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The Norwegian Agency for Development Co-operation (NORAD) has during the period May-September 2002 reviewed its support of private sector development in major partner countries. The countries are Bangladesh and Sri Lanka in Asia, and Malawi, Mosambique, Tanzania, Uganda, and Zambia in Africa.

The aim of the reviews was to explore the possibilities of improving and expanding the support of private sector development within the guidelines given by the Strategy for Norwegian Support of Private Sector Development in Developing Countries.

The studies have been undertaken by teams consisting of an external consultant on private sector development, a resource person from the Norwegian private sector, and advisers from NORAD, Oslo, and the Norwegian embassies. The findings, interpretations, and conclusions expressed in the studies are entirely those of the teams and should not be attributed to NORAD.  

The study of the private sector in Mozambique is number 3 in the series of 7 country studies.
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1. Summary 

This report serves as a background study for a targeted effort by the Norwegian development cooperation authorities and the Norwegian business society aimed at contributing more to the development of a viable private business sector in Mozambique. It is widely recognized both inside and outside the country that Mozambique needs to develop an economic base that is more export oriented and provides employment opportunities. Furthermore, the country’s economic situation underlines the need for increased inflow of investment capital for long-term investments in the country.

Mozambique is one of the most important partner countries for Norwegian development cooperation. The country is facing enormous challenges of poverty, malnutrition and low health and education standards as well as unfilled needs for infrastructure development. Both public sector budgets and the overall trade balance show large deficits and this, in turn, contribute to very high interest rates. Both deficits are covered by aid grants or loans from development banks. Mozambique is today one of the most aid dependent countries in the world.

Important historical facts about the country reflect the situation today as regards the lack of infrastructure outside the major cities and the three east-west corridors from Maputo, Beira and Nacala. Mozambique was divided by civil war for many years after the colonial period ended and the peace accord is no more than 10 years old. The political culture and political institutions are underdeveloped even by African standards. Corruption is thought to be widespread and politically motivated assassinations have occurred.

Mozambique has left the principles of socialist rule and state control completely and is intent on developing a modern market economy. Attaining macroeconomic stability is a major concern since the state budget to a very large extent is financed by development assistance. Both the financial market (banking, insurance etc) and the market for business services in general are underdeveloped. On the other hand, trade policies are open and continually improving. 

Poverty is widespread and deep in Mozambique and the overall level of education is low. The labour market is extremely two-tiered. The majority of the population is un- or underemployed when at the same time there is an acute shortage of manpower in certain trades. Labour laws are cumbersome and old fashioned and clearly show that the Mozambican civil service is stuck in old fashioned thinking rooted in both colonial days and later years of Marxist rule. As in other countries in the region, AIDS is widespread.

The main problematic area in terms of business climate in Mozambique is to be found in a number of concrete administrative barriers or “red tape” issues. This study focuses on the following important areas that have been debated intensively in Mozambique for some years now:

· Access to land is extremely cumbersome. All land is state owned and the process of obtaining the right to use land for a specific purpose can take many years to complete. Land cannot be used as collateral in bank loans, cannot be sold and has little value. This is an important hindrance for economic developments in general and for foreign investments in particular. The system also favours the big and politically important mega projects that can beat the system.

· Import of goods is complicated, costly and prone to corrupt practices. Mozambique insists on having a system of pre-shipment inspection of all goods. Taxes have to be prepaid and there is one only slow-moving warehouse in Maputo that can be used for imports.

· Employing expatriates in Mozambique is also cumbersome, slow and prone to corrupt practices. A work permit can take years to obtain and individual cases can be treated differently for no apparent reason.

· The domestic labour market is heavily regulated. Firing costs are excessively high and employers are generally very careful to employ new staff for that reason.

· The last red tape issue is the system of business licensing and inspection by different authorities. An industrial license can be complicated and very time consuming and it is difficult to see the practical purpose of the system. 

The main analytical conclusion emerging from the review is that large investment projects are favoured in Mozambique. The mega-projects as they are called in Mozambique, get easier access to land, less red tape problems, they can be financed in foreign banks and they get political goodwill. In addition they are also able to carry the infrastructure costs within the project. This “big project bias” is extremely strong but does not appear to be properly recognized by the government in Mozambique.

Mozambique is a large and sparsely populated country with vast natural resources. The long coastline provides some of the finest beaches in the world; there are rich fisheries and large unused tracts of fertile agricultural land and forests. The country has mineral deposits, coal, natural gas and a hydroelectric potential. Infrastructure development is, however, missing in large parts of the country. This makes large investment projects that can accommodate infrastructure development inherently more likely to succeed than the smaller ones. Chapter 6 reviews areas and industries where it is believed to be a potential for Norwegian investments and increased trade. The team is of the opinion that the potential for Norwegian investments in Mozambique realistically mainly would be participation by the bigger Norwegian companies in the large-scale projects within the energy and minerals sector. However, smaller business ventures based on individuals desire to settle and live in Mozambique are also possible.

The Norwegian financed programme of development cooperation with Mozambique is based on an analysis of the challenges and national priorities, and the need to coordinate the programme with that of other donors and avoid overlapping. The programme covers participation in a health sector, the energy sector, local community development and budget support in cooperation with other donors. In 1999 Norway selected Mozambique for a special PSD focus from micro level interventions through meso level initiatives within institutional development. The PSD focuses should ideally be integrated in the entire programme. In order for the programme to focus even more on this issue and hopefully make an impact in Mozambique on PSD development, the team has listed a number of proposals below:

· Norway should actively make use of the budget support dialogue to focus on PSD issues. Firstly there is need to develop the PARPA
 in the direction of private sector development as an underpinning for poverty reduction. The PARPA as it is today is very much focused on public sector expenditures. Secondly, the donors must more actively bring up the administrative barriers (red tape) issues that are so prominent in Mozambique as a serious concern. It is only through broad based private sector growth that Mozambique will develop a tax base that in the long term can support the public sector programmes now being established in the country by budget support. 

· Mozambique needs active support to participate more in world trade through development of its trade policies, export promoting activities and quality assurance work for exporters.

· Norway should propose and finance a study to map the impediments to the development of a financial market that can serve the private sector better. The piecemeal approach to SME credit by establishing special lines of credit outside the normal banking system will never really be able to correct the underlying problems of the financial markets in Mozambique. This initiative should be well co-operated with other donors

· There is need to promote and finance regional infrastructure initiatives such as rebuilding of the main transport system in the north of Mozambique. This could be potentially beneficial both for Mozambique and Malawi and even Zambia.

· There is scope for more comprehensive use of Norwegian private sector competence in policy reform and institutional strengthening in the form of public-private partnership.

· Norway should initiate new concepts for private sector involvement in the major PARPA initiatives such as large-scale immunization programmes, Anti-AIDS campaigns, teachers training programmes, infrastructure development etc. need additional capacity in an interim phase of development.
· Norway should actively support Norwegian involvement in relevant large industrial projects within areas of competence of major Norwegian companies. 

In chapter 6, a brief review is done of the most important sectors were the team is of the opinion that there is potential for increased Norwegian private sector involvement. These are fisheries and maritime sector, natural gas sector, electricity production and distribution, mining & minerals and others. Under each heading a distinction is made between the potential for:

· Increased trade in the finished products,

· More trade in inputs and investment goods 

· Norwegian investment 

· Involvement by Norwegian companies in the reform issues in the sector

2. Introduction

The terms of reference of the study are based on the strategy for private sector development presented by the Minister for Development Cooperation. The terms of reference are in themselves very broad, and therefore the report takes up various issues within this wide scope:

The first issue concerns how Norway, as a development partner, can contribute to the development of Mozambique’s’ own private sector including attracting foreign investment. This question is very much linked to the general perception of investment climate such as the state of the infrastructure, “red tape”-problems, strengthened institutions, macroeconomic developments etc. 

The second question is: How can Mozambique attract more foreign direct investment from Norway and trade more with Norway? An analysis of these issues has to include an assessment of the match between resource endowments and investment opportunities in Mozambique and the know-how and strategies of Norwegian companies.
The third question is: How can the Norwegian private sector become more involved in the activities that Norway and other donors are financing in Mozambique? This is a separate issue directly linked to the Norwegian policy on how the private sector can contribute to enhance the effect of the development assistance in terms of poverty reduction. Norway is untying aid and the international aid related market is increasingly competitive – a challenge that Norwegian companies need to meet. The interesting issue from the perspective of Mozambique is whether there is a link between this question and the two others. More precisely, are the companies who service and supply the development assistance projects also likely to invest in and trade with Mozambique outside the realm of development cooperation and aid money?

Due to time constraints it has not been possible at this stage to go into more in depth analysis of specific bottlenecks in the different sectors. The team has, however proposed areas for investment and collaborations with Norwegian companies and institutions. Phase II will have to focus more closely on sector issues.

Data for this study was collected during two weeks field work in Mozambique from April 11 to April 18, 2002, and included visits and consultations with the private sector, government institutions, associations and  donors. 

The team was composed by Mr. Jan Eriksen, Adviser at NORAD’s department for  Southern Africa as team leader; Mr. Dag Aarnes, Economist at Dag Aarnes Consulting as secretary; Mr. Jon Birger Fjalestad, representative of NHO and Director at Norway Register Development and Mr. Carlos Mate, Program Officer at the Royal Norwegian Embassy in Maputo. 
3. Proposed adjustments in the Norwegian cooperation programme

The Norwegian financed programme of development cooperation with Mozambique consists of a number of activities. The programme is the result of an analysis of the challenges and national priorities, but also very importantly, the need to coordinate the programme with that of other donors and avoid overlapping. The programme covers the following areas.

· There is a health programme, which aims at developing an integrated multi donor approach to health challenges. The sector programme represents an attempt to pool resources with other donors, to enter into a common dialogue on health sector issues with the government and support ownership on the Mozambique side.

· The energy programme aims at contributing to a better use of the energy resources in the country by improving capacity to regulate and plan and meet environmental standards. Norway has a long-standing cooperation with Mozambique on technical assistance in the energy sector, both as regards electricity and natural gas. Norway has also provided extensived support for rural electrification.

· The local community development programme is aimed at decentralization and development of functioning local governments. As a part of the Mozambique government’s efforts to decentralize delivery of services, Norway supports the development of district administration in the province of Cabo Delgado. This programme is aimed at supporting the establishment of better functioning local governments and improved local infrastructure.

· The budget support programme that is combined with support to planning and economic policy functions in the Ministry of Finance. The Budget support programme is carried out in cooperation with 10 other donors. It is a programme that transfers funds directly to the budget and where the Government of Mozambique and the donors will agree on a set of targets linked to the implementation of the poverty programme (PARPA) and to reform of the public financial management system and the tax system. The budget support also has a macroeconomic side in that it is aimed at reducing overall borrowing requirement of the public sector and thereby reducing interest rates.

· NORAD is also now considering supporting a fisheries sector development, mainly in the form of technical assistance to the administration of the fisheries sector.

The team realizes that the issue of contributing to private sector development (PSD) development has been one of many important considerations when the present programme of cooperation between Norway and Mozambique was designed. Since 1999 the programme in Mozambique has piloted a special PSD focus from micro level interventions through meso level initiatives within institutional development. The aim was not to have a new PSD-sector for support, but to integrate PSD-approach in other programs. So far this have mainly been done within the energy and fishery sectors. There are several PSD-projects aiming at supporting and developing SMEs in Mozambique. NORAD is supporting part of UNIDOs Integrated Program and the Business Development program, PoDE, in collaboration with the World Bank, EU and DFID. In addition UNDP is responsible for Enterprise Mozambique and other donors have different support schemes.  According to the relatively low number of SMEs within the formal sector, the support for this target group should be adapted. Also as the private sector in the Maputo area seem to grow well, there should be a stronger focus to support PSD in other geographical areas. Support to PSD-services should also be more demand-oriented than supply-oriented.  Norway has been eager to co-finance PSD-projects with other donors and should continue this way of  co-operation.

The team finds that it is appropriate to integrate PSD-focus in existing sectors of cooperation, and that the effort should be coordinated with other donors.  In order for the programme to focus even more on this issue and hopefully make an impact in Mozambique on PSD development, the team has listed a number of proposals below.  

There is not a single solution to how the gender-issue should be approached. Experience, also from the Norwegian supported micro-credit scheme Tchuma, show that it is better to integrate a gender-focus in different projects and programs, than establish specific gender-projects. Within PoDE there is an integrated gender-component.

Budget support dialogue to focus on PSD issues

Private sector development has been one of the main aims of Norwegian cooperation for a number of years. The process has begun but can be strengthened. The team sees two important angles to this. Firstly there is need to develop the PARPA in the direction of private sector development as an underpinning for poverty reduction. The PARPA as it is today is very much focused on public sector expenditures. The aim would be to contribute to a development of the PARPA more in the direction of broad based economic growth. The growth process has to take place in industries that can provide jobs and income opportunities for large parts of the population. Mozambique needs an economic policy to foster that kind of broad based growth, not as an alternative to the large industrial (mega) projects but as a supplement.

The team is of the opinion that the dialogue forum that has developed around the poverty oriented budget support in Mozambique should focus more on these issues. In the view of the team, the donors must more actively bring up the administrative barriers (red tape) issues that are so prominent in Mozambique as a serious concern. It is only through broad based private sector growth that Mozambique will develop a tax base that in the long term can support the public sector programmes now being established in the country by budget support.

The PSD issues to be brought up in the dialogue must be well prepared in cooperation with the other donors. For that purpose the team proposes that Norway takes the initiative to establish a joint donor working-group on PSD issues.

Support Mozambique’s participation in world trade

Mozambique’s export sector, which once supplied sugar, tea, cotton etc to the world market, is today underdeveloped to the point where it is virtually non-existing outside the mega projects. This is spite of the fact that the country has received favourable trading partner status both vis-à-vis the EU (Everything But Arms), USA (AGOA, African Growth and opportunities Act) and Norway. There are a number of areas where there is potential for export promoting activities. The team has not had the time to go into all of them. 

Norway could offer to assist Mozambique in the development of its trade policies and trade potential and to be heard in international negotiations. Another possible area is to support export promoting activities and quality assurance work for exporters. This could be support for organizations that promote industrial development etc. PodE is already involved in this but could be asked to do more.

Study to map the impediments in the financial market 

The piecemeal approach to SME credit by establishing special lines of credit outside the normal banking system will never really be able to correct the underlying problems of the financial markets in Mozambique. There is need for a much more broad based approach to financial market reform that involves issues like banking regulation; asset based lending approaches and the possible use of land leases as collateral. These are complicated and big issues but they are also crucially important to develop the private sector in Mozambique. Such a study would have to draw upon expertise from different institutions. But Norway could bring the idea up with relevant authorities and in close co-operation with the donor community and possibly offer financing for the technical work required.

Promote regional infrastructure initiatives

Rebuilding of the main infrastructure systems in the north of Mozambique could have potentially large positive impacts on the development process in these areas. The more promising of the two corridors at the moment is the Nacala port and railway in the far north of the country. This transport system could be potentially beneficial both for Mozambique and Malawi and even Zambia.

Other infrastructure development projects with a regional perspective also exist. It is important to bear in mind that the climate to support these projects now are much better than in the 70ies and 80ies when commercial use of the infrastructure was hindered by conflict and hostile political circumstances. Also institutional infrastructure in the regional context could be subject to development focus. Norwegian authorities should consider finding ways of contributing to the financing of core infrastructure projects.

Use of Norwegian private sector competence in policy reform

Mozambique has requirements for policy reform and institutional strengthening in a large number of areas. Among the more successful reform initiatives are the projects where public-private partnership has been used. Examples include the T/A project undertaken by Crown Agents in the Customs administration and the technical assistance to Ministry of Finance by Harvard Institute of International Development. The point is that the present model favoured by Norway of institutional cooperation between government agencies in Norway and their counterparts in Mozambique appears to exclude the option of using private sector competence. There is a need to go deeper into the reform processes such as in the two examples above.

The Customs reform project is to big to be undertaken by a single Norwegian company, but a number of other opportunities exist in areas such as energy and fisheries (institutional cooperation), land management and agriculture as well as financial services, regulatory services such as banking supervision, register infrastructure, competition policy and taxation. Such projects obviously rely on a strong political backing by the government of Mozambique. The example of customs reform, however, shows that parts of the government are prepared to take radical action to improved performance of important institutions.

Initiate new concepts for public-private partnerships

The public sector in Mozambique is very large relative to the long-term tax revenue potential. Some of the major PARPA elements such as large-scale immunization programmes, Anti-AIDS campaigns, teachers training programmes, infrastructure development etc. need additional capacity in an interim phase of development. This could be done in the form of public – private partnerships where the management is handed over to private companies and organizations. There is funding available from a number of new initiatives (Global Fund for Africa etc). Macroeconomic considerations will limit the usefulness of such funding if they are only to be used in the public sector. The private sector can contribute to the creation of extra capacity in the economy.

Actively support Norwegian involvement in relevant large industrial projects

A number of the large industrial projects that are coming up in Mozambique are within areas of competence of major Norwegian companies. In view of the long-standing political cooperation between the two countries, it does seem natural to provide political support for the involvement of Norwegian companies in big industrial projects in Mozambique. This could be down-stream use of aluminum from the Mozal plant, development of commercial use of titanium sands and use of the natural gas etc. Norwegian involvement in the large projects would ensure more insight into how they are implemented and developed and how they can be used to create important spillover effects.

4. Political, economic and social background

The political history

Mozambique was colonized early but trade and exploitation was never as economically important to the Portuguese as their more lucrative trade with India and the Far East and the colonization of Brazil. In the early 20th century, the Portuguese shifted the administration of much of the country to large private companies, controlled and financed mostly by the British. These companies established railroad lines to neighbouring countries and contracted cheap--often forced--African labour to the mines and plantations of the nearby British colonies. Because policies were designed to benefit white settlers and the Portuguese homeland, little attention was paid until the last years of colonial rule, to the development Mozambique's economic infrastructure or the skills of its population. This underdevelopment of infrastructure still characterises Mozambique today.

After World War II Portugal clung to the concept that Mozambique was an overseas province of the mother country and immigration increased rapidly. Mozambique's Portuguese population at the time of independence was over 200 000. The drive for Mozambican independence developed apace, and in 1962 several anti-Portuguese political groups formed the Front for the Liberation of Mozambique (FRELIMO), which initiated an armed campaign against Portuguese colonial rule in September 1964. After 10 years of sporadic warfare and major political changes in Portugal, Mozambique became independent on June 25, 1975. FRELIMO quickly established a one- party Marxist state and outlawed rival political activity. A civil war between the FRELIMO government and the Mozambican National Resistance (RENAMO) began in 1976. 

RENAMO originally emerged as a creation of the Ian Smith regime in Southern Rhodesia to destabilize the Mozambican government, which supported Zimbabwean, and South African liberation movements. After Southern Rhodesia became Zimbabwe in 1980, the South African government took over the external sponsorship of RENAMO and began providing the insurgents with logistical support and training. Despite its brutal methods and documented human rights abuses, RENAMO was also able to draw upon strong internal dissatisfaction with FRELIMO to get support among local populations. 

On March 5, 1984, the Government's of Mozambique and South Africa signed the Nkomati accords, which committed both countries to cease hostilities against the other and to search for ways to increase economic cooperation. Thereafter, Mozambique severely restricted African National Congress (ANC) activities within Mozambique, and the volume of official South African support for RENAMO diminished. Mozambique's first president, Samora Machel, died when his aircraft crashed near Mbunzi on South Africa's border with Mozambique in October 1986. 

In 1987, Mozambique started on what was to become a very comprehensive economic reform program. It was decided that markets should determine the exchange rate, interest rates, and prices. Quantitative restrictions on imports and subsidies have been eliminated; import tariffs have been reduced and simplified; and crop marketing has been liberalized. In addition, Mozambique’s privatization program is one of the most active in Africa. More than 1,200 state enterprises have been restructured or privatized, including the entire banking sector and a number of state manufacturing firms. 

Joaquim Alberto Chissano, who had served as Foreign Minister from 1975 until Machel’s death, succeeded Machel. Despite a reduction in external support to RENAMO, the government was unable to defeat the insurgents. As early as 1980, the war's stalemate had led the two sides to begin peace talks in Rome under the auspices of Italy and the Catholic Church. Not until December 1990, however, did FRELIMO and RENAMO agree to a partial cease-fire covering two of the country's principal transportation arteries: the Limpopo and Beira corridors. The partial cease-fire continued through mid-1992. Though the negotiations only progressed slowly during 1991 and 1992, the parties were able to agree on three protocols regarding the electoral system, political parties, and the structure of the talks. In June 1992, the United States was invited to become an official observer to the talks, and the General Peace Accord was signed in October 1992. A UN Peacekeeping Force (ONUMOZ) successfully oversaw the cease-fire and the two-year transition to multiparty elections (see below). The last ONUMOZ contingents departed Mozambique in early 1995. 

By mid-1995, the over 1.7 million refugees who had sought asylum in neighbouring Malawi, Zimbabwe, Swaziland, Zambia, Tanzania, and South Africa as a result of war and drought had returned to Mozambique, as part of the largest repatriation witnessed in sub- Saharan Africa. Additionally, a further estimated 4 million internally displaced persons had largely returned to their areas of origin. 

In 1998, the country's first municipal elections established democratic government in 33 urban areas, and in December 1999, Mozambique's second multiparty elections again returned FRELIMO and Chissano to power. In November 2000, Mozambique suffered its worst political violence since independence. 

In February and March 2000, the country suffered from devastating rains and floods, which further compounded the enormous economic challenges that it faces. In total, 700 people died; 491,000 were displaced; 20,000 cattle were lost; 140,000 hectares were inundated; and 52 health facilities (four hospitals) and 500 primary schools were significantly damaged. There was also extensive damage to property, roads, railways, and key utilities in the affected areas. The World Bank has estimated that the direct costs of the flood emergency were close to 300 million US dollars and almost evenly divided between the public and the private sectors. The cost of reconstruction to improved (more flood-resistant) standards was estimated at about 430 million. In early 2001, the Zambezi valley was flooded, but damage was limited to about $100 million. 

Mozambique is a unitary republic with a 250-member parliament elected by universal adult suffrage every five years. The President is head-of-state and government. The General Peace Agreement in 1992 between FRELIMO and RENAMO and the general elections that followed in 1994 and 1999 were important steps toward national reconciliation and stability. FRELIMO, led by current President Joaquim Chissano, won both national elections. At the same time, RENAMO has shown considerable strength among the electorate. Mr. Afonso Dhlakama won 47.7 percent of the presidential vote in December and RENAMO holds 117 seats in the present parliament, ensuring that the political opposition will continue to have an important role in Mozambique. 

Economic developments and policies

Before the disastrous flooding in the beginning of 2000, Mozambique posted one of the world's strongest sustained periods of runs of economic growth, albeit from a very low level of economic activity. GDP rose by 7.1 percent in 1996, 11.3 percent in 1997, 12 percent in 1998 and 9.7 percent in 1999. Moreover, an improvement in the government's fiscal position through the 1990ies, led to a fall in inflation from more than 60 percent per year in 1996 to single digits in the late 1990s.

Through the year 2000, economic developments in Mozambique was marked by a slowdown in economic growth, an increase in inflation, and a weakening of the external current account, all linked in large part to the devastating floods that affected the country in February-March 2000. Flood reconstruction and production at the recently opened Mozal aluminum smelter helped contain the economic slowdown, and real GDP growth for 2000 ended up at 2,3 percent. The exchange rate in real effective terms appreciated moderately during the year.

Inflation rose in the immediate aftermath of the floods, and continued to increase thereafter, to a 12-month rate of 16.8 percent in October 2000, reflecting in part a larger-than-expected monetary growth. Throughout 2001 growth picked up again in Mozambique. Current estimates are that the economy grew by as much as 10,4 percent in 2001 and that the high growth is continuing this year at a somewhat reduced by still very high rate. It is now estimated that that growth in 2002 will be in the range of 6 –7 percent.

Furthermore, Mozambique reached the conclusion point for the HIPC
 reduction of external debt on 26 September 2001. This will result in the reduction of the net present value of debt from 6 billion US dollars to around 1,6 billion. Accordingly, the debt servicing is now reduced from 26 percent of exports to 4 percent over the next four years. The actual economic effect of this will not be as profound since it is highly doubtful whether Mozambique would have been able to meet the original debt service requirements. The country would most likely simply have defaulted. However, HIPC is still very important in as much that it contributes significantly to a normalisation of the country’s relationship with international financial markets.

Mozambique relies on donor financing, is still relatively highly indebted, and needs substantial further development financing. Despite projected annual increases in export value at around nine percent for the next several years, the trade account, which has been strongly negative for a number of years, will not approach balance for the foreseeable future. Massive capital goods imports are needed for Mozambique's development; in the near term, the import bill will swell even further as the flood damage is remediated. It is likely that the country will have a persistently large current account deficit.

The annual growth in money supply (M2) is difficult to control in a country with high budget deficit, high and variable donor financing and an undeveloped financial market. Monetary growth accelerated sharply through 2001 and was fuelled by a strong inflow of foreign currency. The government had set a target M2- growth of 17 percent by the year-end, but this was to be exceeded. When the economic growth is kept as high as it has been for the last 2 years, 17 percent money supply growth is manageable and should be consistent with the targeted inflation rate of 5 –10 percent. However, during 2001 and into 2002, inflation control has again slipped, mainly due to high salary increases.

Interest rates have increased steadily during much of 2001 and 2002 and are now in the range of 40 - 45 percent for borrowers. This leads to record high levels of real interest rates. This reflects the expansionary fiscal policy and the policy of the central bank to avoid slippage of the Metical. The banking crisis in Mozambique has also led to a downward pressure on the currency. US dollar is in widespread use in Mozambique as a means of keeping savings and paying for goods and services.

Social conditions and poverty

Mozambique has about 17 million people with limited but increasing purchasing power. The purchasing power of the small middle and upper class (2-3 per cent of the population) is comparable to that of the middle class in South Africa. The high annual economic growth has resulted in steadily increasing purchasing power also for other parts of the population. 

However, the large-scale household surveys that have been carried out in Mozambique in recent years show that poverty levels in Mozambique remain extremely high. The most recent survey indicates a per capita consumption of around US$ 170 per annum at the prevailing exchange rate at the time of the survey. The rate of absolute poverty stood at 69.4 percent, which meant that more than 2/3 of the Mozambican population was living below the poverty line. There was a greater incidence of poverty in rural areas (71.2 percent) where 80 percent of the population lives, as opposed to 62.0 percent in urban areas.

The prevalence of poverty is highest in Sofala (88), Inhambane (83) and Tete (83). Maputo city shows the lowest levels of both poverty and abject poverty, while the least poor province in terms of per capita consumption is Cabo Delgado.

Surveys in Mozambique furthermore show a clear relationship between education and poverty. However, the differences between the poor and non-poor are often less significant than those between sexes and place of residence. In rural areas, access to health services is approximately the same for the poor as the non-poor. However, in urban areas the non-poor have better access to formal health services than the poor

Almost all rural households have access to at least a plot of land to farm. The poor and non-poor have approximately the same amount of land per household, but the non-poor tend to use more equipment (inputs) and to have more irrigated land than the poor. Nevertheless, the use of equipment and inputs is very low and this is reflected in the low levels of agricultural productivity in the country. Land is not, therefore, a limiting factor for poor peasants, but rather their capacity (and therefore means of production) to work the land they have in order to achieve acceptable levels of productivity.

While in the urban areas the non-poor tends to work more for wages than the poor, in rural areas there are no differences in this respect. In these areas it is not so much employment itself but other factors, such as the size of wages or the number of dependants that are the main determinants of poverty. 

The provincial profiles meet the need to reflect the regional variations that characterise Mozambique. Economic development has been quite uneven in Mozambique, with the capital city of Maputo enjoying a GDP per capita that is about six times higher than the national average. Living standards in Maputo are comparable to the country averages of Botswana, Swaziland and Egypt. The northern part of the country (Niassa, Cabo Delgado and Nampula) is at the lower end of all major indicators.

The table below show some of the main result from the household surveys in Mozambique. The first is the calculated Human Development Index which is a composite of indicators of income, education and health. The second indicator is GDP per capita calculated on the basis of household incomes in each region. These figures are uncertain but they do show very clearly the much higher level of overall development in and around Maputo.

Table 1. Mozambique: Indicators of Human Development, 1998, by region


Human Development Index
GDP per capita (in $)

South
0.427
460

Maputo city
0.602
1 340

Maputo province
0.407
174

Inhambane 
0.304
171

Gaza 
0.301
148

Centre
0.266
185

Manica
0.337
184

Sofala 
0.302
306

Tete 
0.284
159

Zambezia 
0.173
126

North
0.212
159

Niassa
0.225
120

Cabo Delgado
0.202
144

Nampula
0.198
167

National
0.282
237

Source: UNDP, Mozambique National Human Development Report 1999.

As in many other developing countries, the main factors influencing the health of the population are the shortage of safe drinking water, nutritional deficiencies, illiteracy, and inadequate hygiene, added to a deplorable environmental situation, especially in the poorer areas of the cities. The main illnesses are malaria, diarrhoea and cholera, with children being the most affected group. Hospitals are found in all the provincial capitals. The largest hospital is located in Maputo. Private health clinics also exist in the major cities. 27 per cent of the children suffer from malnutrition according to a recent UNICEF survey.

Mozambique has the 10th highest AIDS rate in Africa and the world. Data indicates that the effect of HIV/AIDS on the economies of SADC countries is similar. Some of the implications for SADC countries are obvious: worker productivity and the viability of many businesses are under threat at a time when companies are striving to increase productivity, as well as regional and global competitiveness. Households will become impoverished and there will be a consequent reduction in demand for certain products. AIDS therefore has consequences for supply, demand and market sizes.

There have been attempts to model the economic impact for specific countries of HIV/AIDS on the growth rate, including Tanzania, Cameroon and Zambia. These models show AIDS may well reduce the impact of the rate of economic growth. The mechanisms that can be identified which have an economic impact on a countries growth rate are:

Reduced gross savings occur because of increased resource expenditure on health care, which in turn dampens investment as financial resources dwindle.

Evidence suggests that AIDS reduces sources of local capital as it is diverted into care and coping by the individuals and their families. There may even be dis-saving, when assets such as pension funds and insurance policies are surrendered in order to meet immediate needs. 

Foreign investors who are notably sensitive to risks, may be discouraged or reconsider their investment because of high HIV/AIDS rate in a particular country as AIDS will increase a companies’s training cost. And, since productivity could fall as the affected workers become sick, missing work days because of HIV/AIDS related illness and are unable to work at full capacity even when they are present because of fatigue (90 percent of HIV positive patients suffer from fatigue) the attractiveness of a country as a source of labour could be diminished.  

Even if Macroeconomic impacts are limited, impacts on broader development and the business environment in Mozambique are likely to be severe. Attempts to improve indicators of well being such as life expectancy and education levels will be hindered and probably reversed.

At a microeconomic level the negative impact of AIDS will affect all levels of employees across all business sectors.  HIV/AIDS has already claimed some of the best entrepreneurs, managers and technical specialists, and other workers in large parts of Africa. Overall the cost of absenteeism across all skill levels and sectors will have the most profound effect on profits.  In Kenya 37 percent of HIV and 15 percent of AIDS related absenteeism accounted for total HIV/AIDS costs. In a survey of five firms in Ethiopia, HIV/AIDS accounted for 53 percent of illness related abseentism over a five-year period. 

The poverty eradication action plan (PARPA)

Mozambique’s main policy document is the PARPA
, the plan to eradicate poverty. The overall objective of the PARPA is to reduce the share of the population living in poverty by about 30 percent over thirteen years, from 70 percent in 1997 to below 60 percent in 2005 and 50 percent by 2010. Independent assessments of the PARPA suggest that this goal would be achievable given that the high growth rates are maintained. However, it is clear that as very little is known in Mozambique about the actual distributional effects of economic growth and it is difficult to evaluate this objective.

The stated policy of the PARPA emphasizes economic growth, public sector investment in human capital and productive infrastructure, and institutional reform to improve the enabling environment for the private sector investment. The PARPA stresses that economic growth must be both rapid and broad-based to benefit the poor, and the strategy is based on an average growth rate of 8 percent for the period 2001–2010. The sources of growth include production from identified large-scale, capital-intensive projects financed with private foreign capital (‘megaprojects’), productivity and value-adding gains in agriculture and small manufacturing; and a general expansion in internal trade, transport and services. These processes would be complemented by public investment directed towards poverty-reduction objectives. Attainment of this ambitious growth objective—which would maintain the performance of the last 6 years —requires continued macroeconomic stability and a more active reform program. The reforms must focus on creating an enabling business environment, not only for the big megaprojects but also for the business sector in general. The PARPA does not, however, focus on the structural reforms needed to stimulate the private sector.

The promotion of rural development through the provision of basic infrastructure, agricultural extension, and assistance with credit and marketing are important interventions in a country with such a large, impoverished rural population. The overall growth strategy includes annual average growth of 8 percent in agriculture, based on expansion in cash crops and increased production of food crops. However, the PARPA does not deal properly with the key constraints to investment and growth in the sector, including uncertainties over land rights, high transportation costs and volatile international prices.

The PARPA does not analyze the risks to the strategy. These risks are mainly associated with Mozambique’s ability to continue growing at the high rates observed in the second half of the 1990. The risks include natural disasters like floods, higher than expected impact of AIDS/HIV and the implementation of megaprojects may be vulnerable to unforeseen market developments or political risks. The impact of megaprojects on poverty reduction may also be less than anticipated.

All in all a number of challenges emerge concerning the development process in Mozambique.

· There is a need to develop an overall strategy for growth in the private business sector as an integral part of the PARPA. The practical implementation of the PARPA is too much focused on public expenditures and too little on employment generation and growth. Poverty reduction cannot rely only on the large capital intensive industrial projects. The dominance of the megaprojects is inevitable, but the challenge remains to build a development process around the projects and get effects in the form of spillover. The mega projects are good for Mozambique but they are not sufficient as industrial policy.

· Mozambique must continue to pursue a balanced economic policy to keep inflation under control and reduce real interest rates. In addition the banking system needs to be improved in order to fulfil its role in society. These are fundamental issues to underpin a private sector growth process. Care must also be taken to avoid a non-sustainable large public sector. Ways must be sought to allow the private sector to become involved in the solution of the large social and infrastructural problems in the country for which there is international financing available.

· The country has vast natural resources and is eager to exploit these resources. Care must be taken, however, to ensure sustainable and reasonable use of natural resources. One important issue is to develop a balanced and predictable system of tax on natural resources.

· There is a need of a broad based attack on the red tape problem, and to introduce a more SME-friendly industrial policy. 

· Mozambique needs to pursue an active export sector development policy that is based on value added in the country.

5. Environment for private sector development

Background

Countries across sub-Saharan Africa have undertaken fundamental changes of policy in the past decade to liberalize and open their economies. To varying degrees, attention has been focused on areas such as 

· Creating a stable macroeconomic environment; 

· Liberalizing controls on foreign exchange transactions; 

· Liberalizing price, licensing, and other controls on both domestic markets and international trade; 

· Rationalizing tax and tariff structures, including reduction of average rates; 

· Liberalizing investment laws and restrictions; and 

· Actively promoting foreign investment and exports. 

Despite this the investment response in most countries has been disappointing. At the same time, micro and informal enterprises are not only failing to move into the formal sector, but are playing an increasingly important commercial role. As a result, African governments are becoming impatient concerning the effectiveness of economic liberalization—particularly because many senior-level officials believe that the reform process has been largely completed. 

Even in countries that have addressed constraints to private investment and exports, significant deterrents remain. In particular, countries with a long history of government intervention and administrative direction over economic decisions typically have complex, overlapping controls beyond those easily identified as constraints on investment or addressed at a macro level by the types of policy reforms mentioned above. The persistence of these "second-tier" administrative barriers to investment, combined with a lack of institutional capacity in the government agencies responsible for them, often leads to a situation where these mere procedural tasks become major obstacles to investment. Such difficulties can often be overcome only after long delays or with extraordinary payments. This discourages investors, even many who may have made a preliminary decision to commit to a country.

"One-stop shops," established by countries throughout Africa to streamline investment procedures, have also been a disappointment: few have actually improved the situation and some have made it worse. The reality is that many developing countries still need more-comprehensive reform efforts, combined with radical overhauls of the way in which their government agencies operate. 

At an implementation level, many officials remain distrustful of private businesspeople and in many cases the "old" attitudes still prevail among bureaucrats, who assert their authority through less direct controls, such as their ability to interrupt business operations for otherwise routine clearances, inspections, or verifications. In this environment, existing private businesses commonly complain of administrative "harassment."

Administrative barriers

Mozambique recognized that its new policies to attract more foreign investment were being frustrated by the red tape that plagued anyone doing business in the country and which damaged the country's image abroad. In 1995 the Mozambican government began a program to reduce bureaucratic barriers to investment.

The program eventually comprised three main elements:

· A series of annual private sector conferences in cooperation with the confederation of trade and industry organisations, CTA, to create awareness in the government of the problems faced by business, to build pressure for reform, and to provide a forum for progress checks;

· The preparation by FIAS of a detailed catalogue of bureaucratic procedures required of business, so that targets for reform could be specifically identified;

· The creation of an Inter-ministerial Working Group to Remove Administrative Barriers to Investment, with the goals of bringing minister-level pressures to bear on reform; and

The discussion of the “red tape issues” in Mozambique has an interesting case in the high profile mega project, the Mozal aluminium smelter. This investment that had high-level political backing, and it was decided to create a special structure that would engage company managers and government officials to work together to solve actual problems. This meant that negotiations quickly moved toward the necessary agreements.

Other, smaller projects are less likely to get this “special treatment”. The Foreign Investment Advisory Services (FIAS), which is an organisation, set up by the World Bank and IFC have made reports on “Administrative Barriers to Investment in Mozambique” both in 1996 and 2001. The reports show that these barriers are significant in Mozambique, and that progress took between 1996 and 2001 was limited. The FIAS report goes into detail on 6 specific areas and one cross cutting issue which is the division of power between local governments and the central ministries. In the following the reports’ findings on the sectors are reviewed:

Access to land

The article 46 of the country’s constitution regulates Private land ownership, and states that: "ownership of land is vested in the state … and may not be sold, mortgaged or otherwise encumbered or alienated. As a universal means for the creation of wealth and social well-being, the use and enjoyment of land shall be the right of all Mozambican people".

Domestic as well as foreign investors may lease land, initially for a period of up to 50 years. The lease may be renewed once, for up to another 50 years, and may not be sold or sublet. The lease price for land is relatively low and amounts essentially to an administrative fee. The limited ownership rights of land are not perceived, in general, as an obstacle by large foreign investors. However, both foreign and domestic investors are subject to a cumbersome administrative process until the lease is granted. In addition, the limited proprietary rights granted by the land law create a problem for the financial sector in that it lacks an important collateral to secure credit. A more flexible land law and land administration would be beneficial for domestic as well as foreign investment.

The concession for land use can be obtained from the Department of Agriculture's Geographical & Land Affairs Services, the Serviços Provinciais de Geografia e Cadastro. No value can be placed on barren land, which is why it is offered by the Government for an insignificant fee. It only acquires value as it is developed and the investor may then acquire or dispose of the infrastructure and superstructure placed on it. Government-owned houses are sold only to local citizens who currently reside in them, but investors are free to acquire private estates as long as they are properly registered in Mozambique and can present an investment project to use the land.

The two FIAS studies identified three main problems pertaining to both urban and rural land:

· The regulation mentioned over and the practical implementation of it is extremely cumbersome by any standard

· In particular the provincial land registries are understaffed and work very slowly. It can literally take years to get individual applications through the system

· Both the national and regional registries are unreliable and the cost of checking the reliability of information is extremely high

According to the FIAS study some positive steps have been taken since 1996. There has been some institutional strengthening of the main institutions and private firms can now carry out the surveying of the land. However, the companies and individuals who have been interviewed in the FIAS study report enormous problems regarding acquisition of land. Applying for a concession is difficult because it is difficult to find out who actually owns the land. After that is settled, each step is difficult and involves a number of institutions and departments. After the concession is obtained the problems are not over, since the first concession is only provisional and subject to various tests. One particularly complicated problem is the establishment of prior traditional rights to the land.

The solution to the land issue is vital to the development of the Mozambique economy, in particular the SME sector. The mega projects carry so much weight that they in a sense are above the normal system and get special treatment.

The FIAS report have a number o recommendations regarding simplification of the approval system, the neighbourhood consultation system, the allocation system etc. The report also sees the establishment of industrial parks as a good alternative. 

Importation of goods

In the time between the two FIAS studies, Mozambique have changed its’ import regime significantly. The Customs department have been completely overhauled and new, internationally recognized procedures have been put in place. In 1996, when the first FIAS report was presented, Mozambique still relied on administrative import controls. Companies had to apply for import licences in a cumbersome procedure. Once a licence was issued it would last only for one year. Prior to independence, trade in and out of Mozambique had largely been with Portugal and at the time of independence, no real customs service had been established. 

Since 1996 Mozambique has liberalised the import regime and joined the SADC trade agreement. A complete overhaul of the customs administration has been carried out. The administration of customs was outsourced temporarily to the British consultancy company, Crown Agents. The new customs system is based on international practises but is still relatively cumbersome.

For imports above 500 US dollars the procedure is as follows:

· A predeclaration and pre-payment of 15 percent still has to be made. The 15 percent represent estimated duties and VAT. 

· Preshipment inspection is required when goods are worth more than 2500 US dollars.

· Shipment inspection on arrival is conducted at random basis.

The majority of imports to Mozambique arrive by road through the southern corridor and into Maputo. All goods imported into the country must be stored at a warehouse called the Road Cargo Terminal (FRIGO). Goods have to stay there until they are cleared by customs.

The main problems with the system as it is today are the delays in the FRIGO terminal and the excessive costs that the preshipment and deposit system involves. The 15 percent is forfeited if goods arrive to late and there is a 30 percent fine if goods arrive without the prepayment. I addition there is a 1 percent service levy charged by customs. All in all this can amount to significant total costs for the company. The complexity of the system is such that most companies use clearing agents who have to be licensed. These licenses are hard to come by and the agents therefore have the possibility of monopolistic behaviour.

Employment of expatriates

The foreign worker in Mozambique in principle enjoys equal rights and guarantees, excluding civil rights (e.g., voting rights) that are clearly reserved for nationals. The issuing of the residence permit is subject to the approval of the Ministry of Labour. This document is initially valid for one year. After the 10 th renewal, it is replaced by a permanent residence permit. The business or tourist visa is initially valid for thirty days and can be renewed for up to ninety days. Visas may be obtained at Mozambican diplomatic missions abroad or upon arrival at Maputo airport. Regardless of rank and academic and professional qualifications, an expatriate may be hired when there is a shortage of suitable local candidates with similar qualifications. A special justification is normally required on the form provided by the Ministry of Labour and a copy of the draft contract must be submitted to the relevant authorities supervising the employer's area of activity for their consent. Thereafter, the Minister of Labour may approve the contract and the National Directorate. Migration issue the residence permit (DIRE). 

The employer cannot apply for the DIRE on behalf of the employee. This regime distinguishes work permissions for employees and work authorizations for members of statutory boards, shareholders and other duly authorised representatives of companies. The difference between the two lies in the fact that the Ministry of Labour only certifies the Mandate issued to the legal representative or member of the statutory board by means of issuing a work permission.

In terms of work permit, the Ministry of Labour approves or authorizes the employment of an expatriate, based on an employment contract, through the concession of a work permit. Both the work permission and work permit issued by the Ministry of Labour are required to enable the foreign citizen to apply for a residence permit (DIRE) at the National Migration Department. Foreign investors consider the labour law problematic in practice, since it often delays the hiring of a needed expatriate. The estimated time to obtain a work permit and the residence permit is variable but, in practice, takes 4-6 weeks. 

The actual process of hiring foreign workers is in practise quite complicated and time consuming:

· The job has to be advertised locally for 10 days and afterwards, a declaration from the Employment centre that this has been done, has to be obtained. This takes another 15 days.

· The application to Ministry of Labour (MoL) must contain the mentioned declaration, a so-called certificate of ability and a detailed resume of the candidates qualifications.

· MoL then must solicit opinions from workers’ union and the relevant line ministry. This process can be very time consuming and unpredictable. This is also an area where corruption is rife.

· MoL’s eventual approval of the work permit does not mean that residence visa is automatic, however. The Immigration Authority carry out their own assessment of the case and can reject it. Illegal stay in Mozambique by foreigners is fined by about 100 US dollars pr day.

Regulations in the domestic labour market

Traditionally, the labour market in Mozambique was incredibly excessively regulated. Authorities regularly intervened in all matters small and big in all kinds of companies and organisations. These laws and regulations have been lifted and/or modified to some extent but many concerns still remain for the business sector according to the FIAS study from 2001.

Firing costs are excessively high in Mozambique. This leads to a situation whereby companies are reluctant to employ new staff and gradually loose productivity as a result. The Ministry of Labour has not managed to renew itself and its organisation. They still require firms to submit salary plans for approval etc.

The system of labour inspectors has come under a lot of criticism in Mozambique. Their job is to inspect working conditions but there is a general perception that these positions are being misused and corrupted.

Industrial and commercial licensing

Until recently all companies in Mozambique needed licenses to operate no matter how small they were. It has been proposed a number of times in the past to abolish the system completely but so far only certain modifications to the system have been carried out. New licensing regulations were introduced in 1998. They involve simplified procedures and no requirement for licensing of “Class 3” companies.

Remaining concerns are that licensing is still complicated and cumbersome if the company is involved in more than one activity. Requirements can be very detailed. An industrial license will involve for example topographical map, full drawings of buildings, the number and gender of employees, the number of bathrooms, and environmental impact assessment etc. Preparation of the documents involves visits to several parts of government and is very time consuming.

Inspection of industrial sites

The private sector in Mozambique complains about the number of visits by inspectors from various parts of government they receive every year. It is apparently quite common that inspections from various ministries and local authorities arrive one after the other and check the same issues. Visits are totally discretionary and often lead to decisions that are seemingly totally arbitrary. This is very much a problem of government culture and attitudes among civil servants.

Taxation system

The tax system in Mozambique is structured in a reasonably straightforward way and is based on usual standards. Tax administration remains a problem, and tax evasion is widespread. The Value Added Tax (VAT) was introduced in Mozambique on 1 June 1999. It is applied on the sale of goods and services within the national territory, as well as on imports of goods to the country. The rate is 17 per cent. The Specific Goods Consumption Tax is payable (in addition to the VAT) on the import and production of specific luxury goods. These include luxury vehicles, tobacco and alcoholic beverages. Rates vary between 20 per cent and 75 per cent. 

Corporate Tax 

Firms are subject to the following tax rates: 

Corporate Income Tax Rate
35

Capital Gains Tax Rate
18

Branch Tax Rate
35

Withholding Tax
15

Dividends
18

Interests
18

Royalties
15

Branch Remittance Tax
0

VAT
17

The corporate tax rate for the agricultural sector is 10 per cent until 2007. Thereafter it will be 35 per cent. Non-resident companies without a permanent establishment in Mozambique are subject to a 15 per cent withholding tax on gross income derived from activity carried out in Mozambique and related to (i) intellectual or industry property, (ii) industrial, commercial or scientific know- how, (iii) technical assistance and (iv) the use of agricultural, industrial, commercial or scientific equipment. Resident companies (companies with their head office or effective management and control in Mozambique) carrying out industrial, commercial or agricultural activities in Mozambique are subject to corporate tax on profits derived from Mozambique and on one-third of their profits before taxes earned abroad. The tax rate on Mozambican-source revenues varies but is generally 15 per cent.

Tax Reductions 

Investments in new projects or in existing but inactive projects benefit from a 50 per cent reduction in the corporate tax rate during the period necessary for recovering the investment, up to a maximum of ten years. For investments in the provinces of Niassa, Cabo Delgado and Tete, the reduction is 80 per cent of the normal rates. After the end of the period to which the tax reductions described above apply, additional benefits, which vary according to the location of the project, are granted. Investments located in the provinces of Cabo Delgado, Niassa and Tete benefit from a 50 per cent reduction in the corporate tax rate for a period of six years.

A 40 per cent reduction in the corporate tax rates for a period of three years is granted to investments located outside the provincial capitals in the provinces of Manica, Nampula, Sofala, and Zambezia. Investments in the other provinces, outside the provincial capitals, benefit from a 25 per cent reduction in the corporate tax rate for a period of three years. Special tax benefits are granted to investments for the rehabilitation or expansion of existing firms or projects. For a five-year period, an immediate 100 per cent write-off is allowed for investments in new equipment and in the construction of civil installations and agricultural infrastructure.

Capital Gains 

Capital gains derived from the sale of fixed assets are included in ordinary income and are subject to tax at the regular rate. The gains are the difference between the sale price and the acquisition cost, adjusted for depreciation and (by an official coefficient) currency devaluation. Capital gains on the sale of shares are liable to a Capital Gain Tax (CGT) at a flat rate of 18 per cent. The capital gains should also be disclosed for corporate tax purposes but a tax credit mechanism avoids double taxation.

Tax Administration 

The fiscal year coincides with the calendar year. Companies are required to pay provisional corporate tax in advance in eight equal monthly instalments from May to December of the current tax year. The total amount due is determined by applying the corporate tax rate to 75 per cent of the estimated profits for the tax year. Companies must file financial forecasts of estimated profits by March 31 of the tax year. Tax returns must be filed by May 31 of the year following the tax year, and final assessments are issued by August 15. The balance of any tax due is paid or a refund is made in October. Failing to file returns in time entitles the authorities to assess tax on the grounds of presumed income.

Personal Tax 

Tax on remuneration is called professional income tax (IRT). Residents are subject to professional tax only on employment income earned in Mozambique and on work performed abroad which is paid for by a Mozambique company. Non-residents are subject to professional tax on Mozambique-source income. Residents are defined as persons who reside permanently in Mozambique; who have resided in Mozambique for more than 180 days in a tax year; or those who have resided in Mozambique for 180 days or less, but on December 31 (the last day of tax year), have a residence under circumstances indicating an intent to continue occupancy on a regular basis.

Taxable Income 

In general, professional income tax is levied on employment income paid in cash or in kind. However, subsidies for meals and entertainment and travelling allowances up to certain amounts are not taxable. The income tax rates applicable to resident individual employees, whether national or foreigners, vary between 0 and 20 percent in brackets.

Labour Laws and Industrial Relations 

The labour law of 20 July 1998 applies to all employers in Mozambique, regardless of type of company, origin of capital and nationality of shareholders. It applies to all employees, both national and foreign, in all fields of activity who carry out their work in Mozambique in the public or private sector. It provides for individual and collective labour relations and may not be derogated or modified by collective labour regulation instruments or individual employment contracts, except where these establish regimes more favourable to employees. If the employment contracts are not formally written, the employer bears the necessary liabilities.

The employer must send a list of all employees to the Ministry of Labour each year and it should also be displayed on his premises. An employment contract must be entered into with each and every employee. If the working period exceeds 48 hours a week, the employee is entitled to time off. In any case, the official working hours must be registered with the Ministry of Labour and displayed on the premises. The working period consists of five days a week of eight hours per day, from Monday to Friday. Overtime must be appropriately remunerated. Workers are entitled to 30 days of annual leave, except for the first year, in which they are entitled to 21 days. The minimum wage has been adjusted recently to about $30 a month for the agricultural sector and about $35 for the industrial sector.

It is mandatory to enrol in the social security system, which covers all employees and provides for illness, disability, old age pension and assistance to beneficiaries after the death of the insured. The retirement age is 60 years for men and 55 years for women. The system is financed by monthly contributions paid by enrolled employers and employees by the 10th of every month, as well as fines and interest. It is the employer’s responsibility to remit 7 per cent of salaries to the National Institute of Social Security (INSS) for social security contributions, of which 3 per cent comes from the employee's salary and 4 per cent from the employer. Foreign nationals are only exempted if they prove participation in an alternative pension or retirement scheme. The law accords generous rights to employees. 

The dismissal of employees without just cause is only possible after the payment of substantial indemnity costs. A tripartite negotiating forum involving the Government, employers and trade unions manages industrial relations. Harmonious industrial relations generally prevail between unions and employers. The incidence of industrial action is low and strikes are not a common feature of union activity in Mozambique. Employers and employees are allowed freedom of association. Employees are free to join the unions of their choice for collective bargaining with the employer. Trade unions are structured in a hierarchy from the workplace (comité sindical) to the general confederation of unions, a national association. Independent employee associations include unions, federations and confederations. These ensure a more co-ordinated approach to collective bargaining and the negotiation of regulatory instruments for industrial relations. Of the formal sector work force in Mozambique, about 37 percent are members of trade unions. This is a relatively high figure in the region. There is a long standing cooperation between the Norwegian Trade Union (LO) and their counterpart in Mozambique: Organização dos Trabalhadores de Moçambique which is also playing a role in developing private  sector in the country. 

Decree No. 25/99 of 24 May 1999 defines the legal framework for the employment of foreign workers. The provisions of this law do not affect the general rules on entry or residence of foreign nationals. In terms of remuneration and fringe benefits, employers are to accord equal treatment and opportunity to all employees (national and foreign).

Quality of Labour Force 

Mozambique’s labour force is generally perceived to be friendly, enthusiastic, trainable, hardworking and relatively low-cost. Although the total labour force is sizeable and average wages, above the age of 15, are low, the low level of literacy (just over 40 per cent of adults), education and vocational training makes it difficult to attract the right quantity and quality of labour. Given the recent high economic growth rates, the demand on the labour market is substantial and local firms often complain about their difficulties in attracting and retaining appropriately trained and qualified staff. In urban centres, the proliferation of training facilities open during evening hours is helping to meet the increasing demand. Mozambican staff is usually eager and willing to learn but the shortage of trained and professional staff is such that premiums and fringe benefits have often to be added to the normal salary. 

Education 

The education system is divided into primary education (1st-7th grade), secondary education (8th-12th grade, including technical and vocational education) and higher education (generally five years for common degree fields and seven years for medical sciences) (table 14). As for higher education, apart from the Eduardo Mondlane University, Paedagogical University (mainly for teacher training) and the Higher Institute for International Relations, all of them public institutions, Mozambique now has several private institutions like the Universidade Católica, based in Beira, the Instituto Superior Politécnico e Universitário, in Maputo and Zambezia, and the Instituto Superior de Ciência e Tecnologia de Moçambique. A number of others are planned for the near future. 

The Government’s decision to allow private investment in primary, secondary and higher education has led to a proliferation of private schools in the main cities (mainly Maputo and Beira). Quality has also improved because of competition. There are now a number of international schools (English, Portuguese, Swedish, Italian, and French) in Maputo and Beira. Vocational and technical training facilities are still poorly developed, although the Government has recognised the importance of such facilities

Financial markets

In 1978 all private banks operating in Mozambique were nationalised and merged into two state institutions, the Banco de Moçambique (the central bank) and the Banco Popular de Desenvolvimento (BPD). During the 1980s and early 1990s the banking system operated virtually as an arm of the state budget, most credit being directed to assist troubled state enterprises.

After 1992, the Government's economic reform programme covered also the financial sector. Foreign banks were now allowed to invest in Mozambique, interest rates deregulated, and the regulatory and commercial activities of the central bank separated. The Banco de Moçambique assumed the central bank function. The newly created Banco Comercial de Moçambique (BCM) assumed the commercial banking function. In 1996 the BCM was sold, in 1997 the BPD. A 51 per cent share of the joint stock of the BCM was sold to a group of foreign investors, including the Banco Mello, the União dos Bancos Portugueses, the National Merchant Bank of Zimbabwe and Impar, a Mozambican insurance company. BPD was acquired by a consortium of Malaysian and local investors on privatization and changed its name to Banco Austral.

Liberalization has quickly attracted new entrants into the banking sector. Until 1992, the Banco Standard Totta de Moçambique (BSTM) was the only private bank operating in the country. Since then, it has been joined by the Banco de Fomento a Exterior (BFE) and the Banco Intemacional de Moçambique (BIM), whose main shareholder is the Banco Comercial Português. Banco Comercial de Investimentos BCI, a joint venture involving the Caixa Geral de Depósitos, a bank wholly owned by the Portuguese state, the Banco Ultramarino, and Mozambican investors including the former finance minister, Magid Osman, opened in mid-1997. Other international banking groups are also considering opening subsidiaries in Mozambique. Consolidation in the Portuguese banking sector in early 2000 has brought BIM and BCM, respectively the largest and third largest Mozambican banks, under the ownership of one company. The tw banks have now merged under the name of BIM. BIM has over 50 per cent of the Mozambican market. The transformation of the banking sector has been rapid, and the branch network has expanded beyond the capital into the northern and central regions. Several of the banks are indicating that diversification of products and services will be required as competition in the market increases.

The Commonwealth Development Corporation (CDC), together with a group of development finance institutions, has established Mozambique's first venture capital fund, the Mozambique Investment Company. NORFUND has recently also joined this. In addition, the CDC has made a number of important investments, including one in the country's first leasing firm, the United Leasing Company (ULC). Borrowing rates in the domestic banking sector remain high and lag behind the sharp fall in inflation over the past three years. Real interest rates rose to 32 per cent in 1996, although they have since fallen to around 18 per cent, an indication of increased competition in the financial sector.

High interest rates have been maintained by structural constraints to financial intermediation, including credit ceilings imposed by the central bank, the limited number of clients with proper accounting and other requirements of normal business loan practices, deficiencies in the judicial system, and the limited availability of loan collateral, partly due to the constitutional prohibition on the ownership of land. These still prevailing structural deficiencies are also the most important factors behind the recent retreat of the Malysian owner of the Austral Bank (mentioned above). Faced with the need to increase the investment, the investor opted for retreat.

This revealed a major banking crisis in Mozambique. It became evident that the Malaysian group had left Banco Austral in deep problems and loss of confidence. The Austral crisis became a difficult issue to handle for the Mozambique government, but it managed through 2001 to negotiate a deal with ABSA of South Africa to take over the whole operation of Banco Austral.

In October 1999, a stockmarket was inaugurated in Maputo – Bolsa de Valores de Moçambique (BVM). Its activity is mainly confined to secondary trading in treasury bills. Equity listings are planned but no date for a listing is yet known. Candidates for listing include the Government's remaining holdings in various privatized industries such as the main brewery, Cervejas de Moçambique, a cement factory and a Coca-Cola bottling company, as well as local banks and insurance companies. BVM will help to deepen financial intermediation in Mozambique, although as a source of local finance its role is still fairly limited. The insurance market is still immature. The legal framework needs to be reformed and enhanced with a view to setting up an adequate supervisory and regulatory framework protecting the interests of both insurers and clients. A commission for the inspection of the insurance activity, involving all the existing insurance companies, has been set up at the Ministry of Planning and Finance and tasked with drawing up proposals for specific regulations to create an enabling environment for the growth of the industry. 

Trade policy - the SADC protocol

The SADC Protocol on Trade was signed in 1996 by Angola, Botswana, Congo, Lesotho, Malawi, Mauritius, Mozambique, Namibia, Seychelles, South Africa, Swaziland, Tanzania and Zimbabwe and entered into force on January 25, 2000. Angola and Congo have not yet acceded (but are preparing to). Mozambique started implementation August 1, 2001 and new tariff reductions came into force on September 17, 2001. The reasons for the late implementation by Mozambique were serious concerns regarding the loss of its existing trade agreement with SACU
 on textiles and clothing exports. 

The SADC Protocol is comprehensive and covers trade and trade related areas. The main achievements of the Protocol are: 

· Agreement and implementation of a schedule of tariff reductions

· A decision for immediate elimination of core non-tariff barriers relating to cumbersome procedures impeding intra-SADC trade, which of course are subject to national legislation in the member states, 

· Discussions and agreements on special arrangements for textiles, clothing and sugar  

· Agreement to introduce common customs and trade documents

· Publication of the SADC Commercial Directory on trade to assist the business community in making contacts

· Preparations for the ACP/EU negotiations where members inter alia have been encouraged to 

· Signature of an MOU on standardisation, Quality Assurance, Accreditation and Metrology

Evidently a number of challenges and problems will face the implementation of the Protocol. Basic to that is the uneven level of development among the countries, i.e. BLNS (Botswana, Lesotho, Namibia and South Africa) versus other members, and in particular the power of South Africa. This will generate a correspondingly skewed distribution of benefits from its implementation, even though RSA has agreed to an asymmetric implementation of tariff reductions.

Prior to and during the negotiations of the SADC trade protocol there have been a number of discussions in Mozambique regarding the costs and benefits of acceding to it. These discussions took place along the lines of international debate on the globalisation of trade, in particular the fear of marginalizing least developed countries. Naturally the viewpoints taken, and lobbying carried out, were different for export industries and those producing for the local market. Since the official import from SADC countries (mainly RSA) is much bigger than the export, industries producing for the local market had been most active in the lobbying. In this connection it is worth noticing that the most important export market for Mozambican products is the USA. 

Also at least two studies were referred in which the pro’s and con’s have been investigated. Also some calculations of the fiscal drop due to reduced customs revenue have been briefly studied by Gabinete de Estudos in the Ministry of Planning and Finance. The latter projected that the drop in government income would not be significant since the trade tax on import from all countries in the World only represents about 20 percent of government income. Only a part of this relates to import from SADC countries, and the income reduction will be phased over an eight-year period. Moreover, the fiscal drop on SADC import was believed to be offset by higher VAT revenue (main government revenue source) due to increased economic activity. In addition, when tariffs go down the incentive for smuggling decreases (possibly also in the informal cross-border trade along Mozambique's 2000 km long frontier). Thus, the tariff base is broadened generating additional customs duty. This should also have a positive effect on border posts rent-seeking activities.

Although focus of such discussions often is on the impact of tariff reduction, it is important to bear in mind that the Protocol comprises a number of other trade facilitating features. Not at least will the decision by members for the immediate elimination of non-tariff barriers to trade (NTB) be of utmost importance to industry and trade development in Mozambique, if effectively implemented. Such trade barriers form part of the most serious impediment to private sector development in Mozambique, namely the adverse policy environment (“red tape”) for starting and doing business in general, and to attract foreign investment and generate export in particular. And as stated in the previous section, the removal of NTB's as part of the Trade Protocol will have to be implemented as agreed upon in the Protocol, while the reduction of other national barriers to business operations are subject to a less stringent regime. Core NTBs to be removed as part of the Protocol implementation include:

· Cumbersome import and export licensing/permits

· Unnecessary import and export quotas

· Unnecessary import bans/prohibitions

· Unnecessary service charges

· Single channel marketing

· Transit charges

· Visa requirements

· Unnecessary technical requirements

Donors in Mozambique have begun to focus more on the issues covered in this chapter. Norway can play a role in this by taking part in the discussions offer technical assistance and work with the donor group to get more political focus and will in these areas. It should also be focused on other  trade agreements as AGOA and "Everythings but arms".

Activities of other donors

The World Bank is lead donor and financier of the PODE programme. The bank also finances the APDF (African Project Development Fund) with a package of services available including finance to assist private sector development.

SIDA is involved in financing an institution called FFPI (Fundo de Fomento de Pequena Industria), which is providing credit services in the Niassa province where SIDA has a strong involvement also in other sectors. Furthermore SIDA is financing the extension of the power grid from Gurue to Lichinga 

The European Commission is s also co-financier of PODE. Within the EC food security programme there is scope to support private sector companies involved in the food supply chain. The rehabilitation of the Nacala corridor is a major intervention by the commission. This will start in 2003 with the railway rehabilitation of the stretch Cuamba-Entrelagos as a priority. The European Investment Bank has a credit line 200 million Euro open for Mozambique. These credits have two modalities, in the projects that are bigger than 5 mill Euro international rates and conditions apply. These are also managed directly from Brussels. Clients in Mozambique include companies such as MOZAL and Marromeu sugar. For smaller loans a syndicate of local banks have been set up to manage the funds. Then, local commercial rates and conditions will apply. 

DFID’s involvement is limited to the support to the reform of Customs department where the project is ending towards the end 0f 2002. Furthermore DFID is funding of the HIV/AIDS component of PODE.

The USAID support the CTA and their business arbitration centre as well as the MIC and CTA in relation to the SADEC/WTO negotiations. USAID is said to be considering a new programme that will focus on labour intensive export manufacturers. 

Among the UN-institutions UNIDO is running the "Integrated Programme", UNDP is in charge of "Enterprise Mozambique" and IFAD is responsible for projects in the northern parts of the country.  Altogether many institutions and programs are involved in PSD, especially to develop SMEs. As the government, the companies and the business associations themselves have limited capacity – and to avoid overlapping, an important step is to contribute to co-ordinate the different schemes and programmes. Norway should take an active role in this coordination.

6. Natural resource endowments and economic structure

At independence, Mozambique inherited an agriculture-based economy with very little industrial development. The civil war disrupted the economy and destroyed vital facilities, including much of the transport system. Mozambique has the economic potential to become one of the faster growing economies in Africa. The country is endowed with vast and untapped natural resources, which can support the development of agriculture, forestry and fishing, energy, and tourism. It is situated in an ideal trading location for products moving to and from the interior of South Africa (its largest trading partner), Malawi, Swaziland, Zimbabwe, and Zambia. Agricultural products once represented approximately 80 percent of Mozambique’s exports, and cashew nuts are still a substantial component of the total today. Shrimp is also a major export product. But export diversity is increasing as the Mozal aluminium smelter has entered production, new or restored electrical transmission lines to South Africa and Zimbabwe permit the Cahora Bassa hydropower plant to export electricity. The natural gas pipeline to South Africa will also contribute.

Agriculture

Agriculture accounts for about 35 per cent of gross domestic product, 40 per cent of exports and 75 per cent of the work force in Mozambique. As in other African countries, it is divided into a smallholder sector and larger commercial farms. The smallholder sector covers about 3 million families and each household cultivates about one hectare using low-level technology and family labour. This sub-sector is totally dependent on rainfall. Mozambique has immense agricultural potential, with an estimated 36 million hectares of arable land, of which only 10 per cent is currently in productive use. The wide diversity of soil types and the diverse climatic conditions in the country are suitable for a large variety of crops. Most of the agriculture practised in Mozambique is non- irrigated. However, Mozambique’s network of more than 60 rivers has allowed the construction of irrigation schemes. Total potential irrigated area is estimated at 3.3 million hectares.

The composition of exports from Mozambique (fob; million $) 


1995
1996
1997
1998
1999

Prawns and shrimp
73.1
70.3
85.1
72.6
65.5

Cashew nuts (processed)
6.9
17.2
14.2
19.1
7.8

Cashew nuts (raw)
5.6
29.3
15.1
21.6
23.1

Cotton
19.8
26.8
25.2
22.3
19.9

Timber
9.6
9.8
13.8
11.0
8.8

Sugar
7.3
12.8
12.8
8.4
5.5

Other






Total exports
167.6
218.6
230.6
249.9
268.9

Sources: UNCTAD, Banco de Moçambique; Ministry of Industry, Trade and Tourism, and the IMF.

Some larger export-crop farms have been revived through foreign direct investment and joint- venture companies, such as the cotton and citrus producer Lonrho Mozambique Agriculture Company (LOMACO), which operates in several regions of Mozambique. These companies have already done much in trying to revive export-crop production. Domestic production and marketing in the agricultural sector are constrained by infrastructure impediments, particularly the poor condition of the road network. Weak agricultural marketing restricts the profitable sale of surpluses from one province to another.

Rehabilitation of the existing agriculture-related infrastructure, including roads, railway lines, ports, irrigation systems, and water and power supply, is a priority of the Government and of the international aid agencies assisting the Mozambican agricultural sector. Development of commercial agriculture in suitable areas with existing water resources and irrigation networks, such as Chokwe, Massingir, and Corrumana (located in the Gaza province), is another priority of the Government.

The ministry of agriculture has recently established a unit directed at promoting commercial farming and development of agro-processing industries. This unit is exploring a number of ideas and has been very active. The approaches include assessment of the possibilities provided to Mozambique by the recent trade agreements with the USA and EU, studies of potential areas of production and active promotion of possibilities towards investors.

Mozambique has an estimated 19 million hectares of productive woodland. Tropical hardwoods are the most valuable products, although pine and eucalyptus plantations also exist. Forestry exports have increased since the end of the war and amounted to the equivalent of $10.9 million in 1998, although this figure is believed to underrate actual exports. Unregulated cutting of tropical hardwoods has greatly increased in recent years, and the Government is now attempting to bring greater control to the sector. Large South African companies have also begun to take an interest in Mozambique's timber potential. Ifloma, which has large eucalyptus plantations in Manica province, is to be privatized.

Fisheries

The fishing industry is the largest primary resource sector, and its products accounted for 25 per cent of exports of goods in 1998. Prawns and shrimp account for 90 per cent of the value of fishery exports, at 14,000 tons a year. The annual quota was reduced in 1997 and 1998 to cut production to a sustainable level. Stocks of other species, including mackerel, , tuna, marlin, as well as some bottom species may still be increased. An overall assessment of the degree of exploitation seems to be that none of the main resources are actually under-exploited. Lack of processing facilities and market connections are a major impediment to value creation in the sector. The build up of such capacity is held back, however, by lack of competent investors and local know how.

The Mozambican fishing fleet is limited, although there are a number of joint venture companies and direct licensing schemes with Japanese, Spanish, Portuguese and South African fishing firms. The present number of fishermen is about 80,000, one-third of who are subsistence fishermen. The prawns and shrimp are harvested mainly by industrial companies and by a number of joint ventures between parastatals and Japanese, Spanish and South African companies.

The Government announced several measures in 1999 to stimulate local processing and the development of a semi- industrial sector in which Mozambican capital is predominant. Aquaculture in Mozambique is in its infancy and its future development is a top priority for the Government, especially of shrimp aquaculture. The first major foreign investment came from the French firm Aquapesca LDA, which is currently managing a prawns and shrimp farming operation at Quelimane, Zambezia province. Opportunities also exist for the culture of oysters, mussels, algae and pearls. Mozambique currently exports primarily raw fish. There is a need for legal regulation of the sector.

A number of initiatives have been tested in the sector to promote small-scale fisheries and value creation. One promising projects has been carried out in Nampula by IFAD. The project has combined infrastructure development, credit lines and marketing support. NORAD is considering replicating this project further south on the coast in Sofala. Lack of infrastructure and access to markets is a core impediment to development in the sector. The market for the fish is big and profitable but a long distance away.

Mining and Processing of mineral resources: 

Mozambique is known to have large mineral deposits – specifically of coal, natural gas, rare earth minerals, gold, titanium and non- metallic minerals. There is also a great potential for oil and diamonds. Exploration work carried out over the last 20 years has led to the discovery of important deposits of heavy mineral beach sands, coal, gold, tantalum- niobium and other rare metals, graphite, black granite, gemstones and other dimension stones. The result of this increased geological knowledge has been an increase in investment by leading international and regional mining companies, particularly in mining for gold, diamonds, gemstones and titanium.

However, a combination of factors, including poor infrastructure and other legacies of the late civil war, has constrained the mining sector’s contribution to the economy to less than two per cent of GDP so far. Total mineral exports were worth approximately $7 million in 1998, although this figure will rise substantially in the medium term if several larger exploration properties come to production. According to World Bank estimates, mineral exports could reach as much as $200 million by 2005.

More than 150 licenses were granted between 1992 and 1998. Exploration activity in the mining sector is rising, driven by a growing foreign presence such as Anglo-American, Gencor, Johannesburg Consolidated Investments, Ashanti Goldfields, Edlow Resources, Companhia do Vale do Rio Doce and Kenmare. A number of smaller mining companies from Canada, Australia and South Africa have also become involved in the sector. Minerals currently being mined commercially include graphite, marble, bentonite, coal, gold, bauxite, granite and gemstones.

There are also known deposits of pegmatite, platinoids, tantalite, iron, cobalt, chromium, nickel, copper, granite, fluorite, diatomite, emeralds, tourmaline, apatite and limestone. Although much of the interest has been in gold and gemstones, mining analysts point out that Mozambique's greatest potential is in base and industrial minerals. Larger projects include a large mineral sands project backed by Kenmare Resources (UK), the proposed development of coal reserves in Tete province and various bentonite and granite mining projects backed by Anglo-American.

The Australian mining company WMC has just obtained the right to carry out a due diligence study of the proposed Corridor Sands project in Mozambique – the world's largest known economically viable source of titanium sands which can be used for the production of titanium dioxide pigment used in the manufacture of paints.

While officially recorded mineral production remains insubstantial, illegal exports from artisan production are estimated at a remarkable $40-50 million, including $l0 million in gold and $30-40 million in precious and semi-precious stones – the equivalent of one-fifth of Mozambique's official exports. Overall regulatory responsibility for mining rests with the Ministry of Mineral Resources and Energy. There are five types of licenses, differentiated by type of activity. Licensing is processed and administered by the National Directorate of Mines. Mozambique's new mining taxation regime, enacted in 1994, is considered competitive by international standards and compensates for the high costs imposed by the country's poor infrastructure.

Energy

In July 1997, Mozambique liberalized the electricity market and opened up for private-sector generators. The country has enormous resources for the production of energy including large hydropower resources, coal and natural gas. Despite this Mozambique’s consumption of energy is among the lowest in the region. Less than 3 per cent of the population has access to electricity, and establishing economically viable systems for the transmission and distribution of electricity is an enormous challenge.

The Cahora Bassa hydroelectric dam in the Zambezi River is second largest in Africa. The dam company, Hidroeléctrica de Cahora Bassa (HCB), is 82 per cent owned by the Portuguese Government and 18 per cent by Mozambique. There is a 1 400 km direct current line to South Africa and the production, at around 2 000 MW, represents more than 90 percent of all electricity produced in Mozambique. There are plans for three additional dams on the Zambezi river, namely the Northern Cahora Bassa dam, the Mpande Uncua dam and the Alto Malema dam, are planned.

The state-owned electricity parastatal EDM is considering ways of attracting private investment to improve its operation and coverage, but the underlying problem is to find projects that are economically viable for investors given the sparse population and the low income levels. Potential investments that are thought to be viable include power transmission lines to the provincial capitals and rural and urban electrification in certain areas. Furthermore there is thought to be a number of good investment proposals in the rehabilitation of the transmission lines from Cahora Bassa to South Africa. The government now is actively promoting the Mepande Uncua. The project is big, both in terms of potential production and investment costs. The dam is estimated to cost 871 million Euro and the necessary transmission lines a further 953 million Euro.

The development of alternative energy systems for the rural areas is a major challenge. Mineral coal is one possible source of electricity production and is available in large quantities. Another possible way of producing electricity is to use natural gas from the Pande and Temane gas fields, which is now being developed. A pipeline for transporting methane to South Africa is under construction and the Mozambican government has a contractual right to use 5 percent of the gas from 5 access points along the pipe. There is also an agreement to attempt to establish a link from the pipeline to Maputo in order to use some of the gas in the Mozal aluminium smelter and market the rest in the industrial area. The proposed iron and steel project does not seem realistic anymore due to the collapse of the promoter ENRON and the slump in the steel markets in the world. Mozambican authorities have recently announced that the state owned oil and gas company HCB will be restructured. 

Manufacturing

By the time of independence, Mozambique's industrial base was well developed by Sub-Saharan standards, thanks to a boom in investment in the late 1960s and early 1970s. Indeed, in 1973, value added in manufacturing was the sixth highest in Sub-Saharan Africa. However, further industrialisation was stopped by the hasty exodus of 90 per cent of Portuguese settlers, which left the country with severe shortage of skilled manpower. The situation was exacerbated by the civil war during the following 16 years.

Since 1995, production in manufacturing has increased by an annual average of 10.6 per cent over 1995-2000. Growth has been particularly strong in construction materials, agricultural processing, beverages, tobacco and certain consumer goods. The growth is seen as a result of macroeconomic stabilisation, improved access to imported intermediate and capital goods, and the increase in demand resulting from foreign investment and high economic growth. 

Growth of Manufacturing Output

(volume growth in per cent)
1995
1996
1997
1998

Food processing
11.8
-4.4
37.8
-2.4

Beverages
93.1
44.0
45.0
46.0

Tobacco
14.0
60.7
61.7
62.7

Textiles
-16.7
-0.8
0.2
1.2

Wood& cork
10.5
3.9
24.9
5.9

Paper
10.6
25.4
15.8
27.4

Chemical products
6.8
6.7
-2.5
8.7

Oil refineries
6.6
7.1
23.7
9.1

Non-metallic mineral products
114.6
24.1
13.4
26.1

Transport machinery
119.5
52.8
-48.8
54.8

Others
178.9
5.1
18.4
7.1

Total manufacturing
..
..
37.8
32.2

Source: UNCTAD, based on data provided by the National Institute of Statistics, Mozambique, and the IMF.

The table shows the growth of output in the main manufacturing sectors. The growth rates are from very low levels of production. The largest manufacturing companies in Mozambique include typical industries for the home market, that is, industries where transport costs are important. The biggest company is the brewery Cervejas de Mozambique followed by the Coca Cola producer SABCO. The cement producer, Cimento de Mozambique and the soap manufacturer, FASOL follows.

The MOZAL aluminium smelter, just outside Maputo stands out as a unique project in Mozambique and indeed in Sub Saharan Africa outside South Africa. The project is a joint venture between the minerals and metals group BNP-Billinton, Mitsubishi and the Industrial Development Cooperation of South Africa. The first phase of the project was fisnished in record time and production very quickly reached 250 000 tonnes of raw aluminium per year. The smelter is now being extended to a capacity of 500 000 tonnes. Electricity is supplied from the Cahora Bassa through the South African grid and alumina oxide is shipped from Australia.

The plant is an exact replica of an earlier plant in South Africa and the technology was well known. According to the plant management, MOZAL now ranks among the most efficient aluminium plants in the world. There is a new specialised port and a major infrastructure development around the plant. MOZAL are rumpoured to be interested in buying natural gas from the Mpande field through a new pipeline. This will allow an economic construction of the pipeline to the Maputo area..

The MOZAL plant will employ around 1 000 local staff and 150 expatriates when the phase II enters production. The training programme has been extensive and the workers enjoy good standards by Mozambican standards. The MOZAL project is high profile and highly politically important. It has received special treatment in a number of ways, low priced electricity and very little red tap being two important elements. However, there is little doubt that the project is potentially very important to Mozambique and indeed to Africa in general. The long-term nature of the project shows that the political risk considerations usually associated with Africa are finally turning positive.

Tourism

Tourism could become a significant economic sector in Mozambique. In the colonial period, the southern and central parts of the country were well-developed tourist destinations. Like the rest of the economy, however, tourism collapsed after independence and the onset of civil war. Since the end of hostilities and the 1994 democratic elections, the number of visitors has picked up. Mozambique has 2500 kms of coast with sandy beaches and clear water, exquisite seafood, and an interior with fantastic scenery and wildlife. Mozambique can become one of the most attractive tourist destinations in Southern Africa. Beach tourism has expanded along the southern coast, including the islands of the environmentally unique Bazaruto archipelago in Inhambane province.

10 per cent of Mozambique’s total land area is allocated for wildlife management, including national parks, game reserves and hunting areas. Private-sector involvement in the wildlife sector is promoted in tourism development and marketing outside of the core conservation areas.

Transport

Mozambique’s location makes it a natural regional transport and service centre. Railway and port charges used to make up a large share of the country’s public revenue and rail, road and port handling were major industries throughout the country’s history. There are three main corridors of transport through Mozambique. In the south of the country the link between Maputo and Johannesburg and the industrial heartland of South Africa is served both by rail and road access. The road has recently been renovated as a private investment project and is therefore a toll road. The rail line has been commissioned to Spoornet of South Africa. Maputo port is a huge complex of more than 3,3 kilometres of docks. Terminals and operation has been gradually privatised and are slowly developing to more modern standards. The port can serve 50 000 tonnes Panamax ships but needs constant dredging.

The second corridor is in the middle of the country and starts in the port of Beira. The port has been extensively renovated in recent years and is among the more modern in the region. The main operation has been to serve Zimbabwean trade, which moves either by rail or road. From Beira there is a northern railway route also which runs across the Zambezi River and all the way up to the Tete province. This line is not in operation due to problems with the bridge across the Zambezi.

The northern corridor runs from the port of Nacala all the way to southern Malawi. Nacala is a relatively small port and the volumes of goods moving in an out have not been very big in recent years but is increasing. This is among other things due to the fact that the last stretch of the rail line into to Malawi has not been renovated. Renovation is now being planned and studies to find out how this is best done is currently under way.

Air Transport 

Linhas Aéreas de Moçambique (LAM) fell into financial difficulties during the early 1990s and returned to profitability in 1996, mainly on account of its domestic monopoly and consequent ability to charge high prices. An attempt in 1997 to privatize the airline did not succeed when the privatization agency Unidade Técnica para a Reestruturaçäo de Empresas (UTRE) was not satisfied with any of the three bids involving foreign and local aviation companies. The Government subsequently announced that it would explore other options for restructuring LAM, including its conversion into a limited liability company in preparation for a flotation on the stock market. The Government seems to prefer a more gradual liberalization of the air market and LAM is to retain its monopoly on the main domestic routes until 2003.

Telecommunication 

Technological change has transformed the industry over the last decade. The exchange of information in digital form is breaking down barriers that have traditionally existed between the telecommunication industry and other related industries. The development of the public telecommunication network in Mozambique is driven by complex relationships between external environmental forces and developing technologies. Two major contributions to the success of Telecommunications of Mozambique (TDM) are its establishing of relationships with the international community and its concentration on the use of technology to enhance its core business.

The challenge now is for TDM to attract the appropriate strategic alliances with which it can successfully deal with the technological challenges of the future. This creates opportunities for international telecommunication firms. At present, Deutsche Telekom has a managing contract for the fixed- line business and majority ownership of the fairly successful mobile phone business MCel. A tender for a second licence has been called for in the first quarter of 2001 and several major mobile telecommunication companies have shown an interest. 

7. The potential for increased Norwegian investments and trade

Comparative advantages of Norwegian industry

Since the civil war ended in 1992, there has been a substantial increase in the level of Foreign Direct Investment (FDI) in Mozambique. According to the Mozambique Investment Promotion Centre, a total of about 1 200 projects with a total value of 4, 7 billion US dollar in Foreign Direct Investment (FDI) and 1, 9 billion in domestically funded investment were implemented between 1993 and 1999. As much as 34 percent  of FDI comes from South Africa, 19 percent from Britain, 9 percent from Portugal. The rest is spread between many countries. The table below shows the trend in Foreign Direct Investment and National Direct Investment since 1993.


Number of Projects of foreign direct investment
Total Investment Value US$m

1993 
27
71

1994 
72
447

1995 
55
279

1996 
112
519

1997 
91
1 754

1998 
110
838

1999
125
767

The potential for increased Norwegian investment in Mozambique is obviously difficult to assess. A number of factors would lead to a conclusion that among the Sub-Saharan countries, Mozambique should be one of the more interesting countries for Norwegian investments. The two countries share many of the same natural resource endowments in the form of a long coastline with rich fisheries, natural gas fields, hydroelectric power potential and potential for metal and chemical industries. Both the Mozal project and the Sasol gas pipeline and petrochemical project are examples of industries where Norwegian companies have extensive know how and long traditions.

There has been 16 feasibility studies financed from NORAD in the period  1994-2001, where Norwegian companies considered to undertake an investment in the country. There are different reasons that  these have resulted in very few investments. But in general the causes are in line with "the red tape-issues" which have been discussed previously in this report. Mozambique should strongly focus on reducing "red tape barriers" in order to attract FDI.

The long standing and extensive development cooperation programme has also led to the formation of knowledge bases in Norway on some of the development and public sector reform issues Mozambique is facing. This creates possibilities for Norwegian companies in contributing to the public sector reform programme Mozambique is facing, and which the international community is seemingly eager to finance.

In the following, a brief review is done of the most important sectors were the team is of the opinion that there is potential for increased Norwegian private sector involvement. Under each heading a distinction is made between the potential for increased trade in the finished products, trade in inputs and investment goods, potential for Norwegian investment and potential for involvement by Norwegian companies in the regulatory issues facing the sector. 

The fisheries and the maritime sector

Potential for increased trade in finished goods

There is probably limited potential for trade in fish products between Norway and Mozambique. Both countries are natural net exporters of fish and fish products. International trade in fish products is an area where Norway have long traditions, and the distribution of high value fish products to markets in Europe, Asia and America is obviously there. There are possibilities of increased quotas for gamba and horse mackerel. Regulations are such that it is easier to enter the market in a joint venture.

Potential for trade in inputs, equipment and related services

The Norwegian equipment supply industry could be competitive in Mozambique both as regards equipment for traditional fisheries and fish farming.

Potential for Norwegian investments

Probably limited in the traditional fisheries sector, but bigger in the fish farming industry. In particular shrimp farming, where technology is fairly well developed has a large potential in Mozambique. The value of the shrimps are very high in the international markets.

Potential for Norwegian involvement in policy development and regulation 

There is a considerable potential in supply of know-how on resource management and policy development. NORAD is just now assessing whether to propose a new agreement with Mozambique in this area. Norway has considerable experience in legal and technical systems of resource management. Also in the work to implement laws and regulations related to fish farming, Norway has  appropriate experience. Regulatory systems within the area of maritime safety and environmental issues is another area where Norway has long experience and where Mozambique has a need. Mozambique has opened up for competition within maritime transport, this gives possibilities for foreign shipping companies.

Natural gas sector 

The Mozambique natural gas sector is so far on shore and therefore not based on technologies where Norway can be said to have a comparative advantage. However, there are a number of areas where Norwegian competence on energy markets and natural gas use can be of use to Mozambique.

Potential for increased trade in finished goods

N/A

Potential for trade in inputs, equipment and related services

This is probably not very big since the Norwegian technology is very much linked to off shore oil and gas exploration. 

Potential for Norwegian investments

Difficult to assess, probably limited as long as there is no oil to be found. There is potential for investments in down stream uses of the gas, for example for petrochemical production.

Potential for Norwegian involvement in policy development and regulation

Considerable potential in supply of know-how on resource management and policy development. Norway should have a lot to offer Mozambique in the area of regulation of the use of natural resources and development of policies for sustainability and proper taxation systems.

Electricity production and distribution

Potential for increased trade in finished goods

NA. Mozambique’s markets for electricity is South Africa, Zimbabwe and Malawi

Potential for trade in inputs, equipment and related services

Although the Norwegian industrial base in this sector has been reduced in recent years there is still considerable know-how and capacity in this area.

Potential for Norwegian investments

The government is continuing the Power sector reform by promoting private sector participation in new projects. This includes privatization and restructuring of EdM and Hydroelectric da Cahora Bassa.

 Norwegian investments in this area have traditionally  taken place in Norway, but there are examples of BOT (Build Operate Transfer)-projects in developing countries.. The Mpande Uncua project with a total estimated cost of 1.841.000.000 EUR is being heavily promoted by Mozambican authorities.  This could offer interesting opportunities, but Norwegian investors would probably  have to enter into a consortium with other investors

Potential for Norwegian involvement in policy development and regulation

Very similar to the natural gas sector.

Mining and minerals

Potential for increased trade in finished goods

There might be possibilities to source raw material for Norwegian metal processing and chemical industries in Mozambique

Potential for trade in inputs, equipment and related services

The large-scale mining operations are probably not areas were Norwegian companies are well established. Potential thought to be limited.

Potential for Norwegian investments

Two basic factors are that Mozambique is rich in certain minerals and Norway has a number of metal processing and chemical industries. The important factor is often whether the Norwegian company is part of an international conglomerate who operate mining activities out of their head quarters.

Potential for Norwegian involvement in policy development and regulation

Norway should have al lot to offer Mozambique in the area of regulation of the use of natural resources and development of policies for sustainability and proper taxation systems.

Other areas

Potential for increased trade

Tourism has a huge potential in Mozambique and is a sector, which rapidly could make an impact on the trade balance. Other countries in Africa, like Kenya and earlier Zimbabwe have substantial foreign exchange earnings from tourism.

Potential for Norwegian investments

The main possibilities mentioned are in large-scale commercial agriculture, forestry and tourism sectors. Norwegian investors should probably enter into joint ventures to obtain necessary local knowledge.

Potential for Norwegian involvement in policy development and regulation

Opportunities should exist within a number of public-private partnership areas. Possible areas are engineering consultancy, water development, environment analysis, mapping, judicial infrastructure, development of ports and road network etc. 

Within the agricultural sector there seem to be a strong will to commercialisation and marked thinking. Other donors and countries are strongly involved in this sector. But Norwegian stakeholders have contributed to similar processes in other countries, and this field could be looked into.

The business confederation, CTA, is strongly engaged in Private Sector Development together with governmental authorities.  With more resources and capacity CTA could be more involved in these processes.  Depending on CTAs capacity, it could be considered to establish a collaboration with Norwegian company associations.
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List of people met in Mozambique

DAY
TIME
MEETING
VENUE
PARTICIPANTS

11/04/02
15:15
Arrival – Maputo




16:00
Meetings Embassy
Embassy
HEN, JAM, LE, CRM, ESE, HHO, OUJ 


18:00
Business Advisory Group
Ambassador's residence
Cader (MINCO), Paulo Negrão (NORSAD), Dr. Svee (Norconsult), Pamela Rebelo, Carimo (PODE) 

(Magido Osman; Antonio Branco, Madal)

12/04/02
08:00

10:30
Gabinete de Estudos  INE, Industrial Association, independent analysts


Embassy


 Jose Alves, Paulo Negrão, 

Adriano Matsimbe, INE


11:00

13:30
Active donors: EU, DFID, SIDA, USAID, DANIDA, FINIDA, W. BANK, GTZ, UNDP/UNCDF, UNIDO
Embassy


Francisco Carreras, Nick Highton, Lars Carlson, Tim Bond (Julio Schlotthauer), Thomas Thompson 30 min later, (No PS program), Basilio Zaqueu, Steven Dils, 


14:00
MIC, IPEX, INNOQ
MIC
José Macaringue,  Luis Sitoi, Felisberto Ferrão (Jose Fernando Jossias), Gabriela da Silva


14:00
DNE,  UTIP, EDM
DNE
Pascoal Bassela, tel 420963/421789,

pbacela@tropical.co.mz
Anne Kronen Helgestad


16:00
CTA, Arbitration Centre
CTA  Office
Egas Mussanhane,

Jose Barroso, Sergio Chitara, Mario Ussene, Arbitration Centre, tel 414525, cacm@cta.org.mz







15/03/02
08:00
Fisheries:

Ministry, FFP, IIP, IDPPE, AMAPIC (Shrimp Assoc.)
IDPPE
Lidia Abiba, Rodrigues Bila, Eusebio Siquela, Rui Falcao, Simeao Lopes, Felisberto Manuel, Moises Massinga 


09:00
Central Bank
Dep Supervisão Bancaria
Helder Elias Xavier

Tel 426707


14:00
SAL Consultores
SAL office
Samuel Levy, tel 498746,

slevy@salconsult.com


15:30
Sugar Institute, GPSCA(agri-ind office) 
Offiece of the Vice-Minister of Agriculture 
Arnaldo Ribeiro, Director, tel 300626, email: inasugar@teledate.mz

Rui Ribeiro

Vice-Minister João Carrilho , tel 460678

16/04/02
10:30
Customs
DN Alfandegas
Barros Santos (Director), tel 304481


12:00
Gabinete de Estudos
4th floor INE bldg
Dr. António Franco


10:30
Customs
DN Alfandegas
Barros Santos (Director)


12:00
Gabinete de Estudos
4th floor INE bldg
Dr. António Franco


15:00
Visit to Mozal

CPI – Linkage Division

CPI – Ind. free zones
CMC Complex, Matola

Followed by a visit to the IFZ
Edy Kenter, Danie Murray, Materials Management Manager, tel 735000, danie.murray@mozal.com 

Antonio Macamo, CPI, tel. 780990, almacamo@teledata.mz

Ray McCarthy, Chiefton tel. 780968, Chieftonmoz@teledata.mz

17/04/02
09:00
Site visit to Mozal
Mozal plant
Orlando/Ernest Scholtz


14:00
DNCH, ENH
DNCH
Arsenio Mabote, National Director, tel 430849, dnch.arsenio@sortmoz.com


16:00
Meeting w/ CFM
CFM Head Office
Eng Bainha, Administrador, tel 427173, dbainha@cfmnet.co.mz

18/04/02
07:30
PODE
PODE Office
Mariamo Carimo, 


08.45
Jarl Ågedal




10:00
Wrap up / Debriefing
Embassy



 11:30
Crown Agent
Embassy
Ian Stewart, Project Director, tel 427648/429558, capco2@tropical.co.mz

Chris Outwait


13:30
NORSAD
Embassy


Terms of Reference

Study on

Private Sector Development (PSD) and Prospects for Norwegian 

Trade and Investment Interests in Mozambique (phase 1).

Background

As part of the renewed emphasis on private sector development in its countries of co-operation, NORAD will, together with Norwegian trade and industry, undertake a two-phased study on PSD in Mozambique. Phase I will focus on the enabling environment for PSD including investment climate and private sector development policies as well as physical and social infrastructure, and will take into consideration present areas of co-operation and the efforts of other donors. It will include an assessment of areas of co-operation where Norwegian private sector organizations or enterprises can enhance the development effects in terms of poverty reduction. Phase II will assess investment or commercial opportunities for Norwegian enterprises, not restricted to Norwegian Governmental development co-operation. This ToR covers phase I.  

In phase one of the study there is a need to explore the possibilities and constraints for broad based economic growth in primary, secondary and tertiary sectors on a general basis and within the guidelines given in the Strategy for Norwegian Support of Private Sector Development in Developing Countries. Due consideration must be given to Mozambiques national policies and national strategies, including the Poverty Reduction Strategy Papers.  The study may consider new areas of co-operation between Mozambique and Norway beyond the sectors stated in the Memorandums of Understanding and other agreements between the two countries, if relevant.  Areas of consideration in this respect are areas representing obstacles for PSD where Norway may have special competence. NORAD has the overall responsibility for phase I. An adviser from the Norwegian trade and industry will participate.

The objective of phase two is to study the possibilities for enhanced Norwegian investments and trade relations with Mozambique. Phase two of the study will be carried out by a team under the leadership of a representative from Norwegian trade and industry as represented by the Confederation of Norwegian Business and Industry (NHO). Terms of Reference for phase two of the study on PSD will be drawn up by the NHO and communicated to NORAD for perusal and comments. 

Purpose

The team shall present an analysis covering:

1. A general assessment of the country's resource endowments and comparative advantage, its investment climate and the industrial and private sector development  policies as well as physical and social infrastructure
, including bottlenecks and opportunities for private sector development and possible areas of future co-operation for further discussions with government and private sector representatives.  The assessment should comprise all levels as identified in the NIS, i.e. the international level including international markets, the national level covering the macro economy and physical and institutional infrastructure, and the micro or enterprise/entrepreneur level in the formal and informal sectors.

2. A more thorough assessment of areas of actual or potential co-operation between NORAD and Mozambique including assessment of the efforts of the country itself as well as those of other donors, ending up with proposals for possible areas of increased Norwegian support.

3. An assessment of relevant areas for possible contribution by Norwegian business organizations or enterprises as providers of competence enhancing activities (agents for service delivery) in order to strengthen the ongoing Norwegian support
.

Since this is a standard mandate covering several countries, the extent and depth of study must be adjusted to the situation and the need of  Mozambique.  Second hand data from recent studies may be utilized provided acceptable validity and reliability. 

Methodology/implementation
The team of phase I will comprise an external PSD consultant, an adviser with experience from Norwegian trade and industry, and NORAD employees to be designated by NORAD management.

The team shall through interviews and written material, collect data and information from relevant sources in Norway, Mozambique and in third countries. The team shall familiarise itself with relevant policies and strategies in Norway and in Mozambique as well as the current programs of development co-operation between Mozambique and Norway that is of relevance for PSD. The team should consider consulting written material by NORFUND, UN agencies such as UNDP, WTO, UNIDO, UNCTAD, ITC, FAO and IFAD, academic circles involved with PSD issues, the World Bank Group and relevant regional development banks as well as Norwegian enterprises and organizations present in Mozambique. As informed above, second hand data may be used, and the extent and depth of study must be adjusted to the situation and the need in Mozambique. 

Before leaving, the team shall achieve a thorough knowledge of the Norwegian Strategy for Private Sector Development and other relevant guidelines as well as the Mozambique Government's PRSP, and relevant strategies for private sector development, if available. The members of the team travelling from Norway will meet in NORAD Oslo for a briefing before departure.

The team shall make sure that possible gender differences in PSD are covered in the interviews and brought forward in the recommendations.
The Norwegian Embassy in Mozambique will be responsible for making appointments for interviews in accordance with requests from the team and make transportation available.

Time Schedule and Reporting

In total, the assignments of the PSD consultant and the adviser of the Norwegian trade and industry will comprise approximately 15-20 working days including fieldwork. 

NORAD will receive a draft report not exceeding 40 pages (excluding attachments) for comments not later than 13.05.2002. The final report shall be submitted not later than 5 days after comments from NORAD have been received.

The report shall be prepared in English and will include an executive summary, not exceeding 5 pages, comprising an overview of the assignment as well as major findings, conclusions and recommendations and a list of informants with e-mail addresses and telephone numbers. The summary shall include findings and analyses regarding the development of the (COUNTRY) private sector and recommendations for possible major areas of future bilateral support by the Norwegian Government and a general assessment of the opportunities for investments and trade. The summary shall suggest areas for enhanced efforts by NORAD and other Norwegian institutions, and areas for further investigation of possible future interest by Norwegian trade and industry. Possible areas of co-operation with other donors should be pointed out if relevant.

The team will give debriefings at the Embassy before departure and in NORAD Oslo.

The information and documentation collected and persons consulted should be presented and stored in a way that facilitate follow-up by the team responsible for phase II of the study, other consultants, NORAD Oslo, the Embassy and Mozambique authorities.  

02.04.2002 

FAG/NSYS/JE

ANNEX TO TERMS OF REFERENCE ON PRIVATE SECTOR DEVELOPMENT AND PROSPECTS FOR NORWEGIAN TRADE AND INVESTMENT INTERESTS IN MOZAMBIQUE (PHASE 1)

Additional Background

Mozambique has been a pilot-country for NIS (Strategy for Norwegian support of Private Sector Development in development countries) since 1999. The study will be based on the work which has been done and elaborate further ways of cooperation.

The main purpose of this study is to provide the information deemed necessary and sufficient for a decision on  scope and direction of  further assistance to PSD to be included Norwegian collaboration with Mozambique. 

Operationalisation of Purpose:

The following documents; PRSP, MoU, NIS strategy document from Ministry of Foreign Affairs in Norway,  PSD Study from 1999 and UN/ICCs Investment Guide to Mozambique shall be taken as the studys point of departure. 

Scope of Work

The study and the organization of work will follow the threefold purpose  in the ToR. The detailed scope of work will in addition to the general assessment to  focus specifically on areas where Norway may have a comparative advantage.

The study of possible areas of co-operation should cover

· Description and discussion on the extent of integration of PSD in the main co-operation since MOZNIS started in 1999

· Assess possible specific linkages to competence in Norwegian companies and institutions which could contribute to develop the private sector, institutions and public sector in Mozambique

· Discussion of possibility of commercial involvement of Norwegian companies 

· The framework for PSD in terms of infrastructure with focus on access to electricity and maritime sector

· Within the energy sector discuss further commercial projects, privatisation  and private sector involvement within gas and electricity

· Within the fishery sector discuss involvement and cooperation with IFAD (coastal fisheries and physical frame conditions)

· Within the primary sector, discuss areas of development and possible Norwegian assistance

· The national, regional and international framework in case of the potential for increased trade, exports and international co-operation.

· Discussion of the role of- and collaboration with neighbour-countries as South Africa and Malawi (investment, Nacala-corridor, power-transmission)

· In broad terms, the potential for increased export/import Norway-Mozambique and indicate main constraints barriers.

· Brief review the scope for contributing to the improvement of the functioning of financial markets in Mozambique

In collaboration with the Embassy suggest areas which will be given more thorough assessment, i.e. energy-sector, fishery-sector, and propose issues which can be elaborated  phase 2.

Methodology/implementation

Due to time constraints and composition the team will be constituted in Maputo at the start of field work. The Embassy will through consultants/firms provide analysis of background information. This together with the team-members own information collection and analysis form the basis from which the direction and structure of the Report will be prepared. On this basis interviews with private sector organisations/institutions/enterprises; appropriate authorities; bi- and multilateral donors and financiers will be carried out. 

Team composition

Mr. Jan Eriksen

Regional Adviser PSD Souther Africa, teamleader

Mr. Jon Birger Fjalestad
Director, Norway Register Development

Mr. Dag Aarnes

Economist, Dag Aarnes Consulting

Mr. Carlos Mate

Programme Officer,  Royal Norwegian Embassy in Maputo

Time Schedule and Reporting

Field work:

Visit in Mozambique will take place in the period 11-18 April, 2002  

NORAD will from Dag Aarnes receive a draft report in “soft copy” not exceeding 40 pages (excluding attachments) for comments not later than 12 May 2002. The final report shall be submitted not later than 5 days after comments from NORAD have been received.

05/04/02/JE
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� The Parpa is a plan to reduce poverty and is the main policy document of the government 


� Highly Indebted Poor Countries


� The PARPA is the Poverty Reduction Strategy Paper of Mozambique. It actually preceded the PRSP process and is one of the few fully home grown such documents in the region.


� The members of  the Southern Africa Customs Union (SACU)  are Botswana, Lesotho, Namibia, South Africa and Swaziland.   





� The assessment should include policies on the restructuring of the public sector, if relevant, and the roles and responsibilities of the private sector and the government, respectively.  The assessment is not limited to the formal sector of the economy, and should also include bottlenecks related to the market structures in relevant sectors (monopolies, oligopolies etc.) Also the international environment for PSD should be included, especially with respect to exports.


� Areas of co-operation are not restricted to public partners. Private institutions such as business associations, chambers of commerce and trade as well as co-financing with other bilateral and multilateral donors should be considered. Direct support to individual enterprises should be avoided because of the risks of unfair competition and possible market distortions.
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