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Abstract: Under the current international economic conditions, where Asian countries are strong
competitors in the manufacturing commodities, low-income countries like Mozambique could
attempt to compete in industries without smokestacks. Fruits and vegetables, agro-processing
goods, and various tradable services are estimated to have contributed 1.9 per cent to annual
average gross domestic product growth in 1993-2015, when the aggregate growth was 7.8 per cent.
Around 80 per cent of the total labour force is dedicated to primary activities, producing 25 per
cent of the aggregated value added in 2013—2015. The share of services in total exports was only
17 per cent in 2012—14. Although still relatively small, these industries have potential for growth,
if Mozambique follows a diversified growth strategy.
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1 Introduction

Considering the strong competition from Asian countries and other emergent economies in the
export of manufacturing goods, Mozambique could attempt to break into the international market
through exports from industries without smokestacks (IWSS"). This growth path could be an
alternative, or even a complement, to a strategy of extracting and processing natural resources,
while the country could also invest in smokestack industries.

Mozambique is a low-income Sub-Saharan African country that has been growing rapidly since
1993, at an annual average rate of 7.8 per cent, as a result of a series of transformations following
its independence from Portugal in 1975, notably from a central planned economy to a market
economy in the mid-1980s, from civil war to peace in 1992, and from a one-party system to a
multi-party democracy in 1994—although, since 2012, there are signs that the last two
transformations have been overturned: Mozambique is back to armed conflict? between the state
security and defence forces and Renamo armed forces, and the democracy seems to be more fragile
in the 2010s than in previous years (AIM 2013, 2016a, 2016b; Kaiser and Rantala 2016).

The economy’s rapid growth in the past two decades has been influenced by substantial inflows
of foreign aid and foreign direct investment, a high rate of population growth and a young
population, generally good weather conditions, significant investment in education, health, and
basic public infrastructures, and legislative and institutional reform.

Nevertheless, Mozambique has not undergone a structural transformation like the industrialized
countries and the emergent Asian and Latin-American economies. Around 80 per cent of
Mozambique’s labour force is still in agriculture, livestock, forestry, and fisheries, applying
traditional manual and low-productivity technology (Tarp et al. 2002: 6—7; Chilonda et al. 2011:
xv; Jones and Tarp 2012). It has a small and fragmented manufacturing sector producing for the
internal market, and a large non-competitive and non-tradable services sector. The aluminium
smelter is integrated into the international market but has a minor multiplier impact in the national
economy, as it operates like an enclave. Extractive industries have been expanding, gradually from
2004 and more rapidly since 2011—an expansion driven mainly by mineral coal exports.

With this type of structure, the economy is not improving its competitiveness in the international
market; nor is it allowing small family producers in agriculture and fisheries and lower income
producers in urban areas to increase their income significantly and sustainably. The poverty
headcount ratio of the total population reduced slowly from 54.1 per cent in 2002—2003 to 49.2
per cent in 2014-2015, according to the official household budget survey analysis (MPD 2010;
MEF 2016).

From 2010, economic policies increasingly targeted investment in natural resources exploitation,
mainly mineral coal and natural gas. This policy choice resulted in a surge in foreign investment in

! Industries without smokestacks are activities producing horticultural products, fruits, and agro-industry goods, and
providing tourism services, information-based services, and other tradable services (including transportation and
communications).

* An International Peace Institute project on ‘Understanding Compliance with Security Council Resolutions in Civil
Wars’ defined civil war as a conflict in which at least 500 battle deaths are reported during a given year, besides being
a dispute concerning government and/or tetritory in a state, and involving two or more armed patties, one being the
government of the state and the other a non-state opposition (Cockayne et al. 2010: 43).



both products. However, the decline in international oil prices and the reduction in external
demand for coal and natural gas in 2015, accompanied by a slowing of foreign investment, weak
export performance, and a cut in foreign aid, led to a 135 per cent depreciation of the metical
(MZN) against the US dollar between January 2015 and October 2016 and a rise in inflation from
1.9 per cent in December 2014 to 10.5 per cent in December 2015 and 25.5 per cent in October
2016 (INE 2015b, 2016a, 2016b; OANDA 2016). This unstable macroeconomic trend is likely to
continue in the near future.

Also from 2010 onwards, the government tended to increase public investment by obtaining non-
concessional credit in the international market and consequently increasing external debt ratios
(IMF 2010: 18, 2014a: 15; GAM 2016: 28). In the period 2012—2014, the Mozambican government
allowed newly created companies led by high-ranking officials to obtain secret and non-secret loans
with public guarantees from international banks amounting to US$2.3 billion, most of them
without parliamentary approval (Hanlon 2016; IMF 2016a; WSJ 2016). The resulting increase in
external debt has aggravated the already unbalanced macroeconomic situation. Consequently,
economic growth is slowing down and general living conditions are deteriorating, particularly for
poor families.

This debt crisis may be partly due to the frailness of a strategy based on the extraction of natural
resources mainly for export, and it prompts a search for alternative strategies that would enable
the Mozambican economy to compete in the international market. The country will have to
manage its limited resources much more carefully, and should look for other export opportunities
based on the production of manufactured goods and services.

This paper uses hard data from statistics and other complementary sources to analyse the structural
transformation of the economy as well as the size and the role of industries without smokestacks
in the domestic economy (Section 2). It then presents the main public policies on macroeconomy,
trade, labour, agriculture, and industry, and their impact on IWSS (Section 3) and outlines policy
issues and challenges for the development of tourism as an IWSS case (Section 4). Section 5
presents conclusions.

2 Development of industries without smokestacks, 1993-2015

2.1 Wide spectrum economy evolution vs. lack of structural transformation

The transition to a market economy in the 1980s, the peace agreement with Renamo in 1992, the
multi-party elections in 1994, and the transition from an apartheid regime to a multi-racial and
multi-party system in South Africa in 1990-1994 formed the basic conditions for the recovery and
growth of the Mozambican economy at an unprecedented pace and with a noticeable level of
diversification (Figure 1).

In the 1980s and 1990s, macroeconomic stabilization and structural adjustment policies, including
the World Bank’s ‘Heavily Indebted Poor Countries’ initiative, created an enabling environment
for price stability and economic equilibrium that was to a significant extent stimulated by external
aid inflows (Tarp et al. 2002; IMF 2004: 4-5; USAID 2004: 1.1, 1.5). ‘End of period’ annual
inflation reduced from 54.1 per cent in 1995 to 16.6 per cent in 1996, reaching an average of 2.9
per cent in 2011-2014 (IMF 2001: 4, 2014a: 18, 2015: 19). The difference between the official
exchange rate of 2,742 MT/USD and the rate in the free market of 2,951 MT/USD in 1992
declined to 10,776 MT/USD and 10,890 MT/USD, trespectively, in 1995 (IMF 2001: 100).



Although this rapid (on annual average) growth pattern between 1993 and 2014 was diversified to
some extent, it proved not to be sustainable, according to evidence in 2015-2016. The ratio of the
current account deficit to GDP in nominal prices averaged 26.9 per cent in the period 19932015,
but it showed an aggravation to 41.8 per cent in 2011-2015 (INE 2016d). Net international
reserves declined from US$2,995 billion at the end of 2013 to US$2,889 billion at the end of 2015,
representing a decline from 3.3 months of imports of goods and non-factor services to 2.7 months
(IMF 2016b). Around 80 per cent of the labour force is in the agriculture, livestock, forestry, and
fisheries sectors (Jones and Tarp 2012). These primary sectors produced 34.1 per cent of the
aggregated valued added in 1993—-1995, but only 25.0 per cent in 2013—-2015 (INE 2016c). The
decline in the share of primary sectors in GDP was due mainly to an increase in the relative share
of mining and services. Production in mining and services increased from 0.2 per cent and 51.2
per cent, respectively, to 4.6 per cent and 55.2 per cent in the same periods. Meanwhile,
manufacturing, electricity, water, and construction experienced a slight change, from 14.5 per cent
to 15.3 per cent. Mining occupies only 0.2 per cent of the labour force and services are mainly
non-competitive in the international market or non-tradable. The share of services in total exports
declined from an annual average of 35.5 per cent in 2000—2002 to 17.2 per cent in 2012-2014
(INE 1996-2015).

Figure 1: Transportation, hotels and restaurants, and information and communications together contributed 1.2
per cent to annual average growth in the period 1993—-2015
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Source: Authors’ calculations based on data from INE 2016c.

Evidently, the growth in the economy has been mainly directed at the internal market, but a large
share of its labour force uses almost exclusively manual technology with low productivity rates
(Tarp et al. 2002; Cruz et al. 2014). There is no evidence of a labour force transition from primary
sectors to secondary and tertiary, accompanied by an increase in agricultural productivity, and no
statistical evidence of a significant change in the economic structure in rural areas. The share of
urban population in total population has been kept constant at around 30 per cent between the
two most recent censuses of 1997 and 2007 (INE 1999b, 2010b).



The annual average share of manufacturing in GDP increased from 13 per cent in 1993-1999 to
16 per cent in 2000-2007 (INE 2016c¢). The country’s aluminium smelter started producing ingots
in 2000, and contributed to an increase in the weight of manufacturing in GDP (Andersson 2002:
531, 540). But this share declined to 11 per cent in 2008—2015, as aluminium production stabilized
while GDP continued to rise. Besides aluminium ingots, Mozambique exports manufactured
goods.” Annual average manufactured exports as a percentage of total exports of goods and
services increased from 10.9 per cent in 2000-2007 to 20.6 per cent in 2008-2014 (INE 1996—
2015; BM 2016). Including aluminium ingots, this share increases to 52 per cent in the whole
period 2000-2014.

Although the share of manufacturing in total GDP is relatively small, its annual average value
added per worker, at constant prices, of MZN151,000 places it fourth (below ‘other services’—
including financial, information and communications, and real estate activities—at MZN214,000,
mining at MZN235,000, and transportation and storage at MZN317,000) in the period 1993-2015
(Jones and Tarp 2012; INE 2016¢). The 7.7 per cent annual average real growth rate of value added
per worker in the manufacturing sector is the third highest in 1993-2015 after construction (10.3
per cent) and mining (21.4 per cent). Although this indicator dropped from an annual average of
13.9 per cent in 1993-2004 to 1.3 per cent in 2005-2015, the productivity per worker in
manufacturing evidences the potential for value added creation and economic growth stimulation.

The role of services in the structural transformation of Mozambique has been mixed in 1993—
2015. It is heavily weighted in the economy, with a 53 per cent annual average share of GDP, but
it has a weak role in international transactions. While there is an increasing number of people in
small commerce and other services at a subsistence level, there is also an increasing number of
skilful young people working in transportation, information and communications, financial
activities, and real estate. These skills require some degree of investment in education and the
ability to operate with modern technology.

In terms of growth, the annual average contribution of services, excluding government, education,
and health, increased from 2.4 per cent in 1993-2004 to 3.3 per cent in 2005-2015, whereas GDP
growth was 8.4 per cent and 7.2 per cent, respectively. Services had an annual average of
MZN114,000 of value added per worker, at constant prices. This places it in sixth position, below
public administration and defence, with a value added per worker of MZN140,000. It is worth
noting that the contribution of commerce activities is driving down the value added per worker in
the overall services sector due to the large number of people dedicated to sales and to other
services of subsistence remuneration. Even so, the annual average real growth rate of value added
per worker in the services increased from 3.3 per cent in 1993-2004 to 6.4 per cent in 2005-2015,
where the aggregated annual average real growth rate of value added per worker in 2005-2015 was
4.8 per cent.

When it comes to the international market, the annual average share of services in the total value
of exports of goods and services was 21.5 per cent in 2000-2014. This share was just 18.5 per cent
in 2008-2014. The large share of services in GDP does not match the much smaller share of
services exports in total exports, or even the weak performance over time of services exports as a
share of total exports.

3 Manufactured exports include: food, beverages and tobacco; chemicals; plastics and rubber; leather; paper and
cardboard; textiles; shoes; common metals; machinery and electrical equipment; transportation equipment; optical
equipment, photographic equipment, and watches; medical equipment; and toys. Aluminium ingots are excluded from
manufactured exports in this ratio.



Although the economy has grown at a fast pace since 1993, with a certain degree of diversification,
80 per cent of its labour force live on income from agriculture and related activities using traditional
manual and low-productive technology. The low share of manufacturing in total GDP, the
sttucture and dynamics of exports based on primary commodities or selected commodities/
services from large projects with weak linkages to the internal economy, and the large services
sector as a proportion of GDP with little competitiveness in the international market are signs of
a lack of structural transformation.

2.2 Industries without smokestacks

This section accounts for the performance of IWSS—with a caveat on the level of precision, as
the data available vary in terms of disaggregation® degree (Table 1). Besides IWSS, other
Mozambican non-traditional products with potential for export growth are maize, sesame, and
soybeans, but these will not be dealt with in detail in this paper.

Table 1: Estimated contribution of IWSS to GDP growth in 1993—-2015 (%)

Industries without smokestacks Rest of the economy
Contribution to GDP growth 1.9 5.9

Note: The composition of IWSS in the GDP comprises the following sectors: agricultural and fisheries (16.98%),
manufacturing (45%), transportation and storage, hotels and restaurants, and information and communications.

Source: Authors’ calculations based on data from INE 2016¢ and on Fig. 1.

In the agriculture sector, production of citrus fruits increased at an annual average of 6.7 per cent
in 1993-2014, and the volume of tomatoes and horticultural products increased at an annual
average of 8.0 per cent and 12.6 per cent, respectively, in 1993-2002. No production statistics for
tomatoes and horticultural products are available from 2003 onwards in the official Statistical
Yearbook series. Nevertheless, the annual average exports of horticultural products increased from
US$282,000 in 1996-1998 to US$15.4 million in 2006-2009 (MPE-DNE 1994-1995; INE 1996—
2015). This indicator also increased slightly for fruit exports, from US$34.4 million in 1995-1998
to US$36.3 million in 2006—-2009. In particular, banana exports increased significantly in 2011 due
to a foreign direct investment project in Nampula Province.’

Manufacturing output increased its share of GDP to 18 per cent in 2001, but this subsequently
declined to an annual average of 10 per cent in 2012-2015. Gross value added (GVA), in current
prices, of food processing, textiles and garments, and wood processing represented 32 per cent, 5
per cent, and 9 per cent, respectively, of aggregate GVA in manufacturing in 2010-2015 (INE
2016e). GVA of these three manufacturing sub-sectors represented 4.5 per cent of aggregated
GVA in the economy. The annual average GVA variation in current prices of food processing,
textiles and garments, and wood processing was 9.9 per cent, 6.2 per cent, and 7.7 per cent,
respectively, in 2010-2015. The variation in the same indicator for the manufacturing sector was
8.5 per cent, and for the entire economy 11.2 per cent.

Agro-processing—of sugar, cashew nuts, and cotton fibre—for export has been a traditional
activity in Mozambique since before independence, and continues today (Dias 2012; Sutton 2014).
Maize flour, refined edible oil, and processed tea are also exported at a more modest revenue.

* It should be noted that ‘industries without smokestacks’ does not have a specific classification in national accounts;
nor it is treated as a specific GDP component in the official statistics in Mozambique. Therefore, any attempt to
aggregate IWSS activities runs the risk of either over-estimation or under-estimation of this set of goods and services
in total GDP.

> Banana exports reached an annual average of US$70.9 million in 2011-2014 (BM 2016).
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Processed wood is also currently exported. Processed rice is traditionally consumed in the domestic
market, and soybean production is expanding for poultry feed (Calima et al. 2014). There are plans
to attract foreign direct investment on two paper pulp projects, in Zambézia and Nampula
provinces, amounting to US$4.5 billion (MPD and MF 2012: 12).

Transportation and storage accounted for 10.1 per cent of GVA in the aggregated economy in
1993-2015, and has been growing at an annual average of 7.8 per cent, which is the same rate as
GDP. With an annual average of 47 billion passenger-kilometres, road transportation accounted
for 98 per cent of the total passenger traffic transported by rail, sea, air, and road in 2009-2015
(MTC 2016). Railway (40 per cent) and road (51.5 per cent) transportation account for an annual
average of 2.8 and 3.6 billion ton-kilometres transported in 2009-2015, respectively. Railway
transportation grew by 387 per cent between 2009 and 2015 due to the extraction of mineral coal,
mainly after 2011. Total cargo handling in the country’s main ports increased from 12.7 million
tonnes in 2009 to 32.1 million tonnes in 2015 (MTC 2016).

GVA in tourism (hotels and restaurants) accounted for 2.2 per cent of aggregated value added in
1993-2015. This sector has been growing at an annual average rate of 9.1 per cent, which is higher
than GDP growth. This is a sector with potential for growth, in both the domestic and the
international markets. One factor that could increase the flow of tourists from abroad is a more
cost-efficient air transportation service. International demand and safety inside Mozambique are
other relevant factors influencing tourism (Batey 2014).

Regarding the GDP production approach, national accounts statistics do not provide
disaggregated data on ‘information-based services’, but on the aggregated information and
communications sector. The share of these services in total GDP was 3.3 per cent in 1993-2015.
This sector contributes 0.31 per cent to GDP growth, well above the sectors hotels and restaurants
(0.22 per cent), electricity, gas, and water (0.27 per cent), and public administration and defence
(0.28 per cent) (Figure 1). The share of gross value added for consultancy, scientific, and technical
services in total GVA is 2.1 per cent, based on nominal values for 2010-2015 (INE 2016e). The
total number of mobile phone subscriptions increased from 5.9 million in 2009 to 20.1 million in
2015 (MTC 2016). In terms of exports as a share of total exports of services, technical assistance
and services related to commerce (14 per cent) and telecommunications, computers, and
information services (5 per cent) were ranked third and fourth, respectively, after transportation
(43 per cent) and travel (31 per cent) in 20062015 (BM 2016). The low share of information and
communication technology in total exports allows us to hypothesize that Mozambique is mainly
importing information-based technology in order to increase productivity across sectors producing
for the domestic market.

From the limited information available, there is evidence that IWSS have been contributing to
economic growth in Mozambique since 1993, but there is no evidence of a significant contribution
to the expansion of its goods and services in the international market.

3 Selected public policies

This section reviews macroeconomic, trade, labour, agricultural, and industrial policies that have
influenced economic performance since 1993, in particular in relation to IWSS. A recent and
detailed policy review is presented in UNU-WIDER Working Paper 2014/059 (Cruz et al. 2014).



3.1 Macroeconomic policies

The Mozambican government implemented the Economic Rehabilitation Program (PRE) from
1987 onwards, although initial price reforms started earlier in the same decade (USAID 2004). This
macroeconomic stabilization and structural adjustment programme represented a transition from
a centrally planned economy to a market economy system, and it was designed to reverse the
declining trend of the economy in a civil war context.

In the period from 1980 to 1984, the economy declined by 26 per cent (Sulemane 2002). Exports
and imports fell, while the trade deficit aggravated from US$-320 million in 1979 to US$-444
million in 1984, reaching US$-607 million in 1982. Foreign debt-service obligations amounted to
more than twice the value of exports of goods and services in 1985 (IMF 2004: 5). Thus, foreign
currency was in short supply, which drove the parallel (black) market exchange rate downwards
and increased the gap with the official exchange rate (Hanlon 1991; Tarp et al. 2002: 25-26). The
government was able to cover its deficit by printing money, adding pressure for an increase in
prices in the parallel market, i.e. driving up inflation (Tarp 1990).

In order to reverse this trend, the government progressively devalued the official exchange rate
and gradually liberalized prices, interest rates, and trade (IMF 1996, 2004). It also restricted public
expenditure and the money supply, and reformed the system of revenue collection. Although basic
policies were implemented in the first years of the PRE, it was only after the peace agreement in
1992 that economic growth accelerated from an annual average of -6.6 per cent in 1990-1992 to
6.9 per cent in 1993-1995, and end-of-the-period inflation declined from 54.1 per cent in 1995 to
16.6 per cent in 1996 and 5.8 per cent in 1997 (IMF 2001; Sulemane 2002).

Fiscal reforms, privatization programmes, and financial sector reforms continued after 1992, with
the aim of reducing macroeconomic imbalances and improving efficiency and competition in the
economy. As a result of successful policies and reforms, Mozambique benefited from debt relief
from donors under the Highly Indebted Poor Countries initiative from 1998 to 2002 amounting
to US$2.7 billion in 1999 values (IMF 1998: 3, 1999).

The country continued to implement market-oriented macroeconomic policies and structural
reforms until 2015 (IMF 2014b: 1, 2016b). Taxation reforms—in particular, institutional reforms
such as the creation of the Tax Authority—Iled to an increase in the state revenues to GDP ratio
from 12.4 per cent in 2004 to 25.5 per cent in 2015 (Barnes et al. 2016; IMF 2016b). This improved
macroeconomic performance allowed economic agents to take resource allocation decisions partly
on the basis of price signals.

However, many distortions and weaknesses remain, such that the Mozambican economy has not
yet reached the point of Pareto efficiency. To a large extent, the public deficit has been financed
by external aid and public borrowing, with transparency and accountability shortfalls, in particular
between 2012 and 2015 (GdM 2016; IMF 2016a; WSJ 2016). Furthermore, the exchange rate
dynamic has not always been favourable to the tradable sectors, in particular agriculture.

3.2 Trade policies

The exchange rate was devalued in 1987 and in the following years of the PRE. Subsequently, the
exchange rate tended to be determined by the market. The tariff book was simplified in 1996
(USAID 2004). In 2004, the Most Favoured Nation duty structure included ad valorem percentage
rates of 0, 2.5, 5, 7.5, and 25 (Alfieri et al. 2006: 6—7). In 2000, the highest rate dropped to 20 per
cent. Following the SADC Trade Protocol, Mozambique had gradually liberalized trade with most
member countries by the end of 2012, and with South Africa by the end of 2015 (PdM 2009).



Mozambique is a member of the World Trade Organization and has preferential market access
with the European Union under the Everything but Arms and the Economic Partnership
Agreements, and with the Unites States under the African Growth and Opportunity Act (USAID
2004: 5-1, 5-2).

In the 1990s, an interbank foreign exchange market was developed and customs exemptions were
reduced (IMF 2004: 6, 7). Customs procedures were reformed (IMF 2004: 12). In 2006 the creation
of the Tax Authority was an institutional reform milestone. These reforms were aimed at reducing
the costs of international trade and increasing control over tax revenues. Complementary reforms
were introduced to promote an enabling business environment and trade, such as the creation of
the one-stop shop and the abolition of visas for many SADC countries (Imani Development
International 2007: 3). Mozambique has also developed legislation and started implementing
Export Promotion Zones at a moderate pace, mainly in Beluluane and Nacala.

As a result of trade liberalization and reforms, as well as foreign direct investment in mineral
resources such as heavy sands, natural gas, and coal, and other investments (in the hydroelectric
power system, sugar, and tobacco), exports grew at an annual average rate of 14.9 per cent between
1993 and 2015 (INE 2016d). Imports grew at 11.5 per cent in the same period. The current account
deficit as a percentage of nominal GDP reduced from -43.7 per cent in 1995 to -9.1 per cent in
2007, reflecting an upward trend in exports. This ratio aggravated to -53.6 per cent in 2013,
however, due to large foreign direct investment in the exploitation of coal in Tete province and
natural gas in the Rovuma basin. The current account deficit declined in the period up to 2015 as
imports reduced at a faster rate than exports due to the reduction in international prices of coal
and natural gas, and the postponing of investment in the latter commodity.

Some analysts have been arguing in favour of Mozambique advancing further with trade
liberalization, by continuing to reduce tariffs, applying a flat rate, complying with WTO rules,
facilitating visas and international work permits, and reducing transportation and port costs
(Flatters 2002; USAID 2004; Menon 2014). Such measures would reduce transaction costs and
increase the competitiveness of Mozambican exports. Other analysts consider that trade
liberalization has limitations as a promoter of exports insofar as (i) such a policy fails to protect
producers for the external market from a deterioration in international terms of trade, (i) the
market power of private companies prevents local producers from competing on the international
market, and (iii) foreign aid will contribute to an overvalued local currency, reducing
competitiveness in the external market (Castel Branco 1997; Mosca et al. 2014).

3.3 Labour policies

Labour policies in Mozambique are managed by the Ministry of Labour, Employment and Social
Security (MITESS). This institution is responsible for devising and monitoring government
policies, for coordinating the National Social Security System, and for participating in national
minimum-wage negotiations. Two major trade union confederations, the Mozambique Workers’
Organization (OTM) and the Mozambique Independent and Free Union Confederation
(CONSILMO), participate in the annual minimum-wage definition together with the
Confederation of Business Associations of Mozambique (CTA) and the Mozambican government.
MITESS is also responsible for the management of the foreign-worker quota system and oversees

vocational education and training through the National Institute of Employment and Vocational
Training (INEFP).

Over time, several instruments have been used in order to implement labour policies. As part of
public sector reform, a significant improvement in the business environment was achieved through



the simplification of administrative procedures, and the last revision of the labour law came into
force in 2007, when Law 23/2007 replaced Law 8/1998 (PdM 2007).

Law 23/2007 included new provisions for the promotion of entrepreneurship and the protection
of workers, most notably strengthening job security, preventing unfair dismissal, protecting the
dignity of workers, and extending their rights to trade union activity, to strike, to social security, to
fair remuneration, to rest periods, to holidays, to maternity and paternity leave, to retirement
schemes, and to pre-professional training. The new labour law also created an extra-judicial system
for the resolution of labour disputes. The recently approved Employment Policy aims at
harmonizing and aligning various strategic actions to induce improvements to the business
environment and to the labour market (MITESS 2016).

The latest report on the manufacturing enterprises survey in Mozambique in 2012 shows that there
is a slight improvement in labour legislation, which is thus becoming less of a constraint in the
labour regulations environment than it appeared in the 2006 survey (Rand and Tarp 2013).

3.4 Agricultural and industrial policies

Agricultural policies in Mozambique have elicited a positive response from smallholder agricultural
producers to price incentives, improvements to road and ports infrastructure, and improvements
in basic trading services. The same incentives have elicited a positive response from commodity
producers for the external market (e.g. sugar and tobacco). According to official agricultural
production figures, aggregate agricultural production increased by an annual average rate of 6.7
per cent between 1993 and 2015 (INE 2016c¢), although these figures are considered to be
overestimated (Pauw et al. 2012: 2). Nevertheless, agricultural production is still based on a large
number of family smallholder units using traditional and manual technology, and low levels of
technical input. Hence, agricultural productivity remains low (Cunguara et al. 2012: 121; Pauw et
al. 2012: 8-9; Benfica et al. 2014: 17).

Industrial policies from 1992 onwards were ‘hands-off’, with the government undertaking limited
initiatives. Markets were meant to determine where investors should allocate their resources. A
broad privatization programme was implemented that eliminated bankrupt companies, reduced
public expenditure on inefficient companies, and permitted private reinvestment in a small
proportion of running enterprises. The impact of the privatization programme on industrialization
in Mozambique is considered to be far from successful in terms of manufacturing diversification
and expansion, or in terms of employment generation (Castel-Branco et al. 2001: 11-12; Dibben
and Wood 2010). Privatization also requires careful preparation and analysis in order to address
the country-specific conditions (Torp and Rekve 1998). Such a privatization process would permit
supportive measures like access to credit and encourage national entrepreneurs, which has not
always happened in Mozambique.

On the other hand, the Export Promotion Zones policy led to one major capital-intensive foreign
direct investment project, the aluminium smelter. However, this mega-project is considered an
enclave, with weak connections to the rest of the domestic economy. Other, smaller-scale,
successful industries produce a variety of goods, though mostly food and beverages, for the
domestic market, and tobacco and sugar, mainly for the international market. In general, though,
industrial policies have failed to promote manufacturing diversification and expansion of output
as a proportion of GDP, in particular since 2004 (Cruz et al. 2014). The state strongly influences
the creation and development of enterprises through the licensing process, labour inspections, and
tax inspections.



The Industrial Policy and Strategy approved by the government in 2016 defined its main objective
as transforming manufacturing into the main vehicle for the country to achieve prosperity and
improve living conditions, through generating employment, increasing production, and processing
natural resources. A local content law is currently being drafted in order to address the need to
develop further connections between local companies and extractive industries.

Given the young population structure of the country and the high unemployment rate, especially
in urban areas, labour-intensive manufacturing production could play a role in the growth of jobs,
income expansion, and industrial intensification. Yet this kind of production, in particular for
exports, has not been developed in Mozambique due to poorly designed, coordinated, and
implemented industrial and competitiveness policies (Krause and Kaufmann 2011: 54; Rand et al.
2014: 15). The newly approved Industrial Policy and Strategy could change this pattern if the
government avoids falling into the high-value natural resources sector trap and being driven by
foreign investment decisions.

3.5 IWSS policies

Production of horticultural products and fruits for export has benefited from the general
investment promotion legislation. This was the case with citrus production in Boane; baby corn,
fresh chilies, green beans, mange tout peas, sugar snap peas, and okra production in Vanduzi; and
banana production in Nampula. However, there has not been a significant increase in horticultural
and fruit production for export. Encouraging large foreign investment projects has not been and
will not be the only way of increasing exports of these commodities. Due to the very large number
of smallholder agricultural producers (4.2 million), it will be necessary to encourage them to

participate in export projects as producer units and not only as a source of cheap labour (MASA
n.d.).

Regarding agro-processing for export, previous and current industrial policies have been and still
are ineffective. It requires political will and stronger local business interests to remove the business
barriers that are well known and highlighted in the World Bank’s ‘Doing Business’ annual reports.
It would also require a persistent and continuous effort in terms of public policies directed at
promoting agro-processing projects to allow the expansion of this sub-sector (MPD 2014).
Poverty reduction strategy papers since 2001 have weakened the industrial policy component in
the set of public policies. At least 70 per cent of the state budget has been allocated to ‘social
sectors and other priority sectors related to poverty alleviation’, at the expense of the industrial
sector (GAM 2001). At the same time, natural resources extraction for export has gradually become
the economic policy focus due to the perception that it could provide the required revenue to
finance the expanding state budget and the opportunity for national interest groups to profit from
allowing international extraction of mineral coal, natural gas, and other minerals (e.g. heavy sands
and precious stones).

Transportation, communications, and information policies have promoted the rehabilitation and
construction of roads and railways connecting landlocked countries/regions with the Indian
Ocean and opened the market for passenger and cargo road transportation companies and for
mobile telephone and internet provider services. Nevertheless, further competition in these areas
could contribute to an improvement in the quality of services and a reduction in costs for the
consumer. Since the late 2000s, Mozambique has been open to various international air transport
companies. Currently, seven international airlines fly to Maputo or other cities in the country. The
challenges for the Mozambican government are the increase in competition in the domestic flight
market, and the reduction in the fares charged by the Mozambican national airline, LAM, which
needs to improve the quality and reliability of its services in order to achieve international
standards. Tourism policy issues are discussed in the next section.
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4 Tourism: an IWSS case

While economic growth is largely being fuelled by investment in the exploitation of mineral
resources (coal and hydrocarbons) and related infrastructure, the tourism sector is seen as an
opportunity to diversify the economy through its potential for export expansion, job creation,
skills learning, and income generation. Tourism development requires investment in basic
infrastructure (road networks, water and sanitation, energy, and health centres), as well as in the
provision of excellent services in terms of technology and transportation, which are sought by
increasingly demanding customers (Jones 2007; Jones et al. 2007; Portuguez et al. 2012).

Mozambique can be considered an attractive destination for tourism because of its natural
conditions, biodiversity, and cultural diversity. Its coastline of over 2,700 km offers excellent
beaches, bays, and lagoons. About 15 per cent of the country is classified as a protected area (IFC
2012). Below is a brief profile of each of the country’s three regions (MITUR 2004: 62):

e The North region includes the provinces of Cabo Delgado, Nampula, Niassa, and
Zambézia. The tourism targets are centred on its coastal potential (beaches, islands) and
on eco-tourism, based on the wild natural characteristics of the region, with distinctive
cultural influences. The North has protected areas, such as the National Park, Quirimbas
Archipelago, Island of Mozambique, Niassa Reserve, and Lake Niassa. Eco-tourism
activities like bird-watching and lake activities will be developed in remote areas of Niassa
and Cabo Delgado.

e The Centre region includes the provinces of Sofala, Manica, and Tete. Tourism initiatives
are based on the development of eco-tourism and beach and sun holidays. It also has
protected areas, including the Gorongosa National Park (ideal for eco-tourism and safari
holidays) and Cahora Bassa.

e The South region comprises the provinces of Maputo, Maputo City, Gaza, and Inhambane.
The possibilities include beach and watersports holidays, diving, ocean safaris, eco-
tourism, and cultural activities. Its reserve areas include the Limpopo Transfrontier
Conservation Area (eco-tourism), Maputo-Province Special Reserve (eco-tourism), Inhaca
and Bazaruto (sun, sand, and sea), Inhambane (culture and diving), and Maputo City
(culture and entertainment).

In order to take advantage of the country’s tourism potential, the government has also approved
a tourism law (GdM 2004).

4.1 Opportunities and challenges

Tourism services are growing faster than the rest of the economy. However, these services are still
far from achieving their potential, and the sector has opportunities that could be further explored,
such as combining sun and beach resorts with eco-tourism, cruises, events, business, or gambling.

According to the Second Strategic Plan for the Development of Tourism 2015-2024 (PEDT 1I),
tourism development is facing four main category barriers, which need to be addressed: (i) access,
(if) demand, (iii) investment, and (iv) institutional capacity (Fernando 2013; MITUR 2015a).
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e Access — The high cost of air transportation prevents the country from competing in the

region and internationally in the tourism market. Even road access to many tourist areas is
difficult.

¢ Demand — Demand is negatively affected by corruption, the hostile attitude of police
towards tourists, poaching, the unstable military and political situation, and negative
publicity disseminated by the mass media. Mozambique’s wildlife tourism experience is
limited in comparison with other countries in the region, a problem exacerbated by a
decrease in wildlife numbers and inadequate provision of activities and services.

e Investment — There is significant regional competition in tourism services, and delays in
the processing of access to land and permission for its exploitation are considered
bottlenecks. There is a limited supply of goods and services to tourist companies from
other sectors within the domestic economy, against a significant level of imports, and the
sector suffers from modest levels and low quality of equipment. Taxes on tourism activities
are considered high, and loans to tourism companies are limited.

e Institutional capacity — The quality of tourism training institutions and available skills are
limited. Public sector services and public—private partnerships at the national, provincial,
and local levels are inadequate in terms of the implementation of tourism plans.

Recently, however, the Government of Mozambique has adopted a new approach to the
development of tourism, which focuses on an integrated plan identifying Touristic Interest Areas
and Investment Priority Areas in the provinces of Inhambane, Zambézia, Nampula, Cabo

Delgado, and Niassa (MITUR 2013, 2015b).

5 Conclusion

Under the current international economic conditions, where Asian countries are strong
competitors in the manufacturing commodities, low-income countries like Mozambique could
attempt to compete in industries without smokestacks. Examples of commodities and activities in
which Mozambique could compete on the international market are baby corn, green beans, citrus
fruits, bananas, mangos, cut flowers, maize and related products, sesame, tourism, electricity from
hydropower plants and natural gas plants, and transportation services.

An analysis of the last two decades, during which Mozambique has followed an upward economic
growth path, reveal that the country has not undergone a structural transformation like those of
the industrialized countries and the emergent Asian and Latin-American economies—i.e. an
expansion of the manufacturing sector, as a share of GDP and a share of the total labour force,
and an increase in agricultural productivity accompanied by a reduction in its share of the labour
force due to the migration to other more productive sectors in the economy. In Mozambique,
about 80 per cent of the labour force is in agriculture and other rural activities, producing about
25 per cent of GDP. Manufacturing output as a share of GDP has been declining since 2001, to
10 per cent in 2015. The economy is mainly growing inwards with limited expansion of exports,
in particular of labour-intensive goods and services.

The government’s growth strategy since 2010 has been focused on international investment in
mineral coal and natural gas, as well as on expansion in public infrastructure investment, with a
growing share of external commercial lending. The country’s economic performance in 2015 and
2016 reveals that this strategy is risky and unsustainable. Lower international demand for
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commodities in general, and coal and natural gas in particular, a sharp rise in external public debt,
a decline in foreign aid, and public policy mismanagement are causing a serious economic cfisis.

Mozambique is in dire need of reversing its macroeconomic and other policies in order to stabilize
the economy. Meanwhile, a diversified growth strategy could promote synergies to expand output
from agriculture and related activities, and other industries without smokestacks, so that these
sectors can compete on the international market. An open and transparent public policy on the
exploitation of coal, natural gas, and other high-value natural resources could integrate these
products into a processing value chain, such that the country’s economy could gradually
industrialize. For any economic policy to obtain meaningful results, the restoration of peace in the
country is a pre-condition.
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