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ABSTRACT

The paper discusses persistent problems in the iMoizan economy against the background of the
growth process that the country has experiencecesihe late Nineties. The emphasis on the ‘green
revolution’ in government policy has not yet proedche upgrading of technology in small scale,
household farming. Mozambique’s agricultural exsagmain concentrated in a few primary goods,
and an export driven manufacturing sector has reitgmerged; the largest quota of the value of
exports is provided by aluminium, electricity anatural gas. The country is developing along a
pattern of specialization based on low productivatriculture and on foreign direct investment in
aluminium, electricity and mining, with low spillers to other industries. In case of increasing fura
exodus, the younger generation will fail to fincdakde urban employment, with risks of social
polarization. On a long-term horizon, the counthpsld cut dependency from foreign aid, freeing the
State apparatus from the symbiosis between pudskstand foreign aid. Gradual emancipation from
foreign aid and poverty reduction require enteritige path of diversification and changing
specialization in world trade. Opinions diverge the policies to be adopted, the focus being either
on the institutional framework and removing thetabkes to doing business in Mozambique, or on

national strategies for developing national indiesirby integrating logistics, training and servies

1. MOZAMBIQUE: A STORY OF SUCCESS AND SHADOWS
In recent years, the evolution of Mozambique after the peaeeragnts in 1992
has been frequently quoted as a success story in Sub-SaHecan guccess in
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transition from war to peace, a process often difficult ait,fas so many episodes
of recurrent conflicts show; success in the transition fropertralized, almost
totalitarian regime (an example of symbiosis between a spuitcal party and
the State), towards a reasonably stable democracy; successtained growth
along more than ten years of relatively high rates of growthr #ie disastrous
Eighties and early Nineties when national income was collafsieg Figures 1
and 2 in the AppendiX)

On a number of occasions, donors and international institutions have
emphasized the Mozambican success story during and after thegpdssition,
a transformation involving economic, political and institutional ngea Large
flows of aid funding have been injected into the country for mgars, the aid
flows being explained both by the poverty and sufferings of theritajof the
Mozambican people, and by political and diplomatic reasons. In anregill
threatened by conflict, post-war Mozambique offered the opportunityette an
island of political stability in conditions relatively favobta to democracy. The
manifold interests of Western donors, Bretton Woods and other itibgralaaid
institutions, and last but not least of the Mozambican ruling eldeserged on the
continuation of large aid inflows to the country. In 2005 @wuntry Economic
Memorandumon Mozambique published by the World Bank draw a basically
optimistic picture of the recent trends in the Mozambicamewy and the outlook
for the near future. Growth was estimated as having beend'tsaaed’, only
partially due to unique events such as post-war recovery, andylamédbe
continued in the coming years, effectively promoted by public intéie
notwithstanding a number of residual shortcomings in the institutioa@ework
that the report did not fail to illustrate and underline [WorlshlB8&2005: 28]. In a
recent book on Mozambique edited by the FMI, Clément e Peiris uredadain
that post-war Mozambique has been a success story, standing oup#risom to
a number of persistent crises in Sub-Saharan Africa. They édltreat today the
country is in a good position to achieve tdlennium Development GoaBnd
that the Mozambican successful experience of institutional aros@nomic
stabilization should be taken as a source of insights to Stla¢es in the region.
«Mozambique is a success story in sub-Saharan Africa. It has leenéfitm
sustained large foreign aid inflows, strong and broad-based growth, and deep
poverty reduction(...) This remarkable growth performance was made possible by
prudent macroeconomic policies, structural reform, and substantial donor
assistance. On the political side, Mozambique has succeedednmginigriabout

? According to Francisco, ten years after indepeodethe real GDP in dollars had
fallen at one third the level reached in 1973, thas at the time the peak level achieved in
the country’s history; the fall estimated at puihg power parity was to half the peak
level achieved in 1973 [Da Silva Francisco, 200B. 3he same source estimates that in
1984 real GDP per capita had fallen at around 3B&tlével in 1973 and reached a
minimum in 1987, to recover somewhat in the follogviyears [Da Silva Francisco, 2002:
32-33]. See also Figure 1 in the Appendix.



reconciliation and solidifying its nascent democracy through general and
presidential elections[Clément and Peiris, 2008: 11].

Success is undeniable in a young State that only conquered indegemdenc
1975, building its national identity and institutional framework itielimore than
three decades and coming out a devastating war in 1992. The country is undergoing
change, after terrible years when the population’s welfare dragped to a
minimum in its whole history in the twentieth century. Iroag-term perspective,
real GDP was falling starting in the mid Seventies uthitd early Nineties; a
dramatic drop was undergoing also in per capita GDP [Da Sitancisco, 2002].
According to existing evaluations, real GDP went on declinint) ome ups and
down, since 1974 and until 1992 or 1993 [Da Silva Francisco, 2002; Jones, 2006].
The country reached again the GDP level touched in 1973 (tlmidastpeak in
the second half of the twentieth century) only at the beginviirige new century.
According to other estimates (dollars at constant prices, base 3000),
Mozambique’s real GDP dropped to its minimum in 1986, and in 1992tstjied
below its 1980 level [World Bank, 2010]. For almost twenty years ¢haamy of
the country suffered a process of serious decline, from whisagé&n to emerge
after the peace agreements and the first post-war receoegsume growth only
after political stabilization was achieved. Mozambique, howesestill a country
in transition, an open, complex transition whose successful outconmotis
guaranteed. Should the transition not come off, new political andl soises
might arise in the country, though hopefully not of the extremerisgwd those
experienced along the Eighties in the last century.

Today, at some distance from the initial peace building yelaesetonomy
having already gone through the post-war recovery during the @&8neti
international institutions seem to express more nuanced evaluatitire dature
prospects for the country. Prudent evaluation is expressed olldh&mbican
economic outlook. Doubts are raised that the economy be firmlglissied on a
path of sustainable growth. Recent data on child malnutrition causgléXites
on how far the estimated poverty reduction rates went on, and how tmeich
poorest population’s welfare did really improve [World Bank, 2008: 15%- A
debate ensued in civil society and between donors and the governeest Rw
ratings on the business climate in Doing Business raised adtiemdexities and
worries in the donors’ community, much as in the government cabieeduse of
the negative impact they potentially have on foreign invesprging at risk the
flows of foreign investment that the government might wiskapture, flows that
also donors generally think to be a growth promoting engine.

These perplexities have been nurtured, in the background, by theaiicieah
literature emphasizing that along the years many African edesonent through
ups and downs, with phases of growth followed by phases of deulitteout
consolidating at long term effective change in their produdigcture and stable
productivity and welfare gains [Arbache and Page, 2007a; 2007b; Arb@ohe
and Page, 2008]. The experience is well known of countries whosevg@ost



recovery did not turn into stable economic change and productiatys.
Economic growth may abruptly interrupt because of failed speaimin or
absence of new opportunities for comparative advantagededitignate to ask if
the growth Mozambique went through in the last fifteen years owas due
primarily to the coming out from conditions of extreme dectingéng the war and
to the productivity gains due to the post war recovery; drhfis been promoted
primarily by the large investment in reconstruction fuelled by foreidril@avs.

Jones, in attempting estimates on growth accounting for Mozambique,
underlined that the growth period was not just a volatile plidispost-war
recovery; but he expressed reasonable doubts about the longdisaimability of
recent productivity gains and the uncertain prospects for potgmbductivity
gains in the near futurelncsummary, post-war growth in Mozambique has been
founded on robust (unbiased) contributions from all principal growth drivers. Solid
improvement in the quality of the human capital stock has accompaniefitarni
capital deepening and residual TFP growth. Even so, the sustainabitiysefved
productivity gains remains in doubt. Evidence suggests that duringvihevar
Mozambique was producing at a point well within its production-pdssbi
frontier. Post-war growth in residual TFP appears to have been dondinate
movement toward this hypothetical frontier rather than outwardgements of the
frontier itself. Although recovery of this nature is a necesfamndation for future
productivity gains, maintaining growth rates at their recent high leve&y
become increasingly difficult as easy gains from post-war recodiennish»
[Jones, 2008: 102-103].

At present, the worries expressed by international donors anaBi&tbods
institutions, are focusing on the consolidation of the growth outloakeatium
term. Are indeed change and expansion in productive capacity going e in t
country’s economy that may be a sound basis for further sustaigedigh?
Which entrepreneurial skills are emerging to innovate techiedogso in rural
areas? Is convergence in per capita income increasing ahmipgovinces of the
Mozambican State, with wider opportunities for improving produgtiand
employment all over the country? Are the traditional patternpedcialization of
the Mozambican economy in the international division of labbanging? There
is some agreement on the relevance of these crucial ssues) executives in the
international institutions for aid, independent economists and seen critics of
IMF and the World Bank [Castel-Branco, 2008a; Hanlon and Smart, 20085
2008].

Available economic data indicate persistent problems in¢beany, against
the background of the growth process that went on since the ilz&ds. Hope
and confidence on the future prospects for Mozambique require loagaigst the
light at critical issues dealing with the way the threaditeons have been crossed
through, since institutional framework, social reality and economicipslgo
together and interact.



The first transition (from war to peace) has been suadéssfonsolidated,;
there is today no risk of a new civil war in Mozambique. Aspre, no organized
forces exist in the region, be they domestic or foreign palititovements, able to
mobilize economic resources and create military organizatioevtgtragainst the
established power of the Mozambican State. No foreign State mightote or
support an armed revolt in Mozambique, trying to downturn the government in
power, since the international environment that fuelled civil wahe Eighties of
the past century no longer exists. Within the country no pdliticavement or
military group seems capable, today, of mobilizing people towardsed
rebellion. However, in the present environment of political stgbilserious
political crises are still possible, and local episodes wblteand violence have
indeed happened in the country on the occasion of acute sdsied. Some of
those episodes have taken the form not so much of political rebellibof ass
protest or of uncontrolled social violence (such as lyncRinglrican countries
have been exposed to the spreading of extreme Islamic move(Semtslia,
Kenya), but the risk does not seem acute or incumbent in Mogaedue to the
long historical tradition of peaceful interaction with Islamommunities that live
in the country. More serious is the risk of international crilirganizations
(mafia like) taking grasp in local business activitiesmanaging locally networks
of illegal international business (from arms or drugs tgdleexport of wood and
deforestation).

The second transition has not yet been fully achieved, notwithstatiténg
building of democratic institutions and the new climate of malitiiberty. As
regards the third transition, economic development does not yet teebiave
acquired endogenous dynamics. It is not yet clear how the positioneof th
Mozambican economy in international trade might change, and whiclprroéie
of international trade specialization might consolidate in theiumeterm. It is not
yet clear which are the existing opportunities for the grosftmew industries,
which might both spur a stable increase of GDP and guarantee advances iofte
diffuse welfare and prospects for increased employment. In the nvbiozan
economy innovative productive capacity has not yet been built to ¢tenipe
international trade through effective and profitable value chaitis comparative
advantages.

Diversification and the growth of exports involve core questions lier t
country’s future prospects. Development is a process of changeoductive
specialization accompanied by intertwined change in social anduiitstal
environment, the change involving investment in both physical and huspaalc
along a traverse, with gains in productivity and innovation irketastructure and
technologies in a network of industries [Ingrao, 2008]. A sustaingldeth
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Let us remind the mass protest in Maputo afteddbal system of coach transport (so
calledchapa cerpincreased the price of tickets. Carlos Serr®$2@008] called attention
to episodes of violence that express social malaise



process at medium term, including the development of a widee anigdustries
in the country and further productivity gains in agricultuseneécessary not for the
purpose of growth per se, but to reduce poverty further and to prdimote
Millennium Development Goals

2. THE UNACHIEVED TRANSITION

After independence, the new nation State was built adopting theutiosal
framework of a single party regime. The young Statelgtire was centralised,
the government was authoritarian (almost a dictatorship in gmemied), and
political life was dominated by the authoritarian charisméahigh-level leaders
with strong populist tones. The institutional transition fromdimgle party regime
to the new democratic constitution, based on the open competitibe jotitical
arena of elected representatives belonging to variousgablfarties, has not yet
been fully achieved, de facto, if not in a written constitutionlekd, there has
never been a change in power at the central State levéldatilinated by
FRELIMO, and no reliable political opposition emerged in the cguatite to defy
at the general elections the ruling political elite firstgtying in powet. No stable
political movements arose, which could mobilize a large doesity, with
consensus and votes, to defy the policies pursued by the FREUitd@eower,
to represent contrasting interests or to suggest alteesafihe problem is even
more severe after the virtual collapse of the RENAMO opiposin the local
elections in November 2008.

The historical, ramified roots of the State-party regime seem to bistpatsin
current management, there still is a wide sphere of intederand overlapping
between the FRELIMO party’s activities and public affairem® observers
suggest that the FRELIMO party’s mobilization in public légpanded under
President Guebusa, going back to the deeper roots of the FIREL iMesence in
public life and the State apparatus. The question is still open orefieatively
democracy works in a social environment marked by illiterang absolute
poverty, and whether and to what extent the majority of the populétiog in
severe poverty has access to the exercise of political rights [[G2002; 2005].

Moreover, Mozambique is highly dependent on foreign aid inflows supporti
the State budget. It has been estimated that the country depeads for up to
50% of the public budget; foreign aid inflows are up to about 20%586 of
Mozambique’'s GDP (see Figure 8 and Tabfe 2)number of scholars signalled
aid dependency as a chronic problem in Mozambique [Hodges and T20&5a,

! For this aspect of the political evolution in MoZsique, see Carbone [2005: 58].
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The sources of these data are from the World Bdné; precise estimates are
controversial, considering the sources of aid flams their final destination, but no one
denies that Mozambique is highly dependent on doreiid in its public budget. For an
analysis of aid procedures and the channellingdbflaws, see Fischer et al. [2008]; on the
macroeconomic effects of aid flows, see Peiris §00



Castel-Branco, 2008a; Hanlon and de Renzio, 2007]. Prof. CasteleBaagiged
that the growth process might be aid-dependent, both economically atmchibpli
[Castel-Branco, 2008a]. He conjectured that current growth rbighgtructurally
dependent on foreign aid, because the national ruling elitds w@jtract foreign
financial flows to somewhat improve the population welfare condifismsporting
e.g. public services in health and schooling), to compensate forilhee fof
government policies in promoting broad-based growth in a variety of industrie

Since the reforms of the late Eighties in the last cenforymore than twenty
years now, the State of Mozambique has been built in its dailtibning and in
its political legitimacy, based on the peculiar symbiosisefruling political elites
with foreign donors. The provision of public services (such as health or
education, roads’ building and maintenance or other public works)hwarie
essential public tasks and warrant State’s legitimacyhe eyes of the public,
depends on financial flows channelled from abroad in a varietyagt, through
debt or grants provided by foreign governments joined in the main group of donors,
by official Aid organisations (FAO, UNDP, World Bank, World Foorbdram,
etc.), or by international NGOs. The daily functioning of that&Stapparatus
depends in various ways on aid flows, much as a number of adiiitiolving the
training of public servants.

The symbiosis has to do not with specific areas of intervention, tlatav
plurality of public functions. Aid flows that are negotiated andeeadr upon
through complex procedures, are channelled into the national instititi@nder
to contribute to paying salaries to professors and nurses, slacimpolicemen. At
various levels of government, public servants and executivesafaneign funds
into the economy in more or less effective or transparent wangsaging
distributive tasks through the quotas of aid going to local aregmnal or family
groups, or even private persons. Through a variety of channels, mydbgal
NGOs or local contracting within international aid programrflesys of income
arise from aid: sometimes small, some time relevant amounts.

Along the years, the interchange between the international dondrshe
national political elites has seen times of open confrontasioch as the frontal
disagreement on the policies by the World Bank that calledtiatteexclusively to
primary education at the cost of investment in higher educatiomagi@ements
emerged in discussing the liberalization of the cashew manké are still open on
the legislation on land property, as on other hot issues involving apgisopri
institutional change. Contrary to the widespread view lamerdimgexcessive
control of Bretton Woods institutions over public policies in Mozajubj the
political leaders of the country voiced their viewpoints aratle their points. They
were and they are acting in full responsibility for théipices, as their office and
position in the national government require. The strategy of thieplian to fight
poverty (the so called PARPA | programme) was not imposed ynational
institutions, but was conceived within a group of scholars and gt



executives, and then discussed and agreed on with internationalédéhong the
transition to the market economy, the FRELIMO party and Mozzanbi
government played an active role in the policy of privatizativet tannot be
considered a unilateral imposition by the FMI and the World Bankyothe
community of international donors [Pitcher, 2002; Mosca, 2005].

The fruitful interaction with foreign donors, on which flows of funds depend, is
a stable pillar of public authority in Mozambique, since it alldiws effective
operation of the public machinery and a number of redistributiveeipsli The
hypothetical abrupt interruption of foreign aid flows (a rible tcountry is not
presently facing) might end up in serious collapse for the Mozambican State.

Such relevant financial flows in relation to GDP and to jgubkpenditure
create asymmetries in the relationship between the goverrandninternational
donors, on one side, and the government and its own citizens on thsid¢hdn
dealing with its own citizens, the government does not face aitcemsty that
carries the burden of taxes necessary to finance public expesdi@m the other
side, government representatives and executives, or theariozan consultants,
play an active role in negotiating with donors, and are to be considered ind@pende
players, acting with bargaining ability and pursuing their owtheir government
objectives. Both they and the international donors well know the eskl costs
involved in the possibility of failed negotiations, when they migetdiscuss
conditionality on foreign aid. On the donors’ side restraints @irggent, because
of constraints imposed by strategic reasons in matter afjfopolicy, or because
of expediency and diplomacy. High aid dependency per se isrengdo donors
against the risk of a major humanitarian crisis in case fungl® wenied. In
international aid organizations, as in other organizations, éxeswutre judged by
their success in bargaining and in facilitating partnerstith other players. A
break in negotiations is not easy even on the donorg’.side

Managing the relationships with donors is time and resource camgimthe
Mozambican administration, where there is a relative syastitvell trained staff,
often overburdened by the amount of meetings, procedures and repogtivged
by foreign donors. Donors are aware of these costs, but a lighteigeraent has
not yet been achievédif the administration has to meet donors’ requirements in
terms of calculating indexes, drawing reports, scheduling megtingsnore
substantial terms the government risks losing freedom abraati pursuing the

° | wish to thank Dr. Pedro Couto, who called myeation to this point. Moreover,
intellectual elites all over the world share sopbéted cultural background from the
universities where they were trained; the youngerzdinbican elites are no exception.
They are no more the political leaders of the olglemeration trained in Frelimo’s schools
in Tanzania or in the Soviet-bloc countries.

7 . . . . .
When a major break happens, as with countries exptmssanctions, it bears the mark
of a diplomatic and strategic rupture, with ab@sated costs.

8The new techniques of direct budget support haea b#roduced also to this purpose.



perceived national interest. It may be obliged to a defensosition in front of
donors, when trying to affirm its strategic vision of the nafionterest. On the
other side, the symbiosis with donors obliges the political ¢itpay careful
attention to the climate of opinion about the country on thenat®mal scene, for
it affects both relationship with donors and with internationakstors. Among
national executives and consultants, there is a cleargtiencehat negative data in
international indexes of good governance or facility in doing busingslismay
foreign investors considering to invest in the country in the hgare. Thus,
recent data in Doing Business 2008 by the World Bank were peticeivea
negative signal to the international community and raised vgdioieforeign direct
investment in Mozambique.

At present, the much lamented aid-dependency is a structuraledmtiomic
and political datum, which it is necessary to face: the cow@pgnds on donors’
conditionality almost beyond the good intentions of donors, the ataifing voice
of national leaders and the bargaining ability of their exeesti since the
Mozambican economy is not yet sustainable and stable at meditm t
independently of donors’ support. To achieve emancipation in termatiohal
agency and to limit donors’ patronage, it would be advisable \isel@a medium
term plan to gradually reduce the quota of aid both in the Stateebadd on
national income.

On a long-term horizon, the country should cut dependency from forigign a
flows, freeing the State apparatus from the symbiosis betweerc gabks and
foreign aid. How long such a long-term horizon should be is unclear bdtle in t
national agenda and in the donors’ plans. Emancipation from aid depenslency
possible only fortifying the country’s economy along the clakgieth to the
‘wealth of nations’. At medium term, in five or ten years fraow, the gradual
emancipation from foreign aid as much as the reduction of poxexjtyire stable
growth in national income, expanding both the export capacity andctpe of
goods produced for domestic consumption or investment.

The opening to international trade was obliged in a ‘small’ntyu as
Mozambique is in terms of natural resources and populatiorgtifnnterms of
geographic extension. Mozambique is technically small in macroeconomic
definition, its income being irrelevant for international iness cycles; moreover,
the extension of its domestic markets in terms of purchamagr does not allow
for gains through economies of scale in domestic industries, iforotected to
foreign markets. Small countries depend on their geopolitical posithey
flourish participating in integrated nets of exchanges, oalge of the strategic
alliances they are able to biildVhen thinking about aid dependency and future
prospects for growth, Mozambique should neither be consideredoasitiéd in a

Italy, a high income country with three times gfapulation of Mozambique, is also a
‘small’ country according to the macroeconomic digon much as in a geopolitical or
strategic perspective.



limbo, nor as if it were a regional power or a strategic playethe international
scene comparable to China, Russia and India.

3. STRUCTURAL CHANGE AND REGIONAL IMBALANCES

A number of scholars have outlined the evolution of the Mozambican egonom
since 1975 to the early Nineties [Da Silva Francisco, 2002; M@b; Jones,
2006; 2008]. After independence, in 1975, the country was heavily impoverished
by the massive fly abroad of trained staff (professionalmdes, technicians, civil
servants) of Indian or Portuguese origin, and even the exodusnd ef the
trained black work force and elite (a thin minority of the klpopulation in the
country). &he immediate effect of independence was to plunge Mozambique into a
deep recession[Newitt, 1995: 551].

The country’s economy was heavily shocked by the politicalestyaadopted
by FRELIMO. It was a package of legislation and governmentipescaimed at
undermining private entrepreneurship, centralizing control owesources,
nationalising firms and commercial activities, gatheringlrizailies in collective
villages @ldeias communajs both to extract agricultural surpluses and to
politically control the rural populations, who were the vasfonitg of new
Mozambican citizens. By 1982, the State controlled more than 80%rspiort
and construction, more than 60% of industrial production and amded system
of State farms and cooperati¥esThe civil war supported along the years by
Rhodesia and apartheid South Africa, devastated and paralysedoti@my for
around fifteen years. In large areas of the country trans@stparalysed, crops
were destroyed and farming lands were mined. Large numbers ok psepe
dislocated because of the war, and scarce infrastructure, sohitdihngs and
health facilities were destroyed. Since 1987, so-called FRiBgrama de
reabilitacdo econdmidastarted the institutional transition from the substamstiall
centralised economy towards a market economy in Mozambique. Afeer t
signature of the general peace agreements in Rome in 1992 cdhens
recovered thanks to political stability and the flow of foreign aidtimocountry.

After the peace agreements, the process of economic growth ataddarge
investment in road building, ports and other infrastructure suppbstefdreign
funding, of public works for welfare such as reconstruction and newlitgiin
health and education, and - last but not least - out of the recovdayming
production that went on in rural areas, previously disrupted by the owar
abandoned by dislocated population. In later years a significantibzgian to
growth came from foreign direct investment and especiadiy fthe rehabilitation
of the Cahora Bassa dam and the so called ‘mega-projects’,isthatajor
investment projects financed by foreign capital, the fifstvhich was the giant
aluminium smelter factory located in Matola, in Maputo proviroger mega

1 For more detailed information, see Newitt [1995¢e also Pitcher [2002: 44] and
Mosca [2005: 170].
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projects were negotiated to open the economy to major foreign uivestment in
mineral extraction. Another relevant component of growth came ftben
expansion of the private financial sector, which was extrenfty in previous
years and virtually not existent during the phase of the disetlaeconomy.
Construction was active both in infrastructure and in privatigling, mainly in the
city capital, with a significant component also in the informalneeny, in answer
to the urgent need of the less advantaged groups to improveptieegrious
housing facilities. In the last ten years the offer of headtle services and the rate
of attendance at school greatly improved, with correspondennsrpaof the
service sector. It is thus appropriate to underline that in the lesirfifears growth
has been broad-based, involving different industries (from energiyminium, to
electricity, to public services, finance and construction and, lasnhbiuleast,
agriculture).

Let us look at the patterns of change in the Mozambican economyndoaki
national accounts up to 2006 and other statistical sddrdéational accounts data
reveal a substantial change in the composition of real G&®Reen 1996 and
2006. The change was in favour of new industries against the reduickshascof
agriculture in the generation of income, as one should expect &veloging
economy and especially in a poorly diversified economy, as theamlmzan
economy had for years been. On the whole, real GDP had fairly gtallth at an
average yearly rate around 8% since 2002 and up to 2006. GDRyptr at
constant prices reached 330 dollars in 2006 (see Table 1 in thedigpdris still
an extremely low value in the national avefdgén 2006, a wide gap persisted
between the maximum values of real GDP per capita in Maputo city (913.9 dollars
and in Maputo province (820.8 dollars), and the minimum values of 174.7 and
178.3 dollars in Zambezia and Cabo Delgado respectively, the poorergaoinn
the country. Sofala and Inhambane follow the Maputo province inigheflthe
richer regions, with 392.5 and 255.9 dollars per capita respectivelg,[Bsposito,
2010]. A partial process of convergence between the richeh Smat the poorer
Central and Northern provinces went on, since in the last six yearsorthern
provinces, the poorest ones in the country, were growing athiglesr than the
national average. In 2006 the spreads were still very highGGible per capita
produced in the Zambezia province was around 21% of the GDP pea capit
produced in the Maputo province, and around 33% the average for the whol
Southern region. Similar values may be estimated for the Calgadaeprovince.

In between 2001 and 2006 real GDP per capita in the North regsagrénan from
79.8% to 85.4% the real GDP per capita in the Centre regioeygatin 2006 the
gap in real per capita income was still very high betwtberNorth (200.1 constant

11
Dias and Esposito [2010] present a data set owtatal change in the Mozambican
economy based on available national accounts titatiboth at the national and the
provincial level.

12
For a statistical analysis of regional convergesee, Dias and Esposito [2010].
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USD) and Centre (234.2 constant USD), on one side, and the Solih ¢bRstant
USD) on the other side. Maputo province brings up the averagena in the
South, and a notable gap is evident even within the Southern rickastra2006
the GDP per capita in the Sofala province (392.5 constant USD)chi@st one in
the Centre, was still 47.8% the GDP per capita produced iN&paito province,
and 75.3% the average for the Southern area. Given these ttendistinction in

three macro-areas (North, Centre, South) looses importance in falva@ufiner

distinction of provinces and districts in the national territddpfala, Tete and
Inhambane (in such order) are relatively prosperous provinces.h®rsame
statistical evidence, in 2006 Gaza, Manica and Niassa had andess similar
levels of per capita GDP, though quite lower ones than thdseaésd for the
more prosperous provinces mentioned above. Zambezia and Calzm®elgre
still at the bottom of the list.

These estimates are somewhat controversial, because thmahfconomy
may not be fully registered, notwithstanding the effort tduide it into the picture
by INE (the National Institute for Statistics). Also thegéal or criminal economy
is not properly taken into account. Moreover, mega projects ssidheagiant
Mozal aluminium smelter in the Maputo province, rise the valughef GDP
registered in the area where they are localized, though thgynotacontribute
equivalent values to the distributed income, because of profits going back abroad to
foreign investors.

The indexes of persisting regional imbalances do not create syadfrilke pace
and stability of growth promise both increasing average inconeé rapid
convergence towards more balanced levels of income in the difigistricts of
the country. According to Hirschman’s ‘tunnel effect’, when a couistion speed
pace of growth in national income, even the bottom millions may hopéhtia
turn is approaching to share into the general welfare impreme Let us check
whether, on other statistical evidence, the rural millions ireavitbique or the
urban poor risk being disappointed by the future prospects of thaintrg’s
economy.

The decomposition of aggregate GDP by industries show that from ©996 t
2001 the incidence on GDP of agriculture (including forestry arestiock) fell by
more than 5 points, and since 2002 the share is oscillatinmdrd3%. The
contribution to real GDP of agriculture properly fell by 22.5% in 18968% in
2001, and since 2002 it is fairly stable at around 18% of GDP. However,
population is still largely concentrated in rural areas and meredbis still largely
employed primarily in agriculture. According to the availabla [INE, 2006;
INFTRAB, 2004-2005], in 2004-2005 (the period in which the survey was
conducted) in the national average around 77% of employed persomrs wer
classified as primarily employed in agriculture and fisibhFTRAB, 2004-2005:
25]. The figure rose to 91.6% in rural areas and fell to 39.1%rlan ones.
According to other data in the same survey, 78.5% of the employsdngehad
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their primary employment in agricultdfe fishing, breeding, hunting, or forestry.
The percentage was remarkably higher in the Centre (83.B8jnathe North
(86.6%) than in the South, where still more than half the employedrsensrked

in these sectors (58.6%) [INFTRAB, 2004-2005: 28]. Employment in
manufacturing industry irfdustria transformadorp involved only 3.1% of
employed persons.

On the whole, these data indicate a persistent, struciapabetween the daily
labour effort of the rural farmers and the value of tipeaduce: while more than
75% of the population has the primary employment in agriculture, thalndrdn
of agriculture to GDP is below 20%. Approximate estimates itelitet increases
in agricultural productivity have been slow and that substafftidher increases
are not to be hoped for in the near future, with the exclusioraperbf some
sections of the agribusiness [Jones, 2008: 101]. According to hiéakde
estimates by the World Bank, in 2003-2005 the value added per emplaged pe
in the Mozambican agricultural sector (153 constant dollar 2000)levasas
compared to Vietnam (305) or China (401) [World Bank, 2009: 356-357].
Although at short term no spectacular change is to be hoped for, it isheleavén
a steady, gradual improvement of agricultural productivity wopldvide
substantial welfare gains to that part of the population trainbaeasy access to
other sources of income and is the most vulnerable sectitime dflozambican
society.

4. AGRICULTURE AND RURAL EXODUS
The first national problem the country has to address is @imsfarmation of its
agricultural sector based on rural households. The farming activitiesepieindent
rural households are widespread all over the country, and geireraee that is
crucial to food security in the whole country. In plots managed bypéerdient
rural households, cultivation is of low productivity, with lindtaccess to irrigated
land. It suffers from scarcity of capital and the risksoamted to variable climatic
conditions, cultivated soils being exposed to drought or floods. Farmees ha
limited or no access at all to updated technological informathgnicultural
machinery, and high quality seed adapted to local conditions. Althougturdde
families usually produce also to sell in the local markets tclwthiey have access,
in many regions of the country there is a dramatic shortagean$port and
logistics to facilitate the commercialization of agrioudtl products, or a chronic
shortage of saving and credit capital for the rural fanadlyake advantage of the
existing facilities.

The emphasis on the ‘green revolution’ in government policies htageto
produced the upgrading of technologies in small scale, householchdariftie

13 . . o .

In rural areas families may complement their meagrvolatile income from farming
with income from occasional or temporary work iwig in services or petty commerce, or
with temporary income from migration.
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rural families have trouble entering onto a path of productivitpgyaind radical
change in their customary procedures. Households in rural areasrdalvie in
adopting more productive technologies or in innovating farming ipeatr lack
of capital to invest, poor or none access to complementary seraite the lack of
the most basic means of production necessary for improving theintasystems,
such as regular water supplies, silos to stock the producericifgctupply or
refrigerated trucks. At short term some productivity gaing beachieved in this
section of the economy by the extension of cultivated areabglyonsolidation of
good agronomic practices, by better storage facilities, byugtamprovement in
market access, electrification, easier water supplies andi¢sgist

This section of the Mozambican economy, which still offers th&sbtor
generating income and for subsistence consumption in the majotityusEholds
(with the variable proportions we mentioned above), is captur@ poverty trap,
more or less stringent depending on land location nearer or fadghkrger
consumer markets, the ability of farmer households to risenie from other
sources, the network of facilities in transport and commumwicatd which they
have access. It should be underlined that in the last Bfiysyat least, it was never
true that rural societies in Mozambique were isolated fromerosectors of the
economy, as if they were operating within totally independent pattefns
production. Rural economies have systematically been integ@tdee national
economy in networks linking subsistence agriculture with incdinoes migration
or from commercial and service activities, with wage inc®rire commercial
agriculture, or wage incomes in the thin formal economy in the ¥ties

At long term, along a path of sustainable development, the economic and social
role of low productivity, household agriculture should decreaglecifMozambican
society, not only in favour of large scale agribusinessirbtite gradual upgrading
of techniques in household farms, a substantially larger stighesir production
going to the market. However, change in the agricultural sé&ctgoing on at a
slow pace. Official available data - from The Ministf Agriculture National
Agricultural Surveys 2002 to 2008 - are not encouraging in termsesaflts
achieved. The percentage of rural households using chemicalszdestilis
exceedingly low, much as the percentage of households using chpestaldes.
Only a slim minority of rural households have access to exierservices (less
than 10% in 2008) or are using animal traction (less than 15% in 20@§tion
is still the privilege of a minority of farmers. The ovéelming majority of rural
households are not able to irrigate their fields, with the emurence that
agricultural production is heavily dependent on good or bad weatigeexposed
to volatility because of drought or excessive rainfalls. Moredbere seems to be
no evidence of a stable path towards the wider diffusiompfdaved techniques

14
See Castel-Branco, [2008b]. For an anthropologmadlysis of the complex relation
between urban and rural life in contemporary Afrisae among other literature the now
classic book by James Ferguson on the Zambian doglp@~erguson, 1999].
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and best agronomic practices among small farmers. In manydisirédts, the lack
of storage facilities exposes crops to losses after hariies limited diffusion of
agro-processing technologies, because of the absence or shafrtapetricity
supplies, is another cause of lost opportunities for conservatiotimes of
abundance or lost opportunities for more profitable value chaimg, Which the
rural household might extract additional income.

The pace of transformation in rural household farming beimg, fubstantial
increase of agricultural productivity is to be expected by éléension of
commercial agriculture. While a lot of discussion went onxgagn the failure in
the processed cashew industry, quite good results were achreteldacco and

cotton cultivatioA®. Further results are expected on extending sugar and tea

production, or on extending sales of fresh vegetables and fraie t8duth African
market, given the advantage of vicinity. There are opportunitiesnnovative
agribusiness, but the experiences thus far successful am figst such as some
successful business emerging in the production of niche freshabdgs and fruit
for European export markets. Some investment is going on to implgg foo
biofuels (atrofa) and to expand profitable crops on irrigated lands (mainly rice).
few, medium size firms are active in chicken farming, exptsdle international
competition of poultry industries in Brazil or South Africa selling frozewiksdm in
Mozambique.

Notwithstanding the emphasis on the green revolution, it is not tas
decipher which are the investment priorities in government psliahd by which
measures they have to be supported. It is clear that agrisisgerucial to the
prospects for growth in Mozambique, but innovative change requiresnipt
better infrastructure and energy supplies, but also the buildiran cidvanced
service network to assist farmers and stockbreeders iarchsen soils and seeds,
assistance in technological information and repair of machinery, natgservices
and biological research, not to speak of the appropriate marketimgctions with
foreign market¥. Finance is often mentioned as another crucial issues
agriculture, since agribusiness requires specific credit acisir adapted to the
timing of cultivation and marketing of the crops.

Forestry is a major natural resource for Mozambique. The rauegislation
impedes or severely regulates the export of rough logs; but togglgo away in
illegal shipment from Mozambican ports. lllegal cuts damadaralaforests by
depletion or by cutting procedures that devastate forestry reso@ertification is

o In the ongoing debate, such failure has most dftsen attributed to the World Bank
pressing for the abrupt liberalization of the cashmarket in the nineties. Today the
processed cashew industry has somewhat recovemedtfie shock of liberalization; but it

is estimated that the cashew industry is not yefoiad condition because trees are old and

their productivity is declining. Major investmemtriequired to plant younger trees.

16 . . .
Prof. Castel-Branco pointed out to me the roléogfstics and advanced services for
success in agribusiness.
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doubtful and difficult; illegal exports often escape controls. Mbshe madereiros
who illegally cut the wood come from abroad, but they quite ofterk with the
consensus or the connivance of Mozambican citizens, who cut outliaee of
profits in the illegal business. Such business may involve fornaperation
with corrupt staff and civil servants at local district leveth the local police or in
the provincial administratidi. Often illegal cuts and the related export business of
logs are operated on demand by foreign merchants, mostly to ptbeidésian
markets that are accustomed to work on cutting standardseguthtions less
stringent than the European ones.

Notwithstanding the role and extension of the rural society in Mbigue, the
balance between urban and rural residents mentioned in the data iabove
changing®. In the near future, the balance is certainly pending towardsah r
exodus, and the rural exodus will probably be the fly to the afiébe younger
groups in the population when reaching their prime. According torhesurvey
available [INFTRAB, 2004-2005], only 50% of population were more thaeefift
years old in the reference period (2004-2005), with a rate of aadivetyound 92%
in the national average. The rate of activity in the populaticer fifteen years
reached 95.8% in the rural areas, and it was higher in thé Biod Centre of the
country, when compared to the Southern area [INFTRAB, 2004-2005: 18].

In the short term, due to the high rates of demographic incneaseant years,

a new generation of young people will enter the labour market. ydhager
generation entering the labour market is better educated thartke improved
supply of educational services after the end of the war anih¢heasing number
of children enrolled at school, results that are listed amongsticeesses in
improving human development in the growth years after 1992. In aveak the
young generation, and especially so among the better educatddplwilor better
opportunities in employment, in the effort of escaping rural poventy the
hardship of household farming. These age groups will probably bej@ ma
component of rural exodus, trying to fly to the cities to look foplegment in
construction, in services, in public administration or in any opportdartyvork
outside agriculture. Their search for employment outside theudtmiial sector
might be frustrated by the lack of formal employment, forcingrgd number of
newly urbanized, young labour force to look for income in migration or in marginal
employment in the informal economy.

It is a difficult task to evaluate how the balance willvmadn the slippery mix
of rural and urban incomes, considering the complex interaction betwegrand
urban societies and the uncertain scenarios in the future iewolof the
Mozambican economy. Some relevant groups of young people might get trapped in
volatile work and income patterns, their life oscillating betwetransitory

Y See Prof. Serra’s letter Moticiason the 22nd of October 2008.

18The guota of urban population is increasing aceoaydo the last census data (30.4%
in 2007).
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migration, urban life and the periodical going back to theirl moats. Creating

new opportunities for the younger labour force to be employed and rise stable wage
incomes, to be trained, to enter into marriage and stable féfeilys a primary

need in Mozambique, both to accompany the natural process of rural exodas and t
integrate the young generation in society, without killing thejes for ‘bettering’

their condition.

5. THE FRAILTY OF THE MANUFACTURING SECTOR AND THE EXPORT
CONCENTRATION

Another information that comes out from national accounts is the tirofebe
manufacturing sector in the national economy; the frailtyhef manufacturing
sector is confirmed by other sources. Finer subdivisions in maadfagt
industries available in national accounting are not published indtta sets
accessible to the large public and were not obtained fromoiNEeques®. All
sources (including published data and qualified opinion from expertsyrootiiat
the manufacturing firms did not perform well; the economy Istiks a network of
manufacturing firms competing in international markets, and eveora of
reasonably competitive firms in some segment of manufacturing.

Looking at national accounts, in between 1996 and 2001 the contribution of
manufacturing to real GDP increased by 5.9 points from 7.8% to 1i8. 7501,
later on it increased marginally with some oscillations &xheld.5 % in 2006. In
the same years the contribution to GDP of water, electrigitd gas rose
substantially from 0.7 in 1996 to 5.5 in 2006. In the period 1996-2006 theleslc
increase in manufacturing is to be attributed mostly to Isgiacluding the
contribution to GDP of Mozal aluminium) and to a minor extent to fooegages
and tobacc#®. With the quoted exceptions, since 2001 the quotas on GDP of other
industries in manufacturing were substantially stable ormagli When excluding
Mozal that contributes to gross domestic produce more than to natiomae due
to repatriated profits, manufacturing is thin in Mozambique; iluthes a number
of firms in the beverages and food industry, but textile industrywveak and

. National accounting is based on a classificatimiuiding 151 products aggregated in
43 activities éctividade$. The 43 finer activities are aggregated in thiiomal accounting
on the production side (PIB) in 16 larger actist{actividade$ or sectors, according to the
international standards. The published data cowdy ¢he 16 sectors; the detailed
information on the 151 products and the 43 ac#isitithough obviously available in the
database, are disclosed only for specific purpaséson request, at the discretion of INE.
The classification has undergone various changéseirtourse of time; the latest revision,
with the subdivision of products and activities remtly in use, was adopted in 2003.
National accounting data based on the updatedifitati®n are available for the whole
period 2002-2006, since revised data for year 202 been calculated; but they are not
published, as mentioned above.

20 . - . . -
The giant aluminium smelter localised in Matolampoted only a limited amount of
surrounding activities to locally provide servi@xl supplies.
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declining in variety of products [De Chichava Pita and Manga@0)7].
Mozambique has failed to take advantage of the opportunities offsretie
AGOA agreements. In 2006 the textile industry contributed only aymaeko to
GDP. Plans were announced to revive the apparel industry tiagreforeign
investment to be localized in the province of Maputo by offering fiscategba

The investment should be localized in the so-callEhas Econdmicas
Especiais among which the industrial area of Beluluane in Maputo province,
Nacala in Nampula and Dondo in Sofala; it should be offered edigetEilored
fiscal incentives.

A very large proportion of the consumer goods sold all ovecohmtry, from
shoes to clothes, from cleansers to plastic chairs, fromtaledectronics, from
packed food to bikes or furniture, are imported either from Soérilca®or from
Asian countries. The poorer groups of the population (and not only thean)tixe
so-calledcalamidadedhat is second hands clothes that arrive in large baleg in th
ports. Chinese low priced consumer products seem to displace tfre local
markets even the few hand made products offered in the infoectak ge.g. hand
made leather sandals cut and sewn by street cobblers), alsosdelceal
consumers are becoming more exacting in terms of quality and design.

An updated source of further data on industry is offered by the 2006yson
the firms operating in Mozambique [INEyquérito anual as empresa®006] that
offers the most reliable data base available at the moometiie private sector in
Mozambique, outside agriculture and fishing, and especially on the iadustr
sector in the count?y. The data show that the vast majority of firms worked in
Commerce or Repair activities (63.2%); the second largesh gqidirms (22.4%)
supplied Hotel and Restaurant services. All other firms, includihthose in the
manufacturing sector properly (6.6), counted for just 14.4% ofotiaé number of
firms.

In 2006, in terms of their legal status, almost 90% of the fiB8506) were
unincorporated, individual firms. The joint-stock companies andk stompanies
were just 11.2%; the residual, very low quota included cooperatares State
companies. While individual firms only provided 31,7% of total employnaad
40% of sales, the joint stock and stock companies covered 62,4&gptdyenent
and 57,4% of sales. The universe of firms is thus highly polaii#eda large
population of individual firms, with low numbers of workers and low saler
worker, as against a small group of companies offering the dfumployment

= In October 2008 the government announced the gadgo launch a strategy of free
zones for the localization of textile and appaaetdries [Noticias, 15 October 2008].

* The survey does not include firms in agricultunel fishing. It covers extensively all
firms with 30 employees or over and by sample fitmder 30 employees, for an estimated
population of more than 24.300 firms. The surve@@ihcludes data up to 2 digits Nace. A
similar survey was conducted in 2004; but there pm@blems in comparing the two
surveys, due to some change of samples and metmdol
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and producing more than half the total value. A large diffigakis recorded in the
wage levels paid in these two groups (INE, 2009: 9). A more ditaitalysis
shows that more than 82% of the firms had less that 5 workatrghis group
offered only around 20% of the employment and produced little rhare36%

of the value sold. At the opposite extreme, the firms withentbian 100
employees were a meagre 1%, but they supplied almost half the employment (47.4)
and a quarter of the value sold (25.5). Even more interestingolsserve how thin

was the group of firms with 30 to 99 employees: no more than 2.2% of the
population in the survey.

The population of firms outside the agricultural sector iselgrgragmented
into small units, with few workers and low value added per workestly active
in commerce and repair or hotel services. Micro-firms wis lthan 5 workers
contribute 32.3% of gross VA and 36.2 of sales, while small finmtls 5 to 29
workers contribute 20.3% of gross VA and 14.1 of sales. Only 9.1%oe$ ¢A
was generated in firms with 30 to 99 employees, while gross VY@&\be attributed
for 38,3% to firms with more than 100 employees [INE, 2009: 11]. The
intermediate group of medium size firms (30 to 99 employees)iddesd exist,
but it is thin both in terms of employment (13.3%) and sales (11.3%). The
population of firms is thus polarized into an overwhelming majd@€.7%) of
micro and small firms (under 30 workers) that generate ri@e 63% of sales,
and an absolute minority (1.1%) of relatively large firms @nibran 100 workers)
that produce another, substantial 25.5% of sales [INE, 2009: 7krins tof
composition, the data show that gross VA produced in manufacturingdeqad
mainly in food and beverages (23.2%) and in mé&t¢B2.5%), but in terms of
number the bulk of firms active in manufacturing are in bevermyd foods
(63.7%). Textiles represent no more than 1% of total grossiAsimilar quotas
concern chemical products (1%), wood industries (1.2%) or furnitlwo).
Clothing firms are very few (0.2% of VA, 0.4% of firms). g producing rubber
and plastic products play a more relevant role (4.9% gross VA).

In summary, the path of change along which the economy developed in now
almost two decades of growth did not include the spreading diumesize
manufacturing firms creating income and employment along a cfifearning by
doing, while expanding their export markets (as suggested by ttedled Kaldor-
Verdoorn law). An export driven, manufacturing sector has not yetgeihén the
national economy; considering the existing population of firms, it doeseeon to
be emerging at short term.

Both the thinness of high productivity agribusiness and the absenae of
export oriented manufacturing sector are visible in the compositi exports. In
international trade, Mozambique's exports are highly concentrated fewa
primary products in agriculture and fishing; but by far the largest quota of the val
of exports is provided by aluminium, electricity and natural tfee, were around

23
We aggregate here metallurgical industry and npetaducts.
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70% of total exports in 2006 [Clemént and Peiris, 2008: 21]. Moaaliminium
provides more than 50% the value of exports and the export penfcentd the
traditional products has not been bffskrhe recovery in the traditional exports of
primary products has been limited, contributing, according to setiraates, less
than 1% on average to real growth in the period after 1999 [Sadegaa8: 361].
In the ten years from 1995 to 2005, the percentage on GDP of thesempbdue
to the mega projects financed by foreign capital has Heeorfeven decreasing;
the quota in world trade of the traditional Mozambican exports ohapy
products, such as crustaceans, cotton, fruit and sugar, remairgdtable with a
modest increase in tobacco [Saxegaard, 2008: 361-363]. The detailedostudy
foreign trade in Mozambique from which we quote these evaluationglatad
underlines that the few primary products in which the value xqfors is
concentrated (excluding aluminium, energy and other invoices due to thee me
projects) do not sell on dynamic segments of world marketsraneikposed to the
vagaries of foreign demand that is highly price and incomdieldSaxegaard,
2008: 369-370].

Looking at these data in a long term, development perspectivet wha
preoccupies the most is not the volatility of foreign demandhi®mproducts of the
traditional specialization (such as cashew nuts or shrimps), balmiost complete
absence of new export capacity beyond aluminium and hydroeleceigye
Neither manufactured goods nor innovative agribusiness exporsuppiied by
domestic firms exporting in new niches of the world market. It du#sseem,
however, that Mozambique went back, as some scholars suggestdie to
specialization model of the later colonial times, based on the swgpport
services and the export of migrant labour to South Africa, combirigdanfew,
highly concentrated, agricultural exports going to the world nsulét present,
migrant labour to South Africa has to face the difficuloésSouth African labour
markets. In South African townships, violent riots exploded againstigrant
labour from near countries that is supposed to spoil the markehdonational
work force. Migrant workers and their families have been esgbds bloody
attacks. Moreover, the harbour traffic in Mozambican ports hasade the
competition from South African ports, and the modernization of thie habours
(especially Beira) has not yet been completed, while the berneguof customs’
formalities remains heavy and exposed to corruption.

As regards tourism, it is developing at a rather good patensit/ investment
all over the country and new entrepreneurs entering theriwadet. The supply is
still mainly concentrated on services to the higher segmetheoimarket. The
country lacks a widespread network of tourist facilities €lsptbed and breakfast,
restaurants, etc.) such as that available e.g. in SoutbaAMoreover, it has not
yet developed its capacity to supply packages to be sold onatiterad markets,

= Saxegaard [2008: 360] analysed the ‘comparativelgklustre performance of
Mozambique traditional export sector’.

20



due to a number of difficulties, such as the distance fronhdmasumers joined to
the high costs of transport, the poor conditions of roads, théhhesks from

tropical diseases, or the weak marketing connections to ititerabpartners that
may market the packages abroad. Thus, the wonderful natural envireramaost

precious asset for the country - has not yet been transfom@deconomic
resources at the quick pace that might open better opportufitesployment and
income for the population. There is the risk that meanwhileetharonmental

resources for tourism might be spoiled by large investnmenhining and oil

extraction, with conflicts of difficult solutici.

In manufacturing Mozambique, as other low-income African economéssto
face the competition of Asian economies, which are covering #nketniches in
which the country might reasonably find some comparative advarithgeAsian
competition (and primarily the Chinese one) is already damagingatential
growth of African textile and apparel exports to the world markatd especially
to the United States’ large market; Asian competition imatng also national
manufacturing firms in their local, African markets, sinkeirt selling prices are
undercut by the lower prices of Chinese consumer products fiskpland Morris,
2007]. However, some scholars suggest that well designed treféeepices might
encourage the localization in low income African countriesoafes manufacturing
segments in textile and apparel, if the institutional and pdlitoaditions are
sufficiently favourable to attract foreign direct investineand the local
government is ready to provide the appropriate incentives [Calfid Venables,
2007].

A large literature has debated the overall advantages atsdacssng by China
expanding both business and aid investment in Africa [Fiamingo, 2008forAs
other African countries, evaluating the impact of China's acfwesence in
Mozambique is difficult. It requires to balance the positivpaot on the economy
from direct Chinese investment or Chinese aid in exchange foapriproducts’
supplies, with the probably negative impact deriving from theedagempetition of
Chinese products in local markets, the lower requirements o$pmaency in
governance, the rough exploitation of natural resources, or the wipitied lost in
improving manufacturing exports to world markets. Exchanges witklojgng
economies in Latin America may offer opportunities for improveespresident
Lula underlined in his visit to Mozambique in 2008, emphasising in hisicpub
speech the need to strengthen the connections linking Aframamtrees to Brazil.
In Mozambique foreign investment or aid and cooperation from Basziblready
playing a significant role. Moreover, in the relationshiphwBrazilian partners
resentment or diffidence do not arise that might easilye adristhe relationships

* The risks have been signalled as regards off sbibygrospecting in the sea not far
from the archipelago of Quirimbas (Cabo Delgadoiome that is protected as a national
park. The same geographical area is especiallyimiéibhing that is also at risk.
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with South African or Western partners, or even with Chinese?®rigisaring the
language and common African roots might favour an easier connection tiaBrazi
partners.

6. THE MINING OPTION: A NEW PATTERN OF SPECIALIZATION?

At present, the path of specialization towards which the ecprsmams to be
moving according to the declared intentions of the governmenthendngoing
foreign investment that has already been approved by the cedinalistration is
mineral extraction and energy, especially gas and oil proddétiaa regards gas,
beyond the production of natural gas at Pande (Vilanculos, Inhambaae),
production of natural gas is planned at Temane (Inhassoro, Inhambanejafis
oil production, oil prospecting is planned in the basin of the Roviwea (Cabo
Delgado) and off shore in the sea area in front of the coastPesaba and the
archipelago of the Quirimbas (Cabo Delgado). Contracts haae signed for oil
prospecting in Zambezia and at the border between Sofala ariddVlA new dam
for hydroelectric generation is planned in the province of .Tktethe same
province, a large investment for the mining of coal is in thestruction phase at
Moatize. A large investment for the extraction of titan from mahsands has been
planned at Moma (Nampula); an investment for the exploitation of nhiseamds is
planned at Chibuto (Gaza). In two areas of the country prosgectisearch for
uranium fields have already begun.

The strategic option to which the FRELIMO government gave pyisgems,
thus, to be the promotion of foreign direct investment in miningriafferights of
prospecting and exploitation to large foreign firms, having in view the expaobi
capacity in mining, oil or energy resources at large. Initidhg so called mega
projects (the first one was the Mozal aluminium smelter atoM) aimed also at
reinforcing the image of the country in the eyes of foreignstors, an image that
the long war in the Eighties and early Nineties had much deteribr It was
necessary to show that Mozambique was a reliable country, whesgnfor
investors could safely invest their funds. At present, the paipose in attracting
large foreign investment seems to be that of rising long-tents from mining and
energy resources, in the hope of major further discovery of mineral cld4.f

Along the transition path to higher income levels, Mozambique st@ddme
a producer of coal, chromium, titanium, hydro-electric energy, nagasl oil,
answering to the increasing demand for minerals and oil itdwoarkets, or for
energy in the surrounding region. Before the financial crisiseclidown the price
of oil and the world growth rate, the rising prices of oil, theotaable position of
the country facing the Indian Ocean, stable relationships with Sftita (the
strongest economy in the Southern area and indeed all over)Afdiplomatic

26On popular resentment towards Chinese businesarnia, see Dobler [2008].
2

7
Notice that not all planned foreign investmentjpcts have already been completed
or started.
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relationships and prospects for cooperation with Brazil and @ftima, the hope
for partnership with other emerging Asian countries or Japan, allesdements
justifying the clear preference expressed for this option. fawancome country,
as still Mozambique is, it was both a reasonable choice andblyosn
unavoidable one, an option that bears, however, a number of serious risks.

All sources underline that there is a considerable gap batthe estimated
contribution of the mega projects to GDP and their effectou@ribution to GNI,
because of the too generous tax exemptions or tax rebates difefedeign
investors. The question of reaching a more favourable solutifutlire contracts
on mineral or oil exploitation or rights for prospecting is on tdige. In future
contracts or in future revisions of the signed contracts,tard®lancing should be
devised between the fiscal incentives to attract foreign ineag and the return in
terms of fiscal revenue from the mega projects and thus doatribution to
national income. The issue is well known both at FMI and at tbdd/Bank, and
it has been explicitly mentioned in the documents produced Isg tihstitutions,
perhaps having in view the risk that the only national returarge investment
exploiting Mozambique’s natural resources, be the rents paid toniherity
participation of Mozambican private capitals in the joint vergunéth foreign
investors.

The participation of Mozambican capitals in the mining or oil tess should
be a subject for further study. In public opinion it is a commorgmion that
insiders in the government apparatus or in powerful family nesvordnopolize
the right of entry into the joint ventures with foreign investofrhe sources
converge in indicating that the mega projects have genelittedincrease of
employment, and are expected to have limited multiplier or diffusffects
extending to upstream or downstream indus¥ie$his type of investment is
highly capital intensive, with limited spillovers to local slis, or just transitory
employment spillovers in the construction phase.

The literature has signalled the risk that in the African economieigfodirect
investment in mineral resources, managed by foreign staff andizémtan
secluded enclaves protected by special police forces, hava logne spillovers to
the local economy [Ferguson, 2006]. The mineral or oil enclavexreate social
tensions in the region where they are localized, becausdothe population
perceives that the natural resources from their land haveexgeopriated by the
central government or by foreigners, with no returns in terms of welfare.

In Mozambique, the strategic option of investing in mineral regsutbat
seems prevailing in the outlook for future growth, does nfar giny additional
opportunities to that 50% or 60% of the population, which is still livingural
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«Megaproject spillovers to the rest of the economyain subdued because of their

capital-intensive nature, profit-repatriation pattes, limited vertical integration and
horizontal linkages to the economy, and reducezhfisontribution» [Cleméns and Peiris,
2008: 21].
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areas on low productivity agriculture. The mega projects per se, ificadided in a
economic environment where other industries develop, offer no oppasuliti
diversify rural incomes, increase urban employment at largexpand stable
employment in the formal sector substantially. It is a path to developmentférat of
no additional employment, vocational training and learning by doingh¢o
younger generation entering the labour market. It does not fakeugrowth of
national firms and new entrepreneurs, if not for the limited nundelocal
managers and investors who acquire experience in the mega pmijaat their
financing. It is thus to be expected that it may be associatedsistpat dualism in
the economy, cutting out the growth process the low income, mgas.aAlong
this path there is a relevant risk that young people escaping@ahpoverty and
looking for employment in towns will be deceived in their hopes social
advancement and better lives. The emphasis on the ‘green revohetioréd in
government declarations and official documents testifies tieag is a perception
of these risks among politicians and government staff, and saoegopation for
the social cohesion and the political stability of the country.

There is residual uncertainty about the realization of quamned investment
and the success of oil prospecting. The lack of regular eneqpliss, still a
chronic problem in the economy, is blocking some further investnigms.
enlargement of the Mozal's plant has been stopped because ofpibssibility to
guarantee a regular, non-stop flow of electric energy in a ptiwdygrocess that
does not admit of stoppages due to blackouts. According to press thews,
investment for exploiting heavy sands (titanium and chromium) ifbbw@hihas
been temporarily stopped for lack of energy supplies, sinceqitires high
temperature blast furnaces; the timing of its realimatiouncertain. The planned
port in Macine and the railway to connect the mining area hawget been built;
meanwhile, news is spreading of illegal export of some quanbfigke rough
sands, and the inhabitants of the area have been denied adbesknl reserved
for the mining project. Around 900 hundred families, not yet displacedetv
residence, have been prohibited to build and invest on that land.

The risk is that the country will stay trapped into a pattr specialization
combining mega projects with modest (if none) spillovers to dis¢ of the
economy and moderate growth in agriculture with modest productaitys. In
this perspective, the coastal position of the country as an eassgumnt to Asian
penetration in Africa might play a non-favourable role. Through pitsts,
Mozambique is exposed to commercial penetration by Asian low topbrts and
to illegal trafficking, illegal business being the source abme and employment
that cannot be found in the legal economy. The country would belkaofi
persistent divergence in social welfare between the uriata svho are bettering
their condition, because they are earning income in advancédese in public
administration with privileged position, or in connection to flows akign aid,
and the majority of people continuing to earn their lives in |meductivity
agriculture, in the informal economy or in marginal employmenth viighly
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unstable incomes and probably modest gains in productivity andrevéthiesough

their economic activities. This future scenario should be direfensidered, since
it could create social polarization or horizontal inequalitésinging also the
political outlook.

Many scholars have underlined political or institutional degditer in
countries, where oil or mineral resources’ rents are appropfigténe ruling elite,
who does not allow the emergence of competitive entrepreneurs apendeat
middle classes, who could voice protest or political opposition.daavhbique, it
is difficult to evaluate the money flows that at mediunmtenight be gained or
managed by the political elite thanks to investment in miningalndince the
rents officially allocated to the government through rightsages depend on the
contracts to be signed and the materialization of the inessti® still uncertain in
its amount. The international crisis adds further unaggtabecause the shortage
of liquidity, the fall in international prices for energy products, or gloorogmects
on world markets might scale down foreign direct investment.

7. THE DIAGNOSES ON DIFFICULTIESIN DOING BUSINESS IN M OZAMBIQUE
In all future scenarios, a crucial question is how and whemoaggr club of
national entrepreneurs, having the capability to innovate and btageaviable
business, especially in agribusiness, in manufacturing and towiinenter the
scene. It is quite paradoxical that there have been so many aiotmphbout
unregulated capitalism in Mozambique, a complaint so often voiceddgeagard
to privatization policies in the early Nineties [Mosca, 2005: 4d/8]le the country
is indeed facing a shortage of entrepreneurs and investment,capita$ in urgent
need to favour the growth of medium size, competitive firms in rhgonal
market. Contrary to the widely held opinion, in the economy there ipaatively
little private entrepreneurship and a still heavy influence ofipslitn business.
Looking at theDoing Busineséndexes by the World Bank, Mozambique is at
the eighteenth place among African States, below the index hyaké&hana,
Zambia, Tanzania or Malawi. Among low-income countries, Mozambique
occupies the 22nd place, below Vietham, Bangladesh, Nepal, Cambodia, among
others. Corruption at all levels is still a primary problentha country, as it is
signalled by the international transparency ifdexn the 2008 Report by
Transparency InternationaMozambique was at place 126 among the 180 States
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On the genesis of a group of national entreprenaad on the role of the national
political elite versus the international donorghe privatization process, see Pitcher [2002]
and Mosca [2005] both quoting ample references.
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The perception of high levels of corruption in patadministration is widespread in
Mozambique; corruption is frequently mentioned ioneersation with Mozambican
citizens in the most diverse professional positions
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for which the index of perceived corruption is estimated, has@oged an index of
2,6 signalling a high level of corruption, according to the methodology adépted

Some of the difficulties faced by private entrepreneurs in klbmgue are the
same ones that are extensively studied for low-income couitriegions where
the density of economic activity is low [World Bank, 2009]. Low-incaroantries
lack the advantages offered by the concentration of extended nstwbrk
specialized firms localized in the same area, with the pesixternalities that the
density of economic activity offefd The developing African country that is
entering into the growth process at a low-income level lackense network of
firms supplying complementary goods and services much as it |bekic
infrastructure. These are the shared difficulties thatensakhard for low-income,
African economies to win a competitive position in world markéferdd Bank,
2009].

After the peace agreements, in Mozambique public policies arégated to
investment in infrastructure, education and health on the idea to reach
threshold levels in infrastructure, education and health hasational priority
both for growth and poverty reduction. Investment in health and tolidaas
been estimated to offer welfare gains to the poor avoidingnthessible task to
discriminate among poor families by distributing subsidies icoantry where
more than half the population lived below the poverty line. Thecehoas clearly
formulated in the first plan for the reduction of poverty (PARBAwithin a
reasonable framework for going back to macroeconomic equilibmdrfiaancial
stability. In the Nineties, the reconstruction of destroyedstfucture in transport,
communication and energy has been financed by large aid flowshéoladk of
infrastructure is still negatively affecting the possibiliof the Mozambican
economy to compete successfully with Asian countries [Lledo, 2003: BByond
the energy shortage and the frailty of infrastructure, thentedebate has called
attention to the institutional framework that may block occdisage the rise of
national entrepreneurs .

A major national issue is the slippery boundary between theespineler the
control of the public hand and the sphere under the legitimategblayivate
interests, when comparing what is stated in law versus whadéspread practice,
or the formally legal procedures with the de facto proceduraaily business. In

- «The Transparency International CPI measures thegiged levels of public-sector
corruption in a given country and is a compositddr, drawing on different expert and
business surveys. The 2008 CPI scores 180 courftiessame number as the 2007 CPI)
on a scale from zero (highly corrupt) to ten (highlean». See the document available at:
http://www.transparency.org/news_room/latest_nemestp releases/2008/2008 09 23_cpi
_2008_en].

* In contemporary jargon, the reference is to agglatien theory as developed by
Krugman or to geography and growth. The issue hdsed a long history, dating back to
Adam Smith’s reference to division of labour and #xtension of the market or later to
Marshall’'s analysis of industrial districts.
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doing business, in acquiring land rights, in building private housesglling on
informal markets, in a large number of dealings, there is\a &f schizophrenia
between what is formally stated in law and the proceduredediopreal life that
people perceive as customary, shared practices in trarsaciihe issue impinges
on the distribution of incomes and the private accumulation of thve#h
Mozambique, the public opinion has repeatedly voiced a malais®teispon the
power public charges confer over economic resources and thenaetion of
wealth, not only because of the private, illegal appropriatiopublic goods or
incomes (as a number of recent scandals brought to court have shoviaeduge
of the easier entry into profitable business that politiciarmes assumed to have.
Politicians or executives in the public administration are gpeed as powerful
insiders; they have the power of bargaining and of crediblattiihat give them
priority access to opportunities to accumulate private wedltte opinion is
widespread that private capitals have been mainly accumulaaklistto political
control and political networks, when they were not the gains olbtaie
corruption or by theft of public funds [Mosca, 2005: 385-386]. New financial
holdings are managed, directly or indirectly, by family netwoibacked by
outstanding politicians.

Having access to the land is crucial to independent entrepshi@ubut lack
of transparency in the distribution of land rights of use lbesn signalled in
historical studies [Mosca, 2005: 319]. Informal markets for agricalliand exist
and have been mentioned in various studies. In the irrigatedofr€aokwe,
Mosca [2005] observed both the practice of rent contractshéowuse of arable
land, and informal transactions, where people exchange the oighse to arable
land against preparatory cultivation labour, or other forms oficgzation to
cultivation.

Since private property of the land is forbidden by legislatibe,selling of a
piece of land between two private persons is not formally IplessHowever,
people do informally sell the land on which they have legitimaget of use in
private transactions against the payment of money. Theseadtams are
formalized with the authorities in charge, as if they dedh the selling of some
property on the land, or as voluntary concessions. In these inforisedges of
hand, the local authorities or other intermediaries may gaire §ees, again not a
legal practice, but a common one. Similarly, it seems to benconpractice to pay
some covered fee (or other forms of remuneration) to the mdi@ants in charge,
to speed up the procedures to get the right of use for someqsiéared. Public
servants, at the provincial levels, may have some influencheodistribution of
land rights thanks to their role in intermediation witlgher levels of the
administration. Moreover, it is a widely held opinion that acquithng rights of
use for good land or for large portions of land depends on bargainiligesbi
connections, or political influence. According to the law in folaeg concessions
may be obtained rather quickly; in practice, the proceduretpemggh the filter of
the public servants in charge, and it is widely held that gawdi as to be paid in
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money or good offices to at least some of them. Another hot &suthe land
concessions that have been allocated, but the soils have not beempmductive
use, arising the suspicion that the rights were acquired havingew future
speculation by privately reselling the rights.

In urban peripheries, the local public authorithdfe do quarteiromay de
facto function as a real estate agent and informal, reakssagents favour the
encounter of supply and demand in the informal market for howsidgestate.
These real estate agents gain fees for their interti@diand the buyer and seller
may pay thechefe do quarteirddo have their informal transaction registered as
contract according to the law, although the money changing hands weynba
correspondence with what has been regularly registered. Lamddisirsder the
excuse of selling the trees or the barrack that occupy thédtssinot unusual that
the same portion of land be sold to different buyers with loogtroversies;
conflicts arise on land rights of use also for the lack ollokd estates registers.
Controversies on property have arisen in housing either in coomegtth the
complex selling of previous public property or in the absence of ubdzddastral
register. Some knowledge on the informal markets for land and housing
notwithstanding the law prohibiting the private property of Jaisdpart of the
common experience of most urban dwellers in MozamBfque

Many economists and executives agree that the credit madiest depth and
presents a number of malfunctioning. The access to finance by halsebves
estimated as lower than 20% just a few years ago [Honohan and2Béak 60]. It
is quickly improving, but rural households have as yet littlaae facilities for
banking services, also because the basic conditions to open cauatisking in
those rural locations, where there is no regular coveragdebsrie energy or
communication networks. Notwithstanding liberalization, in the creutirket
access to credit is difficult and conditioned to a humberstfictive requirements;
credit is rationed both for private people and for companieis. dt widespread
complaint that the procedures to ask for financing are headytlze required
collateral is high, even when the debt is of relatively modegiort. The
concession is discretionary and may easily be denied. The cotdif is usually
perceived as high. According to a sound suggestion, the absencewefl a
functioning credit market shortens the investment horizon of natioir@jpeeneurs
and encourages investment at short term having in view quigknseon capital.
Lack of credit is a major obstacle to investment with yldareturns, such as
investment in manufacturing plants that have longer times ofgrleand
construction, or investment in markets that require longer efortonquer a
market niche. From the perspective of banking firms, credieverely conditioned

33A very low-income lady told me, almost weeping,ttireherbairro she could never
get a piece of land to build a house (a barradkeeéd) because all available portions of
estate were reserved for women active in the OMid, dolitical organization of women
connected to FRELIMO. | do not know, in truth, d@indness of her complaint.
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and discretionary, since it is believed that debtors aren ofte reliable payers.
Moreover, bankers do not thrust Law Courts in case of failareepay. The
judiciary procedures in controversies over non-repayment are esditmabanking
firms as being cumbersome, costly and slow, with uncertauttrésis difficult to
recover the value of credit, since it is difficult tecover the assets used as
collateral, because of the slow procedures to sell them incpaudtions, or for the
risk of pressure or corruption that delay the sale. Banks fotleadit policies
inspired by prudence after the frauds and subsequent collapse aryphanking
institutions around the turn of the century. As a consequencehtiigedo offer
credit facilities to a firm asking for credit is atteely evaluated in term of risks
and rewards, and the number of medium size firms finally hasirgess to
financing is correspondingly reduced, considering also the collaberalther
guarantees that banks require to their clients to have accesstorfga

Sources converge in pointing out to the oligopolistic structurenefctredit
market; it is suggested that the prices of financial sesvare high also because of
collusive behaviour practiced by the limited number of large Ingnfiims, whose
main offices are located in Maputo, where their managersaaily @ contact with
each other. There is the conjecture that major banksndezd functioning as a
cartel, despite competing in capturing new clients or offedingrsified services.
There is reasonable evidence that their high managers ewadipgally to check
their respective policies on some crucial issues and decitlyj on the
appropriate reactions to deliberate. In the banking sector it reported as
especially high, and the high level of profits is also considestginal of collusion
in the banking oligopoly.

The rapid expansion of financial services in the country’s econorsy ha
accompanied the rebound of growth, considering that until 1992 and still seon aft
the end of the war the financial sector was exceedinglyiththe Mozambican
economy and highly concentrated in the city capital Maputo. At pretheme are
still in the country severe difficulties in the accesgitancial services, especially
severe for the rural population. In many rural areas, no cowfteemks or saving
institutions are available to assist the local population apglg credit. The only
financial facilities are offered by development projects managed bysN@Qocal
government financing in specific political campaigns launchetfimanced by the
central government, or by institutions such as GAPI. A hot natidebate has
involved credit to agriculture whose expansion is crucial to nmimhgion in
agriculture, access to world markets, successful investmesgri-business, or -
last but not least - the gradual transformation of househeoidsfanto market
oriented micro-enterprises selling on the market with substantial pratugains.
The evaluations differ in weighting how much new firms in inneeatagri-
business, or small and medium size manufacturing firms aeginely affected or
blocked by credit rationing, as compared with the negativetreams arising
because of failures in transport and logistics, energy scamityhe biases in
institutional regulations and access to land’s rights that ddauilitate private
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business. Credit rationing is not affecting big business and tlwallsnl mega-
projects, since multinational firms get their financimgnii internal sources or in
international markets, or major investment is financed throughfisp&oancial
agreements dealt with in bargaining involving government anernational
institutions.

A legitimate doubt may arise on whether the rapid expansidgheofinancial
sector registered in national accounts captures also tineldeng of money in
illegal or criminal business. The conjecture has been advandbd press and is
debated by informed public opinion that a parallel, ‘black’ econoright exists in
the country, generating substantial flows of income from capdelimulation in
illegal or criminal economic activity, including unregulated exploon of natural
resources (especially wood and semi-precious stones), théasirgess, criminal
dealings in arms and the like. The evidence has been reinfoycéed periodical
spreading of news on criminal cases reported in the mediamihe resonance in
the country, or by the difficulty to detect how the accumulation andecdration
of wealth took place in private hands. However, on the dimengitimecblack’
economy no reliable statistical estimates are thus far available.

8. THE CURRENT DEBATE ON THE OPTIONSAT MEDIUM TERM
It is interesting to note that uneasiness with the resultseathiso far and
emphasis on the urgent need to promote entrepreneurship and thegboiidi
productive capacity in a larger spectrum of industries, hastigdeeen shared by
Mozambican economists in academic and research institutions, by exeoutive
international organizations and by foreign economists who are siges of the
international donop$. In the current debate on the state of the Mozambican
economy, various diagnosis have been advanced to explain the peraisteot |
competitive advantages in all segments of manufacturing, the vetidk
development of the agribusiness industry or the slow pace ofttgriowtourism
more than fifteen years after the end of the war. Depending atidbrosis, the
emphasis is on different institutional or economic aspects, lmnevaluation is
more o less optimistic about how they will affect future prospects fortrow

At the local branch of the World Bank the focus of recommémasithas
shifted on opening a new phase of growth by encouraging foreign irergsamd
domestic entrepreneurship in agribusiness, tourism and labour veteesiport
oriented manufacturing in the apparel industry. A number of econommsts
suggested that it is impossible for the Mozambican economy to iatdea long-
term process of development, betting only on the sustainablehgobwagriculture,
as important as it might be in all future scenarios for Mduque.

* There are, however, disagreements. A qualifiech@eist voiced to me his radical
skepticism on the possibility for Mozambique to eenthe manufacturing specialization,
and acquiring some comparative advantage, dueetgéhsistent lag in the training and
productivity of the national labour force, as cargd with workers in the more advanced
Asian countries.
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Notwithstanding the difficulties in building comparative adeget in
manufacturing, a broad based development process should include expanded
exports from the agribusiness much as from some sub-sectorsufactaring,
tourism or the expansion of harbour traffic. The technological éesmuired for
sustainable, long-term development requires the learning by doing freces
building human capital in a variety of intertwined industries, inolyd
manufacturing and advanced services. Even the agribusiness, to have anyftthance o
success, requires joint investment in fields such as biabgiesearch,
technological information, marketing in world markets, finahservices and so
on.

Castel-Branco noticed that diversified growth requires thalimgilof complex
value chains and complementary investment in transport, Iggifitiance or other
advanced services. This scholar underlined the good resultsvedhin the
recovery of the cotton and tobacco industries, as compared to live fiai the
cashew industry. He explained the success with the presdEnheell-placed
international firms in the cotton and tobacco markets, which vedide to
reorganize the value chain and rebuilt a commercial netwonkecting small
producers or local work force to international markets. Inowaricontributions,
Castel-Branco underlined persistent difficulties arising frtme absence in
Mozambique of productive networks (from logistics to commeragivorks, from
expertise on foreign markets to scientific information, frdnansport to
maintenance), which may support value chains competitive in aitenal
markets. He recently underlined that change in the ruaagoy should not be
understood as a specific sectoral change, but rather as beihg abre of
development policies in the whole country [Castel-Branco, 2008b].

Hanlon e Smart, in their controversial book attacking the pelipigsued by
the IMF and the World Bank in Mozambique, lamented the absenceobieaeat
strategy by the government to improve productive capacity inrube areas,
support farmers in their entrepreneurial activities, promote réimiilding of
national industries through credit and industrial policies engidedne the
Mozambican State [Hanlon and Smart, 2008]. They end up invoking aveecisi
turn in public policies, claiming that the national governmsmbuld actively
support national entrepreneurs and promote the birth of viablketgfivms both in
the agribusiness and in a variety of industries. They sedmge for some sort of
developmental capitalism that should be supported by the fargight®nal elite.
The goal is not so discordant, after all, with the focus in gudicy
recommendations of Bretton Woods institutions, but the authors platesive
emphasis on interventionist policies pursued by the governmentgpaynor
attention (as compared with the FMI or the World Bank) to thsitinional
framework that might encourage (or displace) ‘doing business’ in Mozambique.

Da Silva Francisco [2008] argued that since its very begintagpblitical
project of FRELIMO was built aiming at limiting privategmerty rights, to avoid
the emergence of independent entrepreneurial elites havirrgotliei resources
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protected by legal property rights. According to this schola, goor definition
and protection of property rights is still a major issue in thentry. Legal rights to
land property do not exist and the judiciary poorly safeguards propghis.
While official ideology is still anchored to public property ahd tliominant role of
the State, in the Mozambican economy the space of illegal asrdnizif markets is
growing, and private accumulation is going on based on informalatttiss or
even criminal activities. A variety of titles on resouraee appropriated and
exchanged in parallel markets that are only partially addnitie the law or are
plainly outside the law. To describe such a complex net ofatgrlominated by
commercial capital and influenced by political, familial or ethtwnnections, this
economist coined the term bazaar-economy of Mozambiaeafconomia de
Mocambiqug

The possibility of modifying the law on land’'s property and lamitsits is
today part of the national debate. In the near future the is8ueertainly be
raised, with more or less emphasis, in the negotiationsebat the national
government and the World Bank. However, both in the national gmestt and in
ample public opinion in the country, there is a strong resistanaayt suggestion
to modify the law on land currently in force. Such resistancpaitly due to
ideological reasons, because of FRELIMO's cultural heritstgerooted in the
early collectivist policies. While FRELIMO's political iguage remains imbued
with some old phraseology, notwithstanding the U turn towards theemmark
economy in the Nineties, in more practical terms the governsmeantrol on
access to land is a powerful political instrument in the hasfdghe central
government and the political elite. The uneven transformatienettonomy is
going through, the differentiation of incomes and standards ef fife high
percentage of the population living in absolute poverty, the unachievetitidrats
democracy, all require the bargaining and consolidation of thénhagly of the
political elite, when dealing with rural constituencies or thesata of urban
society, whose welfare crucially depends on free access tootraf arable soil
and a lot for housing. There is the legitimate preoccupationetrext a prudent
privatization of land’s property may favour the concentratioagrarian wealth in
few hands, depriving of their means of subsistence the familieg lon micro
farming for household consumption in rural areas. Even in urbas,asemodest
plot of land to farm for direct consumption or for marketing & f@ops is a
guarantee of subsistence in the old age or facing volatile, low watjagsar

Economists advocating at least a partial privatization ofl landerline that
land is the primary wealth asset in the country and that t& f®aoobilization by
private people is a severe violation of freedom of enter@isl private property
rights. The possibility to attract foreign capital or tomppte domestic investment
is obviously linked to security of land’'s rights of use in tlg term.
Paradoxically, it is not known in available statistical addtow much land’s
property has already been concentrated in few hands by the altoohtights of
use, a phenomenon that has certainly occurred to some extent anuk @drbady
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to a substantial extent. The private appropriation of landistsigf use is not
evenly distributed in contemporary Mozambique. The private “prgpeftlarge
extensions of first quality soils does indeed exist. If not yall@rivate property
properly, access to land is already differentiated by unevermbdistn, including
micro farms managed by rural families much as large sstathe hands of major
investors.

Opinions diverge rather drastically on the policies to be addpteshter the
path of diversification and gain a change of specializationarndatrade in the
coming years. The focus is now on the institutional frameworkramebving the
obstacles to doing business in Mozambique, as it seems the pigvaili
preoccupation at the World Bank, now on defining national strategipsoinote
growth in priority industries, now on the contrary on the urgencyrd¢e the
economy from the costly intrusiveness of the public hand thédteidhéritage of
FRELIMO'’s early ideology, and on the imperfect functioning of demogr On
the development strategies that the State of Mozambique shoulabtprotine
debate is ongoing. Two options seem to have been overlooked in policy
recommendations that might be worth further analysis.

The first option is the public support to investment in privatestaction that
is going on at quick pace in the country, whose increasing population is desperately
looking for better housing condition. Construction is an industry whapable
national entrepreneurs may more easily arise, and specialiadetrs may be
trained in shorter time, the handicap being the high import conteat$eof the
need to import materials from abroad. However, major plans @&siment in
construction of affordable private housing are most neededoid av short term
the degradation of the urban environment for lack of sanitation ercoveding,
to protect the population against weather shocks such as flaodiaydur the
improved distribution of electricity and water. For rural pedjpke opportunity of
upgrading their homes might be an important incentive to savingaamajor
welfare gain. To overcome the high import content and to reduceosts of
housing, making them affordable to the middle or low-income famiinh the
country, innovative construction modules should be designed, and urbamglann
should be carefully developed. As regards construction of privatesoinere is
an open space to complement public intervention in urban planningpporsng
innovative research and in offering financing for constructigith an emerging
private sector where new entrepreneurship may arise.

The second option is the manufacturing option conceived in mewdive
terms than the development of some segment of the apparel induStrina were
to leave some market space to emerging African produceadl. &spects of life,
low-income African consumers need to have access to new consurbasikets
helping them to better their standards of life, and taeshbe advantages of
contemporary technologies with citizens of high-income countries. néviee
opportunities arise, African consumers are quick to respondhappens with the
diffusion of cellular phones, nowadays as radios an object okspidad
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consumption even in low-income families. There is an ample sppee to
creativity and innovation to design and manufacture new goods tlyabecame
mass consumption goods for low-income consumers, answering to theiraneeds
opening new marketa Though most Mozambican firms lack, for the moment, the
manufacturing experience to design and successfully produce inveuoas
tailored to satisfy the needs of low income consumers, invesimeesearch and
joint ventures with foreign firms might hopefully open the wayinnovative
manufacturing opportunities, betting on which the country will gapedgence and
sustain broad based growth.
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APPENDIX

Fig. 1 - Mozambican real GDP (1970 -2004), in biiliof Metical at constant 1980

prices.
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Fig. 2 - Mozambican real GDP growth. Annual %.
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Fig. 3 - Mozambican and Sub-Saharan Africa real @afvth. Annual %.
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Fig. 4 - GDP at constant 2000 (in billion of US$).
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Fig. 5 -

GDP per capita (constant 2000 US$).
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Fig. 6 - Real GDP per capita growth. Annual %.
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Fig. - 7 GDP per capita, PPP, (constant 2005 iatarnal $).

2000.00

1800.00

o w
1400.00

1200.00

1000.00

800.00

600.00 " ——"

400.00 - +* ¢

200.00

0.00 T T T T T T T T T T T T T T T T
199019911992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

—4—Mozambique —=Sub-Saharan Africa

Source: World Development Indicators [2008].

Fig. - 8 Mozambique Aid (% of GNI).
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Fig. - 9 Mozambican and Sub-Saharan Africa Aid ®@aill).
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Fig. - 10 Mozambican import and export in milliohldS$.
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