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Methodology and Rationale

This report is based on a series. of interviews that were
conducted in Mozambique in November 2003 with resident
South African companies fo research their experience of the
Mozambican business environment. SAIIA surveyed just under
twenty. South African firms currently operating in Mozambique.
The focus group denoted a representative segment of South
African corporate and parastatal involvement in Mozambique
and covered all sectors such as construction, retail, services,
franchising, agriculture and industry. The one-on-one interviews
were supplemented with follow-up interviews with some of the
Head Offices of those companies in South Africa. In addition,
inferviews were conducted with a range of government
representatives and departments that are directly involved in
this field.

The key data was provided by the CPlI and proved
invaluable in the conduct of this research. The. Mozambican
environment is characterised by a paucity and fragmentation
of data that makes it extremely difficult to draw conclusions
and comparisons over time. The data provided by the CPI
assisted to overcome these problems. The study was also
informed by research conducted by the BusinessMap
Foundation, the Organisation for Economic Co-operation and
Development (OECD]), the UN Economic Commission of Africa
(UNECA), the World Bank and the IMF. :

The purpose of the study was to identify some of the pitfalls
dassociated with doing business in a country such as
Mozambique, while also giving credit to some of the success
stories.

This case study on Mozambique is the first of a series of
country and sectoral studies that will be conducted over the



next two-and-a-half years, with a view to extrapolating specific
policy recommendations for African governments on how to
create a more supportive business environment in Africa. The
New Partnership for Africa’s Development (Nepad) initiative
emphasises the critical importance of the private sector in
mobilising resources for the continent’'s development. South
Africa’s expanding frack record as a significant investor and,
moreover, d fellow African investor is an important indicator of
business confidence in the future of the continent, and is
paving the way for the private sector to play a stronger role in
Africa’s development.

Although it is generally presumed that South African investors
- are less averse than others to taking risks in view of their
knowledge of, and proximity to, the African market in ferms of
appropriate technology and well-suited products, this study
aims to verify whether this is indeed the case. Moreover, this
report identifies critical areas requiring reforms that are
essential to ensuring a more active role for Africa’s pnvo’re
sector in the development of the continent.
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Business in Africa

Executive Summary

Over the last 10 years, Mozambique, sometimes touted as
South Africa’'s tenth province, has emerged as one of the most
significant South African investment destinations on the African
continent. South Africa is a leading investor in that country
representing 49% of total foreign direct investment (FDI) from
1997-2002. South African companies have capitalised on
‘Mozambigue's geographical proximity to expand their reach
into the continent.

Yet the sizeable number of South African businesses in
Mozambique does not imply that the country offers a frouble-free,
uncomplicated business environment. The unexpected withdrawal
in 2001 of Rand Air, an qir compressor and generator hire
company on the grounds of the level of corruption and red
tape in Mozambique, is

an indicator of some of Although there are many South
the difficulties facing African firms in Mozambique, the
South African investors.! country is not a trouble-free,
Mondi Forests, part of the uncomplicated environment.

Anglo American group,
abandoned a projected $80 million eucalyptus plantation in the
Sofala Province in 1998. There are several other examples of
disinvestment or refractions of interest by companies who lost
their initial enthusiasm to invest once they were confronted by
some of the problems on the ground. Most South African
companies in Mozambique have encouniered some of the

! Development Bank of Southern Africa, Financing Africa’s
Development: Enhancing the Role of Private Finance, Development
Report 2003, Development Bank of Southern Africa, 2003, p.119.

South African Institute of Infernational Affairs 1



‘Grobbelaar : Every Continent Needs an America

risks and challenges fraditionally associated with doing
business on the African continent.

* Some of the main findings are:

» South African investors cover a broad and diverse specirum
of business activity (parastatals and private sector
companies), and include small, medium and large
enterprises. However, in terms of net value of investment, the
mining-industrial complex dominates. Investment in the
sensifive agricultural sector has been relatively small, but has
led to significant job creation.

» That South Africa and Mozambique are neighbours has been
a critical consideration in-the decision of many South African
businesses to expand into that market. South Africa is an
anchor economy, both for South African businesses and
international subsidiaries based in South Africa who are
venturing north.

¢ The successful implementation of mega-projects such as the
Mozal aluminium smelter and the Sasol pipeline has had a -
huge impact on the South African, other foreign and
domestic business confidence in Mozambique. Both projects
have been used fo showcase the ability of Mozambicans to
absorb and respond to the demands and requirements of
large investors.

Government co-operation and support (from both the
Mozambican and South African sides) of big investors
through public-private partnerships (PPPs) have been
particularly critical to the success of these projects.'

e The introduction of South African products to the market,
combined with the development and expansion of the local .
distribution network, has led to a more consistent supply of

2 South African' Institute of International Affairs



Business in Africa

goods and greater price stability. It has also created higher
consumer awareness in Mozambigue.

e South African companies engage in various peer-learning
and coping strategies fo overcome logistical boftlenecks
imposed by the constraints of the Mozambican economy. As
an example of the former, Sasol tailored its engagement
model with the Mozambican government on that of Mozal
and its community engagement model on that of Shell. The
latter was seen in moves such as opting to transport goods
by sea rather than over land fo bring business costs down
aond investing. in sewerage farms, generators aond water
boreholes.

o The experience of smaller versus larger investors diverges.
The latter are generaily insulated from the constrainfs that
the domestic economy imposes, because they benefit from
fiscal incentfives and exemption from red tape. In conftrast,
small South African businesses face many of the same
difficulties that local business experiences, and are more
exposed to petty corruption and harassment by officials.

¢ The impact of South African investment on economic policy,
industrialisation, transfer of technology and the regulatory
framework has generally been benevolent and positive. In
many instances it has set new standards in labour and
business best practice.

* Linkages with domestic business are sector-dependent, but
generally limited. South African FD| is primarily capital
intensive and highly knowledge-based, making it difficult for
local business to link info the opportunities created. However,
some mega-projects have made a special effort to fransfer
skills to local businesses to enable them to work as sub-
contractors.

South African Institute of International Affairs 3



Grobbelaar : Every Continent Needs an America

South African FDI has not caused, but has contributed to, the
distortion of the Mozambican economy. These disfortions
reach across wage and income levels, and manifest both in
a geographic divide between the more affluent south versus
the poor centre and north, and between rural and urban
areaqs.

The weakness of the Mozambican regulatory environment
(especially the justice system), ineffective bureaucracy, cor-
ruption and the cost of doing business were identified as key
impediments to business growth, development and confi-
dence. The gradual investment saturation of the urban areas
implies that the deficiencies in the regulatory environment
will grow in importance as businesses begin to venture north
and extend into the rural areas. Improvement in the granting
of land tenure rights and the development of basic
infrastructure will be critical to make such an expansion
feasible.

South African business dominates the small private sector of
Mozambique, as do other foreign investors. Careful manage-
ment of local sensitivities and strict adherence to good
corporate governance practice are required to ensure the
contfinued positive reception of South African investors in
Mozambigue.

Almost all the South African investors interviewed indicated
that they would maintain or expand their operations in
Mozambique in the near future. They also have a fairly
optimistic view of the economic future of Mozambigue.

South African Institute of International Affairs



Business in Africa

Introduction

Every continent needs an America...” This is how one South
African investor responded when questioned about the
importance of South African investment in-a country like
Mozambique. This comment immediately conjures up the
image of the bully on the block, but the intention is subtler. It is
widely accepted that the economic growth of Western Europe
after World War Il and the Asian economic miracle are o direct
result of American investment and aid in those regions, and the
opening of its market to their exports.

Mozambique is a poor country in a poverty-stricken region. Its
geographical proximity to South Africa and ifs long-standing
linkages with the South African economy since the tumn of the
20t century place it in a uniquely advantageous, but also
difficult, position. On the one hand it benefits from the
northward march of South African muliinationals on the
continent and the positive benefits that this brings, such as the
transfer of technology, reform of the economy and job
creation. On the other hand, local businesses are left behind and
overtaken by the new competition in the domestic market.

But generally, for a country such as Mozambique, with its
huge developmental backlog, its substantial dependence on
international donor assistance, almost non-existent domestic
savings and very low revenue stream, South African investment
has been a boon. Yet it is clear that more needs to be done to
ensure a virtuous foreign direct investment (FDI) cycle. Lasting,
sustainable benefits will follow only if the government creates
an environment that also supports domestic investment and
business. There should be no distinction made between how
foreign and domestic investors are freated.

South African Institute of International Affairs 5
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However, the legacy of Mozambique’s 16-year experiment
with socidlism and its devastating civil war still resonates in its
society today, and has directly contributed to the weakness
and small size of ifs private

The advantage of ‘big’ sector and the logistical and
business in Mozambique regulatory barrers that persists
is that it can overcome in its economy.The Mozambican
many of the structural government redlises that fo
barriers that face smaller atiract the big investors it has
domestic players. no choice but to offer a range
' of incentives. The advantage

of the entry of 'big’ business in a small economy like
Mozambigque's is that it has the capacity and means to
overcome many of the structural barriers that face smaller
domestic players. 'Big' business also can bring about positive
changes in the regulatory framework because of its impact on
the ‘bottom line’ (be it exports, economic or revenue growth),
in a way that could eventually ease entry and access for
smaller enterprises (both local and foreign).

Ironically, several studies have shown that the greatest
benefit to a local economy in terms of positive linkages with
the local business sector is derived from the eniry of smaller
investors and small and medium-sized entrepreneurs from other
countries. Asian and European growth is sustained by the
abundance and robustness of small and medium-sized
investors and enterprises, especially Germany. As a
considerable number of the South African investments into
Mozambique fall info this category, the Mozambican
government should capitalise on this phenomenon to promote
its own growth.

6 South African Institute of International Affairs



Business in Africa

~ South African Companies and FDI in Africa

The standard response from South African business people,
asked about why they do so well in Africa, is often ‘because
we know Africa so well’. Although there is some truth in this
assessment, the key feature distinguishing South Africa from
other foreign investors in their assessment of risk relates to the
issue of expectation. South African investors expect to be
faced with logistical and bureaucratic hurdles when
contemplating investment on the continent, even though-most
agree that they evaluate risk in exactly the same way as their
foreign competitors do. There is no magic bullet to overcome
the many barriers and pitfalls that accompany invesiment in
Africa. However, South African investors who are often relative
newcomers to other countries on the continent have shown
remarkable skill at developing coping strategies. They have
also found, like foreign investors in Africa, that although the risks
are great, the returns are high.2

South African investment into Africa generally is motivated
by a variety of aims. Andrea Goldstein of the OECD
Development Centre describes the investment behaviour of
emerging South African companies as typical of developing
country multinationals. Faced with growing competition in their
own market as South Africa opened itself to international
markets, companies found that profit margins began dropping

2 The average return on investment in Africa is four times as high as in
G-7 countries, and twice as high as in Asia according to UNECA. The
author would like to thank Ronelle Burger of Stellenbosch University
for a useful discussion on South African investment in Africa on 8
March 2004. Also see Grobbelaar N, ‘Business in Africa: Can the
South African Business Experience in Africa Offer a Way Forward?’
African Union Directory, African Union Publications, 2004, pp.12-13.

South African Institute of International Affairs ) 7
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significantly. Their investment drive into neighbouring states has
been motivated by the belief that they will face less
competition from local firms there, and that they can use their
superior business practices to position themselves advantageously
even in relation to international subsidiaries. Knowledge of the
market and geographical proximity (as in the case of
Mozambique) also reduce transaction costs for smaller
companies considerably, and present a ‘natural’ space in
which to globalise and gain international experience.? In this
regard the South African economy also plays an important
anchoring role as a reliable source of inputs.

The BusinessMap Foundation identifies four principal
‘textbook’ motivations underlying FDI. They are:

o Market-driven or market-seeking FDI: The investor seeks to
penetrate a specific market and investment decisions are
driven by its size; the gross domestic product (GDP) of the-
country; the per capita income of the population; its real
and potential growth; linkages and access to other markets
and its economic structure. This has been typical of the
investments of Vodacom and Shoprite Checkers into
Mozambique.

Resource-seeking or factor-driven FDI: The investor is
motivated by an abundance of specific natural resources,
such as raw materials and minerals; the availability of low-
cost, unskilled labour or skiled labour; and physical
infrastructure. The size of the Mozambican natural gas
deposits combined with the need of South African industry to

3 Goldstein A, ‘Regional Integration, FDI and Competifiveness: The
Case of -SADC', OECD African Investment Roundtable, 19
November 2003, pp.21-23. and Castel-Branco CN, Economic
Linkages between South Africa and Mozambique, DFID Study,
August 2002, p.5.

8 South African Institute of International Affairs
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find a more environmentally-friendly and less expensive
energy source have provided the impetus for a company
like Sasol to invest in the development of the Pande and
Temane gas fields.

o Efficiency-seeking FDI: The investor seeks to take advantage
of the cost-effectiveness. of input costs and resources, the
productivity of the workforce and the integration of the
market into regional frameworks. The establishment of Mozal
in an industrial free zone (IFZ), with the accompanying range
of export processing incentives, has made it one of the top
three most cost-effective and productive smelters in the
world.

) Strafégic assel and capability-seeking investment. The
company enters info a market to protect or further its
competitive advantage within the global context. Sasol,
Eskom, SAB-Miller, Transnet and BHP-Billiton’s investment into
Mozambique could be described as products of this
thinking.4 '

However, it is difficult to ascribe investment decisions by
South African companies fo only one overriding purpose. Most
of the bigger South African investors show a mix of the above-
mentioned reasons for investing in Mozambique.

There is also another dimension to South African investment
into Africa which pertains to ‘politically motivated’ investments,
using state-owned enterprises (SOEs) or parastatals as the key
insfruments. Investments by companies: such as Eskom
Enterprises are perceived to be largely politically-driven, and
are instrumental to the South African government's Nepad

4 Inves’rmeh’r 2002: Challenges and Opportunities, BusinessMap
Foundation, January 2003, p.12.

South African Institute of Internafional Affairs 9
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initiative. The private sector is expected to play a significant
role in the implementation of Nepad, and South African
parastatals are perceived to be more open to persuasion to
enter some of the difficult markets in Africa. This approach
seems fraught with pitfalls, especially where governments
appear to lack respect for ‘bottom line' considerations which
are critical to the viability - of business. For example, the
Economist Intelligence Unit (EIU) describes the delay of over
three years in the signing and implementation of the Motraco
project caused by the Mozambican government's attempts,
through Companhia de Portos e Caminhos de Ferro de
Mocambique (CFM), to impose unrealistic financial terms.s

However, several of the successful large South African
investments in Mozambique could be described as having
been politically driven, or at least politically sanctioned. The
Maputo Development Corridor is a case in point. It is to the
credit- of both the South African and Mozambican
governments that they supported the creation of an
environment that provided the impetus for the growth of frade
and investment between the two countries. The success of this
combined effort to boost economic interaction is illustrated by
the myriad bilateral agreements that have been signed since
1992 by the two governments. (See Table 1 on opposite page).

However, at the most fundamental level the decision to
invest in countries like Mozambique has also been prompted
by the return of political stability and peace to that country,
the liberalisation of its market and the introduction of market-
based policies. Of all countries in SADC Mozambique has
shown the most significant progress in this direction, after the
low point represented by its 16-year war, which officially ended

5 Mozambigue Country Profile 2003, Economic Intelligence Unit, 2003,
p.27.

10 South Afn’cqn Institute of International Affairs
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with the signing of the general peace accord . befween
Renamo and Frelimos on 4 October 1992. Not surprisingly,
Mozambique has emerged as the biggest recipient of South
African investment since 1994 in SADC. (See Table 2 on p.12).

Table 1: Selected bilateral agreements signed by
Mozambique and South Africa since 1992

Date

Title of Agreement

24 August 1992

Agreement with regard to the establishment of
frade missions

31 August 1992

Agreement concerning fishing matters

20 July 1994

Agreement for the establishment of a Joint
Permanent Commission for Co-operation

28 February 1995

Agreement in respect of co-operation and mutual
assistance in the field of crime combating

28 February 1995

Agreement in the fiéld of tourism

16 January 1996

Memorandum of Understanding on fhe Natural
Gas Trade

6 May 1996 Agreement on agriculture

6 May 1996 Agreement regarding merchant shlpplng and
related mafters

26 July 1996 Agreement on the co-ordination of the Maputo
Development Corridor y

26 July 1996 Agreement on the establishment and functioning
of the Joint Water Commission

26 July 1996 Protocol on the design, financing, construction,

operation and maintenance of a portion of
National Route 4 in the Republic of South Africa
and the road from Ressano Garcia to Maputo in
the Republic of Mozambique as a toll highway
together with development and associated
facilities

20 March 1997

Memorandum  of
Mepanda Uncua

Understanding concerning

é The Frente De

Libertacdo de Mogcambigue (Frelimo)} has ruled

Mozambigue since 1975, and won the first democratic elections in

the country’s

history in 1994. The Resistencia National de

Mogcambique (Renamo) is the largest opposition party.

South African lnsﬁtu_fe of International Affairs
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Table 1: Selected bilateral agreements signed by
Mozambique and South Africa since 1992 (continued)

Date Title of Agreement

5 May 1997 Bilateral agreement on the carriage of goods by
road

5 May 1997 Bilateral agreement on the conveyance of

passengers by road

11 February 2000

Agreement on the promotion and reciprocal
rotection of investment

6 April 2001 Agreement concerning the natural gas frade

18 March 2002 | Agreement regarding mutual assistance between
their customs administration

10 May 2002 Air Services Agreement

Source: South Afican Department of Foreign Affairs, www.dfa.gov.za

Table 2: South African Invesiment info selected countries in

SADC
Actual 2001 Actual 2002

Couniry "R million | $ million | R million | $ million
Mozambique 10,214 1,182 1,819 188
Tanzania 1,195 166 207 20
DRC 1,616 139 41 4
Zimbabwe 1,094 135 490 47
Zambia 555 68

Angola 185 19 431 42

Source: The BusinessMap Foundation, 2003.

12
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Overview of the Mozambican
Socio-Economic Environment

Mozambique is one of the poorest countries in Africa, and is
ranked 170t on the UN Human Development index. On a
global scale only Burundi, Mali, Burkina Faso, Niger and Sierra
Leone fare worse.” Despite its poor human development
ranking and its status as a least developed country (LDC]),
Mozambigue has achieved remarkable economic success
since the mid-1990s. After almost a decade of high economic
growth, per capita income has doubled, from $139 in 1990 to
$220 in 2001. Observers believe that Mozambique stands a
good chance of reducing ifs high poverty rate of aimost 65%
fo between 32-36% by 2006 if the current economic average
growth rate is maintained.8

Yet the challenges remain enormous. The rural areas show a
much higher rate of absolute poverty (71.3%) than the urban

7 Millennium Development Godadls: A compact among nations to end
human poverty, Human Development Report 2003, United Nations
Development Programme (UNDP), 2003, p.240. However,
Mozambique’s gross domestic product (GDP) of $3.9 billion is higher
than that of Namibia and that of its mineral-rich neighbour Zambia.

8 See '‘Mozambique — The elusive quest for pro-poor growth', in
Economic Report on Africa 2003, UNECA, 2003, p.127. Preliminary
results released by the Mozambican government following the
conclusion of a National Household Survey in June 2003 support this
optimistic prognosis. According to the survey the proportion of the
population living below the poverty line has declined from above
80% in 1989-94 fo 69.4% in 1997, and subsequently to the mid-50%
range in 2002. This is well within the target of Mozambique's Poverty
Reduction Strategy Paper (PRSP or PARPA) of a poverty rate below
60% by the year 2005. See Statement by the Staff Representative on
Republic of Mozambique, December 10, 2003 in IMF Country Report
No. 04/50, March 2004.

South African Institute of International Affairs 13
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areas (62%).? The 1997 national census shows that Mozambique’s
population of just over 18 million is predominantly rural, with
only 23% living in the urban areas (the provincial capitals), and
almost half of all urban nationais living in Maputo City.10

Although nearly 45% of the population is economically
active, formal employment opportunities are severely limited,
and only 19% of the population is employed in the formal
sector. About 72% of the population is reliant on smallholder
subsistence agriculture.it This proportion is not entirely rurally
based, as a substantial number of ‘urban’ dwellers have small-
scale agricultural holdings on the margins of cities. The profile
of the unemployed looking for jobs shows that 0% have less
than nine years of schooling, and more than half of these have
no previous employment experience. Mozambique's adult
literacy rate is estimated to be only 40%,12 with huge disparities
between urban and rural arecs. In the latter only 28% of
Mozambicans are literate (44% of men and 15% of women),
whereas 65% are literate in the urban areas (80% of men and
54% of women}. These disparities are also to be found across
regions, with only 14% of women and 44% of men literate in the
north versus 77% of women and 93% of men living in Maputo
City.

7 Mozambique Common Country Assessment 2000. United Nations
System, 2000, p.16.

19INE, Caderno de Informag&o Rapida 2000, March 2001, p.12.

" Mozambique Agricultural Sector Memorandum, Report No.16529
MOZ, Volume 2: Main Report. Washington DC: World Bank, 30 April
1997, p.46.

12 Recent surveys indicate an increase in literacy from 28.9% in 1985 to
40% in 1997 and 44% in 2000. See Economic Report on Africa 2003,
p.143.

14 _ South African Institute of international Affairs
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it is within this context that the impact of South African
investment in szombique should be assessed.

Table 3: Selected Macro Financial Indicators

Indicators as
% of GDP#

1996

1997

1998

1999

2000

2001

2002

Total
population

(million}

16.0

16.1

16.5

16.8

17.2

17.7

18.1

GDP per
capita {2000)
($)

181.0

215

241.0

243

210.0

195

199.0

GDP (in billions
of $}

2.90

3.45

4.0

4.1

3.6

3.44

3.6

Gross national
private
savings

-2.1

1.9

5.0

7.7

11.5

11.2

193

Total revenue

10.6

11.6

11.3

12.0

13.2

13.3

14.2

Total
expenditure
and net
lending

20.7

239

21.6

24.7

27.3

34.6

34.1

Grants
received

7.0

9.3

8.1

8.0

14.8

11.8

Ceniral
government
balance
(before
grants)

-11.9

-10.5

-13.2

-18.0

-20.1

-19.7

Central
government
balance (after

grants)

-1.5

Trade

balance {$m)

-556.0

-530.0

-572.0

915.0

798.0

360.0

663.0

Gross official

reserves ($m)

383.0

532.0

625.0

669.0

746.0

727

823.0

# Unless otherwise stated

South African Institute of International Affairs

Source: Mozambican Authorities, IMF estimates, 2004
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Mozambigue'’s  embracing of comprehensive economic
reforms and its move away from central planning after the end
of the civil war'3 have earned it high international praise. Both
the donor and the investor community have responded
positively.

Mozambique has received more than $9 bilion in aid
{excluding debt relief} since 1987.'4 This translated into about
$51.3 of aid per capita in 2001, which is substantially higher
than the Sub-Saharan average of $20.4, and, in LDC countries,
of $19.8 per capita.'s Inflows of concessional loans and grants
have averaged about $400 million per year and have
declined steadily as a share of GDP, as the positive impact of
reform has registered on GDP growth. Initiaily starting at 33% of
GDP per annum in 1987-95, these confributions declined
steadily to 15% of GDP per annum in 1998-2002. Despite a
small projected increase to $680 million in 2004, this represents
a further decline of one percentage point of aid as a share of
GDP to 14%.1¢

13 Mozambique has introduced four IMF-supported funds since 1987,
including a Structural Adjustment Facility (SAF) from 1987-89; two
Enhanced Structural Adjustment Facility arrangements (ESAF} from
mid-1990-1995 and 1996~-mid 1999; and a Poverty Reduction and
Growth Facility [PRGF} from 1999-2002. See Republic of
Mozambique: Ex Post Assessment of Mozambique's Performance
under Fund-supported Programmes, IMF Couniry Report No. 04/53,
March 2004, p.5.

14See Mozambique: An Investment Guide fo Mozambique —
Opportunities and Conditions. United Nations and International
Chamber of Commerce, United Nations, 4 September 2001, p.15.

1> Human Development Report 2003, p.294.

16 Republic of Mozambique: 2003 Article IV Consultation — Staff
Report in IMF Country Report No. 04/50, IMF Washington, March
2004, p.23. Yet official aid has represented about 60% of the
government budget over the last five years.

16 South African Institute of International Affairs






