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[. INTRODUCTION

This report is part of a series of six country pikiudies, carried out by UNCTAD in
collaboration with other agencies of the inter-agyeworking group (IAWG) as phase two of the
programme of work on “Indicators for measuring amaximizing economic value added and job
creation from private investment in specific vatinains.”

The objectives of this report are:

1. To provide value-added recommendations to policyer&ikn Mozambique on attracting
and benefiting from private investment in the t@ors and logistics sector ("logistics
value chain"), more specifically the Maputo Devet@mt Corridor (MDC)> These
recommendations must be seen against the backdngza@nmendations on the overall
policy framework for investment in the countty.

2. To help refine the indicator methodology developgdthe IAWG for the G20 and to



Development Community (SADC) in attracting privateestment and supporting developmént.
The main immediate objectives of the project werartprove existing infrastructure and make it
more efficient in the interest of attracting invasnt, contributing to regional integration,
improving international competitiveness and broaagnthe ownership base of the local
economies served by corridor, including in Mozambkig@nd Maputo province itself (Campbell et
al. 2012). The rest of this report examines whetherMDC, as a logistics value chain (figure
I.1), has lived up to these objectives and how this



This report is primarily based on dedicated deskaech carried out by UNCTAD, other studies
undertaken by UNCTAD, including a recent Investmdtdlicy Review (IPR) involving
fieldwork, and analytical work and reports by otleganisations. In addition, given the data
limitations detected at the beginning of the study, attempt was made to obtain company
information through a survey. However, and despite support received by the MCLI
secretariat, data collection proved difficult doeatlow response rate. Inasmuch as the company
responses were insufficient, and are not a reptatbem sample, the survey results are not used in
this report. However, such surveys are essentightber information on company, industry and
value chain developments and the key lesson igdptaa more robust methodological approach
in the future, building rapport with company resgents, within a systematic long-term national
statistical plan.

The structure of this report is as follows:

- Section Il will provide a brief overview of the eant profile of investments in
Mozambique and in the logistics value chain inipatar;

- Section Il will look at the impact of investmeritsthe target sectors through the lens of
the indicator framework, adapted to the logistiakie chain;

- Sections IV will develop the key findings basedtia indicator approach; and
- Section V will draw final conclusions and formulagEommendations.



[I. INVESTMENT PROFILE

Despite the adverse global economic environmenizaviique has succeeded in sustaining a
long-period of high economic growth. With a 7% ag® annual real GDP growth rate over the
last seven years, it remains one of the fasteswigg economies among Least Developed
Countries (LDCs). In 2011 nominal GDP stood at US61billion and GDP per capita at
US$571, up from US$4.1 billion and US$236 respetyivin 2000. Agriculture, mining and,
increasingly, the oil & gas industry are the magstof the economy, between them accounting
for over 50% of the country's GDP. Much of thiseisported; hence the significance of the
transportation and communications sector (11.7%)yell as trade related services (around 18%)
(figure 11.1).

Figure 11.1: Contribution of selected sectors to M@ambique's GDP, 2011

Source:Bank of Mozambique



and initiated the first mega-project. Most of thes$2 billion investments (on an approval basis
until 2009 were in 2 mega-projects: the Mozal aliom smelter plant and the Sasol natural gas
extraction and pipeline project (UNCTAD, 2012). Tistn and other niche markets have also
benefited from smaller South African investments.

Figure 11.2: FDI inflows to Mozambique, 1990-2011
(Millions of dollars)
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Apart from Irish and Swiss companies, those froeMWAE are also significant new investors. In
2012 they received approval for 20 new projectsh i total value of US$309 million, spread
across the industrial, tourism, transport and comoations, and construction and services
sectors. The CLIN-Linhas Ferroviarias project atied the largest share of these investments —
US$196.5 million — for the construction of a raiaetween Moatize and the port of Nacala.

As mentioned earlier, the main element of Mozam®igsuccess in attracting FDI has been in
the form of large-scale capital-intensive investtaeBetween 2001 and 2011 FDI was highly
concentrated in one sector - the extractive ingiustvhich attracted more than 63% of total FDI,
followed by processing industries and the transpartd communication sectors which received
about 6% of FDI (figure 4).Among mega-projects, one of the largest foreigrestments in
transportation was the CCFB Railway, which arosenfithe sale of lease by the Mozambique
Ports and Railways (CFM) to the Indian company Ritexcluding mega-projects, during the
period 1992-2010 Mozambique approved 139 foreigmjepts on transportation and
communications worth US$ 294.4 million; that is%.8f total FDI in non-mega-projects.

Between 1997 and 2009, 4 of the 11 mega-projegistezed by the Investment Promotion Centre (ORére in
mining for a total value of $US 5753.6 million, whirepresents 68% of the total amount of appromeestment in
mega-projects during that period.



Figure 11.3: FDI flows by country of origin, cumulative 2004- 2011
(Percentage of total inflows for the period)
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Figure 11.4: FDI flows by sector, cumulative 20012011
(percentage of total inflows for the period)
Industry 16.37%

B Electricity, gas and
water 1.25%
i

Source:UNCTAD FDI/TNC database



I nvestment in the logistics value chain

The limited amount of FDI in the transport and &tigis sector in Mozambique as a whole, and in
the MDC in particular, is because private investmennfrastructure has occurred mainly in the
form of concessions under public-private partn@shiThese are not recorded as FDI flows.
From 1993 until 2011, 16 private infrastructurejpcts amounting to a total investment of US$
2.9 billion were registered in Mozambique. Of tige @ projects were in the logistics value chain

(WB PPI database).

Attracting private investment for the rehabilitatiand expansion of infrastructure has been one
of the key priorities of the Mozambican government






Table 11.1: Main actors operating the Maputo Corridor infrastructure

Infrastructure Facility Operator Typ € Of. owngrsh|p and Statug of
nationality of investor(s) operation
PORT Deepwater port and Maputo Port Development Private-Public PPP/concessio

terminals

1. Maputo terminals

(a) Container terminal

(b) Bulk liquids/Tank

Storage

(c) Car terminal

(d) Bulk sugar terminal

(e) Bagged sugar

terminal

() Molasses terminal

Company

DP World Maputo

Maputo Liquids Storage

Company, Lda

Grindod / H6egh Autoliners

Sociedade Terminal de Acucg

de Maputo Lda (STAM)

ED&F Man Mocambique Lda

partnership between the
Mozambican Railway
Company (CFM), Grindrod
(South Africa) and DP World
(UAE). The Government
retains 49% share

Private - UAE

Subsidiary of Equatorial
Trading Limited of Malaysia,
part of Wilmar International
Limited of Singapore.

Private- South Africa (70%)
and Germany (30%)

rPrivate. Managed by Manica
(Namibia)

Private - U.K.

Agrimol (Pty) Ltd

Private e@®8h Africa

Subconcessio

Subconcession

Subconcession

Subconcession

Subconcessio

Subconcessior



(g) Coastal terminal

2. Matola terminals

() Aluminium terminal

(b) Coal terminal

(c) Grain terminal

Terminal de Cabotagem De
Maputo Sarl - Grupo E.T.E

Mozal import/export

Grindod/Vitol

STEMA - Matola Silos and
Grain Terminal, SA

Private- Public. Main
shareholder is Navique
(Empresa Mogambicana de
Navegacéo, privatised in 1997
shareholders include
Transinsular - Portugal (49%)
State of Mozambique (20%)
and Focus 21, Lda. (31%).) ar
CFM

Private - Public joint venture
between BHP Billiton (47.1%)
Mitsubishi Corporation (25%),
Industrial Development
Corporation of South Africa
Limited (24 %), and the
Government of Mozambique
(3.9%).

Private. South African (65%)
and Dutch (35%)

Private - Mozambique

Subconcession

4

nd

Subconcession

Subconcession

Subconcessic

n

ROAD

Mozambique N4 Toll Road

Trans African Concessions
(TRAC)

Private-Public South
African/Mozambique bilateral

PPP

partnership







[lI. INVESTMENT IMPACT



Economic Value Added

Trade generationSince 2000, the country's trade as a ratio of GB®rfsen from a little over
50% to approaching a 100% (figure 111.1). This wator directly reflects the principle goal of the
logistics value chain, that is to generate busirsdivity and trade in the country, region and
beyond. Such a high ratio also arises from MDCsl gbdinking the African hinterland to
international markets. The massive increase iretramlume following the establishment of the
MDC and rising investment since the 2000s can bisseen in the 260% increase in cargo
tonnage at the port between 2003 and 2010 (talblg. Il

Figure 11.1: Mozambique's trade (exports and imports) as a share of GDP.
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Table 111.1: Maputo Port: Volume growth in cargo tonnages, 2003, 2010-2013.

Year 2003 2010 2011 2012 2013
Mil. Tonnes 5 10 12 15 17

Compounded average growth of 21% between 2003-8013
a 260% growth in 2003-2012.
e. estimate

Source:Maputo Port Authority

In line with the types of additional investmentsgmted by the MDC, most of the exports from
the country are in the primary sector associatedlymts, and more specifically in aluminum,

base metals and power (figures 1ll.2 and I111.3).eTéxports of base metals are mostly to
international markets, but electricity exports andch of the aluminum output goes to regional
markets, especially to South Africa, Inasmuch asOMBpresents a west-east corridor with major
terminuses in Johannesburg and Maputo, investmdagistics has served a primary function of
boosting intra-regional activity.






ent associated with the MDC
he car terminal at Maputo port,
area is essential for the import

Y.
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needed to attract such investment and activity).

The issue of how well the logistics value chainreexts regions, communities and activities is
important. The preponderance of mega-projectsemtix of inward investment in Mozambique
implies that some regions and many communitiesiatavell-served. One of the reasons for this
is the MDC's cross-regional mandate in SoutherncAfrThis also affects larger-scale projects

too. For instance, Vale (Brazil) and Rio Tinto (fafia) have significant coal mining operations
in the country, but the lack of infrastructure capato cope with the expansion of coal mining

operations has hampered transport of coal fromopport. Investors complain of inadequate




infrastructure support to the transport of coahfmemote mines in Tete to the port of Béifko
overcome logistical problems, investors such ase\&ald Rio Tinto have announced plans to
expand their production capacities at the minesyedsas investment to expand railway linkages
to the port. Although this example is for Beiratpdhe same challenges apply to MDC and the
logistic value chain as it is currently conceivedhe country more generally.

Map I11.1. Maputo Province CPI- authorized investment
by district and sector, 2005-2009

Source:World Bank, 2011

The rapid rise of investment into Mozambique, velgsely associated with the public-private



Table 111.2: FDI Flows to Mozambique and comparator countries:
performance, selected years (millions of US$ and peent)
as a percentage of gross fixed

FDI flows capital formation
Annual
Annual average average
2005-2007 2009 2010 2011 2005-2007 2009 2010 2011
Mozambique 230 893 989 2093 18.2 441 36.8 67.4
Madagascar 385 1 066 860 907 25.4 51.7 56.2 35.8
South Africa 3938 5365 1228 5807 8.0 8.4 15 75
Tanzania 640 953 1023 1095 15.3 153 155 15.0
Southern Africa 8.7 13.2 2.3 5.7
as a percentage of gross domestic
FDI stock product
1998 200( 201( 2011 1998 200( 201C 2011
Mozambique 356 1249 5311 7404 156 46.7 55.7 55.8
Madagascar 172 141 4452 5359 55 46.2 509 536
South Africa 15005 43451 153133 129890 9.9 415 421 3138
Tanzania 620 2781 7089 7825 10.2 30.2 30.6 328
Southern Africa 14.1 372 37.2 283

Source:WIR 2012, Country fact sheet: Mozambique (www.adobrg/fdistatistics)

I nduced impact on the economy

Number of business entitiehe MDC as a whole has created only a limited nunobentities
within the logistics value chain, partly reflectitige nature of the value chain, but also the focus
on mega-projects in the country and the structdresgional trade. As a whole, the MCLI -
which includes all the significant private sectogiktics firms in the MDC (and a few public
sector companies and associations) currently h@smdmbers, with the membership swelling
three-fold since 2004 (figure III.5). Though separdata are not available, from the foregoing
analysis it is clear that as a whole these compatoastitute (or play a major role in) a large
share of Maputo and Mozambique's economy, tradeeamgloyment. As well as an induced
impact on the economy through efficiency gains @s$ed with logistics (below), they are also
responsible for indirect effects such as linkagés wuppliers and multiplier effects associated
with their workforce.



Figure 111.5: Membership of the MCLI

MCLI currently has 117 members operating in the folowing areas:

Cargo Owners Port Agents

Clearing & Forwarding Agents Press and other

Developers Rail Operators
Financial Institutions Road Operators

General Interested Parties Road Transport Operators

Inter-Modal Operators Shipping Brokers

Logistics Companies Shipping Lines
Multi-Purpose Agents Security Services

Ports Terminal Operators

Source:MCLI and Campbel et al. (2011)

Economic indicators associated with major non-ltigsscompanies in Maputo/Mozambique.
Business activities in and around Maputo have grawrine with the development of the
logistics value chain in the city and province, aotaly an important role in contributing to the
economic growth, employment, export and revenudbetountry (KPMG 2012). For instance,
in 2011, the top 100 companies in Mozambique, nmdsthich are headquartered in Maputo,
generated a combined revenue of $8.04 billion 8 &4 the country's GDP (figure 111.6).

These companies are also responsible for some 33k @ountry's tax revenues from income
and profits and directly employed over 62,000 peppthich represented about 0.55% of the
country's working population. If indirect employmgmnwere added, these 100 companies would
contribute more significantly to the country's eoyshent generation (exceeding 1%).
Companies operating in services and transport tordge, i.e. within the logistics value chain,
contributed 48% of the total employment generatethbse 100 companies.



Figure 111.6: Selected macroeconomic indicators, 200-2011

2011
2010 (est)
Tax revenue, 2003-2012 (% of GDP)
GDP (US$ bn) 9.54512.543 |15
GDP growth (%) 71 7.3
GDP per capita (US$) 442 571 |7 =
15
Total tax revenues (US$ bn) 1.71 2.46
of which tax revenues from 10 -
income & profits ($ bn) 056 0.855
Tax revenue (% GDP) 181 19.1 .
2003 2006 2008 2005 2010 2011 012
Export (fob) (US$ million) 2333 3118
(of which: mega-project 1668 2015
exports)

Source:IMF (2013) and AfDB (2012)

Table 111.3: Revenues and taxes of top 100 comparge
operating in and around Maputo, 2011

MT US$
(mil) (mil)
Revenues of the top 100 companies 233,874 8,037
Total employment 62197
Estimated taxes paid by the top 100 companies 8634296.73
of which:
Industry sector 4269 146.70
Commerce 869 29.86
Transport and storage 1095 37.63
Services 674  23.16
Financial activities and insurance 168958.04
Communications -491 -16.87
Construction 458 15.74
Agriculture & fisheries -4 -0.14
Accomodation, restaurants, etc. 76 2.61

Source:KPMG (2012)

The growth in private sector activities and investinin Mozambique contributed to the
country's steady increase in tax revenue (as apege of GDP) (table 111.3). In 2003 tax paid
by the top companies was about 14.3% of GDP, butddyi this had risen to 19.1%; indeed in
the latter year the top 100 contributed 35% oftaatles collected in the country. In general, the
top Mozambican companies pay a significant rateawfon their profits (23% in 2011), though
this average is below the corporate tax rate (3@RMG 2012). This is because a number of



companies, including foreign ones, benefit fromemtoves on a number of their investments.
Overall, the tax yield achieved by the Mozambicawegnment compares well with other
developing countries and represents a sizeable ramou government services and capital
expenditure.

Social impact

Poverty rate Although rapid, continued growth in Mozambiques masulted in a significant rise
in GDP per capita to US$571 today, as well as agadecline in poverty, 54.7%f the
population still lives on much less than $1.25 g déhe economic and social benefits accruing
from MDC investment, investments attracted by teeetbpment of the logistics value chain, and
other induced business development has not spriesdyw This is partly because a focus on the
wider region has resulted in a neglect of locatdiges (e.g. link roads and rail spurs to service
domestic communities and business activity), whickhen amplified by a lack of appropriate
transport, logistics, and ancillary services. Arothrelated issue is that much of the FDI and
other private sector investments attracted are fpegacts, which by their nature can take the
form of enclaves with few linkages with local bussses and communities (or employment
generated). The MDC, and perhaps Mozambique's ol@event strategy more generally, has
neglected local development in favour of regionavelopment and concentrated areas of
domestic development. The hinterland through whicith of the MDC and other logistics value
chains stretch remains neglected and unsupportestiaisable development necessitates a re-
evaluation of this strategy in favour of ensurihgttlogistics value chains better serve the local
economy and communities, as well as regional atadriational markets.




IV. THE LOGISTICS VALUE CHAIN: POLICY CHALLENGES AN D
OPPORTUNITIES

Opportunities

With an extremely privileged and strategic locatidfozambique is a natural exit to most of its
landlocked neighbours. In this context, the MapQtaridor has enormous opportunities for further
growth as a crucial logistics value chain encourggiegional integration, as well as development
within the country. The lessons of the MDC can peliad to other logistics value chains in the
country.

Rising two-way trade with Asia represents an oppuoty for Mozambique to boost its role as
a logistics hub in the region, which would includet only warehousing and inventory
management but also a range of packaging, dispgtchnd processing services and
activities.

Despite, MDCs successes as a regional logistics anth driver for FDI and non-equity
operations by foreign companies in Mozambique hierrfacilitation of trade is crucial for the
corridor to maintain its strategic role. The immihemplementation of the Tripartite Free
Trade Area in 2014 and the intention of the ComiiaeFree Trade Area to be operational by
2017, have huge implications for trade facilitatisystems and facilities and legislative
amendments, and represent an opportunity whictlbearsed for good effect.

Challenges

Turning these opportunities into actual businesgiss and value-addition requires further
investment in infrastructure — transport and othénat cannot be fully met by the financing
capacity of the Government. The sound businessaiuedtals of Mozambique as a logistics
hub, however, mean that it is possible to attrantape investment under various forms of
PPPs, as well as FDI. In order for PPPs to take afsound regulatory framework is
fundamental (UNCTAD, 2012).

A logistics hub, which creates overall economiareahdded for the region and Mozambique
is insufficient if there are inadequate linkages$ht® local economy to boost activity by SMEs
and other entrepreneurial actors, as well widefatampacts leading to poverty reduction

and the uplifting of communities and individualss the analysis in section Ill indicated, this
is an issue for local communities (the poverty ramains stubbornly over 50%), local

businesses and even major foreign firms which firat they are not well connected to the
MDC (or indeed other similar logistics value chairkhis

MDC faces a number of operational constraints, e.g.
(a) Complexity of aligning the legislation of theynad of government agencies operating
on both sides of the border, as each governmentdparticular approach to the process
of trade facilitation and on security concerns (®AR012);
(b) High prices set by Transnet Freight Rail (Sodthca rail company) for transporting
goods on the Maputo line is a barrier to the fldwg@ods and to the continued extension
of the export terminal port in Maputo (SAIIA; 2012)



(c) In terms of railway connections, there stile arot enough railway linkages between
South Africa and the port; the turnaround timerairs is very long, 20 to 40 days, there
is no rail passenger service across the bordertreand are few regularly operating trains.
Maputo also suffers from a chronic shortage of wgi&B, 2011);

(d) The Maputo port still does not have an advanmaaputerized information system
and is inadequate to handle large vessels (WB,)2&lth a system would help alleviate
deficiencies in customs administration: clearamce$ remain longWhile the customs
modernization programmes implemented by the Sodtitah Revenue Service and the



V. CONCLUSIONS AND POLICY RECOMMENDATIONS

Attracting further private sector investment in the Maputo Corridor logistics value would have
direct and induced positive impacts on the Mozambican economy, but appropriate policies are
needed.

As shown in the impact section of the report, Mokzmmue has benefited from private investment
in the Maputo Development Corridor, both directlydathrough induced effects arising from
boosting transport and logistics in infrastructed transportation. These benefits include
overall economic value added, trade creation agobmal integration, as well as fiscal revenues
collected. In particular, the development of thvgde sector in the Corridor has contributed to
increased levels of FDI, especially in mega-pr@geat mining and agriculture, as well as the
expansion of related sectors such as businesscesgyviourism, and financial institutions.
Attracting additional FDI in the logistics valueath with the adequate expertise would further
enhance these positive effects. However, posite@nemic and social impact on the wider
community is minimal, primarily because the MDC hag placed any priority on linking the
regional logistics chain with communities and basses in Maputo province. Future policies
and investments should directly address this issue.

The Maputo Corridor Development I nitiative would benefit from private sector investment in
several key areas of thelogistics value chain.
There are a number of key operational concerns (sec



in certain cases levies seem to have increasedodgh the legislation is still
very recent, the effects of its implementation oansit trade need to be
monitored and further assessed.

Customs procedures - upgrading the computer infoomaystem and link with
customs and border agencies; improving efficiencgtieamlining scanning fee
are areas for potential improvement (WB, 2011). hbeler post needs to extend
its operating hours to bring in line with the Mapuyiort in order to minimize
backlogs. The port requires sustained freight velsimo make it viable and users
need a one-day turnaround time to make it worth the
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Annex 2
FDI Policy and PPP legal framework in Mozambique

<> FDI Policy

Mozambique adopted its first law on foreign dirgatestment in 1984. Recognizing the changes
in the world economy and in the national policy teom, Parliament passed a new Law on
Investment (law 3/93) in 1993 in order to “favoueagter participation, complementarity and
equality of treatment of national and foreign inwesnts”. The law established an open and
welcoming stance towards foreign investors. At dame time, the approach adopted by
Mozambique was somewhat unusual in that the Laweastment does not apply universally to
all types of investments.

The provisions of the law in terms of rights andigddions apply equally to national and foreign
investments8 but only to the extent that investmtsially seek to benefit from the guarantees and
incentives established in the law. Foreign andonaliinvestors are not legally obliged to comply
with the establishment procedures set by law 3188, the rights, protection and incentives
defined therein are available only to those whdallow such procedures. In addition, the law
specifically excludes investments in petroleum,urat gas and mining from its scope of
application.

While the choice of being subject to law 3/93 ot isanitially for the investors to make, the law

also specifies eligibility conditions. Investmemeidggible to be approved under law 3/93 must, in
principle, contribute to sustainable economic anciad development, as defined by a set of 10
criteria that include: (1) development of infrastiure; (2) expansion of productive capacity; (3)
job creation for nationals and skills transferg; é4port creation; (5) import substitution; and (6)
improving supply conditions on the local market.tiUB009, regulations required that 7 out of

these 10 criteria be fulfilled for an investor te bligible for an investment certificate. This

requirement has now been eliminated.

In practice, the vast majority of foreign investatsoose to follow the entry and establishment
procedures set in law 3/93 because this is the waly for them to benefit from key provisions
on treatment and protection as well as to accesartd other incentives.

Prior to establishing operations in Mozambique emahplying with company start-up procedures
(section C), investors that wish to benefit frone frovisions of the Law on Investment must
follow a formal registration and authorization pedare. This procedure is administered in the
majority of cases by the CPI. Since 2007, the teggion and authorization of investments in
special economic zones (SEZs) and industrial freeez (IFZs) have been managed by the
Special Economic Zones Office (GAZEDA).

Obtaining an investment certificate is not a leghligation for foreign or national investors
operating outside SEZs or IFZs. Yet, the certiBdatrequired to benefit from the protection and
benefits granted by the Law on Investment and tessthe following benefits: (1) incentives on




corporate income taxation; (2) duty-free import adrtain goods; and (3) recruitment of
expatriates beyond standard quotas.

7
°



o Exceptional profits resulting from favourable priaad market conditions must be
distributed ‘equitably among all shareholders. What constitutes excapti@rofits
and an equitable distribution is not defined.

0 A number of specific taxes apply on projects atiiéal through public tender. Non-
mining concessions are subject to a fixed tax t 20 per cent of expected average
profit throughout the life of the concession, irdéidn to a variable tax of 5 to 10 per
cent of gross revenue.

The law also stipulates that concession contractst explicitly specify the indirect benefits that
should be derived from the project. An institutibmaechanism is to be set up to ensure
compliance with the generation of indirect benefithe draft implementation decree also
imposes that all projects put in place concret@m@mmes to train Mozambican workers and to
generate transfers of technology and know-how.

Source:UNCTAD IPR of Mozambique
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