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1. Introduction

This paper discusses and analyses the experience and impact of the dynamics of South African investment and
trade in Mozambique, as part of a more general analysis of the role of the South African system of accumulation
in southern Africa.

The paper was initially presented in a shorter PowerPoint version at the ‘Conference on Stability, Poverty
Reduction and South African Trade and Investment in southern Africa’. It discusses how South African
investment and trade patterns associated with the expansion of the minerals and energy complex (MEC), and
other oligopolistic industries, has shaped the system of accumulation in Mozambique. The paper argues that a
broader development basis and dynamic needs to emerge, and that this can be achieved only through a regional
and international perspective.

The paper is organised into seven sections. The next section discusses the economic linkages between South
Africa and Mozambique in historical perspective. This is followed by a section that looks at the dynamics of
growth and trade in Mozambique and the influence of the South African system of accumulation. Section four
discusses the dynamics and impact of South African foreign direct investment (FDI) in Mozambique. Section
five studies two specific examples of the role and implications of the MEC in Mozambique, namely in
aluminium and natural gas. Section six discusses the nexus between macroeconomic conditions and policies, the
characteristics of productive and trade capacities, and investment trends in Mozambique. Finally, section seven
draws some conclusions on the overall debate.

2. Historical context of economic links between Mozambique and South Africa
2.1. Introduction: dynamics of economic integration between Mozambique and South Africa

Economic links between South Africa and Mozambique developed from as early as the late 19" and early 20"

centuries. They have been shaped by four major dynamic factors:

= The weakness of the Mozambican economy relative to the forces of capital in southern Africa, and the
nature of economic public policy options in relation to socio-economic pressures and linkages in
Mozambique

= the regional strength of corporate South Africa developed around the MEC as a system of accumulation that
integrates the region around South Africa

= the international weakness of the South African economy and the desire of its capital to expand within the
region and beyond and

= the hegemony of a small number of large corporations over the South African economy and state, and over
the dynamics of capital accumulation in the southern African region.?

These dynamics factors were as important historically in developing economic linkages around labour
migration, the “‘gold profit’ and transport services, as they have been, more recently, in developing links around
South African FDI in Mozambique and unidirectional trade (Mozambique imports 10 times more from South
Africa than it exports to South Africa).*

The processes by which particular links are developed, strengthened or replaced vary according to specific
historical and socio-economic circumstances. They have been influenced by socio-economic pressures and
interest groups: fiscal and balance of payments weaknesses, profit maximisation through minimisation of labour
costs in mining, market expansion and dominance, as well as attempts to minimise the impact of public policy
on business interests and room for manoeuvre.

Also, there have been more general political goals at play that created pressures to change or maintain links.
During the 1970s and 1980s the South African apartheid regime sought to prevent the emergence of new

linkages and development opportunities in Southern Africa, and to maintain control over regional economic
integration. The strategy of the apartheid regime combined economic pressure (diverting rail and port traffic,

3 See, for example, Castel-Branco 2002a; Centro de Estudos Africanos (CEA), 1979a; Fine, B. 1997a and 1997b; Fine, B.
and Z. Rustomjee. 1996; First, R. 1983; Haarlov, J. 1997; O’Laughlin 1981; Roberts, S. 2000; Wuyts, M. 1980.

4 Castel-Branco 2003a, 2002a and 2002b.



revaluing gold transactions associated with the deferred wages of migrant workers and drastically reducing the
number of migrant workers from Mozambique) and systematic, extensive and intensive military action. Thus, by
unilaterally reducing the intensity of economic links (badly affecting the Mozambican economy as a whole) and
preventing new links from developing, South African capital and political forces reduced the ability of
Mozambique to escape from its sphere of hegemonic influence.

2.2. Old dominant patterns of economic links between Mozambique and South Africa

Economic links between Mozambique and South Africa were initially based on migrant labour and transport
services and, from the 1960s, were extended to trade and investment.

In order to keep labour abundant, socially and politically disorganised and cheap, South African mining capital
developed a regional labour strategy, which resulted in massive recruitment of migrant labour from all over
southern Africa to work in the mines. In Mozambique, the region below the parallel 22 (approximately south of
the Save river) was defined as a labour reserve for the South African mines, in particular for the gold mines.
South African mining capital became the single most important employer of Mozambican wage labour,
employing an average of 110 000 migrant workers (25% of industrial employment in Mozambique) per year in
the first half of the 1970s.°> Moreover, in the late 1960s and early 1970s, total income accruing to migrant
workers was one and a half times higher than total income from commercial agricultural production in the south
of Mozambique. The deferred component of migrant workers wages (one third of total wages) was three times
as high as income from family farms.® Thus, in addition to being the largest employer of wage labour in
Mozambique, South African mines were also, by far, the most important source of income and finance for the
agricultural sector in the south of Mozambique.” Finally, the ‘gold business’ associated with migrant workers’
deferred wages was a very significant contribution to balancing the current account that would otherwise have
been systematically negative.?

In the mid 1970s, South Africa reduced the number of Mozambican migrant workers from 118 000 in 1975 to
41 300 in 1977.° This move by the South African government and mineral complex created a large number of
unemployed workers in Mozambique consisting of those who lost their jobs and the new entrants into the labour
market who could not find a job. It also led to a profound crisis of accumulation in the agricultural sector, which
became starved of finance.”® The sudden collapse in the number of workers recruited and the unilateral
elimination of the ‘gold business’ by the South African government also created severe current account
pressures. On the one hand, the value of the workers’ remittances declined by the combined effect of the fall in
recruitment of labour and the elimination of the gold business. On the other hand, the crisis of accumulation in
the agricultural sector increased imports of food, particularly cereals, and reduced the production of exportable
goods. The migrant labour had created a mode of accumulation and production of surplus. The collapse of job
opportunities made this mode of accumulation crumble.

® CEA. 1979; INE (various statistics yearbooks); Wuyts 1989 and 1980.
6 See Castel-Branco 1994a; Wuyts 1981.
7 See, for example, Castel-Branco 1994a; CEA 1979a; O’Laughlin 1981.

8 CEA. 1979a. The “gold business” resulted from the fact that when labour migration to South Africa started on a systematic
and controlled manner, it was agreed between the Portuguese and the South African governments that approximately one
third of the miners’ wages would be paid to the Portuguese colonial administration and the workers would only receive this
money on return to Mozambique. The agreement also stated that the deferred wages would be paid in gold, and the
gold/Rand exchange rate was fixed. Thus, the colonial administration received gold and paid the deferred wages to the
workers in Mozambican escudos. On top of this, the world price of gold appreciated significantly over time, which allowed
the Portuguese administration to make a profit based on the differential between the world price of gold and the price of gold
that had been fixed in the agreement with the South African authorities.

% See INE (various statistics yearbooks); and Wuyts 1989.

10 See Castel-Branco 1994a; CEA 1978, 1979a and 1979b.



The transport system that links South Africa and Mozambique was originally developed around the MEC in
South Africa. On the one hand, it was built to enable the transportation of thousands of migrant workers
recruited to the mines of South Africa. On the other hand, part of the finance to build the system was tied to the
MEC. Finally, the MEC became one of the major beneficiaries of the transport system of the Port of Maputo and
its imports and exports. The railway and port became the second largest employer of Mozambican workers. The
transport system of the Port of Maputo was also the largest source of foreign currency for Mozambique,
contributing as much as 40% of the total export revenue of the country. Moreover, net foreign currency income
resulting from transport services, together with net workers’ remittances, kept the overall balance of payments in
equilibrium.

Finally, economic links between South Africa and Mozambique were also developed around trade and
investment. Trade involved traditional exports to South Africa (mostly prawns and oil products); and South
African exports of equipment, raw and intermediate materials, accessories and parts, and a variety of consumer
goods to meet the fast growing demands of an increasing urban population and booming manufacturing sector.
By the early 1970s, South Africa was the second largest trading partner of Mozambique, just after Portugal. At
that time, the current account between Mozambique and South Africa was, on average, balanced.

Prior to the current inflow of FDI into Mozambique, large-scale South African FDI was associated with two

main processes. One was the building of the large, Cahora Bassa hydroelectric dam (HCB) on the Zambezi

River in the province of Tete in the late 1960s — the South African government, through Eskom, is one of the

three current shareholders in the dam. The other, from the early 1960s, was the inflow of South African FDI

into different industries. This process was associated with three main factors:

= the restructuring of labour and industrial relations in Mozambique as a result of political pressures to
eradicate forced labour and the national liberation war

= the need for expansion of industrial production as a result of economic opportunities and political pressures
and

= the insistence by the Portuguese administration on financial austerity and financial autonomy for the
colonies, because of the fiscal difficulties faced by the Portuguese state.

Whereas the first two factors demanded significant levels of investment in new capacity and modernisation of
existing assets, the third prevented such an investment programme from being implemented. The answer given
by the colonial administration to this dilemma was the adoption of the policy of ‘open doors’ to FDI. Of the 13
industries already installed in Mozambique up to the early 1960s when the open door policy was adopted, only
two had been developed through foreign (non-Portuguese) participation. Of the 12 developed after the adoption
of the open door policy, four involved joint ventures and eight required foreign technical assistance.

South African capital participated in many of these industries, particularly in the larger ones associated with the
MEC: Maputo’s oil refinery, fertilisers, HCB and metal smelters.** Directly (in the South African mines and
related industries in Mozambique) and indirectly (transport services), the South African MEC employed about
40% of the industrial workforce of Mozambique.

So far it has been argued that the integration of the two economies has depended on identified economic and
political pressures, agents and the relationship between them. How have these forms of integration evolved?
Have they changed? If so, why and which new processes and dynamics have emerged? These questions are
discussed in the remaining sections of this paper, which analyse the current trends in economic links between
Mozambique and South Africa.

1 CEA 1981, Wuyts 1989 and 1984.

12 For a detailed, historical account and economic analysis of these processes, see Castel-Branco 2002; Pereira Leite 1989,
Wield 1977a and 1977b, and Wuyts 1980.



3. Current dynamics of growth and trade of the Mozambican economy and the influence of the
South African system of accumulation

3.1 Introduction: general trends and new patterns of integration

In the 1990s, after the end of the apartheid regime in South Africa and the war in Mozambique, new links have
been developed between the two economies influenced by traditional dynamics and new processes. South Africa
developed alternative service infrastructure during the apartheid years to reduce links with the southern African
region and put pressure on the regional economies. This infrastructure made the South African economy less
dependent on transport services provided by Mozambique. Additionally, restrictions on labour migration were
maintained and increased as the new South African government was under pressure to address huge domestic
unemployment and respond to processes of restructuring and change within the MEC itself.

The end of the economic and political boycott against the apartheid regime opened the doors for the expansion
of corporate South Africa throughout the southern African region. Moreover, the dominant South African
system of capitalist accumulation, based on a few, very large corporations and oligopolistic industries, needed to
expand to maintain its viability, to acquire more competitive strength relative to the world economy, and to take
advantage of globalisation processes and global links. Also, the globalisation of corporate South Africa is
expected to minimise the impact on business interests of changes and more progressive policies adopted by the
new South African state. Thus, the framework that will make economic integration under the hegemony of large
South ésfrican corporations possible is set finally, ironically not under, but after the defeat, of the apartheid
regime.

Under the economic expansion and globalisation of South African large corporations, FDI and unidirectional
trade have replaced labour migration and services as the dominant vectors of economic links between
Mozambique and South Africa."* South Africa has become the main trading partner of Mozambique and the
main driving force for FDI. The South African MEC drives FDI in Mozambique, together with expanding and
globalising monopolistic or oligopolistic industries of regional or international dimensions (such as those in
beer, sugar, energy, cereal milling and tourism). Trade is mostly unilateral, with the result that Mozambique has
developed a huge trade deficit with South Africa. In the process, the South African financial sector has become
very prominent in the Mozambican economy. ™

Industrial services and productive capacities related to the MEC and dependent on imports have been developed
in Mozambique. While these new productive capacities can easily be used to help develop other sectors of the
economy, at the moment they are anchored around a few mega projects, and the lack of dynamics in other
sectors prevents any further development of, and links from, these services and capacities taking place.*®

Spatial development initiatives (SDI) have mainly been used as a political framework for further integration and
penetration of South African FDI. When projects associated with the SDIs have a clear focus supported by large
corporations and the international financial system (such as, for example, the large BHP-Billiton aluminium
smelter, Mozal, the Maputo-Withank motorway, the sugar industry, or a large tourism project associated with
large capital in South Africa), they are implemented. When the focus is vague (such as multiplier effects and
linkages derived from assumptions about trickle-down effects emerging from development corridors), very little
happens and implementation is very slow or non-existent.

On the whole, under the same dominant dynamics of an expanding system of accumulation, and under processes
that are adapted to different circumstances, new economic links have been developed that strengthen the deep
rooted unequal integration between the two economies in areas of interest for South African large corporations.
Thus, dynamics of interests (and, consequently, of investment and business decisions) of South African large
capital and of the Mozambican economy become interlinked, in part because of the absence of alternative,

13 Castel-Branco 2004, 2003, 2002a and 2002b; Daniel, Naidoo and Naidu 2003; Fine and Rustomjee 1996; Games 2003;
Harlov 1997; Lutchman and Naidu 2004; Roberts 2000; Rumney 2004; Shoeman 2003.

14 LLabour migration and services are still quite important, but they are no longer the dominant features of integration of the
Mozambican economy in the sphere of influence of corporate South Africa.

15 Castel-Branco 2002a and 2002b.

16 Castel-Branco and Goldin 2003.



diversified and broad-based economic development in Mozambique. The next sections will look in more detail
at the current forms of economic integration and relationships that have been developed around FDI and trade
between Mozambique and South African corporations.

3.2. General patterns of growth, production and trade

The major sources of growth in Mozambique’s gross domestic product (GDP) have been services (mostly trade,
finance, transport and telecommunications, tourism and construction) and mega and large projects in industry,
energy, minerals and agriculture (aluminium, natural gas, heavy or mineral sands, energy, cement, beverages —
particularly beer — sugar and cereal milling).

With the exception of tourism, all the other service sectors are heavily concentrated in Maputo: about 70% of
trade and of transport and telecommunication services, and 75% of financial services and construction activity
take place in Maputo. Furthermore, almost 80% of investment in transport infrastructure takes place around the
big corridors (Maputo, Beira and Nacala), with emphasis on the Maputo Corridor that links Mozambique and
South Africa. Construction is concentrated around industrial mega projects, road programs with the emphasis on
the Maputo-Witbank toll road, and luxury housing around Maputo and Matola. Trade is fundamentally urban
and retail, and rural trade networks are very slow to develop. Finance is either speculative or related to large
projects linked with international capital. Thus, services are developing around and helping to create economic
dynamics that are narrowly based and that operate against the broadening of the development base.'’

Production and export of goods show similar trends to services, as would be expected. Although cereals for
household consumption are estimated to be the principal component of agricultural production, dominant agro-
industrial activities are sugar (for the domestic market but also a very important export crop), tobacco, wood and
cotton (all for export). These four agro-industrial products account for less than 15% of total industrial output,
but represent more than 80% of agro-industrial output. Manufacturing output is heavily concentrated around
aluminium, beer, cereal milling and soft drinks, which represent more than 70% of total output. Aluminium,
alone, represents some 48% of total manufacturing output and 28% of manufacturing valued added.'®

For most of the last three and a half decades, services usually represented around 55% of export revenue and
goods 45%. However, between 1980 and 1983, and again in 2002, exports of goods represented almost 70% of
export revenue, more than double the revenue from services. In both periods, manufacturing industry became
the most import source of export revenue.

In the early 1980s, this change was due to two factors: the oil crisis and the collapse of transport services to and
from the hinterland. Mozambique used to export refined oil products, although it was a net importer of oil and
oil products. The oil price boom of the early 1980s pushed the share of oil products in total manufacturing
exports from 10% to over 30%. At the same time, the implementation of the UN mandatory sanctions against
the illegal unilateral declaration of independence (UDI) regime of lan Smith in Rhodesia, and the war against
this regime, reduced the rail and port traffic to and from the hinterland very significantly. At the time of the
application of sanctions against the illegal UDI regime, port and rail traffic to and from Rhodesia through
Mozambique accounted for more than half of all revenue from transport services in Mozambique.®™

In 2002, the dynamics of change affecting the export ratio were different, as the single most important factor
explaining the change was the introduction of aluminium exports. Once Mozal began operations, Mozambique’s
exports of goods more than trebled. Mozal, which is responsible for 48% of total industrial output and 28% of
manufacturing value added (MVA), also represents approximately 75% of manufacturing exports, 60% of
exports of goods and 42% of total export revenue of Mozambique.?® Put together, exports of goods from fishing,
agriculture and all other industries (except aluminium) add to no more than two thirds of total aluminium
exports.

Y INE (various issues of the statistics yearbook); Banco de Mogambique (various annual reports); KPMG 1999; Castel-
Branco 2003 and 2002a.

18 INE (various issues of the statistics yearbook) and Castel-Branco 2003, 2002a and 2002b.
19 INE (various issues of the statistics yearbook); Wuyts 1989 and 1984, Castel-Branco 2003, 2002a and 2002b.

20 |NE (various issues of the statistics yearbook); Castel-Branco 2003; and Castel-Branco and Goldin 2003.



Imports are very closely related to investment. On average, over the last 25 years, investment goods (raw
materials, intermediate goods, spares, equipment and machinery) have accounted for more than 60% of total
imports in any one year. In periods of strong investments, such as during the early 1980s (associated with
massive productive investment under the government’s prospective indicative plan, PPI) and the late 1990s and
early 2000s (associated with massive inflows of FDI for MEC related mega projects), investment goods have
accounted for as much as 80% of total imports. Currently, approximately 50% of Mozambican imports in any
one year are directly linked to a few mega projects and financed through FDI. For example, if Mozal is excluded
from the accounts, Mozambique’s imports fall by about one third.**

On the whole, Mozambican exports, prior to Mozal and Sasol, were not sensitive to changes in investment
levels. On the other hand, imports are highly sensitive to investment levels. Therefore, the economy tends to
build up towards economic crisis and stabilisation related recession after short-lived periods of fast growth,
because of increasing balance of payment pressures that develop as the economy expands. Hence, more than the
aggregate level of investment, the patterns of growth and investment in Mozambique are crucial determinants of
sustainable and fast growth. This conclusion calls, obviously, for specific investment, industrial and trade
strategies and policies.

3.3. Trade between Mozambique and South Africa

South Africa is Mozambique’s major trading partner, accounting for 44% of Mozambique’s imports, but only
20% of Mozambique’s exports and 37% of Mozambique’s total foreign trade. In 2002, Mozambique’s trade
deficit with South Africa reached US$ 500 million. This was equivalent to two-thirds of Mozambique’s global
trade deficit, and eight times the value of exports from Mozambique to South Africa. The trade deficit with
South Africa has increased three fold over the last decade, in association with the increasing role of South
African FDI in Mozambique.

Despite being South Africa’s main trading partner in the region, Mozambique only accounts for a very small
proportion of South Africa’s external trade. On the whole, from the South African point of view, Mozambique is
interesting for specific investment projects that strengthen the regional role of the MEC and the regional
expansion of oligopolistic industries, and at the same time promote exports from South Africa to Mozambique.

So far, the problem of a chronic and high trade deficit has been partly minimised by the fact that FDI finances a
large share of imports. However, this does not address overall balance of payments problems. FDI projects can
be very profitable individually despite running a high external trade deficit. However, if they repatriate profits,
import investment services and transfer wages in foreign currency, while simultaneously generating an external
trade deficit through their pattern of production, then such projects will be reinforcing unsustainable growth
patterns and will be pushing the Mozambican economy closer and closer towards macroeconomic crisis.

The big question, then, is whether South African investment creates enough of a dynamic to promote exports
from Mozambique to the rest of the (non-South African) world to compensate for Mozambique’s increasing
trade deficit with South Africa.

As will be shown later evidence indicates that this is not happening on a systematic basis: only MEC mega
projects are export-oriented, the high degree of export concentration created by the current investment patterns
is dangerous for the sustainability of export dynamics, and Mozambique’s share of the resources generated by
such projects is very small. However, this problem may be partly compensated for by the industrial services and
some linkages that are developing in Mozambique, mostly anchored around MEC projects. They may provide a
basis for beginning to strengthen domestic linkages and to reduce the import sensitivity to investment end
economic expansion. However, unless the dynamics and patterns of investment and growth are diversified,
linkages away from MEC mega-projects, and thus the diversification of development poles and of the
productive and export basis, will continue to be weak and unsystematic.

The structure of trade between the two countries reflects the dynamic forces that shape economic links between
Mozambique and South Africa, namely: the regional dominance of the South African economy; the role of the
MEC; and the weakness of the Mozambican economy. The dominant exports from South Africa to Mozambique

2! Castel-Branco 2003 and 2002a; Castel-Branco and Goldin 2003; INE (various statistics yearbooks).



are mineral products (mostly oil and other fuels), prepared foodstuffs (mostly cereals and beverages),? chemical
products, base metals (iron and steel), energy, and vehicles, equipment and parts. Together, the core MEC and
associated industries represent 60% of South African exports to Mozambique. Mozambique’s main exports to
South Africa include energy, prawns, cotton, construction equipment and food industry residues.

In this connection, there are two important trading statistics worth mentioning. First, trade in energy between the
two countries, particularly Mozambique’s imports of energy from South Africa, increased very sharply in the
last two years, mostly due to the establishment of Mozal in Beluluane, province of Maputo.?® Although energy
exports are a small proportion of South African exports to Mozambique, the energy trade is crucial within the
strategy of expansion of South African capitalism. On the one hand, Eskom controls the supply of electricity to
Mozal, which consumes more energy than the rest of Mozambique. On the other hand, Mozal has enabled a
dynamic and structural link between the electricity grids of South Africa, Mozambique and Swaziland through
Motraco, a joint venture company that supplies South African energy to Mozal. Moreover, the 2 500 Gwh of
energy that Eskom is exporting to Mozambique provides an entry point for further South African involvement in
the energy sector in Mozambique by strengthening its ‘big partner’ position in projects linked with two large
hydroelectric dams, Cahora Bassa and M’panda Uncua, and in negotiating contracts for supplying electricity to
other energy-intensive mega projects in Mozambique, such as heavy sands and iron and steel, in Gaza and
Maputo respectively.

Furthermore, the single most important reason for Mozambique to liberalise the energy sector, ending the
monopoly of the Mozambican electricity company (EDM), was to provide the legal framework for Motraco and
Eskom to enter the Mozambican market as suppliers. This is a clear example of MEC driven economic and
industrial strategy and policy in Mozambique.

Second, construction equipment, accessories and spare parts, associated with the construction of the Maputo-
Witbank toll road, formed a very large component of trade between Mozambique and South Africa over the
period 1998-2001.%* Part of the equipment and accessories needed to build the road on the Mozambican side
were supplied by Mozambique. Therefore, these items are registered as Mozambique’s exports to South Africa,
but in fact Mozambique had to import them.

Mozambique’s gas pipeline linking the gas reserves in Pande (Inhambane, Mozambique) with the gas-to-liquid
refinery in Mpumalanga (South Africa) is going to introduce yet another change in the direction and
composition of trade between South Africa and Mozambique. Large flows of gas from Mozambique are likely
to make a difference in Mozambique’s exports and trade balance with South Africa, other things being equal.
However, this is not going to change two fundamental characteristics of trade dynamics between the two
countries: the narrowness of the Mozambican export base (which will become even more concentrated and will
be dominated by the core MEC); and the fact that economic benefits to society accruing from such trade are
significantly lower than financial benefits accruing to the firms involved.

Given the large differences in economic capacity between the two countries, the operation of any mega project
in Mozambique is likely to increase Mozambican imports of electricity,”® equipment, accessories, parts and
investment services. For example, in line with the sharp increase in FDI inflows to Mozambique, imports have
increased by almost 50%, and the size of Mozambique’s trade deficit has been mostly determined by what
happens to investment, particularly FDI. If an investment project is completely export oriented (like Mozal), the
size of the trade deficit falls only slightly as the net contribution of any large export oriented project to exports is
reduced by the sheer size of the demand for imports.?® When projects are not completely export oriented (like

22 A significant change in the structure of South African exports of prepared foodstuffs to Mozambique has happened. Beer
used to be the single most important component of this group but its share of the group has declined very significantly in the
last few years, in line with the penetration of SAB in the Mozambican beer industry by acquiring all of the three major
breweries. Thus, trade has been replaced by South African direct investment. Hence, in parallel with falling exports of beer
from South Africa, the FDI driven beer industry has become one of the fastest growing industries in Mozambique.

2 Mozambique’s imports of energy from South Africa increased 20 times since Mozal was established.

2% This road is part of the spatial development initiative (SDI) for the Southern region, and of the expansion of the minerals-
energy complex.

25 At the least in the foreseeable future.

% |rrespectively of more precise calculations about actual net trade gains retained by the economy, not only by the firm.



soft drinks, beer, cement), the trade deficit increases because a small export share of output cannot compensate
for the import dependence of output?” As FDI inflows to Mozambique increase, ‘investment services’ and
‘other service expenditure’ have become the major determinants of the size of the deficit of the balance of
services.?® Therefore, other things are not equal.

Outside the dynamics of mega and large projects, particularly of Mozal, industrial output and exports are
stagnant, manufacturing output has actually declined in 2003, and the MV A share of GDP, without Mozal, has
fallen to the levels of 1971.%

4. Dynamics of South African foreign direct investment in Mozambique
4.1. Weight of South African foreign direct investment in Mozambique

Private investment accounts for almost 55% of all investment in the Mozambican economy since the end of the
war (1992), and public investment accounts for the remaining 45%.*

Public investment has been entirely financed by external flows of capital through official multilateral and
bilateral grants and loans, and has been mostly allocated to infra-structure (such as roads and water and
sanitation systems), social sectors (education, health) and special programmes related to post-war normalisation
of life (demobilisation of the armies, rehabilitation of living and working conditions for more than four million
external refugees and internally displaced people).*

Between 1990 and 2003, private investment in Mozambique was financed by FDI (36%), national direct
investment (NDI) (6%) and loans and other sources, mostly in the form of non-market based inflows of foreign
capital (58%).%

When MEC-related mega projects are excluded from the picture, the structure of financing of private investment
changes significantly: total private investment falls by more than 55%, the share of FDI in total private
investment falls to approximately 16%, the share of NDI increases to 14%, and the share of loans and other
sources increases to 70%. Thus, whereas the share of FDI in total private investment in Mozambique is very
high if compared with almost any other country, FDI seems to be highly concentrated around MEC projects.
Hencg, the share of FDI in non-MEC private investment is not that impressive, and is only slightly higher than
NDI.

%7 See Castel-Branco 2003, 2002a and 2002b for a statistical analysis of the relationship between investment and the trade
deficit in Mozambique. Data analysis shows an almost symmetric relationship between investment and the trade deficit; and
between the size of the capital account surplus and the trade deficit. Further, data demonstrate that this relationship is caused
by the high elasticity of imports with respect to investment (due to weak investment capacities of the economy and poor
inter- and intra-industry linkages), and low elasticity of export with respect to investment (because of weak and concentrated
productive and export capacity of the economy). Export-oriented mega projects, such as Mozal, Iron and Steel, Heavy Sands
and Pande (gas) will increase the export sensitivity to investment. However, actual net balance of payment gains from such
projects are very small. Additionally, unless the growth and development basis is diversified, the Mozambican economy will
become an extension of the minerals-energy complex of South Africa and growth in other areas will be precluded because of
its destabilising effect on the balance of trade.

28 See INE. various issues. Statistics Yearbook.
2 Castel-Branco 2003; Castel-Branco and Goldin 2003.

% INE (various issues of the statistics yearbook); CPI (investment data bases); Banco de Mocambique (various annual
reports). These percentages are only approximations. In reality, there is a large contribution of off-budget financing of
projects, mainly in social areas and infra-structures, which is incompletely recorded. Off-budget financing of projects is the
preferred practice of many development agencies and non-governmental organizations (NGOs). The majority of these
projects have the same focus as public investment, and are often implemented with some degree of coordination with public
policy and strategy. Thus, these projects are, here, considered within the domain of public investment.

3L INE (various issues of the statistics yearbook); Government of Mozambique (various issues of the annual budget and
economic and social program, as well as the respective implementation assessment reports).

32 Castel-Branco 2003, 2002a and 2002b; CPI (adjusted investment data bases for various years).
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In any case, approximately three-quarters of private investment in Mozambique is financed by inflows of
external capital, which shows how dependent the Mozambican economy is upon foreign savings.

South African companies have invested in 18% of 1 800 private investment projects approved in Mozambique
between 1990 and 2003. As far as direct weight is concerned, South African private investment represents 40%
of all FDI, 15% of total private investment and 9% of total gross investment (public and private investment).®*

However, it would be misleading to assess the weight of South African private investment only by its direct
impact. As will be shown later, South African private investment is highly concentrated in very large projects,
although it is unlikely that South African capital would risk taking the sole financial burden in any of these large
projects. Thus, it is at least as important to assess the indirect weight of South African private investment by
looking at the weight represented by the projects in which South African corporations participate.®

Between 1990 and 2003, projects in which South African corporations are the driving force (18% of total) have
absorbed 85% of total FDI, 35% of NDI, 73% of loans, 75% of total private investment and approximately 45%
of total gross investment (private and public) accruing to Mozambique.® This data is more indicative of the
actual weight of South African private investment in Mozambique, because the figures show that South African
private capital is capable of mobilising its own resources and the resources of other corporations and banks
around the world, including a considerable share of Mozambican NDI, to pursue its investment strategies. The
data also shows that these projects tend to be very significantly larger (approximately 12 times larger, on
average) than the average private project in Mozambique.

If South African FDI represents approximately one fifth of total investment in these projects, why is it claimed
that South African corporations are the driving force not only of these projects but also of total private
investment in Mozambique? There are three main reasons for making this claim. First, as the following sections
show, these projects correspond to the dynamics of accumulation and globalisation of South African large
corporations. This will be demonstrated by analysing the allocation of investment. Second, through strong links
with South African suppliers, these projects help the integration of the economies and the regionalisation of
South African firms. Input-output data in Mozambique is extremely poor, but data from the largest private
investment ever made in Mozambique, Mozal, will give an approximation of the extent of these linkages. Third,
logically derived from the previous two points, it is clear that the lion’s share of private investment in
Mozambique ids determined by the dynamics of accumulation and globalisation of South African large
corporations. In other words, private foreign capital inflows to Mozambique are attracted mainly by the regional
and global strategies of South African firms, which have been capable of mobilising their resources, and
resources from elsewhere, to implement strategic business and investment decisions. As shown below,
oligopolistic competition for market dominance and expansion has been one of the chief components of
corporate strategy, which decides not only what, where and how much investment to make, but also when, in
alliance with whom, and under what kind of policy and institutional framework to make it.

At this stage, it could be interesting to recall the speech by the South African Minister of Trade and Industry
made in Nacala (North of Mozambique), during the Nacala Development Corridor investor’s conference
(February 2003).3 Speaking on behalf of President Thabo Mbeki, the minister delivered a very focused and
brief speech in which, amongst other points, he explained why South Africa supported the launching of the
Nacala Development Corridor despite the fact that the corridor is one thousand miles from South Africa. His
explanation was based on four main points. First, the South African manufacturing industry, which is fast
becoming competitive all over the world, is growing very fast and, consequently, is facing some shortages of
raw materials, mostly wood and natural fibres. Regional development corridors may link the industrial belts of
South Africa with sources of raw materials in other countries in Southern Africa. Second, the other countries can
share some of the prosperity that the South African economy is enjoying by becoming part of industrial product
chains as suppliers of raw materials. Third, linking infrastructure development with large and viable projects, or

* Ibid.
% Castel-Branco 2004, 2003, 2002a, 2002b and 2001.
% Castel-Branco 2003, 2002a and 2002b; CPI (adjusted investment data bases for various years).

% Recollection from the author’s own notes taken during the speech of the Minister.
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clusters of dynamic economic activity, will make infrastructure construction and management profitable and,
thus, attract private investment into infrastructure development. Fourth, South African engineering and
consultancy firms have been heavily involved in the development of the Nacala Corridor Strategy across three
countries (Mozambique, Malawi and Zambia), and South African capital is very likely to become more involved
in the development of large investment projects related to the corridor, particularly in tourism, infrastructure and
telecommunications, and minerals.®

4.2, Dynamics of investment allocation

4.2.1. Aggregate sectoral allocation of investment

Between 1990 and 2003, 97% of total FDI and 89% of total private investment were allocated as follows:
manufacturing industry (67% of FDI and 50% of total private investment); mineral resources (22% and 16%);
tourism (6% and 15%); and agriculture (2% and 8% respectively).*

Six industries (aluminium and energy, natural gas, heavy/mineral sands, sugar, beer and cement), with a total of
nine corporations operating 15 plants, have absorbed 63% of total FDI, 25% of total NDI, 62% of total loans
and other sources and 60% of total private investment. Of these nine corporations, only one, cement (three
plants), is not driven by large South African capital.*’

More than 90% of all investment in mineral resources is divided between natural gas (Sasol) and heavy/mineral
sands (various companies, including Australian and Irish, but the largest of them are Southern Mining and the
Industrial Development Corporation (IDC), which are South African).**

Of total private investment in the manufacturing industry, aluminium and energy, sugar, beer, soft drinks and
cereal milling (nine firms or large groups, all South African or associated with South African capital) absorbed
94% of FDI, 50% of NDI, 43% of loans and others sources, and 72% of total private investment.*

4.2.2. Dynamics of sectoral allocation of South African private investment

South African investment is mainly associated with the core MEC: aluminium and energy, natural gas, heavy
and mineral sands. Investment around the MEC is heavily supported by the small number of very large South
African multinational corporations of worldwide or regional dimension (such as BHP-Billiton, Eskom, Sasol,
Southern Mining), large industrial, minerals and energy capital from around the world (Australia, the United
Kingdo‘r;g, Ireland and Japan), South African and international investment agencies (IDC, IFC, EIB and
others).

In addition, South African investment has expanded quickly into areas of oligopolistic or quasi-monopolistic
competition, in a quest to globalise and control markets by using the region as a trampoline for world markets,
or simply as an expansion of the domestic market. Mains areas of investment are: sugar (lllovo and Tongaat
Hulett control three out of four sugar estates and factories, and a Mauritian consortium with South African

% The most important of such projects, all of which are still at the design or pipeline stage, are: large eco-tourism projects,
the toll road linking the large Nacala Port with Malawi, and the large heavy/mineral sand project of Moma.

% Castel-Branco 2004 and 2003; CPI (adjusted data base on investment for various years); Banco de Mogambique (various
annual reports). Agro-industry was excluded from agriculture and included in manufacturing industry.

0 1bid. Aluminium and energy go together for three reasons. First, energy is the major component of aluminium and the
main reason why Mozal was built around Maputo, in Beloluane. Second, the largest energy investment of the last decade
was made in Motraco, the power station built to supply energy to Mozal. Third, Mozal consumes more than twice as much
energy as the rest of Mozambique, and imports of energy from South Africa have increased almost 20 times since Mozal
came into operation.

4 1bid.
42 Ipid.

3 Industrial Development Corporation (IDC), a South African parastatal; International Financial Corporation (IFC), a
member of the World Bank group; European Investment Bank (EIB). For sources: Lutchman and Naidu 2004; Rumney
2004, Fine and Rustomjee 1996; Shoeman 2003; Daniel, Naidoo and Naidu 2003; Games 2003; Castel-Branco 2004, 2003,
2002a and 2002b.
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finance controls the fourth); beer (SAB control all three breweries); soft drinks (Coca-Cola SABCO has control,
through a local branch, Coca-Cola, of all bottling plants), cereal milling (Namib Management controls or is
involved with the largest cereal milling complexes, except one), mega tourism projects (Limpopo and
Libombos), and mega infrastructure (management of major ports, major toll roads, telecommunication systems
and industrial parks developed around anchor projects associated with the MEC). Tourism and infrastructure are
developed around the concept of SDIs.*

Associated with the MEC and oligopolistic expansion, South African investment has also moved into dependent
industry and industrial services.* On the one hand, the core MEC and other large projects (such as the sugar
industry) represent demand for certain industrial activities and for maintenance and engineering services. South
African firms were initially reluctant to move to Mozambique, as they could supply all services and goods from
South Africa and did not know enough about industrial capabilities in Mozambique. This led to a quick
expansion of links between supplier South Africa firms, based in South Africa, and mega and large projects in
Mozambique.*®

In the meantime, Mozal’s expansion and the starting or development of other mega and large projects intensified
demand for such goods and services. Thus, South African firms were quick to move and take the opportunity to
expand into Mozambique. However, they are still reluctant to make serious commitments and investments.
Usually, they relocated to Mozambique workshops and warehouses that stock parts and make small repairs,
employing a very small number of workers, and involving very little fixed (and sunk) costs. Others have
engaged in joint ventures with Mozambican firms, renting and, thus, taking advantage of existing fixed capital,
and making small narrowly focused investments to upgrade some core capacities to provide specialised services
for specific mega projects, provided that they anticipate that they can win profitable contracts with Mozal (such
as, for example, the removal, repair and current maintenance of the aluminium pots). Almost all these firms are
import dependent, and a very large share of their imports come from intra- and inter-firm trade with South
African suppliers.*’

Thus, links with mega and large projects have created dependent industrial capacities for the domestic market,
but usually involving little commitment by the South African firms that have made the investment. However, as
demonstrated by the capacities and number of firms involved, developing linkages with mega projects could be
one of the core pillars of a strategy to support business and productive capacity development in Mozambique.
Given the type of capacity that has been developed, concentrated in engineering and other crucial industrial
services, such a focus on business and productive capacity development could help not only the firms involved

4 Lutchman and Naidu 2004; Rumney 2004, Fine and Rustomjee 1996; Shoeman 2003; Daniel, Naidoo and Naidu 2003;
Games 2003; Castel-Branco 2004, 2003, 2002a and 2002b, Roberts 2000.

> The concept of dependent industrialization is linked to the following characteristics: import dependency; dependency with
respect to exogenous dynamics of industrialization (including access to markets, technology and capital, product design,
investment decisions, etc.); dependent partnerships (such as in the case of integration with oligopolistic, international
product and value chains); lack of dynamic backward and forward linkages within the economy outside the mega and large
projects that have initiated the process. This pattern of industrialization cannot be identified as import substitution (even
when firms produce only or mostly for the domestic market), as it does not substitute, but rather creates, import pressures.
True import substitution would involve backward and forward linkages that this pattern of industrialization does not usually
develop outside economic enclaves.

4 Castel-Branco and Goldin 2003.

4 According to Castel-Branco and Goldin (2003), some of the core industrial capacities and services developed around
Mozal are as follows: Engineering/manufacturing industry firms: Cometal-Mometal (pots, chimneys and pipes); Tubex
(tools and spares); Kempe/Metech (maintenance of pot lines); Forjadora (containers); Kanes (spares, metal structures and
maintenance); Agro-Alfa (repair of start up equipment); MC Engineering (repair of start up equipment). Construction firms:
Marcleusa (electricity substation in the plant and acoustic barrier in the port of Matola); Constru¢cbes Chemane
(maintenance, water drains, removal of temporary buildings); SORADIO (electric installations and wiring, and repairs); and
Wade Adams (housing construction and maintenance of buildings). Industrial services: TDM (phone and phone data base
network); EDM (shareholder and represented in Motraco); Strang Rennies Mozambique Consortium, SRMC (export of
aluminium); Diesel Eléctrica (suppliers and maintenance of hydraulic equipment); Interwaste (industrial waste removal); and
Transaustral (employee transport). Other services: Eurest Support Services (catering); Gray Security (manned security,
reception, and armed response); Thsala Mozambique (catering and cleaning); Cinderella (laundry and uniform management);
and Flor Real (landscaping earthworks).
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but business and productive dynamics as a whole, because it could help to provide capacities and services for all
and reduce marginal costs of productive investment in Mozambique.

On the other hand, dependent business dynamics have developed around product chains controlled by South
Africa or other multinational and large corporations: this is happening in export of fruits (mainly citrus and
mangoes) and some other basic agro-industrial products (such as animal food); some areas of metal engineering
in which South African firms provide reputation, a technological basis and access to markets; tourism related
activities; and others. On the whole, a very large proportion of existing and relatively successful (or at least not
unsuccessful) small and medium firms have developed links with South African firms, some of them within the
‘black economic empowerment’ scheme. However, the link between black empowerment processes on both
sides have, more often than not, developed through links with the core MEC and associated dynamics, as well as
other traditional, oligopolistic industries.*®

4.2.3. Influence of the South African financial system

South African capital has long been a driving force in the Mozambican financial market. The literature on
finance in Mozambique usually emphasises that Portuguese financial interests control the Mozambican
commercial financial system. This is only partially true when one looks at the domestic financial system and
abstracts from its international interactions. Moreover, this argument only holds if one abstracts from the
relationship between finance, investment and production.

In other words, Portuguese banks own most of the banks in Mozambique, and the larger banks from the point of
view of domestic banking operations. However, the domestic banking system is responsible for less than 20% of
investment financing, production and trade in Mozambique, and a significant share of their activity is limited to
being an agency to channel international capital flows. Most of the private capital invested in Mozambique over
the last decade or so comes from South African and international financial institutions that operate through
South African banks. This is easily explained: as mentioned earlier, almost three-quarters of private investment
in Mozambique depends on inflows of foreign capital, and half of these inflows are in the form of FDI
associated with large South African globalising corporations.* Thus, South African banks are far more
important than Portuguese ones, but they tend to operate mostly through direct relationships with mega and
large projects and firms rather than through maintaining a direct, physical presence in Mozambique.

More recently, the South African commercial banks have started to expand, physically, into the Mozambican
economy in line with the dynamics of FDI in Mozambique. Hence, one new commercial bank was created and
South African banks bought two commercial banks over the last two years. Together, Nedbank, Standard Bank
and Banco Austral represent approximately one-third of banking operations in Mozambique.

Given their experience in financing productive activities and their superior financial linkages and muscle, South
African banks may be in a better position to expand their domination of the Mozambican financial system and,
therefore, strengthen the influence of key economic and investment dynamics of South Africa in Mozambique:
MEC, oligopolistic competition, SDI and associated investment in infra-structure and tourism, and dependent
industrialisation.

4.2.4. Implications for regional allocation of investment within Mozambique

As should be expected, the regional allocation of investment within Mozambique closely follows the sectoral
dynamics of investment allocation. Between 1990 and 2003, Maputo City and the Province of Maputo absorbed
75% of FDI, 55% of NDI, 52% of loans and other sources and 60% of total private investment. The City and the
Province of Maputo (extreme South of Mozambique) incorporate the largest industrial park in the country, but
investment concentration is mostly due to the presence of Mozal, Motraco (which supplies Mozal with energy),
sugar, beer, soft drinks, cement and cereal milling, which are the most dynamic sectors in term of growth,
exports and investment. This explains the fact that 88% of total private investment in the manufacturing industry
in Mozambique takes place in the City and Province of Maputo.

48 |_utchman and Naidu 2004; Rumney 2004; Shoeman 2003; Daniel, Naidoo and Naidu 2003; Games 2003; Castel-Branco
2004.

9 If one adds to this the fact that all public investment is financed from inflows of foreign capital, the conclusion is that
between 78% and 80% of total investment in Mozambique is financed by inflows of foreign capital.
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In addition, Maputo also absorbs three-quarters of total investment in transports and telecommunications and in
retail trade, as well as almost 90% of total investment in construction and the financial sector, and 30% of
investment in agro-industry.

The Provinces of Gaza and Inhambane (in the South, with the main activities being natural gas, heavy sands and
tourism) together absorb 15% of total FDI and 17% of total private investment. Sofala (in the Centre, with
sugar) absorbs 5% of total FDI and 8% of total investment. Nampula (in the North, with heavy sands and the
Nacala Corridor as the principal investments) absorbs 4% of FDI and 5% of total investment. The remaining
five provinces (comprising 60% of the territory and almost 48% of the population) absorb 1% of FDI and 10%
of total private investment.

Traditional explanations for strong, asymmetric regional distribution of investment include: the presence of
resources, infrastructure and industrial facilities, human capital, privatisation and the importance of local
markets. In the case of Mozambique, the presence of resources is important only for extractive mining
industries; local markets are important for beverages and cereal milling; privatisation is important in the case of
sugar, beer, cereal milling, soft drinks and cement; and infrastructure, industrial facilities and human capital
seems to be important across the board.

However, corporate and public strategies (whether articulated through SDI and/or oligopolistic competition or
not) are dynamically more powerful explanations for regional allocation of investment. First, there is a strong
link between sectoral and regional allocation of resources. Second, the choice of sectors to invest in, given the
other conditions, reflects corporate strategies and public policy in response to them. Third, the distribution of
infrastructure, capacities, productive assets to privatise, income and market demand, is not a natural endowment;
it has been constructed, over time, as a function of corporate strategy and public policy.

5. Case-Studies: aluminium and natural gas
5.1. Aluminium

Mozal is a large aluminium smelter built in the late 1990s in Beloluane, outskirts of Maputo City. It
has the capacity to produce 512 000 tons of aluminium ingots per year. The total cost of the project
was approximately US$ 2.4 billion. Current shareholders are BHP-Billiton (66%), IDC (20%),
Mitsubishi (12%) and the Mozambican government (2%).> In addition to FDI, the financing of the
project has been guaranteed by South African agencies (IDC and South African financial system), the
financial system in the UK and other European agencies (including Mozambican government shares
financed by a loan from the European Investment Bank); by Japanese corporations and financial
system, by the International Finance Corporation (IFC) and even by Mozambique.>* Production
started in 2000, and the main markets are the European Union and the automobile industry in Asia.

Mozal has been given Free Industrial Zone (FI1Z) status. This means that it is exempted from paying duties on
imports of material inputs, equipment, parts and any other imports that are required for the activity of the
company. It is also exempted from paying value-added tax, and corporate taxes are limited to 1% of sales. The
project can import and export capital freely after registering with the central bank.*

With initial capital cost per direct job equivalent to 26 direct jobs elsewhere in the manufacturing sector, each
worker in Mozal produces as much as 30 workers and exports as much as 200 workers from the average

% BHP-Billiton, included in the FTSE 100 index, has recently become the largest aluminium producer in the world,
controlling mining of alumina and smelters. Its business is focused on minerals and non-precious metals, and in June 2003
announced extra profits, over and above their own expectations, of US$1.2 billion.

* Given the close relationships between the South African financial system and the minerals-energy complex of South
Africa, the predominant role of South African financing in Mozal is another indicator of the link between Mozal and the
minerals-energy complex (see Fine and Rustomjee 1996).

%2 See GOM 1999 for the Mozambican legislation on FIZ.
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manufacturing firm.*® In absolute terms, Mozal is far more productive than any other firm in Mozambique.
Relative to its initial capital costs Mozal’s main advantage lies in its huge export capability and demand
pressures that may provide a basis for linkages, provided that the Mozambican economy develops the capacity
to absorb and respond to such demand pressures.

Aluminium represents 48% of total manufacturing output and 28% of total MVA, and the huge difference
between the two is due to Mozal’s heavy reliance on acquisition of intermediate materials and services, mostly
imported. It is interesting to mention that aluminium production by BHP-Billiton is vertically integrated, as this
corporation owns and controls alumina mines and aluminium smelters, and has interests in electricity and final
consumption of aluminium. BHP-Billiton aluminium production is vertically integrated at world level, not
necessarily in any one country. This also means that no single company of the BHP-Billiton aluminium group is
necessarily vertically integrated, although all of them may individually benefit from the industrial linkages that
BHP-Billiton provides. Hence Mozal is exclusively focused on direct production and export of aluminium with
very little vertical integration as it subcontracts the provision of almost all services and goods that are required.
However, Mozal benefits from vertical integration provided through the BHP-Billiton group that owns smelters
and the alumina mines that supply the raw material.>*

Mozal’s total contribution to GDP fluctuates around 3.3%, which, for a single firm, is a huge value. Its
contribution to exports is even more impressive: 75% of manufacturing exports, 60% of exports of goods and
42% of total export revenue of Mozambique.*® Net trade gains of Mozal, estimated at about US$ 400 million per
year at full capacity and steady state, are very large if compared with the scale of the Mozambican economy.
However, when profit repatriation, payments of investment services and transfers of wages of foreign workers
are accounted for, Mozal’s net balance of payment gains are reduced to US$ 100 million per year. Of these, only
about US$ 45 million are actually retained by the Mozambican economy in the form of wages of Mozambican
workers (US$ 17 million), purchases in the domestic economy (net contribution of about US$ 14 million), social
programs (approximately US$ 4 million) and fiscal linkages (expected to be about US$ 10 million in 2004).%°

Thus, Mozal is a huge and very efficient project, but its actual net contribution to the Mozambican economy as a
whole, although still quite important, is not as impressive as might be expected from such a mega project. This
has led many analysts to consider that the main contribution of Mozal to the Mozambican economy is to be a
showroom: to demonstrate that high profile and highly demanding and competitive mega projects can work
efficiently and profitably in Mozambique and compete with the best in the world. Of course, the next question
that comes to mind is why would someone wish to demonstrate that mega projects, from which the economy as
a whole does not profit a huge deal, could work in Mozambique?

According to state officials, the Mozambican government became closely involved with the Mozal project after
the investors demonstrated the potential developmental benefits from the expected demand-related linkages that
Mozal could generate, as well as from employment creation and the opportunity to change the structure of the
economy and improve the balance of trade.>” The success of Mozal is expected to improve business confidence
in the Mozambican economy and attract more FDI. The government also sees mega projects like Mozal as
desirable because they accelerate the pace of industrialisation and the development of the domestic private
sector through linkages.

From previous discussions and data, it is obvious that expected linkages are not happening at a significant rate,
and that high tech mega projects are not the way to address unemployment. The slow development of domestic
business and productive capacities, including the pool of entrepreneurship and qualified workers, is one of the

53 Castel-Branco 2002a and Castel-Branco and Golding 2003. It is argued that Mozal can generate as many as 2,500-3,000
indirect jobs through linkages. This estimate is not taken into consideration in the above analysis because it depends on
linkages that have not yet materialised and also because each one of the predicted, indirect jobs requires more investment for
the said linkages to materialize.

% Castel-Branco and Goldin 2003.
%5 Castel-Branco 2003 and Castel-Branco and Goldin 2003.
% Castel-Branco and Goldin 2003.

% Interviews with Lufs Sitoe, Manuel Mbeve and Sérgio Macamo (Ministry of Industry and Trade, MIC, in Portuguese), and
Anténio Macamo (CPI, linkages division).
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reasons why linkages emerge with difficulty. This suggests that mega projects are not perfect substitutes for
strategies and policies that promote the development of domestic capabilities. Instead, these projects may be
significantly more efficient if they are part of such strategies and policies with broader development goals in
mind.*® Fiscal linkages have been prevented from happening because of the package of incentives that Mozal
enjoys.*® Mozambican officials claim that for public finances to benefit from Mozal, the government needs to
own shares in the project. However, the government, a very minor shareholder, has to pay back the foreign loan
that was used to buy its shares, which attaches risks to public financial returns on a project like Mozal.

Amongst Mozambican officials, it is believed that survival pressures will force Mozambican firms to become
efficient, and that these pressures are what Mozambican firms need in order to become efficient. ‘Intelligent
partnerships’, meaning joint ventures with foreign firms with expertise in the area, are seen as the only available
way to promote domestic firms for two reasons: no other forms of investment are available on a systematic
basis, and joint ventures are seen as the best way to transfer technology, skills and experience.

As discussed earlier, although linkages with the domestic economy tend to grow, even if not very fast, no
significant investment in upgrading of industrial capabilities has taken place in the vast majority of cases. This is
partly due to strong deficiencies related to business strategies, access to capital, understanding of industrial
upgrading demands and other problems related to business and productive capacities. Moreover, most firms see
Mozal as only a fraction of their market, and not one with long-term ties because of the nature of contracts and
cycles of activity. Thus, no firm, domestic or foreign, is willing to commit significant effort, capacities and
resources in substantial industrial upgrading only to compete for occasional contracts with Mozal. Most firms
seek such contracts but improve only what is strictly necessary to win a contract, mainly for reputation and
financial gains.

Thus, little real technology transfer has taken place because the contracts have been almost always short-lived.*
If other mega projects or other dynamic development poles emerge, which have demands consistent with and
complementary to those of Mozal, potential supplier firms may become more committed to true industrial
upgrading and development.

Mozal does not seem to be changing the structure of the economy. On the contrary, it is reinforcing the
economy’s dependence upon a smaller bundle of primary products, only this time it is the transformation of
alumina and electricity into aluminium that dominates manufacturing output and exports of goods, rather than
sugar, tea, cotton or cashew nuts. Similarly, whereas the project’s net contribution to the balance of trade is
significant (abstracting from who retains the real resources, as discussed earlier), the export structure of the
economy is becoming more concentrated and narrow, and therefore more vulnerable to volatile booms and busts
of primary commodity markets.**

Mozambican officials also argue that Mozal was established in Maputo because of Mozambique’s comparative
advantage in power supply (associated with the large Cahora Bassa dam on the Zambezi River, in Tete), cheap
labour and the package of incentives. However, a closer examination shows that cheap labour (meaning low
wage labour) was relevant for Mozal only during the construction phase. The vast majority of Mozambican
workers in the plant are either skilled or semi-skilled, and the company is reported to be recruiting skilled
workers from many other firms because they can pay higher wages.®> Mozal is capital-intensive and the wage
bill is a small proportion of the company’s cost structure.

%8 See, for example, Borensztein, Gregorio and Lee 1995, Eayon and Kortum 1995, Hirschman 1981 and 1958, Lall 1997,
1992a and 1992b, Mello 1999 and Nelson and Pack 1999.

%9 See Helleiner 1989, Hirschman 1981 and Weiss 1980, for a more general discussion of this problem.
8 Castel-Branco and Goldin 2003.

81 See, for example, Edstrom and Singer 1992 for an analysis of the booms and slumps of primary commodity markets and
their de-stabilising impact on the economy and business confidence. According to Castel-Branco and Goldin 2003, between
2000 and 2003 the world aluminium price fell by 15%.

82 Interview with Manuel Mbeve (MIC), and lan Reid and Peter Cowie (Mozal). See also “Metical”, various issues in
January and February 2001. lan Reid and Peter Cowie also argued that one of the major constraints faced by Mozal and any
other future mega project in Mozambique is the acute shortage of skilled and experienced workers. Reid and Cowie also
emphasised that the current labour law does not help industrialisation because the domestic supply of skilled workers is very
limited and the new law makes recruitment of foreign workers very difficult. They suggest that the government should

16



Motraco, a joint venture of three electricity corporations, namely EDM (Mozambique), ESCOM (South Africa)
and SEB (Swaziland), which supplies Mozal’s energy requirements, is linked with the South African power
grid. Therefore, while it is obvious that Mozal has strong links with the energy sector,®® such links are with the
South African energy sector, not the Mozambican. Thus, whether or not Mozambique has comparative
advantages in supplying power is irrelevant for Mozal %

Mozal’s officials argue that the project was located in Mozambique for three main reasons: energy, incentives
and Mozambique’s fast economic growth in recent years.” Their analysis of energy and incentive issues differs
from that of Mozambican officials.

The link with energy is through Eskom’s expansion strategy in the region. This corporation controls most of the
energy generated in South Africa and also by Cahora Bassa, and is involved in new projects to expand energy
production (Mpanda Uncua in Mozambique, and potential projects elsewhere on the continent). Mozal was also
conceived as part of the energy strategy because of its energy intensity, which radically improves the viability
and profitability of private investment in the Mozambican energy sector and of integrating Mozambique’s
energy grid with Eskom’s. Thus, the motivation to establish Mozal in Mozambique, particularly in the South,
can only be properly understood within this more general, strategic framework that combines the capabilities,
interests and strategies of Eskom, BHP-Billiton, the South African financial system and the MEC.

In addition to the package of incentives received from the government of Mozambique, Mozal enjoys incentives
provided by the South African government, more importantly in the form of cheap energy tariffs as part of
export and globalisation incentives. Given that energy is the single largest cost in aluminium production, energy
subsidies may play a far more important role in Mozal’s profitability than some of the other incentives that are
provided by the Mozambican investment incentive legislation.

There are other factors that should be taken into consideration in this analysis. First, Mozambican officials said
that Mozal was developed not from government initiatives but fundamentally because of the insistence of the
investors, even before the revised and more generous version of the FIZ legislation had been approved.
Therefore, incentives at the level of FIZ status were not the fundamental issue in the decision to invest.%

Second, when Mozal was still developing as an idea, Kaiser, a USA-based multinational, was trying to convince
the Mozambican government to build a large aluminium smelter in the outskirts of Maputo. Kaiser failed in
large part because Mozal came along. According to Mozal’s officials, Kaiser did not have the financial structure
or the influence upon the world market to be able to succeed.®” Mozal’s aggressive business strategy seems to
have been motivated also by the need to eliminate Kaiser as a competitor as part of a strategy to protect and
expand the economic might of the South African MEC.

concentrate on training large numbers of professionals of required quality and improving the quality of the education system.
They argue that Mozal is not only recruiting skilled workers but also providing training and scholarships to increase the
supply of skills.

8 Motraco, built primarily to supply energy to Mozal, is proof of this link. The fact that Mozal consumes twice as much
energy as the remaining of Mozambique, and that Motraco could be upgraded to supply the entire manufacturing sector in
the South, is proof of the strong and increasing role of the South African energy sector in the Mozambican economy.

8 Costs and unreliability of supply of electricity are the main infrastructure related problems faced by the manufacturing
sector in Mozambique, as identified by Biggs, Nasir and Fisman 1999. Thus, even if Cahora Bassa is capable of producing
large quantities of energy, the Mozambican economy is not capable of using it. Therefore, arguing that Mozambique has
comparative advantages in power supply requires a strong qualification: in relation to whom? Definitely, it is not relative to
South Africa.

% Interviews with lan Reid and Peter Cowie (Mozal).

% Interviews with Anténio Macamo, Luis Sitoe and Manuel Mbeve. This information is confirmed by lan Reid and Peter
Cowie (Mozal), who said that it was only after several visits by members and officials of the Mozambican government to
Mozal’s twin project in Richard’s Bay, where they could see the linkage potential of a large aluminium smelter, that the
Mozambican government finally decided to go ahead with Mozal.

87 Interviews with lan Reid and Peter Cowie.
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Third, Mozal’s officials also claim that no mega project can succeed in Southern Africa without going through
the South African financial system and operating together with some large South African corporation.®® The
argument is that South Africa has the capability and the experience in the region, and also the integration
strategy that links the economies of the region. For example, in Mozal (1999) it is argued:

Since the project will import a substantial proportion of its inputs from South Africa, it
will stimulate regional trade between the two countries. This trade will also enhance the
viability of the road and rail system that is being implemented as part of the Maputo
corridor... The new transmission line will contribute to regional integration and enhance
the Southern Africa power pool. (pp. 61-2).

Fourth, Mozal creates important dynamic linkages with other South African firms that are the main suppliers of
parts, equipment, services and assistance. Fifth, Mozal’s location in Mozambique also opens access to the Indian
Ocean directly through the Port of Maputo, where investors initially wanted Mozal to be built.%

Sixth, large South African corporations, whether associated with the MEC or not, are globalising instead of
integrating vertically and horizontally within the South African economy. Apart from the market power they
acquire by expanding worldwide, globalisation helps these corporations to become less sensitive to government
policy and to increase the influence of their strategies on public policy.”

Therefore, although the FIZ status helped to get Mozal established in Mozambique, it may have done so only in
conjunction with the other factors. In other words, Mozal may have happened in Mozambique even if the
incentive package made available by the Mozambican government was far less generous.

This analysis points to four fundamental issues. First, massive investment incentive packages increase the social
costs of FDI, reduce its social benefits, and are often superfluous. Second, incentives should not be used without
thorough consideration of the corporate strategies and motivations behind investment decisions because it may
almost always be possible to minimise the social costs of incentives and increase the social benefits of the
project. For example, Mozambique could have used the competition between Mozal and Kaiser, or the strategic
locational advantages of Mozambique, to reduce the magnitude of tax exemptions awarded to Mozal.”* Third,
the analysis of investment projects should only incorporate externalities (such as indirect employment and
linkages) if the costs and possibilities of making such externalities happen are thoroughly estimated and
evaluated; otherwise, projects may be approved on the basis of benefits that will not occur. Fourth, no matter
how much FDI flows into the Mozambican economy,’ there is no substitute for strategies and policies that
effectively create domestic business and productive capabilities, including entrepreneurial capacities and a
qualified and motivated working force. These strategies cannot be general and abstract, and should take into
account the various forces that influence the development of the Mozambican economy, including the processes
of restructuring and expansion of South African capitalism.

® Jan Reid.
8 Manuel Mbeve.
7 See Fine 1997b, Fine and Rustomjee 1996 and Roberts 2000.

™ See, for example, Chang 1998 for a more general discussion of the bargaining process between LDCs and multinational
firms, and Blomstrém, Kokko and Zejan 2000, and Weiss 1998 for a more general analysis of the relationships between the
state and multinational firms.

"2 | arge inflows of FDI, such as the case of Mozal, are likely to be highly concentrated in a few areas because of corporate
strategies and Mozambique’s limited capabilities. This does not offer very good prospects for vertical integration and
diversification of the Mozambican economy. Furthermore, FDI inflows into the economy are unstable and the current boom
seems to be running out of steam (UNCTAD 2000a and 20001). The current capabilities of the Mozambican economy —
infrastructures, skills, entrepreneurial, institutional and financial — would easily be exhausted by a couple of projects of the
scale of Mozal. Therefore, it should not be taken for granted that Mozambique will continue to receive massive inflows of
FDI and that it has the capacity to absorb more mega projects.
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5.2.  Natural gas”

Sasol’s Pande-Temane (Inhambane) natural gas project consists of a small refinery that extracts natural gas,
purifies it and pumps it through a pipeline that is almost 900 kilometres long, crossing three Oprovinces in
Mozambique (Inhambane, Gaza and Maputo), and takes the gas to Sasol’s plants in South Africa, where it will
be transformed into liquid fuels. Sasol (70% of the shares) and IDC are the main partners in this project. The
project falls within Sasol’s strategy of diversification away from coal, of controlling regional energy reserves
and of sharing, in a monopolistic manner, the world market for gas-to-liquid fuels. Thus, in the early 2000s,
Sasol signed an agreement with Chevron (USA) to form a worldwide gas-to-liquid fuels joint venture, and
Mozambique’s natural gas reserves are part of such a project.

The cost of the project is estimated at US$ 1.5 billion. The project will employ less than 200 workers during
operation. Gas will start to be pumped to South Africa in 2004. When the operation starts, Mozambique’s
exports to South Africa are expected to increase very sharply, much reducing Mozambique’s trade deficit with
South Africa. However, the real balance of payments impact of the project will depend on the same factors as
described for Mozal: net current and capital account effects, as well as the actual retention of resources by the
Mozambican economy which, in turn, depends on wages, taxes, domestic purchases, social programmes and so
on.

It is too early to attempt any quantitative projections of the economic impact of the natural gas project, but it is
expected to have the same profile as Mozal’s. GDP and industrial output will jJump to a higher level, or
platform, of activity from which further growth will depend on the growth dynamics elsewhere in the economy.
Exports will also jump to a higher platform, but actual balance of payments gains (including actual resource
retention by the host economy) will be significantly less impressive than export growth. An added twist to
export dynamics: two primary energy and mineral based products, aluminium and natural gas, will account for
about two thirds of the country’s total export revenue. This will increase export concentration leading to
dangerous levels of vulnerability to shocks related to commodity market volatility. If industrial domestic
linkages are not created and other development poles do not emerge, production and export concentration will
tend to constrain productive capacities to a narrow range of basic operations, sectors and technologies.

Downstream links from natural gas, associated with the development of energy intensive industries, like the
dormant Maputo Iron and Steel Project (MISP), are still only a theoretical hypothesis (similar to the probability
of developing downstream industries that may use Mozal’s aluminium as an input). If such energy-intensive,
downstream links develop while the remaining industrial sectors do not, then the Mozambican system of
accumulation, reflected through the agencies, linkages and productive and export base, will become
fundamentally dominated by the core MEC.

Thus, strategically it is at least as important to diversify the social, sectoral and regional sources of economic
growth and dynamics, as it is to maximise the linkage potential generated by the existing dynamics of the MEC
in Mozambique.™

There is, however, another dimension of the natural gas project that is very important to consider: the
implications of fierce oligopolistic competition for strategies, costs and benefits for the economy.

The monopoly of the Pande-Temane natural gas reserves was allocated to Enron (United States) by the
Mozambican government in the mid-1990s as a condition of the continuation of the United States government’s
food aid programme to Mozambique. Enron expected to export the gas to South Africa, but negotiations with
Sasol and the South African government did not make any progress for years. Then, Enron conceptualised the
development of the iron and steel project (MISP) to diversify the market for natural gas by increasing domestic
demand, and a consortium with the IDC and a Swedish corporation was created for this purpose.

After the Mozambican government approved the general outline of the MISP, the IDC withdrew from the
project without, as far as available information is concerned, ever giving a convincing formal explanation for the
move. The closest to an explanation that the IDC gave was to argue that its corporate strategy was to move away
from capital-intensive projects. However, this explanation is not consistent with the IDC’s investment in the

78 Section based on interviews with CPI and the mega project advisory group, and on media articles.

" Castel-Branco 2004, 2003 and 2002a; Castel-Branco and Goldin 2003.
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expansion of Mozal two years later, and with its partnership with Sasol in the natural gas project. The IDC’s
position might have been influenced by the desire to block Enron and support Sasol’s goals; or it might have
been motivated by the monopoly power of another South African large corporation, Iscor (steel), which might
not have been interested in the opening of a mega steel and iron project in the region outside its control.
Whatever the official reason might be for IDC’s decision concerning MISP, the consortium broke up soon after
and Enron was left alone to try, and fail, to mobilise finance for a US$ 1.2 billion project that had been
abandoned by two of the three main partners.

Enron’s position became unsustainable. They had a monopoly of the gas reserves but no market for it. It was
only a matter of time before Sasol launched the final offensive to acquire Enron’s monopoly rights to the gas
reserves. Sasol had signed an agreement with Chevron for a worldwide joint venture on gas-to-liquid fuels, and
claimed to have found enough gas reserves in Sofala to build a petrochemical refinery without Enron’s
involvement. Some Mozambican experts also claim that at the time Mozambican government institutions and
public utility enterprises blocked any attempt by Enron to develop the gas and the iron and steel projects.
Whether this claim is true or not, Enron had no sustainable negotiation position. At the end they left and Sasol
acquired the monopoly over the natural gas project.

Thus, a bigger and more capable player threw out Enron, the original bully. The alliance between the South
African and the Mozambican government in pursuing and helping Sasol’s cause was stronger than the USA
threat of cutting food aid. Also, at the end of the process, Mozambique was not as dependent on food aid for
food security and public revenue as it was in 1994-1995, and the troubles that later led to the bankruptcy of
Enron, and to criminal charges against its top managers had already started to shake what was once one of the
largest energy companies in the world.

The oligopolistic war delayed the start of the gas project by more than eight years, and prevented the iron and
steel project from starting. (One could even ask if the MISP could ever be developed without the *approval’ and
involvement of Iscor, and what the market for its output could be). The final outcome was simply that one
monopolist was replaced by another, and the new one forms part of the regional and global dynamics and
strategies of expansion of the South African core MEC.

What was the role of the Mozambican government in this process? Did the government formulate a strategy to
maximise social and economic benefits for Mozambique by negotiating on the basis of the war between Sasol

and Enron, and Sasol’s strategic interest in the project? There is no definite evidence for a yes or no answer to
these questions.

However, the case of the natural gas project shows four important points. First, the development of large
projects tends to be determined by corporate strategy rather than by the simple availability of resources. As the
Sasol chief executive said when the monopoly rights agreement was signed with the Mozambican government,
Sasol had waited three decades for the right time to make the predatory move, and the agreement marked the
accomplishment of its corporate and business strategy. Second, strategy gives competitive advantages to
corporations but also reveals their strategic interests that could be used by governments to bargain for better
social and economic deals. Governments need to understand the strategies and moves of the corporations, and
need to have their own strategies.

Third, the South African government actively pursues regional and globalisation strategies and helps the
construction of market dominance by large South African corporations: the IDC, for example, has been a key
player in the natural gas project (and also in Mozal), not only by providing finance but also by participating in
oligopolistic wars. And the Mozambican government — what strategies does it pursue? Or does it believe that
any orthodox textbook about the economics of perfect competition correctly describes the market forces at play
in the region?

Fourth, whether one likes it or not, the processes and systems of accumulation, investment and business
development in the region are closely related with some key dynamics. Hence, public and corporate strategies
alike have to incorporate the regional and international dimension of economic and business development or be
irrelevant. Again taking the example of the MISP, does it really make any sense to develop such a large project
with the main purpose of diversifying the market for natural gas? What knowledge do the government,
investment promotion institutions and businesses in Mozambique have about the dynamics of the iron and steel
industry in the region (issues such as demand, supply, technology, competitiveness, finance, adjustment
strategies —expansion, contraction and upgrading — incentive mechanisms in place, agents involved and the
linkages developed)? Industrial strategies and policies cannot only be based upon linkages that are

20



technologically possible. They have to be focused on the actual social and economic linkages and agents, and on
the way they relate to each other to form capacities, pressures and interests that determine which strategies are
adopted and implemented and what their outcome is likely to be.

6. The macroeconomic-production/investment-trade nexus and patterns of investment and
trade with South Africa

Macroeconomic, productive and trade conditions in Mozambique are closely and dynamically related. On the
one hand, productive and trade dynamics affect macroeconomic balances: employment, fiscal deficit, balance of
trade and balance of payments deficits, savings, investment and growth. On the other hand, macroeconomic
limits also constrain growth and investment dynamics. Finally, macroeconomic policy, aimed at providing
monetary balances through monetarist approaches, contributes to shaping the patterns of investment and growth,
and may not help to address the productive and trade dynamics that may affect the imbalances that monetary
policies are trying to address.

Thus, any approach to developing business and productive capacities has to take into account the dynamic
relationship between macroeconomic, productive and trade conditions, including macroeconomic policy. To do
s0, it should start by looking at the impact of current patterns of growth, trade and investment on
macroeconomic conditions, and how macroeconomic policies affect macroeconomic, productive and trade
dynamics.

The macroeconomic-production/investment-trade nexus in Mozambique involves three main characteristics.
First, the productive base of the economy is heavily import-dependent, such that imports of investment goods
are highly and proportionally sensitive to investment. Second, the export basis is highly concentrated and
narrow, established around primary products and up to 2001 was not elastic with respect to investment. Thus,
investment and economic expansion have always been associated with chronic and increasing trade balance
deficits. This means that every time the economy expands the trade balance deficit increases to the point of
crisis.

Third, investment is highly dependent upon inflows of foreign capital. Thus, when investment and the economy
expand, the capital balance becomes highly positive. In the short run, the capital balance surplus may offset
some of the trade deficit generated by economic expansion. In the long run, if foreign inflows of capital are not
continuous, capital repatriation and interest (and other investment services) payments will contribute to the
overall balance of payments deficit. That is, the trade deficit is chronic, while the capital balance surplus is short
to medium term. Thus, the lasting effect of fast growth, given the current patterns of investment, production and
trade, is balance of payments imbalances.”

This general trend has been slightly modified recently because exports have become more elastic with respect to
investment. This is only due to the export impact of Mozal (aluminium), and the forthcoming export impact of
Sasol (natural gas). As mentioned earlier, the other sectors have had a very small impact on increase of exports.

Mozal’s net trade gains in 2004 are expected to be around US$ 350 million, which will reduce Mozambique’s
trade deficit by more than one third. Between 1998 (when construction started) and 2003, Mozal’s net trade
gains were either negative or close to zero due to the high import intensity of construction and production and a
larger and longer than expected fall in the world price of aluminium. As production and exports approach steady
state at full capacity, and world prices recover and stabilise, net trade gains tend to become highly positive.”

As mentioned in early sections, the impact on trade is not the only way that Mozal affects the balance of
payments: the overall impact has to include the current and the capital accounts. Once such factors are
considered, Mozal’s net contribution of uncommitted resources to the economy may be around US$ 45 million
per year at full capacity.”’

75 Castel-Branco 2003, 2002a and 2002b.
76 Castel-Branco and Goldin 2003.

7 bid.
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Additionally, there is the problem of export concentration: a 10% variation in the international aluminium price
will immediately change export revenue by more than US$ 80 million, which is more than the overall exports of
the manufacturing sector (excluding Mozal). At the same time, the trade deficit will change by about US$ 40
million. Between 2000 and 2002, the world aluminium price fell by 15%, such that only in 2004 is Mozal
expecting positive net trade gains. If BHP-Billiton adjusts output to a longer than expected fall in aluminium
prices, export revenue loss will be even larger.”

Thus, leaving the solution of the macroeconomic-production/investment-trade nexus to mega projects seems to
be not only unwise but also dangerous. First of all, multiplier effects of such MEC projects are limited, unless
they continue to expand individually (which is unlikely). Second, the import substitution effect of such projects
is also very limited. For example, Mozal could reduce production-related imports by one sixth at best, provided
that the Mozambican economy can supply everything that is not electricity and alumina (which is unlikely to
happen during the lifetime of Mozal’s project). Third, the overall balance of payments, wage and fiscal linkages
emerging from such projects are very limited: a cereal milling or beverage firm producing a small fraction of
Mozal’s output pays far more taxes than Mozal.” Fourth, the economy becomes more volatile as exports
become more narrowly based. In periods of boom, the economy tends to suffer from ‘Dutch disease’; with the
exchange rate and the non-MEC productive basis becoming uncompetitive, domestic prices may go up and
external trade trends may actually become more chronically imbalanced. In periods of crisis, the economy may
lose at least the equivalent of the exports of the entire manufacturing sector (MEC projects excluded). Fifth,
policy and institutions will tend to develop around the dominant interests of the MEC and oligopolistic
expansion, thus failing to systematically address the issues related to broadening the basis for growth,
investment, trade and development.®® Not surprisingly, one top manager of Mozal argued that it is much easier
to invest US$ one billion than US$ one million in Mozambique.®

In the short run, mega projects can increase the elasticity of exports with respect to investment and have a huge
impact on net trade gains, provided that prices are stable and productive and pecuniary linkages are developed
with the rest of the economy. However, a strategy that is solely focused on mega projects to promote
equilibrium, stability and dynamic economic linkages is bound to fail if the issues related to promoting a broad
basis for development are not seriously addressed.

At the same time, since 1987 the government has been trying to address serious macroeconomic imbalances
through monetarist policies aimed at controlling aggregate demand and money supply. If external aid is
excluded from the picture, progress on macroeconomic stability has been minimal over the last 17 years.
Although fast GDP growth has resumed, employment is continuing to fall, skills have been lost and entire
industries have disappeared, fiscal revenue has not kept pace with economic growth, and trade and balance of
payments deficits are, and tend to continue to be, strong, unsustainable and rooted in the patterns of economic,
business and productive capacity development.®?

Monetarist policies have a strong impact on real economic variables (investment, savings, growth, employment)
affecting:

8 1hid.

™ It can be argued that mega projects usually implement larger social projects than other firms. Together, Mozal and
SASOL, for example, spend a total of about US$ 10 million per year in social programs. However, this is less than half of
what a 1% increase in turnover taxes of these projects would contribute to the state budget (these projects benefit from the
largest tax holidays available in Mozambique due to their status as free industrial zones). Additionally, these mega projects’
social programs tend to be focused on infrastructure building: schools, health centres, roads, housing complexes, and so on.
The management and operation of such infrastructures is, however, assumed by the government and translated into pressures
upon current expenditure. Thus, capital expenditure in social programs by individual projects may well crowd out the ability
of the state to sustain such programs or to develop other social programs. Therefore, social programs would be better served
if such projects pay more taxes.

8 Castel-Branco 2002a and Castel-Branco and Goldin 2003.
81 Castel-Branco and Goldin 2003.

8 INE (various issues of the statistics yearbook); Banco de Mogambique (various annual reports); Castel-Branco 2003,
2002a and 2002b, and 1994.
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= the level, type and allocation of resources available

= the behaviour of economic agents, including of the financial institutions, employers and employees

= the ability to mobilise and deploy new resources and capacities and

= the dynamics that have the most influence on economic growth, investment, trade and development.

Such policies have not coped well with monetary variables: apart from inflation, which has been below 20%, but
unstable, for 8 years, no other monetary variable improved significantly. Aid flows are going to start declining
and mega projects will not replace their (apparent) ‘stabilising effect’. Thus, the time may have arrived when the
costs and benefits of pursuing monetarist policies to stabilise macroeconomic conditions should be seriously and
rigorously reassessed. Most importantly, data clearly shows that there is a clear macroeconomic-
production/investment-trade nexus that is far more important in determining macroeconomic balances and long-
term development prospects than pure monetary variables as they are perceived by monetarist policies.

Thus, unless the macroeconomic-production/investment-trade nexus is specifically addressed by development
strategies (for example, through promotion of economic linkages and exports on a broader social, sectoral and
regional basis), stabilisation programs will continue to be ineffective and growth dynamics will continue to be
unstable and short lived. South African investment and trade dynamics in Mozambique are not helping to
address this issue.

7. Conclusions

One question that may arise from the earlier discussion is whether South African FDI in Mozambique is ‘good’
or ‘bad’ for development. As a starting point for analysis, this question is too simplistic and inadequate. On the
one hand, it involves normative definitions of development and of what is good and bad for each different
development path. On the other hand, it is a normative question, rather than one that is trying to describe and
understand the patterns of development that are actually taking place. Finally, the question abstracts from the
fact that different circumstances and interests may determine very different qualitative assessments of similar
patterns of growth, investment and trade.

One way of developing a better research question is to seek to understand the patterns of development that are
taking place, the types of productive capacities and social conditions that are being created, and the real
possibilities for change that are available or that can be created at affordable social and economic costs. In
attempting to do so, it will be important to understand how agents and economic linkages interact at national and
regional levels to form part of, and influence, the emergence of such patterns of development.

From the analysis made in the earlier sections, it seems that current patterns of development in Mozambique are
too narrow and unstable, and are becoming narrower as a result of interests and pressures associated with agents
and linkages that form part of a system of accumulation based upon the MEC and oligopolistic strategies,
competition, co-operation and globalisation. It seems to be obvious that broadening the social, sectoral and
regional basis of growth and development is of crucial importance. Furthermore, it is also necessary to increase,
diversify and upgrade production, services and export bases, and strengthen domestic and regional backward
and forward linkages. Moreover, the analysis shows the relevance of learning how to define and choose
priorities and how to articulate capacities, resources and institutions to pursue such priorities. Another core point
that emerges from the analysis is the need to take advantage of the dynamics of large corporate expansion to
develop linkages that may actually help to diversify the economy. Finally, the other challenge is how to link
such developments with poverty reduction and improving of the general working and social conditions for the
vast majority of the population.

The big question that has to be asked, however, is where is the energy and capacity for change going to come
from? If the dominant strategy is determined by the core MEC, if the MEC is capable of mobilising resources to
pursue its strategies and goals, if the strategies pursued do not address all, or any, of the above questions, how
can change take place? Thus, the analysis has to very quickly evolve towards a better understanding of the
relationship between the state and other social forces within Mozambique, South Africa and the Southern
African region, which may support change with a regional dimension. There is no point in attempting to protect
national boundaries against MEC and oligopolistic economic integration. Change towards broader, more
progressive and socially more equitable development dynamics requires a regional and international perspective.
The development of this perspective demands a better understanding of the political economy of economic
accumulation and integration in Southern Africa.
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