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SUMMARY OBSERVATIONS

(1)
Economic Environment 
1. The reforms pursued by Mozambique since its first Trade Policy Review in 2001 have contributed to high economic growth of 8.7% on average per year during 2001-07, driven mainly by megaprojects financed by foreign direct investment and public spending largely financed by foreign aid.  Mozambique remains committed to pursuing prudent fiscal and monetary policies.  It has made efforts to reduce its public deficit (after arrears clearance and on cash basis) from 6.17% of GDP in 2001 to 3.9% in 2007, through improved expenditure management and tax administration and collection.  Since its 2006 reform, which introduced the New Metical as the national currency, the Bank of Mozambique has maintained a restrictive monetary policy, with "price stability" as the major goal since 2007.  Nevertheless, the rising oil and cereal prices on international markets have adversely affected Mozambique’s attempt to keep inflation at around 6-6.5%;  the Consumer Price Index (CPI) for the capital city of Maputo recorded an annual rate of increase of 10.26% in December 2007.  
2. Despite continuous growth, Mozambique remains among the poorest least developed countries (LDCs), with GDP per capita of US$398.20 (at constant prices) in 2007.  Mozambique's economic potential remains largely untapped, due mainly to supply-side constraints including poor access to and high costs of utilities, e.g. water, electricity, transport, telecommunication, and financial services.  Furthermore, administrative hurdles have inhibited the business environment.  The ongoing reforms are aimed at addressing these constraints.  The functioning of the public sector and the business environment are to be improved with a view to enhancing the development of the private sector.  The Government’s Action Plan for the Reduction of Absolute Poverty (PARPA II), adopted in 2006, is aimed at reducing the incidence of poverty from 54% in 2003 to 45% in 2009.  

3. Services remain the leading sector of the economy (accounting for approximately 55% of GDP in 2007), followed by agriculture, including fisheries, livestock, and forestry (23%), and manufacturing (13%).  The agriculture sector, however, employs about three quarters of the labour force, mostly engaged in subsistence farming on an informal basis.  Hence agriculture plays a central role in achieving the poverty-reduction objectives set out in the PARPA II.  Mozambique has considerable mining resources, which are not yet fully exploited.  As a result, the contribution of the sector to GDP remains low, at 1.3% in 2007.  Production in new mining projects is scheduled to start in the near future.  Mozambique anticipates that FDI flows to megaprojects in the mining sector will continue to grow;  a central government objective is to improve the management of natural resources and to increase the net contribution of these projects to the national economy.  
4. Since the first TPR of Mozambique in 2001, trade has become more important to its economy.  The ratio of trade in goods and non-factor services to GDP increased from 54.1% in 2001 to 64.4% in 2007.  Production by megaprojects, which benefit from incentives under the Industrial Free Zone (IFZs) regime, has contributed to the sharp increase in exports (up by 230%) and imports (up by 180%) from 2001 to 2007.  Mozambique's export structure has not changed since 2001;  its major export is aluminium (almost two thirds of total exports in 2007) produced from imported alumina originating in Australia, and exported to the European Communities (EC), where it benefits from preferential access.  Mozambique also exports electricity to South Africa, the leading export destination in the region.  Exports of cashews, cotton, refined sugar, tobacco, and fishery products, though low in terms of relative contribution to the total value of exports, are significant in terms of their contribution to rural incomes.  In addition to alumina, other major imports are oil (10% of imports in 2007), followed by food and chemicals.  Imports originate mainly in Australia and South Africa.  Mozambique is a net importer of services.
(2)
Trade and Investment Regimes

5. Mozambique’s Constitution was modified in 2004 to decentralize decision making powers and improve the functioning of the judicial system.  Mozambique’s Assembly of the Republic adopts laws and ratifies treaties.  The Council of Ministers formulates and implements public policies, and responsibility for trade and investment matters is vested in the Ministry of Industry and Commerce (MIC), assisted by inter-ministerial committees.  Public/private sector dialogue is maintained primarily through the Confederation of Economic Associations (CTA), which has been active in improving the business and investment environment.

6. The Investment Code, already in force in 2001, is unchanged, but the investment regime has been improved by the adoption of a new Commercial Code, a consolidated Code of Fiscal Benefits (with mining and petroleum being regulated separately since 2007), and a new Labour Law providing for greater flexibility in the labour market.  However, two major bureaucratic obstacles to investment remain in place:  the comprehensive licensing system, and the inspection of premises.  Despite these and other supply-side constraints, Mozambique has attracted substantial foreign direct investment inflows since its first TPR, partly due to tax incentives, under the IFZs regime.  Incentives were curtailed in 2002 and are presently under review.
7. Mozambique is an original member of the WTO and grants at least MFN treatment to all its trading partners.  It generally supports the positions of the LDCs, the African Group, the ACP countries, and the Group of 77 Developing Countries on issues  related to multilateral obligations and technical assistance.  Cotton and sugar subsidies, as well as food security, are of particular concern to it.  Mozambique has made some progress on the implementation of WTO rules since its first TPR, notably with respect to customs valuation and the protection of intellectual property rights.  In contrast, notifications remain a persistent difficulty, and Mozambique’s participation in the multilateral trading system remains modest, despite the increasing importance of trade to its economy.  Mozambique has benefited from a large number of WTO activities to support the development of its international trade, including the Integrated Framework and the Joint Integrated Technical Assistance Programme II, but further capacity-building is needed.
8. Mozambique is a member of the Southern African Development Community (SADC).  Since its first TPR, Mozambique has concluded preferential trade agreements with Malawi and Zimbabwe to supersede former trade arrangements.  At the end of 2007, Mozambique initialled an Interim Agreement with the EC to conclude an economic partnership agreement by the end of 2008 and replace the long-standing preferential access granted by the EC under the Cotonou Agreement.  With the United States, Mozambique benefits from preferential access under the African Growth and Opportunity Act, signed a trade and investment framework agreement (TIFA) in 2005, and is negotiating a Millenium Challenge Account (MCA).  Other WTO trading partners also offer Mozambique preferential access arrangements under their GSP schemes or other arrangements.

(3)
Trade Policy Instruments

9. During the period under review, Mozambique lowered its tariff in two instances.  It reduced the maximum tariff from 30% to 25% in 2002, and from 25% to 20% in 2007.  Its 2008 MFN applied tariff comprises rates of zero, 2.5%, 5%, 7.5%, and 20%;  all tariffs continue to be ad valorem.  As a result of the reductions, the simple average applied MFN tariff rate declined from 13.8% in 2001 to 10.1% in 2008.  However, the tariff structure remains unchanged, with higher protection on agricultural products (13.5%) than on non-agricultural products (9.5%) (WTO definitions, excluding petroleum products).  Reductions in the applied tariff rates have increased the gap between applied and bound rates.  Under its Uruguay Round commitments, Mozambique bound tariffs on all agricultural products at a ceiling rate of 100%, while bindings on non-agricultural products are very limited;  only 19 tariff lines at the 1996 HS  eight-digit level were bound at either 5% or 15%. Extension of the scope of tariff binding on non-agricultural products would increase the predictability of the regime.  "Other duties and charges" on all bound items were bound at 100%.  Mozambique continues to apply surtaxes on sugar, cement, and galvanized steel products, also in place at the time of its first TPR.  Mozambique levies a VAT of 17%, along with excise taxes;  certain necessities are exempt from VAT as a poverty-relief measure.

10. In 2002, Mozambique implemented the WTO Customs Valuation Agreement.  The requirements for pre-declaration and pre-payment of customs duties and taxes were eliminated in 2003.  Pre-shipment inspection applies to a positive list of products, which is being narrowed, with fees assumed by the Government.  The full operation of the Customs Service was returned to domestic control in 2005;  the proper management of Customs however remains a challenge.  Computerization is incipient.  Under the foreign exchange regime, all operations, including imports and exports, require registration and authorization.  The import and export licensing regime appears largely unchanged since 2001, with restrictions in place to protect consumers, animal and plant health, as well as the environment.  Mozambique’s standards regime and its accreditation and certification procedures have not been modified since its first TPR in 2001.  In general Mozambique uses international standards and adapts them only when it is necessary to suit domestic circumstances.  Mozambique’s sanitary and phytosanitary regime has not been revised substantially since 2001.  SPS measures on imports are based on international standards drawn up by the World Organization for Animal Health (OIE), the International Plant Protection Convention (IPPC), and the Codex Alimentarius.  Certain imported products (plants and plant products, and the products of apiculture) require a Phytosanitary Licence of Importation and are subject to inspection and control.  Imports of animals and products of animal origin must obtain a Sanitary Licence of Importation.  Export taxes are still used to encourage processing;  for instance, exports of raw cashew nuts are subject to an 18% tax.  Mozambique does not have legislation on contingency trade measures.

11. In 2007, Mozambique issued a general policy on competition, and a regulatory framework is to be adopted.  The State remains a main economic operator;  the supply of, inter alia, fixed-line telephony, electricity, and water, continues to be the preserve of state enterprises, contributing to Mozambique’s supply-side constraints.  The new government procurement legislation, adopted in 2005, is aimed at improving the transparency of contracts and their award procedures, and should contribute to the improved use of public resources.  

12. Since its first TPR, Mozambique has revised its regime on intellectual property protection and enacted new laws to bring it into closer conformity with WTO rules.  Procedures to obtain intellectual property rights have been streamlined.  Efforts to ensure respect for intellectual property rights, and in particular to combat piracy and counterfeiting, are continuing.  In 2006, Mozambique introduced fines for the first time to deter infringement of industrial property rights (including through counterfeiting).
(4)
Trade Policies by Sector
13. Agriculture is the major employer in Mozambique, absorbing some three quarters of the labour force, mostly engaged in subsistence farming on an informal basis.  Productivity has remained low.  Therefore, a key policy objective is to raise productivity in the sector, as this would contribute to poverty alleviation and food security.  Agriculture has remained the most protected sector with an average tariff of 12.4%, compared with an overall MFN average of 10.1%.  Mozambique's major agricultural exports include cashews, cotton, sugar, tobacco, and fishery and forestry products, and government intervention in these subsectors remains significant.  

14. Manufacturing activities in Mozambique are limited, consisting either of import-competing agri-industries or export-oriented megaprojects.  Foreign direct investment has been instrumental in the expansion of aluminium production, and the exploitation of mineral sands, coal, and natural gas, as well as electricity generation.  Such investments have been fostered by tax incentives, as well as low (subsidized) electricity tariffs for aluminium production.  Import-competing enterprises are protected from imports by relatively high tariffs as well as, in some instances, through VAT exemptions.  In particular, the sugar companies operate under a guaranteed minimum domestic price system, enforced through a variable import surtax and distribution controls at the retail level.  Mozambique also exports sugar under preferential quota access to the EC and U.S. markets.
15. Mozambique is a net oil importer.  Downstream petroleum activities at retail level have been liberalized, but the importation of fuel products remains reserved to the state-owned enterprise IMOPETRO.  Domestic fuel prices are regulated; they are adjusted on a monthly basis to account for world market price developments.

16. Further development of the services sector, with improved and efficient supply of services, is necessary for Mozambique to overcome some of its supply-side constraints. Banking services remain underdeveloped with substantial concentration, while insurance services have been somewhat liberalized.  Tele-density has increased substantially as a result of the rapid penetration of mobile communication services, but access to Internet services remains low;  privatization of the incumbent fixed-line operator, foreseen for some time, has been postponed indefinitely.  Mozambique has developed a multimodal transport infrastructure, through the rehabilitation of ports, roads, and railroads, allowing its integration with that of major trading partners, in particular South Africa and its land-locked neighbours, for which Mozambique's ports are an important gateway.  The rehabilitation of infrastructure and transport services has been instrumental in developing Mozambique’s tourism.  However, further development is required since inadequate and costly air transport services remain an impediment to growth of the tourism subsector.  Mozambique made limited commitments under GATS;  widening the scope of these commitments would support its efforts to overcome the existing bottlenecks and help attract national and foreign investment.

(5)
Trade Policy and Trading Partners
17. Since its 2001 Review, Mozambique has taken steps to liberalize its trade regime on a unilateral basis.  It has, inter alia, lowered its maximum tariff rates, and improved its investment regime.  Nonetheless, structural problems, including the high price and inefficient supply of utilities by state-owned companies operating under monopoly, as well as administrative hurdles, still inhibit the business environment and competitiveness.  Therefore, continuation of the reforms remains necessary.

18. Mozambique is yet to meet its notification obligations.  Its multilateral commitments on goods and services do not reflect its actual regimes.  Therefore, continued reforms, improvement of multilateral commitments through extension of their scope, and reduction of bound rates, as well as efforts to meet notification requirements, would help to enhance the transparency and predictability of Mozambique's trade regime.  Trading partners could help by ensuring that their markets are fully open to goods and services of interest to Mozambique, and by providing more technical assistance.
