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Commentary

Is Mozambique following a latecomer
developer strategy?

Joseph Hanlon
j.hanlon@open.ac.uk

Development for poor countries is becoming increasingly difficult, as the
developed world closes off traditional avenues for domestic economic
growth. Tighter intellectual property rules mean poor nations cannot simply
ignore patents, as the United States did during its period of industrial
growth. Free trade and tendering rules make it harder to give preference to
domestic companies, as Europe did when it developed. Negotiating deals
with local business groups, as South Korea did, is now treated as corruption.
Having an industrial policy like the East Asian Tigers is now unacceptable
because it is trying to ‘pick winners’ and interfere with the free market.
Support for agriculture, including massive subsidies, is OK for Europe and
the United States, but unacceptable for developing countries.

The South Korean born Ha-Joon Chang, Reader in the Political Economy
of Development at the University of Cambridge, in his 2003 book Kicking
Away the Ladder: development strategy in historical perspective, declares
that ‘developed countries did not get where they are now through the
policies and the institutions that they recommend to developing countries
today. Most of them actively used “bad” trade and industrial policies, such
as infant industry protection and export policies.… If this is the case, aren’t
developed countries, under the guise of recommending “good” policies and
institutions, actually making it difficult for the developing countries to use
policies and institutions which they themselves had used in order to develop
economically in earlier times?’ Chang’s answer is yes, and his book title
comes from a quote from the 19th century German economist Friedrich List:
‘It is a very common clever device that when anyone has attained the summit
of greatness, he kicks away the ladder by which he has climbed up, in order
to deprive others of the means of climbing up after him.’
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Mozambique is a poor, peripheral African country where the leaders are
trying to find the ladder to climb out from poverty. But in the attempt to follow
a sensible latecomer development strategy, they are having to bend the
rules, in the face of overwhelming donor pressure.

After a decade long Cold War proxy war in the 1980s killed a million people
and did $20 billion in damage, Mozambique came into the 1990s in no position
to challenge the international donors. So it opted for the opposite approach
– total subservience which made it a donor darling and aid exceeded $1 billion
per year from 1999. It dutifully followed the neo-liberal policies imposed by
the World Bank and IMF, privatising thousands of businesses including the
entire banking sector, ending agricultural research and marketing, cutting
civil service wages to below poverty levels, and cutting health and education
spending – then following instructions and increasing health and education
spending after the donors adopted the Millennium Development Goals. No
support was allowed for the nascent private sector, so privatised businesses
closed and new firms and jobs were not created. Foreign investment was
promoted with huge tax breaks, but it has been largely in the capital-intensive
mineral-energy sector which created few jobs. With Mozambique seen as
such a star pupil, donors turned a blind eye to growing corruption – until
1999-2001 when banks were looted of several hundred million dollars and two
people investigating the thefts were assassinated. Meanwhile, between
1997 and 2003 – despite all the aid being poured into the country – poverty
increased, and nearly two-thirds of the population were below the poverty
line.

The ruling party, Frelimo, reacted and decided that President Joaquim
Chissano could not stand again in the 2004 Presidential elections. Instead
the party chose Armando Guebuza, a leader in the 1965-74 independence
war, then a government minister, then the government’s chief negotiator in
the 1990-92 Rome peace talks that ended the proxy war. Guebuza had been
quick to see the importance of the change to capitalism in the 1990s and
became one of Mozambique’s wealthiest businessmen. An early Guebuza
priority was building the economy and a central plank of his election platform
was that Mozambique should have a development bank which would
promote domestic business. But even before the election, he was publicly
told by the donor community that Mozambique would not be allowed to have
a development bank – government directed development finance would
distort the free market and banks had to be private.

Guebuza won the election by a large margin, but came to power with the
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donors rejecting a key element of his latecomer development strategy. If
Mozambique was not to be allowed to publicly and transparently support
domestic capital, how was the new government to promote the growth of
national business? It increasingly appears that Guebuza and a group of
young Mozambican businessmen are trying to work on the grey margins of
what donors and the international community will permit to try to carve out
a space in which local business can grow.

Guebuza is also working in a penumbra of what his own party will accept.
The 1990s was characterised by quite crude rent-seeking, known in
Mozambique as ‘goatism’ – cabritismo in Portuguese, coming from a saying
that a tethered goat eats anything that comes within the length of its leash.
The problem became so serious that most new businesses were unprofitable
because of the bribes and fees expected by so many officials. The old guard,
which had been around President Chissano, and which was still important
in the party, continued in a more rent-seeking mode. For example, the Frelimo
party company SPI was part owner of the company given the contract to
install a non-invasive scanner in port of Maputo; all containers going
through the port had to pass through the scanner, and pay a fee of $20 to
$100 per container. The third mobile telephone licence was awarded in 2010
to a Vietnamese company with SPI as a partner. And in 2007, Guebuza was
mysteriously lent money to buy shares in Vodacom, the holder of the second
mobile telephone licence, which already had many of the nomenklatura as
shareholders; in an interview, Vodacom said it was ‘the norm’ to have shares
held by political parties and government officials. So large foreign investors
see it as ‘the norm’ that as part of investing in Mozambique and other African
countries, shares need to be given to the local elite.

But rent-seeking and goatism is not the only story. In 1995 at the height
of the neo-liberal mania the World Bank had destroyed the local cashew
industry by enforcing free export of unprocessed nuts. This first smashed
the processing factories, throwing 10,000 people out of work, which in turn
meant peasants lost their guaranteed market, and production collapsed. The
prime minister Pascoal Mocumbi told parliament in 1997 that if Mozambique
asked money ‘from the World Bank, then the Bank imposes its conditions.
But sometimes we have to accept things that are not in our interest, because
there is no other way out’ (Hanlon and Smart 2008: 40). But then in 2001 the
government and a handful of NGOs began working on the margins of what
was acceptable to reverse the World Bank imposed policy. A small state
agency for cashew was set up and there was support for the entire value
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chain: help for new processing factories, substantial technical and business
assistance, and restrictions on exporting unprocessed nuts before demand
from local factories was met. By 2006, 6,000 factory jobs had been created.
But the whole process was done quietly, with little publicity, so as to avoid
a negative response from the World Bank and donors, particularly the UK.
Export restrictions really were working on the margin; they were quietly
negotiated with traders and factories, and then published in only a small
notice in the newspapers, so donors would not notice. It was successful
development in secret, on the margins.

In the 1990s, in order to promote political support for privatisation, the
donors encouraged smaller businesses to go to members of the elite – so long
as larger state companies were privatised to foreign owners. It was open
acceptance of ‘goatism’ but was seen by donors as the price they needed
to pay to buy political acceptance. As expected, many of the businesses were
asset stripped and bankrupted. But not all; the best managed state companies
were sold as management buyouts and have expanded and now run profitably.
And some of the elite made good use of this climate and used government
licences and contracts to build businesses; Guebuza as a former transport
minister was in a company that won port management contracts, his fishing
company won fishing licences, etc. But this was not mere rent-seeking, and
Guebuza companies did the work expected.

The key question is how to use state ‘rents’ – that is, the surplus that the
state gains. These are not just taxes, but profits and royalties from mines,
hydroelectricity, leasing land, and the allocation of licences such as mobile
telephones, as well as income that comes from the ability to award or direct
contracts for infrastructure and supply. Carlos Nuno Castel-Branco, one of
Mozambique’s most important analysts and director of the Social and
Economic Studies Institute (Instituto de Estudos Sociais e Económicos,
IESE) in a recent book (Economia Extractiva e Desafios de Industrializacãço
em Moçambique, 2010), talks about the ‘political capital’ that the elites bring
to joint ventures compared to the financial capital of the foreign investors.
Political capital comes from the control of access to resources – water, land,
minerals – and the ability to influence decisions.

There appears to be a shift from unproductive to productive rent-seeking,
using rents not just for consumption but to build local business, and which
begins to look more like an attempt to emulate the path followed by a number
of countries as they promoted industrialisation. Prominent businessman
and former Bank of Mozambique governor Prakash Ratilal declares: ‘I believe
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that this region [southern Africa] is in a situation very similar to that which
occurred in the 1970s and 1980s in the Far East, with the huge growth of
Taiwan, Malaysia, South Korea, and Indonesia’ (quoted in Hanlon and Smart
2008: 177-80). In East Asia, private companies were selected as ‘national
champions’ and supported and built up by government. This was combined
with policies which forced local firms to become more efficient, innovative
and competitive, and penalised those which were lazy or ineffective and
simply survived on the protection. Ratilal continues: state support for the
private sector will be ‘decisive’, and the state must promote new businesses;
‘the boom in Brazil did not just come from the private sector’ but from
promotion and support by government, the Brazilian development bank, and
universities (quoted in Hanlon and Smart 2008: 177-80).

The model followed in Latin America, notably in Brazil and Mexico in the
1940s-60s, was based on a set of key elements:
1) cheap, directed finance from the development bank – Nafinsa in Mexico

and BNDE in Brazil;
2) state companies and state investment in private companies;
3) subsidised services and inputs;
4) protection of production for domestic markets;
5) preference in state contracts; and
6) export incentives of up to 20 per cent.

Closer to home, in South Africa in the 1940s, Afrikaner industrialisation was
built on state and public support for a small group of financial institutions,
led by Sanlam, which in turn financed the development of manufacturing.
The core argument behind the policies in all of these countries is that, in
contrast to the neo-liberal view, state intervention is essential because
transnational capital is predatory and will try to block local development,
because domestic entrepreneurs are weak and lack the necessary capital (as
well as being risk averse), and because it can take a decade to gain
profitability which is too long for companies acting on their own.

The problem for Mozambique is that the development strategies follow
by the East Asian Tigers, Brazil, Mexico and Afrikaner South Africa are no
longer allowed. Policies that they used proudly and openly and are now
called ‘corrupt’, violate increasingly tight international rules, and go against
neo-liberal policies that favour foreign over domestic investment. Is there
enough space on the non-transparent margins – negotiations over foreign
investments, licences, contracts, tenders, and regulations – to allow the
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Mozambican elite to follow a similar development strategy, but as with
cashew, keeping it just below the radar?

Ratilal has established Moçambique Capitais, with more than 220
individual Mozambican shareholders and a requirement that no one person
can hold more than 10 per cent of shares. But investors are vetted; the
company is not open ‘to any rascal’ (‘malandro’) and investments will not
be accepted from money laundering or other illicit activities. Ratilal has gone
into partnership with the billionaire Stanley Ho, who made his fortune in
Macau gambling, and a Portuguese bank to create Moza Banco and Moza
Capital which are 51 per cent owned by Moçambique Capitais and are
prioritising investment in agriculture.

President Armando Guebuza appears to be building up a group of
companies around information technology and built on bright, young, well-
educated, and, most importantly, competent, Mozambicans. A new group of
companies, Insitec, has been created by Guebuza protégé Celso Correia.
Insitec was supported to take over an 18 per cent local share of the second-
largest bank, BCI-Fomento, and Correia became president of the bank; the
rest is owned by Portuguese banks Caixa Geral de Depósitos (51 per cent)
and BPI (30 per cent). Correia quickly moved BCI into actively carrying out
the government’s development strategy, by expanding into market towns
which had no banking services. Similarly, when a US company abandoned
its interest in managing the northern railways in 2008, it was Insitec and BCI
that took over the shares.

There are four companies in the group, Intéllica and I-Tec which specialise
in computers and information technology, Insitec-Constroi in construction,
and Energia Capital dealing with the energy sector and bio-fuels.

Insitec is young. Correia is 32 years old, and the average age of his
partners is 31; he argues that young people are more dynamic and
entrepreneurial. Correia said that an Insitec policy is to form links with bigger
foreign companies in order to raise Insitec’s performance. In 2006 Insitec
took over the consulting arm of Ernst & Young in Mozambique. Insitec-
Constroi has linked up with foreign construction companies to improve
quality and speed; it successfully built a new building for the National
Communications Institute (INCM) in partnership with Segecoa Moç, a
Chinese construction company based in Mozambique.

Energia Capital is partly owned by two parastatal companies with important
party links: GPZ, the Zambezi river valley development office, and SOGIR,
an investment company itself owned by GPZ and various other state
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companies in telecommunication, electricity and insurance. Energia Capital
and a Brazilian company Camargo Corrêa have been given the right to build
the $3.2 bn Mphanda Nkuwa dam on the Zambezi river and a 1,400 km power
line to link it to Maputo.

Mozambique’s mining and energy sector is expanding rapidly, with gas,
coal, titanium, other minerals, hydro-electricity, and perhaps oil. There is a
significant growth of companies owned by the elites and which are moving
into servicing the mineral-energy sector and trying to win construction and
other contracts.

Carlos Nuno Castel-Branco argued that Mozambique must break away
from an economy dependent on foreign investment and extractive sectors,
and diversify its production base. This assessment has wide support. He
continues that as a development latecomer, it has the advantage that
industry can build on technology that already exists somewhere else.
Furthermore, the extractive industry can provide a basis, both in terms of
providing investment resources, and in allowing the development of related
industries.

However Castel-Branco goes on to say that, so far, the Mozambican elite
is only using aid money and its political capital for private accumulation, and
is at best investing only in property and not production. On the other hand,
Paul Collier, Director of the Centre for the Study of African Economies at
Oxford University, in a speech in Maputo on October 20,  2010 called for
Mozambique to give more priority to the local construction sector as a
creator of jobs and generator of growth. And it does appear that Insitec and
other elite companies are involving themselves more seriously in construction.

Undoubtedly both are going on – private rent-seeking by parts of the elite
while others parts are seriously trying to use their access to political capital
and extractive investment to build a serious domestic capital base. And it
remains unclear if there is enough space of the edges of what the international
community will accept, and there are enough young elite Mozambicans
willing to use that space to follow a national latecomer development
strategy.
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