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Excelency:

Mozambique: Comments on the Strategy for Improving the Investment Climate in
Mozambique

I would like to introduce myself. 1 recently joined the World Bank’s office in Maputo
and will be involved in the overall management of the program. I look forward to scon mesting
you personally. In the meantime, T would like to take this opportunity to share with you our
comments on the Government’s Strategy for Improving the Investment Climate in Mozambique.

We have reviewed the Strategy with interest and are pleased to note the recent progress in
reforms, especially in the arca of business registration and start-up. We also note that the
document presents a good diagnosis and identification of the main obstacles that need to be
addressed if Mozambique is to succeed in creating an enabling envirenment that is conducive to
private-sector led growth.

We are pleased to attach for your review and consideration our detailed comments on the
Strategy. As you will note, we concur that the 11 areas of investment climate improvement that
are included in the Strategy are relevanl and critical 1o improve the investment climate in
Mozambique. We also agree with the identification of the main issues that need to be addressed
within those areas. We would suggest, however, that the Strategy can be further strengthened
with the claboration of specific measures and timelines to address the issues identified. Similarly,
we would emphasize that the general approach to improve the business environment should be to
strecamline and reduce existing regulatory burdens, and to simplify and strengthen existing
government delivery mechanisms, so as to be more customer-focused.

To assist your Government in implementing its Strategy and key reforms, we would like
to reiterate our offer to provide technical assistance through the World Bank Group’s Foreign
Investment Advisory Services (FIAS), which specialize in investment climate issues.

Finally, we look forward to working with you and the 1ML in the coming few weeks in
finalizing agreed upon benchmarks for improving the investment climate for the next three years
(2007-2009), as part of the overall goal of your stated goal of achieving the best investment
climate in SADC by 2013.
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I look forward to our continued collaboration in this important agenda. T also look
forward to meeting you.soon.

Sincerely,

WW

Susan Hume
Country Program Manager for Mozambique
Africa Region
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Attachment: World Bank Comments on Strategy to Improve the Business Environment

The adoption of a strategy to improve the investment climate in Mozambique, with the aim of being
the best in SADC by 2015, is an important step in the process of creating an enabling environment
that is conducive to a private sector-led growth. If adopted and successfully implemented this strategy
can be instrumental to increased private investment and productivity, which would lead to growth and
employment creation. We would like to take this opportunity to provide several general and specific
comments (elaborated below) for you to consider in order o further sharpen and improve the strategy.

General comments

The 11 areas of investment climate improvement that are included in the strategy are relevant and
critical to improve the investment climate in Mozambique. The strategy emphasizes the importance
of focusing on delivering the basic foundations of a good investment climate.

While the improvement of the investment ¢limate is a broad agenda, the proposed strategy will help
establish a framework for addressing the key constraints. However, it is important to note that no
country has a perfect investment climate. Ewven in industriafized countries achieving a good
investment climate is a process, which requires continued and focused implementation. As such, il is
important that the strategy establishes some priorities and sequencing for the alleviation of key
constrants. Experience shows that even modcst initial improvements can unleash a strong response
when they target important constraints and are implemented in ways that give firms the confidence to
invest (an example is enhancing property rights in China, another example is trade and regulatory
reforms in India).

The strategy would gain by adopting a monitoring and evaluation system that would use measurable
performance indicators for each of the indicators, within a time bound framework.

Given the cross-cutting nature of the investment climate reforms that are included in the drafl
strategy, we would emphasize that the institutional arrangements for implementation need to be
clarified. Several ministries, directorates and institutions are going to be involved in this investment
climate reform. As such, it is important that the strategy establishes how these ministries are going to
interact, For example, will the coordination of the reform etfort be handled under an inter-ministerial
commission? What are the advantages and disadvantages of adopting such an arrangement? Are
there alternative arrangements? Which Ministry will lead the coordination and what would be its
relative strengths and weaknesses in such a role? These arrangements will be critical in sustaining an
ongoing investment climate improyement.

It is worth noting that while the strategy proposed to improve the investment climate is necessary and
critical, it is not sufficient in itself to guarantee additional private investment and productivity. To be
able to secur¢ an Increase in investment and productivity, the proposed strategy would need to be
coupled with additional improvements in security, especially related to property rights (title to land
and other property); as well as the establishment of the appropriate legal and institntional framework
for the delivery of infrastructure services.

Onc general comment is that we do not see the need for creating additional instilutions or structures to
improving the investment climate. Rather, our suggestion would be to focus on streamlining and
reducing existing regulatory burdens, and to rationalize and strengthen existing government delivery
mechanisms, so as 1o be more customer-focused.



Specific comments
Starting up a business (time and cost)

Under this indicator, Mozambigue has in fact made some significant improvements. The exact
impact of the computerization of the registration and the clectronic publication of the by-laws will be
reflected in the next Doing Business Report. As for reducing further the cost o start up a firm, the
proposcd reduction of the minimum capital requirement will help address this aspect. The next
challenge that would need to be addressed would then be to extend and complete the computerization
of (he registration process in all of the provinces.

Licensing

Regarding licensing, we would generally agree with the diagnosis. However, we would have several
concerns regarding the recommendations to reduce the time and cost to obtain a license. While a One
Stop Shop could be useful in easing the burden of having an investor move from one institution to
another one, this approach will not resolve the problem. Instead, this appears to be a problem that
really requires the abolition of as many licenses as possible, in addition to a simplification of process.
Onc way of reducing the number of licenses is to adopt a "guillotine” approach which has been
successfully pioneered in other countries. This approach entails a systematic review of all licenses
and asking relevant ministries/departments to justity the reason for each license and why it should
continue to exist. In Kenya, recently, this approach has resulted in plans to climinate or sircamline
more than 1,000 of the original 1,300 licenscs identified, with the result that the only licenses
remaining would be those that are essential for heath, safety, and the environment. The World Bank
would be pleased to assist the Government in this process, through Technical Assistance and with
help from the Foreign Investiment Advisory Service (FIAS).

Paying taxes

The Mozambican VAT refund policy “Cédigo do Imposto sobre o Valor Acresentado (Codigo 1VA)”
is established and governed by a set of laws, including the Law 3/98, Decrees 51/98, 12/99, 44/99,
82/99 and 30/2001. This tax refund policy was established to provide tax relief and stimulate
activities for eligible private sector firms and activities which fall under the value-added tax refund
structure,

However, delays in VAT refunds to private firms have become a significant constraint to private
sector development in Mozambique. In the sample of 194 [irms surveyed for the preparation of the
“2003 Mozambique Investment Climate Assessment”, 24 firms reported being owed refunds; and, the
average amount owed was more than |3 percent of their annual salcs.

The issue is not the tax regime itself. Instead, it is the implementation of the tax regime that brings
about a significant cost and time to businesses. In particular, the reimbursement of value added tax is
far too slow and causes significant cash flow difficulties to firms. We would suggest that the strategy
state the resulis obtained by the Commission established in the context of the Joint Review, which
cotprises the Ministry of Finance, the Confederation of Business Associates, and private firms.
Based on the results achieved, it will be possible to best determine the way forward. As you know, an
effective VAT system requires sufticient institutional capacity and resources to properly manage the
system and make 11 fully functional. Given that there are delays in VAT refunds due to a lack of
funds, it will be important that the Directorate of Taxes and Audits find a way to improve collection,
ncluding through the prosecution of non-compliant institutions and expediently channeling these
funds back to those firms that are in compliance with the VAT system. Another potential solution to



reducing the delays in VAT refunds is to offset these refunds against upcoming VAT payments, in
particular, where large VAT refunds are involved (though this would be only possible for VAT
payments related 1o sales made within Mozambique).

Labor law

Attached to these comments is a table showing the constraints to labor market flexibility versus
desirable outcomes resuiting from an improvement in the investment climate. The measures proposcd
in the draft strategy are basically sound but we would suggest that they be accompanied by specific
timelines and steps for implementation.

Access to finance

We would recommend that the strategy for this component be better developed. Based on substantial
experience in other countries, development banks (already tried in Mozambique) have been
unsuccessful. More importantly, the Government's role is to facilitate the enabling environment for
the financial sector o allow for further competition, innovation, and new financial products. The
FSAP has provided specific recommendations in this area and provides a good roadmap to implement
such an approach.

Time and cost for import and export

The proposed strategy does not contain any specific proposals for what would be donc. As such, we
have no comments.

Workers’ productivity

The proposed stratcgy does not offer data that would show that productivity is low. Accordingly, we
would discourage consideration of a study or any other initiative that would seek to establish an
institute for productivity. Rather, we would recommend that a more specific skills development
stralegy be developed (for which the World Bank could assist the Government).

Closing a business

It would be important to reflect in the proposed strategy that a draft law to simplify the process for
closing a business and improving the recovery rate is currently under way and is expected to be
completed in April 2007, Similarly, a timetable of actions would need to be developed.

Protecting Investors

It is not clear what the role of the Busincss Information Center would be, how it is related to the
existing CPI offices, and how creating a new enterprise databank would attract foreign investment.
We would suggest that the proposed strategy reflect the fact that a new commercial code has already
been adopted (end-2005), and that the next step would be for the modernization of the Companies
Acl, in linc with international best practice, to provide greater transparency of information and
disclosure.



"sooko]dia (o1 uey) 2101 sABY 1YL 250U; 218 sasudialue aFIe] au Ay
00T Puz [ uaamladq 33240[diuo o 12quina € g osoyy are sosudius 3ZIS WNIpajy "saado[diua (] o3 dn s as01) oq 01 PRILPISU0Y a1 sasudinus 971s jjewg |

HIom JO I3 /AIR]eS JO SABP ¢

Areles JO sf2am O]

N10m JO Jeak/ATefes Jo sAep 7] 1] pnos smvkofduuyg

NI0m JO IBDA/ATRIES JO SARD (F 93] P[NOM UDIUN JOQRT

UMOUNUT

SI pIIE PA2ITE JOU SEM UGSEDL DIUIOTCIS 10] 1500 JUILUDUALSY
(swaL g Buppaom 204o[dus ue 107) LIB1RS 1O S2IM ()7 [ SIUSSAIAAT ST,
I0M JO 1BIK [DBD IOJ AJB[eS JO SAEP Cp

1500 MISWTOUILFOY

"59513dJaUD JBUIS U} 1O MO[ 00} ST a8ejuaatad oy
uay ‘op Aay; 31 "A10j0€]snes are safeiuaorad aanoadsal
Q) JUSIaSRURLL S} IPRIIUI 10U $30p a8eyuddrad 2 Jj

U5 RUEL

a1 sepnjoul afeusarad s I9UISUM O] SB JEI[oUn ST MB[ 94,
o, ¢ ‘sasudioqua o8By .
0 @isasudIojua WnIpIy e
%0 1:sasudmoa [ews e

:saako[dwa J0 safeyuadatad

Fumo([oJ 2y uo paseq [eacidde ue oy [qissod Suruy] |

Ioqe]
Jo Lxsmurpy o) moaj [gacidde
oy spradxe udado] Jjo Surny

"PASSaIPPE 10U SI JNSSI Y} J1 oUT) € UIY} pUe
udAId aq 15103 PIned Jururem e peaisuy -asueljdwos uou g
JO UCIBAIASQO }SI1] AU} UO PINSST 2q PINOYS UL OF, 900

"SULITJ 211 2Je0np3 o] 1duwane

aanmmd o3 pasoddo se yoeosdde aaneonps sziseydurny | oU Y)Lm UONEOIA € JO 30UININIOC 15117 ay) SULMOTIO] pasodul st aur] saurg
‘S101]10 JOJ 2ABI] pied ON SABD 7
“Iayoul dajs pue Jaiey
uaIp(yo ‘siuaied ‘asnods JO yiesp 10j skep ¢ dais ‘spune ‘sojoun ‘TalpqIys ‘sjuated ‘asnods Jo yleap 10§ skep ¢

Buppost Um0 s 9ak0dws R 10 SAEp T Furppam umo s, 2aL0(dwuD e 0] sAep ¢ aae| pied [eaonippy

sTEaA |7 UBY)L 2I0UL e 3S0Y) I0] sAep (¢

s1824

17 weyl SS2] PUB SALL UBY] 210U YA 9501} 10] SABP 8T
JI0M JO SIBIA SATJ PLE 0M) U22M13q 3SOU1 J0] SABD (O
H10Mm JO Jeah B SUIMO[[O] SABD Q1

H10m JO TB2A DINY3 ) WoIf urueys sAep O¢
310m JO TeaA puooas e SUImo[[o] sAep 7
NI0M JO 1204 B TUIMO][O] SAep 7]

JABYT [ENUIY PIEJ

"SWLIT AQ Speul oq ued JuawAed oN
‘suonerado ssamisnq
511 Sundrisip proae 0} AIBSSao3U SI 8010U SINOY §p

‘Aed T I0M puadsis 0y

W ayy sakojdure 2y saag oguod ap vroup4zjo) € Jo [eacidde oy

amied 2p poUPIA0 |

"AIBSSaaU SI 1S21 JO SIMOY JO
I2qUINU WNTLTUTUE OU ‘JSA0STOPY "AIBSS209U ST ARp 128 ON

-uondrusip uoesado 91eaId pnoy) ‘siako[duwra
pue ssakopdwa o) £q uodn paaiSe aq 01 1pEW B
$1 1] '9U0 I0J S[BBOTIRI QU ST 10T "AIessa0au ST W[ ON

Aepung
B 3 JSNUI YITYM SINOL DAINDIISUOD g JO portad © ST £eprjoy] AR{2am

"ABD 1X2U U1 NV
00:6 pue W 00'] U9am1a] SMOUYEG ) JO /7 NIom K[UO UED SINNIOM

"SpIEpUR)S
Anpenb pue A1anonpord sa[Fns U] 91 “13A0910[4]

JIWT B IOf S[EUONEI ou ST A1y ] ‘pul] Jaddn oN

Yaam Iad smot § ULy AI0W HIoMm
IOU SIDISIUILY JADNIASUOD 0] U SWNITIAO NI0M ABUT I2NIOM ON]
“m)sawiLn tad sinoy g Jo i 1addny

sAepsoq Apj2os pus YIoM 1SN

SANOT] JWILIA()

dWOINO PAAISA(T

_

ME[ 1oqe] PJeap 1ad se snjels JudLIn)

4B 3] Jo spoadsy

ADNVHD TAINOTE HOHM AV HOIVT AH.L 40 SIDAISY AT NO ATdV.L AYVIAINS




