Position Paper
Food Security

To: The Minister of Industry & Commerce

Chair of the Inter-ministerial Group on Food Security

Your Excellency,

Thank you for the recent opportunity to discuss the important issue of food security with you in Beira. At the meeting you asked that the private sector speak sincerely and provide potential solutions to the government about this issue. We were represented at the meeting and have a number of comments we would like to share with you. These comments are prepared based on discussions with our members who include a number of the major agriculture sector investors in the country as well as bio-fuels companies, agro-processors and importers and exporters of food. 
We hope that you will take our comments below in the spirit of support and cooperation in which they are presented and we remain, as always, open to discuss the issues with the government.

Background
As Your Excellency mentioned in the meeting in Beira, food security and food prices are likely to be key issues for all countries over the coming decade. Increases in food prices are likely to affect everyone, but principally the most vulnerable in society. Price increases may threaten the stability of some countries and lead to lawlessness. Developing countries are likely to be negatively affected by rising prices unless measures are taken to address this. We welcome the government’s initiative to create an inter-ministerial committee on this issue and we believe the private sector has an important role to play in supporting government to establish food security. 
Our position as laid out below begins with the premise that, in order for Mozambique to best respond to global price increases the country must become self-sustaining in the production of staple foods and at the same time develop a strong export trade in food products sought after in lucrative export markets. 
In order to be self-sustaining and to export Mozambique must increase commercial agricultural production, increase productivity on family farms (machambas), and provide access to markets for both commercial and family sector agriculture. 
Mozambique is ideally situated in terms of fertile land, water resources, human resources and electrical power to enable the country to become a major agricultural producer in the region, producing not only enough food for its own population but also exporting and thus generating foreign exchange. 
Key issues

1) Business environment – we welcome the recent initiative taken by the Ministry of Industry & Commerce to simplify business licensing. However there continue to be a number of issues which need to be addressed in order to create a business environment conducive to the growth of national investment and the attraction of foreign investment in sectors which will help to develop food security. In our view there is a need for radical simplification and reduction of times and costs in company incorporation and key areas of business licensing. 
In addition there is a need to enforce existing legislation and reduce the current uncertainty in the business environment in respect of (among other aspects) land acquisition, environmental licensing and investment approval. Currently uncertainty in the business environment as a result of uneven enforcement of legislation makes it difficult for investors to know how long it will take and how much it will cost to undertake their investment. 
Uncertainty in the business environment can be best demonstrated by the fact that, in the last nine months companies have had to contend with a new labour law, complete new tax legislation, changes to the environmental legislation and changes to sectoral legislation. Regular changes of legislation cost companies time and money and create an uncertain environment which is not conducive to investment. In addition enforcement of much legislation is not uniform with different provinces introducing different requirements and non-compliance being common.
It is our view that there should be a strong focus on fair and even implementation of existing legislation rather than on regularly changing legislation.

2) Labour – there is chronic uncertainty in respect of employment. The new labour law has introduced a number of changes and requirements which have yet to be clarified by the Ministry of Labour. The same is true of the new social security legislation. We believe that the Ministry of Labour, and its various institutes should urgently work with the private sector to clarify the many questions which have been raised about the implementation and interpretation of both labour and INSS laws.

In addition lack of clarity about the rules governing the employment of foreigners mean that companies are unable to bring in much-needed technical expertise to train local staff in order for their investment to function as expected. Indeed currently even some investors themselves are having difficulty securing their right to work and live in Mozambique. It is our view that the Ministry of Labour should urgently engage with the Private Sector to develop a workable, simple and fast system for employment of foreigners.
In order for large-scale agricultural investments to develop there is a need for large-scale employment in rural areas. It is likely that many agriculture-based workers will be paid minimum wage. Minimum wage is now being negotiated sectorally. This year’s increases ranged between 13-20%. It is not clear what the increases were negotiated based on and therefore investors cannot predict what the increase will be in the coming year. Labour being a significant, if not the main overhead for most companies, means that companies are unable to budget and plan for further investment. We believe that there should be a return to the system of only two minimum wages, agricultural and industrial and that these should be based each year on the same formula (for example inflation plus x%). This would provide a more stable and certain environment for investors. 
The labour law is unclear on the issue of outgrowers. Currently many large agricultural producers use an outgrower system which provides useful income and technical support for the family sector. However the labour law considers that in certain circumstances outgrowers could actually be considered employees of the company providing the inputs, technical support and market for production. Clearly this is prohibitive for investors working with the family sector. There is, as mentioned above, an urgent need for the Ministry of Labour to enter into dialogue with the private sector over the interpretation of the new labour law, and to answer the many questions already placed before the ministry.
3) Tax – The tax system is unevenly enforced which means that companies do not operate on a level playing field. Current relatively high tax rates are prohibitive to investment in rural areas where, in addition to their normal investment companies are obliged to invest in infrastructure for themselves and for local communities. 
In order to promote agricultural investment tax and investment incentives should be considered. These should be easily accessible. The extension or expansion of fuel subsidies for agricultural investments and the simplification of the application system for such subsidies should be considered. Additional incentives such as for the construction and maintenance of dams and irrigation schemes should be considered. 
The transforming industries legislation should, in our view, be radically simplified so as to be accessible to investors in agro-processing.

As part of the drive for sustainability Mozambique should encourage the export of some agricultural production. This is currently difficult for many companies, particularly those exporting perishable goods to South Africa and Europe where they must use specialized transporters not registered in Mozambique. In this case the local company must pay 20% withholding tax in addition to all the other export-related costs. This reduces profit margins substantially and makes exporting an unattractive option. In this case we do argue for legislative change – we believe that a small amendment to the IRPS legislation would make it easier for exporters to export high value perishable commodity crops, would promote investment in the production of these crops and would increase the attractiveness of this sector.
The VAT and IRPS legislation does not allow formal companies to trade with the informal or family sector. In order to purchase goods (such as agricultural production) the seller (community member) must be registered with the Ministry of Finance and have a NUIT and the buyer (company) must deduct withholding tax of 20% from the price paid for the goods. This substantially limits the activities of companies wanting to use outgrowers or purchase excess production from family sector producers. While this solution can be used, the Ministry of Finance does consider it an “illegal” solution. There is an urgent need for the Ministry of Finance to determine how companies can legally purchase items produced by the family sector.
4) Bio-fuels – Mozambique currently has no strategy on bio-fuels. There is nothing to prevent land which is suitable for commercial agriculture, or which is already under family sector production being converted to bio-fuel production. We believe it is important that the government provides guidance in the form of a strategy, to ensure that bio-fuel production does not endanger agricultural production of food crops.
5) Infrastructure – The government has already made significant investments in infrastructure. However more investment is required, particularly in the road and rail network and in Mozambique’s ports. Beira port channel is a significant constraining factor for both imports and exports in the central region. The railway lines of the northern corridor (to Malawi and Lichinga) are also key transport links for the development of agricultural production in the north of the country.

6) Simplified Technology – There is a need for the promotion of simple technology at family sector level. This technology is readily available from countries such as India and Brazil which have indicated they are willing to share such technology with Mozambique. By introducing simple, sustainable technology the family sector can add value to their produce and participate in agro-processing. 
7) Access to extension services and inputs – There is an urgent need for improved extension services at family sector level. In addition, for the family sector to participate in agricultural production there is a need for access to affordable fertilizers, pesticides and high-quality seeds.

Your Excellency, in conclusion we see many opportunities for Mozambique to take advantage of the global food crisis, not only to secure its own food security but also to export value-added products to countries less fortunate than ourselves, where these products will be needed. In order to respond we believe that the government and private sector can work hand in hand. However we firmly believe that there is a need for improvement to the business climate, particularly with a view to promoting investment in rural areas, in agricultural production and agro-processing. We are concerned about the government’s plans to establish price control mechanisms for key commodities, as we believe this could damage Mozambique’s progress to becoming a free-market economy and could damage our attractiveness as an investment destination. As mentioned above, we remain available at any time to discuss the issues we have raised above and to present our arguments in greater detail. We trust that you will take the foregoing remarks in the spirit of cooperation in which they were intended and we look forward to working with the government to secure benefits from the impending crisis and establish Mozambique as the agricultural power-house it has the capability to be.

With regards
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