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1. Introduction
In November 2005 the fourth Summit of the Americas was held in Mar del Plata, Argentina. Thirty-four presidents from the Western Hemisphere assembled to discuss a Free Trade Area of the Americas, an idea proposed in 1994 by U.S. President Bill Clinton and supported by his successor, George W. Bush. Mexican President Vicente Fox backed the proposal, as did most other Latin American political and business leaders. But countering this strong support were widespread voices of dissent. Populist presidents from Argentina and Brazil had their doubts. Most critical was Hugo Chavez, the President of Venezuela, who rallied a crowd of an estimated 25,000 protesters in a stadium near the closed-door meetings proclaiming, “Each one of us brought a shovel, a gravedigger’s shovel, because here in Mar del Plata is the tomb of the Free Trade Area of the Americas.”

Rioting broke out after the rally, something that has happened repeatedly during official meetings about international trade, beginning with the World Trade Organization (WTO) meetings in Seattle in 1999, which were disrupted by street protestors who believed that free trade hurt workers in both developing and industrialized nations. Protests by official participants in the trade talks and by demonstrators also occurred in Cancun, Mexico in 2003. One of the demonstrators was Lee Kyang Hae, who headed South Korea's Federation of Farmers and Fishermen. Lee stabbed himself, and later died, in protest against the WTO and the more open trade policies it advocated, specifically in opening agricultural markets. 

As these events demonstrate, globalization and free trade generate some of the world’s most heated controversies over economic policy. Supporters argue that deeper global integration brings significant benefits and opportunities. With more open trade, families and businesses have more choices in quality, price, and array of products than if they buy only from domestic firms. Producers have much larger markets to which they can sell. If successful, exporting firms can rapidly create jobs for large numbers of low-skill workers, which, in turn, can do much to reduce poverty. Trade is also a mechanism for transferring new technologies from rich to poor countries, which can raise productivity and incomes.

More open trade, however, creates losers as well as winners. Critics point out that firms and farmers that produce at high prices may not be able to compete on global markets and can be forced out of business, with attendant job losses and other disruptions. Exporters operating on world markets often face the risk of rapidly falling prices or other market vagaries beyond their control. The size of the benefits from increased global integration, and particularly the policies necessary to stimulate trade, are hotly debated. Some believe that more open trade only creates “sweatshops” and leads to a “race to the bottom” in wages, labor standards, and environmental outcomes. On balance, the evidence shows that greater integration into global markets is beneficial for developing countries, while presenting important challenges. Integration generally leads to more rapid growth and poverty reduction, particularly when exports are focused on labor-intensive products such as agriculture and basic manufacturing. 

This paper briefly examines key debates about global integration and trade. We explore some of the opportunities and challenges that businesses face in integrating production with global markets, examining specific opportunities and challenges facing Mozambique, especially in labor-intensive manufactured exports. Throughout, we try to avoid the loaded terms “globalization” and “free trade,” which take on with many different meanings to different people, focusing instead on one key aspect of “globalization”: the integration of business activities into global markets.

2. Advantages of Global Integration

What is it about global integration and exports of manufactured products that supports economic growth? The first to answer this question was Adam Smith, who, in The Wealth of Nations, articulated the view that more open trade would lead to a more efficient allocation of resources through greater competition, which in turn would lead to higher income. In Smith’s view, export markets permit greater specialization by businesses than if they produced only for the home market. Specialization permits each firm to learn more about manufacturing its products efficiently so that each develops expertise in particular products. It also allows production in greater volumes, which reduces unit costs and further enhances efficiency.

Smith’s ideas were later elaborated in the idea of comparative advantage: a country will gain most by exporting goods and services that predominately use whichever factors of production (land, labor, capital, and natural resources) it has in abundance, while importing products that require more of scarcer factors of production. For most developing countries, this implies exporting products that use abundant relatively low-skilled labor— primarily labor-intensive manufacturing, services, and agriculture— and importing capital-intensive products that require fewer and more highly skilled workers. Labor-abundant, capital-scarce developing economies initially should be internationally competitive in labor-intensive products, such as agricultural output, agroprocessing, apparel, furniture, shoes, textiles, jewelry, and toys.

These products provide an important starting point. The long-term objective is to shift gradually from simple manufacturing and labor-intensive agriculture into sophisticated products that generate higher wages, profits, and income. As workers gain skills and master sophisticated technologies, a country’s comparative advantage can change, and the country can gradually begin exporting skill-intensive products that bring with it higher income, such as electronics, integrated circuits, refrigerators and other heavy consumer durables, steel, or financial and information services.

In addition to specialization and efficiency, global integration provides several other benefits:

· Larger markets. Firms that export to global markets are not constrained by market size. One of the great disadvantages of producing only for the domestic market (such as under policies that encourage import substitution) is that expansion of production is capped by the size of the domestic market. Firms that export globally can expand very rapidly, adding significantly to a country’s general economic growth

· Increased investment. Because they enable larger market size and greater efficiencies, open trade policies tend to encourage investment. In joining global markets, developing countries need to reduce barriers on imports of key inputs and raw materials, especially capital goods. When they face import barriers, firms import more and higher quality capital goods, adding to the value of investment and to productivity. Several research studies have found a strong relationship between open trade and increased investment.

· Access to new technologies. Perhaps the most important advantage of global integration is that it provides a channel through which a developing country can partake of new technologies and new ideas. When they are better able to import capital goods and as they gain exposure to and experience in world markets, exporters observe the best practices and latest technologies used by global firms and adopt the technology most appropriate to their own needs. Links with global firms are a powerful means by which firms learn about new technology, but such links are not forged if a country is cut off from world markets. Research has also shown a strong relationship between trade openness and total factor productivity growth.
 

· Greater employment. In making possible larger markets, greater efficiency, and specialization in labor-intensive activities, global integration tends to create significant numbers of new jobs. In China, Indonesia, Tunisia, the Dominican Republic, Mauritius, and other countries, integration into global markets has created millions of jobs for low-skilled workers. Particularly in smaller countries with limited domestic markets, no other economic strategy can match global integration’s potential for sustained increases in employment. And, for countries that succeed in not only starting this process but also in moving to more skilled activities, wages tend to rise as workers gain skills. The combination of more and higher skilled jobs is at the heart of development.

By contrast, producing for the domestic market generally does not convey these advantages, especially if profitability relies on tariff or quota protection, licensing, or monopoly rights. Import substitution could be effective for certain sectors over a limited period, but all too often it has been used merely to shelter firms for extended periods. Developing countries are littered with protected “infant industries” that never grew up and were never able to compete internationally. These kinds of firms require protection indefinitely, at continuous cost to the rest of society. Sometimes import substitution fails because of a poor choice about which industries to protect; often it stems from the reluctance of governments to remove the protection granted to politically connected industrialists.

Countries using import substitution sometimes record a growth spurt during the initial phase as consumer goods industries expand to meet domestic demand. Once the domestic market is saturated, however, production and employment growth stagnate. And, by reducing their commercial links with the rest of the world, import-substituting countries limit their exposure to new technology and ideas. Import substitution has been somewhat successful in big economies with large internal markets, at least for a short period, but it usually fails in smaller economies.

Perhaps most important, incentives that reward political lobbying, corruption, and bribery more than economic efficiency and competitiveness underlie the protection regime of many countries. When higher domestic costs and/or lower-priced or better-quality foreign goods erode the competitive position of domestic firms, they tend to turn to the government for protection. Having recourse to government-sponsored protection blunts the competitive instincts of entrepreneurs who normally would have to cut costs, improve quality, and raise productivity. In this environment, the most successful managers are those who have political skills or connections with which to bargain effectively, or simply bribe, officials who administer import quotas and determine tariff rates or have close ties with the political and bureaucratic elite. In the long run, this only weakens the process of economic expansion, job growth, and the attainment of new skills that are at the heart of development.

Trade, Growth, and Poverty: Empirical Evidence

But arguments do not resolve the debate. Judging the advantages of a strategy based on global integration rather than import substitution requires answering an empirical question: what is the record of countries that have aggressively pursued integration relative to those that have not? 

Overall, the evidence strongly supports a strategy of global integration. Nearly all of the fastest growing economies in the world during the last several decades have been the most resolute in pursuing an outward-oriented strategy. Chile, China, Hong Kong, Indonesia, Korea, Malaysia, Mauritius, Taiwan, Thailand, and Singapore are among the fastest growing economies and among the most focused on stimulating labor-intensive export growth and integrating their firms into the global economy. There are a few exceptions, such as Botswana, where rapid growth and trade links are based on natural resource products, but for the most part the fastest growers focused on labor-intensive manufacturers. In the 1960s and 1970s, China and India were among the countries most closed to trade. As China began to become more outward-oriented in the 1980s and India in the 1990s, their rates of economic growth accelerated sharply. Many factors—economic, political, institutional, geographic, demographic, and cultural—undoubtedly contributed to this strong performance. But the focus on labor-intensive exports played an important role in making labor and capital more productive than they would have been if the economic regimes had remained protected and inward-looking. At the same time, many countries that pursued policy regimes biased against integration or that relied on natural resource exports grew very slowly or not at all, including many nations in Latin America and Africa. 

Researchers examining relationships across countries have concluded that countries that are more integrated into the global economy have outperformed countries that are less so. Figure 2-1 shows the growth rates for countries that were closed, moderately open, and more fully open according to a well-known measure assembled by Jeffrey Sachs and Andrew Warner. While this index has been criticized, alternative measures provide the same basic message: more integrated countries have grown faster over sustained periods of time.
 A recent survey of several major studies found that as a mid-range estimate, each one percent increase in the (export + import)/GDP ratio (e.g., from 40 to 40.4 percent) was associated with an increase in output per capita of about one-half of a percent over a 10-20 year time horizon.

Figure 2-1

GDP Per Capita Growth, 1989-2000
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Source: Based on an updated version of the index originally compiled by Jeffrey Sachs and Andrew Warner, Economic Reform and the Process of Global Integration, Brookings Papers on Economic Activity 1995, no. 1, pp. 1–118.

The evidence extends beyond economic growth rates. For example, greater global integration is generally associated with both greater employment creation and faster growth in wages (Figure 2-2). The reasons are straightforward: with larger markets, integration stimulates more investment and demand for labor. And over time, as workers adopt new technologies and learn new skills, firms move up the production ladder to more skill-intensive activities that pay higher wages. 
Figure 2-2

Wage Growth and Globalization

Growth Between 1980s and 1990s (percent)


 Source: Freeman, Osstendorp, and Rama (2001), as quoted by World Bank
Figure 2-3

Manufactured Exports and GDP Growth in Developing Countries, 1993-2004
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Not all kinds of integration of export activities convey the same benefits. Exports of labor-intensive manufacturers and services show a strong positive relationship with economic growth, job creation, and rising wages. Over the last decade, developing countries with manufactured exports accounting for 20 percent or more of GDP have had economic growth rates about triple the size of countries with manufactured exports accounting for less than 5 percent of GDP (Figure 2-3). 

By contrast, exports of natural resource-based products have been negatively associated with growth over the last several decades (see Figure 2-4). Resource-abundant countries such as Nigeria, Venezuela, the Democratic Republic of Congo, and Burma have done poorly, while resource-poor countries such as Korea and Mauritius have done well. The few exceptions include Botswana, where resources have been well-managed. But the main conclusion is that dynamic growth in jobs, skill accumulation, and technology comes from integration of manufacturing, not natural resources, and not from producing for the domestic market.
Figure 2-4

Natural Resource Abundance and Economic Growth
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Controversies and Challenges

If the evidence supports a strategy based on integration, why do controversies rage? There are several reasons.

First, and most important, increased trade and integration creates losers as well as winners. While the evidence shows that there are more winners and that gains outweigh losses, some firms and some workers lose. Countries as a whole gain from greater trade, but not all individuals and firms do. Some firms shut down in the face of competition, and workers in protected industries lose jobs. These costs are often immediate and obvious—workers who once had good-paying jobs—albeit in an uncompetitive or protected industry—are suddenly unemployed. And the gains from integration are less obvious as it takes time for new investment to occur and new jobs to be created. Since losses are clear and immediate and gains are not, opposition to a more open strategy is understandable, even though gains are likely to outweigh losses. Governments must recognize that some will lose from a shift to openness—and aim to facilitate as quickly as possible a movement of workers from protected, inward-oriented activities to export-oriented ones.

Second, vested interests resist change. Well-connected firms that enjoy protection or other advantages based on political connections will strongly oppose any change, and it is to their advantage to encourage arguments against integration.

Third, while the positive relationship between global integration, trade, and growth is widely agreed, economists debate the size of the relationship. Some, such as Harvard economist Dani Rodrik, believe that gains from integration are smaller than most proponents argue. But almost no one argues that the relationship works in the opposite direction. Furthermore, Rodrik and others debate which policies are the best to encourage integration, taking issue with the straight neoclassical case for classic free markets, a set of arguments that we return to below.
 But this debate is about how best to bring about further integration, not whether it is worth pursuing or not. 

Fourth, putting in place the conditions necessary for successful integration—political and economic stability, decent infrastructure, reasonable tax rates, improved trade facilitation at the ports, and reduced red tape—are all difficult tasks. It is easier in the short run to cover these costs by providing firms with protection or subsidies. In addition, integration with global markets poses its own challenges for macroeconomic management. Integrated firms face uncertainties in price and demand on global markets that are out of a government’s control, so global production carries with it some risks.

Moreover, even when a country successfully begins the process of global integration, moving up the production ladder to more skill-intensive products is far from automatic for its producers. To some extent, market forces push propel this process, as changes in the relative scarcity of the factors of production—land, labor, natural resources, and capital—lead to changes in comparative advantage. But some exporters (e.g., in the Dominican Republic, Indonesia, Mauritius, and Tunisia) have had trouble shifting from garment and textiles to electronics and other products. More sophisticated production processes require better facilities, reliable infrastructure, and highly trained workers and managers. And firms from middle-income countries with moderate skill and wage levels, like Mexico, must find a niche between exporters with abundant low-skilled labor, such as China and India, and those with skilled labor, such as the United States. 

3. Steps Toward Greater Integration

What are the characteristics of countries that have helped domestic firms integrate into global markets? At least six stand out:
· Macroeconomic and political stability. Firms cannot compete in global markets in the face of political or macroeconomic instability. Even modest instability can create problems, as shown in Madagascar several years ago. Overvalued exchange rates, high rates of inflation, or other signs of macroeconomic instability add to risks and undermine business profitability.

· Investment in health and education. Strong connections exist between improved health and education policies, worker productivity, and the ability of countries to move from low-skill to high-skill activities. For example, international investors shy away from countries with high disease burdens because those burdens add to production costs and undermine workers’ productivity. Education systems that train workers in skills that firms require have an advantage over systems that produce badly trained workers with few skills.

· Strong infrastructure. Unreliable electricity, poor roads, inadequate port facilities, and weak telecommunications systems add to firms’ direct costs and risks. Consider two firms from different countries that are competing in the same export market. If the first must purchase a generator, move goods over poor roads, repair trucks because of poor roads, and contend with weak or absent telecommunications (e.g., telephones, internet) it cannot compete. It will have to pay lower wages, accept lower profits, or go out of business. Most likely, investments won’t even take place in environments with weak infrastructure, so countries often do not know what they are missing.

· Duty-free imports. Firms exporting to global markets need duty-free access to imported capital goods and raw materials. Duty payments add dollar-for-dollar to costs, and must come out of profits or wages. Imported capital goods are especially important, as they are the main means by which countries gain access to new technologies. Governments follow two broad strategies to ensure duty-free inputs for exporters. The first is to directly reduce import duties. From a purely economic perspective, this is the preferred solution, but most countries cannot and will not reduce duties to zero immediately. Most reduce duties over time, and rarely to zero. The second strategy is to facilitate duty-free inputs for exporters through export processing zones, bonded warehouses, duty exemption systems, and other export platforms. While these are challenging to establish and do not always work well, no developing country (except for Hong Kong and Singapore) has expanded labor-intensive exports without creating some kind of institution as a platform for exports. 

· Facilitation of imports and exports. When imports or exports are delayed at ports, firms are at a huge disadvantage. Long delays not only add to costs, but also make a firm less reliable to purchasers on global markets, especially given the importance of “just in time” delivery for most production chains. All of the most successful countries have taken aggressive steps to reduce the time that shipments spend in ports, focusing particularly on facilitating the process for exporters. Ideally, delays and costs are reduced for all shipments, but it is essential that they be reduced for exporters competing in global markets.

·  Minimal red tape and bureaucratic costs. Unnecessary costs for registration, licensing, and other bureaucratic delays can kill export-oriented industries. In most countries, red tape discourages investment, reduces profitability, and undermines wages. While some regulation is necessary and can improve market performance, in most countries overregulation adds to costs. Low bureaucratic costs are important for business start-ups and established businesses alike. For example, delays in getting rebates for value-added tax payments or import duties are a major problem among exporters. These delays undermine firms’ competitiveness in global markets. 

One of the most insidious and harmful barriers to global competitiveness is corruption. The impact goes beyond the obvious increase in costs (which reduces profits and wages) to the huge, invisible impact of investment that never occurs, firms that never start, and jobs that are never created. Corruption distorts incentives, such that firms that do survive focus on paying the right officials rather than raising productivity. Corruption rewards those with the best political connections, not those with the best business skills. Ultimately, corruption undermines the government’s credibility, which has implications well beyond business costs. No country is free of corruption. But the most successful have minimized its impact, particularly on exporters. 

Unnecessary labor market regulations can also raise costs and undermine employment. Public attention focuses on minimum wages, but the larger problem often rests with the costs of firing unproductive workers. Whether they are family farms, small retail trade shops, or large businesses, all businesses have to retrench workers at some point. But when the cost of firing is too high, firms avoid hiring. Ultimately, this reduces employment and undermines investment. A key point is recognizing that unemployed workers bear this cost. Workers that have jobs understandably fight hard to keep retrenchment benefits high, but the unemployed (who are usually not represented at the negotiating table) bear the brunt of these policies.

A common concern is that firms competing on global markets push down wages. This concern should not be dismissed lightly. When uncompetitive, protected firms close down, wages for some workers do fall, at least at first. Consumers who pay higher prices for protected products effectively subsidize wages at such firms. In countries that take an outward orientation, however, the typical pattern is not a steady fall but a steady rise in wages as workers gain skills and factories become more productive over time. In countries that have attracted foreign direct investment, multinational corporations tend to pay higher average wages and have better average working conditions than domestic firms engaged in the same activities. Nike subcontractors in Indonesia pay nearly three times the average annual minimum wage, and workers in foreign-owned apparel and footwear factories in Vietnam rank in the top 20 percent of the population by household expenditure. In Mexico, export-oriented firms pay upwards of 50 percent higher wages than similar non-exporting firms. Pay for workers in EPZs generally is higher than for similar activities outside the zones.

Red Tape, Profitability, and Wages
For firms competing in global markets, red tape and unnecessary bureaucratic and regulatory costs have one of two effects. First, they deter investment. This is a hidden cost, since it is impossible for governments and potential workers to see the good effects of investment that did not take place. However, low rates of investment, high unemployment, and slow growth in labor-intensive manufactured exports are observable. 

Second, for firms that begin operations and compete in global markets, red tape translates into either lower profits or lower wages. There is no other place for extra costs to come from in globally competitive firms. As a result, some firms will not be able to compete. Figure 3-1 shows the impact of bureaucratic costs on a hypothetical exporting firm. This firm sells its product on world markets for a unit price of $100. In the total absence of red tape (bar on the left), 50 percent of its costs go to intermediate inputs, 30 percent to wages, and 20 percent to profits. The right hand bar shows how the situation changes with regulatory and bureaucratic costs amounting to 20 percent of revenues. Note that exporting firms cannot alter world prices, so total revenues are fixed, and if they are competing in world markets, presumably their input costs are already minimized and cannot be reduced further. If  prices cannot be increased and input costs cannot be reduced, the extra costs of red tape must come out of value added, which is someone’s income. Under these circumstances, the costs of red tape must reduce either profits or wages. Any bureaucratic costs reduce profits and the firm’s ability to pay the wages it otherwise could. In this example—with red tape equivalent to 20 percent of revenues— wages are reduced from 30 percent to 20 percent of revenues, and profits from 20 percent to 10 percent. The results of this situation are clear: less investment, fewer jobs, less profit, and lower wages for those who do get jobs.
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Figure 3-1

Red Tape and Export Competitiveness

Institutions to Create Export Platforms

Countries that wish to encourage firms to further integrate into global markets face a variety of challenges, including high tariffs or quotas on their inputs, poor infrastructure, and red tape. The “neoclassical” or free market solution is to remove import tariffs and quotas, improve infrastructure, and reduce red tape. This strategy makes sense, but for a variety of institutional and political reasons no country can implement all these steps quickly. Most governments do not have the large number of trained personnel to take on so many issues at once, and political forces are likely to fight certain steps, like reducing tariffs. It can take many years for a country to build the infrastructure and introduce all the policy changes needed for firms throughout the economy to become competitive. 

All countries that have encouraged labor-intensive exports have overcome this problem by creating some sort of “export platform” institution. An export platform allows one part of the economy to be competitive as steps are taken to introduce gradual changes across the entire economy. In effect, government creates an enclave that allows some firms—mainly those producing labor-intensive manufacturers—to become competitive on world markets before all the required elements are in place for the economy as a whole.

Export processing zones (EPZs), bonded warehouses, duty exemptions systems, and science and technology parks are all examples of institutions and programs that establish export platforms so firms can operate more closely to world prices.
 They allow duty-free inputs for exporters and aim to improve facilitation at the port and to reduce red tape for qualifying firms. Some (EPZs) aim to provide better infrastructure. In short, each is designed to reduce or eliminate some of the costs noted earlier so that exporters operate in something closer to a market environment, and are better able to compete in global markets. 

All successful exporting countries established at least one of these programs. Malaysia relied mainly on EPZs that provided reliable infrastructure and allowed exporters (mainly in electronics) to import and export without being taxed; the government also established bonded warehouses and a duty exemption system for other exporters. Most Korean and Taiwanese exporters used a well-functioning duty exemption and rebate system to obtain inputs at world prices; in addition, a substantial number of firms were set up as bonded warehouses or located in EPZs. Hong Kong and Singapore are citywide EPZs. Indonesia established an agency in the Ministry of Finance that granted exemptions from import licensing restrictions and drawbacks (rebates) for duties paid on imported inputs. 

The vast majority of Tunisia’s manufactured exporters operate as bonded warehouses, whereas Mauritius’ exporters are mainly in EPZs. China’s special enterprise zones, located up and down the coast, are the source of most of its manufactured exports. In the early 1990s, the Philippines established EPZs at the former Subic Bay Naval Base and Clark Air Force Base, where the departing U.S. military forces left behind high-quality physical infrastructure, which provided the basis for rapid growth in electronics exports and for service exports, such as the regional hub for many overnight delivery services at Clark Air Base. In the Dominican Republic, exports from EPZs increased by a factor of five during the 1990s, and by the end of the decade they accounted for more than 80 percent of the country’s exports. Firms export textiles, footwear, electronics, jewelry, and other products, mostly to the United States. EPZ employment reached nearly 200,000 people by the end of the 1990s, about 17 percent of the workforce. About 60 percent of employees are women, a pattern that is typical of many EPZs.

Export platforms have not always been successful. When they are located far from ports to spur development in isolated areas, production costs are too high for firms to compete. If firms in export platforms still face high regulatory costs, or must wait long periods of time for goods to clear customs, they will not be successful. And export platforms cannot overcome poor macroeconomic management that leads to high inflation or overvalued exchange rates. But where export platforms are established as enclaves in which producers face world prices for inputs and outputs, they have been more successful. Where EPZs and other platforms are not working effectively, it is essential to find out why and correct the problem, since few countries have succeeded without them.

Finally, export platforms should be seen as temporary measures that allow firms to become competitive while the government strengthens infrastructure, minimizes tariffs, and reduces red tape so that firms can compete without special facilities. They should not be used to postpone economy-wide reforms. 
Regulatory and Bureaucratic Costs in Mozambique

Mozambique has considerable potential for labor-intensive manufactured exports, especially in agroprocessing, textiles, garments, simply jewelry and consumer goods, and perhaps shoes and toys. Its advantages include an ample labor supply, access to good ports, low-cost electricity, an adequate water supply, and the large South African market. It faces higher shipping costs to major markets than some other countries, which may make it difficult to compete in some areas (such as electronics, which tend to have smaller margins). Nevertheless, several of Mozambique’s neighbors—Mauritius, Madagascar, Swaziland, and Lesotho—have enjoyed solid success in labor-intensive manufactured exports, so Mozambique’s location does not preclude it from competing in world markets.

It is beyond the scope of this paper to provide a full analysis of Mozambique’s investment climate. However, information from several sources indicates that relatively weak institutions and high regulatory and bureaucratic costs are impeding export competitiveness. By most measures, Mozambique has much higher regulatory costs than its neighbors. We briefly examine data from four separate sources.

First, Figures 3-2 and 3-3 show Mozambique’s percentile ranking against all countries in the world in perceptions of “the rule of law” and “control of corruption,” based on survey data compiled by the World Bank Institute’s Global Governance Indicators. Mozambique scores in the 35th percentile for the rule of law, higher than Uganda but lower than Tanzania, Madagascar, and other countries. As for control of corruption, Mozambique is in the 25th percentile of global rankings, lower than all the other countries shown.

Second, Tables 3-1 and 3-2 show two excerpts from the World Bank’s Doing Business report. Table 3-1 shows the exceptional high costs of starting a business in Mozambique. Those costs have reportedly dropped recently, but are still among the highest in the world. Table 3-2 shows the costs associated with firing workers. According to these data, it costs a firm the equivalent of 141 weeks or 3 years of wages to fire a worker. The costs in Mozambique are more than three times higher than most of the other countries shown.

Third, Tables 3-3 and 3-4 show Mozambique’s ranking in the World Economic forum’s Global Competitiveness Report. Mozambique’s competitiveness ranking has improved from the 8th percentile to the 23rd in the past three years (partly because of the entry of new low ranking countries, and partly because of perceived improvements in Mozambique). Table 3-3 shows rankings for business competitiveness, public institutions, macroeconomic policy, and technology. In all cases, Mozambique has the lowest or nearly the lowest ranking. (The low score for the macroeconomic environment is surprising, and differs from most reports about Mozambique’s macroeconomic policies).

Figure 3-2
Perceptions of the Relative Quality of the Rule of Law
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Figure 3-3
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Table 3-1
Costs of Starting a Business
	Country
	Starting a business

	
	Procedures (number)
	Duration (days)
	Cost  (% GNI per capita)
	Minimum capital  (% GNI per capita)

	Mozambique
	14
	153
	95.0
	12

	Botswana
	11
	108
	10.9
	0

	Ghana
	12
	81
	78.6
	28

	India
	11
	71
	61.7
	0

	Madagascar
	11
	38
	54.3
	2158

	South Africa
	9
	38
	8.6
	0

	Tanzania
	13
	35
	161.3
	6

	Uganda
	17
	36
	117.8
	0


Source: Doing Business in 2006, World Bank.

Table 3-2
Cost of Hiring and Firing Workers

	Country
	(0-100 index, 0=best)
	Hiring cost (% of salary)
	Firing costs (weeks of wages)

	
	Difficulty of hiring 
	Rigidity of hours 
	Difficulty of firing
	Rigidity of employment
	
	

	Mozambique
	83
	80
	20
	61
	4.0
	141.0

	Botswana
	11
	40
	40
	30
	0.0
	18.9

	Ghana
	11
	40
	50
	34
	12.5
	24.9

	India
	56
	40
	90
	62
	12.3
	79.0

	Madagascar
	67
	60
	50
	59
	18.0
	40.9

	South Africa
	56
	40
	60
	52
	2.6
	37.5

	Tanzania
	67
	80
	60
	69
	16.0
	38.4

	Uganda
	0
	20
	20
	13
	10.0
	12.0


Source: Doing Business in 2006, World Bank.

Table 3-3
Aggregate Growth Competitiveness Ranking

	Country
	Growth Competitiveness Index 
(Percentile ranking)

	
	2003
	2004
	2005

	Mozambique
	8
	12
	23

	Botswana
	64
	57
	60

	Ghana
	29
	35
	50

	India
	44
	48
	58

	Madagascar
	5
	8
	9

	South Africa
	58
	61
	65

	Tanzania
	31
	21
	40

	Uganda
	21
	24
	26


Source: Global Competitiveness Report, 2005-2006, World Economic Forum.
Table 3-4
Selected Components of Competitiveness Rankings (Absolute rankings)
	Country
	Business Competitiveness, 2005
	Public Institutions, 2004
	Macroeconomic Environment, 2004
	Technology, 2004

	
	N=116
	N=106
	N=106
	N=106

	Mozambique
	98
	82
	95
	92

	Botswana
	55
	26
	30
	59

	Ghana
	45
	65
	68
	86

	Madagascar
	97
	96
	79
	97

	South Africa
	28
	43
	40
	40

	Tanzania
	82
	59
	76
	81

	Uganda
	85
	84
	71
	77


Source: Global Competitiveness Report 2005-06, World Economic Forum.

Finally, a survey of 7,000 firms in 15 countries taken between 2000 and 2004 as reported in a recent paper
 show that the cost of crime and of making unofficial payment each average around 3 percent of sales for firms in Mozambique (Figures 3-4 and 3-5). A total of more than 6 percent of sales would translate to a much higher share of value added, which in turn must come out of profits or wages. Figure 3-4 shows that when firms are trying to secure a contract, they pay about 6 percent of the value of the contract in order to secure it. Figure 3-5 shows total indirect costs as a share of total costs for firms in several countries. In Mozambique, indirect costs (including the costs of energy, land rents, transportation, telecommunications, marketing, maintenance, and several other factors) account for more than 30 percent of costs, the highest of the 15 countries with data available.

Figure 3-4
Costs of Crime and Unofficial Payments
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Source: Benn Eifert, Alan Gelb, and Vijaya Ramachandran, Business Environment and Comparative Advantage in Africa: Evidence from the Investment Climate Data, CGD Working Paper #56, 2005.
Figure 3-5
Indirect Costs as a Share of Total Costs
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Source: Benn Eifert, Alan Gelb, and Vijaya Ramachandran, Business Environment and Comparative Advantage in Africa: Evidence from the Investment Climate Data,” CGD Working Paper #56, 2005.
Conclusions

The countries that have been most successful in integrating domestic firms into global markets have experienced rapid economic growth, employment gains, and rising wages. The benefits are particularly apparent for countries that achieved rapid growth in labor-intensive manufactured exports. Countries that have relied on exports of natural resource products, or that have produced for domestic rather than global markets, have achieved much less growth and job creation.

Mozambique has grown rapidly over the last decade as it rebuilt after years of war. It deserves great credit for that progress. But as the period of reconstruction ends, sustaining growth will require moving into new areas where firms can compete in regional and global markets. There is growing competition from firms around the region. To excel, Mozambique must take dramatic steps to reduce its red tape and bureaucratic costs. While some regulations can confer benefits, all evidence indicates that the costs of doing business are much higher in Mozambique than in neighboring countries. The consequences are lower investment, employment, profits, and wages.

Fortunately, this situation can be reversed. If Mozambique aggressively reduces business costs over the next several years, it could attract investment, increase employment, and better integrate its firms into the global business environment.
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		YEM		1		1		1		1		1		1		1		1		1		1		1

		YMD

		YSR		0																				0

		YUG		0		0		0		0		0		0		0		0		0		0		0

		ZAF		0		0		0		1		1		1		1		1		1		1		0.7

		ZAR		0		0		0		0		0		0		0		0		0		0		0

		ZBR

		ZMB		0		0		0		0		0		0		0		0		0		0		0

		ZWE		0		0		0		0		0		0		0		0		0		0		0





work1

		ccode		scaw				ccode		growth

		AGO		0				AFG

		ARG		0				ALB		1.0

		BDI		0				DZA		-0.5

		BGD		0				ASM

		BLR		0				ADO

		CAF		0				AGO		-1.9

		CHN		0				ATG		2.8

		DDR		0				ARG		3.0

		DZA		0				ARM		-2.8

		GAB		0				ABW

		HRV		0				AUS		2.1

		HTI		0				AUT		2.2

		IND		0				AZE		-7.3

		IRN		0				BHS		-0.7

		IRQ		0				BHR		2.0

		LBR		0				BGD		2.6

		MKD		0				BRB		0.7

		MMR		0				BLR		-2.1

		NGA		0				BEL		1.8

		PAK		0				BLZ		3.1

		PNG		0				BEN		0.8

		RUS		0				BMU

		RWA		0				BTN		3.2

		SEN		0				BOL		1.7

		SOM		0				BIH		38.2

		SYR		0				BWA		2.7

		TCD		0				BRA		0.6

		TGO		0				BRN

		TKM		0				BGR		-2.8

		UZB		0				BFA		0.8

		VNM		0				BDI		-3.3

		YSR		0				KHM		3.5

		YUG		0				CMR		-2.9

		ZAR		0				CAN		0.9

		ZMB		0				CPV		2.6

		ZWE		0				CYM

		BFA		0.1				CAF		-1.3

		TJK		0.125				TCD		-0.4

		ETH		0.2				CHI

		MDG		0.2				CHL		6.0

		MRT		0.2				CHN		8.1

		MWI		0.2				COL		1.6

		BIH		0.2857142857				COM		-1.5

		GEO		0.375				ZAR		-8.0

		KEN		0.4				COG		-1.8

		MOZ		0.4				CRI		2.7

		NPL		0.4				CIV		-0.4

		TZA		0.4				HRV		-0.6

		UGA		0.4				CUB		3.0

		ARM		0.5				CYP		3.5

		AZE		0.5				CZE		-0.1

		CIV		0.5				DNK		1.6

		COG		0.5				DJI		-5.7

		EGY		0.5				DMA		2.3

		LTU		0.5				DOM		2.5

		MDA		0.5				ECU		0.5

		NER		0.5				EGY		2.1

		NIC		0.5				SLV		2.6

		UKR		0.5				GNQ		13.2

		URY		0.5				ERI		6.5

		CMR		0.6				EST		-0.9

		SLE		0.6				ETH		-0.1

		KGZ		0.625				FRO

		ALB		0.7				FJI		2.2

		DOM		0.7				FIN		1.3

		ECU		0.7				FRA		1.4

		HND		0.7				PYF		0.2

		LKA		0.7				GAB		1.2

		PER		0.7				GMB		-0.5

		ROM		0.7				GEO		-9.9

		TTO		0.7				DEU		1.9

		VEN		0.7				GHA		1.7

		ZAF		0.7				GRC		1.5

		BGR		0.8				GRL

		BRA		0.8				GRD		2.7

		CZE		0.8				GUM

		HUN		0.8				GTM		1.4

		MLI		0.8				GIN		1.4

		POL		0.8				GNB		-1.0

		BEN		0.9				GUY		3.8

		JAM		0.9				HTI		-3.4

		PRY		0.9				HND		0.4

		SLV		0.9				HKG		2.1

		TUR		0.9				HUN		0.0

		AUS		1				ISL		0.9

		AUT		1				IND		3.7

		BEL		1				IDN		4.0

		BOL		1				IRN		3.1

		BRB		1				IRQ		-27.0

		BWA		1				IRL		6.0

		CAN		1				IMY

		CHE		1				ISR		2.1

		CHL		1				ITA		1.4

		COL		1				JAM		1.2

		CRI		1				JPN		1.9

		CYP		1				JOR		-1.2

		DEU		1				KAZ		-5.1

		DNK		1				KEN		-0.2

		ESP		1				KIR		0.6

		FIN		1				PRK

		FRA		1				KOR		4.7

		GBR		1				KWT		4.9

		GHA		1				KGZ		-4.7

		GIN		1				LAO		4.4

		GMB		1				LVA		-2.9

		GNB		1				LBN		4.0

		GRC		1				LSO		3.6

		GTM		1				LBR		-6.1

		GUY		1				LBY

		HKG		1				LIE

		IDN		1				LTU		-3.3

		IRL		1				LUX		3.9

		ISR		1				MAC		1.9

		ITA		1				MKD		-1.8

		JOR		1				MDG		-1.3

		JPN		1				MWI		1.7

		KOR		1				MYS		4.8

		MAR		1				MDV		7.3

		MEX		1				MLI		1.5

		MUS		1				MLT		4.5

		MYS		1				MHL		-1.9

		NLD		1				MRT		1.0

		NOR		1				MUS		4.3

		NZL		1				MYT

		PHL		1				MEX		1.7

		PRT		1				FSM		-0.3

		SGP		1				MDA		-8.6

		SVK		1				MCO

		SVN		1				MNG		-1.6

		SWE		1				MAR		1.1

		THA		1				MOZ		3.5

		TUN		1				MMR		3.7

		TWN		1				NAM		0.7

		USA		1				NPL		2.4

		YEM		1				NLD		2.5

								ANT

								NCL		0.3

								NZL		0.8

								NIC		-0.8

								NER		-1.3

								NGA		0.8

								MNP

								NOR		3.0

								OMN		1.0

								PAK		1.5

								PLW		-1.4

								PAN		3.4

								PNG		1.4

								PRY		0.3

								PER		0.0

								PHL		0.7

								POL		3.5

								PRT		3.0

								PRI		3.3

								QAT

								ROM		-2.5

								RUS		-6.1

								RWA		-1.4

								WSM		3.5

								SMR

								STP		-1.0

								SAU		0.0

								SEN		-0.1

								YUG		5.0

								SYC		4.4

								SLE		-5.6

								SGP		4.6

								SVK		-0.2

								SVN		4.1

								SLB		1.1

								SOM		-5.8

								ZAF		-0.8

								ESP		2.4

								LKA		3.8

								KNA		4.4

								LCA		4.0

								VCT		1.6

								SDN		2.4

								SUR		1.5

								SWZ		0.4

								SWE		1.0

								CHE		0.4

								SYR		1.9

								TJK		-12.1

								TZA		0.2

								THA		4.9

								TMP

								TGO		-0.7

								TON		1.4

								TTO		1.8

								TUN		2.9

								TUR		2.4

								TKM		-8.2

								UGA		3.4

								UKR		-8.3

								ARE		0.5

								GBR		1.8

								USA		1.8

								URY		2.9

								UZB		-2.5

								VUT		1.5

								VEN		-0.2

								VNM		5.6

								VIR		9.2

								WBG		-1.9

								YEM		1.9

								ZMB		-2.5

								ZWE		1.1





work2

		ccode		growth		scaw

		ZMB		-2.5		0								Closed		Moderately open		Open

		NGA		0.8		0								-0.74		0.76		1.00

		PNG		1.4		0

		AGO		-1.9		0

		RWA		-1.4		0

		YUG		5		0

		BGD		2.6		0

		PAK		1.5		0

		LBR		-6.1		0

		HTI		-3.4		0

		MKD		-1.8		0

		TKM		-8.2		0

		ZAR		-8		0

		IRQ		-27		0

		ARG		3		0

		DZA		-0.5		0

		HRV		-0.6		0

		GAB		1.2		0

		TCD		-0.4		0

		UZB		-2.5		0

		SOM		-5.8		0

		BDI		-3.3		0

		CHN		8.1		0

		TGO		-0.7		0

		RUS		-6.1		0

		CAF		-1.3		0

		SEN		-0.1		0

		SYR		1.9		0

		BLR		-2.1		0

		ZWE		1.1		0

		IND		3.7		0

		VNM		5.6		0

		MMR		3.7		0

		IRN		3.1		0

		BFA		0.8		0.1

		TJK		-12.1		0.125

		ETH		-0.1		0.2

		MDG		-1.3		0.2

		MRT		1		0.2

		MWI		1.7		0.2

		BIH		38.2		0.2857143

		GEO		-9.9		0.375

		MOZ		3.5		0.4

		TZA		0.2		0.4

		KEN		-0.2		0.4

		UGA		3.4		0.4

		NPL		2.4		0.4

		EGY		2.1		0.5

		NER		-1.3		0.5

		COG		-1.8		0.5

		UKR		-8.3		0.5

		AZE		-7.3		0.5

		LTU		-3.3		0.5

		MDA		-8.6		0.5

		ARM		-2.8		0.5

		CIV		-0.4		0.5

		NIC		-0.8		0.5

		URY		2.9		0.5				-0.7413793103

		CMR		-2.9		0.6

		SLE		-5.6		0.6

		KGZ		-4.7		0.625

		ECU		0.5		0.7

		TTO		1.8		0.7

		VEN		-0.2		0.7

		PER		0		0.7

		ALB		1		0.7

		LKA		3.8		0.7

		ROM		-2.5		0.7

		DOM		2.5		0.7

		ZAF		-0.8		0.7

		HND		0.4		0.7

		BGR		-2.8		0.8

		MLI		1.5		0.8

		CZE		-0.1		0.8

		POL		3.5		0.8

		HUN		0		0.8

		BRA		0.6		0.8

		PRY		0.3		0.9

		BEN		0.8		0.9

		SLV		2.6		0.9

		TUR		2.4		0.9

		JAM		1.2		0.9				0.7552083333

		MEX		1.7		1

		NLD		2.5		1

		AUS		2.1		1

		GTM		1.4		1

		GBR		1.8		1

		YEM		1.9		1

		COL		1.6		1

		THA		4.9		1

		AUT		2.2		1

		GIN		1.4		1

		MAR		1.1		1

		CHL		6		1

		GRC		1.5		1

		CHE		0.4		1

		ESP		2.4		1

		JOR		-1.2		1

		GUY		3.8		1

		TUN		2.9		1

		BEL		1.8		1

		BWA		2.7		1

		ISR		2.1		1

		SVK		-0.2		1

		SVN		4.1		1

		NZL		0.8		1

		MYS		4.8		1

		NOR		3		1

		DEU		1.9		1

		BRB		0.7		1

		KOR		4.7		1

		HKG		2.1		1

		USA		1.8		1

		IRL		6		1

		CYP		3.5		1

		MUS		4.3		1

		SGP		4.6		1

		SWE		1		1

		GHA		1.7		1

		ITA		1.4		1

		PRT		3		1

		GNB		-1		1

		FRA		1.4		1

		FIN		1.3		1

		CAN		0.9		1

		GMB		-0.5		1

		CRI		2.7		1

		BOL		1.7		1

		JPN		1.9		1

		DNK		1.6		1

		PHL		0.7		1

		IDN		4		1				1.00





Chart1

		Closed
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		Open



-0.7413793103

0.7552083333

1




