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Developing a Cotton Textile and Apparel Value Chain in Mozambique
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Introduction and Background to Study
The textile and apparel sectors are the largest generators of unskilled manufacturing employment in the world.  Light and medium manufacturing industries, such as textiles and apparel, have the capacity to not only lift large segments of the population from poverty, but also to employ some of the most disadvantaged members of society.  It is, therefore, crucial that Mozambique consider the potential viability and promotion of these sectors. 
The purpose of this study is to provide technical input on the main constraints and opportunities for an integrated national industrial strategy for the development of the cotton based textile value chain. The main links in the cotton based textile value chain to be considered are:

· Cotton (including seed cotton, ginneries and lint);
· Textile manufactures (including spinning, fabric forming, dying and finishing);
· Apparel production.
Each link in the national supply chain has the potential to develop on its own merits, however, the possibility of supply chain integration must be explored and pursued when it offers the chance for stakeholders to improve their mutual competitive advantage and to share in increased value creation.  Competitive advantages from a national integration strategy may arise from:

· Reducing or eliminating international transport costs and hence retaining value added within the national supply chain;
· Improving control over supply chain links to align quality with end customer requirements;
· Reducing lead times and improving responsiveness of the supply chain;
· Improving market access for products under preferential trade agreements.
This model of industry integration is based on market led supply chain linkages and the creation of value within the supply chain to the betterment of all stakeholders.  As such, it represents a more complex process then colonial supply chain integration whose focus was the transfer of value from one stakeholder to another with little value creation.  In a value chain approach, integration of the industry has to better all stakeholders through the creation of value.  This is an approach that is, today, at the core of global supply chains—producers focus on what they do best, and cooperate where there is an opportunity for value creation.  Global producer’s integrate and\or divest themselves based on these criteria.
In a value chain approach, constraints to industry growth can have a two fold impact on the supply chain.  First, a constraint can limit the growth of an individual link, for example, labor laws may limit the growth of a downstream garment industry but not be directly important to production in the cotton and spinning sectors.  However, the growth of the garment industry indirectly limits the opportunities for a textile industry to develop, and this reduces the opportunities of cotton growers and ginners to sell their cotton directly to large spinners, knitters and weavers.  At the same time, the lack of major transportation arteries might not directly affect a textile or making up industry (presumably located near ports) but it could eliminate the opportunity to integrate into the rural cotton sector, thereby missing a chance to purchase local lint without incurring the full cost of transportation from international logistics agents, and reducing shipping delays.   With cotton grown in the North of the Mozambique and the best access to infrastructure and international shipping routes in the South of Mozambique, this challenge requires special consideration in an industrial integration strategy.  
The goal of this strategy is to report illuminate key constraints to investment and growth in individual sectors and identify areas where the constraints for value chain integration exist.  The elements of value chain integration and value chain growth are complex, and are often only truly known when investors engage in the process of production and investment.  Therefore, the constraints in this report should be considered as guide posts for industry development.  Consequently, it is of the utmost importance that the government of Mozambique actively engages investors to support them in their exploration of Mozambique’s cotton value chain.  The government must address constraints that are overwhelming to investors, and continue to mitigate any constraints that remain, providing the investor the greatest opportunity to locate and succeed in Mozambique. It would be dangerous to assume some natural comparative advantage alone, such as low wages or raw materials, could be compelling enough to entice investors.  Competitive advantages rarely reveal themselves so easily, and almost never without the trial and error of investors and market discipline. 

The report is organized into four major sections.  The first section provides a profile of Mozambique’s major value chain links, including cotton, textile and apparel production.  The second section reviews internal constraints and opportunities to investment and growth of the individual segments and to the integration of the value chain.  The third section reviews the external constraints and opportunities for growth and investment, these factors are often categorized as market access issues as defined by international trade agreements. Finally, a proposal for a national action plan is presented including interventions and goals.
Profile of Cotton Textile Sector in Mozambique
Cotton has been cultivated in Mozambique for over 50 years.  In the years just before independence, Mozambique claimed one the largest vertically integrated textile and apparel industries in Africa, spanning the entire supply chain from fiber to spinning and fabric forming to garment production.  The period directly after independence saw a dramatic decline in cotton production and the virtual disappearance of the downstream textile and apparel industries.  Today Mozambique’s seed and lint cotton sectors are about to exceed peak production levels achieved in the pre-independence era.  The downstream textile and apparel sectors are paused to make a fresh start in the now global industry encouraged by preferential access to major markets.  The following paragraphs provide an overview of the three sub-sectors, cotton, textile and apparel from a statistical, geographical and structural perspective.
Seed and Lint Cotton sub--Sector
The cotton fiber sub-sector encompasses two major stages including the cultivation of seed cotton and the ginning of seed cotton into lint which can be sold to world markets.  Over 75 percent of current production is in the Northern provinces of Nampula and Cabo Delgado.  Small farm holdings make up 98 percent of cotton production with the balance of production consisting of private land holding companies and joint venture (JV) firms.  Table 1. illustrates raw seed cotton output for the years 2003 through 2005 compared to the peak production level achieved in 1973.  Cotton production has consistently risen for three years in a row and is projected to reach 140,000 tons in 2006.  Even still, experts estimate Mozambique’s full potential to produce seed cotton to be in excess of 400,000 tons per annum. 

Major actors in the Mozambique cotton sector include the Mozambique Cotton Institute, part of the Ministry of Agriculture and Rural Development. 
Table 1 
Mozambique Seed Cotton Production 2003 – 2005 (tons)
	Peak Production (1973)
	2003
	2004
	2005 (est.)

	144,061
	54,000
	92,000
	120,000


Source Global Development Solutions, LLC.
The cotton staple fiber produced is determined largely by the length of the growing season and regional precipitation levels.  The cotton fiber grown in Mozambique is classified as “middling to middling” and is among the longest African cotton fiber produced, outside of Egypt.  Average fiber length is 2.86 cm with a minimum length of 2.77 cm
 or about 1 1/8th inch.  This long staple commands a price premium of between 10-20 percent over shorter staple fiber in world markets, if it is supplied free of contaminants and if it is graded properly.  When fiber of this length is properly cleaned and graded it can be used to make an exceptionally wide array of yarns ranging from 5 to 50 counts or even 60 count yarns with exceptional quality standards enforced.  Yarns in this broad range can be used to produce everything from fashionable “ring spun” denim jeans
 (5—10 count yarns) to t-shirts and fashion forward knit and woven shirts.  On the home textile front, yarns of these grades could be used in mid to higher end bed sheeting and fine towels.  
Although cotton grown in Mozambique is suitable for a wide range of products, Mozambique cotton is ideal for ring spun 100 percent cotton yarns of 30-36 count resulting in a competitive and sought after product.  Yarns of this count could be utilized in a wide range of knit products from t-shirts and underwear to knit shirts and sweaters.  

Joint ventures between the Mozambique government and international investors have been established to manage the conversion and sale of seed cotton into lint cotton.  The JVs were established in the form of concessions whereby local farmers are required to sell their seed cotton harvest to geographically defined ginners.  In return, the JVs provide critical financing and outreach programs for small farmers.  The prices for seed cotton are set by government agents to insure small farmers a minimum price level and hence stability of income.
With seventeen ginneries currently operating with a capacity to process approximately 200,000 tons of cotton per annum, there is significant room for expanding the production of cotton lint.  Investments in newer ginning machinery continue to grow and it is hoped with sustained harvests, the upgrading of equipment will continue.  Lacking a spinning industry, Mozambique exports 100 percent of cotton lint produced, principally through the JVs and international cotton traders.  There are few direct linkages to end customers.  Table 1. lists the destination of Mozambique’s cotton exports by country.
Table 2.

Destination of Mozambique’s Cotton Lint Exports
	Country
	Percent of Exports

	Portugal
	38.4

	Brazil
	15.5

	India
	12.6

	Other
	33.5


Source: Global Development Solutions.
The future of cotton production in Mozambique is promising.  New ventures in the area of organic cotton cultivation have not yet been proven in Mozambique, but it is expected that small farm holdings will embrace this growing market opportunity in the near future.

Textiles sub-Sector
After independence in 1975, Mozambique’s nascent textile industry sprung into action with six major textile firms engaged in the key activities encompassing the entire textile supply chain: spinning, weaving and knitting, dying and finishing of fabric.  Not all of these operations depended exclusively on cotton fiber, since some were located in the South of the country, far from the major cotton growing areas in the North.  Instead, the Southern mills served the local markets with low cost polyester fabrics.   Northern mills, favored by their location to local cotton crops, produced cotton uniforms and cotton blankets from second and third grade cotton, again, primarily for local markets. 
In the early 1990s, hampered by poor market opportunities, low capacity utilization and new laws, textile firms began to falter until the final textile mill closed in 2001.  Significant textile machinery remains in Mozambique in various states of repair.  Most equipment is over ten years old and include  over 30,0000 spindles and possibly 100 shuttless looms that may be revived for producing for the local market.  The government of Mozambique, in cooperation with its private owners, is seeking investors to revitalize and renew this machinery for textile manufacturing.  However, efforts to divest of these buildings and machinery have been hampered by significant financial liabilities, the age of the equipment and legal entanglements of the firms that formally employed them.  New investors may find green field opportunities attractive, especially when considering that old textile mills and equipment may be located in remote areas of the country without significant regard for access to seed or lint cotton, international shipping access, downstream users and ports.  It is likely new investors will want to explore new locations to take advantage of Mozambique’s natural and geographical advantages while balancing access to end using industries and transportation.  
Apparel sub--Sector
Mozambique’s apparel industry is currently comprised of one medium sized factory employing about 400 workers in the cutting and sewing of specialty uniforms for the South African, US and EU markets.  This firm has been in operation since 2003, when South African investors purchased a formerly state owned company.  A visit to local markets reveals numerous local tailors and a significant micro-enterprise based stitching industry.  Pre-production capabilities, such as pattern and marker making are absent. With significant market access benefits from the US African Growth and Opportunity Act (AGOA), the South African Development Community (SADC) and the EU, Mozambique’s apparel industry holds distinct advantages over competitors in Asia.
Internal Constraints 
The elimination of textile and apparel quotas in 2005 have given global investors unfettered flexibility when choosing where to locate and invest.  With literally dozens of countries seeking to lure these investors to boost their industrial production and employment, Mozambique must consider carefully its internal constraints to attracting textile and apparel sector investors.  Many countries can count liberal US and EU market access as a benefit, therefore, liberal market access can not compensate for excessively restrictive local regulations and poor infrastructure.  

This section reviews Mozambique’s internal constraints in relation to other countries regarding three key factors to textile and apparel industry investors:

· Getting goods to market reliably;

· Flexibility of labor laws regulations;

· Taxes and incentives for the sectors
· Export processing zones.

Bringing these key factors into closer to alignment with major regional and global competitors will give a significant boost to the establishment of both textiles of apparel industries.
The following sections review the major regulatory and business environment constraints in Mozambique as they pertain to the cotton textile and apparel value chain.   Several constraints in the regulatory and business environment of Mozambique are common across sectors and are reviewed first.   The sections on the business and regulatory environment are followed by a review of sector specific restraints.
Business and Regulatory Environment
Labor Laws 
Labor costs are a significant component of manufacturing costs, perhaps only exceeded by the cost of raw materials (cotton), yarns and fabrics.  At $50 per month the minimum wage in Mozambique is low when compared to regional and global competitors.  However, wage rates are the starting point for an analysis of total labor costs, which include many non-wage costs such as vacation pay, sick leave, overtime, and severance pay.  Moreover, there are many regulatory issues such as registering workers, the difficulty of retrenching them, and the government’s involvement in the hiring and firing process.  How these non-wage costs balance with wages can be a key factor determining where international investor in textiles and apparel is likely to locate
. Therefore, it is important that Mozambique’s labor laws compare with those of major producers of textiles and apparel.  

Labor laws and regulations can be organized into five major categories: severance and notice; vacation and sick leave; government involvement; and apprentice laws.  These categories are listed in the first column of table 3, with the remainder of the columns indicating Mozambique’s current law and the laws of two competitors, Lesotho and Cambodia.  

Table 3
	Item
	Moz. Current
	Lesotho
	Cambodia

	Severance and Notice (non-economic reasons)
	Three months notice three months severance (6 months)
	One month notice, six weeks severance (2.5 months)
	One week notice three weeks severance (1.0 – month)

	Government Involvement
	Significant
	Minimal
	Minimal

	Vacation (w\o holiday)
	Six weeks (45 days)
	One day per month (12 days)
	One day per month (12 days)

	Sick Leave
	Practically without limits
	One day per month (12 days); 24 days half pay
	One day per month (12 days)

	Apprentice Law \ New Hire
	Six month probation
	First 2 months at reduced pay; terminate employment at will for 4 months
	First two months as apprentice; terminate at will first 4 months


Source: Compiled by Nathan Associates Inc.

Note: Assumes an average of three years seniority on the job.

The first category in table 3, severance and notice, often referred to as the “flexibility” of the labor law, are the conditions under which a producer can retrench workers.  Two categories of severance are defined.  First economic dismissal addresses the needs of producers to reduce production and the work force because of means outside of their control, such as an economic recession or a reduction in orders.  The second type of dismissal address the occasion when producers wish to retrench workers for any reason other than those covered under the economic dismal category, such as poor worker performance.  The data in table 3 illustrates the case for non-economic dismissals.  In Mozambique, a producer is required to notify a worker three months before they are retrenched and the producer is still required to pay the worker three months severance pay.   For all intents and purposes, notification and severance are equivalent, since few producers would maintain workers on the factory floor who have been given notice.  This means that a producer in Mozambique that wishes to retrench a worker for non-economic reasons must pay 6 months in wages to the dismissed worker.  In contrast, the same producer located in Lesotho must pay a total of 2.5 months severance and notice and a producer in Cambodia must pay one month severance and notice for a worker with the same seniority.  In other terms, a producer in Mozambique is required to pay six times the severance cost in Mozambique compared to Cambodia.  
The government of Mozambique is currently considering revisions to the labor laws to address some of these concerns.  Figure 1 illustrates the total notice and severance that a producer must give a worker under the current labor law and under the proposed labor law.  Each bar is associated with the seniority of a worker-from six months to ten years on the job.  The first bar indicates the current labor law, and the second bar (blue) illustrates the new labor law.  In the period between six months and three years, the new labor law appears to be competitive within the textile and apparel industries.  At year three, the current and new laws are nearly equal.  After ten years, the new labor law requires greater severance payments by the producer than the current law.

Figure 1

Severance and Notice for Non-Economic Reasons under Mozambique’s Current and Proposed Labor Laws
[image: image4.emf]0

2

4

6

8

10

12

14

16

6 months 1 year 3 Year 5 Year 10 Years

Months of Service

Current Labor Law New Labor Law

Source: Analysis of the current and new labor laws.

The proposed labor law is an improvement over the current law, especially in the short to near term.  After three years on the job (not uncommon for an apparel firm) the laws are nearly identical, and the same cycle of disincentives and low productivity are set in motion
.  Some counties, such as South Africa and Indonesia, maintain similar laws, but their impracticality is reveled by the proliferation of subcontracting regimes whereby producers locate to remote areas where enforcement of the laws is lax, or loop holes in local laws, or free trade zones (FTZs) laws are created to relieve the economic pressure of these regulation.  In some countries, such as South Africa, elaborate systems of hiring and firing workers on a cyclical basis is conducted to ensure the workers do not accrue severance benefits and that the textile and apparel factories do not accrue large severance liabilities.  
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Figure 2.

Severance and Notice for Economic Dismissal under Mozambique’s Current and Proposed Labor Laws
Source: Analysis of the current and new labor laws.

Figure 2 illustrates the same data for dismissal of a worker for economic reasons.  Once again, the current law imposes a high cost on Mozambique’s prospective and current producers should they have to retrench workers for economic reasons.  Six months notice and severance is required for a worker with three years of seniority. In the case of the proposed labor law, there is a dramatic improvement over the current labor law, even when looking at ten year tenure.  The new labor law in the area of economic dismissal is approaching the competitive mark, should it be implemented in the future.

Today, there is uncertainty as to when Mozambique’s proposed labor law might be approved.  It remains to be seen if Mozambique has actually done enough to attract investors.  This analysis indicates that the proposed labor law has not gone far enough, especially in regards to severance for non-economic reasons, with reforms to put it on par with its major competitors in the textile and apparel sectors.

The second item listed in table 3 is the level of government involvement in labor disputes that do not violate the ILO basic code of workers rights.  In most countries with growing apparel industries, the government does not get involved when an employer dismisses a worker, as long as the proper procedures of the law involving severance and notice are lawfully applied.  In Mozambique, the employer is required to notify the government of its intention to dismiss a worker, and the government intervenes or arbitrates.  Producers in Mozambique find this process extremely cumbersome, and any fault in carrying out this process favors the worker.  Once again, a process is put in place that raises the cost to the producer of dismissing workers not performing to the level of their peers, since the worker knows the process will work in their favor.  Productivity and management of the factory, therefore, suffer, in addition to the producer having to disengage from their primary concern—running a factory and meeting the buyer’s needs.

Paid vacation and sick pay also raise the costs of employment.  A worker in Mozambique is entitled to six weeks of paid vacation (1.5 months) after three years of service with an employer.  The standard for vacation in countries with strong and vibrant textile and apparel industries is one day of paid vacation for every month of service or a little over two weeks of vacation (0.5 months) for the same worker. Therefore, a producer in Mozambique must pay three times the annual leave costs as compared to the regional and global standards presented here.  Likewise, paid sick leave is allocated at the same rate as vacation, one day per month of service.  In contrast, the Mozambique labor law appears to set no limits on how long a factory must pay a worker on sick leave, assuming reasonable justification is established.  

Finally, regional and global apparel producing countries have provisions for apprenticeship programs and new workers to a factory.  Apprenticeship programs allow producers to pay a reduced rate for workers and allow management to dismiss an employee without cause in the first few months of service.  This is important to a factory, since a worker’s skill and aptitude for a job can only be evaluated as they are observed on the production floor.  Workers that do not meet the standards for the job are dismissed. 

Shipping and Delivery Times

Getting goods to market reliably and efficiently is critical to the establishment and growth of textile and apparel industries.  The value of apparel and textiles is tied to fashion trends and seasonal sales patterns.  Textile and apparel products, therefore, have more in common with perishable produce, such as fruits and vegetables then they do with metals or machinery.  Cotton producers that receive fertilizers and pesticides late produce less cotton.  Spinners, weavers and knitters that do not have access to spare parts, dyes or technical samples of yarns and fabrics loose orders.  Apparel producers that deliver products late have their payments reduced by 20 -50% and key customers are lost.  Long and variable shipping times in Mozambique will limit access to materials and supplies for the various links in the supply chain, and this constraint will be an important determinant of the types of investments that will be made.  While Mozambique’s cotton sector offers potential to reduce dependence on established international supply chains and reduce shipping and lead times, it must be recognized that many challenges still exist for shipping within Mozambique.  
International Shipping

The value of apparel and textiles is tied to fashion trends and seasonal sales patterns.  Goods that arrive late are usually worth a fraction of goods delivered on time.  The maximum value of a textile or garment is only fully realized when it is delivered to the end user or the retail floor when it is needed, not one minute later.  Goods that do not meet the timely demands of consumers are often heavily discounted.  Worse yet, an empty shelf or an idle loom or knitting machine represents a lost sale, higher overhead for the producers and lower profit margins.  Even for standard garments, such as white t-shirts, rapid and fluid transportation is required; if less for the fashion appeal, then for the management of material and inventory costs such as lint cotton, yarns and dyes in an extremely competitive segment of the market.  For these reasons, reliable and rapid shipping times are crucial to the textile and apparel sectors.  

Table 4 illustrates the time required (in weeks) to manufacture and ship a garment starting from the time of order placement with an apparel firm in Mozambique.  The same data are shown for Lesotho, a close regional competitor with a successful making-up industry.  The data in table 1 assume that the fabric and materials are sourced from China; a common practice in sub-Saharan Africa (SSA), since AGOA permits the use of non-regional fabrics.  Six distinct processes are listed in table 1 along with summary data:

· Manufacture of fabric from order (in China);

· Shipping of fabric from China to South Africa;

· Unlading of cargo and customs inspection;

· Making up the garment ;

· Pre-shipment inspection;

· Delivery to South African port.

Three data points are presented for each process for each country—the minimum time required, the maximum time required, and the difference between the maximum and minimum or variance in shipping time.  The variance figure reflects the reliability of shipping.  The minimum time from order to delivery of the garment to the dock of the closest South African port is 11.6 weeks for Mozambique and 10.8 weeks for a producer in Lesotho.  These shipping times can be contrasted with shipping times from Asian apparel firms, which can deliver a garment to a US port in 10-12 weeks, on average.  It takes on average 3 weeks to ship a garment from South Africa to the US, therefore, both Lesotho and Mozambique are one and a half to two and a half weeks behind Asian competitors in delivery time—if imported fabrics and materials are employed.  Tariff free access for the producer in Africa largely explains why sourcing agents for the US would incur time and shipping costs beyond those found in Asia.  

More important than the minimum delivery time is the reliability of shipments or the variance, the difference between the minimum and maximum shipping times.  All manufactures and shippers experience delays at one time or another; these can be due to seasonal volumes, unexpected events or natural causes.  At other times, it can be due to routine government or port activities, inconsistently applied such as processing of shipments through customs offices and variable vessel departures.  The maximum shipping time and hence the variance data in table 1 illustrate delays due to these routine activities.  In the case of Mozambique, a producer can guarantee a shipment only within a 3.7 week window, nearly one month
.  In contrast, a Lesotho based producer can routinely guarantee a shipment’s delivery within half a week.   Where do these variable delays come from when producing in Mozambique?

Table 4.

Production and Shipping Times, Time from Order to Free Along Side Ship (FAS) Mozambique vs. Lesotho

	
	Weeks

	
	Mozambique
	Lesotho

	
	Min
	Max.
	Variance
	Min
	Max.
	Variance

	( Order Initiation (Chinese Fabric to Southern Africa)
	
	
	
	
	
	

	       Manufacture of fabric
	4.0
	4.0
	0.0
	4.0
	4.0
	0.0

	       Delivery of fabric from Asia to South Africa
	4.0
	4.1
	0.1
	4.0
	4.1
	0.1

	         Port Elizabeth (PE) or Durban to factory
	
	
	
	
	
	

	            Land  (Durban - Maputo US$1,600 /20' ) 
	0.3
	0.4
	0.1
	0.1
	0.1
	0.0

	            Rail ($300)
	--
	--
	--
	0.1
	0.1
	0.0

	            Sea  ($200 / 20' Container)
	0.3
	2.6
	2.3
	--
	--
	--

	Total  least cost transport (Rail or Sea)
	8.3
	10.7
	2.4
	8.1
	8.2
	0.1

	Unlading of cargo and customs inspection and release (fabric)
	0.4
	0.7
	0.3
	0.1
	0.4
	0.3

	Sub-Total Factory Gate Least Cost Transport for Fabric
	8.7
	11.4
	2.7
	8.3
	8.7
	0.4

	Making up garment
	2.0
	2.0
	0.0
	2.0
	2.0
	0.0

	Pre-shipment processes
	0.4
	0.4
	0.0
	0.0
	0.0
	0.0

	Delivery to South African Port  PE or Durban to factory
	
	
	
	
	
	

	         Land  (Maputo -Durban $700 / 20' Container)
	0.3
	0.4
	0.1
	0.1
	0.1
	0.0

	         Rail
	--
	--
	--
	0.1
	0.1
	0.0

	         Sea  ($200 / 20' Container)
	0.4
	1.4
	1.0
	--
	--
	--

	(Made-up Garment FAS at South African Port
	11.6
	15.2
	3.7
	10.4
	10.8
	0.4


Source:  Interviews of producers and freight forwarders

The vast majority, or 3.4 of the 3.7 weeks, comes from shipping delays from the Port of Durban.  By far, the longest delays come from the Durban to Maputo shipping schedule, which is really not a schedule at all, since scheduled container ships only load cargo for Maputo if there is sufficient volume to justify stopping in Maputo port and are sufficient to cover warfage fees.  This means that a container arriving from Asia must wait in Durban for an indefinite time before being loaded on the first available ship to Maputo.   Producers and freight forwarders estimate this time between shipments from fourteen to twenty-one days on average.  The alternative for a producer, waiting for time sensitive cargo, is to pay eight times more than ocean freight cost, and ship the container by truck.  Not only is this a more expensive option, it is a riskier one, since cargo trucks are subject to hijacking and theft.  The producer is presented with a Hobson’s choice; receive materials late by ship, or pay more, and possibly receive them on time, or not at all by truck.

While there is little that can be done in the short to medium term to increase the frequency of shipping between Durban and Maputo; the fact remains that  this is a significant constraint to the development of a globally competitive industry based on least cost supply chains.  This constraint has wide sweeping impacts on any national or firm based textile and apparel strategy.  
International air cargo can be shipped from the Maputo airport, but air freight rates from Maputo are reported to be much higher than routes of similar distances outside of Mozambique due to a lack of competition between air freight carriers at the Maputo airport. Air freight, therefore, should not be considered as a principal option for shipping goods internationally. 
South African ports and air terminal may be accessed via a good road system in the South, but are practically speaking, inaccessible from the North of the country.

Local Shipping 
Mozambique is a country that is approximately 2,000 kilometers long and nearly twice the size of California.  East-West transport linkages for rail and trucking are well developed in the areas of Beira, Maputo and Nampula.  However, North South linkages are lacking.  No rail lines run the North--South meridian of the country.  Roads are of variable quality and bridges are missing from major river crossings.  A report by Global Development Solutions in 2005 reported that a truck originating in Nampula province, known for its cotton production, would have to navigate three countries just to arrive in Maputo.  Ocean shipping from Northern Mozambique to Southern Mozambique can cost as much as shipping from Asia to South Africa.  However, local shipping lead times hold the potential to be considerably better with no customs clearance required. 

Corporate Taxes and Incentives

The textiles and apparel industries are intensive in their use of unskilled labor and many developing countries seek to reduce unemployment by encouraging these industries.  Moreover, the textile and apparel industries often offer the first opportunity for many countries to kick start their industrial development programs, since process and supply chain dependant industries are a proving ground for the development of more highly skilled labor.   This has led to many countries to reduce, and in most cases, eliminate taxes on corporate profits to encourage foreign investors in these strategic sectors.  The premise of these policies is that reducing tax rates on companies is a cost effective means for generating low skill jobs, reducing poverty and developing a skilled workforce.  It has become the de facto standard in the textile and apparel sectors to offer complete relief from corporate taxes for a period of time that ranges between three to five years, with even greater benefits tied to the importation of new technology and expatriate expertise.  Table 5 illustrates corporate taxes across the globe for major textile and apparel exporting countries.  In all cases listed in table 6, countries offer foreign investors complete relief from corporate taxes at least for some period of time.  In contrast, Mozambique offers a 60 percent reduction in the standard corporate tax rate of 32 percent, or a 12.8 percent tax on corporate profits.  Mozambique’s tax on corporate profits is, therefore, uncompetitive.

Table 5.

Corporate Tax Rates in Mozambique and Major Textile and Apparel Exporting Countries

	Country
	Corporate Tax
	Notes

	Mozambique
	60% reduction of 32% tax for first ten years (15% tax rate)
	Only for holders of FTZ certificates

	India
	Zero (0%) percent corporate tax for first five years
	FTA companies only; 50% deduction after 5 years

	Lesotho
	Zero (0%) percent for first ten years
	Many companies now face a 12% tax as they are over the ten year limit; the government is looking to extend the benefit in the face of global competition in the sector

	Cambodia
	Zero (0%) percent for the first eight years
	Nine 9% after the first eight years

	China
	Zero (0%) percent for the first two years; 50% of local rate thereafter
	Many special exceptions firms that vary from city to city and region to region. Special incentives for companies importing new textile technologies


Source: Nathan Associates Inc.

Some countries find that the elimination of corporate taxes does not provide sufficient incentive or they project that when these benefits expire, there will be little incentive for the companies to stay. In some countries, wider incentives packages are offered to address these concerns.  These incentives vary considerably across countries. There are, however, common elements to many of these programs.  These elements include finance for worker training programs that will enhance the skills of workers and the productivity of the companies for the medium to longer term.  In some instances, the government provides basic training for operators (Cambodia, Dominican Republic, Egypt, etc) and in others, the government shares in the companies training costs (South Africa, Lesotho, Malaysia).  In the case of Mozambique, there is little in the way of systematic support for corporate or industry training initiatives.  
Although no formal survey of training programs has been carried out in the textile or apparel industries, producers are quick to note that training programs implemented in the factories are more effective than government run training institutions, since government run institutes rarely keep up with the pace of changes in industry. Therefore, initial evidence indicates that programs that co-finance factory implemented training should be favored over government implemented training programs. 
Cotton sub-Sector Constraints
The raw cotton sector (seed and lint cotton) forms the base level of the cotton textile manufacturing supply chain.  Inflexible labor laws, corporate tax relief and international shipping times are less of a concern for the 350,000 small farm holding than in the downstream manufacturing segments of the supply chain.  Nevertheless, institutional constraints specific to the seed and lint cotton sector have limited the development of the cotton textile supply chain.
The constraints on the seed and lint cotton deserves special attention, since experts agree, the potential for growing high quality longer staple cotton in Mozambique is significant.  Current supply chain limitations in the manufacturing segments, such as long lead times and high shipping costs could be overcome with an efficient local cotton and textile supply chain. 
Low Seed Cotton Yields

Seed cotton yields in Mozambique rank among the lowest in Africa and are between one-third and one-half of world standards.  Factors constraining the seed cotton yields in Mozambique include:
· Underutilization of fertilizers and pesticides;

· Low yielding cotton varieties;

· Size of land holdings (small);

· Lack of agricultural extension programs; and

· Lack of finance.

Cotton Contamination and Proper Grading

When small farm holders harvest cotton, numerous opportunities arise for non-fiber contaminants to enter the raw fiber.  Once these contaminants enter the raw fiber stock, they are difficult to remove and result in yarns and fabrics that are of low quality.   Common contaminants include artificial fibers from bags used to harvest seed cotton and non-cotton fibers and dirt.  The problem of contamination is compounded when uncontaminated fiber from one farm is mixed with contaminated fiber from another.  Seed cotton from Mozambique is known to be among the most contaminated in Africa.  
Cotton fibers come in various qualities, so proper grading and sorting of cotton before ginning can greatly increase the price paid to farm holders, increase yields of ginned cotton while reducing waste.  In Mozambique, cotton grading is inconsistent and unreliable.  Grading of cotton is often done far from the fields, and only after numerous farms have consolidated their harvests, eliminating the possibility of sorting out the best cotton from the worst.  
Concession System
Three joint ventures (JVs) between the government of Mozambique and private manufactures accounts for more than 50 percent of the seed and lint cotton sector in Mozambique.  The remainder of production, not under the control of the JVs is controlled by less then a dozen private concessions.  The concession holders manage geographically defined markets.  The concessions are responsible for all agricultural extension, processing, finance and marketing of seed and lint cotton.  As such, they operate as virtual geographically defined monopolies.  Cotton farmers must sell their cotton to the concession company controlling the area they produce in.  
Prices for cotton lint are set by the Comissao Nacional de Salarrios e Precos.  Prices are set to insure a viable cotton crop (minimum pricing) and to stabilize the income of farmers.  The price setting process rarely acknowledges variations in cotton quality between farms or even regions (see grading systems above).  An important incentive to improve cotton quality is therefore eliminated.
While the concession system has been credited with the revival of the cotton sector in Mozambique, the concession system has reached its limits.  The system has been blamed for the low yields and the failure to manage cotton quality and improve outreach to small farm holdings.  Moreover, the lack of competition has eliminated most incentives by small land holders to invest in their own crops and farms, since prices are uniformly set.  It is inescapable that the reportedly low price of Mozambique’s raw cotton is linked not to efficient low cost production, but the institutions that mange the prices and activities or producers. 
Transport Linkages

The majority of Mozambique’s seed and lint cotton is produced in the North of the country.   Importantly, the best infrastructure for the development of manufacturing industry, certainly apparel firms, is in the South of the country.  As was reviewed in the earlier section on transportation constraints, these two regions are separated by approximately 2,000 km of poor transportation infrastructure.  This limits value chain linkages within the political boundaries of Mozambique.
Textile sub-Sector Constraints

The textile sector is characterized by mechanization and high capital intensity as compared to the cotton lint and garment sectors.  In order to insure the highest possible return for expensive machinery, efficient textile factories must run 24 hours a day, 7 days a week for 355 days a year.  Factors limiting factories abilities to meet competitive levels of high capacity utilization, such as labor laws limiting overtime and inconsistent electrical supplies are constraints to the development of the sector.   Today’s textile sectors, including spinning fabric forming and finishing are also dependant on a high degree of coordination with end users to assure quality specifications are met.  
Labor Laws
Mozambique’s labor laws generally do not restrict individual worker hours beyond a 48 hour work week.   It is possible for a factory to operate 24 hours a day for seven days a week without violating labor laws.  Multiple shifts would, of course, be required.  
Mandatory holiday, leave requirements and severance laws (table 4) could limit investment in the textile sector.  While apparel firms generally have seasonal fluctuation in orders that can be coordinated to moderate the impact of leave requirements, textile firms will have to hire more workers to operate factories continuously while conforming to Mozambique’s holiday and leave requirements.  It is difficult to quantify the impact of these laws on the cost of textile firms, since certain components of the labor law regarding sick leave are indeterminate.  Producers in Mozambique currently estimate absenteeism of workers between 7 and 12 percent as compared with international standards of about 2 to 3 percent.  
Severance laws also pose a challenge to textile firms, since the average life of a textile firm is between 6-10 years.  Under the current labor laws regarding economic dismissal of workers, a textile firm would be confronted with rapidly growing severance liabilities as it was entering a sensitive period of profitability and potential review of re-investment in new machinery.   In essence, a textile firm would have to build these severance payments into its feasibility forecast over the life of the project (6-10 years).  Importantly, Mozambique’s proposed labor laws reduce the cost of economic dismal of workers by more than 50% providing a more conducive environment for investment and future re-investment. 
Utilities (Electricity and Water)
Modern textile plants are heavily automated with spinning, weaving and finishing equipment putting relatively high loads onto the electrical grid. Electrical costs in Mozambique of US$.03-US$.04 are approximately half that of major competitors in India and China.  This stands as a potential benefit to textile manufactures, but only if the electrical supply is consistent and of a relatively high quality.  Mozambique’s electrical power, while inexpensive, is not of a regular and consistent quality.  Mozambique’s electrical grid is known to experience frequent outages, dips and spikes in voltage that can damage modern textile equipment.   Power outages not only reduce capacity utilization but they can impact the quality of yarns spun, fabrics formed and finished.  The advantages of low cost electricity can be quickly erased by the need to maintain backup power generators.  Moreover, the quality and cost of power can vary greatly from the South to the North of the country.  The South of the country has a more developed power grid (serving the aluminum smelter MOZAL) than the North, where the majority of cotton is harvested.  

A textile industries requirement for clean water derives from the need to bleach and finish yarns and fabrics.  While Mozambique has an abundance of water, the consistency of municipal supplies is reported to vary, even within the same municipality.   
Chemical Waste Treatment
Just as the textile industries can require large amounts of clean water, depending on the extent and type of finishing, the effluent from these factories must be treated before disposal
.  New investors in textiles depend on municipal facilities to treat waste water to the extent required.  It is currently unknown if Mozambique’s municipalities are capable of providing industrial waste water treatment.  In the absence of proper waste treatment, untreated industrial waste is likely to end up in local rivers and water supplies, potentially damaging downstream industries such as fishing and tourism, not to mention a high potential to enter the local drinking water system and negatively impact human health in the short and long terms.  Therefore, it is important for the Government of Mozambique to identify industrial sites within Mozambique that have access to proper waste treatment and to insure that standards are maintained.  Where local waste treatment facilities are not capable of properly processing industrial waste, expensive upgrading of infrastructure will be needed. 

Taxes and Incentives

As was reviewed earlier, textile firms possessing an export processing certification are eligible for a 60% reduction in corporate taxes for five years (table 6), reducing the corporate income tax rate from 32% to 16%.  However, export processing certificates are only issued to companies with greater than 500 employees or ones that are located in established export processing zones with at least that many employees.  Since textile firms are relatively capital intensive, modern spinning and weaving firms requires 100 to 300 workers, depending on the length of the working week.  As such, textile firms may not qualify for the standard tax benefits without modifications to the law.  The Ministry of Industry and Trade (MIC) has proposed to the government that this provision be modified from 500 employees to 125 employees.  This modification would be important to the development of an export led textile sector.
Mozambique’s tax laws do permit the deduction of capital equipment costs up to an amount of 150% of actual cost, prorated over a period of five years.

Incentives given to global textile investors often include exemptions from income taxes for periods of 10 years or more.  Greater incentives in the forms of infrastructure investments by local municipalities to support the manufacturing processes are also common (waste water treatment being common).  Given the wide range of infrastructure between potential sites, no rule of thumb exists for incentive packages for textiles firms. Incentive packages are negotiated between governments and the investors.   Subsidies in the form of electrical power and raw materials are also common, but no standards exist.
Vertical Integration and End Use Constraints
Processing cotton into yarns or fabrics without having to pay transportation and international logistics costs could reduce the costs of manufacturing textiles.  Therefore, local access to cotton can be a significant benefit of locating a textile firm in Mozambique.  But more than raw cotton is required.  Availability of low cost electric, water, waste water treatment and access to transportation hubs and end users are all important and factor into an investors decision of where to locate a textile plant.  So, while cotton is produced in the North of the country, industrial infrastructure and transportation are located in the South.  Transportation between the North and South of the country is limited (see section earlier section on shipping) and shipping costs are as high as shipping from Mozambique to Asia or Europe.  Investor will have to consider the benefits and costs of location carefully.
The existence of local downstream purchasers, such as apparel manufactures for fabric is a major advantage for a developing textile industry.   With a population of less than 20 million people and a poverty rate of over 70 percent, the development of a local market for new textile and apparel products in Mozambique is limited, even with an import substitution strategy (compare the import substitution possibilities of China and India which have over one billion people each and poverty rates of between 10% and 25%).

 With only one medium sized export apparel firm in the South of the country and limited potential for developing a local market, domestic purchasers for export quality yarns and fabrics within Mozambique are limited, as is the technical feedback needed for the development of high quality products.

Apparel sub-Sector Constraints
Labor Laws
Excluding the cost of fabric and materials, direct labor costs make up more than half of apparel firms non-material costs.  Therefore, it is important that labor laws provide for flexibility in the production of garments.  As outlined in table 4, Mozambique’s labor laws impose relatively high liabilities on producers in the form of paid leave, severance payments, and government’s involvement in the hiring and firing processes. With Mozambique requiring severance and leave payments in excess of twice the regional and international average, it will be difficult to attract a large cluster of apparel manufactures, since labor costs are a major determinant of manufacturing costs and factor importantly in a producers decision of where to locate
.  

The proposed labor law is significantly better for economic severance, at least in the short to near term.  Regarding non-economic severance, after the third year of service, the proposed labor law is nearly identical to the old labor law.  The new labor law is indeterminate about paid sick leave (resulting in high absentee rates).  Finally, the government will still be highly involved in the dismissal of workers. 
The rigidity of Mozambique’s labor law posses the greatest constraint to the development of a cluster of apparel firms.  The development of an apparel industry thereby limits the potential of upstream development of textiles and a major incentive to rehabilitate the cotton sector.

Shipping times

As reviewed earlier, apparel products have more in common with perishable produce then with metals or machinery. Reliable shipping times are of key importance to insure garments obtain their full value when sold.  Mozambique, like all countries in Southern Africa, is a minimum of 4 weeks shipping time from major Asian textile producers (table 1).  However, deep water cargo ships from Asia do not stop in any port in Mozambique.   This requires cargo to be transshipped though South African ports introducing the possibilities of delays raging from 2 weeks or more as feeder ships await a critical backlog of containers to justify stopping in any Mozambique port.  
Trucking may be used to reduce the variability of shipping times from Durban, but delays in border crossings from South Africa range from two to three days if all paper work is in order.  Delays can be greater if there are discrepancies in paper work since border crossing communications are poor.  Border crossing delays are largely viewed as resulting from the requirement that all cargo coming by truck pass through the Matola Cargo Terminal operated by FRIGO, a privately held company.  Since FRIGO generates fees from container storage while clearing customs, a clear conflict of interest arises, since there is an incentive for FRIGO to question any shipment and incur delays, especially in the cases of high value shipments, such as fabrics and textile materials.  Fees are based not only on the length of time containers await clearance, but also on the value of the cargo.
Also, in the case of customs clearance, many local actors express concern over the lack of competition in the despachante system of customs brokers, which operate virtual national monopolies on customs clearance processes.  The lack of competition between despachantes results in lower levels of service and delays.  Despachantes can take one week to clear cargo that would normally only take one to two days (Global Development Solutions 2005).
Taxes and Incentives

In today’s apparel industries, competition among countries for foreign investors is extreme.   As a result, it has become the international norm for apparel firms to be exempt from income taxes for the first five to ten years (table 6).  Currently Mozambique offers a 60% cut on the normal 32 percent tax rate for the first 5 years of operations.  After that, the normal tax rate applies.

With intense competition for foreign investors in the apparel industry, common incentives include subsidized buildings or factory shells, free trade zones with improved infrastructure and priority customs clearance within the zones.  Mozambique currently does not offer subsidized or free factory shells.  In the only free trade zone in the country, Beleluane, many building are reportedly awaiting construction due to high building costs.  

Other incentives for apparel firms may include skill development for operators or managers through vocational training programs, or matched funds for training.

External Constraints – Market Access
In the past, countries in sub-Saharan Africa (SSA) could rely on consistent orders arriving on their shores as Asian producers became constrained by textile and apparel quotas in the major developed markets (Cline 1990; Minor 2002; USITC 2004).  Important changes are affecting global trade in textile and apparel products.  These changes include:

· Elimination of textile and apparel quotas;

· Shifting preferential arrangements (including AGOA and other FTAs);

· Accession of China to the WTO in December 2001; and

· And the rise of trade remedies, such as safeguards and anti-dumping duties.

These changes are shifting the current imbalance in textile and apparel sourcing.  Buyers in major markets used to source apparel products from producers with liberal quota access to developed country markets.  Today, apparel buyers are sourcing from producers that are cost competitive, efficient and those that can guarantee the delivery of products.  Although preferential programs can provide a needed incentive for the establishment of textile or apparel industries, Mozambique must still support the development of policies that are based on market fundamentals, such as efficient infrastructure, customs, regulations, and productivity rather than on preferential access.

At the same time, Mozambique should consider the South African market and other regional markets as a destination for exports.  Regional markets can provide much needed security and may hold greater potential than the traditional markets of the US and EU. 
The scope of potential markets for Mozambique’s textiles and apparel, therefore, should include not only the major developed markets (US and EU), but regional markets such as the Southern Africa Development Community (SADC),.  Each of these markets, and their risks and potential, are addressed in the following section.

Developments in the Major Markets (US and EU)

In the past, preferential trade benefits, such as the African Growth and Opportunity Act (AGOA) provided a set of incentives for bold and aggressive development of regional textile and apparel industries.  The benefits of preferential trade include zero tariffs and near quota free access to the US and EU markets for qualified goods.  The elimination of textile and apparel quotas on January 1, 2005 has had a negative impact on apparel exports from sub-Saharan African (SSA) countries including Mozambique.  Moreover, the least developed country derogation under the AGOA agreement, that permits the use of non-regional fabrics and yarns will expire in September 2012, unless renewed by the US congress.

The window of opportunity for bold and aggressive steps to attract international producers has likely closed on SSA and Mozambique. The costs associated with attracting large transnational textile or apparel producers may not be justified based on market risks and fundamental costs associated with doing business in SSA, including long transit times to the major developed markets, labor regulations and excessive government red tape.

The advancement of US and EU regional trade agreements will also have a negative effect on Mozambique’s access to major developed markets for apparel products.  In the US, negotiations have been concluded for free trade agreements (FTAs) with five Central American countries and the Dominican Republic. Further negotiations promise to bring apparel suppliers from the Andean region, Thailand, South Africa (SACU) and North Africa.  

The EU is also proceeding with its EuroMed program by inviting North African, Middle Eastern, Eastern European and Turkish producers into a PanEuro free trade area.   Free trade partners of the major developed markets seek to combine permanent duty free access to these markets with new rules of origin permitting the use of yarns and fabrics from within expanded regional blocks.  The result will be a strong attraction for investment in these countries for the textile and apparel industries that might otherwise have located elsewhere.  While the pace of these agreements and their impacts on SSA countries, such as Mozambique, are hard to predict, they do increase the number of duty free competitors to be confronted in those markets and will only increase competitive pressures and decrease the advantages of duty free access.  They will also raise the bar on reducing lead times.

Protection measures, such as safeguards, anti-dumping (AD) and countervailing duties (CVD), will be on the rise and their effects will be uncertain and perhaps, short lived (the special textile safeguards applied on Chinese goods is set to expire at the end of 2008).  While safeguards and AD/CVD actions may provide Mozambique an opportunity to export in the short-run, Mozambique should not depend solely on these measures to access markets as (1) such protection will end in 2008 and (2) capable and efficient suppliers are abundant and might not be part of AD/CVD actions.  

Finally, if the AGOA third country fabric provision is not extended beyond September 2012, this would have a region-wide negative impact on exports and the demand for regional textile and apparel products.  To be sure, a significant incentive to locate many garment firms in SSA is the ability to obtain duty free access on fabrics and yarns that are not regionally produced.    Therefore, a textile and apparel promotion program in Mozambique should take into account the regional availability of competitively priced fabrics and yarns that not only meet stringent international requirements, but are also in line with global prices.  Building links with competitive fabric and yarn suppliers in the SADC region could prove to be a significant competitive advantage to potential textile and apparel industries in Mozambique.

Trends in the world’s textile and apparel markets dictate that Mozambique’s producers will have to compete with other global suppliers on a level playing field.  

Preferential Trade Agreements

African Growth and opportunity and Investment Incentive Act (AGOA) 
The African Growth and Opportunity Act (AGOA) has provided sub-Saharan African (SSA) countries generous access to the US apparel market since 2000. Mozambique is included in this group of SSA beneficiary countries.  A key provision of the AGOA legislation allows SSA countries (except South Africa and Mauritius) to processes imported fabric, from anywhere in the world.  This so called third party fabric provision provides instant access to established global supply chains for the beneficiary countries.  The provision has been considered a key benefit for many SSA countries to jump start their apparel industries, since the manufacturing of textiles in SSA is limited and is not expected to rise rapidly any time in the near future.  
One of the last acts of the US Congress in 2006 was to pass the AGOA Investment Incentive Act of 2006.  This act contains three provisions that are important to Mozambique:

· The extension of the third party fabric provision through September 2012;

· The inclusion of a rule that will limit the use of certain third country fabric that are in “abundant supply” in SSA;

· A provision extending duty free benefits to articles of textiles wholly formed in lesser developed SSA (excluding South Africa and Mauritius).

The extension of the third party fabric provision was met with mixed enthusiasm by textile and apparel producers.  On one hand, most SSA apparel producers depend on imported fabrics for the apparel they export to the US.  On the other hand, that access to third party fabrics discourages investment in the SSA textile industry.  The development of a textile industry still lags behind apparel exports in its ability to supply fabric.  
The second major provision in the AGOA Investment Incentive Act addresses the concern over the development of a regional textile industry, by closing the door to third party fabrics when local materials are available or are judged by the US International Trade Commission (USITC) as being in commercial supply.  

Finally, the third provision of the AGOA Investment Incentive Act extends duty free benefits to articles of textiles, such as home textiles, yarns and fabrics if the products are wholly formed in lesser developed SSA countries.  A wholly formed product must be made from SSA fiber on up to the final product, a much stricter standard than that for apparel, which does not require the fiber to be from SSA.   Mozambique could consider attracting a vertically integrated (cotton to product) home textile producer that could meet this requirement establishing a new market niche under AGOA.
With the recent extension of the AGOA third party fabric provision for six more years, the greatest constraint on Mozambique will be its own ability to make the internal reforms needed to attract apparel investors.  The window of opportunity will again close, but probably sooner than 2012, when the third party fabric provision expires.  

Preferential Access to the EU Market
While the passage of new AGOA legislation put aside uncertainty over Mozambique’s preferential access to the US market; preferential access to the EU market is still uncertain.  Today Mozambique can access the EU market via two preferential trade agreements:

· The African, Caribbean and Pacific Islands (ACP)/Cotonou Agreement; and

· The EU GSP program for least developed countries—Everything But Arms (EBA).
The EU ACP/Cotonou agreement is more generous than the EU EBA program in that it provides for the use of regional textiles for apparel benefiting from duty free treatment exported to the EU (although South African textiles have never been approved for eligibility in apparel benefiting from duty free access).  In contrast the EU EBA does not permit the use of regional or third country fabrics requiring apparel exported from Mozambique to include fabrics knit or woven in Mozambique.  

Of considerable importance, the ACP/Cotonou Agreement is set to expire in 2008.  As a direct consequence, ACP countries are expected to negotiate and conclude Economic Partnership Agreements or EPAs with the EU before the expiration of the ACP/Cotonou agreement.  These EPAs are not unilateral like the ACP agreement, and are full free trade agreements (FTAs) requiring reciprocal market access provision.  The process of negotiating these EPAs is far behind schedule and the EU’s intentions are just being established.  Two points that are being negotiated today give an early indication of new provisions to come:

· ACP countries are being organized into regional blocks, where supply chains will be linked (cumulation provisions); and

· New value added rules of origin are being explored as an alternative to the current EU systems of lists and transformation criteria.

 The EU has designated six regional trade blocs for negotiations and Mozambique is include in the “Southern Africa--SADC” trade block.  The fact that this block excludes South Africa and includes SACU countries raises numerous questions of how this trade block will work.   South Africa already has a free trade agreement with the EU, but is only an observer to the SADC-EPA negotiations.  SACU countries are actively engaged in the EPA negotiations, but as members of SACU, are more closely aligned with South Africa.  SACU countries may seek their own FTA with the EU.  The EU has already signaled its desire that SADC strengthen its role as a regional trade block to implement the EU-EPA.  So, it may be that the biggest impact on Mozambique of the EU-EPA will be the strengthening of the SADC community.   This would have important implications for any Mozambique textile or apparel industries, since it would mean tighter regional integration with SADC supply chains from cotton, yarn, fabric to apparel.  Mozambique would do well to actively participate in this process to maximize its access to the EU market, through the use of regional textiles and fabrics on an unrestricted basis.  Today, the use of regional textiles in apparel benefiting from tariff free access to the EU is limited, since South African textiles are notable excluded from materials permitted preferential access.  Moreover, Mozambique’s access to SADC markets is notably reduced because SADC rules of origin require two stages of transformation (yarn spinning and fabric forming, or fabric forming and garment making) for any material or product to be eligible for duty free treatment within SADC—a condition which greatly limits Mozambique’s advantage as a low cost labor country that is potentially competitive in apparel with limited opportunities in the capital intensive textile industry.  Therefore, Mozambique has much to gain from the reorganization of SADC and the alignment of the trade block with the EU.  

Southern Africa Development Community (SADC)

With long shipping times and limited textile capacities, SADC’s largest member state, South Africa, will offer perhaps the greatest potential to Mozambique’s development of an apparel industry and eventually a textile base—be it as a source of materials or investors looking to produce these goods more competitively in a different location.  However, today, Mozambique’s preferential access to the South African market, via SADC, is limited.  The constraint being the SADC rule of origin for textiles and apparel that requires two stages of transformation for a good to be conferred originating status.  In this case, apparel cut and sewn in Mozambique of fabric formed in South Africa is not eligible for duty free status unless the South African fabric is also made of yarn spun in South Africa.  The key ingredient that is lacking is a provision for “cumulating” of origin across SADC countries.  In the case of cumulating, SADC would require two stage of transformation in any SADC country be counted towards originating status. In this way, fabric formed in South Africa, and sewn in Mozambique would be eligible for duty free treatment anywhere within SADC.  

It is important to recognize the role of the EU-EPA negotiations and their potential to transform the SADC region and the rules of origin that constrain SADC trade.  Mozambique would do well to monitor the EU-EPA negotiations for any opportunity to not only improve their access to the EU market, but to further the integration of SADC textile and apparel industries and markets.  

Finally, under SADC, Mozambique is granted a small quantity of apparel exports to South Africa under the MMTZ quota for apparel that is constructed of third part fabrics.  
Sector Specific Analysis

Seed and Lint Cotton sub—Sector
Cotton is a widely traded commodity with the largest consuming markets being the EU, India, Pakistan, China and Brazil.  Tariffs on raw cotton imports, not carded or combed are low—at 5.0% percent of less.  Some notable restraints do exist, including the US, which applies specific duties and quotas on imports of raw cotton.  The US does not provide preferential access for cotton under AGOA.

Under the EU ACP\Cotonou program and the EU EBA program for least developed countries, Mozambique is eligible for tariff free for treatment seed and lint cotton.  However, the EU does reserve the right to limit imports under these programs if they are causing or threaten to cause market disruptions.  
The Southern African Development Community (SADC) provides Mozambique preferential access to the South African market for seed and lint cotton.  South Africa applies a specific duty of 1.6 Rand per KG or the estimated tariff equivalent of 15%.  Mozambique is exempt from this tariff; since cotton is, an agricultural product which is wholly formed in Mozambique, meeting the rule of origin. 

It is important to note that organic cotton certifications are not globally recognized, so each importing country may have a separate set of rules for deciding which cotton qualifies for this certification.  Technical grading of cotton is a significant issue, and is the focus of efforts of the International Cotton Advisory Committee (ITAC).

Textiles sub—Sector
Unlike cotton, an agricultural product that does not confront complex rules of origin, textiles are manufactured and must conform to widely varied rules of origin to benefit from any preferential access programs.  For the purposes of market access analysis, there are three products\proceses that must be considered:

· Yarns (spinning);

· Fabrics (knit and woven);

· Home and industrial products (made-ups).

Each category is potentially subject to different rules and tariffs regarding market access provisions. 
In general, rules of origin for textiles are based on a transformation system.  With the transformation based system, certain processes must be carried out on non-originating materials or inputs before originating status can be conferred.  In the case of textiles, there are three major processes that take place: spinning, fabric forming, and finishing.  Many countries do not recognize finishing as a significant process, meaning two processes are left to confer origin, spinning and fabric forming.  Since there are no significant manufacturing processes before yarn spinning, yarn must be spun from local fibers to be considered originating and benefit from most programs.  Fabric must be made from yarn spinning and fabric forming, but the fiber can be from anywhere
.  This is in contrast to a value added system, which counts the value added to materials as the criteria for certifying goods as originating.  There are important difference between the US and EU preferential programs and their rules of origin.
EU –ACP\EBA
The EU ACP and EBA agreements provide Mozambique duty free access for products meeting the EU rules of origin.  With yarn tariffs averaging six percent and fabric tariffs of approximately 8 percent, preferential access is important.  
To benefit from the relief of these duties, yarns must be spun of local fiber and fabrics must be made from yarn spun in the beneficiary country or region. In the case of the EBA agreement, all processes, including yarn spinning and fabric forming must occur in Mozambique.  In the case of the ACP agreement (which expires in 2008), Mozambique may cumulate origin with other ACP countries.  This means that yarns spun in Mozambique and formed into fabric in another ACP country (Mauritius for example) will be eligible for the elimination of tariffs, at least as long as the ACP agreement is effective.
Southern African Development Community (SADC)
The SADC free trade has eliminated tariffs on South African imports of yarns and fabrics from Mozambique.  Today, South African most favored nation tariffs average 15 percent for yarns and 20 percent for fabrics.   

Like the EU, SADC rules require two stages of transformation for fabrics to benefit from tariff elimination.   SADC does not support the cumulating of processes across SADC countries.  So, fabrics must be made from fibers spun in a single beneficiary country.  Yarns must be spun from local fibers to be originating—a major challenge for many regional producers and a potential advantage for a producer located in Mozambique.
African Growth, Opportunity and Investment Incentive Act (AGOA)
Early AGOA agreements excluded all but folk art textiles from preferential treatment.  The new AGOA Investment Incentive act, signed in December of 2006, changed the rules to include all textiles and textile products (listed earlier) as long as these products are wholly formed in lesser developed SSA countries.  With tariffs that range from 8 percent on yarns up to 12 percent on certain home textile products the AGOA provides significant preferences if the rules of origin can be met. 

Apparel—sub-Sector
Like textile products, apparel products exported from Mozambique can potentially benefit from tariff relief in major markets, subject to rules of origin that define products that benefit from preferential programs.  The EU currently offers two potential programs, with different rules of origin, the ACP agreement and the EBA program.  The special rules of origin for apparel under the US AGOA arrangement, called the third party fabric provision have recently been extended through 2012 – a six year extension.  South Africa offers complete relief from tariffs under two provisions in the SADC free trade agreement: one provision provides a quota for products with a similar rule of origin as the AGOA third party fabric provision; the second is unlimited tariff relief for products meeting stricter rules.  
African Growth, Opportunity and Investment Incentive Act (AGOA)

Since its inception in 2000, the US AGOA program has grown to be the most significant contributor to growth in the SSA apparel industries.  SSA countries such as Lesotho, South Africa, Kenya, Madagascar and Mauritius now credit AGOA with the creation of hundreds of millions of dollars in apparel exports and tens of thousands of sewing and related jobs.  No other industry in the agriculture, mining or manufacturing sectors has benefited as much from AGOA as the Apparel industry.

The first key to the apparel industries success under AGOA has been relief from high US apparel tariffs, averaging between 16 and 32 percent
.  Generally, products made of principally cotton yarns and fibers draw average duties of between 16 and 22 percent, with the highest US apparel tariffs being applied to products made of man-made-fibers.  Still, the margin of preference on cotton products is significant.  To some degree, it is a significant counter balance to Mozambique’s distance from the US market.  

The third party fabric provision, the second key to AGOA success, provides easy adaptation to established supply chains with strong ties to Asia. The AGOA Investment Incentive Act extends the third party fabric provision through September 2012.  Importantly, The AGOA Investment Incentive Act provides for new limits on the use of third party fabrics, especially apparel made of denim.  As a general rule, any fabric deemed to be in abundant supply by the US government will be excluded from the third party fabric provision, or have its use limited.  Any producer seeking to utilize third country fabrics for apparel exports to the US will have to monitor the US government assessments of fabrics in deemed to be in abundant supply in SSA. 

Apparel constructed of fabrics formed in SSA with SSA formed yarns is not subject to the limits set by the abundant supply provision or the 2012 limit on the use of third party fabrics.  Instead, the AGOA provides for tariff free exports of these products through 2015, subject to a cap, which has never been filled.
Southern African Development Community (SADC)
The Southern African Development Community is comprised of xx countries.  SADC has an established history of free trade in apparel among its partners, in particular with South Africa, the largest and most affluent market for apparel in the region.  With South African tariffs on apparel from non-SADC countries at 40 percent, tariff free access provides a major advantage to apparel producers seeking to sell into the South African market. 
SADC apparel rules of origin require two transformations (reviewed earlier), which means that cutting and sewing of fabric is not sufficient to secure tariff benefits.  Instead, the fabric must be form (knit or woven) in Mozambique as well as cut and sewn to be eligible for tariff free treatment.  This rule is the same for all SADC countries.  In contrast to the US AGOA, the SADC rule of origin does not permit the cumulating of processes across SADC countries, so fabric that is formed in South Africa, then cut and sewn in Mozambique is not eligible for tariff free treatment.  
Similar to the US AGOA program, South Africa provides for a limited amount of apparel made from third party fabrics to benefit from complete tariff relief.  The program that provides these benefits is called the MMTZ and is offered by South Africa to the least developed countries of SADC.  Importantly, MMTZ imports into South Africa are limited by quota.  The MMTZ quota has been reduced since its inception, but current quota levels are not fully utilized by Mozambique.  Exporters seeking to use this provision should contact the South African Revenue Service (SARS) to monitor MMTZ quota levels and their future evaluation.  
EU-Lome and Everything but Arms Arrangement
The EU provides tariff relief to developing countries under several different programs.  Mozambique, classified as a least developed country is eligible for complete tariff relief under two arrangements, the EU Lome or African Caribbean and Pacific Islands (ACP) agreement or the EU Generalized System of Preference program for least developed countries, the Everything but Arms arrangement or EBA.  With EU tariffs on apparel imports almost uniformly averaging 12 percent, the benefits of tariff relief are somewhat less than with the US or South Africa. 

The ACP and EBA agreements are both governed by rules of origin.  In both cases, the EU requires two stages of transformation, so garments must be made of fabric formed in Mozambique and cut and sewn there too.  The two agreements differ in provisions for the use of fabric made by other parties to the agreements.  In the case of the ACP arrangement, fabrics formed in other ACP countries and cut and sewn in Mozambique before shipment to the EU are eligible for tariff relief.  No such cumulating is possible under the EBA arrangement.

The ACP arrangement is set to expire in 2008 and will not be extended.  Instead, the EU is promoting Economic Partnership Agreements (EPAs) with its former ACP partners.  EPAs are full fledged free trade agreements, so they require reciprocal tariff benefits.  The EBA arrangement has no expiration and is promised as long as Mozambique is classified as a least developed country

National Strategy—Action Plan 
Objective to be achieved

The cotton textile value chain in Mozambique is at an early stage of development.  The cotton sub-Sector has suffered from a decade of negative growth, but is now on a gradual upward production trend.  The textile and apparel industries are still awaiting a period of new growth.  There are several reasons to be optimistic about Mozambique’s potential in the textile and apparel industries.  First, the extension of the AGOA third party fabric provision through September 2012 provides a window of opportunity to attract new investors looking to take advantage of significant tariff relief in the US market for both textile and apparel products.  Second, Mozambique holds out the promise of new labor law reforms and reduced corporate income tax programs for exporters that will bring severance payments and corporate income taxes closer to global competitors.  Third, the SSA and the SADC regions are poised to advance to new levels of economic integration as a result of the EU economic partnership agreements (EPAs).  With abundant labor and raw cotton, Mozambique stands a good chance of benefiting from greater economic activity in the regional industry.
These advantages alone will not guarantee Mozambique’s cotton textile sector a rapid growth path.  The government of Mozambique will have to aggressively pursue barriers that remain, such as infrastructure, customs processing, reducing corruption and red tape.  Therefore, the targets set for the near term, 2-3 years, are modest.  If Mozambique is successful in making major strides improving the business and regulatory environment, these goals should be revised upward. 
Cotton sub—Sector Targets

The improvement of cotton quality and the reduction of contaminants should be the leading priorities.  Since the cotton sector is largely under the direction of the Ministry of Agriculture and Rural development, targets should be set in cooperation with that agency.  Suggested targets could be to reduce contaminants in seed cotton by 25% over three years.  

Organic certification is another target that should be considered in cooperation with the Ministry of Agricultures and Rural Development.  A proposed target could be in the order of 5% organic certification in a 3 to 5 year period. Such a program would create significant awareness of Mozambique as a source of high quality organic cotton.  Such awareness would also garner the attention of textile and apparel producers.

Textile sub—Sector Targets

Within a two to three year period, attract at least two apparel manufactures with a record of investing in the vertical integration of textiles and apparel.  Such firms would have demonstrated experience operating spinning, knitting or weaving mills as well as garment making-up.  Examples of such firms include Nien Sieng of Taiwan (currently producing denim and garments in Lesotho), China Garments (currently producing garments in Lesotho and denim in South Africa), Novel Denim (formally producing garments and denim in South Africa and Madagascar), Gilden Mills a major vertical producer of knit garments.  All of these firms have an established strategy of first developing garment infrastructure in a country, using their early experience to evaluate the feasibility and viability of vertical integration into textiles.  

The benefit of establishing apparel firms with a proven history of vertical integration is that it greatly enhances the interchange and communication between the firms, local stakeholders and the government regarding alignment of incentives, infrastructure and regulations. These firms will also provide an important vector for learning regarding the improvement of seed and lint cotton quality and grading.  If a textile mill were to be established in Mozambique, the benefits would include additional employment of between 200 and 500 workers.  

On a separate, parallel track, the government should seek out international investors in spinning.  The main benefit of seeking out these investors would initially be to improve the interchange between the Mozambique government and investors about the constraints to the establishment of a spinning sector in Mozambique.   If a spinning firm was to establish itself in Mozambique, the employment benefits would include 150 to 300 skilled workers.  Cotton producers would also benefit from better prices and direct interaction with technical staff within the spinning firms resulting in improved cotton quality.  

Apparel sub—Sector Targets
Within a two to three year period, a cluster of five to ten apparel firms exporting to international markets could be established.  The benefits of these firms would include the employment of between 2,000 and 4,000 low skilled Mozambique workers.  With proper training programs, supported by the Mozambique government and donors, between 50 and 100 competent line mangers and supervisor could be active within the industry, substituting for foreign staff and providing a major incentive for the otherwise footloose apparel firms to remain in Mozambique.

The establishment of a cluster of apparel firms would be an important first step to the more capital intensive textile industry, since investor will be looking for signals that regulatory and business condition in Mozambique were in a range of economic feasibility.  The government of Mozambique would also benefit from the development of this cluster, since it would require close coordination between industry and government providing an important feedback and learning experience to further tune policy to attract investors.  
Framework for Achieving Objectives
Aligning Regulatory and Business Environment with Competitors
Mozambique has business elements sought by world-class apparel producers: abundant low-cost labor; port and shipping access; and a stable government and economy. Mozambican producers, however, will have to compete with producers operating in superior business environments. Such environments are characterized by flexible labor laws that support the rights of workers but permit shift work, retrenchment; customs offices that clear imported materials and supplies on a duty-free basis in less than 24 hours; customs offices and ports that clear and load finished products in an environment free of corruption and secure against terrorism; reliable and swift ocean and air transportation networks; access to capital and equipment on a tariff-free basis; freedom from excessive red tape; and a skilled, trained, and productive labor force.

The best way to encourage an export-oriented apparel industry in Mozambique is to put in place policies that promote transparency; reduce the risks and uncertainties of starting a business for local, regional, and foreign investors; and promote productivity, innovation, and workforce incentives.
 Such policies would also encourage development and growth in a broad range of industries and services.

If Mozambique decides to pursue policies to develop textile and/or apparel industries, it will also need to attract foreign investors. This will require ensuring rapid and consistent clearance of goods through ports and customs offices. Apparel producers, who are subject to the rigorous demands of retailing, depend on efficient and delay free supply chains. Indeed, a one-day delay in shipping in the international garment industry is estimated to be equal in cost to a tariff of 0.8 percent (Hummels 1999). Moreover, delays in imported inputs can result in low utilization of labor and machinery and higher average costs as workers are required to wait for essential materials. Because Mozambique is, at best, 30 days by ocean freight (Maputo-Durban-New York) from the U.S. market, it is at a distinct disadvantage compared to East Asian suppliers (12 days) and regional suppliers in the Americas (3-12 days). In other words, Mozambique’s location alone can negate its tariff advantage in the U.S. and EU markets. It is therefore essential that hindrances within the control of Mozambique’s producers and government—customs, red tape, transportation—be reduced because they can quickly render Mozambique’s products non-competitive.
Labor Regulations
Mozambique’s inflexible labor laws hinder the development of a competitive textile and apparel industry. The world market for apparel is in constant flux. Buyers frequently cancel orders or place large re-orders when realized commercial sales clear shelves more rapidly than expected. Textile producers also require flexibility. Even under the best of circumstances they must run expensive capital equipment for extended periods, pausing only for maintenance or to switch patterns and designs. Running machinery through multiple shifts allows them to meet surges in demand with higher operating rates rather than risky investment. Higher operating rates and profits, in turn, encourage investment and capacity expansion. Clearly, apparel and textile suppliers require a flexible labor environment, wherein workers are permitted to work multiple shifts (even for a premium) and hiring and retrenchments can take place in accordance with the performance of the industry and supply and demand (most producers retrench labor very reluctantly because the hiring process imposes high costs).
 

Mozambique has proposed a labor law that will bring some, though not all, of its labor regulations into alignment with international competitors.  While the proposed labor laws are a major advancement beyond the current labor laws, especially regarding economic dismissal more needs to be done.  Table 6 lists the main elements of Mozambique’s labor law and the target that should be set to achieve parity with regional and global competitors.
Table 6.

Summary of Labor Constraints and Proposed Interventions

	Constraint
	Intervention

	· Severance (and notification)  pay for non-economic reasons (old and proposed law) much higher than industry standard
	· High severance pay is a major obstacle for foreign investors in a labor intensive sector; reduce severance pay to 1 week for every year of service with a standard two weeks of notice

	· Paid  vacation and sick leave
	· Limit sick pay to 1 day per month of work and vacation pay to 1 week per month of service

	· Government  involvement in labor issues; labor laws not transparent
	· Reduce government involvement in labor issues to basic worker rights (child labor, forced labor, safety, right to organize and non-discrimination)

	· Apprenticeship or evaluation period for permanent workers
	· Allow for short term apprenticeships of 2-3 months and an equal period for evaluating all new hires 


Three items stand out from the four items listed in table 6.  First, severance for non-economic reasons is much higher than global competitors.  With 3 months of notice and 3 months of severance pay for a worker with three years of service, Mozambique’s law exceeds competitor’s benefits by a factor of six times (table 3).  The disparity between Mozambique’s severance provision and that for competitor’s only increases with time, and at yen years, it is far from competitors and an expensive liability for firms to shoulder.  Reducing severance to 1 week for every year of service would put Mozambique’s labor laws in alignment with competitors.
The second provision that stands out from others is the involvement of the government in the hiring and firing process.  As long as the government has the potential to arbitrate in every employment action, producers will be captive to government employees rendering judgment over their production floors.  Few producers would approve of this, since they know that it is then difficult to mange their production floors properly.  Instead, the government should refrain from intervening in the hiring and firing of workers, unless certain basic worker’s rights, such as discrimination, abuse or the right to organize are violated.  

Finally, limits on paid leave, for any purpose, needs to be set.  Without limits on paid leave, factories will incur high absentee rates and resulting higher labor costs.  Additionally, with higher absentee rates, factories will be forced to hire even more workers to insure proper coverage.  Every worker hired comes with a fixed cost, such as severance and leave liabilities, increasing the overall labor costs for the firm—untenable for a firm looking to operate for a 5- 20 years period.  A downward spiral of high absenteeism and rising liabilities is created for the firm. 
While the proposed changes to Mozambique’s permanent labor laws are a welcome advancement, in their current state, the proposed labor laws do not mach regional and global competitors (table 3).  In the likelihood that foreign investors will find the labor laws too inflexible and too burdensome, Mozambique will need to consider alternative of solutions, at least for the near term of three to five years.  In this regard, several strategies may be taken for immediate action:

· 
Modifications to the current contract labor laws to allow for more than two to three short term contracts with the same employer;

· An optional “cash-out” provision for producers and workers whereby severance and leave benefits would be liquidated, at least in part, from the start of employment, by paying a portion of severance pay as an annual bonus during holiday periods, at a discount from the current system, but over the entire term of employment.  The severance payments would be done at a discount since workers would have cash sooner (the present value is higher) and there would be less uncertainty over any future payout.  In essence, the producer would be paying higher wages, but they would not incur severance or leave liabilities beyond regional and global competitors.

· A hybrid of the first two options for designated free zones and exporting firms that provides for greater short term contract flexibility, higher minimum wages and lower severance and leave benefits.

It is important to note that by reducing defined benefit programs such as severance and leave payments, the workers total compensation need not decline, as the augmented wage rate could be defined to proportionately compensate for the reduction in future non-wage benefits.  In essence, the national Mozambique labor law would remain intact, but would be paid on cash as you go basis.

Shipping and Customs

The reliability of shipping times is of concern. It can take from 1 to 17 days for goods, imports or exports, to clear customs in Mozambique.
 Goods that arrive late in the major markets are often subject to severe discounts and orders received late can be cancelled. How important is it to get garments to market on time? Even Asian suppliers, who are closer to the U.S. market than Mozambique, airfreight one-quarter or more of their U.S. shipments. 

While there is little that can be done in the short to medium term to increase the frequency of shipping between Durban and Maputo; the fact remains that this is a significant obstacle to the development of a globally competitive industry based on fluid least cost supply chains.  This fact has wide ranging impacts on a textile and apparel strategy.  What can the government do?  First, the government can mitigate the impacts of variable shipping times by ensuring that all procedures within its control are executed with consistency.  
Improving the reliability of government administration can go a long way to mitigating the impacts of long shipping times, even though delays due to administration are normally measured in days not weeks.  If producers could plan shipping times within Mozambique, with a high degree of certainty, they could potentially reduce the impacts of shipping schedules.  For example, a producer that knows the departure of the next ship could adjust their production and packing times to coordinate with that ship.  If, however, delays in customs cause that ship to be missed, even if only by hours, the whole shipment is subject to the uncertainty of the next departure.  The benefits of reliability are, therefore, measured by more than simply the number of hours or days it takes to get administrative tasks accomplished—since the timing of events is critical to the success of a supply chain. 
Several areas could be addressed to improve the reliability and efficiency (speed) of Mozambique’s customs and shipment handling.  These issues are summarized in Table 7.

Table 7.

	Constraint
	Proposed Intervention

	Mozambique customs is currently employing new scanner technology to inspect all ocean freighted in-bound cargo, increasing shipping times from three to five days
	Improve reliability and speed by:

· Providing an option for factory inspection of cargo when it is unsealed and unpacked;

· Employing a risk managed approach to selecting only high risk  containers for scanning;

· Implementing an electronic documentation process which would facilitate a sound risk selection program and reduce corruption

	Trucks at land border require two to three days to cross border (long lines for inspection, which are not done by scanner, yet)
	· Providing an option for factory inspection of cargo when it is unsealed and unpacked, trucks with such designation should be waved through Matola Cargo Terminal and customs within a 12 hour window;

· Implement electronic documentation that would facilitate a risk selection program, reducing the number of trucks selected for inspection;

· Increase competition at the Matola Cargo Terminal by introducing alternative methods of customs clearance, including customs clearance at factories.

	Despachante system is reportedly highly inefficient
	· Implement electronic documentation so that producers can interact directly with government agencies based on sound risk assessment and past performance;  
· Improve the transparency of customs process through E-documents
· Increase competition for customs handling by breaking the semi-governmental monopoly on customs clearance agents.

	Small scale, but frequent corruption in customs, frequent changes to rules
	· Electronic documentation can reduce small scale corruption, by reducing the human element in customs processing;

· Rule changes should be subject to review for their impact on the industrial supply chains and shipping times, not just policy expediency (this can be done by implementing time study for document processing)


Source: interviews with producers and freight forwarders.

Two recommendations are common across all the interventions:

· Providing customs clearance at the factories, rather than the ports or terminals;

· Electronic documentation.

The provision of customs clearance at the factories is a common approach in many countries with supply chain dependant industries.  The approach can be fee based system, where producers can pay for the salaries of the customs inspectors and a fixed amount for their transport (decided in advance on a system wide basis).  The important thing is that all costs are paid by the producer, with an incentive to customs personal for responsiveness.
The second proposal, electronic documentation, has a proven track record in major trading countries including Singapore and Malaysia.  Electronic documentation is an expensive option and could be implemented gradually over the next 3-5 years.  An added benefit of electronic documentation would be to reduce the dependence of Northern customs and port authorities on customs authorities based in Maputo, thereby improving direct shipping times to the North of the country.  In the interim, improving communication links between field offices and central offices could help mitigate delays.
If all these recommendations would be implemented, shipping times would be far more reliable, allowing producers an opportunity to adapt to the long shipping times.  Once again, this is in contrast to actually reducing shipping times, which would be a longer term goal.  While improving the reliability of shipping times would be the major goal of these interventions, shipping times could be reduced by as much as 25% through the implementation of these programs.  
Beyond these specific actions, the strategic plan itself should result in competitive shipping times.  Table 8 lists major shipping constraints and the manner in which Mozambique’s sector strategy can overcome them.

Table 8.

	Constraint
	Response of Strategic Plan 

	Fabric from Asia increasing shipping time by four weeks
	· Attract investors that have a low reliance on Asian fabric sourcing including producers with the potential for vertical knits or woven’s and South African garment producers familiar with established regional fabric suppliers

	Major markets are three to four weeks away by ocean freight
	· Focus on regional markets in SADC and South Africa in particular

· Focus on basic garments such as work uniforms with low styling requirements and high labor content

· Identify niche markets for which shipping times are not crucial and products based on Mozambique cotton fibers is high.


Taxes and Incentives
Mozambique’s income tax of 32%on foreign investors is high compared with regional and global competitors.  Even considering the tax holiday of ten years at 60% tax, Mozambique’s tax rate is too high.  Mozambique should seek to lower the tax on foreign investor income to zero for at least the first ten years of operation (table 9).

Table 9
Constraints and Interventions Required in Corporate Taxes and Incentives

	Constraint
	Intervention

	Mozambique has a high tax rate on corporate profits (ranges from 15%– 32%)
	Reduce tax on corporate profits to zero (0%) percent for labor intensive industries, such as textiles and apparel for a period of eight to ten years

	Mozambique has no incentive for the development of labor intensive industries such as textiles and apparel
	Provide matching funds for investment in worker training.  Provide ready made factory shells for reduced rent to speed the rate of industry growth


Arranging a package of incentives is likely to require experience working with foreign investors and refining the packages to suit investor interests.  However, two standard incentives stand out and should be considered.  First, the government of Mozambique should provide matching funds for worker training, especially sewing operators in apparel firms, managers and supervisors in textile and apparel firms and finally, technicians to repair and maintain equipment in all lines of production from ginning, spinning, knitting and weaving to sewing machines.  The establishment of a skilled work force in Mozambique would be a critical step to competing for investors on a non-price (wage) basis.  Moreover, it does not pose the hazard of providing financial incentives to firms that are not likely to stay any longer than is required to obtain the financial reward.
A second incentive that must be considered is the provision of suitable factory shells in locations that make sense to producers, such as free trade zones or close to ports. The Belulane free zone would be an ideal location to set up several pre-constructed factory shells.   
Cotton sub-Sector Action Plan

The cotton sector is formally administered by the Ministry for Agriculture and Rural Development, and this strategy is to compliment efforts by that ministry to advance the cotton sector.  In this regard, the cotton textile sector strategy offers several opportunities to increase the incomes of rural households and exports earnings.

Identify Regions and Localities with High Potential
Mozambique is twice the size of California and textile investors visiting Mozambique for a feasibility study will want to quickly identify the localities with the highest potential for vertical integration into the seed and lint cotton sector.  Some localities will clearly be unsuitable to their needs because of cotton quality or reliability of the cotton crop.  In other instances, the presence of JVs may pose an obstacle.  
The Ministry of Trade and Industry in partnership with the Ministry for Agricultural and Rural Development should identify localities and key stakeholders with above average seed and lint qualities that are willing to engage with new textile investors. 
Agricultural Extension and Learning
One of the key constraints of the seed and lint cotton sectors is low productivity and quality.  The cotton textile sector offers a number of opportunities for learning and agricultural extension into the seed and lint cotton sectors.  First, introducing new textile investors (spinning or fabric forming) to key cotton stakeholders in Mozambique will set the stage for a dynamic learning process.  Cotton producers who understand, first hand, the exact needs of their potential consumers are in an advantageous position to benefit from that knowledge.  

The cotton textile strategy also calls for attracting apparel investors with experience with vertical integration.  Interchanges between these producers\investors with key cotton stakeholders in the government and private sectors should be facilitated.  In this way, all parties will come to a better understanding of the barriers that exist to investment in the cotton textile chain, be they small or large.  A process of identifying problems, solutions and innovation will be set in motion.
Improving Cotton Quality and Grading
As long as cotton quality remains low, investors in spinning will be reluctant to take on the challenges of locating in Mozambique. Poor cotton quality will result in poor yarn quality.   As long as yarns are of a poor quality, customer rejection rates will be high.  The Ministry of Trade and Industry should coordinate with the Ministry for Rural Development on the improvement of cotton quality and grading, by facilitating investor feedback and identifying complimentary programs to improve cotton quality and grading.  
Organic Cotton Feasibility Study 

A study should be undertaken on the growing market opportunities for organic cotton.  The feasibility study should asses market opportunities for yarns, textiles and garments.  For the markets with the greatest potential, the assessment should outline certification requirements and the potential for Mozambique to exploit this market niche.  The assessment should address the opportunities and impacts for small farm holders that already use low volumes of pesticides and fertilizers.
Textile sub-Sector Action Plan

The textile sub-sector comprises spinning, knitting, weaving, dying, and finishing—capital-intensive activities requiring imported equipment and materials. A competitive textile sector holds the potential to reduce lead times and production cycles for apparel, lowers materials costs, and enables trade by meeting rule-of-origin required by preferential trade agreements.

Material costs can be lowered through vertically integrated operations, which hold the potential to reduce product cycles and inventories (raw materials and semi-finished products) by aligning production with orders. If local cotton is used, shipping and warehousing costs are minimized. Note that crop seasonality and variations in cotton quality and grades will still require warehousing and imported materials. Thus, national policy should permit cost-effective and flexible sourcing of raw material in contrast to laws that mandate the use of local inputs.

Perhaps the most compelling reason for integrating into textiles is the ability to meet U.S., EU, and SADC rules of origin and thus avoid substantial tariffs on apparel. While the United States provides a derogation on the rule of origin through September 2012, permitting the use of fabrics from anywhere in the world, the EU and South Africa require that apparel benefiting from duty-free treatment be formed in the region. Specifically, garments must be constructed of fabrics formed in ACP or SADC countries to enter the respective markets and be eligible for a tariff reduction. In most cases, the yarns can be from anywhere. After September 2012, apparel exported to the United States must be constructed of yarns and fabrics formed in sub-Saharan Africa or the United States to be eligible for duty-free treatment. In all cases, the production of knit to shape and circular knit garments (such as hosiery) are held to a stricter standard. In the case of AGOA, the fibers of these special knit products must be from the United States or sub-Saharan Africa. In the EU and South Africa, the yarns must be spun in the region in addition to forming fabrics and making up garments. 

The benefit of a vertically integrated textile and apparel industry needs to be balanced against the risks, technical challenges, and capital requirements of a textile industry. The textile and apparel industries are now buyer-driven. Investment in textile products needs to be coordinated with end customers; otherwise capacities will be underused and expensive, and unwanted inventories will accrue. Most textile manufactures prefer to limit the degree to which they sell their goods on the open market, since the expense of locating customers can quickly reduce profits and force heavy discounts to secure orders. Therefore, it is of strategic importance that end markets for textile products be secured before an investor will commit to significant investment. In Mozambique, an export-oriented apparel sector is lacking and would be a first step to justify large expenditures for textile development. This is not to say that basic spinning operations could not be established, but they would require coordination with buyers within the SADC region or elsewhere. Foreign investors with established customers and technical knowledge are best suited to these purposes.

Feasibility Study Textiles 

While the potential for vertical integration of the cotton textile sector in Mozambique arises from the well known local cultivation of cotton, crucial details of interest to textile investors are largely unknown and are not easily accessible.  A feasibility study should be conducted to locate the most promising locations for the development of cotton spinning.  Factors to be addressed in the feasibility study are local provisions for key inputs, including cotton (length, quality and availability, special varieties such as organics), but also addressing:
· local conditions for electricity including the price, quality and consistency;

· Access to clean and consistent water supplies;

· The availability of waste water treatment;

· Access to ports and transportation costs.

The feasibility study should not restrict itself to retired textile plants, but should be open to green field investments in new locations, should conditions permit. The feasibility study should identify the top 3 locations in the country for textile investment, based on cost and infrastructure criteria.
Investment Promotion for Textiles
An active investment promotion program is needed to facilitate the flow of knowledge about Mozambique as a location for potential investors and to provide feedback to local producers and officials about constraints to investment in the sector.  The first step in the investment promotion program would be to package information from the feasibility studies into a brief of brochure that would be marketed to potential investors.  Lists of key contacts and facilitators would also be included in the export promotion brochure.  The brochure should be made available through the CPI and MIC, but one central contact should be designated in Maputo for facilitating the flow of information to potential investors.
Funding permitted, an active marketing campaign would be conducted, targeting key investors in the region and globally.  A textile marketing firm will have to be hired for this purpose.  At first, it would be best to target investors in the spinning sector, since the capital requirements are lower and shipping times are less important than with finished fabrics.  The marketing campaign would have to fund trips to countries with key investors, such as South Africa, Pakistan, India, Europe and Brazil.  A follow up plan would have to be in place to facilitate visits by these investors, should they find the opportunities worth following though on.  In all cases, a feedback mechanism should be in place to gather investor’s impression, concerns and interests.
Targeting Producers with Vertical Integration Experience

In coordination with the apparel sector investment promotion program (see below), specific out reach should be made to apparel investors with experience in vertical integration.  Several such producers exist in the region such as Nien Sieng of Taiwan in Lesotho, China Garments in South Africa and Lesotho, and Novel Denim formally located in South Africa and Madagascar. 
With the new AGOA provision for wholly originating textile products, producers of these products with experience in vertical integration should also be pursued.  Such investors could be from South Africa (Frame Textiles being the largest), the US (West Point Stevens, Burlington Mills, Cone Mills etc.
), Europe and Asia.  

Developing Niche Products
Several areas of nice product development should be pursued including:

· Organic cotton products (see organic certification in the seed cotton sector strategy);

· Products benefiting from Mozambique’s longer staple fiber length, such as those using high count yarns, for example high quality shirting and sweaters;
· Products of African design;

The development of socially conscious materials continues to grow exponentially and Mozambique could find a niche in this area.  Identifying buyers and producers looking to fill these niches will be challenging, but the development of organic cottons and the publicizing of Mozambique as a viable location for souring these products would be critical.

Apparel sub-Sector Action Plan
Attracting foreign investors for development of an export-led apparel industry could help boost job creation and reduce poverty in the short (1-3 years) and medium (3-5 years) term. Developing the industry to serve domestic markets is not likely to succeed at present. The local consuming population is small (18 million) and poor, able to afford only cheap imports of used apparel. Without such imports, Mozambique’s poorest would have to divert scarce income from other necessities such as food, water, education, and medicine. The benefit of a few new jobs in an apparel industry dedicated to domestic markets would not justify the negative effects on cost of living. An export-led strategy recognizes that foreign markets offer far greater opportunities because of their size and wealth. To support production for the local market, the Government of Mozambique can contract for uniforms and provide assistance, including marketing assistance, for production for local niche markets, such as for Capulanas

Because of the poor state of local transportation and infrastructure, and the importance of both to foreign investors considering locating in Mozambique, export-oriented industry will have to be near reliable infrastructure and have good access to ports and roads. As local infrastructure improves over the medium to long term, geographic diversification may be achieved. 

While the short- and medium-term goal should be development of a competitive apparel industry, integration into textiles can be aided by supporting apparel producers who have experience integrating into the textile production chain.
Investment Promotion for Apparel

With the AGOA third party fabric benefits recently extended through September 2012, Mozambique has a renewed opportunity to seek out investors in the apparel sector.  As the EU EPA negotiations continue to unfold, new opportunities for exports to that market will also develop.  The development of the apparel sub-Sector is also a key link in the development of the textile and seed cotton sub-Sectors and its development should be a top priority.  It’s also important to bear in mind that as Mozambique makes progress on key aspect of the business enabling environment, opportunities with investors will continue to develop, but the time to start seeking investors in the apparel sector is today.  

As a first step in an investment promotion program, Mozambique will need to develop a promotion package, similar to those for the textile sector, but more aggressive.   Several factory shells in the Beleluane free trade zone should be established for marketing to potential apparel investors.  The shells would ideally be paid for and rented at a steep discount for the first five years for the first firms that set up there.  In the absence of resources for this purpose, several established factory sites outside the free zone
 would be identified for lease at subsidized rates.  
Realizing investments will require more than a package of laws, regulations, and incentives suitable to apparel investors. Few foreign investors are familiar with Mozambique as a location for producing apparel. Mozambique will have to promote itself and its advantages and encourage a flow of information between government and potential investors. The Government of Mozambique needs to create an investment promotion package that prospective investors can respond to by requesting adjustments that address shortcomings in Mozambique, or by expressing further requirements to be addressed by government officials. The government can then refine the promotion package. 

A governmental or quasi-governmental organization (such as the CPI) can assemble an initial investment promotion package and contact foreign investor prospects such as South African producers, Asian transnational producers (such as those already in the region), and producers of vertically integrated knit apparel in the United States, Europe, and South Africa. The organization should also contact producers with direct ties to buyers to minimize the risk inherent in contract production, although this may be unavoidable in many cases. 

The initial package needs to take into account the considerable risks and uncertainty of being first investors in this sector, which has few examples of success. In this regard, the objective should be to create an initial cluster of 3-5 apparel firms. The success of these firms over the short and medium term will signal to other investors that Mozambique is ready to meet their needs to be competitive in the global market. This initial package, offered to the first firms to locate in Mozambique, should include extended income tax holidays and preferred buildings and infrastructure.

Further requirements may emerge, but the entity responsible for foreign investment promotion (presumably CPI) should be required to work closely with foreign investors to identify their interests and respond to their concerns till deals are struck. Financial incentives, however, are rarely the honey that attracts investors in this industry and should be avoided. Stable investors will be attracted by the likelihood of long-term profitability and security. Activities to attract these investors should focus on non-monetary measures within the control of government authority.

After the initial cluster of firms is attracted, the focus should shift to creating an association that will continue addressing the concerns of foreign investors and producers. The government or private investors can expand facilities within the free zones, while charging rents commensurate with costs and maintenance for buildings and infrastructure within the industrial park(s). The central government would secure and improve transportation, ports, and communication infrastructure.

Products

There are three distinct apparel product groups: Fashion products, fashion-basic products, and basic products.
 Within this group of products, certain types of products have a history of vertical production and employing low skilled low wage labor.  The following sections review each of these products and their suitability for production in Mozambique.
Fashion Products
The marketing costs and long lead times of fashion items do not serve Mozambique’s employment objectives. While high fashion holds long-term potential, it requires considerable marketing and expense. In the high-fashion market, buyers favor established suppliers with a solid history of networking and contacts. Networks are developed with established expatriates in market centers such as New York and Los Angeles. Mozambique’s near-term potential in this segment is limited. 

Fashion-Basic Products

In this segment delivery, services, quality, and product range are more important than cost. Products and producers include most name brand apparel producers, such as Liz Claiborne, Levi Straus, and major department stores. Service has to be balanced with cost in this category. The supplier’s ability to manage high-level services while controlling costs is a primary requirement. Buyers usually seek “full package” producers that can manage every detail of the supply chain, from fiber to the showroom floor. These services include design, quality control, cutting, sewing, sourcing raw materials, logistics, and labeling. Local industry and infrastructure must be able to support such services as well as shorter than average lead times for re-orders. Apparel companies successful in this segment are more closely coordinating with textile producers and retailers and often nominate textile purchases from a select group of producers—limiting the potential for textile integration in Mozambique. 
Because of wide product ranges, vertical integration can be as limiting as it is beneficial. Given its distance from the U.S. and EU markets, and its present lack of a skilled and experienced service infrastructure, Mozambique would have considerable difficulty attracting direct suppliers for this market segment.  However, contract sewing firms (known as CMT firms) managed by investors in Asia, close to the main supply and logistics chains, will locate limited production in locations such as Mozambique or Lesotho., if costs are competitive and tariff advantages are compelling.
Basic Products

To keep costs low and predictable, competitiveness in basic products requires political stability, a good business environment, and sound investment laws. While producers are willing to trade market proximity and lead times for lower average costs, they still require a predictable and reliable shipping schedule. Production inputs and exports should rapidly clear customs, and customs procedures should not tie-up working capital in complex duty rebate programs. Government corruption and the “unofficial” costs of getting a product to market should be minimal, but above all, predictable and stable. Obscure government processes and regulations and complex labor laws make it difficult to plan production costs and schedule production. Producers do not require significant local services for design pattern-making and pre-production process because apparel lines are standardized and pre-production is often coordinated from central offices. Production volumes are high, though, usually requiring 2,000 or more machinists to service the U.S. market, and somewhat less for the EU and South African markets. The size of efficient establishments has been increasing; a minimum establishment size of 5,000 or more to service the U.S. market is not unusual. 

Mozambique can achieve rapid growth in the basic products segment—but it can also experience decline just as rapidly. Competition is intense. The major apparel manufacturing countries, from China to India to Mexico, are all trying to build market-share in basic products. The basic product segment is the largest product market and encompasses every product, from trousers, hosiery, undergarments, dress, shirts, skirts, and suits.  

Attracting producers and product categories that have a history of backward integration into textile products and processes could spur development of these industries and fully leverage the natural advantages of Mozambique’s seed and lint cotton industries. 

Products for Vertical Integration

A key marketing point and potential opportunity for an investor to locate in Mozambique will be the potential to integrate production into textiles making use of Mozambique’s excellent cotton fiber length and contributing to a reduction in potential lead times and costs.  Special attention, therefore, should be given to attracting apparel producers with a proven record of vertical integration in cotton textiles including weaving knitting or yarn spinning.   Examples of producers with this experience investing within the SSA region include Nien Sieng Denim with garment making and denim weaving investments in Lesotho.  China garments with denim weaving capabilities in South Africa and garment manufacturing in Lesotho.  

While both of these investors have chosen to produce heavy weight cotton pants, Mozambique should also consider products that require lower than average capital investments and target  producers of these products in  the investment promotion programs. 
· Cotton Knit Undergarments. The making-up of knit undergarments is associated with low profit margins because value added per garment is low. Major producers of knit undergarments often seek sites for long-term vertical integration, which allows them to capture more value added while controlling processes and costs. Producers often “test” production locations with cut-make-trim (CMT) operations with medium and long-term goals of establishing vertical or contract spinning and knitting operations. Capital requirements are lower than those of weaving operations, but are still substantial, at between US$ 30-40 million for a plant with new equipment. Producers include Hanes, Fruit of the Loom, Gilden Mills, and Russell.

· Cotton Hosiery. U.S. imports of cotton hosiery exceeded US$ 600 million in 2005. Major exporters to the U.S. market include suppliers in Korea, Mexico, and Central America. 
· Cotton Knit Shirts and Sweaters. U.S. imports of knit shirts and blouses exceeded US$ 2 billion in 2004. This segment includes a wide variety of vertical and non-vertical producers making everything from basic products to high-fashion items. Vertical integration into knitting and spinning can provide distinct cost and quality control and lead time advantages.

Products Suited to Low-Skill Labor

Knit products offer good possibilities for vertical integration based on relatively low capital outlays but do not make full use of one of Mozambique’s competitive advantages: low-skill labor. Low-skill labor constitutes 25 percent or less of the f.o.b value of these products. For cotton hosiery, the value added by labor can be 10 percent or less. Products that use more labor and more skill include dress shirts, suit jackets, and women’s ensembles. Low-skill labor is more competitive when employed making heavyweight cotton trousers and denim jeans. Heavyweight trousers often require 30-50 percent value added by labor because of the large number of components (pockets, liners, waste bands). Since much of the sewing is done inside the trousers and fabrics are usually a solid color, details are less critical and require less skill. Heavyweight trousers are often standardized (although fashion denim jeans are a major exception) with only small changes in styling from year to year, if ever. Buyers of basic heavyweight trousers include most major low-priced retailers, including K-mart, Wal-Mart, and Target as well as name brands such as the Gap, Levi, Lee, and Wrangler.  Attracting producers of these products would be easier, since they leverage Mozambique’s assets in abundant low cost, low skill labor.
Products for the South Africa Market

Making up a wide range of apparel for the South Africa market also holds potential for Mozambique. South African labor costs are much higher than Mozambique’s. Lesotho is currently experiencing a surge in investment from South African producers. 

Used Clothing

Countries such as Kenya, Nigeria, Ethiopia, and South Africa have banned used clothing imports with an eye to developing local textile and apparel industries. For this strategy to succeed the protected industries must be serving a large number of consumers with modest to high incomes.  Even where the income threshold can be me met for a small segment of the population, challenges still exist from the lack of scale and specialization.  For example, South Africa’s producers try to be everything to everybody, which causes inefficiencies, higher prices, and lower quality. South African producers have also been under intense competition from imports despite tariffs of more than 40 percent on apparel. Nigeria does not have an affluent population, so the import ban is borne by the poorest that can barely afford proper nutrition, clean water, education, and medicine, much less high-priced, low-quality, locally produced clothing. Who benefits? The answer is a few local producers who employ only a small fraction of the total population and smugglers who take their cues from higher prices and the desperate needs of the poor. If implemented in Mozambique, an import ban would erode one of its natural competitive advantages: a low cost of living that makes low incomes tolerable.  

In addition, any increase in employment from the growth of a local apparel industry must be weighed against the loss of jobs in imported used clothing. Thousands of workers sort, grade, clean, and organize the used clothing. Banning used clothing is unlikely to reinvigorate enough local suppliers to justify the negative effects on employment and poverty and would not lead to a competitive industry. Mozambique is a poor country, with more than two-thirds of the population below the poverty line; and HIV\AIDS has skewed the population to the very old and the very young—45 percent of the population is 14 years old or less. A population of this demographic is addressing very difficult issues in fulfilling basic human needs at the lowest cost possible. Given the minimal benefits of banning used clothing and the negative effects on poverty, industrial policy should eschew a ban except in relation to certain niche products (e.g., uniforms, capalanas, and certain artisan products).

Small and Medium Enterprises
Small and medium enterprises are best suited to serve as supplier or contract firms to larger export oriented firms that can manage quality control and customer service.  Small and even micro enterprise firms can engage in the support of larger apparel firms in three major ways:

· As subcontractors for the manufacture of apparel;

· As suppliers of accessories, trims and packaging materials, such as boxes, hangers, and bags;

· Service contractors for sanitation, security and administrative task.

The development of small and medium enterprises for these purposes is facilitated by the clustering of apparel firms in a particular area, since servicing firms in a diverse geographic market is more difficult for small and medium sized firms.  A strategy that encourages a clustering of firms, therefore, has an added benefit in for the development of small and medium sized apparel firms.

Small and medium sized firms may also serve the local market for tailoring and the manufacture of customized garments for the local markets.  

Free Trade Zone and Cluster Development
Mozambique’s laws governing free trade zones are relatively well developed. They allow any firm that exports more than 85 percent of its production and that have 500 or more employees to take advantage of duty-free inputs and the special income tax incentives. Mozambique’s free laws also provide for the creation of free trade zones, with lower employee requirements in a firm, but only one free trade zone exists in Mozmabique—Beleluen. 

The current approach favors decentralization and is in contrast to many countries that provide designated industrial zones where all companies within the zone are companies that export and receive special benefits. Creating special, centralized, industrial free zone, in the South of the country, can benefit Mozambique by providing:

· Access to the best shipping routes in Mozambique, including ports, roads and international airports;

· An established free trade zone authority for monitoring shipment movements and customs procedures and to provide valuable feedback to the government on performance;

· Infrastructure and the development of new factory shells;

· The potential to develop special rules regarding taxes and labor laws for a well defined geographic location;

· A focal point for eliminating red tape and slow customs procedures;
· A focal point for marketing efforts providing easy feasibility analysis for potential investors;

· The potential to link with small and medium enterprises since employment requirements are far lower than for firms outside free zones.

Centralized free zones could also facilitate coordination with South African customs officials and address security and customs concerns in other countries. Today, South African customs officials are very suspicious of shipments from Mozambique, no matter what the shipping documentation or destination, including onward shipment to other countries. Having central export processing zones, with a high level of integrity and bonding of goods for re-export through South African ports, could reduce shipping times.

There is now however a lack of factory shells in the Beleluen free trade zone which needs to be addressed.  The government of Mozambique should consider investing in three factory shells ready to house apparel firms of 300-500 workers.  These shells would have to be leased to new investors at subsidized rates.

The government of Mozambique could also pursue other tax and regulatory advantages especially for this free trade zone, including elimination of income taxes for the fist ten years and potential, more flexible labor arrangement.
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� Cotton varieties include Remu 40, CA 324, Stam 42 and A637-24.


� Low to mid range open end spun denim would result in a product over engineered and could not fetch the true value of the longer staple fiber, effectively reducing the value of Mozambique’s longer staple fibers.  Similarly, utilizing first grade Mozambique cotton to produce uniforms or blankets for the local market would not maximize the value of Mozambique’s cotton (quality issues such as contamination aside).


� See xxx 2005 published in Holland.


� In Mozambique there are temporary contracts laws that allow employers to hire workers for shorter period of time, without severance or notice.  These short term contracts are most useful if a producer can reasonably predict how long they will need a worker in advance.


� Selected ports in Mozambique can have even greater variances in shipment reliability that vary with local conditions and markets.  For example the port of Beira requires dredging and many shipping companies now prohibit their ships from docking there under certain conditions.  


� Recycling waste water has become a viable alternative in instances where access to sufficient quantities of clean water can not be assured.


� Current wage rates in Mozambique adjusted for vacation and holiday time alone are approximately 80% of the comparable wages in Lesotho.   Severance and sick leave benefits (which vary considerably from worker to worker) in Lesotho are substantially less than in Mozambique.  The result is that Mozambique’s advantages in wage costs is quickly eroded by entitlements and are not likely to be competitive with regional producers.


� There are a number of exceptions to these rules, especially in the case of knit to shape garments and man-made fibers.  Producers should consult a customs agent in the destination country before committing to any particular shipment.


� Exporters looking to utilize this provision should consult with a customs brokers before committing to any particular shipment. 


� Prior to the elimination of US textile and apparel quotas, quota benefits provided substantially greater access to the US market as Asian imports of these products into the US market were limited.  The US and EU eliminated all textile and apparel quotas on January 1, 2005.


� Buyers and retailer in the United States revealed that these issues strongly affect the decisions of foreign investors in the textile and apparel industries (USITC 2004).


� Labor codes of conduct for many branded apparel companies permit a 48-hour work week with up to 14 hours of overtime (compensated at a higher rate).


� Local sources report that in exceptional circumstances, Mozambique customs will work extra hours and weekends to meet a shipper’s schedule. At the same time, if paper work or a shipment’s status is in the least out of order, delays can be excessive. 


� The US textile industry is going through a level of unprecedented change and many mills have fallen into bankruptcy or have merged into single companies, with multiple names.  A textile firm with experience in the US market should be consulted to identify key investors and decision makers.


� If an apparel firm is located outside a free trade zone, export promotion programs must be cognizant of Mozambique’s laws for operating outside such zones, including the requirement to have 500 or more employees.


� A Stitch in Time. 1999. Oxford University Press.
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