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I. Executive Summary

A. Statement of the Problem

Much of Mozambique’s solid growth performance, an average of eight percent over the last six years, is ascribed to a combination of donor financing, two enclave mega-projects (Mozal, an aluminum factory, and a natural gas pipeline),  sheltered industries (drinks and construction), and, importantly for poverty reduction, considerable increases in productivity in the peasant agricultural sector
.    Sporadic efforts to establish export industries have foundered on an anachronistic system of control that raises costs and nourishes corruption at all levels of government.  Mozambique’s micro-environment chokes off labor-intensive growth and sharply discourages the establishment of legal small and medium enterprises; high costs keep the formal sector small and unproductive.  A symptom of the problem is the degree of participation in the formal labor market; at 5% (400,000 out of a workforce of 8.5 million), it is perhaps the lowest in the world.  Other illustrations abound:  Mozambique is ranked 93 of 102 on the World Economic Forum’s 2004 Competitiveness Index; according to the World Bank’s “Doing Business in 2004” , it takes 153 days to open a business; and similar results are reported by the broader Heritage Foundation Index of Economic Freedom.  

The development problem is to maintain a high rate of growth while shifting its sources from enclave industries, semi- and non-tradable sectors, the informal sector, and donor assistance to competitive labor-intensive production of both goods and services.   Mozambique has achieved political and macro-economic stability; if key structural changes can be made, it can become an attractive destination for investors in sectors from tourism to horticulture to garments.
B. Summary of the Project

The purpose of the project is twofold:  1) to increase international market access for Mozambican products; and 2) to enhance Mozambique’s competitiveness by reducing the costs of doing business.  The purpose will be achieved through better trade policy, a more supportive enabling environment; as well as through targeted interventions in specific sectors.  
Under Intermediate Result 1, “increased market access”, the objective is to improve trade policy and its implementation through a program that combines education in trade matters, specialized assistance to overcome barriers to entry to particular markets (e.g. APHIS for the US, complicated rules of origin for Europe), and more general development of policies that maximize the growth and poverty reduction impact of trade policy.  By the end of the project, trade should be a cornerstone of the government’s poverty reduction strategy, and awareness of the benefits of an open regime should be widespread.  
Under Intermediate Result 2, “improved enabling environment”, USAID will continue its support to the private sector, civil society and government to reduce red tape and accelerate micro-economic reform.  Current priorities include: access to land; tax and tax administration; labor law and regulation; and financial markets.  The program is a continuation of a Special Objective under USAID’s previous strategy and will build directly on an existing institutional structure, based on private sector associations and a few key government institutions.  By the end of the project, the costs and uncertainties of doing business in Mozambique will have been considerably reduced. 
Under Intermediate Result 3, Capacity of Labor-Intensive Enterprises Increased, USAID will, in an activity described separately, directly support tourism and one or two other sectors.  Included in this activity under IR2 will be the removal of the two binding constraints to an expansion of the garment sector – a rigid labor market and excessive import and export times.  If these constraints can be removed (or alleviated), then, a full competitiveness analysis will be conducted for the government sector, followed by targeted interventions to generate investment and exports.
Supporting all three IRs under the SO will be a “hearts and minds” program designed to change the generally negative (or at least suspicious) view most Mozambicans have of a free market economy in general and free trade in particular.  Training will be pitched at several groups:  (a) policy makers and opinion leaders in government, academia and the private sector – generally short (days or weeks) courses, including International Visitor Programs (IVP),  training and seminars; (b)  graduate students in law, business or economics, who will be offered one-year economics and trade courses in South Africa; (c) a masters degree in Mozambique in trade law and economics, which began in February 2004; (d) specialized in-service training on particular trade or enabling environment issues, for government and private sector activists;  (e) International Accounting Standard (IAS) training for banks, accounting firms and the Bank of Mozambique; (e) courses of up to one year for parliamentarians, senior personnel from various ministries and other decision makers. 
The program described herein is proposed for implementation from the date of approval of this Activity Approval Document through September 30, 2010 with an estimated budget of $24 million.   This level is based on current estimates of available funding, including TRADE and IEHA contributions.  If this is significantly cut, then our priority will be support to private sector advocacy for an improved enabling environment, with assistance to the Ministry of Industry and Trade (MIC) and training both reduced.  We might also reduce our currently estimated IR3 budget of about $2 million per year. 
II. The Program

A. Background

At independence in 1975, Mozambique was, by African standards, a major center of light industry, with garments, metalworking, plastics and textiles all thriving, albeit under the protective and mercantilist system of Salazar’s Portugal.  Services, especially transport for the South African market and tourism for the South African and Portuguese markets, were also major foreign exchange earners.  In addition to being highly protectionist, however, the system also placed considerable barriers in the path of native Mozambicans wishing to enter business.   The departure of most Portuguese in 1976, a year after independence, led to the nationalization of virtually all business.  The mercantilist rules were reinforced by a strong bias against the private sector by the “Marxist-Leninist” government, and little effort was made to expand opportunities for the heretofore excluded classes outside the government sector.  Widespread fear of a counter-revolution further exacerbated the destruction of productive private capacity.  At the same time, despite a massive program from 1976 to the early 1980s to educate Mozambicans at all levels, those running the economy had little competence to do so.  
Civil war beginning in 1981, the abject failure of economic policy, and the 1983 rejection of Mozambique’s application for membership in Comecon culminated in a decision in 1984 by President Samora Machel to join the IMF and World Bank – the symbol of this shift was his visit to Washington in September 1985.  Thus began a long slow trudge towards a market economy under the tutelage of the largest aid program relative to GDP in the world.  Milestones after the 1985 decision to join the Bank and Fund include:  
a. in 1986, allowing prices for certain unavailable truck crops to float, a decision which transformed Maputo’s markets within a couple of months; 
b. In 1987, the devaluation of the metical from 40 to 200 per US$, beginning moves towards a market rate;

c. 1989 – 1993, the privatization of over 1,000 mostly small businesses; although the process was flawed, with many businesses unsustainable, it removed the government from much of the economy. 

d. the 1990 decision to issue import licenses without checking the provenance of the foreign exchange to fund them – in effect a legalization of the black market for currency – which overnight filled shop shelves throughout the country with a normal variety of goods;
e. 1991 to 1994, privatization of the cashew industry, with, in 1991, the replacement of an export ban with a quota and tariff, then the lifting of the quota and reduction of the tariff at the World Bank’s behest beginning in  1994 – the tariff fell to 14% in 1996/1997 before being raised to 18% by parliament in 1999; the importance of this is that it galvanized anti-reform groups both inside and outside Mozambique
; 

f. the 1992 Rome Peace Accords, which ended a 12-year civil war, and led to a surge in agricultural production as the countryside was repopulated;
g. by the end of 1992, most price controls (cotton and petroleum products were notable exceptions) had been lifted, for petroleum the government allowed price differentials based on transport costs;

h. 1993, the first year of macroeconomic stability that has since underpinned growth;
i. 1994, the first free elections, won narrowly by the ruling party, FRELIMO;

j. the 1995 to 1999 privatization of the banking sector, accompanied by massive theft, bad loans, and a bail-out, the repercussions of which are still being felt;
k. in 1996, the simplification of the tariff schedules and the privatization of customs management;

l. also in 1996, the publication of the first Foreign Investment Advisory Service – IBRD (FIAS) red tape study, followed at the end of the year by the government’s promise to substantially and immediately streamline bureaucratic processes;

m. in 1997, the creation by the private sector of the Working Group of Associations (CTA) to work on red tape and policy issues affecting the business climate;

n. 1997, passage of a new land law that protects communities and, to a point, codifies arrangements for long-term concessions – the law does not resolve the problems of delays, obscurity and corruption that make land a major impediment to investment; 

o. 1998, the passage of a labor law that has proved a step backwards from the law it replaced;

p. In 1999, national elections return Frelimo and President Chissano by an unexpectedly narrow margin; 

q. 1999 and 2003, the reduction of the highest tariff band from 35% to 30% and 30% to 25%;

r. in mid-2000, Highly Indebted Poor Country (HIPC) debt relief package for Mozambique finalized; 

s. 2001, the publication of the first PARPA (Portuguese acronym for Poverty Reduction Strategy Paper), which attempted to bring poverty reduction and growth under the same framework, but largely ignored the private sector in favor of long lists of social sector projects;
t. In September 2001, Mozambique began implementation of the Southern Africa Development Community (SADC) Free Trade Agreement (FTA);

u. 2002, the publication of the Trade Mainstreaming Report, which laid the ground for bringing trade policy, broadly defined, into the poverty reduction and growth strategy; 

v. Also in 2003, household survey indicates a drop in absolute poverty from 69% to 54% between 1996 and 2003, with rural areas showing greater declines, ahead of the PARPA schedule; 

w. Early 2004, acceptance of Mozambique into the Integrated Framework for Trade Capacity Building.
In the mid-1990s Mozambique was unquestionably an African leader in privatization (partly because it had previously nationalized on a massive scale) with the banking system and almost all key industries sold off.  Plans were also laid starting in 1992 for long-term concession of the ports and railroads as well as for a loosening of the state’s grip on telecommunications, water and energy.  Furthermore, in 1996 the government made a strong commitment to eliminate the red tape and bureaucracy that threatened to choke off investment, or at least drive away the better class of investor, and which had made it impossible for Mozambican firms to compete in export markets.  
Since then, however, there has been a diminished appetite for change.  Reform has faltered and Mozambique moved sluggishly while others (e.g. Tanzania, Lesotho) have pursued policies that have attracted considerable investment, notably for the U.S. market under AGOA.  There are many possible explanations – the consensus in favor of reform was badly shaken by the cashew fiasco and bank scandals; high rates of growth and high levels of aid encouraged complacency; democracy (and near loss of the 1999 election) reinforced a natural bias towards caution and even paralysis by the Frelimo government; and, structural reform is more divisive and harder to implement than macro reform and privatization, which benefited most of the elite.  Whatever the causes, the fact is that reform in Mozambique has faltered over the last five years while growth has been maintained and poverty reduced.  

In short, Mozambique has maintained very high rates of growth for over a decade and, with growth, has experienced a rapid and significant decrease in poverty.  And reform, while slow and unexpectedly difficult, is still the stated policy of the Government and still has some momentum.   

B. Link to Strategic Plan and Results Framework 
The goal of USAID/Mozambique’s 2004-2010 Country Strategic Plan (CSP) is “broad-based, rapid economic growth sustained through expanded capacities and opportunities.”   USAID investments under SO7 will help Mozambique meet the requirements of the Millennium Challenge Fund, especially through the promotion of greater economic freedom for Mozambicans as part of the Ruling Justly theme.   The program also contributes to U.S. national interests of peace, stability and economic growth in Africa.
This document describes activities that will be undertaken to achieve the results of USAID/Mozambique’s Strategic Objective 7:  “Labor-Intensive Exports Increased”.  The interventions described here will specifically target the first two IRs, Market Access and Enabling Environment.  Interventions in support of the third IR, Capacity of Labor-Intensive Industries Strengthened, will be authorized in a separate activity approval document.  

C. Detailed Program Description
1. Background
The activities described below are a natural continuation of programs initiated under USAID’s Special Objective.  In trade, beginning in 1998, USAID worked with the private sector to explore the pros and cons of active participation in the Southern Africa Development Community Free Trade Agreement (SADC FTA).  The private sector then succeeded in getting the GRM to reverse an earlier decision to wait ten years before reducing any tariffs.   Although SADC has disappointed in some ways
, it has proved to be a stepping stone to serious contemplation of wider free trade arrangements.  

In 2001, Mozambique requested that USAID conduct a Trade Mainstreaming Study, which sought to integrate trade issues into Mozambique’s overall growth and poverty reduction strategy.  In 2002, the study was presented by the Minister of Industry and Trade to the Council of Economic Ministers (consisting of ten ministers concerned with “economic” as opposed to “social” or “security” matters), which approved the next steps – vesting responsibility for trade coordination in the Economic Council itself; this elevated trade matters significantly within the Government as previously trade was relegated to a largely moribund technical committee.  The Council proceeded to the next step; a national workshop which would approve an action plan for trade mainstreaming. 
Progress along these lines was interrupted by Mozambique’s desire to formally join the Integrated Framework for Trade-Related Technical Assistance to Least Developed Countries (hereafter the “IF”)
, without having to retrace the steps already taken under the mainstreaming program – in particular, the Government was eager that the USAID-funded Trade Mainstreaming Study should serve as the Diagnostic Trade Integration Study (DTIS), a formal requirement for membership in the IF.  Since the DTIS  and Action Plan must be approved at a “National Validation Workshop”  the workshop planned for 2003 was postponed until Mozambique was accepted as an IF country.  This occurred on February 20, 2004, under the condition that USAID complete the DTIS on the foundation of the Trade Mainstreaming Study – so the desired result should be achieved, if not at the desired speed.    
Because the DTIS/Trade Mainstreaming Study is concerned with both trade capacity building (TCB) and export competitiveness, it addresses both IR1 and IR2 under the SO.  In addition to addressing institutional and capacity constraints to the proper formulation and expression of trade policy, narrowly defined, the study also covers key sectors that must function if Mozambique is to benefit fully from an open economy – the legal, institutional, and physical barriers to competitiveness, including everything from petty corruption to labor law to port management to road maintenance.

In 1996, the IBRD’s Foreign Investment Advisory Service (FIAS) presented the first analysis of administrative barriers to investment, or red tape, conducted in Mozambique.  It attracted the amazement and horror of most senior government officials, including the president, and was swiftly followed by a resolve to immediately fix the problem.  In 1997, a chastened MIC reported back to a national private sector conference that, in fact, very little had been achieved and that the private sector itself should pitch in by electing a working group for the purpose of helping the process along.  This was the genesis of CTA (originally the Working Group of Associations, now the Confederation of Mozambican Business Associations).

The following decade saw great strides in the capacity of the private sector to work with government but less progress than hoped for on the issues themselves.  CTA’s views are sought on a wide variety of issues, ministerial commissions meet monthly, an accounting is provided to the Prime Minister twice a year and, finally, there is an annual meeting where the private sector and entire government discuss reform agendas.
Despite some disappointments on the red tape and policy fronts, the following was achieved over the 2001 to 2004 period.  While many of the changes listed below required intervention from multiple actors, except where explicitly noted they were directly or indirectly a result of continuous pressure on government from CTA .
· An institutional transformation of CTA, from an ad hoc policy organization to a structured institution based on specialized policy-oriented commissions in the following areas:  Agriculture & Agri-business; Industry and Trade (with trade and industry sub-commissions); Tourism; Labor, Justice and Public Sector Reform; Infrastructure & Public Works; Finance (sub-divided into Customs, Financing, and Fiscal Reform); Transport & Communications (with two sub-commissions); and HIV/AIDS.  This structure, which is supported by CTA professional staff of six, including one US economist, has over 100 members devoting considerable effort on a voluntary basis.  CTA’s ability to moblilize GRM participation in these committees was a monumental step forward.
· Easing of restrictions on the hiring of expatriates; two decrees, while falling short of the private sector request that the Export Zone allowance of 15% foreign staff be applied economy-wide, eased the restrictions on the short-term hiring of foreigners by firms.  This was (and remains) a disincentive to investors.  While further work remains to be done, without CTA’s analysis and advocacy, there would have been no progress on this issue.  
· Issuance of visas at the border began in 2001; this was a major victory for the private sector– it had been high on the priority list since 1996 and had become a symbol of the futility of the dialogue with government.  In addition, the cost and difficulties involved in obtaining visas was a significant deterrent to tourists and investors.
  As above, CTA was the main driving force behind this change. 
· The Ministry of Agriculture has tried hard and with some success to reduce the time it takes to deliver a land title to 90 days, from what often turned out to be “never.”  Although this is an improvement, it is not quite what it seems, as the 90-day period only starts after all papers are in order (including, for example, proof of consultation with the community) and is often exceeded.   Again, this is a core issue in CTA’s agenda.  CTA is pushing for effective privatization, which would go well beyond MADER’s focus on reducing the time the bureaucracy requires to deliver a title to a lease-hold. 
· During the period, the top rate of duty on imports was reduced from 35% to 25%, and Mozambique became a full and active member of the SADC FTA.  CTA was instrumental in getting the government to ratify the SADC FTA, and it was MIC, backed by CTA, that successfully forced a reluctant Ministry of Plan and Finance to accept accelerated implementation of the SADC Trade Protocol.  The reductions in the high tariff band were part of the IMF conditionality package, and not a direct result of CTA pressure.

· Average import times are now under two weeks, down from over a month, but still a big problem for industries such as garments that depend on imported inputs. Lack of predictability and consequent variations in times are an equally significant problem.  Although major customs reform was driven by the Ministry of Finance, World Bank and other donors – the key element was the privatization of customs management – the focus was on revenue enhancement, without regard to and to the detriment of “trade facilitation.”  It was CTA through the joint Conselho Superior Tecnico Aduaneiro (Customs Technical Committee, CSTA),  that successfully shifted attention to speeding up import times.
· A law permitting Alternative Dispute Resolution (ADR) passed in 2001, and a dispute resolution center was established in 2002.  Since the court system has virtually no capacity to enforce contracts (average time to resolution:  two years), ADR has the as-yet-unrealized potential to be an important instrument of contract enforcement in Mozambique for the foreseeable future.  The ADR center is a subsidiary body of CTA.
· The period saw significant fiscal reform, especially the introduction of a VAT (1999) and new corporate and income taxes (2003).  The administration of these has been problematic, with low compliance for the direct taxes and serious delays in VAT reimbursement (which especially hurts new investors and exporters), but at least the superstructure is now sound (with, perhaps, the exception of corporate tax, which is high and encourages accounting fraud).  CTA has led the responsible resistance to the poor administration of these and other taxes.  
· The port of Maputo was privatized through a long-term concession to Mersey Docks (this took ten years and has not been accompanied by privatization of other parts of the system, notably the OPIC and USAID supported concession of the Nacala Line to Malawi and the Ressano Garcia line to South Africa).  USAID was instrumental in the early 1990’s in getting privatization of the rail and port system started.  
· The period saw an explosion of Internet usage, thanks largely to the Government’s willingness (under Leland and EDDI) to let the sector alone, with only minimal registration requirements – a reasonably fast dial-up Internet connection costs as little as $15/month.  CTA, through its telecommunications commission, has successfully resisted efforts to impose onerous licensing requirements on value-added Internet services. 
2. Purpose

The purpose of this activity is to increase Mozambique’s labor-intensive exports by improving its competitiveness.  To achieve this, the program will identify and exploit external markets, improve the business environment in Mozambique, and identify and encourage promising lead sectors. 

3. Key Interventions
As described in the 2004 to 2010 CSP, under SO7 USAID will strengthen trade-related policy making under IR1; improve the enabling environment for business under IR2, and increase labor-intensive exports in particular sectors under IR3.  These three results should be mutually reinforcing with, especially, changes to the enabling environment (IR2) inducing increases in exports (IR3) encouraging further changes to the enabling environment.  The first IR, by ensuring openness to trade, provides the context in which this can happen efficiently. 

Under IR 1, the key intervention will be a technical assistance and training package aimed at improving understanding of trade issues and capacity to negotiate and implement complex trade agreements.  TA will assist the GRM in specialized trade analysis, data collection, and the preparation of policy and negotiation briefs.  Short-term training will be directed mainly but not exclusively at government officials involved in trade decision-making.  
Under IR 2, the key interventions will be a grant to CTA to continue its policy work, and a technical assistance package (under the same contract as IR 1).  The TA will identify, analyze issues and prepare CTA positions on policy and regulatory issues of importance to the private sector. 
Also included under this activity is a training program aimed at shifting Mozambique’s intellectual center of gravity from the Marxism/socialist fringes to mainstream western economic development theory and practice.   The program addresses government, the business sector and civil society in general at all levels.  Selection criteria will be developed as part of the training plan.
4. Intermediate Result 1:  Increased Market Access – The Government
This IR aims to increase appreciation in Mozambique of the benefits of openness, especially for an economy with a domestic market about the size of Peoria.  In addition, it aims to deepen (or, in many cases, create) an awareness in government that successful exports are the cornerstone of growth, poverty reduction and, eventually, prosperity.  The conceptual vehicle for achieving this metamorphosis is provided by the Integrated Framework, especially the Diagnostic Trade Integration Study, which will be completed in 2004 based on the 2002 Trade Mainstreaming Study.  
While almost all ministries currently play a role in undermining Mozambique’s competitiveness in export markets, the ones having the most adverse impact are:  

a. Plan and Finance: tax administration raises costs while the time required to import and export varies widely, with an average of about two weeks (compared with less than a day in successful exporters such as Mauritius).    

b. Labor:  which, first, promotes laws and regulations that make formal labor markets in Mozambique rigid – in a country with the lowest rate of participation in the formal sector in the world; second, terrorizes business with a draconian program of inspections and fines; and, third, piles obstacles in the way of the hiring of foreign technical expertise, thus increasing substantially the cost (and uncertainty) facing investors.

c. Ministry of Interior:  immigration adds to the difficulties originating in the Ministry of Labor for foreign workers, consultants, and tourists.  The police stop foreign plated cars, often South African tourists, and extort money from them;
d. Transport and Communications:  which oversees parastatals that (mis)manage the ports, railways, telephones (except for one of the two cell companies), the telecoms regulator, and the national airline; as well as regulates all transport sectors except roads;

e. Ministry of Public Works: which manages non-urban roads and owns much of the country’s housing stock .
f. The sectoral ministries (Tourism, Mines and Energy, Agriculture), which license, regulate, inspect and fine operators in their areas. 

g. Others with significant supporting roles in raising costs, through the power of licenses, inspections and fines, include municipalities, health, and fire departments.

The above list ebbs, flows and shifts with time; previously quiescent departments are armed with poorly thought out new regulations, a strong administrator gives way to one that lets his subordinates feed freely on business, and so on. 
Institutional Arrangements:
As laid out in considerable detail in the Trade Mainstreaming Study, the current institutional arrangements for organizing trade policy are inadequate to even the basic tasks of preparing consistent and coordinated negotiating positions with sound technical input from appropriate ministries.  The current structure is:

At the top is the Council of Economic Ministers, which has agreed in principle to coordinate trade matters requiring high level multi-ministerial attention.  This Council has played only a minor role in trade-related matters to date. 
The Ministry of Industry and Commerce (MIC), International Relations Directorate (DRI, Direcção de Relações Internacionais), which has primary responsibility for negotiating trade agreements and coordinating technical trade issues not requiring Ministerial-level attention.  

The Technical Unit for Multilateral and Regional Trade Protocols (UTCOM), which was established with USAID assistance in 1997 to support Mozambique’s entry into the SADC FTA, is in principle the secretariat for the MIC.  In practice, however, UTCOM’s remit is limited to SADC, the U.S., African Growth and Opportunity Act (AGOA) and the Economic Partnership Agreement (EPA) while DRI works on other multilateral and bilateral agreements.  A further layer is added by the National Directorate of Trade (Direcção Nacional de Comércio), which is responsible for internal trade issues and possibly, sometimes, for trade policy more generally.  This lack of clarity is not helpful; MIC needs to develop more satisfactory arrangements itself in order to concentrate on the daunting task of making other Ministries join in the development and implementation of a coherent national trade policy. 

The Ministry of Plan and Finance is responsible for tariffs and the customs agency.  This gives it effective veto power over MIC positions in trade negotiations.  Furthermore, Finance tends to be most interested in short-term revenues, consequently is resistant to any action, such as the lowering of tariffs, that appears to threaten them. Other ministries can independently handle trade matters on their turf; for example, the Ministry of Agriculture and Rural Development (MADER) can establish subsidies for particular export crops, or close the border to exports or imports; health can intervene on CODEX or health safety issues – all with little or no consultation.  
The proposal that will be considered at the Trade Validation Workshop (which will meet to derive an action plan from the DTIS once it is completed), and the institutional structure that USAID intends to support over the next six years would have the following components (see also Annex 1):

The Council of Economic Ministers assumes responsibility for coordinating trade matters within the government, including everything from establishing negotiating parameters to enforcing compliance with agreements to proposing to the full Council of Ministers (or Parliament) changes to laws, regulations, or practices that hinder exports.  In IF-speak, this will be the “Steering Committee.”  Trade sessions of the Economic Council will probably be co-chaired by the Minister of Plan and Finance (normally the sole chair) and the Minister of Trade and Industry, and will be expanded to include the private sector and civil society.  
Under the Economic Council of Ministers will be an Inter-ministerial Technical Trade Committee, chaired by MIC and made up of National Directors and Directors (the highest level of the civil service).  This group will resolve most issues referring only those that cannot be handled upwards to the ministers.  
Within MIC, DRI will be responsible for carrying out trade negotiations on behalf of the government. 

UTCOM – possibly renamed, will provide secretariat services to all three of the above. 

Within MIC is GASP – (Gabinete de Apoio ao Sector Privado, Private Sector Support Office) – responsible for MIC’s role as the defender of private sector interests within government.   GASP promotes the structural reforms needed to make companies based in Mozambique more competitive, and serves as the main liaison with CTA for pushing the broader competitiveness agenda in support of trade.  GASP may, directly or through the Technical Unit for Legal Reform (UTREL) under the Prime Minister, prepare legal documentation necessary to change the business environment. 
Under this activity, USAID’s main objective will be to make these government structures work together to promote greater trade openness, identify and eliminate non-tariff barriers (thereby reducing customs clearance times, for example), negotiate and implement trade agreements, and, reduce the structural constraints that make it difficult or impossible for Mozambican companies to compete in world markets. 

Although it puts some strain on the conceptual structure of the SO, this IR will also be the vehicle for funding government efforts to improve competitiveness.  While the organized private sector can successfully place items on the agenda, or even get its priorities to the top of the list, it is government that approves and implements new policies, laws and regulations.  This IR will therefore be the funding source for other trade-related (in the broadest sense) government-led activities.  Thus, for example, just as we will consider short and long-term support to customs if the prospects of successfully reducing import times appear good, we might also provide assistance to the Ministry of Labor to rewrite the labor law. 
   As a general rule, with the exception of MIC and possibly Customs, such support will be limited to that needed to effect the change – institution-building will not be a primary goal. 
Inputs:

The project will provide the following:

DRI/UTCOM:

Long-Term trade specialist - international hire.

Local hire economist and lawyer;

To GASP:

Long-Term international-hire business environment specialist;
Local hire economist.

To both of the above, to UTREL, and to other government agencies willing to carry out reform; up to 20 months/year of Short-Term TA for trade analysis and preparation of legal documents.  The short-term TA under this project will be under a single contract covering CTA and government agencies; this will allow us to move easily from analysis to advocacy (often by CTA) to policy change and its implementation (GRM). 
In addition, assuming receptivity and funding, USAID may provide a trade facilitation expert to Customs to reduce average clearance time and variability. 

Under the Special Objective, USAID provided three local technical advisors to UTCOM, one long-term expatriate to DRI and UTCOM, and short-term technical assistance to complete the DTIS and hold the National Validation Workshop. 

Risk and Sustainability Analysis

This is a risky project intervention.  It works with weak government institutions to carry out international trade programs that are inherently highly sophisticated.  It also attempts to establish effective coordination among Mozambican ministries, something that will be difficult.  Furthermore, as noted throughout this document, there is an abiding bias in government against the loss of control that a more open economy implies.  
The project will mitigate these risks in several ways.  There will, first of all, be good TA and extensive training for decision makers.  Second, USAID will continue to finance some UTCOM staff, so that there will be a competent core of Mozambicans working on these issues.  Third, the project will during the next six years result in significant policy change in trade – lower tariffs, fewer and less onerous NTBs, agreement on a national trade stance that favors openness – all changes that will justify the project even if there is institutional implosion in 2010.  Finally, USAID will work to coordinate donors, the private sector and government in favor of effective liberalization of trade and the enabling environment. 
USAID will also keep its options open.  There is, for example, a small but real chance that MIC will prove to be a poor partner in reform under the next government.  In this case, USAID will find other partners, inside and outside government, that are more effective.  Possibilities include, for legal reform, UTREL, and, for trade, the Ministry of Plan and Finance.
5. Intermediate Result 2:  Improved Enabling Environment-- The Private Sector
The Integrated Framework approach blurs the distinction between traditional trade issues and the enabling environment, by unpacking and addressing the systemic impediments to successful participation in the global economy.  

USAID recognizes the value of placing trade at the conceptual center of a reform program, but also wishes to preserve a distinction between capacity building to government and support to private sector efforts to force change that is often made grudgingly.  Successful development requires unnerving government, which is unlikely otherwise to make the revolutionary (or at least profound) changes required to escape Mozambique’s Portuguese and Marxist legacies. 

CTA has evolved since 1996 from a board with a one-man secretariat and extremely limited response capacity, to a structured organization with over 100 volunteers working on virtually every sector of interest to the private sector.   The Government and Parliament now routinely consult CTA on all relevant economic and legal matters.  Even though often cursory, this new custom represents a major change in the way government does business, and it gives CTA considerable and growing power over policies that have an impact on the private sector.  
As noted in IR1 discussion above, CTA is an advocacy organization; the environment is created by government, and government action is essential to improve it.  Thus, CTA’s policy discoveries, analyses and positions must, to be successful, be taken up and acted upon by government.
  

Institutional Arrangements (see Annex 1):

The current structure of CTA is as follows:

The membership bodies are:

· General Assembly, the “supreme” governing body, made up of one person from each of the 53 member associations, meets annually;

· Board (Conselho Directivo), consisting of five members, including the President, elected;

· General Council, of 17, which provides support to and oversight of the Board, meets quarterly;
· Audit Committee.

The Executive Body or Secretariat, consists of five professional staff, and has retainer contracts with consulting companies to organize each of the consultative commission meetings.
The Consultative Mechanisms consist of:

· The Annual Private Sector Conference, which reviews an agenda for each sector, assesses progress, and comes up with the next year’s agenda, attended by the president and all economic ministries, donors, businesses – jointly hosted by CTA and the Government;

· The Commissions, which bring together different ministries (in principle, loosely coordinated by GASP) to work on private sector agendas;
· Semi-annual meetings with the prime minister to assess progress
· Monthly meetings with each of the nine commissions, attended by CTA, the relevant Minister, and staff.
There are two specialized subordinate institutions under CTA’s financial and administrative umbrella but independent in their functioning:

· Mozambique Arbitration and Conciliation Commission; and 
· Businesses Against AIDS

In addition to its work through the formal and semi-formal structures listed above, CTA maintains an active media program, including a web site, monthly sponsorship of a theme on the “Economics Weekly” program on national television, and newspaper articles.  It also initiates and oversees considerable research work, often in collaboration with relevant government agencies.  Within the last three to four months, for example, it has co-sponsored with MIC a study of options for a competition law, and, alone, examined the economics of the minimum wage, and prepared a research piece on the impact on domestic employment of a more liberal regime for foreign work permits.  CTA is about to audit the time and cost involved in: (a) imports and exports; (b) VAT reimbursements; (c) obtaining land for commercial use; (d) business licensing and registration; and more.  The results obtained will provide a baseline to measure progress on the enabling environment (see results section below). 

Inputs:

The project will provide the following:

A grant to CTA to cover most operating expenses; this includes four professional Mozambicans (the executive director, economist, lawyer, and chief of administration) and ADR (one professional and support staff); and, for a time at least, Business Against AIDS (one professional, office space and equipment).  Also, under the overall contract that also provides assistance under IR1, one long-term off-shore economist and 20 person-months of ST TA per year.
 

Under the current program, USAID finances 65% of CTA’s total costs, and a larger proportion of its operating expenses.   Other donors include the World Bank, Commonwealth Corporation, and Sweden – they cover training for member associations, the costs of the annual private sector conference, and analysis of certain specific issues. 

Risk and Sustainability Analysis

People of the same trade seldom meet together, even for merriment and diversion, but that the conversation ends in a conspiracy against the public or in some contrivance to raise prices.  Adam Smith
The risks in dealing with CTA are quite different from those faced when dealing with government institutions.  The foremost is that the expressed interests of CTA’s members will diverge significantly from economically optimal solutions, and that therefore CTA will cease to be a useful vehicle for growth-enhancing policy reform.  
The main areas of concern are: (a) protection from competition, perhaps particularly from imports; (b) requests for easy money in the form of cheap credit; and (c) differential treatment for some industries.  
Continued USAID support for CTA requires continued good governance by CTA; this depends in part on the elected board.  In addition, CTA’s success to date has been helped considerably by the GRM’s willingness to partly open the decision-making process.  It appears likely, but it is not certain, that the Government will continue this policy following the 2004 elections. 

Finally, there is a risk of over-identification with USAID.  CTA’s strength in carrying out the policy dialogue derives partly from the fact that it is a Mozambican voice, not more donor conditionality, and not off-the-IMF-shelf either.  This would be threatened if it were to appear that USAID was calling the shots. 

CTA is also not a self-sustaining organization, and does not need to be for this activity to succeed as the benefits of the anticipated policy change far exceed the cost of our support to the organization.  Nevertheless, USAID does admit a probable continuing use for CTA beyond 2010.  The following are the main considerations that arise on this point:  

· USAID currently contributes approximately $750,000 per year for CTA itself and an additional $150,000 for ADR.  
· Two other donors, Sweden and the World Bank, probably add another $200,000 to this.  
· Between 100 and 200 businesspersons contribute approximately 1,600 hours a month of mostly high-level time to CTA’s membership bodies and, especially, the sectoral commission.  

· Member fees are $150 a year; so even if all pay this will be an insignificant portion of costs. 
· CTA holds a third of the valuable international fairgrounds in downtown Maputo.  Although the fair currently makes no money, it has the potential to provide CTA with a base income equivalent to a reasonable endowment of perhaps $100,000/year.
· One potential source of revenue is big business, which has a keener interest in policy change than smaller or marginal enterprises, which are more concerned with day-to-day survival.  This could generate considerable additional revenue, but requires a change to CTA’s constitution to permit differential payments from different classes of companies.  
· During the next six years, CTA will analyze the major red tape and policy issues facing Mozambique and develop coherent policy positions on them.  In addition, many of the issues will actually be satisfactorily resolved.  Thus CTA’s level of effort will gradually diminish over the strategy period, as the heavy work of analysis and consensus building gives way to advocacy.   
Nonetheless, CTA and its members need to consider seriously what they expect from the organization over the long term, and what they are willing to pay.   USAID will assist CTA to define an ongoing role, post-USAID, and help identify, and possibly even exploit, sources of financing that do not undermine CTA’s own mission or members (e.g. providing business services that are already offered by private companies).  By the March 2006 general assembly, CTA will be prepared to present a plan to its members covering long term activities and financing requirements. 

6. 
Cross-Cutting Theme – Training and Public Advocacy

Paramount to the successful implementation of S07’s three IR’s is effective and appropriate capacity building leading to a better understanding of  trade policy and economic analysis including questions of market access as well as  strengthened capacity of firms in selected export sectors to respond to the opportunities created by IR1’s market access and IR2’s improved environment for business.   

Approximately $400,000 in Initiative to End Hunger in Africa (IEHA) funding will be employed annually over the next six years in economics, trade and policy capacity building training initiatives.  Investment in developing human capital today will substantially contribute in the future to the continued development of a robust private sector in Mozambique.  
a) Training Hypothesis

S07’s training hypothesis is that increased “economic literacy” in Mozambique is key to facilitating good policy discussions and outcomes, and to improving both trade policy in particular and the enabling environment in general.  
Training will be delivered at varying levels from basic economic literacy to Masters and PhD.  It will provide learners with a solid grounding in the economic theory that underlies policy, the theoretical and technical tools to undertake policy analysis and to propose regulatory reform and the ability to develop, implement and monitor national and international policy strategies.   As trade policy is now being construed to include issues such as intellectual property rights, labor and environmental standards, food safety, agricultural policy, foreign investment, competitiveness and competition policy, training in trade policy and trade law is also included in the framework.  

b) Priority Training Groups

USAID will provide training in economics, trade and policy to the following groups over the next six years:

1. Private Sector Executives/Managers.

2. Policy makers and opinion leaders in government.

3. Parliamentarians

4. Professionals working on and interested in trade policy issues. 
5. Small and Medium Enterprise as well as business corporations – traders, organizations and associations, such as CTA and Chambers of Commerce.
6. Entrepreneurs 

7. Economic Journalists 

8. Academics
c) Training Deli-very Strategy (Levels of Training and Proposed Institutions)

Training will be delivered at varying levels, ranging from PhDs to basic economic literacy.  Programs and learning initiatives will be selected based on  the competency needs of the graduate/course participant.  USAID will make use of a basket of the following training mechanisms during the strategy:

· Academic degree training (both Africa and the U.S.).

· Technical Assistance to educational institutions (internal).

· Research at all levels (small research grants may be provided to groups of individuals at varying levels).

· Internships at international foundations/institutes.

· Short training courses covering a variety of issues (internal and external).

· Custom designed courses for journalists, parliamentarians, the legal fraternity and others.

· Alternative learning initiatives such as the promotion and support of intellectual debate/academic publication.

· Possible establishment and support of a permanent think tank or an Economics and Policy Research and Training Institute
d) Mainstream Advanced Academic Training (Off-shore)

Training in economics and policy is not a priority focus area for academic institutions in Mozambique. There is not one institution that offers training at the PhD level and the only Masters program in economics is offered outside of Maputo, in Beira by the Catholic University.   As none of the private universities in Mozambique offer a degree program specializing in economics, most economists currently practicing in Mozambique have mostly been trained at UEM, a Faculty with little experience teaching orthodox economics. There is therefore a fundamental need to build capacity in economics and broaden economic thought in Mozambique.  This can be achieved through exposing economists and those involved in the design, implementation and analysis of policy to economic and policy education provided by universities and institutions abroad.  A few students may be financed by USAID to enable them to read for PhD, Masters and specialized certificate courses in South Africa and the United States.  

e) Mainstream Advanced Academic Training (Mozambique)

USAID will partially finance domestic programs in trade law and economics.  Currently, USAID provides teaching support (using local consultants) and ten scholarships to a Masters program  in International Trade Law and Economics at the University of Eduardo Mondlane.  This is the first Masters program of its kind to be offered by a Mozambican institution and aims to produce competent trade law practitioners.  USAID will also examine collaborative programs with other universities in Mozambique, particularly UCM. 
f) Short Courses

Not all the target groups identified above need university degrees.  Government officials, private sector executives, parliamentarians, legal practitioners, journalists and entrepreneurs require specialized short courses.  USAID will therefore include a number of specialized short courses in its training strategy for 2004-2010.  These courses will cover topics such as trade policy tools and analysis; trade bargaining, World Trade Organization, market access, specific requirements of trade agreements, trade in services.  As many of these courses do not require formal academic qualification, they have the potential to reach many persons who require a better understanding of economics and policy.  It is proposed that these courses be offered in Mozambique and conducted by international institutes/universities or experts.

g) Economic Literacy

Generic courses such as the Wits University (Johannesburg)  General Certificate in Economic Principles will cater for the needs of those whose current professions require a greater understanding of economics.  Short courses covering a wide range of economic literacy topics will be sponsored by USAID and conducted in Mozambique.  These courses will target all those from the private sector, public sector and civil society who wish to gain a better understanding of economics.  As it is more cost effective to train a large number of people in Mozambique, USAID is currently investigating the possibility of strategic partnerships with training institutes and Universities in both the U.S. and South Africa.    Training programs such as the General Certificate in Economic Principles often provide those who do not have any prior economics education with a mechanism with which to enter the formal tertiary educational stream.

h) Alternative Learning Initiatives 

As one of the primary objectives of the training to be provided and sponsored by USAID over the next 6 (six) years is to facilitate improved economic literacy within Mozambique, USAID may also support economic essay competitions, establishment of a policy think tank, including internships entrepreneurship training and activities for young Mozambicans, etc.  These ideas are discussed in detail in a training think tank held on February 19, 2004, and attended by USAID staff and several partners.
III.       Linkages to Other SOs

SO7 has links to the following other SOs:

To SO6, Increased Rural Incomes, through the shared concern for the policy environment for private sector activity.  In particular, this SO will work closely with SO6 to identify policy constraints to rural enterprises, and ensure that these constraints enter the national agenda through the institutional framework supported here.
In addition, SO6 will draw on IEHA funding for training and capacity building related to trade.  This may be managed under one contracting instrument established by SO7.

There will also be sectoral and financial links under the sectoral interventions of IR3; these will be described in a separate authorization document.
SO7 is collaborating with SO9, HIV/AIDS, through the Businesses Against AIDS program, currently partially funded by the SpO under the CTA umbrella.  This program will be deepened under SO7, and will ensure that a strong HIV/AIDS program is included in the IR3 programs for particular exports, especially tourism.  During the next year, as the Mission’s overall HIV/AIDS program gets underway, consideration will be given to where this should be funded and managed in Mozambique (this consideration would include other agencies, such as State or the Department of Labor, which has done some work in Mozambique on workplace HIV/AIDS) and whether it should remain under the CTA umbrella or be spun off as an independent entity.  
Finally, to SO10, Democracy and Governance, through a joint program to combat corruption as it affects business. SO7 will fund an ombudsman program with CTA and member associations, but will also assist SO10 in establishing the degree of damage done to the private sector by widespread corruption. SO7 will explore potential linkages between Etica and associations that are combating corruption (including everything from challenging fines to actual whistle-blowing).  SO7 will also establish, where the players permit, linkages between the anti-corruption units being established in governors’ offices throughout Mozambique, and CTA and regional member associations. 
IV.   Other Donors and Donor Coordination
As the Integrated Framework Coordinator, USAID is the lead donor for trade matters.  Other donors that are active (and at times at cross-purposes) are:  the EU, which provides young economists to MIC; FAO, which  provides technical assistance to the National Directorate of Trade, also in MIC; UNCTAD, which provides short-term technical  assistance for training; DFID and the World Bank, which have assisted with Customs reform.  The DTIS, if successful, will attract more donors into trade capacity building and competitiveness. 

At the request of the Development Partners Group (a head of mission level group that meets monthly), USAID initiated a donor Private Sector Working Group, which focuses on the same set of policy impediments to competitiveness that CTA has been working on over the last few years.  Since one of the hurdles CTA has faced has been a general lack of understanding among donors, which play a major role in setting GRM priorities, this is a most welcome development. It is one that, combined with the institutional strengthening of CTA over the last two to three years, should accelerate the reform process.  Indeed, the awakening of donor interest, well coordinated, combined with a strong private sector advocacy group, should provide a renewed impetus to micro-reform. 
Both donor coordination groups (trade and the private sector) provide platforms to ensure that donors speak with a common voice, and also that the impact of policy change (whether reform or recidivism) on the private sector is considered.  
V.  
Results
In April, 2004, SO7 will begin an audit of the time, cost and number of processes involved in doing business – everything from paying taxes, to importing to obtaining land to registering a business.  This exercise will provide benchmarks for determining targets for improvement and measuring program success.  USAID expects significant results in many of the following areas listed below.  The list is long by design, as it is impossible to predict, especially with a new government to take office at the end of the year – where positive change will be possible.  SO7 will maintain the flexibility needed to support reform that appears to have a fair chance of success, and to quickly take advantage of opportunities as they arise. 
· Formal labor market participation doubles over the six years of the program;

· Mozambique’s ratings on the World Economic Forum (WEF), Doing Business, and Heritage Foundation indexes improve significantly;
· Mozambique substantially increases its exports in key labor –intensive areas (either services such as tourism, agribusiness, or light manufacturing such as garments)
· Mozambique will complete the tariff reductions required by the SADC FTA and reduce the top Most Favored Nation (MFN) tariff band from 25% to 20%, at least;
· Average import times (excluding shipping) will fall from one to two weeks to less than a day; variability will also fall, paperwork for both imports and exports will be reduced,
· Urban land will be privatized, perhaps in all but name, by regulations permitting the buying and selling of titles without GRM approvals;

· Commercial rural land will also be privatized, at least in pilot areas;

· The concession system for forestry and tourism will be quicker and more transparent;

· In tourism, there will be an easing of restrictions on foreign ownership of assets, such as houses and buildings, currently owned by the government;

· Reduce CPI (Private Investment Council) approval time from two months to two weeks;

· Access to other rural commercial land will be granted within a month, rather than the current three months (in principle a maximum, but in fact a minimum);

· The labor law and regulations will be changed to: (a) introduce simple, transparent and quick procedures for the hiring of expatriates, with automatic approval up to a certain level – reducing the time required to obtain papers from three months or more to a day; (b) make Mozambique more attractive to labor-intensive industry and services. 

· Allow alternatives to the dysfunctional and corrupt Instituto Nacional de Segurança Social (INSS) for pensions and disability pay.

· Introduce a new commercial code, compatible with those of other SADC countries, that simplifies procedures and presentation (the current law is a palimpsest dating back to the late 1800s);

· Simplify and, where possible, eliminate, rules related to commercial and industrial licensing;

· Reform the system of notariado, which now requires multiple notarized paper copies of innumerable documents;

· Simplify the steps and cost of obtaining construction permits, and of registering property and contracts;

· Reduce VAT reimbursement times from several months to 45 days;

· Following analysis of the incidence of the current tax system on business and investment:  reduce the VAT and eliminate exemptions; simplify the tariff system; reduce personal income tax (now over 30% and collected from only a small minority); reduce or eliminate corporate tax (a tiny fraction of government’s revenue and a huge incentive to creative bookkeeping);

· Overhaul the current system of inspections, fines, which lead to corruption; a huge burden on all but the biggest businesses;

· Introduce a simple and effective competition law;

· Introduce a simple and effective bankruptcy law so creative destruction is allowed to work in Mozambique;

· Introduce within CTA an “umbrella” ombudsman system to help associations help their members navigate bureaucracy and appeal corruption or arbitrary treatment by government agents;

· Greatly expand CTA’s outreach program by: (a) increasing from 150 to at least 500 the companies on their e-mail lists; (b) sponsoring at least 50 newspaper articles and TV programs; (c) issuing 50 issues of CTA Noticias; (d) improving the website;

· Strengthen CTA’s capacity and self-financing to increase prospects of sustainability.

VI. Performance Monitoring Plan

The PMP will be directly related to the list of results listed above, quantified wherever possible to allow measurement of the impact of the results on exports and employment, for the SO level.

For IR1, the main indicators will be increased trade openness and the conclusion of free trade agreements. 

For IR2, a baseline will be established by the joint GRM/CTA audit of time, number of steps and cost of several fundamental bureaucratic steps. 

VII. Program Analyses

1. Technical and Economic
The basic economic justification for the program is provided by a series of analyses dating back several years, including the 1996 and 2001 Red Tape Analyses, the 2002 Trade Mainstreaming Study, and the World Bank’s 2001 Economic Memorandum. The overwhelming common conclusions of these analyses are:  

· To maintain high rates of broad-based growth, Mozambique must pursue a program of structural reform to eliminate the red tape that chokes the private sector;

· The growth and poverty-reducing benefits of an open trading regime should apply in Mozambique as they have elsewhere, especially if accompanied by structural reforms.

A successful program in these areas is the key to Mozambique’s escape from poverty over the next two or three decades.  

Specific detailed analyses have been carried out in several areas. For labor issues (both the issue of foreign labor and the more general one of inflexibility) we have work done under the auspices of both CTA and the United States Department of Labor; the earliest, a review of the likely impact of the then new law on competitiveness, was done in 1998, the DOL work analyzing what changes are needed in an amended law was completed in late 2003.
In addition to the very broad Trade Mainstreaming Study, USAID has directly sponsored a paper and seminar addressing the issue of what trade policy Mozambique should pursue; and, with RCSA support, we are now preparing a study of the pros and cons of Mozambique joining the Southern Africa Customs Union (SACU). 

Several studies have been done of the impact of aspects of the fiscal regime on business, including a recent USAID-funded review of the new corporate and individual income taxes, which found serious flaws in administration.  USAID also coordinated a review of VAT reimbursements presented to other donors at the Private Sector Working Group meeting in late March, 2004. 
There are other possible approaches to policy change – USAID alone has pursued several tracks over the last few years, including non-project assistance, a multi-year Title III, a sector-wide assistance programs for agriculture, and other donors, including the World Bank provide several hundred million dollars in budget support linked to policy performance. 
The CTA/MIC program has several features that make it a cost-effective vehicle for delivering policy change.  First and most important, it is led by Mozambicans, and so is able to deal with problems that would be unacceptable from outsiders (foreign labor and land ownership are good examples).  Second, it costs a fraction (in some cases a tiny fraction) of most other policy programs, particularly of the cash-transfer type.  Third, it brings together in a coherent way all policy issues related to the private sector, and provides a multi-sectoral framework for addressing them. 
Even if only a few of the policy issues (labor and imports, for example) listed above are only partially resolved, the economic benefits will far exceed the costs of this program.
2. Gender Analysis
Overall, Mozambique presents a mixed picture of opportunity and achievement for women.  On the one hand, women have a high national political profile (the prime minister and 40% of the parliament are women).  On the other hand, they have significantly lower levels of education and literacy than men, and are woefully underrepresented in the formal private sector.  More flexible labor markets should help pull women out of the informal sector, where conditions are much worse than in the formal market, especially if industries that tend to employ women more than men, such as garments are successful
.  Furthermore, elimination of red tape should make it easier for successful informal sector entrepreneurs, many of them women
, to “graduate” to the formal sector.
Some of the areas the activity will work clearly can have significantly different impacts on men and women.  In these cases, SO7 will work with the Mission gender specialist to ensure that gender issues are considered at each stage (analysis, advocacy, policy change).
 
3. Environmental Analysis
SO7 has recommended that the components described herein – technical assistance and training – be granted a categorical exclusion.  

VIII. Mission Management of the IRs


The activities under IRs 1 and 2 will be managed by the SO7 team: a team leader (USPSC), an economist (FSN), a local-hire project manager (PSC), an FSN project manager, and an administrative assistant responsible for tracking finances and preparing MAARDs and correspondence.  Under IR 3 a US/TCN PSC and an FSN will be hired to manage activities as they are designed and authorized.   In addition to these members of the core team, the extended team includes the Mission Economist, a PDO, a financial analyst, a contract negotiator, and a representative of the Embassy’s economic section.  
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Annex 2:  Policy Briefs

JOINT DONOR PROGRAM REVIEW AND PRSC APPRAISAL

PRIVATE SECTOR DEVELOPMENT/IMPROVING THE BUSINESS CLIMATE THEMATIC GROUP
Commercial Code Reform

· Background

· With Word Bank support, Government of Mozambique prepared a new commercial code, to replace the prevailing 19th century legislation.  The first draft of the new code was prepared by outside consultants, and was met with dissatisfaction in the Government.   The Government then established a committee to prepare a revised draft.   The resulting product met with considerable criticism from the private sector. It was introduced into Parliament but has languished in committee ever since.
· Problems detected:

· The old Commercial Code (1888) sets forth a commercial framework that is substantially out of date.  Still, legal practitioners have long managed to compensate for its peculiarities and omissions.  

· The new draft code deposited in Parliament is deficient in a number of respects. 

1. Very little is made of the opportunity to harmonize Mozambican practice with those of its SADC neighbors.  

2. The draft is technologically prescriptive, and much of the technology prescribed is out of date.   For example, the draft conserves certain antique requirements found in the old Code, including, e.g., the need to keep certain records (many of which are in and of themselves of little practice use) in physical bound volumes that are sealed by government agents.   

3. The new code introduces distinctions between nationally incorporated firms controlled by nationals and nationally incorporated firms controlled by foreigners.    While the consequences in the Code – for the moment – are not great, the precedent can be easily abused and ought to be resisted. 

4. The new Code contains language that pierces the veil of limited liability on dangerously vague grounds.  

5. Rules against the involuntary dilution of shareholders will tend to keep companies from growing through capital increases.   They may favor the less liquid partners, but they do so at the expense of the progress of the enterprise as a whole.

6. Very little consideration is given to using arbitration as a means of resolving corporate disputes, as distinct from the court system.

7. The requirement that, to be enforceable under Mozambican law, a contract must be in the Portuguese language is just spitting in the wind.  It will only lead non-Portuguese-speaking foreign investors either, at the margin, to avoid Mozambique, or to ensure that their contracts related to Mozambique are governed by the law of another country. 
· What needs to be changed

· The new Code in Parliament should be substantially revised to be:

1. technology-neutral

2. neutral as between national and foreign capital

3. more open to engaging social agents other than Government to supply some of the public goods needed to make corporate life run efficiently

4. more aligned with the practices of Mozambique’s neighbors, and more understanding of the need for foreign capital in developing the economy.
· How to change
· Revise the draft code, under the aegis of the committee of Parliament still considering the bill
· Start preparing the ground to allow some of the functions related to maintaining the framework of corporate life to be supplied privately (e.g. Commercial Registry, Notarial Services).
· Who needs to be involved

· Parliament

· Ministry of Justice

· Technical Unit for Legal Reform

· Representatives of the Private Sector

· Donors; cost can be high
JOINT DONOR PROGRAM REVIEW AND PRSC APPRAISAL

PRIVATE SECTOR DEVELOPMENT/IMPROVING THE BUSINESS CLIMATE THEMATIC GROUP

Contract Enforcement

· Background

· Dispute resolution services have not kept pace with the growth of the economy. Court system functions poorly and commercial ADR has not taken off.

· Problems detected

· Courts have a significant backlog of cases: for the volume of litigation they face, they are understaffed.

· Courts are inefficient: without parties’ intervention to influence speed (often by corrupt means), case processing times are slow.

· The mechanics of execution, even under the most summary procedures the law provides, also run slowly. 

· Corruption is endemic at all levels, from judges to clerks to process servers.  Corruption makes outcomes unpredictable and the court system risky to use.

· Cost of the system is high and too discretionary.  All-in court costs can be as high as 15% of the value of the case.  Attorneys’ fees are often another 10%. Judges are remunerated in part through case-value driven emoluments, and therefore have a structural incentive to impose heavy costs. 

· Political branch interference in judicial decisions occurs. 

· Management of judicial system finances is not transparent.  

· Work methods in some courts, including hand sewing of motion binders, are antique. 

· Despite a modern ADR law and a semi-public ADR center, commercial arbitration has not taken off.

· Judges are poorly prepared to perform the economic analysis required in much commercial litigation.

· What needs to be changed
· Fight and be seen to fight corruption.
· Subject the court system to competition where possible and appropriate, in order to lower costs, raise efficiency and improve quality. 
· Link further support to explicit and measurable performance improvements.
· Provide basic economic education to judges.
· How to change

· Corruption in the court system needs to be stamped out.  Recent reported salary increases are unlikely to address this congenital problem. The Higher Council for the Judicial Magistrature (CSMJ), the body charged with policing the integrity of the judiciary, must start taking its job seriously.  It should adopt practices that encourage the public to report court system corruption and then seriously investigate such charges.  Unless corruption is effectively fought, other efforts in respect of system reform are a waste of time.

· As a tool both to measure and encourage efficiency and to fight corruption, a modern case management system should be developed.  Efforts should build on models already attempted in the Maputo City Court.

· Experiments with outsourcing should be encouraged.   Of particular interest in this regard is management-assisted judicial execution (MAJE), an approach in which a private service provider carries out the mechanics of judicial execution while all matters requiring the exercise of judicial discretion remain with the judge.

· Encourage ADR by offering financing of non-public ADR services on a competitive basis.   

· Link budgetary and project support given to the judicial system to measurable improvements in performance, e.g.

· Improvements in case management times

· Increase in anti-corruption efforts by CSMJ.

· Pass legislation to permit private arbitration of labor disputes (individual and collective).  This will not only improve the labor environment but will also remove an enormous volume of cases from the courts, freeing them to deal with matters which should be under their exclusive jurisdiction.
· Who needs to be involved

· Higher Council for the Judicial Magistrature (CSMJ)

· Supreme Court

· Ministry of Justice

· Center for Legal and Judicial Training (CFJJ)

· Technical Unit for Legal Reform (UTREL)
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IMPORT AND EXPORT PROCESS

· Problems detected:

· Long time to clear for imports and exports (average of 12 days for imports and 17 days for exports).

·  Among the problems related with the  long import process are; the need to keep larger inventories, more working capital and spare pieces

· Long time in the import clearance from South Africa ( average clearance of a truck 5 days), on this way the competitive advantage of the proximity with SA is diminish.

· High cost of warehousing at customs (FRIGO).

· Not enough capacity of the official to assume the increase number of inspection, related with the increase of imports.

· Process of importing and exporting is difficult an uncertain
· Longer time in the clearance process outside Maputo area

· Opening times at the border and customs clearance terminal.

· Custom clearance in Maputo not at border (that cause further delays).

· Restricted and ineffective clearance agents system.

· Bribery is reported as a common practice between customs officers.

· Too many inspection
· The complexity, cost and delays of the import process has widespread the practice of illegal imports.

· What needs to be changed

· Reduce clearance time for import and exports

· Reduce Cost of warehousing, increase the capacity and the amount of official in charge of inspections.

· Improve the process in the provinces

· Liberalize the clearance agent system

· Border opening times

· Reduce corruption.

· Make the indispensable number of inspection.

· How to change

· Incoming and outgoing shipments in line with international standards.

· Eliminate the monopoly and construct a border warehousing at the border. 

· Increase the opening time of certain border posts.

· Reanalyze the inspection process.

· Speeding clearance of ground shipment from South Africa.

· Government of Mozambique should set  benchmarks for clearance time and monitor this process.

· Create a fast track clearance system for regular/registered importers (Mozal example)

· Who need to be involved

· Clearing Agents representative

· Customs

· Ministry of Industry and Commerce

· Donors

· Private Sector
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Procurement Reform
· Background

· In 1989 the Government of Mozambique prepared a new Decree (42/89 of 28th December and amended by Decree 29/97 of 23rd September), to regulate the acquisition of goods and requisition of services for the State. Procurement based on this decree is the norm for all those government procurement contracts which are not specifically regulated by donor requirements. This decree has subsequently been modified by at least one internal circular from the Ministry of Finance.  The system has been recognized in many spheres as dealing inadequately with the issue of government procurement. While the legislation in and of itself is not particularly problematic the enforcement or application of the same has resulted in an apparent lack of transparency surrounding a number of tenders and procurement related issues.
· Problems detected:

· The procurement decree provides for the creation of purchasing commissions. While these in themselves are not problematic the interpretation of one section of one article in the law in question (section 4 of article 6) has allowed for the entry of non-transparent practice in the tender process. The article in question is interpreted as permitting the purchasing commission or tender board to request prospective bidders to pay commission to the tender board. The division of such commissions paid to the tender board is perceived to be regulated by a further internal circular of the Ministry of Plan and Finance, though in fact this circular refers to the same section and article and not to the issue of commissions.

In actuality neither the decree nor the circular makes reference to the payment of commissions to those involved in the award of tenders.  

· Specific procurement staff do not exist. Instead procurement commissions or tender boards are created on an ad hoc basis from members of either national or provincial Plan & Finance departments. 

· The ad hoc nature of the creation of boards and the decision to call for tenders results from the lack of a clearly defined organizational structure. While the decree in question defines quite clearly the structure required these requirements are often not followed.

· The decree does not adequately deal with the procurement of services, instead focusing on the procurement of goods.

· While the legislation allows for the creation of procurement bodies at provincial level, the need for such and the back-up required in terms of training, access to documentation etc. has not kept pace with the government’s decentralization programme

· Standard bid documents do not exist. An approved list of contractors is often used which has not been regularly updated, which tends to restrict competition.

· There is a lack of proper monitoring of the procurement process

· We note that donors are often ignorant of their own procurement requirements and procedures

· What needs to be changed
· Insofar as the existing law remains in place

1. request the Ministry of Plan and Finance to clarify and publicize that the decree and internal circular in question does not permit the payment of commissions to tender boards

· The existing decree should be replaced by new legislation which takes into consideration the following:

1. Unequivocal clarification of the situation regarding the payment of commissions to tender boards

2. Development of standard bid documents

3. Development of standardized and transparent supplier registration process

4. Development of clearly defined organizational structure

5. Trained, experienced procurement staff distributed throughout the country

6. Implementation of monitoring and audit procedures in accordance with international norms

· How to change
· In the short term ensure enforcement of the existing decree 

· In the medium term develop a clear legal and regulatory framework for procurement based on international norms

· Ensure public knowledge and understanding of the system

· Who needs to be involved
· Ministry of Plan & Finance

· Technical Unit for Legal Reform

· Technical Unit for Public Sector Reform

· Representatives of the Private Sector

· Donors
Private Sector Development – Improving Regulatory Environment

IVA reimbursement

Problems detected:

· Long delays of IVA refunds and government payments which increased cost of during business and limits availability of working capital 

· Confusion and misinterpretation of the laws including:

· Purchaser’s requirements of verification of suppliers issuing legal invoices with the required information and/or 

· Purchaser’s requirements of verification of suppliers IVA payments

· IVA pre-reimbursements with bank guarantees

· IVA reimbursements regulations on CPI approved investments 

·  Double approvals of firms in the provinces 

· Cash shortage in the IVA System to meet the demand of refund requests

Consequences

· Huge difficulties in cash for local companies, with social and financial consequences (delayed payroll of local staff, delayed payments to suppliers, etc.); exposure to public penalties when the company is unable to pay its other taxes in time 

· Delayed investments for companies locally established as well as new FDI projects

· Legal claims brought by large corporations (notably in the construction sector) which can afford, financially and politically, to suit the administration (ANE); such legal actions tarnish the image of Mozambique as a potential recipient of foreign investors

· Potential increased cost for foreign donors (ADB, WB, EU, etc) on public tenders since contactors could tend to include in their offers the potential loss of VAT as well as bank guarantees which sometimes are released  with huge delays (in the construction sector, it might theorically put the final price up to 27% (17% on VAT and 10% on BG) 

What needs to be changed?

· Reduce the time from application for IVA reimbursement to actual approvals and payments to that that is prescribed in the law

· Resolve the interpretation of the laws including:

· Purchaser’s requirements of verification of suppliers issuing legal invoices with the required information and/or 

· Purchaser’s requirements of verification of suppliers IVA payments

· IVA pre-reimbursements with bank guarantees

· CPI approved investments regulations on IVA reimbursements 

· Extend the system of offsetting approved IVA reimbursements credits for IVA payments due for importations 

· Resolved the double approval requirements at the provincial levels

·  Simplification of the application and procedures 

How to change?


Short-term solution

· Establishment of a task force to resolve the largest and the longest outstanding IVA reimbursement claims.

· Audit the IVA system, especially its reimbursement procedures for the number of procedures, amount of time it takes and the direct and indirect cost of the system to business

· Set benchmarks that are prescribed by law for the time from application for IVA reimbursement to resolution and approvals and from approvals to payments

· Allow firms to offset their IVA refund credits against future IVA payments on imports as well as local purchases, where the firms have paid the IVA to the government directly and when reimbursements for IVA payments made by suppliers have been approved

Long-term solution

· Government guarantee availability of funds for IVA reimbursements
· Hiring and training of additional IVA staff at the Office of Taxes and Audits
· Exempt companies under CPI approved investments projects to actually make a disbursement for VAT payment; this would simplify the whole process since the company would not have to wait months or more to get a refund she is entitled to. NB: This simple and naïve idea was actually expressed by both Minister Morgado and CPI Director Rafique Jusob Mohamed on March 18, 2004 at a meeting with French Medef delegation. It was said to us that this system was already  prevalent in Rwanda and could be implemented in Mozambique (for the historical record, should the decision be taken, the presence of a Rwandese business delegation in a Polana room 10 meters from Medef delegation was apparently the spark that led to the idea, in an intellectual process similar to the one which stroke some years ago Isaac Newton or Christopher Colombus, to name a few examples). 
· For local entrepreneurs, extend the offset system to all taxes dues: a document certifying a VAT refund amount should be used as an automatic credit for any government tax: IRPS, IRPC. 
Who need to be involved?

· Ministry of Industry and commerce

· Representatives of the “Office of Taxes and Audits”

· Private Sector - CTA
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Acquisition of Urban Commercial Land
· Problems detected:

· System 1:  Empty municipal land owned & controlled by government, in these cases, identification of available land is difficult and, once identified, it requires over a year to gain access and either political clout or briberygood contacts.

· System 2:  Municipal land with nationalized (or intervened) government property on it:  in these cases, same problems, plus a possible tendering requirement, often involving line ministries (e.g. ICM warehouses in Maputo would be “alienated” by MIC with municipal registration).
    

· System 3:  Private empty land acquired under system 1 (50-year concession, requirement to build in two to three five years).  Transfers before fulfillment of development plan are illegal but common;  fiscal declares that land has been built on (transfer of building carries permanent ownershipoperates to transfer the underlying land).  Three to four months. 

· System 4:  Market system for privately-owned land acquired by one of the systems above.  Less thanOne to two a months.  Small part of market.  Non-citizens cannot legally purchase property that was formerly nationalized.  

· Ownership of much (even most) 
commercial property ambiguous.

· Huge variation in degree of difficulty from one municipality to another – Maputo most difficult generally – because higher rents availability.

· Fraud common in the market, leading fewer transactions, more litigation, less lending and higher collateral ratios than would otherwise prevail. 

· Bribery and corruption an integral part of system. 

· Mechanics of sectional title are cumbersome, and there is no practical mechanism for enforcing contribution to the maintenance of common property.

· Urban property not being widely used as a tax base.
· What needs to be changed

· All commercial land to be brought under market system.

· Number of processes, amount of discretion reduced. 

· Allow free trade in licenses provisional titles (i.e. secondary market) – but only if auction system is adopted. 

· Record-keeping needs to be improved. (rather than current free trade after bribe)
· How to change
· Identify all empty land and auction.
· Clarify property rights where ambiguity exists
· Establish program (auction) for disposing of unused commercial assets of government. 
· Improve municipal land records and Real Property Registry.  Revalue property to permit its use as part of the municipal tax base.

· Substitute real estate transfer tax (SISA) with a low, regularly collected assessment-based property levy

· Prepare layman’s guides to urban land transactions and development permission

· Punish corruption
· Who needs to be involved

· Municipal government

· Surveyors 

· Ministries with properties (Defense, MIC, Education, Agriculture, MOPH)

· Donors; cost can be high
Annex 3:  Justification for Non-Competitive Award to CTA
Memorandum

To:

Manny Marroquin, Agreement Officer

From:

Timothy Born, SO7 Team Leader

Subject:
Justification for a Noncompetitive Award to CTA

Date:

September 6, 2002

Summary

The Increased Exports Activity Approval Document was approved and authorized by the Mission Director on   __________.   A draft of this justification is included as Annex 3 to that AAD.   

A major element of the AAD is support to CTA, an umbrella private sector organization that has as its objective improvements to the enabling environment in Mozambique.  

Continued support to CTA under a new cooperative agreement requires a justification for a noncompetitive award based on ADS E303.5.5d(1). That section of the ADS requires that noncompetitive awards must be justified in writing, to the satisfaction of the Agreement Officer, in accordance with the applicable section as follows: (a) Amendments and Follow-On Awards: The SO/RP Team Leader or Cognizant Technical Officer shall justify in writing why it would be more advantageous for USAID to amend an award or create a new “follow-on” award without the benefit of competition rather than open the process to competition.  A justification is not required if the amendment is for strictly administrative purposes (such as incremental funding or changes that do not require budgetary revisions).  Amendments which require justifications are those which, for example, extend the life of the award and simultaneously either add additional funds or change the program description.  In this case, the request if for a substantial follow-on award under a new strategy; it therefore requires a justification. 

Background and Essential Factors

The original award of a grant to CTA was justified in the original Private Sector P/AAD  of 1999, Section 2.3, “The Choice of CTA as a Vehicle for Reform,” which made the following points:  (1) CTA has a mandate from a very broad cross-section of private businesses to represent the private sector in discussions with the GRM of policy reform and red tape; (2) it is recognized by the GRM as the private sector’s main (but not exclusive) representative on general policy matters affecting the private sector; and (c) in addition to the institution’s formal role, CTA’s board members have proved their ability to influence government policy decisions in ways that improve the environment for business and investment. Based on the above, on April 26, 1999, the Agreements Officer approved a Waiver of Competition for an Assistance Award to CTA. (copy attached).

These arguments from early 1999 are considerably stronger today than they were three years ago – CTA has 54 member associations (compared with about 20 at the time of the original grant); it has established formal relations with nine ministries (rather than working entirely through MIC); and it has built up a track record.    

CTA was created by the Mozambican private sector in 1996, in response to a government request that the private sector establish a representative interlocutor on red tape and policy issues.  USAID provided in-kind assistance between 1997 and 1999, and then a direct grant beginning in 1999.

CTA has met or exceeded most of the expectations of the original grant.  It has established an institutional framework for promoting reform, and has several notable reform successes in the areas of labor, trade, and others.  The framework consists of ten joint consultative groups covering nine Ministries, each with a specific agenda
.  These groups report on progress every six months to the Prime Minister, and are supported by a technical unit for Private Sector Support within the Ministry of Industry and Commerce, also funded by USAID.  

Since a modest in-kind package was provided to CTA in 1997, the group has gone form strength to strength, and now has both a clear and well-grounded, though incomplete, policy agenda and, more importantly, a strong institutional framework for pursuing it.  T  Extending CTA’s grant through the new strategy will enable the organization to successfully complete major reforms in support of the competitiveness of Mozambique’s private sector.  By the end of the strategy, USAID believes that CTA will have greatly improved the enabling environment in Mozambique.  Three specific reasons support this justification for noncompetitive award:

1.  Disruption of trust and working relationships: CTA has the support of both the Government of the Republic of Mozambique and the private sector.  In order to be effective as the voice of the private sector in effecting GRM policy changes that benefit the private sector, any organization must be viewed by both groups as trustworthy and effective.  CTA has devoted a significant amount of time to developing the strong working relationships necessary to effect positive policy change.  Changing grantees would result in unavoidable delays that would compromise the quality and effectiveness of assistance, as the new grantee would have to spend time building working relationships.

2.  Implementation delays and effectiveness:  There are no reasonable alternatives to CTA to carry out the work they have undertaken.  Any effort on USAID’s part to enhance the policy effectiveness of the private sector must, to be effective, work with CTA.  At the very best, alternative institutions would take years to build up to the level of effectiveness CTA has already achieved.  At worst, they would not achieve anything.


3.  Value for money:  Policy change, particularly in revenue-sensitive areas, is normally pursued through a combination of budget support and direct assistance to government institutions; these programs usually cost several million dollars a year.  Because of a unique institutional framework in Mozambique, with CTA at its center, USAID has an opportunity to get considerably more bang for our back by working through CTA.  Again, alternative approaches are risky and expensive.  
Conclusion

Based on the above, I believe it that it is more advantageous for USAID to award a new grant to CTA without the benefit of competition rather than open the process to competition. 
IRs 1 and 2:  Achieving Results





To achieve the results listed above will require joint action on the part of CTA, the government and, often, donors.  A typical sequence would begin with CTA identifying an issue area – either because of complaints from its own members (the case of labor) or because the government launches an initiative that will have an impact on them (the case of trade).





CTA then, based on consultation with members, disseminates a paper to members and government for discussion by the sectoral commission.





The next step is to hire an expert in the field to prepare back-up analysis and a position paper, which is then negotiated with government.  GASP ensures that other relevant members of government are made aware of the issue, especially members of the economic council.   Meanwhile, CTA continues to pressure for reform; through the media; public debates; web page; lobbying with parliament and the executive. 





Then, as necessary, the GRM (GASP, UTREL, line ministries) prepare the necessary changes to policy, legislation or regulation. 





Finally, and problematic, the new dispensation is implemented, and implementation is monitored by CTA; and progress reported on through the normal channels. 





To date, the full cycle has been run for the SADC trade protocols (1997-2001), labor (1997-2003), and has begun for direct taxes, competition law, VAT reimbursement, minimum wage, customs, land rights, and agricultural services.
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� The smallholder agricultural sector largely escapes the destructive mercies of the government; it belongs firmly in the informal sector.  What government, with donor financing, has done, is improve infrastructure, while leaving trade in smallholder products largely alone.  Per capita income in the family agricultural sector is about 20% of the formal sector minimum wage of $40/month.  


� In its least sophisticated version, which has wide credence in Mozambique, the World Bank recklessly destroyed the entire industry and its 8,000 jobs to benefit a monopolistic Indian mafia with close connections to Indians in the World Bank.  In the last two years, between 1,500 and 2,000 new jobs have been created in the industry, using a more appropriate technology. 


� See especially the work of Frank Flatters on the development of complicated and trade-inhibiting rules of origin during negotiations.


� The original Trade Mainstreaming Report was funded by USAID under the then new TRADE project, one purpose of which was to get the IF on track after a disappointing first five or so years – USAID/W explicitly attempted to establish the principle that bilateral donors from outside the IF Working Group (IFWG) should be permitted to take the lead on Diagnostic Trade Integration Studies (DTIS).


� In the mid to late 1990’s stories were common of potential investors, some big and serious players, being turned back to South Africa at the airport or the main land border, Ressano Garcia.  The most damaging tourism-related incident was Christmas 1999, when thousands of South Africans were issued fake visas by the Mozambican consulate in Johannesburg.  When the fraud was discovered, the tourists were turned back, even though Mozambique’s own representatives were at fault. 


� But CTA has consistently supported greater trade openness since 1997; this may have been a factor in overcoming the GRM’s hesitation, which led to a two-year delay in the second tariff reduction, from 30 to 25%.  


� The last standing garment maker (for the US market) in Mozambique has been shifting from a predominantly female workforce to a predominantly male one, because, under the current labor law, women “don’t work for a year after having a child”.  


� In the south, women dominate informal cross-border trade and have a major share of the money-changing market.


� Plan and Finance has three groups, Customs, Tax Reform, Poverty Reduction; Transport and Communications has two, Transport and Communications; others – Labor; State Administration; Public Works; Agriculture; Tourism; Industry and Commerce; Justice – have one each.





�This responds to Jay's request that we redress an imbalance between support to CTA for advocacy of reform and support to government for the carrying out reform. 


�As above, government is given its due. 


�Ditto, clarifying progression from CTA through to government – also adding a missing section.


�This addresses the sustainbility question, brought up by Donna and then generally supported by the group. 


�


�The gender thing. 


�A section that was missing – Donna’s request.  


�Tim: I don’t see this as a municipal land problem – the problem, if any, is with Government-controlled real estate either held off the market, thereby suppressing supply, or sold to insiders on insider terms, in violation of the privatization rules (their spirit, at least – insiders can drive trucks through them, legally), and to the cost of the treasury.


�Don’t know enough to say “most.” 
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