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Executive Summary

Mozambique has an abundance of natural forestsiréldbrests with production capacity cover
an estimated 20 million hectares, or 24 percetit@total country. Despite this extensive natural
resource, the forestry sector is perceived to lderperforming in terms of both sustainable
management of resource and in the development e€@momically viable and competitive
processing industry. The USAID-funded Trade ang#tment project is supporting the
Confederation of Mozambican Business Associati@¥) in improving the performance of the
sector, and if possible, creating sustainable éxgrignted processing in the sector.

The objectives of this study are to

« Identify constraints on environmentally sustaingtrieduction and management of
forestry and wood products;

« Find ways to promote both the export of wood prasland the conservation and
environmentally sustainable production of forests wood, and develop related policy
recommendations; and

» Assist in developing recommendations to implemergdtry and wildlife regulations
transparently and effectively.

The review focused on five strategic issues rejetiinsustainability and competitiveness—policy
and regulations, resource and log harvesting, peiicg, governance in the forestry sector, and
plantation forestry. The findings and recommendhation these five issues are summarized below.

POLICY AND REGULATIONS

Government policy and legislation provide an adégbase to achieve the economic, ecological,
and social objectives in the sector. Implementatimwever, has been poor. The activities of
simple license and concession holders are not oreditclosely, economic rent is not maximized,
and legislated benefits are not delivered to comtiesn Earlier studies have also highlighted
deficiencies in policy implementation. It is thewed important that the CTA initiate dialogue with
the government of Mozambique to develop a proceserssultation in which the regulations are
reviewed and adjusted to make the otherwise ihyitiaéll formulated policy and legislation
responsive to the changing needs and expectatidhg isector.

We make the following recommendations regardingcgand regulations:

* The National Directorate of Lands and Forestry &thoteate a strong policy unit that
carries out analysis and engages in debate withsoeiety on the process of policy
implementation, taking into account the dynamicthefsector and the macroeconomic
environment.

* When changes in legislation are required, therellshwe adequate research and
consultation as well as transparent disseminatidgheolegal instruments. Many diplomas
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and decrees have created confusion for stakeholarause the changes are often seen as
unwarranted manipulation of the law by government.

* A way must be found whereby all stakeholders reacbnsensus on high-priority issues
in the sector and ways to address these issuespifidiess should be highly participatory
and include an industry forum in which to discuss findings of this and other studies.

RESOURCE AND LOG HARVESTING

An up-to-date and nationally consolidated foreseitory should be the fundamental information
tool for reviewing quotas and cutting plans as aslthe basis for monitoring annual cuts in each
province. Currently, the fragmented resource agsess by governments and NGOs and the lack
of a clear long-term plan for updating data hinthermanagement and monitoring of productive
forest areas.

We make the following recommendations regardinguese and log harvesting:

* The Inventory Unit of the National Directorate afrEstry and Lands (DINATEF), in
coordination with other training institutions, stawoffer annual training to consulting
companies and interested agencies. This trainiogldltover the design of management
plans, the inventory methodology, guidelines, mamnig systems, and other technical and
economic aspects of natural forest management.

* The national forest inventory requires urgent uppgafThe update should be used to
review quotas and cutting plans and form the Hasisonitoring annual cuts in each
province.

» The processing requirement for each concessiorlgbeureviewed to avoid future
pressure on the forest resource.

Unhealthy Reliance on Export Logs

Exports in log form have been 48 percent to 58qu@rof the total log cut in the past three years.
Log exports are largely of the “precious” specueiich offer higher royalties. Log exporting
could be described as an exploitative “gold rugfstem in which the most valuable and most
accessible species are removed rapidly. It is lgl¢lae least sustainable aspect of the sector’s
activity.

We make the following recommendations relatingogpéxports:

» A forestry sector summit or national forum is netteassess (1) the current resource
situation resulting from log exports; (2) the visithe country has for its natural forests in
5, 10, 20, and 50 years; (3) the steps necessarnsiare that sufficient resources are
preserved for long term domestic needs;

* Aresource rent reassessment is urgently needmdtuine the scope for the government
to (1) obtain higher resource rent; (2) reducadrtitealance of profitability between export
logging and processing; (3) encourage loggers toncue logs for the local market; and
(4) reduce the number of species exported in log fio help increase local processing.

Annual Licensing and Concession System
The simple licensing and concession system creatgfict between short-term profits and long-
term use and management of natural forests. In #38% were 462 annual simple license holders
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(SLHs) and by July 2006, 43 approved concessidrdsSreserved for Mozambican nationals,
have simplified inventory and management planngguirements. Each SLH can be licensed for a
different area each year, depending on the perdédgging potential of forest area remaining. An
SLH can log up to 500 cubic meters per year frosnibénsed area. Forest concessions are based
on a 50-year sustainable logging program over gydated area of forest. Foreign concession
holders are allowed. Processing must also be ledtas a condition of concessions. The SLH
system encourages loggers to be driven by tardemeonly, with little concern for the quality of
forest remaining. SLHs show little commitment tadeterm sustainable management of forests.
The license is merely seen as a cost or fee fasador short-term gain.

Concerning concession management, we recommend thegstry sector summit or national
forum be held to reassess (1) the current resaitteation resulting from the current licensing of
SLHs and concessionaires; (2) the country’s vi§iorits natural forests in 5, 10, 20, and 50 years;
(3) the practical steps that can be taken to imprognagement rapidly, including the replacement
of simple licenses with concessions.

PROCESSING

Mozambique has approximately 140 registered woodgssing industries, including 100
sawmills that produced approximately 32,000 cubétars of sawn timber in 2005. To encourage
processing, concession holders, before they reegipeoval of their concession, are required to
install a sawmill for each concession. Furthermtire,most valuable species (Class 1) are
reserved for local processing at royalty rates @hatat most only 25 percent of those prevailing
for export logs. In addition, a royalty rebate dfigher 40 percent of royalties for veneer and
parquet flooring is meant to encourage value-agdedessing.

Processing has focused on low added-value sawgtiiproduce rough-sawn green timber of a
limited number of high-value species. Investmemhidern tertiary wood processing (e.g., kiln
drying, veneer, plywood, moldings, joinery, andniture) has been limited. Sawmilling comes at
a high cost to the Mozambican government: Theilossyalties of approximately 1.5 million
meticals (MZM) per cubic meter equals a subsidggroximately 39.5 million MZM

(US$1,518) per sawmill employee per year. In addjtsawmilling can even destroy value, as
wood exported in log form is worth more than thpax revenue for the rough green-sawn timber
that can be cut from the log.

We make the following recommendations relatingrtmcpssing:

e Earlier recommendations are important for wood esstg as well. A national forum to
take stock of where the sector is headed, a resgant reassessment, reduced log exports,
and improved concession management are also inmpdotareate a better balance
between log exporting and domestic processingi@pdovide a more inviting platform
for investment in competitive processing.

« Current fiscal incentives—reduced royalties forqassing—require review and
adjustment. The royalties for sawing Class 1 timbgr green sawn timber are too
generous. ldeally, a range of royalty rebates vallinked to the level of value-added
processing. The recommended review of resourceorelttgs should include an
assessment of the rebates applying to processéhtharroyalties applying to lesser-
known species (with a view to lowering the coslesker-known species relative to other
readily marketed species).
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* The government of Mozambique should support rebeamche use of lesser-known
species, including wood properties, likely end upescessing characteristics,
technologies, and markets.

* The requirement for concession holders to own reliisuld be removed as new
concessions are granted.

GOVERNANCE IN THE FORESTRY SECTOR

Government Capacity

Despite a strong emphasis on government policpmetendations by previous reports on the
sector, and observations in the field, governmaptcity has improved little in recent years, with
shortages in staff, skills, equipment, and funds.

We recommend the following actions to strengthevegoment capacity:

» Provincial governments and DINATEF should work tihge to enforce legislation. A
coordinated approach would facilitate the monitgrrf law enforcement throughout the
country.

» Part of penalties and royalties should be alloctiddhining and advocacy for and support
of law enforcement in the field.

» Compensation and incentives for forest guards shioellreviewed, including salary and
nonmonetary incentives (e.g., training, performaeauation, and certificates of merit)
to provide incentives that encourage staff to lmagtive, without undermining higher-
level salary scales.

* Laws and regulations should apply to everyonetiialhs involved in business activities
in the sector should be publicly identified by ®@&A and challenged to set an example on
the sustainable use of resources. The anticorruptiit should be strengthened and
should be trusted to act when illegal practicepdiiticians are brought to its attention.
The CTA should research anomalies brought to i&nton in the sector and help civil
society to bring pressure for practical changes.

Community Benefits from Involvement in the Sector

There is a legal requirement that communities shbehefit from concessions and annual
harvesting areas as part of the process of promtioal development and sustainable use of
natural resources. Communities should be consirtde process of land allocation and when the
boundaries of forest concessions are set. In additiey should receive 20 percent of royalties
paid by simple licenses and concessionaires. Thiergment has decided to retain temporarily the
20 percent in most cases because of difficultienaeting the disbursement requirements.

Recommendations regarding community benefits are:

* More can be done by Government, the CTA, the pigattor, and NGOs to promote
corporate social responsibility and outline thedii#s and responsibilities of investors and
communities.

» Formal business partnership contracts should lierfx$ between communities and the
private sector.
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« Community institutions should receive the resourres support they need to secure
access to their 20 percent and promote the bemétitaving a strong community to
negotiate and form lasting mutually beneficial parships.

* When there are long delays in getting communitiesiiporated and bank accounts
opened, the local government administration attbtict level should hold the funds on
behalf of the communities;

* Research is needed on alternatives to bank accaurtts as community trust funds, to
overcome organizational problems at the commueitgll

« Adequate time should be allowed during the planipingse of concessions, simple license
agreements, and plantation forestry land leasesrégaratory discussions and community
consultation.

* The impact and viability of reducing royalties forest products harvested by
communities, should be analyzed as part of themnevended royalty review, and other
incentives offered to encourage licensing for pitegerations.

Reforestation Levy

All harvesting licensees (both annual license hsl@@d concessionaires) must pay a 15 percent
levy in addition to their royalty payments and @ddion to any direct funding from their own

funds to reforestation. Provincial authorities supposed to have a plan for reforestation to use th
funds available. The funds, however, are sittingsaal. The justification for the levy is weak and
administration poor. Currently it is merely an dgbgtial tax on log harvesting.

Recommendations relating to these funds are:

* The government should (1) remove the levy, (2)udelit with the royalty payment as part
of the royalty review, or (3) be accountable todketor for its use.

e If option (3) is chosen, the levy should be usedvégifiable activities to assist in
reforestation such as activities by the Forestryeech component of the Mozambique
Agrarian Research Institute (IIAM). Such activitissuld include mapping and land-use
planning, identification of areas that need urgehgbilitation, forest research focusing on
testing the growth of different species in diffaragroecological zones, and viability
analysis. Priority should be given to researchrovimces offering the highest potential for
both native and exotic species.

PLANTATION FORESTRY

Plantation forestry is the brightest prospect éorg-term growth of the forestry sector.
Mozambique has already attracted several largeseasrinvestors to Niassa Province to plant an
estimated 160,000 hectares, and other investoligwestigating other areas. DINATEF is
preparing an afforestation strategy to promotedascple plantations, to increase the contribution
of the forestry sector to employment and economoevth, reduce the pressure on indigenous
forests, and contribute to restoring degraded land.

We recommend the following actions relating to pddion forestry:

* The government's afforestation strategy shouldudel(1) A clear roadmap of procedures
to be followed; (2) clear information on taxatiamdancentives; (3) planning data on the
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land areas favored by the government for plantdbosstry; (4) planning for capacity
building by the government to share information emzhitor and evaluate activity.

The government should review the annual rents gayabplantation forestry land to
ensure that, taking into account differences il lquality, they are comparable with rents
for agricultural and other land uses.



1. Introduction

Mozambique must continue to grow rapidly in thetraiecade to reduce poverty. Growth will
depend, in part, on Mozambique’s ability to takeaadage of opportunities in international trade
and investment by reducing transaction costs, &sing investment, and improving the
competitiveness of labor-intensive industries—alivbich must be integrated into the national
strategy to sustain rapid growth and reduce poverty

To assist Mozambique with this strategy, the USAlDded Trade and Investment project is
supporting the Confederation of Mozambican Busidessociations (CTA) and other agencies
and organizations inside and outside governmergdearch and implement reform. This
assistance includes activities related to imprdvade and investment policies, technical and
analytic analysis, policy coordination, and aciistthat will enable Mozambique’s labor-intensive
producers to gain greater access to internationgkets.

Mozambique has an abundance of natural forestgricmyapproximately 78 percent of the total
area of the country. Natural forests with produttiapacity cover an estimated 20 million
hectares, or 24 percent of the country’s area. iDE8ps extensive natural resource, the forestry
sector underperforms in terms of both sustainalaeagement of its resource and development of
an economically viable and competitive processirayistry.

In this context, the CTA, in a bid to enhance tgional and international competitiveness of the
formal wood and timber sector, worked with this saltancy to articulate how the CTA can lobby
for the transparent and effective implementatiopaicy and regulations, and if possible, a
sustainable export-oriented processing sector.

OBJECTIVES

The objectives of this study are to

« Identify constraints on environmentally sustaingtrieduction and management of
forestry and wood products;

« Find ways to promote both the export of wood prasland the conservation and
environmentally sustainable production of foresis wood, and develop related policy
recommendations; and

* Assistin developing recommendations to implemeredtry and wildlife regulations
transparently and effectively.
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MAIN TASKS

The scope of work listed eight tasks importanttfigrassignment:

* A background assessment of forestry and wildlifputations, the Action Plan for the
Reduction of Poverty, and the National AgricultuPabgram (PROAGRI)

* An analysis of the land concession system

« An analysis of wood production and trade practinds/e provinces with a view to
encouraging domestic added value

* An assessment of management capacity of the Nafkegulatory Body in Maputo

« Examination of why forestry and wildlife regulate®are not fully implemented and what
CTA can do to help;

» Assistance to the CTA in addressing issues.

METHODOLOGY

Two consultants worked in Mozambique from July @ August 13, 2006. Besides conducting
desk research, the consultants visited five prasr&ofala, Zambezia, Cabo Delgado, Manica,
and Niassa) and held discussions with approxima&@Isepresentatives of entities in the
government of Mozambique and private sector opegati the sector. They also gave a national-
level half-day presentation in Maputo for stakeleoddon August 11, 2006. Given the limited time,
the review is not an exhaustive study of the sebtiatrfocuses on strategic issues of
competitiveness and sustainability.

ACKNOWLEDGEMENTS

The consultants wish to express their appreciatidhe many people who contributed to the
evaluation with interest and enthusiasm. It ispassible to list all, but in particular the follavg
deserve special mention:

* The executive director and staff of the CTA
* The Trade and Investment project leader, Tim Bamul, USAID staff

» The staff of Nathan Associates Inc, in particulah8k Menon, Stelia Narotam, and Sarah
Butcher, who organized background information,ithensive fieldwork program,
logistical arrangements, and contacts and prowaéahble feedback on technical aspects
of the report

» Staff of the National Directorate of Lands and Btmgas well as the staff of the five
provincial directorates of agriculture visited

* Representatives of donor agencies who sharedgbespectives and concerns
* The nongovernment and private sector personnevieteed.

To these, and all others who freely made availttge time, information, and facilities during the
evaluation, we express our grateful thanks.



2. Overview of the Forestry
Sector

GENERAL BACKGROUND

Economic Significance

The forestry sector in Mozambique (excluding chatctuel-wood, and village-based hand-
sawing for timber) provides direct employment fppeoximately 200,000 people. It accounts for
about 10 percent of industrial production and dbates about 1 percent of GDP (excluding fuel-
wood and other timber and nontimber forest proddicesctly consumed by the rural population
and sold in the informal market). In 2004 exportsf the sector amounted to US$30 million,
approximately 2 percent of total exports. The seetwns the government of Mozambique
approximately US$6 million per year in royaltieslogs harvested.

Annual Log Cut
Table 2-1 shows the annual recorded log cut foptst six years. In the past two years, three
provinces—Sofala, Zambezia and Cabo Delgado—has@uated for 73 percent of the log cut.

Table 2-1
Annual Log Cut (cubic meters)

Province 2000 2001 2002 2003 2004 2005
Maputo 685 1,082 495 30 123 36
Gaza 300 878 4,704 3,760 3,068 1,273
Inhambane 3,147 7,083 9,372 3,952 3,084 2,089
Sofala 39,289 28,372 26,214 18,768 30,240 22,387
Manica 12,201 15,719 20,442 13,536 15,099 13,784
Tete 1,260 660 1,145 3,097 2,770 8,608
Zambézia 28,000 26,622 33,200 25,395 23,932 25,084
Nampula 10,680 13,266 15,714 9,869 10,985 7,851
C. Delgado 21,440 27,683 51,456 34,376 63,062 71,16
Niassa 359 839 472 342 348 348

117,361 122,204 163,214 113,125 152,711 102,627

SouRCE National Directorate for Forestry and Wildlife ({IFFB)
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Log Exports
The breakdown of the annual log cut into log expartd locally processed wood is shown in
Table 2-2. In 2003 and 2004, 50 percent of the ahlog cut was exported as logs.

Table 2-2
Log Exports (000 cubic meters)
2001 2002 2003 2004 2005
Logs exported as roundwood 33.6 65.0 59.0 72.6 60.0
Logs processed domestically 88.6 98.2 54.1 79.1 6 42.
Total log cut 122.2 163.2 113.1 151.7 102.6
Annual cut exported as roundwood 27% 40% 52% 48% % 58

SouRcE National Directorate for Forestry and Wildlife {IFFB)

Despite the introduction of forestry and wildlifiegulations in 2002, which brought in restrictions
on log exports and stimulated domestic processimggproportion of log exports in relation to
annual cut has remained high for the past threesy@a discussed in Section 3, log exports
dominate for several reasons. A moratorium was segmn the implementation of the forestry
and wildlife regulations that related to the resifisation of species and reduction of harvesting
fees for export logs. Furthermore, markets wereadisred for species such as muanga and
monzo, which boosted exports of logs from thirdd &urth-class species. And the reorganization
of the logging operators to implement the foresing wildlife regulations has led to more
concessions with approved management plans.

Production of Sawn Timber
Table 2-3 summarizes the National Directorate fimebtry and Wildlife’'s (DNFFB) statistics on
the production of sawn timber.

Table 2-3
Sawn Timber Production (in cubic meters)

Province 2000 2001 2002 2003 2004 2005
Maputo 4,993 14,674 9,238 19,151 4,443 11,607
Gaza 84 311 848 1,030 1,196 461
Inhambane 217 1,100 511 353 498 750
Sofala 1,283 3,926 2,636 4,968 5,997 4,091
Manica 591 1,133 1,607 2,006 1,328 3,117
Tete 100 560 336 500 1,790 278
Zambézia 2,469 2,336 3,215 4,206 4,941 3,458
Nampula 987 1,291 639 1,186 1,316 1,055
C. Delgado 3,147 1,418 5,161 11,403 6,514 7,362
Niassa 797 393 111 364 98 155
Total 14,668 27,142 24,302 45,167 28,121 32,334

SourcE DNFFB
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A comparison of these figures with those in TabRdbes not provide an obvious explanation for
why, in 2003, when the logs available for domegtmcessing fell dramatically, sawn timber
production rose dramatically. The inventory of Idigsn the previous year appears to partially
explain the difference, because six months or rafiem pass after tree-felling until logs are sawn.
For the five-year period 2001 to 2005, an averdgBgercent of available round logs was
converted to sawn timber—a slightly higher ratenttiee 30 percent to 40 percent that would have
been expected. Another factor could have beerattiedf a clear definition of what constitutes
sawn timber—many companies declared that “rougipliased logs” are processed timber for
export purposes. These statistics therefore shmilggarded as indicative only.

Wood Product Exports

Table 2-4 gives the export volumes of processedivproduct for the past five years. The table
indicates a large increase in both the volume @&mndgmtage of sawn timber being exported over
the past five years.

Table 2-4
Processed Timber Product Exports (in cubic meters)
2001 2002 2003 2004 2005
Processed wood product exports 980 1,847 1,208 68,36 12,388
Sawn timber production exported 4% 8% 3% 30% 38%

SOouRrRCE DNFFB

POLICY AND REGULATIONS

Government policy and legal instruments are defimedational priorities but are also shaped by
Mozambique’s international agreements. Governmelitypis geared particularly to poverty
reduction by addressing the priorities areas ddfinghe Millennium Development Goals and by
developing policies that bring “people and entegs! into the mainstream of the economy.

General Government Policies and Priorities

The main objectives of the current five-year progi@005-2009) are poverty reduction and rapid
and sustainable economic growth. The majority ozdobique’s population and economic
activities depend on natural resources. Thus tlrergment attributes high economic and strategic
value to natural resources and emphasizes thetogedulate their extraction. Both the
government and the legislature (the Assembly oRbpublic), therefore, are (or are supposed to
be) directly involved in and aware of the contrattonditions governing natural resources
allocation, use, and management. The governmenthanéissembly, however, face a number of
challenges: how to deal with exemptions for Assgmidmbers and with conflicts of interest, and
how to ensure that the allocation process is tiaesy, serves the interests of the economy, and
contributes to the alleviation of poverty. Among tifficulties Mozambique has in implementing
its progressive natural resources policy and lati@st are conflicts of interest and corruption;
these issues are discussed more at length in 8é&ctio

Furthermore, the government’s programs and legislatistruments highlight the importance of
accelerating the allocation of land to various @it agents, including local communities. The
government of Mozambique aims to create an envisgrirthat will encourage the private sector
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and communities to engage in sustainable resowe€Tinis includes managing native forests and
plantation forests in a way that will promote intveent in processing and add value to products.
The five-year program stresses that the managesfh@atural resources should provide tangible
benefits to communities and lead to the developrokatstrategy for combating bush fires.

Poverty Reduction Strategy and Action Plan 2006-200 9

The Poverty Reduction Strategy and Action Plan (PR2006-2009) is the government’s main
social and economic plan. The plan identifies abighest priorities human development
(particularly education and health), improvemeng@¥ernance, infrastructure development,
agricultural and rural development, and improvemémtmacroeconomic and financial
management.

PRSP Il differs strategically from PRSP | in thepitaseeks to enhance national economic growth
and increase productivity. Unlike PRSP I, PRSReflrees the district as the main planning and
development unit and emphasizes decentralizatidrfiaancial management. Districts are given
the responsibility for planning and for decisionking on local issues.

Furthermore, PRSP Il focuses on the developmesinall and medium enterprises, better
collection of revenue, and budget allocation. Theegas are particularly relevant for the forestry
sector because the sector's competitiveness artdhdion to the economy depend on
improvement in management efficiency and on theaijmns of small and medium-sized
enterprises, which can grow, accumulate wealthsanthgs, and reinvest in the sector.

National Program for Agricultural Development

PROAGRI is the operative plan for the agricultueeter and how it will contribute to poverty
reduction and economic development, and a secoaskpdf the plan is being initiated. The first
phase focused on institutional capacity buildinghef Ministry of Agriculture and Rural
Development (now the Ministry of Agriculture), pattlarly in administrative and financial
management (decentralized planning) and providettgebworking conditions (infrastructure,
vehicles, and means of communications) at the maltiprovincial, and district levels. This was
considered important to motivate staff to delivenvices and improve the performance of the
agricultural sector. PROAGRI also included thedwling initiatives:

* The reform of research and extension servicedritegrated research on agriculture,
livestock, and forestry under the Instituto de btigacédo Agraria de Mocambique (IIAM)

* Improvement and acceleration of the authorizatiolammd use rights; the approval of
forestry legislation and regulations; and the prtiomoof the private sector and
community involvement

» Development of the capacity to address cross-guisisues such as the environment and
social sustainability, gender integration, and HNDS treatment and prevention.

The provinces started to take the lead in impleatent of the program. Sofala Province, for
example, allocated skilled personnel and resodozebe improvement of forestry operations at
the district level.

Despite these developments, PROAGRI is consideredve fallen short of having a major
impact on the productive sector. It did not adeelyagupport the emergence and development of a
viable, business-oriented private sector, partityla forestry. In addition, the government still
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has a shortage of skilled personnel and of equipntee capacity of the government to deliver
basic services such as law enforcement is thersfdreacking.

PROAGRI Il is based on four points:

¢ Animproved understanding of markets

» The provision of financial services

« Dissemination and adoption of the technology neddexdid value to agricultural products
» Access to natural resources.

PROAGRI Il gives priority to government interventgofor smallholder farmers, commercial
agriculture, and the sustainable management ofadatesources. The program defines the
following functions as the Ministry of Agriculturg’core functions:

¢ Policy formulation and monitoring
* The provision and coordination of regulatory seggic

« Other services, including research and extensiaiming, land-use zoning and planning,
natural resources inventories, and strategic ssudie

PROAGRI Il has the following objectives:

¢ Help people at the household or family level toande their standard of living by
developing agriculture

¢ Increase agricultural production and agroprocessiransure an adequate supply to the
domestic market and the export of added-value mts¢u

« Guarantee sustainable management of natural resylrased on adequate management
and conservation plans, education, and monitoystems involving all stakeholders.

The government carried out a strategic environni@stsessment of PROAGRI |l to assess the
positive and negative impacts of the program, aradegyjic interventions were planned to ensure
its social, economic, and environmental sustaiitgbAn urgent need for a concerted and
integrated zoning and land-use planning procesddeadified. Zoning and land-use planning are
needed to ensure that national-, provincial-, asttidt-level decisions on land and resources
allocation for different uses and users are prggafbrmed. Resource assessment was meant to
inform the allocation of resources to short- anthlberm forest operators, and was seen as critical
to facilitating the monitoring process. Furthermaesearch on the impact of various interventions
was key to developing an evidence-based responzelitems.

The current zoning process and approach to stcagegiironmental assessment, however, is
piecemeal. For example, the coastal areas (Gdzamipane, Nampula and Cabo Delgado) have
been assessed, to identify protected areas ansl\aitbatourism potential. Small scale zoning has
been undertaken in Manica and Zambezia, and elsevilnéhe country, in the context of
community-based natural resource management (CBNRdgcts, to identify potential areas for
development such as forestry plantations. Thesmggmrocesses are conducted by the Ministry of
Environmental Coordination, Ministry of Tourism,caNGOs.

Resources assessments of productive forest areadvban undertaken in certain provinces
(Inhambane, Zambezia, Sofala, Manica and Cabo De)garoviding local inventories to support
the CBNRM initiatives in multiple-use forest areBl®wever, there is still poor linkage and
planning of needs information at a strategic naidevel, to guide decisions with long-term
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impact. This is wasteful of resources, and DINATES the institution responsible for the
management of land and forestry resources, shakéda stronger lead in coordinating the zoning,
land use, and resource assessment process withgotrernment and nongovernment institutions.
A strategic, integrated, and systematic approadhféomation on inventories in CBNRM areas is
also needed. These represent a wealth of informaftiche resources in multiple-use areas, which
are an important source of wood products (inclugingrgy biomass and construction material)
and non-wood products.

Forestry Sector Policy and Regulations
The Policy for the Development of the Forestry &vittllife Sector (1997) establishes four
objectives—economic, social, ecological, and ingtnhal:

* Economic—promote the engagement of the privat@sétsustainable management and
generation of income by adding value to forest potsi

* Social—encourage communities to participate instiigainable management of forest
resources through the adoption of good practicdslanivation of tangible benefits

* Ecological—conserve a forest resource rich in liediity and provide environmental
services such as watershed and soil protection

» Institutional—equip all levels of forest adminidtoam with the capacity to formulate
policy and ensure its implementation through mairitp

The underlining assumption of the forestry and lifédpolicy is that forest resources should be
managed so that they contribute to economic devaop, and therefore poverty alleviation, while
ensuring sustainability and the supply of goodsserices. The principles of the Forest and
Wildlife Law (October 1999) are the prevention efwhge; responsibility for remedying the
degradation of resources; harmony between comraaratid local government institutions;
research and participation of the private sectaalne addition; and stimulation of local
development. The Regulations of the Law of Foreatny Wildlife (Decree 12/2002) define the
operational details for this law. Exhibit 2-1 higjtits the provisions concerning the three main
issues analyzed in this study: sustainability, gadddition and exports.

EFFECTIVENESS OF POLICY AND LEGISLATION

Policy and Legislative Base

The policy and legal instruments provide an adegjbasis to achieve economic, ecological, and
social objectives. This is important considering tievelopment of the agriculture sector in
general and the prominence given to sustainabésfonanagement in PROAGRI II.



OVERVIEW OF THE SECTOR 9

Exhibit 2-1
Provisions of the Forestry and Wildlife Regulations

Sustainability

a. The concept of a management plan based on
assessment of the resources (inventory) is
introduced and made mandatory for both simple
licenses and concessions, although a less detailed
plan is envisaged for simple licenses. In both cases
the Ministry of Coordination of Environmental Affairs
should also have a say in the management plan.

b. The government promotes forest concessions as a
long-term commitment to management and
processing of forest products.

c¢. The concessionaire enjoys exclusivity in operations.

d. An environmental impact assessment is required for
forest plantations to establish potential impacts and
mitigation measures related to introducing exotic
species and large areas of monoculture.

e. Formal land use rights are mandatory for forest
plantations as long-term investments and should
rely on clarity and security of land rights. This is also
the case for establishing infrastructure in

concession areas.

f. Community participation is highlighted in various
ways: communities are eligible to be
concessionaires as well as holders of simple
licenses; consultation of communities before the
establishment of forest operations (harvesting and
plantations) is required to avoid conflicts; community
benefits must be spelled out in both simple licenses
(number of jobs created) and concessions (or
should be) and be part of the contract agreement;
access to resources for household and community
sustenance is a primary condition to ensure that the
impact on the livelihoods of the people is limited; the
government makes a complementary contribution of
20 percent of the royalties back to the community to
support local development and provide an incentive
for sustainable agricultural and harvesting of forest
products so as not to undermine private-entity
activities. This, however, is not to preclude
entrepreneurs’ social responsibility and partnership
with local communities.

g. To respond to the dynamics of the demand for wood
species, and given the concentration of harvesting
in a few species, the regulations allow for a regular
update of the species through ministerial diploma.

h. Royalties for different species were increased in the
2002 regulations to values of about US$0.4 per
cubic meter for fuel wood and up to US$120 per
cubic meter for precious species (at current
exchange rates).

i. A 15 percent reforestation levy is charged to allow
the government to invest in rehabilitation of
degraded forests and land.

j. Concessionaires are required to pay an annual rent
and royalty for harvested forest products.

k. Forest plantations are not subject to payment for
royalties, although they should seek authorization
for harvesting their products, and pay for verification
and transit (transport) fees.

I. Law enforcement officers benefit from a subsidy of
20 percent of their salary and 50 percent of
penalties on illegal activities.

m. A contract with operators can be terminated if they
do not follow the regulations and terms of the
contract.

n. The Forestry Authority licenses the consultants
(companies or individuals) that design the
management plans and reserves the right to
withdraw the license if quality of information and
proposed plans are not based on reliable data.

Value addition

a. Capacity for processing is required for obtaining and
managing forest concessions

b. A 40 percent reduction of royalties is available as an
incentive for certain processed wood (parquet and
veneer).

Exports

a. Only species classified as precious and second,
third, and fourth classes can be exported in the form
of logs.

b. First-class species can be exported if processed as
planks, railway sleepers, veneer sheets, or parquet.
The export strategy (MIC/IPEX, 2003) prioritizes
handicrafts, furniture, and construction material in
quality improvement to supply the international
market.
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Implementation

Although the policy and legislative framework aceisd, the government of Mozambique has
issued a number of diplomas and other ministetééments relaxing some provisions of the
forestry regulations. For example, immediatelyratite entry into force of the 2002 regulations,
which initially banned the export of these firsag$ species in log form, the government
reclassified species. The change of class showle inareased royalties to the government but in
fact the level of royalties for first-class speaiess allowed to continue unchanged for a year
(2003). Then, for the following two harvesting s&as the royalties for all categories were cut by
50 percent (Ministerial Diploma 57/2003). Theseetyjpf decisions undermine the higher legal
regulatory provisions. Furthermore, the forest read yet to be determined and paid.

The simplified management plans for simple licemslelers (SLH) are not being implemented as
intended in the regulations. Rather than beingidegio best practice and helping ensure the long-
term management of the forest, they simply listketable species and the quantity to be
exploited. Management plans for concessionairealacegenerally cosmetic, serving only to
satisfy the minimum interpretation of the regulaioThey are also poorly implemented. For
example, the annual harvesting blocks are notlgtdemarcated, which means that harvesting
can still be selective anywhere in the concessieasa Often there is no planned annual cutting
cycle of designated coupes and operators merekyftwahe best and most profitable species from
anywhere in their concession area.

Forest plantations can start without an environaldmntpact assessment. An environmental impact
assessment is carried out after nursery establishiplanting, and other activities have started
(e.g., Chikueti plantation in Niassa).

Both government and private operators fail to delivenefits to the communities. This is partly
because of the superficial nature of consultatiomabsence of an enforceable contract between
the communities and operators, and logistical gmoisl For example, for communities to access
the 20 percent contribution, they need to opennk bacount—a problem because bank services
are based in the capitals of provinces and few ibgrdervices are offered in the districts. There is
no mechanism for systematically updating royaltiased on market prices of the products or the
fluctuation of the exchange rate. This means theigonent loses revenue. The government’s
policy and mechanisms for encouraging competithae@ssing of higher added-value wood
products have been weak and undermined by presesgport logs by both simple licenses and
concessionaires.

Framework for Forest Policy Implementation

The achievement of sector performance objectivesustainability and contribution to the
national economy depends initially on the governi'sezapacity to create a conducive
environment. What follows depends on the maturiityaiional entrepreneurs and a commitment
by national entrepreneurs and foreign companiésiitowv the law. The private sector’s
participation in forestry is based largely on fpuemises:

» ltis the duty of the state to provide resourcdswatcost with attractive incentives for
using those resources (legal and financial).

* The local population’s main role is to provide lawst labor.

» Business operators want to invest little and e&h returns in a short time.
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Pressure should be maintained on government to fledaenforcement of regulations (and
at times to change the law) to ensure that renamel®iot compromised.

The policies and regulatory instruments governimggector have gone through an exhaustive
analysis, which include

Private sector competitiveness and analysis ohiiges for adequate engagement
(Chitara, 2003; Reyes, 2003; NDF and the governmiltozambique, 2001; NDF and
SAVCOR, 2005; Technoserve, 2003);

Effectiveness of the forestry concession processdis/er for sustainable forestry
management and stimulation of processing (Sit@¢ 2003; Kir and Falcao, 2004);

Effectiveness of the involvement of communitiesuistainable management of forestry
resources (Nhantumbo and Macqueen, 2003; Nhantetndlp 2006);

Interventions to improve law enforcement (Bila &almi, 2003); and

Opportunities to stimulate forest plantations (@eetand Alves, 2005);

Exhibit 2-2 summarizes some of these findings, mbsthich have not received appropriate
attention in terms of implementation.

It is therefore important that the government ofzslimbique conduct a comprehensive analysis of
the various policy recommendations and developedqss of review, consultation, and adjustment
of the regulations. This will ensure that the pplmd legislation respond to changing needs and
expectations in the sector.

We recommend the following process and action fdathis review, consultation, and
adjustment:

The National Directorate of Lands and Forestryte®a strong policy unit that carries out
ongoing analysis and engages in debate with awilkey on the process of policy
implementation, taking into account the dynamicthefsector and the macroeconomic
environment as a whole.

When changes in legislation are required, adeqeatarch and consultation should be
conducted, and legal instruments disseminatedransparent way. Field visits made for
this study revealed that many diplomas and dedraes created confusion for
stakeholders, who often see the changes as unweraranipulation of the law by
government.

A way must be found by which all stakeholders readonsensus on priority issues in the
sector and ways to address them. This processhearticipatory; it could include an
industry summit or forum in which the findings big and past studies are discussed.
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Exhibit 2-2
Forestry Policy Issues Highlighted in Previous $¢gd

Reyes (2003) makes recommendations addressed to
“logging managers” that are also relevant for the
government. Reyes’ recommendations include

(1) replanting to encourage income generation in
forest concessions. The fact that few concessions or
simple license operators replant was a particular
concern in Sofala and Cabo Delgado. A clear policy is
needed specifying whether enrichment planting or
pure plantations are needed, which species should be
planted, and other details; (2) demonstrating social
responsibility toward communities in harvesting areas,
such as by contributing to the maintenance of
essential infrastructure; (3) designing and
implementing effective management plans as an
integral part of logging companies’ business plans.

Reyes’ recommendations are contrary to the view
presented by Chitara (2003) and others who consider
that the law and regulations transfer responsibilities for
forest management from the state to the
concessionaires. These recommend (1) urgently
promoting to all stakeholders an understanding of
management plans and their benefits for business (2)
fostering partnerships between the concessionaires
and local communities; (3) investing in processing with
adequate determination of the scale, not to surpass
the capacity of the resources to sustain such
processing in a medium and long terms; (4) raising
entrepreneurs’ awareness of the ills of nurturing
corruption and that the cost of operating within the law
may be lower than is immediately apparent.

Sitoe et al (2003), in an analysis of forest concessions,
recommend that (1) simple license holders should not
harvest in productive areas because such harvesting
accelerates the degradation and devaluation of areas
that could be exploited through concessions; (2)
concessions without management plans be cancelled;
(3) concessions and simple license areas should be
competitively bid to maximize government revenue
and ensure the selection of credible and committed
operators; (4) the size of concession areas should be
limited through the forest rent based on the area and

volume; (5) forest rents should be established
urgently; and (6) monitoring of concessions should be
outsourced.

Chitara (2003) also looked at instruments for
promoting investment in the forestry industry. He
found that simple licenses do not encourage
sustainable use and conservation of forest resources,
and that simple licenses should be abolished over
three years and the concession regime (individual or
collective) promoted. Chitara considers that annual
licenses could be issued for local communities. He
also recommends incentives for investing in wood
processing, including technical assistance in the
development of management plans and training in
new technologies. Better access to financing and law
enforcement is crucial, especially access to credit with
reasonable interest rates, although Chitara recognizes
the weakness of local companies’ bookkeeping,
accounting, and auditing, which are prerequisites for
obtaining credit. He also recommends issuing land-
use titles after approval of reforestation projects and
establishment of a company in Mozambique and
zoning of suitable areas for reforestation. Finally,
Chitara recommends offering fiscal incentives not only
for the establishment of businesses but for expansion
as well.

Bila and Salmi (2003) analyzed law enforcement and
stressed the importance of dissemination of legislation
to the various actors; establishment of mechanisms for
involving the community, NGOs, and police; incentives
for inspectors; decentralization of law enforcement to
the district level; and promotion of forest certification.

Nhantumbo and Duncan (2003), in an analysis of
community participation, recommend support for the
establishment of management committees, the
development of guidelines for negotiation and
agreement models between the private sector and
communities; mechanisms for periodical monitoring of
agreements; and the development of guidelines for
accountability of the committees managing financial
resources on behalf of communities.




3. Resource and Log Harvesting

FOREST INVENTORY

Background

DNFFB published the first national forest inventany1994. The inventory was based on satellite
images because reaching many forest areas wasuttiffiecause of the civil war and danger from
land mines. The inventory estimated the extent oz&nbique’s forests and despite its
acknowledged inaccuracies—given changes over tirddlee absence of periodic inventories—
has been the only comprehensive guide to makinigidas about allocating quotas for various
products.

According to the 1994 inventory, Mozambique hadllion ha of productive forest, with about
20 million cubic meters of commercial stock andaflowable cut estimate of 500,000 cubic
meters per year. The allowable cut was determialkidg into consideration all the 120 main
commercial species. The inventory needs updatingnghe market changes that have taken
place—particularly with the narrow range of spe@esferred by the new Asian markets.
Currently 80 percent of the commercial harvest cofrmm 15 of the 120 species listed in the
Forestry and Wildlife Regulations.

The government has received more recent assisitaassessing forest resources. The African
Development Bank funded a project to draw up astareventory in Northern Sofala and Cabo
Delgado, concentrating on productive forest areits potential for allocation as concessions. The
Finland-funded Sustainable Forest Management frajsc recently conducted forest inventories
and zoning in Zambezia, Inhambane and Manica pcegin

SWOT Analysis of the Forest Inventory

Strengths
* The Inventory Unit of the National Directorate afrEstry and Lands (DINATEF) has
qualified people, most with experience gained dythreir participation in the resource
assessments mentioned above.

* Through the years, DNFFB and DINATEF have also g@iexperience in analyzing
results of inventories for concessions and conorasies’ management plans. As a result,
a committee of review has been able to identifyrjyodesigned management plans and
recommend cancellation of the concessions or anesf management plans. The
existence of a body of knowledge on forestry resesiat the Inventory Unit has been
important in clarifying and detecting data discregas and inconsistencies.
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The department has canceled the licenses of cosgand individuals who consistently
present management plans based on data that ieeus, either because their
methodology was incorrect or because data weréctdbd to favor the concessionaire’s
interests.

Although the forest inventory guides decision mglkétout harvesting levels, the expert
opinion of government officers is also valuablehia determination of allowable cuts. For
example, in Cabo Delgado, because of deficienniesilier data, a cautious approach is
now taken to annual cuts suggested by managensem pihen officials approve annual
licenses.

Weaknesses

An annual allowable cut of 500,000 cubic mete®dsgenerous, considering that
harvesting has been largely unregulated and comatedtin a handful of species, thereby
devaluing the productive forests. Annual licensagtioue to be issued, exacerbating this
problem. Unless more lesser-known species becomelgo the commercially favored
species will not be sufficient to sustain both expagging and the large-scale processing
envisaged by the forest regulations and the vatigitian policy.

Most decisions on quotas are still based on thd i®&ntory, particularly for annual
cutting levels applying to simple licenses, althoagnual harvest levels for concessions
are set with greater reliance on management pharish supposedly use more recent
information.

There is an over-reliance on the inventory datpgmed by consultants involved in the
preparation of management plans, many of whom bangromised their independence
and reputation, succumbing to the temptation ofkjprofits to be made by producing
what the client wants to hear.

Management plans for forest concessions are netbas reliable data. Inventories tend
to overestimate the commercial volume. For exanthleing fieldwork for this study, a
concessionaire indicated that after the harve$tldO cubic meters of commercial timber
in the first year, the concession would be abanddmeeause all the readily accessible and
profitable logs had been removed—from a 45,000dmezession with an expected 50-year
life!

DINATEF is slow to process the provincial inventaigta and has not consolidated data to
produce an updated comprehensive national invematuodysustainable cutting plan based
on information gathered in recent years.

The data from recent inventories in Sofala and aélgado have only recently reached
the provincial services of Sofala, and in Cabo Bdty about 80 percent of the inventoried
area is now within the boundaries of Quirimbas ot Park.

Opportunities

DINATEF is undertaking (or planning to undertakejuamber of actions relating to forest
inventories: (1) develop guidelines for designingnagement plans; (2) conduct a
national forest inventory starting this year; (3jiate testing of a forest monitoring
system (by the Inventory Unit, with Finish suppaatprovide information on changes
resulting from logging (illegal or otherwise) antther land use practices.



RESOURCE ANDLOG HARVESTING 15

Mozambique is a pilot country for a global projeatrapid forest assessment funded by
the Dutch Government. The project uses satellisggieny and modeling to monitor
changes in biodiversity due to logging, bush fieexd other factors.

Threats

Delays in producing improved national inventoryadaill allow continued unsustainable
resource allocation and unsubstantiated harvegtiotps.

The valuable species are already scarce in mdsittisand in the medium term will not
be sufficient to allow for the current level of kiasting, let alone an increase.

The requirement for concessionaires to install @semg operations has led to the
proliferation of small mills with low capacity, loguality products, and little interest in
seriously operating the equipment installed. Bnei¥ markets improve and all the mills
were operating there may be insufficient resousseslable.

There is a need for GoM to take greater respoitgilnil the process — they currently put
too much reliance upon opportunist concessionaires

Without clarification of where responsibility liésr carrying out forest inventories and
designing management plans so that credible dataeaollected and business plans
drawn up, the government cannot obtain the accuriamation about resources that it
needs to monitor the impacts of use and managermehtyusinesses cannot make
informed long-term investments.

Selective harvesting by simple annual license hieldadermines and impoverishes a
resource that could, in some areas, be part ofddoncessions.

Recommendations

The Inventory Unit of DINATEF, in coordination withther training institutions, should
offer annual training to consulting companies atitepinterested agencies. The training
should cover the design of management plans, iowemtethodology, monitoring
systems, and other technical and economic aspectdural forest management.

The national forest inventory must be updated amda@lidated urgently. This update
should then be used to review all quotas and guftians and be the basis for monitoring
annual cuts in each province.

The requirement for processing for each concessionld be reviewed to avoid future
pressure on the forest resource.

UNHEALTHY RELIANCE ON EXPORT LOGS

Background

Mozambique allows harvesting of logs for exporkig form and the cutting of logs for use in
domestic processing. As detailed in Section 2glgprts have made up 48 percent to 58 percent
of logs cut. Log exports are largely of “precioggecies, with the highest royalties (MZM 2
million per cubic meter), while Class 1 specieserged for local use or for export as processed
products, have royalties of MZM 0.5 million per @uineter.
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SWOT Analysis of the Production of Logs for Export

Strengths

Mozambique has several heavy hardwood specieaithalifficult to saw domestically but
are sought after in Asian markets for the manufaotdi traditional dark, ornate furniture.

The production of logs for export is an activitattMozambique nationals can readily
participate in, because it requires a relatively iovestment and yields high profits.

The government of Mozambique has progressivelytdigdd quotas for the export of logs
over the past three years as the forest resouscddwined.

Weaknesses

The current logging system could be described“gsld rush,” with the most valuable
and accessible species “cherry-picked” for log etgo

Most of the abuses of regulations and problemsfifreement relate to log exports and
include

0 Cutting without a license;
O Overcutting the authorized cut;

O Pressure on consultants to prepare unreliable foxies and management plans that
maximize export species;

O Concessionaires’ logging outside the annual bldakiped for harvesting to obtain
higher volumes of export logs; and

O Incorrect identification of species before expuaittjch sometimes allows Class 1
species to be exported in log form.

Logging for export is clearly the least sustainadpect of sector activity. Until more
reliable inventory data is available for the whoteintry, the annual quotas granted for
export have a very poor scientific justificatiordeare subjective.

The chase for export logs has affected the desiirevest in longer-term added-value
processing. During fieldwork, some expressed thathat few would invest in a longer-
term, high added-value wood industry processingpsechen export logging has already
taken the largest, easiest, and most valuable logs.

Provincial government forestry staff do not have ¢apacity to control this aspect of the
sector.

Opportunities

There is scope for the government of Mozambiquabtain higher resource rent and
reduce the imbalance of profitability between expagging and processing;

The volume exported by a license holder or conoassie could be linked to the volume
of logs sold in the local market.

There is scope to increase the level of local msiog by progressively removing certain
species from the export list and transferring ther@lass 1.
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Threats

Legislating for decreased log exports/ increasadany domestic processing of export
logs reduces the government of Mozambique royakgmue and foreign exchange
earnings, as shown in Table 3/1. The analysis (base generous average conversion of
40 percent from log to sawn timber of one cubicenef Umbilla wood) indicates that
through the promotion of primary processing, foneéxchange would drop by 37 percent
and royalties by 75 percent;

There is a strong belief among many Mozambicaronats in the sector that the high
profitability from export logging is their right drshould not be undermined;

If the current level of export logging continuesamy in the sector foresee resource
depletion of economically-accessible export logshiw a five to ten year period. Already
over the past 5 years logging distances have migrkedeased and log sizes reduced;

Mozambique has a relatively small natural foresbuece and is at high risk of joining the
many countries that have allowed log exports tdinae at too high a level for too long,
so undermining their chance of having a sustaindbieestic processing industry;

Intermediaries (mainly Asian log buyers and theierats) are currently taking most of the
“super profit” element from logging, through th&irancing activities, under-
measurement, transfer pricing, limited internatlamenpetition and lack of open market
transparency in their buying. Unfortunately, howeesen with higher resource taxes,
there are few ways for Mozambique to effectivelntcol the level of profit taken by
intermediaries that work in collusion.

Table 3-1
Effect of Local Sawmilling on Export Revenue angaRg

Source of Revenue MzZM USD

REDUCTION IN EXPORT REVENUE

Export revenue from 1 cubic meter of Umbilla if exied as lo§ 9,100 350

Export revenue from 0.4 cubic meter of Umbillaafss and exported as sawn timber with |a 5,720 220
40 percent recovery rdte

Difference 3,380 130

LOSsS OF GOVERNMENT ROYALTY REVENUE

Royalty revenue if classified as a precious speaiesexported as log 2,000 77
Royalty revenue if sawn as a Class 1 species 500 19
Difference 1,500 58

@Based on Pau-Preto price-FOB
bBased on current prices at Quelimane for weighteetage mix of grades for export— US$550 x 0 .4

Summary
The export of logs is rapidly depleting the modugale and most accessible species in an
unsustainable manner.
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Recommendations
A forestry sector summit or national forum is nettlereassess

» The resource situation resulting from log exports;
* The vision the country has for its natural forests, 10, 20 and 50 years;

» The steps necessary to ensure that sufficient resdsipreserved for long-term domestic
needs; and

* Resource rent—the scope for the government of Mbagme to (1) obtain higher resource
rent; (2) reduce the imbalance of profitabilityweéen export logging and processing; (3)
encourage loggers to cut more logs for the locaketaand (4) reduce the number of
species exported as log to help increase the tévetal processing.

LICENSING AND CONCESSION OF NATURAL FORESTS

The 2002 regulations of the Forestry and WildliteALprovide for two types of harvesting of
natural forests for commercial purposes—exploitatig annual simple license and forestry
concession.

In 2005, there were 462 annual simple license hslf&_Hs), and in July 2006, 43 approved
concessions. SLHs are reserved for Mozambicanmedi@nd have simplified inventory and
management planning requirements. Each SLH caicdreskd for and allocated a different area
each year, depending on the perceived logging piaterf forest areas remaining. SLHs can log
up to 500 cubic meters per year from their licereeg.

Concessions are based on a 50-year sustainabiadgg@ggram over a designated area of forest.
Foreign concession holders are allowed. Procesgjogpment must also be installed.

SWOT Analysis of the Annual Simple License System

Strengths
* SlLHs are an important means through which Mozambiedionals can participate in
business opportunities in the sector.

» SlLHs are useful for harvesting smaller areas @dbthat are not big enough to warrant a
concession.

* In most provinces (except Nampula) the number dfiShas declined in the past two
years, as a result of deliberate efforts to redineenumber of operators under this system.

Weaknesses
* The SLH system encourages loggers to be driventpntarget volume, with little
concern for the quality of forest remaining.

» As aresult, SLHs show little commitment to longatesustainable management of forests.
The license is seen merely as a cost or fee fat-sfron gain.

» SlLHs “pick the eyes” from the resource and makgdareas less viable as future
concessions.

* Many of the weaknesses mentioned in Section 3 abqgrt logging are attributable
largely to the poor performance of SLHSs.
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A disproportionate percentage of the enforcementblpms and capacity issues of
provincial government forestry staff relate to #utivities of SLHs. Overall, the
proportion of SLHs following the rules is small.

lllegal logging practices are common, including
O Encouraging village cutting of logs outside liceasea and purchasing the logs
0 Cutting and discarding undersized logs

Most SLHs have problems becoming concession holukrause they lack capital (to pay
for the inventory and management plan) and busisigls.

Some SLHs complain that all the best natural fdnastalready been allocated to
concessionaires and they would rather carry orL&s S

Most SLHs are now heavily in debt to Chinese inexliaries, who use debt as a means of
underpricing and leveraging over-cutting.

Opportunities

Stronger incentives, in the interests of sustalitgbmight encourage SLHs to become
concession holders.

A draft proposal for accelerating the conversioisbHs to concession holders discussed
during fieldwork suggested the following conditions

Phase out SLHs over five years

Reduce maximum size of concession (e.g., 10,000 ha)
Remove the requirement for processing;

Restrict program to SLHs operating satisfactolyffve years

Allow Mozambique nationals only

O A N

Provide donor assistance of 50 percent to SLHs withntory and management plans,
with the balance paid by the applicant (the NoBkwelopment Fund may finance
loans for applicants).

Most SLHs interviewed and provincial forestry amdieonmental authorities generally
supported this proposal. Several thought it shbeltested in one province first, or in
selected “progressive” SLHs in a number of provindene proposal could be modified to
allow groups of SLHs to operate one concessioncarmdimmunities to become joint-
venture business partners in concession managelnewould need to be supported with
training on business, sustainable forestry, andr@mwental management.

Threats

The phasing-out of annual licenses was not a gahlkdorestry and wildlife regulations.
Rather, the goal was to facilitate the engagemeantepreneurs in long-term use and
management of the resources, but this goal hasesot met.

A number of SLHs do not want to become concessiesdiecause they prefer to continue
to pick smaller, profitable, rich areas of forest;

Some SLHs fear that phasing out of SLHs will faiteem to be merely contractors for
larger concession holders.
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SWOT Analysis of the Concession Holder System

Strengths

The policy and regulations encouraging concessaaoasound and the best hope for
sustainable, long-term retention of well-managedna&forests.

Concessions are based on the assumption that eeB@gntract will give the concession
holder a large stake in managing the forest fog{tarm sustainability and profitability.

Concessions have important advantages over SLHg~¢is¢rict the annual cut and work
more closely with communities and in fire preventio

Concession management plans are an important lssgitenning tool for concession
holders..

Weaknesses

Many concession holders, like SLHs, show little cgitment to long-term sustainable
management of forests and see the concession &g feort-term gain.

Most concession holders harvest only the seven wadséble “precious” and Class 1
species.

Most concession holders target the richest, clpaast most profitable areas of their
concessions first, and a number of concessionkkatg to be abandoned after the first
five years;

Many inventory surveys and management plans aredbas what the client wants to hear
rather than the forest’s ability to yield a longrtesustainable cut.

Concessions are conditional on the installatioprotessing capacity but many
concessionaires put install only small, portablésntihat are never operated because no
minimum level of processing was set.

Opportunities

There is still considerable scope for improving dgioality of concession management
plans and concession holder operations.

Third-party forest certification is still in its fancy in Mozambique. It offers a virtual
guarantee of sustainability and stronger marketprfoducts.

There is considerable scope for greater cooperagbtmeen concession holders and SLHs
to encourage sustainable logging and businessngaithrough subcontracting to
Mozambican nationals who are SLHSs.

There is also scope for communities to take overqreeven total equity ownership of
concessions. This approach (usually includingahéssistance from donors) has been
successful in other countries.

Threats

Many Mozambican entrepreneurs in the sector seeessions, with requirements beyond
the reach of most SLHs, as a system that is grigderatouraging foreign companies to
dominate logging in the sector.
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* Without improved provincial forestry staff survaitice, the benefits of the concession
system could be largely lost.

Summary

The concession management system is central taisaiste forest management. The quality of
management of Mozambique’s natural forests isaliling way from the policy and legislative
goals that aim to promote sustainability. Urgerioexcis required to prevent the rapid depletion of
the resource and a major decline in the numbeonéessions that can continue as viable
businesses.

Recommendations Relating to Concession Management
A forestry sector summit or national forum is netiereassess

* The current resource situation resulting from tberising of SLHs and concessionaires;
¢ The country’s vision for its natural forests inl®, 20, and 50 years’; and

« Practical steps to improve management rapidlyugiinly the replacement of simple
licenses with concessions.






4. Processing

BACKGROUND

Mozambique has approximately 140 registered woodgssing industries (including carpentry
workshops). Of these are approximately 100 sawithiis in 2005 produced approximately 32,000
cubic meters of sawn timber.

Concession holders are required to install sawitali®ceive approval for a concession but not to
process a certain proportion of the annual cut.\Muaills are therefore inoperative or used
infrequently.

To encourage local processing, the most valualls§Cl) species are reserved for local
processing at royalty rates that are at most oblgetcent of those for export logs. In addition, a
royalty rebate scheme (a rebate of a further 46gmerof royalties for veneer and parquet flooring)
encourages higher added-value processing. Fisoathiives—duty-free imports—are also
available for the initial investment in wood prosieg) equipment.

Processing has focused on low added-value sawgtiirproduce rough-sawn green timber of a
limited number of high-value species. Investmemhibdern tertiary wood processing (e.g., kiln
drying, veneer, plywood, moldings, joinery, andiiture) has been limited. Exports have also
been limited, although the export of green roughirsamber has risen rapidly in the past three
years.

SWOT ANALYSIS

Strengths

¢ Mozambique has some of the finest tropical hardwspties in the world.

« Compared with the forest areas of other countrieithern and east Africa,
Mozambique’s indigenous hardwood forest area peitaés high. Mozambique (as well
as Angola and Zambia) is recognized as havingge lfEorest cover containing a valuable
mix of commercial species.

« Adequate primary sawmilling capacity has alreadyrbiestalled.
e The domestic market for primary and added-valuedymroducts is growing rapidly.

* The volume of sawn timber exported has grown rggidthe past three years, from
1,208 cubic meters in 2003 to 12,388 cubic meteOD5.

Weaknesses
* Most sawmilling capacity has been installed asd kif fee for access to a concession
area and does not represent a commitment to addee processing. The mills produce a
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high proportion of roughly squared or 10 cm-thitdbstimber to meet the government’s
minimum requirement for sawn timber for export.

* The export revenue lost through processing is (8gk Table 3-1). A log exported in
round form is worth approximately 60 percent miw@ntthe exported sawn timber that
can be obtained from that log. Sawing and handiogl an extra USD67 per cubic meter
(see Table 4-1). The reasons for this loss in véiltemugh processing are complex,
however the most important reasons are:

O Doing primary processing closer to the final end-mearket for sawn timber is more
efficient because the sizes of sawn timber piecasmthe needs of producers of
furniture components and joinery more accuratelyerCut is minimized (providing
an extra allowance of 3 to 5 mm in rough-sawn disi@rs is common in timber
exports).

0 Mozambique sawmills are generally smaller and dessirate in their cut tolerances
than larger, modern, specialized overseas mills.

O In most export markets the import tariff on sawntter is higher than for logs. This
means that importers can afford to pay a premiufrigirer price for logs.

O The waste products from sawmilling (slab-wood azad dust) can be used or sold,
offsetting sawing costs in most importing countri@sb-wood, in particular, can
often be resawn into smaller components or usésssrexposed components (e.g.,
drawer components, table leg fixings), so a higiieportion of off-cuts is used. In
Mozambique, these waste products generally hatledit no value.

Table 4-1

Simplified Cost Comparison of Log and Sawn Timbexdging

USD per m3
Cost Component Sawn Timber for Export Log Export

Felling and extraction cost to loading p&int 25 25
Royalty 31 123
Reforestation Levy (15%) 5 18
Transportation (350 km one way to port or rAill) 60 60
Logging overheadd: € 10 10
Sawing costs to green safinP 52
Sawing overheafl 5
Transport to port 10
Total Costs 198 236
Profit margin 22 114
Selling Price® 220 350

2 Assumed to include depreciation

b Based on TECHNOSERVE analysis “Overview of the Rhrabique Timber Industry” May 2003
CIncludes concession cost amortization, managenrarketing

dncludes management and marketing

€Based on 0.4 I?h(40 percent conversion rate) of Umbilla sold a3 per m

Note: The figures were obtained from fieldwork awd considered to be indicative averages for coatiparpurposes
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« Sawmilling costs the government of Mozambique rnyyadvenue, as shown in Table 4-2.
This is because logs processed domestically argetianly 25 percent of the royalty
charged for export logs. This loss in royalty opagximately 1.5 million MZM per cubic
meter equates to a subsidy of approximately 39omMZM (US$1,518) per employee
per year. In addition, logs that are processedvateeer or parquet receive a further 40
percent rebate—this additional cost to the govemnirhas not been taken into account
here.

« Alarge (but unquantified) proportion of sawmillilgycut to 100 mm flitch for export
markets, with minimal value added.

* The requirement to install a sawmill for each fo@scession does not encourage
efficiency or economies of scale in processingy@tlout half the installed sawmilling
capacity is operating. Most mills installed to mtés requirement are small, old, and
wasteful, use labor-intensive technology, and kaekket focus.

* The business environment in Mozambique is high lsesause of restrictive labor
regulations, high interest rates, high cost andrielability of electricity, a slow and
corrupt bureaucracy, poor contract enforcementqaioes, poor infrastructure, high
tariffs on imported supplies, difficulties in obténig permits for foreign technical staff.
Given the low return on investment (see Table 4f2) rapidly declining resource, attract
larger investors is difficult.

Table 4-2
Government Revenue Foregone in Processing
Revenue per Total Total
Chanfuta Wood Export 1,000 m3 (MzZm) (MzZm) (USD)
If it could be exported as log 2,000,000 2.0 billion 76,923
If it is processed locally through a sawmill 500,000 0.5 billion 19,231
Difference—loss in government revenue resultingfifgrocessing 1,500,000 1.5 billion 57,692
Average no. of employees per 1,00§ af log input 38 employees
Cost in revenue foregone per employee per year 39.5 million 1,518

« As Table 4-2 indicates, the indicative profit margn sawmilling (10 percent) is much
lower than the 33 percent profit that can be olehinom exporting logs.

¢« Mozambique has focused largely on low added valumegny processing into green rough-
sawn products. The country has no operating plywpadicle board, or medium density
fiberboard industries, and very limited kiln-dryit@support tertiary added value joinery
and furniture-making.

« Several of the more business-orientated sawmélieesdy complain of an insufficient log
supply because of the focus on export logging.

« Market development by sawmillers has been pootlieléutting or market testing of
lesser-known species is carried out to fill thestarction timber market. This segment of
the market is being partially satisfied by imporgade. Only one furniture manufacturer
has managed to secure export orders.
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Most sawmills are licensed without environmentgirapals. Current log export and
processing policies do not encourage an expandaeéstac open market for logs that
could be the basis of larger-scale sawmilling aigtiér added-value processing.

Opportunities

The availability of some of the finest wood spedrethe world should continue to attract
a small number of high quality “craftsman” furnituand joinery manufacturers that target
the domestic and export markets.

The fast-growing tourism industry should provideirereasing demand for higher value
added joinery and furniture.

The domestic market for household joinery and tureican also be expected to outgrow
economic growth rates in the medium term. Howeleegl timber-based industries must
also compete with cheap panel-product furniturearnsp

Threats

Poor infrastructure and increasing distances tainldbgs mean high and increasing
landed costs at mills in major centers, for all thet highest value species (typically
US$100 to US$150 landed cost).

Only one concession is certified by internatiohéd-party certifiers (Forest Stewardship
Council) —certification is becoming increasinglygortant for EU and US exports;

Mozambique’s sustainable tropical hardwood log suigpsmall and fragmented
compared with the supplies of a number of otheicaAfr and Asian countries. It is
unlikely in the future to attract major export jeiy or furniture manufacturers.

ASSESSMENT

Domestic processing destroys value instead of gdditue when compared with log exports.
Domestic processing, which consists mainly of laalue primary processing, already receives a
large government subsidy through reduced royaliaghermore, it is small-scale and fragmented
and shows little evidence of planning for exportkeadevelopment.

FUTURE PROCESSING SCENARIOS

Three following three scenarios for the future Mgt the main options available to the
government:

Maximize log exports.
Continue as is, with log exports dominating anccpssing development weak.

Reduce and then stop log exports and proactiveigtgzrocessing development.

These three scenarios are presented in more theTable 4-3.



Table 4-3

Processing Development Scenarios

QOutline of
Scenario

Economic
impacts

Sustainable
forest
management
impacts

Governance in
the sector

Risks

Scenario 1

Maximize log exports

Maximizes short-term foreign exchange and the gowent of
Mozambique royalty revenue for approx. 5 years

Initial loss of employment and multiplier benefitsm
processing

Later loss of employment and multiplier benefitnir
harvesting and log transport

High level of processed timber product imports

Very limited possibility of Mozambique ever beinglato enter
the high value added wood export markets

Selective harvesting of a small number of spediedyl to
continue, hence degrading the value of the forests

The majority of the concessions are likely to bepierative
within five years because the private sector hts Ihcentive
to embark on long-term concession management

Widespread clearing/ conversion of productive fer@sto
multiple use forests, degraded forest land or afjtce

Consequential loss of wildlife, biodiversity andlswvater
management benefits

Regulating and controlling activity is difficult fgovernment
forestry personnel. Problems of harvesting qudltagal
logging, non-adherence to management plans, species
classification will increase.

Widespread domestic and international criticism of
Mozambique's forest management

Early gains in government revenue, but then ragsd,Iwith the
sector making minimal contribution to the natioeebnomy,
the development of the private sector, and povedyction

Most processing will be idle within 10 years

Scenario 2

Continue the current situation (i.e., dominateddayexports and
weak processing development)

« High level of foreign exchange and royalty revefares to 10
years

An ongoing high loss of potential value due to¢bacentration
on primary processing with high wastage of raw mialte

Emphasis remains on primary processing and mirporex of
primary processed products

Little additional employment and multiplier bensfit

Majority of the concessions are likely to be ingiime within
10 years

Similar forest clearing and loss of wider benefitsorests as in
Scenario 1, but perhaps delayed by five years

« Ongoing problems for government forestry persotmel
regulate/ control activity

Increasing domestic and international criticism of
Mozambique’s poor forest management

« Most existing processing will be idle within 15 yea

Scenario 3

Reduce and then stop log exports and proactivelgtgsrocessing
development

< An initial rapid decline in foreign exchange angatby revenue

A moderate increase (perhaps doubling each 5 yigars)
employment and multiplier benefits

A moderate increase (perhaps doubling every 3 yeaeslded
value export products

* Much greater incentive for concessionaires to puesand
protect forests through sustainable managementiqggac

« Incentive for concessionaires to adopt self regujaforest
certification schemes

Forests should be better protected with a maintnah
wildlife, biodiversity and soil/ water managemeenkfits

Less pressure for illegal activity

Capacity of government forestry personnel to superand
monitor is likely to be better matched with levébativity

Criticism from Mozambican loggers (most likely SDHs
reduced activity and profits

Mozambique’s overall business environment (inclgdin
infrastructure, high costs, costly credit facitigestrictive labor
regulations) may continue to deter added valuesiment
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Following the recommendations in Section 3 (i.enadonal forum to take stock of where the
sector is heading, a comprehensive review of latyisi and operating instruments, a resource rent
reassessment, reduced log exports, and steps tovienponcession management) should help
create a better balance between log exporting ameestic processing, and thus a move towards
Scenario 3, by providing a platform for increasaekistment in competitive processing. Further
measures, however, are necessary.

WAY FORWARD FOR PROCESSING

The following are regarded as the main issuesi®idevelopment of a sustainable and
competitive wood processing industry in Mozambique.

Higher Added Value Processing

As mentioned above, Mozambique has focused on tmed value primary processing into green
rough-sawn products. The country has very limitéat-dtrying to support tertiary added value
joinery and furniture-making. Other added valuecpssing such as cut stock or componentry for
furniture, glue lamination, joinery (doors, doomfas, moldings, window frames, stairs, solid-
wood kitchens) and furniture are still in theiranty.

Increasing investment in tertiary-level added valw®d processing is a common challenge in
developing countries with relatively small volun@igh-value natural forest species. Few
countries have succeeded in using their remaird@agurce wisely for sustainable added value
processing before it is too late. Several (IndaneShana, and Malaysia) have combined strong
government regulations banning log exports wittaggeincentives for processing, depending on
the percentage of added value, but with varyingess. Other countries have developed tertiary
wood processing at the stage when their indigemmasl supply had already become insufficient
to provide any competitive advantage (e.g., In@kina, Vietnam, Thailand, Philippines, South
Africa).

The government of Mozambique in fact can make feerventions to support competitive added
value investment in the sector. Changing the olviengige of Mozambique into that of a soundly
managed growing economy that is attractive to blotnestic and multinational entrepreneurs is
considered to be of far greater importance thawigimg fiscal incentives to wood processing.
Therefore government efforts go to improving theibass environment (i.e., restrictive labor
regulations, high interest rates, poor infrastreesta slow and corrupt bureaucracy, poor contract
enforcement procedures, high tariffs on importgupsias, poor education and technical training,
and difficulties in obtaining permits for foreigachnical staff).

What is needed is niche investors that will brinthwhem both markets for specialist wood
products and the technology and capital to producé products. Mozambique already has
several of these investors in the forestry seatibitlcould support many more.

Fiscal incentives—reduced royalties for processingewever, do warrant review and adjustment.
Currently, Class 1 species are reserved for lowalgssing at royalty rates that are at the most onl
25 percent of those for export logs. In additidr, toyalty rebate scheme—a rebate of a further
40 percent of royalties for veneer and parquetiifmp—is meant to encourage higher added value
processing.
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The royalties for sawing Class 1 timbers into greawn timber are considered overgenerous. If,
as recommended in Section 3, the royalties on ¢kpgs are reviewed and increased, and the
number of species reserved for local processingased, a similar review of the appropriate
royalty for Class 1 logs should be conducted. Suckview will probably recommend that the
royalty on Class 1 logs be increased. Then a rahgeyalty rebates could be linked to the level of
added value processing. For example, added vatwegsing could be divided into four levels:

* Level 1—Primary sawing into green sawn, green pglane air-dried timbers

¢ Level 2—Peeled veneer, plywood, kiln dried timkienber moldings, pressure-treated
timber, precut kitset housing, cut stock for fuunét or strip flooring

¢ Level 3—Joinery products, glue lamination, slicesh@er, parquet
* Level 4—Furniture.

Higher royalties and no rebate should be payabledvgl 1 processors. Rebates (progressively
higher percentages for level 3 and 4 processingjdvapply to other processors. Rebate would be
best applied to the purchaser or user of logswndgenber and not necessarily to the producer of
logs. This would necessitate an agreement betweeegsors and the government to submit
periodic verifiable documentation of wood purchased added value product sales. For
Mozambique’s small forestry sector, administerirmglaate system should be within the
government’'s capacity. A more detailed study wddchecessary, however, to better define the
preferred method of incentives and working procedur

Encouragement of the Use of Lesser-Known Species

There has been little cutting or market testingee$er-known species to supply lower-value
market segments, although there have been sewesptons—muanga has recently become a
sought-after species for export to Asia and Soutitéd Again, a reclassification of species and a
royalty review should assist in increasing royalfier the readily accepted species, and possibly in
maintaining the current royalties for lower-clapeaes. Greater use of lesser-known species
would

* Take pressure off the Precious and Class 1 spgieare already overcut;

« Improve the use of available species in a loggireg and lower the average cost of
harvesting through improved recovery; and

* Supply lower-cost timber to the market for lowetuweaend-use purposes (such as
construction) and to compete with sawn timber intgor

It is recognized that in concessions with very Itnagsport distances to major town and city
markets, the use of lower value lesser-known spegik often be commercially unattractive.

Increasing use of lesser-known species will requasearch support from the government of
Mozambique on species properties, likely end ysegessing characteristics, technologies, and
markets. Most countries that market tropical hamgeohave research programs that support high-
value use of as wide a range of species as pos&hbma is one of the best examples. It has
researched and published excellent promotionalnmab#bout the properties and end uses of its
species.

1 see www.forig.org/forig/history
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Development of an Improved Open Market for Logs

As mentioned, the processing industry in Mozambigdeagmented and small scale compared
with those of other countries. One of the maineaador this fragmentation is the requirement for
concession holders to install their own processinigs on the concession or in a nearby town.
(This flexibility on the location of processingrist clearly spelled out in the regulations, but is
part of local initiatives (e.g., Sofala) that pnosial authorities have taken to boost employment
opportunities). This requirement to install prodegsinits has increased capacity to the point that
it now exceeds the resource available, and marly arié grossly underused. It is therefore
guestionable whether additional sawmilling capaisityeeded as new concessions are granted,
especially given the fact that it does not encoaifiigher value addition.

Discouraging concession holders from owning prdogawills and encouraging them to sell logs
to other processors offers a number of advantdipesuld enable larger, more competitive mills
and economies of scale to emerge. It would enceuadded value specializations—for example, a
viable veneer peeling and plywood mill (using setband equipment) would require an
estimated 20,000 cubic meters per year of low-édiom-density logs. It would also encourage
other added value specializations such as serveipgrt markets with kiln-dried sawn timber of a
particular species.

Concession holders are rarely experts in wood t@dolgy and wood product marketing. The skills
to manage a 50-year concession sustainably aeretitf from those needed to manage a
competitive wood processing industry. Discouragingcession holders from processing should
improve the use of lesser-known species becausteamoent concession holders saw only species
that they know find a ready market. Furthermorshituld encourage clusters of processors in
cities with port facilities. Clusters are thougbtincrease the productivity of companies based in
the area, improve the pace of innovation, and stitauhe formation of new ancillary businesses

in the cluster.

RECOMMENDATIONS
¢ The recommendations in Section 3 (i.e., a natitoraim to take stock of where the sector
is heading, a resource rent reassessment, redugeaports, and steps to improve
concession management) are important to creatdex balance between log exporting
and domestic processing as well and to provide i mptimistic platform for increased
investment in competitive processing;

¢ Fiscal incentives in the form of reduced royalf@sprocessing require review and
adjustment. The royalty rebates for sawing Clatsthers into green sawn timber are
considered too generous. A range of royalty rebsttesld be linked to the level of added
value processing. The review of resource rent ga #hould include an assessment of the
rebates for processing.

« Similarly, royalties for lesser-known species shidu reviewed, with the aim of lowering
the cost of lesser-known species relative to meaeity marketed species.

¢ The government of Mozambique should support rebeamdhe use of lesser-known
species, including wood properties, likely end yupescessing characteristics,
technologies and market.

¢ The requirement for concession holders to indt&lirtown processing units has resulted in
a fragmented and small scale processing indusicgnmparison with the industries of
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other countries. In addition, there is more millzapacity available than there is resource.
The requirement for concession holders to own rafiisuld be removed as new
concessions are granted.



5. Governance of the Sector

GOVERNMENT CAPACITY

Background

PROAGRI | addressed the government's capacity fiwawve policy formulation, enforcement,
and managerial issues such as human resourcesingaand financial management. It also
stressed the need to create a good working enveohand the importance of intervening
promptly when law enforcement is necessary. PROAGRAtes that strengthening government
capacity is the key to enhancing the sector’s perémce and carrying out its core functions.
Reports and observations in the field, howevelicate little has improved in terms of shortages
of staff, skills, equipment, and funds.

The central government has the role of developaiies, supporting legislative instruments and
monitoring their implementation. Government at pinevincial and district levels is more
concerned with law enforcement and service prowidio line with government of Mozambique’s
administrative policies, the agricultural sectoumslergoing a process of decentralization. The
Law of Local State Institutions defines the rolépmvincial governments and other bodies,
including district authorities. The Land Law aneé florestry and wildlife laws and regulations also
give some prerogatives for decision-making to ttwipcial level. The Provincial Services of
Forestry and Wildlife, through the Provincial Dite@ate of Agriculture, come under the control of
both DINATEF and their respective provincial gowveents.

SWOT Analysis of Government Capacity

Strengths
« Despite the many difficulties facing most provingavernment services (and indeed the
national government), staff show drive, motivatiand commitment to control the
forestry situation.

« Staff at the provincial level find creative waysooitrolling illegal activities. For
example, in Sofala a permanent control post has betup at the harbor to monitor
exports and verify species, quantity, minimum diseneand other aspects of wood
exports. Manica limits the number of simple licessued every year on the basis of
officials’ understanding of the availability of msces and credibility of the operator.
Cabo Delgado officials do not only follow the invery data in the management plan in
issuing licenses for concessionaires but rely eir twn knowledge of the resource as
well. The also evaluate an applicant’s processapacity to set annual log allocations.

« All stakeholders interviewed recognized that in plast three years the government’'s
capacity to control illegal logging and the indistnate export of logs has improved.
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Weaknesses

Sector policies and provincial government poli@es priorities are not always the same
because of differing perspectives and uncoordindgeision making.

Notwithstanding improvements, law enforcement cargs to face challenges due to
limited numbers and qualifications of personnetklaf transport, poor communication
equipment and other infrastructure, and a shomé&fends. In the four logging provinces
visited the staffing capacity was:

O In Sofala there are on average only one or twodyuper district, who are supported
by several control posts, including the harborafa®, and a mobile brigade.

0 Zambezia has 32 guards: 16 in the districts, 8érfixed post of Nocoadala, 4 in the
mobile brigade, and the rest at the harbor

0 Cabo Delgado has only 34 guards;

O Manica, with a lower productive forest area, igdrestaffed, with more than 30
guards, of which 25 are based in Chimoio.

Given the extent of illegal activity in Cabo Delga&ofala, and Zambezia, these numbers
are clearly inadequate.

The AIDS pandemic has also contributed to a redngti the number of trained guards.

The five provinces visited lack qualified persontwetarry out technical monitoring of
concessionaires’ activities in harvesting areascmmunicate with and provide direction
to industry.

Law enforcement is an important function in thee&iry sector, and guards are therefore
generously remunerated, receiving a risk allowari@9 percent. But in addition, guards
are allowed to retain 50 percent of penalties tegufrom arrests they make. In fact, the

50 percent ends up the threshold for bribes, diierven minor infringements. Although

this system helps reduce infringements, it alsateeopportunity for corruption.

Systems for planning and monitoring law enforcenagatpoor. Internal control
mechanisms, including performance evaluations, teée improved to motivate staff.
Only a small number of people in the sector (thardsi) get the reward payment for
arrests made. The capacity to monitor law enforegmeupervising the fairness of
penalties, corruption surveillance—that would regltlee temptation to accept bribes
should be strengthened.

The most common illegal activities include harvegtivithout licenses, harvesting outside
set boundaries, and harvesting more wood or diffespecies than those specified in the
license. Monitoring these activities is extremiétlye consuming.

Few concessionaires are as committed, respongilsiglfemotivated in implementing the
legislation as long-term responsible businesses.

The government does not take the lead in researchaokets and wood properties that
would stimulate processing of the secondary spetigs means that changing the
classification of tree species, for exam@lembretum imberbgnondzo) andPericopsis
angolensigmuanga), to Precious comes only in response tngSkioperators’ pressure.
This suggests that IIAM’s research agenda is regaesive enough to agricultural sector
priorities. Yet use of other public and private ealional and research institutions is
limited.
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Oppor

tunity

For some years forest certification has been dssrias a way to foster adherence to the
principles of sustainable use, promote socialgestnd give added value to products.
Concessionaires and certified wood processors wltmnf the criteria and indicators set
out by certification agencies are eligible for itmped access to international markets and
may gain a price premium. Adherence to certificaBohemes shows that a business is
committed to sustainable forestry practices. Qedtiion is a third-party supervised self-
management and self-enforcement tool. If more farescessionaires embraced
certification, the need for government to policee&iry business activities could be
relaxed. This would free law enforcement persofforetesearch and information-
gathering relating to sustainable forest management

Threats

Foreigners, particularly Chinese log buyers, expi@aknesses in local law enforcement.
By financing and monopolizing the export log martkety have manipulated many
harvesting operators (particularly the simple ahficense holders) to operate outside the
law.

Political influence and power are used to overlidgslation. Interference from well-
positioned people undermines law enforcement irptbginces.

Unless government capacity improves, concessiagaillecontinue to harvest too much
of the most valuable species as quickly as posaitidethen abandon large forest areas
unproductive.

Recommendations

Provincial governments and DINATEF should work tilvge to enforce legislation. There
is no uniform approach to implementing the law agthre provinces. A coordinated
approach would facilitate the monitoring of law @mement throughout the country.

A part of the penalties and royalties should becalled to training and advocacy of law
enforcement in the field.

A review of incentives for forest guards shouldcheried out, including salary and
nonmonetary incentives (e.g., training, performagauation, certificates of merit) to
offer incentives that encourage staff to be proacithout undermining the higher level
salary scales.

Laws and regulations should apply to everyonetiE@lns involved in business activities
in the sector should be publicly identified by B€A and challenged to set an example on
the sustainable use of the resources. The antiwruunit should be strengthened and
should be trusted to act when illegal practicepdliticians are brought to its attention.
The CTA should research anomalies brought to tiesitidn in the sector and help civil
society bring pressure for practical changes.
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COMMUNITY BENEFITS FROM INVOLVEMENT IN THE SECTOR

Background

As outlined in Section 2, government policy hasiidfeed poverty reduction as a national goal to
which all economic and social activities shouldtcimite. The government has also stated that

renewable natural resources play an importantinolealizing the objective of poverty reduction.
Land forestry resources are expected to benefinoamities in the following ways:

* Communities are supposed to benefit from concessiad annual harvesting areas,
which are essential for promoting local developn@erd the sustainable use of natural
resources

* Communities should be consulted in the procesaraf allocation .
 Communities should also be consulted when the bamigglof forest concessions are set.

» Consultations with communities and other stakehsldee essential to the process of
acquiring land for forestry plantations to minimizgure conflicts.

» Twenty percent of royalties paid by simple licenaed concessionaires should be
returned to the community where the resource wasehted.

The 20 percent allocation is intended to motivaamunities to carry out sustainable forest
management—activities such as minimizing bush fines harvesting forest resources for
commercial purposes (e.g., producing charcoalawitsy) without a license, and supervising
concessionaires’ and simple license holders’ fazevities. Communities are encouraged to
contribute to law enforcement by stopping illegahfesting.

To clarify the regulations and stress the neecdéaountability and public access to financial
reports and activities undertaken from the 20 perd@iploma 93/2005 specifies ways the 20
percent should be allocated and requires natusalrees management committees to have a bank
account.

Now, most banks require a valid Mozambique idecdtibn card to open an account, but most
committee members do not have identification caadd, therefore cannot open a bank account so
the community can receive its 20 percent allocatitamds from 2005 and 2006 have yet to be
disbursed, in part because of the difficulties camities face in meeting the requirements for
receiving funds, and further delays in distributthg money are likely.

Zambezia has 8 billion MZM and aims to return thiesels to about five communities. Cabo
Delgado has approximately 1 billion MZM, of whicB2million MZM are to be given to
communities of Nangade district. Manica province B8 billion MZM and Pindanyanga
Community will be the first beneficiary. In Sofathe Matondo community in Cheringoma has
fulfilled all the requirements and should receiwe tmoney. In all provinces visited, the
disbursement of these funds was still at the plamstage.
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SWOT Analysis of Administration of Community Involv ement

Strengths

Diploma 93/2005 and a note of clarification of tiploma are important guidelines for
communities and other stakeholders to understarttlimgim of these funds and the
process for allocating them.

In Sofala, two concessionaires (TCT and IMM) haxampartnership agreements with
local communities. Although the agreements arepedect, they are a step toward
ensuring harmony between private business ensiidscommunities.

Simple license holders also support local commesitiy responding to specific requests
(e.qg, for school chairs). The association of siniplenses in Zambezia considers that the
20 percent funding is also having a positive impastthe communities do not make as
many demands as they used to and are more actiresinning that good forest
management practices are adopted.

Corporate social responsibility is important foe $ecurity of communities and risk
reduction for entrepreneurs.

Revenue collection in some provinces has alreadwstihat 20 percent of royalties are
likely to make a significant contribution to comnitigs in the vicinity of forestry
concessions.

The legislation establishes that communities shoafdinue to have access to essential
products for their own consumption (water, fishiatg.) as well as to sacred areas.

Weaknesses

Diploma 93/2005 sets unrealistic requirements éanmunities to access the 20 percent of
the royalties—for example, opening a bank accauaréas where there are no banks
(which is the case in most districts where foretividies take place). This is likely to

bring high costs to the community, not only to ofiez account, but to meet
documentation requirements. In Cabo Delgado, famgte, only three districts
(Montepuez, Mocimboa, and Mueda) have banks, vihiManica, only Chimoio and
Manica districts have banks.

The private sector erroneously interprets the 20que as its own contribution.

Twenty percent of the royalty paid to the governtii&s a negligible impact on the
livelihoods of the communities in simple licenseas (SLHs operate mainly in more
poorly stocked open forest areas), and this mdyente their commitment to good
management practices.

Agreements between forest concessionaires and caoitiesunade during the
consultation process may not be put into practigeart because there is no mechanism
for enforcing or monitoring agreements.

Opportunities

Local NGOs such as ORAM (Zambezia, Sofala and Mgraad projects such as the FAO
project in Manica provide organizational suppostéblishment of local natural resources
management committees, opening bank accountsie@&nsure that communities are
prepared to receive the 20 percent. Their expegiena also provide information to
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government and inform it of the practical hurdled aolutions for speeding up the
distribution of the 20 percent.

* The Land Fund also aims to provide the supportdbatmunities need to become more
entrepreneurial and to act as business partnensthétprivate sector. The fund aims to
provide assistance in becoming legally incorporaaeduiring formal rights to natural
resources, assessing the resources, businessngaand other practicalities of
establishing a business.

* The 60 CBNRM initiatives already in the country yite proof of the benefits of
community involvement in forest resource managerardtoffer lessons in ways
communities can become involved in the managenfahematural resources.

Threats
» Communities are often seen as placing increasingdds on the private sector.

* In Zambezia, Cabo Delgado, and Manica the traditi@aders in some communities are
involved in promoting illegal harvesting and selyj$ to selected operators; an activity that
is likely to increase if the 20 percent is not pgidmptly.

Recommendations

More can be done by government, the CTA, the pgigattor, and NGOs to promote corporate
social responsibility and to clearly outline thenbfits and responsibilities of investors and
communities. Recommendations to accelerate thefiteare:

* Formal business partnership contracts between caitiegaiand the private sector should
be fostered. Communities should have an equityesihathe business to secure their
motivation, identification with, support of, andrpeipation in common goals in forestry
projects (e.g., control bush fires). Such contraatsalso prevent misunderstanding and
reduce business risk while at the same time buyjlditong-term symbiotic relationship;

« Community institutions should be given the resosired support they need to secure
access to the 20 percent funds available and peothetbenefits of having a strong
community group negotiate and form lasting mutubtyeficial partnerships with
investors.

* When getting communities incorporated and bankatisoopened are delayed, the
district-level government administration shoulddhtiie funds on behalf of the
communities. This assumes there is accountabilitiyaatransparent decision making on
the use of funds for community projects.

* Research is needed on alternatives to bank accsuctisas community trust funds to
overcome the organizational problems at the comipewel.

» Adequate time should be allowed during the planipingse of concessions, simple license
agreements, and plantation forestry land leasgsrégraratory discussions and community
consultation to ensure that communities fully ustherd the objectives and implications
of the investment and can give an informed opinidre investment of adequate time at
the outset will make the consultation more effectiwnd reduce potential conflict in the
long term.
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« During the recommended royalty review, the impact @ability of reducing royalties for
forest products harvested by communities shouldradyzed and other incentives offered
to encourage licensing for pitsaw operations.

REFORESTATION LEVY

The government of Mozambique created the Fund &picAiltural Development to capture the
revenues generated by the agricultural sector@eddble the allocation or reinvestment of these
funds in high-priority areas. The forestry sectome of the biggest contributors to the fund,
contributing revenue from licensing, restockindorestation, penalties, and sale of confiscated
products (Kir and Falcao, 2004).

All harvesting licensees (both annual license hsl@®d concessionaires) must pay a 15 percent
levy in addition to their royalty payments to arfytteeir own funds for reforestation such as
enrichment planting or funding of pure plantatioReovincial authorities are supposed to have a
plan for reforestation in their provinces to use fihnds available. The provincial plans are then to
be consolidated into a national reforestation jplaprojects.

Strengths
* Some research has been conducted on native spieaiese suitable for reforestation and
or enrichment planting. The IIAM brings togethepexise in soil assessment and species
cultivation to form a comprehensive research pnogoa various species.

e Some concessionaires, such as TCT, have had gosasults from reforestation or
enrichment planting with native species. Other canigs, such as MADAL, have
indicated their interest in reforestation in thencession if they can access their 15
percent levies. Other companies could also be @elito set up large plantations jointly
with the government of Mozambique to use the fumdslable and create rural
employment.

Weaknesses
¢ The national-level policy and guidelines are unct@ahow these resources should be
allocated to provincial agencies or to the privsgetor. Nor do they make clear who is
responsible for reforestation using the funds ctdlé. The funds are therefore sitting idle
instead of being used for the reforestation andbiitation of degraded forests or for
much-needed research.

e The levy is really just an additional tax on theefstry sector.

Opportunities
¢ The government is developing a national reforestatirategy to clarify the role of the
15 percent levy.

* Macromapping of some areas has started. Fundstfrerts percent levy could
complement other sources of funding and speedeimticromapping process, given the
strong interest in investing in plantations in Modaque.
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Recommendations

The justification for the levy is weak and admirasibn of its use has been poor. It is merely an
additional tax on log harvesting. The governmeateafore should remove the levy or include it
with the royalty payment as part of the royaltyiesw, or account for its use clearly.

If the levy is maintained and accounted for propdtinds should be used for verifiable activities
to assist in reforestation such as support of gietivthrough the forestry research component of
IIAM. Such activities could include mapping anddamse planning, identification of areas that
need urgent rehabilitation, forest research orgtbevth of different species in different
agroecological zones, and viability analysis. Higiority should be given to research in provinces
offering the highest potential for both native anabtic species.



6. Plantation Forestry

BACKGROUND

Plantation forestry worldwide is becoming the faasbmeans of producing large volumes of
industrial wood because uniformity is needed bgdascale industrial processing and harvesting
natural forests raises environmental concerns.glditgal plantation area is about 5 percent of the
world’s forest area. This five percent is estimatetiave produced about 35 percent of global
industrial roundwood in 2003, and the role of pddions is expected to increase. The
establishment of new plantations continues ateaohtibout 4.5 million hectares annually. Most
plantations are relatively young, with large arestsblished in the past two decades. Large
volumes of wood will become available to world netgkas they reach harvestable age. It is
expected that between 50 percent and 75 percéné aforld’s industrial wood in 2030 will have
been plantation growh.

Mozambique has an estimated 7 million ha of larithBle for large-scale plantations. Of this area,
3 million ha has been identified as a national {giaon forestry target. Industrial forestry
plantations are not new to Mozambique. Plantinggnim by the government, have been made in
the past 40 years. The largest area, 18,000 haimdsl province, was privatized in 2004.

Plantation forestry is seen as the brightest prdpe the long-term growth of the forestry sector.
Mozambique has already attracted several largeseasrinvestors to Niassa Province to plant an
estimated net area of 160,000 ha, and other inrgeate investigating other areas.

The government of Mozambique has commissioned akgtlenor-funded studies relating to
plantation forestrg. DINATEF is preparing an afforestation strategyptomote large-scale
plantations, to increase the contribution of the$try sector to employment generation and
economic growth, reduce the pressure on indigefayasts and contribute toward restoring
degraded land.

SWOT ANALYSIS OF PLANTATION FORESTRY

Strengths
¢ Mozambique has ample land that can be leased atl@s.

2 Roger A. Sedjo (2003) Biotech and Planted TreBsnfe Economic and Regulatory Issues”

3 FAO’s National Afforestation Strategy: Towards ikimg Plantation Forest Development in 2005 and
SAVCOR'’s Investment Prospective of Forest Plantetio Mozambique in 2005.
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Mozambique already has approximately 25,000 hdawitation forests, which proves tree
growth and solutions to technical issues relatinglantation establishment and
management to investors.

Plantation forests have many attributes of nafioralsts—they convert water, sunlight,
and carbon dioxide into wood, help stabilize stelepes against erosion, and prevent
flooding.

The continued strong growth in global markets @eét products and Mozambique’s
favorable position in relation to South Africa dndian Ocean countries provide strong
marketing reasons for development.

The establishment of plantation forests is labterisive (commonly between 60 percent
and 80 percent of cost is spent on salaries anésyamd can help alleviate rural poverty
quickly.

Plantation forest establishment can provide a Uiseififer for natural forests. Plantation
forestry normally brings with it effective fire ctinl systems that can help protect natural
forests in the vicinity. In addition, the wagesreat by communities working in plantation
forests usually reduces communities’ interestri@ flearance for agriculture and
unsustainable fuel wood, charcoal, and pit-saweityiéies.

According to our review of the literature and dissions with stakeholders, the land
allocation process is clear and is not an impodaiterrent to forest plantations. The
government of Mozambique has been issuing certifecevithin 90 days, which is an
acceptable length of time considering that decisime made for large areas and with
likely long-term impact. Indeed, there may be adneebalance speedy decisions with
adequate community consultation and clarificatiblaod rights to avoid conflicts in a the
medium and long terms.

Weaknesses

Much of the land available in Mozambique is renfoden ports and other infrastructure,

Generally rainfall of more than 1,000mm per yepread throughout the year, is
necessary for fast growth (i.e., of more than @icmeters per ha per year). Much of
Mozambique has a four to five-month dry seasonuhiatestrain growth and increase fire
risk and surveillance costs.

The physical and chemical properties of degradés sgsulting from many years of
annual burning and shifting agriculture will reduoese growth prospects in many areas.

Procedures to obtain Investment Promotion Cenfpecajals and land lease agreements
have taken up to two years for recent large prsject

Plantation forestry is very capital intensive aaduires long waiting periods before cash
flow becomes positive. Plantation forests therefoabably will be owned primarily by
foreign institutional investors.

There is no national land-use suitability or lars#-mapping available in Mozambique. It
would be useful as a guide to investors and thegowent of Mozambique on land
allocation decisions for plantations.
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Opportunities

In the longer term, plantations offer a much betteispect for sustainable development
and industrial growth than natural forests.

Mozambique has the potential to become the lafgesst plantation-growing country in
the southern hemisphere.

Major opportunities will develop for Mozambican-oghspecialist subcontracting
companies to establish, manage, and harvest pargat

Out-grower joint-venture schemes with communities@ossible and should be
encouraged in the afforestation strategy that dveighment of Mozambique is preparing.

Threats

Overseas investors, particularly the more reliabldtinational investors, require clear,
consistent guidelines on procedures to invest. $$ndozambique develops a clear
roadmap for investment in plantations, it will donie to attract investors interested in
land speculation, not afforestation.

Harmonizing the interests of investors and locahcwnities will often be difficult
because the practice of shifting cultivation andamirolled burning is still widespread.

The low cost of land creates a high risk of initiadestors’ leasing large areas of land,
investing little, then selling the plantation tdysequent investors at considerable profit,
thus delaying forestry plantation.

If fiscal incentives are not developed carefullytisat they are roughly consistent with
incentives in other plantation forestry countriad get do not compromise long-term
government revenue from the sector, either investali not be attracted to Mozambique
or the government will give away more tax reverhamntit needs to in order to attract
investors.

Current investors’ success will be critical in attting other large investors. There is a risk
that current investors could easily become didtlusd—these initial investors must be
fostered and assisted in overcoming unplanned dbsta

RECOMMENDATIONS

The government of Mozambique’s plantation forestrgtegy should include

A clear roadmap of procedures to be followed;
Clear information on taxation and other incentives;
Planning data on which areas the government fdeoydantation forestry; and

Planning for capacity building to share informatermd monitor and evaluate activity.

The government of Mozambique, taking into accouifféiences in land quality, should also
review the rents payable for plantation forestndléo ensure that they are comparable with rents
for agricultural and other land uses.
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