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Preface

Regional integration can be a key force for sustainable development. It
can promote economic growth, reduce poverty, foster social
development or protect the environment. But it can also have negative
economic and social impacts, notably when the domestic regulatory
framework is inadequate or not implemented effectively.

The Southern African Development Community, SADC is committed to
deepening the integration processes amongst its members and has adopted
the Regional Indicative Strategic Development Plan (RISDP) in order to provide
strategic direction in the design and formulation of SADC programmes,
projects and activities in order to achieve development and economic growth,
alleviate poverty, enhance the standard and quality of life of the people of
Southern Africa and support the socially disadvantaged, through regional
integration.

Amongst the various measures governments can implement to further
such integration, ensuring sound macroeconomic management is vital. Given
the commitment to deepening SADC integration through macroeconomic
policies, it is important that policy makers in SADC and its Member States
assess the impacts that such measures will have on the social well-being of
its people, both in the short term and the long term.

In view of the above, the Friedrich Ebert Foundation through its office in
Botswana and in close consultation with the Planning Unit of the SADC
Secretariat initiated a regional research programme on “Deepening
Integration in SADC — Macroeconomic Policies and their Impact”.

From the very beginning the programme was designed as a collective
effort of the leading economic research institutions of the region. A total of
14 institutes from 11 SADC member countries followed the call to join the
programme. In two workshops held in December 2004 in Gaborone,
Botswana and in April 2005 in Stellenbosch, South Africa the team developed
detailed terms of reference for the research programme. Phase 1 was to
begin at the country level with a comprehensive study on the present status
of the economies, their congruence with SADC convergence targets, the
respective policy frameworks as well as a social impact analysis. This more
theoretical desk study was complemented by an empirical survey of the
perceptions of Businesses and Non-State Actors vis-a-vis SADC. A study on




South Africa’s international trade diplomacy and its implications for regional
integration was to give a contextual perspective.

All members of the research team have spent a lot of time and energy
and produced excellent reports. The ideas and recommendations contained
therein have induced some lively as well as controversial discussion among
the participating institutions as well as with other experts. The content of
each study reflects of course solely the views of the authors. | commend all
of them for their great commitment as well as their great team spirit in this
endeavour. | also wish to acknowledge the substantial input we received
from the SADC Secretariat, especially the Head of the Strategic Planning
Unit, Dr. Angelo E. Mondlane, the then Technical Advisor on Finance, Dr.
Moeketsi Senaoana as well as other SADC experts. Other external experts
have also contributed to the final documents as part of the various reference
group meetings in all the participating countries. | wish to extend my greatest
thanks to all them.

In order to make the results of this research programme known to a
broader public, especially among the relevant policy and decision makers of
the SADC region, the Friedrich Ebert Foundation then decided to publish a
series of volumes entitled “Regional Integration in Southern Africa”.

The 2" volume, presented here, contains the findings of the Country
Study and Survey from Mozambique by the Investment Promotion Centre,
IPC in Mozambique. My special thanks go to the authors, to Lourenco S.
Sambo and Adriano Ubisse for writing and revising the document, to Patrick
Ebewo for editing, Sara Wagner for proof reading as well as to Peter Maina
Kamiti and MacDonald Gotora for the design and layout.

Gaborone, October 2006
Dr. Marc Meinardus
Resident Representative

Friedrich Ebert Foundation
Botswana Office




Acknowledgements

The team that undertook the present study would like to thank all national
entities for their indispensable support in every stage of this work,
especially the reference group made up of Mr. Luis Sitoi (National Director)
and Ms. Cerina B. Mussa (Deputy National Director) from the National
Directorate of International Relations of the Ministry of Industry and Trade,
Mr. M. Piaraly Juthd, National Director of Planning from the Ministry of
Planning and Development, Dr. Suleimane, Professor at Eduardo Mondlane
University (UEM) — Economics Faculty and Faculty of Agronomy and Forestry
Engineering and National Director of Studies and Policy Analysis in the
Ministry of Planning and Development, to Dr. Gilead Isaac Mlay, Professor
of Agronomy and Forestry Engineering Faculty of Eduardo Mondlane
University (UEM) and Dr Valdemar de Sousa, member of the Administrative
Board of Bank of Mozambique.

We thank the current SADC Executive Secretary, Dr. Tomas Salomao, the
representative of Mozambique's metal industry, H.E. the Deputy Labour
Minister as well as all respondents from Business and Non-State Actors for
their interviews.

We would also like to thank our language editor, translator and interviewer
Mr. Evaristo Cumbane for his relentless efforts and dedication without which
this study would not have been concluded.

Our special thanks and appreciation go to the Friedrich Ebert Foundation
for its unconditional support for this important study that aims to determine
macroeconomic conditions and performance within SADC countries geared
up for regional integration.




Table of Contents

Preface. ... 3
Acknowledgement...........oooiiiieriimmmmrrerr e 5

Part 1: Macroeconomic Policies and their Impact in Mozambique

List Of TabIeS......ooeiiiii e, 10
LISt OF FIQUIES. ... 11
List of ABDreviations..........cooovvviiiiiiii e 12
Executive SUMMArY.......ccceiiiiimmmrinnnssr e 15
SUMAriO EXECULIVO.....ceeeeeieeeiieeieeeeeeenerne s nnnnns 33
T INtroduction.......eiiiir e —————— 43
2 RISDP Goals and Objectives.........ccccnrmrrnrimninsssennssnnsnssnnnnns 45
2.1 Poverty Reduction..........cccooiiiiiiii 45
2.2 Economic and Social Development.............ccccvviiieiiin. 45
2.3 Free Trade Area and Custom Union............cccccceeviiinn, 48
2.4 Common Market and Monetary Union...........c...ccceeee.. 48
3  Macroeconomic Convergence and SADC Policy.........c.cceu... 51
3.1 MOU on Macroeconomic Convergence..........cccceeeeeennn. 51
3.2 Finance and Investment Protocol (FIP)............ccccoeeeeiii. 52
3.3 Trade ProtoCol.........cooiiiiiiiiiiiiiiiecei 52
3.4 Labour Market POliCies.........ccccooviiiiiiiiiii e, 54
4 Macroeconomic Stability Indicators.........ccocceriiiiiinnniininns 57
4.1 InfIatioN. ..o 57
4.2  External Debt.......cccoooiiiiiiiiiiiii 58
4.3 Current ACCOUNT....cooiiiiiii 59
4.4 Other indiCatorS.......coovvviiiiiiiiiiee e 59
5 Mozambique’s Macroeconomic Convergence Programme..... 63
5.1 Basic Elements and Targets.........ccccoeeiiiiiiciiiiice, 63
5.2 Mozambique's Basic Macroeconomic Policy Framework... 68
5.3 Government Approach to Sequencing............ccccccoc...... 74
5.4  Macroeconomic Convergence Problem Areas................ 76
5.5  Social Impact of the Policy Framework.......................... 77
6 Detailed Assessment of Macroeconomic Convergence
Programme in Mozambique..........cccciiiriiimmriiniiiieneninnes 79




6.1  Main Linkages between Policy Framework and

IMPACT. e 79
6.2  Macroeconomic Conditions Prevailing within

MOZamBIQUE. ......veeeeeeeiee e 81
6.3 GDP Growth.........ooo 82
6.4  Basic Approaches used in Determining Budgetary

FramewWOrKS. ......vveeiiiiie e 84
6.5  Fiscal Trends........cccoooiiiiiiiiiiii 86
6.6  Central Bank & Fiscal PONCY.......ccoovviiiiiiiii 89
6.7  Trade Policy that Affects Macroeconomic Performance

and the Process of SADC Integration...........c..ccoceeeennn.n. 91
6.8  How Membership in SADC Influences Macroeconomic

POICES? e 94
6.9  Progress Regarding the Implementation of the

SADC Trade ProtoCOl...........ccoooiiiiiiiiiiiiiiiii 95
6.10 Trade Flow Analysis and Their Impacts of the Regional

Initiatives on Trade Versus other SADC Members ........... 99
6.11  The Issue of Rules of Origin.........cccoceiiiiiiiiiiiie 102
6.12 Mozambique's External Trade...........ccccovvvvveeieil, 103
6.13 Summary of Trade Facilitation Initiatives........................ 105
6.14 Main Barriers to Mozambique’s Trade with Other

Countries in the RegioN........cccccvviiiiiiiiiiiiiiee 107
6.15 Memberships of Various Regional Integration Initiatives..110
6.16  Impact of WTO Rules........cooiiiiiiiice, 112
6.17 Labour Market Policy Framework...............ccccceeiiiinnnnn. 114
6.18 Analysis of Labour Market Trends............cc...ccooeeiiie. 116
6.19 Key Labour Market Policy Issues for Deepening

SADC Integration.........ccoouvuviiiiiiiiiiiiiiiiiiiiiiiieee 119
Social Impact Analysis........cccurrureinnimeninner i —————— 123
7.1 Analytical Tools Used for Social Impact Assessments....... 126
7.2 Social Impact AsSesSMeNt...........ccceeeiiiiiiiiiiiiiieeeee 126
7.3 Impact of Trade PoliCy.........ccoviviiiiiiiiiiiiic 135
7.4 Impact of Labour Policy.........ccccoiiiiiiiii 138
Macroeconomic Challenges Facing Mozambique................ 145
Special Issues and Future Research...........ccccceevvmmmmrrrrennnnnnn. 147
9.1 SpeCial  ISSUES. ....ei et 147

9.2 Future ReSearch.......oouu e 148




10 Concluding Remarks and Recommendations....................... 149
10.1  Changes Needed in Macroeconomic Policy Framework.. 149

10.2 Changes Needed in Institutional Structures................... 153
10.3  Monitoring and Evaluation of Macroeconomic

Convergence iN SADC.......oooiiiiiiii 155

RETEIENCES. ... i 159

Part 2: Perceptions of Business and Non State Actors in SADC

List OF TabIES. . .eeiiiiiiie e, 164
LISt OF FIQUIES....oeiiiiiii e, 166
List of ADDreviations...........coovvviiiiiiii e 166
Executive SUMMArY.......cccuiriiiiiiiiisssssssssssssssss s 167
SUMArio EXECULIVO.......ceiiiiiieiir e 171
T INtroduction.......coooiiciicieerrrrrr 175
2 Characteristics of the Respondents..........cccccrriiiicernriccccnnes 177
2.1 BUSINESS. .o 177
2.2 Non-State Actors (NSA).......ee e 179
3 Perception on SADC regional integration............ccccvrunnnnnee 181
3.1 General Business and NSA Perception................ccccoeo.e. 181

3.2 Impact of Regional Integration on the Mozambican
ECONOMY. .. 181
4 Policy Debate on SADC.........ccccmmvmmmniemnnssinen s 185
5 Concluding Remarks.........ccoocmiinniimmminniiens e 187

APPENAIX. e 189




Deepening Integration in SADC

Rapid Changes in Mozambique to Meet
SADC Targets

Part: 1

Macroeconomic Policies and Their Impact
in Mozambique



List of Tables

Table 1:
Table 2:

Table 3:
Table 4:
Table 5:
Table 6:

Table 7:
Table 8:

Table 9:

Table 10:
Table 11:
Table 12:
Table 13:
Table 14:
Table 15:
Table 16:
Table 17:

Table 18:
Table 19:

Table 20:
Table 21:
Table 22:
Table 23:
Table 24:
Table 25:

Table 26:
Table 27:
Table 28:

SADC Countries Basic Data.........cceeveeiiiiiiiiiiiii 47
Target Indicators for MOU on Macroeconomic
CONVEIGENCE. ..ot 51
Inflation in SADC Countries (1980-2003)........ccccccevveeeee.... 57
External Debt Situation (% of GDP)..........ooooovviiiii 58
SADC Region Key Macroeconomic Indicators.................... 60
Domestic Savings and Investment as % of
GDP, 1995-2007 ... i ittt 60
GNS and GDI as % of GDP.........oooovviiiiiiicc e, 61
Numeric Values of Target Indicators for MOU on
Macroeconomic CONVErgeNCe........ueeeeeeeeeeeeiiiiien 65
Mozambique - Basic Macroeconomic Indicators................. 70
Mozambique Towards Convergence Indicators ................ 75
Macroeconomic Convergence Assessement-"On-Track".. 76
Macroeconomic Convergence Assessement-"Off-Track"..77
Sectoral Breakdown of GDP, 19987-2003...........cceeveeeei. 81
Mozambique GDP Projections (2004-2008) ...................... 85
Mozambique Government Revenue in % (1999-2004).... 86
Government Expenditure..........ccccooiiiiii 88
The Mozambican Banking System in International
COMPATISON . 88
Classification of Goods for Import Taxation....................... 93
Partner Duty Base Rates and Staining on Selected
Mozambican Products (% Per Year).........ccccciiin. 100
Mozambique Offers to SADC (Excluding South Africa)...... 101
Investment Climate Indicators:.........cccocveiiviiiiiieii 115
Structure of the Economy in % of GDP, 1996-2001................ 117
Companies by Size (Formal Sector).........cccccccoevvviiiiiinnn, 118
Mozambique Social Indicators.............coooeeeiiiiiiii 123
Employment by Gender, Sector, and Skill Class
(IN ThOUSANA). ... 139
Macroecomic Results for the Non-Gendered Model.......... 141
Real Value Added by Sector..........oooiiiiiiiiii 142
Real Wages Deflated..........cooooiiiiiiiii 143



Table 29: Household Welfare (Measured by Equivalent Variation in
the Non-Gendered Model)............iiiiiii 144

List of Figures

Figure 1:Public Planning System in Mozambique...............ccc........... 64
Figure 2: Composition of GDP (2004)........ccccooviiiiiiiiiiiiiei 83
Figure 3: Mozambique: Real GDP Growth (1995-2004)................... 83
Figure 4:Mozambique - FDI Inflows (1995-2004)..........ccccooiieininn. 85
Figure 5:Mozambique Exports to COMESA.........ccooiiiiiiiiii 101
Figure 6:Trade Flows with some Partner Countries........................... 105

Figure 7:Human Development INdeX...........ccoooiiiiiiiiiiiiiin 124




List of Abbreviations

ACP
AGOA
APHIS
AU
BIDPA
BOT
BOM
CCBG
CET
CFMP
CFMP
CNCS
COMESA
CPA
CPA
CPlI
CTA
Ccu
DRC
DTIS
EBA
EP1
EP2
EU

FIP
FRELIMO
FTA
FTA
GATT
GDP
GNI
GNP
GOM
GSTP
HDI

Africa Caribbean and Pacific

Africa Growth Opportunity Act

Animal Plant Health Inspection Services
Africa Union

Botswana Institute for Development Policy Analysis
Build Operate and Transfer

Bank of Mozambique

Committee of Central Bank Governors
Common External Tariff

Medium Term Fiscal Scenario

Medium Term Fiscal Framework

National Council for the Struggle Against AIDS
Common Market for Eastern and Southern Africa
Cotonou Partnership Agreement
Cotonou Partnership Agreement
Consumer Price Index

Confederati on of Economic Associations
Custom Union

Democratic Republic of Congo
Diagnostic Trade Integration Study
Everything But Arms

First Grade Primary Education

Second Grade Primary Education
European Union

Finance and Investment Protocol
Mozambique Liberation Front

Free Trade Area

Free Trade Agreement

General Agreement on Tariffs and Trade
Gross Domestic Product

Gross National Income

Gross National Product

Government of Mozambique

Global System of Trade Preferences
Human Development Index



HIPC Heavily Indebted Poor Countries

HS Harmonised System

IAF Inquérito de Agregados Familiares (Household Survey)

IMF International Monetary Fund

INE National Statistics Institute

IRPC Corporate Income Tax

IRPS Personal Income Tax

IT Information Technologies

LDCs Least Developed Countries

MDGs Millennium Development Goals

MINED Ministry of Education

MMTZ Malawi, Mozambique, Tanzania and Zambia

MOU Memorandum of Understanding

MPD Ministry of Development & Planning

MSM Mutual Stability Mechanism

MTR Mid Term Review

NEPAD New Economic Partnership for African Development

NPV Net Present Value

NTBs Non-Tariff Barriers

NUIT Single Tax-ldentification Number

OE State Budget

OR Origin Regime

PARPA Poverty Reduction Strategy Paper

PES Social Economic Plan

PFT Protocol on Finance and Investment

PODE Programa de Desenvolvimento Empresarial (Enterprise
Development Programme)

PRE Economic Recovery Programme

PTA Preferential Trade Area

RENAMO Mozambique National Resistance

RISDP Regional Indicative Strategic Development Plan

ROW Rest of the World

RSA Republic of South Africa

SACU Southern African Customs Union

SADCC Southern African Development Coordination Conference

SADC Southern African Development Community

SPS Sanitary and Phytosanitary Measures




SQAM
SSA
TBT

™D
DM
TRAC
TVET
UK
UNCTAD
UNDP
UNDP
UNICEF
us

usb
VAT
WTO

Standards, Quality, Acreditation

Sub Saharan Africa

Technical Barriers to Trade

Trade Diversification

Mozambique Telecommunications Company
Trans African Concession

Technical Vocational Education and Training
United Kingdom

United Nation Conference on Trade and Development
United Nations Development Programme
United Nation Development Programme
United Nations Children’s Fund

United States

US Dollar

Value Added Tax

World Trade Organisation



Executive Summary

The consolidation of SADC regional integration involving all member
states constitutes a part of its strategic plan of achieving economic
growth and development, alleviate poverty and improve the quality
of life of the entire population of SADC.

Among various government measures and policies that can be
implemented, economic stability is vital. And to ensure its survival
member states adopted in 2001 the essential to create regional levels
of economic stability.

To measure the economic convergence, in numeric terms a number
of targets were defined.

The study's objective is to examine the impact of macroeconomic
policies and the country's capacity and potentialities in the process of
regional integration in light of the SADC protocols on macroeconomic
convergence trade finance and investments.

The study covers the following four general areas discussed in the
following chapters:

1) The basic macroeconomic policy framework, policy framework,
especially fiscal and monetary policies;

2) The trade policy framework;

3) The labour market policy framework; and

4) The social impacts that the various policy frameworks aimed at
achieving macroeconomic convergence and deepening SADC
integration have.

Basic Macroeconomic Framework

The main objective of Mozambigue's economic policy is to reduce the
high levels of poverty, which affects more than half the country's
population. The planning systems in Mozambique are thus conceived
towards the solution to this fundamental problem, which requires a
macroeconomic stability and the creation of a climate favourable to
private development initiatives.

The Government Programme, a plan produced every 5 years
following an electoral cycle, sets the broad goals for the following




five-year period. The Government Programme for 2005-2009 sets out

the following fundamental goals:

e Reducing the levels of poverty, through the promotion of a rapid,
sustainable and comprehensive economic growth;

e Ensuring the country's social and economic development, with focus
on the rural areas in view to reducing regional imbalances;

e Maintaining economic stability and promoting a business enabling
environment attractive to foreign investment;

e Keeping inflation at low and stable levels; and

e Keeping stable and competitive exchange rates to stimulate exports.

Annually, the Government of Mozambique is required to submit its Social
and Economic Plan (PES) to Parliament for appreciation and approval.

The PARPA (2001-2005) - Poverty Reduction Strategy Paper, presents
the Government's main economic and poverty reduction policy
objectives. This document states that the Government's central
objective is to substantially reduce poverty through measures to improve
capacities and opportunities for all Mozambican citizens, and in
particular the poor. The specific objective is to reduce the incidence of
absolute poverty from 70% in 1997 to less than 60% in 2005, and
less than 50% by the first decade of 2000.""

The fundamental assumption of economic growth strategy and
poverty reduction under PARPA is that the entrepreneurial initiative
will be the driving force of economic and social development, with
the state being responsible for the creation of adequate conditions
and infrastructure for private sector development.

The Government has identified key intervention areas, with greater
impact on economic growth and absolute poverty reduction, namely:
e Education (primary, secondary and higher, technical and professional

education);

e Health (basic health care, maternal and child care, endemic diseases,
tuberculosis, malaria, and HIV/AIDS);

e Development of Infrastructures (roads, energy and water);

e Agriculture and Rural Development (rural extension, surveys and
introduction of new technologies);

e Good Governance, Legality and Justice;

e Macroeconomic and Financial policies (macroeconomic stability).




Other important intervention areas, which have been identified for
the success of the strategy, are:

e Employment and private sector development;

e Social welfare;

e Housing;

e Fisheries;

e Tourism;

e Agro-industry and food processing;

e Transport and communication;

e Science and technology;

e Environment and reduction of vulnerability to natural disasters.

The Government objective of reducing absolute poverty was realised,
with the level of poverty incidence brought to 54% in 2002-03,
according to official published figures. The success in poverty reduction
was attained with a projected average GDP of 7.2% in 2001-2004,
excluding mega-projects.

Qualitative Overview of the Domestic Economy

Mozambique has been showing impressive positive results in the last
decade, from a war economy to a prosperous economy, with high
growth rates, averaging 6.6 in the last 6 years (1999 - 2004). Excluding
the effects of the 2000 floods, which resulted in growth declining to
1.9 %, the economy grew by about 8.5% in that period. A combination
of several factors, including political stability, economic reforms, steady
foreign investment flows, and the gradual integration in regional
markets, without ignoring the role of international community support,
had an important role in the high economic growth rates recorded in
recent years (DTIS 2004).

Undoubtedly the country has been recording remarkable
improvements in various areas, such as macroeconomic management,
through which it achieved significant levels of macroeconomic stability.
Inflation declined from about 53% in 1995 to sustainable levels in
recent years, with a 12% average in the last five years, 9.1% in 2004
(Table 2.1).




Despite these substantial achievements, Mozambique is still one of
the world's poorest countries. About 54.1% of its population is living
below the poverty line. According to data of the Il Household Survey
of 2002-2003, against about 69.4% in 1997-1998, representing a
15% reduction in poverty levels only in five years. About 37.9% of
the population lives on USD 1 per day, and 78.4% with less than USD
2 per day. GDP per capita stands at about USD 240 being therefore
among the poorest, occupying the 171 place in the ranking of the
Human Development Index, in a group of 177 countries (UNDP 2005).

Fiscal policy reforms aimed at increasing internal revenue were
adopted in the last 10 years, through tax base enlargement, reduction
of tax rates, introduction of value added tax, review of the code of
fiscal benefits (2002), reforms in direct taxes, with the introduction of
IRPS and IRPC. These reforms have been accompanied by the
modernisation of the fiscal administration, which should culminate in
the establishment of the Central Revenue Authority of Mozambique.
In 2004, the Government introduced the single tax-identification
number (NUIT), which allows better control of revenues from collective
and singular persons.

Still in the context of fiscal policies, with regards to public finance,
the reforms should contribute to:

e A gradual increase in the level of internal revenues;

e A simplification and consolidation of the tax system;

e An adoption of measures aimed at widening the tax base;

e A continuation of the modernisation of tax administration;

e An increase in transparency in the region and utilisation of public
funds;

e A continuation of the implementation of the national debt strategy,
aimed at a long term and sustainable indebtedness;

e A continued allocation of most resources to key selected areas in

PARPA; and
e An adoption of a new public procurement regime.




Trade Policy Framework

Mozambique's external trade policies are designed to create an
environment conducive to promoting its products in international
markets, especially in the developed countries of Europe, America,
and Asia without prejudice to the promotion of intra-African trade.
Trade policies are formulated with a view to speeding up Mozambique's
industrialisation process, and in such a way as to make access to foreign
markets easier for Mozambican products. In pursuing these objectives,
Mozambique has entered into multilateral, regional, bilateral and
preferential trade agreements as mentioned below.

Mozambique is a member of the World Trade Organization, (WTO)
World Bank, the International Monetary Fund (IMF), the Cotonou
Agreement and the Southern Africa Development Community (SADC.)

Mozambique has signed bilateral trade agreements with Malawi
and Zimbabwe, and a Trade and Investment Framework Agreement
with the United States of America.

Trade Policy Reforms: The trade policy reforms in Mozambique
include a progressive reduction of taxes on international trade,
reduction of barriers to imports and exports of goods and services.

In 2002, a new customs tariff schedule was introduced. In 1997,
Mozambique signed a contract with Crown Agents, which enabled
the modernisation of the Mozambican customs services, Direccao-Geral
das Alfandegas, with IT and highly qualified personnel. Alfandegas is
in the process of harmonising documentation with the region and
improving its infrastructures with a view to facilitating trade and
reducing delays in the clearing process.

Foreign Trade: Rapid expansion of exports has been an important
source of growth during the past 10 years in Mozambique. Since the
early 1990s, exports have expanded at an average rate of 10% per
year, substantially higher than world exports (6%). Mozambique is
one of the few countries in Africa that managed to increase its share
in world exports. This rapid export expansion was led by private initiative
both national and foreign and largely due to the implantation of Mega
projects MOZAL (aluminium) and SASOL (natural gas).




Labour Market Policy Framework

In view to rendering the labour market more flexible through simplified
foreign labour employment mechanisms,? the Government of
Mozambique introduced a programme that aims to improve the quality
of labour, through general or specific training initiatives. On the other
hand, the Government which was sworn in February 2005 intends to
give much focus on technical and professional education. The two
most complex issues in the labour law reform have to do with the
pressure to change the law, making it easy to hire (expatriates) and
fire workers. These reforms are aimed at the overall goal of improving
the business environment in Mozambique, which has consistently been
cited as one of the least friendly business environment.

Recent estimates from the World Bank show that Mozambique is
lagging behind in many categories, even at regional standards. For
instance, in Mozambique, it takes nearly 153 days to start a business
against an average of 60 days in the region. The costs of firing a
worker are twice higher than the region's average.

Achievements Towards Convergence

The SADC Memorandum of Understanding (MOU) on Macroeconomic
Convergence, adopted by the Ministers of Finance and Investment of
SADC, identifies the indicators for the macroeconomic convergence
process follow-up, as well as the targets regarded adequate for each
of the indicators, and also establishes the respective calendar.
Overall, the Mozambican Government long-term objectives (2005-
2009) for those indicators are in line with the objectives of the SADC
regional integration. Our analysis is limited by the fact that the country
does not have clear and quantified targets beyond 2009, the end of the
term of the Government currently in place. Most of the information for
2009 onwards is qualitative and without clear and quantified targets.
Commenting specifically on the target indicators of the MOU on
macroeconomic convergence, we note that the targets set out need
to be reanalysed taking into consideration the specific need of each

2 Decreto 57/2003, de 24 de Dezembro




country. For example, 7% growth rates in average by 2018 can be a
realistic indicator for Mozambique considering that the annual average
growth in the last years has been 6.8% against South Africa's growth
rate which was less than 1% in the period of 1980-1990 (BIDPA 2005).

We will focus our analyses on the medium term period, up to 2008,
where quantitative indicators are available. For 2012 and 2018, there
will not be any quantitative data as the Medium Term Fiscal Scenario

(CFMP) projections only cover the 2005-2010 period. The medium

term macroeconomic objectives defined and approved by the

Government, jointly with the Bretton Wood Institutions,* are:

e Core Inflation. In its 2005-2009 programme, the Government has
commited itself to keeping inflation at low and stable levels,
although without any specific figures. In 2004, inflation stood at
9.1% against the projected target of 11%. The CFMP assumes the
propositions for inflation in 2008 in the region of 5.9%, within the
requisites of the SADC convergence for this indicator. This becomes
more realistic considering the fact that we are using an "imperfect"
indicator (CPI), from which the food and energy have a high score
in the consumer basket.

e Budget Deficit as % of GDP. In 2004 the deficit before grants was
about 13%, a figure close to those registered for the indicator in
the past years. Despite the ongoing reforms aimed at increasing
internal revenues, Mozambique is not expected to meet the MOU
target of (5%) for 2008 given the country's high external
dependence. About 45% of the State Budget is covered by external
funds. Under its compromise with the World Bank, IMF and other
cooperation partners, the Government foresees a gradual increase
of internal revenues in percentage of GDP of about 14.8% (2004)
to 17% in 2009. The current internal state revenue remained stable
in the last six years. Along this period, the percentage of fiscal
revenue in relation to GDP stood at approximately 12%.

e External Debt as % of GDP. Mozambique's external debt has
created a special scenario in recent years in light of various initiatives.
Mozambique benefited from considerable relieves under HIPC: about
USD 6.0 billion in 1998 (before HIPC) to about 4.4 billion in 2004.

4 Unless otherwise stated the information for this indicators is drawn from (IMF 2005 and IMF 2004)




This made it possible to bring down the burden of debt servicing in
terms of exports of goods and services from 27 % to 5% after 2000;
and this is expected to remain below 10% by 2010. At present,
the debt stock in %age of GDP stands at about 175-200%, a
parameter considered "high". However, this scenario could change
considerably, as a result of ongoing initiatives, such as the G8
initiative to pardon 100% of the multilateral debt of Africa's poorest
countries. Unless drastic international decisions are taken on the
debt situation of the poorest nations, Mozambique does not present
a promising scenario towards meeting the SADC target (60%). The
country is currently concluding a debt strategy for a more responsible
indebtedness.

Current Account Deficit as % of GDP. In 2003 this indicator
stood at 6.2%, against 12.7% registered in 2002. Estimates for
this indicator are promising as the entry into operation of large
scale projects will contribute to an increase of exports of goods and
services. Exports have grown considerably since 2000 due to the
effect of mega projects. The export contribution of mega projects
has been at 50%.

GDP Growth. Mozambique had a significant economic growth rate
in the 1998-2004 period. Real GDP growth - including mega projects
- was above 10% throughout the period except 2000 with a 1.2 %
growth due to the floods. In 2004 the economy grew by 7.2%. For
the coming years the Government hopes to maintain the growth
rate at between 7-8%, which is consistent with the MOU target for
this variable. Estimates for 2005 point to a growth rate of about
7.7%.

External Reserves (months of imports). The Bank of Mozambique
has held net international reserves equivalent to more than 4 months
of imports, on average. The Bank of Mozambique has registered
progress in this area. Under its monetary policy and in line with its
compromises with partners, the Bank of Mozambique has sought
to maintain the volume of international reserves equivalent to 5-6
months of imports, a target attainable for Mozambique in 2006.
Central Bank Credit to Government. Since 2002, the Government
of Mozambique has been reducing budgetary deficit financing via
Bank of Mozambique loans. An analysis and Bank of Mozambique



statistics have shown a decline in credit to the Government since
2002. The Government undertook to reduce deficit financing via
Central Bank resources as one of the requisites for maintaining
macroeconomic stability.

e Domestic Saving Rates (%). Preliminary data for 2004 indicate an
economic saving rate of about 15.4%, with a projected increase to
about 16.1% in 2005 (Mozambique 2005 ¢).

In general, the indicators defined in the MOU are almost consistent
with the Government objectives. It is worth noting that in addition to
these specific objectives, the GOM equally assumes compromises with
the Bretton Woods institutions, with a broader set of objectives and
targets, which are evaluated periodically.

From the data available it is clear that most of the problems of
Mozambique regarding the matrix of convergence indicators, the
budget deficit as % of GDP and domestic savings rates (%), are areas
where the potential of achieving the compromises is very low. On the
other hand, the target indicators for inflation, debt, external reserves,
and central bank credit to government are likely to be achieved.

e Budget Deficit (% GDP): World Bank data states that Mozambique
is one of the countries most dependent on external aid worldwide

- about 50% of the budget is foreign financed. Some of the factors

accruing to the persistence of the high level of the government

budget are structural. From the revenue side, it is evident that the
capacity for mobilisation of domestic revenues is very low.

The level of revenues as percentage of the GDP has been barely

unchanged at the 12%, which is still very low compared to optimum

levels for this figure in developed countries. The expenditure side
has been showing an erratic behaviour. For instance, the current
expenditures have been unchanged at 13% of GDP, while the
investment expenditure is declining gradually, from about 13% in

2000 to 9.4% in 2004. In this regard, the emphasis has been put

on increasing the level of domestic revenues by more efficient tax

administration on revenue collection, including an effort to reduce

the level of off budgets (MPD 2005).




e Domestic Savings (% of GDP): This is related to difficulties with
limited development of the financial sector - has a poor liquidity,
poor level of competitiveness, poor domestic savings, and the
existence of few effective instruments to influence macroeconomic
indicators.

e Other Risks: The rapid spread of HIV/AIDS, and the high external
dependence of the economy are other risks to take into account.
About 15.6% of the population is infected with HIV/AIDS. More
that 50% of the budget is foreign financed.

Social Impact of Various Policy Frameworks

The social impact analysis used in this study follows the standards of
the methodology developed by the World Bank (2003), namely:

e \What is being analysed?

e \What is the welfare measure being assessed?

e \Whose welfare is being assessed?

e How are the impacts being channelled?

e How the institutions affect the outcomes?

e \When do impacts materialise?

e \What are the risks of an unexpected outcome?

Concretely, this study intends to analyse the socio-economic impact
resulting from the materialisation of the regional integration
convergence targets defined by SADC. We shall use two measures to
evaluate the impact. The impact will be evaluated by monitoring a
social indicator (incidence of poverty) and an economic indicator (GDP
growth rate) as per the policies adopted for convergence in the SADC
region. The Government policies and programme designed specifically
for the materialisation of these objectives - reduction of the high levels
of poverty incidence and promotion of rapid economic growth, based
on private sector development. We shall identify possible risks, which
can contribute to the non-materialisation of the expected impacts.
The social impact analysis of Government policies is basically through
information from the indicators below (Table 2.5). Wider focus has
been given to the evolution of the per capita income (GDP per capita),
employment growth, and life expectancy from birth, child mortality




rates, and education indicators. Poverty incidence is at the centre of
attention, being the Government's prime objective. We shall make a
brief description of the country's current status based on the referred
indicators, and in the next session evaluate the possible evolution of
the same in light of variations in the macroeconomic scenario, either
as a result of the SADC regional integration or even of Government
internal policies.

GNP per capita/GNI per capita (in USD purchasing power parity):
In 2002, the GNI per capita stood at USD 215. Though the per capita
income has followed a positive trend in recent years, it is still among
the lowest in the world and even within the region, excluding Malawi.
Employment and Unemployment Trends: Estimates on
employment in Mozambique are very scarce. A survey is currently
underway and should provide official data on this variable. However,
the cross data from different sources allows us to estimate the
unemployment rates at 21%, and according to the same sources,
about 81% of the population works in agriculture, 6% in industry,
and about 13% in services (Population Census 1997).

Human Development Index Trends: Mozambique is ranked 168 position
in the Human Development Index (2005), one of the world's lowest.
However, the country has been showing considerable improvements,
with the HDI evolving positively in recent years.

Life Expectancy: Life expectancy, like other social indicators, remains
very low and with a declining trend. Life expectancy from birth
decreased from 41.1 years (1975) to about 38.1 (2000). The spread
of HIV/AIDS is one of the main explanations for this negative trend.
Under-Five Mortality Rate: Although still high, there is a reduction
of under-five mortality rates. In 1997 Mozambique had an under-
five mortality rate of 219 per 1,000 live births, which reduced to
178 in 2003.

HIV Prevalence in the Adult Population: The HIV/AIDS pandemic
is an extremely important issue given its high incidence levels. Recent
data show an incidence rate of 15.6% among the adult population,
with about 500 new infections every day.

Adult Literacy Rate: Mozambique still presents very high illiteracy
rates. About 54% of the adult population is illiterate.




¢ Net Primary Enrolment Rate: The levels of primary education remain
very low (65.8 in 2003), furthermore only 38.7% (Mozambique
and PNUD 2005) against 39% (2001) of the student universe
concluded the primary cycle. The United Nations set as target a net
enrolment rate of 100% by 2015, in order to guarantee universal
education for all children.

e Tertiary Education Attainment Rate: Higher education conclusion
rates remain very low, with levels below 1% in recent decades 2003
show a 3% rate, with most higher education students being men
(0,5%); women (0.2%).

¢ Incidence of Poverty (percentage of the population living on less
than USD 1 per day): Mozambique registered a positive change in
terms of poverty incidence in the last five years. In 2003, about
37.9% of the population lived on USD 1 per day, against 64% in
1999. Among the determinant factors for poverty incidence
reduction are; (i) household agricultural production, (ii) increased
delivery of quality education and health services (due to strong
government investment in these areas), (iii) improved infrastructures
(roads, water and energy); (iv) strong international community
support.

e Poorest Fifth of Population's Share of National Consumption: In
1995, the poorest population quintile had access to only 6.5% of
the national income. The 2003 evaluation shows an unbalanced
distribution of wealth, with GINI passing from 0.40 (1997) to 0.52
(2003).

e Percentage of Population with Access to Safe Water: About 43%
of the population has no access to a safe potable water source in
Mozambique. The MDG target for this variable requires a reduction
by half, the number of people without access to potable water in
2005.

e Poverty Eradication: The SADC goal is to promote sustainable and
equitable economic growth and socio-economic development that
will ensure poverty alleviation, with the ultimate objective of its
eradication. The target of halving the proportion of the population
that lives on less than USD 1 per day between 1990 and 2015 as
defined in the RISDP has been already achieved. Currently around
30% of the population lives with less than USD 1 a day in




Mozambique. The national poverty line states that more than half
the population (54.1%) continue to live in absolute poverty.
Projections indicate that the poverty incidence rate could be at about
28% (World Bank 2005) For both indicators, Mozambique could
attain the objectives defined for SADC's convergence. However,
some important challenges lie ahead for the materialisation of this
objective, namely:

Need to maintain the current high levels of economic growth
the country has had in recent years;

Improve the effectiveness of foreign aid;

Rapid urban population growth without the necessary
correspondence in terms of infrastructures and income
opportunities;

High vulnerability to external risks, including natural disasters
(MPD and UNDP, 2005).

Combating the HIV/AIDS Pandemic: SADC Targets the spread
of HIV/AIDS to be reduced by 2007 and the prevalence of HIV,
particularly among young men and women to be reduced by
25% in all Member States; the proportion of infants affected by
HIV to be reduced by 60% by 2015 in all Members States.

The HIV/AIDS incidence rate among the adult population (15-
49 years) has known a worrying increase. From about 8.2%
(1998) to 13.6% (2002), and is currently at about 16.2% (2004).
About 500 new infections occur in Mozambique daily (2004).
The Government objective in this context is to reduce the number
of new infections from the current 500 per day to 350 (2009),
and 150 (2015) (MPD and PNUD 2005).

There are no reliable statistics on the incidence of AIDS among
children. The only available figures refer to the evolution of the
number of children orphaned by AIDS. In 2003 the number of
orphans due to AIDS was estimated at 225,000, with projections
indicating that by 2010 over 626,000 children will be orphaned
as a result of AIDS. The issue is the fact that primary school
attendance rate of orphan children is low compared to the other
group of children. In 2003, the attendance rate of orphan children
(10-14) was 62%, compared to 78.4% among non-orphan

children (MPD and PNUD 2005).




e Gender Equality and Development: The overall goal is to facilitate
the achievement of substantive equality between women and men
in the SADC region, through mainstreaming gender into all national
and regional policies, programmes and activities, and the adoption
of positive measures to accelerate progress in this regard.

Gender disparities are still a very strong reality in Mozambique in all
areas. In recent years, the Government of Mozambique adopted various
measures to reduce this type of disparities, as one of the ways of
reducing the high levels of poverty incidence. Latest statistics show
that women remain highly disadvantaged as far as access to education
is concerned. At primary level, the disparities have gradually been
reduced. The ratio of girls per boys has improved from 0.71 (1997) to
0.83 (2003). The scenario is slightly different at higher levels. For
example, at the second grade primary level (EP2) and secondary level,
the ratio has not registered changes since 1997 (about 0.67). This
situation shows that the country is unlikely to eliminate the gender
disparities at the primary and secondary levels even by 2015.

Although the country has been registering improvements in
literacy rates, the incidence of illiteracy remains much higher among
women than men (68.8% versus 36.7%). This disparity is more
significant and sharper in rural areas than in urban settings.

In terms of access of women to empowerment and decision
making, there have been significant improvements. Mozambique
ranks second in Africa (after Rwanda) and is among the top 20
performers in the world in terms of women in parliament whose
ratio has been improving positively in the last decades: 16% (1990),
25% (1997), 30% (2000), and currently there are 35% of women
in the parliament following the recent elections of 2004. The new
cabinet announced in February is lead by a woman (Ms Luisa Diogo),
who also served as Minister of Planning and Finance in the last
government. 6 of the ministries are headed by women and there
are 4 women vice ministers. At the local government, there are 2
women governours. Mozambigue has been successful in promoting
women to decision positions at the central level, but has not been
able to spread that trend to the local government, as can be seen
from the very weak level of women at the municipal and district
governing bodies.




Many challenges lie ahead towards the fulfilment of the goals in this

area, and these include:

e Little attention paid to the education of girls;

e High incidence of HIV/AIDS infection among girls and women;

e Conflict between formal and traditional education;

e High education costs (despite the abolition of fees);

e Security issues due to long distances to school, sexual harassment
and abuse by teachers and female colleagues, lack of female board-
housing;

e Poor participation of girls and women in technical and professional
education, particularly in high demand non-traditional employment
areas; and

* |nadequate institutional support for gender promotion, particularly
in the private sector, namely in policy promotion that prioritises
gender.

Macroeconomic Challenges facing Mozambique

HIV/AIDS: The incidence of HIV/AIDS could undermine growth and
poverty alleviation goals defined by the Government. A recent study
estimates that the current HIV/AIDS incidence trends could contribute
to GDP rate reduction by about 1 percentage point in the coming
years (Arndt, 2003).

Poverty: In a five-year period (1997 to 2003), the poverty incidence
level declined by about 15%. Projections suggest that by 2015 the
incidence levels could be at about 44% (Mozambique and UNDP 2005).
Despite this success, it is likely that there will still be hungry people in
2015.

Lack of Human Capital: The low level of human capital in Mozambique
is consistently indicated as one of the constraints to the country's
economic growth. Data point to a growth rate of about 0.3%, with
the largest parts of higher school students made up of men (0.5);
women (0.2).




Lack of Economic Diversification: Excluding mega projects,
Mozambique's traditional exports are essentially primary products not
manufactured, particularly fishing products and cash crops (cotton
and cashew nuts). The exports from mega projects have accounted
for about 50% of the total exports since 2003.

Lack of Economic Infrastructure: In the last 5 years, major inroads
have been made in the road sector, resulting in the reduction of the
extension of roads classified as bad. Although there have been
improvements in the primary and secondary roads, the low quality of
tertiary roads is still a severe problem. Tertiary and roads are crucial for
the overall development of the country particularly rural areas, and
this has a strong potential for poverty reduction.

Currently, only less than 10% of the houses has electricity nation-
wade. Most of the population rely on other sources of energy (wood,
coal and kerosene). From the private sector point of view, the poor
rural electricity coverage hinders the expansion of business activities
and pushes the cost of doing business higher.

Lack of Finance: The high level of interest rates are mentioned as one
of the most serious constraints in access to credit. Although the rates
have been declining in real terms in the last years more has still to be
done in order to push the rates down and expand the volume of
credit to the private sector. The high levels of interest rates are the
result of a poor lending environment due to the lack of contract
enforcement legislation on one hand, and poor collateral capacity to
access credit on the other.

Environmental Degradation: Although we cannot classify it as severe,
there are some signs of rapid deforestation, which can have effects on
biodiversity, with direct impact on the poorest strata of the population.
One area of concern has been small-scale mining activities carried out
using rudimentary practices that lead to widespread pollution of river
waters. These environmentally unfriendly activities are particularly
rampant in the centre and north of the country.

Gender Discrimination: No doubt the high disparities in the access to
services and income distribution for women is cited as one of the
causes of poverty. The last report on MDGs for Mozambique shows
that those disparities are still high, mainly in education, income and
employment opportunities.




Governance Problem: Democracy is still a recent phenomenon but
progress is promising. The country held its third general elections in
December 2004. Corruption is a widespread phenomenon. Mozambique
ranks among the most corrupt countries of the world, according to the
Corruption Perception Index by Transparency International.

Conclusions and Recommendations

One of the biggest problems for Mozambique regarding the
convergence matrix of indicators include the budget deficit (% GDP)
and (%) of domestic savings rates areas where the likelihood of meeting
the targets defined in the memorandum are very poor. However, the
country is committed and is working towards the fulfilment of the
requisites to a useful integration. The tariff rates applied to import
have been cut down drastically, and according to a recent World Bank
estimate, the average tariffs are around 9.4%.

The Mozambican financial system is still young, small, bank-based,
foreign-owned and highly concentrated (IMF 2001). Although a great
deal of reforms were conducted in the financial sector in recent years, a
lot more remains to be done, namely in the areas of foreign currency
management, greater Central Bank independence, payment systems,
banking supervision, legal instruments to regulate credit concession, capital
markets and insurance, and money laundering prevention mechanisms.
Under the ongoing reforms, the country needs to satisfy the requisites in
the financial system area in the perspective of regional integration. The
reinforcement of the Bank of Mozambigue payment system is underway.

Also underway are reforms in the legal sector in order to improve
the credit concession environment. One of the biggest obstacles cited
by Mozambican companies is high cost of credit and the difficulties
for its access. The difficulties in recovering bad debt have been
constantly pointed by the financial sector as a factor behind excessive
conditionality for credit. The main reforms towards a safer credit market
include: (i) developing out-of-court enforcement procedures or summary
enforcement procedures; (i) modernising and linking the Mozambican
property registries electronically; and (iii) over the long term, increasing
the category of property eligible as security (MPD 2005a).




The SADC ambitious goals and objectives, as captured in its Regional
Indicative Strategic Development Plan (RISDP), are to complete a Free
Trade Area (FTA) by 2008, become a Custom Union by 2010, create a
regional common market by 2015 and a monetary union by 2016.

The weakness of tax SADC policy, as well as in other member states,
affects also the macroeconomic performance and the process of SADC
integration. If the SADC countries can find common ways of conducting
trade with themselves and with all their trade partners, this will start
to counter the advantage of developed countries, and will improve
their (SADC) terms of trade with all partners.

For deepening integration in SADC, it is also required that the Mid
Term Review Process be transformed into the formulation of a future
vision for the region and examined how it will fit into global trade,
and, of particular importance, how it will differentiate itself and
compete with other regions.

If this region is to become a global player, then co-operation can and
must lead to greater economies of scale and the harnessing of various
comparative advantages must be done in order to make a far greater
impact on the global market than any single member state could muster.

In making trade policy choices and identifying and pursuing
alternatives, it is important for Mozambigue to consider the following
recommendations:

e |dentify country interests and possible trade-off and participate
actively in the multilateral, regional, and bilateral meetings or
conferences, to ensure that products of interest to Mozambican
producers are subject or not to high tariffs and export subsidies;

e Participate in tariff acceleration discussions within SADC;

e Continued efforts to liberalise SADC rules of origin;

e Tomeet SADC requirements and sell to South Africa, Mozambique
must shift from cost-efficient sources of raw material to South
Africa for plastics, and to the region for fabrics; and

e Continue bilateral negotiations to permit acceleration of duty
reductions between reciprocating partners with SADC.




Sumario Executivo
Politicas Macroeconomicas

A consolidacdo da integracao regional envolvendo os Estados
membros da SADC é uma pare integrante do seu plano estratégico
para se atingir o crescimento e desenvolvimento, aliviar a pobreza e
melhorar a qualidade de vida de toda a populacao da SADC.

Entre varias medidas e politicas governamentais que podem ser
implementadas, a estabilidade econémica é vital e pode assegurar a
criacdo de niveis regionais de estabilidade econémica através da
implementacao do Memorando sobre a convergéncia macroeconémica
dos Estados membros adoptado em 2001. Importa realcar que este
Memorando constitui agora uma dos Anexos preponderantes do
protocolo de Financas e Investimentos recentemente adoptado pela
Cimeira dos Estados e de Governo da SADC em Maseru -Lesotho.

Para medir a convergéncia macroecondémica, em termos numéricos,
foram definidas seguintes metas para varios indicadores que de vem
ser alcancadas por todos os Estados membros em 2008, 2012 e 2018.

O objectivo deste Estudo é examinar o impacto das politicas
macroecondémicas, potencialidades e capacidade de Mocambique
no processo de integracao regional a luz da convergéncia
macroecondmica, desenvolvimento do comércio, financas e
investimentos.

Como ¢é sabido o objectivo principal da politica econémica em
Mocambique é reduzir os niveis de pobreza absoluta que afectam
mais de metade da sua populacao. Dai que o sistema de planificacdo
econdmica em Mocambique tenha sido concebido para solucionar o
seu problema fundamental, o qual requer uma estabilidade
macroecondmica e criacdao de uma clima favoravel para o
desenvolvimento das iniciativas de desenvolvimento do sector privado.

O Programa do Governo - plano que é produzido de cinco em cinco
anos - seguindo o ciclo eleitoral para o periodo 2005-2009 apresenta
0s seguintes objectivos fundamentais:

e Reduzir os niveis de pobreza, através da promocdo de um
crescimento econdmicos rapido e sustentavel;




e Assegurar o desenvolvimento econémico e social, focalizado para
as zonas rurais tendo em vista a reducao dos desequilibrios regionais
dentro do Pais;

e Manter a estabilidade econémica e promover um ambiente acessivel
e atractivo de negocios para o investimento estrangeiro;

e Manter a inflacdo a niveis baixos e estaveis; e

e Manter estavel e competitiva as taxas de cambio para estimular as
exportacoes.

Anualmente é requerido ao Governo Mogambicano a submissao do
Plano Economico Social (PES) ao Parlamento para apreciacdo e
aprovacao e adicionalmente a estes dois instrumentos de planificacdo
econémica e social (Programa Quinquenal do Governo e PES) existe o
Plano para a Reducao da Pobreza (PARPA).

O PARPA | (2001-2005), por exemplo, tem como objectivo central a
reducao substancial da pobreza através de medidas que devem
melhorar as capacidades e oportunidades para todos os cidadaos
Mocambicanos e, em particular, para o pobre. O Objectivo especifico
do PARPA | era de reduzir a incidéncia da pobreza de 70 porcento em
1997 para menos de 60 porcento em 2005. O pressuposto
fundamental da estratégia de crescimento econdémico no ambito do
PARPA | era de que as iniciativas empresariais seriam a forca motriz e
motor do desenvolvimento econémico e social, sendo o Estado
Mocambicano o responsavel pela criacdo de condicoes adequadas e
de infra-estruturas para o desenvolvimento do sector privado.

Neste periodo (2001-2005) o Governo Mogambicano identificou
areas de intervencao chaves, com impacto no crescimento econémico
e reducao da pobreza absoluta, nomeadamente:

e Educacado (primaria, secundaria, terciaria e técnico - profissional);

e Saude (basica, cuidados médicos e materno - infantis, endemias de
malaria HIV/SIDA e tuberculose);

e Desenvolvimento de infra-estruturas (estradas, energia e agua));

e Agricultura e Desenvolvimento Rural (extensao rural, pesquisas e
introducao de novas tecnologias);

e Boa Governacao, Legalidade e Justica; e

e Politicas Macroecondmicas e Financeiras (Estabilidade
Macroecondmica).




Outras areas de intervencao identificadas para o sucesso da estratégia
de planificacdo econémica em Mocambique compreendem:

e Emprego e Desenvolvimento do Sector Privado;

e Bem Estar Social:

e Habitacao;

e Pescas;

e Turismo;

e Agro - indUstria e processamento de alimentos;

e Transportes e Comunicacoes;

e (Ciéncia e Tecnologia; e

e Ambiente e Reducdo da vulnerabilidade aos desastres naturais.

O objectivo de reduzir a pobreza absoluta foi realizado, tendo-se trazido
o nivel de incidéncia da pobreza para 54% em 2002-03, de acordo
com as publicacdes oficiais. O sucesso na reducao da pobreza foi
alcancado ao conseguir-se a taxa de crescimento do PIB projectada
em 7.2% para 2001-2004, excluindo os mega - projectos.

De facto Mocambique tem vindo a mostrar resultados de
crescimento positivo impressionantes, na ultima década com uma
economia préspera, com altas taxas de crescimento numa média de
6.6%. Nos Ultimos seis anos (1999 - 2004), excluindo os efeitos das
cheias de 2000, que resultaram num declineo de 1.9 porcento, a
economia cresceu em 8.5 porcento nesse periodo. A combinacao de
diversos factores, incluindo a estabilidade politica, reformas
economicas, fluxo acentuado de investimento estrangeiro, e a gradual
integracao no Mercado regional, sem ignorar o papel da comunidade
internacional que também jogou com o seu apoio contribuiu para as
altas taxas de crescimento registadas, no mesmo periodo.

Sem sombra de duvidas o Pais registou melhorias consideraveis em
varias areas, tais como a gestdao macroeconémica através da qual se
atingiu niveis significativos de estabilidade macroeconémica, com a
inflacdo declinando de cerca de 53% em 1995 para niveis sustentaveis
nos anos recentes, com uma média 12% nos ultimos cinco anos e
9.1% em 2004.

Apesar desses substanciais niveis alcancados na ultima década,
Mocambique € ainda um dos paises mais pobres do mundo. De acordo
com o inquérito dos agregados familiares (199...2000) 54.1% da sua




populacao vivendo abaixo da linha de pobreza, contra cerca de 69.4%

em 1997-1998, representando uma reducao da pobreza de 15% nos

ultimos cinco anos. Cerca de 37.9% da populagao vive com mais ou

menos $1.00 por dia, e 78.4% com menos de $2.00 por dia e o PIB

per capita é de $240.0.
A nivel de politicas fiscais, mais precisamente em termos de financas

publicas, as reformas em curso devem contribuir para:

e Um aumento gradual do nivel de receitas internas;

e Uma simplificacdo e consolidacdo do sistema tributario;

* Uma adopcao de medidas, visando o alargamento da base tributaria;

e Uma continuacdo da modernizacao da administracdo fiscal;

e Um aumento da transparéncia na regido e na utilizacao de fundos
publicos;

e Uma continuacdo da implementacdo da estratégia da divida
nacional, visando um endividamento sustentavel a longo prazo;

e Uma continuacao da alocagao de mais recursos para as areas
seleccionadas e ilustradas no PARPA | e II; e

e Uma adopcao de um novo regime de procurement publico.

Politicas Comerciais

No que concerne a politica comercial em Mocambique, ela esta virada
para a criacdo de um ambiente conducente a promocao dos seus
produtos nos mercados internacionais, especialmente para os paises
desenvolvidos da Europa, América e Asia, sem prejudicar a promocao
do comércio Africano intra-regional As politicas comerciais formuladas
até ao momento em Mocambique sdo fundamentais, tendo em vista
0 processo de industrializacao, e para que se alcance o acesso facil aos
mercados internacionais para a colocacao dos produtos Mocambicanos

Na prossecucao dos objectivos definidos nessas politicas comerciais,
Mocambique entrou em acordos multilaterais, regionais, bilaterais e
preferenciais, sendo por isso membro da Organizacdo Mundial do
Comércio (OMC), Banco Mundial, Fundo Monetario Internacional
Acordo do Cotonou e SADC.

A de reforma da politica comercial em Mocambique inclui uma
reducado progressiva de taxas sobre o comércio internacional e a reducao




de barreiras tarifarias sobre importacoes e exportacoes para bens e
Servicos.

Em assim que em 2002 foi introduzida uma nova pauta aduaneira.
Em 1997 Mocambique assinou um contracto com a Crown Agents,
que modernizou as Alfandegas de Mocambique e permitido um
aumento substancial das receitas.

As exportacoes como principal fonte para o crescimento econémico,
foram expandias nos ultimos dez anos. Desce a década 1990, as
exportacdes registaram uma expansao numa media anual de 10
porcento, que é substancialmente uma taxa mais alta dessas
exportacdes mundiais (6 porcento). Mocambique é um dos paises
Africanos que conseguiu um aumento da sua contribuicdo nas
exportacées mundiais Esta expansao rapida foi liderada pelas iniciativas
do sector privado nacional e estrangeiro e largamente com a
implantacao do projecto de aluminio, a MOZAL e do gas natural, a
SASOL.

Mercado e Politica Laborais

Tendo em vista tornar o Mercado de trabalho mais flexivel através da
simplificacdo de mecanismos para o emprego de trabalhadores
estrangeiros, o Governo de Mocambique introduziu, um programa
visando a melhoria da qualidade de trabalho, através de diferentes
iniciativas de treinos especificos. Por outro lado, o Governo proclamado
em Fevereiro de 2005 pretende dar maior enfoque na educagao técnico
e profissional. No entanto, os dois aspectos mais complexos na reforma
da Lei de Trabalho, é tornar a nova lei mais flexivel ao emprego de
trabalhadores estrangeiros e a melhoria do ambiente de trabalho em
geral em Mocambique, o que é consistente com o facto de citar o Pais
como um dos menos favoraveis ao desenvolvimento de negécios.

Desempenho de Mocambique para alcancar os indicadores de
convergéncia

O Memorando da SADC sobre a Convergéncia Macroecondémica
adoptado pelos Ministros responsaveis pelas e financas e investimentos
da SADC identifica claramente os indicadores de convergéncia

Observa-se com base neste Estudo que os objectivos, em geral,
para 2005-2009 alguns dos seus indicadores estdo em linha com os




objectivos da integracdo regional da SADC. Todavia a analise feita no

Estudo é limitada pelo facto de ndo existir em Mocambique indicadores

quantificados para além de 2009, que sera é o ultimo ano do actual

mandato do Governo Mocambicano. A maioria da informacao para
além de 2009 é qualitativa sem metas claras quantificadas.

Especificamente sobre as metas indicadas no Memorando (Anexo
do Protocolo de Financas e Investimentos da SADC) para a
Convergéncia Macroecondmica, nota-se que é necessarios uma
reanalise das metas indicadas, tomando em conta aspectos especificos
de cada Estado membro. Por exemplo, a taxa de crescimento de 7%
até 2018 pode ser realistica para Mocambique considerando que a
taxa de crescimento médio anual foi de 6.8% contra as taxas de
crescimento alcancados por outros paises da SADC.

No Estudo de Mocambique o enfoque foi mais na analise em termos
de um periodo médio até 2008, onde estao disponiveis indicadores
quantitativos. Para 2012 e 2018, pelo facto de nao existirem dados
quantitativos, foram usados dados Cenario Fiscal de Médio Prazo
(CFMP) projeccdes que cobrem apenas o periodo de 2005 a 2010. Os
objectivos do CFMP definidos e aprovados conjuntamente pelo
Governo e pelas instituicoes de Bretton Wood sao:

e Inflacdo No Programa Quinquenal 2005-2009 o Governo assume o
cometimento de manter a inflacdo a niveis baixos e estaveis, embora
sem nenhum numero especifico. Em 2004 a inflacdo cifrou-se em
9.1%, contra a meta projectada de 11%. O CFMP assume a
proposicdo para 2008 de uma inflacdo da regido de 5.9%, dentro
de requisitos da convergéncia na SADC para este indicador. Isto
orna-se mais realistico considerando o facto de que Mocambique
usa um indicador imperfeito, O Indice de Preco ao Consumidor
(IPC/CPI), a partir do qual os produtos alimentares e a energia tém
tido a cotacdo mais alta na cesta basica.

e Défice Orcamental como % do PIB. Em 2004 o défice antes de
empréstimos era de cerca de 13%, uma cifra proxima doutras cifras
registadas nos anos anteriores. Devido as reformas em curso que
visam o aumento das receitas internas, Mocambique podera nao
atingir a meta constante do Memorando, cujo indicador é de é de
(5%) para 2008 dada ao alto grau de dependéncia externa. Cerca
de 45% do Orcamento do Estado é coberto por fundos externos.




Com base no compromisso com o Banco Mundial, Fundo Monetario
Internacional e outros parceiros de cooperacao, o Governo
Mocambicano prevé um aumento gradual de receitas internas de
14.8% em 2004 para 17% em 20009.

Divida Externa como % do PIB. A divida externa de Mocambique é
conhecida como um cenario especial nos ultimos anos a luz de
varias iniciativas. Mocambique beneficiou de consideraveis alivios
no ambito do HIPC, com cerca de $ 6.0 bilides em 1998 antes do
HIPC para cerca 4.4 bilides em 2004, e através deste alivio foi possivel
trazer o peso do servico da divida, em termos de exportacoes de
bens e servicos, de 27% para 5% depois de 2004, e espera-se que
se mantenha abaixo de 10% até 2010. O stock actual da divida
em %agem do PIB é de cerca de175 -200%, um parametro
considerado alto. Contudo, este cenario pode mudar
consideravelmente, como resultado das iniciativas em curso, tais
como a iniciativa do G8 para perdoar 100% da divida multilateral
dos paises Africanos mais pobres. A nao ser que decisbes
internacionais drasticas ocorram para as nacdes mais pobres,
Mogambigue ndo monstra um cendrio promissor para alcancar a
meta da SADC (60%). O Pais esta presentemente a concluir uma
estratégia para assumir maior responsabilidade sobre o seu
endividamento.

Défice da Conta Corrente como % do PIB. Em 2003 este indicador
foi de 6.2%, contra 12.7% registados em 2002. Estimativas para
este indicador sdo promissores como a entrada de grandes projectos
contribuirdo para o aumento de exportacbes de bens e servicos. As
exportacdes cresceram consideravelmente em 50%. devido ao efeito
dos mega projecto.

Crescimento do PIB. Mocambique teve uma taxa de no periodo de
1998 a 2004. Em 2004 a economia cresceu em 7.2% e para 0s
anos subsequentes, o Governo espera que se mantenha a taxa de
crescimento entre 7-8%, que é consistente com a meta definida
no Memorando sobre a Convergéncia Macroeconémica.

Reservas Externas (meses de importacoes). O Banco de Mocambique
assegurou em média reserves internacionais equivalentes a mais
de 4 meses de importacoes, tendo-se registado progressos
assinalaveis nesta area No ambito desta politica monetaria, e em




linha com os compromissos assumidos com 0s seus parceiros, o
Banco de Mocambique pensa que podera manter o volume de
reservas internacionais equivalentes a 5/6 meses de importacoes,
em 2006.

" Crédito do Banco Central ao Governo. Desde 2002, o Governo de
Mocambique tem vindo a reduzir o défice orcamental via
financiamento do Banco Central. Uma anadlise das estatisticas do
Banco de. Mocambique tem mostrado um declinio desde 2002. O
Governo tomou esta reducao do financiamento do Banco Central
como um dos requisitos para manter a estabilidade
macroeconoémica.

" Taxa de Poupanca Domestica (%). Os dados preliminares de 2004
indicavam uma taxa de poupanca econémica de 15.4%, com um
aumento projectado para cerca de 16.1% em 2005.

Em geral os indicadores definidos no Memorando sdao quase
consistentes com os objectivos do Governo Mocambicano. Porém, a
existéncia de poucos instrumentos efectivos para influenciar os
indicadores macroecondmicos e o limitado desenvolvimento do sector
financeiro provoca, uma liquidez da economia relativamente pobre,
um pobre nivel de competitividade e uma pobre poupanca doméstica..
Outros riscos considerados no Estudo com grande impacto sobre a
economia compreendem a rapida propagacao do HIV/SIDA e a alta
dependéncia externa da economia Mocambicana. Acerca de 15.6%
da populacdo esta infectada pelo HIV/SIDA e mais de 50% do
Orcamento do Estado é financiado pelos fundos externos.

Impacto Social das Politicas Econémicas

A analise do impacto social usado no Estudo segue os principios da
metodologia desenvolvida pelo Banco Mundial, nomeadamente:

e O que é que esta sendo analisado?

e Qual é a medida do bem estar que esta sendo acedido?

e De que bem estar esta sendo acedido?

e Como os impactos estdo sendo canalizados?

e Como as instituicdes afectam os resultados?

e Quando é que o impacto se materializa?




e Quais sao os riscos de um resultado nao esperado?

Concretamente, é intencao do Estudo fazer uma analise do impacto
socio-econdmico resultante da materializacdo da convergéncia
macroeconémica no processo de consolidacao da integracao regional
da SADC. Devemos usar duas medidas para avaliar esse impacto. Avaliar
o impacto através da monitoria do indicador social (incidéncia da
pobreza) e um indicador econémico (taxa de crescimento do PIB) como
politicas adoptadas para a convergéncia macroeconémica da SADC.
As politicas e programas do Governo sao designados especificamente
para a materializacdo desses objectivos de integracao regional - reducao
de latos niveis de incidéncia da pobreza e promocao do crescimento
econoémico rapido, baseado no desenvolvimento do sector privado. O
Estudo identifica possiveis riscos, que podem contribuir para a nao
materializacado dos impactos esperados com a integracao regional da
SADC.

Mocambique ocupou a 1682 posicdo no [ndice de Desenvolvimento
Humano (2005), uma das mais baixa do mundo, embora o Pais esteja
a registar algumas melhorias nos ultimos dois anos (2004 e 2005).

A esperanca de vida, tal como outros indicadores sociais, mantém-
se muito pobre e com uma tendéncia para o declinio. A esperanca de
vida a nascenca de cresceu de 41.1 anos em 1975 para cerca de 38.1
em 2000, sendo a disseminacao do HIV/SIDA uma das explicacoes
desta tendéncia negativa.

Embora esteja ainda alta, a taxa de mortalidade infantil abaixo dos
cinco anos conheceu uma relativa reducdo. Em 1997 Mocambique
teve uma taxa de mortalidade infantil abaixo dos cinco anos de 219
por 1000 nascimentos vivos que reduziu para 178 em 2003.

A prevaléncia da pandemia do HIV/SIDA é um assunto extremamente
importante a considerar dado ao seu elevado nivel de incidéncia. Dados
recentes mostram uma taxa de incidéncia de 15,6% da diversa
populacdo adulta, com 500 novas infeccoes diariamente.

Cerca de 54% da populacao adulta é analfabeta. Os niveis de
educacao primaria permanecem baixos ((65,8% em 2003), e
posteriormente em 2004, apenas 38.7% contra 39% em 2001 sao







1 Introduction

n 25 June 1975, Mozambique became an autonomous nation
following the proclamation of independence from Portugal, after
more than 500 years of colonial domination.

Mozambique is on the southeast coast of Africa with an area of
801,490 square kilometres. It borders South Africa, Swaziland,
Zimbabwe, Malawi, Zambia and Tanzania. The country has a 2,600
km Indian Ocean coastline, and is served by 25 main rivers and several
deep-water ports. About 80% of its 19.4 million inhabitants live in
the rural areas. Most of its 10 provinces are sparsely populated.
Nampula and Zambezia are the most populated with 40% of the
country's total population.

Following independence, a one-party state based on a socialist model
of economic orientation was established. Private enterprises were
nationalised, collective farms created, and centralised planning
adopted. As one of the consequences of those scenarios, a civil war
broke out between the Mozambique Liberation Front (FRELIMO)
Government and the dissident group, the Mozambican National
Resistance (RENAMO) in 1976, causing rapid shocks on trade and
industry through systematic sabotages of the country's infrastructure.
In addition, the country plunged into extreme external dependence.

The Mozambican Government began dismantling the centralised
planning system in the 1980s with the introduction of the Economic
Recovery Programme (PRE) which envisaged market economy policies,
including company privatisation, establishment of the exchange rate
and prices by the market, rationalisation of public finance and fiscal
balance. On 4th of October 1992, the two parties signed a General
Peace Accord, and since then the Government of Mozambique has
been achieving historic development milestones. These achievements
are also associated with a prudent macroeconomic management - the
economy has been growing at an average that is close to 10% per
annum. The Government is committed to absolute poverty alleviation.

In 1984, Mozambique became a member of the World Bank, the
International Monetary Fund (IMF), and of the Lome Convention. A
new constitution was adopted in 1990 and the first multiparty elections
in the country's history were held four years later.




In 1997, Mozambique embarked on structural measures towards
a market economy and as a result the macroeconomic variables
(inflation, exchange rate stability and budget equilibrium) gradually
consolidated over the past decade.

From 1997 to 2004, economic activity was mainly driven by the
strong performance of the extractive and manufacturing industries,
dominated by the few large foreign ventures ("the mega-projects"),
while little has been done to create broader-based growth and
competitive productive capacities. Additionally, Mozambique must
confront the serious and deteriorating problem of HIV-AIDS and the
severe human resources deficit.

Real GDP growth reached 7.2% in 2004 mainly as a result of the
two foreign-owned mega-projects, namely the natural gas pipeline
led by South Africa's petrochemical giant, Sasol, and expansion of the
aluminium smelter Mozal, which is in line with 8% growth target
under Poverty Reduction Strategy Paper (PARPA). For 2005, GDP growth
is expected to average 7.7% and to fall slightly to 6.7% in 2006 (IMF,
2005 and Africa Economic Outlook, 2004).

The objective of this study is to examine the impact of
macroeconomic policies and the country's capacity and potentialities
in the process of regional integration. According to the TOR, "the
basic thrust of the country study is to provide a broad stock-taking of
the status of the basic macroeconomic policy framework of
Mozambique, with respect to recommendations set out in MOU on
Macroeconomic Convergence, in order to provide policy advice to
SADC and national policy makers".




2 RISDP Goals and Objectives
2.1 Poverty Reduction

Poverty in all its dimensions constitutes one of the main challenges

the SADC region has to confront. The poverty situation in the region

is reflected by the low levels of income and the high levels of human
deprivation. According to RISDP, about 70% of the region's population
live below the international poverty line of USD 2 per day, and 40% or

76 million inhabitants live below the international poverty line of USD

1 per day with Zambia and Mozambique being among the most notable

examples. The largest human deprivation manifests, mainly, in the

form of low access to potable water and child malnutrition.

In addition to the impact of HIV/AIDS, poverty in the SADC region
is also exacerbated by drought, which is behind the current food crisis
that is particularly acute among vulnerable groups, such as elderly or
children headed households which is the consequence of economic,
technical, environmental, social, political and exogenous factors.

The following objectives are part of the SADC? policies that can
contribute to poverty reduction:

1. Promoting economic growth and sustainable and equitable socio-
economic development that ensures the alleviation of poverty, and
ultimately its eradication;

2. Enhancing the standard and quality of living for the people of
Southern Africa, and support the socially disadvantaged through
regional integration;

3. Promoting and optimising productive employment and a sustainable
utilisation of natural resources and an effective environment protection;

4. Combating the HIV/AIDS and other fatal and infectious diseases; and

5. Ensuring that poverty eradication is included in all the programmed
activities of SADC.

In the light of the SADC vision of a common future within a single
regional community, and of its mission to promote economic growth

' The most affected countries are Angola, Mozambique,Lesotho, Malawi, Zambia and Swaziland
2 The most affected are Angola, Mozambique, Malawi, and Zambia (all with over 26 % of children
under five years undernourished) and Namibia and Tanzania with higher rates of undernourished

under five year old children.




and equitable socio-economic development, the ultimate goal under
the regional Indicative Strategic Development Plan (RISDP) is to deepen
the SADC integration agenda, with a view to accelerating the
eradication of poverty and achieving the other economic and social
development goals.

2.2 Economic and Social Development

SADC is currently made up of fourteen countries that are in different
stages of development, but with predominantly underdeveloped
economies, except South Africa. As a result, there are wide social and
economic development asymmetries with some countries achieving
high growth rates and others extremely low economic growth rates.
Accelerating economic growth and development is necessary
throughout the SADC region. For example, on a GNP per capita basis,
two SADC members are ranked as the lowest in the world. Even in
areas where SADC countries have largely performed better than most
other African countries, which are still lagging behind especially those
without reasonable access to safe water, sanitation or health services.
The top priority is to ensure that the opportunities and benefits of
economic growth are distributed more equitably, with the larger share
given or allocated to the poor and especially women and children
who are the majority.
Without economic growth, however, there will be few benefits to
share. Without equity-led growth, poverty and the associated
environmental degradation will increase. Equity-led growth strategies,
which put and keep the focus of the development on the poor majority
of people and countries, are needed to accelerate the pace towards
sustainable development in the SADC region. By shifting the focus to
people rather than projects, equity-led growth shares many of the
goals and attributes of the sustainable human development approach
pioneered by UNDP as development for the people and by the people.
The three overall goals for sustainable development in the SADC
region are:
1. To accelerate economic growth with greater equity and self-reliance;
2. Toimprove the health, income and living conditions of the poor majority;




3. To ensure equitable and sustainable use of environment and natural
resources for the benefit of present and future generations.

These three goals constitute one agenda for action. None is achievable
without the other and they are not also achievable without significant
changes in international trade and macroeconomic policies. Without
more equitable international economic arrangements, most developing
countries in and outside the SADC region have limited scope and little
hope for achieving economic, social and environmental sustainability.

In 2002, SADC's combined GDP was 226.1 billion, and average per
capita income was about USD 1000 per annum. South Africa accounts
for approximately three quarters of total SADC's Gross Domestic
Product (GDP) and approximately one third of the total SADC
population. Most of SADC countries are small and endowed with
natural resources, particularly mineral resources, agricultural, sea and
marine resources and wildlife. Excluding Madagascar. Table 1 provides
basic economic data for the SADC countries.

Table 1: SADC Countries Basic Data

Member State Pop DGP per GDP per Imports Exports
1. Angola 14.0 9,757 700 3,07 5,96
2. Botswana 1.74 6,5 2,796 2,27 2,89
3. DRC 54.9 5278 96 0,786 1,158
4. Lesotho 2.24 0,79 366 0,97 0,04
5. Malawi 11.2 2,277 198 0,596 0,371
6. Mauritius 1.2 4,831 3,933 3,064 3,165
7. Mozambique 18.1 3,492 193 1,374 0,845
8. Namibia 1.9 2,82 1,667 1,32 1,28
9. S. Africa 45 .4 159,9 3,452 42,2 45,1
10. Swaziland 1.06 1,22 1,109 0,93 0,82
11. Tanzania 33.6 9,74 266 1,93 1,68
12. Zambia 10.4 4,34 392 1,6 1
13. Zimbabwe 11.6 22,0 1,891 2,32 2

Source: SADC Secretariat, 2002




2.3 Free Trade Area and Custom Union

ADC is implementing a Protocol on Trade Exchanges, which will

lead to a Free Trade Area by 2008. To this effect, it is imperative
that SADC rapidly develops a regulated, predictable and applausive
trade and financial system. RISDP considers the liberalisation of trade
as key to a deeper regional integration and eradication of poverty.

It is important to note the existence in the SADC region of the
Southern African Customs Union (SACU* ), which is benefiting from
the Trade and Development Cooperation Agreement between South
Africa and the European Union, and that some SADC member states
are part of the Common Market of East and Southern Africa (COMESA®).
The negotiations towards the creation of the SADC Customs Union
are expected to be concluded by 2010.

To clear the way for a Customs Union within SADC, the issue of
multiple affiliations of some member countries must be addressed.
Multiple memberships to different economic integration organisations,
and the proliferation of Free Trade Areas - the majority of which at
bilateral or even more limited - are beginning to cause increasing
concerns in different organisations, including the African Union.

2.4 Common Market and Monetary Union

rom a population of about 60 million in 1980 when the organisation

was formed as the Southern Africa Development Coordination
Conference (SADCC), the market has now raised more than 200 million
consumers. The sharp increase in population is attributed to natural
growth, as well as new member states that have joined over the years
increasing from 9 founding nations to the present 14 Member States.

The establishment of a free market area and of a customs union
are some of the essential conditions for the SADC common market.
Negotiations around these issues are expected to be concluded in 2015,
which would mean a common external tariff and ultimately a common
currency in 2016. However, all this will depend on the successful

4 SACU: - South Africa, Namibia, Lesotho, Swaziland and Botswhana
> COMESA: Burundi, Comores, Djibuti, Egypt, Eritrea, Ethiopia, Quenia, Madagascar, Malawi, Mauritius,
Ruanda, Seycheles, D. R. Congo, Sudan, Swaziland, Uganda, Zambia and Zimbabwe




implementation of the Trade Protocol, which started in 2000. The
protocol provides for a gradual elimination of customs duties or tariffs
and non-tariff barriers to trade. By 2008, all goods traded in SADC
should be substantially duty-free.

Following the creation of SADC's Customs Union, the parties must
move on to creating and consolidating the SADC Monetary Union.
This process is closely related to a successful macroeconomic
convergence, creation of stable and harmonised exchange rates
systems, liberalisation of capital transactions and of current accounts,
and the adoption of a market-oriented approach in the implementation
of the monetary policy.

A monetary union is neither viable nor desirable for Southern African
states. Technocrats in back rooms are laying the foundation for a
monetary union that aims for the 14 SADC countries to adopt a single
currency and central bank by 2016.

The economist Iraj Abedian, suggests that it will take several miracles
for the SADC to achieve monetary union by 2016, saying: "It needs
not only political will but also institutional and policy convergence."







3 Macroeconomic Convergence and SADC
Policy

3.1 MOU on Macroeconomic Convergence

Recognising the need to accelerate economic growth, investment
and employment in the region through increased cooperation and
coordination, and in view to implementing economic inductive
macroeconomic policies, member states have committed to sign a
Memorandum of Understanding on Macroeconomic Convergence® .

The Committee of Ministers responsible for finance and investment,
in adopting the MOU on Macroeconomic Convergence, identified a
set of economic indicators for measuring macroeconomic convergence
and the numeric targets they believed would be appropriate for the
chosen indicators. These are reflected in the table below.

Table 2: Target Indicators for MOU on Macroeconomic Convergence

Target Indicators 2008 2012 2018
Core Inflation 9% 5% 3%
Budget Deficit as a %age of GDP 5% 3% 1%
External Debt as a %age of GDP 60% 60% 60%
Current Account Deficit as a %age GDP 9% 9% 3%
Growth rate 7% 7% 7%
External Reserves (Import Cover in months) 3 6 6
Central Bank Credit to Government 10% 5% 5%
Domestic Savings Rates 25% 30% 35%

Source: SADC Secretariat, 2004

Other macroeconomic targets covered by the Memorandum of

Understanding include:

e Raising domestic investment levels to at least 30% of GDP by 2008;

* Interconnecting the payments and clearing system in SADC by 2008;

e Achieving currency convertibility by 2008;

e Finalising the legal and regulatory framework for dual and cross
listing of shares on the regional stock exchanges by 2008; and

6 One of the annexes of the Finance and Investment Protocol




Liberalising exchange controls on current account transactions
between Member states by 2006 and on the capital account by
2010 (Senaoana, 2004).

3.2 Finance and Investment Protocol (FIP)

Article 2 of the Finance and Investment Protocol (FIP)’, defines as

strategic objective: to facilitate regional integration, cooperation

and coordination within the finance and investment sectors in order to
diversify and expand productive sectors of the economy, and promote
regional trade with the ultimate objective of addressing poverty through:

Establishing an investment friendly climate in SADC;

Achieving and keeping stability and macroeconomic convergence
in the SADC region;

Cooperation and coordination among Member States in the field
of exchange control policies;

Establishment of principles that facilitate the creation of coherence
and convergence in the legal and operational structures of the
countries' Central Banks;

Establishment of a body to coordinate cooperation between the
Central Banks in the payment systems, compensation and regulation;
Coordination of activities responsible for the region's financial
development, as well as stimulate larger cross border flows of
financial capital for development;

Establishment of the SADC Development Fund;

Development of capital markets in the region; and

Regulating financial markets in the region.

3.3 Trade Protocol

he SADC Trade Protocol came into effect in September 1, 2000.
The overall objective is to have 85% of all intra-SADC trade at zero

tariffs by 2008 and the remaining 15% to be liberalised by 2012,
effectively establishing a free trade area (FTA). The main instrument of
trade liberalisation is therefore the elimination of customs tariffs and

7

FIP was finally approved by the SADC Summit of 2006



non-tariff measures on substantial intra-SADC trade. The intention is
also to extend trade liberalisation to services.

In addition, the protocol calls for other trade and investment
facilitation measures, including harmonisation of customs rules and
procedures, attainment of internationally acceptable standards, quality,
accreditation and metrology (SQAM), and harmonisation of sanitary
and phytosanitary (SPS) measures.

The reduction of tariffs is being carried out on the basis of four
categories®:

e Category A, requires immediate reduction of duty to zero at the

beginning of the implementation period, by 2000;

e Category B, deals with goods that constitute significant sources of
customs revenue and whose tariffs are to be removed over 8 years;

e Category C, deals with sensitive products (imports sensitive to
domestic industrial and agricultural activities) whose tariffs are to
be eliminated between 2008 and 2012; and

e Category D, which deals with goods that can be exempted from
preferential treatment under Articles 9 and 10 of the Trade Protocol,
such as firearms and ammunitions, comprising of a small fraction
of intra-SADC trade.

The implementation process of the trade protocol is designed in such
a way that South Africa and therefore, SACU will spearhead the
reduction of tariffs while other SADC Member States are proceeding
on a slower two track with further "back loading" in terms of their
imports from South Africa. Consequently, it is at this stage too early to
aim at a comprehensive analysis which links intra-SADC tariff
liberalisation to intra-SADC trade flows for the whole SADC.

According to the UNComTrade database, over the period of 1997-
2002, SADC's total imports were dominated by South Africa with
more than 60%. All other SADC members were around 4-5% except
Swaziland and Malawi, which account for about 2%; and SADC exports
were about USD 50 billion in 2002.

SADC Member States have agreed to cooperate in the area of trade
through the implementation of the Trade Protocol so that by 2012 all

& (Categories A and B should account for 85% of intra-SADC trade so that by 2008, SADC can be
regarded as a FTA in compliance with article 24 of the General Agreement on Tariffs and Trade (GATT)




products will be duty-free tradable in the region. The dependence on
tariff revenue has resulted in some countries intending to phase out
their tariffs in the 2004-2008 period, in order to allow time for
alternative sources of revenue to be explored, such as value added
tax.

SADC Member States have followed the principle of asymmetry,
which takes into account the different levels of development in the
region. SACU countries comprising Botswana, Lesotho, Namibia, South
Africa and Swaziland, have agreed to phase down their tariffs earlier
(by 2006) than the rest of the Member States, followed by Mauritius
and Zimbabwe as the intermediate group, and then the least developed
countries of Malawi, Mozambique, Tanzania and Zambia (MMTZ) which
in most cases start their phase down in the 5th or 6th year of
implementation of the Trade Protocol.

3.4 Labour Market Policies

ut of a population of about 200 million people in the SADC region,

less than 1 out of 10 has a job in the formal sector. The rest are
unemployed or struggle to find means of survival in the informal sector
or subsistence farming. At the same time, a large proportion of those
within the formal sector labour market earns less than a poverty wages.
Child labour, HIV, labour migration, low skills levels, tenant labour
systems and poverty within the labour market, pose further political
and economic challenges to the SADC countries and for regional
integration (Liv Torres, 1998).

The introduction of national social security and the harmonisation
of social security systems throughout the SADC region are important
issues to be addressed. The region today is challenged by the lack of
growth in the formal sector, huge wealth disparities and labour market
segmentation reinforcing the social cleavages in society at large. SADC
countries also inherited from colonial times, a low skilled workforce
and extremely divided labour markets in which highly paid skills and
resources had to be imported from outside. Furthermore, infrastructure
in most cases had to be developed from scratch with very few resources.
In Mozambique, for example, infrastructure had to some extent been




developed, but it was largely destroyed when the Portuguese pulled
out in the early seventies. The situation in Angola was very similar.

Southern African countries face many of the same issues in their
increasingly globalised economies. They share similar characteristics in
their labour markets and confront many of the same issues in their
relations with the international trade regimes and financial institutions
like the World Bank and the International Monetary Fund (IMF). While
regional labour market issues are increasingly being set on the political
agenda, and while regional co-operation has grown stronger during
the last few years, there is still some way to go in developing co-
ordinated regional strategies in the face of common and interlocked
challenges (Liv Torres, 1998).

The level of existing statistics and up-dated information we have
managed to get about Southern Africa, is however, very poor. This
needs to be improved in order to be able to make policy decisions on
national labour market policy and regional co-ordination.







4 Macroeconomic Stability Indicators
4.1 Inflation

As compared to the 1980s, most SADC countries have performed
relatively well in stabilising inflation rates since the early 1990s. In
2002 the average inflation rate in SADC was about 25%. Sound
macroeconomic policies and inflation targeting pursued by most SADC
Member countries are the key factors behind the decline of inflation
in the region.

Analysing the overall SADC trend in inflation, in the 1990s it is
important to note that the average inflation rate was negatively
influenced by high inflation rates experienced in those countries that
were involved in prolonged political turmoil and/or civil wars and,
therefore, running essentially war economies.

Despite improvements in overall macroeconomic management,
which impacted positively on inflation in the last decade, as reflected
in a significant decline in inflation rates, inflation remains one of the
major challenges to national and regional efforts for regional co-
operation and integration and poverty reduction (Table 3).

Table 3: Inflation in SADC Countries (1980-2003)

Member 1980-89 |1990-95 | 1996* | 1997* [1998* | 2000* |2001* |2002* | 2003*
State

1. Angola - 870.0 |14146.0 | 221.5 | 107.4 | 3440 | 169.0 | 110.0 130.0
2. Botswana 10.8 12.5 9.6 7.8 6.4 8.1 - 8.19 7.6
3. DRC - - - -

4. Lesotho 13.8 12.9 9.1 8.5 7.8 6.2 6.0 12.1 10.0
5. Malawi 16.82 30.8 37.7 9.1 29.8 29.5 27.4 14.8 10.1
6. Mauritius 11.2 8.2 6.6 6.6 6.8 4.2 54 6.4 6.2
7. Mozambique 451 47.5 44.6 6.4 0.6 12.7 9.1 17.2 15.0
8. Namibia 13.0 11.8 8.0 8.9 6.2 9.2 9.3 11.3 9.6
9. South Africa 14.6 11.8 7.4 8.5 7.0 5.5 5.7 10.0 9.2
10. Swaziland 14.2 12.7 6.5 7.2 8.0 10.8 7.4 11.9 10.5
11. Tanzania 30.1 28.9 21.0 16.1 12.6 5.9 5.2 4.6 4.7
12. Zambia 38.4 117.7 43.1 24.4 24.5 25.9 21.7 22.2 22.0
13. Zimbabwe 12.8 25.9 21.4 18.8 32.3 55.7 7451 135.0 275.0

Source: CIA (2000), *Standard Bank (2003)




4.2 External Debt

ost SADC countries have experienced an increasing external debt

burden over the last two decades. In some countries such as
DRC, Mozambique and Zambia, the external debt has been high (Table
4).

Due to this debt positions, access to external funding sources, other
than official sources on highly concessional terms, remains limited.
Five of SADC Member states are eligible to the Highly Indebted Poor
Countries Initiative (HIPC). Two of them, namely Mozambique and
Tanzania have reached the completion point. Another two, Malawi
and Zambia, have reached the decision points while the DRC is still
under consideration.

The HIPIC initiative is expected to relieve considerable levels of
resources, which may be applied directly in poverty reduction areas of
development in the concerned SADC Member States.

Table 4: External Debt Situation (% of GDP)

Member state Range of External Debt*
1. Angola 100-140
2. Botswana 20-25
3. DRC 200-225 (H)
4. Lesotho 75-100
5. Malawi 150-160 (H)
6. Mauritius 50-60
7.Mozambique 75-100
8. Namibia -

9. South Africa -
10. Swaziland -

11. Tanzania 75-100
12. Zambia 175-200 (H)
11. Zimbabwe 50-75
SADC 100-125

Source: World Bank, 2002
* Based on discounting techniques
H = High




4.3 Current Account

he SADC overall annual average current account balance for the

period of 1990-2000 is negative. However, an analysis of the
underlying country trends during this period reveals three categories
of countries:

e The first category represented by Botswana, Namibia, and to certain
extent Mauritius, enjoyed rising current account surpluses
throughout the period of analysis;

e The second category includes South Africa, Swaziland, and
Zimbabwe. These countries have experienced a modest level of
current account deficits, which do not exceed, on average, 5% of
GDP during the period of analysis; and

e The third category of countries, with high and deteriorating current
account deficits include Angola, Lesotho, Malawi, Mozambique,
Tanzania, and Zambia.

4.4 Other indicators

able 5 below, illustrates the significant improvements that have
been achieved in the area of macroeconomic management and
performance in most of SADC countries. Nevertheless, a lot still remains
to be done if SADC is to make a dent in poverty in the next decades.

A successful restructuring of SADC Member States should lead to
more diversified economies and significant reduction in the countries
members over dependence on primary commodities. This would also
contribute to increase in the volume of intra-regional trade.

SADC countries should accelerate efforts to bring their negative
fiscal balances to sustainable levels. Most SADC Member States
continue to experience relatively high budget deficits. There is also a
need to improve the control of current and capital expenditures in the
all SADC countries.

Real GDP growth rate: The average regional GDP growth rate
during 2001-2004 was significantly positive, although the growth
pattern fluctuated from year to year and reached 3.4% in 2004.




Fiscal balances: Despite efforts during 2001-2004 to bring negative
fiscal balances to sustainable levels, most SADC countries continued
to experience relatively high budget deficits.

Terms of trade: Foreign trade plays an important role in the
economies of SADC Member States. Trade is relatively a more important
component of GDP in small countries like Lesotho and Swaziland than
in large countries like South Africa. The terms of trade (total merchandise
trade) of SADC increased between 2001 and 2004 (Table 5).

Table 5: SADC Region Key Macroeconomic Indicators

Indicators 2001 2002 2003 2004
Real GDP Growth (%) 2.2 3.7 2.3 3.4
Real per capita GDP Growth1 (US$) 968.3 984.7 984 995.5
Growth in Real per capita GDP (%) 0.2 1.4 -0.1 1.2
Overall fiscal balance excluding grants (% of GDP) | -3.9 -3.2 -3.3 -4.2
Terms of Trade (1990=100) 96.7 101.1 102.3 107

Source: International Monetary Fund, 2005
1 -In USD at 1990 prices, using 1990 exchange rate

Domestic Savings Rates and Investment Rates: Table 6 below,
illustrates the domestic and investment as a percentage of GDP in the
period 1995-2001. Domestic savings and investment rates in Africa are
low by developing country standards. For SADC as well as for the African
continent, improved access to foreign capital during short, medium and
long terms will be an important component (Thomas Lynne, 2003).

Table 6: Domestic Savings and Investment as % of GDP, 1995-2001
Gross domestic savings Cross fixed capital formation

Sub-Saharan Africa 16.3 17.3
East Asia & Pacific 36.5 31.9
Latin America &

Caribbean 19.3 19.3
South Asia 20.2 21.3
Low & middle income 22.8

Source: World Development Indicators database, World Bank, 2003




Asillustrated in Table 5.5, in 1999, SADC's average investment rate
was only 16.25% of the GDP. This figure is below the recommended
investment average of 25-30% of GDP that would stimulate the growth
rate of 5-6% annually. Consequently the region is under pressure to
find ways of attracting investment flows that would enable it to achieve
the requisite rates of investment (Ramsamy Prega, 2003).

Table 7: GNS and GDI as % of GDP

Countries Gross National Gross Domestic
Savings (% of GDP) Investment (% of GDP)
1990 1998 1999 1990 1998 1999
Angola 5.7 0.6 7.1 7.9 21.1 20.1
Botswana 41.2 43.4 31.2 36.8 29.7 32.7
DRC 0.4 3.6 2.8 9.0 7.2 8.1
Lesotho 24.9 11.0 9.4 52.4 36.3 36.9
Malawi 12.1 5.3 4.7 20.6 16.7 15.2
Mauritius 25.9 24.7 25.1 31.2 26.0 28.2
Mozambique 1.3 1.6 2.4 15.6 24.7 26.7
Namibia 26.6 27.5 25.8 31.2 26.0 28.2
South Africa 17.6 14.0 14.2 24.8 22.2 23.2
Swaziland 28.7 10.9 8.9 24.6 38.3 30.0
Tanzania 21.2 2.3 1.3 17.2 15.7 14.6
Zambia 14.8 6.4 5.9 20.7 25.6 24.2
Zimbabwe 14.2 13.2 14.5 26.1 16.5 17.2
SADC 16.25 12.24 12.60 17.39 16.69 16.25
Africa 19.7 15.6 15.4 22.0 20.5 20.6

Source: SADAC Statistics, 2000







5 Mozambique’s Macroeconomic
Convergence Programme

5.1 Basic Elements and Targets

he main objective of Mozambique's economic policy is to reduce

the high levels of poverty, which affects more than half the country's
population. Thus planning systems in Mozambique are conceived
towards the solution of this fundamental problem, which requires a
macroeconomic stability and the creation of a climate favourable to
private development initiatives.

Mozambique's long-term vision is envisaged in the 2025 Agenda,
which draws all major objectives that should be attained by 2025.
This agenda is a comprehensive document, which explores possible
future scenarios and policy alternatives as well as the expected
outcomes. It is a consensus document agreed upon by all social
stakeholders, including political parties, as a result of a participatory
and consultative process. From this document are guidelines for other
lower level school planning instruments. The main pillars of the 2025
Agenda are:

1. Human capital - education and health;

2. Social capital - peace and political stability, ethnic diversity and
national cohesion, social justice, regional asymmetries;

3. Economy and development; and

4. Good governance (Conselheiros 2003).

The Government Programme, a plan produced every 5 years following

an electoral cycle, sets the broad goals for the following five-year period.

The Government Programme for 2005-2009 sets out the following

fundamental goals:

e Reducing the levels of poverty through the promotion of a rapid,
sustainable, and comprehensive economic growth;

e Ensuring the country's social and economic development, with focus
on the rural areas with a view to reducing regional imbalances;

e Maintaining economic stability and promoting a business enabling
environment attractive to foreign investment;




e Keeping inflation at low and stable levels; and
e Keeping stable and competitive exchange rates to stimulate exports;

The materialisation of this vision will be possible with support of other
planning instruments of medium (CFMP)° and of short term (PES and
OE)."® The Medium Term Fiscal Scenario defines a medium term macro-
framework consistent with policy objectives. This document, which
makes the prediction of resources and of spending priorities, also
provides for a strong consistence to be gained with the execution
instruments such as PES and OE. Annually, the Government of
Mozambique is required to submit its Social and Economic Plan (PES)
to Parliament for appreciation and approval (Figure 1).

Figure 1: Public Planning System in Mozambique
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The SADC Memorandum of Understanding (MOU) on
Macroeconomic Convergence, adopted by the Ministers of Finance
and Investment of SADC identifies the indicators for the
macroeconomic convergence process follow up as well as the targets

°  CFMP = Cenério Fiscal de Médio Prazo (Medium Term Fiscal Framework)
10 PES - Plano Econoémico e Socil (Economic and Social Plan); OE — Orcamento do Estado (Government
Budget);




regarded adequate for each of the indicators, and also establishes the
respective calendar (Table 8).

Table 8: Numeric Values of Target Indicators for MOU on Macroeconomic

Convergence

Indicator 2004 2008 2018
Moz SADC Moz SADC SADC

Core Inflation 9,0 9,0 5,9 5,0 3,0
Budget Deficit excl.
Grants (% of GDP) 13.0 5,0 3,0 1,0
External Debt (% of
GDP) 13.0 60,0 60,0 60,0
Current Account Deficit
after Grants (% GDP) 25.0 9,0 9,0 3,0
GDP growth (%) 7,2 7.0 5,9 7.0 7,0
External Reserves
(months of imports) 6,0 3,0 6,0 6,0
Central Bank Credit to
Government (%) . 10,0 5,0 5,0
Domestic Saving
Rates (%) 15.4 25,0 30,0 35,0

Source: Country Study, 2005

Overall, the Mozambique Government long-term objectives (2005-
2009) for those indicators are in line with the objectives of the SADC
regional integration. Our analysis is limited by the fact that the country
does not have clear and quantified targets beyond 2009, the end of
the term of the Government that is currently in place. Most of the
information for 2009 onwards is qualitative and without clear and
quantified targets.

Commenting specifically on the target indicators of the MOU on
Macroeconomic Convergence, we note that the targets set out need
to be reanalysed taking into consideration the specific condition of
each country. For example, 7% growth rates in average by 2018 can
be a realistic indicator for Mozambique considering that the annual
average growth in the last years has been 6.8% against South Africa's
growth rate which was less than 1% in the period 1989 (BIDPA 2005).




We will focus our analyses on the medium term period, until 2008,
from which quantitative indicators are available. For 2012 and 2018,
there will be no quantitative data as the Medium Term Fiscal Scenario
(CFMP) projections only cover the 2005-2010 period. The medium
term macroeconomic objectives defined and approved by the
government, jointly with the Bretton Wood Institution' are:

e Core Inflation. In its 2005-2009 Programme, the Government
commits itself to keeping inflation at low and stable levels, although
without any specific figures. In 2004 inflation stood at 9.1 %, against
the projected target of 11%. The CFMP assumes the propositions
for 2008 inflation to be about of 5.9%, within the requisites of the
SADC convergence for this indicator. This becomes more realistic
considering the fact that we are using an "imperfect" indicator
(CPI), from which the food and energy have a high score in the
consumer basket.

e Budget Deficit as % of GDP. In 2004, the deficit before grants
was about 13%, a figure close to those registered for the indicator
in the past years. Despite the ongoing reforms aimed at increasing
internal revenues, Mozambique is not expected to meet the MOU
target of (5%) for 2008 given the country's high external
dependence. About 45% of the State Budget is covered by external
funds. Under its compromise with the World Bank, the IMF and
other cooperation partners, the government foresees a gradual
increase in internal revenues in percentage of GDP of about 14.8%
(2004) to 17% in 2009. The current internal state revenue remained
stable in the last six years. Along this period fiscal revenue in relation
to GDP stood at approximately 12%.

e External Debt as % of GDP. Mozambique's external debt has
created a special scenario in recent years in light of various initiatives.
Mozambigue benefited from considerable relieves under HIPC about
USD 6.0 billion (1998) before HIPC to about USD 4.4 billion in 2004,
through which it was possible to bring down the burden of debt
servicing in terms of exports of goods and services from 27% to
5% after 2000, and is expected to remain below 10% by 2010. At
present, the debt stock in % of GDP stands at about 175-200%, a

" Unless otherwise stated, the information for this indicadors is drawn from (IMF 2005 and IMF 2004)




parameter considered "high". However, this scenario could change
considerably as a result of ongoing initiatives, such as the G8 initiative
to pardon 100% of the multilateral debt of Africa's poorest
countries. Unless drastic international decisions are taken on the
debt situation of the poorest nations, Mozambique does not present
a promising scenario towards meeting the SADC target (60%). The
country is currently concluding a debt strategy for a more responsible
indebtedness.

Current Account Deficit as % of GDP. In 2003, this indicator
stood at 6.2% against 12.7% registered in 2002. Estimates for this
indicator are promising as the entry into operation of large scale
projects will contribute to an increase of exports of goods and
services. Exports have grown considerably since 2000 due to the
effect of mega projects. The export contribution of mega projects
has been placed at 50%.

GDP Growth. Mozambique had a significant economic growth
rate in the 1998-2004 period. Real GDP growth - including mega
projects - was above 10% throughout the period, except 2000
with a 1.2 % growth due to the floods. In 2004, the economy
grew by 7.2%. For the coming years the Government hopes to
maintain the growth rate at between 7-8%, which is consistent
with the MOU target for this variable. Estimates for 2005 point to
a growth rate of about 7.7%.

External Reserves (months of imports). In the average, the Bank
of Mozambique has held net international reserves equivalent to
more than 4 months of imports. The Bank of Mozambique has
registered commendable progress in this area. Under its monetary
policy, and in line with its compromises with partners, the Bank of
Mozambique has sought to maintain the volume of international
reserves equivalent to 5/6 months of imports, a target attainable
for Mozambique in 2006.

Central Bank Credit to Government. Since 2002, the Government
of Mozambique has been reducing budgetary deficit financing via
Bank of Mozambique loans. An analysis and Bank of Mozambique
statistics has shown a decline in credit to the Government since
2002. The Government undertook to reduce deficit financing via




Central Bank resources as one of the requisites for maintaining
macroeconomic stability.

e Domestic Saving Rates (%). Preliminary data for 2004 indicate
an economic saving rate in the region of 15.4%, with a projected
increase to about 16.1% in 2005 (Mozambique 2005 ).

In general, the indicators defined in the MOU are almost consistent
with the government objectives. It is worth noting that in addition to
these specific objectives, the GOM equally assumes compromises with
the Bretton Woods institutions, with a broader set of objectives and
targets which are evaluated periodically.

5.2 Mozambique’s Basic Macroeconomic Policy Framework

e PARPA (2001-2005) - Poverty Reduction Strategy Paper, presents
the government's main economic and poverty reduction policy
objectives. This document states that the Government's central
objective is to substantially reduce poverty through some measures in
order to improve capacities and opportunities for all Mozambican
citizens, and in particular for the poor. The specific objective is to reduce
the incidence of absolute poverty from 70% in 1997 to less than 60
% in 2005, and less than 50% by the first decade of 20002

The fundamental assumption of economic growth strategy and
poverty reduction under PARPA is that the entrepreneurial initiative
will be the driving force of economic and social development, with
the state being responsible for the creation of adequate conditions
and infrastructure for private sector development.

The Government has identified key intervention areas, with greater
impact on economic growth and absolute poverty reduction, namely:
e Education (primary, secondary and higher, technical and professional

education);

e Health (basic health care, maternal and child care, endemic diseases,
tuberculosis, malaria, and HIV/AIDS);

e Development of Infrastructures (roads, energy and water);

e Agriculture and Rural Development (rural extension, surveys and
introduction of new technologies);

2. Mozambique - PARPA 2001-2005 — Poverty Reduction Strategic Paper




e Good Governance, Legality and Justice;
e Macroeconomic and Financial policies (macroeconomic stability).

Other important intervention areas, which have been identified for
the success of the strategy, are:

e Employment and private sector development;

e Social welfare;

e Housing;

e Fisheries;

e Tourism;

e Agro-industry and food processing;

e Transport and communication;

e Science and technology;

e Environment and reduction of vulnerability to natural disasters.

The government objective of reducing absolute poverty was realised,
with the level of poverty incidence brought to 54% in 2002-03,
according to official published figures. The success in poverty reduction
was attained with a projected average rate of GDP of 7.2% in 2001-
2004, excluding mega-projects.




Table 9: Mozambique - Basic Macroeconomic Indicators

1999 2000 2001 2002 2003 2004
Real GDP Growth - % 7.5 1.9 13.1 8.2 7.8 7.2
GNI per capita (USD) 243 216 209 226 258 321
Inflation - annual
average - % 6.2 1.4 21.9 9.1 13.8 9.1
Exchange Rate (MZMAJSD)
- end of the period 13.300 | 17.140 |23.320 | 23.854 23.857 18.899
Merchandise Exports
(mil. USD) 207.9 236.8 262.6 211.3 363.0 403.4
Merchandise Imports
(mil. USD) 575.6 869.6 726.1 853.7 [1.368.2 |[1.474.2
Export/Import
ratio - % 23.7 31.3 66.1 52.5 60.0 73.9
Current Account Deficit
% of GDP (excl. grants) -28.2 -27.2 -26.1 -23.1 -19.9 -13.8
Investment/GDP ratio - % | 36.7 335 25.9 29.8 259 20.1
Savings/GDP ratio -% 13.7 11.6 8 11 10.8 11.8
Foreign Direct Investment
(FDI) - mil. USD 119.8 302.4 961.4 578.4 120.1 124.2
Foreign Reserves (months
of imports) 5.2 5.8 5.1 5.4 6.0 5.1
Govt. Domestic Revenue
(% of GDP) 12 12.9 12.4 12.4 12.9 12.3
Total Govt. Expenditure
(% of GDP) 24.7 26.6 32.1 30.0 26.5 23.7
Bank of Mozambique
credit to Government,
trillion MZM 5.6 5.1 4.3 3.6 3.5 4.3
Overall Fiscal Deficit (before
grants) - % of GDP -13.2 -13.7 -19.9 -17.3 -14.0 -11.7
Overall Fiscal Balance (after
grants) - % of GDP -1.0 -5.8 -6.0 -7.2 -4.5 -4.4
Growth of Money
Supply (M2) - % 35.1 42 .4 33.2 21.5 18.7 59
Average Lending
rate - % (1 year maturity) 25.13 35.58 33.59 26.56 23.37
Average Deposit
rate - % (1 year maturity) 12.9 20.0 17.58 11.42 8.85
NPV External Debt/Exports 212 177 110 92 102 84
Nominal GDP (USD mil.) 4.1 3.8 3.7 4.1 4.8 6.1

Source: INE (www.ine.gov.mz)




Mozambique has been showing impressive positive results in the
last decade, from a war economy to a prosperous economy, with high
growth rates averaging 6.6 in the last 6 years (1999 - 2004). Excluding
the effects of the 2000 floods, which resulted in growth declining to
1.9 %, the economy grew by about 8.5% in that period. A combination
of several factors, including political stability, economic reforms, steady
foreign investment flows, and the gradual integration in regional
markets, without ignoring the role of international community support,
had an important role in the high economic growth rates recorded in
recent years (DTIS 2004).

Undoubtedly the country has been recording remarkable
improvements in various areas, such as macroeconomic management,
through which it achieved significant levels of macroeconomic stability,
with inflation declining from about 53% in 1995 to sustainable levels
in recent years. (12% average in the last five years, 9.1% in 2004)
(Table 9).

Despite these substantial achievements, Mozambique is still one of
the world's poorest countries, with about 54.1% of its population
living below the poverty line. About 37.9% of the population lives on
USD 1 per day, and 78.4% with less than USD 2.00 per day. 2 GDP
per capita stands at about USD 240 being therefore among the poorest,
occupying the 171st place in a group of 177 countries in the ranking
of the Human Development Index. (UNDP 2005).

Fiscal Policy: The policies aimed at increasing internal revenue were
adopted in the last 10 years, through tax base enlargement, reduction
of tax rates, introduction of value added tax, review of the code of
fiscal benefits (2002), reforms in direct taxes, with the introduction of
IRPS and IRPC. These reforms have been accompanied by the
modernisation of the fiscal administration, which should culminate in
the establishment of the Central Revenue Authority of Mozambique.
In 2004, the Government introduced the single tax-identification
number (NUIT), which allows better control of revenues from collective
and singular persons.




Still in the context of fiscal policies, precisely in public finance, the

reforms should contribute to:

e A gradual increase in the level of internal revenues;

e A simplification and consolidation of the tax system;

e An adoption of measures aimed at widening the tax base;

e A continuation of the modernisation of tax administration;

e An increase of transparency in the region and utilisation of public
funds;

e A continuation of the implementation of the national debt strategy,
aimed at a long term and sustainable indebtedness;

e A continued allocation of most resources to key selected areas in
PARPA,

e An adoption of a new public procurement regime.

Trade Policy: Mozambique's external trade policies are designed to
create an environment conducive to promoting its products in
international markets, especially those of the developed countries of
Europe, America, and Asia without prejudice to the promotion of intra-
African trade. Trade policies are formulated with a view to speeding
up Mozambique's industrialisation process, and in such a way as to
make access to foreign markets easier for Mozambican products. In
pursuing these objectives, Mozambique has entered into multilateral,
regional, bilateral and preferential trade agreements as mentioned
below.

Mozambique is a member of the World Trade Organization (WTO),
World Bank, the International Monetary Fund (IMF), the Cotonou
Agreement and Southern Africa Development Community (SADC).

Mozambique has signed bilateral trade agreements with Malawi
and Zimbabwe, and a Trade and Investment Framework Agreement
with the United States of America.

The trade policy reforms in Mozambique include a progressive
reduction of taxes on international trade, reduction of barriers to
imports and exports of goods and services.

In 2002, a new customs tariff schedule was introduced. In 1997,
Mozambique signed a contract with Crown Agents, which enabled
the modernisation of the Mozambican customs services, Direccao-Geral
das Alfandegas, with IT and highly qualified personnel. Alfandegas is




in the process of harmonising documentation with the region and
improving its infrastructures with a view to facilitating trade and
reducing delays in the clearing process.

Rapid expansion of exports has been an important source of growth
during the past 10 years in Mozambique. Since the early 1990s, exports
have expanded at an average rate of 10% per year, substantially higher
than world exports (6%). Mozambique is one of the few countries in
Africa that managed to increase its share in world exports. This rapid
export expansion was led by private initiative both national and foreign
and largely due to the implantation of Mega projects MOZAL
(aluminium) and SASOL (natural gas).

Labour Market Policy: With a view to rendering the labour market
more flexible through simplified foreign labour employment
mechanisms', the Government of Mozambique introduced a
programme that aims to improve the quality of labour, through general
or specific training initiatives. On the other hand, the Government
which was sworn in February 2005 intends to focus more on technical
and professional education. The two most complex issues in the labour
law reform have to do with the pressure to change the law, making it
easy to hire (expatriates) and fire workers. These reforms are aimed at
the overall goal of improving the business environment in Mozambique,
which has consistently been cited as one of the business least friendly.

Recent estimates from the World Bank show that Mozambique is
lagging behind in many categories, even at regional standards. For
instance, in Mozambique, it takes nearly 153 days to start a business
against an average of 60 days in the region. The costs of firing a
worker are twice higher than the region's average'.

Expectations for the Future: One of the major challenges
Mozambique faces is undoubtedly whether it will continue to keep
this substantial successes, for example in attracting foreign investment
and international assistance. One way to maintain the attraction of
foreign investment is to continue with the ongoing economic and
institutional reforms, aiming at achieving greater transparency. Among
the main areas that require accelerated reforms are the justice system
and the labour market (IMF 2005).

3 Decreto 57/2003, de 24 de Dezembro
4 www.worldbank.org (Doing Bussiness)




Additionally, among the variables that will count on the future
performance of the Mozambican economy are the effects of the HIV/
AIDS pandemic, as in most of the countries of the region. Year 2004
estimates point to a prevalence rate of about 14.9% of the adult
population (14-49), already this has a serious economic and social
implications (Mozambique and PNUD 2005). Projections show that
GDP growth in 2010 could be in the region of 0.3% to 1.0% below a
hypothetic scenario without AIDS, which are extremely high figures in
a fragile economy like Mozambique (Arndt, 2003).

The successes achieved in the past and the maintenance of those
very successes depends on the continuation of ongoing reforms and
adoption of other necessary measures, mainly in the following areas:
(i) fiscal and monetary policies; (ii) trade policy); and (iii) labour policy.

Time Frame for Implementation

Most of the ongoing reforms have a medium term implementation
span (3-5 years), although some can have a more extended schedule
(e.g., public sector reforms 2001-2011). Both the above mentioned
reforms, namely the fiscal and labour policy reforms, are well underway.
The fiscal reforms have seen various stages, including reforms in indirect
taxes (with the introduction of VAT in 1999), and indirect taxes (with the
introduction of IRPS, IRPC in 2000). Efforts are being made towards the
establishment of a central revenue authority "Autoridade Tributaria de
Mocambique", an independent body that will be in charge of collecting
internal taxes and those on international trade.

5.3 Government Approach to Sequencing

rom an analysis of policy documents agreed upon between the

Government of Mozambique and cooperation partners, we note
the prioritisation of a sequence-based reform introduction approach,
as a way to minimise possible negative social impacts of an accelerated
implementation. It is important to note that Mozambique is an
economy in transition from central planned to a market based economy.
The reforms towards a more flexible labour market are an example of




such option as a way of reducing negative social impacts of a rapid
liberalisation of the economy.

Table 10: Mozambique Towards Convergence Indicators
Indicator Target and Timeframe

Real economic growth Average 7-8% from 2005 to 2009

Real growth in manufacturing, incl.
megaprojects From 2.8% in 2005 to 4.1% in 2010

Real growth in agriculture, livestocks
and forestry From 6.5% in 2005 to 7.5% in 2010

Poverty incidence, national poverty line From 54% in 2003 to 45% in 2009
Roads in good and acceptable conditions | From 49% in 2005 to 61% in 2009

Farmers who adopted improved

technologies From 13% in 2005 to 20% in 2009
Under weight prevalence From 24% in 2005 to 18% in 2009
Population with access to clean

water (urban) From 39% in 2005 to 54% in 2009
Population with access to clean

water (rural) From 56% in 2005 to 55% in 2009
Population with improved

sanitation (urban) From 35% in 2005 to 37% in 2009
Population with improved sanitation (rural)| From 37% in 2005 to 40% in 2009
Adult illiteracy From 54% in 2004 to 44% in 2009
Reduce child mortality (under five) From 178 in 2003 to 108 in 2015
Reduce maternal mortality From 480 in 2003 to 250 in 2015

Reduce number of HIV daily new infections | From 500 in 2004 to 350 in 2009

Improve social protection of orphans and
other vulnerable groups 5.000 orphans with access to counseling

Electricity connections 80.000 new homes with electricity by 2009

Improve governance and accountability Public Sector Reform Strategy by 2011
Source: World Bank (2005), Governo de Mocambique e UNDP (2005), Mocambique

(2005 d)




5.4 Macroeconomic Convergence Problem Areas

rom the Table 11 below, it is clear that most of the problems for

Mozambique regarding the matrix of convergence indicators, the
budget deficit as % of GDP, and domestic savings rates (%), are areas
where the potential of achieving the compromises are very low. On
the other hand, the target indicators for inflation, debt, external
reserves, and central bank credit to Government are likely to be
achieved.

Table 11: Macroeconomic Convergence Assessement - "On-Track"

Numeric Values of (2008 (2012|2018 | Mozambique performance assessment
Target Indicators

Core inflation 9% | 5%]| 3% | Inflation in 2004 was 9%. The
Government committed to keep the
indicator at one digit level (Government
Plan 2005-2009)

External debt-% GDP Within target stability. Post HIPIC debt
ratios at sustainable levels

External reserves
(months of imports) 3 6 6 | In 2004 the external reserves covered 5
months of imports in average

Central bank credit to

Government 10% | 5%| 5% | The Government is limited to borrow
from the Central Bank, under the IMF
agreements

Source: Country Study, 2005

World Bank data state that Mozambique is one of the countries most
dependent on external aid worldwide - around 50% of the budget is
foreign financed. Some of the factors accruing to the persistence of
the high level of the government budget are structural. From the
revenue side, it is evident that the capacity of mobilisation of domestic
revenues is very low.

The level of revenues as % of the GDP has been barely unchanged
at the 12%, which is still very low even comparing at optimum levels
for this figure in developed countries. The expenditure side has been
showing an erratic behaviour. For instance, the current expenditures
have been unchanged at about 13% of GDP, while the investment




expenditure is declining gradually, from about 13% in 2000 to 9.4%
in 2004. In this regard, the emphasis has been put in increasing the
level of domestic revenues by more efficiency of the tax administration
on revenue collection, including an effort to reduce the level of off
budgets (MPD 2005).

Table 12: Macroeconomic Convergence Assessement - "Off-Track"

Numeric Values of | 2008 |2012|2018 | Mozambique performance assessment
Target Indicators

Budget deficit as a
%age of GDP 5% | 3%| 1% | The deficit before grants is very high
(11%, 2004), and after grants at 4.4%.

Current account deficit
as %age of GDP 9% | 9% | 3% | Very high deficit. In 2004 was 14%

GDP growth 7% | 7%| 7% | Target value of 7-8% in 2008. Very high
uncertainty due external shocks
Domestic savings 25% | 30% | 35% | Below target indicators. 12% in 2004.
Domestic investment| 30% Below target indicators. 20% in 2004
Source: Country Study, 2005

Due to difficulties with the limited development of the financial sector, its
poor liquidity and poor level of competitiveness and the existence of few
effective instruments to influence macroeconomic indicators, domestic
savings remain well below the SADC target.

The rapid spread of HIV/AIDS and the high external dependence of
the economy are other risks to take into account. Around 15.6% of
the population is infected with HIV/AIDS. More that 50% of the budget
is foreign financed.

5.5 Social Impact of the Policy Framework

he Mozambican Government policies have shown some social and

economic impact. A recent World Bank assessment argues that
the high economic growth rates and the 15% reduction of the
incidence of poverty in recent years, were, among others, the result of
the Government policies, precisely in terms of the high public spending
in social sectors (education and health) and in rural infrastructures
(roads, bridges and water). Various surveys show that in fact families




tend to increase ownership of long lasting goods (bicycles, radios,
improved housing conditions, etc.), which are indicators associated
with improvements in living conditions and the well being (DNPO et al
2003).




6 Detailed Assessment of Macroeconomic
Convergence Programme in Mozambique

6.1 Main Linkages between Policy Framework and
Socio-Economic Impact

Several recent assessments state that the policies of the Government
of Mozambique have considerable social and economic impacts,
reflected in a reduction in poverty incidence levels, high economic growth
rates and an improvement of the socio-economic indicators in general.

The Il National Household Survey of 2003 showed that the country
registered a sharp reduction of poverty levels, from about 69.4 (1997)
to 54.1% in 2003. On the other hand, the country saw an expansion
of domestic production as a result of the expansion of the private
sector. In spite of the successes, Mozambique remains one of the
world's poorest countries. In 2004, GNI per capita was put at USD
315, with an AIDS incidence rate of 15.6% (for 14-59 years age group).
Child mortality rates remain high (101 per 1,000 live births, a figure
close to the SSA average). Only 27 % of the rural population has access
to an improved water source, against 37% at national level, according
to latest estimates.

Behind the significant impact on the reduction of poverty levels
had several factors in recent years, including a strong and broad based
economic growth. The real GDP growth - including mega-projects -
stood at above 7% in most years except 2000 when the economy
plunged to 1.9%, due to the floods.

As a result of the adoption of policies oriented towards
macroeconomic stability, the country experienced an impressive increase
in both urban and rural commercial networks, as well as of national
production. The inflation rates were stabilised at sustainable levels.
The current government revenues remained relatively stable in the
last six years. Throughout the period, the percentage of fiscal revenue
of GDP was approximately 12% and the percentage of total revenue
of total expenditure declined and went up again. Exports grew
considerably, due to the effect of mega projects. From 2001, the
contribution from mega projects accounted for 50% of the total

exports (MPD 2005).




Despite this structure of the economy, and the successes recorded
Mozambique's economic growth in recent years was a pro-poor
economy. The high economic growth rates contributed to an average
of 2-4% increase in the per capita consumption. Three factors were
decisive in the specific relationship between growth and poverty
reduction, namely:

e Growth of Agricultural Production: This was due in part to the
expansion of area of production and in part to improved productivity,
and had a direct impact in poverty reduction in the rural areas. This
has led to the consumption increase observed at all levels as is
supported by the increase of incomes.

e Public Spending on PRSP Priority Areas: State investment in
each of these areas i.e. education, health, roads, bridges, water
and agriculture contributed directly to the decline of the recorded
poverty incidence levels:

- The increase of spending in education scaled up the (gross)

enrolment rate at first cycle primary education from 56% in 1995
to 110% in 2003.

- The conclusion rate at EP1 level increase from nearly 20% in 1990
to 40 % in 2003. The number of adults who concluded primary
education increase from 8% in 1996/7 to 11% in 2002/3.

¢ Investment in Infrastructure: This resulted in an increase in access
roads classified as acceptable or good from 10% to 70% of the classified
road network. The number of impassable access roads reduced from
50% to only 5%. These investments had a direct impact on poverty,
through job creation during construction and maintenance, and also
indirect impact through access to cheaper transport, lower margins,
more trade, better prices for agricultural products and lower prices of
goods for the consumer in the most remote areas.

- Spending for the rehabilitation and expansion of water
infrastructures increased access to improved water sources from
12% to 27% in the rural areas.

- Agreater impact of Government policies in the rural areas depend
on the existence of infrastructures with direct impact on poverty
through cheaper transport, lower margins, more trade, better
prices for agricultural products and lower prices of goods for the
consumer in the most remote areas.




6.2 Macroeconomic Conditions Prevailing within
Mozambique

GDP Composition. The sectoral composition of GDP shows that
agriculture remains the largest contributor to the economy
followed by trade. As a result of economic restructuring, which led to
increased flow of foreign investment, industry and services have known
a gradual increase, with focus on industry, as a result of mega projects
such as Mozal and Sasol (Table 13 and Figure 2).

Table 13: Sectoral Breakdown of GDP, 19987-2003
1997 1998 1999 2000 2001 2002 2003

Agriculture 30 27.3 25.7 21.2 201 206 19.4
Fishing 3.9 3.0 2.5 2.4 1.9 1.5 1.4
Mining 0.3 0.3 0.1 0.3 0.3 0.3 0.3
Manufacturing| 9.5 10.9 11.6 12.0 13.6 12.0 1.7
Blectridty and water [ 0.8 2.0 2.8 3.0 3.2 3.7 3.9
Construction 6.6 8.3 7.8 8.8 8.1 7.9 11.7
Commerce 23.0 22.3 22.1 215 22.7 24.7 22.5
Restaurants and

hotels 1.2 1.1 1.2 1.3 1.4 1.3 1.3
Finance and

insurance 3.2 2.7 2.0 4.0 3.7 3.8 3.2
Real estate

Public administration

Defence 2.5 2.8 3.6 3.6 3.7 3.6 3.8
Transports

Communications| 1.5 1.8 2.5 2.8 2.5 2.4 2.5
Education services| 4.2 4.1 4.4 4.9 4.8 4.1 3.5

Health services
Other services

Source: INE, 2004




Figure 2: Composition of GDP (2004)
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Agriculture has a strong potential for economic growth or for
poverty reduction. About 79% of the population lives in the rural
areas and 70% of that population depends on agriculture for its
subsistence. Evidence shows a strong relationship between family sector
agricultural production growth and poverty reduction in the last five
years. Despite the high share of the agriculture in labour force, the
contribution of the sector to the GDP does not reflect it due to the
low levels of productivity.

6.3 GDP Growth

Figure 3: Mozambique: Real GDP Growth (1995-2004)
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In the last 10 years, Mozambique recorded an annual average growth

rate of about 6.7%, with the lowest registered in 2000 (1.5%), as a

result of floods during that year, which destroyed a considerable part

of food and cash crops. The Government of Mozambique is committed
to moving forward with policies and programmes aimed at maintaining
the economic growth rate at 7-8% levels within the next five years.

Projections show this to be a realistic scenario given the country's relative

macroeconomic stability in terms of attracting foreign investment, and

also due to the entry into operation of Mozal Il and other mega projects,

including SASOL, Chibuto Heavy Sands (Figure 3).

e Employment and Unemployment Rates: Although without
official figures, some researches indicate that the unemployment
rates in Mozambique, either urban or rural remain very high. The
only available statistics are from the 1997 Population Census, which
showed that about 21% of the labour force was unemployed. From
the labour force employed, about 81% was in agriculture, 6% in
industry, and the remaining 13% in services. There is a current census
underway which will bring additional figures.

e Formal Employment: Formal employment plays an important role
in increased productivity and state revenue. However, its growth
remains limited - indicated by the formal employment elasticity
estimates to a 0.1% growth, which is below average in other African
countries. Thus, further analysis of the causes and strategies/policies
aimed at reversing this trend are required.

¢ Investments Inflows and Outflows: A combination of factors such
as political and macroeconomic stability of recent years, the economic
reforms which adopted a greater integration of the country in regional
and international markets, and an aggressive marketing strategy,
played a role in the high foreign investment flows.

Although the bigger portion of these investments is channelled into
mega projects, there are some positive aspects worth being highlighted,
namely: (i) The strong growth of exports; (ii) Training of the labour
force and (jii) Access to new and modern technologies, which stimulates
improvements and investment in infrastructures. In terms of negative
aspects, the mega projects do not generate many jobs as they establish
only few linkages with the rest of the economy, and they provide little
value added for the national economy (Figure 4).




Figure 4: Mozambique - FDI Inflows (1995-2004)

1.200,0

1.000,0

800,0

600,0 — —

400,0

" leallaldlUlen

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Source: Mozambique Investment Promotion Center, 2005

6.4 Basic Approaches used in Determining Budgetary
Frameworks

Regarding the Government Budget, the fundamental challenge is
to achieve a better relationship between the policies, the planning
instruments and the allocation of resources. To date, the preparation
of the annual cycle documents (Medium Term Fiscal Scenario
designated CFMP, Economic and Social Plan or PES and the State
Budget) has been sparse and are formed in different documents, with
the use of disarticulated methodologies without a pragmatic
framework. This results in the lack of consistency between the annual
instruments and the poor linkage with the objectives and priorities
defined in the medium and long term planning instruments, namely
the Government's Five-Year Programme, PARPA and the sectoral and
territorial strategic plans as previously referred.

There has been some effort to reinforce the medium term vision
for budgetary programming through the Medium Term Fiscal Scenario.
The harmonisation of planning and resource allocation instruments
within a pragmatic framework, which requires a strong link between
instrument preparation procedures, in particular during the annual
cycle instrument preparation process, namely the Economic and Social
Plan, the State Budget (annual financial vision which materialises the
economic and social plans) and the CFMP (a document with a medium
term vision that is annually updated).




The Medium Term Fiscal Scenario has the following objectives:

e Improving the budgetary discipline in order to promote the
macroeconomic balance;

e Improving the inter-sectoral and territorial allocation of resources;

e Predicting resources for PARPA implementation;

e Promoting the effectiveness and efficiency in the utilisation of
resources;

e Support the allocation and decision making on the prioritisation of
the allocation of resources;

e Provide credibility and legitimacy to the planning and budget
programming process.

For the projections from the sources of resources, the CFMP uses
three basic macroeconomic assumptions: the inflation rate, GDP growth
rate, and the exchange rate.

Table 14: Mozambique GDP Projections (2004-2008)
2004 2005 2006 2007 2008

Gross Domestic Product 7.2% 7.7% 7.4% 6.4% 6.4%
Agriculture, Livestock and

Silviculture 7.1% 7.5% 7.5% 7.5% 7.5%
Fishing -3.8% 7.7% 7.0% 7.0% 7.0%
Extractive Industry 215.7% | 41.6% 9.0% 8.0% 9.0%
Transforming Industry 9.6% 2.6% 7.0% 7.0% 7.0%
Electricity and Water 10.7% | 18.3% 5.0% 5.0% 5.0%
Construction -2.0% 8.2% 8.0% 7.0% 8.0%
Trade -0.6% 7.4% 6.0% 6.0% 6.0%
Restaurants and Hotels 1.1% 0.8% 7.0% 7.0% 7.0%
Transport and Communications [ 16.4% | 13.2% 9.0% 9.0% 9.0%
Financial Services 0.9% 1.1% 2.0% 2.0% 2.0%

Housing hire and Company Services|  2.2% 2.6% 2.6% 2.6% 2.6%
Public Administration and Defence 9.0% 6.8% 6.0% 6.0% 6.0%

Education 10.4% | 17.2% 7.0% 7.0% 7.0%
Health 7.6% | 20.6% 7.0% 7.0% 7.0%
Other Services 8.4% 0.8% 2.5% 2.5% 2.5%
Import Duties 133.8% [137.0% |20.0% 0.5% 0.5%

Source: MPD, 2005




Table 14 presents GDP growth rates in general and of some key
sectors such as agriculture, fisheries, health, education, transport and
communications, the transforming and extractive, and others. Despite
a slight slow down in the last two years, the real GDP growth on the
economy is expected at an average of 7% up to 2008 if mega projects
are included, and at about 6.5 if these are excluded.

These two approaches allow a more detailed analysis of the economy
behaviour given the fact that large-scale undertakings have high growth
rates at short term.

6.5 Fiscal Trends

Revenues: The fiscal revenue remained relatively stable in the last six
years throughout the period, the percentage of fiscal revenue of
GDP was approximately 12% and the percentage of total revenue of
total expenditure declined but went up again. Fiscal revenues have
experienced a considerable increase in Mozambique as a result of the
introduced fiscal reforms, modernisation of the fiscal administration,
reduction of tax evasion, rationalisation of the concession of fiscal
benefits. Currently, the fiscal revenue stands at 14.9% of GDP (2004).
A gradual increase towards the 16-17% target in 2009 is expected
(Table 15).

Table 15: Mozambique Government Revenue in % (1999-2004)

2000 2001 2002 2003 2004
Total revenues 29.9 31.7 31.0 26.5 24.8
Internal revenues 14.0 14.0 14.2 12.1 11.9
Current revenues 12.9 11.9 11.7 12.8 12.4
Capital revenues 0.2 0.4 0.0 0.0 0.2
External revenues 15.9 17.7 16.7 14.5 12.9
Donations 11.8 14.2 10.0 9.5 7.8
Grants 4.0 3.5 6.7 5.0 5.1

Source: INE, 2005
The tax system suffers from various weaknesses that are not only

due to administrative difficulties but also to the tax framework itself.
The challenge is to design a system capable of increasing state resources,




and also capable of fostering economic growth in the informal sector

and of preventing increases of tax evasion incidence.

The following paragraphs briefly present the main concerns in this

area:

* Revenues as % of GDP - as noted in Table 15, and despite the
various reforms already implemented, the domestic revenues have
remained around 12% of GDP or 13% excluding the impact of
mega projects.

e High dependence upon revenues from external trade - data
from the last five years show an increasing relative importance of
revenue collected at borders. This is another indication of the
difficulties/ weaknesses in raising domestic collections.

For 2005 it is estimated that the volume of fiscal revenues collected

will start to show improvements as a result of:

e Computerisation of the tax collection system;

e Revenue increase with IRPC taxes as a result of many fiscal incentives
granted in recent years;

e Beginning of the tax payment by mega projects as a result of the
end of the fiscal benefits conceded during the investment phase;
and

e Gradual inclusion of off-budget in the budget (Mozambique 2005a).

This last activity is of particular importance taking into account the
fact that the off budgets still constitute a problem in 