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2006, is expected to address these issues so as to provide
a renewed impetus for private sector development and
export diversification. It is hoped that PARPA II will
also focus on improving the flexibility of the formal
labour market and on fostering rural development
through increased extension services, irrigation and

strengthened micro-finance institutions.

Recent Economic Developments

Mozambique has been one of the world’s most
rapidly growing economies over the past five years,
with much of the impetus coming from reconstruction
efforts and extensive foreign investment in natural

resources-based projects.

Thanks to increasing foreign investment in sugar
and tobacco, agricultural performance has also
improved, with output growing at 8.7 per cent in
2004 and 7 per cent in 2005. Nevertheless, for the
fourth consecutive year, drought affected the country’s
arid southern regions, while in the northern and central
regions rainfall was abundant. Cereal production was
4 per cent lower in 2004/05 than in the previous
season, despite good harvests in the north, due to a
43 per cent fall in output in the southern regions.
This shortfall left about 800 000 people in dire need
of food aid at the end of 2005. Moving maize from
the surplus areas in the north to the south remains very
costly due to the poorly functioning internal
transportation system, which resulted in a surge in
imports of emergency maize, rice and wheat in 2005.
The government appealed for $21 million in
international food aid, but as of November 2005, the
response has been insufficient. The World Food
Programme (WEFP) was only able to feed about 30 per
cent of those in need. Famine relief also suffered from
inadequate rural roads, which furthermore are
impassable during the rainy season. The situation
improved in January 2006, as the WFP managed to
distribute emergency food aid to about 700 000
Mozambicans. Despite good rains experienced since
October 2005 leading to projected cereal output growth
of 6 per cent in 2006, food shortages are likely to

remain critical until the next harvest in March 2006.

As a longer-term solution to food insecurity, the
government has instituted a $2 million plan to boost
rice production in the north and drought-resistant
crops (e.g. cassava and sweet potatoes) in the southern
provinces through the provision of seeds and fertilisers.
The PARPA II agriculture development strategy also
focuses on raising productivity through increasing
extension services and irrigation, improved access to
credit, notably by fostering micro-finance institutions,

and investment in rural and feeder roads.

In contrast with the diminished production of food
crops, production of the main cash crops (cashew nuts,
cotton, sugar and tobacco) exceeded the levels of the
previous year. Sugar cane production in particular grew
by an estimated 3 per cent in 2004/05 following the
130 per cent increase in 2002/03. The sugar production
boom is the result of large South African and Mauritian
investments of about $300 million for the rehabilitation
and partial privatisation of four sugar-processing plants
in the Maputo and Sofala provinces, which allowed the
country to become a net exporter. Investment by
Zimbabwean farmers in Manica province helped lift
tobacco production by 20 per cent. Foreign investment
in prawn farming also aided the fishing sector, which
expanded by 7.7 per cent in 2005, thus reversing a

declining trend.

The sugar sector will be affected by the combined
effects of the phasing out of the EU’s Everything But
Arms (EBA) sugar protocol (2006-09) and the overall
reform of the EU sugar regime (2006-15). On the one
hand, producers will face a gradual but substantial
reduction in the EU raw sugar reference price, although
it will still be 50 per cent higher than the world price.
On the other hand, the phasing out of European import
duties on sugar between 2006 and 2009 will increase

EU market access for Mozambican sugar.

Industry share of GDP has expanded sharply from
16 per cent in 1996 to 27 per cent in 2004; this increase
is largely due to mega-projects. The Mozal aluminium
smelter in Maputo province, created with a $2.1 billion
investment by Australian and South African interests,
now accounts for half of manufacturing output, and

has made Mozambique one of the world’s leading
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Figure 2 - GDP by Sector in 2004 (percentage)
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Figure 3 - Sectoral Contribution to GDP Growth in 2004 (percentage)
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exporters of aluminium. Other capital-intensive
manufacturing industries, such as cement, beverages and
tobacco-processing all recorded good performances,
especially subsequent to the opening of a cement factory

in Nampula and a tobacco factory in Tete.

After expanding by 230 per cent the previous year,
the mining sector grew by another 40 per cent in

2005, following the completion of the Sasol gas pipeline

from Inhambane province to South Africa and the
consequent increase in gas production. Foreign investors
have stepped up exploration activities in base metals
and industrial minerals. Kenmare Resources of Ireland
is the lead investor in a new $450 million titanium mine
and smelter in Moma, which is expected to begin
operations in late 2006. Australian and South
African—based companies are also initiating the

$500 million Corridor Sands Titanium Project in
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Gaza province, which has the world’s largest deposit
of titanium-bearing sands. The Corridor Sands project
will be even larger than the Moma project, and will
include the construction of either a port terminal on
the coast of Gaza or a railway linking the smelter to
the port of Maputo. Nevertheless, due to high capital
intensity, profit repatriation and fiscal incentives, the
mega-projects generate relatively minor benefits in
terms of employment, linkages and foreign currency

earnings.

The construction sector is heavily influenced by
mega-projects. Following the start in October 2004 of
the Moma titanium mining project, construction
expanded by 8 per cent in 2005 rebounding from a
contraction of 9 per cent in 2004, which reflected the
completion of the Mozal and Sasol projects.
Construction also benefited from the rehabilitation of
the Sena railway line from Tete to Beira and road
maintenance and rehabilitation works within the
framework of the donor-supported 2004-06
ROADS-3 programme. Further expansion in
construction is expected in 2006, thanks to continued
road and bridge rehabilitation and the start of the

Corridor Sands Titanium Project.

In the service sector, transport and communications
grew by 13.2 per cent in 2005. Growth in transport
reflected investment in roads around the three so-called
“corridors”: Maputo to South Africa, Beira to Zimbabwe
and Nacala to Malawi (see section on transport
infrastructure). Air traffic decreased by 2.2 per cent in

2005 however, owing to safety concerns about the

national carrier, Linhas Aéreas de Mogambique (LAM).
Prospects for air travel are improving as LAM is
undertaking measures to improve safety and has signed
a code-share agreement with Kenya airways to expand
Mozambique’s international connections. Better
communications performance in 2005 is the result of
the mobile telephony boom, with the entry of a second
mobile operator in late 2003. To encourage competition,
in May 2003 M-Cell was separated from the state-
owned telecom company TDM, and both entities
became limited liability companies under majority
state ownership. The government seeks a strategic
partner to take a majority stake in TDM in order to
attract funds for the expansion of the network. In April
2005, bill
telecommunications, and a second fixed-line operator
is to be licensed before the end of 2007.

parliament passed a liberalising

Private investment in GDP doubled between 1997-
2003, mostly reflecting the influx of foreign investment
in the Mozal project, which was concluded in 2003.
This ratio dropped in 2004-05, but is expected to
increase substantially in 2006 and 2007, due to a new
wave of foreign investment in mining mega-projects.
Public investment, notably in donor-supported road
building and other infrastructure development, increased
in 2005 and is expected to grow further in the next two
years. Increased foreign assistance is also expected to
boost public consumption in 2006. Private consumption
as a share of GDP fell in 2004 and 2005, mainly
reflecting the effects of the drought. Strong export
growth and reduced import growth reflected the
completion of the Sasol and Mozal projects. The next

Table 1 - Demand Composition (percentage of GDP)

1997 2002 2003 2004 2005(e) 2006(p) 2007(p)

Gross capital formation 19.2 29.8 25.9 20.1 21.2 22.7 23.3
Public 121 12.5 11.7 9.1 10.3 10.8 10.9
Private 71 17.3 14.2 10.9 10.9 11.9 124
Consumption 93.2 89.0 89.9 88.2 87.7 88.4 89.6
Public 7.5 12.6 13.2 12.9 13.6 14.2 14.3
Private 85.7 76.4 76.7 75.3 741 741 75.2
External sector -12.4 -18.8 -15.8 -8.3 -8.9 -11.0 -12.9
Exports 14.7 29.0 28.3 30.0 30.6 29.7 275
Imports 27.2 -47.8 -44.1 -38.3 -39.5 -40.7 -40.3

Source: IMF and National Institute of Statistics data; projections based on authors’ calculations.
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wave of mega-projects will lead to a strong increase in
capital goods imports over the next few years, while
export growth is expected to slow down until the Moma
titanium project begins production, anticipated in late
2006. Fiscal policy exhibited little change between
2004-05, but is expected to be less expansionary in 2006
and 2007.

Macroeconomic Policies

Fiscal Policy

Over the past five years, substantial progress has been
made in macroeconomic stability as mandated by the
2001-05 PARPA and the three-year Poverty Reduction
Growth Facility agreed with the IMF in July 2004.
Reporting and management of expenditure has
improved considerably, in areas such as the wage bill
and debt management. Nevertheless, additional efforts
to mobilise tax revenues are necessary in order to reduce
dependence on foreign aid, which currently finances

50 per cent of the budget.

The 2005 joint review (government, donor and
civil society) noted that the overall performance of
fiscal policy was encouraging. Although expenditure
increased towards the end of the year due to emergency
grain imports in response to the drought, the budget
deficit inclusive of grants for 2005 as a whole is estimated

at 5.5 per cent, just under the 6 per cent target.

On the expenditure side, the wage bill was contained
within the programmed range and there was some
scaling back of capital expenditure. Expenditure on
priority sectors — education, health, agriculture,
infrastructure and good governance — increased from
63 per cent of total expenditure in the first half of
2004 to 66.9 per cent in the first half 0of 2005, exceeding
the PARPA target of 65 per cent. Much of the increased
spending was on health and education. Overall, the
quality of financial reporting improved, reflecting the
implementation of a new computerised system for
recording expenditure (e-SISTAFE). After some delays,
e-SISTAFE was instituted in three pilot ministries by
the end of 2005. Also, a task force was established to
further shift off-budget spending onto the official
budget.

In 2006, the main objectives are the extension of
e-SISTAFE to all ministries’ spending and increasing
fiscal decentralisation. The government has allocated
$300 000 per year to each district to finance small-scale
infrastructure projects on the basis of a participatory
planning process. While this fiscal decentralisation is
potentially beneficial, its success depends on
strengthening administrative capacity at local level and
clarifying the responsibilities of provinces, districts and

municipalities.

The 2006 budget also calls for recruiting 10 000
teachers and 2 000 health workers, which will entail a

substantial increase in recurrent expenditure. Capital

Table 2 - Public Finances (percentage of GDP)

1997 2002 2003 2004 2005(e) 2006(p) 2007(e)

Total revenue and grants® 20.9 22.8 22,5 19.6 20.1 22.3 22,9
Tax revenue 11.6 11.0 12.0 11.4 11.6 11.8 125
Grants 9.3 10.3 9.5 7.3 7.6 9.5 9.5
Total expenditure and net lending® 23.5 29.8 26.9 24.0 25.6 26.4 27.0
Current expenditure 10.7 13.7 14.8 141 14.5 14.9 14.9
Excluding interest 9.4 12.4 13.6 13.1 13.7 14.2 14.4

Wages and salaries 3.6 6.4 6.8 6.7 7.1 7.4 7.5
Interest 1.3 1.3 1.2 1.0 0.8 0.7 0.5
Capital expenditure 12.1 12.5 11.7 9.1 10.3 10.8 10.9
Primary balance -1.3 -5.6 -3.3 -3.4 -4.7 -3.5 -3.5
Overall balance -2.6 -7.0 -4.5 -4.4 -5.5 -4.2 -4.1

a. Only major items are reported.

Source: IMF and Ministry of Finance and Planning data; projections based on authors’ calculations.
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