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ACTION MEMORANDUM FOR THE ACTING DIRECTOR, USAID/MOZAMBIQUE

FROM: Carlos PasquEE}Zrogram Officer

SUBJECT: . Amendment to the Private Sector Support Program
- (656-0208)

I. Problem

You are requested to approve an amendment to the Private Sector
Support Program (PSSP) to (1) add petroleum products to the
list of commodities eligible for financing under this program,
and (2) incorporate pricing and marketing reforms for selected
petroleum products into the PSSP's policy objectives.

II. Discussion

The purpose of the PSSP is to improve incentives for private
sector agricultural production in order to enhance the private
agricultural sector's production and income. The PSSP as
previously amended addresses five fundamental constraints to
private agricultural production -- prices, land access,
availability of inputs, availability of foreign exchange, and
market access -- through policy reform. Funds have been
provided to increase the availability of foreign exchange
(planned LOP total $54.05 million) and to provide technical and
related assistance in support of the policy reform agenda
(planned LOP total $3 million under 656-0218).

In direct support of private sector agriculture, PSSP funds
have been disbursed through a Commodity Import Program (CIP) to
finance critical inputs: trucks, farm equipment, irrigation
equipment, spare parts for these, and fertilizers and seeds.
Petroleum products, which had been eligible under predecessor
CIPs, were not included in the PSSP because other sources for
these commodities were available to Mozambique.

"The reforms in the foreign exchange regime in the past year
have affected demand for PSSP CIP financing. In particular,
the creation in October 1990 of the secondary exchange market
(MSC) effectively priced our import support at about twice the
official rate. Since other donor import support funds were
still available at the official rate, importers did not draw on
the CIP for several months, and disbursements have not
proceeded as quickly as expected. The next amendment to the
PSSP PAAD, to be completed in June 1991 to permit obligation of
FY 1991 funds, will focus on foreign exchange regime issues and
their implications for the PSSP.
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In the meantime, recent dramatic fluctuations in international
prices and the closing off of Mozambique's traditional
concessional sources of petroleum products have resulted in the
GRM's urgent request for donor assistance to finance petroleum
imports. As discussed in the attached PAAD amendment, the cost
of petroleum jmports for 1991 is likely to be at least 30
percent above the 1990 cost for the same quantities. This
situation has huge implications for economic recovery if import
quantities were to be reduced dramatically. In particular,
stable supplies of gasoline and diesel are of crucial
importance to the rehabilitation of agricultural production and
marketing.

Inclusion of petroleum products in the PSSP CIP will be based
on additional policy reform measures contributing to
Mozambique's transition to a market-based foreigm exchange
regime. These are presented in the Revised Summary of Policy
Objectives and Workplan below and described in detail in the
PAAD amendment.

The following special considerations are relevant to your
review and approval of this memorandum.

AID/W Concurrence: State 88494 provided AID/W concurrence with
reprogramming all or a portion of the funds already obligated
under the PSSP to finance petroleum imports contingent upon GRM
concurrence in additional policy reforms on pricing of specific
products. This cable is included as Annex A of the PAAD
amendment.

Letter of Intent: The draft of the GRM statement of petroleum
pricing and related policy reforms appears as Annex D of the
PAAD amendment. Amendment of the PSSP grant agreement to
permit disbursements for petroleum is conditioned upor. receipt
by USAID of the letter of intent.

Initial Environmental Examination: The Regional Environmental
Officer has helped USAID to prepare an IEE of the potential
effects of petroleum imports under the PSSP. A negative
determination was recommended and has been approved by the
Africa Bureau Environmental Officer. The IEE appears as Annex
*E of the PAAD Amendment.
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III. Authoritz

DOA 551 Section 4 authorizes you to amend project (including
non-project assistance) authorizations provided that the
amendment will not result in total Life of Project funding of
more than $30 million, present significant policy issues or
deviate from the original project purpose, or require issuance
of waivers that may not be approved by you. None of these
restrictions applies here.

IV. Recommendation

That you authorize the addition of petroleum products to the
list of commodities eligible for financing under the Private
Sector Support Program CIP.

APPROVED:

DISAPPROVED:

DATi-:: é//f/d!

Clearances: (A)CMO:T.Born (draft 5/9/91)
CON:M.Rocha (draft 5/8/91)
RLA:D.Keene (telecon 5/13/%1)

Drafted:PRM:Jqﬁa;a:05/03/1991
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Mozambique Private Sector Support Program (656-0208)

éupplement to the Program Assistance Approval Document
for Petroleum Financing

I. Mozambique's External Sector

This section analyses the current balance of payments situation in
Mozambique and confirms the need for continuing and increasing
levels of fast-disbursing balance of payments assistance. In the
context of the overall balance of payments situation, this section
also considers the specific case of petroleum imports. Although
Mozambique, through its strong economic reform efforts, has
successfully attracted extraordinarily high donor commitments to
meet its external financing gap in 1991, most donor assistance
remains tied to specific purposes or sectors and, in some cases,
to specific procurement and source/origin requirements. This has
Ccreated a particular crisis for petroleum imports as a result of
the Soviet Union's inability to continue to supply concessional
aid and the disruption of the international petroleum market in
late 1990 and early 1991, which caused a significant amount of
untied ai” to be used for high-cost petroleum imports. The
availability of petroleum products, as discussed in Section I.B.,
is of particular relevance to the agricultural marketing
objectives of the Private Sector Support Program, since the
marketing of most agricultural products depends on motorized
transport.

A. Sources and Uses of Foreign Exchange

Demand for and supply of foreign exchange in Mozambique can be
examined either from a traditional balance of payments
perspective, or from a functional perspective focused on the
sources and uses of foreign exchange. For the purpose of
understanding what pressures lie beneath the existing foreign
exchange allocation system, the latter approach is more revealing.
The discussion in this section follows the presentation in Table 1
below.
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The table presents export earnings, service earnings, unrequited
transfers (private and official), and foreign borrowing as the
non-financial sources of foreign exchange available to Mozambigque.
Non-financial foreign exchange uses, on the other hand, include
import expenditures, non-interest service expenditures, and debt
service commitments (interest and amortization). After the fact,
the balance of payments must balance, and the financing segment of
Table 1 indicates how this is done. Either Mozambique resorts to
a drawdown in its net foreign asset position (including net use of
IMF resources), or it successfully seeks cancellation or
rescheduling of its foreign debt, or it accumulates arrears on
these debt commitments. On an ex ante basis, however, a financing
gap indicates that something must change in either the
non-financial sources and/or uses, or something (such as arrears
accumulation) must change in the financing of the balance of
payments.

1. Sources of Foreign Exchange, 1986-90

Mozambique's export earnings in 1986 were a scant $79 million, the
nadir of a steady decline in exports since 1980. 1986 exports
were barely 28 percent of their 1980 level and covered less than
15 percent of the import bill, compared with a comparable 1980
figure of 35 percent. The major reason for this decline was not
export prices, which remained relatively steady throughout the
period, but export volumes. The main source of the drop in export
earnings was the sharp fall-off in exports of cashew, sugar, and
tea. 1Indeed, in 1986, the only export product that showed an
increase was shrimp. The direct causes of this fall-off were two:
the insecurity situation, and the economic policy framework
pursued by the GRM. Given that peak production and marketing
levels in Mozambique were observed in 1980, and given the fact
that the insecurity situation, at least at its current degree of
intensity, began in the early 1980s, it is tempting to ascribe to
insecurity rather than economic mismanagement the lion's share of
the blame. 1In any case, by 1986 an economy that in 1980 already
could not afford to pay its import bill from its export earnings
was in an even worse position.



Since 1986, there has been some recovery in exports, with earnings
growing at an annual average of just over 10 percent. Export
prices in general dropped slightly between 1986 and 1990, and the
majority of the improvement has come through increased export
volumes. However, to attain the 1980 level of exports, average
annual growth of nearly 40 percent would have been required over
the past four years, and would have required, inter alia, cashew
exports to increase at an average annual rate of about 40 percent.

Service earnings also dropped off between 1980 and 1986, with a
reduction in trznsport earnings the primary cause. This reflects
the effects of the insecurity situation on the economy. Primarily
to blame for the drop in service receipts are the decline in rail
transport of neighboring country imports and exports and the
consequent loss of foreign exchange earnings at Mozambique's
ports. Since 1986, there has been some increase in service
receipts, but none of the improvements have been due to increased
transport earnings.

The most dramatic increase in foreigu exchange inflows in the past
few years has been in foreign grants and loans. Although the sum
of these two components in 1986 did not differ significantly from
their sum in 1980, it is interesting to note that the structure of
the sum has changed sharply. 1In 1980, foreign loans were about 90
percent of these external inflows, contributing in a major manner
to the current debt situation facing Mozambique. By 1986, the
grants exceeded foreign borrowing as a source of balance of
payments financing, a welcome trend. Additionally, the term and
interest structure of Mozambique's external borrowing has changed
in Mozambique's favor. Since 1986, foreign borrowing has remained
at approximately the same level as it was in 1986, but external
grants have increased at about 20 percent per year, in nominal
terms, a strong indication of donor interest in and sympathy for
not only Mozambique's development problems, but also Mozambique's
current economic policy reform stance.

During the 1986-90 period, external inflows in the form of grants
and loans represent approximately 70 percent of total sources of
foreign exchange, compared with just over 50 percent in 1980.
Compared with debt service, on a commitment basis, grants and
loans were almost 100 percent of debt service in 1986, but were
beginning to outstrip debt service by 1990. Over the past five
years, foreign borrowing has been exceeded by amortization
payments, not to speak of the interest payments to service the
debt, indicating that, at least on a commitment basis and
excluding grants, Mozambique is a net creditor to the rest of the
Yorld.



2. Uses of Foreign Exchange, 1986-90

Imports are Mozambique's single largest use of foreign exchange,
averaging around 50 percent of total uses during 1986-90. Between
1980 and 1986, imports dropped by about one-third, reflecting
primarily a reduction in imports of intermediate inputs and
capital goods, each of which declined by around 50 percent in
nominal terms. The only growing import over the same period was
food, which increased by about 40 percent. 1In real terms,
however, imports did not decline as much as the nominal data
suggest, inasmuch as prices of Mozambique's imports were down by
about 20 percent, comparing 1986 with 1980. Still, real imports
dropped by about 15 percent, causing Mozambique's manufacturing
sector to slow to a standstill.

The relative size of imports is perhaps best understood by
comparing it to GDP. 1In the mid-1980sg, such comparisons are of
dubious validity, because of the extreme overvaluation of the
exchange rate, which must be used to relate imports to GDP.
However, a better measure may be seen in 1989, when imports were
two-thirds the size of GDP. Were one to take into account the
remaining overvaluation of the exchange rate, this ratio would
rise to close to 100 percent. Taking this together with the fact
that Mozambique's exports are so small, one can see that domestic
production does not even cover Mozambique's consumption needs, let
alone covering investment spending.

Non-interest service expenditures, which have represented about 10
percent of overall foreign exchange uses in the past several
years, are a relatively steady and not particularly interesting
portion of foreign exchange uses. In the past few years, these
service payments have grown as a result of the GRM permitting
foreign investors to repatriate some of their profits.

The remaining 40 percent of Mozambique's foreign exchange is used
for debt service. O0Of debt service commitments, which have
averaged half a billion dollars per year in 1986-90, about 40
percent in the past two years have been for interest, with the
balance covering amortization. Mozambique, as of the end of 1988,
had accumulated debt of about $4.2 billion with the rest of the
world. The bulk of that debt, about $3.5 billion, was bilateral
official debt, approximately equally divided between OECD
countries and countries with centrally planned economies (when one
removes the 20 percent owed to OPEC countries and Brazil). Debt
service commitments are large enough that, were these commitments
to be removed from the bzlance of payments calculus, preferably
through cancellation, Moianbique's balance of payments would
indeed show ex ante balance.



3. Financing the Gap, 1986-90

With total uses exceeding total sources, Mozambique hes had an
overall deficit in the balance of payments during this period on
the order of $400-plus million. This deficit has averaged 30
percent of Mozambique's total uses of foreign exchange from
1966-90. To cover this financing-gap, Mozambique has gone
significantly into arrears on external debt payments. End-1988
arrears stood at about $1.5 billion, more than a third the level
of total debt outstanding at that time. The bulk of these arrears
are on bilateral debt and therefore presumably restructurable, at
least within the confines of the Toronto terms discussed below.
To date, the majority of debt restructuring has been in the form
0f rescheduling, rather than cancellation, thereby pushing the
problem into the future. 1In years during which Mozambique has
been unable to come to terms with creditors on restructuring, the
country has simply not made debt payments, thereby closing the ex
ante balance of payments gap. This will present a serious crisis
in the late 1990s when debt that was rescheduled under Toronto
terms, which is virtually all of the OECD debt, can no longer be
rescheduled. The GRM, World Bank, and IMF have put forward
Mozambique as an example of the need to change the terms of debt
relief to include significant cancellation and not just
rescheduling of debt, possibly on the proposed Trinidad terms now
being considered by the Paris Club. The Trinidad terms would
cancel two-thirds of the Paris Club debt, rescheduling the
remaining one-third aver 25 Years with a five-year grace period.

4. Balance of Payments Prospects, 1991-2000

The following discussion of balance of payments prospects for this
decade is based on IMF projections available as of April 1991.
These data are arrayed in Table 1, using estimated outturns for
1989 and 1990, and projections for 1991, 1995, and 2000. Although
in nominal terms the data indicate that total sources of foreign
exchange will grow (at seven percent) more rapidly than total uses
(at five percent), the overall balance for financing remains
significant. About a year ago, IMF projections were considerably
more bullish on the growth of sources of foreign exchange than
they are now. Exports are expected to grow in nominal terms by
over 18 percent, an admittedly large rate, but the low export base
in 1990 (equivalent to only about one-seventh of the imports)
hardens the balance of payments projections. However, the most
telling revision in the estimates is that concessional loans and
grants are expected to grow much more slowly than auticipated a
year ago, although still at very high rates of about five percent
for grants and 1.6 percent for loans. Thrcughout the decade,



the overall deficit in the balance of payments exceeds the volume
of possible debt relief, emphasizing again that cancellation of a
significant portion of Mozambique's official debt will be critical
to achieve external financial viability.

In the near term (1991-92), IMF projections suggest that the gap
is close to being closed. For 1991, the December 1990 Paris
Consultative Group meeting was able to obtain sufficient pledges
to close the gap, assuming debt relief on the order of about $700
million and a clearing of $300-plus million of arrears to London
Club banks through a debt buy-back program co-financed by the
World Bank and several bilateral donors. The World Bank has
awarded a contract to Merrill Lynch to coordinate the purchase of
commercial debt, estimated to be worth less than 10 U.S. cents to
thg dollar. The commercial buy-backs should be completed in
mid-1991.

Another critical consideration in the 1991 balance of payments is
the flexibility with which donor aid is provided. Mozambigque has
made significant progress in raising the level of untied aid (in
regards to source and origin) to about $300 million annually.

This allows for more effective utilization of scarce resources as
a greater share of imports can now be purchased where they are
least expensive, rather than in the country of the donor providing
the assistance.

Progress has not been as extensive, however, in the untying of
foreign exchange for specific purposes. Donors still continue,
understandably, to prioritize certain sectors and to limit imports
to commodities in these sectors. The Nordic countries, for
example, strongly support social services. A.I.D., through the
PSSP, has given priority to agriculture. Such targeting of
balance of payments support can be argued to have had certain
beneficial development impacts, particularly when the exchange
rate was exorbitantly overvalued. It also creates specific
problems, however, linked with the importation of critical
commodities when one or more of the principal donors in a sector
cut their assistance. As is discussed in the following section,
such a situation has occurred with petroleum products, given: (1)
the Soviet Union's lack of capacity to continue to provide
concessional assistance, and (2) the shortage of untied donor
funds to finance petroleum import requirements. This situation is
one of the underlying factors leading to this amendment to expand
the eligible list of commodities under the PSSP to include
petroleum products.



Projections for 1992 suggest yet a more critical situation. Even
after debt relief of $320 million, a financing gap of $35 million
remains. Debt service ratios, even after debt relief, will be on
the order of 40 percent. Mozambique's only course of action for
the foreseeable future, regardless of the degree of workable
stabilization policies, will be to solicit an increase in grants
and concessional lending, and to seek greater flexibility in the
utilization of official aid flows, both in terms of source and
origin and in relation to specific import purposes. Cancellation
of a portion of the official debt, which is .essential for a viable
balance of payments in the late 1990s, depends wholly on Paris
Club negotiations, which are outside of Mozambique's control.

B. Petroleum Import Requirements

Extreme volatility in petroleum prices, together with the
termination of a concessional trade agreement with the Soviet
Union for petroleum products, have exacerbated Mozambique's
balance of payments crisis in 1990-91. This will directly affect
both the agriculture and transport/marketing sectors which consume
over half of Mozambigue's petroleum imports.

Since the early 1980s, Mozambigue has depended on concessional
trade agreements with the Soviet Union to finance, in recent
years, approximately $50 million out of a total petroleum import
bill averaging about $75 million. With the vast political and
economic upheaval and increasing scarcity of hard currency in the
Soviet Union, the U.S.S.R. cannot continue to subsidize Mozambican
petroleum imports. Moreover, the sudden termination of the
U.S.S.R.'s concessional support came during a period of rising
international petroleum prices due to the 1990-91 Gulf crisis,
placing yet more strain on the balance of payments.

Table 2 below presents several scenarios for petroleum import
requirements in 1991 and compares them to the cost of petroleum
imports in 1990. Under relatively conservative price assumptions,
the petroleum import bill will rise to $107 million in 1991 from
$73.8 million in 1990. At November 1990 prices, the 1991 import
bill will rise to over $140 million. Such sharp fluctuations in
international petroleum prices as were associated with the Gulf
crisis make it difficult to project the evolution of petroleum
prices over the next 12 months. Moreover, because Mozambique does
not have the capacity to refine crude oil and therefore imports
only refined
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products, the added volatility in the prices for these products
further complicates any medium-term analysis of import
requirements. Although there is clearly a long-term correlation
between prices for crude oil and refined petroleum products,
trends in the past four months suggest that prices for refined
products will increase more rapidly than the price of crude oil
and may not decrease as rapidly when crude oil prices fall.

The increased cost of oil imports from 1990 to 1991 represents 24
percent of Mozambigue's total projected export earnings for 1991.
The loss of both workers' remittances from East Germany and
financial assistance from the gsoviet Union and other Eastern bloc
countries represents an additional external shock equal to seven
percent of GDP and about 30 percent of export earnings. As shown
in the balance of payments analysis above, Mozambique does not
have the resources to absorb these shocks within its own foreign
exchange earnings or to assume additional commercial debt.
Additional donor financing is required to ensure a reasonably
consistent flow of petroleum imports.

Since September 1990 when the petroleum price impacts of the Gulf
crisis began to manifest themselves, the GRM has pursued
additional donor balance of payments support. for petroleum
imports. Few donors had previously made provisions in their
assistance programs to finance petroleum products since the Soviet
Union had traditionally supplied the majority of Mozambigque's
needs, and diesel fuel could be imported under Wworld Bank
rehabilitation credits. Several countries, notably France,
Germany, and the Netherlands, responded quickly to the GRM's
requests to make available about $24 million in late 1990 and
early 1991 from existing import support programs. The World Bank,
sweden, England, Italy, and Japan have also contributed about $31
million. However, without the continuation of the soviet Union's
concessional trade agreement, this still leaves unfunded
approximately 50 percent of the petroleum import bill for 1991.

A major shortfall in petroleum financing would.have its most
significant impact on the agricultural and transport sectors,
particularly during the high season of the agricultural marketing
year, between May and September. In 1989, the last year fcr which
estimates are available, the agricultural sector consumec 10
percent of all oil products. The transport sector, and by
implication marketing, accounted for 40-50 percent of corsumption.
Significant shortages in petroleum could thus be expected to
result in: (1) reduced capacity to move agricultural procucts
from producers to consumers, possibly
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even depressing producer prices and creating a disincentive to
production in subsequent years; (2) higher costs associated with
agricultural marketing; (3) higher consumer prices for food due to
both higher _marketing costs and the inability to evacuate crops
efficiently from production areas; and (4) a reduction in
agricultural exports, particularly cotton and cashews which rely
almost exclusively on motorized vehicles to transport crops to
processing factories and then on to ports.

Negative impact on both producers and consumers of food would be
highly probable given that wholesale and retail markets are just
re-emerging after a decade of suppression compounded by disruption
due to the security situation. With just a2 few key intermediaries
in any’'given province still controlling a significant share of all
trade, and with a highly inelastic demand for basic food
commodities, increased marketing costs have generally been passed
on to consumers and producers. It would not be unreasonable to
extend the impact cf a 50 percent shortfall in petroleum to a need
for increased food aid for urban areas, particularly at a time
when some parts of the country are experiencing a severe drought,
and higher costs for delivering such food aid. There is, of
course, a high degree of speculation involved in any such
analysis. VYet it serves to demonstrate that petroleum is an
essential input in the agricultural production and marketing
process, and that a sharp drop in the availability of petroleunm,
particularly during the marketing season, would negatively affect
farmers, consumers, and export competitiveness.

II. Program Description
A. Objectives

This PAAD amendment will (1) revise the eligible commodity list
under the PSSP to include petroleum products, and (2) incorporate
pricing and marketing reforms for selected petroleum products into
the .PSSP's policy objectives. AID/W's concurrence with expanding
the commodity list to include petroleum products is provided in
Annex A. As discussed in Section I, financing of petroleum
products is based upon the importance of petroleum to the
agricultural production and marketing objectives of the PSSP,
Mozambique's continuing need for extensive balance of payments
suppport, and the limited provisions for donor financing of
petroleum imports under most import support programs.
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The proposed amendment is fully consistent with the PSSP's purpose
to improve incentives for private sector agricultural production
in order to enhance the private agricultural sector's production
and income. USAID's financial support for petroleum imports
provides an opportunity to pursue policy reforms with the
Government that will help institutionalize incentives for
efficient use of petroleum imports and take a first step toward
laying the foundations for private participation in the
importation and distribution of petroleum products. Such measures
will contribute significantly to promoting consistent availability
of petroleum products within the country and will help avoid the
types of production and marketing bottlenecks discussed in Section
I that would result from significant petroleum shortages.
Including the petroleum pricing and marketing reforms which are
discussed in Section II.D. below, the expected policy impacts
under the PSSP are expanded as follows:

(1) Increased agricultural productivity and
strengthened competitive markets by utilizing
floor prices that guarantee producers a fair
return in cases where there may be only one buyer
and by replacing floor prices with a liberalized
market when conditions permit;

(2) Clearly defined policies and an action plan
leading to divestiture of selected state farms to
private family and commercial farmers;

(3) Demonstration of the viability and effectiveness
of strengthening private sales and service
networks for agricultural inputs in order to
promote widespread outreach to commercial and
family farmers;

(4) Tested policy and procedural options to both
increase the access of private enterprises in the
- agricultural sector to foreign exchange and
institutionalize market principles as a basis for
foreign exchange allocations;

(5) Reduced restrictions on competitive private sector
trade and transportation serving agricultural
producers in Mozambique; and

(6) Increased and more reliable access to selected
petroleum products at import parity prices based
on the secondary market exchange rate.
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B. Progress to Date .

Annex B contains a detailed report on progress under the PSSP over
the past year. On the whole, the GRM continued to implement the
economic reform measures agreed upon with the international
community. )

The GRM fully met. agreed upon targets for pricing policy reforms.
Fixed producer prices have been abolished in favor of minimum
prices intended tq protect producers as markets re-emerge but
suffer from lack of competition. Consumer prices for maize,
beans, and rice have been readjusted to overcome marketing
disincentives created by previously inadequate margine between
producer and consumer prices. Some delays -- to some extent
bureaucratic -- have been encountered in enactment of PSSP
marketing reforms. This issue has been raised at senior levels of
government and a process has been initiated under the Prime
Minister's review to remove restrictions on inter-provincial and
inter-district trade and to allow open competition among
district-level wholesalers. Commodity imports under the PSSP
continue to support the private sector. Indeed, we have noted
increased Government emphasis on private sector access to foreign
exchange across its import support programs.

Implementation of foreign exchange reforms and state farm
divestiture has proved more complex than the other PSSP pricing
and marketing policies. Conflicting emphases from the %orld Bank
and IMF, analyzed in detail in Maputo 896 and Maputo 998, have
complicated the process of developing a clear strategy leading to
market-based allocation and pricing of foreign exchange. The GRM
has, in fact, met the specific targets agreed upon for 1990-91
with the expansion of its Open General License experiment and the
creation of a secondary foreign exchange market. We are
nonetheless concerned that more intensive oversight from the World
Bank and IMF are needed to make these initiatives work. Based on
April 1991 consultations with World Bank and IMF staff in both
Washington and Maputo, we believe that both of the multilaterals
are now seized with meeting this, need.



15

State farm divestitures, as predicted in November 1990
correspondence on the economic development implications of
constitutional reform, have assumed a heightened sense of
political sensitivity with the anticipated advent of electoral
politics and the demobilization of military forces. Although
actual divestitures continue, attempts to formulate a clear set of
guidelines for the divestiture process have been ensnared in the
political process. The Government, nevertheless, continues to
comply with credit and subsidy restrictions on parastatals, and
this is squeezing many state farms out of existence. The GRM has
also requested continued U.S. support to analyze and rationalize
divestiture policies.

C. Considerations in Petroleum Financing

In analyzing which petroleum products to finance under the PSSP,
USAID took into consideration the following factors: (1) critical
petroleum products for agriculture and marketing and in relation
to overall economic stability; (2) foreign exchange cash flow,
particularly the availability of donor financing and specific
procurement constraints, relative to demand; (3) broad concerns
over petroleum pricing and distribution policy; and (4) long-term
interests in shifting petroleum imports to a newly created
secondary foreign exchange market in which the exchange rate is
determined through supply and demand. Based on the analysis
summarized below, USAID proposes to finance diesel and gasoline
imports under the PSSP.

1. Critical Petroleum Products

Diesel is the principal fuel used in agricultural production
equipment and vehicles for agricultural marketing. Gasoline,
while not of such direct importance to agricultural and marketing
activities, is essential to the overall transport requirements of
the country. If the GRM does not receive donor financing for
gasoline imports it will be cr=quired to tap other foreign exchange
sources, possibly at the expense of other critical production
Anputs, to ensure minimal gasoline supplies in key areas
throughout the country. Failure to maintain adequate supplies of
gasoline would add to existing urban social tensions that could
threaten the continued implementation of the agricultural pricing
and market liberalization reforms under the PSSP, particularly
until a supply side response to improved agricultural production
incentives can mitigate short-term food price increases.
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2. Supply and Demand Pactors

As shown earlier in Table 2, the principal fuel import ‘
requirements for 1991 are for diesel (about $58.5 million), jet
fuel (about $15 million), and gasoline (about $11.5 million).

Diesel, as discussed above, is a high national priority which is
central to agricultural production and marketing. The GRM made
provisions to finance diesel imports early in 1991 through other
donor support programs, particularly the World Bank's Third
Rehabilitation Credit. USAID aleo financed a small diesel
purchase with balances remaining under the 1988 Private Sector
Rehabilitation Program. Donor assistance for diesel imports will

prove most critical later in 1991. :

Donor financing is scarcer for gasoline imports. The ¥World Bank
added gasoline to its eligible list of commodities and financed
some small gasoline purchases early in the year. On several
occasions when gasoline supplies have been completely exhausted in
Maputo, the GRM has used its limited foreign exchange receipts to
import gasoline. The need to assist with gasoline imports is both
large and immediate.

The principal users of jet fuel generally receive payments in hard
currency and thus have the potential to import jet fuel directly
utilizing foreign exchange receipts. This is also the case for
LAM, the national airline, which utilizes a portion of its foreign
exchange earnings to finance petroleum needs as part of its export
retention agreement with the Government.

3. Broader Policy Considerations

Prior to the start of Mozambique's Economic Rehabilitation Program
in 1987, commodity shortages were endemic throughout the country.
The GRM generally dealt with such shortages through rationing and
price controls, in many cases further eroding incentives for
production or for efficient use of scarce resources, and fomenting
the growth of parallel markets. The World Bank and the IMF have
worked with the GRM to phase out, rationing programs and to manage
demand, to the extent it continues to be necessary to do so, by
adjusting prices. To help the GRM implement this strategy, donors
have provided extraordinarily high levels of financing, as
discussed in Section I, in order to shore up commodity supplies.
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A major interruption in the supply of petroleum products could
drive the GRM to again resort to rationing petroleum products,
particularly diesel and gasoline which would be in shortest
supply. USAID assistance for gasoline and diesel imports would
help to meet the commitment that donors have assumed to finance
critical imports in order to allow the GRM to continue to pursue
the liberalization of pricing and distribution policies.

4. The Secondary Foreign Exchange Market

A broader objective of the PSSP has been to reinforce GRM, World
Bank, and IMF efforts to create a functioning foreign exchange
market in Mozambique. 1In October 1990 the GRM took an important
step toward liberalization of the foreign exchange regime through
the creation of a secondary foreign exchange market (called the
MSC) in which supply and demand determine the exchange rate. The
secondary market still remains thin, averaging about $1 million in
sales per month. 1In part this is due to a lack of clarity on
eligible foreign exchange sources to supply the market.
Non-traditional exports are intended to be but still have not been
moved to the secondary market. Mechanisms have not been
established to channel donor funds through the central bank to be
sold into the MscC. Hence, the principal sources of supply have
been foreign exchange sales from embassies and NGOs, and ad hoc
arrangements with enterprises with export retention schemes. Due
to general knowledge of the minimal availability of foreign
exchange within the Msc, moreover, demand has been limited
Principally to relatively small transactions for travel and other
Bervices.

The IMF, World Bank, and USAID are presently working with the
Government to shift an increasing share of imports and exports to
the MSC exchange rate in order to stimulate exports and encourage
efficient use of scarce foreign exchange for imports. In the long
term, a viable foreign exchange market in a country such as
Mozambique, which depends on donors for 80 percent of its foreign
exchange, will require extensive strengthening of the central
bank. As a transitional measure, the GRM and donors will seek to
channel receipts from non-traditional exports through the MSC, and
to use the MSC exchange rate as a proxy for an equilibrium rate
under various import support programs such as the SNAAD (a limited
Open General License program) and USAID's CIP.
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Based on USAID's analysis of domestic prices for petroleum
products (see Annex C and the discussion in Section II.D. below),
gasoline is currently slightly above and diesel slightly under
import parity at the_MSC exchange rate, and have been close to
import parity since the major consumer price increases announced
soon after international prices escalated in late 1990. 1In
conjunction with the financing of gasoline and diesel imports
under the PSSP, USAID and the GRM will formalize the current de
facto shift of the importation of these products from the official
to the secondary foreign exchange market.. This shift will ensure
consistent monthly demand within the MSC, which creates a basis
for increasing the flow of foreign exchange into the secondary
market without artificially depressing the exchange rate.

D. Revised Policy Framework

This amendment revises the policy agenda for the Private Sector
Support Program by adding a sixth policy objective and several
specific policy benchmarks for 1991-92 related to the importation
and pricing of petroleum products. The revised policy agenda is
presented in the updated "Summary of Policy Objectives and
Workplan" matrix which follows (Table 3).

As in the past, policy reforms under this amendment will be agreed
upon with the Government through a "Letter of Intent" from the GRM
to USAID. This Letter of Intent describes specific reform
measures to promote increased and more reliable access to selected
petroleum products at import parity prices based upon the
secondary market exchange rate. The Government has submitted the
Letter of Intent prior to USAID's amending the PSSP grant
agreement to authorize the procurement of petroleum products.

Once USAID has determined that it addresses the policy issues
discussed below, the letter will be incorporated into the grant
agreement by reference through an amendment to modify the list of
eligible commodities. The Letter of Intent is provided in Annex
D.
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l. Gasoline and Diesel Prices

The GRM will maintain the consumer price for gasoline at or above
import parity at the secondary market exchange rate and will
continue to adjust the consumer price for diesel to reflect
changes in the exchange rate and international prices. As
illustrated in che pricing model provided in Annex C, both diesel
and gasoline prices were very close to import parity at the MsSC
exchange rate as of mid-April 1991, with gasoline slightly above.
The pricing model was developed with World Bank technical
assistance and reflects the tax and cost structures agreed upon
with the IMF and world Bank. At a minimum, the Government will
review gasoline and diesel prices quarterly and adjust them as
necessary to reflect changes in international prices, insurance
and freight costs, domestic handling costs, taxes, and the
secondary market exchange rate. Any petroleum products financed
by the PSSP CIP will be priced at import parity at the secondary
market exchange rate utilizing this model (or a modified version
agreed upon by USAID and the GRM).

As discussed above, the official shift of gasoline and diesel to
the secondary foreign exchange market will: (1) promote more
efficient utilization of these imports since their prices will no
longer reflect a highly overvalued official exchange rate, and (2)
create the consistent foreign exchange demand in the secondary
market needed to allow donors to channel funds through the MSC or,
as in the case of USAID's CIP, through import support programs
that utilize the Msc exchange rate.

2. Avgas Imports, Distribution, and Pricing

The Government will complete an analysis and implement
recommendations for deregulating the market for avgas by allowing
users to make their own arrangements for supplies, either by
importing directly or purchasing at a market-determined price from
intermediaries (e.g. Petromoc, BP, Mobil, Total, etc.) who will be
free to import directly. cCurrently, the parastatal enterprise
Petromoc has a monopoly on the importation of all petroleum
products. The principal users of avgas are charter air companies
and non-profit organizations, many of which are linked with the
pProvision of emergency assistance and other donor programs.
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Problems at times arise with the supply of avgas because the use
of air charters is strongly linked to the security situation. At
times when key roads become inaccessible, the demand for air
charters, and thus avgas, can increase sharply. Conversely,
Petromoc does not wish to overstock avgas in response to emergency
conditions since an unpredictable improvement in the security
situation could lead to an oversupply of this fuel which, if
stored for six months, deteriorates in quality and needs to be
sold at a lower price as gasoline. The deregulation of avgas
imports should eliminate periodic shortages which can drastically
disrupt emergency programs.

Virtually all users of avgas receive payment for their services in
foreign exchange and therefore could either import directly or
make arrangements with other users to pool funds to purchase
through an intermediary. It is probable that Petromoc will still
continue to import the largest quantities of avgas and, through
bulk purchases, offer the best prices. Avgas users, however, will
no longer be dependent on Petromoc as the exclusive importer. The
alternative of importing directly or through intermediaries will
also reduce their vulnerability to GRM foreign exchange cash flow
problems that affect Petromoc's capacity to import.

The analysis will take into consideration relevant technical,
operational, financial, and economic issues and will make specific
recommendations on policy, regulatory, and legislative changes.

It will be completed by July 1991.

3. Analysis of Other Import and Distribution
Options

In addition to the above liberalization measures, USAID will
reinforce World Bank and GRM efforts to analyze import and
distribution systems for petroleum products in general in order to
create a more efficient domestic petroleum market. In mid-1991,
Arthur D. Little will complete a World Bank-financed study for the
GRM which examines the relative advantages of rehabilitating
Mozambique's refinery to allow the importation of crude oil versus
cortinuing to import refined products. The results of this
2nalysis will be incorporated into a second study, also financed
by the World Bank, on importation, distribution, and storage
systems. The Government will review the results of these studies
with USAID and discuss follow-up measures to continue to increase
the efficiency of the importation and marketing of petroleum
products.
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E. Foreign Exchange and Local currency Management

pisbursements for petroleum imports will be made through 2
Commodity Import Program, as is the case for all other commodities
financed under the PSSP. As discussed in the Procurement Plan
below, Petromoc will be the importing agent for diesel and
gasoline. Operational procedures for the CIP will be the same a8
those utilized for all other commodities £inanced under the PSSP.
Priorities, procedures, and controls for the use of local currency
generated by petroleum imports authorized under this amendment
will be as described in the original Private Sector support
Program PAAD.

F. Procurement Plan

This procurement plan focuses on the purchase of approximately
40,000 metric tons of Super 93 gasoline toO pe financed using funds
obligated under the Private sector Ssupport Program in FY 1989 and
FY 1990. It is anticipated that other petroleum products may be
purchased at a subsequent time. Plans and procedures for such
procurement(s) may be agreed upon with the GRM through a Project
Implementation Letter or incorporated into subsequent amendments
to the PSSP.

1. Responsible Entities

Petromoc, a parastatal responsible for the import of all petroleum
products to Mozambique, will be the entity responsible for the
purchase of the diesel and gasoline financed under the PSSP. As
discussed above, USAID, with AID/W concurrence, agreed to allow a
gtate-owned company access to program funds because: (1) fuel is
critical to agriculture, the program's target sector; and (2) use
of the funds for fuel at the secondary market exchange rate will
encourage the institutionalization of a market-based system of
foreign exchange allocation.

The Regional Commodity Management officer has conducted an
examination of the capability of Petromoc to undertake the
purchase of gasoline and other petroleum products. Based on a
review of pPetromoc's standard procurement procedures and its good
record on previous usaID-funded procurements, he recommended the
use of host country procedures, under careful USAID guidance.
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USAID will review each step in the procurement process, including
the draft Invitation for Bids, the selection, and the final award
and contract. The final award will be subject to the formal

approval of the Mission Director after consultation with the RCMO

and RLA.

2. Procurement Procedures

Because of the limited availability of counterpart funds and the
short shelf life of gasoline, Petromoc has requested four :
shipments of approximately 10,000 metric tons each, three months
apart. Given the volatility of the petroleum market and the
likelihood that prices will vary by 20 percent or more over the
period, two Invitations for Bids (IFBs) will be issued, one by
April 1, 1991* and the second six months later. Both IFBs will be
for two shipments, the first 30 days after award and the second
three months later. The basis for award will be the lowest price
relative to the Platt's Oilgram** price on the date of the bill of
lading. The availability of both IFBs was advertised at the same
time in the Commerce Business Daily and the A.I.D. Procurement
Information Bulletin. All suppliers requesting the first IFB will
receive a copy of the second when it is issued. :

3. Source and Origin

Since the U.S. is a net importer of petroleum products, since the
authorized source/origin for the PSspP-obligated funds is A.I.D.
Geographic Code 935, and since Mozambique's usual suppliers are
based in Kenya, South Africa, and the Gulf, the source and origin
of the gasoline will almost certainly be a Gulf State included in
Code 935, Nigeria, or Kenya.

4. Shipping

If no U.s. ship is available, the program will finance the
shipment of the non-U.S. source petroleum on 935 vessels. 1In
order to meet the terms of the Cargo Compliance Act, suppliers
Will be required to advertise the availability of the cargo in the
Transportation News Ticker 30 days before the expected loading
date. 1If no U.S. flag vessel responds to the advertisement,
MS/OP/TRANS will issue a Determination of Non-Availability.

* The IFB, issued on April 1, stated clearly that the
resulting contract is subject to the availability of funds.
Petromoc will not award the contract until after this PAAD
amendment is authorized.

bl Platt's Oilgram is a daily compilation of prices for
petroleum products. It is the benchmark for the industry.
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5. Procurement Schedule

CBD notice covering both IFBs
published

First IFB, covering first two
shipments, issued to suppliers

Bids for first two shipments
received

Award made for first two
shipments

Letter of Commitment (L/Com)
issued for first shipment

First shipment of 10,000 tons
arrives Maputo

L/Com for second shipment
issued

Second IFB, covering third and
fourth shipments, issued

Bids for third and fourth
shipments received

Award made for third and fourth
shipments

Second shipment of 10,000 tons
arrives Maputo

L/Com issued for third
shipment

‘Third shipment of 10,000 tons
arrives Maputo

L/Com issued fof fourth
shipment

Fourth shipment of 10,000 tons
arrives Maputo
. .

March 15, 1991
April 1, 1991

May 17, 1991

May 24, 1991

May 31, 1991

July 20, 1991
August 14, 1991
September 1, 1991
September 27, 1991
October 11, 1991
October 15, 1991
October 15, 1991
December 15, 1991

January 15, 1992

March 31, 1992
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Annex A

AID/W Concurrence Cable
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- NEXOS OF TBE FX REFORMS TBAT THE AMEINDMENT IS SUFPORTING
IN THE® PRIVATE AGRICULTURAL SECTCR. AIL/¥ UNDERSTANIS
THAT FOR TBE FX FOCUS ON TRANSPORT MOST OF THE TRANSPORT
MAY WELL BE IN TBE PRIVATE AGRICULTURAL AREA, ANT THAT
THE LYPORTS THBAT THEE AMENIMENT.S REFORM WILL FOCUS 0N
MAY WELL BE AGRICULTURAL EXPCRTS.

UNDISPBURSED FSSP CELIGATIONS:

4. IN LIGET OF TEEL ABOVE STRATESIC FRAMEWORK, AID/W
CONCURS WITP USAIL/MOZAMBIQUE’S PROPOSAL TO UTILIZE ALL
OR A PORTICN OF TEE UNDISBURSZD OBLIGATIONS UNDER TEHE
PSSP TO FINANCE PETROLEUM IMPORTS. REF C IS CLEAR IN
PESCRIBING THE SEASONS WEY IT IS NOT PRESEINTLY FFASIBLE
TO FINANCE IMPORTS ON THE ORIGINAL COM“ODITY LIST GIVEN
TEAT USAID MUST PRCVILFE ASSISTANCE AT THFE SFCONCARY
MARKET RATE WEILE IMPORTTIRS CAN STILL OBTAIN FINANCING
UNDER OTBER DONOR PROGRAMS AT THE OFFICIAL EXCFANGE
RATE. AS DISCUSSED IN PAFA 3 (B) ABOVE, THIS MATTER
MUST BE RESOLVED TRROUGH LONCR COORLINATION. TYET KE
ALSO RECOGNIZE THAT IT IS A TEMPORARY IMPLFMENTATION
SETBACK TO WEAT IS AN OTHERWISE POSITIVE LEVELOPMTNT IN
TEE CRIATION OF A SEICOND, MARRET-LRIVEN POREIJN EXCHANGE

WINDOW.

S.s TEE NZED FOR CCNTINUING ASSISTANCE IS FULLY
LOCUMENTED 1N REFS C, D, AND F. TE® RATICNALE FOR
FINANCING TRANSFCAT RELATED IMPORTS IS SIT FORTH IN
AMENDMENT NUMBER 2 TO TRE FSSP AS PART CF A STRATEGY TO

UNCLASSIFIED STATE 288494/¢2
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PROMOTE AGRICULTURAL MARKETING REFORMS. NE RECIOGHRIZE
THAT PETROLEUM IS AN ESSENTIAL COMPONENT OF THE
TRANSPORT AND MARKFTING EQUATION AND EXPRESSED OUR
GFNERAL CONCURRINCE WITH TBE CONCEPT OF FINANCING
PETROLFUM IN TEE U.S. PLEDGE AT THE DECEMBER
CONSULTATIVE GROUP MEETING (REF E). REF C ALRFAIY SETS
FORTHE A BASIC CASE FOR PRTROLEUM FINANCING, AND VWE
EXPECT TEAT USAID VWILL EXPAND ON TRIS ARGUMENT IN A PAAD
AMENDMENT AS DISCUSSED BELOW IN PARA 18,

6. AS USAID IS AWARE, ALL PUNDS PRESENTLY OBLIGATED
UNDER TBE PSSP ARE AUTHORIZED ONLY FOR CIP
DISBURSEMENT. ANY IMPORTS OF PETROLEUM PRODUCTS MUST
JBEREFORE BF DONE THROUGE A CIP MECEANISM. MORECVER,
TEESE TRANSACTIONS MUST OCCUR AT THE SFCONDARY MARLE?
EXCHANGE RATE SINCE IT IS TBE HIGEHEST LEGAL RATE OF

EXCEANGE TBAT IS NOT UNLAWFUL IN MOZAMBIQUE., 1IT IS
AID/W’S UNDERSTANDING THAT USAID WILL NEGOTIATE SPECIFIC
PETROLEUM PRICING REFCRMS TEAT WILL RESULT IN IMPCPTED
PROTUCTS BXING SOLD TO THE PUELIC AT IMPORT PARITY USING
THE SECONDARY MARKET RATE.

€A. AID/W UNDERSTANDS TYAT PETROLEUM IMPORTS MAY ¥FLL
BE CRUDE PETPOLEUM, WBICH WILL NOT FRAISE AN ISSUZ OF
INELIGIBLE CGMPONENTRY TBAT MIGRT BE PRESENT IN TEPE CASE
OF FINANCING REFINED PRODUCTS. UNDEIR A.JI.D.
SOURCF/ORIGIN RULES, ANY COMPCNENT (I.E., CRUDE OIL
GOING INTO TBE PRODUCTION OF A REFINED PRODUCT) FRCM A
NON-935 COUNTRY (EB.G., LIEYA, IFAN, SYRIA) MAKES THE END
COMMODITY INELIGIELE FOR A.I1.L. FINANCING. WBILE IRAC
AND EU¥AIT ARFE INCLUDED IN CODE S25, AND THUS BLIGIBLZ
UNDER A.I.D.’S SOURCE/ORIGIN/NATIGNALITY/COMPONENTRY

UNCLASSIFIED STATE 3282434/22
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BULr;tAnD TEE PAAD, THE MISSION SHOULD ENSURE THAT THE
PROCUREMENT COMPLIES WITH TEE IRAQ SANCTIONS ACT OF 1999
AND THE IRAQ/KUYAI?T IMBARGO EXECUTIVE ORDERS AS IN
EFFECT AT THE RELEVANT TIME. PPOCUREMENT SEOULD ALSO
NOT FERMIT IRAG/KUNAIT CCMPONENTRY SIMPLY BECAUSE TFZ
SANCTIONS ACT/EXECUTIVE ORDERS PROHIBITIONS IN LFFECT AT
THE RELEVANT TINMX MAY NOT REACH COMPONENTRY.

6E. AN 1EE REQUESTING A NEGATIVE DETERMINATION FOR
PFTROLEUM WILL 3BE REQUIRED. A CATFGORICAL EXCLUSION
UNDER REG. 16 SECTION 216.2(C) (2)(IX) IS NOT
APPROPRIATE SINCR® A.I.D. BAS KENOWLEDGE OF THE SPECIFIC

CCMMOD!TY TO BE FINANCEL.

7. CONCERNING PSSP COMMODITY IMPORTS, AID/¥ RECCGNIZES
TRAT WE MIGET AGAIN BE ABLE TO COMPETITIVELY FINANCE
SCYE OF THE ITEMS ON THE ORIGINAL COMMODITY LIS?
CEPENDING CN: (A) TBE MISSION’S SUCCESS IN WORLIKG XITH
TEE GRM AND DONORS TO PRASE SECTOR(S) FROM TBE JFFICIAL
, TO THE SECONDARY MARKET; AND/OR (B) THE SPEED AT VEBICH

TBE GRM DEVALUES THE OFFICIAL EXCEANGE RATE. HENCE,
SOME FLEXIBILITY IN OUR FINANCING DFICISIONS IS
DESIRABLE, AND IT MAY MARE SENSE TO AGEEE TO FETPOLEDM
IMFCRTS IN TRANCEES IN ORDER TO AVCID FORECLOSING CTEER
PINANCING OPTIONS AS THEY DEVELOP.

FY 1591 PSSP OBLIGATIONS:

8. ASSUMING TEAT THE SPECIFIC AGRICULTURAL/MARKETING
REFORMS CONTAINED IN THE PSSP POLICY REFORM FRAMEVORK

CCNTINUE ON TRACK, IT IS AID/W’S UNLERSTANDING TEAT TUE
KFY REFORM TO BE PURSUED PRIOR TO OBLIGATION OF THE FY
1991 TRANCRE OF LOLS 12.59¢ MILLION IS THE PBASING OF
SPECIFIC SICTOR(S) FROM THE OFFICIAL TO THE SECONDARY
FOREIGN EXCHANCE MARKET. USAID BAS INITIALLY INDICATZD
ITS INTENT TO BIGELIGHT TRANSPCRT, PENLING FURTEER
DISCUSSIONS WITH THE dORLD BANK AND OTHER DONORS
FINANCING TRANSFORT IMPORTS. VWE ALSO ENCOURAGE TBE
MISSION TO INCORPORATE INTO TBE REFCRM PACKAGER GREATIER
FLEXIBILITY IN CONVERTING APPROFRIATE EXPORTS AT TRIL
SECONLCARY MAREET RATE IN ORDER TO ENHANCE TFE
COMPETITIVENESS OF MOZAMBICAN EXPORTS SINCE THBIS IS AN
APPROVED AREA FOR POLICY REFORM.

9.. AS THBE FY 1¢G1 PSSP TRANCHE HAS NOT YET BEEN
AUTBORIZED, USAID KAY CONSIDER TRE POSSIBILITY OF

LISBURSING VIA CASH TRANSFER IF TRIS WOULL CONTRIBUTE TC
A FUNCTIONING FOREIGN EXCHANGE MAREKEET AND IFP TBE CENTRAL
BANK CAN COMPLY WITE A.I.D. SEPARATE ACCOUNT AND LCOLLAPR
TRACKING REQUIREMINTS., OTHERWISE ¥E WOULL EXPECT USAID

TO CONTINUE WITH A CIP.

DOCOMENTATION REQUIREMENTS:
]
18. OBLIGATEL FUNDS., FOR FUNLS TIAT RAVE ALREALY PIEN

OBLIGATED UNDER TBE PSSP BUT NOT DISBURSED, USAID SBOULD
PREPARE ANU APPXOVE A PAAD AMENDMENT IN TEE FIELD,

UNCLASSIFIED STATE £82434/33
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TOWARD RESOLVING THESE PROBLEMS, AND ENCOURAGE YOU T0O
CONTINUE TO WOREK CLOSELY WITE OTHER DONORS TO CHAR?T A
CLEAR COURSE TOWARD MARKET ALLOCATION AND PRICING OF
FOREIGN FXCBANGE AS AFFECTING THF PRIVATE AGRICULTURAL
SECTOR. BAKEKk :

BT
#8494

NNNN
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READJUSTED TO OVERCOME MARKETING DISINCENTIVES CREATID BY
PREVIOUSLY INADEQUATE.-MARGINS BETWEEN PRODUCBR AND
' CONSUMER PRTCES. SOME DELAYS -—— TO SOME EXTENT
PURTFAUCRATIC -~ EAVYE BEEN ENCOUNTERED IN ENACTMER? OF
PSSP MARKETING REFORMS. TEIS ISSUE HAS BEEN RAISED A?
SENIOR LEVELS OF GOVIRNMENY AND A PROCESS [BAS BREN
INITIATED UNDER TEE PRIME MINISTER’S REVIEW T0 RX40VE
RESTRICTIONS ON INTER-PROVINCIAL AND INTER-DISTRICT TRADE
AND TO ALLOV OPEN COMPBTITION AMONG DISTRICT-LEVEL
YHOLESALERS. COMMODI?Y IMPORTS UNDER THE PSSP CONTINUE
TO SUPPORT THE PRIVATE SECTOR. INDEED, WE HAVE NOTED
INCREASBL GOVERNMENT BMPEASIS ON PRIVATE SECTOR ACCESS TO
FOREIGN EXCHANGE ACROSS ITS IMPORT SUPPORT PROGRAMS.

*4. IMPLEMENTATION OF FOREIGN EXCEANGE REGIME REPORMS AND

STATE FARM DIVESTITURES BAS PROVED MORE COMPLEI TEARN THE
OTHER PSSP PRICING AND MARKETING POLICIES. CORFLICTING
PMPBASES FTROM TEE VORLD BANK AND IMF, ANALYZED IR DETAIL
IN REFS E AND F, EAVI COMPLICATED THE PROCESS OrF
DEVFLOPING A CLEAR STRATFGY LFADIRG TO MARKET-BASTL
ALLOCATION AND PRICING OF FOREIGN RXCHANGE. THE GRM HAS,
IN FACT, MET TFE SPECIFIC TARGETS AGREED UPOR FOR 199€/91
VITE THE BXPANSION OF ITS OPEN GENERAL LICENSE EXPERIMEN?
AND TEE CREATION OF o SECONDARY FOREIGN EICEBANGE MARKET,
YE ARE NONETEELESS CONCERNED THAT MORE INTERSIVE
OVERSIGHY FPROM THE WORLD BANK AND IMF ARE NEEDED TO MAKE
THESE INITIATIVES WORK (AGAIN, SEE REFS E AND F). STATE
FARM DIVESTITURES, AS PR!DICTED IN NOVEMBER 1999
CORRESPONDENCE OF TEX ECONOMIC DEVELOPMENT IMPLICATIONS -
OF CONSTITUTIONAL REFPORM, HAYER ASSUMED A HRIGHTENRD SENSE
OF POLITICAL SENSITIVI?TY WITE THE ARTICIPATED ADVENT OF
BLECTORAL POLITICS AND THE DEMOBILIZATION OF MILITARY
FORCES. ALTHOUGH ACTUAL DIVESTITURES INDERD CORTINUE,
ATTEMPTS T0 FORMULATE A CLEAR SET OF GUIDELINES FOR THE
DIVESTITURE PROCESS HAVE BEEN ENSNARED IN THE POLITICAL
PROCESS. THE GOVERNMENT, NEVERTHELESS, COMTINUBS t0
COMPLY ¥WITH CREDIT AND SUBSIDY RESTRICTIONS oN
PARASTATALS WEICE ARE SQUERZING MANY STATE FARMS OU? OF
EXISTENCE. THEY EAVE ALSO REQUESTED CONTINUED U.S.
SUPPORT TO ANALYZE AND BATIONALIZE DIVESTITURE POLICIRS.

. ON TEE VBOLE WE BELIEVE TEAT GRM PERFORMARCE IN 1999

UNCLASSIFIED . MAPUTO
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UNDER THE PSSP MERI?S CONTINURD U.S. SUPPORT. THR KIY
ISSUE REQUIRING RESOLUTION.IS TEE DRLINEATION OF A COGENT
"WOREIGN EXCHANGE REGIME RBFORM STRATEGY. THIS WILL
DEPEND MOS? CRITICALLY ON IMPROVED COORDINATION BETWREN
TER VORLD BANK ANL IMF. SPECIFIC SUGGRSTIONS POR A
COORDINATED STRATEGY ARE SET FORTH IN REF B. ASSUMING
TEAT ?HE MULTILATERAL AGENCIES CAN DEVELOP A WOREKABLE
STRATEGY LEADIRG TO AN EXCHANGE SYSTEM THAT RRPLECTS
MARKET? PORCES, USAID BELIRVES CONDITIOKS WILL BAVE BEEN
MET TO ALLOV US 70 CONTINUER OUR SECTORAL ASSISTANCE -
PROGRAM, WE BELIEVE THAT THE WORLD BANK AND IMF AREZ NOW

SEIZED VITH ¥EETING THIS NEED.

*BACKGROUND

6. IN APRIL 199¢, REF A REPORTED OR POLICY REFORM
PROGRESS DURING TFE FIRST YEAR OF PSSP FMPLEMENTATION,

' ARD SET OUT THE 1998/91 BENCEMARES USAID BXPECTED THE GRM
TO PROPOSE AS THE BASIS FPOR OBLIGA?ING THE 193¢ PSSP

o UNDING INCREMENT. ON JULY 3, 1998, USAID RECEIVED TEE

' GRM’S UPDATED LETTER OF INTENT DETAILING STEPS TEE
GOVERNMEINT INTENDED 70 TAKE IN 1998/91 IN EACH OF THE
POLICY AREAS TARGETED BY THE PSSP. BASED ON THE UPDATED
LETIER OF INTENT, THE PY 1990 INCREMENT WAS OBLIGATED FOR

DISBURSEMEN? TFROUGE TEE USAID CIP.

7. CONCURRENTLY DURING APRIL-JUNE 1998, USAID PREPARED: A
'$PAAD AMEINDMENT ADDRESSING MARKETING POLICIES-AND .
TBCERTIVES, AND PROPOSRD THAT? AN ADDITIONAL DOLS 18
MILLION IN ARPRP FUNDINC BE PROVIDED TEROUGH THE PSSP/CIP
FOR TRUCKS AND SPARE PARTS IN SUPPOR? OF BIPANDED PRIVATR
SECTOR MARKETING ACTIVITIES IN TEE THRER NORTHERN
PROVINCES OF MOZAMBIQUE. SPECIPIC POLICY REFORM MEASURES
INCORPORATED INTO THE ABOYE MENTIONED LETTER OF INTEA?T
"FOCUSED ON TBE LIBERALIZATION OF AGRICULTURAL MARKETING,
PARTICULARLY TER LIFTING OF REGULATORY RESTRICTIONS
HAMPERING COMPETITION., WITH AIDA’S GUITANCE (REF B)
USAID OBLIGATED TEESE AEPRP PUNDS ON JULY 28, 1998,
-BRINGING PSSP NPA OBLIGATIONS TO DATE TO DOLS 36.85
‘MILLIOK AND THE EXPECTED LOP YTOTAL T0 DOLS 54.05
MILLION. (IN ADDITION T0 THE NON-PROJECT ASSISTANCE, THE
PSSP PROVIDES PROJECTIZED TRCENICAL AND RELATED
»ASSISTANCE IN SUPPORT OF TEER POLICY REFORMS TEROUGH
856-¢218, PRIVATE SECTOR SUPPOR? TECENICAL ASSISTANCE

' :?gngT;)PL&NNED LOP YOR PROJECT ACTIVITIES IS DOLS TEREE

0"'

B. THE PSSP’S PURPOSE IS 70 IMPROVE INCENTIVES FOR

PRIVATE SECTOR AGRICULTURAL PRODUC?ION IN ORDER 10
ENHANCE THE PRIVATE AGRICULTURAL SECTOR’S PRODUCTION AND
INCOME, SPECIFIC POLICY OBJECTIVES OF THE PROGRAM, AS
STATED IN THE PAAD’S "SUMMARY OF POLICY OBJECTIVES AND

VORKPLAR™ MATRIX (JULY 1999 REVISION) ARE:

' A, TO MAXIMIZE THE LIBERALIZATION OF THE AGRICULTURAL
PRICING SYSTEM AND, FOR CROPS VEERE Fugé'D!REGULATIOH MAY
- & My et -'.-. o

N .0
P e T e - r"‘_t -
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NO? BR }RISINTLY FEASIBLE, INSTITUTIONALIZE PROCEDURES
YOR BASING AGRICULTURAL PRICES ON VORLD PARITY.

= _B. 20 DEVELOP AND INITIATE PHE IMPLEMENTATION OF A

' DIVESTITURE PROGRAM (INCLUDING SUPPORTING POLICIES POR
RATIONAL LAND REDISTRIBUTION, TITLING, AND REGISTRATION)
TO REDISTRIBUTR STATE FARMS TO COMMERCIAL PARMERS.

= C. T0 DEMONSTRATE TEE BFPECTIVENESS ARD VIAPILITY OF
PRIVATE SALES AND SERVICE WETVORLS FOR “PROVIDING
AGRICULTURAL INPUTS 0 COMMERCIAL AND PAMILY FARMERS

‘THROUGHOUT TEER COUNTRY.

- D. 'TO-BSTABLfSE.A PROCESS OF TESTING POREIGN EXCEANGE
'ALLOCATION OPTIONS THAT WILL INCREASE TEE ACCESS OF

PRIVATE ENTREPRENEURS IN THE AGRICULTURAL SECPOR 10
FOREIGN EXCHANGE AND INSTITUTIONALIZE MAREET SIZNALS AS

AN ALLOCATION MECBANISM, -

= .E. 10 REDUCI RESTRICTIONS ON COMPETITIVE PRIVATE
SECTOR TRADE AND TRANSPORTATION SERVING AGRICOLTURAL

PRODUCERS IN CABO DELGADO, NAMPULA, AND ZAMBRZIA
PROVINCES.

UNCLAS SFECTION 92 OF * MAPUTO @1282
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9. FOR REPORTING PURPOSES,-TEIS CABLE STATES, UNDEP EacCH

OF THE FIVE POLICY AREAS, THE BENCEMARKS OUTLINED IN TEE
PAAD AND GOVERNMENT’S POLICY AS DESCRIBED IN T8E UPDATED
LETTER OF INTEN? (FULL TEIT OF THIS LETTER OF INTENT IS
CORTAINED IN ANNEX ¥ OF JULY 1998 PAAD AMENDMENT NUMBER
TV0). 4 DISCUSSION THEN FOLLOWS ON ACTUAL POLICY
PERPORMANCE. SPECIFIC MEASURES ARE THEN PROPOSED POR THE

1991/92 PROGRAM.,—/

POLICT DIALOGUE '

48. USAID-GEM POLICY DIALOGUE BAS GROWN MORE
TIME-CONSUMING ANL COMPLEI OVEIR TEE PAST YEAR., AS
DISCUSSEL IN REF A, A USAID-GERM (IKTERMINISTERIAL)
YORKING GROUP ON FOOD SECURITY AND AGRICULTURE POLICY WAS
SEY UP BY THE MINISTER OF FINANCE IN CONNECTION WITH THEE
PSSP, AND PROVED CRITICAL 70 THE BARLY STAGES OF PSSP -
POLICY REFORM. OTHER DONORS SOUGE? TO ESTABLISH SIMILAR
WORKING GROGPS TO ADDRESS POLICY-AND IMPLEMENTATION .
ISSUES CR THEIR PROGRAMS. BOTE GOVERNMERT AND DONORS
HAVE NOY EAD TO FACE UP 70 THE AGGREGATE NEGATIVE EFFECTS
OF THE DOZEINS OF SUCE SPECIAL TASK PORCES AND VORKING
GROUPS SET UP IN RECENT YEARS. BY DRAVING ON THE SAME
YXV KXY COVERNMERT ANALYSTS OVER AND OVER AGAIN POR SUCH
SPECIAL ACTIVITIES, THE WORKING GROUP APPROACH WAS SEIN
TO RISK COMPROMISING PROGRESS TOWARD THE GOVERNMENT’S "
VOVERARCEING OBJECTIVE OF TRANSPARERT ARD EPFICIENT USR OF

RESOURCES POR REAL PRIORITIES.

11. 1IN THX PSSP’S SECOND YEAR, DIRECT DIALOGUR VWITB KEY
MINISTRIES HAS GROWN IN IMPORTANCE. THE KEY ACTORS IN
THIS DIALOGUE BAVE BEEN THE VICE MINRISTERS OF AGRICULTURE
(POR PRODUCTION POLICY AND STATE PARM DIVESTITURE ISSUZS)
AND COMMERCE (FOR MARKETING AND CONSUMER PRICING
POLICIES). THESE INDIVIDUALS BAVE SUPFICIENT STATURE IN
GOVERNMENT TEAT THEY CAR DRAY IN TEE APPROPRIATE
TECENICAL EXPERTISE 70 ADDRESS SPECIFIC TECENICAL
ISSURS. WE BAVE ALSO FOUND TEAT VX BAVE HAD CONRSISTENT
ACCXSS TO THEM AND THEIR STAPFS. DISCUSSIONS ON FOREIGN
EXCEAKGE REGIME REFORMS EAVE NECESSARILY BEEN ELEVATED 70
TEX LEVEL OF THE PRIME MINISTER, VITH THE AMBASSADOR AND
HE USAID DIRECTOR REPRESERTING THE USG. THE PRIME
INISTER BAS NAMED A TASE FORCE CONSISTING OF THE
MINISTER OF COMMERCE, THE GOVERNOR OF THE BANK OF
MOZAMBIQUE AND A REPRESINTATIVE OF TEE MINISTRY OF
{INARCR TO ENSURE THAT ¥WE CAN JOINTLY DEVELOP AN
- ASSISTANCE STRATEGY THAT ADDRESSES BOTH USG AND GRM
CONCEENS, AND IS CONSISTENT ®ITE THE BROADER POLICY
FRAMEWORK BEING DEVELOPED WITE THE WORLD BANE AND IMF.

"12 (- DONOR COORDINATION BAS ALSO BECOME AN INCREASINGLY
IMPORTANT PAR? ‘OF THE POLICY DIALOGUE. ON FOREICN
EICEANGE REGIME REFORMS, THE LEAD DONORS ARE THE IMF AND
JORLD BANK. ?HE USG HAS ALSO PLATED AN IMPORTANT ROLE
SECAUSE: (1) VI EAVE A MORE EXTENSIVE IN-COUNTRY

_‘,‘...-_.. ey . . = }.’. . .} ‘ . .
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MONITORING CAPACITY TEAN THE BANK OR TEE IMP; (2) FOREIGN
FXICHANGE ALLOCATION ISSUES HAVER KVOLVED QUICKLT,

* PARTICULARLY IN THE FOUR MONTES SINCE TEE LAST IMP

CONSULTATIONS; AND (2) VE HAVE OBSERVYED DIFPFPEREKCES IN
EMPEASIS IN THE POLICY ADVICE OFFERED BY THE BANK AND THR
IMF WBRICB COULD EAMPER THE BFFECTIVENESS OF TEE CURRENT
FORBIGN EXCBANGE RRGIME REFORM STRATZGY. REFS B AND 7
REQUESTED AID/V AND STATE 70 RAISE SPECIFIC POLICY
CONCIRNS VITH THE OFPFPICES OF THE U.S. EXECOTIVE DIRECTORS
OF THY WORLL BANK AND IMP. WP HAVR ALSO ADVISED THER GRM
DIRECTLY OF OUR CONCEBNS AND OF OUR INTEREST IR BNSURING

" TEAT THERE 1S A SOUND POLICY FRAMEVORK IN PLACE THAT VILL
" CONTINUE TO RECEIVE TEE SUPPORT OF IMF MANAGEMENT. i

-

VIABLE LONG-TERM RELATIONSEIP WITH TEE IMP IS CRITICAL 19
THE SUCCESS OF MCZAMBIQUE’S MACROECONOMIC REFORM EFFORTS,
IN TERMS OF BOTE CREATING AN OBJECTIVE FRAMEWORK FPOR
REFORMS THAT WILL GUIDE FOLICYMAKERS TFROUGE AN UPCOMING
PROCESS OF POLITICIAL TRANSITION AND COMPETITION, AND
PROVIDING A FOUNDATION FOR THE MASSIVE LEVELS OF DONOR
ASSISTANCE (INCLULCING DEBT RELIEF) REQUIRED 10 ACEIRVE
LONG-TERM VIABILITY IN THE BALANCE OF PATMENTS.

s - . :
12, SPECIFICALLY ON FOOD AND AGRICULTURE SECTORAL
ISSUES, WE MAINTAIN A CONSISTENT DIALOGUER ¥I1TH TER WORLD

UNCLAS SECTION 83 OFP * MAPUTO 91282
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BARK, ¥A0, VORLD FOOD PROGRAM, THE REC AND SIDA (TEE
SVEDISH INTERNATIONAL- DEVELOPMENT AGENCY). V¥ITE VORLD

*'BANK STAFY LEVELOPING TEE POLiCY FRAMEWORK PAPERS WITH
THE GOVERNMENT, WE EAVE KEXCBANGED INFORMATION ?0 ENSURE
THAT WE MOVE IN A CONSISTENT LIRRCTION ON PRICING AND
MARKETING POLICY REFORMS. COORDINATION WITE PAO AND WFP
BEAS FOCUSED OM THE SHARIRG OF PRODUCTION AND MARKET LRVEL
DATA AND ON THE DESIGN CF SYSTEMS FOR DATA COLLECTION.
THIS BAS BELPED AVOID DUPLICATION OF DONOR IPFORTS AND
GIVEN US ACCESS T0 TEE WIDEST RANGE OF STATISTICS

- AVAILABLE IN AN EXITREMELY DATA POOR COUNTRY. WITH RIC
AND SIDA VB EAYER WORKED 70 COORDIFATE INVESTMENTS 10
PROMOTE AGRICULTURAL MARKETING. AS A RESULY.OF TEIS )
DIALOGUE, AS YELL AS THEIR O¥N EXPERIENCES WITE PUBLIC

' SECTOR MARKETING ACTIVITIES, BOTE AGENCIES APE ADOPTING
MORE OF A PRIVATE SECTOR ORIENTATION "IN THEIR ASSISTANCE

PROGRAMS .

AGRICULTURAL PRODUCER PRICES

14. PAAD BENCHMARKS FOR 1998/91: (A) MOVE WEITE MAIZE

' AND RICE 70 PARITY-BASED PROLUCER FLOOR PRICE SYSTEM; (B)
CONTINDE PAFITY-BASED PRODUCER PLOOR PRICE FOR BEANS; (C)
ASSESS IMPACT AND MAKE RECOMMENDATIONS. -

15. THE GERM LETTER OF INTENT STATES: "IN 1993/391 THR
GOVERNMENT INTENDS 0 PROCEED VWITH PHASED PRICE
CEREGULATIONS. DOMESTICALLY PRODUCED MAIZE WAS MOVED IN.
'YUNE 1992 FROM A FPIXED PRODUCER PRICE 70 A PROLUCER PLOOR
‘PRICE. 1IN SEPTEMBER 1958 THE COVBRNMERT WILL ALSO
INTROLUCE A MINIMOM PRODUCER PRICE POR RICE., ALL OTEER
PRODUCER TFLOOR PRICES YILL BE READJUSTED BASED ON
IMPORT/EXPORT PARITI. THE NXV AGRICULTURAL PRICE REGIME
VILL BE ARNQUNCED IN SEPTEMBER 199@... THE LEITER
CONTINUES: "4 KEY MEASURE ANNOUNCED IN JUNE 1998 IS TBE
LIBERALIZATION OY THE CONSUMER PRICE OF DOMESTICALLY
PRODUCED MAIZE. ...TBE COVERNMENT, WITH USAID SUPPORT,
YILL EVALUATE BY JUNI 1991 TEE IMPACT OF DEREGOLATED
DOMEBSTIC MAIZE PRICES... SBOULD THi RESULTS PROVE
-POSITIVE, THE GRM PLAKS TO EXITEND ITS EIPERIENCE VITB
MATZE BIBERALIZATION T0 BEANS AND EVENTUALLY RICE.

16. DISCUSSION OF PBRFORMANCE: PRICE POLICY REPORY
1 BENCHMARES A AND B ABCVE BAVE BEEN MET. AS NOTED IN TEE
LETTER OF INTENT, MAIZZ VAS MOVED 10 THE PRODUCER PLOOR
PRICE SYSTEM IN MAY 199¢. IN NOVEMBER 1993 RICE, TEE
LAST AGRICULTURAL PRODUCT STILL SUBJECT TO A PIIED
‘PRODUCER PRICE, ALSO WAS MOVED T0 TEE FLOOR PRICE
SYSTEM. AT THE SAME TIME, SORGEUM AND SOME TYPES OF
BEANS, VEICH PREVIOUSLY WERE UNDER THE MINIMUM PRODUCER
PRICE REGIME, WERE MOVED TO THE LIST OF PRODUCTS WITE
MARKET-DETERMINED PRICES. (TWO TYPES OF BEANS ARE STILL
SUBJECT T0O A MINIMUM PROTUCER PRICE.) LATE 1992
ADJUSTMENTS IN THE MINIMOM PRODUCER PRICES BRING MAIZE
AND RICE 0 APPROXIMATELY 90 AND 92 PERCENT,
' BESPECTIVELY, OF INDICATIVE CIF MAPUTO PRICES POR IMPORTS
oF TH!S! COMMODITIES, CALCULATED A? TEEX OFFICIAL EXCHANGE N
e - T ... . lxk

i
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17. AS FURTHER NOTED IN THE LETTER OF INTENT, USAID 1S
ASSISTING THE GRM 70 EVALUATE THE IMPACT OF TEE 1990
DEREGULATION OF PRICES FOR DOMESTICALLY PRODUCED MAIZE.
VITE PUNDING FROM THE PSSP TECENICAL ASSISTANCE PROJEC?
(656-p218), MICHEIGAN STATE UNIVERSITY AND THE MINISTRY O2
AGRICULTURE EAVE ESTABLISEED 4 TRIAL MARKET INFORMATION
AND ANALYSIS SYSTEM WHICE WILL REGULARLY PROVIDE -
PROLUCTION, PRICE, AND OTEER MARKEY INPORMATION FROM KEY
PRODUCING DISTRICTS OF NAMPULA PROVINCE AS. WELL AS FROM 'y
FEV WHOLESALE AND CONSUMER MARKE?S IN MAPUTO, ZAMBRZIA,
CABO DFLGALO, AND NAMPULA PROVIRCES, TRIS INFORMATION,
UP TILL NO¥ OBTAINED ONLY THROUGE SPECIAL STUDIBS, WILL

' BE BROUTINELY OBTAINEL, ANALYZEL, ANL REPORTED ON
SEGINNING IN APRIL 1591, ANALYSIS BASED ON THIS REBGULAR
INFORMATION, ON RAPID RORAL APPRAISALS, AND ON IN-DEPTH
FARMER AND TRADER SURVEYS PLANNED BY MSU AND TEHE MINISTRY
OF AGRICULTURE FOR JUNE-JULY 1991 VILL PERMIT THR
gg;;ﬁ%g%ﬂT TO EVALUATE THE MAIZE PRICE LIBERALIZATION AS

' ;
18. 1991/92 PROGRAM MEASURES: USAID PROPOSES 10 PROCEED
WITE AND IMPLEMENT THE PRICING REPORM MEASURES AS
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OUTLINED IN THE UPLATED POLICY MATRIXI CONTAINED IN
AMENDMERT RUMBER 2 T0- TEE PSSP. SPRCIFICALLY, MINIMOM
PRODUCER PRICES WILL BE ADJUSTED 70 REFLRBC? CEANGES IN
INTERNATIONAL PRICES. TEE MARIET VILL CONTINUE T0
DETERMINE THE CORSUMIR PRICES POR MAIZE AND BEANS. VWE
HAYE NOT YBT COMPLETED OUR ASSESSMENT OF HOV 70 PROCEED
VITH THE CONSUMER PRICE POR RICE. OF CONCERN IS THAT A
FEV MILLS CONTROL THE MAJOR SEARE OF DOMBSTICALLY
PRODUCED RICE-ENTERING URBAN MARKETS, PARTICULARLY
MAPUTO. VI ARE BALANCING THIS AGAINST GROWING RETAIL -
LEVEL COMPETITION OFFERED BY DONOR YOOD AID AND APPARENT
PARALLEL MARKET- IMPORTS. 1IN ADDITION, TBE GRM VISHES 10
ENCOURAGE PRIVATE COMMERCIAL RICE IMPORTS FINANCED
THROUGH TEE NEIW SECONDARY TOREIGN EXCHANGE MARKET. OUR
PRELIMINARY IMPRESSION IS TEAT THERE MAT BE ADBQUATE
VROLESALE AND RETAIL LEVEL COMPETITION 10 JUSTIFY
LIBERALIZATION OF TEX CONSUMER PRICE. V¥E EIPECT 10
CONCLUDE OUR ANALYSIS OF TEIS ISSUE IN MAY,

STATE FARM DIVESTITURES

) - : - ’

19. PAAD BENCHMARES TOR 1992/91: (A) IMPLRMENT ANALYSIS
PROGEAM ON TENURE ISSUES; (B) COMPLETE GENERAL
DIVESTITURE PROGRAM DESIGN; (C) COMPLETE DESIGN OF
 USAID-SPECIFIC PROGRAM FOR PILOT DIVESTITURES.

20. THE LETTRR OF INTENT STATES: "IN 1992/91, THR
GOVERNMENT, VITH USAID ASSISTANCE, WILL DEEPEN ?HE

*ANALYSIS OF DIVESTITURE ISSUES TEROUGH PURTHER STUDY OF
LAND TENURE SKCURITY IN GENERAL, AND THROUGH THR DETAILED
PLANNIRG AND IMPLEMENTATION OF AT LBAST ONB PILOT
DIVESTITURE OF STATE FARM LAND T0O FAMILY FPARMERS.
««+FIXLD WORK IS EIPECTED TO BEGIN IN OCTOBBR 1998. ALSO
IN 1998/91, THE GOVERKMENT INTENDS T0 COMPLETE 4
STATEMENT OF POLICIES AND GUIDELINES FPOR ENCOURAGING LAND
USE IN SUPPORT OF INCREASED AGRICULTURAL PRODOCTIVITY, AS
GUIDANCE FOR THE VARIOUS AUTEORITIES INVOLYED IN LAND
ALLOCATIONS AND PARTICULARLY DIVESTITURES.

21. DISCUSSION OF PERFORMANCE: REF C PROVIDED AID/V A
DETAILED STATUS REPORT ON DIVESTITURE AND RELATED LAND
POLICY ISSUES. TUE TO TEE COMPLEIITY OF TEE POLITICAL,
SOCIAL, LEGAL, AND TECHNICAL ISSYUBS INVOLVED IN LAND
dLLOCATIONS AND ESPECIALLY DIVESTITURERS, VWEICE IS OF
COURSE CCMPOUNDED BY INSECURITY-INDUCED POPULATION
MOYEMENTS AFFECTING ACCESS TO LAND AND USE RIGHTS, TBIS
POLICY AREA CONTINUES TO BE TEE MOST DIFFICULT TO DISCUSS
IN SPECIFIC TBRMS. AS REPORTED PREVIOUSLY, DIVESTITURE
AUTEORITIES ARE DECENTRALIZED, AND THE AD HOC
DIVESTITURES (VBICB UNDENIABLY EAVE INVOLVED & LARGE PART

OF THE TORMER STATE FARM HOLDINGS) ARE OCCORRING WITE
LITTLE ATTENTION TO LONGER-TERM ECONOMIC CONSEQUENCES FOR

AGRICULTURE OE'DIFFERENT STYLES AND SCALES OF DIVESTITURE.

22, BASED ON OUR CONSISTENT INTERACTION WITE MINISTRY OF
AGRICULTURE COUNTERPARTS AND OBSERVATIONS OF EIPERTS FROM
THE LAND TENURR CENTER (L?C), USAID JUDGES THAT THE FPIRST

i -Tan !

e
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BENCEMARK ABOVE EAS BREN MET. PUBLIC ANALYSIS OF TENURR
ISSUES DURING THE PAST YFAR EAS BEIN LED BY THE CEXTER
"YOR AGRICULTURAL TRAINING OF TEF MINISTRY OF AGRICULTURE

IN COLLABORATION WITE TECENICAL SECTIONS OF ?TRE
MINISTRY. PROVINCIAL AUTHORITIES BAVE ALSO BEEN
CORSULTED AND INVOLVED IN SOME OF THIS WORK. ACTIVITIES
INCLUDED PUBLI( ATIONS AND PUBLIC SEMINARS A4S ¢ELL AS
INTERNAL PLANNI/G ACTIVITIES. A

23. IN MARCE 1998 THE GRM RRQUESTED USAID T0 PROVIDE L¥C
ASSISTANCE TO IMFROVE THE ANALYSIS OF THESE ISSUES AND
ORIENT TEIS ANALYSIS SO IT CAN EELP POLICYMAKERS VITH
DECISIONS THEY FACE NOW. AT TEAT TIME, THE BES?T APPROACE
TO TEIS REQUEST VWAS THOUGHT TO BF A PILOT DIVESPITURE
ACTIVITY UNDER LTC GUIDANCE. GIVEN THE RANGR OF
DIVESTITURE APPROACHES UNDERWAY, BOWEVER;, AND POR OTHER
REASONS DETAILED IN REF C, BY NOVEMBER 1998 IT ¥AS CLEAR
THAT A SERIFS OF POLICY-ORIENTED ANALYSES OF EXISTING
DIVESTITURES ¥OULD BE A MORE PROLUCTIVE APPROACH THAN A
SINGLE PILOT DEMONSTRATION. DESIGN OF THIS ASSISTANCE
PROGRAM EAS BEEN COMPLETED AND A PROPOSAL SUBMITTED BY
»LTC FOR USAID.AND GOVERNMENT REVIEV;. THE LYC~-ASSISTED
PROGRAM IS EXPECTED TO BEGIN IN JUNE 1991,
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24'. THE INTENDED GOVERNMENT STATEMENT OF POLICIES AND
GUIDELINES FOR DIVESPITURE -AND OTERR ALLOCATION DECISIONS

"@AS NOT YET BEEN COMPLETED. 1IN JULY 1998 A ROUNDTABLE ON
THE PUTURE OF TEE STATE AGRICULTURAL ENTBRPRISES WAS
HELD. LATER, PROVINCIAL-LEVBL COMMISSIONS WIRE
ESTABLISHED FOR BVALUATING AND BANDLING THE SALE OR OTHER
ALIINATION OF STATE PROPERTIES. PHESE ARZ PROCEEDING,
AND NEWSPAPERS IN MAPUTO AND IN BEIEA CARRY ANNOUNCEMENTS
AND INVITATIONS-FOR BIDS ON TEESE TRANSACTIONS.

25. TISCAL ANL MONFTARY REFORMS WHICE BAVE CUT CREDIT
AND SUBSIDIES T0 STATE FARMS MAY, IN PACT, BR THE MOS?T
SIGRIFICANT PRESSURES -DRIVING TEE DIVESTITORE PROCESS.
ANECDOTES ABOUND CONCERNING THE CLOSURE OF STATL FARMS AS
3 RESULT OF INCREASED FISCAL PRESSURES. VI ARE IN THE
PROCESS OF COLLECTING AND ANALYZING STORIES ON THE
EVOLVING STATUS OF THE STATE FARM SECTOR, BOTE 10
UNDERSTAND CURRENT DYNAMICS, AND T0 HELP TEE GOVERNMENT
INCORPORATE RELEVANT LESSONS INTO ITS DIVESTITURE
POLICIEBS. AS DISCUSSED ABOVE, ONGOING ANALYSIS OF
DIVESTITURE EXPERIENCE WILL ALSO BE CENTRAL 10 THE LTC
'ROLE IN MOZAMBIQUE. THROUGE LTC, WE SEEX 10
INSTITUTIONALIZE IN TEE MINISTRY OF AGRICULTURE THE
PROCESS OF ANALYZING ONGOING EXPERIENCES WITE THE
DIVESTITURE OF STATE FARMS.

26. 1991/92 PROGRAM MEASURES: EIXOGENOUS PACTORS
AFFECTING TEE STATI FARM DIVESTITURE PROCESS ARE LIKELY
TO INCREASE IN THE COMING YEAR. PROSPECTS FOR PEACE, .
' DEMOBILIZATION OF PIGETING FORCES, AND MOZAMBIQUR’S .
TIRST-EVER BLECTIONS CALL INTO QUESTION VEETERR THE GRM
CAR “AND SEHOULD DEVELOP AND IMPLEMENT A GENERAL
DIVESTITURE PLAN. 1IN THE CURRENT ENVIRONMEAT VI BELIRVE
A RYALTSTIC PORMULATION OF OBJECTIVES FOR 1991/92 IS T0:
(A) MAINTAIN CURRENT FISCAL AND MONETARY PRESSURES (AS:
DEFINED BY CRELIT AND SUBSIDY CBILINGS AGREED UPON WITE

THE VORLD BANK AND IMP) TEAT ARE SPURRING PEE DIVESTITURE

PROCESS; (B) CORTINIE TEE ANALT?IC PROGRAM FORMULATED
VITE LYC AS A MEANS 0 FACILITATE TEE APPLICATION OF A .
MORE EFFECTIVE SET OF POLICIES FOR INDIVIDOAL
‘DIVESTITURES; AND (C) DEVELOP, ANNOUKCE, AND IMPLEMENT
STANDARDIZED WOTITICATION AND REVIEW PROCEDURES FOR
CARRYING OUT STATE FARM DIVESTITURES THAT WILL INCREASE
TET TRANSPARENCY OF TER DIVESTITURE PROCESS.
1) :

PRIVATE NETVORKS FOR AGRICULTURAL INPUT

'27. PAAD BENCHMARKS POR 1998/91: (A) A.I.D. COMMODITY

IMPORTS FULLY PRIVATE; (B) PLAN T0 PRIVATIZE
AGRICULTURE-RELATED PUBLIC ENTERPRISES.

28, “THE LETTER OF INTENT STATES: "IN 1998/91, 1BE
GOVERNMENT INTENDS TEAT PRIVATE IMPORT AND DISTRIBUTION
CHANNELS WILL BANDLE ALL USAID-FINANCED COMMODITY

VIMPORTS, AGAIN RETAINING TBE ANNUAL LIMI? (OF ONE TRACTOR

AND TBUC;) PER CLIENT. AS A STEP IN PURTBER ENCOURAGING
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TER DEVELOPMENT OF EFPRCTIVE AGRICULTURAL SUPPOR?
SERVICES, THR GOVEIRNMEN?T ALSO INTENLS IN 1998/91 10
: IDENTIZY AND ANALYZE A NUMBER OF AGRICULTURE-RBLATED
PARASTATAL ENTERPEISES POR POSSIBLE DIVESTITURR 10
PRIVATE OPERATORS. DEPENDING ON THF TECENICAL
REQUIBREMINTS POR THB ANALYSIS, TEE GOVERNMENT MAY REQUES?

USAID SUPPORT POR TRCENICAL ASSISTANCE."

29—DISCUSSION OF PERFORMANCE: ALL COMMODITIES FPINANCEV
"OVER THE PAS? YEAR UNDER THE PSSP WERE IMPORTED AND
DISTRIBUTED BY ?THE PRIVATE SECTOR. POSSIBLY OF GCREATER
"TMPORTANCE IS THE GRM’S GENERAL INCREASE IN ATTENTION T0
ENSURIRG -TEA? TEE PRIVATE SECTOR HAS ACCESS TO PORRIGN
EXCBANGE UNDER OTEER DONOR-FINANCED IMPORT SUPPOR?T
FROGRAMS. OUNDER TBE MODIFIZD OPEN GENERAL LICENSE (OGL)
STSTEM INITIATED VITE THE WORLD EANK, FOR EXAMPLE, OVER
S9¢ PERCENT OF TBE FOREIGN EXCEANGE HBAS GONE T0 THE
PRIVATE SECTOR. ALTBOUGH THE OGL EBXPERIMENT HAS BAD
SIGNIFICANT OTHER PROBLEMS (DISCUSSED BELOV), THE GRM HAS
NOT ATTEMPTED 70 RESYRIC? ACCESS T0 LIMITED SUPPLIRS OF
UNTIELC FOREIGN EXCHANGE TO PHE PUBLIC SECTOR. AS
)PROGRESS CONTINUES.WITH INCREASING THE TRANSPARENCY OF
TEE PUBLIC SECTOR BUDGETING PROCESS, IT WILL BECOME

UNCLAS SECTION 96 O * MAPUTO 91282



L7 6383 15 3¢0) o LAY iUy} vis Lo v2:

EASIER FOR BOTE TEE GRM AND DONORS TO VERIFY THAT -
PARASTATALS DO BOT RECIIVE SUBSIDIES TEA? WOULD GIVE THEM
ADVANTAGES OVEE PRIVATE COMPETITORS IN OBTAINING ACCESS
TO FORRBIGN EXCHANGE UNDER A NON-AIMINISTRATIVE FX
ALLOCATION SYSTEM.

38. PIR REF D, A.1.D. AND TEE GRM BAVE AGREED 70 USE A
PORTION OF PSSP FUNDS LATER IN FY 1991 70 FINANCE
SELECTED PETROLEUM IMPORTS DEEMED CRITICAL FOR
AGRICULTURAL MAKKETING PURPOSES. AT PRESENT, THE ONLY
ENTITY IN MOZAMBIQUE WITH THE CAPACITY T0 HANDLE THE
.YOLUME OF IMPOR?S INVOLVED IN THX PROPOSED TIMRFRAME IS
THE PARASTATAL, PRTROMOC. THE GOVERNMENT BAS, EOWEVIR,
AGRREL TO PRICE PETROLIUM PRODUCT(S) IMPORTED UKDER TEE
PSSP AT IMPORT PARITY USING TEE SECONDARY MARKET EXCFANGE
RATE. THIS IS AN IMPORTANT STEP IN IMPLEMENTING THE .
STRATEGY DISCUSSED BELOW TO SEIFT THE IMPORTATION OF
SPECIYIC COMMOLITY GROUPS FROM THE OFFICIAL EXCHANGE RATE
TO THE MORE REALISTIC SECONDARY MARKET RATE.

.31. TEE GRM EAS ALSO PROCEEDED WITE NEGOTIATIONS 70
PRIVATIZE AGRICULTURE-RELATED PARASTATAL ENTERPRISES.
TBE MINISTRY OF AGRICULTURE IS NOW COMPILING FOR USAID A
STATUS REPORT OF ENTERPRISES WHEICH IT IS PRESENTLY
NEGOTIATING ?0 DIVES? AND OTHERS WEICE IT YOULD LIKE 70
DIVEST DEPENDING ON TEE INTEREST OF POTENTIAL INVESTORS.
PRIOR 70 OBLIGATING PUNDS IN PY 1991, USAID VILL REVIEV
THIS REPORT VITE THE MINISTRY OF AGRICULTURE AND CONFIRM
THAT SATISPACTORY PROGRRSS HAS BEEN MADE. . :

' :
S2. 1991/92 PROGRAM MEASURES: WITH TEE BICEPTION OF
PRTROLEUM, ALL FUANDS DISBURSED THROUGH A COMMODITY IMPORT
PROGRAM WILL CONTINUR 70 BX CHANNELED THROUGH PRIVATR
IMPORTERS POR PRIVATE SECTOR END USERS. AS DISCUSSED
BELOV UNDER THE FORRIGN RXCHANGE ALLOCATION OPTIONS,
USAID BELIEVES I? WILL B® APPROPRIATE 70 CONTINUE 70
PROVIDE BALANCE OF PAYMENTS SUPPORT TEROUGE A CIP. 0
THE EXITINT TEA? MOZAMBIQUE CAN MOVE T0 A MARKET-BASED FX
ALLOCATION SYSTEM IN TEE PUTURE, EOVEVER, EARMARKING YOR
THE PRIVATE SECTOR WOULD NOT BR APPROPRIATE.

33. ON TEX PRIVATIZATION OF AGRICULTURE-REBLATED
ENTERPRISES, USAID PROPOSES TO CONTINUE T0 LIMIT ITS
INVOLVEMENT TO A MONITORING ROLR POCUSED ON CONFIRMING
CONYINUED PROGEESS IN REDUCING TBE ROLE OF STATR
ENTERPRISES IN TBE AGRICULTURAL SECTOR. GIVEN THX WEAL

' STATUS OF MOST OF TEESE ENTERPRISES AND A LIMITED BITENT
OY PRIVATE SECTOR INTEREST IN ASSUMING THEIR LIABILITIES,
THERE WOULD BE LIMITED UTILITY 70 DEVELOPING A MORE
MGGRESSIVE DIVES?TI?URE SCHEDULE. AS WITH TEE DIVESTITURE
OF STATE FARMS, THE BLIMINATION OF SUBSIDIES AND
PREFERENTIAL ACCESS T0 CREDIT BAS BEEN THE DRIVING FORCE
BEHIND PRIVATIZATION OR CLOSURE OF AGRICULTURE-RELATED
PARASTATALS. SPECIFICALLY, USAID VILL MONITOR THE GEM’S
COMPLIANCE WITHE CEILINGS AGREED UPON WITH THE WORLD BANK
AND IMF ON SUBSIDIES AND CREDIT TO PARASTATALS. VWE VWILL
'$LSO REVIEV VITH THE MINISTRY 0P AGRICULTURX SPECITIC

EASURES TAKEN IN 19591/92 T0 DIVES?, PEAST OUT OR SCALE
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DOYN THE ROLE OF PARASTATALS IN TER AGRICULTURE SECTOR.

| - L e ]

ACCESS T0 FOREIGH EXCHANGE

34. PAAD BENCHMARKS POR 1998/91: (A) GEM 10 EVALUATE
VITH THE YORLD BANK THE EFFECTIVENESS OF OCL TRIAL (WITE
USAID FOLLOW-UP); (B) IF TRIAL IS GENEBRALLY SUCCESSFUL,
MODIFY AND EXPAND RLIGIBLE SECTORS UNLER OGL; OTHRERWISE

FORMULATE NXV OPTIONS.

35. "THE LETTER OF INTENT STATES: "THE GOVERNMENT IS
SEEFING ADDITIONAL DONOR RESOURCES TO PERMIT TEE PLAKNED
EIPANSION OF THIS SYSTEM (FOR NON-ACMINISTRATIVE
*ALLOCATION OF FOREIGN EXCHEANGE, SNAAD) 10 ADDITIONAL
PROPUCTIVE SECTORS. 1IN MAY 1998, THE GOVERNMENT -
ANNOUNCED THE EXPANSION OF THE SNAAD 10 INCLUDE
AGRICULTURAL INPUTS SUCE AS...SPARR PARTS... FURTEFR
EXIPANSION 70 INCLUDE OTHER AGRICULTURE INPUTS AND OTHER
SECTORS WILL DEPEND ON THE LEVEL OF DONOR RESOURCES
HMOBILIZED FOR THE SNAAD AND ON A-RIGOROUS RVALUATION OF
»THR SNAAD’S PERFORMANCE TO BE CONDUCTED IR JUNE-ADUGUS?

199¢.
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36. DISCUSSION OF PERPORMANCE: STRICTLY SPERAKING, THE -
GBEM BAS COMPLIED VITH THE BENCHMARKS POR 1958/91. AN

'EVALUATION OF TER SNAAD VAS CARRIED OUT, AND AT LEAST ONE
OYHER OPTION (THE SECONDARY RICHANGE MARKET, OR MSC) ¥WAS
ROT ONLY PORMULATED BUT ACTUALLY PUT INTO OPERATION.
HOVEVER, MANY POLICY AND OPBRATIONAL ISSUES REMAIN AND
MALR 17 CLEAR THAT MOZAMBIQUR HAS NOT YET INSTITUTED 4
VIABLE MARKET-BASED ALLOCATION SYSTEM FOR FOREIGN
EXCHARCE. AS DISCUSSED IN-DETAIL IN REFS k AND P, WE
BILIEVE THAT A MAJOR CONSTRAINT IN DEVELOPING 4 COGENT

- STRATRGY LEADING 70 A MARKET-BASED FOREIGN BICHANGE
ALLOCATION SYSTEM EAS BEEN A TIPFERENCE IN POLICY
EMPHASIS BETVEEN THE VORLD BANK 4ND THE IMP, WHO ARE THE
LEAD DONORS ON TEIS TOPIC. o

LIRS .

37. THE WORLD BANK AND THE GRM COLLABORATED ON AN
ASSESSMENT OF THE SNAAD IN LATRE 1998; BOVEVER, THE
PUBLISHED RESULTS OF THAT ASSESSMENT, PRESENTED AT THE
DECEMBER 1990 CONSULTATIVE GROUP MEETING, WERE
INCONCLUSIVE. A USAID ASSESSMENT CONDUCTED IN NOVEMBER
1996 CONCLUDED THAT, AS A MECHANISMN FOR -

+NON-ADMINISTRATIVE ALLOCATION OF POREIGN RICEANGE, THE

"SMAAD VAS CONSIDERABLY FLAVED. ALTHOUGE FOREIGN EXCHANGE
FOR ELIGIBLE IMPORTS WAS INDEED APPARENTLY FRZELY
AVAILABLE 70 ELIGIBLE APPLICANTS, THE ADMIRISTRATIVE
PROCEDURES UNDER THE SNAAD PROVED BQUALLY AS CUMBERSOME
AS THOSE UNDER ADMINISTRATIVE ALLOCATION SYSTEMS. AS OF
FEBRUARY 1991, ALL FUNDS ONDER THE SNAAD WERR PULLY
DISBURSED. 'WITE #O SIGNIPICANT INJECTION C™ DONOR PUADS

)AN THX PIPELINE, ANY IMPORTER CONPIDENCE IN 2EX SNAAD’S
ADVANTAGRS OVER ADMINISTRATIVE MECHANISMS IS LIKELY T0 BR
UNDERMINED. PURTERRMORE, THE SNAAD EAS NOT BEEN USED IN
A MANNER TEA? PUTS PRESSURE O THE EICEANGE RATE; 1IN
FACT, WITH TEX SNAAD 0UT OF PUNDS, THE GRM MANAERS OF
TBX SNAAD ARE IN EFFECT ADMINISTRATIVELY CONTROLLING
DEMANT FOR FOREIGN EICHANGE RATHER THAN ALLOVING THX
PRICE TO COMPENSATE FOR EXCESS DEMAND, AS INTENDED,

38. 9YHE SECOND BENCEMARK FOR 1596/91 CALLED FOR THR GRM
TO FORMULATE NEV OPTIONS, I1F THX SRAAD EIPERIMENT VWAS
. YOUND NO? T0 HAVE BEEN GENERALLY SUCCESSPUL. THE
INSTITUTION OF THE MSC IN OCTOBRR 1997 WAS AN EXPLICI?T
IMF RESPONSE TO THE PERCEIVED FAILURE OF THE SNAAD.
ESTABLISEMENT OF THE MSC WAS MADE AN ESAT PLRFORMANCE
ERITERION. 9%EER MSC WAS TO OPERATR AT A MORE DEPRECIATED
EXCEANGE RATE TEAN THE OFFICIAL RATE AND WOULD INITIALLY
FOCUS ON INDIVIDUAL INVISIBLE TRANSACTIONS, BUT VITH ?EE
INTERTION TO EIPAND I?S COVERAGE. (SEE 92 MAPUTO 4109,
90 MAPUTO 3£07, AND 9¢ MAPUTO 3662 FOR DETAILS ON THE
'\CREATION AND EARLY DAYS OF TEE MSC.) AT THE END OF I7S
FIRS? POUR MONTES, THE MSC DOES NOT HAVE TEE
CHABACTERISTICS OF A FOREIGN EXCEANGE MARKET (SEE REFS E
AND F),” ALTEOUGE IT AT LEAST EMPLOYS TEE CONCEP? OF

UTIL{%é;F A ﬂgRl Q}ALIS?IC_EICEANGB RATE IN THE ECONOMT,

39. TEIS HAS TWO CRITICAL IMPLICATIONS FOR THE PSSP.
' #IRS?, THE COMMODITY IMPORT PROGRAM IS ON BOLD, BECAUSE
POTENTIAL APPLICANTS ARE UFVILLING TO PURCEASE OUR CIP
. ; - - RAFA] b —‘;! =0 ) '
. . £— ToSe s

8 S A
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FUNDS A? THE LEGAL SECONDARY MARKET RATE TEAT A.I.D.
REGULATIONS REQUIRE, .WEEN THRY (OR THEIR COMPERTITORS)
"MIGHT BE ABLE TO PURCEASE FOREIGN BXCHEANGE POR TEE SAME
COMMODITIES AT THE OFFICIAL RATE THROUGH OTHER DONOR
PROGRAMS. SECOND, BYEN IF USAID WERE SATISFIED VITH
SNAAD PERFORMANCE AND WISEED TO PROGRAM ASSISTANCE
THROUGE THIS SYSTEM, VE VOULD BE UNABLE ?0°DO S0, BECAUSE
TEE SNAAD OPERATES AT THE OFFICIAL RATE. .

40. THE AMBASSADOR AND USAID HAVE RAISED THESE ISSUES
VITE SENIOP GRM OFFICIALS. THE PRIME MINISTER BAS '
APPOINTED THE MINISTER OF COMMERCE AND THR GOVERNOR OF
THE BANX OF MOZAMBIQUE TO COORDINATE A4 TASK FORCE 70 VORI
VITH USAID T0 FORMULATE SOLOTIONS TEAT WILL: (1)
"CONTRIBUTE TO THE LONG-TERM OBJECTIVE OF 4 MARUET-BASED
FOREIGN EICEANGE REGIME, AND (B) ALLOW FOR TEE EFFECTIVE-
DISBURSIMENT OF A.I.D. PUNDS., THE MISSION EHAS ALSO
REQUESTED AID/V AND STATE 170 RAISEI THESE ISSUES WITH TEE
OFFICES OF THR U.S. EXECUTIVE DIRECTORS AT TEE WCRLD BANK
ARD IMP. DIALOGUE WITH THE GRM AND THE MULTILATERAL-
AGENCIES IS ONGOING. . -

’

41, 1991/92 PhOGBAH MEASURES: ¥E ARE SERERKING 70

-~
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NECOTIATE ACREEMENT VITN THE GRM %0 MOVE THE IMPORTATION
OF SPECIFIC COMMOLITY.CROUPS FROM TNE OFFICIAL Y0 THE

) SBCONDARY MARKE? BICEANGE RATE. PHIS VOULD TRS?T THR
RESPONSE OF DEMAND 20 A MORB REALIS?IC RXCHANCE RATE, AND
IT WOULD ALIOW USAID O FINANCE SOME OF THESE commopi r1xs
THROUGH A CIP.. THE GRM BAS IADICATED THAT I? AGRERS VITH
TUIS PRIRCIPLE, AND EAS PROPOSED 20 PEASE IMPORTS FROM
THRE OFFICIAL ?0 THE SECONDARY MARKEY BY CREATING A
NECATIVE LIST FOR THE OFFICIAL EICEANCE RATE THAT WOULD
BE EBIPANDED OVER TIME. THE CRM EAS, JURTEERMORE, -

' REQUESTED USAID 70 CEANNEL FUNDS TERODCE T3E MSC, RATEIR
THAN USE A CIP MECEANISM, IN ORDER 70 -EELP . o
INSTITUTIONALIZE ITS FX MARKET ‘ALLOCATION AND PRICING .
EXPERIMBE?T, ' e s

Al | .
42. VR BAVE INDICATED THAT VR SUPPORT THIS CONCEP? IN
PRINCIPLE, BUT THAT A SICAIPICANT NUMBER OF POLICY AND
MANAGEMEN? QUESTIONS MUSY BX ADDRESSED BETORE WE CAN MAIR
A CASE GRANT 70 SUPPORT TEE MSC (SRR REY 7). AS A
TRANSITIONAL MRASURE, ¥B BAVE PROPOSED %0 USE A CIP 70
FINANCE IfEMS ON THE NECATIVE LIST (1N PARTICULAR,

JRANSPOR? EQUIPMENT CONSISTENT VITH TER PSSP’S MARKETING
OBJRCTIVES), AND 20 COLLABORATE VITE THE CRM, WORLD BANEK,
AND IMF 20 RESOLYE POLICY AND MANACEMENT CONCERNS. - PHIS,
¥2 BELIEVR, COULD LEAD 70 A SOUND FRAMEWORK %0 UNIFY ?HE
OFFICIAL AND SECONDARY PORBICH RXCEANGE MAREETS BY
DECEMBER 1992, AND T0 MANAGE TEX PORRICE BXCEANGE RECINE
AYTER UNIPICATION ACCORDING TO MARKET PRINCIPLES.

= .
, ERIVATR MARKETING CHiNAZLS

-83. “'PAAD BENCHMARES POR 1998/91: (A) RBSCIND RBCULATORY
- RESTRICTIONS ON INTRR-DISYRICY AND INTER-PROVINCIAL -
MOVEMEN? OF AGRICULTURAL COMMODITIRS;: (B) OPEN DISTRICT
VHOLESALING OPPORYUNITIES 20 ANY LICENSEID TRADER DESIRING
20 COMPETB; (C) AKALYZE LICENSING REQUIREMENTS .FOR

PRIVATE MARKETING ACENTS AT ALL LEVELS 70 ASSESS
DISINCEATIVE RFIECTS.

44. THE LETTER OF INTRNT SYATES: °“TNR GOVERNMEN? WILL, -
B SEPTEMBXR 1998, BLIMINATE ADMINISTRATIVE REGULATIONS
BINDERING FRER INTER-DISTRIC? AND INTEBR-PROVINCIAL
\#IOVEMENT OF AGRICULTURAL COMMODITIRS, AND WILL OPES
DISTRICT-LEVEL VEOLESALING OPPORTUNITIES 70 ANY LICENSED
TRADER "DRSIRING T0 COMPETE. - ...IN ADDITION, THE
- GOVERNMENT VILL ANALYZE LICENSING REQUIREMENTS TOR
PRIVATE MARKETING AGENTS (TRANSPORTERS, VEOLESALERS AND
. FBYAILERS) 20 ASSESS POTEINTIAL BARRIERS %0 ENTRY. THE
GOVEREMENT VILL REVIEV THIS AN)",SIS VITH USAID BY
FEBRUARY 1991, ALLOYING AGREED uPoE RECOMMENDATIONS 20
SIMPLIPY LICENSING REQUIREMERTS %0 BE IMPLEMENTED RATER
. THAT-IRAL, :
45. DISCUSSION OF PERFORMANCE: TEERE EAVE BEEN DELATS
-gl HEETING THEST BENCEMARKS AND VE ARE VORCING VITE PHE
O’lllﬂl!;lEOSEISUl; THAT THR ADOVE REGULATORY

o = -
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RESTRIC?IONS ARZ LIFTED BY MAY 1991. 1IN LaTE 1999 712

" MINISTRY OF FINANCE ISSUED A CIRCULAR 20 TEE PROVINCIAL

' GOVERNMBNTS ‘INDICATING THAT THRY SBOULD 80 LONGER CONTROL
INTER-PROVINCIAL AND INTER-DISTRICY PRADE. FIRLD VISITS
IR FEBRUARY 1991 INDICATED THA? LOCAL OFFICIALS VIRE
STILL, BOVEVER, CONTROLLING COMMODITY PLOVS. s
AMDASSADOR AND USAID RAISED THESE ISSUES IN THR
ABOVE-MENTIONED DISCUSSIONS WITH TRE PRIME MIBISTER, VRO .
REFERRED THEM 70 THE-PASK FORCE COORDINATED 31 T2
MINISTER OF COMMERCR AND THE GOVIREOR OF THE BAKK OF
MOIAMBIQUE. APTER SEVERAL TECHAICAL MEETISNCS, THR

VICE-MINISTER OF COMMERCE HAS PROVIDED USAID VI?E A DRAPY

ANNOURCEMEN? TO RESCIND RESTRICTIONS OF .INTER-PROVISCIAL
AND INTIR-DISTRIC? TRADE, AND 70 OPEN COMPRTITION AMONC
-DISTRICT-LIVEL VHOLZSALERS. USAID NAS SUGIBSTED Som:
HODIFICATIONS T0O TEHX ANNOUNCEMENT, VHICE SEOULD 32
PUBLISHED IN MAY.

46. 15 JOR THR ANALYSIS OF LICEASING REQUIREMENTS,
INFORMATION EAS RERX CATHERED THROUCH RAPID APPRAISALS BY -
THR MICHIGAN STATE UNIVERSITY - MINISTRY 0F AGRICULTURS

RESEARCE TEAM FINANGRD UNDER THE PSSP TECHNICAL
ASSISTANCE COMPONENT. AN IN-DEPTE TRADER SURVEY 70 BB

UNCLAS SECTION 09 OF * MAPUTO $1282
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IH'P.LIHIITBR BY THIS TEAN IN SELECTED DISTRICTS OF MAMPULA
PROVINCE TN JULY 1991 VILL PERMIY? ?HR INTBNDED ANALYSIS

'SND THT DRVRLOPMEA? OF RECOMMINDATIONS TOR CHANCES.

47.°71991/92 PROGRAM MEASURES: AS PROPOSED IN THR LAST
UPDATR OF TER PSSP POLICY MATRIX, USAID AND THR GRM
VILLs “ (A) AS82SS THX IMPAC? OF REMOVING THZ ABOVE
CONSTRAINTS TO COMPRTITIVE MARKBRING, AND (3) INPLIMER?
ANT BRCISSARY MEASURES 0 SIMPLIPFY LIGRESING OF TRADERS .-
MSU VILL VORK CLOSELY VITE PHX MIRISTRY OF AGRICULTURE
ARD USAID IN COMPLETING THE MARKETIBG ASSESSMEN?S.

48. “SEPTEL VILL ‘P0LLO¥ REQUESTIEG - ISSUANCE OF BURGER?
ALLOVANCE. '¥E VOULD APPRECIATE EID/N " COMMENTS O THE
ABOVE, PARTICULARLY OF VASKINCTOS DEVELOPMENTS 1IN
DISCUSSIONS VITE THE WORLD BARK AND IMP OB FORBIGCH
EXCHANGE RECIME RXFORM ISSUES. PRIEDMAS

37
#1282
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Annex C
Model for Gasoline and Diesel Prices

The following model on the structure of gasoline and diesel prices
in Mozambique compares the consumer prices for both gasoline and
diesel with import ‘parity costs as of April 1991. The basic
structure of the model was developed by the GRM with World Bank
technical assistance and reflects margins and taxes agresd to with
the World Bank and the IMF. .

The model starts from FOB Mediterranean prices based on Platt's
Oilgram and adds insurance and freight costs based on early 1991
experience to derive CIF Maputo prices. For both gasoline and
diesel two scenarios are shown, using official and secondary
exchange rates in effect in April 1991. This model takes into
account taxes, handling and transportation costs, losses, and the
marging of the importer, wholesaler, and retailer, to arrive at a
per-liter price to the consumer which covers all costs. PFinally,
these derived consumer prices are compared with the fixed consumer
sale prices now in effect. The analysis concludes that the
present consumer sale prices for gasoline is about 102 percent of
the actual import parity cost at the secondary exchange rate,
while the current diesel price is about 92 percent of its cost.

This model can be adjusted as exchange rates and cost eleaments
change, thereby permitting easy monitoring to ensure that consumer
Price adjustments continue to keep gasoline at or above import
parity and diesel near import parity at the secondary exchange
rate.

N
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Annex D
Letter of Intent
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Annex E

Initial Environmental Examination
for Petroleum Imports
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ACTION MEMORANDUM FOR THE NISSION DIRECTOR

From: Carlos Pa:m%ro;ram Qfficer

SubJect: ' Initial Environment Examination and Negative Threshhold
Decision Recommendation, Amendmants to Privzte Sector

Support Program (PSSP), 656-0208

This memorandum is an Initial Environmental Examination for the
purchass of fuel under the two planned FY 1991 amendments to the
Private Ssctor Support Project. The firet amendment, planned for
May, adds petroleum products to the positive list, The second,
planned for June, wifl provide additional funds under the

authorized LOP level.

Projeot Country! Nozambique

Profect Title: . . Privite Sector Support

Froject Numbter: . €56-0208

Funding: , DFA

LoP: ' Dols 54,080

1EE gprepared by: USAID/Mo2ambique

Environmental asticn recemmended: Financing of gasoline and
- diesel fuel, negativs

detezmination.

Thie IEE covers gasoline and diesel to be firanced under FY 1991
anerdments to tha Private Sector Support Program (PSSP) in
Mozambique. The amendments authorize the financing of gasoline

. and diessl imports for use in motoer vehicles. Petreleum products
axe critical for agriculturs marketing purposes and virtually all
marketing is dependent on motorized transport.

Most of the gasolire will be ussd in cars in wban arsas whereas
ro3t of the diesel will be usned 4{n trucks and utility vehicles in
rural areas. In the first :jar (beginning June, 1991)

" approxirmately $0,000 tons (metrisc) of gasoline and 28,000 tons of
diesel will be imported under the amended PSSP, Similar or
smaller amounts may bs financed in subsequent years, :

The overall effect on the environment of the use of approximately
78,000 mt of Petroleum spread over three previnces in Mozarbigue
ie not expeoted tc Le signifiecant. The incremental effect of
USRil's finarcing of the fuel will be nil,


http:approx..at

The gascline will be imported into the port of Maputo. Petromoo,
_ presently the only entity authorized to import petreleum products
to Nosambique, has a storage capacity dedicated to gasoline of
over 30,000 tons, and can accommodate the CIP-financed

without any difficulty at all. The Petromoo facilities were
built in the 1960's and early 1570's when Maputo was a major
depot for imports to RSA and Swariland as wall As a vefining .
center with a 1,000,000 ton pexr year oapdoity. The diesel will
be imported into the two ports of Maputo and Beira, whioh also
has significant excess storags oapaeity.

The risk of an oil spill in the well-sholtered Naputo harbor s
minimal, and none has ooourred for at least 17 years. Ships
enter and exit conly during daylight hours and ne international
carxrier has ever sunk within the harbor. The unloading
facilities are adequate and the stoxrags faoilities, situated
sbout 300 yards from the wvater, are surroundsd by stone dikes, ao
that spilled fuel can be salvaged and reused. The fire-fighting
facilitlies, buile for the refinery, which closed in 1984, have
besn maintained and are opeTational. These are Certzinly
adequate for any fire within the storage areas.- The channel inte
the harbor limits tankers to under 30,000 tons of fuel, and the
largest shipment during the last yoar was about 20,000 tons. As
a result, the potential for adverse environmental impact on
ccastal and freshwater quality appear to bs minimal.

Based on the above, A.I.D..finnnoinc of 78,000 mt of petroleum ia
not sxpected to have any signi{ficant effeot on the enviromment,

and oonsequently a negative determinatic is Justified

seotion 216.3(R)(2)(44i) of A.1.D. Repgulgtio 1$:7 .
l '

ulius Schlotthauver

sotor

Approved .~

Disapproved . ,

Date: %41%;5
ohn 'Gaet

Regional Environmental Officer

Approved:

Concurrence:

Cleared by: RLA Donaid Xeans (fax attached)
REDSO XER Andre DeCeoxrges (91 Nalrobl 9608 attached)

Clen :
‘ "nczpa,/cc:ﬁ\ﬁ Ylewaeas b, Slicja)




e e ewi.a Viseval APNLLA T

LACSIMILE QRN

TO1

NAME, TIM ECEy

———

CCHMPANY: SEAID/ AN DUTO
FAX Number:

No. of Fages -
(Ih¢ludin9 this skeer)

MESSAGE:

I ha%p revievwed srd CONCur in thre

10 YCUr fax to ma dateg April 19,

Sent by:

“NIME; DONArn XKEENE

FAX: office hours, 217-212
Aftar Rours, 417217

Cfficial _ X. _

Fersoral 3

X0 Approval if Eore than 10

Fages __ 1

A ——

“eXt ¢f oropnzed Itk Eet fcrcen
1991,
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