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ACTION MEMORANDUM FOR THE ACTING DIRECTOR, USAID/MOZAMBIQUE
 

FROM: Carlos Pascu ogram 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 
petrolem 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.
 

" i 



In the meantime, recent dramatic fluctuations in international

prices and the closiog 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 imports 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 foreign 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 upon 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.
 

- ii 
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III. Authority
 

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::
 

DATE: '1 0 
, I 

Clearances:(A)CMO:T.Born (draft 5/9/91)
 
CON:M.Rocha (draft 5/8/91)

RLA:D.Keene (telecon 5/13/91)


Drafted:PRM: J9 W :05/03/1991
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Mozambique Private Sector Support Program (656-0208)
 

Supplement 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
created 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 ait 
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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Table 1. lozabique: Sources ald Uses of foreip lickue, 1910-2000 
(mni cnas of cu t U.S. da1ars) 

AVG TILT 
1980 1986 1987 1988 1989 1910 1391 1995 2000 CIUGI, 
.... .... ....-- .... .... .... .... ..- .... 1991

2000 
1OEI1GI U1CEAGI SOURCIS 
-----............. ...... 

Expors hraiags (FOB) 281 79 97 103 105 117 139 263 121 18.2 
Service arnials 171 119 137 157 167 170 110 221 406 9.1 
Private Transiers 78 85 90 92 100 110 2.0 
Official Transfers 56 213 304 377 388 427 539 596 690 4.9 
foreign Borrowing 503 284 301 227 244 304 304 317 358 1.6 

TOTAL SOURCIS 1011 695 839 942 989 1108 1234 1497 2165 7.0 
...... .--- .. ... ...- .... .... ---- .... 

FOiKIGI CCHAGI USHS 
..... ................ 

import ixpencitures iC"iF 80 54i 625 736 808 870 958 1213 1676 6.8 
Ion-Interest Service ixpentitares 69 125 137 143 142 152 156 174 20! Z.6 
Deot zervice Payaent 141 49C 533 495 484 503 561 418 691 3.. 

interest Paymet:s 6 155 148 117 169 165 189 192 200 1. 
sceauleo 6 11 125 103 139 131 114 53 :1 -25.6 
On New an 6einancec Det. 0 43 23 14 30 35 75 139 167 18.. 

Amortiation Fayments 139 336 384 378 315 338 312 226 49! 3.8 

YOTA USIS 1014 1156 1294 1374 1434 1525 1615 1805 257 5.4 

Irrors and Omlssions -30 -27.2 29.3 59 25.1 10.2 

OViRALL BALANCIS 

lercnandise 7raae ajance -519 -464 -528 -633 -703 -753 -819 -950 -!057 
Current Acount lezcua:ng grantS, -423 -622 -676 .858 -TE -810 -912 -95 -942 
Current kCount ;inciuding grants, -367 -409 -372 -281 -374 -383 -373 -399 -252 
Overail Baiance for financing -32 -488 -425 -373 -420 -407 -381 -308 -385 

Contibuea ... 



.1 

71, 

.+.1.~~'..Ys: .....~.f" 

. 

lozabique:SucsidUeoforp lichlate1980-2coo (coot) 1 ~i Y 4~ 

4 ~~ i _M. _____1986 198 ~v 1989 90 191,~.954- 00 

32 188425 373 4.20 -4, 1 3083, 

setioregn,s,ts-.I.',is iflcreasel 432 > '6 .58 -24 4 0 .50 '--1--IMF Transactions ,0,15 25 1 12 ~40 4. 12' 21uchases" 

,4"-.depurchas'es 


PIi 'S' 
<. 

Othez 1st h~e 5 ~. Debt iesiructur.'ng.3 0 0-

e5C Lneaied 1092 398 21 796 71" 2S 421 17 19 29, 4uiei n~
~ e~~ . 1092 381 779 - 693ShaDge in Irrears titis increase) 482 ~j-608 
...398 -398 311
 

-U'O U1 

0 39 433!INAH~ liC*... . ... ...0. 25 

icpressed percent;- t in r- ................
 

> 4-. 

44,. 4i 
 '++:.. < + + :++ +++++++++++'++++:+ '+ :+ +++ ++"' + ++ + ............................. ---4.,+


ebt SerII'-ceIzports'(GHyS; - -. 3+ +++-4-4-4- .32.: 247.5 .227.6, 190.6 177.90 +++ ++: i +++ 175.3- 167.6 86.4 67.33 i++++ > + 
Debt-e < +:> +:: +: ++ +++c/oa Uss. +++:,++++++: +4-4-1 14.3 42.4k 41.1 36.0 -+-

-st- - - ++ , 4- :+ ++++ + : + + 33.8 330 3 2"-.1 26.'4' + ++ ; + + +:?++ ++++++- ++ -: +++++ +:+: ++: +++> : +++i:+ + + + + +:+ i + +++:+ : I; + : ++++ 44 
-. 'Izports/L"1a'orts,.4.. - ,(Bercnandise)' +++:+-',, +,+35. 146+ + : ::: , 1. v. ,: 140 30 14< ,, 14.5 21.7< '37++++++++++::+: + +++++ +..............+++++:+++::+++++++++++++:
+++++:o+++++++++++ +,:i ,+!++++++......... ++++++I, 444++
OveraL ''hace/olotalj us'es$4$ ,., + : + + : ++ ,'3.2 42.2 P 

29.3+++"+ ++'+: ''++ + ++ -32,9 427:" ~++ ++++:+ + '+ + + +++: '+ + + + +' '+ :m, 26.7 2M. 17.!+++++: ,:+++ :: - . ~.-A-~External 44-. FininczngiTola! oorc 5-.3 . .. . . . . 
4 ++ +} ' : .+ +++:++++:#+ + ;: + +--1,- + " '+ ++++* 71.5+ ' + + 72' .i 64.+ + '+ 1 4. 63.94-4-A 66.0'I.-?-44 +:++++++++++++ 68.3 61.0" 4 8Service/ixercal ++~Debt +Fiaancing~ ++++>25 +<+< <+ + + +i 4+; + + +44 +++++ .9 98.6~ ++ + +<+++++ +++++++; 68.8I ++ + ++ 

+ + +++88.J 81.i 766 + +: :+++ 4++I++'++++ '' +++ +' '++++'++ 
59.4 4525 i 65 

+ 
' hatiani nGrap/Debt -*e,- ct 


-0.~ -4.0 
 78.6 62i 

..... ..... . 
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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 Mozambique.

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. Indeed, 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. In 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 positi-on.
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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 wotild 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 transport 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 foreign 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 str'cture of
the sum has changed sharply. In 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,
grants exceeded foreign borrowing as a source of balance of
the
 

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
 
world.
 
I 
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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. In 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. 
In the mid-1980s, 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. Of 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 belance of payments calculus, preferably

through cancellation, Mo;.aiibique's balance of payments would
 
imdeed show ex ante balance.
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3. Financing the Gap, 1986-90
 
With total uses exceeding total sources, Mozambique h~s 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
1986-90. 
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
of rescheduling, rather than cancellation, thereby pushing the
problem into the future. 
 In 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 crisi-s
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 over 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 dre 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 a:ticipated a
year ago, although still at very high rates of about five percent

for grants and 1.6 percent for loans. Thrcughout the decade,
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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
 
the 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. 
Mozambique 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,

*uch 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.
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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 Mozambique's petroleum imports.
 

Since the early 1980s, Mozambique 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
 



TALE 2 

ISYINATED 1991 PITIOLIO IRPORT REQUIUHINTS 

FOUR SCINARIOS 

PETIOLEON PRODUCTS 

LPG 

ITGiS 

OISOLINI 

JET FOIL 

lER0INE 

DIISIL OIL 

FUEL OIL 

ASPRALTS 

LOB OILS 

SOLINTS AID WRTi SPIRITS 

at 

It 

at 

It 

at 

It 

at 

It 

at 

at 

INPORTS 
1991 

9,000 

4.680 

40.200 

45.600 

13,700 

234.000 

37.600 

10,000 

8,400 

1.000 

1 

Average AUgOct 90 
unit price Total 

2 3 

481 4.329.000 

486 2,272,140 

394 15.833,976 

388 17,710.584 

388 5,320.943 

309 72,191.340 

!65 6.208.136 

293 2.930,000 

453 3.805.200 

400 400.000 

2 

Average Nov 90 
unit price Total 

$ 1 

481 4,329.000 

380 1.7178,400 

370 14,874,000 

422 19,243,200 

422 5.781.400 

348 81,432.000 

183 6.880.800 

305 3,050.000 

450 3,780,000 

435 435,000 

3 

Average Feo 91 
unit price Total 

2 $ 

500 (a) 4.500.000 

264 1.237.158 

233 9.366,600 

311 14,181.600 

311 4,260,700 

258 60.372,000 

112 1 211,200 

300 (a) 3.000.000 

425 (a) 3,570,000 

450 (a 450.000 

4 

Proposed Scemario 
unit pice Total 
$ $ 

475 4,275,011 

275 1,287,001 

285 11,457.000 

325 14,820,010 

325 4.452,500 

250 51,510,001 

140 5,214,00 

300 3,010,10 

425 3,570,606 

400 410,00 

Total Cost 
1990 
$ 

3.150.000 

1,417.608 

.251,200 

1,120,000 

2,103,000 

31.T10.000 

3,T?|.200 

1.30,000 

3,360,080 

350,000 

TOTIL 131,001.319 141.583.800 105,141,258 167,025,566 73,713.001 

(a)Estlimated 



products, the added volatility 
in the prices for these products
 

further complicates any medium-term 
analysis of import
 

Although there is clearly a 
long-term correlation
 

requirements. 

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 Mozambique's total 
projected export earnings for 

1991.
 

The loss of both workers' remittances 
from East Germany and
 

financial assistance from the 
Soviet Union and other Eastern 

bloc
 

countries represents an additional 
external shock equal to seven
 

As shown
 
percent of GDP and about 30 percent 

of export earnings. 


in the balance of payments analysis 
above, Mozambique does not
 

have the resources to absorb 
these shocks within its own foreign
 

to assume additional commercial 
debt.
 

exchange earnings or 

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
 

Few donors had previously made provisions 
in their
 

imports. 

assistance programs to finance 

petroleum products since the 
Soviet
 

Union had traditionally supplied 
the majority of Mozambique's
 

needs, and diesel fuel could be 
imported under World Bank
 

Several countries, notably France,
 rehabilitation credits. 

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
 

However, without the continuation 
of the Soviet Union's
 

million. 

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
 

which
 
year, between May and September. 

In 1989, the last year fc: 


estimates are available, the agricultural 
sector consumed 10
 

percent of all oil products. The transport sector, and by
 

implication marketing, accounted 
for 40-50 percent of consumption.
 

Significant shortages in petroleum could thus be expected 
to
 

(1) reduced capacity to move agricultural 
products
 

result in: 

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 a few key intermediaries
 
in anygiven 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 of 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. Yet 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 petroleum,

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 to 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 margins 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 Drograms.
 

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 Vorld 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.
 



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 zquired to tap other foreign exchange
 
sources, possibly at the expense of other critical production
 
.inputs, 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 Factors
 

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 also 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. 
 In 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. Thesecondary market still remains thin, averaging about $1 million in
sales per month. 
In 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 MSC. 
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
 
services.
 

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.
 



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 theMSC exchange rate, and have been close to
 
import parity since the major consumer price increases announced
 
soon after international prices escalated in late 1990. In
 
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 offi-cial
 
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 conaodities. The Letter of Intent is provided in Annex
 
D.
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1. 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 the pricing model provided in Annex C, both diesel
and gasoline prices were very close to import parity at the MSCexchange 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 tothe 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 allowingusers 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. Currently, the parastatal enterprisePetromoc has a monopoly on the importation of all petroleum


.products. The principal users of avgas are charter air companiesand non-profit organizations, many of which are linked with theprovision 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
continuing to import refined products. 
 The 	results of this

Analysis 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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Foreign Exchange and 
Local Currency Management
 

E. 

Disbursements for petroleum imports 

will be made through a
 

Commodity Import Program, 
as is the case for all 

other commodities
 

As discussed in the 
Procurement Plan
 

financed under the 
PSSP. 


below, Petromoc will 
be the importing agent 

for diesel and
 
will be the same 

as
 

operational procedures 
for the CI 


gasoline. 

those utilized for 

all other commodities 
financed 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 

to be financed using 
funds
 

obligated under the 
Private Sector support 

Program in FY 1989 
and
 

It is anticipated that 
other petroleum products 

may be
 

FY 1990. Plans and procedures 
for such
 

purchased at a subsequent 
time. 


procurement(s) may 
be agreed upon with 

the GRM through a Project
 

incorporated into subsequent 
amendments
 

implementation Letter 
or 


to the PSSP.
 

1. Responsible Entities
 

a parastatal responsible 
for the import of all 

petroleum
 

Petromoc, As
 
products to Mozambique, 

will be the entity 
responsible for the
 

purchase of the diesel 
and gasoline financed 

under the PSSP. 

agreed to allow a
 

discussed above, USAID, 
with AID/W concurrence, (1) fuel is
 

use
 
state-owned company 

access to program funds 
because: 


critical to agriculture, 
the program's target 

sector; and (2) 


of the funds for fuel 
at the secondary market 

exchange rate will
 

of a marketbased 
system of
 

the institutionalization 
encourage 

foreign exchange allocation.
 

The Regional Commodity 
Management Officer 

has conducted an
 

Based on a
 

purchase of gasoline 
and other petroleum 

products-


review of Petromoc's 
standard procurement 

procedures and its 
good
examination of the 

capability of Petromoc 
to undertake the
 

he recommended the
 

record on previous 
USAID-funded procurements 


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 PSSP-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. 
 In
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. 
 If 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.
 
I, 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 for 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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ACTION: AID-3 INFO: AMB DCM
 

VZCZCTO09088U51
 
RR RUEHTO (20 MAR 91 2235
 
DE RUEEC 1#494/01 07e2226 CN: 14
 
ZtE UUUOU ZZH CBRG: AID 
P 192225Z MAR 91 DIST: AID 
FM SICSTATE WASHLC 
TO RUIRTO/AMEMASST MAPUTO 5e45 .1991 3.20, 
INFO RUEP.B/AMIMBASSY MABANI 1362 
RUEENR/AMEMBASST NAIROBI 0332
 
BT
 
UNCLAS SECTION 01 OF 04 STATE 0F8494
 

AIDAC MABANE FOR BLA; NAIROBI FOR RELSO - c'. '. .W.---

E.O. 12356: N/A
 
TAGS:
 
SUBJECT: MOZAMBIQUE PRIVATE SECTOR SUPPORT PROJFCT'
 
(656-0208): PAAE AMINDMINT NO. 3 -- EVOLVING STRATIGC: S---

ON FOREIGN EXCHANGE MANAGIMENT 

(GOPDON AND PHILLIPS) ._:-.
 

PITS: (A) PASCUAL/3FOdN TILECON, 1/31/91; (B) 

PASCUAL/ROZILL TELECONS, 2/1/91, 1/29/91; (C) USAID/ 

.
 

MOZAMBIQUE BRIIFING PAPERS FOR CG, 11/90; (D) AN 
SYSTIM IN MOZAIB ID.
!XAMINATION OF THE FX ALLCCATION 


11/90; (I) CONSULTATIVE GROUP PLEDGING STATEMENT, 12/9,0 ;"'.
 
(F) 90 MAPUTO 4318 - *. 

SUMMART :
 

1. THIS CABLE RESPONDS TO TEl OPTIONS AND ANALYSIS 
PRESENTED IN REFS A-D CONCERNING THE PROGFAMMING OF 
USAID/MOZAMBIQUE'S ASSISTANCE UNDER THE PRIVATE SECTOR 
SUPPORT PROGRAM (656-0208). AID/W CONCURS WITH 
RIPROGRAMMING ALL OR A PORTION OF THE FUNDS ALREADY 
OBLIGATED UNLER THE PSSP TO FINANCE PETROLEUM IPOVTS 
NOTING THAT THE MISSION VILL OBTAIN G.1h CONCURRENCE ON 

ADDITIONAL POLICY RECRIIS ON PRICING OF SPECIFIC 
PETPOLIUM PRODUCT(S). FOP THE PLANNED FY 1?91 
AUTECRIZATION/CBLIIATION OF LOLS 12.590 MILLION, &IE/W 
ENCOURAGES TEE MISSION TO FOCUS ESPICIALLY ON O3JICTI?!V 
NO% 4 UNLEP. TE_ PSSP AS APPROVED ISTABLISH.'IFN OF A 
PROCESS OF TESTING ?I ALLOCATION O?TION TEAT tILL 
INCREASE THE ACCESS CF PRIVATE ENTREPRENEURS IN T2E 
AGRICULTURAL SECTOR TO FX, ANL INSrITJTICNALIZATION OF 
!ARKET SIGNALS AS AN ALLCCATION rICEANISM. THE GUIDANCE 
REREIN ASSUMIS TEAT USAID WILL CONTINUE TO PURSUE 
PROGRFSS CN THI AGRICULTURAL ANDI rARKYTING REFORM 
MEASURES OUTLINI7) IN AhINDMIENT NUM3FR 2 TO THE PPIVAIi 
SICTOR SUPPOET P.OGRAm. OU. COM FNTS FOCUS ON EXCFANG7 
RAtE MANAGEMENT QUESTIONS GIVIN TEE ISSUIS RAISER BY 
FECENT POSITIVE MIASURES TO CFEATE A SFCONA.ART FOPIG. 
EXCHANGE MARKET IN WHICH TEE !XCHANGE RATE IS DETIERIINED 
BT SUPPLT AND DEMAND WITHIN THAT MARKET. 

UNCLASSIFIED STATE eE8494/al
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GENERAL STRATEGY ON CREATING A FX MARK1T:
 

2. UNDER THE PRIVATE SECTOR SUPPORT PROGRAM, USAID
 
UNDERTOOK TO QUOTE TEST POLICY AND PROCEDURAL OPTIONS 10
 
BOTH INCREASE THE ACCESS OF PRIVATE ENTREPRENEURS IN THE
 
AGRICULTURAL SECTOR TO FOREIGN" EXCHANGE AND
 
INSTITUTIONALIZE MARKET PRINCIPLES AS A BASIS FOR
 
FOREIGN IXCHANGE ALLOCATIONS. UNQUOTE. THE MISSION
 
INITIALLY PROPOSED TO SUPPORT THE GPM/WORLD BAN[

EXPERIMENT WITH At OPEN GENERAL LICENSE SYSTII CALLE
 
THE SNAAD. AID/W HAS NOTED THE LIMITATIONS OF TEE SNAAD 
OUTLINED IN REFS C AND D. WE ALSO AGREE THAT, WITH TEE
 
.INTRODUCTICN OF THE NEW SECONDARY MARKET, IT IATES SENSE
 
NEITHER TO SUPPORT THE SNAAD AS A POLICY MIASURE NCR TO
 
CONSILER CHANNELING A.I.D. YUNDS THROU1GH TRX SFAAD WHICH
 
CONTINUES TO FUNCTION AT AN OVERVALUID OFFICIAL FICEANE
 
RATE.
 

3. AS DISCUSSED IN REFS A AND B, THE RECENT CEANGES IN
 
EXCHANGE RATE POLICY OFFER AN OPPORTUNITY TO EXPEDITE
 
THE TRANSITION TCWARD A FUNCTIONING FOREIGN EXCHANG
 
vARKET IF TEE GOVERNMENT AND DONORS CONCUR ON A SOUND
 
STRATEGIC FRAMYWORK TO ACEIiVE MARKET PRICING AND
 
ALLOCATION OF FOREIGN EXCHANGE WITHIN A REASONABLE
 
TIMFFRAIE. AID/W'S UNDERSTANDING IS THAT THERE AR?
 
THREE COMPONENTS TO THIS STRATIGY.
 

A. UNIFICATION OF THE EXCHANGE RATTS. TEE GEM FAS 

AGREED WITH THE IMF ON A PROGPAM TO PROGRESSIVELY 
DEVALUE THE OFFICAL lXCHANGE RATE IN ORDER TO UNI7T TEE
 
OFFICIAL AND SECONDARY MARKETS AT AN EQUILIBIU1
 
EXCHANGE RAIE BY LICEMBER 1992. THE IMF IS THE LIAD 
DONOR FOR MONITORING AND INSURING COMPLIANCE. WE 
UNDERSTAND FROM RF F TEAT COMPLIANCE WIT9 THI 
OPJECTIVES OF THE EXPANDED STRUCTURAL ADJUSTMENT 
FACILITY (ESAF) WAS CONSIDERED SATISFACIORY DURING THE 
LAST ARTICLE IV CONSULTATIONS IN OCTOBER 1990. THE NEXT 
CRITICAL REVIEW WILL BE IN MAT 1991 AFTER COMPLETION OF 
TEE FIRST FULL YEAR OF THE 190-1992 ESAF PRO'PRAM. 

8. CC.SOLILATION CF FX XARKETS. THERE IS A NEED ICR A 
PHASED MOVMENT OF SECTORS FROM THE OFFICIAL TO THE 
SECONDARY MARKET (FOR i0TH IMPORTS AND FXORTS). TO 
IMPLE.ENT TEIS COMPONENT OF THE. STRATIfY, THE ORM AND 
DONORS MUST COORDINATE FOREIGN IXCHANGE DISBURSEMEKTS TO 
ENSURE IFAT, ICR ANT GIVEN CCMMODITY, ONLY ON SINGLE 
RATE APPLIES TO I.PORT AND IXFORT TRANSACTIONS. AID/W 

UNCLASSIFIED STATE 088494/01
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CONCUAS WITH USAID'S PROPOSED INVOLVEMENT IN THIS
 
COMPONENT OF THE STRATEGT, PARTICULARLY TO FACILITATE 

-QUICK MOVEMENT ON CONVERTING A GREATER SHARE OF EXPORTS
 
AT THE SECONDARY RATE TO MAKE IT EASIER FOR THESE
 
INDUSTRIES TO GROW AND RESTORE THEIR PROFITA31LITY.
 

C. INSTITUTIONALIZATION.OF THE OPEN (SECONDARY)
MARKET. THERE IS, FINALLY, A NEED TO INSTITUTIONALIZ, 
PROCEDURES FOR TEE SECONDARY MARKET TO OPERATF. GIVEN 
THAT DONORS PROVIDE 80 PERCENT OF MOZAMBIQUE'S FX, TRESE 
PROCEDURAL MATTERS ARE CRITICAL TO THE MEANINGFUL 
UNIFICATION OF THE OFFICIAL AND SECONDARY MARKETS AT A 
RATE CLOSE ENOUGH TO THE PARALLEL MARKET RATE SO THAT 
THE LIFTXRENTIAL IS LIMITED TO A REASONABLE PREMIUM O 
CAPITAL FLIGET. OF CRITICAL CONCERN IS THAT THE CENTRAL 
PANK HAS THE TECHNICAL CAPACITY TO MANAGE FLOWS OF 
FOREIGN EXCHANGE SO TEAT THE 17CHANGE RATE INDUCES A
 
CREDIBLY RAPID RATE OF GROWTH IN EXPORT EARNINGS AND 
EFFECTIVELY FORESTALLS THE EMIRG!1!Cl OF A HIGHER
 
PARALLEL MAFKET EXCHANGE PATE. THE WORLD PANK, W1
 
UNDERSTAND, IS PROVIDING EXTENSIVE TECHNICAL ASSISTANCE
 
TO TEE BANK OF VOZAMBIQUE (BOM), ]UT T-AT IT WILL
 
NEVERTHELESS TAKE SC:E TIME BEFORE THE BOM MASTERS YANY
 

BASIC FUNCTIONS OF A CENTRAL PANE. TO THE EXTENT THAT
 
WE LACK CONFIDENCE IN THE BOM'S ABILITIIS WE MAY NFIL
 
TO CONTINUE TO DISBURSE FUNDS THROUGH A CIP MECHANIS
 
RATHER THAN A CASE TRANSFER. 

.D. THE PAAD AMENLMENT ANALYSIS NEEIS TO EXPLAIN THE
 
NEXUS OF THE FX RIFORMIS THAT THE AMINDMIENT IS SUFPORTING
 
IN THY PRIYATE AGRICULTURAL SICTOR. Ail/w UNDERSTANDS
 
THAT FOR THE FX FOCUS ON TRANSPORT MOST OF THE TRNSPORT
 
MAY WELL BE IN THE PRIVATE AGRICULTURAL AREA, AND THAT
 
THE EXPORTS THAT THE AMENMENT.S REFORM WILL FOCUS ON
 
MAY WELL BE AGRICULTURAL EXPCRTS.
 

UNDISPURSED PSSP CELIGATIONS:
 

4. IN LIGHT OF TEE ABOVE STRATEGIC FRAMEWORK, &ID/W
CONCURS WITF USAIL/MOZAMBIQUE'S PROPOSAL TO UTILIZE. ALL 
OR A PORTION OF TEE UNDISBURSZD OBLIGATIONS UNDER THE
 
PSSP TO FINANCE PETROLEUl IMPORTS. REF C IS CLEAR IN
 
]DESCRIBING THE REASONS FY IT IS NOT PRESENTLY FFASIBLY
 
TO FINANCE IMPORTS ON TE ORIGINAL COMODITY LIST GIVEN 
TEAT USAID MUST PRCVIDE kSSISTANCE AT THE eCONrART 
MARKIT RATE WHILE IMPORTERS CAN STILL OBTAIN FINANCING 
UNDER OTHER DONOR PROGRAMS AT THE OFFICIAL EXCHANGE 
RATE. AS DISCUSSED IN PAFA 3 (B) ABOVE, THIS MATTER 
MUST BE RESOLVED THROUGH DONOR COORLINATION. YET WE 
ALSO RECOGNIZE THAT IT IS A TIMPORART IMPLEIINTATION 
SETBACK TO WHAT IS AN OTHERWISE POSITIVE LIVILOPMENT IN 
TEE CREATION OF A SICOND, MARKET-DRIVIN FOREI,3N EXCHANGE 
WINDOW.
 

5. a THE NEID FOR CONTINUING ASSISTANCE IS FULLY 
rOCUMENTED IV REFS C, D, AND F. TE- RATIONALE FOR 
FINANCING TRANSPORT RELATED IIPORTS IS SYT FORTH IN 
AMENDMENT NUMBER 2 TO TRE PSSP AS PART CF A STRATEGY TO 

LNCIASSIFIID STATI 098494/e2
 

http:INSTITUTIONALIZATION.OF


. UNCLASSIFIED SilE 068434/02 

PROMOTE AGRICULTURAL MARKETING REFORMS. WE RlCG IZE
 
THAT PETROLEUM IS AN ESSENTIAL COMPONENT OF THE
 
TRANSPORT AND MARKETING EQUATION AND EXPRISSED OUR
 
GFNERAL CONCURRENCE WITH THE CONCEPT OF FINANCING
 
Pl.TROLEUM IN TEE U.S. PLEDGE AT THE DECEMBER
 
CONSULTATIVE GROUP MEETING (REY E). REF C ALREADT SETS
 
FORTH A BASIC CASE FOR PETROLIUM FINANCING, AND WE
 
EXPECT THAT USAID WILL EXPAND ON THIS ARGUM NT IN A PAAD
 
AMENDMENT AS DISCUSSED BELOW IN PARA 10.
 

6. AS USAID IS AWARE, ALL FUNDS PRESENTLY OBLIGATEL 
UNDER THE PSSP ARE AUTHORIZED ONLY FOR CIP
 
DISBURSEMENT. ANT IMPORTS OF PETROLEUM PRODUCTS MUST
 
THEREFORE BE DONE THROUGH A CIP MECHANISM. MOREOVER,
 
THESE TRANSACTIONS .UST OCCUR AT THE SECONDARY .ARKET
 
EXCHANGE RATE SINCE IT IS THI HIGHEST LEGAL RATE OF 

EXCHANGE THAT IS KOT UNLAWFUL IN MOZAMBIQUE. IT IS 
AID/W'S UNDERSTANDING THAT USAID WILL NEGOTIATE SPECIFIC
 
PETROLEUM PRICING REYCRMS THAT VILL RESULT IN I.POPTED 
PROIUCTS BEING SOLD TO THE PUBLIC AT IMPORT PARITY USING 
THE SECONDARY MARKET RATE. 

6A. AID/W UNDERSTANDS TEAT PITROLEUM IMPORTS MAT VILL
 
BE CRUDE PETROLEUM, WHICH WILL NOT FAISE AN ISSUE OF 
INELIGIBLE COMPONENTRY THAT MIGHT BE PRESENT IN TEE CASE 
OF FINANCING REFINED PRODUCTS. UNDR A.I.D. 
SOURCE/ORIGIN RULES, AN! COMPONENT (I.E., CRUDE OIL 
GOING INTO THE PRODUCTION OF A REFINID PRODUCT) FROM A 
NON-935 COUNTRY (E.G., L-I-.TA, IRAN, STRIA) MA9ES THE END 
COMMODITY INELIGIELE OR A.I.L. FINANCING. WHILE IRAQ 
AND KUWAIT ARE INCLUDED IN CODE 935, AND THUS ELIGIBLE 
UNDER A.I.D.'S SOURCY/ORIGIN/NATIONALITY/CO.iPONENTRT 

UNCLASSIFIED STATI 389494/02
 



RULES AND TEE PAAD, THE MISSION SHOULD ENSURE THAT THE 
PROCUREMENT COMPLIES WITH TEE IRAQ SANCTIONS ACT OF 1990 
AND THE iRAQ/KUVAIT EBARGO EXECUTIVE ORDERS AS IN 
EFFECT AT THE RELEVANT TIME. PPOCUREMENT SPOULD ALSO
 
NOT PERMIT IRA/KUWAIT COMPONENTRY SIMPLY BECAUSE TF_ 

SANCTIONS ACT/EXECUTIVE ORDERS PROHIBITIONS IN LFFECT AT 
THE RELEVANT TIM, MAY NOT REACH COMPONENTRY. 

6P. AN lEE REQUESTING A NEGATIVE DETERMINATION FOR
 
PETROLEUM WILL 3E REQUIREID. A CATEGORICAL EXCLUSION 
UNDER RIG. 16 SECTION 216.2(C) (2)(IX) IS NOT 
APPROPRIATE SINCE A.I.D. HAS KNOWLEDGE OF THE SPLCIFIC 
COMMODTY TO BE FINANCED. 

7. CONCERNING PSSP COMMODITY IMPORTS, AID/I RECOGNIZES 
THAT WE MIGHT AGAINBE ABLE TO COMPETITIVELY FINANCE 
SOME OF THE ITEMS ON THE ORIGINAL COMMODITY LIST 
DEPENDING CN: (A) THE MISSION'S SUCCESS IN WORKING WITH 
TEE GRM AND DONORS TO PHASE SECTOR(S) FROM THE OFFICIAL 
TO THE SECONDARY MAREET; AND/OR (B) THE SPEED AT WHICH 
THE GRM DEVALUES THE OFFICIAL EXCHANGE RATE. HENCE, 
SOME FLEXIBILITY IN OUR FINANCING DYCISIONS IS 
DESIRABLE, AND IT MAY MAKE SENSE TO AGEEE TO PETPOI.EUM
 
IMFORTS IN TRANCEIS IN ORDER TO AVOIl' FORECLOSING OTPER 
FINANCING OPTIONS AS THEY DEVELOP. 

FT 1991 PSSP OBLIGATIONS: 

8. ASSUMING THAT THE SPECIFIC AGRICULTURAL/t.ARKETING 
REFORMS CONTAINED'IN THE.PSSP POLICY REFORM FRAMEWORK 

CONTINUE ON TRACK, IT IS AID/W'S UNDERSTANDING THAT TEE 
KTY REFORM TO BE PURSUED PRIOR TO OBLIGATION OF THE FY 
1991 TRANCHE OF LOLS 12.590 MILLION IS THE PHASING OF 
SPECIFIC SECTOR(S) FROM THE OFFICIAL TO THE SECONDARY 
FOREIGN EXCHANGE MARKET. USAID HAS INITIALLY INDICATI!D 
ITS INTENT TO HIGHLIGHT TRANSPORT, PENDING FURTHER 
DISCUSSIONS WITH THE WORLD BANK AND OTHER DONORS 
FINANCING TRANSPORT IMPORTS. WE ALSO ENCOURAGE THE 
MISSION TO INCORPORATE INTO THE REFORM PACKAGE GREATER 
FLEXIBILITY IN CONVERTING APPROPRIATE EXPORTS AT THE 
SECONDARY MARKET RATE IN ORDER TO ENHANCE THE 
COMPETITIVENESS OF MOZAIBICAN EXPORTS SINCE THIS IS AN 
APPROVED AREA FOR POLICY REFORM. 

9.. AS THE FT 1991 PSSP TRANCHE HAS NOT YET BEEN
 
AUTHORIZED, USAID MA! CONSIDER TRE POSSIBILITY OF
 
rISBURSING VIA CASH TRANSFER IF THIS WOULD CONTRIBUTE TO
 
A FUNCTIONING FOREIGN EXCHANGE MARKET AID IF THE CENTRAL 
PANK CAN COVPLY WITHE A.I.D. SIPARATE ACCOUNT kND DOLLAP 
TRACKING REQUIREMINTS. OTHERWISE WE WOULD EXPICT USAID 
TO CONTINUE WITH A CIP. 
DOCUMENTATION REQOIREIENTS: 

a 

10. OBLIGATED FUNDS. FOR IUNrS THAT HAYE ALREADT FIEN 
OBLIGATED UNDER THE PSSPUT_ )-SSD, USAID SHOULD 
PREPARE ANIATPOVE A PAAD AMENDMENT IN TIE FIELD, 

UNCLASSIFIED STATE e9494/03 
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TOWARD RESOLVING THESE PROBLEMS* AND ENCOURAGE YOU TO
 
CONTINUE TO WORK CLOSELY WITH OTHER DONORS TO CHART A
CLEAP COURSE TOWARD 
FOREIGN FXCHANGE AS 

MARKET ALLOCATION AND 
AFFECTING THF PRIVATE 

PRICING OF 
AGRICULTURAL 

SECTOR. BAKER 
BT 
08494 

NNNN 

UNCLASSIFIED 
 STATE 088494/04
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Private Sector Support Program

1991 Progress Report on Policy Reform Agenda
 



----

-1 7 	 T . 

-. z . * 

~VZCZCTOPIv 
PpPPRUEC IlUEN 
I RU3HTO 11282/01 

-

095 
ZmlUU ZZBH CLASS: UNCLASSIFIED

P :051400Z IPR 91 CHR31: AID 04/04/91
IMrMIMBISSY, MIPUTO ~.APPRY 	 : AMB:TYRilDA

S~TO kRUHC.SIC STA&TE-vASHDC-PRIORITTY -3132- - -1 DRFTD:!7-PRM: JDORN/C-PA 
l IMEMBASSY 5539'':NFTUlHNR7 7	 NAIROBI CLIIRt to DC M MMEU 1, 
B 	 T, -- 2.AIDIR:JMILL'I 

AID/W FOR AYR/PD/SA. ANDA 	 AYE/SA 

flAIROBI ?OR REDSO/lSA 	
-

SUBJECT: MOZAMBIQLT PRIVATE SECTOR SUPPORT PROGRAM
~4~-)( 6 56-0208/18)::191 pRGRISS R19PORT ON POLICY REFORM
 
r~--~ AGENDA
 

RFP (-A),9 MAPUTO 1336 (B) 90 STATE 235374., (C) MAPUTO
V~)131, D)STATl 8494; (15 MAPUTO 896; (F) MAPUTO 998
 

S I TRI S 'CABLE-SUMMARIZES PROGRESS IN &CH.IiVINGTHEI<~
 
),' ,)1990/91POLICY' BENCHMARLSUNDIER
REFORM TE IMOZAMBIQUI

S PRIVATE, SECTORJ SUPPORT PROGRAM r(PSSP).. US&ID ZIPEICTS TO


DISCUSS -IMPLICATIONS OF THIS PROGRESS AND RELATED

) CIRCUMSTANCEST-VITE AYR DURING CURRENT AID/V- VISIT? OF
 

!0ISID':DIRECTOR. 

~~- 2. TEE GRM, CONTINUDIN ,1990TO PROGRESS VIT1 ICONOM.IC

.E RlIORKMISURS,IN PARTCULAR ALLOVING THE 
 MARKET TO,) 	PLATY A K'ORE 4UNDAMINTALI ROLI.IN DETERMINING THE PRICES.0F


BASIC, COMODITIES SUCHr:AS MAIZE. rHOWEVER', 1990 MIGHT BE.

MOST ACCURATELY, -CHARLCTERIZED.IS. -ATEAR OF POLITICAL
 

SOPENIRG:-AND. 
 'TRANSITION. -THE GOVERNMENT IND RlNAMO NAVE
 
]ENTERED- INTO. -DIRECT NEGOTIATIONS,9 ALTHOUGH :NOT, WITHOUT.

FITS, AAD--STARTS. -,IN DECEMBER 1990 TE ,GOVERNMENT ENACTED) A MEW 1CONSTITUTION. AFPTER AN EXTENSIVE 'AND 'OPEN, PUBLIC'
 

IDEPATE.4 THE'CONSTITUTION PROVIDES FOR MULTIPARTY 

ELECTIONS SAND. FREEDOM OF TEE PRESS, ENCOURAGES-

'
 

)DICENTkALIZATION OF GOVERNMENT, AND 'DROPS THE PRIVIOUS 
COHSTfTUTION.'S.MARIIST 
RETORIC. THESE, POLITI'CAL,.

DJVELO'PMNTS ARE!CRITICAL CONTEXTUAL FACTORS BOUND TO-

a)INFLUENCE
:- ,TEF CONT IND ING, SHIFT FROM A CENTRALLY -PLANNED 
-TO-A MA E[ET-BASlD ';ECONOMY; - -- U 

~ -3. IN RILAT-I'ON TO: THE:PRI-VATE SETRSUPPORT RGAt
 
.,TEF*GEMS FULLY MIT AGREED UPON TARGETS FOR PRICINGJ4 OLICY 

~ ~-S~REFORMS. FIXED4lRODUCER :PRICES HAVE BEEN OLSD:
*~.s)JsAVOP 0O7 MINIMUMPIRICIS ,INTENDED TO PROTECT PRODUCERS AS 

~ V~ 1'IARTSRl-EMlRGI JUT :SUFFERjFROM LACl:OF COMP'ErTITION.,-CONSUMER PRICES YOR 	 RC AEBEEN -S
miZ, 	 -EN-N 
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RFIDJUSTED TO OVERCOME MARKETING DISINCENTIVES CRIATED BY
 
PREVIOUSLY INADEqUATE.MAPGINS BETWEEN PRODUCER AND
 

,.,ONSUMER PRICES. SOME DELAYS - TO SOME EXTENT 
PUREAUCRATIC -- HAVE BIEN ENCOUNTERED IN ENACTMENT OF -
PSSP MIRIETING REFORMS. THIS ISSUE HAS BEN RAISED AT
 
SENIOR LEVELS 07 GOVERNMENT AND A PROCESS HAS BEEN

INITIATED UNDER TEE PRIME MINISTER'S REVIEW TO 11MOVE
 
RESTRICTIONS ON INTER-PROVINCIAL AD INTER-DIStuICT 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
 
POREIGN EXCHANGE ACROSS ITS IMPORT SUPPORT PROGRAMS.
 

4. IMPLEMENTATION 07 FOREIGN EXCHANGE RHGIME REFORMS AND
 
STATE FARM DIVESTITURIS HAS PROVED MORE COMPLEX THAN THE
 
OTHER PSSP PRICING AND MARKETING POLICIES. CONFLICTING
 
EMPHASES FROM TEE WORLD BANK AND IMP, ANALYZT D It DETAIL
 
IN REFS E AND F, EAVI COMPLICATED THE PROCESS Of
 
DEVELOPING A CLEAR STRATEGY LEADING TO MARKET-BASEr
 
ALLOCATION AND PRICING OF FOREIGN EXCHANGE. 
THE GRM HAS,
 
IN FACT, MET THE SPECIFIC TARGETS AGREED UPON FOR 1990/91

WITS THE EXPANSION 01 ITS OPEN GENERAL LICENSE EXPERIMENT
 
AND TEE CREATION OF A SECONDARY FOREIGN EXCHANGE MARKET.
 
WE ARE NONETHELESS CONCERNID THAT MORE INTENSIVE
 
OVERSIGHT FROM THE WORLD BANK AND IMF ARE NEEDED TO MAKE
 
THESE INITIATIVES WORK .(AGAIN, SEE REFS E AND F). STATE
 
FARM DIVESTITURES, AS PREDICTED IN NOVEMBER 1990
 
CORRESPONDENCE O THE ECONOMIC DEVELOPMENT IMPLICATIONS 
.0 CONSTITUTIONAL REFORM, HAVE ASSUMED A HhIGNTENED SENSE 
OF POLITICAL SENSITIVITY WITH THE ANTICIPATED ADVENT OF 
ELECTORIAL POLITICS AND THE DEMOBILIZATION 01 MILITARY 
FORCZS. ALTHOUGH ACTUAL DIVESTITURES INDEED 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 WITB CREDIT AND SUBSIDT RESTRICTIONS ON 
PARASTATALS WHICH ARE SQUEEZING MANY STATE FARMS OUT OF 
EXISTENCE. THEY HAVE ALSO REQUESTED CONTINUED U.S. 
SUPPORT TO ANALYZE AND RATIONALIZE DIVESTITURE POLICIES. 

5. ON TEE WHOLE WE BELIEVE THAT GRM PERFORMANCE IN 1990 
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UNDER lEE PSSP MERITS CONTINUED U.S. SUPPORT. THE KITISSUE REQUIRING RESOLUTION.IS TEE DILINEATION OF & COGINT 
'FOREIGN EXCHANGE REGIE REFORM STRATEGY. THIS WILLDTPEND MOST CRITICALLY ON IMPROVED COORDINATION BETWEEN
THE WORLD BAINK AND IMF. SPECIFIC SUGGESTIONS FOR A 
COORDINATED STRATEGY ARE SET FORTH IN REF ASSUMING1.
TAT THE MULTILATERAL AGENCIES CAN DEVELOP A WORKABLE 
STRATEGY LEADING TO AN EXCHANGE THATSYSTEM REFLECTS 
MARKET FOMCS, USAID BELIEVES CONDITIONS WILL HAVE BEEN

MIT TO ALLOW US TO CONTINUE OUR SECTORAL ASSISTANCE -
PROGRAM. WE BILIEVE THAT THE WORLD BANK AND IMF ARE NOV 
SEIZED+WITH FEITING THIS NEED. 

iBACKGROUND 

6. IN APRIL 1990, REF A REPORTED ON POLICY REFORM

PROGRESS DURING THE FIRST TEAR OF PSSP IMPLEMENTATION,AND SET OUT THE 1990/91 BENCHMARKS USAID EXPECTED THE GRM
TO PROPOSE AS THE BASIS FOR OBLIGATING THE 1990 PSSP 
*FUNDING INCREMINT. 
 OM JULT 3,'1990, USAID RECEIVED THEGRM"S UPDATED LETTER OF INTENT DETAILING STEPS THE

GOVERNMINT INTENDFD TO TAKE IN 1990/91 IN EACH THEOFPOLICY AREAS TARGETED BY THE PSSP. 
 BASED ON THE UPDATED
LETTER OF INTENT, THE F! 1990 INCREMENT WAS OBLIGATED FORDISBURSEMEINT TEFROUGH USAIDTHE CIP. 

7. CONCURRENTLY DURING APRIL-JUNE 1990, USAID.PREPARED'A
ilPAAD AMENDMENT ADDRESSING MARKETING POLICIES'AND

IICENTIVES, AND PROPOSED THAT AN ADDITIONAL DOLS 10MILLION IN AEPRP FUNDING BE PROVIDED THROUGH TEE PSSP/CIP
FOR TRUCKS AbD SPARE PARTS IN SUPPORT OF EXPANDED PRIVATE
SECTOR MlREITING ACTIVITIES IN THE THREE IORTRERN

PROVINCES OF MOZAMBIQUE.. SPECIFIC POLICY REFOR,1 
MEASURES

INCORPORATED INTO MENTIONEDTEE ABOVE LETTER OF INTEATFOCUSED ON THE LIBERALIZATION OF AGRICULTURAL MARKETING,
PARTICULARLY THE LIFTING OF REGULATORY RESTRICTIONS
 
HAMPERING COMPETITION. WITH AID/'S GUIDANCE (REF B)
USAID OBLIGATED THESE AEPR.P FUNDS ON JULY 20, 1990,


-BRINGING PSSP NPA OBLIGATIONS TO DATE TO DOLS 36.05
-MILLION AND THE EXPECTED LOP TOTAL TO DOLS 54.05MILLION. (IN ADDITION TO THE NON-PROJECT ASSISTANCE, THE
PSSP PROVIDES PROJECTIZED TECHNICAL AND RELATED

.SSISTANCE IN SUPPORT OF THE POLICY THROUGHREFORMS 
656-0218, PRIVATE SUPPORTSECTOR TECHNICAL ASSISTANCEPROJECT; PLANNED LOP FOR PROJECT ACTIVITIES IS DOLS THREE 
MILLION.)
 

S. THE PSSP'S PURPOSE IS TO IMPROVE INCENTIVES FOR

PRIVATE SECTOR AGRICULTURAL PRODUCTION IN ORDER 
 TOENHANCE THE PRIVATE AGRICULTURAL SECTOR'S PRODUCTION AND
INCOME. SPECIFIC POLICY OBJECTIVES OF THE PROGRAM, ASSTATED Il THE PAAD'S "SUMMARY OF POLICY OBJECTIVES ANDWOR[PLAR- MATRIX (JULY 1990 REVISION) ARE:
 

S A. TO MAXIMIZE THE LIBERALIZATION OF THE AGRICULTURAL
PRICING SYSTEM AND, FOR CROPS WHERE FULL' DEREGULATION MAT 
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NOT BE PRESENTLY FEASIBLE INSTITUTIONALIZE PROCEDURES 
FOR BASING AGRICULTURAL PRI-CIS ON VORLD PARITY. 

- . TO DEVELOP AND INITIATE THE IMPLEMENTATION OF A
DIVESTITURE PROGRAM (INCLUDING SUPPORTING POLICIES FOR
RATIONAL LAND REDISTRIBUTION, TITLING, AND REGISTRATION)

TO RIDISTRIBUTE STATE FARMS TO COMERCIAL FAR IRS.
 

- C. TO DEMONSTRATE THE EFFECTITENESS AIND VIAPILITY OF

PRIVATE SALES AND SERVICE NETWORKS FOR-PROVIDING
AGRICULTURAL INPUTS TO COMMERCIAL AND FAMILY FARMIRS
 
-THROUGHOUT TEE COUNTRY.
 

- D TO ESTABLISH A PROCESS OF TESTING FOREIGN EICEANGEALLOCATION OPTIONS THAT WILL INCREASE THE ACCESS OF
PRIVATE ENTREPRENXURS IN THE AGRICULTURAL SECTOR TO
FOREIGN EXCHANGE AND INSTITUTIONALIZE MARKET SIGNALS AS
AN ALLOCATION MECHANISM.
 

- E. TO REDUCE RESTRICTIONS ON COMPETITIVE PRIVATESECTOR TRADE AND TRANSPORTATION SERVING AGRICULTURAL 
PRODUCERS IN CABO DELGADO, NAMPULA, AND ZAMBEZI&

PROTINCES.
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9. FOR REPORTING PURPOSES,-TEIS CABLE STATES, UNDER EACH1OF THE FIVE POLICY AREAS, THE BENCHMARKS OUTLINED IN THE
PAAD AIND GOVlRNMENT'S POLICY AS DESCRIBED IN THE UPDATED
LETTU OF INTENT (FULL TEXT OF THIS LETTER OF INTENT IS
CONTAINED IN INNIX F OF JULY 1990 PAID AMENDMENT NUMBER
TWO). A DISCUSSION THEN FOLLOWS ON ACTUAL POLICY
PnRFORMINCE. 
SPECIFIC MEASURES ARE THIN PROPOSED FOR TIE

1991/92 PROGRAM.
 

POLICY DIALOGUZ
 

.10. USAID-GRM POLICY DIALOGUE HAS GROWN MORE
 
TIME-CONSUMING AND COMPLEX OVER THE PAST YEAR. 
 AS
DISCUSSED IN REF A, A USAID-GRM (INTERMINISTERIAL)

WORKING GROUP ON FOOD SECURITY AND AGRICULTURE POLICY WAS
SIT UP BY THE MINISTER OF FINANCI IN CONNECTION WITH THE
PSSP, AND PROVED CRITICAL TO THE EARLY STAES OF PSSP
POLICY R.EFORM. 
 OTHER DONORS SOUGHT TO ESTABLISH SIMILAR
VORIING GROUPS T& ADDRESS POLICT-AND IMPLEMENTATION
ISSUES 01 THEIR PROGRAMS. BOTH GOVERNMENT AND DONORS
HAVE NOW HAD TO FACE UP TO THE AGGREGATE NEGATIVE EFFECTS
07 THE DOZENS OF SUCH SPECIAL TAS[ FORCES AND WORKING
GROUPS SET UP I RECENT YEARS. 
 BY DRAWING ON THE SAME
FEW KET GOVERNMENT ANALYSTS OVER AND OVER AGAIN FOR SUCHSPECIAL ACTIVITIESt THE WORKING GROUP APPROACH WAS SEENTO RISK COMPROMISING PROGRESS TOWARD THE GOVERNMENT'S1V0IRARCHING OBJECTIVE OF TRANSPARENT AND EFFICIENT USE OF
RESOURCES FOR REAL PRIORITIES.
 

11. IN TfH 
 PSSP'S SECOND TFR, DIRECT DIALOGUE WITH KET
MINISTRIES HAS GROWN IN IMPORTANCE. 
THE KEY ACTORS INTHIS DIALOGUE HAVE BEEN THE VICE MINISTERS OF AGRICULTURE(FOR PRODUCTION POLICY AND STATE FARM DIVESTITURE ISSUES)AND COMMERCE (FOR MARKETING AND CONSUMER PRICING
POLICIES). THESE INDIVIDUALS HAVE SUFFICIENT STATURE IN
GOVERNMENT THAT THEY CAN DRAW IN THE APPROPRIATE
TECHNICAL EXPERTISE TO ADDRESS SPECIFIC TECHNICAL
-ISSUES. 
WE HAVE ALSO FOUND THAT WE HAVE HAD CONSISTENT
ACCESS TO THEM AND THEIR STAFFS. DISCUSSIONS ON FOREIGN
EXCHANGE REGIME RIFORMS HAVE NECESSARILY BEEN ELEVATED TO
THE LEVEL OF THE PRIME MINISTER, WITH THE AMBASSADOR AND
HE USAID DIRECTOR REPRESENTING THE USG. 
 THE PRIME
INISTER HAS NAMED A TASK FORCE CONSISTING OF THE
MINISTER OF COMMERCE, THE GOVERNOR OF THE BANK OF
MOZAMBIQUE AND A REPRESENTATIVE OF THE MINISTRY OF
IINANCI TO ENSURE THAT WE CAN 
JOINTLT DEVELOP AN
SSISTANCE STRATEGY THAT ADDRESSES BOTH USG AND GRM
CONCERNS, AND IS CONSISTENT WITH THE BROADER POLICY
FRAMEWORK BEING DEVELOPED WITH THE WORLD BANK AND IMF.
 
"i f DONOR COORDINATION HAS ALSO BECOME AN 
INCREASINGLY

IMPORTANT PART "OF'THE POLICY DIALOGUE. 
 ON FOREIGN
EICKINGE REGIME REFORMS, THE LEAD DONORS ARE THE IMF AND
.RLD BANK. 
 THE USG HAS ALSO PLATED AN IMPORTANT ROLE
ECAUSIl i) WEKAVE A MORE EXTENSIVE IN-COUNTRY
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MONITORING CAPACITY THAN TEE BANK OR THE In?; (2) FOREIGN 
EXCHANGE ALLOCATION ISSUES HAIE EVOLVED QUICKLY, 
PARTICULARLY IN THE FOUR MONTHS SINCE TEN LAST IMF 
CONSULTATIONS; AND (2) WE HAVE OBSERVED DIFFERENCES IN 
E1,PHASIS IN THE POLICY ADVICE OFFERED BY THE BANK AIND THE
IMF WHICH COULD HAMPEI THE EFFECTIVENESS OF THE CURRENT 
FOREIGN EICBANGI REGIME REFORM STRATIGY. REFS I AND F

REQUESTED AID/V AND STATE TO RAISE SPECIIC POLICY
 
CONtIRNS WITH THE OFFICES Of THE U.S. RIECUTIVI DIRECTORS
 
OF TNT VORLL BANK AND IMF. WE HAVE ALSO ADVISED THE GRM
 
DIRECTLY OF OUR CONCERNS AND OF OUR INTEREST IN ENSURING 
THAT THERE IS A SOUND POLICY FRAMEWORK IN PLACE THAT WILL 
CONTINUE TO RECEIVE THE SUPPORT OF IMF MANAGEMENT. A
VIABLE LONG-TERM RELATIONSHIP WITH THE IMF IS CRITICAL TO 

'THE SUCCESS OF MOZAMBIQUE'S MACROECONOMIC REFORM EFfORTS,
IN TERMS OF BOTH CREATING AN OBJECTIVE FRA.MIWORK FOR 
REFORMS THAT WILL GUIDE POLICTMAKERS THROUGH AN UPCOMING 
PROCESS OF POLITICIAL TRANSITION AND COMPETITION, AND
 
PROVIDING A FOUNDATION FOR THE MASSIVE LEVELS OF DONOR

-ASSISTANCE (INCLUDING DEBT RELIEF) REQUIRED TO ACHIEVE
 
LONG-TERM VIABILITT IN THE -BALANCE OF PATMENTS.
 

13. SPECIFICALLT ON FOOD AND AGRICULTURE SECTORAL 
ISSUES, WE MAINTAIN A CONSISTENT DIALOGUE WITH THE WOPLD 
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BANK, iAO, WORLD FOOD PROGRAM, THE EEC AND SIDA (THESWEDISH INTERNATIONAL. DIVELOPMENT AGENCY). WITH WORLD'BANK STAFF DEVELOPING THE POLiCY FRAMEWORK PAPERS WITH 
THr GOVERNMENT, WE HAVE IXCHANGED INFORMATION TO INSURETEAT WE MOVE IN A CONSISTENT DIRECTION PRICINGON AND
MARKETING POLICY REFORMS. COORDINATION WITH FAO AND VIPHAS FOCUSED ON THE SHARING OF PRODUCTION AND MARKET LEVELDATA AND ON THE DESIGN OF SYSTEMS FOR DIATA COLLECTION.
THIS HAS HELPED AVOID DUPLICATI-#I OF DONOR EFFORTS AND
GIVEN US ACCESS TO TEE WIDEST RANGE 07 STATISTICS.AVAILABLE IN AN EXTREMELY DATA POOR COUNTRY. 
WITH EECAND SIDA WE HEll WORKED TO COORDINATE INVISTMENTS TOPROMOTE AGRICULTURAL MARIETING. AS A RISULT.OF THIS
DIALOGUE, AS WELL AS THEIR OWN EXPERIENCES WITH PUBLIC


"SECTOR MARKETING ACTIVITIES, BOTH APEAGENCIES ADOPTING
MORI OF A PRIVATE SICTOR ORIENTATION -IN THEIR ASSISTANCE
 
PROGRAMS.
 

AGRICULTURAL PRODUCER PRICES 

14. PAAD BENCH"ARRS FOP. 1990/91: 
(A) MOVE WHITE MAIZE
AND ", ICE TO PARITY-BASED PRODUCER FLOOR PRICE SYSTEM; (B)CONTINUE PAPITI-BASED PRODUCER FLOOR PRICE FOR BEANS; (C)
ASSESS IMPACT AND MAKE RECOMMENDATIONS. 

15. THE GRM LETTER OF INTENT STATES: "IN 1990/91 THE

GOVERNMENT INTENDS PROCEED PHASEDTO WITH PRICE
DERIULATIONS. DOMESTICALLY PRODUCED MAIZE WAS MOVED IN.

!-VUNE 1990 FROM A FIXED PRODUCER PRICE TO A PRODUCER FLOOR"PRICE. IN SEPTEMBER 1990 THE GOVERNMENT WILL ALSOINTROLUCE A MINIMUM PRODUCER PRICE FOR RICE. 
ALL OTHER

PRODUCER FLOOR PRICES VILL BE READJUSTED BASED Of
IMPORT/EXPORT PARITY. 
 THE NEW AGRICULTURAL PRICE REGIME
WILL BE ANNOUNCED IN SEPTEMBER 1990... THE LETTER 
CONTINUES: "I KIY MEASURE ANNOUNCED IN JUNK 1990 IS TEX

LIBERALIZATION OF THE CONSUMER PRICE OF DOMESTICALLYPRODUCED MAIZE. ... TEE GOVERNMENT, WITH USAID SUPPORT,
WILL EVALUATE JUNE THE IMPACT OFST 1991 DEREGULATED
DOMESTIC MAIZE PRICES... SHOULD THi RESULTS PROVE-POSITIVE, THE GRM PLANS TO EXTEND ITS EXPERIENCE WITH
MAIZE LIBERALIZATION TO BEANS AND EVENTUALLY RICE."
 

16. DISCUSSION OF PERFORMANCE: PRICE POLICY REFORM

,jBENCHMARKS A AND B ABCV HAVE BEEN MET. AS NOTED IN THELETTER OF INTENT, MAIZI WAS MOVED TO THE PRODUCER FLOORPRICE STSTEM IN MAT 1990. IN NOVEMBER 1993 RICE, THELAST AGRICULTURAL PRODUCT STILL SUBJECT TO A FIXED
 
&PRODUCER PRICE, ALSO WAS MOVED TO THE FLOOR PRICESYSTEM. AT THE SAME TIME, SORGHUM AND SOME TYPES OF
BEANS, WHICH PREVIOUSLY WERE UNDER THE MINIMUM PRODUCER
PRICE REGIME, WERE MOVED TO THE LIST OF PRODUCTS WITHMARKET-DETERMIINED PRICES. TYPES OF ARE(TWO BEANS STILL
SUBJECT TO A MINIMUM PRODUCER PRICE.) LATE 1990

ADJUSTMENTS IN TEE MINIMUM PRODUCER PRICES BRING MAIZEAND RICE TO APPROXIMATELT 90 AND 92 PERCENT, 

kRESPECTIVELY, OF INDICATIVE CIF MAPUTO PRICES FOR IMPORTS'67 THESE COMMODITIES, CALCULATED AT TE OFICIAL EXCHANGE 
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RATE.
 

17. AS FURTHER NOTED IN THE LETTER OF INTENT, USAID IS
ASSISTING THE GRM TO EVALUATE THE IMPACT OF THE 1990
DTREGULATION OF PRICES FOR DOMESTICALLY PRODUCED MAIZE.

WITH FUNDING FROM THE PSSP TECHNICAL ASSISTANCE PROJECT
(656-0218), MICHIGAN STATE UNIVERSITY AND THE MINISTRY OF
AGRICULTURE BAVE ESTABLISHED 4 TRIAL MARKET INFORMATION
AND ANALYSIS SYSTEM WHICH WILL REGULARLY PROVIDE -
PRODUCTION, PRICE, AND OTHER MARKET INFORMATION FROM KITPRODUCING DISTRICTS OF NAMPULA PROVINCE AS. WELL AS FROM kFEW WHOLESALE AND CONSUMER MARKETS IN MAPUTO, ZAMBEZIA,
CABO DFLGALO, AND NAMPULA PROVINCES. THIS INFORMATION,

UP TILL NOW OBTAINED ONLY THROUGH SPECIAL STUDIES, WILL
'BE ROUTINELY OBTAINEL, ANALYZED, AND REPORTED ON
BEGINNING IN APRIL 1991. 
 ANALYSIS BASED ON THIS REGULAR
INFORMATION, ON RAPID RURAL APPRAISALS, AND ON 
IN-DEPTH

FARMER AND TRADER 
SURVEYS PLANNED BY MSU AND THE MINISTRY
OF AGRICULTURE FOR JUNE-JULY 
1991 WILL PERMIT THE
GOVERNMENT TO EVALUATE THE MAIZE PRICE LIBERALIZATION AS
 
INTENDED.
 

18. 1991/92 PROGRAM MEASURES: USAID PROPOSES TO PROCTED

WITH AND IMPLEMENT THE PRICING REFORM MEASURES AS
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OUTLINiD II THE UPLIATED POLICY MATRIX CONTAINED IN

AMENDMENT NUMBIR 2 TO THE PSSP. 
 SPECIFICALLY, MINIMUM
 
PRODUCER PRICES WILL BE ADJUSTED TO RIELECT CHANGES IN
INTRNATIONIL PRICES. 
 THE MARET WILL CONTINUE TO
 
DETERMINE THE CONSUMER PRICES FOR MAIZE AND BEANS. 
 WE
HITE NOT YET COMPLETED OUR ASSESSMENT OF HOW TO PROCEED

WITH THE CONSUMER PRICE FOR RICE. 
 OF CONCERN IS THAT IFEW MILLS CONTROL THE MAJOP SHARE OF DOMESTICALLY. 
PRODUCED RICI-ENTERING URBAN MARKETS, PARTICULARLY 
MAPUTO. WE ARE BALANCING THIS AGAINST GROWING RETAIL 
LEVEL COMPETITION OFFERED BY DONOR FOOD AID AND APPARENT
PARALLELMARKET IMPORTS. IN ADDITION, THE GIM WISHES TO
ENCOURAGE PRIVATE COMMERCIAL RICI IMPORTS FINANCED 
THROUGH THE NEW SECONDARY FOREIGN EXCHANGE MARKET. OUR
PRELIMINARY IMPRESSION 
IS THAT THERE MAY BE ADEQUATE

WHOLESALE AND RETAIL LEVEL COMPETITION TO JUSTIFY 
LIBERALIZATION OF THE CONSUMER PRICE. 
 WE EIPECT TO
 
CONCLUDE OUR ANALYSIS OF THIS ISSUE IN MAY.
 

STATE FARM DIVESTITURES
 

19. PAAD BENCHMAIRS FOR 1990/91: (A) IMPLEMENT ANALYSIS
PROGRAM ON TENURE ISSUES; (B) COMPLETE GENERAL
DIVESTITURE PROGRAM DESIGN; (C) COMPLETE DESIGN OF

USAID-SPECIFIC PROGRAM FOR PILOT DIVESTITURES.
 

20. 
 THE LETTER OF INTENT STATES: "IN 1990/91, THE

GOVERNMENT, WITH USAID ASSISTANCE, WILL DEEPEN THE 
'dNALYSISOF DITESTITURE ISSUES THROUGH FURTHER STUDY OFLAND TENURE SECURITY II GENERAL, AND THROUGH TE DETAILED
PLANNING IND IMPLEMENTATION OF AT LEAST ONE PILOT
DIVESTITURE OF STATE FARM LAND TO FAMILY FARMERS.
•..FIELD WORK IS EIPECTED TO BEGIN IN OCTOBER 1990.
IN 1990/91, TEE GOVERNMENT INTENDS TO COMPLETE A 

ALSO 

STATEMENT OF POLICIES AND GUIDELINES FOR ENCOURAGING LAND

USE IN 
SUPPORT OF INCREASED AGRICULTURAL PRODUCTIVITY, ASGUIDANCE FOR THE VARIOUS AUTHORITIES INVOLVED 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. DUE TO THE COMPLEXITY OF T91 POLITICAL,

SOCIAL, LEGAL, AND TECHNICAL ISSUES INVOLVED IN LAND

aLLOCATIONS AND ESPECIALLY DIVESTITURES, WHICH IS OF

COURSE COMPOUNDED BY INSECURITY-INDUCED POPULATION

MOVEMENTS AFFECTING ACCESS TO 
LAND AND USE RIGHTS, THIS

POLICY AREA CONTINUES TO BE THE MOST DIFFICULT TO DISCUSS 
IN SPECIFIC TERMS. 
 AS REPORTID PREVIOUSLY, DIVESTITUIE

AUTHORITIES ARE DECENTRALIZED, AND THE AD HOC
DIVESTITURIS (WHICH UNDENIABLY HAVE INVOLVED A LARGE PARTOF THE FORMER STATE FARM HOLDINGS) ARE OCCURRING WITH
LITTLE ATTENTION TO LONGER-TERM ECONOMIC CONSEQUENCES FORAGRICULTURE OF DIFIeRENT STYLES AND SCALES OF DIVESTITURE. 

22. BASED ON OUR CONSISTENT INTERACTION WITH MINISTRY OF
AGRICULTURE COUNTERPARTS AND OBSERVATIONS OF EXPERTS FROM
THE LAND TENUREICENTER (LTC), USAID JUDGES THAT THE FIRST 
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BENCHMARK ABOVE HAS BIEN MET. 
 PUBLIC ANALYSIS OF TIURE
 
ISSUES DURING THE PAS.T 
TIAR HAS BEEN 
LID BY THE CE9TIR

FOR AGRICULTURAL TRAINING OF TRY MINISTRY OF AGRICULTURE
IN COLLABORATION WITH TECHNICAL SECTIONS OF THE

MINISTRY. PROVINCIAL AUTHORITIES HATE ALSO BIEN

CONSULTED AND INVOLVED IN SOME 01 THIS WORK. 
 ACTIVITIES
INCLUDED PUPLI( ATIONS AND PUBLIC SEMINARS AS dIELL AS

INTERNAL PLANNII'G ACTIVITIES.
 

23. IN MARCH 1990 THE GRM REQUESTED USAID TO PROVIDE LTC
ASSISTANCE TO IMPROVE THE ANALYSIS 0 THESE ISSUES AND
 
ORIENT THIS ANALYSIS SO IT CAN HELP POLICYMAIERS WITH

DECISIONS THY FACE NOW. 
 AT THAT TIME, THE BEST APPROACH
TO THIS REQUEST WAS THOUGHT TO BY A PILOT DIVESIITURE

ACTIVITY UNDER LTC GUIDANCE. GIVEN THE RANGE OF
DIVESTITURE APPROACHES UNDERWAY, HOWEVER, AND FOR OTHER

REASONS DETAILED IN RIF C, BY NOVEMBER 
 1990 IT WAS CLEARTHAT A SERIES OF POLICT-ORIENTED ANALYSES OF EXISTING 
DIVESTITURES WOULD BE A MORE PRODUCTIVE APPROACH THAN ASINGLE PILOT DEMONSTRATION. 
 DESIGN OF THIS ASSISTANCE
PROGRAM PAS 
BEEN COMPLETED AND A PROPOSAL SUBMITTED BY
*LTC FOR USAID-AND GOVERNMENT REVIEW;. THE LTC-ASSISTED 
PROGRAM IS EXPECTED TO BEGIN IN JUNE 1991.
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24'. THE INTENDED GOVERNMENT STATEMENT OF POLICIES ANDGUIDELINES FOR DIVESTITURE.AND OTHER ALLOCATION DECISIONS'4AS NOT YET BEEN COMPLETED. IN JULY 1990 A ROUNDTABLE ON
THE FUTURE OF THE STATE AGRICULTURAL ENTERPRISES WAS
HILD. LATER, PROVINCIAL-LEVEL COMMISSIONS WERE
ESTABLISHED FOR EVALUATING AND HANDLING THE SALE OR OTHER
ALIENATION OF STATE PROPERTIES. 
THESE ARE PROCEEDING,
AND NEWSPAPERS IN MAPUTO AND IN BEIRA CARRY ANNOUNCEMENTS
AND INVITATIONS-peN BIDS ON THESE TRANSACTIONS.
 

25. FISCAL AND MONETARY REFORMS WHICH HAVE CUT CREDIT
AND SUBSIDIS TO STATE FIRMS MAY, IN FACT, BE THE MOSTSIGNIFICANT PRESSURES -DRIVING THE DIVESTITURE PROCESS.
ANECDOTES ABOUND CONCERNING THE CLOSURT OF STATE FARMS ASI RESULT OF INCREASED FISCAL PRESSURES. WE ARE IN THEPROCESS OF COLLECTING AND ANALYZING STORIES ON
EVOLVING STATUS OF THE STATE FARM SECTOR, 
THE 

BOTH TOUNDERSTAND CURRENT DYNAMICS, AND TO HELP THE GOVERNMENTINCORPORATE RELEVANT LESSONS INTO ITS DIVESTITUPE

POLICIES. AS .DISCUSSED ABOVE, ONGOING ANALYSIS OF
.DIVESTITURE EXPERIENCE WILL ALSO BE CENTRAL TO TEE LTC
*ROLE IN MOZAMBIQUE. THROUGH LTC, WE SEEK TO
INSTITUTIONALIZE IN THE MINISTRY OF AGRICULTURE THE
PROCESS OF ANALYZING -ONGOING EXPERIENCES WITH THE

DIVESTITURE OF STATE FARMS.
 

26. 1991/92 PROGRAM MEASURESs EXOGENOUS FACTORSAFFECTING THE STATE FARM DIVESTITURE PROCESS ARE LIKELYTO INCREASE IN THE COMING YEAR. PROSPECTS FOR PEACE,
if)EMOBILIZATION OF FIGHTING FORCES, AND MOZAMBIQUE'STIRST-IVER ELECTIONS CALL INTO QUESTION WHITHER THE GRM
CAN 'AND SHOULD DEVELOP AND IMPLEMENT A GENERAL
DIVESTITURE PLAN. 
 IN THE CURRENT ENVIRONMENT WE BELIEVE
A REALISTIC FORMULATION OF OBJECTIVES FOR 1991/92 IS TO:
(A) KAINTAIN CURRENT FISCAL AND MONETARY PRESSURES (ASDEFINED BY CREILIT AND SUBSIDY CEILINGS AGREED UPON WITHTHE WORLD BANK AND IMP) THAT ARE SPURRING THE DIVESTITURE

PROCESS; (B) CONTINUE THE ANALfTIC PROGRAM FORMULATED
WITH LTC AS A MEANS TO THEFACILITATE APPLICATION OF AMORE EFFECTIVE SET OF POLICIES FOR INDIVIDUAL-DIVESTITURES; AND (C) DEVELOP, ANNOUNCE, AND IMPLEMENT
STANDARDIZED NOTIFICATION AND REVIEW PROCEDURES FORCARRYING OUT STATE FLRM DIVESTITURIS THAT WILL INCREASETHE TRANSPARENCY OF THE DIVESTITURE PROCESS.
 

PRIVATE NETWORKS FOR AGRICULTURAL INPUTS
 

2'. PAID BENCHMARKS FOR 199o/§I: (A) A.I.D. COMMODITY
 
IMPORTS FULLY PRIVATE; (B) PLAN TO PRIVATIZE
AGRICULTURE-RELATED PUBLIC ENTERPRISES.
 

28. THE LETTER OF INTENT STATES:'IN 1990/91, THE
GOVERNMENT INTENDS THAT PRIVATE IMPORT AND DISTRIBUTION
CHANNELS WILL HANDLE ALL USAID-FINANCED COMMODITYiIMPORTS, AGAIN RETAINING TEE ANNUAL LIMIT (OF ONE TRACTOR
AND TRUCK) PER CLIENT. 
 AS A STEP IN FURTHER ENCOURAGING
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THE DEVELOPMENT OF EFFECTIVE AGRICULTURAL SUPPORT
 
SERVICES, THE GOVERNMENT ALSO INTENDS IN 1990/91 TO
 
IDENTIFY AND ANALYZE A NUMBER OF AGRICULTURE-RELATED
 
PARASTATAL ENTERPRISES FOR POSSIBLE DIVESTITURE TO
 
PRIVATE OPERATORS. DEPINDING ON THY TECHNICAL
 
PIQUIEEMENTS FOR THE ANALYSIS, THE GOVERNMENT MAT REQUEST

USAID SUPPORT FOR TECHNICAL ASSISTANCE."
 

29.----DISCUSSION OF PERFORMANCE: 
 ALL COMMODITIES 1INANCEl. 
OVER THE PAST TEAR UNDER THE PSSP WEERE IMPORTnD AND
DISTRIBUTED IT THE 
PRIVATE SECTOR. POSSIBLY OF GREATER
 
IMPORTANCE IS THE GRM'S GENERAL INCREASE IN 
ATTENTION TO
 
ENSURING THAT THE PRIVATE SECTOR HAS ACCESS TO FOREIGN
 
.XCHANGE UNDER OTHER DONOR-FINANCED IMPORT SUPPORT
 
PROGRAMS. UNDER TEE MODIFIED OPEN GENERAL LICENSE (-GL)

SYSTEM INITIATED VITH THE WORLD BAN[, FOR EXAMPLE, OVER
 
90 PERCENT OF THE FOREIGN EXCHANGE HAS GONE TO THE
 
PRIVATE SECTOR. ALTHOUGH THE OGL EXPERIMENT HAS HAD
 
SIGNIFICANT OTHER PROBLEMS (DISCUSSED BELOW), THE GRM HAS
 
NOT ATTEMPTED TO RESTRICT ACCESS TO LIMITED SUPPLIES OF

UNTIED FOREIGN XICHANGE TO THE PUBLIC SECTOR. AS
 
oPROGRESS CONTINUES-WITH INCREASING TEX TRANSPARENCY O
 
THE PUBLIC SECTOR BUDGETING PROCESS, IT WILL BECOME
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IASIER FOR BOTH THE GRM AND DONORS TO VERIFY THAT

PARASTATALS DO 1OT RECEIVE SUBSIDIES THAT WOULD GIVE THE4
 
.DVANTAGES OVER PRIVATE COMPITITORS IN OBTAINING ACCESS
 
TO FOREIGN EXCHANGE UNDER A NON-ADMINISTRATIVE F1
 
ALLOCATION SYSTEM.
 

30. PER REF D, A.I.D. AND THE GRR HAVE AGREED TO USE A
 
PORTION OF PSSP FUNDS LATER IN FT 1991 TO FINANCE
 
SELECTED PETROLEUM IMPORTS DEEMED CRITICAL FOR
 
AGRICULTURAL MAISKTING PURPOSES. 
AT PRESENT, THE ONLY
 
ENTITY IN MOZAMBIQUE WITH THE CAPACITY TO HANDLE THE

.VOLUME OF IMPORTS INVOLVED IN THE PROPOSED TIMEFRAME IS

THE PARASTATAL, PETROMOC. TEE GOVERNMENT HAS, HOWEVER,

AGREED TO PRICE PETROLEUM PRODUCT(S) IMPORTED UNDER THE
 
,?SSP AT IMPORT PARITY USING THE SECONDARY MARKET EXCHANGE

RATE. 
THIS IS AN IMPORTANT STEP IN IMPLEMENTING THE 
STRATEGY DISCUSSED BELOW TO SHIFT THE IMPORTATION OFSPECIFIC COMMODITY GROUPS FROM THE OFFICIAL EXCHANGE RATE
TO THE MORE REALISTIC SECONDARY MARKET RATE.
 

31. THE GRM HAS ALSO PROCEEDED WITE NEGOTIATIONS TO

PRIVATIZE AGRICULTURE-RELATED PARASTATAL ENTERPRISES.
 
THE MINISTRY OF AGRICULTURE IS NOW COMPILING FOR USAID A

STATUS REPORT ON ENTERPRISES WHICH IT IS PRESENTLY
 
NEGOTIATING TO DIVEST AND OTHERS WHICH IT WOULD LIKE TO
DIVEST DEPENDING ON THE INTEREST OF POTENTIAL INVESTORS.
 
PRIOR TO OBLIGATING FUNDS IN FT 1991, USAID WILL REVIEW
 
THIS REPORT WITH TEE MINISTRY OF AGRICULTURE AND CONFIRM
 
THAT SATISFACTORY PROGRESS HAS BEEN MADE. 

32. 1991/92 PROGRAM MEASURES: WITH THE EXCEPTION OF
PETROLEUM, ALL FUNDS DISBURSED THROUGH A COMMODITY IMPORT

PROGRAM WILL CONTINUE TO BE CHANNELED THROUGH PRIVATE
 
IMPORTERS FOR PRIVATE SECTOR END USERS. 
 AS DISCUSSED
 
BELOW UNDER THE FOREIGN EXCHANGE ALLOCATION OPTIONS,

USAID BELIEVES IT WILL BE APPROPRIATE TO CONTINUE TO
PROVIDE BALANCE OF PATENTS SUPPORT THROUGH A CIP. 
 TO

THE EXTENT TEAT MOZAMBIQUE CAN MOVE TO A MARKET-BASFD FI

ALLOCATION SYSTEM IN THE 1.UTURE, HOWEVER, EARMARKING FOR
 
THE PRIVATE SECTOR WOULD NOT BE APPROPRIATE.
 

33. 
 ON TEE PRIVATIZATION OF AGRICULTURE-RELATED
 
ENTERPRISES, USAID PROPOSES TO CONTINUE TO LIMIT ITS

INVOLVEMENT TO A MONITORING ROLE FOCUSED ON CONFIRMING
 
CONTINUED PROGRESS IN REDUCIN-G TEE ROLE OF STATE
 
ENTERPRISES IN TEE AGRICULTURAL SECTOR. GIVEN THE WEAK
STATUS OF MOST OF THESE ENTERPRISES AND A LIMITED EITENT
 
OF PRIVATE SECTOR 
INTEREST IN ASSUMING THEIR LIABILITIES,

THERE WOULD BE LIMITED UTILITY TO DEVELOPING A AORE

#AGGRESSIVE DIVESTITURE SCHEDULE. 
 AS WITH THE DIVESTITURE
 
OF STATE FARMS, THE ELIMINATION OF SUBSIDIES AND

PREFERENTIAL ACCESS TO 
CREDIT HAS BEEN THE DRIVING FORCE
BEHIND PRIVATIZATION OR CLOSURE OF AGRICULTURE-RELATED
 
PARASTATALS. SPICIFICALLT, USAID WILL MONITOR THE GRM'S

COMPLIANCE WITH CEILINGS AGREED UPON WITH THE WORLD BANK
AND IMF ON SUBSIDIES AND CREDIT TO PARASTATALS. WE WILL

,gLSO REVIEW WITH THE MINISTRY OF AGRICULTURE SPECIFIC


XASURES TAKEN IN 1991/92 TO DIVEST, PHASE OUT OR SCALE 
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ACCESS TO FOREIGl EXCHANGE
 

34. PIAD BENCEMARIS FOR 1990/91: (A) GRM TO EVALUATEWITH THE WORLD BANK THE EFFECTIVENESS OF OGL TRILL (WITHUSAID FOLLOW-UP); (B) IF TRIAL IS GENEIRLLY SQCCESSFUL,MODIFY A*D EXPAND ELIGIBLE SECTORS UNDER OGL; OTHERWISE
FORMULATE NEW OPTIONS. 

35. THE LETTER OF INTENT STATES: "THE GOVERNMENT IS
SELING ADDITIONAL DONOR RESOURCES TO PERMIT THE PLANNED
EXPANSION OF THIS STSTEM 
(FOR NON-ALMINISTRATIVE
iLLOCATION OF FOREIGN EXCHANGE, SNAAD) TO ADDITIONAL
PRODUCTIVE SECTORS. 
 IN MAY 1990, THE GOVERNMENT
ANNOUNCID THE EXPANSION OF THE SNAID TO INCLUDE

AGRICULTURAL INPUTS SUCE AS...SPARE PARTS... 
 FURTHER
EXPANSION TO INCLUDE OTHER AGRICULTURE INPUTS AND OTHER
SECTORS WILL DEPEND ON THE LIVEL OF DONOR RESOURCES
MOBILIZED FOR THE SNAAD AND ON A--RIGOROUS EVALUATION OF
TiE SNAAD'S PERFORMANCE TO BE CONDUCTED IN JUNE-AUGUST
 
199E. C 
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36. DISCUSSION OF PERFORMAICEg STRICTLY SPIAKING, THE -GEM HAS COMPLIED WITH THE BENCHMARKS FOR 1990/91. AN
1UVALUATIOm OF THE SNAAD WAS CARRIED OUT, AND AT LEAST ONEOTHER OPTION (TEX SECONDARY EICRANGI MARKET OR MSC) WASNOT OILY FORMULATED BUT ACTUALLY PUT INTO OfERATION

HOWIVER, MANY POLICY AND OPERATIONAL ISSUES REMAIN ANDMAKE IT CLEAR THAT MOZLBIQUI HAS NOT YET INSTITUTED AVIABL MkARKET-BASED ALLOCATION SYSTEM FOR FOREIGN
IXCHANCE. AS DISCUSSED IN--PTAIL IN RES I AID F, WEBILIEVE THAT A MAJOR CONSTRAINT IN DEVELOPING k COGENTSTRATEGY LEADING TO A MARKIT-BASID FOREIGN EXCHANGE
ALLOCATION .SYSTEM HAS BEl 
 I DIFFERENCI IN POLICY
EMPHASIS BETWEEN THE WORLD BANK 4ND THE IM7, WHO ARE THELIAD DONORS ON THIS TOPIC. 

37. THE WORLD BANK AND THE GRM COLLABORATED ON ANASSESSMENT OF THE SNAAD IN LATE 1990; HOWEVER, THFPUBLISHED RESULTS THATOF ASSESSMINT, PRESENTED AT THE
DECEMBER 1990 CONSULTATIVE GROUP MEETING, WEREINCONCLUSIVE. A USAID ASSISSMENT CONDUCTED IN NOVEMBER
1990 CONCLUDED TEAT, AS A MECHANISM FOR
,NOI-AD.MINISTRATIrI ALLOCATION OF FOREIGN EXCHANGE, 
 THESNAAD WAS CONSIDERABLY FLAWED. ALTHOUGH FOREIGN EXCHANGE
FOR ELIGIBLE IMPORTS WAS INDEED APPARENTLY FREELY
AVAILABLE TO ELIGIBLE APPLICANTS, THE ADMINISTRATIVE
PROCEDURES UNDER THE SNAAD PROVED EQUALLY AS CUMBERSOMEYAS THOSE UNDER ADMINISTRATIVE ALLOCATION SYSTEMS. 
 AS OF
FEBRUARY 1991, ALL FUNDS UNDER THE SNAAD WERE FULLY
DISBURSED. WITH NO SIGNIFICANT INJECTION C" DONOR FUNDS)NY THE PIPELINE, ANY IMPORTER CONFIDENCE IN THE SNAAD'S

ADVANTAGES OVER ADMINISTRATIVE MECHANISMS IS LIKELY TO BEUNDERMINED. FURTHIRMORE, THE SIAAD HAS NOT BE11 USED IN
A MANNIR TEAT PUTS PRISSUEI ON THE ICHANGE RATE; IFACT, WITH THE SNAAD OUT OF FUNDS, THE GRM MAAERS OFTHE SNAAD ARE IN IFFICT ADMINISTRATIVILY CONTROLLING
DEMAND FOR FOREIGN EXCHANIG RATHER THAN ALLOWING THEPRICE TO COMPENSATE FOR EXICESS DEMAND, AS INTENDED.
 

38. THE SECOND BENCHMARK FOR 1990/91 CALLED FOR THE GRMTO FORMULATE NEW OPTIONS, IF THE SNAAD EXPERIMENT WASFOUND NOT TO HAVE BEEN GENERALLY SUCCESSFUL. THE
INSTITUTION OF THE MSC IN OCTOBER 1990 WAS AN EXPLICIT

IMP RESPONSE TO THE PERCEIVED FAILURE OF THE SNAAD.
ESTABLISHMENT OF THE MSC WAS MADE AN ISA? PERFORMLANCI 

KBITERION. iE MSC WAS TO OPERATE AT A MORE DEPRECIATEDEICHANGE RATE THAN TH OFFICIAL RATE AND WOULD INITIALLYFOCUS ON INDIVIDUAL INVISIBLE TRANSACTIONS, BUT WITH THEINTANTION TO EXPAND ITS COVERAGE. 
 (SEE 90 MAPUTO 4109,

90 MKAPUTO 3807, AND 90 MAPUTO 3662 FOR DETAILS ON
,CREATION AND EARLY DAYS OF THE MSC.) AT THE END OF 

THE 
ITS


FIRST FOUR MONTHS, THE MSC DOES NOT HAVE THE
CHAHiCTERISTICS OF A FOREIGN EXICHANGE MARKET (SEE RES EAND F);' ALTHOUGH IT AT LEAST EMPLOYS THE CONCEPT OF
UTILIZIG A MORE REALISTIC EXCHANGE RATE IN THE ECONOMY. 

39. THIS HAS TWO CRITICAL IMPLICATIONS FOR THE PSSP.
'fIRST, THE COMMODITY IMPORT PROGRAM IS ON BECAUSEHOLD,
POTENTIAL APPLICANTS ARE UNWILLING TO PURCHASE OUR 
CIP
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FUNDS AT THE LEGAL SECONDART MARKET RATE THAT A.I.D.

REGULATIONS REQUIRE, WHEN THEY 
(OR THEIR COMPETITORS)

MIGHT BE ABLE TO PURCHASE FOREIGN EXCHANGE FOR THE SAMI
COMMODITIES AT THE OFFICIAL RATE THROUGH OTHER DONOR
PROGRAMS. 
 SECOND, EVEN IF USAID WERE SATISFIED WITH
SNAAD PERFORMANCE AND WISHED TO PROGRAM ASSISTANCE
 
THROUGH THIS STSTEM, WE WOULD BE UNABLE TO-DO SO, BECAUSE
 
TEE SNAAD OPERATES AT THE OFFICIAL RATE.
 

40. THE AMBASSADOR AND USAID HAVE RAISED THESE ISSUES
WITH SENIOR QRM OFFICIALS. 
TEE PRIME MINISTER HAS
APPOINTED THI MINI-STIR OF COMMERCE AND THE GOVERNOR OF
THE BANK OF MOZAMBIQUE TO COORDINATE A TASK FORCE TO WORK
WITH USAID TO FORMULATE SOLUTIONS THAT WILL: 
 (A)
-CONTRIBUTE TO THE LONG-TERM OBJECTIVE OF A MARKET-BASED
 
FOREIGN EXCHANGE REGIME, AND (B) ALLOW FOR TEE EFFECTIVE-
DISBURSEMENT OF A.I.D. FUNDS. 
 THE MISSION HAS ALSO
REQUESTED AID/W AND STATE TO RAISE THESE ISSUES WITH TEE
OFFICES OF THE U.S. 
EIECUTIVE DIRECTORS AT TEE WCRLD BANK
AND IMF. 
 DIALOGUE WITH THE GRM AND THE MULTILATERAL-

AGENCIES IS ONGOING.
 

41. 
 1991/92 PROGRAM MEASURES: WE ARE SEEKING TO
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EGOTIATE AGREEMIT VI. THE HIt TO MOVE Ez IMPORTAT IO07 SPECIFIC COMODIIT.GEOUPS FlOM IE 
OFFICIAL TO TIE
.jBECONDARI MARKET 3ICIAIGE RATI. WOULDIsiS TEST TERESPONSE OF DEMAND TO A "OlE REALISTIC EICAIGN RATE ANDIt gOULD ALLOW USAID TO FINANCE SOME OF TESE COMMODITIESTEOU@G A CIP., TiN GI RASiM INDICATID THAT IT AGREES WIII?IS PRINCIPLE, LED HAS PROPOSED To PEASE IMPORTS FROM
TIE OFFICIAL TO TE SECONDARY MAKEt IT CREATING A1EGATIVE LIST FOR TIE OFFICIAL IJftlGN RATE Ti ? gOULDE HPADn OVER TIME. TE aim ulS, FiRTHRi0E,211QUISTID USAID TO CRANEIL FUNDS TIOUSE TEE MSCq RATHER
ME1 USE A CIP IIC.HAISH, In ORDER TO-KELPINSTITUTIONALIZE IS n. HAtNT ALlOCATION A D -PRICINGNIPERIMENT.
 

42. VE HAVE INDICATED THAT WE SUPPORT THIS CONCEPT In
PRINCIPLI, BUT THAT A SIGNIFICANT NUMBER OF POLICY AID
MANAGEMENT QUISTIONS MUST R1 ADDRESSED EFO1E VI CAN MAreA CASH GRI? TO SUPORT TE MSP (SE AEF 7). AS ATRANSITIONAL HEASURI, HAVIWE PIOPOSED TO USE A CIF TOFINANCE ITEMS ON THE 
EIGITIVE LIST (IN PARTICULAR,

RANS'PORT IQUIPMIT CONSISTINT WITH TEE PSSP'S MARKETING
OBJECTrYNS), AND TO COLLABORATE WITH TEX GiR, 
 WORLD RANK,
AND IM? TO RESOLVE POLICY AIND HANIAGIEMINT CONCERNS. THIS,
-WE BELIEVE, COULD LEAD TO A SOUND FRAMEVORK TO UNIFY T EOFFICIAL AID SiCOIDATR FOREIGN EXCHAIGE MARKETS IY
DECEBiER 1992, LED TO MANAGI TEN F0REIGN EXCHANGE RIGIME
AFTER UNIFICATION ACCORDING TO MARINI PRINCIPLES. 

lIVATE MARKETING CIANNIELS 

_43, 'PAAD IIMCAIRKS FOR 1991/911 (1) RISCIND REGULATORYRitSTiCTIoS ON INTE-DISTIICT IND INTEI-PROVINCIAL
MOVlIIWT OF AGRICULTURAL COMMODITIES;: (B) OPEN DISTRICT
WHOLESALING OPPORTUITIRSTO ANY LICINSED RIADER DESIRINGTO COMPETI; (C) AIALYZE LICENSING RIQUIRIMEINTS FORPRIVATE MAIETING IGEINTS ALLAT LIVLS TO ASSESS
DISINCEINTIVE EFFECTS. 

44. 
 TIE LITTEl OF INENT STATES8 T"Jll GOVERNMENT VILL,
BY SEPTEIIR 1990, LIMINIATI ADMIISTRATI'lE REGULATIONSHINDERING FEE, INERn-DISTIRICT AIND IITNI-PROVINCIAL.1OV3I1EIT OF AGRICULTURAL COMMODITIES, lD' WILL OPENDISTRICT-LVZL'VHOLESALING OPPORTUNITIES TO LIT LICENSEDTRADER"DESIRING TO COMPETE. "',.,ll ADDITION, .THEGOVTINMENT WILL ANALYZE LICINSING REQUIREMENTSI FORPRIVATI'M I RK TING AGINTS (TRANSPORTIRSS WHOLISALERSH2TILIMS) TO ASSESS POTENTIAL BARIEIRS TO NTRiY. 
AND 

GOVERNENT WILL REVIEr THIS AN).AIS VITH USAID BY 
THE
 

FEBIUARY 1991, ALLOVING AGRIID uPOI 
 RECOMMENDATIONS TO
SIMPLIFTLCENSING REQUIREMENTS TO BE 
IMPLEMENTED RITER
THIAT-TEAR.
 

45. DISCUSSION OF PERFORMIACE: THERE HIVE BEEN DELAYSIN MEETING THESE BNCHMAIKS AIND WE IR VOiING WITH THE
VOVEREnMiE !0 INSURE THAT TE ABOV RIEGULATOIY 
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lfS?]I;?lO1S All LIFTED IT MAY 1991. I| LA-TE 1990 1ieMINISTIy OF FINANCE ISSUED.A CIRCULA 
T THE PROVINCIAL
GOVrNHiNTS INDICATING THAT ?HI SHOULD 10 LODIGR CONTROLINTR-PIOVINCIAL AND I|IR-DISTXICT TRADI. FIELD VISITSIN IRl3UIRY 1991 INDICATED THAT LOCAL OFFICIALS VIlESTILLs 1OVEVR COITIOLLING CO*IODITT FLOVS. TIe

AHMASSADOR IND USAID RAISED THSE ISSUES I
AJOVE-tIINTIONID DISCUSSIONS VITI TEI 

THE 
PRIME M1113IN, .VONIFERRED THEM To T?#-ASK FORCE COORDHIIATD IT TEMIIISTER 01 COMMERCE AID TIE GOVERN10 OF TIE BAEZ OfNOZAMEIQUE. 
AFTER SEVERAL TECHNICAL miETINS 
TIIVICI-tImISTIIf O1COMMIRCE RAS PROVIDED USAID 1111 A DRAFTANNOUNCEPIuN 70 RISCIND ISTRICTIONS ON .INTER.-PROIICIALAIND INTi-DIsTRICT TRADE, ANDT0 OPEN COMPITIHON AMONGI.DISTITC!-LEIEL VIOLESALERS. USAID NAS SUG1STID SOMEMODIFICATIONS TO TIE ANNOUNCEMENT, VBICB SHOULD 31

PUJLISHID I HAT.
 

48. IS FO THE.ANILYSIS OF LICEiSING
mREQUIREXMENTS,
IvFOiIATIOI As IEEE. GATHERED THROUGH RAPID IPPRAISALSTHI MICRIGAN STATE GEIVESITY IT- MINISTRy 07 -AGRICULTURE
RESEIRCH'TEAII FINANCED UNDER THE PSSP TECHNICAL
ISSISTANCI COMPONENT. AN IN-DEPTH TRADER SURVEY'TO BE 
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[NPLZjTznDyITHIlS TZR~is SIL3CT3D DI-STRICTS 0711EAPULAPRO VIicrig JULY 199. VILL P311T? I IINID INALYSISAED TiN DTnLopNuT o1 RcomIIHRDiTiovs 101 cnCtOs. 
4?'.--1991/92-PROGRAM HnAU1ss AS PlOPOID II T11 LISTUP'DATE*01 TEX P35? POLICY NATiJI, USAID AND TEN umHVILI ,(A) £55355, TEN IMPACT 0F 1101116 Tal 13011CONSTRAINTS TO CONPITITITI MAKIRIIO, AND () IMPLL4107ANT-1ICRSSAIT miAisuKS TO jimiLITMO OF TllD11s1f3SINGMSU'*WILL WOR[ CLOSILI VITE TEN llISTIY 0r AGlICULTUU1AND*USAID 11E 
COtIPLITIIG TE MAJKITIIG ASSSSHEItS..
 
48. -SIPTlL-WILL' 
 tRU$I6ISA 

AZLOVil CI. *VI'WOULD AIPRRCIATI &TD/W COMNIUTS 01 fIR
 

AOLOOF BUDOR? 

£3011, PARTICULARLY 01 VASIIITOR DR13LOPMINTS I1
DISCUSSIONS WITH TH19 WORLD 3AI9 AID IMF? 01 1011103IICING1Rias
1013tI'FOR! ISSUES. IRIIAE
 

if 
#1282 

oil# 
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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 GI with World Bank 
technical assistance and reflects margins and taxes agreed to with 
the World Bank and the IMF.
 

The model starts from FOB Mediterranean prices based an 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
 
margins of the importer, wholesaler, and retailer, to arrive at a
 
per-liter price to the consumer which covers all costs. 
Finally,

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 elements

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.
 



G4404 ':lNDli!Z II4 O 4A4f.044O40.00 
 R4 
PirlHU PRICING.. NODI LIIGi:+UTI1 

40.1 
444444 40.00444 


4444Y 01 .E PR C '1 .4 99 4 . 
['4449444 5 44 + ++!i+ 4o 

.... 44' PARITY~~ ~ ~ 0LIE 3891.36 01uPRCMODEL9.. HANDLING 9T:, ~~~~PTILD1.41 PRIDIR,32.837-13614134 
444Ri444444K44f4U 044444PR ICESRE :8 

4 
.44
TR HGER ES 5.00%19 18.49 i 

SPECIA FIXE TA ONGAI N 30S0L00 30.0 0.0 DI.SE 0.
0.:00 

:h- .... ... ?%;  ----- ... . ... .. .. 
 ............ . ...........
.. ....... 


DISTRIBUTIOC OSTS 
 4 ) 123700 23.00 215.0 
 4117.00 
 151.0 1.69
 
$i4C4
4MINSURATIN 
 A FREIGH 
 4.00 4919. 099 I-O 4.7 '40.04 4.60I
 

PR
44C1F A~ ICE PR50I E1250 ,1.3 111.5497 6.4 45 

1.0 28 199.44 11.,44 .00 17.1 17.81 17.1
 

SEL4444
44FNER DOO
PEARIT SOELNGPRICE. f ,+: : 11109.60
..........++AT4++ ,:44++++++++4 4++4 4 1 i13 1,2;4.....3 ..-+. ....1 .3837.11::.............---.....- ---4,i,44,+,;- ?+++:
11000++1,1 78.4 .... 446 :+++
(E5)L ........ ........----505298.474-- ---.....-23.41
 

NI 199 REALSLIG4C 
 ,0 .0 130.0 
 ,0 .0400
: 5.0 40:
~44444~4444CIRCULON~ii TAX :::4 / 129. 10.90:
DFEECTRANSPOT, E~TC 190.87 
44 
930 0.0 0.5 3,8 30, 1 .40 2 136 .8 1 15.71) 22.:
44.73 
..
...
:,+..........
, : ,.: , ..... 
 ........ ........ 
 ........ 
 ..... .. ....... ...... ..
 

......
..

(423 ery 1 13.83 12n9 . 14ul.3ts1. ..
 .
 .
 ..
 

4++
444+i 4 :.[i+:+{i++ i +++ :+++> ++++ *: ,4.44 :+.. 
4 ISTII:HUTIOM COSTS + +++++ .....> + . <++ .++ + +._-,.+ ++++!++ . ,+++:+ ?(4) +ig#++'-+:15.90,#15.00 .,15, :++ +?++++¢; 15.06,+ 150:
+ ++i ,00 ++ +++ 1509+ 


(4epresents: ? :+ he r 9i+++?::
~ + :::++++:+At
lauoan
(5): eraissttos
 
REINER+ ATDOOR+
;5LL+ PRICE .+ , 132.01+ 110 0 1 , . 4,4+ '41.685' 427+ 97+ 370 ' 44444

http:11109.60


29
 

Annex D 

Letter of Intent
 



7~ 

DA CO00PERtA VAO0'~~'w;'MINISTiRIO 

Mr, Julius Schlotthauer 
Director
 

Ut~~fozaiu Kaputo, May 15, 1991 
77,7 -flato 

- "~Dear Mr. Sclhlothauer: 

Government of the Republic of Mozambique wishes to thank tjhe"4The 


W' States for its continued support for the *development of, 
Mozambique's f ood and agricultural sector. We are particularly 
appreciative of Your timely and positive response to our request 
that% the Private Sector Support Program finance the imports 

.United 


petroleum products.- Without Your agricultural ,,assistance, 


marketing would be seriously disrupted this year. jThe Purpose of 
this letter is to state our intention to apply the Government's 

-- -blicies and objectives to the supply and distribution of these 

4444-'..-products.'
 

The Government's Economic and Social Rehabilitation Program 
(ESRP), as -described in the Policy Framework. Paper for 1990-92, 

/sets forth the Government's development stritegy for the next two 
years. Urri-er the ESRP the Government-is working 'to createafi ' 

/economic environment that favors and increased rol e f or the 

444 4 -

4Asector, imposes, financial, discipline .onl public-private 


enterprises,'and, gives the exchange rate, Iprices,* and interest 
- rates the central role-in resource allocation. 

letter focuses on two specific actions in ,the area of 
petroleum pricing and -importation within ,the overall' ESRP 

~-framework. These actions are: establishing and maintaining the 
price of gasoline at or above import parity at secondary market 
exchange' rate, and continuing to adjust the domestic pricerof ' 4 

diesel and completing an analysis Ilead ing' to specific 
~ 'Krecommendations on derEgUlating the importation and pricing of 

avgas. 

'4This 


- ~Government Policy on the pricing of. petroleum products has ' 

evolved rapidly over the last year. Gasoline is'now priced well 
above4-import paritity and diesel has moved closer to parity at 
the window exchange rate. In 1971 and 1992, the' Government will 

-' continue to adjust, at least on a gUarterly basis, the conSur1e~r 
price for gasoline to maintain import parity u~tilizin~g the 
secondary market -exchange rate, and will continue to make 

"4 - adjustments on the price of diesel. 

4''-a 
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Annex 9
 

Initial Environmental Examination 
for Petroleum Imports
 



gA3 

ACTION MEMORANDUM FOR TH3 MISSION DIRECTOR 

1rom: Carlos PaecuUfogram Officer 
Subject: Initial Environrent Examination and Negative Throshhold

Decision. Recomenadation, Amndments to Private Sector
Support Program (PM), 656-0208 

This memorandum is an Initial Invironmental Examination for theV'uxohaes of fuel under the two planned FY 1991 amendmnts to thePrivate Sector Support Project. The fiet amendent, planned forMay,', adds petroleum products to the positive list. The second,planned for June, wllI provide additional funds under theauthorized LOP level. 

Prc eot dountryl Moz anbiqueProject Title: 
 Private Sector Support
ProJeot Number: 
 656-0208
Fundingi 
 DFA
LOP 
 D0s 54,05o
ZEE prepared by: 
 USAID/Y.ozambique
!nvirorumental action recommended: 
 Financin of gasoline and 
diesel fuel, negativ, 
deternination. 

This lEE covers gasoline and diesel to be financed under FY 1991aenrdmstget to the Private Sector Support Program (PSSP) inMozambiue. The amendents authorize the financing of gasolineand diesel imports for use in motor vehicles. Petrolem productsaxe critical for agriculturw marketinj p. .posus and virtuAlly allInarketins is dependent on motorized transport.
 

Moat of the gasolir.e will be used 
in care in urban areas whereasmost of the diesel will be used in truoks and utility vehicles inr4ral areas. In the first ar (beginnLn June, 1991)* approxim0ately 50,000 tons (metrio) of gasoline and 25,000 tons ofdiesel will be imported under the amended PSSP. Similar or
smaller &mount be
may financed in subsequent years. 
The overall effect 
on the envirorment of the use of approx..at.ly
 75,003 mt of etroiesu spread over three provinces in Moza:biqueis not expeoted to be Si.:iif,caht. The incromental effect of
USAID's finarcirng of th, fuel .will.be nIl. 

http:approx..at


The gasoline will be izirted into the port of Maputo. Petzomoo,presently the only entity authorized to iport Petrleum p'oduftsto Mosambique, has a storage capaity dedicted to gasoline ofover 50,000 tone, and can acoomuodate the COP-tjianoed
withoutany difficulty at all. The Petromo faoilities wme'
built in the 1960's and-early 197018 when KePuto was a maJordepot for imports to R8I and SwazLland ae veII as a refiningcenter with a 1,000,000 ton per year 43aoity. The diesel Willbe ported into the two ports of Mapzto and Deira, which alsehas V0inifioant excess storas, easeity. 
The risk of an oil spil in the Well-sheltored Maputo harbor Inminimal, and note has occurred for at leUt 17 yoar. Shipgenter and exit only duning daylight hours and no internationalcarrier has ever sunk within the harbor. The unloadingfaoilities ar adequate and the storage facilities, situatedabout 300 yards from the wate, are surroun d by stone dike., sothat spilled fuel can be salvaged and reused. The fire-fightinsfaoilities, built for the refinery, which closed in 1984, havebeen maintained and are operational. Those are certainlyadequate for any fire within the storage areas.- The channel intothe harbor limits tankers to under 30,000 tons of fuel, and thelargest shipment during the last year was about 20,000 tons. Asa result, the potential for adverse environmental impact on
ocastal and freshwater quality appear to be minimal. 

Based on the above, .I.D. financing of 76,000 mt of petroleum is
not expected to have any significant eff et on the environmont,
and consequently 4 negative deteminati s Justift dsection 216.3(A)(2,(iii) of L!.D. Regul :L I 

Ipproved:
 

,rotor 
Date: 13 SY1.991 

Approved LEDConecurreoe:tapov 
Ao on ,-- DI-e :ohn Date: 

Regiona l Environmental Officer 

Cleared by: RLA Doned Keene (fax attached) 
REDSO AE Andre D&Georgos (91 Nairobi 9605 attached)
 

Clea rance:
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zS b y : 
..--.--. " '-"'-- -N.------D--A------,-'
 

OficeFAX Number: hours, 217-212
F-XN r Aftr hours, 217-217
CfficialOf FaErsoa X._
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ha ree d d Co.cur in the txt cffax to -e dated April pro.ed e rh hEt9, t91.! 
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