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Control Number: 645-007AM
Date: June 5, 1986

ACTION MEMORANDUM FOR THE DIRECTOR, USAID/SWAZILAND

FROM: wufiﬁ Hi anmink, &PD

SUBJECT: Authorization of the FY 1986 Mozambique Private Sector
Rehabilitation III Program (656~0201B)

Problem: Your approval is required for a grant to the Government of the
People's Republic of Mozambique (GPRM) for a $9.57 million Commodity Import
Program (CIP) from the FY 1986 ESF appropriation account under the Private
Sector Rehabilitation Program - Phase III (PSR III).

Program Description: The PSR III Program is the third phase of AID's
bllateral involvement in Mozambique. The purpose of the program remains to
support the private agricultural sector by providing foreign exchange for
productive inputs needed by private commercial and family farmers. The primary
Justification for the Phase III program, as in Phases I and II, rests on the
need to support the GPRM's policy trend toward private sector development,
provide resources which will help these new policies succeed, and encourage
further movement toward a market economy. Because of the lack of foreign
exchange and the low priority given private sector agricultural production
since independence, few inputs have gone to support the private farmers. The
commodities imported under the FY 1984 and FY 1985 programs are making a
significant difference, but will fall far short of meeting the needs even
#ithin the specific target regions. The overall demand for agricultural
equipment and inputs, especially by private farmers eager to capitalize on the
higher prices of vegetables and to use the land given them which had been
formerly state farmland, still far exceeds supply. Agricultural equipment and
inputs provided under Phases I and II have started the process of revitalizing
the private agricultural sector in the targeted areas, and the Phage III
program will continue this process,

Since this is the third year of the PSR program, more emphasis is given in the
FY 1986 program on the long-term economic effects of the CIP-financed
commodities. The first two years started out with a wide variety of primary
inputs. Based on the experience learned, the overall commodity list for the
PSR III program concentrates more on tractors, trucks and related spare parts
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than prior years and provides more funds for raw materials to increase the
value-added element of the imports. Also, systemic constraints to increasing
agricultural production, such as transport, are being addressed through the
mix and ultimate end-users of the commodities.

Phase I and Phase II of the PSR program included funds for technical
assistance. The technical assistance funds are being used to assist Mozambique
meet critical needs in training and advisory services required for private
sector development and increased food production. The FY 1986 PSR III does not
include a technical assistance component and is strictly a CIP,

A technical evaluation of the FY 1984 CIP was conducted in January 1986 by the
REDSO/ESA Senior Agricultural Officer. He interviewed over 20 farmers in the
Chokwe and Maputo regions and found that the program had a major beneficial
effect and there appeared to be a strong production response. The evaluation
indicated that the program has been effectively and efficiently managed., The
commodities imported were appropriate for the stated needs of the target sector
and were of good quality. Further, they were available to the end-user in
time for the next appropriate planting season. The Phase I program has met
its documented goals and objectives. There are indications that the market is
starting to have a greater role in resource allocations and in the rural
farming sector in general.

Private commercial and family farmers have responded to the availability of
the CIP commodities by increasing agricultural production. In the case of the
Chokwe region, the increased production was due to an increased area under
production, which was possible because of the increased availability of inputs.
Most of the farmers who received tractors were also given additional land
(former state farm land) and the additional land was producing crops where
there were no crops produced before.

There have been some substantive policy changes as a result of the discussions
regarding the Phase III program. First, the GPRM has substantially increased
the surcharge to be applied to equipment and commodities, resulting in final
sales prices to the consumer which are in most cases double the prices charged
for the commodities imported under the FY 1984 program and which more closely
approximate market prices. More importantly, the GPRM has unilaterally
applied the substantially higher FY 1986 surcharge to the commodities imported
under the FY 1985 program because they realize that the prices based on the
official exchange rate and the relatively small surcharge applied in the

FY 1984 program are not realistic. Second, the GPRM has agreed to apply the
surcharge to more items than under the FY 1984 program. For the FY 1985 and
FY 1986 programs, cultivators and motorpumps will have a surcharge of 150% and
knapsack sprayers will have a surcharge of 100% whereas these items did not
have a surcharge applied in the FY 1984 program. These changes represent a
positive and continued movement by the GPRM in assuring that the final sales
prices of the AID-financed commodities more fully reflect their true economic
value.



Action Memorandum (656-0201B)
June 5, 1986
Page 3

Third, the GPRM has articulated six specific criteria which will be used to
allocate the equipment imported under the PSR III program, These are outlined
in the PAAD and signify an important step in specifying precisely what the
criteria are and in moving away from direct allocation based on non-economic
criteria. These substantive allocation criteria may be more effective in
increasing overall production than using market prices for allocation at this
time given the economic situation in Mozambique,

Fourth, the GPRM has agreed to use private distributors and importers wherever
possible. Since there are no general private sector importers, the approved
parastatals will continue to issue bids and make the awards. However, once
selection is made, if the firm which handles distribution of the equipment to
be imported has the capability to import and if it is private, it will be
allowed to import as well as distribute the equipment. The projection for the
FY 1986 commodities shows that over half of the dollar value of the commodities
will be distributed by private sector firms (in FY 1984 this was 31% and in

FY 1985 was 38.7%).

Fifth, since the design team found that transport was a serious problem for
the marketing of produce grown by the private agricultural sector, the GPRM
has agreed to sell some of the trucks imported under the Phase III program to
private sector transporters who agree to use the trucks to transport agricul-
tural goods from the targeted regions. This will be undertaken on a pilot
basis for FY 1986 and the use of the trucks for marketing agricultural produce
from private farmers will be evaluated to determine if this procedure should
be used in future programs.

A number of studies will be undertaken during the remainder of FY 1986 to
provide information for future programs. An end-use monitor was hired in
March 1986 and has already designed five surveys to look at:

(1) production responses due to the AID-provided inputs and liberalized
output prices;

(2) socio-economic variables that influence income of private sector
farmers;

(3) operations of agricultural commodity private transporters;

(4) production changes of manufacturers receiving AID~funded raw
materials; and

(5) the operation of the urban markets.
In addition, the AAO/Maputo plans to initiate a study on local currency uses

in order to develop a strategy and a plan to utilize the local currency
generations, both from the CIPs and from PL 480 food aid. These studies, along
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with the major evaluation of the Phase II program planned for Octdber-November,
1986, will provide important information for the design of the FY 1987 program
and future programs.

The GPRM has improved considerably the process for depositing local currency
generations in the special account and in the trust fund since the evaluation
in January, 1986, and the AAO/Maputo is satisfied that deposits are up to date
and accounted for,

Environmental Considerations: A categorical exclusion from the requirement of
further environmental analyses has been approved for the CIP under the PSR III
program,

Conformance with Legislative Restrictions: Section VII and Annex K of the
PAAD discuss the conformance of the PSR III program with the specific and
general legislative restrictions related to the FY 1986 program. To the best
of our knowledge, all of the commodities and materials to be imported under
the PSR III program will go to the private sector, subject to continued
evaluation,

Waivers: The PAAD includes the following walvers attached as Annex H.

A. Approved by AID/Washington:

1. Blanket waiver for various agricultural inputs and equipment from
Code 941 sources ($2.5 million);

2, Worldwide blanket right-hand-drive light vehicle waiver which covers
the 3~ton trucks from Code 899 sources ($420,000);

3. Heavy vehicles from Code 899 sources ($860,000);

4. Shipping and insurance waiver to Code 941 vessels for agricultural
vehicles, tools, and implements,

B. Walvers requiring your approval as part of program authorization:
1. Diesel fuel and lubricants from Code 899 sources ($900,000);
2. Tractor and truck spare parts from Code 899 sources ($668,000);

3. Irrigation pump sets and accessories from Code 899 sources
($500,000);

4. Seeds from Code 899 sources ($937,000).

\,J'\\
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Congressional Notification: A Congressional Notification for the Private
Sector Rehabilitation Program was submitted to the Congress in July, 1985 and
clearance given for the overall program on August 6, 1985, in STATE 241060,
The authorization of the FY 1986 PSR III program is covered under that CN.

Program Management: The Director, USAID/Swaziland has ultimate responsibility
for the Mozambique program; however, the AAO/Maputo and the Commodity Manage-~
ment Officer in Maputo will have monitoring and implementation responsibilities
for the PSR III program consistent with the Redelegation of Authority dated
October 22, 1985 between the USAID/Swaziland Director and the AAO/Maputo. The
AID/W backstop office for the program is AFR/PD/SAP.

Grant Agreement Approval: The Grant Agreement will contain the same conditions
precedent as found in the Grant Agreements for the PSR program for FY 1984 and
FY 1985. The covenants to be included in the Grant Agreement are shown in
Section VIII of the PAAD. As shown, these covenants reflect the legislative
and other requirements regarding the FY 1986 PSR III program. Under the
Redelegation of Authority for the Mozambique program dated October 22, 1985,
the AA0/Maputo has the authority to negotiate and execute the Grant Agreement
provided it is in accordance with this program authorization. The GPRM has
reviewed and approved a draft Grant Agreement; therefore, -:xecution of the
Grant Agreement should take place very shortly after you have authorized the
FY 1986 PSR III program.

You have been redelegated the authority to sign the attached PAAD and thus
authorize the FY 1986 PSR III program from the AA/AFR in STATE 172182 dated
05/31/86 (Annex N of the PAAD). An ECPR was held in Mbabane, Swaziland on
May 6, 1986, at which time all review committee members recommended that you
sign the PAAD and authorize the FY 1986 program. There are no outstanding
issues,

Recommendation: That you sign the attached PAAD facesheet and thereby approve
the authorization of the $9.57 million FY 1986 Mozambique Private Sector
Rehabilitation Program — Phase III.

ATTACHMENT: PAAD FOR PSR III PROGRAM
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Continuation Sheet:

MOZAMBIQUE PRIVATE SECTOR REHABILITATION III PAAD, 656-0201B

18. SUMMARY DESCRIPTION:

The PSR III Program is the third phase of AID's initial bilateral involvement
in Mozambique. The purpose of the Program remains to support the private
agricultural sector by providing foreign exchange for productive inputs needed
by private commercial and family farmers. The primary justification for the
Phase III Program, as in Phases I and II, rests on the need to support the
GPRM's policy trend toward private sector development, provide resources which
will help these new policies succeed, and encourage further movement toward a
market economy. The PSR III Program concentrates assistance on the private
agricultural sector, since the need and the production potential in this sector
are extremely high. AID-financed agricultural inputs and equipment will glve
the private farmers the means to take advantage of the GPRM policy changes.
Commodity support will be given to the full range of private sector producers,
that is family farmers, commercial farmers and, to a lesser extent,
cooperatives. Also, sore raw materials will be purcheued for local manufacture
of agricultural inputs ==d equipment. The Phase III Program includes only a
Commodity Import Program (CIP). The CIP, which will import primarily
agricultural equipment and inputs, will be implemented over an 18 month period,
It is expected that most procurement will be made in the first 9 months. The
terminal date for disbursing authorization will be 18 months after the signing
of the Grant Agreement.

Conditions Precedent and Covenants for the Program are presented in

Section VIII, Negotiating Status and Conditions. Annex H of the PAAD contains
waivers to be approved as part of the PAAD Authorization for:

1. diesel fuel and lubricants from Code 899 sources ($900,000)

2. irrigation pump sets from Code 899 sources ($500,000)

3. seeds from Code 899 sources ($937,000)

4. tractor and truck spare parts from Code 899 sources ($668,000)

Waivers already approved by AID/Washington include:
1. blanket waiver for various agricultural inputs from Code 941 ($2,500,000)
2. heavy trucks from Code 899 sources ($860,000)

3. blanket worldwide waiver for right-hand drive light trucks from
Code 899 sources ($420,000)

4. blanket shipping and insurance waiver for Code 941 vessels
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FY 1986 MOZAMBIQUE PRIVATE SECTOR REHABILITATION III

EXECUTIVE SUMMARY

A, The Grant

This Program Assistance Approval Document recommends that the U.S. Government
grant the Government of the People's Republic of Mozambique (GPRM) $9,570,000,
from Economic Support Funds, for a Commodity Import Program (CIP) to support
the Private Sector Rehabilitation III (PSR III) Program. The PSR III program
would be the third year of an existing Private Sector Rehabilitation program,
The first two years included both technical assistance and CIPs, while the PSR
I1I prrgram will include only a CIP. The CIP, which will ilmport primarily
agricultural equipment and inputs, will be implemented over an 18 month period.
It is expected that most procurement will be 'nade in the first 9 months., The
terminal date for disbursing authorization will be 18 months after the signing
of the Grant Agreement,

B. Implementing Agencies

The Ministry of Agriculture (MOA) of the GPRM will coordinate the overall
commodity import program and be responsible for implementa:ion and
distribution. Procurement and importation will be effected by parastatal
importers, private sector equipment agencies, private companies for the raw
materials, and several semiautonovous units within the Ministry of External
Trade.

Cc. Program Description

The basic purpose of the program is to support the private agricultural sector
and encourage increased production through the importation of vitally needed
inputs and equipment. The CIP will provide foreign exchange for the importa-
tion of presently unavailable agricultural commodities for pravate sector
farmers and raw materials for the local manufacture of agriculturally-related
commodities.,

D. Findings

The macro-economic and agricultural situation clearly justify the provision of
a grant to finance the lmportation of vital agricultural inputs to be used
exclusively by private sector farmers., While the importation of similar items
In the first two years of this program has reached the intended beneficiaries,
the commodities have not satisfied the very large needs of private agricultural
farmers in the targeted geographical areas. The agricultural inputs and
equipment will increase food production, save the foreign exchange otherwise
needed to import food, and revitalize the private agricultural sector in the
targeted areas. A formal ECPR for the PSR III program was held on May 6, 1986
in Mbabane, Swaziland and the review committee recommended the authorization of
the PSR III program. A categorical exclusion for the CIP has been approved for
the Initial Environmental Examination (Annex I).

E. Program Waivera

The AA/AFR has approved a blanket waiver for selected commodities such as
tractors, tractor implements, seeds, handtools and natural rubber under the
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PSR III program to permit procurement from countries included in AID Geographic
Code 941 (i.e. Brazil, Zimbabwe, Swaziland) for up to $2.5 million. The AA/AFR
also has approved waivers to permit procurement of heavy trucks (8 ton) from
Code 899 countries. AID/W has determined that the worldwide blanket waiver for
right-hand drive vehicles applies to the purchase of the light trucks (2-3 ton)
from Code 899 countries, In addition, M/SER/AAM has approved a blanket
shipping and insurance waiver to allow shipping on vessels registered in
countries included in Code 941 when U.S.-registered vessels are not available.
Waivers to be approved as part of this authorization package are included in
Annex H.

F. Major Conditions Precedent and Covenants

Only the standard Conditions Precedent will be included in the Grant Agreement.
The Grant Agreement will include the standard covenants as stipulated in
Handbook 4, In addition, the GPRM will covenant that:

- the commodities imported under the Agreement will be sold or otherwise
distributed to the Mozambique private farming sector, including both
commercial and small farmers and cooperatives, or will be sold to private
sector agriculture-related concerns, including transporters;

- best efforts should be made to increase the involvement of private sector
firms in the importation and distribution of commodities financed under
the Agreement;

- unless otherwise agreed by A.I.D. in writing, it will assure, in
consultation with A.I.D., that the local sale price for A.I.D.-financed
tractors, tractor implements, trucks and other commodities reflects the
true economic value of the items and generates a fair return to capital;

- the amount generated from any price increases or surcharges in order to
comply with the covenant on pricing of commodities will be deposited into
the special local currency account;

- unless otherwise agreed by A.I.D. in writing, (A) no less than 75 percent
of the local currency proceeds required to be deposited into the special
account will be utilized for mutually agreed upon economic development
activities; (B) the balance may be used for these and other mutually
agreed upon purposes; and (C) commodities imported under the Agreement
will be used to meet long-term development needs, as more fully described
in implementation letters;

- funds in the special account shall be made available, on a priority
basis, to support private voluntary organizations (PVOs) and the private
sector.

G. PAAD Design Team Members

== William Hammink, Project Development Officer, USAID/Swaziland

== Neal P. Cohen, Regional Economist, USAID/Swaziland

-~ Robert Armstrong, Senior Agricultural Officer, REDSO/ESA

- Judi Shane, Commodity Management/Executive Officer, AAO/Maputo
== Gary L. Byllesby, Regional Controller, USAID/Swaziland

-— Gary B. Bisson, Reglonal Legal Advisor, Southern Africa

-- Edward J. Spriggs, Regional Legal Advisor, Southern Africa ‘
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I. ECONOMIC AND AGRICULTURAL SITUATION

A. General Background

Mozambique became independent from Portugal on June 25, 1975, after a ten-year
war waged by the national liberation movement, FRELIMO. FRELIMO party leader,
Samora Michel, has been president since independence. At its Third Party
Congress in February, 1977, FRELIMO was declared a Marxist-Leninist vanguard
party dedicated to the creation of a socialist state ia Mozambique. During

the ensuing years, the government established a centrally planned economy. The
economy entered a period of prolonged decline, leading to major policy changes
at the Fourth Party Congress in 1983,

FRELIMO is the sole legal political party, with most political authority
residing in the Permanent Political Committee, which in turn is responsible to
the Centval Committee. All important government officials are also members of
FRELIMO. A structure of local, district, municipal and provincial assemblies
was established in 1977, and elections were held in September-December of that
year,

A major insurgency is being waged by the Mozambican National Resistance
(RENAMO), which has posed a progressively more serious threat to national
security and development. Increasingly RENAMO has focussed on attacking
economic targets and destroying rail lines, electric power lines and oil
pipelines. The GPRM has budgeted nearly a third of its 1986 budget to defense
overall as a consequence.

The Nkomati Accord signed in March, 1984, hetween the Republic of South Africa
(RSA) and Mozambique resulted from a realization by the GPRM that ending the
insurgency problem is sina qua non for economic stability and development. The
Accord promised that RSA would end its support for RENAMO and opened the way
for increased cooperation between the two countries. However, the RENAMO
insurgency has increased, in some cases dramatically, over the past two years,
and many questions remain about the commitment of the RSA to the spirit of the
Nkomati accord.

Since independence, FRELIMO has mai-tained close relations with the Socialist
bloc countries, notably China, East Germany, Cuba and the USSR, which had
provided much support during the war for independence. Mozambique is a member
of the Southern African Development Coordination Conference, which aims to
reduce the economic dependence of its members on South Africa.

Relations with the West improved markedly following President Machel's close
involvement in the Lancaster House negotiations leading to the independence of
Zimbabwe in 1980. Mozambique joined the IBRD, the IMF and the Lome Convention
in 1984 and has received a major $45 million rehabiiitation loan from the IBRD.
By word and example, Mozambique has been supportive of U.S. diplomatic efforts
in promoting regional stability. Additionally, Mozambique has pursued an
increasingly pragmatic and genuinely non-aligned stance in international
relations. Finally, the positive maturing and strengthening of Mozambique-
United States relations were demonstrated by an official visit by President
Samora Michel to the United States to meet with President Reagan, other
American leaders and poteniial American investors.
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Mozambique has a population estimated at 14 million people in 1986, increasing
at 2,6 percent per year, and a land area of 312,500 square miles (equal to
England, France and Portugal combined). The population is heavily concentrated
in the coastal provinces (primarily in Zambezi and Nampula), near port cities
and in fertile valleys., Substantial rural to urban migration has occurred in
recent years, particularly to the capital city of Maputo. This movement has
increased due to the rural insurgency. An estimated 16 percent of the
population lives in urban areas,

Ten major ethnic clusters have been identified. However, none represents a
homogeneous entity, and rural social organization has generally been based on
small clusters of families, living together in small villages. Tribal conflict
1s not strong and the government has made concerted efforts to de-emphasize
ethnic differences in the population.

Mozambique has excellent port sites with the potential to serve as a natural
outlet for the trade of the landlocked countries of southern Africa. Most of
Mozambique is flat with higher elevations in the western part of the country,
There are some 60 rivers, the most important being the Limpopo, Save, Zambezi,
Lurio and Rovuma. These provide ample opportunities for irrigation and
hydro-power generation. The hydro-power station at Cabora—-Bassa, which could
generate 3600 megawatts, 1s the largest in sub-Saharan Africa. The predominant
vegetation is tropical forest and savanna. While rainfall is generally
favorable, erratic patterns of late have contributed to serious cyclical
drought conditions. There was severe flooding in 1977-78 and intermittent
drought and cyclones from 1982 to 1985.

Mozambique also has considerable mineral resource potential, although much of
the country has not been adequately surveyed to determine how much of the
resources are economically recoverable. Coal reserves could permit large scale
exports, but the transport system has constrained development in recent years,
There is also some mining of tantalum, a valuable and strategic mineral used

in hardening steel. Many other minerals have been identified but the economic
viability of their extraction has not been determined. Foreign firms are
currently assessing the viability of petroleum and bauxite production.

The colonial Portuguese adopted a mercantilist approach to Mozambique, whereby
the colony supplied Portugal with cheap primary products and purchased
relatively expensive finished products from Portugal. Only in the last two
decades of colonial rule was there development of local industries, non-estate
agriculture and social services. The Portuguese colonial legacy left the
indigenous Mozambican people with little education, practical skills,
manufacturing capacity or business experience. Large commercial farms were
Portuguese operated and largely designed to meet Portugal's needs. The
transportation system was designed not for Mozambique's internal needs, but
rather to transfer goods to and from the RSA and Rhodesia.

In 1970 less than one percent of the black African population had a primary

school educaticn and there were only around ten black Mozambicans with
university degrees. Africans were forbidden to engage in commerce and formal

]
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land ownership was limited to European settlers, although most African families
were allowed to use land for subsistence food production.

Of the estimated 250,000 Portuguese in the country at independence, less than
50,000 remained two years later. Many of those that left destroyed or
sabotaged their farms and factories before leaving. The economy was depleted
of skilled manpower. Faced with the loss of much of the country's managerial
capacity and capital, the new government nationalized all financial services,
legal practices, education, health, oil refining, coal and other mineral
production, rental property and most of the agricultural estates which had
been abandoned. While much of the state intervention was caused by practical
circumstances and not because of a specific economic philosophy, the Third
Party Congress in 1977 placed the country formally in the socialist mode of
development and directed the state to:

== develop and consolidate its control over the economy;

-- promote socialization of agriculture;

=- accelerate industrialization with emphasis on heavy industry;

- train Mozambican nationals to run the country; and

==  1improve economic management.
The only sectors which remained predominantly private were retail trade,
smallholder family agriculture (although much reduced in economic importance),
internal cargo transport and petty services. Socialization of agriculture
required the establishment of state farms and communal villages. It was felt
that these would permit the provision of social services to the people and the
rapid recovery of production and export. The GPRM followed this basic strategy

until the early 1980s when the declining economy and large foreign debt led to
some major changes in direction.

B. Current Economic Position

1. Recent Developments

The Fourth Congress Party in April 1983 acknowledged that the government had
made policy errors and criticized, in particular, the inability of the state
farms to run efficiently. It directed the government to increase its support
for cooperatives and private farmers, specifically to

-- maximize the use of land presently under state farms, minimize new
investment, and use existing equipment more efficiently;

—-- direct more resources to cooperatives and smallholder family and
private commercial farmers;

== permit producer prices to rise so as to provide economic incentives
to farmers;

-~ reduce state spending so as to control the deficit and ensure that
new investments are technically and financially viable, contribute
to a reduction in the balance of payments deficits; and
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—-= restructure state enterprises to be more efficient, to adopt
accounting practices appropriate to effective management, and to
have greater financlal managerial autonomy to respond to needs.

The government has taken a number of steps since 1983 to implement these
directives., A number of prices were totally freed while others were raised
significantly; state farm lands were reallocated to private and family farmers;
gome state enterprises were sold to the private sector; and management was
given greater control over spending and prices. Firms can now retain

20 percent of their hard currency export recelpts to use for incentive pay or
imports. Foreign investment regulations were liberalized, and several foreign
firms are seriously considering new investment. The government has reduced
the access of loss making firms to automatic financing credit from the Bank of
Mozambique. Government spending has been frozen and the GPRM is negotiating
with the IMF and IBRD to deal with a multitude of economic policies, including
exchange rates, balance of payments, debt and pricing problems.

The government recognizes that many mistakes were made in the past, but it
lacks the human and financial resources to make a complete break with past
practices. It 1s probably best to call current government economic policy
'eclectic.' The government seems willing to try different approaches to its
problems based on the funds which it can find but following, 1f possible, the
state-controlled allocative process which has been used both under the
Portuguese and since independence. The government is continuing to support
state farms and enterprises, although seeking improved efficiency, while at the
same time is giving more support to private farmers and selling many industries
to private businessmen,

2, Education and Health

Mozambique continues to face daunting social problems in spite of significant
gains in certain areas since independence. Adult literacy rose from 7 percent
in 1975 to about 28 percent today and 44 percent of the people 15-24 years old
attend school. Primary school enrollment increased from 672,000 to

1.4 million, with 119 percentl of the male and 72 percent of the female primary
school age population in school. Secondary school enrollment tripled with

3 percent of the age grcup in secondary school in 1965 and over 6 percent now.
While there has been considerable progress, educational levels are still below
those of most other African countries.

Similarly, health care seriously lags that of most other countries. Although
life expectancy has risen from 41 to 46 years since independence, infant
mortality is still one of the highest in the world, 159 per 1,000, and six
provinces have over 200 deaths per 1,000 live births. The departure of many
physicians increased the patient-physician ratio from 16,230:1 at independence
to 39,140:1 now. Because of the scarcity of physicians, some 3,250 health
workers, mainly paramedics, have been trained and preventive health care is
stressed. In this area, Mozambique is viewed as an innovator amongst
low-income countries.

1 This is possible because of over-age males in primary school.

B
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The sub~Saharan Africa low-income countries spend, on average, 23.1 percent of
their non-defense budget on education and health and 9.5 percent of their total
budget on defense. Mozambique spends more on defense, 30.1 percent, but educa-
tion and health still receive 22.9 percent of the non~defense budget. In 1984,
expenditures on health and education rose to an estimated 26.7 percent of the
non~defense budget.

3. Macro-Economic Performance

Macro-economic data for Mozambique may be inaccurate because of changing
definitions and the lack of skilled personnel to collect the data, ensure
consistency and comparability with other data and interpret the information
when it 1s available,

In the last three years of Portuguese rule, real Gross Domestic Product (GDP)
is estimated to have fallen by 9.8 percent per year. For the first four years
of independence, real GDP rose by 2.5 percent led by expansions in government
spending. Agriculture grew by 1.1 percent per year on average. Since 1980,
real GDP has fallen by 3.6 percent per year on average (IMF estimates) for a
per capita fall of 6.0 percent per year. This implies that the average person
is about 27 percent worse off now than in 1980.

Mozambique uses Global Social Product (GSP) as its primary measure of economic
performance. The main differences between this and GDP are that GSP excludes
the value of financial services and public administration. Real GSP dropped by
25 percent between 1980 and 1985 (projected), and real GSP per capita dropped
by 8.1 percent per year on average. This 1s one of the worst macro-economic
performances of any country in the world this decade. The armed conflict,
drought, inappropriate economic policies and economic mismanagement have all
contributed to the problems.

Investment in the country has been very low recently, around 12 percent of GDP
over the last three years. Unless there is a large increase in efficiency from
existing capital, this implies an aging of the capital stock and decreased
future growth. A lack of resources has forced the government to emphasize
increasing output from existing resources. The prospects for future growth are
worsened by the lack of domestic savings. The government has not been able to
finance its recurrent budget from tax revenue, and thus has had to resort to
monetary expansion and international borrowing. Domestic savings are
negligible. The People's Development Bank pays between 1 and 6 percent on
savings. It experimented with higher savings rates but was unsuccessful in
attracting increased savings, leading to the conclusion that savings were not
interest rate responsive. It has recently increased the number of branches,
however, and preliminary indications are that more is now being saved in the
banking system.

4. Balance of Payments, Debt, Monetary Statistics and Prices
a. Balance of payments

During Portuguese rule, Mozambique consistently ran a deficit on merchandise
trade which was financed by a large surplus on the services account (mine
worker earnings and receipts from the use of Mozambican rails and ports).
During the early 1970's, the merchandise trade deficit was usually over

i
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Table 1
National Income Accounts (real)
(indexed 1980=1.00)
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Source: IMF: Mozambique - Staff Report for the 1985 Article IV
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$100 million. Even though trade continued to grow after 1973, by 1982 the
deficit had grown to over $600 million,

Receipts from transportation fees and mine workers dropped from $217 million
in 1973 to an estimated $108 million in 1985 while expenditures, mainly
interest payments, doubled to $184 million (even after the debt rescheduling).
Thus, from running slight surpluses on the current account prior to indepen-
dence, the country is now running deficits of around half a billion dollars a
year. Grants have usually bzen able to finance less than a thlrd of this,
forcing foreign debt to increase. Imports have been falling since 1982 due to
the rising debt and reduced amount of foreign exchange.

b. Debt

The country's external debt has increased to an estimated $2.4 billion, which
1s 1.2 times GDP. Debt arrears in November, 1984, prior to the rescheduling,

2 There was a substantial increase in the number of mine workers going to
South Africa in 1985. The number of recruits increased from 42,000 in 1984
to 52,700 in 1985, There was also a 18-19 percent increase in earnings, The
mine recruiting organization, Wenala, estimates likely total earnings in 1986
at R200 million. Sixty percent of this is automatically deferred and paid to
the workers by the Bank of Mozambique in meticais. In 1985, earnings from
mine workers were the largest single export earner and possibly equal to the
value of all other exports combined.
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deficit had grown to over $600 million.

Receipts from transportation fees and mine workers2 dropped from $217 million
in 1973 to an estimated $108 million in 1985 while expenditures, mainly
interest payments, doubled to $184 million (even after the debt rescheduling).
Thus, from running slight surpluses on the current account prior to indepen-
dence, the country is now running deficits of around half a billion dollars a
year. Grants have usually been able to finance less than a third of this,
forcing foreign debt to increase. Imports have been falling since 1982 due to
the rising debt and reduced amount of foreign exchange.

b. Debt

The country's external debt has increased to an estimated $2.4 billion, which
1s 1.2 times GDP. Debt arrears in November, 1984, prior to the rescheduling,

2 There was a substantial increase in the number of mine workers going to

South Africa in 1985. The number of recruits increased from 42,000 in 1984

to 52,700 in 1985. There was also a 18-19 percent increase in earnings. The
mine recruiting organization, Wenala, estimates likely total earnings in 1986
at R200 million. Sixty percent of this 1is automatically deferred and paid to
the workers by the Bank of Mozambique in meticais. In 1985, earnings from
mine workers were the largest single export earner and possibly equal to the
value of all other exports combined. ;7


http:1980-1.00

Page 9

were six times exports. The ratio of debt to GDP, and the ratio of 1985 debt
service to GDP are the worst of any low-income country and worse than almost
all middle-income countries. The cost of servicing that part of the debt not
in arrears is 1.6 times the total value of exports and service receipts.

Table 2
Distribution of Mozambique's 1984 Debt and
1985 Debt Service

1985 debt
owed to 1984 debt service
OECD 36% 22%
Centrally Planned Economies 31% 29%
OPEC 16% 21%
Multilateral Financial Institutions 8% 2%
Private and Other 10% 26%

c. Monetary Statistics

Table 3 shows trends for three balance of payments indicators: merchandise
trade balance, current account balance (same as merchandise trade balance but
includes earnings of mine workers and transportation system and interest
payments), and basic balance (current account balance plus external grants).
The merchandise trade balance became increasingly negative through 1982,
although it improved slightly since then due to a shortage of foreign exchange
reducing the ability to import. Prior to independence, the merchandise account
deficit was financed by service receipts resulting in a rough current account
balance. The current account deficit also improved slightly from 1982 to 1984
but is estimated to have increased again in 1985. The basic balance gives an
idea of required government financing and shows an estimated large increase in
the amount of financing (or rescheduling) required in 1985 compared to 1984,

The value of the metical is pegged by a formula to the value of a basket of six
currencies: the British Pound, French Franc, German Mark, Portuguese Escudo,
South African Rand, and U.S. Dollar. There has been no change in the weighting
of the currencies in the basket or any devaluation or revaluation; changes in
the exchange rate are caused by changes in the currencies in the basket. Large
increases in the amount of meticais in circulation combined with a limited
number of items for sale have led to a dlscrepancy between the official and the
'unofficial' exchange rates. The official exchange rate is around 40 meticails
to the doilar and 17 meticais to the rand3, The 'unofficial’ exchange rate
varies up to 1,600 meticais to the dollar and 700 meticais to the rand.

The IMF is recommending a major devaluation, 'a multiple, not a percentage
devaluation,' but many in government are not convinced that devaluation will
have a positive impact. They argue that Mozambique's exports will not be

3 Mine workers receive a fixed 20 meticais to the rand, which is a reduction
from the 40 meticais for the rand they used to receive,

77
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stimulated significantly by such a devaluation because production will continue
to be hampered by insecurity and transportation difficulties. Further,
devaluation will increase import prices and 'cause a major hardship for the
urban population.' The argument is that both export and import prices are
essentially foreign currency price inelastic in the current "war-time"
situation. However, at the official exchange rate, many of Mozambique's
exports are simply not competitive on the international market.

Table 3
Balance of Payments 1980-1985 (estimated)
(in millions of U.S. Dollars)

1980 1981 1982 1963 1984 1985 est.

W Trads Balance
Current Account
& Basic Balance

=700

Source: IMF: Mozambique - Staff Report for the 1985 Article IV
Consultation, June 3, 1985

While the government has had to resort to international borrowing to finance
imports, it has resorted to monetary expansion to finance the government budget
deficit. The result has been large increases in the amount of money in
circulation, i.e. 23 percent per year on average since 1Y80. Between 1980 and
1984, the real value of production (GSP) fell by 28 percent. Thus, 129 percent
more money is trying to purchase 28 percent fewer goods.

There are no official price statistics for Mozambique, but the IMF estimated
that batween 1980 and 1984 prices? rose by 6 percent per year or by 26 percent,
The result of higher monetary growth than real growth is usually inflation;
however, with inflation suppressed by price controls, the result has been a
large increase in idle meticais outside the banking sector.

4 As measured by the GSP deflator which captures all produced items and
excludes financial services and public administration,



Page 10

stimulated significantly by such a devaluation because production will continue
to be hampered by insecurity and transportation difficulties. Further,
devaluation will increase import prices and 'cause a major hardship for the
urban population.' The argument is that both export and import prices are
essentially foreign currency price inelastic in the current "war-time"
situation. However, at the officiial exchange rate, many of Mozambique's
exports are simply not competitive on the international market.

Table 3
Balance of Payments 1980-1985 (estimated)
(in millions of U.S. Dollars)

1980 1981

B Trade Balance
Current Account

& Basic Balance

Source: IMF: Mozambique - Staff Report for the 1985 Article IV
Consultation, June 3, 1985

While the government has had to resort to international borrowing to finance
imports, it has resorted to monetary expansion to finance the government budget
deficit. The result has been large increases in the amount of money in
circulation, i.e. 23 percent per year on average since 1980. Between 1980 and
1984, the real value of production (GSP) fell by 28 percent. Thus, 129 percent
more money is trying to purchase 28 percent fewer goods.

There are no officlal price statistics for Mozambique, but the IMF estimated
that between 1980 and 1984 prices4 rose by 6 percent per year or by 26 percent.
The result of higher monetary growth than real growth is usually inflation;
however, with inflation suppressed by price controls, the result has been a
large increase in idle meticails outside the banking sector.

4 As measured by the GSP deflator which captures all produced items and
excludes financial services and public administration. 72
7
G



Page 11

The difference between suppressed inflation (inflation as estimated by monetary
growth) and actual inflation (IMF GSP inflation estimate) ought to be slight in
1985 because of the many price increases. However, the large suppressed
inflation in the 1981-1983 period still will influence future prices. This
analysis estimates that the general price level would need to increase by

123 percent to make up for the suppressed inflation from 1980 to 1984 alone.?
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Table 4
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The structure of price controls was changed in 1982, There are now three types
of prices in Mozambique:

—- prices that are directly controlled by the Council of Ministers,
individual Ministries or Regional Governments;

== prices that are set by a formula based on costs, profit rates and
working margins; and

-~ those prices that are free from direct government control.

5 The methodology being used 1s basically the Quantity Theory of Money, an
identity where money supply times the velocity of circulation is equal to
the value of goods and services: MV=PT. In 1984, "V" was an exceptionally
low 1.05. Problems with the data mean that all the results ought to be
viewed as indicative only.

b
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The 1982 law designated a number of ministries as having key responsibility for
control of certain prices. Under the system, there is room for considerable
flexibility in prices between provinces (to reflect different cost structures
and the needs of producers and consumers in the area). It is also theoretical~-
ly possible to make pri.e changes or remove items from direct price control
more easily. However, a lack of manpower to analyze prices has meant that most
recent price changes have originated from central decisions of the National
Commission for Salaries and Prices which is chaired by the Minister of Finance
and under the Council of Ministers. For a number of ilmported essential
commodities, the landed C.I.F. price is greater than the local price, 1.e. the
government subsidizes these prices.

The National Commission was the responsible organization behind the increase
in many prices last year and the freeing of most fruit and vegetable prices.
There is an on-going discussion with the World Bank on freeing additional
prices; however, because of the political implications of this action, the
decision will be made by the Politburo.

Many wages are also controlled by the government, although the last legislated
change in non-governmental salaries was in January 1980 when the minimums were
increased by 50 percent®. Private sector minimum wages are still low, for
example non-seasonal agricultural workers earn just over 50 meticais per month,
When possible, workers prefer to receive part of their salary in goods.

5. Government Budget

One half of the increase in government spending since 1980 has been on defense
and security. Spending increases combined with declining revenues have led to
increasing government deficits. Beginning with the 1984 fiscal year, total
revenue did not cover recurrent spending.

The government deficit is greater than the figures show since profits from
government enterprises are included in the budget while losses are financed
through the banking system. The internal and external trade organizations have
been the major state enterprises showing profits, while the largest losses have
been from state farms, and operation of the ports and rail lines. The Bank of
Mozambique has requested the government to convert non-performing loans to
grants. The deficit was reduced for some years by sales of government and bank
gold holdings, but this non~tax revenue can not be repeated.

Defense and security absorbed 30 percent of total government spending in 1984
and 44 percent of all recurrent spending. Between 1980 and 1984, 58 percent of
the increase in spending was on defense. Budgetary difficulties have forced
reductions in the capital investment budget. It has dropped from 17 billion
meticair in 1983 to an estimated 8 billion meticais in 1985. This has meant
large reductions on capital spending in agriculture, industry, energy,
transport, communication and construction.

6 Just prior to independence, there were some very large wage increases, over
300 percent, because of strikes and efforts to discourage workers from
leaving the country, or to assist in transferring funds overseas.
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Revenue has been falling because the decreasing availability of items to
purchase has reduced consumption and import tax collections, Reduced profits
of companies (public and private) have also reduced revenue. Recent increases
in the beer and tobacco tax will improve revenue slightly in 1986.

The continuing security problem, and the lack of wage increases for government
employees’ since 1975 will put increasing pressure on the budget in 1986. The
government realizes that the budget cannot sustain the subsidies to many
consumer items or the losses of some state enterprises. There 1s talk of
increases in prices to reflect cost of production. Those firms which cannot be
profitable will be considered for closure or transfer to the private sector.
The large amount of meticais in circulation implies that there is money to pay
taxes. The problem will be finding the way to collect the tax. Very high
import duties on non-essential imports is a possibility, but the lack of
foreign exchange will make this difficult. Improved performance of public
enterprises will take time and is unlikely to have much impact in 1986.

Table 5
Budget of the Government of Mozambique 1980-1985
(in billions of meticais)

B investment Expenditure Current Expenditure B Total Revenue
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Source: Ministry of Finance, Government of Mozambique

6. Manufacturing

Manufacturing accounts for only 5 percent of total employment and 14 percent of
GDP. Manufactured exports are negligible. There are around 300 manufacturing
enterprises, of which two-thirds are in light industry. Over half the

7 There has been a large increase in the number of government employees.
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industrial enterprises, two-thirds of all industrial production, is represented
by nationalized firms or those that were 'intervened,' that is, firms that were
abandoned by their owners at independence and managed by government-appointed
managers., Most industrial production is in Maputo and Beira.

There are many serious constraints to manufacturing development, such as the
acute shortage of skilled people, lack of raw materials, the poor transporta-
tion system, economic mismanagement and the security situation.

Overall, manufacturing output is half that of 1973 with the bulk of the
decrease in the period to 1976 (independence), and since 1980 (the effect of
the drought, security problems and foreign exchange shortages). In 1983, the
food processing and agro-industry sector accounted for a third of total
manufacturing output, while accounting for almost one-half of the sector's
output in 1973. Petroleum refining and hydro-power generation accounted for
only one-quarter of total manufacturing output in 1983 but accounted for

58 percent of 1973 production. The only subsectors which have improved their
output in the last decade have been commercial fishing (up 65 percent to

7 percent of total manufacturing output), textiles (up 39 percent to 6 percent
of the total), and shoes (up 122 percent to 3 percent of the total).

C. The Agricultural Sector

1. Country Wide Situation

Although official statistics are often unreliable, data from various sources
are better now than a year ago. During the last year, three visiting AID teams
(FY 1985 PAAD design, FY 1984 CIP evaluation, and FY 1986 PAIP design) have
compiled an informal data base to supplement other sources. This report is
based on a review of these data supplemented by discussion” .ith GPRM
officlals, foreign technical advisors and private sector farmers.

Estimates of marketed production for the 1985-86 cropping season are now
available and are discouraging for the major cereal crops. For example, the
estimated total marketed production for the period May 1985 through April 1986
is expected to be 46,000 metric tons (MT) of maize and 13,000 MT of rice
compared to 82,000 MT of maize and 19,000 MT of rice for the period May 1984
through April 1985. FAO estimates that the total production of maize, rice and
wheat for the period January to April 1986 will be about 63,000 metric tons
less than the total consumption requirements. Substantial food aid, therefore,
will continue to be required throughout the country.

However, Ministry of Agriculture officials in Chokwe (an area which received
AID-financed commodities under the FY 1984 CIP and will receive commodities
under FY 1985 and FY 1986 CIPs) reported an increase of 12,000 MT of rice in
the 1985 crop over the 1984 crop and expect another increase of 10,000 MT for
the 1986 season over 1985. This information does not agree with the official
estimates for national marketed production and points out the difficulty of
working with the available data sources. Chokwe is an interesting example of
the difficulcries caused by the security problem. The district is secure and
local production is increasing. The discrepancy may be a result of the lack of
security and adequate transportation between Chokwe and Maputo which inhibits
shipments out of the area and thus the production is not recorded as marketed
production.,

N
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In summary, the drastic reductions in production during recent years are
attributable to the drought and the flood conditions, but even more to the
RENAMO insurgency. In addition, the great scarcity of foreign exchange plays a
crucial role in the downward trend in agricultural production which is highly
dependent on imported inputs.

2, Structure of Agriculture

There are basically four subsectors in agriculture. The first, and by far the
largest, consists of the small family-owned farms which practice mixed farming
by growing maize, beans, sweet potatoes, groundnuts, cassava and cashew nuts
and raising some animals. This family sector produces practically all of the
cassava crop, the bulk of the cereal crops and most of the exportable cashew
nuts,

The family sector accounts for nearly 90 percent of the total cultivated area
of about 2 million hectares, and normally assures the livelihood of approxi-
mately 80 percent of the population. There are approximately 1,900,000 family
units nationwide with an average size of 5.5 people. Given favorable weather,
the family sector produces sufficient food (except for wheat and rice) for its
subsistence and a substantial surplus. FAO estimates that about 50 percent of
the marketed production is still supplied by the family sector.

Little is known about the structure, organization, economics and production
techniques of this most important sector. Very little technical assistance or
extension service is given to family farmers, although assistance is increasing
in certain areas. The absence of relevant research and information concerning
soil, water, technology and cultivation for the sector impedes the development
of the family farmer.

The state farm subsector occupies an area of about 140,000 hectares or some

6 percent of the total cultivated land and employs an estimated 150,000
workers, The state farms produced over 35 percent of the total marketed
agricultural production, and received, until recently, more than 90 percent of
government investment in agriculture. The production of speclalized industrial
crops such as sugar, tea, citrus, sisal, wheat, rice and coffee take place
primarily on state farms.

The commercial farm subsector was, during colonial times, the most important
producer of marketed crops, but it has shrunk in size and has received few
production inputs until very recently. Today, commercial farmers cultivate an
estimated 50,000 hectares of highly productive land. These farmers do
remarkably well, in spite of the lack of inputs, and their share in the total
marketed production of foodcrops is currently about 15 percent,

The cooperative subsector cultivates an approximately 12,000 hectares and
contributes between one or two percent of the total marketed production of
foodcrops. This share has decreased during the last two years,

As a result of the decisions made by the Fourth Party Congress the proportions
of production contributed by these four subsectors are changing. The FY 1984
CIP evaluation showed that the output from the private/family sector is
increasing due to an increased amount of land available to the private and
family sectors and an increased availability of inputs and equipment, It is
estimated by MOA officials in the targeted areas of Chokwe and the green zones



Page 16

around Maputo that the AID-financed inputs from the FY 1984 CIP accounted for
around 90 percent of the inputs available to private and family farmers in
those areas. The impact that the CIP program has had on output in Chokwe and
the green zones has been real, but it will take another year for the increases
to show up in the marketed production figures.

3. Agricultural Production

Since independence, agricultural production has not only failed to keep pace
with population growth, but actually declined in absolute terms in 1982, and,
even more sharply, in 1984 and 1985. Cassava is the most important food crop
with negligible amour*s actually marketed since most is used for subsistence
consumption. Marketed production of both maize and rice, the second and third
most important food crops, were in 1983 at two-thirds of their 1980 production
levels. In 1979 a heavy cyclone affected the northern provinces, and in
January 1984 another cyclone caused extensive damage in the south. Starting in
1981, four years of prolonged droughts have caused widespread problems in the
south and central portion of the country. Rainfall in the 1982/83 season was
at levels between one-fourth and two-thirds of the previous 30 year average.
Estimated losses in production from this drought amounted to about US

$80 million. The UN estimates that 4.5 million people have been affected by
the drought, of whom it says 1.7 million were "seriously affected".

Climatic conditions have generally returned to normal and rainfall to date has
been above normal for the 1985/86 season. This would suggest that the decrease
in marketed production results from either shortages in input supplies, lack of
transport or a further deterioration of the security situation in cereal
producing areas. The latter reason is probably a major cause.

Table 6
Mozambique Marketed Production of Major Crops 1979-85

(in thousands of metric tons)

1979 1980 1981 1982 1983 1984 1985(est)

Cashews n.a. n.a. 90.1 57.0 18.1 25.3 n.a.
Sugar n.a. 170.2 177.2 125.8 73.7 39.3 n.a.
Cotton 36.8 64.8 73.5 60.4 23.0 19.7 n.a.
Tea 86.0 90.1 99.2 109.7 51.1 59.8 n.a.
Copra 52.2 37.1 54.3 36,6 30.7 24.8 n.a.
Citrus Fruits 39.0 32.0 36.0 29.1 18.0 n.a. n.a,
Maize 60.0 65.0 78.3 89.0 55.3 82.0 46,0
Rice 56,2 42.8 28.1 41.5 17.1 19.1 12.5

Source: Ministry of Agriculture, GPRM

From 1975 to 1981 agricultural export earnings increased but have declined
since. Major agricultural exports dropped in volume by 41 percent from 1982 to
1983. As shown in Table 6, from 1983 to 1984, production of major export crops
such as sugar, copra and cotton decreased, while production of cashew nuts and
tea increased over the same period.

Livestock production and animal husbandry are not major traditional agricul-
tural activities. Owing to tsetse fly infestation endemic in 70 percent of
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the country, cattle are found mainly in the south, and large losses have
occurred there since 1981 following the droughts, Goats, sheep, pigs and
poultry are raised throughout the country, mainly for family consumption. Some
commercial poultry farms and a few dalry cattle cooperatives also exist. There
appears to be a marked decline in the number of animals in Mozambique because
of the drought, general food shortages and rural insurgency.

One of the few bright spots in the national food production situation is the
availability of fresh produce in the local Maputo (and Chimoia, Nampula and
other) markets. For example, one year ago, the central Maputo market was
virtually closed, with only a few stalls open for business. For the past six
to eight months, the market lot has been practically full to capacity, and
traders have set up stands outside the enclosed market area. The selection of
fresh produce includes most items found in any southern African market. Free
market forces are evidently at work: initial high prices declined in response
to market supply and demand factors. Decreased seasonal supply in December
1985 through February 1986 has predictably led to higher prices.

Discussions with various knowledgeable local officials indicate that the
Increase in availability of locally-grown vegetables 1s a result of a combina-
tion of four factors: (1) the increased availability of inputs to support the
green zones private farmers; (2) the decontrol of vegetable and fruit prices
which supplied the essential incentive to produce; (3) the increased capacity
of the local Maputo area transport system, although still very limited, to move
the produce to market; and (4) the determination and support of the green zones
coordinating committee to make the system work. The availability of the

FY 1984 CIP agricultural inputs (especially seeds and fertilizers) is being
given credit for much of the success of the green zones private farmers'
production program. The CIP has supplied inputs which were not previously
available to target farmers and their produce is getting to markets.

4. Marketing Systems

During colonial times the rural marketing system consisted of some 6000 rural
traders known as cantineiros, usually of Portuguese or Indian origin. The
cantineiros acted as collectors of surplus produce from small farmers and were,
at the same time, the main distributors of agricultural inputs and consumer
goods for the family sector.

After independence, the exodus of the cantineiros resulted in the collapse of
the rural marketing network. Attempts were made to replace the cantineiros
system by government operated "Peoples' Stores". The Peoples Stores experiment
has been abandoned and the GPRM is now trying to reestablish the rural trader
network., However, in the isolated rural areas, traders have not returned, in
part because of lack of incentives and in part because of the lack of security.

The state enterprise, Agricom, was created in April, 1981, to function as
collectors and buyers of cereals at district level throughout the country.
Agricom's physical network consists of 240 fixed buying posts, 65 mobile buying
brigades and 92 warehouses. Where traders do not exist, Agricom has attempted
to pick up the marketing and distribution functions. Most importantly, Agricom
has assumed the marketing functions for most agricultural commodities produced
In the family sector and helps out with the distribution of seeds, basic
agricultural implements and consumer goods.

A
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The inter-regional marketing system continues to deteriorate as Agricom's
transport fleet is victimized by the RENAMO insurgents. Also, Agricom suffers
from poor equipment maintenance, a lack of spare parts and a limited number of
qualified management personnel. As a result, Agricom no longer buys the major
part of the production of the principal cereals. An increasing amount is being
produced for local consumption and used in lieu of wage payment or traded in
the informal local markets.

5. Other Donor Activity

A World Bank Rehabilitation Program of $45 million was approved in 1985 and
delivery of material has begun. The program includes up to $5 million for the
importation of commodities related to agricultural development, principally
tools and seeds. These inputs will not duplicate procurements under the

FY 1986 CIP. The Bank inputs are not geographically targeted and are for
support of the "low input smallholder" agricultural sector. In addition, the
seeds to be imported are for basic food crops such as maize, dry beans, sorghum
and groundnuts and will be made available on a nationwide basis. Finally,
although a sizeable quantity of hand tools is included in the program, the
national stock of all types of agricultural inputs has been so depleted that
the demand will still be far from satisfied.

The FAO has a substantial presence in Mozambique. In addition to its current
activities, it has recently completed an agricultural sector survey mission to
identify future projects for FAO and other donors. The report of this mission,
however, does not present a prioritized analysis of the sector, but suggests
some seventeen different sub-projects covering the whole range of standard
agricultural development activities from soil conservation to seed multiplica-
tion. While the FAO mission recommended an agricultural program of some

$15 million, there is at present no indication of the source of funding for
this program, and rapid implementation of activities recommended by the mission
is not likely.

Other donors, including the European Economic Community (EEC) and the
Scandinavian countries, provide substantial assistance to the agricultural
sector, but mainly for cooperatives, family farmers and refugees in areas other
than the AID targeted regions. Although the PSR programs do not conflict or
compete with other donors' activities, better donor coordination is needed.

For example, the CIP could finance raw materials to private factories which are
receiving IBRD or UNIDO technical assistance. AID is attempting to increase
donor coordination, especially in agriculture, within the present staffing
constraints,

II. PROGRAM BACKGROUND AND ISSUES

A. Private Sector Rehabilitation Program, Phases I and II

AID began regular bilateral assistance to Mozambique in FY 1984 with the
initial obligation of the Private Sector Rehabilitation I (PSR I) Program.,

The program included a CIP component ($6,000,000) and a technical assistance
component ($2,000,000). The purpose of PSR I was to "rehabilitate the private
sector, especilally agriculture, so as to increase food production by selling
currently unavailable inputs to private farmers". The basic agreement between
the GPRM and AID emphasized four policy issues: (a) lessening controls on

~
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producer prices of agricultural commodities; (b) devaluing the local currency
to narrow the gap between the official and parallel market rates; (c) moving
toward greater reliance on the market rather than on public sector agencies
for the allocation of resources; and (d) lessening the dependence of the
economy on parastatals and government enterprises. Except for the issue of
devaluation, which is currently being discussed with the IMF and the World
Bank, there has been significant progress on the other policy issues,

PSR II included a $12,000,000 CIP for the private agricultural sector and
$1,000,000 for technical assistance. The purpose of Phase II was similar to
that of Phase I:

"l. to increase food production and improve its distribution by selling
currently unavailable inputs to private sector farmers and traders; and

2. to assist Mozambique meet critical needs in training and advisory
services required for private sector development and increased food
production."”

The implementation status of the two programs is described in the following
sectilons,

1. PSR I (FY 1984) cIP

The FY 1984 program provided a range of agricultural equipment and inputs
targeted in three areas: the green zones around Maputo, the areas of Manhica
and Marracuene just north of Maputo and the area around Chokwe some 200 km
north of Maputo. The CIP was obligated in September 1984, Procurement under
this program has been completed and virtually all commodities ordered from the
original RFQs are in~country, As a result of the strong U.S. dollar and the
extremely competitive prices (especially from Brazil), the actual cost of
commodities ordered pursuant to the initial RFQs was approximately $1 million
less than planned. These funds were reprogrammed to purchase peanut and
cowpea seeds.

The procurement process set up for the PSR I CIP has been highly successful,
with the exception of the role of the U.S. bank to which the Letter of
Commitment was issued. The procurement process functioned as follows: after
the selection of a supplier based on responses to the RFQ, a Letter of Credit
was 1ssued through the local and U.S. bank branches. Because the U.S. bank was
Ineffective and unnecessary delays were encountered for certain procurements,
the USAID/Swaziland Regional Controller issued Direct Letters of Commitment to
certain suppliers, thus bypassing the banks. At the time of the issuance of
the Direct Letters of Commitment or the Letters of Credit, the importer's
account at the Bank of Mozambique was blocked, and an amount of local currency
equivalent to the C.I.F. price of the commodities calculated at the official
exchange rate was deposited in a special account. The commodities were brought
Into the country and cleared through customs by the importer in a very timely
manner. (The importers have been either parastatal agenclies or private firms,
depending on the particular category of commodity.) Once through customs, the
commodities were turned over to the various distributors who, in turn, moved
them on to the final retail outlets.



Page 20

After considerable discussion with AID, the GPRM agreed to impose a surcharge
for high-value items under both FY 1984 and FY 1985 CIPs. The surcharge
resulted in the final price to the consumer being more than double what it
would have been in the absence of a surcharge. Thus, the final price more
fully reflected the true scarcity value of the high-value item in the local

currency.

At all stages of the distribution process, parastatal and private companies
were used to move the commodities to the final private sector end-user. In the
case of seeds and fertilizers, Boror, an 'intervened' distributor, supplied the
goods to the local unit of the green zones coordination committee, which acted
as the final retailer. The importation and distribution of Ford and Massey~
Ferguson equipment and spare parts were entirely in the hands of the private
sector firms involved. In all cases, accurate records were kept to ensure the
commodities went only to private sector farmers. There were very few delays
once the commodities were off-loaded in Maputo.

A technical evaluation of the FY 1984 CIP was conducted in January 1986 by the
REDSO/ESA Senior Agricultural Officer. He interviewed over 20 farmers in the
Chokwe and Maputo regions and found that the program had a major beneficial
effect and most likely a strong production response, The evaluation indicated
that the program has been effectively and efficiently managed. The commodities
imported were appropriate for the stated needs of the target sector, they
arrived in a timely manner, and they were of good quality. Further, they were
available to the end-~user in time for the next appropriate planting season.

The program has met its documented goals and objectives, There are indications
that the market is starting to have a greater role in resource allocations and
In the rural farming sector in general.

Private commercial and family farmers have in general responded to the avail-
ability of the CIP commodities by increasing agricultural production. Since
other factors were important as well in the production increase, the causal
relationship is not certain. Nevertheless, the fact remains that in January of
1985 there was very little produce in the Maputo markets, and there is now a
good supply and an adequate selection of produce. In the case of the Chokwe
region, the increased production was mainly due to an increased area under
production. Most of the farmers who received tractors were also given
additional land (former state farm land) and the additional land was producing
crops where there were no crops produced before.

In the Chokwe area in 1983 there were only 200 hectares cultivated by the
private sector. Beginning with the "first season”" in 1986 the private/family
sector will plant over 4000 hectares while the area under production on some of
the state farms will be reduced by as much as 30 percent. Inputs are being
officially made available to the private sector for the first time since 197;
and private/family sector production will certainly increase as a result of
these changes.

In addition, the FY 1984 CIP has had a substantial political impact. America
is now seen as the principal benefactor of the Mozambique private/family
agriculture sector in the targeted areas. As a Chokwe farmer expressed it,
"America has given the 'privates' back their pride and we can again hold our
heads up."
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As a result of the increased production by private farmers, some systemic
problems are developing, especially lack of adequate transportation and
marketing. There will be a growing demand for marketing services required for
an ever growing number of independent private producers. The provision of
medium-size and large trucks in the FY 1985 and FY 1986 CIPs should help
alleviate part of the transportation problem,

The most important recommendation of the evaluation was that the program
continue to supply the same kinds of inputs to the same targeted areas and end-
users in sufficient quantities to sustain the present program before expanding
to new areas, target groups, or types of commodities. Also, the evaluation
recommended that the AAO/CIP staff develop an output monitoring system to
measure the CIP generated agricultural production. An end-use monitor has been
hired by the AAO and is developing a system to monitor and evaluate output.

2, PSR II (FY 1985) CIP

The FY 1985 program provided basically the same types of commodities as the
first CIP. PSR II also financed a limited amount of seeds, fertilizer, and
hand tools for areas affected by the drought in central Mozambique. The
program also imported raw materials for private industries which manufacture
local inputs and other products needed by private and family farmers, including
tires, irrigation pipe and hose, and rubber boots. The program continued to
focus on the greater Maputo and Chokwe areas and added a new area around
Xai-Xal at the mouth of the Limpopo River.

The Agreement with the GPRM obligating $11 million for the CIP was i1igned on
August 27, 1985 and amended to add another $1 million in late September 1985.
All Conditions Precedent have been satisfied. The procurement process began
in September, 1985, and most of the awards were made during the period of
November 1985 through February 1986. Fertilizers and most seeds have arrived
in ample time for the second agricultural season starting in April. Agricul-
tural equipment and trucks have been manufactured, and were shipped during
March through April. All procurement actions should be completed and
commodities received prior to the first agricultural season of the next
agricultural year in October, 1986,

Many of the importers involved in the Phase I procurement were also involved in
the FY 1985 procurement process, and the procedures therefore went very
smoothly. The negotlated procurement process was utilized in all procurement
actions that were carried out in Maputo. Two procurements were implemented on
behalf of the GPRM by M/SER/AAM in AID/W, for fertilizer and zinc sheets. The
pool of potential suppliers was larger than for the previous program, as new
firms requested to be included in the solicitation. As of February 15, 1986,
of the $11 million available, $7.4 million has been awarded and Direct Letters
of Commitment have already been issued for one-half of that amount. The
golicitation period has ended for the remaining $3.6 million and terms and
conditions for the commodities to be procured are being finalized.

After evaluating the financing procedures used for the FY 1984 program, mostly
by bank Letters of Credit, the Bank of Mozambique and the AID Affairs Office
decided to use AID Direct Letters of Commitment for most of the procurement
under the FY 1985 program. This decision was based on the need for faster
1ssuance of financing documents to suppliers, and better control of documenta-
tion related to the procurements and disbursements. The USAID/Swaziland
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Regional Controller has been issuing Direct Letters of Commitment for overseas
suppliers and AID/W for U.S. suppliers. The procedure for award and concur-
rence and request for issuance of Direct Letters of Commitment is outlined in
a letter from the AID Affairs Office to the Bank of Mozambique (Annex L).

B. GPRM Economic and Political Initiatives

Since the Fourth Party Congress in 1983, the GPRM has instituted a number of
important reforms which essentially open and liberalize some areas and
functions of the economy, making it somewhat less centrally controlled and
planned. The GPRM initiatives, which greatly influence the potential success
of the PSR programs and demonstrate a sustained movement towards a market-
oriented economy, are briefly outlined in this section.

The impetus for the reforms was the exceptionally poor performance of state
enterprises up to 1983, especially the inability of the state farms to produce
outputs commensurate with the capital invested in them. The country's foreign
debt was rising rapidly, but the foreign exchange to repay the debt was not
being earned. The years of drought in the early 1980s exacerbated the problems
of mismanagement on state farms and lack of resources and support to the
private farming sector and led to very large food aid requirements.

Significant changes since 1983 have not been promulgated all at once, but have
been emerging at a reasonably steady pace. Specific changes and initiatives
have taken place in three main areas: agriculture, non-agricultural enterprises
and macro-economic management.

In agriculture, the primary focus of the reforms was on family and private
commercial farmers, including:

-- shifting land from state farms to private and family farmers,

—-= 1ncreasing resources, both equipment and technical assistance,
available to private and family farmers, and

—-- ending output price controls on almost all fruits and vegetables.

The shift of land from state farms to private and family farms has been concen-
trated in the Limpopo Agro-Industrial Complex in Gaza Province where some
13,000 hectares of state-managed irrigated farmland were shifted. Much of this
land was not under cultivation, but had been reserved for state use. In the
Chokwe region, a considerable amount of uncultivated state land has been given
to the private farmers receiving AID-financed equipment as well as to other
commercial and family farmers who can show that they will utilize the land.

The government has also increased technical services and credit to private and
family farmers. For the first time many of them can receive loans with which
to purchase inputs. It is notable that at the same time that the government
has had to reduce the inputs available to state farms because of a lack of
foreign exchange, it has agreed that AID-financed inputs would go only to
private and family farmers. The AID-financed inputs, especially fertilizer
and seeds, accounted for over 90 percent and in some cases 100 percent of the
avallable inputs for private farmers. In the areas where AID inputs are
directed, the non-state farms have access to more Inputs than the state farms
and thus their share of total production has increased.
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In May 1984, the government initiated an experiment in market pricing in
Zambezia Province and four months later increased some farmgate prices, The
Zambezia experiment was successful, and in May 1985, the GPRM completely
deregulated prices for cassava, sweet potatoes, green maize, fruits, most
vegetables, ducks and turkeys. In addition, it announced higher prices for
maize, groundnuts, beans, wheat, rice, cotton seed, chickens, eggs and beef,
Some of the increased prices are as follows:

Table 7
Changes in Controlled Prices, May 1985
(Meticais per Kg)

Jtem 0l1ld Price New Price
Beef top quality 150.00 300.00
Maize (farmer) 6.00 13.00
Maize (consumer) 9.00 17.50
Cotton 12,50 16.00
Groundnuts (farmer) 15.00 20.00
Groundnuts (consumer) 26.50 30.50
Wheat 4.40 11.50

In October 1985, pig and pork prices were increased as well. The government
1s now considering whether to liberalize fish, white potato, goat and sheep
prices.

It appears that there has been a much greater increase in prices to the
consumer than to the producer for those items where prices were totally freed.
This is probably because of the shortage of transport and transporters to get
produce to market. Less competition for the farmers' output 1s believed to
permit the transporters, wholesalers and retailers to reap most of the benefit
from price liberalization. Nonetheless, many private farmers feel they are
selling more and making more profits since the liberalization.

The GPRM has also made significant changes in the operation of private and
state non-agricultural enterprises:

—- a foreign exchange retention scheme began in 1984 and has since been
expanded whereby firms (public or private) which export in hard
currencies can receive up to 20 percent (or more if needed) of the
export value in hard currency to use as wage incentives or to
purchase needed imports;

== greater freedom in running state enterprises: wages were freed to
an undefined extent, and linked to production so as to boost produc-
tivity; state enterprises are expected to be run along commercial
lines with the obligation to be profitable;

== an ending of the state monopoly on foreign trade which permits some
private firms to engage in import and export activities in competi-
tion with state enterprises;
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== 1increased credit controls on government enterprises whereby they no
longer automatically receive as much credit from the banking system
as they need; thus forcing some state enterprises to constrain their
costs, reduce their loss making activities, increase prices or shut
down;

== 1ncreased electricity tariffs to reduce the losses of the government
enterprise;

== privatization of a number of state enterprises; and
—-- liberalization of foreign investment regulations.

The Ministry of Industry and Energy in November 1984 outlined plans for the
privatization of some nationalized and state 'intervened' firms ('intervened'
firms are those which came under state management after abandonment by their
owners after independence). In 1985, the Ministry sold more than 20 firms to
local private entrepreneurs. The firms range from a water pump factory with
over 100 workers to an asbestos brake lining workshop with 8 workers. The
privatized firms include IMA (zinc roofing and manufacture of irrigation tubes)
which will receive AID-financed zinc sheets in the FY 1986 CIP, Famol (truck
assembly plant), Damodar and Mangaljy (marketing of cashews in Zambezia
Province), the Industrial Springs Co. (springs and suspension parts for trucks
and railway cars) and FARMOL (vehicle radiator manufacture and repair). The
GPRM has asked the Portuguese conglomerate Joao Ferreira dos Santos to take
over all cotton activities from planting to ginning in Nampula Province and is
considering privatizing the local construction Industry. Further efforts to
privatize are constrained by the lack of skilled managers,

The GPRM approved a new, more liberal foreign investment code in August 1984,
following an agreement with OPIC the previous month, In April 1985, Mozambique
hosted an American Trade and Investment Mission. The government has publicized
numerous project proposals, mainly in agriculture and natural resources, and a
few have resulted in new investment.

Lonrho has been allocated 5,000 acres of land in Sofala tc grow cotton as well
as land in Chokwe for vegetables and livestock. Lonrho plans to prospect for
gold in Manica Province, and will manage the Hotel Polana in Maputo and
rehabilitate hotels elsewhere in the country. Contracts have been signed with
Exxon/Shell, Amoco and BP for petroleum exploration. Edlow Resources of the
U.S. signed a protocol for titanium extraction last year. The Zimbabwean firm,
E.C. Meikle, is extracting bauxite in Manica Province on a royalty basis,

In the area of macro-economic management, the government has introduced some
important changes:

== Mozambique joined the IMF and World Bank in September 1984, and
has been discussing policy reform, loans and stand-by facilities
with them;

==  the GPRM tightened its budget and reduced the automatic credit
available to loss making parastatals;

==~ to increase revenue, the government announced major increases
in tobacco and beer taxes; and
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-~ there was a rescheduling of the debt by the Paris Club following
the publication of the government's Economic Action Program for
1984-1986.

C. Program Policy and Issues

1, AID Policy Dialogue

The GPRM has made commendable progress in supporting family and commercial
farmers, in improving the efficiency of certain state enterprises and selling
some to private entrepreneurs and in improving the macro-economic policy
environment. However, many problems remain, especially major pricing, exchange
rate and budgetary issues. In discussions with GPRM officials, AID supports
the leading role of the World Bank and the IMF in negotiations on developing a
realistic price system, realistic value for the metical and further improve-
ments in parastatal and government operation, The GPRM has indicated that
major policy reforms could come as early as July 1, 1986,

AID will continue to support the GPRM's general policy changes in support of
the private sector, while concentrating our own policy dialogue on issues that
most directly influence the main beneficiaries of the AID program, i,e. family
and private farmers. The major objective of the AID policy dialogue will
continue to be to increase the profitability of private farming so as to
provide incentives for higher production. This implies that we will seek
liberalization of more output prices and changes of restrictive farming
practices. For example, additional crop and livestock/meat prices should be
liberalized; required sales to state factorles or required planting of specific
crops reduced; and private transportation linkages improved. Studies of the
effects of the recent output price liberalizations will be completed jointly by
AID and the GPRM before the program is designed for next year to provide a
basis to encourage further price liberalizations.

2. Allocation and Pricing

The allocation and pricing of AID-financed equipment and inputs are closely
linked in the Mozambique context. Increasing the final sales price through a
surcharge 1s still not a market-determined price and the higher price will not
change the allocation process., The ultimate objective is to allow any farmer
with the productive capacity and income potential to purchase agricultural
equipment at market-determined prices.

Under the FY 1984 and FY 1985 CIPs government officials decided which districts
and which farmers within those districts would receive the imported equipment.
This direct allocation process is not much different than what had existed
under the Portuguese. Direct allocations of equipment reportedly are based on
local officials' knowledge of which farmers have the best production records,
can use the equipment effectively and have demonstrated ability to farm. The
current allocation system seems to be, from limited field observations,

working within an acceptable efficiency.

The current allocation system, if it is truly based on production potential
more than “"other" factors, may indeed be the most efficlent system for
Mozambique at this time. However, the apparent success is partly because there
1s so little equipment available to private farmers that there are many farmers
who would use the equipment very productively, alchough perhaps not the most

v y
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productively. As the program comes closer to meeting the demand, at least for
tractors, then the problems of a direct allocation system will become more
noticeable.

During negotiations on the design of the FY 1986 CIP, the GPRM articulated six
specific criteria which willl be used to allocate the equipment imported under
the PSR III program. These criteria signify an important step in specifying
precisely what the criteria are and in quantifying the allocation criteria.
The specific criteria are as follows:

. relationship between physical area and machinery;

» record of success in achieving agreed-upon output targets;
ylelds per hectare;

level of delivery of cereals to mills;

experience and knowledge of using machinery; and

need for new equipment or for wechanization.

W
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To guide future policy, AID and the GPRM will work toward identifying ways to
reduce or gradually change the current direct allocation process, One of the
objectives in supporting the private agricultural sector and increasing
production is to end direct government control and allow the pricing and market
system to work. In the Mozambique context, this may take a long time, but AID
will continue to encourage movement toward a freer market system whenever
possible. There are many ways to reduce the direct allocation scheme, few of
which have been tried in Mozambique. Most of the alternative allocation
schemes will also have problems. A study will be conducted on the current
allocation scheme to determine its overall effectiveness and on experiences in
other countries in moving away from a direct allocation process. This study
will inform AID and the GPRM on the need for changing the allocation schemes
and provide some alternative ideas.

There 1is considerable misunderstanding over the related issue of appropriate
pricing of the AID-financed commodities., Even with the surcharge to increase
the final consumer price, it 1s still a fixed price and basically a guess of
what the real market price would be in a totally free economy. The agricul-
tural price system includes low prices for many inputs and market determined
prices for some outputs which give incentives other than what the government
wants or the economy needs (i.e. farmers buying larger tractors or trucks than
they can economically use because of their low prices). Farmers should decide
what equipment they actually need based on the market-determined costs of the
different pieces of equipment and the expected increase in their incomes.
Since many prices are still fixed in Mozambique, both for outpucs and inputs,
and since there are so few agricultural commodities for the private sector, it
is very difficult to try to determine the true value of equipment and
commodities based on their economic scarcity.

The official exchange rate does not accurately measure the economic cost of
hard currency. The parallel exchange rate in Maputo ranges up to

1,600 meticais to the dollar for minor cash transactions. However, 1in rural
areas and for large equipment, the parallel rate is much less. Field
questioning indicated that all farmers thought the price of 790,000 meticais
(actual price for 65 hp tractors under the FY 1984 CIP) for a new 65 h.p.
tractor to be very cheup; those with no tractor thought it would cost them
about 2-3 million meticais. One farmer had paid 1.4 million meticais for a
very old tractor including its rehabilitation. Small used trucks being sold
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by Mozambicans working in South Africa are selling for 50-75 percent more than
the price of a new small truck under the FY 1984 CIP. Analysis on suppressed
inflation indicates a need for a slightly more than doubling of the general
price level just for the period 1980-1984, Based on the inflation analysis and
anecdotal evidence as described above, a substantial increase in the final
price of all AID-financed equipment is needed although it would only be
conjecture as to what level of increase is needed. Following discussions
during PAAD design, the GPRM realized that the final sales prices for the
AID-funded commodities were too low and agreed to increase substantially the
surcharge for most of the equipment imported under the FY 1985 CIP and to apply
the surcharge to more items. Tractors, seeders, grain shellers and sprayers
will have a surcharge of 100 percent (only tractors had a surcharge applied for
the FY 1984 CIP). Tractor-drawn implements, trucks, pick-ups, motorcycles,
bicycles and motorpumps will have a surcharge of 150 percent. For 65-hp
tractors, the final retail price will be 3.5 times the C.I.F. cost at the
officlial exchange rate. For 8-ton trucks, the final sales price will be

4.2 times the local currency C.I.F. cost. These substantial increases to be
applied to the FY 1985 CIP are an important indication of the GPRM's willing-
ness to make the final sales prices more accurately reflect their true economic
value. These same surcharges will also apply to the FY 1986 program, Based on
conversations with farmers as to what they would be willing to pay, assuming
this is based in part on profit potential of the equipment, the government's
proposal to increase the surcharges and to increase the number of items to
which the surcharge is applied is appropriate at this time.

Prices of the equipment and inputs should not be increased so drastically in
the short term that they reduce the incentives for farmers to expand produc-
tion. A 15-20 fold increase over the C.I.F. price at the official exchange
rate for high-value items would be a very negative incentive for production and
probably lead to the trucks and tractors being sold to only the richest farmers
and not necessarily the best farmers. AID will continue to work with the GPRM
to increase gradually the price until the market price is found, or seek some
other method to assess the market price. Some alternatives include auctions
(either limited to pre-selected farmers or any farmer, or completely open), or
permitting private sector retailing free from constraints, or some other
approach,

3. Transport

Transport is another determinant affecting the success of the AID program,
Increased output from private farmers only helps the country and the farmers if
that output can get to market. The shortage of farm-to-market transport limits
the profit potential, and thus incentive, to the farmer. The freeing of market
prices for fruits and vegetables has apparently led to a situation whereby
farmers are not receiving much higher prices for their produce for a variety of
reasons, but it seems mainly because of limited or non-existent competition for
transport. Prelimindry evidence from limited discussions indicate that the
transporters and retallers are receiving up to 90 percent of the benefits from
the price liberalization. Some GPRM officials view this result as an
indication that price liberalization has failed.

The PAAD design team talked to many farmers who are aware of the higher prices
in the cities and want transport to take advantage of the higher prices,
selling directly to the retailers. This makes sense for the large, commercial
farmers and maybe for groups of farmers or cooperatives whose production
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warrants a large truck. The large number of trucks to be imported under the

FY 1986 CIP is in response to the growing transport problem., However, most
farmers will need to use the larger (8-ton) trucks for marketing produce only a
suall part of the year. In theory, private trangsporters wculd utilize the
large trucks more efficiently than would private farmers. However, since there
1s no free market and since little is known about the private transport sector,
we do not know if this is the case in Mozambique. There are private
transporters in Maputo who have indicated an interest in purchasing trucks with
the understanding that the trucks will be used primarily for transporting
agricultural produce. The GPRM and AID have agreed to sell a small number of
trucks to private transporters under the PSR III program on a pllot basis to
ascertain their effectiveness in increasing marketed agricultural production,

III. PROGRAM DESCRIPTION

A. Program Purpose and Justification

The overall program goal of AID assistance in Mozambique remains basically the
same as described for the Phases I and II prograns. Mozambique continues to be
In an economic worass. The program goal is to promote long-term development
and growth in Mozambique in order to provide stability 1in southern Africa., The
best means of achieving long-term growth 1is through the private sector. The
AID program is supporting the GPRM private sector initiatives and encouraging
further movement toward a market economy. The AID program concentrates
assistance on the private agricultural sector because of the high production
potential, economic importance and unmet need in the sector. The purpose of
the FY 1986 PSR III program is therefore to continue to support the private
agricultural scctor and encourage increased production by providing foreign
exchange for productive inputs needed by private commercial and family farmers,

Because of the lack of foreign exchange and the low priority given private
sector agricultural production since Independence, few inputs have gone to
support the private farmers. Agricultural equipment and inputs provided under
Phases I and II have started the process of revitalizing the private agricul-
tural sector, and the Phase III program will continue this process,

Phase I and Phase II of the PSR program included funds for technical
assistance. The technical assistance funds are being used to assist Mozambique
meet critical needs in training and advisory services required for private
sector development and increased food production. The FY 1986 PSR III does not
include a technical assistance component, but is strictly a CIP, basically the
same as the CIPs for Phases I and II.

Clearly, very serlous problems exist in the Mozambican economy and the imple-
mentation and impact of this program will be constrained by these problems.
Justification for this program rests on the continuing overwhelming needs of
the private sector and the slow, but steady, steps of the GPRM in restructuring
the policies and the economy. Much needs to be changed on the road to a market
economy, but significant development activities in the agricultural private
sector can proceed, and indeed the Phase I program has made an appreciable
impact within the present policy environment. The evolution is in the right
direction -- towards a mixed economy. Although a fully, market-oriented
economy may never develop, the eventual result may be very positive as well as
uniquely Mozambican.
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B. Phase III Commodity Import Program

The FY 1986 CIP of $9,570,000 will be similar to the FY 1985 CIP, i.e. it will
continue to provide foreign exchange to import essential agricultural equipment
and inputs and, where appropriate, raw material to produce inputs locally.,
Private sector producers (family farmers, commercial farmers and, to a limited
extent, cooperatives) will continue to recelve the commodities imported under
the CIP. No assistance will go to the state farms.

The FY 1984 and FY 1985 CIPs concentrated on the agricultural sector and on
certain target areas which have the highest potential. The most serious
problem for private sector farmers was that few, if any, production resources,
such as equipment, spare parts, and inputs, have been availlable, Much of the
agricultural equipment and trucks (to transport produce) in the private sector
were out of service or at the end of their effective 1life span. Further, there
were shortages of basic tools and seeds for all private sector farmers.
Similarly, private agriculture-related industries (food processing and
agricultural input production) were operating at fractions of thelr installed
capacity due to lack of imported raw materials, shortages of spare parts and
loss of both skilled workers and professional management. Finally, in the
family farm sector basic requirements for subsistence production, such as seeds
and hand tools, were in very short supply or just not available,

This is still the case. The commodities imported under the FY 1984 and FY 1985
programs are making a difference, but will fall far short of meeting the needs
even within the specific target regions. The overall demand for agricultural
equipment and inputs, especially by private farmers eager to capitalize on the
higher prices of vegetables and to use the land given them which had been
formerly state farmland, still far exceeds supply. For example, in just one of
the six districts of the green zones around Maputo, there are reported to be
126 private commercial farmers while only one truck and three motorcultivators
were made available to the district through the FY 1984 CIP. One of the few
sources of agricultural inputs and equipment for private sector farmers in the
targeted regions is from the AID program,

Since this is the third year of the PSR program, more emphasis is given in the
FY 1986 program on the long-term economic effects of the CIP-financed commodi-
ties. The first two years started out with a wide variety of primary inputs.
Based on the experience learned, the overall commodity 1list for the PSR III
program (Annex A) concentrates more on tractors, trucks and related spare parts
than prior years and provides more funds for raw materials to increase the
value-added element of the imports. Also, systemic constraints to increasing
agricultural production, such as tramsport, are being addressed through the mix
and ultimate end-users of the commodities.

Based on the analysis above and the results of the FY 1984 CIP evaluation, the
program will again concentrate support in the three regions supported through
the FY 1985 program, namely Chokwe, Xai-Xal and Maputo area which includes the
green zones around Maputo and the districts of Marracuene and Manhica just
north of Maputo. These are high potential areas and the requirements are still

very high compared to the supply.

In addition to the regional emphasis, some commodities (especially raw
materials) not tied to a specific region will also be financed. This includes
raw material for local private sector production of irrigation pipes, truck and
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tractor batteries, tires, and boots. Spare parts for many of the larger items
purchased under the FY 1984 and FY 1985 programs such as tractors, motorculti-
vators, small trucks, implements and seed cleaners will also be procured.
Finally, galvanized zinc sheets for local construction, parts for local
assembly of truck trailers and plastic containers for transport of vegetables
will be purchased. For the manufactured and assembled items and the spare
parts, priority will still be given to the target regions and in any case, will
be sold only to the private sector.

Officlals from the MOA developed a commodity list for the FY 1986 CIP based on
reported continued requirements from the three target regions and on the mix of
commodities from the previous two CIPs. MOA officials and the PAAD design team
Jointly modified the original 1list, on both technical and programmatic grounds,
As mentioned above, the final commodity list represents a greater emphasis on
importation of raw materials for local value-added, on trucks to help alleviate
the increasingly important transport constraint, and on spare parts for
equipment imported under Phases I and II to ensure their continued high level
of use,

As before, private sector firm. or traders are the first choice for distribu-
tion and sale of the inputs. Indeed, interviews with some local traders and
transporters in Maputo indicated that a small, but thriving, private sector
transport industry exists and could be utilized much more than was the case for
the first two CIPs. Higher utilization of private sector traders and
transporters will be an important objective of the FY 1986 program. Two
private firms will handle the purchase, distribution and sale of tractor parts
to commercial farmers. Truck spare parts will also be sold by private dealers.,
Depending on the bid, 1t is also possible that the importation of tractors and
trucks will be handled by the private firms as well. In the target areas where
private traders exist, they will handle local distribution and sale of items
such as hand tools, some seeds and tin sheeting. In areas where traders do not
operate and for larger items, government institutions -- such as Agricom (for
some seeds, hand tools and other small items), Boror (for fertilizer) and the
Ministry of Agriculture itself -- will effect distribution and sale.

The GPRM has requested that AID supply the commodities in time for the start of
the September/Qctober growing season. Although the planned obligation of the
FY 1986 CIP is now early June, many of the items should arrive in time since
the procurement process for the FY 1985 program went quickly and most of the
items to be procured are the same for the FY 1986 CIP.

The proposed $9,570,000 program consists of the following:
1. Commodity Procurements for Target Regilons ($6,732,000)

This portion of the CIP concentrates its support in the same three regions as
last year, Chokwe, Xai-Xai and the area around Maputo, all of which have a mix
of large and medium-sized commercial enterprises and private family farms,

The final commodity 1list (Annex A) shows the planned distribution by region of
trucks, tractors, tractor implements, motorcultivators, knapsack sprayers, and
fuel. The distribution of the major items shown in Annex A represents an
analysis of continued requirements, the technological appropriateness of the
equipment for the region, and production potential., Other commodities targeted
for these regions include irrigation equipment, handtools, seeds, feriilizer,
and protective clothing.
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a. Chokwe Region

First, the CIP will continue to aid the farmers in Chokwe. This is an
impressive irrigated area with over 30,000 hectares in furrow irrigation. It
produces substantial surpluses in vegetables, rice and maize. Production
levels had dropped sharply after independence until just a few years ago,
primarily resulting from the failure of state farms and drought. According to
the Director of the Chokwe Coordination Unit, production of vegetables
increased 50 percent and rice increased 75 percent from 1984 to 1985. He
estimated that the 1986 production of rice will increase by more than

60 percent over the 1985 level. There are approximately 125,000 residents
(25,000 families) in the area. After independence and the fleeing of many
Portuguese, the state took over most of the abandoned irrigated land in Chokwe
and developed large state farms with socialist bloc help. The experience on
these farms has been dismal, with production in many cases running below the
cost of inputs. Consequently, the government has broken up some of these farms
and 1s transferring the land and some equipment to fomily farmers, cooperatives
and larger commercial farmers, AID commodity assistance has helped and will
continue to assist the private sector reestablish itself in this area, increase
the amount of area under production by private sector farmers by using idle
state farm land or newly prepared lands, and increase overall production by the
private sector. For the area, the Chokwe Coordination Unit has extension
agents who work full-time providing assistance only to private sector farmers,
The unit will again have responsibility for coordinating the distribution,
allocation and sale of inputs,

b. Xai-Xai Region

The second target reglon consists of four districts in the area of Xai-Xal, the
provincial capital of Gaza located around the mouth of the Limpopo River. 1In
this region, family and commercial farmers are spread out over a much larger
area than in Chokwe. It 1s estimated that 150,000 family farmers and over

100 commercial farmers could possibly be assisted. The MOA official in Xai-Xai
coordinating the distribution and sale of the FY 1985 commodities has a
detailed 1list of 83 requests for tractors alone and almost that many for
trucks. The level of agricultural production in the Xai-Xai region 1s much
more basic than in Chokwe. There is less irrigated land and much of its infra-
structure is in disrepair. The commercial farming sector 1is relatively small
although in the past year the authorities have started to cede unproductive
state farm land to commercial farmers to use. Also, over 2,500 hectares of
state farm land have been given to private farmers, mainly family farmers, for
their use. The AID-financed inputs are in great demand by family and
commercial farmers for use on the new land. To reflect these requirements,
more hand tools, maize seeds and fertilizer, rather than vegetable seeds and
heavy equipment, will go into this area.

c. Maputo Region

The third area 1s Maputo Province, including the areas of Marracuene and
Manhica north of Maputo and the green zones around Maputo. For Marracuene and
Manhica, a relatively small, but well-organized, group of commercial farmers
will be the principal beneficiaries. They have made intensive use of the AID-
financed equipment under previous CIPs and emergency programs and additional
comnodities are needed to enable them to market mor: vegetzbles and grain to
Maputo. The green zones around Maputo will also receive substantial assistance
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since it is a very productive area and the need is great for small-scale equip-
ment such as small trucks and motorculiivators. Additionally, a substantial
number of family farmers throughout Maputo Province will receive seeds, hand
tools and other basic inputs.

As discussed previously, 10 of the 45 8~ton trucks to be imported under the

FY 1986 CIP will be sold directly to private transporters. The trucks will be

sold on a competitive basis to private transporters who have licenses from the

GPRM to carry agricultural produce to markets from the AID-targeted regions and
have a track record of transporting agricultural produce. This 1s viewed as a

pilot effort and use of these trucks will be as closely monitored as necessary.

2. General Commodities ($2,838,000)

Similar to the :Y 1985 program, AID will import spare parts and raw materials
for local manufacture or assembly of agricultural-related commodities which
will be distributed throughout the country but only for private sector farmers
and mainly in the targeted regions.

a. Spare parts for Tractors, Trucks and other Equipment
($668,000)

Approximately $668,000 will be utilized for spare parts for tractors, motorcul-
tivators, small trucks, tractor implements, and seed cleaners to maintain the
equipment which has been imported under the previous two CIPs and in the case
of tractors and small trucks, to provide the private sector dealers enough
spare parts to repair existing tractors and small trucks owned by private
farmers, An estimated 90 percent of the privately owned tractors are made
elther by Ford or Massey-Ferguson. Based on interviews with farmers and the
local Ford and Massey-Ferguson dealers, private farmers are increasingly aware
of the availability of the AID-financed spare parts (procured under the FY 1984
CIP) and are bringing in old tractors for repair. A motor mechanic repair
specialist, after seeing the state of the tractors still in use, has recom-
mended that the tractor dealers be very selective in repairing old tractors.
However, the farmers themselves are using the market (cost of repairing the
tractor) to determine if they should repair or otherwise discard their old
tractors.

b. Raw Material for Manufacture and Assembly ($2,120,000)

In determining the type and mix of raw materials, the design team and the MOA
analyzed the capacity of companies which received raw materials under the

FY 1985 CIP and the continued requirement of the commodities in the private
agricultural sector. Also, other commodities which were in critically short
supply and which could be manufactured locally were identified and included in
the CIP (raw materials for batteries and steel and other inputs for truck
trailers). The raw materials under the FY 1985 program have not yet arrived;
thus, an analyeis of the manufacture and distribution of planned outputs was
not possible. Nevertheless, all of the known factories which will receive raw
materials under the FY 1986 CIP were visited and evaluated.

About $220,000 will be used for raw materials for the production of irrigation
pipes, hoses and rubber boots by the private firm of Fabrica Continental de
Borracha, SARL (FACOBOL). Around $300,000 worth of raw materials is being
imported by FACOBOL under the FY 1985 program., The plant i1s fully operational
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and the raw materials under the FY 1986 program will assist the plant to
continue to manufacture the vitally needed irrigation pipes and hoses and
rubber boots.

A private battery company, TUDOR, will import $150,000 of raw materials, basic-
ally mixed rubber, lead ingots and separators (a PVC material), to manufacture
truck and tractor batteries. TUDOR is currently working at 30 percent of
capacity. The firm will distribute the batteries through its normal distribu-
tion channel but only for private sector farmers and primarily for the three
target regions.

In addition, $250,000 will be used to import steel and other inputs for the
manufacture and assembly of truck trailers at MAQUINAG, a private company in
Maputo which manufactures a large variety of truck trailers. MAQUINAG will
manufacture 8-ton truck trailers compatible with the 8-ton trucks imported
under the FY 1985 program. For trailers, about 65 percent of the value is
local and 45 percent is imported. The capacity of MAQUINAG is about

400 trailers per year of different sizes and in 1985 they operated at 40 per-
cent of capacity. Approximately 20 truck trailers will be manufactured from
the CIP-funded steel and other inputs and will be sold to the farmers who
purchased the 8-ton trucks imported under Phases I and II.

The FY 1986 CIP will also include $500,000 for the importation of galvanized
zinc sheets for a private company, IMA, to manufacture roofing and other inputs
(buckets, watering cans) for rural households. The zinc sheeting will be used
to manufacture some required consumer items and building materials which are
Just not available in the rural areas.

Finally, as in the FY 1985 CIP, $1,000,000 will be made available to import
nylon for tires (approximately 10 percent of the yearly imported raw material)
for MABOR, the local General Tire affiliate in Mozambique. General Tire
continues to provide an advisory team to assist in plant operation. MABOR has
good management and equipment but just lacks raw materials. The plant not only
makes tires for the local market but also exports, thus earning foreign
exchange.

c. Containers for Storage and Transport

Approximately $50,000 will be made available for the importation of plastic
containers to store and transport vegetables. There 1s a critical shortage of
these low-cost containers and estimates are that about 50 percent of the
vegetables are lost when transported without containers in the medium to large
(3-8 ton) trucks. The design team found that wooden containers are not a
viable option because they are broken up and used for firewood or other
purposes. Also, local private firms are not able to manufacture containers
because they do not have the correct molds, The MOA and AAO will identify
suppliers from nearby Geographic Code 941 countries for the contalners.

As mentioned, the final procurement list for the FY 1986 CIP is shown in
Annex A. Annex B shows a comparison of the items imported under the FY 1984,
FY 1985 and planned FY 1986 commodity import programs. As in the FY 1984 and
FY 1985 CIPs, the specifications for the commodities are suitable for the
growing conditions and technology in Mozambique.

0
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IV, IMPLEMENTATION OF THE COMMODITY IMPORT PROGRAM

A. Responsibilities

AID will finance the procurement of agricultural commodities and industrial
raw materials which are approved by the GPRM for importation by the designated
lmporters, which if possible will be private firms, or if not, parastatal
entities who traditionally import specific categories of commodities. In
Annex A, the designated importers are stipulated for each commodity grouping.

As before, the Commodity Management/Executive Officer (CM/EO) will work with
the designated importers to finalize the terms and specifications for the RFQs
and IFBs. Since the proposed list of commodities is similar to last year's,
specifications for most items are already available, and there will be few
modifications, except for the addition of raw materials for the private
manufacturers. The managers of the factories have had much experience in
lmportation of raw materials, know exactly what they need and will be able

to finalize the specifications in a timely manner.

B. Applicable AID Regulations

AID Regulation One is applicable to all transactions financed by the Grant.
Coples of AID Regulation One are available to importers and potential suppliers
from the AID Affairs Office in three languages: English for South African and
Zimbabwean suppliers; the Spanish version for Portuguese speakers; and the
French edition for certain European representatives.

All procurement will follow the competitive negotiated procurement procedures
set forth in Section 201.23 of AID Regulation One. However, the importer(s)
may elect instead to use the formal competitive bid procedures set forth in
Section 201.22 for specific procurements. This is the only practical way to do
business, as potential suppliers are located in many countries, and the only
practical and reliable way to communicate is by telex. All designated
importers have telex machines, as does the AID Affairs Office, to facilitate
response to suppliers' questions. Utilizing formal tenders would not be a
viable method, as it would require the advertisement in many newspapers in
neighboring countries, as well as a good, rapid mail system. The mail system
in Mozambique is not always reliable and there is only one courier service
currently in Maputo, and the rates are prohibitive,

Formal competitive bid procedures will again be utilized for fertilizer from
the United States. The bulk raw materials for factory production will also
require the issuance of a tender in the United States. Under Regulation One,
Section 201.23(e), Special Importer/Supplier Relations, the CIP will finance
$1,000,000 of tire raw materials for MABOR Tire from General Tires, USA, a part
owner of the local firm. For certain private sector imports, specifically
spare parts, the special supplier-importer relationships will apply, and
competitive bidding will not be required.

Special provisions, as contained in the AID Commodity Eligibility Listing, will
apply to fertilizer and seeds.

All items included in the Commodity Eligibility Listing will be eligible for
financing. Related services, including delivery and insurance policies, are
also eligible, provided that these services are from eligible sources.



Page 35

Transportation costs may be paid for in local currency (not financed under the
grant) provided that the insurance policy for the commodities be issued in a
freely-convertible currency. In addition, all banking charges related to the
1ssuance of letters of credit, if they are used, are to be financed by the
Grant,

The minimum value of transactions will be $10,000, unless otherwise authorized
by the AID Affairs Office.

c. Import Procedures

Once the evaluation of the offers is completed following AID Regulation One
criteria, consensus on the award is obtained between the importer, a represen-
tative of the MOA and the CM/E0, and the awards are made for each category or
group of commodities; a pro forma invoice is then requested of the successful
supplier, usually transmitted by telex. The importer then applies for an
import license, which is obtained within twenty-four hours. The pro forma,
licese, and concurrence of award letter are then submitted to the Bank of
Mozambique by the importer for assignment of a transaction number. With the
transaction number and other documents, the importer can then receive the goods
in the port. Annex L contains a detailed explanation of the import and
financing procedures.

D. Port Clearance and Inland Transportation

Since the agricultural target zones are all within 100 miles of the Port of
Maputo, commodities will be arriving by vessel to Maputo, and then transported
by truck or rail to the designated sites. In addition, commodities originating
from neighboring countries can be delivered by rail or road.

E. Commodity Arrival and Disposition

Experience under Phases I and II has shown that goods are cleared rapidly by
the importer, and then turned over to the designated distributor for onward
transportation to the target zones. The regional authorities of the Ministry
of Agriculture in the target zones receive most of the commodities and are
responsible for distribution to the farmer. These offices maintain complete
records of sale and distribution of all AID financed inputs.

Spare parts for trucks and tractors are stocked by the authorized representa-
tives, who are required to keep the parts separate from their other stock, and
maintain records on sales to each owner in the target zones.

Raw materials are destined for factories in the industrial areas near Maputo,
and will be imported, cleared and transported to the sites by the private
firms,

F. Disbursement Period

Based on previous experience, all evaluation and award actions should be
completed within twelve months of the signing of the Grant Agreement. The
terminal disbursement date will be established at eighteen months after the
signing of the Grant Agreement,
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G. Implementation Schedule

Based on the experience gained during the implementation of the previous CIPs,
the various steps in the procurement process should proceed as follows:

Month, 1986 Action/Activity
June Grant Agreement signed.
June Implementation Letter No. 1 issued.,
June CPs met, Implementation Letter No. 2 issued.

Designated importers finalize text of request for
quotations, obtain approval from AID Affairs Office,
issue RFQs by telex.

Requirements for those items to be purchased in the
U.S. finalized and submitted to M/SER/AAM for issuance
of IFB in the U.S.

July - September Evaluations of quotations made, Direct Letters of
Commitment issued by USAID/Swaziland Regional
Controller and by AID/W for U.S. procurements.

August - December Commodities arrive at the Port of Maputo and are
distributed to private sector farmers in the
designated regions and to local private manufacturers.

H. Required Waivers and RLDC Status

Since the implementation of the first CIP in Mozambique, AAO/Maputo has
requested AID/W to facilitate the determination for the U.N. "RLDC" status
which would allow the program to be authorized for Geographic Code 941
procurement. AAO continues to work for this designation, in conjunction with
the support offices in AID/W, because Mozambique qualifies on an economic
basis, and because this designation would 8implify procurement planning and
implementation, eliminating the requirement to process the requested blanket
Code 941 source/origin waiver,

As RLDC designation has not yet been obtained, all of the following waivers,
based on previous procurement history, will be required to implement the
proposed procurement for this program:

Code Description Value Authority Waiver No.
A, 941 Blanket waiver for $2,500,000 AA/AFR 01
various agricultural
inputs
B. 899 Right hand drive $ 860,000 AA/AFR 02

8-ton trucks

C. 899 Blanket right hand drive § 420,000 A/AID 03
light trucks
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Code Description Value Authority Waiver No.

D. 941 Blanket Shipping and M/SER/AAM 04
Insurance Waiver

E. 899 Diesel fuel and $900,000 DIR, USAID/S 05
lubricants

F. 899 Tractor/truck spare $668,000 DIR, USAID/S 06
parts

G. 899 Irrigation pump sets $500,000 DIR, USAID/S 07

H. 899 Seeds $937,000 DIR, USAID/S 08

All waivers are attached as Annex H.

I. Use of the Private Sector

Activities related to the CIP have involved both the public and private
sectors, in the following areas:

1. Importers: Per Annexes C and D, parastatals and private firms
were both used under Phases I and II. The percentage of commodities imported
by the private sector, by dollar value, increased from FY 1984 to FY 1985 and
the projections for the FY 1986 program show a similar increased percentage
imported by the prin e sector. The GPRM has agreed to a covenant to use
private distributors and importers wherever possible. Since there are no
general private sector lmporters, the approved parastatals will continue to
issue bids and make ' awards. However, once the selection is made, the GPRM
has agreed for th¢ 1986 program that 1f the private firm which handles
distribution of the equipment to be imported has the capability to import, it
will be allowed to import as well as distribute the equipment.

2. Transporters: Per Annexes C and D, parastatals had the
responsibility for distribution for the majority of items. However, it was
demonstrated that this sector did not have sufficient capacity to transport
some of the inputs, especially the quantities of fertilizer from Maputo to
Chokwe, and ads were placed in the local newspaper to attract private trans-
porters for this purpose. The participation of private transporters will be
increased by either establishing a requirement to use private transporters for
certain commodities, or on an informal basis, as had been done during the
FY 1985 program.

3. Distributors: Governmental entities aligned to the Ministry of
Agriculture have been responsible for sale, distribution, and maintaining
records of the disposition of the inputs financed by AID. To a certain extent,
especially for the high valued items, it is advisable to have the Ministry
retain this responsibility. If private distributors or retallers were to have
available AID-financed inputs, such as vegetable seeds, fertilizer and hand
tools, then an accountability system would have to be developed.

4., Factories: For the 1985 program, raw materials were financed
for two private factories, FACOBOL, for production of rubber items, and to
MABOR, for the production of tractor and truck tires. This year there are
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additional proposals, and additional opportunities for AID financing, since,
over the past year, 20 factories have been divested. The factories proposed to
receive raw materials for the FY 1986 program are:

a. MABOR, for additional truck and tractor tires.

b.  FACOBOL, for additional rubber boots and irrigation pipes
and hoses,

¢c. TUDOR, for the manufacture of 4000 truck and tractor
batteries.

d. IMA, for the production of corrugated zinc sheets for
roofing, an incentive good. This factory was proposed by
the government for financing from the FY 1985 program, but
the PAAD team, after visiting the plant, turned down the
request. The factory was in a state of disrepair, and
there was insufficient resident technical expertise. The
FY 1986 PAAD team was again invited to reconsider this
factory, and a dramatic change was evident. The factory
had been turned over to the original owners, who had sent -
a manager who had vorked there until 1978. He has thorough
knowledge of all aspects of the operation, and plans to
have the plant fully operational by April, 1986. It is
recommended that funds be reserved for the importation of
zinc sheets and an AID representative visit the plant again
at the time of obligation to make a final determination of
the acceptability for assistance.

d. MAQUINAG, a large firm which manufactures hospital and
kitchen equipment, school furniture and all types of truck
and tractor trailers, for the manufacture of truck trailers
to fit the 8-ton trucks imported under the previous CIPs.

V.  LOCAL CURRENCY GENERATIONS

A. Status of Special Account from FY 1984 and FY 1985 CIPs

The USAID/Swaziland Regional Controller evaluated the status of the CIP local
currency accounts and Trust Fund in February, 1986, and made a number of
recommendations for the FY 1986 program. The arrangement for making deposits
into the special account for both previous CIPs as specified in the Grant
Agreements 1is that the AID office in Maputo would submit a billing to the Bank
of Mozambique based on a monthly report of disbursements (the W-214 report)
issued by AID/W. The Bank of Mozambique 1is then supposed to deposit the
meticails equivalent into the special account and the required percentages of
the total into the Trust Fund account within 30 days. There are separate local
currency accounts for each year. The exchange rate used for converting the
dollar disbursement by AID into the meticais amount to be paid by the importer
is the official exchange rate on the date of the disbursement by AID,

The current system 1s not working as well as it should for a variety of
reasons:

NN,

NN
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=~  the W-214 report is received two months after issue and the
information contained in it is not accurate,

-= the deposits made by the government are not based on the billings
presented by AID, but some other method that has not yet been

identified, and

-= the bank statements have not been provided to AID on a regular
basis to monitor the local currency inflows into both accounts.

Based on information supplied by the Ministry of Finance, as of February 5,
1986, the GPRM had made deposits totaling 180,512,476.45 meticals for the

FY 1984 CIP (counterpart and Trust Fund) and nothing for the FY 1985 CIP. As
of January 31, 1986, AID had requested them to make deposits totaling
117,357,460.50 meticais for the FY 1984 CIP and 40,791,379.44 meticais for the
FY 1985 CIP. The deposits made by the government do not relate to the billings
provided by AID. An analysis will have to be performed to determine which
bills have been paid and what exchange rates were used.

As agreed during negotiations with the government concerning the surcharge to
be applied to high-value items, the government will deposit the surcharge
amount for the FY 1985 CIP into the special account to be used as mutually
agreed upon. The surcharge amount from sale of the commodities imported under
the FY 1984 program is not required to be deposited into the special account.
The FY 1986 program will require chat amounts generated from the surcharge be
deposited into the special account., Tihe amounts deposited from the surcharges
will be exclusive to the basis for the Trust Fund deposits. The AAO is in the
process of negotiating the most expeditious means of verifying the surcharge
amounts,

An accountant was hired locally by the AAO/Maputo to track all local currency
generations and deposits into the special accounts and Trust Fund accounts.
The GPRM has improved considerably the process for depositing local currency
generatious in the special account and in the Trust Fund since the evaluation
in January, 1986, and the AAO/Maputo is satisfied that deposits are up to date
and accounted for,

To date, no local currency funds from the special account have been disbursed
nor have there been any serious proposals from the GPRM for the use of those
funds. The AAO will work closer with the AID coordinators in the Bank of
Mozambique and the Ministry of Finance to commit and disburse funds for mutual-
ly agreed upon activities. The AAQ will also consider the possibility of using
some of the local currency generations for government budgetary support. This
method of utilizing local currency proceeds is a sensible alternative under
present conditions 1n Mozambique for several reasons. First, projects usually
require foreign exchange resources as well as local currency. Foreign exchange
18 extremely scarce and local currency is not. Second, large amounts of
CIP-generated meticals a. e accumulating and some expeditious way to reduce the
accumulation is in order. Third, the AID Affairs Office will not be staffed
adequately until late 1986 to give full impetus to local currency programming,
One of the major tasks of the new AAC Program Officer will be to program local
currency funds,
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In addition, other donors also have substantial amounts of meticais that they
are trying to program. AID will initiate a study using PMR funds to analyze
the macro-economic implications of various uses of the local currency and to
help define a strategy and plan. Development of a strategy and close oversight
by the Program Officer should facilitate the best use of the local currency
funds,

B. Procedures and Use of Funds for PSR III Program

Based on the experience from the first two CIPs, the USAID/Swaziland Regional
Controller and the AAO/Maputo will negotiate several changes in the procedures
for the FY 1936 CIP-generated local currency. Proceeds from the sale of items
financed by the Commodity Import Program will be deposited in a special account
in a bank agreeable to both AID and the government. Again, 3.5 percent of the
local currency contained in the special account, excluding the amount deposited
into the special account accruing from the surcharge, will be deposited into a
Trust Fund account for local currency costs of operating the AID program in
Mozambique,

For the FY 1986 program, AID will recommend that the system of depositing local
currency generations be changed so that the importer issues a check to the Bank
of Mozambique in meticais based on the C.I.F. amount in the pro forma invoice
from the supplier for deposit into the special account at the time of award.

A copy of the deposit slip for the special account should accompany the
"Concurrence of Award" letter from the Bank of Mozambique., This should have
little impact on the importer since currently the Bank of Mozambique blocks the
Importer's account at the time the importer places the order. A quarterly
review of accounts will be made by the parties to take into consideration the
other charges that might accrue to the actual C.I.F. amount. If an importer
was due a refund, he would apply to the Bank of Mozambique who would then
authorize the Ministry of Finance to issue a check for the refund and the
special account would be adjusted accordingly.

The Ministry of Finance will continue to issue checks on a periodic basis,
agreed to by AID, directly to the AAO for deposit into the Trust Fund.

As discussed above, the AAO will initiate a study to develop a local currency
use strategy and plan, and will make a more concerted effort in the rational
_programming of local currency.

The FY 1986 Authorization legislation contains a specific restriction concern-
ing the use of local currencies generated by CIPs in Africa. Basically, at
least 75 percent of the local currency generated from the sale (thus including
the surcharge) of AID-financed imports must be used for purposes consistent
with regular types of development assistance. To satisfy this requirement, the
AAO will not approve the use of more than 25 percent of total local currency
generations for purposes other than development related activities.

VI. MONITORING, REPORTS AND EVALUATIONS

A, Program Monitoring and Management

The AID Affairs Office in Maputo will have primary responsibility for the
implementation and monitoring of the FY 1986 CIP and will generally maintain
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the management structure developed for the first two commodity import programs,
with the important addition of an end-use monitor.

The commodity import program will be managed by the CM/E0, with the assistance
of a procurement monitor hired under a personal services contract and an end-
use monitor who was hired in mid-March, 1986, also under a personal services
contract. The procurement monitor assists the CM/EO in keeping accurate
computer-generated records, monitoring ali phases of the procurement process
through port arrival and customs clearance and checking on the distribution
process. The end-use monitor is an important addition in ascertaining that the
commodities are being used by private farmers and the level to which the
commodities, especially the equipment, is being used. The end-use monitor will
set up a system to try to ascertain the amount of production response from the
AID-supplied equipment and inputc.

A final commodity list has been approved by all parties (Annex A), including
the amounts for each type of commodity and the geographical distribution.
Importers, working in collaboration with the Ministry of Agriculture, will
prepare the specifications and the requests for quotation. All specifications
for new or different commodities will be finalized before the Grant Agreement
i1s signed.

B. Reports

The reports required under the FY 1986 CIP will be similar to those under the
FY 1985 program. In addition to the shipping and financial reports required by
the standard CIP, the Ministry of Agriculture will continue to provide periodic
status reports indicating the progress in distribution of each type of
commodity imported. The MOA official responsible for the AID program maintains
very close contact with the CM/EO and the CIP monitor on an almost daily basis.
Under the FY 1984 program, the regional authorities have kept very complete
records of the names of farmers who bought equipment sold in the target areas.
The CIP monitor has a 1list of all farmers who received equipment from Phase I
and will likewise have a similar list for farmers who receive Phase II
equipment.

For spare parts, the firms involved keep a detailed record of the private
sector farmers who require repairs to their tractors or who buy spare parts,
Spare parts financed by AID are stored separately and separace 1nventory
records are maintained. Each distributor maintains receipts and inspection
reports, records of claims entered and quarterly sales records identifying area
and type of end-user. This will continue for the FY 1986 program and these
records will be used more extensively by the end-use monitor.

The computer-generated reports by the CIP monitors will continue to form the
basis of a joint program review to be chaired by a representative of the Bank
of Mozambique. The review committee will consist of the AID Affairs Officer,
the CM/E0, officials of the GPRM's implementing agencies, and importers. The
review will monitor program progress, discuss points contained in the reports,
resolve problems which have arisen or can be reasonably foreseen to arise, and
recommend actions for the next quarter's activities. These planned meetings
have been infrequent to date but the AAO/Maputo will strive to maintain the
reviews on a regular basis,
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The CIP monitor and the end-use monitor will compile reports on the procure~-
ment, importation, port clearance, distribution, marketing and eventual
end-uses and major effects of the CIP commodities. These reports will be used
to highlight problems and to monitor success of the progranm,

The AID Affairs Officer will be responsible for the generation and programming
of the local currency account under the CIP. The AAO will ensure that reports
on the selected activities -- similar in content to those required under the
P.L. 480 program -- will be made by the GPRM.

C. Evaluations

An evaluation of the FY 1984 CIP was completed in February 1986. Section II.A,
includes a summary of the evaluation findings and recommendations. The ma jor
evaluation of the FY 1985 CIP is planned for QOctober-November 1986 which is
approximately 16 months after initial obligation of the FY 1985 program, The
evaluation will examine in detail a number of issues which will affect next
year's program. These issues include: success of the allocation process,
production response due to the AID-financed equipment and inputs, productive
use of the CIP commodities, effect of freed output prices on farmer's
decisions, and comparison of final equipment prices to other prices and to
potential profits; as well as the confirmation that the commodities are getting
to the intended beneficiaries. Annex M includes a draft scope of work for the
FY 1985 CIP evaluation. The CIP end-use monitor, working closely with the
Reglonal Economist in Swaziland, has begun four surveys to collect much of the
information required for the evaluation.

The formal evaluation of the FY 1986 CIP will take place approximately

16 months atter obligation and will again survey private commercial farmers and
family farmers to determine the productive use of the imported commodities and
the impact of the equipment and the inputs on increased production and produc-
tivity. The FY 1986 CIP evaluation will utilize the problems and findings as
delineated in the FY 1985 evaluation to make it most valuable to AID.

VII. COMPLIANCE WITH CONGRESSIONAL REQUIREMENTS

The FY 1986 Authorization for AID and the Continuing Resolution for Appropria-
tions contain specific language which relates directly to the Mozambique

FY 1986 CIP. This section briefly delineates how the planned commodity import
program will meet these legislative requirements.

A. Development Criteria

The PAIP for the PSR III program contains a detailed summary of the criteria
included in Section 801(a) of the International Security and Development
Cooperation Act of 1985, which applies to all CIPs in Africa. The PAIP
assessed the PSR III program with respect to these CIP criteria and concluded
that the program meets the legislative criteria (see Annex K). The Grant
Agreement will include a provision concerning the requirement in Section
801(a)(6)(A) that 75 percent of the local currency generated by the sale of the
imports be deposited into a special account and be used for economic
development activities consistent with sections 103 through 106 of the Foreign
Assistance Act of 1961. AID will negotiate with the GPRM to ensure that the

(’//
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surcharge is deposited into the special account for Phase III commodities.
Since the government claims that this tax should go into the general government
budget, AID will be willing to allow up to 25 percent of the local currency
generations, including the surcharge, to be allocated for budgetary support,
less the 3.5 percent to be used for the Trust Fund. The budgetary support
would be a recognition that the surcharge in effect will be returned to the
government, up to the limits as stated above.

B. Support to the Private Sector

The FY 1986 Authorization Act (Section 813A) and the FY 1986 Continuing
Resolution contain specific restrictions on assistance to Mozambique.

Providing commodities solely to private agricultural sector end-users under the
procedures set forth in this PAAD is consistent with the legislative require-
ments. This is confirmed in the PAAD Guidance Cable (Annex E), paragraph 5.

C. Other Restrictions

The FY 1986 Continuing Resolution requires that of the planned amount to be
glven to Mozambique, $5 million of ESF funds be made available only following
democratic elections. The FY 1986 PSR III CIP was originally budgeted for

$15 million. Pursuant to the Continuing Resolution requirements, $5 million of
this is being held. This PAAD authorizes $9,570,000 which includes the budget
deficit reduction of 4.3 percent applied to the remaining $10 million.

In addition, the FY86 Authorization contains special language concerning the
use of grant funds to support U.S. firms when foreign competitors are using
mixed~credit to underbid procurement solicitations. Appropriate language will
be included in the Grant Agreement as required.

AID/Washington has determined that the Mozambique Private Sector Rehabilitation

Program is not subject to the legislative requirement whereby 18 percent of all
CIP commodities must be U.S. agricultural commodities.

VIII. NEGOTIATING STATUS AND CONDITIONS

A. Negotiations

The Bank of Mozambique and the Ministry of Agriculture have agreed to the
privaie sector and reglonal targets of the CIP which are basically the same as
in Phase II with some minor changes. The GPRM has agreed to substantially
increase the final price of most items by increasing the currently applied
surcharge and adding a surcharge for some items for which the surcharge did not
precisely apply. The exact amounts of the increase in the final price of all
commodities will be negotiated prior to the signing of the Grant Agreement.
Notwithstanding these negotiations, the Grant Agreement should be signed soon
after authorization since 1t 1s similar in nature and scope to the Grant
Agreement for the Phase II program.

4
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If democratic elections are neld in Mozambique during FY 1986 in compliance
with the Congressional Contiauing Resolution, a PAAD amendment for an
additional $4,785,000 ($5 million minus the deficit reduction of 4.3 percent)
will be approved at that time and a Grant Agreement Amendment signed.

B. Conditions Precedent and Covenants

The standard conditions precedent and covenants will be included in the Grant
Agreement., However, because of Congressional restrictions and other program
factors, the following covenants will also be required.

1. End Use Covenant. The Grantee covenants that the commodities
imported under the Agreement will be sold or otherwise distributed to the
Mozambique private farming sector, including both commercial and small
farmers and cooperatives, or will be sold to private sector
agriculture-related concerns, including transporters.

2. Importers and Distributors. The Grantee and A.I.D. agree that
best efforts should be made to increase the involvement of private sector
firms in the importation and distribution of commodities financed under
the agreement.

3. Pricing of Commodities. The GPRM agrees that, unless otherwise
agreed by A.I.D. in writing, it will assure, in consultation with A.I.D.,
that the local sale price for A.I.D.-financed tractors, tractor
implements, trucks and other commodities reflects the true economic value
of the items and generates a falr return to capital,

4. Special Account. The GPRM agrees that the amount generated from
any price increases or surcharges in order to comply with the covenant on
pricing of commodities will be deposited into the special local currency
account,

5. Economic Development Activities., The GPRM agrees that, unless
otherwise agreed by A.I.D. in writing, (A) no less that seventy-five
percent of the local currency proceeds required to be deposited into the
special account will be utilized for mutually agreed upon economic
development activities; (B) the balance may be used for these and other
mutually agreed upon purposes; and (C) commodities imported under the
agreement will be used to meet long-term development needs, as more fully
described in implementation letters.

6. Private Voluntary Organizations and the Private Sector. The
GPRM and A.I.D. agree that funds in the speclal account shall be made
available, on a priority basis, to support private voluntary organiza-
tions (PVOs) and the private sector.




MOZAMBIQUE PRIVATE SECTOR REHABILITATION PROGRAX I11; FINAL COMNODITY LIST
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ANNEX A, PAGE 1 OF 2

DO

COoMNODITY ALLOTRENT DISTRIBUTION UNIT INPORTER VALUE GEDG. WAIVER NEGOTIATED 941 SHIP FORMAL 000 SHIP
VALUE Cape NO.
Maputo Xai-Xai Chokwe Total ($)
Tractors $889,500 $889,500  $889,500
S (X2 25 30 15 70 7350 Intersecano $514,500 941 ot
S (41 ) 3 7 10 12000 Intersecanc $120,000 941 01
90 WP 10 10 15000 Interaecano $150,000 941 o1
Tractor lapleaents
Disc Plow, 3 28 30 22 80 630 Interaecano $52,000 941 01
Disc Plow, & 10 10 800 Interaecano $8,000 941 ot
Harrows, 20 discs 28 30 32 %0 500 Intermecano $45,000 941 01
Motorcultivators $175,009 30 S0 3500 Intersecano $175,000 M1 01 $175,000  $175,000
Knapsack Sprayers $37,000 600 200 200 1000 37 Intersecano $37,000 000 $37,000 $37,000
Trucks $1,275,000 $1,275,000 $1,275,000
Eight ton 20 15 10 45 19000 Intersecano $855,000 B899 02
Three ton 35 8 7 30 8400 Intermecano $420,000 B899 03
Diesel Fuel $900,000 300023 1500a3 2500a3 700083 Petrosoc $900,000 899 o4 $900,000  $900,000
Motor Dils 897 o4
Lubricants 899 04
Spare Parts $6468,000 $568,000  $448,000
Tractors
Ford Tecnica Indust  $200,000 899 05
Massey Ferguson Entreposto $230,000 892 05
Nisc. Heavy Equip. $10,000 899 05
Motorcultivators
Yanmar Mecanagro $15,000 B899 05
Trucks
Toyota Uniao Comercia  $50,000 899 05
Nercedes Entreposto $80,000 899 03
Nitsubishi Tecnica Indust  $50,000 B%9 05
Inplesents
Baldan Mecanagro $9,000 899 05
Seed Cleaners
~ Nogueira Necanagro $4,000 B99 05



NOZAMBIQUE PRIVATE SECTOR REHABILITATION PROGRAN I11; FINAL COMMODITY LIST ANNEX A, PAGE 2 OF 2
Coamodity Import Pragrae
brant No. 856-K-401P

COMMODITY ALLOTHENT DISTRIBUTION UNIT IXPORTER VALUE GEOG. WAIVER NEGOTIATED 941 SHIP FORMAL 000 SHIP
VALUE CODE NO.
Maputo Xai-Xai Chokwe Total ($)

Irrigation Equipasat $500,000 EARLI $500,000 $500,000  $500,000
Diesel Pumps 899 06
Accessories 899 06
Hind Tools $400,000 Tradisex $400,000 000 $400,000  $400,000
Fertilizers $1,400,000 Interquimica  $1,600,000 000 $1,600,000 $1,500,000
NPK
Urea
fisa. Sulfate
Seeds $937,000 Interquinica $937,000 899 07 $937,000  $837,000 $100,000
Raw Haterials for $2,170,000 $670,000  $470,000
linc Sheets INA $500,000 000 $300,000  $500,000
Irrigation Pipes and Hases FACOBOL $100,000 000
Truck and Tractor Batteries TUDDR $150,000 000
Truck Trailers 12500 MAQUINAS $250,000 000
Plastic containers $50,000 000
Beots (natural rubber) FACOBOL $120,000 941 01
Tires (nylon) MABOR $1,000,000 000 $1,000,000 $1,000,000
Protective Clothing $18,500 $18,500 000 $18,500 $18,500
Glaves
Overalls
Hasks
TOTAL: $9,570,000 $9,570,000 $7,014,500 $5,914,500 $2,555,500 $3,655,500

\‘\; -
AN



PRGE 1 OF 2 COMPARISON OF CIP PROCUREMENT FOR FYBA, FYBS AND PLANNED FYB5 PROGRAMS ANNEX B
i CHOKNE QUANTITY ! JXAI-XAI QUANTITY § MAPUTO & 62 QUANT. | TOTAL GUANTITY ! TOTAL VALUE d
Category/Line Ites i FYBY FYBS FYB6 ! FYBA FYBS FYBS | FYBA FYB5 FYB6 : FYBA FYB5 FYB56 |  FYBA FY83 FYBé H
1. AGRICULTURAL ECUIPMENT : H ! t i H
: ! : H : H
A. Tractors H ' H i i $4b5,641 $864,800  $959,500 !
65 KP Tractor (+2015P) V% 7 22 6 I 30 ¢ 0 38 2 ¢ 3 100 80 ! H
85-90 HP Tractor (+201SP) : 0 0 10 ¢ 0 0 03 2 0 0! 2 0 10 ¢ H
45-50 WP Tractor (#201SP) I 1] 0 0! 0 0 0! 8 0 0 18 0 0 i !
Loader, 80 HF H 0 0 0 i 0 0 0 i 1 0 0 1 0 0 H
Motolultiv, 12-15 HP, diesel ! 0 0 0 i 0 0 0! 19 0 30 & 19 0 5 :
B. Tractor lsplesents : : ; H PO8323,459  $183,734  $105,000 !
Fixed Disc Plows i 40 27 32 0 3% 3¢ 56 3B 28 9 100 90 : :
Disc Harrows i 0 27 32 ¢ 0 ¥ 30 ¢ S0 3B 23 9 100 90 :
Seeders 0 10 0 0 15 0 50 0 0: 9 25 0! :
Cultivators i 120 20 0 0 15 03 S50 10 0 170 45 0! !
C. Sprayers \ H H H P 869,715 $30,360 $37,000 ¢
Knapsack, 20 1tr. (one nozzle) ! 300 200 200 : 0 200 200 : 100 200 &00 : 400 400 1000 ! :
Power take off (1000 1trs) : 0 0 0 0 0 ¢ 1 0 0! 1 0 0 i
Power take aff (350 1trs) R -} 0 0 i 0 5 0 i 0 0 0 25 3 0 i :
: : : H ' :
D. Ozxen Drawn laplesents i 1500 2500 0 i 0 2500 0 i 0 1000 0 ¢ 1500 4000 0 | $67,063  $242,886 30 @
E. Seed Cleaners, small equip i 1000 75 0 ¢ 80 0 i 0 50 01 100 205 0 1 $243,659  $115,808 $0 !
F. Scales H 0 0 0 ! 0 0 0 @ 250 0 0% 25 0 0 | $85,795 $0 1
6. Protective Clothing : H H H 1 $68,014 $18,500 |
H H H H H H
I1. TRANSPORTATION EQUIPMENT : : ' H H H
H H ! : : i
fi. Trucks : H H t iOS$AL1,240 $1,322,328 $1,275,000
8 Ton, 4X2 (4202 5P) : 0 17 0 ¢ 0 4 151 2 0 20 ¢ 2 21 45 H
2-3 Ton, 4X2 (+201 SP) HE 1 0 7 i 0 38 8 1 4 25 3/ i 40 83 50 i
1 ton pick-ups : 0 0 0 0 0 [ ¢ 10 0o 0 10 0 i H
Motorcycles : 0 7 0! 0 8 ¢ 0 10 I 0 25 0! H
Jeeps : 0 1 0 0 1 0! 0 2 0 0 L 0! :
: H H H H H
B. Other Transportation Equipsent ! ' H i H $0 $0 3
Bicycles H 0 1300 0 i 0 1300 0o 0 1400 0 0 4000 0 $177,000 i
Carts, axle, wheel, chassis ! 0 200 0 0 150 0 ! 0 50 0! 0 400 0 i $160,000 :
S : d i : : '
~— 1. FUEL - Diesel, ltr. : 0 2ail ' 01.25a : 01.1ai : : $0 $1,000,000  $900,000 !
: : H ! ! *



PAGE 2 OF 2 CONPARISON OF CIP PROCURENENT FOR FYBA, FYBS AND PLANNED FY36 PROGRAMS ANNEX B

i CHOKNE QUANTITY : JAI-XAI QUANTITY : MAPUTO % G7 QUANT. ! TOTAL GUANTITY TOTAL VALUE
Category/Line Ites i FYB4 FYBS FYBH ! FYBA FYBS FYBS ! FYB4 FYBS FYBh ! FYB4 FYBS FYBS !  Fymd FYas FYab
H H : : '
IV. SPARE PARTS H : H ! H
Tractor Spare Parts : H H : i $735,900  $300,000  $460,000
Truck Spare Parts H ' : H i $200,000  $180,000
Other Spare Parts H : i : H $28,000
V. IRRIGATION EQUIPNENT i H H ! i $399,992  $500,000  $500,000
A. Matorpump Set (dif. sizes) P13 3% H 0 Z7 i i 3% 9 :
VI. HAND TOOLS : H : H iO$391,933  $629,720  $400,000
VII. FERTILIZER i : ! ' ' §1,429,076 $1,863,083 $1,400,000
N-P-K, 15-30-15 lin WTs) i 1300 2070 : 0 150 | 325 380 {1625 2600 2500
Urea (in HTs) }OIS1S 1200 H 0 700 i 100 100 i 1413 2000 2000 1!
Assonia Sulphate (in NTs) H 0 600 H ¢ 150 i 380 150 i 380 900 900
VIIL. SEEDS i : i ' ' $1,077,349 $2,110,086  $937,000
1X. RAN MATERIAL H H : ' { $0
linc Sheets, Galvanized, 10° (I ! i : H : $999,995  $500,000
Plastic, for containers : H : : : $50,000
For Irrigation Pipes (FACOBOL) ! : i : : $60,000  $100,000
For Truck and Tractor Batteries ! ‘ ' : H $150,000
For Track Trailers (MAQUINAG) ! ' i H { ) $250,000
Rubber for boats ! ! : : H $130,000  $120,000
Rubber for Water Hose ' ! ! H : $110,000
Nylon far tires } ! ! H i $1,000,000 $1,000,000
TOTAL i $5,948,196 $12,000,000 $9,570,000

; ()I
“



TANNEX C, PASE 1 OF &

LIST OF CrMODITIES UNDER PHASE 1 CIP, FY 1984

(?-‘
\:

$10,990.36 -

- o comun weammoes

Distribution
CODITY- Allotasnt ionas Chokwe Total Valus Cade L/C value- Avalilables
Verdes
TS Yraectors T SFI0O000 - == T e s e e - memm——
MotoCultiv, 12-13 WP, diessl . 19 o 19 $104,6816.73 941 $104,816.73 304 ,339.0!
bl . o =i -_ - - T T 3T T 38 $364,348.80 -~ - = - - $360,828.20 - — - o= e
=~ 2 (1] 2 $23,433.00Q
AT P ~-30HP e 10 10 $148,996.80
T " Loader eCH - 1 O - $24,043, 60 -
All awards inc. 20% sp.parts
Tractor laps. 380,000 941 $323,439.02 $36,340.98
Fined Disc Plow
“2disc,— 26" 10 O 18—$9;101.88
4disc, 20" i} 30 40 70 $49,749.56
Sdisc, 28° 2 L] 2 $1,024.67
- —10X Spare Parts— $6,067.61- -
Disc Herrows
“Offast;" 146 dinc; 10 10 O 10—$3,621-80
10 X Gpare Parte $342.18
T 0¢fsat v 20 disc," 20 4 O 2%1,563.67
10X Spere Parts : $4,743.00
Seedors .
2 rows 18 (] 18 $17,363.97
3 rous 2 O ST 407364799
3 rows w/fertillizer - o 40 40 301,004.84
tinc. 1SX Spare Parts)
Cultivators -
7 blades 10 (] 18 $3,336.72
¥ bladew 30 40 70— %16 ,543. 89—
2i blades 2 o 2 $3533.94 -
Hydraulic Rev. Slade (30/30 HP) L] @0 80 $27,348.30
Tractor Sp.Parts
Ford $260,000 $261,396.28 933 $261 ,396.24 ($1,396.24)
Nassey Ferguson— $473;000— "$473,603: 76~——81;3%6: 20—
T C $408,443. %}
$10,4671.67
‘%11 ,66259L
$23,026.91
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LISY OF COMMODITIES UNDER PHASE I CIP, FY 1984

Distribution
COMMODITY Allotment Zonas Chokwe Total Value Code L/C Value Availables
Verdes
T Trucks ‘$420,000 o : . 938 - ——— $411,240.00 --- 98,760.00
‘20% Spare Parts $6,380.00
T— 34 Tare ¢4X2)- 4 40 $310,800.00
o ~ 20X h- [ —— .62. 160.00
T rrigstion €guipi— —"$400;000—~ - T . 933 $399,992.06~ - ~—=8$7s94~
‘Metarmpepe, 47 HF o 13 1S $1.39,9354.00°
‘Electric Pusps, parts 4 o 4 215,654.42
"S- - ‘mobal st s & Access: - 87 TTTN 0t ot 8 SAN, 796 ce—mimee e e e T -
‘Electric & Motorpuaps Y 4 0 7 .%$13,852.00
‘Motorpuape & Access. -] o S $15,973.83
T T "motorpuapes S P & S.Parts— y -~ 13 —832,683.00- --- _— =
‘Notorpusps 10 NP & S.Parts 38 $98,048.00
‘Mttachments & Sp. Parts 1] 39 39 . $27,123.21
Hose 30 asters’, 3/4°° %00 o S00 $4,145.00 941
Hosa, 1", aster 1000 o 1000 $810.00
T T T T Matering cans— 2300— 90— 2300—-$53,950.00
Oxen Or asm Impa. ‘!90.000 f 941 ’67'“2.92 ‘123.737.09 :
TTTTT Harrows-Triangular o 230 230~ $7,226.30— — -
Harrowa-Zi 9-Zag * 0 230 250 $15,852.30
Spare Parte/Harrows $3,351.70 )
CQatsvatorw— 0“500——-300—813;804.45
P2 ovem o 300 300 $18,699.463 I
Spere Farts/Piows & Cultivators : $8,128.56 H
Hand Tools $4350,000 - : : ' ' 941 $391 ,933.23 $38,066.73
frunning Gaws : 18¢o o 1500 $4,725.00
'_hl.l"blt’I'MII‘ ~19000 ' 19000378, 980: 00—
Flat Files, &° 500 o S00 $425.00
Nanuwr-e Fork, 4 teeth 3000 2000 - 7000 $27.990.64
_'"B'C-t‘ﬂ&n:_lrtnth - 10000 O '10000™ %34 ,635. 42 (
Heamar e 2500 - - o 2300 $13,174.94 ‘
Nechate, Strag ght 11000 -~ - 31000 - 12000 $47,903.84 l,
T Gardend Rakes, 8-10 cwwtn v 10000 010000 29, 98954~
$hovels, Pointed, Handle S000 2000 7000 $20,37C.00 :
Prunning Scissors T il - 300 o 300 $2,400.00
T Shovele; Squared; Handly 35000 000 —$20,370. 00 )
Sickles o 11000 11000 -
Matric Tape, 20 2000 o 2000 $43,708.25 "
T Medium Knives 1300 o 1500 $1;129. 00 1*
Seeding Hoes - 300 GRS - 2000 0 2000 $2,122.00 s
Ring Hoes, 110071300 GRS 20000 4000 - 24000 30,338, 00 :

_- Ring Hoes. 910 GRg" - —— °

e
~

~

"19000" TTTTTT 00 10000 $12,376.00

T et mes cHmemes e commw o ..

TEnam ¢ Sev creEES » ® ¢ e
-~
sw
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LIST OF COMMODITIES UNDER PHABE ‘1 CIP, FY - 1984°

Distribution :
COrewDITY Alloteent Zonas Chokwe ' Total Value Code L/C Value Avaiisblaes o=
. Verdes . :
“Tang Hoes, 700 GRS -* " 14000 “°° - 0= 14000 IS 880,00 ~ = =~ e e e Y
Trt.nqhe’r Files, 7* 300 o 3500 $943.00
Fertilizer, MT (Maputo)— — —- =-——-. TT®1,868,000 " ~ome - . e T 000 " < $K;429,076.09 ¢ -- 933;923.91~
Urea = 100 1313 1413
NPK (15-30-19) - 323 1300 1623
T T Asonnius-Bul fate - 80— o300
Fortilizer, MT (Nacala) ° .
TTTT T Ureae T 850 a0 - — T e s et et e
NPK 100 100 :
— ‘OB v $9646,044.193
Freight: 84352,226.63
Insurance: %$10,603.29
Sesds (Kgs) - $706,206 ‘
Cabbage (leproved Globe Y.R.) 440 400 840 $4,116.00 943 $90,709.23 00371,143.49):
T "Pell- Peppara ' (Californta) <30 025084 ,625.00 "
Turnips (Purple Top Globe White) 300 o 300 $810.00 !
Puspkin (Sugar) 3800 o 3800 $14,630.00 i
T Beets” (Detroi t Per¥ected) 1500_‘”""‘0—'1500"‘_84 2930, 00 :
Cor{ ander 20 o 20 $73.00
Radish (Cherry Bell) 100 o 100 $340.00
Cettute (Breat Takes) 800 *4 800%10;,240-00
€99 Fiant (Long Purple) 340 o 340 $3,916.00
Seall Onion (White Lisbon) ‘310 o 310 $7,420.50
T OnionTTTexas Brand) &30 900'—1450'—621‘.025‘.W
Parsley (Forrest Green, Curled) - 150 - o " ' 13 $1,072.30
Collard (Vates Non Heading) 300 ] 300 %1 ,730.00
'_c."rﬂtﬁmlnt.ﬂlyv 1000 U™ ""2000$3;100:00
Cauliflower (Snowball T-4 oaed) 130 o L #1,930.00
Insurance - $299.23
~ Fraight %6 4,390, 00—
Potato . ‘ 31000 200000 231000 $356,7684.42 933 $124,909.42
Cabbage (K. K. Cross) 100 - 100 - 200 $43,400.00 - - .
—"Bar!‘!t—!EQ}'pttln'ﬁlftI: 10000/ 16368003700
Swedish Turnip - : 200 o 200 %$1,100.00
Kale (Galega) : ° T S00 o 300 $2,730.00
Fretight (Rai}r — %690, 00—
Insurance : $1,383.00
Corn (Kalahari) 30000 30000 $32,389.70 933 134 ,744.82
T Bugar- Beans -(Natal?y ¥0000—$53,433: 60
Plack eyed pea 30000 o 30000 $27,686.40
Chick Pea 800 0 800 $1,015.12
=7 Peanute - - - - 600000 - $320,800.00 941 -———---. $706,986.00-~— 1



http:520,00.00
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- - —t.187-0F COMMODITIES UNDER PHABE -I1-CIP,~F¥ -1984 -
Distribution
—COreDITY —Alloteent ——Zonas -Chokwe —Tatal —Value “ode L/C Value-———Availablet—
wm - . venn T e e el - . e e . - v . . . . . .
- -
—— ——Cowpees— . *”m-‘l“"l“o“f—-' - -
Sprayers, . . $117,432 ;. 941 $69,913.03 547 ,7346.93
Knapsack, 20 1. one noxzzle . - 100 300 ‘400 $16,852.00
- Power--take-off—( 1000-1¢trs.)- 1 -0 !-—.4.403. 13 =
Power take off (330 1trs.) o .- 23 $48,639.9%0 . -
Sosd Cleseners/Threshers 243,792 ) $243,439.00 S132. %
—Tractor- Mounted —0 ——70—————-70-8$109,270,00— —
Diesel Engine ‘Q 30 30 $80,%80.00 !
Spare parto o $20,477.00
= Freight - — . $23,851.23
Insurance . %1,480.03 . )
Scales ‘63.500 “s.m.w ‘m.“,

~——Bcales, veg 20K 130 —O0 1350 — 826 ,654.36-

Bcales, 100k8 100 (+ ] 100 $39,140.64
Protective Ci othing :

— ~‘Rubber Boots -- —— 876,630 10000 ————¢@ -*—10000 ~$32,100.00- 941 ———————--$60,073,00 B89 7760 42 —
‘Gloves 110 340 430 $4,133.2% !
‘Overalls 110 340 430 $2,736.06 .

— "Masks, respirators — 110 340- ——430 ---$9,084.97 —

R . . il DT S .- _
~Bank Charges T e e - -— - — . -— - :
TOTAL ALLOCATED: $6,000,000 $35,9460,194.79 $31,803.21



http:ALLOCATED99196.79
http:2,756.06
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- LIST OF COMMODITIES UNDER THE FY 19683 CIP - PHARBE 1] .

. Distrihution Droug. Geog
Commodity Alloteent Chokwe Xai-Xai Maputo Arsas Total Code
-~ -« «Jractors ... o - e e e . STRL,200.00.. ... . _ _ . e e i mmeee - .. EPRUR 4.1
65 WP Tractors 27 3s 3a o 100
20% B.Parts °
" Tractor Spare Partas ST T T T T e e e L 938
8. Fergusaon #130,000.00
Ford_ —FEI0,000.00____
Trector Implesents S, 233.00 943
_______ e Finod disc Plows __ - __ -— e ——— e e s s e o .. R ~  eerem e mms - - ——— - o— .ot o e
2 Dinc, 26° 10 - 20 13 o S3
3 Disc, 28" 9 12 Y4 o 28
——————ee_ 10X_§.Parte :
Disc Harrows .
—— e e e MOut_l..Dl.c_ZZ' - 168 20 138 -0 .93 — o -
Of¢éset 20 disc 20° 9 12 7 o 20
10X 8.Parts
—— e redars
3 Roes 10 13 [+ [+ 25
e ___ 13X _§i,Parts :
Cultivators, 9 Blades ) 20 15 10 as
Hydraulic Rev, Blade 10 30 10 (+] S0
Grain Ghaller 20 23 L+ ] L+ ] 443
20X S8.Parts . .
—_—nen_Drewn mglesents —2242.006.00 —e 981
Plown _ L . 1000 1000 __ 300 .0 _ 2300
Triangul er Herrows 1300 1500 . 300 o 3300
——k_E.Porte
SBamall Manual Equipesent $460,000.00 L o e . 941
——Hand Grindina Mi)llg : 20 o 40 o 80
. Hand @rain Cleaner_ o___. 40 L 0. 40
——Sprayers == $36,760.00 - i 941
Knapsack 20 lts(one noxzzle) T 200 200 200 [ &00
Power Take—off 330 Lts o - [+ [+ 3
—— . 10X _B.Parts _— :
Transportation Equipaant $1,251,108.00 _ . 933
Trucks 4x2 - 8 Tonnes 20 s o K. 23
——Yrucks 2-3 Tonnes (4x2) -9 ) 23 _ (] 63
- Pickup 800 Kgs (4x2) .0 0 10 o 10
c,‘—\' Jeeps SWD 4x4 , 1 .. 1 2 (] . 4
=7 .. . Motoreycles 30 cg e e T LB 000 2% e

[
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LIST OF COMMODITIES UNDER THE FY 1933 CIP ~ PLASE II. .

Distribution Droug. . Geoo

Co-lﬁty ‘ T 'l.\‘llo.tunt Chokwe Xai-Xai Maputo Areas Total Cude
- 20X S.Parta ... Tt e e e e et et el e T — —emccm e
e
Cart Axle/Wnheel /Chassis $160,000.00 200 1350 S0 o 400 941
Bicycfes T T $177.000.00 " “iooo 10007 1000° T o T 3000 T T ar T T T
——Jrucks Spara.Parta_ - —3$200,000, 00. - v —T33
Make A . . . .
Make D
T rum g #1,000,000. 00 o - 941
Dionnl 2000000 1230000 1_0978_26 O 4347826
Irrigation Equipment $300,000.00 ’ 941
Motorpusp Set : 36 27 27 : o 90 -
———— Ring- Hoe-900grs o S000—— 6000 846465 63665 -
Ring MHoe 1100grs 4000 4000 6000 o 14000
tiveding Hoe S00grs » o 1000 o 30000 31000
——— Garden -Rake- 12- Toath— T O 2000——— . O ——— O 2000
Machete,S8%rai ght : 2000 &000 @000 31133 47133
Ranure Fork, 4 Teeth (] 1000 1000 (] 2000
llckln.— ——2 000 4 OO0 O O- 65000
Hatchet, With Handl e - - - 0O . 4000 8000 . 13000 27000
Shovel , Pofinted, With Handl e 2000 - . 1300 BT ¢ ] o 3300
— Ghove) v—Bquare, i th-Hand] o— 2000 2500-— O O—— 4300
Pickaxe - Ce . Q- 1000 ---... ..Q 0 .- 1000.-
San, Prunning (Hand Saw) 1000 . . 0O ... o 0 . 1000
W 2000 S00Cie 1200 Q i 200
File, Flat &° o 1000 0 L] 1000
Hoaner . 2000 - 2000 0 : 0 4000
Rlier. i 0 1000 0. 0 3000
—— Hing® —- - 2000—- 4000 - ) 0-— 6000
. -. Locks . -~ - . 2000.. 2000...... © . 0O ... 4000
—— Radiocks— —2000 4000 [ 0. 6000
Watering cans . 0. 1000..... o - 0. 1000
— Sartilizer_(nT) $1,880,180..00.__. - _000__
NP, 15-30-153 S 2070 . 130 - 390 : o 2600
Urea 1200 700 100 o 2000
Freight . ’
Ineurance

-— me o> semewm

S Semne o e ————— m—— . o - O T ———— v - o— . o


http:4,9532.00
http:177.000.00
http:160,000.00

MXD.PAGESU’S

LI18T OF COMMODITIES UNDER THE FY 1983 CI1P - PHAGE 11 e~ e m————
. - Distribution Droug. Geog -
Comamodi ty Alloteent Chokwe Xai-Xai Maputo Arean Total Code
—~—— . Geeds_ (Kgs)__* __ S201,330.00 ____ T te—eiiceel o . . _ _ 982
Onion (Texas 6rano) S00 90 600 o 1190
Puspkin (Bugar) o 100 320 < 420
*=-----. -Kale (Tronchuda)__ - e e . -—0 __ ___100 -...800 - @ 900 e e e e e L
Cauliflower (Snowball T 4 Nediua) o 40 &0 o 100
Tosato (Roaa) S00 100 330 [+ 1130
— ———— Lettuce _(Great Laken) - Q. 4Q 210 —_—0 =30
Carrote (Chantenay) o 20 330 [+ I30
Sell Pappar (California Wonder ) o 23 323 - ] 30
. Cabbage (Gloria or K.Market)_ __ . .. . 230 7w - 333 ___ ... © &60 M i L
Cucuabier {(Ashley Long) o 10 290 o 300
Egopl ant (Lorg Purplae) o . 10 220 o 230
————. Wateraglon_ (Elortda,el-n.t/m.n:n_m.md’ o o 100 Q -~ 100
Turnip (Purple White Globe) . o o 30 © S0
Freight : -
~=-—-—Insurance____ ————e R L S —— -
Cow-Peas o o 3000 ] 3000
Peanut o o 83000 o 83000
—— .-.Beeds__(Kgs) ——————— 2890,736,00 . 933 __
Green Kale (Galega) o 100 o L] 100
Sutter Beans 100000 33000 91000 © 224000
~——-——— ~.Black-Eye_Psans ___ o___ 0 0___ 23000
Chick- Peas o . 200 0 o 200
Lorn (Kalahari White) o 30000 21000 780000 @31000
—_——Beritc ¢ » White) : (4] )OA O ___264000
Potato (BP: or Up~to-date) 430000 92000 o O 322000
——linc_Sheetsy - 2799, 99%.00 000
~ 2inc Sheets, Galvanized, 12° . . 38000 23000 . 16428 . L9 76628 g
Rew Matorial
Nylen For Tires . $1,000,000. 60 000
Natural Rubber o )
For Boots $130,000. 00 941
For Water Homse 3/a° 81!0,000.00_ . ..
For lrrigation Pipe $60,000.C0
'o'&........... “’.m.m.m
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ACTICN: AID INFO: AMB/LCM CERON T e

VLEOVZCZCMBOZ7S 10C: 067 285

PP RULEMB - 19°JAN 86 2210

DE RUEEC ¥8076/01 0181714 CN: 81552

ZNR UUTUU 2ZE CERG: AID

P 181711Z-JAN 86 DIST: AID

FM SECSTATE WASEDC :

TO0 RUEHTO/AMEMBASSY MAPUTO PRIORITY 0917
RUEHMB/AMEMBASSY MBABANE PRIORITY 6939
BP vt

UNCLES"STATE D16076

AIDAC -

l:O;’IZSSB‘:‘?N‘/r

TAGST

SUBJECT:“ PRIVATE SECTUR HEEAF ITI(656=8201) =~PAAD
GUIDANCE

1.~ ECPR MET AND APPROVED PAIP:ON DECEMBER 17.~ MEETING
VAS CHEAIRED BY DAATSAIERS; AAD/MAPUTO AND o
USAID/SWAZILAND DIEECTUR ATTENDED. " THIS MESSAGE REPORTS
ON" DISTUSSTON"AND CONCLUSTONS REACHED AT ECPR AND -
FOCUSSES™ ON "GUTDANCE FOR THE UPCOMING "EVAEUATIONS AND
PAAD DESIGN. B - "

' 2.KEY ISSUES: ~TEREE IMPORTANT ISSUES "OCCUPTED MOST 0F -
OUR TIME DURING THE REVIEW = (1) PRICING OF CIP-FUNDED ~-
COMMODITIES; (2) FOREIGN ZXTHANGE 'ALLOCATION PROCESS; -
AND (3) "CONDITIONALITY ANT THE ROLE OF TEIS PROGEAM IN
STIMULATING POLICY DIALOGUE. AND PROMOTING REFORM.

A.'?RICTNG}“—THE“PETUTNG"ISSUE"YAS’DISCUSSEDfAT"EENGTH '
VITHOUT ANY TIEAR CONCLUSION. - IMPURTS  SOLD AT PRICES
WELL BELOW "THEIR SCARCITY VALUE LEAD TO WINDFALL PROFITS
AND A MISALLOCATION OF RESOURCES. WE UNDERSTAND THE
DIFFITULTIES OF GETTING THE GOVERNMENT TO MOVE ON-THIS
ISSUE, BUT WE BELIEVE IT IS TENTRAL TO MAKING ANY

PROGRESS "ON "POLICY REFORM. - ACCORDINGLY, WE SUGGEST THAT
TOU PRESS FOR SUBSTANTIAL INCREASES IN THE SURTAXES ON
BIG-TICKET ITEMS. "ALTHOUGH WE DID NOT AGREE TO ANY h
SPECIFIC PROPOSAL FOR THE LEVEL OF SURCHARGES AT THE
ECPR, WE ENCOURAGE YOU TO AIM FOR GETTING THL METICAL ;
PRICE UP TO 50 FERCENT OF THE PARALLEL MARKET RATE ON #

ITEMS"WITE"A UNIT" COST OF DOTLLARS 528 OR MORE.”™ IF THE
GPRM WILL NOT AGREE"TO ADLITIONAL “SURTAXES AT LEVELS
ACCEPTABLE TO THE "MISSION,”YOU HAVE THE AFRICA BUREAU’S"
APPROVAL"TO DELETE BIG-TICKET ITEMS FROM THE COMMODITY
LIST FOR THEE FY86 PROGRAM.

B. CONDITIONALITY: THE ECPR CONCLUDED THAT
CONLITIONALITY, AS TRADITIONALLY VIEWED, SHOULD NOT BE A
PART OF THIS PROGRAM. TEE USE OF TECHNICAL ASSISTANCE
TO_PEFRFORM STUDIES AND CONDUCT ANALYSES WAS DISCUSSED AS
A POSSIBLE APPROACH TO GATHER THE INFORMATION NEEDED FOR

AN
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TEE POLICY DIALCGUE PROCESS. HCOWEVER, GIVEN
SENSITIVITIES REGARDING THE NEW LEGISLATIVE FROVISIONS
REGARDING ASSISTANCE TO TEE PUELIC SECTOR (SECTION £1326)
OF THE FY 86/87 AUTHORIZATION STATUTE, AND THE CURRENT
CONTINUING RESOLUTION) AND THE FACT THAT WE STILL HAVE A
SIZEABLE TA PIPELINE FROM LAST YEAR’S PROGRAM, WE DO NOT
APPROVE THE PROPOSED TA PACKAGE FOR THE FYS6 PROGRAM.

WE WANT TO EMPHASIZE TEAT THIS DECISION WAS BASED ON
CURRENT LEGISLATIVE AND PROGRAM FACTORS AND DOES —NOT
NECESSARILY APPLY TO FUTURE PROGRAMS IN WHICH WE MAY
WISH TO CONSIDER SOME STRONGER TERMS AND CONDITIONS AS™
WELL AS° A ROLE FOR TA IN THE POLICY DIALOGUE PROCESS. -
FURTHERMORE, IN AN EFFORT T0 STAY INVOLVED IN THE POLICY
DIALOGUE PROCESS, WE EXPECT THE MISSION TO ‘CONTINUE T0
gNDERTAﬁE”POLICY'ANALYSES"IND TO DISCUSS FINDINGS WITH

HE. GPRM, - = = ‘

C.:LLIUCITION_PRUCESSf”lT“BEST}’TﬂE‘ETFICIENCY"IND
EQUITYfOF*THE'CURRENT'UOMHODITY"ALLOCATION"PROCESS"IS"
QUESTIONABLE. “"DURING THE UPCOMING EVALUATION "AND PAAD
DESTIGN, “AN"ATTEMPT SHOULD BE MADE TO {ESTTHE HYPOTHESIS
THAT'WE"]RE'REACHING”PBODUCEBS'HHO"ARE"BESPONDING'TO'THE"
INCREASED AVAITABILITY OF "CAPITAL EQUIPMENT AND OTHER
INPUTS. ’VHILE"DIRECT”COREELATIONS'UILL"BE"IMPOSSIBLE"TO
ESTABLISH, WE SHOULD BE ABLE"TO GET  SOME IDEA ABOUT THE
USES"TO WHITH CIP COHMODITIES‘ARE“BEING'PUT.’"LIKEWISE,'
WE SHOULD BE ABLE 'T0 DETEEMINE IF AREAS RECEIVING TIP
ASSISTANCE "HAVE "EXPERIENCED INCREASED AGGREGATE =
PROTUCTION 'WHILE"THESE FINDINGS MAY' NOT BE VERY
'CONCLUSIVE,’THEY'MAY'SATISFY”OUR'CONCERNS”ABOUTfUHETBER
CIP=FUNDED COMMODITIES”ARE‘CONTRIBUTING*TOWTHE"PROGBAH'S“

OBJECTIVES "OF INCREASED PRODUCTIVITY AND FOOD PRODUCTION
AS VELL AS'PRIVIATE”SECTOB'HIVIIALIZITION.~ ' )

3. OTHER"ISSUES/CPNCERNS:

A. RLDC"STATUS:'THE“ECPR“AGREED'TO“EXPIORE'VITH‘]GENCI
POLICY OFFICIALS™ THE POSSIBILITY OF REVISING AGENCY .
POLICY REQUIRING THAT PROCUREMENT UNDER GRANTS TO '
COUNTRIES NOT ON"THE UN LIST "OF RLDCS BE" LIMITED.TO THE
US ONLY, “TO ALLOW CODE "941° PROCUREMENT UNDER GRANTS TO -
MOZAMB1QUE "GENERALLY, ON" THE" GROGND THAT MOZAMBIQUE "
PRIMARILY MEETS THE REQUIREMENTS FOR INDUCTION ON TEE UN
LIST. AN ALTERNATIVE WOULD ®E TO REQUEST A BLANKET
WAIVER TO CODE 941 FROM A/AID UNDER ONE OF THE CRITERIA
'OF HB. 1B, CH. 5B4A; THE LIKFLY ONE  BEING-, QUOTE
CIRCUMSTANCES THAT ARE CRITICAL TO SUCCESS OF PROJECT

- OBJECTIVES UNQUOTE. "IN THIS CASE, A FULL FACTUAL
JUSTIFICATION FROM TEE MISSION WOULD BE REQUIRED,
FOCUSSING ON WHY CODE 941 PROCUREMENT IS CRITICAL TO
PROJECT SUCCESS, RATHER THAN ON QUALIFICATION FOR 'THE UN

1/3 UNCLASSIFIED STATE 018676/01
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LIST. 1IN THE ABSENCE OF EITHER OF THESE, TEE MISSION
SHOULD PROCEED TO REQUEST AND/OR PROCESS (AS AUTHORITY IS
DELEGATED) OUR TRANSATTIONAL WAIVERS REQUIRED, WITE
ADEQUATE FACTUAL™JUSTIFICATICN, UNDER CH. 5B4A CRITERIA.

B. PESTITIDE PROCUREMENT: DUE TO THE STRONG FEELING BY
THE MISSION THAT THE TA ASSOCIATED WITH PESTICIDE
PROCUREMENT PROGRAM WOULD NOT BE MANAGEABLE, ‘TEE ECPR
CONCLUDED THAT 'NO PESTICIDES SHOULD BE PROCURED BY AID AT
TEIS"TIME, "SHOULD CONDITIONS THANGE, TEE EA PREPARED FOR
THE PAIP PROVIDES THE NECESSARY INFORMATION AND ANALYSIS
10 JUSTIFY THE FUTURE PROCUREMENT OF PESTICIDES.  ONLY A
BRIEF UPDATE WOULD BE NEETED. SINCE PESTICIDES WILL NOT
‘BE PRUCURED, AN IEE MUST BE PREPARED "AND SUBMITTED TO THE
BURELU'S"ENVIRONMENTAL“O?TICER“IND'GC/AFR”TOH'APPROVAKJ
gHE'BIUO:HEND]TIUN"TN“THE"IEETSBOUID BE"FOR A CATEGORITAL
ICLUSION. .

C.TDEIEGITTDN‘UI"IUTHDRITYfTUTIUTHORIZE"THE“?YBB"PROGH@HS'

THE “ECPR RECOMMENDED THAT TEE PAAD BE AUTHORI ZED TN THE
PIELD. " SINCE THE IATEST TN (JULY 1985)° NOTIFIED THIS
PROGRAMAS"ONE' MULTI-YEAR DOLS: 38 MILLION PROGEAM = —
COMMENTING IN FYB4, THIS PAAD SHOULD BE TREATED AS AN’
AMENDMENT ;™A DOA FROM “A/AID WILL BE REQUESTED AND =
“FORVARDED SEPTEL: ‘

D. PURPOSE “OF "THE PROGRAM : "THE ECPH' TONCTUDED THAT THE
PURPOSE“STITEMENT-IN'THE’PIID"SHOUID"REFIECT“THE"PH;%%TE'“
SECTOR"SUPPORT FOUUS 0¥ THE PROGRAM. —THISIS CONSISTENT
VITH THE LANGUAGE OF THE AUTHORIZATION LEGISLATION' AND
“THE CR. “ONE 'SUGGESTED FORMULATION WOULD BE.QUOTE 10
. SUPPORT  THE PRIVATE AGRITULTURAL SECTOR THROUGH THE
PROVISION OF COMMODITIES UNQUOTE. -

E. -0.S,~ORIGIN AGNICULTURAL TOMMODITIES: -

SECTION"205 OF ‘THE FYBB/B?'AUTHORIZ]TION'LEGISIAIION
REQUIRES” THAT 18 PERCENT OF ESF-FOUNDED CIPS BE USED FOR
AGRICULTURAL CTOMMODITTES OF U.S. -ORIGIN. - AID/W IS -
CURRENTLY IN THE PROCESS OF DETERMINING HOW THIS WILL BE
IMPLEMENTED. 'WE REQUEST THAT YOU NOTIFY AID/¥W OF THE
AMOUNT  OF ELIGIBLE AGRICULTURAL COMMODITIES (SEE STATE
364607) INCLUDED IN THE PROGEAM PRIOR TO APPROVING THE
PAAD AND AWAIT OUR INSTRUCTIONS REGARDING THIS
REQUIREMENT.

4, EVALUATION GUIDANCE: “THE ECPR, WHILE RECOGNIZING THE
IMPORTANCE OF EVALUATING THE PROGRAM IMPLEMENTATION
CCNCERNS IDENTIFIED IN ANNEX A OF THE PAIP, WANTS TO
EXPANDTEE"SCOPE' OF THE EVALUATION  TO TINCLUDE SOME OF THE
TROUBLESOME CONCERNS EXPRESSED ABOVE. WE REALIZE THAT
ANY EVALUATION METHODOLOGY AND SCOPE MUST BE CONSISTENT
WITH DATA AVAILABILITY AND THE CAPACITY OF TEE MISSION TO
MANAGE THE PROCESS.

2/3 UNCLASSIFIED STATE 01G976/02

AN
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SPECIFICALLY, WE SEE TEE JANUARY EVALUATION AS AN
OPPORTUNITY TO GET A QUICK LOOK AT THE USE OF
CIP-COMMODITIES AND PRODUCTION RESPONSES AND TO IDENTIFY
POSSIBLE IMPROVEMENTS FOR FUTURE PROGRAMS. "HOPEFULLY,
SOME IDEA OF THE EFFITIENCY OF THE ALLOCATION PROCESS CAN
ALSC BE GLEANED AND SOME INFORMATICN CAN BE OBTAINED ON
THE FEASTBILITY OF USING THE CIP AS A LEVERAGING
MECHANISM. 1IN THIS REGARD, WE THINK THAT FARMER
INTERVIEWS SHOULD BE AN INTEGRAL PART OF THE EVALUATION
METHODOLOGY. "~ AMONG OTHER THINGS, -THESE INTERVIEWS SHOULD
COVEN 30CHE POINTS AS: BOW FARMERS OBTAIN EQUIPMENT AND
OTHER INPUTS, HOW COMMODITIES ARE BEING USED, WHAT"
FARMERS"WOULD"EAVE DONE WITHOUT THE CIP. "IN ADDITION,
SOME PRIVATE SECTOR DISTRIBUTORS "AND RETAILERS SHOULD BE
INTERVIEWED TO FIND DUT MORE ABOUT THE ALLOCATION' AND °
PRICING PRUTESSES. '

AN“IMPUHTINT“FEITUHE"DT"TBETUINUKRY"EVAIUATIUN"SBOULD“BE"
THE DEVELOPMENT ' OF A" SET" OF ISSUES 'AND QUESTIONS FOR A
MORE COMPRENENSIVE JULY EVALUATION,” INCLUDING DEFINITION

“UNCLASSIFIED

OF DAT]"REQUIREHENTS}’EVAIUATIUN“METHODOIOGY"TO”BE"USED.
AND A"MECHANISM™FOR' COLLECTING THE NEEDED DATA ° THIS
INFORMATION"SEOULD BE INCORPORATED INTO. THE EVALUATION
PLAN" IN"THE 'F186 PAAD.IN ORDER TO DO JUSTICE TO THE
JANURRY EVALUATION AND STILL HAVE THE TIME TO PLAN FOR
THE. JULY EFFORT, “YOU MAY WISH TO FOCUS TEE INITIAL"
ASSESSMENT ON "BIG-TICKET ITEMS ONLY.

5. FY 1986 AUTHORIZATTION AND APPROUPRIATION LEGISLATION: -
(A)‘”THE”FYBG”LEGISLATION”(SECTION'BlSl)'lND ¥I86° CR, -
BOTH'SEPARATELY"TRANSMITTED‘TO'THE'FIELD;’CONTKIN"'
SPECIFIC RESTRICTIONS  ON ASSISTANCE TO MOZAMBIQUE.
PROVIDING COMMODITIES SOLEY TO PRIVATE AGRICULTURAL
SECTOR END USERS UNDER THE PROCEDURES SET FORTH IN THE
PAIP IS CONSISTENT WITH THE LEGISLATIVE REQUIREMENTS

2/3 “TUNCLASSIFIED "STATE " 218076/02

g
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SINCE COMMODITIES FOR THIS SECTOR ARF MOZAMBIZUE’S MOST
CRITICAL NEEL, AND TEX PAIP PRESENTS & PLAN fOR THE CNLY
VIABLE‘VAY'TO DELIVER THEM.

(B) “THE CR"ALSO REQUIRES THAT ‘DOLS S MILLION OF ESF
FUNTS"NOT BE MADE 'AVAITABLE UNTIL DEMOCRATIC ELECTIONS
ARE HELD. SINCETCONGRESS HAS PREVIOUSLY BEEN NOTIFIED OF
DOLS 15 MILLION "IN ESF FUNDS FOR COMMODITIES, “DOLS 18
MILLION OF IT MAY BE OBLIGATED ¥WITHOUT FURTHER ACTION
UNDER THIS PROVISION. ' ANY LECISION AS TO VEETHER THE
STATUTE HAS BEEN SATISFIED WITH RESPECT TO THE REMAINING -
DOL5""5 MILLION SHOULD BE REFERRED TO WASHINGTON.

6. WE ASSUME THAT YOU ARE STILL PLANNING A  JUNE
OBLIGATION AS SCHEDULED. SHULTZ

B

#8076

3/3 """ UNCLASSIFIED ""STATE ©18976/03



ANNEX F

Mozambique Private Sector Rehabilitation ITT

3(A)2 NONPROJECT ASSISTANCE CHECKLIST

!
The criteria listed in Part A are
applicable generally to FAA funds, and
should be used irrespective of the
program's funding source. 1In Part B a
distinction is made between the
criteria applicable to Economic
Support Fund assistance and the
criteria applicable to Development
Assistance. Selection of the criteria
will depend on the funding source for
the program:

CROSS REFERENCES: IS COUNTRY
CHECKLIST UP TO
DATE? IDENTIFY.
HAS STANDARD ITEM
CHECKLIST BEEN
REVIEWED?

A. GENERAL CRITERIA FOR NONPROJECT
‘ ASSISTANCE -

FY 1986 Continuing Resolution
Sec. 524; FAA Sec. 634A,
Describe how authorizing and

appraopriations committees of
Senate and House have been or

“will-be-notified. concerning . - - A CongreSsional NOtification for<s
the project. this activity was prepared at the time.-
of notification for the pS

2. PFAA Sec. 611(a)(2). 1If in 1985,
further legislative action is
required within recipient
country, what is basis for
reasonable expectation that
such action will be completed
in time to permit orderly”™
accomplishment of purpose of
the assistance? ’

3. FAA Sec. 209 1Is assistance
more efficiently and
effectively given through
regional or multilateral
organizations? 1If No.

R II Program

No further legislative ac
for this assistance.

tion is requirec



5.

6.

-2 -

8o, why is assistance not so
given? Information and

conclusion whether assistance

will encourage regional
development programs. N/A

FAA Sec. 60l(a) Information N/A. Applicable to development loans.

and conclusions whether This is not a Dvelopment loan
assistance will encourage ‘ '

efforts of the country to:
(a) increase the flow of
international trade: (b)
foster private initiative and
competition; (c) encourage
development and use of
cooperatives, credit unions,
and savings and loan
associations; (d) discourage
monopolistic practices; (e)
improve technical efficiency
of industry, agriculture, and
commerce; and (f) strengthen_
free_ labor unions.

PAA Sec., 601(b) Information

-and conclusions on how . - This grant-CIP will bolster the ecomory:-

assistance will encourage U.S. generally and permit increased immorta-
private trade and investment  tion of U.S. and other Code 941 goods and
abroad and encourage private relateq services, as well as investment -in
U.S. participation in foreign. a.strenger more privately oriented~
assistance programs (including Mozambican economy. The U.S. AID Proaram to'
use of private trade channels Mozambique will improve the climate for
and the services of U.S. U.S. business initiatives to that country.

private enterprise).

PAA Sec. 612(b), 636(h); FY

1986 continuing Resolution Provisions in the grant agreement for the
Sec. 507. Describe steps CIP will require the country to utilize

taken to assure that, to the the counterpart local currencies in mufGal-
maximum extent possible, the 1y agreed upon development activities
country is contributing local Pprimarily related to the private agriculu-
currencies to meet the cost of ral sector, including cooperatives, In

contractual and other addition. a negotiated percentage of these
services, and foreign funds will abe available as GPRM trust fundk
currencies owned by the U,s, for administrative uses of the U.S. AID

are utilized in lieu of Affairs office.

dollars.
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7. FAA Sec. 612(d). Does the
U.S. own excess foreign
currency of the country and,
if so, what arrangements have
been made for its release?

8. FAA Sec. 601(e). Will the
assistance utilize competitive
selection procedures for the
awarding of contracts, except
where applicable procurement
rules allow otherwise?

‘9. FAA 121(8). If assistance is
being furnished under the
Sahel Development Program, has
a determination been made that
the host government has an
adequate system for accounting
for and controlling receipt
and expenditure of A.I.D.
funds?

FY 1986 Continuing Resolution
Sec. 533. 1Is disbursement of
‘the assistance conditioned
.8olely on the basis of the
policies of amy multilateral
institution?

10.

FUNDING. CRITERIA FOR NONPROJECT
ASSISTANCE

l. Nonproject Criteria for
Economic Support Fund

a. FAA Sec. 531(a). Will
this assistance promote
economic and political
stability? To the maximum
extent feasible, is this
assistance consistent with the
policy directions, purposes,
and programs of part I of the
FAA?

b. FAA Sec. 531l(c). Will
assistance under this chapter
be used for military, or
paramilitary activities?

No.

N/A.

N/A.

The assistance will permit the GPRM to
increase the productivity of its private
sector, particularly its private agricult
ural sector. This in turn will promote
economic and political stability. In
assisting the Mozambique private sector,
including small private farmers and
cooperatives, AID will help the poor
majority of farmers to participate in a
process of growth through productive work

zZ[}



c. FAA Sec. 531(d). Will ESF
funds made available for
commodity imp--*+ ------- s or
other prograr be
used to genel

currencies? such Yes. At least 75% of such generations
local currenc.ws wc avaslable Wwill be so available.

to support activities

consistent with the objectives

of FAA sections 103 through
1062

d. ISDCA of 1985 Sec. 205,
Will ESF funds made available
for commodity import programs
be used for the purchase of
agricultural commodities of
United States-origin? 1If so,
what percentage of the funds
will be so used?

e. ISDCA of 1985 Sec. 801.
If ESF funds will be used to
finance imports by an African
.country (under a commodity
.import program or sector _
program), will the agreement
require that those imports be
used to meet long-term
development needs in those
.countries in accordance with.
the following criteria?

(i) spare parts and other
imports shall be allocated
on the basis of
evaluations, by A.I.D,.,, of
the ability of likely
recipients to.use such
spare parts and imports in
a maximally productive,
employment generating, and
cost effective way;

(ii) imports shall be
coordinated with
investments in accordance
with the recipient
country's plans for
promoting economic
development, A.I.D. shall

Approximately 21% of .CIP. funds are
planned to be expended for fertilizer

and seeds of U.S. origin. These items

are not censidered U.S.-origin agricultural
commodities for purposes of Section 205

of the ISDCA per 85 State 354607.

1657 A generdl” coVénant will be included
on the subject and a realted PIL will bBe""
issued on how these criteria are met under
CIpP. ‘

See above.

Saaahim.
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assess such plans to
determine whether they will
effectively promote
economic development;

(iii) emphasis shall be
pPlaced on imports for
agricultural activities
which will expand
agricultural production,
particularly activities
which expand production for
export or production to
reduce reliance on imported
agricultural products;

(iv) emphasis shall also
be placed on a distribution
of imports having a broad
_development impact in terms
of economic sectors and
geographic regions;

(v) in order to maximize
the likelihood that the
imports financed by the
United States under the ESF
chapter are in addition to
imports which would
otherwise occur,
consideration shall be
given to historical
patterns of foreign
exchange uses;

(vi)(A) seventy-five
percent of the foreign
currencies generated by the
‘Bale of such imports by the
government of the country
shall be deposited in a
special account established
by that government andg,
except as provided in
subparagraph (B), shall be
available only for use in
accordance with the
agreement for economic
development activities

See above.

See above.

Sggaﬂxwe.

See above.
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which are consistent with
the policy directions of
section 102 of the FAA and
which are the types of
activities for which
assistance may be provided
under sections 103 through
106 of the FAA;

(B) the agreement shall
require that the government
of the country make
available to the United
States Government such
portion of the amount
deposited in the special
account as may be
determined by the President
to be necessary for
requirements—of the United-
States Government. —

€ ISDCA of 1985 Sec. 207.
Will ESF funds be used to
finance the construction of,
or the operation or
maintenance of, or the
supplying of fuel for, a
nuclear facility? If so,

has the President certified
that such country is a

party to the Treaty on the .
-Non-Proliferation of Nuclear
Weapons or the Treaty for the
Prohibition of Nuclear Weapons
in Latin American (the “"Treaty
of Tlatelolco"), cooperates
fully with the IAEA, and
-pursues nonproliferation
policies consistent with those
of the United States?

g. FAA Sec. 609. If
commodities are to be granted
so that sale proceeds will
accrue to the recipient
country, have Special Account
(counterpart) arrangements
been made?

The agreement will so provide.

No.

N/A.

Yes. Special Account arrangements are
in place for this and the two previous
Mozambique CIPs.

SAN
ol
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Nonproject Criteria for
Development Assistance

a. FAA Sec. 102(a); 111; 113;

281(a). Extent to which

activity will (a) effectively

involve the poor in
development, by extending
access to economy at local
level; increasing
labor-intensive production and
the use of appropriate
technology, spreading
investment out from cities to
small towns and rural areas,
and insuring wide
participation of the poor in
the benefits of development on
a sustained basis, using the
appropriate U.S. institutions;
(b) help develop cooperatives,
especially by technical
assistance, to assist rural
and urban poor to help
themselves toward better life,
and otherwise encourage .- :
democratic private and local

governmental institutions; (c)-

support the self-help efforts.

.0of developing countries; (d4)

promote the participation of
women in the national
economies of developing
countries and the improvement
of women's status; and (e)
utilize and encourage regional
cooperation by developing
countries?

~ b. FAA Sec. 103, 103a, 104,

Not Development Assistance.

N/A.

105, 106, 107. 1Is assistance N/A.

being made available:

(include only applicable
paragraph which corresponds to
source of funds used. If more
than one fund source is used
for assistance, include
relevant paragraph for each
fund source.)
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(1) [103] for agriculture,
rural development or
nutrition; if so (a) extent to
which activity is specifically
designed to increase
productivity and income of
rural poor; [103A] if for
agricultural research, full
account shall be taken of the
needs of small farmers, and
extensive use of field testing
to adapt basic research to
local conditions shall be
made; (b) extent to which
assistance is used in
coordination with efforts
carried out under Sec. 104 to
help improve nutrition of the
people of developing countries
through encouragement of
increased production of crops
with greater nutritional
value, improvement of
planning, research, and
education with respect to
nutrition, particularly with
reference to improvement and
-expanded use of indigenously .
produced foodstuffs; and the
undertaking of pilot or
demonstration of poor and
.vulnerable people; and (c)
extent to which activity
increases national food
security by improving food
policies and management and by
strengthening national food
reserves, with particular
concern for--the-needs-of the
poor, through measures
encouraging domestic
production, building national
food reserves, expanding
available storage facilities,
reducing post harvest food
losses, and improving food
distribution.

N/A.

./ﬂ[/
;)
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(2) [104] for population
planning under sec. 104(b) or
health under sec. 104(c); if
80, extent to which activity
emphasizes low-cost,
integrated delivery systems
for health, nutrition ang
family planning for the
poorest people, with
particular attention to the
needs of mothers and young
children, using paramedical
and auxiliary medical
personnel, clinics and health
posts, commercial distribution
Ssystems and other modes of
community research.

N/A.

(3) [105]) for education, N/A.
public administration, or
human resources development;

if so, (a) extent to which
activity strengthens nonformal
education, makes formal
education more relevant,
especially for rural families
and urban poor, or strengthens
management capability of
institutions enabling the poor
to participate in development;
.and (b) extent to which
-assistance provides advanced
education and training of
people in developing countries
in such disciplines as are
required for planning and
implementation of public and
private development activities.

\4) 14Ub) for technical
assistance, energy, research,
feconstruction, and selected
development problems; if so,
extent activity is: (i)(a)
concerned with data

N/a.
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collection and analysis, the
training of skilled personnel,
research on and development of
suitable energy sources, and
pilot projects to test new
methods of energy production;
and (b) facilitative of
geological and geophysical
survey work to locate
potential oil, natural gas,
and coal reserves and to
encourage exploration for
potential o0il, natural gas,
and coal reserves.

(ii) technical cooperation
and development activities,
especially with U.S. private
and voluntary, or regional and
international development,
organizations;

.(iii) research into, and
evaluation of, economic
development processes and
techniques;

(iv) reconstruction after
natural or manmade disaster;

(v) for special development
problems, and to enable proper
utilization of earlier U.S.
infrastructure, etc.,
assistance;

(vi) for special development,
especially small
“labor-intensive enterprises, -
marketing systems, and
financial or other
institutions to help urban
poor participate in economic
and social development.

[/‘/
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(5) [107] 1is appropriate
effort placed on use of
appropriate technology?
(Relatively smaller,
cost-saving, labor using
technologies that are
generally most appropriate for
the small farms, small
businesses, and small incomes
of the poor.)

c. FAA 118(c) and (d). Does
the assistance comply with the
environmental procedures set
forth in AID Regulation 16,
Does the assistance take into
consideration the problem of
the destruction of tropical
forests?

"d. FAA Sec. 281(b) Describe-
extent to which the activity

- recognizes the particular
needs, desires, and capacities
of the people of the country;
utilizes the country's
intellectual resources to
encourage institutional
development; and supports
civic education and training
in skills required for
effective participation in
governmental and political
processes essential to
self-government.

e. FAA Sec. 122(b) Does the
activity give reasonable
promise of contributing to the
development of economic
resources, or to the increase
of productive capacities and
self-sustaining economic
growth?

" N/A

N/A.

'N/A.

N/A.

N/A. .
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5C(3) - STANDARD ITEM CHECKLIST

Listed below are the statutory items
which normally will be covered
routinely in those provisions of an
assistance agreement dealing with its
implementation, or covered in the
agreement by imposing limits on
certain uses of funds.

These items are arranged under the
general headings of (A) Procurement,
(B) Construction, and (C) Other
Restrictions.

A. Procurement

1. FAA Sec. 602, Are there
arrangements to permit U.S.
:small business to
"participate equitably in the
"furnishing of commodities

-and services financed? ‘ Yes.

FAA Sec, 604(a). Will all
procurement be from the U.S.

except as otherwise

determined by the President

or under delegation from Yes.
him?? N

3. FAA Sec. 604(d). 1If the
cooperating country Yes.
discriminates against marine
insurance companies
authorized to do business in
the U.S., will commodities
be insured in the United
States against marine risk
with such a company?

4, FAA Sec. 604(e); ISDCA of
1980 Sec. 705(a). If
offshore procurement of
agricultural commodity or
product is to be financed,
is there provision against
such procurement when the
domestic price of such
commodity is less than
parity? (Exception where
commodity financed could not
reas?nably be procured in
u.s.

Yes.

7
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FAA Sec. 604(g)., Will

construction or engineering
services be procured from
firms of countries which
receive direct economic
assistance under the FAA and
which are otherwise eligible
under Code 941, but which
have attained a competitive
capability in international
markets in one of these
areas? Do these ‘countries
permit United States firms
to compete for construction
or engineering services
financed from assistance
programs of these countries?

FAA Sec. 603, Is the

shipping excluded from
compliance with requirement
in section 901(b) of the
Merchant Marine Act of 1936,
as amended, that at least 50
per centum of the gross
tonnage of commodities-

- (computed separately for dry

bulk carriers, dry cargo
liners, and tankers)
financed shall be
transported on privately

.owned U.S. flag commercial

vessels to the extent such
vessels are available at
fair and reasonable rates?

FAA Sec. 621, If technical

assistance is financed, will
such assistance be furnished
by private enterprise on a
contract basis to the
fullest extent practicable?
If the facilities of other
Federal agencies will be
ntilized, are they
particularly suitable, not
competitive with private
enterprise, and made
available without undue
interference with domestic
programs?

N/A.

No. Through CIP provisions and
and AID monitoring of commodity
shipments,. .section 901(b) will be,
complied with.

N/A.-



8. International Air
Transgortation Fair
Competitive Practices Act,
1974. If air transportation
of persons or property is
financed on grant basis,
will U.S. carriers be used
to the extent such service Yes.
is available?

9, FY 1986 Continuing
Resolution Sec. 504, 1If the
U.S. Government is a party
to a contract for
progurerzent,tdo'es the g/A- CIP transactions are under
contract contain a provision ost coun { 4
authorizing terminagion of try purchasing arrangements .
such contract for the
convenience of the United
States?

Rm. Construction

1.. FAA Sec. 601(d). If capital
(e.g., construction) N/A.
project, will U.S.
engineering and professional
services be used?

2. FAA Sec. 6l1l(c). 1If
contracts for construction
are-to be financed, will
they be let on a competitive
basis to maximum extent
practicable?

N/A.

3. FAA Sec. 620(k). If for
construction of productive
enterprise, will aggregate
value of assistance to be N/A.
furnished by the U.S. not
exceed $100 million (except
for productive enterprises
in Egypt that were described
in the CP)?

%K
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Other Restrictions

1.

2,

FAA Sec. 122(b). 1If

development loan, is
interest rate at least 2%
per annum during grace
period and at least 3% per
annum thereafter?

FAA Sec. 301(d). If fund is
established solely by U.S.
contributions and
administered by an
international organization,
does Comptroller General
have audit rights?

FAA Sec. 620(h). Do
arrangements exist to insure
that United States foreign
aid is not used in a manner
which, contrary to the best

interests of the United

States, promotes or assists_
the foreign aid projects or
activities of the

‘Communist-bloc countries?-

Will arrangements preclude

-use of fimancing:

a. PAM Sec. 104(f); FY 1986

Continuing Resolution
Sec. 526. (1) To pay
for performance of
abortions as a method of
family planning or to
motivate or coerce
persons to practice
abortions; (2) to pay
for performance of
involuntary
sterilization as method
of family planning, or
to coerce or provide
financial incentive to
any person to undergo

N/A.

N/A.

(1) Yes.

(2) Yes.

/

1
'

/



b.

e,
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sterilization; (3) to
pay for any biomedical
research which relates,
in whole or part, to
methods or the
performance of abortions
or involuntary
sterilizations as a
means of family
planning; (4) to lobby
for abortion?

FAA Sec. 488, To

reimburse persons, in
the form of cash
payments, whose illicit
drug crops are
eradicated?

FAA Sec. 620(q). To

compensate owners for
expropriated.
nationalized property?

FAA Sec. 660. To

provide training or
advice or provide any-
financial support for
police, prisons, or
other law enforcement
forces, except for
narcotics programs?

FAA Sec. 662. For CIA

activities?

FAA Sec. 636(i). For

purchase, sale,
long-term lease,
exchange or guaranty of
the sale of motor
vehicles manufactured
outside U.S., unless a
Ww.iver is obtained?

(3) Yes.

(4) Yes.

Yes.

YEs.

Yes.

Yes.

Yes. The Southern Africa light-
weight vehicle waiver for CY1986
will apply to CIP transactions.
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FY 1986 Continuing
Resolution, Sec. 503.

To pay pensions,
annuities, retirement
pay, or adjusted service
compensation for
military personnel?

FY 1986 Continuin
Resolution, Sec. .05.

To pay U.N. assessments,
arrearages or dues?

FY 1986 Continuing
Resolution, Sec. 006.
To carry out provisions
of FAA section 209(d)
(Transfer of FAA funds
to multilateral
organizations for
lending)?

FY 1986 Continuing
Resolution, Sec. 51l0.
To Iinance the export of

.nuclear equipment, fuel,

or technology?

FY 1986 Continuing
Resolution, Sec. .ll.

- For -the purpose ot

aiding the efforts of
the government of such
country to repress the
legitimate rights of the
population of such
country contrary to the
Universal Declaration of
Human Rights?

FY 1986 Continuing
Resolution, Sec. .16,

To be used for publicity
or propaganda purposes
within U.S. not
authorized by Congress?

Yes.

Yes.

Yes.

Yes.

'YeS,

Yes.



REPOBLICA POPULAR DE MOCAMBIQUE

COMISSAO NACIONAL DO PLANO
SECRETARIA DE ESTADO DA COOPERACAD INTERNACIONAL
Av. Ahmed Sekou Touré n.* 21 —Calxa Postal, 1101 — Maputo

r 1

HIS BEXCELLENCY
PETER JOHN DE \OS
WNITED STATE'S AMABASSADOR TO MOZAMBIQUE

MAPUTDO

L .

Sua referéncla De - Nossa referéncla

Data
454 / GSE/DIR.0ECO~AL/SECI/86 2 («02.86
ASSUNTO: Official regquest for USAID Assistance.

Excellency,

As Your Excellency may be aware, the Government of the People's Republic of Mozam—
bigque has been taking measures that are aimed at revitalizing the private and co-
operative sectors, specially in the agricultural field. In this way and with sup-
port of Your Govemment, the first support programme in the Green Zones of Maputo
and Ch6kwd have been implemented and the second programme is being fulfiled in the

same arease. Both programmes were financed by USAID.

Due to the reasons that the obtained results were good in the implementation of the
programmes already agreed upon and desiring to give continuity to these kind of sup-
port already started, I request on behalf of the Government of the People'’s Aepublic
of Mozamblque the financing in amount of US$ 15 million to be used for the import of
production implements for private sectar whose programme was agreed upon with the
'"SAID mission that recently visited Mozambique. In addition, an amount of US$ 2 mil-
lion would be necessary for technical assistance and training in on going program—

mesSe

I take this opportunity to renew to Your Excellency the assurance of my highest

consideration,




A,

B.

WAIVERS

Approved by AID/Washington:

1.

Waivers requiring approval as part of program authorization:

1,

2.

Blanket waiver for various agricultural

inputs and equipment from Code 941 sources
($2,500,000)

Heavy vehicles from Code 899 sources ($860,000)

World-wide blanket waiver for right-hand-drive
light vehicles from Code 899 sources ($420,000)

Shipping waiver to Code 941 vessels for
agricultural vehicles, tools, and implements,

Diesel fuel and lubricants from Code 899
sources ($900,000)

Tractor and truck spare parts from Code 899
sources ($668,000)

Irrigation pump sets and accessories from
Code 899 sources ($500,000)

Seeds from Code 899 sources ($937,000)

ANNEX H, Page H.1l

Waiver No. Page No.
01 H.2
02 H.3
03 H.4
04 H.6
05 H.7
06 H.9
07 H.11l
08 H.13



ANNEX H, Page H.2.

ACTION: AID INFO: AMB/DCM CHRON ;475 o

M 0GZV2CZCMBO791 LOC: @77 407

00 RUEHMB @6 JUN 86 2354

DF RUEHC #8002 1562353 CN: 16575

ZNR UUUUU ZZH CERG: AID

0 0523532 JUN 86 DIST: AID

FM SECSTATE WASHDC - ,

TO RUEHMB/AMEMBASSY MBABANE IMMEDIATE 8079 [ vaiz Rocd;

INFO RUEHTO/AMEMBASSY MAPUTO IMMEDIATE 1888 i-_—_—_—~7‘fj‘l“;

BT S B

UNCLAS STATE 178002 | | ]

AIDAC 1 L1

E.0. 12356: N/A l‘ | l"__

TAGS: ] %

SUBJECT: PRIVATE SECTOR REHAB PROJECT - OBLIGATION OF FY 86 [ N i

FUNDS e l—‘“

REF: HUESMANN/WRIN TELECON OF JUNE 2 £ ]

1. ACTION MEMOS FOR WAIVERS EXECUTED AS FOLLOVS: A 1]
CON T

--- WAIVER DATE APPROVED BY AA/AFR -;&5———-L~_~.;

941 SOURCE/ORIGIN 5/16/86 "aﬁbﬂ‘“‘“““'r -

941 SHIPPING 5/22/86 T S S

935 HFAVY TRUCKS 3/17/86 N

935 LIGHT RHD VEHICLES-- 3/9/86 Reoly Do og

(VORLDWIDE BLANKET WAIVER) S | -
Action Taken:

2. TOA ACTION MEMO AND CABLE SIGNED ON 5/38/86. “TnitailDare

3. PLEASE ADVISE AFR/SA AS SOON AS FUNDS ARE OBLIGATED. SHUI#elec

BT
#8002

NNNN

UNCLASSIFIED STATE 178002
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R R -

LCLLITITITTL DI LT ﬁdw FPD

- m e i A s Trece BLA

. - - . - . .. . W/
DINIVCICLOULCCL Y LCC: JE€ 0EL
b TUEREME <9 MAR €€ 1727
Dz ZUZEC =¢TEE 2871840 CN: 9914y
iR DUUUU ZZE C=RGs: AID
R 2ELI73IZZ MAE 236 DIST: AIL

1k

i¥ SICSTATT SASEDC

TC IUTUIC/LMEMBASSY MAPUTO 1447
INFO ZUEEME/AMEMRASSY MBABANE 7517
ET

UNCLAS STATE d9E758

AIDAC

E.0. 12356: N/A

TAGS:

SUBJECT: MOZAMBIQUE PRIVATE SECTOR REHABILITATION III
REFS: (A) MBABANE 789 (B) GILBERT/SILVA TELECON 2/25/86

1. TAA/AFR SAIERS CO#¥IRMS REQUEST MADE AT ECPR TEAT HE

WOULD LIKE T0 SEE AT LEAST SUMMARY RESULTS OF EVALUATION [ =wwresmovimyimeg
OF PSR/CIP I BEFORE PROCESSING AL HOC DOA TC PERMIT — | Bl 0%
FIELD AUTHORIZATION OF FY86 PAAD. WE REGRET THAT THIS DIR “‘1
POINT WAS NCT INCLUDED IN OUR GUIDANCE CABLE. WE HAVE o
REVIEWED SUCCESS STORY CABLE (MBABANE 799), WHICH, = e
TEOUGH HELPFUL, FALLS SHORT OF COVERAGE WHICH = X |
EVALUATION, EVEN IN SUMMARY FORM, WOULD PROVIDE. L
ACCCRDINGLY, PLEASE CABLE ASAP EXECUTIVE SUMMARY OF o T
EVALUATION, IF, AS WE UNDERSTAND, IT HAS ALREADY BEEN RLA T T
PREPARED. e .
X 1-—~.4,_ e an .. ‘.._.'_——__
. ~AS REPORTED REFTELECON, SOURCE/ORIGIN WAIVER FOR RED [l2™
HEAVY TRUCLS IN THE AMCUNT OF TOLS 868,866 WAS APPROVED [ ki |~ ¢+
BY AA/AFR ON 3/17/86. CODE 941 SOURCE/ORIGIN WAIVER IN [ = B
AMOUNT OF DOLS 2.5 MILLICN IS NOW CLEARING IN FINAL. DT
SER/AAM WILL REVIEW SHIPPING/INSURANCE WAIVER WHEN S/0 T AR
WAIVER IS APPROVED. 1IN THIS CONNECTION, PER REFTELECON, ]
s e
WOULD APPRECIATE CABLE TALLY OF FIELD APPROVED WAIVERS 48 >
AND AMOUNTS WHICH SHOULD TOTAL (INCLUDING CODE 941 17}jw,.;4¥‘q :
WAIVER) DOLS 6.52 MILLION IN SHIFPING/INSURANCE WAIVER. T "7/"-_,"____;
WHITEREAD L ]
a7 I 3
EETES e “"";
NMNNN 1“""“‘"""’-" e ey e Y
UNCLASSIFIED STATZ (U37ES
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UNCLASSIFIED STATE 150452 neom RLA
‘ Ivvre e

ACTION: AIT INFO: AMB/LCM CHRON
F LOC: 2€1 440
SEVZCZCMRC3Z? 13 MAY 86 @516
RR RUEHME ~ CN: 14255
TE RUEHC #0452 1338511 CHRG: AID
ZNE TUUOU ZZH 'DIST: AID

R 1325117 MAY &6

FM SECSTATE WASHDC

TO RUEHTO/AMEMBASSY MAPUTO 1745
INFO RUFEMB/AMEMBASSY MBABANE 7886
ET

-UNCLAS STATE 159452

AITAC NAIROEI FOR REDSO MBABANE FOR RLA

E.C. 1225€: N/A

TAGS: .
SUEJECT: LIGHT VEEICLE WAIVER FOR MOZAMRBIQUE

REF: STATE g€6441

1. A WORLDWIDE BIANKET VEHICLE. WAIVER COVERING
SOURCE/CRIGIN RECUIREMENTS AND SECTION 636 (I) WAS
APPROVED EY THE ADMINISTRATOE ON MARCH 7, 1986, TO
~FERMIT PRCCUREMENT FROM CODE S35 COUNTRIES OF RIGHT HAND
'TRIVE (RET) PROJECT VEHICLES UP TO 11,2@@¢ POUNDS IN
WEIGHT ANT MOTORCYCLES OF UP TO 125 CCS. THIS ACTION
SUPERCEIES THE FORMER SOUTHERN AFRICA BLANKET VEHICLE
"WAIVER WHICH EAS BEEN ISSUED ON AN ANNUAL BASIS SINCE
1c€z, USING THE SAME JUSTIFICATION. THE LANGUAGE OF TEE
RECENT WOELIWIDE WAIVER REFERS TO PROJECT VEHICLES, ON
TEE ASSUMFTION THAT THERE WOULL BE NO NEED TO PROCURE
VEEICLES FOR NON-PROJECT ACTIVITIES, SINCE PASSENGERS
CARS ARE NORMALLY EXCLUDET FROM CIPS AS LUXURY ITEMS.

<. THE PUREAU EAS POINTED OUT THAT IN THE CASE OF THE
MOZAMBIQUE FRIVATE SECTOR REFARILITATION PROGRAM,
VEBICLES (ALL LIGET TRUCKS, NOT PASSENGEP CARS ), ARE
INCLUDET AMONG THE COMMOTITIES TO BE PROCURED. THESE
TRUCKXS ARF NECESSARY TO CARRY OUT THE BASIC

OBJECTIVE OF TEE PROGRAM, WHICH IS THE REHABILITATION OF
THE LOCAL PRIVATE AGRIBUSINESS SECTOPR. 1IN THIS INSTANCE,
TBE RATIONALE BASED ON THE PURCHASE AND MAINTENANCE OF
RIGET HANI TRIVE VEHICLES APPLICABLE TO NORMAL PROJECT
PROCUREMENT IS DEEMED TO BE EQUALLY VALID, EVEN THOUGH A
NON-FRCJECT MECEANISM IS BFRING USED. MOREOVER, THE REAL
LISTINCTICN WITH RESPECT TO AIT SOURCE/ORIGIN YAIVER
PROCELURES IS NO" BETWEEN PROJECY AND NON-PROJECT

ACTIVITIES, RUT BETWEEN PROJECT ANT NON—-PEOJECT
ASCISTANCE ON THE ONE HAND AND OF PROCUREMENT ON TH®

CTEEF HANI, WHICH IS SUBRJECT TO THE REQUIREMENTS OF KR
1E, CHAPTIR Z€.

c. ACCORTINGLY, THE ORIGINATORS OF THE WORLDWIDE RIGHT

HANT VEHICLE WAIVER, SER/PPE AND GC/CCM, HAVT AGREED THAT
THE PROGRAM IN MOZAMBIQUE FITS THE CRITERIA JUSTIFYING A

UNCLASSIFIET QTATR 182489

Action
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UNCLASSIFIED STATT 132422

SOURCE/ORIGIN WAIVER FOR RIGHT HAND DRIVE VEHICLES, BASED
ON NON—-AVAILABILITY FROM CODE 200 AND LACK OF ADZQUATE
MAINTENANCE CAPARILITY IN THE HOST COUNTRY. THE
WOFLIWILE WAIVER WILL THZREFORE BE INTERPRETED TO INCLUDE
CUEEENT NCN~PRCJECT ASSISTANCE TO MOZAMBIQUE, IN ORDER TO
FEEMIT PRCCUREMENT OF LIGHT RHD VEEICLES OF CODE 935
SOURCE/ORISIN FOR MOZAMBIQUE NEEDED TO ACHIEVE SECTOR
CEJECTIVES UNDER THE FY 1c8€ PROGRAM, WITHOUT THE NEED

FOR FURTEER WAIVERS.

4. BOWEVEER, BECAUSE OF TEE CLASSIFICATION QF PASSENGER

' CARS AS LUXURY ITEMS NORMALLY INELIGIBLE UNDER CIP
PRCCEAMS, INCLUDING THOSE OF U.S SOURCE AND ORIGIN, PRIOR

AIT/W AFPEOVAL WILL BE REQUIREL, AS WITH ANY INELIGIBLE
ITEM, IF TEE MISSION WISHES TO PROCURE PASSENGER CARS
UNTER THIS PROGRAM IN THE FUTURE, IN ACCORDANCE WITH HE
1E, CPF 4 C2A(5)(4). SHULTZ

ET
#0452

NNNN

UNCLASSIFIED STATE 150452
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©=180  USATLD MO, L
AID . AFFAIRS OFFIC KAPGTO

ATTN: JUDY SHAKE:
IRANSPO&;R!LUN SUURLE “WAIVER.: 365043 AUTHORTZ LG hE%NQUESENENT“

OF UCZAN' O MON\CAhRIER CqﬁRGES”OﬂftubE "9 1\vssss URDER:
uozanazaus FYRE g P¢(656-8~5015194PPROVE HRY. 224545586

REGARD&

JAMES L, BERGLR
AID/ /’ERIOP/TRANS

;gf“f“
T AR
jé’,;
6=150 USAID M0

NMAY 2% 1212 RESPOND TO. 24B765. CON-UR

TELEX USA 28513D-FOR LATEST MEWS AND FINANCIAL REPORS

9!
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Waiver Number 05

ACTION MEMORANDUM FOR THE DIRECTOR, USAID/SWAZILAND

PROBLEM: Your approval is required to permit the change of Source/Origin
Geographic Code for procurement of diesel fuel and lubricants from AID
Geographic Code 000 (United States only) to AID Geographic Code 899 (Free
World).

(A) Cooperating Country: Mozambique

(B)  Authorizing Documents: PAAD, 656-K-601B

(C) Program: Private Sector Rehabilitation III
(D) Nature of Funding: ESF Grant 656-K-601B

(E) Description of Commodities: Approximately 4,000 tons
diesel fuel and 35 toms

lubricants
(F) Approximate Value: $900,000
(G) Probable Source: AID Code 899
(H)  Probable Origin: AID Code 899

DISCUSSION: Included in the commodity 1list for the FY 1985 commodity import
program (PSR II) was an allocation for diesel fuel and lubricants, which were
to be sold via a ration system to private sector farmers for the effective
operdtion of the tractors, trucks, irrigation pumps and motorcultivators that
were imported under the FY 1984 and 1985 programs, in addition to equipment
already in use by the private sector farmers in the program's designated target
zones. The purpose of this allocatlion was to insure *the supply of fuel and
lubricants to power the equipment required to increase agricultural production,

Petromoc, the designated importer, issued a request for quotations to British
Petroleum, Mobil, Caltex, Petronex and Solina (Antana Narivo). The only offers
received were with a source and origin of AID Geographic Code 899, both
commodity and transportation, as there was no fuel, nor transportation service,
available from the authorized geographic code, for the amount to be procured.

Suppliers of fuel normally deliver to the port of Maputo on small tankers, with
an average cargo capacity of about forty thousand metric tons. The procurement
was estimated to be only about four thousand metric tons, or ten percent of a
vessel's capacity. Therefore, the only way that a delivery could be arranged
was as a partial shipment from a vessel that also scheduled to make deliveries
for neighboring countries, such as Zimbabwe and South Africa. The normal
suppliers for these countries were included in AID Geographic Code 899. A
waiver was granted for the 1985 CIP to permit procurement and transportation
services from these sources.
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Waiver Number 05

JUSTIFICATION: The only diesel fuel, with lubricants, available to Mozambique
is from AID Geographic Code 899. Handbook 1, Supplement B, Chapter 5B4A(2)
specifies that the authorized source and origin of commodities may be expanded
when "the commodity is not available from countries or areas included in the
authorized geographic code" given the unavailability of the required commodity
from any other source, the test of Handbook 1B has been met. Under Delegation
of Authority 140, as last revised on April 15, 1985, you have the authority to
waive the source/origin requirements for commodities up to a value of
$3,000,000 per transaction. This request, therefore, falls within your
authority.

In addition, pursuant to Handbook 1, Supplement B, Chapter 7B4a, eligible
vessels declined to accept the offered consignments, and the interests of the
U.S. are best served by permitting financing of transportation services on
ocean vessels under flag registry of free world countries other than the
cooperating country and countries included in Geographic Code 941. Under
Handbook 1, Supplement B, Chapter 7B4b(2), you have authority to waive flag
eligibility requirements only for commodities for which you have approved a
commodity source walver and for which the cost of shipment does not exceed
25 percent of your authority to waiver commodity source requirements, Thus,
you have authority to approve shipping of fuel and lubricants on Code 899
;essels provided that the cost of shipping on Code 899 vessels does not exceed
750,000,

RECOMMENDATION: That, by your signature below, you

(1) waive the source/origin requirements for diesel fuel and lubricants from
AID Geographic Code 000 (United States only) to AID Geographic Code 899
(Free World) to the extent that they are not available from AID
Geographic Code 941 Source/Origin,

(2) certify that exclusion of procurement from Free World countries other
than the cooperating country and countries included in AID Geographic
Code 941 would seriously impede attainment of U.S. foreign policy
objectives and objectives of the Foreign Assistance Program, and

(3) waive flag eligibility requirements to allow shipping of fuel and

lubricants on Code 899 vessels not to exceed a total shipping cost of
$750,000.

Approved:

Disapproved:

Cleared:CM/k0:JShane
Cleared:RLA/SA:EJSpriggs
Concurrence:AAQO/M:ASilva

10/
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Waiver Number 06

ACTION MEMORANDUM FOR THE DIRECTOR, USAID/SWAZILAND

PROBLEM: Your approval is required to permit the procurement of spare parts
needed to rehabilitate trucks, tractors, and tractor-drawn implements, from
AID Geographic code 000 (U.S. Only) to AID Geographic Code 899 (Free World).

(A) Cooperating Country: Mozambique

(B) Authorizing Document: Program Agreement

(C) Program: Private Sector Rehabilitation III
(D) Nature of Funding: ESF Grant 656-K-601B

(E) Description of Commodities: Spare parts for agricul.tural

trucks, tractors, and
tractor-drawn implements

(F) Approximate Value: $668,000
(G) Probable Source: AID Code 899
(H) Probable Origin: AID Code 899

DISCUSSION: The FY 1986 Commodi.y Import Program in Mozambique will continue
the Agricultural Sector Support Grant that has been implemented during the
past two years, Procurements will be financed under AID Regulation 1 rules.

Discussions with the Government of Mozambique have identified spare parts for
agricultural trucks, tractors and farm implements valued at approximately
$668,000 for financing under our CIP, One of the immediate objectives of the
program is the rehabilitation of privately owned tractnrs and farm implements
in the southern part of the country where our target areas are located. Much
of the farm machinery in this area, which was originally imported from the
United Kingdom, Holland, Sweden, Australia and Japan, is not operational due to
a severe lack of spare parts on the commercial market. Although some of the
needed parts may be interchangeable with parts manufactured in the United
States, it is clear that these U. S. manufactured par:s could account for only
a small fraction of the total requirement. Moreover, it is virtually
impossible to identify which U. S. made parts would fit tractors previously
imported from other sources. Thus, to ensure the utility of the parts we would
be financing, an expansion of the authorized source/origin to AID Geographic
Coda 899 1is necessary.

Handbook One, Supplement B, Chapter 5B4A (2) vrovides that the authorized
source/origin of commodities may be expanded when, "the commodity is not
available from countries or areas included in the authorized Geographic
Code". Given the assumed lack of interchangeability of U.S. parts and the
impossibility of assuri.g the utility of U.S. made parts for tractors made in
other countries, the test of Handbook 1B appears to have been met. Under

0y
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Wailver Number 06

Delegation of Authority 140 as last revised on April 15, 1985, you have the
authority to waive the source/origin requirements for commodities up to a

value of $3 million per transaction. This request, therefore, falls within
your authority.

RECOMMENDATION: That, by your signature below, you

(1) waive the source/origin requirements for spare parts from Code 000 (United
States only) to Code 899 (Free World), to the extent they are not
availlable from Code 941 source/origin, and

(2) certify that exclusion of procurement from Free World countries other
than the cooperating country and countries included in Code 941 would
seriously impede attainment of U.S. foreign policy objectives and
objectives of the foreign assistance program.

Approved:

Disapproved:

Cleared:CM/E0:JShane
Cleared:RLA/SA:EJSpriggs
Concurrence:AA0/M:ASilva
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Waiver Number 07

ACTION MEMORANDUM FOR THE DIRECTOR, USAID/SWAZILAND

PROBLEM: Your approval is required to permit the procurement of irrigation
equipment from AID Geographic code 000 (U.S. Only) to AID Geographic Code 899
(Free World).

(A) Cooperating Country: Mozambique

(B) Authorizing Document: Program Agreement

(C) Program: Private Sector Rehabilitation III

(D) Nature of Funding: ESF Grant 656-XK-601B

(E) Description of Commodities: Complete Motor Pump Sets, and
Accessories

(F) Approximate Value: $500,000

(G) Probable Source: AID Code 899

(H) Probable Origin: AID Code 899

DISCUSSION: The FY 1984 and 1985 Commodity Import Programs financed irrigation
pump sets from Code 899 countries, after waivers were granted by the Director,
REDSO/ESA and the AAO/Maputo, respectively.

During recent discussions, the Acting Secretary of State for Agricultural
Hydraulics again emphasized that, in order to obtain the best results possible
from the equipment being financed, it is not practical to introduce a new brand
of equipment at this time. The Secretariat had neither the resources to stock
a new line of spares nor the personnel to receive training on new equipment and
distribute spare parts for yet another brand of pump set. The standardization
plan that has been followed needs to be maintained for another agricultural
cycle so as to maximize limited financial and personnel resources.

The Commodity Management Officers of REDSO/ESA and USAID/Harare surveyed the
U.S. and reglonal market for potential suppliers and manufacturers of pump
sets that might be suitable for the southern Mozambique market. However, the
GPRM has reasonably required that a responsible vendor have dealer
representation in-country, with a dependable workshop and trained personnel to
support the imported equipment. None of the identified sources within Africa
meet this test. In addition, the Commodity Management Officer continuously
monitors dealer representation within Maputo, but, to date, no new reliable
dealerships meeting the Secretariat's requirements for service have been
established.

Handbook 1, Supplement B, Chapter 5B4A(2) specifies that the authorized source

and origin of commodities may be expanded when "the commodity is not available
from countries or areas included in the authorized Geographic Code". Given

|0k
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Waiver Number 07

the lack of dealer representation and service from manufacturers of irrigation
equipment from the U.S. and Code 941 in Mozambique, the test of Handbook 1B

has been met.

Under Delegation of Authority 140, as last revised on April 15, 1985, you have
authority to waive source/origin requirements for commodities up to $3 million
per transaction. This request, therefore, is within your authority to grant,

RECOMMENDATION: That, by your signature below, you

(1) waive the source and origin requirements from Code 000 (United States
only) to Code 899 (Free World), to permit procurement of approximately
$500,000 of irrigation equipment, and

(2) certify that exclusion of procurement from Free World countries other
than the Cooperating Country and countries included in Code 941 would
seriously impede attainment of U.S. forelgn policy objectives and the
objectives of the foreign assistance program.

Approved:

Disapproved:

Cleared:CM/EO:JShane
Cleared:RLA/SA:EJSpriggs
Concurrence :AAO/M:ASilva
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Waiver Number 08

ACTION MEMORANDUM FOR THE DIRECTOR, USAID/SWAZILAND

PROBLEM: Your approval is required to permit the procurement of seeds from
AID Geographic Code 000 (U.S. Only) to AID Geographic Code 899 (Free World).

(A) Cooperating Country: Mozambique

(B) Authorizing Document: Program Agreement

(C) Program: Private Sector Rehabilitation III
(D) Nature of Funding: ESF Grant 656-K-601B

(E) Description of Commodities: Seeds

(F) Approximate Value: $937,000

(G) Probable Source: AID Code 899

(H) Probable Origin: AID Code 899

DISCUSSION: The FY 1986 Commodity Import Program will continue the
agricultural sector support grant initiated two years ago. Procurements will
be financed under AID Regulation 1 rules. One of the immediate objectives of
the program is to provide necessary inputs, including seeds, to private farmers
in the target areas and in other areas impacted by the recent prolonged
drought. The government import enterprise specializing in seeds, Interquimica,
E.E., solicited quotations and ound that certain varieties of the required
seeds were not avallable either from the United States or from other AID
Geographic Code 941 sources. These same varleties of seeds, namely kale
(galega), potato (BP 1), maize (Kalahari white), butter beans, black-eyed peas
and chick peas, will be required again under this year's program. This waiver
authority will be exercised only to the extent that these varieties of seels
will be unavailable from the authorized source/origin at the time of
solicitation.

Handbook 1, Supplement B, provides that the authorized source/origin of
commodities may be expanded when "the commodity is not available from countries
or areas included in the authorized Geographic Code." Given the past and
projected unavailability of the required varieties of seed from the United
States or Code 941 countries, the test of Handbook 1B appears to have been met.

Under Delegation of Authority 140, as last revised on April 15, 1985, you have
authority to waive source/origin requirements for commodities up to $3 million
per transaction., This request, therefore, is within your authority to grant.
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Waiver Number 08

RECOMMENDATION: That, by your signature below, you

(1) approve the source/origin waiver to permit procurement of approximately
$937,000 worth of seeds from code 899 source/origin and

(2) certify that exclusion of procurement from Free World countries other
than the cooperating country and countries included in Code 941 would
seriously impede attainment of U.S. foreign policy objectives and
objectives of the foreign assistance program.

Approved:

Disapproved:

Cleared:CM/E0:JShane
Cleared:RLA/SA:EJSpriggs
Concurrence:AAQ/M:ASilva
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ACTION UNCLASSIFIED mes
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PAGE B MAPUTO @0395 1307447 4123 V00849 AIDG94B
ACTION AID-00
ACTION OFFICE AFPD-04
INFO AAAF-02 AFSA=03 AFDP-06 FPA-02 AFTR-05 FVA-@1 FPPB-02

GC-@! GCAF=-01 GCFL-01 C-@2 CALI-02 CMGT-85 CPP-~@! CPS~02

PVC-02 AFDA-@2 AGRI-U! RELO-@1 /P46 Al 1113
INFO LOG-08  AF-00 CIAE-00 EH-08 DODE-00 /008 w
------------------ @OEOSS5 1327452 .38
P 1305002 FEB 86 :
FM AMEMBASSY MAPUTO
TO SECSTATE WASHDC PRIORITY 7802
INFO AMEMBASSY MBABANE PRIORITY1046

UNCLAS MAPUTO 0395
AIDAC
AID/W FOR AFR ENVIRONMENTAL OFFICER

E. O: 12356 N/A
SUBJECT: MOZAMBIQUE PRIVATE SECTOR REMABILITATION III 686~-02018): IEE

REF: STATE 018076 (PAAD GUIDANCE CABLE)

OM REQUEST AFR ENVIRONMENTAL OFFICER CLEARANCE OF THE FOLLOWING
INITIAL REVIRONMENTAL EXAMINATIOM FOR SUBJECT PROGRAM:

WM QUOTE
A. COUNTRY: MOZAMSIQUE

B, PROJECT TITLE: PRIVATE SECTOR REHABILITA#ION-III, COMMODITY
IMPORT PROGRAM (B56-~02018)

C. FUNDING FY 86 ESF (P TO DOLS. 14, 355, @06 - INITIAL CBLIGATION
DOLS 9, 570, 000)

D. 1EE PREPARED: BY WILLIAM HAMMINK, USATD SWAZILAND
E. ACTION RECOMMENDED: CATEGORICAL EXCLUSION

3. DISCUSSION: THE PURPOSE OF THE PROGRAM IS TO SUFPORT THE
PRIVATE AGRICULTURAL SECTOR THROUGH THE FROVISION OF COMMODITIES.
UNDER THE COMMODITY IMPORT GRANT, AID WILL MNOT NECESSARY HAVE,
PRIOR TO APPROYAL OF THE IEE, ACTUAL KNOV.LEDGE OF THE SPECIFIC
COMMODITIES TO BE FINALLY PURCHASED. ASSISTANCE REQUIRED NEITHER
AID KNOWLEDGE. AT THE TIME OF AUTHORIZAYIOM, NOR ITS CONTRCL
DURING IMPLEMENTATION OF THE COMMODITIES OR OF THEIR UCSE IN THE
HOST COUMTRY, EXCEZPT THAT THE ULTIMATE RECEIPT OF ThE CCOMMCDITY
MUST BFE THE MOIAM3IQTZAN SMALL OR COMMERCIAL PRIVATE FAFMER, IN=-
CLUDING CCOPERATIVES. PESTICIDE FROCUREMENT IS NOT PLANNED FOR
THE FY 86 CIP. IF SUCH PROCUREMEMT IS LATER COMSIDERED AN IEE
WILL BE PREPARED FOR A THRESHOLD DECISIOM TO BE APFROVED EBY
AID/WASHINGTON, ACCORDINGLY, THE DESIGM TEAM HAS DETERMINED

THAT THIS PROJECT IS CATEGORICALLY ENCLUCED FROM THE REQUIREMENT
FOR AN ENVIRONMEMNTAL ASSESSMENT OR ENVIRONMENTAL IMPACT STATEMENT
IN ACCORDANCE WITH REG. 13 SECTION 216.2 () @) (I1X).

APPROVED: ALAN SILVA, AID AFFAIRS OFFICER, CLEARED RLA/SA, G.

BISSION WNQUOTE. DE VOS
YADate 42% / gé

Y— \€iiactn 9] \a [%

Concurrence: AFR Environmental
AFR/TR/SDP:BBoyd .

£4f

v

Clearance: GC/AFR:MA Kleinjan |\
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ANMNEX J

TRUST FUND AGREEMENT
between the

GOVERNMENT OF THE PEOPLE'S REPUBLIC OF MOZAMBIQUE
. and the
UNITED STATES OF AMERICA, acting through the
AGENCY FOR INTERNATIONAL DEVELOPMENT

WHEREAS, the Government of the People's Republic of Mozambique
(hereinafter known as the "GPRM") and the Agency for
International Development (hereinafter known as
"A.I.D.") have entered into an Agricultural Sector
Import Grant Agreement No. 656-K-601, dated September
29, 1984, and an Agricultural Sector Related Commodity
Imports Program Agreement No. 656-K-601A, dated August
27, 1985, and they desire to express their mutual
agreement concerning the establishment and operation
of a trust fund to implement Section 5.5 of said
agreements, with respect to the portion of 1local
currency generations to be set aside for use by A.I.D.;

THEREFORE, the Parties hereby agree as follows:

I

The GPRM will make deposits of local currency to a trust fund
account in the name of the United States Disbursing Officer upon
the request of A.I.D. Such deposits may be made from the
Special Account established pursuant to Section 5.5 of the Grant
Agreements. The total amount of such deposits shall be two (2)
percent of the total local currency generations for Agreement
656~K-601 and three and one-half (3~1/2) percent for Agreement
656~K-6014, €Xcept as the Parties may otherwise agree in
writing.

II

Disbursements from the trust account may be made on behalf of
the GPRM by the Government of the United States of America to
cover the local currency costs of operating the A.I.D. Program
to Mbzambique, as may be agreed upon in writing by the Parties.
These include:

\!



= the purchase or lease of supplies, equipment,
and office and residential space, including the
rental of such space from the GPRM;

= the purchase of utilities and other loca11y4
Procured goods and services;

= the payment of salaries and other expenses of
Mozambican personnel of the A.I.D. Migsion; and

= any other expenses (such as domcstic airline
tickets) payable in loecal currency.

I1I

Funds transferred under this Agreement shall be held in trust
for the GPRM and interest earnings, if any, on funds so held
shall be added to the trust fund account. An accounting shall
be rendered annually by A.I.D. (or at such other intervals as
are agreed to by A.I.D. and the Banco de Mocambique) of the uses
made of all funds deposited u.. ier the Agreement.

1V

This Agreement shall terminate upon termination of the United
States assistance program to Mozambique or upon the mutual
agreement of the GPRM and A.I.D., whichever occurs rarlier. Any
balance remaining in the trust fund account upon termination of
this Agreement shall be returned to the GPRM by A.I.D.

For the For the
Government of the People's United States of America

Republic of Mozambique

PYA

Alan A.Silva

Deputy National Director A.I.D. Affairs Officer
for Finance (Acting)
" August 27, 1985 August 27, 1985
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REPORT O FY 1986 AND 1987 AUTHORIZATION CIP CRITERIA

The FY 1986 and FY 1987 AID Authorization (Sec. 801)
contains specific criteria which all CIPs in Africa must
follow. Also, the Authorization (Sec. 813) contains specific
language pertaining to all bilateral assistance to Mozambique,
This Annex briefly discusses these criteria and ascertains that
they are being fully complied with in the proposed PSR Phase
III CIP program for FY 1986.

The CIP criteria for Africa are as follows:

(1) "Spare parts and other imports shall be allocated on
the basis of evaluations, by the agency primarily responsible
for administering part I of that Act, of the ability of likely
recipients to use such spare parts and imports in a maximally
productive, employment generating, and cost effective way."

- Since the commodities under the FY 1984 program
have recently arrived, an evaluation is scheduled for January,
1985, to assess the impact of the commodities. However,
preliminary observations show that the spare parts and other
imports of farm equipment and agricultural inputs are being
used by the recipient small and commercial private farmers in a
very productive and efficient way. These farmers have not had
any new equipment or spare parts for ten years and they are
most likely fully utilizing the new equipment and spare parts.
Since the FY 1986 CIP will include importation of similar
agricultural commodities for private family and commercial
farmers, the PAAD will further describe the evaluation findings
with regard to this criteria.

(2) "Imports shall be coordinated with investments in
accordance with the recipient country's plans for promoting
economic development. The agency primarily responsible for
administering part I of that Act shall assess such plans to
determine whether they will effectively promote economic
development."”

- The GPRM's Economic Action Program for 1984-86
calls for greater attention and resources to be directed at the
smallholder family and private commercial agricultural sector.
The GPRM was directed by the 4th National FRELIMO Congress to
mobilize resources for the private agricultural sector,
guarantee the marketing of production, and establish producer
prices that would provide a real financial rveturn to the
farmer. Also, reflecting the focus on the private agricultural
sector, industrial priorities have been changed from heavy
industry to emphasize production of basic consumer goods.
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The proposed CIP program directly supports these
policy changes and program emphases of the GPRM which should
lead to increased production and national income in the
agricultural sector.

(3) "Emphasis shall be placed on imports for agricultural
activities which will expand agricultural production,
particularly activities which expand production for export or
production to reduce reliance on imported agricultural
products.”

- The proposed CIP includes commodities which will
directly expand agricultural production (i.e. agricultural
equipment, seeds, fertilizers, hand tools, fuel) as well as
some commodity support to industries producing agriculturally
important consumer items (tires, boots, PVC irrigation pipes
and zinc sheets).

(4) "Emphasis shall also be placed on a distribution of
imports having a broad development impact in terms of economic
sectors and geographic regions."

- The Fy 1986 CIP will continue to focus on the
agricultural sector and will target the commodities to three
areas, with a possibility of a small pilot activity in a fourth
area. The program includes a wide range of agricultural
commodities which will assist different types and sizes of
private farmers. AAO/Mozambique believes that in the
short-term, commodity assistance exclusively in the
agricultural sector will have the most production leverage for
this relatively small CIP program. Also, the World Bank has
just approved a Rehabilitation Program ($45 million) aimed
mainly at the industrial and transport sectors. AAO/Mozambique
will arrange for a team of industrial experts in the next year
to find specific targets of opportunity in non-agricultural
areas for future programs where the infusion of commodities
would have a significant production response.

(5) "In order to maximize the likelihood that the imports
financed by the United States under such chapter are in
addition to imports which would otherwise occur, consideration
shall be given to historical patterns of foreign exchange uses.,"

- The GPRM basically has no foreign exchange
reserves and with an estimated debt service ratio of 174
percent, it will not have excess foreign exchange for many
years. The AID agricultural commodities are basically the
first such commodities to be available to the private
agricultural sector since Independence in 1975. Thus, since

N
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AID is supporting the GPRM shift in support to the private
farms and away from the state farms, the historical pattern of
foreign exchange uses is important only to show what has failed
in the past.

(6)(A) "Seventy-five percent of the foreign currencies
generated by the sale of such imports by the government of the
country shall be deposited in a special account established by
that government and, except as provided in subparagraph (B),
shall be available only for use in accordance with the
agreement for economic development activities which are
consistent with the policy directions of section 102 of the
Foreign Assistance Act of 1961 and which are the types of
activities for which assistance may be provided under sections
103 through 106 of that Act."

- All of the local currency generated from the FY
1984 and FY 1985 CIP programs are being deposited into a
special account with the exception of a small percentage for
the AID Trust Fund. The local currency funds generated from
the FY 1986 CIP will likewise be deposited into this special
account. These funds will be allocated to agricultural
development activities, especially those that have a high
impact on the program's target farmers. Funds are released
from the special account for expenditures mutually agreed upon
by AID and the GPRM.

(6)(B) "The agreement shall require that the government
of the country make available to the United States Government
such portion of the amount deposited in the special account as
may be determined by the President to be necessary for
requirements of the United States Government."

- The GPRM has agreed that two percent of the local
currency generated from the FY 1984 CIP and three and one-half
percent from the FY 1985 CIP be deposited into a Trust Fund for
AAO/Mozambique administrative expenses. The agreement for the
FY 1986 CIP will include the same provisions for deposits into
the Trust Fund as was true in the FY 1985 CIp.

Section 801 requires that "the agency primarily
responsible for administering part I of the Foreign Assistance
Act of 1961 shall conduct annual evaluations of the extent to
which the criteria set forth in this subsection have been
met®. Annual evaluations are scheduled for the Commodity
Import Programs as a matter of course and the evaluations for
the FY 1986 and FY 1987 CIPs will include an analysis of the
extent to which the above criteria have been met in the CIPs,
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In addition, Section 813 of the AID Authorization requires
that funds authorized to be appropriated for bilateral
assistance to the People's Republic of Mozambique in Fy 1986
and FY 1987 be used "solely for assistance to the private
sector of the economy of Mozambique to the maximum extent
practicable.” Alsu, to the maximum extent practicable, such
funds shall be channeled to non-governmental entities in
Mozambique. The proposed FY 1986 Private Sector Rehabilitation
program -~ Phase III CIP is directed exclusively to the private
sector and all commodities are channeled tc the private
sector. Some parastatals act as the importers and distributors
of the commodities since private importers and distributors for
most products do not exist in Mozambique. If a technical
assistance and training component is included in the FY 198¢
overall program, the PAIP amendment will include specific
criteria upon which technical assistance and training
activities can be judged to be "private sector" as relateg to
the Congressional mandate and the proposed FY 1986 act.vities
will fit within these criteria.

\ 1t
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UNITED STATES AGEP'CY FOR INTERNATIOMAL DEVELOPMENT

.. 1. D. AFFAIRS OFFICE ANNEX L
:MBASSY OF THE UNITED STATES OF AMERICA
1.S. Postal Address: International .’:"_'ostal Address:
*APUTO (ID) Caixa Postal 783
.epartment of State Maputo, Mozambique
+ashington, DC 20520 ' Telephone: 26051/2/3

Telex: 6-143 AMEMB MO

August 22, 1985
Ref. 85/135

Dra. J.uisa Capelao
Bank of Mozambique
Maputo

Dear Dra. Capelao:

During the past two weeks we have been discussing the use of
AID Direct Letters of Commitment as financing documents for
the 1985 Commedit, Import Program, No. 656=K~601A, as an
alternative to bhank letters of credit.

During the 1984 vrogram, direct letters of commitment were
issued by the Agency of International Development in
Washington for the procurement of fertilizers and related
services, and for some of the vegetable seeds. In addition,
direct L/Coms were issued by the Controller in Mbabane for
two seed procurements.

AID/Washington. can be called upon again this year to issue
direct L/Coms for commodities procured in the U.S., which
will include myion, fertilizer, zinc sheets, and possibly
vegetable sesds. The Controller in Mbabane .is prepared to
issue direct L/Come this year for the balance of the
procurcments for the 1985 progranm.

Your concerns relate to contronl of the transactions, proper
documentation, and assurance that specifications have heen
met. If you review the direct L/Coms that were issued for
the 1984 program, you will see that the supplier must meet
the same documentation requirements as those for a bank
letter of credit. Regarding control, I propose the
following steps: *

l. After evaluation of quotations, ﬁhich is done
jointly by the importer, the Ministry of Agriculture,
end AID, the importer obtains an import license.

2. The importer presents to the Bank the following:
A. The import license
B. A letter from AID concurring in the award
C. A request from the importer to issue a direct
letter of commitient to the supplier.



3. The receipt of the documents in paragraph 2, above,
allows the Bank of Mozambique to reserve the meticais
equivalent of the CIF value of the transaction from the
importer's account.,

4. The BX forwards a copy of the importer's request to
AAO/Maputo, indicating concurrence, so that I can
request issuauce of the direct L/Com. This can be
indicated simply by initialing and stamping the letter,
if you wish,

5. AAO/Maputo will request issuance of the direct L/Com
by either AID/Washington, or USAID/Mbabane, as

~ appropriate. The terms and conditions of each direct

~L/Com will require special documentation, such as for
seeds, AID Form 11, vouchers, invoices, and all related
shipping documents. The Bank of Mozambique will receive
the original copies, and the supplier and AAO/Maputo
will receive copfes of the documents. The Direct L/Com
will outline the requirements for payment, which will be
effected by the Controller. There will be no banking
charges, and the Controller can Le reached fairly easily
by either telex or telephone, should any questions arise.

Please let me know if you have aﬁy questions about this
proposed procedure, or if additional steps are required in
the process. ' .t

Best regards,

ne_.

Judi Shane
Commodity Management and
Executive Officer

Xxc: AAO, A.A. Silva
USAID/Mbabane Controller
Chron Letters
FY 1985 CIP

|1%
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DRAFT 03/17/86
DRAFT SCOPE OF WORK
FOR MOZAMBIQUE FY 1985 PSR II CIP EVALUATION
Drafted by James Dempsey, REDSO/ESA

I. EVALUATION ISSUES

With no CDSS for Mozambique and practically no data available on either the
economy or the private agricultural sector, the CIP evaluations are being
viewed as a means of answering the many issues surrounding the USAID/Mozambique
Program. Additionally, a recent decision on the part of AID/Washington to
begin to evaluate the impact of CIPs makes the scope of the next evaluation
much broader than previous ones. Tha FY 1985 CIP evaluation is scheduled for
October/November 1986 and as the next evaluation has been identified as the
vehicle to answer some program issues as well as those on the development
impact of the program.

According to the FY 1985 PSR II PAAD, the CIP II evaluation will require the
following:

On a sample basis, private commercial farmers will be surveyed to
determine the impact of inputs on their productivity and the increased
availability of produce in the Maputo market area. (p. 34, PSR II PAAD)

AID/Washington, in the FY 1986 CIP PAIP approval cable from the Executive
Committee Program Review (ECPR), expanded the scope of the FY 1984 CIP
evaluation, which was completed in February, 1986. The ECPR cable stated:

At best, the efficiency and equity of the current commodity allocation
process is questionable. During the upcoming evaluation and PAAD design,
an attempt should be made to test the hypothesis that we are reaching
producers who are responding to the increased availability of capital
equipment and other inputs. While direct correlations will be impossible
to establish, we should be able to get some idea about the uses to which
CIP commodities are being put. Likewise, we should be able to determine
if areas receiving CIP assistance have experienced increased aggregate
production. (STATE 018076)

Then the ECPR cable goes on to state:

We see the January evaluation as an opportunity to get a quick look at the
use of CIP commodities and production responses and to identify possible
improvements for future programs. Hopefully, some idea of the efficiency
of the allocation process can also be gleaned and some information can be
obtained on the feasibility of using the CIP as a leveraging mechanism.

Ia this regard, we think that farmer interviews should be an integral part
of the evaluation methodology. Among other things, these interviews
should cover such points as how farmers obtain equipment and other inputs,

119
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how commodities are being used, and what farmers would have done without
the CIP. In addition, some private sector distributors and retailers
should be interviewed to find out more about the allocation and pricing
process,

The evaluation of the FY 1984 CIP was able to provide only a cursory review of
the issues and questions raised. Time and logistic problems limited the
number of interviews that could be completed and data collected.

The ECPR viewed the January review as the first step in a more comprehensive
undertaking to be part of the FY 1985 CIP evaluation. The same ECPR reported
that:

An important feature of the January evaluation should be the development
of a set of issues and questions for a more comprehensive FY 1985 CIP
evaluation, including definition of data requirements, evaluation
methodology to be used, and a mechanism for collecting the needed data.
This information should be incorporated into the evaluation plan in the
FY86 PAAD, in order to do justice to the January evaluation and still have
the time to plan for the August effort.

Finally, the FY 1986 CIP PAAD Amendment, in responding to the ECPR guidance
presented previously, identified the following special issues for evaluation:

Success of the allocation process, production response due to the
AID-financed equipment and inputs, productive use of the CIP commodities,
effect of freed output prices on farmer's decisions, and comparison of
final equipment prices to other prices and to potential profits; as well
as the confirmation that the commodities are getting to the intended
beneficiaries.

The PAAD design team economist also prepared an expanded list of the different

types of information needed and issues affecting the FY 1985 CIP. This list
is attached to this document.

II. EVALUATION PLAN

A. Speclal Data Requirements

Given the special issues discussed in the previous section and the normal
implementation review required in a CIP evaluation, the evaluation of the

FY 1985 PSR II CIP is much larger and more complex than usual. Clearly there
1s a need to do some pre-evaluation data collection and processing if the
evaluation is to address meaningfully the special issues.

The addition of a CIP Field Monitor to the USAID/Mozambique staff in early
March is timely. His data collection for the October/November evaluation will
increase AID's understanding of the impact of the CIP.
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The data collection task requested of the Field Monitor is great. The
monitor's first task is to sort out priorities based not only on what is needed
but also on what can be done given security and transportation problems in the

target regions.

To help set out those priorities and following from the question and issues
raised in Section I, the following are the writers' perceptions of evaluation

priorities:

1. Impact of CIP Inputs on Private Producers

a. Determine the "additionality" of CIP-financed goods to the
Mozambique economy.

b. Confirm that the commodities are getting to intended
beneficiaries.

c. Estimate the number of beneficiaries by commodity received.

d. Examine farmer use of the CIP provided commodities.

e. Estimate the production response to the provision of the AID
inputs (Are the farmers producing more because of AID inputs?).

f. What would farmers have done without the CIP mechanism?

2. Increased Understanding of Private Farming Operations and
Environment
a. How does the CIP allocation process work? Who is benefitting,

b.

d.

especially for the expensive equipment?

What and where is the farmer marketing? What prices are the
farmers receiving? Some estimation of surplus would be useful,

Determine the effects of free market prices on the incentive
to produce.

What does the farmer perceive as his priority needs? What are
his most serious constraints?

3. Marketing and Transport

a,

b.

Sample the prices and quantities of produce in the Maputo
markets.,

Analyze the retail prices, that is, trace the retail price

back to the farmer, indicating costs of transport and
wholesale markups. :

7\
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c. Determine use of trucks (mileage, items transported, rates,
etc.) for farmers and transporters who received AID financed
equipment.

d. Estimate transportation costs for movements of food to major
market areas.

B. Methodology for Data Collection

Given the amount of data required, there needs to be a survey or a series of
surveys from a sample of farmers (both those receiving AID assistance and
others who are not) and transporters. Interviews with government and
parastatal officers to discuss the issues will also be required to verify and
explain or amplify survey results. The evaluation of the impact of only the
FY 1985 CIP-financed commodities would provide limited data. Only one erowing
season will have passed by the time of the evaluation and there will be very
little production data available. To gather meaningful information, the
evaluation should cover the impact of the FY 1984 CIP-financed commodities as
well. Essentially the same type of commodities were ordered under both
programs and went to farmers which are similar in nature and size. Also, it
will be much easler to collect data from the Green Zones where many inputs
were distributed under the FY 1984 program.

The first step is to prepare questionnaires to provide data to answer the
1ssues raised in relation to (1) impact of CIP inputs, (2) farming operations
and environment, and (3) marketing and transport. At least two questionnaires
will be needed ~- one for farmers, another for transporters. A survey of
farmers not participating in the program would broaden the base for
understanding the farming environment. Clearly, all farm interviews and
surveys should include basic questions on farm size, operations, production,
labor, etc.

The data collection task has to be set in the context of what can be achieved
between now and October. A travel and interview schedule should be worked out
in the context of what surveys are needed to gather the necessary data. Again,
security concerns have to be factored into the decision. Given the need to
work in three areas -- Xai-Xai, Chokwe and Maputo Province -- it seems likely
that 2-3 interviewers will need to be hired. A simple data processing computer
program will be needed to manipulate the survey results. Preliminary
conclusions should be set out before the arrival of the evaluation team. With
the preliminary conclusions in hand the team can begin immediately to conduct
interviews to clarify results and their implications for CIP implementation

and success.

In addition, some of the farm data collected might be useful to the question
of the impact of PL 480 food imports on farmer production and incentives,
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C. Statement of Work for Evaluation Team

1.

General Objectives

a.

b.

Assess the impact on agricultural production of the
CIP-financed agricultural inputs.

Determine the extent to which the CIP has contributed to
private sector development, including improvements in the
policy environment.

Provide lessons learned and recommendations for all specific
tasks and evaluation 1issues.

Specific Tasks and Evaluation Issues

a,

Production and Marketing Impacts

(1) Using data collected by the CIP Field Monitor and
evaluation interviews, evaluate:

- impact of CIP inputs on private farm production and
farming systems;

= lmpact of CIP inputs on private sector, transport and
marketing; (Issues related to points (1) and (2) are
listed in Section II A of this paper).

- lmpact of CIP inputs on private factories receiving inputs
under the CIP.

(2) Recommend CIP modification or additions that will
increase the impact of the programs on private sector
development and food production and distribution.

CIP Management

(1) Assess AID/GPRM procurement procedures and distribution
system, including advertising, bidding/selection, transport
and payment to determine their effectiveness and timeliness
and to recommend any changes that could improve the operation
and monitoring of the Commodity Import Program,

(2) Review the organization and functioning of the CIP
functions of the AID Affairs Office.

(3) Evaluate the role and function of the Mozambican
institutions participating in the CIP (primarily the Ministry
of Agriculture, Bank of Mozambique, and Regional Agricultural
Units).

¥
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(4) Have the commodities met the specified standards?
c. Policy and Political Impacts

(1) Evaluate the extent to which the conditions and reforms
that are part of the policy dialogue have been implemented.

(2) Determine Mission, Embassy and, if possible, GPRM views
on the contribution of CIPs to policy reform.

(3) Determine Mission, Embassy, and GPRM opinions on the
importance of the CIP to improvements in U.S./Mozambique
relations,

d. Drought Relief and Rehabilitation Impacts

(1) Were CIP seeds and handtools sold to drought affected
farmers in target areas?

(2) what impact did the inputs have on rehabilitation?
e. Local Currency Impacts

(1) Determine if Metical generations have followed approved
procedure and are available for use.

(2) Evaluate allocation use and progress of local currency
projects.

D. Evaluation Team

The evaluation team members, their qualifications, major tasks, and duration
of assistance are as follows:

1. Evaluation Officer (4 weeks)

This individual will be the team leader and will be responsible for the
scheduling and assignment of evaluation tasks. S/He will ultimately be
responsible for the submission of a draft final document before the team
departs Mozambique. Along with the GPRM counterpart, s/he will be reeponsible
for keeping government officials informed of evaluation progress and will have
daily contact with the AID evaluation coordinator, the Commodity Management
Officer (CMO). In addition to providing a review of all chapters of the
evaluation, s/he will be directly responsible for the sections of the
evaluation on (1) the policy and political impact, (2) the local currency
program, and (3) the lessons learned and recommendations. S/He should have a
minimum of eight years experience with development prcgram design,
implementation and evaluation. Good writing skills, fluency in Portuguese,
and experience with CIPs are required.

YA
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2. Economist (3 weeks) and Agricultural Officer (3 weeks)

The Economist and Agricultural Officer will work together to evaluate the
production and marketing impacts of the program. They will be required to
review and analyze the data collected by the Field Monitor. They will also be
responsible for the review of the CIP drought rehabilitation assistance. Both
will have masters level academic training and at least eight years of
experience in their respective fields., Both should have experience in survey
techniques and data analysis. At least one should speak fluent Portuguese.

3. Commodity Management Officer (1 week)

This officer will be responsible for the review of the operation and management
of the import of commodities. S/He should be an experienced AID Officer with
at least five years experience as a CMO. Fluency in Portuguese 1s desirable
but not required.

E. Counterpart and Resource People

The GPRM should provide a senior officer to act as a counterpart or participant
on the evaluation. The CMO, who will act as AID evaluation coordinator, will
work with the GPRM to identify the counterpart at least four weeks prior to the
start of the evaluation. The CMO and counterpart should set out an initial
schedule and plans for staff support assistance prior to the arrival of the
evaluation team.

To provide background and special assistance to the team, all professional
staff in the AAO/Mozambique, as well as the Director and regional staff in
USAID/Swaziland, will contribute to tne evaluation as required.

Information Needed for the FY 1985 CIP Evaluation
and Continued Policy Dialogue

1. Analysis of the determination of retail prices, that 1s, trace the retail
price back to the farmer, indicating costs of getting the product to market
and mark-ups.

2. There is not consistent collection of data on prices and quantities of
fresh produce in the Maputo market, nor from where it is coming. Someone
on the AAO staff should regularly collect and report this information.

3. We lack accurate information on the operation of the direct allocation
scheme used for commodities, both equipment and inputs, The economist on
the evaluation team should collect data on the people who received
equipment to determine, ex post facto, what variables appear to be the
most accurate explanators. This will require field interviewing, the
development of a simple questionnaire, and the ability to do simple
statistical analysis.,

NN
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Information is needed on the relationship of inputs and outputs in farming.
What different inputs were used by farmers, and what were the results?

Information on where the farmer is selling the produce, what price is being
received, where the sale is required by government order or is done because
1t i1s perceived as best by the farmer. Who pays transportation? For those
farmers who received trucks, where did they sell before and where after
receiving the truck? How many trips did they make, and what is their
reaction to wholesale selling?

The evaluation should determine the nature and age of the equipment owned
by private transporters, monthly tonnage, and type of products moved and
destinations. The data also ought to include some interviewing of the
people using the private transporters.

If possible, the evaluation team should lay the foundations for a Household
Budget Survey, that is, an indication of sources and uses of farmer income.
This could be a limited sample to provide some tentative magnitudes, or

the foundations for a more detailed study.

\2



ANNEX M
Page 9, ATTACHMENT

Information Necded for the FY 1985 CIP Evaluation

and Continued Policy Dialogue

l. Analysis of the determination of retail prices, that
is, trace the retail price back to the farmer, indicating
costs of getting the product to market and mark=ups.

2. There is not consistent collection of data on prices
and quantities of fresh produce in the Maputo market, nor
from where it is coming. Someone on the AAO staff should
regularly collect and report this information.

3. We lack accurate information on the operation of the
direct allocation scheme used for commodities, both
equipment and inputs. The economist on the evaluation team
should collect data on the people who received equipment to
determine, ex post facto, what variables appear to be the
most accurate expanators. This will require field
interviewing, the development of a simple questionnaire and
the ability to do simple statistical analysis.

4, Information is needed on the relationship of inputs
and outputs in farming. What different inputs were used by
farmers and what were the results?

5. Information on where the farmer is selling the
produce, what price is being received, where the sale is
required by government order or is done because it is
perceived as best by the farmer. Who pays transportation?
For those farmers who received trucks where did they sell
before and where after receiving the truck? How many trips
did they make and what is their reaction to wholesale
selling?

6. The evaluation should determine the nature and age of
the equipment owned by private transporters, monthly
tonnage, and type of products moved and destinstions. The
data also ought to include some interviewing of the people
using the private transporters.

7. If possible, the evaluation team should lay the
foundations for a Household Budget Survey, that is, an
indication of sources and uses of farmer income. This could
be a limited sample to provide some tentative magnitudes, or
the foundations for a more detailed study.
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UNCLASSIFIED
ACTION: AID INFO: AMB/DCM CHRON gl 772
VZC2ZCMBOGES LOC: 976 589
RR ROUEHMR @5 JUN 86 @511
TE RUEHC #2182 1550446 CN: 16458
ZNR UUUUU ZZH . CHRG: AID
R 2484457 JUN 86 DIST: AID

FM SECSTATE WASHDC

TO AMEMBASSY MBABANE 8965
BT

UNCLAS STATE 1721e2

AITAC

FOLLOWING STATE 172182 DTD MAY 31, 1986 SENT ACTION
MAPUTO, BEING REPEATED FOR YOUR ACTION:

GUOTE: ,
UNCLAS STATE 1721€2
AITAC

E.C. 1225&: N/A

TAGS:

SUEJECT:  MOZAMBIQUE PRIVATE SECTOR REHABILITATION
PROGRAM FY 198€ - AD HOC DELEGATION OF AUTHORITY

REF: (A) 85 STATE 253¢@5

1. AA/AFR HEREBY DELEGATES AUTHORITY TO THE DIRECTOR,
USAID/SWAZILAND, TO APPROVE AN AMENDMENT TO THE
MOZAMBIQUE PRIVATE SECTOR REEABILITATION (PSR ) PROGRAM
IN AN AMOUNT NOT TO EXGEED DOTZ. 9.75 MILLION. THIS
AMENDMENT WILL BRING THE CUHJLATIVE TOTAL FOR THE PSR
PROGRAM FY 15£4-1686 TO I[OLS. 38,75 MILLION. TEIS AD
HOC DOA SHALL BE EXERCISED IN ACCORDANCE WITH ALL THE
TERMS AND CONDITIONS OF TOA 148 AND REF A, WITH THE
EXCEPTION OF THE DOLLAR AMOUNT LIMITATION. STULTZ
UNQUCTE SBULTZ

BT

#2182

NNNN

UNCLASSIFIED STATE 172182
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