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Executive Summary
A. Introduction

In 1984 in response to a reguest from the Government of the Republic of Mozambigue
(GRM), the United States made the decision to begin a development assistance
program and substantially increase emergency food assistance to Mozambique. Three
factors contributed to this decision. First, the number of Mozambican refugees
and displaced persons had swollen into the millions as people fled the spreading
civil war in search of security and food. This mounting human catastrophe
suddenly commanded worldwide attention and concern. Second, failed Marxist-
Leninist economic policies had left the country bankrupt and unable to manage
itgelf out of the econcmic and political crises it had created. The GRM was ready
for a tentative move toward a more open, free-market economy and improved contacts
with western democracies. Third, destabilization by South Africa, through its
support to the National Resistance Movement (RENAMO), had contributed to the
economic sabotage of Mozambique. The 1984 Nkomati Accords signaled a willingness
by both governments to begin to work toward peaceful political solutions to their
problems.

All three factors contributed importantly to the 1984 U.S. decision to help
Mozambigque. It is important to note that the USG did not start a development
agsistance program in Mozambigue because development prospects were good or
because the GRM pursued enlightened policies. Quite the contrary. The program
was designed from the start to strengthen regicnal ties and support the early
stages of policy reform leading from a Marxist-lLeninist economy to a more liberal,
free-market one. Continued improvement in the policy environment was a critical
factor in maintaining significant U.S. assistance over the last decade--and
remains so today.

The launching of the Economic Rehabilitation Program in 1987 was an important
benchmark of the GRM's commitment to the necessary reforms--the maintenance of
that program is essential to the USG's continued assistance. The 1992 Rome Peace
Accords provided a benchmark in the progress toward a politically-free, open
society. The successful outcome of the 1994 elections furthered progress toward
that goal.

It is clear that the massive international humanitarian aid effort of the past ten
years has been enormously successful. It has almost wound down as nearly four
million people have found their way home and begun to return to productive lives.
Peace and security in the region have also dramatically improved, with successful
elections and transitions in Namibia, South Africa, Zambia, Malawi and Mozambique.
Only Angola remains poised between peaceful compromise and a further collapse into
war and anarchy.

In spite of a decade of dramatic progress, peace and security remain fragile
commodities~-as can-be readily seen in other parts of the continent as well. It
is imperative that peace and pecurity in: Southern Africa not fail. The next steps
in coneolidating peace involve increasing regional cooperation, strengthening
regional trading ties as well as ties between the U.S5. and the region and
promotion of an open, free-market system throughout Southern Africa. Only in that
way can U.S. aid flows gradually be replaced by trade and commercial ties between
the United States and the region's markets. In Africa today, the best prospect
for such a successful transition from aid to trade is in the southern part of sub-
Saharan Africa--with its better infrastructure, natural resocurce base, human
capacity, and improving economic policy environment. It is, therefore, in the
United States®' interest to assist in transforming a fragile peace into real
economic growth and cooperation.

With Meozambique's natural resource potential and important trade routes to the
sea, the country's stability and economic progress are vital to regional growth.
But, after decades of war, Mozambique's economy is shattered, trust between the



previously warring parties has not been fully achieved, and the country remains
che of the poorest in the world.

What will it take for Mozambigque, where the prospects for continued political and
economic liberalization are precarious, to succeed? First, adherence to a strong
policy reform agenda: this is essential both to Mozambigue's survival and to
justify substantial U.S. aid flows, &R reform agenda enabling private sector
expansion is a critical element of the proposed strategic objective to increase
rural incomes. Increasing resources in health and education, and adopting new
social service delivery mechanisms are essential to achieving the strategic
objective of increasing uge of essential maternal and child health care and family
planning services through innovative service delivery and more direct community
participation. National reconciliation and expansion of democratic processes are
the sine qua non for a government more accountable to its citizens, the Mission's
third strategic objective.

The southern Africa region also has a stake in these objectives. Increased
production will permit Mozambique to play an important role in growing regional
markete; increased incomes will discourage economic emigration. Continued
reconciliation and growth in democratic processes will strengthen political
stability and the prospects for regional and international investment.

In early October 1994 it became clear that the government that would eventually
emerge from the elections at the end of the month would be unable to prepare for
the annual Consultative Group meeting in Paris. The electoral timetable was such
that it was doubtful that the elected president would be sworn in my that time.

- It was also clear that the existing economic team was not going to be able to
consider serious economic reforms in the midst of a political campaign or in the
post-electoral uncertainty as to whether they would retain their positions.

By March 1995, with strong donor support, the GRM signaled that it was serious
about remaining on the path of political and economic reform. The new government
appointed by President Chissano in December 1994 has already demonstrated a firmer
commitment to economic and political reform than the previous one. Nevertheless,
the path ahead is daunting and the capacity of government extremely limited. The
two-year peace process from October 1992 to October 1994 has proven how critical
international pressure was in keeping to the peace timetable and agenda, and to
its key components--demobilization and elections. As was the case with the
Consultative Group, Mozambique's development partners must continue to urge the
GRM to sustain its policy reform agenda, and associated timetable, in the future.

Today, United States' aid to Mozambique is one of USAID's most, important
development assistance programs in sub-Saharan Africa. 1If, in it's first year,
the new GRM succeeds in meeting the policy benchmarks it has set for itself, and
the IMF targets are substantially met for 1995, under those ctonditions we would
propose a significant increase in U.S, resources to Mozambique. After South
Africa, the success of Mozambique's experiment with democracy and a free-market
- economy may be the most important factor in sustaining peace in the region. To
that end, the policy content to our program remains essential.

B. Summary of Proposed Strategy

USAID/Maputo's strategy builds upon the GRM's commitment to ¢reating a market-
oriented economy, liberalizing markets, privatizing state~owned enterprises and
banks, improving the investment climate for domestic and foreign investors alike,
pursuing reconciliation between the former antagonists of the civil war, and
promoting broad participation of Mozambicans in the political life of the country.
Like Eastern Europe and the former Soviet Union, Mozambigque's former mentors,
Mozambique begins with a technologically out-of-date industrial structure not
built to serve today's markets. Unlike its former partners, Mozambique has a
small industrial base, has an exceedingly weak human resource baseé and is arguably
the poorest country in the world. The recently-ended civil war has destroyed much
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of the public infrastructure (roads, railroads, schools, clinics, communications,
power lines) Mozambique's economy needs to grow. In comparison with Eastern
European economies, Mozambique has less to lose in terms of the industrial base to

be privatized, rehabilitated or liquidated, but has a weaker base of public

infrastructure and human resources with which to accomplish its economic
objectives.

This rural, largely agrarian, society can and will depend upon smallholder
agriculture to propel export and overall economic growth for the foreseeable
future. Mineral exploitation, expansion of electricity exports from the Cahora
Bassa dam, and expansion of port and transport services for South Africa,
Zimbabwe, Malawi and Zambia will also contribute to more rapid economic growth.
Wisely used, the resources generated by these more capital-intensive activities
can contribute to poverty reduction. USAID/Maputoc will concentrate on policy
dialogue with the GRM not only to ensure that the government's non-debt service
resources are devoted to basic education and primary and preventive health care
for the maximum impact on poor, rural populations, but alsc on growth. The
Mission will direct its resources to creating the conditions for improving rural
incomes through labor-intensive activities such as farming and expanding small and
microenterprises to stimulate as rapid a growth ae possible of the direct incomes
of the rural poor. This approach will produce growth with equity.

Continuing, and broadening the base for, economic growth in Mozambigque has
depended first and foremost on the cessation of hostilities and the return of
almost two million refugees and 4 million internally displaced persons to their
sites of origin. Just as Rome was not built in a day, neither will a complex,
primarily peasant-based agricultural system be restored in one season. It will
take years to reestablish diversified cropping systems rather than relying on a
limited number of crops, and years to rebuild the decimated domestic livestock
herds, including livestock used as savings accounts.

Even without major policy changes beyond those already in place, the return of
these producers to their land has brought about the beginning of a resurgence of
investment in traditional housing, farm implements, storage structures, and
rebuilding of the entire private infrastructure which makes peasant agriculture
possible. Economic activity in rural areas is visible to the eye. It does not
require sophisticated measurement to see whole areas being resettled, houses being
built, roofs being thatched or re-roofed in zinc, and farms being reestablished in
areas which had been abandoned years before.

For several years to come, the national economy will continue to benefit from the
momentum generated by this return to "normal® rural economic life. Already,
however, the policies which held back agricultural development before the war and
the lack of marketing infrastructure are affecting the robustness of rural
economic recovery. Farmers in Nampula say they want to grow cotton and are
uninterested in growing maize for the market...but the country is dependent on
corn imports! Cashew farmers face the lowest prices for their ocutput of any
cashew farmer in the world...but Mozambigque used to produce 40% of the world's
cashew exportsi! The rural areas are not well served by shops providing cloth, dry
goods, or supplies of the kind found in the old general stores. Why should
farmers produce for market? To buy what?

These results arise from both the lack of basic infrastructure and the poor
macroeconomic policy framework which draws resourcee away from the rural economy
into unproductive government services and money-losing state-owned industrial and
service enterprises. The Mission's and the GRM's strategies, as well as those of
other donors, address this implicit tax on agriculture by privatizing banking,
reducing the "inflation tax" by cutting the government deficit, staying within
credit ceilings, liberalizing agricultural markete, completing the privatization
of state—owned industry, and promoting the privatization of state-owned service
industries.
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USAID/Maputo is pursuing these and other aspects of the macroeconomic policy
agenda in common with the World Bank, the European Union and other donors.
Recognizing that appropriate macroeconomic policies are a sine qua non for poverty
reduction, the Mission will devote considerable staff and program resources to
monitoring and assisting in the GRM's implementation of the reform agenda defined
at the March 1995 Consultative Group meeting. The Mission will be an active
participant in two different donor/GRM working groups which meet every other week,
one for econcmic management chaired by the World Bank, and one for democracy and
governance chaired by UNDP.

Macroeccnomic concerns have been central to the choice of strategic objectives,
guiding the Mission in its selection of priority sectoral policy issues and
investment in public infrastructure. While not exactly a Jeffersonian democracy,
Mozambicans are now defining their new roles in the building of a democratic
society. USAID/Maputo will support growth of the agricultural sector, the engine
for growth and the reduction of rural poverty. The strategy will support the
development of a government more accountable to its citizens both at the national -
level and, through the devolution of authority, at the local administrative unit
level. Finally, the Mission's strategy will help the GRM redefine the

government ‘s role in providing traditionally public social services, concentrating
first on bulldzng sustainable replicable models of preventive and pr;mary health
care provision in selected areas of Mozambique.

The first Strategic Objective, increased rural household income in targeted areas,
will be achieved if the Missicn is successful in removing unnecessary regulation
and licensing requirements for rural enterprises, ensuring that input and output
markets are liberalized (as stated at the March 1995 Consultative Group meeting),
privatizing the financial pector, and assuring equitable access to foreign
exchange. Then, the rest of the Strategic Objective's program outcomes to
increase market access (based on rehabilitated roads and the development of
markets), expanded rural enterprises and increased agricultural output will have a
greater chance of succeeding.

The Mission's second Strategic Objective, government accountable to citizens, will
have a greater chance for success if the new political freedoms are accompanied by
freedom of economic activity, with private interests developing their own
political agendas in a democratic society. The policy framework, including public
sector transparency and accountability, develution of central authority to leocal
government, protection of individual's rights, and freedom of information
reinforce the functioning of a market economy, and are in turn strengthened by the
.development of a diversified economy independent of central authority.

The third Strategic Objective, increased use of maternal child health and family
planning services in focus areas, depends on the rapid growth of the rural economy
with an informed rural citizenry taking increased responsibility for the
definition and resolution of their own social service delivery problems.
USAID/Maputo's program seeks to empower communities and push decentralization of
health care delivery to the lowest possible levels, redefining the roles of each
level of government from the center to the province to the district to the
traditional village authority to the community itself. The success of this
approach depends critically on the ability of rural communities to participate in
the economy and exploit opportunities in agriculture and rural enterprise as well
as being free to participate in the broader political life of Mozambigue.

These three strategic objectives are listed in their order of strategic importance
to Mozambique. There have been many donors willing to provide resourcees without
significant economic or political reform in the past. There are likely to be
significant resources made available to Mozambique in the future even if progress
is slower than it should be in economic policy reforin and development of
participatory democracy. These unconditional resources from other donors could
support the slow expansion of health care coverage, for example, in the absence of
deeper systemic changes. However, slow progress without systemic change would not
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serve the Mozambican people well. Aggressive economic and political reform and
robust economic growth are needed to set Mozambigque on an irreversible course to
eliminate poverty.

Finally, as the Mission moves ahead, it is important to realize that development
in Mozambique must adhere to a short as well as long-term timetable. In
Mozambique, history has shown that much can be accomplished in one decade (1984-
1994), or even in two years (October 1992-October 1994). The long term
development of Mozambique will not be successful unless the policy reforms
announced at the March 1995 Consultative Group meeting are implemented over the
next several months to two years. To that end, the strategy includes an important
policy dialogue component to assist in implementing the 1995 and 1996 reforms.

In defining targets for U.S. assistance over the coming years, USAID/Maputo is
taking a 2-6-10 approach. In two years, the Missjon will have assisted the GRM in
undertaking a significant policy reform agenda; in Bix years, we will have
achieved planned results in the three strategic areas outlined in this strategy;
and, in ten years, we will have a sustainable development process in place that
could continue without high levels of U.S. assistance. Throughout implementation
of this strategy, the Miesion will be refining itse targets and assesaing the
impact of excgenous factors on achievement of projected results.

The success of U.5. aid to Mozambique over the past decade was largely due to its
relevance to policy change in the short and medium term. If the United States is
going to assure that Mozambique contributes to regional peace, stability and
growth in the future, attention to today's policy agenda is vital. And, it is key
to the sustaining the contribution that U.S. foreign assistance in Mozambique can
make to the USG's peolicy and trade objectives in Africa.



I. Historical Background and Assistance Environment

The United States' interest in Mozambique's development cannot be understood
without reference to the USG's historical inveolvement in the country and southern
Africa. Accordingly, the first part of this section of the Country Strategic Plan
provides this historical background with particular emphasis on the reasons for
U.S. assistance to Mozambique. Part II describes the USG's current interests in
Mozambique, analyzes the current economic and political situation as well as the
most important factors that have recently affected the USG's strategic interests
and USAID's proposed programming, and summarizes the Misesion's strategy. Part III
is the Action Plan.

A. USG Assistance Objectives

In 1984 the United States began a development assistance program and at the same
time greatly increased its food aid to Mozambigque. This decision came about
following several years of behind-the-scenes diplomatic contact between the two
countries. Why the increase in the USG's commitment to Mozambigque?

Three factors contributed to this decision. First, it was clear by 1984 that the
growing RENAMO insurgency was turning into a devastating civil war. The number of
refugees and internally displaced was swelling into the millions as people fled
their homes searching for security and food. Internaticnal attention had focused
on Mozambique as never before, and the forgotten war suddenly commanded headlines.
There was great concern that a human disaster of monstrous proportions was in the
making. Several U.S. Congressional delegations to Mozambique that year
underscored the United Statea’ heightened concern and reported sobering findings
back to the White House. Responding to the human suffering, the United States
augmented its food aid programs and started direct feeding programs operating
through the UN agencies, U.S. PVOB, and international NGOs.

Second, in the Cold War world, the United States was deeply concerned that the
sudden collapse of the Portuguese colonial empire and the emergence of communist
states in Angola and Mozambigque would further contribute to political instability
in sub-Saharan Africa, and provide opportunities for Soviet expansion in the
region. Nevertheless, by 1984 the Marxist-Leninist political and economic model
had clearly failed in Mozambigque, a failure evident to the senior Mozambican
leadership. A bankrupt Soviet Bystem was unable to help Mozambique out of its
morass. Offered the opportunity, Mozambique tentatively began a move to a more
open free-market economy and strengthened contactas with Western democracies. U.S.
diplomatic contacts paved the way for this to happen.

Third, South Africa's continued imposition of the apartheid system was galvanizing
support in the United States and Western Europe for tougher opposition to South
Africa's morally outrageous domestic peolicies, and to its aggressive destabilizing
policies in Southern Africa (of which Mozambique was a special target, with South
Africa funds flowing to the Mozambican National Resistance-—-RENAMO). To
counteract these policies, by the mid-1980s5, the U.S. Congress was earmarking $50
million anpnually for economic support through the Southern Africa Development
Coordinating Council.

The Nkomati Accords, signed in 1984, however, committed South Africa to cease
support for RENAMO, and Mozambique to withdraw safehaven for the ANC. U.S. policy
was to encourage such positive moves to lower tensions and work toward peaceful
solutions in the region.

These three factors were major determinants in the decision to increase help to
Mozambique. The Government of the Republic of Mozambique (GRM) decided at the
same time to request direct development assistance from the U.S. both for the
assistance itself and to help galvanize greater Western donor support for the
beleaguered country.
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Other significant reasons were factored into the USG's decision to respond to the
GRM's plea. The reasons were both humanitarian and practical. Mozambigue,
bordering five of the then nine Southern Africa Development Coordinating
Commission states, and with transport routes critical to most of them, was a key
factor in determining whether a peaceful solution could be found to the region's
problems. The USG's development assistance program in Mozambique did not start
because  development prospects were good or because the GRM pursued enlightened
policies. Quite the contrary. The program was designed from the start to
strengthen regional ties and support the early stages of policy reform
transforming Mozambique from a Marxist-Leninist economy to a more liberal free-
market one. From the start, continued improvement in the policy environment was a
critical factor in maintaining significant U.S. assistance~—and remains so today.

The 1987 launching and maintenance of the Bconomic Rehabilitation Program have
been important benchmarks for continued USG assistance. The 1992 Rome Peace
Accords have provided ancther benchmark indicating progress toward a politically-
free, open society, while the succeesful 1994 elections have also furthered that
goal.

As a result Mozambique has one of USARID's most significant development assistance
programs in sub-Saharan Africa. The success of Mozambique's experiment with
democracy and a free-market economy may be the second--after South Africa--most
important factor in sustaining peace in the region. To that end, the policy
content to the Mission's program remains essential.

B. Development Environment
l. Macroeconomic Trends

Mozambique has demonstrated a strong responsiveness to macroeconomic policy
signals in each of the three major economic periocds of the country's history. One
of the most important elements to keep in mind when thinking about post-
independence Mozambique is that between 1977 and the end of 1992, the country was
torn by an increasingly devastating and costly (in both human and economic terms)
civil war. Particularly in the last five years, the econocmy has been based on a
highly gerrymandered country, with an estimated 40% to B0% of the country outside
the effective control of the government and a large proportion of that outside the
recorded economy.

a. Colonial Period (1498-1975)

During the mercantilist colonial period, economic activity centered around the
production (on concessions) and processing of agricultural commodities for export,
export of labor, transport of goods between Mozambican ports and the landlocked
areas of southern Africa, tourism services and subsistence agriculture. Food
crops were grown largely by traditional agricultural-systems for subsistence
purposes. The concessions displaced native Mozambicans from large areas of the
country's best agricultural land and effectively denied them future access.
During the colonial period, less than 15% of the land was under cultivation; over
50% of that was in the hands of the concessionaires who produced cotton, sugar,
tea, sisal and processed cashews; another 25% was occupied by small commercial
farms managed by Portuguese settlers and a few African farmers. The majority of
the population farmed traditional communal lands or were forced to work on large
plantations.

In the 1930s, industrial production in Mozambique, initially based upon
agroprocessing of locally produced goods, expanded into small-scale manufacturing
for the small settler community. This process of industrial development continued
for the next thirty years with some minor diversification. After 1965, the
Portuguese opened the economy to foreign investment, forcing new enterprises to be
competitive and discouraging the development of inefficient industrieas. The rate
of growth of industrial output from 1957 to 1970 averaged between 6% and 7% per
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year. The metals and engineering industry subsectors recorded annual growth rates
above 30%. In 1973, total manufacturing value-added per capita was estimated to
be the sixth largest in sub-Saharan Africa and by 1974, Mozambigue was the tenth
most industrialized country in sub-Saharan Africa.

b. Post-Independence (1975-1987)

From a macroeconomic point of view all of these positive trends suffered extreme
shock and were reversed upon independence. During the fight for independence, the
Mozambican Liberation Front (FRELIMO), in a complete rejection of the brutality
and alienation of Mozambicans which accompanied colonial rule, opted for a
Marxist-Leniniat political and economic system. This entailed consolidation of
the state's control of the productive sectors that exceeded that of the colonial
government. The resulting economic orientation and mismanagement had profound
deleteriocus effects on the economy.

Production dramatically collapsed between 1981 and 198&, falling about 30%, with
exports declining by 75% and imports by 30%. External imbalances, aggravated by
an increasingly overvalued exchange rate, led to substantial arrears in external
debt service. Domestically, large fiscal deficits and unconetrained bank
financing of enterprise losses led to a tripling of the money stock (within the
context of shrinking output). Centralized control of prices and distribution
further hindered the efficient allocation of resources, leading to shortages,
inflation and a widespread movement to barter and parallel market activities for
goods and foreign exchange. Ultimately, real GDP fell by an average annual rate
of 3.5%. .

Although the subsistence sector proved rather resilient, the decline in the
agricultural Bsector was alsc severe, with a fall in agricultural GDP estimated at
about 5% per year. Between 1981 and 1986, the marketed production of maize and
rice declined by about 50%. Although it is difficult to assess the production of
subsistence agriculture, it is estimated that climatic problems and the massive
displacements of populations led to a substantial decline in food production and
that per capita food production in the subsistence sector may have fallen by as
much as 30% between 1981 and 1986. As a result, the country became heavily
dependent on foreign aid to guarantee a minimum level of food security to its
population in urban centers and also in some rural areas. Although the endemic
insecurity due to the war and multiple natural disastere contributed to
Mozambique's poor post-Independence economic performance, a clearly inappropriate
policy regime alsc made a major contribution.

Most enterprises were nationalized or taken over by the state as “"intervened-
companies, with output only one-third of the 1973 level. The conseguence was a
sharp fall in Mozambique's import capacity as exports fell by over two-thirds.

Aid dependency had become extreme: because of the sharp decline in production and
exports, 90% of marketed grain in the country had to be provided through emergency
asgistance. External debt was unmanageable, with Mozambique's debt stock egual to
3.5 times GDP and 45 times its exporte by 1986,

c. Adjustment Period (1987-present)

In order to stop the country's economic deterioration, the GRM adopted a
comprehensive BEconomic Rehabilitation Pregram (ERP) in 1987, which represented a
dramatic change in the country's economic development strategy. The ERP and the
subsequent Economic and Social Rehabilitation Program (ESRP) of 1989-1992
introduced major reforms to move toward a market-based economy. Macroeconomic
imbalances were reduced through a realignment of the real exchange rate, a
reduction of the fiecal deficit and movement toward elimination of deficit
financing by the banking system. The comprehensive administrative controls over
prices and marketing that characterjized the early 1980s began to be dismantled,
and major stepe were taken to improve the terms of trade in favor of agriculture.
- Measures were also begun to remove the structural bottlenecks inhibiting a supply



response, €.g., rehabilitation of the transportation network, availability of
inputs and consumer goods. Enterprise reform succeeded in privatizing about 370
small and medium-sized parastatals. Although reform of large parastatals moved
much slower, by February 1995, 19 of 56 large enterprises had been privatized and
10 more were in the pipeline. This degree of privatization reduced the level of
State control of gross industrial output to about one-third of the total.

In the initial period of adjustment (1987-1989), the GRM's highest priorities were
to start reducing financial distortions (prices and the exchange rate), decrease
administrative controls over economic activity, rehabilitate state enterprises and
mcbilize domestic rescurces. In the next five years (1990-1994), the GRM
accelerated and deepened the adjustment process in a number of areas: they
established a more market-oriented foreign exchange system, initiated financial
sector reform, freed domestic trade and controlled prices, continuing enterprise
reform and strengthening public expenditure. The GRM's overall performance was
relatively good, but implementation of the program was complicated by a number of
deep structural problems and severe external shocks. Aid from and trade with the
former Soviet Union ccllapsed in 1991 and Mozambique lost key markets,
particularly textiles, in Eastern Europe. The civil war worsened, which caused an
increase in the percentage of displaced households from 30% in 1988 to over 50% in
1992, The agricultural sector was devastated by the most severe drought of this
century in 1991 and 1992, further exacerbating the situation.

The economic collapse of the previous period was arrested under the ERP and ESRP.
Real GDP growth averaged 9.8% during 1987-1991. However, real GDP growth
contracted by 0.8% in 1992, primarily because of the drought and 'a slowdown in
industrial activity. &All GDP expenditure components fell in 1992 except for
public consumpticon, which increased by 8.9%, largely as a result of the emergency
expenditures related to the drought. In 1993, real GDP grew by 19% in response to
the end of the drought, the establishment of peace and increased demand for
services related to expanded activities of the United Nations Peacekeeping Force
in the country. Real GDP growth in 1994 was a respectable 5.4% and is projected
to be 4.3% in 1995,

Mozambigue will continue to need massive amounts of foreign aid for the
foreseeable future, as well as additional debt relief on highly concessional terms
from Paris Club and other official bilateral creditors. Despite significant debt
relief, Mozambigue Btill has an external debt of over §5 billion, most of it owed
to bilateral creditors. Debt rescheduling on concessional terms helped lower
Mozambigue's debt service ratio to 21% of exports of goods and services in 1993
but this still represents a heavy burden on the country's budgetary and external
resources. In addition to these external sources of financing, and beyond the
positive response of the small and microenterprise sector, the medium and large-
size enterprises need to respond to current opportunities and to press the
government on improving the environment which will allow them to expoit their
comparative advantages and generate jobs and economic growth.

The GRM has had partial success in stabilizing the economy. The rate of inflation
decelerated from 163% in 1987 to 33% in 1991, in line with tighter fiscal and
monetary policies. 1In 1992, inflation accelerated and peaked at 55% in December
1992, mostly because of the drought. Despite normal rainfall and efforts to '
eliminate various financial leakages, inflation reached 43.6% by December 1993
{well above the program target of 30%). The situation deteriorated significantly
in 1994, with inflation reaching 70.8% by the end of December. The program target
for inflation in 1995 is an ambitious 24%.

The incomplete transition from a centrally-planned economy to a more free-market

! Major creditors are: OECD countries {39% of totat), Eastern Evrope {19%), OPEC {9%), other bilateral (11%), and
muitilateral (22%).



one has preserved many opportunities for corruption and is part of the reason why
the pace of reform must accelerated. Parallel to the economic growth that has
resulted from the liberalization {(albeit incomplete)} of the economy and the
extraordinary amounts of external financing, much of it with little financial
contrcl, hae been an increase in the reported incidences of corruption among
government officials. The lack of transparency in economic and peolitical
management of the country, the lack of adequate numbers of competent employees,
the complexity of budget and planning processes in the absence of adequate control
systems have all contributed to the increasing opportunity for and relatively low
risk of corruption. Not only is such corruption denying Mozambigque the full
benefits of its revenues (externally and domestically generated), it is
undermining donor confidence and willingnesg to invest in the country. Moniteoring
and addressing this issue are integral to the Mission's policy agenda.

d. Projections {1996-2001)

Over the period of the Country Strategic Plan (CSP) (1996-2001), eccnomic growth
will probably be in the 5% to &% range as the economy becomes more open and
responds to liberalization meagures and improved security. HMore rapid growth can
be achieved but only if the country's human resource base has been strengthened
and major industrial and service sector restructuring has been completed.

The agricultural sector will be the engine of short to medium-term growth. The
potential for agroprocessing to contribute to growth will be significant as
enterprises related to agriculture are privatized or restructured. . Small-scale
(microenterprise and small-sized firme) enterprises must also make a significant
contrjbution to GDP growth. Because about &0% of the population is absclutely
poor,” labor-intensive growth is essential for reducing poverty and increasing
income. This reguires, in particular, acceleration of growth in the agricultural
sector. Given Mozambique's good scils and ample land, there is considerable
potential for increased rural incomes. :

Mozambique's extreme dependency on donor aid will diminish over time. The
viability of Mozambique's balance of payments relies substantially on external
assistance for import financing and debt rescheduling. Although Hozambigque has
received significant debt relief since 1987, they will continue to require special
assistance over this period. Without debt relief, even assuming high levels of
economic growth, short to medium-term viability will be difficult. Exports will
have to increase substantially tc overcome the current large trade deficit. A&As
the agricultural sector responds to the improved environment, agricultural exports
should increase dramatically, given the high preduction potential that exists in
this sector. This will require success in stimulating private investment and
attracting foreign investment which will play a major role in increasing exports.

Mozambique will continue to need a program of fiscal austerity with concomitant
tight monetary policies to control inflationary pressures. The prioritization of
public expenditures and reorientation toward the private sector will play a
crucial role in this endeavor. During this time period, the need to broaden the
revenue base becomes more urgent as dconors gradually reduce their funding levels
closer to the Southern Africa regional average {Mozambigque currently recelives
almost twice the regional average). Substantial reform of the nascent financial
secter will be regquired in the short-term.

2. Socio-political Trends

Almost 500 years of Portuguese celonial rule and FRELIMO's post-independence

* Absolute poverty is defined by the World Bank in two ways: 8) Lhe cutofl point of tmonthly houschold income per person
below which growth faltering in children is very common, or b) the cost of a basic monthly food ration (supplying 60-70% of cakdric
requirements) is 50% of income per person.
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Marxist-Leninist ideology created in Mozambigque an institutional cultural belief
in the primacy.of state power, authority and responsibility. As a result, human
capacity, control and flow of resources, and all decision making (including even
routine provincial and district-level functions) were centralized in the nation's
capital, Maputo. With independence in 1975, FRELIMO sought to expand the central
government's control over the country, including undermining the role of
traditional leaders. Governwment resources continued to flow to and be controlled
by an elite urban population {(principally civil servants and party members}). As
part of this process, FRELIMO instituted a series of changes which were to have
important repercussions in the rural areas. oOne of the most important of these
was the shift to state farms and villagization, including both the establishment
of communal farms and the forced move of people to create villages. This
centralizing tendency was exacerbated by the RENAMO insurgency which—--through
destruction of rural infrastructure and terrorism directed at the population,
especially government service providers-—effectively restricted the government's
influence to an archipelagc of urban centers, major corridors and other secure
zones. The few NGOs that existed were either thinly disguised FRELIMO
organizations or nominally ind;pendent organizations founded and headed by
government or party officials.

In October 1994, multi-party national elections for the presidency and National
Assembly were held for the first time in Mozambigque's history. Thirteen
candidates contended for the presidency and fifteen political parties for the
Assembly. Turnout was high (90% of registered voters), the number of spoiled and
blank ballots were relatively low (under 10%) and the international community and
political parties deemed the process free and fair.

These elections were the concluding phase in a process, begun with the signing of
the General Peace Accord in October 1992, to end 16 years of civil war and
introduce multi-party governance to the country. Because they were based on
univeresal adult suffrage, the elections were also a major step in reversing the
historic tendency towards centralized and statist governance. The significance of
the elections for the long-term development of democracy in Mozambigque, however,
is questionable. The elections were heavily donor-financed and dener-driven, and,
as implemented, too costly for Mozambique to replicate and sustain in the future.

Despite the severe strain exerted by the death toll (estimated at one million
people) from the war, the psychological damage to communities and individuals
(especially children), targeted by RENAMO and forced to participate in heinous
terrorist acts, and the dislocation of over five million people, civic norms and
the social fabric of Mozambique are in remarkably good shape. There are already
indications that civic norms, the real foundation of civil society, have survived
largely intact: the country did not slip into anarchy during the transition period
{in spite of the almost total absence of any real police or security forces
throughout the country); millions of displaced Mozambicans returned home
peacefully; national institutions did function during the recent elections; and
Mozambicans voted en masse and peacefully.

Although an active and apparently independent media has arisen, the GRM still
owns, through shares held by as state-owned bank, the country's only two daily
newspapers, the largest weekly newspaper, the only local wire service, the only
weekly news magazine, the only AM radic station and one of the two television
stations (the other being owned by a member of the FRELIMO Central Committee).
Either because of GRM pressure or fear of government intimidation, self-censorship

* One reason for the prominent role party and government officials played, and continue to play, in Mozambican NGOs is the
lack of other qualified people to lead those organizations. Educated people, especially those with strong organizational skills, are in
high demand in both the public and private seciors, and given the low government wages, there is a strong incentive to hold multiple
positions in and out of government.



is exercised by the print and airwaves media. Unlike the government-owned media,
‘the independent media {tow weekly newspapers and two daily fax newsletters) have
frequently featured critical, but  not necessarily unbiased, articles about the GRM
and ite policies, as well as the international community, without being censored
or banned. During the election process, opposition parties were provided
relatively equitable access to the electronic media. A bolder, more critical
independent press is likely to develop if the number of independent media groups
grow, and as long ae the GRM continues to be tolerant of a free press. Low
literacy rates and the general level of poverty provide a severely limited market
for expansion, however, especially when the indepéndent media has to compete with
the heavily subsidized, government-owned media.

Ae a result of the economic and political policies of post-independence FRELIMO,
compounded by war and drought, 60% to 70% of the population is absolutely poor and
Mozambique's social indicators are among the worst in the world. Much of the
rural infrastructure was neglected or devastated during more than 16 years of
civil war. A third of all health units and half of the primary echools were
destroyed. Many of the remaining service networks were inoperative or barely
functioned.

The current health status of Mozambicans is worse than in 1980 and worse than in
almost all other countries in sub-Saharan Africa. Over the past 15 years, the
life expectancy of a newborn in Mozambique fell and is now 13 years less than that
of newborns in other less-~developed countries. Infant mortality is estimated at
240-173/1000, which is above the 106/1000 average for Africa; under-five
mortality, 260-273/1000, is significantly above the African average of 179/1000;
and maternal mortality is equivalent to 1,100/100,000 live births when births from
outside health facilities are included. Access to safe water is 30% and 40%,
respectively, for rural and urban areas. Illiteracy is around 70%.

Traditional society, in both the matrilinear societies north of the Zambezi River
and the patrilinear societies south of the Zambezi, clearly and unequivocally
subordinates a woman to either her brother or her husband. Even in the prolenged
absence of the male head of household, women are restricted by traditional society
in their independence and ability to control resources. Neither independence ner
the purportedly gender-blind Marxism provided significant opportunity for women to
improve their status. Under the banner of Marxism, women'’s role in society was
defined as mothers and educators of the new generations, and, like all citizens,
they became objects rather than subjects in planning and decision-making. FRELIMO
recognized class struggle but not gender struggle. In general women have born
the pbrunt_of the ill-effects of war, poor economic policies and Marxist political
ideology.

c. Overall Development Prospects

Almost half the population of Mozambique haes been on the move over the last three
years, including 1.7 million refugees returning from neighboring countries, 60% of
the 5.7 million internally displaced, and 270,000 demobilized soldiers and their
families. Most of these are returning to the more agriculturally productive rural
areag of Mozambique to begin rebuilding new lives. Treading on the heels of the
returnees has been nascent commerce trying to bring in consumer goode and extract
surplus agricultural preduction. Although some of this private sector activity
has been from the medium- and large-~sized traders and merchants, much of the
activity has been fueled by the informal sector and small-sized firma.

* "Country Gender analysis Mozambique,” Kajsa Pehrsson, prepared for the Swedish Internationsl Development Authority
(SIZA/ASDT), November 1993 and  And Still They Dance, Siephanie Urdang, 1988

% Pehursson, ibid and "Culis of Viclence and Counter-violence in Mozambique,” Ken Wilson, Refugees Swudies Center, Oxtord
University, 1992
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GDP grew by 19% in the first post-peace year as people moving back onto their land
were able to produce surplus for the first time in 5 to 16 years. This dynamism,
however, starts from an exceptionally low economic base and occurred in spite of
some sericus macroeconomic structural problems. The IMF estimates that growth
will level off to arcund the 5% level in the near term. The openness of the newly
elected government to discussing serious economic changes is a positive indicator
for Mozambigue's economic future, although performance over the next year is
particularly critical. Of particular importance will be: a) increased
transparency and accountability, b) reorientation of the budget to health and
education and away from defense, c) reform of the financial sector, d)} increased
privatization of large enterprises, e) recognition of the importance of the
private sector, and f) increased exports and private investment to gradually
reduce donor dependency. Not only are the aforementioned reforms necessary, the
pace of implementation is equally important. The GRM tends to steady but very
slow implementation. To maintain the necessary rates of growth, the GRM will need
to accelerate the rate of change and the pace of implementation.

With the successful completion of the first multiparty elections in October 1994
and the scheduled 1996 municipal elections, Mozambigue has moved forward on the
democracy and governance front. A greater openness among the development
ministries (agriculture, health, education) tc nongovernment organizations is also
a positive harbinger. Nonetheless, a number of challenges remain before
Mozambigque can fully take advantage of the energy unleashed by the increased
economic and political participation of its citizens. Significant potential
synergy exists for activities contributing toward the Agency's objectives in
economic growth, democracy and governance, and population/health.

D. Analysis of Constraints and Opportunities

Given the scarce human and financial resources of the country (even including
donor assistance)}, achieving sustainable development requires both the GRM and its
foreign partners to make hard decisions about priorities.

Despite Mozambique's tremendous agricultural (and conseguent economic) potential,
Mozambicans are among the poorest in the world. Because the breadth and depth of
the poverty in Mozambique (95% are poor by generally accepted defiriitions) make it
difficult to fully address the problem of poverty, Meczambique's poor have been
stratified: the absolute poor, the destitute, and the remainder. Sixty percent
of all Mozambicans live in absolute poverty’, while estimates of the destitute (a
strata poorer than the absclutely poor) range between 10% and 20% of the total
population. Rural poverty is estimated to be significantly greater than the
average, with up to 70% of rural households in absolute poverty. On the positive
side, in rural areas where the causes of structural poverty (estimated by the
World Bank in 1990° to encompass two~thirds of the rural population)} have been
linked to the l6-year c¢ivil war, Mozambique and its partners are in a position to
begin to address some of the binding constraints. Much of the remaining
conjunctural poverty is related to both the war and poor domestic economic
policies.

* Mozambique Poverty Alleviation Framework Paper, January 1990, World Bank

* Absolute poverty is the monthly household income per person below which growth faltering in children is very common and/or
the cost of a basic monthly food ration (supplying 60%-70% of caloric requirements) is 50% of income per person. "Mozambique-
Poverty Reduction Framework Paper,” World Bank, September 21, 1990.

* *Towards a Targeted Urban Food Safety Net in Mozambique: An Assessment of Program Options,” C. Teller et al, Pragma
Corporation, October 1992, financed by USAID/Maputo

* "Mozambique Poverty Alleviation Framework Paper,” World Bank, January 1990



The most critical underlying cause of structural and conjunctural poverty in
Mozambigque is the disruption and destruction of the economic link between rural
households (80% of the population) and both domestic and foreign markets. Post-
independence Marxist-Leninist economic policies disrupted or bankrupted the
mercantilist colonial economic structure, while the civil war destroyed the
Marxist economic structure FRELIMO tried to substitute. As a result, Mozambique's
economic etructure consists of a very costly, largely defunct industrial sector,
an agricultural sector that for the most part regressed to subsistence {or less
than subsistence in the most war-affected areas), a dysfunctional financial
sector, a private sector principally focused on short-term transactions, and a
public sector that can deliver neither basic services or goods to the vast
majority of the country.

Economic growth is essential to mitigate Mozambique's pervasive poverty and, in
the near to medium term, make possible greater private and public sector
investments that are not feasible at current growth levels.

Growth, for the moment, is dependent on donor financing: foreign aid represents
over 70% of GDP, 75% of import financing, and over 55% of the GRM's budget,
including 70% of the investment budget and 35% of the recurrent budget. The
export base is exceptionally low (13.8% of imports). Before Mozambique can
transform its potential into real growth and real increases in household income,
it must begin to address both the structural and conjunctural causes of poverty,
i.e., the macroeconomic situation. 1In particular, removal of constraints to
increasing the role of the private sector is crucial te reducing poverty in both
the short and medium term.

Agriculture is the most important sector in the economy, account'&g for about 60%
of GDP, 80% of employment, and 80% of foreign exchange earnings. Subsistence
production accounts for almost 80% of total production. Under the poor
macroeconomic policies of the pre-adjustment period, and exacerbated by the war
and drought, agricultural production fell by almost 5% per year between 198l and
1986. Failure of pricing policy, pro-State farm policies, and war-destroyed
infrastructure all combined to thoroughly disrupt and destroy the marketing
network.

Under the ERP/ESRP, the GRM liberalized pricing policy and dismantled {or allowed
to become defunct) the State agricultural enterprise structure. Despite the war,
production began to respond. Intensification of the war in 1990 and the onset of
the 1991/92 drought, however, severely constrained the ability of the smallholder
sector to broadly respond to the improved incentives. The lack of transport
infrastructure (roads, bridges, ports, trucks, coastal vessels) further
constrained surplus production in relatively secure areas, as the surplus could
not be cost-effectively transported to consumer centers. Another factor impeding
the transfer of food from surplus to deficit areas is the lack of adeguate north-
south transportation links (the colonial legacy was east-west linkages between
Mozambique's ports and the landlocked countries of southern Africa).

With the initiation of peace in October 1992, the destabilizing impacts of the war
on production and marketing, as a legacy of destroyed infrastructure and economic
policies, virtually disappeared. In the first year after the General Peace Accord
(GPA), agricultural output grew by 27.4%, while marketed preduction increased by
35% from 1991. The damaged and destroyed marketing infrastructure, however, has
continued to be a major constraint to complete recovery of production as surplus
areas remain de~linked from the consumer centers.

Both the colonial and the post-independence central planning approaches to
economic and socio-political systems management were characterized by the lack of
‘meaningful participation of citizens in the decision-making processes affecting

¥ See Annex 6, pages 21-26 and Annex 1, pages 24-34, for more detail.
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their lives and well-being. In each case this lack was either the major cause of
or a major contributor to the armed insurrections which led to independence and
the lé~year civil war. The GRM's first steps toward multiparty democracy and
decentralization were critical factors in convincing RENAMO to begin serious
negotiations. The opening~up of the economy and the increased responsiveness of
the GRM to the private sector have been essential to the economy‘’s growth since

1987.

Although Mozambique's continued political stability will depend on broadening
participation in political processes and civil society, s;;qgtural constraints
remain. Six factors must be in place for good governance : political
accountability, freedom of association and organization, an objective and
efficient judiciary, bureaucratic accountability, freeg?m of information and
expression, and efficiency within public institutions.

Political accountability is achieved "through an objective system for periodically
renewing the mandate of a govergpent by changing the political leadership by
peaceful and democratic means." In Mozambique, the most serious constraints to
accountability are: a} weak political parties (with a lack of articulated,
distinct political platforms); b) the cost of elections; c) the institutional
weaknesses both administratively and in human resource capacity; d) absence of
bureaucratic accountability and e) the lack of an informed electorate. (See Annex
2 for fuller details.) '

In the last election, none of the 12 parties and two coalitions had a
distinguishable platform. Criteria for choice came down to recognizable faces and
personal experience with the civil war and post-independence policies of FRELIMO.
Although slate voting is an accepted principle in many democracies, the absence of
any association of individual candidates with administrative subunits within
provinces hag two possibly negative implications for future elections. First, the
candidates’' allegiance to the party is greater than to their purported
constituents. Second, the electorate have no sense that individual
representatives have any responsibility or accduntability to voters.

The relative cost of the first national elections is clearly unsustainable for the
next elections, whether municipal or national. One estimate of the cost of the
1996 municipal elections (for less than a third of the municipalities) is $16-20
million. Given that there is already a shortage of funding for the social sectors
of $24 million/year until 2003 (even with the GRM's increased spending on the
social sectors), it is unlikely that the GRM will be able to fund a substantial
part of the upcoming municipal ‘or national elections. Exacerbating this trend
will be the gradual decline of donor aid to Mozambique and the increase in demands
for government spending on rebuilding destroyed social and economic infrastructure
and debt service,

In terms of the municipal elections, a related problem is that the domestic
financing will come wholly from the central government. This raises the specter

Y Dr, David Gordon defines governance as "the use of political authority and exercise of control over a society and the
management of its resources for social and economic development.” In "Governance and Democratization in Africa: Issues for
USAID", David Gordon, Address to the USAID Africa Mission Directors’ Conference, Baltimore, MD, May 19-24, 1991

2 Democracy, according 10 Dr. Gordon, is "a far more narrow concept than governance, but has substantial overlap with it is a
system that mects three esseatial conditions:...competition...for effective positions of government power; an inclusive level of political
participation...; and a kevel of civil and political liberties...” ibid.

" 1bid

" ibid.
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of untimely payment for necessary goods and services, as well as salaries for
workers. For the moment, financial support for the political parties is also
included in the national budget. The equitable and timely disbursement of those
funds may also be an issue in the determination of free and fair elections at both
the municipal and future national levels.

A significant factor in the success of the October 1994 elections was the
substantial technical assistance provided by donore. This level of asaistance
will not be available for either the municipal elections or the next national
elections. Nonetheless, Bome GRM institutional structure will be mandated to
provide the necessary technical support, as well as an oversight unit. Even if
the new structures drew upon former members of either the National Election
Commission or the technical secretariats, these institutions form a relatively
weak base as they require extensive outside technical assistance to perform their
functions.

Another issue from the October 1994 national electoral process which can be
expected to plague both the municipal elections and the next national elections is
the extremely weak institutional base of the political parties, including RENAMO.
The viability of opposition political parties suffers from weak
organizational/administrative skills and lack of constituency building and
campaign skills. :

A serious, widely endemic problen is the lack of an informed electorate and
nongovernment organizations whose purpose is voter education. At the moment,
despite the extraordinary voter turnout for the October 1994 elections, it is
extremely doubtful if the majority of voters understand that there is a link
between the act of voting and government performance and accountability.

Several variables comprise the weak civil society that constrains Mozambicans from
exercising their right to freedom of association and organization.

a) historical repression and domination by the State, compounded by the
dissolution of the normal social fabric through 16 years of a heinous,
terrorist civil war and its consequent dislocation of six million
people;

b) lack of knowledge of the law, including the right to associate;

c) °~ lack of education from two perspectives: one, with literacy at only 30%,
basic literacy and numeracy present formidable cobsetacles to
communication and trust and two, education of public officials {such as
police, prison guards, magistrates, security forces, attorneys,
military); and

d} lack of organizational skills, including knowledge of organizatiocnal
management and membership building.

Within the legal sector, the constraints to good governance are more fundamental
than the objectivity and efficiency of the judiciary. The dearth of legal
professionals, outdated and tonflicting codes, ignorance of codes by citizens and
legal professionals, and barely functioning court systems and other legal
institutions raise the guestion of whether the rule of law exists in much of
Mozambique.

There are few mechanisms in Mozambique's governance system to ensure bureaucratic
accountability. Transparency;, legislative overasight, and internal control systems
are weak or non-existent. (See Annex & for discussion of transparency problems in
the budgetary process, customs, privatization, etc., and Annex 1 and 2 for
transparency in such critical areas as land allocation.) Legislative oversight of
the executive branch is weak, largely axecuted through what has been a rubber-
stamp budget approval process. In additicn, the National Assembly lacks a history
of even superficial monitoring of the executive branch. Internal controls within
the executive, judicial and legislative branches are extremely weak or non-
functional. The Attorney General is responsible for both prosecuting and
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defending the government. The Inspector General for Finance (Auditor General),
under the Attorney General lacks autonomy and staff.

In a major shift from the historical past, however, in preparation for the March
1995 Consultative Group Meeting, the Ministry of Plan and Finance has been open to
donor suggestions and receptive to our proposed working groups. They have also
publicly released for the first time ever the current fiscal year proposed budget
for discussion with the donors and public analysis. While it is too early to
judge the depth of commitment to greater openness, this first step in transparency
and accountability by the new government is very encouraging.

Constraints to freedom of information and expression range from simple economics
and lack of a literate society, which limits the expansion of the media market, to
government ownership. Such ownership gives them control, if they choose to use
it, of nearly all media ocutlets. There ie also the press law, that, while the
Constitution prohibits censorship, "does go a long way towards regulating the
press in a way which could Cﬁftainly have a chilling effect on freedom of
expression and information.” While the Press Law has not yet been used to
directly stifle discussion, the independent press may practice self-censorship to
avoid invoking the law. (See Annex 2 for more details.)

Efficiency in public institutions is constrained by many factors. Two of the most
important are 1) the lack of human and financial resources and 2) the
inappropriate role and size of the government. The bottom line for this
government is that it cannot afford a pervasive, all-encompassing government
providing total care for all of its citizens. The human resource capacity in
Mozambique is .one of the poorest in the world (see Annex 1 for data on the
agricultural sector, Annex 3 for the health sector and Annex 2 for the legal
sector). The capacity the government does have is crippled by over-centralization
and byzantine, rigid procedures and processes. :

The impact on people of the constraints to growth can be geen in both the level of
poverty and the shocking rates of infant, child and maternal mortality. As a
result of the destruction of the health infrastructure and assassinations of
health care providers during the war, the pestiferous living conditions and the
serious deterioration of standards of health care, Mozambigque's social indicators
are the worst or close to the worst in the world. About 50% of the deaths in
Mozambique are of children under the age of five. Correcting thée causes of these
horrendous effects means establishing priorities, increasing access and use of
essential services (including establishing innovative service delivery systems and
changing behavier patterns), and improving the quality of services provided.

E. Other Donor Programs

A unique feature of Mozambique is the number of aid providers: it is estimated
that more than 50 bilateral and multilateral donors and 70 international PVOs/KGOs
operate in the country. During the latter years of the war, estimates were as
high as 70 and 170 donors and PVOs/NGOs, respectively. '(Tables showing other
donors' investments related to the Mission's chosen strategy are included in the
annexeg related to discussion of the strategy.) Security concerns have severely
restricted the areas in which donors and international NGOs could work. Many of
these donors and international NGOs have been involved in supporting emergency and
humanitarian relief. Since the end of the war and the lessening impact of the
1992 drought, a number of these donors/NGOs have either left, reduced their
activities, or begun to shift their activities toward the development end of the
relief-development continuum. There are still significantly large numbers of
donors and NGOs operating in Mozambique. '

Donor coordination, particularly over the last six years, has improved

1 Williams, Anne, "The Mozambique Constitution snd Human Rights”, Annex J, Democratic Initiatives Project Paper, 1991.
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tremendously. During the 1992 drought and the transition peried (the three years
following the peace accord), donor ccordination has been particularly effective
and notable. A recent GAO audit cited the outstanding coordination not only among
the U.S. agencies but also among donors in support of the elections. This was
only one of many successful coordination efforts through the various Commissions
mandated by the General Peace Accord (GPA} and other donor efforts (e.g.,
demobilization, mine clearance, food dietribution, ete.)

While the peace process brought apecial coordination challenges for the donors to
Mozambique, they had already made significant progress before the GPA was signed.
In the late 1980s, under the Minister of Finance, the GRM and donors established
Bector working groups. Each Working Group shared joint leadership between the
particular Ministry involved and a lead donor.

Experience with the working groups has been mixed, largely depending on the
particular Ministry's level of institutional competence and interest in working
with donors. Under the aegis of the Roads and Coastal Shipping framework, the
Ministry of Transportation and Communications, the Ministry of Public Works and
Housing, and the World Bank have been effective in developing an investment
(including recurrent costs for maintenance) framework within which other donors
(such as USAID/Maputo's Rural Access Activity and UNDP's feeder roads project)
plan and implement their activities. The Health Working Group has been
consistently active in coordinating donors, reviewing some key policy areas (such
as allowing private health service providers), and establishing an informal
framework for health investments.

Other working groups have been weak, such as the Agriculture Working Group. A
relatively weak institution under poor leadership over the last five years, the
Ministry of Agriculture (MOA}, while unable to fully assert its own leadership,
has strongly resisted ueurpation of leadership by any donor. As a result, donor
coordination is done in a much less organized basis, generally through individual
consultations related to issues and/or new designs. USAID/Maputo coordination
with the World Bank is quite good, with freguent (every 6 to & weeks)
consultations with the Country Team. Coordination with the UNDF, FAO and the SIDA.
is also good, but less frequent. Without in-country representation, the African
Development Bank (ADB) ensures that supervision teame viesit all the major donors
during their regular visits. While not as ideal as a strong Working Group, the
more piecemeal and issues-oriented coordination in agriculture and rural
develcpment has been adequate. Ite strong presence in-country has provided
USAID/Maputo a relatively influential role.

Concern among donors that the March 1995 Consultative Group Meeting was a
watershed event requiring a statement of bold government action, combined with the
GRM decision to involve donors in CG preparation led to the GRM in creating two
working groups to help the GRM prepare for the March 1995 Consultative Group
Meeting. The Budget Working Group has been particularly effective and will
continue after the Consultative Group Meeting, expanding intc a macroeconomic
working group to address a wide range of interdependent issues. The
Transparency/Governance working group ie having less success. The role of this
working group, including its terms of reference, is unclear to the GRM as well as
to participating donors.

A new national-~level mechanism existe for PVO/NGO coordination. EKnown ae LINK, it
initially provided a regional approach to agencies working with Mozambjcan
refugees following the GPA. It is now formalized as a broader-based PVO/NGO
cocordination unit that counts 55 international and 22 indigenocus nongovernment
organizations among ite active members. LINK sponsors a busy schedule of
discuasions among PVOs/NGOs and donors and has placed a special emphasis on
improving the capacity of Mozambican NGOs to assume more leadership in development
activities. It is too soon to tell if LINK will be effective or able to stay the
course. At the provincial level, fortunately, NGO coordination among themselves
and with the GRM is reasonably good in all provinces. This coordination has been
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useful for the NGOs and the government, as the GRM confronts the legacies of the
war with extremely scarce resources. On a more practical level, such coordination
has enabled the international NGO community in the provinces to resolve
technological differences (although not alwaye to square philosophical stands on
development) and cost-effectively increase coverage of basic services. Although
USAID/Maputo does not participate directly on these provincial coordination
committees, the Mission has been able through our substantial involvement with
U.5. PVOs, to monitor and indirectly participate. During on-site visits, project
managers are able to participate in meetings.

F. Accomplishments and Lessons Learned

‘This section draws not only upon USAID's experience in the strategy areas
identified, but also on USAID/Maputo's experience in Mozambique since 1984. The
Mission's experience coincides with all of Mozambigue's major post-independence
economic and political phases.

Since the inception of a non-OFDA program in Mozambigue, USAID/Maputo has
explicitly programmed along the full range of the emergency-development continuum.
As codified in the FY 1990-1992 Country Program Strategic Plan, the Mission
pursued concurrent impacts in three primary areas: assuring food security,
increasing the role of the private sector in the economy, and facilitating
improved governance. Before the Transition Program (FY 1993-1995), this program
generally pursued policy reform intended to remove economic policies constraining
the private sector (particularly as related to agriculture) from fully
participating in the economy; broad food security safety nets through providing
critical levels of food aid and kasic inputs like seeds and hand tools to increase
food production; improving market structure and articulation; improving the health
status of children under five and their mothers; and pilot support to selected
democracy~related activities.

The 1994 evaluation of the Private Sector Support Program drew the following
conclusions.

- Despite occasional backsliding, liberalization of agricultural prices had
progressed to cover nearly all agricultural products and had a significant impact
on production and the availability of farm products in the market.

- Divestiture of state farms, which had been an enormous drain on the budget
and on investment, has been largely accomplished. 'New issues have arisen which
will be crucial to the development of agriculture, food security and exports in
the future, as well as for political stability.

- The CIP provided a considerable amount of appropriate farm egquipment and
trucks to the private sector. This contributed to increased farm productien and
ability to get people and producte to market centers. Input supply was also
enhanced. Policy dialogue promoted long-term efficiency by seeking privatization
of Btate-owned enterprises.

- Significant exchange-rate disgtortions of the past had been eliminated and
improved private-sector access to foreign exchange was partly attributable to
USAID/Maputo policy dialogue.

- A functional free-market trade in food grains and other foodstuffs developed.
Private sector wholesale and retajl trade in food grains, beans and other non~-
perishable agricultural products was reestablished. Retail trade was also
liberalized and expanded as small-scale itinerant traders scoured the countryside
for farm products and retailed them in increasing numbers of open—air markets.

- Substantial policy reforms occurred in the importation,'pricing and marketing
of petroleum products.
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Other evaluations further noted that

- Acute malnutrition declined in targeted areas due tc food aid distributions;
vaccinations in other areas covered by the PVOs doubled; and PVDs increasingly
shifted programs away from emergency toward sustainable development, with over 2.5
million beneficiaries receiving agpaks (seed and tool packages).

- During the peace process, 90,000 former combatants were demobilized; 90% of
eligible voters were registered, of which 81% voted; global acute malnutrition
decreased and then stabilized; resources for PVO activities shifted from
decreasing dependency on food aid to facilitating reintegration; and over 1400 km
of roads were cleared of mines, while almost 2000 km of roads were rehabilitated
for passage of returnees and commerce.

The March 1995 Assessment of Program Impact presents the accomplishments to date
of the Transition Program.

LESSONS LEARNED

PVOs/NGOs are effective deliverers
of service

Decentralization (deconcentration}
is essential (more performance at
provincial and district levels
thdn in center)

The formal private sector is small
and weak and in the short term the
informal and small enterprise
sectors will be the area of
greatest potential growth

For some reforms (such as pricing,
foreign exchange, land, food
security, etc.), given a critical
{but variable) level of empirical
data, the GRM will change
pelicies, albeit initially as de
facto implementation

Political will is highly variable,
depending on the perceived
political and economic gains--
"Winner/ loser" analysis is very
important

G. Accountability Environment

GRM has extremely weak human
resources

Mozambicans respond to economic
liberalization and market signals,
particularly when accompanied by
the means to respond

Donor attention to implementation
is essential

A generation of Mozambicans
learned and believed that the
State was, and ought to be,
responsible for the welfare
(economic, social and political)
of ite citizens--even when
convinced that change was
necessary in one area, that
conviction is not a priori applied
to other areas

USAID/Maputo has established a fully staffed Financial Analysis Division within
the Mission's Office of Financial Management. One of the primary functions of
this division is to assess the accountability environment of our implementation
partners. Initially these assessments have focused on U.S. and non-U.S. FVOs, a
few indigenous NGOs, and several government agencies. With the exception of
indigenous NGOB, acceptable levels of accountability have been found in these
organizations. Having had past dealings with USAID, the U.S. PVOs are familiar
with USAID'e financial and administrative requirements and only in a very few
instances has guidance been required to bring them into compliance with USAID
regulations.
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While indigenous nongovernmental organizations have so far not been directly
involved in implementing emergency or development activities funded by
USAID/Maputo, under the new strategy, the Mission will encourage U.S. PVOs to
partner indigenous NGOs in carrying out assistance programs. This partnership
will be essential in building the programmatic and financial management capacity
of indigenous NGOs to a level where they may one day also be able to receive
funding through USAID/Maputo.

Under our current program, no U.S. dollar assistance is being channelled through
Mozambican government agencies. All funds are disbursed directly by USAID/Maputo
to grantees or contractors. In those cases where host country contracting is
utilized (e.g., construction activities), direct letters of commitment are issued
by the Mission to the contractor and payments are made directly to the contractor
by USAID after the government approves the contractors' invoices.

Beoth public and private-sector audit capacity is limited. The effectiveness of
the Inspector General of Finance is hampered by a lack of independence and is
severely restricted by a lack of adequate resocurces. 1In the private sector, only
three of the "Big Six"™ audit firms have offices in Maputo. They are primarily
interested in consultancy and management-type contracts. Audit activities are a
low priority for the existing firms and are invariably very expensive, with
relatively poor results.

In accordance with USAID policy, the Mission will be conducting a General
Assessment of the accountability environment of the GRM during 1995.

H. Ascessment of Life of Development Assistance

ks is clearly stated above, Mozambique will need massive donor assistance for the
foreseeable future in addition to significant debt relief. Even with annual GDP
growth increasing from 5% currently to as high as 10% by 2010, GDP growth will
barely be adeguate to return Mozambigue by 2020 to the per capita income levels
and minimum quality of life standards it achieved in 1975. Nonetheless, this
strategy was developed with the understanding that the USG might wish to phase out
in a much shorter timeframe.

There are three critical determinants of Mozambique's ability teo successfully
pursue sustainable development: 1) human resource capacity, 2) rate and pace of
economic growth, and 3) debt relief. Not even a minimum level of these
determinants will be met over the six years of this strategy at any level of
assistance. Mozambique is far from achieving the per capita income levels,
primary scheool enrollment rates, and literacy rates from which the South East
Asian "baby tigers" took off in the mid-1960s. This strategy, however, intends to
begin helping Mozambique establish a base from which, if necessary, it might have
a chance of achieving sustainability (albeit at a scocioeconomic level much lower
than that which it enjoyed at independence). The Mission hypothesizes that the
base for this lower standard of living might be established over a second strategy
pericod of four to five years., By that time, with no appreciable setbacks (and
assuming the necessary debt relief, which is beyond the Mission's control), the
percent of the population in absolute poverty may drop to below 30% and the
destitute to less than 10%.

This would place Mozambigque in the range of a "normal®” underdeveloped country. 1In
defining targets for U.S. assisgtance over the coming years, USAID/Maputo is taking
a 2-6~10 approach. In two years, the Mission hopes to have assisted the GRM in
undertaking a signifijcant policy reform agenda, in six years to have planned
results in the three strategic areas outlined in this stategy, and in ten years
have a sustainable development process in place that could continue without high
levels of U.S. assistance. Throughout implementation of this strategy the Mission
will be refining its targets and assessing the iwmpact of exogenous factors on
achievement of preojected results.



I1. Proposed Strategy, Rationale, and Key Assumptions
A. U.S. Assistance Objectives

Before looking ahead to the next six years of assistance, it is important to
agsese the impact of past efforts. Among the factors cited earlier in this paper
in deciding to start an aid program were humanitarian concerns, and the practical
necessity for peace in the region. On the humanitarian side, at least one million
people have died over the past twenty years as a result of war and natural
disasters in Mozambigue. Yet, the tragedy would have been on a far larger scale
without more than $1 billion in international food and emergency assistance (the
U.S. has been the largest humanitarian donor). This massive humanitarian aid
effort is now winding down as nearly five million people have found their way home
and are beginning to return to preductive lives.

But, what about regional peace and security? The results over the last ten years
are truly dramatic. The 1994 South African elections resulted in a black majority
government and relative domestic peace. South Africa’s aggressive foreign policy
has been replaced by cooperation with its neighbors, and it is rapidly
establishing contacts throughout sub-Saharan Africa. South Africa is the newest
member of a transformed Southern Africa Development Community. Namibia, through
democratic elections, has now achieved majority rule, and is showing signs of
political and economic stability and maturity. Malawi and Zambia have had
successful, peaceful elections and transitions of power. Mozambique has
successfully demobilized its armies and carried ocut free and fair multi-~party
elections. Only Angocla remains on the precipice between continued war and anarchy
and peaceful compromise. Nonetheless, the successes clearly outweigh the
failures.

What next? In spite of a decade of dramatic progress, peace and security are
fragile commodities--as can be readily seen in other parts of the continent. The
achievement of peace and security in Southern Africa cannot be allowed to fail. |
The next steps in consolidating peace and security involve increased regional
cooperation, strengthened trading ties and promotion of an open free-market system
throughout Southern Africa. Only with such progress can U.S. aid flows be
replaced by trade and commercial ties between the U.S. and the region's markets.
In Africa today, the best prospect for a successful transition from aid to trade
is in the southern part of the continent--with its better infrastructure, natural
resource base, human capacity, and improving economic policy environment. It is,
therefore, in the United States' interest to assist in transforming a fragile
peace into real economic growth and cooperation.

With its natural resource potential and important trade routes to the sea,
Mozambique's stability and economic progress are vital to regional growth. But,
after decades of war, Mozambique's economy is shattered, trust between the
previously warring parties has not been fully achieved, and the country remains
one of the poorest in the world. Apart from Angola, the prospects for continued
pelitical and economic growth are more precarious in Mozambique than anywhere else
in Southern Africa. Only hard work, a commitment to politiecal reconciliation and
implementation of economic reforms, and good international cooperation with
Mozambigue's aid partnere can stabilize the process over the next decade.

What was true in 1984 remains true today. A strong commitment by Mozambigque to
political liberalization and economic reform is necessary to justify a large U.s.
assistance presence. The region has a stake in this outcome as well. Increased
production will permit Mozambique to play an important role in growing regional
markets, while increasing household incomes will arrest economic emigration.
Continued reconciliation and growth in democratic processes will strengthen
stability and the prospects for regional and international investment.

Adherence to a strong policy reform agenda, therefore, is essential. A reform
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agenda that permits private sector expansion, commits to increasing resources to
health and education, adopts new social service delivery mechanisms essential to
achieving stronger maternal and child health care delivery through community
participation, and commite to reconciliation and growth in democratic processes is
the sine qua non for effective U.S5. assistance.

At the March 1995 Consultative Group Meeting in Paris, the GRM provided a strong
signal that it is serious about remaining on the path of political and economic
reform. The new government appointed by President Chissanc in December 135%4 has
already demonstrated a much stronger commitment to economic and political reform
than the previous one. Nevertheless, the path ahead is daunting and the capacity
of government extremely limited. Given the importance of Mozambigue's economic
growth and political stability to the Southern Africa region, however, it is vital
that this process continue. 5trong, united donor pressure to meet the benchmarks
and timetable established by the GRM, as has been learned from past experience, is
essential to helping the GRM stay the course of reform.

Camercn Hume, in his recent beook, "Ending Mozambique's War™, has made the point
that third party intervention was vital in keeping the parties to the peace
process moving to a successful conclusion in October 1992. The transition from
October 1592 to Octoher 1994 has proven how critical international pressure was in
keeping to the peace timetable and agenda, and to its key components-—-
demobilization and elections. So, too, must Mozambigque's development partners
help the GRM sustain the policy reform agenda and its timetable in the future.

Finally, it is important to realize that develcopment in Mozambigue must adhere to
a short as well as long-term timetable. History in Mozambigue has shown that much
can be accomplished in one decade (1%84-1994), or even in two years (October 1992-
October 1994). The long-term development of Mozambigue will not be successful
unless the policy reforms announced at the March 1995 Consultative Group meeting
are implemented over the next several months to two years. To that end, the
Mission's strategy includes an important policy dialogue component to assist in
implementing the 1995 and 1996 reforms.

If, in its first year, the new GRM succeeds in meeting the policy benchmarks it
has set for itself, and the IMF targets are substantially met for 1995, under
those conditions we would propose a significant increase in U.S. resources to
Mozambique. To assure that Mozambique contributes to regional peace, stability
and growth in the future, attention to today's policy agenda is vital. And, it is
key to sustaining the contribution that foreign assistance in Mozambique can make
to U.S. pelicy and trade objectives in Africa.

B. Overview of USRID Strategy in Mozambique

Since USAID's program began in 1984, it has implemented three short-term
strategies. Between 1984 and 1990, the Mission responded to humanitarian crises
and initiated an economic policy reform agenda focused on liberalizing the
agricultural sector, encouraging the GRM to reduce restrictions on the private
sector, and liberalizing exchange rate management. Beginning in 1990,
USAID/Maputo implemented its first Country Program Strategic Plan (CPSP).

1. FY 1990 - FY 1992 Country Program Strategic Plan

The goal of this CPSP was to ensure access for all Mozambicans at all times to
sufficient food for a healthy and productive life. The strategy consisted of four
strategic objectives contributing to two subgoals: the first, to meet the
subsistence food and basic health requirements of the absolute poor; and the
second, to increase food supplies through private sector production and trade to
levels that meet domestic consumption requirements. The four strategic objectives
were:

one: Sustain an effective food safety net for the urban poor and those
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displaced and severely affected by war.

(<} Reduce, among target population groups, dependence on external food
aid to meet subsistence reguirements.

Three: Establish a policy environment conducive to private agricultural
production and marketing.

Four: Increase the role of the market in allocating productive
regources to private producers.

Policy reform was central to the success of the strategy, as was the participation
of U.5. private and voluntary organizations. By FY 1992, the Miesion had largely
achieved jts strategic objectivee and made notable progress toward both

subgoals. Even as the Mission began preparations in early FY 1992 for its

firgt medium-term strategy, the worst drought in a century in Southern Africa hit.

The 1982 Drought

By January 1992, the Mission recognized that Mozambique was suffering under a
particularly bad drought. By the end of February 1992, it was clear that one of
the most vulnerable countries in the world in terms of food security was being
threatened by the specter of becoming another Somalia or a 1984 Ethiopia. To
avoid this catastrophe, USAID/Maputo shifted almost all of its staff and financial
resources to mitigating the effects of the drought. USARID/W and the USDA were
extremely forthcoming in providing enough additiona}1resources, to--when combined
with those of other donors--avert death and famine.

2, FY 1993-1995 Transition Program
On Octcber 4, 1992, in the midst of the drought, the GRM and RENAMO signed the

General Peace RAccords {GPA), bringing peace to Mozambique for the first time in 16
years. The USG responded guickly to the imperatives of the GPA by developing a

‘new short~term Transition Program to help Mozambigue complete a successful war-to-

peace transition (superseding, but not entirely displacing, the FY 1990-1992
CP5P). This strategy, encompassing F¥s 1993-1995, had three strategic objectives:

One: ' Avoid drought-related and war-related famine and death.
Two: . Contribute to successful implementation of the peace process.
Three: Contribute to reintegration of populations into stable and

productive social and economic activities.

The FY 1993-1994 Assessment of Program Impact clearly documents the USG's
successes and progress toward achievement of USAID/Maputo’s-strategic objectives
and Mozambique's own exciting successes in completing the terms of the GPA.

The successful fulfillment of the terms of the GPA is a significant achievement
that should not be underplayed. The watershed event in this process and in
Mozambique's development, however, may well be the election of a new government
with a significantly changed optic. This government has the opportunity to make a
long-overdue bellwether change in Mozambique's development strategy. The possible
constraints to successful completion of this change are the lack of human resource
capacity and pelitical commitment.

¥ Sec the Assessments of Program Impact for FY 1990, FY 1991 and FY 1992,

" See the Assessments of Program Impact FY 1990 through FY 1992, the Assessment of Program Impact FY 93-94, and the 1993
SADE evaluation. '
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c. Post-election Development Environment

Whether part of the tenth mest industrialized country in Africa, as in 1975, or
the world's poorest by 1994, the majority of Mozambicans have been locked out of
real participation in the economic and political life of their time. Over the
last 30 years of war (including the fight for independence and the civil
insurrection), Mozambicans have been impoverished to the point where this fact
becomes the overwhelming character in Hozambzque 8 landscape. The developmental
challenge facing Mozambique and its partners is to identify the causes of and
solutions to impoverishment and the alienation of both the government from its
citizens and the majorzty of Mozambicans from participation in the country's
political and economic life.

In the recently completed Consultative Group Meeting, the GRM presented a
significantly improved economic and political development agenda. Most notable
was a strong commitment from key officials to increasing transparency and a real
willingness to tackle fiscal austerity while making substantial commitments to
improving gevernance and economic management. The degree to which these key
officials are able to meet their commitment will be dependent on human rescurce
and institutional capacity, and the degree to which the donors remain committed to
insisting that the GRM meeting benchmarks and timetables.

In the post-election environment, food security is no longer the immediate,
overwhelming development issue in Mozambigque. It remains, however, a much more
complex and subtle counterpoint. Before and during the drought, donors' primary
concern was to ensure massive encugh food aid to aveoid widespread famine and death
among the internally displaced--both rural and urban--and the urban families
falling below the absolute poverty line. During the transition period after the
signing of the General Peace Accords and the elections, the concern was to prevent
starvation and acute malnutrition among the five million returnees moving back to
areas with no support systems and few or no means of production, still using
relatively massive levels of aid.

In the post-election period, however, the GRM and donors will have to manage food
aid with a great deal more finesse than in the past. 1In addition to issues
related to domestic productzon disincentives, the GRM and donors must xntegrate
concerns about:

1) local purchases for the residual emergency program distorting the develop;ng
markets by crowding the market~dependent population out of the market--thereby
increasing food insecurity in urban areas;

2) narrowly targeting direct feeding programs in rural areas;

3) the impacts of cash for work/food for work (CFW/FFW) on local and national
market development;

4) loss of government revenue (and its impact on gsocial sector spendzng) from
declining commercial food aid levels; and

§) the near to medium-term interregnum between strengthening policy and market
signals to increase production and expansion of an effective private sector market
distribution system that assures adequate suppliees at an affordable price for the
urban absolutely poor--or how broad and in what form to establish a broad safety
net (60% of the urban population is absolutely poor}.

D. Country Program Strategy Goal

During the analytical process undertaken to develop the strategy presented in this
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document.,, USAID and several of its Btakeholders18 identified a number of
variables that were intrinsic to sustainable development in Mozambique. Most of
thoese variables were linked to three potential geoals: 1) broad-based, market-
criented, sustainable economic growth; 2) food security; and 3) enhanced human
productivity. Strong links exist among the three. 1In analyzing those links and
trying to establish cause-effect relationships in Mozambique, USAID and its
stakeholders came to several conclusions.

. With the end of the war and the drought effects, food insecurity is
becoming more a lack of income resulting from slow growth than an issue
of preduction constrained by war-related devastation.

° Economic growth was constrained by inappropriate economic policies, lack
of infrastructure and low human productivity, exacerbated by the
devastation of war.

) Truly broad-based economic growth was not achievable even in the longer
timeframe because of the pervasiveness of poverty and the deleterious
impacts of that on human productivity.

o Constraints to human productivity included some critical economic
policies, the political system, and the educational and health status of
the majority of Mozambicans.

Based on these analyses and conclusions, USAID and its stakeholders chose Enhanced
Human Productivity as-the strategy goal.

The two most important keys to surmounting the daunting challenges confronting
Mozambique are economic growth and the consolidation of improved governance and
democratic processes. However, the extremely poor health status of most
Mozambicans, particularly of women and children, ie a serious impediment to their
participation in and reception of the benefits of growth and a more responsive
government.

E. Strategic Objective 1.0: Rural Household Income Increased in Targeted
Areas

1. Rationale

Increasing rural household income is central and fundamental to enhancing human
productivity and fueling economic growth. By helping households increase incoae,
the Mission will enable individuals and households to make important consumption
and investment decisions to improve their wellbeing, increase the availability and
consumption of food, and increase their access to and use of education and health
services. .

This Strategic Objective {(SO) complements and will be implemented in conjunction
with the Mission's other two strategic objectives: increased use of essential
maternal child health/family planning services in focus areas, which will directly
and indirectly increase the productivity of the household; and government more
accountable to citizens, which includes empowerment of local communities to
resolve many of their own problems.

Increasing household income will contribute teo the alleviation of food insecurity,

" In April and November 1993, the Mission, cooperating PVOs, key institutional and university contractors, and REDSO siaff
participated in one to two-day workshops. The objectives of the workshops were 1o broadly define Mozambique's deveioptent needs
and constraints and to identify critical topical areas to which the Mission should focus ils analysis and resources. These workshops
also led to the Mission’s working goal as well as three primary topical areas: household income, social service delivery and
democracy/goveinance.
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a perennial problem in Mozambique. As has been seen elsewhere, health and
education are highly correlated with income at both the individual and societal
levels. The potential impact on rural households will be significant as people
resettle in rural areas and increase production beyond subsistence needs.

Rural household income is defined as the cash value of production for own-
consumption plus remuneration from the sale of goods and services, including in-
kind payment and remittances by those rural people who ate together on a regular
basis in the last year in a specific location. The sources of rural household
income include:

. on-farm crop and livestock production consumed by the household;

. off-farm income'® from the sale of agricultural produce (crops, livestock,
forestry and fisheries);

e . wage earnings and in-kind income from cff-farm labor;

. earnings from off-farm, non-agriculturally related activities (e.g., from

services or sale of consumer goods); and
. remittances.

The conditions necessary and sufficient to increase Mozambican rural household
income are:

increased access to markets;

increased earnings from off-farm activities;
increased agricultural output; and
increased remittances.

Increasing remittances is beyond the manageable interest of the Mission and is
also a relatively minor component of household income in the targeted areas. The
targeted areas the Missicon has chosen include the primarily maize-based cropping
system areas from the Beira Corridor (parts of Northern Sofala and Northern
Manica), Zambezi and Nampula provinces, and the cashew tree/cropping systems of
the coastal regions of Sofala, Inhambane and Gaza. The Mission expects to make
few direct interventions in the cashew tree system in the coastal areas south of
Zambezi. Nonetheless, these areas will directly benefit from the policy changes
which will be sought. The choice of the two crops is based on the expectation
that some concentration on key agricultural commeodities that are widely-grown and
associated with high demand, existing markets, and rural income will bring
quantifiable benefits in terms of income and household food security to a large
number of rural households. Although the two cropg are important contributors to
household income at the moment, the strategy's intent is to diversify and increase
household income. The areas identified for targeting have good agricultural
potential, including as they do part of the nation's breadbasket; are potential
suppliers for Mozambique's principal domestic and export markets; and have been
severely affected by the war. Roughly 33% of Mbzambique's population are
encompassed by the identified areas.

a. Development Needs, Constraints, and Opportunities

For a discussion of the macroeconomic constraints, refer to Part 1. Sections A.3.
and D., above. See also Annexes 1 and 6. Overall, the current policy and
regulatory environment suffers from a lack of implementation and transparency.
The inherent uncertajinties and disincentive effects of these weaknesses are
significant constraints to both increased household incomes and a vibrant,
competitive private sector. Of particular concern are peolicy and regulatory

¥ Off-farm inciudes any activity other than on-farm subsistence crop and livestock production:
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obstacles to more effective and efficient marketing of agricultural products,
especially of export crops. Smallholders are the most significant producers of
two of the most important experts, cashews and cotton.

In addition to those described above, a number of constraints related to market
organization, rural enterprise development and expansion, and agricultural output
exist or persist. See Section II of Annex 1 for detailed discussiocns of the range
of constraints. The constraints which the Task Force has judged to be the most
binding during the etrategy period are briefly described in the appropriate
sections below.

b. Potential for Sustainable Development

This Mission's Btrategy proposes to increase rural household income by combining a
top-down and bettom-up approach. Focusing solely on a top-down approach (i.e.,
get prices right and everything else will follow) has not been effective in sub-
Saharan Africa. On the other hand, focusing solely on the household level has not
succeeded where seriocus macroeconomic distortions exist. Two of the program
outcomes allow the Mission to combine both approaches and address both the supply
and demand components of markets.

The areas identified for targeting have good agricultural potential, as they
include part of the nation's breadbasket, are potential suppliers for Mozambique's
principal domeetic and export markets, and were severely affected by the war.
Roughly 33% of Mozambique's population is encompassed by the identified areas.

The strategy also seeks a redress of the former dependency on the extremely weak
institutional capacity of the GRM. Increasing the role of the private sector,
including NGOs, in the provision of necessary goods and services related to market
access, rural enterprises and agricultural output, and supporting the GRM in a
more focused policy and coordination role will improve the sustainability of
increased household income.

c. Indicators

1. Percentage of increase in the average rural household income

. female head of household
'y male head of household
. both male and female head of household

2. off-farm income as a percentage of total household income

2. Program Outcome 1l.1: Increased Access to Markets
a. Nature of the Problem

Over the last seven years, the GRM has made substantial progress in liberalizing
producer and consumer prices. Nonetheless, the few remaining price policies
(e.g., floor price system) continue teo be repressive as implementation impedes .
market response and depresses producer prices. Also constraining the market®s
ability to provide price signals (incentives) to producers are licensing
impediments, such as restricting the number of export licenses for cashew nuts and
the overall number of licenses in a given administrative area.

The lack of an efficient and cost-effective marketing network is a major
constraint. Much of the "hard™ marketing infrastructure (roads, bridges,
electrical transmission lineg, and railroads)} was destroyed by the war, with the
result, that much of the "soft®™ infrastructure (i.e., service network--market
information, transport, marketing, and social sectors), became inoperative,.

only 6% of the unpaved main highways links were rated "good" in 1989. Lesas than
.,10% of entire national network, comprising some 5,300 km of paved and 23,5900 km of
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unpaved roads were in "good condition at the beginning of the 1990s. O©One third
are not accessible on a regular basis. Despite the excellent quality of the basic
reoad construction, the feeder roads are in poor to impassable condition. Lack of
maintenance due to non-access during the war and lack of resources contributed to
the severe deterioration of the transport network. Conseguently, vehicular
traffic is low and sporadic, constituting a serious bottleneck to the marketing of
domestic production for consumption and export, as well as the supply of consumer
goods and production inputs. 1In addition, reports of mines discourage commercial
traffic to areas with marginal to medium-potential returns.

Poor management and an aged fleet are the major constraints to more efficient and
cost-effective coastal shipping, as is the rudimentary and poorly maintained
infrastructure. Poor management is also the major obstacle to transforming the
rail system (although only of limited use to domestic marketing because of its
east-west rather than north-south orientation) into a competitive, cost-effective
alternative to road transport. The moribund, aged parastatal truck fleet is no
longer the constraint it was during the war; however, the protectionism the GRM
provided the fleet through fees, licensing, restrictions on entry to ports, axle
weight limits, etc. are still in place and still unnecessar;ly increase the cost
of transportation.

Underdeveloped communications, when considered in terms of the large distances
between markete nodes and between producer and buyer, inhibits market performance.
In the absence of a market information system and a viable telecommunications
system, traders, wholesalers and producers are not alerted to existing surplus or
deficit markets. The lack of this basic information leads to inefficiencies and
higher marketing costs to the trader and consumer. It also puts the rural
producer at a seriocus disadvantage in negotiating a sales price for her/his
surplus preoduction.

Credit appears to be a major constraint to improving trading networks. Very high
nominal interest rates make it very unattractive to borrow money and even more
difficult to repay loans in the 90 to 180 day loan period. This lack of credit,
however, is not a major constraint to smallholder production in the near term (or
over the period of this strategy)--at least not until the level of technology used
by smallholders improves and the relative costs of purchased inputs decline as
marketing costs fall.

Mozambique has one of the world’'s weakest insetitutional and human rescurce bases.
According to UNDP, in 1992 there were only 130 university graduates in the
Ministry of Agriculture (MOA), 62% of whom were based in Maputo. 1In the same time
period, the MOA was managing 180 donor projects (reduced from 500) as well as its
own extension and research systems. Lacking any real capacity to collect,
analyze, and disseminate reliable, pert;nent data, the Ministry made agricultural
pelicy in an information vacuum.

Implementation has been very slow by any standards; donor and private sector
competition for trained staff to work on projects has been stiff. Compounding
this problem, the current administrative system centralizes all planning,
financial and administrative authority. While the institutional weaknesses may be
amenable to amelioration by changing the structure and role of the institutions,
the human resource capacity will remain a serious constraint for the strategy
period and beyond (e.g., the primary enrollment rate is 55% of eligible students,
with only 50% of those going on to the next level of wh%fh only 34% go on to pre-
university. Of an age cohort only 1% reach university ).

b. Programmatic Approaches and Feasibility

® "Education Sector Assessment,” prepared for USAID/Maputo by the Improving the Efficiency of Educational Systems Project, Florida
State University, July 1992
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This strategy proposes to strengthen markets by increasing access to markets
through joint investments with the GRM in infrastructure and by improving the
enabling environment that encourages opportunity and choice for private sector
investments. Specifically, the Mission is proposing a combination of project
assietance, non-project assistance (NPA)} and food aid to address these constraints
to access.

Projéct assistance will be directed principally toward three major constraints:

° the physical constraints to market access, such as roads and bridges and
on-farm storage;

. weak or almost non-existent service networks, such as market
information, private sector providers of general contracting services,
and transport services; and

. weak management of market infrastructure, including the Natiocnal
Directorate of Roads and Bridges, the provincial road construction
companies, coastal shipping, and possibly other entities, as identified
during results package design.

Non-project assistance, conditionality to project assistance and food aid will be
directed toward such policy constraints as those related to, among other issues,
completion of pricing liberalization, transaction costs of market entry and
access, road maintenance and privatization of GRM functions related to road
construction and maintenance, increasing transport capacity (e.g., fees, tariffs,
non-tariff barriers, etc.) and broadening financial services. 1In the early part
of the strategy, the Mission expects that the NPA will use the CIP mechanism. 1In
that case, the NPA may also directly address the lack of equipment and supplies
necessary for improving market access {e.g., computers, trucks, heavy eguipment,
processing egquipment, etc.).

The Mission will work through a small inter-ministerial policy group to develop
and monitor implementation of a reform agenda. Depending on the nature of the
policy constraint, the Miegion will address it through policy conditionality for
the NPA or project assistance and/or project finance joint studies or research
with the GRM and other partners.

Commercial food aid will have the added benefit {beyond providing the forum for
policy dialogue and directly contributing to food security} of physically
strengthening market networks by its actual flow through a variety of private
Bector suppliers just as it does now. As Title II food aid alsoc movee up the
emergency relief development continuum from emergency to mitigation, the PVO
sponsors are expected to increase the share of resources going into Food for Work
{(FFW) or Cash for Work (CFW). The Mission has already had informal discussions
with the GRM and PVOs about the potential for CFW to help villages provide basic
maintenance on feeder roads used by their producers. During the design of the
Rural Access Project, the issue of a role for community maintenance will be
explored.

c. USAID's Comparative Advantage

Although the United States has no comparative advantage in providing assistance to
rural infrastructgfe projects, in general, such investments have had significant
long-term impact. In Mozambique, USAID/Maputo has a comparative advantage in
rapid implementation, from conceptualization to completion, of rural road
rehabilitation. Based on past experience in the country, the Mission also has a

3 mpssessment of ALD. Activities to Promote Agriculturat and Rural Development in Sub-Saharan Africa,” USAID/PPCICDIE, Chapter
63.1, "Rural Infrastructure: Transportation and Umigation™
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comparative advantage in sector-based policy analysis related to private sector
market entry. U.S. universities, which do have a comparative advantage in food
gecurity-related research, are expected to continue to be involved in the research
underlying the policy dialogue, as well as in the strengthening and expansion of
market information systems and improving analytical capability.

d. Consistency/Complementarity with Other Donors

USAID/Maputo's investments in road rehabilitation are planned and implemented
within the framework of the Roads and Coastal Shipping (ROCS) project, a multi-
donor sector program coordinated by the World Bank and GRM. Coordination is
close, with the proposed roads to be rehabilitated (from the universe identified
in the ROCS project) approved by National Directorate of Roads and Bridges (DNEP)
and cleared through the World Bank. Consultations with the other donors providing
either direct financing or parallel financing have been, and will continue to be,
integral to the strategy implementation and project design.

There are no other donors financing any activities related to the development of a
market information system. As can be seen in the Table "Other Donor Activities in
Strategy Areas”, in Annex 1 there are a number of donors who are involved in
statistics, capacity-building in the public sector, and, hidden within the general
rubric of rural development/ agricultural development, on- and off-farm storage.

USAID/Maputo has been in the forefront of fostering an expanded role for the
private sector and, consequently, a reduced role for the public sector. Not all
donore are comfortable with the U.S. position that the public sector should leave
the productive sectors to the private sector. The Nordics, Britain, and the
Netherlands have been the least accepting. However, after 10 years of discussions
with the other donors and relatively widespread acceptance by the GRM (based on
successful research and policy dialogue), some acceptance of the Mission's
poeition has been cbtained, notably by SIDA and the Netherlands. Less agreement
has been gained from Norway and the UN family.

e. Commitment of the GRM

It is difficult to accurately assess the commitment of the new government
leadership, many of whom have only been on the job since early to mid-January
1995, to this Program Outcome. However, the Mission has a history of working with
DNEP, which is very committed. The GRM's financial commitment to road maintenance
is being assessed as part of the design of the Rural Access Project.

Strengthening the market information system builds upon an on~going effort to
which the GRM has already proven its commitment. USAID/Maputo's experience with
pol;cy reform in Hozamb;que has been that while agreement to change may be slow in
coming, depending as it does on accumulating a critical mass of empirical data,
.once the GRM has made a change, it tends to abide by that change. Constant
monitoring is, nonetheless, required as there is still discomfort at many levels
of the government about abandoning central planning.

£f. Partners and Delivery Mechanisms

USAID/Maputo has several partners in achieving this Program Outcome. Within the
GRM, the Mission will be working with the Ministry of Public Works and Housing
{roads}, the Ministry of Transport and Communication, the Ministry of Commerce,
Industry and Tourism, the Ministry of Plan and Finance, and the Ministry of
Agriculture and Fisheries. In addition, the U.S. university community, the World
Bank, and a few other key donors are significant partners. Depending on the
design of the Rural Access Project and Title II proposals, USAID/Maputo may also
have PVO partners. As mentioned above, assistance will be provided through
project assistance, NPA and food aid.

g. Program Indicators
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1. Percentage increase in volume of marketed goods22
2. Percentage decrease in transportation costs:

. cost per ton/km

. cost per passenger/km

3. Program Outcome 1.2: Rural Enterprises Expanded
a. Nature of the Problem

Growth in agricultural production and access to markets for the sale of that
produce are not sufficient for increasing household income. Rural households also
depend on processing, manufacturing and services in their direct income earnings
and consumption expenditure patterns. Explicit promotion of processing
agricultural products and other manufactured goods, in light of the incentive role
they play and their forward and backward linkages to the economy, offere an
important addition to rural household income. .

Two historical factors are notable problems. First, the history of community
agsociations (such as farmers' associations for marketing or bulk purchases of
inputs or women's associations for the marketing of cottage industry preoducts) has
been one of sometimes violent prohibition. The colonial regime allowed almost
none; FRELIMO allowed only government organized and managed “cooperatives." As a
result, most Mozambicans have a strong distrust of "cooperatives.™ It remains to
be seen if that distrust extends broadly to other associations. Second, the war
ravaged whole villages and communities, and sent community members fleeing--
sometimes slipping away individually, sometimes able to move as a group. With the
exception of the latter groups, Mozambicans were alienated from the communities
with whom they would normally develop the kind of economic associations necessary
for the development and fostering of small and microenterprises, including
informal credit systems and other informal ways of mobilizing capital.

b. Programmatic Appreoaches and Feasibility

The Mission will provide project assistance to promote small and microenterprises,
including assistance to individually- and group-owned enterprises, and, if
significant employment generation is possible, to medium-sized enterprises based
in rural areas. Of particular interest to the Mission are enterprises which not
only contribute to food security by increasing household income but also increase
women's access to land,. employment, capital and technelogy. Other than policies
that generally affect the private sector (licensing, taxes, pricing policies, land
tenure security, financial intermediaries), the Migsion has identified few
specific policies which only affect micreenterprises, although arbitrary
implementation or regulation leaves microenterprises vulnerable to rent-seeking
regulators.

Over the last several years, a number of donors have financed small and
microenterprise projects with varying degrees of success. The more successful
efforts use NGOs rather than GRM institutions as intermediaries. In deciding
which enterprises to target, USAID/Maputo will look at the potential numbers of
rural households affected and the potential increases in rural household incomes,
and its assistance will be directed at achieving the greatest impact. This
strategy will work through. PVOS, except as policy reforms are necessary.

Depending on the nature of the peolicy constraint (e.g., entry, regulatory, tax
regime, etc,), the Misaion will include it in ite overall policy agenda for NPA or
will use project~financed joint studies with the GRM and other partners.

In March 1995, the Miasion began a survey to inventory the typea of rural
enterprises that currently exist and assess their developmental neede. Together
with the GRM and NGOs, the Mimsion will conduct research to refine apprcaches to

B Marketed goods include food and other consumer goods such es kerosene, soap, clothing, etc.
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assisting rural enterprises and inform policy-makers of reforms necessary to
stimulate growth in numbers and ocutput.

c. USAID's cOmparatiVe Advantage

USAID has mlxed experience with microenterprise development. However, several
PVOs who are in-country or have expreased an interest in establishing programs in
Mozambique have good to excellent experience. Pilot projects under several PVO
grants are already underway, or will shortly be underway.

d. Consistency/Complementarity with Other Donors

Tracking donor and NGO assistance to small and microenterprises is almost
impossible in the Mozambican context today. Nonetheless, based on discussions
with most of the major donors, almost all of the bilateral donors and many members
of the UN family have a few but widely scattered microenterprise projects. Almost
all of the bilateral donors use NGOs as intermediaries. Although there are
differences of opinion among donors as to whether Bubsidized and/or directed
credit should be provided or not and whether to use public institutions rather
than the private sector for training, the inconsistencies are not a major cause
for concern at this time. On this subject, the Mission has had close
consultations with the World Bank on the development of small and
microenterprises, especially related to the constraints to growth of these
énterprises.

The extraordinary level of poverty in Mozambique and the need for serious
attention to equity issues require measures that might in the near to medium term
be unsustainable, particularly where lending is seen as a solution. USAID/Maputo
does not intend to have a significant credit component to this Program Outcome,
but will focus on other ways to mobilize capital and activities within the
parameters of the resources that can be mobilized. Nonetheless, as part of its
strategy for this program outcome, the Mission will be monitoring the credit
Bituation. .

e. Commitment of the GRM

The GRM recognizes that until the economy has adequately grown, poverty
alleviation requires direct assistance to small and microenterprises. Based on
the success of the NGOs in reaching the rural poor during the war and drought, the
GRM is opening up to participation of NGOs in a broader range of activities.
Continued commitment to allowing the NGOs to operate rather freely will depend on
the NGO and donor community keeping the GRM informed on their assistance programs.

f. Partners and Delivery Mechanisms

‘This strategy proposes working with PVO and GRM partners to-promote enterprise

development. Two important subsets of beneficiaries of this component are
expected to be demobilized soldiers and/or their families and women.

‘g. Indicators

1. Increase in number of small and microenterprises and associations
2. Percentage increase in the value of micro- and small enterprises:
. investment
N sales
4. Program Outcome 1.3: Increased Agricultural Output
a. Nature of the Problem

Land policy and issues arising from it are very complex. A number of variables
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constrain the effective use of land for productive purposes, including colonial
patterns of settlement, villagization, intervened agricultural enterprises, state
farms, informally "divested™ state farms, interim settlements of the internally
displaced, returnees (refugees, internally displaced, demobilized soldiers), and
concessions (granted by central government, provincial or local authorities, legal
and extra-legal). In almost every phase of Mozambique's history, smallholders
have lost rights to land, yet the most productive unit of production in Mozambigue
over the strategy period will continue to be the smallholder. The two largest
constraints to smallholder food self-reliance are labor and land. Results from a
Michigan State University/Ministry of Agriculture survey  show that household
income is highly correlated with the size of land holding, irrespective of the
number of adult family members.

A number of constraints to technology development and transfer exist, including
fragmented and generally ineffective extension services (due to the impact of the
war on access, limited financial resources, low educational level of agents, lack
of mobility), weak links between research and extension, lack of clear research
priorities, and limited financial and human resource capacity in the research
system.

Because of the war, natural resocurce management practices have deteriorated as
people, crowding onto more fragile but secure land, were unable to apply
traditional management practices. 1In critical areas near secure mangrove
ecosystems, deforestation for fuelwood and soil erosion and runoff present a major
threat. 1In areas like Angonia {in Tete, near the Malawi refugee camps} and along
the Beira Corridor, deforestation for fuelwood has reached major proportions;
meanwhile, intensificatjon of agricultural production without the traditional
fallow system or access to inputs and improved technology has resulted in loss of
soil fertility.

After the initial production gains from expanding land under cultivation, and the
secondary gains from the adoption of existing improved technology, rural
households will depend increasingly on the use of inputs. The inefficiency and
lack of resources (human and financial} of the public sector makes an expanded
role for the private sector paramount. Despite progress in the GRM's acceptance
of an enlarged role for the private sector, a number of obstacles remain.
Reference has already been made to licensing, tax reform, credit, and
infrastructure. - -

Two other impediments exist. The first is the parastatal seed company and the
protection it receives through a de facto monopoly, which increases the price of
seed to a level the majority of farmers cannot afford. This is a particularly
difficult problem as the monopoly and the company are supported by a major
bilateral donor. The second impediment is an artifact of the ten-year emergency:
free distribution of seeds and tools. Again, there is a difference among donors
as to whether free distribution is justified today, and if not, how to phase in
sales.

b. Programmatic Approaches and Feasibility

Assistance will be delivered through project assistance to the GRM, grants to the
PVOs and NGOs, and indirectly to the private sector through NPA policy reform
related to the trade and investment climate. The Mission has had great success in
moving toward achievement of this program outcome through grants to PVOs under the
PVO Support Project. The strategy proposes continuing a similar approach as its
major programmatic approcach. 1In addition, the Mission proposes tapping PRIME and
SAEDF resources to provide direct assistance. Purther, however, the Mission will

= ihants of Housenold Income and Consumption in Rurat Nampula Province: Implications for Food Security and Agricultural
Policy Reform,* MOA/MSU/UA Research Team Working Paper No. 6, August 1992
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provide project assistance to strengthen the private sector, possibly through
assisting the replication of models involving private and mixed capital companies
to provide inputs and technology transfer to smallholders, and modest investments
in public sector research related to sustainable agriculture, particularly where
the research institutions are partnered with NGOs. The Mission will continue to
pursue policy reform of critical constraints through the NPA.

c. USAID's Comparative Advantage

USAID and the U.S. university community have a comparative advantage in dealing
with land tenure issues. More specifically, USAID/Maputo and the Land Tenure
Center (LTC) have a particular comparative advantage, based on experience over the
last three years, that is recognized by the GRM and other deonors. An advantage is
also recognized related to agricultural pricing. The U.S. university community is
generally recognized as having a comparative advantage in applied policy research
and agricultural research. USAID has a comparative advantage in support to the
private sector, which is also generally recognized in Mozambique.

d. Consistency/Complementarity with other Donors

The Mission and the LTC are coordinating. closely with the World Bank, whose
proposed strategy related to land tenure closely reflects that of the Mission.
Several other donors have pilot activities related to land tenure. While
monitoring each other's activities, none of the other donors, with the exception
of the World Bank, are ready to tackle the most serious of the policy issues
related to land--legal reform and private ownership. This .leads to inconsistency
between efforts. Because so féw donors are involved, this has not yet been a
problem. There are a few hopeful signs, however, that other donors are beginning
to recognize the seriousness of these issues. The Mission and the LTC are
monitoring the situation and are in discussions with the others.

The major inconsistencies related to this Program Outcome are directly due to the
United States' preference for private sector-led market development over State
involvement in productive sectors. The Mission has had some success in convincing
other donors to let the private sector operate, but debate has to be on a sub-
sector by sub-sector case.

The Mission and PVOs that actively work with communities toward increasing
agricultural output are cocordinating closely and share many common strategies.
Coordination between the PVOs and the Mission is good, while the PVOs coordinate
with the GRM and with other NGOe at the provincial level.

e. Commitment of the GRM

The GRM recognizes that smallholder-based agriculture is the engine of growth for
the economy. As it retreats from direct participation in and control of
agricultural production, however, the GRM's lack of a comprehensive agriculture
sector program framework and resulting ad hoc approach is an increasing problem.
The GRM has indicated that it will present a detailed, comprehensive five-year
investment plan at the next Consultative Group Meeting. USAID/Maputoc has, to the
extent there is a general concept of a sector plan, influenced the broad outlines
of that future strategy and expects to continue its involvement in the development
of the proposed framework and investment plan.

f. Partners and Delivery Mechanisms

The Mission's chief GRM partners in achieving this Program Outcome are the
Ministry of Agriculture and Fisheries, the Ministry of Commerce, Industry and
Tourism, the National Institute for Rural Development and the Ministry of Plan and
Finance. Until it defines its role, the newly created Ministry for Coordination
of the Environment is a more minor partner. Other major partners are the PVO/NGO
community and the private sector.
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g. Indicators

1. % increase in total production of selected crops:
. Volume {metric tons}
- Value (US 5 equivalent)

2. % increase in yield per hectare (kg/ha)

3. % decrease in post-harvest loss

F. Strategic Objective 2.0: Government MHore Accountable to Citizens
1. Rationale

The period of transition to and consolidation of democracy after conflict, ase is
the case in Mozambique, is frequently fragile--strained by unrealistic
expectations of progress in political, sociological and economic spherea. Nascent
democraciep like Mozambique need time and assistance to expand and deepen
democratic processes beyond periodic national elections to institutionalizing both
community participation at the local level and an accountable, transparent style
of governance that ensures citizens a modicum of control over their own lives.

A primary objective of U.S. foreign policy is the promotion of democracy and
respect for human rights. USAID/Maputo's promotion of democracy and governance
directly supports this primary objective. 1In addition, for USRID, democracy and
good governance are inextricably linked to sustainable development, which requires
informed participation, public sector accountability, and protection of human
rights.

As indicated above, U.S. strategic interests in South and Southern Africa require
politically and economically stable countries. BAs it transforms itself from a
conflict-torn, economically bankrupt country, Mozambigque is in a very fragile
phase of transition. The economic weaknesseB are being addressed by the income
strategy. This strategic objective is concerned with etrengthening the nascent
democratic processes neceegsary for both political stability and development.

USAID/Maputo's goal of enhanced human productivity refers not just to improvements
in individual capacity for physical wellbeing and economic production but also to
the ability of individuals and groups in Mozambican society to more effectively
address their needs and pursue their aspirations. This political aspect of human
productivity is constrained by the traditional dominance of the State--i.e., the
executive branch--in Mozambican society, with few if any checks and balances to
that power. .

2. Development Needs, Constraints, and Opportunities

The 1990 Constitution allowed for the creation of