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1. CoatimIe support 10 mcaitor pricellDII CCDllniDJlIO productioa 1IIII1IIIIbtiD,. rJ~AID 

I 
on-going I 1992-93 

2. Work for JIftIer iDlticuriona1jmtioa of MSU ICIivitiel withilllbl MiDiJUy of Il~AID I 
on-going I 

ApiaIllUrI. 1992-93 
t 

MODiIDr md iIIflueoce-mdit IDd bmkiu, IIICt.or .dcveJopmmta 10 support 
I 

3. IJf.AID 1992-93 ! 
qricu11Ur1l cS.ve1opmmL - - , , 

4. Develop 1 proJBD1 of DOIl-projec:t IIIistw:e- IIw c:oace:atrIteI OD makin, ::::AID 1992 
opm.tiOlll.l !he policy deciJiOlll I.lDdettaUa durinJ PSSP. remaviDt ob8:leI thai i 

I 

constrain the full ~ of ocooomic IibmlizatiOl1, md proDXlCiD, efficiea& ! 
functioning of II!IlUGnJ 1IoCICWOrb. 

! 
5. analytic srudicllboald be ~ (I) the poaible price dq7rea:inJ effectl 1~r:AID 1992-93 
of food aid; (b) die IfOWi.nI pramce of commercial itiDaml tmdcn (COmaND- I 

I lei ambulanta) md bow !bey CaDlabau1.d be !UppOr1ed (cndit, orpnizarioa. I 

tninin,); (c) IbI roJ. of WOIDIIl .. 1M primary .,ncu1fura1 producerI. II1II th8 I ~ of poliq ebmp OIl tbeir live., iDcludin, rqioaal variatioaa. I 
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U5AlD it IUpp01tiq dII OovetllDllld of eM bpubIic of Mozambique (C1U() policy reform in the fOod IUd apic:altw, 
sector throup the Prjwa Sedor Support PropuD (pssp), I SS3.4 IIIillD, Ihn.ysr ~ Ipj"mre activity 
USAlD it 1110 providiq $J IIIillioD of ~ M'i--=- fur raeuda IDd reIa&ed wi-..:e ill mpport of the PssP policJ 
reform I,euda.. Tbe purpoe of the PSSP poliq reform qmda it III iIzIpnM ~ b priva leCtor qriculnnI 
prodUCtiOll md IDIlteciq ill orda' to cabmce !be privaae a,riculIurallllCt«', prodDc:tiaa &ad iDcome. AD ~1IIIiaD 1&:1 

UIeII the a:ope, foau, ~ IUd imI*=t of the Ptvsram __ 1IDIMrtabII ill N<7VtIIIb. 1991. A IlIaD of four aperu 
reviewed relevllU d.xmnm"tjoa IUd iDIerv',.,.,..,-ed USAlD Italf, GRM otticialJ, IIId ocben in Maputo. Site visill ....... 

earned out in peri-wtu areu of MapuID ad in d» QuelimIDe IDd Mocuha IRIM. ThI major ~ ad c:oor:lllliOOlIrB: 

The PSSP hal bom able 10 idauify IDd effectively addn. I lelo..'Ud _ of policy COIIIb'IUuI to priVIle leCtor .,ncuJlUraI 
prodUCIlOD md 1DIIbc:iq. Tbe PSSP iI • well COIICCIived proJI'IIIl will r.IiIbc policy objectiv., ad reIpODdI to Iba 
COW1.Ily" developmmt (u oppoaed to ...... jiiiq) DIIOdL ViI1ua1lyaD tbllarptIlI*fficd in die policy ~form areada hIv. 
heal met by the plnllDlDt. N",ertholea, the full iDII*' of tbeIa mom. wiD oo1y be felt over the IODJ term. BeaefilI 
of the aew poticiel rauaiD dqlmdmt 011 !be cowrioa of !be WIl, IIId IIIlIDI:rtJQI obItaclcl COI1tiDDe to impede the recovery 
and develOPIDllDl of cbI COUDtry" qricu1tunl prodDctioa IIId mark.ec:iDa 1)' ___ 

A,ncuJturaI pric.-pOUcy reformI have heal ~ in elimjn,tin. tbI fixed prica I)'ICaIl aDd removm, the ilIeplity of 
JdliD. above the JOYII1IIDG price altboap chi .. floor price I)'IlmIl ..-vel dII f1mctiaD of • ~Cenmce price ra!ber th.m 
U • !nil JOvemmall price IIIppOIt. USAID .. camcdy ...".. ... ill CCIIII:*Jl • JIOt oaly Ibe r.:t IIId piCe of stale 
farm diveatiture but a1Io ill quality. AD !be apimlbIre ccjmmodjliM ...-Jy pr'OCWIC! thnlqh the Commodity Import 
Propm (CIP) 1Yv. t.. iqIorted tIuouP priUIIa .... aDd ~ br.1t e""I"'d cbI JrOWth of thia 1IICtDr. l'b! fUDda 
expeaded for 1eclmicaI1IIIi.-c. ~ • aoaad bepuaiq fur il«ilgtjogllld CIpICiJy buildiq. Poticy dialope bU-beeD 
mftueotiaJ in IChieviq ~ ill. ClDOIIIir ~ poI.iaa HoIwvw, dII G!UJ iI _1IIMIqUAI pa1Der, lack:i.q the 
quantitative IDd qualjtatiw policy aDd teeJmical ~ III develop ill 0WIl atzmc'. 

The evalualorl coacludod !bat the PSSP ilCfGIlalIll chi MiIIioa', Couaay Propam Stratep: Plm aDd iI c:msjlfenl with 
DeveloplDCDl FUDd for Africa (DFA) objectiVOl. It iI c:msi"eat IIId IIIppOdiYe of IbI GRM aDd World Bank IUd ott. 
doDor prolRml,-1DIi it _ u _ tlemIm in chllarpr c:mrext of 1CnIdunl.q...... USAID Ibould c:m.tinue IUppOl1 

to moaitorinl priCCII IIId CCIIItrIiDra 10 productioa I0Il mabciq, mcr.sina aar.miaIa an- III IboIa CCIIIItninII thai limit 
tho UDp.ct of price iDcaIIiVOl 011 productioa ad tbe etficicm functioainr of marbca. USAID IIbou.ld develop I aew propm 
of non-project assistance thai tOIIaI1lrIteI OIl lDIkinI opcntioaal tbI policy doc:iJ;iocy UDdertakea durina PSSP, removinl 
obstacle. tlw constrain the full i.mJ*:t of oc::oaomic tiben1iDrioa, md pr'OIDIltiq efficimt fuDctioaiD, of mazUtin, DCtWOrD. 
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Mozambique: Private Sector Support Progr 

USAID/Mozambique December 1991 December 1991 

[nlroducri9l111!d CqgIClt. Mownhique" 1.5 10 2 milliOll f'amily fum UDita IUd 3,000 commercial lumen have Nfi'erod 
rrw!y from the diJIOl1ed colonial ecoaomi.c t.... !hi f'IiJecI po~ of ICIle eoabtll iIllbo yeat'l foUowin, indtpendeace, 
IIId the. disrupticm c:aUIed by war. The GovetDlD£lll of Ibo llepubIic of Mozambique (ORM) hu embuted on the 
reorient&tiOll &lid rdWrilit&tiOll of the ovtnl1 OCODOmiC IttUctW'e. III ~ Ibo IpOcific DeOdI of the aaricullure sc~lOr, 
the ORM C04iroDtIIOVOI'O COIIItRiIlta of iIlpulavai1abi1icy ADd rural commercial infruCnIcmre, IUd a family farm populatiOD 
that remaiIlIlarJely beyoad die r-=b of JOVerDIDIII& toclIaical ...... 

USAlD iJ supportia,ORM policy reform ia Ibo food ADd .,ncullln IIICIOr throaP die Private Sector Support Proeram 
(PSSP), a SS3.4 millioc. tI1n.year DOIl-projoct .1Ii1t1la ICtivity. USAJD iI aIIo pravidiJlJ $3 million of technical 
assistlllCe for rraearch IUd reLued .ui .... ill JUppOIt of !be PSSP policy reform ...... 

The pWPOIO of the PSSP policy reform ~ iI 10 impove mc.av. b priwa. .-or qricultura1 productiOll &lid 
marketi.a, ill order 10 eaIwIce the privue qricu1tunl 1IICIOr', productiac .lnd iDcoaa. on. reform a,eoda taraetl: (i) 
a,"cultural pricill, policy: (ii) divOltitln of ItaUI fumI: (w) privata qric:uUmllllllalDll .-vice: (iv) aceea 10 foreien 
elcban,e; (v) privarelDllbtiD, cbarmdr, IDIl, (vi) pecroleum importaDoa IUd mart.eciq. 
AD evaluatiOllIQ ..- the aeope, focua, ~ IUd iJIII*& of !be Prornm WIt ~ ill November 1991. A team 
of fOW' uperta revirMId relevam domn-d.tim IUd ~ USAJD rtafI. ORM ofticiab. IUd othen ill M~. Site 

t 
vilill wer. carried ou& in peri-wba -- of Maputo aDd in ~ QuelimlDlIIIIl Momba .,... -,. 

fiAlWw. Vutually all Ibo taraetllpOCified in Ibo policy reform ..-. hn'e bee met by ths ,ovemmt:m, IUd USAJD 
• suppon IUd proaram activitiee have evolved ill a RIIpOIlIlv. IIIIIIDa' to die inIpreIIiv. ~ made in the policy reform 
! procaa. Nevenhe1ea,!be full iJ!II*t of It.. raformI wiD OIlly be feU OYW dleloq term. B«Iefita of the DCW policiea 
I for the country'. popula.tica remaia cter-- OIl dHI ~ of !be war. lad iIiIDIOQI obaclca cocuinuo to impede the 
t ""overy &ad dcveloplDllDl of die coumry'a qricultural }lroductioD IUd marbtia, ayIteal. 

The PSSP hu beea able IQ idaWfy mil eir.:Uvaly ~ a .... '" of poliCy COIIItr'IimIIO private MdOr qricultural 
productioD &IId~. The PSSP iI a well coaceiv.s prop'IDl willa ...uaac poIiq ~ectivea. and teIpODda IQ the 
couatry's development (u oppoeed IQ emareeacy) DeOda. 

Pricing Poli£!. Aaricultural price policy reformI have beaa IUCICaIfvl ill e1jrninatjn,dIe fixed price I)"atem IUd removilla 
the iUeplity of sellill, above the aovemmaa.l price a1tbaup die 111ft' floor pOe. .,..... IOMlI the functiOl1 of • reference 
price rather !hili u a true aovlll1lJDtlll price aupport. Thtn iI widcI!a of & poIitivI"... 10 the price inc:eativea OD the 

~ pan of producen, althouah tha nm:JVIl of ~rice rstrictioaa OIl iJ!t.uIa IDIl CQDIIIJ!W ,oodI 11M means that ovenJJ producer 
, terms of trade may have worw:ued ill the abort nm. The MiniItry of AJricullDrelMichipl SlUe Uaivenity (MAIMSU) work 

f 

OD pricea IDd cbaapl iIldleapicultural OCODOID)' at the field level hu bee impor1II!!l ill jdtatifyin, impact and remainiaa 
obst&cles that inhibit etfec:tive pric. ineauivea. IUd IhouI4 coatinuo IQ rece.ive hiall priority. 

1 Stlte Farm PivM!iture. USAlD hu c:orrectly emphuiz.ed ita eooc:em willa DOt OIlly Ibo fIa IUd pace of divelliture but also 
I the quality of divestiture. However, farm diveltituree 10 eIL'le do DOt reflea !be aprticatiaG of a c:ohereat plan or process, 
I IIId transfer of IlDd owaenhip IQ the privare aeaor illtil1 DOt allowed. The c:urraU ORM priority IppearI to be 10 stop the 
f bud,et dnia caused by II&te f'armI. rather thaD 10 iDcreue productivity by puttinl lmd ill !be banda of private producers. 

Privale AgricyJtyre Salet agd Servjce. AU the aariculture eommoditiet ~y procured throuah the Commodity Import 
Proaram (CIP) have beea imported Ihroup privala aaeau mII'dwi bav. 1ti:1JIlI.a!.j till powdl of !hit aector. Within 
USAlD'. policy objectivel of aupportiD, privar. IIICIOr I1IlI1 col!!JDfJttiaJ ~. the CIP imporU represent III 
impor1aDt elemeat. 
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FOBim Elclwln. PSSP Iw bee ~ in IUppOItiq tb8 iDlrodudioa IDd \III of IhlIeCXDday marbc for foreip 
elchan,e and hu played, uacful role in ..-m, a1tenWive matbc-bued allocation mechanimw USAID should be 
commended for adberinJ to marbt-bued priDciplei ill the priem, aDd allocatioa of fomp exchaDp JDd for bein, IUilably 
cautious in DOtjOiniD, the Symm for the Noa-A.dmiDiJtntive Alloc:atioa of Forcip Exchan,e (SNAAD). The.$53.4 million 
worth of elP proc:urem=1I1w had. dirDct pocitive effect OIl Morambiquo'. balaoce of paymenta. The ,eDeratiOD wi II.Ie 

of counterpart fundi have aIao CODtributed pocitively to the GRM budid aihWioa, a1tboup the act effect on the bud,et it 
di fficull to determine. 

Privl!e MvkeriAc CJlfnm;I.. The iDcllllioa of aiubcin, iJIIIeI in the policy reform arenda dcmotlltratel USAID's 
IWItI:II:.!:IU of the DeCeIIIl)' IlepIIUbeequeDlID policy formuJatioa ID make policy chan,.,. effective. Proareu bu been made 
in dereplatiD, commercial tRIIIICtioaa. 

Petroleum. The iDclusiOD of petroleum in !be qaada mil CIP eliribility, a1thouJh motiVWd by U.S. intere.t in rupoDdin, 
to the GRM'. reqUeIt UDder special citcullllt.QCeI, diluted the fOCWI OIl the .,"cultural lector, aDd precluded the purchue 
of up to $10 millioa of commoditiellllDl'l clirect1y re1aI8d to qricWture. 

Technical Agistaoc;. Tho fuDda expeDdecl for teclmica1 uailtmCe repreICIDl • JOUDd beJUmiq for iDltitutioa and capacity 
build.iD,. The objoctivee aDd activiti. of the UIi.lt.lDCe have appropri.a.tdy evolved from IOIpIbot moaitoriq toward capacity 
buildiq IDd policy impI ..... tat;oa aspport. The c.oc:!mica1 I";Cmce DOW in place throup reaideal ipOCiali.JII, short-term 
~ .....-ch, mcllniainJ it alrrAdy m:lkiq aD importam COIUributioa, for example, by pravidiD: mubt informatioo 
-that iw beeii uiel'ul in impr,:.vin, poIjcy deciaiOlll. 

Com mns1;ty Import Promm. The CIP bu beaD weD 1IIIDIpd witbiD USAID, IDd Iw effectively mat ill objoctivee UDder 
the PSSP. Tbo CIP WII c:omctly ax- u • 1DCtor-'Vp&ed IDtCII - witbiD ovenll maaoec:oaomic liben1.izati.on aDd 
IdjUltmeal - for RiD.forcm, qricv.itI1nl paticy rDformI UDder tb8 PSSP. n. impICtI of IhI CIP &I'D difficult ID JPUJUl'I 
definitively, bu& availahI.1IVidcIa 111 ..... _ it .... bad IhI deairecl effect. EDckaa moaitoriDa sboWd be imprbY.ed.. 

Expandin, the COIIIIIIOdiIy alil111i1ity lilt bait- iwputlllllo IDd !be oommoditila imponId UDder tbI CIP &I'D valuable iDp1ltI 
ID. fuDctioain, private qricultunl-a. The ClP ia the approprias. diJbarltUlltlil JDltCbIDian Jivea USAID reportin, 
requiremeata IDd uiItiD, c:apeciIy of !be aRM IDd baD; it a1Jo 1UJIPOItI!be qriculIura focua of PSSP. 

Po!j~y OjalOJ'Yl..- The Policy Reform Apoda ia ia.temal1y coaaiJteallDd paen.ll, adbend to by the GRM. Polic), dia!OJWI 
bu beea iDfluel1tia1 ill achieviq prosnIII ill ~ hDenliDtiaD poua.. HowItvw, the aRM ia III UDequal partzw, __ 
lacm, the qUlDtitati\/8 aDd qualitative policy IDd Iedmical Clf*ity to develop ita 0Ml1trItIO. USAID em uy, and Iw 
indeed reported to WubiDJUlIl, thal.,ricul!mal priciDa policy bu beea libenlized, tIw Itale farm dive:atitunl it underway, 
and that important prorrea bu beea JIIIdo oa e.ch qmda item. 

MOI1jtoriD,. RetpODJibility for moaitoriq aDd doc:u"""tjn, the cad UII of pIOlfIIIl commoditjel raidet with the USAID 
commodity field moaitor, who ia virtually !be caly t1SAID ~ve able to tmveI with lOme rea-uLarity to the field. 
To date, however, the moaitor'. rolelw bela reItriaed; be ia UDIble ID do more dwD apoc chec:kinJ. USAID'II effo", to 
monitor and .... PSSP impacu at the fum leYel- iDcome, prochx:t.ioa.l!lIpOOIivc:Dl* to policiellDd iDcauives, etc. -
rely mainly OD ~ IOW'CCII. In tbiJ diffic:al11Dd complex deve10pmst CII1Viroamect, reliable, complete, and reauIar 
information upoa whidllD hue doc:iaioaa ia II • very hip premium. 

Main ConchIDQUI. Tho PSSP it centnl to the Miaioa'. Country Prorram StrlteJic PIm and ia c:enmteat with Development 
Fund for Africa (DFA) objoc:tivea. II it COIIIiItmJ IDd aupportive of the GRM IDd World Bank IDd other donor propms, 
and i. seen u an elemea.t in tho J.arp COIISm of ItnJc:tural adjUltmelll. 

In Ipile of the lianifiClDCe of the economic policy ret'orma ~ed out over the puc lIVen! Yell'l, the implemencation of each 
of the a,emia ileml (i.e., makin, them opentioaal), beyoad the policy deciJi JaI thezmelv., c:ontinueI to be essential to 
iDcreuin, a,ncullUnl productioa aDd rural iDt=omaI, IDd prtIYidiDJ tho eavirJlllDl!lll cooducive ID commerci.a1 aDd family 
farm dcveloplDCllL 
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MI/,Q RpcoII!.!depOl:!Wewr- Pmmm. USA1D IboaJd COIIIQaaa IIIpIIQrt 10 IIID8iDiq pra. IDII 0CAiiIII .... 10 

producuCID IDd ~, ~u, adeDbaa Jiv- 10 me. auaaillll dill I.imis 1M impc of pricI ~ ~ 
prodUCtlon .md the effiClClll f'uDct1lxuq of IDIIlbu. 

L:S.~ should wort for paser IDIIicutiona.!iZ'llriCWIofMSU aaivibellO that thiJ c:apKity bcI:omeIa t'OUt:i.Iw pv1 of MiDiRty 
ICOVlnes, evcn &fte:r tbe proenm eoda. ThiJ expalClllCe IbouJd abo be u.sj 10 bdp the MinUuy develop a DoeW apiculnuaJ 
lIliormauon system. 

L'SAlD should rDODllOr and iafl~ credit.md bankini JeClOr developInCl1tlIO support ..,nculturaJ development. .... crcdjt 
IS alcreaslDllly becoaIUlII1 constnint 10 ICCeU 10 fO~iD exchaap and importI, USAlD should ~ to ilve a.ttentioa 10 
~redit Issues U they relate 10 IIlIJ'kel structure and 8CCea 10 fomp exc:hmJe for the &p'icu1ture JeClOr. This II Wo timely 
!leause financial seclOr refoClnl 1M counterpart funda are increaain&ly becotmal caun.I i.uuea in CWTeDl donor/ORM 
diaJ°llUC· ~ 

1:5AlD should .:onMue iLS usistmce on the mochaaia of state farm divCltibln: aDd coaGder broade:oin, the set of Wue. 
II ~11ressea 10 include, for UISWI~, !be UIUlIlptlOD of debe IIIIi ocher liabiliUeI, valuation, salel azu.I marUtuJll. 

l:SAlD should Npport effor'll 10 develop a market rUe romp exchanp alloca.bOll mechanian for the period Jfier nte 
wuficltioD ID Much 1992. 

MalA RccolI1!DeJldagoQ5lNew Pmrzim. USAID sbouId develop I DCW propm of noa-project uaistance that conccnlrl1el 
on malci.al opeBtional the policy docisiOD.l UDdertakea duriJIJ PSSP, taIXJViDJ obItaclea that consttaia the full impact of 
~onomic liberaliDtiOll, IIIIi promociq efficiCDl functioaiq of II:IIlbciq DCItWOrb. 

The DeW propm t!Iauld -* the pi of iDcreaaed apiadlUB1 productiaa IIId iDco/Jllel thtouah .."blxin, the role of the 
privl!4I -=tor (colDJJla'Clal aDd family farman, aDd mubt &pail), Tht IWW propam Ibould IUppOrt policiea and actiQDI 
that promo«e (I) an CDIbliDI eavi.roamfId for privua iDvfJlQnt.a& (iDcJudiq oa-fum) IIId DCW c:n.t1'IDli in ~tura.I 
production, awk.ctinl, and proccuiDl (e. I. , accea 10 credit IUd foreip achaap, w.ituboaalsupport of tA.o;. private ~, 
reiU1J.tory framework): (b) uuproved productioa teclmoJoay for cropI aDd livaccc:k IIId accea 10 productive iJlputs (includin, 
land) and equiplDCDl (pumpI, implemaua, 1Ceda, ace.); (e) matbtiDc IIId procaaiq infr~1tnICtUre (disuibution, stoBie, 
ItmSponation, informatiOll, plan1 and oquipmem); aDd (d) improved iDltituDcaa1 CIpIcity in support of the .,ncuJrun.l SClClOr. 

The means 10 implement th.eIe propsm elemellll are .naiDed technical .a:istazx:e aDd au ..,nc:ultlU'O lICClOr specIfic 
COmmodity Import Proeram. AZJy new policy ~fOrmI Ibauld.be delipee! to be opmtioaally-oricnted and build UpOD 
refonm addreued in the PSSP. 

Other RecoUllD£Pdatioas. The CIP mec"*niun sbou1d coatiDue to fOCUt OIl the ..,nculture sec:lOr and in direct support of 
the policy refol'ml beinl adopted u pIl1 of the new prornm. However, u tbe policy &real addres&ed by the Prolltam 
broaden and become more oper1Uoaal, the tlDp of clipble commoditiea sboWd increue. 

The CIP disbursement muhanism. u currently Idmi.aisr.ered (i.~, USAID ICtinI u banker), should C(JDtinue until there II 

eVlden~ that the loc:ai bantinl md roreian exclwlp manalemen1l}'~ is able 10 edmjnisrer I C1P 10 t;SAlD's reportlDl 
andlCCOuntul,staa.duda. 

.£.5 the emplwi.t of policy refotttll shiftl from the policy framework to ll:IIi:ini policy decisiont operational, donOr! oeed 
to recop.ue I number of importaru implicatiODl: (a) th& clien! orpni.D.tiODI for dooor a.ai.stmce and interacrioa will sbJft 
from the policy au.aistriCl, which w~ the appropriate eatitiCi UDder' PSSP, 10 the line mi.ai&tries such u aKricultunl and 
.;ommerce; (b) the pervasive and d.ebilitatiq ~ty coo.straintI of rovernmCD1 will be even more critical u !be sbJft moves 
to h.oe muustries; (e) !be IWUre of technical aaiJtaDce overall ocedIto lhift ill empIw:iJ u au implementation orienWlOQ 
IS adopu.d; and (d) donors, IIlciudinl US AID , should 1UiID""J th.eir own apIClty for macro and IJricultural CCOIlOII1lC aa&ly
SIS. 



AltMfVfteMllL* _ - __ ----~ ~-_ .. ___ _. --__ __ 

~- r ......... ..,.,. - ,., ......... nzscm; ,-." msZZU'''' I 

Evaluation in its entirety 

------·----------------------------~C~O~M~M~I~N~T.__----------------------------------~ 
b ;'mm.n'. IX M'a •• ", A'Rf!! ;", ....... 'trr'.frlAr,"," em lIun !II ...... 

The Mission concurs with the findings and recommendations of this evaluation. 
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Annex 0 

Updated Letter of Intent of 
the Government of the Republic of Mozambique 

Private sector Support Program 
656-0208/18 

September 1992 

[The text contained in this annex 
is a draft. The final version of 
the updated letter of intent will 
be reviewed and accepted by USAID, 
and incorporated as an annex to the 
program grant agreement amendment 
prepared pursuant to this PAAD 
Amendment, prior to the signing of 
the grant agreement amendment.] 



Hr. John H. Hiller 
Acting Director 
USAID Mozambique 
Maputo 

Dear Mr. Miller: DRAFT 
The Government of the Republic of Hozambique appreciates the 
continuing significant assistance of the United States and 
particularly your support for the development of Mozambique's 
food and agriculture sector. This letter builds on its 
predecessors, dated August 31, 1989, July 3, 1990, May 15, 1991, 
and July 10, 1991, and upon the agreements reached between USAID 
and Government on the P.L. 480 Programs for 1989, 1990, 1991, a~d 
1992, All measures of those agreements remain in full force an~f' 
together with this letter, constitute the full range of policy 
issues agreed upon by USAID and the Government in the food and 
agriculture sector. 

Progress on the Government's Economic and Social Rehabilitation 
Program (ESRP) was described in the Policy framework Paper (PFP) 
for 1991-93, but the devastating effects in Mozambique of the 
regional drought have certainly affected the country's ability to 
meet some of the economic targets set in the PFP. Nonetheless, 
the overall ESRP strategy remains unchanged. This letter focuses 
on the policy areas within the ESRP framework which were agreed 
upon as the basis for USAID assistance in food and agriculture: 
agricultural marketing and pricing policy, divestiture to the 
private sector of state farms and agriculture-related state 
enterprises, private sector networks for agricultural inputs and 
related services, pricing and distribution policy for petroleum 
products, and access to foreign exchange. Following is a summary 
of progress made in these areas in the past year, and of intended 
policy measures for the coming year. 



DRAFT 
In the wake of significant pric~ and non-price marketing 
liberalizations made in 1990 and 1991, there has been some 
evidence of both increased domestic agricultural production and 
more competitive commercial activity serving both urban and rural 
areas. As intended, the Government in October 1991 adjusted the 
producer floor prices for key food crops based on import parity 
prices then prevailing, in order to maintain minimum price 
incentives to production and marketing. In addition, some 
progress has been made this year on increasing the official 
prices for commercial food aid commodities (such as maize) to 
also more closely approximate import parity prices, because the 
Government does recognize the potential disincentives to 
increased domestic food production and marketing that subsidized 
prices for commercial food aid represent. 

With respect to domestically produced rice, in 1991-92 the 
Government had intended to move this commodity to the floor price 
system, and allow prices at all other transaction points to ~. 
reflect market demand and supply. However, because of the impact 
of the drought in rice-producing areas of Mozambique as well as 
uncertainty as to food aid rice supplies this year, the 
Government has not yet proceeded with price liberalization of 

-this commodity. Instead, in July 1992 revised rice prices were 
apnounced which are based on import parity and approximate open
market prices for commercially imported rice. 

With technical assistance provided by USAID, the Government has 
b~gun to monitor and analyze food market supplies and prices at 
various transaction levels, in order to assess the impact of the 
marketing liberalizations of the past three years. Non-price 
constraints to marketing which are being analyzed include, among 
others, lack of transport availability and licensing 
requirements. An important additional step in liberalizing food 
marketing was taken in 1991-92 through the establishment of a 
system for pre-qualifying enterprises, including private sector 
companies, to be direct consignees uf commercial food aid. This 
change has contributed to a wider participation in key food 
marketing transactions which shou Id lead thro.ugh competition to 
reduced transactions costs. 



'. 

DRAFT 
In 1992-93. the Government intends to complete the liberalization 
of rice prices by indicating only a minimum producer price based 
on import parity and a comparable parity-based price for food aid 
rice. and freeing prices of both domestic and imported rice at 
all other marketing levels. To address transportation-related 
constraints to marketing. the Government intends to (i) develop 
and begin to implement a program for privatizing a number of 
Government owned or ma~aged ~ruck fleets. including tho~e of 
AGRICOM. DPCCN, and CAMOC; and (ii) lift all fixed tariffs for 
private road transport, to permit private trucking services to 
negotiate costs based on local conditions. Finally, the 
Government also intends in 1892-93 to continue to analyze, and to 
identify corrective measures to relieve, non-tariff barriers to 
increased private sector marketing activities such as 
wholesaling, storage and stocks, processing (including milling), 
a~d transport from surplus to deficit regions. 

Recognizing that improved land access and tenure security is a
critical factor in encouraging investment, growth, and 
sustainability in agriculture, the Government has taken 
significant steps in this area during the past year. The 
closure, restructuring, and divestiture of state farms and 
agriculture-related state enterprises has continued on a case-by
case basis. In addition. the Government has also begun to 
address broader land policy issues through the establishment of a 
high-level, semi-autonomous Land Commission. The start-up of 
this Land Commission has benefited from assistance provided by 
USAID. and the Government hopes that such support can continue to 
inform the complex tasks facing the Land Commission. 

In 1992-93, the Government intends to maintain credit and subsidy 
ceilings for state agricultural enterprises as established under 
the ESRP and to continue closures and divestitures of state farm 
lands to private operators. including family sector farmers. The 
Land Commission's tasks include developing and implementing 
guidance and procedures to improve the transparency of this 
divestiture process. Furthermore. the work of the Land 
Commission is expected to lead in 1992-93 to ~ecommendations on 
the structure and role of a more permanent National Land 
Commission to address land issues in Mozambique; this is a most 
pressing need as the Government looks forward to the prospects of 
peace and stability. 



DRAFT 
Another objective of the Government's agricultural development 
strategy is to enhance the reach, competitiveness, and viability 
of private sector networks providing agricultural inputs and 
services to farmers nationwide. The USAID Commodity Import 
Program has effectively supported progress toward this objective 
for several years. In the past two years, import support 
provided by other donors has also been increasingly focused on 
the private sector. We have also noted your recent agreement to 
permit more flexible utilization of U.S. balance of payments 
assistance to Mozambique by significantly broadening the range of 
commodities eligible for import financing. At present, private 
sector competition is now permitted and encouraged for virtually 
all goods and services supporting the agriculture sector, even 
including such services as banking and insurance as well as more 
technical services related to equipment and input supply. 

In line with the overall objective of inducing increased economic 
productivity, the Government will continue in 1992-93 to .~. 
privatize management and ownership of agriculture-related state 
enterprises. In addition, the Government in 1992-93 will 
continue to ensure that USAID import support financing is 
utilized only by the private sector, with the single exception of 
any portion of this financing specifically reserved for 
importation of petroleum products as discussed below. 

In reference ~o reforms in the pricing, importation, and 
distribution of petroleum products, the Government has taken 
significant steps in 1991 and 1992 to promote increased and more 
reliable access to these products at market-based prices. Pump 
prices for both gasoline and diesel, although still fixed, have 
been increased regularly and frequently to reflect full import 
parity at the market exchange rate. With USAID assistance, the 
Government completed an analysis of the market for avgas in 
Mozambique, and has begun implementing recommendations for 
deregulating the importation, distribution, and prici~g of this 
product. In 1992-93 the Government intends to continue this 
process by allowing private imports of avgas and, by January 
1993, amending relevant laws and regulations to permit its free 
importation and distribution. An important ispect of this 
process of liberali~ation for avgas will be for the Government to 
mo~itor and analyze its impact on prices and availability of this 
product, as we consider the steps and timing for similar 
liberalization for other petroleum products. Based on the avgas 
experience, the Government specifically intends in 1992-93 to 
develop proposals for moving toward a free market in the domestic 
distribution of diesel fuel and gasoline. 



DRAFT 
One of the most critical factors for private agricultural 
activity is market-based access'to foreign exchange; progress in 
this area also has been significant, despite the complexity of 
Mozambique's transition toward market-based financial structures 
and the still massive insufficiency of foreign exchange available 
to meet all the urgenci~s of this devastated economy. In 1991-92 
the secondary foreign exchange market was expanded to include 
non-traditional exports and an extremely wide range of commodity 
imports, thereby reducing the categories of goods to which the 
fixed official exchange rate applied, even as adjustment of the 
official rate continued to bring it closer to the market rate. 
As well, in April 1992, the official and secondary market 
exchange rates were unified in a new market rate which fluctuates 
according to supply and demand. Finally, the Government has 
begun to permit private sector participation in foreign exchange 
operations and to encourage truly commercial, including privately 
owned and managed, banking operations. 

In the coming year, the Government intends to (i) maintain and 
improve private sector access to foreign exchange through the 
mechanisms described above, (ii) streamline and make more 
transparent the procedures for commercial banks to access foreign 
exchange based on market rates, and (iii) analyze more deeply the 
constr~ints to a truly functional commercial banking sector and 
set priorities, within the framework of the ESRP, to address 
these, 

In conclusion, the Government reaffirms its intention to pursue 
the food and agriculture sector policy objectives identified in 
the Policy Framework Paper and in the specific USAIO agreements 
and previous Letters of Intent cited above. We intend to take 
significant steps in 1992-93 toward achievement of these 
objectives. These actions will in large part depend on USAIO's 
continuing support, both financial and technical, in this sector. 
We look forward to continuing our close and productive 
collaboration. 

Sincerely, 

Jacinto Soares Veloso 
Minister of Cooperation 

J\ 


