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ASSTARAACY

Qyaiusiten ARSIIASL On o sumnel TR AMSE SCSNINE.

USAID is supporting the Governmant of the Republic of Mozambique (GRM) policy reform in the food and agricultun
sector through the Privats Sector Support Program (PSSP), a $53.4 million, three-year non-project assistance activity
USAID is aiso providing $3 million of techrical astistance for rescarch and related assistance in support of the PSSP polic)
reform sgends. The purpose of the PSSP policy reform agends is to improve incentives for private sector sgricultury
production and marketing in order to enhance the privats agricultural sector’s production snd income. An evaluariog to
asscss the scope, focus, progress, and impact of the Progam was undertaken in November 1991. A team of four export
reviewed relevant documentation snd interviewed USAID staff, GRM officials, snd others in Maputo.  Site visits were
camed out in peri-urban areas of Maputo and in the Quelimane and Mocuba areas. The major findi~gs and conclusions are:

The PSSP has been able to identify and effectively address & selested set of policy constraints to private sector agricultural
producton and marketing. The PSSP is a well conceived program with realistic policy objectives, and responds to the
country's development (as opposed to emergency) noeds. Virtually all the targets specified in the policy reform agenda have
been met by the government. Nevertholess, the full impact of thess reforme will oaly be felt over the long term.  Benefits
of the new policies remain dependent on the cossation of the war, and mumerous obstacles continue to impede the recovery

mddwdopmfof&om'umiaﬂhnﬂmo@cﬁmndmrhﬁn‘lym

Agricultura] price policy reforms bave been successful in eliminating the fixed prics system and removing the illegality of
selling sbove the government prics although the new floor price system serves the function of a referance price rather than
a3 & true government price support. USAID bas correctly emphasized its concern with not oaly the fact and pace of state
farm divestiture but also its quality. All the agriculture commodities recently procured through the Commodity Import
Program (CIP) have been imported through privats agents and thps hev stimnlated the growth of this sector. The funds
expended for technical assistance represent a sound beginning for ilstittion &nd cspacity building. Policy dialogue hag-been
wfluential in achieving progress in economic liberalization policies. However, the GRI is an unequal partner, lacking the
quantitative and qualitative policy and technical capacity to develop its own stretegy.

The evaluators concluded that the PSSP is central to the Mission's Country Program Strategic Plan and is consistent with
Development Fund for Africa (DFA) objectives. It is consistent and suppoctive of the GRM and World Bank snd other
donor programs,-and is sem &s an elemont in the larger context of structural adjustment.  USAID should continue sipport
to monitoring prices and constraints to production and marketing, incressing sttention given to thoss constraints that limit
the impact of price incentives on production and the efficient functioning of markets. USAID should develop a new program
of non-project assistance that concentrates on making operational the policy decisions undertaken during PSSP, removing
obstacles that constrain the full impact of economic liberalization, and promoting efficient functioning of marketing networks.
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lotroduction and Context. Mozambique's 1.5 to 2 million family farm units and 3,000 commercial farmers have suffered
greatly from the distorted colonial economic base, the failod policies of stats control in the years following independence,
and the disruptions caused by war. The Government of the Republic of Mozambique (GRM) has emberked on the
reorientation and rehsbilitation of the overall economic structure. In sddressing the specific needs of the agriculture scstor,
the GRM confronts severe constraints of input availability and rural commercial infrastructure, and a family farm populstion
that remaing largely beyond the resch of government technical sssistance,

USAID is supporting GRM policy reform in the food and sgricultzre sector through the Private Sector Support Program
(PSSP), & $53.4 million, three-year noa-project assistance activity, USAID is also providing $3 million of technical
assistance for research and related assistance in support of the PSSP policy reform agenda.

The purpose of the PSSP policy reform agenda is to improve inceatives for private sector agricultural production and
marketing in order to enhsnce the privats agricultural sectoe’s production snd incoms. The reform agenda targets: (i)
agricultural pricing policy; (ii) divestiture of state farms; (iii) privats sgricuiral sales and sesvice; (iv) access to foreign
exchange; (v) private marksting channels; and, (Vi) petroleum importation and marketing.

An evaluation (o assess the scope, focus, progress, and impact of the Program was undertaken in November 1991. A team
of four experts reviewsd relevant documentation and interviewed USAID staff, GRM officials, and others in Maputo, Site
visits wers carried out in peri-urban areas of Maputo and in the Quelimene and Mocuba arces. -,

Eindings. Virtually all the targets specified in the policy reform agends have been met by the government, and USAID
support and program activities have evoived in & responzive manner to the impressive progress made in the policy reform
process. Mevertheless, the full impact of thess reforms will cnly be felt over the loog terma.  Benefits of the new policies
for the country’s population remain dependant on the cessstion of the war, and mumerous obstacles continue to impede the
recovery and development of the country’s egricultural production and marksting system.

i The PSSP has been able to identify and effectively address & selscted set of policy constraints to private sector sgricultural

production and ms.keting, The PSSP is & well conceived program with realistic policy obrectives, and responds to the
country's development (as opposed to emergency) needs.

Prcing Policy. Agricultural price policy reforms have beer successful in climinating the fixed price system and removing
the illegality of selling above the government price although the new floor price system serves the function of a reference

" price rather than & a true government price support. There is evidence of & positive response to the price inceatives on the

— o —

part of producers, although the removal of price restrictions on ingats and consumer goods has meant that overall producer
terms of trade may have worsened in the ahort run. The Ministry of Agriculture/Michigan State University (MA/MSU) work
on prices and changes in the agricultural economy at the field level has been important in identifying impact and remaining
obstacles that inhibit effective price incentives, and should coatinus to receive high priority.

State Farp Divestiture. USAID has correctly emphasizad its concern with not only the fact and pace of divestiture but also
the quality of divestiture. However, farm divestitures to drte do not reflect the application of a coherent plan or process,
and transfer of land ownership to the private sector is still not allowed. The curren: GRM priority appears to be to stop the
budget drain caused by state farms, rathec than to increase productivity by putting land in the hands of private producers.

Private Agricultyre Sales and Servica. All the agriculture commodities mcently procured through the Commodity Import
Program (CIP) have been imported through privats sgents and’thus have sti:mlated the growth of this sector. Within
USAID's policy objectives of supporting private sector ruml commercia) infrastructure, the CIP imports represeat an

important element.
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SUMMAAY (Continueg)

Forcign Exchange. PSSP has been successful in supporting the introduction and use of the secondary market for foreign
exchange and has played a useful role in asscesing alternstive market-based allocation mechanisms. USAID should be

commended for sdhering to market-based principles in the pricing and allocation of foreign exchange and for being suitably
cautious in noi joining the System for the Non-Administrative Allocation of Foreign Exchange (SNAAD). The $53.4 million
worth of CIP procurements bas had & direct positive effect on Momambique's balance of psyments. The generstion and use
of counterpart funds have also contributed positively to the GRM budget situation, although the net effect on the budget is

difficult to determine.

Private Marketing Channels. The inclusion of miarketing issucs in the pclicy reform agends demonstrates USAID's
awarec.as of the necessary siepe subsequeat to policy formulation to make policy changes effective. Progress has been made
in deregulating commercial transactions.

Petroleum. The inclusion of petrolewmn in the agenda and CIP eligibility, although motivatsd by U.S. interest in responding
to the GRM's request under special circumstances, diluted the focus on the agricultural sector, and precluded the purchase
of up to $10 million of commodities more directly related to sgriculture.

Techpics! Assistancs. The funds expended for technical assistance represent a sound beginning for institution and capacity
building. The objectives and activities of the assistance have appropristely evolved from sapehot monitoring toward capacity
building and policy implementation support. The technical assistance now in place through resident specialists, short-term
mmt,mmch. and training is alrea:ty muking an important contribution, for example, by providing market information
Mﬁnbmnnﬁﬂmlmpmmgpdwydmnm

Commodity Import Progmm- The CIP bas baen well managed within USAID, and has effectively met its objectives under
the PSSP. The CIP was correctly chosen as a sector-argetad mesns — within oversll macroeconomic liberalization and
adjustment — for reinforcing agricuitersl policy reforms under the PSSP. Tha impacts of the CIP are difficult to measure
definitively, but available evidence suggests that it bas had the desired offect. End-use monitoring should be improwed.

Expending the commodity eligibility list has besa important, and the commodities imported under the CIP re valuable inputs
to s functioging privats agricultural sector. The CIP is the appropriate disbursement mechanizm given USAID reporting
requirements snd existing cspecity of the GRM and banks; it also supports the agriculture focus of PSSP.

Policy Dislogue. The Policy Reform Agenda is internally consistent and generally adhered to by the GRM. Policy dialogue
has been influential in achisving progress in sconomic liberalization policies, However, the GRM is an unoqual partar,
" Inacking the quantitative and qualitative policy and technical capacity to develop its own stratsgy. USAID can say, and has
indeed reported to Washington, that agricultural pricing policy has been liberalized, that state farm divestiture is underway,
and thst important progress has been made on each agends item.

Monitoring. Responsibility for monitoring and documenting the end use of program commodities resides with the USAID
commodity field monitor, who is virtually the only USAID representative able to travel with some regularity to the field.
To date, however, the monitor's role has beea restricted; he is unable to do more than spot checking. USAID's efforts to
monitor and assess PSSP impects at the farm level — income, production, responxivensss to policies and inceatives, etc. —
rely mainly on second-hand sources. In this difficult and complex development environment, relisble, complets, and regular
information upoa whick to base decisions is at 8 very high premium.

Maig Conclusions. The PSSP is central to the Mission's Country Program Strategic Plan and is consistent with Development
Fund for Africa (DFA) objectives. It is consistant and supportive of the GRM and World Bank and other donor programs,
and is seen as an element in the larger context of stroctural sdjustment.

In spite of the significance of the economic policy reforms carried out over the past several years, the implementation of each
of the agends items (i.e., making them operational), beyond the policy decixi>ns themselves, continues to be essential to
increasing agricultural production and rural incomes, and providing the envirament conducive to commercial and family
farm development. -
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Mun Recommendagons/Cura Progm  USAID should continue support © momisoring prices and constramts 1o

production and marketng, incTeessg stention givem to those constreimts thes limit the impect of price incemtives om
production and the efficient functonmg of marketa.

USAID should work for grester institutionalization of MSU activities so that this capecity becomes & routine part of Ministry
activities, even after the program ends. This expericnce should elso be used to help the Ministry develop a new sgricuitural

informanon system.

USAID should momtor and influence credit and banking sector developments to support agricultural development. As credit
1s increasingly becomung s constraint o sccess o foreign exchange and imports, USAID should begun to give attention to
credit 1ssues as they relate 10 market structure and sccess to foreign exchange for the agnculture sector.  This is also timely
because financial sector reforms and counterpart funds‘ue increasingly becomung central issues in current donor/GRM

dialogue.

USAID should continue its assistance on the mechanics of state farm divestiture snd consider broadening the set of issues
1t addresses to include, for wnstance, the sssumption of debt and other liabilines, valuation, sales and markenng.

USAID should support efforts to develop s market rate foreign exchange allocation mechanism for the period afier rate
umfication in March 1992.

Map Recommendations/New Program.  USAID should develop s new program of non-project assistance that copcentrates
on making operational the policy decisions undertaken during PSSP, removing obstacles that constrain the full impact of
economic Liberalization, and promoting efficient functioning of marketing networks.

The new program thould seek the goal of increased agricultun! production and incomes through enhancing the role of the
private sector (commescial and family farmers, and market sgents). The asw program should support policies and actions
that promots (s) an ensbling eavironment for private investment (including on-farm) and new cntrants in sgrivultural
production, marketing, and processing (e.g., access to credit and foreign exchange, institutional support of tiz private s&ctor,
regulatory framework); (b) umproved production technology for crops and livestock and access to productive inputs (iscluding
land) and equipment (pumps, implements, sceds, etc.); (c) marketing and processing infrastructure (distribution, storage,
mnspomu’on, information, plant and equipment); and (d) improved institutional capacity m support of the agricultural sector.

The means to0 unplemun these program elements are sustained technical sssistance and an agriculture sector specific
Commodity Import Program.  Any new policy reforms should be designed to be openationally-oriented and build upon

reforms addressed in the PSSP.

Other Recomypepdations. The CIP mechanism should continue to focus on the agriculture sector and in direct support of
the policy reforms being sdopted ss part of the new progam. However, as the policy areas addressed by the program
brosden and become more operstonal, the range of eligible commodities should increase,

The CIP disbursement mechanism, as currently administered (i.c., USAID acting as banker), should continue until there s
evidence that the local banking and foreign exchange mansgement sysiem is able to administer a CIP to USAID's reporung

and sccountung standards.

As the emphasis of policy reforms shifts from the policy framework to making policy decisions operatonal, donors oeed
to recogruze s number of important implicstions: () the client organizations for dovor asxistance and interaction will shift
from the policy munistries, which were the appropriate entities under PSSP, (0 the line ministries such as sgriculture and
commerce; (b) the pervasive and debilitating capacity constraints of government will be even more critical as the shift moves
to line munistnies; (c) the aature of technical assistance overall needs to shift its emphasis a3 an implementation onentation
13 adopted; and (d) donors, including USAID, should sugment their own capacity for macro and agnicuitural econozuc apaly-

s18.
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Evaluation in its entirety

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

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. )



Mr. John M. Miller
Acting Director
USAID Mozambique

~ DRAFT

Dear Mr. Miller:

The Government of the Republic of Mozambique 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, Hay 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, amd
1992. All measures of those agreements remain in full force andy
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 19891-83, 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 price and non-price marketing
liberalizations made in 1990 and 1981, 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 1981 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 1981-92 the
Government had intended to move this commodity to the floor prLge
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 1982 revised rice prices were
announced which are based on import parlty and approx1mate open-

market prices for commercially imported rice.

With technical assistance provided by USAID, the Government has
begun 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 of commercial food aid. This
change has contributed to a wider participation in key food
marketing transactions which should lead through 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 m=znaged truck fleets, including those of
AGRICOM, DPCCN, and CAMOC; and (ii) 1lift 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 1892-893 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),
arnnd 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 1882-93 to recommendations 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 1882-93 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 4o 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 sassistance, the
Government completed an analysis of the market for avgas in
Mozambique, and has begun implementing recommendations for
deregulating the importation, distribution, and pricing of this
product. In 1992-383 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 aspect of this
process of liberali:ation for avgas will be for the Government to
moriitor 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 1892-93 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 urgencies 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
constraints 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 USAID agreements
and previous Letters of Intent cited above. We intend to take
significant steps in 1992-83 toward achievement of these
objectives. These actions will in large part depend on USAID's
continuing support, both financial and techniczal, in this sector.
We look forward to continuing our close and productive
collaboration.

Sincerely,

Jacinto Soares Veloso
Minister of Cooperation



