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. INTRODUCTORY NOTE

Both the Economic and Social Plan (“PES”) and this Review constitute core
government planning and monitoring instruments. Given their importance, there
is a need for constant improvement of these instruments in order to respond to
new challenges that arise.

In this Review of the 2003 Economic and Social Plan a new structure has been
adopted. This has resulted in a wider content so as (i) to provide greater
consistency and coherence in the operation and harmonization of the different
planning instruments; and (ii) to be used for monitoring and assessing the
PARPA, an important instrument in the Government’s strategy for the reduction
of absolute poverty.

This development demonstrates the materialization of the government's
commitment to follow up and assess the execution of PARPA through the PES.
The expectation is for better visualization of the implementation of Government
programmes and their impact in the reduction of absolute poverty in
Mozambique.

The document is structured as follows: Chapter Il presents the actions that have
been taken to improve the current planning instrument, the consultations which
took place and issues relating to the improvement of Monitoring and Evaluation
of the PARPA,; Chapter lll presents the international economic context in which
Mozambique’s performance must be seen; Chapter IV, outlines the social and
demographic profile of Mozambique and reviews the extent to which the current
strategy for the reduction of absolute poverty in the country is meeting its aims.
Results are presented in terms of changes in the welfare indicators (available
from the 2002-2003 Household Survey), and the extent to which Mozambique is
on course to achieve the Millennium Development Goals (MDG’s). This Chapter
also deals with the demographic and macro-economic impacts of HIV-Aids
epidemic. In Chapter V the macro-economic results are detailed. Chapter VI
deals with the Government’s performance in the social and economic areas with
emphasis on the extent to which the PARPA objectives have been achieved.
Trends in key indicators in the main sectors are compared against the planned
targets. In addition a discussion of the main activities undertaken in the areas of
good governance, legal and justice sectors and support to the development of
the private sector is given. In Chapter VII the use of public resources is assessed
together with an evaluation of the extent to which the main measures of fiscal
policy have been implemented. To this effect the annual planning and budget
execution data is compared against the commitments undertaken in this area,
especially in the context of PARPA. The final part of the document contains the
main conclusions related with each of the issues discussed.

IIl. IMPROVEMENTS IN THE PLANNING AND MONITORING SYSTEMS &
THE CONSULTATION PROCESS
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The Government of Mozambique in continuing with its efforts to improve the
implementation of its strategies, policies and programmes remains focused on
the fundamental goal of reducing absolute poverty through the promotion of
social and economic development. In 2001, the Action Plan for the Reduction of
Absolute Poverty — PARPA (2001-2005) was adopted as a medium term rolling
instrument, incorporated into the public planning system. The central challenge
concerns the effectiveness and efficiency to which this medium-term plan can be
implemented and this depends on: (i) better integrating the planning instruments,
so as to allow for the effective translation of goals and actions identified in the
medium and long term into targets and actions incorporated in the annual
Economic and Social Plan and the State Budget; (ii) mobilization of adequate
stable resources (domestic and foreign) supporting the planned levels of
activities; and (iii) improvement of a consistent system of monitoring and
evaluation. The domestic and foreign partners must be involved in evaluation of
the Government’s strategy execution through consultation processes. This
chapter is aimed at presenting the most recent developments in these areas.

I.1.IMPROVEMENTS IN PUBLIC PLANNING

The poverty reduction strategy is managed through the public planning system,
which has the Five Year Government Programme at the top, currently referring to
the period 2000-2004 which is subordinated by two main bands of instruments,
namely:

e Medium term planning instruments. This group, apart from PARPA, includes
the sectoral and provincial strategic plans and the medium term expenditure
framework (MTEF).

e Annual operation instruments, the Economic and Social Plan (PES) and the
State Budget (OE).

These instruments interact for the deepening and improvement of their contents.
For each year, the Economic and Social Plan (PES) must operationalise the
targets and actions in line with the propositions contained on the medium term
instruments. The State Budget (OE), in light with the specific restrictions of
resources in each year, determines the level of funded activity, thus to be
executed.

The evaluation of the government strategy execution highlights the need for
additional efforts towards a greater consistency in the actions aimed at bringing
higher effectiveness and efficiency to public institutions. In this context there is
consensus within the Government institutions, which is extended to its internal
and foreign partners, that it is crucial to have effective improvements in the
integration of the Government’s Planning instruments, with due emphasis on the
Economic and Social Plan, supported by the State Budget. The Economic and
Social Plan is the critical link in relation to which measures to achieve the
following are required:

e Improvement in the interaction among Government institutions resulting in a
more consistent and detailed annual planning hence reflecting the targets and
2
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actions to be carried out in the year, on PES, in accordance with the main
goals of the Five Year Government’s Programme and medium term
subordinated instruments, especially PARPA.

e Improvement on the implementation management of PES and OE.

e Improvement of monitoring and review processes of PES and related reports,
eliminating ad-hoc reports not provided for in the planning system.

The perception and creation of consensus on the need for effective integration of
the planning instruments, as mentioned above, were strengthened during the
process of designing the current Review of PES, as well as in the Reviews of
PES and OE of 2001/2002, in the ad-hoc report of the evaluation of the
implementation of PARPA in 2001-2002, in the preparation and execution of the
1st Session of Poverty Observatory (April 2003), and in the Joint Donor Review
(May 2003, involving mainly the key partners who directly support the budget).

In 2003 important steps were taken in the desired direction, with emphasis to a
study to assess the implications of decentralization and deconcentration on the
planning and budgeting system, the preparation of an analysis of pre-requisites
for the introduction of budgeting by programmes and the production of a deep
study on the experience with the Medium Term Expenditure Framework in
Mozambique which includes recommendations for strengthening and greater
integration of this instrument with PES and OE. Apart from these initiatives, the
Government was engaged in a process of producing an expanded matrix of
government action, the identification of a reduced matrix of actions/indicators
through which the monitoring by foreign partners will take place. These
processes are described in detail in the following sections.

Production of an expanded and multi-sectoral matrix of government action
for 2003-2006

The exercise had as a presupposition, the recognition of the existence of a set of
plans, programmes and actions (for medium/long and short terms) generated by
the planning system and also commitments already made between the
Government and its partners. The exercise consisted mainly of the following:

(a) Verification of the consistency between the propositions of the above set
of directives with the content of 2003 PES. Selection of a feasible set
(taking into consideration available resources until the end of the year) of
subjects/actions, which were eventually, not reflected on the 2003 PES
and their adoption for complementary implementation still in the
concerned year.

(b) Identification of a sub-set (relatively wide) of actions, programmes and/or
subjects to be dealt with and which need to be planned for
implementation, on a yearly basis, until 2006. The basic characteristics
used for the identification of these actions are their relevance and
feasibility, depending on the availability of resources. For each year, these
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actions will be the starting point of the planning exercise for the designing
of PES. Adjustments and innovations are expected in this process.

The current matrix was produced with focus on the main areas of action identified
in PARPA, namely: Education; health; Infrastructure; agriculture and rural
development; good governance; legality and justice; macro-economic and
financial policies. As a first exercise on these areas, it was not possible to cover
the sub-areas or subjects discussed in the more comprehensive documents on
policies and programmes. This is a limitation, which should be overcome in the
subsequent exercises. By its nature and as a support document for the annual
operational planning, the current matrix has a revolving nature, and requires
annual updating and extension. Thus, its timeframe and the incorporation of new
data resulting from a better understanding of reality and of the advances in the
planning system will be maintained.

The exercise of designing this matrix was integrated on the preparation cycle of
2004 PES. For the next years, this practice will be maintained and integrated on
the designing cycle of PES for each subsequent year.

From the institutional point of view, the exercise meant the introduction of a
systematic process of interaction between Government institutions that constitute
the key areas, under the leadership of the Ministry of Planning and Finance,
which is the coordinating institution for the planning process. The practice that
was followed showed that the interaction between these institutions is a vital link
in the planning process, which must be maintained and extended to the control,
monitoring and evaluation of the implementation of the adopted options,
objectives, and targets. The effectiveness and efficiency of the Government’s
action depend on the functioning of this link.

The following are the abridged key elements included in the matrixes, which were
produced by sector to be implemented annually between 2003 and 2006:

Education

Education, a sector with a relatively advanced strategic planning, presents
as an essential element the maintenance of an adequate pace of
implementation of the strategic plan, which involves the review thereof
during the period under consideration. Improvements to be introduced in
the planning of the sector include improvement of the monitoring and
evaluation system of indicators, the strategic development planning at
district level, and the alignment of budget expenditure with the planned
programmes and activities.

The increase on the efficiency and quality of education is a central
objective, which is associated to actions for the introduction of the new
curriculum in the primary education, the inclusion of teachers in the
training process currently taking place.

4
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The elevation of expenditure effectiveness in the sector creates the need
for an innovation on the type of schools to be built, with a reduction on the
unit price by classroom. In line with the efforts to minimize the costs, a
programme will be finalised and adopted for the construction of primary
education schools by the communities.

The actions planned for the education sector contribute for the pursuit of
specific targets of gross and net admissions to EP1 (Standard 1 to 5),
increase in the percentage of girls at EP1, the introduction of the new
curricula at national level in 2004 and 2005, the increase in the completion
rate at EP1 level and success rate at grade 5 and the reduction in the
repetition rate at EP1 level.

Health

Like education sector, in the Health sector the key issue is around the
pursuit of an adequate pace of implementation of the strategic plan for the
sector, involving some one-off review in 2005. The actions that contribute
for the improvement of basic indicators in the priority areas of primary
health care, health care for the fight against major epidemics and in the
fight against HIV/Aids, were identified. The above mentioned indicators
include, inter alia: intra-hospital maternal mortality rate, the coverage of
institutional child deliveries; infant mortality; vaccination coverage against
polio; tuberculosis, DPT and hepatitis; low weight rate at intra-hospital
deliveries; hospital mortality rate as a result of malaria; rate of people who
stopped tuberculosis treatment before the end of the period; cure rate of
new detected cases of tuberculosis; percentage of new cases of leprosy
which were cured and/or of those who completed the whole course of
treatment; percentage of blood units that tested HIV positive; rate of HIV
infections in adults.

Concerning the fight against HIV/Aids, programmes of action are being
adopted for prevention and to ensure treatment of STD’s, control in blood
transfusion an increase in counseling and voluntary testing. Other plans
are: review of the National AIDS’s Council Country Strategic Plan;
expansion of the intervention in campaigns against HIV/Aids in the public
and private sectors as well as in the civil society, with the designing and
approval of the concerned plans and related funding; in the education
sector, the following specific actions are expected: incorporation in the
Basic Education of HIV/Aids related themes, sexual and reproductive
health, and build the capacity of teachers to teach these components of
the curriculum.

The expansion of the sanitary network, furnishing thereof and, the training
and placement of staff are important elements to increase access and
improve the quality of services provided.
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The efforts to improve planning and management in the health sector lead
to the adoption of actions for the development of strategic provincial plans
and reinforcement of technical capacity of the Health Provincial
Directorates.

Infrastructure

Concerning roads, the paper makes a detailed identification of the
monitoring indicators of road conditions and the efficiency of work
execution and improvement of procurement in line with the project’s
budget. The main works are clearly identified in terms of rehabilitation,
periodic maintenance and routine maintenance of tertiary, secondary and
main roads.

Under the water and sanitation sector the access indicators for the rural
and urban population as well as for the whole population have been
clearly identified. The main works for the water network and for sanitation
have also been clearly identified, in accordance with the indicators above.
The actions identified include important elements of the action plan for the
areas of hydro resources management (as a down-stream Country) and
institutional development.

Agriculture and Rural Development

This important area identifies the prospects for the evolution of production
covering: cereals (by main crops and totals); other basic food crops
including cassava and beans, cash and export crops including cashew
nuts, cotton and sugar, cattle breeding including bovine cattle, caprine,
swine and poultry. For food crops a distinction is made as to the origin of
the expected results between family sector and business sector. As a
contribution to the expected results, the following were identified: key
indicators of the expansion of access by the farmers to agricultural
services of pulverization and vaccination; indicators of the total number of
farmers who received assistance from the outreach services, including the
provision of public networks and outsourcing; indicators showing the
expansion in the use of fertilizers, pesticides, certified seeds, animal
traction and watering; expansion in the number of micro-credit clients and
the percentage of agricultural farms selling food or cash crops, expansion
of the number of agricultural explorations with right of land use and
benefit. In the areas of forestry and wildlife the expected evolution in the
expansion of community management initiatives, has been determined.

Various process indicators (quantitative) have been determined, including:
number of farmers trained in improved technologies; vaccination of cattle
and poultry; local seed production; cashew plants produced and
distributed; families receiving planting material of cassava and sweet
potatoes; animals distributed per year; encouragement campaigns;

6
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phytosanitarian interventions; identification of areas for and, the execution
of rehabilitation and construction works of irrigation Infrastructure.

Good Governance and the Legal System

The actions included in the matrix related with this area cover the following
areas: public sector reform and fight against corruption; justice and
legality; creation of a favorable environment which promotes employment
and development of the private sector.

In the area of public sector reform the following aspects are highlighted:
the elaboration and approval of the State Local Organs Legislation; the
execution of a functional analysis of ministries and the consequent
restructuring of key ministries, including Education, Health, Agriculture and
Rural Development, State Administration and Planning and Finance;
completion of the design and implementation of the public sector salary
reform. The action related with local organs, together with the actions
planned on macro-economic and financial policies, including the
expansion of the district participative planning and the suitability of district
budgets is critical for the effective impulse of the required deconcentration
and decentralization process of the Public Administration. The functional
analysis and restructuring of ministries supported by a salary reform aims
at contributing to the required increase in efficiency and effectiveness of
the public sector, in particular of central agencies.

The extension of anti-corruption units to the provinces and the holding of
governance, corruption and service provision surveys, as a support
mechanism to the design and adoption of a consistent and wide-covering
an action plan which, are important actions that were selected with a view
to proceeding and reinforcing the fight against corruption.

The improvement of the planning system in the area of justice has the
relevant attention in the actions contained in the matrix. The approval of
the integrated strategic plan and the respective operational plan is
complemented with the introduction of a revolving planning and budgeting
system which does the relevant annual planning integrated in the
Economic and Social Plan. This planning highlights the importance of
improving the system of indicators on the provision of public services by
the justice and legality sector. Emphasis also goes to the creation of an
internal performance control system within the attorney general office and
courts, which will sustain the increase on the quality of the annual
programmes for the judicial inspection services and the General
Prosecutors Office. The selected actions aim at also stressing in PES the
component of service provision to the public, in a sustainable manner.

A comprehensive package of legal reform is considered, contemplating:
the review of the Community Courts Law— Lei 4/92; review of the Family

7
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and Succession Law; Review of the Criminal Code, Code of Civil Law, of
Public Notary and Civil Registration. These reviews will input to simplify
the proceedings of court cases, contributing to the flexible and faster
provision of justice.

With the aim of expanding and improving the quality of judicial assistance
to the poorer people, actions for regulating and reviewing the organic
status of the Institute for Legal Assistance (Instituto de Patrocinio e
Assisténcia Juridica) are contemplated. Judges and attorneys in the
provincial capitals and Maputo City working on shifts will be instituted with
the aim of ending with the situation where people under preventive arrest
stay longer than the period stated in the law without being formerly and
officially charged. This programme is associated with the campaign for
trials and legalization of the cases of those citizens whose rights in terms
of deadlines were not respected. On the other hand, with the aim of
providing the required speed in the resolution of commercial disputes,
there is a plan for the creation of civil sections planned to deal specifically
with issues of commercial nature in the Judicial Courts of Maputo City and
of Sofala and Nampula Provinces. These are the courts dealing with most
of the cases of this nature.

The actions planned for the justice and legality sector include,
improvement of Infrastructure consisting on the continued rehabilitation
and construction of: courts, houses to accommodate judges; state
prosecutors offices and houses to accommodate state prosecutors; Civil
Registration Offices facilities in the districts, and prison Infrastructure.

In order to cater for the creation of a favorable environment to the
promotion of employment actions are considered for the review of the
following legislation: Labour Law and its regulations, regulations on
licensing of commercial and industrial activities (Decrees 43/98 and
44/98); regulations on the inspection of commercial and industrial
activities. In association with the review of inspection regulations actions
to build the capacity of inspectors are included.

Macro-Economic and Financial Policies

Reference has already been made to the actions in this area linked to
District Participative Planning and bringing District Budgets in line with the
Law of State Local Organs. Other relevant aspects related with the
improvement of the planning system were also largely dealt with. It is
maybe worth highlighting that, the effort for integrating the planning
instruments, whereby the key link is to associate PES to the OE, carries
with it the concrete effort of respecting the option contained in PARPA
(sustained by the Medium Term Expenditure Framework) to allocate about
67% of the public expenditure to fundamental areas of action. An activity
which is worth mentioning is related with the introduction of budgeting
through programmes.
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The sustainability of meeting the planned levels of public expenditure
requires a progressive effort of increasing the collection of budget
revenue. This effort requires the support of an extensive programme of tax
reform, with the aim of achieving the planned increase on the collection of
budget revenue, based on a system that observes the principles of tax
equity and justice and which is supported by an efficient and effective tax
administration. Thus, the reform programme includes, inter alia, the
following:

e Design, approval and implementation of income tax codes;
regulation of tax on vehicles; regulation of tax retention at source of
the IRPS, income and pensions of people employed by others;
regulation on the General Regime on Fiscal Crimes;

e Design and submission for approval of the General Tax Law
proposal;

e Reform of customs legislation, including: introduction of Decree
36/2002 which reduces the maximum import duties to 25%;
approval of the Judicial System for Fiscal and Customs Breaches;

e Preparation of the conditions for the introduction of payments of
import / export duties through banks;

e Approval and implementation of the programme for the creation
and installation of the Central Revenue Authority;

e Preparation and submission of the proposal for Fiscal Courts Law
and installation of Fiscal Courts;

The increase in the efficiency of management of available funds and state
resources is another critical factor to induce the necessary savings in face
of the shortage of available means. Hence, various actions were selected
that are related to the introduction of the SISTAFE - Public Financial
Management System, and reform of public procurement system. These
actions include: adoption of a system for automatic transfer on a daily
basis of the collected revenue to the Treasury, by the fiscal administration,
both at central level or in the provinces; introduction a Single Treasury
Account; elimination of Titles as a means of payment and the adoption of
means of payment provided for by the banking system; updating of the
register and inventory and, production of a data base of the funding
agreements, including off-budgets, as a means of support for the
management of off-budgets, with the aim of including those under the
control of government into the OE; progressive introduction of e-
SISTAFFE covering Ministries and Provinces; design (through a
participative approach) and adoption of a legal diploma on contracting for
Public Works and procurement of goods and services.

The financial sector also deserved special attention and a number of
actions were included in the matrix aimed mainly at the reinforcement of

9
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bank supervision and improvement of the management of monetary
policy. The actions include: Design and submission for approval of the
new version of the Law for Credit Institutions and Financial Corporations;
Review of the law on bankruptcy and liquidation of Credit Institutions and
Financial Corporations; development and implementation in the Central
Bank of Mozambique of the Bank Supervision Application (IT application
for bank supervision within SADC); design and implementation of a
programme for the reinforcement of the institutional capacity in the
Department of Bank Supervision within Bank of Mozambique; contracting
of an independent firm to carry out bank expertise inspection in Banco
Austral; implementation of the recommendations of the bank expertise
inspection at BIM; contracting of consultants for the assessment of 4
major commercial banks within the IAS scope and training of personnel in
the Department of Bank Supervision; design and raising of funding for a
project for the reinforcement of institutional capacity of the Bank of
Mozambique, including technical assistance and covering the bank
supervision areas, payment systems and management of monetary
policies

In the financial component actions are also expected in the following
areas:. implementation of the plans to recover the bad debts associated
with the privatisation of Banco Austral and the adoption of BIM’s Business
Plan; continuation in the process of reducing state’s participation (public
administration) as a shareholder in the commercial banks. These
measures are aimed at reducing possible processes of moral-hazard in
the management and contracting of credit due to the involvement of the
State.

Identification of a summary matrix of actions/indicators, to assist
monitoring by foreign partners

As previously indicated, convergence between the Government and its foreign
partners has been created on the fact that this matrix must include a limited
number of actions/indicators, extracted/derived from the Matrix referred to in the
previous section. The aim is to create focus on the monitoring of a sub-set of
manageable actions, which are in line with the wider set of normal activities
planned by the Government. The selection of a limited number of actions,
deriving from normal activities, reflects an effort in the maximisation of the lesson
learning which occurred in the management of conditionalities in the course of
social and economic reforms which led the country to its acknowledged good
performance.

The identification process of this matrix consisted of the following:

(a) Selection of proposals for some eligible actions/indicators for inclusion in the
reduced matrix for foreign monitoring, during the process of designing the
matrix referred to in the previous section.

10
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(b) Acceptance of the foreign partners’ counterproposal for the version of the
short monitoring matrix.

(c) Discussion between Government teams and foreign partners for the
elimination of possible differences and completion of the design of the
intended matrix.

The conclusion of this specific matrix was very much facilitated by the fact that, in
this first exercise, the government involved foreign partners in a systematic
dialogue process, for the assessment of the overall process of efforts to improve
the planning system. This dialogue took place simultaneously with the
preparation of the wider matrix, mentioned in the previous section.

The selection of a reduced matrix for foreign monitoring is based in a process of
reinforcing trust between the parties. First it became clear that the Government’s
commitment is to render relevant services to its citizens whose demands are not
limited to a reduced number of actions/indicators. In terms of consistence, the
Government’s actions are vast and are controlled by a wide range of
actions/indicators, which the planning system cannot overlook. Therefore, there
is no danger of reducing the Government’s activity deriving from the selection of
a reduce matrix for foreign monitoring. Secondly the reduced matrix is part of a
wider set of actions, therefore relevant for the overall action aimed at achieving
more complex objectives and goals.

Linkage between medium term sector plans and annual planning

The process embarked on with the aim of improving the planning system and
process, at this stage, emphasized on the need to increase effectiveness on the
PES critical linkage nature, as an annual instrument that must increasingly
incorporate the propositions of the medium term planning. In this process a key
issue was raised on the linkage between medium term sector planning and the
annual operational planning, which deserves special attention since it will result
on the improvement of the effectiveness of the whole system. Despite its
limitations, the sector strategic planning has advanced considerably in various
sectors including health, education, roads and water, agriculture and more
recently the judicial sector. The sector strategic planning has had the merit of
identifying the critical aspects to be prioritized, with the aim of meeting certain
targets, which would lead the country to a situation where it would overcome the
chronic structural problems, bringing the respective basic indicators close to
international relevant averages. This process also identifies the level of required
resources for the materialization of the identified programmes and projects. Due
to shortage of available resources, the annual planning systematically reduces
the targets identified at the medium term planning to significantly low levels.
Undoubtedly, this undermines substantial progress on the necessary changes
and improvement of indicators. Reiteration of this situation will weaken the effort
to improve the planning.

Just to illustrate the content of the previous paragraph it can be mentioned that
although acknowledging the importance of Infrastructure, especially roads and
11
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bridges, and despite the excellent project planning and design system, it has not
been enough to identify the adequate funding solutions for an acceptable and
necessary pace of recovery and maintenance of the existing network. More
recently the judicial sector made efforts during its medium term strategic planning
and now with the annual plan, there is a substantial reduction on the planned
level of its basic Infrastructure refurbishment, due to lack of means. The
identification of an adequate financial engineering for these cases is a challenge
to be faced which has not had appropriate solutions, so far.

I.2. MONITORING AND EVALUATION DEVELOPMENTS

In terms of PARPA monitoring and evaluation, an evaluation Report on the
implementation of PARPA in the period 2001-2002 was developed. It contained
information on the Government’s performance as well as the budget execution
for the priority areas. The Report, together with the PES Review and the Report
on the State Budget Execution, was presented in April 2003 to national and
international partners during Poverty Observatory |.

The report was of extraordinary nature since the Government Monitoring and
Evaluation Strategy gives privilege to the use of existing Government action
monitoring instruments to supervise and control the execution of PARPA. In this
context, efforts are made, namely through greater internal and inter-sector
coordination, to ensure that this Report on PES Review includes the relevant
information for the monitoring of PARPA as well as the priority activities selected
in the reduced matrix of actions and indicators through which the monitoring by
foreign partners will take place. This exercise is not limited only to monitoring the
processes but also it attempts to equally assess the impact of public policies in
the levels of welfare established by the survey on Household Survey (IAF 2002-
2003). On the other hand, in order to reinforce the component of monitoring the
qualitative impact, a new methodology involving partners from the civil society
was tested in Sofala

In the context of resources monitoring, work has been done in order to
harmonize and integrate the information from State Budget Execution Reports
and from PES Review. Additionally, analyses of Public Expenditure were done in
the areas Education, Health and Agriculture. The communication of the results of
the first two analysis was of made through brochures. The Health brochure also
includes information on the results from the Survey on Funding, management
and rendering of Service at Health Primary Level.

Although there were important advances in the quantity of information due to a
more intense dialogue between MPF and the sectors, the quality of information is
yet not enough, requiring bigger efforts for the validation of the received data. It is
therefore imperative to strengthen the capacity to monitor and assess at all levels
(provinces, sectors, MPF).

1.3. THE CONSULTATION PROCESS

12
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The Government is aware of the need to involve all its partners in the process of
monitoring the action for the reduction of poverty. It is in this context that in 2003
the Poverty Observatory was instituted. This forum brings together government
players, civil society organizations, including representatives from various
religions, business leaders, Trade Unions, NGOs and international cooperation
partners. This Review, as the main Government monitoring product, will be
submitted for analysis and discussion in the Poverty Observatory, which will take
place in the first half of 2004.

On the other hand, the different sectors have institutionalized the principle of
consultation and participation of partners involved in the implementation of the
relevant strategic plans. The Agriculture sector also used a process of
consultation for the designing of the second phase of its integrated programmes
referred to in section VI.2. Next, as an example, more details are given in the
cases of Education and Waters.

In the case of Education, in 2003 the most important events that took place were
the National Meeting for Planning, the Coordination Meeting of MinEd (Conselho
Coordenador do MinEd) and the Annual Meeting for the Review of the Strategic
Plan for Education. The Coordinating Council, in particular, apart from the
effective members of the group, it had as invitees the district directors for
Education, representatives from NGOs, Teachers Trade Union, religious groups
and foreign partners. The annual meeting for the Review of the Strategic Plan for
Education was the highest point in terms of the mechanisms established for
consultation and participation in planning Education. The following attended the
event: MinEd at all levels as well as other government’s sectors (MAE and MPF),
representatives from national and foreign NGOs and bilateral and multilateral
partners.

The participation of our partners in the planning and implementation of
programmes in the Water Sector is a crucial factor for better hydro resources
management. To accommodate this need of greater involvement and structuring
of the active actors in the Sector, the National Council for Waters (CNA) under
the Water Law was created. Other initiatives taking place with the aim of allowing
for greater integration and participation of the community sectors include the
work sub-group dealing with Water Supply and Sanitation, the sub-group working
on the integrated management of hydro resources, and the sub-group
responsible for the institutional capacity building and Human Resources
Management. The Core group, which coordinates the activities of the above
mentioned three sub-groups met twice during 2003. Another meeting of the
Wider Working Group for the coordination and supervision of processes for the
formulation of the National Strategy for the Integrated Management of hydro
resources, which also involves Government’s partners, also took place.

lll. INTERNATIONAL CONTEXT
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The recovery of the world economy in 2003 was progressive and with a great
variation amongst economies. Predictions indicate that growth in the developed
economies will be below the long-term trends. For 2004, a possible recovery is
expected in terms of growth above long-term trends. However, an aspect that
deserves special attention in 2003, and with an effect for the following years is
the level of fiscal deficits of the more advanced economies, which might affect
potential flows of resources to developing economies, and for Africa in particular.

According to recent estimations made by the International Monetary Fund [IMF]
and by the OCDE, the world economy in 2003 grew by close to 3%. For 2004,
the world GDP is expected to grow by about 4%.

Growth in developing countries is estimated to have been of 5% in developing
countries in 2003, and will remain within the same levels in 2004. In relation to
Africa, it is expected to have reached 4% of growth in 2003 and will reach 4.8%,
in 2004.

The global international trade grew at about 3% in 2003, and is expected to grow
by 6% in 2004. Imports and exports, for 2003 and 2004, both for advanced
economies and developing economies, show growth rates higher than they
experienced in 2002

14
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Selected Growth Rates in %

2002 2003 2004
World GDP Growth Rates 2,4 3,0 4,0
USA 2,4 2,9 4,2
Japan 0,2 2,6 2,0
Euro Zone 0,9 0,5 1,7
Advanced Economies 1,5 2,2 2.5/3
Developing Countries 4,2 50 50
Africa 3.1 4,0 4,0
South Africa 3,6 1,9 2/3
International Trade 2,1 2,9 5
Imports
Advanced Economies 1,2 2,9 4,8
Developing Countries 3,2 53 6,5
Exports
Advanced Economies 1,7 1,1 4.8
Developing countries 3,8 5,0 6,0

Source: IMF World Economic Outlook (September 2003), OECD (June and December 2003), The Economist (various).

According to data published recently, the economy of the United States of
America grew by 2.4% in 2002 and it is estimated to have grown by around 2.9%
in 2003. The Federal Reserve Bank reduced its interest rates (federal-funds) to
1%, the lowest level in the last years, being this sign to support the recovery of
the economy. By November 2003, industrial production grew by 1.6& in relation
to the same period of 2002, and the retail sales, by October, grew by 7.8% in
relation to the same period of the previous year, consumption has been
responding strongly and helping to the recovery of the economy. The Gross
Formation of Fixed Capital ‘Formagao Bruta de Capital Fixo (FBCF) in 2003, is
estimated to have grown about 3%, with emphasis to housing investments.
Exports recovered in 2003. Unemployment level in December 2003 was about
6%

In Japan growth stalled in the second half of 2002 as a result of a reduction in the
exports. Although domestic demand continues to be weak, the recovery of
international trade during the second half of 2003, whereas exports might grow
about 7%, strengthening the FBCF growth, may contribute for a mild growth
which is expected to have reached 2.6% in 2003 and 2% in 2004.

In the European Union, Euro zone, after a GDP growth of 0.4% during the 1st
half of 2003, it is estimated that growth was around 0.5% in 2003 and should be
1.7% in 2004. The unemployment rate was 8.9% in July 2003, higher than
experienced during the same period of the previous year (8.4%) and in October it
was at 8,8%. In relation to inflation, it was at 2% during the first half of 2003 and
is estimated to have been at about 2% and will be 1.3% in 2004. In 2003, neither
exports nor FBCF had a positive performance.

In South Africa, the GDP growth rate for 2003 was 1.9%, and the South African
economy grew by 3.6% in 2002. The sectors that gave major positive
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contribution for the growth in 2003 were Transport and Communications,
Financial and Corporate Services and gross and retail Trade, hotels and
restaurants. However, Agriculture, Forestry and Fishery and the Manufacturing
sector are those, which gave a negative contribution for growth. In Agriculture, a
note must be made to the low harvests of maize and vegetables. Concerning the
Manufacturing sector, the areas that contributed for the weak performance are
equipment and transports, food, tobacco and beverages, electronic equipment,
textiles, clothes and leather (hide). For 2004 expectations indicate a growth rate
of between 2 and 3%. Inflation was 5.8%in 2003, against 9.2% during the
previous year. The Rand (SA Currency) at late 2003 was rated at about 6.7 Rand
for a Dollar, while it was rated 9 during the same period of the previous year, an
appreciation of about 25%. In 2001 and 2003, the Rand experienced an
accumulated appreciation of about 45% in relation to the Dollar. Metical
(Mozambican currency) depreciated in relation to the Rand during the period
2002 and 2003 (end of period variation) by 22% and 28,7%, respectively. The
average of Mozambicans imports from South Africa corresponds to 45% of the
total of imports. This performance of the last two years has an impact on the real
volume of imports originating from this neighbouring country, which might also
influence the prices and costs of Mozambicans companies. From that structure of
imports 40% are chemical and related products, 30% are various machinery and
vehicles and about 12% are metallic and non-metallic products.

Zimbabwe experienced a growth rate of 11% in 2003, and in 2002 it was 13%.
The accumulated GDP fall in this Country between 1999 and 2003 was about
33%. In 2002, inflation was around 140% and for 2003 it was 500%. This
performance has big impacts on the economic activity in the Centre of
Mozambique, namely on the ports and rail and utilisation of the pipeline.

As to the rest of SADC economies, excluding Mozambique, South Africa and
Zimbabwe, growth was around 3% in 2003, having been about 4% in 2002. The
countries with a relatively high rate for the average above are Angola, Lesotho,
Malawi and Tanzania. The countries with relatively lower rates are Seychelles e
Swaziland. The level of inflation in the SADC economies is around 8-10%, for the
period 2002 and 2003, excluding Angola, Democratic Republic of Congo and
Zimbabwe, which represent inflation rates much higher than the average.
However, there is a trend for the reduction of the levels of inflation in these
countries, in general.

The trading terms for the more advanced economies experienced stagnation
during the period 2003-2004.

The table below shows the growth rate of the Consumer Price Index for 2003-
2004. In the advanced economies there will be a trend to price stability to
relatively lower levels, while in developing economies and in Africa, the inflation
rates will vary between 6% and 10%. It is estimated that the interest rates in the
more developed economies will continue at the levels experienced in 2002,
despite showing a trend for a light increase.
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(Percentages)
2002 2003 2004

Trade Terms

Advanced Economies 0,2 0,0 0,0

Developing Countries -0,2 0,2 0
Prices in Dollars

Manufactured Products 2,6 4,5 1,5

Qil 0,5 7.8 -4,0

Commodities 4,2 5,6 3,1
Inflation

USA 1,6 2.1 1,3

Euro Zone 2.1 1,8 1,3

Advanced Economies 1,4 1,9 1,6

Developing Countries 5,6 6,0 6,0

Africa 9,6 9,0 9,0
(Percentages)

2002 2003 2004

Short Term Exchange Rates

USA 1,8 1,6 3,4

United Kingdom 4,0 4,2 5,0

Euro Zone 3,3 3,0 3,6

Japan 0,1 0,0 0,0
Unemployment

USA 58 6,0 5,8

Japan 5,5 5,6 5,6

Euro Zone 8,3 8,5 8,3

Advanced Economies 6,8 6,9 6.7

Source: IMF World Economic Outlook (September 2003), OECD (June and December 2003),
The Economist (various)

For 2004, it is expected that unemployment rates in more advanced economies
remain at the same levels as during 2003. This is an indicator that the recovery
of the world economy was and will continue to be slow in 2004.

By the end of 2003, the performance of some products at the international
market showed the following trend: i) gold had a variation of about 21% in
relation to the same period of 2002, having reached $416,4 per ounce; ii) crude
price (West Texas Intermediate) experienced an increase of 8% in relation to the
same period of 2002, having been rated at $ 33 a barrel; iii) food products
experienced an increase of about 10%; iv) industrial products experienced an
increase of 33,6%.

For 2004, the IMF expects the prices of manufactured products to grow by 1.5%,
and for the rest of the commodities to increase by 3.1%. The Fund and the
OCDE estimate that crude price will fall by 4% in 2004.
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These predictions point to a scenario of the international economy for the period
2003-2004, with still a slow recovery of the advanced economies. In 2003 some
of those more advanced economies had to take some measures in terms of fiscal
policies to face the slowing down of their economies, and many of them today
present relatively high fiscal deficits in comparison with the last years. These
predictions indicate to a scenario of the international economy with yet many
risks, as the slow recovery of the more advanced economies will pose some
difficulties for the less developed e dependent from the more developed. The
interest rates may increase lightly during 2004. Finally, crude price is still an
incognito depending on the international momentum and particularly on the
Middle East.
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IV. SOCIAL AND DEMOGRAPHIC PROFILE
IvV.1. IAF RESULTS

Between 1996 and 1997 the first survey on the households consumption (IAF I)
was conducted basing on an approach of “cost of the basic needs”; this survey
was representative at the national level. The outcome of the survey, show a
poverty incidence of about 69,4% at the national level, and also showed that
poverty was more acute in the rural areas that in the urban areas.

A second survey on the consumption of households (IAF 1) was conducted
between 2002 and 2003. Using the same approach of “cost of the basic needs”,
the outcome of IAF Il showed a poverty incidence of 54,1% (Table below),
suggesting that poverty incidence at the national level has decreased by 15.3%
during the six-year period between the two surveys.1 As on the first IAF, IAF I
shows that poverty is more acute in the rural areas in comparison with the urban
areas, however, between the two periods, poverty reductions has been higher in
the rural areas than in the urban areas. Further to that, IAF |l outcome indicate
major reductions of poverty in the central region, which is after all, the region with
more inhabitants. Despite not being that fast, poverty reduction in the northern
region was generally also strong with a variation of 11%.

Table: Poverty Incidence from 1996/97 and 2002/3

Estimations of Poverty Incidence
1996-97 2002-03 Difference
National 69,4 54,1 -15,3
Urban 62,0 51,5 -10,5
Rural 71,3 55,3 -16,0

More specifically, of the 11 elements represented on the survey (ten provinces
plus Maputo City as a separate element), eight experienced a reduction on the
poverty incidence. The Provinces that experienced a poverty reduction higher
than the national average are: Niassa, Nampula, Zambezia, Tete, Manica and
Sofala (Chart below).

Chart: Changes of Poverty Incidence 1996-97 by Province

! For more information on the methodology and outcomes in general see the report:
Poverty and Welfare in Mozambique: The Second National Evaluation (MPF, 2004).
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Three factors might have had an influence on the results from various provinces,
especially Sofala. The two first ones are related to the special circumstances
under which the first IAF was conducted. First the local floods in the Province in
1996 and 1997 resulting in particularly low households income (especially in
agriculture) while forcing the soaring of prices at local markets. Second, on the
IAF 1996-97, 70% of the urban households in Sofala were interviewed in January
and February 1997 — “famine season” — when the prices were higher. The third
factor is related with the fact that Sofala, as well as the whole central region, was
extremely affected by the war. Thus it is very probable that the effects of the war
continued to make the living standards to be very low in 1996-97. Consequently,
the reduction of poverty incidence recorded by the IAF 2002/03 appears to be
very high in the Central region.

In contrast, Cabo Delgado and Maputo (including Maputo City) experienced an
opposite trend to the other provinces during that period.

The rapid appreciation of the Rand against the o Metical (40% between January
2002 and June 2003) is one of the factors that explain the increase on the
incidence of poverty in Maputo (province and city). Given that Maputo depends
strongly on importing food and non-food products from South Africa, the rapid
appreciation of the Rand had substantial implications on the basic cost of living
during the period when the household survey was conducted.

The global results, at the national level, of the household survey (IAF) are highly
consistent with the information from other sources of data. In order to monitor
changes on the living standards at reduced costs and more frequently, INE
implemented the Welfare Basic Indicators Questionnaire (QUIBB) in 2000-01 and
in 2002-03 (simultaneously with IAF 2002-3). When living standards improve,
households accumulate more assets. For example, the percentage of
households that own bicycles has increased to the double between |IAF 1996-7
and QUIBB 2000-01 and increased modestly between the later and e IAF 2002-
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3. Owning a radio also shows this growing trend between the two surveys. On
IAF 2002-3, 45.2% of households own a radio, compared with only 28.9% of
households during the period referring to IAF 1996-97.

The changes that occurred on the housing and sanitation conditions are other
indicators of improvement of living standards. Comparisons of IAFs 1996-7 and
2002-3 show an evident improvement in these areas. For example the
percentage of households with houses covered with grass has decreased by
about 8%, while the percentage of households with latrines increased from 31%
to 41%.

Schooling is another useful indicator in the living standards and it is possible to
note the efforts made by the Government, in the scope of the strategy to reduce
poverty and social and regional unbalances, where it has been implementing,
with remarkable results, a program of expanding education to all levels. The
results on schooling are explanatory of an increase of children that were enrolled,
from less than half to close to two thirds between the two surveys. Once again
growth has been faster in the rural areas. Despite the fact of differences in terms
of schooling between the rural and urban areas has a tendency to decrease, it
still persists and on a large scale.

Like wise, data of the Food Security Early Warning System (FEWS) shows a
growth on the production of grains per capita of about 14% in the period between
1996-2002. The rural survey on the rural households income (TIA) was also
conducted in 1996 and 2002. Using the food baskets developed by IAF of 1996-
97 and 2002-03 to generate comparisons of real income, the real of the medium
net income of the production per capita increased between 1996 and 2002 in
about 26% between 1996 and 2002.

Linkages with the growth on the economy

It should be noted that reduction of the poverty incidence has occurred during a
period of high economic growth in Mozambique. Between 1996 and 2002 the real
GDP increased by 62%. Despite being slighter, the growth of real consumption
per capita still experienced an impressive increase of 50%. Given the related
restrictions on the distribution of income at the large scale, economy growth is a
critical condition for the poverty reduction. The official data show that this
condition was minimally met. However, for poverty reduction, growth only is not
sufficient. The pattern of growth is also important. Concentration of growth
benefits on classes with major income would obviously reduce the impact of
growth on poverty reduction. While the evolution of income distribution continues
to be a topic for future investigations, the results of IAF provide a global level
confirmation of the rapid growth on the consumption and indicate a considerable
accumulated sharing of benefits to the lower income elements of the population.

IvV.2. MILLENIUM DEVELOPMENT GOALS (MDGs)
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The PES Review provides a good opportunity to assess the extent to which
Mozambique is on course to meet the Millennium Development Goals - MDGs.
These goals are a set of objectives for human development established by the
Millennium Declaration that was signed in September 2000 by 147 countries. The
following MDGs are to be met by 2015:

Eradicate poverty and food insecurity

Attain universal primary education

Promote gender equality

Reduce infant mortality

Improve maternal health

Fight HIV/AIDS, malaria and other diseases
Guarantee environmental sustainability
Develop a global partnership for development

O O O O O O O O

For each objective the United Nations designed concrete monitorable goals
measured by quantitative indicators. However, in some cases it is necessary to
adjust these goals to the national context. For example, the indicators suggested
by the United Nations are not always possible to gather on an annual basis. In
such cases therefore proxy indicators, developed for PARPA monitoring, are
more relevant. The following section, presents each of the goals together with a
brief discussion of the status of Mozambique in terms of the MDGs’ challenge.
However, chapter VI covers the activities developed to meet those objectives.

1. Reduction of Extreme Poverty and Food Insecurity

A global (“MDG”) goal, aimed at reducing the percentage of people living in
extreme poverty or suffering from famine to half between 1990 and 2015. The
results of the IAF indicate that Mozambique is on the right track to meet this goal.
After all, it can be said that the PARPA central objective of reducing poverty
incidence to less than 60% of the population by 2005 had already been met.
Likewise the results of the Food Security Early Warning System (FEWS) and of
TIA show positive results. However, as there is no reliable information
concerning poverty incidence in 1990, it is difficult to establish precisely which is
the target for the 2015 MDG. Nevertheless, the targets established on the
PARPA are, in general, consistent with the MDG targets.

Despite that these trends are favorable, the poverty levels remain high. From a
population estimated at 18.3 million of inhabitants, almost 10 million are still poor.
In future, while the poverty measured by the consumption is an integral
component of a multi-dimensional poverty concept, some attention should be
directed to aspects of poverty, such as access to public services that are not
directly measured through households surveys based on consumption.

2. Fighting HIV/AIDS
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One of the objectives of the Millennium Development is to stop and start
reducing, by 2015, the spreading of HIV/AIDS. In order to know the real
dimension and geographic distribution of the HIV/AIDS, there have been studies
on the demographic and macro-economic prevalence and impact of this
pandemic, as detailed under section IV.3 below. It is too soon to indicate the real
impact of the National Strategic Plan for the Fighting of HIV/AIDS. This program
has many different components including a big awareness and HIV/AIDS
mitigation programme and free distribution of condoms. Specific actions in 2003
were developed involving the civil society in actions of fighting AIDS, giving
responsibility to Ministries per area of action, promoting a concrete multi-sector
response and giving priority to geographic areas of economic corridors in the
Centre, South and North.

3. Basic Commodities

One of the objectives of the Millennium Development is to half the proportion of
people without access to potable water by 2015. In 1992 according to statistics of
the Public Works and Housing sector, 10% of rural households had access to
potable water, while in 2003 they were 39.4% households. In the urban areas the
rate of increase was slower, from 29% in 1991 to 33.3% in 2003. An important
factor associated to this situation is the rapid migration thus, although the
absolute number of people in the urban areas who have access to potable water
has increased considerably as a percentage of the urban population, the
coverage increased more slowly. However, as a result of the new urban water
and sanitation project in various cities, this number should increase rapidly.

4. Universal Primary Education

One of the objectives of the Millennium Development is to meet the universal
access to primary education by 2015. The universal primary education continues
to represent a great challenge for Mozambique. The strong growth in the
admission rates in Primary Education (EP1) shows the efforts by the government
to improve the situation in terms of primary education, yet there are still various
challenges. In the first place, the recent evaluation of the education expenses
suggests that current expenditure is still insufficient. Secondly, as suggested by
the high repetition rates, the quality of primary education remains low. Thirdly,
the enrollment rates for upper primary education (EP2) continue to be
disappointing. The two latter problems are being tackled through various efforts,
including training of teachers and the introduction of a new curriculum to merge
EP1 and EP2.

5. Gender Equality

One of the objectives of the Millennium Development is to eliminate gender
unbalances within the primary and secondary education, preferably by 2005, and
at all levels of education by 2015, the latest. In recent years, gender unbalance
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within the primary education decreased remarkably. The Education Sector
Strategic Plan aims to increase access to education, giving particular emphasis
to girls’ education. Further to that, there are programs such as Food Rations to
Girls, which make a great effort so that there are more female teachers. Should
the present trends persist, it is probable that the objective of meeting gender
parity in education will be met on the first grade education by 2005, or a bit later.

6. Reduce child mortality

Another objective of the Millennium Development is to reduce the mortality of
children under the age of 5 years of age by two thirds by 2015. In order to meet
this MDG Mozambique needs to reduce the mortality rate of children under 5
from 277/1000 living births in 1994 to 82/1000 living births in 2015. The mortality
rate of children under 5 in 2002 was 135/1000. This shows that it is possible to
meet the MDG by 2015. Part of Government efforts in this area is the Wide
Vaccinations Programme. The objective of PARPA - 2005 of 98% of coverage of
BCG (against Tuberculosis) seems to have been met in 2003 but a lot of effort is
still necessary to raise the coverage rate of DTP (3) vaccination.

7. Improve the maternal health

BY 2015 the reducing by three quarters the ratio of maternal mortality is another
Millennium Development Goal. A central component in the Health Sector
Strategic Plan and of the PARPA is the Maternal-Child Health Programme and
Family Planning (SMI/PF). In 2003 the main components of the Maternal-Child
health continued to keep the trend of growing that they have been experiencing
since 1999. With exception to institutional child deliveries, the indicators of
women’s’ health are above the predicted targets on the PARPA. The target of
PARPA to reduce the intra-hospital maternal mortality from 175 to 100,000 in
2000 to 160 in 2005 can be met.

8. Fight against malaria

One of the objectives of the Millennium Development is to stop, by 2015, and
starts to regress the incidence of malaria and other notorious diseases. In 2003
4,478,215 cases of malaria were notified and 3,212 deaths, which represents a
reduction from 1.6% to 23% on the number of cases and deaths respectively in
relation to 2002. The prevention programs are common and effective treatment
at the hospital is still being followed closely.

9. Environmental sustainability

One additional objective of the Millennium Development is to integrate the
principles of sustainable development in the programs and policies of the
Country and regress the loss of environmental resources. There is a high level
political commitment for the promotion of this objective. The creation, in 2001, of
the Commission for Sustainable Development aims to meet this objective and
also ensure that the sustainability issues are being disseminated.
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IV.3. PROJECTIONS OF DEMOGRAPHIC AND MACRO-ECONOMIC
IMPACT OF HIV-AIDS

AIDS is the pandemic with enormous challenges for its control at present in
Mozambique. Mozambique is within the most affected group of countries in the
world. The national prevalence rate of HIV in 2002 was 13,6%. For 2003 the
national prevalence was estimated at 14%.

Knowing exactly the dimension and geographical spread of HIV/Aids in our
country facilitates the decisions and policy design, which are more realistic and
integrated for the control of the epidemic.

It was in this context that the Government, in 1998, adopted a multi sectoral
approach with the aim of involving each sector of the society in the fight against
AIDS, at the level of its areas of influence. In the context of this multi-sectoral
approach a Technical Group was set up in 1999 for support in the fight against
HIV/Aids. Currently there are eight institutions: Ministry of Health, Ministry of
Planning and Finance, Statistics National Institute, Centre for the Study of
Populations (UEM), Faculty of Medicine (UEM), Ministry of Agriculture and Rural
Development, Ministry of Education and the National Council for the Fight
Against HIV/Aids. This group has, as its main mandate, the elaboration and
publication of data on the prevalence projections and demographic impact of
HIV/Aids in Mozambique.

Based on recent information, from the 2002 epidemiological survey, the
Technical Group compiled the data on demographic Impact of HIV/Aids in
Mozambique between 2003 until 2010. The study presents HIV/Aids prevalence
projections in adults and the demographic Impact of HIV/Aids in terms of the
number of people living with HIV/Aids, new cases, death and life expectancy of
the populations. The results from the study are the following.

The chart below presents the national HIV prevalence amongst the adult
population between 15-49 years of age. If the historic trend is followed without an
immediate and efficient intervention it is expected to reach 16,8% by 2010.
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Chart : National HIV Prevalence in
Adults (15 - 49 years of age)
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Table: HIV/AIDS Prevalence in Adults (15-49 years of age),
at national and regional levels

Both Sexes

South | Centre | North | National
1998 | 8.2% 12.2% 3.2% 8.2%
1999 | 9.9% 13.3% 4.1% 9.4%
2000 | 11.6% 14.2% 5.3% 10.6%
2001 | 13.2% 15.0% 6.8% 11.8%
2002 | 14.5% 15.7% 8.4% 13.0%
2003 | 15.6% 16.2% 10.0% 14.0%
2004 | 16.4% 16.7% 11.5% 14.9%
2005 | 16.9% 17.0% 12.8% 15.6%
2006 | 17.2% 17.3% 13.8% 16.1%
2007 | 17.3% 17.5% 14.6% 16.5%
2008 | 17.3% 17.6% 15.1% 16.7%
2009 | 17.2% 17.7% 15.4% 16.8%
2010 | 17.1% 17.7% 15.5% 16.8%

In the South the lowest prevalence rate is in Inhambane Province (8,6%). There
are no big differences in the prevalence for Maputo Province (17,4%), Maputo
City (17,3%) and Gaza province (16,4%). In the central region Sofala Province
presents the highest prevalence (26,5%) followed by Manica with 19%, Tete with
14,2% AND Zambezia with 12,5%. In the northern Niassa province (11,1%) has
the highest prevalence followed by Nampula (8,1%) and Cabo Delgado (7,5%).

In the context of projections of demographic impact in terms of number of people
living with HIV/Aids in Mozambique, it is estimated that 1,3 million people were
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infected by the virus in 2003. Of this number 74,000 are children and 511,000 are
men and 740,000 are women.

Projection of number of people living with HIV/AIDS
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For the calculation of the projections of new cases of AIDS it is necessary to
take into account that the period from the infection with HIV until the disease with
AIDS varies according to age. Normally this period is shorter for children than in
adults. The average is 1 to 8 respectively. In 2003 it is estimated that there were
95,000 new cases of AIDS. For 2004 it is estimated that in Mozambique around
109,000 new cases of AIDS will occur. Two years from now this number will have
increased to 135,000 and will continue to increase from year to year. The
majority of new cases will be amongst the people who are currently HIV positive.
According to the projections, the number of new cases of AIDS may reach
178,000 in 2010 if efficient interventions do not take place.

Chart: New Cases of
AIDS - 1999-2010
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In a short period of time AIDS became in one of the key causes of mortality in
Mozambique. The chart below illustrates the accumulated deaths due to AIDS.
It shows that in only 5 years, from 1999 to 2003, 300,000 people died of AIDS.
The number of deaths estimated for 2003 is 84,000 people. It is important to
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highlight that this mortality is different from region to region. Around 58% of the
deaths occurred in the central region of Mozambique. This fact can be explained
by factors such bigger population and the early beginning of the epidemic. In the
next 7 years it is estimated that the number of deaths due to AIDS will triplicate,
even with the expansion of ARV therapy.

Chart: Accumulated Deaths
due to AIDS
1999-2010
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The chart below shows the number of children on the ages of 0 to 17 whose
mothers died due to AIDS and other causes. A comparative analysis between the
number of orphans whose mothers died of AIDS and those whose mothers died
due to other reasons shows a big difference. We observed that maternal orphans
due to AIDS have the tendency of increasing while the orphans whose mothers
died of other causes have the tendency of slightly reducing. It is estimated that
the number of maternal orphans due to AIDS increase from around 187,000 in
2003 to around 228,000 maternal orphans in 2004. The estimations indicate that

28



REVIEW OF 2003 ECONOMIC AND SOCIAL PLAN

until the end of 2004, around 28% of the total maternal orphans in the Country
will be a result of AIDS.

With time the proportion of these AIDS related orphans would tend to increase. In
2010, if there are no efficient interventions, it is estimated that more than 500,000
maternal orphans (approximately 48% of all maternal orphans) will result from
AIDS. It is important to highlight that although the mothers died of AIDS not all
these orphans are HIV positive. In reality, most of these orphans are HIV
negative, either because they were born before the mother was infected or
because the vertical transmission did not occur.

Chart 9: Maternal Orphans (0-
17 years), 1999-2010

1,200,000 - ——SIDA

1,000,000 - — —Outras Causas

- - - Total
800,000 -

600,000 _ — ——————— _

400,000
200,000 -
.

0

1999 2001 2003 2005 2007 2009

Another consequence of AIDS is the reduction in life expectancy of population
longevity, as shown in the chart below. In a scenario where AIDS does not exist it
is estimated that life expectancy at birth would be approximately 44 years in 1999
and around 50 years in 2010. When taking into account the effects of the
epidemic the longevity of Mozambicans may be less in the future. For 2010 it is
estimated that this deficit increases to more than 14 years, should there be no
efficient interventions.
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Chart : Life Expectancy
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This study shows the relevant information for the design of actions against
HIV/AIDS. The data analysis for 2002 reinforces the hypothesis that the central
region reached the mature phase of evolution of the epidemic, except Zambézia
where the epidemic is growing. In the southern region, with the epidemic growing
slowly, it is within the intermediary evolution phase of the epidemic. In the North
region the epidemic seems to be at a stage of growth. The most vulnerable group
are the youth, especially the girls. The mortality caused by AIDS is changing the
population structure due to the sudden decrease in the number of adults above
30 years. This fact will have negative socio-economic effects in the country.

Macro-Economic Impacts of HIV-AIDS

Literature on HIV/AIDS and economic growth is far from drawing final
conclusions in relation with the magnitude of the impact and to the relative
importance of the various channels through which this impact may occur.
However, some key indications are drawn from the analysis, which have been
made so far. For example, the official projections of the demographic impact of
HIV/AIDS in Mozambique assume an interval of 9 years between infection and
death. Given the long period of separation between infection and death, the
death projections by AIDS until 2013 are programmed within the system. This
occurs because the majority of the population, who, according to estimations will
die in this decade and early next decade, is currently infected by HIV/AIDS.
Given that the pandemic will continue, there will be accumulation over time of
small impact areas in the growth elements (such as technical progress, the
physical capital, and the human capital), with substantial implications in the
economy.

Recently, special attention was given to the accumulation of human capital. With
HIV/AIDS it is expected that the school population decrease, reducing that part of
the population in school age who attend school and weakening the educative
system capacity of meeting its mandate. All these factors indicate a reduction in
the ratio of human capital accumulation. If, as it is believed, people with
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education tend to be productive and innovative, low rates of human capital
accumulation due to a deteriorated educational system will reduce the growth
rates of the economy, possibly during a considerable period of time.

The analysis of HIV/AIDS implication in growth using the general computational
equilibrium model for Mozambique, which was done in 2001-2002, indicates that
AIDS cases and deaths may have great impact on the economic growth. The
analysis indicate that the annual rates of economic growth of GDP (Gross
Domestic Product) per capita would be between 0,3% to 1,0% lower that in a
fictitious scenario without AIDS, during the period between 1997 and 2010, with
stronger effects in the period between 2005 and 2010. The biggest sources of
reduction in growth are: (1) reduced productivity growth rate, (2) reduced
population growth rate and human capital accumulation, and (3) reduced rate of
physical capital ratio. Each of these three effects is important.

Given that the pandemic of HIV/AIDS will probably last over a long period of time,
the said impacts will accumulate resulting in greater impacts at long term in the
economy. Consequently the successful initiatives in the prevention of HIV
infections and in the fight against disturbances to the economy due to deaths by
AIDS, whilst maintaining at the same time the basic conditions for development,
will probably have greater return.

Maintaining the basic conditions for growth is also important. PARPA estimates a
GDP growth of approximately 8 per cent and a GDP per capita of 5 per cent per
year, levels of growth that were achieved in the last decade. In terms of growth
per capita, AIDS projected impacts in the economic growth represent a fraction of
the target. For the period 2005-2010 this fraction must be in the interval between
10 and 50 per cent of the targeted growth rate per capita of 5 per cent.
Therefore, the mitigation of the pandemic and the maintaining of the basic
conditions for economic growth are both important for a continued economic
growth and for poverty reduction, although the second element (maintaining the
basic conditions for economic growth) is probably the most important.
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V. MACRO-ECONOMIC PROFILE

V.1.PRINCIPAL MACRO-ECONOMIC RESULTS

The Government’s Programme and the poverty reduction strategy outlined in the
PARPA are based on the premise that accelerated economic growth, which is
both comprehensive and sustainable is essential for the reduction of poverty.

According to these principles, the Social and Economic Plan for 2003 had the
following main macro-economic objectives:

e Achieve Gross Domestic Product growth of around 7%.

e Contain the annual average inflation rate at around 7%.

e Achieve growth in the export of goods, excluding those from the bigger
projects, at around 7%.

e Proceed with the creation of conditions which will make Mozambique an
attractive place for investment, safeguarding, however, a proper
management of the environment;

e Expand and improve the quality of public services in the areas of health,
education and justice as well as developing the basic Infrastructure for the
supply of water, roads and sanitation.

The review presented reveals that most of these objectives were met:
e Gross Domestic Product (GDP) growth was 7.1%.

e Average annual inflation rate was 13.45%.

e A review of investment legisaltion continued which will stimulate an
increased inflow of investment to the country and greater involvement of
the private sector

¢ An expansion and improvement of public services was recorded.

In the following sections more details are provided on the sectoral contributions
to economic growth. The main developments in monetary and foreign exchange
indicators are presented, as well the monetary policy itself (including financial
sector supervision).

Once the analysis of the current situation in the country is presented in real and
monetary terms, chapter VI deals with the activities carried out by the State in its
role as public services provider and as regulator of the economic activity and
guardian of order and justice.

V.2.GLOBAL AND SECTORAL PRODUCTION
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The review of global and sectoral production indicates growth of 4,8%; a
performance which is slightly below what was planned for the year, as mentioned
in the Social and Economic Plan document for 2003. Excluding the production of
aluminium the overall production grew by 2,3%. The strong contribution by the
production of aluminium is explained by the starting of operation of Mozal Phase
ll. Construction expenditure of mega-projects namely Mozal Il and Temane
decreased in 2003 because they were in their final stage. Without including the
mega-projects (under construction and already operational), production grew by
7.4%. This result is explained essentially by the significant performance of the
Agricultural sector and Transformation Industry.

An analysis of the

PRODUCTION — GROWTH RATES IN VOLUMES (%) | production figures
Designation 2001 2002 2003 | shows that apart from
AGRICULTURE, CATTLE the negative
BREEDING AND SYVICULTURE 12.3 10.0 8.6 performance in the
Agriculture 12.6) 7.3 9.8 construction sector as
Cattle Breeding 14.9 23.3| 17.4| a whole (-7.6%), there
Sylviculture & Forest Exploration 9.4 18.3] -8.7| was also a negative
FISHERIES 3.3 -4.6 11.1| performance in the
MINERAL EXTRACTION INDUSTR | -2.0f 52.1] 31.6| Energy and Water
TRANSFORMATION INDUSTRY 243 3.9 14.9 sector given the
ELECTRICITY AND WATER 21.7 10.2-12.6| reduction of levels of
CONSTRUCTION 4.2 104.6| -7.6| production and
TRADE 16.6f 1.1 5.3 exporting to South
REPAIR SERVICES 1.6 3.9 1.9 Africa and Zimbabwe
RESTAURANTS AND HOTELS 3.8 -1.6| 8.6 from Cahora Bassa.
TRANSPORT AND
COMMUNICATIONS 13.6/ -8.1 8.6| The agricultural and
FINANCIAL SERVICES 6.4 1.7/ 0.9 cattle production grew
REAL ESTATE RENTALS 6.3 2.5 2,4 more than the average
SERVICES RENDERED TO growth recorded in the
COMPANIES 0.00 12.00 2.0] whole of the economy.
GOVERNMENT SERVICES 16.4| 1.5/ 6.3 This activity was
OTHER SERVICES 4.00 7.1 9.7 dependent on the
TOTAL PRODUCTION 13.8, 16.7, 4.8 adverse weather
PRODUCTION without ALUMINIUM 7.6 17.1 2.3 conditions that the
PRODUCTION without MEGA- country faces since the
PROJECTS 7.6] 4.9 7.4/ 2001/2002 campaigns.

The launch of the
2002/2003 campaigns was characterised by the irregularity of rainfall and this
resulted in a delay in the beginning of the seeding period. In the central and
south regions seeding started in the third decade of October. In some provinces
in the central region the seeding went until December whilst in the north region of
Mozambique the seeding started in the second decade of December.
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From January, due to ‘El Nind' together with other atmospheric factors, there
were low and irregular rainfalls. This has a negative impact in the normal
development of some food crops. Some provinces in the north had problems with
excessive rains associated with the inter-tropical convergence zone and lowering
of atmospheric pressure.

Due to adverse weather factors, mainly drought, more than 237 thousand ha of
sown land were lost and this is equivalent to 6% of the total area that was sown,
affecting around 237 thousand families.

A. AGRICULTURE, CATTLE BREEDING AND FOREST EXPLORATION

The Agriculture, Cattle Breeding and Forest Exploration sector, despite having
suffered the effects of the drought that was felt in the south and centre affecting
to a great extent the populations and the production. The production indexes as a

AGRICULTURAL PRODUCTION — Volume| Whole —were positive with  the

Growth Taxes (%) expansion of areas of cultivation and
Designation 2001 | 2002 | 2003 | increase in productivity, as illustrated
TOTAL 12.6] 7.3 98| inthe table below.

BUSINESS -22.9 57.2] 109.3

HOUSEHOLD TOTAL | 14.8] 52 3.4 The availability of seeds and utensils

HOUSEHOLD 8.1 9.5 43| ;
COMMERCIALISED in the north of the country was enough

SELF CONSUMPTION | 187 29 28| to cover the needs of the farmers

affected by drought, especially for the
cultivation of maize and vegetables. In the south and centre regions the
distributed seeds were sufficient except in some districts of Zambézia and
Maputo provinces. However, there is still low participation of the private sector in
the market of agricultural inputs and this is a constraint for the significant
increase of productivity.
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Most of the seeds for the current campaign come from self-production. However,
it is worth mentioning the distribution of seeds that occurred after the emergency
situation created by the Low Atmospheric Pressure named Delfina in the
provinces of Cabo Delgado and Nampula.

The agricultural production recorded a growth of 9.8% as a whole and the
business sector had a significant growth of 109%. This performance underlines

BUSINESS SECTOR PRODUCTION AND MARKETING BY FAMILY

SECTOR
GROWTH RATES IN VOLUME

2001

2002

2003

EXPORT PRODUCTS 21.5 17.3 -4.4
Cashew 41.6 -6.4 27.2
Cotton 100.9 16.8 -34.8
Copra -7.6 -5.9 14.7
Sugar Cane -15.8 127.8 21.9
Citrus -86.9 80.4 5.0
Tea Leaves -19.4 39.3 0.9
BASIC FOOD PRODUCTS -3.9 4.8 13.6
Maize 171 8.3 7.9
Rice 2.6 1.6 8.5
Mapira 21.8 0.2 -0.4
Cassava -9.1 -0.5 4.2
Peeled Peanuts -6.6 0.7 0.1
Beans 1.8 14.9 1.7
Horticulture 2.4 7.2 60.5
Onion -28.1 45.3 105.6
PRODUCTS FOR INDUSTRY 48.2 98.5 80.5
Tobacco 163.4 58.3 73.2
Tomato -2.6 148.3 86.5
The Agricultural products for industrial use 5.9 0.0 0,0
Other non-industrial agricultural products 4.6 1.4 1.4
TOTAL 3.4 14.9 20.5

the dynamics of marketing
agricultural products in the
different markets.

The expansion of business
sector production results
from the significant increase
recorded in some food
products and of products for
he industry with emphasis on
vegetables, onion, tobacco
and tomato.

Despite this growth, the
family sector continues to
provide the biggest

contribution in the global
agricultural sector structure.
Around 90% of agricultural
production and 75% of the
marketed production comes
from the family sector. 60%

of the family sector
production is related with
food crops, and this

elucidates the role of food
crops in the absolute poverty
reduction taking into account
its traditional role in the
framework of food security
and in the generation of

income for the rural families; it also reveals that a sustainable and efficient
agricultural growth for the fight against poverty has, as its underlining support,
the increase in the levels of production of food crops.

The business sector production and family commercialisation recorded a growth
of 20.5%. 4 products, namely vegetables (60.5%), onion (105.6%), tobacco
(73.2%) and tomato (86.5%) essentially explain this growth.
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In the group of products for export a decrease of 4.4% was recorded. This is
explained by the fall in the levels of business sector and family production of
cotton (-34.8). Apart from the adverse agro-climatic conditions other conditions
contributed to this reduction such as market conditions where replacement of
cotton by food crops and products for industry (especially tobacco) due to the
fact that these offer more commercial advantages to farmers. In this case,
SODAN and SONAM (cotton companies) embarked in the production of food
crops.

For the basic food products group a growth of approximately 13.6% was
recorded. Significant increases in vegetables and onion were also recorded.
These 2 products explain around 50% of growth recorded in commercialisation of
food products. However, they represent less than 20% of the food products
which were marketed as cassava and maize represent the food products which

COMERCIALIZATION BY FAMILY SECTOR are more marketed in the
GROWTH RATES BY VOLUME (%) Mozambican economy
2001 2002 2003 | (around 60% of the total).

EXPORT PRODUCTS 64.4 -1.3 -4.7

The products for industry
Cashew 41.6 -6.4 272 | recorded significant growth
Cotton 3201 2711 and in the last years they
Sugar cane 23114 141 have been an important
Citrus 113.3 66.7 0.0 .

source of income for the
BASIC FOOD PRODUCTS -4.2 4.1 54 business agriCUItural

sector. The growth
Maize 12.0 8.1 10| recorded in the production
Rice 2.6 0.6 90| of tomato is explained
Mapira’ 227 0.1 03| amongst other factors by
Cassava 95 08 381 the prioritisation of
Peeled peanuts -6.6 0.8 0.0 products of short cycles in
Beans 22 15T 7| the Gaza Province in order
Horticulture 2.4 5.6 7.4 .. . .
Onion va 410 6| tO maximize production in

an environment of
PRODUCTS FOR THE INDUSTRY 1215 7456 g7 | uncertainty in terms of

rainfall and by the use of
Tobacco 10812 567 409 | tomato varieties of high
Tomato 1.6 1021 297 return (around 20 to 30
Other agricultural products for industrial -90.1 5.4 0,0 tons by ha).
use
Other non-industrial agricultural products 4.6 14 14 The fami|y commercialisa-

tion achieved a growth rate
TOTAL 8.0 9.5 431 of 4.3%. It is worth

highlighting that this
increase did not jeopardise food stocks (security) according to evolution data of
self-consumption (2.8%). An analysis done to the evolution of self consumption
and of the rural population shows some signs of improvement in the process of
commercialisation of family products in 2003, since the additional self
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consumption was at levels of what was required to satisfy the growth in rural
population.

The programme of cattle breeding promotion implemented by the Government is
having positive results with the animal production recording growth of 17.9%.

ANIMAL PRODUCTION-Growth Rates by Volume
Designation 2001 2002 2003

Bus Sect |Household Sec] Bus Sect |Household Sec|] Bus Sect | Household Sect
Cattle 13.8 36.4 19.6 14.8 36.8 27.0
Swine 0.0 69.5 0.0 108.8 0.0 5.8
Live poultry -33.4 2.5 0.0 0.0 31.9 0.2
Fresh Eggs -32.5 2.5 0.0 0.0 784.3 242.8
Other animals 0.0 7.6 0.0 0.0 0.0 0.3
TOTAL -32.7 19.3 4.0 24.3 36.7 16.6

This programme during the first 6 months distributed 592 cattle in Magude
(Maputo), 297 cattle and 12 caprines in Tete and 100 caprines in Mecanhelas
(Niassa); this last distribution was done by an NGO.

The Sylviculture sector and forest exploration recorded a fall (-8.7) in the
production levels compared with 2002.

B. FISHERIES

The fishery production in 2003 increased by 11%, inverting the fall tendency
recorded in 2002 and in the first 6 months of 2003. This positive result is
explained by the performance of the non-industrial and semi-industrial sector
since these two still maintain the same tendency.

The Industrial and semi-industrial fishing recorded a fall of 8,5% whilst the non-
industrial sector grew significantly by 41,5%. The recorded fall for industrial

FISHING PRODUCTION — Growth Rates by| ['sning is  explained Dby the
Volume (%) performance in the production of
Designation 2001 | 2002 | 2003 | Prawns (including aquaculture) and
TOTAL 3.3 26 1141] of opossum, products with more
BUSINESS 9.4 65 -85 than 90% weight in the business
FAMILY TOTAL -5.5 1.4/ 41.5| fishing production structure.

- FAMILY - MARKETED -19.0 0.6/ 538

- SELF-CONSUMPTION 10.2 -3.0] 307
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INDUSTRIAL FISHING - Growth Rates in Volumes (%) NON-INDUSTRIAL FISHING - Growth rates in Volumes
— (%)
Designation 2‘:/?1 22/?2 2‘:/?3 Designation 2000 | 2002 | 2003
% % %

Lobster 913 25.0 8001 opster 69.8 5.0 10.0
Crab 43.0 -50.0 6001 Terab 437 18.1 556
Opossum -0.4 -10.0 9.7 Opossum 00 00 00
Q:ffigerated Fishand e 02 o7 Ereeffigerated Fishand 26.0 0.3 66.7
'Kapenta' . -8.7 46.9 16.2 Kapenta’ 00 00 00
ﬁ;ﬁ(;r;panylng 5.6 16.5 0.6 éccompanying 0.0 0.0 0.0
Prawns 0.7 4.9 77 Iorauns 18.0 102 83
Small Lobster 87.5 -11.1 37.5 Small Lobster 00 00 00
Calamari & Octopus 755 -36.8 87| Icalamari & Octopus 4246 65 384

The levels recorded in the capturing of opossum result from the reduction in
number of fishing ships. With the implementation of the fishing agreement
between Mozambique and the European Union improvements in the levels of
catches are expected because quotas for the fishing of opossum to European
Union ships will be granted.

The recorded reduction in prawn aquaculture results from the interruption that
occurred in one of its main producers for the expansion work on area of
cultivation. Substantial improvements are expected in this area with the approval
and implementation of project “Indian Ocean” in Cabo Delgado.

The performance recorded in the non-industrial fishing sector results from
increases in fish capturing (66,7%), product with considerable weight in the non-
industrial production structure.

Overall in 2003 fishery production was in the region of 34,814 tons, of which 35%
went to the international market.

C. PRIMARY INDUSTRIES

The production of minerals in 2003 recorded an overall growth of 31.6%
compared with 2002. This expressive level is sustained by the extraction of
products such as limestone, sand for construction, clay, tantalite, aquamarine,
refuse and riolite. The extraction of limestone represents about 40% of the global
mineral production. The current structure may change significantly when the
Pande Gas project starts operating from this year.

The production of coal decreased by 15.6% due to equipment being old for its
extraction. The equipment was down in most of the first six months. This problem
was only solved in the third quarter when new equipment from South Africa was
imported and installed in the 'Chipanga’ mine Lda.
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RECURSOS MINERAIS - Growth Rates in Volume (%) . .
—— Despite the fact that production of
esignation 2001 2002 2003 ] .
raw bentonite has not started since
Coal 71.3 56.7 -15.6 : )
Bauxite 165 61 >93] floods affected the mine in 2000,
Graphite 0.0 0.0 00| stocks allowed for the increase in
Gross 'Bentonite' -91.6 0.0 00| the exporting of processed
Treated 'Bentonite’ 72 128.3 18.0] bentonite to international markets.
Screened ‘Bentonite’ 493 -23.0 57.9
i ‘ ite’ 0.0 0.0 0.0 .
Activated ‘Bentonite - The production of cut garnet was
Marble in plate 4.5 34.8 2.5 . .
Marble in block 294 41.6 02| re-launched in 2002 with the
Polishable garnet 0.0 0.0 -61.3| signing of contract for granting the
Lapidated Stones 0.0 0.0 0.0l rights of exploration relative to the
Gold 35 22 216l mining area. The performance that
¥ar'”‘9|,waters ;gg 5‘7‘22 ;3: was recorded last year related with
Tantalto. 60 737 s023 this area of mining was very
Beryl -95.7 6687.5 44.2 negative (-61,3%) due to the
Sand 55.1 713 724] negative impact of rains that
Limestones 24.5 784 36| occurred in Cuamba. In Cuamba,
Riolitos’ 1;2 5:2 132 due to these rains, production was
Granites e ' >l impossible in the months of
Dumortiorite -16.7 -20.0 0.0 .
Natural Gas 343 946 24| February, March and April.
TOTAL 2.0 52.1 316] The production of  granite

decreased by 19,5%. Currently its
production occurs in Tete province and it was interrupted during the first 6
months of the year due to lack of explosives. The explosives have now been
imported from South Africa.

In the last four years the production of marble in lamina and has gone through
times of instability in its levels of production as a result of the successive loss of
space in the international market associated, amongst other factors, with the
existence of alternative products in the market such as imported granites from
South Africa. The exports of this mineral recorded successive downfalls in the
region of 75% and 20% in 2002 and 2003 respectively.

In relation to small-scale production, gold production increased by 271,6% due to
the efforts of licensed operators in Nampula, Zambézia, Tete e Manica.

D. MANUFACTURING AND INDUSTRIAL PRODUCTION

Globally the area of transformation industry, including the production of
aluminium, increased significantly (14,9%) as expected taking into account the
indicators of the review of the 1% half of 2003. Without Mozal high levels of
production (9,3%) were recorded due to the reactivation of some manufacturing
units and to product expansion in some companies in which production was very
low in 2002. It is worth noting that the overall industry production increased
considerably in the second part of 2003 with the start of production activity in
Mozal Phase II.
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The beginning of aluminium production in phase Il had a multiplying effect in the
other industries’ activities through the celebration of new contracts for the supply
of services and goods. This contributed positively for the overall performance of
the transformation industry. In fact the sub-sector of metallic product industry,
machines and equipment increase its levels of production (53,3%) due mainly to
the production of metallic structures for Mozal Il.

TRANSFORMATION INDUSTRY-Growth Rates in Volume (%)
BUSINESS SECTOR
Designation 2001 | 2002 2003
Food Production 11.6 6.5 3.9
Drinks and tobacco 8.9 10.4 12.7
production
Textiles and Clothing 55.7 -1.3 -7.6
Leather and leather articles -22.1 -36.2 33.6
Wood Industry -1.0 0.0 17.9
Paper and graphic arts 43.8 36.8 -9.5
Chemical products 3.6 0.8 14.2
Non-metallic minerals -37.8 12.8 214
Base Metallurgy 220.2 -1.5 51.1
Aluminium 234.7 -0.5 51.6
Siderurgy 0.0 0.0 0.0
Others -16.7 63.2 -40.5
Metallic, machine  and| -8.5 -3.3 53.3
equipment production
Furniture and others -63.2 -76.4 161.5
TOTAL 44.7 3.8 23.7

In the performance of the industry without aluminium it is worth mentioning the
Food, Beverages and Tobacco sectors due to their weight in the overall industrial
production structure and, on the other hand, due to dynamism demonstrated in
the previous years, with a multiplying effect in the performance of agricultural,
transport, trading and other activities.

In the performance of the food industry we highlight the weight of wheat flour,
maize flour and refined oil produced by Cl Matola, Socimol, Mobeira and
Moagens de Mogambique, Ginwala, Fasol, CI Monapo and Mogambique
Industrial.

The textile and clothing industry continues to record tendencies for falling (-
7,6%). From the textile area the following factories are not operating: Texlom,
Textafrica, Texmoque and Favezal. On the clothing sector it is estimated that half
of the productive complex is not operating. Factories not operating include
Soberana, Investro and Ninita. In the textile industry growth expectations are
dark with a tendency for a global halt. This is because the factories, which are
still operational / surviving (Fabrica de Cobertores, Riopele and Baptista
saloméao), are gradually reducing their levels of production.

In the paper and graphic art sector performance was —9,5%.
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The chemical, rubber and plastic industry sector, although affected by strong
competition, had a positive performance. The rubber industry had a positive
performance motivated by regular production at Mabor.

The base metallurgic sector that includes companies such as IMA, CSM, Mozal
and Mozris Metais (the last one is a new company) grew by 51,1%. The
aluminium production recorded growth of 51,6% motivated by Mozal phase Il that
widened the production capacity of aluminium in the country. Without aluminium
this sector would have had a negative performance (-40.5%).

E. ELECTRICITY AND WATER

The energy and water sector recorded a decrease of 12.6%. The energy sector
recorded a downfall of 14.2%. This result is because of rehabilitation,
modernisation and automatization works that are currently taking place at
‘Hydroelectric de Cahora Bassa’. This resulted in the reduction of number of
generators available for the generation of energy and therefore with a negative
impact in the short-term production and in the exportation to South Africa
(ESKOM) e Zimbabwe (ZESA), Botswana (BPC) and to the regional market for
short-term (STEM). The production of energy for the national market recorded
growth. This reflects the increase in internal demand deriving from economic
growth and from the rural electrification works.

In this energy sector a study of Tariff Review, which had, as its main objective,
the evaluation of the previous tariff structure and make it to the new market
reality and country development challenges.

The review, which has just been completed, allows for the implementation of a
sustainable tariff for the agro-industrial undertakings. This measure also takes
the more sustainable tariff for the different consumers and it also ensures that
EDM, E.P. becomes a financially viable company at long-term and able to obtain
the necessary funding which will allow it to extend the national network of energy,
to continue with rural electrification and quality energy supply to the consumers.

F. CONSTRUCTION

In the construction and fitting up_sector there was a fall of —7,6% in the levels of
construction as a result of a reduction in the level of construction expenditure of
mega-projects (phase |l of Mozal and the construction of the pipeline to South
Africa. Mozal Il is now in the operational phase.

In terms of other construction areas the road programme review is below plan. In

this area activities consisted on the continuation of the rehabilitation of roads. It
also consisted on routine maintenance as well as in emergency works resulting
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from damages caused by the lowering of atmospheric pressure (Delfina) and
‘Japhet’ cyclone and the construction and fitting of bridges.

The execution of these activities is better detailed in the sub-chapter related to
Infrastructure.

It is worth highlighting the development recorded in private sector construction as
a result of the economic growth And growing urbanisation in this country. In this
context, apart from normal urbanisation works, the construction of Infrastructure
(roads, electrification, water supply sources, and others) constitutes the pillars for
the development of this activity.

G. COMMERCE

The recorded results show growth of 5.3%. This dynamic results from the
behaviours shown by the agricultural, fishery, transformation and extractive
industry sectors. Globally, these activities recorded growth and, as a result, an
increase in the flux of marketable products.

H. RESTAURANTS AND HOTELS

The restaurants and hotels activity increased their performance in 2003. This
performance was positively influenced by the growing numbers of passengers,
as reported in the air travel results. In fact there was an increase in the income
from the tourism area and which was recorded in the balance of payments,
sustained by an increase in the number of night lodgings in hotels. In terms of
major events with great impact in the revenue of hotels and restaurants it is worth
mentioning the African Union Summit and the Local Elections. In Maputo City,
where the biggest hotel usage is recorded in the country, growth average in the
number of nights lodgings in hotels during the 4th quarter is bigger than the
annual average. The current pace of production growth is reflected in the
expectations for returns from investors. In fact during 2003, 81 new tourism
projects totalling 52 million American Dollars were approved.

.  TRANSPORT AND COMMUNICATIONS

This sector recorded a growth of 8.6%. Road traffic (passengers and goods)
contributed considerably to this result. This growth accompanies the economic
growth in general and the impositions of commerce and urbanization in
particular. The level of performance in passenger traffic was also positive in the
other sub-areas of transport. The performance in the air travel sector is also
worth noting. This performance is underlined by the opening of new entry points
into Mozambique, the implementation of the civil aviation policies, the
simplification of procedures, increase in the tourism activity and the increase
resulting from the African Union Summit and the Local Elections.
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The communication services had a stationary tendency (0,3%). A different pace
is expected in this sector with Vodacom entering the market.

TRANSPORTES E COMUNICAGOES — Taxas de Crescimento em| —_ . \ iy
Volume (%) Rail traffic recorded a positive

2001 2002 2003 performance, especially in
Railway 28.1 57 68.8] terms of cargo transport. The
Road 245 -24.3 11.1] Southern region had better
Pipeline 0.7 17.8 -131] performance. The central
Maritime 17.2 73.0 717l ‘region is still affected by the
2'”"_""”'“ S f;z 1‘2"2 2; crisis in Zimbabwe - the
envices refaing Wi Tanspo : ' 1 country where most of the rail
Communication services 2.4 28.8 0.3 s . .

activities in the region are

TOTAL 136 81 g6| directed to.

Globally this sector recorded growth in the different kinds of transport except for
the pipeline (-13.1%). The scenario is a result of the current economic situation in
Zimbabwe.

V.3. MONETARY AND FOREIGN EXCHANGE SECTORS

The monetary and exchange rate policies adopted in 2003 were underlined by
the objectives incorporated in the Government Economic Programme, namely
economic growth and internal and foreign stability of the national currency.

For the prosecution of these objectives the monetary policy was directed at the
decceleration of monetary expansion. As a result growth in money supply
decreased to 17,4% in this period, in a year which was particularly fertile in terms
of the improvement in net international reserves (around USD 172 million).

Main Monetary Indicators in 2003

2002 2003
Monetary Mass (Annual balance var - %) 20.2 17.4
Credit to Economy (Annual balance var. - %) 4.8 -1.1
Monetary Base (Annual balance var. - %) 17.4 22.0
Net International Reserves (mio USD) 625.0 797.0
Inflation (Annual var. - %) 9.1 13.8

The Bank of Mozambique continued to opt for a monetary policy based on
indirect control instruments, implemented by inter-bank market, monetary and
exchange operations.

In 2003 the intervention mechanisms in the Inter-Bank Monetary Market (MMI)
were improved, with the adoption of a position based on daily interventions, for
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the regularization of liquidity, in accordance with the specific conditions of the
bank system.

This position resulted in a substantial increase in sterilised resources in the form
of Treasury Bills (BT’s) and Monetary Authority Bonds (TAMs). In December
2003 bills outstanding were worth 5.365 billions of MTs, of which 1.963 billion
were Treasury Bills and 3.402 billion Monetary Authority Bonds, compared to
3.315 billions of MTs in December of 2002 (0.526 billion of BTs and 2.789 billion
TAMSs).

A 17,4% growth in the Monetary Base was supported by all components, with
Notes and Coins in circulation expanding 21,5% whilst Total Deposits increased
16.7%.

Resulting from exchange rate stability of the Metical against the US Dollar,
deposits denominated in local currency showed more dynamic growth (23%)
compared to those in foreign currency (increase of 10%). As a result the weight
of deposits in local currency in the Monetary Base moved from about 49% in
December 2002 to 52% in December 2003.

Interest Rates

The liquidity conditions in the market associated with the position taken by the
Bank of Mozambique (to reduce its intervention rates in MMI) allowed for the fall
in interest rates in the various products marketed in MMI and in the interest rates
applied by credit institutions to the public.

In fact, the Permanent Permission Facility Rate from the Bank of Mozambique
reduced to 18.5% in December 2003, after 22.75% in December 2002, whilst the
Permanent Absorption Facility rate was at 8.25% in December 2003, after
10.25% in December 2002.

The average rate of operations involving BTs e TAMs reduced to around 12%
towards the end of 2003, against an average of 18% in 2002, whilst the liquidity
exchange average between Credit Institutions reduced to around 10% towards
the end of December 2003 against 15% in the same period in 2002.

Note that the average interest rates on liabilities slowed by 5.7bp from December
2002 until December 2003 (they stayed at 11.62%), compared with the assets
operations that slowed in the same period by 9.04bp (they stayed at 28.5%).

Exchange Rates

The Metical remained stable against the US Dollar in 2003. It recorded an
accumulated depreciation of only 0,6%, after 2,3% in 2002.
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In relation with the South African Rand, the national currency followed the
general tendency observed in other international currency markets, accumulating
a depreciation of 36,3%. This behaviour incorporates not only the depreciation of
the Dollar against the Rand in the international market, but also the high degree
of dependence of the Mozambican economy on South African imports.

CURRENCY EXCHANGE MARKET - METICAL AGAINST AMERICAN DOLLAR

Jan Feb Mar Apr May Jun Jul Aug Sept Oct Nov Dec

AVERAGE RATES
MT/USD

1999 12366 12348 12415 12458 12496 12544 12656 12772 12864 12972 13097 13249
2000 13448 13983 14933 15764 16006 16007 16085 16150 16171 16242 16513 16987
2001 17323 17869 18492 19105 20081 21299 21797 21821 22065 22401 23077 23153
2002 23314 23412 23513 23603 23639 23650 23708 23815 23877 23931 23836 23687
2003 23801 23809 23817 23810 23816 23777 23668 23744 23735 23775 23802 23835
ACUMMULATED VARIATION (%)

2000 1,5% 55% 12,7% 19,0% 20,8% 20,8% 21,4% 219% 22,1% 22,6% 24,6% 282%
2001 2,0% 5,2% 8,9% 125% 182% 254% 283% 285% 299% 319% 359% 36,3%
2002 0,7% 1,1% 1,6% 1,9% 2,1% 2,1% 2,4% 2,9% 3,1% 3,4% 2,9% 2,3%
2003 0,5% 0,5% 0,5% 0,5% 0,5% 04% -0,1% 0,2% 0,2% 0,4% 0,5% 0,6%
HOMOLOGIC VARIATION (%)

2000 87% 132% 20,3% 265% 28,1% 27,6% 271% 264% 257% 252% 26,1% 28,2%
2001 288% 278% 23,8% 212% 255% 33,1% 355% 351% 36,4% 37,9% 398% 36,3%
2002 34,6% 31,0% 272% 235% 17,7% 11,0% 8,8% 9,1% 8,2% 6,8% 3,3% 2,3%
2003 2,1% 1,7% 1,3% 0,9% 0,7% 05% -02% -083% -06% -07% -0,1% 0,6%

Credit to the Economy

The banking system continued to record profound changes in 2003 in its credit
bill, through the sanitation operations involving the major banks operating in the
market or via credit recovery. As a result, the balance of Credit to Economy
shows a reduction of 159.2 billions of MTs (-1.1%) at the end of 2003.

However, if clearing the effect of clearing the credit bill that took place in this
period, the results show that flw of conceded credit to the economy grew, in
annual terms, by around 14.5%.

The disaggregation of Credit to the Economy shows that 44.3% is credit in local
currency whilst the remaining 55,7% is in foreign currency.

The breakdown of Credit to the Economy provides an indication of its sectoral
composition. In this period the sectors with most outstanding credits were: Trade
(15.0%), Transformation Industry (14.2%), Agriculture (11.7%) and Other Sectors
of the Economy (including credit to individuals at 37.2%).

Supervision and Regulation
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The development of financial markets is crucial to the creation of an environment,
which is attractive to investments in Mozambique, stimulating accelerated
economic growth and poverty reduction. In this context, PARPA identifies as
main objectives the promotion of financial services expansion and the
strengthening of bank supervision.

In 2003, the prudential management indicators show substantial improvements,
and the ratio of bad debts decreased to 17%, after 21% in 2002. The ratio of
solvability was well above the regulated 8%.

During 2003 the Bank of Mozambique continued to adopt mechanisms for the
strengthening of bank supervision and to conduct the necessary reviews in the
legislation on financial regulations. These actions include: actions on financial
expert inspection at BIM, the design of a reinforcement project on the institutional
capacity of Banco of Mozambique, including technical assistance and covering
the areas of bank supervision, payment systems and monetary policy
management and the development and introduction within Bank of Mozambique
of the BSA IT application for Bank supervision.

In the context of legislation and regulation review, Bank of Mozambique
submitted to the competent organs for approval of the ‘Credit Institutions and
Financial Companies Law’ (which accommodates the micro finance activity).
Similarly, the Regulation of the ‘Services of Credit Registration Centre’ was
reviewed as well as the legislation on Bankruptcy and Liquidation of Credit
Institutions and Financial Corporations.

On the other hand, the implementation of plans for the recovery of bad debt
associated with the privatisation of Banco Austral and the adoption of the
Business Plan for BIM continued in 2003.

V.4.INFLATION

The accumulated inflation, from January to December 2003 was 13,8%, against
9,1% in the same period of 2002.

The analysis of inflation by products shows that food, beverages and tobacco
group contributed 9,51% (to the overall rate), followed by the comfort and
housing group with 2,71%. These two groups account for virtually the totality of
changes in the index during 2003.
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PRICE INDEX - MAPUTO - BASE DEC 1998 = 100

JAN FEB MAR APR MAY  JUN JUL AUG SEP OCT NOV DEC
INDEX:
1998 102.4 104.1 103.2 1022 1017 100.4 99.1 98.8 98.0 97.7 98.9 100.0
1999 102.7 105.0 103.9 1047 1041 103.8 1034 1027 1024 1012 1009 106.2
2000 105.8 113.9 116.5 1184 1193 1178 1186 1172 1180 1182 116.8 1184
2001 117.2 116.9 17.7 1190 1218 1244 1274 1296 130.9 1359 1404 1443
2002 1441 146.0 145.0 1454 1456 1471 1486 1494 1496 1502 153.0 157.5
2003 157.1 160.7 164.9 166.9 169.7 1683 1683 1694 170.6 1723 173.8 179.2
MONTH ON MONTH VARIATION (%):
1998 1.4 1.6 -0.9 -0.9 -0.5 -1.3 -1.3 -03 09 -0.3 1.2 1.2
1999 2.7 23 -1.1 0.8 -0.5 -0.3 -0.4 0.7  -03 -1.2 -0.3 5.2
2000 -0.3 7.6 23 1.6 0.8 -1.2 0.7 -1.2 0.7 0.2 -1.2 1.4
2001 -1.0 -0.2 0.7 1.1 24 21 24 1.7 1.0 3.8 3.3 2.8
2002 -0.2 1.3 -0.7 0.3 0.1 1.1 1.0 0.6 0.1 0.4 1.9 29
2003 -0.3 23 26 1.2 1.6 -0.8 0.0 0.6 0.7 1.0 0.9 3.1
GROWTH RATE HOMOLOGIC (%):
1998 4.2 3.6 29 29 3.7 24 1.2 0.1 -0.3 -1.2 -0.8 -1.0
1999 0.3 0.9 0.7 24 24 35 43 3.9 4.5 3.6 21 6.2
2000 31 8.4 12.1 13.1 14.5 13.4 14.7 141 152 16.8 157 114
2001 10.7 2.6 1.0 0.5 21 5.6 7.4 10.6  10.9 15.0 202 219
2002 22.9 24.9 23.2 222 19.5 18.3 16.6 15.2 143 10.5 8.9 9.1
2003 9.0 101 13.7 14.8 16.5 14.4 13.2 13.3  14.0 147 136 13.8
ACCUMULATED GROWTH RATE FOR THE YEAR (%):
1998 1.4 3.1 22 1.3 0.7 -0.6 -1.8 -2.1 -0.3 -3.3 -2.1 -1.0
1999 2.7 5.0 3.9 4.7 4.1 3.8 3.4 27 24 1.2 0.9 6.2
2000 -0.3 7.2 9.7 11.4 12.3 10.9 1.7 104 111 11.3 99 114
2001 -1.0 -1.2 -0.6 0.5 2.9 5.1 7.7 95 10.6 148 186 219
2002 -0.2 1.2 0.5 0.7 0.9 1.9 3.0 3.5 3.6 4.0 6.0 9.1
2003 -0.3 2.0 4.7 6.0 7.7 6.9 6.9 7.5 8.3 94 104 13.8

Source: Instituto Nacional de Estatistica

By products the following contributed positively: Peanuts, rice, wood