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Conclusions

1. Context

The political context in the Republic of Mozambique during the evaluation period was generally
stable, and there are no circumstances of such a nature to mention as affecting the normal
development of co-operation between this country and the European Union. The latest elections
(presidential and legislative) took place in 1999, out of which an executive power emerged —
President of the Republic and Government — supported by a parliament majority. Mozambique has
consolidated peace and democracy, and in this context the EC welcomed the Government’s
commitment to hold elections at the municipal level on 19 November and at the national level in
2004. Although much has been achieved in the field of good governance, the Government
acknowledged that much also remains to be done in particular in justice delivery and fight against
corruption. In that respect, a policy dialogue has been articulated, based on the support provided
by the European Commission to the electoral process, as well as support to the justice sector, one
of the pillars for good governance. In June 2003, Mozambique will take up the Presidency of the
African Union. Mozambique is also expected to host the Summit of ACP Heads of State and
Government in 2004.

2. Progress Achieved in Poverty Reduction

In April 2001 the Government of Mozambique approved the final strategy document for absolute
poverty reduction, the PARPA 2001-2005. The central objective of PARPA is to substantially
reduce poverty levels from 70% in 1997 to less than 60% in 2005 and less than 50% by the end of
2010. The strategy includes policies directed to establishing an enabling environment for
investment and productivity, and to achieving an average annual economic growth of 8% of GDP,
together with a low inflation rate. The strategy includes policies and programmes in six priority
areas for poverty reduction: 1) education; ii) health; iii) agriculture and rural development; iv) base
infrastructure; v) good governance; vi) macroeconomic and financial management.

The Government committed itself to increase public expenditure in these priority areas, and in
particular in the social sectors, agriculture and rural development, and infrastructure. At the same
time, the strategy covers other basic dimensions of poverty, namely HIV/AIDS, gender,
vulnerability and environment.

The economic situation in 2001 was characterised by a real, noticeable growth of 13.9% of GDP,
while inflation continues to grow at a two-digit rate, reaching 21.9% by the end of the year,
together with a strong depreciation of 36.0% in the exchange rate of the Metical against the Dollar.
In 2002, and according to the available data, economic growth reached 8%, while the inflation rate
decreased to 9.1% and the Metical was stable against the Dollar. These numbers concur with the
macroeconomic framework foreseen in PARPA and PRGF.

The gender equity situation in the Health and Education sectors remains an area of concern. Net
enrolment of girls in Primary Education is still much lower than that for boys. A further
exacerbating aspect is that out of the population living under the threshold of absolute poverty
23% are people in single parent households headed by women. The illiteracy rate, already high in
Mozambique, is much worse amongst women. Life expectancy remains higher for men than for
women.



During the last few years there have been substantial advances in liberalising and opening the
economy, which has evolved from a model of planned economy to another one supported by
market mechanisms and private property. The Mozambican private sector is strongly polarised,
with a dynamic sub-sector of high profits and intensive in capital and a traditional sub-sector, such
as agriculture, fisheries, small-scale manufacturing and local transport, whose performance has
been deteriorating. Economic growth is the result of high levels of foreign investment in the
former sub-sector, typically including large-scale mega-projects.

Economic growth induced by foreign investment disguises, in a way, the relative lack of
complexity of the national private sector, characterised by extremely high unit and transaction
costs determined by poor competition, among others, privileging the internal market with low
volume of sales, under-capitalisation and lack of financial access, insufficient infrastructure, lack
of expert labour and management capacity, and little effective public administration'. Furthermore,
the setting for technical training in Mozambique is extremely underdeveloped. As a result, internal
market prices are higher than in the other regional markets and national businessmen ask for
protection arguing that foreign companies are in a better position to compete.

3. Trade and Finance

Implementation of the SADC Trade Protocol has been delayed as negotiations are still ongoing
regarding tariffs, product offers and rules of origin.

Notwithstanding delays in the Protocol implementation, the Mozambican economy is evermore
integrated into the regional context, and South Africa is its main commercial partner. Commercial
relations with South Africa are, however, characterised by serious imbalances, where Mozambique
imports from South Africa® accounted for 46% of all Mozambican imports in 2002 and
Mozambican exports to South Africa are almost none. This trend could somehow be opposed
when the Pande (Inhambane) gas pipeline starts to operate within the next few months and
progress is achieved in exporting power to this neighbouring country from Cahora Bassa dam, as
well as from others that may be developed.

As for virtually all African ACP countries, the EU is the main trade partner of Mozambique: in
2002, trade with the EU accounted for 64% of all Mozambican exports and 12% of all imports:

- Exports from Mozambique to the EU continued to increase in 2002, from 111.8 million
Euros in 1999 to a record-breaking 583 million Euros last year. The Mozambican exports
to the European Union are barely diversified: 5 products are enough to account for 96% of
all exports. Since 2001, the aluminium production is changing the structure of Mozambican
exports: traditionally, exports have been dominated by seafood and non-staple agricultural
products. These sectors had poor performance during the last few years due to low
productivity and the bad international market. Aluminium is now the country’s major
single-category export (79.3 % of exports to the EU in 2002). This trend will prevail in
coming years as the second phase of the aluminium smelter Mozal starts to operate in
2003.

- Imports from the EU of more sophisticated and much more diversified manufactured items,
increased in 2002, reaching a record-breaking 312 million Euros. Consequently, the
commercial surplus of Mozambique with the EU decreased to 271 million Euros, from a
maximum of 324 million Euros in 2001.

As regards the regional framework within which the Economic Partnership Agreements should be
negotiated, Mozambique has the intention to negotiate through SADC. Regarding the assessment

' A complete self-diagnosis of problems in the Mozambican private sector may be found in the proceedings of the

2001 and 2003 Private Sector Conferences, and in the 1998 and 2003 studies on Appraisal of Industrial
Performance and Environment. These documents were compiled and published by the main private sector local
(CTA)

All trade data come from regular Eurostat and DG Trade statistics.



of the potential impact of the EPA on the Mozambican economy, a request has sent by the
Government to launch an impact study of the EPA at national level that the Commission
welcomes.

For the period under analysis it should be highlighted the adoption of a set of standardisation and
disciplinary measures, among which the entry into force of the Code of Fiscal Benefits, creation of
the new Special Tax Offices, strengthening of inspections and tax audits, consolidation of VAT,
and implementation of Law 9/2002 — Law on State Financial Administration — approved by the
Parliament, which establishes additional requirements of transparency in budgetary acts and
strengthens the principle of budget allocation by programmes in priority sectors.

Concerning financial indicators, expenditure in the priority sectors as a percentage of the total
expenditure, excluding debt interest, showed a growth trend, in accordance with PARPA criteria.
The reviewed state budget for 2002 expected that the above ratio would be higher than the goal
foreseen in PARPA (66.1%). Taking into account the limitations in revenue, the availability of
more resources to the priority sectors would negatively affect performance in other sectors that,
albeit not being priority sectors, are important to the country development. In this context,
increasing efficiency becomes the utmost priority in public expenditure management.

There is the ever-persisting need to make efforts for improving territorial distribution of
expenditure, since provincial participation is still small when the government goals of progressing
in administrative decentralisation and deconcentration are to be considered. This effort is
particularly important when considering the aim to overcome substantial imbalances in the poverty
indexes, namely between rural and urban areas.

In general, physical and financial indicators display a trend of positive performance. The same
trend is observed for social indicators and specifically in education and health sectors, based on
MDG and PARPA, but coverage is still not comprehensive enough for all segments of population
and regions in the country.

Furthermore, the human resources situation in the health sector is directly affected by HIV-AIDS
as well and there is considerable lead time in the recruitment and training of staff.

An updated list of indicators including MDG and PARPA as well as the Performance Assessment
Framework (short list) are to be found in annex.

4. Good Governance

The government is willing to strengthen performance in the area of Legality and Justice, which led
to the inclusion of this area among the priorities for support by the European Union, under the
scope of NIP of the 9" EDF. It may be observed that as far as implementation is concerned, the
sectors are at a stage where they assign priority to access to public services to the detriment of
quality, hence the conclusion that it is imperative to strengthen the aspects of efficiency and
effectiveness of public services delivery.

It has been concluded that in the 2003 JAR and in particular in the 2004 Mid Term Review, the
following points should be more developed:

e distinction between resources allocated and budget execution in the main social areas,
specifying the source of financing, i.e. the part that comes from the Government’s own
resources and the part coming from donors (in and off budget),

e cvolution of fiscal deficits and the weigh of tariff revenues and other taxes in the total
income of the Government,

e GDP growth,
e cmployment situation,

e financial sector situation,



e productive sectors and the main sources of growth with a brief indication of what are the
sector that grow the most (agriculture, industry, services) to provide additional guidance
on economic policy,

e identification of areas/sectors where Mozambique has a competitive advantage and where
financial institutions could help promoting investment.

e trade relations between Mozambique and the EU,
e macroeconomic impact of HIV-AIDS.
5. Main Co-operation Results and Activities

i) Financial Execution

There are currently 4 National Indicative Programmes of the 6™, 7" 8™ and 9™ EDFs
underway. NIP of the 6™ EDF was signed in 1986 and has a financial portfolio of €160 million.
Currently there is only one major project ongoing: “Rural Telecommunications”. NIP of the 7™
EDF was signed in 1991 and has a financial portfolio of €174.6 million. There are still a number
of important projects ongoing in the areas of health, infrastructure, water and sanitation. NIP of
the 8™ EDF was signed in 1997 and has a financial portfolio of €214.5 million. Its execution has
not yet reached a maturity phase and there are substantial amounts of funds still to allocate and
pay. As a result, there is an important diversity of projects ongoing in the areas of health,
education, infrastructure, rural development, private sector, water and sanitation. NIP of the gth
EDF was signed in February 2002 and has a financial portfolio (A) of €274 million. The focal
areas of the EC support under the 9™ EDF are: Macroeconomic support, Transport Infrastructure,
Food security and Agriculture. Other important areas of intervention include Health and HIV/Aids,
Good Governance and Non-State Actors.

The financial execution by late December 2002 of the National Indicative Programmes (PINs) and
the Structural Adjustment Facility (SAF) is shown in the table below:

Table 8: Financial Execution of NIP and SAF
(31-12-2002)

EDF NIP SAF Total Decisions Contracts Payments
€M LY | €M €M % LY | % €M %
Total Total Total
160.0 160.0 158.9 99.3 147.9 92.5 146.5 91.6
170.6 30.0 200.6 199.3 99.3 186.3 92.8 177.5 88.5
214.5 132.0 346.5 3253 93.9 205.6 59.3 172.5 49.8
9% 274.0 274.0 150.0 54.7 150.0 54.7 30.0 10.9
Total 819.1 162.0 981.1 833.5 84.9 689.8 70.3 526.5 53.7

* Envelope A. SAF funds are integrated in Envelope A of the 9™ EDF.

In what concerns the global aid amount from the European Union within the scope of PINs and SAF, the 4
EDFs added to an amount of €981.1 million. Of this amount, €833.5 million, i.e. 84.9% of the total
portfolio, was subject to financing decisions. The global amount of contracts is €689.8 million, i.e. 70.3%
of the global portfolio and 82.7% of the financing decisions. The global amount of payments adds to
€526.5 million, i.e. 53.7% of the global financial portfolio.

ii) Performance

Macroeconomic support. In relation to the implementation of PARPA, Government actions
have been guided towards making PARPA the reference document for co-ordination and
implementation of policies for poverty reduction, including the allocation of public financial
resources to priority areas. Upon favourable opinion of EDF Committee, in October 2002 the
Financing Agreement of Programme for Poverty Reduction Budget Support (PRBS II), worth
€168 million within the scope of 9" EDF, was signed in early December 2002 and the first
disbursement of €30 million was made in late December 2002.




Transport Infrastructure. The Government road policy is materialised in the Integrated
Strategy for the Road Sector, which is a 10-year programme of investments completed in
January 2001, that is at the basis of the road rehabilitation and maintenance programme Roads III.

The creation of separate Boards for ANE and the Road Fund were objectives accepted recently by
the Government and members have been nominated. The creation of the National Road Agency
proved to be a decision towards the right direction because of the separation of policy making
from implementation procedures and thereby streamlining operations. Nevertheless, the
management problems within the Road Fund need to be addressed as well as the lack of capacity
to generate funds in order to cater for the required maintenance works hence increasing the serious
situation of backlog. Furthermore, the road maintenance projects improved road quality and
conditions, as well as transport services in the sense of reducing vehicle operation costs and travel
time, improving safety and providing easier access to markets.

Interventions funded by the EC in the road sector continued in 2001 by launching the
following maintenance works: road Save River-Muxungué (rehabilitation works completed in
November 2002 and the road was officially inaugurated by the President of the Republic; however,
heavy rainfall in March 2003 in Inhambane and Sofala provinces damaged this stretch of road, and
consequently an amount of €1 million was requested to the EC for repair works); Nampula-
Nacala; beginning of the feasibility study for the Namacurra-Ligonha River road and for the
component of Rural Roads in the 9™ EDF; closing of accounts for the Emergency Opening of
Roads in Sofala and Zambézia projects and for the rehabilitation of the Beira-Inchope road. In the
railway subsector, activities related to studies and preparation of projects concerning the Nacala
Transport Corridor and the Limpopo Railway were finally launched.

The government following the recent developments in the concession of the Nacala Railway
Corridor indicated that other means of financing have been guaranteed for the rehabilitation of the
missing 77 kms to the Malawian border. On basis of this new scenario with the completion of the
Nacala Railway Corridor forthcoming within short, the government's priority is to shift the funds
already earmarked for the Nacala Railway rehabilitation for the construction of a bridge over the
Zambezi river at Caia. Both Sweden and Italy are already willing to committ funds for the
Zambezi Bridge with a total of about 45 M€ out of 75 M€ estimated total cost. Sweden, within its
indicated envelope is funding at present the pre-design study to start by end of 2003. A
forthcoming commitment by the EC to complete the financial envelope with approx. 25 M€ would
make the construction of this bridge possible through a common European funding.

Food Security and Agriculture. PROAGRI achieved significant progress with the signature, in
May 2001, of the Memorandum of Understanding (MoU) on the common funding mechanism. In
2001, the agriculture sector had an overall growth of 12%, despite significant variations at the
regional level. All components in the previous Food Security financial proposal are under
implementation. Most of the Food Security Multiannual Programme, worth €44 million and
approved in October 2000, is under implementation. All its components are integrated into the
State Budget and are fully managed by the Government. It should be noted that the two
Memoranda of Understanding covering all four components of the programme were prepared,
negotiated and signed in 2001, in what constituted a major effort. In 2002, disbursements within
the Food Security Programme exceeded €18 million.

In July 2003, the Commission approved a new programme covering 2003-2005, with a financing
decision of 18ME for the first year. This programme builds and slightly expands the previous one,
which is coming to an end. First disbursements are expected early 2004.

The preparation of the STABEX Framework of Mutual Obligations (FMO) is advancing well and
is expected to be signed early 2004. MADER and NAO have prepared a draft proposal which has
been sent to HQ for further comments and final layout An agreement has been reached with
MADER over the utilisation of 4.3 M€ (see annex ) to finance an agricultural research programme
focused on cotton, cashew and cassava.. This intervention is complementary to other activities in
the area of cotton, cashew and cassava financed by the EC food security programme.



In February 2002 the Financing Convention for the new Health Sector Support programme (8
ACP MOZ 33), worth €30 million, was signed. The programme marks an important transition
from the project approach of previous health programmes to a SWAP, and includes financing the
following common funds (CF): pharmaceutical CF, General / PESS CF, CNCS / HIV/AIDS CF,
and provincial support CF. The project with the Ministry of Health supporting HIV/AIDS
programme relating to institutional management capacity at national level, training, drugs supply,
supervision and epidemic surveillance has been completed in March 2002.

As regards to Good Governance, the Government approved in February 2002 the Integrated
Strategic Plan for the Justice sector for the period between 2002-2006. A feasibility study has been
carried out by the end of 2002 to assess the EC support in this area. Furthermore within the budget
chapter “European Initiative for Democracy and Human Rights (EIDHR)”, Mozambique is a focus
country. Following a programming identification mission, the following areas of intervention have
been chosen: support to strengthening the capacity of civil society in human rights and democracy
actions; human rights and voter education and freedom of expression and independent media.

Concerning the Education sector Mozambique participates in the Education for All Fast Track
Initiative and its FTI proposal has been endorsed (in March in the Paris Donors’ meeting).
Following that, a sizeable portion of funds of the Rural Development Programme financed under
the 8th EDF has been earmarked for the Education sector, including the FTI (€17,35 million).

The European Investment Bank (EIB) has a strong commitment towards Mozambique. Over the
last 6 years financial commitments in Mozambique represented almost 10% of EIB global
expenditure in ACP countries, ranking by far ahead of all other. Finance contracts signed both
with private and public entities amounted to some EUR 73 m on risk capital resources (8" EDF)
and to EUR 124 m from the Banks own resources, and were directed to a variety of productive
sectors, helping the country to sustain economic development in the medium and long-term.
Sectors targeted by EIB investments range from agro-industry — sugar cane, which generates large
employment — to large capital-intensive industrial and energy ventures such as the Mozal
aluminium smelter or the natural gas development in Pande and Temane, which generate foreign
currency. Infrastructure, such as the development of the mobile phone network or the electricity
supply to Maputo (and Mozal), was part of EIB’s main business stream. With the aim of
supporting local SME’s, the EIB provided lines of credit to the local banking sector (on
concessionary terms to Mozambique, for on-lending on market related terms), as well as
participated in a venture capital fund (FICREM) to help capitalisation of local entrepreneurship.
The debt servicing of the loans provided by the Bank has been regular, although with some
difficulties in the traditional agro-industrial sectors, such as cashew, cotton and citrus.

Under the 9" EDF, the EIB will manage the Investment Facility (IF), a large financial instrument
of EUR 2.2 billions aiming primarily at supporting investments of the private and the
commercially-run productive public sectors in the ACP countries. This Facility will be
complemented with up to a further EUR 1.7 bn from the Bank’s own resources. Should
Mozambique continue to attract the flow of investments registered over the last few years, the EIB
will provide the required funding to encourage the implementation of good projects in the country,
provided that sound sector policies are implemented and maintained.

6. Measures to speed up implementation of EDF and Indicators

The ON/EC joint work programme for 2003-2005 presented in section 5 was prepared as to
recover from the delays in programming the 9" EDF, to speed up implementation of the 8" EDF
and to re-programme the RAL of projects about to be closed. Such programming should create the
conditions for a successful mid-term review of the Strategy Document and the 9™ EDF NIP. The
programme agreed upon is quite ambitious and should require close co-ordination between GON
(NAO), line Ministries involved and, on the EC side, between the Delegation and the relevant
central services and among these. Considering the elements stressed in sections 4 and 5 of this
report, the work programme should be laid upon the following priorities:



e To undertake the 2003-2004 financing decisions programming of the 9" EDF and the
remainder of the 8" EDF. The objective is to programme €148.7 million in 2003 and €14.0
million in 2004.

e To speed up administrative procedures for hiring and for reviewing project formulation, if
necessary, aiming at decreasing RAC. The objective is take up contractual commitments of
€82 million in 2003, €145.7 million in 2004, and €34.5 millions in 2005.

e To establish a constructive dialogue with the sectors benefiting from the EC assistance with the
purpose of speeding up payments and decreasing the corresponding RAP. The objective is
to make payments of €111.4 million in 2003, €142.2 million in 2004, and €152 million in
2005 (see table 10).

The review of indicators is ongoing under the context of the PARPA Monitoring and Assessment
Mechanism. On the other hand, within the framework of PRBS II, the EC agreed with the
Government and the Group of Donors for Macroeconomic Support to jointly define a provisional
system of performance indicators, including the sectors of health, education, and public finance
management. In May 2003, within the annual review of the Joint Programme for Macroeconomic
Support, it was decided between donors and the Government to define a joint PARPA monitoring
and evaluation mechanism based on few selected result indicators. The process will be
co-ordinated by the Government and should count on the active participation of the Group of
Donors for Macroeconomic Support (G14) and the World Bank, the latter within the scope of
PRSC. The definition of indicator matrices is an evolving process where the EC has played a
major role. This matrix should constitute an appropriate basis for the MTR 2004. However, as it is
an evolving exercise, the most recent version of this matrix will be applicable at that time.

7. Prospects for the Future
The work programme is based on the following elements:

- To speed up financing decisions concerning the 9™ EDF and the resources available from
previous EDFs

- To speed up implementation of ongoing programmes
- To close completed programmes and reprogram unallocated resources.
The table below shows programming up to 2005.

Programming of EDF funds 2002 2003 2004 2005 Total
Financing Decisions 168.0 129,8 14.0 0 311.80
Contracts 82.0 145.7 34.5

Payments 47.5 111.4 142.2 152.5 453.6

e  PM. The food security line should programme €48 million in 2003

Following the discussions and the outcome of the present joint annual review, the 9" EDF
programming has been up-dated showing three scenarios: the first concerns a project pipeline on
the basis of a 2004 Mid-term decision to transfer envelope B (93%) to envelope A, the second and
the third are based on the hypothesis that additional funds are allocated to Mozambique over and
above the A and B envelopes, following respectively a low an a high case scenario. A table
summarizing these approaches is annexed to the present document.

In 2001, the objectives in terms of programming were achieved, with the approval of the
8™ EDF health programme, worth €30 million. In 2002 results fell much short of the objectives.
According to the Strategy Document and the 9" EDF NIP, the plan was to programme €274
million distributed by the 8" EDF (€34 million), the 9™ EDF (€195 million), and the food security
budget line (€45 million). The final result was €168 million, i.e. 61.3% of foreseen programming,
related to the approval of PRSB 11 programme of €168 million, whose funds are distributed by the
8™ EDF (€18 million) and the 9™ EDF (€150 million). The discrepancy in relation to initial
previsions was due to the 9™ EDF focal sectors, infrastructure and food security, and to two actions
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foreseen within the scope of the 8" EDF in the sectors of water and fisheries, whose programming
did not take place as expected. The delay should be fully regained in 2003-2004, and the
expected programming for 2003 is €148.7 million from EDF funds and €48 million from the food
security budget line, and for 2004 €14.0 million from EDF funds. By the end of 2004, EDF funds
available should be fully programmed.

The dialogue between the EC and the GON has seen substantial progress as from the last 2002
semester, thus reverting the situation preceding the events marking the final phase of the
institutional support project that were at the base of a suspension of such support to carry out an
audit, a fact that greatly restrained functioning of this institution critically important to
co-operation management between the Republic of Mozambique and the European Union. As a
consequence of this dialogue, and also meeting EC objectives — to normalise operation conditions
in GON — the Commission services decided to resume support to GON and during the last quarter
of the year the necessary measures were taken to re-establish funding as from January 2003.
Meanwhile, it was agreed to audit the GON support project by the end of 2002, which produced a
final Report that was submitted in May 2003, now under appraisal by GON. Overall, the
consultancy considered the funds used under the project were in accordance with the project’s
Financing Convention, with the exception of a number of points still under discussion between the
parties. Likewise, a consultant was contracted to make an evaluation of the GON institutional
support project, aiming at establishing the bases for a new support package to begin in January
2004 and proposing the bases for a dialogue over a new collaboration strategy that considers the
new set of policies and procedures within the scope of Cotonou Agreement. Within the global
dialogue framework some essential objectives were achieved, namely the adoption of the Strategy
Document and the signature of the 9" EDF NIP in February of the year this Report concerns.

The involvement of Non-State Actors within the implementation framework of the Country
Support Strategy and NIP has not seen progress, as dialogue is still on between ACP States and the
Commission over the eligibility of Non-State Actor and the importance of considering specificity
of each ACP State. This issue has been the object of discussions between the Delegation and GON
aiming at the definition of a strategy to follow for the implementation of this support to NSAs. The
objective is to reach a consensus on the strategy as soon as possible in order to be able to design
and launch a programme in support to NSA in early 2004.

11



Abbreviations

ACP: Africa, Caribbean and Pacific Countries

ANE: National Roads Agency

AU: African Union

CF-G: Health Sector Common General Fund

CFM: Caminhos de Ferro de Mogambique (Mozambique railway company)
CNCS: National AIDS Council

Cotonou Agreement: ACP-EU Partnership Agreement signed in Cotonou on 23™ June 2000
DNA: National Directorate of Water

DPG: Development Partnership Group

EC: European Commission

EDF: European Development Fund

EGFE: General Statutes for Civil Servants

EIB: European Investment Bank

EP1: Primary school level 1

EP2: Primary school level 2

EU: European Union

GATV: Counselling and Voluntary Testing Agencies
GDP: Gross Domestic Product

GON: National Authorising Officer / Office

GSA: General State Account

HDI: Human Development Index

INAM: National Meteorology Institute

MADER: Ministry of Agriculture and Rural Development
MIC: Ministry of Industry and Commerce

MINED: Ministry of Education

MISAU: Ministry of Health

MOPH: Ministry of Public Works and Housing

MPF: Ministry of Planning and Finance

NIP: National Indicative Programme

NSA: Non-State Actors

PAAO: Annual Action and Budgeting Plan

PARPA: Action Plan for Absolute Poverty Reduction
PES: Social and Economic Plan

PESS: Health Sector Strategic Plan

PO: Poverty Observatory

PRBS: Poverty Reduction Budget Support

PRGF: Poverty Reduction Growth Facility

PRSP: Poverty Reduction Strategy Paper

RAC: remainder to contract

RAL: remainder to liquidate

RAP: remainder to pay

SAF: Structural Adjustment Facility

SB: State Budget

SETSAN: Food and Nutritional Security Technical Secretariat
SWAP: Sector Wide Approach

TA: Technical Assistance

VAT: Value Added Tax

WTO: World Trade Organisation



1. DEVELOPMENT AGENDA OF THE MOZAMBICAN GOVERNMENT (Current
Status’)

In April 2001 the Government of Mozambique approved the final strategy document for poverty reduction,
PARPA 2001-2005. The core objective of PARPA is to substantially reduce absolute poverty levels from
70% of the total population, in 1997, to less than 60% in 2005 and less than 50% by the end of 2010. The
strategy includes policies targeted to the establishment of an enabling environment to investment and
productivity, and to the achievement of a comprehensive average annual growth rate of GDP of 8%,
combined with low inflation. The strategy includes policies and programmes in six priority areas for
poverty reduction: i) education; ii) health; iii) agriculture and rural development; iv) basic infrastructure; v)
good governance; vi) macroeconomy and financial management. The Government is committed to
increasing public expenditure, particularly on social sectors, agriculture and rural development, and basic
infrastructure. At the same time, the strategy covers other basic dimensions of poverty, namely gender,
vulnerability and environment.

PARPA was designed as an instrument integrated into the public planning system, subordinated to
the Government’s 5-year programme. In this context, its implementation is undertaken through the
medium-term planning of the Medium-Term Fiscal Framework, and the annual instruments, which
are the Social and Economic Plan (PES — Plano Social e Economico) and the State Budget (SB).
Subsequently to the adoption of PARPA 2001-2005, the deepening, clarification and
decision-making on the final monitoring and evaluation scheme became a government priority.
Thus, the fundamental principles consubstantiating the aforementioned document were debated
and deepened, leading to the final adoption, in December 2001, of the specific monitoring and
evaluation document. The issue of PARPA monitoring and evaluation was solved in a manner
consistent with the integration of PARPA into the public planning system in use. Thus, monitoring
is carried out essentially based on the information system provided by PES status reports and SB
Execution Reports. On the other hand, the impact monitoring system is defined and includes
reports on quantitative and qualitative assessments, the preparation of which is open to academic
institutions and the concurrence of stakeholders other than the public sector.

Involvement of national and international partners in the action is an aspect that has been included
in the planning system in use. For this purpose, the Government intends to establish a Poverty
Observatory (PO). By definition, the PO is a consultative forum whose key function is to follow
up on the objectives, goals and actions under the scope of PARPA. Though co-ordinated by the
Government, PO was given the task of establishing solid bases for a co-ordinated action of all
stakeholders in the fight against poverty and to the benefit of sustainable development in
Mozambique through the monitoring and evaluation system, the instruments for short- and
medium-term planning, among others, recommending measures for a consistent enhancement of
public policies.

PARPA monitoring strategy was definitely introduced as a routine since its implementation, in
year 2002. In regard to the Result and Process Monitoring, the filling in of PARPA monitoring
matrices concerning the performance of sectors during 2001 and the first semester of 2002 was
undertaken for the first time, and they followed the PES balances (this information is at the basis
of this report). Within the scope of Impact Monitoring, an analysis of the QUIBB 2000-2001
survey (the last one made) results is underway, consisting on data modelling and confirmation of
preliminary results. As for Budget Monitoring, Public Expenditure Assessments in the Sectors of
Education, Health, and Agriculture and Rural Development are ongoing.

Work within the scope of the Result and Process Monitoring faced some constraints, mostly
related to the quantity and quality of information supplied by the sectors on the degree of
achievement of priority actions, which, in many instances, was below the levels required and, in
others, there was a full lack of information. In other cases, the information received denotes lack of
or insufficient understanding over the real dimension of existing problems and the most adequate

? This section was prepared based on the report from the Ministry of Planning and Finance “Implementacdo do
PARPA — Relatorio de Avaliagdo 20017, February 2003.
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therapies. This applies to instances of programmed actions that were not executed, when it is only
pointed out that the execution of this or that action was hampered or not undertaken due to
insufficiency of means or lack of human resources, without clearly and objectively sizing and
qualifying the real needs in terms of inputs. The same is applicable to the “success cases”, since
reports are not followed by a qualitative evaluation of results and effects produced by implemented
actions.

To solve this problem, work has been undertaken in trying to sensitise stakeholders to the need of
systematising the process of collecting and delivering information on the PARPA priority actions.
Specifically, a proposal was made to the sectors for the inclusion of indicators into the sectoral
monitoring systems, and a demand was made for the regular presentation of complete matrices
annexed to the sectoral PESs.

The analysis of the implementation degree of PARPA shows the need make a substantial effort in
the areas mentioned below:

e Enhancing the Planning and Budgeting System

To strengthen the critical function of annual planning, namely through PES and SB, which should
generate the feasible matrix of goals and actions referred to selected objectives, programmes and
strategies included in the medium-term planning instruments, in particular PARPA and the
Medium-Term Fiscal Framework (Translation Note: fragment in the original).

Changes in planning should be targeted to improving the selection of activities through an effort of
prioritisation and establishment of closer linkages between actions and expected results. In this
sense, it is imperative to improve planning instruments by prioritising indicators that can more
accurately reflect sectors’ performance, as well as indicators that allow an articulation between
sector efforts and changes in the well-being of populations.

Sectoral planning should contribute to greater clarification of programmes and projects, in
harmony with the overall objectives and goals. More effort should also be put into the detailed
costing while budgeting projects and programmes. Another crucial aspect is the deconcentration
and decentralisation of Government actions, in particular those of the public planning system.
Within the scope of the State’s administrative and financial decentralisation process, a process is
now underway to strengthen and expand local participatory planning.

e Improving Monitoring and Evaluation

In regard to monitoring there are weaknesses to overcome, since information made available by
the sectors on the degree of achievement of goals and activities in the crucial areas of PARPA does
not always reflect the real situation. It is also necessary to make the Observatory of Poverty
operational and to clearly define the Monitoring and Evaluation Cycle of PARPA in agreement
with the annual implementation instruments (PES and SB).

This recommendation is also applicable to cases where sectors objectively inform on the degree of
execution of actions and goals but don’t mention factors of execution or non-execution and don’t
make a qualitative assessment of results and effects of implemented actions.

To ensure the implementation of PARPA monitoring it would be useful to promote a more
effective ownership of the process among the sectors, starting by an intra-sectoral performance
assessment as an imperative factor for data and information collection, processing and analysis
within the sector, prior to sending it to MPF. This issue is of particular relevance when the formal
channels for supplying data and information by the sectors and other agents do not show
satisfactory results, making necessary to complement information received with visits to the
sectors or with other forms of interactive work.

It should be added that the monitoring system, focusing on an excessively high number of
activities, has been little productive, since it does not contribute for a detailed analysis of the
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sectors’ efficiency and effectiveness of performance. This experience suggests that monitoring a
limited number of quantitative and qualitative indicators, concrete and representing each area’s
performance, tends to be more flexible and productive, an aspect to consider in the following
planning cycles.

e Achieving physical and financial goals and additional programmed actions

In what concerns the integration of PARPA into the normal operation of the sectors, it is
noticeable a limited knowledge of the Plan by the technicians and even by senior officials with
policy implementation responsibilities. It is therefore necessary to increase ownership of PARPA
by the sectors at all levels: planning, implementation and monitoring.

In general, physical and financial indicators display a trend of positive performance. As far as
social indicators are concerned, the same trend is observed, but coverage is still not comprehensive
enough for all segments of population and regions in the country. Specifically, the Education,
Health, and Good Governance sectors show positive performance. The government is willing to
strengthen performance in the area of Legality and Justice, which led to the inclusion of this area
among priorities for support by the European Union, under the scope of the 9" EDF NIP. It may be
observed that as far as implementation is concerned, the sectors are at a stage where they assign
priority to access to public services to the detriment of quality, hence the conclusion that it is
imperative to strengthen the aspects of efficiency and effectiveness of public services delivery.

In what concerns financial indicators, expenditure in the priority sectors as percentage of total
expenditure, excluding debt interest, showed a growth trend, which is in accordance with PARPA
criteria. The reviewed state budget for 2002 expected the above ratio to be higher than the goal
foreseen in PARPA (66.1%). Taking into account the limitations in revenue, availability of more
resources to the priority sectors would negatively affect performance in other sectors that, albeit
not being priority sectors, are important to the country’s development. In this context, efficiency
increase becomes the utmost priority in public expenditure management.

There is the ever-persisting need to make efforts in improving territorial distribution of
expenditure, since provincial participation is still small when government goals in administrative
decentralisation and deconcentration are to be considered. This effort is particularly important
when consideration is given to the aim of overcoming the substantial imbalances in the poverty
indexes, namely between rural and urban areas.

Considering the magnitude of HIV/AIDS pandemic in Mozambique, attention should be given to
results of the study HIV/SIDA, Capital Humano e Perspectiva de Crescimento Economico em
Mogambique (HIV/AIDS, Human Capital and Economic Growth Prospects in Mozambique), now
being completed under the scope of co-operation between MPF and IFPRI. Those results will
provide important elements of sectoral and macroeconomic interest to be taken into account when
computing economic growth and public expenditure resources estimates, within the scope of
PARPA.

2. POLITICAL, ECONOMICAL AND SOCIAL SITUATION
2.1 Political Context

The political context in the Republic of Mozambique during the period under evaluation was
generally stable, and there were no circumstances affecting the normal development of
co-operation between this Country and the European Union.

The last elections (both presidential and legislative) took place in 1999, resulting in an executive
power — President of the Republic and Government — supported by a majority in Parliament. Thus,
the Executive is legitimate for the period provided in the Constitution and there were no
substitutions in the Members of Government impacting in the implementation of programmes
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funded by the EU under their tutelage. Municipal elections are scheduled for 23™ October 2003.
General elections (both presidential and legislative) should take place in 2004.

A political dialogue focused on the election process, as well as on the justice sector, one of the
pillars of good governance, has been articulated with support from the European Commission.
Mozambique should take up the Presidency of the African Union in July 2003. Mozambique is
also expected to host the Summit of ACP Heads of State, in 2004.

The bodies of sovereignty developed their activity normally. Within good governance, the Justice
sector approved the Integrated Strategic Plan in February 2002, and the Council for the
Co-ordination of Legality and Justice, comprising the Supreme Court, the Administrative Tribunal,
the Attorney-General’s Office and the Ministry of Justice, was created.

The favourable political context and the good level of co-operation with the EU made possible the
signature of the Strategy Document, within the framework of the 9™ EDF, in February 2002.
Mozambique was one of the first ACP countries to sign the strategy document.

2.2 Social and Economic Context®

The analysis of the economic and social context is based on the following monitoring matrix
extracted from PARPA:

Table 1: Monitoring Matrix extracted from PARPA

Type Indicator 2000 | 2001 | 2002 | 2003 2004 2005
(Real) | (real) | (Est) | (PES) | (PARPA) | (PARPA)
Impact 1. % Pop. below absolute poverty level 69.4
2. Infant and Juvenile Mortality rate
3. Rate of low weight at birth
Macroeconomic 4. GDP real growth rate 1.6 13.9 10.0 7.0
5. Inflation rate (comparing to previous year) 11.4 21.9 9.1 7.0
Good Governance
Education 6. Gross Rate of Enrolment EP1 113.0 | 1223 118.0 126.7
7. Gross Rate of Enrolment EP2 21.0 25.6 28.0 30.5
8. Gross Rate of Schooling EP1 91.0 99.5 | 104.0 | 114.0
9. Gross Rate of Schooling EP2 23.0 27.9 31.2 36.3
10. % of Girls in EP1 43.0 439 44.6 46.0
11. % of Girls in EP2 39.5 393 394 42.5
Health 12. Pre-birth appointments 105.0 105.8
13. Institutional births 40.3 41.0
14. Coverage rate of 1* appointment (0-4 years) 60.0 48.0
15. Immunisation against TB children <1 year old 100.0 97.0
16. Immunisation against Polio e a DPT (0-23 88.0 82.0
months old)
17. Immunisation against Measles (9-23 months 97.1 94.0
old)
HIV/AIDS
Infrastructure
Agric./Rural Dev.
Public Finance

2.2.1 Macroeconomic Context

The economic situation in 2001 was characterised by a noticeable real growth of 13.9% in GDP,
while inflation was still a two-digit number, at 21.9% by the end of the year, combined with a
strong depreciation of 31.3% in the Metical exchange rate to the Dollar. In 2002, and according to
the available data, economic growth reached 10%, while the inflation rate decreased to 9.1% and
the Metical was stable against the Dollar. These numbers concur with the macroeconomic
framework foreseen in PARPA and PRGF.

* This section was prepared based on the Ministry of Planning and Finance report “Implementacio do PARPA —
Relatorio de Avaliagdo 2001 (Implementation of PARPA — Assessment Report 2001), February 2003.
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Replicating conditions from the previous year, 2001-2002 saw a strong inflow or resources from
the external debt relief programme and as a response from international partners to the emergency
appeal made by the government for post-floods reconstruction. The efforts to replace
infrastructures destroyed by the floods and the recovery of agricultural production, together with
the start-up in aluminium production by Mozal, made feasible, and have been making feasible,
relaunching the economy in 2001-2002. In 2003, a real growth of about 7% and an inflation rate of
7,0% are expected.

For the period under analysis it should be highlighted the adoption of a set of standardisation and
disciplinal measures, among which entry into force of the Code of Fiscal Benefits, creation of the
new Special Tax Offices, strengthening of inspections and tax audits, consolidation of VAT, and
implementation of Law 9/2002 — Law on State Financial Administration — approved by the
Parliament, which establishes additional requirements of transparency in budgetary acts and
strengthens the principle of budget allocation by programmes in priority sectors.

2.2.2 Good Governance, Legality and Justice, Decentralisation and Deconcentration

Within the scope of good governance, the launching of the public sector reform programme should
be highlighted, as well as commencement of application of Decree 15/2000, of 20™ June, on
Community Authorities, aiming at legitimising the community authorities by the communities and
at acknowledging them by the State.

The MAE, within the scope of its institutional mandate, undertook a review of decree 36/89 on
norms for State services operation, culminating at the approval of decree 30/2001 on norms for
Public Administration operation, which introduces guiding principles to the actions of civil
servants and the time to process administrative work, aiming at provision of better service to
citizens. Other activities in this institution are focused on reviewing EGFE (General Statutes for
Civil Servants), intending to be an instrument for regulating relations between the State, civil
servants, agents and citizens, the implementation of SIFAP (System for Training in Public
Administration) to enhance professional performance and service quality, and the rehabilitation
and construction of buildings for district administrations and administrative posts.

In the perspective of promotion of ethics and professional deontology, progress was made in the
preparation of norms of ethics and professional deontology for State staff in headship positions,
and legal modernisation measures were also taken, such as the review of decree 51/95, which
establishes the State Administrative Inspection.

The Integrated Strategic Plan for Justice was completed in 2001, and revising work is presently
being made to the budget proposal and the detailing of operational instruments for its
implementation. The model-project to establish labour Courts in five provinces is still being
prepared.

With the objective of improving detention conditions, Maputo Central Prison, Beira Central
Prison, Mabalane Prison, Chimoio Agricultural Prison, and Nampula Industrial Prison are
presently under rehabilitation. Simultaneously, there are further construction works being executed
to support the Justice sector.

In regard to the decentralisation and deconcentration process, the institutionalisation and

expansion of participatory district planning, started by a pilot phase in Nampula and Cabo
Delgado, is now ongoing.
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It should be noted that despite the visible efforts by the authorities to materialise PARPA
objectives in the field of Good Governance, there are still serious gaps, insufficiencies and
deficiencies, whose solution claims for increased aggressiveness from the public bodies.

2.2.3 Education

The basic objectives of PARPA in this crucial area of action are: a) universal schooling and
expansion of access to all levels of education, with special attention to the promotion of gender
equity; b) to increase quality and relevance of education in order to reduce inefficiency, which
translates into high number of students failing and dropping out.

To assess the sector’s performance an analysis of trends in indicators related to primary education

(EP1 and EP2) was undertaken, considering a time series covering the period from 1995-2002.
Data for 2001 and 2002 are comparable to the goals foreseen in PARPA.

Graph 1
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In relation to gross enrolment rates (graph 1), an improvement is visible in the gross enrolment
rate for EP1: from 66.8% in 1995 to 122.3% in 2001, slightly decreasing in 2002 to 118.0%,
according to preliminary data. PARPA established the goal for the area of education at 120% in
2001 and 122% in 2002, for EP1. The achievement rate was greater than planned in 2001 and
smaller than planned in 2002. In regard to EP2, gross enrolment rate increased from 11.5% in
1995 to 25.6% in 2001, surpassing PARPA forecasts for 2001. The preliminary estimates for 2002
set this rate at 31.3%, six points above PARPA plans.

In relation to gross schooling rates, they show a trend of growth in EP1. This rate expresses the
proportion between the total number of pupils in EP1 and the population of the official age group
to attend that education level (population of 7-11 years old from 1987 to 1992, and 6-10 years old
from 1993 onwards).

From 56.9% in 1995, the gross schooling rate in EP1 increased to 99.5% in 2001, in line with
PARPA goals (100%). This rate is expected to reach 104.1% in 2002, which is two percentage
points above plans in the operational matrix of PARPA. The gross schooling rate in EP2 was
27.9% in 2001, which agrees with the forecasts of the Poverty Reduction Plan (28%). PARPA sets
the gross schooling rate in EP2 at 30% in 2002, and the estimate for that year is 31.2%, which
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means an achievement of 101.2% and a growth of 3.3% in relation to 2001. If this performance
pattern is to be kept, the goal set forth by PARPA for EP1 and EP2 in 2005 will possibly be
achieved.

Graph 2
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The analysis of enrolment and schooling indicators suggests a trend of improvement in
access to education in the primary education sub-system. This is mostly the result of efforts
undertaken in the sector, such as the construction of schools and the initial training of teachers.
Within the results achieved in 2001 and first semester of 2002, the following should be
highlighted:

e Opening of 424 schools in 2001 (+6% of the total number of schools in relation to 2000),
particularly in Zambézia, Niassa and Inhambane, and 275 in the first semester of 2002
(+3,5% of the total number of schools in relation to 2001), particularly in Zambézia, Gaza
and Inhambane.

e Training of teachers in 2001: 956 teachers graduated at the CFPPs (8% more than in 2000).
Additionally, 1,546 teachers graduated at IMAPs (+147,7%). The total number, 2502
graduates, largely exceeds PARPA goals (1,680 primary education teachers trained per
year).

Actions leading to the elimination of gender inequity in access to education are one of the crucial
aspects in the fight against poverty. The proportion of girls in EP1 has increased in the last few
years. From about 41.8% in 1995, the proportion of girls in the total number of pupils enrolling
EP1 reached 43.9% in 2001, thus meeting PARPA goals (44%). Preliminary data allow an
estimate for this ratio of 44.6% in 2002, thus concurring to the goal of PARPA for 2002. In
relation to EP2, the situation is of concern. The proportion of girls in the total number of pupils
enrolled decreased from 40.3% in 1995 to 39.3% in 2001, and no improvement is expected for
2002 (39.4%), which places this ratio below the expectations raised by PARPA. The relatively
stable pattern in the proportion of girls and the consequent slow progress of this indicator is also
linked to aspects of tradition, which are more restrictive for girls in terms of self-promotion
opportunities.

Increasing the access of girls to the education system under the context of poverty reduction will
still depend on government efforts, through actions to mobilise and raise awareness among parents
and guardians to the relevance and importance of education for children in general and girls in
particular.
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In what concerns quality of education, data available show a slow progression in the recent
evolution of school success at the primary level. There are many factors to explain this
phenomenon, of a pedagogic, administrative, social and cultural, and economic nature. This
situation points to the fact that the education sector, without overlooking quality, has been
prioritising the aspects of access expansion, responding to the growing demand in all levels of
education. Activities recently carried out to strengthen the component of improvement of
education quality have not, as yet, had a noticeable impact.

In this sense, the need for increased aggressiveness in pursuing sectoral policies aiming at
improving education quality and relevance is obvious. Specifically, it is necessary to speed up the
curricula transformation process in EPl1 and EP2, and extend it to the secondary and
technical/vocational levels, which have only witnessed occasional adjustments. In what concerns
capacity building for teachers on the job, courses should be introduced and extended to teachers
recruited without pedagogic training. Within the scope of activities aiming at the expansion of
access to education for girls, it is important to consider the aspects of inter-regional balance.

2.2.4 Health and HIV/AIDS

The Government programme for 2000-2004 emphasises the need to extend basic health care to the
whole population and, in parallel to the universalisation of primary education, to contribute to
increasing the supply of better-qualified human resources. In line with the Health Sector Strategic
Plan (PESS — Plano Estratégico do Sector da Saude), PARPA states its main objectives in the
strategic area of health: to improve access to, and quality of, primary health care (mother and child
health, juvenile health) and the fight against major epidemics (malaria, TB and leprosy) and
HIV/AIDS.

Graph 4 shows the evolution of intra-hospital maternal mortality rate for the period between
1995-2002, an indicator associated to the sector’s performance in the component of Women’s
Health. In 1995, maternal mortality rate was 1.84 per 1,000 live births. PARPA 2001-2005
established the goal to achieve in 2005 in terms of maternal mortality at 1 per 1,000 live births
(solid line in the graph). In 2001, mortality decreased substantially and stabilised in 2002 at 1.6 per
1,000 live births. Taking into account the pattern observed during the last few years, a decrease to
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1 per 1,000 live births in 2005, as foreseen in PARPA, will require considerable efforts from the
health sector.

Graph 4
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One of the critical fields of intervention in the mother and child health component is the
expansion of access to primary care, measured by the indexes of antenatal counselling coverage,
institutional births, post-birth counselling and counselling to new users of the family planning
services. Data available show a pattern of increase in the proportion of women seeking prenatal
counselling and delivery in health units, but the goals affirmed in PARPA 2001-2005 have not
been achieved.

Graph 5
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From 28% in 1995, the coverage rate of institutional births increased to 41% in 2001. For 2002,
the available data point to an improvement to 43%. Notwithstanding progress achieved, a great
proportion of women, particularly in rural areas, still deliver resorting to traditional midwives.
This scenario is translated into a high number of deaths whenever complications arise during
delivery. The efforts to overcome this problem are inscribed within the priority of promoting
expansion of the health network to the most remote areas in the country.
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In the Child Health component, the main objective is to reduce child and juvenile mortality, and
the goal for this indicator was established at 200 per 1,000 live births in year 2005. To achieve this
objective, the efforts made by the Health Sector are focused on improving primary health services
and on preventing major endemic diseases through implementation of the Extended Immunisation
Programme (PAV — Programa Alargado de Vacinagdo). It should be stressed the introduction in
2001 of the tetra- and hepatitis B vaccines, and the utilisation of disposable syringes. PARPA
monitoring matrix shows the coverage indexes representing progress achieved in these fields.

Graph 6 shows the evolution of the coverage rate for full vaccination (DPT 3) for children.
From 57.3% in 1995, vaccination coverage rates increased to 79% in 1998, achieving 88% in
2000. In 2001, the index decreased to 82%. However, a substantial increase to 92% is expected in
2002, which is in line with forecasts in PARPA. This pattern of improvement in 2002 is
strengthened by the simultaneous decrease of vaccination discontinuity between the first and third
doses of DTP, showing the efforts made by health units in adequate planning of vaccination
schedule and circuit, as well as the work made to mobilise and raise awareness within the
community.

Graph 6
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Graph 7 shows the evolution of one of the critical indicators within the scope of Nutrition and
Food Security, especially for children and women of childbearing age, which is the intra-hospital
rate of low weight at birth. As the graph illustrates, in 1995 about 13% of children born in the
country’s health units weighed less than 2,500 grams, which is associated to a poor nutritional
pattern in mothers during pregnancy. This rate had decreased to 12.2% in 2001, but this trend was
reverted in 2002. PARPA foresees achieving a rate of 11% in year 2005. To achieve this goal
additional effort has to be put in improving mother nutritional pattern, in particular during
pregnancy.
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Graph 7
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The activities undertaken by the sector were targeted to the promotion of nutritional education in
health units and communities, within the scope of the Food Security Programme co-ordinated by
SETSAN, and the introduction of nutritional supplements with vitamin A capsules, ferrous salt
and folate, during the second round of the campaign on attention to women and children, besides
continuing the implementation of LOA Programme.

Within the scope of the fight against major endemic diseases, a number of activities were
undertaken according to the National Programme for Malaria Control, notably the anti-vectoral
fight and timely diagnosis and treatment. In prevention, the emphasis was put on spraying indoors
(protecting about 3,500,000 people in 2001) and outdoors in all provinces, and the distribution of
mosquito nets (60,000 in 2001 and 50,000 in 2002) in the provinces of Sofala, Zambézia, Tete and
Maputo City.

Regarding the fight against tuberculosis and leprosy, and based on proposals from the National
Programme for the Control of Tuberculosis and Leprosy, the first semester of 2002 saw the
logistics survey and the preparation phase to launch COMBI project, which intends to speed up the
Leprosy Elimination Programme and is expected to start in September, in Nampula, as a pilot
experience (Nampula is the province with highest prevalence, with 8.9 cases per 10,000
inhabitants). It should be highlighted that activities undertaken in 2001 and the first semester of
2002 within the context of fight against tuberculosis and leprosy were mostly training health and
supervision staff in administering treatment to patients in health units. The priority objectives are
to increase the cure rate for TB to 75%, in particular in the central region (72.6% in 2000), and to
decrease the prevalence of leprosy to <1 case per 10,000 inhabitants (3.4 in the first semester of
2002, 3.8 in year 2001, 4.5 in year 2000).

In what concerns sexually transmitted diseases (STD) and HIV/AIDS, the main objectives are
to prevent infection and to improve patient treatment, according to the National Strategic Plan for
the Fight against AIDS 2000-2002. The actions foreseen in prevention and reduction of HIV/AIDS
are the promotion of condom use, the undertaking of information campaigns and the creation and
operation of the Counselling and Voluntary Testing Offices (GATV — Gabinetes de
Aconselhamento e Testes Voluntarios). Six GATVs were established in 2001 and 18 during the
first semester of 2002. From January to September 2002, voluntary tests were made to 21.766
people, pointing out to a number of tests in 2002 of more than 24.000, the annual goal established
in PARPA. The encouragement and prevention measures have also been intensified, in particular
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in what concerns mother-to-child transmission. Besides prevention, the Health Sector is increasing
efforts undertaken in treatment, due to the increase in cases registered.

The components of Primary Health Care, Fight against Major Endemic Diseases and HIV/AIDS,
benefited from the efforts made under the scope of the health network expansion. In this regard,
43 primary network health units (health posts and centres) were built in 2001, especially in Cabo
Delgado, Zambézia and Sofala provinces, and 27 units were rehabilitated. In the secondary
network, activities were focused on the rehabilitation and expansion of 9 rural hospitals and the
promotion into rural hospitals of 6 health centres. In the tertiary network, rehabilitation works
were carried out in the provincial hospitals of Xai-Xai, Tete and Quelimane, and in the quaternary
network, in the Maputo Central Hospital.

As far as the quality of health services is concerned, priority activities were related to the training
of health staff and equipping health units. In the field of initial training (medium, basic and
elementary levels), 826 students graduated in 2001, and 990 graduations are expected in 2002.
Twelve specialist physicians were also trained in priority areas. In what concerns procurement of
drugs and other materials for health units, the actions to improve knowledge of needs,
prioritisation of supply mechanisms, and instruments to supervise procedures, were given
continuity.

The sector’s performance analysis shows that the objective of increasing supply of health
services has been given priority in the execution of activities. The evolution of coverage rates
complies with PARPA goals and is a clear indication of progress achieved in the Sector. In the
instance of fight against HIV/AIDS, preventive actions have had preference over treatment
actions, although this last field is being strengthened due to increasing numbers of patients. The
objective of improving the quality of health services is still a challenge for the sector and is
the object of a more in-depth planning and execution at the sectoral level.

2.2.5 Infrastructure

Gains from the economic growth achieved in the last five years are partly the result of efforts
undertaken by the Government in infrastructure rehabilitation. The degree of coverage of passable
access roads is still poor and does not contribute to incentive private investment in the rural
markets for inputs and agricultural produce.

Sub-Sector of Roads

The main objective in roads is to increase coverage of access roads, assigning priority to those
that: (i) allow poorer, isolated regions with agricultural potential to access national markets; (ii)
help market expansion; (iii) have an impact on the reduction of transportation costs; and (iv)
promote development of the main development corridors. The goal is the reduction to below 5% of
impassable roads and below 25% of bad quality roads, resorting to the use of labour intensive
methods up to 2005.

In year 2001, within the scope of regular and periodic maintenance activities in roads,
12,700 km of roads were covered by routine maintenance and 617.4 km were covered by periodic
maintenance. In what concerns rehabilitation of roads, 332.5 km of tertiary roads, 259.9 km of
secondary roads and 197.9 km of primary roads were rehabilitated. In year 2001, continuing the
road rehabilitation activities, the goal of rehabilitating 348 km of primary roads was established,
covering the following stretches: Muxungue-Save River (48 km); Gorongosa-Caia (79 km);
Nampula-Nacala (8 km); Vanduzi-Changara (14 km); rehabilitation of 243 km of secondary roads
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Macomia-Oasse (86 km), Memba-Cava (93 km), and Cava-Lurio (60 km), the rehabilitation of
658 km of tertiary roads, coverage of 227 km by periodic maintenance, coverage of 15,000 by
routine maintenance and reconstruction, and setting of 6 steel bridges.

Comparing against PARPA goals, the sector’s performance shows an achievement of 62% in
what concerns the rehabilitation of secondary roads, and an achievement of 112.7% in what
concerns the rehabilitation of tertiary roads. In regard to periodic maintenance, the degree of
achievement of the 2001 sectoral plan was 83.7%, while that for routine maintenance was 82.1%.

The goals for 2001 were substantially influenced by the impact caused by floods in the first few
months in that year, in the Northern and Central regions of the country. Although there are not
definite data as yet on the degree of achievement of the 2002 plan, the levels of achievement of
activities programmed up to the end of the first semester 2002 were the following: 30.7% in the
rehabilitation of primary roads, 64% in the rehabilitation of secondary roads, 9.8% in the
rehabilitation of tertiary roads, 10.7% in periodic maintenance and 40% in routine maintenance.
This data point to an average achievement level above 60%.

Additional efforts are being undertaken in the road sector aimed at expanding access roads. The
limitation imposed by resource shortage, together with the overwhelming effects of the last floods,
dictate the need to impose a high quality standard of construction, aiming at increasing durability
of access roads.

Sub-Sector of Water and Sanitation

Due to the vital importance of promoting social and economic development in the country,
PARPA prescribes as central objectives in the water component: (i) to promote the sustainable use
of water, and (ii) to increase potable water supply and to provide low-cost sanitation in urban
areas.

In order to make the first objective operational, the following actions were programmed in 2001:
(i) rehabilitation of the hydro-meteorological network and establishment of the flood
warning management office. In this field, 26 hydrometric stations were rehabilitated, out of the
87 foreseen, as well as 12 pluviometric stations, out of the 132 programmed, which corresponds to
a degree of achievement of only 30% and 9%, respectively; (ii) to supervise the observance of
international agreements on international river management. In pursuance of this activity,
meetings were held and tenders were launched for the preparation of the Integrated Management
Strategic Plan for Zambeze River water resources. Likewise, joint studies on social and economic
development opportunities in Inkomati River basin were also completed in 2001.

In what concerns the increase of potable water supply and provision of sanitation in rural and
urban areas at low cost, PARPA 2001-2005 establishes the goal for 2005 of increasing coverage
to 50% in water supply to urban and peri-urban population by rehabilitating water supply systems
and reducing losses, as well as increasing water supply coverage to 40% of the population in rural
areas, with priority given to the provinces of Zambézia, Nampula and Niassa.

With the objective of achieving the above goals, 1,117 water sources were built/rehabilitated, of
which 118 in Niassa, 163 in Cabo Delgado, 62 in Nampula, 103 in Zambézia, 74 in Tete, 59 in
Manica, 144 in Sofala, 150 in Inhambane, 145 in Gaza, 153 in Maputo, corresponding to an
average national rate of coverage of 35%.

PARPA 2001-2005 operational matrix does not put in evidence the specific goals to achieve each
year towards the 2005 goal. A more complete and consistent analysis of progress in this field
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requires identification by the sector of the specific goals in each year per area (rural and urban) and
the population to cover. Evidence show a good course of the average coverage rate in water supply
to urban, peri-urban and rural populations, towards achieving the goal of about 45% of the
population by 2005.

Table 2: Comparative Analysis of Water and Sanitation Sub-sector Evolution

2000 2001
Province Sources | Coverage | Sources | Coverage
Y% Y%
Niassa 45 34 118 40.7
Cabo Delgado 6 39 163 48.0
Nampula 40 15 62 15.1
Zambézia 64 18 103 20.4
Tete 65 57 74 47.3
Manica 40 47 59 48.3
Sofala 1 31 144 53.2
Inhambane 44 33 150 24.1
Gaza 12 70 145 65.3
Maputo 7 26 153 65.8
Total 334 36.5 1,171 35.0

Source: MOPH, PES Balance Report 2001.

Within the scope of activities to reinforce the improved latrine system in urban, peri-urban and
rural areas, of the 20,000 planned for construction 13,078 were built, of which 855 for vulnerable
populations. This number corresponds to an achievement of about 65%. The factors concurring to
the non-achievement of this goal include, among others, delay in approving the investment budget
and the irregularity of disbursements. The total number of beneficiaries is about 65,390 people.

Sub-Sector of Energy

In the field of energy PARPA prescribes as main objectives: (i) to expand the access of population
to energy sources, thus reducing environmental impact resulting from the use of non-renewable
sources. Is should be stressed that despite the efforts made by the Government to ensure
achievement of the goals set forth in PARPA, the infrastructure basis of the Mozambican economy
in this field remains quite poor. Prioritisation in resource allocation in the area of infrastructure
will require increased clearness in the definition of specific objectives, goals, indicators and
actions for each year, in order to improve monitoring and evaluation.

2.2.6 Agriculture and Rural Development

PARPA (integrating the basic principles of PROAGRI) identifies the following objectives within
the scope of the contribution of Agriculture and Rural Development to the reduction of poverty: i)
an increase in production and productivity, specially in the household sector (this requires greater
and better use if inputs, seeds, land, and credit); ii) an increase in profitability of the agricultural
activity (purchase of inputs and marketing of surpluses in more accessible and competitive
markets) and iii) reduction of food insecurity.

The latest agricultural and livestock census (made in 1999-2000 and results published in July
2002) showed that 79% of farmed land are small-scale operations of 0.2 to 2 hectares, and that
98% of farms in the country have an size smaller than 3 hectares. As an example, 97,6% of the
total area allocated to maize are small-scale farms. On the other hand, taking into account that 70%

26



of the Mozambican population is rural, improvements in agricultural production in small-scale
farms would have a decisive impact in poverty reduction.

In the 1997/98 campaign, grain production (Graph 8) increased from 1,359,000 tonnes to
1,686,000 tonnes. Production in the following campaigns stabilised around that number. However,
there was a decrease in the 1999/2000 campaign, which coincided with the first floods destroying
a set of agricultural infrastructures and disarticulating input markets. Production recovered in 2001
and there was an increase of about 4.9% in the last campaign (2001/2002).

Sugar cane production has been growing due to the efforts made by the Government to revitalise
the national sugar industry. In 2001, the Marromeu mill resumed operation, increasing the sugar
production installed capacity. Sugar cane production increased 172% in 2002, and all sugar mills
are now fully operational. According to the Agricultural and Livestock census 1999-2000, about
60% of the sugar cane crop area are big-scale operations, and 40% are small-scale ones. The recent
evolution of production mostly benefits big producers, but has also had an indirect impact on
poverty reduction. With the rehabilitation process of sugar mills there was an expansion in the
employment market in rural areas and, thus, an improvement in income for peasants residing in
those areas.

Graph 8
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Graph 9 shows the trend in cashew nut and cotton production between the 1996/97 — 2001/02
campaigns. According to the Agricultural and Livestock census 1999-2000, 88% of the cotton
crop area and 98.75% of cashew trees are on small-scale farms. Moreover, cotton and cashew are
representative of the export base of agricultural products in Mozambique. Cashew nut shows a
marketing index of about 49%, while virtually all cotton production is targeted to the market.

In the 1999/2000 campaign, cotton production indexes were drastically reduced to about 35,000
tonnes due to the floods. As for the latest campaigns, the prevalence of climatic disturbances
associated to the bad price of cotton in the international market has been affecting the revitalisation
of the sector substantially. The series representative of the evolution in cashew nut production
displays a trend of increase, with a slight decrease in the 1999/2000 and 2000/01 campaigns. In the
2001/02 campaign, cashew nut production indexes were at about 60,050 tonnes.
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Graph 9
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Information made available by MADER on the activities undertaken in 2000, 2001 and 2002, is of
good quality in what concerns the objective of increasing production capacity among families
and promoting productivity, and especially so in regard to the promotion of improved techniques
for pest and disease control to be adopted by households. These activities are carried out by the
area of agricultural services (Rural Extension, Livestock, and Support to Production and Research)
although, as prescribed by PARPA, there is an increasing tendency to out-source the provision of
services (e.g. sanitary assistance in the Livestock component).

The evolution of rural extension services is monitored through result demonstration fields, which
are an indicator of expansion and dissemination of standards and techniques for rural communities
in the household sector. Graph 10 shows the growing trend in the number and extension of RDFs
resulting from the efforts made by MADER to disseminate improved techniques of agricultural
production. However, despite the effort the sector has been doing in training, there is competition
with NGOs in regard to hiring extension workers. Nevertheless, in 2001 there were 23,808 RDFs
registered, and 33,920 RDFs in 2002. The Sector showed interest in improving performance in this
activity.
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With the objective of ensuring rights of access to land, the main activities developed by MADER
in 2001 and the first semester of 2002 were mostly targeted to simplifying procedural mechanisms
of access to land. Within the scope of promoting marketing of agricultural produce and access to
input markets, the creation and consolidation of rural microcredit institutions through three big
projects stands out, as does the improvement in collecting and disseminating information on
provincial agricultural markets (SIMAP). In what respects the objective of reduction of food
vulnerability, the efforts of MADER to co-ordinate with other institutions the activities of
SETSAN did not yield the expected results, and for that reason activities to improving nutritional
status were mostly limited to the increase in agricultural production.

In general, the agricultural and livestock Sector experienced an increase in production
during the two campaigns evaluated, but PARPA goals were not achieved. From the analysis
described in PARPA monitoring matrices for 2001 and the first semester of 2002, it is possible to
conclude that the sector has been making efforts mostly to promote agricultural production and
productivity, in particular by disseminating improved techniques and protection against pests and
diseases, according to what is prescribed by PARPA. Notwithstanding the efforts made by the
sector, it is not easy to specify coverage degree of objectives due to the lack of details about
execution of activities in the information provided by the sector. Work ongoing in the field of the
Sector Expenditure Review in Agriculture confirmed that the area of agricultural services got the
major share of the budget from PAAOs 1999-2002 (about 42%). The components of improvement
of access to land, promotion of marketing and reduction of food vulnerability need further
attention in terms of planned activities and availability of financial resources, if they are to be in
accordance with the more comprehensive approach of PARPA.

2.2.7 Assessment of Expenditure in Critical Areas of Action —1999-2002

This section looks at the evolution of budget indicators (planned and executed) in the period
1999-2002, taking into account commitments taken on within the scope of PARPA.

The ratio between total expenditure in PARPA priority sectors and GDP showed a trend of
expansion in the period 1999-2002, increasing from 13.3% in 1999 to about 19.1% in 2001. This
ratio is expected to reach 18.4% in 2002.

Table 3
TOTAL EXPENDITURE IN PARPA PRIORITY AREAS (1999-2002)
1999 2000 2001 2002
TOTAL EXPENDITURE IN PRIORITY SECTORS
As percentage of GDP 13.3 19.0 19.1 18.4
As percentage of total expenditure 60.1 67.6 64.3 65.0
As percentage of total expenditure excluding public debt interest 62.0 68.1 65.8 67.8
TOTAL EXPENDITURE IN PRIORITY SECTORS AS % OF GDP
EDUCATION 3.5 55 6.8 4.8
HEALTH 29 3.6 29 3.8
HIV/AIDS 0.0 0.0 0.2 0.2
INFRASTRUCTURE 29 4.4 5.0 4.8
AGRICULTURE AND RURAL DEVELOPMENT 3 1.1 1.7 1.0 1.5
GOVERNANCE, SECURITY AND JUDICIAL SYSTEM 1.9 22 22 21
OTHER PRIORITY SECTORS 1.1 1.5 1.0 1.2
TOTAL EXPENDITURE IN PRIORITY SECTORS
(As % of total expenditure excluding debt interest
EDUCATION 16.1 19.8 233 17.8
HEALTH 134 12.9 9.9 14.0
HIV/AIDS 0.0 0.0 0.5 0.8
INFRASTRUCTURE 13.3 15.7 17.4 17.5
AGRICULTURE AND RURAL DEVELOPMENT 5.2 6.3 34 55
GOVERNANCE, SECURITY AND JUDICIAL SYSTEM 8.9 7.8 7.7 7.7
OTHER PRIORITY SECTORS 5.0 5.6 3.6 4.5

SOURCE: CGE 1999, CGE 2000, CGE 2001 and SB 2002
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During the 1999-2001 period, expenditure in priority sectors was always above 62% of total
expenditure, excluding debt interest, in accordance with PARPA criteria for resource allocation.
However, Table 4 shows that the weight of priority sectors in total expenditure in 2001, excluding
debt interest, was 2.4% below the goal of 68.2% set by PARPA (according to the General State
Account 2001). For 2002 this indicator is expected to surpass the goal set by PARPA, excluding
debt interest, at about 67.8%.

Table 4
TOTAL EXPENDITURE IN PARPA PRIORITY AREAS (2001-2002)
2001 2002
Rate of
SB Reviewed (withSB Executed Execution (in
PARPA Comp_lementary (GSA) PARPA Initial SB Reviewed SB Relatio_n to SB
Period) Reviewed
Il Quarter
TOTAL EXPENDITURE IN PRIORITY SECTORS 45.2
As percentage of GDP 19.4 191 17.9 18.4
As percentage of total expenditure 67.4 63.9 64.3 65.0 63.2 65.0
As percentage of total expenditure excluding public debt interest 68.2 65.4 65.8 66.1 66.1 67.8
TOTAL EXPENDITURE IN PRIORITY SECTORS
(As % of total expenditure excluding debt interest)
EDUCATION 24.8 22.8 233 19.8 18.8 17.8 54.8
HEALTH 11.5 10.4 9.9 13.1 14.2 14.0 323
INFRASTRUCTURE 18.2 16.9 17.4 19.1 18.0 17.5 37.2
AGRICULTURE AND RURAL DEVELOPMENT 3.6 34 34 3.9 34 55 52.4
GOVERNANCE, SECURITY AND JUDICIAL SYSTEM 8.2 8.0 7.7 7.7 7.5 7.7 65.0
OTHER PRIORITY SECTORS 1.8 3.2 3.6 24 33 4.5 43.3

Source: PARPA, 2001 Reviewed SB, GSA 2001, Initial 2002 SB, 2002 Reviewed SB, RE Il Quarter 2002

Analysing the budget execution information for the period between January-September 2002, the
sectors in crucial areas of action show a low level of budget execution (45.2%). However, the
achievement rate of expenditure in priority sectors in the first three quarters is in line with the
overall budget execution for the same period (52% of budget allocation, excluding debt interest,
according to the 2002 Reviewed SB and the Budget Execution Report for the III Quarter). The
overall execution rate may increase during the fourth quarter, for which more effort is necessary in
budget execution.

In regard to the sectoral composition of public expenditure programmed and realised (still
according to Table 3), the sectors of Education, Health and Infrastructure have had the major share
of public expenditure, increasing from 42.8% in 1999 to about 51% in 2001. During this period,
Education and Infrastructure recorded a positive behaviour in increasing the proportion of expense
in total public expendit