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Foreword

This paper is the result of an on-going dialogue with my students of a MA programme in rural development at the University Eduardo Mondlane (UEM) in Maputo, Mozambique.

Various aspects of poverty eradication and rural development have been discussed. Interesting topics were covered such as the urban-rural terms-of-trade; the Dutch disease in aid, on the need to develop criteria for the allocation of scarce public resources and not least the issue of equity cum growth. Having gone through many of the key Mozambican policy documents I was surprised to discover that while in Tanzania equity and re-distribution issues have been discussed in the context of poverty reduction strategies, this discussion has hardly begun in Mozambique. 

The issue of income and wealth distribution is highly political in nature and often provoke intense debates. Still, this is an important area where academic research should play an important role.
The original notes were primarily written to provide my students with some background information and were later expanded for an open lecture I had promised to give at UEM. During the course of my work many issues were emerging which might be of interest to a wider audience than the UEM. For this reason I decided to write a discussion paper to provide some information which might be of interest to a broader non academic public such as government policy makers, donors and others interested in rural development and poverty eradication.
Comments are invited: t.alberts@devpro.se 
Executive Summary
The first part of this paper provides background information on Mozambican development since her Independence in 1975. It has been a dramatic period with aggression from the apartheid regimes in what was then South Rhodesia (Zimbabwe) and South Africa. A protracted civil war which led to millions of displaced people and great losses to the country. Socialist policies compounded the difficulties. With peace established in 1992 and a presidential elections in 1994, Mozambique became a free market economy. Mozambique completely abandoned her socialist strategy.
Since then Mozambique has faced an impressive development record. Macro-economic equilibria were attained and the rate of economic growth has been impressive.

As a result of this growth there was a significant decline in poverty from 69.4% to 54.1% between 1997 and 2003. The income distribution has remained the same throughout the period.

In the transformation of former socialist economies there has been a significant increase in income inequalities. This did not take place in Mozambique.
 

PARPA II does not even discuss the possibilities of transferring some of the economic growth to the poorer strata in Mozambique. Viewed in this perspective much work remains to be done to ensure that the policy of eradicating poverty is also translated into specific targets which go beyond achieving a high rate of economic growth.
 List of Acronyms

GOM

Government of Mozambique

HIPC

Heavily Indebted Poor Countries Initiative

IDA

International Development Association

IAF

Inquérito aos agregados familiares (Household survey)

IMF

International Monetary Fund
PARPA
Plano de acção para a redução da pobreza absoluta (Action Plan for the Reduction of Absolute Poverty)
WB

World Bank
MDG

Millennium Development Goals
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Introduction

This paper is about poverty reduction efforts in Mozambique since the beginning of the 90s. While there has been a significant reduction in absolute poverty during the period under review, the basic problem to be investigated is that assuming that the over-arching objective of the Government of Mozambique (GOM) is poverty eradication then there would have to be an up-front discussion of redistribution issues.

The first part of this paper will provide some background information on the general socio-economic development of Mozambique so as to set the context for readers not familiar with Mozambique. In the subsequent section the available information on how poverty has declined in Mozambique will be reviewed.

The following section will deal with the international discourse on economic growth and equity. This section will provide the theoretical background for appraising the results obtained in poverty eradication in Mozambique in relation to the ongoing debate on these issues.

Thereafter we will discuss the Mozambican development in the light of the international discourse. 
Mozambique – background information

This will be drafted at a later stage. Issues to be covered:
· Changes in development policies – from socialism to market-oriented economy

· Civil War – high costs and millions of displaced people

· Peace agreement in 1992 and first elections in 1994

· Rapid economic recovery

· Poor country which is rich in natural resources

Poverty reduction in Mozambique

In September 2000 the United Nations adopted the Millennium Development Goals (MDGs). The member countries committed themselves towards the eradication of poverty and achieving socio-economic progress. Specific goals were set for 2015.
 At that time many people believed that the MDGs were but another set of grandiose UN proclamations.

In the 90s it was becoming increasingly evident that many poor countries would not be able to serve their foreign debt and that the costs of debt servicing would primarily fall on the poor people. The cancellation of the foreign debt of the poorer countries was particularly articulated by the Like Minded Group of donors.
 In 1996, the International Monetary Fund (IMF) and the World Bank (WB) introduced the Heavily Indebted Poor Countries Initiative known as HIPC. One condition for debt reduction was that a country would have to present and plan for poverty reduction – Poverty Reduction Strategy Paper – PRSP.
 
In 2006 there were 40 heavily indebted countries. Out of these, 20 countries, including Mozambique, had reached the so called completion point. This means that a major part of their foreign debt has been written off. 

A new initiative, the Multilateral Debt Relief Initiative (MDRI) involving even more funds than HIPC was set in motion by the World Bank in June 2006. Mozambique will automatically qualify for debt relief under this new initiative.

With the reduction of the foreign debt services of the poorer developing countries there was a real possibility of eradicating poverty. The international community seems to have adopted the MDGs and development is monitored against the goals of the MDG.
Mozambique belonged to the category of eligible countries and thus the first PARPA was born covering the period 2001-2005.
With the growing interest in development and poverty eradication (alleviation), not least among donors, the availability of statistics has been growing significantly in recent years. This paper will mainly rely on data provided in three studies, namely:
· Ministério do Plano e Finanças, Universidade Eduardo Mondlane and Instituto Internacional de Pesquisa em Políticas Alimentares. Pobreza e Bem-Estar em Moçambique. Primeira Avaliação Nacional. (1996-97). Maputo (?), December 1998.

· National Directorate of Planning and Budget, Ministry of Planning and Finance, Economic Research Bureau, Ministry of Planning and Finance, International Food Policy Research Institute and Purdue University. Poverty and Well-Being In Mozambique: The Second National Assessment (2002-2003). Maputo (?), March 2004.

· República de Moçambique. Plano de Acção para a Redução da Pobreza Absoluta 2006-2009. (PARPA II). Maputo, 2 May 2006.

One over-all objective of the first Poverty Eradication Strategy (PARPA I) was to reduce absolute poverty from 69.4% in 1996/97 to about 60% in 2005.
. 
The over-all results from the 2002/2003 household compared with the situation in 1996/97 were:


Table 1. Absolute Poverty in Mozambique

	
	Poverty (per cent)
	

	
	1996/97
	2002/03
	% change

	National
	69.4
	54.1
	- 22.1

	  Urban
	62.0
	51.5
	- 16.9

	  Rural
	71.3
	55.3
	- 25.2


As can be seen from Table 1, there has been a significant decline in absolute poverty in Mozambique between 1996/07 and 2002/03. The decline in poverty has been far more rapid than the GOM’s own objective of reaching 60% in the year 2005. Various documents of the GOM recognize that while there has been substantial progress much remains to be done.
In most developing countries, poverty is mainly concentrated to the rural sector and this is also the case of Mozambique. According to Todaro and Smith: 

The core problems of widespread poverty, growing inequality, rapid population growth, and rising unemployment all find their origins in the stagnation and too often retrogression of economic life in rural areas. (p. 423)
Against this background, it is important to note that the household consumption survey data suggest that the reduction of poverty was strongest in the rural areas and that the GOM has made substantial progress in addressing the poverty issues. 
In this context it should be noted that poverty increased in Maputo from 47.8% (1996/97) to 53.6% (2002/03). The National Assessment
 discusses various hypotheses to explain this increase. It does not, however, consider the possibility of migration from the rural areas to Maputo. In the seventies Michael Lipton pointed out that poor rural people had few choices but to migrate to the urban areas, “… voting with their feet” as he said. According to him, there was an urban bias in development.
The urban bias in development is clear in the case of Tanzania where poverty dropped 14 percentage points in Dar es Salaam between 1991/92 and 2000; 3 points in other urban areas and only 2 points in rural areas. In the case of Tanzania there was an urban bias in development. In the case of Mozambique this issue remains unanswered.
The objective for PARPA II is that poverty should be reduced to 45% by 2009.
 There is no break-down of the goals for the urban and rural sectors. Moreover, few explicit indicators for monitoring the public sector’s activities in rural and urban areas have been developed.
Much emphasis has been laid on investment in human capital. The effects of such investments have a relatively long maturation period, e.g. increasing the level of education will take many years to accomplish and the effects on reducing poverty even longer.
Within a period of several decades, there are basically two ways to reduce poverty, namely to increase the rate of economic growth by providing an enabling policy framework, and/or redistribute incomes. We will first turn our attention to Mozambican economic growth.

During the period 1988-1993 Gross Domestic Product (GDP) remained practically constant where after there was a rapid growth as can be seen from the table below
:

Table ?? GDP per capita in Mozambique 1993-2005
(1988-1992=100)
	1995
	2000
	2005

	102
	133
	183



Source: Appendix ??

With respect to income distribution (equity) the National Assessment from 2004 contains no information. PARPA II contains very little information (pp. 28-29), though there is an estimate of the Gini coefficient.
 For some details on the Gini coefficient see Appendix ??
Table ?? Gini coefficients 1996/97 and 2002/2003

	
	1996/97
	2002/03

	Mozambique
	0.40
	0.42


The Gini coefficient varies from zero, perfect equality to one, total inequality. In comparison with other less developed countries, Mozambique’s income distribution is not particularly eschewed. The difference between the two periods is not statistically significant.

PARPA II concludes that:
Given the fact that the inequality did not increase significantly in the country during the last 5 years, this means that the economic growth was broad based. However, historically the tendency for an increase in inequality should not be surprising in countries with a rapid economic growth. .
 (Our translation)
It seems rather strange that a poverty eradication strategy has largely ignored aspects of income re-distribution and views it only in the context of destabilization. In the next section we will summarise the international discourse on growth and income distribution.
The discussion of the relationship between economic development and acceleration of economic growth on the one hand and the distribution of income on the other hand, has been subject to debate since the 50s. PARPA II seems to assume that income redistribution cannot be an objective in a poverty eradication strategy. However, the empirical evidence suggests that:
The data … suggest once again that it is the character of economic growth (how it is achieved, who participates, which sectors are given priority, what institutional arrangements are designed and emphasized, etc.) that determines the degree to that growth is or is not reflected in improved living standards for the very poor. It is not the mere fact of rapid growth that determines the nature of its distributional benefits. (Todaro and Smith, pp. 217-218).

In summary, Mozambique attained the significant reduction in poverty by attaining a high rate of economic growth. The possibility of attaining a larger impact on poverty reduction by transferring some of the increase in income of the rich to the poor has not been considered in PARPA II.

The procedures used to estimate Table ?? and Figure ?? are outlined in a footnote.

Table ?? Per capita income in Mozambique (USD)
	
	1997
	2005

	Richest 10%
	 579
	 925

	Poorest 10%
	 46
	 74

	
	
	


The increase in income for the 10% richest was USD 346 per capita between 1997 and 2005. The increase in per capita income for the poorest 10% was USD 28. The same data base was used to construct the Figure below.
Figure ??
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These large disparities, not only confined to Mozambique, have prompted many development economists to argue that a feasible development strategy would be to channel an important share of the yearly income growth to the poorer strata. In such a scenario everybody would be better off, getting a higher per capita income.
 
In the next section we will review the international discussion on equity and growth.

Equity cum Growth – The International Discourse

During 50s, economic growth performance was at the centre of the discourse on developing countries. Kuztnets’ pioneering work on income distribution confirmed the prevailing growth paradigm. His research suggested that during the early phases of economic development income inequalities would rise and subsequently become more equal. His conclusions were based on both cross sectional data (comparing countries) with time series data for any given country.
 
This phenomenon has become called the inverted U-hypothesis and can be seen in Figure ?? below.
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At that time income inequalities were even considered as conducive to economic growth since the richer saved (but necessarily invested) more out of their disposable income and these savings would enhance economic growth.
 Capital was seen as the over-all constraint to economic development.
Kutznets’ findings provoked an intense academic debate. At present there is an emerging consensus that the income distribution in any country is not predetermined to follow any specific path. 
With respect to acceleration in economic growth, as has occurred in Mozambique, some economists claimed that this would lead to an increase in inequality. However, empirical evidence is contradictory and does not support this hypothesis. For more details see for example Todaro and Smith 2006 ch. 5 and Thirlwall 1999 pp. 55-60. 
With the Cuban socialist revolution in 1956 and the spreading of guerrilla movements in Latin America the political context of the discourse on development issues changed dramatically.
 Apart from the political battle-ground Latin American economists advanced several theories on how to accelerate development. Raul Prebisch, subsequently head of the UN Economic Commission for Latin America sustained that there was a long term decline in the world market prices of primary goods. For this reason an increase in exports of Latin American exports of primary goods would only lead to a further decline in world market prices. Out of this reasoning was borne the import substitution strategies. 
It is in this context that in the 60s equity issues started to emerge and for example FAO made a series of studies in Latin America where the income distributions were much eschewed. Simulations were done by assuming different income distributions and their effects on domestic demand for agricultural goods. It was shown that a more equitable income distribution would result in both an improved nutrition and also a higher domestic demand for agricultural goods. This in turn would attenuate the effects of falling world market prices for agricultural goods. ILO launched various employment programmes and the basic needs concept became widely accepted.
 

Many socialists and Marxists claimed that a more equitable distribution of income and wealth would only be possible with a socialist revolution.
 Worried about the very uneven distribution of income and wealth, the World Bank launched a series of studies in the 70s on the issue and the famous book Redistribution with Growth. (Chenery et.al.) was published. With the demise of the socialist systems towards the end of the 80s structural readjustment programmes were implemented. Distributional issues were then almost completely neglected. In the 90s, with macro economic stability attained and accelerated growth, the focus has once again come to equity (distribution) issues.
As in the past, the focus of many development economist is not to achieve a redistribution of existing incomes but to ensure that an important share of the growth in income should reach the poorer strata of society.

The new dimension in economic growth theory has been the importance of human capital in development. This is not a particularly controversial area as reflected in the MDG, whereas in poverty eradication strategies the equity issues are once again emerging.
The Mozambican Case in a Broader Perspective

From socialism to capitalism
Since Independence in 1975 Mozambique has undergone profound changes. The socialist system was abandoned in the 90s. Massive privatizations took place, but it should be remembered that the level of economic development was very low in Mozambique.

How has the income distribution developed in the former socialist countries is an important question to be asked. 
 The Table below shows that in all of the former socialist economies the income distribution has become significantly more eschewed, not least in the Russian Federation where the Gini coefficient increased from 24 to 40.
Table ??

Gini coefficients for some former socialist countries

	Country
	Oldest estimate
	Most recent estimate

	Bulgaria

	23 
	29 

	Czech Republic
	19 
	26 

	Hungary
	21 
	27 

	Poland
	25 
	34 

	Russian Federation
	24 
	40 

	Slovak Republic
	20 
	26 

	Slovenia
	24 
	28 

	Ukraine
	23 
	28 


Source: World Development Indicators.

This deterioration in equality was partly due to corruptive practices. During the privatization process in Mozambique it is believed that similar practices prevailed. But given the fact that according to available data the income distribution has not become more eschewed, the Mozambique experience is different from those of other former socialist countries in Europe.

Mozambique in a regional context

A general conclusion is that income distribution is more eschewed in less developed as compared to more developed countries.

How does Mozambique compare to some Sub-Saharan countries? The table below provides some information.

In general, information on income distribution is scarce, perhaps reflecting a small interest of generating such data. 

Table ??

	Gini coefficients for selected SSA countries
	
	
	
	
	
	

	COUNTRY
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003

	Kenya
	..
	57
	..
	..
	..
	..
	45
	..
	..
	..
	..
	..
	..

	Malawi
	..
	..
	..
	..
	..
	..
	50
	50
	..
	..
	..
	..
	..

	Tanzania
	59
	..
	..
	..
	..
	..
	..
	..
	..
	..
	35
	..
	..

	Zambia
	60
	..
	53
	..
	..
	50
	..
	54
	..
	..
	..
	..
	42

	Zimbabwe
	39
	..
	..
	..
	50
	..
	..
	..
	..
	..
	..
	..
	..

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Source: WB, World Development Indicators
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	


Only two countries have information after the year 2000, namely Tanzania and Zambia.
 In both countries there has a significant decline in income inequality. In the case of Tanzania the Gini index dropped from 59 (1991) to 35 (2001) and in Zambia from 60 (1991) to 42 (2003).

The public discourse in Mozambique
In Mozambique there has been practically no discussion of income distribution issues. The prevailing view seems to be that a eschewed income distribution is acceptable as long as it does not lead to social unrest. … the inequality indicator should be continuously monitored, because an increase in inequality could potentially become a source of destabilization. (PARPA II, p. 29).

In another study the authors conclude that: 

This paper has sought to describe the pattern of change in inequality in Mozambique rather than state the underlying reasons for the changes observed. Clearly it is imperative that attention now turn to addressing these issues and devising policies to ensure that the growth in Mozambique continues to benefit the poorest sections of society. (Arndt et. al. 2005, p.20). 
With respect to the public discourse on development, Tanznia has initiated an important discussion. For example, the Tanzanian National Strategy for Growth and Reduction of Poverty (NSGRP) states that:

The basic tenet is that growth is necessary but not sufficient for poverty reduction: equity issues need to be taken on board. Tanzania needs fast but equitable growth, focussing on reducing inequalities and increasing employment opportunities to the poor and universal access to Public services. (Taken from Alberts 2005, p. 8).

While Tanzania is well in line with the international discourse on equity cum growth, this discourse has not yet started in Mozambique.
Summary and Conclusions

Mozambique has faced an impressive development record. With the establishment of peace in 1992 and the subsequent elections in 1994, Mozambique completely abandoned its socialist strategy. Macro-economic equilibria were attained and the rate of economic growth has been impressive.
As a result of this growth there was a significant decline in poverty from 69.4% to 54.1% between 1997 and 2003. The income distribution has remained the same throughout the period.
In the transformation of former socialist economies there has been a significant increase in income inequalities. This did not take place in Mozambique.
 

PARPA II does not even discuss the possibilities of transferring some of the economic growth to the poorer strata in Mozambique. Viewed in this perspective much work remains to be done to ensure that the policy of eradicating poverty is also translated into specific targets which go beyond achieving a high rate of economic growth.
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� In Arndt et.al. 2005, it is noted that very rich households were excluded in the sample. The income distribution data are based on consumption and do not include savings, e.g. purchasing a house.


� The background information has been taken from Alberts 2005.


� For a more comprehensive summary see Todaro and Smith 2006, pp. 22-24. PARPA II makes explicit reference to the MDGs, not least in Appendix 2.


� The like minded group has similar views on development issues and usually refer at least to the Scandinavian countries, the Netherlands, Canada, the UK and Ireland. One senior official once stated that the WB generously extends loans and then the countries cannot repay them. As a result the poor countries become ineligible for international credits. Thus we (the Like Minded Group) have to use our aid resources to repay the debt obligations to the WB. 


� The more developed countries wanted to ensure that the resources made available would not become “… aid from poor people in rich countries to rich people in poor countries” as a former Minster of Foreign Affairs (Luns) decades ago stated the problem of international aid. Also, According to Transparency International corruption is “rampant”, out of control, in Mozambique like in most other countries in Sub-Saharan Africa. While corruption might be inevitable at least there should be a significant impact on poverty reduction of the resources made available. Roughly 50% of the State budget is Mozambique is donor financed. 


Therefore, the donor countries have been pushing very hard to secure a monitoring system for poverty eradication. In both Tanzania and Mozambique there has been a rapid growth in data collection, often without due attention paid to the quality of the information gathered. Moreover, in several cases similar pieces of information are collected by different entities. 


� World Bank Press Release dated 29 June 2006. See also IDA and IMF paper dated 21 August, 2006.


� PARPA II, p. 10.


� PARPA II, p. 12. For methodological details see Second National Assessment 2004. While this paper has its focus on poverty reduction PARPA also considers other socio-economic variables organized into Education, Health and Access to Services and Infrastructure. 


� pp. 34-36.


� PARPA II, p. 1.


� See Appendix ?? for details. The base = 100 is the average for the period 1988-1992.


� In fact there are two Gini coefficients, p. 29, the usual one and something called GE(1), Entropia Generalizada, which is not known to us.


� PARPA II, p. 29. Under national there is a typographical error since there are two rural lines when there should have been one for urban and one for rural areas.


� Devido a facto que a desigualdade no país não aumentou significativamente nos últimos 5 anos, isto significa que o crescimento econômico teve uma base alargada. Embora historicamente a tendência do aumento da desigualdade não seja estranha a vários países em fase de crescimento rápido, este indicador deve continuar a ser monitorado, pois um agravamento da desigualdade pode potencialmente ser fonte de desestabilização. (PARPA II, pp.28-29).





� There is an indirect reference in PARPA II to income re-distribution on p. 58 and Table 19.


� The basic data are from the World Bank, World Development Indicators. The per capita income is GDP per capita in constant USD in constant prices (2000). The income shares of the various strata are based on the 1996/97 survey. Assuming that there was no change in the income shares, as was evidenced in PARPA II, it was possible to estimate the growth in per capita income.


� There is no consensus among economists on how to deal with this issue. A Pareto optimum is a situation when nobody can be better off without making somebody worse off. Income and wealth distributions are taken as given. 


� See Kutznets ??


� In the Latin American context a significant part of domestic savings were transferred abroad and/or were not translated into investments.


� For details see Alberts 1983.


� See ILO, Meeting Basic Needs, Geneva 1977.


� Alberts 1983 and Alberts and Brundenius 1977.


� I am grateful to Dr. Felix?? of the IMF for pointing out this trend in former socialist countries.


� Bulgari 1989 and 2003; Czech Republic 1988 and 1996; Hungary 1987 and 2002; Poland 1985 and 2002; Russian Federation 1987 and 2002; Slovak Republic 1988 and 1996; Slovenia 1987 and 1999 and Ukraine 1988 and 2003.


� Both these countries have passed the completion point.


� In Arndt et.al. 2005, it is noted that very rich households were excluded in the sample. The income distribution data are based on consumption and do not include savings, e.g. purchasing a house.
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