Will government and donors invest in the economy?

Joseph Hanlon

Aid to Mozambique continues to increase, and a dozen donors to Mozambique are now making their plans for the coming five years. But will the donors follow the government’s new priorities, and allow the extra money to be invested directly in economic growth?
Mozambique’s report* on the performance of the budget support donors, published last month, ends with a challenge: Will the donors change their aid from being “pro-poor” to being “pro-development”? The report asks a pointed question: Why are the “donors so absolutely sure that a poverty reduction strategy should be focused on delivering to the poor what they cannot afford because of being poor?” Would it not actually be more “pro-poor” to invest, for example, in irrigated agriculture and small and medium agro-industrial firms which would actually reduce poverty by raising incomes?. Donors should allow Mozambique to spend a higher proportion of its budget on poverty reduction and a smaller portion on social services, the report suggests.
Until now, the government and the donors have agreed on the development strategy for Mozambique. There have been three priorities: rapid expansion of health and education to meet the Millennium Development Goals, institution building, and improving infrastructure such as roads and electricity.

The belief has always been that if Mozambique creates the right conditions, then foreign investors will fly in and develop the country. But the recent debate over the “end of the Manica miracle” shows that it is not working. Sussengenda is the perfect example: there is a good road, electricity, cellphones, a good district administrator, available land and water, and a good business climate. But there is no development. Foreigners are not flocking in to invest.
Mozambique’s donor-driven strategy until now has been to create the conditions and then hold out its hands to beg for foreign investment. On his recent tours, president Armando Guebuza has been telling peasants to stop holding out their hands begging. And the same lesson applies to the government – it is time to stop holding out its hands to beg for foreign investment. Instead, it is time for Mozambique to invest in its own development. 

PARPA II begins to reflect this change in attitude. It says that resources must be channelled to the productive sectors of the economy. Its first economic development objective is “rural development” and its highest priority is to “stimulate a structural transformation in agriculture”
PARPA II goes on to say that the state must intervene, through public-private partnerships, to invest directly in agriculture and to invest in marketing (“agro-negócio”). And it says that the government must introduce “new credit instruments” to increase the access to credit. 

This provides a clear opening for a partnership with the private sector to create an agricultural credit institution or a development bank.

-------------------

Create jobs
-------------------
Through PARPA I and the Millennium Development Goals, there has been a stress on social rather than economic sectors. Poverty reduction has a social rather than an economic face. But ordinary Mozambicans have other priorities. In the famous survey on corruption, published last year, people were asked what they saw as the main problems of the country. They replied that number 1 was jobs (“disemprego”) and number 2 lack of money (“custo de vida elevado”). By contrast, corruption came 8th, education 9th, and health 12th – very different priorities from those of the donors.
Job creation has become a key issue the world over. India has just launched a programme which promises 100 days of work a year at the minimum wage to one member from each rural household. The Economic Commission for Africa in November issued its Economic Report on Africa 2005 entitled “Meeting the Challenges of Unemployment and Poverty in Africa”. It opens the report by saying: “Poverty has been unresponsive to economic growth. Underlying this trend is the fact that the majority of people have no jobs or secure sources of income. … Decent employment is the main escape route … out of poverty.” The report stresses “labour-intensive high value agriculture and agro-processing” and smallholder agriculture.
The report then goes on to say that “in Mozambique failure to promote labour intensity in either the composition of output across sectors or the choice of technology within sectors is undermining the country’s ability to reduce poverty despite high economic growth.” It notes that the mega-projects create few jobs at a cost of $1-2 million per job, while the average existing Mozambican firm could creation jobs for just 1% of that. And it goes on to point out that PARPA 1 says very little about jobs – less than Poverty Reduction Strategy Papers of other African Countries. PARPA II changes that a little bit, by calling for the creation of more and better jobs.
The lack of trade and business in rural areas is caused, in part, because people are so poor and there is so little money. People see job-creation as the most important goal, and wages would stimulate the rural economy. The government could act on this. At present the government has only 700 agricultural extension agents. World Bank studies show extensionists are effective in raising production. Kenya, with a population only slightly larger than Mozambique's, has 10,000 extensionists. Hiring and training thousands more extensionists would create jobs and boost production. Similarly, it would be possible to rapidly expand labour intensive road-building, which would also create dry season jobs. If job creation rather than efficiency is the priority, then it is easy to create useful jobs.
------------------------------
Transform peasants 

into commercial farmers
------------------------------

PARPA II recognises that peasant incomes can only be increased by gradually transforming small family producers into commercial farmers, and it recognises that the government has a major role in doing this.
It is widely noted that Mozambican peasants have not adopted new technologies – new seeds, fertiliser, irrigation, animal traction, etc. Perhaps the most destructive aspect of the past World Bank and donor policy has been the belief that peasants must accept all the risk from weather and market failure. Peasants simply cannot afford to take the risk of new crops and technologies.
Successful adoption of new technologies with large increases in productivity and production has occurred when risk is shared. Normally this means peasants obtain inputs on credit (which does not need to be repaid if the crop fails) and have a guaranteed market -- the peasant takes the risk that her labour may be wasted, while the company or marketing board takes the financial risks.
This system worked spectacularly well in Zimbabwe in the first years after independence, with a huge growth in peasant maize production and a big jump in rural incomes. Mozambique already has concession or contract farming schemes for cotton, rice, sugar, tobacco and paprika. These involve credit and technical support for irrigation, inputs, new seeds, etc as well as ensured markets.
There are many other crops that could benefit from a contract farming approach, including sesame (gergelim), pigeon peas (feijão boer) and soya. All have export potential as well as a local market. Increased soya production is also important for the local chicken industry. Fish production could also be promoted this way. 
There is no reason to wait for foreign companies who already have an export market, such as tobacco. The Mozambican government could provide the necessary subsidy to establish a wide range of contract farming schemes. PARPA II talks of public-private partnerships (Parcerias Públicas-Privadas) for agricultural trading (agro-negócio). The organisation running a concession scheme can be private – a company, NGO, or association. It is for the government to identify the contract schemes it wants (say, soybeans in Malema district) and to put it out to tender, with clear and realistic targets over, say, five years. Firms or NGOs would bid, saying how much subsidy they wanted. Over the next five years, the government could easily establish 100 such schemes.

The Economic Commission for Africa points out that all African countries are low income and thus exempt from World Trade Organisation rules restricting export subsidies.

Of course, as complaints about tobacco companies in Tete have shown, where concessions are granted there is a need to balance the power of the companies by forming peasant associations. Some NGOs are already doing this, and they could expand their role.

---------------------

Support and create

commercial farmers
----------------------

PARPA II also calls for government “support for commercial farmers” (“apoio aos agricultores comerciais”). How could that be done?

Sussendenga already has many Mozambican and foreign commercial farmers, and their failure to grow points to three core problems:

+ Lack of agricultural finance. Manica province is best for tropical fruit and nuts – mangoes, lychees, macadamia, citrus. But it is four years before trees produce, and even before planting the land must be cleared and irrigation systems introduced. That means farmers must have long term credit at low interest rates – 5% instead of 25% now.
+ Lack of technical support, both in agricultural and in business. And this is more than a few courses; it means regular visits to farms to provide support and guidance. And it needs initial support for back-up services, such as tractor repair.
+ Lack of marketing support, especially for export crops.
In the first instance, this requires money and commitment from government. But the modern state does fewer things itself, and increasingly buys in services from outside. It relies more on contracts, tenders and inspection – with a large amount of transparency which ensures that the public knows what the contract is and can help to monitor performance. This is the public-private partnership discussed in PARPA II.

Similarly, an agricultural bank or development institution can be set up as an independent institution, perhaps with directors from government, donors and civil society. Mozambique could also draw on the development banks in South Africa or Brazil to help it establish the institution.

And it must be clear where commercial thinking applies and where subsidies apply. The interest rate can be subsidised and the wide range of technical support must be subsidised, but lending decisions need to be commercial. And loans must be given with clear conditions and permanent accountability, and money given out only slowly. Bank officials may need to visit commercial farmers every two months to ensure that they are following plans, listing to advice, not misusing money, and are keeping good accounts. If any farmer (including a member of the elite) fails to satisfy the conditions, then lending stops immediately.
Paulo Negrao, a citrus farmer who is a former LAM pilot, uses this analogy. You don’t put a whole year’s fuel in an airplane. Instead, after each flight you check to see that everything went well and that the plane is still in good condition, and then you put in the fuel for the next flight. Similarly for loans – you release only a small part of a loan at any time, and then release more only on proof of the proper use of the previous part.

------------------
Risk taking
-----------------

One of the key inventions which spurred the development of capitalism was the concept of bankruptcy. That means someone can start a business and if it fails, they can walk away and try again. Most new businesses fail. Many small businesses fail when they try to grow. Only a small proportion of businesses grow big, but their contribution to the economy more than compensates for all the losses of failed small business. 

A key to intervention in the economy is to accept a high failure rate. If the government promotes 100 contract farming schemes, it only needs 30 to succeed to justify the whole process. Similarly the development bank will support thousands of would-be entrepreneurs, but only a few hundred will be really successful in the end. 
If the government of Mozambique and the donors are really to back capitalist development then they must accept the key tenet of capitalism – that it is built on risk and failure. Donors are still caught in the central planning era – they want to plan in detail where every dollar goes and ensure that it is not “wasted”. So they invest in the social sectors and infrastructure, which are easy to plan and control centrally.

Of course, risk can be reduced. Well written contracts, peasant associations, maximum transparency and market research would ensure that more contract farm schemes succeed. A well managed development institution would ensure that people were given training and support as well as loans, and that they are closely monitored, reducing the number of failures. But reducing risk costs more money, and this must be government and donor money.

The development paradigm of the past decade is based on the assumption that the private sector will end poverty, if the right conditions are created. Aid worth $11 billion in the past decade has helped Mozambique modernise ministries and build schools, health services and roads. But it has not bought dynamic economic growth. A shift in policy is needed, to put more government and donor money into promoting economic development, particularly in rural areas. Neither foreign nor Mozambican investors will develop Mozambique on their own. The government must set priorities, invest its own money, and create the support and banking institutions necessary to promote private sector growth.

Zimbabwe’s famous white farmers were not born good farmers. Colonial Rhodesia (and post-independence Zimbabwe) gave them massive subsidies and huge amounts of training and support. And it worked – at independence in Zimbabwe, after decades of support, about 30% of the white farmers were highly successful and hugely profitable. The experience of both Rhodesia and apartheid South Africa shows that with enough money and support, it is possible to create world-class farmers. Until now, the donor community has said this successful model cannot be used in majority-ruled countries. But perhaps the mood is changing. Perhaps as the dozen donors make their plans for the next fives years, they will adopt a pro-development instead of a pro-poor approach.
Aid to Mozambique is increasing. Surely that additional aid could be directed to economic development. An extra $50-$100 million per year would have huge economic impacts, if it was directed well. And it is essential to remember that the real difference between central planning and capitalism is an acceptance of risk, failure and bankruptcy. We don’t want cautious social programmes with 100% success rates; we want dynamic growth with the 30% success rates.

---

* The document “PAPs Performance in 2005” is available only in English on the website http://www.pap.org.mz/index.htm
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