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A Preparation Task for the
Hague PSI A Wor kshop
Oct ober 2003

Antoénio A. da Silva Francisco

1. OBJECTIVE OF THE TASK

During the week prior to The Hague Workshop of 13-14 October, the Consultant
undertook two days of preparation time for the presentation scheduled together with Kit
Nicholson (see the Specific Agenda Items in the Terms of Reference). These two days
were aimed at “hunting-gathering” evidence likely to uncover the trail of direct and indirect
effects of the Mozambique Full Tax Study, one of the 12 Pilot PSIA Studies carried out
about a year ago. This information gathered, as well as informing his speech for the
conference, was expected to be fed back to ODI and DFID, thus forming the first step in

reviewing the policy impact of the DFID pilots.

During the two days of “hunting-gathering” relevant information the consultant spoke with
six relevant stakeholders. On the first day, three of the stakeholders interviewed were
people who contributed to the Mozambique PSIA pilot: one from the Ministry of Planning
and Finances (MPF), a second one a petrol station’s owner, and the third a wholesaler
and transporters person. On the second and last day three other people were contacted: a
small businessman, a journalist and an economist and lecturer at the Eduardo Mondlane

University.

In addition to these individual contacts the consultant also browsed six local newspapers
(Noticias, Vertical, Savana, Zambeze, Demos, Domingo) and searched for titles and
articles relevant to the topic under preparation. The search was not exhaustive, but

scattered through newspaper editions covering the past five to six months.
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2. DIRECT EFFECTS OF THE 2002 MOZAMBIQUE PSIA PILOT STUDY

1. Following the last revisions introduced in the 2002 Mozambique PSIA Pilot Study

last April 2003 there have already been at least two revisions of the fuel prices in
Mozambique, one in May and the other one in September. The government official
contacted in the context of the preparation for The Hague Workshop is a senior
director at the MPF. He explained that the last two fuel revisions were to so extent
motivated, or at least directly informed, by the findings and recommendations
provided by the Mozambique PSIA Study (Moz-PSIA2002). In particular, he
referred to the recommended gradual increase of fuel tax aiming up to 100%
aiming at offsetting the erosion experienced by this tax in the past five or so year

u

due to inflation.

Thus, according to this interviewee, during the current year some key senior
government officials have already used the Mozambique PSIA pilot study to
persuade their political bosses to update the fuel tax. In this regard, the insistence
made by the IMF and the World Bank staff on this same issue of fuel tax has
certainly helped to keep the matter alive as well. But to be fair, one needs to
acknowledge that at least some government officials who already made some use
of the 2002 Mozambique PSIA Pilot Study did it because they agree with its key

recommendations.

Still, according to the MPF’s staff official, besides the two previous fuel price
updates, in which part of the fuel price increase includes the fuel tax adjustment,
his Ministry is contemplating introducing a decree intended to formally establish a
regular and automatic mechanism of adjustment as an integral part of the overall
fuel price revision mechanisms. Again, the IMF’s report mentioned above confirms
this statement and adds that the authorities indicated that earlier in 2004 there will
be further fuel taxes adjustments. This IMF report refers explicitly to the 2002
Mozambique PSIA Pilot Study, supported by DFID, and its key conclusion that the
impact of increasing fuel taxes on poor in Mozambique is relatively modest (see

Box 2 from the IMF’s report below).

! This is confirmed by the IMF’s Fifth Review Under the Poverty Reduction and Facility and

Request of Waiver of Performance Criterion, published last September 2003.
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Lrox 2. Poverty and Social Inpact Analysis {PSIA): the Case of Petroleum Taxes in Mozambigue

In October 2002, a group of consulants concluded a PSTA report that was supported by the DFID, The smdy
assessed the impact of an increage in fuel taxes in Mozmnbigue, Fuel taxes, which are specilic, bad not
been increased for five vears and their real value had been substantially eroded. As a cesill, the share of
these taxes in government revenue, which had waditionally been around 10 percent, had Been reduced w

T percent,

The study focused on two policy scenarios: (1) updating the Fuel mx in line with inflation, which would
involve a 65 percent increase in these taxes and would lead to 2 135 percent increase in fuel prices; and

(1) updating the taxes to protect their dellar value, which would involve a 100 pereent adjustment and would
resull in a 20,7 percenl increase in prices. Taking into aceount the patentizl impact on vitlnerable groups and
the goal of maintzining price consisteney with South Africa, the study recommended the first seenario.

Main effects

Ciiven the very small share of fuel in the economy, the PSTA suggested that the net sconomic impact wiould
be smaller than generally envisaged, as fuel imports have amounted toonly 3 percent of GDP in recent
years, with fuel 1axes aceounting for slightly more than | percent of GDP. In this connection, the swdy
concluded that the impact of an incrzase on the poor would be relatively modest, and that any increase may
be more constrained by the need to preserve consisiency wilh South Affican prices than by concerns about
ils umpact on poverly,

Fuel prices in Mozambigoe affect other prices in the economy mainly through their cffcct on transport costs.
In this regard, models of transport operations uswally assume that fuel accounts for a high proportion of
direet operating costs, but other sources of information used in the PSIA (such gs a social accounting matrix,
SAM) suggest that fuel accounts for a much smaller share of all ransport eosts (abour 10 pereent). These
differsnces may be explained by the fact that the SAM coethicient is an average involving many types ol
transport, while models of fransport cperslions coneentrate on motor vehicle transport, which has the highest
fuel conten,

In the course of the study, key Mozambican stakeholders were of the view that an increase in fuel 1axes
would have a significan: negative impact on poverty levels. Although some activities are more sensilive w
fugl price changes, the PSIA argued that the aggregate impact on purchasing power of the fuel price changs
asseciated with a 100 percent inctease in the fuel tax (the second and stronger policy option referred to
above) would not be large, as the cost of living would increase by only 042 percent (pushing 28,500 people
helow the poverty linek

Further analysis and comparative assessment

The PSIA did not look i the impact of the alternative revenue messures hal would be reguired o generate
an increase in tax réeeipts similar w that eovisaged in the exereise, Furtheomors, the report did not
incorparate in the analysis the positive effect on poverty of the higher expenditure Tevel that would be
associated with the increase in fuel axes. More emphasis should also be given o the need to introduce an
autematic mechanism of adjustment for these taxes in order 1w avoid their erosion with inflation over 1ims.

Aside from the restrict use of the Moz-PSIA2002 within or between the MPF and
other ministries, such as the Ministry of Energy, apparently there has not been any
further effort to make the study available to the key stakeholders or the public in
general. The MPF, as the immediate client interested in the Mozambique PSIA
Pilot Study, has made no effort to translate it into the official language in the
country (Portuguese), which also restricts its accessibility to a wider public. It is
true that the PSIA studies can be reached through the internet, from the DFID and
World Bank WebPages, but there has not been a similar initiative in the beneficiary

country. Indeed, neither the terms of reference set for the PSIA study nor any of
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the relevant ministries seem to have afterwards contemplated the usefulness of
sharing the PSIA study with the wider pubic, namely the media and interested

organizations from the civil society.

The previous point is particularly relevant when one considers the debates
provoked in at least two occasions by the recent Government’s decision to
increase of fuel prices. The latest price revision was made public last September
23; local newspapers reported it and in particular stressed its inevitable impact on
the cost of living and ianation.ElHowever, when one reviews the articles published
on the new fuel prices increase (Noticias, 24.09.03, p. 1; 26.09.03, p. 4-5;
03.10.03, p. 4-5; Vertical, 24.09.03, p. 4; see below a scan of one such a
newspaper article), contrary to what the government official asserted one finds no
single reference in the public declarations to the fuel tax recommended in the 2002

Mozambique PSIA Study.
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The latest IMF report on Mozambique, released last 5 September 2003, also singles out
the contribution of fuel prices increase to raising inflation, together with other factors such
as, the drought effect on some food products and the appreciation of the South African
Rand.
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6. Even those government officials called to explain the recent fuel price
adjustments, who were also aware of and at a certain stage even contributed to
the PSIA study (i.e. by providing interviews and participating in the seminar held to
present the main findings) made no reference to any adjustment specifically
associated with the fuel tax adjustment. For instance, Ms lolanda Cintura, the
National Deputy Director for Energy, appears in one of the local newspapers
describing the fuel price revision mechanisms (Noticias, 20.10.04, p. 5). Cintura
explained that the fuel price mechanism includes a monthly revision and update,
and enumerated the following key determining factors of changes in fuel prices in
Mozambique: the situation of the international market, the exchange rate and the
consumer price index. In relation specifically to the latest price increase, Cintura
informed that the key determinant was the import cost. If part of the referred price
increase included an update of the fuel tax as well, as the government official from

the MPF suggested, Cintura did not acknowledged it in public.

7. The example provided in the previous paragraph counters, at least on the surface,
the information provided above by the director from the MPF. A closer
consideration, however, is likely to reveal that this not the case. As in several other
situations, government officials retain so much discretion in implementing new
decisions, regulations and laws that they appear to be rendered ineffective (Nasir
et al., 2002: 27). If they are not ineffective in this particular case of the fuel tax
adjustment, so it seems because the referred adjustment is then mixed out with
the overall adjustment, for instance, to the international price changes. It main be
useful to recall here Nasir et al. (2002)’ study entitted Mozambique Industrial
Performance and Climate Assessment, in which they state: “...government officials
retain so much discretion in implementing new laws and regulations that the laws
are often rendered ineffective. Officials often obstruct implementation of the new
policies by delaying or even ignoring decrees. In some cases local officials have
never even heard of legislated changes”. This has actually happened in the past in
relation to the fuel tax. In spite of the assurance made by the official from the MPF
interviewed, it remains to be seen whether the fuel tax will no longer be delayed or

ignored again for the same reasons.
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3. INDIRECT EFFECTS OF THE 2002 MOZAMBIQUE PSIA STUDY

8. One of the persons approached and briefly interviewed in the context of the
preparation for The Hague PSIA Workshop was a journalist who has a particularly
interested on economic issues. As mentioned above, the edition of Vertical dated
24.09.2003 reported the latest increase of fuel price in a small article entitled: “Fuel
prices going up again”. The article described the different increases according to
the type of liquid fuel, and wondered to what extent the Mozambican economy can
be said to be running well when, time and again, the increase of fuel prices
provoke an increase of several other food and non-food products. The journalist
was not aware of the Mozambique PSIA Study and lamented that professionals
from the media have very often no access to such specialised studies, which could
improve their knowledge on complex matters such as the market prices and help

them to provide more qualified and informed assessments to their readers.

9. In turn, the lecturer approached by the consultant declared to have not heard any
more about the Mozambique PSIA Study, following brief information when the
study started more than a year ago. He asserted that the dissemination of such
studied was paramount, for they could contribute to clarifying many
misunderstandings and misconceptions. He insisted in particular that several
organizations from the so-called civil society should be given the opportunity to
access to such specialized studies. Such organizations are, for instance, the
consumers’ rights associations, the trade unions, some national and international
NGOs, and professional associations like the transporters associations. According
to the same academic, very often people, including researchers and managers,
complain about the side-effects of Mozambique’'s high dependency from
international aids. However, most people do not realise that the implication, or the
way out from aid dependency, is through mechanisms that strengthen internal
revenue sources, such as the fuel tax. The link established between the fuel tax
and road rehabilitation in rural areas goes along such lines of gradually reducing
Mozambique’s dependency on aid, but this is seldom made explicit. If technocrats
do not share with the wider public the motivation of such revenue sources, they
then miss a very good opportunity for dialogue aiming at raising public aware
about the need of economic instruments. In this context, it is not surprising that
during the recent debates concerning the latest fuel price increase in Mozambique

some transporters from the public transport sector even claimed that the

60f8



Government should subsidise the fuel cost used in their activity as a way to

minimize the financial constrains they are facing.

4. FINAL REMARKS AND RECOMMENDATIONS

10.

11.

12.

13.

The above remarks are not intended to be exhaustive, but simply to inform the
participants at The Hague PSIA Workshop on some possible effects, direct or
indirect, of the 2002 Mozambique PSIA Study, and provide a first step in reviewing
the policy impact of the PSIA studies.

Despite the lack of public aware and knowledge about the main recommendations
provided by Mozambique PSIA Pilot Study, its direct and most immediate effect

seems to be the implementation of some of its key recommendations.

As to the indirect effects of the referred study, so far they appear to be still very
weak. The study has not been shared with the media, or even with the key

stakeholders.

Throughout the conversations and exchange of ideas with the people mentioned

above, they put forward the following recommendations for further consideration:

* The main deliverables associated with the PSIA studies should be
made available also in the local language. Perhaps, this could even be
contemplated in the terms of reference and cost set up for the

consultancies that undertake the studies;

* Even though, for any justified reason, a specific study is not translated
into the official language of the beneficiary country, that alone should
not prevent the national institutions from making them public and

sharing their content with media and key stakeholders;

e The “poverty observatory” recently set up in Mozambique should
consider the possibility to undertake further PSIA studies within the
spirit of the Mozambique PSIA Pilot Study, particularly the idea of
undertaking ex-anti studies aiming at anticipating or minimizing the

negative impact on poor people of specific economic measures;
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The PSIA studies could be used as an instrument not only for
monitoring and evaluating the implementation of the PRSP/PARPA, but
also for the longer term new actions plans, such as the Agenda 2025
and the New Partnership for Africa’s Development (NEPAD). The latter
need to be strengthened in terms of realism and operational

instruments.
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