Impact of Financial Crisis in Mozambique
Executive Summary

	The financial crisis’ main impact will be felt in the real economy. The reduction of global demand, driven by the recession effect, will pressure world commodity prices to fall. In Mozambique, the most direct impact on macro-economic variables will be seen in the external accounts. Commodity prices fall in the form of reduced prices of natural resources will reduce the export volume of Mozambique. Since 30% of Mozambican imports are oil related and the country remains a net food importer, the fall of oil and food prices may on the other hand improve the trade balance, thus reducing the effect of imported inflation. However the negative effect of the decline of prices and reduced demand for the main export commodity, aluminium, is expected to offset the positive impact, resulting in a deeper current account deficit in 2009. The severe impact of the crisis on South Africa, Mozambique’s main trading partner, is likely to aggravate the negative effect in the trade balance. 
Growth is expected to slow down to 6% in 2009, either through the negative effect of the crisis on the export-led mega-projects, or by impacting on the new drivers of growth. The crisis will deepen the budget financing gap and increase reliance on donor and external financing, if further domestic revenue generation is not mobilized. Mozambique’s very weak fiscal flexibility and vulnerable external liquidity position as well as its fiscal and balance of payments reliance on donor grants represent endogenous weaknesses that may undermine the country’s capacity to react to the current financial crisis.
After a slippage on the inflation targets in 2008, monetary policy will benefit from the fall of international prices, thus reducing the risk of imported inflation.The stability of the Metical will be protected by the comfortable level of international reserves. However, an expansion of the monetary base should be a priority, to inject credit into the economy in this period of crisis.

However, the lubrication of the economy through credit, especially to the private sector, may be dampened due to increased risk aversion and possible credit rationing by financial institutions. Thus foreign investment may be reduced, and the private sector may be unable to perform its strategic role. 
The Mozambican financial market is not internationally integrated and only has an incipient stock market. The present features of the banking system may also smooth the direct impact of the crisis on the economy: 1) There is little long-term lending 2) The inter-banking market is small 3) The market for securitized and derivative instruments is incipient. 
However the shortage of stable long-term finance to meet domestic investment may be worsened by the crisis. The banks will be confronted even more with high market risks, triggering shortage of long term finance and excess liquidity. The financial crisis is likely to worsen this situation by inducing a retreat from lending, borrowing, and long-term investment. Due mainly to Mozambique’s low integration into global markets and its unusual isolation, the short term impact of the financial crisis is yet to be revealed; but the high foreign ownership of commercial banks, the majority of Portuguese origin, may turn out to be a serious direct channel of transmission into the economy. Also the effect of the exchange rate risk on aid allocations to the country was recently shown to be a threat, when the appreciation of dollar vis-a-vis the Euro created a reduction in dollars of current aid commitments.
Mozambique’s high dependence on donor support and concessional loans means that if there were to be a sustained decline or interruption in aid due to the financial crisis, this would have a devastating effect on the external liquidity of the country.



Introduction
The World is now suffering a major downturn as a result of the most dangerous shock in financial markets since 1930. The globalisation process has increased and intensified the inter-dependency among countries all over the world, and so the shock waves generated by the western financial turmoil may also hit the developing world. 
The purpose of this paper is to analyze the potential mechanisms of transmission of the crisis into the Mozambican economy, focusing on the following areas: 1) Banking System and Financial System Impact 2) Macro-economic Implications and Policy Challenges 3) Funding through ODA 4) Private Sector and Foreign Investment 5) The South African Effect.
1. Banking and Financial System Impact
It is argued that Mozambique, as most African countries, may paradoxically benefit from its isolation from the international markets. Its low integration in global markets may protect the country from the most direct effects of the financial turmoil and leave it, like much of Africa, less bruised than western countries. This section intends to discuss to what extent that is plausible, and to evaluate the impact of the crisis on Mozambique’s banking and financial system.
1.1. Long-term Loans and Low Access to Credit
The immediate question that may be raised when analyzing the crisis is: 
To what extent the crisis in Western countries will trigger a similar financial crisis in Mozambique, namely at the financial and banking level?
The financial crisis in the USA erupted in the form of the collapse of the sub-prime mortgage market. Recessions in developed countries tend to show their first signs in the housing market, since mortgages represent a considerable proportion of the long-term lending in the economy and are a major long term lending modality to households in western countries. On the contrary, the Mozambican banking system, as in other African countries, is characterized by the scarcity of long-term loans. There is a low impact of the mortgage market on the economy and an incipient housing market, due to idiosyncratic constraints in access to credit: 1) No collateral (specially no land) and 2) High risk premiums and subsequent prohibitive high interest rates. Therefore the intrinsic constraint of low access to credit, in particular to long-term loans, isolates the economy from an immediate impact of the financial crisis due to small house lending.
However the perennial weakness of the Mozambican banking system, of shortage of stable long-term finance to meet domestic investment, may be worsened by the crisis. Banks will be confronted even more with the combination of high market risk and lack of adequate instruments to assist in maturity transformation, leading to shortage of long term finance and excess liquidity. The financial crisis is likely to worsen this situation on two accounts. First, the rise in uncertainty and expectations of economic slowdown will make commercial banks even more reluctant to undertake long-term lending, increasing their preference for cash hoarding. Second, uncertainty will also lead businesses to delay long-term investment projects and increase their holdings in short-term assets and liquidity. Ultimately the financial crisis may indirectly affect African economies by inducing a retreat from lending, borrowing, and long-term investment. This may particularly dampen the efficiency gains achieved in recent years through the banks’ growing desire to find investments with greater returns, associated to greater risks, as is the case of the loans granted to companies and private entities.
1.2 Bank System Liquidity and Soundness
A second possible question would be: 
Is there a risk that the bankruptcy of banks in the USA and liquidity constraints in the European banks may be reproduced in the Mozambican banking sector? 
It is very unlikely that the same escalating effect of bankruptcy and liquidity crisis will occur in the Mozambican banking system. According to 2006 Banking Survey done by KPMG, the Mozambican banking sector was shown to be considerably healthy and safe. Banks have large liquidity and tend to operate in a conservative management way, assuring liquidity prudently and buying government bonds. The liquidity ratio was 56% in 2007 (2006: 52%) and the prudential ratios of the Mozambican banking system have continued to improve. Capital adequacy ratio for the banking sector has increased from 12.5% in 2006 to 14.3% in December 2007. Also non-performing loans decreased to 2.6% from 3.3% in 2006. In terms of the Balance Sheet, it is evident that the banking sector of Mozambique is characterized by increasing but still small interest earning assets averaging around 24%, mainly due to the increase of loans. However they are predominantly financed by reimbursements received from government securities, such as Treasury Bonds. The banks tend to adopt a low risk taking strategy and are highly profitable (around 135% profitability rate) reducing the possibility of imminent bankruptcy. 
1.3 Foreign Ownership 

Despite the sound features of the banking system, the 99,7% level of foreign ownership of the banking sector should be considered to be a potential threat. The majority of the 12 commercial banks have foreign ownership, i.e. more than 50% of their capital is foreign. This could constitute a threat, in the case that mother institutions withdraw resources from the subsidiary institutions in Mozambique as an emergency measure to cope with the effects of the crisis in their countries. If this strategic switch were to happen it would represent a devastating effect in the Mozambican economy.
List of Commercial Banks

	Name of Commercial Bank
	Main Capital Ownership

	ABC - African Banking Corporation, SA 
	Zimbabwe

	Barclays, SA (ex Banco Austral)
	British

	BCI - Banco Comercial de Investimentos, SA
	Portuguese

	BIM - Banco Internacional de Mocambique, SA
	Portuguese

	BMI - Banco Mercantil de Investimento, SA
	Mozambique

	BOM -Banco Oportunidade de Mocambique
	USA/Autralian

	ICB - Banco Internacional de Comercio, SA
	Ghana

	FMB - First National Bank, SA
	South Africa

	MCB - The Mauritius Commercial Bank, SA
	Mauritius

	SB - Standard Bank, SA
	South Africa

	Banco ProCredit, SA
	Germany

	SOCREMO  Banco de Micro Financas, SA
	Mozambique


Note: This list only includes ordinary banks; it excludes Micro-banks, Credit Cooperatives and Capital Risk Societies
However, despite this evident vulnerability, as yet there has been no obvious negative impact. The main argument to explain this is that the banks in Mozambique are subsidiaries, which have in fact independent management from their mother institutions. In addition a more direct impact in the short term could have been expected if this foreign ownership was mainly American, but this is not the case. The majority of the banking institutions are funded by Portuguese and South African investment institutions. In Portugal, the crisis has already affected the banking system; the BPN, Banco Portugues de Negocios was recently nationalized, and the state was forced to intervene with financial support to the BPP, Banco Privado Portugues, to avoid bankruptcy. However the main bank investors in Mozambique, the Caixa Geral de Depositos (a government owned bank) and Millenium remain sound. South Africa is a country which has been more severely affected by the financial crisis, but any multiplying financial effects of this on the Mozambican economy have yet to be revealed.
1.4 Stock Market Financing
The low integration of the Mozambican economy should also minimize effects of the financial crisis that are driven through stock markets, especially as the country only has an incipient emerging stock exchange: The Bolsa de Valores de Mocambique has small volume of transactions of around 400,000 dollars, and still very few companies (around 14 companies) are represented on the BVM, which thus still constitutes a very poor financing tool for the economy. 
2. Macro-economic Implications and Policy Challenges

2.1 Impact in the Real Economy: Current and Expected Developments in Relevant Commodity Markets.
The fall of commodity prices will reduce the price of natural resources, the main export products of Mozambique.
Up to June 2008, a commodity price boom sparkled on account of the massive entrance of China into commodity markets, which pressured up food and oil prices, but by September 2008 the financial crisis had triggered an oscillation of prices in the opposite direction with a recession effect. Recession in the USA typically has a multiplying effect on the world economy through the impact of the large USA trade deficit on global demand, pressuring commodity prices to fall. As a result, after an increase of prices in the first half year, afterwards they performed in the opposite direction. Prices of the main cereals imported by Mozambique have maintained the descending trend observed since September 2008. In October, the corn price was reduced by 21,8%, rice by 13,6% and wheat by 19,7%. In addition, the price of oil has progressively fallen, Brent crude falling to a value of 40.81 USD on 5th December 2008. According to the International Energy Agency, oil demand will continue to fall in 2009, leading to a global cut of 1 million barrels a day due to the global recession.
MOZAL’s export item, aluminium, after a considerable increase of its price in 2007, has shown a decreasing price since 2008 and on 16th January 2009 was only 1465 USD per metric ton. The rise of the aluminium price in the first half of 2008 was not as high as for other metals because China is also a net exporter of aluminium. Nonetheless, due to the recession and market surplus, aluminium prices are expected to decline further in 2009 and 2010. Moma’s heavy metal exports have also witnessed a decreasing trend in the price of its main output, titanium, since the beginning of 2008. The natural gas price decreased in the last quarter of 2008, but showed an overall increase in 2008 of 57.2%. Coal also had an amazing increase, of 97.8% in 2008. However, in 2009 this trend will not prevail and both will decrease, by 10.8% and 23.1%, respectively. 

Taken together, the index of metals and minerals prices is projected to fall 25 percent in 2009 and an additional 5 percent in 2010, compared to 2008. (See Annex 1)
2.2 External accounts and Trade Partners
The most likely direct impact on macro-economic variables will be in the external accounts. 
The current account has shown a persistent deficit during the last decade (if mega-projects are excluded). This is determined by the balance of goods, where typically the average annual growth of imports (13% in the last 5 years) is more accelerated than the rate of growth of exports (9% in the last 5 years). Consistently the current account deficits have been aggravated in 2008. Last year, the current account after grants witnessed a strong deterioration of -821 million US (rather than the forecast -710), as a result of a deeper trade deficit, of -1,122 million US dollars, triggered by the food and oil crisis. Higher commodity prices during the year boosted import expenditures, especially on fuel, by more than export receipts. Traditional exports increased noticeably, but the positive impact on aluminium exports was more than offset by the lower export volumes caused by disruptions in the supply of electricity.
However the overall balance of payments in 2008 performed better than envisaged, showing a superavit of 121 million US dollars, rather than the forecast 81 millions. The good performance of the balance of payments was the result of strong capital inflows which offset the deterioration in the current account. Public foreign borrowing was 539 million US dollars, lower than forecast, but private lending was higher than expected reaching a value of 375 million dollars (rather than 375
). FDI in 2008 was estimated at 455 million dollars in line with expectations; however this is an underestimated value because there is still some missing information on new mega-project investments.

As a result of the overall positive balance of payments, gross international reserves were positive, representing 1,641 million dollars equivalent to a comfortable 4.6 months of imports.
In 2009 the overall balance of payments is expected to show a small deficit and projections suggest that the current account before grants may improve by 1.4 % of GDP. Terms of trade have deteriorated more than expected, to -14.5 (forecast -8.4) and more than 4.2 in 2007.
Looking at the main import products, the structure of imports is dominated by products of final consumption (such as food and cars) and intermediate goods (oil, diesel and electric energy) representing respectively 35% and 30% of the total imports, while there is small portion of capital goods.
Main Import Products 2006 (1000 USD)
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Automóveis

208 113

Cereais

179 540

Medicamentos

39 265

Açucar

4 773

Maquinaria

397 681

Gasóleo

233 767

Energia eléctrica

83 718

Gasolina

54 922

Outros produtos

1 667 548


Source: INE Mozambique
The main components of export are products resulting from the export-led mega-projects, such as aluminium and gas as well as traditional crops such as cashew and shrimp. 
Main Export Products 2006 (1000 USD)
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Amendoa de Cajú

13 010

Algodão

45 691

Madeira

35 593

Lagosta

1 172

Tabaco

110 337

Milho

5 017

Açucar

71 351

Castanha de Cajú

23 678

Camarão

86 676

Energia eléctrica

177 820

Gás natural

109 606

Lingotes de 

Alumínio

1 401 315

Outros produtos

299 867


Source: INE Mozambique
The future deterioration of the trade balance will depend on the elasticity of demand for natural resources and traditional products. Thus the country’s exposure to the adverse impacts of the crisis will depend on the extent of the damages of the crisis on Mozambique’s trading partners.
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Source: INE Mozambique
The main export partners are South Africa and Europe, so the impact of recession and reduction of global demand is likely to be transmitted into the economy through the reduction of exports to
 those parts of the world. The countries to be affected most rapidly are those with substantial links with the US, which is not typically the case in Mozambique, even though the export volume to USA (6515.15 thou USD) is not negligible. In addition South Africa is also a relevant trade partner, so the recession in South Africa may have a direct impact in Mozambique. The effect of the crisis on emerging economies such as China and India, which have a strategy in Africa mainly focused on natural resources, may have particular effects in Mozambique. 
2.3 Growth 

Growth may slow down to around 6% in 2009 as the result of the fall of international commodity prices, but the inflationary pressures provoked by previous food crisis may also be alleviated in the current year. 

2.3.1 Growth and Inflation Trends: In 2008, output remained strong (GDP was 234.94 billions of MT), though somewhat below projections for 2008. According to the most recent IMF follow up, as consequence of the financial crisis, real growth was reduced to 6.5%, a lower value than the forecast 7%. Less optimistic sources, such as Standard &Poor’s ratings, estimate that in 2009 growth will lie in the range of 5-5.5%. However the IMF PSI Third Review has forecast a real growth rate of 6.2% in 2009. The true growth impact will depend on the extent and specially the duration of the recession.

According to the National Statistics Institute, consistent with seasonal trends (summer and festive season), through December 2008 the general prices increased 0.86%, after an exceptional 1.12% monthly increase registered in November. In 2008 the annual national inflation was 11.82% and the average 12 months inflation was 14.5%. During 2008 these strong inflationary pressures were triggered by the food and oil price crisis. The Food and Drinks components, (mainly tomato, rice, corn flour, fresh fish and cassava) are the components of the CPI basket that mostly dictated the high level of prices, contributing alone 9.64% to accumulated inflation in 2008. In conclusion, 2008 inflation exceeded the 10% GoM target and exceeded by far the value forecast by IMF in the PSI of July 2008 of 7.3% CPI average percent change. However, the prices of the main cereals imported are on a descending trend, so in 2009 the GoM may be able to maintain inflation below 10%; and indeed IMF optimistically forecasts an inflation rate of 7.1% for 2009.
2.3.2 Growth Drivers and Most Dynamic Real Sectors: The export-led capital intensive mega-projects are the current main source of growth in the economy. MOZAL alone contributes 7% of the GDP  and there are a total of five implemented  megaprojects, each of them representing an investment of over US$ 500 million (Moma, SASOL, Moatize and Cabora Bassa
). In a capital intensive based policy, future growth may be driven by more mega-projects. The mining sector is very promising; licenses have been granted for oil and gas and other minerals as titanium, gold and uranium in Tete and Sofala Provinces. Still at the early stage there are such potential projects as: 1) Millions of tonnes of coal are expected to be mined in Tete province by 2010 by the Australian-South African mining Company, BHP-Billiton; and 2) The Delta Group will be extracting gold in Manica province in 2009; 3) Hydro electrical projects on the Zambezi River are also at planning stage; 4) More extensive natural gas exploitation through upgrade of the gas pipeline corridor in Sofala; 5) Export-oriented biofuel plants (sugar cane); 6) Oil extraction in the  Rovuma basin in Cabo Delgado; and 7) Mining of heavy sands in Chibuto. However it should be noted that in 2008 constraints in electricity supply to mega-projects became a serious challenge. Output in 2008 has been adversely affected by disruptions to energy supply, mainly to the aluminium industry, Mozambique’s primary exporter. Thus energy supply deficiencies allied to financial crisis credit rationing may constrain future growth. The private sector is one of the main potential drivers of growth in Mozambique, and its ability to sustain current growth momentum would be greatly undermined by a reversal of the recent upward trend in private capital flows arising from the financial crisis. However, no concrete massive withdrawal of investment has yet been identified to now. Agro-business and tourism are both future potential drivers of growth. Both these sectors are emerging and deeply rely on the private sector. At this point, it should be added, tourism is the sector that was mostly owned by the GoM as a strategic priority, particularly as regards developing domestic tourism.
 
2.4 Budget Deficit and Government Finances
Financial crisis will deepen the budget financing gap and the reliance on donor and external financing if domestic revenue generation is not mobilized.
In 2008 the domestic primary balance before grants was negative, -8.56 billion MT, representing a larger than expected deficit (-7.32 billion MT). The budget financial needs measured in terms of primary balance are at this point -16.5 % of GDP rather than the estimated -17.1%. About half of the budget is financed externally. Slightly below the forecasts, the country received 28.16 billion MT in grants, and net external financing was 13.26 billion MT, corresponding to 5.6% of GDP. Net domestic financing was negative, -2.69 billion MT (-1.1% of GDP), but when adjusted for WB advance budget support, was only -0.73 billion MT (-0.3% of GDP). In 2009 the domestic primary balance is expected to maintain its negative trend, deepening the deficit to a value of -10.62 billion MT, and to recover only in 2010. Net external financing is expected to decrease to 11.55 billion MT, while domestic financing is expected to recover to a positive value of 1.82 billion MT. 
2.5 Monetary Policy

The fall in international prices will reduce the risk of imported inflation, and the stability of Metical will be protected by the comfortable amount of international reserves. 

In 2008, BM monetary policy managed reserve money (monetary base) using 17,347 million MT as its intermediate target to ensure a one digit inflation rate. However BM was forced to revise its monetary targets in the second half of the year to more than 19,000 million MT (annual target:17,506 mn MT) to reflect the impact on domestic inflation of fluctuations in international fuel and food prices, and to accommodate the large seasonal surge in currency demand. Due to BM expanding monetary growth in the second half of 2008 to accommodate the imported inflation sparked by the food and oil crisis, the increase of currency in circulation during the second quarter was larger than expected and annual national inflation reached the value of 11.82%. Although BM mopped up part of the excess liquidity, reserve money (currency and bank deposits reserves) in November was higher than programmed (17,613 million MT) and is now projected to have risen 10% by year-end. The expansion of the monetary base will support continued financial funding of the economy, measured by the share of broad money (M3), 34.3% of GDP, and will allow private sector credit in 2009 to expand about 25%. This monetary expansion has been compensated for by sterilization operations, so the BM has continued to lean towards sales of foreign reserves rather than T-bills, to absorb liquidity and avoid the crowding out effect on private sector. However one of the main risks of this monetary policy is its negative impact on external competitiveness, so the BM needs to be careful not to rely too much on the foreign exchange rate to control liquidity. Nevertheless, in the foreign exchange markets, the sale of 25 million USD by the BM, maintained the stability of the Metical, which on 30th November stood at 24,59 Mt/Dollar (0.1% monthly depreciation). The Metical currency despite the depreciation trend in the last few months had a 0.04% overall annual appreciation.

As a measure to expand available credit and tackle the potential effects of credit rationing on the economy, on 29th January 2009 the Central Bank announced the reduction of the inter-banking interest rates. Previously operational taxes were fixed at 10.25% (FPD) and 14.50% (FPC), and they have now been reduced to 7.00% and 13.00%. The reserve requirements were also reduced, from 9.00% to 8.50%. Both will come into effect on 7th February 2009.
3 Funding through ODA
3.1 Aid Shortfalls
Mozambique’s high dependence on donor support and concessional loans means that if there were to be a sustained decline or interruption of aid due to the financial crisis, this would constitute a devastating effect on the external liquidity of the country.

 At least 40% of the Mozambican budget is financed externally, which shows the strong aid dependency of Mozambique. Although the current commitments for 2009 are not likely to be jeopardized, in the short term the exchange rate risk is a real threat to a highly aid dependent country such as Mozambique. The recent appreciation of the dollar towards the Euro and Metical in the last half of 2008 has in practice reduced the dollar value of aid commitments at the end of the year (See Annex 2). However the overall impact of budget support has increased to 4.41 Billions MT, due to extra lending to the public sector (AfDB and WB), and also as a result of the previous depreciation of the dollar, which contributed to a more than expected increase of aid in dollars during the first half of 2008. 
Nonetheless, the recession may put pressure on foreign national budgets that have introduced cuts and/or allocated large amounts of capital to tackle the financial crisis in their national economies, which could trigger aid shortfalls from 2010. The possible cuts in traditional donors’ aid allocations may lead the country to seek to increase its aid from non-traditional donors, including China and India, in order to diversify its sources of external financing.
4 Private Sector and Foreign Direct Investment
4.1 Credit Rationing and Shortage of Electricity Supply
Private Sector and FDI is expected to decline.

The private sector is one of the main potential drivers of growth in Mozambique. Mozambique’s ability to sustain the current growth momentum may be greatly undermined by a reversal of the recent upward trend in private capital flows. The shortage of electricity supply and credit rationing will cause a contraction in private sector activity. Mozambique may feel the effects of the global reappraisal of credit risks: an increase in the cost of external financing on one hand, and a reduction in the funding available from corporate finance for investment projects. Several projects seem today to be under threat. The two most important ones are the ten-year-long negotiated Corridor Sands Titanium project led by an Australian company, that comprises an investment of 500 million USD in Chibuto in Gaza Province; and the Moatize coal mega-project, which is due to begin export in 2011. The Corridor Sands was postponed in early 2008 in response to doubts over its commercial viability. Moatize was delayed due to a freeze in international credit markets. The most viable mining projects are those that are already under construction or have secured financing. These include the development of a fuel pipeline from Maputo harbour to South Africa, and the expansion of the natural gas pipeline mega-project owned by South African petrochemical company, SASOL, which is planning to invest 1.6 billion Rands to increase output from the Pande and Temane gas-fields. International credit constraints are otherwise likely to reduce FDI, especially for projects in a very early stage of development.
5 The South African Effect
5.1  Reduction of Exports and FDI to and from South Africa
South Africa is the main trading partner of Mozambique so the severe impact of the crisis in SA is expected to reduce Mozambique’s volume of exports and also constrain future FDI coming from SA.

South Africa is one of the economies mostly hit by the financial crisis in Africa, due to its strong integration in international markets and its broad credit provision to the economy. Economic indicators released over the past few months are flagging a deepening slow down in economic activity. Household expenditure contracted by 0.8% in the third quarter last year, with growth in real personal disposable income easing to 0.2%. Strikingly, demand for non-durable goods contracted for the first time in more than five and a half years, while demand for durable goods has been shrinking for a year already. In October 2008 growth in vehicles sales had the sharpest monthly contraction seen in 25 years, and in December new passenger car sales dropped by 25%.

Households are struggling to cope with near-record inflation levels and high borrowing costs. Credit-financed purchases have been reduced as banks tighten lending criteria. The residential property market performed poorly in 2008, with growth in median house price contracting by 3.3%. Individual insolvencies climbed by 51% in the first eleven months of 2008 (compared with 2007). Furthermore, employment creation will be severely compromised in 2009, magnifying the expected slowdown in demand in 2009.
Business conditions have also deteriorated and confidence indicators are falling. Moreover, liquidations of companies, while still relatively low, increased by 6% in the first 11 months of 2008. Even though the corporate balance sheets remain supported by healthy deposits, corporate profitability is compromised and private investments are being scaled back. Public sector focus on frontloading capital expenditure programs this year, as part of a counter-cycle response to the slowdown in economic activity, will serve to support overall capital formation in the economy, but this may not be entirely sufficient to offset the broad slowdown of the economy. 
South Africa is currently the largest trading partner of Mozambique and most of the Foreign Direct Investment in the country is of South African origin, so it is expected that the real and direct channel of transmission of the crisis into Mozambique may come from South Africa, contributing to a considerable reduction of export volumes and reducing the FDI coming from this neighboring country. Moreover, there is the downside risk of a reduction of remittance transfers coming from SA due to the downturn in the country.
Summary: Mozambique’s prospects for 2009 on the medium term remain robust. However its very weak fiscal flexibility and vulnerable external liquidity position as well as its fiscal and balance of payments reliance on donor grants represent endogenous weaknesses that may undermine its capacity to react to the current financial crisis. Large volatility in international prices and the recent substantial price declines for main export commodities including oil, gas and aluminium will most likely impact negatively on the external accounts, and exports may reduce due to slowdown in global demand. Moreover, the global financial crisis is expected to adversely affect private capital inflows, and the turbulence may spread to the Mozambican financial system if the current crisis leads to a strategic withdrawal of banks’ investments in Africa to cope with financial crisis in their national economies in Europe and South Africa.
Annex 1: Commodity Prices
	Percent change
	
	
	
	F o r e c a s t

	Commodity
	2000-2005
	2006
	2007
	2008
	2009
	2020

	Energy
	13.5
	17.3
	10.8
	45.1
	-25.0
	0.9

	   Oil
	13.6
	20.4
	10.6
	42.3
	-26.4
	1.8

	   Natural gas
	10.4
	33.9
	1.0
	57.2
	-10.8
	-4.2

	   Coal
	12.7
	3.1
	33.9
	97.8
	-23.1
	-10.0

	Non-energy
	8.3
	29.1
	17.0
	22.4
	-19.1
	-4.3

	   Agriculture
	6.0
	12.7
	20.0
	28.4
	-21.5
	-1.3

	     Foods
	6.0
	10.0
	25.6
	35.2
	-23.3
	-0.3

	       Grains
	4.8
	18.4
	26.1
	50.9
	-28.9
	2.6

	   Raw materials
	5.0
	22.7
	9.0
	13.0
	-16.6
	-2.7

	   Metals and minerals
	12.3
	56.9
	12.0
	5.0
	-14.4
	-5.5

	     Copper
	15.2
	87.2
	5.9
	-0.6
	-18.9
	-4.2

	Source: World Bank.
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Annex 2: Impact of Exchange Rate Variation on Budget Support on the 12th of October 2008
	Overall ER effect  on Budget Support Commitment and Common Fund Commitments

	
	
	
	
	
	US millions
	Mets

	Budget Support Commitments as of September
	490,139,800
	12,483,858,159

	Budget Support Commitments at end Nov/start Dec
	405,410,155
	9,896,061,876

	Difference
	
	
	
	84,729,645
	2,587,796,283

	% change
	
	
	
	17.3
	20.7

	Common Fund Commitments as of September
	361,345,780
	9,203,477,017

	Common Fund Commitments at end Nov/start Dec
	278,377,438
	6,795,193,262

	Difference
	
	
	
	
	82,968,342
	2,408,283,755

	% change
	
	
	
	
	23.0
	26.2

	All Commitments as of end September
	 
	851,485,580
	21,687,335,176

	All Commitments at end Nov/start Dec
	 
	683,787,593
	16,691,255,137

	Difference
	 
	 
	 
	 
	167,697,987
	4,996,080,038

	% change
	 
	 
	 
	 
	19.7
	23.0


Source: Budget Analysis Group
Main Export Partners (1000 USD)
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� In the last 7 years Tourism generated 54 billion Meticais in government revenues, representing a 65.5% increase in hunting permits and 53,2% in National Parks revenues. Tourism Investments in a total value of 1,2 billion dollars, for the construction of eco-tourism resorts in Maputo, Zambezia, Inhambane and Mozambique Island are ongoing as a result of the cooperation between GoM and IFC.








�Put in correct figure


�Surely the prob;em is if they buy Moz exports not if they reduce export to Moz?


�hat is the sixth?
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