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• Real GDP growth in 2017 is estimated at 3.3%, down 
from 3.8% in 2016, mainly due to continued fiscal strain, 
monetary tightening, an investment slowdown, and the 
challenging debt situation. Looking ahead, growth is 
projected to remain subdued at 3.0% in 2018 and 2.7% 
in 2019 due to continued tight fiscal and monetary 
conditions.

• The political situation remains stable with discussions 
ongoing between Government and the opposition about 
decentralization. However, population growth in the 
country is among the highest in Africa, with poverty 
pervasive and inequality rising.

• The continued development of the main integrated 
development corridors, along with downstream linkages 
to rural areas, is crucial to overcome the narrow and 
geographically concentrated availability of critical 
infrastructure and address the needs of the poorer 
sections of the population.

 
OVERVIEW

Mozambique’s economic performance has cooled since 2015, 
and GDP growth in 2017 was estimated to have slipped to 3.3%. 
Continued fiscal strains and tight monetary policies curtailed 
both financing to the economy and internal demand. Reduced 
foreign direct investment in the face of stalled development of 
gas megaprojects and the overall depressed economy further 
accentuated financing constraints. The main drivers of growth 
were the primary sector, where agricultural production pro-
gressively recovered from the effects of a regional drought (El 
Nino), and the extractive sector experienced strong growth 
and an increase in coal exports. Growth is projected to remain 

subdued at 3.0% in 2018 and 2.7% in 2019 due to continued 
tight fiscal and monetary conditions. Agriculture and extractive 
industries are expected to drive economic growth, as weather 
conditions are projected to improve, enabling for an increase 
in agricultural output; coal exports will continue to expand until 
production reaches maximum capacity. 

Despite recent positive indications regarding the develop-
ment of Mozambique’s large-scale natural liquefied gas pro-
jects, large fiscal revenues are still far in the future. In the short 
term, the country faces a liquidity crisis to balance its external 
accounts and finance its fiscal deficit. In the aftermath of the 
USD 1.4 billion hidden-loans disclosure in April 2016, Mozam-
bique defaulted on its sovereign bond in January 2017 as com-
mercial debt service was considered unsustainable by the Gov-
ernment. This led Fitch to give Mozambique a selective default 
rating and Moody’s to give it a default rating. The country is 
considered to be under debt-distress by the International Mon-
etary Fund (IMF). The Government is working to restore confi-
dence with external partners and investors. For that, a credible 
fiscal tightening stance is crucial to ensure debt sustainability 
and successful restructuring of the commercial debt. However, 
municipal elections in 2018 and parliamentary elections in 2019 
will test fiscal discipline.

Mozambique’s underdeveloped and spatially unbalanced distri-
bution of critical infrastructure is still a main obstacle to broad-
based private sector-led economic activity and inclusive devel-
opment. Infrastructure development is concentrated in historical 
development corridors, as well as in urban centres, while two 
thirds of the population lives scattered throughout the rural 
areas, hindering public service delivery. For Mozambique to 
achieve levels of public infrastructure comparable to other devel-
oping countries, it will need to increase annual public invest-
ment (including maintenance costs) by an estimated 11% of 
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GDP. The reform and streamlining of the existing Public-Private- 
Partnership (PPP) and concession laws and regulatory frame-
works could unlock added private sector capital to partially 
address the country’s funding and infrastructure needs.

RECENT DEVELOPMENTS  
AND PROSPECTS 

Mozambique is a low-income country with a Gross National 
Income per capita of USD 460, ranking it 44th out of 54 Afri-
can countries, despite averaging an impressive GDP growth 
rate above 7% for almost 2 decades. The country’s economic 
performance has cooled down since 2015, with GDP growth 
falling to 3.8% in 2016 and an estimated 3.3% in 2017. Without 
a clear proposed roadmap for a political and financial solution 
to the current debt and liquidity crisis, the country is faced with 
limited financing options, unmanageable debt levels and a lack 
of budgetary support from development partners to finance the 
considerable fiscal deficits. The result is a continued adverse 
fiscal and monetary framework that curtails both public and pri-
vate internal demand, weighing on the economy. Public capital 
expenditure was reduced from 10.8% of GDP in 2015 to 8.8% 
in 2016 and 6.5% in 2017, while recurrent expenditure remained 
about the same in real terms. Furthermore, public arrears to the 
private sector are estimated to have accumulated above 5.5% 
of GDP, resulting in a further liquidity squeeze to companies. 
The tight monetary policy stance by the central bank assisted in 
taming inflation from its peak of 25% in November 2016 to 3% 
in March 2018, while holding the valuation of the Metical against 
the USD. However, the high real lending interest rates to private 
companies, with the average 1 year lending rate to SMEs hov-
ering around 30%, and the crowding out effect of Government 
domestic borrowing, has left most companies without financing 
solutions. Credit to the private sector contracted by 10% and 
non-performing loans of banks more than doubled within 2017. 
External demand and foreign investment dwindled. Foreign 
investors shied away in the face of the stalled gas megaprojects’ 

development and the overall depressed economy further 
accentuated the financing constraints, while external demand 
for traditional agriculture cash crops remained depressed.

The domestic demand contraction resulted in slower growth 
in the services sector. The most affected service sub-sectors 
were retail, real estate, transport, and communications, as well 
as financial services, as small and medium enterprises strug-
gled. The sector’s contribution to GDP is 53.3% and currently 
employs 22% of the labour force. However, its main contribu-
tion to GDP stems from micro-scale retail businesses (12% of 
GDP) with small profit margins and few opportunities for saving 
and investing. For the first time since 1994, the industry sector 
contracted in all the three sub-sectors of construction, energy, 
and manufacturing. The sector contributed in 2016 a meagre 
14.9% of GDP, employs only 3% of the work force, and is dom-
inated by the Mozal aluminium smelter project. Energy produc-
tion from the 2GW Cahora-Bassa hydro-power station suffered 
from low water reservoir levels and technical problems, while 
construction services contracted on the lack of demand and 
financing. The main drivers of economic growth were the pri-
mary sector with the agriculture sector progressively recover-
ing from the regional drought effects and the extractive sector 
experiencing strong growth with the ramping up of coal exports 
that accounted for nearly two thirds of the 2017 GDP growth. 

The agriculture and fisheries sector’s share of GDP was 24.9% 
in 2016. It employs the bulk of the country’s work force (74.6% 
in 2015) but is marked by low-productivity subsistence-type 
production patterns and limited value chains. The country is 
a net food importer with 5% of imports in 2016. Main export 
cash crops are tobacco, bananas, cashew, and cotton. Sugar 
is the only meaningful processed agriculture export product. 
The extractives industries sector entrenched its economic 
importance, expanding to 6.9% of GDP in 2016, up from 2.4% 
in 2011. The increase came on the back of large-scale coal 
exports benefiting from the conclusion of the joint Vale (Brazil) 
and Mitsui (Japan) investment in the rail line that links the coal 

TABLE 1. Macroeconomic indicators

 2016 2017(e) 2018(p) 2019(p)

Real GDP growth 3.8 3.3 3.0 2.7

Real GDP per capita growth 1.1 0.5 0.2 0.0

CPI inflation 19.2 15.3 6.3 6.7

Budget balance (% of GDP) -6.2 -4.4 -4.8 -6.8

Current account (% of GDP) -40.6 -16.2 -16.3 -24.1

Source. Data from domestic authorities; estimates (e) and predictions (p) are based on the authors’ calculations.
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mines in the province of Tete, to the Nacala seaport, passing 
through Malawi. When it reaches its maximum capacity in 2018, 
the new infrastructure will allow for 22 million tons of coal to 
be exported per year. Other relevant extractive products are 
titanium, graphite, gem stones, and especially natural gas 
produced from the on-shore fields. Going forward, these two 
sectors—agriculture and extractive industries—are expected to 
drive economic growth in the short term. The weather condi-
tions are projected to improve, thereby allowing for an increase 
in agriculture output, and coal exports will continue to expand 
until production reaches maximum capacity, sustaining growth 
at 3% in 2018 and 2.7% in 2019. An easing of monetary policy 
that could finance the economy is contingent on a robust fiscal 
consolidation. However, the prospect of a new election cycle for 
2018 and 2019 will challenge fiscal discipline.

The most significant economic development of 2017 was the 
final investment decision by ENI (Italy) for the Coral offshore gas 
field first phase development. Despite its relative small size—
with an estimated production of 3.4 million tons of gas per 
year, it is smaller than the Pande and Temane onshore fields 
that have been in production since the early 2000s under Sasol 
(South Africa)—and the limited investment that the floating LNG 
vessel will bring to shore, it constitutes the first development 

in the Rovuma basin, considered one of the largest natural 
gas reserves in the world. There are equally encouraging sig-
nals from Anadarko (USA) regarding the development of the  
USD 24 billion liquefied natural gas (LNG) onshore plant. With 
a large part of the necessary gas off-taking agreements for the 
project finance nearly or already secured, the prospect of a final 
investment decision in 2019 could finally materialize. The LNG 
plant offers renewed opportunities for the creation of a down-
stream value chain that can develop a domestic industrial clus-
ter (e.g. fertilizers, gas-to-liquids, and gas-to-power). It will be 
crucial to forge the necessary linkages between the sector and 
the domestic economy, as well as the region as a whole, and 
ensure the resilience and competitiveness of the real economy.

The recently released population census registered an impres-
sive 40% growth in population during the past decade. This 
poses a structural challenge to the economy and the country. 
Data from the 2015 national poverty assessment revealed a 
decrease in the poverty rate from 54% in 2009 to 49.2% of the 
population living under extreme-poverty, although those classi-
fied as poor rose by 1 million to 12 million in total, particularly in 
rural areas where there is high dependency on subsistence-type 
farming. Furthermore, inequality widened, both in urban versus 
rural and between regions. In the medium term, the priority is to 

TABLE 2. GDP by sector (percentage of GDP)

Constant prices 2011 2016

Agriculture, forestry, fishing and hunting
of which fishing

28.6

1.8

24.9

2.7

Mining and quarrying 
of which oil

2.4

–

6.9

–

Manufacturing 11.2 9.6

Electricity, gas and water 3.4 3.0

Construction 2.3 2.3

Wholesale and retail trade; repair of vehicles; household goods; restaurants and hotels
of which restaurants and hotels

14.2

3.1

15.0

2.2

Transport, storage and communication 12.6 10.7

Finance, real estate and business services 9.9 8.6

Public administration and defence, security 5.5 7.1

Other services * 10.0 11.8

Gross domestic product at basic prices / factor cost 100.0 100.0

* Other services include: Education, health and social work and other services. 

Source. Data from domestic authorities.
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achieve an inclusive growth model, with the diversification of the 
economy away from megaprojects and natural resources, and 
gear public spending to foster human development. 

MACROECONOMIC POLICY

Fiscal policy 
Mozambique has incurred significant fiscal deficits in recent 
years, averaging 5.1% of GDP during 2014-16. The GoM 
expanded public expenditure during the economic boom years, 
benefiting from low debt and generous windfall revenues from 
the capital gains tax that curbed overall deficits. Fiscal strain 
and increasing debt levels were further compromised by the 
reduction of donor funding in 2016 with the suspension of 
budget support. Total public expenditure recorded a peak at 
39.4% in 2014, an election year, before returning to an aver-
age of 32.9% GDP in 2015-16, implying a reduction in capital 
expenditure from 16.4% of GDP in the 2014 election year, to an 
estimated 6.5% in 2017. Fiscal sustainability is challenged by a 
high wage bill, increasing debt servicing costs, as well as the 
ailing economy. On the revenue side, domestic revenues saw 
a continued upward trend during 2011-14 from 21.3% of GDP 
to 34.6%, due to fiscal reforms and improved efficiency of the 
tax administration. The economic downturn led to a reduction 
in total revenues since 2015, reaching an estimated 25.0% in 
2017. With the subdued economic activity and the approaching 
of an election cycle, the fiscal outlook is challenging. Further-
more, without access to international markets and donor direct 
budget support, the fiscal deficit has been financed exclusively 
through domestic borrowing with soaring costs. Going forward, 

controlling the wage bill, arrears management, and reducing the 
cost of deficit funding will be crucial. 

Monetary policy 
The Central Bank implemented a restrictive monetary policy 
that tamed annual inflation from 25% in 2016, to 15.3% in 
2017 and held the valuation of the Metical. Benefiting from the 
stronger Metical and foreign currency inflows, year-on-year 
inflation reached 3.1% in March 2018. The shock to the bal-
ance of payments started at end-2014 by the abrupt drop of 
FDI, accentuated by the hidden-debts disclosure in April 2016, 
warranted a strong tightening of monetary policy. Between 
2015 and 2016, inflation spiked 10-fold to 25%, compounded 
by the drought effects on agriculture production. Foreign cur-
rency reserves declined by 33% and the Metical devalued over 
50% against the US Dollar. The tightened monetary policy 
implemented by the Central Bank in 2016, with an increase in 
its lending facility rate from 9.5% to 23.25% and the enforce-
ment of foreign exchange outflows controls, has proved to be 
adequate to stabilize the currency and reduce inflation. Since 
then, and assisted by the influx of foreign currency from large 
coal exports starting end-2016, the Metical stabilized and for-
eign currencies increased to 3.9 months of import cover, from 
3.5 in 2016, but at the cost of a slump in private consumption. 
The Bank of Mozambique, in April 2017 introduced a short-term 
interest rate (MIMO) and started moderate easing of monetary 
policy with a 225 basis points accumulated cut until Decem-
ber 2017. Nonetheless, credit to the private sector contracted 
by 12% in 2017, with average 1-year lending rates hover-
ing at 30%, and a crowding out effect of the trifold increase 
in public sector domestic borrowing. For the medium term, 

TABLE 3. Public finances (percentage of GDP)

2009 2014 2015 2016 2017(e) 2018(p) 2019(p)

Total revenue and grants (a)
Tax revenue

Grants

24.0

13.8

8.4

34.6

26.3

4.3

28.8

21.8

3.0

26.2

20.2

2.1

25.0

19.6

1.5

24.1

18.9

1.3

23.5

18.6

1.1

Total expenditure and net lending (a)
Current expenditure

Excluding interest

Wages and salaries

Interest 

Capital expenditure

27.9

14.6

14.1

7.5

0.5

11.9

39.4

22.1

21.1

11.3

1.0

16.4

33.2

19.8

18.5

10.9

1.3

10.8

32.5

21.3

18.3

11.4

2.9

8.8

29.4

20.2

16.6

10.9

3.6

6.5

28.8

21.1

16.9

10.6

4.2

4.6

30.4

21.6

16.1

10.7

5.6

5.2

Primary balance -3.4 -3.8 -3.1 -3.3 -0.8 -0.6 -1.3

Overall balance -3.9 -4.8 -4.4 -6.2 -4.4 -4.8 -6.8

(a) Only major items are reported.

Source. Data from domestic authorities; estimates (e) and predictions (p) are based on the authors’ calculations.
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inflationary pressures are likely to remain subdued in line with 
economic activity. Inflation is forecast at 6.3% and 6.7% in 
2018 and 2019, respectively. However, the monetary policy 
stance is expected to remain cautiously tight, in the face of 
mounting fiscal risks, constraining credit to the economy.

Economic cooperation, regional integration  
and trade 
Mozambique has incurred large current account deficits in 
recent years, averaging 51% of GDP during 2014-15, mainly due 
to high imports for megaprojects related to extractive indus-
tries. During the same period, imports outperformed exports 
by a large margin. The reduction in imports started in 2016, 
reflected the completion of megaprojects and the slump in eco-
nomic activity. Imports registered a sharp decrease to 43.4% 
in 2016 and an estimated 39% of GDP in 2017. On the other 
hand, exports averaged 23.1% of GDP during 2014-15 due to 
weak global demand for Mozambican commodities, in particu-
lar of aluminium, but also because of the El Niño drought effects 
that curtailed exports of traditional cash crops. In 2016, exports 
increased to 30.6% benefiting from the new coal export infra-
structure that allowed for a boost in coal exports. Exports fur-
ther expanded to an estimated 33.8% in 2017, assisted by the 
pickup in aluminium prices and the improvement in cash crops 
exports. The outlook for 2018 and 2019 is positive as further 
expansion of coal and agriculture commodities exports should 
keep exports at around 36% of GDP, while imports will remain 
subdued, leading to an average current account deficit of 20% 
of GDP. Nonetheless, the narrow export base and low level of 
sophistication is reflected in its trade flows: Europe is Mozam-
bique’s first export destination (38.6% of total exports of which 
70% is aluminium); South Africa is 2nd (21.2%, mainly electricity 
and natural gas); India is 3rd (mostly coal) and China 4th (other 
minerals, forestry, shrimps). Overall, 24% of exports go to Asia. 
South Africa stands out as the main origin of imports (30% of 
total imports, mostly of consumer durables and food), followed 

by China (8%, consumer goods). Mozambique is a member 
of the SADC, for which it has waived duties with the 15 SADC 
partner countries and is a growing contributor to the Southern 
Africa Power Pool. However, apart from South Africa, trade with 
the remaining SADC countries is low. The further development 
of quality road, rail, and power connections under development 
to neighboring countries, four of them landlocked, if coupled 
with improvements in the business environment, could provide 
a natural market for domestic value chains and value addition 
through in-country processing and industrialization, as well as 
the creation of a logistics hub.

Debt policy 
The IMF considers Mozambique in debt distress, as overall 
public sector debt (including publicly guaranteed; PPG) stood 
at 112% of GDP in 2017. External public debt increased from 
37.5% of GDP in 2011 to 85.2% in 2017, breaching 4 of the 5 
debt sustainability thresholds, with the exception of the debt 
service-to-exports ratio, which is slightly below the threshold. 
Commercial debt represents 10% of the USD 11.4 billion overall 
external public debt, and 11% of GDP. The hidden loans also 
accentuate the commercial profile of the debt stock. Multilat-
eral debt represents 40.9% of PPG but its concessional terms 
weighs just 18% of total debt service cost. Bilateral PPG debt, 
amounting to 42.1% of total debt, presents a mix of concessional 
and non-concessional terms, and its service represents 42% of 
the total. The commercial debt component amounts to just 17%, 
however, its service represents 40% of total PPG debt service.
 
Mozambique defaulted on its sovereign bond in January 2017 
as commercial debt service was considered unsustainable by 
the Government, leading to a Selective Default/Default rating by 
Fitch and Moody’s, respectively. As the country is in debt dis-
tress, it is not expected to be able to access international finan-
cial markets in the medium term. Domestic debt increased from 
4.2% of GDP in 2015 to 26.7% of GDP in 2017. The fast increase 

TABLE 4. Current account (percentage of GDP at current prices)

2009 2014 2015 2016 2017(e) 2018(p) 2019(p)

Trade balance
Export of goods (f.o.b)

Import of goods (f.o.b)

-11.7

19.7

31.4

-27.6

23.1

50.7

-28.1

23.1

51.2

-12.9

30.6

43.4

-5.2

33.8

39.0

-3.2

33.7

36.9

-4.0

32.0

36.0

Services -4.0 -17.3 -15.6 -26.1 -11.3 -10.6 -16.1

Factor income -2.6 -1.2 -2.0 -3.7 -5.3 -3.8 -5.2

Current transfers 7.0 8.1 5.4 2.1 5.5 1.3 1.2

Current account balance -11.2 -37.9 -40.3 -40.6 -16.2 -16.3 -24.1

Source. Data from domestic authorities; estimates (e) and predictions (p) are based on the authors’ calculations.
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in domestic borrowing shows the Government’s difficulty in 
adjusting expenditure to lower donor funding and controlling 
public finances, while it had a detrimental effect of crowding out 
credit to private sector. In addition, appetite from domestic lend-
ers for sovereign debt dwindled, with certain banks reaching 
high levels of exposure to sovereign risk and leading the Central 
Bank to hold nearly 50% of Government debt. There is reduced 
space for further domestic borrowing. 

Debt restructuring is inevitable, aligning its profile with the large 
fiscal revenues from the gas sector expected toward the end 
of the next decade. The Government hired Lazard and White 
& Case as financial and legal advisors and proposed a debt 
reprofiling to commercial borrowers in March 2018. Negotia-
tions are still ongoing, while a successful debt restructuring will 
be dependent on a strong and credible tight fiscal stance with 
an objective of achieving primary fiscal surpluses.

ECONOMIC AND POLITICAL 
GOVERNANCE

Private sector 
Mozambique’s private sector is still developing, contributing 
just 65% to GDP. It is characterized by low productivity and 
low competitiveness. The sector is dominated by individual 
entrepreneurs and micro enterprises, with few SMEs. Indi-
vidual entrepreneurs represent 93% of all enterprises, while 
micro-enterprises (1-4 employees) account for 6.6% and small 
enterprises (5-49 employees) are 0.7%. An insignificant 0.02% 
of enterprises are medium sized, employing between 50 and 
100 workers. Factor productivity is low and value addition is 
limited. Surveys point to companies’ low growth rates in man-
ufacturing, with worker median productivity below minimum 
salary. On the other hand, FDI that was directed towards SMEs 
during 1992-2010 created 19 times more employment than 
the FDI into megaprojects. Business, and in particular agro- 
businesses, are generally constrained by high transport costs 
due to poor infrastructure (including low access to energy), inef-
ficient ports, increased logistics costs, and a costly business 
environment (tax, corruption, administrative costs, etc.). This is 
reflected in both the World Economic Forum’s Global Competi-
tiveness Index 2018 executive survey, where ‘access to finance’ 
and ‘corruption’ remain the most binding constraints for doing 
business, as well as in the World Bank’s Doing Business 2018 
Index, where ‘enforcing contracts’ and ‘getting credit’ are the 
most binding constraints. Other significant constraints are 
inadequate supply of infrastructure services, inefficient Gov-
ernment bureaucracy, and inadequate educated workforce. 
There are specialized courts for commercial arbitration, which 

offer opportunity to individuals to settle commercial disputes, as 
the judicial system is deemed mostly ineffective. The barriers to 
access finance, particular with high costs of borrowing from the 
banking system, were further exacerbated by the Government’s 
significant build up in arrears to the private sector. Private invest-
ment is mostly limited to self-finance. Addressing both structural 
physical infrastructural constraints that can foster productivity, 
competitiveness, and access to markets, as well as legal and 
regulatory reforms, coupled with the provision of a skilled and 
adequately trained workforce, is critical to enable the progres-
sive structural transformation and diversification of Mozam-
bique’s productive fabric.

Financial sector 
Despite considerable expansion of Mozambique’s financial 
sector during the past decade, financial inclusion is low. Approx-
imately 70% of Mozambicans are without a bank account at a 
formal financial institution, while formal credit is only available 
to 3% of the population. There are 19 registered banks, with 
total assets representing 67.2% of GDP in 2016. However, the 
top three banks account for 95% of the sector profits, suggest-
ing a high banking concentration. Overall, the banking system 
is well capitalized and banks have posted considerable profits 
on the back of increasing lending to the Government at high real 
interest rates, but at the same time crowding out credit to the 
private sector. There are, however, risks looming with uneven 
liquidity in the system, leaving in particular, smaller banks 
vulnerable to the economic downturn. Since end-2016 non- 
performing loans have doubled to 11.4% in September 2017 
due to economic difficulties, public arrears to private compa-
nies, and high interest rates. The trend is expected to increase. 
Furthermore, banking system exposure to sovereign risk is 
reaching its limit. Many large banks face considerable exposure 
to State-own enterprises that face challenging debt situations 
and might require debt-restructuring, threatening the banking 
system with further losses. The Central Bank has progressed 
in its reforms to strengthen the legal and regulatory framework. 
In 2017, the minimum capital adequacy ratio was raised to 12% 
and a higher minimum social capital value for banks is to be 
phased in until 2020. A standardized prime interest rate for bank 
lending was also introduced, while a new streamlined foreign 
exchange market regulatory framework was implemented. The 
Central Bank is also the regulator of the stock exchange, which 
has only four companies listed, with a market capitalization of 
4% of GDP. Access to affordable finance remains the top con-
straint for business development as 75% of micro, small, and 
medium-sized enterprises are financially excluded, in particular 
in the rural areas. The expansion of the agency banking frame-
work to rural areas, together with innovative systems for collat-
eralization, could be important financial inclusion enablers.
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Public sector management, institutions  
and reforms 
The hidden-debts crisis of 2016, with the disclosure of USD 1.4 
billion in loans and guarantees previously kept hidden from the 
public, the IMF, and the development partners, exposed fragil-
ities in the governance framework of Mozambique. The Public 
Prosecutor’s Office has launched a criminal investigation into 
the case, however and, despite a parliamentary commission 
indicating the possible existence of criminal acts, two years later 
any result is yet to come. Several initiatives have since then been 
adopted to address part of these challenges. A new law on 
State-owned enterprises was presented to parliament in 2017 
to rationalize the financial sector, strengthen the governance 
framework, and assist in the mitigation of fiscal risks. A revised 
framework for contracting public debt and approving State 
guarantees was approved, enhancing transparency and par-
liamentary oversight. However, beyond passing legislation, it is 
implementation and effectiveness that often lag. The anti-mon-
ey-laundering framework is a case in point, with an adequate 
regulatory framework, but a lack of effectiveness in its imple-
mentation. Going forward, with the expected large influx of reve-
nues from the natural gas sector, it will be crucial to put in place 
a robust fiscal and governance framework for the sustainable 
management of this natural wealth. The creation of fiscal instru-
ments and tools, such as the setting up of a sovereign wealth 
fund, as well as a clear framework for the use of these funds in 
a way that maximizes development outcomes, will be critical 
to ensure the country’s inclusive and sustainable development. 

Natural resource management and environment
Mozambique included the sustainable management of natural 
resources as a key component of its 5-year Master Plan (PQG 
2015-2019). This is justified by the fact that over 69% of Mozam-
bicans live in rural areas, with agriculture as the main subsist-
ence sector. The United Nations Development Assistance 
Framework for Mozambique (UNDAF) 2017-2020 underlines 
that over 82% of jobs depend on natural resources. Nonethe-
less, the country was ranked the 1st country most impacted by 
weather related events during the 1996-2015 period, according 
to the Global Climate Risk Index (2017). In 2012, Mozambique 
developed its 2013-25 National Climate Change Adaptation 
and Mitigation Strategy Strategic actions, which include for-
estry measures, developing low-carbon agricultural practices, 
and reducing deforestation and wildfires, while in 2018 it pre-
sented its Nationally Determined Contributions. Mozambique 
is endowed with large deposits of natural resources, including 
one of the world’s top 5 known natural gas reserves. However, 
during the past 15 years, the country’s adjusted net savings, 
meaning the transformation of extracted resources into other 
forms of capital (e.g. human, physical, etc.), have been negative 
or close to zero, suggesting that the country missed translating 

its natural wealth into other forms of capital. The Extractive 
Industry Transparency Initiative (EITI) Board declared the coun-
try compliant in 2016. However, the country stands only at the 
middle of the Natural Resource Governance Index, ranking 41st 
out of 89 countries (2017), with a good performance on value 
capture at licensing, but insufficiencies in revenue management 
and the overall enabling environment for the sector. 

Political context 
Multi-party elections took place for the first time in 1994, follow-
ing 15 years of civil war. Political stability has been challenged 
since the armed conflict between the Government and the 
RENAMO opposition party reignited in 2013 and led to the latter 
not recognising the result of the 2014 elections. A ceasefire was 
reached in December 2016. Talks of a permanent peace agree-
ment between the President of the Republic and RENAMO 
started in August 2017 and represent a significant landmark in 
the peace process. The two parties are discussing a consti-
tutional review that could open the country to further political 
decentralization. The attempts to find a sustainable political set-
tlement are taking place against an uncertain economic out-
look. Two years after the disclosure in 2016 of the Hidden-Debts 
case, the Government has yet to outline a firm roadmap to 
address these liabilities and tackle the unsustainable debt posi-
tion. With an upcoming election cycle starting with a municipal 
election in 2018, and a Presidential election in 2019, the difficult 
fiscal situation could limit the financial and political resources 
available to complete the process to achieve a conclusive sus-
tainable peace settlement. Meanwhile, since August 2017 a set 
of military attacks by religious extremists in the Northern prov-
inces have been registered, recasting a shadow of uncertainty 
over peaceful stability in an area that is to receive large inflows 
of investment to the natural gas sector.

SOCIAL CONTEXT AND  
HUMAN DEVELOPMENT

Building human resources 
Low education levels are a major hindrance to employment and 
productivity. The Government is committed to investing in edu-
cation, with sector expenditure amounting to 5.9% of GDP in 
2018, which is relatively high compared with other countries of 
the region, despite the fiscal constraints. The relatively high edu-
cation spending is reflected in the rapid increase in the number 
of higher education institutions, from 8 in the 1990’s to 54 in 
2017, reaching around 180 000 students. Also, worth noting is 
the increase in Technical and Vocational Education and Training 
(TVET), with the number of students expanding from 45 000 in 
2011 to 64 000 in 2015. However, despite these achievements, 
Mozambique faces a skills gap, notably in technical skills (light 
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industry and agriculture techniques) and higher education in 
technical areas (i.e. different engineering areas). Furthermore, 
recent surveys indicate lacklustre results in education out-
comes, mostly at lower education levels, below peer coun-
tries. Most children who complete primary school will not have 
the basic skills required to access future learning, hindering 
chances of engaging later in small-scale employment creation, 
and/or enter the formal labour market.

Accompanying these efforts, the country also continued 
improving health, water, and sanitation conditions. Just 50% of 
the population is directly connected to water. Agriculture (includ-
ing irrigation, livestock, and forestry) uses about 73% of total 
water consumption; industries only about 2%, and urban and 
rural domestic water supply accounts for the remaining 25%. 
Sanitation reaches 26% of population. In 2016 the country had 
three thousand new health professionals. It constructed and 
rehabilitated about 1 500 sources of water in rural areas and 
expanded 5 water supply systems, among others. The 2018 
budget allocates 3% of GDP to the health sector, which is in line 
with peer countries. However, the sector relies annually on large 
off-budget financing, provided by external development part-
ners, representing from one-third to one-half of total resources 
invested in the sector. Between the years 2000 and 2015 the 
infant mortality rate declined from an average 171 deaths per  
1 000 live births to 79 deaths. With respect to maternal mortal-
ity, Mozambique reduced the mortality rate from an average 915 
deaths per 100 000 live births to an average 489 deaths. Malaria 
remains the most common cause of death, responsible for 35% 
of under-five child mortality and 29% for the general population. 
HIV shows a downward trend, stabilizing at a relatively high rate 
of 11.5% prevalence among adults. In the context of the Post-
2030 Agenda and the Sustainable Development Goals (SDGs), 
Government emphasis will continue to be on ensuring healthy 
lives and promoting the wellbeing for all at all ages.

Poverty reduction, social protection and labour 
Despite high growth rates and a considerable reduction of pov-
erty over time, growth has not been inclusive enough, with pov-
erty (measured as the capacity to meet basic needs) remaining 
pervasive. The latest poverty survey released in 2015, shows a 
considerable reduction in poverty to 49.2% of the population, an 
improvement over the stagnation observed during the 2003-08 
period at about 54%. From a multidimensional poverty perspec-
tive results are encouraging, with a significant increase in the 
number of people who have gained access to basic services 
and goods. School enrolment and outcomes, health status, and 
housing quality are a few areas that revealed good progress. It 
should be noted, however, that these results predate the crisis 
that unfolded after the 2015 events, which may have increased 
poverty. Inequality remains high, as the rate of economic growth 

has been insufficient to cope with demographic trends. The Gini 
coefficient shows a deteriorating trend over the past 30 years, 
moving from 0.40 in 1996 to 0.47 in 2015. Responsiveness of 
poverty to growth has reduced. Furthermore, recent welfare 
gains have been obtained in an asymmetric way and in a con-
text of rising inequality between urban and rural areas. The gap 
in living conditions between the Southern and the Northern 
regions of Mozambique is widening, with a much poorer North. 
In addition, while the poverty rate has fallen, there has been an 
actual increase in the absolute number of poor people, by more 
than 700 000 people below the poverty line in rural areas. 

Mozambique’s population is expanding quickly, with the 2017 
census indicating a 40% increase in the past 10 years to nearly 
29 million people. The slow rural-urban migration rate cou-
pled with high population growth will continue to add strains 
on public service delivery. Mozambique remains one of the 
least developed countries in the world, with a very low Human 
Development Index ranking of 181 out of 188 countries in 2017. 
The fast-growing population is also pushing unemployment 
rates higher, in particular for the growing youth segment. It is 
estimated that during the next decade, every year half a mil-
lion young people will enter the labour market. Total unemploy-
ment was in 2015 at 20.7% (19.5% male versus 21.8% female), 
but youth unemployment (between 15 and 22 years) was 30%, 
reaching 46.3% in urban areas, against 20.9% in rural areas. In 
2015, 74.6% of the working population was in agriculture (83.1% 
for woman and 65.1% for men), reaching 90.2% in rural areas. 
Formal employment is mainly provided by the public administra-
tion and urban SMEs. Only 8.5% of the workforce is employed 
in private companies, 4.8% in public administration/companies, 
while 64% are self-employed. There are 18.2% of non-remu-
nerated workers. Nonetheless, between 1996 and 2015, private 
sector formal jobs tripled from 4% to 11.2%, mostly in services 
and construction. The National Strategy for Basic Social Secu-
rity (ENSSB) 2016-2024 approved by the Council of Ministers 
in 2016 suggests a focus on a rights-based universal benefit 
approach (focusing on the most marginalized and excluded 
population). From 2010 to 2017, the number of households cov-
ered under the main social protection programmes has nearly 
doubled to 549 565, a significant improvement, but still below 
comparator countries. The 2018 budget envisages a signifi-
cant increase in the social protection programmes, with overall 
spending set to increase by around 0.2% of GDP to 0.5% of 
GDP, albeit still below the average for the region. 

Gender equality 
Mozambique has been pursuing a female empowerment 
agenda and achieved commendable progress, but gender ine-
qualities persist. Mozambique has supported the promotion 
of women in Government; passing laws and regulations for 
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woman; launching campaigns to raise awareness of women’s 
rights; and, promoting gender parity in education. As a result 
of these initiatives, the proportion of women in leadership posi-
tions has increased, with currently 39.2% of women in parlia-
ment, the 5th highest figure in Africa and 12th highest in the 
world. Nevertheless, Mozambique fares low on the Gender Ine-
qualities Index, ranking 139th out of 159. The main challenges 
are: (i) reducing maternal mortality along with the improving uni-
versal access to sexual and reproductive health services (HIV/
AIDS); (ii) efforts to guarantee girls retention, progression, and 
success in primary and secondary school levels; (iii) ensuring 
greater access for women to productive resources, in particular 
land and finance, aimed at reducing poverty levels; and (iv) pro-
viding access to employment, water and sanitation, and ensure 
access to food to increase nutrition levels. More is needed to 
empower women on the economic front, as female unemploy-
ment reached 24.2% in 2015 compared with 20.6% for men. 
Additionally, premature marriage continues to be practiced.

THEMATIC ANALYSIS: 
INFRASTRUCTURE FINANCING 

Infrastructure development in Mozambique is highly conditioned 
by the country’s spatial characteristics and its demographic 
trends. Mozambique’s population of nearly 29 million is dis-
persed over a relatively large country of approximately 800 000 
km2. Economic activity is clustered around historical develop-
ment corridors that criss-cross the country from the hinterland 
in the west, where it borders four landlocked countries, to the 
Indian Ocean on the east, as well as urban centres, now slowly 
transforming into economic growth poles. Roughly a third of the 
total population is concentrated in these corridors and urban 
centres, while the remaining two thirds is scattered around dif-
ficult to access rural areas, hampering public service delivery 
and market access. The development of social and economic 
infrastructure has, thus, so far progressed along these develop-
ment corridors and growth poles, but resources and capacity 
are lacking to expand infrastructure into the rural areas. Further-
more, the rapidly increasing population is set to compound this 
gap in public infrastructure, in particular for the rural areas. 

An additional challenge to Mozambique’s infrastructure devel-
opment is its vulnerability to climatic shocks. The country was 
ranked the country most impacted by weather-related events 
during the 1996-2015 period, according to the Global Climate Risk 
Index (2017), and periodically is afflicted with extreme weather 
events that destroy infrastructure and require that infrastructure 
development is climate-proofed for its long-term sustainability.

During 2000-2010, with an initial economic growth period after 
the civil war that ended in the 1990s, Mozambique managed to 
double its result in the Africa Infrastructure Development Index 
(AIDI), from 5.88 to 10.45 (index values between 0 and 100), 
albeit its ranking declined from 41 to 43 out of 54 countries. 
However, Mozambique’s underdeveloped and spatially unbal-
anced distribution of critical infrastructure is still a main obstacle 
to broad-based private sector-led economic activity and inclu-
sive development. The high transactions costs resulting from a 
poor infrastructure base constrains the growth of existing busi-
nesses, limits the attraction of prospective ones, curtails public 
service delivery and human development, and creates severe 
spatial inequalities. 

Despite having high energy generation potential, Mozambique 
has an underdeveloped electrical power system, which allows 
only about one in four citizens to have access to on-grid electric-
ity. Though the access rate quadrupled since 2000 to 30%, the 
country needs to substantially accelerate the pace of national 
electrification to reach the goal set by the Government to pro-
vide 100% access by 2030. Mozambique’s installed generation 
capacity is considerably higher than its demand owing to the 
2GW Cahora Bassa Hydropower Plant. The current energy mix, 
provided also by a few independent power producers, is com-
posed of 56% hydropower and 42% gas-to-power, while the 
remaining 2% of energy is imported. Despite the expansion of 
the transmission network from 3 691 km in 2003 to 5 249 km 
in 2015, the country is not yet evenly served by on-grid elec-
tricity. It suffers from a lack of connectivity between the central 
and southern power systems, a colonial legacy. Considering the 
fast growing and sparsely distributed population, a combina-
tion of on-grid and off-grid solutions is required to reach energy 
access objectives in a cost-effective way. This would also take 
advantage of the country’s promising renewable energy-mix 
potential of 23TW, of which more than 8GW are in 500 renewa-
ble energy projects.

The main challenge facing Mozambique’s transport infrastruc-
ture is its inadequate road network, especially in rural areas, 
that translates into high transaction costs and makes the coun-
try’s productive sectors less competitive. The Government 
Transport Strategic Plan (2009) has a focus on development 
corridors, integrating the road, maritime, and railway systems, 
as well as the aviation and urban sub-sectors. These corridors 
serve domestically as economic growth poles and as links 
between urban and rural areas, while also providing a backbone 
of public service delivery. Three main corridors (Maputo, Beira, 
Nacala) serve four neighbouring landlocked countries through 
road and rail, linked to deep water sea ports, and international 
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airports, at the same time interconnecting the country East-to-
West. Some of these are managed by a private-public entity 
under specific concessions. However, the country has among 
the lowest road coverage on the continent, both per capita (45th 
out of 54) and land area (46th). Only 33% of the rural population 
lives within 2 km of an all-season road. The sector suffers from 
major capacity constraints in technical and human resources, 
compounded by the rapidly expanding infrastructure assets and 
thus rising maintenance costs. Even so, the sector has experi-
ence in adopting good practices on PPPs and outsourcing for 
maintenance operations.

As regards water supply, Mozambique has vast water 
resources, but infrastructure deficiencies, notably inadequate 
irrigation, and poor sector management undermine adequate 
water supply and flood control. The spatial and temporal varia-
bility in precipitation across the country and the fact that many 
rivers originate outside the country make Mozambique vulnera-
ble to both drought and floods, as well as irregular water supply 
to populations and businesses. Just 50% of the population is 
directly connected to water. Agriculture (including irrigation, live-
stock, and forestry) uses about 73% of total water consump-
tion; industries only about 2%, and urban and rural domestic 
water supply use the remaining 25%. However, the actual irri-
gated farmland is not more than 4% of the estimated potential 
of nearly 3 million hectares. The Government’s five-year sector 
development plan calls for increasing the storage capacity from 
58 000 Mm3 to 60 000 Mm3 by 2019; with associated agri-
culture development areas and the development of river basin 
water management plans. There are several PPPs on water dis-
tribution and there is ample space for further involvement of the 
private sector.

Concerning information and communication technologies 
(ICT), Mozambique has been able to leapfrog fixed-line tech-
nologies with widespread adoption of mobile technologies; 
however, it is significantly lagging on broadband speed. Over 
the past decade, the number of mobile subscriptions steeply 
increased from 1.5 million to 20 million. However, only 6.4% of 
the population has access to internet subscriptions. In the Net-
worked Readiness Index, Mozambique ranks 123rd out of 139 
countries, outranking the low-income group of countries in the 
area of ‘Affordability’ but lagging behind in ‘Skills’. Looking for-
ward, regulation and investment will be key to tackle the main 
challenges. ICT could play a transformative role in the modern-
ization of the economy, allowing greater integration into value 
chains and positively affecting yields and productivity.

By 2011, according to the Africa Infrastructure Country Diagnos-
tic (AICD), for Mozambique to reach similar developing coun-
tries’ public infrastructure levels, it was estimated that an annual 
investment of USD 1.7 billion (26% GDP at the time) would be 
required for a decade. This includes only public infrastructure, 
excluding the private infrastructure needs for concessions asso-
ciated with extractive industries, representing about 1.5 times 
China’s historical infrastructure investment levels-to-GDP during 
the mid-2000s. From 2011 to 2015, Mozambique managed to 
allocate roughly 13% of GDP (average) to public capital expend-
iture, nevertheless, a relatively high share compared with other 
African countries. In addition, from the calculated total needs, 
it is estimated that an added “efficiency gap” worth USD 0.4 
billion a year would be needed due to lack of maintenance and 
tariffs misalignments. Therefore, the total overall outstanding 
funding gap registered during the period was around USD 1.25 
billion a year. However, since the economic downturn started at 
end-2015 and the reduction in budget support from develop-
ment partners in 2016, average public investment dropped to 
below 8% of GDP, leaving an annual gap in public investment/
maintenance of 11% of GDP. Domestic resource mobilization 
prospects continue to be limited in the medium term, despite 
positive reforms, while the large revenues from the extractive 
sector are still far in the future. Even though fiscal revenue col-
lection has progressed well due to fiscal reforms and improved 
tax administration efficiency with the economic downturn, which 
started in 2015, fiscal revenue has decreased. The programmed 
medium-term fiscal consolidation needed to curb the high debt 
levels leaves limited room for further expanding public invest-
ment. The announced introduction of a National Development 
Fund to channel the future large fiscal revenues from extractives 
is welcomed. However, this and other envisaged redistributive 
and investment instruments and mechanisms associated with 
the extractive sector require a robust governance structure and 
policy framework. In addition, it is crucial for the Government 
to put in place a framework to maximize value-for-money from 
its public investment programme for an effective achievement 
of development outcomes, including enhancing project selec-
tion mechanism; mainstreaming climate resilience and natural 
capital; and improved project appraisal and management. The 
reform of the existing PPP, Concessions and Megaprojects law 
would also be welcomed by investors. They often find the cur-
rent law and its regulation to be complex and non-conforming 
with international practices, and the reform could increase pri-
vate sector attraction for infrastructure development. The con-
tinued expansion of the country’s main integrated development 
corridors, along with downstream linkages to rural areas, is key 
to boosting economic activity, reaching the poorer population, 
and fostering harmonized spatial development.


