Abstract

In March 2011, the Government of Mozambique announced its plans for the gradual elimination of its regressive fuel subsidy and its intention to replace it with measures targeting poorer Mozambicans to cope with rising food and fuel costs.  The announcement of the Cesta Básica subsidy, to support workers under a certain wage threshold to purchase basic foodstuffs and transport passes, was viewed as a more progressive alternative to the fuel and wheat subsidies.  

However, given recent Government strides towards implementation of a comprehensive social protection system, based on the approval of the National Strategy for Basic Social Security, the Government’s recent attraction to social protection, via the cesta básica and the transport passes, risks allocating precious fiscal space on short-term and unsustainable measures that fail to target the poorest and most marginalised.

The Government of Mozambique should reconsider plans for the cesta básica and review their earlier commitments to provide social protection instruments which could provide vulnerable households with longer-term, predictable and reliable support to build resilience to risks and shocks over time and support human capital development.  



While Mozambique has a twenty-year history of cash transfers to the most vulnerable, Government commitment to social protection as a long-term development tool has never been prioritised.  Since 2007, the Government of Mozambique has put in place a series of legislation and regulations which have built a strong policy foundation for furthering social protection in the country.  However, in March 2011, when the Government of Mozambique announced its plans for the gradual elimination of its fuel and wheat subsidy, the Government chose to replace it with measures targeting the urban poor rather than investing in its national social protection strategy, which has a strong focus on the poorest segments of society, who live mainly in rural areas.  This new programme, which subsidises a basket of basic goods and provides bus passes to workers and students, is an insufficient and unsustainable short-term measure.  
More than 80% of the Mozambican population survives on less than one US dollar a day[footnoteRef:1].  In 2010, the Government announced that, despite strong and steady economic growth, poverty rates had stagnated between 2002 and 2008. This poverty has manifested itself in low human development indicators across the board. Stunting (or chronic undernutrition) remains very high, with 44% of children under 5 suffering from inadequate physical and cognitive development. Poverty in Mozambique has a rural face with poverty rates higher in rural (57%) than urban (50%) areas. Households face extreme vulnerability, a vulnerability even more pronounced for those in rural areas who are easily pushed below the poverty line by floods, droughts or a particularly lean harvest season. [1:  50% of Mozambicans in urban areas are living below the national poverty line of 18.4 Meticais (around $US 0.50) per day. (Ministry of Planning and Development, 2010)
] 

In response to this poverty and vulnerability, the Government has created a basis for long-term social protection: the Basic Social Protection Law in 2007, the Regulation for Basic Social Security in 2009 and the National Strategy for Basic Social Security (ENSSB) in 2010. However, Government budget allocations have been limited, with a fully costed operational plan still under discussion. The anticipated approval of this operational plan in June 2011 is expected to bring higher political interest and commitment towards sustainable alternatives that have an impact on the most vulnerable and marginalised. In the meantime, Government colleagues cite national fiscal constraints and uncertainties created by donor dependence.   They caution against entering into commitments to fund “entitlement” programmes seen as non-discretionary and difficult to rescind with no perceived benefits in the form of economic development and future growth in tax revenue, or even significant impacts on poverty reduction. 
Subsidies have apparently not been considered under such strict scrutiny.  The Government of Mozambique introduced fuel and food subsidies in response to violent riots brought on by rising food, fuel and utility costs in urban areas in 2008.  By 2010, the Government was investing 1.5% of GDP in fuel subsidies and 0.3% of GDP in wheat subsidies.  Despite these efforts, the cost of bread and other urban household food items rose by almost 25% in one year. Efforts to phase out these subsidies in 2010 were met by more urban unrest, resulting in twelve deaths in Mozambique’s capital and an estimated US$ 3 million in lost revenue and damaged property. 
In an apparent response to the unrest and evolving events in the Middle East, Mozambique’s Minister of Planning and Development recently announced that the Government would cut the subsidies paid to fuel retailers and subsidise a basket of basic foodstuffs for formal sector workers below a wage cap of 2500 metical (approximately $USD 83 per month) in the country’s eleven provincial capitals. 
The cesta básica is being commonly referred to as a government social protection measure, however, recognised social protection instruments are designed to provide vulnerable households with longer-term, predictable and reliable support to build up resilience to risks and shocks over time.  The cesta básica is a costly and potentially unsustainable impact mitigation measure that does not effectively target the poor.  Many items in the cesta básica are expensive and imported foods that are not consumed by the urban poor.  The focus on urban formal sector workers means exclusion of the majority of urban citizens, whether unemployed or employed in the informal sector. These mass exclusions mean a renewed risk of social unrest. Rural populations are left out completely. The timeline proposed for the implementation of these measures would be difficult to meet, given the complexity of the various elements required to orchestrate the effective delivery of any subsidy across eleven municipalities.  
The cesta básica fails to meet minimum requirements as an effective and economically sustainable social protection measure. Given the limited fiscal space to address chronic poverty among the most vulnerable, particularly children, there is an urgent need to return to the Government’s social protection legislation to craft programmes that will mitigate household risks, generate employment, and allow increased food, health and education expenditure.
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