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The joint World Bank-IMF low-income country debt sustainability analysis (LIC DSA) based
on end-2009 debt stocks indicates that Mozambique s risk of debt distress remains low. As in
the previous DSA, the external debt indicators remain well below their respective thresholds.
However, the government’s plans to temporarily increase public investment financed by
external borrowing on nonconcessional terms, in line with the Fund’s revised Debt Limits
Policy, will noticeably increase debt vulnerabilities, as stress tests approach, and in some
instances temporarily and marginally exceed, the relevant thresholds. This calls for a
cautious approach with such borrowing and resolve to improve debt management capacity.
As public debt is largely external, the evolution of public debt indicators largely mirrors that
of external debt. :

I. BACKGROUND

External debt

1. Mozambique’s external public and publicly guaranteed (PPG) debt stock at end-
2009 was US$3.45 billion in nominal terms or US$1.59 billion in PV terms (Table 1). Of
this, 67 percent was owed to multilateral creditors, 33 percent to bilateral creditors, while
outstanding obligations to commercial creditors were negligible. The debt stock includes
about US$0.7 billion in obligations to non-Paris Club creditors that at end-2009 had not yet
granted debt relief comparable to the HIPC Initiative.

2. The previous full DSA was conducted in late 2008 on the basis of end-2007 debt
stocks. At that time, the PV of PPG debt was US$0.84 billion, and the PV of debt at end-
2009 was projected to be US$1.4 billion. The increase in the PV of PPG debt at end-2009
from the previous projection largely reflects in equal part the reduction in the discount rate
from S to 4 percent and changes in the exchange rate. Borrowing in the interim was broadly



as expected: disbursements were about 30 percent lower than projected for 2008 but were
about 20 percent higher in 2009.

3. Private sector debt accounts for about two-fifths of Mozambique’s total external
debt, mainly because of borrowing to finance megaprojects. Particularly significant was
borrowing of about US$0.8 billion in 2007 related to the Cahora-Bassa hydroelectric power
station.

Table 1. Mozambique: External and Domestic Nominal Debt Outstanding at end-2009

Millions of US Percent of total
dollars external debt Percent of GDP
Public and Publicly Guaranteed Debt 3,745 38.1
Domestic Debt ' 294 3.0
External Debt 3,451 100.0 351
Multilateral Creditors 2,307 66.8 23.5
IMF 171 50 1.7
IDA 2 : 1,339 38.8 13.6
African Development Bank ? 385 11.2 3.9
Othe Multilaterals 3 411 11.9 4.2
Bilateral Creditors * 1,144 33.2 1.6
Paris-Club * 74 2.1 0.8
Non-Paris Club ® 1,070 31.0 10.9
Commercial Creditors 0.0 0.0 0.0
Total Private and Non-Guaranteed External Debt 2,605 26.5
Memorandum ltems

Total public and private external debt 6,055 61.6
PV of external Debt 4,510 ) 459
PV of PPG extemnal debt 1,589 16.2
PV of non-PPG external debt 2,921 29.7

Nominal GDP in US dollars 9,831

Sources: Mozambican autherities, and World Bank and IMF staff estimates.

! Central Govemment debt only, excluding deposits held at the banking sector.

2World Bank data.

3 Mozambican authorities' data.

4 Assumes implementation of debt relief.

5 Only includes debt relief if concluded. Tables 2 and 4 include obligations assuming debt relief cancluded by 2010.



Debt relief

4. Mozambique in 2001 benefited from assistance under the HIPC Initiative
provided by multilateral and Paris Club bilateral creditors.' Mozambique received
further assistance in 2006 under the Multilateral Debt Relief Initiative (MDRI) from the
African Development Fund (AfDF), the International Development Association (IDA) of the
World Bank, and the IMF, according to which Mozambique’s debt stock fell by

US$1.9 billion in nominal terms in 2006.

5. The authorities have continued working to conclude debt relief agreements with
"Paris Club creditors under the HIPC Initiative. Since issuance of the last full DSA, the
Mozambican authorities have contacted Japan on the formalization and signing of the
agreement on all pending debt cancellation. They reconfirmed that Japan is still in the
process of coordinating domestic legal and financial issues among relevant ministries to that
end. Mozambique has also reached an agreement in principle with Russia that remains to be
concluded.

6. Mozambique has experienced delays in negotiating debt relief agreements with
some of its non-Paris Club bilateral creditors. Negotiations are still ongoing with Angola,
Bulgaria, India, Iraq, Libya, and Poland. The DSA projections assume that negotiations with
non-Paris Club creditors will be concluded during 2010.

Domestic debt

7. The central government’s domestic debt at end-2009 amounted to 3 percent of
GDP. This debt is low by regional standards, reflecting the government’s long-standing
commitment to generally avoid domestic financing in an effort to provide sufficient room for
private sector credit growth. Most of the government’s domestic debt originates from bonds
issued to strengthen the central bank’s balance sheet during 2005-07 and to restructure
commercial banks. It excludes the central bank’s securities issued for monetary operations.

Borrowing by state-owned enterprises

8. The stock of external PPG debt incorporates external borrowing of the central
government on-lent to state-owned enterprises (SOEs). The Ministry of Finance holds a
veto on SOE’s external borrowing. The central government’s domestic debt at end-2009,
however, does not include domestic obligations incurred by the SOEs, though these are
relatively small. The financial positions of the key SOEs do not currently pose any

! See “Mozambique—HIPC Debt Initiative: President’s Memorandum and Recommendation and Completion
Point Document” (IDA/R99-139), and “Mozambique—Enhanced HIPC Debt Initiative: President’s
Memorandum and Recommendation and Completion Point Document” (IDA/R2001-0150).

% The amount of MDRI relief provided by the AfDF was US$464.5 million; IDA provided US$1.3 billion; and
the IMF provided US$120.6 million.



substantive threat to the central government’s fiscal position and are not expected to pose a
~ threat in the foreseeable future.

9. Since late 2008, the government has concluded four-party framework
agreements with Portugal for credit lines. These credit lines, totaling €700 million (about
10 percent of GDP), are to help finance infrastructure investment spending during 2010-15.
Contractual partners are the governments of Mozambique and Portugal, the Portuguese
savings bank (CGD), and a local bank (BCI). The agreement allows for the extension of
external loans to BCI and on-lending of these funds to the road fund, a domestic public entity
to finance road infrastructure. The terms for €400 million of the credit lines are concessional,
but the terms on the remaining €300 million have a low grant element, as well as a relatively
short maturity.* The government has refrained from providing external guarantees, but has
guaranteed repayments to the domestic bank. These loans are incorporated into the DSA as
part of public external debt, although they do not trigger an assessment under IDA’s
Nonconcessional Borrowing Policy on technical grounds.

II. UNDERLYING DSA ASSUMPTIONS

Macroeconomic assumptions

10.  The underlying macroeconomic assumptions (Box 1) are consistent with the
medium-term macroeconomic framework under the Fund-supported program.
Projected real GDP growth is below the 8 percent average over the past decade. During the
period, growth was supported by large aid flows, as well as high private capital inflows,
mainly to the natural resource sector, that together averaged about 20 percent of GDP. But
growth has been trending down and requires an ambitious agenda of structural reforms and
infrastructure investment to be sustained. The government is therefore aiming to temporarily
raise public investment from an average of 11 percent of GDP during the past decade to
about 15 percent of GDP over the medium term (or to 17 percent of GDP including the
Portuguese credit lines). To continue sustaining growth, public investment will probably
remain around 13 percent of GDP beyond the medium term. However, while private capital
inflows are likely to be sustained, a tapering off of the significant donor assistance seems
likely. The government will therefore need to rely more heavily on domestic resources and
resort to external financing on commercial terms.

11. The recently adopted Fund’s new Debt Limits Policy makes room for such
nonconcessional financing. In November 2009, Mozambique was classified as a lower
vulnerability/lower capacity country. Its CPIA and PEFA ratings, reflecting the significant
PFM and other institutional reforms undertaken by the authorities in recent years, put it at the

¥ Lines of credit for €100 million, €400 million, and €200 million were signed in late 2008, late 2009 and early
2010, respectively.

* According to the OECD DAC’s methodology for assessing concessionality.



threshold of a classification as a high capacity country, although its debt management
capacity was considered limited and prevented a higher classification. The authorities are
receiving technical assistance from the World Bank through the Financial Sector Technical
Assistance Project (FSTAP) to strengthen their debt management capacity. Under the new
three-year economic program supported by the Fund’s Policy Support Instrument, the
authorities are committed to preserving macroeconomic stability, pursuing their reform
agenda in public financial management, tax policy, and tax administration, and strengthening
debt management.® In view of these commitments, some untied limits on nonconcessional
borrowing are envisaged during this period, consistent with the Fund’s new Debt Limits
Policy.

Investment and growth

12. The impact of new borrowing to finance infrastructure investment on debt
sustainability hinges critically on its impact on growth. A range of studies generally finds
a positive impact of public investment on growth, operating not only through a direct impact
on economic activity, but also through spillover effects on private investment. In a multi-
country study, Burnside and Collier {1997) found that a sustained increase in grant-financed
investment by one percent of GDP raised real GDP growth in low-income countries with
good policy implementation on a sustained basis by about 0.4 percentage points.®* A World
Bank study focusing on Mozambique drew a comparable conclusion.” It suggested that an
increase in grant-financed investment by one percent of GDP increased growth by

0.25 percentage points. A cross-country Fund study largely confirms these estimates and, for
Mozambique, concluded that a one percent of GDP increase in public infrastructure
investment would raise output growth by 0.5 percentage points.* How public investment is
used also matters. For example, Aschauer (1989) found that investing in public infrastructure
yields supernormal returns.’ Similarly, Easterly and Rebelo (1993) found that investment in
transportation and communications is consistently correlated with growth." Hulton (1996), as

% Specific commitments include that the authorities complete their first own semiannual debt sustainability
analysis by end-September 2010 and develop a multi-year debt strategy by end-November 2010. In these
endeavors, they will benefit from Bank and Fund technical assistance; a Medium-Term Debt Strategy (MDTS)
technical assistance mission is scheduled for June 2010.

® Burnside, Craig, and David Dollar, 1997. Aid Spurs Growth in a Sound Policy Environment.” Finance and
Development, December 1997.

7 Benito-Spinetto, Maria Teresa, and Peter G. Moll, 2003. “Macroeconomic Developments, Economic Growth
and Consequences for Poverty,” (Background paper for the Mozambique 2005 Country Economic
Memorandum), February 2005.

® Vitek, Francis, forthcoming IMF Working Paper, 2010.
? Aschauer, D., “Is public expenditure productive?”. Journal of Monetary Economics, 1989.

¥ Easterly W. and S. Rebelo, "Fiscal Policy and Economic Growth". Journal of Monetary Economics,
December 1993.



well as Aschauer (2000), identified that a growth penalty is associated with the ineffective
use of public infrastructure investment.'!

13. However, the growth impact of public investment on growth is also affected by
how it is financed. Costly financing can reduce the impact because of negative spillovers on
fiscal and external balances and private investment. This is particularly pertinent when, as
determined by Vitek (2010) and Aschauer (2000), private investment can have a larger
impact on growth than public investment. Indeed, Aschauer (2000) found that external debt
financing of public investment could reduce the impact on growth, depending on the quality
and effective use of the investment, as well as the financing costs. These considerations
emphasize the importance of using costly external financing exclusively for infrastructure
projects with a high rate of return, based on feasibility studies to carefully assess projects.

Borrowing and growth impact assumptions

14.  The government is preparing impact studies and will initially focus on projects
with a presumed high rate of return on growth and for which the financial viability is
assured. The government plans to undertake infrastructure investment financed by
nonconcessional borrowing over the medium term ranging between 1%z and 3 percent of GDP
and averaging about 2 percent of GDP per year (US$300 million from 2011 to 2013 then
falling to US$250 million by 2015). The need for such investment is likely to persist, and the
projections incorporate continued nonconcessional borrowing at around 1 percent of GDP.

15. The growth impact projections for the DSA are broadly in line with recent
studies, as noted above. In line with these findings, this investment is expected to raise real
GDP growth by about 1 to 1% percentage points over the next few years, with limited
spillover effects into the longer term. The rate of return of further investment can be expected
to fall, and the investment beyond the medium term is conservatively projected to raise real
GDP growth by 0.3 percentage points.

16.  The projections incorporate borrowing by the central government on
concessional and nonconcessional terms. Central government borrowing for its own
budgetary spending is assumed to be on IDA and AfDB terms. The grant element on this
borrowing averages about 47 percent over the projection period. The projections also
incorporate a limited amount of borrowing on nonconcessional terms. The investment
projects and the financing modalities are still being finalized, but are currently expected to be
mainly financed by sovereign borrowing or through loans mediated by official bilateral
creditors (such as the Portuguese credit line) that would be on-lent to implementing SOEs.
Accordingly, such nonconcessional borrowing is assumed to have a 10-year maturity, with
one year of grace and an interest rate of 5 percent.

" Hulten, C.R. "Infrastructure Capital and Economic Growth: How Well You Use It May Be More Important
than How Much You Have". NBER Working Paper No. 5847, December 1996.



Box 1. Macroeconomic Assumptions 2010-30

The medium-term assumptions in the baseline scenario for 2010-30 are consistent with the medium-term
macroeconomic framework underlying the authorities’ request for a successor PSI and with the preliminary outline of
the government's updated medium-term development plan.

Real GDP growth is projected to approach 8 percent over the next few years and stabilize around 7% percent in the
longer term. This includes the impact of higher infrastructure investment raising growth by 1 to 114 percentage points
in the medium term and by about ' percentage points in the longer term. This represents a deceleration from the
annual average above 8 percent over the past decade.

Consumer price inflation is projected to stabilize around 5% percent over the forecast period.

External financing. Mozambique is expected to remain reliant on aid flows for the foreseeable future, but this
reliance is expected to decline. The grant-equivalent of total external financing is projected to fall from an average of
over 11 percent of GDP during 2010-15 toward 7 percent of GDP by the end of the forecast period, in part reflecting a
shift in the composition toward loan financing. Concessional borrowing through the budget is projected to trend down
from 3.8 percent of GDP in the medium term to 3.4 percent in the longer term. All IDA financing is expected to be
through loans. Public sector borrowing, including nonconcessional borrowing, is projected to rise from an annual
average of around 5 percent of GDP during 1999--2009 to over 7 percent of GDP during 2010-15, declining toward
4%, percent of GDP thereafter.

Growth of exports of goods and services is projected to slightly accelerate from about 11 percent per year

over 2010-15 to over 12 percent thereafter. This is largely driven by strong growth prospects for megaproject exports
from the natural resource sector, for which investment is relatively advanced. Other exports are assumed (o increase in
line with import demand growth in Mozambique’s trade partners.

Import growth is prcuected to remain steady around 10 percent per year in the medium term, then accelerating to
about 11 percent. The strong import growth is driven by both private and public capital inflows. Other imports are
assumed to grow at the rate of real GDP growth.

The noninterest current account deficit after grants is projected to widen from about 10 percent of GDP in 2009 to
about 12 percent in the medium term because of the increase in public borrowing, as well as high private capital
inflows. Beyond the medium term, private capital inflows are expected to rise relative to GDP, offsetting declining
public borrowing. The noninterest current account deficit is projected to narrow toward 9 percent of GDP in the longer
term, largely because of gains in the trade balance on goods and services.

Fiscal revenues are expected to rise from about 18 percent of GDP in 2009 to about 20 percent of GDP in 2015,
largely reflecting a 0.5 percent of GDP annual revenue effort on account of improved revenue administration and a
broadening tax base. Qver time, nontax revenues from natural resource exploitation, particularly megaprojects, could
make a growing contribution to the budget, but the increase of the overall revenue effort is conservatively projected to
slow somewhat after 2015, Nevertheless, total revenue is projected to reach about 22 percent of GDP by the end of the
forecast period, close to Mozambique’s potential tax ratio, as estimated by a number of studies.’

The domestic primary balance is assumed to remain steady under 4 percent of GDP, with domestic financing
between ¥ and 1 percent of GDP. Primary spending is projected to rise to nearly 35 percent of GDP in 2015 because
of the increase in externally-financed investment, but then levels off to around 31 percent of GDP as external
financing declines and debt service payments increase.

! See, for example, IMF, 2007, “Mozambique: Evaluation of the Post-Reforms Tax System”.




III. EXTERNAL DEBT SUSTAINABILITY ANALYSIS

17. Under the baseline scenario, all debt indicators remain well below their
respective thresholds, including in the longer term (Table 2 and Figure 1). However, the
debt indicators rise significantly towards their respective thresholds over the next five years,
as the authorities make use of the already contracted Portuguese credit lines and step up their
borrowing on nonconcessional terms to address the country’s infrastructure gap.

. PV of debt: The PV of PPG external debt is projected to rise from 17 percent of GDP
in 2009 to about 31 percent in 2015, still noticeably below the relevant debt burden
threshold of 40 percent. It would then decline below 25 percent by 2030. In terms of
exports, the PV of PPG debt increases from 67 percent in 2009 to about 112 percent
by 2015—against a threshold of 150 percent—before falling to 68 percent by 2030.
Relative to government revenues, with a debt burden threshold of 250 percent, the PV
of PPG debt would rise from 94 percent in 2009 to 154 percent in 2015, before
declining to 104 percent by 2030.

. Debt service: Debt service on PPG external debt would rise from nearly 2 percent of
exports in 2009 to 7% percent in 2016 before decreasing towards 4 percent by 2030,
thus remaining well below the 20 percent threshold. Debt service on PPG external
debt would rise from below 3 percent of fiscal revenues in 2009 to over 11 percent
in 2016 before falling towards 6 percent by 2030.

18.  The debt sustainability indicators are sensitive to shocks (Table 3 and Figure 1).”
The analysis suggests that the threshold for the PV of debt-to-GDP would be temporarily and
marginally breached under a 30 percent depreciation of the exchange rate versus the

U.S. dollar (B6) as well as under the combination shock (B5). The stress tests also suggest a
heightened vulnerability to adverse export developments (B2). Under the standard export
shock, the PV of debt-to-exports ratio reaches 190 percent by 20135, thus exceeding the
relevant threshold. However, this shock is extreme as it is based on a standard deviation of
exports receipts largely driven by the exceptional circumstances faced in 2009. Export
receipts fell sharply in 2009, mainly because aluminum prices fell by nearly half, and the
standard export shock would have implausibly imposed an additional price drop of similar
magnitude to the baseline. A modified export shock was designed to capture the historical
volatility over the past two decades of prices for aluminum, which accounts for roughly half
of Mozambique’s export proceeds. Under this modified test, the PV of debt-to-exports ratio
reaches, but not exceeds, the relevant threshold. Mozambique’s export volatility is expected
to decline over the medium term, as its export base will become more diversified. Such

2 The year 2000 is excluded from the stress tests relying on historical data, as macroeconomic performance was
skewed by very severe floods and because of large breaks in the data series for the national accounts and
balance of payments.



diversification would mainly come from the natural resource sector, as projects are underway
or planned to expand electricity, coal, minerals (e.g., titanium) and possibly oil exports.

19.  The debt sustainability indicators are also sensitive to a recurrence of past
macroeconomic circumstances. In this historical scenario (A1), the PV of debt relative to
GDP approaches the relevant PV of debt-to-GDP threshold, but remains below it. However,
this scenario does not take into account the significant structural changes in the Mozambican
economy in the post-civil war period and the considerable improvements in Mozambique’s
macroeconomic policy environment under successive Fund-supported programs, all of which
make a recurrence of the past economic performance unlikely. Among other things, there
was a shift in the structure of the economy, as large private capital inflows in the early years
of the decade in the natural resources sector subsequently supported a surge in exports and a
sharp fall in the current account deficit. Significant donor support helped bolster economic
development. On the policy side, the authorities adopted a tighter fiscal and monetary policy
stance that helped bring inflation to single digits over time and provided more room for
private sector credit. This was also accompanied by exchange rate liberalization and
important structural reforms that enhanced the efficiency of the economy. Overall, key
economic indicators became less volatile during the period.

20, The external debt indicators would deteriorate, but remain below their
respective thresholds, if nonconcessional resources are not used productively.” In this
high investment-low growth scenario (A3), real GDP growth would remain between 6% and
7 percent, or about 1 to 12 percentage points below the baseline in the medium term and
about 2 percentage points in the longer term. This scenario assumes that foreign financing
and related spending would remain unchanged relative to the baseline in nominal terms.
However, lower domestic revenues generate higher financing requirements that are met by
additional external borrowing on commercial terms. To meet the additional external debt
service obligations, the government is assumed to reduce domestic primary spending relative
to the baseline in nominal terms. By the end of the forecast period, the domestic primary
balance deteriorates by about 1% percent of GDP compared 1o the baseline and the additional
financing rises to about 3 percent of GDP.

IV. PUBLIC SECTOR DEBT SUSTAINABILITY

21. The evolution of the public debt indicators (including domestic debt) mirrors
that of the external indicators because of the predominance of external debt

{(Table 4 and Figure 2). This medium-term increase in public debt reflects the temporary
surge in public investment financed by external borrowing on nonconcessional terms.
However, over the longer term, the public debt stock projections also include a marginal

13 This scenario maintains the baseline’s assumptions regarding the exchange rate and public external borrowing
in U.S. dollar terms.
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increase in domestic debt from about 3 percent of GDP at end-2009 to 4 percent of GDP
in 2030 that should not affect the availability of credit to the private sector.

22.  Public debt indicators will develop as follows:

. Mozambique’s public debt obligations are expected to rise from 29 percent of GDP at
end-2009 to 48 percent of GDP in 2015 and then decline towards 42 percent of GDP
by 2030.

) Similarly, the PV of public debt is projected to rise from 20 percent of GDP at end-
2009 to over 35 percent of GDP in 2015 before trending back down to 29 percent of
GDP by 2030.

. The evolution of the PV of debt and of debt service relative to revenues (including
grants) is similar.

23. The large proportion of external debt makes the public debt burden vulnerable
to the same set of shocks as external debt (Table 5). There are, however, some additional
risks related to the accumulation of domestic financing. The stress tests indicate that public
sector debt ratios are most vulnerable to an increase in other debt-creating flows (B5), to a
one-time depreciation of the exchange rate (B4), and also to temporarily lower GDP growth
(B1). The debt indicators rise noticeably in the long run when the primary deficit is held
unchanged from the high level in 2010 that reflected the easing of the fiscal policy stance
during the recent global crisis (A2). This emphasizes the importance of now reversing this
policy stance, which the authorities intend to pursue under their successor PSI. Consistent
with the program, the primary deficit is projected to temporarily increase by about

1Y% percent of GDP from 2009 to 2011 because of the temporary increase in externally-
financed investment, but the domestic portion of the balance is projected to improve by
nearly 1 percent of GDP between 2009 and 2015.

V. VIEWS OF THE AUTHORITIES

24, The authorities are in broad agreement with the conclusions. A preliminary draft
of the DSA and, in particular, the implications of scaling up infrastructure investment
financed by nonconcessional borrowing were extensively discussed with the authorities.
While broadly agreeing with the findings, the authorities reiterated their intention to adopt a
cautious approach to nonconcessional borrowing and ensure that such borrowing would
exclusively be channeled to infrastructure projects with a high economic rate of return. In
their view, such an approach would be consistent with their overriding objective of
preserving their strong track record with respect to macroeconomic stability. Finally, as
mentioned above, the authorities committed to strengthening their debt management and
develop a medium-term debt strategy to be able to make informed borrowing decisions.
These intentions have been anchored in their new PSI-supported economic program.
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VI. CONCLUSIONS

25. In the staffs’ view, Mozambique continues to face a low risk of debt distress. Its
external debt levels are expected to remain below their indicative thresholds for debt distress.
However, the government’s plans to temporarily increase public investment financed by
external borrowing on nonconcessional terms, in line with the Fund’s revised Debt Limits
Policy, will noticeably increase debt vulnerabilities, as debt ratios under the stress tests
approach, and in some instances temporarily and marginally exceed, the relevant thresholds.
Although Mozambique’s public debt is expected to decline beyond the medium term, stress
tests suggest vulnerabilities, mirroring the large share of external debt in total debt.

26. This calls for a cautious approach with nonconcessional borrowing and resolve
to improve debt management capacity. Where possible, the authorities should continue to
rely on concessional borrowing and grants to minimize future debt service, and any
nonconcessional external financing of new projects ought to be considered case by case,
based on economic return, impact on debt sustainability, and potential effects on the
financing decisions of donors and concessional lenders. The authorities’ commitments under
the successor PSI, including with respect to the continued pursuit of prudent macroeconomic
policies and structural reforms to boost their debt management capacity, should be conducive
to containing debt vulnerabilities. ' ' '
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Table 2.: External Debt Sustainability Framework, Baseline Scenario, 2007-2030 1/
(In percent of GDP, unless otherwise indicated)

Actual Historical ~ Standard Projections
Average  Deviation 2010-2015 2016-2030
. 2007 2008 2009 2001-09 20009 2010 2011 2012 2013 2014 2015 Average 2020 2030 Avcige
External debt {nominal} 1/ 57.3 497 518 7.6 3635 555 616 633 637 651 663 6.6 649 627 64.3
ofw public and publicly guaranteed (PPG) 130 213 260 62.0 38.6 321 163 390 40.7 49 4.2 192 41.7 1246 403
Change in external debt - -1.5 -16 28 -11.3 16.7 29 6.1 17 05 14 1.2 23 05 04 -02
Identified net debt-creating flows 28 45 35 0.2 76 1.4 A | 32 12 26 2.1 24 14 L4 18
Non-interest current account deficit 19 9.6 104 109 3.7 12.1 116 120 1.6 11.0 107 11.5 9.9 9.2 9.8
Deficit in balance of goods and services 98 141 18.7 14.4 44 19.1 17.7 175 176 173 173 178 15.5 10.8 14.2
Exqorts 354 323 251 303 43 268 309 298 283 27.9 28.1 286 302 361 320
Imports 452 465 438 4438 32 459 486 413 460 452 454 464 457 469 462
Net cument transfers (negative =inflow) - -14 86 -1% 14 32 -18 -85 -83 -8.2 -3.2 82 -8.2 69 -54 64
ofw official 43 17 69 271 3. 5.9 -16 -15 -14 -14 -14 -14 60 = 45 -56
Gther current account flows (negative = net inflow) 5.5 40 -06 319 35 07 24 27 22 19 16 |RY 12 38 20
Net FDI (negative = inflow) 53 59 -89 5.5 1.5 -9.0 4.8 -6 5.8 5.9 6.1 6.6 LX) 5.9 -6.1
Endogencus debt dynamics 2/ 54 8.1 290 5.1 69 -1.7 B I A X 4 -2.6 -4 -2.6 <24 2.0 -1.9 <2.0
Contribution from nominal interest rate 18 23 16 25 0.8 16 13 15 18 20 21 L7 22 24 23
Contribution from real GDP growth 42 32 32 19 5.5 331 40 42 44 45 47 42 42 43 43
Contribution from price and exchange rate changes 3.0 <12 3.6 02 106
Residual (3-4) 3/ -4.8 -3l .6 -11.5 171 1.5 4.0 -1.5 -2.8 -1.3 0.8 0.1 -0.9 -1.8 -2.0
ofw exceplional financing 218 D2 00 99 133 00 09 00 00 00 00 09 00 00 0.0
PV of external debt 4/ . 433 433 44.1 50 516 520 52.7 534 506 515 493 51.1
In percent of expoits . 17286 1726 1642 1617 1731 1834 1889 1904 1769 1709 1379 160.7
PV of PPG external debt . 168 163 207 247 273 289 305 313 72 283 2.7 221
In percent of exports - 669 66.9 170 798 916 1019 1092 11135 95.1 939 682 B56
In percent of government revenues w943 94.5 1131 1318 1424 (469 1525 1540 139.9 1346 1038 1243
Debt service-to-exports ratio (in percent) 40,7 192 0.0 233 7.0 174 113 128 174 216 231 17.3 244 235 4.6
PPG debt service-to-exports ratio (in perceni) 1.7 1.6 1.9 23 10 2.9 2.3 34 49 6.4 7.7 4.6 6.4 4.2 58
PPG debt service-to-revenue ratio (in percent) 37 31 2.7 6.2 26 4.2 37 53 71 3.9 10.7 6.7 9.2 6.4 34
Total gross financing need (Bilions of U.S. dollars} 14 (K¢ 06 0.9 03 08 09 12 L5 17 19 13 29 87 48
Non-interest current account deficit that stabilizes debt ratio 155 172 16 222 V78 9.1 55 103 1.2 96 9.5 92 93 96 10.1
Key miacr i pli
Real GOP growth {in percent) 73 6.7 63 80 20 65 15 76 19 7.8 78 15 12 73 13
GDP deflatorin US dollar terms (change in percent) 49 144 5638 22 9.0 24 -2.1 52 53 10 07 L6 a0 29 29
Effective interest rate (percent) 5/ 31 48 32 31 1.2 32 25 23 33 36 35 31 k%4 42 39
Growth of exports of G&8 (US dollar terms, in percent) 17 118 -232 16.7 184 112 21.2 L2 8.1 94 92 11.4 106 134 12.3
Growth of imports of G&S (US doltar terms, in percent) 16 257 5.6 129 s 2.0 113 104 103 G2 2.0 99 107 111 107
Grant element of new public sector bomrowing {in percent) 390 234 243 263 226 309 290 344 359 356
Government revenues (excluding grants, in percent of GDP) 159 160 178 142 21 184 18.7 192 197 20.0 203 19.4 211 28 219
Aid flows (in Billions of US dollars) % 09 1.2 09 08 0.2 14 14 16 18 20 22 1.7 3.0 63 39
ofw Grants 08 99 0g 06 02 0e 1.0 1 13 1.4 15 12 20 39 25
ofw Concessional loans 02 02 00 02 Q1 035 04 05 0% 0.6 0.6 0.5 1 15 14
Grant-equivalent financing (in percent of GDP) 8/ . ] 113 112 111 1.1 11.0 1nz g1 68 84
Grant-equivalent financing (in percent of extemal financing) &/ . " T4.2 644 660 6717 M9 724 693 739 7.0 73.6
Memorandum items:
Nominal GDP (Billions of US dollars) 8.1 29 @8 6.7 23 102 108 122 118 154 16.7 132 272 740 40.2
Nominal doliar GDP growth 126 221 69 103 39 39 53 132 13.6 1no 8.6 93 104 106 104
PV of PPG external debi (in Billions of US dollars} 1.6 20 27 33 40 46 BN | i6 16 180 105
(PYI-PYI-1YGDPI-1 (in percent) . 40 6.6 6.4 5.5 42 14 5.0 25 24 24

Sourees: Country authoritics; and staff estimates and projections.

1/ Includes both public and private sector external debt. Assumes the provision of debt relief by all bilateral creditors on comparable terms at the time of the BIFC completion point.

% Derived as [r- g - p{I+g)}/(1+g+p+gp) times previous period debt ratio, with r = nominal interest rate; g =real GDP growth rate, and p = growth rate of GDP deflatorin U.S. doliar terms.

3/ Includes exceptional financing (e, changes in amrears and debt relief); changes in gross foreign assets; and valuation adjustments. For projections also includes contribution from price and exchange rate changes.
4/ Assumes that PV of private sector debi is equivalent to its face value.

5f Current-year interest payments divided by previous peried debt stock.

& Historical averages and standard deviations are generally derved overthe years 2001-09, subject ta data availability.

7 Defined as grants, concessional Joans, and debt nelief.

8/ Grant-equivalent financing includes grants provided direcily 1o the government and through new borrowing (difference berween the face vatue and the PVofnew debr).



Table 3. Morambique: Sensitivity Analysis for Key Indicators of Public and Publicly Guaranteed External Delt, 2010-2030
(In percent}

Projections
2010 2011 2012 2013 2014 2015 2020 2025 2030

PV of debt-to GDP ratio

Baseline 207 U7 73 89 30.5 313 8.3 26.1 247
A, Alternative Scenarios
Al Key vanables at theirhistorical averages in 2010-2030 I/ 207 242 2712 29.2 305 313 B.s 346 356
A3. Altemative Scenanio: No Growth Impact of NCB-Financed Investment 207 250 226 310 130 350 363 173 393
B. BoundTests
BIl. Real GDP growth at histoncal average manus one standard deviation in 2011-2012 0.7 25.0 282 299 30.8 316 18.7 264 249
B2. Bxport value growth at historical average minus ene standard deviation in 2011-2012 3/ 207 275 332 343 349 354 kK1R)] 274 251
B3. US dollar GDF deflator at historical average minus ene standard deviation in 2011-2012 207 259 325 344 355 364 330 303 287
B4, Net non-fcht creating flows sl historical average minys one standard devistion in 201 1-2012 4/ 207 306 382 &8 350 394 3.7 289 259
B5. Cormbination of BI-B4 using one-half standard deviation shocks 20.7 3046 41.2 419 422 426 36.5 313 282
B6. One-time 30 percent nominal depreciation relative to the baseline in 2011 5/ 20.7 356 396 418 43.2 443 40.2 369 349

PV of de bi-to-exporis ratio

Baseline 770 798 916 101.9 109.2 1115 239 9 582
A, Alterpative Scenarios
Al Key variahles at theirhistorical averages in 2010-2030 I/ T7.0 84 913 103.1 1692 1L 1116 106.1 98.4
A3. Altemative Scenario: No Growih Impact of NCB-Financed Investment 770 813 959 1095 1184 1251 120.2 1nas 108.8

B. BoundTexts

Bl. Real (DP growth a1 historical average minus one standard deviation in 2011-2012 70 9 2.1 1024 1073 10%.5 915 A 679
B2 Egport value growth at historical average minus one standard deviation in 2010.2G12 3/ 70 1015 130.7 1418 146.3 1478 120.6 98.4 315
B1. US dollar GDP deflator at historical average minus ong standard deviation in 2011-2012 0 "9 92.1 1024 107.3 1095 92.5 ”S 610
B4. Net non-debt creating flows & histerical average minus one standard deviation in 2011-2012 4f 710 w1 1281 1368 1398 1403 H A K] 8846 n7
B5. Combination of Bl-B4 using one-half standard deviation shacks 770 106.9 1350 1444 147.7 1482 1183 939 762
B4, Ong-time 30 percent nominal depreciation relative to the baseline in 2011 5/ 70 799 921 1024 107.3 1095 925 85 670

PY of de bt-to-revenue ratio

Baseline 112 132 142 147 152 154 135 117 104
A, Aliernative Scenarios
Al Key variables at their histerical averages in 2010-2030 1/ 112 129 142 149 152 154 160 155 150
A3, Altemative Scenano; No Growth Impact of NCB-Financed Investment 112 134 149 158 165 173 172 167 166
B. Bound Tests
BI. Real GDF growth at historical average minus one standard deviation in 2011-2012 12 134 147 152 154 156 136 1ns 105
B2, Bxport value growth at histonical average minus one standard deviation in 2011-2012 3/ 112 147 17 175 174 17 147 122 06
B3, US dollar GDP deflator a4 historical average minus one standard deviation in 2011-2012 1z 139 170 175 178 179 187 116 121
B4. Net non-debt creating Nows at historical average minus one siaadard deviation in 2011-2012 4/ 12 164 199 197 195 154 160 2% 109
B3. Combination of BL-B4 using one-half standard deviation shoéks 1Mz s 218 213 211 210 174 14¢ 19
B6. One-time 30 percent nominal depreciation relative to the baseline in 2011 5/ 12 190 206 213 216 218 191 165 147

Debt service-to-exports ratio

Baseline 29 23 34 49 64 77 6.4 51 42
A. Alternative Scenarios
Al Key vanables at their histotical averages in 2010-2030 1/ 29 22 34 50 65 77 68 59 55
A3, Allemative Scenario: No Growth Impact of NCB-Financed Investment 29 23 35 52 71 90 103 107 109

B. Bound Tests

BL. Real (DP growth at historical average minus one standard deviation in 2011-2012 29 23 3.4 49 64 77 6.4 51 42
B2. Export value growth at historical average minus one standard deviation in 2011-2012 3/ 2% 26 43 63 8.0 95 8.4 6.5 5.2
B3. US dollar GDP deflator at historical average minus one standard deviation in 2011-2012 29 23 34 49 6.4 77 64 51 42
B4. Net non-debt creating flows al historical sverage minus one standard deviation in 2011-2012 4/ 25 23 19 58 T2 83 78 59 46
BS. Combination of B1-B4 using one-half standard deviation shocks . 29 25 4.1 61 76 90 32 62 49
B&. One-lime 30 percent nominal depreciation relative to the baseline in 2011 5/ 19 23 14 49 6.4 77 64 51 42

Debt service-fo-revenue ratio

Baseline 42 37 53 kA 89 107 9.1 74 64
A. Alternative Scenarios
Al Key variables at theirhistorical avesages in 2010-2030 1/ 42 16 53 72 9.0 107 9.7 86 83
A3 Allemative Scenano: No Growth Impagt of NCB-Financed Investment 42 18 54 75 929 124 14.7 15.5 16.6
B, Bound Tests
Bl. Real GDP growth at historical average minus one standard deviation in 2011-2012 42 18 54 3 92 11.0 9.4 7.6 65
B2 Export vatue prowth at historical average minus one standard deviation in 2041-2012 3/ 42 37 56 78 2.5 113 10.2 80 68
B3. US dollar GOP deflator at historical average minus one standard deviation in 201-2012 42 19 6.3 24 10.5 126 10.8 33 76
B4. Net non-debt crcating flows & histerical avera mutus one standand deviation in 2011-2012 4f 41 37 60 84 10.1 117 111 36 71
BS. Combination of B1-B4 using one-half standard deviation shocks 42 38 6.5 ol 10.9 128 12.0 93 77
Bé6. One-time 30 percent nominal depreciation relative to the baseline in 2011 5/ 42 54 16 102 12.8 15.4 132 10.7 92

Memorandum item:
Grant element d on residual fi ing (i.e., fi ing required above baseline} & 26 26 26 26 26 26 26 26 26

Sources: Country authorities; and s1aff estimates and projections.

1/ Vasiables include real GOP growth, growth of GOF deflator (in U S. dollar tems), non-interest current account in percent of GDP, and non-debt creating flows.

2/ The stress test A2, borrewing on less favourable temrs, has been dropped as it 3s not approprate in this ¢ase. Given the commercial financing tems for the invesiment projects, the A2
scenano would yield unrezlistic results, as marginal bormrowing under this test is calculated on the average terms of newborrowing, therefore assuming harsher terms than Mozambique
would face in the need to caver a financing gap.

3/ Exports values are assumed (o rermain permanently at the lowerlevel, but the curent account as a share of GDP is assumed 10 retum to its daseline level afier the shock (implicitly assumin;
an offsetting adjustment in import levels),

4/ Includes official and private transfers and FDI.

5/ Depreciation is defined as p ze decline in dollar/local cumrency rate, such that it never exveeds 100 percent.

& Agpplies 10 ali siress scenarios except for A3 in which the temms on all new financing are o commercial terms.
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Figure 1. Mozambique: Indicators of Public and Publicly Guaranteed External
Debt under Altematives Scenarios, 2010-2030 1/
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Sources: Country authorities; and staff estimates and projections.

 swwwwwe Baselincwmwese  Historical scenario Mostextreme shock 1/em @® @ Threshold===t=No Impact

1/ The most extreme stress test is the test that yields the highest ratio in 2020. In figure b. it corresponds to
a One-time depreciation shock; in ¢. 10 a Exports shock; in d. to a One-time depreciation shock; ine. toa
Exports shock and in figure f. to a One-time depreciation shock
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Table 5.Mozambique: Sensitivity Analysis for Key Indicators of Public Debt 2010-2030

Projections :
2010 2011 2012 2013 2014 2015 2020 2025 2030
P¥ of Debt-to-GDP Ratio

Raseline 237 276 307 327 344 354 330 313 291
A. Alternative scenarios

Al Real GDP growth and primary balance are at historical averages 237 236 237 237 243 244 210 205 208
A2. Primary balance is unchanged from 2010 237 251 266 279 297 311 331 364 392
A3. Permanently lower GDP growth 1/ 237 277 310 331 352 365 360 370 383
B. Bound tests

BI. Real GDP growih is at historical average minus one standard deviations in 2011-2012 237 281 320 344 366 380 371 366 354
B2. Primary balance is at historical average minus one standard deviations in 2011-2012 237 243 250 274 294 306 294 287 272
B3. Combination of B1-B2 using one half standard deviation shocks 237 241 245 273 295 310 308 309 300
B4, One-time 30 percent real depreciation in 2011 237 352 369 378 392 400 366 348 3238
BS. 10 percent of GDP increase in other debt-creating flows in 2011 237 376 399 411 425 432 387 356 323

PV of Debi-to-Revenue Ratio 2/

Baseline 872 982 1080 1132 1181 1202 1161 1100 100.5
A. Alternative scenarios

Al. Real GDP growth and primary balance are at historical averages 872 839 831 81 8.1 87 Ho 13 719
A2. Primary balance is unchanged from 2010 872 893 934 965 1019 1056 1163 1278 1351
A3. Permanently lower GDP gr_omh 1/ 872 985 1088 1146 1203 1233 1259 1291 1310
B. Bound tests

Bl. Real GDP growth is at historical average minus one standard deviations in 2011-2012 872 996 111.7 1182 1245 1280 1297 1280 [218
B2. Primary balance is at historical average minus one standard deviations in 201 1-2012 872 864 879 950 1009 1039 1036 1007 938
B3, Combination of B1-B2 using one half standard deviation shocks 8§72 854 860 942 1009 1048 1082 1082 1034
B4. One-time 30 percent real depreciation in 2011 872 1251 1299 1309 1343 1355 1286 1222 1132
BS. 10 percent of GDP increase in other debt-creating flows in 2011 872 1337 1402 1423 1457 1464 1363 1249 1113

Debt Service-to-Revenue Ratio 2/

Baseline 49 4.0 49 6.6 1.7 9.0 8.8 82 73
A. Alternative scenarios

Al. Real GDP growth and primary balance are at historical averages 49 40 44 57 65 77 12 55 4.8
AZ2. Primary balance is unchanged from 2010 49 40 46 6l 70 84 87 82 84
A3 Permanently lower GDP growth 1/ 49 4.0 50 6.7 1.7 9.1 92 9.0 8.7
B. Bound tests

B1. Real GDP growth is at historical average minius one standard deviations in 2011-2012 49 40 50 6.8 79 93 93 9.0 8.5
B2. Primary balance is at historical average minus one standard deviations in 2011-2012 49 40 45 58 6.9 84 83 72 66
B3. Combination of Bl-B2 using one half standard deviation shocks 49 40 4.5 58 6.9 84 85 75 7.1
B4. One-time 30 percent real depreciation in 2011 49 45 6.5 88 104 124 125 119 114
B5. 10 percent of GDP increase in other debt-creating flows in 2011 49 40 6.2 81 87 100 95 97 84

Sources: Country authorities; and staffestimates and projections.

1/ Assumes that real GDP growth is at baseline minus one standard deviation divided by the square root of the length of the projection period.

2/ Revenues are defined inclusive of grants.
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Figure 2. Mozambique: Indicators of Public Debt Under Alternative Scenarios, 2010-2030 1/
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Sources: Country authorities; and staff estimates and projections.
I/ The most extreme stress test is the test that yields the highest ratio in 2020
% Revenues are defined inclusive of grants.



