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Metical in free fall
A sharp devaluation in the Mozambican currcncy has
economists playing at guesswork to find out the cause

f \  rys ta lba l l s  a re  s t i l l be ing  gazed
V into and bones thrown to es-
tabl ish the causes of  the sharp fa l lof
Mozambique 's  cur rency  over  the
last  three months.  After a long spel l
of  re lat ive stabi l i ty ,  Mozambique's
currency, the met ical ,  took a sud-
den tumble  in  June tha t  le f t  loca l
analysts baff led.

L o c a l  e c o n o m i c  w i t c h e s  e x -
pounded theor ies ranging from too
much media at tent ion on the pol i t i -
ca l  ins tab i l i t y ,  to  unauthor ized  ac-
t iv i ty at  the Central  Bank. None
sounded conv inc ing  enough.

The fo re ign  exchange a l loca t ion
system is being revamped with the
u l t imate  goa l  o f  mov ing  to  a  fu l l y

m a r k e t - b a s e d  a l l o c a t i o n  o f  r e -
sources. Major World Bank f inancial
assistance to Mozambique seemed
to be at tached to str ict  compl iance
to th is condi t ion.

A secondary market,  which had
been in  opera t ion  s ince  1990,  was
integrated into the s ingle exchange
r a t e  m e c h a n i s m  i n  A p r i l  1 9 9 2 .
Author ised importers can bid for
foreign exchange from the unt ied
aid and export  earnings at  commer-
c ia l  banks  fo r  imoor ts .

However ,  due to  Mozambique 's
dependence on imports and foreign
aid,  the l iberal isat ion of  the al loca-
t ion of  foreign exchange poses pe-
cul iar  problems. The country 's an-

nual  import  b i l l  is
e s t i m a t e d  a t
U S $  1 . 2  b i l l i o n ,
whi le exports earn-
ings  were  pu t  a t
U S $ 1 4 2  m i l l i o n  i n
1 9 9 2 .  A  t h r i v i n g
b lack  marke t  has
turned US do l la rs
and South Afr ican
rand into alternative
c u r r e n c i e s  i n  t h e
country.  This mar-
ket is defy ing al lpre-
dict ions of  local  ex-
perts that  " i t  would
d ie  a  na tura ldeath" .

The World Bank
s e t  a s i d e  s o m e
money for the es-
tab l i shment  o f  an
open market opera-
t ions  f  und a t  the
Central  Bank in or-
der to stabi l ize the
currency whenever
i ts s l ide became too
m u c h  f o r  t h e
economy to handle.

But  the  mecha-
nism was of  no use
when the currency
began i ts plunge last
June. Between May

and August th is year,  the met ical
fe l l  f rom 2,760 to 4,329 MT to the
dol lar ,  whi le on the black market,  i t
i s  now t rad ing  in  the  5 ,300 and
5 , 5 0 0  M T  r a n g e .

Some analysts suggest that  the
Central  Bank was unable to use the
special  fund to stabi l ize the cur-
rency, because there was a pol i t ical
e lement  beh ind  the  fa l l .  On the  eve
of the crash a group of  demobi l ised
soldiers of  the former president ia l
guard had threatened to stage at-
tacks in the c i ty center and loot
shops .

On the other hand, whi le i t  is  t rue
that last  October 's peace agree-
ment has brought some opt imism,
by June things looked bleak with no
progress in the implementat ion of
v i ta l  aspects of  the process such as
demobi l isat ion and slow prepara-
t ion for  general  e lect ions scheduled
f o r  1 9 9 4 .

Cease-f i re v io lat ions and threats
of retal iat ion f rom both s ides had
made headl ines.  To top i t  a l l ,  Renamo
leader Mr Afonso Dhlakama, had
shown reluctance to t ravel  to the
Mozambican capi ta l ,  Maputo,  to hold
t a l k s  w i t h  p r e s i d e n t  J o a q u i m
Chissano on how to speed up the
process. This was interpreted as a
signal  that  war could break out at
any  t ime.

One economist  at  the Central  Bank
told SAE *6"1 'rpolit ical uncertainty
may be pushing the met icais down".
But he added another important
factor:  the plunge was becoming a
self-infl icted destructive exercise as
some dumped local  currency and
held f i rmly to their  foreign exchange
holdings. "The more we see head-
l ines on the met ical 's  fa l l ,  the weaker
i t  ge ts , "  he  sa id .

Others had di f ferent percept ions.
The independent newsheet Mediafax
quoted dealers as saying that the
fal l  was sparked by " too much
money in  c i rcu la t ion ,  chas ing  a  l im-
i ted supply of  dol lars f  rom the United
Nat ions Peacekeeping Mission in
Mozambique {Unomoz l " .

But where did the excess l iquidi ty
come from? A theory expounded by
one analyst  in the newslet ter  was
that af ter  the peace agreement,
mi l l ions of  met icais Renamo cap-
tured dur ing the war had re-enteredHow much is i t  worth?
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the system creat ing an excess sup-
ply.  But others doubt that  Renamo
could have saved bi l l ions of  met icais
g iven Mozambique 's  h igh  in f la t ion
rate,  est imated at  above 5O per cent
las t  year .

Another  in te res t ing ,  bu t  equa l ly
unconv inc ing  argument  suggests
tha t  do l la rs  a re  becoming scarce  in
Mozambique, because they are feed-
ing  the  cap i ta l  f l i gh t  f rom v io lence-
to rn  South  Af r i ca .  Accord ing  to
South  Af r i cans ,  bus inessmen dump
their  rands on Maputo streets paral-
le l  marke t  and co l lec t  US do l la rs .

The government blames the fal l
on the shortage of  foreign exchange
caused by  the  Wor ld  Bank 's  w i th -
ho ld ing  o f  funds .  But  a  Bank repre-
sentat ive in Maputo stated that "we
are  no t  conv inced"  by  th is  a rgu-
ment .

Donors ,  inc lud ing  the  Wor ld  Bank,
pu t  the  b lame back  on  the  govern-
ment .  A  Bank exper t  says  tha t  s ince
January ,  the  government  had a l -
lowed the spread between the of f i -
c ia l  and the  b lack  marke t  ra tes  to

overshoot the agreed l imi ts (which
is understood to be between 15
and 2O per  cent ) .

Apparent ly the government re-
sisted advice to br idge the widening
gap argu ing  tha t  i t  cou ld  lead to  a
rapid succession of  devaluat ions.
When t ime came for the disburse-
ment  o f  the  "second t ranche"  o f
donor funding for the yeat,  the do-

nors refused to s ign their  cheques.
When foreign currency dr ied up,

the government was forced to de-
value, leading to a rapid fa l l  in the
met ical ,  which the government was
try ing to avoid.  l t  has now managed
to stabi l ize over the past few weeks
and World Bank sources expect i t  to
stay on course, hopeful ly for  some-
t ime. n


