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A b s t r a c T

In the two decades since the end of Mozambique’s civil war the country has depended 

heavily on international donors to fund its development. Although the economy grew at 

record rates from the mid-1990s, poverty levels remain above 50%. Mozambique has now 

discovered natural gas deposits in large commercial quantities. These discoveries could 

contribute billions of dollars to the economy and catapult Mozambique into place as the 

world’s third largest exporter of LNG. 

This paper investigates the likely impact on Mozambique’s socio-economic development 

of discoveries of natural gas deposits, and of industrial development in the natural gas 

sector. It analyses the likely uses of the ‘gas boom’ by government in contributing to the 

improvement of the economic situation of Mozambicans. The discussion is set within the 

context of Mozambique’s political and economic development since gaining independence 

in 1975.

Whether or not the new opportunity will translate into real benefit for Mozambicans in 

general depends on a number of critical factors: This report looks at those issues against the 

background of the need for development in Mozambique and concludes that, although 

natural gas presents a great opportunity for development and the government appears to 

be committed to using the resource to improve the lives of Mozambicans, much work lies 

ahead. Translating Mozambique’s natural resource wealth into developmental outcomes 

will require commitment from all stakeholders, especially the government, civil society and 

the private sector.

A BOUT     THE    A UTHOR   

Ichumile Gqada holds a Master of Social Science degree in Global Studies from the 

University of Cape Town. A former researcher with the SAIIA Governance of Africa’s 

Resources Programme, she currently works at the Petroleum Oil and Gas Corporation of 

South Sfrica (PetroSA), where her research centres on the global hydrocarbons sector, with 

particular focus on natural gas.  
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A b b r e v ia  t i o n s  a n d  A c r o n y m s

CSR	 corporate social responsibility 

EITI	 Extractive Industries Transparency Initiative

ENH	 Empresa Nacional de Hidrocarbonetos de Moçambique 

FDI	 foreign direct investment

Frelimo	 Front for the Liberation of Mozambique (Frente de Libertação de Moçambique)

G-19	 Group of 19 aid donor countries, also Programme Aid Partners 

GBS	 general budget support 

GDP	 gross domestic product

GoM	 Government of Mozambique

IEA	 International Energy Agency 

IMF	 International Monetary Fund 

LNG	 liquefied natural gas 

MDGs	 Millennium Development Goals

MDM	 Movement for Democratic Change (Movimento Democratico Moçambique) 

MGJ/a	 million gigajoules of gas a year 

MW	 megawatt 

NPI	 National Petroleum Institute 

OECD	 Organisation for Economic Co-operation and Development 

Parpa	 Action Plan for the Reduction of Absolute Poverty (Plano de Acção para a 	

	 Redução da Pobreza Absoluta).

PAP 	 Programme Aid Partners (See G-19)

PRSP	 Poverty Reduction Strategy Paper 

Renamo	 Mozambican National Resistance (Resistência Nacional Moçambicana) 

SAP	 structural adjustment programme

SPF	 Social Project Fund

TCF	 trillion cubic feet 

UNDP	 UN Development Programme 

WWF	 World Wildlife Fund
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I NTRODUCT        I ON

Since 2010 the government of Mozambique (GoM), along with international companies 

involved in hydrocarbons prospecting, has made a series of announcements of natural 

gas discoveries. Currently, estimates from two of the five exploration blocks in Cabo 

Delgado Province, where Mozambique meets Tanzania, indicate that the country possesses 

well over 100 trillion cubic feet (tcf) of natural gas.1 These announcements have given 

rise to much excitement; ‘ordinary’ Mozambicans are hoping for improvements in their 

living conditions, while their government is looking forward to billions of dollars in 

export revenues and foreign direct investment (FDI). Government departments involved 

in the gas sector have made repeated statements of their intention to use these funds for 

national development.2 Along with this commitment the government has taken steps to 

improve the regulatory environment for hydrocarbons, including gas, through a review 

of Petroleum Law 3/2001 of 21 February. It also commissioned a Natural Gas Master 

Plan for Mozambique (the ‘Master Plan’) that will outline scenarios for utilisation of the 

resource once production starts in 2018.3 Early indications are that the government is 

considering two options for the gas. The first is to sell all of it in liquefied form on the 

international market, and the second is to use a portion of the resource for domestic 

gas-based industries, and export the rest. A key policy question is how to optimise the 

balance between the two, to meet the twin objectives of economic growth and sustainable 

development.

The argument for general development of the gas sector hinges on the belief that it 

will bring in foreign revenues, create jobs and boost economic growth.4 GoM considers 

that these benefits will in turn contribute to poverty alleviation, one of Mozambique’s 

key priorities. Although the logic of this is understandable, given the country’s low 

socio-economic status, experience in many resource-rich African countries points to 

the fact that natural resource wealth does not per se translate into economic and human 

improvement. Countries such as Nigeria, Sierra Leone and the Democratic Republic of 

Congo, which have abundant natural resources, have been less than successful in using 

their endowments to make the transition from low- to middle-income economies, or to 

reach acceptable developmental indices.5 

Pitfalls attending resource extraction have been widely documented. The phenomenon 

of resource abundance existing alongside poor economic indicators, also known as the 

‘resource curse’, threatens to overshadow the hopes and possibilities that come with large 

resource discoveries. Export of a single commodity, particularly petroleum, frequently 

crowds out other economic sectors and strengthens the national currency, while 

having a concomitant inflationary effect on other non-resource export commodities (a 

phenomenon known as the ‘Dutch disease’). This situation renders the national economy 

overly reliant on natural resource exports, which in turn increases its vulnerability to 

external shocks.6 Much of the literature on the resource curse has focused on oil, largely 

due to its dominance in the fossil fuels industry, and it is possible that the theory may 

not necessarily function in exactly the same manner when dealing with gas. This caveat 

notwithstanding, a range of challenges associated with resource discoveries and booms 

has been widely ventilated. There is a convergence of opinion that sound economic policy 

and law-making, a political will and governmental commitment to development, and 

good and transparent governance of the petroleum sector, can do much to ensure that the 
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exploitation of petroleum resources leads to broader economic and social development in 

the face of challenges that in the case of Mozambique among others include poverty, poor 

access to energy, limited infrastructure, unemployment and an unskilled workforce.

In the past two decades gas has emerged as a major component in the global energy 

mix. It is increasingly seen as an attractive fossil fuel alternative to crude oil and coal, 

because it is cleaner burning than either and sufficiently versatile to be used as direct 

domestic and industrial heating and power generation; as a direct fuel source for vehicles; 

and as industrial feedstock for liquid fuels and other chemical products. According to 

the International Energy Agency (IEA) natural gas is ‘poised to enter a golden age’.7 

A significant proportion of the coming gas boom will be from unconventional resources 

such as shale gas and coal-bed methane, provided that the social and environmental 

impacts associated with their extraction can be ameliorated. By 2035 gas will overtake 

coal as a primary energy source, to comprise 25% of the global energy mix – second only 

to crude oil.8 Similarly, it has been argued that ‘gas is the only fossil fuel set to increase its 

share of energy demand in the years to come’.9 Whereas the gas boom relies primarily on 

unconventional gas, conventional gas resources such as those in northern Mozambique 

certainly have a role to play. Currently, successive discoveries of conventional and 

unconventional gas resources suggest a revolution in the global energy industry may be at 

hand. What this will mean for governments and national economic development depends 

on the governance mechanisms and management systems put in place to ensure that the 

resource is transformed into tangible social benefit.

Whether GoM will be able to keep to its objective of using gas for development, 

either through revenues from exports or the creation of domestic gas-based industries 

or a combination of both, largely depends on the way in which the sector is governed. 

It is too early to state with any certainty that the exploitation of this finite resource will 

benefit the majority of Mozambicans. Given the adoption and implementation of sound 

governance policies, however, together with competent and transparent administrative 

processes, effective, functional and independent oversight institutions and a commitment 

to directing profits toward socio-economic development, GoM can go some way to avoid 

the resource curse and its consequences while advancing its stated developmental goals. 

This paper sets out to consider the implications of the gas discoveries for Mozambique’s 

socio-economic development. It examines the extent to which GoM has conceptualised 

and understood development since the end of the civil war in 1992, in order to suggest 

how it might facilitate future development in the petroleum sector and the economy 

in general. In doing so it draws on field research conducted in Mozambique, policy 

documents, international best practice guides and existing literature on various aspects of 

Mozambique’s development.

B A C K G ROUND   

The 11 provinces and 128 districts that make up Mozambique lie behind the Indian 

Ocean coastline of south-eastern Africa. The country shares borders with Tanzania, 

Malawi, Zambia, Zimbabwe, South Africa and Swaziland and covers a surface area of 

799 390 km2, of which 786 390 km2 and 13 000 km2 are respectively firm land and 

inland waters. Its coastline runs 2 700 km from north to south, and the country’s climate 
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ranges from tropical to subtropical. Mozambique’s coastal position gives it a geographical 

advantage over its inland neighbours, which use its ports as entry and exit points for 

their international traffic. The national capital, Maputo, is in Maputo Province, along the 

southernmost tip of the country and bordering South Africa and Swaziland. The great 

majority of the country’s 24 million inhabitants are rural dwellers, more than 50% of them 

living below the $1.25 a day poverty line. The official language is Portuguese, although 

English is used extensively as the business language in the main cities. Among the many 

other languages spoken are Makhuwa, Ndau, Tsonga, Lomwe and Sena.10

Mozambique gained independence from Portugal in 1975. Since then the country 

has been governed by Frelimo, the Frente de Libertação de Moçambique (Front for the 

Liberation of Mozambique). Mozambique has had a multi-party democratic political 

system since 1990 and held four rounds of general elections between 1994 and 2009 and 

three rounds of municipal elections between 1998 and 2008. The main opposition party 

is Renamo, the Resistência Nacional Moçambicana (Mozambican National Resistance), 

although the newly-formed MDM, the Movimento Democrático de Moçambique 

(Democratic Movement of Mozambique) is growing in numbers and holds the mayoral 

seats in Beira, Sofala Province and Quelimane, Zambezia Province. 

Mozambique’s economy includes services sectors (taking in transport), some 

manufacturing, fisheries and agriculture as well as electricity exports to neighbouring 

countries, including South Africa. Donor aid is the single biggest contributor to the national 

budget, at around 50% in 2010.11 The contribution of extractive industries to the fiscus 

is, however, growing rapidly. According to Minister of Mineral Resources, Esperança Bias, 

in 2011 gross domestic product (GDP) increased to $13,740 billion from $10,420 billion 

the previous year12. Although the value of exports began to decline from 2010, in 2011 

the economy grew at an annual rate of 7.2%, up from 6.8% in 201013. In recent years the 

country has emerged as a resource haven. In addition to rich deposits of coal and natural 

gas Mozambique has significant deposits of heavy mineral sands; limestone; bauxite; rare 

earths; graphite; gold and base minerals, among others. Depending upon how they are 

managed, such natural resources could lift Mozambique into middle-income status.

Gas has been discovered in two areas: the Rovuma Basin off the coast of Cabo Delgado 

Province, and the Mozambique Basin, an on- and offshore area spanning the coastal 

provinces of Inhambane and Sofala (see Figure 1). Currently, gas is being produced (by 

the South African integrated energy and chemicals company Sasol Ltd) only at the Pande 

and Temane fields in Inhambane Province but plans are under way for production in the 

Rovuma Basin to begin by 2018. 

Preliminary indications point to the possibility that gas development and production 

might adversely affect other economic sectors. Cabo Delgado, for example, is a tourist 

destination and ecological hub and the location of the protected Quirimbas National Park. 

A representative of the World Wildlife Fund (WWF) in Maputo believes the rich ecology 

and its attendant tourist trade may be negatively affected by gas production planned 

for the area.14 The international environmental network Friends of the Earth affiliate, 

Justiça Ambiental, conducted field research in the Rovuma Basin in 2009. The study cites 

compelling evidence that seismic studies (used in preliminary investigations to determine 

whether rock formations contain oil or gas) already may have harmed marine animals, 

while also resulting in a loss of income to local artisanal fishermen due to fish stock deaths 

and migration.15 Similar concerns have been expressed regarding gas development for the 
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central coastal areas of Mozambique, where coastal communities derive their livelihoods 

from artisanal fishing. 

Resource extraction necessarily has an impact on the environment and for that reason 

achieving complete environmental balance and harmony is to all intents and purposes 

impossible, nevertheless all activities should aim to limit any environmental degradation 

that might result. This approach is already addressed in law and in environmental impact 

assessments: maintaining environmental integrity should not be sidelined as the resource 

revenues threshold draws nearer and the stakes get higher. There is a further fear that 

as the date looms for initial production in the Rovuma Basin, fisheries and agriculture, 

which are important subsistence sectors, may be neglected in favour of the more profitable 

petroleum sector.16 The GoM should try to allay such fears through a genuine commitment 

to further developing these sectors, not only because they are activities that traditionally 

have supported livelihoods but also because of the risks inherent in over-reliance on 

exports of a single natural resource commodity. 

MO  Z A MB  I Q UE  ‘ S  HYDROC      A RBON    S  S ECTOR   

Exploration in Mozambique’s hydrocarbons sector dates back more than a century, to 

the 1904 discovery of onshore sedimentary basins in the Mozambique Basin; financial 

and technological constraints prevented its development. Between 1961 and 1967 further 

onshore discoveries by multinational oil companies at Pande, Buzi and Temane in the 

Mozambique Basin proved the presence of hydrocarbons reserves, although at that point 

their commercial viability remained untested.17 Political unrest during the struggle for 

independence followed by the civil war between Frelimo and Renamo halted further 

exploration or development of the hydrocarbons sector (at the time, also, international 

interest in petroleum resources was focused on the more lucrative crude oil sector). 

Recognising the potential of hydrocarbons as an energy input, however, the GoM 

established a national oil company, Empresa Nacional de Hidrocarbonetos de Moçambique 

(ENH), in the 1980s. This was followed by a mapping and appraisal exercise at Pande, 

where gas had already been struck in the 1960s.18 

In the early 2000s Sasol drilled and successfully appraised the Pande and Temane 

fields, proving the commercial viability of gas reserves of around 2.7tcf, equivalent to 	

25 years’ production.19 At an initial cost of $1.2 billion, Sasol, the South African government 

and the GoM together signed an agreement in 2000 allowing for the introduction of 

Mozambique’s gas into the South African market.20 Project work on the venture began 

in 2002 and first production and export to South Africa took place in February 2004. 

With a total lifespan of 25 years, the project is structured in three eight-year phases. 	

In the first of these (2004–2012) Sasol’s production capacity was 120 million gigajoules 

of gas a year (MGJ/a). The bulk of the product was exported to South Africa through 

an 865 km pipeline connecting the central processing facility near the Pande and 

Temane fields to Sasol’s facilities at Secunda in South Africa’s Mpumalanga Province.21 

The second phase, beginning in early 2012, has a production capacity of 183 MGJ/a, most 

of which will be exported to South Africa. A smaller proportion (27 MGJ/a) will be sold 

on the Mozambican market and 9 MGJ/a will remain in Mozambique as royalty gas.22 
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Figure 1: Natural gas fields in Mozambique: operational and proven reserves  

Source: National Petroleum Institute (Instituto Nacional de Petroleo), Maputo, Acreage Map & INP 

Database, http://www.inp.gov.mz/Exploration-Production/Maps.
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The situation in the gas industry has changed since Sasol began its production and 

exports. In Mozambique, game-changing discoveries of conventional gas have been 

made in the Rovuma Basin, which could earn Mozambique billions of dollars in FDI 

and export revenues. Internationally, the use of relatively new technologies in the 

extraction of unconventional gas has given greater access to a previously inaccessible 

resource, thereby raising the profile of gas as an energy input in the fossil fuels market. 

In July 2005 the National Petroleum Institute (NPI), which is responsible for managing 

Mozambique’s petroleum resources and administers operations, announced Mozambique’s 

second petroleum licensing round, ‘focused on the Rovuma Basin off the coast of Cabo 

Delgado Province’.23 Since that announcement multinational petroleum companies have 

entered Mozambique in search of opportunities in the gas sector. Subsequently two other 

licensing rounds were opened, with a fifth expected in 2013. To date, most of the interest 

in Mozambique’s hydrocarbons centres on the Rovuma Basin and on the Mozambique 

Basin in the central on- and offshore area. Current estimates from exploration by US 

company Anadarko Petroleum Corporation and the Italian integrated energy company, 

ENI, are that the Rovuma Basin alone holds in excess of 100tcf of the gas resource in 

place.24 

The four petroleum licensing rounds to date have resulted in the GoM’s awarding 

several concessions for hydrocarbons exploration in 11 areas in the Mozambique and 

Rovuma basins. In accordance with the provision in Petroleum Law 3/2001 that ‘the State 

reserves itself [sic] the right to participate in Petroleum Operations in which any legal 

person is involved’,25 ENH, as Mozambique’s national oil company, has a stake in each 

of the exploration blocks, allowing for direct representation of the national interest at 

decision-making level in every consortium.26 The government, with ENH as its vehicle, 

expects to carry its shareholding through to the development of each of the blocks, a 

provision also enshrined in law. Despite current record annual economic growth 

rates, financially this undertaking will represent a major challenge for the GoM. ENH, 

however, believes that finance will not be a significant obstacle, and is ‘looking to banks 

and re-evaluating its assets’ to find ways of financing the next stage of development in 

the exploration blocks.27 The company believes that it is in the national interest that it 

maintains a shareholding in the concession blocks, which can be used by the government 

to maximise the benefit of the gas revenues for the people.28 

Tables 1 and 2 show each of the exploration blocks by operator and the share held by 

ENH as ‘GoM’s representative in the oil and gas industry’.29 

Major discoveries in Area 1 and Area 4 have resulted in fierce bidding for stakes in 

each of the blocks as some companies have sought to relinquish their shares and others 

seek entry into this frontier area. As an example, in 2012 London-based Cove Energy PLC 

sold its 8.5% stake in Area 1 to Thailand’s national oil company PTT EP for $1.9 billion. 

In the first quarter of 2013, ENI committed itself to selling 20% of its stake in Area 4 to 

the China National Petroleum Corporation (CNPC), and currently a deal is pending on 

the sale of a 20% stake on offer in Area 1. As exploration begins in the other blocks in 

the Rovuma Basin there is a strong possibility that the trend towards trading stakes will 

continue. 
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Table 1: Exploration blocks in the Mozambique Basin

Block Operator ENH share

Sofala Sasol 15%

M-10* Sasol and Petronas (Malaysia) 15%

Areas 16 and 19 Sasol 15%

Area A Sasol 10%

Buzi PT Kalila Energy (Indonesia) 25%

Inhaminga DNO International (Norway) 20%

*  The well drilled by Sasol in Block M-10 has since been plugged and abandoned as it did 

not encounter any significant hydrocarbons. Preliminary exploration activities continue 

in the other blocks.

Source: compiled by author.

Table 2: Exploration blocks in the Rovuma Basin

Block Operator* ENH share

Onshore Area Anadarko Petroleum 15%

Offshore Area 1 Anadarko Petroleum 15%

Blocks 2 and 5 Statoil (Norway) 10%

Blocks 3 and 6 Petronas 10%

Area 4 ENI 10%

*  Most of the operating companies are in consortium with other international petroleum 

companies in their respective exploration blocks but these have not been listed. 

Source: compiled by author.

The Rovuma Basin holds most of the gas resource so far discovered in Mozambique. 

Anadarko and ENI, the companies leading exploration in the Basin, have indicated that 

the volume of proven gas reserves justifies construction of a liquefied natural gas (LNG) 

facility on the coast. In December 2012 the two companies signed a Heads of Agreement 

that will allow for co-ordinated efforts in developing a LNG plant to receive gas from the 

offshore fields, and pre-treat and process it in preparation for storage and export.30 There 

is a fair measure of certainty that most of the gas from the Rovuma Basin will be sold on 

the international market and Asian countries have already been identified as its primary 

customers. 

There have been calls, however, from within government and from civil society, 

to ensure that the gas is also used domestically to address some of Mozambique’s 

pressing socio-economic challenges.31 These problems in part have been inherited from 

Mozambique’s colonial past and from post-colonial socialist policies that failed to address 

the legacy of the long Portuguese occupation, 16 years of civil war between Frelimo and 

Renamo that began two years after independence, and post-transition policies that to date 

have been less than entirely successful in addressing major socio-economic problems.  
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COM   I N G  OF   A G E :  MO  Z A MB  I Q UE  ’ S  P O L I T I C A L  A ND   
ECONOM      I C  H I S TORY  

Mozambique was a Portuguese colony until 1975. During the colonial era the economy 

was dominated by agriculture, trade – mainly with South Africa and Zimbabwe (then 

Rhodesia) – and remittances from migrant labourers working in neighbouring countries. 

Because the colonial government had remitted the bulk of revenues generated in 

Mozambique to Lisbon, the seat of the colonial power, at independence in June 1975 

the Portuguese left behind them an economy that had not enjoyed all the fruits of the 

indigenous population’s labour. Frelimo inherited a largely uneducated and unskilled 

population; a country with weak infrastructure ravaged by a decade-long independence 

war, low investment in infrastructure and the looting of public property by colonial 

authorities once it emerged that independence was inevitable.32

Portugal’s rapid withdrawal and handover of power to Frelimo was followed by the 

establishment of a one-party state based on Marxist ideology.33 Frelimo aligned itself with 

the USSR and soon after coming to power embarked on a programme of ’socialist reform’. 

South Africa and Rhodesia, respectively still under Apartheid and minority rule, responded 

by down-scaling their economic co-operation with Mozambique. This had a devastating 

effect on the ability of the Frelimo government to overcome the socio-economic ruin 

that the newly-independent state had inherited. The imposition of a centrally directed 

economy, a gradual exodus of skilled Portuguese nationals, weakening economic ties 

with neighbouring countries and a largely uneducated population, further aggravated the 

desperate malaise that characterised post-colonial Mozambique.

The situation deteriorated further in 1977 when Renamo, backed by Rhodesia and 

South Africa, launched a civil war against the Frelimo government.34 The war diverted 

attention from urgent economic questions and further destroyed the infrastructure.35 By 

the 1980s, influenced by the imminent collapse of the Soviet Union, persistent domestic 

economic decline and the debilitating effect of an overly dominant state, the Frelimo 

government had started to turn to the West. New political alliances and new sources of 

funding, however, came with conditions attached. Mozambique found itself compelled 

to join the International Monetary Fund (IMF) and the World Bank and to adopt their 

structural adjustment programmes (SAPs). At the same time Mozambique abandoned its 

centrally planned socialist economy in favour of neoliberal economic policies. In 1987 the 

IMF and the World Bank sponsored an ‘Economic Recovery Programme’ for Mozambique 

which, although showing positive indicators for macro-economic growth, carried with it 

a social cost evidenced by declining wages, rising food prices and high inflation.36 The 

move to a market-based economy was, however, followed by an inflow of development 

aid and private capital, mainly from Western countries;37 new funding that contributed to 

improved economic growth in the late 1980s and served to cushion the impact of SAPs 

on social indicators, with foreign aid increasingly directed towards human development 

by the early 1990s.

While a new economic order was being established, changes in the political landscape 

were also under negotiation. Direct peace talks between Frelimo and Renamo began in 

1990 and a new constitution enshrining free and fair multiparty elections was adopted in 

November of the same year. The war finally came to an end with the signing of the Rome 

General Peace Accords in 1992.38 The first democratic general elections were held in 
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1994 with Frelimo winning a majority in both presidential and parliamentary elections. 

The party went on to win both the presidency and a parliamentary majority in general 

elections in 1999, 2004 and 2009.39 

From the beginning of the 1990s it became increasingly clear that Mozambique’s 

new economic trajectory was not without controversy or contradictions. The purported 

benefits of SAPs and foreign aid notwithstanding, the economy again declined in the 

early 1990s and along with it, real per capita income. Exports fell and the budget deficit 

continued to increase in spite of government budget cuts.40 

At that point it proved difficult for Western institutions promoting the Washington 

Consensus to claim unqualified success in Mozambique’s economic transformation. As the 

country stood on the threshold of real democracy it found itself in a very weak economic 

position. By the end of the civil war in 1992 it was not only one of the poorest countries 

in the world, but was also among the most heavily-indebted, with an external debt bill of 

over 200% of GDP by the mid-1990s.41 At the behest of various multilateral institutions 

the government had tightened its budgets, adopted fiscal policy reforms to meet free-

market imperatives, removed subsidies, devalued the currency and opened up the borders 

to cheap imports. Socially, the war had resulted in more than a million casualties, the 

internal displacement of three million people, and further destruction of the remaining 

infrastructure, including health and education facilities.42 All these factors contributed to 

a severe impairment of general living conditions, the amelioration of which formed urgent 

priorities which the GoM needed to address through donor aid and with whatever policy 

instruments were available to it.

In the 1990s a group of 19 donor governments and agencies (the G-19, also known 

as the Programme Aid Partners [PAP]), committed itself to assisting Mozambique by 

increasing financial aid and institutional and policy-making support. Initially this was 

directed towards a peaceful transition to multiparty democracy but later efforts went 

towards promoting socio-political inclusiveness in Mozambique’s democratisation 

programme.43 In the years following the first democratic elections donors had engaged 

in project-based support as part of a wider agenda of promoting democracy and good 

governance, which later also shifted to support for the central state budget.44 Record 

annual economic growth – hovering around 7–8% from the mid-1990s into the 2000s – 

and relative political stability, encouraged donors to view Mozambique as an exemplar for 

donor aid to foster the achievement of ‘peace, stability and growth’.45 

Donor aid to Mozambique, in a time of limited economic independence, in fact has had 

a significant impact: on state budgeting, on poverty alleviation and on policy-making and 

politics. Although there have been claims that Mozambique has relied so heavily on donors 

that it has become ‘aid addicted’,46 exponential growth in the extractive sector, along with 

concomitant FDI inflows, has led to projections of a decline in aid dependence. A pattern 

is beginning to emerge. In 2010 external support for the state budget was 51.4%; this had 

dropped to 44.6% in 2011, suggesting an increased government capacity to fund its own 

spending. In the same two years, mainly due to a booming extractive sector, FDI doubled 

from $1 billion to $2 billion, with the World Bank estimating that Mozambique could 

receive $70 billion in revenues from gas projects by 2020.47 As its burgeoning mining and 

hydrocarbons industries begin to confer greater financial independence the relationship 

between donors and the GoM, as aid recipient, is bound to change. Addressing the likely 

outlook of government’s relationship with donors, in a December 2012 interview with the 
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Belgium-based magazine GREAT Insights, President Armando Guebuza indicated precisely 

how the GoM sees future relations with donors: 

‘...the relationship will probably change in the sense that as time goes on and as we have 

more resources in our budget, we are going to need more business and commercially oriented 

relations with those countries that have traditionally provided development funding. It will 

shift as time passes; in about 10 years’ time we will not be relying on donations like we are 

today. We can expect a gradual shift in the focus of the relationship.48 

It is clear that the GoM sees relations moving more towards economic partnership than 

aid dependence. Fortuitously this shift comes at a time when governments in Organisation 

for Economic Co-operation and Development (OECD) countries (which include most of 

Mozambique’s donors) are tightening budgets.49 Depending on how it is negotiated and 

managed, the changing nature of the donor-recipient relationship, while gradual, may well 

serve the future interests of both the G-19 and Mozambique.

FROM     DONOR     S ’  D A R L I N G  TO   RE  S OURCE     - B A S ED   
S OVERE     I G NTY   ?

Donor aid has come in two streams from the G-19. First, donors have directly funded 

specific projects. This assistance has been in the form of direct institutional capacity 

building at national and local level, primarily for improving service delivery and 

administrative skills. Secondly, the G-19 directly provides general budget support (GBS) 

to the state in order to help the government fund development projects, such as poverty 

reduction programmes. 

Soon after the elections of 1994 donors realised that despite its measurable successes, 

project support brought with it heavy pitfalls, some of which have been documented by 

Tony Hodges and Roberto Tibana (among others). They argue that dependence on donors 

has also carried significant implications for Mozambique’s budgeting and governance. 

Project support creates burdens on an already overstretched public service and has served 

to fragment state planning when projects located within specific departments demand 

functional and reporting procedures different from normal departmental protocols. The 

prevailing view that reform is driven not from within but externally by donor countries 

and agencies has created a public service that is acquiescent rather than proactive. The 

further fact that some projects are directly funded with money that bypasses the treasury 

imposes yet more reporting and administrative burdens, increases transaction costs for 

the GoM as the recipient government, and opens up the scope for funds to be siphoned to 

other channels.50 To some extent these shortcomings have tainted the measurable socio-

economic successes the GoM has achieved with the assistance of the G-19 since 1992.

These and other deficiencies led to the introduction of GBS alongside targeted 

programme support. For more than a decade since then, donor aid has comprised about 

50% of the GoM’s total budget. This dominance of aid in the budget prompted one 

economist to refer to Mozambique as an ‘aid-addicted’ country that would be bankrupt 

without the constant stream of aid’;51 he argues that the ‘problem’ has become so 

entrenched that aid in Mozambique has become a ‘renewable resource’.52 Such criticisms 
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notwithstanding, assistance from the G-19, whether primarily through GBS in recent 

years or from project support earlier, has helped Mozambique to achieve stable annual 

economic growth rates averaging 8% since the late 1990s.53 The country has diversified 

its economy to include three main sectors: agriculture, industry – primarily in the form 

of aluminium for the export market – and services provided mainly by government.54 In 

addition, after 2001 the GoM adopted strategies and programmes specifically targeting 

human development. By 2008 there had been notable progress in this regard. The rate 

of absolute poverty fell from 70% to just over 50% in the decade from 1997; in 2009 per 

capita GDP had almost doubled, to $454, from the 1997 benchmark; the adult literacy 

rate stood at 50% in 2008 compared with 40% in 1997; access to water and sanitation 

had increased markedly by 2008; maternal and infant mortality rates were down and from 

1997 the primary schooling completion rate had more than tripled, to 77% in 2008.55 

In spite of these successes there is a concern that donor funding increasingly has 

diverted the prerogative of policy-making from Mozambican decision-makers towards 

donors, and that dependence on aid has made the government more accountable to 

donors than to its own population.56 Expressing such a sentiment, Carrie Manning and 

Monica Malbrough write that in supporting multi-party engagement in the first elections, 

donors have been viewed both by Frelimo and Renamo as a constituency that might be 

more important than even the voters themselves.57 Hans Abrahamsson also argues that 

a calamitous outcome of dependence on donors has been the encroachment of donor 

countries on the economic and political decision-making processes in Mozambique.58 

Similarly, Paolo de Renzio and Joseph Hanlon contend that since the end of the civil war 

the GoM has foregone a drive for a ‘national agenda’ in exchange for the adoption of donor 

policies that have served to ‘ensure a steady inflow of resources’.59 The sheer scale of donor 

aid has bought the G-19 a seat at the policy-making table in Mozambique, which has led 

to criticisms that the domestic agenda has been hijacked in favour of what donors, rather 

than government, regard as more important, eroding the prerogatives of domestic policy-

makers to fulfil the mandate given by the electorate. At the same time policy-making has 

seen a systematic exclusion of civil society agencies and the national assembly, both of 

them obviously key stakeholders in domestic affairs. 

In a paper analysing how hydrocarbon wealth might impact on Mozambique’s donor 

aid programmes, Emily Anderson argues that the booming extractive sector will lead to 

economic changes which in turn will demand a reassessment of the current pattern of 

aid.60 As extractive projects, particularly for gas, come on line, the traditional North-

South donor funding channel favoured by the G-19 might slowly give way to a less 

conventional investment model aligned with the East and South, which will bring with it 

greater commercial opportunities for Mozambique.61 These latter, broader relationships 

will not be based on policy conditionalities, as was normally the case with the donor-

recipient relationship between the GoM and the G-19. Furthermore, future revenues from 

hydrocarbons and a reduced dependence on international aid – even more pronounced 

when mining revenues are factored in – will occur at a time of declining aid budgets 

from established donors, arising from the current global economic malaise and political 

pressures on donor governments to spend less in areas which their electorates do not 

consider central to their interests. Such a situation is likely to reduce the influence of 

donors on Mozambique’s domestic politics and policy-making while increasing the 

leverage of the GoM in negotiating aid conditions.  
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In 2011 the UN Development Programme (UNDP) ranked Mozambique 184 out of 

187 countries in terms of human development, measured by aggregating life expectancy, 

education and the standard of living.62 This shows that despite substantial progress 

Mozambique continues to face persistent socio-economic challenges that make it one of 

the world’s poorest and least developed countries. A high percentage of the population 

still lives below the poverty line with inadequate access to formal employment, health 

care, formal education and energy. A largely rural population, it is reliant on subsistence 

farming; there is a marked vulnerability to natural disasters such as tropical cyclones and 

floods; food security and malnutrition is declining; and the HIV/Aids pandemic continues. 

Within this context, in September 2000 Mozambique, with 188 other nations, signed 

the Millennium Declaration under the auspices of the UNDP. This initiative seeks 

to improve human development by 2015, using eight strategic goals in sectors that 

include health, education and the environment.63 In 2001, soon after committing to the 

Millennium Development Goals (MDGs), the GoM drafted its first Poverty Reduction 

Strategy Paper (PRSP): the ‘Action Plan for the Reduction of Absolute Poverty 2001-2005’ 

(Plano de Acção para a Redução da Pobreza Absoluta: PARPA). This was followed by two 

further PRSPs: ‘Action Plan for the Reduction of Absolute Poverty 2006-2009’ (PARPA II) 

and Poverty Reduction Action Plan 2011-2014 (PARP). The central objective of PARPA 

I was to reduce absolute poverty ‘from 70% in 1997 to less than 60% in 2005 and less 

than 50% by the end of this decade’.64 PARP, the third strategy paper, aims to use ‘pro-

poor’ initiatives to reduce the incidence of poverty from 54.7% in 2009 to 42% in 2014.65 

The GoM sees poverty alleviation as one of its key human development objectives and it 

continues to use the three strategy papers as blueprints for achieving this goal. Donors 

have supported this through providing GBS at the national level; support renewed in 

2009 when the G-19 stated in a memorandum of understanding with the GoM that ‘The 

overall objective of the PAPs’ Budget Support to Mozambique is to contribute to poverty 

reduction in all its dimensions’.66 

The G-19 also stated that ‘the PAPs’ Budget Support should help attain the mutual 

objectives of poverty reduction and the Millennium Development Goals (MDGs) in 

Mozambique by providing budget financing to the public sector for poverty reduction.’67 

In addition to donor aid Mozambique has also benefited from the Heavily Indebted 

Poor Countries (HIPCs) and Multilateral Debt Relief Initiative (MDRI) from the World 

Bank and IMF which, in recognising the adverse effect of heavy levels of debt on poverty 

alleviation, sought to ease the financial burden on qualifying countries.68 While it is 

undeniable that Mozambique has made progress in human development and reaching 

MDGs, criticisms persist that continued reliance on donor aid has rendered its government 

weak in the face of the G-19 and its donor-led agenda. 

Gas for development

As a result of its substantial coal and gas discoveries Mozambique has emerged as a fossil 

fuels resource target for international energy companies looking to extend their footprint 

in the sector. This particularly applies to the world-class coal deposits of the Moatize Basin 

in Tete Province and offers potential for unprecedented revenue streams for government, 

provided the GoM is able to develop a regulatory regime that will allow it fully to capitalise 

on the abundant resources. 
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According to Petroleum Law No 3/2001 ‘Petroleum resources are assets whose proper 

exploitation can contribute significantly to national development’,69 a position echoed 

11 years later in the executive summary of the Master Plan Draft Report, which suggests 

that the GoM should develop natural gas resources in a manner that maximises benefits 

to Mozambique society [sic] ... in order to improve the quality of life for the people of 

Mozambique, while minimising adverse social and environmental impacts.’ 70

Recognising Mozambique’s socio-economic challenges and the pitfalls it might hold for 

natural resource development, the document also acknowledges that:71 

... while these gas discoveries are an additional economic windfall for Mozambique, they 

present serious challenges to the GoM in the broader political economy. These challenges 

lay [sic] in how to encourage development of the resources in a way that brings the greatest 

benefit to Mozambique.

Much of the discourse within government, civil society and the donor community centres 

on the main options for utilisation of the resource: respectively export of the larger 

proportion of the gas, and retention of the remainder, in the form of royalty and profit gas, 

to be used to stimulate a gas-based industry in Mozambique itself. To this end the Master 

Plan Draft Report executive summary states:72

‘On the one hand, promoting the development of export-centered LNG projects will greatly 

add to government revenues through monetization of royalties and Mozambique’s share 

profits. This is revenue that Mozambique can use internally for development. On the other 

hand, royalties and profits can be used in-kind within Mozambique to promote value-added 

manufacturing that increases local employment, promotes local businesses, and creates 

potentially broader benefits across the country’. 

According to a GoM official, ‘government will use gas and coal to industrialise the country, 

to bring in rents and to create jobs. The focus is on the people and economic growth’.73 

There is indeed evidence to suggest that the GoM is already taking steps towards this goal. 

In October 2012, after three years as a candidate country, Mozambique was granted the 

status of a fully compliant member of the Extractive Industries Transparency Initiative 

(EITI).74 The GoM sees that status as one way to promote transparency.75 It also regards its 

commitment to implementing the EITI standard as a first step to ensuring that the sector 

generates wealth for Mozambique.76 

The government recognises that for the petroleum sector to function optimally, 

political and corporate governance of the sector should be strengthened. To this end, it has 

commissioned a study on corporate social responsibility (CSR) in Mozambique. According 

to a senior official in the mineral resources department the outcome of this study will 

inform the conduct of mining and petroleum companies’ CSR initiatives.77 

Although the GoM has displayed some level of commitment, and taken some steps 

towards creating a climate in which the gas can be used for development, many issues 

still need to be addressed before the country can be seen as fully prepared for the start 

of production in the Rovuma Basin. Many key decisions must be taken; to do so will 

require a full understanding of the implications of policy options. These include, but are 

not limited to, whether the GoM will receive its royalties and profit share in gas or in 
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cash; precisely how it will use the proceeds of gas production; what kind of investments 

it has plans for to make the gas revenues go further; which gas-based industries will be 

supported in utilising the gas internally; the fiscal regime for the sector; and whether there 

will be a continuation of what are widely seen as excessive tax rebates for so-called ‘mega-

projects’ – capital-intensive, infrastructure-driven, large-scale projects mainly in mining, 

energy and industry.78 

Governance and corruption

Within Mozambique and beyond its borders there are perceptions that the level of 

corruption in the country is high. Demands for electoral reform and improvements in 

governance were evident in the aftermath of the 2009 general elections, which were 

marred by procedural and administrative controversies,79 together with a ‘donor strike’ 

in 2010 in response to widespread corruption and the slow pace of positive change in 

governance.80 Although the G-19 renewed aid flows later the same year, in July 2012 

The Netherlands announced that it would stop GBS to the GoM from 2013, due to 

insufficient progress in poverty reduction, governance and fighting corruption81 (albeit a 

decision made against the background of a declining aid budget in Holland82 and a drop 

of almost 3% between 2010 and 2011 in official development assistance from the OECD’s 

Development Aid Committee due in part to the global recession83).

After two decades of relative peace and stability, enviable economic growth rates and 

some human development improvements, ‘Mozambique remains a country in transition’84 

where donors and civil society are ever more frequently expressing growing concern over 

slow progress towards good governance, transparency and the eradication of what they 

regard as corruption. 

Many politicians in the Frelimo ruling party have been linked to private companies, 

creating a sense that political connections have brought with them privileged positions in 

the private sector. Expressing a similar sentiment, Robert Lloyd argues that:85

‘economic growth, strong state involvement in the private sector, inadequate administrative 

and judicial oversight, and Frelimo’s control of the government since independence have 

created ample opportunity for private gain at public expense’. 

According to Transparency International’s Corruption Perceptions Index 2011, 

Mozambique ranked 120 out of 182 countries, indicating a prevailing perception of a 

highly corrupt public service.86 Such opinions are further given credence by civil society 

organisations, which, representing the larger societal base, decry both the involvement of 

politicians in business and an absence of sufficient public accountability in the use of state 

revenues.87 Unsurprisingly, perceptions of widespread corruption have led to a concern 

that with the gas boom on the horizon it is the political elite and other well-connected 

individuals who will derive most benefit from the country’s huge new resource, to the 

detriment of those on the lower rungs of the socio-economic ladder.88 

One area of particular concern, for example, is the lack of transparency characterising 

the administration of the Social Project Funds (SPFs) administered by the NPI. These 

funds, which already amount to millions of dollars, are paid by companies in the extractive 

sector from the outset of exploration, for social upliftment projects in exploration areas.89 
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Although the receipt of these funds is reflected in EITI reports, questions have been raised 

as to how the government is using the money, and the accountability and transparency 

mechanisms in place to ensure that the public benefits from it.90 Given that the amounts 

already spent on SPFs are only a fraction of the FDI inflows that the petroleum sector will 

see in the coming years, the lack of transparency in their administration is problematic. 

The GoM has put in place a number of anti-corruption measures, such as the 2001 

Public Sector Reform Strategy, an Anti-Corruption Law promulgated in 2004, and a 

Central Office for Combating Corruption, established in 2005. There is also a broad-based 

Anti-Corruption Strategy, to facilitate the implementation of which, a multi-stakeholder 

Anti-Corruption Forum was created by government decree. This served as a consultation 

platform for the Strategy (the Forum was later dismissed after the Constitutional 

Court declared it unconstitutional). In addition a code of conduct for public servants 

was established91 and most notably, in 2011 the Council of Ministers adopted an anti-

corruption ‘package’ consisting of a series of bills.92 These legislative drafts, targeting 

the protection of whistle-blowers, promoting ethical conduct and further criminalising 

corrupt practices, were put before Parliament in November 2011.93 The intention was for 

the bills to be adopted all together as a ‘package’ but at the time of writing, Parliament had 

passed only some into legislation and not others. 

Hence, although steps have been taken to address some of Mozambique’s persistent 

governance challenges, institutions that could give effect to these laws have yet to be 

granted sufficient powers to function. There is also limited co-ordination between 

those different instruments, which further hinders their ability to address governance 

challenges.94

Petroleum Law No 3/2001 is under review and currently before Parliament as the 

Petroleum Bill. There is a recognition that in order to achieve best results in maximising 

government revenues from gas and achieving developmental priorities, Mozambique 

will have to use other, successful countries as models.95 To this end ENH and the NPI 

have been receiving technical assistance in training and capacity-building from Norway. 

Norwegian organisations are also working with civil society in researching legislative and 

environmental aspects of the exploitation of natural resources. In addition to this the 

World Bank and the government of Norway are providing assistance on investigating 

possible uses of gas within Mozambique, a process which has culminated in the release of 

a final version of the Master Plan.96 

Mozambique’s recent compliance in the EITI has been hailed in some quarters as 

major leap for greater transparency in the country’s extractive sector.97 This optimism 

is not, however, shared by all stakeholders. A civil society representative on the EITI 

multi-stakeholder forum considers that, whereas many improvements had been made in 

the process leading up to compliance, the EITI has only limited reach. He considers that 

holding a record of payments and receipts does not per se translate into accountability. The 

EITI should move beyond documenting payments and receipts towards actively promoting 

accountability in the utilisation by government of extractive industry revenues.98 There 

have been calls, mainly by civil society, to extend the terms of reference of the EITI to 

include non-monetary payments by companies to the government, in the hope that this 

measure would enable greater monitoring of extractive industry payments in cash and 

also in kind (such as extractive product). Requests have also been made for government 

to publish contracts signed between companies and the GoM, which at the moment are 
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considered confidential and are virtually inaccessible to the public. The aim is to improve 

access to enable civil society to monitor whether companies are in fact meeting their 

payment commitments in line with their contractual obligations. 

As a starting point, however, Mozambique’s compliance with EITI shows a serious 

commitment to transparency and coupled with the initiatives the GoM has undertaken to 

address corruption and poor governance, there is potential for a well-governed petroleum 

sector. 

N A T I ON  A L  DEVE    L O P MENT     P O L I CY   A T  THE    CRO   S S RO  A D S

Mozambique has primarily focused on two broad developmental strategies: first, using 

donor aid for development programmes and priorities as noted earlier and secondly, 

promoting macro-economic growth through deploying export revenues in state priority 

areas. The GoM has favoured the mega-projects, justifying them on the basis that they 

attract FDI, generate employment and contribute to the national fiscus, mainly through 

export earnings.99 Part of the rationale is also that mega-projects fuel entrepreneurial 

opportunities through the establishment of supportive small- and medium-scale businesses 

alongside the larger investment projects. In addition, they stimulate the economy in their 

immediate locality through local procurement and promote CSR initiatives that allow 

communities to benefit directly from economic development.100 

The first of the mega-projects was the Mozal Project, a $1.4 billion aluminium smelter 

located 20 km west of Maputo, promoted by the GoM in the late 1990s as a vehicle to 

attract foreign investment, and strongly supported by the South African government.101 

The project was announced jointly in 1998 by South Africa’s Industrial Development 

Corporation (IDC), the GoM, UK-based diversified resources company BHP Billiton 

and Mitsubishi Corporation of Japan as partners and shareholders in the project. It 

was considered a success, as construction was completed ahead of schedule and within 

budget and the work created 10 000 indirect jobs and 1 000 direct jobs, mostly for 

Mozambicans.102 Mozal also facilitated export-orientated infrastructural developments 

including road construction, a bridge and a new berth at Matola Port in Maputo. Other 

spinoffs came in the form of CSR initiatives that targeted social and community issues 

such as HIV/Aids, malaria infection, inadequate access to schooling, health care, sport 

and culture, high unemployment, poor small business development and inadequate 

community infrastructure.103 The successful construction of what at the time was the 

country’s largest private investment project, and commencement of operations in 

September 2000, made for a major boost for Mozambique’s post-war image, indicating to 

the world that Mozambique was peaceful, stable and ready to capitalise on FDI.

Following Mozal, the GoM has promoted further investment in mega-projects as one 

of its key growth strategies. In the early 2000s it awarded petroleum rights to Sasol for gas 

development in Pande and Temane and for its pipeline to South Africa. This was followed 

by the signing of an agreement with London-listed Kenmare Resources for development of 

the Moma mineral sands mine in Nampula Province104 and a major investment deal with 

Brazilian mining company Vale SA for the exploration and subsequent production of coal 

at Moatize.105 Since then, numerous mining concessions have been awarded, particularly 

in coal-rich Tete, and exploration for gas resources continues in the northern Rovuma 
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Basin. While not all these schemes may turn out to be mega-projects, the size of many of 

the concessions indicates that certainly they will become large in scale. 

The socio-economic benefits that to date have accrued from mega-projects, mainly 

Mozal and Sasol’s gas venture, have been presented by the government as evidence of a 

successful economic model. This has not, however, passed without criticism from within 

and beyond Mozambique’s borders. Mega-projects by their nature rely on a ‘trickle-down’ 

approach which assumes that export revenues will contribute to the national fiscus and 

create opportunities for more businesses and industries, while creating local linkages and 

products and services supportive of the ‘anchor’ project. A further assumption is that the 

revenues will be used by government to develop the country as a whole. Based on these 

two assumptions it is argued that revenues eventually will percolate through to alleviate 

poverty and increase access to health care and education among other priorities. 

While this model is not necessarily doomed to failure, in Mozambique it has not yet 

lived up to its promise. Except where the GoM commercial interests are represented by a 

national company – such as ENH in the petroleum sector – the mega-projects are owned 

primarily by foreign entities. They are capital-intensive and demand high-level skills that 

for the most part must be imported, either from the home countries of the operating 

companies or Mozambique’s neighbouring countries.106 The companies export the bulk 

of product mainly in their primary form with no value added, resulting in lost potential 

for additional domestic job creation and business opportunities.107 The benefits of mega-

projects so far have eluded the poorest Mozambicans and have only marginally improved 

the life prospects of communities in the projects’ immediate locality.108 In a 2011 country 

risk analysis on Mozambique, the Dutch banking group Rabobank argues that although 

mega-projects have a positive effect on the economy they do not create many jobs, but 

instead ‘lead to enrichment of the happy few, while many people [remain] unemployed’.109 

The failure of mega-projects to live up to their potential has been aggravated by the GoM’s 

inclination to incentivise them with large tax breaks and import exemptions. 

As Mozambique enters the new era of a gas boom, indications are that mega-projects 

will continue to feature in national policy and that large foreign companies will enjoy a 

relatively favourable fiscal and tax regime designed to attract even greater inward financial 

flows. This is regarded by some observers as alarming, given that projects in the gas sector 

are likely to fall within the ‘mega’ category due to their large investment and infrastructural 

requirements. There has been recognition, however, that some changes must be made if 

Mozambique wishes to achieve greater benefit from economic activities within its borders, 

particularly those in the extractive sector. Recognising that many contracts unfavourable 

to it have already been signed with private firms involved in mega-projects, some in the 

extractive sector, the GoM is seeking legislation to remedy inequitable benefits accruing to 

the companies involved. In a parliamentary address defending the need to renegotiate such 

contracts, Finance Minister Manuel Change said that there is a need to achieve ‘a more 

significant economic and financial contribution from the undertakings carried out in the 

national territory’.110 In line with this sentiment, civil society organisations in Mozambique 

have also been advocating a reassessment of the financial terms and conditions under 

which mega-projects in general operate. They argue that through contracts that confer 

disproportionately favourable tax conditions on operating companies, Mozambique does 

not receive equitable benefit from operations within its borders.111 
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The promulgation of a new law that permits renegotiation of contracts may ensure 

that corporations, the state, the national economy and local communities derive more 

equal benefit from mega-projects.112 It is not enough, however, for such a law to exist 

merely on paper. The GoM will have to show its commitment to righting many of the 

wrongs inherent in mega-projects by giving effect to its expressed intentions and actually 

negotiating changes to contractual clauses that unfairly disadvantage the government and 

its people. Against the background of the boom in Mozambique’s extractive sector, and 

given that many of these mining and gas schemes by virtue of their size and investment 

contributions will be classified as mega-projects, it is important that the government 

demonstrates its commitment to equity in future negotiations for mega-projects by moving 

ahead with the legislation. This will not only set the tone for what is to come, but will 

have an immediate, positive effect on Mozambicans in general. 

The belief that there is a need to renegotiate the terms of some mega-projects 

demonstrates a desire to address some of the shortcomings of the ‘trickle-down’ 

development model. Given the increasing commercial interest in the country’s natural 

resource wealth and its economy in general, the GoM is bound to see a strengthening in 

its negotiating position, but the extent of amendments to the taxation regime and fiscal 

incentives to attract FDI should not be overstated. As yet it remains unclear how far 

the GoM will go to increase direct state revenues from mega-projects, including those 

in the extractive sector; especially if such action is seen as possibly setting at risk steady 

FDI inflows and contributing to an unfavourable investment climate. Although a delicate 

balance has to be struck between attracting foreign investors and ensuring equitable 

benefits for government and society, in reality these twin priorities are not always 

compatible and indeed at times can be the opposite. It is crucial for the GoM to strike the 

correct strategic balance between them. This is particularly important in the context of 

growing resource nationalism in Africa, where increasingly, citizens are demanding that 

they receive greater benefit from exploitation of their countries’ natural resources, which 

they consider national assets to be used for national development.

G ETT   I N G  THE    S TR  A TE  G I C  B A L A NCE    R I G HT

Access to energy is one of the most important vehicles for poverty alleviation and overall 

economic growth. Although Mozambique enjoys a myriad of primary energy sources 

including coal, natural gas, hydro and wind power, at present only 18% of households 

in Mozambique have access to electricity, with the great majority of Mozambicans reliant 

on informal energy sources such as biomass and wood.113 Recent gas discoveries hold 

the potential to alleviate energy poverty by making available a formal source of energy 

for households and businesses alike. The executive summary of the Master Plan Draft 

Report identifies various scenarios for utilisation of the gas, presenting options available 

to the GoM and companies operating in the hydrocarbons sector, rather than laying down 

a blueprint which participants must follow. The options are informed by a wide range 

of factors, including estimated gas supply and production costs; identifiable markets, 

employment generation capacity, environmental impacts and value added; and ways in 

which the gas windfall can best address socio-economic challenges.114 



M O Z A M B I Q U E ’ S  N AT U R A L  G A S  &  T H E  N E W  D E V E L O P M E N T  O P P O R T U N I T Y

23

S A I I A  O C C A S I O N A L  P A P E R  N U M B E R  151

Broadly, two options have been identified for the Rovuma Basin discoveries. To make 

gas production in the Basin commercially viable the developers plan to export the bulk 

as LNG – presumably at market prices – while the GoM plans to use royalty gas and the 

profit share allocated to ENH to develop gas-based industry. Anadarko and ENI intend to 

construct an onshore LNG processing plant initially including two trains (with the option 

of an increase to 10 trains each) and with a capacity to process five million tonnes of gas 

annually.115 

The remaining output will be used to develop gas industries. In analysing possible 

uses for the gas within Mozambique, the Master Plan executive summary considers two 

sectors. The first is small and medium enterprises (SMEs) which use natural gas as process 

heat in their industrial and commercial operations, including as fuel for transport. These 

undertakings are not compelled to locate close to the gas source and will use the gas 

only if it is commercially competitive.116 The second sector comprises large industrial 

customers which use gas either as a feedstock in manufacturing or as process heat. 

Feedstock industries include production of fertiliser (urea), methanol and gas-to-liquids. 

Process heat uses include power generation, aluminium smelting, steel production, 

petrochemicals and refining,117 known as ‘anchor loads’ due to the volumes of gas used 

and the pipeline infrastructure needed to make production viable. Such industries tend to 

locate close to the source of the gas because energy use is their primary input and major 

cost of production.118 Ventures such as these conventionally would be characterised as 

‘mega-projects’ in Mozambique. 

Given that it is already being produced in commercial quantities by Sasol in the Pande 

and Temane fields, interest has already been shown in using gas for power generation. 

Mozambique’s first gas-fired power station began operating in July 2012 with a production 

capacity of 107MW.119 Sasol has since entered into a joint venture with the state-owned 

power utility Electricidade de Moçambique for the construction of a 140MW gas-fired 

power plant at Ressano Garcia, Maputo Province, expected to come on line in 2014.120 

The Rovuma Basin discoveries have also prompted South Africa’s national oil company, 

Petroleum Oil and Gas Corporation of South Africa (PetroSA), to apply for a licence 

to build a gas-to-liquids facility in Mozambique.121 Various companies, mainly based in 

Japan and Germany, have approached ENH regarding gas supplies for proposed methanol 

and fertiliser industrial plants and a Mozambican company has put in an application for 

a pipeline project.122 Although this list is not exhaustive, the initiatives cited go to show 

that gas production has real potential to contribute to job creation and economic growth 

as well as to energy security in Mozambique and the rest of the region.

One way for the GoM to use the newly established gas industry to address some 

of Mozambique’s socio-economic challenges is by encouraging the growth of SMEs 

that can provide supporting services to anchor industries. In this way, the GoM can 

support a ‘bottom-up’ economic growth model; such smaller enterprises will contribute 

to tax revenues, increase employment and provide a market for gas to be used in their 

operations. The petroleum industry, however, is very specialised and demands a highly 

skilled workforce, which at present Mozambique does not possess. The GoM will have to 

invest in a long-term skills initiative with university education and artisanal training as 

two of its central pillars. A practical goal for this should be that over time the industry 

employs a majority of Mozambicans rather than an expatriate technical labour force. 
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The GoM should also ensure that revenues from natural gas (and other natural 

resources) are used to diversify the economy by investing in agriculture and fisheries, 

among other sectors. Such diversification will protect the future economy from the 

shocks normally experienced in the natural resource export market, while also boosting 

those sectors most closely, and traditionally, associated with sustainable livelihoods. It is 

important that the population at large can tap into the natural gas reserves. According 

to the Master Plan Draft Report executive summary, a pipeline infrastructure, although 

expensive, is a more cost-effective option than a series of LNG facilities along the various 

ports in the country. It will also serve to encourage small-scale industries providing 

services to mega-projects, which in turn should have a snowball effect on job creation and 

economic growth.123

Export of LNG and development of a gas-based industry within Mozambique 

should not be seen as two separate options that cannot work in tandem. The GoM must 

necessarily pursue both strategies if it is to maximise the potential benefits of the gas 

discoveries. In addition to the advantages previously cited, a gas-based industry would 

boost Mozambique’s exports in the immediate region. Crucially, gas-to-power plants can 

serve the country’s electricity generation demands while also being used to export surplus 

electricity to the Southern Africa common power grid. Furthermore, natural gas is flexible 

in application and can also be used as a formal energy source for households, replacing 

more inefficient inputs. 

Given these considerations it is important that the GoM strike the right balance 

between the quantities of gas exported and the amount retained. It is a foregone 

conclusion that the bulk of the resource will be exported: the GoM, however, must ensure 

that it is able to negotiate an equitable share, in cash or kind, with which to address 

pressing domestic needs. 

TO  W A RD  S  A  FUTURE       OF   G A S  P RODUCT      I ON

Although Mozambique is not new to the gas industry, the scale of the Rovuma Basin 

deposits, as well as the potential of new fields to be licensed in the next licensing round 

expected in in 2013, makes it necessary to revisit existing governance structures for the 

industry. Although the projected start date for Rovuma Basin production may appear far 

off, it is important that government begins the process of signing contracts and putting 

in place legislative and regulatory frameworks and institutions for a future of large-scale 

gas production and export. The urgency is not lost on the GoM, as is indicated in the 

comment by a senior official in the Ministry of Planning and Development that ‘the gas 

in Rovuma needs a fast approach if Mozambique is to get the most out of [it]. Contracts 

need to be signed; companies are anxious to get started’.124 This sense of urgency should, 

however, be balanced with enough caution to avoid hasty decisions that will prejudice 

government and citizens once Rovuma Basin production begins. It is also important that 

decisions are based on a sound understanding of the sector and its potential, and of the 

demands of the larger economy. 

The GoM has certainly tried to get a firmer handle on the gas sector. According to Dr 

Bias the review of the Petroleum Law noted above carries with it the intention to devote 

‘extra care to domestic interests’ and involve local companies particularly in the provision 
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of goods and services.125 Article 6 of the Law establishes that all petroleum resources within 

Mozambican territory are the ‘property’ of the state. Under Article 8 the state has secured 

direct involvement in the sector through ENH which, as noted earlier, has a shareholding 

in each of the exploration blocks as well as in Sasol’s existing fields. The Petroleum Law 

as it stands also provides for procedures in awarding contracts; environmental protection 

once activities have begun; the fiscal regime governing the sector; and dispute resolution 

mechanisms.126 The Petroleum Bill presently before Parliament makes a crucial addition 

that may have some lasting effect if administered effectively: Article 7 provides that an 

unspecified percentage of the ‘income generated from Petroleum Operations is channelled 

towards the development of communities in the areas in which Petroleum Operations are 

conducted’.127 Interestingly, unlike present legislation the draft amended Petroleum Law 

does not encompass the petroleum sector’s fiscal regime although it might be thought that 

stipulating that regime in terms of tax, royalties and other payments due to the GoM, is 

crucial to sound financial management of the sector as well as to environmental stability 

and establishing a level playing field among participants. Taxation levels must not be so 

high as to deter investment, but not so low as to unfairly disadvantage government and 

society. This is a balance that must be carefully negotiated by the GoM in its quest to 

regulate the sector in such a way that it remains attractive to foreign capital, while making 

a meaningful and equitable contribution to the national economy.

Within the extractive sector there are indications that the GoM is committed 

to ensuring good governance and equitable benefit for society, indicated through 

collaborative efforts to build capacity and enact legislation between Mozambican state 

officials, the World Bank and other donor agencies. It has set up an interdepartmental 

steering committee to oversee the progress of the Master Plan through to completion, 

which signifies its intent to investigate optimal ways to use the resource. Co-operation 

between departments in matters of petroleum licensing also assists in streamlining the 

process and ensures that all relevant issues are taken into account. The CSR study, the 

review of existing legislation, and compliance with EITI all indicate that the GoM is taking 

steps towards ensuring good governance in the natural resources sector. 

While the discourse within government circles, as well as some actions such as 

legislative reform, encourage a positive outlook, not all stakeholders in Mozambique are 

optimistic about the likely contribution of gas to national development. There is a concern 

that the country will not be able to put in place the requisite governance and management 

structures in time for the signing of production contracts and the start of Rovuma 

Basin extraction. Some stakeholders even doubt whether there is a real commitment to 

this end. Civil society has questioned whether Mozambique’s EITI compliance will be 

effective in eliminating the diversion of resource rents from state coffers, given that funds 

can be channelled away at stages precedent to those monitored under the standard.128 

Contracts between government and business enterprises in extractive industries are 

confidential documents, which makes it near-impossible for civil society to monitor 

whether companies are rendering the taxes they should under law. Even in cases where 

companies have been granted favourable conditions it is difficult to monitor whether or 

not they are paying the amount stipulated in their contracts – a crucial concern in light of 

the argument that Mozambique has tended to give favourable terms to foreign investors, 

which are difficult to renegotiate without compromising the country’s reputation abroad. 
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Parliament and civil society have an important role to play in ensuring that 

developmental policies are adopted, implemented and adhered to. The role of the 

legislative assembly will have to be strengthened if it is to perform a serious role in holding 

government to account, a task that may be less than easy given that Frelimo holds well 

over two-thirds of the seats in the assembly. Mozambique’s civil society, too, has always 

been weak, under-funded and unco-ordinated. There is great potential for a strong and 

united civil society movement to lobby for the changes necessary to ensure that gas 

development benefits the broader society. Independent media in Mozambique are widely 

considered free but lack ‘coverage, capacity and funding’ and engage in self-censorship due 

to fear of being taken to court by government’.129 This is another problem that must be 

corrected if the media are to play a serious part in holding the state to account. 

The independence of monitoring agencies cannot be over-emphasised; only through 

unencumbered autonomy can they can perform their functions effectively. For this 

reason the GoM must commit itself to good governance, accountability, transparency 

and integrity by establishing oversight institutions to promote and monitor adherence to 

legislation in the petroleum sector. While the EITI goes some way towards this, the culture 

of secrecy surrounding contracts between the GoM and companies in the sector limits the 

information that can be accessed by those interested in monitoring legislative compliance. 

Furthermore the limited scope of the EITI, which monitors only payments and receipts, 

means that it should properly be seen as a starting point rather than an end in itself. Given 

the substantial income stream the GoM is anticipating as a result of the Rovuma Basin 

discoveries, prevention of inadequate oversight, which could in time give way to a culture 

of non-compliance and even corruption, is critical. 

In regard to accountability there should be clear and open linkages between the uses 

of revenues by government. The Petroleum Bill makes provision for a portion of revenues 

to be remitted to communities in areas where petroleum operations are conducted. This is 

a step in the right direction but it is imperative that local authorities, which will be tasked 

with administering these funds, have the administrative and legal capacity to meet this 

obligation. It is equally important that there should be mechanisms in place to eliminate 

opportunities for rent capture and corruption at the local level. This will go some way to 

ensuring that funds are used appropriately for local community needs, avoiding a situation 

in which revenues remain at the national level due to lack of capacity further down the 

line – as has occurred in the past. 

CONC    L U S I ON

In the past few years major discoveries of natural gas in Mozambique have brought with 

them an atmosphere of palpable eagerness and anticipation. International companies 

prospecting for gas have suggested that FDI inflows may run into billions of dollars. The 

government has indicated that it intends to use this windfall for national development, 

ordinary Mozambicans hope for a change in their socio-economic circumstances, while 

civil society is advocating a cautious approach. It is clear that some decisive steps (eg 

legislative reform, various studies, bilateral partnerships and EITI membership) have 

been taken towards creating a regulatory framework for natural gas production. Concerns 

remain, however, around corruption and a lack of transparency and accountability. Donors 
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and civil society organisations continue to call for greater commitment to good governance 

and the eradication of corruption; it has become increasingly urgent to address these 

shortcomings if the gas sector is to realise its full social potential. 

The GoM should regard the urgent developmental needs of Mozambique and its 

people as its primary concern, and accept the implications of such an approach. These 

would include revisiting unfavourable contracts and giving state contract negotiators 

enough authority to ensure that future contracts in the gas sector are fair to all parties. 

The argument that overly lenient conditions for mega-projects serve to attract FDI and 

are therefore of themselves good for the country in the long run does not hold water 

when taken against Mozambique’s low level of development. The GoM must understand 

that the gas discoveries have created a sense of hope in Mozambique and that hopes 

frustrated could bring with them a level of unrest and instability detrimental to the peace 

and stability that foster inward investment. Achieving such a delicate balance demands 

first and foremost a political commitment on the part of Mozambique’s elected leaders to 

improving the circumstances of their citizens by devising practical and workable strategies 

for maximising the socio-economic benefits accruing from the gas bonanza. 

Well managed, the gas windfall could move Mozambique’s economy steadily forward 

by making the country a net exporter of the resource; increasing growth rates even further 

and cutting reliance on donor funding; it will provide the primary resource for a local gas-

based industry, increase energy access for households and businesses, and make available 

more government funds for development programmes.

Whether this will happen after 2018 will depend on many factors. Among them are 

GoM development policies; the quality of legislation governing the sector and the rigour 

with which it is enforced; and transparency in managing revenues accruing from operating 

companies. There must also be stringent accountability structures, strong mechanisms 

dealing with corruption, and consistent and unbiased legal recourse where legislative 

compliance is lacking. 

Most importantly, there must be the political will and commitment at government level 

to distribute the new gas revenues in a way that will improve the lot of Mozambicans in 

general. At present they are some of the poorest people in the world; but it may be that 

they will not long remain so.
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