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Crrupti on isaworldwide and age-old phenomenon. Yet
in recent years, Northern donors have become increas-
ngly vocal about corruption in Southern countries and
the need for these countries to clean themselves up. Northern
donors themselves, however, refuse to change their own poli-
cies, or to make tackling corruption a priority. Indeed, they
continue to support corrupt Southern elites who are willing to
back Northern priorities on economic liberalisation, includ-
ing free trade and the down-sizing of the state.

Evidence has been mounting for some time that the eco-
nomic liberalisation policies required of Southern countries
by Northern donors have coincided with, and even led to, in-
creased levels of corruption.t Africaisagood example of this.

Despite over a decade of structural adjustment reforms,
commentators have noted that levels of elite predation have
grown, leading to a virtual “criminalisation” of the state in
some countries. “ Africaremains unproductive and . . . the pur-
suit of rents or unearned fees is becoming ever more exten-
sive’, writes Béatrice Hibou, researcher at the Centre National
de la Recherche Scientifique in Bordeaux, adding that in parts
of Africa the bureaucratic apparatus, including the courts, is
being privatised and criminalised; bank and company frauds
are burgeoning; and that drug trading and money laundering
are becoming ubiquitous.? M ozambique, where corruption was
almost non-existent in the 1970s but has grown to high levels
during the 1990s, is a case in point.

Northern donors have been so keen on obtaining “market-
friendly” policy reforms, moreover, that they have often sided
with elites to push reforms through, even though these elites
have been linked to corruption.

Northern donors have also proved adept at ignoring cor-
ruption when it suits them. When a government such as Mo-
zambique'stells donors what they want to hear, rapidly putsin
place the reforms that donors want, and does not misappro-
priate too much aid money, Northern donors have turned a
blind eye to high levels of corruption and ignored pleas from
local civil society groups for real action on corruption. Do-
nors have behaved so that the inconvenient facts of corruption
do not get in the way of aforeign aid “success story”.
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Admired for its
integrity in the late
1970s,
Mozambique is
now “close to
becoming a

criminalised state™.
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The Growth of Corruption

Mozambique waswidely seen asaparagon of integrity inthelate
1970s. Asin Eastern European countriesin the central planning era,?
theruling party placed boundarieson thebehaviour of public officials
throughamix of mutua oversght, incentivesand repression.

Equally or moreimportant wereidealism and political will. Inthe
country’s first decade of independence between 1975-85,
Mozambican officia sbelieved they were building abetter country,
andthat theintegrity of the statewasimportant. Both thecivil service
and theleadership were known for their honesty. The bureaucracy
may have been inefficient, but stories of either high-level or petty
corruption wererare. So rare, indeed, that when Francisco Langa, a
member of the Frelimo Central Committeeand head of the Centrefor
Support to Refugeesand Liberation Movements, was caught embez-
zling funds, the casewas considered highly unusual . Langa, who had
been amilitary leader during theliberation war of 1962-75, was so
overcomewith shamethat he shot and killed himsalf in May 1980.*

Yet today, at least two formsof corruption are rampant in Mozam-
bique: “administrative corruption” and “ state capture” .°

Adminigrative corruptioninvolves making unofficia paymentsto
get officialseither toflout or to apply existing laws, rulesand regula-
tions. It candsoinvolvestate officia sthemsa ves manipul ating public
fundsunder their control for their own or their family’sdirect financia
benefit.

Examplesof administrative corruption prevaent in Mozambique
today include having to pay bribesto obtain something citizensare
entitled to (anaesthetic during an operation, say) or preferential treat-
ment (school placesor passing gradesin exams). Inone survey, 45
per cent of 1,200 respondentsreported that they had been victimsof
suchtypesof corruptioninthepast six months. Of those, 31 per cent
paid lessthan US$6, 45 per cent paid $6-60, and 22 per cent had to
pay $60-600, alarge amount of money in acountry wherethe per
capitaGDPisonly $300. The most common demands for money
werefrom officialsin health (30 per cent), education (27 per cent)
andthe police (21 per cent). Bribesarenot just financia; almost five
per cent of respondents said that they had been required to “ sleep
withagovernment official” .6

State capture, by contrast, involvestaking control of institutions,
suchasminidgtries, thejudiciary or regulatory agencies, toobtainillicit
equity stakes, informal control or variousrents. Thistype of corrup-
tion often occurswhen the businessand political interests of state of -
ficidsoverlap, andisextensveinkleptocratic political regimeswhere
“institutions of the state have been used to servetheinterests of a
particular leader and hisbroader circl€’. Itincludes, among other things,
the* sale of court decisionsto privateinterestsand themishandling of
central bank funds’.”

In Mozambique, state capture corruption is on alarger scale
than administrative corruption. Intwo major bank scandalsover the
past few years, at least US$400 million has been stolen, partly by
senior figuresin Freimo, M ozambique sruling party. Two peoplewho
tried to investigate the bank frauds, a newspaper editor and the
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Key to the scandals that have
seen hundreds of millions of
dollars illicitly drained from
Mozambican banks in the last
decade was the early-1990s
liberalisation of the financial
sector urged on the country by
the World Bank and International
Monetary Fund.

In 1994, the first new private
bank opened — Mozambique
International Bank, owned 50 per
cent by Portuguese private bank
Banco Comercial Portugués (BCP)
and 25 per cent by the World
Bank’s International Finance
Corporation. In 1995, the World
Bank made privatisation of the
Commercial Bank of
Mozambique (BCM) a “necessary
condition” for loans.

The only private interest
capable of taking over BCM was a
consortium put together by
Anténio Simdes, a Portuguese
businessman with interests in
the Mozambican insurance and
metal-working sectors, and
including Banco Mello of Portugal
and a company believed to be
fronting for the family of
President Joaquim Chissano.
However, the leadership of
Mozambique’s central bank,
Banco de Mogambique (BDM)
(noted for its integrity and
honesty, despite the growing
corruption in public life), made it
known that Simdes was not
acceptable because he had a
number of bad debts with local
banks, was failing to rehabiliate
the metal-working sector, and
was not accounting for
concessional loans he received
from donors for this purpose.
BDM began looking for another
bidder, but with World Bank
backing, Simdes finally acquired
BCM in July 1996.

BCM already had corruption
problems, and the new owners’
failure to conduct a due diligence
audit — an investigation of the
financial, operational and legal
risks connected with an
investment — ensured it would
be impossible to find out which
frauds occurred before
privatisation and which after.
Some new management was
brought in, nevertheless, and
one official reported finding a
wide range of frauds. “The bank
needed a total clean-up,” he said.

The clean-up never happened.
According to the official, bank
shareholders did not want it to be
carried out. In 1998, Simdes sold
his shares to Banco Mello, which
was subsequently sold to Portugal’s
BCP, and in 2002 BCM was merged
into Mozambique International
Bank. The total amount lost is still
disputed, but is close to US$200
million.

Meanwhile, the IMF demanded
that yet another bank, the People’s
Development Bank (BPD), be
privatised by the end of 1996. A
Mozambican group close to
President Chissano’s family was set
up to take over the bank, but could
not find the foreign partner it
needed. When the deadline was not
met, the IMF threatened to cut off
aid if the bank was not in private
hands by the end of June 1997.
Finally, Chissano made a personal
request to Malaysian Prime Minister
Mahathir Mohammed, who
instructed Malaysia’s Southern Bank
Berhad to become a partner. The
BPD was finally privatised on 3
September 1997.

As with BCM, corruption was
endemic from the outset. No due
diligence audit was carried out. The
bank made loans to members of
the Mozambican elite who seemed
to have no intention of repaying.
BPD, by now renamed Banco
Austral, collapsed and the private
owners handed their shares back to
the government on 3 April 2001.
Losses will exceed US$150 million,
and a bailout will be required from
the government. In 2002, Banco
Austral was taken over by ABSA of
South Africa.

Murders

Two prominent Mozambican critics
of predatory state capture who
tried to do something about the
scandal paid with their lives.

The first victim was Carlos
Cardoso, editor of the faxed
business daily Metical and a de
facto spokesperson for a
“developmental” faction among the
elite favouring an interventionist,
honest state capable of promoting
longer-term entrepreneurism.
Cardoso was investigating the bank
scandals when he was machine-
gunned in a drive-by shooting on
22 November 2000. Beginning in

Liberalisation and Mozambique’s Banking Scandals

1998, Cardoso had pointed out
that loans from Norway, Sweden,
France, Germany and Switzerland
seemed to have been used by
Antoénio Simdes to buy BCM
instead of to rehabilitate the
metal-working industry.

The second victim was
Antdnio Siba-Siba Macuacua, the
respected Banco de Mogambique
head of banking supervision, who
was killed and thrown down the
stairwell of the bank’s
headquarters on 11 August
2001. Siba-Siba had been
appointed acting head of the
collapsed Banco Austral by the
developmental faction in an
attempt to regain control and
impose some integrity, but had
stepped over the line by trying to
collect from the Frelimo elite and
repossess properties.

At first, neither murder was
investigated. But because
Cardoso was an internationally-
known journalist, his killing
became a subject of an
international campaign. An
investigation was then launched
and six gunmen were convicted
in January 2003. Yet the higher-
ups who planned the Killing
remain at large. One of the
convicted men was allowed to
escape from a maximum-
security prison to ensure he kept
silent about his paymasters.
Seven policemen accused of
facilitating the escape were
acquitted in late 2003, the judge
remarking that they were “just
scapegoats to hide the class of
untouchables” who had
organised the operation. Some
witnesses had accused President
Chissano’s son, who has
admitted illegal international
currency deals, of having ordered
Cardoso’s murder.

Siba-Siba, unlike Cardoso,
was not well-known abroad. No
international campaign was
launched and his murder has
been only sketchily looked into.
The thefts of hundreds of
millions of dollars from the
banking system remain mostly
uninvestigated.

Source: Hanlon, J., “Do Donors
Promote Corruption? The Case of
Mozambique”, Third World
Quarterly 25, 4, 2004, pp.747-
763.
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government’shead of banking supervision, werepublicly nated
and theinvestigations of thekillingsblocked at high level (see Box:
Liberaisation and M ozambique' sBanking Scanddls, p.3).2

In addition, thelegal system has collapsed and court rulingsare
availableto the highest bidder. Money laundering iscommon, and
M ozambique has become an important drug warehousing and transit
centre, with senior figuresinvolved.®

When, as part of recent corruption investigations, Attorney-Gen-
eral Joagquim Madeirasent requestsfor informationto four ministers,
one sent the material requested, onetelephoned to say hewould not
respond, and two did not respond at all. In addition, asMadeirahas
told parliament, foreigninvestorshave complained about the:

“extralega conditionsthat are habitually imposed on them by
M ozambican government leaders, ranging from demandsfor
enormous commissionsto apartnershipintheundertaking” .1

TheCrimind Investigation Policedo not processand sometimeseven
destroy thefileson money stolen from banksand government, and
have blocked investigation of casesbrought by the centra bank, Banco
deMocgambique. Magistrates and justice officials* accumul atefor-
tunesthroughillegality”. Judgesand state attorneysare a so corrupt:

“we had no ideaof the scale of theinvolvement of judgesand
even lawyersin businessdedls. Eventhefeesof lawyersare
fixed by asentence outsidethelaw, to be shared with thejudge
inquestion. .. [Thereisa] growing tendency for illegality to
gansupremacy over legdity, thedishonest over thehonest . . .
Thecultureof legality isgtill adream.”

A study by the South African Institute of Security Studies(1SS) sums
up the story: Mozambique*“isvery closeto becoming acriminalised
State” .12

Corruption and Foreign Donors

What arethefactorsbehind thisincreasein corruption? Among many
possible contributors, one standsout: increasing intervention by inter-
nationa financia ingtitutionsand bilateral aid donorsover the past two
decadesin support of liberalisation, facilitated by tacit alliancesbe-
tween donorsand apredatory faction of the M ozambican elite.
Inthe 1980s, M ozambique became aCold War battlefield. A part-
heid South Africa, encouraged to attack Marxist Mozambique, built
up and supplied the Renamo rebel unitinawar which eventually cost
morethan onemillionlivesand US$20 billion. Yet it wasonly after
donorswent on striketwiceand withheld food aid, in 1983 and 1986,
that Mozambiquemadeits*“turntoward theWest”, findly capitulating
to structural adjustment and atransition to the market economy. 2 Aid
then morethan doubled from US$359 millionin 1985to $875 million
in 1988.% Government spending wascut, including on health and edu-
cation, and privatisation —which had begun in 1980 —was accel er-
ated. Hand in hand with destabilisation and aid went a form of
recolonisation, asforeign officialsfrom the World Bank or donor
agenciesbegan to issue ordersin many ministrieswhile European
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corporationswere again given the exclusiverightsover much of the
country’s production they had heldin colonia times.*®

During theperiod, donorsplayed arolein promoting policiesthat
increased corruptioninfour ways:

® Privati sation was promoted asan urgent priority. Donorslooked the
other way when small firmswere passed onto friendsand family of
theleadership. Company administration, somedonor officialsheld,
would haveto rely on thenomenklatura, snceno nationa business
class had ever developed due to restrictions during the colonial
era. Transparency, the consensus seemed to be, would slow the
process.

® In 1988, anAgricultural and Rural Development Fund was set up
using donor counterpart fundsto give“loans’ to military menand
party officias, with no intention that theloanswould berepaid. Do-
nors accepted that the money was being used to buy out military
people and Frelimo party officialsopposed to ending thewar and
abandoning socidiam.®

® TheWorld Bank’s Small and Medium Enterprise Development
Project was set up in 1989 to help new ownersof privatised busi-
nesses. Nearly US$33 million waslent. Asthe Bank’sown 1998
evaluation of the project noted, the Bank is*“ alleged to have put
substantial pressure on the management of the banksto ensurethe
expedient disbursementsof project funds’, undermining the* credit
quality of thesubloans.”*” The eva uation admitted that 90 per cent
of theloanswill never berepaid. A World Bank Industrial Enter-
prise Restructuring Project, meanwhile, gave $30 millioninloansto
larger privatised state companies, most of which will probably aso
never berepaid.’®

® Donorsresponded to appedl sfor project funding by an organisation
closeto President Joaquim Chissano which by thelate 1980swas
aready considered corrupt. When donors were asked why they
continued to support thisorganisation, they replied, quite openly,
that they were having troubl e spending increased aid budgets and
they saw thisasaway of buying influenceinthe President’ sofficeto
gpprovether projects. Projectswhich violated government policies
were approved by thisroute.™®

It wasduring thisperiod of thelate 1980sthat Mozambican officials
and newly-emergent bus nesspeoplewithlittle experience of theworld
of capitalismwere, in effect, given acrash course by the donor com-
munity. The main lesson wasthat capitalismisnot about profit but
about patronage — how businesses can be “ privatised” and given
“loans’ that need not berepaid, provided you know theright individu-
asor donor agencies.

Not surprisingly, corruption and donor support have continued to
be correlated. Donors continueto align themsal veswith apredatory
elitefaction that sees state capture asthe only way toward rapid de-
velopment of anational bourgeoisie.? At the sametime, donorsreject
the appealsof amorecritical, “developmenta” faction of theédlite,
who promote alonger-term entrepreneurial perspectiverequiringa
moreinterventionist, functioning and honest Sate.

For example, at itsdonor Consultative Group meeting in October
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Growth in
corruptionin
Mozambique is
partly due to
international
financial
Institutions’
backing for
liberalisation.

Donors taught
Mozambican elites
that capitalismis
more about
patronage than
about profit.
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Mozambican
critics of
corruption have
had to battle
against donor
actions.
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Maputo, 2001.
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2001, just two monthsafter themurder of thegovernment’sown bank-
ing supervisor, Mozambiqueasked for US$600 millioninaidand was
given $722 million.?t According to Sergio Vieira, aformer security
miniger, thispledge— whichwasenoughto plug theholeinthebanking
system caused by the recent World Bank- and IM F-facilitated thefts
(seeBox: Liberalisation and Mozambique' sBanking Scandds, p.3)
— wasasign that theinternational community was applauding the
“good performanceof thegovernment”,, minimising theimportance of
both the bank scandal s and the murders of those who acted against
them.

Mozambican criticshave sofar struggled in vain against such do-
nor actions. In aclosed meeting in 2002, one of the most prominent
M ozambicanscampaigning against corruption said:

“we appeal ed to donorsto put pressure on government to pur-

suethe high-level people whose names are known and who

wereinvolved in bank corruption. Thegovernment isputting
money into plugging the holesin the banks, and 45 per cent of
that comesfrom donors. | asked them — | asked theambassa
dors— ‘Why do you refuse to put pressure on the govern-
ment? If you put donor money into the budget and don’t look
to seewhereit goes, you are supporting corruption.” 2

Internationa financid ingtitutionsand bilateral donorshavedsoindi-
rectly fostered administrative corruption through their assault on civil
sarvants salaries(seeBox: Support for Adminigrative Corruption, p.7).

Saying One Thing, Doing Another

Why do donorswind up supporting corruptionin Mozambiqueagainst
their sated interest in fostering good policies?

Firgt, following thelead of theWorld Bank, which setsthetonefor
the donor community in Mozambique, “good policies’ areexplicitly
equated with so-called “ good economic policies’. According to two
of theWorld Bank’sleading policy theorists, that meansmainly three
factors: government budget surplus; control over inflation (asamess-
ure of monetary policy); and trade openness. “ The heart of structural
adjustment,” they write, “arefiscal discipline, tradeliberdizationand
other market-friendly policies.” 2 Asformer World Bank Senior Vice
President Nicholas Sternwrites, what isimportant isfor acountry to
be supported in “identifying and grappling with the main obstaclesto
growth” 24

Corruptiontendsnot to beidentified asone of these main obsta:
cles’, even when senior Mozambican officia shighlight the problem.
When someonelike DariusMans, World Bank Country Director for
M ozambique, mentions hearing worries about thebanking crisis, the
nations, the* shallownessof theroots of multiparty democracy
inMozambique’ and the* ability of elitesto capture state— and pri-
vate— ingtitutions’ ,* heiscareful to say heismerely repeating “ ex-
pressionsof concern” by “observers’. Theimplicationisthat they are
to betaken far less seriously than hishard economic demandsfor
“strengthening the macroeconomic environment”, tighter fisca policy,
land privatisation and yet moretradeliberaisationinacountry thatis
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Although international financial
institutions (IFIs) and bilateral
donors often help institute
programmes to combat
administrative corruption, they
also encourage it by pushing for
cuts in public service spending
in recipient countries.

For Mozambique, while the
late 1980s saw a shift to market
capitalism under the tutelage of
the World Bank, the first half of
the 1990s was an era of inflation
control and minimal
government imposed by the
International Monetary Fund
(IMF). It was the era in which the
international financial
institutions believed the less
government the better, and that
development must be left to the
private sector.

The IMF imposed savage cuts
on government spending. It was
not until the IMF began to bar
donor countries from giving aid
for post-war reconstruction,
provoking an unprecedented
public protest from donors in
October 1995, that the IMF was
forced to ease slightly its
spending cap.

Salaries were the biggest
component of government
spending. A United Nations
study showed that of 110,000
civil servants, more than half
were in health and education,
and the army had only 12,000
people. The study concluded
that far from being too big,
Mozambique’s civil service was
already too small to provide
basic services. But the only way
to meet the savage IMF spending
cuts was to cut wages. Within five
years, salaries of front-line staff
such as teachers and nurses

were one-third of what they had
beenin 1991. By 1995, the IMF and

World Bank had forced Mozambican

public service wages down to one-
third of their level four years
earlier; nurses and teachers had
fallen below the “abject poverty
line”.

As a 1995 booklet by the United

Nations Children’s Fund and UN
Development Programme argued,
such “erosion of basic service

providers’ remuneration” was a key

cause of the “sharp decline in

morale and quality of public service

across Africa”. The result, it said,
was corruption as well as
“privatised user fees” and less time
and attention to work. In Mozam-
bique, front-line staff were forced
to demand extra payments or take
time off to earn money or till fields
in a desperate attempt to feed their
families. A woman going to a
maternity hospital had to have
US$2 to pay the midwife. As one
woman from Nampula province
pointed out:

“Demanding money is illegal.
But the midwives say ‘we work
so hard all day here that we
don’t have time to grow food as

LT)

other women do’.

A Sofala province primary school
teacher added:

“We in education have one foot
inside and other out, because
we are parents and we don’t like
to see our children dying of
hunger.”

Donors and non-government
organisations worsened the

problem of low civil service salaries

by paying key technicians and civil
servants high salaries to work for
them, thereby decapacitating and
weakening government.

Support for Administrative Corruption

More seriously, donors began
to give key civil servants extra
money - for attending donor-
run seminars during the
business day, and for doing
consultancies instead of their
government job. Donors
encouraged civil servants to steal
time and do outside work for
others instead of what they were
being paid to do by the
government, creating a climate
of donor-approved corruption.

Years of poverty wages left
the civil service deeply
corrupted. Wages have now risen
above the poverty line, but the
“privatised user fees” and other
coping strategies built up during
the years of poverty have not
gone away. Corruption among
Mozambican civil servants may
no longer have the excuse of
being a livelihood necessity, but
it was the international financial
institutions which forced them
into corruption in the first place
and which suppressed any
criticism of policies it now
admits were misguided. The IFls
that created the administrative
corruption problem have simply
washed their hands of the
problem and blame Mozambique
instead.

Sources: Hanlon, J., Peace
Without Profit: How the IMF
Blocks Rebuilding in
Mozambique, James Currey,
Oxford, 1996; Adedeji, A., Green,
R. and Janha, A., Pay, Productivity
and Public Service: Priorities for
Recovery in Sub-Saharan Africa,
UNICEF and UNDP, New York,
1995; Etica Mogambique, Estudo
sobre Corrupg¢do Mocambique
2001, Maputo, 2001.

aready oneof themost openinAfrica. Smilarly, formulasabout the
need for curbing corruption and for legal and judicia reformarere-
pested year after year without any musclebeing put behindthem. This
lack of seriousness reinforces the sense among key figuresin the
Mozambican dlitenot only that corruptionisacceptable, butthat itis

thenormal routeto capitalist development.

A second reason why donors end up supporting the growth of
corruption lieswiththeir need to proveto othersthat their approachis
effective. Whether they are under pressureto increase aid to meet
international targets, provetheviability of neolibera agendas, or jus-
tify existing levelsof aid to conservative governments, donorshaveto
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Donor agencies
have paid little
heed to
Mozambican
protests that
structural
adjustment and
high growth have
not reduced
poverty.

26. Stern, N., op. cit. supra note 24, pp.xv

ff., xiii.

27.Mans. D., op. cit. supra note 21.
28. 1bid.
29. Under PARPA, spending on “priority ar-

eas’ for poverty reduction fallsfrom 19.4
per cent to 17.0 per cent of GDP between
2001 and 2005. Education spending falls
in cash termsaswell as percentage terms,
from approximately US$247m in 2001
to $218m in 2002 (a savage 12 per cent
cut), rising slowly after that to $244min
2004 and finally to $262m in 2005. De-
spitethe admitted need for more teachers,
teacher training expenditure is kept con-
stant (Republica de Mogambique, Plano
de Accdo para a Reducéo da Pobeza
Absoluta [PARPA], approved by the
Council of Ministers, April 2001, tables
7.4, 7.5, 7.6). Darius Mans's only com-
ment was that “a number of civil society
organisations expressed concerns about
health and education spending, which they
claimisprojected to decline asapercent-
age of GDP after 2002.”

30. Mans, D., op. cit. supra note 21.
31. Stern, N., op. cit. supranote 24, pp.xv ff.

showcase devel opment success stories. Mozambique, praised for
followinginternationd financid indtitutions economic policiesclosdy,
iIsoneof thefew candidatesfor thisroleon offer inAfrica. When the
World Bank wanted to justify increased aid and Bank policiesina
report to the March 2002 United Nations Conference on Financing
for Development in Monterrey, Mexico, itsreport cited Six successful

countrieswhere“ingtitutional reforms have sparked rapid devel op-
ment”. Only twowereinAfrica: Mozambique and Uganda.®

Reportsof negativeimpactsof donors’ market-oriented agenda
— whether corruption, increased poverty, or shrinking democratic
space— arenot welcomeingredientsin such success stories. To point
to Mozambique’ sgrowing rural poverty in particular isto say the
emperor hasno clothes— amessage donors cannot afford to listen
to. Thisiswhy thereissuch aremarkabl e divergence between the
reassuring talesdonorstell of devel opment triumphsor bringing cor-
ruption under control and the storieslocal criticstell of growing rural
hardship and increased corruption (see Box: Reassuring Storiesvs.
Everyday Redlities, p.9).

The October 2001 Consultative Group meeting offersseverd ex-
amples. Ignoring civil society statementsthat “ structural adjustment
and high growth had not resulted in poverty reduction in Mozam-
bique’, donorsagreed that the* most significant achievement of the
last 12 to 18 months” wastheAction Plan for Reducing Absolute
Poverty (PARPA).Z Asit happens, PARPA, which mandatestight
monetary policiesto“dow inflation” 2 beliesitsnameby actualy cut-
ting spending on education and other poverty-related items between
2001 and 2004% — at atime when primary education needsto be
expanded, not contracted, and teachers dying of AIDS must bere-
placed. Nor were donors concerned that PARPA exemptsbank re-
sructuring costsfromitstarget of reducing domestic primary deficit to
under five per cent of GDP— |eaving the government freeto spend
money plugging the holein the banking system created by high-level
corruption even as it imposes savage limits on poverty-related
funding.®

Helping Donors Spin the Sory

Predatory factionsin the M ozambican elite, quick to note donors
need to construct African success storiesand downplay deteriorating
conditions, have donetheir best to help out. They have ensured that
M ozambique hasdonethreethingsthat donorswant:

e Embark on market-friendly policies and fiscal restraint while
“Iimplement[ing] key measuresinfinancid liberaization, exchange
ratereform, tradeliberalization and privatisation through aseries of
adjustment operations’ .t

e Manage aid fundsrelatively transparently. While the predatory
Mozambican elite do not hesitate to engagein robbery, they are
careful toensurethat itisnot donor money itsdlf that isstolen. “ Con-
trolling fundsearmarked for Mozambiqueiseasy and transparent,”
according to Guido van Hecken, Belgium’sChief of Cabinet for the
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State Secretary for Development Co-operation. “ M ozambican au-
thorities. . . know how towork with thedonor community” .3 “ Gov-
ernment transparency and accountability haveincreased,” writes
former World Bank Senior Vice President Nicholas Stern.

® Obsequioudly praisedonor policies. At a25 February 2002 Com-
monwealthinvestment conference, for instance, President Joaquim
Chissano cited “the success achieved in recent years with the
stabilisation and control of macro-economic aggregates’ and prom-
ised del egatesthat the government would continueto crestean“ eco-
nomic environment favourable for the devel opment of a strong
business sector.”

32. Integrated Regional Information Network
(IRIN), United Nations Office for the Co-
ordination of Humanitarian Affairs, “Mo-
zambique: ‘Authorities know what they
want’ - donors”, Johannesburg, 9 April
2002, http://www.irinnews.org/report.
asp?ReportI D= 27190.

33. Stern, N., op. cit. supra note 24, pp.xv ff.

34. Mozambique Information Agency (AIM),
“119202E Chissano speaks on investment
in Mozambique”; Maputo, 25 Feb 2002.

Because donor bureaucracies
need success stories to satisfy
international aid targets,
demonstrate the success of
neoliberal politics, or placate
conservative politicians, they
tend to have a vested interest in
telling reassuring stories of
development triumphs and
corruption under control. Not
surprisingly, such stories are
often strikingly at odds with the
accounts of local critics.

For donors, Mozambique is a
nation boasting rapid growth in
Gross Domestic Product (GDP),
increased exports and
transparent management of
donor money. For World Bank
officials, it is one of the best-
performing economies in Sub-
Saharan Africa and an “example
of successful reform”, with GDP
growing at an average rate of 8.4
per cent. Donors note increased
export volume as well as growth
in the areas of the capital,
Maputo, that they frequent and
in mineral-energy enclaves like
the billion-dollar Mozal
aluminium smelter. They laud a
government which does the
bidding of international financial
institutions and can manage
donor projects.

Donor representatives such
as Guido van Hecken, Belgium’s
Chief of Cabinet for the State
Secretary for Development Co-
operation, are, moreover, little
concerned about corruption:

“Corruption, though not
non-existent, is not
institutionalised and the
possibility for controlling
funds earmarked for
Mozambique is easy and
transparent.”

Ordinary Mozambicans see a
different picture: one of a nation of
worsening poverty in rural areas
whose state has been captured by a
predatory elite that robs banks and
non-donor resources, smuggles,
kills, and maintains a corrupt
justice system. For them,
development has not yet brought
about any real changes in their
daily lives.

A Less Rosy View

One survey of 13,790 households
undertaken by the National
Statistics Institute between October
2000 and May 2001 found that 73
per cent of Mozambicans felt they
were either worse off or in much
the same situation as a year
previously. Writes Prakash Ratilal, a
former governor of the Bank of
Mozambique:

“The declared successes have
not yet produced tangible
results for the majority of the
population. Rising
unemployment and extremely
high levels of absolute poverty
are producing, among other
aspects, adverse social effects
and rising crime.”

While GDP per capita in Maputo may
have risen from US$1,076 to
$1,189 between 1997-1999, it fell
from $198 to $177 for the country
as whole between 1997 and 2001
and for the poorest province,
Zambézia, from $106 to $78,
meaning that the ratio of average
incomes between the richest and
poorest province increased from
10:1to 14:1.

Local critics also see corruption
as a more serious issue. While petty
bribe-taking is widespread, it is

Reassuring Stories vs. Everyday Realities

overshadowed by even more
frightening instances of state
capture. According to the
prominent Mozambican writer
Mia Couto:

“We live in a kingdom where
those who lead are
gangsters . .. [an elite is
using power] in order to
enrich itself. They don’t
think of Mozambique, they
think of themselves”.

And South Africa’s Institute of
Security Studies notes a:

“lack of political will to fight
organised crime and
corruption . . . the relative
impunity with which some of
the successful [drug]
traffickers operate is often a
result of their close
connections with individuals
at the highest levels of
government or the Frelimo

party.”

Sources: Mans, D.,
“Consultative Group Meeting for
Mozambique”, Maputo, October
25-26, 2001; Ratilal, P.,
“Perception of the Economy”,
Maputo, 11 Mar 2001;
Mozambique Information
Agency, “Mia Couto Condemns
‘Predatory Elite’”, 24 May 2002;
Gastrow, P. and Mosse, M.,
“Mozambique: Threats Posed by
the Penetration of Criminal
Networks”, Pretoria, 18-19 April
2002; UNDP, Mozambique
National Human Development
Report 2001, Maputo, 2001;
United Nations Office for the
Coordination of Humanitarian
Affairs, “Mozambique: No
structural adjustment rewards
for poor yet”, Johannesburg, 10
April 2002.
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Donors and the
predatory factions
of the Mozambican
eliteengageina
symbiotic
relationship.

Donors get to spin
development
success stories,
while their
Mozambicanelite
partners are given
ever larger spaces
for predation.

10

Atthesametime, predatory factionsknow not to wastetime pursuing
projectsthat donorsseeasof alower priority, such astackling cor-
ruption that doesnot involveaid monies. They understand that inre-
turnfor their co-authorship of donors successstories, they will geta
free passto engagein primitive accumulation through the state, rob-
bing banks, skimming public works contracts, demanding sharesin
investments, smuggling drugsand other goods, and rigging thejustice
systemto avoid arrest. They also know that, in donors’ eyes, they
have an advantage over critics of state capture corruption such as
former Bank of Mozambique governor Prakash Ratilal, who often
also do not hesitate to point out the failures of international
devel opment agencies. Anti-corruption programmesat theWorld Bank
andtheBritishbilatera aid bureaucraciesarein practicerestrictedto
effortsto control administrative corruption and corruptioninvolving
ad.

Insum, donorsand the predatory factionsof theM ozambican elite
engageinasymbiotic relationship. Donorsarealowed to stokethe
myth of aM ozambican successstory, prolonging thelifeof their insti-
tutions. Their Mozambican colleagues are empowered to create ever
larger spacesfor predation and state capture.

Donors Put to the Test

Linksbetween corruption at al level sof the M ozambican government
and awider global political economy have been common knowledge
for years. By themid-1990s, it was already evident that donorsto
Mozambique had faleninto corrupt practicesand in many wayshad
led the descent, for example by offering indirect bribesandfailingto
denounce thefts and misuse of donor funds. Yet donors have never
adequately addressed suchissues.

Thuswhen, in 1998, business periodical editor Carlos Cardoso
argued that |oansfrom five European countries had been used by the
Portuguese businessman Anténio Simdesto buy the Bank of Mozam-
bique (BCM) ingtead of to rehabilitatethe meta -working industry (see
Box: Liberdisation and M ozambique' sBanking Scandds, p.3), none
of thedonorswould say if theloans had been repaid, or if they had
even asked the government had what happened to their money. Pri-
vately, they wereembarrassed. Someadmitted they could not find the
documentation onloansmadesix yearsearlier. But noneasked to see
Cardoso’s copies of theloan agreements. Despite Cardoso’s cam-
paign and pressurefrom honest government and civil society forcesin
M ozambiqgue, donorsdid not seethe scandal or other corruption asa
problemfor them.

For atimeit did seem that the assassination of Cardoso (who was
known personaly by many donor staff) in 2000, thelargeinjection of
government money into BCM and the collgpse of BancoAustra were
causing disquiet in some partsof thedonor community — especialy
whenit becameclear that it was donor money that wasreplacing the
money stolenin part by senior government and Frelimo officias. But
when it came time for action, donors reaffirmed their support for

corruption.
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Thefirst test camein mid-2001, when donorswere asked to ap-
prove agovernment poverty reduction strategy paper (PRSP) and,
withit, debt relief under the Enhanced Heavily Indebted Poor Coun-
tries(HIPC) Initiativelaunched in 1999.% Mozambican civil society
forces appeal ed to sympathetic donorsto usethe occasion to pres-
surethegovernment on corruption, reminding them that they enjoyed
moreinfluenceinthe country than civil society. Some Nordic donor
officidsinMaputo duly called for approva of thePRSPto bedelayed
until the government at least provided more information on the
banking scandals.

Yet ingtructions soon camefrom Washington to theUSembassy in
Maputo that M ozambique had to be approved for HIPC at al costs.
Thereason: under heavy indirect pressurefrom campaigning criticsof
theMF and World Bank, the US, which had initially opposed debt
cancellation and waswidely seen asblocking HIPC, was eager to
changeitsimage. (At that time, only two countries, Ugandaand Bo-
livia, had had any debt cancelled under the Enhanced HIPC.*) USAID
officia sthusintensvely |obbied theNordic donor representatives, and
in the end, the matter of corruption was not raised, the PRSP was
approved, and Mozambique gained debt relief.

A second test came at the donor Consultative Group meeting of
October 2001, just two months after the murder of the banking su-
pervisor Siba-SibaMacuacua. At thetime, noinvestigationinto Sbha
Siba'sdeath was under way and hiseffortsto collect bad debts had
been stopped. Much high-flown rhetoricissued from donors about
the nations, corruption, the bank scandal and the necessity of
undertaking “ aggressiveeffortsto recover non-performingloans’, pros-
ecuting “ perpetratorsof crimestothefull extent of thelaw” and“en-
suringthat financial expendituresrel ated to recapitaizing thebanksdo
not crowd out poverty-related spending” ¥ Yet when theissuecame
up againin May 2002 at ameeting of agroup of ten donor govern-
mentswhich providesdirect budget support to thegovernment, there
had <till been no* aggressiveeffortsto recover non-performing loans’
nor any investigations of various major crimes. When two donors
wanted to delay the second tranche of budget support asaresult, they
werevoted down by the others.

The World Bank Also Fails Its Exam

TheWorld Bank hasalsofailed to act onitsawarenessthat “foreign
aid caninduce corruption” and to heed itsown researchers’ warnings
not to limit itsanti-corruption strategy to* standardized technica solu-
tions’.* Even the World Bank’s own anti-corruption website admits
that the Bank “ did not explicitly addresscorruptioninitsdevel opment
strategies’ until 1996,* and that some of thepoliciesit followedin
M ozambique were wrong, for example in ignoring the fact that
“adequate pay” in the public service is essential for preventing
corruption.“

Similarly, former World Bank Senior Vice President NicholasStern
today acknowledgesthat “the minimal -government free-market ap-
proach advocated by many peopleinthe 1980sand early 19908’ —
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The World Bank
admits having
ignored the fact
that decent pay for
civil servantsis
essential for
preventing
corruption.

The World Bank
also admits having
pushed
Mozambican
banks into making
loans that were
known to be
unrepayable.

35. HIPC is a programme aimed at reducing
the debts of some of the poorest Southern
countries by billions of dollars.

36. World Bank, “Heavily Indebted Poor Coun-
tries (HIPC) Initiative — Status of Imple-
mentation”, 14 Apr 2002, p.7, http://
www.worldbank.org/hipc/
Status_of_Implemenation_0402.pdf.

37.Mans, D., op. cit. supra note 21.

38. Pradhan, S. et a, op. cit. supra note 3.

39. World Bank, “ Anticorruption: World Bank
Efforts”, Washington, DC, 2002, http://
wwwl.worldbank.org/publicsector/
anticorrupt/efforts.htm.

40. World Bank, “Anticorruption: Multi-
pronged Strategiesfor Combating Corrup-
tion”, Washington, DC, 2002, http://
www1l.worldbank.org/publicsector/
anticorrupt/strategies.htm.

11



41.
42.

43.

45,

46.

47.

48.

Printed by RAP Spiderweb, Clock Street, Hollinwood, Oldham, Lancashire OL9 7LY, UK.

12

Stern, N., op. cit. supra note 24, p.xii.
Adedeji, A., Green, R. and Janha, A., Pay,
Productivity and Public Service: Priori-
ties for Recovery in Sub-Saharan Africa,
UNICEF and UNDP, New York, 1996.
Hanlon, J., op. cit. supra note 8. World
Bank Resident Representative James
Coates claimed in 2001 that he still ex-
pected Mozambique's government to re-
pay those loans to the Bank (athough
part will be written off under HIPC debt
cancellation).

Fauvet, P, “Glowing Praise for Mozam-
bique from IMF”, AIM, Maputo, 11 July
2003.

European Parliamentarians for Africa,
Maputo and Amsterdam, Mozambique
Peace Process Bulletin, |ater renamed Mo-
zambique Political Process Bulletin, 25,
August 2000, p.5 and 27, December 2001,
p.7. See also World Bank, “Hel ping Coun-
tries Combat Corruption”, Washington,
DC, 2002, http://www1.worldbank.org/
publicsector/anticorrupt/hel ping.htm.
Meanwhile, the government is moving to
try to reduce administrative corruption,
through individual actions by governors
and ministers against corrupt middle-level
officids.

Amos, Baroness, “Tackling Corruption
inAfrica— Building aNew Partnership”,
speech, Foreign and Commonwealth Of -
fice, London, 20 May 2002, http://
www.fco.gov.uk/servlet/Front?pagename
=OpenM arket/X cel erateShowPage& c=
Page’ cid=1007029391629& a=K Artide& aid=
1021827509969.

Norwegian Agency for Development Co-
operation, “NORAD’s Good Governance
and Anti-Corruption Action Plan”, Oslo,
29 Feb 2000. It then sets three objectives,
assisting good governance, increasing
awareness of corruption in “aid adminis-
tration”, and sharing experiences in pre-
venting and combating corruption.
Stern, N., op. cit. supra note 24, p.39.

presumably including many officia sof hisowningtitution— will not
achievedevelopment goals.* Yet in 1995 the Bank succeeded in get-
ting the UN to suppressaremarkable booklet by UNICEF and UNDP
called Pay, Productivity and Public Service, which, on the basis of
case studies of anumber of countriesincluding Mozambique, con-
cluded that corruption and other aspects of declinein public service
quality could not be eradi cated:

“so long as additional incomes beyond government pay are
necessary for thesurviva of themgjority of public servantswho
arefront-lineserviceddiverers.”#

Thereasonfor suppressing thisconclusonwassmply that it amounted
toanimplicit criticism of the adjustment policiesthe Bank was pro-
mating.

Morerecently, despite admitting that it pushed M ozambican banks
into making corrupt loansthat wereknown to be unrepayablein order
to speed privatisation, the Bank still apparently expectsthe govern-
ment to make good on the debt.*

InJuly 2003, IMF Managing Director Horst Kohler dodged jour-
nalists questionsabout bank fraud and Siba-Siba' smurder, instead
praising President Chissano’ sgovernment and calling for measuresto
“strengthen thefinancial sector”. “For Kohler,” Mozambique sgov-
ernment information agency itsalf commented, “the past can now just
be swept under the carpet” .#

The Future

In 2002, the World Bank, claiming to be addressing corruptionin
“systemic”, “ingtitutiona” and “policy” termsrather than identifying
“individual offenders’, joined donorsin putting US$85 millionintoa
10-year public sector reform project.* The British Foreign and Com-
monweal th Office, too, saysthat itsapproach to “tackling corruption
inAfrica’ is“haligic” and“amsto build the capacity of indtitutions’ .
Along similar lines, NORAD, the Norwegian aid agency, arguesthat
because“investigation and prosecution of corruption casesrequire
large personnel and other resources, which impliescostswell above
what poor developing countries can afford”, it would be better to
prevent corruption, by “raising public awvareness, and by reducing the
scopefor corrupt behaviour.”# But donors are hardly going to be
ableto take adequate anti-corruption measuresthat are“ systemic”,
“ingtitution-building”, “ consciousness-raising” or “holigtic” or if they
continueto rgect citizens' appea sfor practical action.

Former World Bank Senior Vice President Stern echoes many
other officidsininternaiond andbilaterd aidingtitutionswhen hesays
proudly that hisingtitution has* learned fromitsfallures’.® But it isthe
M ozambican predatory elitewhich hasprofited from those“failures’
and ordinary M ozambicans, not the Bank or bilateral aid agencies,
who are paying for thoselessons.

This briefing is by Joseph Hanlon of the Open University, UK.
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