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Soseriatoria do Hiel Ri INFLATION IN MOZAMBIQUE (1980-2026)
A STRUCTURAL ANALYSIS OF ITS CAUSES AND OF THE
INCAPACITY OF PUBLIC POLICIES TO RESPOND

Yasser Arafat Dada’

INTRODUCTION

Inflation in Mozambique is not a conjunctural phenomenon that appears in years of
drought or conflict and disappears when conditions improve. It is a phenomenon rooted
in the architecture of the economy, in its external dependencies, in its institutional
weaknesses and in its historical incapacity to build public-policy responses that
effectively reach the most vulnerable populations.

This Destaque Rural analyses the structural causes of inflation in Mozambique from a
long-term historical horizon (1980-2026), identifying five convergent structural
determinants. The text examines the structural incapacity of public policies (monetary,
fiscal and sectoral) to respond effectively to inflation that is fundamentally one of supply
and structure, not one of demand and cycle.

1. THE HISTORICAL TRAJECTORY
1.1. Four decades of price instability

To understand inflation in Mozambique in 2026, it is essential to trace the cycles of price
instability that have shaped the economic structure and agents' expectations over the
last four decades. Between 1980 and 2025, the average annual inflation rate in
Mozambique was 21.8%, with a peak of 164.1% in 1987 (World Data, 2026).2

The historical trajectory of Mozambican inflation can be divided into four major phases.

1. The first phase (1980-1994) is one of chronic hyperinflation, associated with the
civil war, economic centralisation and the destruction of production and distribution
chains.

' Yasser Arafat Dad4, Economista e Mestre em Desenvolvimento e Cooperacdo Internacional pela
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2 World Data. (2026). Inflation rates in Mozambique.
https://www.dadosmundiais.com/africa/mocambique/inflacao.php.
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2. The second phase (1995-2015) is one of progressive but fragile stabilisation:
inflation falls from three-digit levels to the 5%-10% annual range, supported by
external aid, openness to direct investment and growth in agricultural production,
but without resolving the underlying structural vulnerabilities.

3. The third phase (2016-2021) is marked by the hidden-debt crisis and its effects:
inflation of 25% in 2016, the abrupt depreciation of the metical and a rupture in the
stabilisation trajectory.

4. The fourth phase (2022-2026) combines post-pandemic recovery with new
geopolitical shocks, producing inflationary volatility that oscillates between monthly
deflations and abrupt accelerations.

Table 1: Historical trajectory of annual inflation in Mozambique (selected years)

Period / Year Annual inflation rate Main context
(%)
1987 164.1 Peak of the civil war; productive collapse
1995 ~54.4 Post-war period; beginning of
stabilisation
2000-2015 (average) ~7.8 Sustained growth; external aid
2016 ~25.0 Hidden-debt crisis; depreciation of the
metical
2019-2021 ~2-4 Relative stability; pre-COVID
July 2022 ~12.9 Post-COVID peak; war in Ukraine; fuels
2025 (cumulative) 3.23 Relative stabilisation; monthly deflations
May 2026 (year-on- 7.22 Fuel shock; Middle East conflict
year)

Sources: World Data (2026); INE (2026)3

What this trajectory reveals is that inflation in Mozambique has never stabilised
structurally, but has only been temporarily suppressed by favourable external conditions
(aid, investment, low international prices). When these external conditions reverse,
vulnerabilities are immediately exposed. This observation is central to the thesis of this
Destaque Rural: Mozambique does not suffer from cyclical inflation that conventional
stabilisation policies can control; it suffers from structural inflation that requires deep
reforms which no cycle of monetary tightening or easing can replace.

1.2. The 2016 hidden-debt crisis

Of all the inflationary episodes in Mozambique's recent history, the 2016 episode is the
most revealing of the country's structural weaknesses and the one that had the most
lasting effects on the economic architecture that determines current inflation. The

3 National Institute of Statistics. (2026, 10 June). Consumer Price Index - Mozambique (8 Cities), May 2026.
Base: 2023=100.
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disclosure of previously undeclared debts (loans contracted by EMATUM, MAM and
Prolndicus) interrupted the growth trajectory that had placed Mozambique among the
ten fastest-growing economies in the world for two decades (World Bank, 2022).*

The consequent weakening of the metical accelerated the pace of inflation, making prices
high, with a disproportionate impact on the poor (Ferreira, 2020). Annual inflation
reached 25% in October 2016, with food-price inflation reaching 40%. The metical, which
in 2015 had already lost around 50% of its value against the dollar, reached its historic
depreciation peak of 78.5 meticais per dollar at the height of the crisis (Observador,
2021). Public debt jumped to 86% of GDP. Eight donor countries withdrew from the State
budget support group. The IMF suspended its support programme. Two commercial
banks (Moza Banco and Nosso Banco) entered into serious difficulties.*®

The 2016 crisis was not only an episode of poor governance; it was the extreme
expression of a structural weakness that already existed: excessive dependence on
external aid and foreign investment to finance consumption and imports; the absence of
a solid fiscal base anchored in domestic production; and the fragility of supervisory and
control institutions.

2. THE FIVE STRUCTURAL DETERMINANTS OF MOZAMBICAN INFLATION
2.1. Import dependence and exchange-rate vulnerability

In a country where a large share of everyday consumer goods (from rice to petroleum,
from medicines to motor-vehicle spare parts) is imported, the exchange rate is, in
practice, a first-order determinant of inflation. Mozambique's trade balance has been
consistently in deficit for decades: imports systematically exceed exports, and the
difference is financed by flows of external aid, direct investment and, increasingly,
external debt (Dada, 2014; INE, 2025).78

This structure of dependence has a direct inflationary consequence: any depreciation of
the metical against the United States dollar is immediately translated into higher prices

4 World Bank. (2022). Mozambique's hidden debts: turning a crisis into an opportunity for reforms. World
Bank Blogs. https://blogs.worldbank.org/pt/africacan/dividas-ocultas-de-mocambigue-transformar-crise-
numa-oportunidade-para-reformas.

> Ferreira, A. A. (2020). Public debt crisis in Mozambique: Analysis of causes and proposed solutions.
Master's dissertation, ISCTE-IUL. https://repositorio.iscte-

iul.pt/bitstream/10071/22458/1/master amilcar amargar ferreira.pdf.

® Observador. (2021, 27 February). The metical may depreciate to 77.7 meticais per dollar.
https://observador.pt/2021/02/27/metical-pode-desvalorizar-se-para-777-meticais-por-dolar/

" Dada, Y. (2023). Socioeconomic determinants of poverty in Mozambique [Doctoral thesis, University of
Lisbon - ISEG - Lisbon School of Economics and Management]. University of Lisbon Repository.
https://repositorio.ulisboa.pt/handle/10400.5/30423

8 National Institute of Statistics. (2025). Economic Situation Summary No. 47, First Quarter of 2025.
https://ine.gov.mz/documents/20119/338773/Conjuntura+Econ%C3%B3mica%2C+I1+Trim+-+2025.pdf.
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for imported goods. Mozambican academic literature confirms this relationship:
Conceicdo's (2026) analysis of the macroeconomic determinants of inflation in
Mozambique between 1998 and 2024 identifies the exchange rate as one of the variables
with the greatest impact on the price level’

Exchange-rate vulnerability is a technical matter of monetary policy and the reflection of
a productive structure that does not generate sufficient foreign currency to finance its
import needs. Mozambican exports are dominated by low value-added products
(electricity, coal, aluminium, liquefied natural gas), whose prices are determined in
international markets and whose revenues are captured mainly by large multinational
companies, with limited internal redistribution. Mozambique is, paradoxically, a country
rich in resources and poor in foreign currency available for the current imports of its
population.

2.2. Fragility of the domestic productive base

This fragility manifests itself in multiple dimensions: the low productivity of family
farming; the absence of a significant manufacturing industry; the weak integration of
local production chains; and the persistence of a dual economic structure in which
natural-resource megaprojects coexist without functional points of contact with an
informal subsistence economy.

Agriculture, which employs more than 70% of the labour force, operates with structurally
low productivity. The average maize yield (the main food crop) stands at 0.85 tonnes per
hectare, one of the lowest levels in Africa. Fewer than 5% of smallholder farmers use
fertilisers and have access to credit (Dada, 2023). Certified seeds are used by fewer than
10% of holdings (MADER, 2021). Under these conditions, any shock is immediately
converted into a food-supply shock and inflationary pressure, because domestic
production has insufficient safety margins to absorb shocks and emergency imports
depend on foreign currency that the country does not have in sufficient quantity. This is
exactly the mechanism identified by O Econdmico (2025) when analysing inflation in
2024: ".. the data highlight structural vulnerabilities in the Mozambican economy,
particularly in domestic food production and dependence on imports."'°"2

The absence of industrialisation is equally decisive. Mozambique imports processed
goods that it could produce domestically because it lacks the energy, credit, skills and
logistics infrastructure needed to transform primary production into final products with

% Conceicao, G. F. D. da. (2026). Analysis of the macroeconomic determinants of inflation in Mozambique
(1998-2024). ALBA - ISFIC Research and Science Journal, 2(10), 3-12.
https://alba.ac.mz/index.php/alba/article/view/592.

' Country profile. CIMMYT. https://simlesa.cimmyt.org/where-we-work/mozambique/.

" Ministry of Agriculture and Rural Development. (2021). Integrated Agricultural Survey 2020.
https://www.agricultura.gov.mz/wp-content/uploads/2021/06/MADER Inquerito Agrario 2020.pdf.

2.0 Econémico. (2025, 13 January). Inflation in Mozambique: A portrait of 2024 and the challenges for 2025.
https://www.oeconomico.com/inflacao-em-mocambigque-um-retrato-de-2024-e-os-desafios-para-2025/.
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added value (Dada, 2023). In fact, over recent decades the country has deindustrialised,
deepening the consumption of imported goods. Every good that could be produced
domestically but is imported represents a loss of foreign currency, dependence on the
exchange rate and a vector for transmitting international inflation to the domestic price
level.

2.3. Public debt and its inflationary effects

Mozambique has maintained structural budget deficits that require continuous financing,
whether through external aid or through external and domestic borrowing (the latter
having increased significantly) (Dada, 2023).

Domestic public debt reached 493.1 billion meticais in May 2026, an increase of 18.5
billion meticais compared with December 2025 (Bank of Mozambique, 2026). The Bank
of Mozambique explicitly warned that "the persistence of arrears in payments due by the
State is generating a lower appetite for public securities and constraining the normal
functioning of the financial market" (Miramar, 2026). This debt spiral has indirect but
significant inflationary effects: it pressures domestic interest rates (discouraging
productive investment), absorbs fiscal space (through the growing debt service) that
could be used for investment in infrastructure and social protection, and deteriorates
economic agents' confidence in macroeconomic stability.”*™

The CDD (2019) documented the relationship between public debt and inflation in
Mozambique over the period 2000-2019. This relationship is one of direct causality and
reflects second-round effects: debt compresses investment, which keeps the productive
base weak, which maintains import dependence, which maintains exchange-rate
vulnerability, which keeps external shocks transmitted to domestic prices.”

2.4. Market fragmentation and logistics costs
The distribution system for goods in Mozambique depends almost exclusively on diesel-

powered road transport, on a road network of highly variable quality and with freight
costs among the highest in Africa (Dada, 2026a)."

3 Bank of Mozambique. (2026, 25 May). Monetary Policy Communiqué No. 3/2026.
https://www.bancomoc.mz/pt/areas-de-actuacao/politica-monetaria/comite-de-politica-monetaria/.

4 Miramar. (2026, 23 March). Bank of Mozambique interrupts cycle of cuts and keeps MIMO rate at 9.25%.
https://miramar.co.mz/miramar-news/economia/banco-de-mocambique-interrompe-ciclo-de-descidas-e-

mantem-taxa-mimo-em-925-23-03-2026-72741.

15 Centre for Democracy and Human Rights. (2019). What price are Mozambicans paying for unsustainable

public debt? http://cddmoz.org/wp-

content/uploads/2019/12/Que preco os mocambicanos estao a pagar pela divida publica insustentavel.
pdf.

6 Dada, Y. (2026a). Minimum Wage, Fuel Prices and Their Implications for Poverty and Inequalities in
Mozambique. Destaque Rural 371. https://omrmz.org/destaque rural/dr-371-salario-minimo-precos-dos-
combustiveis-e-as-suas-implicacoes-sobre-a-pobreza-e-as-desigualdades-em-mocambique-uma-analise-

critica-e-multidisciplinar/.
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These logistics costs have two structural inflationary effects. The first is the thickness
effect: rural and inland markets have fewer buyers, fewer sellers and less price
information than coastal urban markets, which allows intermediaries to charge higher
margins; in other words, prices reflect less competition and more local market power.
The second is the amplified-shock effect: when fuel prices rise, the inflationary impact is
proportionally greater in inland and northern cities than in Maputo, precisely because
the distribution route is longer and the accumulated cost per tonne/kilometre is higher.
The May 2026 CPI confirms this pattern with precision: Quelimane recorded monthly
inflation of 4.26%, Tete 2.28% and Maputo only 1.36% (INE, 2026).

Market fragmentation is also a consequence of the high informality of the distribution
sector. Most retail trade in Mozambique (especially in peri-urban and rural areas) takes
place in informal markets, through street vendors and small stalls that have no access to
credit, adequate storage or price-information systems. In these markets, price formation
is opaque, competition is limited and the transmission of shocks is immediate because
vendors have no absorption margins and pass any increase in costs on to the consumer
(Dada, 2026b)."

2.5. Informality and the limits of policy transmission

When more than 80% of employment is informal (World Bank, 2026) and when a large
share of economic transactions takes place outside formal financial systems and
regulated markets, policies that operate through the financial system (such as monetary
policy) have a structurally limited reach.

Academic research confirms this limitation with econometric rigour. Paulo's (2025) study
on the effectiveness of monetary policy in Mozambique between 2014 and 2022
concludes that "monetary policy in Mozambique proved ineffective as an instrument for
stimulating or restricting bank credit and economic activity in the short and medium
term, reflecting possible structural limitations of the financial system, rigidity in the
interest-rate transmission channel and low depth of the national credit market". Even
more directly, research on monetary-policy transmission in Mozambique through bank
lending concludes that a reduction in the Bank of Mozambique's reference rate has a
positive impact on inflation and output, but that its impact on inflation is not significant
(Estudos Econémicos, n.d.). The conclusion that the central bank's main instrument has
no statistically significant impact on inflation is of an importance that is little discussed
in the Mozambican public debate.'®"

7 Dad4, Y. (2026b). The Maize that Falls and the Tomato that Rises: Paradoxes of Agricultural Inflation in the
Harvest Season. Destaque Rural 377. https://omrmz.org/destaque rural/dr-377-os-paradoxos-da-inflacao-
agricolamilho-gue-desce-e-o-tomate-que-sobe-uma-leitura-critica-do-ipc-de-maio-de-2026/.

'8 paulo, D. A. M. (2025). Impact of monetary policy on credit granting in Mozambique (2014-2022).
Monograph, UEM. http://monografias.uem.mz/bitstream/123456789/5300/1/2025-
%20%20Paulo,%20Djene%20Augusto%20Marcelo.pdf.

" Economic and Financial Studies. (n.d.). Monetary policy; transmission mechanisms in Mozambique.
https://periodicos.ufsm.br/eed/article/download/62643/47788?inline=1.
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3. THE STRUCTURAL INCAPACITY OF PUBLIC POLICIES
3.1. Monetary policy: a limited instrument for a structural problem

In April 2017, the Bank of Mozambique adopted the MIMO rate (Mozambique Interbank
Money Market rate) as the central instrument of monetary policy, abandoning the
previous monetary-base targeting regime, which "proved ineffective not only in
achieving inflation targets, but also in communicating with the public" (Bank of
Mozambique, n.d.). The transition to an interest-rate targeting regime was, in itself, an
implicit recognition of the inadequacy of the previous instruments.?°

The trajectory of the MIMO rate since 2016 illustrates the permanent tension between
the price-stability mandate and the structural conditions that determine inflation. The
rate was raised to 23.25% in 2016, at the height of the post-hidden-debt inflationary
crisis. It was progressively reduced as inflation retreated, reaching 9.25% in January 2026
(World Bank, 2026). In May 2026, the Monetary Policy Committee (CPMO) halted the
trend of cuts, keeping the rate at 9.25% but increasing the required-reserve ratio in
national currency, signalling a more restrictive stance (Observador, 2026).

The fundamental problem with this monetary-policy response is that it treats a supply
shock (the 44.5% increase in diesel caused by geopolitical disruptions in the Middle East)
as though it were a problem of excessive demand that can be solved through monetary
tightening. Keeping interest rates unchanged does not hold down the price of diesel; it
does not improve rural roads; it does not increase domestic food production; it does not
strengthen the metical against the dollar in a sustainable manner. What it does is make
credit more expensive, compress productive investment and deepen the recessionary
pressures that the inflationary conditions themselves are already generating. In a context
in which inflation is structural and supply-driven, monetary tightening is, at best,
ineffective; at worst, it worsens the living conditions of the most vulnerable populations.

3.2. Fiscal policy: between compression and indebtedness

Mozambican fiscal policy faces a structural contradiction that severely limits its capacity
to respond to inflation. On the one hand, fiscal space is very limited: the tax-effort ratio
(revenues as a percentage of GDP) remains low, reflecting a narrow tax base in a highly
informal country and a tax administration with limited collection and enforcement
capacity. On the other hand, public expenditure needs are enormous: infrastructure,
health, education, defence, debt service and others.

In this context of fiscal compression, mechanisms for responding to inflationary shocks
(temporary subsidies, emergency cash transfers, stabilisation funds) are operationalised
in a reactive, underfunded manner and with very limited coverage. The Fuel Stabilisation

20 Bank of Mozambique. (n.d.). Monetary policy framework. https://www.bancomoc.mz/pt/areas-de-
actuacao/politica-monetaria/quadro-de-politica-monetaria/.
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Fund, created precisely to smooth the impact of international price shocks, had only EUR
5.2 million in March 2026, an amount insufficient for any intervention at scale (Diario
Econdmico, 2026). The transport subsidies announced in May 2026 are a good example
of this reactive logic: correct in intention, insufficient in scale, conditional on formal
licensing and with credibility compromised by a history of unfulfilled promises (Dada,
2026a).

Growing domestic public debt places an additional constraint on fiscal policy: arrears in
State payments to suppliers, which the Bank of Mozambique identified as generating a
"lower appetite for public securities" and constraining "the normal functioning of the
financial market" (Miramar, 2026), create a contractionary effect on credit to the private
sector. When the State does not pay on time (although it requires VAT on invoicing), the
companies that provide it with services are left without liquidity to pay their own
suppliers and workers, generating a cascade of defaults that contracts economic activity
and is reflected in higher prices in the informal markets where households buy goods,
because the supply of goods falls and financing costs rise.

3.3. Sectoral policies: fragmented, underbudgeted and disconnected

In addition to monetary and fiscal policies, Mozambique has a set of sectoral policies
that, in theory, should contribute to price stabilisation: agriculture (food production),
transport (logistics costs), energy (fuel prices), trade (competition and distribution) and
social protection (protecting the most vulnerable from price shocks). The problem is that
these policies are designed and implemented in a fragmented manner, in different
ministries, with sometimes contradictory objectives, insufficient resources and without
effective coordination mechanisms.

Agricultural policy illustrates this fragmentation well. PEDSA II (2022-2030) sets out an
ambitious vision for agricultural modernisation, but its own budget structure reveals the
real priorities: only 19% of the planned investment is allocated to increasing agricultural
production and productivity, relegating it to the penultimate priority of the plan, while
the financing gap for its full implementation amounts to about USD 8.5 billion, equivalent
to half of the country's average GDP (World Bank, 2024). Input distribution programmes
reach some producers in some districts, but not all. Storage infrastructure exists on paper
but not at sufficient scale. The ICM has the mandate to be the buyer of last resort but
does not have the capacity to perform this role universally. The result is an agricultural
policy that, despite decades of strategic plans and donor support, has resolved neither
productivity nor the vulnerability of food production to climatic and logistics shocks.?'

Social protection policy has an equally insufficient reach. The National Institute for Social
Action manages cash-transfer programmes for vulnerable groups, but coverage is
fractional compared with the scale of poverty. In a country where 81% of the population
lives on less than three dollars a day (World Bank, 2026), social protection programmes

21 World Bank. (2024). Mozambique - Agriculture Support Policy Review. http://hdl.handle.net/10986/41958.
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reach only a minority of those in need and with amounts that are insufficient to
compensate for the effects of an inflationary shock of the magnitude of May 2026.

4. WHAT WOULD A STRUCTURAL ANTI-INFLATION POLICY REQUIRE?

e Reducing import dependence through the development of domestic production,
particularly of basic foods, energy and productive inputs. President Chapo explicitly
invoked this objective at the launch of the 2026 Agricultural Marketing Campaign:
"we will import less and export more" (AIM, 2025). This objective requires: public
investment in irrigation and storage infrastructure that increases the productivity
and resilience of agriculture; incentives for private investment in agro-processing
that creates domestic value chains for products currently exported raw and
imported processed; and differentiated credit policies for small and medium-sized
industrial and agro-industrial enterprises that do not have access to conventional
bank credit. None of these measures produces results in the short term, but all
produce results in the medium and long term, and it is on the scale of years that
structural inflation is fought.??

e A reform of the architecture for the formation and management of fuel prices is
indispensable. A structural anti-inflation policy in this area requires: regular and
disaggregated publication of the composition of fuel prices; adequate
capitalisation of the Stabilisation Fund during periods of low prices; diversification
of supply sources; and acceleration of the transition to renewable energies in areas
where it is technically feasible (irrigation, agricultural processing, rural lighting).

e Strengthening the financial system in order to increase the effectiveness of
monetary policy, not as a substitute for structural reforms, but as a complement. A
functioning monetary transmission channel requires: greater financial inclusion, so
that more households and firms have bank accounts and credit that responds to
changes in interest rates; a reduction in bank spreads, which in Mozambique are
among the highest in Africa; and the normalisation of domestic public-debt
payments, so that the State ceases to be a disruptor of the credit market. Academic
research confirms this limitation: the MIMO rate had a "limited impact on
controlling inflation in periods of exchange-rate pressure”, being more effective
only under conditions of stability (Matsumbo, 2025).2

22 Mozambique News Agency. (2025, 15 May). Mozambique: around 21 million agricultural products will be
marketed in the 2025 campaign. https://aimnews.org/2025/05/15/mocambique-cerca-de-21-milhoes-de-
produtos-agricolas-serao-comercializados-na-campanha-2025/.

23 Matsumbo, C. F. (2025). Effectiveness of monetary policy at the Bank of Mozambique: 2015-2023.
https://www.academia.edu/128147250/EFIC%C3%81CIA DA POL%C3%8DTICA MONET%C3%81RIA NO B
ANCO DE MO%C3%87AMBIQUE 2015 2023.
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e The fourth priority is the integration of domestic markets and the reduction of
logistics costs which, as shown, are one of the main vectors amplifying inflation in
inland cities. This requires sustained investment in rural roads, in price-information
systems accessible to rural producers and consumers, and in marketing platforms
that reduce dependence on intermediaries who capture rents from information
asymmetries.

e The construction of a social protection system that is both permanent and
responsive, capable of activating rapid compensation mechanisms when acute
inflationary shocks occur. International experience is clear: cash transfers to poor
households have positive and measurable impacts on consumption, nutrition and
investment in human capital (Bastagli et a/, 2016).%*

Between 1980 and 2026, average annual inflation in Mozambique was 21.8%, affecting
purchasing power and falling disproportionately on the poorest, those furthest from
centres of economic power and those least equipped to protect themselves from a
persistent loss of real income. The analysis in this Destaque Rural demonstrates that this
inflation is the product of structural choices not made: the non-choice to build a domestic
productive base capable of substituting imports; the non-choice to diversify energy and
fuel-supply sources; the non-choice to invest in logistics infrastructure that integrates
inland markets; the non-choice to build a deep financial system that makes monetary
policy effective; and the non-choice to create robust social protection that shields the
most vulnerable from the inevitable effects of price shocks. Resolving it requires long-
term reforms that are politically difficult and financially demanding.

24 Bastagli, F., Hagen-Zanker, J., Harman, L., Barca, V., Sturge, G., & Schmidt, T. (2016). Cash transfers: What
does the evidence say? Overseas Development Institute (ODI).
https://www.odi.org/sites/odi.org.uk/files/resource-documents/11316.pdf.
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