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ABSTRACT

ANALYSIS OF THE CONTRIBUTION OF MICRO AND SMALL

ENTERPRISES To RURAL HOUSEHOLD INCOME IN CENTRAL AND

NORTHERN MOZAMBIQUE

By

Rui M.S. Benfica

There is considerable conventional wisdom that in a country like Mozambique, rural

household welfare is largely determined by activities in production agriculture. The

purpose ofthis study was to analyze the contribution ofhousehold non-farm micro and

small enterprises (MSES) to household income in Central and Northern Mozambique.

Using data from 2,176 farming households and 948 enterprises owned by household

members, the study finds that: i) About a third ofthe households have at least one member

engaged in MSES, mostly manufacturing and trading with linkages to local agriculture; ii)

households with more land and agricultural income per capita are more likely to engage in

MSEs; iii) households engaged in MSES earn 70 percent more in terms of per capita

income than those without MSEs; iv) econometric results indicate that involvement of

household members in nearly all MSE sectors has a positive efl‘ect on per capita incomes.

The study recommends that rural development policies to increase rural incomes take an

integrated activity approach that promotes intensification ofagricultural production while

assisting and enhancing the role ofMSEs.



ACKNOWLEDGMENTS

I would like to acknowledge several people and institutions that, in many different ways,

made possible the completion ofmy Masters Program at Michigan State University. A

very special thanks is due to Dr. Michael T. Weber, my major professor, who encouraged

me to go on with an old idea ofpursuing graduate studies, and always gave wise advice in

multiple aspects ofthis journey and was an instrumental support in the thesis design and

writing. Many thanks are also due to Dr. Donald C. Mead and Dr. David L. Tschirley

who served on my thesis committee, in spite of living seven hours ahead ofEast Lansing.

Dr. Mead’s long time experience with research in the micro and small enterprise field was

crucial in the design and implementation ofthis work. Dr. Tschirley’s conceptual and

analytical abilities were oftremendous help in tackling important research questions during

the process.

I would also like to thank Dr. Paul J. Strasberg, in East Lansing, for his willingness to

discuss various issues related to the Mozambican rural economy, and inspiring me in

dealing with data cleaning and very complicated analysis.

The success ofthis work is inevitably associated with the success ofthe MAP/MSU Food

Security Project in Mozambique. As part ofthis, I had the pleasure to enjoy a research

environment full ofexciting challenges related to my country’s economic development

since late 1992 - it’s something to feel very proud ofl. For all the support and fiiendship, I

thank all Mozambican and American researchers in the Project: Ana Paula Santos,



Anabela Mabote, Jose Jaime Jeje, CXD and Diego Rose. Pedro Arlindo, for his energetic

leadership, during the implementation ofthe survey and initial data cleaning, and Abel

Frechaut for his support in data cleaning, deserve a very Special thanks. I also thank all

the Project support stafffor their friendship and dedication in assuring that everything was

nos confonnes in the ofice and field work: Conceicao, Simao, Chico, Dava, Lalu,

Reynaldo, Dona Edite and Sr. Nezio.

The collaboration with the Department of Statistics at the Economics Directorate ofthe

Ministry ofAgriculture ofMozambique and its provincial branches of Sofala, Manica,

Tete, Zambezia and Nampula was also very important for the completion ofthis work. I

thank all the stafl‘ at the central level, field supervisors, enumerators and support stafi‘,

whose contribution made this ambitious efl‘ort possible.

The financial support provided by USAID, through the Afiican-American Institute’s

ATLAS Program, and the support provided by the USAID/Maputo Mission is also

appreciated. Special thanks to Anita Johnson, Marks Chabedi, Yolanda Zhaler and Kartini

Thomas at the ATLAS Program, and Richard Newberg, Sidney Bliss and Juliet Born at

USAID/Maputo.

In East Lansing, a very special thanks to my fellow country mates, I-Iigino, Paulo, Flora

and Naldinho, with whom I spent precious hours ofrelaxation enjoying a deserved

vinhaca after long hours ofhard work. My Brazilian fiiends Marcelo and Rosane also

iv



deserve a very special thanks for all the support, fiiendship and their delicious caipirinha

when I needed it the most.

In Spartan Village, life was like home thanks to the friendship and brotherhood ofthe

villagers. Special thanks to my roommate, Patrick Kambewa, for the time we spent

together sharing ideas on various topics and burning the midnight oil for a common cause

- we both believe that one day it will pay-off. The weekend sessions with other

international fellows will never be forgotten.

There are no words to thank the encounter who came just in time to remind me about the

amazing powers ofTM to survive all the pressure and succwd easily - It really works!

The environment at the Department ofAgricultural Economics was excellent. Without all

the fiiendship and fi'uitful interaction with my fellow graduate students and professors, it

would have been hard to complete this part ofthe journey successfully. My sincere thanks

to all ofthem.

Last but not least, I thank my sweetheart Marcia for her love, patience and commitment

to her own investment in education in the meantime. To my parents, Afonso and Maria

Luisa, and my brothers and sisters, I say muito obrigadopar tudo!



TABLE OF CONTENTS

LIST OF TABLES

LIST OF FIGURES

LIST OF ACRONYMS

CHAPTER ONE INTRODUCTION AND SCOPE OF THE STUDY

1.0 Introduction

1.1 Research Objectives

1.2 Thesis Organization

CHAPTER TWO LITERATURE REVIEW, ANALYTICAL FRAMEWORK

AND RESEARCH DESIGN

2.0 Introduction

2.1 Literature Review

2.2 Conceptual Framework and Research Questions

2.2.1 Conceptual and Analytieal Framework

2.2.2 Research Questions

2.3 Field Research Design

2.3.] Agricultural and Micro and Small Enterprises Surveys

2.3.2 Survey Sampling Approach

2.3.2.1 Selection of Districts, Villages and Households

2.3.2.2 The MSE Survey Household-Member—Enterprise (HME)

Approach

CHAPTER THREE CHARACTERISTICS AND INCOME STRATEGIES

OF SMALLHOLDER HOUSEHOLDS

3.0 Introduction

3.1 Smallholder Household Sector Characteristics

3.1.1 Demographic Characteristics

3.1.2 Farm Size and Land Use

3.2 Smallholder Household Sector Income Earning Strategies

3.2.1 Agricultural and Livestock Production and Sales

3.2.2 Smallholder Household Income Diversification

3.2.2.1 Farm and Non-farm Labor Market Participation

3.2.2.2 Diversifieation into Micro and Small Enterprises

3.3 Overview of Smallholder Household Income Patterns

3.3.1 Smallholder Household Income Patterns

12

12

18

18

18

20

20

21

26

26

27

27

39

39

45

47

50

53

S4



3.3.2 Agricultural Income Distribution and Diversification

into MSES 57

3.3.3 Income Distribution and Income Sources 60

CHAPTER FOUR A CLOSER LOOK AT THE SMALLHOLDER MICRO

AND SMALL ENTERPRISE SECTOR 73

4.0 Introduction 73

4.1 Overall Structure of the Smallholder Micro and Small

Enterprise Sector 73

4.1.1 Provincial Breakdown and Physical Location 75

4.1.2 Sectoral Composition of Rural Micro and Small Enterprises 76

4.1.3 Size Breakdown of Rural Micro and Small Enterprises 82

4.1.4 Age Distribution of Rural Micro and Small Enterprises 83

4.1.5 Gender/Type of Ownership in Rural Micro and Small

Enterprises 85

4.2 Employment in Rural Micro and Small Enterprises 88

4.2.1 Overall Level and Structure ofEmployment 88

4.2.2 MSE Level ofActivity Over Time 92

4.3 Income in Rural Smallholder Micro and Small Enterprises 97

4.3.1 Rural Micro and Small Enterprise Income and Enterprise

Location 97

4.3.2 Rural Micro and Small Enterprise Income and Sectoral

Composition 100 -

4.3.3 Rural Micro and Small Enterprise Income and Enterprise Size,

Age and Gender 105

4.3.4 MSE Profitability per Worker and Patterns ofHousehold MSE

Type Choice 108

4.3.4.1 Levels ofMSE Profits per Unpaid Worker 108

4.3.4.2 Patterns ofHousehold MSE Propensity and Profits per Unpaid

Worker 108

CHAPTER FIVE DETERMINANTS OF RURAL MSE PROFITABILITY AND

HOUSEHOLD INCOME 116

5.0 Introduction 1 16

5.1 Determinants ofMSE Profitability 116

5.1.1 Enterprise and Owner Characteristics 117

5.1.2 Characteristics ofthe Entrepreneur's Household 118

5.1.3 Level ofInfi'astructure and Locational Factors 119

5.1.4 The MSE Profit Model 119

5.1.5 Results ofthe Micro and Small Enterprise Profit Model 120

5.2 Determinants ofHousehold Per Capita Income 128



5.2.1

5.2.2

5.2.3

5.2.4

5.2.5

5.2.6

CHAPTER SIX

6.0

6.1

6.2

BIBLIOGRAPHY

MSE Sectors the Household Chooses to Operate

Household Structure

Household Assets

Level of Infrastructure and Locational Factors

The Household Per Capita Income Model

Results ofthe Household Income Per Capita Model

SUMMARY OF CONCLUSIONS AND POLICY

IMPLICATIONS

Introduction

Summary ofResearch Findings

Policy Implications, Recommendations and Further Research

viii

128

129

130

131

131

132

140

140

141

149

153



 

 

 

Table 2.1

Table 3.1

Table 3.2

Table 3.3

Table 3.4

Table 3.5

Table 3.6

Table 3.7

Table 3.8

Table 3.9

Table 3.10

Table 3.11

Table 3.12

Table 3.13

Table 3.14

LIST OF TABLES

Smallholder Survey (TIA-96) Sample Size and the Incidence ofMSES 24

Demographic Characteristics of Smallholder Households, by Province

and MSE Ownership Status 29

Household Diversification into MSES by HH Size and Labor

Availability, by Province and Sample Terciles 33

Farm Size (Cultivated and Fallow) and Area Cultivated, by Province

and MSE Ownership Status

37

MSE Activity by Total and Cultivated Area Terciles, by Province 38

Percentage of Smallholder Households Growing and Selling Food

Crops, by Province and MSE Ownership Status 41

Smallholder Household Cash Cropping, by Province and MSE

Ownership Status 44

Smallholder Household Farm and Non-farm Labor Market

Participation, by Province and MSE Ownership Status 48

Smallholder Household Diversification into Micro and Small

Enterprises, by Province and Cash Cropping Status 51

Total Smallholder Household Net Income, by MSE Ownership

Status and by Province 55

Total Smallholder Household Net Income per Capita, by MSE

Ownership Status and by Province 56

Smallholder Agricultural Income Distribution and MSE

Propensity, by Province 58

Household Income Shares, by Income Source and by Province 61

Household Net Income Shares by Income per Capita

Tercile, All Region 62

Household Net Income Shares, by Source and by Income

per Capita Tercile, Nampula 66

ix



Table 3.15

Table 3.16

Table 3.17

Table 3.18

Table 3.19

Table 4.1

Table 4.2

Table 4.3

Table 4.4

Table 4.5

Table 4.6

Table 4.7

Table 4.8

Table 4.9

Table 4.10

Table 4.11

Table 4.12

Table 4.13

Household Net Income Shares, by Source and by Income per Capita

Tercile, Zambezia

Household Net Income Shares, by Source and by Income per Capita

Tercile, Mutarara

Household Net Income Shares, by Source and by Income per Capita

Tercile, Manica

Household Net Income Shares, by Source and by Income per Capita

Tercile, Sofala

Household Propensity to Diversify into MSES and MSE Income

Shares, by Income per Capita Tercile and by Province

Rural MSE Sector, By Province and Physical Business Location

Sectoral Breakdown ofRural Micro and Small Enterprises

Sectoral Breakdown ofRural MSES, by Province

Activity Breakdown ofthe Major MSES Groups, by Province

Size Breakdown of Rural Micro and Small Enterprises, by Province

Age Breakdown of Rural Micro and Small Enterprises, by Province

Rural Micro and Small Enterprise Gender/Ownership

Breakdown, by Province

Rural Micro and Small Enterprise Gender Breakdown, by Sector

and Province

Rural MSE Employment by Sector and Employment

Densities, by Province

Levels and Structure ofEmployment in Rural MSES, by Province

Frequency ofRural MSE Operation, by Province

Rural MSE Monthly and Annual Net Income, by Province

Rural MSE Monthly and Annual Net Income, by Business Location

67

68

69

7O

71

74

77

79

81

83

86

87

90

9 1

94

98



Table 4.14

Table 4.15

Table 4.16

Table 4.17

Table 4.18

Table 4.19

Table 4.20

Table 5.1

Table 5.2

Table 5.3

Table 5.4

Table 5.5

Table 5.6

Table 5.7

Table 6.1

Table 6.2

MSE Monthly and Annual Net Income, by Sector of Activity 102

Annual Net Income ofthe Major MSE Groups, by Province 104

MSE Annual Net Income, by Size, Age and Gender, by Province 107

MSE Profits per Worker by Sector, by Province 110

Share ofHouseholds in Specific Activities and Annual Income

per Worker, by Total Area per capita tercile 113

Share ofHouseholds in Specific Activities and Annual Income

per Worker, by Agricultural Income per capita Terciles 114

Share ofHouseholds in Specific Activities and Annual Income

per Worker, by Household Income per capita Terciles 115

Definition of the Variables Included in the MSE Profit Model 121

Mean and Standard Deviation of Variables in MSE Models 122

Description of District Level Dichotomous Variables 123

Regression Results on Factors Associated with MSE Income 127

Definition of the Variables Included in the Income

Per Capita Model 133

Mean and Standard Deviation of Variables in Income

Per Capita Models 134

Regression Results on Factors Associated HH Income per Capita 135

Summary of Findings on Diversifieation into MSES and

_ Annual Profits per Worker 142

Summary of Estimated Effects of MSE Sectors on Household Income

per Capita, by Zone 147



Figure 2.1

Figure 2.2

Figure 3.1

Figure 4.1

Figure 4.2

LIST OF FIGURES

Conceptual Framework for Analyzing Household Income

TIA-96 and MSE Survey Areas

Population Age and Gender Structure

Share ofMSES with Sales, by Province, September 95 - August 96

Share ofMSEs with Sales, by Sector, September 95 - August 96

xii

14

25

28

95

96



MSU

SAP

USAID

WASAT

LIST OF ACRONYMS

Micro and small enterprise survey Business Site approach

Economic Recovery Program

Food Security Project

Hectare

Household

Micro and small enterprise survey household-member-enterprise approach

International Monetary Fund

Joint Venture Company

Labor adult equivalent

Ministry ofAgriculture ofMozambique

Micro and Small Enterprise

Michigan State University

Structural Adjustment Program

Trabalho dc Inquerito Agricola

United States Agency for International Development

West Afiica Semi-Arid Tropics

World Bank .

xiii



Chapter 1

Introduction and Scope of the Study

1.0 Introduction

Mozambique is endowed with a vast natural resource base in agriculture, energy and

mining, as well as strategic transport corridors for the Southern African region, and a

tourism potential. In spite of that, poverty is high by any standard. About eighty percent

ofthe population live in rural areas, two thirds ofthem in absolute poverty (World Bank,

1996). Therefore, policies aimed at reducing rural poverty are given top priority in the

current debate on the definition of rural development strategies.

This thesis analyzes current smallholder household income earning strategies, with special

emphasis on understanding patterns ofdiversification into micro and small enterprise

(MSE) self-employment, across difi‘erent income strata, and the factors afi‘ecting overall

income levels and MSE performance in rural areas.

When the Economic Recovery Program (ERP) was launched in 1987, Mozambique’s

economy faced enormous distortions resulting from long years ofa rigid central planning

and a civil war. The ERP, recommended and funded by the International Monetary

Fund/World Banlcl was aimed at reversing the economic decline and restoring minimum

 

‘ International Monetary Fund (IMF)/World Bank (WB) Structural Adjustment Programs (SAP)

are intended to influence structural economic changes that ensure an environment conducive to

‘ (continued...)
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levels ofconsumption and income through a set of pricing and market liberalization

policies. Since then the country has moved rapidly from a central planned economy to a

market-based economic environment, with private markets becoming increasingly

important. Further, the end ofa 16-year civil war in 1992, the establishment of a

democratic system ofgovernment in 1994 and the improved weather, have allowed the

resettlement of over 4 million people in rural areas, setting the stage for the sustained

recovery of agricultural activities and overall rural economic growth.

Despite this improved environment, farmers still face serious problems as a result ofweak

or non-existent markets for agricultural inputs, lack of credit and highly unstable

agricultural output markets with high price variability and uncertainty. As a result, low

and unstable crop yields remain threats to smallholder household food security. With an

increasingly monetized economy, failure in relying on agricultural/livestock market sales

as a stable and reliable source for smallholder household cash income, may induce

smallholder households to increasingly embark on income diversification strategies. Due

to the absence oflandless smallholder households and the high rate ofuse offamily labor,

agricultural labor wage income is likely to be ofminor importance, on average.

 

l(...continued)

consistent long-term economic growth. At the macro level, they include government deficit

reduction through expenditure cuts and tax reform, currency devaluation and other monetary

reforms to contain inflation and improve the balance ofpayments, privatization ofstate-owned

enterprises and market liberalimtion. In agriculture, the focus is on producer prices, elimination or

changes in the role ofgovernment marketing boards and progressive reduction in consumer

subsidies.
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Moreover, as rural economies evolve and incomes grow, local demand for non-farm

goods and services increase. To meet this demand while taking advantage oflocal

resource endowments, smallholder households can reduce their income risk by investing in

micro and small enterprises (MSES) with backward and forward linkages with local

agriculture. More endowed and skilled smallholder households may invest in more capital

intensive non-farm activities to exploit profitable opportunities and increase their incomes.

Evidence fiom other Afiican countries has shown that as economies develop, in the

process of structural transformation, there has been a widespread self-employment in

MSEs in rural areas (Liedholrn and Mead, 1987; Chuta and Liedholrn, 1990). The result

is an increased importance ofthe share ofnon-farm income in total smallholder household

income, and a strong incidence offarmznon-farm linkages in rural areas and growing rural:

urban linkages (Haggblade et al., 1989).

Mozambique is not an exception to these patterns. Indeed, preliminary results ofthe 1996

Micro and Small Enterprise Survey suggest that the sector in Central and Northern

Mozambique is very widespread and growing rapidly, with one in every seven persons in

the survey areas employed in such activities (MAP/MSU, 1997). But there is a need to

complement these initial findings and help policy makers address policies aimed at rural

income growth while enhancing the role ofMSEs in the rural economy in transition.



1.1 Research Objectives

The main purpose ofthis study is to describe and analyze the contribution of MSES to

smallholder household income in rural areas of Central and Northern Mozambique. It is

also to study the factors associated with overall household income and MSE

performance, and to draw broad conclusions on the potential policy mechanisms to boost

rural incomes.

The study has four specific objectives:

i) Describe smallholder household income sources and magnitude, i.e.,

income earning strategies in selected Central and Northern provinces of

Mozambique by smallholder characteristics and resource endowment

status;

ii) Identify relationships between total smallholder household per capita

income and MSE activity, and identify MSE income shares across

provinces and zones;

iii) Describe the characteristics ofthe smallholder MSE sector and examine the

factors associated with its structure and performance overall and by sector;

iv) Identify policy mechanisms and investment strategies that government,

donors and the private sector can pursue to increase rural incomes, while

enhancing the attractiveness ofMSES in the urn] economy.

1.2 Thesis Organization

This thesis is organized into six chapters, including this introduction. Chapter Two

presents a review ofthe relevant literature on the topic, the conceptual fi'amework used to

address the research issues, and research design procedures followed in data collection

and analysis. Chapter Three presents demographic and other relevant characteristics of
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srnallholders in the study areas, as well as their income earning strategies and income

patterns, emphasizing income composition across household per capita income terciles.

An overall description ofthe smallholder household MSE sector is presented in Chapter

Four along with an analysis on employment and profits generated in the sector. Chapter

Five looks at the major factors associated with total smallholder household income and

MSE returns through the estimation of econometric models. The final chapter summarizes

the overall results ofthe study and presents their economic policy implications.



Chapter 2

Literature Review, Analytical Framework and Research Design

2.0 Introduction

This chapter introduces the theoretical and conceptual framework on which this thesis is

based. It is organized in three sections. The first section introduces a review ofthe

literature relevant to the topic. The second section presents the conceptual fiamework

and research questions. The final section provides details concerning sampling procedures

and research design issues.

2.1 Literature Review

Economic theory ofi‘ers conflicting insights on the relationship between smallholder

household income diversification and total income (Reardon and Taylor, 1996). Portfolio

andrisk theory (Robison and Barry, 1986) suggests that the riskier is agriculture, and the

less correlated the returns offarm and non-farm activities, the more smallholders will

pursue income diversification away fi'om agriculture. This implies that smallholders in the

agrO-climatically poor and risky zones will diversify the most, and those in the agro-

climatically-favored and stable zones will diversify the least. On the other hand, the inter-

sectoralgrowth literature (Mellor, 1976; Hazel] and Roell, 1983) suggests that

agricultural development leads to the development ofnon-farm activities, MSEs, with

forward or backward linkages to farm activities, or the demand for which is spurred by
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increases in farm incomes (Liedholrn and Kilby, 1989). The implication is that zones with

less economic development are less likely to have more non-farm income.

The existence ofheterogeneous environments pushes smallholder households in poor and

unstable agro ecological zones to diversify their income sources across zones where

returns to income generating activities are not highly correlated (e.g., migration) or within

the same zone into activities whose returns do not depend on the harvest. In more stable

agro ecological zones (good soils and more stable rainfall), by contrast, there are more

incentives to specialize or diversify locally into micro and small enterprises that may be

linked to agricultural production through input or output markets (Reardon and Taylor,

1996).

At the household level, two sets of determinants of diversification are identified in the

literature when discussing income composition across difi‘erent income levels among rural

households, namelypush and pull factors. Push factors are related to cropping risk that

induces households to diversify into non-farm activities. Since returns to non-cropping

activities are less than perfectly correlated with returns to cropping activities, households

reduce overall income risk by undertaking a mix ofthe two types of activities (Reardon et

al., 1994). Given that poor households tend to be more risk averse, they are more

influenced bypush factors (Newbery and Stglitz, 1981). Reardon, Delgado and Malton

(1992) identify five push factors in the Sahelian and Sudanian zones ofWest Afiica,

namely: i) low and unstable yields; ii) short growing season; iii) lack ofirrigation or

drought; iv) credit/capital market failure; and v) land constraints. Using household data
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for four years, they found that, in those areas, diversification was driven by the need to

compensate for bad harvests. Despite evidence ofgrowing land constraints in the region,

this factor was not found to be driving diversification. Suggesting a credit market

constraint or failure, they also found that households with more liquid assets and cash

crops are more able to diversify.

Pull factors induce reallocation ofresources to potentially more attractive non-cropping

activities to exploit profitable opportunities and increase total income. In economies with

credit market constraints, richer households are more likely to respond to these factors, by

self-financing their diversification. The most important pull factors identified in the

literature include: i) terms oftrade between agriculture and non-agriculture; ii) migration

opportunities; and iii) local non-farm opportunities in backward and forward linkages

with agriculture.

Empirical studies offarm households in developing countries, particularly in South Asia

(Liedholm and Kilby, 1989; Walker and Ryan, 1990; Adams and Alderman, 1992), Show a

U-shaped relationship between non-farm income and total income. That is, income is

more diversified among relatively poor and relatively rich households and less diversified

among middle income stratahouseholds. These results are not applicable to other areas

with difi‘erent structural characteristics that play a role in shaping both the incentive to

diversify and the access to ofi-fann income. For instance, the Asian results are caused by

three major factors: i) the availability ofhigh labor-to-capital-ratio jobs with low barriers
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to entry for poor households (with very low-asset base); ii) the possibility for middle-asset

households to specialize in land intensive crop production; and iii) the ability of

households with greater assets to diversify into more capital intensive activities through

self-financing or using their assets as collateral in an incomplete credit market. Asset

holdings enable high-asset households to diversify production for expected income

enhancing as well as for risk reducing motives.

Little research has been carried out in Afiica regarding the relationship between income

composition and inequality. The studies that have been done do not provide conclusive

insights concerning the relationship between agricultural and non-agricultural income

sOurces and magnitude across income groups. Studies by Matlon (1979) in Northern

Nigeria, Collier, Radwan, and Wangwe (1986) in mral Tanzania; and Reardon, Delgado

and Matlon (1992) in Burkina Faso find that the poor earn a lower proportion oftheir

income fiom non-farm sources than better off households. On the other hand, another

study fiom Northern Nigeria (Norman, Simmons, and Hays, 1982) found the opposite

result, i.e., non-farm incomes are a relatively more important source to poorer

households than to their better ofi‘ neighbors.

Reardon and Taylor (1996) suggest that the monotonically increasing relationship

between income diversification and income in the Sahel is due to the scarcity oflow-

balTier to entry and labor intensive jobs that result fiom three specific characteristics of

the West Afiica Semi-Arid Tropics (WASAT) zone: i) an undeveloped farm labor market
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and predominantly traditional production technologies using family inputs; ii) a relatively

equal land distribution and a virtual lack of landless households; and iii) a low population

and infi'astructure density (compared to Asia). Also, poor WASAT households appear to

face serious entry barriers to capital intensive sectors (Reardon et al., 1994). These

results are similar to those found by Matlon (1979) for the Guinean zone ofNorthern

Nigeria. Evidence of credit constraints on poor households’ involvement in MSES in

these areas is also presented by Chuta and Liedholrn (1990).

In sum, although both theory and empirical evidence present ambiguous hypotheses

concerning which zones or households will diversify the most, it is clear from the

literature that bothpush and pull factors are likely to be important in driving

diversification into MSEs. In other words, diversification into non-farm activities has two

causes: the struggle to survive in a risky environment and the desire to build on the base

ofa dynamic agriculture (Reardon, Delgado and Matlon, 1992) and take advantages of

profitable opportunities that help maximize household income in a given economic and

policy environment.

Analyzes fi'om Burkina, Senegal and Niger in the 1980s shows that participation in local

micro and small enterprises difl‘ers across income groups in all three countries (Reardon et

al., 1994). In these studies, the share ofcommerce, manufacturing and services is higher

for the upper income tercile rural households in all the three countries. Poorer households

tend to engage in activities with low capital requirement and high labor intensity while
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richer households pursue more capital intensive activities. The findings indicate that

besides agricultural wage labor, poorer household participate in activities such as

gathering, petty trade and cottage manufacturing (e.g., basket weaving and bamboo bed

and screen making), often using locally gathered materials. Cottage manufacturing

undertaken by richer households is often more capital intensive such as blacksmithing,

carpentry and tailoring. Relatively richer households tend to be involved in activities that

require skills and/or capital or both, such as veterinary services, machinery repairing, wells

digging, etc, while poorer households tend to be involved in more labor intensive services,

such as hand-milling or winnowing grain, and other unskilled manual jobs. The share of

food preparation does not difi‘er much across income Strata, except in the Guinean zone of

Burkina where a restaurant sector (more capital intensive preparation) has emerged. The

authors note that those activities in other areas are oflow capital intensity, undertaken by

women, and include biscuit making, beer brewing and condiment preparation.

Most ofthe available literature on micro and small enterprises research that emphasizes

their role in employment and income generation, and describes the dynamics ofthe sector

in the global rural and urban economies is done strictly at the enterprise level. Farm

household level analysis is seldom done. The business site approach used in most surveys

results in the impossibility ofhousehold level analysis without an ambiguous interpretation

due to double counting that is likely to occur in the data collection, and the unclear

definition ofthe household unit.
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This thesis analyzes income composition among rural smallholder households in Central

and Northern Mozambique using survey data on farming households, collected in 34

districts, regarding both their farming and non-farming activities with respect to income

patterns and other relevant characteristics. It analyzes the relationship between income

shares and income levels, and identifies types of activities that households choose to

diversify into in difi‘erent regions, as well as the factors afi’ecting the performance of such

activities and overall household income levels.

2.2 Conceptual Framework and Research Questions

The conceptual fi'amework discussed in this section is two-folded. First, it refers to the

smallholder income composition and income distribution analysis. Then, it deals with the

analysis ofthe factors associated with thermal household total income and the MSE

sector performance (sub-section 2.2.1). The underlined research questions are introduced

in Section 2.2.2.

2.2.1 Conceptual and Analytical Framework

The analysis of smallholder household income composition and income distribution is

undertaken using a rural smallholder houSehold income model. Smallholder households

are assumed to be motivated by maximization of expected utility ofincome.
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As shown in Figure 2.1 it is assumed that, conditioned by a set of exogenous factors,2

smallholder households allocate their scarce resources (Box A) in an array ofincome

generating activities, both in thefarm sector and/or in the non-farm sector. This allows

them to minimize income risk, take advantage of profitable opportunities and, as a result

maximize expected utility of income.

Thefarm sector (Box B) includes exclusively cropping and livestock activities (left side of

Figure 2.1). Smallholder households can either use their productive resources in their

own farm/livestock production activities (Box C) or sell their labor to other households’

farm/livestock production activities, i.e., supply labor in the farm labor market (Box D),

or do both. Therefore, the income generated in the farm sector consists of: i) the cash

income obtained with the sale of smallholder household agricultural/livestock production

(Box E) - food crOp, cash crop and livestock sales (Box H, I and J); ii) the value of

retained household agricultural and livestock production (Box F); and iii) wage earnings

received in the farm labor market from labor sales for work on other households’ fields

(Box G). Note that the first two components refer to income generated on-fann, i.e.,

fi'om production in the own household fields, while the latter refers to the income

generated of householdfarm, i.e., from work on other households’ fields or on larger

farm sector firms.

 

2 Such factors include: 1) Household assets and structure, 2) the input and output market

(for farm and non-farm goods and services) and wage rates it faces, and 3) the institutional

(including policy) and physical (including available technology) setting in which it operates

(MAP/MSU, 1992).
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The non-farm sector (Box L) includes household involvement in all activities other than

agricultural and livestock production (right side ofFigure 2.1), namely rural non-farm

labor market, i.e, employment in other household MSEs (Box N); employment in medium

or large scale non-agricultural businesses, or government (Box 0); employment in the

migration labor market (Box P); or self-employment or ownership ofMSEs (Box M).

Hence, smallholder household income generated in the non-farm sector consists of: i)

profits fi'om self-employment/ownership in MSES (Box Q); ii) wages paid to household

members working in other households’ MSES (Box R); iii) wages paid to household

members working for medium and large scale non-agricultural businesses or government

(Box S); and iv) remittances (Box T).

It is necessary to emphasize the distinction between the on-fann/ofifarm dichotomy (Box

C versus Boxes L and D), on the one hand, and thefann/non-farm dichotomy on the

other (Box B versus Box L). The discussion in the previous paragraphs make clear that

the first one is merely locational, while the second is sectoral.

For the purposes ofthis analysis of smallholder household income, smallholder household

farm income is defined as all income generated on the household fields in their agricultural

and livestock production, namely: i) valued retained agricultural/livestock production;

and ii) sales ofagricultural/livestock production. Smallholder ofl-farm income refers to

income generated outside household agricultural fields/livestock production. It includes

all the previously defined non-farm income plus the wage earnings fi'om the household
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farm labor market participation, namely: i) self-employment/ownership in MSEs; ii)

wages paid to household members from their participation in the farm labor market (labor

supply in the farm sector); and iii) wages paid to household members fiom their

participation in the non-farm labor market (labor supply in the non-farm labor market).

Income diversification refers to household income strategies oriented to this set of off-

farm income choices.

Total smallholder household net income is, therefore, estimated by adding up the net

householdfarm income, i.e., value of crop and livestock retained for own consumption

and all crop and livestock sales net ofvalue of production inputs, and the net household

ofi-fann income, i.e., wage income in the farm and non-farm labor market, net profits

generated in household MSEs, and other net cash and in-kind payments.

For analytical proposes in this study, smallholder households are divided into income per

capita terciles, i.e., the one third ofthe households that earn the lowest per capita total

net income is grouped into the first income strata, the middle per capita income

households (also one third ofthe sample) forms the second tercile, and the richest

smallholder households are grouped into the upper per capita income strata.

Income composition refers to the structure ofhousehold income across the above defined

categories. Special attention is given to the question ofincome diversification strategies

by per capita household income stratum, i.e., changes in the relative share ofincome fi'om
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on-farm and ofi‘-farm sources, especially from self-employment in MSES, across these

difl’erent income groups.

To make this analysis more insightfill, an assessment ofthe types ofbusinesses into which

smallholder households tend to be involved according to their position in the income

distribution scale and the comparative analysis of returns to those activities is of

significant importance.3 These and existing/potential linkages will potentially help to

address policy issues aimed at promoting rural income growth through MSE

enhancement. All these issues on income composition and income diversification are

addressed in Chapters Three and Four.

The analysis ofthe factors associated with the aggregate level of smallholder household

income and those afi‘ecting micro and small enterprise profits is undertaken through the

estimation ofeconometric models, using least squares techniques. A detailed description

ofthe econometric models, estimation methods and discussion of results is presented in

Chapter Five.

 

3 The analysis include terciles ofland owned per adult, agricultural income per capita and

total income per capita.
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2.2.2 Research Questions

Following the research objectives defined in Chapter One, and insights from the discussion

presented in the literature review, the following research questions are defined:

1) What is the relationship between land holdings, demographic characteristics and

smallholder propensity to diversify into MSES?

2) What are key relationships between household propensity to invest in MSEs

and other income earning strategies: i) are households with MSES more or less

likely to get involved in cash cropping, food crop marketing or labor markets? ii)

are households with cash income from agricultural activities more or less likely to

invest in MSEs?

3) What are the patterns of household total income and income per capita in the

region, and what are the shares ofincome from different sources across household

per capita income terciles? Emphasis is given to questions about the relationship

between income per capita terciles and MSE income shares?

4) What are the characteristics ofthe rural MSE sector and the factors determining

its profit levels? What is the relationship between land holdings, agricultural

income and total income per capita, and household propensity to engage in given

MSE activities and its annual profits per worker?

5) What is the efi‘ect ofhousehold involvement in MSE sectors on household

income per capita levels in the different Study zones? What other factors explain

variations in income per capita levels?

2.3 Field Research Design

This Section describes the surveys undertaken as part ofthis study and the sampling

procedures followed in each case as well details on how they relate to each other.

2.3.1 Agricultural and Micro and Small Enterprises Surveys

The analysis presented in this study is based on data collected in the 1996 Smallholder

Agricultural Sector Survey (TIA-96) and the Micro and Small Enterprise Baseline Survey
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conducted with the same rural households in four provinces of central and northern

Mozambique, namely Nampula, Zambezia, Manica and Sofala, and the district of

Mutarara in Tete Province.

The Smallholder Agricultural Sector Survey (TIA-96). This survey was undertaken in

all ten provinces by the Mozambique’s Ministry of Agriculture and Fisheries (MAP). It

collected information concerning smallholder household demographic characteristics,

production and marketing of smallholder household agricultural and livestock production,

as well as land ownership and use, and participation ofhousehold members in the farm

and non-farm labor markets.‘

The Micro and Small Enterprise Baseline Survey. This survey was undertaken by the

Food Security Project MAP/MSU concurrently with TIA-96. It was aimed at uncovering

with relatively fine detail the part ofthe rural economy not covered in TIA-96. In

essence, it approached all households interviewed in the TIA-96 survey and, where

relevant, collected data on any non-agricultural activities - micro and small enterprises -

in which members ofthose households were engaged as owners during the 1995/96

agricultural season. For the proposes ofthis study, MSEs are defined as activities or

businesses employing 50 or fewer people engaged in non-farm, non-livestock income

generating activities, i.e., any economic activity by any family member, other than those

 

‘ For details on the methodology and instrument ofthe agricultural sector sUrvey, see

MAP/MSU, 1998.
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that involve the sale ofwage labor, the production of crops and livestock and/or sales of

one's own crop or livestock production. Where relevant, the MSE survey collected

detailed information about each rural household member and their respective enterprise.

Besides collecting general information regarding their sector of activity, age, gender of

the owner and other background information on the owner and enterprise, it covered

enterprise working patterns, work force composition over time, access to financial and

non-financial assistance, income earned, investments and operating costs, input and output

markets and constraints faced by MSES.’

2.3.2 Survey Sampling Approach

The sampling procedures for the selection of districts, villages and households for the field

survey followed the standard three-stages used in TIA-96. The household member

enterprises covered in the MSE survey were identified using the household-member-

enterprise (HME) approach.

2.3.2.1 Selection of Districts, Villages and Households

This followed a three-stage sampling design as follows:

Stage 1: Selection of Districts - For TIA-96, the total number of districts to be covered

in the 10 provinces was defined as 60. The number of districts covered in each province

 

’ For more details on the methodology and instruments ofthe MSE survey, see

MAP/MSU, 1998.
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was proportional to its population, i.e., more populated provinces had more districts

selected. In each ofthe provinces, the sample of districts was randomly selected with a

probability proportional to the size of its population. In the TIA-96/MSE survey areas, the

total number ofdistricts covered was 34 located in 5 different provinces.

Stage 2: Selection of Villages - For each sampled district, all villages were listed together

with their number ofinhabitants. Then, eight villages were selected with probability

proportional to the size of its population. Overall, for TIA-96, the number ofvillages to

be selected was 480. In the TIA-96/MSE survey areas the corresponding number was

272 villages.

Stage 3: Selection of Households - For each sampled village, all households were listed,

identified by the name ofthe head ofthe household. Then, eight households are selected

using systematic random sampling. For TIA-96 this approach results in 3,891 smallholder

households selected nationally and 2,176 smallholder households in the TIA-96/MSE

study areas.

2.3.2.2 The MSE Survey Household-Member-Enterprise (HME) Approach

There are two major approaches used in undertaking MSE surveys. The Business

Site/Location (BS) Approach, widely used in MSE surveys all over the world, consists of

visits to business sites, both houses and non-residential places ofbusiness. In contrast, the

Hth approach starts by asking in each household for each member listed in the
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demographic characteristics section of the TIA-96 survey: ‘Does this household member

run a non-agricultural activity on his/her own account?’ The MSE survey procedure then

traces those members who have a MSE in each household. Still in the Agricultural

Survey, for those members who have MSEs, the following question is asked: ‘How many

activities does this member own?’

This information is then passed to a Village Level Control Sheet, and a summary of

information about each household, member and activity type identification and current

operating status is registered in the HouseholdLevelMSEInstrument.

Once the household members and the types of activities are identified and reported upon,

a detailed Member-Enterprise Questionnaire is administered for each activity reported.

The interview was conducted with the household member that owns the enterprise, or

with someone else close to the business, in case the owner is not available.

This approach, while taking advantage of targeting the households covered by the TIA-96

agricultural survey allows a richer and more integrated analysis ofthe household

economy. It also provides data at the individual/enterprise level and will allow to better

estimate the incidence and importance ofMSES for the smallholder household sector.

Each enterprise is connected to a member of a household selected and interviewed in the

TIA-96 agricultural survey.
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A key concern in using this approach is that, since it is not always based on a physical

identification at a business site, it is important to be careful in probing to investigate the

existence of any and all businesses in the household that qualify for the MSE survey. The

MSE definition needs to be very clear and enumerators must be very well trained to carry

out this search. To help accomplish this among the field survey teams, a sheet was

prepared providing Tipsfor Household/AlemberMSEIdentification.

The two steps described above result that up to the level ofthe household, it was possible

to anticipate the number ofunits of observation (households) for the TIA-96 Agricultural

Survey. From this potential sample , the number ofhouseholds with at least one member

owning a MSE and the total number ofMSEs to be interviewed could only be determined

err-post. The results ofthis sampling procedure are presented in Table 2.1. In total there

were about 766 households with one or more members engaged in MSE activity. A total

of948 enterprises were interviewed. Figure 2.2 shows the geographical location ofthe

Districts covered by the surveys.
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Table 2.1 Smallholder Survey (32-96) Sample Size and the Incidence of MSEs

 

 

 

 

 

 

 

Smallholder Household Survey (TIA-96) Households with Number ofMSEs

Sample Size MSEs

Province! Number of Number of Number (7.) Total per HH

District Villgges' Households ofHHs of III-Is it of MSEs with MSE'

Nampula 88 704 247 35 287 1.2

Malerna 8 64 26 41 30 1.2

Mecmta 8 64 17 24 18 1.1

Mogovolas 8 64 38 59 49 1.3

MomaI&II 16 128 50 43 65 1.3

Mmapo 8 64 20 30 21 1.1

Murrupula 8 64 27 42 27 1.0

Nacala-a-velha 8 64 15 23 15 1.0

Nampula 8 64 23 34 23 1.0

Ribaue 8 64 20 30 27 1.4

Namapa 8 64 11 17 12 1.1

Zambezia 104 832 273 34 315 1.2

Alto Molocue 8 64 28 44 39 1 4

Ile 8 64 29 45 33 l l

Inhassunge 8 64 17 27 18 1.1

Lugela 8 64 14 22 16 1.1

Maganja da Costa 8 64 19 30 19 1 0

Mileage 8 64 10 16 10 l 0

Mocuba 8 64 16 25 16 1 0

Mopeia 8 64 15 23 17 1 l

Mumunbala 8 64 26 41 31 l 2

Namacurra 8 64 26 39 27 l 0

Namarroi 8 64 15 23 15 1 0

Pebane 8 64 25 35 25 1 0

Nicoadala 8 64 33 48 49 l 5

Mutarara (Tete) 8 64 29 45 42 l 4

Monica 32 256 106 43 146 l 4

Gondola 8 64 33 51 44 l 3

Guro 8 64 20 28 27 1 4

Suasundcnga 8 64 37 60 57 1 5

Tarnbara 8 64 16 23 18 1.1

Sofala 40 320 l l l 37 158 1.4

312i 8 64 28 43 44 1.6

Chemba 8 64 25 39 34 1.4

Cheringoma 8 64 18 28 21 1.2

Chibabava 8 64 19 30 26 1.4

Marromeu 8 64 21 33 33 1.6

Total 272 2,176 766 36 948 1.2
 

' Number ofvillages covered in each district and province. Mama district was selected twice.

' Average number ofMSEs among smallholder households with MSEs.

HH 8 household

Source: 1996 MAP Smallholder Survey and 1996 MAP/MSU MSE Survey data
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Chapter 3

Characteristics and Income Strategies of Smallholder Households

3.0 Introduction

The decision ofa smallholder household to engage in micro and small enterprise activity

or embark on other income diversification strategies, or simply specialize in agricultural or

livestock production, is likely to be associated with smallholder household characteristics

and resource endowments, such as land holdings and liquid assets. These options are also

afi'ected by economic and social environmental and locational characteristics and relative

returns across activities.

The starting point for the analysis in this chapter consists ofthe assessment ofrural

household characteristics and their relationship with patterns of diversification into micro

and small enterprises (section 3.1). Then, it examines income earning strategies through

an analysis ofsmallholder income sources (section 3.2). Section 3.3 analyzes smallholder

total net income patterns, income strategies, and income composition patterns by

household total net income per capita terciles across provinces and selected smallholder-

zone characteristics. The association between diversification into MSEs, and

environmental and locational characteristics and relative sectoral returns is not included.

Chapter Five deals with those factors in the context ofthe analysis offactors associated

with MSE profitability and overall smallholder household income .

26
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3.1 Smallholder Household Sector Characteristics

The analysis includes solely household level characteristics and household resource

endowments that are hypothesized to be related to smallholder propensity to diversify

income, especially into MSE activity. First, smallholder household demographic

characteristics are analyzed in relation to diversification into MSE activity. Then,

attention turns to the relationships between land size and use and diversification into

MSES.

3.1.1 Demographic Characteristics

Figure 3.1 shows the distribution ofthe population by age and gender in the survey areas.

This is a very typical age/gender distribution for a developing country. For most ofthe

relevant range ofthe economically active population age groups - 15 to 65 years - there is

a greater number offemales, while in the upper and lower age groups there are more

males. This structure has potential implications on the work force trends in the near

future. Indeed, most ofthis female labor is currently involved in agricultural activities.

However, as the economy is structurally transformed, part ofthis labor can be freed to

non-farm activities. The analysis ofgender ownership ofmicro and small enterprises

presented in Chapter Four gives additional insights on this issue.

Table 3.1 presents mean levels of selected household demographic characteristics by

province and smallholder household MSE ownership status. The demographic

characteristics inclirde household size, age ofhousehold head, proportion offemale
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headed smallholder households, proportion ofpolygamous smallholder households, years

of schooling ofthe smallholder household head, proportion of smallholder households that

have migrated at some point, and the smallholder household dependency ratio.
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Figure 3.1 Population Age and Gender Structure

It is worth noting that (excluding Mutarara) Manica province has the highest average

household size, the highest proportion offemale headed households, the highest

proportion ofpolygamous households and the more educated household heads across the

study zone.
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Households that are involved in some type ofMSE activity, when compared to those

without it, appear to be slightly larger in size, in general more likely to be headed by a

male, younger and relatively more educated. The overall incidence offemale headed

households is very low, being more common among those that do not diversify into micro

and small enterprises. On the other hand, the proportion ofpolygamous households

overall is somewhat lower, being more common among households with micro and small

enterprises, except for Zambezia province.

The statistically significant differences identified in household size between households

with and without MSEs gives some initial insights. However, this measure does not

consider age or gender ofthose members and can be misleading. Therefore, dependency

ratios - a measure that gives the number ofdependent household members (aged less than

15 plus those over 65 years old) per each economically active member (aged 15-65 years

old) - are computed. The overall results show very similar relationships across provinces.

Regarding household MSE ownership status comparisons, households that do not

diversify into MSEs appear to have slightly higher dependency ratios, excepting for

Zambezia Province where they are similar.

To better explore the relationship between smallholder household propensity to diversify

into MSE activity, and household size and labor availability, Table 3 .2 presents the

incidence ofsmallholder households MSEs by household size and by household labor

adult equivalent (LAB) terciles. Results suggest that diversification into MSEs is
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positively correlated with household size, i.e., the higher the number ofhousehold

members the more likely is the household to diversify into MSEs. This follows from the

fact that the proportion of households that diversify among those in the lower size tercile

is lower than the proportion diversifying in the middle and the higher size terciles.‘ It may

be that larger households find in MSE activity a feasible alternative to increase household

income to face increasing household consumption needs.

The extent to which this relationship has to do with labor availability, inducing households

to diversify into MSEs, is analyzed by using household LAB ( i.e., the number of adult

labors: average household size, weighted by an adult equivalent conversion factors to take

into account age and gender ofeach household member in the calculation is used to

compute the sample terciles)? In general, households in the lower LAB tercile tend to

diversify less into MSEs than those in the middle and higher terciles. This results suggest

that larger households can take advantage of labor availability to diversify into MSEs

using own household labor, and therefore respond to increasing consumption needs

derived from their size. A possible exception, however, is found for Nampula province

where the higher LAE tercile households are slightly less likely to diversify into MSEs. It

may be the case that larger households in Nampula find it more profitable to specialize in

 

‘ Note that this relationship holds systematically, being the middle size tercile more

diversified than the first and the highest more diversified than the middle, excepting for

Sofala province where the middle tercile appears to be less diversified than the lower one.

7 Labor adult equivalent conversion factors are: individuals 7-8 years old=0.3, 6-12=0.5,

13-15=0.7, males l6-54=1, females 16-54=0.85, and individuals >54=O.7 (FAO).
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the sale oflabor to other households or engage in their own agricultural production. As

presented below, the highest rate of participation in farm and nonfann labor markets is

found in Nampula Province. However, as will be shown, even among households that

diversity into MSEs, farm labor market participation is important.

Over the past two decades, population migration (due to various reasons, particularly the .

armed conflict, natural disasters and other associated factors) was quite common among

rural smallholder households in central and northern Mozambique. Results fi'om the

present survey indicate that, overall, about 40% ofthe households were displaced at some

point in their lifetime. An analysis by province, however, shows that the province of

Zambezia, and the district ofMutarara in Tete, were the areas where most people have

been displaced, followed by Sofala and Manica, while Nampula has the lowest incidence

(Table 3.1).

In Nampula the proportion ofdisplaced households is higher for households that do not

diversify into MSEs, while in other provinces, although just by slight differences in some

cases, the incidence ofthat type ofHouseholds is higher among those who are diversifying

into MSEs. One could argue that, due to the nature ofthe migration, Zambezia, Tete,

Manica, and to some extent Sofala, households that were displaced to neighboring

countries and to more stable domestic areas, could have capitalized on knowledge and

physical assets that allowed them to embark into MSEs by the end ofthe war.
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Table 3.2 Household Diversification into MSEs byH Size and Labor Availability,

by Province and Sample Terciles

  

 

 

 

 

 

 

Provinces and

Household and Household Size Household LAE

SampleH Size

Terciles Mean HH HHs Mean HH HHS

Size with MSEs LAE with MSEs

_ % of1le -- -- % of111-15 --

All Study Zone 5.2 36 3.7 36

Tercile 1 3.1 30 1.9 33

Tercile 2 5.5 36 3.5 34

Tercile 3 8.3 42 5.7 40

Nampula 4.7 36 3.3 36

Tercile 1 2.4 33 1.7 36

Tercile 2 4.5 36 3.2 37

Tercile 3 7.0 37 5.0 34

Zambezia 5.3 34 3.8 34

Tercile 1 3.0 25 1.9 28

Tercile 2 5.5 37 3.6 36

Tercile 3 8.1 41 5.8 37

Mutarara 6.2 45 4.4 45

Tercile 1 3.3 20 2.0 30

Tercile 2 5.9 44 4.2 45

Tercile 3 9.5 74 6.9 62

Manica 6.4 43 4.4 43

Tercile 1 3.5 35 2.0 35

Tercile 2 6.4 36 4.2 40

Tercile 3 9.7 56 6.9 53

Sofala 5.8 36 4.1 36

Tercile 1 3.3 37 ’ 2.3 32

Tercile 2 5.5 25 3.9 37

Tercile 3 9.1 45 6.4 40

 

LAE=1abor adult equivalent Totests of statistical significance show that all household size

means are statistically different across provinces (p-value=0.01).

Source: 1996 MAP Smallholder Survey and MAP/MSU MSE Survey data
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Nampula households, on the other hand, were generally internal refilgees, and were

subject to very different circumstances, and therefore likely to have been less able to

diversify due to the lack of investment in human capital and physical assets by the end of

the war. Indeed, results indicate that, although some were displaced, none ofthe

Nampula MSE owners have ever lived in a refugee camp neither domestic nor abroad.

Ninety six per cent ofMutarara’s displaced MSE owners lived in refugee camps in

Malawi, while 16% ofManica owners and 20% of Sofala owners lived in Malawi or

- Zimbabwe. Among Zambezia’s owners, 27% lived in Malawi. This province has the

highest incidence of domestic refirgees (31%), followed by Manica (4.1%) and Sofala

(2.5%). These numbers are consistent with the fact that only 4% ofNampula’s owners

indicate that they acquired some skills during the conflict. The figure for Zambezia,

Manica and Sofala is around 6%, while in Mutarara, a border district, about a quarter of

the MSE owners indicated they acquired some useful entrepreneurial skills during the

conflict.

3.1.2 Farm Size and Land Use

Land constraints among smallholder households is a key potential push factor for income

diversification (Reardon, Delgado and Matlon (1992). In fact, the low production

potential and high household labor surplus associated with land scarcity can be

hypothesized as a factor associated with overall smallholder income diversification

decisions. Whether households diversify into self-employment in MSEs or simply choose

to sell labor to the farm and/or non-farm labor market also depends on other factors. This
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includes the ability of land poor households to self-finance investment in MSEs in the

absence offirnctioning credit markets, the existence oflow barriers to entry in labor

intensive MSE sectors, the existence of functioning labor markets, and the relative returns

between MSEs and wage rates in the labor market.

This section looks specifically at the relationship between MSE ownership and land

holdings.’ Table 3.3 presents comparative farm size (cultivated plus fallow land) and land

cultivated per household and per household LAB, among smallholder households with and

without MSE activity. Overall, smallholder households that diversify into MSEs tend to

have larger farms and also cultivate more land, either per household or per household

LAB. An exception, however, is found for Nampula province, regarding total land per

household and total land per household LAB, where households without MSEs tend to

have larger total areas. Area cultivated follows the pattern found for other provinces,

which suggests that households without MSEs in Nampula tend to have more land in

fallow than those who choose to diversify into MSEs.

To address the issue on the relationship between land size and area cultivated, and

smallholder propensity to diversify into MSE activity, in Table 3.4 smallholder households

are divided into land per LAB terciles (total and cultivated land) and the share of

household that diversify in each tercile across provinces is indicated. The general result

 

'Smallholder households income earning strategies in general are discussed in detail in

section 3 .2.



36

found is that the land poor smallholder households are only slightly less likely to diversify

when compared to the land abundant households. The same result is found regarding

land cultivated, i.e., households cropping more land per household LAB are slightly more

likely to diversify into MSEs when compared to those cropping smaller areas per LAB.

The rate ofdiversification into MSE activity by the middle tercile is somewhat ambiguous.

Overall (all smallholder households), it is higher than both the land poor and the land

abundant smallholder households with respect to total area, and higher than the poor and

similar to the land rich with respect to area cultivated. An analysis across provinces

indicate that for Nampula the middle tercile (total and cultivated area) is the one that

diversifies the most. In Manica and Zambezia Provinces and the District ofMutarara,

there is a positive relationship between land terciles and propensity to diversify into

MSEs. Finally, for Sofala province, the middle tercile ofland cultivated per household

LAB has the lowest rate of diversification into MSE activity. With respect to total area

per household LAB, a direct (positive) relationship holds for this Province.
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Table 3.4 MSE Activig by Total and Cultivated Area Terciles, by Province

  

 

 

 

 

 

 

Provinces and Total Area per LAE Area Cultivated per LAE

HH Land

Terciles Mean Households Mean Households

Area with MSEs Area with MSES

(Ha) --%ofHI-ls-—- (Ha) --%ofHHs--

All Study Zone 0.69 36 0.53 36

Tercile 1 0.19 31 0.16 32

Tercile 2 0.48 39 0.40 38

Tercile 3 1.34 38 1.01 38

Nampula 0.85 36 0.60 36

Tercile 1 0.25 33 0.20 33

Tercile 2 0.62 39 0.46 40

Tercile 3 1.68 36 1.15 36

Zambaia 0.56 34 0.44 34

Tercile l 0.16 28 0.13 32

Tercile 2 0.40 36 0.33 33

Tercile 3 1.15 38 0.86 37

Mutarara 0.45 45 0.40 45

Tercile 1 0.13 29 0.13 33

Tercile 2 0.32 46 0.30 38

Tercile 3 0.91 62 0.76 64

Manica 0.65 43 0.58 43

Tercile 1 0.23 34 0.21 34

Tercile 2 0.50 46 0.46 46

Tercile 3 1.21 47 1.05 48

Sofala 0.67 36 0.61 36

Tercile 1 0.25 32 0.23 35

Tercile 2 0.52 34 0.48 32

Tercile 3 1.24 42 1.13 40
 

Considerations on statistical significance of farm size and area cultivated per labor adult

equivalent presented in Table 3.3.

Source: 1996 MAP Smallholder Survey and MAP/MSU Survey data
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As already pointed out, diversification into MSEs is not only a function of relative land

and labor availability. Therefore, this result is good enough to conclude that land

constraints are not push factors towards smallholder household diversification into MSEs.

However, diversification towards labor market participation is probably the alternative

found for land poor households. The section that follows covers in more detail other

forms ofincome diversification, along with diversification into MSEs, that help address

this and other issues.

3.2 Smallholder Household Sector Income Earning Strategies

This section analyzes smallholder household income earning strategies, i.e., the household

activity portfolio, by computing the proportion of smallholder households in the study

zone that choose difl‘erent activities to maximize their overall income, namely, agricultural

and livestock production and sales, farm and non-farm labor market participation and self-

ernployment in micro and small enterprises. It also presents some basic descriptive

statistics on the important indicators about these activities. An analysis ofthe

contribution ofeach ofthese income sources to total household net income is presented in

detail in section 3.3.

3.2.1 Agricultural and Livestock Production and Sales

Given household resource endowment and the current stage ofrural development in

Mozambique, virtually all rural smallholder households have some kind ofagricultural or

livestock activity as part oftheir food security and cash income earning strategy. In
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general, smallholder households grow food for their own consumption but also some for

sale as well. Agricultural cash income is generally obtained with the sale ofcash crops

and livestock, but increasingly, as food markets evolve, in an increasingly monetized and

integrated rural-urban economy connecting entire regions, typical food crops are also

grown for sale.

Table 3.5 shows the percentage ofhouseholds growing and selling food crops” during the

1995l6 agricultural season, among all smallholder households, and among those with and

those without MSEs.

As previously noted, the vast majority of smallholder households grow food crops mostly

for self-consumption. There are considerably fewer households selling food crops,

between 33 (Manica) and 57 (Nampula) percent overall. These results are, however,

much higher than those found during the civil war years‘0 and are likely to increase as the

marketing system evolves with the improvement ofthe marketing infrastructure and

increasing rural-urban marketing linkages, as well as rural income growth.

 

’ In this analysis, food crops include maize, rice, cassava, beans, sorghum, sweet potato,

millet and peanuts.

‘° See MAP/MSU 1992, for figures for some districts in Nampula Province, and

Agricultural Surveys from previous years ('1‘rabalho de Inquerito Agricola (TIA) - 93 and

94) for provincial figures.
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Table 3.5 Percentage of Smallholder Households Growing and Selling Food Crops,

by Province and MSE Ownership Status

 

 

 

Households Growing Household MSE Ownership Status

and Marketing

Food C1111)! All Households Households

Households with MSEs without MSEs

-—- pcrccnt ofHouseholds ---

Households Growing 96.7 96.1 97.0

Nampula 99.1 98.6 99.3

Zambezia 94.7 94.5 94.8

Mutarara (Tete) 96.9 96.5 97.1

Manica 97.5 95.7 98.9

Sofala 95.6 94.2 96.5

Households Marketing 44.2 47.1 42.6

Nampula 56.7 60.2 54.8

Zambezia 38.0 37.9 38.0

Mutarara (Tete) 34.4 41.4 28.6

Manica 32.6 44.7 23.4

m 35.0 39.5 32,4
 

Source: 1996 MAP Smallholder Survey and 1996 MAP/MSU MSE Survey data

—

Except for Zambezia Province, smallholder households with MSEs are more likely to

market their food crop production. This may be a result ofthe need to self-finance MSB

activities with cash from these sales and the confidence in covering their consequent food

deficit through food purchases using income generated over time with the MSE activity.

Smallholder households without MSEs, given the uncertain cash flow, may be more likely

to keep food stocks fearing food shortages and the consequent inability to finance food

marchases in the hungry season, due to the absence ofMSE cash income in their portfolio.
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The share of smallholder households engaging in the production of vegetables is much

lower than the one found for field crops, varying from 12 percent in Nampula to 35

percent in Manica. The marketing of such crops is also quite uncommon, except for

Manica province where a fifth ofthe smallholder households grow and market their

production. Most ofthose are located in central Manica, close to the Beira corridor so

that access to markets is not very constrained. Most ofMozambique’s urban markets are

supplied with vegetables grown in peri-urban green zones. Therefore, given the transport

costs and the fact that vegetables are highly perishable goods, in the absence of safe

supply contracts, it is risky for rural smallholder households to engage in such trade and

hard to compete in those markets.

About halfofthe smallholder households in the study zone grow some kind offruits.

This varies fi'om 33 percent in Mutarara to 53 percent in Nampula. The proportion of

smallholder households marketing their hit production, however, is very low overall

(15%). It is more common in Manica and Zambezia, where approximately 20% have some

sales offi'uits. This results are consistent with a fi'uit survey undertaken in 1971 that

shows that central and southwestern Zambezia and Central Manica are the areas with the

highest fruit tree densities in the region, and therefore more likely to generate surpluses

for the market (Atlas Geografico, 1986).

Smallholder household animal production includes mostly small animals like chickens,

ducks, and goats. The proportion of smallholder households growing some type of
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animals varies fi'om 75% in Zambezia to 87% in Sofala. Cattle are not very common due

to the predominance oftsetse fly disease that makes the environment unsuitable for it.

Most ofthose small animals are, however, for smallholder household consumption. The

share ofhouseholds marketing their animal production is as low as 12% in Zambezia to as

high as 30% in Sofala, where it is more common among smallholder households that do

not diversify into MSBs. Among smallholder households with MSBs Manica has the

highest incidence (35%) of animal production marketed.

While virtually all rural households grow food crops as their food security safety first

strategy, yet cash income is needed to face food shortages in the hungry season, through

food purchases, and other household needs ofnon-agricultural goods and services. These

needs are mostly assured by cash income fiom cash croppingu and off-farm sources.

Table 3.6 presents the proportion of smallholder households involved in cash cropping in

the surveyed provinces by smallholder household MSB ownership status. Nampula

Province where the major cr0ps grown include cotton, cashew and to some extent

coconuts in coastal areas has a high incidence of smallholder households growing and.

marketing these cash crops (66% overall). This province, along with Zambezia (43%

overall), where the cropping ofcoconuts is done in the coastal areas, cashew in the central

plains and tea in northwestern areas are the major source ofcash crop income, have more

 

11 The cash crops included in this computation are: cashew nuts, cotton, coconuts,

sunflower, sugar cane, “Mafirrra”, coffee, tobacco, sisal, soy, tea, ginger, and “copra”.
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smallholder households marketing cash crops than food crops (Table 3.5). In all other

provinces, food market participation is more important than cash cropping. These results

are consistent with the different natural resource endowments and the existing marketing

and processing support infi'astructure across these locations. For example, in most of

northeast Nampula, joint venture companies (JVCs) supply inputs to facilitate smallholder

household cotton production and retain a monopsony on buying/processing cotton in vast

areas.12 Moreover, local processing of cashew nuts and exporting opportunities are

common in Nampula, while in Zambezia, there is a tea processing facility that represents a

demand for smallholder tea production.

Table 3.6 Smallholder Household Cash Cropping, by Province and MSE

Ownership Status

 

 

Households Growing Household MSE Ownership Status

and Marketing Cash Crops

All Households Households Households

with MSEs without MSES

--- percent of households —-

Households Growing/ 47.8 51.9 45.6

Marketing

Nampula 66.0 71.1 63.2

Zambezia 42.8 49.4 39.4

Mutarara ('l‘ete) 7.8 10.3 5.7

Manica 17.6 24.6 12.5

_m 32.3 30.7 33.3
 

Source: 1996 MAP Smallholder Survey and 1996 MAP/MSU MSE Survey data

—

 

‘2 See Strasberg (1997) for detail on the JVC schemes.



45

Comparisons between smallholder households that own and those that do not own MSEs

suggest that MSE activity and cash cropping appears to be complements in smallholder

household income earning strategies. Indeed, at least in provinces where cash crops are

quite common, among those smallholder households that own MSEs there is a higher

proportion also earning income through cash cropping, when compared to those without

MSEs. Sub-section 3.2.2.1 addresses some additional analysis on this issue, in the context

ofsmallholder household diversification into MSEs.

A very general pattern observed here is that smallholder households that choose to

diversify into MSEs appear to be more connected to farm product markets, reflecting their

propensity for searching for cash income in all different ways. These results, while

indicating the existence ofthis association and complementarity between MSB activity

and farm products market participation, cannot be conclusive about the causality ofthe

phenomenon.

3.2.2 Smallholder Household Income Diversification

An important part ofincome earning strategies by smallholder households in developing

countries is through what is conventionally referred as income diversification - the

allocation ofsmallholder household labor to farm and non-farm activities other than the

cropping oftheir own fields or livestock production. It includes the allocation oflabor to

the following activities: i) employment in the rural non-farm labor market; ii) self-
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employment in rural micro and small enterprises; iii) employment in the farm labor

market; and iv) employment in the migration labor market (Reardon, 1997).

Essentially, smallholder households diversify as a result ofthe previously referred push

and pull factors depending on the specific circumstances they face, mostly related to risk

in the farm income sources referred to in the previous section and credit and insurance

market failure that characterizes most developing countries worldwide. As summarized

by Reardon (1997), income diversification is undertaken for the following reasons: i) to

reduce income risk by diversifying ex ante; ii) to maintain food security (income and

consumption) in the face oflow farm productivity and income shocks such as drought, by

diversifying expost, in the face ofinsurance market failure; and iii) to earn cash income to

finance farm investments, in the face of credit market failure.

The analysis in this thesis is solely on income diversification into employment in the farm

labor market, non-farm labor market, and self-employment into micro and small

enterprises. Because of data limitations, the migration labor market is not closely

analyzed. Nevertheless, historically, the migration labor market has been more important

in the southern part ofthe country than in central and northern provinces because ofthe

high concentration ofthe nation’s industrial and services infrastructure in the South and

the proximity to the South African mining industry.
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The emphasis at this point is on the incidence of several income diversification options

among smallholder households and the level of activity in terms of days ofoperation a

year. Besides results across all households, emphasis is given to diversification

combinations and diversification and agricultural market participation, to gain insights

about the extent to which diversification is driven by other cash income options and vice-

VCTSS.

3.2.2.1 Farm and Non-farm Labor Market Participation

Smallholder household labor supply is likely to be influenced both by smallholder

household characteristics, such as household size and capital and overall asset

endowments that afi‘ect their ability to diversify into self-employment, and regional

cropping characteristics. For instance, poor households with excess labor, lack of land

and skills are more likely to supply labor both to other smallholder households farms and

to micro and small enterprises. Moreover, the farm labor supply is likely to be higher in

cash crop labor intensive zones, especially cotton growing areas, where demand and wage

rates are higher than in areas where subsistence crops are predominant. Non-farm labor

supply in smallholder households micro enterprises and other private and public non-farm

sectors is mostly afi‘ected by supply factors such as smallholder household skills, and the

overall demand conditions in the non-farm labor market. Table 3 .7 shows the share of

smallholder households supplying labor to the farm and non-farm labor markets, and the

average number ofdays worked per year by household members.
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Table 3.7 Smallholder Household Farm and Non-farm Labor Market Participation,

b: Province and MSE Ownership Status

 

 

 

 

 

 

 

Province and Smallholder Household Labor Supply

MSE Ownership

Status Farm Non-farm Farm and/or Labor Supplied

Labor Labor Non-farm Labor per Yearl’

—--— percent of households --- (days)‘

Overall Study Zone 15 5 20 62

HHS without MSES 15 5 20 75

HHS with MSES 17 5 21 41

Nampula 23 7 29 50

HHS without MSES 22 7 28 62

HHS with MSES 26 6 31 31

lambda 10 3 13 37

HHS without MSES 9 3 12 43

HHS with MSBS 13 3 15 27

Mutarara (Tete) l4 2 16 14

HHS without MSES 20 3 23 16

HHS with MSES 7 0 7 6

Manica 12 13 24 100

HHS without MSBS 13 14 25 122

HHS with MSEs 11 13 22 67

Sd'ala 11 6 16 160

HHS without MSES l3 6 19 166

HHS with MSES 6 5 10 137
 

Source: 1996 MAP Smallholder Survey and 1996 MAP/MSU MSE Survey data

' The mean iS based only on those households that supplied labor.

'Testsofstatistical Significancebenvcenmeannumberofdaysworkedperyearindicatethataaoss

provinces and across household MSE status within each province, they are all difi‘erences (p-0.01).
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Results indicate three important aspects about smallholder household labor supply.

Firstly, non-farm labor supply is less common than farm labor supply among smallholder

households, 5 and 15 percent, respectively. Assuming the scarcity of non-farm jobs other

than micro and small enterprises, and taking into account the MSE size profile this result

is not surprising.‘3

Secondly, farm labor supply is much more common among Nampula smallholder

households than in other provinces. The predominance of labor intensive cash cropping,

particularly cotton with a pretty stable output market through IVC monopsony schemes is

likely to be the key factor. The nature of cash cropping in Zambezia, predominantly

coconut and cashew production, does not require as much labor as cotton.

Thirdly, it appears that in cash cropping areas (Nampula and Zambezia), when compared

to other areas, farm labor supply by members fi'om smallholder households with MSEs is

more common than fiom smallholder households without MSEs.

Nonetheless, results suggest that, in all provinces, among, smallholder households

supplying labor to the farm and non-farm labor markets, those without MSEs have a

higher average number ofdays supplied per year.“ This is an expected result, since: (a)

 

‘3 Exception goes to Manica province that appear to have a more developed rural

environment and where MSES tend to be larger in size (see Section 4.1.3).

“ On the other hand, Manica and Sofala smallholders appear to have a significantly higher

(continued...)
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smallholder households without MSBs have more time available to allocate to the labor

market and are more likely to supply their labor even when wage rates are very low, while

smallholder households with MSEs may have significantly higher opportunity costs of

time and income.

The virtual absence oflandless smallholder households in the region implies a low supply

oflabor that is associated with the predominance of subsistence cropping. Also, the

relatively low level ofmonetization prevents households from choosing the sale oflabor

as a primary source of cash income. As the rural economies evolve and become more

monetized, labor sales are likely to become more attractive. However, at the current rates

ofpopulation growth the region is likely to sufi‘er increasing land constraints which will

tend to increase the number oflandless poor, and therefore, the labor supply, driving

down the farm labor wages, ceterisparibus (Reardon, 1997), with ambiguous efi‘ects on

the aggregate level ofincome from labor sales.

3.2.2.2 Diversification into Micro and Small Enterprises

Smallholder household diversification into micro and small enterprises is generally

emphasized in the micro and small enterprise literature. It shows that in most ofAfiica,

the majority offirms Start as one-person firms, i.e., strictly self-employment and that only

a minority ofmicro enterprise “graduate” to employing more than five workers, generally

 

“(...continued)

average number ofdays supplied per year, which suggests the presence ofa limited but

less seasonal labor demand.
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unpaid family members.15 Unlike selling labor, diversification into micro and small

enterprise requires, not only skills but also start up capital and, in some cases, physical

assets. Locational characteristics both in the supply and demand side also play an

important role in determining the overall level of activity and profitability in this sector.

The incidence ofmicro enterprise activity in the region is quite widespread. Table 3.8

presents the share of smallholder households that diversify into micro and small

enterprises in the Provinces covered by the survey, among all smallholder households, and

among those involved in cash cropping and those with no cash cropping.

Table 3.8 Smallholder Household Diversification into MSES, by Province and Cash

Cropping Status

Household with MSEs by Cash Cropping Status
 

 

Provinces

All Households Households with Households without

Cash Crops Cash Crops

--—- pcrcent ofHouseholds with MSEs ~—

All Study Area 36 38 33

Nampula 3 5 38 30

Zambezia 34 39 30

Mutarara (Tetc) 45 60 44

Manica 43 59 40

Sofala 37 34 38
 

Source: 1996 MAP Smallholder Survey and 1996 MAP/MSU MSE Survey data

—

 

" Details on the rural smallholder household micro and small enterprise sector

characteristics, structure and profitability patterns are presented in Chapter Four.
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While there is variation across provinces, but most importantly across districts in the most

populated provinces (see Table 2.1 in Chapter Two), on average 36 percent ofthe

smallholder households in these areas diversify into micro and small enterprise activity.“

Most ofthe analysis in this Chapter has indicated that household characteristics and their

income earning strategies vary across households with and without MSEs. Moreover,

larger households and households with larger land holdings are more likely to diversify

into MSES. Not yet conclusive however, is the relationship between cash cropping and

diversification into MSEs. To complement the analysis introduced in Section 3.2. 1. and

address the question ofthe complementarity or substitutability of cash cropping and micro

enterprise activity, Table 3.8 shows diversification rates across those with and those

without cash crops.

The results appear to support the liquidity constraint literature (Collier and Lal, 1980),

that sees cash cropping, not as a substitute for micro enterprise activity, but instead, as a

source ofliquidity for investment in MSEs in a missing credit market environment.

Indeed, smallholder households with cash crops are somewhat more likely to engage in

micro and small enterprise activity in all study areas, except in Sofala province, where

smallholder households without cash crops appear to be more likely to engage in MSEs.

In general, credit market failure characterizes most of rural Mozambique. Therefore, this

 

“ The 45% incidence found for Mutarara, looks very high when compared to provincial

averages. An analysis by district indicates that across the regions the incidence get to as

high as 48% in Nicoadala (Zambezia), 59% in Mogovolas (Nampula), 60% in

Sussundenga (Manica) and 43% in Buzi (Sofala).



53

result suggests that strengthening cash cropping while taking advantage ofthe existing

potential farm/non-farm linkages may help promote the rural smallholder household MSB

sector and overall rural income growth.

The relative importance ofthese different income sources in overall smallholder

household income is presented in Section 3.3. A more carefirl statistical and econometric

analysis on these associations and the magnitude of income from different sources is

presented in Chapter Five.

3.3 Overview of Smallholder Household Income Patterns

As defined in Section 2.2.1, rural household income is the net value ofincome earned by

resident members in the period September 1995 through August 1996, i.e., the 1995/96

agricultural season. It includes value of retained agricultural and livestock production,

sales ofagricultural and livestock production, ofi-household farm and non-farm labor

sales plus the net micro and small enterprise income, less the cost ofpurchased

agricultural/livestock inputs and paid labor.

This section analyzes for households in the survey areas total and per capita household net

income across all households and comparisons between those that choose to diversify into

MSE and those that do not (sub-section 3.3.1). Then it analyzes smallholder income

diversification into micro and small enterprises, given agricultural incomes (sub-section
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3.3.2) and income shares (sub-section 3.3.3) by smallholder total net income per capita terciles.

3.3.1 Smallholder Household Income Patterns

On average, households in the study region earn $201 per year." On a per capita basis,

households earn around $44 per year. As expected, there is a wide variation across

provinces. To better explore the extent to which that variation and overall total

household income and per capita incomes levels are related to household diversification

into micro and small enterprises, Tables 3.9 and 3.10 present results on these two

dimension across all households, those that diversify into MSEs and those that do not

(figures in columns 1, 2, and 3). The last column in each Table indicates the income ratios

between these two groups ofhouseholds.

Results in Table 3.9 indicate that households in Manica earn the highest incomes in the

region, 5291 per year on average, followed by Sofala ($245) and Nampula ($205), with

the lowest income levels in Zambezia and Mutarara ($169).

 

‘7 This study uses the average exchange rate for the reference period: 1 USD = 11,366

Meticais. »
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Table 3.9 Total Smallholder Household Net Income, by MSE Ownership Status and

bx Province

Household Income by MSE Ownership Status Total Income Ratio

 

“mm“
(1111 with

All Households Households Households MSE’IHH "“5““

with MSEs without MSEs MSE”
 

—— Mean income in 5 per year 

All Study Area 201 298 147 2.0

Nampula 205 264 173 1.5

lambda 169 268 118 2.3

Mutarara (Tetc) 169 222 125 1.8

Manica 291 502 139 3.6

Sofala 245 366 176 _2.1
 

Source: 1996 MAP Smallholder Survey and 1996 MAP/MSU MSE Survey data

 

On average, households with MSEs earn twice as much as households solely engaged in

agriculture/livestock. It appears that the exceptionally high income level found in Manica

province is due to the presence ofprofitable MSEs." Households with MSEs in that

Province cam, on average, as much as 3.6 times more than those who do not have MSES.

Note that Nampula province has a relatively low total income ratio (1.5) which suggests

that income fiom MSEs, although raising overall rural incomes, has a relatively lower

marginal contribution than cash cropping income, another important income source in this

area, when compared to other provinces. ‘9

 

“ Comparative analysis on MSE profitability is presented in Chapter Four.

‘9 See section 3.3.3 for a detailed discussion on the relative importance ofincome sources.
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On a per capita basis results are slightly different because household sizes vary across

provinces, with the Central provinces ofManica, Sofala and Tete the ones with larger

household sizes - see Table 3.1.

Table 3.10 Total Smallholder Household Net Income per Capita, by MSE

Ownership Status and by Province

 

 

  

Household MSE Ownership Status

Income per capita

Provinces Ratio (HH with

All Households Households Households MSEs/HH without

with MSEs without MSES MSE.)

Mean 5 per year

All Study Area 44 60 3 5 1.7

Nampula 50 61 43 1.4

Zambezia 38 55 29 1.9

Mutarara (Tete) 27 31 24 1.3

Manica SO 78 29 2.7

M 47 66 36 1.8
 

Source: 1996 MAP Smallholder Survey and 1996 MAP/MSU MSE Survey data

Table 3.10 indicates that annual per capita incomes are higher in Nampula and Manica

($50) followed by Sofala ($47), Zambezia ($38) and finally Mutarara ($27). Note that

income per capita ratios vary less across provinces than total income ratios. Nevertheless,

results ofincome per capita ratios appear to support the argument that incomes can

potentially be increased by promoting a micro and small enterprise sector.
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The contribution ofthe MSE sector to rural income growth is much clear in the results

found for Manica, Sofala and Zambezia. As mentioned previously, Nampula incomes are

not Significantly difl‘erent across households that diversify into MSEs and those that do

not. The implication is that, in this area, there is also a high potential to generated income

growth through the enhancement ofMSEs. The increasingly cash economy due the

presence ofcash crops generates a demand for non-farm goods that can be potentially

supplied by local household MSEs. Making such businesses profitable, however, requires

investment and allocation oftime that many farm households in cash cropping zones find

dificult to find.

3.3.2 Agricultural Income Distribution and Diversification into MSEs

To better understand some trends drawn from the previous analysis and set the stage for

the income shares analysis, in Sub-section 3.3.3, Table 3.11, presents results of

smallholder household diversification into MSEs propensities, mean household income

and income shares from that source among those households that diversify into MSEs and

all households. Results suggest that overall, households with the lowest agricultural

income are less likely to diversify into MSEs than ones in the highest tercile in all

provinces, except Sofala, where the poorest have a higher rate of diversification.

These results suggest that despite the need agricultural poor households have to diversify

into MSES and compensate for their poor agricultural performance, constraints in terms of

human, physical and financial capital, and other entry barriers may be preventing them of
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Table 3.11 Smallholder Agricultural Income Distribution and MSE Propensity, by

 

 

 

 

 

 

 

Province

—

Survey Areas Proportion of MSE Annual Profits

and Households

Agricultural with MSES

Income per Total Per Unpaid Worker

capita Terciles

--%ofHHS-- “Spa-ye”...

All Study Zone 36 94 74

Tercile 1 29 91 75

Tercile 2 40 101 78

Tercile 3 37 86 67

Nampula 35 64 53

Tercile 1 21 95 63

Tercile 2 43 78 66

Tercile 3 36 45 38

lambda 34 105 82

Tercile l 29 84 73

Tercile 2 40 135 96

Tercile 3 34 93 72

Mutarara 45 44 36

Tercile 1 39 46 43

Tercile 2 57 46 36

Tercile 3 27 19 16

Manica 42 145 1 l7

Tercile 1 - 26 96 66

Tercile 2 42 132 100

Tercile 3 60 175 151

Sofala 36 122 94

Tercile l 42 115 98

Tercile 2 27 90 84

Tercile 3 40 156 96

 

Source: 1996 MAP Smallholder Survey and 1996 MAP/MSU MSE Survey data

—
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doing so. Middle tercile households have on average a higher rate of diversification

overall. An analysis by Province indicates that this is the case for Nampula, Zambezia and

Mutarara. In Manica Province middle tercile households diversify more that the lowest

tercile group but significantly less than the highest tercile households, while in Sofala, they

are the less diversified group.

In terms ofthe income generated from MSEs by each ofthese groups, middle tercile

households in Zambezia appear to have more profitable MSEs, which help them

compensate for their relatively poor agricultural income. In Nampula, results suggest

that households with poor agricultural incomes, essentially those without cash crops or

with little income fi'om cash crops, are taking advantage ofthe emerging demand to

engage in profitable MSEs. Indeed, results suggest that annual incomes from MSES in

that Province increase as agricultural incomes fall, which indicates that households are

being pushed by their relative comparative disadvantage in agricultural production, but are

also taking advantage ofthe emerging demand, by diversifying their income as a way to

maximize total income. Profits per worker, however, are higher for middle agricultural

income households. In Mutarara, MSE profits per unpaid worker fall as agricultural

income per capita raises. In total terms, profits per unpaid worker obtained by the first

and second terciles are similar and significantly higher than the highest tercile.

In Sofala, unlike in Nampula where some substitutability is shown, middle agricultural

income tercile households that have the lowest propensity to diversify have also less
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profitable MSES. MSB profits in the lowest tercile households in that Province are

relatively higher than in the middle tercile but lower that in the highest tercile that has the

highest MSE profit level. In Manica, MSE profits (both total and per unpaid worker)

obtained by the households increase with their agricultural income per capita.

More insights on this issue are presented in Chapter Four considering individual MSE

sectors and activities that households get involved in, and their incomes, given their

agricultural incomes and other measures ofwealth.

3.3.3 Income Distribution and Income Sources

The analysis in previous sections makes clear that MSB income has an effect on overall

household income levels and its promotion can be a potential mechanism to help boost

rural incomes and smooth income distribution. This Sub-section seeks to answer the

question: How do these earnings fit into the overall income ofhouseholds in the study

zone? In other words, how diversified are smallholder incomes in central and northern

Mozambique?

Table 3.12 presents household income sources and their shares in total net household

income by Province. Table 3 . 13 presents income sources and shares by household net

income per capita terciles.
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Table 3.12 Household Income Shares, bz Income Source and by Province

Province

 

Income Source _ .

Nampula Zambezia Mutarara Manrca Sofala Total

 

 

 

 

 

 

% of Household Income ----

On-Farm

Staple Food Retained 58 48 65 54 49 53

FruitsNeg. Retained 10 22 14 14 17 16

Livestock Retained/Sold 3 3 7 6 9 4

Staple Food Sales 6 5 2 3 3 5

FruitsNegetables Sales 1 2 0 5 1 2

Cash Crop Sales 14 6 l 1 4 8

Total On-Farm 92 86 89 83 83 88

Oil-Farm

Net Labor Sales 1 2 0 3 2 2

Net MSE Income 7 12 ll 14 15 10

Total Off-Farm 8 14 11 17 17 12

100 100 100 100 100 100

~- Mean in 8 ~—

Total HH Net Income 205 169 169 291 245 201

Total Net Income per capita 50 38 27 50 47 44
 

Source: 1996 MAP Smallholder Survey and 1996 MAP/MSU MSE Survey data
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Table 3.13 Household Net Income Shares by Income per Capita Tercile, All Rfiion

Net Income per capita Tercile Region
 

 

 

 

 

 

 

Income Source Average

1 2 3

% of Household Income ---

On-Farm

Staple Food Retained 69 51 39 53

Fruits and Vegetables Retained 7 20 21 16

Livestock Retained/Sold 5 4 4 4

Staple Food Sales 5 6 4 5

Fruits and Vegetables Sales 1 2 2 2

Cash Crop Sales 6 9 10 8

Total On-Farm 93 92 80 88

Off-Farm

Net Labor Sales 3 0 1 2

Net Microenterprise Income 4 8 19 10

Total Off-Farm 7 8 20 12

100 100 100 100

-—-- Mean in S ---

Total Household Net Income 67 161 376 201

Total Net Income per capita 12 30 91 44
 

Source: 1996 MAP Smallholder Survey and 1996 MAP/MSU MSE Survey data
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Tables 3.14 through 3.18 show the same information for each Province. On-farm income

is defined as that coming fi'om crop and animal production (retained and sold). Off-farm

income is that generated in rural household micro and small enterprises and the net

household labor sales income.

From the analysis of comparative provincial averages and per capita income terciles, three

results stand out. First, large part ofthe household income is generated on—farm, ranging

fiom 83% in Manica and Sofala to 92% in Nampula.20 Most ofthis on-farm income,

above 60% in every Province, is retained food and livestock production. The analysis by

per capita income terciles, by province indicates that as income grows, the share ofon-

farrn income drops, except in Zambezia province where the middle income per capita

tercile has a relatively higher share of on-farm income than the poorest and the richest

households. The same trend is evident for the on-farm component ofretained food and

animal production.

Second, the share ofcrop sales is surprisingly low. Despite the fact that, on average,

almost 45% ofthe smallholder households sell part oftheir staple food, its share in total

income is relatively low in all Provinces, ranging from 2% in Mutarara to 6% in Nampula.

The share ofcash crop sales is also low in all areas except in Nampula where it constitutes

 

3° These figures are relatively high when compared to 85% found by Tschirley and Weber

(1994) for Rural Nampula, ranges of57%-66% by Reardon et al. in three zones of

Burkina Faso, 29%-55% by Staatz et al. in two zones ofMali, 62% by Kennedy and

Cogill in southwestern Kenya, and 77% by Von Braun in The Gambia.
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about 14% ofthe total household income, and is the second most important total income

source and the most important cash income source. This result is not surprising, given

previous analysis in this chapter which gives some indications ofthe involvement of

Nampula households in cash cropping, especially in Districts where the IVCs operate and

assure input supply and the purchase of cash crops such as cotton. In this case, the per

capita tercile analysis indicates that for all provinces, the share of income fi'om food sales

and cash crop sales do not vary much, although there is a positive but not significant

relationship between total income and cash crop income in some provinces.

Third, ofi-farm income is dominated by micro and small enterprise incomes, whose share

is systematically higher than the share of net labor sales. The share ofthe net household

labor sales is extremely low in all provinces. Provincial averages range from 0% in

Mutarara to 3% in Manica Province. It appears that no pattern emerges when analysing

per capita income terciles. This result is not surprising. Indeed, most ofthe farming

households in Mozambique rely solely on family labor, and farm labor markets are still of

negligible importance in many areas. Therefore, the direct relationship between income

and ofi‘-farm income is essentially influenced by the micro and small enterprise income.

The average provincial share ofmicro and small enterprise income in household income

varies from as low as 7% in Nampula to as high as 14% in Manica and 15% in Sofala.”

 

1‘ Note that this analysis include all households. MSB income shares in total income

among households that diversify into MSEs are: Nampula (18%), Zambezia (34%),

(continued...)



65

An analysis by per capita income terciles indicate a monotonically increasing relationship,

i.e, the higher the average net household income per capita the higher the share ofMSE

incomes in total income. The average MSB shares increase geometrically fi'om the

poorest to the richest households, which means that while the difference between the first

and the second terciles is not very big, the third tercile presents, in all Provinces,

significantly higher average shares ofMSB income. For example, Nampula (4%-7%-

12%), Zambezia (4%-9%-22%), Mutarara (5%-10%-19%), Manica (4%-11%-27%) and

Sofala (5%.1 mew/1.).”

Table 3.19, presents summary results, across income per capita terciles in the study region

regarding household propensity to diversify into MSES among all households, and income

shares analysis only among those households that diversify into MSEs. Results suggest

that, overall, smallholder household propensity to diversify into MSEs increases with

income, except for the case ofMutarara where the middle per capita income tercile is

most diversified tercile. In all cases the poorest diversify less than the richest.

 

21(...continued)

Mutarara (24%), Manica (33%) and Sofala (41%). For results across terciles in the study

region, among households that diversify, see Table 3.18.

n This results are consistent with those found by Reardon, Delgado and Matlon (1992) in

Burkina Faso.
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Table 3.14 Household Net Income Shares, by Source and by Income per Capita

Tercil: Nampula

Net Income per capita Tercile Province

In S Acome ource 1 2 3 verage

 

 

-- % of Household Income --

 

 

 

 

On-Farm

Staple Food Retained 71 55 46 58

Fruits and Vegetables 4 12 14 10

Retained 3 3 4 3

Livestock Retained/Sold 5 7 7 6

Staple Food Sales 1 1 2 1

Fruits and Vegetables Sales 12 15 15 14

Cash Crop Sales

Total On-Farm 96 93 88 92

Off-Farm

Net Labor Sales 0 1 2 1

Net Microenterprise 4 6 10 7

Income

Total Off-Farm 4 7 12 8

100 100 100 100

~- Mean in S ---

Total Household Net 82 178 357 205

Income

Total Net Income per 16 36 98 50

capita
 

Sauce: 1996 MAP Smallholder Survey and 1996 MAP/MSU MSE Survey data
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Table 3.15 Household Net Income Shares, by Source and by Income per Capita

Tercila Zambezia

Net Income per capita Tercile Province
 

 

 

 

 

 

Income Source 1 2 3 Average

-- % of Household Income —-

On-Farm

Staple Food Retained 64 47 3 5 48

Fruits and Vegetables 10 25 29 22

Retained 4 4 2 3

Livestock Retained!Sold 6 6 3 5

Staple Food Sales 1 3 2 2

Fruits and Vegetables Sales 4 7 8 6

Cash Crop Sales

Total On-Farm 89 92 79 86

Oil-Farm

Net Labor Sales 7 -l -1 2

Net Microenterprise Income 4 9 22 12

Total Off-Farm ll 8 21 14

100 100 100 100

--- Mean in S ---

Total Household Net 52 133 320 169

Income

Total Net Income per 9 24 80 38

capita
 

Sauce: 1996 MAP Smallholder Survey and 1996 MAP/MSU MSE Survey data
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Table 3.16 Household Net Income Shares, by Source and by Income per Capita

Tercile, Mutarara

Net Income per capita Tercile Province

In S Acome ource 1 2 3 verage
 

—- % of Net Household Income -—

 

 

 

 

On-Farm

Staple Food Retained 82 59 53 65

Fruits and Vegetables 8 18 16 14

Retained 5 8 9 7

Livestock Retained/Sold 1 4 2 2

Staple Food Sales 0 1 0 0

Fruits and Vegetables Sales 0 0 l 1

Cash Crop Sales

Total On-Farm 96 90 81 89

Off-Farm

Net Labor Sales 2 -l -1 0

Net Microenterprise Income 2 11 20 11

Total Off-Farm 5 10 19 11

100 100 100 100

--- Mean in S ---

Total Household Net 52 152 304 169

Income

Total Net Income per capita 10 23 47 27

 

Sauce: 1996 MAP Smallholder Survey and 1996 MAP/MSU MSB Survey data
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Table 3.17 Household Net Income Shares, by Source and by Income per Capita

Tercile, Manica

Net Income per Capita Tercile Province

In S Acome ource 1 2 3 verage
 

 

-- % ofNet Household Income --

 

 

 

 

On-Farm

Staple Food Retained 75 50 39 54

Fruits and Vegetables 6 22 15 14

Retained 7 6 7 6

Livestock Retained/Sold 2 3 4 3

Staple Food Sales 2 4 6 5

Fruits and Vegetables Sales 1 1 2 1

Cash Crop Sales

Total On-Farm 93 86 72 83

Oil-Farm

Net Labor Sales 3 3 l 3

Net Microenterprise Income 4 11 27 14

Total Off-Farm 7 14 28 17

100 100 100 100

--- Mean in S ---

Total Household Net 63 180 626 291

Income

Total Net Income per 10 29 110 50

capita
 

Sauce: 1996 MAP Smallholder Survey and 1996 MAP/MSU MSE Survey data
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Table 3.18 Household Net Income Shares, by Source and by Income per Capita

Tercilg Sofala

 

 

 

 

 

 

Net Income per Capita Tercile Province

Income Source Average

1 2 3

—- % of Household Income --

On-Farm

Staple Food Retained 68 45 3 5 49

Fruits and Vegetables 9 25 18 17

Retained 11 9 6 9

Livestock Retained/Sold 3 4 3 3

Staple Food Sales 0 0 1 1

Fruits and Vegetables Sales 3 5 5 4

Cash Crop Sales

Total On-Farm 94 88 68 83

Oil-Farm

Net Labor Sales 1 1 3 2

Net Microenterprise 5 1 l 29 15

Income

Total Off-Farm 6 12 32 17

100 100 100 100

-- Mean in S ---

Total Household Net 73 187 474 245

Income

Total Net Income per 12 32 96 47

capita
 

Sauce: 1996 MAP Smallholder Survey and 1996 MAP/MSU MSE Survey data
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Table 3.19 Household Propensity to Diversify into MSES and MSE Income Shares,

by Income per Capita Tercile and by Province

Net Income per Capita Tercile

 

 

 

 

 

 

Provinces l 2 3 Average

-- % of Households‘ --

Households with MSEs

(From all HHs)

Nampula 22 42 44 36

Zambezia 16 34 50 34

Mutarara 24 59 52 45

Manica 14 38 71 42

Sofala 21 25 57 36

All Region 20 36 51 36

-- % of Household Income1 -—

MSE Income Shares

(From HHs with MSES)

Nampula 16 14 25 18

Zambezia 26 29 48 34

Mutarara 19 9 41 24

Manica 29 28 42 33

Sofala 32 40 52 41

All Region 23 24 40 29

Sauce: 1996 MAP Agricultural Sector Survey and 1996 MSE Baseline Survey

' From all households.

2 Only households with MSEs.
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The analysis ofMSE income shares among those households that diversify into MSEs

indicate overall a monotonically increasing relationship between income distribution and

MSE income shares, with wide variation across Provinces. A monotonically increasing

relationship is found for Zambezia and Sofala. A not accentuated J-shaped relationship

(i.e., the MSE income share ofthe lowest tercile is just slightly higher than the middle

tercile, but both significantly lower than the highest tercile) is observed in Nampula and

Manica, while a very accentuated J-shaped relationship is found in Mutarara, where the

middle tercile (the one that diversifies the most) has MSE income shares significantly

difi'erent fiom the poorest and the richest tercile households. In all cases, like in the

propensity to diversify, the poorest households have lower MSE income shares than the

richest households.



Chapter 4

A Closer Look at the Smallholder Household Micro and Small Enterprise Sector

4.0 Introduction

The smallholder income generated in micro and small enterprise activity across the

difl‘erent locations in the study area is directly associated with key characteristics ofthe

sector. These include sectoral composition and other enterprise characteristics,

magnitude and structure ofemployment generated, level of activity over time, access to

input, output and financial markets, as well as other economic and institutional factors.

This chapter presents a detailed description ofthe rural smallholder micro and small

enterprise sector in central and northern Mozambique. It looks essentially at the

structural characteristics and magnitude (Section 4.1), structure and magnitude of

employment and level ofeconomic activity over time (Section 4.2) and comparative net

profit figures fiom MSE activity (Section 4.3).

4.1 Overall Structure of the Smallholder Micro and Small Enterprise Sector

This section presents a detailed description ofthe structure and characteristics ofthe

smallholder micro and small enterprise sector in the survey areas, with respect to location,

sector of activity, size and age of enterprises, and gender ofownership.

73
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Table 4.1 Rural MSE Sector By Province and Physical Business Location

 

 

 

Breakdown of MSES

hum" Number of Share of All MSEs

MSES

-- firms -— -- percent of firms --

Provinces

Nampula 229,654 35.5

Zambezia 234,542 36.2

Mutarara (Tetc) 27,454 4.2

Marlica 51,586 8.0

Sofala 104,072 16. 1

Total 647,308 100.0

Physical Location

Home 389,826 60.3

Local Market 105,840 16.4

District Shop 4,823 0.7

Along a Roadside 13,273 2.1

At a Mobile Location , 60,878 9.4

Home and Local Market 21,321 3.3

Other Place 50,176 7.7

 

Source: 1996 MAP Smallholder Survey and MAP/MSU MSE Survey data
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4.1.1 Provincial Breakdown and Physical Location

The provincial breakdown ofthe approximately 650,000 micro and small enterprises

estimated to exist in central and northern Mozambique indicates the predominance of

MSEs among households in Zambezia (36.2%) and Nampula (35.5%) Provinces,

followed by Sofala (16%) Manica (8.0%) and the District ofMutarara (4.2%). This result

is somewhat expected, since these are the two most populated provinces ofthe country.

Note that it does not reflect the actual comparative density across provinces. For

instance, Table 2.1 in Chapter Two shows that overall, in these areas, where households

are generally involved in agricultural and livestock activities, about 36% ofthe households

have at least one member owning and operating a non-farm/non-livestock enterprise. The

within provincial likelihood of an MSE is 34% in Zambezia, 35% in Nampula, 37% in

Sofala, 43% in Manica and 45% in the District ofMutarara. The average number of

micro and small enterprises among those households that have any non-farm enterprise

varies fiom 1.2 (Zambezia and Nampula) to 1.4 in other provinces.

Regarding the physical location ofthe enterprises, following the common pattern in

developing countries worldwide, the majority ofbusinesses operate out ofthe home

(60.3%). Markets are the second most common location (16.4%) followed by itinerant

businesses (9.4%). The relatively insignificant incidence ofbusinesses operating fi'om

“formal” commercial district shops is a striking result compared to other countries.

However, in Mozambique, although it has been historically common in the distant past,

the network offormal rural shops has sufi‘ered the efl‘ects ofa civil war", as a result, a new
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network dominated by home businesses, informal market places, street vending and

itinerant trading has become predominant.

4.1.2 Sectoral Composition of Rural Micro and Small Enterprises

As indicated in Table 4.2, in the aggregate, rural smallholder households in central and

northern Mozambique are predominantly involved in manufacturing activities (56.9%),

especially foods and beverages (30.0%) and those involving wood, grass and cane

products (14.8%). Trade/hotels/restaurants is the second most important sector (29.5%),

especially retailing (26.4%). A smaller proportion of smallholder households engage in

services (5.7%), fishing/gathering/extraction (5.4%) and construction activities (2.5%).

The sectoral composition by province (Table 4.3), however, shows some differences.

Manufacturing is the most fi'equent sector among smallholder households in Nampula,

Zambezia and Manica, where the industry grouping offoods and beverages is the single

most predominant activity overall, followed by retail trade in the trading sector and

wood/grass products.23 In Sofala Province, trading is as important as manufacturing, and

in the District ofMutarara, the MSE sector is dominated by the trading sector, with retail

trade as the single most important activity overall, followed by production offoods and

beverages in the manufacturing sector. Among the less important sectors,

fishing/gathering and extraction appear to be relatively more important, as compared to

 

1’ Note that in Manica Province, however, manufacturing ofwood/grass products is more

fiequent than retail trade, and in Nampula Province, the frequency ofretail trading is just

slightly higher.
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Table 4.2 Sectoral Breakdown of Rural Micro and Small Entemrises

Rural Micro and Small Enterprises
 

 

 

 

 

 

 

 

 

 

 

sector Industry Grouping Number of MSES Share of MSEs

— firms — — percent firms —

Fishing, Gathering, Firewood Gathering 6,137 0.9

W”W6“ Fishing 24,285 3.3

Water Gathering & 3,937 0.6

Mineral Extraction

Sub-total 34,359 5.4

Manufacturing Food/Beveragesfl‘obacco 193,902 30.0

Textile Products 17,666 2.7

Wood, Grass & Cane 95,340 14.8

Non-Metals 34,126 5.3

Metal Products 10,999 1.7

Other Manufacturing 15,343 2.4

Sub-total 367,376 56.9

Construction Construction 16,271 2.5

Trade, Hotels & Wholesale Trade 18,979 2.9

W“ Retail Trade 170,604 26.4

Restaurants/Hotels 1,463 0.2

Sub-total 191,046 29.5

Services Transport/Storage 2,348 0.4

Social/Community 16,405 2.5

Services

Other Services 18,262 2.8

Sub-total 31015 5.7

Total Total 646,067 100.0
 

Source: 1996 MAP/MSU MSE Survey data

—



78

services and construction in Zambezia and Mutarara. Services are relatively more

important in Nampula, Manica and Sofala, where the economies appear to be relatively

more developed and an effective demand for services is emerging. In Zambezia and

Mutarara, where markets for services appear to be less developed, natural endowments

favor households engaging in fishing and gathering for which demand appear to be more

stable.

Table 4.4 presents a more disaggregated level ofMSE activities to emphasize the

importance ofindividual activities, among the three most important sub-groups (foods and

beverages, wood/grass/cane products and retail trading). In the foods and beverages

category, preparation ofbeer based on agricultural products is far more common than

food preparation. For instance, reflecting the relative abundance of agricultural products

as inputs, in Nampula Province, manufacturing of sugar cane liquor and cashew beer is

predominant. Zambezia smallholder households are predominantly involved in sugar cane

liquor production, Manica smallholder households in sorghum beer and Mutarara and

Sofala smallholds in other alcoholic drinks production (including maize beer).
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Table 4.3 Sectoral Breakdown of Rural MSES, by Province

 

 

 

 

 

 

 

 

 

 

 

Provinces

Sector Industry Grouphg

Nana Z-herh Mutarara M-lea Sofala

percent offirms

Fidl'ulg. Firewood Gathering. Water 0.8 2.1 2.4 1.6 1.9

Gathering, Gathering & Mina-a1 Ermaction

Erdnctial

m fl 2.6 6.5 4.8 0.0 1.6

Sub-total 3.4 8.6 7.2 1.6 3.5

Mamrfactlu'mg Focd’Beveragrafl‘obacco 32.4 32.4 26.2 26.4 22.0

Wood. (hma Cure 17.6 11.8 7.1 23.2 13.0

Otha Mmrfaculring 13.9 12.0 9.6 21.3 9.0

Sub-total 63.9 56.2 42.9 70.9 44.0

Comtrualal Caluuction 4 5 1 1 2 4 1 0 2 1

Trade,Hcte1s& WholesaleTr-ade 1.1 1.8 11.9 5.4 6.1

11mm

Retail Trade 19.1 29.7 31.0 19.5 37.2

Restarts/Hotels 0.0 0.2 0 0 0.9

Sub-total 20.2 31.7 42.9 24.9 44.2

Savicm Thwart/Storage 0.3 0.6 0.0 0.6 0.0

Social/Continuity Services 3.9 1.3 4.8 0.6 2.7

Other Services 3.8 2.4 0.0 0.6 3.5

Sub-total 8.0 4.3 4.8 1.8 6.2

Total Total 100.0 100.0 100.0 100.0 100.0
 

Sauce:1996MAPIMSUMSBSllveyhta

—
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In the wood/grass/cane manufacturing group, basket and mattress making is the single

most common activity in all provinces, except Zambezia. Furniture making is the most

important category in Zambezia, and the second most important in Mutarara, while

charcoal production is predominant among Manica smallholder households. Wood craft

products are somewhat common in Sofala and Nampula provinces, where marketing of

such products is booming in urban areas, with prospects for expansion to other provinces

and foreign markets.

In the retail trading group, commerce offish and other sea foods is the most common

activity in the coastal provinces ofNampula and Sofala and in the interior District of

Mutarara (Tete) located just on the Zambezi river valley. In Manica province, one ofthe

country’s food basket areas, retail of agricultural products predominates, while in

Zambezia the sector is dominated by retail trade offood/drinks and tobacco.

It is worth noting that, overall the first two categories, foods and beverages and

wood/can/cane manufacturing, and a great deal ofthe trading activities (approximately

50% overall) have strong forward linkages with local agriculture. The development of

such activities have, therefore, the potential for boosting rural incomes. These differences

in the structure ofthe MSE sector across provinces, along with the frequency of

operations during the year and the relative profitability ofthose activities are determined

by the relative importance ofthe sector profit levels across provinces.
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Table 4.4 Activiz Breakdown of the Major MSEs Groups, by Province

 

  

  

 

 

Provinces

Inddr'y Gunplng ‘

Nana Zambezia Mutarara Manlca Sofala All Area

percent ofIr.

Food 5wProduction 100.0 100.0 100.0 100.0 100.0 100.0

Food Preparation 3.2 2.5 9.1 3.5 0.0 2.7

Sugar Cane Is'alor (Cadracs) 52.9 93.4 18.2 33.8 12.2 61.3

Cashew Bea: 39.9 0.0 ' 0.0 0.0 5.1 15.8

mBea 1.7 0.6 9.1 50.6 7.3 5.6

Other Alcoholic Drinks 2.3 3.5 63.6 12.1 75.4 14.6

MofWaod. Gr. 100.0 100.0 100.0 100.0 100.0 100.0

a (he Products

Basket and Maura making 69.5 37.7 66.6 45.5 73.9 57.8

choal Prothlcticn 0.0 5.5 0.0 34.6 0.0 5.9

Furniture/other wood Plothlcts 13.2 51.5 33.4 18.3 9.9 21.0

Wood Craft Prothras 15.3 2.8 0.0 0.0 16.2 9.6

(bar woodlgamlcanejroalas 2.0 2.5 0.0 1.6 0.0 5.7

Retfl Trade 100.0 100.0 100.0 100.0 100.0 100.0

F'nh mld Odin Sea Pooch 40.6 22.1 46.2 14.3 32.0 29.8

Food. Drilks a Tobacco 25.2 30.1 7.7 18.3 16.8 24.0

Ayiarltural Prothlcts 4.0 15.1 23.1 32.9 19.1 14.6

Fuel aid Wood 7.3 2.9 0.0 5.1 0.0 3.4

Clothes mid Terciles 5.2 4.3 0.0 9.0 0.0 3.6

M 17.7 25.5 23.0 20.4 32.1 24.§__
  

Sauce: 1996 MAP/MSU MSE Surveydata

—
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4.1.3 Size Breakdown of Rural Micro and Small Enterprises

Survey results indicate that the sector in rural Central and Northern Mozambique is

dominated by microenterprises, i.e., those employing 10 or fewer workers. Small

enterprises, i.e., those with 11-50 workers constitute less than one percent of all

enterprises and are only found in Nampula Province. Less than two percent have more

than five workers, and more than a half consist of only one person working alone, i.e.,

strictly self-employment activities, except for Zambezia Province where they are slightly

below fifty percent (Table 4.5).

These results are highly consistent with the size profile found in other Sub-saharan Afiican

countries. MSE survey results indicate that the percentage of enterprises with 10 or fewer

workers is about 98.0% in Swaziland and Zimbabwe; 99.0% in Malawi, Kenya, Lesotho

and Zambia; and 97% in Botswana. In these same countries, strictly self-employment

activities are dominant. The figure of60.2% for single person enterprises found for the

survey areas in Mozambique was slightly higher than the 56.5% found in Kenya (Daniels,

Mead and Musinga, 1995), but falls below all other countries with MSE surveys, where

the figure ranges fi'om 61.0% in Malawi to as high as 79.0% in Lesotho (Liedholrn and

Mead, 1995).
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Table 4.5 Size Breakdown of Rural Micro and Small Entemrises, by Province

 

 

 
 

Number of Workers Location

at Time of Survey

Nampula Zambezi Mutarar Manica Sofala Overall

a a Study

Area

percent of all enterprises

1 Worker 69.3 48.4 56.1 57.6 68.0 60.2

2 Workers 22.9 37.1 24.4 22.4 21.9 27.8

3 - 5 Workers 6.3 13.2 19.5 18.3 9.4 10.8

6 - 10 Workers 0.5 1.3 0.0 1.7 0.8 0.9

11 - 50 Workers 1.0 0.0 0.0 0.0 0.0 0.4

Total 100.0 100.0 100.0 100.0 100.0 100.0

 

Source: 1996 MAP/MSU MSE Survey data

4.1.4 Age Distribution of Rural Micro and Small Enterprises

The results on enterprise age are presented in Table 4.6. The high percentage of

enterprises that are less than two years old, i.e., those born in 1995 and 1996 (42.7%),

suggest a rapid rate ofexpansion ofthe sector through new enterprises getting started.

Recent developments ofpolitical Stability and the consequent improved economic

environment are key factors behind these results, especially in the Provinces ofZarnbda,

Tete (Mutarara) and Sofala, areas more seriously afl‘ected by the war.
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Table 4.6 Age Breakdown of Rural Micro and Small Entemrises, by Province

 

 

  

Location

A” Of the Enterprise Nampula Zambezia Mutarara Manica Sofala Overall

percent of all enterprises

Less than 2 years 30.0 47.4 73.2 36.5 55.6 42.7

2 - 5 years 30.4 22.8 17.1 27.7 19.5 25.1

6 - 10 years 13.8 6.8 2.4 15.4 8.5 10.1

11 - 20 years 14.5 8.9 4.9 13.6 7.2 10.9

21 - 30 years 5.9 10.6 2.4 3.0 5.8 7.2

More than 30 years 5.4 3.5 0.0 3.7 3.4 4.0

Total 100.0 100.0 100.0 100.0 100.0 100.0
 

Sauce: 1996 MAP/MSU MSE Survey data

The overall distribution of enterprises by age is similar to that found in other developing

countries, but with a higher concentration ofnew firms and a relatively lower proportion

ofveteran enterprises, i.e., those that are at least 10 years old. For example, in Kenya, the

MSES with less than two years accounted for 38.3%, a lower proportion than that found

in Mozambique, but the proportion offirms with less than 10 years and those more than

10 years old, is quite similar between the two countries. The proportion offirms with less

than 10 years is 77.9% in Mozambique, against 80% in Kenya, and the proportion of

veteran enterprises is also similar, with a slightly higher proportion found for

Mozambique.
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4.1.5 Gender/1‘ype of Ownership in Rural Micro and Small Enterprises

The micro and small enterprise sector in central and northern Mozambique is dominated

by male owners. Indeed, overall, single male owners outnumber single female owners

(79.7% to 17.8%). The remaining 2.5% are owned by multiple owners, either blood

relatives or not. In general, this result is contrary to those found in other Afiican

countries, where women outnumber men in MSE ownership. AS shown in Table 4.7,

however, there are significant differences across provinces. For instance, in the northern-

most provinces ofNampula and Zambezia, only about 11.5% ofthe enterprises are owned

by females, while in the central areas the proportion offemale owned MSES is much

higher: over a quarter in Mutarara, one third in Sofala and two fifths in Manica.

Possible reasons for this gender results have to do with the predominance ofa very labor

intensive agriculture, where, in many regions women play a major role undertaking many

key agricultural activities. Also, women are responsible for other activities such as water

and firewood gathering, trade ofown household agricultural production, childcare and

other housekeeping activities. Cultural factors may also be important.

Ownership/gender by sector of activity (Table 4.8) indicates that in the central region,

manufacturing, especially brewing of alcoholic beverages, is the sector where most

females are involved: 38.9% in Mutarara, 43.5% in Manica and 51.3% in Sofala.

Moreover, about one third ofthe fishing/gathering activities in Mutarara and Sofala,
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42.2% ofthe trading activities in Manica and about a quarter of the services in Sofala are

female owned.

Table 4.7 Rural Micro and Small Enterprise Gender/Ownership Breakdown, by

 

 

 
 

Province
__

Gender/Type of Ownership

Provinces Single Male Single Female Multiple

Owned Owned Owners

percent of all enterprises .

Nampula 88.1 11.5 0.4

Zarnbda 84.7 1 1.4 3 .9

Mutarara (Tete) 71.4 26.2 2.4

Manica 56.9 41.4 1.7

Sofala 63.6 32.1 4.3

Overall 79.7 17.8 2.5
 

Source: 1996 MAP/MSU MSE Survey data

 

Most ofthese activities have potential production linkages with local agriculture and

market linkages with urban centers, so that increasing agricultural productivity and urban

market connections are likely to have an impact on the gender structure ofownership.

Moreover, the population age/gender structure pointed out in chapter Three is likely to

support this trend.
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Table 4.8 Rural Micro and Small Enterprise Gender Breakdown, by Sector and

 

 

Province

Province and Provinces

Gender

of Ownership Fishing, Manufacturing Construction Trade, Hotels Services

Gathering & & Restaurants

Extraction

percent of all Enterprises

Nampula

Male Owned 93.0 85.5 100.0 96.1 80.0

Female Owned 7.0 14.5 0.0 2.7 20.0

lambda

Male Owned 87.3 82.7 100.0 87.3 78.0

Female Owned 12.7 11.5 0.0 11.0 15.8

Mutarara

Male Owned 66.6 61.1 100.0 77.8 100.0

Female Owned 33.4 38.9 0.0 16.7 0.0

Malllca

Male Owned 100.0 54.0 100.0 57.8 100.0

Female Owned 0.0 43.5 0.0 42.2 0.0

Sofala

Male Owned 50.0 46.1 100.0 82.1 59.1

Female Owned 35.6 51.3 0.0 15.6 29L
 

Sauce: 1996 MAP/MSU MSE Survey data

—
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4.2 Employment in Rural Micro and Small Enterprises

This Section looks at the overall level and structure of employment in the rural MSE

sector in the survey areas (sub-section 4.2.1). It also examines the seasonality and overall

level ofMSE activity over time (subsection 4.2.2). It complements the insights on the

structure ofthe MSE sector introduced in Section 4.1 and helps to better undertake the

analysis and interpret the results on rural MSE profit patterns across locations and sectors

of activity in Section 4.3.

 

4.2.1 Overall Level and Structure of Employment

The micro and small enterprise sector in the rural survey areas of central and northern

Mozambique employs over a million people. Given the predominance self-employment

activities, the comparative figures ofemployment generated across provinces is quite

similar to the enterprise incidence previously presented, with the more populated

provinces (Zambda and Nampula) showing higher employment levels. It is helpful to

think about this employment in relation to the total population in those provinces, i.e., the

employment densities - number ofpeople engaged in MSE activities per capita, i.e., the

percent ofthe population employed in the sector. The results suggest that, overall, about

12.9% ofthe population is employed in MSES.” The figures are very similar across

provinces, except for the district ofMutarara, where the employment density is much

higher. Mutarara just represents a district in the Province ofTete, where variation across

 

2‘ Comparable national density figures for other countries are as follows: Botswana, 7.1%;

Kenya, 8.3%; Lesotho, 8.4%; Malawi, 9.2%; Swaziland, 11.8%; and Zimbabwe, 12.7%.

See Liedholm and Mead (1995) for filll references to these studies.
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districts is likely to exist. Therefore the figure is not directly comparable with other

provinces’ averages. The very high density in this particular district may be a reflection of

the post-war attention given by domestic and foreign organization in that District. Indeed,

Mutarara is the single District in the region that has been target by US and EU sponsored

NGOS, involved in social and economic rehabilitation programs that create a favorable

environment for the booming ofthe MSE sector.

The employment generated is predominantly in manufacturing (53.0%) and trading

(26.9%), followed by fishing/gathering (11.6%) and finally services (5.6%) and

construction (2.9%). Note that the larger proportion ofemployment generated in

fishing/gathering activities over services reflects the higher labor intensities in those

activities. An analysis across provinces indicates that there are exceptions to this overall

pattern in Sofala province, where the trading sector is predominant in employment

generation, and in Mutarara, Manica and Sofala, where services outweigh

fishing/gathering. In light ofthe similar densities oftrading and manufacturing

enterprises (Table 4.3), the predominance ofemployment generated in trading in Sofala

province reflects that trading enterprises in this particular location tend to be more labor

intensive, compared to manufacturers. As in other Afiican countries, only a small share of

those working in MSEs are under the age of 15, most ofwhom are unpaid apprentice

family members.
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Table 4.9 Rural MSE Employment by Sector and Employment Densities, by

Province

 

 

 

 

 

 

 

 

 

 

Provinces

Sector

Nampula lambda Mutarara Manlca Sofala Overall

Study Area

Number ofPeople Employed —-

-—— (percent per Sector)

Fishing, Gathering. 54,672 53,061 3,268 801 9,299 121,102

Extraction Activities (15.5) (13.2) (7.0) (0.9) (6.0) (1 1.6)

Manufacturing 187,452 223,054 21,571 64,796 57,235 554,108

@1) (55.6) (46.5) (72.2) (36.9) (53.0)

Construction 20,154 5,625 1,307 517 2,190 29,793

(5.7) (1 .5) (2.8) (0.6) (1.4) (2.9)

Trade, Hotels & 62,966 104,576 16,341 21,832 75,093 280,808

Restalu'ants 417.9) (26.1) (35.2) (24.4) (48.4) (26.9)

Services 27,469 14,544 3,922 1,702 1 1,196 58,833

(7.8) (3.6) (8.5) (1.9) (7.3) (5.6)

Total 352,713 400,860 46,410 89,648 155,013 1,044,644

(100.0) (100.0) (100.0) (100.0) (100.0) (100.0)

Total Polpulaticn 2,748,693 3,301,046 109,552 699,828 1,225,409 8,084,528

Percent Employed in 12.8 12.1 42.4 12.8 12.6 12.9

MSEs

 

Sauce: 1996 MAP/MSU MSE Survey data. The 1996 population data are from estimates ofDNE for

1995. These figures are then extrapolated to 1996, using average population growth rates over the period

1991-95, estimated at 5.5% in rural locations.



Table 4.10 Levels and Structure of Employment in Rural MSEs, by Province

 

 

 

 

 

 

Provinces

Structure of the

Work Force Nampula lambda Mutarara Manica Sofala Overall

Study

Area

Number of People Employed

— (percent of workers in each category) —-

Total People Active 352,713 400,860 46,410 89,648 155,013 1,044,644

in MSES

Working Owners 228,951 242,174 27,454 53,444 109,339 661,362

(64.9) (60.4) (59.2) (59.6) (70.5) (63.3)

Paid Workers 61,618 46,905 2,615 10,176 14,602 135,915

(17.5) (11.7) (5.6) (11.4) (9.4) (13.0)

Unpaid Workers 43,550 92,592 15,034 16,780 27,050 195,006

(12.3) (23.1) (32.4) (18.7) (17.5) (18.7)

Apprentices 18,595 19,189 1,307 9,248 4,022 52,361

(5.3) (4.8) (2.8) (10.3) (2.6) (5.0)

Number offemale 44,888 78,809 17,649 36,243 43,877 221,466

workers, art of all (12.7) (19.7) (38.0) (40.4) (28.3) (21.2)

workers

Number ofworkers 10,824 14,185 3,268 5,601 9,407 43,286

aged less than 15, out (3.1) (3.5) (7.0) (6.2) (6.1) (4.1)

of all workers
 

Source: 1996 MAP/MSU MSE Survey data
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4.2.2 MSE Level of Activity Over Time

The fi'equency ofoperation ofthe enterprises have important implications for the medium

and long run importance ofthe sector as a smallholder income source. While many

people are involved in MSE activities in central and northern Mozambique, a significant

proportion ofthese participate only on a part-time basis.

Table 4.11 (upper part) indicates that over halfofthe enterprises that have been in

existence for at least a year operated six months or less over the past twelve months.

There is little variation across provinces. Overall only a fifth ofthe enterprises operated

the entire year. However, Sofala (69.4%), Mutarara (34.6%) and Manica (27.4%)

enterprises operate on a more permanent basis than the ones in other provinces.

Furthermore, for the last month that the enterprise operated, overall 47.6% operated less

than 10 days. Again, although the share ofMSE operating almost the entire month is

relatively low overall, the enterprises in Sofala, Manica and Mutarara are the ones that

operate on a more fiequent basis, i.e., more than three weeks a month.

To examine the issue of rural MSE seasonality, the share ofMSEs that reported any sales

in a particular month is computed across the different provinces (Figure 4.1). In general,

but more evidently for Nampula, lambda and Manica there is a clear downward trend

from September/95 through January-March/96 and then an upward trend thereafter. One

possible reason for this trend in that period may be related to the relative scarcity in the

hungry season (the first period) and the increased availability (in the second period) of
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agricultural products used as inputs in manufacturing businesses and traded in the local

marketing system. As the second period corresponds to the harvest and marketing

seasons ofthe major agricultural crops, demand for MSE goods are services is likely to

increase in these second period and shrink in the hungry season .

In essence, these results suggest that the level of activity in the micro and small enterprise

sector is afl‘ected both by supply factors, i.e., the availability of inputs and products for

trading, which is likely to afl‘ect mainly gathering, manufacturing and trading activities and

demand factors, i.e., the effective demand for goods and services that is likely to affect all

sectors including services and construction. Indeed, as shown in Figure 4.2, the

previously identified seasonality across provinces is also evident for the three sectors

directly related to agriculture, i.e., the share ofmanufacturing, trade and gathering

activities shrinks in the hungry season and increases through the harvesting and marketing

seasons. During the hungry season the share of construction activities reaches its lowest

levels, but as the harvest comes and rural incomes from agricultural sales and other

sources grow over the marketing season, demand for construction also grows which is

reflected by an increasing number of enterprises in operation.
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Table 4.11 queng of Rural MSE Operation, by Province

Months of operation Provinces

per year and Days of

operation per month Nampula lambda Mutarara Manica Sofala Overall

 

 

 

Study Area

Months of Operation a ——percent of all Enterprises 1 year or older

Year

3 months or less 42.3 32.1 23.1 30.5 15.4 33.3

4 - 6 months 25.2 30.3 19.2 26.8 9.5 24.7

7 - 11 months 20.2 18.5 23.1 15.3 5.7 17.2

All 12 months 12.3 19.1 34.6 27.4 69.4 24.8

Total 100.0 100.0 100.0 100.0 100.0 100.0

Days of Operation in ---—--—- percent of all Enterprises 1 month or older

the Last Month

10 or less days 64.2 35.9 45.2 30.7 44.4 47.6

11 - 20 days 19.3 41.4 28.6 33.4 28.9 30.2

21 - 30 days 16.4 22.8 26.2 35.9 26.7 22.3

Total 100.0 100.0 100.0 100.0 100.0 100.0
 

Sauce: 1996 MAP/MSU MSE Survey data

_
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Figure 4.1 Share ofMSES with Sales, by Province, September 95 - August 96

The services sector presents a higher, more continuous and stable level of activity. Most

ofthe services identified, although not related to the agricultural sector for input supply,

are affected by reductions in efi‘ective demand in the hungry season. Therefore, they

appear not to be as seasonal, but still shrink a bit in the hungry season and increase

thereafter as rural incomes grow. Although one can hypothesize that the variation ofthe

level ofactivity in a sector as reflected by the share of enterprises operating over time

relates to the aggregate amount ofmoney circulating in the economy, the actual trend in
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the average sectoral current profits over time needs to be analyzed with caution. Indeed,
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Source: 1996 MAP/MSU MSE Survey data

Figure 4.2 Share ofMSES with Sales, by Sector, September 95 - August 96

the entry offirms in a given sector may drop average prices down so that average

enterprise profits can either grow, remain stable or fall.
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4.3 Profitability in Rural Smallholder Micro and Small Enterprises

This section analyzes rural smallholder micro and small enterprise net profits. MSE

monthly net profit is computed for the last month ofoperation of each enterprise, by

deducting from the reported value of sales the amount spent to operate the enterprise,

namely cost ofinputs, including raw materials (and purchased goods for trading

enterprises), labor and capital, as well as rents, interest and other operating costs. The

annual net profit is obtained by multiplying this amount by the number ofmonths the

enterprise operated over the past twelve months, i.e., during the last agricultural season.

Results are presented for the difi‘erent micro and small enterprise characteristics referred

in previous Sections, namely location, sector ofeconomic activity, enterprise size, age and

gender ofthe owner.

4.3.1 Rural Micro and Small Enterprise Profits and Enterprise Location

Table 4.12 presents comparative nominal figures for micro and small enterprise net profits

for the last month ofoperations and the 1995/96 agricultural season, and household

income from that source, i.e., aggregated to include multiple enterprise household income

analysis across provinces.

Overall, the micro and small enterprise sector in the region generates an average profit of

$16 per month and an average ofabout $94 per year. The average contribution to the

income those households that diversify into micro and small enterprises is around 520 per

month and $118 per year.
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Table 4.12 Rural MSE Monthz and Annual Net Profits, by Province

  

  

Mean MSE Net Profit Mean HH MSE Income

Provinces Monthly Annual Monthly Annual

Profit Profit Income Income

-— Mean S -- _ Mean s ..

Nampula 12 64 14 76

lambda 19 105 22 123

Mutarara (Tetc) 8 44 12 72

Manica 21 145 29 217

Sofala 18 122 26 179

Total 16 94 20 118
 

Source: 1996 MAP Smallholder Survey and MAP/MSU MSE Survey data

Manica appears to have the highest micro enterprise profits both on a monthly and an

annual basis, while Nampula and Mutarara have the lowest levels. While lambda

Province has the second highest level of net profits in the region, in annual terms it is

overtaken by Sofala Province. This difi‘erence is a reflection ofthe differential level of

MSE activity across these two provinces. As indicated in Section 4.2.2, around 70% of

Sofala enterprises operate the all year, while in Zambezia Province the comparable figure

is around 20% (Table 4.11). Figure 4.1 also gives some indications on the source of

monthly and annual MSE net profit differences across provinces. Sectoral compositions

across provinces and relative net profits across MSE sectors and sites of operation also

have an efl‘ect on these difi‘erences.
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Table 4.13 Rural MSE Monthly and Annual Net Profits, by Business Location

 

 

Mean MSE Net Profits

Phy'iw ”mi” Monthly Prof'lt Annual Profit

---- Mean S --—

Home 11 60

Local Market 30 177

District Shop 11 91

Along a Roadside 10 80

At a Mobile Location 38 178

Home and Local Mkt 20 94

, Other Place 19 91

Total 16 94
 

Sauce: 1996 MAP Smallholder Survey and MAP/MSU MSE Survey data

The MSE profitability is likely to be afi‘ected by the location ofthe enterprise. Access to

input and output markets, as well as business connections are more difficult to enterprises

operating from home or shops in remote areas than in mobile locations or well established

market places. Table 4.13 indicates that enterprises operating ficm the home, along the

road side and in District shops have lower levels ofmonthly and annual net profits, when

compared to those operating in markets and at mobile locations. Among those with

higher profits, it is worth noting that while those operating at mobile locations tend to

have higher average monthly profits than those in market places, annual profits are quite

similar due to more stable market conditions in a given market place where enterprises

operate in a more regular basis than in alternative market places.
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Although profitability may appear to be much higher in market places than in home based

business, the majority ofthe households operate from home based business. For many

households operating micro and small enterprises, the opportunity cost oftime if they

operate from markets can be much higher than it may appear. Indeed, operating business

from home allow household members, especially females in rural areas to deal with other

household and farm related activities in the meantime, while in markets, sometimes

located far away from home, it requires their presence for long hours and very little space

for interruptions to deal with other tasks. The alternative, increasingly found by some

households, is to have a mix ofthe two, i.e., operate both from home and local markets

depending on specific circumstances. Table 4.13 indicates that this option allows them to

earn moderate levels ofprofits and eventually maximize overall household income.

4.3.2 Rural Micro and Small Enterprise Profits and Sectoral Composition

As discussed in Section 4.1 ofthis chapter, the rural MSE sector is dominated by

manufacturing and trading enterprises, with services, construction and

fishing/extraction/gathering activities being less common among households. The

attractiveness ofgiven sectors for new entrants is driven by their expected net profits and

the level ofbarriers to entry in a given market. Missing input and credit market, may

limit the access of poor households to capital intensive sectors. Moreover, the saturation

ofgiven sectors, reflected by excess supply of certain goods and services or/and the lack

of effective demand, may lead to unit price falls that make small scale operations much

less profitable in the short run, with firms exiting to other less saturated and more
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profitable sectors. The dynamics offirm exit and entry is not discussed in this study due

to data limitations.

Table 4.14 presents figures for monthly and annual net profits in rural micro and small

enterprises in the study zone. Results suggest that primary activities, usually highly labor

intensive and operating in a more frequent basis, yield the highest level ofmonthly and

annual net profits. These, in monthly terms, by order ofimportance are: Trade,

construction, manufacturing and services.”

Given difl'erent levels of activity, because some activities are more seasonal than others

(see Figure 4.2 in Section 4.2), results on an annual basis are quite difl‘erent. Primary

activities, especially fishing, trading and services present the highest levels ofannual

profits in the study zone. Manufacturing activities, the most common type ofbusiness,

appear to have relatively lower levels ofannual net profit. Besides the saturation of

businesses of certain types, like beer making for which average market prices are likely to

be dropped due to excess supply, manufacturing has a lower level of activity along the

year and its major businesses are afi‘ected by seasonality through the availability ofthe

major agricultural inputs they are based upon.

 

2’ Provided the lack ofdegrees offi'eedom in the fishing/gathering/extraction and

construction groups, these results should be interpreted with caution.
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Table 4.14 MSE Monthly and Annual Net Profits, by Sector of Activig

 

 

 

 

 

 

 

 

 

 

 

 

Rural MSE Net Profits

Sector Industry Grouping Monthly Profit Annual Profit

—Mean 8—

Fishing, Gathering, Firewood Gathering 15 82

Extraction Activities Fishing 48 296

Water Gathering & Mineral 17 120

Extraction

Sub-total 39 237

Manufacturing Food/Beverages/I‘obaceo 8 46

Textile Products 8 75

Wood, Grass & Cane 10 56

Non-Metals 7 46

Metal Products 12 81

Other Manufacturing 8 29

Sub-total 9 50

Construction Construction 27 51

Trade, Hotels & Wholesale Trade 20 182

W” Retail Trade 26 156

Restaurants/Hotels 128 513

Sub-total 26 161

Services Transport/Storage 16 179

Social/Community Services 8 81

Other Services 8 61

Sub-total 8 77

Total 16 94
 

Source: 1996 MAP/MSUMSE Survey data
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To better understand the differences in micro enterprise profitability across provinces in

more detail, Table 4.15 presents annual net profits for activities within the major groups

ofMSEs in the study area, namely foods and beverage manufacturing, pottery and

manufacturing ofwood/grass/cane products, and retail trade. Comparisons across these

major groups suggest that overall, trading activities are the most profitable, followed by

manufacturing ofwood/grass/cane products and pottery, and finally beer brewing.

However, some exceptions are found namely in Nampula and Manica where beer brewing

appear to be more profitable than manufacturing of wood/grass/cane products. In Manica

Province there is not a statistically significance difference in profitability between trading

activities and manufacturing ofwood/grass/cane products.

As indicated in Section 4.2, within the first group, foods and beverages, the incidence of

beer brewing activities is far more important than food preparation. Therefore, the

analysis concentrates solely on comparison between sugar cane liquor production, the

most common beer brewing activity overall, and other types ofbeer brewing.”s Sugar

cane liquor production appear to be the most profitable brewing activity overall, although

in Manica, it is not statistically different than the profitability earned in other types ofbeer

brewing (specifically sorghum and maize beer). In Mutarara, other types ofalcoholic

drinks (predominantly maize and sorghum beer) are more profitable than sugar cane liquor

production.

 

2‘ These other types ofbeer brewing include mostly cashew beer in Nampula, maize beer

in Zambezia, Mutarara and Sofala, and sorghum beer in Manica.
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Table 4.15 Annual Net Profits of the Major MSE Groups, by Province

 

  

 

 

Provinces

Major use Gunp-

Nana Zambezia Mutarara Manlca Sofala All Areas

—Me. 8 per year —-—

Food a Beverages Pnodnetion 3s 46 19 76 62 46

Supt Cane Lirpor(Cad1aca) 34 46 14 79 131 32

Other Alcoholic Drinka 13 22 22 69 49 31

Pottery .11 Moor-clung or 20 30 46 192 38 36

Wood, Gr- 6: Cone Products

pm 14 s 24 43 13 la

Basket mid Mattre- making 16 16 32 61 36 23

Furniture/other wood Mott 37 as 33 589 222 144 ‘

not-11 'rrule 144 160 70 181 173 136

Fill! and outer SCI Foods 174 164 82 33 126 149

Food. Drinba'roooooo 47 90 70 as 230 98

Ayiculturalm 143 236 18 133 121 174

M— J85 177 97 333 223 19s
 

Sauce: 1996MAP/MSUMSESurveydata

 

In the second major group, a common pattern is found for all the four provinces, with

production ofwood furniture and other wood products showing higher levels of

profitability, followed by basket and mattress making and finally pottery making.”

Operators in these two last categories, usually using low “cash” cost inputs, have serious

problems in transporting products to urban centers where the demand for such goods is

much higher than in rural areas where prices paid are considerably lower. Basket and

mattress makers often complain about the long distances they have to walk to find raw

 

2’ In the District ofMutarara, however, basket and mattress making earns more than other

businesses.
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materials and then the difiiculty in selling them locally at prices that compensate such

effort.

In the retail trading group, apart ofthe “other retail trading” category (a mix of activities

fiom the retail ofused clothes to household goods) that appear to be quite profitable,

results indicate a wide variation across provinces and sectors. Retail of agricultural

products is relatively more profitable than fishing and retail of foods/drinks/tobacco in

Zambezia and Manica. In Nampula and Mutarara where the retail of sea foods is the

single most common sub-category, the sector appears to be more profitable than the other

two sub-categories. Note that entry to these sector is highly bounded by locational

factors and the ability ofoperators to respond to changes in supply and demand conditions

ofthese highly perishable commodities. The retailing offoods/drinks/tobacco is the less

profitable category overall, although in Mutarara it appears to be more profitable than

retailing of agricultural products that provides relatively lower returns, mostly due to the

prevailing extremely low market prices. In Sofala, this sector yields profits significantly

higher than retailing of sea foods and agricultural products.

4.3.3 Rural Micro and Small Enterprise Profits and Enterprise Size, Age and

Gender

Results in Section 4.2 suggested that the rural micro and small enterprise sector is

dominated by strict self-employment activities, started in 1995/96 and owned by males.
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This sub-section presents a comparative analysis of average annual net profits ofmicro

and small enterprises by size, age and gender ofthe owner.

Overall, self-employment enterprises, those with a single owner/worker, earn less annual

net profits than those with two or more workers. Exception, however is found for

Zambezia and Mutarara, the locations with higher incidence ofenterprises employing

additional workers, where single owner enterprises earn a bit more than those employing

two or more workers (upper part ofTable 4.16). Given that rural micro and small

enterprises in Mozambique are mostly involved in labor intensive activities relying mostly

on unpaid family labor, which allow them to increase the levels of activity without

incurring in significant marginal costs of labor, these results are not surprising.

With the exception ofNampula and Zambezia where net profits between enterprises with

2 or less years and those with 2 - 5 years is quite similar, and Sofala where enterprises

with more than five years earn as much as those with 2 or less years, overall, older

enterprises tend to earn relatively higher profits than the newer ones (middle part ofTable

4.16) still in the process ofestablishment in their respective businesses.

Comparative annual net profits by gender ofthe enterprise owner, in the lower part of

Table 4.16, indicate that in all provinces male owned micro and small enterprises earn

substantially higher annual net profits than their female counterparts. This result is

consistent with what would be expected based in the relative profits across MSE sectors
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indicated in the previous sub-section and the gender structure ofthe different MSE

sectors. Indeed, most females, especially in the central provinces, own manufacturing

businesses whose returns are far lower than trading businesses. Trading businesses are

relatively predominant only among female business persons in Manica Province. The fact

that female owners also perform many other economic and household activities is also a

likely limiting factor contributing to the profitability oftheir enterprises.

Table 4.16 MSE Annual Net Profits by Size, Age and Gender, by Province

 

 

 

  

Enterprise Location/Annual Net Profits

“wri“ Nampula Zambai Mutarar Manica Sofala Overall

a a Study Area

—Mean 8 per year—

Enterprise Size

1 worker 44 106 58 93 102 76

More than 1 worker 112 105 44 242 164 123

Enterprise Age

Less than 2 years 44 101 37 85 99 81

2 - 5 years 43 105 53 . 173 198 94

More than 3 Ms 96 11; 101 2_20 100 112___

Gender of the Owner

Female Owned 24 52 16 101 83 61

Male Owned 69 110 61 191 143 101
 

Source: 1996 MAP/MSU MSE Survey data

_
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4.3.4 MSE Profitability per Worker and Patterns of Household MSE Type Choice

The following analysis focus on the levels of profitability of rural MSEs per unpaid

worker by province and economic sector, and the patterns ofhousehold choice oftypes of

MSEs they operate and the returns per worker attained.

4.3.4.1 Levels ofMSE Profits per Unpaid Worker

The analysis in previous sections emphasis the comparative analysis oftotal annual MSE

profits. An important indicator ofMSE profitability is the level ofprofits per unpaid

worker. Given the characteristics ofthe MSE sector in the region, dominated by business

run by a single person working alone and the use ofunpaid family labor, this measure can

be interpreted in many cases as the return to the MSE owner or to household labor. Table

4.17 presents results across provinces and sectors ofeconomic activity.

Given the size profile ofthe MSE sector in the region, these results are quite similar to

those previoulsly presented with respect to total enterprise profits.

4.3.4.2 Patterns of Household MSE Propensity and Profits per Unpaid Worker

Tables 4.18 through 4.21 present results on the household propensity to engage in MSE

activity and the level ofprofits per unpaid worker, as a filnction oftheir land holdings per

capita, agricultural income per capita and total income per capita.

An important issue ofinterest for policy purposes is the relationship between access to

land, the household propensity to diversify into MSE activities, and the levels ofprofits
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obtained when an MSE decision is made. An important question in this research is related

to the issue discussed in the literature on whether land constraints push households into

MSE activities. Recall that results in Chapter Three suggested that the correlation

between land and involvement into MSEs appears to not be very strong but it is clear that

land poor households are systematically less likely to engage in MSEs in the study zone.

Results in Table 4.18 suggest that there are no strong consistent patterns in the household

propensity to engage in MSEs, given land endowments, though the relatively land poor

are less likely than their land rich counterparts to get into many ofthe activities, with

exception ofoverall trading and fishing. The types of activities land poor households are

more likely to become engaged in, when compared to the other two terciles, include

making sugar cane liquor, and retail activities like sea foods, foods/drinks/tobacco,

charcoal and other retailing activities. However, among those activities, the retailing of

sea foods is the only one where they get higher profits than the richer land terciles. Note

that land poor households involved in services, like construction and electricity are

obtaining higher profits per unpaid worker.

Land rich households in manufacturing activities like leather/textile and pottery, trading

activities like wholesaling and retailing of agricultural products , services like repairing,

and fishing obtain higher returns per unpaid worker than their land poor counterparts.
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Table 4.17 MSE Profits per Worker by Sector, by Province

 

 

 

 

 

 

 

 

 

 

 

Provinces

Sector Indus-y Grouping AI

Napala Isabella Mutarara Monica Sofala Areas

8 perworker per year

Fishing, Firewood & Water 12 83 2 18 173 79

Gatha'ing, Gathering

Ermadion

Activitia m 420 173 89 - 18 222

Sub-total 330 151 60 18 107 179

Win Food/Bemgeafl‘obacco 28 28 9 46 51 32

Wood. Gran & Cane 18 34 46 149 54 47

Other Mmlfactming 14 22 15 179 100 53

Sub-total 22 28 16 120 60 40

cm Corltmction 6 184 81 18 85 49

Trade, Hotels Wholesale Trade 14 435 6 193 75 156

a Reatauraris

Retail Trade 124 138 61 122 141 131

Resultant/Hotels - 173 - - 324 2‘70

Subtotal 118 153 46 138 136 134

Sauces Truman/Storage 21 267 - 14 . 1‘77

Social/Cormunity 33 60 150 106 121 62

Saviour

Othu Services 32 30 - 6 96 44

Sub-total 32 73 150 42 107 60

Total Total 53 82 36 117 94 74
 

Source: 1996 MAP/MSU MSE Smeydata

—
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Table 4.19 indicates that overall, there is a positive correlation between household

agricultural income per capita and the propensity to engage in MSEs,. Across all

households, those in the lowest agricultural income per capita tercile are less likely than

others to engage in manufacturing, trading and services activities. Poor agricultural

income per capita households are more like to engage in gathering activities. In the

manufacturing sector, higher propensities for involvement in MSEs are typically found for

the highest agricultural income tercile households, while trading and services are activities

where middle tercile households are also likely to be involved in.

The levels ofprofits per worker earned are highly variable across agricultural income per

capita terciles when activities are compared. Lowest agricultural income tercile

households earn profits per unpaid worker as high as those in the highest tercile in cashew

beer production, predominant in Nampula province, construction/electricity services, in

the retailing oflivestoch and in some other types of retail trade. Note, however, that the

involvement of households in these particular activities is relatively low. In other

activities, higher profits per unpaid worker are typically earned by middle and high

agricultural income households.

Further analysis ofthe reasons for these difi‘erences and the investigation ofbarriers to

entry that may prevent poor households from becoming involved in profitable activities is
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necessary to better recommend specific actions that may help promote rural income

growth through the promotion ofMSEs in rural areas.

Table 4.20 indicates that in general, higher household income per capita is directly

correlated with the propensity to engage in almost every MSE activity, and the levels of

profits per unpaid worker attained as well. This association was expected given that

household income levels are considerably higher among households with MSEs.

However, some households that fall into the lower income tercile also engage in MSEs,

although they receive relatively lower profits per worker per day. These results are

particularly important to identify activities with potential to boost rural incomes, through

MSE enhancement.

Chapter Five will give some more insights as to how MSE sectors affect the level of

household income per capita.
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Table 4.18 Share of Households in Specific Activities and Annual Net Profits per

Worker, by Total Area Per Capita tercile

 

 

 

 

 

 

 

 

 

 

ShanofHstlthMSEsbyLand MSE Profit perv-paid WorbrbyL-l

MSE Sedan Ana Owned per Caa Tesdle' Area Owner! E’Cage TerclIe'

1 2 3 1 2 3

(0.11) (0.28) (0.71) (0.1 1) (m) Q31)

—percerlofhouseholds— —Sperugpaidworker—

W 16.78 20.67 22.71 33 34 51

Sugr Cane Lirplor (Cadlaca) 8.41 6.82 7.16 29 35 50

Cadrew Bell 0.97 1.25 1.69 19 17 13

mBeer 0.41 1.11 1.69 33 24 52

0hr! Dririts 0.97 1.95 2.53 6 37 36

Deaths/1'ardile aaivitiss 1.10 1.39 1.26 24 22 214

Balsa/Mattress making 2.21 4.45 4.78 30 29 27

Wood Emulate/woodM 1.38 2.78 2.53 84 81 183

Penny 1.52 1.39 2.81 11 14 32

Mal/ArtPM 0.97 1.53 1.83 93 55 21

(fiber Msnufaauring 0.55 0.42 0.84 30 57 377

Tralhg 10.26 9.50 9.31 146 132 121

Wholuale Trade 0.41 0.83 0.56 125 211 483

Retail deestoclt/Blndrery 0.55 0.97 1.55 15 99 79

Retail ofsea foot 3.72 3.06 2.53 167 89 120

Retail offood/riirits/ tobacco 2.90 2.36 2.39 76 137 31

Ranild'clothss/dlarcoal 1.38 1.25 1.12 103 220 154

Rdail ofayicultll'alm 1.25 2.65 1.41 149 138 211

Other retail trade 2.34 1.81 2.25 136 199 167

Servlea 3.88 5.87 5.36 80 20 67

Traditirllal healers 0.83 0.97 1.54 24 35 8S

Constraint/elm 0.69 1.25 0.70 166 17 33

Repair servica 0.41 0.42 0.84 10 5 40

All other services 0.83 0.70 0.98 163 60 155

m.6I“. 2.64 3.07 1.55 147 198 197

PM 1.93 1.95 1.12 184 249 270

Mof waterffirawcod 0.69 _1.11 0.56 39 L17 49
 

'1hemnnbash1paralhesesnefetototsllsnd0n)percspiuhleadltercile.

mwmmmwmwwmmpwmmwmmmwmm

M: 1996 MAP/MSU MSE Surveydsta
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Table 4.19 Share of Households in Specific Activities and Annual Net Profit per

Worker, by Agricultural Income Per Capita Terciles

 

  

 
 

  
 

  

   

  

  

  

SunroofHstlth MSEs by MSEProfltperlmpald workeriy

MIncome 2"“ETercile' AmIncome Er“ETerelle'

MSE Sectors

1 2 3 1 2 3

(39 (324) (369) (31) (329 w

—-perm ofHouseholds— —- 3 permidworks ..

MM J5.56 21.08 23.19 34 19 45

Sugar Cane Lirplor(Cad1aca) 5.56 7.64 9.17 30 29 50

Cashew Beer 0.14 1.81 1.94 22 10 22

Sorghum Beer 0.42 1.25 1.53 33 44 39

fiber Dririts 1.81 1.67 1.94 15 30 46

Wflenile aaivitia 0.69 1.39 1.67 17 30 1‘4

Basket/Mattre- nnlring 3.61 3.19 4.58 29 19 33

Wm 1.81 2.36 2.50 74 161 114

Penny 1.1 1 1.94 2.64 13 10 35

Metal/Art prerhlas 1.1 1 1.67 1.53 54 69 25

OtherW 0.00 1_.25 0.56 - 32 196

Tralhg 7.36 1 1.37 10.14__ 134 130 140

Wholaale Trade 0.42 0.69 0.69 19 293 411

11.1.11 ovaestoclr/Butchay 0.56 1.11 1.39 149 37 73

Md'seaM 2.08 3.75 3.47 103 150 122

Raail dfood/tinks/ tobacco 2.22 2.50 2.92 53 79 104

Retail ofclothes/chilled 1.25 1.25 1.25 70 187 222

Retail ofayicultlnl prelim 1.53 2.22 1.53 79 2“ 171

Other raail trade 1.94 2_36 2.08 285 88 138

Services 4.03 6.10 5.00 84 45 48

Traditional healer 0.69 1.67 0.97 62 69 26

Cannabis/electrician 0.69 0.83 1.1 1 88 26 69

quair saviea 0.56 0.56 0.56 20 1 1 40

All other services 0.69 0.83 0.97 19 1 15 108

Gather-h; .1m 2.50 2.64 2.08 177 232 117

Filing 1.39 2.08 1.53 218 337 90

Mof water/firewood LJ 0.83 0.41 59 35 214
 

'Themmbashlpuunhaarefa‘tomeanagialluuflincomepacaphahleadltacile

mwmwmanmwmnymmgwmmmlammnormm

Source: 1996 MAPSrnallholder Surveyand 1996 MAP/MSU MSE Surveydsts
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Table 4.20 Share of Households in Specific Activities and Annual Net Profits per

Worker, by Household Income Per Capita Terciles

  

 

  

  

 

 

 

 

ShanofHstlthMSEsby MSEProfltperunpalrlworlrer-by

MSE Sectors H11 Incense Er capita Terelle' 1111 Income Kreafi Tenne'

1 2 3 1 2 3

(SLZL (330) (391) (312) (E Q!!!

—-percentof1-louseholds— —$P¢WW—

Manufacturhg 10.69 20.67 28.47 16 31 fl

Sugar Cale Lilplor (Cachaca) 4.58 6.94 10.83 11 22 59

Cashew Beer 0.14 1.94 1.81 3 1 1 22

WBeer 0.42 0.42 2.36 32 43 41

01h Dririrs 1.25 1.39 2.78 10 13 50

Leather/I‘m aaivities 0.83 1.39 1.53 14 29 179

Basket/Mattre- lnalting 2.08 4.58 4.72 1 1 20 44

Wood l-‘llrnitll'elwood prodrcts 0.56 2.50 3.61 8 45 189

Pottery 0.97 1.81 2.92 5 13 33

Metal/Altm 0.42 1.94 1.94 53 30 68

Other Munfaauring 0.00 0.69 1.1 1 - 19 307

Tradhg 3.61 7.91 17.36 24 74 25_1_

Wholesale Trade 0.28 0.28 1.25 22 26 387

Rusil ofljvestoclr/Blnehery 0.42 1.11 1.53 8 27 125

Rdail 1!sea foorh 0.42 2.64 6.25 40 62 164

Retail offood/rl'inka/ tobacco 1.25 1.94 4.44 18 21 125

Ruail ofclothes/charcoal 0.69 0.83 2.22 18 46 248

Retail ofayicultural preach 0.42 1.66 3.19 23 54 233

Other retail trade 0.69 1.81 3.89 13 48 242—

Servlees 1.67 4.58 8.89 15 61 92

Traditional healers 0.42 0.83 2.“ 27 22 73

Won/electrician 0.28 0.97 1.39 10 13 104

Repair services 0.28 0.69 0.69 5 1 1 44

All other services 0.14 0.56 1.81 22 72 158

Gatherhg CdMg 1.25 2.50 3.47 26 55 3'1

Filling 0.56 1.53 2.92 30 50 360

Mo!wate/ firewood 0.56 1_.11 0.69 11 57 167
 

'Thenmbaainpuuuhuarefctomeanhwseholdinconnpacapiuineachtacile

mwmwmmmwmnyampamdmmmhuormm

Source: 1996 MAP/MSU MSE Smwydlll



Chapter 5

Determinants of Rural MSE Profitability and Household Income

5.0 Introduction

This chapter develops and tests econometric models of rural MSE profitability and net

household income per capita. Section 5.1 explains the theoretical rationale for the MSE

model and provides econometric results and interpretation. Empirical insights from the

MSE model help to motivate the income model developed and tested in Section 5.2. For

both models, the sample is divided by geographic area based upon the hypothesis that the

structure ofthe rural economy differs significantly across the study zone. Three

geographic areas are defined: 1) Nampula, 2) Zambezia Province and Mutarara District,

and 3) Manica and Sofala Provinces.

5.1 Determinants ofMSE Profitability

Three types offactors are hypothesized to be important in explaining the level ofprofits

obtained by rural MSEs in the study zone:

1) factors associated with the enterprise and its owner;

2) factors associated with the household ofwhich the owner is a member, and

3) level ofinfrastructure and other locational factors.

116
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5.1.1 Enterprise and Owner Characteristics

Six variables are included in the MSE profit model to capture the efi‘ect of enterprise and

owner characteristics: sector of activity, participation in a rural group or association, firm

age and size, human capital and gender ofthe owner.

The economic sector in which a rural entrepreneur is engaged has been shown previously

to be associated with the level ofMSE profits. For example, enterprises in trading earned,

on average, 3161 during 1995-96 while those in the manufacturing and services sectors

earned between 30 and 60 percent of this amount during the same period. To determine

the extent to which there is a sector effect on MSE profitability, dichotomous variables

are included in the MSE profit models where each firm is categorized into one offour

sector categories: 1) gathering and fishing; 2) manufacturing; 3) trade; and 4) services.

MSE owners were asked about their participation in formal and informal business groups

or associations. Participation in such groups is uncommon: only four percent ofMSE

owners belong to such groups. For those who do participate, respondents indicated that

benefits included exchange ofinformation, joint purchase ofinputs and sale of output,

access to credit and non-financial assistance and participation in influencing policies at the

local level. Further, the mean profit level ofgroup/association participants is 3200

compared to $92 for non-participants across the entire sample, with this difference being

significant at the 0.05 probability level. It is hypothesized that, cererr'sparibus, group



118

membership contributes positively to MSE profits: a dichotomous variable is incorporated

in the MSE profit models to test for this effect.

Enterprise characteristics such as the firm's age and size in terms ofnumber ofemployees

and value ofequity capital invested in the business are each hypothesized to play a

positive role in determining MSE profitability. Firm age, measured in terms ofyears of

operation prior to the period of reference (September 1995), is included in the model. To

capture the efi‘ect offirm size, the number ofemployees, both paid and unpaid who

worked within the firm at the beginning ofthe period of reference, is included as an

explanatory variable. The other key size variable - level of equity capital - is not

incorporated into the model due to data limitations.

The level ofeducation and gender ofthe entrepreneur are also likely to afi‘ect financial

profitability. To proxy for an education efi‘ect, the number ofyears offormal education of

the owner is included as an explanatory variable. Likewise, a dichotomous variable is

introduced based on the gender ofthe owner. Recall that results in Chapter Four

indicated that profitability ofmale-owned enterprises was 65 percent greater than female-

owned enterprises.

5.1.2 Characteristics of the Entrepreneur's Household

As discussed in Chapter Two, there is no agreement in the literature concerning whether

land constraints push households into MSE activity. Results from Chapter Three showed
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that land area - a proxy for a household's endowment of agricultural assets - is weakly,

though positively associated with the propensity to engage in MSE activities. It is

hypothesized that, once a decision is made to invest in an MSE, it is likely that agricultural

assets play a positive role in influencing profitability. As such, land area owned (both

cultivated and fallow) is tested as an explanatory variable in the MSE profit model.

5.1.3 Level of Infrastructure and Locational Factors

The level ofwater resources, transportation, communication and other types of

infiastructure are likely to influence the level of profitability ofan MSE. For example,

where road networks are relatively more developed, it is likely that input costs for

entrepreneurs decrease and access to output markets improves. \Vlthin each ofthe three

zones modeled, these conditions vary widely though precise relative measures are not

available. Likewise, there may be significant variation in local effective demand for MSE-

produced goods and services associated with infi'astructure variation. To control for

these differences and the efl‘ect they may have on MSE profitability, district-level

dichotomous variables are included in the models.

5.1.4 The MSE Profit Model

The following equation represents the MSE profit model run for each ofthe three zones:

Equation 5-1

MSE_PROF = f(GATI-1FISH, MANUFACT, TRADE, GROUPMEM,

MSE_AGE, MSE_SIZE, GENDER, OWNR_EDU, LAND_AST,

DIST_1...DIST_(n-l))
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The MSE equation is estimated through the ordinary least squares technique, using a

linear model filnctional form. Given this formulation, the coefficients ofthe continues

variables are interpreted as the effect on profits (inS) of a unit increase in the variable in

question. The coeficients ofthe dummy variables indicate the difi‘erential efi‘ect ofthe

groups considered in the level ofMSE annual profits. In other words, it shows how much

higher (lower) the mean annual profit line is for the class coded 1 than the line for the

class coded O, controlling for all other variables.

The MSE profit is estimated using using the ordinary least squares regression. Table 5.1

provides the definition of each variable while Tables 5.2 shows descriptive statistics about

each variable by geographic zone. Table 5.3 provides the definition ofthe district-level

dichotomous variables.

5.1.5 Results of the Micro and Small Enterprise Profit Model

The MSE profit model, judged by the adjusted R-squared statistcs, fits well for Nampula

area, fairly well for Zambezia/Mutarara, but poorly for the Manica/Sofala area. Yet,

analysis ofthe point estimators (Table 5.4) show that several factors identified in earlier

tabular analysis and others included in the model, play an important role in explaining the

variation in MSE profits in the three zones.
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Table 5.1 Definition of the Variables Included in the MSE Profit Model

 

 

 

 

 

 

Variables Definition

Dependent Variable:

MSE_PROF Enterprise annual net profits in 5

Independent Variables:

Enterprise and Owner

Characteristics:

GATHFISH Gathering/Fishing and extraction activities

(l=if gathering/fishing enterprise, 0=otherwise)

MANUFACT Manufacturing activities

(l=ifmanufacturing enterprise, 0-other'wise)

TRADE Trading activities

(l=if trading enterprise, 0=otherwise)

MSE-AGE Age ofthe Enterprise at the time of the survey in years

MSE-SIZE Number of workers including theowneratthebegirulingofthe period of

reference

GENDER Gender ofthe owner

(l=ifowner is female, 0=other'wise)

OWNR_EDU Years of Schooling ofthe owner

GROUPMEM Participation in business groups/associations

(l=ifowner participates in group, 0=otherwise)

Household Characteristics

(Land Assets)

LAND_AST Total area per economically active adult in the owner’s household

Location

DIST_1...(n-1) See Table 5.3 for definitions

 

Source: 1996 MAP Smallholder Survey and MAP/MSU MSE Survey

—
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Table 5.2 Mean and Standard Deviation of Variables in MSE Models

 

 

 

 

Nampula Zambezia! Manlca/

Mutarara Sofala

Variables

Mean SD. Mean SD. Mean SD.

MSE_PROF 63.0 201.0 100.0 190.0 136.0 249.0

GATHFISH 3.3% 8.5% 2.7%

MANUFACT 64.6% 53.3% 53.7%

TRADE 19.9% 32.6% 37.5%

SERVICES 12.2% 5.6% 6.1%

MSE_AGE 7.7 10.3 6.4 9.6 5.8 9.1

MSE_SIZE 1.3 1.7 1.3 1.3 1.2 1.1

GENDER 12.0% 13.0% 36.0%

OWNR_EDU 1.8 2.0 3.1 2.8 2.2 2.2

GROUPMEM 0.4% 7.4% 1.9%

LAND_AST 1.1 0.8 0.8 0.7 1.0 0.9

 

Source: 1996 MAP Smallholder Survey and MAP/MSU MSE Survey
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Table 5.3 Description of District Level Dichotomous Variables

 

  

Locational Zones

Variables

Nampula Zambezia/Mutarara Mania/Sofala

District Dichotomous

Variables:

Dist_l Malerna Alto Molocue Gondola

Dist_ 2 Meconta lle Guro

Dist_ 3 Mogovolas Inhassunge Sussundenga

Dist_4 Moms Lugela Tambara

Dist_ 5 Monapo Maganja da Costa Buzi

Dist_6 Murrupula Milange Chernba

Dist_7 Nacala-a-Velha Mucuba Cheringorna

Dist_8 Nampula Mopeia Chibabava

Dist_9 Ribaue Mllr'nlrnbala Marromeu

Dist_10 Namapa Namacurra

Dist_l 1 Namarroi

Dist_12 Pebane

Dist_13 Nicoadala

Dist_14 Mutarara

 

Source: 1996 MAP Smallholder Survey and MAP/MSU MSE Survey

_
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“nth respect to sector ofeconomic activity, trading has largest effect on profits in

Nampula, yielding annual profits $125 higher than the omitted category (services);

meanwhile there are no statistical difi‘erences between any ofthe other sectors. By

contrast, in Zambezia/Mutarara manufacturing is the least profitable sector (on average

370 less profitable than the omitted category), though again there is no statistical

difference in profits between the other sectors. In Manica/Sofala there is no sector efl‘ect

on profits.

Participation in business support groups (or informal business networks such as women’s

groups and cooperatives) has a statistically significant efl‘ect on MSE profits in the

Zambezia/Mutarara area, the zone which shows the highest proportion ofMSE owners

participating in such groups. On average, participation in such groups in

Zambezia/Mutarara increases MSE profits by $63. From a policy and programmatic

perspective, both Government agencies and NGOs attempting to promote MSEs through

the formation of rural associations should look further at the reasons behind the apparent

successes in Zambezia/Mutarara. The group variable was not statistically significant in the

other two zones.

The size ofthe enterprise, as measured by number ofemployees prior to the period of

reference has a positive and statistically significant impact on enterprise profits in each
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zone. An additional worker adds, on average, $35 in Zambezia/Mutarara, $40 in

Manica/Sofala and $69 in Nampula to MSE annual profits.

An MSE owner’s gender has a significant effect on MSE profits in Zambezia/Mutarara

and Manica/Sofala. Male-owned enterprises in Zambezia/Mutarara, earned $44 more,

ceterispan'bus, than female-owned enterprises. In Manica/Sofala male-owned enterprises

earned about $54 more than their female neighbors.

The owner’s level of schooling has a significant effect in Zambezia, where one additional

year of schooling adds $11 in the average annual enterprise profits. In this particular

zone, the positive efi‘ect ofowner education on MSE profits complements results from

Chapter Three which showed a positive correlation between education and the propensity

to engage in MSE activity.

The level of agricultural assets, as measured by amount of land area owned per adult in

the owner’s household, is not statistically related to MSE profits.

Finally, regression results suggest that MSE profits are not statistically difi‘erent across

many ofthe districts. However, there are some exceptions. In Nampula, MSE profits in

Moma, a very populous area, are statistically higher than in Narnapa (the omitted

District). In Zambezia/Mutarara, only in Pebane and Murrumbala annual profits are

statistically higher than in Mutarara. In Manica/Sofala, results suggest that, except for the
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case ofGuro district, profits in other districts are not statistically different, when

compared to the Marromeu. The differences in profits across districts are assumed to

reflect difi'erences that exist in the level of infrastructure, differentials in effective demand

and other factors. Further interpretation ofthe results require more information regarding

those factors.
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Table 5.4 Rmsion Results on Factors Associated with MSE Income

Dependent Variable: MSE_PROF (MSE Annual Net Profits)

 

  

  

  

Independed

Vol-1.1.1.. Nanlpnh Zarnbeda/Mntarara Monica/Sofah

Coefficients [ti ratio Coefficients l‘l ratio Coefficients It] ratio

Cm - 111.789 - 1.816 24.019 0.499 60.855 0.805

GATHHSH 91.009 1.190 12.331 0.260 . 9.318 0.091

MANUFACT 14.778 0.431 - 69.503“ 1.752 - 5.011 0.076

TRADE 124.833“ 3.1 18 23.298 0.560 42.048 0.609

MSE_AOE 0.610 0.533 0.033 0.035 - 1.198 0.721

MSE_SIZE 68.655” 10.030 35.085” 4.988 40.095“ 2.990

GENDER ~ 24.882 0.720 - 43.706" 1.672 - 54.040" 1.632

OWNR_EDU - 7.328 1.181 3.726 1.082 11.002‘ 1.432

LAND_AST 0.273 0.020 - 0.846 0.068 17.506 1.151

GROUPMEM 181.242 1.368 63.262” 1.877 5.129 0.058

Dist_l 65.743 1.045 33.728 0.934 - 26.118 0.430

Dist_2 66.741 0.974 25.760 0.674 161.512” 2.364

Din__3 41.016 0.675 16.224 0.351 - 31.537 0.544

Dist_4 1 18.148” 2.028 18.1 19 0.377 52.508 0.685

Dist_5 80.418 1.184 - 17.117 0.373 - 3.511 0.059

Dist_6 31.452 0.496 38.507 0.670 - 79.058 1.244

Dist_7 - 0.682 0.010 41.499 0.867 - 12.449 0.176

Dist_8 83.925 1.274 34.722 0.748 . 9.084 0.133

Di) 85.581 1.328 127.654“ 3.339

Dist_10 9.400 0.231

D'It_11 - 17.425 0.345

Din_12 129.884“ 3.092

Dist_13 53.800 1.572

N 287 357 303

F-Statistic 12.027 4.741 2.559

Sigrificulce 0.000 0.000 0.001

Adj-R2 0.409 0.237 0.030
 

“coefiicialauelatistieallysigrificardatthelmlevel

Salcez‘I'IA-96uldMSESln'veys.
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5.2 Determinants of Household Per Capita Income

The level ofnet income per capita attained by rural households in Central and Northern

Mozambique is hypothesized to be determined by a number of factors that interact in

many complex ways. As noted by Tschirley and Weber (1994), the complexity ofthis

process is such that any two households of apparently similar endowments might enjoy

fairly difi‘erent levels ofwell-being. The relative importance ofthose factors, and their

relationship to each other can change over time and across geographic regions.

Essentially, four sets offactors are hypothesized to explain the levels ofincome per capita

by rural households in the study zone:

1) sectors ofMSE in which the household (and/or its members) chooses to

operate;

2) factors associated with household structure;

3) factors associated with household assets;

4) level ofinfiastructure and locational factors.

5.2.1 MSE Sectors in Which the Household Chooses to Operate

Analysis in previous chapters indicates that MSE income has a positive effect in household

income per capita. Yet, difi‘erent MSE sectors are likely to have a difl‘erent impact in

magnitude and statistical significance on household income per capita. To test for these

efi‘ects, dichotomous variables for each major MSE sector in which the household is

involved are include in the income per capita equation.
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5.2.2 Household Structure

To capture the efi‘ect ofhousehold structure in the levels of household income per capita,

four variables are included in the models: dependency ratio, age ofthe household head,

education and gender ofthe household head.

As discussed in Chapter Three, dependency ratio refers to the number ofdependent

members per economically active adult in the household. Additional dependents brought

to the household, ceterisparibus, increase the dependency ratio implying increasing

consumption needs without adding the productive capacity ofthe household. Additional

economically active adults, while increasing the household consumption needs, lowers the

dependency ratio in the sense that additional adults increase the household productive

capacity. It is hypothesized that higher dependency ratios contribute negatively to the

level ofhousehold income per capita.

The age ofthe household head is believed to be important in determining the level of

household income per capita. The age variable is tested with the inclusion ofage ofthe

head ofthe household at the time ofthe survey.

The level of education and gender ofthe household head are also hypothesized to be

important in determining the level of household income per capita for reasons analogous

to why they were included in the MSE profit model.
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5.2.3 Household Assets

To capture the effect of household assets on the levels of household income per capita,

three variables are included in the models: total land owned by the household per

economically active adult, percent ofhousehold total land area with cash crops, and

number ofcashew and/or coconut trees per economically active adult in the household.

Results fi'om other research in Southern Africa (Jayne, 1992) suggest that households

with larger land holdings are more likely to grow cash crops, which is often associated

with higher household income. The results in Chapter Three suggest that land scarcity is

not a major push factor for households to diversify into micro and small enterprises in

Central and Northern Mozambique, in the sense that households with less land were not

found to diversify at a higher rate than the land abundant ones.” Given these hypotheses

and also the increased output likely to be generated in households with larger amounts of

land including fi'om cash cropping, it is hypothesized that household income per capita is

positively associated with total land area and cash cropping area. To test for the efi‘ects of

these two factors, total area owned per economically active adult, and the percentage of

total area used for cash cropping are include as independent variables. Likewise, to test

for the effect ofperennial crops on household income per capita, the number oftrees

 

2' Reardon et a1. (1994) found the same result in the West Afiica Semi-Arid Tropics ,

while Walker and Ryan (1990) and Liedholm and Kilby (1989) found the opposite result

in South Asia. Other studies reach inconclusive results (Reardon and Taylor, 1996).

Evidently, poor land households may feel the need to diversify but may be unable to do so

by other correlated constraints such as the lack ofhuman, physical and financial capital.
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hypothesized to be most important in determining income - cashew and coconut - owned

by the household is included as an explanatory variable.

5.2.4 Level of Infrastructure and Locational Factors

To control for variation in rural infrastructure, agrooclimatic conditions, soil quality and

other factors associated with variations within a particular province, the same set of

district-level dichotomous variables used in the MSE profit model (Table 5.3) is included

in the household income model.

5.2.5 The Household Per Capita Income Model

The following equation represents the household per capita income model, run for each of

the three zones:

Equation 5-2

1n(INCPC)= f(GATHFISH, MANUFACT, TRADE, SERVICES, EDU_HI-1H,

AGE_I-IHH, GENDER DEP_RAT, LAND_AST, LAND_CSH,

NTREE__AD, DIST_1...DIST_(n-1))

The household income per capita model is estimated using a log-linear model functional

form. Given this formulation, regression coeficients ofthe continuous variables in this

model are interpreted as the percentage change in household per capita income given a

unit change in the independent variable evaluated at its mean. The percentage change
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implied in the dependent variable by the coefficients, B, ofthe dichotomous variables is

equal to ea-l.

Table 5.5 provides the definition ofeach variable included in the model while Table 5.6

provides descriptive statistics about each variable (with the exception ofthe district-level

dichotomous variables) by geographic zone.

5.2.6 Results of the Household Income Per Capita Model

The household income per capita models perform reasonably well, explaining between 27

and 34 percent ofthe variation in per capita income. Analysis ofthe point estimators of

this model show several results (Tables 5.7).

Effect of Participation of Household Members in MSE Activities. Involvement of

household members in MSE activities has a positive efi‘ect on household per capita

income in nearly every sector.

Undertaking Gathering/Fishing activities increases per capita incomes in 139 percent in

Nampula and 103 percent in Zambezia/Mutarara. This translates to an increase in annual

per capita income of$70 and $38, respectively. The impact is mostly associated with the

relatively high returns yielded in fishing activities in the study area. The coeficient ofthis

variable is not statistically significant in Marries/Sofala.
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Table 5.5 Definition of the Variables Included in the Income Per Capita Model

 

 

 

 

 

 

Variables Definition

Dependent Variable:

INCPC Household annual income per capita

Independent Variables:

MSE Sectors

GATHFISH Gathering/Fishing and extraction Activities

(ltif gathering/fishing entaprise, 0=otherwise)

MANUFACT Manufacturing Activities

(l=if manufacturing enterprise, 0=otherwise)

TRADE Trading Activities

( l=iftrading enterprise, 0=otherwise)

SERVICES Services enterprises

( l=iftrading enterprise, 0=otherwise)

HH Structure

EDU_HHH Years of schooling ofthe household head

AGE_HHH Age ofthe household head in years

GENDER Gender ofthe household head dummy (l=fernale, 0-male)

DEF-RAT Household dependency ratio

HH Assets

LAND_AST Totalareaownedbythehouseholdpereconomically active adultinthe

household

LAND_CSH Percentage of land with cash crops

N'I'REE_AD Number ofcashewandcoconuttreespereccnornically active adultinthe

household

Location

DIS’1‘_1...(n-1) See Table 5.3 for definitions

 

Source: 1996 MAP Smallholder Survey and MAP/MSU MSE Survey

_
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Table 5.6 Mean and Standard Deviation of Variables in Income Per Capita Models

 

 

 

 

 

Nampula Zambeu'al Msnical

Variables Mutarara Sofala

Mean S.D. Mean S.D. Mean S.D.

INCPC 50 56 37 50 48 59

GATHFISH 1.4% 32% 1.5%

MANUFACT 23.7% 20.5% 24.3%

TRADE 8.1% 11.5% 16.1%

SERVICES 4.9% 2.3% 3.5%

EDU_HHH 1.7 2.0 1.9 2.1 1.9 2.2

AGE_HHH 42 14 43 13 43 15

GENDER 10% 13% 21%

DEP_RAT 1.01 0.62 0.89 0.53 0.90 0.56

LAND_AST 0.64 0.61 0.45 0.41 0.63 0.57

LAND_CSH (%) 4.91 14.15 0.46 4.27 0.45 3.99

N’IREE_AD 10.93 23.61 5.08 14.79 2.60 10.70

 

Source: 1996 MAP Smallholder Sin-vey and MAP/MSUMSE Survey



Table 5.7 Rgression Results on Factors Associated HH Income per capita

135

Dependent Variable:HH Annual Income per capita (InINCPC’)

 

 

 

 

Independed

Variables Nmpnla Zarnbenthntarnra Monica/Sofia

Coeilicients ltl ratio Coefficients M ratio Coefficieds It] lilo

Cm 2.673 17.583 2.294 12.406 2.690 12.818

GATHI-‘ISH 0.874” 4.142 0.706" 4.435 0.343 1.118

MANUFACT 0.295“ 4.448 0.463” 6.289 0.469” 4.845

TRADE 0.548” 5.559 0.707” 7.126 0.827“ 6.914

SERVICES 0.153 1.278 0.483“ 2.431 0.667“ 2.962

EDU_1'IHH 0.037“ 2.486 0.030“ 1.858 0.041“ 1.899

AGE_HH11 0.007” 3.320 0.006” 2.439 0.002 0.779

GENDER - 0.110 1.258 0.108 1.210 0.195“ 1.768

DEP_RAT - 0.373“ 7.797 - 0.310“ 5.034 - 0.237” 3.276

LAND_AST 0.499” 10.797 0.709” 9.511 0.465“ 6.425

LAND_CSH 0.007“ 3.221 - 0.002 0.256 0.015” 1.913

NTREE_AD 0.004” 2.754 0.014” 6.262 0.02“ 3.360

DIST_l 0.559" 4.581 0.129 0.842 0.193 1.122

DIST_2 0.512” 4.161 - 0.009 0.571 - 0.070 0.406

DIST_3 0.473“ 3.681 0.164 1.060 0.163 0.937

DIST__4 0.417“ 3.849 - 0.006 0.391 - 0.209 1.221

D18T_5 0.445” 3.513 0.221 1.425 0.203 1.148

DIST_6 0.267“ 2.166 0.288” 1.900 - 0.304” 1.697

DIST_7 0.134 1.070 0.523“ 3.449 - 0.251 1.482

DIST_8 0.698” 5.638 0.158 1.038 - 0.099 0.583

DIST_9 0.515" 4.118 0.354” 2.321

DIST_lO 0.377” 2.444

DIST_l 1 0.143 0.941

DIST_12 0.005 0.035

DIST_13 0.304“ 2.002

N 700 886 567

F-Statistic 18.848 14.424 12.497

Siylificance 0.000 0.000 0.000

Adj-R2 0.338 0.267 0.278

 

”Coeficiernsarenatinieallysignifiearnatthe 10%level.

Source: TIA-96 and MAP/MSU MSE Surveys.
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Involvement ofhousehold members in manufacturing activities increases incomes per

capita by 34 percent (517) in Nampula, 59 percent ($22) in Zambezia/Mutarara and 60

percent (529) in Manica/Sofala.

The impact ofhousehold participation in trading activities is remarkably important in all

zones. The efi‘ect ofhousehold involvement in trading activities, ceterisparibus, is to

increase smallholder per capita income by 73 percent (537) in Nampula, 103 percent

(838) in Zambezia/Mutarara and 129 percent ($62) in Manica/Sofala. This result supports

findings in Chapter Four that indicated that profits in trading activities in Manica/Sofala

tend to be higher than in other areas, therefore likely to have a significant impact on

household incomes. The relatively better marketing infrastructure and enabling

environment in that area may be a key reason for this finding.

Participation in services enterprises also have a positive impact on household per capita

income in ZarnbeziaMutarara and Monica/Sofala and is not significant in Nampula

Province. It increases per capita income in 62 percent (823) in Zambezia/Mutarara and 95

percent (846) in Manica/Sofala. It appears that the business environment in

Manica/Sofala is highly favorable for the development ofnot only trading and

Manufacturing activities, but increasingly the demand for services is also important.
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Other factors associated with household income per capita. Household structure and

the level of agricultural assets also play a role in explaining the levels ofhousehold per

capita income.

With respect to the impact of household structure variables, the models show that level

ofeducation and age ofthe household head have a positive efi‘ect in each zone. On

 

average, one additional year of education increases incomes per capita between 3 percent

in Zambezia/Mutarara to 4 percent in Manica/Sofala. As expected, age ofthe household

head has a positive and statistically significant efl‘ect in Nampula and Zambezia/Mutarara,

although with a very small order ofmagnitude.

Female headed household are significantly worse ofi‘, ceterisparibus, than male-headed

household incomes per capita in Nampula as expected. Unexpectedly, the effect offemale

headed households is positive in the other two zones. However, the only statistically

significant estimator ofthis variable is found in Manica/Sofala, where being female headed

adds about 20 per cent to incomes per capita.

As expected, additional dependents brought into the households, or the reduction in the

number ofeconomically active adults, reduces household income per capita. A unit

increase, at the mean level ofthe household dependency ratio variable, reduces income

per capita in 37 percent (519) in Nampula, 31 percent (811) in Zambezia/Mutarara and 24

percent (512) in Manica/Sofala.
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The analysis ofthe impact ofhousehold agricultural assets’ variables indicate that land

owned by the household has a positive and statistically significant effect in incomes per

capita in each zone. One additional hectare in land owned per economically active adult

in the household increases income per capita by approximately $25 in Nampula, $26 in

Zambezia/Mutarara and $23 in Manica/Sofala. This result is consistent with earlier

studies undertaken in Northern Mozambique (Tschirley and Weber, 1994; Strasberg,

1997; and Marrule, 1998).

The percent ofland owned used in cash cropping has apparently no effect in incomes per

capita in Zambezia/Mutarara, but a positive and statistically significant efi‘ect in other

zones. For instance, one percent increase in cash cropping land increases income per

capita by $0.35 in Nampula and 0.728 in Manica/Sofala. This results reinforce findings

fi'om previous MAP/MSU research on the important role played by cash crops in rural

incomes and household food security (Tschirley and Weber, 1994 and Strasberg, 1997).

In all zones, the number of cashew/coconut trees owned by the households has a positive

and statistically significant effect on household incomes per capita. In Nampula, where

cashew is an important crop, one additional tree increases incomes per capita by $0.18. In

Zambezia/Mutarara, major coconut areas, the figure is approximately $0.51, and in

Monica/Sofala, where both crops are important the efi‘ect ofan additional tree on per

capita income is about $0.96. It is obvious that these impacts vary widely within each

zone, with a higher impact in districts that are more endowed with cashew and coconuts.



 

SUIT.
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Unlike in the MSE model, locational effects are much more important in explaining per

capita income levels in the study area, which suggests that agricultural related locational

factors, such as soil quality, rainfall, etc, may have a key role in the region. For instance,

in Nampula, incomes per capita in all districts but Nacala-a-Velha are statistically higher

than incomes in Namapa district. In Zambezia/Mutarara, incomes per capita in Milange,

Mocuba, Murrumbala Narnacurra and Nicoadala are significantly higher than in Mutarara.

In Manica/Sofala, income per capita in Chemba is significantly lower than in Marromeu.

As referred in the MSE model, a detailed discussion of specific reasons explaining these

difi’erences requires additional information.

The findings in this chapter, along with results presented in previous chapters, are

summarized and used to draw broad policy implications in the next chapter.

 

 

 



Chapter 6

Summary of Conclusions and Policy Implications

6.0 Introduction

There is considerable conventional wisdom that in a poor country like Mozambique rural

household welfare is largely determined by activities in production agriculture. The

principal purpose ofthis study was to better understand rural household economic behavior

and income earning strategies, and the factors determining income levels. Special emphasis

was given to studying the role ofMSEs in rural household income strategies, through the

analysis ofMSE income contribution to total household income, as compared to other

sources. Furthermore, a detailed description ofthe MSE sector was undertaken by

analyzing the profit levels in the sector and their determinants. The central objective ofthe

study is to link broad policy implications to detailed findings in order to help policy makers

better address rural development programs aimed at increasing rural incomes, with special

emphasis on strengthening the role ofthe MSE sector.

The study uses data from a random sample of2,176 households interviewed in the 1996

Agricultural Sector Survey (TIA-96). For the same households, detailed information on

MSEs owned by household members was gathered concomitantly in the 1996 Micro and

Small Enterprise Survey for the Mozambique’s Central and Northern Provinces of

Nampula, Zambezia, Manica, Sofala and the District ofMutarara (Tete Province).

140
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Section 6.1 summarizes research findings and conclusions. Section 6.2 presents policy

implications, recommendations and suggestions for further research.

6.1 Summary of Research Findings

Diversification into MSEs and characteristics of the MSE sector. Thirty six percent of

rural households in. the study zone were found to have at least one member engaged in ,-

some kind ofMSE activity. As indicated in summary Table 6.1, manufacturing is the most

common type of activity among households, followed by trading, services and

gathering/fishing. Irnportantly, even some 30 percent ofhouseholds with relatively low

levels of agricultural income are becoming involved with MSEs. Yet, lower level

agricultural per capita income are still less likely to be engaged in all types ofMSEs, with

the exception ofgathering/fishing, the less common type ofbusiness in the region. Some

40 percent ofhouseholds in the highest per capita agricultural income tercile have MSEs.

The study likewise finds that households with relatively smaller land area owned are less

likely to be engaged in MSE activity.

Analysis at the enterprise level estimates that there are some 650,000 MSEs in the study

area, providing employment to an estimated total ofabout one million people. The majority

ofthe households with MSEs are engaged in manufacturing (56.9%) and trading (29.5%)

activities, most with forward linkages from local agriculture.
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Table 6.1 Summary of Findings on Diversification into MSEs and Annual Profits

Per Worker, by Am'cultural Income Per Capita Terciles

 

 

 

HstitllMSEsbyAgrienltnr-alIncome MSEProlitpernnpddworim-by

Er capita Tereile' MIncome er“E Terelle'

MSE Sectors

1 2 3 All Hhs’ 1 2 3 AI HHs’

($3) (314) (359) 1% MM

—percnnof1-iouseholrb— --Sperurmaidwcrker—-

Homebolda with“ MSEs 70 59 60 64 - . . -

Homeboldswa MSEs 30 41 40 36 75 78 67 74

Mnnnfaetnrhg 16 21 23 20 34 40 45 40

Trndhg 7 1 1 10 9 134 130 140 134

Services 4 6 5 5 84 45 48 60

M 3 3 3 3 m 332 I" 173 

'mmmmmmmmmmwmhmnmnuydommmamw

salmficrnhouaeholdmembernandprofitsfrornMSEactivity.

’Totalhousehold'mccmepercapitaindlesnldyareaaveragew.

Source: 1996MAPSmalIholderSrnwyand1996MAPMSUMSESwveydata

—

When compared to households whose members are without MSE activities, households

with members engaged in MSEs appear to be larger in size, more likely to be headed by

males and relatively better educated, and hold relatively larger areas ofland.

The participation ofhouseholds in agricultural markets (as suppliers) is more common

among households whose member(s) own MSEs. For instance, among households with

MSEs, 47 percent market food crops, while among those without MSEs, only 43 percent

do so. Finding are also that households with MSEs have greater involvement with cash

cropping the figures (52 versus 46 percent). Likewise, the propensity to diversify into

MSEs is relatively higher among individuals whose households grow cash crops, when

compared to those that do not. Among households with cash crops, 38 percent are
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involved in some type ofMSE, while among those that do not grow cash crops, only 33

percent are engaged in MSE activity. This suggests that under conditions ofweak or

missing credit markets, cash cropping may increase household liquidity, and the ability to

diversify incomes. As expected, given the near absence of landless households, and the

extensive use ofown household labor, participation in farm and non-farm labor markets is

of negligible importance. Households without MSEs do supply more labor market days per

year than those that diversify into MSEs.

Profits in the MSE sector. MSE total profits vary widely by province, enterprise and

household characteristics. Results fiom individuals that own MSES indicate that MSE

profits in the region are, on average, approximately $94 per year per enterprise, and at the

household level, 8118 per household, when multiple enterprises are taken into account.

Enterprises in Manica Province yield the highest profits ($145 per enterprise and $217 per

household) followed by Sofala ($122 and $179), Zambezia ($105 and 5123), Nampula

($64 and $76) and finally Mutarara ($44 and 872).

Summary Table 6.1 shows MSE profits per worker by sector, across agricultural income

terciles. Results indicate that, overall profits are relatively higher in trading and

gathering/fishing (predominantly fishing) enterprises followed by services and

manufacturing. Across per capita income terciles, results indicate that middle tercile

households earn the highest profits per worker in gathering/fishing. Higher tercile

households earn the highest level ofprofits per worker in trading and manufacturing.
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Lower agricultural income tercile households that engage in services (especially

construction and repairing) earn relatively higher profits per worker than other households.

Lower tercile households engaged in gathering/fishing earn higher profits per worker than

the higher tercile households. This suggests that households with uncertain cropping

incomes can reduce their income risk by engaging in services and gathering/fishing

activities. However, the ability to do so may be limited in many areas, due to various

reasons, including lack of liquidity to invest in capital intensive services. Fishing activities

depend on natural endowments that are not present in all locations.

Determinants ofMSE total profits. Econometric analysis indicates that MSE total

profits are positively associated with enterprise size in all zones. An additional worker

adds to annual profits, on average, 335 in Zambezia/Mutarara, $40 in Manica/Sofala and

569 in Nampula. While age ofthe enterprise is not a factor determining profits in all zones,

the level ofeducation ofthe owner is an important factor affecting profits in

Zambezia/Mutarara. Gender ofthe owner also has an efi‘ect on profit difi‘erentials. In

Zambezia/Manica and Manica/Sofala, male-owned MSEs earned, ceterisparibus, $44 and

$54 more than their female-owned counterparts. The relationship between land holdings

and MSE total profits was found to not be statistically significant. Coefi'lcients of district-

level dichotomous variables indicate that MSE profits, with few exceptions, do not differ

much across districts.



145

An important result fi'om a policy perspective, is the positive effect on profits of

entrepreneur participation in business support groups in the Zambezia/Mutarara zone.

Controlling for all other factors, participants in such groups earn yearly profits 363 higher

than non-participants in that zone. Government agencies and NGOs involved in the

promotion ofMSEs in these areas through the formation of rural associations need to look

at the reasons behind this apparent success, and find ways to extend this efl‘ort elsewhere.

MSE sector efl‘ects were found in Nampula, where trading enterprises earn annual profits

that are statistically higher than enterprises in the services sector. In Zambezia/Mutarara,

manufacturing activities earn profits statistically lower than the services sector.

Household total and per capita income levels. Annual household and per capita incomes

in the study region appear to be extremely low. On average, household income for the

region is $201, varying fiom $169 in Mutarara and Zambezia to $295 in Sofala. Per capita

incomes average 544 for the region, varying from $27 in Mutarara to $50 in Nampula and

Manica. Income ratios between households with MSEs and those without, indicate that

those with MSEs earn twice as much in terms oftotal household income and 1.7 more in

terms ofper capita income. This result suggests that the promotion ofMSEs in mral areas

has a potential to boost incomes, but prospects to MSEs are clearly not independent of

other investments at the household level and in local infrastructure.
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Household income shares. Analysis of total household income shares by household

income per capita terciles, among all households in the study area, indicate that:

i) the majority ofincome is generated on-farm, in each zone, predominantly in the

form of retained agricultural production, although this share falls as households get

richer;

ii) despite the fact that about 45 percent ofthe households sell some oftheir staple

food production, the share ofincome from household staple food marketed is

surprisingly low. Moreover, the share ofincome from cash cropping is

systematically low, except in Nampula Province where cash crop income is the

major source ofhousehold cash income;

iii) ofllfarm (farm and non-farm labor market and MSE activity) income is

dominated by MSE activity which has a systematically higher share than net labor

sales;

iv) the share ofMSE income averages 10 percent for the entire region, varying

from as low as 7 percent in Nampula to as high as 14 percent in Manica and 15

percent in Sofala. MSE income shares by household income per capita tercile show

a monotonically increasing relationship, i.e., the share ofMSE income increase

geometrically fi'om the poorest household group to the richest. A similar result was

reported in studies in ngeria (Matlon, 1979), Tanzania (Collier, Radwan and

Wangwe, 1986) and Burkina Faso (Reardon, Delgado and Matlon, 1992). This

result suggests that diversification by poor households into MSEs may have been

limited by barriers to entry into profitable businesses. Attempts to specialize in

agriculture by poor households may also be limited, leaving them at the lowest

income strata. Further analysis is necessary to better understand this phenomenon.

Effect of participation of household members in MSE activities on household per

capita income levels. In summary, econometric analysis shows that the involvement of

household members in nearly all MSE sectors has a positive efi‘ect on per capita incomes

(Table 6.2). Controlling for all other factors, results in this study suggest that

gathering/fishing” is particularly important in Nampula, where it has the strongest overall

 

2’ This category is mostly dominated by profitable fishing enterprises.
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income effect, followed by trading businesses, and in Zambezia/Mutarara , where it has the

same efl‘ect as trading businesses. In Manica/Sofala, trading enterprises have the relatively

strongest income effect followed by service enterprises.

Table 6.2 Summary of Estimated Effects ofMSE Sectors on Household Income per

Capita, by Zone

   

  

Nampula Zambesial Manical

MSE Mutarara Sofala

Sectors

Percent Absolute Percent Absolute Percent Absolute

Impact on HH Amount Impact on Amount Impact on Amount

Income per (8) 1111 Income (8) HH Income (5)

Capita per Capita per Capita

Gathering/Fishing 139 70 103 38 not significant effect

Manufacturing 34 17 59 22 60 29

Trade 73 37 103 38 129 62

Services not significant effect 62 23 95 46

 

Source: Derived from econometric estimation found in Table 5.7

 

The impact ofmanufacturing, the most common business group in the region, and services

is relatively weak overall. In Nampula manufacturing yields a stronger impact than services

(not statistically significant). In Zambezia/Mutarara it has a similar impact, while in

Marries/Sofala services yield a higher impact than manufacturing businesses. Relatively loe

contribution fiom manufacturing may be related to the relative saturation ofthe major

manufacturing businesses, essentially foods and beverages and the exclusive reliance on

local markets which makes returns to these activities relatively low. Given the current

stage ofrural development, demand for many services is still low. Higher local incomes
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may lead to an increasing demand that may encourage households to get increasingly

involved in such businesses and receive higher returns.

Effect of household structure and level of agricultural assets on household per capita

income levels. Results indicate that per capita income levels are positively associated with

household head age and years of schooling. Gender ofthe household head was not found

to be a statistically significant factor in Nampula and Zambezia/Mutarara. In

Manica/Sofala, controlling for all other factors, being female headed has an unexpected

positive efi‘ect on per capita income.

Household agricultural assets are also important factors associated with the level of

household income per capita. First, a positive and statistically significant relationship is

found between total land area owned per adult and the level ofhousehold per capita

income in each zone. Second, the percent of land owned which is used in cash cropping

has a positive efi‘ect on household income per capita in Nampula and Manica/Sofala.

Third, the number ofcashew and coconut threes owned per adult in the household has a

positive efl‘ect on income per capita in each and every zone. The magnitude ofthese

impacts is variable across zones, and an even wider variation is likely across districts.

These results are consistent with earlier studies undertaken in the region that stress the

importance ofland access and cash cropping in household food security (Weber and

Tschirley, 1994, and Strasberg, 1997).
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6.2 Policy Implications, Recommendations and Further Research

This study has confirmed the importance ofmicro and small enterprises in rural household

income in Central and Northern Mozambique. Policy makers and researchers need to pay

more attention to MSEs as part of rural development strategies. Yet the study also shows

why rural development policies aimed at increasing rural incomes should focus on an

integrated activity approach that promotes increases in agricultural production while

enhancing the role ofMSEs.

Also, the current insignificance ofthe local farm labor market as a reliable cash income

source, in a labor abundant setting, makes investment in MSEs by rural households a viable

income enhancing alternative. MSE promotion can complement other efi‘orts to facilitate

agricultural development, and as food and cash cropping is intensified, there will be more

demand for hired labor. Therefore, over time, agricultural and farm labor sales income are

likely to be increasingly complementary.

As research results indicate, the majority ofMSE activities that have started to emerge in

relatively significant numbers in rural areas are very small in size and yet have important

linkages with local agriculture, through the use of inputs (manufacturing) and agricultural

commodities (trade). The level ofinfrastructure and demand conditions present in the

areas where these enterprises are located are likely to be very important for the growth of

the sector. However, there is effective demand for MSE goods and services in other areas,

but the lack ofinformation on business opportunities, a missing credit market and a poor

 



150

transport infrastructure prevent households (especially the poorest) from investing in

MSEs, due to very high transactions costs involved. Richer households, some already

involved in MSE activity, are often discouraged from investing in more capital intensive

MSE activities even though they have more financial hability, due to the lack of

information/know how and basic tools to start up activities such as blacksmithing, building

materials, repair services, etc. As the economy grows, these activities are likely to be in

increasing demand.

Therefore, local Governments and NGOs designing and implementing rural development

programs should emphasize strategies that:

i) Identify and support MSE activities with potential to increase rural incomes.

Activities with linkages to agriculture through input/output markets should be given

special attention, but Other types ofbusinesses opportunities should also be

considered. The benefits of such support can be potentially maximized if emphasis

is given to the support ofbusiness associations or other informal groups, that have

the potential to minimize transactions costs, through facilitated access ofparticipant

MSEs to input and output markets, as well as access to credit, non-financial

assistance, etc. The present study clearly documents the payoffto such assistance.

ii) Resist trying to control MSEs. Instead, create an enabling business environment

for the middle-person to operate in, through dissemination ofinformation about

business opportunities, reduction ofoficial rules and regulations, and focus on the

availability ofvery-short term credit, principally for working capital. Promote

group lending schemes already experienced in other countries, especially among

female operators. As results indicate, female operators are still poorly involved in

MSEs in rural Mozambique, but typically female businesses have shown very high

repayment rates in other countries.

iii) Given the positive association between agricultural cash income and MSE

activity, the promotion of cash cropping and efforts to improve the performance of

food markets in rural areas should continue to be considered through both public

and private policies and programs that improve input supply systems and marketing

services. Households that participate in cash crop production, or successfirlly
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participate in food crop markets, are typically more likely to engage in MSEs, often

self-financing their investment. The identification ofbusiness opportunities is of

great need for these potential operators. Basic training and “start-up” guidance is

also essential. Much could be done with efforts that focus on training and MSE

technical assistance;

iv) Promote actions that strengthen MSEs but also emphasize linkages with

Government and NGO agricultural programs. Too often, agricultural development

projects overemphasize agricultural production and pay too little attention to the

possible complementary role ofMSEs in overall household income strategies. Now

that the country is beginning to reach national food self-suficiency, food security

has improved in many areas, but there are still deficit areas where agricultural goods

need to flow. Strategies to promote trading activities to fill that gap, and

manufacturing activities with linkages to agriculture should be given top priority in

complementing agricultural investments. Fishing businesses should also be given

special attention, especially among land poor households in coastal areas;

v) Investment in public roads and the availability ofmarket information, not only for

the agricultural sector, is ofgreat importance in this process to facilitate access to

distant markets in rural and urban areas where there is efi‘ective demand.

Furthermore, promotion oftrade fairs and construction ofpermanent market places

where MSE operators pay a minimum fee for maintenance proposes, is also very

important. Consultation with local authorities and potential beneficiaries in the

process is recommended.

In summary, as results suggest, rural incomes are affected by multiple factors that interact

in many different ways. It is clear that MSE businesses flourish as rural incomes grow.

More sustainable rural development will be achieved in a multi-sectorial fashion. However,

the success ofsuch strategies depend in part on how well these complex factors are

understood by policy makers and economic agents. The empirical data collected in this

study is an important contribution, but is not enough to answer all questions and

recommend specific policies and programs. Therefore further research is recommended.

Important applied research themes include:

1) Study in more detail the relationship between land access, household income and

household income diversification. This includes the study offarm and non-farm



152

labor markets and MSE investment and returns. This study provides initial insights

that show the importance ofimproving access to land in order to raise smallholder

income, and support further income diversification. These results need to be

complemented with more research on the land allocation system in order to better

recommend how and why policy makers can improve smallholder land policy and

overall rural development.

ii) Study ways to enhance agricultural sector intensification ofboth food and cash

crops, and study the relationships between agricultural cash income and sources of

MSE investment, income levels and applications. Understanding the dynamics of

the capital flow in the rural economy is very important in designing rural growth

oriented policies;

iii) Study in more detail activities identified in this study as having potential to

increase household incomes, and identify and study sub-sectors that can potentially

generate rural employment and income growth focusing on specific regions,

resources/commodities and opportunities;

iv) Study rural financial markets for the design of sustainable credit schemes, either

individual leading type or business associations. As the economy grows and

becomes increasingly monetized, micro-finance issues are ofkey importance in

addressing rural development policies.
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