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Introduction

1. Budget execution is measured as percentage release and spending in relation to the original approved estimates
. Recently, there has been good progress in budget execution compared to previous years. This has been made possible by the continued efforts to strengthen capacity of spending agencies in planning, budgeting and implementation of budgets. Despite these improvements, there are still challenges in budget execution including timeliness in release of funds, weak absorption capacity by spending agencies, weak cash flow management and procurement plans; as well as under reporting of direct-to-project funds. Under execution of the budget has often being cited as one of the major hurdles limiting the ability of the public expenditure to deliver public services and obtain required results.
2. The budget under execution problem in Tanzania has often being more serious in the development budget while less so in the recurrent budget. Although the under-execution problem is less pronounced in recurrent budget, deviation worsens (inevitably) as we look in more detail.  Some important items of recurrent expenditure are parts of a subvote, and so very pronounced deviation from plan can occur without being captured in the “vote level” figure for execution.  For example, there are problems with regards to the primary school capitation grant. 
3. Most often, release of development funds is delayed and happens towards the second half of the financial year. Further to late release, there is also an issue of uncompleted release of development funds. Since expenditure pattern follows release pattern, late and uncompleted release of funds automatically result into under-spending by spending agencies, hence under-execution of the budget. Release of recurrent fund is mostly achieved in timely manner. However, there is under-spending for key elements of the recurrent budget below vote level, and the Education PETS confirms that there is very significant deviation from plans between and within LGAs..
4. The large gap in development budget execution is the results of two gaps – the release gap and the spending/absorption gap. However, most often the spending gap or low absorptive capacity is reinforced by the release gap. Late release of development funds limits the capacity of spending units, including LGAs, to utilize funds and may jeopardize the quality and efficiency of spending.
How big is the budget execution problem?
5. The size of the execution problem differs according to the nature of spending and source of financing. Development budget tends to experience higher execution gaps than recurrent budget. For instance, in 2007/08 only about 45 percent of the MDAs’ budget development funds were spent. Preliminary outturn data for 2008/09 indicates that about 52 percent of budgeted development funds were spent. Recurrent budget execution in both years was more than 90 percent (at vote level). The source of funding also matters in development budget execution. Execution of the locally funded component of the development budget performs better than the foreign funded component. Regardless of the source of funding, the nature (capital v current) of spending also matters. Sectors with higher share of capital investment spending in their development budgets experience major execution problems than the sectors with higher current spending component. 

6. “Execution” of the recurrent budget is high in that over 90% of the budget is spent, compared to about 50% for development.  However, deviation from plans can be much greater at the next level of disaggregation for example within regional votes.  Evidence is that allocation of resources for recurrent spending can be highly skewed against some LGAs, with releases worsening this inequality and LGA discretion further worsening it.  This does not affect aggregate execution of the recurrent budget but it causes great inequalities and inefficiencies
What are the main causes of this problem?
7. The limited capacity in planning and physical execution of investment programs has been identified as one of major sources of under execution of development budget. The limited capacity in planning and execution manifest itself in release and spending/absorption gap. Release gap in mainly caused by weak cash flow management and procurement plans; limited planning and execution capacity; and also unrealistic budget [unpredictability of the funds]. Spending or absorption capacity gap is mainly caused by under-reporting of direct to project development funds; delays in release of funds [especially basket funds]; and overly demanding administrative and procurement procedures within spending agencies. 
8. Cause # 1. Release of development budget funds is triggered by the cash flow and procurement plans prepared and submitted to the MoFEA in timely manner. However, many spending agencies do not submit these plans in timely manner, which makes it difficult to have a comprehensive cash flow in order to allocate resources accordingly. In addition, some spending agencies do not prepare their cash flow plans based on realistic action plans, making it difficult for MoFEA to implement under a cash budgeting framework. 
9. Cause # 2. Limited capacity to plan and physically execute large capital investment projects is also cited as major cause of realized gap. There is limited capacity in some sectors to execute large capital investment projects, which includes inadequate capacity to design, plan and implement quality projects, from feasibility and economic evaluation studies to the physical implementation and monitoring.  This includes the credibility of the associated procurement and cash flow plans. Weakness in planning and physical implementation reduces capacity to absorb funds and therefore slows down execution of development programs.
10. Cause # 3. Large investment projects take longer time horizon to implement, normally more than one year. Thus, a coherent link between sector strategy and budgetary framework is important so as to ensure sustainability of such projects.  
11. Cause # 4.  Poor budget execution performance is also a result of under-reporting due to difficulties in capturing direct to project funds. For instance, while all donor-funded infrastructure projects are recorded in budget books, 84 percent of spending of these projects is not integrated in the IFMS. Spending of these projects, especially direct-to-project funds, is done using the dummy exchequer method, once spending agencies confirm the receipt and spending of such project funds. Although the dummy exchequer system   appears to be sound technically, the main actors in charge of its implementation don’t appear to have the incentives to apply it adequately. Only a small proportion of direct to project donor funds are captured in dummy exchequer system despite requirement of quarterly reporting.
12.  Cause # 5. Delays in release of basket funds triggered by further reporting requirements add to the low execution of development budget. Delays in disbursement of basket funds is triggered by the frequency of approval required and also conditions for approval to and from the holding accounts. Different approval frequency and conditions are required for different basket funds although they are all operating under the same financial management context. Type and frequency of reporting and auditing requirement also vary significantly across different baskets. 
What are possible options to address this problem?
13. Solution # 1. Strengthening credibility of the cash flow and procurement plans as well as strengthening the cash management unit at the Treasury. Currently, 4 pilot MDAs have been trained and they are in the process of preparing credible cash flow and procurement plans. These will be implemented and evaluated accordingly. The efforts will be extended to strengthening capacity to all spending agencies to prepare credible cash flow and procurement plans.  
14. Solution # 2.  It is important to strengthen capacity to prepare and implement public investment projects. Such capacity should include project designing, planning and implementation, from feasibility and economic evaluation to the physical implementation and monitoring. It is critically important to maintain a data base on the status of all investment projects that are ongoing and those which are in pipeline. Projects should be prepared well in advance and put in a project data bank ready for implementation whenever fiscal/budget space is available. This is a key especially for large infrastructure projects.
15. Solution # 3. It is critically important to strengthen the MTEF, including the public investment planning. The strengthened MTEF should also be followed by predictable resources, both local and foreign.  Reliability of the MTEF is critical in order to trigger predictability of resources. 
16. Solution # 4. It is important that the approved project funds is channeled through exchequer system while government and DPs are working closely to ensure that further support follows the preferred Aid Modality (General Budget Support) as stipulated in JAST. 

17. Solution # 5.  The Treasury will continue to strengthen the procurement and internal audit units in all spending agencies. This will, among others, enhance their understanding of standard procurement procedures. The Public Procurement Policy Unit in MoFEA and the establishment of an independent Internal Audit Department in MoFEA will strengthen the oversight function and are important milestones. 
18. Solution # 6.  The problem of extremely uneven budget allocation and budget execution at the LGA level is known to be largely HR driven.  Got has introduced a Special Budget for underserved districts to help address this problem, and it should work as long as the criteria for selecting underserved districts is right.  It could be improved if Special Budget resources could be sued for staff incentives as well as development activities. 
Figure 1: Recurrent budget, release and expenditure
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Figure 2: MDAs Development budget, release and expenditure
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              Source: Budget Execution Note 2008 and 2009 [Forthcoming] 

Table 1: MDAs Development Budget Execution – 2007/08
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Foreign Local Total Foreign Local Total

Overall Current 41.3               6.2                 47.5             47.5              54.5              48.4               

Capital 24.2               28.3               52.5             23.5              67.8              47.4               

Total 65.5               34.5               100.0           38.6              65.4              45.2               

Agriculture

Current 40.2               6.6                 46.8             82.1              92.3              87.8               

Capital 29.7               7.1                 36.8             83.2              93.5              83.2               

Total 86.2               13.8               100.0           82.9              92.7              84.1               

Education

Current 56.9               25.9               63.9             90.0              97.2              90.8               

Capital 16.1               20.0               36.1             54.9              86.1              72.2               

Total 73.1               26.9               100.0           82.3              89.0              84.1               

Health

Current 81.8               0.9                 82.7             65.4              83.4              65.6               

Capital 14.6               2.7                 17.3             13.3              68.2              21.9               

Total 96.4               3.6                 100.0           59.4              72.0              59.8               

Energy

Current 9.8                 7.5                 17.3             18.8              12.1              15.9               

Capital 27.1               55.6               82.7             20.7              1.4                7.8                 

Total 36.9               63.1               100.0           20.2              2.7                9.2                 

Roads

Current 4.7                 4.7                 9.4               6.3                88.0              46.9               

Capital 48.1               42.5               90.6             9.7                95.6              50.0               

Total 52.8               47.2               100.0           9.5                92.7              49.6               

Water

Current 36.1               1.9                 38.0             43.1              95.5              45.8               

Capital 32.8               29.2               62.0             36.0              95.2              42.2               

Total 68.9               31.1               100.0           40.3              95.5              40.3               

 Shares of total   Execution rates 


Source: Budget Execution Note 2008 and 2009 [Forthcoming] 

� AT “Vote Level”, the convention is to calculate deviation as the sum of the absolute values (+) of deviations in each vote divided by the sum of the total allocations for each vote.
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