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PUBLIC EXPENDITURE REVIEW 2008

CLUSTER MTEF

1.0. Introduction
1.1. Overview of Public Expenditure Review  
1. Tanzania’s Public Expenditure Review (PER) is a key process in monitoring implementation of various public financial management reforms. Through the PER process, the Government and its development partners develop a systematic program and a sequenced approach in addressing  identified issues so as to bring about accelerated economic growth and poverty reduction impacts which are the main pillars of the National Strategy for Growth and Poverty Reduction (MKUKUTA). 

2. PER is a year long process, with most analytic work undertaken in the Cluster Working Groups (CWGs), under the guidance of the PER Main Group.  The Annual PER Consultative Meeting provides a forum for dialogue focusing on the key issues emerging from the year long processes, and the resultant policy and strategic underpinning for the Medium Term Expenditure Framework (MTEF) and public financial management reform processes. 

3. PER dialogue has been very instrumental in ensuring fruitful discussions and linkages between various stakeholders within the Government, and non Government actors. This is made possible through Cluster Working Group meetings, which draw participants from Government institutions, departments and agencies; development partners, NGO, CSO, and other non-state actors.  The Government is responsible for providing leadership to the process, and most agreed actions other than those related to donor practices are implemented within Government institutions. Moreover, the role of Government in this regard links up with its constitutional mandate and obligation as the overall manager of public affairs.
4. There are four Cluster Working Groups (CWGs) structured along the MKUKUTA framework, and all contribute to the MTEF strategy, reflecting the balance of issues arising from the dialogue. They are as follows:
(a) CWG 1 
- Growth and reduction of Income Poverty;

(b) CWG 2 
- Improvement of Quality of Life and Social Well Being;

(c) CWG 3 
- Good governance and Accountability;

(d) CWG 4 & 5 - Macro Group and Public Financial Management

5. This year has seen some fruitful initiatives in the form of Policy Notes some of which aim at improving budget preparation, implementation and reporting; building capacity within the Government to further coordinate PER process and takes the lead in the implementation of various reform initiatives. The capacity building initiative is ongoing.

6. The scheduling of PER/MKUKUTA Annual Consultative Meeting in November is a milestone in ensuring an effective implementation of key recommendations arising from the process. It is noteworthy that the process has now been aligned efficiently with the budget cycle following the experiences drawn from the previous calendar where the forum was scheduled in May every year. In this regard, it was noted that the recommendations were coming very late to be effected in the annual budget, but also too early to be very useful for the upcoming MTEF cycle. Thus the Government believes that the shifting of Annual Consultative Meeting to November will prove successful.

1.2. Organisation of the report
7. The rest of the report is organized in five parts, namely: the Medium term expenditure framework (MTEF); development partner’s performance in aid effectiveness; Status of implementation of PEFAR 2007 Aide Memoire issues; a note on the PEFAR 2008; and a concluding remark.
1.3. Economic Outlook and the Global Economy

8. Tanzania continued to post strong economic performance during the last fiscal year. Real GDP growth is estimated at 7.3% real, compared to 6.9% in 2006/07. Growth benefited particularly from the good performance in transport and communications (10.1.%), mining (9.8%), construction (9.4%), and tourism and trade (8.7%). Reminiscent of the trend in recent years, fiscal performance continued to be strong during 2007/08, with domestic revenue, and programme support, exceeding projections for the year to June 2008. Income Tax (especially PAYE and corporate income tax) and VAT performed particularly well. The overall domestic revenue outturn was a 33% increase over actual collections in 2006/07. A combination of measures implemented by the Bank of Tanzania led to a reduction in interest rates, both on Government securities and bank lending operations, and a strengthening of the shilling. Nevertheless, inflation continued on an upward path, from 5.8 in June 2007 to 9.3% in June, 2008, reflecting the inflationary pressures mainly due to high global oil and food prices. This inflation trend continued, reaching 11.6% in September 2008, the first time double digit inflation was recorded in more than a decade. Inflation is therefore an area of particular focus going forward.
9. Tanzania’s negative balance of the goods account continued to widen during 2007/08, as a moderate increase in the value of goods exports failed to fully cancel out a significant increase in corresponding imports. The growth in the value of export goods was explained mainly by remarkable increase in manufactured exports and strong performance in the volume of traditional exports, particularly cotton, owing to good weather conditions during the year. The sharp increase in imports of goods was driven mainly by higher fuel costs and the continued increase in imports of capital goods. The gap is projected to grow further in the medium term on account of the increased demand for capital and intermediate imports driven by increased investment and domestic production.

10. Notwithstanding the observed widening in current account deficit, net flows in capital and financial accounts led to an increase in gross official reserves held by the Bank of Tanzania from USD 2,153.4 million at the end of June 2007 to USD 2,648.5 million at end-June 2008, equivalent to about 4.5 months of imports of goods and services. In the same period, the shilling appreciated nominally from an average of TShs 1,132 in 2006/07 to an average of TShs 1,185.9 in 2007/08. However, the recent world economic downturn has led to high demand for US Dollar, thus causing a depreciation of the shilling against dollar.

11. Going forward, the economic growth is expected to slow down relative to initial forecasts, as a result of the global economic slowdown. In this regard, the economy is projected to grow at 7.5% in 2008 and around 7.3% in 2009. Thereafter, a recovery in world economy is expected, with a similar trajectory for Tanzania’s economy in the medium term.
12. The Government budget has continued to benefit from the improvement in domestic resource mobilization and inflows of foreign assistance, which confirms the Government’s strategy for increased domestic revenues to finance the budget, and development partner’s willingness to support the budget. Total domestic revenue has been increasing consistently as seen in Table 1 below, both in absolute terms and as a% of GDP. From 11.8% of GDP collected in 2004/05, the Government collected 16.4% in 2007/08, and collections are expected to reach above 17.8% in 2008/09. Improvement in domestic revenue is a result of increased economic activity coupled with strengthened tax administration and increased compliance.  Notwithstanding the increase in domestic revenue mobilization, the gap between total expenditure and domestic revenue has been growing year after year as development partners continue to provide their support. This has created a room for the Government to expand its budgetary operations to cater for infrastructure development and other priority interventions.
13. Overall expenditure increased in line with the increase in resources, with recurrent expenditure growing modestly compared to the growth of development expenditure. The increase in expenditure over time confirms Government’s commitment to meet debt service obligations, adequately finance MKUKUTA interventions, and improve civil service remuneration in order to enhance efficiency in service delivery. 
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Actual  Actual  Actual  Actual  Budget

I. TOTAL RESOURCES 22.5% 24.4% 23.2% 23.5% 27.1%

Domestic revenue 11.8% 12.5% 14.1% 16.2% 17.8%

Programme loans and grants 2.9% 3.5% 3.8% 4.4% 3.1%

Project loans and grants 4.7% 4.4% 3.5% 3.8% 4.0%

Basket support loans and grants 2.2% 1.8% 0.8% 1.8% 1.6%

HIPC relief - Multilateral 0.5% 0.5% 0.0% 0.0% 0.0%

MDRI (IMF) 0.0% 0.0% 0.6% 0.5% 0.2%

MCA (T) USA 0.0% 0.0% 0.0% 0.0% 0.3%

Net Domestic Financing 1.0% 2.1% 1.2% -1.5% 0.0%

Adjustment to Cash -0.6% -0.5% -0.9% -1.7% 0.0%

Privatisation Funds 0.0% 0.2% 0.0% 0.0% 0.2%

II. TOTAL EXPENDITURE 22.5% 24.4% 23.2% 23.5% 27.1%

RECURRENT EXPENDITURE 14.2% 16.4% 16.3% 15.4% 17.8%

CFS 2.7% 3.4% 2.4% 2.6% 2.4%

Debt service 1.7% 2.0% 1.3% 1.4% 1.4%

Interest 1.2% 1.3% 1.1% 1.2% 1.1%

Amortisation 0.9% 0.7% 0.2% 0.3% 0.3%

Others 1.1% 1.3% 1.2% 1.2% 1.1%

Recurrent Exp. (excl. CFS) 11.5% 13.1% 13.9% 12.8% 15.3%

o/w Salaris and wages 3.7% 3.9% 5.0% 5.1% 5.5%

DEVELOPMENT EXPENDITURE 8.3% 7.9% 6.9% 8.1% 9.4%

Local 1.6% 1.7% 2.6% 2.5% 3.5%

Foreign 6.7% 6.2% 4.3% 5.5% 5.8%

GDPmp 14,968,443 16,953,281 19,444,836 22,437,696 26,622,639

As a percent of GDP

Table 1: Budget Frame for 2004/05 - 2008/09  


14. Tanzania’s annual income per capita is currently at around USD 500, substantially below the Vision 2025 aspirations of USD 3,600 by 2025. Although the recent HBS results indicate a declining family size and possibly the birth rate, the hitherto recorded annual population growth of around 3% suggests that the economy must grow by at least 10% per annum in real terms between now and 2025. In this regard, the MTEF ought to seek to exploit and increase opportunities for wealth creation, while maintaining sound tax and expenditure policies for distributing the benefits accruing from the resulting growth.
15. To achieve the requisite rate of growth, Tanzania needs to increase the rate of national savings and investment. In addition, the country needs to increase its export competitiveness to exploit export opportunities. Reducing the cost of doing business, improving the productivity of both capital and labour in key sectors, promotion of labour intensive technologies capable of absorbing the fast growing population, and initiatives to contain population growth must form the constituent parts of a comprehensive growth strategy. 
16. Preliminary results from the 2007 Household Budget Survey (HBS) indicate that the incidence of poverty declined from 35.7% in 2001 to 33.3% in 2007 of the population. Improvement is reported in primary and secondary school enrolment and attendance, adult literacy, housing, and ownership of consumer assets (except computers). While the proportion of sick people consulting a heath provider was more or less constant since 2001, a higher proportion of respondents reported satisfaction with services in public health facilities, and fewer reported lack of drugs at health facilities generally. Although the absolute number of people with access to piped water increased over the period, the proportion of such access in the population declined from 39% to 34% (against a 2-points increase in access to water from any other protected source), and access to grid electricity remains limited especially for rural communities. Although reflecting a recovery from a shrinkage of the banked population during the initial phase of reforms in the sector (when banks closed branches, new banks imposed high minimum balance conditions, and formal employment opportunities declined following privatisation of most public enterprises), access to financial services remains low, with only 17.8% of the households having a bank account or access to an informal savings group compared to 23.1% and 10.0% in 1991 and 2001 respectively. 

17. Given the priority accorded to the provision of basic social services in our poverty reduction strategies hitherto, these results indicate the need for scaling up both the amount and quality of investment in the sectors in order to protect the gains already achieved. This will require, as a prerequisite, increased mobilisation of resources from both domestic and foreign sources, and scaling up investment in the productive sectors in order to accelerate growth and ensure sustainable expansion of the domestic resource base. Once completed, the HBS results will therefore constitute an important input in the preparation of the third growth and poverty reduction strategy in 2009.
Global economic situation
18. The world is currently going through an economic crisis of unprecedented significance since the late 1920s!! Stock markets have tumbled; lifetime savings wiped out, jobs lost, and market are drying up. The word “recession”, long avoided for its psychological and somewhat political consequences, is now regularly used in official communiqués to describe the state of many developed economies. The US economy is in a contraction mode, as are those of the UK and the Euro Zone. The IMF recently slashed its growth forecasts for the world economy again, and called for more broad-based action to mitigate the impact of the financial crisis and boost growth. According to the Fund, advanced economies are now expected to suffer a contraction during all of 2009, declining 0.3%, which would be the first full year of negative growth since World War II. Growth in India and China, which are growing in importance as markets for our exports, will also slow down because of declining exports to their own trading partners decline. In addition to its direct impact on the welfare of around the world, the current crisis has highlighted serious faults in the architecture of the global financial system, implying that remedy will be complicated and long drawn. Of particular importance is the fact that the crisis happened in part because the IMF’s warnings about approaching danger over the last few years went unheeded by some of the developed economies. Seconding previous warnings, the 2008 World Economic and Social Survey noted that unregulated markets were unlikely to deliver the desired mixture of prosperity and security, and that a proactive and coherent policy response, tailored to particular circumstances and preferences, was both needed and possible. 
Implications of the Global financial crises: 
19. Tanzania’s low level of integration in the global financial markets means that Tanzania’s exposure to the first round impact of the financial markets’ crisis will be limited.  Moreover, our relatively low level of external debt (especially the fact that most of it is concessional debt owed to multilateral institutions), and our prudent approach to fiscal policy provide us with the space to adjust our policies to cushion the economy against the worst effects of the crisis emanating from the global financial markets. But risks are real, particularly as regards the secondary and possibly tertiary effects, including a loss of export markets (including tourism), a decline in external financing of public programme, a significant reduction in foreign direct investment, and a prolonged slow down in economic growth generally. 

Figure 1: Exchange Rate movements - 2008
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Source: Bank of Tanzania 

20. To contend with the grim forecast, the Bank of Tanzania has strengthened its oversight of financial markets to ensure the continued strength of our financial system, particularly containing possibilities of speculative practices.  Fiscal policy will also need to be adapted, including examination of scenarios of scaled down of expenditure in the event of a contraction of the resource envelope. 
Figure 2:
Volume of Trade in the IFEM – 2008 (Mil USD)

[image: image4.emf]0

2

4

6

8

10

12

14

16

18


Source: Bank of Tanzania – Inter-bank Foreign Exchange Market (IFEM) Summary
21. The challenges coming from the global economic and financial environment will further complicate the options available to Tanzania as it contends with monetary policy challenges emanating from the key drivers of her fiscal policy. Over the past few years, we have witnessed interest rate hikes as the BoT struggled to sterilise excess liquidity arising from external financing of fiscal expenditures, and periodic appreciation of the nominal exchange rate when foreign exchange was sold directly on the IFEM as a means to sterilise excess liquidity. The global crisis and its tenet implications for Tanzania’s interest and exchange rate policies reinforce the need for a fiscal strategy that contributes to prudent monetary policy.
2.0. MEDIUM TERM EXPENDITURE FRAMEWORK (MTEF)
22. The Government has used the MTEF as a tool to translate its medium term policy objectives and targets into budgetary provisions. Thus the central purpose of an MTEF is to advise the different public budget stakeholders of the main spending priorities for the following years’ budgets. The medium term expenditure framework contributes to a better informed public debate on public service delivery and helps to explain the underpinnings of the more detailed allocations to MKUKUTA Clusters and MDAs, Regions and LGAs in the years to come.

2.1. Budget Strategy and the Macroeconomic Framework
23. In the recent past, domestic revenue performance has exceeded projections, mainly on account of strong economic growth, improved tax structure, and better tax administration. Foreign financing of the budget has also been increasing, partly in response to domestic revenue performance, but mostly because of evidenced strong policy frame. This ahs generated an expanding resource envelope, providing space for spending on investment in social services frontline infrastructure, in critical pro-growth economic infrastructure, and increases public wage bill.

24. The expansion in Government expenditure increases the need for strengthening the public financial management systems, the reform of which were initiated in the mid 1990s and initially focused on accounting, resource mobilisation, and expenditure control systems. Priority is now on enhancing strategic resource allocation and ensuring value for money in budget execution. These reforms are reflected in the revised strategy for the Public Financial Management Reform Program (PFMRP). The Government has also adopted the Public Expenditure and Financial Accountability (PEFA) tool as the principal guiding framework and Monitoring and Evaluation tool for gauging progress in PFM reforms. 

25. The main elements of the Government’s budget strategy are strengthening domestic and external resource mobilisation, improving the efficiency and effectiveness of expenditure planning and budget execution (the policy-budget link), and increase the credibility of MTEF by promoting medium term predictability of resources. Implementation must also take into account, and respond to as appropriate, the macroeconomic challenges coming from the evolving mode of financing, international developments, and maximising the impact from implementation of the growth and poverty reduction strategies. In this regard, there is a need to:

(a) increase the medium term predictability of resource availability to MDAs by, among others, mitigating the impact of unpredictable external financing;

(b) target zero-domestic financing of the fiscal deficit, except for addressing the impact of resource shortfalls on critical  pro-poor expenditures;

(c) contain the growth of non-discretionary recurrent expenditure, while prioritising expenditure on social service required to protect critical service delivery and asset preservation; and
(d) develop and apply a clear criteria for the core capital budget, prioritising pro-growth investment, and including contribution to growth and the feasibility of sterilising the related expenditure. 

26. To put this into a medium to long term context on a ceteris paribus basis, it is expected that the relative share of development expenditure will continue to increase. In addition to the impact on growth and building the base for sustainable medium to long term financing of a much more expanded social services network, infrastructure projects have a high import content and therefore capacity to absorb increased aid without unnecessarily high adverse domestic market consequences.  Reflecting this, the “locally financed
” development expenditure component of the budget increased from 15% of domestic revenues in 2005/06 to 22% in 2008/09, and is projected to increase to about 25% in the medium term. 

27. The Government continues to apply these tenets of the strategy, and there is increasing intensity of internal Government deliberation of the strategic choices to be made.  The process of the Plan and Budget Guidelines is a central process for fostering the debate. Increasingly, MDAs are defining their resource needs in a Cluster framework, and therefore sequencing their related interventions against medium term resource prospects.  The Government welcomes the increased number of development partners willing to discuss modalities for increasing the medium term predictability of their contributions in addition to scaling up. Nevertheless, external financing remains not predictable enough, affecting the credibility of the MTEF. The problem is more serious in relation to project and basket financing, where even in-year predictability and reporting are also weak.  Any steps taken by the DPs towards a Joint Programming arrangement will be appreciated by the Government.

2.2. The Medium Term Expenditure Framework
28. On the basis of Total expenditure for 2009/10 is projected at 25.6% of GDP consistent with the planned resources, which reflects a decline by 1.5 percentage point from 2008/09 level. The expenditure will decline slightly to around 24.4% in 2010/11, being prudent and consistent with the projected macroeconomic framework and the overall resource envelope. The Government will uphold its policy stance of maintaining a zero bank borrowing in the MTEF period, in line with the need to keep the macroeconomic variables on track, while providing a fair play ground for private sector. 

29. The deficit before and after grants are projected to decline to 7.3% and 2.5% of GDP respectively in 2009/10, down from 9.1% and 3.8% respectively in 2008/09. The medium term projections envisage a further decline to 4.1% and 1% respectively in 2010/11.  This is consistent with considerations to ensure the country remains competitive in terms of growth potentials, mitigate the inflationary impact of deficit financing, and to avoid crowding the private sector out of the credit market..
30. MTEF will continue to consolidate the achievements realised so far, while adopting policies to accelerate growth and hence reduce poverty. The MTEF gives the direction the Government is taking in the course of addressing its growth challenges. The Government recognises its key role in the growth agenda, while organisations outside Government remain important in complementing Government’s efforts towards realising its objectives. MKUKUTA implementation reaffirms the need for maintain macroeconomic stability and growth acceleration; prioritization and sequencing of interventions; and governance and accountability. To this end, the Government will ensure adequate financing of MKUKUTA in the medium term, as a main pillar towards achieving our Vision 2025. 
31. To ensure effective prioritisation and sequencing of interventions, the process started in 2008/09 – 2010/11 budget cycle to guide the MDAs, Regions and LGAs by providing them with indicative ceilings. This proved very successful in strengthening their planning and budgeting process, and facilitating realism in expenditure programming in line with resource projection. The institutions were advised to submit separately justification for any additional resource requirements. These ceilings were for Other Charges (OCs) and locally financed development expenditure, and some guidance was provided for wages projections. This approach will continue to be employed in the medium term. 
2.3. Government budget and MKUKUTA Financing
32. The Government is committed to its policy stance of adequately financing MKUKUTA interventions so as to effectively achieve its objectives. The guiding principle in allocation of resources among the three Clusters is hitherto weighted broadly at 40% each for Clusters I and II, and 20% for Cluster III. The Government recognises the need to expedite growth process, thus relatively more resources could be channelled to Cluster I in the medium term to put infrastructure in place on which other interventions could be undertaken more efficiently. However, Cluster II allocations could also see some relative raise, primarily to cater for expenditures which are development in nature. The Government recognises the existence of multiple interventions under each Cluster, which aim at achieving these objectives. However with the stringent budgetary resources, the Government emphasizes on prioritization and sequencing of interventions based on the on-going programmes, activities, and strategies that have multiple effects.
33. For the past years the Government has made considerable efforts to strengthen the links between policies and budget. This has, since the launching of MKUKUTA, been undertaken through the Strategic Budget Allocation System (SBAS) for MDAs and Regions, and Planning and Reporting (PlanRep) database for LGAs. Thus these linkages are a milestone towards ensuring a more credible budget framework which reflects medium term policy objectives.

34. Measures are being taken by the Government to track MKUKUTA related expenditures. The process is underway to report on the financial performance for 2007/08 by extracting data from the Integrated Financial Management System (IFMS) while physical data will continue to be derived from progress reports from spending agencies, in particular through the MKUKUTA progress report. The first report of its kind the ‘Budget Brief’ will save as a milestone for such analysis in the future. 

35. The Government has allocated 4,947 billion, equivalent to 68.5% of total budget for financing MKUKUTA interventions in 2008/09. This amount includes transfers to LGA which have been taken from sectoral distribution such as education, health, agriculture, roads, and added to their corresponding MUKUKUTA Clusters. Further, within MKUKUTA, 37.6% has been allocated for Cluster 1, while 49.6% is for Cluster 2 and 12.7% for Cluster 3.. The overall analysis gives encouraging results of Government’s commitment in implementing MKUKUTA.  Table 2 below indicates the allocations, and additional details by Cluster are given below.

[image: image5.emf]Recurrent Total

D-L D-F

MKUKUTA 2,661                        760                          1,526                     4,947               

Cluster I 520                           535                          806                        1,862               

cluster II 1,728                        173                          555                        2,456               

Cluster III 413                           52                            165                        630                  

Non-MKUKUTA 2,066                        178                          26                          2,270               

  o/w Wages and Interests 1,154                        -                           -                         1,154               

Total 4,727                      939                        1,552                  7,218             

Development

Table 2: Government Expenditure Strategic Allocations  (In Billion TShs)

(Including transfers to LGAs)

2008/09


36. The Government has allocated 25.8% of total budget for 2008/09 for interventions under Cluster 1, growth and reduction of income poverty. The emphasis is placed on sustaining macro-economic fundamentals necessary for economic growth. During the medium term the Government will identify opportunities and potential areas for economic participation while addressing geographic disparities with respect to economic growth. In addition, the Government will continue to support small and medium sized enterprises and the informal sector in accessing financial services; and continue implementation of the land use and management plan. The projected medium term expenditure trend is consistent with Government’s intention of increasing development expenditure while gradually reducing recurrent spending to a level sufficient to finance Government operations. 
37. MKUKUTA Cluster 2 (Improvement of quality of life and social well-being) interventions have been allocated 34% of total resources to improve and sustain delivery of social services. These resources have been allocated for the operation and maintenance of investments in ongoing programmes such as PEDP and SEDP in education; and HIV/AIDS and Malaria treatment and prevention in health. The allocations confirm Government’s commitment of ensuring high quality livelihood as envisage in the Vision 2025. This budget will cater for, among others, the projected payments for operational expenses in health and education. This will also gradually address the problem of regional imbalances in education services by constructing hostels and teacher houses in remote areas so as to attract and retain teachers, at the same time ensuring safety to pupils and students. 

38. Within Cluster 3, governance and accountability, 8.7% of total resources have been allocated to provide conditions within which growth; social well-being and poverty reduction take place. The focus is on governance of economic structures and processes such as finance, information, natural resources, management systems, personal security, tolerance and inclusion, and participation of men and women in decision-making.   

39. Risks in the period ahead could come from a slow down in economic growth, leading to slower revenue growth, and possibly a postponement of the anticipated scaling up of foreign financing because of the growing budget deficits in the donor countries. In addition to reduced customs duty because of maturing regional trade pacts, revenue from corporate taxes and value added tax will be under pressure if the economy slows down.

40. The net effect of these exposures, should they become real, will be a downward adjustment of non-priority discretionary recurrent expenditure, in a way that does not jeopardise Government operations.
2.4. Summary of the Medium Term Expenditure Focus 
41. Some of the most pressing considerations behind the MTEF presented herein include the following:

· Sustaining the level of social service delivery, in real per capita allocations for primary health, basic education, water, roads, etc. and improved value for money in service delivery;

· Promoting price, interest rate, and exchange rate stability through appropriate responses to the global developments and optimising domestic mitigation of imported pressures.

· Investing in physical economic infrastructure to spur accelerated growth. Infrastructure investment will also be a temporary means for managing domestic liquidity pressures emanating from increased external financing of the budget. In turn, the resulting growth should enhance domestic demand for foreign currency.

· In view of an unpredictable medium term fiscal frame, establish in built fiscal shock absorbers, through carefully monitored growth of the “fixed budget” components of the budget;

· Decreasing rural poverty by taking steps to raise rural incomes and improve livelihoods by extending access to credit and inputs.

· Procurement of private sector participation in the provision of economic and social infrastructure, augmenting public sector investment.

42. This requires the balancing of the need to meeting basic needs and promoting investment and growth, both of which are articulated in MKUKUTA and matter for building the society envisioned in the Vision 2025. To sustainably attack poverty, we must keep our focus on the reforms required for long-term growth and development. We have to adopt a macroeconomic framework and a fiscal stance capable of withstanding tough times and protecting our gains during times of economic turbulence.

43. Should our economic policies be designed to respond to TV commercials and respond to populist appeal; if we tried to finance everything and satisfy everyone at once, then short-term gains would quickly give way to long-term misery. And it would be a very short “short term”!! We have tried this in the past, and we understand it well as a nation.

3.0. Aid Management and Aid Effectiveness
44. Since the launch of JAST, the GoT has continued taking measures to make aid more effective. More Development Partners processes have been aligned with the Government Processes.   Recognizing the need for effective, high quality and regular dialogue within the Government and between the Government, DPs and domestic stakeholders for successful co-operation towards achieving national development, growth and poverty reduction goals; the GoT working closely with DPs and domestic stakeholders have agreed on a dialogue structure in the framework of MKUKUTA - PER process to guide the coordination between the Government with DPs and domestic stakeholders. In September 2008 the Government approved the New Dialogue Structure, Division of Labour among DPs and Sector Classifications. The UN Institutions have also managed to pilot the One UN programme. The Government has also bolstered domestic accountability by improving public financial management systems and the national budget process which, in turn, has enabled some DPs to use Government systems and processes in delivering aid. Government leadership is an essential element of ownership, and critical in reinforcing and implementing policy. Thus strengthened Government leadership is evidenced by enhanced level of understanding of development issues including, on clarity, coherence and guidance to various stakeholders on their roles and responsibilities in managing the development process.  
45. As stated in the JAST, the Government continue to favour General Budget Support (GBS) as the most preferred aid modality because of its comparative advantages over other instruments mainly in terms of Government ownership over resource allocation, and its full integration in the national budget, public financial management, and accountability systems. Project and basket funding modalities are expected to be fully in line with national priorities, strategies and programmes, and rely on Government structures for implementation. Nevertheless, despite the substantial progress made, a number of challenges still remain in predictability of aid and the use of country systems. In an assessment of predictability of different aid modalities
   GBS and Basket continue to perform well whilst project funds is still posing challenges. These include: 
· The lack of disclosure of MDAs to account for the expenditures of direct project funds disbursed by Development Partners. 
· Obtain reliable MTEF projections, in particular for the second and third year of the MTEF period and this impairs strategic planning; 
· Funding delays and irregularities – in particular, project funds whose disbursements depend on implementation progress, various prior action, DPs procedural requirements, and in-year performance assessments;
· Difficulties in getting accurate confirmation of expected project funds by MDAs and Regions and integration in the latter’s MTEFs due to project planning and implementation cycles that do not follow the Government budget.
46. New approaches and efforts have been currently driven by both DPs and Government working jointly in order to capture more precisely information on Aid Management Platform System (AMP). One of the efforts is the piloting of AMP. This new database management system allows for predicting on the volume and timing of expected disbursements, which strengthen full information disclosure among the DPs and MDAs as well as the Government in general. 

47. Consequences of non-performance should only be considered in the next year in order to enhance in-year predictability. The Government would also welcome if Development Partners could provide multi-year commitments for GBS similar to project funding agreements.

3.1. Development Partners’ Performance in General Budget Support
48. The predictability of GBS Partners in terms of disbursement and timing has been analysed in the table below. CIDA has neither committed nor disbursed for FY 2007/08, while ADB commitment and disbursement was included in FY 2006/07. The general performance in terms of front loading for General Budget Support is good for 7 DPs although other DPs didn’t front load the amount at it was committed. As noted in the chart, the performance for one DP is worsening over time. 
4.0. Status of implementation of PEFAR 2007 Aide Memoire
49. Government has made progress in addressing concerns raised in PEFAR 2007 Aide Memoire. Various initiatives are being implemented with the aim of improving public expenditure management. Some highlights are given below.
4.1. Fiscal Performance
50. Issue: Major improvements are required on Non-Tax Revenue. 

Status: the performance on domestic resource mobilization has continued to be encouraging and the envisaged improvement in non-tax revenues would be a milestone to better performances. The study on Non-Tax Revenues is underway and the main findings and recommendations are expected to feed into the 2009/10 budget cycle. 

51. Issue: Management of the wage bill with the objective of sustaining a robust strategy for pay reform, as a key anchor for public service reform and development of capacity in public sector management. Consolidation of allowances within wage bill planning is a key element of such a strategy. 
Status:  The Government’s Medium Term Pay policy aims at promoting efficiency in public service delivery by partly raising the salaries at all levels. The consolidation of allowances within the wage bill is being gradually implemented.
4.2. Budget preparation

52. Issue: Large and highly variable divergences between MDA requests for funds and proposed budget ceilings. 
Status: This has been addressed starting in 2008/09 budget cycle where MDAs, Regions and LGAs were given indicative ceilings to use in their preparation of requests for the MTEF.  The challenge remains on using year 2 and 3 of the MTEF as a starting point in the following year of MTEF preparations. This is primarily due to the significant variation between current MTEF resource projection and the previous year MTEF. This situation applies for both, domestic and foreign resources. This part will be addressed as outlined in preceding section.
53.  Scenario analysis: The scenario analysis initiative was introduced during 2008/09 budget cycle with plans to improve the MDA MTEFs by indicating clearly what additional resources would fund over the medium term. However the exercise posed challenges as most pilot ministries found it extremely involving duplication of work without assurance of any additional resources. 

4.3. Budget Reporting and Execution

54. Issue: Improving in-year budget predictability. Cash flow plans prepared by MDAs are currently a poor predictor of releases and low disbursement in the first quarter and uncertainty on timing of releases during the rest of the year disrupting program implementation and also undermining the case for general budget support as seen from MDAs. 
Status: The Cash Management Committee (CMC) and Cash Management Unit (CMU) have been established to improve coordination in fiscal and monetary policy implementation. The CMU draws inputs for cash flow projections from MDAs and this information is used in the preparation of monthly ceiling meetings. To be noted is that MDAs cash flow cannot fully predict the monthly releases as cash budgeting implies spending based on cash available. The CMC has also developed strategies for improving the predictability of liquidity injection from Government operations and transferring Government deposits from commercial banks.

55. Issue: Lack of reporting on expenditure by main MKUKUTA objectives and targets. 
Status: Efforts are being made by the Government to extract data from the IFMS and provide analysis of MKUKUTA expenditure.  This analysis will form the integral part of budget execution report and additional analysis will be provided through the budget brief paper where physical implementation will also be given. 
4.4. Local Government
56. Issue: The various intergovernmental financial transfer schemes are complex and overlapping and, thus, difficult to monitor. Although the access to information on intergovernmental transfers to LGAs has improved during the past few years there is still room for improvement. 
Status: The continued Government’s effort to implement D by D will reduce complexities in financial transfers to LGAs on one hand, while the process to streamline the multiplicity of accounts within the LGA should save the other. Thus large portion of financial transfers will be channelled directly from Treasury to LGAs in the medium term, and the plans are underway to ensure fully implementation of D by D for the few remaining institutions. 

5.0. PEFAR 2008
57. PEFAR 2008 has taken a completely new dimension in the form of policy notes (PNs). A number of concerns raised in the previous PER process have continuously been addressed through these PNs. Several policy notes were proposed, discussed and agreed upon in the PER process. The concerted efforts have been placed in implementing them, the Government being the key player in the process. Outlined below is the outcome from PN4:
5.1. Budget Execution Analysis (PN4) 

58. Overall the analysis shows that the recurrent budget execution performed according to plan where by 102% of recurrent funds were spent by the end of the fiscal year in timely manner. Regional and LGA recurrent budgets also performed well with an overall recurrent budget performance rate of 94% in 2006/07. The report also indicates that total reallocations were sizeable, amounting to 15% of the total budget and mainly related to the recurrent budget. The reallocations pattern showed that funds were mostly reallocated at the end of the financial year, and that large reallocations made late in the year are poorly absorbed by spending agencies. These will be addressed through the continued operationalisation of the Cash Management initiative.
59. On the Development Budget front, the report outlines the major challenges emanating from the continued delays and the shortfalls in the execution of the budget under this category. In this regard, the report shows that only 51% of the development budget was spent by the end of the fiscal year, notwithstanding the fact that 84% of the funds were released from Treasury to the respective spending agencies.  The poor performance in budget execution is primarily attributed to the under reporting of actual budget expenditure for donor projects. In some cases the low execution rates has been linked to the complexities in procurement procedures.
60. In addition to the above challenge, the report shows that there is a sluggish in the release of funds for development budget. For example, during 2006/07 only 15% of the funds for development budget were released in the first quarter and the spending was only 3% for that quarter. This confirms that the Government understands better the spending pattern for development budget, where execution takes place mainly in the second and third quarters of the year.  Hence funds are released as per the requirements and not just based on budget. The Government continues to sensitise on smoothening the spending pattern by the spending agencies to bring about a streamlined expenditure execution and liquidity management. 
Summary of the Main Findings

61. Other reasons for slow execution of development budget in the first quarter are sited as: the release pattern of the basket funds in 2006/07; and the reporting conditionality imposed by the Treasury. However, the reporting requirement does not deter execution of development budget by the spending agencies, and this is substantiated by the magnitude of funds released in the quarter (15%) and the amount actually spent (3%). 

5.2. Key recommendations

62. The report outlined the following recommendations:

(a) Integrate the planning for the payment of salary arrears and adjustments with the budget cycle;
(b) Establish limits and targets for the management of the contingency and reallocations mechanisms;
(c) Conduct a review of the budget execution reporting system that propose a more effective reporting mechanism for donor projects;
(d) Review and rationalise the payment procedures of spending units;

(e) Consider relaxing the Treasury requirement for first quarter reporting prior to the release of development funds; 

(f) Conduct a detailed review of the various basket fund management systems.  This work should lead to the definition of best practice criteria for basket funding arrangements in Tanzania.
6.0. Conclusion
63. This budget framework reflects the Government’s commitment to the Vision 2025, the Millennium Development Goals (MDGs), and MKUKUTA. These policy guides emphasise economic growth as the basis for sustainable poverty reduction and improved quality of life for all Tanzanians. The budget strategy detailed herein seeks to use the platforms we have created (including experience from over two decades of economic and structural reforms, fiscal discipline, capacity building and articulation of national ambitions, and the broad support of the international community) to protect the programmes already making a positive difference to the lives of the people, and escalate investment in programmes that broaden and exploit opportunities for sustainably accelerated economic growth in the medium to longer term. It recognises the serious challenges we face in pursuing these national aspirations; but also the energy and commitment of Tanzanians and our development partners to face up to those challenges. 

64. The success of this strategy will somehow depend on the extent of the adverse developments on the global front. This is in addition to the chronic problem of lack of predictability of external resources over the medium term horizon. The last two years have proved the budget’s capacity to withstand shocks, including drought precipitated food shortages and power outages, and then high international oil and food prices. We have also witnessed a gradual shift towards infrastructure investment, in response to narrowing productive capacity in a number of sectors, and growing liquidity and interest rate pressures in the domestic financial markets. Over the next three years, we will continue to step up investment in infrastructure that will drive long term growth and absorb domestic liquidity pressures, we will sustain the level and improve the quality of public services, and we will strengthen measures to protect the most vulnerable. Most importantly, we will continue to build capacity to monitor global developments in order to be prepared for possible adverse effects to our aspirations, and ensure that our MTEFs are built on solid policy foundations, providing policy space to respond to both global circumstances and domestic challenges.
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Budget Ceilings Projections

I. TOTAL RESOURCES 7,218,130 8,002,002 8,997,646

     Domestic revenue 4,728,595 5,641,692 6,747,808

     Programme loan and grants 812,113 785,749 748,232

     Project loans and grants 1,063,808 852,729 767,456

     Basket Support Loans 212,656 220,724 226,821

     Basket Support Grants 206,126 213,947 219,856

  HIPC relief-Multilateral 0 0 0

  MDRI (IMF) 66,322 83,764 0

  MCC (MCA-T) 68,511 191,397 287,474

     Non Bank Borrowing 0 0 0

     Bank Borrowing 0 0 0

     Adjustment to cash 0 0 0

     Privatisation Funds 60,000 12,000 0

     Financing Gap 0 0 0

II. TOTAL EXPENDITURE 7,218,130 8,002,002 8,997,646

     RECURRENT EXPENDITURE 4,726,650 5,367,520 5,944,043

      CFS 681,911 774,412 874,279

           Debt service 361,386 438,857 491,506

                  Interest 282,359 355,879 404,379

                  Amortization 79,027 82,978 87,127

           Others 320,525 335,555 382,773

     Recurrent Exp.(excl. CFS) 4,044,739 4,593,108 5,069,765

             o/w  Salaries & wages 1,570,324 1,876,185 2,213,616

                    Other  Charges 2,324,415 2,471,631 2,658,670

                    Designated Items 150,000 245,292 197,479

     DEVELOPMENT EXPENDITURE 2,491,480 2,634,483 3,053,602

             Local 940,380 1,155,685 1,551,996

             Foreign 1,551,100 1,478,797 1,501,607

      o/w  MCC (MCA-T) 68,511 191,397 287,474

Tsh. Million

Table 1: BUDGET FRAME FOR  2008/09 - 2010/11  (ACCOUNTING) 
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Budget Ceilings Projections

I. TOTAL RESOURCES 27.1% 25.6% 24.4%

     Domestic revenue 17.8% 18.0% 18.3%

     Programme loan and grants 3.1% 2.5% 2.0%

     Project loans and grants 4.0% 2.7% 2.1%

     Basket Support Loans 0.8% 0.7% 0.6%

     Basket Support Grants 0.8% 0.7% 0.6%

  HIPC relief-Multilateral 0.0% 0.0% 0.0%

  MDRI (IMF) 0.2% 0.3% 0.0%

  MCC (MCA-T) 0.3% 0.6% 0.8%

     Non Bank Borrowing 0.0% 0.0% 0.0%

     Bank Borrowing 0.0% 0.0% 0.0%

     Adjustment to cash 0.0% 0.0% 0.0%

     Privatisation Funds 0.2% 0.0% 0.0%

     Infastructure Bond 0.0% 0.0% 0.0%

II. TOTAL EXPENDITURE 27.1% 25.6% 24.4%

  RECURRENT EXPENDITURE 17.8% 17.2% 16.1%

      CFS 2.6% 2.5% 2.4%

           Debt service 1.4% 1.4% 1.3%

                  interest 1.1% 1.1% 1.1%

                  amortization 0.3% 0.3% 0.2%

          Others 1.2% 1.1% 1.0%

     Recurrent Exp.(excl. CFS) 15.2% 14.7% 13.7%

             o/w  Salaries & wages 5.9% 6.0% 6.0%

                     Other  Charges 8.7% 7.9% 7.2%

                     Designated Items 0.6% 0.8% 0.5%

  DEVELOPMENT EXPENDITURE 9.4% 8.4% 8.3%

              Local 3.5% 3.7% 4.2%

              Foreign 5.8% 4.7% 4.1%

      o/w  MCC (MCA-T) 0.3% 0.6% 0.8%

Table 2: BUDGET FRAME FOR 2008/09 - 2010/11  (ACCOUNTING) AS % OF GDP


Table 3: Development Partners’ Aid Performance.
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Timing Predictability Front-loading

Amount Predictability 

Score

ADB SAL II  0 0 0 0 5 3 0

CIDA PRBS 0 0 0 0 8 15 15

Denmark PRBS 1 1 1 3 4 3 6

EU PRBS 1 2 2 5 4 4 3

Finland PRBS 1 2 1 4 3 3 4

Ireland PRBS 1 1 1 3 3 3 7

Japan PRBS 2 3 1 6 3 3 5

KfW PRSC 4 4 1 9 8 7 3

Netherlands PRBS 1 1 1 3 4 4 4

Norway PRBS 1 1 1 3 3 3 3

Sweden PRBS 1 1 1 3 4 4 3

Switzerland PRBS 1 1 1 3 3 3 10

UK PRBS 1 1 1 3 3 4 3

World Bank PRSC 1 2 1 4 3 6 3

KEY

1 - Early or same Q as committed

1 - Q1 1 - Same amount or more 

2- Late by 1Q 2 - Q2 2 - Less (<10%) 

3 - Late by 2Q 3- Q3  3 - Less (>10%)

4 - Late by 3Q 4 - Q4 4 - Less (>50%) 

5 - Did not pay 5 - Not at all 5 - No disbursement

GBS Partner performance 2007/08

Total 07/08 Total 06/07 Total 05/06 Total 04/05
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Total 07/08

0 0 3 5 4 3 6 9 3 3 3 3 3 4

Total 06/07

5 8 4 4 3 3 3 8 4 3 4 3 3 3

Total 05/06

3 15 3 4 3 3 3 7 4 3 4 3 4 6

Total 04/05

0 15 6 3 4 7 5 3 4 3 3 10 3 3
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� While the ratios (15%, 22%, and 25%) relate to domestic revenue, the amount of the “locally financed development budget” benefits from GBS contribution to the “local” resources envelope. 


� Tanzania Paris Survey 2008 Report.
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