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Background





Background to the report





In 1996 the Government of Mozambique, in collaboration with the World Bank and other donors, undertook a review of the fiscal management system which resulted in the preparation of a Fiscal Management Review Stage One Status Report�.  The Fiscal Management Review (FMR) involved an assessment of existing processes and planned improvements, and the development of a strategy for strengthening all aspects of the fiscal management system: budget preparation; budget classification; accounting; treasury management; debt management and internal and external audit.





During the FMR exercise the concept of a Medium Term Expenditure Framework (MTEF) was introduced to the Government as a mechanism for improving the inter-sectoral allocation of expenditures.   It was recommended that the Government consider the development of an MTEF once the improvements to the budget preparation and execution processes have been implemented.





Since then the Government has prepared its own Expenditure Management Reform Strategy� which sets out a comprehensive action plan for improving all aspects of planning, budget preparation and control, accounting and audit.  The Strategy includes the preparation of a Medium Term Expenditure Framework.





In order to gain a deeper understanding of the MTEF process, the Government of Mozambique requested the British Department for International Development (DIFD) to contract Elizabeth Muggeridge to visit Mozambique and explain in more detail the concepts and practical steps involved in the introduction of a Medium Term Expenditure Framework, based on her experience of assisting the Government of Malawi and the Government of Ghana in the development and introduction of an MTEF (see Annex Six for the Terms of Reference).  She visited Mozambique between the 20th and 30th May 1997and was accompanied by Jehan Arulpragasam, the Task Manager for the Fiscal Management Reform from the World Bank.





During the 10 day visit Ms Muggeridge had several working sessions with the staff of the Plan and Budget Directorate within the Ministry of Plan and Finance, during which she explained the concepts of an MTEF and the various versions that have been developed in different countries.  She also gave a fairly detailed description of Malawi’s experience of developing and introducing an MTEF and at the end of the mission presented preliminary recommendations for the introduction of an MTEF in Mozambique, including a suggested outline for a preliminary expenditure framework. The team also had extensive meetings with officials from other Directorates in the Ministry of Plan and Finance and in the Ministries of Health, Education, Agriculture and Fisheries, State Administration, as well as officials in Xai Xai Province and the City of Maputo.  The purpose of these meetings was to gain an understanding of the existing planning and budget processes, as well as planned improvements, so as to assess how easily and over what time-frame the MTEF process could be introduced in Mozambique.








Scope of the report





This report presents the Consultant’s findings and recommendations for the introduction of an MTEF in Mozambique based on her experience in other countries and on an assessment of the existing and planned expenditure management systems and processes in Mozambique.  It starts with an explanation of the MTEF process and rationale, then describes the budget preparation and execution processes and planned improvements in Mozambique, before setting out detailed recommendations for the introduction of an MTEF.





The Government of Mozambique is in a promising position to reform its expenditure management system in that it has recognised the need to take charge of its own strategy for the introduction of these reforms and that, having not started on some public sector reforms, it can learn from other countries’ experience of similar reforms. 





Each of the activities in the Government’s Strategy is aimed at addressing specific problems, such as the need to incorporate all aid funds in the budgets, to review existing projects and to improve processes for project approval.  Rather than tackling each of these problems separately, it is possible to develop an integrated process that would address all these issues and would enable the Government to take charge of resource allocation decisions, while also providing donors with a coherent set of strategies for ways in which resources, including their own, will be used.





While much of the process suggested in this Report draws strongly on the Malawi MTEF process, the recommendations take account of the differences in the budget systems and capacities between the two countries.  However there are many common elements of effective planning and budget systems and ways in which these can be developed.  These are described in the Report, in the following Sections:





Section One:		Background


Section Two:		The Rationale and Scope of a Medium Term Expenditure Framework


Section Three:		The Budget Preparation and Execution Process in Mozambique


Section Four:		Reforms to Expenditure Planning and Management


Section Five:		Other Related Expenditure and Public Sector Reforms


Section Six:		Laying the Foundations for an MTEF in Mozambique


Section Seven:		Suggestions Steps for the introduction of an MTEF in Mozambique





Annex One:		Implementation of the Government’s Expenditure Management Reform Strategy


Annex Two: 		Assessing Sector Ministries’ Capacity


Annex Three:		Suggested Budget presentation


Annex Four:		Suggested Expenditure Framework Formats


Annex Five: 		The Logical Framework and Review of Programmes and Activities


Annex Six: 		The MTEF Process in Malawi


Annex Seven:		Terms of Reference for the Consultant


�
The Rationale and Scope of a Medium Term Expenditure Framework





This Section describes a Medium Term Expenditure Framework, its rationale and scope, and the common problems in planning and budget systems found in many developing countries which a MTEF seeks to address.  





A Medium Term Expenditure Framework (MTEF) can take various forms but is essentially a tool for strategic allocation of resources in line with Government policies and priorities. Various versions of MTEFs have been introduced in Australia, South Africa, Uganda and Malawi, as part of public sector reform programmes.  New Zealand has introduced wide ranging public sector reforms including budget reforms, although this has not included an explicit expenditure framework.


What is an MTEF?





An MTEF is a tool for determining the available resources and allocating these resources in line with government priorities.  In most situations needs and priorities will far exceed available resources and an MTEF can provide a mechanism for assisting decision making in the allocation of limited resources between sectors and specific activities within sectors.  However it is important to recognise that an MTEF is only a tool and does not provide the answers to the difficult question of the level of resources to be provided to each sector.  





An MTEF can be used to highlight the opportunity costs of various policies and programmes, i.e. what will need to be foregone if additional resources are allocated to a particular programme.  As explained in the Fiscal Management Review, the MTEF process will involve asking the question: “If I raise the share of Education to 18 percent, and lower that of Roads by 5 per cent of expenditure, what will be the impact on my educational targets and on my road maintenance programme?”�





The MTEF process involves three main steps as illustrated on the following page:





Step One: estimating the availability of resources both domestic and foreign over the medium term, either a three or five year period.  These projections are usually developed through the preparation and updating of a macroeconomic framework.





Step Two: estimating the actual costs of existing government policy and targets in each sector.  In most countries, problems with planning and budget systems mean that the actual costs of policies, such as free primary education are not easily available.  However this information is necessary for assessing the impact of either reducing or increasing expenditures in particular sectors.





Step Three: putting this information together in an expenditure framework as the basis for making decisions on how resources will be allocated to the sector ministries.  As the needs will exceed the resources, the framework can be used to show the cost of particular policies and targets, e.g. the cost of reducing the pupil: teacher ratio from 1:60 to 1:45 and the impact of these decisions.  The expenditure framework can best be described as a set of information on the costs of policy in all sector ministries and their related institutions.
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Figure 1


The MTEF Process
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Step Three




















Problems with existing Planning and Budget Systems





In many developing countries existing planning and budget systems do not follow this process or provide the information necessary to match resources and government priorities.  This is for the following reasons:





Five Year Plans which set out national and sectoral objectives and policies are not always linked to the availability of resources through a macroeconomic framework, therefore the policies may not be affordable.





The budget preparation process does not link policies, the achievement of objectives and meeting of targets with the funds required: there is greater emphasis on control of inputs and less on improving performance of the sector through meeting its objectives and targets.





The recurrent budget is often prepared on an incremental basis (adding a percentage to last year’s estimates) without reviewing whether the activities that are being funded are in line with policy and should be continued.





Activities continue from year to year while resources may be declining, therefore some activities are under funded.





The classification of the budget does not always show activities (e.g. provision of agricultural extension services) but only types of expenditure (e.g. fuel).





The investment budget is made up of a large number of projects, making it more difficult to link the activities funded through the Investment Budget to the government’s own priorities.





The recurrent and investment budgets are prepared quite separately, with the result that new investments may be funded when there are insufficient recurrent costs to operate and maintain the new infrastructure.





Civil service reform programmes are carried out as parallel exercises reviewing the size and functions of government without a link to the availability of resources.  Thus the exercise may result in government structures and numbers of civil servants that are not affordable.





Some of these problems have been addressed through the preparation of Sector Investment Programmes, however this approach also suffers from some shortcomings:


they are not always linked to a reliable macroeconomic framework;


they are prepared on an individual sector basis and the choices between sectors do not have to be addressed;


in some cases, not all the activities within a sector are included, therefore the choices within a sector are not comprehensive.





In addition to the problems arising from weaknesses in the individual parts of the planning and budget systems, the lack of integration between them makes the system even less capable of ensuring that government resources are allocated to priority activities, as illustrated in the diagram on the following page. 
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Figure 2


Typical Planning and Budget Systems in Developing Countries
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Result: some activities in line with priorities and others not consistent with priorities
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Impact: mismatch between resources, priorities and activities
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�
�Different versions of an MTEF 





The problems illustrated above can be addressed through improvements to the budget process, focusing on the development of an integrated budget covering recurrent and investment activities and with greater emphasis on achieving government objectives in each sector.   Some of the MTEFs developed in Africa have not been accompanied initially by changes in the budget process, as explained below.





An MTEF can take various forms:





Version I: 


a macroeconomic framework and an expenditure framework used to allocate resources between sectors, developed within the central Ministry of Finance and Planning





Version II: 


a macroeconomic framework and an expenditure framework as well as an improved sector budget process so as to focus more on meeting objectives and targets through integrated activity based budgets (the Sector Investment approach for all sectors)





Version III: 


the components of Versions I and II, as well as giving greater responsibility and therefore incentives to ministries to manage their resources so that they improve the efficiency and effectiveness of their activities.  This can also involve strengthening the role of politicians in decisions on policy and allocation of resources.





The South African and Ugandan MTEF processes have focused initially on developing a framework for allocation of resources between sectors.  In both cases, the framework was developed within the Ministry of Finance, where information on the requirements of each sector was generated.  In South Africa this information was developed into a spreadsheet model which was used in Cabinet discussions on allocation of resources between sectors.





In Malawi greater emphasis has been placed on improving the budget process, moving more to activity based budgeting, so that the information used in the framework is developed by sector ministries and is therefore more accurate, based on their own requirements and has greater ownership.  This has been achieved through a process of sector reviews whereby ministries define and agree on their aims and objectives, the outputs and activities needed to achieve the objectives.  These activities were then costed and linked to existing projects so as to assess whether projects are in line with the Ministries’ own priorities.  This process has had all the same elements as those involved  in the preparation of a Sector Investment Programme, with two main differences: all sectors will follow the same, standardised process; and the outputs of the process feed into the annual budget estimates.





The process in Malawi has also involved the introduction of a new level in the budget classification, the sub-programme level which shows the type of activity to be implemented within a programme.  An example of a sub-programme is horticultural research within the agricultural research programme.  A more detailed description of the Malawi MTEF process is included in Annex Six.





Public sector reforms in Australia and New Zealand have also focused on improving the budget process in the following ways:


the budget is more focused on performance and achieving outputs, 


sector departments have been given considerable autonomy over the use of their budgets 


it has been made very clear that it is politicians who make decisions about policy and resource allocation, with the role of civil servants to provide the necessary information on which to base these decisions.  





The reforms in New Zealand have gone further than the Australian reforms in that the budget is based on outputs rather than inputs, departments have total control over recruitment and pay of their civil servants and departments have contracts with their ministers for the provision of the agreed outputs, e.g. the number of primary school pupils taught.





In Australia the budget process has developed to a point where the information has been generated on the costs of existing policy, e.g. the cost of free primary education and these costs are projected for a three year period, taking account of changes in population, etc.  The annual budget discussion only focuses on changes to these three year budgets.  For example, departments will only submit estimates for increased resource requirements based on a change in policy, e.g. if a department is to increase the scope of its services such as agricultural extension services.  Therefore the annual budget process can be more focused on policy changes as not all government activities have to be justified every year.





However in many developing countries the problems identified above mean that the information on costs of existing policy do not always exist and it will take several years to develop this information for the whole of Government.  In addition, in most developing countries there is a mismatch between governments’ objectives and targets and the available resources and it will take several years of restructuring government functions in order to match resources with priorities.





The Government of Mozambique has already taken the decision to develop a macroeconomic framework and a preliminary expenditure framework, and to introduce improvements to the budget process.  Thus the Government’s Expenditure Expenditure Managment Reform Strategy includes most elements of Versions I and II of an MTEF, although it would seem that aspects of Version III have yet to be considered by the Government.


Requirements of an effective public expenditure system





Based on the experience of these reforms particularly in Australia and New Zealand there are several factors that seem to make public expenditure systems more effective.





Clearly Defined Priorities


clearly defined role of Government vis a vis the private sector


clearly defined priorities between and within sectors





Transparency


budget classification that clearly links objectives, outputs and the budget


budget documents that are easily understood


clearly defined processes and responsibilities





Credibility


three year limits that are adhered to, i.e. ministries receive funds as shown in the budget and projected for the following years, allowing for changes in the macroeconomic situation


the agreed process is adhered to by all parties, e.g. the budget timetable is followed





Incentives and Sanctions


ministries are given sufficient non-financial incentives to make the most efficient and effective use of resources, through devolving responsibility for expenditure management to ministries and provinces


sanctions are used when institutions or individuals abuse the system.





The Budget Preparation and Execution Process in Mozambique





INtroduction





A detailed explanation of the budget preparation and execution processes is included in the Fiscal Management Review and is therefore not repeated here.  Instead the system is briefly described, with particular emphasis on assessing the following issues:


whether the recurrent and investment budgets are prepared separately and who is responsible for their preparation


what is the basis for the budget estimates? Are there activity based budgets?


are the links between Government priorities and expenditures made explicit in the process?


what are the procedures for evaluating projects and recurrent estimates?





Mozambique’s budget system closely follows the Portuguese Budget system, while also incorporating some elements of the centrally planned systems which focuses on the planning of state investment and activities.  Thus, as is the case in many developing countries, most of the budget preparation effort is focused on the Investment Budget.





The Budget document is referred to as the “Budget Law” and is the document presented to the National Assembly in October, covering the period January to December.  The system is complicated by a separate period for  the investment budget, from April to March, although estimates for the investment budget are included in the Budget Law document.  Mozambique has been producing a Three Year Investment Programme (PTIP) since 1990, with the first year of the PTIP being the same as the Investment Budget.  In addition, the Ministry of Plan and Finance produces an Economic and Social Development Plan which is presented to the National Assembly prior to the Budget.





In addition to the difficulties of two government budget timetables, the approval of estimates is made more complicated by two approval processes: by the National Assembly in December and the need to agree on the overall fiscal framework with the IMF, which is usually in February after the National Assembly has approved the Budget.


The Budget preparation process 





The preparation of the Recurrent Budget starts in July/August in sector ministries with Planning Meetings where discussions are held with all key officials including Provincial level representatives.  In September, ministries are provided with limits by the Ministry of Plan and Finance and they have one month to prepare their estimates within these limits.  However most ministries present estimates that are well in excess of their limits.  It would seem that some ministries prepare budgets for each Directorate within the ministry, although they are only required to present an aggregate estimate for the whole ministry, e.g. showing the total salary costs for the whole ministry as one figure.  





The preparation of the Investment Budget starts in the first half of the year with the preparation of the Economic and Social Plan prepared by the Macroeconomic Department of the Directorate of Plan and Budget.  In August/September financial limits are given to ministries.  In principle all ministries have an annual meeting to discuss the budget proposals, but each ministry is free to organise themselves as they wish. Ministries and provinces are required to submit fairly detailed forms to the Ministry of Plan and Finance for the investment budget and PTIP as set out in the “Metodologia de Recolha de Informacao para a Preparacao”. The preparation of the investment budget is usually separate from the recurrent budget although in some ministries the two budgets are considered together before presentation to the Ministry of Plan and Finance.





Like the recurrent budget estimates, the investment budget estimates are usually in excess of the limits, and the Investment Department in the Directorate of Plan and Finance holds meetings with each ministry to negotiate reductions in their estimates to the limits.  These negotiations focus on a project by project assessment to see where cuts can be made.  Evaluating the links between projects and ministry objectives is left to the ministries and the analysis of intra-sectoral allocations is not discussed during budget meetings as the projects are already ongoing.





In agreeing on the limits and final investment budget figures, two reserves are maintained: one for use by the Minister and another for use by the Investment Department. There are no clear criteria for assessing the estimates for on-going projects, apart from general criteria of sustainability and whether project estimates seem reasonable.  Programme limits for sectors can be either increased or decreased during negotiation.





Until the implementation of the 1998 Budget, the investment budget has been prepared for the period April-March, while the Budget Law covers the period January to December. Therefore in finalising the Investment Budget the Investment Department has to cross-check the figures in the budget document, which only shows expenditures by broad function and does not distinguish between the centre and provinces.  The Department often has difficulties of matching the figures in the Budget Law and investment budget.





The first year of the PTIP is converted into the investment budget.  The PTIP process starts with a high degree of detail: 40 different expenditure categories in the preparation process, which is reduced to 13 in the PTIP document while the Budget Law has 5 categories, with internal and external sources shown separately.  





There are no clear criteria for evaluation of new projects, except that the Department checks on the budget implications and sustainability of projects.  The Department sees the need to improve the process for the evaluation of new projects, recognising that most projects are donor driven and donors are only interested in assessing the availability of Government funds once projects have been designed.  The Ministry of Plan and Finance sees the need to be involved earlier in the project design process.





Ministries have to pay customs duties for projects but can only pay these if the project has been included in the PTIP.  This means that most projects are included in the PTIP but their true value is not reflected and thus decisions on the allocation and use of these funds are outside the control of the Government.





There are more than 2,000 projects in the PTIP, with 1,500 provincial level projects and over 400 central ministry projects.  The Investment Department is concerned about the quality of projects at the Provincial level, which account for 15% of the internal budget.  In order to improve the quality of provincial budgets, staff from the Investment Department assist Provincial officials in the preparation of their investment budgets.  All World Bank projects are being evaluated by the Investment Department to assess whether they are consistent with government priorities.





In addition to the number of projects, there is also concern about the size of some of the central projects such as the Education Sector Investment Programme, which is not broken down into components.  The Health SIP is broken down into components but they are not very specific and it is not easy to see where funds are being spent.  There is a trade-off in aggregating projects between a loss of information and making them easier to manage. The Director of the Investment Department sees the SIP approach as a mainly positive innovation but is concerned that ministries present the Ministry of Plan and Finance with a “black box” without sufficient information on the planned areas of expenditure.  In addition, Ministries are developing SIPs on their own using their own expenditure classifications.





In terms of the quality of the forward estimates of expenditure, these were improved substantially 2 years ago by basing the limits for the subsequent year on the second year of the PTIP.  This means that ministries now pay more attention to the second and third year estimates.  It is possible to include a project with no funding for year one but starting in the second year of the PTIP to ensure project is included.  The PTIP is presented to the National Assembly but has no legal basis.





Sector Ministry Processes


Ministry of Education Budget Preparation Process 





The Ministry holds a Planning Meeting in June with all Provinces to decide on enrolments at the different levels of education in each Province.  Provincial and District budgets are based on enrolments for the salary estimates but not for goods and services.  School construction is planned at the central level, while school rehabilitation is planned at the provincial level.  Only the primary education budget is prepared at the provincial level with all other levels planned at the centre.  Provincial budgets are sent to the Ministry of Education and included in Education estimates, rather than being sent to the Ministry of Plan and Finance direct.  





The Planning Directorate is involved in the preparation of both the recurrent and investment budgets.  Although Ministries are only required to present an aggregate picture of their estimates, the Ministry of Education is able to present and account for expenditures by the different levels of education, e.g. for primary, secondary, tertiary education.





Ministry of Health Budget Preparation Process





The recurrent and investment budgets are prepared separately with the Department of Finance and Administration responsible for co-ordinating the recurrent budget and Planning Department co-ordinating the investment budget.  The budget process does start on an integrated basis but is then divided into two processes.  





The Ministry also holds a planning meeting in February/March when Provinces and National Directorates are requested to prepare their recurrent estimates based on the previous year’s implementation.





The Recurrent Budget estimates are based on a programme of activities within the Ministry and in the Provinces and Districts, such as vaccination programmes.  However this does not correspond to the way in which the budget is presented and as the current classification of the budget does not match all the types of health expenditures, some items are not included in the Budget.  The Ministry has to request donor funding for these items.





The Departmental Budget proposals usually exceed the limits given by the Ministry of Plan and Finance, and the Director of Planning and Director of Administration and Finance are responsible for decisions on reducing the proposals to fit within the limits.  It is at this stage that the recurrent and investment estimates are compared to ensure complementarity of activities.





The Budget process has changed in recent years to increase the involvement of the Provinces and Districts and the Ministry staff visit the Provinces to provide assistance in budget preparation. The Ministry of Health has established a Task Force looking at proposals for improved budget and accounting and is considering moving to an activity based budget.





Provincial Budget Preparation Process





Financial limits are given to the Provinces in August/September, although they start to prepare their budgets in July.  The Ministry of Plan and Finance provides provinces with a PTIP orientation document which gives broad guidance on the preparation of projects. 





In June/July proposals are prepared by the Districts based on information of their requirements, for three types of projects: 


those planned by central ministries


those planned at the centre but implemented by provinces


local projects funded by a block grant from the centre.  





As noted above, Health and Education recurrent budgets are determined by the Ministries of Health and Education, while Provinces are responsible for preparing budgets for all other sectors. Thus provinces are free to allocate these resources between sectors based on their own priorities.   At the Provincial level there is a Directorate responsible for each sector, including determining the requirements for their sector.  Budget meetings are held at the Provincial level with all sector Directors and the Provincial Governor to decide on the allocation of resources between sectors. 





The examination and discussion of recurrent and investment budgets is separate, although some Directorates do have joint preparation processes.   In the one Province visited, Xai Xai Province, there are separate officials responsible for the preparation of the Recurrent Budget and the Investment Budget. 





Municipality Budget Process 





In the City of Maputo the budget preparation process is also separate for the recurrent and investment budgets, and starts with proposals for both budgets from all Directorates. The Municipality also produces its own Economic and Social Plan for the city.  The Budget proposals are analysed by the Directorate of Finance and Administration initially on the basis of activities in past three years, before the limits are received from the Ministry of Plan and Finance.  





The Budget estimates are then discussed by the Municipal Council so as to reduce the initial proposals to the financial limits, with the recurrent and investment budgets discussed separately. The Municipal Council will sometimes redistribute funds between sectors in line with its priorities. 





The revenue budget is prepared at the same time as the recurrent budget and discussed with the recurrent budget.  Revenues are made up of local revenues such as market licenses, trading licenses, and include both city taxes and provincial taxes.  Local revenues are not remitted to the Ministry of Plan and Finance, but fund only 3% of recurrent expenditures, as only a few people pay taxes and there are no taxes to cover the cost of public services.





The Budget Execution Process





The Directorate of Public Accounts (Nacional da Publica de Contabili, DNCP) is responsible for Budget Execution and Accounting for central government, with provincial level budget execution and accounting the responsibility of the provincial administration.  





The process for the release of funds is different for salaries and goods and services.  For salaries the monthly salary bill is paid by cheque either into the Bank of Mozambique or into the Ministries’ own bank accounts.  For goods and services, the DNCP keeps 10% of the annual provision as a reserve and then divides the remaining amount into 12.  Two twelfths are then paid at the beginning of each year and at the end of each month ministries present their accounts to the Budget Execution Department and are reimbursed through the Treasury for the previous month’s expenditures: the refunded amount is equal to the previous month’s expenditure.  





However the Treasury will only reimburse if sufficient funds are available for release.  If there are cash flow problems, priority is given to salaries and then to goods and services.  Receipts tend to be lower in first part of the year when expenditures are high and then increase in the third quarter.  DNPC decides on the level of funds to be released each month based on plans prepared in co-ordination with the Treasury at the beginning of the financial year for the release of funds.  At the end of the year if there is a balance of unspent funds, these are returned to the Ministry of Plan and Finance. 





All expenditure accounting is centralised in Ministries’ Department of Administration and Finance (DAF) and they only have to account on a very aggregate level: the same as that shown in the Budget document. Ministries do not have to present expenditure vouchers along with their accounts only bank statements.  The system is based on a single entry system for payments and receipts with a record made of the source or the recipient of the funds and purpose.  The recurrent and investment expenditures are accounted for quite separately each being the responsibility of different officials with ministries and within DNPC.





Each ministry is supposed to only have one bank account although some large institutions such as the Maputo city hospital has its own account.  Some projects have their own bank accounts but they need the Ministry of Plan and Finance approval in order to establish a separate bank account. 





The capacity for budget and financial management in ministries depends on the size of the ministry: large ministries have 8-10 staff while smaller ministries have 5-6 staff.





In many ministries budget preparation and accounting is manual, but there are plans to computerise starting at the centre.  The issuing of cheques is computerised while processing of accounts is manual.  However the issuing of the titulo (the authority to spend) is computerised which includes all the details of expenditure and is used as the basis for preparation of the public accounts.  Under the new Budget Law the accounts are to be presented to the National Assembly along with the Budget.





The preparation and monitoring of the PTIP is computerised within the Investment Department of the Plan and Budget Directorate. The first year figures for the PTIP are given to the Budget Execution Department and their computer systems are linked so that the expenditure figures are automatically updated in the Investment Budget Department.  Ministries have to request permission to transfer the use of funds between categories and to include new projects.





Conclusions on the budget preparation and execution process





The Budget preparation and execution systems appear to have many of the problems described in Section Two of this Report:


the recurrent and investment budgets are prepared quite separately, with responsibility for their preparation and execution also divided within ministries, provinces and the Ministry of Plan and Finance


a large proportion of donor funds do not pass through the Government Budget


there is a large number of projects which make them more difficult to manage and to ensure that they are consistent with Government priorities


the links between sectoral and provincial priorities and allocation of funds are not always transparent.





While the current presentation of the Budget is probably at too aggregate a level, in that it is not possible to see where funds are to be spent, the Government of Mozambique does not have the problems that many other countries have in moving away from very detailed Budgets. Many developing country budgets are presented in great detail, which tends to encourage focus on details rather than on the broad picture of whether funds are allocated to priority areas and activities. Thus the Government of Mozambique would find it easier to move to a presentation of broad programme and activity expenditures, without having to reduce the level of detail in the Budget, which tends to be resisted.





Many of the problems listed above were identified in the Government’s Expenditure Management Reform Strategy and are to be addressed through the implementation of the Strategy, as described in the following Section.


�



Reforms to Expenditure Planning and Management





The Government’s Expenditure Management Reform Strategy is a comprehensive action plan for addressing the weaknesses identified in the Fiscal Management Review.  It includes a detailed matrix setting out the actions to be taken in specific areas and most of the suggested steps in this Report are the means to implementing the agreed activities, as shown in detail in Annex One.  Some of these activities are already in progress particularly in the area of budget classification.





Budget framework law





The Budget Framework Law was passed in December 1996 and defines the improved budget system, particularly focusing on improvements to budget classification, rules and regulations.  According to the Government’s Expenditure Management Reform Strategy, “The result should be a budget system which is universal, comprehensive and transparent, which unifies the present recurrent and investment budgets, and which is based on modern and universal budget classification categories, adjusted to the reality of the country.”�





Budget classification





Detailed proposals for the new budget classification were being finalised for presentation to the Council of Ministers during May 1997.  The main changes to the budget classification are the standardisation of the economic classification, and introduction of other classifiers, institutional, functional, territorial and source of finance.  Agreement was being sought for the introduction of these classifiers are on a broad level, but it should be possible to include more detailed levels in the classification without having to change the Budget Framework Law.





In the budget presentation, the economic classification will be shown at the broad level of expenditures, i.e. salaries, but ministries will be given guidance on types of expenditure within these broad categories.  Instructions have been produced showing the different levels of the different types of classification. An integrated budget classification will be used: the same economic classification is to be used for the recurrent and investment budgets and there are plans to introduce a 3 year budget for the recurrent budget in addition to the existing three year investment programme.





In first year, the functional classification will only be used at the broad sector level, while the sub-sector level will be introduced for the 1999 budget.  The Functional and Institutional classifications are largely the same, i.e. ministries correspond with sectors, except for the Ministry of Mining and Energy, the Ministry of Works and Housing, the Ministry of Industry, Trade and Tourism, and general expenditures within a number of ministries.





The PTIP already uses a functional classification, using three levels of detail showing the link between the ministry’s objectives and the projects, as well as a territorial classification identifying whether the project is implemented at the Regional, Provincial or National level.  Some projects cover more than one Province.  The new standard economic classification will be used in the investment budget although the Investment Department were still deciding on the level of detail to be used in budget preparation, but will probably decide on the use of three levels.  For the recurrent budget ministries will have to prepare their budgets in the most detailed level but these details will not be shown in the Budget.  For budget execution and control, the Directorate of Plan and Budget was still discussing which level of detail is to be used.





A local consultant has been employed to assess ministries’ capacity to implement the new classification system and a programme of staff training for all ministries’ and provinces’ Departments of Administration and Finance and Planning Units in the use of new classification is to be implemented from July onwards, as the 1998 budget to be presented using the new classification.





Budget Regulations


A Working Group has been established to develop the Methodology for the new classification which is to be completed by the end of June 1997.  A separate group is considering the new regulations which will be completed by end of December 1997. 





The existing financial regulations have not been documented as one comprehensive set of regulations but are made up of ad hoc circulars, including the timetable for the preparation of the Budget and rules for budget execution.  The first part of the new regulations is to be completed by the end of July.  The regulations will explain the rules of the new Budget Law, including the new deadlines, the ways in which the Budget will be prepared, and the roles of autonomous institutions and parastatals.





The regulations will also describe the kind of information required from ministries to justify their budget estimates which will be applied uniformly.  In the past there were no standards for the types of information to be provided and therefore the Ministry of Plan and Finance had to request additional information from ministries once estimates had been submitted.  The working group on regulations does not include staff from Investment Department as the focus is mainly on execution.





The Regulations for the investment budget and preparation of the PTIP already exist (the Metodologia) based on a UNDP approach.  The  Working group on methodology is also considering improvements to the investment methodology, with particular emphasis on Provincial programming and preparation of the Provincial Economic and Social Plan (PES).








Budget execution, cash management, accounting and audit


In addition to the improvements in budget planning, the Government has drawn up a comprehensive plan to improve all other parts of the fiscal management system.  These improvements are described in detail in the Government’s Expenditure Management Reform Strategy and include:





Budget Execution: improving and streamlining rules and procedures for release and use of funds for both the Recurrent and Investment Budgets, and strengthening the Directorate for Public Accounting; 





Cash Management: improving the flow of information and management of funds through preparation of cash management plans, use of short term credit from the Central Bank and negotiating the used countervalue funds with donors.





Expenditure Monitoring: defining and developing information on financial and physical implementation of budgets, harmonising information flows and computer systems and streamlining collection and analysis of information from donors.





Debt Management: minimising public debt and improving the debt management system.





Accounting: improving the efficiency of the accounting system through computerisation, definition of rules and responsibilities, and training of staff in the Ministry of Plan and Finance, ministries and Provinces.





Audit: establishing and full functioning of a superior internal audit unit within the Ministry of Plan and Finance, the Inspeccao Geral de Financas (IGF), through Cabinet approval of regulations for the IGF, recruitment and training of staff, preparation of manuals and procedures and creation of IGF offices in Beira and Nampula.





�
Other Related Expenditure and Public Sector Reforms





This section describes two other related reforms: the preparation of Sector Investment Programmes and the institutional reforms under the Public Sector Reforms.  The preparation of the Sector Investment Programmes in five sectors has involved many of the same steps as those of a Sector Review process described in Section Seven, while the institutional reforms to be implemented by the Ministry of State Administration include the review of Government’s role and priorities, issues that will also need to be addressed as part of the MTEF process.





These two reform processes have therefore been assessed to  identify areas where a start has been made or is planned that are consistent with the process described in Section Seven.  The development of the SIPs in the five sectors provides a valuable starting point for the bottom up part of the MTEF process and further development of their SIPs could be used to pilot a standard sector review process. 





As noted in Section Two, many countries have implemented quite separate civil service reform programmes and expenditure restructuring programmes, which has resulted in restructured ministries without consideration of their related costs. The Government’s plans for and progress in reviewing the role and structures of ministries has been assessed to see whether there is scope for designing and implementing an integrated process.


Sector Investment programmes





There are five sectors in Mozambique that have produced or are in the process of producing sector investment programmes (SIPs), probably the country with the largest number of SIPs in Africa.  These sectors are Roads, Health, Education, Agriculture and Water.  During the mission, the team met representatives of the Health, Education and Agriculture Ministries and a brief description of the process and content of the SIPs in these sectors is provided below.





The assessment of the three SIPs has focused on the extent to which the process has involved the same steps as those described in Section Seven as follows:


the detail in which policies, strategies, activities were reviewed


the definition and classification of programmes and activities, the extent to which activity based budgeting has been used


the use of standard classification of expenditures, i.e. the same classification for recurrent and investment expenditures


the development of performance indicators


the nature of the implementation process, the degree of participation and leadership within the ministries and the extent of donor involvement


the main strengths and weaknesses as seen by the Ministries themselves.





Health Sector Investment Programme


The preparation of the Health SIP was a joint effort with all the major donors in the health sector.  The Ministry had started on the preparation of a Human Resources Development Plan and a health infrastructure plan, as well as the Health and Nutrition Project to be funded by the World Bank.  In the preparation process it was decided to look at all needs of the sector and thus the Health Sector Recovery Programme 1996-2000 was prepared which includes all activities to be implemented by the Ministry of Health.  The programme is funded by all donors and the Government’s budget.  In preparing the Programme the Ministry had to agree on the growth of the recurrent budget with the Ministry of Plan and Finance.





The objective of the Programme is to increase coverage  of health facilities from 30% to 60% of population by 2000, back to the coverage in 1981/82.  The Programme covers basic health facilities as well as regional level hospitals which need upgrading.  





The preparation of the Programme started with a request to the various Departments to prepare initial proposals on their programmes of activities and costs.   Estimates for the recurrent budget were based on providing a basic health package as there was a lack of basic data on needs and costs to prepare the programme. The Departments  were not given any guidance on how to classify costs and the person responsible for putting together the data had to develop a standard classification for recurrent and investment costs.  The data was entered into a series of linked spreadsheets which were used to develop the aggregated estimates.  However these spreadsheets and data are not used in preparation of the annual estimates.





The vertical programmes such as maternal health were included in provincial budgets and were not shown as separate activities but as general provincial operational costs.  The costs are shown as types of expenditure, i.e. using the economic classification rather than activities and are based on cost per patient days.  Once the costs had been aggregated, they had to be reduced twice, based initially on an assessment of the implementation capacity of the Ministry, Provinces and Districts and then on basis of discussions with the Ministry of Plan and Finance who considered the programme costs to be too high.  The programme costing was completed in 1995 and used as the basis for the agreement with World Bank.  The external financing of the programme was not based on firm commitments from donors apart from the World Bank and ADB credits.





Although Provinces and Districts were involved in identifying sites for new facilities, there is still a problem of ownership at the Provincial level, which is now being addressed through workshops and national meetings.  The Ministry of Health has decided to decentralise basic health services to the provincial level including decisions on human resource planning and placement.





Donor funds are currently tied to vertical projects and programmes but the Norwegian, Dutch and Swedish Governments have agreed to provide funds to cover some of the recurrent costs included in the Programme.  This means that an updated version of the Programme will have to be prepared.  During the implementation of the Programme, the Ministry has had meetings with the donors and proposed reallocating funds to priority areas.  For example, one hundred of the lowest level facilities are not operating as there are no funds for personnel and equipment.





The Ministry has made progress in developing performance indicators, with a list of 20 indicators, both outputs and inputs, although only a few measure the impact of health interventions or the outcome measures.  Information on these indicators is drawn from the health and demographic survey, as well as routine information provided by Districts.  





According to the Ministry of Health, preparation of an updated version of the programme, using activities as the basis for costing and starting at the provincial level would take two years, because of capacity problems within the Ministry and at the Provincial level.





Education Sector Investment Programme


The preparation of the Education Sector Investment Programme started in 1996 and has been constrained by lack of capacity within the Ministry as the programme was developed largely by civil servants rather than outside consultants.





UNESCO consultants assisted in training working groups in strategic planning at all levels.  The Education Policy was approved in 1995 and was then translated into strategies by the various working groups: primary, secondary, technical, non-formal, tertiary, teacher training and some cross cutting issues such as gender and management and administration.  The Ministry has had difficulties in bringing tertiary education into the process, as the University reports directly to the Minister.  The Budget process used to be separate for tertiary education.





Once the policy and strategies had been agreed, activities were identified to implement the strategies which were then linked to existing projects.  For primary education a model has been produced for projecting enrolments and costs from which various scenarios have been developed.  The model is used to estimate total costs on the basis of enrolments, teachers, teacher training, new classrooms, etc.  Unit costs have been developed for the various activities, such as classroom construction although costs vary depending on whether communities are to be involved.  A similar model has been developed for secondary education, which has a direct link to teacher training as teachers are recruited from secondary schools.





The preparation process was highly participatory, starting with a core group, defining the sectoral objectives and policies.  The process was widened and included NGOs at a Co-ordinating Council Meeting in October 1996 and the Ministry has had extensive meetings with the donors during the process as well as involving key donors in the working groups.  





The sector investment document is due to be finalised by the end of June 1997 for submission to the donors and will be discussed with the donors in September 1997.  The total requirements are in excess of available resources and the Ministry intends to identify other sources of funds, such as contributions from communities and school fees, as well as mechanisms for support to those who cannot afford fees.  





All ongoing projects were assessed as part of the process to identify lower priority projects that can be dropped.  However, because there has been good donor co-ordination for the last five years, most projects fit within the Ministry’s priorities.  At the Provincial level there are still projects funded by NGOs outside the Ministry of Education’s priorities.  





The intention is to prepare Provincial level SIPs during which issues of access, quality and management will have to be addressed as the capacity at the provincial level is still weak. In addition the roles of the centre, provinces and districts will have to be clearly defined.  District level planning capacity is being strengthened on a pilot basis in Tete Province.





The Ministry sees the main success of the process being its participatory approach from the start including donors, civil society, and NGOs.  This involvement has made the process more sustainable.  The main problems relate to weak capacity within the Ministry of Education mainly in areas of policy formulation and budget preparation.  It was expected that each working group would produce their own cost estimates but not all have been able to.  





Agriculture Sector Investment Programme (PROAGRI)





The preparation of the Agriculture SIP started with a diagnostic phase in which problems in all sub-sectors were identified and strategies developed to address these problems.  Several working groups were formed for each of the programmes as well as a Budget Working group which was responsible for defining the methodology and developing forms for costing.  The Ministry has used the World Bank programme for costing agricultural programmes, COSTAB,  to collate and analyse the costing data.





The current stage of PROAGRI started in January 1996 and involved the definition of activities and recurrent and investment costs.  There were problems of defining costs as either recurrent or investment as not all items are included in the existing classification.  Staffing was linked to the activities and the process involved an assessment of the staffing requirements. 





The estimation of the programme has not resulted in costs that are significantly higher than the size of the existing recurrent and investment budgets.  This was because the Working Groups developed fairly realistic estimates as they had to justify every item.  However the programme is not yet comprehensive, as it excludes fisheries, irrigation, land and rural finance.  The programme also covered institutions such as research institutions. Having defined the programmes and activities, these were linked to existing projects.  This process revealed that there were some existing projects that do not fit in the scope of the programme.





Towards the end of May 1997, the Ministry was to undertake a functional review of the activities so as to identify the priority activities.  Responsibility for the implementation of the programme components is to be allocated between the Provinces and Districts and the programme estimates will be used as the basis for the annual budget.  





The Ministry of Agriculture and Fisheries feels that the main lesson to be drawn from this experience is that it would be better to start at the District level although there are problems of capacity, in terms of skills and experience at this level.





Conclusions on Sector Investment Programmes


Based on very preliminary discussions with the Ministries of Education, Health and Agriculture the following conclusions can be drawn:


each ministry is following its own approach and methodology;


each ministry is developing its own classification of expenditures, but all seem to have had problems with defining recurrent and investment items of expenditure;


some ministries have gone further towards developing activity based budgets than others: it would seem that Agriculture and Education have made more progress in this area than the Ministry of Health.








Public sector reform





The Government has recognised that the existing centralised structures and processes are no longer consistent with the new role of a modern and democratic state.  A comprehensive programme of reform has been drawn up covering decentralisation of government activities; establishment of democratically elected Municipalities; rationalisation of human resource management; institutional reforms and the rationalisation of administrative procedures.  





In the area of institutional reform the Government has started a process to describe the existing functions of Government as the first stage in streamlining the structures and identifying ways of improving the efficiency and effectiveness of Government activities and services provided to the public. A preliminary discussion document is to be prepared by the end of June 1997, which will include proposals and scenarios for a technical group to follow up on and consider how to implement.  Once the study is completed the Government will consider all options for public sector reform, including the scope for privatisation.





At the same time, a consultancy is to start in 1997, which will review the roles and relationships throughout the whole of Government down to the District level and make recommendations on how these can be improved.  This is a continuation of a consultancy which has reviewed the relationship between Vice Ministers and General Secretaries. 





The next Section describes the foundations that will need to be developed before the MTEF can be introduced successfully, identifying the building blocks that are already in place.


�



Laying the Foundations for an MTEF in Mozambique





Before describing the steps involved in the MTEF process, this section sets out recommendations on the preliminary ground work that is vital to the successful introduction of the MTEF.  The main recommendations are highlighted in the text.





The Government has started on many elements of the MTEF process, as described in Section 6.1 below:


macroeconomic and preliminary expenditure frameworks


Sector Investment Programmes in five sectors


Co-ordination mechanisms


Public sector reforms





At the same time, Mozambique has the advantage of not yet starting on some of the reforms that other countries have implemented and can benefit from their experience. Mozambique can learn from the experience of other countries in three areas in particular:


the restructuring of ministries’ functions through civil service reform programmes (Section 6.1.4)


the classification and level of detail in budget presentation and control (Section 6.6)


the development of computerised financial management systems (Section 7.7).


These are described in detail in the remainder of Sections Six and Seven. 





building blocks in place





The Government of Mozambique has already committed itself to many elements of an MTEF in its Expenditure Management Reform Strategy and through the preparation of Sector Investment Programmes.  


Preliminary Macroeconomic and Expenditure Frameworks


In Malawi sectoral expenditure allocations are largely in line with government priorities and therefore the main emphasis of the MTEF process has been on developing the information on the costs of policy so as to make reallocations to priority activities within each sector.  





Mozambique is in a different situation, in that further reallocation of resources between sectors is still required and there is a need to assess the affordability of the Sector Investment Programmes as developed by the five sectors.  During the mission the Director of Plan and Budget decided that it would be important to make a start on a preliminary expenditure framework that could be used as the basis for setting the expenditure limits for the 1998 Budget and for decisions on the affordability of SIPs.  





The Director initiated work on the Macroeconomic Framework and Expenditure Framework through the establishment of two working groups which would take responsibility for the development of the two frameworks.  This initiative had been endorsed by the Technical Committee of the Ministry of Plan and Finance who agreed that an expenditure framework would be prepared with selected sectors.  A work plan is to be prepared by the end of June 1997 for the preparation of the macroeconomic and expenditure frameworks and by the end of August the aggregate information will be completed.  Suggestions for  preliminary macroeconomic and expenditure frameworks were discussed with the two working groups during the mission and are included in Annex Four.





Sector Investment Programmes


In addition, the work undertaken through the preparation of the Sector Investment Programmes represents much of the same process that ministries would follow in the sector reviews and preparation of activity based budgets, as described in Section Seven below.  However, each of the five ministries has followed their own process and methodology and have therefore produced different outputs in terms of the scope, classification and costing of programmes and activities.  





While recognising the concerns about capacity in sector ministries and the need to start slowly with the introduction of activity based budgets, it would make sense to develop a standard approach for the five SIP sectors to follow in the preparation of their 1999 Budget.  Starting all five ministries at the same time would be beneficial for the following reasons:


it seems that at least four of the five sectors intend to undertake further work on identifying and costing their activities, as described in Section Five above (the Water sector is still developing its SIP);


it is important that the work on defining and costing activities through the SIPs can then be used as the basis for the annual budget rather than being a separate exercise, therefore the outputs from the exercise need to be consistent with the budget classification as presented in the Budget document;


the experience of the five sectors can be used as the basis for developing an appropriate process that would be used by all sectors of Government.





Thus it would be possible to make a start on the introduction of a standard sector review process and activity based budgets on a pilot basis for these five sectors during 1998 for the 1999 budget, while at the same time developing the macroeconomic and expenditure frameworks further.  





The sector review process could be extended to the other sectors of Government over a period of two to three years (for the 2000 and 2001 Budgets) as shown in the suggested timetable at the end of Section Seven.  In the meantime other ministries could make further improvements through the preparation of departmental budgets and use of the new classification structures. 


Co-ordination mechanisms 


Several working groups have been established to design and implement the work as set out in the Expenditure Management Reform Strategy.  In addition to the Macroeconomic and Expenditure Framework Working Groups, three other Groups have been established to develop proposals in the areas of Classification, Methodology and Regulations.  There is a Technical Committee with representatives of the Treasury, Directorate of Accounting, Directorate of Plan and Budget which meets bi-monthly.  Advisors are invited to these meetings if a relevant topic is to be discussed.  The Director of Plan and Budget plans to establish an advisory group to co-ordinate all the reforms which will begin its work in June 1997 and will be staffed by local Technical Assistance on a full time basis, funded by SIDA.  


Public Sector Reform


Many of the elements of the MTEF are covered in the Expenditure Management Reform Strategy but also in the Government’s plans for Public Sector Reform.  One of the key requirements of an effective MTEF process is having a clearly defined role for Government and clearly articulated priorities between and within sectors.  Decisions on how to allocate resources between sectors are made all the more difficult if these issues have not been resolved.  Thus the work that the Ministry of State Administration is undertaking on defining the role of Government will provide a very valuable starting point and input into the MTEF.





However there is a danger that these two processes may be implemented as separate exercises, with the result that:


the agreements reached on Government priorities are not fed into decisions on resource allocation;


the priorities defined for each ministry are not related to the allocation of resources within a ministry;


functional reviews are undertaken for each ministry but not linked to the availability of resources, so that the new structures and functions are agreed but are not affordable.





Civil service reform programmes in other countries have tended to be undertaken as quite separate exercises, without linking the process of reviewing ministerial functions to the budget process.  Mozambique is in a position to learn from this experience and to develop an integrated process that considers both the structures, functions and staffing of a ministry (usually addressed through civil service reform) as well the activities, projects and budgets (usually covered under expenditure restructuring reforms and Sector Investment Programmes).  A description of this integrated process is included in Section Seven below.





While making a start on the macroeconomic and expenditure frameworks, it will be important to continue and expand the very valuable work that has started on defining the reform strategy and agreeing on responsibilities for its co-ordination and implementation.  The next sub-sections describe some of the preliminary work that would be required to develop a strong foundation for the successful introduction of the MTEF.  These include:


defining the scope of the MTEF to be introduced in Mozambique


assessing sector ministry capacity 


developing consensus and ownership


reviewing roles and responsibilities





defining the scope and timing of an mtef





As noted in Section Two, an MTEF can involve different processes and it will be important for Mozambique to decide the scope of an MTEF and timing of its introduction, in line with capacity of Government.  





The matrix on the following pages sets out a strategy for moving from the existing planning and budget system to the various stages of the three versions of the MTEF described in Section Two.  The final column shows the extreme versions of the MTEF systems as implemented in Australia and New Zealand.  These extremes may not be appropriate for Mozambique and are included to illustrate the complete range of potential systems and processes that could be developed in Mozambique.  





In drawing up a strategy for introduction of the MTEF, the Government would need to decide on the level of sophistication of the systems that would be most appropriate for Mozambique.  And as emphasised in Sub-section 6.1 above, the strategy would need to include the public sector reforms planned by the Ministry of State Administration.








�



Developing a Strategy for implementing a Medium Term Expenditure Framework








Existing situation�
Immediate


six months�
Short Term


eighteen months�
Medium Term


three years�
Longer Term


five to seven years�
Australian and/or New Zealand systems�
�



Version I: Improved Macroeconomic and Expenditure Framework 


�
�
Macroeconomic framework: IMF largely responsible�
Develop Government macroeconomic framework in consultation with WB and IMF�
�
�
�
�
�
Expenditure Framework not developed.  


Limits based on previous year’s limits plus inflation





Role of Government and priorities not defined�
Develop basic expenditure framework for setting of limits








Discuss role of Government and priorities with Cabinet in finalisation of 1998 budget





Plan and Finance to be involved in Public Sector 


Reform programme�
Develop more information on costs of policy in sectors (within Plan and Finance under Version I but from Ministries under Version II)�
Complete and refine information on costs of policy in sectors (within Plan and Finance under Version I but from Ministries under Version II)


Use Expenditure Framework as tool for restructuring government functions and expenditures if necessary�
Complete restructuring of Government functions and expenditures using expenditure framework�
Australian system: once costs of existing policy developed, annual budget process only focuses on changes in policy and costs (both increases and savings)�
�



Version II: As above plus improved budget basis


�
�
Expenditure classification and budget preparation based on inputs not linked to outputs or performance�
Agree on programme/ activity based budget classification


Prepare 1998 budget based on departments�
Develop activity based budgets in ministries, linked to objectives and policies


�
Complete introduction of activity based budgets and development of performance indicators�
Monitor ministries’ expenditures and performance �
New Zealand system: budgets shown by outputs�
�
Separate planning and management of recurrent and investment budgets�
Use same economic classification for recurrent and investment budgets�
Integrated activity based budgets�
Complete development of integrated budgets, showing programmes of activities linked to recurrent and investment budgets�
Move away from projects to integrated programmes, distinguishing between types of expenditure (operational and capital) and source of finance (government and donor sources)�
No distinction between government and donor finance projects, only programmes of expenditure�
�
Incremental preparation of recurrent budget�
�
Move to activity based budgets, including assessment of staffing and salary requirements�
Use process to review and restructure size and structure of ministries if necessary�
Finalise restructuring of ministry size and structures�
Australian system: once costs of existing policy developed, annual budget process only focuses on changes in policy and costs (both increases and savings)�
�
Only forward planning of investment budget�
�
Three year activity based budgets for both recurrent and investment budgets�
Complete development of integrated three year programmes for all sectors�
�
Australian system: annual budget process only focuses on changes in policy and costs  �
�
Budget presentation does not show activities to be implemented�
Present 1998 budget based on departments�
Present budgets by activity or programme and sub-programme�
Include performance indicators in budget�
�
New Zealand system: budgets shown by outputs�
�
Donor funds outside the budget and poor donor co-ordination�
�
Sector reviews to identify government priority activities as basis for discussion with donors and inclusion of all donor funds in the budget�
Complete development of integrated  programmes, linked to donor projects


Phase out projects not linked to programmes�
Donors funding components of programmes, rather than large number of projects.  Some donors will want to have identifiable projects within programmes�
All donors funding programme components, rather than projects.�
�



Version III: As above plus greater Incentives for Efficiency and Effectiveness


�
�
Control of detailed items of expenditure�
Review rules and regulations on expenditure control, including roles and responsibilities at all levels�
Ministries controlled at Programme and two levels of economic classification �
Ministries controlled at Programme, sub-programme and major economic classification level�
Ministries controlled at Programme level and salaries and recruitment�
New Zealand System: departments complete flexibility to allocate and use resources, including salaries and recruitment�
�
Ministries not judged on performance�
�
Develop performance indicators as part of sector reviews�
Complete development of performance indicators�
Ministries have to report on meeting performance indicators as well as expenditures�
New Zealand system: departments judged on producing outputs. �
�
Managers not judged on performance�
Review rules and regulations�
Consideration of performance contracts for National Directors as part of Public Sector Reforms�
Introduce performance contracts based on performance of ministries�
�
New Zealand and Australian systems: performance contracts for Chief Executives�
�
Cabinet and Parliament limited role in policy making and resource allocation decisions  �
Review roles and responsibilities 


Cabinet to approve limits before being given to Ministries�
Cabinet to approve preliminary expenditure limits �
�
�
New Zealand: Contracts between Ministers and Departments to provide outputs�
�
�



Assessing capacity within sector ministries





One of the greatest concerns of the Ministry of Plan and Finance is the capacity of sector ministries to use new procedures for the preparation and management of the budget. A local consultant has been contracted to undertake an assessment of the capacity of sector ministries to implement the new processes, with the main emphasis on the introduction of the new classification.





Before agreeing on the scope and processes of the MTEF to be followed in Mozambique it will be important to take account of the findings of the capacity assessment.  However it is also important to recognise that:


capacity can be developed through the process itself;


the processes can be tailored to the capacity levels so that they should not be too complex for the number and level of skills of staff within the Ministry of Plan and Finance, sector ministries, Provinces and Districts.





In other words, it is not necessary to wait until sufficient capacity has been developed before starting on the new processes.





The team did not have the opportunity to meet the consultant undertaking the capacity assessment and thus did not have information on the details of the review.  If the assessment is focused mainly on introduction of the new budget classification, there are areas of planning and budgeting that would need to be assessed to identify whether there are sufficient skills within sector ministries, provinces and districts to implement a sector review process and prepare activity based budgets.  The capacity in the following areas needs to be assessed:


for review and formulation of sector policies and strategies


for developing the ministries’ aims, objectives, outputs and activities (i.e. the preparation of a Logical Framework)


for preparation of integrated activity based budgets, including whether the recurrent and investment budgets are prepared separately


computer capacity for preparation of activity based budgets.





Annex Two provides some suggestions on the scope of such a review.





Once the assessment and process have been defined in detail it will then be possible to develop a training strategy which would identify the types and numbers of people to be trained, the skills to be developed,  the training methods to be used, a timetable and the institutions to be involved in providing the training.





developing consensus and ownership


Building on the Government’s Vision





The Government has already started to develop a vision for expenditure and public sector reforms and this needs to be deepened through the development of a plan of action for implementing these reforms. This report sets out some suggestions for a plan of action, i.e. how to translate the activities listed in the Expenditure Management Reform Strategy into a programme of work for the medium term, as illustrated in Annex One.





However it will be important for the Government to decide for itself on the most appropriate way of implementing the agreed activities and then to discuss this strategy widely with ministries, provinces and donors. 





Management of Change





One of the main barriers to the introduction of the new processes could be resistance to change within the institutions involved and reducing this resistance to change will be an important part of laying the foundations. 





The suggested MTEF process described in Section Seven is, of itself, designed to minimise resistance to change through an iterative learning and participatory approach, owned and driven by those responsible for its implementation and supported by facilitators.





However it will still be essential for the Government to:





identify key individuals (managers within Ministries) who can “champion” change, both initially and to sustain the momentum; and





identify a group of people within the Ministry of Plan and Finance and the Ministry of State Administration who would lead the MTEF process, which would include one person to take the lead on human resource management issues.  This would ensure that the human elements of the change are actively managed as an integral part of the overall process.





The kinds of activities and processes in managing change and developing ownership include:





undertaking force field analysis to identify issues and organisations that would help or hinder implementation of the MTEF





selling the benefits to and gaining commitment of staff and establishing a meaningful internal communications process, particularly between pilot ministries and other ministries in the first phase of implementation





co-ordinating with other public sector and human resource management reforms and advising on structural change 





advising on broader human resource management and general management changes such as new management styles, managing for performance, on-the-job training and how to ensure new methods become routine and ”encultured” within the organisations.





Review of roles and responsibilities





In defining the process it will also be important to agree on the roles and responsibilities of all those to be involved.  Agreement on roles will be needed at three levels:


within the Ministry of Plan and Finance


within sector ministries


between Ministries, Provinces and Districts








Responsibility within the Ministry of Plan and Finance  





The decision to establish the Directorate of Plan and Budget should facilitate the move to a more integrated process which links policies to activities and to an integrated recurrent and investment budget.  However this integration could be facilitated further by assigning one person or group of people with responsibility for one sector and for all aspects of the sector, i.e. policy review, review of proposals for integrated activity budgets, co-ordination with donors, monitoring physical and financial implementation of activities, etc.  





Thus the existing Departments within the Directorate could be reorganised from several departments responsible for policy issues with others responsible for budget preparation and monitoring to having a department for each broad sector, i.e. a social sector department, a productive sector department, an infrastructure sector department and an administration sector department, each responsible for all issues related to that sector.





The experience of merging Ministries of Finance and Planning in other countries shows that unless the responsibilities are changed to relate to an integrated budget process (i.e. one person is responsible for reviewing and monitoring both budgets of a sector) there will be few benefits from merging the two ministries.  The two budgets will be managed separately with all the problems described in Section Two above, as all that will have happened is the joining of two organisation charts without any changes to the process.  Frustration with the lack of change in mergers has often meant that Ministries of Finance and Planning have been separated again after a few years.





Thus Mozambique can learn from the experience of other countries in merging ministries and departments of planning and budget and ensure that these benefits are realised through linking the responsibilities of the new Directorate of Plan and Budget with an integrated process.





Responsibility for the Process in Sector Ministries  





In the case of Malawi, the process involved departmental managers in defining, planning and costing their activities, which was previously the responsibility of accounting staff, particularly in the case of the recurrent budget.  The involvement of these key managers in the process generated interest and enthusiasm as they realised that budget preparation is a management tool and should not be seen as an arithmetical exercise.





This experience highlights the importance of involving key decision makers and managers in the process and moving away from a situation where the budget is left to administrators and finance staff.





Responsibilities of Provinces and Districts in the Process 


Discussions with the three ministries that have developed SIPs, highlighted the need to involve Provinces and Districts in all stages of the process, as leaving them out of the process can make it more difficult to generate ownership of the resulting priorities and budgets.  Defining their involvement will need to focus on, not only the ways in which they will be involved in the sector reviews, but also their responsibility for implementation of activities.





Defining the roles and responsibilities can provide the basis for reviewing and establishing an incentives and sanctions framework.  Incentives in this context do not refer to the financial incentives for individuals but to the degree of control that the different levels of government have over the management of resources, both human and financial.  Increasing incentives usually involves giving greater control for managing resources to sector ministries, provinces and districts, which is already being implemented in some sectors.  In developing appropriate sanctions to apply in cases of non-compliance with regulations, it is equally important to ensure that there is sufficient commitment to the use of these sanctions by politicians and senior civil servants.





Budget classification and presentation





During the discussion of recommended steps for the introduction of the MTEF, it was suggested that for the 1998 budget, ministries would be requested to present their budgets by Department using the revised economic classification.  The main benefits of this would be that the budget is visibly different from existing presentation and that it provides more information on the use of funds within ministries.  This would also form the beginning of a programme/activity based budget classification. Annex Three shows a suggested presentation of a ministry’s budget.





The other types of classification, i.e. the functional and source of finance classifiers could be coded at the centre, rather than requiring ministries and provinces to classify their expenditures using these types of classification.  A computer programme could be developed to link the five coding structures from which information could be produced by function and source of finance.  The Budget document could therefore include tables showing expenditures by the five classification types.





The main changes in the revisions to the budget classification are standardising the economic classification and introducing standard functional, territorial and source of finance classifiers.  If the Government decides to move to activity based budgets some form of programme based budgeting would be needed which would involve disaggregating the functional or institutional classification into programmes and activities.  





The IMF functional classification uses the standard sectors and sub-sectors so that expenditures can be analysed by sector.  In some cases the functional classification may be very different from the institutional structure of governments, i.e. there may be several ministries responsible for the implementation of one sector’s activities, while one ministry may implement several sectors’ activities.  Thus a budget prepared along functional lines will be fairly complicated to produce as one sector budget will be made up of several ministries’ estimates and one ministry’s budget may have to be divided into several sectors.





In the case of Mozambique, the existing institutional structure is nearly the same as functional classification, thus it would make sense to use the institutional classification as the basis for the programme and activity classification.  As part of the sector reviews exercises, each ministry would then review its structure to ensure that it is aligned with the objectives of the ministry.  Annex Three shows an example of a programme and activity based classification.


�
A Suggested MTEF Process for Mozambique





Overall process





The previous section identified key recommendations on the foundations required to ensure the successful introduction of an MTEF in Mozambique.  This Section describes the suggested MTEF process itself, drawing on existing and planned improvements to the budget preparation processes in Mozambique.  Many of the suggested steps are largely the same as the activities described in the Plan of Operations in the Expenditure Management Reform Strategy, as illustrated in Annex One. 





Each of the activities in the Strategy are aimed at addressing specific problems, such as the need to incorporate all aid funds in the budgets, to review existing projects and to improve processes for project approval.  Rather than tackling each of these problems separately, it is possible to develop an integrated process that would address all these issues and would enable the Government to take charge of resource allocation decisions, while also providing donors with a coherent set of strategies and programmes outlining the ways in which resources, including their own, will be used.





Because the existing planning and budget process does not produce sufficient information on the costs of existing policy in each sector (i.e. the building blocks of the MTEF), it would make sense to follow the four stage process developing preliminary limits, followed by a strategic review of each sector and developing the cost of policy, as an input into developing the annual budget ceilings, as illustrated in the diagram below.  This process allows the separation of strategic planning from the rushed preparation of the annual budget that inevitably occurs.











Figure 3.  Steps in the preparation of an MTEF





The MTEF Process
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Implementation process





Many of the steps involved in the process described in this Section are already under way through the preparation of the macroeconomic and expenditure frameworks and the Sector Investment Programmes.  It is therefore recommended that the MTEF process be initiated in preparation of the 1999 Budget, through developing a standardised process to be followed by all five sectors that have already prepared Sector Investment Programmes.  Sub-sections 7.5.1 and 7.5.2 describe steps for defining the agreed process and timetable.





The remaining sectors would be brought into the process over the next two to three years (for the preparation of the 2000 and 2001 Budgets) as shown in the suggested timetable at the end of this Section.





developing the macroeconomic framework





The Government already makes use of the IMF framework as the basis for its discussions on revenue, expenditure and deficit projections.  Some of the issues that Government will need to consider in developing its resource projections include:


experience of other countries in the introduction of VAT and the impact on revenues over the short and medium term;


the degree of aid dependency: the Government may want to make a conscious decision to reduce its dependency on external sources of finance and to make its expenditure projections on the basis of this decision;


the split between recurrent and investment expenditures: i.e. the degree to improvements in Government services will come from new investment or from improvements to existing services.





The development of the macroeconomic framework needs to be seen as a continuous process with the framework updated, possibly on a quarterly basis for use in cash flow management, etc.  The framework will also need to be linked to other systems, such as the debt management system, cash management system and national accounts data and thus co-ordination mechanisms will need to be established to ensure the involvement of all key institutions (the Central Bank, Treasury, National Statistics Office) in the development and updating of the framework.





The Macroeconomic Department currently only has one Mozambican and one foreign advisor and obviously will need strengthening in order to take responsibility for the macroeconomic framework.  It will be important to identify the skills required so that the most appropriate people are recruited and it may be necessary to develop links with suitable institutions within and outside Mozambique so as to provide the necessary capacity.  Links could be developed with the University, for example, in the same way that the University is to be involved in the Public Expenditure Reviews.





developing a preliminary expenditure framework





It has been agreed that a preliminary expenditure framework will be developed by the end of August.  Annex Four includes two types of frameworks, one very broad framework and a second more complex framework.





The expenditure framework can be developed using a simple set of linked spreadsheets.  The first stage in developing the framework is to define the various sectors (i.e. social sectors, productive sectors, administrative sectors, etc.) and to list the institutions within each sector, as well as the provincial expenditures under each sector.  This shows the total resources allocated to each sector.





Then the previous budget allocations for these institutions for both the recurrent and investment budgets over the previous two or three years need to be entered into the spreadsheet. This will enable a comparison of the budget allocations and the stated priorities of government and whether there have been shifts in resource allocation over the previous years.  At this stage it is possible to analyse several issues:


do the allocations reflect priorities?


have they changed in line with priorities or away from priorities?


what has happened to the share of investment and recurrent budgets?





The aim is to make projections for the next three to five years.  These projections start with the overall limit of resources, i.e. the total size of the cake which is then to be divided between the various sectors and institutions.  The projections can be made on the basis of:


different growth rates for each sector 


different shares of the budget for each sector.





Before deciding on the allocation of resources between sectors, Government statutory payments will need to be deducted to show the total resources that are available for distribution between sectors.  These statutory payments include debt service, pensions, etc.





Decisions on how to allocate the remaining resources between sectors several issues will need to be based on:


The overall role of Government, which will need to be linked with public sector reforms.  Issues to be considered here include the plans for privatisation, establishment of agencies, contracting out services to the private sector, the introduction of cost recovery measures, etc.


Government objectives and priorities between sectors;


Existing commitments,  for example agreements with donors on the share of the budget to be allocated to a particular sector and within a sector, donor funding of projects within each sector, conditionalities on the use of counter value funds;


Existing projections on the costs of Sector Investment Programmes;


Existing information on the costs of policy in each sector where available.





It would be useful to develop various scenarios showing different options for allocating resources between sectors.  In the first round of developing the preliminary expenditure framework there will be very limited information on which to base the scenarios and they will therefore need to be based on fairly broad assumptions. Some of the issues to be addressed in the scenarios include:


Comparing the allocation of resources based on priorities and on commitments


The affordability of the five Sector Investment Programmes


The realism of shares of recurrent and investment budgets


The impact of a reduced rate of economic growth.


Links between resources, priorities and commitments


Existing allocations are likely to reflect the existing donor funding of projects and therefore their interests and the fact that ministries with greater planning and budget capacity are more likely to receive additional resources.  It would not be possible to reallocate resources to Government priorities in the 1998 Budget, but it would be useful to show the trade-off between using information on existing donor commitments and indicating how resources would be allocated if Government were free to allocate resources in line with its own priorities. The following scenarios could be developed to show the impact of:


resources are allocated in line with government priorities; 


resources continue to be allocated in line with existing allocations. This second scenario would show the impact of maintaining the existing allocations which are being determined mainly by donors;


resources are reallocated over the medium term from the existing situation to one which is more consistent with Government priorities.


The affordability of the five Sector Investment Programmes


The second set of scenarios could look at the impact of including the estimated cost of the five sector investment programmes in the expenditure framework.  One scenario could be developed in which the total costs of the SIPS are included and the remaining resources are allocated between the other sectors, and then perhaps two other scenarios where a percentage of the SIP estimates are allocated to the five sectors, e.g. 75% of requirements and 50% of requirements.


The shares of recurrent and investment budgets


In this analysis it would be necessary to divide the investment budget into capital and recurrent items of expenditure so that a realistic picture of the expenditures on recurrent and capital items is presented.  Various scenarios could be developed where additional resources are moved into the recurrent budget (i.e. the government recurrent budget and the portion of the investment budget that funds recurrent items) where necessary or into the capital budget if necessary.  This will differ for each sector depending on the existing share and on the nature of the activities and needs within each sector.


The impact of reduced rate of economic growth


It would also be useful to examine the impact of reduced rate of economic growth and resulting reduction in the availability of resources (assuming that the one would lead to the other).  Different scenarios could be developed showing:


keeping all sector shares constant


protecting the priority sector allocations and reducing other lower priority sectors’ allocations.





The sector review process will provide more information on the costs of policy in each sector and once these have been completed it will then be possible to develop a much more sophisticated expenditure framework.





It is important to recognise that these scenarios are the technical input into decisions that need to be made by the Council of Ministers on allocation of resources between sectors.  Thus the expenditure framework and scenarios are not an end in themselves, but a tool for improving decision making.  





This information needs to be presented to the Council of Ministers along with an explanation of the methodology and assumptions used and to set this in the context of the prospects for economic growth, revenues and expenditures over the medium term.  The Council of Ministers would then agree on preliminary limits to be used by sector ministries in the next stage of the process, the Sector Reviews.





the sector review process


Agreeing on the Process and Developing a Handbook


Developing the sector review process can draw on the experience of the five ministries that have prepared their SIPs.  It would be useful to have a workshop in early 1998 with these five ministries so that they can describe how they prepared their Investment programmes, the successes and weaknesses they experienced and their recommendations on the standard approach to be developed.





On the basis of this workshop it would be possible to define an agreed process and to develop a handbook which describes the process to be followed.  Decisions would also have to be made on a standard programme and activity based structure, which would be used by all the five ministries and then extended to all other ministries over the following years.  Annex Three shows a suggested programme and activity classification structure.


The Implementation Process


The review of sectoral objectives and activities needs to be participatory and inclusive which can best be achieved through a series of workshops and the formation of working groups. The process could be covered through a series of three to four workshops with central ministry, provincial and district level staff as well as representatives from all the relevant institutions within the sector.  More detailed analysis and preparation of activity budgets could be given to working groups each with responsibility for the various programmes that would be agreed in the first part of the process. 





It will be important to identify a few key people in each ministry who will take the lead in the process, so that it is seen as an internal exercise, rather than one being driven from outside.  The role of the Ministry of Plan and Finance and any technical assistance to be involved would be to facilitate the process.





A suggested timing for the process is presented below, however it would be important to check the time taken to develop the five SIPs.





Suggested Timing for the Sector Review Process�
�



Three to four day workshop: agree on aims, objectives, outputs and activities for the sector.�
�
�
�
Two weeks: Working groups to define programmes, sub-programmes and activities and compare with existing structure of ministry.�
�
�
�
Three day workshop: working groups to present recommendations.�
�
�
�
Four weeks: working groups to prepare activity based budgets and linked to recurrent and investment budgets.�
�
�
�
Four day workshop: working groups to present budgets and prioritisation of programmes and activities. Preliminary ceilings given to each working group.�
�
�
�
Four weeks: working groups to reduce estimates to preliminary ceilings and to identify impact of reductions and possible policy changes to address impact.�
�
�
�
Three day workshop: final meeting at sectoral level before costings presented to Ministry of Plan and Finance.  Working groups would present their reduced budgets and the impact and discussions would focus on whether resources should be reallocated between the sub-sectors.


�
�



Define Objectives, Outputs and Activities 


The starting point of the process is to define the sector’s goal, objectives, outputs and activities. These terms are described below, with more detailed explanation provided in Annex Five.





GOAL: the major national objective to which the ministry contributes, but over which it has no control. Why does the Ministry exist? 





OBJECTIVE/PURPOSE: the reason for which the outputs are produced.  What does the Ministry intend to achieve?





OUTPUT: the services that the ministry provides which can be measured in terms of quality, quantity and time.  The outputs can also be used as performance indicators, e.g. the number of primary pupils to be taught over a certain period.





ACTIVITY: the specific tasks that are needed to produce the agreed outputs and meet the agreed objectives.





One way of defining these issues is to develop a Logical Framework for the sector through a participatory, brain storming process involving the senior management within the Ministry and related institutions as well as Provincial and District level representatives.  NGOs and donors could also be represented in this first workshop, although the Ministry may wish to decide on these issues internally first, before involving a wider group. As this process involves the review of ministries’ objectives and structures, it will be important to involve the Ministry of State Administration in the exercise.  A description of the Logical Framework is presented in Annex Five.





There are likely to be a few key objectives for each sector and it would be important to check whether the existing structure of the ministry reflects these objectives: does each department aim at meeting one of the key objectives?  This assessment will need to be deepened towards the end of the sector review process when the programmes and activities are reviewed and prioritised. 





The objectives would then form the starting point for the programme classification: each programme would be aimed at meeting one key objective.  If the departments are not consistent with the objectives it may be necessary to restructure the Ministry in line with the agreed objectives.  





Working groups would be formed to take responsibility for further work on each programme.  It would also be necessary to establish a planning and budgeting working group to take responsibility for co-ordinating the process and for inputting (if necessary) and aggregating the costing data from each working group.





Definition of Programmes and Activities


Having agreed on the objectives, outputs, activities, and programmes, the Working groups would then agree on the detailed sub-programmes and activities for their programme. They would be guided by the structure for programme/activity based budgets agreed by the Ministry of Plan and Finance and to be used by all ministries.  They would also make use of the new, standard economic classification.  These recommendations would be presented at a workshop where representatives of the Ministry of Plan and Finance would have an opportunity to comment on and advise if the proposed sub-programmes and activities make sense.





It is important that ministries, provinces and districts ensure that all types of activities are planned for so that all their requirements would be covered.  There are at least four types of activities that need to be included:


service activities, e.g. provision of health services in existing hospitals


administration activities, e.g. the administration of a hospital


investment activities, e.g. the construction of a new hospital


additional recurrent costs, e.g. the service and administrative costs of new hospitals.





Costing of  Activities


Once the programmes, sub-programmes and activities are agreed, the Working Groups would plan the number of activities to be implemented for the following three or five years.  For example, they would decide on the number of schools to be constructed and rehabilitated, the number of  horticultural research trials to be implemented, etc.  Provinces and Districts would need to be involved in the planning of activities in their particular areas, as they will have the best information on the actual needs.





Having agreed on the number of activities to be implemented, the working group would identify the inputs required for each activity, the numbers of inputs required and the unit cost of each input.  This information would be used to calculate the total cost of each activity, then multiplied by the number of activities to be implemented over the following three years and aggregated to arrive at the cost of each sub-programme and each programme for a three year period.  





It is at this stage that ministries would need to link the activities to the staffing required for their implementation and to the existing levels of staff.  In some cases staff will be responsible for several activities and to calculate the cost of each activity would involve measuring the time spent on that activity and using a cost per staff hour to arrive at the salary costs.  However this can be a very time consuming process and may not provide sufficient benefits to make it worthwhile.





Each working group would provide this information to the Planning and Budget working group who would aggregate all programme costs to arrive at the total cost for the sector (the programmes would include activities implemented by institutions outside the ministry such as the Institute for Cashew Research.  





.The initial costing of activities would be based on using the recurrent and capital items of expenditure rather than the recurrent and investment classification, which includes recurrent expenditures. The aim is to cost activities that the Ministry feels are necessary to achieve its objectives, rather than because donors are funding the activities.  





This process would result in three year estimates for both recurrent and capital items and ensure that both types of recurrent costs are provided for: operating on-going services and activities; and the recurrent costs that will arise from new investments, such as construction of new hospitals.  By estimating both types of recurrent costs along with new investment costs, the Ministry will clearly see whether the new investments are affordable and if it would be more cost effective to rehabilitate existing facilities or expand existing services.





The example below is the kind of table used in Malawi to estimate the costs of primary education which does not distinguish between project and non-project activities, but between the types of expenditure.


�



Example of Costing Table: Ministry of Education[completed by each District Education Office]


Programme/ Sub-programme Primary Education�
No. of Units�
Salaries�
Allowances�
Travel and Transport�
Equipment�
Materials�
Other�
Total�
�
Teaching�
�
�
�
�
�
�
�
�
�
Salaries


No. of Teachers�
�
�
�
�
�
�
�
�
�
Text books


no. of pupils


no. of books per pupil�
�
�
�
�
�
�
�
�
�
Learning materials


no. of exercise books per pupil�
�
�
�
�
�
�
�
�
�
Construction and maintenance of schools�
�
�
�
�
�
�
�
�
�
Construction of schools


no. of schools


cost per school�
�
�
�
�
�
�
�
�
�
Maintenance of schools


no. of schools


cost per school�
�
�
�
�
�
�
�
�
�
TOTAL�
�
�
�
�
�
�
�
�
�






If provinces and districts are to be involved fully in the process, each Province and District will need to plan and cost the activities that they will implement.  In order to ensure that common assumptions and kinds of information are being collected it would be useful to develop a common costing tables for each programme and sub-programme, along with sector specific guidelines on how to collect and analyse the costing data.





Simple spreadsheets can be used to input and analyse the activity based budgets, or the more complicated programme used in the Ministry of Agriculture and Fisheries (COSTAB) could be modified for use by other ministries.  However, these spreadsheets or costing programmes will need to have the capability to translate the activity based budgets into the existing recurrent and investment budget formats, as explained below.


Preparation of Integrated Budgets 


Once the activity based budgets have been produced they will need to be linked to existing


projects in the investment budget and items in the recurrent budget, including staffing levels and salaries. 





This transformation process will only be necessary while there are two separate budgets and while the investment budget includes recurrent items of expenditure.  The ultimate aim would be to move to a truly integrated activity based budget of recurrent and capital items.


Prioritisation of Programmes and Activities


It is quite likely that the total cost of all the programmes and activities would be in excess of the preliminary limits and ministries would therefore need to prioritise between programmes and activities so as to identify lower priority programmes and activities that could be scaled back or dropped altogether.  This prioritisation process would involve many of the same issues as the institutional reviews to be undertaken by the Ministry of State Administration and it would be important to involve them in the exercise.





Some of the factors to be taken into account in reviewing the programmes and activities are:


is this an appropriate activity for government to perform or could it be better performed by the private sector, NGOs or communities?


could the activity be contracted out to communities or the private sector?


is the activity the most effective way of achieving the objectives and producing the agreed outputs?  Are there more effective ways of achieving the objectives?


does the activity meet the needs of the target population?


is the activity sustainable?


are there existing projects that involve activities that are outside the scope of the agreed programmes?





Annex Five provides some additional issues to be considered in evaluating activities. 





The next stage is to reduce the activities and costs to fit within the preliminary limits, based on the agreed priorities.  To facilitate this process, preliminary limits could be developed for each programme, based on the relative priorities within the sector.  The working groups would then reduce their activities either in scale (e.g. reducing the number of schools to be constructed) or by dropping them altogether so as to fit within the ceilings.  This is where the benefit of forward planning of expenditures is most obvious: ministries could delay the implementation of some activities to the following year if reductions need to be made.





The impact of these reductions on meeting targets and/or changes in existing policy would need to be identified and working groups could recommend changes to policy or other interventions so as to diminish the impact. For example, there may be insufficient funds to provide free artificial insemination services for cattle and the Ministry of Agriculture could recommend the introduction of user fees for the service.


Feeding Sector Reviews into the Expenditure Framework and Budget Limits


This information would then be presented to the Ministry of Plan and Finance including the Logical Framework, the activity based budgets and the description of the Ministry’s priorities and the impact of reducing expenditures on achievement of the Ministry’s objectives and targets.  





By comparison to the information currently provided to the Ministry of Plan and Finance, the Sector Review Process would result in more meaningful information on which to assess whether the proposed programmes (and their related projects) will achieve the ministry’s objectives.  Once ministries and provinces move to a sector programme approach, the level of detail and numbers of projects will be reduced, leaving more time for assessing the larger issues of programme sustainability, whether the recurrent estimates are sufficient to cover the costs of ongoing services and to provide for the recurrent costs of new investment; and whether ministries have been able to produce the outputs as indicated in their performance indicators. The issues included in Annex Five could also be used by the Plan and Budget Directorate to assess the feasibility of programmes. 





The development of a standard programme and activity structure would also address the concerns of the Investment Department, as ministries would not submit a “black box” without any justification for the expenditures.  Instead, ministries would present information on the programmes and activities they intend to implement over the following three years with performance indicators to show what would be achieved with these funds.





The information from each sector would then be fed into the more detailed expenditure framework and this would be used for developing the annual budget limits.





Annex Four includes a suggested framework which makes use of the kind of information to be generated by a sector review.





Preparation of Annual Estimates


Since the budget is based on activities which have been costed, the preparation of the annual budget should require less effort and will only need to be changed if ministries’ limits have been either increased or reduced from their preliminary limits.  If ministries need to make further reductions this should involve decisions on which activities will have to be dropped or scaled down in order to fit into the limit, rather than previous practice of simply reducing all expenditure items by the same percentage. 





aid co-ordination





Aid co-ordination and coverage of aid flows should be improved through the sector review process.





The integrated activity based budgets will provide a framework for improved donor co-ordination as is the case in the preparation of the Sector Investment Programmes.  The sector reviews involve the ministries deciding on their own priority programmes and activities which then form the basis for discussions with donors on ensuring that donor funds are allocated in line with these priorities.  The ministries’ agreed programmes and activities can then be used as a framework for decisions on the funding of new projects (if donors continue to provide funds through projects) or programme components: a new project or component will only be funded if it is included in the ministry’s programmes.





The review of ministries’ activities is also a means to identifying those projects and activities which are currently outside the PTIP and to increasing the coverage of the Budget.  The process results in a list of activities that the ministry intends to implement some of which may already be funded but are outside the PTIP.





The preparation of integrated programmes also means that donors can move to a system of funding programme components or “time slices” of programmes and away from the funding of numerous projects each with their own reporting and management requirements.  And as is the aim of the SIP approach, donors can be encouraged to use common funding and reporting processes and systems.  However, the Government expenditure control and accounting systems will need to be improved to the point where donors are confident of the coverage, quality, reliability and timeliness of the accounts.





budget control, monitoring and accounting





While most of this Report focuses on the planning of activities and expenditures, there needs to be equal attention paid to the development of effective cash management, budget control and monitoring, accounting and audit systems, so that the effort put into expenditure planning is not undermined by ministries receiving different levels of funding during the year, or funds actually spent on other activities.





Budget Execution and Control


The Ministry of Plan and Finance is still deciding on the level of detail to be used in controlling expenditures: i.e. whether ministries are allowed to transfer the use of funds between the broad categories of expenditure such as salaries, or whether they will need to request Plan and Finance approval for transferring funds at a lower level of detail, e.g. the type of salaries.





The current discussion on expenditure control is focused on the level of detail in the economic classification, however it would also be worth considering the use of the programme and activity classification for expenditure control.  By using the programme classification, it would mean that Plan and Finance could focus more on whether funds are being spent on the planned activities, rather than on whether the number of goods and services were purchased, which may bear no relationship to the implementation of activities.





Performance Indicators


In addition to focusing more on activities than inputs, the development and monitoring of performance indicators will mean that sector ministries and the Ministry of Plan and Finance pay more attention to whether the ministry is achieving its objectives than whether funds have been spent. The performance indicators could be developed as part of the sector review process: they are the same as the outputs identified in the Logical Framework.





In developing performance indicators it is useful to distinguish between outputs, i.e. what the ministry produces, such as the number of farmers reached by the extension service, and outcomes, the impact of this in terms of increased agricultural production.  The Government will have much more control over the outputs than over the outcomes as there will be other factors over which it has no control and which may effect the outcome, e.g. the weather.


Monitoring process and system 


Thus monitoring systems will need to be developed that include reporting on financial and physical implementation as well as performance of ministries, provinces and districts in meeting their targets.  The Ministry of Plan and Finance intends to computerise the accounting system and this computerised system could be expanded to include the information needed for physical and performance monitoring.  





However the processes for making use of this information also need to be developed.  Many complex monitoring systems have been developed for project monitoring and have not provided the intended benefits for the following reasons:


there has not been sufficient analysis of who needs the information, for what purpose and in what level of detail;


the systems have been complex and often duplicate other reporting requirements, requiring the collection and analysis of much data, which is then not used;


processes have not been established for making use of the information, e.g. there are no meetings or regular reports provided to senior management.





Therefore it will be important to identify the kind of information needed, by whom, for what purpose and in what level of detail before developing the monitoring system.


Financial Management Systems 


The computerised accounting system is being developed initially in the Ministry of Plan and Finance and is being tested in one Province.  Many other countries have developed comprehensive Financial Management Systems, that integrate all aspects of the accounting system.  Thus an integrated system is developed that links the main accounts in ministries, provinces and possibly districts, Treasury Funds, debt management, etc.  The main accounts component is used for expenditure control purposes: cheques cannot be drawn unless sufficient funds are available in the account.  The system can also be developed for cheque writing purposes.





Before developing a computerised accounting system in Mozambique, it would be useful for the Ministry to visit other countries or at least review the literature on the experience of Financial Management Systems in other countries.  Ministry of Plan and Finance representatives will be visiting Malaysia in the coming months and it may be worth visiting other countries as part of the study tour.  A visit to New Zealand would provide a useful comparison with the Malaysian system.  





suggested timing for the introduction of an MTEF





A suggested timetable is shown on the next page with timing for the introduction of the processes described in the previous sections.  As noted in the Sections above, there are several key issues to be considered in developing the process and timetable for the introduction of the MTEF in Mozambique:





Defining the MTEF Process


it will be important for the Government to define its own version of an MTEF and what is to be achieved through the development of the new process





Government Ownership


the design and implementation of the process needs to be led by the Government, building on the work that has already started with the preparation of the Expenditure Management Reform Strategy





Building Capacity


the process and timing need to be developed on the basis of capacity within Government, but the process itself can be used to build capacity





Integration with other expenditure management reforms


the process also needs to continue to be seen as an integral part of the reforms to the expenditure management system and therefore needs to be planned in conjunction with the improvements to the other parts of the system particularly the development of the computerised Financial Management Information System (FMIS) as shown in the timetable on the following page





Integration with Public Sector Reforms


the process also needs to be integrated with the planned institutional reforms to be led by the Ministry of State Administration.


�
Suggested Timing for Introduction of an MTEF in Mozambique








Timing�
Medium Term Expenditure Framework�
Expenditure and Performance Monitoring�
Public Sector Reform�
�



For the 1998 Budget


�
�
�
�
�
June-July�
Undertake assessment of capacity


and review roles and responsibilities�
Assess capacity to prepare and account for expenditures by Department�
Review responsibilities at all levels, including responsibilities for planning and budgeting�
�
July�
Develop Strategy for MTEF�
Decision on programme/activity budgets


�
Review Institutional Reform proposals and integrate  with MTEF process�
�
June-August�
Develop Macroeconomic Framework�
Review information on Financial Management Information Systems�
�
�
June-August�
Develop preliminary expenditure framework and scenarios for use in Budget limits�
�
Review of role of government to feed into setting priorities and budget limits�
�
August�
Preliminary expenditure framework presented to Council of Ministers and limits approved�
�
�
�
June-December�
Revise rules and regulations for budget preparation, including review of roles and responsibilities�
Revise rules for budget execution�
Review of roles to feed into rules and regulations on budget preparation and implementation�
�
July-October�
Use of revised economic classification�
Develop structure for chart of accounts, including programmes and activities�
�
�
October�
Presentation of Budget by Department and Institution�
�
�
�



For the 1999 Budget


�
�
�
�
�
February


�
Develop standard process and expected outputs for Sector Reviews with 5 SIP sectors�
Develop financial and physical monitoring process, including specification of computerised Financial Management Information System (FMIS)�
Involve MAE in definition of sector review process�
�
March�
Develop Handbook based on agreed process�
�
Involve MAE in definition of sector review process�
�
March�
Develop Training Strategy�
�
Involve MAE in definition of sector review process�
�
April�
Update macroeconomic framework�
�
�
�
April�
Update and further define expenditure framework





�
�
Involve MAE in discussions on role and priorities of Government�
�
May-July�
Preparation of integrated activity based budgets based on SIPs for five sectors�
Definition of performance indicators for use in monitoring�
Integrated process of reviewing sector objectives and institutional structures�
�
August�
Inclusion of SIP information into expenditure framework�
Design FMIS for piloting in five ministries�
�
�
August�
Presentation of framework to Council of Ministers and approval of limits�
�
�
�
September�
Preparation of annual budget estimates�
�
�
�
October�
Presentation of programmes and sub-programmes for five sectors in Budget�
�
�
�



For the 2000 Budget


�
�
�
�
�
February�
Evaluate Sector Review process and modify if necessary�
Introduce FMIS in five pilot ministries and test�
Involve MAE in sector review process�
�
April�
Update macroeconomic and expenditure frameworks �
�
�
�
May-July�
Extend sector review process to next phase of ministries�
�
�
�
October�
Presentation of programmes and sub-programmes for second phase sectors in Budget�
�
�
�



For the 2001 Budget


�
�
�
�
�
February�
Evaluate Sector Review process and modify if necessary�
Introduce FMIS in phase II ministries and test�
Involve MAE in sector review process�
�
April�
Update macroeconomic and expenditure frameworks �
�
�
�
May-July�
Extend sector review process to remaining ministries�
�
�
�
October�
Presentation of programmes and sub-programmes for remaining sectors in Budget�
�
�
�
�
Annex One: Implementation of the Expenditure Management Reform Strategy





Objectives�
Government Planned Activities�
Suggested Steps�
Described in�
�
Available resources are allocated according to political priorities with due regard to sustainability considerations�
Preparation of medium term macroeconomic framework:


Analyse present external resource flows


Estimate external aid flows for the medium term


Define resource envelope of available internal funds�
�
Section 6.2�
�
�
Prepare medium term expenditure programmes:





Assess potentials and requirements of districts and provinces





Revise on-going public investment portfolio 











Prepare regional medium term expenditure programmes








Prepare integrated medium term sectoral expenditure programmes�
Sector Review process


Involve Provinces and Districts in sector reviews





Compare projects with programmes defined by ministries





Involve Provinces and Districts in sector reviews





Sector reviews will result in integrated programmes


�
Section Seven





Section 7.5





Section 7.5.6








Section 7.5








Section 7.5.5





�
�
�
Adjust expenditure programme to resource availability


Define concepts and methods of resource allocation via line ministries or provinces





Allocate expenditure ceilings to each sector, based on macroeconomic framework





Evaluate actual resource allocation against sectoral priorities








Analyse the link between budget allocation and budget outcomes














Estimate the recurrent costs induced by investments and programmes�
Expenditure Framework


Develop expenditure framework





As above








As above





Develop performance indicators and evaluate performance against indicators





Integrated budgets will involve estimating recurrent costs�



Section 7.4





As above








As above





Section 7.5.3











Section 7.5.5�
�
�
Prepare procedures, rules and regulations





Clarify procedures and responsibilities of public expenditure planning





Define and harmonise the processes of project approval and inclusion of projects in the budget





Prepare methodologies and tools for projecting recurrent and investment costs�
Develop handbook defining agreed process


Review of roles and responsibilities





New Projects to be consistent with agreed programmes





Develop process with 5 SIP sectors and prepare handbook�
Section 7.5.1





Section 6.5





Section 7.5.8








Section 7.5.1�
�
�
Prepare regulations for the application of the Budget Framework Law


Define budget classification categories











Adjust the methodology for the collection of information





Prepare and disseminate standards and manuals











Apply new budget classification categories in budget preparation











Include and correctly classify projects in the Budget


�
Decision on Programme/activity based budget classification and structure





Sector review will involve collection and analysis of information





Handbook will include description of steps to be followed and new classification





Sector Review process will involve defining and use of programme classification





Sector Review Process will involve identifying and classifying projects


�
Section 7.5.1











Section 7.5








Section 7.5.1











Section 7.5.4











Section 7.5.6�
�
�
Quantify available resources: identify expenditures and sources of funds (donors, “fundos de fomento”, autonomous institutions, public enterprises) which are currently not included in the budget (“off-budget expenditures”)





Prepare methodology and define information flows: prepare and apply mechanisms to include the present off-budget expenditures





Involve donors and the IMF in implementation of the reform











Present the Budget and PTIP to donors


�
Sector review to include all institutions and identify all sources of funds








Integrated budget to include all sources of funds





Developing consensus includes involvement of donors





Meetings with donors to discuss sectoral priorities�
Section 7.5.2











Section 7.5.6








Section 6.4








Section 7.6�
�
�



Annex Two: Suggested Process for Assessing Sector Ministries’ Capacity





As noted in Section Four, a local consultant has been contracted to assess sector ministries’ capacity to implement the new budget classification. An assessment of ministries, provinces and districts capacity to undertake a sector review process and activity based budgeting would require consideration of a wider range of factors.


Numbers and skill levels


It is has been assumed that the local consultant will collect information on the numbers of people involved in budget preparation and financial administration and their skill levels.  It would also be important to collect information on the numbers and skill levels of planning staff (if this information has not been collected), and of departmental heads and their deputies within the central ministries, as well as at the provincial and district level.  These would be the people who would take the lead in the sector review process. 


Review and formulation of sector policies and strategies


If the ministry has already produced policy and strategy documents it will be easier for people to see what it is involved in the process and to build on these documents rather than starting from scratch.  A list of all policy and strategy documents would need to be drawn up for each ministry and copies of these documents collected to assess their coverage and quality.


Reviewing ministries’ aims, objectives, outputs and activities


Similarly if the Ministry has already produced some kind of policy document, this may contain a description of the Ministry’s aims and objectives.  Individual departments may produce work plans which would also give an indication of the activities that they implement.  Copies of these documents would be needed to assess their coverage and quality.


Integrated budget preparation


Developing an integrated budget is all the more difficult if the responsibilities are divided between Planning and Administration Departments.  The issues to assess in this area are:


is the preparation and monitoring of the recurrent and investment budgets completely separate?


where they are not, what mechanisms are used to co-ordinate their preparation?


what is the ministry’s assessment of the number and scale of projects that are not included in the Budget?  This would indicate the effort required in increasing the coverage of the budget.





Computer capacity


While the Ministry of Plan and Finance will be developing a computerised accounting system, ministries will need access to computers and spreadsheet and database software in order to develop the activity based budgets.  The numbers of PCs and type of software would need to be listed, including computers being used by projects and plans for the purchase of new computers and software.











�
 Annex Three: Suggested Budget Classification and Presentation





This Annex provides additional explanation and suggested formats for the recommendations on Budget classification and presentation as outlined in Section Six. 


Budget classification


The proposed changes to the budget classification focus on developing standard economic classification and introducing functional,  territorial and source of finance classifiers based on the standard IMF classifications.  These classifiers have been developed at a fairly detailed level, i.e. at the functional and sub-functional level and for three levels of detail for the economic classification.





The Ministry of Plan and Finance is still considering the level of detail to be used in budget presentation, preparation and control.  In considering these issues it will be important to differentiate the needs for different types and level of detail of information, so that the appropriate level of detail is requested at each level.  





Mozambique is in a fortunate position in that the budget is currently prepared at an aggregated level and can avoid the problems that many developing countries face because their annual estimates are prepared and presented in great detail:


the process is very time consuming in line ministries and ministries of Finance and Planning


the focus of budget preparation and evaluation is on details rather than the larger issues of linking resources to government priorities, including Cabinet and Parliament discussion of estimates


budgets are  controlled at a detailed level, increasing the time involved in reallocating funds and emphasis on control of inputs rather than on outputs or performance of ministries


the process results in the production of large amounts of data most of which does not relate to whether sectoral objectives are being achieved.





Thus, if the Government of Mozambique is to move to a more programme based budget with greater emphasis on performance than control of inputs, the budget classification structures, preparation and control processes will need to:


focus more on developing programme and activity based classification structures (i.e. outputs) than on detailed economic classification (i.e. the details on inputs)


avoid presenting the budget in great detail, particularly the economic classifiers


find ways of presenting the budget that show clearly the links between objectives and expenditures


avoid using detailed the economic classification as the budget control mechanism and focus more on controlling expenditures by programmes and possibly sub-programmes, so as to monitor progress in meeting objectives rather than whether funds have been spent on fuel or stationery.


Different Information Needs at Different Levels





Different institutions will need different types of classification and levels of detail depending on the purpose.  The budget process can be developed in a way so that detailed information is only provided to institutions if they are going to make use of it. For example, sector ministries will need detailed information on expenditures to monitor activities at the District level, but this information would not be required within the Ministry of Plan and Finance.  The matrix on the following page shows the needs of different institutions for the various budget classification types and the level of detail.





This matrix shows that not all the classification types need to be used within sector ministries where the major emphasis would be on the programme and sub-programme classification, as described in more detail in the next sub-section below. The current institutional structure is almost the same as the functional classification, apart from the Ministries of Mining and Energy, the Ministry of Works and Housing, the Ministry of Industry, Trade and Tourism, and some general expenditures.  It would be useful to compare the IMF sub-functions with departments within Ministries to assess the similarities of sub-functions and departments.





Therefore it should be possible to develop a coding structure at the Ministry of Plan and Finance that would link the institutional and functional classifications without requiring ministries to apply these codes.  








�



Different Requirements for Budget Classification and Levels of Information 








Classification and level of detail�
Macroeconomic Planning�
Expenditure Planning


Ministry of Plan and Finance�
Expenditure Control


Ministry of Plan and Finance�
Donor co-ordination�
Expenditure Planning


Sector Ministries�
Expenditure Control Sector Ministries�
�
Economic�
Major items: salaries, goods and services�
Major items: salaries, goods and services�
Initially two levels of classification: types of salaries and goods and services�
Within projects identify types of expenditure, i.e. recurrent or capital�
Three levels of classification: types of salaries and goods and services�
Three levels of classification: types of salaries and goods and services�
�
Functional�
Classification by sector and sub-sector for national accounts �
Planning and presentation of expenditure by function and sub-function if different from institutional classification�
Not necessary�
Planning and presentation of expenditure by function if different from institutional classification�
Not necessary.  This analysis to be done by Plan and Finance�
Not necessary�
�
Institutional linked to Programme/Activity Based�
Not necessary�
Planning and presentation of expenditure by programme and sub-programme�
Control of expenditures by programme and sub-programme�
Linking donor funds to programmes and activities�
Planning by programme, sub-programme, activity and task�
Control by programme, sub-programme and activity�
�
Source of Finance�
Use in macroeconomic framework�
Planning and presentation of expenditure by source of finance�
Control expenditures by source of finance, as donor funds linked to specific projects�
Identify donor funding of activities in planning and monitoring expenditures �
Identify source of funds to link activities to projects�
Coding of activities should allow automatic links between expenditures and donor funds�
�



�



Programme and Sub-programme Classification 





The above matrix shows the institutional classification broken down into programmes, sub-programmes and activities which would mean that each ministry and its related institutions would develop the following five levels of classification in line with the objectives, outputs and activities described in Section Seven:


Level One - Ministry


Level Two - Programmes: relating to main objectives


Level Three - Sub-programmes: relating to outputs and describing broad group of activities


Level Four - Activities: the activities to be implemented to achieve the objectives 


Level Five - Tasks: detailed tasks within a set of activities.  





These five levels would not be required by all ministries as it would depend on the complexity of the activities to be performed. For example, some ministries may only need to identify activities and not the detailed tasks within activities.  





The example below shows the use of this classification in the Ministry of Agriculture and the different levels of detail required for the programme and other classifiers at the various levels within the Ministry, Provinces and Districts.





Example of classification requirements: Ministry of Agriculture





Institutional level�
Institutional/ Programme/ Activity�
Economic�
Source of Funds�
Functional�
�
Ministry of Plan and Finance�
Ministry of Agriculture�
Major types: salaries, goods and services, capital, etc.�
Government or donor, grant or loan�
Agricultural sector�
�
�
Programme: Agricultural Extension�
Second level: types of salaries, goods and services, etc.�
Name of donor�
Sub-function: extension�
�
Ministry of Agriculture�
Sub-programme: Crops extension�
Second level: types of salaries, goods and services, capital, etc.�
Name of donor�
Not needed�
�
Province�
Activity: demonstrations�
Third level: types of goods and services�
Not needed�
Not needed�
�
District�
Task: measuring fields�
Possibly fourth level:�
Not needed�
Not needed�
�



These requirements will depend on the levels of responsibility within the sector, i.e. who is responsible for the activities, the Ministry, Provinces or Districts.  In the example above Districts may be responsible for planning and implementation of the task and activities, while the Provinces would be responsible for aggregating the information at the activity and sub-programme level, and the Ministry would be responsible for aggregating the sub-programme and programme levels.  There may be some activities that are implemented only at the Ministry level.








budget presentation





During the discussion of recommended steps for the introduction of the MTEF, it was suggested that for the 1998 budget, ministries would be requested to present their budgets by Department using the revised economic classification.  The main benefits of this would be that the budget is visibly different from existing presentation and that it provides more information on the use of funds within ministries.  This would also form the beginning of a programme/activity based budget classification.





�



Suggested Improvements to the Presentation of the Budget





Ministry of Agriculture 


1998 Recurrent and Investment Estimates�
�
�
�
Objectives of the Ministry





The objectives of the Ministry of Agriculture are to assist agricultural producers in raising the productivity, profitability and reliability of agricultural output, to reduce the vulnerability of the poorest farmers, and to ensure that agricultural production is environmentally sustainable.  





�
�



TOTAL MINISTRY BUDGET


�
�
Recurrent Budget











Number of Staff


�
�
Investment Budget








Number of Projects





�
�
�
Department of Agricultural Extension�
�
Objectives of the Department�
�



The Objective of the Department is to improve the extension services to farmers by increasing coverage of services, improving appropriateness and effectiveness of extension services and advice and ensuring that the service meet the needs of female headed households.





�
�
Recurrent Budget


Number of Staff�
�
Expenditures





Salaries


Goods and Services


Subsidies





Total�
�
�
Investment Budget


Number of projects











�
�
Expenditures





Salaries


Goods and Services


Subsidies





Total�
�
�
Total Expenditures�
�



Salaries


Goods and Services


Subsidies





Total�
�
�
		Annex Four: Preliminary Expenditure Frameworks


Introduction


This Annex presents two versions of an expenditure framework:


a Basic Expenditure Framework, showing very broad assumptions for allocation of resources between sectors;


a more detailed expenditure framework, comprising of a set of linked spreadsheets, one for each sector.


However these are only examples of the kinds of analysis and presentations that could be developed and it would be possible and useful to consider other formats.


Basic Expenditure Framework





As explained in Section Seven of the Main Report, the first step in developing the expenditure framework is to agree on the grouping of institutions within sectors, as illustrated in the example on the following page.  The expenditure figures for the previous two or three years then need to be compiled to show the growth of expenditures (in real terms) and the share of funds allocated to each sector.





The example of a basic framework on the following page uses two sets of assumptions for allocating funds to a particular sector:


maintaining the status quo, i.e. providing a growth in expenditures that keeps pace with increases in population or growth of GDP so that the current levels of service will be maintained;


changing the level and quality of services: in addition to providing increased funding levels to keep pace with population growth, additional resources are provided for improving the quality of services, or funds are reduced below population growth because of efficiency savings.





Developing the framework is divided into these two stages, first to identify the growth rates based on maintaining the status quo, and second consideration of whether these growth rates should be either increased or decreased based on the second set of assumptions.  An example of a basic framework has been started on the following page but due to lack of information, the percentage growth rates have not been included.  Suggestions for increases or decreases in growth rates have been included for the second set of assumptions, and the actual rates would need to be inserted in the framework.





The growth rates for the recurrent and investment budgets would need to be shown separately as the requirements would differ quite substantially.  For example, the expenditure requirements for increases in school construction would differ from those for teachers’ salaries, as additional teachers would be required for expanding existing schools and not only for new schools. 











�
Basic Expenditure Framework





Sectors�
Institutions�
Growth


�
% share of Budget


�
Maintaining the Status Quo�
Growth p.a.�
Changing the level and quality of services�
Growth p.a. to be used


�
% of budget�
�
�
�
Rec. �
Inv�
Rec�
Inv�
�
Rec�
Inv�
�
Rec    Inv�
Rec    Inv�
�
Administration�
�
�
�
�
�
�
�
�
�
�
	�
�
�
Secretaria de Estado para os Antigos Combatentes		�
�
�
�
�
�
�
�
�
�
�
�
�
Ministerio dos Negocios Estrangeiros e Cooperacao	�
�
�
�
�
Growth of GDP�
�
�
Savings from reduction in numbers of foreign missions�
(-)�
�
�
�
Nucleo de Apoio aos Refugiados e Movimentos de Libertacao	�
�
�
�
�
Projected change in refugee numbers�
�
�
Improvement in services provided�
(+)�
�
�
�
Departamento de Prevencao e Combate as Calamidades Naturais�
�
�
�
�
Projected number of natural disasters (based on previous experience)�
�
�
Improvement in services provided, e.g. early warning and monitoring systems�
(+)�
�
�
�
Ministerio da Justica	�
�
�
�
�
Projected numbers of cases�
�
�
Improvement in quality of services and meeting backlog of cases�
(+)�
�
�
�
Ministerio de Administracao Estatal�
�
�
�
�
Growth of GDP�
�
�
Increased efficiency reduced growth of expenditures�
(-)�
�
�
�
Secretario Technico de Administracao Eleitoral	�
�
�
�
�
Increase in elections during period�
�
�
Improvement in election programmes�
(+)�
�
�
�
Ministerio do Plano e Financas	�
�
�
�
�
Growth of GDP�
�
�
Improvement in fiscal management services, e.g. tax administration, additional staff for fiscal management.�
(+)�
�
�
�
Provincial expenditure Plan and Finance�
�
�
�
�
Growth  of GDP�
�
�
Improvement in fiscal management services, e.g. tax administration, additional staff for fiscal management�
(+)�
�
�
�
Direccao Nacional das Alfandegas�
�
�
�
�
Growth of GDP�
�
�
Improvement in fiscal management services, �
�
�
�
�
Instituto de Desenvolvimento Rural�
�
�
�
�
Growth of rural population�
�
�
Improvement in services�
(+)�
�
�
�
Instituto de Nacional de Planeamento Fiscio�
�
�
�
�
Growth of GDP�
�
�
Improvement in services�
(+)�
�
�
�
Ministerio do Trabalho�
�
�
�
�
Growth of GDP�
�
�
Improvement in services


Increased revenues raised from employers�
(+)


(-)�
�
�
�
Gabinete de Promocao do Emprego�
�
�
�
�
Growth o f GDP�
�
�
Improvement in services


Increased revenues raised from employers


�
(+)


(-)�
�
�
�
Ministerio para a Coordenacao de Accao Ambiental�
�
�
�
�
Growth of GDP�
�
�
Improvement in services�
(+)�
�
�
�
Other Provincial expenditure�
�
�
�
�
Growth of GDP�
�
�
Increased efficiency reduced growth of expenditures�
(-)�
�
�
Sub-total Administration�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Economic Services�
		�
�
�
�
�
�
�
�
�
�
�
�
�
Ministerio da Agricultura e Pescas�
�
�
�
�
Growth of Agricultural output�
�
�
Additional funds required for research and extension 


Savings from privatisation of some activities


Information from PROAGRI�



(+)





(-)�
�
�
�
Secretaria de Estado do Caju�
�
�
�
�
Growth of Cashew output�
�
�
Increased fees raised from producers�
(-)�
�
�
�
Secretaria de Estado da Hidraulica Agricola�
�
�
�
�
Growth of irrigated agricultural output�
�
�
Increased fees raised from producers�
(-)�
�
�
�
Provincial Agriculture Expendiutre�
�
�
�
�
Growth of Agricultural output�
�
�
Increased funds provided to Provincial level�
(+)�
�
�
�
Ministerio Da Industria Commercio e Turismo�
�
�
�
�
Growth of Industry, Commerce and Tourism�
�
�
Increased private sector involvement and commercialisation of state owned enterprises�
(-)�
�
�
�
Ministerio dos Recursos Minerais e Energia�
�
�
�
�
Growth of Mining and Energy�
�
�
Increased private sector involvement and commercialisation of state owned enterprises�
(-)�
�
�
�
Ministerio dos Transportes e Comunicacoes�
�
�
�
�
Growth of Traffic �
�
�
Need to expand and rehabilitate road network.  Information from ROCS�
(+)�
�
�
�
Secretaria de Estado de Aeronautica Civil�
�
�
�
�
Growth of air traffic�
�
�
Improvements in efficiency reduced funds required�
(-)�
�
�
�
Institutio Nacional de Metereologia�
�
�
�
�
GDP Growth�
�
�
Improvement in services


Charges for services�
(+)


(-)�
�
�
�
Ministerio das Obras Publicas e Habitacao�
�
�
�
�
Population Growth�
�
�
Need to address underfunding of infrastructure


Increased fees collected for use in public works�
(+)





(-)�
�
�
�
Other Provincial Expenditure�
�
�
�
�
Population Growth�
�
�
Need to address underfunding of infrastructure,


Increased fees collected for use in public works�
(+)





(-)


�
�
�
Sub-total Economic Services�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Social Sectors�
	�
�
�
�
�
�
�
�
�
�
�
�
�
Ministerio de Educacao�
�
�
�
�
Growth of enrolments�
�
�
Information from SIP


Improve quality and access�



(+)�
�
�
�
Universidade Eduardo Mondlane�
�
�
�
�
Growth of tertiary enrolments�
�
�
Information from SIP


Improvements in quality of services


Improvements in efficiency and cost recovery�



(+)


(-)�
�
�
�
Universidade Pedagogica�
�
�
�
�
Growth of teacher training enrolments�
�
�
Information from SIP, increase in quality of training�
(+)�
�
�
�
Comissao Nacional para a UNESCO�
�
�
�
�
Population growth�
�
�
Improvements in efficiency�
(-)�
�
�
�
Provincial Education Expenditure�
�
�
�
�
Primary enrolment growth�
�
�
Information from SIP


Improve quality and access�



(+)�
�
�
�
Ministerio da Cultura Juventude e Desportos�
�
�
�
�
Population Growth�
�
�
Possible privatisation and contracting out of activities


Additional funds to improve remaining services�



(-)





(+)�
�
�
�
Comissao Coordenadora para Informacao e Cultura da SADC�
�
�
�
�
Population Growth�
�
�
Improvements in efficiency�
(-)�
�
�
�
Fundo Bibliografico de Lingua Portugesa�
�
�
�
�
Population Growth�
�
�
Improvements in efficiency�
(-)�
�
�
�
Conselho Superior da Comunicacao Social�
�
�
�
�
Population Growth�
�
�
Improvements in efficiency�
(-)�
�
�
�
Ministerio da Saude�
�
�
�
�
Population Growth�
�
�
Information from SIP


Improvements in quality of services


Improvements in efficiency and cost recovery�



(+)


(-)�
�
�
�
Provincial Health Expenditure�
�
�
�
�
Population Growth�
�
�
Information from SIP


Improvements in quality of services


Improvements in efficiency and cost recovery�



(+)


(-)�
�
�
�
Ministerio para Coordenacao de Accao Social�
�
�
�
�
Population Growth�
�
�
Improvements in efficiency�
(-)�
�
�
�
Comissao de Reinsercao da Accao Social�
�
�
�
�
Population Growth�
�
�
Improvements in efficiency�
(-)�
�
�
Sub-total Social Sectors�
		�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Defence�
�
�
�
�
�
�
�
�
�
�
�
�
�
Ministerio da Defesa Nacional�
�
�
�
�
Population Growth�
�
�
Reductions in defence requirements�
(-)�
�
�
�
Ministerio da Interior�
�
�
�
�
Population Growth�
�
�
Improvements in quality and coverage of law and order services�



(+)�
�
�
�
Servicio de Informacoes e Segurance do Estado�
�
�
�
�
Population Growth�
�
�
Reductions in requirements�
(-)�
�
�
Sub-total Defence�
�
�
�
�
�
�
�
�
�
�
�
�
�
TOTAL EXPENDITURE�
�
�
�
�
�
�
�
�
�
�
�
�
of which Total Central Budget�
�
�
�
�
�
�
�
�
�
�
�
�
of which Total Provincial Budget�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�






�
Complex Expenditure Framework


The second example of an expenditure framework is more complex than the first and assumes the availability of detailed information on targets and costs in each sector.  





A spreadsheet would be developed for each sector and all its related institutions, including provincial level expenditures and these spreadsheets would be linked to an aggregate spreadsheet similar to the basic framework.  The links between the spreadsheet would mean that changes in the sector spreadsheets would automatically update the aggregate spreadsheet.





Sector Expenditure Frameworks


The first step would be to develop a spreadsheet including all the requirements of each sector, using the sector review process as described in Section Seven of the Main Report.  Each spreadsheet would include information on objectives, activities, targets and their costs.  Within the spreadsheet relationships between these variables could be linked, such as the cost of the teacher pupil ratio, so that changing the ratio automatically updates the cost of primary education.  





Having estimated the total cost of existing policies and targets, based on activities, the next step would be to compare these with available resources, from projected Government Budget resources and donors funds, for both recurrent and capital items.   Different scenarios could be used for projected available resources.


 


Comparing the requirements and available resources would show the Funding Gap, which would differ depending on the assumptions used on available resources.  The next stage would be to identify possible policy changes or modifications to targets so as to reduce the funding requirements.  The cost savings of these changes would need to be estimated and then compared with the Funding Gap to assess the extent to which policy changes could eliminate the gap.





The example on the following page shows the kind of table to be developed for the education sector, with examples of the kinds of information required for primary education.  This information would be developed as part of the Sector Review Process described in Section Seven and would include:





Basic information and assumptions on numbers: the numbers of children currently attending school and the number of pupils per class, etc. 





Model details: projected enrolments to reach targets, number of classrooms to be constructed





Unit Costs: construction costs per classroom, salaries at different grades





Total Requirements: starting with both recurrent and capital items i.e. not investment, which would then be converted into Recurrent Budget and Investment Budget items





Total Available: the total resources available which would come from the main expenditure framework.





Funding Gap: a comparison of requirements and available resources 





Policy and target changes: each ministry would identify possible changes in their sector review process, including the possible savings from these changes.





Complex Aggregate Expenditure Framework





The information from each sector would be fed into the aggregate expenditure framework and used to develop different scenarios showing the impact of reducing targets and changing policies to match resources with needs.





The table following the Sector Expenditure Table shows how the information from the Education sector could be presented in the Aggregate Expenditure Framework








�



Sector Expenditure Table





Education Sector


Institutions: Ministry of Education, Provinces and Districts, University, Teacher Training Colleges, Technical Colleges


�
�
Objectives and Targets





Primary Education: To improve the quality, access and efficiency of primary education. 


Targets: increased enrolment rate, increased access, reduced drop out rates. (These would need to be quantified and linked to a time period, i.e. reduced drop outs by a certain percentage of a specific time frame)





Secondary Education:





Teacher Training:





Tertiary Education:





Non-formal Education:�
�
Assumptions


�
1997�
1998�
1999�
2000�
2001�
�
Primary school children attending school


Year 1


Year 2


Year 3


etc �
�
�
�
�
�
�
�
Difference between target enrolment and existing numbers attending school�
�
�
�
�
�
�
�
Children per class�
�
�
�
�
�
�
�
Pupil teacher ratio�
�
�
�
�
�
�
�
Existing Number of classrooms �
�
�
�
�
�
�
�
Classrooms Requirements �
�
�
�
�
�
�
�
Pupil Text book ratios�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Model details�
�
1997�
1998�
1999�
2000�
2001�
�
Primary education�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Enrolment increases �
�
�
�
�
�
�
�
Teachers


Grades I-III


Grades IV-VI


Grades VII-X�
�
�
�
�
�
�
�
Classrooms to be constructed�
�
�
�
�
�
�
�
Classrooms to be rehabilitated�
�
�
�
�
�
�
�
Text books per pupil�
�
�
�
�
�
�
�
Exercise book per pupil�
�
�
�
�
�
�
�
Learning materials per classroom





�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Cost per unit�
Total


1997�
Total


1998�
Total


1999�
Total 2000�
Total 2001�
�
Recurrent Items�
�
�
�
�
�
�
�
Salaries


Grades I-III


Grades IV-VI


Grades VII-X�
�
�
�
�
�
�
�
Text books�
�
�
�
�
�
�
�
Administration of schools�
�
�
�
�
�
�
�
Curriculum development�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Capital Items �
�
�
�
�
�
�
�
Classroom construction�
�
�
�
�
�
�
�
Teaching equipment�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Total Requirements�
�
�
�
�
�
�
�
of which Recurrent Budget�
�
�
�
�
�
�
�
of which Investment Budget (i.e. recurrent items in investment budget)�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Total Available�
�
�
�
�
�
�
�
Recurrent Budget �
�
�
�
�
�
�
�
assuming previous growth�
�
�
�
�
�
�
�
assuming SIP growth�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Investment Budget�
�
�
�
�
�
�
�
assuming previous growth�
�
�
�
�
�
�
�
assuming SIP growth�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Funding Gap


Recurrent Budget


Scenario One


Scenario Two


Investment Budget


Scenario One


Scenario Two


Total


Scenario One


Scenario Two�
�
�
�
�
�
�
�
�
Savings�
�
1998�
1999�
2000�
2001�
�
Policy changes


Introduce fees 


Commercialise text book production�
�
�
�
�
�
�
�
Target changes


Increase pupil teacher ratio


Increase pupils per classroom�
�
�
�
�
�
�
�
Total possible savings�
�
�
�
�
�
�
�






�



Aggregate Expenditure Framework





Sectors�
Targets�
1998


Rec�
1998


Inv�
1999


Rec�
1999


Inv�
2000


Rec�
2000


Inv�
2001


Rec�
2001


Inv�
2002


Rec�
2002


Inv�
�
Education�
�
�
�
�
�
�
�
�
�
�
�
�
Requirements�
�
�
�
�
�
�
�
�
�
�
�
�
Primary


teachers


classrooms


construction


rehabilitation


learning materials


administration


others


Total�
�
�
�
�
�
�
�
�
�
�
�
�
Secondary�
�
�
�
�
�
�
�
�
�
�
�
�
Tertiary�
�
�
�
�
�
�
�
�
�
�
�
�
Others�
�
�
�
�
�
�
�
�
�
�
�
�
Total�
�
�
�
�
�
�
�
�
�
�
�
�
Available Resources�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Funding Gap�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Policy Changes�
�
�
�
�
�
�
�
�
�
�
�
�
1.�
�
�
�
�
�
�
�
�
�
�
�
�
2.�
�
�
�
�
�
�
�
�
�
�
�
�
Total�
�
�
�
�
�
�
�
�
�
�
�
�
Target Changes�
�
�
�
�
�
�
�
�
�
�
�
�
1.�
�
�
�
�
�
�
�
�
�
�
�
�
2.�
�
�
�
�
�
�
�
�
�
�
�
�
Total�
�
�
�
�
�
�
�
�
�
�
�
�
Total savings�
�
�
�
�
�
�
�
�
�
�
�
�
Funding Gap�
�
�
�
�
�
�
�
�
�
�
�
�
�
Annex Five: Logical Framework and Review of Programmes and Activities	�tc  \l 3 "ASSESSING AND TESTING THE FEASIBILITY OF PROGRAMMES AND ACTIVITIES"�





�PRIVATE ��Narrative Summary�
Objectively Verifiable Indicators�
Means of Verification�
Important Assumptions�
�
Goal


The major objectives to which you contribute, but have no control over.�
What will be seen if you contribute to the national goal.�
Where can anybody find the evidence of the goal being achieved?�
�
�
Objective/Purpose


What you intend to happen when you have produced all your assigned outputs.�
What is the expected status when you achieve all your outputs?





Also known as End of Project Status (EOPS)�
Where will evidence of your objectives being achieved by found, or how can anyone find the information?�
What factors may affect the achievement of the goal, over which you have minimum or no control?�
�
Outputs


The things you can produce, given all the required inputs.�
In measurable terms what are the outputs you are going to produce if you get all the resources you need?�
Where will the information be?�
What may influence the achievement of the objectives, despite having all the resources?�
�
Inputs/Activities


What you do and its requirements to produce the outputs - Activities and the necessary resources either material, monetary or human.�
What are the resources you need to produce the desired outputs?�
How can anyone verify that you have the resources?�
What else is needed over which you have no control, which may influence the achievement of the outputs, despite having the resources?�
�






�



	An Example of the Different Levels of Logframes according to the Hierarchy of the Organisation


�PRIVATE ��National�
�
�
�
�
1. Eradicate illiteracy�
Ministerial�
�
�
�
2. Increased education opportunities.�
1. Increased education opportunities.�
Department�
�
�
3. Sufficient classrooms teachers and teaching and learning materials.�
2. Sufficient classrooms teachers and teaching and learning materials.�
1. Sufficient classrooms teachers and teaching and learning materials.�
Division�
�
4. Build schools, train teachers and obtain sufficient teaching and learning materials.�
3. Build schools, train teachers and obtain sufficient teaching and learning materials.�
2. Build schools, train teachers and obtain sufficient teaching and learning materials.�
1. Build schools, train teachers and obtain sufficient teaching and learning materials.�
�
�
4. Contract builders, provide training for teachers, contract to obtain teaching and learning materials.�
3. Contract builders, provide training for teachers, contract to obtain teaching and learning materials.�
2. Contract builders, provide training for teachers, contract to obtain teaching and learning materials.�
�
�
�
4. Advertise for trainee teachers, obtain teaching places, advertise for contractors, and bids for the provision of materials.�
3. Advertise for trainee teachers, obtain teaching places, advertise for contractors, and bids for the provision of materials.�
�
�
�
�
4. Prepare qualifications for trainee teachers, pre-qualifications for bids for building contractors and suppliers of materials.�
�



Key: 1. Goal   2. Purpose/Objective   3. Output   4. Inputs/activities





�



assessing programmes and activities


Some of the issues to consider in assessing feasibility are described below, most of which are the same as those to be considered in assessing the viability a project.  Rather than assessing the viability of a project, this process involves assessing the viability and feasibility of a programme.





�PRIVATE ��Producing the agreed Outputs�tc  \l 4 "PRODUCING THE AGREED OUTPUTS"�


The activities identified need to be assessed in terms of whether they will actually produce the expected outputs, rather than including activities in programmes simply because a Department or Cost Centre has been carrying out these activities for many years.  Are they necessary to achieve the outputs? Are there different combinations of activities that would produce the outputs?  


�PRIVATE ��Alternative Solutions�tc  \l 4 "ALTERNATIVE SOLUTIONS"�


There may be several ways of achieving the same objectives.  The various alternatives need to be identified to ensure that the most appropriate solution is implemented.





Activities which have the most direct and complete effect on the defined problem would be most appropriate, while those that have only achieve a partial solution (i.e. that require other activities to solve the problem completely) would be the second best option.


�PRIVATE ��Technical Feasibility�tc  \l 4 "TECHNICAL FEASIBILITY"�


The technical feasibility of the activities and outputs needs to be assessed.  Are there technical alternatives and which is the preferred alternative?  Have all the technical components been considered?  Could existing resources or infrastructure by used more efficiently, or upgraded, rather than constructing new buildings or purchasing new equipment?


�PRIVATE ��Financial Viability�tc  \l 4 "FINANCIAL VIABILITY"�


The financial viability of a ministry's programmes and activities will depend on making the most effective use of limited resources.  It is unlikely that a ministry will receive a significantly higher level of resources than in the past.  Therefore ministries need to implement activities that are most effective in achieving objectives and are implemented in the most cost effective manner, i.e. the lowest inputs for the highest outputs.





Another important issue to consider in financial viability is the recurrent costs that will arise from new investments.  If the recurrent costs that will arise from construction of new schools cannot be met from existing resources, other options may need to be developed.  For example, communities may need to contribute to the costs of school maintenance.


�PRIVATE ��Institutional responsibility and capacity�tc  \l 4 "INSTITUTIONAL RESPONSIBILITY AND CAPACITY"�


Institutional responsibility for the agreed solutions and activities needs to be defined. Does the respective department have the necessary capacity to implement the activities and produce the outputs?  Assuming that additional resources will not be available, what other measures could be taken to improve the capacity of the department, cost centre, etc?





The management structure of the ministry/department also needs to be assessed to determine its efficiency and ability to provide the agreed outputs.


�PRIVATE ��Private sector participation�tc  \l 4 "PRIVATE SECTOR PARTICIPATION"�


Could the private sector take over responsibility for some of the proposed activities?  If so what policy measures, if any, would be required, to encourage private sector participation?


Acceptance of Target Population�tc  \l 4 "ACCEPTANCE OF TARGET POPULATION"�


The success of the ministry's activities in meeting the agreed objectives will often depend on whether the activities actually meet the needs of the beneficiaries. Have the beneficiary institutions or individuals been identified?  Have they been consulted about the activities?





While a particular activity may benefit a particular group there may also be negative impacts for other groups (e.g. environmental impact, resettlement issues etc).  If so these need to be identified, and possible remedies developed. 


�PRIVATE ��Sustainability�tc  \l 4 "SUSTAINABILITY"�


A ministry's activities may not be sustainable in the long run, if the activities are not affordable for example, or if they do not actually meet the needs of the beneficiaries.  Ministries need to consider the issues that would determine the sustainability of its programmes and activities.





�PRIVATE ��	Indicators of Sustainability of Programmes and Activities





Continued Delivery of Services and Production of Benefits


$	comparison of actual and intended benefits and services and stability over time


$	efficiency of service delivery


$	quality of services or benefits


$	satisfaction of beneficiaries


$	distribution of benefits among different economic and social groups


�ADVANCE \D 3.45�


Maintenance of Physical Infrastructure


$	condition of physical infrastructure


$	condition of plant and equipment


$	adequacy of maintenance procedures


$	efficiency of cost-recovery and adequacy of operating budget


$	beneficiary involvement in maintenance procedures





Long Term Institutional Capacity


$	capacity and objectives of the principal operating agencies


$	stability of staff and budget of operational agency


$	adequacy of co-ordination between agencies


$	adequacy of co-ordination with community organisations and beneficiaries


$	flexibility and capacity to adapt project design and operation to changing circumstances�
�



criteria for assessing the potential for contracting out





Contracting out is defined as a situation where “Government retains responsibility for the service and continues to manage it.  The services are delivered under contract by a private sector company.  Government pays the contractor for the provision of the service.  The main concern of Government is on:


levels of service obtained


quality of service provided.





Criteria for assessing whether contracting out is appropriate include both negative and positive reasons.





Reasons for not contracting out functions:





statute: a law or regulation may prevent the service from being contracted out


confidentiality: the data involved in the service may be sensitive that the function should not be performed outside Government


political sensitivity: the option of contracting out may be ruled out on the grounds of political sensitivity


continuity: if contracting out seriously jeopardises the continuity of service provision


accountability: contracting out may reduce control and accountability for functions


strategic significance: if the service of strategic significance to the Ministry it should be carried out in-house, such as policy formulation.





Reasons for contracting out functions





Value for money: contracting out may reduce costs or achieve greater value for money through improving efficiency and/or effectiveness


Scope for improvement: the quality and level of service can be improved by contracting out There may be specific constraints within the Ministry that would be reduced by contracting out the service to the private sector


Nature of the market: a private sector market may be able to provide the services.  The market needs to be competitive and sustainable with potential to expand the market by offering Government contracts to perform services.


Ease of specification: the service to be contracted out and the level of service required needs to be easily specified so that they are not affected by performance of other related services.


Acceptability to customers: the provision of the service by the private sector be acceptable to customers.





�
Annex Six: The MTEF Process in Malawi





This description of the MTEF process in Malawi was presented in a meeting with staff of the Directorate of Plan and Budget and has been included in the Report as information for those who did not attend the meeting.  It will be clear from this description that the process suggested in this Report is similar to the one being implemented in Malawi, however the recommendations need to be seen as a starting point for the implementation of an MTEF in Mozambique.  The Government will need to assess which parts of the process are appropriate to its needs and Mozambique’s situation.





Introduction


The MTEF approach was suggested by the World Bank as part of a Budget Management Review in 1995 and was introduced on a pilot basis in four sectors: education, health, agriculture and works, with the Police asking to take part in the process as well.  The process was used in the preparation of the 1996/97 recurrent budget for these five sectors.  





In the first year the process involved developing information on the actual costs of activities as a guide to allocating resources so as to achieve the stated objectives. Task forces were established in the four pilot ministries and work commenced in mid 1995 following steps set out in a brief paper prepared by World Bank staff.  A UK based consultancy company was contracted to support the introduction of the MTEF along with a Malawian consultant, who had been the Director of Budget in the Ministry of Finance.





In preparation of the 1997/98 Budget, the MTEF was broadened by the inclusion of an additional seven ministries: Natural Resources; Lands and Valuation; Local Government and Rural Development; Research and Environmental Affairs; Transport and Civil Aviation; Women and Children Affairs, Community Development and Social Welfare; and Irrigation and Water Development.  In addition, the process was deepened through the preparation of a Logical Framework setting out the objectives, outputs and activities of each of the 12 Ministries. 





An MTEF Handbook was prepared for the second round of the MTEF by the two Consultants which was tested on the five pilot ministries who had followed the first round of MTEF preparation.





stages in the Mtef process





Preparation of an MTEF has involved an iterative top down and bottom up process of resource allocation as shown in the diagram below.


Steps in the preparation of an MTEF





The MTEF Process


��


	1. Preliminary ceilings					3. Annual Budget Ceilings


���	Top Down						Top Down	








��


	Bottom Up							Bottom Up


	2. Sector Reviews						4. Annual estimates


	Estimates of actual requirements








The MTEF process involves seven stages as described below with a summary of progress made in each stage in 1995 and 1996.





Stage One - Development and Updating of the Macroeconomic Framework


The first stage of the MTEF process is to estimate the availability of resources for the following three years, including both domestic and foreign sources of revenue through the development of a Macroeconomic Framework. 





As the Government has not developed its own Macroeconomic Framework the estimates of resource availability were based on those agreed with the International Monetary Fund. The development of a macro framework is to addressed in preparing for the 1998/99 budget.





Stage Two - Developing Preliminary Ceilings


Government statutory payments such as pensions, gratuities, debt payments, etc. are deducted from the total resources and the remaining resources are allocated between sectors on the basis of national priorities.  These allocations between sectors and ministries form the basis of Preliminary ceilings which are approved by Cabinet and provided to ministries as the starting point for the next stage in the MTEF process.  





The allocation of resources between sectors has been guided mainly by the Policy Framework Paper which was agreed upon by the Government, the World Bank and the International Monetary Fund and includes sector specific targets such as the percentage of the recurrent budget to be allocated to the education sector. 





Stage Three - Sector Reviews


Having received the Preliminary ceilings, line ministries undertake a process of sector reviews, to assess which activities they can implement within the limited resources.  The starting point of the sector reviews is the definition of the goal and objectives of sectoral ministries and related institutions, including the outputs to be produced or targets and the specific activities to achieve the outputs and thus, the objectives. 





In 1995, this stage was not covered in detail as most of the Ministries involved had prepared Policy documents.  These were used as the basis for agreeing on the activities necessary to achieve the perceived objectives, which were then costed to estimate the total recurrent requirements of each of the sectors. 





In 1996, all the twelve participating ministries developed logical frameworks, which indicated their goals, objectives, expected outputs, and the activities necessary to achieve the outputs and objectives. Ministries were encouraged to include all types of activities: administration, operational and investment to ensure that all expenditures for both the recurrent and development budget would be planned for.





Stage Four - Review of Programme and Sub-programme classification


The next stage involves the agreement on programmes and sub-programmes necessary to achieve the objectives of the sector/ ministry/organisation, and prioritization between programmes and sub-programmes. The current structure of the Budget does not adequately reflect the activities that Ministries are responsible for.  Instead the Budget shows the broad group of activities such as primary education, followed by the cost centre (the location of expenditure) and then the types of expenditures such as traveling expenses without giving any indication of the purpose of travelling.  


�



�PRIVATE ��Existing budget classification�tc  \l 3 "Existing budget classification"� in Malawi





�PRIVATE ��Development Budget�
Recurrent Budget�
�
Vote: Ministry of Education�
Vote : Ministry of Education�
�
Programme: Primary Education�
Programme: Primary Education�
�
Project: Promoting Girls’ education�
Cost Centre: District Education Office�
�
Group of expenditures: Goods and Services�
Group of Expenditures: Goods and Services�
�
Item: Internal Training�
Item: Fuel and Lubricants�
�



While the existing budget classification is based on broad programmes of activity, the next layer of classification for the recurrent budget is based on administrative structures, e.g. the District Education Office rather than the kind of activity such as maintenance of schools.  The classification does provide the necessary control mechanism as the cost centre is the location of the expenditure but this does not provide government with an indication of the activities within each sector, except at the very broad programme level.  This makes it difficult to reallocate funds to higher priority activities, except at the broad level from primary to secondary education for example.





This important stage was partly fulfilled in 1995, in that the programmes were reviewed in each of the four participating ministries and some revisions made to the programme structure.  Budget allocations were made on the basis of the programmes, including the Police who also participated in the MTEF process successfully. 





In 1996, the programmes for the original ministries were revisited, and those of the new seven ministries were reviewed.  Further, sub-programmes within the programmes were also developed which show broad groups of activities within each programme.  Having agreed on the sub-programmes the 12 Ministries were assisted to prioritise between the sub-programmes in each programme, and in some cases between programmes.  An example of programmes and sub-programmes is attached.  The sub-programme level was not shown in the 1997/98 Budget but will be introduced in the 1998/99 Budget.





Stage Five - Costing of Activities 


The fifth stage is the costing of the agreed activities in each sub-programme, for both recurrent and development funded activities.  This results in an estimate of the total requirements within each sector, based on the actual costs, rather than on a percentage increase on the previous year’s estimates. The aim is to estimate the funds required to implement the activities, including investment activities, rather than developing separate estimates for recurrent and project funded activities.





In 1995, the costing of activities was achieved with some success and improved significantly in 1996 with nearly all of the twelve ministries developing detailed estimates of their activities. The Consultants provided each of the 12 ministries with simple tables showing the programmes, sub-programmes and activities with categories of expenditures which were used as the basis of the costing exercise.  Most of the ministries developed the information on spreadsheets.





Therefore a large database of activity costs has been developed that can be used in subsequent years as the basis for budget estimates.  Once all the activities had been costed it was possible to link the activities to funding from the recurrent budget and specific projects, both those included in the development budget and those outside the development budget.  However in some ministries, the activity costing focused mainly on recurrent funded activities, with less emphasis on costing of those activities funded in the Development Budget. 





There was also limited emphasis on linking the personnel requirements and costs of the particular activities partly because it is difficult and time consuming to specify the personnel costs of activities where some officers are responsible for more than one activity.





Stage Six - Feeding the information into the Expenditure Framework


The next stage in the MTEF process is to put together this information from the sector reviews into the Expenditure Framework which is used to develop the annual budget ceilings.  The total costs of activities within each sector are likely to be well in excess of the availability of resources, therefore decisions need to be made about trade-offs between sectors.  Therefore information about the costs of free primary education, rehabilitation of roads, agricultural extension services, etc., are used to determine the allocation of resources between sectors.  This information is provided to Cabinet so that their decisions about allocations between sectors is based on information on the requirements within each sector.  





The two stages of preliminary ceilings followed by using the sector review information to develop the annual budget ceilings was followed, to some extent in the preparation of the 1996/97.  However,  because of delays in the Annual Budget preparation process this two stage process was not followed in the preparation of the 1997/98 Budget.





Stage Seven - Preparation of Annual Estimates


Once the annual budget ceilings have been approved by Cabinet, line ministries prepare their annual estimates. Since the budget is based on activities which have been costed, the finalisation of the budget should involve decisions on which activities will have to be dropped or scaled down in order to fit into the allocation or ceiling. 





This was achieved to some extent in preparation of the 1996/97 budget,  and with greater success in the preparation of the 1997/98 Budget.  However delays in the Budget process did mean that Ministries did not have sufficient time to undertake a detailed review of their activities and decide which ones would be scaled down or dropped altogether.  Following the finalisation of the Budget ministries were requested to review their initial estimates based on activities and the final agreed estimates, and to describe the impact of the limited funds on the provision of services and to identify those activities that are to be dropped, scaled back or deferred to the following year. 





achievements to date





The main achievements of the MTEF process have been in the following areas:





Rationalisaton of resource allocation: to date there has been greater emphasis on developing and agreeing on priorities within sectors and estimating the actual costs of activities.  This has led to some prioritisation within sectors.  There has been less attention on reallocation of resources between sectors, as this is dependent on having sufficient information on the activities and their costs within all ministries.  As the MTEF has covered only 12 ministries this information has still to be developed for the remaining 15 ministries and departments.  





However a start on developing this information was made through a Strategic Review of the whole of Government carried out during March/April 1997.  The Strategic Review resulted in a clarification of the objectives and functions of all ministries and recommendations for reducing or eliminating activities or functions, through identifying areas of overlap and duplication, opportunities for contracting out or privatisation, greater community participation and cost recovery.





Improved budgeting:	 the determination of priorities and the costing exercises have greatly improved the quality of budget estimates and ability of staff from all departments. These improvements have been achieved by involving programme managers in the budget process and by changing the way in which budgets are produced: by activity. 





The process of agreeing on objectives, outputs and activities was highly participatory, undertaken mainly through workshops facilitated by the consultants.  Programme managers were involved in identifying and agreeing on their activities, many of whom had not been involved in budget preparation before.  This wide participation of staff has had the positive effect of greater understanding and commitment to the agreed estimates and thus true ownership of the budgeting process. 





One of the major differences between the introduction of the MTEF in Malawi and similar reforms to planning and budget processes in other countries, is that greater emphasis has been placed on the recurrent budget process and less on the preparation of medium term plan documents and the development budget or Public Sector Investment Programmes.





The decision to focus on the recurrent budget in the first year had a greater impact on changing existing processes and attitudes than if the MTEF had focused on the development budget, as many of the weaknesses related to the recurrent budget process.  The preparation of the Development Budget is not based on an incremental approach and departmental heads are more involved in its preparation than the recurrent budget. 





In the second year the process involved integrated activity based budgeting, which meant that any reductions in the overall allocation should be reflected against actual activities being dropped, rather than reduced funding of all activities and thus non achievement of any specific outputs/ objectives.  In addition the development of the Logical Framework for each ministry means that activities and Budgets are more focused on achieving the ministry’s objectives and producing the agreed outputs.





areas for further improvement





Some parts of the MTEF process need to be developed further. 





Developing a Macroeconomic Framework: There is need for the Government to develop its own macroeconomic framework from which to estimate the likely resources. In addition, there is a need for further discussion and agreement on national priorities and sectoral requirements, from which to determine the allocations between sectors. 





Agreeing on and following the Process and Timetable: To ensure that there is sufficient time for the development and analysis of information, the process needs to start earlier in the year, so that the two stage process can be followed involving the development of preliminary ceilings, followed by sector reviews that feed information into the development of the annual budget ceilings.





Extending the MTEF to all sectors: The scope of the MTEF in terms of sectors to be covered needs to be expanded ( the target being all ministries/departments). The work undertaken under the Strategic Reviews of identifying and agreeing on Ministries’ objectives and activities can be used as the starting point in those ministries that have yet to follow the MTEF process in preparation of their budgets.  Thus the MTEF process during 1997 will focus on reviewing the objectives, outputs and activities of each ministry and then developing cost estimates for the agreed activities.  At the end of this exercise it should therefore be possible to develop a comprehensive expenditure framework for all the sectors.





Further improvements to the Budget process: Further work will be needed during 1997 to improve the scope and quality of the activity based budgets by covering both Recurrent and Development funded activities.  Improvements to the estimation of the Recurrent Budget will be focused on estimating the personnel requirements and costs of the agreed priority activities, an area to be covered under the detailed Functional Reviews of Ministries to be undertaken during 1997.  Thus the work of the MTEF and Functional Reviews needs to be integrated further during 1997.





Greater emphasis will be placed on including those activities funded from the Development Budget in the process and also on capturing those activities funded by donors which are currently outside the Government Budget.  





Capacity Building: Other efforts will be made to improve the MTEF process  through developing training programmes for officials involved in the MTEF.  The exact format of these programmes are still to be decided however options include courses to be run at the Malawi Institute of Management, and training of trainers who would run in-house programmes within line ministries.  





In addition, the Ministry of Finance is developing a simple data base programme that can be used by sector ministries to prepare their annual budgets using the agreed activities as the starting point.  This programme will ensure that the Budgets are developed on the basis of activities and will assist in the conversion of the activity based budget into the existing format of the Annual Estimates.





lessons to be learnt


Agreeing on the Process and Timetable


It is important to decide at the beginning what the process is to involve, who will be responsible for its implementation and a timetable linked to the annual budget timetable.  While it is also important to use a flexible, adapative approach so as to respond to changing circumstances, the development and introduction of such a reform will be more effective if there is a broad basic process to be followed developed at the beginning.  In addition, ministries need to be given sufficient time to undertake the analysis of their objectives and activities, therefore the process needs to start early in the budget cycle and the budget timetable needs to be followed.





Agreement on the process and timetable is important not only at the technical level within the Ministry of Finance, but consensus and commitment needs to be developed with other related institutions (such as a Ministry of Planning if this is separate from the Finance Ministry), sector ministries and other relevant organisations, at both the technical and political levels.


Developing a Macroeconomic Framework


Governments need to have greater involvement and voice in the assumptions and projections used to develop resource limits and therefore need to develop their own macroeconomic frameworks. One of the timing constraints can be the need to wait for IMF agreement on macroeconomic projections, thus it is important for governments to develop their own macroeconomic frameworks which cover the agreed medium term period.


Starting on a preliminary expenditure framework


In Malawi’s case the detailed expenditure framework has not been developed, as all the sectors have yet to undertake the sector reviews.  However it should still be possible to develop a basic Medium Term Expenditure Framework, using information that is available on government priorities and sector requirements.  This preliminary framework can be used for discussions on government priorities so as to develop greater consensus on these priorities through making the process more transparent.  These discussions need to take place at the political level as decisions on priorities are ultimately political, rather than technical, decisions.


Using participatory processes


One of the main achievements of the Malawi experience is the increased participation and therefore ownership and understanding of the budget process.  This was achieved through using participatory workshops where senior managers in each ministries met to discuss and agree on their objectives, outputs and activities.  The role of the consultants has been mainly to facilitate the process, with no direct involvement in the preparation of the Logical Framework documents or cost estimates, other than through assisting ministries.








�
Example of Sub-programmes





Ministry of Agriculture and Livestock Development





01 Management and Support services


Direction and Management


Planning and policy review


Human Resource Management and Development


Training Institutions


Internal Audit


Financial Management





02 Livestock research


Large ruminants


Monogastrics


Small ruminants


Pastures





03 Crops Research


Cereals


Horticulture


Grain legumes, fibres, oilseeds and other grain legumes


Soils


Plant protection


Technical services





04 Veterinary Services


Poultry production


Dairy production


Animal health


Animal Nutrition


Regulatory services


Laboratory services


Beef production


Small ruminants production


Pig production


Liberalisation of livestock marketing





05 Agricultural Extension


Research extension farmer linkages


Extension methodology and systems


Horticultural extension


Agricultural associations and co-operatives


General crops


Livestock extension


Plant protection services


Training


Farm mechanisation and testing


Agricultural Communications Branch


Food and nutrition


Cotton extension


Tobacco extension


Women’s programmes


Input monitoring





06 Land resources


Soil and water conservation


Land resources surveys and evaluation


Agroforestry


Training


Extension


Environmental Education and Co-management of natural resources�



Annex Seven: Consultant’s Terms of Reference 


� Mozambique Fiscal Management Review Stage One Status Report, Macroeconomics, Southern Africa, Africa Region, World Bank June 1996


� Expenditure Management Reform Strategy, Ministerio do Plano e Financas, Republica de Mocambique, May 1997


� Page xii, Executive Summary, Fiscal Management Review


� Expenditure Management Reform Strategy, page 2.
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Macroeconomic Framework


Available resources





Sector Requirements





based on objectives, policies and targets for each sector





Matching resources with priorities





Annual budget





Five Year Plan with policies and strategies





Macroeconomic Framework showing available resources





Three Year Investment Programme,(PTIP) donor funded projects some of which include recurrent items





Civil service reform


Review role of government





Government Budget














Investment Budget does not always include all projects in PTIP





Recurrent Budget


salaries and other operational costs








Donor funded projects outside the Budget





Review of size and structure of ministries





Government structures not consistent with the Budget





Donor funded projects not consistent





Investment activities not consistent with priorities





Recurrent funded activities not consistent with priorities





Investment funded activities in line with priorities





Recurrent funded activities in line with priorities





Activities funded not in line with government priorities





Actual requirements of government priority activities











Activities funded in line with government priorities, recurrent and investment





Activities funded in line with government priorities, both recurrent and investment



























































