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Introduction

How the Government allocates and uses public funds has an enormous impact on national wellbeing.  Every shilling spent poorly is a shilling less for people to emancipate themselves from impoverishment and secure a decent quality of life.  This is why subjecting public expenditure to public review is an essential and democratic policy practice.  Critical examination of the evidence and open discussion of the issues provides one of the best opportunities we have of consolidating progress and taking corrective action.  This is important at both national and local levels.  Public scrutiny of incomes and expenditure of local councils, health centres and schools is vital to enhancing democratic citizen participation and accountability.

The NGO community commends the Government for facilitating this consultation to review the PER and MTEF, and appreciates the increased opportunities we have been accorded to participate in main, macro and sectoral PER working groups in the past year.  Broadening the actors involved in the PER enriches it with different perspectives.  But the quality of participation of the PER process also influences the quality of its outputs.  The experience of NGOs is at best mixed, especially at the sectoral level.  While some sector working groups have welcomed NGO involvement, others have stalled and resisted, and some have rejected nominated NGO members without explanation.  A culture of discouraging critical questions and independent analysis pervades.  Many sectoral working group meetings are often irregular and unpredictable, and suffer from inconsistent participation of government leaders.  Timely access to key documents is generally not assured (including for this meeting), which undermines the space for high quality consultation and analysis.  A priority for the next year is to ensure sectoral PER groups are more professional and functional, with unambiguous Government leadership and meaningful space for NGO participation.

We applaud the Government’s efforts to stimulate economic growth, reduce inflation, increase revenue collection and expand investments in priority sectors.  Tanzania’s macro achievements are considerable.  We are concerned, however, that growth has not translated into gains for most Tanzanians who continue to live in grinding poverty.  The challenge is to translate macro gains into real benefits for ordinary people through better service delivery and access to opportunities. Policies are not in themselves good or bad, their worth depends on their ability to produce sustainable benefits for people.  It is not sufficient to proclaim that macro achievements will create the right enabling environment for development.  The linkage between macro achievements and improved well-being of the poor must be convincingly demonstrated.    

In this regard the findings of the PER External Evaluation, that allocations to priority sectors have in fact not expanded any more than to non-priority sectors, is serious cause for concern.  This is especially so when key areas continue to experience funding gaps, and where surveys show that there is little reduction in poverty levels.  The fundamental premise of the PRS/PER process is that proportionally greater funds will be allocated to aspects that will reduce poverty.  Evidence that this is not happening risks undermining the credibility of the policy process.  Honest and open reflection is needed to understand why this is the case, and what can be done about it.

While all people matter, the PRS demands particular attention to be provided to those who are impoverished, marginalized and otherwise vulnerable.  In Tanzania this requires special attention to gender dimensions, youth, people with disabilities and people affected by HIV/AIDS.  The wellbeing of children is perhaps the most paramount.  People under 18 years of age constitute the majority of this country; neglecting their interests is tantamount to missing half the picture.  Children are also important because it is they who will bear the full effects of policy decisions, and debt burdens, undertaken in their name.  While these aspects are nominally recognized in the PER, the process lacks the rigorous conceptualization and concrete instruments necessary to be truly pro-poor and broadly accountable.

Review of Recent Macroeconomic Performance
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The NGO community applauds the government’s efforts to increase economic growth and reduce poverty. The government has succeeded in controlling inflation while increasing savings, investment and economic growth. These achievements have helped bring about significant debt reduction ($2 billion over 20 years) and commitments of new financial assistance. Revenue collection has increased to about Tshs 100 billion per month. The task now is to translate ‘macro’ gains into ‘micro’ benefits for ordinary people, including children, the rural and urban poor, people affect by HIV/AIDS, and those with disabilities.  This requires an examination of how taxation and expenditure arrangements are organized to 

address the macro-micro dilemma. 

Taxation

While revenue has risen rapidly in absolute terms, the tax to GDP ratio remains comparatively low at 12% of GDP. The tax base is narrow. Accusations of extortion and corruption among TRA staff continue to be common. Tax administration overall appears to be unduly coercive, and fails to observe due process and tax payers’ rights. Local council taxes are too numerous and contribute to the continued poverty of the majority of the rural population.  

Mining. The mining sector accounts for the lion’s share of foreign direct investment and is likely to be a major source of government revenues in the medium- to long-term. Many Tanzanians believe the mining sector to be undertaxed. The lack of full transparency and public scrutiny of the mining sector is of special concern to the NGO community. The case of Merimeta (see Box 1) is illustrative.

	Box 1: Merimeta

	Government liabilities relating to Merimeta were highlighted in last year’s PER. Merimeta was a joint venture between the Ministry of Defence and South African investors. A non-profit company, Merimeta was designed to generate income from gold exports that could finance military procurement outside the budget while also adding to public revenue. Annual net income for military procurement was projected to be $15 million or more. According to the 2002 PER, the Ministry of Defence incurred debts of US$130 million for military equipment procured on the strength of Merimeta’s anticipated cash flow. As a result of the collapse of Merimeta, the government may have incurred large contingent liabilities and foregone considerable potential revenue. Gold sales were $329 million in 2002, nearly a quarter of total export value. Key questions arise: Are Merimeta gold sales included in this figure? How much did Merimeta realise from gold sales, and what happened to the money if it did not contribute to government revenue? 

	Source: PER FY02, pp. 87-8


Rural taxation. Numerous studies have shown that fiscal decentralisation has led to a proliferation of local taxes with no consistency between districts. Numerous nuisance taxes cost more to collect than they yield in revenue, and constitute unfair impositions on the poor. Taxpayers are reluctant to comply because of low or non-existent levels of service delivery, corruption, mismanagement, and waste. A large part of all revenue collected does not reach council coffers. Much that does is used on administration rather than services. Consequently, local taxation contributed only marginally to total district spending on social and economic services. 

We are aware that the government and donors are concerned with the impact of fiscal decentralisation on rural poverty. One of the objectives of local government reform is greater accountability to local taxpayers. The NGO community is convinced that no reduction in rural poverty can take place until rural taxation is reformed to the benefit of smallholder farmers. 

Public expenditure for poverty reduction

As the External Review points out, PRS priority sectors recurrent spending doubled in per capita terms between 1999 and 2002. Yet non-priority expenditures increased even more during the same period. This finding challenges the government’s commitment to the pro-poor spending objectives of the PRS and PER. The energy sector (Box 2) provides one example of how the government is constrained to finance ‘non-priority’ activities as a result of past policy decisions.

	Box 2: Energy subsidies versus pro-poor growth

	During calendar year 2002, the Ministry of Finance (MOF) paid TANESCO a power subsidy of TShs 15 billion. TANESCO paid a further TShs 19 billion in capacity payments to a private power producer, Independent Power Tanzania Limited (IPTL), during the same period. These payments are not balanced by income flows to TANESCO or tax revenue from electricity sales to the government. Further pro rata liabilities have been incurred by MOF in 2003. The power purchase agreement between TANESCO and IPTL is for twenty years. The government has declared that it cannot afford to buy the IPTL plant so as to reduce the cost of the long-term power subsidy. Given that aid finances about a third of total spending, donors are also contributing substantially to the power subsidy. When the Songas natural gas project comes on stream next year, the MOF will have to decide whether to increase subsidies further or raise power prices, or both. Cheap power is a major stimulus to investment, job creation and economic growth. In this sense, an efficient energy sector is ‘pro-poor’. For the moment, energy policy is undermining the principles of pro-poor growth.

	Source: Cross-Sector MTEF 2003/04, page 9; Press reports (various)


Non-PRS ‘priority’ sectors 

NGOs are concerned that the PER and MTEF should take a holistic view of planning and budgeting and not be limited to ‘priority sectors’ as defined for purposes of the PRS. As we point out above, power sector policy and performance are extremely important from the point of view of encouraging investment and creating employment. Similarly, mining policy and the tax regime have multiple implications from the poverty reduction perspective and bridging the ‘macro-micro gap’. We recommend therefore that the PER should include all sectors, and that separate working groups be set up in the first instance for defence, energy and minerals. Excluding these sectors will mean that issues like Merimeta and IPTL would escape the critical attention of the PER. 

While underlining the profound importance of social service provision for promoting social development, NGOs also believe that the directly productive sectors, including medium and small enterprises, are equally important for public policy when poverty reduction is the core policy option. This does not mean that basic social services should not be prioritised in government budgets. It means that they should be prioritised within a holistic view of public spending. We recommend that the PER process should address the issues of promoting wealth creation as well as poverty reduction.  

Privatisation

There is a strong public feeling that a number of public assets have been sold off cheaply, denying revenue to the government. International concern has been expressed at the possible negative consequences from the poverty reduction perspective of the privatisation of urban water supplies. Other critics have noted the heavy subsidies being enjoyed by the buyers of public assets, since privatisation usually triggers large loans from multilateral sources. NGOs are not against privatisation per se, but are concerned that criteria used for privatization of management or outright sale should be done in a manner that safeguards interests of the poor and is subject to open public debate. The regulation of privatised or already private industries is an area where opportunities for corruption and collusion exist, and should therefore also be more closely monitored by Government and civil society watchdogs.  

Conclusions

A major challenge for central and local governments is to deliver more and better services with the additional resources mobilised under the Poverty Reduction Strategy. The PER can contribute to meeting this challenge by highlighting trends in spending patterns and, increasingly, using performance rather than input indicators for monitoring. The PER needs to demonstrate that spending patterns are becoming more efficient in terms of addressing priority issues. 

Despite considerable progress in macro-economic management and performance, the government still faces major challenges in improving the transparency and efficiency of resource allocation, where past failures have led to serious revenue losses and non-priority expenditure, as shown in the case studies above. Good planning, budgeting and service provision can contribute to non-income poverty reduction at the household level. Future analytical work should look closely at macro-micro issues in both poverty reduction and wealth creation. A pressing issue is why there should be a time lag between macro progress and micro response, for example, in agriculture. 

External Evaluation of Fiscal Performance and Systemic Issues
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Systemic issues

Aid dependency is rising. Development partners have shown considerable confidence in government policy in recent years, maintaining aid at about $US one billion per annum. Between 1997 and 2001 government revenue fell from 13.5% to 12.2% of GDP. During the same period, grants and loans rose from 3.1% to 5% of GDP, and aid increased from 18% to 30% of all government spending.  Sectoral PERs demonstrates the same trend of aid substituting for local financial commitments. Professor Wangwe of the Economic and Social Research Foundation and others have proposed policies to reduce aid dependency.  Aid, particularly grants, will continue to play a key role in enabling development in Tanzania but its role and levels needs further examination and debate.

Integrating project aid into the PER/MTEF process. According to the recent DFID/ODI report on the progress of the PER/MTEF there have remained intractable problems in integrating externally financed development projects within a unified budget planning framework. It is estimated that in recent years only around half of all donor-financed project expenditure has been reflected in the Development Budget Estimates.  The failure to include all externally financed projects in the budget significantly undermines the comprehensiveness of the MTEF and budget planning process. Many development projects … contain substantial elements of recurrent spending.  This results in the true recurrent costs of public expenditure programmes being understated while in certain circumstances allowing MDAs to circumvent the MTEF resource ceilings by accessing additional project resources.  This both reduces budget transparency and undermines the allocative role of the MTEF and budget process.’

Despite these and other inherent defects, lending agencies continue to launch large new projects. The recent World Bank and United Nations Development Assistance Framework Portfolio Revue reported ‘satisfactory’ performance ratings for 13 out of 14 projects. As of June 30 2002, the World Bank was financing 22 projects, worth US$1,306 billion. Yet survey research, PPAs, and monitoring and evaluation findings seem to indicate that these development objectives are generally not being met. Project failures are more commonly noted than successes. 

NGOs strongly endorse the need expressed by the President for the Minister of Finance to ‘take stock and review all sector loans … as the first step towards … an appropriate debt management strategy’ (PER FY01-20 Key Issues and Recommendations). Improved performance in service provision is now the standard by which the government intends to judge itself and be judged. This standard should also be applied to projects. Project delivery surveys can be conducted in conjunction with service delivery services.  Proposed loan-funded projects in particular should be opened to greater public scrutiny.

Corruption and public accountability. Future allocation of public funds to priority sectors is severely undermined by corruption, a problem that continues to dilute the impact of locally generated resources, foreign aid and debt relief.  The adoption of the MTEF and budgetary allocations to priority sectors must go hand in hand with greater vigilance over corruption. While the level of corruption reported by Transparency International (2002) has fallen somewhat in the past year, the experience of Tanzanians with whom we work is that grand and petty corruption still abound.  For example, the Afrobarometer study (2001) found that two-thirds of respondents disagreed with the statement: ‘bribery is not common among public officials’.  Respondents said corruption is common among customs agents (52%), civil servants (62%) and the police (81%).  In addition, the annual reports of the Controller and Auditor General reveal large sums of public funds remain unaccounted for year after year.  The REPOA Pro-Poor Expenditure Tracking Study shows that misappropriation of funds occur widely in some sectors.  Nonetheless, there is little evidence of active efforts to recover funds lost to corruption and leakage, or to hold anyone to account.  This raises serious questions about the vulnerability of public funds.

Access to information on public resources. More transparency in budget processes is needed to build public confidence. NGOs together with other stakeholders commend the government for its recent practice of posting budgets of priority sectors in newspapers on a quarterly basis.  This information is important to enabling public understanding and debate on priority development issues, as well as greater public accountability of funds. However, unexplained contingency allocations increased from 6.7% to 16.6% of ministerial and CSF supply votes between FY98 and FY02, when they reached TShs 232 billion. Last year’s PER recommended ‘clear and transparent criteria for the use of this contingency allocation. Otherwise there is a threat that this contingency undermines the credibility and transparency of the budget process and budget implementation.’ 

In order to strengthen these efforts in the coming MTEF period, NGOs propose the following:

1. Post publicly financial allocations to levels of local government below the District to facilitate monitoring of these allocations and ownership of public services by users.

2. Post publicly actual expenditures at all levels in order to track uses of funds and strengthen accountability mechanisms.  

3. Reduce contingency allocations and explain their use to parliament.

Together with allocations and expenditures, the government should post key performance indicators to measure improved outcomes against use of public resources. Expenditure tracking and service delivery surveys can help assess improvements on the ground.

Local government reform. PER/MTEF focus largely on central government allocations between and within sectors, yet most spending and service delivery take place at local government level.  Decentralisation is supposed to devolve greater planning and spending autonomy to LGAs. The challenge is to increase local capacity to plan and deliver services while retaining a pro-poor focus at all levels. Tracking and service delivery surveys can help MTEF focus increasingly on local government performance and equity in priority sectors. 

Cross-sector Medium Term Expenditure Framework 
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Macro level successes are important to the extent to which they contribute to expanded opportunity for people’s development and improved delivery of services.  The performance of the key priority sectors is therefore a key measure of how macro gains have been translated to concrete gains in the lives of ordinary people.  In this paper we limit our examination to four key sectors: education, health, water and agriculture.

Education

1. The MTEF table Attachment 1 indicates that Tshs 364 billion will be allocated for primary education in 2003/04 (up from Tshs 243 billion indicated in the budget guidelines).  NGOs commend the Government for indicating that 100 percent of PEDP requirements will be allocated in the budget frame for the next financial year and three-year MTEF.

2. The critical challenge now is to ensure that allocations within the primary education budget reflect PEDP policy objectives.  This needs to take into account the findings of the PEDP Stocktaking/Regional Monitoring exercises, the PER report for education and further costings for quality and non-formal education aspects.  Allocations should be made to appropriate ministries (MOEC, PORALG/LGAs).  

3. For real change to take place at the community level, real funds need to be made available to schools.  In this regard, the full disbursement of the capitation grant of USD 10 per pupil per year is of utmost importance.  In the 2002 school year reports indicate that only about USD 2 per pupil reached the school level.  The effect of this on school moral and teaching quality is often disastrous, with some schools being forced to charge fees and contributions through the “back door”.  This year, particular care needs to be taken to ensure that the full capitation grant reaches schools in a predictable and timely manner.  The provision of practical and timely information to communities – including teachers, parents and children – about budget allocations, incomes and expenditures is essential to the success of the capitation grant.

4. Increasing amounts of education funds are being disbursed to LGAs.  NGOs commend this positive development.  However, if these funds are to be of benefit to the people, they need to be used as intended and accounted for in a transparent manner to the public.  In this connection, we welcome the Government intention to undertake a major public expenditure tracking exercise beginning in quarter two of FY03/04.  This initiative provides an important opportunity to examine whether PRS based allocations are reaching the community and making a difference in improving the quality of life for the poor.  The NGO community, which has close links to the grassroots, can contribute significantly to this exercise and we look forward to cooperating with the Government in its conceptualization and implementation.

Health

NGOs congratulate the Ministry of Health for the recently completed Main Health Sector Review, the development of the Health Sector Strategic Plan and sectoral PER.  These achievements will help guide sector activities and resources in the coming three years.

At the same time, NGOs note five areas of concern regarding future allocations to, and within, the sector:

1. Overall funding levels for health remain lower than anticipated, particularly given this priority PRS sector.  The share of the GoT Budget to health has increased by less than two percent since FY00, although as a percent of discretionary recurrent expenditure it has increased more.  In fact, domestic funding to the health sector decreased in the first years of the PRS.  The MTEF table Attachment 1 indicates that while 90 percent of priority MoH activities will be funded in 2003/04, 65 percent of total activities will be funded.  Clarity is needed regarding the exact items that are under-funded to assess the implications of this resource gap for delivery of health services, particularly for the poor.

	Neglecting the poor and vulnerable:  the case of children with disabilities

Caring for a disabled child (who number approximately 1.6 million in Tanzania) requires human and financial resources that are often unavailable to their families.  Appropriate medications, corrective surgeries and special educational programs require funding that, to date, has not been provided by GoT but is necessary to meet the needs of these most vulnerable Tanzanians.

For example, while GoT should be commended for PEDP, education for disabled children is ignored.  Current capacity enables only 3,500 children to be enrolled in Standard one each year.  The current capitation grant of USD 10 (if fully funded/disbursed) assumes the same amount will provide for a child with disability, which is simply not adequate given their special needs.  The new classrooms provided for under PEDP are not accessible to physically disabled pupils.  There are few properly trained teachers for children with disabilities and most children are denied any semblance of a quality education.

These facts point to a painful contradiction between the policy objective of addressing vulnerability and implementing concrete actions to meet the needs of the most marginalized Tanzanians.  A policy for special education, and adequate resources allocated to its implementation are urgently needed.


2. The projected resource gap of approximately Tshs 12 billion for HIV/AIDS activities in MoH needs immediate action.  Given the crisis posed by the AIDS pandemic to both health and overall development, required funding should be provided for the carefully costed HIV/AIDS strategy of MoH.  In FY03, HIV/AIDS, TB and malaria together accounted for only 7.2 percent of the sector allocation.

3. Three regressive trends require attention in order for resource allocation to match PRS commitments:  

· Funding by level:  allocations to the LGA level decreased slightly in FY03 while central level increased

· Donor vs. GoT contributions:  donor funding through the health sector basket appears to be replacing GoT funds

· Basic health care:  primary health as a percent of GoT spending in health is falling

4. Given differences in poverty levels and need across the country, a resource allocation formula based on poverty/equity criteria is seriously needed to maximize constrained funds.  As stated in the MoH paper prepared for this consultation:  “There appears to be no correlation between regional poverty levels and LGA allocations, total or OC, and the picture appears to have worsened between FY02 and FY03.”

5. The Health PER indicates that cost sharing has “contributed relatively little to the sector resource envelope”.  Nonetheless, user fees are slated for introduction down to the dispensary level.  Analysis of the disproportionate impact of user fees on the poor requires serious analysis, including mechanisms to enforce effective exemption schemes.  This issue should be brought into the public domain for examination and monitoring.

Water

While a number of important policy developments have taken place in the water sector in the past two years, key challenges remain to expanding access to water and sanitation and addressing the great disparities in access between urban and rural areas, as well as across regions.

1. Financing to the sector is low compared to other PRS sectors, and the budget guidelines were disappointing.  Both development and OC levels have historically been extremely low and need significant increases if progress is to be made.  

2. Funds flowing to the water sector are highly fragmented, and are driven by project funding.  For example, many of the development sub-votes are clearly single initiatives funded by a single donor, leaving the Ministry’s Planning Directorate very little room for recasting budgets for poverty reducing impact.  For example, some Tshs 25 billion (60% of the development budget) was approved for urban water supply rehabilitation in FY 2002/3.  Virtually all of this was pre-negotiated donor funding vastly skewing the balance of development expenditure from rural to urban.

3. Considerable discretionary planning and spending power lies with the central ministry rather than local government authorities, which is contrary to both sector policy and national efforts to decentralise planning and implementation to local government.  This is complicated by the local government reform process that has resulted in the Ministry receiving only highly consolidated reports from districts that include both water and livestock development.  As a result, district priorities for water cannot be addressed and PRS targets are met largely through national projects such as the ‘Lake Victoria to Shinyanga pipe line’. 

4. The privatization of water resources and utilities needs to be handled with the utmost care to ensure that public interest is safeguarded.  Water is vital to life.  As such, affordable access for the poor and marginalized must be protected and be an explicit part of the terms of private management or outright sale arrangements.  This also has a gendered dimension since women are disproportionately affected by changes in water policies.  Therefore, voices of women and gender groups need to play a central role in the public debate and decisions on privatization of water.

Agriculture

1. While spending for agriculture has increased, other factors such as taxes and the regulatory environment counteract efforts to promote the sector.  These barriers must be addressed within an overall view of increasing the effectiveness of public expenditure to agriculture and related sectors. This includes, for instance, reviewing the taxes, licenses, fees and other deductions imposed on farmers and traders by local governments and marketing boards, and revamping central government procedures to control local government tax regimes and ensuring taxes do not further impoverish and marginalize the poor from income earning potential. 

2. Funding to the sector is increasing, yet money is not necessarily reaching the local government level where real change is needed.  A major barrier in this regard is the release of conditional block grants to councils, which can only be done if councils pass their annual audits.  No doubt, fiscal accountability including satisfactory audits is critical to proper allocation of public funds.  The concern however is that councils do not have the human capacity needed to prepare proper audits and Zonal Reform Teams are not staffed adequately to provide this support to councils.  Thus, funding to agricultural development at the local level is undermined.  

Conclusion and Way Forward

NGOs welcome increasing public participation in the PER processes and the establishment of mechanisms to concretely link poverty reduction to allocation and monitoring of public funds.  In conclusion, we point to the following overarching issues for action:

1. The MTEF table provides financial information for sectors, but does not provide a further breakdown of a) allocations within sectors, and b) allocations to local councils.  This omission does not allow for an assessment of whether allocations are in line with PRS policy objectives and whether greater levels of funds will be made available to the community.  This level of information for the coming FY should be discussed very soon, and needs to be made available as a matter of course in future years.

2. There is a critical need for each sector to organize a PER with its stakeholders so a thorough discussion of critical issues can take place.  Performance of the sectors in relation to PRS policy objectives and outputs would benefit from being subject to broader public scrutiny and input.  We therefore urge the Government to make a firm commitment to organize sector-specific PER consultations such as this meeting today.

3. Non-priority sectors also require PERs in order to provide a comprehensive analysis of total resources available (for both priority and non-priority activities) and how all resources are being spent.  These additional PERs would serve the interest of PRS priority sectors by providing a deeper level of detail on resources available to PRS activities.

4. Mechanisms of public accountability should be strengthened by posting of allocations, actual expenditures and performance indicators (as available) at levels of local government below the district for broad public understanding and debate.
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