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EXECUTIVE SUMMARY 
This is the Revised Final Report of the joint evaluation of General Budget Support (GBS) to 
Tanzania. It evaluates the efficiency and effectiveness of budget support, as an aid modality, 
over 1995 to 2004 and assesses its contribution to the processes of growth and poverty 
reduction. It has been commissioned jointly by the Government of Tanzania and by the 14 
external financing agencies currently providing GBS to the Government of Tanzania. 

Evaluation methodology 

The evaluation utilised the GBS Evaluation Framework recently approved by the OECD-
DAC Evaluation Network. The same Evaluation Framework is being utilised for a multi-
donor, seven country evaluation of GBS to be undertaken over October 2004 – December 
2005, under the aegis of the OECD-DAC Evaluation Framework. 

The Evaluation Framework covers both the institutional and the ‘flow of funds’ effects of 
GBS, and these are considered simultaneously. It is based on a flow-diagram of the Logical 
Framework type, which spells out the causal linkages posited by the implicit thinking behind 
recent GBS programmes. The Framework distinguishes five levels: 

• Level One:  Inputs by GBS Donors. 

• Level Two:  Immediate effects (on the relationship between aid, the national budget and 
national policy processes). 

• Level Three:  Outputs (consequent changes in the financing and institutional framework 
for public spending and public policy). 

• Level Four: Outcomes (interactions between the public sector and the wider economy 
and society, specifically with regard to the proximate determinants of poverty reduction). 

• Level Five:  Impacts (in terms of the empowerment of the poor and the improvement of 
their real incomes). 

The Context for Budget Support 

The evaluation begins with an assessment of the economic and institutional context for 
budget support in Tanzania, considering in particular the factors which may be considered to 
differentiate Tanzania from other developing countries. 

In 1999 – half-way through the period of analysis – Tanzania was estimated to have a per 
capita income of US $ 265 per capita. Notwithstanding the caveats about such statistics, it is 
clear that Tanzania suffers from many of the typical structural impediments of a low income 
economy. In particular, it has a relatively small formal sector, inadequately developed and 
poorly integrated markets and limited levels of physical and human capital. Without doubt 
these are major constraints on growth and poverty reduction and place sharp limits on what 
can be achieved through any aid modality, whether it is GBS or not. 

The World Development Indicators Database estimated external assistance receipts at US 
$990 million in 1999, 11.3 per cent of Gross National Income or US $30 per capita. Thus, 
throughout the period of the evaluation, Tanzania had many of the features of a typical aid-
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dependent country and suffered all of the classic distortions and transactions costs commonly 
associated with aid dependency. As a low income country with sharp capacity and human 
resource constraints, these costs were especially hard to bear. By implication, the potential 
benefits of GBS through reduced transaction costs, increased ownership and greater 
coherence in planning and resource management were substantial. 

Three factors served to create a particularly favourable environment for the effective use of 
general budget support in Tanzania: 

o The virtual breakdown of relations between Tanzania and its Development Partners in 
1994 led to a group of independent advisers being invited to review the state of aid 
relations and make recommendations for improvements. They were led by Professor 
Gerry Helleiner and produced a document which came to be known as the “Helleiner 
report”. This acknowledged the problems of macroeconomic mismanagement by the 
Government but broke new ground in considering the ways in which donor behaviour 
had also contributed to this situation. The resulting recommendations set in train a 
process which has culminated in the preparation of the Tanzania Assistance Strategy. 

o President Benjamin Mkapa was elected in November 1995 in the first multi-party 
elections held in Tanzania, in which the CCM also won a majority of seats. He was 
re-elected in 2000 with a larger majority. Without doubt, the quality of the leadership 
of President Mkapa has been one of the defining features of the last ten years. 

o Amongst the achievements of the President was the establishment of a strong 
leadership within the Ministry of Finance, so that by 2000 when discussions on the 
design of the PRBS were beginning there was a management team capable of driving 
this process and capable of generating confidence amongst the PRBS partners. The 
Ministry still suffered serious capacity problems which have been steadily addressed 
during the period of budget support but it seems clear that having the right leadership 
to get the process started was crucial. 

Application of the Evaluation Framework   

Level 1: the GBS inputs 

Each of the six GBS inputs identified in the Framework is present in the Tanzanian case. 
Unearmarked direct budget support, has been provided to Tanzania since FY2001 in the form 
of the PRBS and has since FY2002 been channelled through the unified Performance 
Assessment Framework (PAF).   GBS funds have increased rapidly and are expected to 
exceed US $400 million in FY2005, when with HIPC they will represent some 20 % of total 
government expenditure. 

There is a structured process of dialogue linked to the provision of these funds which is 
described in the Partnership Framework for PRBS/ PRSC. It focuses on the implementation 
of the actions and measures agreed in the PAF and involves an annual review and a mid-year 
review.  It is complemented by sector-specific and reform-specific structures. Overall, the 
degree of access to senior government officials and the range of established fora for dialogue 
are exceptional. Nevertheless, further rationalisation of structures remains possible. An 
additional concern is to introduce a mechanism for periodic dialogue at the political level, 
rather than just the technical. 
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There is a structure of conditionality for the disbursement of GBS funds, which works 
through the PAF. It assesses three dimensions: i) overall progress in implementation, on 
which all PRBS disbursements are conditioned; ii) completion of  the ‘prior actions’ which 
constitute trigger conditions for PRSC disbursements; and iii) performance against the PFM 
and service delivery indicators agreed for the EC ‘variable tranches’. 

Capacity building support has been provided for many of the core administrative and policy 
processes. This has been mostly through TA projects but the PRBS dialogue has influenced 
the focus and volume of such support. Indeed, this is an explicit objective of the PAF.  

The objectives of harmonisation & alignment strongly informed the design of PRBS 
monitoring and disbursement processes. These are harmonised across the 14 DPs providing 
budget support and aligned to the budget cycle and to the national priorities in the PRS. 

Impact on the changing composition of Aid 

Programme Aid was the dominant form of external assistance in the early 1990s. However, 
following a sharp decline in the mid 1990s, it did not again account for more than 50 % of 
external flows until 2002/03 when the combination of HIPC and PRBS exceeded non-
programme aid flows. Preliminary data for 2003/04 suggest a continuation of this trend.  

The scale of external assistance in recent years is unprecedented – comprising more than 
double its real value in the early 1990s. As 50 % or more of this flow, the financial value of 
programme aid is substantially greater than it has ever been in the past. 

Nevertheless, for most of the ten year period under study, non-programme aid has been more 
important than programme aid/ budget support. Even in recent years, where its relative 
significance is less than that of Budget Support and HIPC, the significance in real terms of 
non-programme aid appears largely unchanged from FY2000 to the present.  

The education and health sectors provide the only clear-cut examples in Tanzania of a 
decisive shift away from project funding.  Most other sectors are still characterised by the 
perverse incentives typically associated with high levels of external project funding.  Without 
a decisive shift in aid modalities, these perverse incentives are likely to persist. 

Level 2: the immediate effects of budget support  

GBS in Tanzania has had immediate effects in the five areas postulated in the framework: 

 It has dramatically increased the proportion of external funds subject to the national 
budget process, and in the process increased ownership of the development process. 

 It has helped to focus dialogue on the strategic issues of economic management, and 
in the process made some significant contributions to the design of policy. 

 It has helped to focus technical assistance and capacity building on core public policy 
and public expenditure processes. 

 It has made a major contribution to the alignment process.  

 It has made a major contribution to donor harmonization. 
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Level 3: Outputs 

Improved financing & institutional framework for public policy & spending 

The expansion of the Tanzanian Budget over the past decade has been dramatic, and so has 
the subsequent level of discretion the Government of Tanzania has over its own resources.  
There has been a simultaneous expansion in the overall level of domestic revenues and donor 
inflows since FY96.     

This strong recovery in government revenues – and the consequent increase in discretionary 
resources, has substantially reduced the costs of budget funding. The significance of interest 
payments has fallen in relative terms from 20 % to 5% of budgeted expenditures, and has also 
fallen in absolute terms. In addition, accumulated arrears have been cleared and it is no 
longer necessary to use arrears as a method of budget financing. 

In FY01 and FY02, GBS was the most unpredictable of all of the major GOT revenue 
sources, being respectively 22% and 32% below budgeted levels.    Only because domestic 
revenues were buoyant in this period – with collections consistently above budgets, was it 
possible to restrict the shortfall in overall budget funding to 4.3% below budgeted amounts.    

GBS Disbursement data for FY2003 showed a significant improvement and reports from the 
External Finance Department for FY 2004 and the start of FY 2005 suggest high levels of 
predictability in recent years, with budget support donors disbursing in full during the first 
quarter of the financial year.  These improvements would need to be sustained over future 
financial years.  However, there are indications that in part the erratic disbursement patterns 
of the first two years of the PRBS were due to a ‘learning cycle’ within the administrations of 
both GoT and its Development Partners, relating to the reporting requirements and decision-
making processes necessary for efficient disbursement. 

From the late 1990s onwards, the increased levels of available discretionary resources 
permitted a range of politically important budgetary actions which would not otherwise have 
been feasible. It is notable that the Government has been able to double per-capita spending 
on PRS priority sectors between FY1999 and FY 2003, and protect budget disbursements to 
those sectors. This has permitted a major expansion in education and health service provision. 

However, the PRS1 priority sectors have not been a consistently high budgetary priority. 
Over the five year period FY99 to FY04, there has been a shift in budgetary shares first 
towards and then away from the explicit priority sectors in PRS1. There has been a constant 
shift towards economic services, which appears to have been the implicit priority of 
government. 

There has undoubtedly been a major expansion in the levels of service delivery in Tanzania. 
However there remains substantial scope for increasing the efficiency of public expenditure. 
It remains unclear whether efficiency has improved, as there have been few shifts in the 
patterns of expenditure. The impression is “more of the same”, and that key constraints to 
service delivery have not been addressed. 

There have been major efforts to strengthen public expenditure management systems, and 
capacity.  The PER, the CFAA, and the IMF’s Public Expenditure Management Annual 
Assessment and Action Plan (AAP) all document how systems have improved over time. 
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Probably the most impressive achievement has been the establishment of the IFMS and, with 
it, the upgrading of the process of financial control, accounting and reporting. 

Unfortunately, the lack of challenge in the budget process, combined with a continued 
domination of project funding in the development budget, and inadequate fora for 
challenging budget allocations and actual budget performance, means that incentives have 
changed little. A lack of consistent political drive behind the public sector and local 
government reforms, combined with undue focus on the programmes rather than the wider 
reform has contributed to the lack of widespread change in incentives. 

There appears little evidence of Parliament’s scrutiny of the budget improving significantly 
since the expansion of discretionary funding in the budget.  It is made difficult, due to the 
way budget estimates are presented and as a result of the structure of the budget calendar. 

At the local government level expanded financing is seen as an opportunity for reinforcing 
local accountability, and local management arrangements. However, in the short term, the 
benefits are likely only to be being realised in councils with adequate capacity.   

There are some signs that the capacity of the Tanzanian NGO community is strengthening 
particularly in relation to policy questions, although doubts remain over the depth of this 
capacity and over the ability of NGOs to genuinely challenge decisions over resource 
allocation.  

Level 4: Outcomes  

Enhanced influence of government on the proximate determinants of poverty reduction 

At the outcome level, the improvement in the macroeconomic situation has been the most 
significant success story of the last decade. From a situation in the mid 1990s of stagnating 
growth, double-digit inflation and unsustainable levels of foreign and domestic borrowing, 
GDP growth has now averaged just under 6 % p.a. for the last three years, inflation is below 
5 % and borrowing has been reduced to comfortably sustainable levels.  

This has had important knock-on effects for the overall business environment. This can be 
seen in the high rate of credit growth to the private sector, which has been growing at double 
digit rates since 1997 and in the steady increase in Foreign Direct Investment, which has now 
reached an annual average inflow of US $300 million per year, 3 % of GDP.  

The period of 2000 to 2004 witnessed a very significant expansion in the scale of services 
within education, health, water and road maintenance. In so far as expanded provision is a 
necessary condition to improving the access of the poor, this has clearly been an important 
achievement. Nevertheless, within each of these sectors, it has proven difficult, in the short-
term, to expand services whilst maintaining efficiency and protecting quality.   

The business climate and other influences on growth prospects have improved recently, but 
too recently to have influenced the impact trends. Key changes correspond both to 
presidential policy commitments and prior actions in the PAF.  Justice-sector reform has 
gathered pace, but again the bulk of the change is quite recent. 

In agricultural policy there has been less consistency and less action than on the business 
climate as a whole, despite the PAF. There are continuing efforts to advance the Crop Board 
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reforms with ongoing discussions on reform options, but progress has been slow. There are 
also concerns about the effectiveness of the recent policy on fertiliser transport subsidies for 
food crop producers in the Southern Highlands.  

Overall, the record on GBS outcomes is mixed, making the immediate prospects for an 
acceleration of poverty reduction rather slim. Prospects in the longer run may be better, if 
current policy trends – particularly in addressing the structural impediments to growth, are 
continued. In this respect, it might be argued that the period of analysis is the wrong one, in 
that current policy and spending actions facilitated by PRBS and promoted by debates around 
the PAF should generate improved outcomes and impacts in a future period.  

On the other hand, we do not believe that current evidence on service delivery and legal and 
regulatory actions is sufficiently favourable to be confidently optimistic about such an 
outcome.   There remain significant policy gaps, where the reasons for failing to provide 
efficient services are not immediately clear or where the solutions are not easy to implement. 

Level 5:  Impacts on poverty 

It does not appear from the best available data that the incidence of income poverty fell 
significantly between the early 1990s and 2000/01. This was the central finding of the first 
Poverty and Human Development Report, using the results of the 2000/01 household survey 
(NBS, 2002). Slight improvements in the incidence of income poverty, using either of the 
two official poverty lines, may have occurred. However, it was only in Dar es Salaam that the 
measured change was statistically significant, reducing the proportion of those in poverty 
from 28 to 18 per cent.  

There are no major exogenous factors to be taken into account in interpreting this finding. 
However, per capita GDP fell in the early 1990s – due largely to two successive drought 
years in 1992 and 1993 and to poor macroeconomic management. This will have had an 
impact on the changing poverty profile up to 2000/01. Recent years have seen higher levels 
of growth, averaging nearly 6 per cent p.a. over the past three years. It is therefore plausible 
that poverty first increased during the period of economic stagnation that ended in 1995 and 
only declined once rapid growth was achieved in the second half of the decade.  

A set of poverty simulations in Demombynes and Hoogeveen (2004), prepared as part of the 
analytical work for the World Bank Country Economic Memorandum support this view. 
Under a variety of scenarios, the simulations imply that poverty rates have followed an 
inverted U-pattern, increasing to over 40% in 1994 and then dropping to below 36% in the 
2000/01 survey. 

However, low GDP growth in the early 1990s does not explain the differential performance 
of Dar es Salaam and other areas of the country. The obvious explanation is that while real 
GDP growth per capita has been significant and rising in recent years, the structure of this 
growth has been unfavourable to the poor. Mining and tourism have both been dynamic, 
helping along with aid to fuel capital-city growth. However, agriculture and other widely 
spread rural activities have not yet increased substantially their rates of growth. 

This is a serious limitation. It is in agriculture and closely related activities that the bulk of 
the poor gain their living. About 87 per cent of both the poor and the extremely poor live in 
rural areas, while less than 3 per cent live in Dar es Salaam. Agriculture is where the poverty-
reducing linkages from trade-related growth are strongest. Thus, unless the changes in the 
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economy and society of Tanzania supported by the PRBS programme are such as to stimulate 
improvements in both the pace and the structure of growth, they are unlikely to impact 
significantly on poverty. 

Should we therefore be confident that the next Household Budget survey will show a very 
much improved pattern? Aggregate growth is increasingly encouraging, and the IMF and the 
World Bank both believe that that current growth rates are close to the levels that would be 
necessary to meet the MDGs. However, the simulations are sensitive to changes in inequality 
or in population growth rates. Thus, an increase in the Gini coefficient to 0.36 would require 
a compensating increase in growth rates to 5.5 %. Can such rates be consistently achieved 
over the next ten years? How will the economy react to external shocks or natural disasters? 
The weight of evidence is not yet sufficient to be confident that the Tanzanian economy has 
shifted to a higher growth trajectory which is sufficiently robust to hit the MDG targets. 

Moreover, the salient feature of the poverty and growth patterns of the last ten years is not 
one of steady nation-wide declines in poverty but one of highly unequal growth.  There are 
few signs that the sectoral pattern of the growth has started to change, so that the rural poor 
begin to participate in a significant way. Had it been possible to structure public policy so as 
to achieve more even growth over the late 1990s, then a clear-cut national reduction in 
poverty would already be visible. If current and future policies could be directed at achieving 
a change in the regional and sectoral structure of growth, then Tanzania would not simply 
achieve its MDGs for poverty reduction but substantially surpass them. 

Synthesis of Conclusions  

 Efficiency and effectiveness of GBS as an aid modality 

GBS in Tanzania has had immediate effects in each of the five areas postulated in the 
evaluation framework. At the output and outcome levels, Tanzania has made a number of 
major achievements in the past ten years. These would have been considerably more difficult 
if there had not been budget support funding – together with the associated dialogue - or if 
such funding had been channeled through alternative aid modalities: 

• 10 years of good macro management, with low inflation and solid GDP growth. 

• A significant increase in the level of discretionary resources available to the budget 
which has in turn permitted:  

o The stabilization of the domestic debt position and the clearing of domestic 
payment arrears 

o Investment in a computerized IFMS 

o The protection of commitments to the Road Fund since FY 1998, as a result of 
which maintenance of national roads has improved considerably 

o Substantial increases in expenditure within the PRS priority sectors; and 

o A large increase in the number of government teachers at the primary level 
and a dramatic expansion of enrolments into TTC colleges.  
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• Consistent improvements in the quality of public finance management and most 
particularly in the capacities of the AGD and the Policy Analysis Department of MoF. 

• The initiation of important reforms to improve the business environment and promote 
investment. 

Under any circumstances, this is a strongly positive balance sheet. In the context of Tanzania 
with its extreme human resource constraints, it is impressive indeed.  The two GBS inputs 
which have been most significant in facilitating these results have been a) discretionary 
budget resources, provided with low transaction costs and b) a strategic national framework 
for dialogue. Other modalities simply do not offer these advantages. 

 Impact on Poverty Reduction 

Notwithstanding the increased rates of GDP growth achieved in recent years, commensurate 
reductions in poverty have not been achieved. This is predominantly because the structure of 
growth is skewed towards urban rather than rural areas, towards mining and services rather 
than agriculture and towards the richer rather than the poorer. If significant policy and 
institutional changes are not introduced by the Tanzanian Government, then this situation will 
continue. If the current high growth rates persist, poverty will fall but not dramatically and 
there is a significant risk of sharpening levels of inequality.  

We see some evidence of the sorts of changes required beginning to be put into place. In 
particular, there have been important changes to improve the business environment and to 
improve the administration of justice. Macroeconomic fundamentals are in place and 
improvements are being made within the financial sector. GBS has supported these 
improvements – by providing discretionary resources to facilitate macroeconomic 
management, by helping to strengthen the central agencies of Government who are 
addressing these issues and by providing a robust framework for promoting dialogue on these 
questions and exerting pressure for progress.  

Need for design changes in PRBS and the surrounding institutional framework    

Is it reasonable to assume that GBS – perhaps in increased volumes – might successfully 
facilitate change in these areas in the future? Not without parallel changes within government 
to strengthen policy making, budget formulation and scrutiny (the challenge function), and to 
improve internal incentives.    

Should the design of budget support change as well? The evaluation suggests that all the key 
elements are in place and that for the most part, GBS is achieving the immediate effects that 
should be expected. However, the composition of aid has not changed sufficiently: there 
remain too many projects and too many common basket funds, working off budget, 
undermining ownership and generating transaction costs.  

There also appears to be a potential problem in the interweaving of the structures of policy 
dialogue and conditionality through the PAF. This has not been a major shortcoming and, 
indeed, there have been significant contributions made through the PAF dialogue. Yet, 
fundamentally the PAF is replacing what ought to be a national structure for design and 
monitoring of strategic reforms. In the short to medium term, it seems likely that the PAF will 
continue to substitute for such a framework. If this is to be the case it would be better to 
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design it more explicitly to fulfill this purpose, in addition to satisfying the accountability and 
due diligence requirements of the PRBS partners. 

The evaluation therefore makes six recommendations, grouped in three core areas as follows: 

 Reform the Aid Architecture 

o Establish a stronger Aid Policy, giving explicit guidelines on the use of 
different aid modalities. 

o Revise the PRBS Performance Assessment Framework to distinguish due 
process requirements, strategic dialogue and results monitoring. 

 Strengthen the institutional framework for public policy & spending 

o Revitalise the Poverty Reduction Strategy to convert it into a genuine national 
development strategy, with political commitment. 

o Strengthen the development and scrutiny of sector policies and spending plans 
so as to enhance the ‘budget challenge’ function. 

o Re-orient poverty monitoring systems so as to generate accountability for 
service delivery policies and outcomes. 

 Promote domestic accountability and open debate 

o Improve the presentation and structure of the budget and the MTEF so as to 
facilitate their understanding by Parliamentarians and citizens. 

Wider lessons from the Tanzania evaluation 

Five wider lessons emerge from the evaluation which have important implications for the 
future design of budget support: 

 Domestic political considerations have a dominant influence on reform and development 
processes. 

 Increased discretionary resources would appear to be the main contribution of GBS. 

 GBS can contribute significantly to reduced transaction costs. 

 Re-inforced internal accountability through GBS is not automatic. 

 The link to poverty reduction is indirect and necessarily long-term. 
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1 INTRODUCTION AND SUMMARY OF 
METHODOLOGY 

1. This comprises the Revised Final Report for the joint evaluation of General Budget 
Support (GBS) to Tanzania. It evaluates the efficiency and effectiveness of budget support, as 
an aid modality, in Tanzania over 1995 to 2004 and assesses its contribution to the processes 
of growth and poverty reduction over this period. It includes a summary of the wider lessons 
which emerge from the experience as well as a set of recommendations, more specific to 
Tanzania, for improving the management arrangements for budget support. In this version, it 
incorporates editorial changes and minor amendments made in response to the comments 
received on the draft final report competed in November 2004. 

2.  The report is the culmination of an interactive evaluation process which was carried 
out over four months (August – November 2004) and included two interim outputs – an 
Inception Report and a “Phase 2 Report”, containing a preliminary assessment. The feedback 
received on this earlier work from stakeholders in Tanzania was an integral part of the 
process. Further comments on the draft Final Report have permitted some useful amendments 
and improvements to this, the final evaluation product. For reference purposes, the four 
evaluation reports and the evaluation framework, as well as the data tables on which the 
analysis is based have been placed upon the web-site of the Tanzania Ministry of Finance 
(www.tanzania.go.tz/finance.html) and of the Centre for Aid & Public Expenditure at the 
Overseas Development Institute, UK (www.odi.org.uk/cape.html). 

3. The evaluation was commissioned jointly by the Government of Tanzania and by the 
14 external financing agencies currently providing GBS (in grant or loan form) to the 
Government of Tanzania. This group is collectively referred to as the “PRBS Development 
Partners” (Poverty Reduction Budget Support) and includes the following agencies:  

 African Development Bank (through AFD) 

 Canada  

 Denmark  

 DFID, UK 

 European Commission 

 Finland 

 Germany (KfW) 

 Development Cooperation Ireland 

 Japan (JICA) 

 Netherlands   

 Norway 

 Sweden 

 Swiss Development Cooperation (SDC) 

 World Bank (through IDA) 

REVISED FINAL REPORT  19 



Joint  Evaluation of General Budget Support to Tanzania, 1995 - 2004 

1.1 Objectives of the Evaluation 

4. A key feature of the evaluation has been its design as a cooperative effort between the 
GoT and its development partners. The focus has been on the overall roles, processes and 
results of GBS rather than the specific results of a particular country’s or organisation’s 
funds. The rationale for this joint focus derives from the fact that GBS involves pooled 
financial support, in which development outcomes are influenced by the combined efforts of 
all players. It is neither possible nor useful to separate out in a rigorous way the contributions 
of the individual agencies providing GBS. It is a measure of how fast thinking on the use of 
budget support has progressed that this proposition is now readily accepted as self-evident. 
On the other hand, the Tanzania joint-evaluation is the first of its kind and therefore holds 
important lessons for the use of GBS internationally and for the way in which it is evaluated. 

5. The terms of reference for the joint evaluation were presented in the Inception Report 
of August 2004. These specified the objectives and outputs of the joint evaluation. They 
comprised  two “pure” evaluation objectives: 

• To evaluate whether GBS is an efficient and effective modality for the GoT and for 
Development Partners; and 

• To assess whether GBS has contributed towards achieving sustainable impacts on 
poverty reduction and growth. 

6. The evaluation was also intended to generate a series of more immediately operational 
outputs. Specifically, recommendations were sought, and have been developed, with regard 
to: 

 The design and implementation of future GBS operations in Tanzania; 

 Possible changes in policy, approach and/or methods; 

 The development of the 2nd generation PRS and the surrounding organisational 
structure; and 

 The types of data requirements that are needed to assess impacts of the 
budget/GBS. 

7. Tanzania has a number of significant common-basket funding arrangements, in which 
the resources of Development Partners are pooled in joint accounts and then transferred to 
finance defined activities, specified and agreed in advance in conjunction with government. 
This modality is seen as potentially possessing many of the same perceived advantages of 
budget support, in particular in supporting greater ownership by government of development 
processes, in promoting increased coherence in the planning and management of public 
sector activities and in reducing the transaction costs of financing through external assistance. 
The evaluation team were therefore requested to make specific comparisons between GBS 
and common basket funding in the Tanzania context and to draw reference to both common-
basket funding and projects as the “counterfactual modality” which might have been used 
instead of GBS. This is the approach which has been adopted in assessing the efficiency and 
effectiveness of GBS as an aid modality and specific comments on this question are included 
in the synthesis of conclusions. 
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1.2 Overview of Methodology 

8. The ToR specified that the evaluation team should utilise the GBS Evaluation 
Framework recently approved by the OECD-DAC Evaluation Network1. A description is 
included in the two web-sites where the evaluation reports have been placed. The same 
framework is being utilised for a multi-donor, seven country evaluation of GBS to be 
undertaken over October 2004 – December 2005, under the aegis of the OECD-DAC 
Evaluation Framework. This study will cover Burkina Faso, Malawi, Mozambique, 
Nicaragua, Rwanda, Uganda and Vietnam. Although the Tanzania study has been conducted 
separately, it is expected to feed into the conduct of this larger evaluation. 

9. It is important to note that the framework does not simply match the results achieved 
through GBS against the stated objectives of the PRBS Performance Assessment Framework. 
There are a variety of reasons for this. In the first place, the PAF does not represent a 
complete listing of the anticipated outcomes of GBS – in particular it largely excludes the 
institutional development effects which GBS can reasonably be expected to achieve. In 
addition, the PAF has changed significantly over time: we do not interpret this as a change in 
the objectives of GBS but rather a change in the way in which dialogue is structured and 
performance is measured annually. Perhaps most significantly, the PAF is not presented in 
the form of a chain of causality, distinguishing factors attributable to GBS and to other 
causes. The OECD-DAC approved framework permits a comparison of results against an 
explicit causality chain and, moreover, in a way which will permit international comparison 
of evaluation results.    

1.2.1 Summary of the Evaluation Framework  

10. The Evaluation Framework covers both the institutional and the ‘flow of funds’ effects 
of GBS, and these are considered simultaneously. It is based on a flow-diagram of the 
Logical Framework type, which spells out the causal linkages posited by the implicit thinking 
behind recent GBS programmes. This is presented in a simplified form in Figure 1.12. The 
OECD-DAC evaluation framework also presents this in an elaborated form, which includes 
detailed ‘test questions’ for each level. These ‘test questions’ provided the framework for 
semi-structured interviews and to a large extent guided the lines of investigation pursued by 
the Tanzania evaluation. The Framework distinguishes five levels: 

• Level One:  Inputs by GBS Donors. 

• Level Two:  Immediate effects (on the relationship between aid, the national budget and 
national policy processes). 

                                                 
1   OECD-DAC, Evaluation Framework for General Budget Support: Framework for Country-level Case 

studies, Report to the OECD-DAC Evaluation Network, February 2004. 

2  The diagram represents the main elements of the implicit ‘programme theory’ of GBS, using the terminology 
of Weiss (1998: Chapter 3). The theoretically posited linkages in the top half of the logframe (Levels 1-3) 
derive from considerations arising from the experience with different aid modalities, set out in Chapter 2 of 
OECD-DAC (2004). Those in the bottom half (Levels 3-5) are based on general research and guidelines on 
poverty-reduction processes. 

REVISED FINAL REPORT  21 



Joint  Evaluation of General Budget Support to Tanzania, 1995 - 2004 

• Level Three:  Outputs (consequent changes in the financing and institutional framework 
for public spending and public policy). 

• Level Four: Outcomes (interactions between the public sector and the wider economy 
and society, specifically with regard to the proximate determinants of 
poverty reduction). 

• Level Five:  Impacts (in terms of the empowerment of the poor and the improvement of 
their real incomes). 

11. The definitions of Direct Budget Support (DBS), of General Budget Support (GBS) and 
of Sector Budget Support (SBS) which we have used are presented in Box 1.1 below. These 
are also drawn from OECD-DAC (2004) and are consistent with those being used for the 
multi-country evaluation.   

 

 

 

 

 

 

 

 

 

 

 

 

Box 1.1: Definitions of Direct Budget Support, General & Sector Budget Support  
 
Direct budget support refers to the channelling of donor funds (as grants or concessional loans) 
to the budget of a partner government using its own allocation, procurement and accounting 
systems. The transfer is ‘direct’, in the sense that it is provided as foreign exchange to 
Government (concretely the Central Bank, who then credit the Central Government or Treasury 
account), with no controls over the process of conversion into local currency. 
 

Within this overall definition, General Budget Support covers financial assistance as a 
contribution to the overall budget with any conditionality focused on policy measures related to 
overall budget priorities. Within this category funds may be nominally accounted for against 
certain sectors but there is no formal limitation on where funds may actually be spent.  

 
Sector Budget Support covers financial aid earmarked to a discrete sector or sectors, with any 
conditionality relating to these sectors. Additional sector reporting may augment normal 
government accounting, although the means of disbursement is also based upon government 
procedures.  
 
Source: OECD-DAC, Evaluation Framework for General Budget Support: Framework for Country-level 
Case studies,, Report to the OECD-DAC Evaluation Network, February 2004 

12. The OECD-DAC evaluation framework was reviewed during the Inception Phase for 
its applicability to Tanzania. It was considered applicable subject to two minor amendments: 
a) the need for an explicit comparison of the effects of GBS and Common Basket funding and 
b) the need to give space to operational recommendations on the management arrangements 
for GBS in Tanzania. These two amendments have been made but in every other respect , we 
have followed the OECD-DAC evaluation framework. 
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Figure 1.1: Simplified logical framework analysis of General Budget Support 
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1.2.2 Phasing of the Evaluation 

13. Given the strong operational emphasis in the terms of reference, close interaction with 
stakeholders in Tanzania was an important part of the evaluation methodology and work was 
explicitly phased so as to maximise this. The evaluation was undertaken in 3 phases: 

• an Inception Phase (primarily focused on validating the relevance of the Evaluation 
Framework and identifying data sources) 

• Phase 2 when the bulk of field work was undertaken (focused in particular on Levels 1-3 
of the Framework); and  

• Phase 3, when analysis was taken to levels 4 & 5 and correction/ verification of earlier 
work was completed. 

14. The three-phased approach was dictated by the ToR but the team added an extra 
element to this by explicitly including a preliminary set of recommendations in the Phase 2 
report rather than holding them all back for the Final Report. This proved very useful.  
Firstly, it provided a good structure for the key stakeholders in GoT and among the PRBS 
DPs to have an input into the design of the operational recommendations arising out of the 
evaluation. Secondly, it provided a ‘filtering process’ by which to eliminate factual errors. 
We would strongly recommend that a similar structure should be followed for the OECD-
DAC evaluation and in future evaluations, if possible3.   

1.3 Methods of data collection and analysis  

15. The evaluation methodology involved an analysis of the public policy and public 
expenditure processes which are posited to be influenced by GBS. For each level of the 
framework, four questions were posed: 

 To what extent are the inputs/ immediate effects/ outputs/ outcomes/ impacts 
identified in the framework actually present in the Tanzanian case ? 

 Why are these effects present, or not present ? 

 How far can this be attributed to GBS and its “inputs” ? 

 Could these same effects/ changes have been generated equally or more efficiently 
and effectively by alternative aid modalities ? 

The relevant quantitative data was assembled and analysed, alongside relevant studies and 
information from interviews. Table 1.1 provides a summary of the data sources consulted.  

                                                 
3  This would pre-suppose the ability to complete the 3 phases for each country within a relatively limited time 

span. For example, the Tanzania study from the start of the Inception Phase to the tabling of the Final Report 
took 4 months and we would suggest 6 months of elapsed time should be the maximum. 
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Table 1.1: Summary of Data sources consulted by Level of the Evaluation Framework 

Level of 
Framework to be 
investigated 

Sources & Types of Data Documents to be consulted Semi-structured 
interviews/ questionnaires 

Questions to resolve in 
clarifying linkage to GBS 

Levels 1 & 2: 

Nature of GBS 
Inputs and the 
immediate effects 
on relationship of 
external assistance 
to national budget 
& policy process 

 

Volume & composition of 
external assistance flows: 

2002 – 2004 from Ext Finance 
Dept, MoF 

1994 – 2004 from BoP data at 
Central bank   

TAS; 

PRSP 

PRBS framework (PAF) 

PRSC/ PRGF/ Docs on 
individual PRBS operations  

PRBS Annual reviews 

IMG reports 

Special Questionnaire to Donors 

SPA Questionnaire on 
harmonisation & alignment 

Semi-structured interviews with 
each PRBS donor (except AfDB) 
and with External Finance Dept, 
Econ Policy Dept & POPP. 

 Donor expectations from GBS 
need to be clarified 

 Role of conditionality (if any) 
needs to be clarified 

 Data to compare GBS modality 
with other modalities may be 
problematic due to off-budget 
projects/ pool funds. 

 How far have non-GBS aid flows 
become aligned ? 

Level 3: 

 

Outputs – positive 
changes in the 
financing & 
institutional 
framework for 
public spending/ 
policy 

 

Aggregate Central Govt 
Operations (fiscal tables) 1995 – 
2004 from Policy Analysis 
Dept, MoF 

Composition of Exp (Sector 
shares, etc) 1995 – 2004 from 
AGD and PER data. 

Also: examination of budgets 
vs. actuals from same data 
sources. 

PFM reforms:  

PFMRP docs; 

HIPC tracking  AAP (2001 & 
2004) 

CFAA, CPAR 

PER docs 

Joint Fiduciary Assessment 

Sector processes  

Sector programme docs 

Semi-structured interviews with: 

- Central agencies (MoF, POPP 
& State House) 

- CAG’s office 

- Ministries of Agriculture,  
Education & Health 

- Staff of Morogoro municipality 

-  Minister of Finance, 1 member 
Public Accounts Committee. 

1 day workshop with civil 

 How far is improvement due to 
common programming and how 
far to common financing? (GBS 
effects vs. SWAP effects) 

 Has there been a re-orientation of 
TA towards core functions ? What 
has driven this – GBS  or sector 
programmes? What has been the 
effect ? 

 How far has “Helleiner process” + 
TAS driven the gains in 
harmonisation/alignment  ?   
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Level of 
Framew
investiga

PER docs society/ academia. 

Levels 4 & 5:  

Outcomes – 
Government 
capacity to reduce 
poverty enhanced 

Impacts on poverty 
reduction 

Data on GDP, Inflation, Interest 
& Exchange rates 1995 – 2004 
from BoT. 

Outcome data for Ag, Educ, 
Health & PW from sectors & 
from PRS monitoring system. 

Poverty data from PRS. 

Household Survey 2000/01 

Labour Force Survey 2001 

 

BoT Annual reports 

IMF Article IV reports 

PRS Annual reports 

Poverty & Human Devpt Reports 

REPOA reports and other 
academic studies on poverty 
issues in Tanzania.  

 

Semi-structured interviews with: 

- Central Bank 

- WB  

- VPO 

- REPOA 

1 day workshop with civil 
society/ academia. 

 Nature of causality needs to be 
clearly defined: if outcomes & 
impacts not fully present is this 
because a) GBS inputs/ effects not 
sufficiently present; or b) 
Assumptions necessary for GBS to 
generate positive outcomes/ 
impacts have not held ? 

 Counterfactual needs to be defined 
accordingly: Would other aid 
modalities have had a greater 
impact than GBS, knowing what 
we know about factors external to 
the framework (assumptions) ? 

 



Joint  Evaluation of General Budget Support to Tanzania, 1995 - 2004 

16. Beyond the simple analysis of trends and ratios, there was no quantitative analysis. 
With so many processes taking place simultaneously and such a wide range of causal factors, 
quantitative modelling would only have been possible by making a substantial number of 
assumptions and simplifications.  So as to avoid excessive simplification, information was 
interpreted through a structured qualitative analysis, based upon the careful application of 
good practice in qualitative research.  In particular, three key principles were followed: 

• Sources of information were as extensive and varied as possible, so as to ensure 
‘triangulation’ of all information sources and opinions. 

• Analysis of attribution/ causality issues was based on careful reconstruction of case 
histories, giving detailed attention to the ‘assumptions’ and ‘risks’ identified in the 
Framework and to the sequencing of events from which causality might be inferred.  

• Analysis of the counterfactual required assessment of whether the same outputs and 
outcomes could have been produced equally or more efficiently and effectively by 
alternative aid modalities. This was done by construction of alternative case histories 
and by an examination of the plausibility of these ‘alternative histories’. 

1.3.1 Consultations undertaken as compared with original plans 

17. Table 1.1 above shows the data sources which have been analysed, as well as the 
stakeholder groups with whom the team have consulted. The key features of work undertaken 
and the differences from the consultations planned in the Inception Report may  be 
summarised as follows: 

• A custom-designed  questionnaire for Development Partners  (See Annex 3 of 
Inception Report) was distributed to all PRBS Development Partners. 12 of the 14 
PRBS DPs were able to complete the questionnaire.  

• Semi-structured interviews were held individually with each PRBS Development 
Partner, except for AfDB where the relevant staff were unavailable.  

• A half-day day workshop was held on 31st, August 2004 at ESRF attended by 19 
representatives of civil society, academia and the private sector  as well as by the 
Hon. Leonard Derefa, MP for Shinyanga Urban and a member of the Parliamentary 
Public Accounts Committee.  This proved to be a highly articulate group who were 
able to share their ideas and perspectives most effectively.   

• The Inception Report placed considerable emphasis on sector level work, responding 
in particular to the concern for analysis of common basket funding systems. 
Consultations were held with three sectors – agriculture, education and health, 
although for logistical reasons, the range of people interviewed was significantly 
narrower than had originally been hoped.  

• Regarding cross-cutting reforms (Legal, Public Sector reform, LG reform), 
consultations were held with a wider range of people than initially envisaged, 
including notably the Chief Secretary, two senior advisers within State House and the 
co-ordinator of the LGRP. Discussions with the LGRP evaluation team also took 
place in Phase 3. 
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• The status of public finance management was analysed to a reasonable level of detail 
both through interviews with central agency staff, sector staff and Development 
Partners and through documentation analysis.   

• Two interviews were held with the Minister of Finance, whilst one member of the 
Public Accounts Committee attended the civil society workshop. 

• Detailed consultations were held with staff of the Vice President’s Office  and others 
engaged in finalising the draft of PRS II. 

• During Phase 3, discussions were held on each of the sets of recommendations 
presented in the Phase 2 report with the relevant stakeholders who would be 
responsible for taking forward these recommendations. This was a major benefit 
which led to a significant refinement of the recommendations.     

1.4 Limitations of the analysis  

1.4.1 Overall scope of the evaluation: mainland Tanzania, not Zanzibar 

18. The first, and rather important, limitation in the coverage of the study is that it did not 
cover the situation in Zanzibar. The terms of reference were explicitly limited to mainland 
Tanzania. On the other hand, the United Republic of Tanzania is constitutionally obliged to 
transfer 4 per cent of domestic revenues and grants to the Government of Zanzibar and, ipso 
facto a proportion of PRBS grants are allocated and spent by the Government of Zanzibar4.  

19. Given the time available, we believe that this restriction in the scope was sensible. For 
purposes of public policy and public finance management, Zanzibar operates as a separate 
country with its own institutional structures and hence would have constituted a country case 
study in its own right, requiring almost an equivalent amount of evaluation effort5.  Given 
that Zanzibar is not covered by the PRBS PAF and does not yet enjoy the structures of 
dialogue which have been set up for PRBS in Dar es Salaam, it is questionable how useful the 
analysis would have been. Nevertheless, Zanzibar has much to learn from the experiences of 
mainland Tanzania with GBS. The potential advantages of using GBS rather than other aid 
modalities in financing public sector activities are highly relevant to Zanzibar, which suffers 
from the classic problems of high aid transactions costs, distorted national priorities and lack 
of ownership typically generated by donor projects. We would therefore recommend that the 
results of the evaluation should be shared with government counterparts in Zanzibar. 

1.4.2 Limitations in data quality 

20. The evaluation did not include any time for survey work or for primary data collection; 
we therefore had to rely on official statistics and on existing survey data. These proved 

                                                 
4  BoT (2003) reports that Tsh 14.5 billion was budgeted in respect of these obligations for FY2004. 

5  For this type of work, the size of a country does not significantly affect the time needed for data gathering, 
consultations and analysis. 
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sufficient to answer the questions posed within the evaluation framework. On the other hand, 
there are a number of significant deficiencies in the quality of data:  

• The first and most significant is that there is not yet a comprehensive data base of all 
external assistance flows to Tanzania. There exist three data series containing 
information on external assistance flows, namely the Balance of Payments data from 
the BoT, information on Central Government Operations from the Policy Analysis 
Department, MoF, and the more recent external assistance data-base maintained by 
the External Finance Department, MoF. Each of these draw their information from 
slightly different sources but are not fully consistent even when the source of 
information is apparently the same. For the purposes of the evaluation, there is 
sufficient consistency between the series and with the separate information supplied 
directly by DPs through the Questionnaire to be confident about the orders of 
magnitude of overall flows, of programme aid and non-programme aid6 and of the 
division of programme aid between HIPC and PRBS flows. We believe that this is 
sufficient for the purposes of the evaluation but it is not a satisfactory state of affairs 
and deserves to be urgently addressed.   

• Secondly, there is a serious lack of data on the outputs and outcomes of government 
services. Our assessment of the questions of efficiency and effectiveness at Levels 3 
and 4 of the framework drew on what is available. It is in principle possible that the 
picture is rather different in the sectors and sub-sectors which we did not examine. 
However, we strongly doubt this both because our judgements are consistent with the 
observations made by informed Tanzanian practitioners and researchers within and 
outside of government and, more significantly, because our analysis of the quality of 
underlying processes is consistent with our judgements on the raw numbers. 
Nevertheless, for the purposes of policy making and monitoring, this is again a 
worrying gap. It is partly being addressed through ongoing work on strengthening the 
Poverty Monitoring System (PMS). We have commented on this work in Chapter 5.   

1.4.3  Limitations in the coverage of consultations and interviews 

21. In section 1.3.1 above, we presented a summary of the consultations undertaken in 
relation to original plans. This already points to a number of unplanned gaps in the coverage 
of consultations; there were also ‘planned’ gaps which needed to be factored in from the 
outset given the time available to the evaluation team. With more time available, the 
evaluation could have been benefited from more extensive consultations with: 

• Parliamentarians – in particular with members of the Committees for Finance & 
Economic Affairs, Social Services and Infrastructure. 

• Local Government Councillors and staff. 

• Private sector representatives. 

• A wider range of sector ministries.  

                                                 
6  Non-Programme Aid cannot however be accurately split between projects and Common Basket Funds, 

although the EFD does provide an estimation. 
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22. Of these four groups, the most significant gap is at the political level – Parliamentarians 
and Local Government councillors. Whereas for the private sector and for sector ministries, 
there is survey work and other information  which can to a degree substitute for personal 
contacts, this is less true for the political representatives of the Tanzanian people at national 
and local levels. In this respect, our conclusions in relation to the question of the evolving 
pattern  of democratic accountability (Level 3 of the framework) must be considered 
tentative. On the other hand, they are consistent with the limited body of analytical work 
which is available on this topic7.  

1.4.4 Implications of these limitations for the evaluation conclusions 

23. Have these limitations affected our final conclusions in important ways? Of course, 
better data and wider consultations would help to improve the quality and depth of the 
analysis. However, we do not believe that these limitations have materially affected our 
conclusions; nor, by implication, do we believe that further work would have been necessary 
to fulfil the objectives of the evaluation.   The evidence has been sufficient to answer the key 
questions posed within the evaluation framework and, on this basis, to reach clear-cut 
conclusions on the efficiency and effectiveness of GBS as an aid modality in Tanzania and on 
its relative contribution to growth and poverty reduction.  

24. The interactive process which the evaluation has followed has permitted us to share 
preliminary conclusions both in formal and informal ways with informed Tanzanian 
practitioners and researchers as well as with the representatives of the Development Partners. 
This has allowed certain factual errors to be corrected and has also led to some refinement of 
conclusions. However, none of the fundamental evidence presented in the evaluation has 
been challenged, which suggests to us that it is robust and can with confidence be presented 
at an international level. 

25.  The team have been asked whether the use of a predominantly qualitative methodology 
does not open up a possibility of bias in the final conclusions. Where many of the 
stakeholders in Tanzania seem for different reasons to be in favour of budget support, the 
possibility of bias might appear to be especially strong. We would make two comments on 
this. Firstly, our interviews actually uncovered a surprisingly wide range of views about GBS 
in Tanzania: there are many sceptics and no unquestioning enthusiasts. Secondly, and more 
importantly, we would contend that the discipline of using a pre-defined evaluation 
framework has served to protect objectivity. The evaluation has explicitly tested a set of 
hypotheses about the cause and effect links between GBS inputs and certain pre-defined 
outputs, outcomes and impacts. The conclusions have emerged logically from this process. In 
keeping with such a process, the conclusions are in fact quite nuanced and cannot be 
interpreted as a simple “thumbs up” or “thumbs down” for budget support. Indeed, the most 
valuable contribution of the evaluation probably lies in identifying the limitations of budget 
support, the conditions under which it is most likely to have an impact and the consequent 
implications for the Government of Tanzania and its Development Partners. 

                                                 
7  In addition, it should be noted that the Governance Working Group of the development partners to Tanzania 

has recently commissioned a futher study to investigate patterns of accountability in Tanzania. Its final 
report is due in June 2004. 
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1.5 Structure of the Final Report 

26. Following this initial introductory chapter, the report has been structured into four 
chapters which cover in detail the five levels of the evaluation framework and two chapters 
covering conclusions, wider lessons of the evaluation and recommendations: 

• Chapter Two considers the context for budget support, summarising some of the 
salient features of the institutional context and the political economy in Tanzania, 
which are likely to have influenced the nature and magnitude of the impact of GBS.  

• Chapter Three addresses levels 1 and 2 of the evaluation framework. Are the expected 
GBS inputs in place in Tanzania? And what have been the immediate effects of GBS 
on the relationship between external assistance and the national budgetary and policy 
process? 

• Chapter Four identifies what have been the outputs of the GBS process, as described 
in Level 3 of the framework. What have been the key changes in the financing and 
institutional framework for public spending and public policy? How far can these 
changes be attributed to GBS?   

• Chapter Five considers what have been the outcomes of the GBS process, in terms of 
the interaction of government with society and the wider economy. Specifically, it 
asks how far government’s capability to reduce poverty has been enhanced (level 4) 
and what has been the actual impact upon poverty and empowerment (level 5) ? It 
also includes an analysis of the Poverty Monitoring System.    

• Chapter Six  presents a synthesis of the conclusions emerging from the application of 
the framework. Taking the five levels together, what may we conclude about the 
efficiency and effectiveness of GBS as an aid modality in Tanzania and its impact 
upon growth and poverty reduction?  

• Chapter Seven draws out the wider lessons of the Tanzania evaluation as a potential 
input into the multi-country OECD-DAC evaluation and into international debates on 
the use of budget support. It also presents six recommendations on measures which 
the Government of Tanzania and its Development Partners might pursue in order to 
improve the management of GBS and increase its impact.      
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2 THE CONTEXT FOR BUDGET SUPPORT 
27. The impact which a shift towards GBS may have will depend crucially on the nature of 
the initial conditions. There is a multitude of factors at play. Some are almost too obvious to 
mention, such as the importance of peace and stability; others  are difficult to define or 
measure and yet likely to be important – such as the degree of social organisation and the 
development of social capital. A proper categorisation and analysis of these factors lies 
beyond the scope of this evaluation8. Nevertheless, some consideration is necessary in order 
to make a judgement on the wider applicability of the lessons emerging from GBS in 
Tanzania. The OECD-DAC Evaluation Framework refers to four factors by which the 
different country contexts for GBS might be characterised: 

 The level of per capita income; 

 The extent of aid dependence; 

 The degree of institutional development (in particular, of democratic institutions and 
the institutions of the state); and  

 The years of experience with GBS.  

28. As experience with GBS was accumulated during the ten-year period in question, we 
will consider this in Chapter 3 as part of our analysis of inputs. Here, we provide a brief 
overview of the other three factors, commenting in particular on those aspects which may  
differentiate Tanzania from other developing countries and especially from the seven 
countries to be included in the OECD-DAC evaluation of GBS. 

2.1 The economic context  

2.1.1 Income per capita 

29. Tanzania’s low income per capita is well documented and we will not dwell on it here. 
Suffice to say that in 1999 – half-way through the period of analysis – Tanzania was 
estimated to have a per capita income of US $ 265 per capita. (World Development Indicators 
Database.) Notwithstanding the caveats about such statistics – most notably, the difficulties 
of accurate estimation of the value of subsistence production, it is clear that Tanzania suffers 
from many of the typical structural impediments of a low income economy. In particular, it 
has a relatively small formal sector, inadequately developed and poorly integrated markets 
and limited levels of physical and human capital. Without doubt these are major constraints 
on growth and poverty reduction and place sharp limits on what can be achieved through any 
aid modality, whether it is GBS or not.  

                                                 
8  Such a task would be extremely complex. Recent cross-country research on economic growth has tended to 

emphasise the variety of country and policy contexts in which high and balanced growth has been achieved. 
See, for example, W. Easterley, (2002) The Elusive Quest for Growth. 
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30. On the other hand, there are at least two reasons why a simple use of per capita income 
as a proxy for the constraints to economic and social development may lead to an 
underestimation of the growth potential of the Tanzanian economy. Firstly, Tanzania has 
significant unexploited agricultural, forestry, mineral, marine and wildlife resources, as well 
as a tourism potential deriving largely from the presence of these resources. Secondly, many 
years of investment in social services mean that Tanzania’s social indicators, although still 
low, are higher than the average for its level of per capita income. Notwithstanding the major 
counter-balancing effects of the HIV-AIDS pandemic, this can still be seen by analysing its 
relative position within the UN Human Development Index. This position is bolstered in 
particular by the comparatively high levels of literacy Tanzania has achieved – an important 
positive influence not only on labour productivity but also on levels of social organisation.  

31. It should also be remembered that Tanzania, with a total population of 35.2 million in 
2002, is a relatively large country. This is to some extent a counter-balancing factor in 
considering the significance of low human capital development, because there are economies 
of scale in the institution building process9. Moreover, although overall population density is 
low, there are significant urban centres and pockets of high population density (such as the 
Kilimanjaro region) which have been the traditional drivers of innovation and market 
development and may be expected to continue to play this role.          

2.1.2 Aid Dependence  

32. In 1995, Tanzania had many of the features of a typical aid-dependent country and 
suffered all of the classic distortions and transactions costs commonly associated with aid 
dependency. As a low income country with sharp capacity and human resource constraints, 
these costs were especially hard to bear. By implication, the potential benefits of GBS 
through reduced transaction costs, increased ownership and greater coherence in planning and 
resource management were substantial. 

33. It is difficult to assess accurately the level of aid dependency. Data on external 
assistance flows are notoriously unreliable and this is no less true in Tanzania. However, the 
World Development Indicators Database estimated external assistance receipts at US $ 990 
million in 1999, 11.3 per cent of Gross National Income or US $30 per capita10. Broadly 
consistent with this is the IMF estimate of 10.1 per cent of GDP for FY2003 (IMF, Article 
IV, 2004.) These figures both include external assistance flows to the private sector and 
NGOs, as well as external assistance to Zanzibar.  

34. Looking only at external assistance flows recorded in the Tanzania mainland budget, 
these amounted in FY1994, the beginning of the period under analysis, to as much as 46 per 
cent of total expenditure. Even this high figure may in some ways understate the extent of 
institutional, not to say psychological, dependence on external assistance. In FY 1994, a large 
part of the recurrent budget was constitutionally pre-assigned to interest payments (11 per 

                                                 
9  This is less true of mass service delivery processes but certainly applies to the strategic institutions of the 

state – the Central Bank, the Ministry of Finance, etc as well as to technical institutions such as universities 
and teaching hospitals. Small countries have the same high human capital set-up costs for these institutions, 
without reaching the size necessary to benefit from economies of scale.  

10  See the Tanzania Assistance Strategy (URT, 2002.)  
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Chart 2.1: Tanzania - measures of Aid Dependence

0,0%

10,0%

20,0%

30,0%

40,0%

50,0%

60,0%

19
92

/3

19
93

/4

19
94

/5

19
95

/6

19
96

/7

19
97

/8

19
98

/9

19
99

/00

20
00

/01

20
01

/02

20
02

/3

Aid as %
Expenditure

Aid as % Non-
interest, non-
salary Exp.

cent) or dedicated to salaries (21 per cent) or to other items of spending, such as school 
examination expenses, over which the government had limited discretion. As a proportion of 
non-salary, non-interest expenditure, external assistance represented more than 50 per cent11. 
Thus, if a new initiative was to be started, aid would almost certainly be the first recourse for 
financing, even if it might involve accepting TA which was not truly considered to be 
needed, or project components which were not high on the government priority list. 

35. Chart 2.1 shows external assistance flows – both programme and non-programme aid – 
in relation to total expenditure and non-salary, non-interest expenditure. There was a sharp 
decline in programme aid in FY1995 and, although aid flows recovered sharply in the 
subsequent period, in relative terms they have not reached the importance they had in the late 
1980s and early 1990s. Over the period as a whole, data suggest a decline in levels of aid 
dependence – a decline which would be more noticeable if allowance could be made for the 
improved recording of aid project funding which appears to have been achieved since 
FY200012. The World Development Indicators database – referred to earlier, confirms this 
pattern: it shows total external flows declining as a proportion of URT Gross National 
Income from 28.8 % in 1990 to 17.1 % in 1995 to 11.3 per cent in 1999.  On the other hand, 
the same WDI data-base shows external flows rising to 13.2 % of GNI in 2002. Budgeted 
allocations for FY2004 also suggest a sharp increase in the ratios shown in Chart 2.1 and 
until final accounts for FY2004 and FY2005 are published, it would be unwise to express any 
firm judgement on trends in aid dependency. That it remains high is indisputable and is 
perhaps the key fact for the purposes of our analysis. 

                                                 
11  We should recall that the data on external assistance flows to government are almost certainly an under-

estimate,  given that donor project financing to the public sector was known to be significantly under-
recorded at this time. 

12  See Tanzania Assistance Strategy Annual Implementation Reports for FY2003 and FY2004. 
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2.1.3 Reducing the costs of aid dependence - The Helleiner Reports 

36. The costs of high levels of aid dependency are well known, particularly when provided 
through traditional donor managed projects. These have been documented in a number of 
places13 but perhaps most powerfully in The Report of the Group of Independent Advisers on 
Development Co-operation Issues between Tanzania and its Aid Donors of 1995, which came 
to be known as the “Helleiner Report”, after its lead author Professor Gerry Helleiner.  

37. The “Group of Independent Advisers” were invited by the Government and a number 
of its Development Partners to review the state of aid relations and make recommendations 
on improvements. The Government’s relations with its Development Partners had reached a 
low point by mid 1995, in large part as a result of serious slippages in macroeconomic 
management due to high levels of tax exemptions and poor expenditure controls but also due 
to a perceived increase in corruption levels. The Helleiner Report acknowledged these 
problems and was strongly critical of the Government on these issues. However, it broke new 
ground in considering the ways in which donor behaviour had also contributed to this 
situation, by undermining ownership, by lacking transparency and predictability and by 
pursuing aid modalities which burdened the limited administrative capacities of government.      

38.  The follow-up to this report was the preparation by the same team of a set of Agreed 
Notes, outlining steps to be undertaken by either side to improve the situation. These were 
formally adopted by Government and its Development Partners in January 1997 and set in 
train a process which has culminated in the preparation and implementation of the Tanzania 
Assistance Strategy.  This continues to be monitored by an Independent Monitoring Group 
(IMG), which advises on progress every two years, formulating recommendations to 
Government and Development Partners on further improvements. The whole approach is 
considered something of a model for how to achieve progressive improvements in 
government-donor relations14. Without doubt, it  has created a strong basis for open, honest 
dialogue and by implication a much more fertile environment for innovation in aid modalities 
and aid relationships. It is almost certainly the case that, in the absence of such a strong 
dialogue, the move towards budget support would have been slower and the discussions over 
monitoring and assessment arrangements considerably more complicated. 

2.2 The political and institutional context 

39. The causality chain underlying our evaluation framework includes both “flow of funds” 
effects and institutional effects. It postulates that the shift to GBS positively affects the 
institutional framework for public policy and public spending, by focusing attention on 
national budgetary processes and eliminating inefficiencies arising from transaction costs and 
aid-induced resource misallocations. Clearly, a ‘core’ level of institutional capability is 

                                                 
13  For example, over 1995 – 1997 Tanzania initiated moves towards the development of SWAps in Education, 

Health, Agriculture and Roads (through the Integrated Roads Programme). The diagnostic work in each of 
these areas documented the excessive number of projects, the complicated reporting requirements and the 
lack of coherence of external assistance with sector policies and plans.  

14  See for example, Helleiner (2000), ‘Towards Balance in Aid Relationships’ or Killick (2004), ‘Considering 
the potential for independent monitoring of development partnerships: Lessons from the Tanzania 
experience.’ 
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needed, if these relatively subtle effects are to have a significant impact. Exactly which 
capabilities are needed at the outset is a question which this evaluation can only begin  to 
answer. However,  the central nexus of relations between the Parliament and the Executive, 
between the Ministry of Finance (as the “internal voice” of the Executive) and the spending 
ministries and between spending ministries and service delivery units is certainly crucial. 
This nexus is in turn embedded within a wider structure of democratic accountability, whose 
vitality and strength will be a key determinant of how effectively the budget is managed and 
the Executive is called upon to account for its results. 

40. These are themes which we will return to repeatedly in the subsequent chapters. For the 
moment, we will highlight two particular characteristics which appear significant and would 
seem to mark out Tanzania as different from the seven countries which will be involved in 
the multi-country evaluation. These refer respectively to the presence of a stable, democratic 
leadership and to the relative strength and capability of the Ministry of Finance. 

2.2.1 A stable, democratic government with strong leadership  

41. President Benjamin Mkapa was elected in November 1995, in the first multi-party 
elections held in Tanzania, in which the CCM also won a majority of Parliamentary seats.  He 
was re-elected in 2000 with a larger majority, winning respectively 62 % and 71 % of the 
votes cast. He has thus presided over a stable government for a ten year period, while 
nevertheless subject to the scrutiny of Parliament and the electorate. 

42. It is often commented that with such a large majority in Parliament, it is difficult for the 
CCM Government to be properly challenged. No doubt there is truth in this and indeed senior 
CCM party members have themselves expressed concern over it. However, it is important to 
stress two points in this respect. Firstly, a vocal and effective opposition is only one aspect of 
democracy. There are other, complementary ways of ensuring a plurality of voices and an 
effective structure of accountability – notably, through the independence of the core 
institutions of justice and accountability, through local government assemblies, community 
organisations and civil society groups and through the media. Secondly, a divided Parliament 
does not make for a stable government and a consistent process of decision-making. The 
virtues of a majority government should not be forgotten.  

43. Moreover, it is worth recalling that President Mkapa would probably not have been 
selected as a candidate in the first place by the CCM National Executive, if there had not 
been real fears of losing the Presidential vote to Augustine Mrema, the main opposition 
candidate of 1995. Mrema had been a Minister in the Mwinyi Government and had 
established a strong national reputation, in particular as a campaigner against corruption and a 
supporter of the interests of the wananchi15. Mkapa was not a prominent party member at the 
time he was selected but most of the more obvious candidates had significant business 
interests or were in other ways seen as having become tainted by their years in Government. 
The CCM National Executive, strongly influenced by Nyerere, then party chairman, favoured 
Mkapa as the safer candidate most likely to win against Mrema.      

                                                 
15  In something of a landmark case, Mrema as Minister of the Interior had been called upon to resolve a dispute 

between the grain dealers of the Tandale wholesale market and the kulis who unloaded the grain. He ruled in 
favour of the kulis and later intervened again to enforce his decision. 
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44.  Without doubt, the quality of the leadership of President Mkapa has been one of the 
defining features of the last ten years. He has become widely respected both in Tanzania and 
internationally as a person of integrity and determination. His style is more “managerial” than 
charismatic but perhaps more effective as a result. Senior Tanzanian officials stress how good 
he has been at putting the right people into the right places16. They also stress his sense of 
focus, with five key themes having been persistently pursued over the ten year period: 

• The restoration of sound public finances and a growing economy; 

• The need for constructive management of  relations with Development Partners; 

• The improvement of service delivery – particularly in rural areas; 

• The fight against corruption; 

• The need to deepen regional ties, particularly through the East Africa Community 
and SADC. 

45. These themes reflect an obvious concern to address the problems which confronted the 
Mkapa government upon assuming power, when there were severe macro-economic 
problems, highly strained relations with Development Partners and widespread popular 
concern over corruption and poor service delivery. Without doubt, there have been some 
improvements across each of these five areas. The extent of the improvement and the 
possible contribution of GBS are core subjects of this evaluation. However, it is certain that 
having the right leadership in place has been a vital pre-condition for progress. 

2.2.2 A Ministry of Finance with influence and leadership capacity 

46. Much of the dialogue around GBS is inevitably concentrated on the Ministry of 
Finance, just as many of the improvements to which GBS should contribute need to be driven 
by the Ministry of Finance – stronger public finance management, more effective resource 
allocation and the promotion of an effective environment for investment and growth. By 
implication, the capability of the MoF at the outset of the process and the extent to which 
ongoing capacity building can be promoted are crucial to the success of  budget support. 
What can be said about Tanzania in these respects? 

47. Perhaps the most striking feature is the ongoing development of capabilities within 
MoF, which has been taking place right through the decade from 1995 to the present. At an 
ESRF seminar on capacity building held in late 1995, one of the conclusions reached by the 
panellists drawn upon to review the day’s proceedings was that, ‘in relation to the functions it 
needs to perform, the Ministry of Finance is possibly the agency most lacking capacity in the 
whole of government.’ It is inconceivable that such a conclusion would now be reached. A 

                                                 
16  There are few instances of the President having to change personnel prematurely in response to performance 

or adverse circumstances but there is one example which is a striking illustration of the President’s ability to 
take hard decisions. Professor Mblinyi was the first Finance Minister under the Mkapa Government and as a 
well respected academic economist was  initially seen as a good choice. However, his inability to bring the 
problem of tax exemptions under control led to his replacement in less than two years, despite the fact that 
he was known to be a close personal friend of the President. 
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dramatic capacity development process has taken place, which has permitted the MoF to 
oversee a major programme of improvements in public finance management and to develop a 
capability for policy analysis and implementation, which has been praised by the IMF. Two 
things are notable about this development: 

 Firstly, the fact that it was internally driven. 

 Secondly, the fact that the most significant changes took place over 1995 – 2000, 
leaving a strong MoF management team by the time the PRBS was negotiated. 

48. The turn-around within MoF was driven by an internal realisation, by the Permanent 
Secretary and his Deputies, of the need for change and by the fact that the incoming 
Government was receptive to these concerns. Over 1996 to 1998, a number of crucial 
appointments were made through secondments from the BoT and through transfers from the 
Planning Commission17. These were Presidential appointments but drew on the advice of the 
Permanent Secretary and others. Internal promotions were also made, whilst other staff were 
encouraged to take early retirement, leaving a sound technical and management team in place 
by 1999. Two further important appointments were made shortly after this, on secondment 
from the Tanzania Revenue Authority18 – that of the current Commissioner of the Policy 
Analysis Department and the current Accountant General. 

49. Apart from a deliberate strengthening of the senior management team, there was also a 
conscious effort to access Tanzanian skills from academia and the private sector on a more 
regular basis. A small group of prominent Tanzanian economists were brought together to 
advise the Ministry on its ongoing negotiations with the IMF in the context of the first PRGF. 
A similar group were brought in to play a lead role in the compilation and drafting of PRS1, 
and this tradition has been maintained up to the present. 

50. Alongside this, there was training and technical assistance. Swedish support to the 
Accountant General’s Department was especially important in getting the IFMS project 
initiated. The Budget Division also enjoyed short-term TA support from DFID and the World 
Bank  (through the Public Sector Reform loan) in the development of the MTEF. At a slightly 
later date, a Swiss-financed TA programme was initiated with the Policy Analysis 
Department (PAD). There was also support from UNDP and Japan to the External Finance 
Department, whilst DFID also started to provide more junior level technical support to PAD 
and the Budget Department through the ODI Fellowship scheme. All of these projects have 
contributed in positive ways and receive strong praise from the MoF senior management. 
However, it is clear that they have facilitated positive changes rather than driven them.      

51.    As we have noted, the significant improvements in management capacity had all 
taken place by 2000. Thus, when the PRBS was first negotiated, there was a strong leadership 
within the Ministry to steer this. Equally significantly, there was a management team which 

                                                 
17  The two current Permanent Secretaries, Mr. Mgonja and Mr. Lyimo were amongst those appointed at that 

time.   

18  The TRA provides another striking example of successful organisational development, which also took place 
mainly over 1995 – 2000. It was much more dependent on external technical assistance, however. 
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generated confidence on the part of Development Partners. Both of these factors were 
important in the smooth start-up of the PRBS arrangement.  

52. At the same time, there remained weaknesses in MoF capacity – particularly at the 
middle, technical levels, where there continued to be a serious lack of accountants and 
economists. To an extent, these problems have been addressed in the period up to 2004, 
through careful recruitment and through application of the SASE scheme to improve staff 
retention. Yet gaps remain and these certainly undermine the effectiveness of the MoF’s 
operations: a particular weakness is the limited capacity for scrutiny of the resource 
allocation choices of spending ministries – a weakness we refer to in subsequent chapters as 
the lack of an effective “budget challenge”. In addition, the Accountant General deeply 
laments the lack of accounting capacity at local government level and the limited Internal 
Audit capacity  throughout government. Greater capability in these areas would facilitate 
more effective spending and bring greater returns to the use of budget support.  

53. In summary, the experience of Tanzania suggests that a strong MoF leadership is 
probably a pre-requisite to initiate budget support successfully but not enough in itself to 
ensure it is efficient and effective. In this sort of  institutional environment, this must depend 
on a continuous deepening of capability. How to protect and enhance this process of 
continuous improvement then becomes a very important question.  
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3 ASSESSING GBS INPUTS AND IMMEDIATE 
EFFECTS 

54. The hypothesis we are evaluating is that the advent of budget support represents a 
fundamental change in the way Development Partners have been working in Tanzania, a 
change which has altered in important ways the relationship between external assistance and 
the national processes of budget and policy making. This should have created the opportunity 
for positive changes in the financing and institutional framework for public spending and 
public policy. In particular, it should have improved the financing framework for the budget, 
providing more flexible and predictable funding. By bringing more resources on-budget, it 
should also have strengthened the incentives surrounding the national budget process.   If 
simultaneously transaction costs have fallen, then human resources should have been freed to 
focus on the core policy-making processes of government. 

55. The first step in judging how far this hypothesis is reflected in  the experience of  
Tanzania is to ask whether the GBS ‘inputs’ can be said to be in place. We can then ask 
whether those inputs are having the immediate effects expected of them. These questions 
provide the focus of this chapter.  We first present a summary description of the current 
budget support arrangements and their evolution from earlier Programme Aid operations. 

3.1 Evolution of budget support arrangements in Tanzania 

3.1.1 Programme aid in the 1990s 

56. Non-project aid is not new in Tanzania.   In Fiscal Years 1992, 1993 and 1994, long 
before budget support in its current guise, discretionary foreign inflows appear to have 
outstripped project inflows. These discretionary inflows were in the form of Programme Aid, 
provided to support the Balance of Payments by financing imports, through General Import 
Programmes or Sectoral Import Programmes. Such programmes were financed by several of 
the bi-lateral agencies, as well as by the European Commission, the World Bank and the 
African Development Bank. Apart from specific requirements regarding the composition of 
imports (avoidance of a ‘negative list’) and the method of auctioning foreign exchange, the 
key condition was to remain on track with the IMF ESAF programme.   

57. In the case of the World Bank and ADB, disbursements from their programmes – 
generally referred to as Structural Adjustment Loans (SALs) or Structural Adjustment Credits 
(SACs) were subject to additional structural reform conditions, related to aspects of 
liberalisation. Some of the agencies providing Programme Aid – such as the EC through its 
Structural Adjustment Support Programmes (SASPs) – required the “counterpart” (local 
currency) funds generated through the import financing process to be channeled to the 
national budget. In the case of the EC, it was specified that these funds should be used to 
finance non-salary recurrent expenditures. In most cases, no such conditions were placed on 
the use of the funds. Fundamentally, these funds were not perceived either by Government or 
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by Development Partners as a way of funding the budget, but as a means of supporting 
macroeconomic stabilization through the  provision of foreign exchange19.    

3.1.2 The Multi-lateral Debt Fund (MDF) 

58. The first deliberate joint effort to provide external financing directly to the budget came 
in the form of the Multi-lateral Debt Fund (MDF). Over FY 1999, 2000 and 2001, five 
Development Partners provided support to the MDF trust fund account in order to help the 
Government to keep its external debt commitments fully serviced, without cutting financing 
for ongoing programmes and services. The MDF was explicitly set up to provide interim debt 
relief whilst Tanzania endeavoured to fulfil the necessary requirements to obtain  HIPC relief. 

59.  The MDF was not strictly speaking budget support, in that it was paid in foreign 
exchange to a trust fund account, was never converted into local currency and never passed 
through the Treasury account. (See Box 1.1 in Chapter 1 for a definition of GBS.) On the 
other hand, the external debt commitments which this trust fund serviced were commitments 
which would have had to be serviced by government in order to have access to HIPC. It thus 
freed up an equivalent volume of resources, which were utilised through the budget – partly 
to retire domestic debt and partly to finance ongoing programmes and projects. The fact that 
these resources were therefore ‘fungible’ became evident to the DPs providing them, who in 
turn came to question the utility of the additional controls (and transaction costs) involved in 
using a Trust Fund. The fact that DP officials themselves raised these questions is a powerful 
testament of the importance of the MDF as a confidence-building measure. The MDF also 
helped to develop the channels for dialogue on macroeconomic and public finance issues. 

3.1.3 Poverty Reduction Budget Support (PRBS) 

60. With the preparation of a PRSP and the fulfilment of the requirements to reach HIPC 
completion point, attention shifted during 2001 away from the financing of debt servicing 
through the MDF to the provision of budget support for implementation of the PRS. In 
October 2001, nine Development Partners20 signed the Memorandum of Understanding 
which established the PRBS monitoring framework. The initial intention was that the 
benchmarks for PRBS disbursements would be drawn directly from the PRS. However, the 
definitions of actions and targets presented in the PRS was considered too general and 
imprecise to provide a basis for monitoring progress. Accordingly, a Performance 
Assessment Framework (PAF) was developed and agreed, laying out a series of agreed 
“aims” and “actions” to be undertaken over 2001 – 2004. It covered four “key result areas” : 
i) Improved systems for monitoring the PRSP; ii) Macro-economic stability; iii) Improved 
effectiveness of delivery of public services and overall incentive environment; and iv) 
Minimisation of resource leakages and strengthening of accountability.   

                                                 
19  For example, the Ministry of Finance did not include counterpart funds as a financing source in its resource 

projections. These were only budgeted after their receipt by mean of a Supplementary Budget submission to 
Parliament. DPs made no analysis of the fiduciary risk of passing resources through the budget, nor did they 
seek dialogue with Government on the pattern of resource allocation approved in the National Budget. 

20  Denmark, the European Commission, Finland, Ireland, the Netherlands, Norway, Sweden, Switzerland and 
the UK. 
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61. The style of the matrix was similar to that used for the World Bank’s first PRSC (in 
Uganda) but it differed in several important respects: 

 Firstly, it had a narrower scope, being deliberately restricted to only four areas and to 
28 actions for the first year of implementation (2001/02). This was in part pragmatic 
– in that it was recognised that the framework needed to be manageable, but it also 
reflected the view that there were alternative fora for sectoral issues to be addressed, 
particularly the PER working groups and the SWAp structures that had been 
established for health, education and local government reform. 

 Secondly, it was clearly stated that the PAF was intended as a framework for an 
‘overall assessment of progress’  and that disbursements would not be tied to the 
implementation of individual measures in the PAF. 

 Thirdly, the PAF aimed explicitly to avoid identifying new targets and measures, 
basing itself instead on targets and measures derived from existing government 
mechanisms and reform processes. 

 Finally, the PAF placed strong emphasis on the requirement for the PRBS donors to 
co-ordinate their disbursements to the Government’s budgetary requirements and on 
the need to follow a harmonised schedule of decision-making, which would minimise 
transaction costs to government. 

3.1.4 The PRBS/ PRSC Performance Assessment Framework 

62. The Tanzania PAF of October 2001 was in many ways a first of its kind, providing a 
powerful example of how the concepts of harmonisation and alignment could be 
operationalised in the context of budget support. The government were anxious that the 
framework should be adapted in such a way as to permit the World Bank PRSC, then under 
design, to be monitored together with the PRBS using a unified framework. In November 
2002, this was duly achieved with the agreement of an enlarged PAF for PRBS/ PRSC and 
the signing of a formal Partnership Framework. This same framework has continued to be 
used, with annual modifications, until the present.  

63. In the meantime, a number of additional Development Partners have committed 
themselves to providing budget support through this arrangement: Canada in 2002/03, KfW 
in 2003/04 (in the form of a co-financing agreement for the PRSC), Japan in March 2004 and 
the African Development Bank in August 2004. Thus, for FY 2005, it is anticipated there will 
be 14 PRBS DPs, disbursing some $ 400 million through the unified monitoring framework 
of the PAF and on the basis of the rules specified in the Partnership Framework.  

64. The expansion of the number of PRBS partners has involved important changes to the 
PAF. In part these have also been driven by the experience with implementation of the PRS 
and the PRBS arrangement and by the improvement in poverty monitoring systems which has 
been achieved since 2001.  

 The matrix is bigger now, encompassing two wholly new areas – the reduction of 
income poverty and environmental sustainability, in addition to the four areas 
previously included. 
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 The addition of ‘reduction of income poverty’ as a key result area has brought a focus 
on policy questions, such as land policy and private sector development, which were 
largely absent in the earlier PAF which concentrated on issues of macroeconomic 
stability and fiduciary risk. 

 There is also an increased level of detail throughout the matrix, leading to a 
significant increase in the number of actions now being monitored. For example, the 
November 2002 PAF listed 38 actions to be implemented by March 2003 and 58 by 
March 2004.  

 The PAF now also includes a listing of quantitative indicators of social well being 
drawn from the PRS. 

 Undoubtedly, the most significant change has been the adoption of the concept of 
‘prior actions’ as trigger conditions for the disbursement of PRSC tranches. This has 
meant that, while most of the PRBS donors continue to disburse on the basis of an 
overall favourable assessment, PRSC disbursement also requires 10 – 12 prior 
actions per year to be completed.   

Table 3.1 Structure of Fixed and Variable Tranches for EC PRBS programme 

Fiscal 
Year 

Type of 
Tranche 

Value 
(Euro 
Millions) 

% of 
Annual 
Total 

Basis of Disbursement Decision 

2003/04 Fixed 31 100 % Use of PAF to judge overall 
satisfactory progress with PRS & 
economic reforms. 

Fixed 24 71 % Use of PAF to judge overall 
satisfactory progress with PRS & 
economic reforms. 

2004/05 

Variable 
(PFM) 

0 – 10 29 % Performance on PFM indicators for 
2003 in PAF 

Fixed 22 50 % Use of PAF to judge overall 
satisfactory progress with PRS & 
economic reforms. 

Variable 
(PFM) 

0 – 6 14 % Performance on PFM indicators for 
2004 in PAF 

2005/06 

Variable 
(Outcomes) 

0 – 16 36 % Progress towards PRS targets for 
education & health service delivery 
outcomes.  

65. The Financing Agreement for the EC PRBS programme for 2003 – 2006 introduced a 
further innovation in the PRBS arrangements in the form of a variable tranche. Disbursement 
under the programme is divided between a Fixed Tranche tied to the overall assessment of 
progress with the PAF and two Variable Tranches. The extent to which Variable Tranches are 
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disbursed is determined by the performance of agreed indicators in relation to pre-established 
targets for i) improvements in public finance management and ii) improvements in service 
delivery outcomes for health and education. The relative significance of the Fixed tranche 
declines from 100 per cent of disbursements in year 1 to  50 per cent in Year 3, as shown in 
table 3.1. The intention is to create explicit financial incentives for setting and achieving 
targets in relation to PFM reforms and delivery of priority services. We analyse below and in 
chapters 4 and 5 how effective have been these various methods of GBS disbursement, the 
related structure of policy dialogue and the associated technical assistance.   

3.2 Are the expected GBS inputs in place ? 

66. The evaluation framework identifies six inputs associated with GBS, namely: 

• GBS funds paid into the national budget 

• A process of policy dialogue linked to the GBS funds  

• A structure of conditionality linked to the GBS funds 

• Technical assistance/ capacity building linked to the GBS fund  

• Efforts to align external assistance with national goals and systems 

• Efforts to harmonise external assistance across Development Partners. 

67. As a first step, we can confirm that each of these six inputs is present. GBS, that is 
unearmarked direct budget support, has been provided to Tanzania since FY2001 in the form 
of the PRBS and has since FY2002 been channelled through the unified Performance 
Assessment Framework.   The volumes of financial resources thus provided have increased 
rapidly and are expected to exceed US $400 million in 2004/ 05, when together with HIPC 
they will represent over 20 per cent of total government expenditure. 

68. There is a structured process of dialogue linked to the provision of these funds which is 
described in the Partnership Framework for PRBS/ PRSC. It focuses on the implementation 
of the actions and measures agreed in the PAF. It involves an annual review in October/ 
November and a mid-year review in March/ April, as well as provision for ad hoc 
consultation. This process of dialogue sits in turn within a wider set of structures, established 
for the full set of Development Partners to deal with general questions of development co-
operation.   It is also complemented by sector-specific and reform-specific processes of 
dialogue, typically led by line ministries, as well as by the open dialogue afforded by the PER 
process, in which sector spending results and future plans are reviewed and discussed with 
the MoF, relevant NGOs and Development Partners. Overall, the degree of access to senior 
government officials and the range of established fora for dialogue are exceptional.  
However, three points of concern were raised by different interlocutors which have a bearing 
on the efficiency of the policy dialogue around budget support: 

• The PRBS dialogue, while in itself well organised and efficient, is essentially 
additional to the structures of government-donor dialogue which already existed. 
Thus, there remains some potential for streamlining the various fora and cutting 
down on the time of senior government and DP officials taken up by these processes. 
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• There are no formalised channels of dialogue between the PRBS Development 
Partners and the Minister of Finance or other Cabinet members.  Meetings with 
Ministers and even with the President can be sought and audiences  are often granted 
but this is managed on an ad hoc basis. A more regular political dialogue over policy 
and budget priorities is perhaps needed. 

• The design of the PAF explicitly excluded sector-specific measures and targets, on 
the understanding that there existed sectoral processes of policy-making, target 
setting and review and discussion of results where such concerns would be better 
addressed. In practice, the quality of sector dialogue is rather uneven and it is not 
clear that the most important sector level issues are being consistently addressed.  

69.   There is a structure of conditionality for the disbursement of GBS funds. As we have 
noted above, this works through the PAF and has three dimensions: i) the assessment of 
satisfactory overall progress in implementation of the PAF, on which all PRBS disbursements 
are conditioned; ii) the assessment of  the ‘prior actions’ which constitute trigger conditions 
for all or part of the PRSC disbursements; and iii) the assessment of performance against the 
PFM and service delivery indicators agreed for the EC ‘variable tranches’.  

70. The fact that there are three systems of conditionality introduces a level of complexity 
to the process, although each of these is reflected in the PAF and could be described as being 
complementary. None of the Tanzanian officials involved in the process expressed the view 
that conditionalities were excessively complex. A more consistent criticism, which appears 
irrefutable, is that the processes of dialogue and conditionality are completely interwoven. 
This has two effects: firstly, it crowds out the space for a dispassionate, objective and non-
committal sharing of views. Secondly, it undermines ownership because it creates the 
impression that conditionality has no boundaries, that any policy, institutional or 
administrative issue might be raised as a potential reason for not disbursing PRBS funds. We 
will examine below the implications of this inter-weaving of conditionality and dialogue. 

71. Externally-financed technical assistance and support to capacity building has been 
provided for many of the core administrative and policy processes on which the PRBS is 
focused. In particular, support has been provided to enhance PFM capability and to 
strengthen monitoring of the PRS. Only in the case of the EC is this provided through the 
same Financing Agreement as that governing the PRBS  operation itself.  In other cases, it 
has been provided through separate project arrangements. Some of these preceded PRBS but 
most interlocutors agree that the dialogue around the PRBS has influenced both the focus and 
volume of such support. Indeed, this is an explicit objective of the PAF: 

‘The PAF will also be used for setting priorities and guiding the focus of 
technical support from the donors, consistent with other processes such as the 
Poverty Monitoring System, MTEF, PRGF, PSAC, SAL, etc…’   (URT, October 
2001) 

72. The final two inputs specified in the evaluation framework relate to alignment and 
harmonisation. From the description of the PRBS arrangements above, it is clear that these 
two objectives strongly informed the design of monitoring and disbursement processes, 
which are harmonised across the 14 Development Partners providing budget support and 
aligned to the budget cycle and to the national priorities in the PRS. 
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Are the expected GBS inputs in place ? 

• GBS funding has been provided to Tanzania since 2000/ 01. The significance of such flows and 
the number of DPs involved has expanded consistently since the signing of the PRBS 
Memorandum of Understanding in October 2001.  In FY 2005, some US $ 400 million is 
expected to be disbursed by 14 Development Partners, over 20 % of total budgeted expenditure. 

• There is carefully structured process of dialogue around GBS, which is laid down in the 
Partnership Framework for PRBS/ PRSC of November 2002. This sits within other well-
established structures for GoT-Development partner dialogue. Overall, the degree of access to 
senior government officials and the range of established fora for dialogue are exceptional. 

• There is a structure of conditionality for the disbursement of GBS funds, which works through the 
PAF. It has three dimensions: i) the assessment of satisfactory overall progress in implementation, 
on which all PRBS disbursements are conditioned; ii) the assessment of  the ‘prior actions’ which 
constitute trigger conditions PRSC disbursements; and iii) the assessment of performance against 
the PFM and service delivery indicators agreed for the EC ‘variable tranches’. 

• TA and capacity building support has been provided for many of the core administrative and 
policy processes on which the PRBS is focused. In most cases, this has been through project 
arrangements but most interlocutors agree that GBS has influenced the focus and volume of such 
support. Indeed, this is an explicit objective of the PAF.  

• The  objectives of harmonisation & alignment strongly informed the design of PRBS monitoring 
and disbursement processes. These are harmonised across the 14 DPs providing budget support 
and aligned to the budget cycle and to the national priorities in the PRS. 

How efficiently have GBS inputs been provided? 

• PRBS dialogue, while in itself well organised and efficient, is essentially additional to the 
structures of government-donor dialogue which already existed. Thus, there remains potential for 
streamlining the various structures and processes. 

• There are no formalised channels of dialogue between the PRBS Development Partners and the 
Minister of Finance or other Cabinet members. A more regular political dialogue over policy and 
budget priorities is perhaps needed. 

• The design of the PAF explicitly excluded sector-specific measures and targets, on the 
understanding that there existed sectoral processes where such concerns would be better 
addressed. In practice, the quality of sector dialogue is uneven and it is not clear that the most 
important sector level issues are being consistently addressed. 

• The use of three systems of conditionality introduces a level of complexity to the process, 
although each of these is reflected in the PAF and could be described as being complementary. 
No Tanzanian official expressed the view that conditionalities were excessively complex.  

• A more consistent criticism is that the processes of dialogue and conditionality are completely 
interwoven. This has two negative effects: i) it crowds out the space for a dispassionate, objective 
and non-committal sharing of views and ii) it undermines ownership because it creates the 
impression that conditionality has no boundaries.  
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3.3 Have GBS inputs been provided in a manner consistent with the 
evaluation framework ? 

73. Having established the presence of the six inputs and briefly described them, we now 
examine the nature and significance of these inputs by reference to two questions: 

 How has the composition of external assistance changed over 1995 – 2004 ? Has there 
actually been a shift towards budget support as the predominant modality ? 

 What are the objectives of the various GBS programmes ? How far are they consistent 
with the Evaluation Framework ? 

3.3.1 The composition of external assistance 

74. One of the objectives of budget support is to increase the level of discretionary 
resources available to government. This enables the government to allocate resources to its 
own priorities and to re-allocate them freely to manage liquidity constraints. External project 
funding is a non-discretionary resource in the sense that such funds can only be spent on pre-
identified project activities and cannot be re-allocated in the same way as domestic revenues 
and budget support.  

75. Before examining the composition of aid, it is worth repeating our earlier caveats about 
data quality. Statistics on aid flows are notoriously unreliable and Tanzania is no exception in 
this respect. These inconsistencies arise due to  problems in defining what is a 
disbursement,21 problems in classifying different types of aid in a  standard way, and 
problems over the completeness of information – in particular in relation to off-budget 
projects. Unfortunately, as improvements are made in classification or in data capture – as 
has been the case in Tanzania, then the trend level of errors and inconsistencies changes, 
introducing additional difficulties in the interpretation of a historical series. 

76.  There is not yet a comprehensive data base of all external assistance flows to Tanzania. 
There exist three data series containing information on external assistance flows, namely the 
Balance of Payments data from the BoT, information on Central Government Operations 
from the Policy Analysis Department, MoF, and the more recent external assistance data-base 
maintained by the External Finance Department, MoF. Each of these in turn draw their 
information from different sources but are not fully consistent even when the source of 
information is apparently the same.  

77. The evaluation has focused on expenditure data rather than budget data and has relied 
primarily on the BoT series, where the capture of off-budget flows is more complete. 
Nevertheless, it is almost certainly the case that project disbursements are understated in 
earlier years and more fully captured in later years. This introduces a slight bias both in the 
overall series (understating disbursements in earlier years) and in the balance between 

                                                 
21  In other words, ‘disbursed’ from the DP HQ to a country-specific holding account, from the holding account 

to a project account or from the project account to suppliers? Government accounts would focus on the 
latter, whereas most aid statistics use one of the former two definitions. Thus, in comparison with 
government accounts,   the UNDP Development Cooperation Reports and the OECD DAC data base both 
overstate actual disbursements. 
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programme aid and non-programme aid (understating non-programme aid in the earlier 
years). However, there is sufficient consistency between the three series and with the separate 
information supplied directly by DPs to be confident about the orders of magnitude of overall 
flows, of programme aid and non-programme aid22 and of the division of programme aid 
between HIPC and PRBS flows.  

 
Chart 3.1 Tanzania : Programme Aid & Total Aid Inflows 
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22  Non-Programme Aid cannot however be accurately split between projects and Common Basket Funds, 

although the EFD does provide an estimation. 
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78. As can be seen from Charts 3.1 and 3.2, non-project foreign inflows have been growing 
since 1998/9 and their significance relative to projects has been increasing since 1999/00. By 
2002/03,  programme aid – now in the form of debt relief and budget support23,  had reached 
53 % of total aid flows, with GBS and HIPC representing 36 % and 17 % respectively.  

79. The overall ten-year pattern is in some ways surprising. It shows high levels of 
programme aid flows in the early 1990s, representing over 60 per cent of the total. They 
declined sharply in FY1995, primarily as a result of a failure to respect the performance 
benchmarks on tax administration established within the IMF ESAF programme and in the 
subsequent shadow programme.  Programme aid did not surpass 50 per cent of total aid 
inflows again until  2002/3, although preliminary expenditure data for 2003/04 suggest a 
strong continuation of this trend as do budget data for 2004/ 05. 

80. The current scale of external assistance is unprecedented in Tanzania. In real terms, this 
has increased by over 70 per cent24 from Tsh 373 billion in 1992/93 to Tsh 638 billion in 
2002/03 (1994 prices).   Even if programme aid is still some way short of the 60 per cent 
share of total aid inflows achieved in the early 1990s, its value in real terms is substantially 
greater. This is significant because it is the real value of budget support and debt relief and  
their significance as a proportion of total expenditure which will alter the financing 
framework of the budget. By contrast, the change in behavioural incentives which GBS might 
generate would appear to require a relative reduction in the number of donor projects. Has the 
value or the number of donor projects declined ? 

81. In value terms, the level of non-programme aid peaked in 1999/ 2000 at Tsh. 340 
billion (1994 prices) and has subsequently declined. However,  in 2002/03 non-programme 
aid at Tsh 269 billion was still double in real terms what it had been in 1992/93 (Tsh 128 
billion). It seems clear that even if project funding now represents a minority of total aid 
flows, projects remain very significant. We do not have reliable data on which to assess the 
changing numbers of projects because the EFD data-base which separates out common basket 
funding and project funding is still under development and contains inconsistencies with 
other data sources. We do know that in parallel with the expansion of budget support, there 
has also been an increased use of common basket funding – particularly in the health and 
education sectors. This is captured in the EFD data base which shows a significant growth in 
the use of basket funds in 2001/02 and 2002/03. This trend is confirmed by the information 
provided by Development Partners. 

82. On the other hand, analysis at the sector level indicates that it is only in the health and 
education sectors that there has been a clear and unequivocal shift away from project funding. 
This does not appear to be the case in any other sector. Our case study work in the agriculture 
sector suggests that the pursuit of large donor projects remains the dominant incentive for 

                                                 
23  The programme aid classification covers both “old style” General Import Programmes and SALs as well as 

“new style” budget support and debt relief but there are important differences which should not be forgotten. 
(See section 3.1.1) On the other hand, with the PRBS dialogue and other ‘inputs’ in place, the precise split of 
fund flows between GBS and HIPC debt relief is of less importance so long as debt relief can be defined as 
fungible. If the Tanzanian authorities would have paid from domestic revenue the debt obligations of which 
HIPC has relieved them, then this is the case. With multilateral debt obligations this seems very likely.  

24  Measuring from the low points of 1994/95 and 1995/96  – Tsh 148 billion and Tsh 93 billion respectively – 
the increase is even higher but these years are best considered as outlyers within the overall trend. 
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ministry staff and we would suggest that this remains true of many other ministries. Where 
the incentives to win new projects are greater than the incentives to provide good services, 
then the fragmentation, duplication and poor circulation of information typical of project 
‘fiefdoms’ will persist and will undermine the efficiency of resource allocation. 

3.3.2 Programme intent: the objectives of GBS in Tanzania  

83. The Evaluation Framework presents a hypothetical model for the use of GBS, in which 
there is an explicit objective to change the relationship between external assistance and the 
national budget and national policy process. By changing this relationship, the shift to GBS 
generates a more favourable budget financing framework (more predictable, discretionary 
resources) and changes the incentives around the budgetary and policy-making process. This 
in turn strengthens Government capacity to promote and facilitate poverty reduction. How far 
do the stated objectives of GBS in Tanzania correspond to this model? We examine this first 
from the perspective of Government, then from the perspective of the Development Partners. 

Government Policy on GBS: the TAS and the Partnership Framework for PRBS 

84. The Tanzania Assistance Strategy, published in 2002, lays out a set of principles and 
best practices for the management of external assistance. It builds on the principles initially 
agreed between GoT and its Development Partners and then refined through the ‘Helleiner 
reports’ of 1997 and 1999.  Together with the Partnership Framework Memorandum 
governing Budget Support for Poverty Reduction (November 2002)25, it may be said to 
constitute GoT policy on the use of budget support. Together these documents emphasise six 
objectives for budget support26: 

o To enhance government leadership over policy-making, strategy and resource 
allocation. 

o To increase the proportion of aid flows captured in the government budget. 

o To harmonise performance benchmarks and dialogue.  

o To link donor funding commitments to the achievement of agreed targets. 

o To minimise transaction costs 

o To increase the predictability of donor flows.  

85. These objectives are strongly consistent with the framework.  In particular, they 
emphasise the desire for government leadership and ownership and they prescribe ways of 
bringing external assistance under the control of government. However, nowhere in the TAS 
is there any statement regarding the relative role of budget support in relation to projects. 
MoF officials stated that preference is now given to budget support and to common basket 

                                                 
25  This updated the earlier Memorandum of Understanding for PRBS, signed on 27th, November 2001. 

26  The first two of these objectives are derived from the TAS; the subsequent four are taken from paragraphs 4 
& 5 of the Partnership Framework.  
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funds, as an interim step to GBS, but there do not appear to be any examples of Government 
refusal of proposed project funding by donors.  An explicit shift away from external project 
funding for the public sector is not yet GoT policy.  

Development Partners’ Policy on GBS 

86. As part of the evaluation, a questionnaire was distributed to Development Partners 
requesting information on policies for development cooperation and the favoured modalities 
of disbursement of external assistance.  Only two Development Partners (DFID and the EC) 
have had an explicit policy to shift from projects towards GBS. Most favour “programmatic 
approaches”, in which no strong distinctions are drawn between the relative merits of GBS 
and common basket funding.  The three largest project funders (WB, AfDB and Japan) have 
no explicit policy to reduce project funding to the public sector. In short, there is a clear 
difference between Development Partners’ policy on GBS and the strategy implicit in the 
evaluation framework. The latter suggests that the positive institutional effects deriving from 
the increased use of GBS are likely to require a corresponding shift away from projects and 
common basket funds. 

87. How closely do other elements of policy on GBS/ PRBS mirror the underlying 
objectives of the evaluation framework ? As we noted above, the Partnership Framework – 
signed by all 14 of the PRBS Development Partners, aims to promote harmonisation of 
performance benchmarks, the linking of disbursements to pre-agreed targets, the reduction of 
transaction costs and the increased predictability of donor flows. All of these objectives are 
closely consistent with the framework.  

88. An additional objective of GBS/ PRBS stated by several DPs is to increase the 
opportunity for influence over Government through participation in policy dialogue. The 
evaluation framework also envisages a ‘policy dialogue focused on key public policy and 
expenditure issues’. However, this is presented as a system for monitoring government 
commitment to its stated policy, as a ‘due diligence’ process for verifying commitments, not 
as a system for additional “policy leverage” over government. The evaluation framework 
envisages stronger domestic accountability as being the primary driver of improved results 
within a GBS framework.  

89. Our interviews made it clear to the evaluation team that most Development Partners do 
not yet believe that the forces of democratic accountability are sufficiently strong to hold  
government to account for its performance. They also have concerns over government’s 
capability to implement a poverty reduction strategy effectively. Neither of these 
observations is controversial and, indeed the Tanzania Government for the most part seems to 
accept these views and is actively addressing both internal capacity problems and wider 
concerns over the effectiveness of agencies of democratic accountability.  

90. What sets apart the policy of most PRBS DPs from the thinking in the evaluation 
framework is the assumption that external accountability (or “policy leverage”) can 
effectively compensate for weaknesses in domestic accountability structures and in 
government capacity. Whether this assumption is realistic or not is a key question for the 
evaluation to which we will return. The inter-weaving of structures of dialogue and structures 
of policy conditionality, to which we referred in 3.2, is almost certainly a product of this 
belief in the efficacy of “policy leverage”. As we have noted, the undermining of ownership 
and of the openness of dialogue are likely to be two indirect, but important, costs of this.      
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Has the composition of external assistance changed ? Is the “programme intent” of the 
PRBS partners and Government consistent with the evaluation framework ? 

• Programme aid was the dominant form of aid financing in the early 1990s. Following a sharp 
decline in the mid 1990s, it did not again account for more than 50 % of external flows until 
2002/03 with PRBS and HIPC. 

• The scale of  external assistance in recent years is unprecedented – comprising more than double 
its real value in the early 1990s. As 50 % or more of this flow, the financial value of budget 
support is substantially greater than it has ever been in the past. 

• Nevertheless, the significance in real terms of non-programme aid remains very high. Data 
constraints prevent us making a reliable split of these flows between projects and common basket 
funding but it is clear that project flows remain high. 

• The education and health sectors provide the only clear-cut examples of a decisive shift away 
from project funding.  The agriculture sector is still characterised by the perverse incentives 
typically associated with high levels of external project funding.  Without a decisive shift in aid 
modalities, these perverse incentives are likely to persist in most sectors receiving high levels of 
external assistance.  

Why ? Why not ? 

• The success of the Multi-lateral debt fund of the late 1990s paved the way for budget support. The 
Government and its Development Partners were quick to establish the Partnership Framework for 
PRBS, which has provided a robust framework for increased budget support provision. 

• The favourable macroeconomic performance and good track record with the IMF since 1996, the 
early development of a PRS and the significant investments in improved financial management 
have been the decisive factors in creating the confidence for increased budget support provision.  

• The Tanzania Assistance Strategy favours the use of GBS but, crucially, does not place 
corresponding limits on the use of project funding. 

• Only two DPs (DFID & EC) have had an explicit policy to shift from projects towards GBS, most 
favour “programmatic approaches” – including basket funding, and the 3 largest project funders 
(WB, AfDB and Japan) have no explicit policy to reduce project funding to the public sector. 

• The PRBS DPs see increased ‘leverage’ as an important part of the deal underlying the provision 
of GBS. Yet, there are doubts over whether external ‘leverage’ can be effectively exercised and 
whether it risks undermining ownership and accountability to domestic stakeholders.   

3.4 What have been the immediate effects of GBS? 

91. How has the relationship between external assistance and the national budgetary and 
policy process changed ?  Are GBS inputs having the immediate effects expected of them ? 
We address this issue by reference to four questions:  

 Are more external funds subject to the budget process? 

 Has policy dialogue focused increasingly on strategic issues? 
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 Has technical assistance and capacity building been re-oriented towards key policy 
and public expenditure issues?  

 Have Development Partners aligned  to Government processes and become more 
harmonised? 

3.4.1 Are more external funds subject to the budget process? 

92. Increasing the proportion of external funds subject to the budget process implies two 
distinct steps: 1) capturing information on aid commitments and disbursements within the 
budget estimates and the government accounting system; and 2) making the allocation of 
those external resources subject to decisions by Cabinet and Parliament. By definition, GBS 
is disbursed through the Exchequer account, allocated through the budget decision-making 
process and accounted for within government accounts. It is therefore directly subject to the 
budget process.  We noted above that by 2002/ 03, GBS and HIPC flows comprised over 50 
% of external assistance flows and constituted in real terms substantially more than 
programme aid had constituted in the 1990s. Ipso facto this has meant that a greater 
proportion of external funds is subject to the budget process. 

Table 3.1    Comparison of  project aid flows (including Common Basket funds) reflected in 
National Budget estimates & in Aid flows data-base. (Tsh millions; current prices) 

Fiscal Year Budget estimates Total project 
commitments (Aid flows 

Data-base) 

Percentage captured 
in budget estimates 

1999/ 2000 214,943 353,940 61 % 

2000/ 01 275,476 541,127 51 % 

2001/ 02 302,272 660,410 46 % 

2002/ 03 624,465 817,184 76 % 

 Table 3.2    Comparison of  aid project expenditures (inc. Common Basket funds) reflected in 
Budget Appropriation Accounts & in Aid flows data-base. (Tsh millions; current prices) 

Fiscal Year Appropriation 
Accounts 

Total project 
disbursements (Aid flows 

Data-base) 

Percentage captured 
in App. Accounts 

1999/ 2000 67,606 317,231 21 % 

2000/ 01 137,559 457,611 30 % 

2001/ 02 125,010 424,198 29 % 

2002/ 03 328,321 504,054 65 % 

Source: URT, Tanzania Assistance Strategy Annual Implementation Report FY 2002/03   
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93. In addition to GBS flows, the TAS Annual Implementation Report FY 2002/03 reports a 
significant improvement both in the proportion of aid project commitments recorded in the 
budget estimates and in the proportion of aid project disbursements (expenditures) recorded 
in government accounts. (See tables 3.1 and 3.2.) Clearly, these sorts of comparisons will be 
subject to definitional problems over what precisely constitutes an aid ‘commitment’ or 
‘disbursement’. Nevertheless, there do appear to have been significant improvements in the 
capture of information on projects and common basket funds.  

94. How far has capturing information on external project commitments and disbursements 
made them subject to budgetary decisions by Cabinet and Parliament? Recording information 
in the budget estimates and appropriation accounts is of course a first step but, in practice, by 
the time such information is made available, decisions have already been taken on what will 
be funded. In principle, it might be possible for Cabinet or Parliament to demand the closure 
or restructuring of a donor project but there are no examples of this. It would seem more 
important to make initial decisions on project selection subject to political approval, which is 
one of the aspirations of the MTEF development process. This will in turn depend on the 
strengthening of sector strategy processes and the involvement of political decision-makers in 
their approval. For the moment, it would appear difficult to argue that any external resources 
other then GBS are properly subject to national decision-making processes.   

Has the proportion of external funds subject to the budget process increased ?  

• Clearly, with the increased significance of GBS in terms of its real value, a greater proportion of 
external funds is now subject to the budget process. 

• There have also been improvements in the extent to which information on aid projects and 
common basket funds has been captured in the budget. This is true both in respect of  
commitments and actual disbursements. 

• In the absence of sector strategy and MTEF processes which could facilitate Cabinet and 
Parliamentary input prior to decisions by Development Partners, the process of bringing aid 
projects and common basket funds on budget cannot go beyond recording of information.   

How far is this due to GBS? What other factors are at play? 

• These developments were clearly influenced by the reform of approaches to external assistance 
initiated by the Helleiner reports and later culminating in the Tanzania Assistance Strategy. 

• The development of the Poverty Reduction Strategy and the development of the PER as a 
Tanzanian-led process were also influential. 

• Nevertheless, it is the advent of the PRBS arrangement that has made large volumes of external 
assistance subject to the budget process.    

3.4.2 Has policy dialogue focused increasingly on strategic issues? 

95. Over the ten year period from 1994/ 95, one can see a progressive expansion both of 
the scope of policy dialogue between government and its development partners and of the 
number of stakeholders involved. In 1994/ 95, dialogue focused essentially on the 
macroeconomic and structural issues included within the ambit of the IMF ESAF 
programme. In terms of stakeholders, it was limited to the BoT, MoF and Planning 
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Commission on the government side and predominantly to the IMF and World Bank on 
behalf of the Development Partners. There were no civil society or Parliamentary 
stakeholders involved. 

96. The PRBS Performance Assessment Framework (PAF) agreed in October 2001 
retained a concern for macroeconomic and structural issues but shifted the overall focus to 
the implementation of the PRS and to the delivery of services. It also brought increased 
attention to issues of public finance management, accountability and corruption.  

97. The set of stakeholders involved in policy dialogue also broadened – especially through 
the opening up of the PER process and its use to monitor commitments to the PRS and to 
ongoing PFM improvements. In particular, this brought sector ministries into the policy 
dialogue as well as Tanzanian civil society and individual Parliamentarians. The development 
of the PER as a Tanzanian-led process, linked to the national budget cycle was an initiative 
begun in 1997 which thus preceded GBS. However, there is no doubt that its link to the PAF 
has served to cement its importance. The expansion of the number of Development Partners 
providing PRBS also brought more external stakeholders into the dialogue. 

98. In November 2002, the PRBS arrangement was expanded to include the PRSC. This 
resulted in the enlargement of the PAF to include two further component areas – Reduction 
of Income Poverty (private sector development and rural development) and Environmental 
Sustainability. It also involved an increase in the level of detail throughout the matrix. 
Without doubt, this brought a greater policy content and a higher level of rigour into the PAF. 
This change to the structure of Government-Development Partner policy dialogue would not 
have occurred in the absence of GBS. How far has this been of benefit to Government? 

99. There are mixed views on this question. On the one hand, there are several GoT 
commentators who value the PAF and see it as a useful way of tracking the implementation 
of reforms. They see it as plugging two important weaknesses – in sector planning and 
monitoring processes, and in the PRS which is seen as too imprecise to provide the basis for 
guiding reform actions.  On the other hand, there are others who believe that the increased 
level of detail, combined with the introduction of disbursement conditions linked to ‘prior 
actions’ has weakened the quality of dialogue and may be undermining the implementation of 
the most important reforms. They point to three key problems which it generates: 

• The high level of detail, combined with the use of conditionality based on ‘prior 
actions’, makes the PAF unnecessarily intrusive and prescriptive, in the process 
undermining ownership and restricting the openness of dialogue.  

• It moves attention from strategic objectives and outcome goals to detailed 
questions of implementation. Not only does this create a potential problem of “not 
seeing the wood for the trees”, it may also draw attention away from important 
details lying  outside of the PAF.  

• It makes the process excessively technocratic, making the involvement of Cabinet 
and Parliament problematic. A more strategic focus would lend itself more 
naturally to political input and would help focus attention on final outcomes.  

100. Our judgement is that both these sets of views are quite legitimate. What they point to, 
however, is the  failure to use the dialogue around the PRBS as a way of re-inforcing 
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sustainable Government processes of designing and managing reform. The PAF may be an 
expedient method of monitoring the strategic reforms of most concern to Development 
Partners but it does not constitute a sustainable, nationally-led management structure for 
policy and institutional reform processes. 

101. To conclude, it is clear that the policy dialogue which has accompanied GBS (through 
the medium of the PAF) has focused Government-Development partner dialogue more 
closely on the issues of strategic importance to the development of Tanzania. It has allowed a 
wider range of domestic and external stakeholders to be involved in such dialogue. It has also 
provided an expedient reform management framework for government, compensating in part 
for weaknesses in the PRS and in sector policy structures. Yet, the PAF has not yet 
engendered a sustainable, national structure for managing policy and institutional reform. In 
order to generate such a national structure, the PAF together with sectoral processes of 
dialogue would need to embody characteristics which currently are only partially present: 

• It would need to focus on the right details, neither pushing out strategic thinking 
through excessive focus on minutiae nor leaving important reform actions outside 
of the scope of national or sectoral dialogue.  

• It would need to encourage open dialogue with Development Partners and other 
stakeholders, unencumbered by links to conditionality. 

• It would need to encourage better internal dialogue: between civil servants and 
political leaders, between central and implementing agencies and between 
government and civil society.      

Has policy dialogue become more focused on key strategic  issues ? 

• The scope of policy dialogue has broadened from 1994/95 to the present, to cover not just 
macroeconomic and structural issues but also the link of allocations to the PRS and questions 
regarding public finance management, accountability and corruption.  

• The number of stakeholders involved has also broadened to include a wider range of 
Development Partners, as well as members of Tanzanian civil society.    

• The  PRBS/ PRSC PAF has also provided an expedient reform management framework for 
government, compensating in part for weaknesses in the PRS and in sector policy structures. 

How far is this due to GBS? What other factors are at play? 

• The basic structures for dialogue had already been established for the MDF. 

• The development of the PRS and the conversion of the PER into a multi-stakeholder,  Tanzanian-
led process have been influential in changing the scope of dialogue. 

• Nevertheless, it is the advent of the PRBS arrangement that has transformed the scope of policy 
dialogue with Development Partners and brought positive knock-on effects to internal processes 
of dialogue & reform management. 

• This may have brought costs as well as benefits.  By seeking to compensate for weaknesses in the 
PRS and in the government processes of reform management, the dialogue around the PAF may 
undermine internal management processes which will be necessary in the medium to long term.     
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3.4.3 Has technical assistance been re-oriented towards key policy and public 
expenditure issues? 

102. There is limited information on the volume and scope of technical assistance. The 
Tanzania Assistance Strategy does not explicitly try to monitor levels of TA. Nor do the 
expenditure classification systems used by Development Partners tend to facilitate this. In 
particular, “Technical Cooperation” projects may frequently include significant items of 
equipment and other components in addition to pure TA. On the other hand, TA provisions 
are also included in other programmes or projects, without being separately classified. 
Nevertheless, the data provided in the DP’s questionnaires provides a reasonable picture of 
how TA provision has evolved. This picture seems consistent with the opinions expressed by 
the External Finance Department of MoF and other relevant parts of government. 

103.  Over the ten year period under study, the overall level of TA provided to Tanzania has 
probably fallen slightly in absolute terms. As a relative proportion of total aid, it would have 
dropped considerably, given the real increase in aid flows. The key area where reductions 
have been seen is in TA provided for project management purposes. This is both because of 
the reduced use of dedicated ‘project implementation units’ and because of a re-orientation of 
TA staff within project implementation units, towards the provision of advice to government. 

104. The level of TA to PFM reforms, to civil service reforms and to strategic policy issues 
was already high in the mid and late 1990s and has probably remained broadly constant. On 
the other hand, there has been a re-orientation away from the use of international short and 
long-term TA and increasing use of local experts. The composition of TA in these ‘strategic 
areas’ has also changed. Thus, support to the PRS and, in particular to the design of 
monitoring systems for the PRS, has become a new area of attention but, on the other hand, 
there has been a fall in the level of TA support to PFM and civil service reforms.   

105. The evolution of support to PFM reform issues presents an interesting pattern. Over 
1994 – 1996, there were individual technical assistance projects within the Accountant 
General’s Department, the Budget Department, the External Finance Department and the 
Revenue Department of MoF as well as in the CAG’s office. Each of these involved long-
term resident international TA, as well as short-term international TA and equipment support. 
Whilst many of the ideas generated by these TA projects were taken up in the subsequent 
design of reforms, it is only in the Accountant General’s Department that one could clearly 
point to the creation of a lasting internal capacity.   

106. The capacity to use TA effectively itself required a prior strengthening of internal 
management and organisational capabilities within the Ministry of Finance. Over the period 
1996 – 2000, the Ministry of Finance underwent a major process of internal renewal, driven 
in large part by changes introduced by the incoming Mkapa government and by a number of 
strategic appointments at the middle and senior management levels. (See 2.2.2.)  The 
management of TA was enormously strengthened as a result and became more responsive to 
internal concerns. There was a substantial increase in support to the Accountant General’s 
Department to assist the design and implementation of IFMS, which was a major priority of 
the new government. A large part of this was directed to equipment provision, and in so far as 
international TA were used, the accent was very firmly on systems development. The 
Tanzania Revenue Authority was another high priority area which enjoyed a high level of TA 
support.  In other areas, there was less TA and where it was used, it was predominantly short-
term rather than long term TA and with an increasing emphasis on the use of local expertise.  
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107. To a large extent, this pattern has continued up to the present, although the level of TA 
support to the AGD has fallen as IFMS has moved into implementation. All of these different 
TA projects have contributed in positive ways and receive strong praise from the MoF senior 
management. However, it is clear that they have facilitated positive changes rather than 
driven them; and in the overall process of organisational renewal which the MoF experienced 
over 1996 - 2004, they would have to be considered secondary factors.     

108. The development of an integrated Public Finance Management Reform Programme 
(PFMRP) represents something of a departure from the earlier pattern of TA use. It involves 
an integrated structure to cover the capacity building needs of all the departments of MoF as 
well as the CAG’s office; it has its own dedicated management structure, a multi-donor 
common basket funding mechanism and a long term resident co-ordinator, who is a 
Tanzanian public finance specialist. The finalisation of the PFMRP action plan and 
management structure was a prior action within the PAF and the failure to complete this 
action by the due date of March 2004 led to a delay in the disbursement of the PRSC.  

109. It seems clear then that the Tanzanian Government did not see the PFMRP as such an 
important priority as the PRBS Development Partners did, and arguably such a programme 
would not have been put in place in the absence of GBS. Whether it will speed up the process 
of PFM improvements, only time will tell. Clearly, it responds to a belief by the PRBS DPs 
that an accelerated rate of improvement in PFM can be achieved through a more substantial 
level of TA and a more formalised process of coordination. This may be true and the 
Tanzania Revenue Authority could be quoted as an example of the potential of such a 
strategy. On the other hand, it is not entirely consistent with the pattern of organisational 
strengthening  successfully pursued in the Ministry of Finance over the past decade.  

Has technical assistance and capacity building been re-oriented towards key policy and 
public expenditure issues?  

• As a relative proportion of  total aid flows, the overall level of TA has declined over the past 
decade, although in absolute terms it has probably remained constant.   

• There would appear to have been a re-orientation away from project management functions and 
towards more strategic policy and institutional questions.   

• A substantial level of TA support has been provided to PFM reforms - initially through discrete 
projects and since 2004 through the integrated PFMRP structure.  

• In parallel, with this there has been a significant strengthening of the agencies most involved with 
PFM, including in particular the MoF, the Accountant General’s Department and the TRA. 

How far is this due to GBS? What other factors are at play? 

• The re-orientation of TA by Development Partners has been prompted by a generalised move 
away from project management functions due to changing aid policies. The shift to PRBS has 
been one aspect of this but not a causal factor.  

• TA support to PFM reforms and to civil service and local government reforms preceded the 
advent of budget support, although their impact has come under greater scrutiny with the adoption 
of the PAF monitoring framework. 
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• In terms of the organisational strengthening of MoF, AGD and, to a lesser extent, TRA, the role 
of TA has been important but secondary to an internally driven process of organisational renewal, 
linked very directly to a number of strategic personnel appointments made by the President. 

• By contrast, the adoption of the integrated PFMRP has been more obviously driven by the PRBS 
process. Its impact remains to be seen.   

3.4.4 Have Development Partners aligned and harmonised? 

110. The PRBS and HIPC together now represent more than 50 per cent of total aid flows, 
permitting some $400 million to be disbursed through one unified arrangement, involving 
two reviews per year and a reporting structure based predominantly on government systems. 
One only has to imagine how complicated it would be to disburse the equivalent level of 
resources through projects or common basket funds to understand the major contribution to 
alignment and harmonization which GBS has made in Tanzania.   

111. The objectives of alignment and harmonisation strongly influenced the design of the 
PRBS monitoring and disbursement arrangements. This can be seen in the overall focus on 
the PRS and on the policy targets of Government, in the timing of disbursement decisions so 
as to fit into the budget cycle and in the insistence that there should be one unified PAF, with 
a single reporting structure and timetable for all the PRBS Development Partners.   

112. Even where some departure from the ideals of alignment and harmonisation appeared 
necessary, much care went into minimising the potential distortions and transactions costs 
this might cause. So for example, while it was recognized that the PRS did not provide a 
sufficiently detailed monitoring framework, the ‘key results areas’ in the PAF were chosen as 
a sub-set of those in the PRS and wherever possible quantitative indicators and targets were 
drawn from the PRS. Similarly, it was recognized that the institutional mandate and operating 
procedures of the IMF would make harmonization of the PRGF and the PRBS impossible, at 
least in the short term. Therefore, efforts were made to ensure full consistency between the 
PAF targets and actions on ‘macroeconomic stability’ and the commitments in the PRGF. 

113. There remain a number of challenges for further harmonization and alignment within 
the PRBS arrangements themselves. We have pointed already to the “interweaving” of policy 
dialogue with disbursement conditionalities through the PAF. This is at best messy but at 
worst a significant threat to government ownership of the reform process and will need to be 
addressed. The problems of harmonizing arrangements across 14 partners are also becoming 
increasingly evident. In this respect, a sensible set of proposals was prepared in August 2004 
(by the outgoing coordinator of the group) for streamlining the management structure of the 
PRBS group and for improving the interaction between the technical and political (Heads of 
Cooperation) levels within the PRBS agencies. We understand that these have been taken 
forward and are likely to be implemented from FY2005 onwards.  

114. How far has GBS had positive knock-on effects on harmonization and alignment in 
other areas? Efforts in this direction are driven by the TAS and have focused most recently on 
three initiatives27: 

                                                 
27  URT, Action Plan for the Implementation of the Tanzania Assistance Strategy, June 2003. 
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• Improving the forecasting of project disbursements for inclusion in the budget and  
promoting increased use of the IFMS system to capture project expenditures. 

• Developing a new streamlined annual calendar to link the annual PRS review process 
with the MTEF/ budget cycle and integrate the various aid consultation processes, 
such as the Consultative Group (CG) meeting.  

• Developing a Joint Assistance Strategy (JAS) which would replace the individual 
Country Assistance Strategies currently produced by each DP and delineate specific 
agencies as “lead agencies” for particular sectors, whilst encouraging others to adopt 
“silent partner” roles in these sectors.  

115. While each of these initiatives can in some sense be said to have its genesis in the 
debate which surrounded the Helleiner reports of 1995, 1997 and 1999 and in the subsequent 
formulation of TAS, it is clear that the advent of budget support has brought an additional 
impetus for implementation. From the very first draft of the PAF of October 2001, 
‘improvement in external resource management’ has been included as a key result area, 
comprising monitorable actions by Government and by Development Partners on the capture 
of aid projections and disbursements within the budget and account system. There has been 
significant progress in this area, as shown in Tables 3.1 and 3.2 above. 

116. Similarly, the issue of an integrated calendar for the PRS, Budget and aid processes 
only started to be discussed in detail once the PRBS annual and mid-year reviews had been 
calendarised to fit with the budget cycle. Since then, successive improvements have been to 
the calendar: linking the preparation of project disbursement forecasts to the PER process and 
through that to the budget preparation process, aligning the timing (and location) of the 
Consultative Group meeting to the budget cycle, introducing the notion of a ‘quiet time’ 
when aid missions and studies should be avoided so as not to create extra pressures at the 
peak periods within the budgetary preparation cycle.  

117. The development of a Joint Assistance Strategy is intended to address directly the 
transactions costs generated by having individual Country Assistance Strategies for each 
Development Partner. As an initiative, it is not as closely linked to the PRBS process as the 
two others but it is notable that it is the PRBS DPs and UNDP who are collaborating most 
closely with Government on this initiative.  

118. To conclude, it is clear that Development Partners in Tanzania have aligned their 
processes more closely to Government policies and systems, and harmonized increasingly 
with each other. This has been stimulated by the wider debate on aid modalities -  a debate 
which in Tanzania was crystallised in the Helleiner reports and the TAS, but there is no doubt 
that the pace of this process accelerated with the advent of budget in support. Apart from the 
direct contribution to alignment and harmonization made by the increasing use of GBS and 
by the specific design features of the PRBS management arrangements, the PRBS process 
also stimulated alignment and harmonization initiatives in other areas of development 
cooperation. In the absence of GBS, progress in harmonisation and alignment would have 
been considerably slower and might well have stalled. 
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Have Development Partners aligned  to Government processes and become more 
harmonised?  

• Budget support is the aid modality which promotes the highest level of alignment. With PRBS 
and HIPC amounting to over 50 % of aid flows in FY 2003, this direct alignment effect has been 
significant in Tanzania.   

• The PRBS management arrangements were explicitly designed to maximise alignment to the PRS 
and the budget cycle, as well as harmonisation across the PRBS Development Partners.   

• The PRBS process also stimulated alignment and harmonisation initiatives in other areas, notably 
in improving the capture of project budget and disbursement data – an action explicitly monitored 
in the PAF, and in developing an integrated calendar for the PRS, the Budget and aid processes. 

How far is this due to GBS? What other factors are at play? 

• The original stimulus for these initiatives came from the wider debate on alignment and 
harmonisation, and its crystallisation in Tanzania in the form of the Helleiner reports and the 
Tanzania Assistance Strategy. 

• The contribution  of GBS after 2001 was to accelerate the process and give it a practical form by 
identifying explicit commitments to harmonisation and alignment to be monitored through the 
PAF.   

• In the absence of GBS, progress in harmonisation and alignment would have been considerably 
slower and might well have stalled.     
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4 ASSESSING OUTPUTS: CHANGES IN THE 
FINANCING & INSTITUTIONAL FRAMEWORK 
FOR PUBLIC SPENDING AND PUBLIC POLICY 

119. This chapter maps out the trajectory of change in the framework for financing of public 
spending and its links to the development of public policy.  In other words, we seek to 
describe and explain the changes which have occurred at the “output” level of the evaluation 
framework.  The chapter cannot provide a comprehensive assessment of government systems. 
Instead it aims to give an overview of the evolving quality of government in five areas where 
budget support is likely to have an impact. Specifically, we examine changes with regard to: 

 The structure and predictability of budget financing,  

 The empowerment of Government - particularly with regard to policy formulation and 
implementation, 

 The efficiency of public spending,  

 Government capacity and internal incentives, and 

 The status of democratic accountability.   

4.1 Budget financing: predictability & fungibility of resources 

4.1.1 Domestic Revenues, Financing and the Budget  

120. The expansion of the Tanzanian Budget over the past decade has been dramatic, and so 
has the subsequent level of discretion the Government of Tanzania has over its own 
resources.  There has been a simultaneous expansion in the overall level of domestic revenues 
and donor inflows since FY96.  In real terms domestic revenues increased 89% in the decade 
between FY94 and FY04, while over the same period donor inflows increased 70 %28.  There 
has been a strong positive correlation (the correlation coefficient is 0.8) between domestic 
revenues and donor inflows, with the bulk  of the increase in domestic revenues  occurring in 
the 5 years between FY99 and FY2004, when levels of external assistance have been highest.    

121. The deficit, after foreign grants have been included, remained steady in real terms from 
FY96 to FY02 (Chart 3.1), however since then it has been rising – as government has begun 
to borrow again.  This increase can be directly attributed to an increase in project and 
programme lending.  Although similar in real terms, the levels of borrowing seen over the 
last couple of years are actually far lower relative to total expenditure than in the early 
1990’s.  The deficit after grants averaged 25% of total expenditure between FY93 & FY94, 
whilst it was only 12% of total expenditure for FY03 & 04. This means that borrowing is far 
more likely to be sustainable now than in the past.   

                                                 
28  Because of the sharp dip in donor inflows in the mid 1990s, the increase is even more dramatic if a later base 

year is taken. For example, there was a six-fold increase in real terms between FY96 and FY03. See 3.3.1 for 
a fuller discussion. 
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Charts 4.1 & 4.2: Revenues, Grants and the Deficit 
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122. However the deficit 
including grants hides an 
increased reliance on foreign 
sources of financing for the 
budget, in absolute and relative 
terms (Chart 4.2).  The fiscal 
deficit excluding foreign grants 
has actually increased relative to 
total expenditures from an 
average of 22% between FY1993 
to FY98, to an average of 34% 
between FY98 and FY2004. This 
fits exactly with the logic of 
PRBS: budget support has 
permitted a substantially higher 
base level of spending, and 
hopefully a more accelerated 
movement towards the 
achievement of the MDGs. 
However,   high donor 
dependency becomes a problem 
if there are adverse 
macroeconomic effects (e.g., 
Dutch disease) of such high 
inflows, and/or if these resources 
are unpredictable, and not 
guaranteed over the long term.   

Domestic Revenues Deficit Before Grants

                                                

4.1.2 Trends in the cost of 
financing the budget 

123.  The reduced cost of budget financing is another positive indicator. Past and current 
budget deficits need to be financed essentially through domestic or overseas borrowing, 
which carries interest costs. Both as a relative proportion of the budget and in real terms, 
interest payments have fallen in the past ten years.  In FY1997, interest payments peaked at 
17% of public expenditures and 2.6% of GDP; by FY03 interest payments were as low as 5% 
of public expenditures (1.3% of GDP.)   In real terms, interest payments have fallen from a 
peak of Shs144bn in FY97 to Shs 87bn in FY2003 (2000 prices). It is domestic interest, 
which had become the dominant element of debt servicing by FY98 which has shown the 
steadiest downward trend29. It is only through increased revenue and budget support grants 
that it has been possible to reduce domestic debt.  In addition, through reforms to financial 
management, the government has managed to gain control over arrears, and actually the GOT 
has been able to pay off Shs 128 billion (2000 prices) from the stock of arrears that had 
accumulated.  

 
29  There has been a slight increase in domestic interest payments since FY2003 but this does not significantly 

alter the ten year trend. 
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Charts 4.3 & 4.4:  The cost of financing the budget-  Relative & Real Interest Payments 
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        Source: Ministry of Finance 

4.1.3 The Predictability of Budget Resources 

124. Domestic revenue levels have been fairly predictable throughout the past decade, and 
projections tend to be increasingly realistic, if cautious in recent years.  However donor 
inflows have greatly affected the predictability of budget financing.  In the early 1990s donor 
funding was particularly unpredictable.  Between FY 1994 and FY 1996, due to deviations 
from the ESAF benchmarks agreed on the level of tax exemptions, donor financing collapsed, 
in particular foreign lending. The reduction was substituted by domestic borrowing. Now, 
with a deficit excluding grants far higher in relation to total expenditures, government is less 
likely to have the ability to deal with a collapse in donor funding.  If budget support is to be 
poverty-reducing over the medium term, Development Partners need to consider 
arrangements which would not allow such a precipitous decline in financing, unless clear 
“red lines” were crossed. We return to this point in our recommendations.  

125. Even in the current positive 
climate of partnership, development 
partner funding is far from 
predictable, and still represents the 
major cause of uncertainty in 
government resources. In the early 
years of the PRBS,  budget support 
was the biggest culprit.  In FY01 and 
FY02, GBS was the most 
unpredictable of all of the major 
GOT revenue sources, being 
respectively 22% and 32% below 
budgeted levels.    Only because 
domestic revenues were buoyant in 
this period – with collections 
consistently above budgets, was it 
possible to restrict the shortfall in overall budget funding to 4.3% below budgeted amounts.  
(See Chart 4.6).    

Chart 4.5:  Foreign vs. Domestic Revenues &  Financing 
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126.  GBS Disbursement 
data for FY2003 showed a 
significant improvement 
and  reports from the 
External Finance 
Department for FY 2004 
and the start of FY 2005 
suggest higher recent 
levels of predictability, 
with budget support 
donors disbursing in full 
during the first quarter of 
the financial year.  These 
improvements would need 
to be sustained over future 
financial years for one to 
be conclude that GBS was 
actually increasing the 
predictability of budget 
financing overall.  
However, there are 
indications that in part the 
erratic disbursement patterns of the first two years of the PRBS were due to a ‘learning cycle’ 
within the administrations of both GoT and its Development Partners, relating to the 
reporting requirements and decision-making  processes necessary for efficient disbursement. 

Chart 4.6 Deviations Between Budgeted & Actual Receipts by Revenue 
source  

 
  FY01 FY02 FY03 Average 

 Total Resources  1.2% -8% -5% -4% 
 Domestic revenue  8% 2% 4% 4% 
 Programme loan & grants  -22% -32% -2% -19% 
 Project loans & grants (Incl. basket)  -9% -3% -9% -7% 
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4.1.4 Levels of discretion in the budget 
Charts 4.7 & 4.8:  Discretionary vs. Non Discretionary Funding in the Budget 
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127.  Undoubtedly, the Government of Tanzania has, in absolute terms, more control over its 
budgetary resources, than it has ever had.  Even without budget support, if the same increases 
in domestic revenue had been realised, Tanzania would have had significantly more 
flexibility over resources.  Nevertheless, one important limiting factor on the level of 
discretion enjoyed is the fact that the development budget remains dominated by foreign 
project financing. Although government could have allocated more of its own resources to 
development, the rapidly increasing level of project financing has precluded this as a rational 
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option.  The Government of Tanzania has therefore used the bulk of the increased 
discretionary revenues made available to allocate to recurrent expenditures.  However, as we 
discuss below, this may have undermined the empowerment of government, limiting the 
ability of government to allocate funds towards its own investment priorities. 

128. Overall, it is clear that GBS has increased the fiscal space available to government, 
permitting reductions in domestic borrowing and arrears, as well as the scope for expanding 
expenditures.  The budget is affordable, provided donors are committed to maintaining the 
level of GBS grant financing over time. In the following sections we will analyse whether 
this favourable budget structure has been accompanied by improvements in the functioning of 
government systems. 

Have there been benefits to the predictability and fungibility of budget resources?  
 
• There has been a strong recovery in government revenues in real terms since FY98, both in 

domestic tax collections and in foreign grants. 
  
• The cost of budget funding has been reduced substantially - in relative terms from 17% to 5% of 

budgeted expenditures, and has also fallen in slightly in real terms.  
 
• In real terms the amount of funds available to be used flexibly (fungibly) has increased 

significantly, although this is limited to the recurrent budget.  
 
• The predictability of budget funding did not improve significantly until FY2004.  
 
Why, why not? 
 
• Political will to establish macroeconomic stability, emanating from the Executive, combined with 

increased capacity of the Ministry of Finance have driven improvements. 
   
• Increased domestic revenue, resulting from the strong performance of the Tanzania Revenue 

Authority, has been the main driver behind the increase in discretionary funding, although budget 
support has accelerated the change. 

 
• Budget support was the least predictable revenue source in FY01 and FY02, and contributed 

greatly to uncertainty in budget resources. Since FY 2003, there have been steady improvements 
in the predictability of GBS disbursements and there are indications that both for GoT and the 
DPs the administrative learning process necessary to achieve efficient budget support 
disbursement is now largely complete. 

 
• A rapid increase in project support alongside budget support, has meant that relative increases in 

discretion, especially in the development budget are not as great as they could have been. 

4.2 Empowerment of Government 

129. In principle the extra discretionary funding available should have empowered 
government to allocate resources towards the achievement of its policy priorities.   Here we 
look at empowerment in this fairly narrow sense.  We assess how budget allocations and 
actual expenditures have changed over time, and whether there has been a shift towards the 
government’s explicit or implicit priorities. 
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4.2.1 What are the Government’s priorities? 

130. First it is important to understand the evolution of the GoT’s policy objectives and 
priorities.  The past ten years can usefully be divided between the periods pre- and post-PRS.  

131. Prior to the finalization of the PRS in September 2000, there had already been 
important initiatives to bring poverty eradication into national policy, notably the National 
Poverty Eradication Strategy (1998), the National Declaration for Poverty Eradication signed 
by the President (1998) and the Development Vision 2025 (1999). Hence, it would be a 
fallacy to suggest that poverty eradication only became a serious policy issue after the 
publication of the PRS.  The NPES and the associated National Declaration arguably enjoyed 
stronger political support. However, they were presented as a set of higher level goals and not 
as a framework for short or medium term prioritisation.  

132. What did guide prioritisation in the pre-PRS period? One would need to do an analysis 
of Presidential and Ministerial speeches to answer this question properly. Nevertheless, it is 
clear that there were certain reform initiatives, which were strongly promoted at Presidential 
level and which enjoyed preferential funding as the level of discretionary resources grew: 

 The political drive to stabilise the fiscal position and re-establish control over domestic 
borrowing, arrears and inflation was an important policy emphasis of the first Mkapa 
government. This led initially to a period of austerity, with tight expenditure controls over 
1995/96 –1997/ 98.   As discretionary resources became available in the late 1990s, these 
were first dedicated to the buy-back of domestic debt and to the clearing of arrears. 

 Budgetary funding was also given to the reform of accounting and financial control, 
specifically with the initiation of investments in the IFMS.  

 The importance of road maintenance was appreciated at the political level and after initial 
problems30 in respecting the statutory requirements of the Road Fund,  this enjoyed 
consistent protection thereafter.    

133. What did change after publication of the PRS was that Government formally defined a 
set of priority sectors to be given budgetary preference in resource allocation31. Indeed, the 
requirements for HIPC relief and, later, for the PRGF, PRBS and PRSC demanded that the 
PRS should include an explicit structure of resource prioritisation.  Therefore, during the PRS 
process a set of priority sectors was identified, that were considered central to poverty 
reduction: education, health, HIV/AIDS, water, agriculture, roads, and governance.  Since the 
establishment of priority PRS expenditures, a set of secondary priorities has however 
emerged.  Thus, in the 2004/5 Budget Guidelines energy, lands, mining, tourism, transport & 
communications were explicitly highlighted as priorities. 

                                                 
30  In FY 1998, it was not possible to honour the required distribution of tax resources between the road fund 

and other uses. Due to a squeeze on the budget, the government found itself in the position of having to 
choose between releasing resources to finance national examinations at primary and secondary levels and 
honouring budgetary commitments to the road fund. Such sharp trade-offs were not necessary in later years. 

31  Strictly speaking the concept of “priority sectors” was introduced prior to the publication of PRS1. But it 
was only with its publication and the subsequent linking of budget support to the PRS through the PRBS 
framework, that allocations to “priority sectors” became systematically monitored. 
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134.  If the PRS priorities are a fair reflection of government’s key objectives, then the more 
favourable budget financing structure should have empowered government to allocate and 
spend more resources in these sectors.  We now examine the resulting trends in public 
expenditure allocation. 

Charts 4.9 & 4.10 – Trends in Overall Sectoral Budget Allocations between FY1993 and FY2004 
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4.2.2 Trends in expenditure allocations by sector 

135. In the pre-PRSP period the most marked changes in allocations occurred in FY 1996, 
where the political drive to stabilize the economy had a marked effect on budget allocations.  
Although there were cuts across the board, Charts 4.9 and 4.10 show that allocations to 
economic services, and the roads and transport ministries in particular were slashed, most 
probably because they had relatively high non-salary budgets, and were easiest to cut. 
Significant cuts were also made to the social sectors, but as they are more wage dependent, 
the overall wage bill actually increased during the period of austerity.  

136. The period from 1997 up until the adoption of the PRSP in 2000 showed a recovery and 
then relative expansion in the economic services sector share from 4% to 13% of the budget, 
inter alia, enabling the Government to honour its commitments to the road fund.  The other 
marked change in the relative pattern of spending was the decline in the share of defence and 
security spending, which peaked at 26% of expenditures in 1996 and has continued to fall to 
11% of the budget in 2004.  Substantial increases in actual social service expenditures were 
realised, although the relative size of their budgets fell. However, the overall pattern of 
resource allocation in FY 1999 was remarkably similar to that just prior to the fiscal squeeze 
in the mid 1990s, which suggests that there were few real efforts to shift allocations towards 
new priorities, just a re-establishment of previous priorities. 

137. Looking at the overall broad sector shares in the budget from 2000 to the present day 
the increases in the share of the economic services and administration have continued, mostly 
at the expense of the falling share of defence expenditure and, to a lesser degree, social 
services.  The productive sector has maintained its share of budget expenditures over time.   
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Charts 4.11 & 4.12:  Priority and Non-Priority Sector Allocations 

138. Government has evidently always given priority to economic growth. However, until 
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4.2.3 Expansion of budgets and the scale of services in PRS priority sectors 

139. Despite this shift in the budget towards economic services and administration, Chart 
4.13 shows that there have been 
huge increases in expenditure on 
PRSP priority sectors since FY99.  
Real per capita allocations in 
priority sectors more than doubled 
between FY99 and FY03. This 
compares favourably with sectors 
such as defence, where expenditures 
only increased by 22% in real terms 
over the same period.  Chart 4.11 
shows that allocations to non 
priority sectors have also more than 
doubled in real terms.  If one looks 
at the overall budget in relation to 
PRS priorities, we can discern a 
clear shift towards PRS priorities 
until FY02, where the share peaked 
at 62% of discretionary 

expenditures, (Chart 4.12), which would imply a significant reprioritisation within sectors 

Chart 4.13 – Real Per Capita Spending on Priority Sectors 
between  FY 1999 and FY2002, (2000 Prices) 
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towards PRSP priorities after the first PRS.  Since 2002 there has been a subsequent shift 
away from these priorities which coincides with increases in allocations to economic 
services, an emerging priority that is not prominent in PRS 1. 

140. The increases in resources on PRS priority sectors, since FY 1999, have enabled a rapid 
expansion in service delivery.  In primary education the necessary budgetary resources were 
made available to permit an increase in government primary school teachers from 106,436 in 
1998 to 119,773 in 2004, in parallel with a rise in enrolments into government teacher 
training colleges from 6,614 in 1998 to 30,892 in 2004.  Whilst between 1995 and 1999 less 
than 500 new schools were opened, over 2000 new primary schools were opened between 
2000 and 2004.  This has gone hand in hand with an increase in primary school enrolment 

from 4.2 million in 1999 to 
7.0 million in 2004.   

141. In the health sector 
there has been a rapid 
increase in outpatient 
attendances from 12.4 
million in 1999 to 24.4 
million in 2004. (URT, July 
2004) Immunisation 
coverage has improved, 
DPT3 coverage increasing 
from 76% in 1999 to 89% in 
2002.  Although a part of the 
apparent improvement may 
be due to improved 
recording, civil servants in 
Morogoro Municipality 
explicitly felt this change, 
stating that only in the last 
few years could government 
be seen to be visibly 
achieving things – 
classrooms were being built 
in all local governments, 
more children were attending 
school, and more patients 
were being treated.  There 
has been a significant step 

change in the scale of service delivery, the significance of which should not be downplayed.            

Chart 4.14:  Expanding Service Delivery in Health and Education 
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Primary 
Enrolment Teachers 

No. 
Schools 

Outpatient 
Visits 

DPT3 
Rates 

1995 3,872,473 105,280 10,927 7,687,329  
1996 3,937,204 108,874 11,130 11,061,990  
1997 4,051,713 109,936 11,290 11,766,990  
1998 4,035,209 106,436 11,339 11,997,012  
1999 4,182,677 103,731 11,409 12,376,939 76% 
2000 4,370,500 107,111 11,654 16,561,435 79% 
2001 4,875,764 105,921 11,873 20,897,134 86% 
2002 5,960,368 112,109 12,286 24,282,271 89% 
2003 6,531,769 113,980 12,815   
2004 7,041,829 119,773 13,689

4.2.4 Persistence of Foreign Financed Projects  in the Development Budget 

142. As mentioned earlier, a major factor that is likely to limit the empowerment of 
government to allocate resources to its own priorities and objectives is the dominance of 
foreign project financing in the budget.  By FY00 projects made up nearly 95% of all 
development expenditure.  This has since declined to 82% in 2004.  Foreign project financing 
still has trebled in real terms, from 174 billion shillings in FY99 to 558 billion in FY2004. 
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143. Whilst there have been 
increasing efforts to reflect these 
projects in the budget and to make 
them subject to domestic priorities, 
all commentators agreed that such 
projects continued to reflect 
predominantly the priorities of 
donors. This ultimately undermines 
the discretion that is available to the 
Government of Tanzania to allocate 
funds in accordance with its 
priorities. By FY2003, still only 
20% of development financing was 
locally financed. 

144. There appears little coherent 
relationship between sector shares 

in the recurrent and development budgets. Development allocations are markedly more 
erratic than recurrent allocations, especially up until FY00.   Since 2000, there appears to be 
greater synchronisation between the recurrent and development budgets.  The development of 
SWAPs in education and health in particular may have contributed to this by helping to 
ensure that more project financing is explicitly aligned with sector objectives and plans.  
Similarly the roads sector master plan will have enabled new donor financed projects to be 
aligned with sector priorities.  However there is no guarantee that, across sectors the 
Government of Tanzania is empowered to allocate development resources to its priorities. 

Chart 4.15:  Sources of Development Budget Financing 
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4.2.5 Has Government been empowered to assign resources to its priorities? 

145. Despite the rigidities in the development budget, government has undoubtedly been 
empowered to allocate funds towards its own priorities, and the shifts in budget allocations 
observed illustrate there is significant latitude for the GoT to make such changes.  However, 
expenditure out-turns suggest rather strongly that the PRS is not a good reflection of political 
priorities. Indeed, explicit concerns have recently emerged from within government that the 
PRS gives too much attention to social services at the expense of sectors which might 
enhance economic growth. The fact that this has been stated and that allocative priority has 
been given to economic services may be seen as a positive sign: the government has felt 
empowered to speak its mind about its real priorities.   On the other hand, this begs the 
question what then is the role of the PRS ?   

146. The framework of “priority sectors” is itself very simplistic. The initial drafts of PRS 2 
are proposing the replacement of this concept with the idea of “priority outcomes”, which 
recognizes that not all expenditure within a “priority sector” is of equal value. In the 2005/6 
budget preparation process, ministries are being required to link their budget submissions 
explicitly to PRS “cluster strategies” which are linked to PRS outcomes.    Focusing more 
carefully on outcomes would be a welcome improvement over according a generalized 
priority to whole sectors, yet even this risks being simplistic.   

147.  The rate at which resources can be productively invested in any area of priority will 
depend on absorptive capacity – on the extent to which resources can be effectively applied 
to the generation of improved outputs and outcomes. For example, in the education sector, 
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the lack of teachers is the key constraint.  Without additional teachers, desired outcomes such 
as lower drop-out rates and higher transition rates simply cannot be achieved. It is therefore 
necessary to modulate the rate of spending on non-salary items and on classroom 
construction to the rate at which the government can ease the binding constraint on expansion 
and quality improvement – namely teacher numbers. In the short term, this might mean a 
lower level of spending on this set of priority outcomes.     

148. If the PRS is to be effectively aligned with the budget process and government systems 
then it must become a process from which governments true objectives and priorities are 
allowed to emerge freely.  The PRS does not appear to have reflected the true political 
priorities of Tanzania. Indeed, PRS 1 was described in an interview as ‘a Tanzanian view of 
what Development Partners believe ought to be the national priorities’. Given its tight links to 
the HIPC process, this is not surprising but it represents a major failure with respect to the 
stated intentions of the PRSP process. 

149. Empowerment of government is a crucial objective of budget support. If this is to 
become a reality, it is clear that the reformulation of the PRS into a genuine statement of 
national strategic priorities is an urgent requirement. Secondly, more sophisticated methods 
are needed for planning and monitoring expenditure allocations. The MTEF is the obvious 
tool but it will be important to avoid adopting the MTEF as a simple replacement of what the 
PRS1 became – namely a method for exerting accountability to Development Partners.  

Is the Government of Tanzania being empowered?  
 
• From the late 1990s onwards, the increased levels of available discretionary resources permitted a 

range of politically important budgetary actions which would not otherwise have been feasible – 
notably the re-purchase of domestic Treasury Bills in the late 1990s, and the consistent financing 
of the road fund. 

 
• The Government of Tanzania has been able to double per-capita spending on PRS priority sectors 

between FY1999 and FY 2003, and protect budget disbursements to those sectors, which has 
enabled big expansion in primary education and health services.  

 
• However, PRS priorities have not been a consistently high budgetary priority. Over the five year 

period FY99 to FY04, there has been a shift in budgetary shares first towards and then away from 
the explicit priorities in PRS 1.  

 
• There has been a constant shift towards economic services, which became an explicit priority in 

FY04/05 although it appears to have been an implicit priority of government all along 
 
Why, why not? 
 
• The PRS process may have helped the Government of Tanzania to establish a formalised set of 

strategic objectives and priorities but it seems doubtful in retrospect that these represented 
genuine political priorities. 

 
• Moreover, the use of the “priority sectors” concept as a mechanism for judging the effectiveness 

of resource allocations proved overly simplistic – failing to distinguish the specific outputs and 
outcomes which were most important within the priority sectors and giving no attention to 
questions of feasibility and absorptive capacity.  
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• Although in aggregate the budget may well reflect political priorities, weak political engagement 
in both the PRS process, and in the MTEF – a more obvious tool for strategic resource allocation, 
has resulted in a weak link between government’s stated priorities and the budget.   

 
• In addition, the dominance of donor financed projects in the development budget, has undermined 

the ability of the government to bring the development budget in line with its objectives. 

4.3 The efficiency of public spending 

150. In the previous section we have shown that the government has greater discretion over 
resources both as a result of GBS flows and increased domestic revenues. There have been 
significant increases in resource allocation to the priority PRS sectors. On the other hand, the 
nature of PRS 1 has tended to weaken prioritisation, generating a disjointed overall decision 
making process between policies, plans and resource allocation and spending.    

4.3.1 Efficiency of Budget Allocations in Aggregate 

151. Ascertaining whether budget allocations are more efficient, as a result of GBS, is 
difficult.  However putting greater power into the hands of government should, in theory, 
enable a reduction in the overheads of delivering services.  We will look at whether the 
structure of the budget has changed in a way that may be more conducive to efficiency, 
before examining the efficiency of service delivery in more detail.   

152. Firstly we will examine the 
overall structure of recurrent and 
development expenditures, as this 
will give us clues to whether the 
potential opportunities for efficiency 
gains have been taken.   

153. There appears little systematic 
pattern in the division of the budget 
between recurrent and development 
expenditure.  The main reason behind 
the fluctuations is the erratic nature 
of foreign financed development 
expenditure.  The increases in 
discretionary revenues have fuelled 
real increases in domestic 
development expenditures of over 
500% since FY00, however by 2003 

local development expenditure was still only Shs83 billion relative to foreign financing of 
Shs319 billion, with 70% of the increases in development expenditure between FY00 and 
FY04 being foreign financed.  The predominance of project financing would in itself indicate 
that there have been limited efficiency gains in the development budget. 

Chart 4.16:  Share of Recurrent and Development Spending 
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154. Another aggregate level 
indicator of efficiency is the level 
of non-wage operational spending 
relative to expenditure on salaries 
and wages.  Chart 4.17 shows a 
fairly steady increase in the share 
of spending on other goods and 
services from 50% in 1997 to 69% 
in FY 2004. This indicates that 
there may well be increased 
operational funding for the running 
of government services.   

155. One concern is the large 
increase in allocations to Public 
Administration relative to the 
service delivery sectors.  Even if 

one takes out allocations to PO-RALG, as the basket funds for education and health 
channeled to local governments form the bulk of PO-RALG’s budget, the budget for 
administration has been increasing as proportion of total expenditures from a low of 14% in 
FY97 to a high of 22% in FY2004.   

Chart 4.17 :  Breakdown of Recurrent Expenditures 
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156. A final aggregate indicator of efficiency is the proportion of funding being provided to 
local governments – allocations which are likely to be predominantly for service delivery.  
Between 1994/5 and 2003/4 there has been little significant variation, and the level has 
remained static at about 20% of recurrent expenditure (ranging from a low of 17% over 
1996/7-8/9 to a high of 21% in 2002/3).  In fact concern was raised in the 2003 PER that 
increases to local government allocations to priority sectors were growing slower than central 
agency allocations.   

157. On the other hand, a stable relative share has allowed for significant absolute increases 
in real terms : there is no evidence that GBS has facilitated an increased centralization of 
resources.  Moreover, within the development budget there has been a shift in the amount of 
funding explicitly being transferred to local governments, via the common basket funds in 
heath and education.  This averaged approximately 15% of the development budget between 
FY01 and FY04.   

158. This is also in many ways an over simplified analysis.  A substantial part of recurrent 
funding for local authorities is maintained within sector ministries’ budgets – for example 
part of the health ministry budget goes on drug purchases for local authorities.  It is also 
important to acknowledge that it may be unwise to expand local authorities’ budgets quickly 
without paying attention to the capacity of local authorities to spend that money efficiently. 
Similarly it can be argued that investment in initiatives such as the IFMS under public 
administration will yield improvements in efficiency across government services.  Thus, 
these aggregate trends provide only a rough indication of changes in efficiency.  It is 
important to examine sector expenditures, and their results in more detail. 
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4.3.2 The Efficiency of Sector Spending  

159. Intra sector allocations can provide more information as to whether spending is 
becoming more or less efficient.  For example, for common health requirements such as 
diarrhoea, malaria and post- and ante-natal care, the unit costs of health treatment through the 
primary healthcare delivery system are lower than the tertiary system.  A relative increase in 
PHC allocations should therefore reduce unit costs of treatment. In this area, there has been a 
significant shift in allocations, with PHC allocations increasing from 34% of the Health 
Budget in FY00 to 45% in FY04.   However in other sectors the comparison is less positive.  
The box overleaf breaks down the water sector budget. This is dominated by allocations to 
investments in the urban water sector, where the per capita cost of delivering safe water is up 
to 7 times that of rural areas.  62% of donor and 93% of local development financing was 
allocated to the urban water and sanitation sector in FY05.   

160. In health, increased expenditure on preventative healthcare has gone hand in hand with 
increases in allocations to local governments from 20% of the health budget in FY99 to 34% 
in FY04. In primary education, over 90% of sector expenditure is in local governments.  
However only 7% of the water and sanitation budget in FY05, and 11% of HIV/AIDS in 
FY03 was allocated to local authorities, despite their responsibility for delivering services in 
these areas.     

161.  Another way to examine efficiency is to look at regional variations in grant allocations 
and staffing. Although regional variations in costs may be explained by differences in 
transport costs, there is no obvious justification for regional differences in staffing ratios 
(such as Pupil: Teacher ratios). Thus, any reduction in the regional variations in staffing (as 
measured by the standard deviation around the mean), would represent an improvement in 
efficiency so long as the national mean remained unchanged or improved.  

162.  In education and health, there are substantial variations in staffing levels across regions 
and districts, and in education this is mirrored by inequities in per pupil expenditures. 

Charts 4.18 & 4.19  – Increasingly Efficient Health Allocations 

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

FY99 FY00 FY01 FY02 FY03 FY04

%
 O

n-
 B

ud
ge

t H
ea

lth
 E

xp
en

di
tu

re
s

LGs Region MoH
 

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

FY00 FY01 FY02 FY03

%
 O

n-
 B

ud
ge

t H
ea

lth
 E

xp
en

di
tu

re
s

Total Preventative Total Hospitals Moh Admin

Source: Health PER 2004 

REVISED FINAL REPORT  75 



Joint  Evaluation of General Budget Support to Tanzania, 1995 - 2004 

Although there is not comprehensive reporting on regional variations, the data which is 
available suggests that they have remained, at best, unchanged for primary health services 
and that for primary education services they have worsened. It appears that the increased 
recruitment of teachers, for example, has had little impact on addressing the regional 
inequities in teacher distribution.   We were informed in Morogoro by the Municipality, that 
the Ministry of Education was still directly posting new teachers to them, through the “crash 
programme”, whilst they only had a role in replacing teachers when vacancies arose.     

163. Encouragingly the regional inequities issue is being addressed, and a new set of 
objective allocation formulae for grants to local governments has been developed, which are 
to be phased in over the next few financial years.   A test of government’s will to address 
regional inequities in service delivery will be its performance in ensuring that these formulae 
are actually implemented in full over time. For example the education allocations to a district 
will be based on the number of school-age children in each district, not on the number of 
pupils and teachers in place. However the implementation has already slipped one financial 
year – it was intended that the formulae be introduced for FY05, but this was not achieved.   

4.3.3 The Efficiency of Spending in Local Governments 

164.   A key rationale for devolving responsibility of service delivery to local governments 
is the potential for efficiency of service delivery to improve, as local councils and their 
administration are likely to be able to ensure that services are more responsive to the local 
situation, and the public are better able to hold local governments to account for those 
services.  If local governments have access to predictable finances, and a degree of autonomy 
over the way those funds are used, then this is likely to provide the opportunity for such 
efficiency gains. 

165. There is concern that the way sector financing is currently being delivered is overly 
complicated, and undermining the potential for these gains at the local level.  For example, 
financial flows under the PEDP common basket fund may reach local governments from 
three sources – the MoF itself, MoEC or PO-RALG.  REPOA 2003 (p19) state “ …it makes 
it more difficult for councils to identify the nature of the various flows, and makes them 
responsible to different ministries.  Third it becomes very demanding for the stakeholders at 
the school and village level to monitor the amount of money received by the council and, 
therefore, to know what they are entitled to receive in grants and services.”    Although each 
individual transfer may be predictable, it is the complexity of the transfers in aggregate that is 
likely to undermine efficiency.  The increasing number of transfers through basket funds also 
undermines the autonomy provided to local authorities in the use of central transfers. 

166. However there is some evidence that local governments are improving the targeting of 
expenditures.  For example 78% of the schools development grant was allocated to schools 
with more than 50 pupils per classroom.  Concerns have been raised about the findings of a 
recent Tracking Study on Primary Education (REPOA 2003), which revealed that only 69-74 
% of education funding (capitation and development grants) could be confirmed from records 
to have reached schools.  However, it is important to note that this does not represent misuse 
of funds, and if one interprets this as 74% compliance with accountability requirements, then 
this is a fairly positive picture given the levels of capacity in schools and local government.  
In recent PERs there has been a justified shift in focus towards building the capacity of 
systems within local governments to manage the large increases in funds that have occurred. 
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Charts 4.20, 4.21 & 4.22  - Variations in Staffing and Financial Allocations Across Regions 
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Box 4.1 The Problems of Efficiency Summed up in The Water and Sanitation Sector 

Public expenditure recorded in the water sector has 
increased substantially alongside other PRS priorities, 
however it is far from clear whether actual increases 
in spending are being reflected in sector outputs, and 
any improvements in efficiency have been gained..  

Inefficiencies in Foreign Project Funding 

Compared to other priority sectors funds flowing to 
the water sector remain highly fragmented, and the 
development budget remains dominated by foreign 
projects, with many of the development sub-votes 
map onto a single initiative funded by a single donor.  
This level of pre-negotiated sector financing leaves 
the Ministry’s planning directorate little room for 
recasting or refocusing budgets for poverty reducing 
impact. The targeting and performance of public 
expenditure is in effect still largely determined by 
design of the individual projects and programmes. 

For example, 68% of the $69 million dollar donor 
funded component of the development budget for 
FY05 was targeted at urban projects, where per capita 
cost of investments are high. Furthermore of the 
remaining 32% of donor funding a large chunk is for 
small towns leaving less than 10% for village water 
supply. Though project and programme funding 
clearly add to sector financing they also undermine 
core planning and reform processes designed to better 
target resources to poverty reduction. There is little 
incentive to compete for central government budget 
resources if there are donors willing to fund the sector 
directly. While it has put more control of resources 
under the central ministry direct allocations to local 
government have remained close to stagnant. In the 
FY 2004/5 less than 7% of approved expenditure 
flowing into the sector is to be disbursed to local 
authorities. 

 

Inefficiencies in Government Funding 

However the sector has also benefited from increased 
domestic financing recently, which now makes up 
around 40% of the sectors budget.  However the 
allocation and use of this has encountered problems. 
For FY 05, partly as a result of not implementing a 
formula for decentralising budget to local councils, 
the central ministry was allocated a large domestic 
development budget ($29 million up from $6 million 
in 2003/4), 93% of which is now allocated to first 
phase of the ‘Lake Victoria to Shinyanga pipe line’. 
Though the Ministry of Finance initially cut the 
proposed budget allocation to this project by two 
thirds the project reappeared in the final budget while 
a large proportion of the proposed allocation to 
district councils was dropped. In terms of value for 
money this makes little sense. Based on the estimated 
project cost, per capita costs are expected to be in the 
region of $140 USD while investments in low cost 
technologies in Tanzania are commonly achieved at 
under $20 USD per capita.  

The need for budget challenge 

Choices of the type and form of investments in the 
sector need to be better informed and to be made 
more systematically. In three successive public 
expenditure reviews the link between sector inputs 
and sector outputs has not been provided enough 
detail to make any assessment of year on year sector 
performance. In the budget guidelines from Ministry 
of Finance there has been no real discussion of sector 
investment decisions. Without a serious technical 
debate on how to get the best returns to resources, 
challenging the current allocations, the performance 
and impact of the public expenditure is unlikely to 
improve and may even deteriorate despite the fact that 
central government allocations are increasing. 
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4.3.4 Overview – no clear-cut evidence of improvements in efficiency  

167. In section 4.2 we highlighted the massive expansion in the delivery of services,which 
has occurred -  primarily facilitated by the increase of discretionary budgetary resources, but 
also by basket funding and increased project funding.  However, there is little clear-cut 
evidence that the efficiency of resource use has changed either positively or negatively.  
Essentially, it appears that services have been expanded, without much change to the way 
they are financed, and the way services are delivered. The health sector, where the relative 
share of PHC services in the budget has increased significantly, is possibly an exception to 
this  generalization, although major inefficiencies remain in the distribution of health staff by 
district.  

168. What is evident in all sectors is that there is little systematic analysis of the efficiency 
of spending – linking sector outputs to inputs and expenditures.   PERs have tended to focus 
only on financial allocations per se. For example one obvious way to examine efficiency is to 
look at the unit costs of investments, and services, however this analysis is made difficult 
because of the lack of timely data.  The reforms to the grant system, however may deliver the 
right incentives to improve efficiency across and within local governments. 

169. What can be concluded from the analysis is that there is substantive scope for 
increasing efficiency of allocations and spending in the existing budget, whilst GBS, and its 
associated inputs has yet to contribute towards these issues being addressed.  We now turn to 
why there have been few gains in efficiency. 

4.3.5 Weaknesses in the budget process 

170. Although our quantitative analysis has not yielded clear conclusions on the efficiency 
question, there are four persistent weaknesses in the budget process which would tend to 
generate inefficiencies in public expenditure. 

a) The lack of Budget Challenge 

171.  The first and most significant problem is that there is no organization or constitutional 
entity effectively challenging the efficiency of sector allocations.  The first line of challenge 
in both phases of the budget cycle should be technical, by the Departments of Policy & 
Planning within line ministries, the President’s Office Planning and Privatisation, and the 
Ministry of Finance.  The second line of challenge should be political – from Cabinet and 
Parliament.   There appears to be little political or technical challenge to the efficiency of 
inter and intra sector allocations. The organisations are there who could play that role, and 
there is plenty of information generated by the various Public Expenditure Reviews, Public 
Expenditure Tracking Surveys, and tools which could be the vehicle for budget challenge, 
such as the Budget Guidelines, the MTEF, and Performance Budgeting.   The PER process 
does provide some good quality analysis of sector expenditure allocations (and some not-so 
good), and many of the issues observed here are highlighted in the Public Expenditure 
Review.  There has been substantial donor technical assistance and policy dialogue around 
these initiatives, however this is not being translated into effective decision making over inter 
and intra sector allocations.  Why? 

172. A major problem is that there is no space in the process for a challenge function to take 
place.  An effective budget process needs two clear phases, with clear decisions made at each 
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stage.  The first is a strategic phase, in which (medium term) budget priorities are agreed 
based on government policy objectives (as set out in the PRSP or elsewhere), and the overall 
budget allocations for spending institutions are agreed.  The second involves the preparation 
of detailed (activity based) budgets within the agreed agency ceilings.    

173. Currently there is there is no effective strategic phase in the budget process at which 
concrete budget ceilings are agreed – the Budget Guidelines could play this role, however 
Cabinet would need to approve explicitly the spending ceilings for institutions.  It currently 
does not, and often the Budget Guidelines are issued before Cabinet has had time to discuss 
them.  Also key documents such as sector public expenditure reviews, which are meant to 
feed into the budget guidelines, are often not completed by the time the budget guidelines are 
prepared, and when they are, a lot of the most critical aspects are not subsequently reflected 
in the Budget Guidelines.  Public Expenditure Reviews tend to focus exclusively on inputs, 
and there is very little in the analysis attempting to link inputs to the achievement of outputs, 
and ultimately sector objectives.  This therefore does not form the basis of strategic resource 
allocation, and gives a clue as to why we observe no clear or decisive pattern in public 
expenditure allocation over time.   

174. The fact that decisions over the wage bill are not fully synchronised with the budget 
process, and that the development budget remains dominated by foreign financing may also 
undermine the prospects of meaningful strategic budget ceilings at the time of the budget 
guidelines.  This means that agencies cannot propose to make savings on salaries and use 
those savings on either non-wage recurrent expenditure or development.    

175. The introduction of Performance Budgeting and the MTEF has resulted in detailed 
activity based costing of budgets, which could form the basis of the challenge function in the 
preparation of the challenge of individual institutions budgets.  The Departments of Policy 
and Planning with line Ministries should question the submissions forwarded to them by 
spending departments and project units.  The Ministry of Finance should scrutinize 
submissions to the budget guidelines and MTEF to judge whether the right priorities have 
been established and whether priorities are being pursued in the most efficient way.  Yet 
neither at the level of DPPs nor within the Budget Department of the MoF is this function 
being effectively played.  It appears that there is no questioning of the costing and chosen 
activities in these budget proposals that actually results in changes in expenditure allocation, 
and in fact the Budget Department does not see its role as questioning sector allocations.  It is 
unlikely that efficient agency budget allocations will emerge from the current process 

176. There are human resource and organizational weaknesses at each of these stages but 
these are longstanding weaknesses, which are perhaps symptomatic of a general lack of 
emphasis on the process of budget scrutiny and budget challenge.  This may also in part 
derive from the third “process problem” we have identified which relates to the presentation 
of budget documentation.   

177. There are clearly many in the Ministry of Finance who wish to strengthen the link 
between the PRS and the Budget, and this provides a potentially important opportunity for 
exercising budget challenge.  For the FY05/6 budget process, an initiative is being introduced 
around the budget guidelines.  Spending votes are being required to justify their expenditure 
allocations in terms of PRS 2 priority outcomes, and the associated cluster strategies.  The 
quality of the strategies for achieving PRS 2 outcomes will be scrutinized, and in theory, 
budget allocations reached on the quality of those strategies.  
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b)  Deviations between the approved recurrent budget & actual spending 

178. Although there have been significant improvements in the variance between approved 
budget appropriations and expenditures in the late 1990s, there are still major deviations. In 
many countries, this can often be explained as the result of unrealistic revenue projections, 
compelling under-spending against the budget.  This is not true for Tanzania, where resource 
projections have been more realistic, even overly conservative in recent years, and aggregate 
spending has been greater than planned.   

179. In Tanzania, budget revisions are common, both within votes, and across votes.  
Between FY00 and FY02 an average of 1 in 4 expenditure votes received expenditure 
reallocations increasing their budgets by more than 15%.  In 2003/4 the absolute value of 
budget reallocations between votes on the recurrent budget was 22%, whilst between FY01 to 
FY03 the average was 7%.  The recurrent budget was revised upwards by 19% in FY03, and 
only two votes had their budgets revised downwards. 

180.   In the past, one of the major causes of this was the large part of the recurrent budget 
that remains unallocated at the time of budget approval, allocated to “special expenditures”, 
but retained under the Ministry of Finance vote.  The size of special expenditures has been 
reducing as a proportion of the recurrent budget from 14% in FY02 to 5% in FY03, and the 
Ministry of Finance notionally earmarks the funding at the time of the budget.  However in 
2003/4 overly conservative budgetary estimates also provided an opportunity for the GoT to 
make substantial budget revisions within year.  Correct legal processes are followed in the 
approval of supplementary expenditures and reallocations.  Still, it is unlikely that the 
decisions on reallocations and supplementary expenditures are as strategic as they would be if 
they were part of the annual budget cycle. 

181. Significant budget revisions are also made at the sub-vote level – analysis carried out 
for the 2003/4 PER of variation of expenditures versus budget at the sub-vote level found 
variations averaging over 20% for central votes and 7% for regional votes between FY2000 
and 2003.  The 2003 PER showed that only 4 expenditure votes did not have a budget 
reallocation between FY00 and FY02.  What does this signify?   

• Either the original budget allocations were technically unrealistic so that original 
budget objectives could only be achieved through reallocating budgets.  

• Or the original budget did not reflect the agencies’ real spending priorities, and the 
budgetary revision process is being used to reorient the budget towards those priorities.   

182. At this stage we have not analysed the composition of reallocations to get an 
impression of which is the case.  It is likely that a mixture of the two prevails.  Since FY2003 
all budget reallocations have been approved by the Minister of Finance, and the number of 
reallocation warrants presented to Parliament has been reduced significantly.  However this 
centralising of control may only address the second aspect – forcing agencies to ensure that 
the MTEF reflects their real priorities. This needs to be followed up by supporting the 
development of realistic MTEF documents, enhancing their usefulness as a management tool. 
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c) Dominance of Donor Projects and Common Basket Funds in the Development Budget 

183. As highlighted earlier in this chapter donor projects and basket funding dominate the 
development budget.  This not only disempowers government but is also likely to have an 
adverse effect on the level of efficiency of public spending. This is both because of the 
additional transaction costs of managing projects and/or basket funds with different funding 
modalities and procedures and because the lack of complete, comparable information creates 
difficulties in reducing duplication of activities and maximising complementarities.  

184. There has, however been a significant reduction in the number of projects in the budget.  
In the early 1990s there were up to 4000 projects in the rolling plan and budget.  Now there 
are less than 1000.  So development partners appear to be spending more money on fewer 
projects.  Larger projects may mean that transactions costs are lower.  There also appear to 
have been significant improvements in the capturing of foreign financed projects in the 
budget.  Over the last three financial years, expenditures have averaged more than 90% of 
budgeted foreign project funding. It also appears that project financing is becoming more 
aligned with sector policies and strategies, with common basket funds evolving as one means 
of delivering large scale projects behind such strategies.  Common basket funds do benefit 
from economies of scale, and present the possibility of supporting national systems.  The 
MTEF has provided a tool which has enabled better integration of project financing into the 
budget, and enables project objectives and targets to be presented in the performance budget.   

185. However, given the overall erratic nature of donor project financing, at a strategic level 
the integration of recurrent and development spending is still weak.  The development budget 
also hides significant recurrent spending.  For example analysis carried out for the FY04 PER 
for projects in Health, showed that for most projects recurrent funding made up over 50% of 
the budgets and projects such as HIV/AIDs, and Health Sector Programme Support are nearly 
100% recurrent items.  Common basket funds have been used to establish unnecessary 
parallel financing mechanisms, as for example with PEDP funds for primary schools, which 
undermines efficiency, as well as the integrity of government’s own systems. 

186. One major area of rationalising of donor project financing, which is likely to yield 
significant efficiency gains is the new Capital Grants facility under the Local Government 
Support Programme.  Donors funding various area based programmes have agreed to fold 
their funding into a single development grant for local governments.  Although a common 
basket fund, it is likely to result in significant efficiency gains.  First of all it replaces an 
unevenly spread set of projects with multiple modalities with a single countrywide grant for 
delivering discretionary development financing locally.  However it is also linked to capacity 
building, and a system of incentives for upgrading local performance. It represents a channel 
of financing that is planned to evolve into the national grant for development financing, and 
replace the need for separate development grants under health and education for instance.  
Few other basket funds are designed with an explicit strategy for mainstreaming with 
government systems in this way. 

d) The presentation of the Budget   

187. The way budget documentation is currently presented makes it more difficult for the 
Government of Tanzania to make coherent spending decisions, and difficult for stakeholders 
to understand the decisions made.  Consequently the budget challenge function is also 
difficult.   In most budget documentation the recurrent and development budgets are 
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presented separately, as are the allocations for regional and local governments.  In the Budget 
Guidelines there are two tables which do attempt to bring together sector allocations and 
sector shares, however these are in an annex, rather than being presented as the basis for 
strategic budgetary decisions, with allocations justified.    

188. Secondly priority sectors are presented as separate tables, and it is difficult to see the 
linkage between them and overall sectoral allocations.  Development Partners often 
exacerbate this by giving undue focus to ensuring that PRSP priorities are funded, rather than 
examining the balance of budget allocations as a whole. 

189. Within the budget guidelines no attempt is made to link the sectoral allocations to the 
achievement of quantitative performance objectives.  Policy statements are often fairly vague, 
with only the water sector including any quantitative statements of objectives in 2004/5.  This 
undermines the ability of the Ministry of Finance, Cabinet, and ultimately Parliament to make 
strategic allocations, and to ensure that policy priorities are reflected in allocations.  Nor does 
it enable Parliamentarians to hold ministers to account for performance, if there is no explicit 
policy commitment presented alongside budget estimates.  Sector MTEFs go into extreme 
detail, costing all activities over the medium term, however they do not appear to be guided 
by strategic policy decisions.  It is all too easy to get lost in the detail in the absence of a 
strategic perspective. 

190. At a technical level, the issue of budget presentation is relatively straightforward to 
address.  Tables could be presented up-front in the budget guidelines that show sectoral 
allocations as a whole, with priority allocations highlighted within the overall table rather 
than separately.  At the outset this can be done using the existing budget structure, although 
moving to a programme based structure may help in future in aligning the budget towards 
strategic objectives.   

191. Presenting medium term targets for a small set of key outcome and output indicators 
relating to sector objectives in the budget guidelines is also important.  Key annual objectives 
and measurable targets can be presented alongside the budget estimates. The PRS process has 
already involved the development of performance indicators in priority sectors, and this 
should be used as a starting point for incorporating key sector indicators in the budget 
guidelines.   

4.3.6 Have Transactions Costs Reduced? 

192. It is very difficult to ascertain whether transactions costs have actually fallen.  Staff 
interviewed from the Ministry of Finance felt very strongly that they have.  However within 
sectors the picture is less clear.  In those sectors still dominated by donor projects, such as 
agriculture, it appears little has changed in terms of transactions costs.  Whilst the processes 
of dialogue surrounding common basket funds in education and health have changed the 
nature of dialogue completely, it is not clear that there has been a corresponding reduction in 
transaction costs.   

193. There are substantial transactions costs around common basket funds because common 
basket funds are essentially large projects, and have several of the features of projects, 
including financing agreements, parallel reporting processes to donors, and separate 
arrangements and triggers for disbursement.   There have been significant costs surrounding 
the interaction between the Ministry of Education over the PEDP, and the release of tranches 
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of funding for the capitation grant, which had the potential to undermine the delivery of 
primary education.   

194. What is clear is that the potential gains of reduced transaction costs that Budget Support 
offers have been undermined by the rapid expansion of donor project financing that has gone 
alongside the increases in budget support.  This includes many development partners who 
choose to keep a foot in both the budget support and project camps.    

Has the efficiency of public expenditure been enhanced? 
 
• It remains unclear whether efficiency has improved, as there have been few shifts in 

the patterns of expenditure.  
 
• The impression is there is “more of the same”, and that key constraints to service 

delivery have not been addressed, which means that there remains substantial scope for 
increasing the efficiency of public expenditure. 

 
• There has been a relative expansion in the administration sector budget on the recurrent 

side, whilst the share of the budget going to local authorities has remained the same.  
In some sectors, most notably education, there has been a large increase in 
administrative overheads. 

 
• There are significant deviations between approved budget allocations and actual 

expenditures across and within spending agencies, indicating that the priorities 
articulated in the budget are not always followed through in terms of expenditures.   

 
• Although there is increased capture of project funding in the budget, 80% of 

development spending remains funded by donor projects, which means that there is 
limited scope for improving allocative efficiency, although there is some evidence that 
projects are being brought more in line with sector development programmes. 

 
• The nature of transactions costs have changed, fallen in some areas, but increased in 

others.  There is certainly a higher administrative burden on MoF, although this 
reflects a deeper involvement in reform processes as well as more extensive dialogue 
with DPs. There is no clear evidence that transaction costs in line ministries have 
fallen. 

 
Why, Why not? 
 
• The lack of a challenge function in the budget process means that there have been few 

incentives to improve the efficiency of public spending. This is a longstanding problem 
which appears to have been unaffected by the increased levels of budget support. 

 
• The PER process has helped improve budget analysis, but has yet to have a substantial 

impact on resource allocation. 
 
• In the absence of budget challenge, the MTEF has become a technocratic exercise 

rather than a managerial tool and a mechanism for enhanced accountability. 
 
• The way the budget is presented and the budgetary process is framed does not foster a 

strategic reorientation of Ministers, Parliamentarians or managers towards results.   
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4.4 Government capacity and internal incentives 

195. In this section we examine whether the systems within government have been 
strengthened and whether this subsequently means that internal incentives, and lines of 
reporting and accountability are more respected.  We start by examining public financial 
management capacity, where it is possible to observe concrete improvements over time, and 
then look at the situation in the areas of public sector and local government reform. 

4.4.1 Public Financial Management 

196. In Tanzania there have been major efforts to strengthen public expenditure management 
systems, and capacity.  The two areas where there has been most progress in terms of 
capacity are macroeconomic planning and financial management.  The Pubic Expenditure 
Review Process, the CFAA, and the IMF’s Public Expenditure Management Annual 
Assessment and Action Plan (AAP) all document how systems have improved over time.  
The AAP gives a simple benchmarking of key areas, the results of which are shown in the 
table below for 2001 and 2004.  The picture is undoubtedly positive, and the capacity of 
government institutions to manage public resources has undoubtedly increased.  However 
whether these have actually changed the underlying incentives for effective government, and 
reinforced lines of domestic accountability, rather than external ones is less clear.  Here we 
summarise major progress in improvements in capacity and systems and then attempt to 
assess the extent to which this progress has actually affected incentives within government. 

Capacity for Strategic Planning & Budgeting 

197. In the previous section, reforms to resource planning and budgeting were examined in 
detail, in order to judge how far allocative efficiency might have improved.  There have been 
significant improvements in technical capacity in areas such as macroeconomic planning, 
sector strategic planning and performance budgeting resulting from initiatives such as the 
PRSP, and the MTEF.   The PER process has facilitated  improvements in the analysis of 
budget performance, and improved the quality of the overall budget process.   The 
comprehensiveness of the budget has improved, although significant amounts of donor 
resources are still not captured, nor are locally raised revenues and health sector user charges.   

198. However the previous section showed that it is unclear whether the improvements 
realised in budgeting are actually having the impact they should have in terms of better 
spending decisions across sectors and within sectors.  The totality of these reforms does not 
amount, necessarily to a change in incentives for spending agencies.  Agencies will always 
attempt to maximise their budgets and as PRS 1 appears not to represent a prioritised set of 
government objectives, there remains no apparent systematic prioritisation of sector 
allocations.  Moreover, the lack of budget challenge means that there is little incentive to 
improve the efficiency of resource allocations, once they are provided. Indeed it may well be 
in the priority sectors, which are least challenged in the budget process, that intra-sectoral 
allocations are least efficient.   
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199. The fact that a large portion of the recurrent budget remains unallocated at the 
beginning of the financial year, and that resource estimates have been very conservative in 
recent times also provides perverse incentives for spending agencies, who will see that there 
will always be an opportunity to increase budget funding after the budget is read.   Similarly 
the vast majority of the development budget remains donor financed, and this means that the 
incentive remains for spending agencies to approach donors rather than the MoF for 
development financing, whether it be through basket funds or projects. 

Procurement 

200. Procurement systems are weak, and this has important implications, as 70% of the 
budget is subject to government procurement processes. There are significant losses due to 
corruption on construction and supply contracts.  The Country Procurement Assessment 
Report (CPAR) of 2003 highlights significant problems.  At the centre the central tender 
board has both an operational and a regulatory role, which  undermines the efficiency of 
procurement, whilst there is also a lack of capacity within procuring entities.  At the local 
government level controls are a lot weaker.  The need for enhancement in the transparency of 
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procurement procedures is paramount.  Although this detracts from the gains from the current 
financial reforms, there are steps being taken to improve procurement, including the 
enactment of a new Public Procurement Act in 2001.    

Budget Execution 

201. There have been major improvements in Budget Execution since the mid 90s, and there 
is far better within-year financial control.  The improvement in predictability of aggregate 
revenues has facilitated these improvements, but the progress in reforms to financial 
management, including legislative reforms and the introduction of the IFMS have had a 
major impact.  Internal controls have been strengthened, and enforcement of commitment 
control systems has led to a virtual elimination of arrears.  The Internal Audit function is 
being strengthened, and efforts made to enforce compliance with the Financial Management 
Act.    

202. Fiscal controls can be seen to be working, with the virtual elimination of over-
expenditures against the recurrent budget.  Under-spending against the revised budget is rare, 
with net deviations being less than 2.33% of the budget in 2003, as opposed to 23.5% in 
FY01.   Central Government operates a Single Treasury Account, and bank reconciliations 
are made monthly and on time.   

203. Few countries in the region can boast such a record, and the Accountant General’s 
Department has been given significant political backing to push through reforms and ensure 
compliance of central agencies.  The upgrading of capacity has benefited from a shift in the 
focus of policy dialogue by multilateral and bilateral agencies, and also technical assistance 
to the accounting function, but ultimately the successes are a result of this political backing.   

204. However there are problems in budget execution. A lack of planning for procurement, 
and shortages of cash in the first half of the financial year have often meant that expenditures 
are bunched in the latter half of the financial year.  However most crucially, the budget still 
remains an unreliable tool for implementing policy at the central levels, as there are 
significant budget revisions, across votes and within votes.  Constant upward revisions to 
budget allocations means that agencies have the incentive to bid for increases in budgets 
during the financial year rather than maximise efficient use of budgeted resources.   

Reporting 

205. There have also been significant improvements in monthly fiscal reporting at the 
central levels, again facilitated by the introduction of IFMS, and supported by the legislative 
reforms.  This fiscal report is usually available within 5 days of the end of each month.  
However, to date, progress has been made at the central and not the local level, and this 
central reporting is limited to financial performance of votes, and does not provide 
information by function or programme.  Nor does not it cover performance information, 
although information is provided on priority expenditures.  In future efforts should be made 
to present budget performance by function and programme, as this will enable closer tracking 
of budget performance in relation to policy objectives.   

206. Although the reporting is impressive, it is unclear what effect these reports are actually 
having.  These reports need to be used to hold spending agencies to account for their 
performance.   Thus far, reporting and performance based budgeting initiatives have been 
technocratic, and the emphasis on management accountability needs to be emphasised in 
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future.   Financial reporting should be accompanied by agency reports on the achievement of 
targets set out in the MTEF. A mechanism for public discussion of that performance is 
required as well as a clear delineation of roles amongst the central agencies and the 
Parliamentary committees so as to ensure that performance is properly scrutinised.  Only if 
agencies begin to be held accountable for their budget performance relative to objectives, will 
incentives to perform change. Unfortunately it appears that the heavy emphasis on 
accountability to the PRBS agencies through the PAF may be undermining attention to 
internal systems of accountability. 

Public Financial Management in Local Governments 

207. As hinted throughout this section, progress at the local level is, understandably, behind 
that of central government.  Efforts are underway to improve the local budgeting situation by 
introducing the MTEF process to local governments, however this will need to ensure that it 
fosters strategic decision making by council, rather than a technocratic costing exercise.  
From 2004/5 the local and central government financial years have been harmonised, and the 
move to a formula based grant system should enable the issuing of indicative grant ceilings to 
local authorities. 

Table 4.2:  Audit Opinion for Local Government Authorities 

 FY99 FY00 FY01 FY02 

Clean 10 16 19 20 

Qualified 51 23 52 68 

Adverse 51 75 42 27 

Accounts not Prepared   3 3 

Report Missing   1  

Total 112 114 117 117 

208. Accounting capacity within local 
authorities is weak, although 
weaknesses are being addressed 
through the roll-out of the IFMIS, 
which has reached 32 out of the 114 
local authorities, with a plan to role 
out to an additional 30 during the 
2004/5 financial year.  Nearly all 
accounts are submitted on time, and 
Audit Opinions for Local 
Governments give indications that the 
situation is improving with adverse 
audit opinions declining. 
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209. Local Government 
reporting is fragmented, 
reflecting the multiple 
sources of budget funding. 
Quarterly reports are required 
to be provided to central 
government and the finance 
committees of local councils  
by law, and this appears 
generally to be done. 
However, a recent study of 
decentralisation in Tanzania 
found:   

“no evidence that 
reports were used for 
managerial decision-
making. Analysis of 
performance against 
budget was rarely done, 
and when it is done no 
action is taken to 
address the cause of 
deviations.  The 
accuracy of financial 
information is quite 
low, rendering financial 
information 
unreliable.”32

Box4.2 :  Local Government Financial Management 

210. Basket funds and 
projects have separate 
reporting requirements to line 
ministries. This fragments 
accounting, and emphasis on 
reporting to the centre 
undermines the capacity and 
incentives for local 
administrators to report to 
their council and respective 
sector committees. 

Source: Steffensen et al 20004 

                                                 
32 Steffensen et al, 2004, “A comparative Analysis of  Decentralisation in Kenya, Tanzania and Uganda – 

Tanzania Case Study” p 103 
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4.4.2 Public Sector and Local Government Reform 

211. Alongside public financial management reform, the GoT has embarked on an ambitious 
process of public sector and local government reform, with an aim to build a more efficient, 
effective and responsive public service.   

Public Sector Reform  

212. The Public Sector Reform Programme has components focusing on performance 
improvement, restructuring, and pay reform.  Central to the whole reform programme is the 
performance improvement component, which aims to orient government agencies towards 
results.  Ministries have been carrying out service delivery surveys, and preparing strategic 
plans.  Client charters have been prepared as well as performance appraisal and M&E 
systems.  

213. This is supported by the restructuring of government ministries and the formation of 
executive agencies.  Ministries are supposed to be left with a pure policy role whilst arm’s 
length executive agencies implement those policies.  Permanent secretaries have been signing 
performance agreements with their respective ministers.  Under SASE, salaries of selected 
key staff were increased and pegged to targets set out in the pay reform strategy, with a view 
to attracting and retaining quality staff.  

214. On paper all these initiatives are fully consistent with the approaches to new public 
management; however it is difficult to see how these instruments are changing the way the 
Government of Tanzania does business.  In particular, for the core functions of the Presidents 
Office - Public Service Management, the core mode of business appears to remain the same.  
For example the modalities for managing the payroll and deciding the size of the 
establishment remain the same and are not well linked either to the MTEF/ budget 
management process nor to the process of developing ministerial strategic plans.  The Public 
Sector Reform Programme is, to a degree, running in parallel with budget reforms.  Although 
initiatives in the FY2006 budget preparation cycle are being taken to link the MTEF and 
strategic planning process, the processes really should be one and the same.  The budget is 
key to performance management arrangements, as it is through resource allocations and 
delegation of power over resources that results can be achieved.  Overall, there is a sense that 
the public sector reform programme is generating outputs and attaining its performance 
targets, but that there has been limited progress in the overall drive towards a government 
oriented towards performance. 

Local Government Reform 

215. The Local Government Reform Programme has been supporting the implementation of 
decentralisation for several years, and has a aimed at strengthening fiscal decentralisation, 
human resource autonomy and legal harmonization.  The LGRP was established in  1998 to 
support the implementation of a new decentralisation process, which was kick-started through 
the abolition of the Regional Development Directorates. Over 1999 – 2004, the LGRP  has 
been relatively successful in upgrading the skills of local governments, and in promoting the 
development of a new grant system and the restructuring of local governments.  

216. However, as we have pointed out there has been no shift in the relative share of 
resources towards local governments, and although basket funds have led to an increase in 
operational and development funding, they have also reduced the autonomy local 
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governments have over resources.  The 2002 Public Service Act, which inter alia, centralised 
the appointment of District Executive Directors represented a backward step in the devolution 
of human resource management. The decentralisation of staff management functions has been 
repeatedly postponed and several local governments have reported that their proposals for 
staff retrenchments, developed as part of their restructuring plans, have been blocked at the 
central level by PO-PSM.  

217. Overall,  the overriding sense is that the political enthusiasm for decentralisation that 
was apparent in the 1990s has died down somewhat.  As Steffensen et al state: “Ultimately 
the success of the Policy on LG reform hinges on clear political support.  The policy changes 
in a (possible) revision of the Public Service Act will constitute a barometer of such support.  
The flexibility in the new transfer system that will be allowed to local governments…is 
closely related.” 

218. Despite this, the local authority administrative staff interviewed in Morogoro 
Municipality did point to positive roles that councillors were beginning to play in ensuring 
accountability in service provision – for example the social service committee discussed 
schools’ performance.  Similarly there appeared to be constructive involvement in decisions 
over where to build schools.  However these are examples from a supportive council.  Staff 
were equally ready to admit that in rural districts, such local accountability would be more 
difficult, and many councils were not as supportive as theirs.    

Instrumentalism 

219. What is evident in the field of both public service and local government reform is that 
the programmes – the instruments - are doing well on their own terms – producing the 
envisaged outputs in their log-frames.  However the sense is that stakeholders are happy to 
focus attention on these programmes, rather than ensure that the attitudinal changes behind 
the reforms are actually achieved.  Successful implementation relies on individuals within 
specific institutions, and has yet to become systemic across government. 

4.4.3 Few Widespread Changes in Intra Government Incentives 

220. Earlier in our analysis, it was pointed out that the impression with respect to service 
delivery was ‘more of the same’, rather than increased attention to the key constraints on the 
quality of service delivery.  For example, the bulk of new teachers are still appointed to local 
governments centrally.  This does not address a key problem in service provision – how to 
recruit teachers in remote rural areas, where large-scale vacancies remain a major problem33.  
Similarly, the bulk of agricultural extension services remain supply driven, and are not 
responsive to the demands of farmers.  There is a real danger that expansion in the scale of 
service provision, if issues of quality are not addressed, will be followed by a collapse in 
demand for those services. 

221. However there was evidence that some initiatives are being undertaken which will help 
address the incentives for service providers to perform their functions.  This includes the 
anecdotal evidence from Morogoro Municipality that councillors were taking an interest in 

                                                 
33  On the other hand, under the new Public Service Act, recruitment has been decentralised to the immediate 

employer. In the case of teachers, this will be the District Executive Director. 
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education and agriculture services.  Similar positive messages were given about the training 
being provided to school management committees on their roles and responsibilities, which 
should help reinforce client power.  There was also evidence that teachers had received 
training on lesson planning and financial management.  Publication of disbursements in the 
press, combined with receipts by local government also helps in reinforcing local 
accountability.  Lessons need to be learnt from such stories of success – where accountability 
and client power is being reinforced - and strategies developed on how to roll out successes, 
to address demand side issues of service delivery. 

222. What the analysis has shown is that there has been significant upgrading of technical 
capacity in central agencies, such as the Ministry of Finance and the Accountant General’s 
Office and in central ministries.  Donor technical assistance has contributed to this upgrading 
of technical capacity – various examples of TA can be cited, which have resulted in 
significant improvements in agency capacity, and the policy environment.    

223. However, with the exception of the accounting function, ultimately there has been little 
change in the underlying incentives facing spending agencies, and lines of accountability 
remain weak.  Factors such as the lack of a challenge function in the budget process, the fact 
that public sector reforms are not strongly linked to the budget process, and the lack of a firm 
commitment to devolution have tended to blunt the incentives to improve the effectiveness of 
resource allocation and the efficiency of service delivery.   

224. The change of internal incentives is the major challenge for the future. It may be that 
the reforms highlighted here will begin to bite and change incentives gradually but a stronger 
and more consistent political commitment would appear to be needed. Although financial 
resources have been made available to support these objectives through GBS, through 
common basket funding (for the LGRP, the PEDP and the Health Sector Development 
Programme) and through project support for public sector reform, none of these mechanisms 
of dialogue has to date succeeded in promoting effective and sustainable improvements to 
internal incentives.  

225. One might hypothesise that the use of multiple channels of dialogue to promote 
improvements is itself part of the problem. This may be true but we would lean to the view 
that the influence of Development Partners in this area is necessarily limited. It is 
quintessentially a reflection of domestic political interests and of the difficulty of carving out 
a consistent policy when faced with the powerful lobbying strength of key interest groups, 
such as teachers’ unions and Central Government civil servants anxious to retain their 
influence, and National Members of Parliament worried about a potential loss of influence in 
their constituencies in the face of devolution to LG councils. The team were told that one of 
the driving forces behind the initial enthusiasm for decentralisation came from complaints 
made by village leaders to CCM officials during the 1995 election campaign that local level 
services needed to improve. It would seem that more sustained and powerful ways of 
transmitting this message need to be found.   
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Have intra-government incentives and capacities been strengthened?    
 
• There have been major efforts to strengthen public expenditure management systems, and 

capacity.  The two areas where there has been most progress in terms of capacity is 
macroeconomic planning and financial management.  The PER, the CFAA, and the IMF’s 
Public Expenditure Management Annual Assessment and Action Plan (APP) all document how 
systems have improved over  time. 

 
• Probably the most impressive achievement has been the establishment of the IFMS and, with it, 

the upgrading of the process of financial control, accounting and reporting. 
 
• Official reporting lines are increasingly respected, and timely reports produced, but reports 

themselves remain of little consequence as they are rarely used in management decisions over 
service delivery nor in holding spending agencies to account. 

 
• The public sector reform and local government reform programmes are achieving their 

immediate objectives, as programmes, but they do not appear to have delivered systemic 
changes in incentives for service improvement. 

 
• At the central level there appears to be little strengthening of performance incentives, although 

there is some anecdotal evidence that local accountability and client power has been improved 
in some local governments. 

 
Why, why not? 
 
• Donor financed technical assistance and capacity building has helped upgrade the technical 

capacity of central agencies in many aspects of government and undoubtedly the increased 
importance of budget support has brought the question of financial management under scrutiny. 

 
• Nevertheless, it was the political importance given to strengthened financial management 

which drove the reform process, ensured careful attention to the quality of appointments within 
the Accountant General’s department and guaranteed an adequate level of budgetary priority. 

 
• Unfortunately, the lack of challenge in the budget process, combined with a continued 

domination of project funding in the development budget, and inadequate fora for challenging 
budget allocations and actual budget performance, means that incentives have changed little. 

 
• A lack of political drive behind the public sector and local government reform, combined with 

undue focus on the programmes rather than the wider reform has contributed to the lack of 
widespread change in incentives. 

 
• It may also be that the heavy attention given to the PRBS/ PRSC Performance Assessment 

Framework and to the PRGF conditions has diverted attention away from the informational, 
technical and institutional requirements for building an effective performance oriented culture. 

4.5 Democratic accountability 

226. GBS has permitted an increase in the overall level of budget spending, and in particular 
in the availability of discretionary resources. From a situation in the mid 1990s in which 
political decisions over the budget could have only a rather limited impact on its overall 
direction – due to the high proportion of expenditure pre-committed to debt servicing, salaries 
and other such items, the level of discretion now available to Cabinet and Parliament is 
unprecedented in Tanzania. Where ten years ago, a Parliamentarian was more likely to secure 
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resources for his constituency by wooing donors and international NGOs, decisions over the 
national budget have now assumed real significance. Has this had any impact on the ways in 
which Parliamentary scrutiny over the budget takes place? Has it promoted a greater interest 
in the budget by civil society and the media ? Have there been improvements in the quality of 
budgetary information or in the transparency with which it is presented? We now turn to 
these questions.           

4.5.1 Parliamentary scrutiny over the Budget   

227. Our analysis of this question has been very partial but we have seen no evidence to 
suggest any significant change – for better or worse – in the quality of budgetary scrutiny34. 
Parliamentarians are responsible for approving the budget estimates but it is at the committee 
stage prior to the tabling of the budget before the full Parliament that changes can most 
effectively be made. The Finance & Economic Affairs, Social Services and Infrastructure   
Committees are responsible for this screening of the budget and, although it is reported that 
the quality of this process is improving, it is also acknowledged to be rather weak.  

228. There are a number of factors militating against effective scrutiny by these Committees 
or indeed by Parliament as a whole: 

• Firstly, as we pointed out above, the structure of budget documentation is complicated 
and does not facilitate proper scrutiny35. 

• Secondly, Parliament intervenes relatively late in the budget cycle and does not have 
very much time for this process. 

• Thirdly, the extent of understanding of budgetary and public expenditure questions 
amongst Parliamentarians is relatively limited.  

229. There have been various initiatives to provide training to Parliamentarians and to 
strengthen the operations of the Parliamentary Committees. Often these have involved 
external technical assistance and the Parliamentarians with whom we spoke expressed their 
general satisfaction with this support36. Notwithstanding this favourable reaction, our 
judgement is that the degree of attention which has been focused on the question of 
Parliamentary scrutiny is simply not commensurate with its importance. More attention is 
needed to the training and sensitization of Parliamentarians as well as to the quality and user-
friendliness of the budgetary documentation and presentation structure.    

                                                 
34  Frantz (2004) gives a fuller review of the literature and reaches conclusions consistent with those of the 

evaluation team. 

35  On the other hand, the information presented to the Parliamentary Committees is in a more user-friendly 
format than the Budget Book itself. Proposed allocations to the ministries reviewed by each Committee are 
presented in the MTEF format and include a covering memorandum. 

36  One of the reasons why this training was not effective in the past was due to the requirement to rotate the 
membership of these committees. The Speaker has recently accepted a recommendation that committee 
members should remain for five years, subject to re-election as MPs, where appropriate. 
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230.  The timetabling and sequencing of Parliamentary inputs into the budget is another area 
where significant improvements could be made. We would argue that Parliamentarians are 
not involved early enough in the budget cycle.   Effective budgetary processes tend to have 
two distinct stages, with political involvement at the end of each of the two stages.  The first 
phase is the strategic phase, at which inter-sectoral and agency ceilings are agreed and fixed, 
on the basis of their contribution towards the achievement of high level policy objectives, 
often with a medium term perspective.  The second stage is the preparation and approval of 
detailed budget estimates. A carefully structured budget calendar would allow for Cabinet 
involvement at the end of each of these stages, with an Information Note on Cabinet 
decisions on the first stage tabled with Parliament so as to facilitate their scrutiny in the 
second detailed stage.   

231. In Tanzania the two phases are distinct, in theory, but have in practice become blurred.  
The Budget Guidelines, representing GoT’s budget strategy and providing medium term 
allocations, are endorsed by Cabinet but not always formally approved.  Often, timing 
constraints require their distribution to spending agencies before Cabinet has approved them. 
This means that there is no clear political approval of the sectoral or agency ceilings, before 
they are distributed.  As  a result, spending ministries often make budgetary submissions 
which are not consistent with  the Budget Guidelines. Ministers will also introduce changes 
and additions at the time of final Cabinet approval rather than at the stage of approval of the 
Budget Guidelines. Hence, there are often substantial differences in ceilings between the 
Budget Guidelines and the budget estimates.   

232. Similarly there are significant budget revisions during the financial year, made through 
reallocation warrants, that are approved by the Minister of Finance.  Therefore, although 
Parliament approves the budget, the fact that it is usually revised significantly after their 
approval, effectively undermines their role.  

4.5.2 Scrutiny of audit reports 

233. The Public Accounts Committee and the Local Authorities Accounts Committee have 
responsibility for scrutinising and responding to audit reports by the CAG. These committees 
are also notoriously weak and in need of training. However, it is also reported that even when 
audit reports are clear in their recommendations, the PAC often fails to use the powers 
available to it to insist on corrective actions. Two reasons were advanced for this:     

• Firstly, the mechanism of enforcement of PAC decisions is through the Paymaster 
General (Permanent Secretary to the Treasury), acting on behalf of the Minister of 
Finance. Apparently there is some lack of clarity in the legal basis for this, for which 
an amendment to the Public Finance Act is now planned. 

• Secondly, and more importantly, within a Parliament in which government has a large 
majority, it is difficult if not impossible to have a sufficient number of opposition 
members within the PAC to ensure that it acts independently of the Executive37.  

                                                 
37  Parliamentary regulations require the Chairs of the PAC, the LAAC and the Finance & Economic Affairs 

Committee to be from the Opposition. However, problems arise when opposition parties do not reach the 
threshold level of 20 seats. At present, out of these three, only the Chair of the Public Accounts Committee is 
from the Opposition. 
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234. This second problem is one that affects any government with a large majority operating 
within a Westminster-based system. In the UK, the Speaker reacted to this potential problem 
through a sensitization course for PAC members and the senior members of the Executive 
(notably the Chief Whip and his office) on the legal and statutory responsibilities of PAC 
members. In Tanzania, it has also been proposed to open PAC and LAAC hearings to the 
public and the media. The PFMRP envisages an amendment to standing rules to permit this to 
happen in June 2007. We would suggest that the sooner this can be done the better. 

4.5.3 Inputs by civil society and the media 

235. An additional dimension of democratic accountability is the extent to which civil 
society and the media are able to play a useful watchdog role over budgetary decision 
making. Although civil society can only play a strictly secondary role in relation to 
parliaments and local government assemblies, the situation in Tanzania has shown more 
positive developments in this area. In particular, over the past ten years there would appear to 
have been some significant strengthening of the capacity of NGOs, faith-based organizations 
and other agents of civil society38.  

236. A significant development in this process was the establishment of the NGO Policy 
Forum as an umbrella body for promoting policy debate and awareness amongst NGOs and, 
where appropriate, for generating joint policy positions on issues of importance to its 
members.  This Forum was established after NGOs were invited for the first time to 
participate in the 2001 Consultative Group meeting. NGOs themselves realized they were ill-
prepared for effective participation in such meetings and created the NGO Policy Forum as a 
response. The high levels of consultation which surrounded the initial drafting of the PRS had 
already brought NGOs more actively into the policy debate and the advent of GBS/ PRBS 
does not appear to have been influential in this process. 

237. The opening of the PER process to NGO involvement has been significant in 
promoting NGO policy input and in strengthening policy capabilities. Again this  pre-dated 
the PRBS. By contrast, the regular use of public expenditure tracking surveys, the publishing 
of budget expenditure releases in the press and the posting of quarterly expenditure reports on 
the MoF web-site were all initiatives which were mainstreamed as a result of the dialogue 
surrounding the PAF. 

238.  Notwithstanding the capacity improvements which have been made, one needs to take 
a sanguine view of the real potential for influence which NGOs and civil society hold. While 
they do appear to have had a significant influence on the PRS and on strategy formulation 
processes at the sector level (especially in education and health) , there are no concrete 
examples of NGOs being able to challenge and alter resource allocation decisions taken 
within the budget process.       

                                                 
38  In the remainder of this section, we use the term “NGOs” as an umbrella term for the full range of the 

agencies of civil society, including faith-based organisations, academia and the media. 
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4.5.4 Accountability to Donors, not to Parliament and Civil Society 

239. We have pointed above, in the context of the PRS and the PRBS, to specific instances 
where Development Partners have presented  requirements for transmission of information or 
for stakeholder consultation and where these appear to have assisted the exercise of domestic 
accountability. However,  there are signs that donor behaviour, and demands for 
accountability may actually be undermining the role of domestic accountability.   One of the 
observations made by civil society, was that an increasing proportion of policy 
documentation was being prepared in English, and generally in technocratic, complicated 
English, and not in Kiswahili.  This suggests that government is reacting to the demands of 
donors rather than domestic constituents. This was the case for the PRS, where it was the 
NGO Policy Forum who organized the translation  of PRS1 into Kiswahili, and distributed it. 
The lack of attention given to making budget documentation user-friendly may also perhaps 
be symptomatic of the same trend.  For the moment, we simply identify this as an issue for 
further investigation but note that the 2004 PER external evaluation (World Bank, 2004b) 
also warned of this trend. 

  Is democratic accountability increasing?  
 
• There appears little evidence of Parliament’s scrutiny of the budget improving significantly 

since the expansion of discretionary funding in the budget.  It is made difficult, due to the way 
budget estimates are presented and as a result of the structure of the budget calendar. 

 
• Some technical assistance has been provided to the different parliamentary committees and on 

the whole this seems to have been well received.  
 
• On the other hand, we would judge that this is unlikely to have a significant impact in the 

absence of a concerted effort to improve the transparency of the budget structure and 
presentation and to develop a more strategic and Parliament-friendly budget calendar. 

 
• There are signs that the capacity of the Tanzanian NGO community is strengthening with 

regard to policy questions, although doubts remain over the depth of this capacity and over the 
ability of NGOs to genuinely challenge decisions over resource allocation. 

 
• There are worrying signs that government is making efforts to satisfy donor demands at the 

expense of timely and user-friendly information for Tanzanian democratic institutions. 
 
• At the local government level expanded financing is seen as an opportunity for reinforcing 

local accountability, and local management arrangements, however the benefits are likely only 
to be being realised in councils with adequate capacity.   
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5 OUTCOMES, IMPACTS AND MONITORING 

5.1 Introduction 

240. This chapter is devoted to the outcome and impact levels of the evaluation framework 
(Levels 4 and 5). The outcome level is concerned with the consequences for the wider 
economy and society of any improvements in the efficiency, effectiveness and accountability 
in the country’s public sector. The impact level refers to the progress made by the country in 
improving the conditions of life of poor people as a result of the observed transformations in 
the economy and society. 

241. At all levels, the evaluation task has involved both identifying patterns of continuity or 
change, and assessing questions about attribution of these patterns to particular causes. At the 
outcome and impact levels, however, the problems of attribution have to be given relatively 
more attention. It is often the case that the broad facts about levels and kinds of change are 
reasonably well established and familiar, either from the government’s routine-reporting and 
poverty-monitoring systems, or on the basis of informal common-knowledge. It is almost 
always much more difficult to say exactly why changes have occurred or not occurred.  

242. Because attribution is invariably difficult at these levels, there is also another relative 
shift in the focus of the evaluation – from reflecting on what the evidence tells us to 
considering the quality and relevance of the evidence on which it is possible to draw. This 
leads to questions about the suitability of the existing institutional arrangements for 
monitoring and learning about the causal linkages that are being relied upon to convert the 
financial and policy-process benefits of PRBS into improvements for poor people. The main 
focus, obviously, is on the PRS and the mechanisms for learning and accountability provided 
by the PRS monitoring system. 

243. The evaluation framework directs attention to five types of Outcomes which general 
development theory suggests would be likely transmission mechanisms from public spending 
and policy improvements (Outputs) to poverty reduction (Impacts). These are: 

• The creation of a stable macroeconomic environment, conducive to private 
investment and economic growth. 

• An improvement in the quality of services delivered to the public, particularly in the 
delivery of pro-poor services and in the targeting of those services to the poor. 

• Effective assumption by government of its role as a regulator of private initiative, so 
that business confidence is enhanced, along with the equity, efficiency and 
sustainability of the economic growth process. 

• Provision, by an effective and accountable government, of a framework ensuring 
justice, law and order and respect for human rights. 

• Appropriate public actions to address market failures, including those arising out of 
gender inequalities. 

244. The chapter proceeds in the following way. First, we summarise the evidence on trends 
in different indicators of poverty over the last decade, that is, we reverse the usual order and 
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consider the Impact level first. Then we consider briefly the main thrust of the available 
evidence under each of the Outcome headings. We consider both the forward and the 
backward linkages – that is, we assess the degree to which the noted changes or continuities 
seem likely to be part of the explanation of the poverty-impact trends; then we consider what 
relationship this has with our earlier findings about changes in Outputs at Level 3. Finally, we 
examine to what extent the existing PRS monitoring arrangements have helped us to shed 
light on these issues. This leads into a discussion and recommendations on what might be 
done to improve the performance of these arrangements. 

5.2 Poverty impacts 

245. Poverty and poverty reduction are multi-dimensional, as recognised by the Tanzanian 
PRS. The different dimensions of poverty reduction are measurable to very different extents. 
Household income levels and certain proxies for human development are relatively easy to 
report in principle, whereas dimensions of social exclusion and empowerment rely on 
impressionistic or anecdotal evidence. We begin with what is in principle measurable. 

5.2.1 Income poverty  

Table 5.1: Consumption Data from Household Budget Surveys 1991/92 & 2000/01 

  
Mainland 
Tanzania 

Dar es 
Salaam 

Other 
urban  

Rural 
areas 

% Below Basic Needs Pov. Line     

1991/92 38.6 28.1 28.7 40.8

 (2.1) (2.8) (5.0) (2.4)

2000/01 35.6 17.6 25.8 38.6

 (1.6) (2.7) (2.2) (2.0)

Consumption per Adult Equivalent     

Mean, 1991/92 10223 11161 12445 9820

 (290) (410) (842) (326)

Mean, 2000/01 10880 15944 13536 10060

 (250) (779) (487) (273)

Ratio (00/01) to (91/92) 1.064 1.429 1.088 1.024

Gini Coefficient     

1991/92 0.33 0.30 0.34 0.33

2000/01 0.34 0.34 0.35 0.32

Notes: All figures shown as calculated from Household Budget Survey data. Standard errors in parentheses.  

Source : URT, PHDR 2002 as reproduced in Demombynes G. and Hoogeveen, J. (2004).  
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246. We do not know enough about income-poverty trends to serve well the purposes of this 
evaluation, because the latest survey data are for 2000/01. However, it does not appear from 
the best available data that the incidence of income poverty fell significantly between 
1990/91 and 2000/01. This was the central finding of the first Poverty and Human 
Development Report, using the results of the 2000/01 household survey (NBS, 2002). Slight 
improvements in the incidence of income poverty are recorded but it was only in Dar es 
Salaam that the measured change was statistically significant, reducing the proportion of 
those in poverty from 28 to 18 per cent. Table 5.1 presents the data. 

247. There are no major exogenous factors to be taken into account in interpreting this 
finding (e.g. recurrent famine or war). However, we do know that per capita GDP fell in the 
early 1990s – due largely to two successive drought years in 1992 and 1993 and to poor 
macroeconomic management. Clearly this will have had a significant impact on the changing 
poverty profile up to 2000/01. Recent years have seen higher levels of growth, averaging 
nearly 6 per cent p.a. over the past three years. It is therefore quite plausible that poverty first 
increased during the period of economic stagnation that ended in 1995 and only declined 
once rapid growth was achieved in the second half of the decade. Consequently, recent 
growth has reduced poverty, even though the change observed between the two surveys 
shows only a very small net drop in the proportion who are poor. 

Chart 5.1 Likely patterns of Poverty change 1992 - 2002 
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Source: Demombynes G. and J. Hoogeveen, 2004. 

248. A set of poverty simulations in Demombynes and Hoogeveen (2004), prepared as part 
of the analytical work for the World Bank Country Economic Memorandum support this 
view. Under a variety of scenarios, the simulations imply that poverty rates have followed an 
inverted U-pattern, increasing to over 40% in 1994 and then dropping to below 36% in the 
2000/01 survey. The only alternative explanation is that inequality rose so as to prevent 
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higher growth from reducing poverty. The 2002 PHDR reported signs that income inequality 
had been growing with the Gini co-efficient rising from 0.33 to 0.34 (URT, 2002: 7-10) but 
this would not be sufficient to outweigh the poverty reduction effect of growth unless the 
pattern of inequality also showed a drop (i.e. an improvement in equity) from 1992 to 1994. 
This is not plausible and therefore the authors conclude that it is very likely that poverty 
across mainland Tanzania has declined since 1994. Chart 5.1 shows the preferred 
simulations. 

249. However, low GDP growth in the early 1990s does not explain the differential 
performance of Dar es Salaam and other areas of the country. The obvious explanation is that 
while real GDP growth per capita has been significant and rising in recent years, the structure 
of this growth has been unfavourable to the poor. Mining and tourism have both been 
dynamic, helping along with aid to fuel capital-city growth. However, agriculture and other 
widely spread rural activities have not yet increased substantially their rates of growth. 

250. This is a serious limitation. It is in agriculture and closely related activities that the bulk 
of the poor gain their living. About 87 per cent of both the poor and the extremely poor live 
in rural areas, while less than 3 per cent live in Dar es Salaam (NBS, 2002: 81). Agriculture is 
where the poverty-reducing linkages from trade-related growth are strongest (MIT, 2004: 11-
13). Thus, unless the changes in the economy and society of Tanzania that are being 
supported by the PRBS programme are such as to stimulate improvements in both the pace 
and the structure of growth, they are unlikely to impact significantly on poverty. 

251. Should we therefore be confident that the next Household Budget survey will show a 
very much improved pattern? Aggregate growth is increasingly encouraging, and both the 
IMF and the World Bank now believe that that current growth rates are close to the levels  
that would be necessary to meet the MDGs for Tanzania39. Demombynes and Hoogeveen 
(2004) present a simulation which shows that annual GDP growth for mainland Tanzania as a 
whole will need to reach 5.1 per cent to achieve the MDG target, assuming no increase in 
inequality and no change in the population growth rate. The IMF Article IV Report of 2004 
gives an optimistic prognosis, suggesting that achieving GDP growth of 5% in a drought year 
(2003) shows a growing resilience in the economy. The PRGF macroeconomic framework 
projects 6 – 7 per cent annual growth. 

252. The Demombynes and Hoogeven simulations are quite sensitive to changes in 
inequality or in population growth rates40. For example,  an increase in the Gini coefficient to 
0.36 would require a compensating increase in growth rates to 5.5 %. Can such rates be 
consistently achieved over the next ten years? How will the economy react to external shocks 
or natural disasters? Our judgement is that the weight of evidence is not yet sufficient to be 
confident that the Tanzanian economy has shifted to a higher growth trajectory which is 
sufficiently robust to hit the MDG targets. 

253. Moreover, the salient feature of the poverty and growth patterns of the last ten years is 
not one of steady nation-wide declines in poverty but one of highly unequal growth.  National 

                                                 
39  MDG targets are interpreted as a reduction by half from 1992 levels in both urban and rural poverty by 2015. 

40  Chart 5.2 shows the GDP growth rates that would be needed under alternative population growth rates and 
inequality scenarios. 
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accounts data show that significant economic activity is found to be clustered around Dar es 
Salaam and a few other regions. The annual survey of industrial production shows a 
concentration of industrial activity (manufacturing, mining & quarrying) in virtually the same 
regions, notably Dar es Salaam, Arusha, Kilimanjaro, Mwanza, Morogoro, Tanga and 
Mbeya. Other indicators also confirm this pattern. For example, revenue collection records 
kept by the TRA reveal that in 2003/04 about 85 percent of total tax revenue region-wise 
came from Dar es Salaam alone. Electricity consumption by region also mirrors the 
concentration of economic activity. (World Bank, November 2004.)  

254. There are few signs that the sectoral pattern of the growth has started to change, so that 
the rural poor begin to participate in a significant way. Had it been possible to structure 
public policy so as to achieve more even growth over the late 1990s, then a clear-cut national 
reduction in poverty would already be visible. If current and future policies could be directed 
at achieving a change in the regional and sectoral structure of growth, then Tanzania would 
not simply achieve its MDGs for poverty reduction but substantially surpass them. 

Chart 5.2 Required GDP Growth rates to meet MDG targets for poverty reduction 
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5.2.2 Human and social development 

255. With respect to human development impacts, we face the same problems with time 
lags, as the 2002 census is not yet analysed and a Demographic and Health Survey is taking 
place in 2004. But there are reasons for being soberly realistic about what is likely to have 
been happening. Infant and under-five mortality rates, which improved between 1960 and 
1985, appear to have stagnated for the whole period since the mid-1980s, with any changes 
falling within the margin of statistical error. Mother-to-child transmission of HIV is 
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considered to be one factor explaining the lack of improvement. Even so, the limited progress 
in these key indicators of well-being is quite striking. 

256. The national data on HIV prevalence suggest no tendency to prevalence stabilisation, 
and an increase in the gap between male and female infection rates over the years to 2001. 
Life expectancy estimates based on these figures continue to decline year by year. Non-
representative data from sentinel sites indicate some positive changes in the very high malaria 
prevalence in response to recent campaigns. The outputs from vertical health programmes 
dealing with child immunisation and tuberculosis treatment also give some limited grounds 
for optimism about impacts over recent years (URT, 2003: 30, 31-33, 142). However, it is 
quite probable that the overall picture of health conditions in the country remains poor. 

257. In respect of education, there have been clear improvements in access and in enrolment 
rates but it is not clear that these improvements at the outcome level have translated into 
clear-cut improvements in educational status. There are few good measures of impact, but 
one of the closer proxies, the proportion of primary-school enrolees who are not able to 
complete Standard 7 is still as high as 30 percent, with only modest improvements in recent 
years. There are reasons for thinking that while enrolments have increased dramatically, the 
quality of education remains disturbingly poor. Secondary education still benefits very few, 
and in a way that is inequitable in gender and other terms (URT, 2003: 17-26; Cooksey and 
Mamdani, 2004: 12-26). 

258. While income and human-development indicators remain unfavourable, it may be 
unrealistic to expect any noticeable changes in the degree to which there is reduced social 
exclusion, less vulnerability or more empowerment among poor people. The methods used to 
describe these poverty dimensions are not very sensitive to changes over the kind of time 
period that is relevant. Nonetheless, the recent data set out in the 2003 PHDR, drawing on the 
PPA and other sources are clear enough in suggesting that nothing has yet happened to bring 
about a step change in the quality of life of the majority of Tanzanians. 

5.2.3 Overview of impact trends 

259. In brief, what we know and may reasonably surmise about the impact trends suggest 
that Tanzania is not yet on a path of definite and sustained improvement. How much of this 
state of affairs is due to the fact that not enough has yet changed at the outcome level? In the 
following sections, we suggest that most of it may well be attributable to this. Although 
outcomes are showing signs of improving, the improvements are mostly recent and not yet 
sufficiently dramatic or comprehensive from the point of view of poverty reduction. 

5.3 Macroeconomic stability and the enabling environment 

260. At the outcome level, the improvement in the macroeconomic situation has been the 
most significant success story of the last decade. From a situation in the mid 1990s of 
stagnating growth, double-digit inflation and unsustainable levels of foreign and domestic 
borrowing, GDP growth has now averaged just under 6 % p.a. for the last three years, 
inflation is  below 5 % and borrowing has been reduced to comfortably sustainable levels.  

261. This has had important knock-on effects for the overall business environment. This can 
be seen in the high rate of credit growth to the private sector, which has been growing at 
double digit rates since 1997 and in the steady increase in Foreign Direct Investment, which 
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has now reached an annual average inflow of US $300 million per year, 3 per cent of GDP. 
These developments have in part been prompted by the ongoing programmes of privatization 
and financial sector reforms but have also contributed to the success of those programmes. 
Within the financial sector, this has resulted in a steady narrowing of the interest spread 
between lending and deposit rates, from 18.4 % in 1997 to 11.4 % in 2003, broadly 
comparable to the levels in Kenya ( 12.4 %) and Uganda ( 9.1 %).  

262. There remain concerns about the pattern of growth, which has been concentrated 
predominantly in the mining and service sectors, whilst the agriculture sector in particular has 
lagged. On the other hand, the fact that GDP growth of 5.6 per cent was achieved in 2003/04, 
despite the drought may be evidence of an increasing resilience of the agriculture sector. 
Certainly, the IMF Article IV mission of August 2004 took this view and are projecting 
growth rates of 6-7 % p.a over  2004/05  - 2006/07.  

What has been the contribution of GBS ?  

263. The restoration of macro-economic stability over 1996 – 2000 was essentially the result 
of a strong political commitment to support a cash budget-based system of expenditure 
control and a strict monetary policy. Nor were the government too hasty in expanding public 
expenditure, as the initial regime of austerity began to pay dividends. As resources became 
more readily available in the late 1990s (due in part to improved revenue control and in part 
to MDF disbursements), the reduction of the stocks of domestic debt and payments arrears 
was given a high priority.  

264. The Government received support from the IMF, initially through ESAF and later 
through PRGF facilities. Without doubt the careful tracking of the macroeconomic position 
and the ongoing policy dialogue which this permitted facilitated the good conduct of 
macroeconomic policy but the credit for this success must rest squarely with Government. 
What was the contribution of GBS to this process? 

265. The resources made available – initially through MDF and then through PRBS and 
HIPC – permitted the reduction of the stocks of debt and arrears to be completed relatively 
quickly and without placing undue stress on expenditure programmes. In the post 2000 period 
the contribution was essentially in the form of discretionary budget resources which 
permitted sharp increases in social spending, while maintaining a prudent fiscal position. In 
the absence of such resources, it would have been impossible to meet the expanding recurrent 
cost commitments – for teachers’ salaries, for road maintenance, for medicines, without a 
significantly higher level of deficit financing.  

266. The policy dialogue around the PAF supported and encouraged the fiscal stance taken 
by Government, just as technical assistance and capacity building helped to strengthen the 
organizations responsible for economic management. On the other hand, these contributions 
would have to be seen as distinctly secondary in importance in relation to the increased flow 
of discretionary resources brought by GBS. 

Has GBS had any unintended negative macroeconomic effects ? 

267. Is there any evidence that the high levels of budget support and external assistance as a 
whole  had any unforeseen negative consequences ? There are two potential problems: 
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 The possibility of “Dutch Disease effects” due to increases in aid flows41 – through 
GBS or other modalities – which increase the availability of foreign exchange and 
therefore lead to an appreciation in the real exchange rate. To the extent that this 
serves to reduce the competitiveness of the export sector, forcing its contraction, then 
a “Dutch disease” effect can be said to have been generated42. This becomes 
particularly serious when such effects persist over the medium to long term, 
undermining the growth potential of the export sector and hence the ability to move 
away from an aid dependent situation. 

 Problems of monetary sterilisation. The monetary effect from increased government 
spending from GBS foreign exchange inflows can be sterilized either by Central bank 
sales of foreign exchange reserves to the domestic market (which appreciates the 
nominal exchange rate) or by sales of Treasury Bills to the domestic market (which 
drives up interest rates). Central Banks will normally undertake some combination of 
these measures with a view to maintaining inflation within a targeted range. The 
balance of the measures is chosen so as to minimise the level of volatility in inflation, 
interest rates, and the exchange rate. If lumpy GBS flows prompt a lumpy response43, 
then this will increase the level of volatility, generating potentially high economic 
costs. If a gradual conversion of GBS foreign exchange can be achieved, this is less 
likely to present a monetary sterilisation problem. 

268. In relation to the “Dutch Disease effect”, the IMF estimate that the real exchange rate is 
currently close to its long term equilibrium level. (IMF, Article IV, 2004) However, the 
period under study has been characterized by a somewhat erratic appreciation of the real 
exchange rate from 1995 to 2001, followed by a steady  depreciation thereafter. (ibid.) In 
short, the pattern would appear to be poorly correlated, if not counter-cyclical, with respect to 
aid flows; so clearly there are other factors – such as fluctuations in imports due to mining 
and other investments, which have over-ridden the impact of changing aid flows. 

269. Nevertheless, it is clear a priori that the real exchange rate would have been more 
favourable to exporters (and other producers of tradable goods) in the absence of aid. It 
therefore remains relevant to ask whether the benefits of aid – in higher levels of public 
infrastructure and services – are likely to be greater than the costs to the tradable goods 
sector. In Tanzania, where the level of public good provision and the level of public 
infrastructure capital are almost certainly substantially below their optimum levels, it seems 
very unlikely that these costs would exceed the potential benefits. Moreover, the structural 
impediments to exports – due to marketing constraints, financial sector deficiencies and 
transportation problems, are probably more important than the price constraints.       

                                                 
41  It is important to note that Dutch Disease effects are not specific to budget support and may arise from any 

aid modality. 

42 The name derives from an analysis of the effects of North Sea oil and gas production on the Dutch economy. 
The increased foreign exchange earnings led to a real exchange rate appreciation which in the short-term 
undercut the competitiveness, and the growth, of the traditional export sectors.  

43  Other aid modalities might also generate lumpy flows, such as large-scale infrastructure projects or major 
humanitarian relief operations; but it is more common with budget support. 
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270. The monetary sterilization problem is potentially of more significance and is more 
relevant to GBS because of the lumpiness of the foreign exchange flows which it typically 
provides. Our analysis of the monthly series on nominal exchange rates, interest rates and the 
CPI provided by the Bank of Tanzania for March 2001 to June 2004 does not show any very 
significant ‘spikes’ or short-term volatility in any of the three series. This suggests either that 
the sterilization requirements were modest in relation to the normal flow of monetary 
operations or that some “stock-piling” of the foreign exchange reserves of government has 
been undertaken in order to smooth the foreign exchange flow. Such “stock-piling” is a 
perfectly normal aspect of monetary management and need not present problems so long as it 
does not constrain the planned rate of spending. 

271. Discussions with the BoT did reveal some latent concerns over the extent to which the 
Government might allow them to pursue a foreign exchange “stock-piling” strategy in the 
future. A potential problem arises because the first quarter of the fiscal year, in  which PRBS 
agencies have been asked to front-load their disbursements, co-incides with the quarter in 
which tourism earnings are generally highest, already generating significant inflows of 
foreign exchange. In the first quarter of FY2005, significant stock-piling of PRBS foreign 
exchange did take place, although the nominal exchange rate was also allowed to increase. In 
practice, the finance available to government substantially exceeded expenditure needs so 
stock-piling was not problematic. If government was to start front-loading spending in the 
expectation of PRBS receipts, this might no longer be possible.  

272. This simply illustrates the fact that Government’s cash-flow planning should take 
account of both fiscal and monetary concerns and should be done in close coordination with 
BoT. However, we should stress that to date there is no evidence of unintended negative 
macroeconomic consequences arising from PRBS flows in Tanzania. 

5.4 Quality of public services, especially pro-poor services and targeting 

273. What is known about trends in public service delivery over the last ten years helps to 
explain why the poverty impacts have been limited. The relevance of this type of factor is 
clearly much higher for the human-development impacts than for income-poverty. Although 
not negligible, the role of public services in creating conditions for pro-poor economic 
growth is small relative to other factors such as infrastructure and the incentive environment 
for business and trade. We therefore review the education and health trends at some length, 
and those for agriculture very briefly. 

5.4.1 Education 

274. In respect of public education, the large increases in enrolments since the 1990s have 
already been noted, as have the concerns about the poor quality of the education that is being 
provided, especially in the less accessible rural areas. Because educational impacts are not 
normally measurable, we have relied on intermediate proxy measures such as enrolments and 
survival rates in our review of human-development impacts above. These are strictly 
speaking outcomes, meaning that we have already, in effect, given an account of the 
limitations of the recent expansion in terms of improved outcomes. 

275. In the field of education, the ‘backward’ linkages to the outputs of the GBS programme 
are strong – in the sense that both the achievements and their rather substantial limitations are 
policy-related. Although social and economic conditions among the poor provide plenty of 
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obstacles to educational improvement, sector specialists believe there remains considerable 
scope for improving results by improving policies – i.e. the way the available resources are 
managed. In other words, if with the help of budget support, the policy processes and 
management systems of the education sector could be made more innovative, further gains in 
terms of outcomes and impacts would be very likely. 

276. It is quite difficult to back up this proposition with hard data, beyond the kind of 
numbers suggesting inefficient allocation of spending that we have already used. It is also not 
easy to specify precisely what management innovation would be expected to work well under 
Tanzanian conditions. Sector specialists no doubt have their suspicions, but there is no ready 
source of information of what has worked and not worked in the past. It is relevant to the 
broader topic of PRS monitoring arrangements as well as to the analysis of education-sector 
performance to ask why that is the case. However, we postpone this topic to section 5.9. 

5.4.2 Health 

277. As we have seen, we know enough from survey sources to surmise that recent impact 
trends in health present quite a grim picture. On the other hand, the routine facility-based data 
provided by the Ministry of Health – which in principle should provide some indications on 
why this is the case – are generally considered incomplete and unreliable. This means there 
are considerable gaps in our understanding of such matters as whether utilisation of services 
has increased or not since the late 1990s44; how it differs from place to place; how the referral 
hierarchy between categories of health unit is working; what the distribution of usage is 
between private and public providers; and what the effects of the patterns of user charges and 
exemptions might be expected to be. 

278. Since these are the raw material for considering some of the most critical issues in 
health policy, this is quite serious. It is made more serious by the fact that evidence from non-
routine, survey sources tends to indicate major underperformance in health facilities, 
especially where the poor are concerned. It is sufficient to mention one crucial pair of 
measures. Once again, these figures relate to the 1990s but combine with other information to 
indicate that optimistic assumptions about recent trends would not be warranted.  

279. The DHS and TRCHS data indicate that the proportion of births that took place in a 
Health Facility declined between 1991 and 1996 and again to 1999, from 53 to 47 to 44 per 
cent. The proportion of births attended by a skilled health worker declined during the same 
years from 44 to 38 to 36 per cent. The position was much worse in rural than in urban areas, 
and much better for the richest quintile of the income distribution than for the rest of the 
population. The inequities increased during the 1990s (URT, 2003: 41-2). AIDS deaths have 
no doubt contributed substantially to the staffing problems that are one of the factors behind 
these worrying statistics. However, even after taking into account this and other resource 
constraints, it seems clear that more could be achieved with better management. 

280. The suggestion that there has been some recent improvement in health outcomes under 
particular vertical programmes, or at sentinel sites where special activities have been 

                                                 
44   MoH statistics record an increased use of health facilities but it is perfectly possible that this is simply the 

result of increased recording. There have, however, been increases in vaccination rates – a statistic where 
recording problems were less present in the past. 
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undertaken, is worth a comment in this connection. This might suggest that Tanzania is 
wrong to be headed down the path leading first to a SWAp and then to health system support 
through the budget, and might benefit from falling back on older models where the 
management problems are more easily handled. That conclusion would be at least premature, 
however. What sentinel-site results may indicate is the general truth that service-delivery 
problems do respond to intensified attention and management. They do not necessarily point 
the way to a different general approach, as vertical programmes tend to succeed at least in 
part by taking resources and management attention away from other parts of the system. 

5.4.3 Agriculture 

281. The PHDR reports that there is no information available on trends in access to markets 
or satisfaction with the agricultural extension services now provided on a decentralised basis 
by districts. This is regrettable. However – as we shall suggest about the outcome-level data 
gaps more generally below – it is not just an information problem. The lack of data is 
indicative of a shortage of well-considered and actually implemented policies for promoting 
improved market access and advisory services. 

282. In any case, it needs to be recognised that there are bigger constraints on agricultural 
growth than government services, including taxation, barriers to entry to the markets that link 
producers to the world economy and transport costs. Several of these – including the limited 
but important progress that has been made in addressing barriers to entry – are discussed in 
the next section, as they are not agriculture-specific. Others are discussed later under removal 
of market imperfections. 

5.5 Business confidence, and the equity, efficiency & sustainability of 
growth 

5.5.1 Investment climate 

283. The investment climate for the private sector has been improving, as a direct result of 
government policy changes. There is no doubt that this improves the prospects for significant 
poverty reduction in the longer run. Limitations include the fact that many of the most 
significant changes are extremely recent, and others take the form of commitments to act in 
the future. 

284. A World Bank Survey of 2003 comparing Tanzania to four other countries (Uganda, 
Kenya, India and China) showed that Tanzania’s manufacturing firms, though ahead of 
Uganda, are still behind Kenya, China and India in terms of productivity, human resource 
development and exporting. The study revealed that barriers to enterprise operations and 
growth continue to raise concern. It did not undertake an inter-temporal analysis of the 
situation. However, other information suggests that in the past ten years considerable 
progress has been made to improve the investment climate for private sector operations. The 
high improvement index that has been recorded in recent Africa Competitiveness Reports is 
one such indicator. 

285. It is no mystery why signs of improvement are appearing. The investment climate has 
been a major subject of interest in an expanding public-private sector policy dialogue. The 
Tanzania National Business Council (TNBC) and other forums such the CEOs’ Club and 
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Investors’ Roundtables have been the focus of intensified dialogue between government and 
the private sector. The TNBC is now an institution made up of 40 members, 20 being selected 
private sector representatives and 20 being public sector representatives appointed by the 
President of the United Republic of Tanzania with a functioning Executive Committee, 
Working Committees with their Working Groups and a Secretariat. The Council is chaired by 
the President.  

286. The new public-private sector dialogue has contributed to achieving mutual 
understanding on strategic issues for promoting growth, competitiveness and social equity. 
The institutionalisation of the dialogue has helped to nurture and promote trust between the 
public and private sector. The TNBC has functioned as a forum where partners jointly review 
critical socio-economic issues as well as constraints arising from the regulatory or operating 
business environment for business and make recommendations. 

287. In this context, progress has been made in addressing several issues that figure 
prominently among the concerns of budget-support donors as well as the private sector. They 
include land regulation, the tax regime, labour regulations, business licensing and broader 
issues affective the business climate. 

Improved land-related regulation  

288. Inadequacies in the Land Act 1999 have been identified with respect to collateralisation 
and foreclosure as well as availability of land for investors. In consultation with the private 
sector, the Land Act has been reviewed and changes approved by government. The new Land 
Act, 2004 provides for improved clarity of property rights and facilitates securitisation of 
land. It facilitates the mortgage industry and streamlines procedures for real estate 
transaction. Another problem relating to land is the problem of premises for new and 
expanding businesses. In this respect, good progress is now being made to establish a land 
bank to ease the problem of accessing land by investors. 

289. The drafting and presentation to parliament of amendments to the Land Act was a Prior 
Action, printed in bold in the PAF and to be completed by March 2004 as a disbursement 
condition for the World Bank component of the PRBS programme (i.e. the PRSC). A 
strategic and capacity-building plan for implementing the Land Act and the Village Land Act 
were policy actions in the PAF for the period ending November 2003. This could be 
interpreted as a success for the element of traditional ex-ante conditionality in the agreement 
around the PAF. However, it is probably reasonable in this case to see the progress as 
reflecting the fact that that the moves benefited from both a reasonably high level of 
government commitment and the strong encouragement of  the PRBS Development Partners. 

Improved tax regime 

290. Tax collection and administration issues have raised concern as barriers to private 
sector operations. Specific reference has been made to the multiplicity of taxes, high tax rates 
and problems of tax administration. The Task Force on Tax Reform, which comprises 
members from the public and private sectors, has been a most important institutional 
mechanism for addressing problems associated with the tax regime. Tax rates have been 
revised downward and progress has been made in terms of rationalisation and simplification 
of the tax regime. Local government taxes and levies have been rationalised with priority on 
eliminating nuisance taxes. Tax relief has been introduced in investments on land preparation 
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for agriculture, Research and Development and capital equipment in agriculture (Budget 
Speech by the Minister for Finance, June 2004).  

291. The harmonisation and rationalisation of local government taxes and levies were 
further World Bank prior actions in the PAF, Again, this could be interpreted as a success for 
the element of traditional ex-ante conditionality in the agreement around the PAF. However, 
the government’s real position on this issue may not be too different from that of the DPs. 
This probably contrasts with the position on elements of agricultural policy (below). 

Access to finance 

292. Access to finance has been rated as a serious problem in terms of high interest rates and 
a wide spread between lending rates averaging at 13.5% (Budget Speech by the Minister for 
Finance, June 2004) and low deposit rates at 2-3%. According to the World Bank Survey of 
2003, some 58% of enterprises reported that high interest rates were a major problem, while 
48% of enterprises reported that access was the main problem45. Only 16% of investments are 
financed by loans from financial institutions compared to 32% in Kenya. The real interest 
rates are comparable to those prevailing in Kenya and Uganda but significantly higher than 
those prevailing in China and India. Small enterprises are more disadvantaged in respect of 
access to finance and the interest rates they face are higher because of perceived risk and cost 
of administering loan processing.  

293. Access to finance is being facilitated by progress in financial sector reform and 
increasing competition in the sector following liberalisation. For small businesses, the 
problem is likely to be reduced after putting in place a micro finance policy, legislation and 
regulations which are also expected to enhance access to agricultural credit and to credit for 
SMEs. Access to finance is expected to be enhanced by two other developments. First, an 
SME credit guarantee scheme has been established and draft regulations have been prepared 
for the operationalisation of the guarantee scheme. Second, an export credit guarantee scheme 
has been established with the objective of increasing and broadening exports.  

Labour regulations 

294. The recognised problems here include cumbersome procedures for investors to access 
skilled labour, multiplicity of licences and rigid labour laws deemed inconsistent with 
private-sector-led development. However, a new labour policy has been formulated and 
labour law reform has been initiated, Phase I of which has been completed. 

295. The revised Labour Act has been approved by government. Phase I legislation has been 
completed covering Employment Relations, Collective Labour Relations, Dispute 
Revolutions and Labour Market Institutions. Phase I led to the Employment and Labour 
Relations Act, 2004 and Labour Institutions Act, 2004. The Employment and Labour 
Relations Act, 2004 has provided for core labour rights, and frameworks for collective 
bargaining and for the prevention and settlement of disputes. It has also established 
fundamental rights and protections relating to child labour, forced labour and discrimination. 

                                                 
45  The preliminary results have been reported in “Investment Climate Assessment: Improving Enterprise 

Performance and Growth in Tanzania.  World Bank RPED. August 2004. 
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296. Phase II commenced in August 2004. In the meantime, follow up on implementation of 
Phase I recommendations is in progress and action is being taken on several fronts. Some of 
these are: the Establishment of the Labour Economics and Social Council, Commission for 
Mediation and Arbitration, Convention of Labour Court as a division of the High Court of 
Tanzania, establishment of Essential Services Committee and established of Sectoral Wage 
Council. Simplification of procedures for engaging foreign experts has also to a large extent 
been achieved. Time for processing residence permits for foreign experts has been shortened. 

297. Taken together, these measures have transformed the legal environment governing 
labour relations and employment in Tanzania. The new labour and employment laws are 
meant to allow a more efficient labour market while also guaranteeing decent work. Labour 
law reform is prominent in the PAF, and as above the resulting dialogue on these issues may 
have helped to accelerate introduction of legislative reforms. 

Power 

298. Many enterprises (59%) rated power as a serious problem compared to the situation in 
Kenya, Uganda and China. Reliability of power was rated high with enterprises reporting 
losses of about 5% due to outages and surges compared to 3% in Kenya and none in Uganda 
and China. The problem of high tariffs was recorded as more serious for large enterprises 
since the rates had been designed to subsidise small consumers. Recently the tariff rates have 
been revised downward especially for large consumers of electricity. The concessioning out 
of electricity management and water and sanitation infrastructure management has aimed at 
improving the efficiency of these utilities. This, too, should enable higher growth to be 
achieved in the future. 

5.5.2 Improvements in Business Licensing 

299. Concerns have been expressed for many years about the multiplicity of licences and 
delays that are associated with the processing of licences under legislation dating from the 
early 1970s. However, now the business licensing system has been reviewed in consultation 
with stakeholders. The aim has been to enhance both transparency and efficiency, by linking 
licensing to the regulatory function and delinking from revenue collection and control.  

300. The reformed business licensing regime is one where registration is mandatory but 
simplified. Businesses with a turnover of more than shs. 20 million pay a licence fee of only 
sh. 20,000, while for smaller businesses no licence fee is charged. Under the recent Business 
Licensing Act, a licence is now issued once when a business is first registered and not every 
year. Improvements have been recorded in terms of shortening the period processing 
registrations of businesses from several months to five days. 

301. This is a very long overdue change that should make a significant difference to the 
general business climate and help to reduce the barriers to entry that have characterised key 
sectors for poverty reduction such as agricultural marketing. An important question, 
therefore, is why it has now taken place, about 30 years after the last legislation on the 
subject. It may not be possible to give a clear-cut answer, but it is clear that this is a policy 
action that is both a PAF action expected to be undertaken by November and a matter of 
strong interest to both the Ministry of Industry and Trade and President Mkapa. 
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5.5.3 Agricultural marketing and subsidies 

302. Crop Boards are being reviewed with a view to limiting their functions to regulatory 
activities and removing the conflict of interest that is built into their current legal status. This 
is one of the issues of great importance to improving agricultural growth about which there is 
surprisingly little public discussion. The issue has been strongly targeted for attention by the 
World Bank and the EC, with a joint Crop Boards review recently being completed. Building 
on the results of this review, Government approval of a strategy to reform two crop boards is 
an indicative PAF Prior Action for March 2005. However, it is not so clear that there is a 
strong political support for the process. The outcome therefore remains to be seen.  

303. An opposite example – a policy that has been pursued on purely government initiative, 
– is the selective reintroduction of input subsidies for food crops in the Southern Highlands 
regions. The subsidy was initially a short term measure to respond to the food crisis in 
2003/2004 season.  However, the stakeholder consultation which preceded the drafting of 
PRS 2 identified targeted input subsidies as a potentially useful instrument in the reduction of 
food based poverty and hence this was retained  as a policy within PRS 2. The initiative 
contradicts the results of many research studies over the 1980s and 1990s, which pointed to 
the distorting effect of such subsidies for the creation of sustainable agricultural input and 
product markets and underlines the range of interests cuurently driving agriculture sector 
policies – a factor no doubt contributing to the lack of a coherent agricultural policy. 
Arguably, the fact that agriculture policy dialogue lies mainly outside of the scope of the PAF 
may be a factor contributing to this lack of coherence.   

5.5.4 Corruption 

304. Corruption was ranked as the fifth most serious problem for private enterprises making 
them incur an additional cost of about 10% in bribes (World Bank Survey of 2003). The 
government continues to implement the Anti-Corruption Strategy but the level of corruption 
remains a serious concern to private sector enterprises. It is not clear that donor dialogue in 
the framework of PRBS has been any more effective than previous efforts to exercise 
influence on this issue from the outside. More to the point, the commitment of donors to 
passing more funds through the budget does not appear to have prompted any increase in 
parliamentary or interest-group pressure on the government to take more vigorous steps. 

305. In the next five years a more comprehensive programme of improving the business 
climate is to be implemented. A multi-sectoral Business Environment Strengthening for 
Tanzania (BEST) programme has been endorsed by Government of Tanzania. It is to be 
funded by a common basket through the Ministry of Finance and administered by the 
President’s Office – Planning and Privatisation. 

306. Formulated with the involvement of both public and private sector stakeholders and 
development partners, the BEST programme will continue to reduce the cost of doing 
business by easing controls and administrative constraints on private sector operations and 
improving public service delivery to the private sector. The BEST programme has three main 
objectives: creating an enabling environment, increasing the competitiveness of Tanzania’s 
products and services in the international markets and fighting poverty by increasing 
Tanzania’s Gross Domestic Product (GDP). It has five components: better regulation, dispute 
resolution, enhancing capacity of Tanzania Investment Centre, changing the attitude of public 
servants and private sector advocacy. 
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307. The BEST programme has been launched and a CEO for Better Regulation Unit (BRU) 
has been appointed. Its work plan is now under implementation. Since it is not being funded 
by a budget allocation and was not designed as part of the strategic plan or budget/MTEF 
submission of any sector or cross-sector group, anything that BEST achieves will not be 
attributable to improvements in policy processes assisted by budget support. On the contrary, 
it will reflect favourably on what has been essentially a SWAp approach. In this respect, the 
relevant thing to watch in the coming years will be the relative costs and benefits of BEST 
activity compared with the legal and procedural changes announced in recent budget 
speeches and listed above. 

5.6 Justice, law and order and respect for human rights 

308. The degree to which institutional changes supported by PRBS are helping to give 
Tanzania more effective and accountable government is a matter to be judged on the basis of 
this chapter as a whole. In this section, we discuss the progress made in delivering justice, 
law and order and respect for human rights. Again, the main finding is about significant 
recent progress, the broader impacts of which will be felt largely in the future. 

309. The justice and human rights protection has been addressed by almost all the legal 
reforms of the last few years. Improvements in the administration and human rights are being 
made in the context of a legal reform programme which aims to enhance the efficiency and 
effectiveness of courts and to build the capacity to cope with the demands of a market 
economy. Actions have been taken to improve management efficiency and quality in the 
administration of justice. The recruitment and promotion of magistrates is now handled in a 
more transparent manner by an appointments committee. Training of court administrators is 
being done at the Institute of Judicial Administration, which was established in year 2000.   

310. The legal reform programme is reported to have enhanced the capacity of the Law 
Reform Commission of Tanzania for more effective legal research and review on the legal 
framework. One result of this capacity is the publication of a revised Tanzania Laws (2002). 
Awareness of the laws has been enhanced through radio and television programmes. 

311. The independence and objectivity of investigation and prosecution has been improved 
following steps taken to streamline and civilianise the system. Initiatives have been taken to 
speed up court cases by establishing Case Flow Management Committees at all levels of 
courts from Primary Courts to High Court. These have not functioned very well so far. 
However, they are currently being revitalised. In addition, alternative dispute settlement 
mechanisms were established in October 2002 to speed up settlement of civil disputes.  

312. Specialisation of functions within the court system has been recognised. The 
Commercial Courts were the first to be established to speed up business-related cases. These 
Commercial Courts have improved the time within which commercial cases are concluded. In 
order to reach medium-sized enterprises the threshold of cases it handles has been reduced 
from sh. 20 million to sh. 12 million. The Employment and Labour Relations Act (2004) 
provides for mediation and arbitration procedures by providing opportunities to both 
employers and employees to present views and grievances before the court. The 
establishment of Juvenile courts is a recognition of the special requirements of administering 
justice to juveniles. An action plan to develop juvenile justice has been formulated. A Land 
Division was established in May 2003, to specialise in handling land related cased.  
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313. Action taken to improve respect for human rights include the establishment, equipping 
and staffing of an independent Commission on Human Rights and Good Governance. In 
addition, human rights training needs for magistrates and state attorneys have been 
recognised. 

314. All the aforementioned legal reforms have aimed at enhancing human rights and 
administration of justice. These reforms are recent and have been rather slow. The state of 
human rights and administration of justice is still a matter of great concern. There are still 
inordinate delays in resolving disputes and dispensing justice, large backlogs of both criminal 
and civil cases remain. The majority of citizens still lack awareness of their basic rights, 
cannot afford the services or do not have confidence in the integrity and fairness of the legal 
system. Nevertheless, a start has been made, during the period that concerns this evaluation 
and under the influence of the same political and social factors that have improved the 
management of the economy. 

5.7 Policies to address market failures, including gender inequalities 

315. As previously argued, policy-development for the agricultural sector has been slow and 
somewhat inconsistent. In the absence of a strong policy line, government has found it hard 
to find its way to correcting key market failures, such as those affecting agricultural 
marketing and input supply, while remaining true to its policy stance of leaving agricultural 
entrepreneurship to the private sector and avoiding market-distorting interventions. Several of 
the particular inconsistencies have been discussed in the section on the business environment. 
Others are treated in the necessary detail in Mitchell and Baffes (2002), Cooksey (2003), 
Chapter 6 of the PHDR (URT, 2003) and MIT (2004). 

316. These are complicated and controversial issues, but we take the view that Tanzania has 
some way to go before policy conditions will be right for the agricultural revival the country 
needs. The comparative sluggishness of agricultural growth, and the consequent absence of 
significant rural poverty reduction, reflects this particular weakness as well as the fact that the 
efforts to improve the general business environment are all rather recent. On the other hand, it 
would not be reasonable to attribute this to the limited effects of the budget-support 
programme. Because of the preference of the principal donors to agriculture of project and 
sector-support modalities of assistance, agricultural policy has tended to be insulated from 
any improvements in policy making that have taken place through the budget process. 

317. Market failures and other economic costs arising from the unequal distribution of 
wealth and power between men and women form an important topic under this heading. This 
is reflected in the PRS 2 Cluster Strategy for achieving sustainable and broad-based growth. 
PRS 2 is unusually specific on this point, calling for review and amendment of laws that are 
discriminatory against women in respect of access to assets, including in particular the 
Inheritance Act and the Marriage Act. However, there are no deadlines, as there typically are 
in the PAF, and the plea to the Ministry of Finance to sustain efforts on the Gender Budgeting 
guidelines is rather wishful. The PAF, on the other hand, has little to say about gender 
(contrast with the current Uganda PRSC matrix). This would appear to be an area in which 
the PAF would benefit from borrowing from the PRS.  
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5.8 Overview of performance at the outcome  level 

318. This last observation, about gender legislation and assets, illustrates rather neatly four 
observations that may be made about the whole of the above review of outcome trends: 

 The record of change is mixed, with the evidence suggesting limited improvements in 
key areas of service availability and quality, which might otherwise serve to widen the 
poverty impact of economic growth.  

 Macroeconomic conditions have unquestionably improved, and reforms in key areas 
affecting future economic performance are now taking place, at what seems to be an 
accelerating pace. If this can be sustained, the prospects in the future will be 
substantially better than they are now. 

 Many of the most important positive shifts seem to stem from the combined influence 
of two factors, the policy concerns of the present government and the stimulation of 
policy action by processes of interaction between government and donors, especially 
in the context of PAF reviews. That is, the benefits arise directly from the quality of 
the policy dialogue around the PAF, rather than indirectly (as suggested by the 
Evaluation Framework) from improvements in domestic policy processes. 

 In a few areas, the lack of improvement in domestic policy processes is notable, and 
highly damaging to the prospects for poverty reduction. Agriculture is the obvious 
example. However, this is precisely a sector that has been insulated from the changes 
at the centre, around the slowly improving budget process, that PRBS seems to be 
contributing to. To some degree, the same argument may apply to Health and 
Education. Until these areas of policy making become principally responsive to the 
budget process, the ability of PRBS to stimulate improvements in them will not have 
been tested. 
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What have been the impacts measured by the country’s poverty monitoring 
system? 

• The most recent data for income-poverty suggest significant improvement only in 
Dar es Salaam. While this mostly reflects change during the 1990s, there are few 
indications that rural poverty is now being comprehensively addressed. 

• Even though access to services has clearly improved, at the impact level, human-
development indicators show a striking lack of improvement, leaving little basis 
for speculating that poor people have been socially included or empowered. 

Have there been improvements in outcomes? 

• The improvements in macroeconomic management achieved over the past decade 
represent the principal  success story at the Outcome level. Growth rates now 
average close to 6 % pa, inflation is less than 5 % and there is a sustainable debt 
position and a manageable fiscal deficit. This, combined with privatisation and 
financial sector reforms, has significantly improved the environment for private 
sector investment, with private sector credit having grown at double digit rates 
since 1997 and FDI now averaging US $ 300 million per year (3 % of GDP). 

• Apart from the large quantitative expansion of primary education, service 
provision and targeting of the poor appear to have advanced little, for reasons that 
are policy-related but not well understood. This largely explains the impact 
findings for human development. 

• The business climate and other influences on growth prospects have improved 
recently, but too recently to have influenced the impact trends. Key changes 
correspond both to presidential policy commitments and prior actions in the PAF.  

• Justice-sector reform has gathered pace, but again the bulk of the change is quite 
recent. 

• In agricultural policy there has been less consistency and less action than on the 
business climate as a whole, despite the PAF. Market failures have not been 
effectively addressed.  

• Overall, the record on GBS outcomes is rather mixed over the relevant period, 
making the immediate prospects for accelerated poverty reduction rather modest. 
Prospects in the longer run may be better, if current policy trends are continued. 

• The most significant recent policy actions seem to have stemmed from the 
coincidence of presidential and donor concerns, rather than from institutionalised 
improvements in the policy process as suggested by the Evaluation Framework. 

• On the other hand, key areas on non-improvement – notably agriculture – are 
sectors that have been somewhat insulated from the changes at the centre 
connected with budget support and the PAF monitoring process. 
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5.9 Monitoring and the monitoring system 

319. In this section, we move from assessing outcomes and impacts, to assessing the 
evidence-base on which such arguments can draw, and the system that has produced it. The 
question we are addressing is no longer: what are the linkages, between the budget support 
programme and its intended results? Instead, we are interested in the arrangements for 
monitoring these linkages. The issue is: do these arrangements allow us to track whether 
government’s policies – particularly those in the PRS, which are the focus of PRBS – are 
being effectively translated into outcomes and impacts? 

320. This is an important question from several points of view. First, a ‘feedback loop’ of 
information on the implementation of government policies is an essential element in the 
effort to develop a performance orientation in government. Monitoring information 
potentially serves both accountability and policy-learning purposes within government. 
Second, information about results has a critical role in developing government accountability 
to parliament and other national stakeholders. Thirdly, the existence of a robust national 
monitoring system is one of the main preconditions for a genuine alignment of donor 
procedures behind country policies and systems, such as is required by the 2003 Rome 
Declaration. 

321. There are several ways we might approach the question. One is to treat it as a largely 
technical matter to do with quality data-production and the efficient administration of data-
analysis and utilisation of evidence in policy making. The other is to focus on the institutional 
arrangements that govern the degree to which these technical dimensions operate in practice, 
particularly by the way they structure the incentives of the different actors who make up the 
monitoring system. We take the second approach, not because the technical and 
administrative questions are unimportant, but rather because the difficulties that arise at this 
level are more often than not symptoms of deeper problems. It is important that any 
recommendations we offer are based on an analysis of the underlying causes, and not just 
their consequences. 

322. We begin with a rapid review of the difficulties the evaluation encountered in putting 
together an account of how the outputs of the budget-support programme have affected 
outcomes and impacts. Then we itemise the various strong and weak points of Tanzania’s 
PRS monitoring system (PMS), as discussed with stakeholders or documented in studies and 
discussion papers. In our view, the descriptive analysis that this generates is still dealing with 
symptoms rather than causes. We argue, therefore, that the search for solutions at this level is 
likely to be fruitless. In particular, the problems that are currently afflicting the PMS do not 
have their origin in the design of the PMS, and re-jigging those arrangements will not solve 
the problems. 

323. The next step is to identify where the real problems and solutions are to be found. On 
this basis, we make some recommendations on the way forward that may be of use in the 
upcoming review of the PMS as well as in the continuing discussion on the PAF. 

5.9.1 How good are the data? 

324. The evaluation was hindered by data problems of two quite different kinds. With 
respect to poverty impacts, the limitations were to do with the time-scales on which these 
kinds of changes can be sensibly and affordably measured, and not to do with the set-up of 
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the monitoring system. Indeed, with partial exceptions,46 Tanzania can now count itself quite 
well served in terms of the generation of comparable data on impacts, while the analysis of 
those data by the Research and Analysis Working Group set up under the Poverty Monitoring 
Master Plan is rightly considered one of the successes of that plan. From the point of view of 
the evaluation, the problem was that the impacts measured by the most recent surveys did not 
correspond to the period that was of most interest. 

325. As regards the outcome level, the problems were about statistics or other information 
that might have been expected to be available but were not. The gaps were different across 
the sectors. The PHDR reports the general view that the statistics collected by the Ministry of 
Education and Culture from schools are reasonably complete and reliable. However, we 
relied on these data to give us proxies for educational impact. There was not much else that 
could be said about whether the education sector is managing its resources as well as it could, 
by relevant standards. We were unable to find through the PRSP Annual Progress Report 
(APR) or other outputs of the PMS whether better policy thinking is leading to better sector 
management, and whether the Ministry has remained ‘on track’, year by year, in taking the 
required steps. 

326. In Health, the situation was worse. Good, but slow-moving, impact data are provided 
by the DHS, the HBS and the census, but information becomes very patchy and unreliable 
when we move to the outcome level in order to try to explain the impact trends. The principal 
problem here is with the routine reporting that forms the basis of the Health management 
information system. The data collected are reckoned to be incomplete and unreliable by 
sector specialists, very likely because of the weak incentives that facility-based staff have in 
delivering timely and accurate reports. Sentinel-site operations have compensated for this 
deficiency to some degree in recent years, but they provide non-representative statistics and 
sometimes reflect the results of particular interventions (URT, 2003: 46). At least one large 
sentinel-site project (the Adult Mortality and Morbidity Project) has recently come to an end 
without being adopted by the Ministry of Health. 

327. In Health, therefore, the problem is not just that there is no clear tracking of sector 
policy implementation, but that some of the most elementary information about sector 
outputs and outcomes is missing. This sector-specific scandal is part of what stakeholders 
consider something of a crisis in the whole routine-data area of the PMS, the remit of the 
Routine-Data Working Group established under the Poverty Monitoring Master Plan. 
Another dimension of the crisis is duplication and resulting waste and over-load. 

328. In Education, several different authorities within the sector collect data from schools. 
The current situation is that schools are also reporting some of the same information to the 
monitoring system of the Local Government Reform Programme, supervised by the 
President’s Office (PO-RALG). Overlap between the LGRP and line-ministry monitoring is 
characteristic of the routine reporting system nationwide. This means that staff employed by 
the different information systems are being deployed in a wasteful fashion. It also means that 
the providers of information in the facilities are being overloaded with reporting obligations. 

                                                 
46  The most significant exception was the lack of a genuine impact measure for education. As noted in the 2003 

PHDR (URT, 2003: 28), there is a need for research studies that go beyond examination pass rates to 
investigate levels of learning achievement and success in the labour market, using an international 
comparative standard. 
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Rarely are they compensated by having access to or use of the analysed data, although the 
LGRP aims to make possible a limited degree of local analysis for local planning purposes. 

329. Before leaving the topic of data gaps, it is worth noting that in discussing the enabling 
environment for poverty-reducing growth, we made frequent reference to the PAF and almost 
none to the monitoring of the PRS. This is, no doubt, partly a reflection of the fact that the 
first PRS was not very focused on measures to promote poverty reduction through growth. 
However, there are some more straightforward reasons why the PAF may have appeared 
more relevant, relating to the type of change that is focused upon in the PAF and dealt with 
unsystematically at best in PMS outputs such as the APR. 

5.9.2 Current proposals for reforming the PMS 

330. Current proposals for addressing the troubles in the routine-data area and other 
difficulties with particular areas of the PMS revolve around adjustments in the management 
of the hierarchy of committees and technical working groups that was set up under the 
Poverty Monitoring Master Plan (PMMP; URT, 2001). Considered ambitious at the time it 
was set up, the PMMP has had some successes, including the output of the Research and 
Analysis Working Group. However, several snags have arisen with various of the other 
components. 

331. Some of these relate to the role and location of the Dissemination, Sensitisation and 
Advocacy Working Group, an innovative idea but one that has disappointed many observers 
(Samji and Sampson, 2003). Others concern the management of the survey programme by the 
Surveys and Censuses Working Group, which is chaired by the National Bureau of Statistics. 
Some observers see the programme as still heavily donor-driven, with the executive-agency 
status of the NBS tending to enhance its tendency to become over-extended, rather than 
protecting its programme from disruption. However, a more serious challenge has been 
posed, almost from the outset,47 by the functioning of the Routine-Data Working Group. Over 
a number of years, this group has largely failed to deliver the coordination of routine data 
collection that is the core of its mandate. 

332. The PMS review is expected to focus on these problems in the PMMP structure and 
several related issues. A number of proposals are on the table, including inviting different 
officials or departments to take responsibility for convening particular groups, and possibly 
merging others. 

333. A ‘Strategy for the Rationalisation of Routine Data Systems for Poverty Monitoring’ 
(PO-RALG/VPO, 2004) was discussed and agreed in October by a reasonably well-attended 
meeting of the Routine-Data Group. This document is very ambitious in some respects, 
proposing funding for capacity-building in data collection and use down to the 
village/neighbourhood level, within a fully integrated system coordinated by PO-RALG. It is 
rather less clear-sighted about the feasibility and desirability of eliminating duplication. 
Following a February workshop, a high-level meeting of decision-makers from the Ministry 
of Health in August 2004 agreed a formula for harmonising the health indicators in the HMIS 
and those in the Local Government M&E System. However, this agreement too was 

                                                 
47  Rønsholt (2003: 25), citing a report of 2001. 
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accompanied by a bid for additional resources from the Poverty Monitoring System (i.e. the 
Poverty Eradication Division (PED) in the Vice-President’s Office) to enable the RDG to 
carry out its capacity-building programme. 

334. Not all of the proposals under consideration are directed towards tidying up the 
technical working groups. The overloading and understaffing of the PED/VPO, given its 
simultaneous responsibility for coordinating the PRS process and managing its monitoring, is 
also very much on the agenda. UNDP and other donors who have supported the Division 
since its inception are concerned at the continued absence of a workable exit option. Plans to 
absorb the donor-funded staff into the civil service have been much discussed and are fraught 
with difficulty. 

335. Other agenda items include the frequency of the Poverty and Human Development 
Report, which has run through two annual editions so far. The product is good but the 
frequency is excessive for the relatively analytical content. The burden of producing the 
report is also one of the reasons why the Research and Analysis Group feels that its self-
generated research priorities have received insufficient attention. 

336. The PMS review should address these issues, and may find solutions to some of them. 
However, it is to be hoped that there will also be consideration of the underlying challenges 
we now discuss, and of the recommendations that follow. We do not think that the above 
agenda is mistaken, but we do think it is incomplete. 

5.9.3 A different approach 

337. There are two problems with a technical-administrative approach to improving the 
PMS, given the purposes of PRS monitoring described at the beginning of the section. One is 
that it is unlikely to be able to address the incentive structures that lie behind poor 
administrative reporting, or those that underlie the persistence of poor coordination and 
duplication. The other is that the PMS is suffering from other and more serious problems than 
the disarray in routine data and the poor functioning of certain committees. Underlying both 
issues, we suggest, is the fact that the real problems of the monitoring system lie outside the 
sphere of monitoring and in the slowly-improving sphere of public policy-making or 
planning. 

Step 1: Fight on more favourable terrain 

338. We suggest first that to address overlapping, overgrown and non-functional reporting or 
inspection systems by bringing together the people responsible for creating them is likely to 
prove a rather blunt instrument. Most information systems generate vested interests; those in 
government systems where salaries are unremunerative and ‘allowance culture’ prevails are 
to be taken seriously. We see no reason to doubt that this is the case in Tanzania. It is 
generally recognised in discussions of poverty monitoring that cultivating the habit of 
information-use in policy making is a matter of transforming incentives in government 
departments. We would add that the reasons why incentives to use data are currently weak 
are also the reasons why there is resistance to rationalisation in the production of data. In the 
search for a way forward, the same arguments apply. 

339. Incentives are currently weak or even perverse because resource allocation decisions 
are not strongly affected by performance. The evaluation has suggested that some progress is 
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being made in this respect. On the other hand, we have suggested that the challenge function 
in the budget is not yet functioning well. As a consequence, the incentive to seek high-quality 
information and use it to design a sector or district strategy and make a case for its funding is 
not well-developed. The initiative that is being taken in the current budget cycle, requiring 
MDAs to justify their MTEF requests at the Budget Guidelines stage by reference to the 
Cluster Strategies of PRS 2 (VPO, 2004) is a substantial step in the right direction. However, 
its impact will be limited by the very large volume of donor funding that is not subject to this 
process. 

340. Sector strategies and the associated common-baskets and PER working groups are an 
alternative source of change in incentives. What these arenas have in common with the 
budget process is that decisions about the generation and use of monitoring data can be 
motivated by resource-allocation decisions. Something similar is true of the PER sessions and 
the PAF review process.48 In any one of these arenas, the incentive structure will be quite a 
lot more favourable to improving the quality and availability of relevant information than an 
arena composed mainly of monitoring specialists. 

341. In describing the technical working groups of the PMS in this way we are reflecting 
what we think has become the reality. The original idea was that each TWG, as well as the 
National Poverty Monitoring Steering Committee and – most importantly – the overarching 
PRS Technical Committee would be ‘interfaces’ between data producers and policy 
makers/data users. However, within months of its inauguration this system was suffering 
from attendance problems, particularly on the user side (Evans and van Diesen, 2002: 9). 
Reinvigoration of the PRS Technical Committee was a ‘must’, but not proving easy to 
achieve, for the PED in 2003 (VPO, 2003: 5) 

342. The main work of linking up what happens across government in a way that increases 
the pressure for better policy will fall to senior officials of central ministries, such as MoF. It 
is not suggested that PED staff could or should be the leading brokers of change. It does seem 
to us, however, that those with responsibility for the overall performance of the PMS should 
be focusing their efforts relatively more on these policy-making arenas, and relatively less on 
the components of the PMS itself. As suggested in the most recent Joint Staff Assessment on 
the PRS APR (IMF/IDA, 2004), there is scope for the monitoring system to use and 
disseminate more the data generated in policy-level debate. But even more important, it is in 
these arenas that real pressure for the rationalisation and improvement of data systems is 
going to come. 

Step 2: A policy matrix for PRS 2 

343. PRS monitoring cannot be detached from the rather long, slow process of building an 
incentive structure that is more performance-oriented. There are no shortcuts in this process. 
However, in the meantime there is much to be said for using the PMS to generate information 
that is in principle relevant to policy learning and accountability. This is not just a matter of 
data quality and completeness. It also involves the question of the type of data that are 
focused upon for different purposes, where ‘type’ refers not to quantitive-versus-qualitative 

                                                 
48  The PRS design and revision processes are, in contrast, not sources of similarly strong incentives towards 

policy improvement because of the absence of a link to resources. 
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or routine data versus survey data, but the points in the chain of results – from inputs through 
outputs and outcomes to impacts. 

344. This choice of focus is critical not just from the point of view of policy learning and 
accountability to domestic stakeholders. It also has a strong bearing on the issue that is 
central to this evaluation, the prospects for aligning the PAF more closely with national 
performance-assessment systems.49 

345. The draft Chapter 6 of PRS 2 commits the PMS to monitoring comprehensively the 
resources, activities and short-term objectives, specific aims/outcomes and broad 
outcomes/goals of the strategy (VPO, 2004: 46). In our view, this is a reasonable long-term 
ambition. If it were really possible to track the realisation of the PRS through each of these 
levels, focusing on the critical annual changes for annual monitoring purposes, and the more 
slow-moving indicators of successful implementation at slightly less frequent intervals – then 
a powerful learning tool and accountability instrument would have been provided. Under 
those circumstances, it would certainly be churlish for budget-support donors to insist on 
checking-up on policy actions by means of a separate instrument. 

346. The trouble is that the policy making has to be good enough to support this intensity of 
monitoring effort. For each of the Clusters of PRS 2, there would need to be a fully worked-
out Logical Framework or the equivalent. Truncated Log frames which are highly elaborated 
at the outcome end, but non-specific about what needs to be done and about timetables and 
benchmarks for doing it, would not be sufficient. 

347. We need to recognise here that the quality of the policy thinking that has gone into PRS 
2 is high compared with the past. The Cluster Strategies provide, at least, a useful itemisation 
of the main intermediate goals of the sectors. However, there is a lot of space between this 
and a complete strategy, and filling this space will take time. 

348. It has been the case for Tanzania and other PRSP countries that the APRs which 
constitute the main outputs of the monitoring system have tried hard do go a good job of 
providing useful annual feedback to both domestic stakeholders and donors. However, they 
have tended not to satisfy anybody with their rather unsystematic mix of updating on long-
term impact evidence and reporting of government activities around the PRS during the year. 
What APRs have lacked, and budget-support PAF reviews have stepped in to provide, is 
tough and telling monitoring of the key policy measures that have been agreed as necessary 
to sustain the momentum of change towards poverty-reduction objectives. 

349. The PED as the PMS secretariat cannot be expected to get out of this situation on their 
own. It is certainly not of their making. Experience in neighbouring countries suggests that 
the necessary improvements in the rigour and consistency of policy may come most easily 
from a good sector strategy process, which can be used to enrich the PRS revision at the next 
iteration. Such thinking may well be going on in the sector policy dialogue and strategy 
processes in some Tanzanian sectors already. In that case, the next step will be to articulate 
more formally what has been agreed, so that it can become a focus for a monitoring 
arrangement geared to lesson-learning and accountability. The immediate priority, however, 
should be to get agreements on specific, time-bound action-commitments, of the kind that 

                                                 
49  Our argument on this point seems quite close to the viewpoint of Nokkala (2004). 
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typify the PAF, for all or most of the Cluster Strategies in the PRS 2 matrix. In other words, 
what is needed is a Policy Matrix for the PRS.  

350. We are aware that the APR has usually been accompanied by an annex labelled ‘Policy 
Matrix for Poverty Reduction Strategy’. However, those have been tabulations of actions 
being considered in the light of the reported progress towards objectives in the course of the 
year. They have not been agreed commitments to be monitored as such, with real 
consequences. Anyway, many of the actions listed look much more like the new Cluster 
Strategies than like the policy actions of the PAF. Therefore, what we are proposing would 
definitely involve a new departure. 

351. It retrospect it may be a pity that the PRS review did not set out, like the 2004 Uganda 
PEAP revision process, to generate a policy matrix to accompany its results matrix. Quite 
possibly, the process was already over-ambitious without this additional element. The main 
point is that the PMS review should adopt a clear perspective on this challenge, and set its 
sights on addressing it in the not-too-distant future. 

352. As a medium-term objective, then, the PMS should be helping to promote and then to 
capitalise upon significant improvements in the content of sector plans and other policies 
within the scope of the PRS. Policy content should be developed to the point where it can be 
rigorously monitored on an annual basis. The data issues and incentive problems reviewed 
above should be addressed, but placed in the context of this recognition of the fundamental 
dependence of monitoring on planning. 

5.9.4 Implications for PRBS and the PAF 

353. This argument, if sound, has implications for the current donor thinking about the 
future of the PAF. The argument for making the PAF more results-based and less exclusively 
focused on necessary policy actions is sound enough.50 However, we have suggested that the 
reasons why Development Partners are universally hesitant about relying on the PMS 
monitoring system for their own accountability are not a mere illusion. They are firmly 
grounded in the correct perception that the APRs are not even good instruments for the 
government’s own learning and accountability, and fall short of providing a guarantee that 
necessary policy steps are being taken as agreed. 

354. It follows that the DPs would be wise to support sympathetically the reorientation of 
the APR process in the direction suggested. This should be in the long-term perspective of 
aligning fully behind it. However, in the meantime they would be unwise to give up an 
instrument that has proven its worth in spurring the actual implementation of policies agreed 
to be important by both government and donors. Modifying the PAF instrument so that it 
loses its attention to the specifics of policy action, including timing, might take away the very 
feature that has made it so useful. 

 

 

                                                 
50  ‘Final statement by development partners: Wrap-up of Mid-Year Review of PRBS/PRSC’, Apr 2004. 
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How well does the country’s monitoring system track the translation of policies 
into outcomes and impacts? 

• The evaluation was hindered by two different types of data gap. Survey data were 
available but not directly applicable to the evaluation period, whereas routine data 
for assessing outcomes were extremely uneven in quality and availability. 

• Current proposals for reviewing the Poverty Monitoring System are centrally 
concerned with the weaknesses of routine reporting systems, which are seen as 
linked to several design faults in the institutional set-up. 

• These problems are important but should not be addressed in a technical-
administrative spirit, or solely within a monitoring-system context. 

• Data-quality and duplication problems in the routine data systems are underlain by 
incentive problem that are not dissimilar to those affecting the demand for and use 
of data. The sources of incentive change lie outside the monitoring sphere, in the 
evolving budget-, sector-strategy, PER and PAF review processes. 

• The secretariat of the PMS should therefore aim to fight its main battles in these 
arenas and not in working groups attended by default mainly by monitoring 
personnel. 

• While waiting for incentive-change to kick in, they should pay closer attention to 
the type of variable on which annual monitoring reports can most usefully focus. 
This would be easier if the sector-policy content in PRS 2 were more developed – 
you can’t do good monitoring of a poorly articulated plan ! 

• A notable step forward, nevertheless, would be to get agreement on specific, time-
bound action commitments that could be the basis of a PRS Policy Matrix. 
Development Partners should support a move in this direction, as the first step 
towards a restructuring of the PAF. 
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6 SYNTHESIS OF EVALUATION CONCLUSIONS  
355. The detailed analysis presented in Chapters 3, 4 and 5 comprises the core analytical 
base of the evaluation. In this chapter, we bring together the observations and conclusions 
presented for each level of the evaluation framework in order to assess what they add up to in 
aggregate. How far do the evaluation hypotheses we have tested stand up in the case of 
Tanzania? What does this tell us about the efficiency and effectiveness of General Budget 
Support as an aid modality for Tanzania? What does it tell us about the contribution of GBS 
to sustainable improvements in poverty reduction and growth ? In chapter 7, we pull out the 
wider lessons of this evaluation and present our recommendations on how to improve the 
future impact of GBS in Tanzania.    

6.1 Level One: GBS Inputs    

6.1.1 Are the expected GBS inputs in place ? 

356. The evaluation framework identifies six inputs associated with GBS, namely: 

• GBS funds paid into the national budget 

• A process of policy dialogue linked to the GBS funds  

• A structure of conditionality linked to the GBS funds 

• Technical assistance/ capacity building linked to the GBS fund  

• Efforts to align external assistance with national goals and systems 

• Efforts to harmonise external assistance across Development Partners. 

357. Each of these six inputs is present in the Tanzanian case. Unearmarked direct budget 
support, has been provided to Tanzania since FY2001 in the form of the PRBS and has since 
FY2002 been channelled through the unified Performance Assessment Framework.   The 
volumes of financial resources thus provided have increased rapidly and are expected to 
exceed US $400 million in 2004/ 05, when together with HIPC they will represent some 20 
per cent of total government expenditure. 

358. There is a structured process of dialogue linked to the provision of these funds which is 
described in the Partnership Framework for PRBS/ PRSC. It focuses on the implementation 
of the actions and measures agreed in the PAF and involves an annual review in October/ 
November and a mid-year review in March/ April, as well as provision for ad hoc 
consultation. Overall, the degree of access to senior government officials and the range of 
established fora for Government-Development partner dialogue are exceptional. 

359. There is a structure of conditionality for the disbursement of GBS funds, which works 
through the PAF. It has three dimensions: i) the assessment of satisfactory overall progress in 
implementation, on which all PRBS disbursements are conditioned; ii) the assessment of  the 
‘prior actions’ which constitute trigger conditions PRSC disbursements; and iii) the 
assessment of performance against the PFM and service delivery indicators agreed for the EC 
‘variable tranches’. 
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360. TA and capacity building support has been provided for many of the core 
administrative and policy processes on which the PRBS is focused. In most cases, this has 
been through project arrangements but it is clear that the PRBS dialogue has influenced the 
focus and volume of such support. Indeed, this is an explicit objective of the PAF.  

361. The  objectives of harmonisation & alignment strongly informed the design of PRBS 
monitoring and disbursement processes. These are harmonised across the 14 DPs providing 
budget support and aligned to the budget cycle and to the national priorities in the PRS. 

How efficiently have GBS inputs been provided? 

362. PRBS dialogue, while in itself well organised and efficient, is essentially additional to 
the structures of government-donor dialogue which already existed. Thus, there remains 
potential for streamlining the various structures and processes. The TAS Action Plan has 
begun to address these issues. 

363. There are no formalised channels of dialogue between the PRBS Development Partners 
and the Minister of Finance or other Cabinet members. Although access at these and at 
Presidential levels is generally granted on request, a more regular political dialogue over 
policy and budget priorities is perhaps needed. 

364. The fact that there are three systems of conditionality introduces a level of complexity 
to the process, although each of these is reflected in the PAF and could be described as being 
complementary. None of the Tanzanian officials involved in the process expressed the view 
that conditionalities were excessively complex.  

365. A more consistent criticism is that the processes of dialogue and conditionality are 
completely interwoven. This has two negative effects: i) it crowds out the space for a 
dispassionate, objective and non-committal sharing of views and ii) it undermines ownership 
because it creates the impression that conditionality has no boundaries. This ‘interweaving’ 
of the structures of policy dialogue and conditionality is a crucial aspect of the PRBS design 
in Tanzania, which has relevance at several levels of the evaluation.  

366. The objectives of alignment and harmonisation have been pursued rigorously and 
effectively throughout the design and management of PRBS. This can be seen in the overall 
focus on the PRS and on the policy targets of Government, in the timing of disbursement 
decisions so as to fit into the budget cycle and in the insistence that there should be one 
unified PAF, for all the PRBS Development Partners.  Even where some departure from the 
ideals of alignment and harmonisation was necessary, much care went into minimising the 
distortions and transaction costs this might cause. 

6.1.2 How has the composition of external assistance changed ? 

367. Non-project foreign inflows have been growing since 1998/9 and their significance 
relative to projects has been increasing since 1999/00. By 2002/03,  programme aid – now in 
the form of debt relief and budget support  had reached 53 % of total aid flows, with GBS and 
HIPC representing 36 % and 17 % respectively.  

368. The overall ten-year pattern is in some ways surprising. It shows high levels of 
programme aid flows in the early 1990s, representing over 60 per cent of the total. They 
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declined sharply in FY1995, primarily as a result of a failure to respect the performance 
benchmarks on tax administration established within the IMF ESAF programme.  Programme 
aid did not surpass 50 per cent of total aid inflows again until  2002/3, although preliminary 
expenditure data for 2003/04 suggest a strong continuation of this trend as do budget data for 
2004/ 05. 

369. The current scale of external assistance is unprecedented in Tanzania. In real terms, this 
has increased by over 70 per cent from Tsh 373 billion in 1992/93 to Tsh 638 billion in 
2002/03 (1994 prices).   Even if programme aid is still some way short of the 60 per cent 
share of total aid inflows achieved in the early 1990s, its value in real terms is substantially 
greater. This is significant because it is the real value of budget support and debt relief and  
their significance as a proportion of total expenditure which will alter the financing 
framework of the budget. By contrast, the change in behavioural incentives which GBS might 
generate would appear to require a relative reduction in the number of donor projects. Has the 
value or the number of donor projects declined ? 

370. In value terms, the level of non-programme aid peaked in 1999/ 2000 at Tsh. 340 
billion (1994 prices) and has subsequently declined. However,  in 2002/03 non-programme 
aid at Tsh 269 billion was still double in real terms what it had been in 1992/93 (Tsh 128 
billion). It seems clear that even if project funding now represents a minority of total aid 
flows, projects remain very significant.  

371. From FY2001 onwards,  common basket funding has accounted for an increasing 
proportion of non-programme aid flows, reaching approximately a third of these by  
FY200351.   How far basket funding can generate increased ownership, and policy coherence 
along with reduced transaction costs is therefore an important question.   

372. The education and health sectors provide the only clear-cut examples in Tanzania of a 
decisive shift away from project funding.  The agriculture sector is still characterised by the 
perverse incentives typically associated with high levels of external project funding.  Without 
a decisive shift in aid modalities, these perverse incentives are likely to persist in most  
sectors receiving high levels of external assistance. 

Why ? Why not ? 

373. The success of the Multi-lateral debt fund of the late 1990s paved the way for increased 
programme aid allocations. The Government and its Development Partners were quick to 
establish the Partnership Framework for PRBS, which has provided a robust framework for 
increased budget support provision. The favourable macroeconomic performance and good 
track record with the IMF since 1996, the early development of a PRS and the significant 
investments in improved financial management have been the decisive factors in creating the 
confidence for increased budget support provision. 

                                                 
51  The External Finance Department of MoF report that in FY 2003 PRBS and HIPC relief comprised slightly 

more than 51 % of all aid flows, common basket funds some 17 % and projects slightly over 30 %. 
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6.1.3 Programme intent: what are the objectives of GBS in Tanzania ?   

374. The Evaluation Framework presents a hypothetical model for the use of GBS, in which 
there is an explicit objective to change the relationship between external assistance and the 
national budget and national policy process. By changing this relationship, the shift to GBS 
generates a more favourable budget financing framework (more predictable, discretionary 
resources) and changes the incentives around the budgetary and policy-making process. How 
far do the stated objectives of GBS in Tanzania correspond to this model?  

Government Policy on GBS: the TAS and the Partnership Framework for PRBS 

375. The Tanzania Assistance Strategy, published in 2002, lays out a set of principles and 
best practices for the management of external assistance. It builds on the principles initially 
agreed between GoT and its Development Partners and then refined through the ‘Helleiner 
reports’ of 1997 and 1999.  Together with the Partnership Framework Memorandum 
governing Budget Support for Poverty Reduction (November 2002), it may be said to 
constitute GoT policy on the use of budget support.  

376. The GoT objectives for budget support emphasised in these documents are strongly 
consistent with the framework.  They emphasise the desire for government leadership and 
ownership and they prescribe ways of bringing external assistance under the control of 
government. However, nowhere in the TAS is there any statement regarding the relative role 
of budget support in relation to projects. MoF officials stated that preference is now given to 
budget support and to common basket funds, as an interim step to GBS, but there do not 
appear to be any examples of a  Government refusal of project funding by donors.  An 
explicit shift away from external project funding for the public sector is not yet GoT policy.  

Development Partners’ Policy on GBS 

377. The Partnership Framework – signed by all 14 of the PRBS Development Partners, 
aims to promote harmonisation of performance benchmarks, the linking of disbursements to 
pre-agreed targets, the reduction of transaction costs and the increased predictability of donor 
flows. All of these objectives are closely consistent with the framework. Indeed, overall, the 
objectives and modes of operation of the PRBS Development Partners are strongly consistent 
with the evaluation framework. However, there are two important points of difference.  

378. Firstly, in sharp contrast to the logic of the evaluation framework, most of the DPs 
providing budget support do not appear to believe that its beneficial institutional effects are 
dependent upon a parallel reduction in the number of external projects. Only two DPs (DFID 
& EC) have had an explicit policy to shift from projects towards GBS, most favour 
‘programmatic approaches’ – including basket funding, and the 3 largest project funders 
(WB, AfDB and Japan) have no explicit policy to reduce project funding to the public sector.   

379. Secondly, an additional objective of GBS stated by several DPs is to increase the 
opportunity for influence over Government through participation in policy dialogue. The 
evaluation framework envisages a ‘policy dialogue focused on key public policy and 
expenditure issues’. However, this is presented as a system for monitoring government 
commitment to its stated policy, as a ‘due diligence’ process for verifying commitments, not 
as a system for additional ‘policy leverage’ over government. The evaluation framework sees 
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stronger domestic accountability as the primary driver of improved results within a GBS 
framework.  

380. Our interviews made it clear that most Development Partners do not yet believe that the 
forces of democratic accountability are sufficiently strong to hold  government to account for 
its performance. They also have doubts over government’s implementation capacity. Neither 
of these observations is controversial and, indeed the Tanzania Government for the most part 
seems to accept these views and is actively addressing both internal capacity problems and 
wider concerns over the effectiveness of the agencies of democratic accountability.  

381. What sets apart the policy of most PRBS DPs from the thinking in the evaluation 
framework is the assumption that external accountability (or ‘policy leverage’) can 
effectively compensate for weaknesses in domestic accountability structures and in 
government capacity.  

6.2 Level Two: Immediate effects of General Budget Support  

382. How has the relationship between external assistance and the national budgetary and 
policy process changed?  Are GBS inputs having the immediate effects expected of them? 
We addressed this issue by reference to four questions:  

 Are more external funds subject to the budget process? 

 Has policy dialogue focused increasingly on strategic issues? 

 Has technical assistance and capacity building been re-oriented towards key policy 
and public expenditure issues?  

 Have Development Partners aligned  to Government processes and become more 
harmonised? 

6.2.1 Are more external funds subject to the budget process? 

383. Clearly, with the increased significance of GBS in terms of its real value, a greater 
proportion of external funds is now subject to the budget process. There have also been 
improvements in the extent to which information on aid projects and common basket funds 
has been captured in the budget. 

384. However, in the absence of sector strategy and MTEF processes which could facilitate 
Cabinet and Parliamentary input prior to decisions by Development Partners, the process of 
bringing aid projects and common basket funds on budget cannot go beyond recording of 
information.  The more important objective is to ensure that decisions on aid financing are 
subject to prior decisions taken within the budget process. For the moment, this would only 
appear to be true of GBS. 

How far is this due to GBS? What other factors are at play? 

385. These developments were clearly influenced by the reform of approaches to external 
assistance initiated by the Helleiner reports and later culminating in the Tanzania Assistance 
Strategy. The development of the Poverty Reduction Strategy and the development of the 
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PER as a Tanzanian-led process were also influential. Nevertheless, it is the advent of the 
PRBS that has made large volumes of external assistance subject to the budget process.    

6.2.2 Has policy dialogue focused increasingly on strategic issues? 

386. The scope of policy dialogue has clearly broadened from 1994/95 to the present, to 
cover not just macroeconomic and structural issues but also the link of allocations to the PRS 
and questions on public finance management, accountability and corruption. In short, the 
policy dialogue which has accompanied GBS (through the PAF) has focused Government-
Development partner dialogue more closely on issues of strategic importance. The number of 
stakeholders involved has also broadened to include a wider range of Development Partners, 
as well as members of Tanzanian civil society.    

387. The  PRBS/ PRSC Performance Assessment Framework  has also provided an 
expedient reform management framework for government, thus compensating in part for 
weaknesses in the PRS and in sector policy structures.  On the other hand,  the PAF has not 
yet engendered a sustainable, national structure for managing policy and institutional reform. 
In order to be an effective replacement for such a national structure, the PAF together with 
other related processes of dialogue would need to embody characteristics which currently are 
only partially present: 

o A focus on the right details, neither pushing out strategic thinking through 
excessive detail nor leaving important reforms outside of the scope of dialogue.  

o Structures to ensure open dialogue with Development Partners, unencumbered by 
links to conditionality. 

o Effective internal dialogue: between civil servants and political leaders, between 
central and implementing agencies and between government and civil society.      

How far is this due to GBS? What other factors are at play? 

388. The basic structures for dialogue had already been established for the Multi-lateral Debt 
Fund. The development of the Poverty Reduction Strategy and the conversion of the PER 
into a multi-stakeholder,  Tanzanian-led process have also been influential in changing the 
scope of dialogue. 

389. Nevertheless, it is the advent of the PRBS arrangement that has transformed the scope 
of policy dialogue between Government and Development Partners and brought positive 
knock-on effects to internal processes of dialogue & reform management. 

6.2.3 Has technical assistance for capacity building been re-oriented towards key 
policy & public expenditure issues? 

390. As a relative proportion of  total aid flows, the overall level of TA has declined over the 
past decade, although in absolute terms it has probably remained constant.  There would 
appear to have been a re-orientation away from project management functions and towards 
more strategic policy and institutional questions.   
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391. A substantial level of TA support has been provided to PFM reforms - initially through 
discrete projects and since 2004 through the integrated PFMRP structure. In parallel, with 
this there has been a significant strengthening of the agencies most involved with PFM, 
including in particular the MoF, the Accountant General’s Department and the TRA. 

How far is this due to GBS? What other factors are at play? 

392. The re-orientation of TA by Development Partners has been prompted by a generalised 
move away from project management functions due to changing aid policies. The shift to 
PRBS has been one aspect of this but not a causal factor.  

393. TA support to PFM reforms and to civil service and local government reforms preceded 
the advent of budget support, although their impact has come under greater scrutiny with the 
adoption of the PAF monitoring framework. 

394. In terms of the organisational strengthening of MoF, AGD and, to a lesser extent, TRA, 
the role of TA has been important but secondary to an internally driven process of 
organisational renewal, linked very directly to a number of strategic personnel appointments 
made by the President. By contrast, the adoption of the integrated PFMRP has been more 
obviously driven by the PRBS process. Its impact remains to be seen.   

6.2.4 Have Development Partners aligned  and harmonised? 

395. Budget support is the aid modality which promotes the highest level of alignment given 
that it must by definition be channelled through the budget to support government priorities. 
With PRBS and HIPC amounting to over 50 % of all aid flows in FY 2003, this direct 
alignment effect has been significant in Tanzania.   

396. The PRBS management arrangements were explicitly designed to maximise alignment 
to the PRS and the budget cycle and harmonisation across the PRBS Development Partners. 
Indeed, the PRBS management framework represents an outstanding example of how to 
pursue alignment and harmonisation objectives through budget support.   

397. In addition, the PRBS process also stimulated alignment and harmonisation initiatives 
in other areas, most notably in improving the capture of project budget and disbursement data 
– an action explicitly monitored in the PAF, and in developing an integrated calendar for the 
PRS, the Budget and aid processes.  

How far is this due to GBS? What other factors are at play? 

398. The original stimulus for these initiatives came from the wider debate on alignment and 
harmonisation, and its crystallisation in Tanzania in the form of the Helleiner reports and the 
Tanzania Assistance Strategy. Nevertheless, the contribution of GBS after 2001 was 
important both in accelerating the process and giving it a practical, operational form. 

6.3 Level three: GBS Outputs 

399.  What have been the key changes in the institutional and financial framework for public 
spending and public policy?  To what extent have these been influenced by GBS?  The 
evaluation framework has examined five specific areas : 
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 The structure and predictability of budget financing,  

 The empowerment of Government - particularly with regard to policy formulation and 
implementation, 

 The efficiency of public spending,  

 Government capacity and internal incentives, and 

 The status of democratic accountability.   

6.3.1 Have the predictability and fungibility of budget resources improved?  

400. The expansion of the Tanzanian Budget over the past decade has been dramatic, and so 
has the subsequent level of discretion the Government of Tanzania has over its own 
resources.  There has been a simultaneous expansion in the overall level of domestic revenues 
and donor inflows since FY96.  In real terms domestic revenues increased 89% in the decade 
between FY94 and FY04, while over the same period donor inflows increased 70 %52.   

401. This strong recovery in government revenues – and the consequent increase in 
discretionary resources, has substantially reduced the costs of budget funding. The 
significance of interest payments has fallen in relative terms from 20 % to 5% of budgeted 
expenditures, and has also fallen in absolute terms. In addition, accumulated arrears have 
been cleared and it is no longer necessary to use arrears as a method of budget financing. 

402. In absolute terms the amount of funds available to be used flexibly (fungibly) has 
increased significantly and has permitted a range of important budgetary actions which would 
not otherwise have been feasible – the re-purchase of domestic Treasury Bills in the late 
1990s, the consistent financing of the road fund, the big expansion in the number of teachers 
and the introduction of the SASE salary scheme. 

403. In FY01 and FY02, GBS was the most unpredictable of all of the major GOT revenue 
sources, being respectively 22% and 32% below budgeted levels.    Only because domestic 
revenues were buoyant in this period – with collections consistently above budgets, was it 
possible to restrict the shortfall in overall budget funding to 4.3% below budgeted amounts.    

404.  GBS Disbursement data for FY2003 showed a significant improvement and  reports 
from the External Finance Department for FY 2004 and the start of FY 2005 suggest higher 
recent levels of predictability, with budget support donors disbursing in full during the first 
quarter of the financial year.  These improvements would need to be sustained over future 
financial years for one to be conclude that GBS was actually increasing the predictability of 
budget financing overall.  However, there are indications that in part the erratic disbursement 
patterns of the first two years of the PRBS were due to a ‘learning cycle’ within the 
administrations of both GoT and its Development Partners, relating to the reporting 
requirements and decision-making  processes necessary for efficient disbursement. 

                                                 
52  Because of the sharp dip in external assistance  in the mid 1990s, the increase in donor inflows is even more 

dramatic if a later base year is taken. For example, there was a six-fold increase in real terms between FY96 
and FY03. See 3.3.1 for a fuller discussion. 
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What has driven these changes ? 

405. It is the combination of general budget support and increased domestic revenue, 
resulting from GDP growth and from the strong performance of the Tanzania Revenue 
Authority, which has generated the increase in discretionary funding.  An important 
observation is the strong positive correlation  (the correlation coefficient is 0.8) between 
domestic revenues and donor inflows.   

406. The improvements in the fiscal position can be attributed first and foremost to a high 
level of political will to stabilise the economy, and to improve the macroeconomic position.  
This has helped drive through the reforms necessary to achieve the observed improvements in 
the  budget financing structure and the mobilisation of domestic revenue.  The reduction in 
tax exemptions has been instrumental in facilitating revenue mobilisation 

407. The Government of Tanzania has now been on track with the IMF for a decade, a 
position that would not have appeared remotely possible in 1995.  This achievement should 
not be under-estimated, and is more a political achievement than a technical one. How far this 
has been assisted or hampered by the process of dialogue with Development Partners is a 
difficult question to answer. Most Tanzanian interlocutors suggest that these processes have 
been useful in giving a structure to reform and in raising external visibility. Beyond this, the 
primary driving force is seen to be domestic political will and not external pressure.   

408. There have been improvements in the capacity of key institutions which enabled this to 
take place.  Most marked is the mobilisation of revenue collection, and the performance of 
TRA since its introduction.  The capacity improvements within the Policy Analysis 
Department and the Account General’s Department in the Ministry of Finance are also 
significant, the result both of internal training and of the secondment of high calibre staff 
from the TRA and the Bank of Tanzania.  

409. Donor technical assistance and capacity building has facilitated these capacity 
improvements, but not caused them.  There appears to be a role for well conceived technical 
assistance projects and capacity building in these areas, which are inherently technical. 
However, technical assistance cannot promote organizational development in the absence of 
sound leadership53.  

6.3.2 How far has the Government been empowered by the shift to GBS ? 

410. From the late 1990s onwards, the increased levels of available discretionary resources 
permitted a range of politically important budgetary actions which would not otherwise have 
been feasible. We have referred to a number of these above but it is also notable that the 
Government has been able to double per-capita spending on PRS priority sectors between 
FY1999 and FY 2003, and protect budget disbursements to those sectors. This has permitted 
a major expansion in education and health service provision. 

411. However, the PRS1 priority sectors have not been a consistently high budgetary 
priority. Over the five year period FY99 to FY04, there has been a shift in budgetary shares 

                                                 
53  See section 2.2.2 for a fuller history of the organizational strengthening which the key organizations of 

economic managment in Tanzania have experienced. 
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first towards and then away from the explicit priority sectors in PRS1. There has been a 
constant shift towards economic services, which until FY04/05 appears to have been the 
implicit priority of government. 

Why, why not? 

412. The PRS process may have helped the Government of Tanzania to establish a 
formalised set of strategic objectives and priorities but it seems doubtful in retrospect that 
these represented genuine political priorities. Whilst poverty reduction clearly was and 
remains a political priority, it seems likely that PRS1,  in part because it was prepared as a 
condition of HIPC completion, was drafted with an external audience strongly in mind. As 
time has passed and priorities have evolved, the gap between the priorities expressed in PRS 
1 and contemporary political priorities appears to have widened.  

413. Moreover, the use of the “priority sectors” concept as a mechanism for judging the 
effectiveness of resource allocations proved overly simplistic – failing to distinguish the 
specific outputs and outcomes which were most important within the priority sectors and 
giving no attention to questions of feasibility and absorptive capacity.  

414. Weak political engagement in both the PRS process, as well as in the MTEF has 
resulted in a weak link between government’s stated priorities and the budget.  The 
reformulation of PRS 2 around “cluster strategies” linked to PRS outcomes may perhaps 
begin to address this problem. 

6.3.3 Has the efficiency of public expenditure been enhanced? 

415. There has undoubtedly been a major expansion in the levels of service delivery in 
Tanzania. However there remains substantial scope for increasing the efficiency of public 
expenditure. It remains unclear whether efficiency has improved, as there have been few 
shifts in the patterns of expenditure. The impression is “more of the same”, and that key 
constraints to service delivery have not been addressed. 

416. There has been a relative expansion in the administration sector budget on the recurrent 
side, whilst the share of the budget going to local authorities has remained the same.  In some 
sectors, most notably education, there has been a large increase in administrative overheads. 

417. Although there is increased capture of project funding in the budget, 80% of 
development spending remains funded by donor projects, which means that there is limited 
scope for improving allocative efficiency, although there is some evidence that projects are 
being brought more in line with sector development programmes. 

418. There are significant deviations between approved budget allocations and actual 
expenditures across and within spending agencies, indicating that the priorities articulated in 
the budget are not always followed through in terms of expenditures.   

419. The nature of transactions costs have changed but it is not clear that there has been a net 
reduction of a type to generate clear-cut efficiency gains.  There is certainly a higher 
administrative burden on MoF, although this reflects a deeper involvement in reform 
processes as well as more extensive dialogue with DPs. MoF officials are quite convinced 
that transaction costs across government have fallen and attribute this very directly to GBS. 
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Outside of education and health, there is less evidence of this in line ministries but that is 
directly attributable to the persistently high numbers of donor projects. 

Why, Why not? 

420. The lack of a challenge function in the budget process means that there have been few 
incentives to improve the efficiency of public spending. This is a longstanding problem 
which appears to have been unaffected by the increased levels of budget support. 

421. The PER process has helped improve budget analysis, but has yet to have a substantial 
impact on resource allocation. In the absence of budget challenge, the MTEF has become a 
technocratic exercise rather than a managerial tool and a mechanism for enhanced 
accountability. 

422. The weaknesses already identified in PRS 1 – the lack of political “buy-in”, the 
vagueness with which strategies were specified and the absence of a comprehensive set of 
outcome targets, tended to exacerbate the weakness of the MTEF and the lack of a framework 
against which to question budgetary decisions. 

6.3.4 Have intra-government incentives and capacities been strengthened?    

423. There have been major efforts to strengthen public expenditure management systems, 
and capacity.  The PER, the CFAA, and the IMF’s Public Expenditure Management Annual 
Assessment and Action Plan (AAP) all document how systems have improved over time. 
Probably the most impressive achievement has been the establishment of the IFMS and, with 
it, the upgrading of the process of financial control, accounting and reporting. 

424. Official reporting lines are increasingly respected, and timely reports produced, but 
reports themselves remain of little consequence as they are rarely used in management 
decisions over service delivery nor in holding spending agencies to account.  

425. The public sector reform and local government reform programmes are achieving their 
immediate objectives, as programmes, but they do not appear to have delivered systemic 
changes in incentives for service improvement. At the central level there appears to be little 
strengthening of performance incentives, although there is some anecdotal evidence that local 
accountability and client power has been improved in some local governments. 

Why, why not? 

426. Donor financed technical assistance and capacity building has helped upgrade the 
technical capacity of central agencies and undoubtedly the increased importance of budget 
support has brought the question of financial management under scrutiny. Nevertheless, it 
was the political importance given to strengthened financial management which drove the 
reform process, ensured careful attention to the quality of appointments within the 
Accountant General’s department and guaranteed an adequate level of budgetary priority. 

427. Unfortunately, the lack of challenge in the budget process, combined with a continued 
domination of project funding in the development budget, and inadequate fora for 
challenging budget allocations and actual budget performance, means that incentives have 
changed little. A lack of consistent political drive behind the public sector and local 
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government reforms, combined with undue focus on the programmes rather than the wider 
reform has contributed to the lack of widespread change in incentives. 

6.3.5 Is democratic accountability increasing?  

428. There appears little evidence of Parliament’s scrutiny of the budget improving 
significantly since the expansion of discretionary funding in the budget.  It is made difficult, 
by the way budget estimates are presented and by the structure of the budget calendar. 

429. Some technical assistance has been provided to the different parliamentary committees 
and on the whole this seems to have been well received. On the other hand, we would judge 
that this is unlikely to have a significant impact in the absence of a concerted effort to 
improve the transparency of the budget structure and presentation and to develop a more 
strategic and Parliament-friendly budget calendar. 

430. At the local government level expanded financing is seen as an opportunity for 
reinforcing local accountability, and local management arrangements, however the benefits 
are likely only to be being realised in councils with adequate capacity.   

431. There are signs that the capacity of the Tanzanian NGO community is strengthening - 
particularly in relation to policy questions. But doubts remain over the depth of this capacity 
and over the ability of NGOs to genuinely challenge resource allocation decisions.  

6.4 Level Four : Outcomes  

432.  The evaluation framework directs attention to five types of Outcomes:  

• The creation of a stable macroeconomic environment, conducive to private 
investment and economic growth. 

• An improvement in the quality of services delivered to the public, particularly in the 
delivery of pro-poor services and in the targeting of those services to the poor. 

• Effective assumption by government of its role as regulator of private initiative, so 
that business confidence is enhanced, along with equity, efficiency and sustainability. 

• Provision of a framework ensuring justice, law and order and respect for human 
rights. 

• Appropriate public actions to address market failures, including those arising out of 
gender inequalities. 

6.4.1 Creation of a stable macroeconomic environment 

433. At the outcome level, the improvement in the macroeconomic situation has been the 
most significant success story of the last decade. From a situation in the mid 1990s of 
stagnating growth, double-digit inflation and unsustainable levels of foreign and domestic 
borrowing, GDP growth has now averaged just under 6 % p.a. for the last three years, 
inflation is  below 5 % and borrowing has been reduced to comfortably sustainable levels.  
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434. This has had important knock-on effects for the overall business environment. This can 
be seen in the high rate of credit growth to the private sector , which has been growing at 
double digit rates since 1997 and in the steady increase in Foreign Direct Investment, which 
has now reached an annual average inflow of US $300 million per year, 3 % of GDP. These 
developments have in part been prompted by the ongoing programmes of privatization and 
financial sector reform. Within the financial sector, this has resulted in a narrowing of the 
interest spread between lending and deposit rates, from 18.4 % in 1997 to 11.4 % in 2003, 
comparable to the current levels in Kenya ( 12.4 %) and Uganda ( 9.1 %). (IMF, 2004) 

435. There remain concerns about the pattern of growth, which has been concentrated in the 
mining and service sectors. On the other hand, the fact that GDP growth of 5.6 per cent was 
achieved in 2003/04, despite the drought may be evidence of an increasing resilience of the 
agriculture sector. The IMF are projecting growth rates of 6-7 % p.a over  2004/05 - 2006/07. 

What has been the contribution of GBS ?  

436. The restoration of macro-economic stability over 1996 – 2000 was essentially the result 
of a strong political commitment to support tight expenditure control and a strict monetary 
policy. Nor were the government too hasty in expanding public expenditure, as the initial 
regime of austerity began to pay dividends. As resources became more readily available in 
the late 1990s, reducing the stock of domestic debt and payments arrears was given priority.  

437. The Government received support from the IMF, through ESAF and later PRGF. 
Without doubt the tracking of the macroeconomic position and the ongoing policy dialogue 
which this permitted facilitated the good conduct of macroeconomic policy but the credit for 
this success must rest squarely with Government. What was the contribution of GBS ? 

438. The resources made available – initially through MDF and then through PRBS – 
permitted the reduction of the stocks of debt and arrears to be completed relatively quickly 
and without placing undue stress on expenditure programmes. In the post 2000 period, the 
contribution was essentially in the form of discretionary budget resources which permitted 
sharp increases in social spending, while maintaining a prudent borrowing requirement.   

439. The policy dialogue around the PAF supported and encouraged the fiscal stance taken 
by Government, just as technical assistance and capacity building helped to strengthen the 
organizations responsible for economic management. On the other hand, these contributions 
would have to be seen as distinctly secondary in importance. 

Has GBS had any unintended negative macroeconomic effects ? 

440. Is there any evidence that the high levels of budget support and external assistance as a 
whole  had any unforeseen negative consequences ? There are two potential problems: 

 The possibility of “Dutch Disease effects” due to increases in aid flows54 – through 
GBS or other modalities – which increase the availability of foreign exchange and 
therefore lead to an appreciation in the real exchange rate. To the extent that this 

                                                 
54  Note that Dutch Disease effects are not specific to budget support and may arise from any aid modality. 
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serves to reduce the competitiveness of the export sector, forcing its contraction, then 
a “Dutch disease” effect can be said to have been generated.  

 Problems of monetary sterilisation. The monetary effect from increased government 
spending from GBS foreign exchange inflows can be sterilized either by Central bank 
sales of foreign exchange reserves to the domestic market (which appreciates the 
nominal exchange rate) or by sales of Treasury Bills to the domestic market (which 
drives up interest rates). Central Banks will normally undertake some combination of 
these measures with a view to maintaining inflation within a targeted range. The 
balance of the measures is chosen so as to minimise the level of volatility in inflation, 
interest rates, and the exchange rate. Lumpy GBS flows – if dealt with ‘lumpily’ - will 
increase this level of volatility, generating potentially high economic costs. 

441. In relation to the “Dutch Disease effect”, the IMF estimate that the real exchange rate is 
currently close to its long term equilibrium level. (IMF, Article IV, 2004) However, the 
period under study has been characterized by an erratic appreciation of the real exchange rate 
from 1995 to 2001, followed by a steady  depreciation thereafter. (ibid.) In short, the pattern 
would appear to be poorly correlated to aid flows; so clearly there are other factors – such as 
fluctuations in imports due to mining and other investments, which have over-ridden the 
impact of changing aid flows. 

442. Nevertheless, it is clear a priori that the real exchange rate would have been more 
favourable to exporters (and other producers of tradable goods) in the absence of aid. It 
therefore remains relevant to ask whether the benefits of aid are likely to be greater than the 
costs to the tradable goods sector. In Tanzania, where the level of public good provision and 
public infrastructure capital are almost certainly below their optimum levels, it seems 
unlikely that these costs would exceed the potential benefits. Moreover, the structural 
impediments to exports are almost certainly of greater significance.       

443. The monetary sterilization problem is potentially of more significance and is more 
relevant to GBS because of the lumpiness of the foreign exchange flows which it provides55. 
Our analysis of the monthly series on nominal exchange rates, interest rates and the CPI 
provided by the Bank of Tanzania for March 2001 to June 2004 does not show any 
significant ‘spikes’ or short-term volatility in any of the three series. This suggests either that 
the sterilization requirements were modest in relation to the normal flow of monetary 
operations or that some “stock-piling” of the foreign exchange receipts of government has 
been undertaken in order to smooth the foreign exchange flow. Such “stock-piling” is a 
normal aspect of monetary management and need not present problems so long as it does not 
constrain the planned rate of spending. 

444. A potential problem arises because the first quarter of the fiscal year, in  which PRBS 
agencies have been asked to front-load their disbursements, co-incides with the quarter in 
which tourism earnings are generally highest. In the first quarter of FY2005,  stock-piling of 
PRBS foreign exchange did take place, although the nominal exchange rate was also allowed 
to increase. The finance available to government exceeded expenditure needs so stock-piling 

                                                 
55  Other aid modalities might also generate such flows, such as large-scale infrastructure projects or major 

humanitarian relief operations. 
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was not problematic. If government was to start front-loading spending in the expectation of 
PRBS receipts, this might no longer be possible.  

445. This simply illustrates the fact that Government’s cash-flow planning should take 
account of both fiscal and monetary concerns and should be done in close coordination with 
BoT. However, we should stress that to date there is no evidence of unintended negative 
macroeconomic consequences arising from PRBS flows in Tanzania. 

6.4.2 Overview of performance at the outcome level  

446. The period of 2000 to 2004  witnessed a very significant expansion in the scale of 
services within education, health, water and road maintenance. In so far as expanded 
provision is a necessary condition to improving the access of the poor, this has clearly been 
an important achievement and one should not underestimate the logistical complexity of 
managing this expansion. Nevertheless, within each of these sectors, it has proven difficult, in 
the short-term, to expand services whilst maintaining efficiency and protecting quality.  In 
primary education, pupil-teacher ratios have risen to alarming levels due to the difficulties in 
ensuring that teacher recruitment (and distribution to rural areas) keeps pace with enrolments. 
In the health sector, difficulties in placing personnel in rural areas have also been common 
and there are reports of poor discipline and absenteeism. There would also appear to be 
demand problems, particularly amongst the poor, whose use of government health services 
remains substantially lower than might be desired.  

447. In short, despite the substantial quantitative expansion, service provision and targeting 
of the poor appear to have advanced little, for reasons that are policy-related but not fully 
understood. This largely explains the unfavourable findings for human development at the 
impact level. 

448. The business climate and other influences on growth prospects have improved recently, 
but too recently to have influenced the impact trends. Key changes correspond both to 
presidential policy commitments and prior actions in the PAF.  Justice-sector reform has 
gathered pace, but again the bulk of the change is quite recent. 

449. In agricultural policy there has been less consistency and less action than on the 
business climate as a whole, despite the PAF. Market failures have not been addressed. A 
commitment to reform laws on women’s access to assets is, however, in the new PRS. 

450. Overall, the record on GBS outcomes is mixed, making the immediate prospects for 
accelerated poverty reduction rather slim. Prospects in the longer run may be better, if current 
policy trends – particularly in addressing the structural impediments to growth, are continued. 
In this respect, it might be argued that the period of analysis is the wrong one, in that current 
policy and spending actions facilitated by PRBS and promoted by debates around the PAF 
should generate improved outcomes and impacts in a future period. On the other hand, we do 
not believe that current evidence on service delivery and legal and regulatory actions is 
sufficiently favourable to be confidently optimistic about such an outcome.   There remain 
significant policy gaps, where the reasons for failing to provide efficient services are not 
immediately clear or where the solutions are not easy to implement. 

Why are changes happening ? Why not ? 
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451. The most significant recent policy actions – for example in relation to the business 
climate -  seem to have stemmed from the coincidence of Presidential and donor concerns, 
rather than from institutionalised improvements in the policy process as suggested by the 
Evaluation Framework. On the other hand, key areas of non-improvement – notably 
agriculture – are sectors that have been somewhat insulated from the changes at the centre 
connected with budget support and the PAF monitoring process. This has important 
implications:  

 On the one hand,  this shows that the government system is capable of responding to 
pressure and of putting in place coherent reforms.  

 It also suggests that the dialogue around the PAF can have positive impacts on policy and 
reform processes. 

 On the other hand, it suggests that routine processes of policy review, of analysing results 
in relation to targets and making appropriate adjustments, are not working sufficiently 
well for progress to be internally driven.  

452. Why these internal processes are not working better then becomes a crucially important 
question. Is it because the distortionary effects of aid dependence are undermining these 
processes? Or because managerial capacity is so thinly spread that it is only possible to 
progress on a narrow front ? Or because the internal incentives to obtain improved results are 
not strong enough ? Almost certainly, the answer will involve some combination of these and 
other factors.  We may therefore infer that the response also needs to be multi-faceted, 
combining  a change in aid modalities with internal institutional change. Tanzania should not 
expect positive changes at the outcome level to arise only from a shift to budget support.  

453. At the same time, it seems that PRBS and the related dialogue around the PAF are 
exercising a positive influence at the Outcome level. Even if, for other reasons, changes in the 
PAF do appear to be necessary, it will be important to preserve this positive influence.    

6.5 Level Five: Poverty impacts 

454. It does not appear from the best available data that the incidence of income poverty fell 
significantly between the early 1990s and 2000/01. This was the central finding of the first 
Poverty and Human Development Report, using the results of the 2000/01 household survey 
(NBS, 2002). Slight improvements in the incidence of income poverty, using either of the 
two official poverty lines, may have occurred. However, it was only in Dar es Salaam that the 
measured change was statistically significant, reducing the proportion of those in poverty 
from 28 to 18 per cent.  

455. There are no major exogenous factors to be taken into account in interpreting this 
finding (e.g. recurrent famine or war). However, we do know that per capita GDP fell in the 
early 1990s – due largely to two successive drought years in 1992 and 1993 and to poor 
macroeconomic management. Clearly this will have had a significant impact on the changing 
poverty profile up to 2000/01. Recent years have seen higher levels of growth, averaging 
nearly 6 per cent p.a. over the past three years. It is therefore quite plausible that poverty first 
increased during the period of economic stagnation that ended in 1995 and only declined 
once rapid growth was achieved in the second half of the decade. Consequently, recent 
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growth has reduced poverty, even though the change observed between the two surveys 
shows only a very small net drop in the proportion who are poor. 

456. A set of poverty simulations in Demombynes and Hoogeveen (2004), prepared as part 
of the analytical work for the World Bank Country Economic Memorandum support this 
view. Under a variety of scenarios, the simulations imply that poverty rates have followed an 
inverted U-pattern, increasing to over 40% in 1994 and then dropping to below 36% in the 
2000/01 survey. 

457. However, low GDP growth in the early 1990s does not explain the differential 
performance of Dar es Salaam and other areas of the country. The obvious explanation is that 
while real GDP growth per capita has been significant and rising in recent years, the structure 
of this growth has been unfavourable to the poor. Mining and tourism have both been 
dynamic, helping along with aid to fuel capital-city growth. However, agriculture and other 
widely spread rural activities have not yet increased substantially their rates of growth. 

458. This is a serious limitation. It is in agriculture and closely related activities that the bulk 
of the poor gain their living. About 87 per cent of both the poor and the extremely poor live 
in rural areas, while less than 3 per cent live in Dar es Salaam (NBS, 2002: 81). Agriculture is 
where the poverty-reducing linkages from trade-related growth are strongest (MIT, 2004: 11-
13). Thus, unless the changes in the economy and society of Tanzania that are being 
supported by the PRBS programme are such as to stimulate improvements in both the pace 
and the structure of growth, they are unlikely to impact significantly on poverty. 

459. Should we therefore be confident that the next Household Budget survey will show a 
very much improved pattern? Aggregate growth is increasingly encouraging, and the IMF 
and the World Bank both believe that that current growth rates are close to the levels  that 
would be necessary to meet the MDGs. Demombynes and Hoogeveen (2004) present a 
simulation which shows that annual GDP growth for mainland Tanzania  will need to reach 
5.1 per cent to achieve the MDG target, assuming no increase in inequality and no change in 
the population growth rate. The IMF give an optimistic prognosis, with the PRGF 
macroeconomic framework projecting 6 – 7 per cent annual growth. 

460. The simulations are sensitive to changes in inequality or in population growth rates. For 
example,  an increase in the Gini coefficient to 0.36 would require a compensating increase in 
growth rates to 5.5 %. Can such rates be consistently achieved over the next ten years? How 
will the economy react to external shocks or natural disasters? Our judgement is that the 
weight of evidence is not yet sufficient to be confident that the Tanzanian economy has 
shifted to a higher growth trajectory which is sufficiently robust to hit the MDG targets. 

461. Moreover, the salient feature of the poverty and growth patterns of the last ten years is 
not one of steady nation-wide declines in poverty but one of highly unequal growth.  National 
accounts data show that significant economic activity is found to be clustered around Dar es 
Salaam and a few other regions. The annual survey of industrial production shows a 
concentration of industrial activity (manufacturing, mining & quarrying) in virtually the same 
regions, notably Dar es Salaam, Arusha, Kilimanjaro, Mwanza, Morogoro, Tanga and 
Mbeya. Electricity consumption by region and other indicators also confirm this pattern.  

462. There are few signs that the sectoral pattern of the growth has started to change, so that 
the rural poor begin to participate in a significant way. Had it been possible to structure 
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public policy so as to achieve more even growth over the late 1990s, then a clear-cut national 
reduction in poverty would already be visible. If current and future policies could be directed 
at achieving a change in the regional and sectoral structure of growth, then Tanzania would 
not simply achieve its MDGs for poverty reduction but substantially surpass them. 

6.6 Concluding summary 

6.6.1 The need to improve results at the outcome and impact levels 

463. We have evaluated general budget support in Tanzania against a framework which is 
arguably a more rigorous benchmark of success than any hitherto applied to individual aid 
operations in Tanzania. We have not been content to ask whether outputs were produced 
efficiently and a contribution was made to macroeconomic stability. We have also asked (at 
the outcome level) how far GBS has been able to enhance the capacity of government to 
influence the determinants of poverty and (at the impact level) whether there is actually 
evidence of poverty levels falling and poor people being empowered. For most projects and 
programmes, such questions are at the ‘goal’ or ‘super-goal’ level of a logical framework and 
are not analysed in  very much detail at the evaluation stage.  

464. Yet we would argue that it is right to judge aid modalities by this benchmark. We 
should not expect that they will score very highly because it is difficult to achieve significant 
impacts at these levels. If it was straightforward to reduce poverty, then Tanzanians would 
not be poor. But it is only by examining critically the performance at this level that 
improvements can be made to future operations. 

465. It is difficult to read the conclusions presented above in relation to outcomes and 
impacts, without a sense of disappointment. Notwithstanding the increased rates of GDP 
growth achieved in recent years, commensurate reductions in poverty have not been 
achieved. This is predominantly because the structure of growth is skewed towards urban 
rather than rural areas, towards mining and services rather than agriculture and towards the 
richer rather than the poorer. If significant policy and institutional changes are not introduced 
by the Tanzanian Government, then this situation will continue. If the current high growth 
rates persist, poverty will fall but not dramatically and there is a significant risk of sharpening 
levels of inequality.  

466. We see some evidence of the sorts of changes required beginning to be put into place. 
In particular, there have been important changes to improve the business environment and to 
improve the administration of justice. Macroeconomic fundamentals are in place and 
improvements are being made within the financial sector. GBS has supported these 
improvements – by providing discretionary resources to facilitate macroeconomic 
management, by helping to strengthen the central agencies of Government who are 
addressing these issues and by providing a robust framework for promoting dialogue on these 
questions and exerting pressure for progress.  

467. However, there are other outcome areas, where GBS is not successfully facilitating 
such changes. On the policy side, the constraints on agriculture sector growth remain to be 
properly addressed. On the service delivery side, while access has improved, the poor still 
predominantly fail to use government services and in large part this is due to shortfalls in 
efficiency and in quality. Poor service delivery outcomes can in turn be traced back to 
weaknesses at the output level: the efficiency of public expenditure remains low, intra-
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government incentives – in particular, the incentives for improved results, remain weak and 
the democratic pressure that might drive improvements is substantially absent. 

6.6.2 The need for design changes in PRBS & the surrounding institutional 
framework    

468. Is it reasonable to assume that GBS – perhaps in increased volumes – might 
successfully facilitate change in these areas in the future ? Not without parallel changes 
within government to strengthen policy making, budget formulation and scrutiny (the 
challenge function), and to improve internal incentives. Such internal changes would be 
facilitated very considerably by a continued reduction in the number of aid projects and 
programmes within the public sector.   

469.   Should the design of budget support change as well? Our analysis of the inputs 
provided by the GBS arrangements in Tanzania suggests that all the key elements are in place 
and that for the most part, GBS is achieving the immediate effects that should be expected. 
However, as we have alluded to above, the composition of aid has not changed sufficiently: 
there remain too many projects and too many common basket funds, working off budget, 
undermining ownership and generating transaction costs.  

470. There also appears to be a potential problem in the interweaving of the structures of 
policy dialogue and conditionality through the PAF. This has not been a major shortcoming 
and, indeed, we have pointed out at various points the contributions that have been made 
through the PAF dialogue. Yet, it is clear that fundamentally the PAF is replacing what ought 
to be a national structure for design and monitoring of strategic reforms. Unfortunately this 
national structure does not exist and the highly participatory nature of the PRS process makes 
it an inappropriate vehicle for creating such a structure.  In the short to medium term, it seems 
likely that the PAF will continue to substitute for such a framework. Yet, if this is to be the 
case it would be better to design it more explicitly to fulfill this purpose, in addition to 
satisfying the accountability and due diligence requirements of the PRBS partners. 

471. Chapter 7 presents recommendations across six areas which we believe need to be 
given priority if the potential impact of GBS in Tanzania is to be increased. Without these 
reforms and improvements, it seems unlikely that GBS could have a significant impact on 
poverty in the Tanzanian context.  

6.6.3 The positive effects of GBS in Tanzania    

472. Notwithstanding concerns over final impacts, GBS in Tanzania has had immediate 
effects in each of the five areas postulated in the evaluation framework: 

 It has dramatically increased the proportion of external funds subject to the national 
budget process, and in the process increased ownership of the development process. 

 It has helped focus dialogue on the strategic issues of policy and economic 
management, and in the process made significant contributions to policy design. 

 It has helped to focus technical assistance and capacity building on core public policy 
and public expenditure processes, contributing to the process of institutional renewal 
which the Ministry of Finance has undergone over 1996 to the present. 
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 It has made a major contribution to the alignment process.  

 It has made a major contribution to donor harmonization. 

473. At the output and outcome levels, Tanzania has made a number of major achievements 
in the past ten years. These would have been considerably more difficult if there had not been 
budget support funding – together with the associated dialogue - or if such funding had been 
channeled through alternative aid modalities. In particular, we can point to: 

• Ten years of good macroeconomic management, with low inflation and solid GDP 
growth. 

• Consistent improvements in the quality of public finance management and most 
particularly in the capacities of the AGD and the Policy Analysis Department of MoF. 

• The initiation of important reforms to improve the business environment and promote 
investment. 

• A significant increase in the level of discretionary resources available to the budget 
which has in turn permitted:  

o The stabilization of the domestic debt position and the clearing of domestic 
payment arrears 

o Investment in a computerized IFMS 

o The protection of commitments to the Road Fund since FY 1998, as a result of 
which maintenance of national roads has improved considerably 

o The start of a process to address the low salaries in government through the 
SASE scheme 

o Substantial increases in expenditure within the PRS priority sectors; and 

o A large increase in the number of government teachers at the primary level 
and a dramatic expansion of enrolments into TTC colleges. 

474. There are other important reform initiatives – in local government, the public sector and 
in the legal sector, where clear-cut improvements in outcomes have yet to be achieved but 
where solid groundwork has been done for future gains to be realised. The precise 
contribution of GBS to these areas is less clear but the availability of discretionary resources 
is certainly significant and, arguably, the attention given to these reforms in the PAF will 
have helped to keep the reform momentum moving.  

475. Under any circumstances, this is a strongly positive balance sheet. In the context of 
Tanzania with its extreme human resource constraints, it is impressive indeed.  It is difficult 
to conceive of the same effects having been achieved through projects or common basket 
funds.  The two GBS inputs which have been most significant in facilitating these results 
have been a) discretionary budget resources, provided with low transaction costs and b) a 
strategic national framework for dialogue. Other modalities simply do not offer these 
advantages.  
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7 WIDER LESSONS AND RECOMMENDATIONS 
FOR FUTURE ACTIONS 

476.  Our over-riding feeling is that the use of budget support has brought important benefits 
to Tanzania. In particular, in the preceding chapter, we pointed to a series of significant 
achievements which would have been much more difficult in the absence of budget support. 
Yet, what comes across clearly from the evaluation is that more could have been achieved if 
attention had been given to certain institutional problems and if the management 
arrangements for external assistance had been different. What then are the priority areas for 
improvement ? We recommend that actions should be concentrated on three broad axes: 

 Reforming the ‘Aid Architecture’ – the policies and structures determining which aid 
modalities should be used and how they should be managed. 

 Strengthening the institutional framework for policy making, resource allocation and 
public expenditure management; and  

 Promoting stronger accountability to domestic stakeholders and more open debate 
over public policy. 

477. Within these three axes, there are six specific sets of actions which we recommend 
should be given priority in Tanzania. These form the subject of section 7.2 of this chapter.  
They are specific to Tanzania but they reflect wider lessons on the ways in which the effects 
of GBS are transmitted and on the limitations of GBS and external assistance more generally. 
We believe these five lessons – shown in Box 7.1 - are of international significance and we 
consider them first before turning to the specifics of our recommendations. 
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Box 7.1  Wider Lessons of the Tanzania evaluation of GBS 

 Domestic political considerations have a dominant influence on reform 
and development processes. 

 Increased discretionary resources would appear to be the main 
contribution of GBS. 

 GBS can contribute to reduced transaction costs. 

 Re-inforced internal accountability through GBS is not automatic. 

 The link to poverty reduction is indirect and necessarily long-term. 
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7.1 Wider lessons of the Tanzania evaluation of GBS 

7.1.1 Domestic political considerations have a dominant influence 

478. The Tanzanian case demonstrates clearly that GBS and the related dialogue and policy 
conditions are unlikely ever to be more than a modest influence over the processes of public 
sector reform and institutional development. The key achievements of the last decade – the 
restoration of macroeconomic stability, the establishment of sound financial management 
systems and the initiation of key institutional and structural reforms – were driven  by a 
strong political will and by a powerful internal constituency for change. The role of President 
Mkapa in this process has been crucial – not only in setting the agenda for change and 
keeping the focus on that agenda but also in making the right appointments at the ministerial, 
and, perhaps more particularly, at the senior civil service levels, to follow reforms through 
into implementation.  Conversely, in those areas where reform has been less complete, one 
can generally identify the lack of a consistent political direction as a key factor of causality56.   

479. Of course, it is true that all of these successful reforms were supported by the Bretton 
Woods institutions as well as by most Development Partners. Moreover,  changes within 
these areas have figured prominently within the PRGF monitoring framework and the PRBS 
Performance Assessment Framework. It is probably the case that the persistent external 
attention to these issues helped to re-inforce domestic political commitment.  Yet many of 
these reforms also featured within the failed structural adjustment programmes of the early 
1990s. The failure to improve tax administration and reduce the level of tax exemptions was 
the principal cause of the breakdown of agreements with the IMF and with the Programme 
Aid donors in 1995.  Progress in these same areas has been one of the success stories of the 
subsequent decade, with a new President and a different set of political priorities. 

480. This observation is not new. Rather, it would seem to confirm the conclusions of well 
documented studies of the experience of policy conditionality. (Killick, 1998; White, 1999; 
Tarp & Hjertholm, 2000; Dollar & Svensson, 2000). The broad consensus across these 
studies is that it is domestic political considerations that are the prime factor in determining 
the path and speed of economic and political reform and that, in general these domestic 
considerations have proven immune to donor pressures. 

481.  The reason why it is important to stress that the Tanzanian experience confirms the 
conventional wisdom is because the arrangements for managing and monitoring PRBS do not 
fully reflect this conventional wisdom. They still retain a short-term annual perspective as 
well as significant elements of old-fashioned conditionality. This is particularly true since the 
PRBS PAF merged with the PRSC matrix, bringing the importance of “prior actions”  back 
into prominence.  

482. Certainly, it is true that “prior actions” are selected with the consent of government and 
from a set of actions which might reasonably be described as the government’s reform action 

                                                 
56  The delays there have been in implementing the devolution of powers initially promised by the local 

government reform policy are a good case in point. After the initial enthusiasm for decentralisation, it seems 
clear that doubts set in about the wisdom of transferring such significant powers to local government 
councils. We make no judgement here over whether those doubts were appropriate or not but the case 
illustrates powerfully the predominant influence of domestic political interests. 
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plan. Yet, they still constitute conditions for disbursement to be monitored annually. If the 
quality of the systems of policy making and public finance management and the internal 
political drive to achieve consistent improvements in these areas justify the provision of GBS, 
then it is very unlikely that these fundamentals will change from one year to another57.  Why 
then have a management framework with such an in-built potential for annual volatility? 
And, if the path and pace of reform is decided predominantly by internal factors, is there a 
real value added in specifying within the PAF the precise reform actions to take place ? We 
examine these questions in more depth below. 

7.1.2 Increased discretionary funding is the main GBS contribution 

483. Before addressing the specifics of the PRBS management arrangements, it is worth 
asking what has been the contribution of GBS ? Almost certainly, it is the weight of the 
financial flows which has been most important – in  particular the provision of increased 
levels of discretionary funding.  The Tanzanian budget was transformed from a situation in 
1996/ 97 where salaries represented 50 % and interest payments 22 % of the recurrent budget 
to a position in 2003/04, where out of a much larger real recurrent budget, salaries 
represented 30 % and interest payments 5 %. In 1996/ 97, the Ministry of Finance simply 
could not fund the necessary levels of operations and maintenance payments for the public 
sector to operate effectively. By  2003/ 04, there had been a dramatic increase in the scale of 
service provision with, for example,  primary school enrolments 80 % higher. 
Notwithstanding the very real concerns which exist over efficiency and quality issues, this 
expansion in the scale of service provision is an important achievement, which would not 
have been possible in the absence of increased domestic revenue collections and GBS grants. 

484. The obvious implication is that if increased discretionary financing is the principal 
contribution of GBS, then a great deal more attention should be devoted to the sustainability, 
predictability and timeliness of GBS flows. We noted in chapter 4 that it is only in FY 2004 
and FY 2005 that it has been possible to disburse GBS according to a pre-established 
schedule. Over the previous three years, annual GBS disbursements were on average 19 % 
less than scheduled. This inevitably creates problems of treasury management with knock-on 
effects for the organization of procurement and the efficient delivery of services at the line 
ministry level. As for sustainability, it is clear from the resource allocation decisions of the 
Government that there is confidence that GBS flows will continue; yet as we have pointed 
out, the PRBS management structure creates considerable risks of annual disruptions and 
does not provide a legal or contractual basis for sustainable medium term flows.  

7.1.3 GBS can contribute to reduced transaction costs  

485. Our judgement is that over the past ten years the overall (government-wide) transaction 
costs of external assistance in Tanzania have fallen only marginally, if at all. However, the 
principal reason for this is because the number of donor projects in the public sector has 

                                                 
57  One can of course envisage circumstances in which these ‘fundamentals’ might change rather sharply – for 

example as a result of a change of Government  It would also be possible for internal political pressures to 
build up over time until they force a significant change in the status quo – such as the summary sacking of a 
constitutional office holder, e.g. the Auditor General, but such circumstances are relatively rare. 
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remained relatively high, whilst the shift to common basket funding in various sectors 
appears in many cases to have created new transaction costs of its own.  

486. The contribution of GBS to reducing transaction costs is seen by Ministry of Finance 
officials as highly significant. The Tanzania PRBS arrangement brings together 14 
Development Partners, who on the basis of two significant review events per year are now 
disbursing US $400 million annually.  Moreover, many of the reports and data tables which 
need to be compiled for these two reviews are based on statutory or ad hoc reporting 
requirements which already exist within  government – such as the quarterly expenditure 
reports or the periodic NACSAP reports from the Chief Secretary. With regard to transaction 
costs, the arrangements can be said to represent a model of effective harmonization between 
donors and alignment to government systems58. 

487. Clearly, a number of contacts between Government officials and PRBS development 
partners also take place outside of the context of the two half-yearly reviews. However, MoF 
officials asserted firmly that they did not believe the number of meetings was excessive. They 
also pointed out that such meetings, combined with the two PRBS reviews, might be creating 
savings in the transaction costs normally associated with programme and project financing. 
This was because they served to improve the understanding of Government policy amongst 
Development Partners as a whole and therefore minimized the need for MoF briefings to 
project design teams and country strategy teams.  

488. The refinement of the PRBS arrangements and the associated monitoring procedures 
has created a GBS management framework with modest transaction costs for Government. 
As the number of DPs providing GBS expands and as the overall volume increases, the stage 
is now set to reap significant economies of scale. If simultaneously, the numbers of projects 
and common basket funding arrangements could be reduced, then there could be significant 
aggregate reductions in the transaction costs of utilizing external assistance. 

7.1.4 Re-inforced internal accountability through GBS is not automatic  

489. In principle, the shift from off-budget projects and common basket fund arrangements 
to on-budget GBS should discipline the budget allocation process by limiting the access of 
line ministries and other agencies to extra-budgetary finance.  This should in turn empower 
government in its management of the development process, allowing  it greater freedom to 
make expenditure choices and direct resources to its priorities. At the same time, it should 
place the government more fully within the scrutiny of Parliament, the statutory oversight 
institutions and civil society as more decisions have to be taken within the framework of a 
transparent budgetary process. GBS can also help to strengthen existing budget management 
capacities and systems through learning-by-doing effects and by increasing their relative 
importance. Put simply, if the budget becomes “the main show in town”, it will be given 
more attention and should be strengthened as a result.    

                                                 
58  This is not to say that improvements could not be made. We have argued above that the PRBS management 

arrangements make the level and timing of funding unnecessarily volatile. Below we argue that the structure 
of the PAF introduces potentially costly distortions in the structure of policy making and the design of 
reforms. These are important costs but would not normally be defined as transaction costs. 

REVISED FINAL REPORT  148 



Joint  Evaluation of General Budget Support to Tanzania, 1995 - 2004 

490. In chapter 4, we analysed the extent to which these positive institutional development 
effects had been generated. The general conclusion was that although these effects appeared 
plausible and developments were broadly moving in the right direction, there was little firm 
evidence of improvements in efficiency or in the quality of decision making over resource 
allocation..  We attributed this to three factors: 

• Firstly, the persistently high volume of off-budget project and common basket 
financing arrangements meant that many sectors continued to have access to financing 
channels that largely by-passed the Ministry of Finance and the national budget 
process. 

• Secondly, the quality of policy and resource allocation decisions was undermined by 
two critical weaknesses at the front end of the budget process – the absence of a 
strong guiding framework in the form of a clear national development strategy, to 
which there was a firm political commitment, and the lack of a strong “budget 
challenge function” which might consistently promote efficiency and effectiveness in 
spending59.  

• Thirdly, the inherent weaknesses in the domestic structures which might exert 
democratic accountability – in particular Parliament, local government councils and 
civil society meant that by and large they did not have the capacity to correct poor 
decisions taken within the Executive60.   

491. In short, Tanzania shows signs of incentives becoming more consistent with those of an 
internally driven national budget process subject to domestic processes of democratic 
accountability. However, the shift has not yet been strong enough to generate clear-cut 
improvements in efficiency or in the quality of resource allocation. The GBS evaluability 
study of Uganda undertaken in 2002 (DFID Evaluation Department, 2003) reached a very 
similar conclusion: ‘that the change in incentives generated by a shift to GBS could be seen 
to be operating but the positive institutional development effects which ought to result cannot 
be assumed to be automatic’. In Uganda, these effects were seen to depend upon two factors: 

• An effective policy dialogue across a wide reform agenda, embracing sector level 
processes and local government reform, as well as the classic macroeconomic and PFM 
issues more typically associated with GBS;  and  

• Actions outside of the framework of GBS such as good technical assistance projects 
within and outside of government - for example working with parliament, local 
government assemblies, civil society and the media. 

                                                 
59  We do not mean to suggest that there is an absence of budget challenge. During the evaluation, there was a 

powerful example of such challenge when proposals by PO-PSM to increase travel allowances for civil 
servants were rejected by the Ministry of Finance on the grounds that they could not be financed within the 
approved budget frame. However, the strength and consistency of the budget challenge function is an 
acknowledged problem and the MoF is working actively to introduce improvements. 

60  There are encouraging signs of improvements in democratic accountability. In particular,  spending 
decisions are more transparent, participatory and, in principle, contestable. However, although we found 
examples of bad spending decisions and poorly designed projects, we could not find examples of such 
projects being stopped or spending decisions reversed due to pressures from Parliament or civil society.    
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492. It seems likely that the conditions pertaining in Tanzania and, in different ways, in 
Uganda are likely to be present in many of the developing countries where GBS is being 
utilised. This suggests that, just as in Tanzania, the impact of GBS will be enhanced by 
measures to (i) reform the aid architecture, (ii) to strengthen the institutional framework for 
policy making, resource allocation and public expenditure management, and (iii) to promote 
stronger accountability to domestic stakeholders. Such measures can be supported by a 
constructive, informed process of policy dialogue and by good technical assistance projects, 
within and outside of government. In the absence of such measures, the positive institutional 
development effects of GBS are unlikely to be automatic. 

7.1.5 The link to poverty reduction is indirect and necessarily long-term 

493. Perhaps one of the more disappointing, although not surprising, lessons of the Tanzania 
evaluation is that the links between the provision of GBS and the achievement of enhanced 
impacts on poverty reduction are indirect and necessarily long term. The theoretical linkages 
as laid out in the evaluation framework are clear and well supported in the literature (Thomas, 
V. et al, 2000; Klugmann, 2000) and we found nothing to suggest that these linkages are 
absent in Tanzania. On the other hand, there is a host of assumptions which must hold for 
these linkages to work effectively and for the most part, these assumptions do not hold, or do 
not hold sufficiently in the Tanzanian case, for GBS to have generated the outcomes and 
impacts postulated in the evaluation framework. 

494. At Level 4 of the framework, only one of the five anticipated outcomes of GBS is 
undoubtedly present – namely the achievement of a macro-economic environment favourable 
to growth and private investment. The assumptions necessary for this outcome have held true, 
in that there was a strong political commitment to macro stability, macroeconomic reforms 
were well sequenced and the Central Bank proved able to sterilise GBS inflows effectively. 
One can also point to improvements in relation to regulatory policies (Outcome 3) and the 
administration of justice (Outcome 4) but these have not been dramatic and are only strongly 
evident in the very latter part of the ten year period under study.  

495. On the other hand, in relation to sector policies and in particular policies to correct 
market failures (Outcome 5), the period is characterized by a number of significant policy 
mistakes. This is especially true in relation to the agriculture sector which has seen a 
continuation of uncompetitive, oligopolistic marketing structures for export crops and most 
recently a re-introduction of fertilizer subsidies for the food crop producers in the southern 
highlands. Given the crucial significance of agricultural growth and diversification for 
poverty reduction, these policy mistakes are particularly serious.     

496. In relation to the effective delivery of pro-poor public services (Outcome 2), the 
evidence is also disappointing. Certainly, there has been a big growth in the scale of services 
and we may assume that the access of the poor to these services will have improved – in 
particular to primary education. However, there are major problems in relation to the quality 
of services and, therefore, in relation to the effectiveness of services. It is generally 
considered that a minimum of four years of primary schooling of reasonable quality is needed 
to attain basic literacy and numeracy skills. If children spend only three years in school, or 
only attend intermittently, or if class sizes are so great that learning is seriously impaired then 
investments in primary schooling will not be effective in increasing human capital or raising 
the productivity of the poor.  
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497. Given the lack of clear-cut positive effects of GBS on the efficiency of public 
expenditure, it is not surprising that service delivery outcomes should also be disappointing. 
Yet, even if GBS had had clearly positive effects across all of the key elements at the output 
level, this would not necessarily guarantee effective delivery of pro-poor public services. The 
evaluation framework identified four assumptions which should hold for good results at the 
output level to generate good service delivery outcomes. There is reasonable evidence that 
one of these assumptions does hold in Tanzania – namely that pro-poor services are given 
priority in resource allocation. However, the other three assumptions probably do not hold: 

• It has not yet proven possible to establish, agree and monitor key service delivery targets 
across the principal pro-poor services of government. There has been progress in 
education, health and water but there still remain ambiguities and potential conflicts of 
objectives. In relation to rural road maintenance and agricultural extension services, there 
is a long way to go. 

• There is little evidence that service personnel are responding positively to improved 
management and to increased funding of pro-poor services. Indeed, absenteeism and petty 
corruption are reportedly quite common and the interests of influential professional 
groups, such as teachers and medical personnel still appear to bias decision-making in 
important ways. 

•  Finally, it is not yet clear that better targeting of the supply of services can positively 
influence the access of the poor to services, not least because of demand factors which are 
difficult to understand and difficult to influence.  

498. Put simply, it is very hard to deliver effective, pro-poor public services. Most OECD 
countries struggle to address the problems of chronic poverty, social exclusion and drug 
dependency which persist in their societies. Given the financial and human resource 
constraints of Tanzania, it is scarcely surprising that it has proven difficult to deliver good 
pro-poor services. 

499.  On the positive side, across each of the outcome areas identified in the evaluation 
framework, improvements are being made. All of the policy weaknesses we have identified 
are acknowledged and debated and, in a number of areas, reforms are being introduced. The 
shift to GBS and the dialogue around the PAF appear to be helping this. But we should not so 
unquestioningly expect that in a developing country context, significant and sustained 
poverty reduction can be achieved over the short to medium term.  

7.2 Recommendations 

500. We have identified six priority actions to enhance the impact of GBS in Tanzania, 
which we have divided into three broad areas as follows: 

 Reforming the Aid Architecture 

o Establish a stronger Aid Policy, giving explicit guidelines on the use of 
different aid modalities. 

o Revise the PRBS Performance Assessment Framework to distinguish due 
process requirements, strategic dialogue and results monitoring. 
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 Strengthening the institutional framework for public policy & spending 

o Revitalise the Poverty Reduction Strategy to convert it into a genuine national 
development strategy, with political commitment. 

o Strengthen the development and scrutiny of sector policies and spending plans 
so as to enhance the ‘budget challenge’ function. 

o Re-orient poverty monitoring systems so as to generate accountability for 
service delivery policies and outcomes. 

 Promoting domestic accountability and open debate 

o Improve the presentation and structure of the budget and the MTEF so as to 
facilitate their understanding by Parliamentarians and citizens. 

7.2.1 Reforming the aid architecture 

a) Establish a stronger Aid Policy with explicit guidelines on the use of different aid modalities 

501. The overall framework for programming and approving external funding to public 
sector activities needs to be re-considered, possibly in the context of the Joint Assistance 
Strategy.  This restructuring of aid policy should aim to achieve four objectives: 

o To reduce significantly the use of project and common basket funding modalities 
within the public sector. 

o To identify the areas, or types of activity, where project and common basket 
funding is most likely to be appropriate and limit the use of these modalities as far 
as possible to those areas only. 

o To use the MTEF as a tool for advance approval of activities to be financed 
through donor projects or common basket funding. 

o To establish a long term policy for the use of budget support so that it remains 
within acceptable bounds of sustainability, does not generate macroeconomic 
disequilibria and does not generate disincentives to domestic revenue collection. 

502.  We have emphasized repeatedly that the positive benefits of GBS in terms of increased 
ownership, improved coherence and reduced transaction costs will continue to be 
compromised so long as there exist large numbers of external assistance operations based on 
other modalities. The time has come for the Tanzanian Government to take a firm position on 
this issue.  The majority of the PRBS Development Partners we spoke to on this question  
accepted that it was time for a clear policy change and stressed that they would adapt their 
portfolios accordingly. Some did foresee problems but emphasized that partnership implies 
respect for the sovereign right of Tanzania to dictate its own aid policies and a consequent 
obligation to respect such a policy.  The Independent Monitoring Group in its report of 
December 2002 also urged that there should be a decisive move away from projects and 
made a series of useful recommendations in this respect. 

REVISED FINAL REPORT  152 



Joint  Evaluation of General Budget Support to Tanzania, 1995 - 2004 

503. It is important to stress that not all projects are bad ! Budget support can be used to 
finance government projects where it makes sense to organize a public sector investment or 
change management activity as a project. There have been many efficient and effective 
projects both inside and outside the Tanzanian public sector. However, we are referring 
specifically to aid projects. The question is when is it likely to be appropriate for external 
assistance to be channeled through the project modality? We would offer the following 
general guidelines, drawn in part from the IMG report of 2002: 

• Projects are likely to be the best form of support to entities outside of the public sector, 
such as NGOs and private sector associations, to undertake actions which would not 
normally be financed by government.  

• Within the public sector, projects may be appropriate for mutually agreed activities where 
a Development Partner is better placed – technically or administratively,  to manage the 
project on behalf of government, for example: 

o Technical assistance projects 

o Large scale infrastructure projects 

o “Piloting” projects, where particular service delivery innovations need to be 
tested before their mainstreaming by government - for example, new 
approaches to agricultural extension, to road safety or to teaching science. 

• Within the public sector, projects may also be appropriate as an ad hoc response to a 
narrowly specified, perhaps transitory need. For example, in Tanzania, the change 
management process needed for local government reform has effectively been managed 
as a project, the LGRP, financed through a common basket fund. 

• Core service delivery functions are typically best financed through the national budget 
through domestic revenues and general budget support. 

• Wherever aid projects are used to finance government activities, it is important that these 
should be planned as part of a coherent sector strategy and reflected in the budget. Thus, 
the principles of the sector-wide approach represent a good framework for managing 
project support alongside domestically financed activities. The Tanzanian roads sector 
provides a good example of this. 

504. What role might there be for common basket funding ? This is again an area where the 
Government needs to define its position. It may be that an evaluation explicitly focused on 
Tanzania’s experience with common basket funds would be helpful.  We would make the 
following remarks by way of a contribution to thinking in this area: 

• Firstly, a distinction needs to be drawn between a sector-wide approach as a method of 
organising dialogue, planning interventions within a sector and monitoring results and a 
Common Basket Fund as a distinct financing modality. The need for a SWAp does not 
imply the need for a Common Basket Fund.  

• This is an important distinction because Tanzania needs SWAps: there is an urgent need 
to improve the structures for policy-making, planning and dialogue at the sector level. But 
these processes should be structured by government and the main axis of dialogue should 

REVISED FINAL REPORT  153 



Joint  Evaluation of General Budget Support to Tanzania, 1995 - 2004 

be between the sector ministry and MoF, with DPs and other stakeholders acting as 
interested observers/ advisers. This is a very different structure to that which typically 
emerges around CBFs, where the dialogue is between the sector ministry and the 
Development Partners and where the voice of DPs is disproportionately loud. 

• The inter-weaving of structures of dialogue with structures of conditionality is also 
problematic. We have made this point in relation to GBS but this interweaving is still 
stronger when sector dialogue is mixed up with the management of a CBF. In the case of 
the PEDP, it is clear that the effectiveness of dialogue over policy has been compromised 
by the conflicts which arose over CBF disbursement.   

• A common argument in favour of CBFs is that they are a useful transitional arrangement  
from discrete projects to the use of budget support. The underlying rationale is that so 
long as there exist doubts over the quality of public finance management, then the CBF 
framework can permit tighter financial supervision by DPs, whilst offering advantages 
over discrete projects. This argument would seem to be valid in a weak PFM environment 
where GBS is not being provided, or being provided only on a small scale. In the context 
of Tanzania, where 14 PRBS Development Partners have placed their trust in the 
Tanzanian PFM system, this argument does not seem to hold water. 

•  It is also worth recalling that although in principle CBFs should reduce transaction costs 
in relation to projects, most concrete examples of CBF arrangements also involve 
relatively high transaction costs. 

• In summary, we would conclude that in Tanzania the use of CBF approaches should be 
limited to those contexts where i) a donor project is seen as appropriate and ii) significant 
transaction cost savings are possible by using the CBF mechanism for co-financing. In 
Tanzania, the three most obvious examples of such arrangements are the LGRP, the 
PFMRP and the BEST programme – all of which are time-bound, change management 
initiatives which have been organized effectively as projects. 

505. Finally, alongside a new GoT policy on projects and Common Basket Funds, we are 
also recommending a long-term policy on GBS.  It is not enough to state that there should be 
more GBS. How much more ? At what point will the level of GBS start to pose serious risks 
for sustainability ? When will it begin to undermine political and administrative incentives to 
raise domestic revenues ? When will it start to create unmanageable monetary sterilization 
problems or an unacceptable risk of Dutch Disease? These are all unresolved issues on which 
the Government ought to develop a clear position. 

b) Revise the PRBS Performance Assessment Framework to distinguish due process  
requirements, strategic dialogue and results monitoring   

506. The other key aspect of the ‘aid architecture’ which needs attention is the PRBS 
Performance Assessment Framework itself. In raising this as an issue, we should stress that 
the current PAF has been successful in a number of important respects. It has permitted the 
enlargement of the PRBS group while retaining a harmonized structure; it has provided an 
operational structure for strategic dialogue and a sound framework of accountability for 
managing disbursements.  
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507. If it is not broken, why then should it be fixed ? This is a very reasonable question. In 
response, we would say firstly that the PAF does not need to be revised immediately: it could 
continue to function successfully with its current format over the short to medium term. 
However, Tanzania presents a number of special circumstances which permit it to 
contemplate changes which in other countries would not be possible. The combination of a 
strong political leadership, a strong MoF, a well harmonized group of donors, a good track 
record with GBS and a high level of trust between Government and Development Partners is 
an unusual one. It allows Tanzania to consider taking certain risks in order to move to a more 
sophisticated type of relationship and, effectively, a more advanced form of budget support. 

508. Which are the areas where improvements might be introduced ? We believe that the 
PAF suffers from trying to perform too many functions simultaneously. Each of these is 
necessary and yet by trying to perform all of them through one mechanism, without 
distinguishing how different types of information are being used, each of these functions is to 
some extent compromised: 

• Firstly, the PAF seeks simultaneously to monitor a) the conditions of ‘due process’ which 
justify external trust in the Tanzanian policy-making and PFM system; b) the policy 
actions and reforms which Government is pursuing with respect to the PRS; and c) the 
results of those actions in terms of improvements in service delivery outcomes. 

• Secondly, it seeks to provide simultaneously a framework for strategic dialogue and a 
structure for interpreting conditions of GBS disbursement. 

• Thirdly, it seeks to be both a mechanism for PRBS monitoring and a national structure for 
managing strategic reform processes.     

509. What sorts of tensions does the simultaneous pursuit of these functions61 entail ? How 
can they be unraveled and the PAF structure improved ? 

Simultaneous monitoring of  a) ‘due process’; b) policy actions; and c) results.  

510. ‘Due process’ is ultimately the only way of ensuring that government is acting in good 
faith and following its own legal requirements as well as international norms of transparency 
and fiscal discipline. In general, respecting due process conditions should not present a 
problem but if they are broken then that should be an acceptable justification for stopping 
GBS disbursements. If, however, there is no hard distinction between a “make-or-break” 
condition of due process and an inherently more subjective policy condition, then all 
conditions become soft and accountability is compromised. 

511. In seeking to place conditions over policy actions, the intention is to seek ‘leverage’, in 
other words to force the pace of reform. However because the choice of the ‘right’ reforms is 
relatively subjective, and because progress in implementation is not easily measurable,  this 
introduces tensions. In practice, these tend to be resolved by choosing reform actions which 

                                                 
61  It should be noted that the discussion here is based on the Tanzanian context. In other circumstances, there 

may be good reasons why the compromises and shortcomings created by the current structure of the PAF, 
would be accepted as a necessary cost of safeguarding other objectives. 
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are easily measurable and relatively uncontroversial. In the process, concentration may be 
drawn away from the most important and relevant actions.      

512. Improved service delivery results are ultimately what Government and all PRBS donors 
are seeking. However, there are significant difficulties in identifying the right result areas and 
the right indicators for those results. Mechanistic concentration on a narrow set of 
quantitative targets may encourage a focus on what is measurable rather than what is 
important. In addition, linking annual disbursements to results is subject to difficulties in 
interpreting causality. If results are not achieved, is it necessarily a sign of a lack of will? It 
may reflect a capacity problem, or a policy problem, such as a lack of  understanding of 
demand factors. It is by no means clear that a cut in GBS resources will generate the type of 
change needed to get better results: it may well make the situation worse.    

513. We believe that each mode of monitoring has a place but we would recommend: 

a) Due process conditions should determine whether annual disbursements within a 
given operation continue;  

b) Policy actions should be the focus of dialogue but not linked to disbursements;  

c) Results should be monitored and interpreted to help determine medium term 
decisions62 over the value of future GBS operations but should have no influence 
on annual disbursements.   

The inter-weaving of structures of dialogue with processes of conditionality: 

514. We would argue that whether Tanzania can utilize GBS effectively depends 
fundamentally on certain base level conditions, which we have described as ‘due process’ 
conditions, whose continued existence can be objectively monitored. Clearly, these need to 
be the subject of proper discussion but Box 7.2 provides an example of what these might be. 
A key point about such conditions is that they do not change significantly from year to year, 
unless there is a deliberate decision to flout them, e.g. by failing to observe transparency 
requirements, or by failing to control public borrowing.   

515. By contrast, policy design and implementation is more fluid. Public policy addresses 
complex socio-economic realities which are necessarily subject to change. Even simple 
policy reforms are difficult to timetable because they demand debate and require a minimum 
consensus for implementation. This does not mean that the resolute pursuit of sound policies 
is unimportant: it is crucially important and should be the key focus of dialogue. However, it 
ought to be possible to draw a conceptual (and contractual) separation between these issues 
and the ‘due process’ conditions to determine eligibility for annual disbursements. 

516. The lack of such a clearly delineated structure creates an immediate problem of 
unpredictability in the level of GBS flows. At present, disbursements can be held up or 
reduced due to a failure to complete policy steps defined as ‘prior actions’ or to achieve in 

                                                 
62  The point here is that results must be part of the overall assessment on whether GBS is a good investment 

but it is inappropriate to do this annually. The difficulties of choosing the right indicators and interpreting 
annual changes are reduced when a medium term perspective and a wider set of indicators is adopted. 
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full pre-agreed annual service delivery targets. Core budget funding is thus threatened in a 
situation where there is no powerful evidence of the fundamentals having changed. 

o The Government accepts certain conditions or certain approaches to problems 
which they do not deem optimal but where contrary arguments are either difficult 
to marshal or considered ‘risky’, in giving the impression of a lack of 
commitment to reform. 

o There is too much focus on easily measurable actions – the preparation of plans, 
the drafting of laws, etc – and not enough attention to implementation and results. 

o It may also be the case that certain complicated, sensitive issues are tacitly 
avoided by both sides in order to prevent conflict and misunderstandings. Yet, it 
may well be in these areas that open debate is most needed.  

PAF as an external accountability framework and a national structure for managing 
strategic reform processes 

517. PAF was explicitly established as a framework for monitoring the conditions for PRBS 
disbursements. In addition, it has come to play a secondary role as a national structure for 
managing strategic reform processes. We have argued that this secondary role has been of 
significant importance and that, moreover, the PRS – due to its participatory nature and its 
focus on visions and long term goals, seems unlikely in the short term to provide an 
alternative basis for this national reform management function. How then can the PAF 
become more effective as a national framework ? 

• Firstly,  it needs to give more emphasis to the provision of information to domestic 
stakeholders – in pursuit of stronger domestic accountability. 

• Secondly, it needs to be more explicitly linked into national decision-making processes at 
the political and civil service levels. For example, it might be discussed at Cabinet level at 
periodic, scheduled moments, relevant for the budgetary preparation cycle. It might be 
linked more formally to sector working groups or to the work of steering committees for 
civil service or LG reform.  

• Thirdly, it may need to give more prominence to the discussion of the annual results of 
service delivery processes, perhaps by an explicit link to the annual PRS progress report. 

518. We believe it would be inappropriate for this report to try to be much more specific 
about how the PAF might be reformed in Tanzania. There is already a lively debate on these 
issues and many of the ideas presented above have already been raised. Those closer to the 
details of implementation will be better placed to determine precise steps than we are as a 
team of evaluators. How the PAF is reformed will also depend on the extent to which actions 
to strengthen the institutional framework for public policy and public spending can be taken 
forward by the Tanzanian Government. 

519. Progress will also depend on the willingness of Development Partners to consider 
different types of policy. In  large part this will rely on decisions and debates at the 
headquarters of different agencies. Colleagues in Tanzania may have only limited influence 
on these processes. On the other hand, some of the central policy changes which have taken 
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place in recent years are encouraging and are not inconsistent with the thrust of our 
arguments – for example the World Bank’s new guidelines on development policy lending.  

520. However, one big change which is required in international policies towards GBS is the 
recognition that GBS can and should be used in different ways in different countries. The 
changes we are proposing for Tanzania would not be appropriate for all the circumstances 
where GBS might be used. It would be a major mistake to hold back developments in 
Tanzania, because of a mistaken desire to retain a “one size fits all” policy. 

Box 7.2  A possible basis for the definition of ‘due process’ conditions for GBS 

 

 

 

 

 

 

 

 

 

 

 

 

 

Conditions for effective use of GBS

BudgetBudget/MTEF/MTEF

NationalNational Macro Macro 
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stability & growth

2. Policy & spending decisions 
guided by a clear poverty 
reduction strategy

3. Effective mechanisms exist to 
direct resources to the 
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Feedback Feedback 
ProcessProcess

7. Review 
mechanisms exist to 
refine strategy in the 
light of results

6. Governance & 
management systems 
are annually assessed 
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521. What practical steps can we propose to take things forward in Tanzania and elsewhere? 

 Firstly, at the international level, we would recommend a structured debate on the design 
of performance assessment frameworks for GBS. This might initially focus on the budget 
support group within the SPA but would probably need to be widened to take account of 
the interests of countries such as Nicaragua and Vietnam. The results generated by the 
multi-country OECD-DAC evaluation of GBS might usefully feed into this debate. 

 Within Tanzania, as a first step it would be useful to define what are the core ‘due 
process’ conditions on which the continuity of disbursements should depend, drawing 
perhaps on Box 7.2. Even if these conditions continue for the short to medium term to be 
monitored alongside policy-based ‘prior actions’, this process of definition would still 
move the debate forward significantly. Alongside this, there might be some re-orientation 
of the text of the PAF to reflect the considerations presented above.  
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 A concrete step aimed at creating space for democratic accountability might be to re-
orient the March/ April mid-year review of the PAF so that the primary audience for this 
event would be domestic stakeholders, rather than PRBS partners. This review could 
possibly be merged with the PRS annual progress review both to promote alignment and 
improve the information flows and debating space for domestic stakeholders. None of this 
would preclude the participation of PRBS partners but essentially as observers sitting in 
the second row rather than the first. 

 This would imply that the monitoring of prior actions by the World Bank should take 
place in the November review. This would carry the added advantage of ensuring that the 
disbursement decisions of the PRBS partners would then be fully harmonized.    

7.2.2 Strengthening the institutional framework for public policy & spending 

522. One of the wider lessons of the Tanzania evaluation which we noted above is that the 
positive institutional effects of a shift to GBS should not be assumed to be sufficient in 
themselves to generate significant improvements in the framework for public policy and 
public spending. Such changes are not automatic but rely on supporting actions by 
government which may, in some circumstances, be facilitated by well focused technical 
assistance and capacity building. The Government of Tanzania is introducing a wide range of 
improvements in these areas. There are three which we believe may need to be accelerated 
and, to a certain extent re-directed.  

c) Revitalise the Poverty Reduction Strategy to convert it into a genuine national development 
strategy, with political commitment. 

523. We recommend that the PRSshould be reformulated so as to become: 

o A genuine national development strategy, with strong political support 

o A clear framework to lend cohesion to government actions – a type of 
Business Plan for government. 

o A clear statement of the priority outcomes to which government and its 
partners are aiming. 

o By contrast, we would recommend strongly that it should not seek to be a 
framework against which to assess the effectiveness of expenditure 
allocations. This role is more appropriate to the MTEF.    

524. A formal review of the PRS started towards the end of 2003 and concluded in 
November 2004, with a draft of PRS 2. This has already begun to operationalise aspects of 
our recommendations. The new strategy is being referred to as MKUKUTA63, reflecting 
firstly that it should be a national strategy and secondly that it should focus on national 
growth in addition to poverty reduction.  It is intended to be a five year National 
Development Framework. 

                                                 
63  MKUKUTA is Mpango wa Kukuza Uchumi na Kuondoa Umasikini Tanzania meaning the National 

Strategy for Growth and Reduction of Poverty.   
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525.  MKUKUTA  is no longer structured around seven priority sectors like PRS I. Instead it 
has been organised to focus on outcomes in three Clusters (growth and income poverty 
reduction; improvement of quality of life and social well being; and governance and 
accountability).  Within each of these Clusters, there are specified goals and cluster strategies.  
These priority outcomes should drive  budget allocations.  As the first stage of preparation of 
the 2005/06 budget, MDAs have been asked to prepare strategic plans based on MKUKUTA 
priority outcomes and to make these strategic plans the basis for budgetary requests. MoF has 
developed a software package that will assist both in the development of these submissions 
and in their subsequent scrutiny. 

526. It is recommended that the implementation arrangements of MKUKUTA should 
engage the political powers so that priorities reflect political concerns. The strategy of 
implementation should facilitate political buying into the national priorities as stipulated in 
MKUKUTA.  One implication is that fora for challenging and sharpening strategic national 
priorities and envisaged outcomes should be provided for in the implementation and 
monitoring system for MKUKUTA.  

d) Strengthen the development and scrutiny of sector policies and spending plans so as to 
enhance the ‘budget challenge’ function. 

527. We recommend that the procedures for preparation and review of the MTEF and the 
Budget should be strengthened so as to institutionalise the process of budget “challenge” 
which should underpin the MTEF and the Budget. In order to do this, changes in the 
structure, presentation format and review process of the MTEF/ Budget are needed so as to 
generate: 

o An easily comprehensible set of strategic sector plans, which link directly into 
the achievement of outcomes specified in the PRS. 

o A structure which leaves detailed activity-based planning as a management 
tool to be used within spending ministries while focusing the scrutiny of the 
budgetary institutions and Parliament on higher level objectives and outcomes 
and on programme level plans and achievements. 

o A structure which is underpinned by regular annual monitoring, possibly in the 
context of the PER or a new ‘sector working group’ structure. 

o A structure where all budgetary and expenditure proposals are systematically 
scrutinized to assess how far they constitute government priorities, whether 
they constitute the most cost-effective approaches to achieving given 
outcomes and whether they represent value for money.  

528. The 2004 external evaluation of the PER (World Bank, 2004b) has already made a 
number of recommendations which are consistent with the proposals we are advocating. The 
Budget Department and other agencies of MoF have started to put some of these 
recommendations into action in the context of the PFMRP.  

529. Part of the task is to strengthen the mandate of the Policy & Planning departments of 
sector ministries and of the Budget Department of MoF to scrutinise, and if necessary reject, 
the budgetary proposals of spending units. These should be scrutinised on the basis of their 
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consistency with overall expenditure ceilings (as at present), with the outcome objectives of 
MKUKUTA (as proposed for 2005) and with criteria of Value for Money – Economy, 
Efficiency and Effectiveness (VFM). It is in this latter area that there would seem to be the 
biggest skills gap and we recommend that training in this area should be made a priority 
within the PFMRP.  

530. Another part of the task is to re-orient the PER process so as to separate out the ‘sector 
review’ process which it currently embodies from the critical external examination of 
expenditure patterns and results which is more commonly associated with a PER process. All 
MDAs should be required to formulate their plans and strategies for scrutiny by a) 
stakeholders within the relevant sector, b) by MoF and c) by Cabinet. An independent review 
of past expenditure and performance (i.e. a classic PER or Sector Expenditure Review) could 
very usefully support such a process but need not cover every sector every year and should be 
timed so as to avoid delaying the regular (comprehensive) sector review process which would 
come near the beginning of the budget preparation process. Clearly, this would entail some 
reorganisation of the current budget preparation calendar. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Box 7.3 Sector Working Groups, and Sector Dialogue in Uganda 

In Uganda a process of sectoral dialogue has evolved in the context of budget 
support.  All major PRSP priority sectors have annual or biannual review processes, 
where sector stakeholders, in an open forum, review progress and performance in the 
sector, and actions for the future.  Central to these review processes are sector 
development plans which set out the objectives and strategies for the sector.  
Development partners are fully involved in the review processes, take part in the 
dialogue, and often fund thematic studies.  Aide-Memoires between sector stakeholders 
are signed at the end of each review setting out agreed actions to be completed by the 
following review.   

On the resources side, Sector Working Groups are central to both the sector 
review processes and the planning and budgeting process.  These groups predate the 
sectoral review process, and are present for all sectors whether or not they have fully 
fledged annual review processes.  They are made up of representatives of spending 
agencies within the sectors, other stakeholders from civil society and representatives of 
development partners.  Sector Working Groups are required to prepare contributions for 
the budget framework paper, which sets out the medium term budget strategy for the 
Government.  These contributions set out measurable performance targets for the sector. 
In order to keep a proper balance of stakeholders, the participation of Development 
Partners is limited to one or two representatives per sector.   

This sector review process is linked to budget support through the PRSC policy 
matrix.  In Uganda, all budget support donors use the PRSC matrix, as the basis of 
policy conditionality, and the undertakings in the sector reviews are simply reflected in 
this matrix as “a successful sector review takes place”.  There are no sector specific 
actions.  This has facilitated the move from notionally earmarked sector budget support 
towards the provision of general budget support, whilst ensuring that the review 
processes are maintained.  Although there has been a shift away from earmarking, the 
strength of the review processes do not appear to have diminished, but are increasingly 
institutionalised. 
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531. A possible model for the way in which a process might be organised is presented by the 
example of Uganda, where such structures have worked quite effectively over a number of 
years fulfilling the requirements both of the budget support DPs as well as the national 
stakeholders in the budget process. Box 7.3 provides a summary of the system. It includes a 
number of interesting features:  

 A separation between a regular function undertaken by Sector Working Groups as an 
input into the Budget Framework Paper, and an annual review with DPs and other 
stakeholders – the Annual Sector Review.  

 A limitation on the number of Development Partners who may participate in Sector 
Working Groups so as to ensure that the predominant focus of these meetings is the 
development of a sector position against which to negotiate with MoF.  

 The emphasis on measurable performance targets for the sector as well as expenditure 
ceilings. 

e) Re-orient poverty monitoring systems so as to generate accountability for service delivery 
policies and outcomes. 

532. A review of the make-up and approach of the PRS monitoring system is appropriate 
following the revision of the PRS. This will be a useful opportunity to revisit a number of 
organisational issues that have been outstanding for some time, in several cases since the 
early days of the Poverty Monitoring Master Plan. However, we recommend that the 
discussion is conducted in a way that distinguishes symptoms from underlying causes, and 
considers remedies that address the latter.  

533. The weaknesses that characterise routine data collection in particular may be able to be 
addressed to some degree through the PRS Technical Working Group mechanism. But we 
would not underestimate the ability of this mechanism to sidestep the real issues and generate 
fresh duplication. We recommend an approach to data-supply problems based primarily on 
working with data users, in institutional settings such as the budget/MTEF process or 
sector reviews where incentives are moving in the direction of a results-orientation. Full 
advantage should be taken from the new rules governing MTEF proposals and their linkage 
with MKUKUTA Cluster Strategies.  

534. Without waiting for incentive change to kick in, the PMS secretariat (PED) should 
work towards an instrument for systematic annual reporting, a true Policy Matrix for PRS 2. 
This would involve close dialogue with sector authorities where sector strategies are maturing 
to the point where specific, time-bound action commitments can be agreed. DPs should 
support any such move to give PRS APRs more of the character of the PRBS PAF, both 
because this would make it more useful to domestic stakeholders and because it could be the 
first step to making the PAF redundant. Changing the structure of the March/ April mid-year 
review of the PAF so as to give prominence to domestic stakeholders and create a link to the 
PRS annual progress report would be a very good step in this direction. 

535. The quality of the existing PMS has been examined in some depth in Chapter 5. the 
brief recommendations presented here should be considered in that wider context. 
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7.2.3 Promoting domestic accountability and open debate 

f) Improve the presentation and structure of the budget and the MTEF so as to facilitate their 
understanding by Parliamentarians and citizens. 

536. The presentation of the National Budget and of key national policy documents need to 
be explicitly re-designed so as to facilitate scrutiny by Parliamentarians and by domestic civil 
society. At the very least, this should involve: 

o A simplification of the presentation structure of the National Budget. 

o Deliberate attempts to elaborate national policy documents in simple language 
with Kiswahili and English versions available wherever possible.   

537. As we have noted repeatedly the strength and quality of democratic accountability are 
crucial to the success of GBS. In OECD countries, the questions of how to make democracy 
more real, how to make leaders more accountable and how to give citizens real voice are very 
live issues of debate. The world is far from having found a magic recipe for achieving these 
objectives and country-specific innovations appear to be rather significant. In this context, it 
would be arrogant in the extreme to suggest that we have clear ideas for how to do this in 
Tanzania, beyond emphasising the crucial importance of giving attention to this issue. We 
therefore present only one concrete recommendation but would strongly encourage the 
government and its Development Partners to undertake further work on this issue. 
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