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1. Introduction

1.1 Background
1. This public expenditure analysis is the first part of two pieces of work commissioned by DFID to better understand whether DFID’s poverty reduction budget support (PRBS) is delivering the intended benefits. Since 2004/05, DFID has provided general budget support to the Government of Malawi on a continuous basis. Following the parliamentary elections in May 2009, DFID Malawi is undertaking an appraisal for future PRBS commitments and this report will be used to inform DFID’s design and appraisal process for future PRBS commitments.

2. The aim of this public expenditure analysis is to explore the extent to which public spending in Malawi has been pro-poor and effective in reducing poverty and accelerating growth. To do this, a historical examination of public expenditure and performance, in relation to measures of poverty and other social indicators, is presented. The timeframe covers 2004/05 to 2008/09, and includes some data for 2009/10 for illustrative purposes. During this time period the government introduced the Malawi Growth and Development Strategy (MGDS); its overarching development strategy aimed at reducing poverty through sustainable economic growth and infrastructure development. The MGDS acts as the cornerstone of this analysis and the extent to which government has and continues to align its spending to the MGDS is an important measure of its commitment to poverty reduction and accelerating growth.  
3. This report builds on previous public expenditure reviews and analysis and makes appropriate and feasible suggestions about improving the efficiency and effectiveness of public spending.
4. This report is predominately structured according to the questions laid out in the TORs
. Section 2 explores the strategic prioritisation of the budget process, including an examination of how budget allocations are determined and the alignment of the MGDS with budgeted expenditure. Section 3 examines improvements in the efficiency and effectiveness of public spending over the time period. It assesses the implementation of key recommendations from the last rigorous public expenditure review in Malawi, as well as examines recent Value for Money reforms. It also analyses development outcomes and poverty trends associated with recent budgeted expenditure trends. Finally, Section 4 explores district level expenditure; the allocation formulae, the fairness and transparency of the formulae, and improving the efficiency and effectiveness of budgeted expenditure at the Local Assembly level. 
1.2 Methodology

5. This report is based on both quantitative and qualitative analysis of primary and secondary sources of data. This report is largely desk based, with a week’s visit to Malawi to interview government officials and other relevant stakeholders. The expenditure analysis predominantly uses data received from the Ministry of Finance, via DFID Malawi. Analysis of expenditure trends and budgetary processes draws on secondary analysis of government activities and processes in Malawi, as well as interviews with relevant government officials at both the central and district level. 
1.3 Quality and availability of data and documentation
6. The authors of this report relied largely on DFID Malawi for the relevant data and documentation. The report relies on budgeted expenditure because actual expenditure was not available at the time of writing the report. Although outturn data is available in Malawi, in the form of the National Accounts which are produced annually, the compilation of this was not available in a useable format. The budgeted expenditure data is predominately based on data received from the Ministry of Finance, via DFID - covering 2005/06-2009/10. The Output-based budget for 2005/06 was used to extend the data set to include 2004/05. During the process of writing this report the data received from DFID Malawi was significantly revised and corrected by the MoF, which affected the planned timeframes for the completion of the report. 

7. In terms of documentation, this report draws on a wide range of government, donor and other stakeholder strategy and analysis. It also incorporates evidence from interviews with government officials and other stakeholders in Malawi. 
2. The composition of public expenditure: strategic priority setting
2.1 Background on budget trends
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8. This section provides a brief overview of aggregate budgeted revenue and expenditure trends between 2004/05-2009/10. This report is predominantly based on budget figures rather than actual expenditure, because at the time of report writing the latter data was not available. At the aggregate level budget credibility has improved in Malawi in recent years (Oduro et al, 2008), however high variance rates continue to be recorded at the budget entity level (including line-ministry) and illustrate a weakness in the public financial management (PFM) systems to adequately allocate and/or disburse funding to budget objectives and associated activities (Oduro et al, 2008; CABS, 2009a: DFID, 2008b). Therefore this analysis aims to illustrate the budget intentions of government measured by its prioritisation of economic and functional budget allocations, rather than actual expenditure results. Nevertheless, in order to account for some of the in-year variation and present analysis which more closely captures actual expenditure, revised budget estimates (revised mid way through the financial year) have been predominately analysed
. 
9. It is clear from Figure 1 that there has been strong growth in total budgeted expenditure between 2004/05 and 2009/10, with an average nominal growth rate p.a. of 23%, and real equivalent of 10.6%. Although, accounting for inflation dampens the growth rate, the sharp drop in inflation in this period to single digit figures since 2007/08, means that considerable real growth rates were still achieved. 

10. The large increase in budgeted expenditure was supported by the strong performance of domestic revenue, grants and GDP. Overall the average nominal growth rate p.a. for domestic revenues and grants only marginally exceeded that of budgeted expenditure, reaching 24% (real equivalent of 11.4%). Domestic revenues have steadily increased over the time period, particularly between 2005/06 and 2008/09, due to strong macroeconomic performance and an improvement in tax administration and compliance (MoDPC, 2009a; MEJN, 2009). But there has been larger variation in the annual growth rates for grant allocations
. 
11.  Figure 1 illustrates that following the sharp growth in budgeted expenditure in 2008/09, the fiscal deficit widened from 1.9% (2007/08) to 4.2% (2008/09) of GDP. This was primarily caused by the worsening terms of trade that affected the budget during implementation as fuel and fertiliser price hikes put pressure on imports, and other one-off expenditure including the May 2009 elections and the 2008 population census (MoDPC, 2009a). Forward contracts continue to affect the budget after petrol prices have fallen to a significantly lower level (MoDPC, 2009a)
. In addition to this, for the most part between 2004/05 and 2008/09 the growth in budgeted expenditure exceeded that of nominal GDP, and as a result budgeted expenditure made up an increasing percentage of nominal GDP. The percentage jumped to 38.8% in 2008/09, but has reversed to 33.9% in 2009/10, due to restricted growth of budgeted expenditure. 
12. That said public finances remain on a sound footing (GoM, 2009). There has been significant improvements in fiscal discipline since 2004/05 (Whitworth, 2007) associated with the rapid and dramatic reduction of public debt which was forgiven [under the Enhanced Heavily Indebted Poor Countries (HIPC initiative)], paid off or reduced due to improved fiscal management (GoM, 2009; IMF, 2009). This allowed space for expenditure to be allocated to the government’s priority areas (GoM, 2009). Furthermore, despite the restricted growth of budgeted expenditure in 2009/10 and the reduction in the recurrent budget, analysis suggests that discretionary resources still increased in 2009/10 (CABS, 2009b).
13. Therefore fiscal expansion has benefited from a combination of strong macroeconomic performance and growth in domestic revenues, as well as the dramatic reduction of public debt. In addition to this, both the improvements in financial management since 2004/05 and the implementation of the government’s poverty reduction strategy, with the associated reduction in poverty and strong economic growth, have maintained high levels of donor confidence and subsequent donor support which had suffered a major interruption in 2003/4 due to a breakdown in fiscal management. 
14. It is important to note that most of the data is presented in nominal terms. This is because collecting useful data to deflate GDP/expenditure proved problematic. For example, in Table 1, nominal GDP is deflated using the most recent IMF GDP deflators (IMF, 2009) and the most recent data on actual nominal GDP from Annual Economic Reports, GoM. However, using this data creates GDP growth rates that are not strictly in line with those produced by the IMF. Therefore, although real rates are referred to in the document, nominal rates are predominantly presented for this reason.
Table 1: GDP, total revenue and grants, total budgeted expenditure, 2004/05-2009/10
	MK million
	2004/05
	2005/06
	2006/07
	2007/08
	2008/09
	2009/10

	Nominal GDP
	312,000
	384,200
	464,537
	553,820
	648,500
	756,978

	Nominal GDP growth rate (% p.a.)
	 N/A
	23.1%
	20.9%
	19.2%
	17.1%
	16.7%

	GDP at constant 2004/05 prices
	312,000 
	327,257 
	345,277 
	381,147 
	411,343 
	447,484 

	GDP growth rates
	N/A
	4.9%
	5.5%
	10.4%
	7.9%
	8.8%

	GDP deflator
	17.4%
	14.6%
	8.0%
	8.5%
	7.3%
	17.4%

	Nominal total revenue and grants
	84,028
	121,620
	143,902
	174,922
	224,112
	244,293

	 
	Nominal Domestic revenue
	53,676
	67,682
	81,718
	103,093
	135,731
	163,200

	 
	Nominal Grants
	30,352
	53,938
	62,184
	71,829
	88,381
	81,093

	Nominal total budgeted expenditure
	91,885
	130,017
	151,412
	185,373
	251,356
	256,769

	 
	Nominal Recurrent
	68,377
	97,162
	97,730
	122,384
	193,499
	188,181

	 
	Nominal Capital
	23,508
	32,856
	53,682
	62,989
	57,857
	66,588


Notes: (1) Source:  (a) Nominal GDP: 2004/05-2007/08(actual)(Annual Economic Reports: MoEPD/MoDPC); 2008/09-2009/10 (budgeted) 2009/10 Output-based budget (actual/estimated/CR No.08/265/projected); (b) GDP deflator (IMF, 2009); (c) Total revenue and grants: 2004/05 (2005/06 Output-based budget); 2005/06-2007/08 (Annual Economic Reports: MoEPD/MoDPC); 2008/09-2009/10 (2009/10 Output-based budget); (d) Total budgeted expenditure (recurrent and capital): 2004/05  (2005/06 Output-based budget), 2005/06-2009/10 (MoF data).

Figure 1: Total budgeted expenditure set against total revenue and grants, 2004/5-2009/10
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Notes: (1) Source:  (1) Total revenue and grants: 2004/05 (2005/06 Output-based budget); 2005/06-2007/08 (Annual Economic Reports: MoEPD/MoDPC); 2008/09-2009/10 (2009/10 Output-based budget); (b) Total budgeted expenditure: 2004/05 (2005/06 Output-based budget), 2005/06-2009/10 (MoF data).
15. Figure 2 illustrates that the strong growth in budgeted expenditure between 2004/05 and 2009/10 has been distributed relatively equally between the recurrent and capital budgets, with an average nominal growth rate p.a. of 22% for the recurrent budget and 23% for the capital budget (real equivalents of 10.2% and 10.9% respectively). However, the slowdown in budgeted expenditure growth in 2009/10 was largely captured by the recurrent budget, and up until 2008/09 the recurrent budget had generally been capturing a greater share of the budget increases. Apart from 2006/07 (when there was a significant government and donor funded expansion of the capital budget) the growth rates for the recurrent budget exceeded those for the capital budget, and the average nominal growth rate p.a. between 2004/05-2008/09 was 30% for the recurrent budget, compared to only 25% for the capital budget. The reason for the recent shift in the distribution of resources appears to be partly driven by the reduction of fuel and fertiliser prices (which squeezed the capital budget in 2008/09 as money was redistributed to the recurrent budget to finance the necessary expenditure), and the re-prioritisation of capital activities in line with the MGDS. Despite the re-prioritisation in 2009/10 the recurrent budget still made up approximately three-quarters (74%) of total budgeted expenditure compared to 26% for the capital budget. 
Figure 2: Total budgeted expenditure according to recurrent and capital budgets, 2004/5-2009/10
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Notes: (1) Source: 2004/05 (2005/06 Output-based budget); 2005/06-2009/10 (MoF data); (2) This excludes MK 2,000 million for the Youth Enterprise Development Fund
16. In 2009/10, 77% of the recurrent budget was made up of Other Recurrent Transactions (ORT), compared to 23% for personal emoluments (Figure 3). Between 2004/05 and 2009/10 the average nominal growth rate p.a. for ORT was 23% (real equivalent of 11%), higher than that for personal emoluments which stood at 21% (real equivalent of 9%). If 2009/10 is excluded from the analysis, average p.a. growth rates are even higher for ORT. This is because there was an absolute fall in the allocation for ORT in 2009/10, mainly driven by the agriculture budget. However, Figure 3 illustrates that both ORT and personal emoluments have grown at variable rates over the time period, and the growth of ORT has not always exceeded that of personal emoluments. An examination of the approved budgets shows that variable growth rates are a factor of both approved and revised budgets, crudely illustrating that aggregate annual shifts in budgets are not exclusively based on historical budget data. 
Figure 3: Recurrent budget, 2004/5-2009/10
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Notes: (1) Source: 2004/05 (2005/06 Output-based budget); 2005/06-2009/10 (MoF data); (2) This excludes MK 2,000 million for the Youth Enterprise Development Fund
17. In 2009/10, donor funded projects made up 68% of the capital budget, compared to 32% for locally funded projects (Figure 4). Locally funded projects have grown at a much higher average rate over the time period than donor funded projects. For example, between 2004/05 and 2009/10, locally funded capital projects grew at an average nominal growth rate p.a. of 46% (real equivalent of 32%), compared to only 17% (real equivalent of 6%) for donor funded projects. This is partly because locally funded projects started from a very low base in 2004/05, and also because there was an absolute fall in the budget for donor funded projects in 2008/09. As with the recurrent budget, the annual growth rates of both donor and locally funded projects has varied between 2004/05 - 2009/10. In 2009/10, the transport and communications sectors received the largest shares of the capital budget, in line with government commitments in these areas (MoDPC, 2009a).
Figure 4: Capital budget, 2004/5-2009/10
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Notes: (1) Source: 2004/05 (2005/06 Output-based budget); 2005/06-2009/10 (MoF data); (2) This excludes MK 2,000 million for the Youth Enterprise Development Fund
18. Figure 5 illustrates that the key spending ministries have benefited in varying degrees from the expansion of the government’s budget, with diverse growth trajectories experienced between 2004/05-2009/10. For example in 2009/10, all sectors apart from (i) education and (ii) transport, public works, housing and the Road Fund faced an absolute reduction in their allocated budget
. As discussed above there was an increased prioritisation of transport budget and the considerable increase of the Road Fund budget (which was the main driver of the increase in the capital budget for 2009/10). Whilst the increase in the education budget is assumed to be due to the new sector plan and a host of associated new activities laid out in the Output-based budget. 

Figure 5: Budgeted expenditure (recurrent and capital) for major spending ministries (excluding Local Assembly allocations), 2004/5-2009/10
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Notes: (1) Source: 2004/05 (2005/06 Output-based budget); 2005/06-2009/10 (MoF data); (2) Votes: Education (250), Health (310), Agriculture (190), Irrigation and Water (210), Transport, Public Works, Housing and the Road Fund (400 & 420). 

19. It is clear from Figure 6 that the recent jump in the budget for agriculture was largely driven by the fertiliser budget. In 2008/09 the actual cost of the input subsidy programme increased by 50% from the amount initially budgeted for in the approved budget (MoDPC, 2009a) and the recent reduction in vote’s budget for 2009/10, is in line with the decrease of the fertiliser budget which is attributed to the decline in the cost of fertiliser and capping quantity to 160,000 tons of fertiliser.
Figure 6: Budgeted expenditure for agriculture, 2004/5-2009/10
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Notes: (1) Source: 2004/05 (2005/06 Output-based budget); 2005/06-2009/10 (MoF data)
2.2 To what extent are budget allocations based on performance or outputs?
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20. The budget process is central to the government’s ability to fulfil its economic, political, legal and managerial functions. A well functioning budget process enables governments to allocate resources towards the areas that make the greatest contribution to their national objectives (DFID, 2001). It is by nature a political, administrative, and functional process, and its success depends on the strength and interplay of the separate factors. Within the budget process, determining budget allocations sits within the strategic activity of ‘budget preparation’. 
21. In Malawi the budget preparation process is guided by a legal framework which is generally well established. It outlines a detailed and comprehensive description of the functions and responsibilities of the main stakeholders in the budget process. However, one of the main challenges the administration faces is the insufficient enforcement of the regulatory framework. This is a problem that is broadly recognised and accepted, and has been addressed in public financial management (PFM) policy. For example, one of the key strategic objectives of the fiscal management section of the MGDS is to encourage the adherence to Public Financial Management, Public Audit and Public Procurement Acts (Radev et al, 2007).
22. This insufficient enforcement of the regulatory framework has allowed space for widespread informal practices in the budget formation process to develop over time. The influence of informality in public administration in Malawi pre-2004 has been well documented (Peters 2001 in Krause, 2007). Since 2004 the government has initiated a number of reforms to strengthen public sector management (Krause, 2007). In addition to this the improvement of fiscal discipline and budget credibility has limited the scope and incentive for informal activities. However, complaints at the Local Assembly level indicate that concerns about the influence of patronage networks still exist,
 but weak transparency and communication of the budget preparation process make it difficult to assess how pervasive it is (Radev et al, 2007).
23. The weak transparency and communication of the budget preparation process also affects the ability to precisely unpack the processes that feed into/determine final budget ceilings for budget entities and main economic items. According to the PEFA (2008) the Department of Economic Affairs, Ministry of Finance (MoF), working in close co-operation with the International Monetary Fund (IMF) is responsible for setting the total budget envelope and the allocations across main functional and economic items (Oduro et al, 2008). These agreed ceilings are used to set the budget ceilings and the Public Sector Investment Programme (PSIP) ceilings (DFID, 2008b). 
24. According to the Budget Director of the MoF, the determination of sector ceilings take into account the macroeconomic resource envelope, the prioritisation indicated in MGDS, cabinet directives and insights from past public expenditure analysis including public expenditure reviews and public expenditure tracking surveys
. However, it is difficult to scrutinise these statements in a reliable way as ceilings are set each year by a small group of officials in the MoF. Analysis from section 2.1, crudely suggests that aggregate ceilings are not solely determined on a historical basis. However, the varied responses from MoF officials illustrates that there are clear communication weaknesses within the MoF Budget Division regarding the strategic processes surrounding setting budget ceilings.
25. At the sector level, as with the central level it is difficult to gauge the degree to which policy informs and determines the budget. Budget ceilings for recurrent ORT and personal emoluments are provided to sectors, along with some key expenditure items, such as the fertiliser budget for agriculture. Sectors are required to submit their budgets in an activities-based budget classification (ABB) format and the activities are expected to be guided by MGDS activities.  The PEFA (2008) states that because of the limited time available to prepare ministerial budgets, ministries are essentially forced to prepare their budgets on a historical basis using their previous year’s ceilings adjusted and then modified retroactively upon receipt of the formal ceilings. This was supported by a former financial planner in the Ministry of Education
. It was suggested that many sectors do not have the necessary sector plans from which to budget,
 and those that do, such as Finance, Health and Education, often do not prepare them within a macro-fiscal framework and exclude full cost estimates related to capital elements, both of which undermine their usefulness for budget preparation (Oduro et al, 2008). Furthermore, such sector plans have been criticised for seldom being closely linked to MGDS outcomes (MoF, 2007a). 
26. With the implementation of the comprehensive and clear budget circular and a recently revised Budget Calendar, the policy focus of budget preparation should improve. The Budget Calendar clearly outlines budget tasks and outputs related to the on-going and next financial year (RoM, 2008a). It includes a task which requests line ministries to submit their planned activities and strategies for the coming financial year for use in formulating ceilings, and allows line ministries longer to prepare their recurrent and capital projects by submitting sector ceilings to them earlier in the year. This initiative should strengthen the policy focus of the budget preparation process and promote better integration of line ministry planning with the budget; which was advised in the Public Expenditure Review (2006) (World Bank/RoM, 2006; IMF, 2008). This improvement in the strategic nature of budget allocations will build on efforts to establish medium-term planning, in the form of the Medium Term Expenditure Framework (MTEF) introduced in 2005 (Oduro et al, 2008).
27. However, the new Budget Calendar is currently not being strictly adhered to
. In 2009, the indicative budget ceilings were submitted to sectors several months after they were initially planned and the indicative ceilings were not based on the planned activities and strategies of the sectors in the upcoming year. Delays in the distribution of ceilings were partly blamed on donors, for late reporting and disbursement in the financial year
. Furthermore, MoF officials raised concerns that efforts to develop a fully functional MTEF are constrained by the inability to set credible forward ceilings, given the lack of credible future grant ceilings provided by donors.
28. Therefore, although effort is being made to improve the strategic decision-making process surrounding budget preparation, it is difficult to measure the extent to which budget allocations are currently determined by outputs or performance. Nevertheless, evidence suggests that building blocks for further development are in place. In terms of performance, the recent Value for Money reforms in the Ministry of Finance - Prioritised Delivery Targets - are output and policy performance targets for the five largest spending ministries and should go some way to instilling the importance of performance in the budget process. In addition to this, the Government of Malawi has an Output based budget, which presents the budget in an output-oriented activities-based budget classification (ABB). It is a comprehensive annual account of government expenditure according to outputs (IMF, 2009). According the Budget Director, it has considerably improved the discussions about the budget in Parliament, even though its implementation has been slow. Moreover each quarter sectors are required to report expenditure performance against these activities and outputs. 
29. However, the Output-based budget does not appear to be effectively utilised. For example, there is very weak compliance regarding the submission of quarterly expenditure performance monitoring reports with many sectors regularly not submitting the reports.
 Furthermore it is unclear how effectively the Output-based budget is used to examine the past performance of budget entities, or drive future allocations – useful activities to improve the strategic decision-making in terms of the budget. Additional analysis, including the MGDS review, would be another source of useful information to inform budgets based on MGDS performance, although delays in the first review meant it was not finalised in time to inform the 2008/09 budget (DFID, 2008b).
2.3 Alignment between the national budget and the MGDS
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30. This section attempts to assess whether public expenditure has been adequately aligned with the medium term poverty reduction strategy; the Malawi Growth and Development Strategy (MGDS). In doing so it will assess the strength of the linkage between policy objectives and budgetary allocations in Malawi.  The question of MGDS and budget alignment was one of the central objectives of the MGDS review for 2006/07 (RoM, 2007a), and this analysis will examine the time period between 2005/06 and 2008/09. In theory, all public allocations should be aligned with the MGDS because budget submissions that either exclude activities inside the MGDS or include activities outside the MGDS should be rejected (RoM, 2006a). 
31. The Malawi Growth and Development Strategy is the overarching development strategy for Malawi for 2006 to 2011. The MGDS lays out the government’s plans and priorities for socio-economic growth and development and acts as a single reference point for all stakeholders in Malawi’s development. The overriding aim of the MGDS is to reduce poverty through sustainable economic growth and infrastructure development. The MGDS is built around 5 broad thematic areas
 which are broken down to sub-themes. Within these themes, the MGDS identifies 6 priority areas
 (with three new priority areas identified for 2009/10); areas where the government plans to concentrate its efforts in the medium term and which are critical for immediate improvement in the economic well-being of Malawians, as well as the acceleration of the attainment of the Millennium Development Goals (MDGs). The MGDS builds on the Malawi Economic Growth Strategy (MEGS) and the Malawi Poverty Reduction Strategy (MPRS) (RoM, 2006a).  

32. The alignment of the MGDS framework and the budget will be presented from two perspectives. Firstly, the extent to which the government’s budget framework has been in line with the MGDS budget framework as stated in the MGDS. Secondly, whether sector spending prioritisation by government has reflected that specified in the MGDS. 
Alignment of government budgeted expenditure to the MGDS budget framework
33. The MGDS lays out a macroeconomic framework, inclusive of a budget framework, upon which the successful implementation of the MGDS depends (RoM, 2006a). The framework includes targets for key macroeconomic and budget indicators over the 5 years of MGDS implementation in line with the Poverty Reduction Growth Facility (PRGF). 
34. It is evident from Table 2 and Table 3 that on the whole, the government has fallen short of the MGDS budgeted revenue and expenditure targets over the period of MGDS implementation (2006/07-2010/11)
. The government has met or exceeded the MGDS budget framework targets only a few times (see the red data points in Table 3). Although meeting the targets even a handful of times are commendable, the achievement of budgeted expenditure targets in 2008/09 was predominantly driven by the significant increase in the input subsidy programme and other one off recurrent expenditures, which were not necessarily, tied to MGDS activities. 

35. Despite this, as discussed above, during the implementation of MGDS the government has experienced strong macroeconomic performance and improved fiscal discipline. Maintaining fiscal discipline, when revenues and grants are below MGDS targets, comes at the expense of an expansionary expenditure policy, and the subsequent achievement of MDGS expenditure targets.
Table 2: MGDS budget framework, 2004/05-2010/11
	% of GDP (nominal)
	2004/05
	2005/06
	2006/07
	2007/08
	2008/09
	2009/10
	2010/11

	Total revenue and grants
	39%
	44%
	40%
	39%
	37%
	39%
	39%

	 
	Domestic revenue
	25%
	25%
	24%
	26%
	24%
	25%
	25%

	 
	Grants
	14%
	19%
	15%
	14%
	13%
	14%
	14%

	Total expenditure
	43%
	45%
	41%
	39%
	38%
	40%
	40%

	 
	Recurrent
	32%
	32%
	29%
	27%
	26%
	28%
	28%

	 
	Capital
	10%
	13%
	12%
	12%
	12%
	12%
	12%

	Fiscal deficit
	-4%
	-1%
	-1%
	-1%
	-1%
	-1%
	-1%


Notes: (1) Source: RoM (2006a); (2) the framework is supposed to be revised annually (RoM, 2006a).
Table 3: Government of Malawi’s budget framework, 2004/05-2009/10
	% of GDP (nominal) 1
	2004/05 revised
	2005/06 revised
	2006/07 revised
	2007/08 revised
	2008/09 revised
	2009/10 approved

	Total revenue and grants
	27%
	32%
	31%
	32%
	35%
	32%

	 
	Domestic revenue
	17%
	18%
	18%
	19%
	21%
	22%

	 
	Grants
	10%
	14%
	13%
	13%
	14%
	11%

	Total budgeted expenditure
	29%
	34%
	33%
	33%
	39%
	34%

	 
	Recurrent
	22%
	25%
	21%
	22%
	30%
	25%

	 
	Capital
	8%
	9%
	12%
	11%
	9%
	9%

	Fiscal deficit
	-2.5%
	-1.8%
	-1.6%
	-1.9%
	-4.2%
	-1.6%


Notes: (1) The data points in red are those that have met or exceeded the MGDS budget framework targets;(2) GDP calculations are based on actual data for 2004/05-2007/08, and the revised budget for 2008/09 and the approved budget for 2009/10;  (3) Source:  (a) Nominal GDP: 2004/05-2007/08 (Annual Economic Reports: MoEPD/MoDPC); 2008/09-2009/10 (2009/10 Output-based budget (b)Total revenue and grants: 2004/05 (2005/06 Output-based budget); 2005/06-2007/08 (Annual Economic Reports: MoEPD/MoDPC); 2008/09-2009/10 (2009/10 Output-based budget) ; (c) Total budgeted expenditure: 2004/05  (2005/06 Output-based budget), 2005/06-2009/10 (MoF data).
Alignment of government budgeted expenditure to the MGDS priorities 
Difficulty in measuring alignment

36. It is difficult to accurately measure alignment of government budgeted expenditure to the MGDS priorities over the MGDS implementation period because of the absence of a transparent comprehensive budget classification structure which maps MGDS themes and priority areas (including activities and associated costs) to the government’s budget (Radev et al, 2007). 
37. Although the MGDS (2006a) sets out clear definitions and costs for the 5 themes with associated sub-themes and 6 priority areas, it stops short of explaining how the priority themes map to the themes/sub-themes. The MGDS review 2007, attempts to map the costs between themes and priorities, yet themes are broken down into sub-themes that don’t directly translate to those in the MGDS (2006a). Both documents do not lay out how either the themes or priority areas map to the government’s budget, which is laid out according to votes. 

38. Furthermore, pre-2008/09 the government did not produce expenditure data disaggregated to MGDS themes and priorities on a formal basis. However, following reforms to the budget process in 2008/9, activities throughout the entire budget are now classified as MGDS and non-MGDS expenditures allowing government to more accurately estimate its alignment with the MGDS (FS, 2009/10). Since 2008/09 the GoM has recorded all MGDS budgeted and executed expenditure through the chart of accounts, by allocating a specific budget code, and publishes this data in the annual Financial Statements and Output-based budget. This covers all ORT and the capital budget. Therefore accurate analysis of MGDS expenditure post-2008/09 is readily available. Yet despite this, government officials did not have access to or knowledge of the exact mapping of expenditure to MGDS and non-MGDS activities
. 
39. An improvement in the transparency of the MGDS budget would facilitate improved analysis and encourage accountability of budgeted expenditure. For example, although expenditure on MGDS activities fell from 72% to 62% of the total budget between 2008/09 and 2009/10, there has been limited scrutiny of the budget to examine the cause of this shift in distribution. 
40. An important explanation for this lies with the budget comprehsiveness of the MGDS framework and the fact that cost estimates under the MGDS do not cover a significant part of the budget (Radev et al, 2007). The 2009/08 Financial Statement states that civil service remuneration, statutory expenditure, and administrative overheads are considered as non-MGDS, but stops short of matching this with budget data; relevant votes, programmes or line-items (MoF, 2009/10a). According to the financial statement, one might assume that the reduction in the proportion of MGDS expenditure was due to larger relative growth of administrative services, given the minimal growth of personal emoluments and statutory expenditure, but this is difficult to say with any certainty without a comprehensive list of budget items included as non-MGDS. 
41. Other reasons why the strength of the link between the MGDS and government’s budget is difficult to determine include the fact that at the sector level, in contrast to the budget, the MGDS doesn’t distinguish between recurrent and development expenditures. Furthermore, it is clear that the MGDS cost estimates and budget frameworks have not been aligned with the government’s resource envelope, and a basecase scenario does not appear to exist in the system of prioritisation (Radev et al, 2007).
Alignment at sector level

42. Bearing in the mind the concerns about MGDS budget classification pre-2008/09, this section attempts to map budgeted expenditure per ministry/department to specific MGDS themes and sub-themes
. From this we can crudely assess the degree to which government is concentrating its efforts on MGDS priority areas
. 

43. Figure 7 illustrates the distribution of the budgeted expenditure captured by the MGDS budget across themes. 2005/06 is also included as a baseline to illustrate change since the MGDS was implemented. It is evident that the theme Social Development has consistently made-up the largest share of the budget and its expansion over the time period has been largely captured by the considerable growth in the health budget. In 2008/09 it accounted for 37.9% of the total MGDS budget, compared to 29.1% for theme 1; 21.8% for theme 5, 11% for theme 4 and 0.3% for theme 2.
Figure 7: The distribution of MGDS budget across themes, 2005/06-2008/09
[image: image10.png]90,000

80,000 y | —&— Theme 1 Sustainable
Economic Growth
70,000 /.,
60,000 y —+— Theme 2: Social Protection
/ and Disaster Risk
50,000 Management
o
S 40,000 - —=— Theme 3: Social Development
30,000
20,000 —<— Theme 4: Infrastructure
—— Development
10,000
0 —— 4 44—+ ThemeS5:Improved

Governance
2005/06 2006/07 2007/08  2008/09
revised revised revised revised





Notes: (1) Source: MoF data
44. In order to examine the extent to which government is concentrating its efforts on priority areas in the MGDS, some further assumptions regarding mapping budget data and MGDS priority areas have been made
. Table 4 illustrates the average growth p.a. for each MGDS theme and a selection of sub-themes (as defined by MoF data). The highlighted rows are assumed to include budgeted expenditure and activities for the 6 priority areas in the MGDS.
45. Table 4 shows that between 2005/06 and 2008/09, the average p.a. growth rate of aggregate budgeted expenditure for MGDS priority areas was 29% and exceeds that for the total MGDS budget, which was 26%. This indicates that on aggregate government is prioritising MGDS priority areas over other MGDS areas of spending, and there is a positive alignment between MGDS priorities and public spending. However, it is clear that some MGDS priority sub-themes are performing much better than others. For example, prevention and management of nutrition disorders, HIV and Aids, integrated rural development, and irrigation and water have received significant budget increases, of an average of 35%, 44%, and 115% p.a. respectively, while energy generation and supply has seen its budget allocation drop by an average of 14% p.a.. Unfortunately, this aggregate sector analysis does not explicitly illustrate the extent to which all MGDS priority area activities have benefitted from the growth in budget allocations, e.g. establishing the extent to which the MGDS priority area of ‘prevention and management of nutrition disorders, HIV and AIDS’ has benefited from the health sector expansion. 
Table 4: Growth of budget allocations to MGDS priority areas, 2005/06-2008/09
	MK million
	2005/06 revised
	2006/07 revised
	2007/08 revised
	2008/09 revised
	Average growth p.a. 2005/06-2008/9

	 Theme 1: Sustainable Economic Growth 
	31,032
	33,553
	42,874
	63,131
	27%

	 
	Agriculture 
	24,201
	21,823
	26,480
	44,311
	22%

	 
	Integrated Rural Development 
	1,447
	3,382
	3,451
	4,316
	44%

	 
	Water, Sanitation and Irrigation 
	794
	2,909
	6,281
	7,878
	115%

	 Theme 2: Social Protection and Disaster Risk Management 
	250
	290
	522
	572
	32%

	 Theme 3: Social Development 
	38,214
	50,928
	66,836
	82,196
	29%

	 
	Health 
	19,517
	26,312
	37,578
	48,112
	35%

	 Theme 4: Infrastructure Development 
	14,340
	15,116
	17,958
	23,822
	18%

	 
	Roads, Public Works and Transport 
	10,232
	12,553
	16,242
	21,403
	28%

	 
	 Energy and Mining 
	3,230
	1,760
	1,412
	2,022
	-14%

	 Theme 5: Improved Governance 
	23,906
	29,613
	34,992
	47,438
	26%

	Total Priority Areas
	59,422
	68,739
	91,444
	128,041
	29%

	Total MGDS
	107,742
	129,500
	163,181
	217,159
	26%


Notes: (1) Source: MoF data

46. In addition to these spending trends, there is further evidence to suggest that the government is striving to improve the alignment of MGDS activities with budgeted expenditure at the sector level. During the budget preparation process, ministries/departments are required to complete budget templates which only allow for the inclusion of MGDS activities. If activities are entered without an associated MGDS activity code the budget template forces an error. Therefore, all ministerial/department activities apart from administrative services and personal emolument should be MGDS activities. However, anecdotal evidence suggests that sectors have struggled to link all planned activities with MGDS activity codes. This is partly because the set of MGDS activities initialled planned for have not been reviewed and updated since 2006, and therefore have not been adapted to take into account changing environments. As a result, anecdotal evidence suggests that MGDS activities codes are attached to all sector activities, whether or not they strictly match
.
47. Despite this the recent decrease in the percentage of the total budget allocated to MGDS activities in 2009/10 suggests that there is still scope for improved alignment between the budget process and MGDS through the consolidation of the annual budget process and strengthening the medium-term orientation of the budget. Improvements in this area would require closer coordination between sector planning, the MGDS annual progress review and the budget preparation process (Radev et al, 2007). 
48. To conclude, alignment with the MGDS framework appears to be mixed but improving. Although the government has fallen short of the MGDS budget framework targets, from crude analysis it appears that it has concentrated its spending on MGDS priority areas. Since 2008/09, the government has made good progress in systematically classifying MGDS activities; however weaknesses in transparency, comprehensiveness and the enforcement of reporting undermine the ability of the government and stakeholders to effectively scrutinise MGDS allocations. 
3. Improving the efficiency and effectiveness of public spending

3.1 How far have previous Public Expenditure Review recommendations been implemented?


[image: image11]
49. In 2006, the World Bank and the Government of Malawi completed an extensive public expenditure review (PER) of the macroeconomic framework of Malawi and key spending sectors. The aim of the PER was to guide the implementation of government reforms necessary to re-establish fiscal sustainability, stabilise macroeconomic conditions, make better use of scare resources, improve the effectiveness and quality of service delivery and foster more rapid equitable growth and wealth creation (World Bank/RoM, 2006). Since its publication, there has not appear to have been a government wide programme to ensure the implementation of the PER recommendations or in fact, a systematic assessment of the implementation of the PER recommendations. The purpose of this section is to briefly explore the progress made in implementing the recommendations in light of developments that have occurred since 2006.
50. An overall assessment of the Public Expenditure Review recommendations table points towards distinct advancement in the implementation of priority policy recommendations in certain sectors. The roads sector, in particular, saw the greatest measurable achievements in carrying out policy changes. Other notable accomplishments were seen in public debt vulnerability and health reforms. As delineated below, there was also evidence, or lack of clear indicators, that policy recommendations were not implemented during the period, such as in the education sector. The following paragraphs provide an overarching description of progress as made per sector. 
51. There have been noticeable achievements in improving debt management capacity within Government. The overall framework for debt management is sound, although some weaknesses remain, notably the lack of evidence of the development of a market for government securities. The Debt and Aid Division (DAD) in the MoF is now able to undertake its own debt sustainability analysis. Through a Debt Management Unit, comprehensive records on external debt are now compiled and updated on a monthly basis and a committee comprised of directors from the MoF, Reserve Bank of Malawi (RBM), Ministry of Justice (MoJ) and Ministry of Development Planning and Cooperation (MoDPC), was established to support the operation of DAD.
52. The process to strengthen the budget and improve payroll management is underway. The policy recommendation to gradually increase forex reserves to 5 months of exports is the policy priority furthest from successful implementation. Not only have forex reserves decreased substantially due to pressure from intervention in the foreign exchange market and an increase in fuel and fertiliser prices in 2008, reserves declined far below the required three months of import cover. In January 2009, the IMF asked Government to tighten spending and budget control and enhance fiscal discipline. In response, Government agreed to implement a more flexible exchange rate system free of multiple currency practices. Evidence of benefits from these steps has yet to be seen. Positively speaking, both the Human Integrated Financial Management Information System (HRMIS) review and a payroll audit were carried out successfully in 2008/2009. Action plans are in place to address weaknesses identified in HRMIS review and personnel audit. Goals have been set to produce at least 5 monthly audit trail records by December 2009, produce a report on action taken in ministries where ghost workers were identified and develop an electronic payroll data transfer between HRMIS and Integrated Financial Management Information System (IFMIS). 
53. The educational sector continues to face challenges insofar as the successful implementation of priority policy recommendations. To date, the education budget does not appear to have been rebalanced nor has a reallocation of resources from tertiary to primary education services been achieved. The gap between Community Day Secondary Schools (CDSSs) and Conventional Secondary Schools (CSSs) remains sharp, as the former are systematically less well endowed than the latter. Despite the establishment of new teacher training colleges, there remain poor estimates of teacher supply and demand. Teacher training programmes focused on sending teachers to rural schools have hit roadblocks in the form of inadequate housing, lack of potable water, and poor living conditions that have resulted in a migration away from rural posts. The pupil per qualified teacher ratio rose in rural areas from 95:1 to 97:1. An assessment of the education sector based on the prioritised recommendations indicates that actions towards implementation are underway, but there has been little in the form of concrete achievements.
54. Government’s overall goal for the health sector to establish an effective, responsive and efficient health care delivery system has faced some fundamental difficulties based on the insufficient capacity of the sector as a whole; nevertheless many positive developments have been identified. In an effort to increase levels of skilled staffs, an emergency training plan was implemented and associated targets have been met, such as enrolment targets, an increase in the quality and number of tutors and better infrastructure. However, funding for salary top-ups after 2011 has not been sought and it is not clear whether conditions have been introduced for subsidised training programmes. A more unified and comprehensive contract between the government and the Christian Health Association of Malawi (CHAM) facility appears to be underway in the form of service level agreements between CHAM hospitals that allow for free maternal and child healthcare. Significantly, a new electronic drug tracking system has created a better identification of stock levels and therefore allows for advance warning when stocks are falling low, and curbs the frequency of drug stock outs. On this line, the PETS found that over 80% of patients were given all their prescribed drugs (MoEPD, 2009b). Although delivery systems to the district level have improved, systems from the district level to rural healthcare centres remain variable. In reference to the recommendation to secure additional financing for HIV/Aids, a financing strategy has been successfully established to secure funds. A large number of donors have supported a pooled funding arrangement with increased coordination and effectiveness.

55. All priority policy recommendations in the road sector have been successfully implemented. Moreover, an economic appraisal conducted by DFID shows that the overall rehabilitation and maintenance of roads represents an extremely robust investment. Adjustments to the fuel levy have greatly increased funding in the Road Fund and are expected raise approximately USD46 million for adequate periodic maintenance and rehabilitation of the unpaved road network. Identified funding for the Unpaved Roads Programme stands at USD105 million, of which donor contributions are USD47 million and DFID support is USD30 million.  It is envisaged that improvements to the road sector will be fully financed in the short term, and the use of the fuel levy under current assumptions will ensure the sustainability and ongoing road maintenance in the long term. 
56. More detailed breakdown of the implementation of the selected PER recommendations is included in Annex 2.

3.2 The improvement in PFM through the introduction of Value for Money reforms
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57. Since 2004, the Government has shown concerted effort to initiate PFM reforms. The Malawi Financial Accountability Action Plan (MFAAP) of 2004 was followed by the Public Financial Economic Management (PFEM) Action Plan in 2006 and built on the 2003 MFAAP findings and PEFA reports from 2005 and 2006. Although the PFEM action plan was considered to be ‘credible’ by a DFID fiduciary risk assessment, the area of PFM reform has suffered from weak capacity, and poor prioritisation and sequencing of reforms. In response to this, the Government has prepared an updated PFEM action plan, which aims to improve the pace of implementation and tackle priority reform areas identified by PFM diagnoses based on the 2008 PEFA; a PEFA indicator is tied to the majority of PFEM key tasks. In the updated action plan donors are assigned to activities, which should help coordinate donor support, mainly made up of budget support donors (DFID, 2008b; CABS, 2009a). 
58. In the MoF, several significant Value for Money reforms have been implemented over the past year. Although there is not a formal Value for Money framework or policy, the activities complement those in the updated PFEM action plan (MoF, 2009c). During 2008/09 there has been a staged process of implementing a handful of Value for Money reforms that are largely captured in the MoF’s Financial Statement for 2009/10. Further reforms are planned for the next financial year.

59. The Value for Money reforms implemented in 2008/09 can be divided into three main activities which focus on improving budget classification and tying budget allocations more visibly to targets in an effort to improve accountability, transparency and budget comprehensiveness.

60. The first two sets of reforms surround budget classification and are divided into improving the functional breakdown of the budget and mapping budget allocations classified according to votes to MGDS activities. The functional breakdown of expenditure has been considerably improved. Prior to this year, while efforts to attribute budget allocations to functional categories had taken place, the classification was not comprehensive or mutually exclusive. Therefore the introduction of a new classification has not only improved this, but has also ensured that allocations are in line with international best practice. At this stage, more needs to be done to ensure that budget officials are classifying and aggregating the data correctly. In addition to the revised functional classification in 2008/09, the MoF mapped budget allocations in a systematic way to MGDS categorisations for 2008/09 and 2009/10. The 2009/10 budget has been categorised according to MGDS themes and priority areas, disaggregated into recurrent and development expenditure, and set against non-MGDS budget allocations. As discussed above, MGDS activities and subsequent allocations have a separate code in the line-item budget, allocated at the line ministry level. This will improve efforts to analysis MGDS budget allocations and track expenditure as well as encourage a more strategic budget allocation process. However, as with the revised functional classifications, effort should be made to ensure that line ministries are appropriately coding MGDS activities.
61. The third Value for Money Reform implemented in 2008/09 relates to improving budget performance and accountability mechanisms. In 2008/09, the government introduced a new monitoring mechanism – Prioritised Delivery Targets. Targets cover the 5 largest spending ministries, with four output-based targets and 4 longer-term policy targets per ministry. This information is included in the Financial Statement (2009/10) and Output-based budget (2009/10)), to specify more clearly the outputs and policies that will be delivered by the ministries (MoF, 2009a).

62. As mentioned above, building on the Value for Money reforms implemented in 2008/09, further Value for Money reforms are planned for 2009/10. Although the choice of reforms has yet to be finalised, one of the reforms will involve improving the economic classification of the budget.
3.3 What development outcomes have been achieved with public funds?
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63. Evidence suggests that overall performance of MGDS activities by the end of 2007/08 was good and more positive than in 2006/07 (GoM, 2009). Based on the 2008 Annual Review,
 on the whole both MGDS priority areas and themes achieved higher performance ratings in 2007/08 than 2006/07, despite some performance slippages. For example the MGDS priority areas of (i) Irrigation and Water Development and (ii) Transport Infrastructure Development improved their performance rating in 2007/08, yet Energy Generation and Supply faced a drop in its performance score (GoM, 2009).

64. In addition to the MGDS targets and annual review, there are other mechanisms to measure the performance of public services with relation to the budget. The Output-based budget (2009/10) also measures the performance of ministries and departments based on a set of output indicators per budget entity. Each ministry/department has table of outputs, for ORT and the capital budget, tied to specific activities and output indicators, and each activity has an associated budget allocation. The 2009/10 Output-based budget includes information on the 2009/10 outputs, activities and budget allocations, as well as a review of the output indicators for 2008/09 (GoM, 2009). 
65. The Output-based budget also includes the new initiative of Prioritised Delivery Targets, which was implemented in 2008/09. As discussed above it covers the five largest spending ministries, and sets out four output-based targets and four longer-term policy targets per ministry.

66. These initiatives go some way to improving the ability of Government and stakeholders to measure the performance of public services. However measuring this performance against public spending trends between 2005 and 2008 is constrained for two main reasons. Firstly, the results for a consistent set of social development indicators measured between 2005 and 2008 are not readily available. This is despite the fact that the Government of Malawi and other stakeholders have successfully produced a wide range of performance data over this period
. This limits the ability to analyse social trends in a comparable and reliable way over time. For example, at present there are only two data points available for the MGDS results framework. 
67. In addition to this, the distinction between output, outcome and impact indicators in both the MGDS and Output-based budget results framework is not clearly evident. For example, the results framework for the MGDS is based on ‘medium term outcomes’ and for education they are primarily made up of outputs and associated output indicators (such as the gross and net enrolment rates). There are only a limited number of outcomes (such as improving learning outcomes and improved curriculum) and these are not tied to any indicators to measure performance in this area. This lack of clarity between output and outcome indicators can complicate the assessment of performance. In this case, the results-frameworks are capturing both the efficiency and effectiveness of public services but to varying degrees, depending on the sector
. 
68. Therefore, the above points illustrate that it is difficult to measure in a consistent way the change in outcomes against public spending between 2005 and 2008. An alternative way to explore performance is to examine the development results that have been achieved to-date in the main spending sectors. This information is presented clearly and concisely in Table 5, which summarises information from the wide range of performance data that has been produced in Malawi during the time period.
Table 5: Recent development achievements
	Sector
	Development achievements

	Health and HIV & AIDS
	· 40% more doctors and 20% more nurses than 4 years ago (MoH draft HR census, 2008)

· 56 service level agreements with non-state health providers have increased access to free maternal health (health SWAp annual review, Oct 2008). 

· Proportion of births attended by skilled health personnel rose. Different point estimates from different surveys: WMS suggests an increase to 66% in 2007, up from 59% in 2005; while HMIS suggests 45% in 2008 of births attended by skilled health personnel up from 38% in 2004/5; and the Multiple Indicator Cluster Survey suggests 56% coverage in 2006.

· HIV and AIDS testing has increased among people aged 15-24 (WMS 2007).
· Increased access to treatment with 121,000 people living on anti-retroviral therapy (health SWAp annual review, Oct 2008).  

· Proportion of health facilities with at least the minimum package of PMTCT services has increased from 7% in 2005 to 83% (health SWAp annual review, Oct 2008).

· 74% of health facilities able to deliver OPD, immunisation, family planning and maternity services (self reported) up from 9% in 2002 (JICA study).

· 84% of 1 year olds have been immunised against measles (health SWAp annual review, Oct 2008).

	Education
	· Net primary school enrolment rates are up 75% which, although an improvement on 2006 levels, is lower than the 79% in 2005. Literacy rates are slowly increasing, but with gender inequality - 80% of males compared to 60% of females (WMS 2007). 
· Teacher absenteeism was reported at 16% in the 2008 PETS, down from 17% reported in the 2007 PER. This compares favourably to absenteeism rates in India and Uganda. 

	Water
	· Access to safe water has increased rapidly and now stands at 81% in total, up from 72% in 2005. This figure masks the disparity between urban (98%) and rural areas (72%) (WMS 2007).
· 62% of people take less than 30 minutes to access the nearest water source (SDSS, 2008).
· 75% of people were satisfied with access to safe water (aggregate of ‘slightly’, ‘satisfied’ or ‘very satisfied’ reported) (SDSS, 2008).

	Electricity
	· Rural electrification rates are low and stagnant, with just 2% of rural people using electricity as the main source of lighting and no change since 2005. In urban areas however this stands at 52% which is a large improvement on 2005 levels (30%).

	Access to markets
	· Half of households are within 30 minutes walk of a food market (WMS 2007).
· 65% of households are within 60 minutes walk of a trading centre (SDSS, 2008).
· 55% of roads are passable all year round (SDSS, 2008).

	Agriculture
	· Rural households’ own subjective ranking of their economic well-being was 8% higher in May/June 2007 than in 2004. The proportion of households reporting a major shock from high food prices in the previous 3 years fell from 79% in 2004 to 20% in May/June 2007. This results from increased household food production, higher rural wage rates and lower food prices benefiting poorer households. Many of these changes can be attributed to the combined effects of the fertilizer subsidy programmes (both 2005/06 and 2006/07), the seed subsidy, and widespread abundant, well distributed rainfall (Evaluation of the 2006/7 ISP, Dorward et al, March 2008).

· ISP coupon distribution in 2007/8 was generally late, reaching the majority of beneficiaries during Nov-Dec rather than October, which was the preferred month for 85% of respondents. Although late, 70%-90% people were able to use the inputs (varied by region) (SDSS, 2008). 

· Over 81% of respondents (female, 88% of male) reported receiving a coupon in the 2007/8 season (SDSS, 2008). 15% of households bought a coupon, demonstrating that informal trade in ISP coupons was taking place. A minority of 9% of households who participated in the trade reported buying more than 4 coupons (SDSS, 2008). 


Notes: (1) Source: DFID (2009a).
69. There are visible ways in which performance to deliver on the selected outputs and outcomes can be encouraged. Firstly, the outputs and outcomes included in the MGDS should be aligned to those stated in the Output-based budget. For example, for education the ‘medium term outcomes’ included in the MGDS are quite different to the outputs given in the Output based budget under the Ministry of Education Science and Technology. 
70. Secondly, although the Output-based budget includes a detailed and comprehensive set of performance indicators per ministry and department, it is not clear if this data is being used to scrutinise current budget allocations, assess performance or determine future budget allocations, all of which would be useful uses of the data. 
3.4 On the basis of the above analysis, what evidence is available to demonstrate whether public spending is reducing poverty?
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Trends in public expenditure, poverty reduction and economic growth

71. As outlined above it is clear that budgeted expenditure has been growing at a considerable rate per annum between 2004/5-2009/8. Total budgeted expenditure grew on average at 23 % p.a (nominal) and this translated to a healthy increase in both the recurrent and capital budget as well as budgets for all major spending ministries, as discussed in section 2.1.

72. During the same period evidence suggests that poverty has decreased in Malawi (Figure 8). Poverty in Malawi has been analysed in the two Integrated Household Surveys (IHS), the last of which was in 2004, and annual Welfare Monitoring Surveys (WMSs). In the 2004 IHS2, the proportion of people below the national poverty line and considered ‘poor’ - based on minimum food and non-food expenditure - was estimated at 52.4% (NSO, 2007). Subsequent WMSs have shown that this proportion has decreased year on year and reached 40% in 2007
. A similar reduction was experienced in the proportion of ultra-poor in Malawi, which is a proxy measure of the proportion of the population below minimum level of dietary energy consumption.

Figure 8: The proportion of poor and ultra-poor, 2004-2007
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Note: (1) Source: NSO (2007) 

73. Furthermore, Table 6 indicates that between the same period the proportion of poor and ultra-poor Malawians has fallen across all regions and in both urban and rural areas. Whilst, the recent Malawian Millennium Development Goals (MDG) report suggests that Malawi is on track to attain the MDG poverty target by 2015 (MoEPD, 2008). 
74. However, it is worth noting that despite this positive trend there is limited evidence regarding changes in the depth of poverty in Malawi, and changes to the poorest quintiles’ share of national consumption which remained roughly equal between the two IHS surveys (MDS 2008). 
Table 6: The proportion of poor and ultra-poor across regions, 2004-2007
	Proportion of  poor and ultra poor

 
	2004
	2005
	2006
	2007

	Poor
	Urban 
	52
	50
	45
	40

	 
	Rural
	....
	53
	47
	44

	 
	Rural Northern Region
	56
	51
	46
	46

	 
	Rural Central Region
	47
	46
	40
	36

	 
	Rural Southern 
	64
	60
	55
	51

	Ultra poor
	Urban 
	8
	8
	6
	2

	 
	Rural
	....
	23
	19
	17

	 
	Rural Northern Region
	26
	21
	17
	18

	 
	Rural Central Region
	16
	16
	12
	11

	 
	Rural Southern 
	32
	30
	25
	22


Notes: (1) Source: NSO (2007)

75. At the same time as reducing poverty, Malawi has experienced strong economic growth rates between 2004/05-2009/10. The growth in GDP has been maintained at levels only marginally below the growth of total budgeted expenditure, and between 2004/05-2009/10, the average nominal growth rate was 19% p.a., with an equivalent of 7.5% in real terms
 (see Table 1). 

Attributing poverty reduction to the growth in public expenditure 

76.  It is difficult to attribute the decrease in poverty with the growth of public spending because there are a host of factors which may have contributed to poverty reduction in Malawi over the past 5 years. 

77. That said performance in particular areas may go some way towards explaining this trend. Firstly, the growth in public expenditure has far outstripped population growth and inflation, and as a result real government spending per capita has increased year on year, and in 2009/10 was MK 6600 per person, compared to MK 4790 in 2005/06 (CABS, 2009b). 

78. Secondly, analysis from previous sections of the report suggests that the government has concentrated its spending on MGDS priority areas. MGDS priority areas are those which are critical for the immediate improvement in the well-being of Malawians and the increase in spending in these areas may go some way to explaining the decrease in poverty rates.  In addition to this, the MGDS theme ‘Social Development,’ which includes health, education and gender related expenditures and are typical considered ‘pro-poor’ expenditures, has not only made up the largest share of MGDS expenditure, but has also achieved the highest average p.a. growth rate between 2005/06-2008/09. 
79. This is supported by Figure 9, which indicates that the government has prioritised spending in social sectors vis-a-vis economic sectors over the past 5 years. According to Figure 9, not only have social sectors been allocated a larger share of the budget, but they have seen their allocations grow at a higher average p.a. growth rate than the economic sectors.
80. However, judgements about the ‘pro-poor’ nature of budgets and expenditure should be treated with care.  This is because there is no standard definition of ‘pro-poor expenditure.’ Economic sectors are often typically seen as pro-growth, whilst social sectors pro-poor, but both often have complex direct and indirect impacts on the multi-dimensional nature of poverty, which are not necessarily immediate and suffer from time lags. Furthermore, analysis based on aggregate vote expenditure fails to capture how effectively resources have reached front line services and the pro-poor distribution of the sector spending. Finally, in Malawi, expenditure at the vote level does not necessarily capture all expenditure for that particular function.

Figure 9: Budgeted expenditure for key social and economic sectors, 2005/06-2009/20
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Note: (1) Source: MoF data, (2) Social sectors includes the following votes: Education, Science and Technology; Health; Poverty and Disaster Management Affairs; Poverty and Disaster Management Affairs; Youth Development and Sports; Persons with Disability and the Elderly; Irrigation and Water Development; Women and Child Development; (3) Economic sectors includes the following votes:  Agriculture and Food Security; Industry and Trade; Transport, Public works and housing; Road Fund Administration; Roads Authority; Energy and Mines; Mines Department (4) Includes allocations to Local Assemblies. 
81. Thirdly, it is clear from Table 5 above that other dimensions of poverty, particularly social indicators have improved alongside the prioritisation of social sectors spending (
82. Figure 9
) and the increase in spending in major social sectors (see Figure 5). Although limited trend data is available for social indicators it is evident that there has been improvements in conjunction with the increases in social sector spending.

83. Finally, in addition to this, in terms of specific spending items, the MGDs 2008 report suggests that the expansion of the input subsidy programme in the agriculture sector which was followed by food surpluses, combined with social support programmes, such as elderly pensions and support to orphans and other vulnerable children has facilitated recent decreases in poverty in Malawi (MoEPD, 2008). 
4. District level spending
4.1 Decentralisation in Malawi

[image: image17]
Process to date
84. This part of the report will examine the trends in district level budgeted expenditure between 2005/06 and 2009/10. Malawi’s new constitution of 1994 paved the way for decentralisation through the devolution of functions to democratically elected governments. Following the enactment of the new constitution and the publication of a number of government studies on decentralisation, a new National Decentralisation Policy was developed and approved in October 1998. The policy laid out a framework for devolving powers and functions of governance and development to elected Local Government Units (LGU) as reflected in the constitution. Following this the Local Government Act was passed by Parliament in December 1998 and the government began to implement the 10 year National Decentralisation Programme (NDP). This began the implementation of the phased, incremental devolution process in Malawi (NLGRC, 2009).
85. Decentralisation policy sits within the Ministry of Local Government and Rural Development. According to the constitution a separate unit, the National Local Government Finance Committee (NLGFC), is mandated to manage the financial functions of LGUs and the Intergovernmental Fiscal Transfer System (IGFTS). The NLGFC is responsible for overseeing the budget preparation, implementation, monitoring, accounting and auditing of LGUs, as well as consolidating the LGU’s budgets into the national budget that is presented to the legislature
 (Krause, 2007). This committee is the link between the central and sub-national government, and throughout the budget process the NLGFC is required to work closely with the Ministry of Local Government and Rural Development, sector ministries and the MoF (Krause, 2007).

86. The Intergovernmental Fiscal Transfer System (IGFTS) was one of the seven priority components of the NDP, and the process of financial decentralisation started in 2004. In the 2005/06 budget LGUs (the budget entities are referred to as Local Assemblies) were given their own votes and in order to tie accountability to funding District Commissioners (for District Assemblies) and Chief Executives (for City Assemblies) were assigned the responsibility of Controlling Officers (GoM, 2004). In 2005/06, Local Assemblies received conditional grants for 3 sectors: agriculture, education and health, as well as a discretionary grant: the General Resource Fund (GoM, 2005). 
87. The devolution of resources following the devolution of functions and powers in Malawi has been an incremental process, and each year new sectors have established the transfer of conditional grants to Local Assemblies. By 2009/10, 12 sectors had devolved some of their functions,
 with Labour, Fisheries and the National Registration Bureau devolving resources for the first time in 2009/10 (GoM, 2009, NLGRC, 2009). 

88. The significant majority of funding for Local Assemblies comes from governmental grant transfers, although Local Assemblies themselves also have the ability to raise external revenue (Krause, 2007). The capacity to do so varies between Local Assemblies and is heavily determined by the level of wealth and services provided in each local area
. One of the roles of the NLGFC is to support revenue creation systems in Local
. 
89. Currently, Other Recurrent Transactions (ORT) is the only spending item that has been devolved. The personnel budget is still administered at the central level, along with the capital budget. Yet, ORT is the biggest spending item in the government’s budget, and there are moves to devolve additional spending items. For instance, the government is contemplating decentralising the HRMIS in various ministries to strengthen payroll control and reduce delays in updating personnel records (AfDB, 2009a).

90. Since its implementation decentralisation has been re-prioritised by the government of Malawi in the MGDS. Decentralisation has been allocated a specific sub-theme within the MGDS, e.g. it is the third sub-theme within the fifth MGDS theme: Improving Governance. According to the MGDS, in the medium term Local Assemblies are expected to be in full control of community planning at the district level to improve accountability of, and participation in, decision-making processes
. Furthermore, individual sector sub-themes within the MGDS also contain strategies regarding decentralisation. For example, a key strategy for the MGDS priority area of agriculture and food security is to provide effective extension services with more decentralised service delivery for agri-business skills (RoM, 2006a). 
Sluggish implementation of decentralisation
91. However, despite the government’s prioritisation of decentralisation its implementation has been sluggish (MoEPD, 2007a, GoM, 2009a)
. The 2007 and 2008 MGDS reviews suggest that the sub-sector has been performing poorly and there was limited data available for the 2007 MGDS review to suggest that the set annual targets had been met
. 
92. This is in line with budget data which shows that, not only is a relatively small percentage of total budgeted expenditure and the recurrent ORT budget planned and executed at the local level, but these proportions have not grown considerably since 2006/2007 (Table 7). For example, In 2005/06, 2.1% of total budgeted expenditure was allocated to Local Assemblies; this grew to 4.8% in 2006/07, and has only marginally increased to 4.9% in 2009/10. In comparison, in 2005/06, 3.6% of the revised budget for recurrent ORT was allocated to Local Assemblies compared to 9.9% in 2006/07, but this percentage has actually fallen to 8.7% in 2009/10. 
93. The percentage of total budgeted expenditure and recurrent ORT allocated to Local Assemblies peaked in 2007/08. The following year, grants to Local Assemblies were squeezed in the revised budget following the reallocation of resources across government. So, despite the generous planned increase in the budget for Local Assemblies in the approved budget (2008/09), the percentage of total budgeted expenditure and recurrent ORT allocated to the Local Assemblies actually fell (GoM, 2009). Although this trend has started to reverse in 2009/10, the percentage of ORT budget allocated to Local Assemblies remains lower than it did in 2007/08.
Table 7: Government budget allocated to Local Assemblies, 2005/06-2009/10
	MK
	2005/06 (revised)
	2006/07 (revised)
	2007/08 (revised)
	2008/09 (revised estimate)
	2009/10 (approved)

	Total budgeted expenditure
	130,017,347,524
	151,411,863,152
	185,372,820,551
	251,356,454,538
	256,769,062,591

	 
	Recurrent budget
	97,161,746,898
	97,730,015,172
	122,384,090,507
	193,499,216,681
	188,181,403,429

	 
	Recurrent budget: ORT
	76,701,746,298
	73,598,833,322
	91,725,090,507
	156,242,974,692
	144,642,305,612

	Total budget for Local Assemblies (ORT Recurrent)
	2,723,633,957
	7,285,899,840
	9,124,846,983
	10,852,141,392
	12,522,098,633

	Percentage of total budgeted expenditure that is allocated to Local Assemblies
	2.1%
	4.8%
	4.9%
	4.3%
	4.9%

	Percentage of recurrent ORT  budget that is allocated to Local Assemblies
	3.6%
	9.9%
	9.9%
	6.9%
	8.7%


Notes: (1) Source: MoF data; (2) this excludes MK 2,000 million for the Youth Enterprise Development Fund
94. This sluggish expansion is in part explained by the fact that the growth of the revised budget to Local Assemblies has decreased year on year since 2006/07, even though there has been a nominal increase each year in revised budgets for Local Assemblies. Even though the big spending ministries devolved first, decentralisation should have expanded and intensified over the time period and therefore one might expect the reverse trend. Yet, between 2005/06 and 2006/07 the total budget for Local Assemblies grew by 168%, compared to only 15% between 2008/09 and 2009/10
. Moreover, the changes in the growth rate of the budget for Local Assemblies does not closely reflect the growth rates for total budgeted expenditure, the recurrent budget and ORT budget. However, this is partly explained by the significant redistribution of resources across government in the 2008/09 revised budget and its impact on the growth of the 2009/10 budget.
Table 8: The growth of the budgeted expenditure for Local Assemblies, 2005/06-2009/10
	 
	2005/06 (revised)
	2006/07 (revised)
	2007/08 (revised)
	2008/09 (revised estimate)
	2009/10 (approved)

	Growth of total budgeted expenditure 
	N/A
	16%
	22%
	36%
	2%

	 
	Growth of Recurrent 
	N/A
	1%
	25%
	58%
	-3%

	 
	Growth of ORT Recurrent
	N/A
	-4%
	25%
	70%
	-7%

	Growth of total budget for Local Assemblies (ORT Recurrent)
	N/A
	168%
	25%
	19%
	15%


Notes: (1) Source: MoF data
95. Despite this sluggish increase of resources to the Local Assembly level, government is committed to greater financial expansion. In 2002, Parliament agreed that 5% of the annual National Net Revenue would be set aside for the General Resources Fund, with an additional 9% for Education and 15% for Health. This amounts to 29% of the National Net Revenue committed to Local Assemblies (NLGFC, 2009). However, there is no evidence to suggest that the National Net Revenue contributions committed for Local Assembly funding have been met.
Distribution of the budget for Local Assemblies across sectors
96. Figure 10 shows the distribution of the budget for Local Assemblies across sectors
. As mentioned above only some sectors have devolved functions and resources, with the number of sectors expanding year on year. Figure 10 indicates that the health sector is by far the largest beneficiary of devolved allocations, and in 2009/10 received 73% of devolved budgets. In the same year the education sector received the second largest allocation of 8%, whilst the remaining sectors (except ‘Other’) received a between 3-5% of devolved allocations, and the ‘Other’ sectors combined received 3percent.  
Figure 10: Distribution of budget expenditure of Local Assemblies across sectors, 2005/06-2008/09
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97. It is important to note that the degree to which sectors have devolved functions and resources varies by sector. For example, in 2009/10, 28% of the health budget was allocated to Local Assemblies, compared to only 4% for education and 2% for agriculture (Annex 1). Individual sectors and the relevant Ministries were tasked with determining the level of devolved functions for their own sectors. They were required to develop sector devolution plans outlining the planned devolved functions and these plans were costed by the MoF. Therefore, preferences at the central sector level have determined the varied strength of devolution across sectors. 
4.2 How Local Assembly budget ceilings are determined


[image: image19]
Setting the budget ceiling for the Local Assemblies, how equitable and transparent is the process?
98. Local Assemblies receive a yearly budget ceiling, which is comprised of: (i) sector conditional grants, (ii) a discretionary General Resource Fund grant given to the Assembly Secretariat, and (iii) a Capital Development Fund  (which is also known as the Constituency Development Fund). 

99. To-date allocations to Local Assemblies are made using a combination of formulae and costed plans.  Although 12 sectors allocate resources from the central to Local Assembly level, only four allocation formulae, based on predefined criteria currently exist in Malawi and only two of these relate to sector financing (NLGFC, 2009). Drawing on the recommendations of a study on IGFTS in 2002
, the NLGFC developed a set of formulae for devolved allocations. The formulae were selected in order to allow a “fair and transparent” resource distribution among Local Assemblies. Two formulae were developed for (i) the General Resources Fund, (ii) the Capital Development Fund, and allocation principles were developed for the education and health sectors (NLGFC, 2009). 
100. In October 2002, the government approved the following formulae for distributing resources among assemblies:

· “General Resource Fund – 80% population  and 20% poverty indicators;

· Education – 100% population of school age going children;

· Health – population and poverty (no specific percentages were agreed upon);

· Capital Development Fund – 50% population and 50% poverty indicators “(NLGFC, 2009).

101. Based on the allocation formulae, each year the NLGFC calculates the financial resources each Local Assembly should receive for the four grants and sends this information to the MoF.
102. Allocation formulae are a way of encouraging a fair, transparent and predictable resource allocation process and it is a legal requirement that all transfers to Local Assemblies must be made in accordance to an approved formula (NLGFC, 2009).  Allocation formulas have covered a large proportion of funds to Local Assemblies. Between 2005/06 and 2009/10 86%-93% of aggregate budget allocations to Local Assemblies were covered by funding formulae.
103. However, currently allocation formulae for sectors beyond education and health do not exist. Instead each year Local Assemblies are required to submit sector investment plans to the relevant ministries, and based on these plans the ministries decide the allocation sector grant ceilings per Local Assembly. In order to improve the coverage of sector formulae, in 2009 the NLGFC proposed set of revised and expanded funding formulas to cover the new devolved sectors this was tabled before Parliament
 (NLGFC, 2009). 
104. Despite the establishment of allocation formulae for the main spending sectors, concerns have been raised about the appropriateness of the indicators selected and the strict application and implementation of the formulae (Bowie et al, 2009). Evidence from the health sector shows that the formula for Local Assemblies has not been adhered to (Bowie, 2009). Furthermore, the Executive Secretary of NLGFC suggested that grants allocated by the MoF to Local Assemblies do not always reflect the grant amounts calculated according to the funding formulas and submitted by the NLGFC.  Without examining the exact funding formulas per sector and Local Assembly, the submissions by the NLGFC and the final grant allocations set by the MoF, is difficult to assess the extent to which deviation exits. Yet, two reasons were cited for the potential deviation. Firstly, the MoF does not submit preliminary sector ceilings to the NLGFC; therefore NLGFC calculations are often adjusted according to the final ceilings set. Secondly, anecdotal evidence suggests that informal mechanisms based on patronage networks within government, which are beyond the control of the NLGFC, influence final sector grant allocations set by the MoF for Local Assemblies
. 
105. Whether or not allocation formulae are strictly adhered to, it is clear that according to population and poverty data, in practice resources are not being equitably distributed across regions and Local Assemblies. Table 9 indicates that between districts
 there is wide variation between the per capita amounts received. On average, Malawians in the north receive considerably higher per capita amounts than their southern and central counterparts. For example in 2009/10, the average Malawian in the north received MK 1,190, nearly a quarter more than their average southern counterpart ( who received MK 978), and over a third more than their average central counterpart (MK 865)
. 

106. An important explanatory variable relates to the fact that northern districts are considerably less populated than their central and southern districts counterparts. Sector grant allocations are in part tied to past expenditures which reflect the cost of service provision. Districts with the lowest populations are associated with lower resultant economies of scale in service delivery than other districts, which bias the per capita allocations (Bowie et al, 2009). 
Table 9: District’s annual per capita budgeted expenditure, 2005/06-2009/10

	 MK
	Population 2008
	2005/06 revised
	2006/07 revised
	2007/08 revised
	2008/09 revised
	2009/10 approved
	Average growth p.a. 2005/06-2009/10

	Northern Region
	1,698,502
	274
	700
	922
	1,031
	1,190
	44%

	Chitipa
	179,072
	384
	888
	1,223
	1,262
	1,421
	39%

	Karonga
	272,789
	281
	671
	890
	940
	1,099
	41%

	Nkhatabay
	213,779
	359
	829
	1,138
	1,171
	1,353
	39%

	Rumphi
	169,112
	411
	936
	1,308
	1,346
	1,558
	40%

	Mzimba
	724,873
	197
	523
	685
	782
	909
	46%

	Mzuzu City
	128,432
	75
	685
	712
	1,312
	1,478
	111%

	Likoma
	10,445
	1,948
	4,207
	5,050
	5,269
	6,237
	34%

	Central Region
	5,491,034
	186
	511
	614
	748
	865
	47%

	Kasungu
	616,085
	184
	505
	600
	740
	859
	47%

	Nkhota kota
	301,868
	268
	663
	846
	999
	1,158
	44%

	Ntchisi
	224,098
	341
	773
	996
	1,028
	1,193
	37%

	Dowa
	556,678
	201
	508
	646
	732
	848
	43%

	Salima
	340,327
	322
	715
	842
	921
	1,072
	35%

	Lilongwe Rural 
	1,228,146
	157
	545
	563
	804
	933
	56%

	Lilongwe City
	669,021
	41
	173
	217
	298
	336
	69%

	Mchinji
	456,558
	191
	507
	653
	754
	873
	46%

	Dedza
	623,789
	186
	495
	632
	750
	858
	47%

	Ntcheu
	474,464
	221
	571
	730
	843
	978
	45%

	Southern Region
	5,876,784
	211
	560
	713
	850
	978
	47%

	Mangochi
	803,602
	159
	445
	585
	686
	787
	49%

	Machinga
	488,996
	196
	512
	633
	704
	805
	42%

	Zomba Rural 
	583,167
	187
	545
	638
	813
	932
	50%

	Zomba City
	87,366
	111
	152
	617
	1,325
	1,498
	92%

	Chiradzulu
	290,946
	285
	683
	974
	996
	1,151
	42%

	Blantyre Rural
	338,047
	379
	1,259
	1,327
	1,781
	2,059
	53%

	Blantyre City 
	661,444
	38
	165
	240
	322
	370
	77%

	Mwanza
	94,476
	931
	1,887
	2,215
	2,269
	2,617
	29%

	Thyolo
	587,455
	188
	501
	674
	774
	894
	48%

	Mulanje
	525,429
	214
	549
	701
	826
	946
	45%

	Phalombe
	313,227
	244
	603
	799
	891
	1,025
	43%

	Chikwawa
	438,895
	215
	573
	691
	811
	932
	44%

	Nsanje
	238,089
	351
	797
	1,025
	1,120
	1,311
	39%

	Balaka
	316,748
	246
	644
	792
	893
	1,033
	43%

	Neno
	108,897
	153
	208
	645
	1,064
	1,231
	68%

	Malawi
	13,066,320
	208
	558
	698
	831
	958
	46%


Notes: (1) Source: MoF data; (2) Neno can be considered as part of Mwanza.
107. Examining poverty data suggests that regional allocations are also not aligned with regional poverty. The data from the second Integrated Household Survey (ISH2) suggests that the highest proportion of poor and ultra-poor people live in the southern region. When rural and urban figures are combined, the poverty rate of the southern region is 60%, compared to 54% for the northern region and 44% for the central region. There has been limited effort to compensate for regional poverty by increasing allocations to southern and central districts at considerably higher rates than northern districts. Between 2005/06 to 2009/10, the southern and central regions faced an average p.a. growth rate of 47%, only slightly than more the 44% allocated to the northern district.
Figure 11: Proportion of poor and ultra-poor persons per region, 2004/05
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Notes: (1) Source: IHS2 2004/05; (2): Poverty lines were developed for the purpose of the IHS2. ‘Poor’ was equivalent to MK 16,165 (current prices 2004/05) and covered 52.4% of the population and ‘ultra-poor’ was equivalent to MK10, 129 (current prices 2004/05) and covered 22.3% of the population.
108. Therefore evidence suggests that allocations to districts are not equitably distributed, according to population and poverty data. This is surprising given that the formulae approved in Parliament in 2002 are predominantly determined by population and poverty indicators and the formulae cover the significant majority of Local Assembly budgets. This crudely suggests that the allocation formulae are not being strictly being adhered to. However, in depth analysis per grant allocation discounting for a range of relevant poverty, population and sector specific indicators is necessary in order to make more conclusive statements. It is clear though that more work could be done to align district allocations to relevant population, poverty and sector specific indicators. 
109. One way to do this is to encourage accountability mechanisms both within and outside district administration. At present, there appears to be limited knowledge about the technical characteristics of the funding formulas at the district level. Interviews with district planning and sector officers suggested there was a general awareness of the use of allocation formulae but partial knowledge of their technical characteristics
. Consequently, there appears to be limited awareness about whether the allocation formulae are being strictly applied. Most officials had not made any attempt to compare the financing between Local Assemblies. 
110. That said, officials at the Local Assembly level did question the basis of the inter-sector allocations. They were unclear as to why some sectors received larger funding allocations than others, and questioned the utility of some very low sector allocations, for example for gender related activities. Related to this there was a general feeling that districts should be given the authority to determine the inter-sector allocations
. 

111. Therefore, transparency surrounding the allocation formulae for Local Assembly grants is weak and undermines mechanisms specifically designed to ensure that the formulae are appropriately specified and strictly adhered to. Improved communication regarding the exact processes employed to develop the grant ceilings is required. This would involve firstly, better communication channels between the NLGFC and the relevant ministries, so that NLGFC is better informed about policy choices regarding devolved functions and Local Assembly allocations, particularly for sectors which are not currently using a Local Assembly allocation formula. Secondly, between the Local Assembly offices and both the NLGFC and relevant ministries, so they Local Assembly officials are able to more effectively challenge and scrutinise the budget allocations they receive. Thirdly, between the MoF and the NLGFC, so the NLGFC are empowered to effectively scrutinise the budget allocations set for Local Assemblies on behalf of Assembly officials. 
4.3 How Local Assemblies determine their budgets
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112. The NLGFC works with Local Assemblies throughout the budget preparation process. Once Local Assemblies receive their sector and non-sector grant ceilings from the NLGFC, they are required to populate budget templates based on their priorities. Local Assemblies are required to complete the activity based budget template, along with programme and line-item budget estimates.

113. Budget estimates and activities at the Local Assembly level should be determined through a participatory process. They are taken from their costed district development plans, which are developed through the Village Action Planning (VAP) process and consultation. However, although it is a requirement for all Local Assemblies to complete district development plans, the majority have been unable to do so, thus undermining the nature of participatory process
.   
114. Within the Lilongwe District Local Assembly the Director of Planning and Development, along with the District Finance Officer are responsible for planning, implementing and coordinating budgets in all sectors. Each sector has a sector district officer, who coordinates the process for their sector. Once finalised the activity-based budgets are shared with the heads of sectors at the District Executive Committee. 
115. The Local Assembly submits its collated budget, along with procurement and cash flow plans, to the NLGFC who is tasked with scrutinising the budgets according to budget guidelines, and once satisfied submits the budget documentation to the MoF. 
116.  In addition to completing the budget template, each Local Assembly is required to outline its mission, objectives and sector strategic plans which are laid out in the Output-based budget, although the budget document stops short of relating budgets to activities (GoM, 2009).
 
117.  The budgetary discretion Local Assemblies have varies according to the type of grant allocation. The central sector ministry determines the level of discretion transferred to the Local Assemblies. According to the Executive Secretary of the NLGFC, most sectors allow Local Assemblies to determine both the programme ceilings and the line-item ceilings. However, the health sector, which is the most devolved sector in terms of resources, undermines this by restricting budget discretion at the Local Assembly level. For instance, the Ministry of Health prescribes programme ceilings for (i) curative health, (ii) preventative health, and (iii) administration and support services which are very difficult to change and have often been criticised for not appropriately reflecting (at a minimum) the historical cost of service delivery
. 
118. The introduction of the Local Development Fund (LDF) will go some way to improving the discretionary freedom of Local Assemblies as well as strengthening the participatory approach to budget preparation. The purpose of the Local Development Fund is to provide a nation-wide, standardised, transparent funding mechanism for Local Assemblies to mobilise financial resources for equitable economic growth and development in order to reduce poverty and improve service delivery (GoM, 2009b). The LDF has four financing windows
, one of which is the Community Window, which will allow communities to both identify and implement projects (GoM, 2009b). The relevant Local Assembly will appraise, prioritise and monitor the projects, but the ownership will mainly lie at the community level. In this sense, the LDF should facilitate a process that encourages more resources to be determined by and channelled to the local level. 
119. Given the clear and substantive institutional arrangements surrounding the implementation of the LDF, and the considerable support for the initiative from both government and donors, its political support should go some way to ensuring its success. 
120. The LDF will involve the establishment of a LDF specific steering committee and a national technical advisory committee outside the mandate of the NLGFC so the government will have to facilitate the coordination of organisations and associated Local Assembly allocations. 

121. Furthermore, the Executive Secretary of the NLGFC raised concerns about the intra-district equity of the LDF. In the recent revision of allocation formulae tabled at Parliament, the NLGFC has included the recommendation for an intra-district resource allocation formula. According to the Executive Secretary of the NLGFC, informal mechanisms at the Local Assembly level have allowed some communities to be more effective in capturing resources in Local Assembly District Development Plans
.
4.4 Improving the efficiency and effectiveness of district expenditure


[image: image22]
122.  There are initiatives to improve the efficiency and effectiveness of district expenditure. For example, a district level expenditure tracking survey for health carried out in 2009, supplementing the education and health PETS in 2008, will provide more detailed information on resource allocations and spending at the district level and recommendations on how to improve both (Bowie et al, 2009). 

123.  In addition to the PETS findings, a number of issues were raised during interviews with district officials, which if addressed could strengthen the decentralisation process and improve the efficiency and effectiveness of spending at the district level. Firstly, developing district sector level strategies which appropriately reflect central sector and national development strategies is often undermined by the limited familiarity of such strategies at the Local Assembly level. Reasons suggested for this include high turnover and weak central level support in this area, as well as weak communication transfer both between central government and Local Assemblies, and within Local Assemblies.
 This makes harmonising local planning and budgeting with national strategies a particular challenge (Krause, 2007).
124. Secondly, limited capacity was also mentioned as a key challenge to the effectiveness of service delivery at the Local Assembly level, particularly in terms of the appropriateness and availability of training for staff with limited administrative experience.  In addition to this, concerns about understaffing were raised. According to the District Agriculture Development Officer for Lilongwe District, less than half of the establishment was filled for his agriculture section.
125. Thirdly, insufficient funding at the district level was frequently raised as a concern by district officials. Although one of the roles of the NLGFC is to assist Local Assemblies with their revenue efforts, Local Assemblies almost entirely depend on the grants transferred from government. It was suggested that limited resources was undermining decentralisation efforts, because local communities who were told they would be empowered by decentralisation were becoming increasingly disillusioned as their proposals were not being implemented
. 
126. Fourthly, limited decision-making power was frequently mentioned as a main constrain to effective decentralisation. It was suggested that by only devolving the ORT the ability of Local Assemblies to address the development needs of districts was severely constrained. 
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Annex 1: Decentralisation in Health, HIV/Aids, Education, and Agriculture

The education, health and agriculture sectors were the first three sectors to devolve resources to Local Assemblies in 2005/06. 

The health sector has devolved the largest proportion of its total resources to the Local Assembly level. In 2009/10, the allocation to Local Assemblies was equivalent to 28% of the total health budget (Table 10). Districts primarily receive funding for district hospitals and health centres, but also receive a smaller allocation for community facilities such as smaller clinics/dispensaries/mobile structures and community hospitals, as well as financial support for CHAM partnerships. The Health Portfolio Review analysed district level actual expenditure to show that the health sector allocation formula has not been adhered to. Instead allocations seemed to more closely reflect historical expenditure trends than the burden of disease in different regions.

District level initiatives have played an important role in strengthening service provision in the health sector. For example, innovative district approaches to human resource management have improved technical efficiency, as well as helped to divert another human resource crisis which plagued the health sector pre-2004.

District level HIV/Aids allocations are administered separately from the NLGFC and do not appear under Local Assembly’s votes next to other sectors in the Output-based budget. As a result the NLGFC had limited information on how the allocations were determined
. According to the Health Portfolio Review, the National AIDS Commission (NAC) has a district resource allocation formula which uses proxy indicators of need to distribute resources. The review compared the formula with the resources that were actually allocated to the districts and found that the formula used was being strictly implemented. However, the review found that the formula did not address the main issues related to Value for Money choices between different interventions (Bowie, et al 2009). 

The education and agriculture sectors have devolved much smaller proportions of resources to the sector level than the health sector. Between 2005/06 and 2009/10, both education and agriculture only allocated 2% of the total sector budget to Local Assemblies, however this figure increased slightly for education in 2009/10 to 4% (Table 10).

It is worth noting that there is limited documentation on the decentralisation of functions and resources in these sectors. For example, for education, the recent Education Country Status report (2008/09) scarcely discusses the activities managed and administered at the district level, whilst the PETs study (2008) only mentions that the sector has been ‘partially devolved’ and resources managed by District Education Officers are usually transferred to primary schools in the form of materials (MoEPD, 2009b). It would be useful to examine in more detail education sector allocations, particularly because the PER (2006) stated the formula was perpetuating past regional inequities in the distribution of education expenditures (WB, 2006).

According to the NLGFC there is no funding formula that currently guides the funding allocation in the agriculture sector. This is in line with analysis of the input subsidy programme (the biggest line-item in the budget) which suggests that district distribution has simply been guided by rules of thumbs of hectors available for growing maize and tobacco (DFID, 2009b). As with analysis of health and education sector allocations, district allocations are not in-line with measures of need (here poverty statistics) and targeting is weak (DFID, 2009b). 

Further in depth district level sector analysis would be useful to encourage a process of ensuring that formulas are adequately and desirability designed in line the government’s policy objectives, and strictly implemented. 

Table 10: Percentage of total sector budget allocated to Local Assemblies
	 
	2005/06 revised
	2006/07 revised
	2007/08 revised
	2008/09 revised
	2009/10 approved

	Health*
	12%
	32%
	28%
	24%
	28%

	Education
	2%
	2%
	2%
	2%
	4%

	Agriculture
	2%
	2%
	2%
	1%
	2%


Notes: (1) Source: MoF data; (2)* Excludes the allocation for vote 94: Nutrition, HIV and AIDS and National AIDS Commission
Annex 2: Progress made against Public Expenditure Review recommendations 2006
	PROPOSED REFORMS TO REDUCE PUBLIC DEBT VULNERABILITY

	Priority Policy recommendations
	Sequencing and Fiscal Implications
	Implementation of Priority Policy recommendations
	Data Sources

	Finalise and implement National Debt Management Policy 
	Sequencing: Prepare draft policy during 2007 with technical assistance from IDA; finalise and draw up implementation action plan in early 2008; implement action plan in 2008-2010 including plan to strengthen the operation of DAD, and formal coordination structure between MoF and RBM on matters of cash management and debt. 

Fiscal implications: Savings from improved debt management. 
	A Debt Management Unit has been set-up. Comprehensive records on external debt are now compiled, updated and reconciled on a monthly basis. Additionally, in 2008, the Debt Management Committee, comprised of directors from the MoF, RMBs, MoJ and MoEPD, was established and convenes quarterly to strengthen the operation of DAD.
	Oduro, K., Quist, R., & Steen, G., (2008); Mr Davie Wirima, Deputy Director Debt and Aid Management; Mr Stanley Nkhata, Deputy Director, Debt and Aid Management



	Foster development of market for government securities 
	Sequencing: Discuss with RBM and forum of commercial banks chief executives, with a view to reducing withholding taxes on government securities trading starting in 2008, and developing suitable clearing and settlement mechanisms 2008-2009. Assess risks of introducing a primary dealer system, with a view to adopting the system in the medium term. 

Fiscal implications: Expected savings in the medium term from reduction in the risks of debt portfolio, and resulting reduction in interest rates. 
	It is not clear whether progress has been made towards the development of market for government securities. 
	


	PROPOSED REFORMS TO STRENGTHEN THE BUDGET AND PAYROLL MANAGEMENT

	Priority Policy recommendations
	Sequencing and Fiscal Implications
	Implementation of Priority Policy recommendations
	Data Sources

	Adopt national weather insurance 
	Sequencing: Discuss with development partners and World Bank in June-August 2007, for a pilot to start in October 2007. Pilot with small premium for at least 2 years before extending. 

Fiscal implications: Pilot costs 0.02 percent of GDP (USD0.5 million). Subsequently, national insurance premium around 0.05 percent of GDP (USD10 million annually for a payout of USD70 million in case of large drought). 
	While a weather derivative pilot was implemented in December 2008, it is not clear if a national weather insurance programme has been formally adopted.
	Mr Henry Kamlaka, Budget Desk Officer for Agriculture, MoF; Performance Assessment Framework (DFID, 2009d)



	Gradually increase forex reserves to around 5 months of imports 
	Sequencing: Discuss with IMF during September 2008 mission, and implement over the next 4 years 

Fiscal implications: Substantial ‘cost’ at around 8-10 percent of GDP, to be gradually accumulated and sterilised depending on additional inflows; but expected to lead to net savings over the long term, by facilitating macroeconomic stability. 
	Forex reserves have not increased. Intervention in the forex market coupled with the increase in fuel and fertiliser prices in 2008 put tremendous pressure on international reserves, which have declined below the required three months of import cover. In December 2008, the IMF approved a one-year USD77.1 million loan, of which USD51.4 million was available immediately. In January 2009, the IMF asked Malawi to tighten spending and budget control and enhance fiscal discipline. Government agreed to implement a more flexible exchange rate system free of multiple currency practices.

As of February 2009, reserves were precariously low at 1.1 months of prospective imports.
	IMF (2009)

	Liaise with development partners to improve the predictability of aid disbursements 
	Sequencing: Discuss with CABS in June-August 2007, to improve predictability of aid disbursements starting with 2008 review. 

Fiscal implications: No costs; expected to lead to savings over the long term, by facilitating macroeconomic stability. 
	Although poor performance relating to aid predictability still exists, it has been included as a target in the Development Assistance Strategy and in 2008 the GoM presented a briefing note on aid predictability to the CABs. The trend indicates a move towards stronger predictability.
	Oduro, K., Quist, R., & Steen, G., (2008); Mr Stanley Nkhata, Deputy Director, Debt and Aid Management



	Strengthen payroll management by (i) conduct a review of the HRMIS in order to establish its robustness, and (ii) carry out a payroll audit of all civil servants to verify and update the civil service database 
	Sequencing: Carry out review of HRMIS, and payroll audit in 2007/08. Implement recommendations of HRMIS in 2008/09. 

Fiscal implications: No costs; possible savings related to elimination of ghost workers, estimated at 0.4 percent of GDP, and improved management of payroll. 
	The process to strengthen payroll management is underway. Both the HRMIS review and payroll audit carried out in 2008/09. Action plans are now in place to address weaknesses identified in HRMIS review and personnel audit. Goals have been set to produce at least 5 monthly audit trail records by December 2009, produce a report on action taken in ministries where ghost workers were identified, and develop and electronic payroll data transfer between HRMIS and IFMIS. Improvement is also due to the implementation of an integrated personnel and payroll system.
	HRMIS review (2008); payroll audit; HRMIS Action Plan (2009) Performance Assessment Framework (2009); Mr Henry Kamlaka, Budget Desk Officer for Agriculture, MoF; Oduro, K., Quist, R., & Steen, G., (2008),


	PROPOSED REFORMS IN THE EDUCATION SYSTEM

	Priority Policy recommendations
	Sequencing and Fiscal Implications
	Implementation of Priority Policy recommendations
	Data Sources

	Improve efficiency and rationalization of resource use

	Rebalance education budget: 

-Rebalance budget allocations from tertiary to primary. 

-Rebalance budget and resources (teachers and classrooms) within primary sub-sector from upper to lower primary. 

-Reduce gap between CDSSs versus CSSs. 

-Introduce equitable financing formula, for decentralisation of budget. 


	Sequencing: Phased implementation over the next 3-4 years starting with 2008/09 budget; define new formula for allocating resources to districts in 2007/08 for implementation starting 

with 2008/09 budget. 

Fiscal implications: Improved efficiency in use of resources. 
	To date there does not appear to have been a specific plan to reallocate resources from tertiary to primary education services. However, the new education sector plan attempts to address this by committing to spend 64% of recurrent resources for education on primary activities, in line with indicative guidelines of the fast track initiative. Furthermore, one of the conditions of the new joint financing agreement between the GoM and DFID, World Bank, UNICEF, GTZ and SIDA, will be the mutual agreement of the government’s annual work plan and budget. This will allow donors greater influence in shaping the distribution of the budget. 

There does not appear to have been a shift of resources between lower and upper primary. In fact, the Education Country Status Report (CSR) (2008/09) indicates a decrease in the priority of primary education to the benefit of higher education between 2000-2008.
CDSSs remain systematically less well endowed (in teachers and in other recurrent transactions per student) than are CSSs.

There is an allocation formula for distributing government resources between districts for devolved functions. The formula is based on the number of school going children (approved in 2002). The NLGFC is proposing a new formula based on 100% of school going age children, which is currently being tabled before Parliament. In addition to this, DFID, AfDB and the World Bank have piloted direct financial support to schools, in the form of small school grants.
	Don Taylor, DFID Malawi Adviser for Education; Malawi Education Country Status Report (2009)



	Improve availability and management of teachers: 

-Devised strategy to further increase output of trained teachers. 

-Transfer excess under-qualified teachers in secondary to primary schools. 

-Stop teacher migration away from rural posts through (i) teacher incentives, and (ii) adopt a new financing mechanism. 

-Reduce teacher absenteeism by increased monitoring, raising the quality of school management, and/or by giving communities the right to hire/fire teachers.

 -Prioritise implementation of HIV/AIDS policy 


	Sequencing: Phased implementation over the next 3-4 years. Identify strategy to further increase output of trained teachers in 2007/08, with timetable for implementation. Develop plan in 2007/08 to transfer surplus untrained secondary teachers from secondary back to primary over the next 3-4 years. Agree on sustainable system for ‘rural incentives’ starting in 2008/09. Agree on action plan to fight teacher absenteeism in 2007/08, and implement monitoring system in 2008/09, possibly entailing the introduction of legislation to give communities right to hire/fire teachers. Approve raise in qualifications for school management in 2007/08. Start funding and implementation of the HIV/AIDS strategy immediately with 2007/08 budget. 

Fiscal implications: Substantial costs may be needed in developing additional teacher training capacity and introducing rural incentives (depending on strategies selected). All policies expected to improve quality of education and efficiency in use of resources. 
	New teacher trainer colleges have been established recently, funded by the World Bank and DAFPP. DFID plans to finance an additional teacher trainer college. This supports the National Strategy for Teacher Education and Development (2008). Although there are still poor estimates of teacher supply and demand.

It is not evident if a strategy has been developed to transfer under-qualified teachers from secondary to primary schools. At the secondary level, more than 60% of teachers are under qualified, with a student-to-qualified teacher ratio of 51:1. Most of the under qualified teachers work in CDSSs— 81% of their teaching force is unqualified compared to 27% in CSSs.
Government is in process of implementing an integrated Teacher Training Programme (ITTP) where teachers are sent to rural schools. However, deployment to rural schools (a condition to their acceptance) has faced challenges, such as inadequate housing, lack of potable water and poor living conditions, resulting in migration away from rural areas. In order to stop the teacher migration away from rural posts the MoE proposed the introduction of incentive allowances. However, this was not permitted by the MoF and since then alternative types of incentives have not really been explored and teacher migration away from rural posts increased. In 2009, the pupil per qualified teacher ratio in primary schools in rural areas rose from 95:1 to 97:1.
Although there does not appear to be a system wide strategy to reduce absenteeism, action has been planned to reduce the impact of high absenteeism rates (an estimated 20% of teaching time is lost due to high teacher absentee rates).  Starting from 2009/10 until 2011/12 the MoE plans to hire 4,000 new unqualified teachers per year and offer a new form of teacher training through distance learning to train the hired teachers. 

HIV/Aids strategy is a priority area of the MGDS and HIV/Aids activities are included within the education budget. There is a link between HIV/Aids and school health and nutrition programmes.
	Don Taylor, DFID Malawi Adviser for Education; Malawi Education Country Status Report (2009); African Development Bank (2009)

	Revise funeral assistance policy such that resources are not taken from the Ministry’s budget, and are paid directly from DHRMD. Also, limit funeral benefits to a fixed monetary subsidy.
	Fiscal implications: Substantial cost savings (estimated at 3-5 percent of education ORT).

Sequencing: Revise funeral policy in 2007/08 and implement 

starting in 2008/09. 
	It is not clear whether the funeral assistance policy has been revised. 
	Don Taylor, DFID Malawi Adviser for Education;

	Improve efficiency of universities: 

-Increase student/staff ratio, and take measures to reduce administrative overheads in universities 

-Set up annual reporting mechanism for universities on their use of funds. 


	Sequencing: Phased implementation over the next 3-4 years. Agree on reporting format and mechanism in 2007/08. Implement in 2008/09. 

Fiscal implications: No costs. Improved efficiency in use of resources. 
	Although there has not been a strategy to increase the student/staff ratio, it is likely to have increased as recent trends show that universities have been taking in parallel (non-residential) students, resulting in a near doubling of enrolments between 2003-2008. It is unclear whether this has reduced administrative overheads.
It is not evident if annual reporting mechanisms on the use of universities’ funds have been set up.
	Don Taylor, DFID Malawi Adviser for Education; Malawi Education Country Status Report (2009)

	Improve equity in the distribution of resources (KEY RECOMMENDATIONS)

	Increase boarding fees in secondary education. 
	Sequencing: Review fees in 2007/08 and implementation starting in 2008/09. 

Fiscal implications: Improved equity in use of resources as funds from cost recovery can be channelled to bursary fund. 
	It is not evident if boarding fees for secondary education have increased. However, in July 2008, all secondary schools began retaining both tuition and boarding fees to be used at the school level. The retained fees will increase the ORT received from Treasury. 


	Don Taylor, DFID Malawi Adviser for Education; Malawi Education Country Status Report (2009)

	Increase fees in tertiary and enforce loan collection system. 
	Sequencing: Review fees in 2007/08 and implementation starting in 2008/09. Carry out rapid review of loan administration system to improve transparency and loan collection in 2007/08, and implement recommendations in 2008/09. Review system of allocation of loans / grants based on means testing in 2007/08. 

Fiscal implications: Improved equity in use of resources as funds from cost recovery can be channelled to bursary fund. 


	A systematic process to tackle loan collection problems does not appear to be in place. More offices for loan collection administration have been built however there does not appear to be an adequate process for reinforcing penalties.  
	Don Taylor, DFID Malawi Adviser for Education


	POLICY PRIORITIES FOR THE HEALTH SYSTEM (KEY RECOMMENDATIONS

	Priority Policy recommendations
	Sequencing and Fiscal Implications
	Implementation of Priority Policy recommendations
	Data Sources

	Improve efficiency and rationalization of resource use

	Increase levels of skilled staffs: 

-Proceed with implementation of emergency training plan. 

-Seek funding for salary top-ups after 2011. 

-Introduce conditions for those being subsidised by training programmes, such as formal bonding arrangements. 

-Facilitate staffing in hard-to-fill posts in rural settings through (i) staff incentives (accommodation) and (ii) adopt a new financing mechanism. 
	Sequencing: Approach donors and Global Fund in 2007/08 to seek funding for salary top-ups after 2011, and/or devise strategy to deal with the facing out of top-ups. Commission study to explore possible mechanisms for bonding arrangements in 2007/08 for introduction in 2008/09. Agree on sustainable system for ‘rural incentives’ starting in 2008/09. 

Fiscal implications: Urgent need to resolve fiscal risks associated with current salary top-up programme after 2011. Savings as costs of training staff are repaid in kind though bonding arrangements. 
	The emergency training plan has been implemented and associated targets have been met, including, but not limited to: enrolment targets, an increase in the quality and number of tutors, an increase in outputs, and better infrastructure. 

Seek funding for salary top-ups after 2011 – this has not been done. 

It is not clear whether conditions have been introduced for subsidised training programmes. 

Donors are trying to push government to establish and implement a programme to facilitate staffing in hard-to-fill posts in rural settings. 
	Jason Lane, DFID Malawi Adviser for Health; Lane (2009); Mann (2008)

	Remove bottlenecks in drugs availability: 

-Improve procurement and delivery systems for essential drugs 

-CMS should undergo comprehensive institutional reform. 
	Sequencing: Request management team to develop options for future restructuring of Central Medical Stores during 2008. Rationalise drug stream by switching to a demand-driven (requisition) system during 2008. 

Fiscal implications: Substantial reduction in inefficiency and leakage at CMS. Substantial cost savings from bulk procurement. 
	The CMS new electronic drug tracking system has created a better identification of stock levels at various health facilities, allowing for advance warning when stocks are falling low, reducing the need for emergency procurement. The reforms to drug tracking may have also helped deliver a lower level of leakage and improved service delivery by curbing the frequency of drug stock-outs. The PETS found that over 80% of patients were given all their prescribed drugs. Overall, the PETS study illustrated that delivery systems to the district level are good, but systems from the district level to rural healthcare centres are very variable dependent on the capacity at the district. 
	Jason Lane, DFID Malawi Adviser for Health; PETS (2009b); Bowie & Mwase (2009)

	Strengthen partnerships: Develop a more unified and comprehensive contract between the government and the CHAM facility (or other NGO) as service provider. 
	Sequencing: Evaluate government’s experience with 

establishing service agreements with CHAM hospitals in 2008; design more unified and comprehensive contract in 2008. 

Fiscal implications: None 
	Although it is unclear whether a comprehensive contract exists, health management teams have used some of their decentralised funding to sign service agreements with CHAM facilities, whereby CHAM offers free health services to the population in a given area and the DHMT refunds CHAM an agreed cost of those services. There are 66 service agreements with CHAM hospitals. They allow for free maternal and child healthcare at the point of use, for which CHAM hospitals claim back the costs from government.
	Jason Lane, DFID Malawi Adviser for Health; Mann (2008)

	Urgently secure additional financing for HIV/AIDS. 
	Sequencing: Develop financing strategy to raise required financing, either from international donors or from alternative domestic sources (domestic revenue or the private sector) in 2007/08. (NB: This strategy should include, but not be limited to, applying to the new Rolling Continuity Channel of the Global Fund in November 2007). 

Fiscal implications: Urgent need to clarify fiscal implications associated sustainability of current ART programmes. 
	Considerable funds have been secured for this area. A large number of donors are supporting this HIV/Aids and the Global Fund is one of the key players. There is a pooled funding arrangement for HIV/Aids and donor co-ordination via this modality is good. Treatment programmes have been very successful. Moreover, DFID’s Health Portfolio Review (2009) found that HIV/Aids resource allocation formula explicitly incorporates cost effectiveness criteria, and that this formula is being used strictly. That being said, the Review found that there is scope for further improving the disbursement of HIV/Aids funding through the NAC to better align resource allocation with need.
	Jason Lane, DFID Malawi Adviser for Health; Bowie & Mwase (2009)


	POLICY PRIORITIES IN THE ROAD SECTOR (KEY RECOMMENDATIONS

	Priority Policy recommendations
	Sequencing and Fiscal Implications
	Implementation of Priority Policy recommendations
	Data Sources

	Improve efficiency and rationalization of resource use

	Allow for regular review for adjustments in fuel levy to increase funding in Road Fund. 
	Sequencing: Increase fuel levy gradually, starting with 8 US¢ and 10 US¢ in 2007/08; then carry out PSIA before further increases. 

Fiscal implications: Increase level of revenues from around USD14 to around USD30 million initially, and possibly to USD50 million in second phase, after PSIA. 
	The fuel levy was increased to US 20¢/litre and is expected to raise approximately USD46 million, based on a figure estimated in TRL analysis for adequate periodic maintenance and rehabilitation of the unpaved road network. Therefore, based on the increased rate of the levy, maintenance-funding requirements of an improved unpaved road network appear secure in the long term.
	Summary Unpaved Roads Economic Appraisal (DFID, 2009f)

	Funding for routine and periodic maintenance is the top priority, and must be adequate and consistent, including if needed from donor inputs. 
	Sequencing: Prioritise funding for all maintenance starting in 2008/09 budget, including from donor resources if necessary.

Fiscal implications: Cost of maintenance of existing network is estimated at around USD50 million, which can be identified from a refocusing of sector expenditures. 
	Routine maintenance is a crucial aspect of the MURP and identified funding for the programme amounts to USD105 million, of which donor contributions are USD47 million and DFID support is USD30 million. The use of the fuel levy combined with adequate funding based on estimates of rehabilitation expenditures is likely to ensure the affordability of sustainable and ongoing road maintenance. 


	Summary Unpaved Roads Economic Appraisal (DFID, 2009f); Project Concept Note – Unpaved Roads Programme (DFID, 2009e)

	Equity in the distribution of resources

	More attention and finances need to be spent on the rural roads.
	Sequencing: Revise formula to allocate maintenance expenditures between paved and unpaved network in favor of unpaved network in 2007/08 (jointly with increasing overall share of sector resources towards maintenance). 

Fiscal implications: No costs; but improved equity of benefits distribution of public investments in roads.
	DFID will provide £20 million of assistance over a four-year period commencing in mid 2009, in an effort to increase rural connectivity and reduce rural transport costs by rehabilitating the unpaved road network and bring it to a condition where cost effective maintenance methods will work. On that line, the main objective of the MURP is to achieve comprehensive all-year access on Malawi’s designated 11,400km rural road network, thus improving rural mobility and reducing rural transport costs. 


	DFID Project Memorandum - Malawi: Unpaved Roads Programme, 2009/13 (DFID, 2009c)


Annex 3: Heidi Tavakoli Programme of Meetings: 22-24 September 2009

	Day
	Time
	Meeting

	Tuesday 22/09/09

	0800 hours
	Dr Lugahano Ndovie, District Health Officer, Lilongwe District Assembly

	
	1000 hours
	Mr Jonathan Kantayeni, MoF Budget Desk Officer for Health

	
	1100 hours
	Mr Davie Wirima, Deputy Director Debt and Aid Management

	
	1130 hours
	Mr Stanley Nkhata, Deputy Director, Debt and Aid Management

	
	1500 hours
	Mr Gwedemula, District Planning and Development Officer Lilongwe District Assembly

	
	
	

	Wednesday 23/09/09
	0800 hours
	Mr Chauncy Simwaka, Budget Director, Ministry of Finance, and Mr Ponderani, Social Sector, Ministry of Finance 

	
	0900 hours
	Mr Kaliwo, District Agriculture Development Office, Lilongwe District Assembly

	
	1030 hours
	Mr Bryn Welham, Technical Adviser, Ministry of Finance

	
	1400 hours
	Dr Don Taylor, Education Adviser, DFID Malawi 

	
	1500 hours
	Mr Lamulo Nsanja, former economist/financial planner in the MoE

	
	
	

	Thursday 24/09/09
	0900 hours
	Mrs Mjojo, Executive Secretary of the NLGFC 

	
	1100 hours
	Mr Henry Kamlaka, Budget Desk Officer for Agriculture, MoF

	
	1600 hours
	Mr Andrew Kumbatira, Malawi Economic Justice Network

	
	
	


Summary findings:


There has been considerable growth in budgeted expenditure between 2004/05-2009/10, supported by the strong performance of revenue, grants and GDP;


Overall recurrent and capital budgets have benefited approximately equally from the expansion of budgeted expenditure, but there is some variation if 2009/10 is excluded from the analysis. 


Over the time period, varied growth trajectories have existed for recurrent and capital expenditure items as well as for key spending ministries which have all benefited from fiscal expansion but to varying degrees;


2009/10 appears to be reining in some of the growth, after an exceptional spending year in 2008/09. 





Summary findings:


Poor transparency and communication of the budget preparation process, as well as the existence of informal practices in budget formation, undermines the ability to precisely unpack the processes that determine final budget ceilings;


As a result it is difficult to measure the extent to which budget allocations are currently determined by performance or outputs;


Nevertheless evidence suggests that building blocks for further development are in place, with the introduction of the new budget calendar, the presentation of the budget in an output-orientated activities-based budget classification (ABB) in the Output based budget, and the implementation of the new output and policy performance targets in the form of the Prioritised Delivery Targets. However, it is yet to be seen whether these initiatives are being strictly implemented or effectively utilised. 





Summary findings:


The alignment of the MGDS framework with the national budget is analysed from two perspectives;


Firstly, the alignment of government budgeted expenditure to the MGDS budget framework. On the whole, the government has fallen short of the MGDS budgeted revenue and expenditure targets over the period of MGDS implementation having only met or exceeded the targets a few times. However, improvements in fiscal discipline may have limited the government’s ability to achieve the MGDS expenditure targets;


Secondly, the alignment of the government budgeted expenditure to MGDS priorities. It is difficult to accurately measure this form of alignment because of the absence of a transparent comprehensive budget classification structure which maps MGDS expenditure to the government’s budget. Despite this, crude analysis of expenditure trends between 2005/06-2008/09, suggests that government has concentrated its spending on MGDS priorities. Furthermore, the government is working to improve alignment with the MGDS classification of all expenditures and the implementation of budget templates which are designed to only include MGDS activities. 





Summary findings:


There have been some distinct advancements in the implementation of priority policy recommendations across all sectors and most noticeably in the roads sector;


 However, without a government wide programme to ensure the implementation of the PER recommendations or a systematic assessment of their implementation, there is limited information available about the performance of some indicators;


This makes it difficult to establish the exact proportion of total recommendations implemented and also suggests that future similar assessments and subsequent recommendations should be initiated alongside a process that fosters greater country ownership and demand for the subsequent recommendations. 





Summary findings:


The Value for Money reforms implemented over the past year complements those in the updated PFEM action plan.


The reforms can be divided into three main activities:


Improving the functional classification of the budget;


Systematically mapping budget allocations classified according to votes to MGDS activities;


Improving budget performance and accountability mechanisms through the introduction of Prioritised Delivery Targets.








Summary findings:


The GoM has attained a wide range of development achievements over the last few years. This includes good overall performance of MGDS activities.


In support of this, there are several government mechanisms to measure the performance of public services with relation to the budget.


However, measuring this performance against public spending trends over time is constrained by the lack of a consistent set of social development indicators for the time period and the weak distinction between the types of performance indicators.





Summary findings:


The new constitution of 1994 paved the way for decentralisation. Implementation started in 1998 and decentralisation was re-prioritised in the MGDS in 2006;


In 2005/06, for the first time, Local Assemblies were allocated financial resources in the form of ORT, which is the only spending item that has been devolved;


To-date implementation has been sluggish - only a small percentage of total budgeted expenditure is planned and executed at the local level, and these proportions have not grown considerably since 2006/07;


 Only some sectors have devolved functions and resources and the degree to which this has taken place varies by sector.





Summary findings:


Allocations to Local Assemblies are made using a combination of formulae and costed plans. Although 12 sectors allocate resources from the central to the Local Assembly level only four allocation formulae currently exist;


Despite the establishment of some allocation formulae for the main spending sectors, concerns have been raised about the appropriateness of the indicators selected and the strict application and implementation of the formulae;


Evidence suggests that allocations to districts are not equitably distributed according to population and poverty data.





Summary findings:


Between 2004/05-2009/10, public expenditure grew alongside both strong economic growth and the considerable reduction in poverty across all regions of Malawi;


Attributing the reduction in poverty to the growth in public expenditure is a difficult and complex task;


That said, the trend may in part be explained by the significant increase in real per capita expenditure, the concentration of government spending on MGDS priority areas as well as social sectors, and the expansion of the input subsidy programme.  





Summary findings:


The NLGFC is responsible for overseeing activities in the district level budget cycle;


Budget estimates and activities at the Local Assembly are coordinated by district sector related staff and should be determined through a participatory process;


The budgetary discretion of Local Assemblies varies according to the type of grant;


The introduction of the LDF will go some way to improving the discretionary freedom of Local Assemblies as well as strengthening the participatory approach to budget preparation.





Summary findings:


At the district level the following areas were cited as factors undermining the efficiency and effectiveness of district spending:


Weak district level sector strategies;


Limited capacity;


Insufficient funding;


Limited decentralised autonomy and decision-making power.








� Taken from the TORs (27/07/09):Specific lines of enquiry include:


Is public spending adequately aligned to the medium term poverty reduction strategy, the Malawi Growth and Development Strategy (MGDS)?


To what extent are budget allocations based on performance and outputs?


How far have previous public expenditure review recommendations been implemented?


What scope is there to raise the efficiency and impact of public spending?


What impact might the value for money reforms in the Ministry of Finance have on the efficiency and effectiveness of public spending?


What development outcomes have been bought with public funds over 2004-8?


On the basis of the above analysis, what evidence is available to demonstrate whether public spending is reducing poverty?


The analysis will also look at district level spending:


How decentralised is essential service delivery (particularly health, HIV and AIDS, education, and agriculture). 


What allocation formulae are used to determine district level allocations?


How well are these allocation formulae applied?


How equitably are resources distributed across districts in reality?


What role do local Finance Committees play in determining allocations and overseeing budget implementation?


What role does the Local Development Fund play in ensuring resources reach communities?


How effective is decentralised funding in reaching the poor and responding to local needs?


What might make decentralised spending more efficient and effective?





� It is important to note that budget data is primarily based on revised budgets (2004/05-2008/09), expect for 2009/10 which is based on the approved budget. There have been considerable changes to in-year allocations e.g. the growth between approved and revised total budgeted expenditure was equal to 9% in 2005/06, 8% in 2006/07, 5% in 2007/08 and 10% in 2008/09. This conceals disaggregated redistributions at the budget entity level.


� This analysis based on budget data, does not capture the delayed disbursement rates and poor predictability of donor funding (Malawi Government 2008 Annual Debt Report, in MEJN, 2009). For example, in 2007/08 there was an absolute fall in actual grant expenditure, partly due to late government approval of the budget, which started the expansion of the fiscal deficit in 2007/08. However, the revised budget data suggests the widening of the fiscal deficit was predominately initiated in 2008/09 (IMF, 2009). 


� It is important to note that nominal GDP is largely based on actual expenditure data (2004/05-2007/08), as well as budget data (2008/09) and projections (2009/10).


� Although not included in the graph, the decrease in the absolute allocations also exists when district budgets are accounted for.


� Interview with Mrs Mjojo, Executive Secretary of the NLGFC, 24/09/09.


� Interview with Mr Simwaka, Budget Director, MoF, 23/09/09.


� Interview with Mr Nsanja, former economist/financial planner in the MoE, 23/09/09.


� Interviews with Mr Simwaka, Budget Director, MoF, 23/09/09 and Mr Kantayeni, Budget Desk Officer, MoF, 22/09/09.


� Interviews with Mr Simwaka, Budget Director, MoF, 23/09/09 and Mr Kantayeni, Budget Desk Officer, MoF, 22/09/09.


� Interview with Mr Kantayeni, Budget Desk Officer, MoF, 22/09/09.


� Interview with Mr Kamlaka, Budget Desk Officer, MoF, 24/09/09.


� 1) Sustainable economic growth; 2) social protection; 3) social development; 4) infrastructure development; 5) improved governance.


� 1) Agriculture and food security; 2) irrigation and water development; 3) transport infrastructure development; 4) energy generation and supply; 5) integrated rural development; 6) prevention and management of nutrition disorders, HIV and AIDS.


� Despite the fact that in 2007 projections under the MGDS and PRGF arrangements were generally consistent between 2006/07 - 2008/09 (Radev et al, 2007).


� Interviews with MoF budget officers between 22/09/09-24/09/09.


� The budget data used for this report, maps budgeted expenditure (for 2005/06 to 2008/09) to MDGS themes, however the sub-themes are different from those discussed in the MGDS (2006a) and MGDS review 2007 (2007a). There are some discrepancies in the budget data (which was provided to the authors) and issues surrounding the accuracy of the mapping. There is a slight variation to the themes and sub-themes presented in the MGDS (2006a).


� Please note that this mapping is different to that currently used for the chart of account. Here MGDS spending includes personal emoluments, but excludes statutory budget allocations (vote 20: Compensations and Refund Investments; vote 30: Pensions and Gratuities; vote 40: Debt Public Charges), vote 278: Unforeseen Expenditures; vote 95: Department of Science and Technology, and some of the subvented organisations. 


� As agree with Mr Kamlaka, Budget Desk Officer, MoF, 24/09/09.


�Interview with Mr Nsanja, former economist/financial planner in the MoE, 23/09/09.


� The main findings of which are included in the Output-based budget (2009/10).


� Including the Welfare Monitoring Surveys (2006 & 2008), the Survey Delivery Satisfaction Surveys (2005, 2006 & 2007), the public sector wide public expenditure review (2006), Poverty Vulnerability Assessment (2006), the PETS for health and education (2008), in addition to various sector and administrative reviews. (JICA review/PAF /ISHI1/2/3).


� The efficiency of service delivery measures how well inputs, in the case of education, teachers and classrooms, can achieve desired educational outputs. Educational outputs measure the volume and quality of education services provided, and can be assessed by enrolment rates and completion rates among other indicators.  Effectiveness, is the next stage of assessment, and measures how well educational outputs achieve the desired outcomes. In the case of education, outcomes are the ultimate objectives of education policies, and assess the extent to which the education system is producing students with the appropriate cognitive skills, knowledge and competencies to gain employment (Rawle, et al, 2008). 





� However the results for WMSs are based on a sample of less than 20,000 households and therefore the statistics should be treated with caution. But the Integrated Household Survey in 2009 will provide an accurate measure of actual poverty and income for analytical purposes (DFID, 2008a). 





� Unlike expenditure trends in the rest of the report, GDP data is primarily based on actual expenditure with the exception of 2008/09 and 2009/10.


�Interview with Mrs Mjojo, Executive Secretary of NLGFC, 24/09/09.


� The Ministry and Departments that have devolved relate to Health, Agriculture, Education, Trade, Environment, Housing, Fisheries, Forestry, Gender, National Registration Bureau, Labour, and Water.


� Interview with Mr Gwedemula, District Planning and Development Officer, Lilongwe District Assembly, 22/09/09.


� Interview with Mrs Mjojo, Executive Secretary of the NGLFC, 24/09/09.


� The MGDS medium term outcome is for local assemblies to be in full control of development planning and implementation, and the long term goal is to improve the efficiency and effectiveness of the public sector in service delivery to the communities (RoM, 2006a).  


� This is also the view held by Executive Secretary of the NLGFC.


� The 2007 MGDS review was based on information from the Local Governance Finance Committee, because the Ministry of Local Government and Rural Development did not submit any information.


� Although this figure is based on the comparison of the revised budget for 2008/09 and the approved budget for 2009/10 and given in-year budget revisions made underestimate the potential growth between the 2008/09 and 2009/10 revised budgets.


� The sectors according to those defined in the government’s Output-based budgets.


� ‘Malawi Intergovernmental Fiscal Transfer Study’ (in NLGFC, 2009).


� The NLGFC has the authority to make recommendations regarding allocation formulae.


� Interview with Mrs Mjojo, Executive Secretary of the NGLFC, 24/09/09.


� There are 40 Local Assemblies and 31 districts in Malawi. Some districts include more than one Local Assembly.


� It is worth noting that there are limited variations between the approved and revised budgets.


� Please note this analysis is static and the per capita amounts across years are based on the population data for 2008. This underestimates the actual growth of per capita amounts over the time period and does not account for the effects of varied district intercensual growth rates on district per capita comparisons. 


� Interviews with Mr Gwedemula, Lilongwe District Planning and Development Officer, 23/09/09, Dr Ndovie, Lilongwe District Health Officer, 22/09/09 and Mr Kaliwo, Lilongwe District Agriculture Development Officer and his support team, 23/09/09.


� Interviews with Mr Gwedemula, District Planning and Development Officer, Lilongwe District, 22/09/09, Dr Ndoive, District Health Officer Lilongwe District, 22/09/09, and Mr Kamlaka, District Agriculture Development Officer and his support team, Lilongwe District, 23/09/09.


� Interview with Mr Gwedemula, District Planning and Development Officer, 22/09/09


� According to the Output based budget for 2009/10, the National Local Government Finance Committee, the Ministry of Local Government and Rural Development, and individual sector strategies contain more information on the activities of Local Assemblies (GoM, 2009).


� Interviews with Ms Mjojo, Executive Secretary of the NLGFC, 24/09/09 and Dr Ndoive, Lilongwe District Health Officer, 22/09/09.


� “....The Community Window to finance demand-driven community socio-economic infrastructure investments and services directly managed by communities. The Local Authority Window to finance capital investments, labour-intensive public programmes and local development initiatives contained in the Local Authority Plans through projects managed by Local Authorities. The Urban Window to finance and improve economic services for private investments, especially for low-income groups, and to stimulate growth and private investments. The Performance Window to finance capacity development requirements of Local Authorities in the management of their core functional areas and to reward good performance through annual performance assessments (GoM, 2009b)”


� Interview with Mrs Mjojo, Executive Secretary of the NLGFC, 24/09/09.


� Interviews with Dr Ndoive, Lilongwe District Health Officer, Lilongwe District, 22/09/09, and Mr Kamlaka, District Agriculture Development Officer and his support team, Lilongwe District, 23/09/09.


� Interview with Mr Gwedemula, District Planning and Development Officer, 22/09/09.


� Interview with Mrs Mjojo, Executive Secretary of NLGFC, 24/09/09.
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