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I ntroduction

Since the mid-1990s, donors and the Government of Tanzania have worked very hard to
repair relaions that had become severdly strained. Today, Tanzaniais regarded by many asa
model of donor-Government “partnership.” The Poverty Reduction Strategy (PRS), which
received the endorsement of the Boards of the IMF and World Bank in late 2000, is the basis for
the partnership. A variety of mechanisms have been developed to encourage greater dignment
of donor assistance with the priorities outlined in the PRS and the harmonization of operationa
procedures among donors (Odén and Tinnes 2003, OECD/DAC 2003, Ronsholt 2002). Most
recently, donors have begun discussing the possibility of developing ajoint country assstance
drategy. All of these measures are intended to enhance locd “ownership” of the development
process and reduce the transaction costs of aid for the Government. Principles governing the
relationship between donors and the Government are spelled out in the Tanzania Assstance
Strategy (TAS), and both parties adherence to their respective commitmentsis evauated in
advance of Consultative Group meetings by an Independent Monitoring Group (IMG).! This
type of inditutiondized “mutua review” process, conducted by an independent bodly, is unique
to Tanzania.

As these processes have devel oped, Tanzania has seen asignificant increase in the
amount of officid development assistance (ODA) it recelves. Between 1999 and 2002, net ODA
rose from $990 million to over $1.2 hillion, of which 58 percent is estimated to have accrued to
the Government (World Bank 20033). In addition, donors have increasingly shifted their
assigtance away from financing individua projects toward more flexible forms of assistance,
including sector baskets and generd budget support. In Tanzanias FY 02, the share of assstance
received by the Government that was provided as program support stood at 58 percent, up from
32 percent in FY 99 (World Bank 2003a).2 And it appears this trend is likely to continue (see
Table 1). Some donors that have not contributed to sector baskets, such as Belgium, expect to
begin providing assstance in this manner. The UK has become the first donor to shift its sector-

T This paper was prepared to inform the development of USAID/Tanzania's Country Strategic Plan for the period
2005-2014. Views expressed herein are those of the author and should not be attributed to USAID.

¥ The author is an Economist in USAID’s Bureau for Africa (AFR/DP/POSE). | am grateful to Deanna Gordon,
Axel de LaMaisonneuve, and Geir Sundet for helpful comments and suggestions and to Ray Kirkland, Erin
Holleran, and their staffs for facilitating the interviews on which thisreport is based. Additional comments can be
sent to bfrantz@usaid.gov.

! The development of the TASand IMG can be traced to areport prepared under the leadership of Gerry Helleiner in
1995, popularly known as the Helleiner Report, which examined the relationship between donors and the
Government and recommended ways in which the relationship might be improved.

2 Tanzania's fiscal year beginson 1 July and ends on 30 June. Assuch, FY 99 refersto the period 1 July 1998 — 30
June 1999.




earmarked assistance into general budget support, and other donors hope to follow suit.> USAID
does not contribute to any of the sector baskets, nor does it provide assistance in the form of
generd budget support. In Tanzania, USAID stands out as an obvious outlier among donors.

This brief paper represents an effort to capture, in avery modest way, the effectiveness of
generd budget support as an aid ingrument in Tanzania. It is based mainly on interviews
conducted over the course of afew weeks with a sample of donors, most of which provide
generd budget support, though in varying degrees, a smal number of Government
representatives; and several non-governmental actors* 1t thus provides only a rough snapshot of
the sdlient issues surrounding the increasing shift among donors to provide assstance in the form
of generd budget support in Tanzania. An attempt is made to examine the issues in the context
of abroader internationd effort to evaluate the effectiveness of general budget support. The
paper then explores Stuations in which genera budget support may not be the most appropriate
ad indrument and offers suggestions for the types of complementary investments that might
improve the effectiveness of generd budget support.

The Casefor Generd Budget Support

It is now widely agreed that local “ownership” of the development processisa pre-
requisite for the achievement of sustainable results. It isargued that by financing a multiplicity
of independent projects, often with different reporting requirements and sometimes with
competing objectives, donors have undermined loca ownership and capacity, thus impeding
development progress (Justice 2001). Thisis particularly the case in highly ad-dependent
countries. Providing assstance in the form of genera budget support to governments that have
reasonably sound policy frameworksin place has been touted as a response to the problems
posed by independent donor projects. The argument isthat genera budget support encourages
greater loca ownership of the development process by reinforcing accountability relaionships
within governments and drawing on and devel oping the capacity of governments to define and
manage programs. This, in turn, is thought to trandate into more sgnificant and sustainable
reductions in poverty.

Within the context of the OECD/DAC, the international community is currently
developing an andytica framework for evauating the poverty-reducing impact of generd
budget support relative to other aid instruments. The framework seeks to establish a chain of
causdlity between general budget support and reductionsin poverty.® While the framework is
extremely comprehensive in terms of charting postulated causa linkages between the input of
genera budget support, short-term outputs, two levels of intermediate outcomes, and find
impacts, it can be cruddy summarized as having two main components. First, the input of
genera budget support is expected to improve arecipient government’s management of public
expenditure, and the framework contains a credible chain of causdlity to subgtantiate this.

3 It was also reported that NGOs perceive they are receiving less funding from donors as aresult of the increasing
use of general budget support, but figures were not available to confirm this. When asked, most donors said they
had no intention of reducing the amount of assistance made available directly to NGOs.

“ A list of personsinterviewed is provided in Annex 1.

® The framework wasiinitially developed in OPM and ODI (2002), but was recently updated in EuropeAid and ODI
(2003). Thefollowing discussion draws heavily on these two documents.
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Genera budget support disciplines the intra- governmenta budget alocation process by limiting
the access of line minidtries and other layers of government to extra-budgetary finance. In
principle, this encourages grester governmental ownership over aid-financed programs and
projects, dlowing recipient governments to better implement their development strategies.
Generd budget support also draws on existing and hel ps strengthen — through learning-by-doing
effects— recipient capacity to manage resources effectively. These are probably the strongest
arguments in favor of providing assistance as genera budget support.

Second, according to the framework, better public expenditure management is expected
to trandate into improved service ddivery outcomes and ultimately poverty reduction. This
aspect of the framework seems less developed and requires greater legps in logic than the fird.
There are many reasons why public expenditure that is more sensbly alocated to priority sectors
thought to have the grestest impact on poverty does nat, in fact, have such impacts. Asnoted in
World Bank (2003b), smilar levels of public expenditure are associated with very different
outcomes in sectors such as primary education and hedth. Thereverseisdso true. In addition,
while the framework suggests improvementsin public expenditure management have important
effectsin terms of strengthening democratic accountability and encouraging private sector
development and growth — dl of which are thought to be crucid to poverty reduction — the
causd connections are less clear. Many of these issues will be discussed in grester depthina
subsequent section of the paper.

An important point to note is that genera budget support can aso have adisciplining
effect on donors. Donors often have their own priorities when providing assistance to
developing countries, which may or may not correspond to countries own development
priorities. Providing assstance as generd budget support means donors are less able to influence
the types of programs and individua projects that are funded. Instead of directly funding their
priorities, donors are expected to exercise their influence by engaging in a policy diaogue with
the recipient government to jointly determine the priorities that will be funded. While donors
may lose some influence over individua projects, they gain quite abit more leverage over the
overall resource envelope under agenera budget support arrangement. In exchange for grester
authority over the details of program and project implementation, recipient governments lose
some measure of autonomy over the overdl budget allocation process. The didogue between
donors and a recipient government that accompanies the provision of assstance as generd
budget support islikely just as— and possibly more — important than the aid itself. The
andytica framework developed to evaluate the effectiveness of genera budget support therefore
views policy didogue as an input equaly important to the finance.

Genera Budget Support in Tanzania: The Sat-Up

The PRBS

Most mgor donors active in Tanzania provide some generd budget support through the
Poverty Reduction Budget Support (PRBS) facility. Thefacility isasingle account into which
donors disburse the genera budget support they provide to the Government and can be drawvn
upon by the Government when necessary. The PRBS grew out of the Multilateral Debt Fund
(MDF), which was established in the late 1990s to help the Government mest its debt service



obligations to multilaterd financid inditutions. When Tanzania reached the decison point for
debt relief under the Heavily Indebted Poor Country Initiative in 2000, the reason for the MDF' s
existence disgppeared. Contributing MDF donors thus created the PRBS facility to continue
providing the Government with flexible assstance in support of its PRS.

Currently, eleven donors contribute directly to the PRBS® The UK isthe largest PRBS
donor in absolute terms and expects to soon channd approximately 70 percent of total assistance
to Tanzania through the PRBS facility. Some contributors to the PRBS are donors that, for
various reasons, do not typicaly provide assistance in the form of genera budget support but are
experimenting with it in Tanzania, such as Canadaand Japan.” The World Bank’s Poverty
Reduction Support Credit (PRSC) is very closdy coordinated with the PRBS and roughly
doubles the amount of assstance in the form of genera budget support available to the
Government on a bilateral basis. Germany has chosen to provide genera budget support in the
form of co-financing of the PRSC since it was thought that a smilar World Bank investment
might provide added qudity assurance for domestic congtituencies. The UK recently choseto
roll its direct support to the hedlth sector program into its PRBS contribution, arguing thet it
continues to support the health sector through the genera budget support it providesto the
Government while better respecting intra-governmentd lines of accountability for budget
resources. Certain other donors also expect to eventudly shift their sector-earmarked assistance
into genera budget support. The World Bank has dready proposed rolling the third tranche of a
combined credit/grant in support of the health sector into a future PRSC.

The Performance Assessment Framework

A Partnership Framework Memorandum (URT 2002a) governs the provison of generd
budget support to the Government of Tanzania, and al PRBS/PRSC donors currently subscribe
toit. The Partnership Framework aims “to minimize transaction cogts, to harmonize
performance benchmarks and dia ogue between the parties and to link funding commitments by
the donors to achievement of set targets’ (p. 3). It also seeks to increase the predictability of
donor flowsto Tanzania. The performance benchmarks and targets againgt which donors make
their aild commitments and that ultimately trigger disbursements are set out in a Performance
Assessment Framework (PAF). The PAF contains alist of Government actions— for the current
year plusindicative actions for the subsequent two years — and 60 outcome and impact
indicators. The Government’s progress in undertaking PAF actionsis assessed during the annua
and mid-year reviews held by the Government and donors, and the PAF is regularly updated on
the basis of these reviews® While dl donorstry to reach a consensus view on the Government’s
overal progress on PAF actions and indicators during the annual review, each reserves the right
to dishurse against its own assessment of progress.’ However, the Partnership Framework does
not permit donors to disburse againg actions or indicators that are not specified in the PAF.

® These are Canada, Denmark, the EC, Finland, Ireland, Japan, the Netherlands, Norway, Sweden, Switzerland, and
the UK.

7 Japan’ s contribution to the PRBS consists of MDF funds that were not previously disbursed.

8 The version of the PAF referenced in this report is URT (2003a).

% In practice, the consensus assessment seems to determine most donors’ disbursement decisions. The obvious
exception isthe World Bank. The World Bank requires that certain actions be completed, including alist of actions
in the environment sector that few other donors seem to consider, for PRSC disbursement. The EC disbursesa
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There are currently about 65 actions in the PAF organized under severa key objectives
derived from the PRS2 Actions are linked to medium-term outcomes, though, in some cases,
the relationships between actions and medium-term outcomes are poorly specified. The actions
a0 tend to emphasize the development of laws, strategy documents, plans, and reports, with
relatively less atention given to enforcement, implementation, and outcomes or impacts. This,
however, isdowly changing. The 60 above-mentioned indicators were added to the PAF in
2003, and progress on these indicators is supposed to be considered during the two PRBS/PRSC
reviews. The EC isthefirst donor to explicitly disburse a portion of its PRBS contribution
againg progress on the PAF indicators. In FY 06, a share of the EC’'s PRBS contribution will be
determined by progress on ten education and hedlth indicators found in the PAF.2112 While most
donors agree their PRBS contributions should eventualy be based on these types of indicators,
there is no consensus on the speed with which such amove should take place. There also exidts
some disagreement with regard to the leve of indicators that are most gppropriate, given that
many factors beyond the Government’ s control can affect outcomes and, certainly, impacts.
Donors did express hope that eventually the PAF would no longer be needed, and PRBS
contributions could be based entirely on the annua PRS Progress Reports prepared by the
Government. Currently, however, the Progress Reports do not offer the breadth and quality of
information donors would require for them to replace the PAF.

The PAF therefore is the basis for the policy diadogue that takes place between
PRBS/PRSC donors and the Government.®®* However, another important element of the policy
didogueisan annua public expenditure review (PER) process that began in FY 98 and has
increasingly opened the budget process to actors outsde the Ministry of Finance. While guided
by the World Bank and Ministry of Finance, a PER working group has been established that
includes representatives from other e ements of the Government, PRBS donors, UN agencies,
research and academic inditutions, and civil society. This working group setsthe andyticd
agendathat informs the PER and ultimately forms the backbone of an externd review of fisca
devdlopments. A number of line minigries, particularly those with reponsibility for PRS

portion of its budget against an overall assessment of progress and another portion against progress on a set of
sgecifi cindicators. The EC’sapproach is described in more detail below.

Y The objectives are: (1) reduce income poverty; (2) improved poverty monitoring and evaluation; (3) macro-
economic stability; (4.1 and 4.2) improve effectiveness of delivery of public services and overall incentive
environment; (4.3) improved performance of the public sector; (5.1, 5.2, and 5.3) minimize resource leakage and
strengthen accountability; (6) environmental sustainability (URT 2003a).

1 These indicators are: net primary school enrollment rate, girl/boy ratio in primary education, girl/boy ratioin
secondary education, drop-out rate in primary school, percent of students passing Primary School Leavers Exam,
transition rate from Standard V11 to From |, DPT3 coverage of children under 2 years, number of outpatient visits
per capitap.a., TB treatment completion rate (cure rate), and proportion of birthsin Government health facilities.

12 The EC' s current financing agreement with the Government covers the period FY 04-06. In FY 04, the EC will
disburse all of its PRBS contribution against an overall assessment of progress as determined during the PRBS
reviews —what the EC describes as a “fixed” tranche of general budget support. 1n FY 05, it will disburse aportion
of its PRBS contribution as afixed tranche, and the remainder of its contribution— a“variable” tranche — will
depend on the Government’ s performance against a selected number of public financeindicators. In FY 06, a
portion will take the form of afixed tranche, another portion will be a variable tranche based on performance against
public finance indicators, and athird portion will be avariable tranche dependent on performance against the
education and health indicators.

13 PRBS/PRSC donors also meet annually with the Government for a budget review shortly after the budget is
issued to examine the content of the budget and eval uate budget execution during the previous year.
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priority sectors, prepare sector PERs as part of the analytica agenda, though coverageis by no
means complete, and the reports seem to vary in qudity. The externd review essentidly serves
as adatus report on the Government’ s overdl fiscal Stuation, the extent to which the priorities
aticulated in the PRS are reflected in the budget, and the progress made in ensuring funds reach
thelr intended destinations. The findings of the externd review are presented a an annua
consultative mesting, open to a broad set of actors, which is held prior to the findization of the
Government’s budget.**

Other Reforms

The above is a necessarily over-smplified description of the mgjor processes surrounding
PRBSPRSC contributions to the Government of Tanzania. In fact, the Government is
undertaking ahost of reform programs that influence donors  decisionsto provide it with genera
budget support. Ronsholt (2003) offers a detailed description of many of these, but some of the
mogt frequently mentioned include a Local Government Reform Program, whose am isto
decentrdize sarvice ddivery; a Public Financid Management Reform Program, which includes
the introduction of an Integrated Financid Management System (IFMS) throughout the
Government; the development of a Poverty Monitoring System, whose objective isto improve
routine data collection systems; and the development and implementation of a Nationa Anti-
Corruption Strategy. The PAF includes a number of actions related to these and other reform
efforts that are underway, so while the PRBS/PRSC donors main interlocutor isthe Minigtry of
Finance, a satisfactory assessment of progress during PRBS/PRSC reviews depends on the
efforts of many Government minigtries and different levels of Government in carrying out
reforms. Furthermore, there are several sector-specific reform efforts underway, which are not
explicitly introduced in the PAF but ultimately have agreet ded of bearing on the outcome and
impact indicators that eventualy will be used to eva uate the effectiveness of general budget
support. A donor wishing to use genera budget support in Tanzania, then, must pay close
attention to all of these processes.

Genera Budoet Support in Tanzania: A Rough Assessment

This section provides a rough assessment of the effectiveness of generd budget support
in Tanzania. It seeksto examine the extent to which the objectives set out in the Partnership
Framework Memorandum are being met, whether some of the cause- and- effect linkages
postulated in the andytica framework developed under the auspices of the OECD/DAC for
evauating the effectiveness of genera budget support are evident, and the prevaencein
Tanzania of certain conditions that are often given as reasons for not using the instrument of
general budget support.®® The assessment isinvariably incomplete, asit is based primarily on
impressions obtained from interviews with only asmal sample of stakeholders, most of them
representatives of official donor agencies. The interviews took place a roughly the sametime as

14 Some argue that broader consultation should take place earlier in the budget cycle in order to have an effect on the
immediate year’' s budget (See World Bank 2002).

15 The questions used to guide interviews can be found in Annex 2. They were developed with an official donor
providing some amount of budget support in mind. Questions were adapted for different audiences, with different
guestions being emphasi zed depending on the interviewee, but they did not diverge from the key themes.
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the November 2003 annua PRBS/PRSC review, which, by many accounts, was a difficult and
somewhat contentious review.

Policy Dialogue

Many PRBSPRSC donors see the policy didogue to which they gain access by
providing the Government with general budget support as the most important eement of the
PRBS/PRSC arrangement. The budget, annual, and mid-year reviews, aswdl asthe PER
process, provide significant space for donors to influence many of the issues that will be
addressed below. Some of the smdler donors, in particular, view the PRBS as away to extend
their reach and have greater impact with their resources. In principle, the didogueis opento al
donors, regardless of whether they provide generd budget support. However, in practice, the
most important eements of the PRBSPRSC arrangement with the Government — for example,
the negotiation of PAF actions— are generally closed to non-PRBS/PRSC donors. Thus, a
contribution to the PRBS facility, even if quite modest, might provide the leverage needed for
USAID to exercise greater influence over centra Government policies and budget priorities®

In spite of the elaborate system that has been devel oped to manage the ongoing policy
diaogue with the Government, PRBS/PRSC donors hold somewhat mixed views about the
quality of the didlogue in which they are engaged. Some donors have been disappointed by the
fact that the Government’ s senior-most policy-makers are not regularly engaged in the process.
Invariably these donors fed the dial ogue has been treated by both donors and the Government as
atechnicd matter rather than a policy matter and thus overlooks some serious policy issues.
Enhancing the policy relevance of the didogue would likely require that grester attention be
given to those dements of the Government’ s budget that are not considered priority expenditures
on the basis of PRS objectives or are not necessarily developmentd in nature, and severad donors
have recognized the need for this. The issue remains whether the Government will be willing to
undergo thislevd of scrutiny. One interviewee noted that the Government seemed ill prepared
for the level of donor intrusiveness on itsinternal processes that accompanied the increased
provision of genera budget support.

Certain other donors seemed satisfied with the Government’ s engagement in the policy
didogue, though severd noted the capacity condraints the Government, particularly the Ministry
of Finance, faces in managing the process. According to some, only about ten people & the
Ministry of Finance possess the technical capacity needed to work effectively with the donors,
but the growing use of genera budget support means a grester number of reform efforts are
becoming the de facto responshility of the Ministry of Finance snceit isthe main interlocutor
with PRBS/PRSC donors, further straining capacity.*”*® Aswill be discussed, this may not be an

18 This may become more important if USAID is asked to assist countries that do not qualify for funds from the
Millennium Challenge Account (MCA) in waysthat improve their chances of qualifying in future years. Two of the
indicators used to determine country eligibility for MCA funds relate to sectoral allocations of public expenditure,
and general budget support may be atool for influencing such allocations.

17 «When donor funds flow directly to the exchequer, sector ministries have less of an incentive to aggressively work
towards the requirements of release of funds from donors; finding and getting resourcesthenisa‘problem’ of [the
Ministry of Finance] and not of the sector ministries” (World Bank 20033, p. 88).
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entirely negative development; it nevertheess presents achalenge. Nor are the capacity
congraints solely on the sde of the Government. Donors, too, have their own difficultiesin
subgtantively engaging in the policy didogue. A generd budget support arrangement requires
different skills on the part of donor staff — killsin policy andyss and development; facilitation,
diaogue, and negotiation; public financid management; identification of capacity condrants;
etc. — than those that might be valued under a predominantly project-based mode of providing
assstance. The UK has reorganized itsdlf in light of this redlity,*® but few other PRBS donors
seem to have the staff necessary to adequately track the processes related to the PRBS/PRSC.

Soending on PRS Priorities

The Partnership Framework Memorandum notes that the Government budget is a primary
ingrument for implementing the PRS. Most PRBS/PRSC donors thus see the genera budget
support they provide to the Government as supportive of PRS objectives®® Assuch,
PRBS/PRSC donors have closdy watched the Government’ s allocation of budget resources to
PRS priority sectors, which include: education (notably a primary school leve), hedth (primary
hedlth care), agriculture (research and extension), roads (in the rura aress), water, the judiciary,
and HIV/AIDS (URT 2000). However, according to World Bank (2003a), the Government’s
budget has repeatedly expanded the set of priority sectors, such that in FY 04 they dso include
energy, lands, police, and prisons. This makes an andysis of trendsin priority public
expenditure more difficult. World Bank (20038) examines the evolution of public expenditurein
the origind seven PRS priority sectors and a more narrowly defined set of priority sectors thét,
for example, considers only expenditure for basic education rather than al education
expenditure®® Thefirst finding was that redl per capita expenditure on priority sectors, both
broadly and narrowly defined, steadily increased between FY 99 and FY 03, and these trends are
projected to continue. However, it was not possible to conclude these were the results of
Government efforts to shift expenditure from non-priority sectorsto priority sectors or from
broadly defined priority sectors to more narrowly defined priorities within the priority sectors.
Due to additiond resources made available to the Government over the period, it has not had to
reprioritize expenditures to maintain the postive trends.

A second finding was that priority-sector expenditure has not consistently grown faster
than expenditure in non-priority sectors. This seemsto contradict the intention of the PRS,
which gtaesthat “expenditure alocations for the * core’ sectors are expected to increase
sgnificantly when compared to alocations for other sectors’ (URT 2000, p. 23). Infact, this
was amgor issue during the 2003 budget review, as it was thought that year-on-year expenditure
increases between FY 03 and FY 04 in severa non-priority sectors, including defense, would be
larger than the overdl increase in priority-sector expenditure. The share of expenditure adlocated

18 Some donors feel line ministries should be actively engaged in the policy dialogue surrounding the PRBS/PRSC.
Oneinterviewee noted that few actors outside the Ministry of Finance are aware of the PRBS/PRSC and its
associated processes, such as the development of the PAF matrix.

1 Thisislikely dueto the fact that the UK provides the vast majority of its assistance through the PRBS. Sectoral
specialists seem to concern themselves mainly with sectoral allocations of public expenditure and whether those
allocationstranslate into improved service delivery.

20 Of course, by definition, general budget support supports the overall expenditure program of the recipient
government — not simply its developmental elements.

21 Unless otherwise noted, what followsis derived from World Bank (2003a).
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to priority sectors dso seemsto have falen since FY02. Between FY 00, thefirst year of PRS
implementation, and FY 02, the share of tota expenditure alocated to priority sectors rose
steadily, reaching 46.3 percent of the budget (PRBS and URT 2003). In FY 03, the share
dropped dightly to 45.6 percent of the budget. After accounting for some reallocations, it
appears the share will effectively remain congtant at 45.9 percent of the budget in FY 04 (PRBS
and URT 2003).2? Whilethisis troubling for some PRBS donors and certain line ministries,
others fed 45 percent may be, in effect, a*“ saturation point” and are content to note that a
congtant share in the context of agrowing overal budget trandates into higher absolute leves of
expenditurein priority sectors.

Findly, it was found that in FY 02, the Government spent more on the priority sectors
than it recaived in ODA, which suggests overdl ODA is not implicitly financing expenditures
outside of the priority sectors. Thiswas not the case in previous years, when ODA was larger
than expenditure on priority sectors as a share of GDP.*® A dightly more troubling picture
emerges, however, when only flexible aid resources are consdered. While recurrent expenditure
in priority sectors increased between FY 00 and FY 02, theincrease in flexible aid provided to the
Government was nevertheless higher for each of the three years. In other words, a portion of the
flexible ad provided by donors has effectively financed recurrent expenditure in non-priority
sectors. It isdifficult to ascertain whether the same was true in FY 03 and is projected to be true
in FY 04, but this finding has led some donors to believe that the PRBS/PRSC is not entirely
additiond to the Government’ s budget alocations to priority sectors. Even those donors that
argue the PRBS/PRSC is nat directly funding non-priority sectors recognize that it providesthe
Government with sgnificant flexibility in financing non-priority sectors.

It should be noted that there might be tensions between the donors desire to see greater
shares of expenditure allocated to priority sectors and the gpplication of principles of
performance-based budgeting, which, according to Ronsholt (2003), is quite week in Tanzania.
This tendon becomes mogt evident if a priority line ministry suffers from weak performance.

For example, while hedlth is consdered a PRS priority sector, the Annua Reports of the
Controller Auditor Genera, now know as the National Audit Office (NAO), for FY 98 through

FY 00 found that 44.3, 72.3, and 53.1 percent, respectively, of the Minigtry of Hedlth budget went
unaccounted for (ESRF and FACEIT 2002).2* In such cases, donor pressure to alocate
additional resourcesto priority sectors may undermine one of the main reasons for providing
assistance as general budget support — reinforcing accountakility relationships between line
minidries and the Minigtry of Finance.

Tracking Public Expenditure

The effectiveness of generd budget support will primarily be judged on the basis of
service ddivery outcomes in sectors that are thought to be most closdaly associated with poverty

22 At the time of writing, there was some doubt that the planned reallocations would take place (personal e-mail
communication).

2 However, ODA issignificantly larger than expenditure on the narrowly defined set of priority sectors.

24 Of eight ministries surveyed, the Ministry of Health was by far the worst in terms of not being able to account for
significant shares of its budget. However, other ministries also were not able to account for non-trivia portions of
their budgets.



reduction. The previous section explored the extent to which public expenditure is dlocated to
these sectors. This section will examine whether funds are making their way from the centra
level to the locd levd, the point a which service ddlivery takes place. A Loca Government
Reform Program (LGRP) was initiated in Tanzaniain 1999 and aims to decentralize a greet ded
of authority over and responghility for service delivery to locad government authorities (LGAS)
a the didrict level. LGAsreceive the vast mgority of their resources through what might be
described as a“ministry of decentrdization,” the President’ s Office — Regiond Adminigtration
and Loca Government (PO-RALG), in the form of conditiond transfers®® Line ministries are
ableto influence the leve of resources applied to their sectors a the local level during annua
budget negotiations but with few exceptions do not alocate portions of their budgetsto LGAS.

It isdifficult to reconcile the impressions of the interviewees regarding the extent to
which resources are making their way to the locd level, perhaps because there are at least three
separate issues that should be considered.?® Firgt, is the mix between resources dlocated to the
center and resources dlocated to LGASs appropriate? Some fed there is atendency for funds to
remain at the centrd level, and World Bank (2003a) notes that the budgeted increase in recurrent
expenditure between FY 02 and FY 03 accrued mainly to the centrd Government while
alocationsto regions and digtricts were expected to remain stagnant. Boex (2003), on the other
hand, argues that Tanzania has dready achieved a Sgnificant amount of decentrdization. What
is clear isthat to date no effort has been made to cost the responsibilities of the various layers of
government. Such an andysis might at least provide a basdline for the share of resources that
should remain at the center and the share that should be made available to LGAs for service
delivery. Second, are those resources alocated for LGA use actualy making their way to the
gppropriate LGAS? Severd interviewees felt this was happening, though perhaps at a dow pace.
At the very leadt, didtricts are more aware of what levels of resources they should be receiving as
aresult of the routine practice of publicizing centrd trandfersto LGAsinthemedia Third, are
the funds that reach the local level used for their intended purposes? When the research for this
paper was conducted, a couple of donors had recently visited severd digtrictsto perform a
“redity check.” They found that large portions of the ditricts' budgets were spent on cars, copy
machines, per diemsfor travel and training, etc. — in other words, items that may be useful for
building the capacity to deliver services but not service ddivery itsef.

Without a degper andysis on which to draw, it is difficult to say whether the mix between
resources alocated to the center and those alocated to LGAS is appropriate. However, the
second and third issues can be explored in more detail through public expenditure tracking
surveys (PETSs), and Sundet (2003) reviews Tanzanid s experience with PETSs. Thefirst PETS
was conducted in 1999, prior to the implementation of the PRS, and it covered three didtricts;

%5 The central government effectively earmarks the transfers for usein priority sectors, replicating the rigidity in
resource allocation that many devel oping-country governments experience when donors earmark assistance. LGAS
aretherefore less able to respond to the unique circumstances and needs of their districts, and the result isless
adequate, efficient, and equitable service delivery (Boex 2003). However, PO-RALG intends to move toward a
g{stem of block grantsin the future.

2 A fourth issue that was not considered during the interviews but is neverthel ess extremely important is the system
for allocating resources destined for the local level among LGAs. Boex (2003) finds evidence of pro-wealthy and
pro-urban biasesin central government allocationsto LGAs. Aspart of the LGRP, PO-RALG is considering new
approaches for allocating resources among L GAs that would be more consistent with pro-poor and pro-rural policies
set forth in the PRS.
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three financid years, and two sectors, education and hedth. It found that 57 percent of nor-
sdary expenditure in the education sector and 88 percent of non-sdary expenditure in the hedth
sector were diverted. In other words, only 43 percent of funds intended for district schools and
12 percent of funds intended for hospitals, dispensaries, and hedlth stations actudly arrived. A
second PETS was undertaken in 2001 in the context of the PER and covered five digtricts; FY 00
and thefirgt haf of FY01; and four sectors, primary education, primary hedlth care, water, and
rurd roads. A key finding was that district councils tended to underreport receipts of funds
intended for non-sadary expenditure. Consstent with the 1999 PETS, the study aso found that
“condderably less than 50 percent of funds were spent on activities that benefited the service
delivery gations, including items such as exams and school materid, training, and medica

supplies and equipment” (Sundet 2003, p. 12). The decision to publish the amounts and intended
uses of transfers from the center to the local level in the media was made by the Ministry of
Finance following the completion of the 2001 PETS, though Sundet (2003) laments that this has
not led to a sustained debate on issues of trangparency and accountability for service delivery in
Tanzania®’

A “pilot” PETS of the Primary Education Development Programme (PEDP) was
undertaken in early 2003 to inform a more detailed PETS of the entire education sector.?® It
examined 15 primary schoolsin six didtricts. In contrast to the previous PETSs, the PEDP PETS
found that leskage of those funds that were part of the “ capitation grant” was minima, with 95
percent reaching the schools for which they were intended. However, Sundet (2003) believes
thisfinding is particular to the capitation grant of PEDP, which is deposited into specia bank
accounts for schoals, and is not likely to be representative of the mgority of funds transferred to
the locd level, even those earmarked for the education sector. In spite of its postive finding, the
PETS neverthdess suggests that leskage of funds may be taking place at the leve of the schools
rather than the didtricts, as the previous PETSs found. In addition, many schools apparently
continue to charge parents for basic school supplies even though primary education fees were
abolished in FY02.

Capacity Constraints and Corruption

The previous section suggested that it is very difficult to know how much public
expenditure actualy makesitsway to the intended beneficiaries. This section explores a couple
of possible reasons for this, namely capacity congraints and corruption, both of which are widdy
recognized as prevaent in Tanzania. A typicd reactionto the previoudy cited figures on
unaccountable shares of the Minigtry of Hedlth’s budget and some of the findings of the PETSs
isthat such funds must be getting stolen. Thisis not necessarily the case; rather, the findings

27 This contrasts with the experience with PET Ssin Uganda, where it was originally discovered that only an average
of 13 percent of the annual capitation grants allocated to primary schools reached their intended destinations. In
response, the Government published the amount of transfers from the center to the local level in the media,
mandated the posting of transfer information at schools and district offices, and undertook to train school
committees on the use of theinformation in order to hold local authorities accountable for the funds. When the
PETS was repeated, it was found that 80 to 90 percent of the funds intended for primary schools were received. For
further information and additional references, see Reinikka and Svensson (2002).

28 The PETS of the education sector was supposed to have been completed by the November 2003 PRBS/PRSC
annual review. Unfortunately, it was delayed until March 2004. 1t is aso worth noting that a non-priority sector
PETS will be undertaken as part of the FY 04 PER.
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may reflect limited application of sound accounting practices, such as the use of double-entry
bookkeeping, maintaining complete records of transactions, producing financia satementsin a
timely fashion, etc. AsESRF and FACEIT (2002) note, however, such problems certainly
provide opportunities for embezzlement and corruption. Enhancing the ability of the

Government to track public expenditure is therefore a high priority for PRBS/PRSC donors. The
PAF includes saverd actions related to the implementation of an IFM S throughout the
Government. Problems have been encountered in ralling out the IFMSto the locd level (PRBS
and URT 2002) and the NAO (PRBS and URT 2003). Not coincidentally, both are recognized to
suffer from the grestest capacity congtraints (See World Bank 2002, 2003a). One interviewee
guessed that maybe only a quarter of LGAs have adequate financia capacity. The NAO suffers
from weak retention of quaified staff, which, once trained, are able to obtain better remuneration
in the private sector or with internationd organizations.

The existence of widespread capacity congtraints does not mean corruption is not a
problemin Tanzania. On the contrary, Tanzaniais unlikely to benefit from funds from the
Millennium Challenge Account precisdy because it does poorly relative to other low-income
countriesin terms of controlling corruption (Frantz 2003). ESRF and FACEIT (2002) report that
80 percent of respondents to a survey on the state of corruption in Tanzania experienced
corruption directly or indirectly. The health sector was judged to suffer the most from
corruption, perhaps because hedth services are sought by large shares of the population.
Corruption in the hedlth sector often takes the form of bribes for services or medicinesthat are
supposed to be entitlements. Respondents aso cited corruption in the police force, busness
licensing authorities, judiciary, tax authorities, education sector, and public utilities, and the
report found that bribery and corruption were prevalent at dl stages of the Government
procurement process. While the Government has embarked on awell publicized anti-corruption
campaign — it has developed a National Anti- Corruption Strategy and Action Plans, and
ministries are expected to report on a quarterly basis on progress made in their anti- corruption
efforts to a Good Governance Coordination Unit — prosecution of corruption cases remains
extremely dow. A mgority of Tanzanians believe corruption continues to worsen (REPOA
2003).

All donors providing generd budget support recognize the twin weaknesses of capacity
congraints and corruption in Tanzania, but neither isredlly seen as a prohibiting factor. Infact,
some see genera budget support as the best approach for dealing with both. Asis often argued,
genera budget support forces the Government to utilize whatever existing capacity it has and
further challengesiit to strengthen its capacity to manage resources in ways that are acceptable to
donors.?® With respect to corruption, severa donors believe general budget support offers
hel pful ingghts into where leakages in the system are occurring and provides the forum for
working with the Government to plug the holes. The PAF contains a number of actions related
to the control of corruption, but these have been difficult to monitor in the absence of an
indtitutionalized dia ogue between the Government and donors on anti-corruption issues (PRBS
and URT 2003). Aspart of the November 2003 review, PRBSPRSC donors ingsted that such a

29 An analysis of 24 Heavily Indebted Poor Countries’ abilities to track poverty-reducing public spending revealed
that Tanzania does reasonably well compared with some of its peers. Of 15 benchmarks used to assess the quality of
public expenditure management systems, Tanzaniamet eight, whereas the average number of benchmarks met was
six. SeeIMF and IDA (2002).
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forum be created. However, as Cooksey (2002) notes, it is not entirely clear that increased donor
pressure will have agreat dedl of impact on corruption.®® But even those donors that are more
skeptica that corruption can be effectively addressed through donor pressure do not seem to
believe that the increasing use of general budget support has been associated with more leskages.

Srengthened Democracy

The previoudy cited andyticd framework developed by EuropeAid and ODI (2003) to
evauate the effectiveness of general budget support posits that democracy will be strengthened
as an intermediate outcome of increasingly providing assstance as genera budget support. A
more open and transparent budget process should provide the Parliament with greater scope for
exeradng its oversght responghilities and influencing the budget in accordance with the
preferences of its congtituencies, with concomitant improvementsin service ddivery. In
Tanzania, it iswidely agreed that this has not hgppened. Even those most convinced of the
advantages of providing assstance as genera budget support admit that Parliament’s
participation in the budget process has not improved as aresult. A relatively benign reason that
this might be the case is that Parliament, like mogt indtitutions in Tanzania, Smply lacksthe
capacity to play its proper role. Such aview would suggest that upgrading of MPs' skillsto
andyze policy and engage in the budget process is important to the effective use of public
resources, including genera budget support. The same argument could be made about the role
of civil society, particularly loca NGOs, in holding the Government accountable. Indeed, those
elements of civil society that have been able to take advantage of, for example, the opening
provided by the PER process tend to be larger, international NGOs.

An dternative reason generd budget support has not contributed to strengthening
democracy in Tanzania might have to do with the nature of democracy itsdf. Whereas the laws
and inditutions for forma, multi- party democracy exist, Tanzania remains, fundamentaly, a
one-party state. According to Gould and Ojanen (2003) and Cooksey (2003), the stateis
dominated by a complex web of patronage networks, which virtualy ensures the interests of
ordinary Tanzanians are margindized in the pursuit of rent-seeking opportunities. Proponents of
this view see rdatively little hope that Parliament will willingly exerciseitsrolein restraining
the executive. Likewise, the prevdence of “sraddlers’ (Cooksey 2003) and the subordination of
the mogt influential elements of civil society to apolicy partnership with the Government and
donors based on generaly maingtream views (Gould and Ojanen 2003) limit the likelihood that
civil sodiety will play itsrole of change agent.3! Far from strengthening democracy, then,
genera budget support, or any assistance provided to the Government for that matter, actudly is
adrag on democratic progress.? It isdifficult to say which interpretation is more accurate, but it

30 Hanlon (2002) charged that donors providing general budget support in Mozambique were actually supporting
corruption. Cooksey (2003) makes asimilar argument regarding all forms of aid in Tanzania.

31w Straddling’ means having afoot (or a hand) in different sectors, or moving rapidly from one to another. For
example, senior civil servants become politicians, politiciansjoin the private sector, their wives run donor-funded
NGOs..."” (Cooksey 2003, p. 10)

32 Gould and Ojanen (2003) are critical of the entire PRS process in Tanzania, arguing that “consultation” with the
poor — or, more accurately, their self-proclaimed representatives— has bypassed, and thus undermined, nascent
structures of representative democracy. They also argue that consultation with elements of civil society that have
dubiouslinksto Tanzania s poor has had the effect of legitimizing policies that may not be entirely in the interest of
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is generdly agreed that the executive continues to fed relaively little pressure from Parliament
and civil society, and generd budget support has not resulted in strengthened democracy in
Tanzania

Sustainability

There are two aspects of sustainability that are important to consider in light of the
increasing use of generd budget support. The firg is economic growth sinceit is recognized that
growth isasine qua non for poverty reduction (URT 2000). To what extent does genera budget
support in Tanzania support a growing economy? The second, which depends to some extent on
progress on thefird, isthe tax effort. Is genera budget support improving the Government’s
ability to generate the revenue needed to finance public expenditure on poverty-reducing
measures? It isclear that Tanzanid s economic performance in recent years has been impressive,
particularly relative to mogt of sub-Saharan Africa. In the last five years, growth has averaged
more than five percent, and in 2002, it registered 6.2 percent in red terms. Inflation has dso
remained low. The PAF contains a number of actions that seek to ensure the maintenance of
macro-economic sability, and the Government’ s progress in these areas was deemed to be
satisfactory following the November 2003 PRBS/PRSC annua review (PRBS and URT 2003).
The main concern about Tanzania s growth performanceisthat it has not resulted in much
poverty reduction. Growth has been strongest in the capitd city, where poverty is least
prevalent, and those sectors that have limited employment-generating effects, such as mining and
tourism. But it has not touched rura areas and the agriculture sector, from which alarge
magjority of Tanzanians derive their livelihoods, to the same extent (URT 2002b).23

Ensuring that the benefits of growth reach more Tanzanians requires that certain
structural barriersto private sector development be addressed (IMF 2003; see also Mashi 2003).
Although the EuropeAid and ODI (2003) anaytical framework posits than an improved
investment climate will be an intermediate outcome of greater use of generd budget support,
experience suggests thisis unlikely (see Harvey 2002 for a case study of Mozambique). The
reason isthat donorsinvolved in agenera budget support arrangement are usudly primarily
concerned with tracking the use of public resources— and for obvious reasons. However, an
unintentiona consegquence can be that issues that should be addressed in the policy didogue
surrounding the provision of genera budget support, but are only indirectly related to the use of
public resources, are given lower priority. While severd donors believe thisisthe casein
Tanzania, the PAF includes numerous measures that are intended to improve the enabling
environment for business, suggesting that private sector development isakey topic in the policy
didogue>* However, it is questionable whether some of the PAF actionsin this areacan
actudly be expected to have much effect on private sector development. Many of the actions

the poor. The basic point isthat “consultation” is, in fact, a poor substitute for genuinely democratic political
processes.

33 Part of the problem may be due to Dutch disease effects resulting from the large amounts of aid flowing into the
country. Whilethe real exchange rate has depreciated in recent years, it remains overvalued, thereby dampening the
incentive for agricultural producersto export their products. The solution to this problem laysin expending public
resources on investments that improve the profitability of exporting. For a more detailed discussion, see Booth and
Kweka (2004).

34 Indeed, donors expect the next version of the PRS, which is due to be completed this year, to place greater
emphasis on private sector devel opment.
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emphesize the development of laws, drategies, and plans, and their links to medium-term
outcomes are dubious in the absence of strong efforts to enforce and implement them and build
the ceélgast%ity of enforcement and implementation entities, as well asthat of the private sector
itsdf.>>

A second aspect of sustainability is the ability to finance public expenditure from localy
generated revenue rather than through large infusions of externd assstance. Tanzaniais very
much dependent on foreign aid. Externa assistance accounted for 5.9 percent of GDP in FY 02
and was projected to reach 7.9 percent of GDPin FY 03 (World Bank 2003a). In FY03, aid
accounted for 45 percent of the Government’ stotal budget — 87 percent of the devel opment
budget and 24 percent of the recurrent budget (URT 2003b). At the sametime, Tanzania stax
effort, measured by revenue as a share of GDP, is one of the lowest in sub-Saharan Africa
(Feldstad and Rakner 2003). Despite meeting IMF revenue targets in recent years, tax revenue
only stands at approximately 12 percent of GDP (IMF 2003). Consistent with the arguments of
Brautigam (2000) and Moore (2000), severa donors in Tanzania argue that the high levels of ad
are dampening the incentives for the Government to further develop its own revenue sources.’
Tax policy touches on a number of complicated issues, and, as Fjeldstad and Rakner (2003) note,
focusng too heavily on raiang the revenue-to-GDP ratio can have corrosive consequences on
state-society relations without attacking the main reasons for poor tax compliance — poor quality
of services, corruption, mismanagement, and waste in the case of Tanzania (NGO Policy Forum
2003). It isaso not obvious what the appropriate balance is between generating revenue and
providing strong incentives for private invesment. In the context of a growing economy, a
congtant revenue-to-GDP ratio can il finance increasingly ambitious targets for service
delivery. Nevertheess, the PAF includes afew rather sensible actions related to broadening the
tax base and amplifying the tax sysem. These focus on limiting tax exemptions, diminging a
number of “nuisance taxes’ a the locd leve, and harmonizing the locd tax system with the
nationd system.

Predictability

Given Tanzanid s high level of dependency on ad, the predictability of aid disbursements
affects the Government’ s ability to budget and plan sensibly. It isarguably even more important
for disbursements of general budget support to be predictable since they finance the
Government’ s recurrent budget. However, genera budget support, particularly when provided
by bilatera donors, may be more prone to unpredictability than other aid instruments because it
iseaser to hold up disbursements in the face of changing politica circumstances. An explicit
god of the Partnership Framework then is to improve the predictability of donor flowsto the

35 Cooksey (2003) argues that some of these strategies, particularly in the agriculture sector, are completely
misguided. He notes that “private investment in agriculture is asimportant as official investment, yet government
and donors are fixated with state-sponsored investments, including major donor initiatives’ (p. 4) and believes“aid
donors undermine the emergence of aviable agricultural development policy by empowering central and local
government officials who cannot be held accountable for their deeds and misdeeds, further distorting markets and
discouraging private investment and enterprise” (p. 5).

36 Several donors noted that the Tanzanian private sector faces just as many capacity constraints as the Government
and isequally proneto corrupt practices. On the capacity constraints of the private sector, see Moshi (2003); on
corruption within the private sector, see Mwenda (2003) and Cooksey (2003).

37 Both authors argue that this reduces the incentives for the state to remain accountable to its citizens.
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Government. To do so, PRBS/PRSC donors have endeavored to, firgt, sanction the Government
for poor performance in the current fiscal year with areduction in budget support in the
subsequent fisca year and, second, disburse budget support as early as possiblein Tanzania's
fiscal year. Perhgps as aresult of these measures, World Bank (2003a) found that, in recent
years, budget support to Tanzaniais less variable than project aid. However, while there have
been afew minor incidents that threatened to hold up disbursements of genera budget support

by individual donors® the arrangement has not yet been tested by amajor event that might cause
amgority of donors to withhold generd budget support. With Presdentid e ections scheduled
for 2005, a repetition of the violence that took place in Zanzibar during the 2000 dection might
be just such an event.

Transaction Costs

Another objective often sought through the increased provison of aid as generd budget
support and an explicit am of the Partnership Framework is the reduction of transaction costs of
ad. AsKillick (2004) has argued, however, there islittle evidence that providing greater shares
of assstance as budget support significantly reduces transaction costs. In Tanzania, most
PRBS/PRSC donors do not believe transaction costs have falen, neither for the Government nor
for the donors. Some even think transaction costs may have risen in the short-term. Mot are
neverthdess hopeful that they will fal over the medium-term as the various processes
surrounding the provision of genera budget support improve. On the side of the Government,
transaction costs have mogt clearly risen for the Minisiry of Finance, whose capacity isbeing
stretched by the de facto responghilities it has for a number of reform programs throughout the
Government that are of interest to PRBS/PRSC donors. For their part, the donors have
experienced the challenges associated with engaging in policy didogue with the Government and
each other and monitoring the numerous activities taking place that are expected to trandate into
the effective use of generd budget support. In spite of the difficultiesinvolved, it isnot dear
that either of these is anegative outcome. Strengthening internd lines of accountability requires
that the Ministry of Finance assume agreet ded more responsbility given itsrolein the budget
alocation process. Likewise, if donors are providing assstance as generd budget support, they
should be concerned with the full range of activities that affects whether their input contributes
to reductionsin poverty. Thissuggeststhet it islikely less important to lighten the burdens
associated with the PRBSPRSC arrangement and more important to build the capacities of both
the Government and donors to handle their respective responsibilities under this new
arrangement.

Resultsto Date
When asked about specific results to date, most donors point to PAF actions that have

been completed.*® As such, the vast mgjority of results donors attribute to the influence of
generd budget support involve improvements to the Government’ s budget and planning

38 For example, the UK withheld £10 million from its FY 02 disbursement when it was disclosed that the

Government intended to purchase a $40 million air traffic control system designed for military use.

391t should be noted that the assessment of progress by donors during the November 2003 PRBS/PRSC annual
review was only “moderately satisfactory.” A number of actions that were expected to have been completed by the
time of the review were not, the most glaring of which was the absence of the PRS Progress Report.
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processes. Thisiswhat one should have expected since the PRBS/PRSC experiment isonly a
few yearsold. Indeed, it probably would have been unreasonable to expect to have found
ggnificant reductionsin poverty at such an early stage in the reform process. Nevertheless,

some donors supported the EC' s decision to disburse a portion of its genera budget support
againg progress on asubset of the outcome and impact indicators in the PAF in FY06. Even if
there remains disagreement about the speed at which donors should move toward a disbursement
mode smilar to that of the EC, most donors agree that eventualy the PRBSPRSC arrangement
should focus more heavily on concrete improvements in the lives of Tanzanians rather than
process measures. Thus far, the greatest success Tarnzania has achieved since PRS
implementation began was surpassing its targets for primary school enrollment.  Enroliment

grew from 4.4 million to 6.6 million between 2000 and 2003, and both net and gross enrollment
rates rose by approximately 30 percentage points (URT 2003c).*° For genera budget support to
remain politicaly paaable to donors, agreat ded more will have to be achieved over the next
three to five years.

What Generd Budget Support Misses

The above rough assessment of generd budget support in Tanzania suggeststhat very
few of the pogtive effects often attributed to general budget support actualy result from the
provision of generd budget support per se. That is, few of the benefits that are frequently
ascribed to general budget support are automatic, which was akey concluson of OPM and ODI
(2002) aswell. Rather, many of them result from the conscious efforts of donors and
governments to include discussion of certain key topicsin the policy didogue*! Others, such as
the enhanced predictability of aid disbursements, may present grester chalenges to those
involved, and thus require stronger efforts, as aresult of the choice to use generd budget support
over other ad indruments. Still others, such as strengthening democratic accountability, are
unlikely to result a al and may in fact be endangered as aresult of the decision to use generd
budget support, depending on the context in which it is provided. Findly, some, such as reduced
transaction cots as commonly depicted, may not be desirable aims of general budget support in
thefirst place. In my view, what one can reasonably expect genera budget support to achieve —
and even what one might warnt it to achieve — needs to be reconsidered. Thereis no doubt that a
role for generd budget support exidts, but it isaso clear that it missesagreat ded and will
require complementary investments, likely in the form of other aid modalities, to be an effective
ingrument for poverty reduction. While most donors in Tanzania recognize this, it is difficult to
avoid the impression that these same donors continue to believe that budget support isa
“preferred” or more “progressve’ ad instrument.

Demand for Services

Perhaps the clearest advantage of genera budget support over other aid moddlitiesisthat
it does not hinder the accountability relationships that should exist between budget dlocation

40 preliminary indications also suggest that completion rates may be improving. On 10 December 2003, the Daily
News reported that the percentage of students passing Standard V11 examinations rose from 22 percent in 2002 to
40.1 percent in 2003.

“1 |t istrue that the provision of general budget support may allow donors to influence discussion of certain issues
over which they might have had little influence without providing general budget support.
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authorities and authorities to which public resources are dlocated. By limiting access to extra
budgetary finance, assistance in the form of generd budget support reinforces budget discipline
within arecipient government, and this gppears to be happening in Tanzaniawith greater shares
of assstance provided as genera budget support. But effective service ddivery, one of the
ultimate ams of generd budget support, requires that aweb of accountability relationships be
strengthened — not Ssmply those within arecipient government. Genera budget support
reinforces what Pritchett and Woolcock (2004) cdl the “needs/'supply/civil service” response to
the observed absence of key servicesin developing countries. That is, “need” isthe problem,
“supply” isthe solution, and the “civil service’ isthe vehide for implementation. Unfortunately,
as the authors note, this gpproach to service ddivery has proven “so seductive to governments
(and donors) dike that it has taken decades of painful and expensive failures in sector after sector
to see that the problem is not just a few mistakes here and there, but that as an gpproach to
development, it can be fundamentally wrong-headed from top to bottom” (p. 199). These
falures, they argue, are the direct consequence of “the lack of feedback mechanisms and modes
for engagement of citizensin ether contralling the state or directly controlling providers’ (p.
199).

Pritchett’ s and Woolcock’ s (2004) point of departureis to distinguish between the levels
of discretion and “transaction intensveness’ involved in public sector activities. Discretion
refers to the extent to which an activity requires extensive professiona or context- specific
knowledge —i.e, judgment. Transaction intensiveness refers to the number of transactions
required to undertake an activity. The authors refer to activities that are discretionary but not
transaction intensve as“policies’ — eg., lowering tariffs. Activities that involve many
transactions but require relatively little discretion, and therefore can be mechanized to alarge
degree, are“programs’ — e.g., administering vaccinations. However, many services that
ultimately affect outcomes and contribute to poverty reduction — classroom teaching, curétive
hedlth care, dlocation of water flows, etc. — are discretionary and transaction-intensive, what the
authors define as “practices,” and their successful ddivery is extremdy difficult to replicate.
“The provision of key, discretionary, transaction-intensive services through the public sector is
the mother of dl inditutiona and organizationa design problems ... Multiple levels of
interaction must be addressed smultaneoudy: between citizens and the government, between
government and agencies, between agencies and its employees/contractors (the providers), and
between citizens and providers, and public authorities” (Pritchett and Woolcock 2004, p. 196).%2
While generd budget support may have a positive effect on the relationships between
government and agencies and, perhaps more optimigtically, the relationships between agencies
and its employees/contractors, it cannot reasonably be expected to improve the rdationships
between citizens and government and between citizens and providers.

Pritchett and Woolcock (2004) catalogue eight dternativesto the failed
“need/supply/civil service” gpproach to service delivery that have been tried in recent years.
They are careful to note that each approach has advantages and disadvantages — noneis
inherently “better” than the others. But dl of the gpproaches endeavor to enhance the
responsiveness of service delivery to citizen preferences. In other words, they seek to address
the “demand Sde’ of service ddivery. A recent survey on citizen satisfaction with service
delivery in PRS priority sectorsin Tanzaniareveded that avast mgority of Tanzanians are

42 Pritchett and Wool cock (2004) provide the analytical foundation for World Bank (2003b).
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dissatisfied with the quality of the services available to them (REPOA 2003).** Sundet (2003)
suggests that the key reason for the survey’ sfindingsis that Tanzanians are not sufficiently
empowered to hold their Government and service providers accountable. What then can donors
do? According to Kaufmann (2003, p. 22), “focusing more on parliamentary, NGO, and citizen
overdght iscrucid, asisthe transparent use of new tools such as citizen scorecards; diagnostics
based on survey reports from public officias, public-service users, and firms; and tools to track
public expendituresin detall ... Where it has not been captured by monopoligtic sate' sor elite's
vested interests, the media can play akey rolein pro-trangparency governance reforms.” It is
highly questionable that much, or any, of thisis best supported through the instrument of generd
budget support.

Capacity Building

A second advantage of generad budget support over other aid modalitiesisthat it more
effectively draws on governments existing budgeting and planning capacities and can have the
effect of strengthening those capecities as aresult of learning-by-doing effects. But in Tanzania
it iswiddly recognized that most actors — the Parliament, NGOs, the private sector, research
organizations, the media, etc. — suffer from serious capacity condtraints. As has been argued, the
effectiveness of service ddivery will depend to a grest extent on these actors being able to play
their gppropriate rolesin holding the Government accountable, disseminating accurate
information to citizens, engaging in informed policy debate, and contributing to agrowing
economy that helps ddiver sustainable benefitsto Tanzanians. Generd budget support offers
little assstance to these entities for strengthening their capacities. In addition, it islikely thet
there are limits to the capacity building effects of generd budget support within the Government.
For example, generd budget support requires that line ministries develop greater technica
capacity to more effectively make their cases to the Ministry of Finance for budget alocations
since they lose access to extra-budgetary finance. Technica assistance can help in this regard.
Even when it comes to improving public expenditure management — perhaps the most automatic
bendfit arisng from providing assistance as generd budget support — technical assistanceis often
needed.** The point is not that general budget support is an ingppropriate instrument for aid
delivery, but rather that it requires various forms of complementary investmentsto deliver the
kinds of benefits to which it aspires.

Condusions

It was not the intention of this paper to paint an overly negative picture of the
environment for genera budget support in Tanzania. Tanzania has made sgnificant progress
gnce abandoning its angle- party socidist system, and no lessreliable of a source than The
Economist (2004) recently endorsed the Government’ s reform efforts. Indeed, it is one of avery
few number of rdaively bright spotsin sub-Saharan Africa. However, my contention is that
donors have been a bit too exuberant in providing the Government with large amounts of

“3 One of the survey’ s unexplained puzzlesisthat amajority of Tanzanians are nevertheless satisfied with the
performance of their Government, from the President down to the level of LGAs.

“4 Bellows and Dowswell (2002) suggest that technical assistance might be more effective if it is provided by donors
which themselves do not provide budget support. Thiswould prevent governments from believing that budget
support is conditioned upon the adoption of the recommendations provided through the technical assistance.
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extremdy flexible ad in light of the significant capacity and governance chdlenges that ill
confront Tanzania. What is needed is arebdancing of aid away from the Government toward
other eements of Tanzanian society. Severd interviewees made the point that as Tanzanian
society has become increasingly open, aid has increasingly been focused on the centra
Government. Of course, one should not overlook the disbursement pressures that donors face
and the generd interest of the aid community in an African “success story” asfactors
contributing to the current state of affairs*® But it seems donorsin Tanzania could do more to
coordinate with each other to determine what an * gppropriate’ tota amount of genera budget
support might be*® Currently, it does not appear that donors consider the amounts of general
budget support being provided by others when making their commitments. Whereas one donor’s
contribution may not threaten to overwhelm the capacity of the Government or unduly
emphasize it over other dements of Tanzanian society, the totdity of resources being provided to
the Government might just do so.

None of this amounts to an indictment of genera budget support in and of itsdf. Indeed,
there isa strong case to be made for the bulk of assistance that isintended to support
governments to be provided as genera budget support. Clearly, the risks of using genera budget
support are many, but they must be compared with the long-term risks of developing systems
that are paralld to those of government.*” Too often, general budget support is dismissed as an
inferior gpproach to aid delivery without comparison to an gppropriate counterfactud: would the
same amount of aid delivered in the form of projects, through a basket, or as sector-earmarked
budget support have achieved better, more sustainable results? The strongest argument in favor
of genera budget support isthat it Strengthens the accountability relationships that should exist
among the various e ements of the recipient government. Rather than being accountable to
donors that may have previoudy funded them directly, line ministries are forced to be
accountable to their Ministries of Finance when assstance is provided as genera budget support.
However, it isaso the case that avariety of complementary investments are needed for genera
budget support to contribute to the achievement of its ultimate objective of poverty reduction.
Genera budget support should not necessarily be seen as a substitute for other aid modalities,
particularly if donors endeavor to improve the accountability relationships between citizens and
government and between citizens and service providers, or strengthen the capacities of various
elements of arecipient country’s society.

In Tanzania, USAID’ s comparative advantage probably laysin providing assstance that
is complementary to the genera budget support provided by other donors. However, this does
not mean that the poli%/ diaogue taking place around the PRBS/PRSC facility should not be
important to USAID.*® The results to which USAID aims to contribute in each of its strategic

%5 Some argue there is a strong element of “mutual dependency” in Tanzania between the Government and donors.
The Government, of course, depends on large amounts of external assistance to function properly, but donors
depend on a selected number of African “success stories’ to argue for additional aid resources at home.

“8 The difficulty of doing so cannot be underestimated, however. Each donor islikely to have its own view of what
an “appropriate” balanceis between aid directed to the Government and aid directed to other elements of Tanzanian
society. Thismay be atopic for discussion among those donors considering ajoint country assistance strategy.
“"In my view, achieving sustainable benefits with aid requires that donors always be prepared to undertake alittle
bit more risk than they may be comfortable with.

“8 1t is not clear whether USAID participation in— or observance of — the policy dialogue between PRBS/PRSC
donors and the Government would require a contribution to the PRBS facility. As previously noted, the policy
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objective areas will surely depend to a great extent on implementation of the systemic reforms

that are supported through the PRBS/PRSC facility — eg., financid management reform,
implementation of the Locad Government Reform Program, development of an environment
conducive to private investment, etc. Second, it isimportant that consistency is ensured between
PRBSPRSC benchmarks, as set out in the PAF, and progress made in the context of sector
working groups, especidly those of priority interest to USAID. Thisis certainly the intention,

but some donors admit that further work is needed to better align the PRBS/PRSC with the sector
review processes. Third, by virtue of itsfield presence, USAID serves asthe “eyesand ears’ on
the ground for the Department of Treasury and the U.S. Executive Director’ s office at the World
Bank when Bank operations come to its Board for gpprova. Assuch, USAID plays an important
role in monitoring the current PRSC on behdf of the U.S. Government and recommending action
on future PRSCsto Tanzania Findly, as arecognized leader in the areas of anti-corruption,
governance, and private sector development, USAID isin aposition to make substantive
contributions to the PAF as PRBS/PRSC donors seek to address such issues through their genera
budget support contributions.

dialogueisin principle open to all donors, regardless of whether they provide the Government with general budget
support, but in practice key components of the dialogue are closed to non-participants. Odén and Tinnes (2003)
argue that the policy dialogue should not exclude non-contributors.
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Table1:

Budget Support Contributions by Donor

Fyo2 FYQo3 FYo4
(US$ Millions) Actual | Estimated | Projected
Grants 188.8 301.4 335.5
Multilateral 46.8 418 61.1
ECPRBS 330 41.8 20.1
EC grantsfor arrears clearance 138 0.0 0.0
World Bank 0.0 0.0 320
Bilateral 142.0 259.6 274.4
PRBS 106.0 151.0 1634
Canada 01 10 20
Denmark 119 110 95
Finland 16 17 16
Germany 0.0 0.0 47
Ireland 0.0 142 89
Japan 42 40 0.0
Netherlands 144 153 155
Norway 113 13.7 13.7
Sweden 77 128 121
Switzerland 50 50 00
United Kingdom 49.8 72.3 954
Sector Baskets 36.0 108.6 1110
Belgium 0.0 0.0 38
Canada 01 80 147
Denmark 7.7 6.7 94
EC 0.0 133 176
Finland 0.0 10 20
Germany 0.0 26 33
Ireland 27 9.6 79
Netherlands 12 A1 26.4
Norway 45 6.8 9.6
Sweden 45 920 102
Switzerland 23 20 37
United Kingdom 130 155 0.0
Others 0.0 0.0 24
Loans 92.2 162.5 179.6
African Development Bank 0.0 250 250
World Bank 2.2 1375 1546
Total Program Assistance 281.0 463.9 515.1

Sources: IMF (2002, 2003)
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John Dunlop, Population, Health, and Nutrition Officer
Sean Hall, Democracy and Governance Officer

Erin Holleran, Program Officer

Ray Kirkland, Director
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Geir Sundet, Anti-Corruption Consultant (formerly UNDP)
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Peter Maddens, Ambassador, Belgium

Luke Myers, First Secretary for Development, Canada

Jytte Laursen, Economic Advisor, Denmark

Caroline Sergeant, Head of Office, DFID

Axel Pougin de LaMaisonneuve, First Secretary for Economic Affairs, EC
Hady Riad, Head of Divison for Development Cooperation, Germany
Gerard Conddine, Regiona Economic Advisor, Irdland

Brendan McGrath, Head of Development, Irdland

Mamoru Endo, Economic Cooperation Advisor, Japan

Tatsuo Hirayama, First Secretary, Japan

Hiroyuki Kinomoto, Deputy Resident Representative, JCA

Romain Darbellay, Deputy Resident Coordinator, SDC

Heinz Kaufmann, SECO (Headquarters)

Monica Rubiolo, SECO (Headquarters)

Ann Stédberg, Head of Development Cooperation, SIDA

Robert Utz, Senior Economist, World Bank (Headquarters)

Maximillian Mapunda, Hedlth Economist, WHO (formerly Ministry of Headlth)

Government
Joseph Mallya, Outcome Manager, President’ s Office-Regiond Adminidration & Loca
Government

Michd Marion, Resident Advisor, Ministry of Finance (financed by IMF and SECO)

Non-Government

Haidiri Amani, Executive Director, Economic and Social Research Foundation
Brian Cooksey, Director, Tanzania Development Research Group
Mary Mwingira, Executive Director, Tanzania Association of Non-Governmenta Organizations
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Annex 2:
Interview Questions

Trendsin the Use of GBS

Whet is the current breskdown of aid modalities you use? Why?

Will you be moving to gregter use of GBS in the future?

When deciding how much GBS to provide, do you consder the amounts being provided by
other donors?

Have you taken aid away from certain sectors and channeled it as GBS?

Have you reduced support to local governments or non-government entities and channeled it
as GBS?

Objectives and Reaults of GBS

What objectives do you hope to achieve with GBS?

What results have been achieved so far?

Has anything been achieved at the impact level? If not, when do you expect to seeresults at
the impact level?

How do you report on the results of GBS to your headquarters and Parliament? What has
been the reaction to this reporting?

Policy Didogue

Has policy didogue with the Government improved since the upward trend in donors use of
GBS began?

What does policy diaogue consst of ?

Do donors that do not provide GBS miss out on important policy discussions as aresult?
Are there any advantagesin terms of policy didogue for donors that do not provide GBS
(e.g., more freedom to raise senstive issues such as corruption)?

Sudanability of GBS

How will GBS reduce aid dependency?

How does GBS contribute to economic growth? Isthere any tension between providing GBS
and encouraging private sector-led growth?

Have you noticed any negative macroeconomic effects as a result of increasing levels of

GBS?

Is GBS supporting efforts to raise domestic revenue collection?

Public Expenditure Management

Isthe PRS a credible strategy for poverty reduction? In other words, does the PRS identify
the "right" priorities?
Arethe PRS priorities being financed appropriately through the budget?
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d)
f)
o)
h)

How do you ensure that the GBS you provide is additiond and is not replacing existing
Government funding?

What is happening with spending in nor-priority and/or non-developmental areas?

Has GBS adlowed greater parliamentary oversight of and involvement in the budget process?
Are funds making their way to the point at which service ddivery takes place? If not, why
not?

Are there capacity condraints to improving financid management at any levels of
Government? If s0, how is GBS addressing them?

What is your view of the current state of corruption? How does this affect your decison to
use GBS?

Predictability and Transaction Costs

Is predictability of donor disbursementsimproving as aresult of greater use of GBS? If so,
has this improved the predictability of Government resource dlocation?

Do donors maintain separate bilateral agreements with the Government regarding their use of
GBS? If s0, do they use different disbursement criteria?

What type of event might concelvably hdt your use of GBS?

Has the greater use of GBS lowered the transaction costs of aid for donors and the
Government (e.g., Saff time)?

If not, is this a negative outcome, or have added transaction costs been the result of the
Government taking more responsibility for processes for which it should be responsible (e.g.,
inter-agency dialogue over resource aloceation)?

Other Aid Moddlities

Can other aid moddities complement GBS?
What types of non-GBS investments would make the GBS you provide more effective?
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