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Provincial Budget Allocations in the Health, Education and Water sectors of
Mozambique:
An analysis 2003-06

‘It is now important to use and analyse various methods to better focus efforts and resources
where poverty impacts most, thus establishing the link between the analysis of poverty and
political economy of the state budget.’

Translated from the Aide Memoire da Revisdo Conjunta de Abril 2007.

EXECUTIVE SUMMARY

An observation often voiced in Mozambique surrounds certain apparent disparities between
provincial levels of development and state budgetary allocations: Those provinces in most
need appear to receive less. The paper attempts to shed some light on this concern.
Specifically, the objective is twofold: To collect and present key data detailing provincial
budgetary allocations for the sectors of health, education, and water over the period 2003 to
2006 in Mozambique, and to analyse this data as well as past and current budgetary processes
to understand why the allocation patterns across provinces are as they are.

In short, there are two channels through which provinces in Mozambique receive state budget
funds: Provincial and Central allocations. The former category refers to allocations in the
state budget appearing in the ‘Ambito Provincial’ that go directly to the Provincial
Directorate, and that thus bypass the central ministry. The latter refer to the ‘Ambito Central’
part of the budget, and refer to funds that are allocated to, and controlled by, the central
functions of the sector ministry in Maputo. Naturally, the majority of these funds are in reality
spent in the provinces as well- indeed given the size of the central allocation, such funds will
often come to represent the majority of financial spending in the provinces. Such numbers are
accentuated by the fact that financing from external donors to a given province are more often
than not still channelled via the central ministry.

With the above in mind, the study looks into the ‘black box’ of such centrally-administrated
funds, to attempt to split territorially and consequently gain the full picture vis-a-vis sector
finances spent in provinces. This is a highly imperfect exercise, given that allocation of such
funds is often not conducted explicitly by province. Moreover, single projects may have
multiple provincial destinations, making it difficult to know with certainty where money is
spent. Nevertheless one can gain some indication of the geographical destinations for certain
projects, and as is shown below, incorporating such resources into provincial allocation totals
does have a significant impact on observed provincial spending patterns.

Indicative results for the period covered by the study point to similar conclusions in all three
sectors considered- per capita allocations of state budget resources do not appear to be equal
across provinces.

It is, of course, true and important to emphasise that provincial per capita equality is not
necessarily entirely desirable- investment needs will not always correlate with population or
indeed certain broad development indicators. Geographical land areas and the associated
population densities play a role in influencing costs of investment, for example. Nevertheless,
the observed provincial patterns are strongly indicative of an unequal territorial distribution of
resources, with the most populous provinces of Nampula and Zambezia consistently losing
out. Over the period 2003-06, per capita health expenditure in Zambezia for example,
averaged USD 3.73 versus 5.70 for the country as a whole. Similarly, per school student
education expenditure in Zambezia averaged 40.94 over the period, versus 61.53 for the
country. High coefficients of variance, measuring the relative spread of the distribution,
confirm the unequal per capita provincial allocations.




Comparing budgetary allocations with provincial poverty levels as defined by the Severe
Health Deprivation indicators (see UNICEF, 2005) shows a more unequal picture, with no
clear correlation between need as defined by ‘Severe Deprivation” and final allocations of the
state budget.

The paper attempts to explain such patterns by considering in turn the Recurrent and then the
Investment Expenditure sections of the state budget. In the case of Recurrent Expenditure, the
current methodology of extrapolating the budgetary execution of the previous year means that
past provincial patterns, fair or unfair, are on the whole maintained and perpetuated. Based on
their plans and budget proposals, sectors and provincial authorities are, of course, free to
recommend deviations from initial budgetary ceilings, and indeed often do with some
success. However, changes to total flows by province are in practice difficult to achieve.
Budgetary resources in Mozambique are severely constrained, meaning that any increase in
one province or sector necessarily implies a corresponding reduction in another. As such, in
the elaboration of their plans, sectors and their Provincial Directorates tend to work broadly
within the initial budgetary limits, proposing at most incremental increases, rather than any
significant steps away from the status quo.

With respect to Investment Expenditure, while the picture is more complex, the same basic
themes emerge. Investment plans and budget proposals are written by sectors, and while one
can debate the equity and efficacy of one or another of the indicators used, the fact is that
final budgetary allocations do not completely reflect sector preferences. One might argue that
the key really relates to in whose hands the power lies with regard to the final decision:
Sectors control somewhat proposals, but not final allocation.

Given this, three (non-mutually exclusive) broad recommendations are considered with the
aim of leading to a more equal territorial distribution of resources- namely:

0] Incorporation of a provincial dimension into the Medium-Term Expenditure
Framework of Mozambique (Cénario Fiscal do Médio Prazo, CFMP);
In the current format of the CFMP, the provincial allocation of funds is simply
implicit in the analysis: implied but not explicitly presented. The introduction of
an explicit consideration of the provincial distribution of resources as implied by
sector plans would help to increase transparency of budget proposals from a
territorial perspective.
It is recommended that this is initially done by the CFMP coordination team
based on the sector plans received. The implied provincial distributions should
then be discussed with the sector firstly to ensure accuracy and subsequently to
understand any qualitative explanations for the territorial patterns.

(i) Extraordinary one-off adjustment;
The above discussion shows that for any significant move away from provincial
imbalances, effort is needed to correct the base off which current budget
processes work. This would imply the concerted targeting of those underserved
provinces over the medium-term, perhaps in parallel to the normal functioning of
the budget apparatus.
A donor-financed fund with the explicit aim of funding those provinces found to
be relatively disfavoured might constitute an efficient way to achieve this.

(iii) Increased effort by all stakeholders to harmonise donor preferences with
those of the recipient sector.
While in recent years, this has been happening with increasing momentum and
success, the results of the study would argue that there remains some way to go.
This is demonstrated most clearly in the final allocation of resources in the
External Component of Investment.




1 Introduction

An observation often voiced in Mozambique surrounds certain apparent disparities between
provincial levels of development and state budgetary allocations: Those provinces in most
need appear to receive less. Indeed, as UNICEF note, ‘...it is particularly striking that State
Budget allocations for key sectors often do not correspond to the pattern of child development
indicators.... There is therefore a clear need to review, based on evidence, the criteria used to
allocate state budget resources and to attain a more equitable allocation...” This paper will
attempt to shed some light on this concern. Specifically, the objective here is twofold: To
collect and present key data detailing provincial budgetary allocations for the sectors of
health, education, and water over the period 2003 to 2006 in Mozambique, and to analyse this
data to understand why the allocation patterns across provinces are as they are.

The study will be split into four further sections. Firstly, the methodology used to attempt to
capture the totality of provincial financial resources is outlined and explained. The question of
how funds reach provinces and based on what criteria will then be addressed, making the
important distinction between Recurrent and Investment Expenditure. With this context in
mind, results will be presented for the Health, Education and Water sectors showing
provincial allocation and execution patterns. Some comparative analysis with childhood
severe deprivation levels will also be considered, to provide a, albeit simplistic, poverty
aspect to the analysis. The final section concludes with some final reflections and tangible
policy recommendations, with particular attention to the CFMP (Cénario Fiscal de Médio
Prazo).

2  Methodology
2.1 Limitations

The potential shortfalls of doing an exercise like this in Mozambique are well-known and
documented. Nevertheless, | would highlight the following caveats as a precursor to the
analysis below.

Firstly, there is of course, a scarcity of data. This is particularly acute in the area of off-budget
sector financing as well as execution rates for the External Component of state budget
investment spending." As one might expect, such problems are particularly acute the further
back in time one looks, though transparency improved significantly in 2005 and 2006. In the
case of this study, large problems were also encountered in trying to ascertain the
beneficiaries, by province, of centrally-administrated expenditure. As we will see in detail
below, indirect financial flows from the central level to the provinces are hard to quantify.
This is often due to the fact that planning by sectors is rarely conducted on an explicitly
geographical basis. Rather, programs (of the sector, or funded by donors) will often target
services spanning multiple provinces. Splitting resources allocated to these programs by
province is therefore rarely straightforward.

Furthermore, data where it does exist is rarely consistent across sources. Due to irregular
disbursement patterns or discretionary changes to ‘final’ budgetary allocations during the year
for example, budgetary allocation numbers found in the official government accounts will
often differ from those appearing in annual sector financial reports. Again, this is particularly
s0 in the case of investment expenditure.

f_Recommendation 1 (p217) of ‘Childhood Poverty in Mozambique: A Situation and Trends Analysis.’
"'While sectors and their donors are being persuaded, on the whole, to write their projects onto the state
budget, obtaining financial information regarding money spent (ie execution) remains very difficult.




In addition to such data inconsistencies, one finds large differences in the understanding of
core budgetary procedures and mechanisms among the different stakeholders. This is
undoubtedly in large part due to the broad movement toward a more decentralised form of
budgetary planning and execution, meaning that that at the time of writing, many of
Mozambique’s financial processes are in a period of significant flux. Procedures in place
today are not, in general, those that were used in the recent past- a fact that should be borne in
mind when interpreting the historical data sets that will be presented below. Compounding
this are the many different opinions that one encounters depending on with whom you are
speaking. Central line-ministries, their provincial directorates, and the National Directorate of
Budget in the Ministry of Finance (Direccdo Nacional do Orgcamento: DNO) all offer varying
explanations of what is actually happening, particularly with respect to others’ actions. In
short, finding a consensus even on the realities of the process is not always easy.

2.2  Collection of Data

With the above caveats in mind, the broad approach to this study was to use as a statistical
base the official Mozambican government accounts™ which are published annually. The
accounts provide core budgetary information across sectors, type of expenditure
(Classificador Econémico) and territorial area (central, provincial and by district). Numbers
were cross-checked with sector financial reports" to ensure consistency.

In the case of Recurrent Expenditure, differences between the two sources were minimal.
Given the low complexity of this category, this was not surprising- salary information is
relatively transparent and well-controlled. As noted above however, for Investment
Expenditure, larger differences, especially in case of execution rates were encountered. There
is no certain response to this, though the fact that data held by the Ministry of Finance is
almost always less comprehensive than that of the sector hints toward the fairly safe
assumption that differences are primarily due to an asymmetry of information between the
sector and the DNO. As such, the general rule employed here was to go with sector data as
they are closer to what was happening and thus able to provide more complete information.

2.3 The ‘Black Box’ of Centrally-Administrated Funds

In short, there are two channels through which provinces receive state budget funds:
Provincial and Central allocations. The former category refers to allocations in the state
budget appearing in the ‘Ambito Provincial’ that go directly to the Provincial Directorate, and
that thus bypass the central ministry. Complete control over the use of such funds thus
remains firmly in the hands of the province: Indeed, once a Provincial Directorate requests
part of its allocation through e-SISTAFE, the money is transferred directly from the Single
Treasury Account (Conta Unica de Tesouro, CUT) of the National Treasury to the bank
account of the Provincial Directorate”.

The latter category refers to the ‘Ambito Central’ part of the budget, and refer to funds that
are allocated to, and controlled by, the central functions of the sector ministry in Maputo.
Naturally, the vast majority of these funds are in reality spent in the provinces as well. Indeed

" Conta Geral do Estado (CGE) published by the Contabilidade Ptblica of Mozambique.

" Usually in the form of the annual reports from the respective sector financial departments (Direccoes
de Administracdo e Financas: DAF) and the annual investment plans (Plano Trienal do Investimento
Publico, PTIP).

Y This with the exception of salaries which are still transferred firstly to the Provincial Directorate of
Planning and Finance, and subsequently directly to the account of the civil servant.




given the size of the central allocation, such funds will often come to represent the majority of
financial spending in the provinces. For the period 2003-06, for instance, investment funds
administrated centrally represented between 60% and 80% of total sector investment
financing in the Health, Education and Water sectors. Such numbers are accentuated by the
fact that financing from external donors to a given province are often channelled via the
central ministry.

Notably, as part of the recent drive to a more decentralised form of budgeting, the DNO has
started to insist that responsibility for investment projects currently administrated at the
central level, and where the destination is known, be transferred to the respective province.
Indeed, while it does certainly make sense for certain types of expenditure to be financed and
controlled centrally (procurement of drugs in health for example), it might equally be sensible
to give Provincial Directorates more control over funds destined to other areas. As such, one
should expect to see a marked rise in the Ambito Provincial section of the budget over the
coming years. Perhaps unsurprisingly, a number of sectors at the central level are showing
some resistance to this, preferring to maintain control over the funds, and often informally
citing concerns regarding potential interferences by local government authorities over their
desired destination. The fungibility of the provincial budget within Provincial Directorates
represents an additional preoccupation, with authorities often having to dip into their
Investment Budget in order to supplement recurrent costs.

Box 1: e-SISTAFE

e-SISTAFE, the recently implemented on-line state budget management system, has two
modules, one for the elaboration of the budget, one for execution: Modulo de Elaboracéo
Orcamental, MEO and Mdédulo de Execugéo Orcamental, MEX, respectively.

The implication of the above discussion is that much of sector budgeting is currently being
decentralised just in the MEX, not in the MEO. Any future analysis of the ‘Black Box’ should
therefore be careful to examine data included in the MEX for a more accurate picture of the
provincial disaggregation of centrally-administrated resources.

With the above in mind, the trick for this study is to be able to look into the “black box’ of
such central funds, to attempt to split territorially and consequently gain the full picture vis-a-
vis sector finances spent in provinces. As alluded to above, unfortunately this is a highly
imperfect exercise, given that allocation of such funds is often not conducted explicitly by
province. Moreover, single projects may have multiple provincial destinations, making it
difficult to know with certainty where money is spent. Nevertheless one can gain some
indication of the geographical destinations” for certain projects, and as is shown below,
incorporating such resources into provincial allocation totals does have a significant impact
on observed provincial spending patterns.

Data was thus collected in two steps, with the more readily available direct provincial
allocations analysed firstly, and the centrally-administrated funds subsequently distributed
amongst the eleven provinces to complete the picture.

3  The State Budget: How are Provincial Funding Limits Established?
The process that results in final state budgetary ceilings for sectors and provinces in

Mozambique is complex, involving a number of different methodologies conducted by
different stakeholders. These often happen in parallel. In simple terms, three key groups of

¥ On the whole, it was possible to disaggregate half of centrally-administrated investment resources by
province in this study.




activities can be identified: (i) Sectors (at the central, provincial and district levels), in the
form of the CFMP and later, the PES (Plano Econdmico Social), write and submit their
respective budget proposals for the coming year; (ii) the DNO in conjunction with various
Directorates in the Ministry of Planning and Development (Ministério de Planificacdo e
Desenvolvimento, MPD) sets preliminary budget limits"; and (iii) in light of (i) and (ii),
budget discussions/negotiations take place between key stakeholders, including the DNO, the
MPD, sectors (central and provincial representatives) and provincial governments.

Depending on the sector'™, the year, and the type of expenditure (recurrent or investment), the
relative importance of these three activities to the final result varies.

Moreover, because of their interlinked nature in practice, it is difficult to consider each in
isolation. As such, and in order to contextualise the following discussion, the budgetary
calendar of Mozambique is considered below, outlining some of the key activities that take
place in the elaboration of the state budget.

February — April Update of CFMP (for year n+l...3), to determine the overall resource
envelope consistent with the macroeconomic framework, and define the
initial sector ceilings.

Municipality, District and Provincial PES and Budget Proposals drafting
begins.

May CFMP envelope and ceilings approved.
Initial budget ceilings sent to sectors and other budget units, with the
methodology for formulating proposals for the OE and PES (by 31 May).

May - 31 July In light of initial budget ceilings, sectors and other budget units prepare
budget proposals and submit them to DNO / MPD.
August Final update of resource envelope and allocations proposed in CFMP and

state budget, based on donor commitments.
DNO / MPD hold budget discussions, compile and consolidate overall
proposals for OE and PES.

15 September Draft OE and PES are sent to the Economic Council and then to the Council
of Ministers for approval.

30 September Draft OE and PES are submitted to Parliament.

15 December Deadline for parliamentary approval of OE and PES.

Source: Discussions with DNO, and drawing heavily on De Renzio & Sulemane (2005) and UNICEF (2006)

At the provincial level, it is instructive to highlight that the process of elaborating budget
proposals generally has begun early, with Provincial Directorates starting to write the PES for
the following year in the month of April. This is done in close coordination with the District
Directorates, culminating in a Provincial Planning Meeting to which all districts attend
usually in the month of May. While the process is thus very much characterised by a ‘bottom
up’ approach (the Provincial Plan is the sum of the Districts’ Plan) it is also tied closely to the
overarching longer-term global sector strategy plans- often acting as the ‘guiding light’ to the
provincial plans.

With the above in mind, we now specifically address the question as to how provincial state
budget allocations are arrived at. In broad terms, the state budget of Mozambique is split into
two distinct parts: Recurrent and Investment Expenditure. The sources and destination of
financing, as well as the techniques used for their respective allocations are quite different,
and | therefore consider each separately.

Vi1t is important here to note the word preliminary- as we will see below, such limits can be subject to
change due to sector or provincial government preferences.
Y™ The four social sectors considered key to development, namely Health, Education, Water and

Agriculture, have in the past received different treatment to the other sectors.




3.1 Recurrent Expenditure

From 2003 to 2006, Recurrent Expenditure represented approximately half of the total state
budget in the three sectors considered in this analysis, with the payment of civil servant’s
salaries accounting for the vast majority of this”. Payment for ‘Goods and Services’
represents most of the remainder. This part of the state budget is used then to pay for the day-
to-day running costs of state institutions, and is financed almost entirely by domestic fiscal
collections and customs duties.

All Recurrent Expenditure spent in the provinces does appear in the Ambito Provincial part of
the budget, with the administration of such funds therefore being conducted by provincial
authorities.

Broadly speaking, the allocation process here is very centralised, with the DNO responsible
for setting preliminary budget ceilings for all recurrent expenditure by sector and by province.
A simple formula is used with two common characteristics:

(i) Budgetary execution of the previous year is used as the base, and

(i) Numbers are adjusted to reflect inflation.
Within the salary component, an attempt is made to estimate the effect of possible promotions
and increases in staff numbers. However, given the lack of data and transparency regarding
even the most basic variables that would be needed to conduct such an analysis accurately, in
reality a general augmenting coefficient is applied across the board to reflect for this. In
recent years, this has been in the region of +10%.

For those other items, such as ‘Goods and Services’, growth in relation to the previous year’s
execution is generally kept constant in real terms, perhaps with slight increases should
resources allow.

These provincial and sector budget limits are communicated to the Provincial Directorates of
Planning and Finance (Direc¢des Provincias de Plano e Finangas, DPPFs) as well as the
central ministries, with the former subsequently passing them onto the Provincial
Directorates™. It is worth remembering here that preliminary sector budget proposals are
prepared before receiving the initial budget ceilings from the DNO or central line-ministries.
Writing a plan without knowing the financial input is naturally very tricky, and whilst the
previous year’s execution is generally used as a base, Provincial Directorates encounter
problems keeping expectations in check. As a result, on receipt of the initial budget ceilings,
plans inevitably have to be revised downward. To illustrate the point, this is so even in the
case of salaries, where more available and transparent data regarding number of staff for
example, might lead one to expect a high degree of objectivity in planning. Importantly,
within the subsequent writing of the PES and budget negotiation meetings with the DNO in
August, the DPPF in conjunction with the sector Provincial Directorates have the opportunity
to recommend deviations from the preliminary ceilings. However, given that the vast bulk of
recurrent expenditure is allocated to areas in which commitments have, in many cases,
already been taken (most notably with the payment of salaries), in reality this does not
normally result in large alterations.

As an aside, certain aspects of the procedure described above are very recent. Indeed, in the
years until 2005, the DNO simply sent a total provincial allocation split by economic
classifier, but not by sector, to the DPPF. Responsibility thus lay with the DPPF to allocate
between sectors. While sector plans considering the number of active workers, planned
promotions etc as well as numerous meetings with the sectors were used here, in practice

™ See Tables H1 and E1 for the accurate statistics regarding this.
* As can be seen by the planning calendar above, this happens at the end of May of each year.




there were also a lot of ‘quick-fixes” used to match the total limit communicated to the sum of
the sectors’ requirements. In the 2006 then, the role of the DPPF was toned down somewhat
to one of a coordinator and mediator. Today, it will ensure that the needs of the province are
well reflected in the PES proposals and will actively encourage sectors it feels are
underserved to argue for more funds. This comes particularly true at the time of the Budget
Discussions held in August of each year, when the DPPF plus two representatives from each
sector travel to negotiate final allocations.

In conversations at the provincial level, one hears that sector Provincial Directorates do feel
some empowerment in the process of budget negotiation. Indeed, the DPPF of Zambézia, for
example, travels to Maputo in August with two proposals: One reflecting the initial indicative
limits set by the DNO, and one based on their perception of what the provincial needs are.
While there is an awareness that the state budget is not infinitely elastic, negotiating a slight
increase to the initial ceilings, toward a more accurate reflection of their needs, is possible and
sometimes achieved. Nevertheless, this part of the budget is generally taken as a given, or
exogenous, by line-ministries.

Within this part of the state budget then, there exists a tendency for the status quo to continue:
the incremental logic of extrapolating from the execution of the previous year means that
existing provincial patterns are in general maintained. Moreover, provinces (and indeed
sectors) suffering from low execution rates, in many cases due to factors outside of their
direct control, are penalised™.

3.2  Investment Expenditure

As the name would suggest, the majority of the Investment budget is used for expenditures on
physical capital. Having said this, a certain part also ends up financing day-to-day costs that
are not covered by the Recurrent Expenditure section of the OE. This is illustrated not only by
the fact that medicines and text books for example, goods purchased on a recurrent basis,
appear in the Investment part of the budget, but also by the afore-mentioned tendency for the
Recurrent Expenditure section of the budget to fall short of necessities, forcing provincial
authorities to dip into investment budgets to finance salaries and other day-to-day
commitments.

The Investment section of the state budget is divided into two (inter-related) parts, known as
the External and Internal Components.

3.2.1 External Component

The External Component essentially includes a list of approved investment projects financed
directly by external donors. For this component, two general key conditions are required to be
met by the DNO in order for a project to be written onto the budget:

- Guaranteed financing;

- Objectives are in accordance with government plans.
In conversations with sectors, a common observation heard is that in applying the above
criteria, the DNO is overly strict in its approach, often refusing to write projects onto the
budget that are not in complete accordance with the rules®. While such regulations are
completely understandable, the inevitable result is that many donor-financed projects remain
off-budget. Furthermore, it should not be forgotten that due to the asymmetry of information

*!'In this regard, with a large highly disbursed population, often with large distances between
communities and poor infrastructure, Zambezia is often cited as a province that suffers here.

X' Having said this, in the past couple of years one hears of an easing, with some commentators even
suggesting an ‘over-eagerness’ to write projects onto the 2007 and 2008 state budgets.




between the DNO and the sector, the former is wholly reliant on the latter to provide
information regarding such projects. Simple disorganisation or lack of understanding
regarding what can and cannot be included therefore commonly accentuates such problems,
causing sectors to miss deadlines and meaning that some large projects do not appear in the
OE. Nevertheless, the situation has ameliorated significantly in recent years, shown by large
rises in the External Component™".

It is important here to draw the distinction between external projects that are written into the
OE, ‘on-budget’, and those whose funds are actually channelled via the treasury single
account, ‘on-CUT’. While the Government is enjoying some success in capturing projects
with external financing onto the OE, persuading donors to channel funds via the treasury is a
completely different matter: The fear presumably is that funds earmarked for a particular
project may be diverted to alternative ends if the donor forfeits control. A large part of the
External Component is thus ‘on-budget, off-CUT’, with some transparency regarding what
projects are happening, and the proposed amount to be spent, but making it very difficult to
discover money actually spent (execution) with funds bypassing the Ministry of Finance and
moving directly from the donor to the beneficiary institution. Moreover, it remains quite rare
for projects in this External Component to appear in the Provincial section of the OE- Given
their nature, often financing to large projects targeting numerous provinces, they are more
often than not canalised through the central ministry (though this is gradually changing- see
above section on the ‘Black Box’.)

In the case of the External Component, therefore, the total resource envelope, as well as the
provincial allocation is largely determined ‘bottom-up’ by the projects that external donors
choose to finance. The extent to which the sector enjoys some sway vis-a-vis donor
preferences is not easy to quantify, though one does commonly hear that the situation has
recently shifted in favour of the Mozambican government- with donors increasingly willing to
follow the sector strategic plans. Nevertheless, the fact that it is rare for final budgetary
allocations to perfectly mirror sector investment plans would hint toward a lack of complete
harmony.

For the purposes of our methodology therefore, two factors should be borne in mind.

0] Allocation and execution numbers appearing in the state budget will most
probably represent an underestimation of the reality. To complement DNO data,
therefore, sector data should be used;

(i) Looking into the ‘Black Box’ of the Ambito Central in order to disaggregate
these centrally-administrated projects by province is key.

3.2.2 Internal Component

The Internal Component of Investment Expenditure accounts for a far smaller part of total
financing, often representing only a fraction of the External Component, and is funded largely
by non-earmarked General Budget Support. Moreover, unlike the External Component of
Investment, much of the Internal Component is managed at the provincial level and thus falls
within the Ambito Provincial part of the state budget*".

As in the case of Recurrent Expenditure, budget elaboration procedures for these direct
provincial funds were modified (or more accurately decentralised) after 2005, For the years

X" Any reader of the OE should be cautious to interpret large rises in the External Component as purely
implying increases in aid. While this may explain some of the rise, a large part is also due to the simple
fact that more and more projects (including certain sector Common Funds- eg FASE of education in
2006) are being captured onto the OE.

XV This has been approximately 50% for the sectors and time period of this study.

* Though the change, in practice, has been very subtle for the ‘big four’ social sectors of Health,
Education, Public Works, and Agriculture.




until 2005, preliminary global countrywide sector limits for the *big four’ sectors were
established by the DNO based on a serious of meetings and subsequent discussions with the
sectors in which investment proposals were presented™'. The ‘big four’ were then given
freedom to allocate amongst provinces as they saw fit, based on their own criteria (see below
for the details here).

Since 2006, the general trend toward a more decentralised way of budgeting has meant that
preliminary non-disaggregated provincial limits for the Internal Component of Investment
Expenditure are communicated directly to the Provincial Governments and their respective
DPPFs, thus bypassing the sector at this initial stage. The territorial allocation of these funds
is conducted by the DNO using provincial macroeconomic indicators, and have in recent
years involved the following:

- Human development indicator;

- Poverty indicator;

- Measure of existent infrastructure;

- Population of province.
The provincial authorities then have the responsibility to distribute amongst sectors.

While the role of the Provincial Authorities has thus on the surface increased considerably,
the change in reality is perhaps less dramatic: due to the other two budgetary activities
happening in parallel that were identified above. The fact is, of course, that the central
ministries of sectors, and in particular those of the ‘big four’, continue to hold annual
planning meetings with Provincial Directorates and write budget proposals. Moreover, during
the budget negotiations in August, discussions are held each Provincial Directorate of the ‘big
four’ involving always a representative from the central ministry.

In practice therefore, initial provincial limits for the ‘big four’ sectors arrive at the province
predefined, with the DPPF receiving one further non-disaggregated limit for all other sectors,
which it can distribute how it sees fit. Importantly here, in order to ensure that these so-called
non-priority sectors do at least receive some investment financing, the provincial bodies
cannot use this money to further supplement the ‘big four’.

3.2.3  Sector Planning

The most recent Methodology for the Elaboration of the CFMP (2009-11)*"" outlines in some
detail four rather general principles that have to be observed in sector planning: Economy,
Efficiency, Efficacy and Effectiveness. While in this document sent to sectors, some effort is
made to clearly define each of these guiding principles, two important further points emerge.
Firstly, it is evident that sectors are strongly encouraged to avoid an incremental approach to
budgeting of simply extrapolating from previous years’ activities and associated costs. Rather,
it is highlighted that sectors must prioritise activities (old and new) bearing in mind the finite
resources to which they will have access. Secondly, the document openly states that the tools
used by sectors to plan and propose budget limits depend on the ‘tradition of the sector in
guestion.” In other words, a common planning methodology is not imposed.

As one might expect therefore, methodologies employed for the provincial allocation of
centrally-administrated investment resources have not been constant throughout the five years
of this analysis or across sectors. Moreover, in practice, formulae and criteria are not always
rigorously applied- Certain criteria may be used as a base, but a lot of case-by-case analysis
also enters the equation. In the Health sector, for instance, investment funds are almost
entirely destined to the expansion and revitalisation of the sanitary network and its support
systems in the province. As alluded to above, however, there is a large amount of fungibility

X"f_This series of meetings is known broadly as the ‘Supervision of the CFMP Methodology’.
X' \Written by the MPD.




in the use of investment funds, so that the Provincial Directorates of Health (Direccéo
Provincial de Saude, DPS) will often in fact use the resources for all three levels of
attendance (primary, secondary and tertiary). Such observations are applicable for Education
and Water too.

Nevertheless, in broad terms one can identify three criteria that are frequently employed to
prioritise provincial proposals for the Internal Component of Investment. Firstly, funds need
to be sufficient to cover the counterparty obligations associated with externally financed
projects™". Secondly, effort is made to ensure the conclusion of construction works that are
already underway- given the multi-year nature of many investment projects, this will come to
represent a sizeable slice of the total pie. Finally, allocations of any remaining resources are
made in accordance with the sector’s overall investment plan. As with the External
Component, there is consequently also a large predetermined element to the allocation of the
Internal Component of Investment Expenditure. Indeed, financing the counterparty
commitments alone will often account for much of the total Internal Component: In the
education sector for example, this reached as high as 30% of the Internal Component for the
period 2003-06.

When (albeit rarely) the sector does enjoy some control over the distribution of resources,
close attention is, on the whole, paid to the concept of provincial equality, with underserved
provinces targeted to receive more. Some of the more commonly used criteria are presented in
the box below:

BOX 2: Sector Planning Investment Criteria

e Number of hospital beds per habitant in each province;

e Level of demand for Health services: Number of Attendance
Units (Unidades de Atendimento) in use;

Health e Total value of infrastructures in place: USD per M? of land in
the province.

e ‘The Theoretical Range of Action’: Calculation measuring the
geographical area of the province in relation to the number of
Health Centres (Unidades Sanitarios)*™. Annual targets for each
province are outlined ex-ante in the sector strategic plan, and
the investment allocation proposed is thus equal to the amount
of funds that would be required to reduce this ratio, through the
construction of more Health Centres, to the targeted amount.

o Number of School Pupils: By Province (and District) and by
level (Primary, Secondary etc);

Education e Number of School classrooms and their physical state- in each
district of the province and by educational level,

e Other key variablesxx:

o0 For example: Flux of students graduating from one
level of schooling to another;

e Based on these statistics, the province and central ministry

assess where need is greatest and allocates funds accordingly.

A significant proportion of the Internal Component of Investment is explained by the common
commitment that the Government of Mozambique has to contribute the fiscal obligations (VAT and
customs duties) of externally donated funds as well as a percentage of total projects costs: the so-called
comparticipagGes or counterparty funds.

** Planning and execution for Hospitals remains currently under the control of central health functions.
* These all appear in the ‘Carta Escolar’ that is updated by the education sector on an annual basis.




e Rural Water

o0 Proportion of the population in a given province who

are without access to water;

Water 0 Recent innovation has been to additionally take into
consideration other off-budget sources of financing, so
that the funding of those provinces already receiving
some resources can be reduced and reallocated to other
under-served provinces.

e Urban Water
o0 Prioritization of high population density areas;
o0 Coordination with FIPAG.

4  Results

With the above discussions in mind, some results are now presented. Given the limitations
outlined above, the reader is encouraged to concentrate more on identifying clear trends and
provincial patterns. Focusing overly on the detail is perhaps less constructive.

As a final caveat, it should be noted that per capita spending allocations are on the whole
presented for the Health and Water sectors™'. Expecting public expenditure per person to be
equal across provinces is naturally not always realistic (nor indeed desirable- something we
will dwell on further in the conclusions section): Different provinces will have different
service delivery costs, and exhibit different demands for investment, often independent of
population levels. The per-person cost of service delivery, for instance, may be higher in less
populous areas due to scale economies, implying higher per capita spending in such areas.

As mentioned above, some simple comparative analysis is also included looking at poverty
levels by province. For this, a deprivations-based measure of childhood poverty has been
used, as presented by UNICEF (2005). The indicators, originally developed for UNICEF by
the University of Bristol™", and subsequently adapted by the former to be more accurately
applicable to the Mozambican context, consist of seven measures of severe deprivation: food,
safe drinking water, sanitation facilities, health, shelter, education and information. For the
purposes of this paper, the three following indicators are used:

Severe Health Deprivation (SHD) Children under the age of five years who have never
been immunised or those that have suffered from a
severe episode of ARI that was not treated.

Severe Education Deprivation (SED) Children aged between seven and eighteen who have
never been to school and are not currently attending
school.

Severe Water Deprivation (SWD) Children under eighteen years of age who only have
access to surface water for drinking, or who live in
households where the nearest source of water is more
than thirty minutes away.

1 In the case of Education, expenditure per school student is used.

¥ See “The Distribution of Child Poverty in the Developing World” by Gordon et al (2003), and
UNICEF (2005) for a comprehensive discussion regarding the relative strengths and weaknesses of this
approach.
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It should be highlighted here that no attempt has been made here to formally establish a
causal relationship- The following tables presenting the above poverty indicators alongside
provincial budgetary allocations do not necessarily imply causality. The data is simply
suggestive of certain linkages.

4,1 Health

The Health sector in Mozambique receives its funding from multiple sources, although
nowadays most funding is written onto the state budget: Recurrent expenditure (including
own-generated revenues of the sector); Internal investment expenditure; External investment
including the common funds of PROSAUDE (the sector common fund) and the Drugs
Common Fund (Fundo Comun de Medicamentos, FCM); and the Provincial Common Fund
(Fundo Comun Provincial, FCP). Finally, there remain some vertical donor-financed
programs that are off-budget as well as any non-declared own-generated revenues. Table H1
summarises the split of the state budget in this sector:

Table H1: Health Sector Financing by Source (MTA3)

2003 2004 2005 2006 2003 2004 2005 2006
Recurrent 2,014,946 2,295,147 2,501,380 2,760,706 472%  44.0% 34.0% 39.1%
Investment (Internal) 204,003 199,616 199,871 138,414 4.8% 3.8% 2.7% 2.0%
Investment (External) 1,070,137 1,026,682 1,198,269 1,566,560 251% 19.7% 16.3% 22.2%
PROSAUDE 201,571 668,061 1,606,503 1,329,645 47% 12.8% 21.8% 18.8%
FCM 626,366 754,235 1,574,605 813,064 147% 145% 21.4% 11.5%
FCP 154,223 270,397 276,057 453,377 3.6% 52%  3.8% 6.4%
TOTAL 4,271,246 5,214,138 7,356,685 7,061,766 100.0% 100.0% 100.0%  100.0%

An in-depth analysis of each Common Fund is beyond the scope here, however it is important
to mention that in the two cases of PROSAUDE and FCM, allocation of funds (managed
centrally) is not conducted geographically™". Indeed, it is understood that the Ministry of
Health has attempted in the past to disaggregate expenditure by province here, with little
success. As such, these two funds remain in the central section throughout the following
analysis. The FCP, on the other hand, is distributed explicitly amongst the provinces, and will
therefore be analysed in more depth below.

Dividing the picture according to where financial resources are administrated, shows the
following split:

Table H2: Health Sector Financing: Central vs Provincial
Allocation Execution
2003 2004 2005 2006 2003 2004 2005 2006
Central 61.7% 59.5% 70.1% 58.9% 55.4% 54.8% 59.5% 56.2%
Provincial 38.3% 405%  29.9% 41.1% 446% 452% 40.5% 43.8%
TOTAL 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%  100.0%

In confirmation of the above analysis, the Central section here includes just that part of
Recurrent Expenditure that is consumed by the central organs, while including the vast bulk
of the External Component of Investment Expenditure as well as the common funds of
PROSAUDE and FCM. Building on earlier discussions, to the extent that it is possible, the
trick here therefore is to disaggregate this central section by province, in order to gain a more
complete picture of total provincial financing. Given the relative size of this part, the
importance of looking into the ‘Black Box’ is evident.

xii Rather, allocation is conducted by program, usually with coverage across multiple provinces.
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The following table and graph present public expenditure by province:

Table H3: USD Per Capita Total Health Spending by Province, 2003-06

Allocation Execution
2003 2004 2005 2006 | Ave. 2003 2004 2005 2006 | Ave.
Niassa 4.83 9.78 9.21 9.09 8.23 3.40 5.35 4.26 7.64 5.16
Cabo Delgado 3.80 5.91 5.71 6.72 5.54 1.79 2.93 3.34 3.54 2.90
Nampula 1.65 2.50 2.60 3.54 2.57 1.34 1.81 2.44 3.09 2.17
HCN 0.62 0.80 0.68 0.74 0.71 0.43 0.68 0.59 0.72 0.61
Zambezia 3.68 3.91 3.73 3.60 3.73 1.38 1.73 191 251 1.88
Tete 3.97 5.66 3.62 5.81 4.76 2.70 3.74 3.15 3.10 3.17
Manica 421 4.35 5.19 5.93 4.92 2.72 3.03 2.95 3.91 3.15
Sofala 3.36 5.28 4.52 5.51 4.67 2.85 3.87 3.37 4.09 3.54
HCB 2.16 2.44 2.30 2.24 2.28 2.01 231 1.95 1.90 2.04
Inhambane 3.47 4.04 4.11 5.39 4.25 2.76 3.79 3.64 3.83 3.51
Gaza 5.56 5.67 4.52 5.67 5.36 3.18 3.88 3.70 4.19 3.74
Maputo Prov. 6.49 8.13 6.70 6.64 6.99 2.10 2.94 4.02 4.09 3.29
Maputo Cidade 4.73 6.33 6.41 7.08 6.14 3.54 4.83 4.76 5.43 4.64
HCM 11.28 1393 13.13 13.05| 12.85 1041 1271 1195 1248 | 11.89
Central Organs 5.02 6.17 10.91 7.79 7.47 3.12 4.54 5.83 6.07 4.89
TOTAL 4.67 6.04 5.67 6.42 5.70 3.06 4.04 4.10 4.79 4.00
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For the purposes of this analysis it has been assumed that the Central Hospitals (HCs) serve
only those provinces in which they are situated. Naturally, this is a highly debatable
assumption, especially for the Central Hospital of Maputo (HCM) which does offer certain
services that are unavailable in the rest of the country. The high per capita numbers for HCM
are thus in large part explained by a low population (Cidade Maputo) denominator. Along the
same lines, the central organs are assumed here to benefit all provinces, hence the low per
capita number presented- as Table H2 showed, centrally-allocated funds on a total basis
account for over half of resources.

Furthermore, in-line with the methodology outlined above, the tables attempt to provide a
more complete picture of provincial financing than that of simply direct provincial flows. The
central numbers presented thus represent only the remainder of central funds where it was not
possible to easily disaggregate amongst provinces.

The table demonstrates clearly that on a per capita basis, health spending is exceptionally
unequal across provinces, with the province of Niassa receiving approximately 2% times the
allocation of the most populous provinces of Zambezia and Nampula (excluding its Central
Hospital). The mean provincial allocation rises from USD 4.16 to 5.91 over the four years
analysed, while the standard deviation remains fairly constant at around USD 1.50, implying
a coefficient of variation™" of approximately 30%.

X The coefficient of variation is calculated as the standard deviation as a percent of the mean.
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In order to understand these numbers more fully, we now split by Recurrent and Investment
Expenditure.

Table H4: USD Per Capita Recurrent Health Spending by Province, 2003-06

Allocation Execution

2003 2004 2005 2006 | Ave. 2003 2004 2005 2006 | Ave.
Niassa 276 377 409 433 | 374 245 333 351 413 | 3.36
Cabo Delgado 161 215 250 260 | 222 126 197 249 255 | 207
Nampula 101 136 169 215 | 155 0.85 123 1.61 210 | 145
HCN 054 071 059 0.64 | 0.62 043 061 056 0.62 | 0.55
Zambezia 135 156 180 168 | 159 1.00 105 138 161 | 126
Tete 214 3.09 296 273 | 273 198 289 268 269 | 2.56
Manica 201 283 301 261 | 262 184 244 258 254 | 235
Sofala 196 268 311 290 | 2.66 188 261 264 284 | 249
HCB 1.60 217 208 194 ] 195 155 198 189 190 | 183
Inhambane 248 311 322 3.06 | 297 236 304 311 3.02| 2.88
Gaza 249 307 362 326 | 311 206 272 324 317 | 2.80
Maputo Prov. 281 298 354 332 | 316 190 235 346 327 | 275
Maputo Cidade 335 526 544 479 | 471 3.10 418 429 464 | 4.05
HCM 10.56 12.43 12.84 12.78| 12.16 9.87 12.13 11.85 12.24| 11.52
Central Organs 184 186 177 175 | 181 095 131 1.28 1.74 | 1.32
TOTAL 273 351 387 3.80 | 3.48 239 312 346 3.69 | 3.17

Table H5: USD Per Capita Investment Health Spending by Province, 2003-06

Allocation Execution

2003 2004 2005 2006 | Ave. 2003 2004 2005 2006 | Ave.
Niassa 2.07 6.01 513 477 | 4.49 095 202 075 351] 180
Cabo Delgado 219 375 321 412 ] 332 053 096 084 099 ] 0.83
Nampula 064 114 091 139 ] 1.02 049 057 083 099] 0.72
HCN 0.08 0.09 0.10 0.0 | 0.09 0.00 0.08 0.04 0.10] 0.05
Zambezia 233 235 193 192 | 214 038 069 053 090 ] 0.62
Tete 183 257 066 3.08 | 2.03 071 085 048 040 ] 0.61
Manica 219 152 218 332 ] 2.30 0.88 058 037 137 ] 0.80
Sofala 140 260 141 260 | 2.00 097 126 073 1.25] 105
HCB 056 027 021 0.29 ] 0.33 046 033 005 0.00] 0.21
Inhambane 099 093 089 233] 129 041 075 053 081] 0.62
Gaza 3.07 260 090 242 2.25 112 116 045 1.02 | 094
Maputo Prov. 368 515 316 332 ] 3.83 021 059 056 081] 054
Maputo Cidade 138 1.07 098 229 ] 143 045 065 047 0.78 ] 0.59
HCM 0.72 150 029 0.26 | 0.69 053 058 010 0.24] 0.37
Central Organs 1.30 097 198 1.73 ] 149 195 100 032 042 ] 092
TOTAL 194 253 180 261 | 2.22 0.67 092 0.64 110 ] 0.83

As one might expect given earlier discussions, a higher per capita variance of Investment
Expenditure numbers is observed here. Such significant variations in investment are largely
the result of a few big earmarked donor projects (appearing in the External Component and
administrated centrally) benefiting the provinces of Niassa and Cabo Delgado (for example,
Project: Reabilitacao Sistema de Saude na Zona Norte), Manica (for example, Project: Salde
no Corredor da Beira) and Maputo Province (for example, Project: Investigacdo da Malaria
em Manbhica).

The low investment execution rates are in-line with the afore-mentioned problems, with the
scarcity of data undoubtedly having a significant impact here. 1 would therefore caution
against reading too much into the execution numbers, though the generally lower investment
execution than recurrent expenditure is worth noting.

A poverty dimension to the analysis is now introduced- The SHD column represents the mean
average child population for the period (2003-06) weighted to reflect for the proportion of the
provincial population suffering from the Severe Health Deprivation as defined above.
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Table H6: Provincial Percentages of Total Health Spending, 2003-06.

Mean SHD Allocation Execution

Pop'n 2003 2004 2005 2006 Ave. 2003 2004 2005 2006 | Ave.
Niassa 5.1% 8.1% 8.1% 124% 127% 112% | 11.1% 84%  100% 82% 12.6% | 9.8%
Cabo Delgado 8.4% 5.2% 64% 75% 7.9% 8.3% 7.5% 4.4% 55% 64% 58% | 55%
Nampula 18.9% 20.3% 28% 32%  3.6% 4.4% 3.5% 3.3% 34%  47%  51% | 41%
HCN 18.9% - 10%  1.0% 0.9% 0.9% 1.0% 1.1% 13% 11% 1.2% | 1.2%
Zambezia 19.2% 36.9% 62% 50% 51% 4.4% 5.2% 3.4% 32% 37%  41% | 36%
Tete 7.7% 4.8% 66% 72%  50% 7.2% 6.5% 6.6% 70% 61% 51% | 6.2%
Manica 6.8% 3.8% 70% 55% 7.2% 7.3% 6.8% 6.7% 57% 57% 65% | 6.1%
Sofala 8.4% 8.1% 56% 6.7% 62% 6.8% 6.3% 7.0% 72% 65% 6.8% | 6.9%
HCB 8.4% - 36% 31%  32% 2.8% 3.2% 5.0% 43%  37%  31% | 4.0%
Inhambane 7.2% 4.9% 58% 51% 57% 6.7% 5.8% 6.8% 71%  7.0% 6.3% | 6.8%
Gaza 6.9% 2.3% 93% 72%  6.2% 7.0% 7.4% 7.8% 72%  71%  6.9% | 7.3%
Maputo Prov. 5.5% 0.9% 109% 103% 9.2% 8.2% 9.7% 5.2% 55% 7.7%  6.8% | 6.3%
Maputo Cidade 6.0% 4.4% 79% 80% 89% 8.7% 8.4% 8.7% 9.0% 91%  9.0% | 9.0%
HCM 6.0% - 189% 17.7% 18.1%  16.1% 17.7% 25.6% 23.7% 23.0% 20.6% | 23.2%
Central Organs - - - - - - - - - - - -
TOTAL 100.0% | 100.0% 100.0% 100.0% 100.0% 100.0% | 100.0% 100.0% 100.0% 100.0% 100.0% | 100.0%

Here it is important to highlight that provincial numbers have been re-weighted to include
funds administrated centrally. This therefore assumes an equal spending of the remaining
central resources across provinces.

Again, comparing with population, significant discrepancies can be seen, discrepancies that
are aggravated when comparing with the Severe Health Deprivation measure. The provinces
of Zambezia and Maputo Province merit particular mention.

As a final comment, it is interesting to consider the provincial split of the FCP, as this is the
one area in which the sector enjoys full control over resource allocation and where allocation
is conducted explicitly by province. While not representing much of total sector financing
(see Table H1), it does therefore provide a unique insight into the sector preferences and
perceived provincial needs. A formula with the following provincial (weighted) variables is
used to allocate resources:

Number of Health Posts (40%),
Poverty Head Count (10%),
Population Density Measure (5%),
Population (25%),

Number of hospital beds (20%).

While a mix of health and non-health specific indicators is used therefore, there is a slight
skew (60%) toward the former. Importantly here, the reader will also note that there is a
positive correlation between funds allocated and the chosen development indicators. The
reasoning for this is that funds are employed to maintain the status quo: A big health network
requires more investment. The resulting allocation is as follows:
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Table H7: Allocation of the FCP, 2003-06

Allocation

2003 2004 2005 2006 Ave.
Niassa 4.5% 5.0% 5.1% 5.6% 5.0%
Cabo Delgado 7.6% 7.6% 12.8% 10.6% | 9.6%
Nampula 27.4% 24.1% 24.4% 19.6% | 23.9%
HCN 0.0% 00% 00% 0.0% | 0.0%
Zambezia 17.4% 152% 14.8% 17.0% | 16.1%
Tete 1.6% 15%  3.3% 1.7% 2.0%
Manica 4.0% 2.7% 1.1% 9.7% | 4.4%
Sofala 11.2% 10.4% 12.0% 11.1% | 11.1%
HCB 0.0% 0.0% 00% 0.0% | 0.0%
Inhambane 53%  8.0% 7.7% 7.2% 7.1%
Gaza 8.9% 6.8% 5.0% 7.1% 6.9%
Maputo Prov. 2.9% 5.1% 6.3% 5.0% 4.8%
Maputo Cidade 9.4% 4.4% 7.6% 5.4% 6.7%
HCM 0.0% 9.3% 0.0% 0.0% 2.3%
Central Organs - - - -
TOTAL 100.0% 100.0% 100.0% 100.0%] 100.0%

As the table shows, provincial allocations are indeed far more reflective of provincial needs as
defined simplistically by population and the SHD. The fact that final state budget allocations
as presented above differ from these weightings, in some cases severely, thus provides further
evidence that under the current system, resources are not being allocated in the most equitable
way.

4.2 Education

Turning attention now to the education sector, the same broad format as above will be
followed. Financing of this sector can be summarised as originating from the state budget and
the sector Common Fund: FASE. For the first time in 2006, FASE was written onto the state
budget.

Table E1: Education Sector Financing by Source (MT/3)

2003 2004 2005 2006 2003 2004 2005 2006
Recurrent 3,329,992 4,086,627 4,838,021 5,714,983 66.2% 64.3% 67.0%  62.9%
Investment (Internal) 314370 266,227 423,650 283,770 62%  42%  5.9% 3.1%
Investment (External) 1,047,815 1515172 1,322,454 1,616,173 208% 238% 183%  17.8%
FASE 339,997 486,257 633,867 1,474,282 68% 77% 88%  16.2%
TOTAL 5,032,174 6,354,283 7,217,992 9,089,208 100.0% 100.0% 100.0%  100.0%

As in the case of the health sector, the education common fund is also managed centrally,
though in the very recent past there has been a general move underway to decentralise parts of
it. The Education sector’s program of ‘Accelerated Construction’ of school classrooms and
their associated infrastructures (such as houses for the teachers) was, for example,
decentralised in 2007- execution is now the responsibility of the Provincial Directorate. While
the implications of this in practice are that funds are transferred directly from the CUT to the
account of the Provincial Directorate (or indeed straight to the account of the creditor), thus
bypassing the central ministry, the decision regarding provincial allocations has remained
largely unchanged- based broadly on the sector PES and the subsequent Plan of Activities
(Plano de Actividades, PdA).

Dividing the picture according to where financial resources are managed and controlled,
shows the following split:
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Table E2: Education Sector Financing: Central vs Provincial

Allocation Execution
2003 2004 2005 2006 2003 2004 2005 2006
Central 28.8% 28.0% 27.6% 32.3% 7.1% 6.6% 1.7% 7.2%
Provincial 71.2% 72.0% 72.4% 67.7% 92.9% 93.4% 92.3% 92.8%
TOTAL 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

In confirmation of the above analysis, the Central section here includes just that part of
Recurrent Expenditure that is consumed by the central organs, while including the vast bulk
of the External Component of Investment Expenditure and FASE. Relative to the Health
Sector, funds managed centrally here can be seen to represent a far lower proportion of total
financing, largely because of the absence of the common funds in the health sector and the
high proportion of total education financing going to (decentralised) recurrent expenditures.

Turning now to an breakdown by province, the following table is presented:

Table E3: USD Per School Student Total Education Spending by Province, 2003-06
Allocation Execution
2003 2004 2005 2006 Ave. 2003 2004 2005 2006 Ave.
Niassa 57.99 57.28 66.25 79.95 65.37 42.14 54.99 55.94 61.10 53.54
Cabo Delgado 58.37 70.83 66.38 65.06 65.16 28.60 42.50 51.28 49.89 43.07
Nampula 56.79 47.91 61.77 57.73 56.05 31.49 42.23 50.43 44.38 42.13
Zambezia 37.55 37.06 44.75 44.39 40.94 24.43 24.80 34.07 38.45 30.44
Tete 56.46 63.90 65.46 71.98 64.45 42.60 59.69 52.45 61.12 53.96
Manica 56.15 67.98 74.30 96.69 73.78 39.39 50.50 56.64 59.30 51.46
Sofala 57.15 62.93 73.10 73.90 66.77 45.45 56.39 57.75 61.90 55.37
Inhambane 59.45 64.76 77.56 58.74 65.13 32.44 44.42 47.95 48.30 43.28
Gaza 43.90 44.66 85.99 70.00 61.14 33.18 42.76 47.28 47.60 42.70
Maputo Prov. 66.49 65.20 81.90 78.09 72.92 50.40 61.67 71.04 70.63 63.43
Maputo Cidade 67.60 77.27 87.51 104.29 | 84.17 57.43 74.56 79.69 81.23 73.23
Central Organs 6.04 19.84 13.49 21.20 15.14 2.78 3.31 4.37 4.16 3.65
TOTAL 53.98 56.41 67.82 67.91 61.53 36.43 46.58 52.01 53.36 47.09
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In-line with the methodology outlined above, the table attempts to provide a more complete
picture of provincial financing than that of simply direct provincial flows. The central
numbers presented thus represent only the remainder of centrally-administrated funds where it
was not possible to accurately disaggregate by province.

The table demonstrates clearly that on a per school student basis, education spending too is
exceptionally unequal across provinces, once again with the most populous provinces
consistently being disfavoured. Using the Coefficient of Variance as a measure of dispersion,

16



we see that deviation from the mean, however, is much lower than that of the Health sector,
averaging in the high teens.

We now split by Recurrent and Investment Expenditure in order to gain a fuller understanding
of these patterns.

Table E4: USD Per School Student Recurrent Education Spending by Province,

2003-06
Allocation Execution

2003 2004 2005 2006 | Ave. 2003 2004 2005 2006 | Ave.
Niassa 4149 5303 5648 6096 | 5299 39.76 5236 5454 6056 | 5Ll
Cabo Delgado 3082 4352 4965 4897 | 43.24 2822 4192 4949 4887 | 4212
Nampula 3375 4239 4875 4381 | 4217 3135 4089 4801 4356 | 40.95
Zambezia 2636 2589 3460 3752 | 3109 2443 2478 3328 3665 | 2079
Tete 4174 5823 5076 6097 | 5293 4023 5783 4987 5919 | 5178
Manica 3952 5103 5543 5919 | 51.29 3819 4934 5379 5884 | 50.04
Sofala 4256 5298 5501 6095 | 5287 4200 5274 5372 6088 | 5236
Inhambane 3163 4221 4683 4765 | 42.08 3140 4217 4653 4731 | 4185
Gaza 3322 4230 4599 4683 | 4209 3241 4158 4539 4678 | 4154
Maputo Prov. 5515 6295 7055 7093 | 64.89 49.94 6030 7010 7063 | 62.74
Maputo Cidade 56.3 7492 7996 7999 | 7275 5606 7267 7771 7991 | 7159
Central Organs 254 2.70 338 3.28 2.98 2.09 2.56 3.32 325 2.80
TOTAL 3718 4634 5111 5275 | 46.85 3545 4517 5009 5230 | 4575
Table E5: USD Per School Student Investment Education Spending by Province,

2003-06
Allocation Execution

2003 2004 2005 2006 | Ave. 2003 2004 2005 2006 | Ave.
Niassa 1651 4.26 9.77  19.00] 1238 2.31 2.63 .40 054 1.74
Cabo Delgado 2754 2731 1674  16.08] 2192 038 058 1.80 1.02 0.95
Nampula 23.04 553 1302  1392] 1388 014 1.34 242 0.82 118
Zambezia 1119 1117 1015 6.88| 9.85 0.00 0.02 0.78 1.80 0.65
Tete 14.72 5.67 14.70 11.01] 11.52 2.37 1.85 2.58 1.93 2.18
Manica 1663 1695 1887 3749 2248 1.20 116 285 0.45 142
Sofala 1459 995 1810 1295 13.90 3.36 3.65 4.03 1.02 3.01
Inhambane 2782 2255 3073 11.09] 2305 1.04 225 141 0.99 142
Gaza 1068 237 4000 2317 19.05 0.76 118 1.89 0.82 116
Maputo Prov. 1134 225 1135 7.16| 803 045 1.37 0.94 0.00 0.69
Maputo Cidade 11.47 2.35 7.55 24.30] 11.42 1.36 1.88 1.97 1.32 1.63
Central Organs 350 1715 1010  17.92] 1217 0.70 0.75 1.05 091 0.85
TOTAL 1680 1007 1670  15.16] 14.68 098 141 1.91 1.07 1.34

The substantial contribution that Recurrent Expenditure makes to total sector financing (in
confirmation of Table E1) is striking here. Moreover, once again variations in the investment
section are high, with the coefficient of variation for the allocation of investment expenditure
averaging almost 60% over the four year time period.

Particular problems were encountered in obtaining execution rates for investment
expenditure, hence the low numbers here, and | would therefore again caution against reading
too much into the numbers.

As before, a poverty dimension to the analysis is now introduced. The SED column represents
the mean average child population for the period (2003-06) weighted to reflect for the
proportion of the provincial population suffering from the Severe Education Deprivation as
defined above.
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Table E6: Provincial Percentages of Total Education Spending, 2003-06.

Mean Allocation Execution

School SED

Students 2003 2004 2005 2006 | Ave. 2003 2004 2005 2006 | Ave.
Niassa 5.0% 7.9% 9.4% 8.7% 8.4%  10.0% | 9.1% 99% 99% 93% 9.8% | 9.7%
Cabo Delgado 7.6% 8.5% 9.4% 10.7% 85%  81% | 9.2% 67% 77% 85% 80% | 7.7%
Nampula 15.1% 26.1% 9.2% 7.3% 7.9% 7.2% 7.9% 7.4% 7.6% 8.3% 7.1% 7.6%
Zambezia 18.8% 26.5% 6.1% 5.6% 5.7% 5.5% 5.7% 5.7% 4.5% 5.6% 6.2% 5.5%
Tete 7.4% 9.1% 9.1% 9.7% 8.3% 9.0% 9.0% 10.0% 108% 8.7% 9.8% 9.8%
Manica 7.2% 5.0% 9.1% 10.3% 95%  12.1% | 10.2% 92%  91% 94%  95% | 9.3%
Sofala 7.9% 8.2% 9.2% 9.5% 93%  92% | 9.3% 10.6% 10.2% 9.6%  9.9% | 10.1%
Inhambane 8.4% 3.5% 9.6% 9.8% 99%  7.3% | 9.2% 76% 80% 79% 7.7% | 7.8%
Gaza 8.1% 3.3% 7.1% 6.8% 11.0%  8.7% 8.4% 7.8% 1.7% 7.8% 7.6% 7.7%
Maputo Prov. 7.3% 1.1% 10.8% 9.9% 104%  9.8% | 10.2% 118% 11.1% 118% 11.3% | 11.5%
Maputo Cidade 7.2% 0.7% 10.9% 11.7% 111% 13.0% | 11.7% 134% 134% 132% 13.0% | 13.3%
Central Organs - - - - - - - - - - - -
TOTAL 100.0% | 100.0% 100.0%  100.0%  100.0% 100.0% | 100.0% 100.0% 100.0% 100.0% 100.0% | 100.0%

Here again it is important to highlight that provincial numbers have been re-weighted to
include funds administrated centrally, therefore assuming an equal spending of the remaining
central resources across provinces.

From this analysis, the same message emerges of no readily apparent correlation between
severe educational deprivation and state budgetary allocations. Of particular note are the
provinces of Nampula and Zambezia, accommodating an average of 19% and 15% of
Mozambican school students respectively, and with in both cases approximately 26% of
children suffering from Severe Educational Deprivation (2™ highest only to Niassa), they
consistently receive under 10% of total sector financing.

4.3 Water

The water sector in Mozambique is characterised by the plethora of disparate actors involved
in it™. The Ministry of Public Works (Ministério das Obras PUblicas e Habitacdo, MOPH)
has authority for public works and the management of water resources, and the National
Directorate of Water (Direccdo Nacional de Agua, DNA) is the organ of the MOPH
responsible for the water sector. In addition, the water sector of Mozambique comprises of
numerous quasi-independent and subordinate institutions.

At the provincial level, the Provincial Directorate of Public Works (Direc¢des Provincias das
Obras Publicas e Habitacdo, DPOPH), and within this, the Department of Water
(Departamento de Agua e Saneamento, DAS) is responsible for the water sector.

While the DNA is the body primarily responsible for the water sector in Mozambique,
importantly it is not, in itself, a budgetary unit™"'- That is, it does not explicitly receive an
allocation. Rather, funds are allocated from the state budget to the MOPH who, based on
execution rates from the previous year and variables such as updated staffing information in
the case of Recurrent Expenditure™", allocate an amount to the DNA. The DNA then
allocates funds for investment expenditure™" internally to its various departments, including
the Rural Water Department (Departamento de Agua Rural, DAR) and the Urban Water
Department (Departamento de Agua Urbana, DAU).

¥ See Fundamentagio da Proposta do Sector de Aguas para o CFMP 2008-10, MOPH / DNA for a
detailed commentary on this.

! In e-SISTAFE terminology, budgetary units are labelled ‘Unidade Gestora Beneficiaria’ (UGBSs).
' Techniques thus broadly in-line with those used by DNO.

Vi Responsibility for the management of recurrent expenditure at the central level is managed is not
devolved to the individual departments.
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For the purposes of this exercise, ascertaining total provincial financing is thus very tricky.
Moreover, with a few exceptions, the internal departments cited above manage and allocate
their resources by project- projects that in the vast majority of cases cover multiple provinces.
In addition, with regard to the External Investment Component, the sector suffers more than
most from a lack of coordination of donor-financed projects. Indeed, even those projects
captured onto the budget, often have no direct involvement by DNA.

Methodology

Given this complexity, any analysis of the water sector will not reach the same level of
sophistication as that of other sectors- capturing the whole picture with regard to provincial
financing is far from easy. The approach used here is to combine the following three sources
of investment financing:

0] Direct transfers (‘Ambito Provincial’) to the DPOPHs.

(i) Total investment allocations (Internal and External Components) of the Rural
Water Department (Departamento de Agua Rural, DAR) within the DNA,;

(iii)  Total investment allocations of the Urban Water Department (Departamento de
Agua Urbana, DAU) within the DNA.

Given reliable data constraints, information regarding the centrally-administrated investment
(parts (ii) and (iii)) is presented just for the years 2005 and 2006.

Following this (modified) methodology, we start by presenting investment allocations of state
budget resources that were transferred directly to the DPOPHs (‘Ambito Provincial’):

Table W1: USD per capita Direct Transfers of Investment Expenditure to DPOPHs,

2003-06
Allocation Execution

2003 2004 2005 2006 | Ave. 2003 2004 2005 2006 | Ave.
Niassa 0.00 0.46 2.27 1.09 0.95 0.00 032 149 1.09| 0.73
Cabo Delgado 0.04 0.12 0.07 0.08 | 0.08 0.01 0.07 0.07 0.08] 0.06
Nampula 0.00 0.09 0.16 0.02 | 0.07 0.00 0.08 0.13 0.02 | o0.06
Zambezia 0.00 0.08 0.00 0.04 | 0.03 0.00 0.02 0.00 0.04] o0.01
Tete 0.16 0.28 0.14 0.18 0.19 0.13 026 0.10 0.18 | 0.17
Manica 0.14 0.18 0.36 0.19 0.22 0.11 0.14 0.22 0.19 | 0.17
Sofala 0.10 0.19 0.20 0.09 0.14 0.09 019 0.17 0.09 | 0.14
Inhambane 0.01 0.29 0.19 0.05 0.14 0.01 0.26 0.12 0.05]| 0.11
Gaza 0.07 0.24 031 0.09 | 0.18 0.04 020 028 0.09] 0.15
Maputo Prov. 0.07 0.12 0.12 0.07 0.10 0.03 0.11 0.10 0.07 | o.08
Maputo Cidade 0.00 0.00 0.00 0.00 | 0.00 0.00 0.00 0.00 0.00] 0.00
TOTAL 0.04 0.16 0.25 0.12 ] 0.14 0.03 013 018 0.12 | 0.11

As mentioned above, not all funds transferred to the DPOPHSs are necessarily allocated to the
water sector, but unfortunately organised accounts of amounts allocated to the respective
DASs do not exist. Nevertheless, the variations shown in the table are indicative of large
provincial discrepancies in the water sector. Interestingly, the MOPH (and the DPOPH of
Niassa) were unable to justify the huge amounts going to the province in 2005 and 2006.
Indeed the sector and provincial plans certainly do not propose such a pattern, pointing
toward the strong possibility that other, perhaps political, factors came into play at the time of
the final allocation decision.

As far as Investment (within the DNA) is concerned, as mentioned above, various
departments receive allocations, though for the purposes of this analysis, the two principal
departments of Rural and Urban Water are considered:
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Table W2: Centrally-administrated Investment Expenditure by Department,
2005-06 (MT"3)

Allocation Execution
2005 2006 2005 2006
DAR 199,252 214,684 41,046 68,699
DAU 204,481 217,033 16,563 26,044

The split between the two internal departments is thus very equal, though the picture is
incomplete given the gradual devolution of urban water responsibility to FIPAG (O Fundo de
Investimento e Patrimonio do Abastecimento de Agua). FIPAG, set up by the Government of
Mozambique in 1998, is effectively a fund through which external donor funds are channelled
to private sector companies who are contracted to complete various works associated with
urban water. Responsibility is gradually being devolved from DAU to FIPAG, with the
majority of large urban centres (‘cidades’ as opposed to the smaller “villas’) now under the
latter’s jurisdiction. The amounts of money channelled through FIPAG are huge in
comparison (1.31 and 1.66 USD per capita in 2005 and 2006 respectively).

Table W3: USD per capita Centrally-Administrated Investment Expenditure in the
Water Sector, by Province 2005-06

Allocation Execution

2005 2006 | Ave. 2005 2006 | Ave.
Niassa 208 230 | 219 1.35 0.69 | 1.02
Cabo Delgado 126 141 | 134 0.83 0.43 ] 0.63
Nampula 0.61 0.67 | 0.64 0.37 0.19 ] 0.28
Zambezia 0.47 0.29 | 0.38 0.21 0.07 | 0.14
Tete 193 055 124 1.22 0.20] 071
Manica 1.03 052 ] 0.78 058 0.19 | 0.38
Sofala 0.73 032 ] 052 046 0.15] 0.31
Inhambane 1.27 0.65 | 0.96 0.44 0.04 | 0.24
Gaza 0.63 0.71 | 0.67 0.47 0.04 | 0.26
Maputo Prov. 1.27 124 | 1.25 0.00 0.00 | 0.00
Maputo Cidade 0.00 0.87 | 0.43 0.00 0.00 | 0.00
Central Organs 056 1.10 | 0.83 0.72 0.23 ] 0.48
TOTAL 1.46 1.84 | 1.65 1.21 0.40 | 0.80

To be clear, the above numbers attempt to capture the totality (ie Internal and External
Components) of centrally-administrated DNA investment expenditure in the two departments
of Rural and Urban Water.

As with other sectors, allocation of the External Component of Investment is more often than
not conducted on a per project basis. As such, any provincial analysis requires the distribution
of project allocation and execution by province. For certain projects this is clear- the case of
the Rehabilitation of Small Water Supply Systems™”, for example, is well known to have
targeted the towns of Namaacha, Quissico, Vilanculos, and Massinga in 2005-06, thus
benefiting the provinces of Maputo and Inhambane. Earmarked projects to Tete also exist, as
well as funding of the Northern provinces of Mozambique (through the project Agua e
Saneamento Nampula e Niassa, ASNANI). Such projects are, however, the exception rather
than the norm, making the territorial allocation of the majority of resources particularly
unclear. Nevertheless, the results presented above are indicative of the earlier trends:
Centrally-administrated investment spending seriously outweighs that transferred directly to
the provinces (as presented in Table W1), and there is a largely unequal per capita
geographical distribution of financing.

XX project ABA 1987/004: Reabilitacdo PSAA, financed by the World Bank and ASAS in 2005.
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Introducing now the comparison with the Severe Deprivation indicator for water (SWD), the
following provincial patterns are observed:

Table W4: Provincial Percentages of Total Water Spending, 2005-06

Mean SWD Allocation Execution

Pop'n 2005 2006 Ave. 2005 2006 Ave.
Niassa 5.1% 4.8% 18.4% 24.1% | 21.3% 22.8% 34.6% | 28.7%
Cabo Delgado 8.4% 8.8% 11.2% 14.8% | 13.0% 141% 21.5% | 17.8%
Nampula 18.9% | 18.3% 5.4% 7.0% 6.2% 6.2% 9.4% 7.8%
Zambezia 19.2% | 24.0% 4.2% 3.0% 3.6% 3.5% 3.4% 3.4%
Tete 7.7% 9.8% 17.1% 5.8% 11.4% 20.5% 9.9% 15.2%
Manica 6.8% 6.8% 9.1% 5.5% 7.3% 9.7% 9.5% 9.6%
Sofala 8.4% 7.8% 6.5% 3.4% 4.9% 7.8% 7.7% 7.8%
Inhambane 7.2% 8.0% 11.3% 6.9% 9.1% 7.5% 1.9% 4.7%
Gaza 6.9% 8.7% 5.6% 7.4% 6.5% 7.9% 2.0% 5.0%
Maputo Prov. 5.5% 2.7% 11.2%  13.0% | 12.1% 0.0% 0.0% 0.0%
Maputo Cidade 6.0% 0.4% 0.0% 9.1% 4.6% 0.0% 0.0% 0.0%
Central Organs - - - - - - - -
TOTAL 100.0% | 100.0% 100.0% 100.0% | 100.0% 100.0% 100.0% | 100.0%

The lack of any clear correlation between provincial needs as defined by the SWD and
budgetary allocations is once again observed.

5 Conclusions and Recommendations

It is true that provincial per capita equality in budget financing is not necessarily entirely
desirable- investment needs will not always correlate with population or indeed certain broad
development indicators™: Geographical land areas and the associated population densities of
provinces inevitably exert significant influences on the costs of investment, and these would
need to be considered in some detail for a comprehensive evaluation. Nevertheless, the
observed provincial patterns as presented above are strongly indicative of an overly unequal
territorial distribution of resources, and thus of the need to propose tools that might act to
redress some of the imbalances.

It is also clear from the above discussions that final provincial allocations of the state budget
are not always arrived at through a systematic and focused way. This has led to substantial
territorial inequalities in per capita financing, with the more populous provinces often losing
out to smaller provinces such as Niassa.

In the case of Recurrent Expenditure, the current methodology of extrapolating the budgetary
execution of the previous year means that past provincial patterns, fair or unfair, are on the
whole maintained and perpetuated. Based on their plans and budget proposals, sectors and
provincial authorities are, of course, free to recommend deviations from these initial ceilings,
and indeed often do with some success. However, such successes are in practice minimal-
budgetary resources in Mozambique are severely constrained, meaning that any increase in
one province or sector necessarily implies a corresponding reduction in another. As such, in
the elaboration of their plans, sectors and their Provincial Directorates tend to work broadly
within the initial budgetary limits, proposing at most incremental increases, rather than any
significant steps away from the status quo.

With respect to Investment Expenditure, while the picture is more complex, the same basic
themes emerge. Investment plans and budget proposals are written by sectors, and while one
can debate the equity and efficacy of one or another of the indicators used, the fact is that

¥ Investment required to upgrade school classrooms in need of repair, for example, will not
necessarily be exactly in-line with the SED indicator outlined above.
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final budgetary allocations do not completely reflect sector preferences. One might argue that
the key really relates to in whose hands the power now lies with regard to the final decision:
Budgetary planning continues to happen by sectors and their provincial directorates, however
the decision regarding the final allocation is often outside of their control. Sectors control
somewhat proposals, but not final allocation.

Final sectoral and provincial limits are, in theory, arrived at through a fairly pragmatic
process with all stakeholders’ views taken into consideration. Given the above findings, the
weight assigned to these views is perhaps the more interesting question, and one that is of a
more political nature.

In the case of the Ambito Provincial, the provincial government certainly now holds much
power at its discretion: in approving investment projects and in the final budgetary
negotiations in August™. For centrally-administrated funds, donors continue to impose their
preferences onto sectors, and with the small amount left for the sector to allocate at its
discretion, commitments such as the counterparty funds have to be paid. A substantial part of
allocation is thus predetermined.

Given this exogeneity of state budget allocations, one might hypothesise the use by line-
ministries of funds over which they do exert control to shift budgetary allocations into a
pattern more in-line with their preferences, and thus correcting for perceived provincial
imbalances. In reality, this rarely happens for two simple reasons. Firstly, amounts over which
sectors enjoy full control are relatively small (see for example the FCP in health). Secondly,
there is the question of timing: Planning happens at the same time, for all sector funds. The
case of FASE, the Education common fund provides an informative example here: Up until
2006, FASE remained off-budget, and the sector therefore was able to use the fund to allocate
resources to areas it felt were underserved by the budget. Since 2006 however, FASE has
been written onto the budget, and the sector is thus forced to reveal its preferences at the same
time as other allocation decisions are being made, making such a course of action no longer
plausible.

To illustrate this point further, the following table shows direct provincial investment
allocations (Ambito Provincial) on the left hand side, and then total allocations, including
some of the centrally-administrated expenditure (Ambito Central) on the right, for the Health
sector.

Excluding Including

2003 2004 2005 2006 | Ave. 2003 2004 2005 2006 | Ave.
Niassa 041 210 1.08 0.85] 1.11 207 6.01 513 477 | 449
Cabo Delgado 115 118 0.14 1.13] 0.90 219 375 321 412|332
Nampula 0.13 033 011 045] 0.25 064 114 091 139| 1.02
HCN 0.08 0.09 0.10 0.10 | 0.09 0.08 0.09 0.10 0.10 | 0.09
Zambezia 0.18 0.29 0.12 0.00 | 0.15 233 235 193 192|214
Tete 114 149 028 287 | 144 183 257 066 3.08] 2.03
Manica 1.27 017 124 1.40]| 1.02 219 152 218 332|230
Sofala 036 092 041 140/ 0.77 140 260 141 2.60] 2.00
HCB 019 016 021 0.29] 021 056 0.27 021 0.29| 0.33
Inhambane 0.74 024 021 141] 0.65 099 093 089 233|129
Gaza 098 1.00 0.36 1.44| 094 3.07 260 090 242|225
Maputo Prov. 128 226 186 212|188 3.68 515 316 3.32] 3.83
Maputo Cidade 021 023 022 150 054 138 1.07 098 229] 1.43
HCM 0.14 029 0.29 0.26] 0.24 0.72 150 0.29 0.26 | 0.69
Central Organs 227 2.07 269 230 2.33 1.30 097 198 1.73] 1.49

The question here is whether the sector uses its centrally-administrated resources to ‘even-
out” perceived funding imbalances. Superficially, the table shows no apparent flattening of

xxi Before the Budget negotiations in August, the Provincial Government will have approved the
revised provincial PES.
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provincial allocations- The coefficient of variation, while decreasing slightly from a situation
of excluding centrally-administrated funds to a situation of including them, does not change
significantly. The same findings were found in the Education and Water sectors.

Recommendations:
Given the above analysis, three (not mutually exclusive) next steps are recommended:
1. Inclusion of an explicitly provincial dimension into the CFMP.

We have seen that final provincial state budget allocations are, on the whole, not arrived at
deliberately- that is, they are arrived at indirectly, often simply implicit as part of sector
budget programs.

The most recent CFMP Methodology (2009-11) envisages a key role for provincial
authorities (p.5), citing not only the chance to harmonise central and provincial plans to avoid
duplication, but also to increase provincial participation in budgetary planning. This will
involve training of provinces and visits to increase sense of involvement. However, the CFMP
in its current form does not give explicit consideration to provincial allocations- notably in the
centrally-administrated resources section. Planning and budget proposals are conducted on a
program basis, with provincial allocations resulting via this. Provincial allocations are thus
implied rather than targeted explicitly.

There is thus a need to incorporate a provincial dimension into the CFMP.

To be clear, the proposal here is not to change the current methodology of budgetary
planning. Rather, the idea would be to integrate into the CFMP a tool to show the
implications of sector/program spilt for provinces. At the very least, this will have the effect
of increasing transparency, drawing attention to the impact of allocation decisions on
provincial patterns, and introducing into the dialogue some provincial consideration. At the
most, it might encourage sectors and planners to incorporate in a more concrete way
provincial planning as part of CFMP.

This would require the construction of a simple model linked to sector budget proposals as
presented by the current CFMP methodology annexes. This could be done either by the sector
at the time of planning (ie introduce a new CFMP table to be filled in by the sector), or by the
MPD/DNO having received sector plans. It is the strong opinion of the author that the latter
would initially make more sense, implying a far lower level of change needed.

2. Extraordinary one-off adjustment.

With the system of budgetary allocation as it stands, broad provincial patterns are maintained
and perpetuated. For any significant change to occur there is an implied need for a one-off
correcting adjustment to equalise the base off which the current system works.

This would obviously not be a small undertaking, and the form it would take would have to
be a matter for further discussion. Nevertheless, a donor-financed fund, created with the aim
of explicitly targeting underserved provinces (a la FCP in Health for example) over the course
of a few years could help to rebalance the base of allocations to the provinces.

There is no reason why this could not happen in parallel with the functioning of the current
system.
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It is recommended, therefore, that work is undertaken to analyse what, in financial terms,
such an adjustment would require in terms of diverted (or new) resources. This could be done
within the MPD. With this context, discussions, involving representatives from the donor
community as well as the MPD, should take place to consider the forms and respective
viabilities that this could take.

3. External Component of Investment: Harmonisation of Preferences.

The External Component of Investment often represents a significant part of total sector
financing. Despite a recent push, as shown above, the final allocation of this component of
investment often strays markedly from desired levels as defined as the Sector Investment
Plan.

Sector investment plans should be followed more closely by donors in their (territorial)
allocation of resources. Greater effort should be made to harmonise donor preferences with
those of the sector, as this will ensure a more equitable allocation of resources.
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