¢ Sida

MAY 2004 » Mt THODS DEVE L OPMENT UNI

Capacity Development
~ Working Paper No. 15

Reform work at the
Ministry of Planning and
Finance in Mozambique



Foreword

The ag‘mtw wl' the Advthords Develypment L il In e cnteilnite 6 snhinee
g Al atvengthesting the qunlity of Wida's development wark, The Ll
AHPpBE the Hie viygaiindon I developing and applylng approsches
AR frethody, fsr sxample

© AppreRches for enpielty development,

© HafiHBH from o piject appronch to a programme approseh,

- inteduetion of a ity aystem,

= effor 1§ eombat eorruption,

S

The Unity muin taaka Ineluce enaring that Bicla's handbeok, "Sida st
Wk, {s kept up to date and v understood by all members of staff;
T “Hickn nt Work" fstrm the rmmework of the Unit's activities,

Learatng provesses ane exchinnges of experience are evential, This series
of "Working Papers” i u contribution to 8ida's learning, The Papers are
eften produced un part of Sidn's work on apecific methodalogy Ives,

The views and conelustons of the Working Papers do not necessarily
esineide with thowe of Sida,

Hepefully, the Working Papers will stimulate reflection and discussion,

This Working Puper has been developed to highlight the complexity of
eomprehenive administrative reform proceses, Bida iy frequently invited
to participate in national processes of this type, and crucial lsues need to
be {dentified and analysed, This Working Paper Is a contribution to

Hida's experience,

S ot~

Head of Mvhod: Dewlopment Unit




B S St R o B

%y

Table of Contents

Statements Illllllllllllllllllllll'lllllIIllllllll'llllllllllllllllllllll||‘l."ll||i'i"'l" 5

This paper states that...isssssisi SRREPEAY .
Introduction. Background ... —— .
The period 1988=1993 1o 6
The period 19932000 ivumsimmmmmmimmmsssss - GRS A 7
The period from and including the year 2000 w.oumasiissssssiessssss 12
Why bother? .o —— ——— W —
Some impressions ........ R— R PR e 14




Statements
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- huﬁﬂwqw&“dﬂuw#b“
decision-makers in Mozandigue and ow &id they ge1 2 compmdons-
sive overview o the dituation”

> What reform strategy did they dacose and wisy”

~ Which was the she of donors (and lenders, in Gis process®

This paper states that

= No internal anayses of sysiens status laad or las been suade from te
Mozambican party that diecied design and sucsse of sdiorms wodk.
Mont likely nobody held 2 comprelsensive ovesview of the comglete
situation from the governmsent’s side.

~ Hence, there was no choice of seform stsategy v foe Moranibuan
side, This has (in practice) been done just secrnly 2nd 2t G Sutroduc-
tion from donors.

= Donors and lenders have from the stast managed and in pracier de-
cided on all major reform aciviies and sseps forwand i fhe PPN
area, with the excepion of 2 specific pesiod s the Sada funded
project. This total donor (or rafher lender) miluenor has grows dur-
ing the last two to three years.

Introduction. Background

Swedish engagement with the MPF stasted in 1987 dhoongh 2 sogues
from the then Minister of Finance (the seques or fhe engagrasons did
not follow from 2 bsvader contextual anabysis from any of the two pafics
and hence did not indude opinions or andyses of possibile Tnpact em
other institutions or organisations cutside fhe MPF). The samster ex-
pressed worries in relaion to the budget prooess and fhe shilisy of dhe
Mozambican Government (GoM) to prrsent basic information comoems-
ing public expenditure and revenne (not 80 mention GolM assrss and §-
abilities ). The trigger belind this roguest (and the wonsics; was most
likely pressure from the BWEs (Beetton Woods Insiutinns, ic_ e Windd
Bank and the International Monetary Fund) in relation t neguiations



On structural adjustment credits, introduced in Mozambique in the mid
80’s. The development from independence in 1975 to the situation ten

years later that forced the GoM to ctural adjustment pro- _ \% N B /I‘ Ve
grammes designed by the BWI:s, will not be discussed in this paper. "

The extension of deterj

oration in the PFM area in 1987 and at project
start in 1988, has to be recognised. At that point in time the GoM was
unable to put together and present a physical state budget to the Parlia-
ment (dssembleia) and for internal management purposes. No annual ac-
counts had been Presented since 1975 (and would still not be presented
until 1998). The GoM payment system was not able to meet basic re-
quests of disbursement of funds and represented (and still represents) a
major fiduciary rigk. The supreme audit institution (7ribunal Administrativo)
did not perform, No revenue policy was applied and the tax administra-
tion operated at a very low level of efficiency. Sida’s choice to engage in
this institutional sett; g could with broad margins be called “a major

The period 1988-1993
This period represented a standstill in
cause the finance minister that had re
soon after his request was re

the project, first and foremost be- L(Jg |
(Lt

When the Sida funded project at MPF started in 1988, all other external
development assistance was concentrated at the National Directorate for
Planning and Budget (Direccao National de Plano ¢ Orcamente, DNPO). Espe-
cially planning was (and to some extent still is) considered especially high
status by concerned Mozambicans and, unfortunately, clusters of people
with donors. While as accounting, payment control and auditing are
viewed as tasks for book-keepers and clerks (hence the status of corre-
sponding systems). The majority of individual donor resources and projects
(from all sorts of donors: Portuguese, German, WB, others) were spent

that there at this point existed two different institutions for planning and
budgeting (one autonomous directorate for planning and one budget di-
rectorate within the ministry of finance) and at least in theory, two budg-
ets. One for development (investment) expenditure and one for recurrent

From this knowledge, the “first”
in-house consultancy advise, the
the Budget Department and was
Budget Project.
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schaol (all aciclemien were (6 b | wined wt Planning): Nb m;& n: «mh”
for the hicdget proves exiasdl aid (e were Tow 11 1) ‘Nn I i
entitlen or even lne miniuirien iy everyslay wiirk: ANl wik wu{n pﬂnl‘ |
manually, Ax mentioned, hers w1 physieal pompiehenive Biae
Budget available,

1t wak woan Fealised frem Inek of o, it it framn "nermal”
capaeity building (nitlatven wenld be Il 0 frapleiment af e daml;.
ment. The Bwedish cansulianey flim contmeteel 0 vmry aus the isviees
in the Bicla finded praject at thix it snme up with the {elon 1) Ine
stantly try @ intradiee i moedern assonniing ayaem anel from this tey 9
campile and discaver finanelal infmaton, i s soenniel phinae Alae 19
chance buelget structuren anel cantent, 'Uhin mathesdalugy wis insended in
influence and affeet cancerned persnnel and snianes eommiiment el
individual campetence parallel t iystem devalopment, 'The Il elied neat
at all answer to the coneeptuil knowledie ael awarenew ol the
Mozambican staff, ineluding managers, anel wan et with seepticiim
(Ewentually this conflict ledt 1o a veplacement of the onmltancy frm),
Na way forward seemed to bear (it No s wan ghven o capacl
building initiatives which had thel potite ol departine in existing conis
tlans, An attempi to shake the gronnd of the minbtey thivugh the fme
medliate introduetion of a modern aceountiing aystem o replave the coloe
nial and very old-fashioned one, only closed doom farthen

The misguided establishment af' the project at the Budget Department
preduced one impertant resull: As in rnny other Aliean countries st
this paint in time, it pravee almest impesible v move forward with the
government's planning ane bucgel provess, unless o closer relationship
between planning and buegeting atitition could be established, From
this knowledge, the Bida funded project started w lubhy for a merger of
the Planning Pirectorate anel the Minbatry ol Bnance, Much latey, In the
mid 80', the merger eventually tuok place, creating the current Minkatry
of Planning and Finance and; within the ministry, the Directorte for
Planning and Budget (in practice thowgh the vld steuetures of "planning”
and "hudget” (0 a high degree still uperate separately),

The period 1993-2000

A peace agreement sndiing the wore than a decade tong divil war in Mo-
sambique was reached i 1U0R: After te electivns in 1993 a new minis-
ter and vice-miniaer (W chrvet minlier) of Anance were appointed,
Further analyses in the ‘m‘{lm At thia puint i time rellected (correctly)
the acconnting area w e key 1 BEM developrient and the project
maved fram the Buclget Departinent b the National Divectorate of
Accounting (Prreceda Nesural o Cluitbelbode bbb, DVGP), wtill with
some respaiaibilivies at e Bulget Departient induded, The new leads
ership shawed mineh o iteret in e project, probably partly aa a ve.
st from BWE pressurs aivd the  later during tis period - introduction
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process still is conceptually mechanical with the Mozambican side and
does not represent real and independent value with the GoM. The whole
conceptual idea of modern PFM ia still alien and introduced almost only
to fulfil requirements from donors, lenders and other funders of
Mozambican public expenditure.

Much as a result of the new law, and through project work only, the
GoM managed for the first time since 1975 in 1999 (concerning the fi-
nancial year 1998) to present State Annual Accounts to the Parliament
(the Assembleia). These accounts, reflecting the disbursement and registra-
tion of the majority of State Budget appropriations, do not represent
more than approximately one third to hall of all resources available to
public expenditure in the country (in direct violation of the law!), but the
presentation of them has since had a major impact on political debate in
Mozambique and also on demand on transparency in the budget process,
access to public financial information and calls for action against corrup-
tion and misuse of public funds. This is a very distinct example of the
tight link between support to improvement of PFM (all components) and
Good Governance as part of Democracy support.

In the mid 90's aid concepts in relation to poor countries changed dra-
matically. In 1996, BWI:s introduced the HIPC-initiative (Heavily In-
debted Poor Countries initiative) aiming at the reduction of what was
considered not viable public debt in a number of poor countries. For
countries to be considered eligible for HIPC, certain conditions had to be
fulfilled. The most important of these was the elaboration of a poverty
strategy paper (PRSP) displaying long-term goals for the reduction of
poverty in the country and prioritised action to do so. Mozambique did
not manage to fulfil all conditions for the so called completion point in
HIPC, but was still approved; a generous attitude from BWI:s that most
likely has influenced events in the project fundamentally during the pe-
riod from year 2000 onwards.

Parallel to and as a result of the HIPC-initiative, a number of
likeminded donors in Western Europe from Dublin to Vienna started to
introduce programme support, primarily sector programme support, in
their co-operation with HIPG-countries. Parallel to sector support, the
majority of the same countries provided general budget support (previ-
ously transferred as balance of payment support). BWL:s also introduced
special poverty related credits (PRGF and PRSC respectively for IMF
and the BW), presently financially dominating external funding of state
budget expenditure in HIPC countries (Mozambique has at this point
received a PRGF from the Fund but no PRSC from the Bank). Major
grants from the EU, mainly as general budget support, was also intro-
duced during this period. In addition resources for poverty related
expenditure were made available through debt reduction as a result of

HIPC.
All these initiatives put the Sida project at DNCP in focus. In a short

period of time, all donors realised the importance of information that
could tell them how money had been used (i.e. for poverty reduction pur-

poses). Pressure was mounting and expectations of what could be accom-
plished in just a few months or a year, were running high and unrealistic.

9
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To meet these demands and create a platform for discussion on PMF
1ssues in the donor community, PFM was introduced in the so called
G‘EIZOUP as a permanent topic on the agenda. The G group currently
consists :af eleven countries (G 11) that all submit to agreed procedures
concerning pledges, disbursement and reporting on general budget
support and that in a co-ordinated manner monitor PFM reform.
Th? G-group was the leading dialogue partner to the GoM during this
period (1996-2000/ 1) and launched a number of analyses on both
macro support and PFM conditions and reform (the so called JDR:s,
Joint Donor Review Missions).

Lack of knowledge of actual working conditions in Mozambique and
what is required to establish an accounting system nationwide, created
tensions between the Sida funded project and members of the G-group.
Requests for information and immediate introduction of modern PFM
systems were repeatedly raised by a number of the members in the G-
group (without a more precise of definition of what was the demand). At
the same time it could be stated that information from the project to the
G-group could have been presented more regularly, including ideas of
co-ordination of reform initiatives in the PFM area. As time passed, it
became more and more important to keep the rest of the bilaterals in-
formed, an experience not to be underestimated in the future.

During this fruitful period of the project, working relations with the
Department and National Directorate for Human Resources (Direccao
Nationa/Departemento de Recursos Humanos, DNRH) were also established.

As mentioned, the project team held one long term resource allocated for
management, planning and execution of training only (more than 3.000
individuals have been trained through the project, nationwide in Mozam-
bique). DNHR was engaged to take responsibility for practical arrange-
ments in connection to the project training. As collaboration intensified it
also came to include transfer of competence from the project not only in
training administration, but also how courses should be organised and
why. Through project resources and project support an inventory was
also made concerning individual competence with the staff at the minis-

try and the start of a training policy introduced.

The Budget Law opened, in many respects, possibilities to introduce a
new accounting system. Appraisals to the introduction disclosed the im-
manent need to co-ordinate reform work in all major PFM areas to make
an introduction possible (parallel and very “isolated” reform work took
place in all major areas of the MPF: budget and planning, accounting,
payment system, revenue and audit). Once again it became urgent to in-
troduce some kind of co-ordinating (reform) entity at the ministry re-
sponsible for consistency and coherence between different reform areas.
Year 2000 the so called UTRAFE entity was introduced to fulfil these
tasks (see below). The Sida funded project played an important role in
the process leading to the introduction of UTRAFE.

Parallel to these initiatives at the MPE, a number of sector programmes =
SWAps — were introduced in Mozambique (education and agriculture in
the first round). Other line ministries also developed their planning pro-
cedures. Danor willingness to make resources available for sector pro-

10
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grammes or other kinds of line minlstry programmes, were directly
linked to possibilities to get access to result information (on pt)vﬂ:ly i‘:'m .,
sults), alvo concerning consumption of financial resources, In # “nor
situation, line ministries would have turned (o the MPY and asked them
what kind of instruments they could offer and what kind of sector indis
vidual information that could he made accessible, However, from experi-
ence line ministries knew that MPT could not provida them with almost
anything of what they (L.e, donors to the sector programme) needed, As 4
result, all concerned line ministries entered in o the process of establish
ing their own comprehensive PFM systems and responded 1o the mere
limited MPF requests in & separate process, This deep dissppointment
and mistrust from line ministries towards the MPI still henvily affect pos-
sbilities to establish workable and understandable result reporting rou-
tines that can serve both the needs of MPF as well as those of line minis-
tries. Not even at this stage the Sida funded project tried to engage line
ministries in its work (not until approximately year 2000), Line ministries
also did not want to get engaged, To them, any approach from the MPF
meant & possibility of someone taking something away, This was also
thoroughly displayed through the parallel introduction of new planning
and budget routines at the DNPO wriggered by the sector i
approach. In this, line ministries proved to reveal as little information as
possible to MPF concerning especially off-budget funds, This was a direct
result of many years’ experience of much control and no service from
the MPE.

The absence of results in system development and the inability of the
GoM to report on actual poverty results, also led a number of donors to
engage in direct support to provincial administrations (this was also done
from a policy point of view, indicating the superior position of lower ley-
els of the administration, operating closer to the “people”). Support was
provided as project money or, increasingly, also as sector programme sup-
port. Sweden was the first donor to introduce untied general budget sup-
port to a province, highly appreciated at the MPE. Donor advantages of
direct provincial support were obvious: At the positioning of an expatri-
ate resource in the province, all steps of realisation could be monitored:
planning, budgeting, execution and reporting, Capacity constraints with
the provinces in Mozambique are however much worse than at central
level and factual possibilities to follow through are not always at hand.
Work in any province in Mozambique would also display the non-deliv-
ery from central level, especially in relation to funds the province is enti-
tled to according to the budget but that is undeliverable due to perma-
nenit liquidity crisis, Engagement at provincial level represents a bit of
Previous project motives: In a smaller and closer implementation area,
pousibllitios of success increase, On longer term however, this represents
more of expatriate funding (and ruling) of the country and is not feasible
a8 u definition of eventual domestic full ownership. In an aid world domi-
nated by programme support for public expenditure, engagement with
provinces or districts or regions is however recommended, to keep in con-
tact with I'enliryn.ndnllounmcantocheckuponmults.'l'hismﬂd
mean more than a tracking study. As part of the re-establishment of the
accounting (budget followsup) system, the Sida funded project co-oper-
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ated successfully with all provinces in Mozambique through a number of
years,

The introduction of the “poverty concept” from the BWI:s did not only
vepresent a change of terminology: It was also triggered by the fact that
many of the concerned countries gractually stabilised their macro
economy duning the 80's and the 90, This left BWI's — especially the
Bank - with the question what to do in these countries. What was their
msion dvire in the dialogue with for instance Mozambique? The answer
came out as engagement in ID - institutional development. The BWls
had realised that continued motivation for engagement lied with the pos
sibility to present results pointing to paverty alleviation. The means to
accomplish this was the governments institutions in concerned countries.
In a very short period of time a rather odd setting established itself in
Mozambique: The World Bank (as it should) came to engage in the pub-
lic administration reform and (much more unusual) the IMF came to be
the leading agency in PFM reform. A number of new diagnostic instre
ments were introduced from the BWI:s and are now considered to be
rnost important tools, even though they not always guarantee high qualk-
jty (primaxily GFAA, a renewed PER and the ROSC).

This new setting had and has a tremendous and profound influence on
bilateral donor possibilities and engagement in institutional capacity
hﬁld:)ghﬂxepuhﬁcmmmmnimg\ﬁdedbyamwﬁmm
mmMmmﬁquemmmmmumewmtmm
multilaterals as well: the ADB and the UNDP),

For the Sida funded project at the MPE there was no immeciate impact
ﬁanﬂ:einuoducﬁonofaPRSPinMMmqth&@BWl&
came as a wish to introduce functional classification of the budget (to
mBWImpomiﬁﬁﬁaMma}yseﬂ\emtypmﬂkdmm
Sinoemoﬁnropmﬁonalandcmnpetmtmmew(mdh)lm
ot MPE, this “request” landed with the Sida funded preject that had to do
all implementation work. Parallel to these initiative from BWIw a
mmbﬂ'd‘ﬂ\drawnanalyseswemcwﬁedo“t‘ﬂmedmm;m
mqn&foraummahmﬁWPFMlawmmt@dmm&m
Minister to the Sida funded project (the new Public Finance Manage-
mmﬁb&m&AMmm*Mm
mﬁngitposﬁﬂemmuuducemm&&mlnmtedmmﬁdm
agement System, also called SISTAFE, in Mozambigue.

Top management realised that some initiatives had to be taken to make it
o tmcnewIFMS,lnmeamemofamNm

possible to implemen
mdUﬁf@*&cnewmdobvimuco-mﬁmmmﬁwhmm

son of the SISTAFE — top-management ance again wrned ©
the Sida funded project for help.

mgagmmtﬁmnme&damndadpw&octhmom\pbmmimd‘
- obvious, Thecqmamnfth@whwwm\m

the law seemed to be
accounting model (in addition to the payment systemm, control Runodons,

memmmemm&mmmmmm |
Sinocmmummhoutmandinﬂuamuumhwpmmmdﬁa
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result of the absence of com

t expatriate resources in almost all
thher de‘velopment assistance, the Sida funded project soon found itself
ina pctntion were more and mre responsibility was handed over linked
.to the implementation of the ical features of SISTAFE. As late as
n April 2002 discussions took [pl

ace concerning a Sida funded take over
of the ?mvious EU engagement at the Treasury Directorate in the minis-
try. Thl? was all done under thee full approval of all levels of the ministry,
from minister downwards, Th was no reason for the project to antici-
pate anything but full support in this, in the implementation stages.
t the engagement and make it feasible
three line ministries and one province
request was presented to Sida about ex-
ew three year period starting 2003,

The problem was instead to limi
for the project. Pilot projects at
were drawn up An informal
tended resources for the n

'2I'§1(')82 scet&lario completely reversed in more or less six months from mid
to the turn of the year half a month a 0. This brutal change was
the direct result of .

an IMF decision to engage ifrthe marnagement of management of the
UTRAFE entity. In the absence of “normal” Initiatives in this area
and in the vacuum (non-action) of a co-ordinated initiative from the
G-group, IMF found it appropriate to take the lead in the introduction
and implementation of the SISTAFE. The first idea was probably to
monitor this process through control of UTRAFE only. A Brazilian long
term consultant was contracted to safeguard IMF infl

: uence in policy-
making, content and co-ordination of the reform at UTRAFE.

Either based on a policy decision at the IMF or as a result of personal
ambition and engagement, the Brazilian consultant, backed by the name,
position and function of the IMF, succeeded in six months to convince
the minister to transfer all implementation responsibility of the technical
SISTAFE to UTRAFE, to transfer procurement responsibilities of both
the training programme as well as the crucial IT-application of the
whole IFMS to UTRAFE, to accept a very limited conceptual model for
SISTAFE as compared to a modern IFMS and in practice prohibit all
bilateral co-operation between the MPF and any donor, that included
support to the implementation of the SISTAFE.

In practice this meant that the Sida funded engagement at the ministry
in six months went from an almost complete control of the whole imple-
mentation of the new law, to a one year contract with the ministry in-
cluding a number of areas that do no relate to the SISTAFE implemen-
tation at all. A, to say the least, very dramatic development, realised as a
result of very tuff language from IMF to the minister and also to Sida
representatives. It is likely that the finance minister understands the limi-
tations of the Brazilian conceptual model and would have liked to keep
Sida engaged, but had to bend to IMF requirements. What will happen
on medium term remains unclear. One alternative would be that limita-
tions in the conceptual models will raise interest for a revision towards a
more Anglo-Saxon/Nordic technical model. This is however unlikely
since the model will meet GoM immediate needs to improve financial
control. Also, the WB that holds professional competence in this area,
will, in spite of this, not challenge its BWI brother. Considering IMF’s.
very limited knowledge in institutional capacity building, the current situ-
ation must be appraised as at least unfortunate.
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Why bother? :

A crucial and interesting aspect of donor engagement in these kinds of
co-operation, lies with the question when and why you should continue
and when and why you should withdraw. Sida policies in this fleld have
been and still are more than applicable in this Mazambican case:

The dimension of corruption and especially misuse of funds (gravely in- \
creased through disbursement of programme support from donors to the

GoM'’s payment system almost without any contral) almast goes beyond

comprehension, bearing in mind that these manies are stolen for private ¢
consumption. Attempts to reveal these misdeeds are met by organised

murder, most likely funded by the President’s son. Poverty reduction re- | |

sults are limited in spite of and in relation to massive external financial i &

support. Capacity at core parts of the MPF has not improved and is still

in a terrible state (the Treasury), In some areas the situation has deterio- '19 re?

rated in the last years (Budget and Planning). No support is provided to

sector ministries from MPF in financial areas crucial to them. The con-

ceptual model of SISTAFE now intended to be implemented will not im-

prove this situation. There are few signs of improvement of staff compe- l
tence. Ownership to all reform work is very low and diminishing. In ad- !
dition, accountability in terms of service delivery answering to the rights

of the citizens, is also low.

Are these reasons enough, in a result oriented management, not to con-

tinue co-operation? Could the situation become any worse? Is it the seri-

ousness of the situation that in fact constitutes ground for continuation?

The BWIs that carry few moral aspects in their political agenda, will al- EJ .
m&m‘%m a rea- .\‘L\

son for continued bilateral engagement?

From the current situation in Mozambique you could also put the ques-

tion if some countries are more popular with donors irrespective of con-

ditions. The Swedish Government is considering whether to terminate

bilateral co-operation with Guinea-Bissau or not. This support has been

on-going during more or less the same period of time as the support to

Mozambique. There could be good reasons to cease continued assist- 2
ance: There is serious political instability in the country and no delivery it
of results. The country is declared off-track by the IMFE. In Mozambique N
itwwldbe&irﬁoa&iftheﬁmenmbymdmdgovumnmt.w . /Q‘}w
oanpleﬂdypuﬁnﬁedb,crhnim!ne}wuh.lnadcﬁumn:wﬂtddmyu A

poor. Yet nobody nowhere would initiate a process to ask if bilateral co-
operation shoukl come to an end.

Some impressions

A few issues could be highlighted as experiences from this project. Some '

of these aspects relate directly to Sida's policy for capacity development

and have been applied (succesfully) in the support to MPF:

~ System development and reform of procedures are not enough. You
should always work with Human Resource Management (HRM), at
least at concerned entities. Parallel engagement at the concerned min-
istry’s/institution’s HRM entity will become necessary on medium

14
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