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PREFACE

The Oromiya Regional Public Expenditure Review (RPER) is part of the Ethiopia Public
Expenditure Review 2001 (PER 2001). Other topics covered in the PER included fiscal review;
expenditure tracking; aid management; and RPERs of the Tigray and Benishangul-Gumuz
regions.

The content and process of the RPERs were discussed at several workshops held between
September 2000 and February 2001 in Debre Zeit, Brussels, and Addis Ababa. At the Addis
Ababa (February 2001) workshop, it was agreed that each regional study would cover the whole
outline laid out in the PER 2001 Concept Paper (see Annex 1) but focus especially on those parts
of the outline of specific interest to the region, based on the views of the members of the Regional
Working Groups (RWG).

The report was prepared by Giovanna Prennushi (PRMPR) with inputs from Eyerusalem Fasika
(AFMET), Mohammed Mussa (consultant) and Jim Smith (AFTM2). Duvvuri Subbarao
(AFTM2), the Task Manager for the Ethiopia PER process, and Frederick Kilby (AFTM2),
Sector Manager, provided guidance.

The report is based on information collected during missions in the spring and fall of 2001
through discussions with government staff and other experts; review of data and documents; and
a field visit. The team wishes to thank the Chairman and Members of the Regional Working
Group (in particular Ato Yoseph Abdisa, Head, Regional Finance Bureau, and Ato Wassie
Berhanu, Head, Regional Planning Bureau) (see Annex 2 for the members of the Regional
Working Group); officials of the Federal Ministries of Finance and Planning; officials of the Arsi
Zonal Administration; and communities in the Arsi zone. They were all very generous with their
time during what turned out to be a busy period for the regional government.

An earlier draft of this report benefited from detailed comments by Ato Yoseph Abdisa, Ato
Wassie Berhanu, Ato Mohammed Beyan, Ato Teshome Degefa, Ato Johannes Genda, Ato Siraj
Kedir, Ato Ahmed Mohammed, Ato Dereje Tollu of the Regional Government of Oromiya;
Stephen Lister, Henk Koppen, Trish Silkin (DfID consultants); Fabio Bedini and Luciano Mosele
(Italian Cooperation); and Patricia Alexander (CIDA consultant).

Further plans include translation of this report into Oromifa and its dissemination at a regional
workshop in the first half of 2002.





CONTENTS

PREFACE ....... ....................................................................... I

EXECUTIVE SUMMARY ............................................................................... i

1. INTRODUCTION AND OBJECTIVES .1

2. REGIONAL PROFILE, WITH A FOCUS ON POVERTY .3

Oromiya at a glance .3
The extent of poverty .3
Political and administrative structure .5

3. REVIEW OF FISCAL PERFORMANCE .7

Overview.7
Analysis of resources available to the region .8
Analysis of resource allocation .1
Education expenditures .17
Health expenditures .21
Agriculture expenditures .22

4. BUDGETARY INSTITUTIONS, SYSTEMS AND PROCESSES .27

Budget formulation .27
Budget execution.27
Tracking inputs and outputs .29
Budget evaluation.29

5. PUBLIC FINANCE MANAGEMENT: EVALUATION .31

Links between poverty and public finance management .31
Key issues in resource allocation and efficiency of resource use .33
Autonomy and fiscal decentralization .33
Aid management.34
Monitoring poverty outcomes and impacts .34

6. RECOMMENDATIONS .37

Value of the Regional PERs .37
Lessons learned on the process of carrying out the regional PERs .37
Content and sequencing of the reform agenda and technical assistance needed .38
Follow-up work in Oromiya .38

BIBLIOGRAPHY ............................................................................... 41

ANNEX1 ............................................................................... 43

OUTLINE OF REGIONAL PERS (DRAWN FROM THE PER CONCEPT PAPER, REVISED FEB. 2001) ....................... 43

ANNEX2 ............................................................................... 47

MEMBERS OF THE OROMIYA REGIONAL WORKING GROUP .............................................................................. 47

FIGURES
Figure 3. 1: Trends in Actual Total, Recurrent, and Capital Expenditures, FY98-00 ................................................. 13
Figure 3.2: Composition of Recurrent Expenditures, FY00 ............................................................................... 14
Figure 3.3: Economic Breakdown of the Recurrent Budget for Education, Average Shares, FY94-01 .................... 19
Figure 3.4: Sub-Sectoral Breakdown of the Recurrent Budget for Education, Average Share, FY94-01 ................. 19
Figure 3.5: Sub-Sectoral Breakdown of Capital Budget, Average Shares, FY94-00 ............................................... 20
Figure 3.6: Crop Development: Foreign and Domestic Capital Budget, FY94-00, and Actual Expenditures

(FY98-00), Birr Million ............................................................................... 25



TABLES
Table 2.1: Regional GDP Estimates and Sector Shares, FY99 .............................................................................. 3
Table 2.2: Incidence, Depth and Severity Of Income Poverty in Ethiopia, Main Regions, 1995/96 ............................ 4
Table 2.3: Percentage, Number, and Share of People Living Below The Poverty Line, Main Regions, 1995/96 ........ 4
Table 2.4: Life Expectancy, Under-One Mortality and Under-Five Mortality, 1995/96 .............................................. 5
Table 3.1: Consolidated Budget and Actual Expenditures, Birr Million, FY98-01 ...................................................... 7
Table 3.2: Budget and Expenditure Trends, Percentage Changes from Previous Year, FY98-00 ................................ 8
Table 3.3: Own Revenues, Budgeted and Actual, Birr Million, FY98-01 .................................................................. 10
Table 3.4: Federal Grant Entitlements and Transfer, Regional Shares, FY01 ............................................................ 11
Table 3.5: Expenditures, Budgeted and Actual, Current and Constant Birr Million, FY98-01 .................................. 12
Table 3.6: Expenditures, Budgeted and Actual, Current US$ Million, FY98-01 ....................................................... 13
Table 3.7: Recurrent Budget, Economic Classification, Birr Million, FY98-01 ........................................................ 14
Table 3.8: Capital Expenditures, Budgeted and Actual, Birr Million, FY98-01 ........................................................ 16
Table 3.9: Capital Expenditures, Sectoral Distribution of Foreign and Domestic Funding, Average, FY98-01 ........ 17
Table 3.10: Capital Expenditures, Estimated Shares of Recurrent and Investment Components, FY98-0 1,

Percent .............................................................................. 17
Table 3.11: Education Expenditures, FY98-01 .............................................................................. 18
Table 3.12: Capital Expenditures in Education, Budgeted and Actual, Birr Million, FY98-01 . . 20
Table 3.13: Health Expenditures, FY98-01 .............................................................................. 22
Table 3.14: Agriculture Expenditures, FY98-01 .............................................................................. 24
Table 3.15: Foreign Financing of Capital Spending in Agriculture, FY98-00 ........................................................... 25
Table 5.1: Gross Primary Enrollment Rates (Percent) by Region and Quintile, 1996 ................................................ 31



EXECUTIVE SUMMARY

1. The Oromiya Regional Public Expenditure Review is part of the 2001 Ethiopia Public
Expenditure Review. The main objectives of the study were to (a) deepen the understanding of
donors and central authorities of regional public expenditure processes, strategies and results, (b)
to assist regional authorities in addressing public expenditure management issues and support
strengthening of capacity at the regional level, and (c) to increase the awareness of regional
authorities to their emerging role in the implementation of the poverty reduction strategy and
utilization of HIPC resources. The study was canied out by a team of World Bank staff and
consultants over the period January-May 2001, with guidance and contributions from the
members of the Oromiya Regional Working Group specially constituted for the purposes of
study. After a brief look at poverty and social indicators and at the administrative structure of the
region, the study focuses on overall and sectoral budgets and expenditures, budgetary processes,
and issues in public expenditure management.

2. Oromiya is a large and complex region. With 23 million people living mostly off the land,
in both high- and low-potential areas, and for a small part in the active urban areas around the
capital, it encompasses many of Ethiopia's diverse realities. As per 1995/96 data, the incidence of
income poverty in Oromiya was lower than in other large regions, but the absolute number of
poor people is large because of the region's large population. Some social indicators are worse
than in other large regions - for example child mortality and school enrollment - and some are
better - for example malnutrition. In general, indicators are worse for girls and for rural areas.
Trends over the period 1996-1998, as indicated by the Welfare Monitoring Surveys, are mixed,
with improvements in gross and net primary and secondary enrollment rates but also higher short-
term malnutrition.

3. The region is governed by a President and an Executive Committee, appointed by the
elected Regional Council. Zonal and woreda administration complement the regional
administration. The region has responsibility over education, health, agriculture, rural roads, and
other services that are crucial for poverty reduction. Hence, it is important to gain a better
understanding of how the region uses the public funds at its disposal.

4. The size of the regional budget is determined by federal authorities using a formula that
aims to ensure an equitable distribution of available resources across regions. Given the federally
determined spending limit, the region receives a grant transfer from the center to cover the gap
between the spending limit and the sum of its own revenues and external aid. In recent years, the
federal transfer has accounted for around two-thirds of total expenditures, with a low point of 48
percent in FY00 because of the border conflict. Recurrent expenditures represent about 70 percent
of the total.

5. The overall level of public expenditures, at around Birr 60 per capita, was low before the
border conflict and declined even further during the conflict. It is expected that the level of
resources available will steadily increase now that the conflict is over. Even considering that
some activities in the region are supported by the federal government, this low level means that
funds for all key activities, including education and health, are extremely limited. Since personnel
costs absorb 70-80 percent of the recurrent budget, which is about 70 percent of the total, the
funds left over for operations and maintenance, materials and supplies, and investment are low by
any standard.

6. This situation is reflected at the sectoral level: funds for education and health are limited
overall, have declined significantly in real per capita terms during the conflict (much more so for



health than for education), and essential non-wage expenditures - for facility maintenance,
textbooks, drugs - are severely squeezed. Capital spending, more than half of which is financed
by donors, has fluctuated considerably in recent years. The agriculture sector absorbs a large
share of public resources - around 15 percent - to support a wide network of development agents
providing extension and veterinary services. Data on what public expenditures buy in terms of
services to citizens are collected from the local level up, but are not systematically collated so as
to facilitate an analysis of the cost or efficiency of providing services.

7. In terms of budget formulation, the process starts from the lowest levels of the
administration. Proposals are aggregated up through both sectoral and administrative channels
(from woreda to zone to region). Once the spending ceiling is known, regional authorities make
decisions on what gets funded, in consultation with staff from lower-level administrations.
Lower-level administrations receive budgets specified at a high level of detail and have virtually
no authority to reallocate funds, not even across categories of expenditures within non-wage
recurrent expenditures or across sub-sectors.

8. An impressive system is in place to track expenditures and outputs (activities carried out),
with officials down to the lowest level of government knowing what they are supposed to achieve
and tracking results at least monthly. However, as mentioned, the general impression is that this
wealth of information is not linked to expenditures in a systematic way, nor used to inform
decisions on allocations - possibly because local authorities have limited decision-making power.
On implementation capacity, the study team's impression is that the administration is able to carry
out what it sets out to do; considering the very limited funds available and the low levels of civil
servants' pay, this is commendable.

9. There are several issues in public expenditure management that warrant attention. First,
there is at present no system in place to assess whether the activities public expenditures fund are
having a beneficial impact on people's lives. At the regional level, there is no poverty monitoring
unit with data collection and analysis capacity, and no use has yet been made of information
available from national data and studies. At the local level, no information is collected on
outcomes and impacts, such as whether farmers who receive the extension package and repay
their input loans are actually improving their lives - able to send their children to school, repair or
improve their houses, buy assets, and so on. It seems that it would be possible with little
additional effort to obtain at least some information on indicators of living standards, and that this
could be very helpful in informing decisions on programs and expenditures.

10. Second, there are issues related to the autonomy of lower levels of government. In practice,
budgeting authority is not very decentralized and local administrations appear to have limited
autonomy. While accountability mechanisms need to be put in place before budgeting and
spending authority is decentralized, this is clearly the direction to move towards. The proposal to
,lrovide some form of unearmarked grants transfer to the zones is worth exploring further.'
Regional authorities may also want to consider granting local authorities a little more discretion
in reallocating funds within budget categories.

11. Third, there are issues related to aid management. Regional authorities do not fully
understand the procedures used by federal authorities in calculating aid flows going to the region
(which are partly offset by reductions in the federal transfers under the budget-offset mechanism)
and have difficulties in predicting aid flows, as the large differences between original budgets,
revised budgets, and actual expenditures indicate. These problems are not unique to Oromiya;

Subsequent to the drafting of this report, it was learnt that the Government has decided, in principle, to
devolve untied block grants to woredas. Since the modalities have yet to be finalized, this report has
not been revised to reflect this change. The thrust of the report will remain unaltered by this decision.
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they are faced by other regions as well. The federal government should work closely with donors
and regional governments to clarify procedures and reduce uncertainty to the extent possible.

12. In closing, the study looks at the value of this PER exercise as perceived by federal and
regional authorities, based on discussions held in September 2001, and at ways to improve the
process of conducting regional PERs in the future, in particular to make it easier for regional
authorities to be closely involved with the work.

13. Looking at the reform agenda in Oromiya, the study recommends giving priority to
strengthening accounting practices and the tracking of activities and achievements, and stresses
the need for technical assistance to help regional authorities gain a better understanding of
welfare outcomes/impacts achieved. A proposal for further work in this area is laid out.

14. After finalization, the Oromiya PER will be translated and further disseminated in the
region, partly through a workshop to be organized by authorities in early 2002. It is hoped that
these steps will help make the report available to and known by a wider audience.





1. INTRODUCTION AND OBJECTIVES

1.1 The three regional public expenditure reviews (RPERs) that were part of the 2001
Ethiopia PER had three main objectives: (i) to deepen the understanding of donors and central
authorities of regional public expenditure processes, strategies and results; (ii) to assist regional
authorities in addressing public expenditure management issues and support strengthening of
capacity at the regional level; and (iii) to increase the awareness of regional authorities to their
emerging role in the implementation of the poverty reduction strategy and utilization of HIPC
resources.

1.2 The content of the studies was discussed at workshops held between September 2000 and
February 2001 in Debre Zeit, Brussels, and Addis Ababa. At the Addis Ababa workshop it was
agreed that each regional study would cover the whole outline laid out in the PER 2001/02
Concept Paper (see Annex 2) but focus especially on those parts of the outline of specific interest
to the regions, based on the views of the members of the Regional Working Groups (RWG). The
Oromiya RWG identified five themes as being of specific interest: (a) the composition of
expenditures between recurrent and capital, across sectors, and within sectors; (b) intra-regional
allocation of expenditures; (c) inclusion of aid in the federal grant fornula and aid management
more generally; (d) capacity constraints; and (e) monitoring systems for poverty outcomes and
impacts. All of these themes (except capacity constraints, which could not be covered in the time
available) are discussed in detail in chapters 3 and 5.

1.3 The report is based on information collected during two missions in the spring of 2001
through discussions with government staff and other experts; review of data and documents; and
a field visit. During the field visit to the Arsi zone, which focused on agriculture, the team met
with officials of the Zonal Departments of Agriculture and Finance, Woreda Agriculture
Development Offices, Development Agents for Development Centers, farmers, cooperative

2members, and women. Admittedly, the areas visited are not representative of the entire region
because they have high potential for agriculture and have enjoyed sufficient rainfall even in
recent drought years; education levels are higher than the average; and infrastructure provision is
better, partly as a result of long-term donor involvement. Thus, team members made an effort not
to generalize from this limited experience.

1.4 The study was discussed with regional authorities in September 2001 at a workshop and
various meetings. A regional dissemination workshop will be organized by the regional
authorities in early 2002. Further work on the services provided through public expenditures and
the benefits these bring to people is planned.

2 The team chose to focus on agriculture because of its importance for development and poverty
reduction. The Arsi zone was chosen because the team had only a limited amount of time for field
work and needed to go to an area that was not too distant from Addis; also, previous work by a team
member in the area made it easier to establish contact with local government officials and
communities.





2. REGIONAL PROFILE, WITH A FOCUS ON POVERTY

2.1 This chapter draws a quick sketch of the Oromiya region. In a nutshell, Oromiya is large
and diverse, with some areas that are relatively better off compared to other regions in Ethiopia
but with pockets of severe deprivation and suffering. To provide context for the discussion of
fiscal trends in chapter 3, this chapter also looks briefly at the structure and responsibilities of the
regional administration.

Oromiya at a glance

2.2 Population. With 23 million people, Oromiya would be the seventh-largest Sub-Saharan
African country were it an independent state.3 Its population is growing at 3 percent a year. So
what happens in Oromiya has relevance not just for Ethiopia, but also for Sub-Saharan Africa as
whole. Ninety percent of Oromiya's people live in rural areas and are predominantly subsistence
farmers. Oromos represent almost 90 percent of the rural population. Urban areas are more
ethnically diverse, with Oromos (55 percent), Amharas (30 percent), Guragies (8 percent) and the
remaining 7 percent made up of other ethnic groups. In terms of religion, 47 percent are Muslim,
41 percent Ethiopian Orthodox Christian, and 9 percent Protestant Christian.

2.3 Geography and agricultural activities. Geographically, 75 percent of the region is
highlands that allow significant crop production if there are good rains, but also suffer from
severe environmental degradation. In the 25 percent of the region that is lowlands, livestock
raising is the dominant occupation. Encompassing different agro-climatic zones, the region has
both surplus-producing as well as food-insecure areas.

2.4 Economy: GDP. Regional GDP was Birr 19 billion in FY99, according to regional
estimates (MEDAC estimates are not available for Oromiya, and there are discrepancies in the
available data).4 Agriculture accounts for two-thirds of the total, and services constitute about
one-fourth, half of which is trade, hotels, restaurants. Industrial activities contribute less than 10
percent of regional GDP.

Table 2.1: Regional GDP Estimates and Sector Shares, FY99
Birr mil Shares (%)

Agriculture 11935.3 64
Mining and Quarrying 304.5 2

Manufacturing 1181.5 6
Electr., Gas and Water Supply 433.9 2
Construction 920 5
Trade, Hotels and Rest. 1990.9 I1
Transport & Comm. 523.5 3

Other Services 1460.3 8
Total Regional GDP 18749.9 100

Source: Orotniya Economic Study Project Office, Regional Income Account Estimates. 1999,
in Government ofthe Regional State ofOromiya (1999).

The extent of poverty

2.5 Income poverty. Based on data from the 1995/96 HICES and the base poverty line used
in the World Bank Poverty Assessment (Birr 989 in rural areas and Birr 1,181 in urban areas in
FY96 prices), Oromiya has lower poverty incidence, depth, and severity than the national

3 Population estimate for 2001 (CSA, 1998). Only Nigeria, the Democratic Republic of the Congo,
South Africa, Tanzania, Kenya and Sudan are larger.

4 For example, the base year for the calculation of constant price series is different.



average.5 The estimates are close to those of Addis Ababa, and lower than those for other large
regions. But this does not mean that income poverty in Oromiya is insignificant; because the
region's population is large, it is home to the second-largest number of poor people among
regions in Ethiopia: almost seven million.

Table 2.2: Incidence, Depth and Severity Of Income Poverty in Ethiopia, Main
Regions, 1995/96
Region Incidence Depth Severity
National average 45 13 5
Addis Ababa 30 9 4
Tigray 56 17 7
Amhara 54 16 6
Oromiya 34 8 3
SNNP 56 18 7

Source: 1995196 HICES data, in Welfare Monitoring Unit (1999).
Note: The incidence of income poverty is measured as the share of people living on less than the national
poverty line (see footnote 4). The depth of poverty takes into account how far below the poverty line the
poor are, and can be interpreted as the share of the poverty line needed, on average, to lift all the poor to the
poverty line. The severity of poverty similarly looks at how far below the line the poor are, giving more
weight to those at the bottom; the figure does not have a direct interpretation, but a higher figure indicates
that people are farther below the poverty line.

Table 2.3: Percentage, Number, and Share of People Living Below The Poverty Line, Main
Regions, 1995/96

Region Percentage Population Number of poor Share of the total

Oromiya 34 19,779,000 6,724,860 27

Amnhara 54 14,552,000 7,858,080 31

SNNP 56 11,001,000 6,160,560 24

Somali 32 3,332,000 1,066,240 4
Tigray 56 3,299,000 1,847,440 7

Addis Ababa 30 2,220,000 666,000 3

Ethiopia 45 56,372,000 25.367,400 100

Source: 1995/96 HICES data; World Bank (2000b), p. 94.

2.6 These aggregate numbers mask vast variations within the region. Oromiya is vast and
diverse and, as one official remarked, most of Ethiopia's realities are present in Oromiya, from
the pastoral conditions on the border with the Somali region to the famine areas of Wollo, to the
relatively developed semi-urban areas surrounding Addis: "All the problems found in Ethiopia
are found in Oromiya".

2.7 Social Indicators. Other social indicators confirm that, while on average conditions in
Oromiya are not worse than elsewhere, there are large disparities within the region. For life
expectancy, under-one mortality and under-five mortality, for example, there are significant
discrepancies between urban and rural areas: rates for urban areas are second only to Addis, while
rates for rural areas are comparable to those of other regions.

5 The poverty line used by the Welfare Monitoring Unit (WMU, 1999) and in the World Bank Poverty
Assessment (World Bank, 1999) corresponds to the cost of a minimum diet providing 2200
kilocalories, plus non-food expenditures equal to those of a household whose food expenditures are
equal to the cost of the minimum diet

6 1994 census results, World Bank (2000b), p. 87.
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Table 2.4: Life Expectancy, Under-One Mortality and Under-Five Mortality,
1995/96
Region Life expectancy Under-] mortality Under-S mortality
Oromiya urban 55 93 132
Addis Ababa 59 77 107

Oromiyarural 50 121 177
Amhara rural 54 102 146

Source: 1994 census results, World Bank (2000b).

2.8 For malnutrition, differences between urban and rural areas are less pronounced but the
absolute levels are high. In urban areas, stunting at 57 percent and wasting at 9.5 percent are
worse than in city-regions and SNNP, but better than in Tigray and Amhara. Rural malnutrition
appears lowest among rural areas in the country, but it is still a very high 62 percent for stunting
and 9.6 for wasting.7

2.9 Gross primary enrollment rates are low by international comparisons in all of Ethiopia -
but fortunately they are increasing. For rural Oromiya, the Welfare Monitoring Survey reports an
increase from 25 to 41 percent from 1996 to 1998. Still, 1998 rates in Oromiya were lower than in
SNNP and Tigray, and continued to show marked gender differentials: male primary enrollment
was more than double that of females: 57 percent versus 24 percent.8

2.10 The picture that emerges is one of a region which is large and complex, and encompasses
most of the problems encountered in Ethiopia as a whole, but also of a region that has been able
to achieve improvements in recent years (for example in primary and secondary school
enrollment),9 that enjoys the advantage of proximity to the capital and access to better
infrastructure and more skilled manpower.

Political and administrative structure

2.11 Oromiya has existed in its present form as a separate administrative unit since July
1992,'° and the administration began to operate in FY94. The region is divided into 12 zones and
180 woredas. The regional administration is based in Addis Ababa, whose original Oromo name
is Finfinnee (but there are plans to move the Headquarters to Nazreth).

2.12 Legislative powers rest with the Regional Council, elected every five years. The Council
elects a President and appoints from among its members an Executive Committee, of which the
President is the chairman and thus the regional counterpart to the federal Prime Minister. The
Executive Committee exercises executive powers, assisted by a secretariat, which plays a role
similar to that of the Prime Minister's Office at the federal level, and has sectoral units headed by
members of the Committee. The regional administration is organized in Bureaus, which mirror

7 Stunting refers to height in relation to age; children are classified as stunted if their height-for-age is
below two standard deviations from the international standard. Wasting refers to weight in relation to
height; children are classified as suffering from wasting if their weight-for-height is two standard
deviations from the international standard (UN 1990). Wasting captures recent malnutrition; stunting
captures the long-terms effects of malnutrition. Data from the 1996 WMS, World Bank (2000b), p. 89.

8 1996 and 1998 WMSs, CSA (1999a and 1999b).
9 Data from the 1996 and 1998 WMSs show a substantial increase in enrollment rates; for example, the

gross primary enrollment rate in rural areas went from 25 percent in 1996 to 41 percent in 1998.
Unfortunately, drop-out rates for primary school also increased over the same period.

'° Proclarnation 7/1992 establishing "National/Regional Self-Governments".
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the central ministries: Finance, Planning, Education, Health, Agriculture, Water, Women's
Affairs, and others. Bureau heads are appointed by the Regional Council.

2.13 The administrative structure at the zonal and woreda level is similar to that at the regional
level, but without elected bodies at the zonal level. The Regional Council appoints the Zonal
Executive Committee, which in turn appoints Zonal Department heads. An elected Woreda
Council appoints the Woreda Executive Committee, which then appoints Woreda Office heads."1

Thus, woreda and zonal officials, while formally responsible to their respective sectoral superiors,
also report to the woreda and zonal heads, thus creating a complex reporting relationship.
Woredas are in turn divided into smaller units (kebeles in urban areas, or farmers' associations in
rural areas), but the heads of these units are not full-time, paid civil servants.'2

2.14 What do the regions have responsibility for? They play a crucial role in implementing the
country's development and poverty reduction strategy, as they manage programs in health and
education; regional infrastructure (rural roads and water supply); agriculture and irrigation; and
food security. Given this role, the regions should be closely involved in the design and
implementation of the government's national development strategy, sector development
programs, and the PRSP. At present, there appears to be a fairly good alignment between the
federal government and the regional administration in terms of goals and priorities, largely due to
the fact that all are governed by members of the same political coalition, the Ethiopia Peoples
Revolutionary Democratic Front.

2.15 To carry out its functions, the Oromiya region relies on a staff of about 115 thousand
people, about half of whom are teachers, and about 10 percent of whom work in the regional
administration in Finfmnee/Addis Ababa. Even considering the functions carried out by the
federal government, for a region the size of Oromiya, with 23 million people, this is not a very
high figure and suggests the dimensions of the capacity constraints the regional administration
faces.

There are fewer offices at the woreda level; so for example Education and Health are often combined.
12 For more detail on the structure of regional governments, see also Lister (1998), World Bank (2000a).
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3. REVIEW OF FISCAL PERFORMANCE

Overview

3.1 In order to carry out the activities and achieve the outputs for which they are responsible,
the regions both raise resources directly and get a transfer from the federal government. Own
revenues and part of the transfer cover recurrent expenditures (salaries and other recurrent costs);
the rest of the transfer, plus foreign resources, covers capital expenditures. Table 3.1 presents the
consolidated budget for the Oromiya region.' 3

Table 3.1: Consolidated Budget and Actual Expenditures, Birr Million, FY98-01
Ethiopian Fiscal Year 1990 1991 1992 1993
Gregorian Year FY98 FY99 FY00 FY01

Budget Rev. Actual Budget Rev. Prel. Budget Rev. Prel. Budget
Budget Budget Actual Budget Actual

Own Revenues 344.3 344.3 399.9 346.3 346.3 381.4 352.9 352.9 446.5 359.9
Federal Transfer 836.6 879.2 612.6 1160.9

Recurrent 506.5 52&2 466.0 905.9
Capital 330.1 351.0 1466 255.0

Recurrent Expenditures 930.0 931.9 895.2 1005.6 1005.6 917.4 975.8 975.8 925.2 1158.3
Capital Expenditures 359.9 416.7 383.1 414.9 433.6 341.0 300.7 377.0 216.2 611.4
Capital Exp. - Domestic 331.1 333.6 3165 352.0 352.0 302.6 146.2 146.2 139.5 302.9
Capital Exp. -Loans 4.7 8.6 10.0 14.8 28.8 0.5 111.8 188.1 26.1 215.4
Capital Fxp. -Assistance 24.1 74.5 566 48.1 52.8 37.9 42.7 42.7 50.6 93.1
Total Foreign Aid 28.8 83.1 66.6 62.9 81.6 38.4 154.5 230.8 76.7 308.5
Total Expenditures 1289.9 1348.6 1278.3 1420.5 1439.2 1258.4 1276.5 1352.8 1141.4 1769.7

Errors and Omissions -80.2 -84.6 24.7 -132.1 -132.1 40.6 -1565 -1565 -5.6 59.6

Own revenues/expend., % 27 26 31 24 24 30 28 26 39 20
Transfer/expenditures, % 65 62 48 66

For. aid/expenditures, % 2 6 5 4 6 3 12 17 7 17

Note: Revenues + Transfer + Foreign aid do not typically equal Total Expenditures; the discrepancy in actuals/pre-actuals, captured in
the Errors and Omissions, is between -0.5 and 2.8 percent of expenditures.
Source: Regional budget data.

3.2 This way of presenting the budget is uncommon: once the split between recurrent and
capital budgets is decided, for all practical purposes the two are treated as separate budgets, each
having to balance; regional documents do not present resources and expenditures together.
Nevertheless, the above consolidated view usefully highlights the relationship between sources
and uses of funds:

* Own revenues were around 30 percent of total expenditures (recurrent and
capital) in FY98 and FY99. In FY00, the share rose to 40 percent, as the

13 In September 2001, regional authorities provided the team with some new data on recurrent and capital
expenditures. However, these data could not be used because there were significant discrepancies
across sources that could not be resolved in the time available. Also, they were too aggregate to permit
detailed analysis. So some of the data in the table differ from the latest regional figures.



federal transfer shrank because of the border conflict. In FY0 1, own revenues
are expected to represent a smaller share of the total, as the federal transfer is
expected to increase substantially more than total expenditures; foreign aid is
also expected to increase.

* The federal transfer finances about two-thirds of total expenditures, with a
low of 54 percent in FY00.

* Foreign financing has covered less than 10 percent of total expenditures in
FY98-00, and was projected to rise to 17 percent in FY01. However, note
that this does not represent the total amount of foreign resources used in
Oromiya, only those that are captured in the regional budget.

* Funds available need to be used within a fiscal year; no borrowing or
carrying forward of funds is allowed.14 Budgets do show discrepancies
(captured under Errors and Omissions in table 3.1) but they usually disappear
when accounts are firmed up into actual expenditures.

3.3 In terms of trends, total expenditures declined even in nominal terms in both FY99 and
FY00, mainly because a substantial drop in capital expenditures. In FY99, the decline was due to
a significant decline in foreign aid, in FY00 to a drop in the federal transfer. The FY01 budget
foresaw significant increases in both aid and the federal transfer, and a corresponding increase in
expenditures. Trends in each component are discussed in greater detail below.

Table 3.2: Budget and Expenditure Trends, Percentage Changes from Previous Year, FY98-00
Ethiopian Fiscal Year 1991 1992 1992 1993
Gregorian Year FY99 FY00 FY00 FYOI

Pre-act. Pre-act. Budget Budget

Own Revenues -4.6 17.1 1.9 2.0

Federal Transfer 5.l -30.3 -30.3 89.5

Recurrent 4.3 -11.8 -11.8 94.4

Capital 6.3 -58.2 -58.2 73.9

Recurrent Expenditures 2.5 0.9 -3.0 18.7

Capital Expenditures -11.0 -36.6 -27.5 103.3

Capital Exp. - Domestic 4.4 -53.9 -58.5 107.2

Capita Exp. -Loans -95.0 5120.0 655.9 92.7

Capital Exp. - Assistance -33.0 33.5 -11.2 118.1

Total Foreign Aid -42.3 99.7 145.8 99.7

Total Expenditures -1.6 -9.3 -10.1 38.6

Source: Regional budget data.

Analysis of resources available to the region

3.4 Revenues. The Constitution specifies the tax sources assigned to the regions: profit and
sales taxes on businesses; agricultural income tax and land use fee; and personal income tax from
employees of the regional government. The Constitution does not assign the Value Added Tax to
either the center or the regions. Experience around the world varies in this respect; in some
countries, the VAT is collected centrally and revenues are allocated to states according to a
formula in others, states themselves collect the VAT. The latter system is more difficult to
administer, as it requires mechanisms to ensure that cross-state transactions are taxed only once.
In Ethiopia, discussions on the VAT have been held so far mostly at the federal level; there has
not been much discussion in Oromiya, but regional administrative capacity does not appear
sufficient at present to implement a regional VAT.

14 This position needs to be investigated further. It is not very clear if unspent funds just need to be
reappropriated the following year or if they lapse.
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3.5 As mentioned, in FY98-99 own revenues covered only about 30 percent of total
expenditures, indicating a high level of vertical imbalance: regions are highly dependent on the
federal transfer to finance their spending programs. As a share of regional GDP, regional
revenues amount to about 2 percent, which is low by international standards. Revenues are not
sufficient even to cover recurrent expenditures, let alone finance capital expenditures.

3.6 Expected revenues enter in the calculation of the federal transfer: higher expected
revenues imply a lower transfer for a given spending ceiling (see below for a discussion of the
transfer formula). As currently designed, the system could encourage underestimation of revenues
by regional governments eager not to tax their constituencies too much. At present, however, this
does not seem to be occurring; regional authorities stressed that there is no penalty for collecting
higher revenues than planned. Common views and close political links between the regional and
federal governments ensure that local interests do not override the common good.

3.7 Nevertheless, revenues turned out to be higher than planned in all of the past three fiscal
years - by 16 percent in FY98, 10 percent in FY99, and a remarkable 27 percent in FY00. The
extra Birr 93 million collected in FY00 came from additional sales taxes on goods (an extra Birr
32 million), business profit taxes (extra Birr 28 million), personal income taxes (Birr 13 million),
and government investment income,(Birr 11 million) (see table 3.3).X5 The higher revenue flow
helped offset at least in part the drop in the federal transfer. Interestingly, budgeted revenues for
FY01 increased only by 3.4 percent over budgeted FY00 collections.

3.8 During the course of the fiscal year, the Regional Finance Bureau monitors revenues
closely and, if collections are below expectations, zonal and woreda finance offices are mobilized
to step up efforts, educate the public on the benefits of public expenditures, explain why the
money is needed, and pursue new taxpayers. Any revenues beyond the budgeted estimates are put
in a pool ("regional reserve"), to be allocated by the Regional Council.

3.9 Transfer from the federal government. The process of setting the annual transfer from the
federal to the regional government begins with an estimate of the level of public expenditures for
the country as a whole that are consistent with the macroeconomic framework. This total is then
allocated to the regions on the basis of a formula which takes into account population, income
poverty, level of development, revenue raising effort and sectoral performance. After the regional
share is determined, the amount allocated as federal transfer is adjusted to take account of
expected revenues and foreign aid. Table 3.4 shows the regional shares of the total grant
entitlement, based on the formula, and the shares of the transfer, after correcting for revenues and
foreign aid.16

t5 The mission was informed that some business profit taxes were recorded under sales taxes, which
partly explains the large increase.

16 Actual revenue data for FY98 shown in Table 3.4 and elsewhere were kindly provided to the team in
September 200 1.

9



Table 3.3: Own Revenues, Budgeted and Actual, Birr Million, FY98-01

Ethiopian Fiscal Year 1990 1991 1992 1992 1993

Gregorian Year FY98 FY99 FY00 FY00 FY01
Budget Actual Budget Pre act Budget Pre act Extra rev. % Share Budget

TAX REVENUE 271.02 308.53 289.99 316.47 296.56 383.56 87.00 93 306.06

Direct Taxes 226.84 258.00 242.72 264.61 247.11 299.59 52.48 56 255.62
Income and Profit Tax 187.18 212.38 200.28 216.26 202.89 250.63 47.74 51 210.52

Personal income Tax 46.03 53.53 49.25 58.08 51.87 65.10 13.23 14 60.05

Rental Income Tax 0.16 3.09 0.17 0.31 0.35 0.98 0.62 1 0.36

Business profit Tax 96.68 109.25 103.45 109.71 105.88 134.00 28.12 30 104.43

Agricultural Income Tax 44.07 45.82 47.16 48.07 44.41 50.41 601 6 45.30

Capital Gains 0.24 0.69 0.25 0.09 0.38 0.15 -0.23 0 0.38

Rural land use fee 39.66 45.63 42.44 48.18 44.22 48.96 4.74 5 45.10

Urban Land Lease Fee

Indirect Taxes 44.19 50.53 47.28 52.03 49.45 83.98 34.52 37 50.44

Excise Tax on Loc. Man. Gs 0.03 0.00 0.03 0.00 0.03 0.00 -0.03 0 0.03
Sales Tax on Goods 37.10 44.11 39.69 45.29 43.18 75.22 32.04 34 44.04

Services Sales Taxes 2.29 2.82 2.45 3.38 2.73 5.01 2.27 2 2.79

Stamp Sales & Duty 4.77 3.60 5.11 3.36 3.52 3.75 0.24 0 3.59

NON-TAX REVENUE 73.32 91.33 56.28 64.92 56.29 62.89 6.60 7 53.85

Charges & fees 14.36 14.95 15.37 12.37 14.18 15.59 1.40 1 14.47

Sale of goods & Services 24.83 23.51 26.57 21.43 22.88 19.89 -2.99 -3 23.34

Government Invest. Income 1.85 4.02 1.98 7.89 3.89 14.60 10.70 11 3.97

Miscellaneous Revenue 11.38 25.85 12.18 22.39 15.14 12.45 -2.69 -3 11.87

Pension contribution 20.72 22.80

Other extraordinary

Capital Receipts 0.18 0.20 0.19 0.84 0.20 0.37 0.17 0 0.20

TOTAL 344.34 399.86 346.27 381.39 352.85 446.46 93.60 100 359.91
Note: the last two columns indicate the additional revenues collected in FY00 with respect to plans made in the budget and the share of
additional revenues contributed by each item over total additional revenues.
Source: Regional budget data.

3.10 Foreign financing. Reported foreign financing is a small part of the overall budget in
Oromiya: less than 10 percent of total expenditures. As discussed in the section on aid
management below, regional authorities do not actively seek donor support and prefer domestic
financing. Federal law does not permit regions to borrow directly from foreign financial
institutions to avoid regional inequities and to control and honor foreign obligations. The regions
do not borrow from the federal government either: while the regional budget distinguishes
between grants ("assistance") and loans, the distinction refers to the source of funding to the
federal government; the regions receive all federal transfers as grants.
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Table 3.4: Federal Grant Entitlements and Transfer, Regional Shares, FY01
Regions % Share of entitlement % Share of transfer

Tigray 8.29 8.13
Afar 5.47 6.73
Amhara 21.40 22.02
Oromiya 27.96 29.11
Somali 8.12 10.70
Benishangul 4.12 4.83
SNNP 17.97 12.36
Gambella 3.16 3.79
Harari 1.54 1.60
Addis Ababa 0.00 0.00
Dire Dawa 1.96 0.73
Total 100.00 100.00
Source: MEDAC (2000) and MEDAC data on federal transfer.

3.11 Note that the budget does not capture all foreign resources flowing to Oromiya. Regional
components of federal foreign-supported projects (for example, highways) and some donor and
private foreign funds (for example, some bilateral aid and foreign-funded NGO activities) are not
captured in the regional budget. The team was unable to get an estimate of foreign resources not
captured by the budget, as information on these flows is not kept by any one agency and is hard to
get from NGOs.

Analysis of resource allocation

Level, trends, and composition of public expenditures

3.12 Level. The overall level of public expenditures in the Oromiya region is not very high by
international standards. In FY98, before the conflict, total expenditures were Birr 1.3 billion, or
Birr 62 per capita, equivalent to US$ 186 million or US$ 9 per capita (see tables 9 and 10).'7 This
was roughly equivalent to 8 percent of regional GDP. This highlights the basic reality of public
expenditures in the region: funds available for education, health, rural infrastructure, agriculture
and irrigation, and other services that are the region's responsibility are very, very limited.
Adding in what the federal government spends in Oromiya in support of these sectors would not
change the picture significantly. 18

3.13 Trends. During the border conflict, expenditures declined from the already low pre-war
level of Birr 62 per capita to Birr 52 per capita in FY00, a 16 percent decline.19 Unsurprisingly,
capital expenditures were cut more than recurrent expenditures (Figure 3.1). In FY01,
expenditures were projected to increase to Birr 1.8 billion, or Birr 78 per capita, equivalent to
US$ 210 million or US$ 9.50 per capita.

17 These tables do not reflect the latest regional estimates. See footnote 13.
18 The federal government also funds other activities in the region, such as highways. The team did not

attempt to calculate the level and share of federal spending that benefits Oromiya.
19 The decline in constant FY96 Birr terms was 18 percent and in current US$ terms was 29 percent.
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Table 3.5: Expenditures, Budgeted and Actual, Current and Constant Birr Million, FY98-01
Ethiopian Fiscal Year 1990 1991 1992 1993

Gregorian Year FY98 FY99 FY00 FY01
Budget Actuals Budget Pre-Actuals Budget Pre-Actuals Budget

Current Birr
Recurrent Expenditures 930.0 895.2 1005.6 917.4 975.8 925.2 1158.3

Capital Expenditures 359.9 383.1 414.9 341.0 300.7 216.2 611.4

Total Expenditures 1289.9 1278.3 1420.5 1258.4 1276.5 1141.4 1769.7

% Shares, Current Birr
Recurrent Expenditures 72 70 71 73 76 81 65

Capital Expenditures 28 30 29 27 24 19 35

Total Expenditures 100 100 100 100 100 100 100

GDP deflator FY96 base 1.14 1.14 1.16 1.16 1.17 1.17 1.22
% change 1.3 1.3 4.3

Population, millions 20.728 20.728 21.370 21.370 22.024 22.024 22.689

Current Birr per capita
Recurrent Expenditures 44.9 43.2 47.1 42.9 44.3 42.0 51.1

Capital Expenditures 17.4 18.5 19.4 16.0 13.7 9.8 26.9

Total Expenditures 62.2 61.7 66.5 58.9 58.0 51.8 78.0

Constant FY96 Birr
Recurrent Expenditures 813.0 782.6 867.6 791.5 831.2 788.1 946.1

Capital Expenditures 314.6 334.9 357.9 294.2 256.1 184.2 499.4

Total Expenditures 1127.6 1117.5 1225.6 1085.8 1087.3 972.3 1445.5

Constant FY96 Birr p.c.
Recurrent Expenditures 39.2 37.8 40.6 37.0 37.7 35.8 41.7

Capital Expenditures 15.2 16.2 16.7 13.8 11.6 8.4 22.0

Total Expenditures 54.4 53.9 57.4 50.8 49.4 44.1 63.7

Real growth rate, budgets
Recurrent Expenditures 6.7 -4.2 13.8

Capital Expenditures 13.8 -28.4 95.0

Total Expenditures 8.7 -11.3 32.9

Real growth rate, actuals
Recurrent Expenditures 1.1 -0.4

Capital Expenditures -12.1 -37.4

Total Expenditures -2.8 -10.5

Source: Regional budget data.

3.14 The projected level of expenditures for FYO 1 is 55 percent higher than actual expenditures
in FYOO, and 33 percent higher, in real terms, than the FYOO budget. Both recurrent and capital
expenditures per capita are projected to increase, with capital expenditures almost trebling from
the actual level of FYOO (from Birr 8 to Birr 22 per capita). Whether such increases can be
realized remains to be seen.

3.15 Composition. The split between recurrent and capital spending is roughly 70 percent
recurrent, 30 percent capital, with the share of recurrent expenditures increasing to over 80
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percent in FY00, when the federal transfer was at its minimum, and expected to decrease to 65
percent in FY01 (see Table 3.5).

3.16 Actual versus budgeted expenditures. Unsurprisingly, recurrent and domestically-
financed capital expenditures did not diverge much from budgeted amounts over FY98-00: on
average, over 90 percent of what was budgeted was spent. On the contrary, foreign-financed
capital expenditures differed very significantly from both budget and revised budget amounts, for
both grants and loans. The reasons for this are explored below.

Figure 3.1: Trends in Actual Total, Recurrent, and Capital Expenditures,
FY98-00
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Table 3.6: Expenditures, Budgeted and Actual, Current US$ Million, FY98-01
Ethiopian Fiscal Year 1990 1991 1992 1993
Gregorian Year FY98 FY99 FY00 FYOI

Budget Actuals Budget Pre-Actuals Budget Pre-Actuals Budget

Current Birr
Recurrent Expenditures 930.0 895.2 1005.6 917.4 975.8 925.2 1158.3

Capital Expenditures 359.9 383.1 414.9 341.0 300.7 216.2 611.4

Total Expenditures 1289.9 1278.3 1420.5 1258.4 1276.5 1141.4 1769.7

Exch. Rate (period ave, FY) 6.86 6.86 7.53 7.53 8.15 8.15 8.378

Population, millions 20.728 20.728 21.370 21.370 22.024 22.024 22.689

Current US$ million

Recurrent Expenditures 135.6 130.5 133.5 121.8 119.7 113.5 138.3

Capital Expenditures 52.5 55.8 55.1 45.3 36.9 26.5 73.0

Total Expenditures 188.0 186.3 188.6 167.1 156.6 140.0 211.2

Current USS per capita

Recurrent Expenditures 6.5 6.3 6.2 5.7 5.4 5.2 6.1

Capital Expenditures 2.5 2.7 2.6 2.1 1.7 1.2 3.2

Total Expenditures .9.1 9.0 8.8 7.8 7.1 6.4 9.3

Source: Regional budget data.

The recurrent budget

3.17 Recurrent expenditures have recently been about three-fourths of the total, equivalent to
about six percent of regional GDP. The bulk of recurrent expenditures (roughly 70 percent on
average for the years FY98-01) goes to salaries. Of the balance, 7 percent is spent on health and
educational inputs; 2-3 percent on internal travel; and about 3 percent on maintaining and
operating the stock of buildings and vehicles. About 15 percent is transferred to institutions
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(schools, health facilities, agricultural research centers and other institutions), and the rest is
accounted for by other miscellaneous purchases of goods and services (see Table 3.7).

Table 3.7: Recurrent Budget, Economic Classification, Birr Million, FY98-01

Ethiopian Fiscal Year 1990 1991 1992 1993

Gregonan Year FY98 FY99 FY00 FY01
Budget Budget Budget Budget Ave. Share (%)

Wages & Salaries 621.3 688.9 703.8 757.8 68.20

Operations & Mtc. 60.8 71.7 48.9 69.7 6.20

O/w Utilities 8.0 10.5 8.5 10.8 0.90

O/w Travel & Subsistence 22.3 26.6 19.2 24.5 2.30

O/w Bldg. Mtc. 1.1 11.2 5.2 7.0 0.60

O/w Vehicle Mtc. 6.1 8.1 5.3 7.7 0.70

Materials & Supplies 98.9 109.1 92.2 124.2 10.40

O/wFood 20.8 21.3 21.8 22.4 2.10

O/w Medical supplies 27.1 31.8 25.0 29.9 2.80

O/w Educational supplies 16.1 17.6 13.3 29.9 1.90

O/w Uniforms, bedding 12.8 13.9 13.4 19.2 1.40

O/w Petrol 7.3 8.4 5.8 7.5 0.70

Grants, Transfers, etc. 133.7 122.4 128.5 182.5 13.90

O/w Grants to Institutions 65.0 66.5 53.7 91.0 6.70

O/w Pension Payments 67.1 42.6 29.0 43.0 4.50

Equipment Purchases 15.3 9.3 2.4 24.2 1.20

Total Recurrent 930 1005.6 975.8 1158.3 100.00

Note: It is not clear why some equipment purchases are listed in the recufrent budget.
Source: Regional budget data.

3.18 Total personnel costs (wages, salaries and pensions) were on average 73 percent of the
recurrent budget. Since grants to institutions also include personnel costs that cannot be
disaggregated, it makes sense to
calculate personnel costs over recurrent Figure 3.2: Composition of Recurrent Expenditures, FY00
budget minus grants to institutions.
This share is close to 80 percent. So O 2her r

the share of the budget going to other H.Mh GOmOli

items, such as Operations and 7
Maintenance and Materials and --

Supplies, is quite limited. When T ,ivw
sectoral expenditures are analyzed in d-

2%

more detail (see below) it does emerge
that some critical non-wage items are 43% Agce& Weter

underfunded. 9

3.19 The sectoral composition of
recurrent expenditures, which has
changed little over time, is largely determined by the responsibility of the region to provide
education, health, and agriculture services: education accounts for 40 percent, health for 10, and
agriculture for 15 percent of recurrent expenditures (see Figure 3.2). The relatively low share of
health in the total (just over 10 percent, substantially less than is spent on agricultural services or
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administration) is potentially a cause for concern, but may reflect the fact that inhabitants of the
region may be using services provided by hospitals in Addis Ababa or Dire Dawa.20

3.20 Administration and overheads absorb more than 25 percent of recurrent expenditures,
which appears high. The bulk of this (10 percent of recurrent expenditures) is for public order and
security; the rest for organs of the state, the judiciary and other general services.

The capital budget

3.21 The capital budget of Oromiya has fluctuated considerably over the last four years. The
domestic part of the capital budget has been relatively stable in absolute terms at about Birr 300
million, while the foreign-funded part has fluctuated considerably: Birr 67 million actual
expenditures in FY98; Birr 38 in FY99 (the lowest point of the four years considered); Birr 77
million in FY00, and an expected Birr 309 million for FY01. As a result, the relative shares of
domestic and foreign financing have varied considerably. From 83 percent in FY98, domestic
financing of capital expenditures rose to 89 percent in FY99, the year in which aid dipped, only to
fall back to 65 percent in FY00, when aid resumed and the federal transfer fell; for FY01, it is
expected to be 50 percent (see Table 3.8).2' It is hard to generalize from these trends, as they
have been sharply influenced by the impact of the border conflict.

3.22 Even in normal times, aid inflows are hard to predict with any degree of certainty for
both the federal and the regional governments, as commitments come at various times during the
year and disbursements are contingent upon satisfying various requirements. The border conflict
made the situation worse: in some cases disbursements were halted, in others project
effectiveness conditions were not met. Actual foreign inflows differed significantly from both
budget and revised budget estimates in every one of the three years to FY00. In FY98, foreign
inflows were much higher than budgeted at the beginning of the year, but lower than in the
revised budget. In FY99 and FY00, the actual aid flows were lower than the budget and much
lower than the revised budget. The uncertainties surrounding aid inflows pose a major challenge
for efficient budget planning and management. Donors and the federal and regional governments
should explore ways to reduce this uncertainty. This is a topic of further analysis as part of this
PER exercise.

20 The team did not check whether this was actually happening. Addis Ababa, Dire Dawa, and Harari are
all enclaves within Oromiya.

21 These data do not reflect the latest regional estimates. See footnote 12.
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Table 3.8: Capital Expenditures, Budgeted and Actual, Birr Million, FY98-0I
Ethiopian Fiscal Year 1990 1991 1992 1993
Gregorian Calendar FY98 FY99 FY00 FY01

Budget Rev Actuals Budget Rev Pre- Budget Rev Pre- Budget
Budget Budget Actuals Budget Actuals

Current Birr
Recurrent Expenditures 930.0 931.9 895.2 1005.6 1005.6 917.4 975.8 975.8 925.2 1158.3
Capital Expenditures 359.9 416.7 383.1 414.9 433.6 341.0 300.7 377.0 216.2 611.4
Total Expenditure 1289.9 1348.6 1278.3 1420.5 1439.2 1258.4 1276.5 1352.8 1141.4 1769.7

CapitalExp.-Domestic 331.1 333.6 316.5 352.0 352.0 302.6 146.2 146.2 139.5 302.9
Capital Exp.-Loans 4.7 8.6 10.0 14.8 28.8 0.5 111.8 188.1 26.1 215.4
Capital Exp. - Assist. 24.1 74.5 56.6 48.1 52.8 37.9 42.7 42.7 50.6 93.1
Cap. Exp. - Tot. Foreign 28.8 83.1 66.6 62.9 81.6 38.4 154.5 230.8 76.7 308.5

% Shares Current Birr
Capital Exp. - Domestic 92 80 83 85 81 89 49 39 65 50
Cap.Exp. -Tot.Foreign 8 20 17 15 19 11 51 61 35 50
Capital Expenditures 100 100 100 100 100 100 100 100 100 100

ActuaV Actual/ Actual/ Actual/ Actual/ Actual/
Budget Rev Bud Budget Rev Bud Budget Rev Bud

Recurrent Expenditures 96 96 91 91 95 95
Capital Expenditures 106 92 82 79 72 57
Total Expenditure 99 95 89 87 89 84

Capital Exp. - Domestic 96 95 86 86 95 95
Capital Exp.-Loans 211 116 3 2 23 14
Capital Exp. - Assist. 235 76 79 72 119 119
Cap. Exp. - Tot. Foreign 231 80 61 47 50 33
Source: Regional budget data.

3.23 In terms of sectoral composition, domestic and donor-funded activities differ (see Table
3.9). Domestic funding goes to infrastructure, especially roads, while donor-funded expenditures
are concentrated more in the social sectors.2 2

3.24 A substantial share of capital expenditures does not in fact support capital investment, but
rather covers expenditures that are essentially recurrent in nature. Regional staff estimate this
share to be around 8-16 percent depending on the year (see Table 3.10). Possibly these
expenditures are exhibited in the capital budget because they are part of foreign-supported
projects. The new budget classification being developed under the Expenditure Management and
Control Program will enable such expenditures to be correctly identified whether they appear in
the recurrent or the capital budget.

22 Note, however, that given the lumpiness and discrete nature of capital investment, this can change
from year to year. For example, the fact that there were no recorded donor expenditures on roads in
the Oromiya budget for FY98-01 may be part of the reason for the difference between the structures of
aid and domestic financed capital.
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Table 3.9: Capital Expenditures, Sectoral Distribution of
Foreign and Domestic Funding, Average, FY98-01

% Foreign % Domestic

Agriculture 13 9

Water/Irrigation 6 26

Roads 1 32

Education 31 14

Health 39 14

Other 9 4
Total 100 100

Source: Regional budget data.

Table 3.10: Capital Expenditures, Estimated Shares of Recurrent
and Investment Components, FY98-01, Percent

FY98 FY99 FY00 FY01

Recurrent Exp. 13 8 9 16

Investment 87 92 91 84

Total 100 100 100 100

Source: Oromiya Bureau of Planning and Economic Development, 2001.

Education expenditures

Level, trends, and composition of education expenditures

3.25 Level. In FY98, before the conflict, the Oromiya region spent on education about Birr
400 million, or Birr 19 per capita, equivalent to US$ 58 million, or US$ 2.80 per capita (see
Table 3.11). Education expenditures absorb about a third of the regional budget, and the share
has been rising, but even so funds available are limited.

3.26 Trends. Expenditures in education were protected during the conflict. While overall
expenditures per capita declined by 18 percent in real terms between FY98 and FY00, education
expenditures declined by 2.4 percent only. However, since enrolment rates increased during this
period, expenditures per student declined more substantially.

3.27 As with overall expenditures, a significant increase was projected for FY01: the
education budget for FY01 is 40 percent higher than actual expenditures in FY00, with most of
the increase on the capital side; per capita education spending would increase to Birr 26.
Preliminary data for the fiscal year, however, indicated spending levels well below the budget: it
appears that 66 percent only bad been spent.2 3

3.28 Composition. The split between recurrent and capital spending was roughly 90 percent
recurrent, 10 percent capital for FY98-00, with the share of recurrent expenditures budgeted to
decline to 80 percent in FY01.

3.29 Actual versus budgeted expenditures. Actual recurrent expenditures were almost 100
percent of budgeted amounts, but actual capital expenditures were much lower than budgeted,
especially in FY00, due to uncertainties in estimating aid resources and difficulties in using them.

23 These figures, kindly provided to the team in September 2001, are preliminary and are not reported in
the tables.
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Table 3.11: Education Expenditures, FY98-01
Ethiopian Fiscal Year 1990 1991 1992 1993
Gregorian Year FY98 FY99 FY00 FYOI

Budget Actuals Budget Pre-Actuals Budget Pre-Actuals Budget
Current Birr million
RecurrentEducation Exp. 358.5 353.1 415.6 393.1 414.2 395.2 459.7
Capital Education Exp. 65.7 45.0 66.6 49.5 71.5 28.5 132.7
Total Education Exp. 424.2 398.2 482.2 442.6 485.7 423.6 592.3

Population, millions 20.728 20.728 21.370 21.370 22.024 22.024 22.689

Current Birr per capita
RecurrentEducationExp. 17.3 17.0 19.4 18.4 18.8 17.9 20.3
Capital Education Exp. 3.2 2.2 3.1 2.3 3.2 1.3 5.8
Total Education Exp. 20.5 19.2 22.6 20.7 22.1 19.2 26.1

Exch. rate (period ave., FY) 6.86 6.86 7.53 7.53 8.15 8.15 8.378

USS million
RecurrentEducationExp. 52.3 51.5 55.2 52.2 50.8 48.5 54.9
Capital Education Exp. 9.6 6.6 8.8 6.6 8.8 3.5 15.8
Total Education Exp. 61.8 58.0 64.0 58.8 59.6 52.0 70.7

Current US$ per capita
RecurrentEducation Exp. 2.52 2.48 2.58 2.44 2.31 2.20 2.42
Capital Education Exp. 0.46 0.32 0.41 0.31 0.40 0.16 0.70
Total Education Exp. 2.98 2.80 3.00 2.75 2.71 2.36 3.12

Current Birr million
RecurrentEducationExp. 358.5 353.1 415.6 393.1 414.2 395.2 459.7
Capital Education Exp. 65.7 45.0 66.6 49.5 71.5 28.5 132.7
Total Education Exp. 424.2 398.2 482.2 442.6 485.7 423.6 592.3

GDPdeflatorFY96base 1.14 1.14 1.16 1.16 1.17 1.17 1.22
Implicit price increases, % 1.3 1.3 4.3

Constant FY96 Birr
RecurrentEducationExp. 313.4 308.7 358.6 339.1 352.9 336.6 375.5
Capital Education Exp. 57.4 39.4 57.5 42.7 60.9 24.2 108.4
Total Education Exp. 370.8 348.1 416.0 381.9 413.7 360.9 483.8

Constant FY96 Birr p. c.
RecurrentEducation Exp. 15.1 14.9 16.8 15.9 16.0 15.3 16.5
Capital Education Exp. 2.8 1.9 2.7 2.0 2.8 1.1 4.8
Total Education Exp. 17.9 16.8 19.5 17.9 18.8 16.4 21.3
% change 8.8 6.4 -8.3 13.5

Real growth rate, budgets
Recurrent Education Exp. 14.4 -1.6 6.4
Capital Education Exp. 0.1 6.0 77.9
Total Education Exp. 12.2 -0.6 16.9

Real growth rate, actuals
Recurrent Education Exp. 9.9 -0.7
Capital Education Exp. 8.5 -43.3
Total Education Exp. 9.7 -5.5

Actual/Budget, %
Recurrent Education Exp. 99 95 95
Capital Education Exp. 69 74 40
Total Education Exp. 94 92 87

% Shares ofeducation expenditures, Current Birr
Recurrent Education Exp. 85 89 86 89 85 93 78
CapitalEducationExp. 15 11 14 11 15 7 22
Total Education Exp. 100 100 100 100 100 100 100

% Shares of total expendit., Current Birr
Recurrent Education Exp. 39 39 41 43 42 43 40
Capital Education Exp. 18 12 16 15 24 13 22
Total Education Exp. 33 31 34 35 38 37 33

Source: Regional budget data
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Paying teachers' salaries: recurrent expenditures in education

3.30 As in most countries, 90 percent of recurrent expenditures in education goes to pay for
teachers' salaries and other staff costs. The rest is divided between operations and maintenance
and supplies (see Figure 3.3).24

3.31 Over the period from FY94 Figure 3.3: Economic Breakdown of the Recurrent Budget
to FYOO, wages and salaries have for Education, Average Shares, FY94-01
grown in real terms slightly faster than &aPt,rcc'rhibiftom
the education budget, but not by much. tiatenaS and Other Current Purchae ot ktor

Non-wage items have declined, SuePIeS 2% . Eui.nenI

operations and maintenance being the
Operelko and

main item squeezed out; in FYOO, hbut..-ce

allocation for building maintenance in 4l

particular was one-fourth, in nominal
terms, of what it was in FY94.
Materials and supplies grew faster than i.and Sabri

salaries and were cut drastically only in
FYOO. In FYO1 the budget foresees
increases in amounts for materials and
supplies and operations and
maintenance, but O&M would nevertheless remain almost a third below the level of FY94 in real
terms. Since the school system has expanded in the last few years, this indicates a very serious
constraint on funds for O&M. Also of concem is the fact that traveling and subsistence
allowances, which are classified under wages and salaries, have declined by half even in nominal
terms. The picture that these numbers suggests is of a system where teachers are paid, but
complementary expenditures are squeezed making the overall system inefficient.

3.32 The primary education system absorbs the largest share of recurrent budgets, 63 percent
on average over FY94-FYO1. Junior secondary education accounts for 15 percent and senior
secondary for 11 percent. General administration accounts for 6 percent and other programs,
including technical and vocational training, adult and special education, teachers training, and
education campaigns, all together account for the remaining 2 percent (Figure 3.4).

Figure 3.4: Sub-Sectoral Breakdown of the Recurrent Budget
for Education, Average Share, FY94-O1

Teacher Training

2% Administrabon and
otherprograms General Sersices
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24 This section is based on budget, rather than actual data. However, as seen, actuals have been around
95 percent of budgeted amounts, so it is likely that actual amounts would tell the same story.
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3.33 Recurrent budgets for primary schools increased in nominal terms between FY94 and
FY01, but less rapidly than budgets for secondary schools; the FY01 budget in particular planned
for a 10 percent decline (in nominal terms) in recurrent expenditures for primary schools and a 66
percent increase in recurrent expenditures for secondary schools. The 6 percent increase in
nominal terns in the recurrent primary education budget was not sufficient to compensate for
inflation and population growth, let alone for the growing number of primary school students, so
teacher-student ratios and overall quality certainly declined over this period (as confirmed also by
the mid-term review of the Education Sector Development Program).

Capital expenditures in education

3.34 Consistent with the govemment's focus on expanding primary education, 70 percent of
budgeted capital expenditures over FY94-00 were for primary education, 18 percent for
secondary education, and the rest for teachers training and curriculum development (see Figure
3.5). The breakdown of actual expenditures may be different, as actual capital expenditures have
generally been lower than budgeted amounts and the shares of domestic and foreign financing
varied greatly over the period.

Figure 3.5: Sub-Sectoral Breakdown of Capital Budget,
Average Shares, FY94-00

Cun kcu um Supportive Services
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Teachers' Educat'Don
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Table 3.12: Capital Expenditures in Education, Budgeted and Actual, Birr Million, FY98-01
Ethiopian Fiscal Year 1990 1991 1992 1993
Gregorian Year FY98 FY99 FYOO FYO]

Budget Actuals Budget Pre-Actuals Budget Pre-Actuals Budget

Current Birr million

Domestic component 57.8 43.9 59.0 49.5 14.8 12.9 31.8

Foreign component 7.9 1.1 7.6 0.0 56.7 15.6 100.9
Total Capital Exp. 65.7 45.0 66.6 49.5 71.5 28.5 132.7

Actual/budget, %
Domestic component 76 84 87

Forcign component 14 0 27
Total Capital Exp. 69 74 40

Source: Regional budget data.
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3.35 The difference between budgeted and actual expenditures has been very high in some
years, especially for aid: in FY98-00 respectively 14 percent, zero, and 27 percent of budgeted
capital expenses were actually incurred (see Table 3.12). While the war certainly played a role,
the figure for FY96 was also a low 20 percent, indicating persistent difficulties with aid flows,
whether in estimating expected disbursements accurately or in spending committed amounts.

Health expenditures

Level, trends, and composition of health expenditures

3.36 Level. Before the conflict, the Oromiya region spent on health about Birr 160 million, or
Birr 7.8 per capita, equivalent to US$ 24 million, or US$ 1.14 per capita - less than half of what
the region spends on education (see Table 3.13). Health expenditures absorb about 12 percent of
the regional budget.

3.37 Trends. Expenditures on health suffered far more than those on education due to the
negative effects of the conflict. Between FY98 and FY00, while total expenditures per capita
declined by 18 percent in real terms and education expenditures declined by 2.4 percent, per
capita health expenditures declined by 30 percent in real terms, from 6.8 to 4.8 constant FY96
Birr. To make up for this decline, the increase projected for FY01 is much larger than for
education: the health budget for FY01 is 142 percent higher than actual expenditures in FY00 and
83 percent higher than the FY00 budget. The increase is largely in the capital budget, with a
doubling in the real per capita capital budget with respect to the pre-war level and a six-fold
increase over FY00 spending. As is the case for education, preliminary data for the year suggest
significant under-spending on the capital side: only 36 percent appears to have been spent.25

3.38 Composition. The share of recurrent expenditures in health increased progressively over
FY98-00, from 54 to 69 to 77 percent, as resources for new investments declined. With the
increase in capital spending budgeted for FY01, the share of recurrent spending over total is
expected to decline again to about 40 percent. This raises the concern that the region may not be
able to sustain the future recurrent cost implications of current investment, and the Mid-Term
Review of the Health Sector Development Program did point to lack of staff and equipment in
new facilities. However, health authorities are confident that recurrent budgets will increase as
needed because there is a strong political commitment to increase health care provision.

3.39 Actual versus budgeted expenditures. Actual versus budgeted amounts for health tell the
same story as those for education: recurrent budgets are almost entirely spent, while capital
budgets are not. Regional authorities point out that difficulties in utilization of the capital budget
are due to a number of factors:

* complex procurement procedures, lengthy bid preparation and evaluation,
and low capacity of contractors;

* a shortage of skilled accountants in the zonal offices - only one health zonal
office has a staff holding a diploma in accounting - and of computers;

* delays in transfers of funds to the zonal offices and in disbursements due to
geographical distance.

25 These figures are preliminary and are not reported in the tables.
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Table 3.13: Health Expenditures, FY98-01
Ethiopian Fiscal Year 1990 1991 1992 1993

Gregorian Year FY98 FY99 FY00 FY01

Budget Actuals Budget Pre-Actuals Budget Pre-Actuals Budget

Current B,rr miliorv

RecunentHealthExp 935 874 109.3 99.9 9S.5 95.0 1157

Capital Health Exp 685 740 621 43.9 64.3 28 I 125

Total Health Exp 161.9 161.4 1714 143.9 162.7 123 1 298.2

Population, millions 20 728 20 728 21.370 21.370 22.024 22.024 22 689

Current Birr per capita

Recurrent Health Exp. 4.5 4.2 S.1 4.7 4.5 43 51

CapitalHealthExp. 3.3 36 2.9 2.1 29 13 S0

TotalHealthExp. 7.8 78 80 6.7 74 56 13 1

Exch rate (period ave., FY) 6.86 6.86 7 53 7 53 8 15 8 15 8.378

USS million

Recurent HealthtExp. 13.6 127 145 13.3 121 11.7 13.8

Capital Health Exp. 10.0 10.8 8.2 5.8 7.9 3 5 21.8

Total Health Exp 23.6 23.5 228 19.1 20.0 151 35.6

Current USS per c4pita

RecurrentHealthExp. 066 0.61 0.68 0.62 0.55 0.53 061

CapitalHealthExp. 048 052 0.39 0.27 0.36 0.16 096

Total Health Exp 1 14 1.14 106 089 0.91 0.69 1.57

GDP deflatorFY96 base 1 14 1 14 1 16 1.16 1.17 1.17 1.22

Implicit price increases, % 1 3 1.3 4.3

Constant FY96 Birr

Recurrent HealthExp. 81.7 76.4 94.3 86.2 83.9 S09 94.5

Capital Health Exp. 59.9 647 53.6 37.9 54.8 240 1491

Tota Health Expt 141.6 141.1 147.8 124.1 138.6 1049 243.6

Constant FY96 Birrp.c.

Recurrent Heldth Exp. 3 9 3 7 4.4 4.0 3.8 3.7 4 2

Capital Health Exp. 2 9 3 1 2 5 1.8 2.5 1 1 6 6

TotalHealthExp 68 68 6.9 5.8 6.3 48 10.7

%change over prev yr 13 -14.7 -18.0 70.6

Real grouth rate, budgets

Recurrent Health Exp 15.4 -11.0 12 7

Capital Helth Exp. -10.5 2.2 172 2

Total Health Exp. 4.4 -6 2 75 7

Real graseth rate, acnuals

Recurrent Health Exp 12.9 -6.2

Capital Health Exp. -414 -36 8

Total Health Exp. -12 0 -15.5

ActualVBudget. %

Recurrent Health Exp 93 91 96

CapitalHealthExp 108 71 44

Total Health Exp. 100 84 76
% Shares of Health expendatures.
Current Birr
Recurrent Health Exp. 58 54 64 69 61 77 39

CapitalHealthExp. 42 46 36 31 39 23 61

Total Health Exp. 100 100 I0 100 100 100 100
% Shares of total expenditures,
Current Birr
RecurrentHeakh Exp 10 10 II 11 10 10 10

Capital Health.Exp 19 19 15 13 21 13 30

Total HalthExp 13 13 12 11 13 11 17

Source. Regional budget data

Agriculture expenditures

Level, trends, and composition of agriculture expenditures

3.40 Level. Regional expenditures for agriculture are substantial: agriculture absorbs roughly
15 percent of recurrent and capital expenditures. In FY98, the region spent Birr 200 million, or
Birr 9.6 per capita, equivalent to US$ 29 million or US$ 1.39 per capita - more than on health,
where per capita expenditures in FY98 were Birr 7.8 (see Table 3.14).
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3.41 Trends. Expenditures on agriculture also declined during the conflict, but less steeply
than those on health. Total agriculture expenditures per capita declined by 12 percent in real
terms, less than expenditures as a whole. The increase planned for FY01 is smaller than for
health, and would restore real per capita spending to the pre-war level. Differently from education
and health, the projected increase is almost entirely in recurrent expenditures.

3.42 Composition. The shares of recurrent and capital expenditures in agriculture remained
roughly constant throughout the period at 75 and 25 percent, and are not expected to change in
FY01.

3.43 Actual versus budgeted expenditures. Differently from education and health, agriculture
capital expenditures were above budget in all three years for which pre-actual or actual data are
available, even though foreign financing was a significant share of the total - more than half in
FY98-99 and three-fourths in FY00.

Looking at agricultural expenditures in more detail

3.44 The size of the agriculture budget warrants a closer look, especially given the limited
success of public interventions ini agriculture in many countries, and the fact that the agriculture
budget is larger than that for health. The team was able to gather some more detailed data, but the
picture that emerges is still sketchy and further work would be needed to gain a full
understanding of expenditures in agriculture.

3.45 In some reports, the recurrent budget is not broken down by sub-sector, but is almost
entirely classified under Administration and General Services (96 percent), the rest being
classified under Agricultural Cooperatives Promotion. 26 70 percent of the recurrent budget goes to
wages and salaries, 20 percent to pensions (classified under Grants to Institutions), and only 10
percent is left for Operations and Maintenance and Materials and Supplies.

3.46 The capital budget supports crop development (on average 40 percent of the capital
budget over FY94-00), livestock and fisheries (23 percent), coffee development (17 percent),
agricultural research (9 percent) and other activities. But average shares mask wide variations
from year to year, as aid flows fluctuate and domestic financing accommodates such fluctuations.
Moreover, actual expenditures differ substantially from budgets.

26 However, the team was able to get a detailed breakdown for one year (FY96) from a federal
government report (Ministry of Finance, 1996), so data for other years may also be available. The
regional Agriculture Bureau agrees with the need to record recurrent expenditures in a more
disaggregated way.
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Table 3.14: Agriculture Expenditures, FY98-01
Ethiopian Fiscal Year 1990 1991 1992 1993
Gregorian Year FY98 FY99 FY00 FYOI

Budget Actuals Budget Pre-Actuals Budget Pre-Actuals Budget
Current Burr million
Recurrent Agric. Exp. 137.0 136.3 164.9 154.5 157.7 139.9 171.1
Capital Agric. Exp. 38.9 61.8 37.1 51.0 46.4 50.2 52.7
Total Agric. Exp. 175.9 198.1 202.1 205.5 204.1 190.0 223.8

Population, millions 20.728 20.728 21.370 21.370 22.024 22.024 22.689

Current Burrper capita
Recurrent Agric. Exp. 6.6 6.6 7.7 7.2 7.2 6.4 7.5
Capital Agric. Exp. 1.9 3.0 1.7 2.4 2.1 2.3 2.3
Total Agric. Exp. 8.5 9.6 9.5 9.6 9.3 8.6 9.9

Exch. rate (period ave., FY) 6.86 6.86 7.53 7.53 8.15 8.15 8.378

USS million
Recurrent Agric. Exp. 20.0 19.9 21.9 20.5 19.4 17.2 20.4
Capital Agric. Exp. 5.7 9.0 4.9 6.8 5.7 6.2 6.3
Total Agric. Exp. 25.6 28.9 26.8 27.3 25.0 23.3 26.7

Current USS per capita
Recurrent Agric. Exp. 0.96 0.96 1.02 0.96 0.88 0.78 0.90
Capital Agric. Exp. 0.27 0.43 0.23 0.32 0.26 0.28 0.28
Total Agric. Exp. 1.24 1.39 1.26 1.28 1.14 1.06 1.18

-0.24
GDPdeflatorFY96base 1.14 1.14 1.16 1.16 1.17 1.17 1.22
Implicit price increases, % 1.3 1.3 4.3

Constant FY96 Birr
RecurrentAgric.Exp. 119.8 119.2 142.3 133.3 134.3 119.1 139.7
Capital Agric. Exp. 34.0 54.0 32.0 44.0 39.5 42.7 43.1
Total Agric. Exp. 153.8 173.2 174.3 177.3 173.9 161.9 182.8

Constant FY96 Birrp.c.
Recurrent Agric. Exp. 5.8 5.7 6.7 6.2 6.1 5.4 6.2
Capital Agric. Exp. 1.6 2.6 1.5 2.1 1.8 1.9 1.9
Total Agric. Exp. 7.4 8.4 8.2 8.3 7.9 7.4 8.1
% change 10.0% -0.7% -11.4% 2.1%

-12.0%
Real growth rate, budgets
Recurrent Agric. Exp. 18.8 -5.6 4.0
Capital Agric. Exp. -5.8 23.3 9.0
Total Agric. Exp. 13.4 -0.3 5.1

Real growth rate, actuals
Recurrent Agric. Exp. 11.8 -10.6
Capital Agric. Exp. -18.5 -3.0
Total Agric. Exp. 2.4 -8.7

Actual/Budget, %
Recurrent Agric. Exp. 99 94 89
Capital Agric. Exp. 159 137 108
Total Agric. Exp. 113 102 93

% Shares ofAgric. expenditures,
Recurrent Agric. Exp. 78 69 82 75 77 74 76
Capital Agric. Exp. 22 31 18 25 23 26 24
Total Agric. Exp. 100 100 100 100 100 100 100

% Shares of total expenditures,
RecurrentAgric. Exp. 15 15 16 17 16 15 15
Capital Agric. Exp. 11 16 9 15 15 23 9
Total Agric. Exp. 14 15 14 16 16 17 13

Source: Regional budget data.

3.47 Capital expenditures in crop development, which include the Italian-supported Arsi-Bale
program as well as smaller contributions by NOVIB (Oxfam Netherlands) and UNDP, illustrate
these points (see Figure 3.6): (a) in the budget, domestic resources are higher when foreign
contributions are lower; (b) actual amounts differ substantially from budgeted amounts, in this
case with foreign inflows being much higher than budgeted.27 In other cases, such as for example
Peasant Coffee Development, aid inflows were much lower than budgeted (see Table 3.15).

27 The team has actual data for FY98-00 only.
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3.48 It is important to note that foreign-funded capital expenditures, while included in the
regional budget, are not managed by the Regional Agriculture Bureau, but rather by the donors
through project units. Capital expenditures for research are also not managed by the RAB; funds
are transferred directly to the research institute, which is managed independently. 2 8 So, the
Agriculture Bureau only manages a fraction of capital expenditures. 2 9

Figure 3.6: Crop Development: Foreign and Domestic Capital Budget,
FY94-00, and Actual Expenditures (FY98-00), Birr Million
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3.49 Recurrent and capital domestic budgets are partly allocated down to the 12 zones into
which the region is divided. Total figures differ between aggregated and disaggregated sources,
so it is not clear exactly what share of the total goes to the zones, but it was in FY98-99 about 80-
90 percent of recurrent expenditures and 15-40 percent of domestic capital expenditures, the rest
going to finance regional-level activities. The share of the capital budget distributed to the zones
is small because key items are procured centrally: vehicles, computers and other equipment,
chemicals. Further analysis would be needed to better understand how resources are spent below
the regional level.

Table 3.15: Foreign Financing of Capital Spending in Agriculture, FY98-00
Ethiopian Fiscal Year 1990 1991 1992
Gregorian Year FY98 FY99 FY00
Sub-sector Financier Budget Actuals Budget Actuals Budget Actuals
Livest. and Fish. Dev. GTZ, ADB, Finland 2.84 1.07 0.65 8.90 0.25
Crop Development Italy, NOVIB, 16.42 25.27 16.00 22.31 20.80 6.91

UNDP
Peasant Coffee Dev. EEC 16.40 1.39 7.69 2.62 -
Forest, Wildl., Soil & GTZ - 3.80 0.92 4.30 0.44

Water Cons.
Total 35.66 26.67 28.56 26.50 34.00 37.60

Source: MEDAC.

28 The entire research institution budget is classified under capital, even though it includes salaries and
other recurrent costs.

29 According to data provided to the mission, the Agriculture Bureau managed only Birr 12.3 million in
domestic capital expenditures in FY99 and FY00.
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4. BUDGETARY INSTITUTIONS, SYSTEMS AND
PROCESSES

Budget formulation

4.1 Budget formulation process. The starting point for the preparation of the annual budget is
the regional and zonal five-year plans. These plans discuss the objectives the region and zones
want to pursue, in some cases with specific output/outcome targets (for example for the sector
development programs in education, health and roads).30

4.2 The budget is prepared through a bottom-up process. Budgets are prepared and sent up
through two channels: from woreda office to zonal department to regional bureau for line
agencies, and at the aggregated level from woreda to zone to the region through the planning and
finance channels. The budget call requires information on big projects to be provided by
December 30 and everything else by mid-March. This is before the spending ceiling is conveyed
to the region by the federal government, so lower levels of government do not make their
proposals within the constraints of resource envelope.

4.3 For capital expenditures, the Regional Planning Bureau gets proposals from both zones
and sectors, and then conducts hearings with zonal planning departments and sectoral bureaus and
departments. For recurrent expenditures, the regional Finance Bureau carries out a similar
exercise, consulting with finance staff in the zones and in the sectors. This process serves to weed
out activities that are poorly planned or ineffective and to identify priorities.

4.4 Budget ceiling. The budget ceiling is determined at the federal level through the federal
budget grant formula. The regions receive the budget ceiling from the federal government
sometimes as late as April/May, which not only delays the finalization of the regional budgets but
also reduces the importance and efficacy of the elaborate bottom-up planning and priority-setting
process.

4.5 Budget allocations. After the ceiling is announced, the Finance and Planning Bureaus
meet with the Executive Committee of the Regional Council to decide on how to allocate
available domestic resources (own revenues and the federal transfer) between recurrent and
capital. Once the total recurrent and capital budgets are determined, the Regional Finance and
Planning Bureaus lead an iterative process with the sectoral bureau heads aimed at adjusting
budget requests to fit within the spending limit. The Executive Committee has the final say on
allocations. The final budget is presented to the Regional Council by the heads of the RFB and
RPB. The Council may challenge allocations, but this is very rare. By law, the budget should be
endorsed before July 8, the start of the Ethiopian fiscal year, and intimated to the sectors within
seven days thereafter.

Budget execution

4.6 Releases. At the beginning of the fiscal year, the federal government authorizes the
federal transfer into the Oromiya treasury's account at the National Bank/Commercial Bank of
Ethiopia. The recurrent budget is then released in monthly installments into the accounts of sector
bureaus. For the capital budget, sector bureaus need to request the RFB for release, which then

30 By law, the regions are supposed to prepare a Public Investment Plan also, but this has not yet been
done in Oromiya, and capacity building would be needed. In September 2001, all regions were
beginning the process of preparing Public Expenditure Plans.



authorizes the central bank to release the funds into the sector bureau's account and debit the
regional treasury account. Any amount remaining in sectoral accounts at the end of the year is
transferred back to the regional treasury account.

4.7 The process of finalizing allocations and transferring funds to sectoral and sub-regional
agencies can take up to five months, because allocations, even those for salaries, are checked and
re-checked at every level (there appears to be no central Civil Service Roll). Until this process is
complete, the government functions on the basis of the previous year's levels of authorizations,
which ensures that the public sector does not grind to a halt, but also hinders the implementation
of new programs.

4.8 Reappropriations during the year (virements . Shifting budgeted amounts across
economic categories and across sectors is generally a complex matter. Spending agencies have
little discretion. Zonal departments, for example, cannot move funds between capital and
recurrent budgets,; within the recurrent budget they cannot shift from salary to non-salary
components, and within non-salary components they can only shift between a few items.
Similarly, they cannot shift budget across sectors or even across different sub-sectors within a
sector.3" Such reallocations have to be authorized by the regional Executive Committee and
subsequently approved by the Council.

4.9 Carry over. Unspent funds under the recurrent budget can be carried over to the next
fiscal year, but unspent capital funds cannot. Balances remaining in the treasury account at the
end of the fiscal year are subtracted from the federal transfer the following year. Regional
authorities are arguing with federal authorities that they should be allowed to carry over unspent
capital funds as well.

4.10 Budget allocation to sub-regional levels of govemment. Up to the present, allocations are
given to sectoral bureaus, not to zones and woredas. The zones have a say through the zonal
sectoral departments, but this is limited. The Oromiya authorities are considering changing the
system and giving zones some form of block grant similar to the one the region receives from the
federal government. 32 This reform would have two objectives: to give the zones a greater say in
managing the budget, and to expedite the transfer and use of funds. The regional formula would
include population, development index, revenue potential and, for the salary portion of the
recurrent budget, an "institutional factor" that would take into account the number of schools,
hospitals, clinics, etc. Finding a formula for the capital budget is administratively and politically
complex. Simply giving block grants to the zones would not make it possible to take into account
ongoing or lumpy projects and cross-zonal projects (such as high schools, hospitals, rural roads).

4.11 The new approach would be implemented in all zones starting in Ethiopian Fiscal Year
1995 (FY03). Mindful of capacity constraints, the RFB is planning a workshop to discuss the
formula and train zonal finance and sector department staff. Even under the new system, the
budget would continue to be proclaimed for the region as a whole, and zones would not be
allowed to carry over unspent funds from year to year.

4.12 Regional authorities envisage that, after the transfer system is implemented, sector
bureaus would still have an important role to play in setting policies and regulations as well as
managing projects that are regional in scope and institutions that remain under regional
administration.

3 1 Within agriculture, for example, zonal authorities cannot shift budget between, say, extension and
animal health activities - codes 211-05 and 211-08.

32 Subsequent to the drafting of this report, it was learnt that the Government have decided, in principle, to
devolve untied block grants to woredas. Since the modalities have yet to be finalized, this report has
not been revised to reflect this change. The thrust of the report will remain unaltered by this decision.
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Tracking inputs and outputs

4.13 The systems in place to track inputs and outputs - expenditures and personnel, and the
direct outputs achieved with these inputs - are impressive. Agencies at each level know the
output targets they have to achieve, and monitoring of expenditures and physical outputs is
conducted regularly and seriously down to the lowest level of government. There are monthly
reviews of expenditures, quarterly reviews of expenditures and physical achievements, mid-year
workshops with zonal staff, and project visits twice a year. Woreda staff check on work done by
farmers associations, zonal staff check work done by woredas, and regional staff check zonal
work. These reviews are considered "tough". Staff face stiff penalties - and can even lose their
jobs - for failure to meet targets or performance criteria. The regional administration says it
encourages communities to monitor and report - for example, there are hospital committees.

4.14 The systems in place are not free of problems. The numbers often do not match: data
from woredas do not match data from zones, which in turn do not match data from the region, and
data from the region do not match data from the federal government.33 This is partly due to the
limited use of computers, which makes transmitting, collating and analyzing the numbers slow
and prone to error. So the present systems are not adequate to provide timely and accurate
reporting on expenditures.

4.15 Nonetheless, the current systems have significant strengths. First, setting targets and
monitoring them in a disciplined way is the basis for any good monitoring and evaluation system.
The fact that this kind of exercise is second nature to government officials down to the lowest
levels of government constitutes a basis upon which to build more effective and accountable
systems; the capacity and the tradition to track are there.

4.16 Second, once targets are set for activities and outputs, the impression is that these do get
implemented. The system is able to deliver on what it plans to achieve. Given how limited
manpower and funds are, this speaks of the great resourcefulness and dedication of field level
civil servants. During its field visits, the team heard many stories on how development agents,
for example, had been able to provide agricultural extension services and inputs to the targeted
number of farmers despite the lack of funds for travel and fuel by bearing travel costs out of their
own pockets (which is very impressive given their small salaries), working extra hours and days,
and finding inventive ways to reach farmers (for example on market days). The ability to turn
plans into reality complements the discipline of tracking achievements and is a great strength of
the Ethiopian public administration.

4.17 If such a system could be more closely linked to decisions about uses of funds, the public
administration may be able to achieve even more. At present, those who collect the data on
expenditures and activities carried out have, as seen, almost no discretion to reallocate funds
across uses. They take allocations as given, make the best out of what they receive, and feed the
information collected up through the chain of command. By the time the data from the monitoring
system reach the regional level, the richness of the information and grass-root knowledge of
problems and possible solutions is eroded.

Budget evaluation

4.18 The team was unable to spend much time on financial control and auditing procedures, so
information on budget evaluation is sketchy, but the general impression is that misappropriations
and misallocations of funds are rare. Expenditures are classified as "actual" when the books are
closed and expenditures are accounted for. This happens when an expenditure claim form is filled

33 Often the team was not able data from these various sources.
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out to document the actual expenditure (as opposed to the commitment). 34 The process of
finalizing the accounts appears to take a long time: as of March 2001, expenditures for FY99
were still "pre-actual" - a lag of two-and-a-half years. It should be noted, though, that differences
between pre-actuals and actuals appear to be small.

4.19 The Regional Audit Bureau is expected to audit the accounts every year. However audits
too are in arrears - at present, three years - largely as a consequence of the delay in accounts
finalization. Politically, the Executive Committee reports yearly to the Council, but this has not,
in practice, been a forum for enforcing accountability or for debating expenditure strategy.

34 The name of the form appears to be "D-29 1-2-34" (or something similar).
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5. PUBLIC FINANCE MANAGEMENT: EVALUATION

Links between poverty and public finance management

5.1 Are public expenditures pro-poor in Oromiya? Not much is known. To answer this
question, it would be necessary to combine information on expenditures and activities carried out
with information from households on indicators of living standards and poverty, and study
whether public expenditures are producing outputs that make a difference in people's lives. This
kind of work has not been done in Oromiya.

Insightsfrom national studies

5.2 Some insights could be gained from looking at studies done at the national level. Data
from both the Household Income, Consumption and Expenditure Surveys and the Welfare
Monitoring Surveys (WMS) collected by the Central Statistical Authority can be disaggregated at
the regional and at times sub-regional level, and can be used to assess whether public services are
more or less likely to reach the poor.

5.3 For example, the Welfare Monitoring Surveys collect information on enrollment rates
and on use of public health facilities by households. Information on household expenditures can
be used to divide households into groups, and enrollment rates and use of facilities can be
calculated for each group. For examnple, the 1996 WMS data indicates that proportionally more
children from families in the higher expenditure groups are enrolled in primary school: the gross
enrollment rate for children of families with expenditures in the top quintile is 42 percent, while
that for children of families in the bottom quintile is only 25 percent (see Table 5.1). The data
also indicate that the percentage of children from poor families attending school is lower in
Oromiya than in Tigray and SNNP.

Table 5.1: Gross Primary Enrollment Rates (Percent) by Region and Quintile, 1996
Quintile I Quintile 2 Quintile 3 Quintile 4 Quintile 5 All

Addis Ababa 91 104 111 112 111 105
Amhara 17 25 30 31 58 25
Oromiya 25 23 29 37 42 31
SNNP 35 44 34 39 50 40
Tigray 55 65 54 65 73 59
All Ethiopia 28 33 34 41 54 35

Source: WMS 1996, World Bank calculations (World Bank 1999).

5.4 If one were to assume that the region spends the same amount on each child in school,
prima facie it would seem that Oromiya's primary school expenditures are skewed in favor of
better-off families, since the former send more children to primary schools. But costs vary across
the region, so the above inference may or may not be correct - if it costs more to provide primary
schooling to poorer children, for example because they live in more remote areas, then it may not
be the case that the region spends more to provide schooling to better-off children. Even so, this
simple exercise highlights reasons to study carefully the extent to which the poor use, and benefit
from, services provided through public expenditures. Much greater analysis of these national data
sets could be conducted at the regional level.

Insightsfromfi eld work on the poverty impac of expenses in agriculture

5.5 During the field visits, the team noted that the systems in place to monitor expenditures
and activities are impressive, but those in place to monitor the impact of such activities are
rudimentary. The indicators tracked often do not help assess whether farmers are better off. For



example, farmers may be receiving the extension package, producing more, and repaying their
input loans on time, but they may not be better off. In some instances, higher production did not
mean higher revenues from grain sales because the price of grain was low, so some farmers had
to sell their cattle to repay their input loans.35 Based on the indicators monitored - number of
farmers receiving the extension package, production, loan repayments - government officials do
not know whether farmers are better off.

5.6 Since the ability and discipline to track indicators are there, it would seem possible to
introduce some poverty indicators into the system. For example, Development Agents could also
check if farmers who receive the input package have improved their homes in the last year, have
increased the number of cattle they own, are sending all their children to school, and so on. This
would give officials an indicator to track whether publicly financed activities are having a
positive impact or not. It should also be possible to track grain prices as well as quantities sold on
various markets and transport costs to get a sense for demand and supply in various areas and of
possibilities for import/export into neighboring areas.

5.7 While the lack of any systematic monitoring of outcomes and impacts makes it
impossible to reach firm conclusions, especially to generalize from limited observations, the tearn
got the impression that public expenditures in agriculture were having a positive impact in the
areas visited. The vast majority of the people interviewed through focus groups in the four
Farmers' Associations visited valued the activities provided by the agricultural extension workers
(the Development Agents). Many said that the extension package, which is the key service
delivered, had brought them benefits. Productivity and yields have gone up. But several concerns
were expressed, and these need to be examined very seriously.

5.8 First, farmers are finding it increasingly difficult to repay input loans, and late
payment/default rates have gone up in the two woredas the team visited. This is a serious concern,
because if this is happening in areas with no shortage of rain such as those visited, the problem
must be much more serious in areas with poor rainfall.

5.9 Second, Development Agents are spending a significant share of their time doing work
which is outside their job description and makes poor use of their technical capacity - mainly
collecting loans. Since the DAs are trained as technicians and have valuable knowledge to
disseminate, using their time for unrelated work is a waste of valuable (and scarce) resources.
Moreover, the work of collecting loans often conflicts with the extension work DAs are supposed
to carry out (farmers hide when the DA comes to visit), and puts them and their families at
considerable risk because of the large amounts of loan money they collect and store (apparently
without adequate safe storage facility).

5.10 The regional authorities are aware of these problems, not just because DAs bring them up
at workshops, but also because achievements have gone down. Some alternative options have
been explored. In the Jimma zone, for example, groups of 15-20 farmers were formed and a
leader named to collect loans and submit collections to the Agriculture Office's cashier. In 11
woredas in Arsi, East and West Shoa zones, the service cooperatives (under the Cooperative
Promotion Bureau) handle input loans.36 Both experiments will be assessed to see if they can be
applied in the entire region. But as yet regional authorities see no alternatives to continuing to use
the DAs to collect loans. The team hopes that a different solution can be applied in the near
future.

35 The floor price for maize that was set in 1999 was removed in 2000-2001, so when the harvest was
good in areas with good rainfall prices dropped. In the 2000-2001 season, the cost of transporting
grain from surplus to deficit areas was greater than the price differential, so there was virtually no
mobility of grain.

36 This pilot was started in the 2001 fall cropping season and will be assessed in January 2002.
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5.11 So on balance the field visits suggested that the extension and veterinary services offered
by the Oromiya region might be having a beneficial impact on poor farmers (at least in high-
potential areas), but that the systems are not in place to check the extent of the impact and
whether there are any undesired side effects of policies. Without such systems, there is no way to
recognize potential problems early on and address them before they become serious. The complex
issue of the provision of inputs on credit is one example of where introducing simple poverty-
related indicators could help assess whether the current system works or not.

Key issues in resource allocation and efficiency of resource use

5.12 In general, three key issues affect the ability of the Oromiya regional government to have
a larger impact on poverty. First, as seen, overall public expenditures are very low - of the order
of Birr 62 per capita before the conflict in FY98 and Birr 52 in FY00 - and the need great.

5.13 Second, there are severe manpower and capacity constraints. Public sector salaries are
very low: at the low end they cover less than a fourth of a households' minimum subsistence
needs. Many posts are unfilled, and many of the existing employees would need to upgrade their
skills. But training is often a losing proposition: with private sector salaries estimated at 125
percent of comparable public sector salaries, trained employees leave as soon as the training is
over, especially in the urban areas where better opportunities exist.

5.14 Third, levels of government closer to the people have almost no discretion in allocating
funds and deciding activities, so that even the scarce funds and capacity available are not always
used in the most effective way in terms of poverty reduction. There is evidence to indicate that
non-salary recurrent expenditures are squeezed below what is needed to run facilities. Schools
may have teachers but no chalk; agricultural extension agents have no fuel to move around. Even
within the existing resource constraints, larger autonomy to lower level functionaries in
reallocating funds from one budget head to another may increase the efficiency of expenditure
allocation and utilization.

5.15 It is difficult to come to a firm and general conclusion as to which of these three
constraints is the most binding. But the first - the overall lack of resources - does appear to be
very serious. Thus, it is not at all clear that changes in the way funds are allocated, such as for
example the planned allocation of block grants to the zones, could make a major difference in
terms of outcomes, given the low level of resources and the constraints in capacity.

Autonomy and fiscal decentralization

5.16 While the system appears rather decentralized on paper, in practice it is not. Kebeles,
woredas and zones are consulted in the preparation of indicative budgets - before any ceilings are
declared - but then each level revised the allocations proposed by the level below and in the end
the regional Executive Committee has the final say. Lower levels are then handed down well-
specified allocations which reflect only to some degree the budget proposals they set forward, and
which cannot be modified without a high-level decision.

5.17 Would a system of block grants to the zones, based on a transfer formula, make a
difference? The answer is not clear, and there are different views regarding the degree to which
local authorities would do a better job than central authorities in allocating budgets to serve
people's needs. First, the zones have no power to collect taxes, as they have no constitutional
status; so vertical imbalances and the resulting incentive issues would be even greater than
between the center and the regions. Second, capacity constraints may well offset the advantages
of faster fund releases. Third, it is not clear that the zones are actually much closer and
accountable to the people - zonal officials do not report to an elected body, for example.
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5.18 On the other hand, some officials do think that people's needs would be better served if
local-level authorities (below the zone) were given block grants that they can allocate and spend
as they decide, even within the narrow confines of the limited resources available. The programs
that try to move decision-making closer to people actually go down to at least the woreda level:
UNICEF's Woreda Integrated Basic Services; the Ethiopian Social Fund, and the Roads Fund. In
this perspective, strengthening the budgeting capacity of zones would help woredas carry out
their budgeting role more efficiently, as zones could help with coordination across woredas and
sectors as well as with reporting to the regional government.

5.19 Even if regional authorities do not think it possible to grant substantial spending
responsibility to the zones and woredas, because they rightly worry about financial management
capacity and accountability, they may nonetheless want to consider ceding little more authority to
reallocate expenditures across items. For example, why not grant zonal departments the discretion
to allocate non-salary recurrent expenditures across types of expenditures (fuel versus travel
allowances versus materials, for example) and/or across sub-sectors (for example across 211
codes in agriculture)? Such small changes could be the beginning of a process to give sub-
regional authorities more autonomy, while at the same time building their capacity.

Aid management

5.20 The issues related to aid management at the regional level are well-known and have been
addressed in past PERs. So, they will be addressed only briefly here. Regional authorities
generally prefer domestic funds to donor funds, because the latter come with often complex
requirements and at times do not come at all, leaving a hole in the budget. The process by which
MEDAC deducts ("offsets") expected donor resources from the regional ceiling is perceived as
less than transparent, and regional authorities complain that their estimates differ from those of
MEDAC.3 ' Since unbudgeted aid is not offset, regions have an incentive to not include foreign
aid into the budget. The preference for domestic funding is likely to lead to less aid than the
regions, and the country as a whole, could probably absorb.

5.21 At the request of the Regional Working Group, the team looked into the way in which
MEDAC estimates foreign aid going to the regions. Expected disbursements are estimated on the
basis of actual disbursements in previous years, compared to planned amounts. MEDAC offsets
30 percent of planned assistance (grants) and 70 percent of planned loans. Expected foreign
resources are then added to domestic resources to get total resources available for the regions,
which are then allocated according to the formula. The final transfer to the regions is this amount
offset by estimated aid to the region and estimated revenues. When donor commitments change
after the budget is finalized, supplementary allocations are needed. Managing aid flows is clearly
a complex task for both central and regional authorities.

Monitoring poverty outcomes and impacts

5.22 As mentioned, systems to track outcomes and impacts are virtually non-existent at the
regional level. Formalized systems exist only in the sectors covered by sector development plans,
education and health, and even there the degree to which they function varies by sector and type
of activity. The regional administration does not have a regional poverty monitoring system in
place: no regional household surveys, qualitative poverty monitoring tools, or analysis of data
collected by federal agencies, and no poverty monitoring unit or equivalent office are in place.

37 The team compared estimates from the two sources. For EFY 1992 (FY00), there were differences in
the estimates of funds from IDA and ADB for the Education and Health SDPs. For EFY 1993
(FY01), estimates differed slightly for both grants and loans (with MEDAC's estimates being about 3
percent higher).

34



For a region the size of Oromiya, a poverty monitoring unit that helps inform regional
policymakers would be ajustified investment.

5.23 A beginning can be made by setting in place systems and capacity to analyze at the
regional level the information collected by the Central Statistical Authority through its Household
Income, Consumption, and Expenditure Surveys and the Welfare Monitoring Surveys. Analysis
of existing data would help determine whether regional data collection instruments are needed,
and if so which. The CSA and donors should stand ready to assist the region in this endeavor.
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6. RECOMMENDATIONS

Value of the Regional PERs

6.1 At the workshop held in September 2001, federal and regional authorities commented on
the value of the regional studies. They mentioned the following points:

* The studies pulled together a lot of useful information - on budgets and
expenditures, on foreign and domestic resources, on activities and, although
to a more limited degree, on achievements - in one document. This gave
authorities a more comprehensive, cross-regional, and cross-sectoral view
than they had before.

* The studies also gave authorities an independent view of their processes and
systems.

* The studies helped donors better understand aid management problems at the
regional level, underscoring the issues faced by federal authorities who are
"caught in the middle".

* The studies stressed the importance of looking at results - what public
expenditures achieve - rather than just at the level of expenditures.

* In covering three regions with different characteristics, the studies
highlighted the diversity of issues faced and especially differences in
capacity to track and analyze public expenditures.

Lessons learned on the process of carrying out the regional PERs

6.2 What worked. The process followed to carry out the regional PERs - the initial
workshop in February 2001 that helped identify key issues, the work of teams with inputs from
the Regional Working Groups, and the discussion workshop held in September 2001 - worked
reasonably well: the studies were carried out as planned and regional and federal authorities
found them useful.

6.3 What did not work. The involvement of regional authorities was more limited than
would have been ideal, due to competing commitments. Staff turnover led to loss of institutional
memory. On the other hand, foreign consultants could only be present in Ethiopia for limited
periods of time that were not always ideal for regional authorities and did not fit well within the
government's budget calendar.

6.4 Future improvements. There appear to be several ways to improve the process. On the
government side, the Ministry of Finance and Economic Development should gain the explicit
support of the Regional Councils. This would strengthen the degree to which regional authorities
are involved in the exercise, by allowing them to help shape the agenda and devote time to the
studies. Ideally, some staff could also be deputed to work jointly with the donor teams. On the
donor side, more extensive use of local consultants would help reduce the burden of short
missions at set points in the year.

6.5 There also appears to be a need to ensure that dissemination takes place within the
regional administration. There should be processes in place whereby those involved in the RPERs
and those who attend workshops brief their colleagues. This could also reduce the problems
caused by staff turnover, which is to some degree unavoidable.



6.6 The design of future regional PERs should take into account the wide variation in
capacity across regions. Some regions may be able to undertake PERs with limited support, based
on the examples of what was done this time; others would continue to need significant external
input.

Content and sequencing of the reform agenda and technical assistance needed

6.7 Reforms in the works. Several significant reforms in public expenditure management are
on the agenda of federal and regional authorities. These include the introduction of the new
budget classification system developed in the context of the Expenditure Management component
of the Civil Service Reform program; application of the budget calendar; preparation of Public
Expenditure Programs; and, at the regional level, the introduction of formulas to transfer funds
from the regional to the zonal and woreda level. All of these reforms will require significant
training and capacity building, and take a toll on already stretched resources.

6.8 Sequencing. The Oromiya region may want to consider phasing reforms so they take
place over a longer time period, for example delaying the introduction of a regional formula to a
subsequent year. Introducing the formula will also raise new issues, related to what amounts will
be covered rather than continue to be administered centrally (for example, it may make sense to
continue with central procurement of items where complex bidding procedures need to be
followed and where there may be economies of scale from bulk purchases).

6.9 The challenge of implementing all these reforms next year is made greater by the lack of
a solid data base to start from. The team's work confirmed that accounts are closed only with
significant delays, and that there are often substantial differences between data from various
sources. Thus, strengthening accounting procedures and systems seems a high priority.

6.10 The team is of the view that this challenge would get more complex if the region were
asked to use a separate accounting system for a subset of funds, such as HIPC resources. The
region could report on how any additional funds were allocated across sectors, and what was
funded with additional funds; but the introduction of a parallel system is likely to increase
reporting delays and discrepancies.

6.11 Another priority area, in addition to strengthening accounting procedures, is that of
strengthening the tracking of activities and achievements. Here, the Oromiya government has a
solid base to start: as mentioned, the practice of tracking activities and achievements is well-
established. What is needed now is a system that conveys some of this information effectively to
those making decisions. This would require selecting some key indicators, and setting up systems
whereby these are collated, discussed, and disseminated, providing information to decision-
makers and to people as to what is being achieved with public funds.

6.12 The next logical step beyond looking at expenditures and activities is to look at the
impact these have on the welfare of people. This is an area where regional authorities need
technical assistance, and where follow-up work is proposed.

Follow-up work in Oromiya

6.13 The next step in looking at public expenditures and poverty in Oromiya is to explore
further the linkage between expenditures, activities, and outcomes/impact in more detail in the
sectors for which the region has full responsibility: education, health, agriculture, and rural
infrastructure. This will be done by looking at:
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(a) unit costs of providing various types of services, for example costs per
school, per student, per health center, per visit, etc., over time and as
disaggregated in space as possible;

(b) use of public services by people in different consumption quintiles, changes
over time, and average and marginal incidence of public expenditures;

(c) the correlation between changes in expenditures, changes in activities, and
changes in usage; and the importance of expenditures and activities versus
other factors in determining results.

6.14 The study will use data from various sources. For expenditures, it will build on the data
collected for this PER and other updated information from federal and regional sources. For
activities (the output of public expenditures), information on achievements in each of the key
sectors will be collected from regional planning and sectoral bureaus, as well as reviews of the
Sector Development Programs for education and health. For outcomes and impacts, quantitative
information from the Welfare Monitoring Surveys 1996, 1998, and 2000 and the 2000 HICES
will be used; if available on time, data from a new user survey under preparation. Participatory
work will also be carried out in a sample of communities to gain insights into people's satisfaction
with services and reasons for use/not use. The combined use of results from quantitative studies
and participatory work will strengthen the results and add depth to the analysis.

6.15 During discussions in September 2001, regional authorities showed great interest in a
follow-up study covering these issues, and endeavored to find ways to collaborate closely,
possibly through the involvement of staff from the Planning units of the Finance and Sectoral
Bureaus as well as the RPB. The federal govemment is also interested in understanding better the
linkages between expenditures and results in the context of HIPC and the PRSP. The Welfare
Monitoring Unit located in the Ministry of Finance and Economic Development (formed from the
merger of the Ministry of Finance and MEDaC), has been doing work on household survey data,
and would like to be involved in the proposed work.

6.16 Funding is being sought through a Norwegian Trust Fund. Subject to approval from the
Norwegian authorities and agreement from the Ethiopian authorities, activities could start in
December 2001-January 2002.

6.17 In parallel with this new work, this document would be finalized, translated, and
disseminated in the Oromiya Region. It is hoped that this would make it available and useful to a
wide audience within the region.
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ANNEX 1

OUTLINE OF REGIONAL PERS

(Drawn from the PER Concept Paper, revised Feb. 2001)

Executive Summary

Main Report

1. Introduction and Objectives
Purpose of the study; how it has been carried out (approach, methodology,
external and counterpart personnel, time-table, field visits etc.) and how it will be
followed up.

2. Regional Poverty Profile

Note: The analysis should draw from the most recent data, qualitative
assessment, anecdotal evidence gathered during the mission, and interviews with
political and official functionaries. Data sources should be clearly indicated and
discussed.

Poverty situation and its determinants: Assessment of income/consumption
poverty based on 1995/96 HICES and comparison with 2000 HICES, if
available. Intra-regional variations in poverty. Assessment of other dimensions of
poverty (especially social indicators - health, education - and indicators of
vulnerability/food insecurity). What do the poor do, what are their main sources
of income, what do they consume? Do the poor own assets (animals, farm
implements, hoses)? Do they have access to social services? Are there specific
programs targeted to the poorest? What are the main sources of vulnerability
(Lack of land, poor quality land, poor or unreliable irrigation etc.)?

3. Review of Fiscal Performance

Note: Analysis to be based on regional budgets which may subsume resources
and expenditures by administrative units below them (zones and woredas).
Analysis to cover at least a three-year historical period including FY01.

Analysis of resources available to the region (own revenue broken up into
direct and indirect taxes and non-tax revenue, federal subsidy, utilization of aid,
estimate of resource flows outside public sector such as community
contributions, food aid and NGO activities)

Analysis of resource allocation (functional and economic classification, amount
distributed to zones and woredas and basis of distribution)

4. Budgetary Institutions, Systems and Processes

Note: This chapter is intended to only explain the budgetary systems, processes
and institutions - evaluation is to be done in chapter 5. It can usefully be divided
into three segments - budget formulation, budget execution and budget
evaluation. Listed under each segment are issues/questions that could be
addressed. Study teams are free to expand on this list.



Budget formulation: Procedure for formulating the budgets and getting them
approved. Is there a financial calendar? Is there a budget manual? Is there a
budget strategy (formal or informal)? What is the nature of political inputs into
the budget process? What is the nature and quality of interaction with federal
government, aid agencies and NGOs? What is the basis for estimating resources?
Is there an annual review of rates for tax and non-tax levies? How are
expenditure allocation decisions made? What is the formal basis for coordination
and consultation with zones and woredas? How are their inputs factored into the
budget exercise? Basis for distribution of resources across zones and woredas.
Supplementary budgets - how many times in the year, under what circumstances
and the procedure)

Budget execution: Procedures for authorizing approved expenditures. What are
the principal forms of control to ensure that spending reflects the authorized
budget? Procedures, if any, for internal audit. What are the systems and
procedures for monitoring receipts and expenditures and for liquidity
management? Is there a regular reconciliation of government bank accounts with
the ledger records? What in-year reports are available to track budget
performance? What reports are obtained from lower levels and what reports are
sent up to the federal level? Are these reports received/sent regularly and
punctually? What use, if any, are they put to? What is the nature of chart of
accounts and level of disaggregation across economic and functional
classification?

Budget evaluation: Is there any in-year assessment of receipts and expenditures?
How often, if at all, is any assessment submitted to the Regional Council? Rules
and procedure for audit - who audits and when? What is the nature of arrears
(backlog) in audits? Are audit reports presented to the Regional Council? What is
the procedure, if any, for pursuing action on audit paras?

5. Public Finance Management - Evaluation

Note: This chapter is intended to be an evaluation of the institutions, systems and
procedures explained and described in chapter 4 above. It should draw from,
among other things, interviews with political and official functionaries, field
visits and examination of documents and reports.

Links between poverty and public finance management: What, if anything, is
known about the impact of public revenue and expenditure policies on the poor?
To what extent have the poor benefited from public expenditures?

Key issues in resource allocation and efficiency of resource use: To what
extent are expenditure allocation decisions informed by national and regional
objectives, their poverty impact, evaluation of programs and committed
expenditures? What are the formal and informal processes for reflecting priorities
identified by the people during the planning stage? How closely do the budgets
reflect such priorities? To what extent is the Five Year plan the basis for
allocative decisions? Is there any sensitivity to efficiency of resource use? What
are the governance issues eroding the efficiency of resource public expenditures?
How effective is the pre-audit or internal audit? How can external audit be made
more useful and relevant?
Autonomy and fiscal decentralization: What is the extent of autonomy in
resource mobilization and expenditure allocation enjoyed by the regions (in other
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words, how much of it is pre-determined at the federal level?). What is the extent
of autonomy granted by the regions to sub-regional units? What is the nature of
coordination between regions and sub-regional units in public finance
management? Evaluate the basis on which resources are distributed across zones
and woredas. If it is not formula based, how is discretion used? To what extent
do the poor have a 'voice' in public expenditure decisions?

Aid management: What are the problems with utilization of external aid? How
is NGO activity coordinated, if at all? How is food aid managed? How is
people's contribution for capital and recurrent costs factored into the allocative
decisions (there are cases of people contributing labor/material/cash for capital
works or topping up teachers' salaries, for example).

Poverty monitoring and evaluation: What are the systems in place to monitor
poverty indicators? Are there any participatory studies/beneficiary assessments,
either by the government or by the donors? What, if any, are plans to
build/strengthen capacity to measure and track poverty? Are there careful
evaluations of the poverty impact of any programs?

Reform agenda: Is there a medium-term perspective? Do the Regional Finance
& Planning officials have a perception of PIP and PEP? What have been the
reforms implemented to date and the impact on ground of those reforms, if any?
What is the agenda for future reforms? What are the important problems in the
area of public finance management as seen by the regional officials and what are
their suggestions for improvement? Assess the capacity of regional institutions
and personnel to understand and implement reforns? What is their understanding
of PRSP and their capacity to link budgetary decisions to poverty impact? What
are the important capacity constraints? What are their expectations of the annual
PER exercise and their suggestions for making it useful and relevant for the
regions?

6. Recommendations and way forward

Draw together recommendations arising from all the previous sections and the
way forward for implementing them. In particular, comment on the content and
sequencing of reform agenda and TA that may be necessary.

Lessons learned from this regional PER and steps for improving the process.

Highlight conclusions that may be relevant across regions.

7. Data Annex

Detailed tables on regional revenues and expenditures.

Other relevant data and information too detailed for inclusion in the main text.

Bibliography.
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ANNEX 2

MEMBERS OF THE OROMIYA REGIONAL WORKING GROUP

Ato Yoseph Abdisa, Regional Finance Bureau. Head of RWG
Ato Wassie Berhanu, Regional Plan Bureau
Ato Ebrahim Ahmed, Regional Health Bureau
Ato Yohannes Genda, Regional Education Bureau
Ato Dereje Tollu, Regional Agr. & Nat. Res. Bureau
Ato Tariku Negera, Regional Water & Energy Bureau
Ato Mengistu, Finance Bureau (Zone)
Ato Shambu Balcha, Plan Bureau (Zone)


