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ABSTRACT

Since 1995, Malawi has been implementing Public Expenditure Management Reforms when instruments like MTEF Approach Activity Based Budgeting and Cash Management System were introduced based on the three objectives aggregate fiscal discipline, allocative efficiency and operational efficiency. Despite these reform efforts, almost decade later, a lot leaves to be desired on the results as budget outturns have been higher than approved allocations and the domestic debt stocks and cost have been on the increase. This paper sets out to present a general analysis of the Malawi’s public expenditure management situation assessing the factors that have undermined the achievement of prudent expenditure management. 

Both qualitative and quantitative methods are used as tools of analysis in this paper. Microsoft Excel package has been used to compute and analyze data and is presented in form of tables and figures/charts.

The study revealed that there is continued fiscal indiscipline and no improvement in domestic debt management as budget outturns have been higher that approved allocations and the debt stock and its associated interest cost have been increasing.

 With reference to theoretical models of public expenditure growth this study reveals several explanations of factors which have contributed to such outcomes. The reasons include the behavior of politicians and bureaucrats, multi-party democracy politics, economic shocks and the growing size of the government responsibility, which are relevant to these the theories and over dependency of the government budget on foreign aid.

The study has established that the PEM reforms are not necessarily bad as they have worked in some countries but have had modest impact in Malawi due to political and bureaucratic reasons and the country’s vulnerability to economic shocks among others.
The study recommends the predictable budgets which have to be regularly monitored and the need to commit expenditures once foreign aid has been fully received in order to ensure of expenditures with corresponding revenues thereby avoiding unnecessary domestic borrowing.

INTRODUCTION

Public expenditure management (PEM) is viewed as being at the heart of economic policy making in many countries mainly due to renewed consideration of the need for having a responsible, responsive and effective government that works better and costs less and the growing fiscal deficits (Premchand, 2000 p72). Public expenditure management relates to allocation and use financial resources responsively, efficiently and effectively (Campos, 2001; Schicks, 1998). It is no surprise that there is a growth in literature discussing public expenditure management, which has become a major operating tool to align incentives for managing public resources. The Bretton Woods Institutions have been in the forefront initiating PEM reforms to address the excessive fiscal deficit problems (see Schicks, 1998; World Bank, 1998 and Proter and Diamond, 1999). ODI (2004) argues that in developing countries, PEM reform has gained an increased profile in the context of the agenda of poverty reduction strategy papers (PRSPs). Malawi is one of the many developing countries, facing huge fiscal deficits, which have followed World Bank advice to implement PEM reforms in order to address the negative consequences of excessive deficit and issues of accountability, transparency and efficiency. Following the Public Expenditure Management Review (PER) of 1994 by the World Bank, reforms in the following three broad areas of PEM were proposed:
i. resource planning and budgeting, aimed at stabilizing the budget deficit and improving strategic prioritization in resource allocation;

ii. controls on public spending, in order to ensure adequate oversight and compliance and; 

iii. aid and debt management (Fozzard and Simwaka, 2002 p26)

There are several reforms which have been done over time to address issues of poor resource management in developing countries. These reforms involve instruments such as Medium Term Expenditure Framework (MTEF), Performance/Output Based Budgeting, Financial Management Information System (FMIS) and Cash Management.
The PEM package of reforms for Malawi that has been implemented from 1995 include Medium Expenditure Approach (MTEF), Integrated Financial Management Information System (IFMIS), Pro-Poor Expenditures and Cash Management System (Fozzard, and Simwaka, 2002; Durevall, and Erlandsson, 2005). Since the implementation of these reforms, several studies have been made to assess the achievement of the intended targets or goals (see Anipa, Kaluma and Muggeridge, 1999; Fozzaed and Simwaka, 2002; Hopper and Mserembo, 2004; and Durevall and Erlandsson, 2005)
The main objective of this study is to analyze and assess whether the objectives of PEM reforms have been achieved in Malawi. The questions of particular interest that will be addressed in this study are: Firstly, has the PEM reforms instilled fiscal discipline? That is to say, are actual expenditures in accordance with budgeted provision? Secondly, has the reforms been effective in achieving allocative efficiency? Lastly how much operational efficiency has the reform brought? The study will further attempt to identify the factors that could have caused the success or failure in achieving the objectives of PEM.
WHAT ARE THESE REFORMS?

Traditionally, the role of Public Expenditure Management (PEM) was purely to provide mechanisms for financial control assessed in terms of compliance with procedures and legislatively mandated expenditure policies as expressed in the annual budget (Fozzard and Foster, 2001). Recent initiatives regard it as a means of aligning incentives for managing public resources within policy objectives by emphasizing on performance assessed in relation to goals of microeconomic stabilization and economy, efficiency and effectiveness in the use of public funds (Premchard 1993).
In developing countries, PEM reform has gained an increased profile in the context of the agenda of Poverty Reduction Strategy Paper (PRSP) and sector programmes (ODI, 2004). Implementing PEM reform in developing countries involves a package of instruments like Medium Term Expenditure Framework (MTEP), Performance Based Budgeting, Financial Management Information System (FMIS) and Cash Management which are discussed further below.
The Medium Term Expenditure Management Framework Approach

The exact definition of medium term expenditure framework (MTEF) has evolved according to the needs of the governments implementing the process. However, it is seen as a strategic policy and expenditure framework from which better information is developed as the basis of decisions on resource allocation in line with priorities (Anipa, Kaluma and Muggeridge, 1999). The World Bank (1998, p46) describes it as a process consisting of a top-down resource envelope and bottom-up estimation of the current and medium term cost of existing policies and ultimately, the matching of these costs with available resources. It is further stated that the objectives of MTEF are to;
i. Improve macro-economic balance by developing a consistent and realistic resource framework;

ii. Improve the allocation of resources to strategic priorities among and within sectors;

iii. Increase the commitment to predictability of both policy and funding so that ministries can plan ahead and programs can be sustained;

iv. Provide line agencies with a hard budget constraint and increase autonomy, and increasing incentives for efficient and effective use of funds (ibid)

It is argued that a well implemented MTEF should link the governments priorities with a budget within a sustainable spending envelope; highlight tradeoffs between the competing objectives of government; links budgets with policy choice made, and improve outcomes by increasing accountability, transparency and predictability of funding (see Appendix 1)
Performance (Output/ Activity Based) Budgeting

Roberts (2003) defines performance budgeting as the planning of public expenditures for the purpose of achieving explicit or defied results (policy objectives/outputs, outputs of public service activities contribution towards policy goals or intermediate outcomes). It is argued that performance budgeting allows the budget to built on the basis of anticipated workload measures that relate the activity performed to cost (World Bank, 1998 p 12). Furthermore, it allocates budget resources to spending ministries and agencies on the basis of reviews of past performance and statements of future strategy, and in return for commitments to achieve defined results. I addition performance budgeting and management help to; clarify policy priorities; focus expenditures more tightly on priorities, indentify the causes of good and bad performance and thereby reduce waste and increase impact facilitate cross institutional working, and; inform and motivate programme managers and service providers Roberts (2003).
Financial Management Information System (FMIS)

Financial Management Information Systems (FMIS) are designed to support the achievement of public expenditure management objectives. They provide decision makers and public sector managers with a set of tools to support: controlling aggregate spending and the deficit; strategic prioritization of expenditure across policies, programmes and projects for allocative efficiency and equity, and; better use of budgeted resources (World Bank, 1998 p, 59). By integrating information from varied sources, FMIS can support better expenditure controls and improve accountability and transparency in the budget cycle as managers are provided with tools to plan, manage, and control public resources (Heidenhof, et al, 2002).
Furthermore with FMIS, financial information is more timely, reliable and relevant because it is entered once when a transaction takes place and is quickly available for various users, thing which improves the confidence of the government’s major creditors in its ability to pay bills on timely basis (Bartel, 1996).

Cash Management System

Governments need to ensure both efficient implementation of their budgets and good management in their financial resources such that spending agencies must be provided with the funds needed to implement the budget in a timely manner, and the cost of government borrowing must be minimized.

Cash management is also referred to having the right money in the right place and at the right time to meet government’s obligations in the most cost-effective way (Storkey, 2003). Basically, it is the strategy and associated processes for managing cost-effectively the Government’s short-term cash flows and cash balances, both within Government and other sectors (Williams, 2004 p2). Thus cash management system maintains an up-to-date picture of the Governments liquidity position and cash requirements by obtaining information on actual agency expenditures and cash balances in government accounts – from general ledger, revenue inflows, borrowing, loan disbursements, treasury bills, government bonds, and cash deposit maturities (World Bank, 1998 p65). This information can be used by the government to decide on budget ceilings and funding levels, and the timing of the issues and redemptions of government securities to provide short-term financing for shortfalls.

Cash management sets out to achieve such purposes as controlling spending in the aggregate, implementing the budget efficiently, minimizing of the cost of government borrowing and maximizing the opportunity cost resources (Schiavo-Campo and Tommasi, 1999). Williams (2004) argues that cash management policies are set in the context of wider policy objectives such as: monetary policy and the related objectives for the control of financial sector liquidity, interest rates and inflation; the government’s objectives for its own balance-sheet and management of balance sheet risk; debt management policies; and financial market development policies.
Public Expenditure Management Reforms in Malawi

For Malawi, in 1993 the World Bank in collaboration with the Government of Malawi undertook a Public Expenditure Review (PER) which revealed inherent weakness in the incremental nature of budgeting, which included recurring deficit financing, lack of financial discipline amongst controlling officers, continued allocation of resources to activities that were no longer contributing to any specific objectives to the government policies (Fozzard and Simwaka, 2002). In order to arrest the situation, the government has been undergoing several public expenditure management reforms.
Since 1995, the Government of Malawi has undertaken a variety of initiatives to improve the budget process (World Bank, 2001 p13). The reform initiatives which were introduced include notably the Medium Term Expenditure Framework (MTEF) which was introduced in 1995 to develop a strategic approach to budgeting over the medium term, to improve resource allocation in accordance with emerging poverty reduction strategy (reallocation of expenditures to priority activities), the preparation of Activity Based Budgets (ABB), and an integration of the Development and Recurrent Budgets (GoM, 2000; ibd). The reform instruments include Medium Term Expenditure Framework (MTEF), Performance Based Budgeting, Integrated Financial Management Information System (IFMIS) and Cash Budgeting/ Management System.
The MTEF was introduced as a budget formulation tool to link strategic objectives to the budget over a medium term planning horizon. The specific purpose of MTEF is to contribute to an improved environment for strategic, medium-term result oriented budgeting. Over a medium term, it’s expected to achieve improved budget credibility and improve the linkages with development initiatives while over a short time it’s expected to strengthen budget planning process, enhance budget and financial control and accountability for budget execution and improve transparency and accountability. 
IFMIS is one of the instruments that were put in place to assist in improving financial management. It is expected to provide timely and accurate financial information and a standardized integrated financial management reporting system for managers within the government, and provide the Accountant General with a GoM- wide upgraded computerized accounting system, and lead to significant improvement in financial control (World Bank, 2003, p.19). This was started in 2002/03 financial year as a pilot while in 2004/05 financial year it has been implemented for all the ministries.

Cash budgeting system was introduced with the idea that government would spend what it collects to avoid over expenditures or expenditures should not exceed revenues.

Performance (Output/Activity) Based Budgeting was introduced with the aim of improving transparency and accountability as the emphasis is placed based on defined activities and outputs and not inputs.

Framework of Management and Control of Public Finance in Malawi

There are legal basis for management and control of public finances enshrined in the Republican Constitution and these are supported by such legislations as the Public Finance Management Act, Annual Appropriation Act, Loan Authorization Act and the Reserve Bank of Malawi Act.

Several institutions are responsible for the management and control of public finance.




Parliament controls expenditures in two ways, firstly during parliamentary budget sessions when deliberations are done on budget items and allowing governments to spend the approved budget through Appropriation Act. Secondly through Public Accounts Committee and the Budget and Finance Committee which scrutinizes the Auditor General’s report and the monitor the budget implementation, respectively.
Treasury is responsible for mobilizing resources and maintain fiscal discipline while the Accountant General is responsible for accounting systems development and review and ensuring that accounting standards are maintained in government. The RBM enforces fiscal discipline by advising Government on issues related to borrowing and conformity to approved budgets while the National Audit Office audits and reports to Parliament.

HOW HAVE THE REFORMS PERFORMED IN MALAWI

Te performance of PEM reforms is assessed on 3 fronts as per the reform objectives namely: fiscal discipline, allocative efficiency and operational efficiency.

In Terms of Fiscal Discipline

Aggregate fiscal discipline refers to the alignment of public expenditures with total revenues (domestic revenue plus a sustainable level of foreign borrowing); meaning “keeping government spending within sustainable limits”. In the case of annual budget, it means total spending during the year cannot exceed a pre-determined, immovable amount (Campos, 2001)
The efficiency and effectiveness of the PEM reform instruments in instilling aggregate fiscal discipline has been presented in Table 1 and figure 1 below. Table 1 shows the central government approved and actual expenditures as a percentage of GDP for the two (recurrent and development) budgets for the fiscal year 1994/95 to 2005/06. Over the fiscal years it is seen that actual recurrent expenditure was higher than the approved expenditure except for 1996/97 fiscal year while actual development expenditure was smaller than approved for a number of fiscal years (1995/96, 1998/99 ad 2002/03).

Figure 1 shows the totals for central government expenditure as a percentage of GDP. The observation is the same that total actual expenditure is higher than approved for during the period under review.

Table 1: Performance of Recurrent and Development Expenditure as a % of GDP

	Fiscal Year
	Recurrent Budget
	Development Budget



	
	Approved 
	Actual 
	Approved 
	Actual 

	1994/95
	27.0
	34.0
	6.8
	7.6

	1995/96
	21.6
	24.3
	7.0
	6.5

	1996/97
	19.1
	18.4
	4.9
	4.8

	1997/98
	20.4
	22.6
	5.1
	5.1

	1998/99
	15.6
	18.4
	9.4
	8.6

	1999/00
	15.9
	17.8
	9.3
	10.5

	2000/01
	19.8
	22.6
	10.6
	10.1

	2001/02
	19.4
	24.6
	6.9
	7.3

	2002/03
	23.2
	32.0
	8.2
	7.7

	2003/04
	20.4
	33.0
	8.1
	10.3

	2004/05
	30.3
	32.5
	8.5
	8.0

	2005/06
	32.1
	34.0
	13.6
	9.6

	Average 
	21.9
	26.4
	8.9
	8.6


Source: World Bank and IMF, Ministry of Finance

The main reason for variations in development expenditure is due to unexpected shortfalls in foreign aid (Durevall and Erlandsson, 2005 p8) and the tendency to “cut” on development expenditures during lean periods. It is also noted that total actual expenditure is higher than approved expenditure for the recurrent expenditure by an average of 4.5 percent of the GDP while the actual development expenditure is less than the approved allocation by about 0.3 percent of the GDP.

Fig 1: Total Government Expenditure
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It is further argued by Durevall and Erlandsson that the differences between the approved and actual expenditures are even larger when votes or line items are compared: 
“in the Recurrent Budget for 2003/04 there were 20 votes with over expenditure and 39 votes with under expenditure, but the votes with over expenditure made up 73% of the Budget. Furthermore, there were five votes with an over expenditure of 50% or more and five with at least an under expenditure of 50%’’ (ibid citing IMF).
This shows that there has been serious fiscal indiscipline both at the central and at lower levels of expenditure and also on the two types of budgets.
In terms of Allocative Efficiency
Allocative efficiency on the other hand refers to the consonance of budgetary allocations with strategic priorities. Are budgetary resources being allocated to programs and activities that promote the strategic priorities of the country? Is the government spending money on the “right” things? In a number of countries, the national government begins the planning process with extensive consultations with different stakeholders – the regions and districts within those regions, sectoral interest groups, business associations, labour unions, etc. The resulting development plan incorporates to the extent possible the broad priorities enunciated by stakeholders (which reflect their preferences). For example, it could include improving the standard of living of the poor through population planning where the latter encourages the use of contraception but not abortion (Campos, 2001). This process though time consuming results in priorities that majority of the people will accept and support as it becomes their plan, thus it encourages a sense of ownership hence support.
Malawi’s budgeting implementation however suggests that the expenditure incidence is mainly at the central level and very little get the target areas. For example the civil society who worked collectively with their parliamentary budget and finance committee in identifying priority poverty expenditures (PPEs) conducted a budget monitoring which revealed a lot of issues such as unavailability of vital drugs, less teachers being trained, lack of teaching and learning materials in some schools, and understaffed villages in terms of extension officers in the ministry of agriculture and government expenditure was lower than the budget.
Another indication is the tendency to reallocate resources in the course of the financial year in form of virements. The December 2005 circular indicates that there were numerous virement applications from almost all ministries and departments due to IFMIS which demands strict adherence to budget provisions. The 2006/07 budget preparation manual also observed the same and encouraged ministries and departments to ensure that they prepare their budgets by costing the core activities that contribute to the achievement of the ministry’s objectives, thereby contributing to the overall goal of poverty reduction. There were 112 virements processed during the 2005/06 while about 18 virements have been processed already by December 2007 of the current (2006/07) financial year.

It can be deduced from this that the activities lined up during the budget planning stage which led to the proper costing hence allocations to certain budget expenditure lines are ignored for others in the course of the financial year. However it is yet to be seen whether these “new” activities contribute to the ministries overall objectives. Thus is the re-allocation actually efficient?
In terms of Operational Efficiency

Operational efficiency refers to the provision of public services at a reasonable quality and cost (ibid). The relevant question here is whether the country is getting the best buy for its money such that the government therefore is expected to be providing services at an acceptable level of quality and at reasonable cost.
In this case, we have to look at the improvement of government’s provision of certain services. For example the government announced a cost recovery policy including the schedule of prices to be charged for passports, visas, motor vehicle and police reports. It was also expected that this will improve the service provision, but this is still seen to be grossly inefficient (in essence corruption).

Thus while progress has been made in certain areas, the reform efforts has a decisively modest on public expenditure management. However, this analysis is not conclusive enough for the argument that PEM does not work to solve problems of fiscal indiscipline allocative efficiency and operation efficiency. There may be other factors which contributed to such outcomes and performance which could be linked to the theoretical underpinnings that explain both the increasing real level of public expenditure and their rising share of GDP for which they account. It is important to refer to the models of public expenditure growth because they present a picture of likely contenders and influences of increasing public expenditures because “the interpretation of public expenditure data is extremely tricky and unscrupulous debaters can gloss over the more substantive issues (Brown and Jackson, 1995)

OBSTACLES TO FISCAL DISCIPLINE, STRATEGIC PRIORITIZATION AND VALUE FOR MONEY: BEYOND OVER EXPENDITURE BUDGET LINE ITEMS

In many cases, growing public expenditure is not given adequate attention; rather emphasis is put on how to control over expenditure. This makes understanding the details of a country’s public expenditure management (PEM) a complicated and demanding task (Campos and Pradham, 1996). However, Brown and Jackson (1990 p.120) and Bailey (2002 p 48) through their models attempt to give reasons or factors that affect PEM henceforth can be used to explain the modest impact of the PEM reforms. The obstacles to reform objectives are identified as follows;
Multiparty Democracy Politics

The impact of multi-party democracy politics in the management of public expenditures cannot be over emphasized if the common say that “democracy is expensive” is accepted. The first feature of multiparty democracy is frequent elections, of which in Malawi’s case is at 5 year interval

It is noted that periods of weak expenditure control (fiscal indiscipline) coincide with the electoral cycle (Fozzard and Simwaka, 2002) which covers the period of elections. For example, the lead up to 1995 records increased public spending, just like is recorded to a lesser extent 1999 and more serious 2004. It is argued that in 1994/95, there was a serious loss of expenditure control mainly due to general elections (ibid, p19). As noted above, the total actual expenditure exceeded the approved expenditures by 7.8 percent of GDP while domestic debt stock was 14.4 percent of GDP in 1994 (see Figure 2 below)
Fig 2: Government Debt and Interest Cost (in percentage of GDP)

[image: image2.jpg]i

|

|
| R R
|

i

[0 Domestic Debt (6t scale) —e— [ntores Costs (nght »ealo) !

T o

B o a1

Source: World Bank and IMF, RBM. Ministry of Finance.

Hwhuwrum e




Politicians 

Similarly, the human behavior driven by “self interest” is another explanation for increasing government expenditures. It is argued that politicians influence expenditure outturns by advocating populist policies as they get broader support by promising free food, shoes, fertilizer and seeds, houses, credit and massive expansion of formal secondary education when campaigning for office (ibid). In addition, while in office, they tend to issue directives at hat involve expenditures which were not accommodated in the budget or were not feasible leading to higher than approved actual expenditures (Hopper and Mserembo, 2004 citing Ministry of Finance) and of course the diversion of funds from the planned activities. 

Driven by their self-interest motives, politicians tend to accumulate personal wealth at the expense of government resources. For example, after being elected during the 1994 elections, President Bakili Muluzi embarked on solidarity tours to most neighboring countries with a very large entourage using the scarce public resources (ibid citing Chirambo). Such activities were not catered for in the budget, hence lead to actual expenditure above the approved budget for some spending agencies and diversion of funds from the planned activities. As a result of all these above the budget expenditures, domestic debt rose because of the government needed to finance the increasing expenditure demands which had no corresponding revenues.
Foreign Aid

The other factor is the over reliance on foreign aid. The Malawi Government budget is heavily dependent on donor finance such that external finance covers 40 percent of recurrent budget and about 80 percent development budget. Traditionally, donors have disbursed aid funds either through providing project aid or through providing support to the government’s budget (budget support or project financing) while imposing conditionalities on how to allocate the available resources (Cordella and Dell’Ariccia, 2003) 

During the transition of democracy, between 1991 and 1994, there was significant rise in number of donors and donor inflows, but aid inflows plummeted in 1995 as donors suspended aid commitments in response to government’s loss of fiscal discipline (Fargenas and Schurich, 2004) and that has been the case in the preceding years where fluctuations in aid inflows has been the order of the day. Thus donor aid has been characterized by uncertainty and unpredictability hence distortional to the budget outturns. 

When foreign aid that was planned for in the government budget is delayed or not disbursed the resource envelope gets altered; a situation which prompts government to seek short term borrowing in form of advances and Treasury bills to make up the shortfall. As a result, the domestic debt stock rises, so does the interest cost. On the other hand it is argued that aid would be associated with increased borrowing more especially if it leads to higher than proportional increases in spending due to “aid illusion” (ibid). This would happen because of the presence of imperfect information and weak management of public expenditure such as when the aid on which government fails to get disbursed, and also where the aid inflows require matching recurrent expenditures (ibid). In addition, delayed or undisbursed causes shift away from the planned activities.

Economic Shocks  
Public expenditure increases during war, famine and other national crisis as the government need reacts to these “shocks”. An economic shock is an unexpected event which disrupts economic well being of a country by output and employment away from their natural rates (Mankiw, 2003). The fragility and vulnerability of Malawi’s economy to economic shocks such as fraught, deteriorating terms of trade, and variations in real exchange rate needs immediate reaction by government that includes higher than anticipated spending. Malawi experiences natural disasters almost on an annual basis (World Bank 2001) and cancelling certain activities to carter for the emergency. IMF (2004) asserts that following the draught in 2002, the country experienced food shortage in 2002 which together with continues lax fiscal policy implementation led to rapid expansion of domestic debt. Being a poor country, Malawi’s economy and government needs are small relative to basic needs of population such that even small external shocks can necessitate assistance for a large share of population (ibid); hence the government finds itself involved in short term financing to finance that assistance which can only be obtained on the domestic market.
The dependency on primary agriculture produce as foreign exchange earner makes Malawi vulnerable to external shocks resulting from unfavourable terms of trade. Tobacco plays a crucial role in the economy as it constitutes 60 percent of exports and 23 percent of tax revenue base (Jaffee, 2003). The tobacco price increased by 66 percent between 1994 and 1998 and declined by 25 percent between 1998 and 2000 and the long-term prospects of petroleum also fluctuated substantially; between 1996 and 1998 the average price fell by more than 40 percent while between 1998 and 2000, it more than doubled (ibid). Similarly, Lofgren et al (2001) continue postulate that relative to other African countries, Malawi’s exchange rate fluctuation are among the highest. Due to these shocks, the country’s fiscal position has been adversely affected such that the government resorted to the available financing avenues to absorb the shocks.
The Bureaucrats (Civil Servants)

Bureaucrats are motivated by salary, prestige, promotion, power and prerequisites of office (Sandford, 1994). This is evident in Malawi as they influence fiscal outcomes in a number of ways. Demands for high salaries through civil service strikes in the early 1990’s led to unexpected salary hike which had to be honored from the governments’ limited resources. Fozzard and Simwaka (2002) argue that in 1994/95 increase in civil servants pay together with massive increase in civil servants numbers following the appointment of 22,000 teachers to meet universal primary education targets and increases in numbers of extension workers led to wage bill pressures.
Corruption can result from overstaffed, poorly-functioning and underpaid public sector, and from poor management of public finances. Due to low salaries, civil servants also try to seek money using various means which involve corrupt practices. When basic salaries are low that it is so hard to survive on them, let alone maintain a family, civil servants adopt alternative strategies, which become institutionalized, so as to increase their income such as misappropriation of office resources (ibid). Furthermore, corruption increased in Malawi due to inefficient accounting systems which lacked resources among others. When cases of corruption are so rampant in public sector service delivery, it becomes a major fiscal problem for the government as it may in turn affect all three principles of PEM (ibid). There was a total fiscal indiscipline following excessive spending such as awarding contracts to high cost bidders without competitive tendering (World Bank, 2002).
In addition, persistent budget outturn exceed approved budget has also been due to poor forecasting (Fargenas and Schurich, 2004). This is partly attributed to insufficient trained personnel in Malawi’s civil service as of the 113,000 civil servants, 62 percent have undergone secondary education, 2.1 percent have diplomas and 2.3 percent have degrees (Hopper and Mserembo, 2002 citing Kandoole et al). This type of staff also leads to operational inefficiency of government in the delivery of goods and services.

Size of Government Responsibility 

It is stipulated that the allocative and distributive roles of government have been leading to increasing state activity hence increasing public expenditures. The expenditure outturn in Malawi is also a consequence of the increasing role of government in bailing out loss making public sector organizations as argued by IMF (2002) that large budgetary resources were diverted to bailing out parastatals; 
“Parastatals have tended to perform badly, incurring substantial losses which have to be met by the State, usually when government finances are already tight. IMF has already voiced particular concern regarding ADMARC which supports prices during drought, NFRA, which stockpiles grain and PCC which imports oil products” (Fozzard and Simwaka, 2002).

While NFRA was bailed out in 2001. Financing of the over increasing government responsibility from the already meager resources without corresponding increase in revenues means that government is overstretched and with most of these expenditures unplanned, it is very unlikely that the budget outturn will be according to the approved provisions and that operational efficiency will be achieved. Since it is the obligation of the government, it has to find other means of financing which are increased domestic financial market activities.
POLICY IMPLICATIONS AND CONCLUDING REMARKS

Based on the discussion of the explanations of government growing expenditure which lead to the continued fiscal indiscipline, allocative inefficiency and operational inefficiency, the evidence of the analysis suggests that government should prioritize controlling over-expenditure. However, this should not be at the expense of expenditures on essential activities which contribute to the overall government agendas of poverty reduction considering that poverty is so rampant in Malawi. These expenditures must be protected. The country, which has Human Development Indicator (HDI) ranking of 162 (World Bank, 2003) and according to the 1998 Integrate Household Survey (IHS) has about 65.3 percent of the population living below the poverty line (IMF, 2005), should hold high the importance of poverty reduction. The public expenditure management reform instruments should set out to control fiscal indiscipline while supporting the allocation of resources towards the developmental and poverty alleviation goals and objectives.
The strategy in PEM should include “development of predictable budgets” which would allow finance managers to efficiently manage the limited resources allocated hence spend within the approved limits. This include accurately forecasting of cash inflows and outflows for purposes of domestic debt management so as to assess the domestic borrowing requirements. However, just forecasting is not enough; these should be timely and reliable. Furthermore, with close and regular monitoring of government agencies’ expenditures and revenue inflows to improve compliance to the set target, the problems that are associated with fiscal indiscipline will be minimized. All this requires political commitment both during budget preparation, when budget proposals should comply with centrally mandated limits, and during execution, when officials should be sanctioned and surcharged for excess expenditures (Fozzard and Simwaka, 202 p55). Similarly the executive should take the leading role in the control of public expenditure.

Furthermore, it is noted that the essential aspect of monitoring the policy and programmes outputs is almost non existent in the budgeting process so as to allow allocative efficiency being achieved. Participatory Monitoring and Evaluation should be encouraged so that stakeholders take part in ensuring that planned and agreed plans are implemented in the most effective and efficient way and ensuring that there is adherence by the spending agencies in terms of expenditures for the targeted activities.
With the government’s high dependence on foreign aid which is unpredictable and unreliable as pledged inflows do not materializes fully even if the country has an economic programme with the IMF (GoM, 2005), it requires that the budget should be based on a certain fraction of the pledges and not the full amount and any expenditure commitments should be done once the aid has been fully received. Similarly there is need to assess the viability and potential consequences on the government budget of aid projects and programmes which may require counterpart funding or future recurrent expenditures beyond the government’s ability (issues of sustainability).
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	“The Budget we place before this Parliament marks a radical departure from the past. Since the budget is about the present and the future, Government has decided that the Budget should reflect both short-term and long-term decisions. Consequently, we have developed a three year Medium Term Expenditure Framework(MTEF)  which allows us for the first time to present to this Parliament spending plans for the next three years. The medium Term Expenditure Framework is the operational plan by which we give substance to our reconstruction and development endeavors.

The first and most important goal of the MTEP is to strengthen political decision-making in the budget process. It has enabled Cabinet to make the link between the budget allocations, and the services that we intend to deliver. It has translated abstract choices about budgets into concrete choices about priorities. The medium term plans we are presenting today reflect those choices.

The second goal of the MTEF is to strengthen co-operative governance and decision making, and provide a budget framework which reflects our shared goals for the country.

The third goal of the MTEF is to make sure that every Rand goes further: to deliver better services, more infrastructure, more poverty relief, and more reconstruction. 

The fourth goal of the MTEF is to create an environment where public services can plan over the medium term, in the knowledge of how their budget is likely to evolve, improving overtime the value for money and so delivering more and better services.

In the years ahead, the analysis underlying the MTEF will provide a tool which relates what we spend to what we buy. As this framework develops, we will focus more and more attention on reviewing the outputs of all spending programs and activities. The point we want to get to is one where we will not ask Parliament to allocate money without a clear agreement about what that money is going to buy.

Finally, the Medium Term Expenditure Framework makes an important contribution to the transparency and openness of budget policy making.” – Trevor Manuel, Minister of Finance, 1998/99 Budget Speech.


Source: Republic of South Africa, Budget Speech 1998/99
7 These institutions are the National Assembly (Parliament) and the Ministry of Finance through Treasury, Accountant General’s Department, Reserve Bank of Malawi and the National Audit Office
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