PRBS Review – 20 June 2008
CP STATEMENT ON THE PRBS UNDERLYING PRINCIPLES

FINAL
As stated in the PRBS MoU, the CPs provision of Budget Support to Zambia is given on the understanding that GRZ continues to demonstrate commitment to four essential underlying principles. 

These are:
· Commitment to macro economic stability;
· Commitment to the fight against poverty;
· Commitment to sound Public Financial Management; and last but not least

· Commitment to peace, democratic principles, the rule of law, good governance and integrity in public life, including the fight against corruption.
CPs believe that GRZ continues to remain on the right path concerning macro-economic stability, with sustained growth, lower inflation, and a strengthened fiscal position. However, the persistent lack of growth in productivity, particularly in agriculture, is starting to hurt the capacity to avoid Dutch Disease effects from occurring, and is not conducive to the diversification of the economy either. 

While CPs commend Government for the overall reduction in levels of poverty, we also observe that GRZ is failing to achieve specific goals relating to rural development, which, if not addressed, could call into question the credibility of GRZ commitment to poverty reduction, which is one of the underlying principles for our provision of budget support. This is linked to the Government's agenda for structural reforms, notably on private sector development, infrastructure and agriculture, where we see little progress. 
We acknowledge a positive movement with regard to PFM reforms and good governance issues, although evidence of these commitments will become increasingly important as resource revenues increase and the country approaches the 2011 election.
We are therefore keen to listen to your response today and to your commitments going forward, as a basis for our long-standing partnership.

Let me now turn to the details on the four underlying principles:
1. On GRZ commitment to macro economic stability: Zambia’s macro-economic performance continues to remain strong, with sustained real GDP growth, lower inflation, and consolidated fiscal discipline. CPs commend Government for this, and congratulate you on the recently agreed three-year PRGF programme with the IMF. Its signalling effect will be important to maintain the confidence of the international business community. 
The main challenge that we see in the coming years will be to ensure a sound macroeconomic management of the considerable additional domestic resources resulting from debt interest savings as well as from the new fiscal regime for the mining sector. Careful coordination between fiscal and monetary policy will be key in avoiding either inflationary effects or undue pressure on the exchange rate, in order to protect the already fragile competitiveness. This is linked to a needed economic diversification to sustain growth that has been largely driven by the global copper price increase.  In this respect, productivity growth (notably in agriculture) is essential and this links macro stability to the structural reform agenda as well as the strategy to share growth more broadly. Addressing the present energy crisis is imperative if rates of economic growth are to be accelerated and sustained. 
2. On GRZ commitment to poverty reduction. The focus of the FNDP, and its related priority areas of agriculture, infrastructure and service delivery, is very clear on what is needed to achieve improved living standards for the Zambian people. However, GRZ commitments to agricultural and private sector development do not seem to be followed up with concrete implementation plans, and progress has been disappointing over the last year. The poor implementation of a number of infrastructure programmes is also of concern, and even more so in rural areas.

Overall, at national level progress in the social sectors of health and education is commendable. At the same time we have concerns over service delivery in rural areas which are showing the least progress. This risks calling into question the credibility of GRZ's commitment to use public resources for fighting poverty where it is needed most. 

These assertions are corroborated by some specific outcomes of the PAF 2007 performance.
To be specific, looking at health and education indicators, while recognising important progress, targets focused on the worst performing districts were missed, such as the immunisation rates for children below one, and where we saw no reduction in the number of districts with an incredibly high pupil-teacher ratio.
It is also true for transport infrastructure. Main roads have broadly been maintained as planned, in contrast to very little progress on feeder roads. These are the roads most relevant for improving access to service delivery in the rural areas. Feeder roads are also crucial for allowing access of agriculture products to local and international markets. This lack of progress is linked to inconsistent with the priority given within the FNDP to rural roads as compared to the road sector strategy.
Going further, the commitment to a number of investment programmes in agriculture, including irrigation, has not been followed through. This is once again disappointing, and we are eager to learn what measures GRZ has put in place to improve the absorption capacity of the Ministry of Agriculture, which has been of joint concern for some time now, as exemplified by the discussions at last years second PRBS-review.
More broadly on structural reforms, we would like to highlight again this year the importance of implementing both the Private Sector and the Financial Sector Development Plans, to unlock private resources and accelerate job creation. 

The emerging picture from the above examples represents a serious challenge to both the GRZ and the CPs. How can we jointly ensure that increasingly a picture of effective and equitable public resource allocation will emerge in Zambia, where the different segments of the poor households are supported and the conditions for broad wealth creation and employment secured? The CPs remain concerned at the slow progress with the decentralization process, which has adverse effects on service delivery in rural areas.
In light of the continued increase in fiscal space (especially linked to mining tax revenues), we would encourage open dialogue with CPs and other key stakeholders on the accountable and transparent management and effective use of such resources over time. We would also like to hear the views of the Government on the future of budget support, in light of this increased fiscal space.
3. GRZ commitment to a sound and well-functioning PFM system is crucial for ensuring an effective use of public resources (be they domestic or external). The progress of the PEMFA programme in this respect is one of the main elements to assess GRZ commitment in this area, though not the only one.

CPs acknowledge the acceleration of progress in the PEMFA programme during 2007, with enhanced Government ownership and accountability on results. However, we are still awaiting the PEMFA Semi-Annual Meeting, which should have taken place prior to this PRBS Review. We also understand that the implementation of IFMIS is delayed, and that pilot sites are unlikely to go live by the end of June. 

More broadly on PFM reforms, CPs welcome GRZ focus in 2007 on improving budget execution and strengthening treasury and cash management. We commend in particular the improved overall rate of releases compared to the approved allocations, which has reached over 91% in 2007, and nearly 100% on the priority areas. However, there is still no consistent system for submitting and recording quarterly profiles by the spending agencies, and assess whether the Ministry of Finance abides by it. This should be the basis for an effective and timely budget execution. CPs would welcome an explanation on this.
As budget support providers, the monitoring of budget execution is our only means to assess that our tax-payers money is reaching the intended purposes and beneficiaries. This should also be the main tool for the members of parliament, non-state actors, and the public at large, to assess the use of public finances. While efforts are made by GRZ to produce the quarterly budget execution reports and the consolidated annual financial report,, their publication is not always ensured in a timely and comprehensive fashion. This renders monitoring very difficult. We would like to understand what are the main obstacles in publishing several of these reports on a regular basis as well as to increase their comprehensiveness and consistency..
We are also very concerned at the slow progress in a key area for enhancing budget execution, and that is public procurement. The draft Procurement Bill still needs Cabinet approval; we would urge presentation of the Bill to Cabinet in time to allow for its approval and the enactment of new legislation in the next Parliamentary session. It is crucial to have a transparent and effective legal framework for procurement in order to attain value-for-money, to allow efficient tendering processes and avoid large unspent balances at the end of the year, particularly given the structural constraint on the budget cycle that Zambia suffers, with a budget execution de facto limited to nine months, if not less. These unspent balances imply a sub-optimal implementation of the various priority programmes, with obvious implications for a real progress under the FNDP. Under the current legislation GRZ has already clarified a number of misunderstandings on the application of the rules, and we commend Government for that.
4. On GRZ commitment to Democratic Governance: 
Performance varied across the broad range of issues covered by Governance but overall the progress was positive albeit often gradual.

The Government has improved economic management and is benefiting from increasing fiscal space. However, improvements in public services are being limited by low capacity within government. More rapid implementation of public service reforms are key to further progress in public service delivery. We welcome commencement in 2007 of the development of a new Public Service Pay Policy and look forward to its submission to Cabinet later and its implementation in the 2009 Budget.
We recognize that dedicated anti-corruption initiatives appear to be beginning to bear fruit and the fight against corruption has had some notably successes in 2007. Notwithstanding this progress, international corruption indicators showed no significant change in corruption perceptions in Zambia in 2007.  There is a need to further improve government transparency and the approval of the National Anti Corruption Policy remains critical to maintaining momentum in the fight against corruption and to increasing public and investor confidence.

On Oversight and accountability, the Public Accounts Committee and the Auditor General’s report received positive press coverage in 2007..    On the proportion of cases disposed of to those recorded the Human Rights, Anti Corruption and Judicial Complaints Commissions all showed significant improvements in 2007.  However, the Commission for Investigations and the Police Public Complaints Authority still need to demonstrate their effectiveness.

Civil society organisations are important partners and play a key role as engines of change and development.  The legal environment should enable active engagement of non government organisations in public debate, including freedom of assembly and expression, as an integral part of a participatory democracy.

Performance of the justice system has been mixed.  Case management by the courts deteriorated significantly in 2007 while the percentage of remand to total prisoners improved.  We commend government for its strong ownership of the Access to Justice Programme. However, implementation has been slow, particularly in improving access to justice outside Lusaka.  

Compilation and analysis of data in the governance sector remains a challenge.  We ask that the Governance SAG revisits the Key Performance Indicators for governance and that a State of Governance report covering 2008 be produced and pass through a consultation process in advance of the PRBS review in June 2009.

In concluding, some remarks on our dialogue are warranted. CPs appreciate having the opportunity to dialogue with Government on the formulation and implementation of strategies and policies towards Zambia's development objectives. CPs would like to voice two concerns in this respect. 

First, for the dialogue to be meaningful, both Government and CPs must be well prepared. We need to put a serious effort in improving the preparatory process for the PRBS reviews, and ensure an appropriate level of representation in all segments of the Review, including the Working Group sessions. We urge Government to take a stronger lead in this process, maintaining a direct link with the National Economic Management Cycle, thus underlining that Budget Support is Government’s preferred aid modality.

Second, Zambia’s ambitious development objectives can only be achieved by a responsive Government. This means dialoguing and partnering with civil society in a positive way, avoiding tendencies of polarization. CPs urge Government to revitalize the Sector Advisory Groups in all sectors to this end, providing for an open and inclusive platform for broad participation for stakeholders in Zambia to participate in the country’s development efforts.

Thank you.
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