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Abstract

ersistent rural poverty is one of the most stubborn social
P problems facing LDCs. It is difficult to estimate poverty
accurately because the concept of poverty is not easy to define
and even once it is defined it is not easy fo measure in a way that
is consistent with de definition.

This paper outlines the regression analysis addressed to determine
variables and factors influencing poverty alleviation in Mozambique and
estimate their magnitude. The aim of this paper is to support the careful
interpretation of poverty estimates and to emphasise the need for policy
makers to account for poverty measurement in their work.

The analysis shows that aid support has great contribution in poverty
reduction. Mozambique to achieve the MDGs has to grow at least at the
level of 8% per year (meaning 14% by 2015), while the budget allocation
has to increase around 10% per year to satisfy internal demands. Capacity
building is a critical variable at sub-national level. The expected budget
allocation is around $105.000 million by 2015 (PRSP IT projections).

In terms of budget (external resources), we found that the level of
support should increase at least at the level of 5% per year and
Decentralised Aid Support (DAS) could improve the local capacity and
address the local demands and needs. The UNCDF Local Development Fund
(LDF) and UNDP local investment in capacity building are critical examples
in Mozambique. UNDP/UNCDF evidence shows that key lessons were
generated from experiences with working at both the upstream and
downstream levels, aiming to effectively contribute to achieve the MDGs.

The foremost conclusion is that investment in Local Development is a
critical feature to achieve MDGs and decentralization could be vehicle for
that purpose. Good Governance in one critical pre-condition.
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1 INTRODUCTION

Transferring capacity and resources to the podhésmost direct and immediate way to reduce
poverty. Today, the economic and social implicaiai poverty are widely discussed themes by
researchers and policy makers. In fact, povertyretnains a problem in many developing countries.
Researches on poverty worldwide (Anil et al, 20@®)pgnizes and makes clear the close relationship
between decentralization, poverty and local devalaqt. The challenge in Mozambique is to reduce
the incidence of the poverty by 50% (meaning 279%2045), thus there is a need to understand the
variables which influence poverty and the role ¢éopbayed by the government and by development
partners. This paper is devoted to the problem adetiing the variables influencing poverty aimed
to achieve the MDGs by 2015.

The focus of the present paper is on modelling ggweduction looking at the influence of factors
determining the MDGs, using econometric specifaratiBudget support (Aid) and allocation (local
resources) are considered as critical variables. Mhdel specification of poverty dynamics raises
issues of interest to econometricians, and thenagtis from such models provide useful information
for policy makers and their advisers. The papermements other related reports by presenting an
overview of issues associated with poverty modgl{ifinil & Goetz, 2003; Lancaster, 1990; Jenkins,
(2000) and the way forward. It presents and dissosse statistics devoted to “explain” poverty and
empirical relationships with other variables aslwaslcharacteristics derived from PARPA Il (PRSP)
data.

Map 1.Mozambique provinces (FAO GIEWS 2060)
The paper as a resource for researchers, gives naraje

oruomem . introduction of poverty analysis. It also aims t@yde greater
o gl background for people interested in the quantigatasults in the
ﬁ_\ = poverty reports produced. On other hand, it aimgdotribute
f--*‘: ‘j Y ,»;:f.Q_x with analytical methods to and provide findingsatetl with the
- ,ﬁ{h Jr variables determining the poverty in Mozambique. nany
) E“ b studies and for many researchers the most comnestigrated
t { o models have been regression models of poverty.rRare been
,;_1; ) models fitting a stochastic time-series structargdverty itself

T ol linking with national MDGs, from which the impligahs for

| .m.zk I poverty have been derived with a 'predictive cajegi models.
"*"‘:*-’"'z The broad trends in poverty levels measured shoat the
e number of poor persons was about 54 per cent opdipelation

(IAF, 2004). Estimating the regression, we foundt thoverty is
Tl = s and provinces, o km  INfluenced and is highly correlated with budgebedition and

Freshwatar area: 13,000 5q km ifi
Freshwate Ot good governance (specifically local governance).

Admini e Regions: The Republic of i 3
Mng.'ﬂalrr;ll:sigipgdhic?;g?;mtI?re:E:gi:-:ns:theS:l_rlh In the present paper we also explain poverty dyosron the
iMapute, Gaza and Inhambane proviness), the Centre - g sis of an econometric model, which explicitly agaizes the

{5ofala, Manica, Tete and Zambesia provinces) and . L . s .

the Noith (Nampula, Cabo Delgado and Nisssa role played by demographic factopslitical stability, bilateralaid
MCES], Mo INCE 15 51 Il into districts . ..

et o e cliimd s adrristratve leitiee . SUpPOrt  (budget support) and multilateral contiiut (e.g.

and poss. UNDP/UNCDF).

i atimada 2003, Mozambigus knstituio Nadona! de
Estatinica 2005 World Rasurces institute 2002

2 “Connecting poverty and ecosystem services” - A series \@nseountry scoping studies: Focus on Mozambique
(2005). Published for the United Nations EnvironmengRamme.
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1.1 DECENTRALIZATION AND POVERTY ALLIVIATION

Poverty reduction strategies currently are seerassociated with localization of development

initiatives, and decentralization is being usedvahicles to promote local development, exactly
where the incidence of poverty is high. Decentedion is a complex process that requires human
and institutional arrangements to implement. Itresognised that it should play critical role to

achieve MDGs, because of its nature to work atl llesal. This document will provide the necessary

coherence and continuity of this long process dbsagedescribe the tasks required to ensure tleat th
vision of decentralization becomes a reality andegates tangible benefits for local government
linking the local communities.

The Local Governance process in Mozambique datels 10a1978. It began as a part of the process
of dismantling the colonial state apparatus, whiegan after National Independence in 1975, but in
fact, decentralization process dates with the adoption of the 1990 Constitutidremwthe extinction of
Provincial Assemblies was announced. Since 1998, wiroduction of Decentralized Planning and
Financing Programme (PPFD) local governmertave had the authority to plan, decide and
“execute” expenditures for maintenance of locatiinBons under their authority. Some critical
assumptions are being considered:

a) Decentralised Planning and Financing System

The positive impact of UNCDF/UNDP supporting PPFRshwon extensive support of the
Government and its programme content and methogatogow incorporated in the Government’s
policy (National Planning System).

Figure 1: Budget cycle from PPFD perspective

The Law 8/2008 (LOLE) gives the district power tkamp
—— TS budget and implement local initiatives (district msdgetary

1 unit). The UNCDF/UNDP experience in Mozambique
promoted innovative exercise in terms of planningd a
financing system at the district level. UNCDF/UNDRS

4 I replicated the model of district planning, strermgtimg local
B s PS government, which was piloted in Nampula, to Cabo
= N 'T““" Delgado (Gaza —Preparatory assistance, 2006), bad t
— World Bank has replicated it in four other provia¢®anica,
ETD 31 - POD Sofala, Tete and Zambézia).
e The Ministry of Planning and Development has adbt@s
.. a nation-wide model and it is now the basis foriamat
Jauls Messustiganles, 2003 strategy on local Planning & Budgeting and valuableut

for the Decentralization Policy, due its inclusieea and downstream approackts model for
training district level officials is being repliet rapidly throughout the all country.

The recent decision of the government that theidignust be the unit on which actions to combat
poverty are centered emerged as the need to reenfarman and institutional capacity at local level.
The mainstreaming of PPFD countrywide will be sed@inate factor for the decentralization process
and Local Development, aimed to reinforce terrdbrdecentralization céntral, province and
districts) and sectoral deconcentrationigisterial line).

3in Mozambique system Local Governments refers to Local Grghtate. The Governors and district administrators
are appointed by the President and Governor, respecfilrymunicipalities (33 actually) are elected bodies.

2
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b) Local Governance effectiveness

Decentralisation is an important cross-cutting tagenarea with major implications for poverty
reductionand the achievement of the Millennium Developmewals (MDGs). Decentralisation
enters into countries’ poverty alleviation strag=giin a number of ways. On the basis of the
“subsidiarity” principle, sub-national governmerage often given the responsibility for managing
many “pro-poor” priority sectors, including primaand secondary education, primary health care,
agricultural extension, water and sanitation sesjcand local roads and public infrastructure
(UNDP, 2005).

On the other hand, effective local development raearb-national governments are generally in a
better position than the central government totifiefocal needs (including those of the poor) @aod
deliver public services accordinglyGabor Soos (2001refers thatonsensus on the measurement of
local government performance, in particular, issmouously absent in the literature. Performance
has been identified with several concepts and tleimbinations. Effectiveness, efficiency,
productivity, economy, appropriateness and acc#iggibf services, smoothness of the decision-
making process, service quality, client satisfactmr satisfaction of the strategic constituency,
responsiveness, and respect for political freedeene all been used in defining performance.

Performance definitions ultimately depend on whioke of the local government the researcher
chooses to emphasize. To reach a set of definiwonering local government performance, one
should consider the expectations local governmargsdesigned to fulfil. Four duties seem to be
relevant. All of them imply a basis against whi@rfprmance can be assessed:

» Local governments are expected to set communitysgaad formulate inclusive polices. As
decision-makers, the basis of evaluation is thegngnce between policy requirements (e.g.
budgeting) and actual policy-making (e.g. budgetmstness).

» Local governments are expected to effectively imaet their decisions. As administrative units,
the basis of comparison is the consistency betwelat local governments decide (policy
objectives) and what they can carry out (outputs).

» Local governments are expected to work for themmemnities (service delivery). As responsive
organizations, their policy-making is compared tiicalated societal demands.

* Local governments are expected to be democraticdeRsocratic organizations, their activities
are assessed on the basis of the realization @iicdrasic values.

Local governments are not simply decision-maketsalsodemocratic decision makers. Thus, local

governments must meet certain standards of dempocr@bis measurement of democratic
performance focuses on the degree of the incoriparaf democratic norms in the operation of the
local government (Gabor Soos, 2001

A democratic local government must offer localzgtis the opportunity to understand its operation
and participate in making decisions on local puldgues. People might not accept this offer for
whatever reason (e.g., because of a non-particypgtalitical culture). This does not influence the
level of performance: local government activities mmeasured here, not their outcomes (Gabor Soos,
2001.

* See UNDP Primer: Fiscal Decentralisation and Poverty Redudtigust 2005.
®> See Indicators of local democratic governance project: conceplypatheses

3
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c) Decentralising aid Support and Allocation

Donor support is still a determinate input in Motague. With the advent of district planning unit,
local communities have the choice of plan and immglet locally. The challenge ahead is to transfer
functions from central ministries to districts arid have the districts capable to assume
deconcentrated functions from central and provideigl, including delivery and budget execution.

Figure 2 Proportion on Investment per provfce

e —— As noted by Hodges and Tibana (2004) donors are
heterogeneous in their motives, strategies, rulesl a
procedures. Fiduciary risk, restrictive interndiesuand/or a
desire to “show the flag” have prevented some doffimm
evolving from traditional project aid to common &fsand
DBS. On the other hand, many donors have beenemdied
by the new thinking on aid effectiveness, which has
emphasized the importance of partnership, based on
government commitment and leadership, and the use o
— government systems and procedures, supported l®ssey
Tambiza reforms and capacity building.

MY apwsta- = ray

Solda
Massa

Tals

Bbagubo -Cidads
Nambars
Cabo Deigada

Manica

Nevertheless, it is recognised that budget supgamt have
. advantages, first because it can increase ownerbkip

o 50 wa  focusing on locally identified priorities. Secondiyoverty-
mApproved mExeculd | reducing spending can be reduced by the betterdioation
of donors’ resources that emerges from prioritetsas the level of the country concerned. This also
helps reduce the duplication of projects that ee®rgghen many foreign donors fund individual
projects directly. Finally, budget support enaliBas/ernments to get a comprehensive picture of all
aid flows. In the case of projects, donors may Ib@ble to provide the necessary financial
information (DAC, 2001). The critical role of DBS related to institutional and human capacity at
sub-national level.

Mampuia

In Ugandd, There is a growing recognition by the donor comityuthat at the local government
level in Uganda there is a wealth of potential émnis of resources, institutional abilities and
organisational talent. In recent years this hasedua number of them to decentralise their aid
programmes.

Mozambique experiences shows that with decenttadizaprogramme (PPFD), via Local

Development Fund (LDF), UNCDF/UNDP is supportingdb infrastructures investment as block
grant. In supporting physical and social infrastinoe activities there is an immediate improvemdnt o
human welfare, those which have maximum (positiraplications for local capacity. With

Decentralised budget support local governments logp®rtunity to make the choice and prioritise
local needs and will give them a chance to acdnmvliedge and skills for handling the planning of
their future development programmes. Based on tREDF/UNDP experience, we found that the

6 Hodges and Tibana (2004). Expenditure per capita bynqeesj average 2002-2003 (MT '000; excluding all external
resources except general budget support).

" Decentralising Aid and its Management in Uganda: Lessons Clapacity-building at the Local Level.
www.ecdpm.org/Web_ECDPM/Web/Content/FileStruc.nsf
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success of decentralised budget support dependsglygren the ability and capacity of local
governments and citizens, to identify the posiBlements of local institutions capacity buildingda
development needs.

In Ugandd, the common argument that local government irt&its have neither the ability nor the
human resources to manage donor-funded progranmsnbased on faulty reasoning. It has been
established that this kind of reasoning may be wua selfish wish of some central government
bureaucrats to hold on to resources; it might aksdhe result of inexperience on the part of donor
agencies in dealing with people at the local govennt level.

Decentralised Aid Support (DAS) implies: (i) Prosidechnical expertise (training needs) and
physical requirements for capacity-improvement focal authorities; and (ii)) Support and
engagement on participatory planning initiativeghviunds to supplement local resources and ensure
that the selected local priorities can, as far @ssible, be implemented. In that sense, decerddalis
aid Support will mean devolution of poweasd responsibilitie$or local administration, planning
and financing, implementation, monitoring and ewadibn of Local Development Programmes
(LDPs).

d) Development of Local Capacity

Local administrations and institutions possess moogadvantages and opportunities for building a
sustainable local capacity. With decentralizationich of the responsibilities for service deliverg a
transferred to local governments. While severahll@governments are able to maintain the “quality”
of services deconcentrated to them, it is unablémorove beyond its present capacity and has
limited success in getting the communities involiredddressing local needs and demands.

The size of the administrative staff is an importaature of local government. Both the bureaucrati
modes of decision-making and the issues of comiylete well-indicated by the size of the local
bureaucracy. Thus, the strength of civil societynisasured by active participation, the number of
NGOs and other organization in development. Thislasble-checked by the self-reported civic
participation in the citizen survey. Civic group® & give shape to various efforts and initiatioés
citizens that address different public issues.

Capacity development reforms including training ethithe District Administration embarked
establishes a healthy working relationship betwienpolitical leadership and the civil servants at
the district level. Three cases indicate best pradh this field:

« Participatory planning and district financing apgeb (human and institutional capacity)
« Programme approach involving multi-sectoral inteti@ns (institutional capacity)
+ Project activities (community capacity)

8 Decentralising Aid and its Management in Uganda: Lessons (fapacity-building at the Local Level.

www.ecdpm.org/Web ECDPM/Web/Content/FileStruc.nsf
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1.2 DEVELOPING AN ENVIRONMENT CONDUCIVE TO L OCAL DEVELOPMENT

With the increasing recognition of the relevancenafional capacity, the United Nations General
Assembly Resolution 44/21lemphasized that its agencies should focus on gpiagilding in
developing countries and directed them to improkeirt operational activities, including the
coordination of various efforts. Slowly, the progmaatic efforts of major multilateral and bilateral
donor agencies have begun to incorporate capauilglitg into their technical assistance/ technical
cooperation efforts.

The principle of local development includes settthg following strategic objectives of technical
cooperation: (a) long-term capacity building rattiean short-term performance improvements, (b)
stressing the importance of long-term institutianlding (especially in the area of policy analysis
and development management), (c) advancing greatof local expertise and existing structures,
and (d ) encouraging broadened participation, tholgiintended beneficiaries and stakeholders,lin al
phases. The latter is particularly important beeaitsis felt that participatory development
strengthens and empowers citizens, groups, andniaegeons, in addition to improving the
effectiveness and efficiency of development programd eventually linking to good governance.

Mozambique had been one of the most centralizedagoies in Africa until the end of 1980°s. The

decade of 1990’'s is seen as determinant on deteatian process. Nevertheless, literature
recognises that there is no guarantee that grdatemtralization would result in greater democracy
and more local development. There are hopes thatptiocess would be more inclusive and
participatory, and that it would take into accouht needs of the poor, disadvantaged and
marginalized groups. Given the above points made ¢onclusion is that the results of

decentralization depend on the commitment and dgpatthe local government to address local

demands and needs. The arguments are groupeavmtodtional effects & local effects.

With regard to thenational effects, on one hand, the argument is that there could lenflict
between decentralization and the macroeconomicctgs whereby local authorities take a much
narrower view and perspective. Some authors obdetiie reluctance of decentralization in
developing countries mainly because of weak systqroer information, unlimited needs, weak
capacity and administrative diseconomies. Becautethese reasons, decentralized budget
responsibilities would lead to loss of expenditcoatrol.

On other handocal effects, have been launched in the majority of developiagjons, but these
rarely lay the foundations necessary to reach ieffcy and equity benefits. Those foundations
include the transfer of important discretionary posvto downwardly accountable actors, capacity
building and technical assistance that represestr@spond to local challenges. All efforts are bein
taken to help us better understand and enhancerganisation's efficiency at the provincial and
district level.

There is some analysis of what constitutes an wffecdecentralization process. The PPFD
(Decentralised Planning and Financing Programmegéd by the UNDP/UNCDF and other partners
in Nampula and Cabo Delgado are a critical examplee World Bank covering 13 districts
replicated the model in Sofala, Manica, and Tetd Zambézia provinces. Other experiences on
decentralization include the provinces of Niassa kamambane, funded by Sweden and Ireland and
GTZ and also reference in Mozambique.

o Seehttp://www.mindfully.org/Sustainability/Capacity-Developniditim

6
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Governments, donors, NGOs, and theorists typiaddifiend decentralization reforms on grounds of
improved efficiency, equity, and responsiveness bofeaucracies to citizen demands. Most
decentralization reforms are either flawed in thaéésign, or encounter strong resistance from a
variety of actors that erodes their effectivenédsviewinga comparative methods there are some
striking findings to be considered:

1. One finding is that effective district planning asparticipatory or inclusive process to
underpin its business processes. The indicatoratolwis the number of citizens participating
and the Consultive panels.

2. Another finding is that there seem to be a cori@tatbetween lack of capacity and
environment conducive to fraudulent practices. €Rperience of decentralization as it has
occurred until now suggests that additional momtpicapacity and regulatory agencies will
be needed to convert the potentially higher pradaatapacity of local governments. Results-
oriented development action plans require sountbpeance monitoring, realistic targets for
performance assessment indicators, and timely givof data.

3. Capacity develop in government and CSOs (includiapgacity for poverty monitoring and
evaluation, analysis, statistics, program/projexgigh and implementation, and legislation) at
the national and local levels, is critical to emsdhat technical assistance contributes to
strengthening local capacity.

4. Donors and partners together urgently need to addiee issue of partner countries’ weak
institutional and human capacity, including in nmoring and evaluation (M&E) systems,
statistics, and managing for results at the looall

Experiences show that decentralization reformsbaieg attenuated via insufficient power transfers
and inappropriate local institutional arrangemerifiee choices of powers and of institutional

arrangements form the basis of central governmetiores that compromise the process of
decentralization in practice. There may be someéngoé truth in arguments about lack of local

capacity or absence of technical expertise to gov@iven current political conditions demanding,

further decentralization policies should continaeemphasize and sustaining the provision of local
services:

(1) Promoting equitable development by involvingd@spread participation in planning
activities,

(2) Improving the district by providing more logalvenue responsibilities

(3) Providing more expenditure responsibilitiesldoal governments in the provision of
public services

(4) Improving the inter-provincial and inter-distriharmonization by increasing alignment on
investment block grant,

(5) Strengthening local capacity in human resouaresinstitutions; and
(6) Promoting private participation in provisions#rvices.
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1.3 POVERTY MEASUMENT

Definitions of poverty vary, firstly, over the ques of how to measure differerstandards of
living™. Anil & Goetz (2003) argued that the traditionainceptualization and measurement of
poverty by economists has focused mainly on incam& employment growth. Economists have
argued since the 1950s that poorer regions shaw ghore rapidly than richer regions because
diminishing returns to physical capital would cansare-advanced regions to grow more slowly than
less advanced ones.

Table 1: Poverty Incidencein Mozambique

—— pemwmmed  The concept of poverty is vague and consequenity st
people definition of poverty is a matter of considerableademic
slask M dispute. Perhaps the only point of general agreerierthat

Cabo Delgado A7 people who live in poverty must live in a statedefprivation, a

Gaza B4.EE' state in which their standard of living falls beleame minimum

Inhambare: Hi B0 acceptable standard.

::::; :E: Within poverty research, disposab’le income is  thestm

s . commonly used measure of a person’s standardiofjlivut this
is not without limitations Greenwell et al, 2001)The preceding

Massa o three issues in poverty measurement all relateoto people in

Sofala A7 AT different circumstances are to be compared. Theis§poverty

Tete B2V line derived from measurements has been controversial

Zambezla GE.10%

A poverty measure that takes account of the depfioeerty is
the poverty gap, which estimates the gap between actual incomeghengoverty line for all those
who are in poverty. The poverty gap can also bel tgemeasure the total cost of raising all of the
poor to the poverty line but no further.

In the literature, alternative measures exist lier definition of the concept of poverty. The twoima
approaches are: i) theaditional approach that dichotomises the population irgoor andnon poor
people by means of the so callgalerty ling; ii) the totally fuzzy and relative approach that allows

us to analyse poverty in a multidimensional perspecavowing the use of an arbitrary threshold
value. Other methods of analysing poverty dynaraiesreviewed in Jenkins (2068)In the context

of the present study poverty determinants are ssgeand computed, to determine factors affecting
poverty reduction.

As Anil and Goetz (2003) argue, sociological reskaresents two broad sets of theories to explain
poverty: one stresses culture, the other structuraxternal causes. Culture-based explanations are
centered on the argument that people are pooe#mons of their own making. Structural causes are
those that are beyond the control of the individui@ing in poverty.

Finally, once the poverty line has been develop®dl @eople can be identified as poor or not poor,
there remains considerable debate about how beasiptesent thextent of poverty. For example,
poverty rates are simple to understand but fadapture the depth of poverty. The measurement of
.poverty while also problematic can help to provédeetter picture of the extent of poverty and gisin
econometric models can be predicted.

1% Greenwell, Lloyd and Harding (2001)
1 Jenkins, S (2000) Modelling Household Income Dynardiesrnal of Population Economics 13 (4).
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1.4 CONCEPTUAL FRAMEWORK

It is argued in this poverty modelling that poveigyin part, determined by variables analyzed, bu
can be influenced by other the factors not conedién the model. The critical factors, related with
local development, planning and budgeting are aealyin this framework. UNCDF and UNDP’s

role as development actors in Mozambique are biikgn in consideration looking at the influence
of downstream and local development practices atahientions, as well as upstream interventions.

Duncan (1999) points out that poverty persists whemmunities lack civic participation and is
rigidly divided by class and race. The idea thatiintions matter for economic development has
received attention in the economics literature ab. vbramovitz and David (1996) maintain that the
attributes and qualities of people and organizatievhich originate from social and political
institutions influence the responses of peoplectmemic prospects

The econometric model is a form of endogenous &itcregression, and is fitted using simulated
maximum likelihood methods. The specification ofdals of poverty dynamics raises issues of
interest to econometricians, and the estimates fnach models provide useful information for policy
makers and their advisers.

Two types of model have mainly been used to desdhib poverty dynamics of individuals (Jenkins,
2000). The most commonly-estimated models have legression models of poverty exit rates and
re-entry rates. Rarer have been models fittisgpehastic time-series structure to income itself, from
which the implications for poverty have been dedive

The parameters calculated using regression metbggohore adequately capture impact changes of
the poverty indices, and conceptually are more ister® with the idea of increase livelihood status
investing more in local development. It is hypotked that good governance and budget allocation is
being channelled to provinces and districts, theelleof poverty tends to reduce, considering
availability, accessibility and utility of servicgelivered, social and economic infrastructures and
development actors capabilities, including localggoment (local organs of state).

An inverse relationship is expected when the outcofrmaid effectiveness is significant, meaning that
budget support in not being utilised for developtrmmrposed or the local organs of state do not have
capacity to deliver and respond the local demandshaeds.

The regression methods are estimated using tlevialy steps below:

)] Determinethe OLS, as a statistical method in the context of a tiawial approach, refers
to the relationship of variables and its charastes.

i) Estimation of the parameters. The second step is the estimation of the paramete
determining poverty

iii) Prediction or ssmulation: The prediction is carried over to analyse the ¢ftéwariables
influencing Millenniums Development Goals (MDGshavement by 2015

iv) Discussion: Discussion is undertaken to analyse some critac@bfs and challenges in
Mozambique

12 See Anil & Goetz (2003)
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2 ANALYTICAL FRAMEWORK

Anil & Goetz (2003) formulate a general conceptoaddel where family poverty ratd®Q), is a
vector of economic factors affecting poverBF, individual-level factorslF, social SF, and
“political” factors PF. We estimate the above model alternatively usevgls of and rates of change
in family poverty rates as dependent variables.agiven time period poverty equation is given by:

POV =1 EF, IF, SF, PP.

wherePQOV denotes amx1 vector of the dependent variab¥erepresents anxk matrix containing
the determinants of poverty (EF, SF, PR, BhdW is a spatial weights as explained above. Sgalar
is a spatial autoregressive parameter @ndenotes thek parameters to be estimated for the
explanatory variables. The other specificatiorhes $patial error model (Anil & Goetz, 2003). The
econometric model is summarised as:

POV = ;JT?"{PDF} + X5+ ¢
g~ M0, o1,

It is considered poverty as a vector of multiplgression equation, which is used to account for
(predict) the variance in an interval dependentsedaon linear combinations of interval,
dichotomous, and dummy independent variables. plaltregression can establish that a set of
independent variables explains a proportion ofvi@ance in a dependent variable at a significant
level (significance test of 3R and can establish the relative predictive imamace of the independent
variables (comparing beta weights). Power termshmiadded as independent variables to explore
curvilinear effects.

Cross-product terms can be added as independaablesr to explore interaction effects. One can
test the significance of difference of twd'&Rto determine if adding an independent variabléhe
model helps significantly. Using hierarchical reggien, one can see how variance in the dependent
must can be explained by one or a set of new itk variables, over and above that explained by
an earlier set. Of course, the estimafscgefficients and constant) can be used to cortsauc
prediction equation and generate predicted scaresvariable for further analysis.

Multiple regression shares all the assumptionatetation: linearity of relationships, the sameele

of relationship throughout the range of the indeleen variable ("homoscedasticity"), interval or
near-interval data, and data whose range is notated. In addition, it is important that the model
being tested is correctly specified.

The exclusion of important causal variables or ith&@usion of extraneous variables can change

markedly the beta weights and hence the interpoetadf the importance of the independent
variables.

10
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2.1 VARIABLES OF THE MODEL

To be precise, it is assumed that the determinawenty reduction factor is economic growth, which
influence other factors estimated. There is cotim@iabetween economic growth and other variables
not considered in the model. Dummy variables amsicered®: Qualitative data were selected from
governance trends and expectation.

Table 2: Description of Qualitative Variables

\EE Description

» Good governance: yes = 1 and Opposite = 0, assuming that by 20ll0pwiachieved
high level of democratization, including autonomwpdalocal
empowerment.

The influence of good governance is defined apeesentative &
inclusive system established to strengthen the a3c
of government, ensuring accountability, transpayerazlvocacy,
and participatory decision make and citizen groupsectly
interact with government. Good governance can tieiseen as
the achievement of greater efficiency, represemati
accountability, transparency.

e Capacity Building: yes = 1 and Opposite = 0, assuming that the infleest capacity
building to delivery services at the local level

The ability of institutions to satisfy the group®ndands are
considered as critical in order to achieve fastepnemic
development and improved standards of living.

» Budget Support (aid): yes = 1 and Opposite = 0, assuming that all devedop are being
taken by the government. Budget support is chaatelia central
government.

It is assumed that significant proportion of thedget is being
supported by international organizations/partnerff. is
hypothesised that the level of economic growthdrast influence
on poverty reduction. While it increases the aigpsut decreases,
meaning that aid support is correlated with ecorcaynowth.

Its hypothesised donor’ funds in government systams sector-
wide approaches. This should be used in combinatith set
performance targets on the part of budget holders

13 Dummy variables are a way of adding the values of a nominal or ordindbler to a regression equation. (ex., Yes =
1 if hypotheses is accepted and 0 = otherwise 0).

11
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The quantitative data analysis were selected fr&®®8HP budget allocations (2006- 2009). All indicative
data from 2010 — 2015 was predicted by annual ¢gdeocrease rate (14#i)lt is hypothesised that the
level of population (demographic trends) will inese proportionally in average at 2.7% per year.

Table 3: Description of Quantitative Variables

Variables Description

« Economic growth We consider Economic growth d@conomic growth* is the
increase in the value of goods and services prablume an
economy. It is conventionally measured as the mercate of
increase in real gross domestic producGDIP. Growth is usually
calculated inreal terms, i.e. inflation-adjusted terms, in order to
net out the effect of inflation on the price of ty@ods and services
produced. In economics, "economic growth" or "ecoitogrowth
theory" typically refers to growth of potential put, i.e.,
production at "full employment,” rather than grovthaggregate
demand

» State Budget Allocation The state budget optimizes the required level ekstment to
(Internal resources) maximize their expected utility stream. The composi of the
state budget is the local revenues and other taonion. Budget

generally refers to a list of all planned expensed revenues. A

budget is an important concept in microeconomidsiclv uses a

budget line to illustrate the trade-offs between tw more goods.

* Demography Demographic factors are directly correlated withrgrty reduction
(Population) targets.Demographyis the study of human population dynamics.
It encompasses the study of the size, structuredestdbution of
populations, and how populations change over tioe td births,
deaths, migration and ageing. Demographic anabgsisrelate to
whole societies or to groups defined by criteriahsas education,
nationality, religion and ethnicity.

* Bilateral Support Aid is inversely correlated, meaning that while #ie contribution
(External Resources) increases, the level of poverty reduces. Bilatstgiport is the
allocation, within a system, of available, among tharious

functions that need to be performed

» Multilateral Support UNDP & UNCDF support are inversely related with pdy,
(UNDP&UNCDF) meaning that while the aid contribution increasi®, level of
poverty reduces. The UN support aims to promotekealisation
and local development, including capacity buildingnd

infrastructures (Local Development Fund).

¥ http://en.wikipedia.org/wiki/Economic growth

12
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2.2 ECONOMETRIC M ODEL SPECIFICATION

Following Anil & Goetz (2003) formulation on gem¢iconceptual model where family poverty rate,
the econometrical multiple regression model is gias:

Pi=fo+ piXi+ ¢ @)

The parametefd denotes thé& parameters to be estimated for the explanatoryables, wherg0 is
the level of the poverty determined by other factor considered in the model and the texrs the
error specification of the model. TifEs are the regression coefficients, representiagathount the

dependent variable Pi changes when the indeperdti@miges. The¢fy is the constant, where the
regression line intercepts the y axis, representsglevel the dependent Pi will be when all the
independent variables are 0.

The standardized version of th® coefficients is the beta weights, and the ratiotlod beta
coefficients is the ratio of the relative predietipower of the independent variables. Associateld wi
multiple regression is R multiple correlation, which is the percent of iaace in the dependent
variable, explained collectively by all of the iqendent variables. The empirical model of analysis
based in econometric analysis, can be formalizekdrfollowing equation:

Pi= [ +B1X1+...+ BsXs + PaD1 +...+ PnDnt & (2)

Where:P; denotes amx1 vector of the dependent variable — Povextyepresents anxk matrix
containing the determinants of povert{;( is economic growth (EconG)X, the state budget
allocation (Budget) X3 population growth (Pop)X4 years,Xs multilateral contribution (UNDP, &
UNCDF), D; - Governance status (Gou), - Aid-effectiveness (aid)Ds - Good Governance and
Political stability (PolEst) andD, - Budget support mechanism.

2.3 DATA AND SAMPLING

Poverty research is inevitably constrained by telable data. We next estimate a panel model for
two time periods to control for unobserved hetenegty and also to investigate inter-temporal

changes. The first period of the inter-temporaladat used is from the PRSP 2005 — 2009. In
addition, based on that dataset, is forecastednration on the following panel data for the second
period 2010 — 2015. For each individual variablassumed incremental level by year.

The study adopted PRSP data because the povergysucover samples of the Mozambique
population the poverty figures derived from theveys are scarce, most of existing data estimates
poverty levels in the whole population, based dorimation derived from INE (National Statistics
Institute). These estimates are subject to samggingr, which will vary with the size of the sample
(that is, larger samples produce lower samplingabdity).

To accommodate the standard errors which are omesune of the effect of the sample size on the
accuracy of the estimate, it is referred to as3Beer cent confidence interval and means that, if
repeated samples were conducted (at the same ipoiime), the expected error of the sample is
minimized. The section 3 of this paper provideetaied examination of the main data source used
in Mozambican poverty analysis.

13
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3 ESTIMATION RESULTS
3.1 DESCRIPTIVE STATISTICS

This section presents ordinary least squares (OéSl)mates of equation (2) corrected for
heteroskedasticity and the parameter estimatdseoé¢onometric model. We start by discussing the
summary statistics. The table 4 presents the suynmar

Table 4: Summary statistics

Poverty Economic Growth Population
Mean 0.39306 Mean 0.102 Mean 19766123
Standard Error 0.025194 Standard Error 0.007376 Standard Error 547625.3
Median 0.384419 Median 0.096947 Median 19684523
Standard Deviation 0.087274 Standard Deviation 0.025552 Standard Deviation 1897030
Sample Variance 0.007617 Sample Variance 0.000653 Sample Variance 3.6E+12
Range 0.266599 Range 0.073926 Range 5788923
Minimum 0.273401 Minimum 0.074 Minimum 17000000
Maximum 0.54 Maximum 0.147926 Maximum 22788923

Use the variable poverty, population and econommath, the table above provides descriptive
statistics (means) of the individual charactersstla average, we denoted significant influencénef
variable illustrated and in the characteristicshef data. The levedf Coefficient determination (R?)
adjusted is of 89.9% shows highly significance ofimteraction effect is the same as for any other
variable. The econometric analysis will help usdetail to identify the determinants. From the
characteristics we can denote that:

+ At 95% of confidence, Economic growth and Poputataye both possible determinants and
associated with the poverty. There are roughly ntba@ 90% chance that economic growth is
determinate factor, while, the variable populatitve true value for the whole population is
unpredictable. In average the expected level oheeic growth considered is roughly 10%
during the period of the estimate and there ishbudj chance in 2 that the true value lays within
two standard errors of the estimate.

- The interactions of population and economic outcgnggven unpredictability, the institutional
feature is needed for the sound functioning and dotection against external shocks not
considered in this model (e.qg. effect of HIV, disas and other external factors).

« In this regard, further capacity building at naabmand local levels is needed to roll down the
reforms to the community level and to bring thealodevelopment from the grassroots
determinate factor to reduce external dependemoadh enhancing domestic revenue base.

- Finally, to strengthen results orientation of PR&fention to building and maintaining capacity
at the district level should emphasize skills aagdources required to understand, develop and
respond to local needs.

14
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3.2 ESTIMATIVE OF THE REGRESION

The regression coefficientf3, is the average amount the dependent increasas b independent
increases one unit and other independents arecbaktant. Put another way, the 3 coefficient is the
slope of the regression line: the larger the Rstheper the slope, the more the dependent chéorges

each unit change in the independent. The tabldibates the estimation results.

Table 5: Parameters estimation

Coefficients Standard Error t Stat P-value Lower 95% Upper 95%
Intercept -3.40556125 0.062564116 -54.433139 0.011694129 -4.200513715 -2.610608781
X Variable 1 -2.87884054 0.076153413 -37.803172 0.016836454 -3.846461395 -1.911219683
X Variable 2 2.40657E-06 7.54279E-08 31.9056447 0.019946672 1.44817E-06 3.36498E-06
X Variable 3 2.5152E-07 4.22368E-09 59.5499497 0.010689513 1.97853E-07 3.05187E-07
X Variable 4 -2.6942E-05 8.67387E-06 -3.1060766 0.198288226 -0.000137154 8.32703E-05
X Variable 5 -7.431E-06 1.84393E-07 -40.299607 0.01579393 -9.77389E-06 -5.08803E-06
X Variable 6 -0.00725178 0.000172446 -42.052559 0.015135817 -0.009442905 -0.005060648
X Variable 7 -0.12526788 0.001453887 -86.1607 0.007388417 -0.143741261 -0.106794501
X Variable 8 -1.3898E-07 4.79418E-08 -2.8988424 0.211473966 -7.48134E-07 4.70183E-07
X Variable 9 -9.1129E-06 1.55588E-07 -58.571189 0.010868107 -1.10899E-05 -7.13602E-06
X Variable 10 0.010335259 0.000286038 36.1325132 0.017614532 0.006700806 0.013969712

The 3 coefficient is the unstandardized simple regressmefficient for the case of one independent.
These show how a variable affects the poverty enduation (2). In general, we found that unless
the variable population and internal resourced) wiverse relationship, all variables consideresl ar

statistically significant in poverty reduction. Thesult indicates that:

+ The variable 1dconomic growth) and the variable 5 (External resourcesd support) are an
important determinant for an individual's povergduction. The donor support will still critical
to achieve MDGs, meaning that the country will rieguhat donors fulfil their pledges to take
steps towards increasing their official developnassistance at least by 5% per year.

 The same we found with multilateral contributiofifie effects are highly stated in terms of
influence in local development through institutibaad human resources capacity—for planning,
implementing, and monitoring and evaluation at thetrict level. The level of investment ($
46.662 millions) expected from UNDP & UNCDF is efting great impact at local level in
poverty reduction. The investment per capita by520d expected to be $1.7 per habitant,
converted in infrastructures and capacity buildabghe local level.

e The variable 2lfiternal resources) is inversely related with poverty reduction, miegnthat the
level of increase is not sufficient to support poyeeductions strategies. The result suggests that
the government should be more engaged in termeeafe suitable fiscal environment in view to
collect more revenues. District finances are orpeeisto be considered in that challendgeew
local governments have a local fiscal administratas a result, the capacity of local governmemts t
collect own local tax and fees remains very limit€tle Law on Local Finances (LLF) will be one
option to consider. The law on local public finaség founded on the principle of financial leveling
which ultimately does not stimulate the collectafrincome. The fiscal base of the territory shdugd
the important for the size of the expenses. Thensomargument advanced in the favor of financial
decentralization in the accomplishment of efficialtbcations regarding different local preferences
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concerning local public goods and services. If dachl government can establish the taxes and the
package of benefits in favor of benefits, in fawbrcitizens from the local community, the efficignc
and the social wellbeing could be maximized.

Interpreting 3 for dummy variables (qualitative). For 3 coefficients for dummy variables which
have beeminary coded (the usual 1 = present, 0 = not present metharigsed above), 13 is relative
to thereference category (the category left out). Dummy variables and theterpretation under
alternative forms of coding are discussed below.

« The variable 4 Good Governance, including institutions) reveals a direct impact in poverty
alleviation. The result is consistent with the idbat decentralization and local governance
are critical to promote local developmenhe role of institutions and governance in creating
an attractive climate for private sector developtmercluding anti-corruption programs and
the institutional reforms needed to generate peiwatestment and job creation are critical in
poverty reduction.

« The variable 6 Capacity building), revels capacity development has positive impact in
poverty reduction. Donors and development parthegether urgently need to address the
issue of weak institutional and human capacity edei respond the current development
challenges, including in terms of monitoring andleation (M&E) systems and management
(result based management) at the local level. Rimthors and governments should take
concrete steps to adjust staff and managementtimesrto motivate and be consistent with
the use of harmonization, alignment, and managngefsults, involving all partners - donors,
countries, and civil society organizations (CSOsheuld explore together ways to increase
the constructive engagement of CSOs at all stagebeoharmonization, alignment, and
managing for results agendas.

» Direct Budget Support (Variable 10): While the poverty reduces per yéae, impact of DBS
will be increasing the poverty in 0.0103, meaninagt the effect on poor is minimal. Attention
has to be addressed on human and institutionalctgp@ deliver goods and services at
national level, with particular emphases at sulienat level. Districts may have limited
capacity for harmonizing, aligning donor supportthe national budget, and managing for
results. In that sense: (i) Donors support shoelddflected in development, meaning that
funds must be used as agreed and that prioritiiseinppoverty strategies will be adhered to.
(i) Governments must offer assurances that wahsfer capacity and resources and pursue
sound financial management so that donors are watifig a blank check for economic
mismanagement”.

« The Variable (Variable 10) suggests great impagirofpoor and local based programmes in
local development. Donors are stimulated to comtitneir assistance at this level. In addition,
to increase alignment, strengthen country capadiyors should strive to increase - where
appropriate - the resources they provide for budgpport and sector-wide approaches, with
direct impact at local level.
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3.3 MODEL SIMULATIONS

Goodness of fit of these estimates is most easggssed by means of simulation. The basic principle
behind the simulations is to make random draws ftleenuniform distribution in which the random
values are converted to simulated durations, ve ittverted survivor functions. This has been
applied by Aassve et al (2002and Aassve (2003). Fortunately, simulating a sysiésimultaneous
hazards is quite similar to the case of single sgnamodels with repeated spells, or any fully
sequential model, such as the competing risk model.

Table 6: Simulation

OUTPUT (Y) INPUTS (X)
Number of Ecoon Internal External capacity
Observations Poverty growth Resources Pop Good Govern Resources Building years UNDP UNCDF DBS
2004 54.000% 0.0750 22,373.45 17,000,000.00 0 19,733.40 0 0 32861000.00 3000.00 1
2005 50.760% 0.0770 23,551.00 17,459,000.00 0 20,772.00 0 1 33,518,220.00 4300.00 1
2006 47.714% 0.0740 26,665.00 17,930,393.00 0 25,863.00 0 2 34,188,584.40 4,515.00 1
2007 44.852% 0.0799 31,194.00 18,414,513.61 0 28,128.00 0 3 34,872,356.09 4,740.75 1
2008 42.160% 0.0863 34,331.00 18,911,705.48 0 28,980.00 1 4 35,569,803.21 4,977.79 1
2009 39.631% 0.0932 39,141.00 19,422,321.53 0 29,983.00 1 5 36,281,199.27 5,226.68 0
2010 37.253% 0.1007 41,098.05 19,946,724.21 1 31,482.15 1 6 37,006,823.26 5,488.01 0
2011 35.018% 0.1087 43,152.95 20,485,285.76 1 33,056.26 1 7 37,746,959.72 5,762.41 0
2012 32.917% 0.1174 45,310.60 21,038,388.48 1 34,709.07 1 8 38,501,898.92 6,050.53 0
2013 30.942% 0.1268 47,576.13 21,606,424.97 1 36,444.52 1 9 39,271,936.90 6,353.06 0
2014 29.085% 0.1370 49,954.94 22,189,798.44 1 38,266.75 1 10 40,057,375.64 6,670.71 0
2015 27.340% 0.1479 52,452.68 22,788,923.00 1 40,180.09 1 11 40,658,236.27 7,004.25 0
b0 Bl B2 B3 B4 B5 B6 B7 B8 B9 B10
-537.1% -3.405561 -0.425856 0.126231 5.731869 -0.000027 -0.298577 -0.007252 -1.377947 -5.650507 -0.063829
Variables (2015 -3.4056 0.1479 52,452.6835  22,788,922.9976 1.0000 40,180.0876 1.0000 11.0000 #HHHH#HHHHHHHH 7,004.2469 -
Parameters Coefficients (2.878841) 0.0000024 0.0000003 (0.0000269) (0.0000074)  (0.0072518)  (0.1252679) (0.0000001) (0.0000091) 0.0103353
Increment 6% 8% 5% 2.7% N/A 5% N/A N/A 2% 5% N/A

Despite the fact that the principle remains the esasimulating a system will necessarily involve a
higher level of complexity. Some lessons can bk from the simulation:

e Economic Growth & state budget: The table 6 shows that the expected level of pgver
reduction by 2015 is 27% (considering the povesdyguction target of 50%). The level
expected of economic growth should stands at minieval of 8% per year. The challenge is
to achieve the level of 14% by 2015. The level @dreomic growth has impact in terms of
local capacity of investment, meaning that the esthtidget (internal resources) should
increase more that 5% per year. Simulation shoveatgimpact when internal resources
increases at the level of 10% per year.

* Aid (budget support): Donor contribution still plays a critical role poverty alleviation. The
expected minimal annual poverty decrease levdl lisast of 6% per year (2004 as baseline) .
The contribution should be roughly 5% per yeareinms of external resources. Attract more
domestic and foreign investments associated witbn@mic growth, should encourage
Development Partners to increase budget support.

* Multilateral contribution: A positive and significant relationship in thepgadent variable
(poverty rate) indicates that the UNDP and UNCDRftuence in poverty rates contribution
still critical in poverty reduction efforts. UNDmd UNCDF investment, should be situated at
the minimal level of 2% (in terms of technical asance and capacity building) and 5% (in
terms of capital investment) respectively.

15 Aassve, A. (2003), "The Impact of Economic Resources omdi@l Childbearing and Subsequent Marriage among
young American Women", Demography, Vol 40 (1).
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3.4 PREDICTIONS OF POVERTY BY 2015

Forecast Optimality

We begin by examining the variables and then exarttie implications of these for poverty rates.
All analyses are by year. The major focus of thiglg was to examine the impacts of quantitative
and qualitative variables on poverty in a localiys mentioned earlier, economic growth, budget
allocation (aid and revenues) and good governarftesnce directly affect a country’s well-being.

The prediction by 2015 shows the relative and iede€jent significance of most of quantitative and
qualitative factors. The argument made at the mggnof the paper that economic growth and good
governance (at local level) are positively assedatvith poverty reduction is confirmed by the
empirical results. The underlying logic is thatdbmstitutions have better knowledge of local reeed
and, when endowed with powers, are more likelyegpond to local aspirations. The belief in greater
responsiveness is based on the assumption thdtdattzorities have better access to information
about their constituents, and are more easily aetduntable by local populations.

Demographic factors were also investigated. HIV/BI3 expected to be a critical factor found. In
general, is expected that persistent gender gapsdess to education, decent employment, and fair
and equal remuneration in rural areas will stilingeinfluenced by ethnic factors, due low level of
education.

Greater impact in women is expected dnod governance: Decentralization and local governance
capacity will create an enabling environment foriaclusive and participatory planning and local
development process. Decentralization advocateategreefficiency and equity along with local
people’s “ownership” of local decisions and progewatill result in more effective local investments
and management and ultimately in more sociallyemdronmentally sustainable development.

The coefficient estimates for investment in poveathd multilateral support (capacity building and
technical assistance projects) are both positieehaghly significant in the model for all distrigtas
well as in the models has great significance. Thigher project-based investment leads to greater
reductions in poverty rates, but the effectivenesssuch spending increases with the size of
investment grants received (Local Development Fund)

Likewise, the effectiveness of grant spendingeducing poverty (note that the sign on the non-
interacted variable has changed) is attenuatedcas ¢onsumption spending increases. The forecast,
investigated the independent effect of capital #tweent on poverty rates, found that districts rith
capital investment (infrastructures) have lowergrtyrates.

From the budget point of view, it is predicted tdatentralization reforms will create environment
for planning and execution. It is expected alsd ittfnestment in local development will generate new
capacity at the district level. Districts will usteir new authority to authorize small-scale
infrastructures, to charge taxes on goods tragsitimough their territory and on local enterprises,
and to attract new investment, increasing the lewdbcal revenues — laying sustainability of the
districts.
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3.5 DISCUSSION
a) Budget Support and allocation:

As Hidge and Tibana observed (2084) an ideal situation, budgeting would be linkedtte policy
framework and planning. A move toward budget supbas to be assessed with the overall context
of economic and social policies, institutional sy and governance considerations. Where
governance and corruption issues are deeply rabe=g can only be addressed to a limited extent by
development cooperation. For developing countriegroved transparency and adequate control
systems are therefore crucial for improving coniwe and gaining broad-based donor support for
domestic poverty reduction programs.

On the donors’ side, budget support is only ona eédnge of aid instruments and the choice will
depend on a balance of considerations, includieglekrel of the country’s commitment to sound
policies, capacity and aid dependence. For exanytlere commitment to sound policies is unclear,
donors may prefer to use NGOs or seek to build ciomemt through the demonstration effect of
projects. Where aid dependence is high and managecapacity strong, the case for reducing
transaction costs by direct support for the budgyetore compelling.

Apart from policy considerations, there are sevethkr factors likely to complicate donor budget

support, such as differing terms of financing, doparliaments’ preference for a particular sector,
NGO or project focus, differing financing cycles drsbursement procedures. In many cases,
domestic support for development expenditure depemndthe ability to point to projects that “show

the flag”. For some donors, pooled funding arrangeis are not feasible for fiduciary reasons. There
are also less compelling reasons. Dotorsay have strong commercial interests tied to aid o
development cooperation agencies dominated bysttffa project background or outlook.

In terms of budget support, we found that Deceisedl Aid Support (DAS) could improve the local
capacity and address the local demands and ne®3DB Local Development Fund is one critical
example in Mozambique.

b) Sector-wide approaches

The development of sector-wide approaches hashaen seen as a way in which the government
and donor community can agree on common prioritigdortunately, lack of consensus on what

constitutes a sector program has led to disagresnmemd not all donors support the process.
However, at the core is a sector strategy and tdberking has emphasized the need to integrate
donor funds into the government system rather tisamg sector approacheshy pass the budget.

The new framework maintains the unitary systemafegnment. But it places the responsibility for
the delivery of public services primarily at thestdict level. At the same time, the authority of
provinces is limited to the implementation of esgnnter-district functions such as the provision
specialized education and training, control of cammable diseases, spatial planning, and
environmental control.

The new arrangements afford provincial and disgmternments more certainty in the availability of
transferred resources and more discretion over tis&i. For example the lack of a coherent sectoral

'8 See Tony Hodges and Roberto Tibana (2004) Political Fegmd The budget in Mozambique
" As referred by ADCD/DAC/TFDP(2001) - DAC Task Force conbr Practices
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policy/strategy makes it difficult to monitor prags in decentralization, notably in relation to
PARPA implementation and the transformations em&dawithin the Public Sector Reform, whose
strategy document clearly mentions an increasiteyablocal governments in the execution of policy
and programmes (Jacob Massuanganhe,)?005

In practice, sector programs have been slow totadkegentralised systems. However, there are cases
where funds are largely disbursed via governmesitesys. In order to overcome central, provincial
and district government capacity, broad coalititimst bring together a diversity of interest groups
from different sectors of society and governmenil@é@rovide an effective institutional forum for
the promotion of democratic decentralization. Secdlalitions are needed to counter-balance the
centralizing tendencies of national governmentd, @ such might serve as important political allies
for the long-term development of a real, democrd¢icentralization.

At the same time, the case descriptions we hawaded implicitly show that the central state is not
a monolithic actor. While some elements within $l&te pursue decentralization policies, others find
their interests better served by resistance to rded&zation. Indeed, the politics inherent in
decentralization reforms means that alliances anubffigrent political actors can be formed across
administrative levels of the state, and that acabrie same level — central, provincial, or l6tal
are not necessarily united by a common set ofester

¢) How funds are managed

The efficiency of decentralizing a governmentaktasist consider both the efficiency of performing
the task itself and its impact on the political mamy. The development of a decentralization plan
must be based on balancing efficiency and effedéaening. Deconcentration (or administrative
decentralizationis said to occur when powers are devolved to appesof the central government.

We document how central governments - ministries faont line agents - often transfer insufficient
and/or inappropriate powers, and make policy arpiementation choices that serve to preserve their
own interests and deconcentration. Our analysisgestg that fundamental aspects of
decentralization, including discretionary powersd adownwardly accountable representative
authorities, are missing in practice, when we labkhe districts. There are needs to be confidence
how funds are managed if government proceduresoabbe used rather than simply using common
donor procedures. Donors have therefore become omreerned with the overall improvement of
financial management systems.

d) Harmonization and Monitoring

The Donor Practices is looking at “best practickes”supporting poverty reduction and integrating
donor activities into the budget and planning frauoek includes the harmonization of their own
processes including common disbursement, accoyntapprting and appraisal systems. The IFls
have developed a number of assessment tools, teckhd guidelines to assist in evaluating public
expenditure management (PEM) systems. This workuldhaim at allowing resources to be
channelled increasingly through government systemd at enhancing the transparency and

'8 See Working Paper number 5: Decentralization and DistégeDpment
19 Meaning districts, administrative post and locality.
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predictability of donor financing. Increasing thaiability of donor disbursements in both timingdan
amount should greatly improve budgeting and plagnin

Opportunities for economic expansion for increas#itiency must always be weighed against the
risks involved in losing political control and abdting responsibility for the welfare of the citnze
Institutional and policy innovations need to bedthapon some measure of societal consensus. Lack
of confidence and willingness to take the risksessary to innovate is a major problem in over-
centralized systems. Local government initiativeherefore a key element in the political systers o
liberal democracies.

Poverty monitoring and evaluation system needs eocatidressed at local level and to promote
linkages at central, provincial local and commuméyels for M&E systemsContinue to strengthen
statistical capacity and leverage the on-going wankl international commitments and make it
sustainable (including sub-national levels of Gowveent) will be critical to strengthen capacity lad t
local level (including CSOs) to enable effectiventibution to M&E and development issues using
existing structures.

e) Local Governance capacity development

The process of decentralization has highlighted fimedamental dilemma of upholding the
government's dual role as promoter of change,lgtahnd accountability. Creating conditions in the
public sector which promote a culture of continuouprovement, foster innovation and capitalize on
individual and team performance is in itself an@ng challenge for governments.

It is often the most appropriate level for effeetiyovernment intervention to meet a variety of jubl
welfare needs and to stimulate economic efficierityalso serves as a vehicle to permit such
variation in the mix of government delivered see@@s is necessary to respond to local needs and
diversity.

Local government is therefore central to the esthblent and maintenance of responsive
government and the sustaining of the democraticqa® The decision of adoption of the district as
“budget entities” and in the 2006 budget they haween attributed a budgetary allocation of
approximately $300,000 per district for infrasturet projects, emerge the need of capacity
development to deliver local demands and needs.

Finally, given current political conditions demamgli a higher degree of local autonomy and
decentralization efforts in sustaining the provisad local services, further decentralization pefc
should continue to emphasize: (1) promoting eqletatevelopment by involving widespread
participation in planning activities, (2) improvindpe district by providing more local revenue
responsibilities, (3) providing more expenditurspensibilities to local governments in the provsio
of public services (4) improving the inter-proviaciand inter-district harmonization by increasing
alignment on investment block grant, (5) strengihgnocal capacity in human resources and
institutions; and (6) promoting private particigatiin provision of services.
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4 CONCLUSIONS

This study has found evidence of a significant @ation between economic growth, budget
allocation and good governance in poverty reductMfith results obtained and discussed in the
previous sections found considered econometricalifstance of the model and related variables. The
paper recognises thabyerty is much related with good governance, ecoagmowth, budget support
and allocation and demography.

We examined the relationship between poverty dyoarmy using parameter estimates to simulate
the effect of each variable over time and we fodinat all variable are significant in poverty
reduction efforts.

We estimate this econometric model using PRSPtH da individuals stretching from the 2004s to
the late 2015s. Our estimates are, in general, dedihed and in accord with findings from previous
research, and indicate that unobserved heterogaseihportant in the sense that it is estimatelddo
large and affects the parameter.

We have argued that poverty dynamics are apprepyiamodelled as the outcome of interrelated
economic growth and investment (budget Allocatioms)terms of budget support, we found that
Decentralised Aid Support (DAS) could improve tbedl capacity and address the local demands
and needs. UNCDF Local Development Fund is onealiéxample.

We found that changing investment in local develept{budget allocation via direct budget support
or multilateral investment (UNDP/UNCDF) has a lardeect impact on poverty reduction via

availability, accessibility and utility of integed services (service delivery), capacity buildirfg o

citizens (participation) and good governance (lacsiitutions). Indirect effect, meaning that these

a (inverse relationship), were found with the derapbic variable. The effect of HIV/AIDS could be

critical in terms of impact on poverty rates, wittore impact for women and children.

Finally, the foremost conclusion is that investmentLocal Development is a critical feature to
achieve MDGs and decentralization could be veliaie¢hat purpose. In general, good governance is
crucial pre-condition to be considered.
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ANNEX 1: Local Development Framework
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