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PREFACE

Liberia’s strong reform performance since the end of the civil war in 2003 has been widely
commended. The 14-year civil war and preceding decade of economic decline and poor
governance had a devastating effect on Liberia’s institutions, particularly public financial
management systems. Since 2006, Liberia has developed its first full PRSP, successfully
implemented an IMF-supported staff-monitored program and poverty reduction growth
facility, cleared arrears to multilateral institutions, reached the Heavily Indebted Poor
Country (HIPC) decision point, and embarked on reform agendas across the public sector.
But much still remains to be done to strengthen gains, modernize systems and processes, and
ensure the sustainability of current efforts.

This study was undertaken to take stock of the current public financial management practices,
conditions, and ongoing reform efforts, and provide recommendations for a more harmonized
and strategic reform agenda. It aims to provide a framework for future reform and donor
support, as the transitional Governance and Economic Management Assistance Program
(GEMAP) begins its phase-out. It is also hoped that the PEMFAR will provide a basis on
which to judge Liberia’s readiness for budget support, and recommendations for moving the
government towards increased aid. This study provides a baseline of conditions at the
beginning of Liberia’s post-conflict recovery, from which Liberia’s performance can be
judged. Public Expenditure Reviews focused on two strategic sectors: health and education,
identified as priority sectors in the PRSP. These expenditure reviews provide initial
observations, based on limited data, about the allocative and operational efficiency of public
spending.

The PEMFAR was finalized in late 2008 and covers developments through the end of the
Liberian Government fiscal year 2007/08. The accompanying PEFA assessment (annex 2)
was completed in 2007, relying on 2006/07 fiscal data.

The PEMFAR represents a truly joint donor partner and government effort. Led by the Bank,
it includes contributions from the IMF, AfDB, UNDP, and Swedish National Auditing
Office, as well as information and input from key line ministries, agencies, and the
legislature.
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EXECUTIVE SUMMARY

1. The 2008 Public Expenditure Management and Financial Accountability Review
(PEMFAR) is the first comprehensive assessment of public expenditure allocations and
financial management systems in Liberia by development partners and the Liberian
government in the past 20 years. It is a consolidated diagnostic tool to enhance
- understanding of the country’s public expenditure management, assess the fiduciary risks to
government and donor resources, and provide recommendations for comprehensive public
expenditure reform. This report builds on the findings of the assessments conducted jointly
by the World Bank, the African Development Bank, the International Monetary Fund, United
Nations Development Programme, Department for International Development, and the
Swedish National Auditing Office, between September 2007 and February 2008 in Liberia.
The mission worked closely with the Ministry of Finance, the Department of the Budget, the
Auditor General, the Public Procurement and Concessions Commission, and other ministries
and state-owned enterprises.

2. The challenges for public expenditure management reform in Liberia are shaped
by the country’s history over the past three decades. Liberia has begun to recover from a
devastating civil war that reduced real output to less than a third of its peak at the beginning
of the 1980s. Production of iron ore, the country’s major industry, ground to a halt, the
physical infrastructure was destroyed, and public services deteriorated dramatically. Liberia
remained in default on its external debt from the mid-1980s until it began clearing arrears to
multilateral creditors in 2007. It is currently one of the most heavily indebted countries,
relative to GDP, in the world.

3. The government led by President Johnson-Sirleaf, inaugurated in January 2006,
is committed to comprehensive economic and institutional reform. It has implemented
measures to improve fiscal discipline and strengthen financial controls over the use of public
funds. Key reforms include a Staff Monitored Program agreed with the IMF in 2006, a
subsequent Poverty Reduction and Growth Facility Program, agreed in 2008, and the ongoing
Governance and Economic Management Assistance Program. After its successful clearance
of arrears with the International Monetary Fund (IMF), World Bank, and African
Development Bank (AfDB), Liberia reached the Heavily Indebted Poor Country (HIPC)
decision point in March 2008.

4. Given the institutional collapse over the past decades and the ambitious ongoing
reform efforts undertaken by the government to address its weak public financial
management (PFM) institutions, this is an opportune time to take stock of the current
direction of PFM reforms in Liberia. The PEMFAR provides a comprehensive review, of
past practices and ongoing reforms and makes recommendations for the future.

5. The PEMFAR assesses Liberia’s public expenditure performance along four
main dimensions: macroeconomic, institutional, allocations between sectors, and
allocations within key sectors. At the macroeconomic level, it describes the external
economic constraints and opportunities that will drive growth and revenue mobilization over
the medium term and determine the likely fiscal envelope (chapter 1). It next reviews the
institutional structures that guide and ensure appropriate resource allocation and assesses the
strength and weaknesses of the current systems using a standardized Public Expenditure and
Financial Accountability scoring system (chapter 2). It then assesses how public expenditure
has been allocated between sectors and priorities (chapter 3). It lastly reviews the allocation
of resources within two priority sectors, health and education (chapter 4).



6. The PEMFAR recommendations and action plan were developed in consultation
with the government of Liberia and reflect national priorities. The original concept note
and draft PEMFAR were reviewed extensively by the Ministry of Finance and the
government-led Budget Support Working Group. Many of the recommended actions build on
ongoing reform efforts in the context of the HIPC Initiative and Poverty Reduction and
Growth Facility. The Government intends to use the PEMFAR to help guide its PFM reform
planning in preparation for a phase-out of the ongoing Governance and Economic
Management Assistance Program (GEMAP). The PEMFAR is also a response to a call from
donor partners for a more comprehensive assessment of Liberia’s PFM system to underpin
their assistance strategies, and the report has benefited from their reviews and comments. The
PEMFAR will be disseminated broadly to the government and donor partners. The report will
be presented and discussed before the Economic Governance Steering Committee, chaired by
the President, and the Budget Support Committee. Further workshops will also be held with
relevant stakeholders to discuss the findings and recommendations.

7. Note that public expenditure reviews at this stage in Liberia’s post-conflict
development are significantly constrained by the limited availability and quality of data,
notably about donor resources. In this respect, several PEMFAR recommendations focus on
actions needed to strengthen the quality and broaden the coverage of public expenditures.

Key Findings

8. Sustainable economic growth is a prerequisite for creating fiscal space for
priority expenditures, because growth in government revenue will primarily be driven
by growth in the revenue bases. So, the government should continue to ensure that fiscal
policy supports macroeconomic stability by maintaining budget discipline and avoiding
domestic financing of the budget. It should endeavor to persuade donors to gradually channel
a larger share of their assistance through the government budget to enable it to assume greater
responsibility for providing essential public services. Over the medium term, there is scope
for strong growth in the budget envelope. But there will still be large shortfalls in budget
resources relative to spending requirements, making it essential to improve the allocative and
technical efficiency of expenditures. For both, the government should consolidate and deepen
its ongoing public financial management reform efforts to increase absorption capacity,
attract more donor resources through the budget, and increase efficiency in public
expenditure.

9. Liberia’s public financial management system has improved markedly since
2006, and an ambitious reform agenda is under way, which will require strong
continued efforts to ensure that reforms take root. Many of Liberia’s financial
management structures are transitional, designed to strengthen central controls, curb
corruption, and enable centralized planning during reconstruction. Over the medium term,
there will be a need to shift toward longer term and more sustainable solutions in some areas
and to continue implementing, fine-tuning, and entrenching new systems recently introduced.
Both the government and partners should keep in mind that they are rebuilding an extremely
weak and outdated PFM structure, which deteriorated markedly during the civil conflict.
Therefore, reform efforts need to focus on “getting the basics right,” rather than introducing
sophisticated reforms or systems that may absorb a large share of the government’s scarce
resources and human capacity.

10.  There have been some improvements in the inter-sectoral allocative efficiency of
expenditures, with a larger share of the budget allocated to the key social services. These
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positive shifts in budget allocations should be maintained. In addition, the share of the budget
allocated to investments in economic services and infrastructure should increase, if the
budget is to support economic growth. Note, however, that government spending represents
only a share of public investment and that significant donor funding devoted to investment is
spent outside the national budget.

11.  Despite recent increases, there is a need to further expand public resources for
education and health. Furthermore, the efficiency and equity in public spending on health
and education can be improved by shifting more resources toward the rural areas and poorest
regions, by better integrating donor expenditure in overall budget planning, by shifting a
larger share of resources in the education budget to primary and secondary education, and by
encouraging more girls to remain in school, thus reducing gender imbalances.

MACROECONOMIC PROSPECTS AND FISCAL SPACE

12.  Although the Liberian economy grew strongly in the 1960s and 1970s, driven by
the production and export of iron ore and rubber, the benefits of growth were
distributed inequitably. By 1980, GDP per capita had increased to middle-income country
levels, but the economy first slumped and then collapsed over the next two decades. The
collapse resulted from deteriorating terms of trade, economic mismanagement and the civil
war, which afflicted the country from 1989-1996 and again during 2001-2003. In the first
phase of the civil war, the economy contracted by 90 percent in real terms. When peace was
restored in 1996, the economy began to recover rapidly, driven by a strong expansion of
timber exports. But output fell sharply again after the resumption of fighting in 2001, which
led the United Nations to impose sanctions on Liberia’s timber and diamond exports.

13.  The Liberian economy has the potential for strong growth, but it also faces
major risks. Since the signing of the Comprehensive Peace Agreement in 2003, which ended
the second phase of civil war in Liberia, the economy has started to recover, with real GDP
growth accelerating to about 9.5 percent in 2007. Strong economic growth since 2003/04
enhanced government revenue. Other contributing factors to revenue growth include stronger
enforcement in customs administration (including the strengthening of pre-shipment
inspection of imports since 2006), strengthening the Large Taxpayer Unit, eliminating the
settlement of tax liabilities through noncash payments, and reducing tax and duty incentives.

14.  In the short to medium term, continuing growth of aggregate demand should be
sufficient to maintain rapid GDP growth by bringing underused factors of production back
into use, as long as the economy has sufficient access to foreign exchange to fund the
widening trade deficit. Unemployed labor, for example, could be employed in labor-intensive
services, construction, and agriculture.! This is a common pattern in post-conflict economies,
where growth is driven by a recovery of capacity use and associated improvements in factor
productivity. However, the current global econemic crisis may slow down this recovery
process, if it affects the rate of investment and transfers to Liberia. The short-term priority for
macroeconomic policy should be to stimulate growth by maintaining budget discipline and
ensuring that demand remains buoyant, that jobs are created, and that there is sufficient
foreign exchange to meet the economy’s need for imports.

! The government has set a high priority on labor-intensive public works as a short to medium term
poverty reducing strategy to provide income to vulnerable groups and boost aggregate demand.
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15.  Over the longer term, however, sustainable growth will be possible only with an
expansion of the supply side of the economy. This will require investment in public
infrastructure, private investment in commercial activities, and investment in human resource
development through improving the access to and the quality of health and education
services. The medium-to-longer term effects of the global economic slowdown are still hard
to predict and difficult to measure, but its impact is likely to be felt as a result of falling
demand and prices for Liberia’s primary exports, falling remittance inflows, possible falls in
foreign direct investment or delays to large investment projects, and a possible fall-off in
inflows of official development assistance. These factors may result in a lower growth rate
than previously estimated. But Liberia’s growth rate is expected to remain high in
comparative perspective, as production restarts in mining and forestry.

16. The sectors of the economy with the greatest potential to contribute to
sustainable growth are timber, mining, agriculture, and services. With the lifting of
sanctions on Liberia’s timber exports in 2006, production is expected to recover. But logging
must be sustainable to maintain long-term positive benefits for the country’s development.
Growth in agriculture will be slower, but because it constitutes about 40 percent of GDP and
employs a high share of the labor force, its impact on poverty reduction could be significant.
Service growth will be boosted by further growth in domestic demand. This includes public
services, construction, private consumption and the service inputs required to support the
timber and mining industries, such as transport.

17.  Large-scale investments in mining will boost GDP, exports, and government
revenue. The government has signed a Mineral Development Agreement with Arcelor Mittal
for a US$1.5 billion investment to rehabilitate iron ore production in Nimba County, with
production scheduled to start around 2010. The government is also in the process of tendering
two other iron ore deposits. But a natural resource boom can pose difficult challenges for
economic management. Mining itself will create relatively few jobs. There is also a strong
likelihood of Dutch disease, which would have negative effects on other (more labor-
intensive) tradable goods sectors. In many developing countries, including Liberia in the
1960s and 1970s, natural resource booms have not translated into equitable growth and
poverty reduction. Instead, they have been associated with inequality, corruption, wasteful
public spending, and economic volatility. To avoid these problems, the government should
create a stable and business-friendly environment for the private sector, attract private
investment into labor-intensive industries, and support the development of backward linkages
from the natural resource industries. It should also ensure that a substantial share of the rents
from resource extraction are captured as public revenue and invested efficiently in human
capital development, especially improvements to public education and health services. This
in turn will improve labor productivity and raise real wages.

18. The PEMFAR presents an evaluation and quantitative projections of fiscal space
through fiscal 2011/12. The projections are intended to identify additional budgetary
resources to fund priority public expenditures supporting economic growth and poverty
reduction. They can also contribute to medium-term fiscal planning and inform debates over
fiscal policy. Fiscal space can be generated from four main sources: increases in domestic
revenue, increases in donor grants, sustainable public borrowing, and improvements in
expenditure efficiency. The PEMFAR’s fiscal space projections take the 2007/08 budget
outturn as a base and build on it by incorporating macroeconomic projections and the
estimated impact of policy changes (such as planned tax policy changes).
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19.  If economic growth accelerates over the medium term (12.3 percent on average
during 2008-12), increased revenue will generate substantial fiscal space by 2011/12,
Revenues are projected to grow by US$160 million, or 80 percent in nominal terms and 48
percent in real terms, compared with the 2007/08 outturn. But higher debt servicing will
reduce the fiscal space. Domestic debt servicing may require up to US$16 million by
2011/12. External debt servicing requirements are still subject to much uncertainty because of
the need to mobilize additional debt relief over and above that given under the HIPC
initiative. But the government expects that they will be limited to a maximum of 1 percent of
GDP during the period. There will be almost no scope for domestic or external borrowing in
the medium term.

20. Revenue growth may be lower than expected if growth prospects are not
realized. Given the uncertainty about the possible impact of the global economic slowdown
on Liberia’s growth, the PEMFAR’s fiscal space projections consider an alternative scenario
based on slower growth of real GDP. In this scenario, nonmining GDP growth is two
percentage points lower than the baseline throughout the projection period, iron ore
production is delayed by one year, and forestry extraction is slower than expected. Revenue
growth then falls to 72 percent in nominal terms and 36 percent in real terms, compared with
the 2008 outturn.

21.  Core Poverty Reduction Strategy (PRS) spending needs are estimated at US$550
million for 2008/09 (compared with about US$132 million which is allocated in the budget)
and this will fall slightly down to US$526 million by 2010/11. In addition to these core
poverty-reducing spending requirements, many other important government administrative
costs will have to be financed to maintain the state structure, such as the legislature, Ministry
of State, and debt service. The PRS estimates that 45 percent of government revenues will be
dedicated to non-PRS expenditures in 2008/09, falling to 35 percent of total revenues by
2010/11, or about US$110 million a year. In current prices, total requirements for
expenditures on PRS and public administrative costs are estimated at US$650 million a year
over the PRS period (2008/09-2010/11). This amounts to about 70 percent of projected GDP
for 2008/09, falling to 52 percent by 2010/11. The resource shortfall amounts to US$418
million in 2008/09 and falls to US$326 million by 2010/11, assuming that creditors and
donors provide additional debt relief or resources to enable the government to avoid any
substantial increase in its external debt servicing burden, in line with the government’s
projections. '

22.  Despite the projected growth in revenues over the next five years, the
requirements for public expenditures are greater than the resources available to fund
them. Poverty-reducing expenditure requirements are estimated to be about 300 percent
higher than the allocation to these expenditures in the 2008/09 budget. Attracting more donor
aid and improving expenditure efficiency will therefore be crucial if the government is to
fund its core poverty-reducing spending requirements. Donors should begin to channel more
funding through national systems, either through direct budget support or pooled funds. Most
donor financing is project based and implemented outside government agencies, which
makes coordinating and managing public development programs a challenge.

THE PUBLIC FINANCIAL MANAGEMENT SYSTEM

23. A recent assessment of Liberia’s PFM system, using standardized Public
Expenditure and Financial Accountability (PEFA) indicators, reveals several
weaknesses, but shows that it is consistent with those of other post-conflict countries in
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Africa, such as Sierra Leone. Of the 28 performance indicators and three donor practices
indicators, Liberia scored Ds on 15 indicators, Cs on 10, Bs on 2, and an A on 1, while 3
received no score. PEFA indicators pertaining to budget implementation and budget
accounting, auditing, and monitoring scored particularly poorly. Liberia performed better on
budget credibility and orderliness and on participation in the budget process. Given Liberia’s
outdated institutional system for PFM and the severe stress of the civil war and economic
collapse, the scores are relatively strong, reflecting improvements since the end of the civil
war. Note, too, that the PEFA scorings look at practices over past years, and thus do not fully
capture the strong ongoing reform progress.

24.  The legal and regulatory framework for PFM requires revision to clarify the roles
and responsibilities of different public agencies, establish internal controls, institutionalize
the internal audit function, and formalize reporting requirements. A PFM Act, now before the
legislature, is expected to rectify the deficiencies in existing legislation.

25.  Institutional responsibilities for preparing and implementing the budget are
being reformed and strengthened. The past two years have seen significant improvements
in coordination, thanks to the establishment of the Budget Committee, which includes
representatives from the Ministry of Finance, Burecau of the Budget, Ministry of State,
Ministry of Planning, Civil Service Agency, and General Service Agency. The committee
provides oversight of the budget process and advice to the cabinet on policy proposals and
the strategic direction of the budget. The recurrent and investment budgets have been merged
into a single budget, simplifying the budgeting process. Ministries and agencies are engaged
early in the budget process through a budget circular setting out guidelines for budget
preparation, sent out by the Bureau of the Budget. In September 2008, legislation was
approved for a merger of the Bureau of the Budget with the Ministry of Finance, which is
expected to reduce fragmentation in budget preparation and execution. The legislature’s role
in the budget review process needs further strengthening. Capacity building and greater
communication between legislature and executive are required to ensure that the legislature
can adequately oversee the budget process.

26.  The national budget document should provide a comprehensive overview of the
government’s fiscal operations. It should include information on prior year budget outturns
(presented in the same format as the budget proposal); data on both the debt stock and
financial assets, with details for at least the beginning of the budget year; consideration of the
implications of new policy initiatives and estimates of the budgetary impact of major changes
in policy or expenditure programs; and information on donor-funded activities in Liberia.

27.  While the government would like to move toward a medium-term expenditure
framework, it is advised to gradually phase in the elements of such a framework. As a
part of the PRS, a costing exercise was undertaken to guide and ensure policy-based
budgeting over the PRS period. The government is also developing a medium-term fiscal
framework, which will help to provide broad parameters for budgetary planning. It is
recommended that this be accompanied by strengthening the macroeconomic analysis
capacity within the MoF; producing strategies for key sectors, formulating medium-term
objectives, and producing related expenditure plans; linking budgeted funds and the results to
be produced, defined by measurable indicators; and introducing a system to measure
performance.

28.  The Liberian government should set up a well functioning system for selecting
and managing public investments. A first-level screening of all project proposals should
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ensure that they meet minimum criteria of consistency with the government’s strategic goals.
There should be consideration of how to finance the costs of maintaining and operating assets
created through public investment projects. And evaluation of completed projects is desirable
to ensure that learning and feedback from projects create a positive dynamic for
improvements over time.

29. The government’s personnel databases should be rationalized. There are two
databases of public servants, one operated by the Civil Service Agency and the other by the
Bureau of General Accounting in the MoF. Although these databases are regularly
reconciled, the lack of a common classification system makes this cumbersome. Supervisory
controls of the payroll are weak. Although payroll audits have been conducted in recent years
and ghost workers removed from the payroll, systems for regular maintenance and
monitoring of the payroll need to be strengthened.. The planned introduction of a biometric
identification system to verify all civil servants on the payroll and the development of a
Human Resource Management Information System will be milestones, as will the
development of the Integrated Financial Management Information System.

30. A major effort is under way to reform public procurement. A Public Procurement
and Concessions Act was enacted in September 2005 which provides for public sector
- contracts to be subject to meaningful competition. A Public Procurement and Concessions
Commission (PPPC) has been established and is charged with regulating public procurement.
Procurement regulations and a manual are currently being prepared with support from a
consultancy firm, which will further help to strengthen procurement practices. Procurement
units and committees have been set up in ministries and agencies, as required under the Act,
but these structures lack the human and physical resources to operate effectively. Moreover,
there is still some confusion over the roles which different entities should play in the
procurement process, especially in the separation of functions between procurement units and
procurement committees. As a result, and despite a notable improvement in public
procurement practices, they still fall short of the standards stipulated in the Act, and incorrect
application of the law remains common. There is also a recognition that some of the
stipulations in the Act are too stringent for the Liberian environment. The PPCC has initiated
a full review of the act, which is expected to lead to amendments to the Public Procurement
and Concessions Act to be submitted to the legislature in early 2009.

31. The momentum from the passage of the Public Procurement and Concessions
Act should be used. This will require a comprehensive set of implementing regulations and
manuals (currently under draft) and providing procuring entities with detailed instructions
and increased capacity on the correct application of the law. Efforts to strengthen the ability
of private sector operators to meet the requirements of the Act, including by providing
training, reducing the cost of bidding, and improving the scope and quality of public
procurement reporting, are also needed.

32. A key component of budget execution is the cash management and commitment
control system introduced under the GEMAP. This aims to ensure that expenditures
remain within the resources envelope, prevent the accumulation of expenditure arrears, and
ensure compliance with the new public procurement legislation. While the current
arrangements have re-imposed fiscal discipline and increased transparency and accountability
in the budget process, they represent a temporary measure while longer-term financial
institutions are re-established. The government may want to consider planning for a more
streamlined budget execution process. In the MoF, it is necessary to shift responsibility for
operating the system away from GEMAP technical experts to those MoF officials who would
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normally be in charge of the payment process. It is also necessary to rationalize the approval
process further, as it involves many steps.

33.  The accounting system does not meet internationally accepted standards. It is not
based on a double-entry method of book keeping and does not include sufficient reports to
permit reporting based on generally accepted accounting principles. It also omits debt and
contingent liabilities. As an interim measure, SunSystems has been introduced, but is being
used primarily for reporting purposes. It will eventually be replaced by an Integrated
Financial Management Information System. Implementation should focus on the introduction
of a few core modules that can quickly be rolled out without sapping scarce resources.

34.  The internal audit function needs to be further developed. There is a need for a
systematic and disciplined approach to evaluating risk management, control, and governance
processes. The PFM Act now being drafted would address this issue with a roadmap of
revised institutional arrangements for internal audit and would secure a border between
internal and external audit functions.

35.  The external oversight function is weak but is undergoing significant reform and
capacity building. The General Auditing Commission is implementing extensive reform and
capacity building and produced a first set of audit reports, submitted to the legislature in late
2008. These efforts will need to be sustained and consolidated to ensure that annual audits are
institutionalized. Further training and support to the legislature will be required to enable it to
perform its oversight role of reviewing financial statements and audit reports.

36. The debt management department of the MoF requires additional capacity and
tools. As the HIPC process is unfolding, the government has begun to deal with an
unsustainable debt burden (and 20 years of default). However, there is also a need to institute
regular debt-management practices within the MoF and ensure that the debt burden is
analyzed during budget preparation. Legislation is needed to clearly specify the debt-
management responsibilities of the MoF. Debt software tools should be introduced and the
debt management staff should be trained to analyze the debt and produce high quality reports.

37. A complete overview of Liberia’s public finances should include information on
the activities of donors. A project database detailing all donor-funded projects needs to be
developed. This would require the ministries to declare all direct-donor funding for
government-implemented projects and donors to report all the funding they provide in
Liberia. In addition, the central Project Financial Management Unit in the MoF could be used
for a greater volume of donor-funded projects, ensuring standardization of project funds
management. '

PUBLIC EXPENDITURE ANALYSIS

38.  Liberia’s budgeted expenditures have risen rapidly since 2004/05 as the
government’s revenue base has recovered, increasing by 194 percent in nominal terms
between 2004/05 and 2007/08, from 13 percent to 25 percent of GDP. The positive effects
of increased public resources are evident, as the functions of the state are gradually re-
established after 14 years of civil conflict. While government revenue remains insufficient to
meet Liberia’s reconstruction needs and the country remains heavily dependent on donor
resources, the economic and fiscal recovery is strengthening the government’s coordinating
and regulatory roles and has contributed to improvements in basic social service delivery.
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39. The government ran small cash surpluses in 2005/06, 2006/07, and 2007/08 and
expenditure has been unevenly paced across the fiscal years. The rate of expenditure has
been low in the beginning of each fiscal year and rapid toward the end of the year due to the
constraints of cash-based budgeting, which only allows large capital purchases to be made
toward the end of the year when sufficient cash balances have accumulated; under-projection
of revenues, which has resulted in the passing of supplemental budgets in the second half of
the fiscal years; and capacity constraints within the ministries and agencies to comply with
new procurement requirements and Cash Management Committee controls. So, there may be
room to increase spending efficiency through better procurement planning, improved
sequencing of activities, and an eventual transition away from a cash-based budget. As a
result, in 2005/06, 2006/07, and 2007/08, there were significant deviations between the
original budget estimates and final expenditure, largely due to mid-year budget revisions and
the passing of supplemental budgets. These discrepancies decrease the predictability of the
budget and may increase greater discretion in budgetary allocations as mid-year revisions and
supplemental budgets usually undergo less thorough public scrutiny than the annual
budgeting exercise.

40.  Major shifts have taken place in the allocation of expenditures classified by
function ‘between 2004/05 and 2007/08, reflecting increased attention to the Interim
Poverty Reduction Strategy and Poverty Reduction Strategy priorities. The main
beneficiaries of this shift are the social and community services sectors (of which education
and health and social welfare constitute the largest sectors) whose share of the budget rose
from 18 percent in 2004/05 to 27 percent in the 2007/08 budget. Debt servicing has also
received a larger share of the budget, rising from 2 to 6.5 percent of total expenditure over the
same period. In contrast, administration and security services saw their shares of the budget
fall, from 36 to 29 percent and from 34 to 14 percent, respectively. The share of economic
services declined marginally, from 8 to 7 percent.

4]1.  There have also been positive shifts in the composition of expenditures by
economic classification. The share of wages and salaries in the budget declined from 55
percent in 2004/05 to 36 percent in the 2007/08 budget, while that of goods and services
increased from 21 to 33 percent. The reduction in the share of the budget allocated to the
wage bill was partly made possible by purging ghost workers from the payroll. But transfers
and subsidies to public enterprises, commissions, local governments, and other recipients
increased as a percentage of total expenditure from 7.8 percent in 2004/05 to 15.9 percent in
2007/08. This is due in part to the creation of new commissions that receive monthly
transfers and a rise in direct transfers to ministries and agencies for operating expenses. The
budget has also seen a reduction in investment expenditure, which fell from 14 to 10 percent.
While this is partly because donors contribute most of the public investment expenditure
outside of the national budget, the government’s spending on capital investment will have to
rise substantially in the future if it intends to contribute to rebuilding infrastructure.

42.  Liberia’s public expenditure patterns cannot be fully assessed without an
appreciation of the impact of donor assistance. Total official development assistance was
estimated at US$357 million for 2007,2 or more than twice the government’s expenditure in
the same period. Given the magnitude of external assistance compared with public resources,
it will be difficult for the government to improve allocative efficiency and ensure alignment
with the PRS, unless improved and disaggregated aid data is collected and analyzed.

2 Paris Declaration Survey 2007.
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43.  While Liberia’s post-war progress to date is commendable, ensuring that
additional resources are devoted to Poverty Reduction Strategy policy objectives will be
important, as the resource envelope continues to grow in the medium term. As seen in
many resource-rich countries, there are risks that increased public resources will fuel greater
public consumption at the center, to the benefit of the highest income groups. Increased
budget monitoring and analysis will need to be performed to ensure that the budget is
contributing to stated objectives. Specifically, administrative and personnel expenditure
should be aligned with the Civil Service Reform Strategy; resources should shift to
investment expenditure, particularly in infrastructure, and to support operation and
maintenance of new physical investments; and greater attention should be given to economic
sectors with large employment potential, such as agriculture, which is underfunded. These are
some of the top priorities reflected in the PRS, which focus on economic sectors under Pillar
2: economic revitalization, Pillar 3: governance and rule of law, and Pillar 4:. infrastructure
and basic services. In addition, improvements in data availability, reporting, and
dissemination will be crucial for holdings elected officials accountable by monitoring that the
use of public financing is aligned with the PRS.

SECTOR EXPENDITURE REVIEWS

Health Sector

44.  Liberia’s health status remains poor in regional comparison, and the country is
unlikely to reach many Millennium Development Goals due to the deterioration in
health status during the 14 years of civil war. Average life expectancy at birth is estimated
by WHO (2006) at 42 years, with 44 years for women and 39 years for men. Malaria is the
leading cause of death, accounting for more than 40 percent of outpatient attendance and up
to 18 percent of inpatient deaths at health clinics. Diarrheal diseases are the second leading
cause of morbidity and mortality. However, there have been improvements in health
indicators since the end of the war, with a fall in total fertility rate from an estimated 6.6
births per woman in 1986 to 5.2 in 2007 and declines in both infant and child mortality rates.

45.  Expenditure allocation in the health sector is driven by the National Health
Policy of the Ministry of Health and Social Welfare for 2007-11, which focuses on
equitable and affordable health services by providing a Basic Package of Health
Service. This package standardises prevention and treatment services throughout the health
system to ensure that all individuals have access to the same care.

46.  Health expenditure has grown rapidly in the post-war period, and per capita
health expenditure is estimated at approximately US$20 for 2006/07, high for Liberia’s
development status. Donor funding accounts for an estimated 64 percent of health spending,
which is well above the average for low-income countries and reflects Liberia’s large
reconstruction needs in the health sector.

47.  In the medium term, the government must demonstrate a strong commitment to
the health sector as part of its strategy to improve human capital for Liberia’s
development. In 2007/08, government expenditure on health accounted for 8.1 percent of
total expenditure, significantly lower than the 2015 Abuja target of 15 percent of total
expenditure. As Liberia moves toward implementing a medium term expenditure framework,
public expenditure for the health sector should gradually increase.
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48.  There will be a continued need for capital investments in the health sector.
Government expenditure is almost entirely recurrent, while most capital costs are carried by
donors. The government is encouraged to develop a capital investment plan as an integral
part of its Public Sector Investment Program in the context of its medium term expenditure
framework, outlining construction and reconstruction priorities, to ensure a more systematic
approach to investment and to increase national ownership.

49. A regional analysis of government health expenditure shows that health services
are not equitably distributed across regions. The ratio of persons per physician in the
richest region of the country is less than half that in the poorest region. Similarly, total
expenditure on curative services is more than three times as high in the relatively richer South
Central region, compared with the poorest South Eastern region. The government needs to
ensure more distribution of health resources to the more remote regions of the country, both
to improve Liberia’s health status and to build public trust in state services.

50. Donor commitments, already at a high level, should be maintained in the
medium term and rise in real terms in line with GDP growth. Liberia will depend heavily
on external financing in the medium term, until domestic resources are sufficient to maintain
constant expenditure. Donors are encouraged to improve the harmonization and predictability
of aid, for instance through pooled funding mechanisms, such as the recently established
Health and Welfare Pooled Fund, supported by DFID.

51.  Sustainability of the government’s health program should be secured by
introducing alternative sources of domestic funding, such as contributory health
insurance and other prepayment or risk pooling mechanisms, rather than relying on
out-of-pocket payments. The government should develop a roadmap for introducing such
programs as soon as possible.

52.  Although health financing will increasingly be channeled through national
structures, the government should continue to use NGOs and private providers through
formal contracting arrangements. This will require strengthened financial management,
procurement, and monitoring and evaluation capabilities of the ministry. The government
should also develop a system of performance- and output-based financing, where financing
for nongovernmental organizations or contractors hinges on satisfactory performance.

53. The government has rightly made a basic healthcare package that targets
vulnerable populations its first priority. But it should also expand and develop secondary
and tertiary care parallel to primary healthcare, and strengthen the referral system. It should
also emphasize human resource development, through further recruitment and training
opportunities and improved remuneration.

Education Sector

54.  Enrollment figures suggest that access to education has improved significantly
since the end of the civil war, with gross primary enrollment rates increasing from 40
percent in 2002 to 86 percent in 2007. The net primary enrollment rate is significantly
lower at 37 percent, suggesting that a large number of over-aged children and youth who
missed out on years of school during the war have returned to school and that many school-
age children are not attending school.
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55.  Although government spending on education increased rapidly, from USS$7
million in 2004/05 to US$23 million in the 2007/08 budget, it remains low as a
proportion of total expenditure at 11.8 percent in 2007/08. In this respect, Liberia is far
from reaching the Education for All Fast Track Initiative benchmark, which targets education
expenditure at 20 percent of total government expenditure. Government distribution of
education expenditure is also skewed, with Liberia spending an unusually small share of its
budget on primary education and a very high share on tertiary education and administrative
and support services. In 2006/07, of the total education budget, 14.5 percent was allocated to
primary education, 11.4 percent to secondary education, 31.6 percent to tertiary education,
7.1 percent to technical/vocational training, and 35.4 percent to administrative and support
services. Moreover, private households spent US$27 million on education in 2006/07, which
places a considerable burden on poor households, and represents more than twice the
government’s expenditure on education. This suggests that families place a high priority on
educating their children.

56. The rapid expansion in enrollment at the primary level means that many
students in the coming years will require places in junior secondary education. The
junior secondary education system does not have the space to support the large influx that
will be entering the system. Nor can it sustain the numbers when the primary system
stabilizes and achieves universal primary completion. The percentage share of expenditure
for secondary education has increased from 9.5 percent in 2004/05 to 11.4 percent in
2006/07. To adequately supply the resources for this sub-sector, the allocation will need to be
increased.

57. The largest source of education expenditure comes from external aid. These aid
flows are very difficult to track, and only tentative data is available. It is estimated that
US$40 million was spent by donors on education (with a focus on primary education) in
2007, which accounts for more than half of total education spending. Better monitoring and
targeting of these resources may improve the efficiency of education expenditure and
outcomes.

58. There are clear gender, regional and income disparities in access to education.
Girls, rural children, and children from less wealthy households are less likely to attend
school. There are also important regional variations in access to and quality of schooling. In
general, access to primary school is fairly equitable, but disparities increase in secondary and
tertiary education. At the primary school level, the parity index for female to male students is
0.96, and for rural to urban students is 0.89. But these disparities increase at the secondary
level to 0.78 and 0.53, respectively. Gross enrollment rates also show high regional variation
by county, with a rate of 29 percent in Grand Bassa, compared to 129 percent in Grand Cape
Mount. More effort should be made to ensure that female and rural children have access to
secondary and tertiary education, and resources should be distributed more equitably across
the country to reduce regional variations in education access.

59.  Budget allocations to education should be more strategic. Within the context of the
multi-year budget framework, the government should ensure that more public resources go to
primary and junior secondary education, where the social returns are likely to be higher than
those in upper secondary and tertiary education. In addition, when allocations are made to
investments, the government should indicate the long-term recurrent implications, like those
of the regional training institutes. Some allocations toward basic education services that go
beyond primary education should be equity or quality based. As the majority of external
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funding supports primary education, increased capital spending is needed at the secondary
education level to provide more schools and learning materials.

60.  Greater gains in resource efficiency within the sector could be achieved by
lowering the drop-out and grade-repetition rates, especially in grade 1. Interventions
should focus on improving overall quality, by improving teachers’ qualifications and
increasing accessibility to teaching and learning materials. In addition, the government
should reduce the pupil to teacher ratio by addressing the very large inequities in teacher
distribution. This could be done by providing teacher housing and salary incentives and doing
more local recruitment.

61. There is also the need to complete the clean up of the teacher payroll as soon as
possible. The disruption and insecurity caused by the war resulted in many teachers leaving
their posts, large numbers of replacement teachers (47 percent in Grand Cape Mount), and
concern about the possibility of ghost teachers. Exercises have been conducted to clean the
payroll, but discrepancies remain between school data, human resources data, and Education
Management Information System data, suggesting that the payroll is not completely clean.
Cleaning up the payroll should be completed as soon as possible.

62. Further efficiency gains could come from decentralizing service delivery. An
initial step toward decentralization could be enhancing the capacity of county education
offices and improving school management for service delivery. Since the free and
compulsory education policy has been implemented, schools no longer benefit from revenues
to cover the school operational cost for minor maintenance and small material. School
management committees exist but are not fully functional. In many Sub-Saharan African
countries, direct flow of funds to schools to support service delivery has improved
accountability and quality. This system may be worth piloting in select counties. One
implication would be the need to strengthen local financial management systems to ensure
accountability and transparency. '

63. To expand resources to the sector, the government could promote public-private
partnership and cost recovery at the tertiary level, in keeping with making expenditure
more progressive by spending more at the primary and lower secondary levels. Different
models of public-private partnership and cost recovery systems operating in other countries
could be examined for tertiary education, where the unit costs are far higher than those for
primary and secondary education.

64.  An important clement of strategic planning for education is to ensure that its
outcomes are aligned to the labor-market needs of the country. The public-private
partnership should go beyond investment in school plants or tuition to consultations on
curriculum development, life skills training, and other innovative ways of involving the
private sector in managing education and training services.
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ACTION PLAN FOR PFM REFORM

65.  The action plan draws on the PEFA results and PEMFAR findings, reflecting the
chapter conclusions and recommendations. It builds heavily on ongoing reform efforts by the
government and incorporates and complements the reforms the government is committed to
in the context of the HIPC Initiative and Poverty Reduction and Growth Facility. It provides
a broader framework for PFM reform, with the aim of defining a road map as GEMAP
phases out. It identifies a number of quick wins, which are shorter term actions that can be
completed within a year and rapidly contribute to the reform momentum. The medium term
actions will require 1-3 years to complete. The action plan is intended as a foundation for
further government-partner dialogue about the government’s PFM reform agenda. The action
plan can serve as a basis from which the government, in collaboration with partners, can
develop a narrower, more focused, and strategic PFM reform plan that does not overstretch
government capacity. This plan should highlight those activities that are already receiving
donor funding and provide a framework to which other donors can align their support.
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Challenge/iss

The legal and
regulatory framework
for PFM is

Table 1: Action plan

Recommended action

Approve the néw PFM Act.

Responsible
party

mstry of
Finanece (MoFY
Legislature

1 Quick

Seguencing
Mediunt
term

fragmented and
outdated.

G

Internal audit function
is weak.

Prepire PI'M eniabling regulations and
manuals.

Develop an internal pudit manual, based on
the internal dudit strategy,

MuoF

MaoF/Genetat
Anditing
Commission
(GAO

External audit
function is weak and
legiglative capasity 16
perforn oversight role
is insufficient

Recruit and train internal buditors,

Adopt International Public Sector

MaF

“ Improe \th;\PPC“Ieg\al\\a institutional framework

Accounting Standards with due recognition GAC/MoE X
of'the new PFM Act.

Develop a mechanism to ensure follow-up of

audit queries angd recommendations by the GALY X
Ways and Means Contmittess of the Legislature

Legislature;

Amend the PPC Act in line with
interational good practice oa public

; . A Public
L ey o e Cprocurement, addressing: removal of the N s
ﬁgkif;ig a;;:;mtams ssheduie\ of procurement thresholds from the iﬂg;‘égiﬁigt \
inconsiétmcics that Adt :and‘ ingrease of the thz‘e;shoidsg . éonm;ixﬁee X
reghiragmengdment haym onization of the Act with the Mines and (PPCCY
; Minerals Law, and removal.of possible Parliament

conflicts of intérest W the roles and artiamen

responsibilities of the PPOC.
The implementation ¥
of the Actis
zgg;ﬁ?:g fhy the Complete and submit for approval the PPC
corﬁprehmsiw: regulations and a PPC manual to supplement PRCC X

; the PPC Act,

regulations,
guidelines, and
manuals.

Develop institutional procurement capacity
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juencing

e e i . - Responsible L i
Challenge/issuc Recommended action : party | m“'( “dium

win term

The PPCC Jacks the
fespurces and capacity
to meet the large
training neéeds of
progyrement eptities
and private sector
pafticipants.
Procurement units and-
commitipes are not Monitor the staffing levels and vperations of
sufficiently staffed progurement strygtures and publicize PPOC X
and resourced; mﬁniﬁ}ring results.

Outsopree some components of PPCC
wraiping program fo specialized training PPCC
institutions to supplement PPCCs limited ‘
in-house trainihg capacity.

Develop a partnership with the University of
Libgtia and the Liberian Institute for Public PPCC b ¢
Administration to establish g sét of training
churses Oon-public procurement,

Liberia his very few
procurement
professionals who can
effectively manage

and momitor Establish a procurement career path within PPCCICivil
procurement systems thie civil Service, in partnership with the Civil /- Servite Agency X
A T /Bervice Agengy. (CSA)

Strengthen the capacity of the private sector

Few Liberian-owned - Hold consultations and develop and

conipanigs arg implement apaction plan to address factors

awirded public inhibiting Liberian private sector PPCC X
domtracts die to low participation and performante in publid

capacity. tenders.

Strengthen internal and external scrutiny of the public procurement function

Current publie Review procutement plans from procuring N .
procurement practices  entities and identify and correct cases of PPCC X
are oftenin breach of  contradt splitting,
the PP Act. Muonitor and publish agpecial feport on'the
use of single sourcing abave the stipulated PPCC X
threshold by procurempnt entitics,
The public , PPCC, GAC and
procurgment system Strengthen procutement expertise among Internal Audit X
lacks sufficient andit institutions. Agency
transparency.and
accountability, PROC X

Publish the PPCC Bulletin quarterly.
Onthe PPCC website, publigh information :
o contiact opportunities, contract dwardy; PPCC
and procutement plans.

Condugt regulir monitoring and publish PPCC X
reports on gontracts and congessions,
. -

Liberig doeg not yet MoF, Ministry
have multi-year or of Planning and
program-based Develop aroadmap for a gradual shift to -Economic X
bizdgeting. multi-year budgeting. Affairs (MPEA},
Forgpasting capacity Ministry pf
is weak. Internal Affairs

Pilot the developmient of sectoral trategies MoF, MPEA, X

based on the PRS and linked tothe budget,
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Challenge

Recommended action

in 3=4 ministries.

Respe
party

MIA

financial planning from ¢ounty level

MIA

Medium
term

Revise the Chart of Accounts.

MoF, MPEA,.

MIA

Strengthen the macro-fiscal function throiigh
tecrisitinent and thaining of macro-fiseal
eohnomists at MoP,

Mo¥F, MPEA,

MiA

Need for improved
prioritization progess
for investment
expenditure,

Budget execution
process is maaual,
ocumbersome, and
could be streambined
further. -

Agcounts arg not
reconciled
syfticiently,
Execution reports arg
produced, but quality
could be strengthened.

o

Payroll not reviewed
sufficieptly,

Tax administration
systern largely manual
and audit function
weak:

Budget execution and
acgouniing s largely
manyal.

Strengthen public investment minagement
system 16 ensure adequate planning and
implamentation/monitoring of capital
expenditure;

MoF, Ministry
of Public Works

Review and streamline busitiess process for
Urecording payment Vouchers and isshing
Ghecks:

repare monthly bank reconciliation and

| follow up o ungleared items,

Prepare annual statement of public accounts
using GAC approved standard.

Reduce the number of departmental bank

aceounts.

Streamline the allowance system, include
allowances inthe payroll system, and
iereasingly pay eémployees through their
bank-accounts

Generate payships instead of checks from the
payroll system,

Systematize the payroll verifivation exercise

and réconciliation of gominal roll With
payroll

Strenpthen the tax audit function,

Implement an Imeéfazeé T Administration .
System which can capture all relevant tax data ant
make it available in a user fiendly format.

Implementthe sore modules of the Integrdted
Financial Management Information System,

Conduct change management and bisic computer
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Challer

Cash flow
magagemint requires
further strengthening.

Recommended action

Rationalize and strengthen MoF co