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PREFACE 
This PER report was prepared in response to a request of the Ministry of Finance of the 

Kingdom of Swaziland (hereafter: the authorities) at the World BanWIMF Annual Meetings in 
late September 2005. The context was the emerging fiscal crisis with a critical loss of 
expenditure controls, and deteriorating governance and social outcomes. The authorities asked 
the Bank to send a diagnostic mission to Swaziland to assist them in identifjingproblems and 
appropriate measures to tighten Jiscal discipline, improve social expenditures (education and 
health), and strengthen public expenditure management and controls in the context of the 
ongoing 2006/07 budget cycle. This context and Swaziland’s budget cycle determined the 
urgency of the Bank response and the operational nature of the resulting report. 

The report was prepared by a World Bank mission team consisting of ie l jko Bogetii (Lead 
Economist and mission leader), Francesco Scaduto-Mendola (Consultant, PEMkontrols), and 
Atsede Aemro-Selassie (Research Analyst, social expenditures). The team visited Swaziland 
during November 7-1 7, 2005 on the main fact-finding, analytical mission. The mission’s 
speciJic objectives were to: (i) analyze the causes of the fiscal crisis and provide 
recommendations for reestablishingfiscal discipline, (ii) assess in broad terms the adequacy of 
the level and composition ofpublic expenditures on education and health (including their links 
with HIV/AIDS and orphans and vulnerable children), and (iii) analyze public expenditure 
management (PEM) and controls processes and provide actionable recommendations for their 
improvement. I n  the event, the November 2005 mission provided the authorities with a detailed 
Aide-Mkmoire, including preliminary policy recommendations. A follow-up mission of the PER 
took place during January 31 - February 3, 2006 to discuss an interim report. The present 
version rejlects the comments and discussions during that mission as well as the comments 
received during the internal Bank review. 

The authorities adopted several recommendations of the present report, including the need 
for a much lowerfiscal deficit, the beginning of civil service reform, and new emphasis on the 
need to reduce unproductive expenditures. They also emphasized the need to implement the 
2006/07 budget within the agreed ceilings and without destabilizing supplemental budgets. 
More wi l l  need to be done, however, in cutting unproductive expenditures, fighting corruption, 
improving governance, and strengthening performance of state enterprises to eradicate the 
root causes of the fiscal crisis. Social expenditure policy wi l l  need to improve and 
PEM/controls strengthened to translate public expenditure policy into effective, pro-poor 
program implementation. 

The primary audience for this report is the following authorities: Ministry of Finance, 
Ministry of Economic Planning and Development, Ministry of Public Service and Information, 
Ministry of Education, and Ministry of Health and related government agencies. It is 
anticipated that the final report wi l l  also be disseminated within the international development 
community, local stakeholders and civil society. 
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EXECUTIVE SUMMARY 

i. Swaziland has been experiencing a long-term decline in economic growth, rising 
poverty and a widespread HIV/AIDS epidemic, a l l  in part related to past pol icy choices. While 
part o f  this performance was due to exogenous shocks, pol icy choices-especially in the areas 
o f  macro-fiscal policy, social expenditure policy, and public expenditure management and 
controls-played a large part in the resulting economic and social outcomes. The theme that 
permeates much o f  the analysis i s  the wide and often worsening gap between the otherwise 
sound pol icy objectives o n  the one hand and the actual use o f  pol icy instruments and economic 
and social outcomes, on the other. 

.. 
11. The gaps between national goals and national outcomes are especially wide in the areas 
o f  fiscal policy, social expenditure policy, and public expenditure management (PEM) and 
controls. First, contrary to fiscal prudence, fiscal, especially expenditure policy, has been a 
source o f  rising deficits and debt, and the overall macroeconomic instability; a significant part 
o f  public expenditures seem to benefit, directly and indirectly, the oversized and, in some key 
areas, inefficient c iv i l  service. Second, instead o f  serving the poor first, social expenditures 
appear to have been geared more towards the wealthier segments o f  the population. And third, 
weak PEWcontrols and spending pressures f i om the l ine ministries contributed to the poor 
performance o f  the expenditure pol icy and the overall fiscal crisis. These three pol icy areas are 
closely interlinked. Strengthening fiscal policy, as a key instrument o f  achieving 
macroeconomic stability, needs to be accompanied on an adequate and fiscally prudent level 
and with a productive composition o f  public expenditures that l imits waste and reflects 
declared social objectives. T o  achieve those ends, social expenditures must clearly be geared 
towards the poor. To be effective, both must be supported by substantial improvements in 
public expenditure management and controls mechanisms that are critical in implementing the 
voted budgets. The report argues that strengthening pol icy implementation in al l  three areas 
will be key to reversing the current fiscal crisis, achieving better social outcomes, and 
strengthening PEMhontrols mechanisms for more effective poverty reduction. 

... 
111. After a br ief  growth retrospective, Chapter 1 focuses on fiscal policy-especially 
public expenditure policy-governance and corruption, and public enterprise related factors 
behind the fiscal crisis. Regarding fiscal policy, a key conclusion i s  that the oversized and 
increasing wage bil l  has been among the root causes o f  the loss o f  expenditure discipline. This 
problem i s  o f  both short-term (fiscal discipline) and longer term, structural nature (the 
excessive size o f  the c iv i l  service), so it must be dealt with on both fronts. The control o f  other 
current expenditures was also lacking. Moreover, the composition o f  publ ic expenditures i s  
inefficient, geared much more towards the military and security spending and general public 
administration than towards health and education spending. As a result, both voted and 
executed public expenditures contain considerable waste that could be cut, improving 
expenditure efficiency and leaving more resources for poverty reduction and service delivery 
to the neediest, not just the c iv i l  service. For  example, there i s  an urgent need to rationalize the 
large government expenditures for the maintenance and use o f  the vehicle stock and official 



foreign travel, creating fiscal space for productive expenditures. Off icial foreign travel alone, 
for example, accounted for E 115 mi l l ion in 2004/05, more than the entire budget o n  primary 
education. T o  address these and related issues, the chapter outlines a possible expenditure 
reduction strategy aimed at restoring fiscal stability as a basis for stronger growth and more 
rapid poverty reduction in the future. The authorities’ 2006/07 draft Budget currently under 
discussion provides a first step - and a potentially good basis - towards restoring fiscal 
stability in Swaziland. The challenge is to resist special interests, pass a sound budget into law, 
and then implement it fully, in l ine with declared priorities o f  the government. 

iv. Regarding governance and corruption, the chapter shows that governance in Swaziland 
i s  weak and corruption widespread. This i s  a diagnosis that emerges both from the specialized 
international comparative analyses as we l l  as the findings o f  the PER missions. Also, the 
situation deteriorated in recent years. The government i s  taking init ial  steps to deal with the 
problem, but much more needs to be done to  credibly fight corruption and begin improving the 
various dimensions o f  governance. The 2006/07 Budget Speech signals the government’s new 
resolve to deal with the problem credibly and decisively; the challenge will be taking decisive 
actions and demonstrating that the rules o f  the game have changed and the policy o f  no 
tolerance, and clear penalties for the abuse o f  public resources for private gain wil l be 
implemented. Finally, regarding public enterprises, Swaziland has a large and poorly 
performing public enterprise sector that i s  in dire need o f  restructuring and privatization to 
improve efficiency, financial performance, and service delivery. Moreover, the performance o f  
public enterprises has been deteriorating in some key areas (e.g., Posts and Telecoms). 

v. In sum, to restore fiscal stability o n  a sustainable basis, improvements o n  al l  three 
fronts-fiscal policy, governance and corruption, and reform o f  public enterprises-are 
urgently needed. These areas o f  intervention should be pursued as coherent components o f  a 
broader strategy o f  public sector reform with the ultimate objective o f  a leaner, but more 
efficient, and better governed public sector that works in partnership with the private sector, 
c iv i l  society, and the donor community to  deal with Swaziland’s formidable development 
problems. 

vi. Chapter 2 presents a basic analysis o f  public expenditures in the education and health 
sectors, and assesses selectively their distributional impact o n  poverty. Swaziland’s poverty 
and social indicators are considerably worse than what would be expected in a middle-income 
country. Declared social and human development objectives contrast sharply with the reality of 
basic poverty, education and health indicators. Many indicators tracking the Mil lennium 
Development Goals (MDG) are worse today than in the early 1990s. M a i n  social MDG are 
unlikely to be achieved; in some key areas (e.g., net primary school enrollment), there i s  clear 
deterioration, not progress. This i s  in part a function o f  past social pol icy choices and the 
inefficient composition o f  social spending o n  education and health. 

vii. The level o f  public expenditure o n  education i s  broadly adequate-especially given the 
budget constraint the government is facing-but its composition i s  highly inefficient. At 6% o f  
GDP, Swaziland spends no small amount o f  resources on education. But there are major 
contradictions between the otherwise sound education pol icy objectives and actual imbalances 
in the composition o f  public expenditure on education. For example, education pol icy 
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objectives emphasize primary education, but public spending o n  education i s  heavily geared 
towards tertiary education benefiting largely the well o f f  as opposed to  primary and secondary 
education that are much more pro-poor. Wages and salaries take up a very large share o f  the 
education budgets, especially at the primary level, leaving little room for other productive 
spending. Schools are often not maintained and teachers are not trained nor retrained. The 
government has a laudable pol icy o f  making textbooks freely available at the primary school 
level, but learning materials and teaching tools continue to be scarce. This makes learning 
difficult, even for the best o f  students. A s  a result, learning outcomes-especially core math 
and readings skills-are the worst in the S A C U  region and also when compared with many 
low-income African countries which spend much less than Swaziland o n  education. To make 
public education spending more effective and pro-poor, the report proposes a number o f  
specific recommendations. For example, more resources need to be  shifted towards primary, 
away from the tertiary education within the given, overall budgetary envelope. Also, existing 
programs that show promise (capitation grants) should be expanded and closely monitored to 
limit waste and improve effectiveness. Closer monitoring o f  school management i s  also needed 
to deal with non-HN/AIDS teacher absenteeism. And the distribution and use o f  grants 
targeting orphans could be improved. Recommendations on public expenditures on education 
in this report should also be seen as complementary to  a broader analysis o f  basic education in 
a separate, forthcoming report from the Wor ld  Bank. 

viii. The situation is critical in the health sector. Despite relatively significant total spending 
o n  health, health outcomes in Swaziland are much more reminiscent o f  much poorer African 
countries. Especially worrisome is l o w  level o f  public spending o n  health. Both the level and 
the composition o f  public spending require urgent improvement. Public health expenditures are 
the lowest in the region and heavily under-funded, while the private sector i s  unable to fill the 
remaining gap. The composition o f  public expenditures on health i s  skewed towards wages and 
salaries and curative activities. There i s  an acute shortage o f  physicians and nurses and 
supplies o f  critical drugs. As a result, health outcomes-beginning with Swaziland’s incidence 
o f  H IV /A IDS o f  33.4% that i s  among the highest in the world-are extremely worrisome. 
Indicators o f  chi ld health are poor and deteriorating. The social problem o f  orphans, largely 
due to HIV/AIDS-in both education and health dimensions-is massive (75,000 in a country 
o f  about 1 million). I t  i s  also likely to almost double in the near future. The authorities should 
prepare for  this challenge by strengthening some existing institutions (NERCHA) and policy 
instruments that have shown promise in social service delivery (e.g., capitation grant). They 
should also fol low good practice examples f i o m  other developing countries. 

ix. Chapter 3 analyses the public expenditure management (PEM) process, with particular 
reference to the expenditure controls mechanisms. It starts from the premise that public 
(especially social) expenditure pol icy cannot be improved on a sustainable basis without strong 
budget institutions, clear and consistently applied rules o f  good expenditure management, and 
strong expenditure controls. The objective was to identify key  weaknesses in public 
expenditure management processes, and provide actionable pol icy recommendations in the 
specific country context. The main conclusion i s  that Swaziland’s PEM process suffers from 
systemic weaknesses in most critical stages o f  the budget cycle. Hence the pol icy efforts 
should seek to improve performance in: (i) budget preparation; (ii) budget execution; 
(iii) reporting and transparency; and (iv) coordination with external donors. More specific 
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areas needing improvement are: management o f  commitments and monitoring o f  arrears; 
comprehensiveness o f  the budget; tax collection; payrol l  controls; internal and external audits; 
and quality o f  reporting. The report outlines a number o f  highly specific recommendations with 
concrete timetable and institutional responsibilities to address these issues. Last but not least, 
not a l l  problems with public expenditure policy, PEM and controls are attributable to problems 
with pol icy implementation and governance. Another key finding o f  the report i s  that l imited 
capacity at a l l  levels o f  government i s  also a significant factor behind the poor pol icy 
performance. This issue must be dealt with appropriate and timely technical assistance from 
the donor community. 

x. Cognizant o f  the major capacity constraint and the massive technical assistance needs, 
the PER mission has, in close collaboration with the authorities, carried out a preliminary 
assessment o f  technical assistance needs in some o f  the key areas covered by the report. These 
needs were assessed with the view for a potential fol low up with suitable instruments o f  future 
Bank support and that o f  other donors. Indeed, in fol low up to the PER recommendations, the 
PER team has prepared and the Bank approved a US$497,000 Institutional Development Grant 
(IDF) grant to the Government o f  Swaziland for strengthening institutional capacity for 
effective public expenditure management. This grant, however, covers only part o f  the 
identified technical assistance needs. It i s  the view o f  the PER team that Swaziland’s 
institutions cannot carry out al l  the proposed actions alone: they need urgent and additional 
significant technical assistance from the donor community. Such assistance will be important 
in ensuring the effectiveness and sustainability o f  the needed reforms. 

xi. Since this i s  the Bank’s f i rst  core diagnostic o n  economic pol icy since the 2000 report 
o n  poverty and growth (World Bank 2000), and absent a current Country Assistance Strategy, 
i t  may be useful to highlight several areas o f  important knowledge gaps, as possible directions 
for future, related analytical work o n  Swaziland. These gaps were discussed with the 
authorities during the January-February 2006 mission. These are: 

An investment climate assessment (ICA); A broader growth diagnostic with 
particular reference to agriculture, small and medium size enterprises and exports; 

Expanding rural productivity and reducing rural poverty; 

Implementing decentralization and service delivery, especially in health; 

0 Infrastructure for accelerated growth and poverty reduction. 

xii. Finally, the fol lowing summary o f  key pol icy recommendations-with a proposed 
timeframe and institutional responsibilities-provides an overview o f  the recommended 
program o f  actions to improve Swaziland’s public expenditure policy, management and 
controls for more effective poverty reduction. Detailed analyses and recommendations are 
found in chapters 1-3. Annexes to chapters contain more detail o n  data and specific diagnostic 
instruments used (e.g., PFM-PM questionnaire tailored to Swaziland’s circumstances and 
answers to the questionnaire). 

- iv  - 



r T 

I l l  

-a 





v: 

v 

a 

U 

0 

I 
C n o  

t 

4 

P 

.E 
2 

I 

t 



c 

n 

v: 

H 



0 

I- 
P 



CHAPTER 1: RESTORING FISCAL STABILITY 
Swaziland has been experiencing a long-term decline in economic growth, rising poverty and a 
widespread HIV/AIDS epidemic, in part because of the policy choices made in the past. m i l e  
part of this performance was due to exogenous shocks, policy choices-especially in the areas 
of macro-fiscal policy, public expenditure management, and social expenditure po l i cpp layed 
a large part in the resulting economic and social outcomes. After a brief growth retrospective, 
this chapter focuses on fiscal policy, especially public expenditure policy, governance and 
corruption, and public enterprise-related factors behind the emerging fiscal crisis. I t  also 
outlines a possible expenditure reduction strategy aimed at restoring fiscal stability as a basis 
for stronger growth and more rapid poverty reduction. Fighting corruption and strengthening 
the performance of public enterprises are integral elements of this strategy. The authorities’ 
2006/07 Budget provides a first step and a potentially good basis for restoring fiscal stability 
in Swaziland. 

A. RECENT ECONOMIC AND FISCAL DEVELOPMENTS 

A Brief Retrospective: Sources of Growth 

1. Swaziland’s very small and highly vulnerable economy i s  facing declining long- 
term growth, rising poverty, and major social challenges. Long-term per capita growth 
declined steadily from 4.7% in the 1980s, 1.7% in the 1990s, and only 0.9% since 1995. 
Despite being one o f  the few lower-middle income countries in Sub-Saharan Africa, two thirds 
o f  the Swazi citizens continue to l ive in poverty (Table 1). The unemployment rate is estimated 
at 30%. Inequality o f  incomes and assets i s  very high. The H IV /A IDS adult prevalence rate of 
33.4% i s  among the highest in the world (2006 Report on the Global A I D S  Epidemic). Food 
security remains a major problem in rural areas. 

2. But even most recently, real GDP growth kept declining, from 2.1% to 1.8% in 
2004-05 period, partly reflecting strong external shocks. In part, this reflected the 
exogenous factors such as prolonged droughts, high o i l  prices, and the loss o f  textile quotas in 
2005, which resulted in the estimated loss o f  50% o f  jobs in the garment industry. The 
appreciating currency and high o i l  prices have also hurt Swazi exports. However, the external 
shocks alone cannot explain this poor growth and poverty record. Neighboring Mozambique, 
for example, faced similar challenges under much tougher internal conditions and started from 
a much lower level o f  income, yet its pol icy choices helped generate and sustain an 8% annual 
growth rate over the past decade. 

3. The Swazi national goals emphasize good governance, economic growth and social 
and human development, but they are in stark contrast with the actual outcomes. In many 
areas o f  economic and social performance, there is a considerable gap between goals and 
outcomes. The important question i s  why and what can be done about it? This report shows 
that this gap is in good part related to specific pol icy choices made in recent years. To 
understand Swaziland’s current economic and fiscal crisis, a br ie f  retrospective on the sources 
o f  its economic growth is in order. 
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Table 1: Swaziland: National Goals and National Outcomes 

Swaziland: National Development Stratem Goals (1997) 
Good governance 
Vibrant Economy 

Social and Economic Development 

Swaziland: Growth, Povertv, and Human Development Outcomes 
1995-2005 

1995 2001 Average G D P  
per capita 

2005* 

growth 

Poverty Headcount (Yo) 66 69 68 0.9 
Poverty Gap 33 
Human Develop.Indicator country rank 99 133 147** 

* Estimated using the growth elasticity of poverty of (-1.0) s imi la r  to several other African countries. 
** Latest available data i s  for 2003. 

Source: Swaziland Household Income and Expenditure Survey 1995 and 2001, Central Statistics Office; Pro-Poor Growth 
in the 1990s - Lessons and Insights from 14 Countries, T h e  World Bank, 2005; UNDP, Human Development Report, 
1995,2001 and 2005. 

Figure 1: Swaziland: Sources o f  Growth--Demand Side 

Figure 1.1: Swaziland: Sources o f  Real GDP Growth; demand side 
(in percent; growth in demand components add up to real GDP growth) ____ ~ - _ _ _ _ _  

15.0 

10.0 

5.0 

0.0 

-5.0 

-10.0 

-15.0 

-- 
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8 Consumption Investment 0 Net  Exports I GDP 

-20.0 L - 
I 

Source: World Bank staff calculation using the World Bank and IMF data. 

-1 1- 



Figure 2: Swaziland: Changes in Real GDP, Net Export and Terms of Trade 

1991 1992 1993 

Source: World Bank staff calculation using the World Bank and IMF data. 

4. On the demand side, Swaziland’s poor growth performance over the past decade 
seems to have been driven by the failure of  investments and net exports (Figure 1). 
Looking at the sources o f  growth from the demand side, the poor investment performance 
represented a major drag on growth. In the early 1 9 9 0 ~ ~  Swaziland enjoyed a very large 
investment rate (which peaked at about 43% o f  GDP in 1993) as many foreign companies 
entered the country as an init ial  stepping stone towards the large South Afr ican market. But 
with the opening up o f  South Africa, against the backdrop o f  worsening investment climate in 
Swaziland, foreign and domestic investments in Swaziland dwindled. The aggregate 
investment rate dropped to about 18% o f  GDP by 2005, but the efficiency o f  investments also 
deteriorated. Net exports performance was also weakening, in part due to deteriorating terms o f  
trade and appreciating currency, but also because o f  structural inefficiencies in Swaziland’s 
exporting sectors (Figure 2). With weakening investments and exports, the small size o f  
Swaziland’s market and i t s  domestic consumption alone could not support dynamic growth. 

5. On the supply side, looking at the main sectors of  the economy, the failure of 
agriculture and sluggish industrial growth account for the poor overall growth (Figure 
3). Agricultural performance was constrained by l o w  productivity, persistent droughts, and 
deteriorating terms o f  trade. Instead o f  diversifying, agriculture became even more specialized 
in a few basic products such as sugarcane, maize and cattle-based production. Without 
significant foreign direct investment, industrial (including export) growth was also increasingly 
sluggish; the weak industrial base in the processing o f  agricultural products and the 
appreciating currency also contributed to industrial performance. The modest growth in 
services mirrored the slow growth in domestic consumption demand. 
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Figure 3: Swaziland: Sources of  Growth--Sector View 

10.0% 

8.0% 
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Figure 1.3: Swaziland: Sources of Real GDP Growth by Sector 
(in percentage points; sector rates add up to aggregate GDP growth) 

4.0 

7 - - 7 - - -- - - - - - 
-- - - - ~ - 7 - -  - 

- 
-- - - - - - - - - - _ _  

Average for 1986-1993 - 5.8% Average for 1994-2005 = 3.1 % 

- 
Average for 2003-2005 = 0.3% 

3.0 

2.0 

1.0 
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-1.0 
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-2.0 

Source: World Bank staff calculation using the World Bank and IMF data. 

Figure  4: Swaziland: Foreign D i r e c t  Investments, 1986-2005 

Figure 1.4: Swaziland: Foreign Direct Investments, 1986-2005 
(percent o f  GDP) 

12.0% 

Source: World Bank staff calculation using the World Bank and IMF data. 
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6. The lack of appropriate policy response to the worsening external environment 
has aggravated the economic and social outcomes and resulted in a steady decline in 
foreign direct investments. Other countries in the region (e.g., Lesotho and Namibia, 
countries that are also members o f  the Common Monetary Area) that shared the same 
challenges as wel l  as SACU revenue windfalls with Swaziland, appropriately strengthened 
their fiscal positions, reduced debt, and improved their central bank reserve positions. By 
contrast, Swaziland did exactly the opposite: i t  raised public expenditures (mostly for wages 
and salaries), increased fiscal deficit and domestic debt, and saw its reserve position decline to 
a precariously l o w  1 month o f  imports at the end o f  2005 (IMF 2005). Governance deteriorated 
and corruption remained widespread. With what i s  seen externally as a weak pol icy response to 
an emerging crisis, a “donor fatigue” seems to have set in. Foreign direct investments that in 
the past two decades amounted to  about 3-6% o f  GDP per annum, al l  but disappeared in the 
past few years (Figure 4). This also suggests the possibility o f  broader investment climate 
problems-that should be investigated-beyond the fiscal, governance and PEM issues 
discussed in this report. 

7. M o r e  broadly, the gulf between the national goals and poor economic/social 
outcomes in Swaziland reflects in large part  the actual policy choices. This report 
highlights three sets o f  policies where specific choices contributed to  the poor economic 
outcomes: 

Fiscal, especially expenditure policy, 

Social expenditure (education, health) policy, and 

0 Public expenditure management and controls. 

8. Strengthening these policies-urgently and significantly-will be critical in 
reversing the present economic and fiscal crisis, especially given the difficult short- to 
medium-term external prospects. One important reason for the urgency o f  strengthening 
policies i s  that Swaziland’s economic outlook in the short- to medium-term i s  not going to  get 
better. First, the large SACU revenue windfalls o f  the past cannot be counted o n  in the future 
and, in fact, these revenues are l ikely to decline with the trend towards lower S A C U  tariffs. 
Second, with the reform o f  the EU sugar import price regime, the price for Swazi sugar is 
bound to drop by a cumulative 36% over the next four years; this “permanent” shock mandates 
industry’s adjustment with associated costs. And third, the likelihood o f  high o i l  prices in the 
near future imposes additional import costs o n  the already vulnerable economy. Last but not 
least, history has shown that Swaziland cannot count on good weather to persist over long 
periods o f  time, raising the spectre o f  food insecurity in rural areas where most poor reside. 
Against these odds, only strong and determined improvement in the economic pol icy 
framework can help improve Swaziland’s fortunes and attract new foreign direct investments, 
technical and other donor assistance. That i t can be done, one need not  look further than 
Mozambique, for example, as wel l  as other high-performing, small Af i ican countries such as 
Mauritius and Botswana. In al l  these cases, strong fiscal pol icy and public expenditure 
management has been an important element o f  their pol icy frameworks. 
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Fiscal Policy and Fiscal Developments 

9. Swaziland’s fiscal crisis has not been for the lack o f  resources. In fact, in recent 
years, Swaziland has benefited from significant SACU revenues, which now account for over 
ha l f  o f  total government revenues. The total revenue-to-GDP ratio has increased from about 
26.5% in 2003/04 to a projected 30.7% in 2005/06. Most o f  this increase i s  accounted for by 
the increase in SACU revenues. By contrast, the non-SACU, domestic revenue base remained 
broadly stagnant at around 12% o f  GDP and, in fact, weakened somewhat in 2005 (Table 2, 
and Annex I, Table 1). Preparations for the introduction o f  the Value Added Tax (VAT) had 
been delayed. 

10. Escalating current public expenditures-mostly to pay for the unsustainable wage 
bill-have been the root cause of  the rising fiscal deficit and domestic debt, and the 
emergence of  budgetary arrears (Table 2). Since 2000/01 , expenditures rose significantly, 
especially in the past three years. Total expenditures rose from about 30% to 35% o f  GDP 
between 2003/04 and 2005/06, spending al l  the recent gains in S A C U  revenues. The main 
driver o f  this loss o f  expenditure control was the massive increase in the wage bill in the same 
period: from about 11% to 15% o f  GDP. As a share o f  total public expenditures, the wage bill 
rose 46.5% in 2003/04 to 55.5% in 2005/06, squeezing other current expenditures. In addition, 
the government began to run budgetary arrears that in 2003/04 amounted to close to 2% o f  
GDP. Since then, the government continued to accumulate and periodically clear or settle 
arrears, but no recent reliable data exist on this issue (see Chapter 3 on PEM). 

Table 2: Swaziland: Summary of  Central Government Operations, 2000/01-2005/06 
. 2000/01 2001/02 2002/03 2003104 2004/05 200906 

Actual Proi. 

Total revenue and grants 
Tax revenue 

SACU receipts 
Non-SACU revenue 

Nontax revenue 
Grants 

Current expenditure 
Total expenditure and net lending 

Of which: 
Wages and salaries 

Capital expenditure 

Primary balance 
Overall balance (including grants) 

Financing 
Foreign (net) 
Domestic (net) 

Government debt 
Foreign 
Domestic 

(In percent o f  GDP, unless otherwise specified) 

28.4 27.6 26.3 26.3 29.3 30.7 
25.9 24.7 23.9 24.6 28.0 29.5 
14.2 13.3 12.4 12.6 16.8 17.8 
11.7 11.4 11.4 12.0 11.2 11.7 

1.4 1.8 1.2 0.7 0.6 0.6 
1.1 1.1 1.3 0.9 0.7 0.6 

29.9 30.6 30.8 29.0 33.6 35.0 
23.8 22.6 23.4 23.1 26.0 27.1 

10.8 10.2 10.9 11.2 11.9 15.0 
6.1 7.7 7.2 5.5 7.6 7.8 

-0.8 -2.1 -3.3 -1.6 -3.3 -2.7 
-1.4 -3.1 -4.5 -2.7 -4.3 -4.3 

1.4 3.1 4.5 2.7 4.3 4.3 
-0.2 1.0 1.7 0.5 1.5 0.9 

1.7 2.1 2.9 2.2 2.8 3.4 

23.5 24.7 21.9 19.9 18.8 21.9 
22.8 23.6 19.2 16.5 14.9 16.4 

0.7 1.1 2.7 3.4 3.9 5.5 

Memorandum items: 
Payment arrears ... ... ... 1.8 ... ... 

GDP at current prices (in billions o f  emalangeni) 9.9 11.3 13.0 14.9 16.5 17.6 
Wages and salaries (in percent o f  current expenditure) 45.3 45.4 46.5 48.6 45.7 55.2 

Sources: Ministry o f  Finance; and Fund staff projections. 
I/ The fiscal year rum h m  Apri l  1 to March 31. 
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There appear to exist too many, excessively fragmented ministries and agencies that do not 
coordinate wel l  across institutional lines. Recognizing the problem, the government has now 
begun to implement this major retrenchment, starting with voluntary retirement. In fact, the 
draft 2006/07 budget has allocated some E 130 mi l l ion (about 0.7% o f  projected GDP in that 
year) to pay for the cost o f  the structural reform this year. 

13. This basic policy choice-to put oversized and escalating wage bill above all else- 
reduced the fiscal space and worsened the composition of  public expenditures. With 
wages and salaries taking up ha l f  o f  government revenues, there i s  l i t t le room in the budget to 
pay for other productive expenditures, such as needed capital repair and operations and 
maintenance o f  the physical and social infrastructure (schools, hospitals). Wages and salaries 
and interest alone take up almost ha l f  o f  total expenditures. Subsidies and transfers-which 
include subsidies to public enterprises that are difficult to just i fy o n  economic grounds-now 
take up about 5% o f  GDP, and this spending also increased over the past three years. In a 
nutshell, while c iv i l  servants and select public entities received salary increases andor 
budgetary subsidies, schools and hospitals ran without adequate supplies and drugs and 
infrastructure maintenance deteriorated. Also, the choice and quality o f  capital expenditure 
projects (as elaborated in chapter 3) has not often been consistent with basic principles o f  fiscal 
prudence and good governance. 

14. The composition of  expenditures by function also reveals gaps between the 
national goals of human and social development and expenditure policy choices. For 
example, the functional classification o f  public expenditures shows that about a third o f  al l  
current expenditures i s  taken up by the government bureaucracy-general administration that 
includes c iv i l  service. This function and public safety and order alone account for ha l f  o f  total 
expenditures by function. By contrast, education and health expenditures together account for 
only about a quarter o f  total recurrent expenditures (Table 4 and Annex I, Table 3). 

Table 4: Swaziland - Current Expenditure by Functional Classification 

2000/01 2001/02 2002/03 2003104 2004/05 

Actual Actual Actual Actual E s t .  

Total 

General Public Service 
Public Order Safety and Defence 

Sub-total 

Education and Training 
Health 

Sub-total 

Agriculture, Forestry & Fisheries 
Commerce 
Fuel and Energy 
Interest 
Manufacturing and Mining 
Recreation and Culture 
Social Security and Welfare 
Transport and Communication 
Water Resources Management 
Housing and Community Amenities 

Memorandum item: 
Other* 

(In percent of recurrent expenditure) 

100.0 200.0 100.0 100.0 

28.6 22.7 18.7 36.7 
18.7 19.5 17.6 13.7 

47.3 42.3 36.3 50.4 

25.3 
8.2 

33.5 

4.0 
0.4 
0.0 
2.9 
2.0 
0.7 
0.3 
6.0 
0.9 
1.8 

26.2 
8.9 

35. z 
4.5 
0.6 
0.0 
5.5 
1.8 
1.0 
0.6 
5.4 
1.0 
2.2 

26.6 
6.1 

32.7 

3.8 
0.6 
0.0 

16.2 
1.7 
0.6 
0.2 
4.9 
0.8 
2.1 

25.0 
6.5 

31.5 

3.6 
0.5 
0.0 
5.3 
1.3 
0.6 
0.9 
3.5 
0.6 
1.7 

7.8 4.3 2.9 3.9 

100.0 

35.4 
14.7 

50.2 

21.3 
6.2 

27.5 

3.4 
0.4 
0.0 
9.7 
1.5 
0.5 
0.4 
4.1 
0.7 
1.6 

5.8 

* An unallocated discrepancy betyeen total current expenditure by economic classification and current expenditure for 
functional classification. 
Source: Ministry o f  Finance. 
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15. Swaziland spends twice as much on military and police than on health, while 
spending on social needs (education and health) i s  less than half o f  the large spending on 
general administration and security (Figures 6-7). Spending on public order and safety o f  
about 4% o f  GDP wel l  exceeds the international norm o f  about 3% o f  GDP, and appears 
excessive. Moreover, health expenditures at 1.5% o f  GDP is  very l o w  and clearly under funded 
relative to massive needs, especially in the fight against HIV/AIDS (for details, see chapter 2). 
More broadly, a basic look at the structure o f  public expenditures by function-as illustrated in 
Figure 7-suggests that much o f  the public expenditures are geared towards spending on the 
large c iv i l  service (personnel o f  about 30,000) and related spending (e.g., official travel, 
vehicle stock etc.; see section D below) that benefit it, directly or indirectly. This, in turn, may 
reflect the “capture” o f  public expenditure benefits by the c iv i l  service that i s  entrusted with 
managing public programs for the benefit o f  the poor first, and then a l l  Swazi citizens. 

Figure 6: Swaziland’s Public Spending on Health versus Public Order Safetymefense 

(As percent o f  GDP) 

s o  ~l 

1999100 2000101 2 W M 3  2003104 2w4105 

Figure 7: Swaziland’s Public Spending on “Health and Education” versus “General 
Administration and Public Order Safety and Defense” 
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16. In sum, Swaziland’s fiscal policy has been increasingly loose, undermining 
macroeconomic stability, and the composition of  public expenditure has been at odds 
with major social needs. If left unchecked, the fiscal deficit i s  l ikely to  increase to 6-7% of 
GDP. Public debt would, therefore, double over the medium term, as shown by the recent 
IMF’s Article I V  Consultation discussion report (2005). A basic look at public expenditures by 
function suggests actual priorities given to bureaucratic and public safety and defense functions 
over health and education. A s  a result, education and health outcomes have suffered, as 
elaborated in the next chapter. Before a detailed look at social expenditures and social 
outcomes, however, i t is important to understand Swaziland’s underlying governance 
environment in which fiscal and public expenditure choices are made. Furthermore, a 
preliminary analysis o f  the financial performance o f  public enterprises will complete the 
analysis o f  the underlying reasons for the crisis and the urgency o f  restoring fiscal stability. 

B. GOVERNANCE AND CORRUPTION 

17. The poor public expenditure choices have taken place in the context o f  a difficult 
governance situation and widespread corruption. This i s  reflected in several key 
dimensions o f  governance. According to the widely used Wor ld  Bank Institute (WBI) 
methodology for measuring and monitoring governance across countries and over time, 
Swaziland’s governance was measured against the fol lowing six dimensions: * 

voice and accountability - political, c iv i l  and human rights 

political instability and violence - likelihood o f  violent threats to, or changes in., 
govemment including terrorism 

govemment effectiveness - competence o f  the bureaucracy and the quality o f  
public service delivery 

regulatory quality - incidence o f  market-unfriendly policies 

r u l e  o f  law - quality o f  contract enforcement, the police, and the courts as wel l  as 
the likelihood o f  crime and violence 

control o f  corruption - exercise o f  public power for private gain, including both 
petty and grand corruption and state capture 

These data cover 209 countries for 1996, 1998,2000,2002 and 2004 and are based o n  several 
hundred individual variables measuring perceptions o f  governance, drawn from 37 separate 
data sources, constructed by 3 1 different organizations. 

18. The international comparison using these data reveals that Swaziland performs 
poorly compared with the other SACU countries in most (five out o f  six) governance 
indicators (see table 5 and Annex I; Table 4 for more detailed comparisons against the large 
number o f  developing countries). With regard to voice and accountability, Swaziland is 

1 “Governance Matters IV: Governance Indicators for 1996-2004” by Daniel Kaufmann, Aart Kraay and 
Massimo Mastruzzi, 2005. 
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23. Most recently, the authorities have begun to address the problem of  corruption, 
but the challenge i s  to take much stronger, credible actions and greater transparency in 
government’s policies and reporting to the public. The new Constitution has been passed, 
eliminating uncertainties about the constitutional framework. After a recent judicial crisis, the 
Appeals Court judges have returned to the courts. hportant ly,  the Prime Minister and the 
Minister o f  Finance have firmly condemned corruption, pointed out its significant cost to  the 
economy and society, and called firmly for its eradication. Earlier in 2005, the Minister of 
Finance informed Parliament that the government was losing E 40 mi l l ion per month due to  
corruption. The new anticorruption bill, which expands the mandate o f  the commission from 
bribery to tendering, procurement, and large capital projects, has been passed by the cabinet 
and wil l soon be submitted to  parliament. Finally, in the 2006/07 Budget Speech, there i s  a 
clear signal that the government would l ike to turn the corner on corruption. For these efforts 
to be effective, however, i t i s  important to take strong and credible, short-term actions to  fight 
corruption. Beyond that, prosecuting and publicizing offenders widely and transparently will 
be key to the success o f  these reforms. At the same time, greater disclosure to  the public o f  
government’s policies in easy-to-understand terms, including the government’s budget, will go 
a long way towards increasing accountability and reducing scope for rent seeking. 

24. Finally, the fight against corruption i s  part o f  the ongoing, global efforts towards 
better governance, including via efforts o f  the United Nations. Recently, the United Nations 
Convention Against Corruption entered into force o n  December 14, 2005. The Convention, 
signed by 43 countries, requires the parties to create a transparent procurement system, 
establish merit-based hiring for c iv i l  servants, toughen criminal penalties for corrupt acts, 
permit the freezing, seizing and confiscation o f  the proceeds o f  corrupt acts, and take other 
measures to combat corruption (see Annex I, Table 5 for a summary). Swaziland i s  one o f  the 
signatories o f  the Convention, but has not ratified it. 

25. In  the longer term, the fight against corruption can only be won by a public, 
highest-level commitment and a widely publicized campaign announcing the zero 
tolerance policy towards corruption. In fighting corruption, the credible communication of 
pol icy is as important as specific actions. 

Recommendations: 

0 Appoint a new anti-corruption unit commissioner to enable the commission to 
undertake new investigations. 

Pass the new anti-corruption bill to allow the full functioning o f  the commission.* 

0 Strengthen the commission’s capacity and skills mix. 

0 Ratify the United Nations convention on the fight against corruption. 

The bill may later need to be amended to allow the commission to prosecute cases, as well as making the 
commission more independent by reporting directly to Parliament. 
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Adopt a general pol icy o f  putting out major analytical documents by international 
agencies in the public domain, and strengthening transparency and disclosure o f  
reporting on government’s policies. 

c. THE PERFORMANCE OF PUBLIC ENTERPRISES AND ENTITIES 

26. Swaziland’s economy remains dominated by a large public sector that has not 
performed well and the lack of  competition and privatization constrains foreign direct 
investments (FDIs). This presents a problem both for the Government’s fiscal risks and for the 
broader hnctioning o f  the economy. This section reviews the performance o f  selected public 
enterprises and draws some conclusions about their financial performance and the possible 
direction o f  future public enterprise reforms. 

27. Swaziland presently has 43 public enterprises (PES) and entities classified into two 
categories by degree of government ownership and control. More than ha l f  (29) o f  these 
PES are designated as Category “A” - enterprises in which the government owns 100%, or  a 
majority interest, or which depend on government subsidies. About a quarter (10) are 
designated Category “B” - enterprises in which the government has a minority interest, or are 
local government authorities. Four are dormant. Swaziland’s main utilities - telephone, postal 
services, electricity, and water - are owned and operated by Government owned companies. 

28. The Public Enterprise Unit (PEU) in the Ministry of  Finance has the mandate to 
collect and monitor quarterly financial and Operations reports of PES in the Category 
“A” enterprises. These reports contain summarized financial and operations quarterly reports 
that present and discuss the performance o f  these enterprises on a quarter-to-quarter basis. The 
enterprises which fai l  to provide financial information are reported to the Disciplinary Tribunal 
to ensure reporting compliance. The reporting has been lacking, but recently, there has been a 
significant improvement in the number o f  Category “A” enterprises submitting their financial 
information to the PEU. This makes it possible to review and assess, at a basic level, financial 
and operating performance o f  the reporting enterprises. 

Financial Performance of Public Enterprises and Entities 

29. Recent financial performance of  PES has been generally weak with half PES 
reporting losses and others showing only modest profits (see Annex I, Table 6). Details of 
this overall assessment are provided below, measured in terms o f  some key financial 
indicators: (i) net income/loss; (ii) return on capital employed; (iii) return o n  owners’ equity; 
and (iv) current ratio. 

e Net Income / (Loss): Half of  the PEs/entities (12 out o f  24) have 
experienced a loss during at least one of the last three years. Losses o f  
unprofitable PEdentities were very large in fiscal 2002/03 (- E 73 mi l l ion or 
0.5% o f  GDP) and 2004 (- E 147 million, or 1% o f  GDP), but tapered of f  in 
fiscal year 2004/05 (- E 22 million, or 0.1% o f  GDP). 

e The losses have been particularly large in three entities: Swaziland Posts 
and Telecommunications Corporation (- E 11 8 mi l l ion in 2003/04, or 0.7% o f  
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GDP); Swazi National P ~ ~ v ~ ~ ~ ~ t  Fund <- E 59 million in 
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Corporation (June 30, 2005: 0.4); and Swaziland Television Authority (June 30, 
2005: 0.7). Four other entities had a l o w  current ratio (less than 1.5) on June 
30, 2005: Swaziland Railway (1.2); Swaziland Tourism Authority (1.1); 
Swaziland Water Services Corporation (1.3); Swaziland Development and 
Savings Bank (1.4). The liquidity performance o f  these PES is  shown in Table 7 
below: 

Table 7: Swaziland Financial Performance of PES 
SWAZILAND - LIQUIDITY OF PES: CURRENT RATIOS 

Current 
Ratio 

0 6/3 012 0 0 5 Profit EarninP EnWies . .  

Swazi Dairy Board 
National Maize Corporation 
Swaziland Cotton Board 
National Agricultural Marketing Board 
Swaziland Railway 
Swazi National Provident Fund 
Swaziland Development and Savings Bank 
Motor Vehicle Accident Fund 
Swaziland Development Finance Corporation 
Swaziland Electricity Board 
Swaziland Posts & Telecommmunic. Corp. 
Swaziland Water Services Corporation 
Small Enterprises Development Company 
Swaziland Television Authority 
Swaziland National Housing Board 
Swaziland National Trust Commission 
Swaziland Water and Agricultural Dev. Enterprise 

Total 

NIA 
3.6 
11.0 
3.9 
1.2 
1.5 
1.4 
NIA 
33.5 
3.4 
0.4 
1.3 
N/A 
0.7 
2.6 
4.3 
6.3 
1.4 

Source: Ministry of Finance, Public Enterprise Unit Quarterly Reports 

Subsidies to Public Enterprises and Entities 

30. The poor performance of PES was followed by explicit budgetary subsidies to 
these enterprises and entities, representing significant drain on the budget. Since 2001, 
for example, these subsidies amounted to some E 270 million. In the 2004105 fiscal year alone 
they amounted to about E 234 mi l l ion or 1.3% o f  GDP (Table 8 and Annex I, Tables 7-8). This 
represents close to a third o f  the actual budget deficit (4.3% o f  GDP) in that year. I t  i s  also 
close to the country’s total recurrent public spending o n  health (1.6% o f  GDP). Had subsidies 
to PES been reduced and these enterprises made to  operate on a commercial basis, this would 
have freed public expenditures for the necessary scale up o f  health spending (see chapter 2). 

31. Most of these subsidies accrue to four enterprisedentities: the university, 
Swaziland Komati Project Enterprise, and National Emergency Response Committee 
(NERCHA) and Swaziland Television Authority. The subsidies accruing to the university 
are by far the largest-E 109 million-accounting for almost ha l f  o f  public enterprise 
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subsidies, followed by the Swaziland Komati  Project Enterprise that in 2004/05 received E 50 
million. The government and the university recognize the need to increasingly commercialize 
the university operations, but this needs to be put into practice by reducing subsidies. The 
university i s  currently serving a very small beneficiary group o f  students (about 3,000 students) 
largely from better o f f  segments o f  the population. Swaziland Komati  Project Enterprise has 
not recently submitted quarterly financial reports to PEU o f  the Ministry o f  Finance, making it 
difficult to assess the justification o f  these large subsidies. 

Table 8: Swaziland: Subsidies and Transfers to All Public Enterprises: 2001-2006 
Fiscal Years ending March 31 

(Millions o f  E) 
2001 2002 2003 2004 2005 2006 

FOR PROFIT PARASTATALS 
National Maize Corporation 
Swaziland Cotton Board 
NAMBOARD 
Swaziland Development and Savings Bank 
FINCORP 
Joint Venture Capital Fund 
Swaziland Water Services Corporation 
Small Enterprises Development Corporation 
Piggs Peak Hotel 
Swaziland Television Authority 
Swaziland National Trust Commission 
Motor vehicle Accident Fund 
Swaziland Komati Project Enterprise 

Total For Profit Parastatals 

NON PROFIT PARASTATALS 
Swaziland Investment Promotion Authority 
Sebenta National Institute 
University of Swaziland 
Swaziland Tourism Authority 
Commission Mediation, Arbitr. & Reconcil. 
National Emergency Response Committee 

Total Non Profit Parastatals 

TOTAL 

Subsidies as YO of GDP 
For Profit Parastatals 
Non Profit Parastatals 
All Parastatals 

Gross Domestic Product 

120.0 

1 .I 
4.1 

4.3 
7.0 

34.0 
25.6 

196.1 

3.7 
2.4 

63.9 

0.0 

70.1 

266.1 

120.0 
20.0 
80.0 
2.6 
3.8 
2.8 

18.4 
10.2 
28.0 
37.3 

323.0 

3.9 
2.8 

64.6 
2.0 
0.0 

73.3 

396.3 

1 .o 
0.2 

60.0 

9.9 
3.7 
4.8 

10.1 
7.2 

28.0 
57.5 

182.4 

4.6 
3.0 

92.4 
2.0 
2.2 

20.0 

124.2 

306.6 

3.7 

10.1 
7.3 

31.6 

52.7 

3.9 
2.7 

109.3 
2.5 
2.6 

20.0 

141.0 

193.7 

7.5 
1 .o 

3.7 

10.1 
8.3 

58.6 

89.1 

4.7 
2.7 

109.3 
3.0 
5.4 

20.0 

145.1 

234.2 

0.5% 
0.8% 
1.4% 

17,268 

3.7 

13.2 
8.9 

38.6 

64.3 

5.3 
2.7 

113.8 
3.0 
5.8 

25.0 

155.6 

219.9 

0.4% 
0.8% 
1.2% 

18,364 

Source: Public Enterprises Unit, Ministry of Finance 
Source: World Bank staff calculations using the Swaziland Budget data. 

32. Even the subset of  all PEdentities that are explicitly operating with profit 
objectives-for profit PEs-have required non-marginal subsidies of  the order of E 90 
million, equivalent to 0.5% o f  GDP in 2004/05. Again, the largest recipient i s  Swaziland 
Komati  Project Enterprise receiving more than ha l f  o f  these subsidies, followed by the 
Swaziland Television Authority, Swaziland National Trust Commission and Small Enterprise 
Development Corporation (Table 8). 
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Operating and Regulatory Issues in Specific PEs/entities 

33. In  addition to the financial performance and enterprise subsidies discussed above, 
there are other operational and regulatory issues in many public enterprises and entities. 
A selective review o f  some operational and regulatory issues in the performance o f  some 
specific entities, with selected pol icy recommendations, i s  presented in Annex I, Table 9. 
Further work is needed to  implement a restructuring or privatization in several o f  these PES. 

34. One public enterprise--the Swaziland Posts and Telecommunications (SPTC)-- 
requires urgent attention. The Managing Director was dismissed earlier in 2005 as a result of 
poor financial performance; a replacement must st i l l  be nominated. SPTC has frozen i ts capital 
expenditure program because o f  liquidity problems. A Commission o f  inquiry has been set up 
to look into the operations o f  SPTC. The 2005 audit report has a qualified opinion: SPTC has 
experienced difficulties in repaying its obligations and may be unable to repay E 116 mi l l ion 
falling due in April 2006. The auditors have significant doubts on SPTC's ability to continue as 
a going concern. SPTC's return on capital employed, improved f rom -16.8% in 2004 to 5.3% in 
2005, but the current ratio was only 0.4 o n  June 30,2005. SPTC's 2005 annual report mentions 
the need to reduce further manpower costs. 

35. Against the background of  significant financial and operational problems, the 
SPTC's board has requested from the government large financial support that poses 
significant risks to the budget: (i) a capital injection o f  E 116 million; and (ii) a guarantee on 
SPTC's unsecured loan o f  E 68 mi l l ion required by the Development Bank o f  South Afr ica 
(DBSA). If the government goes ahead with this request, i t will have to increase the 
expenditures in i t s  draft 2006/07 budget. A draft bill has been submitted to parliament for the 
restructuring o f  the Telecommunications Industry and setting up o f  an independent regulator. 
Under the bill, the SPTC organization would be separated into Postal and Telecommunication 
services and the latter would be provided under a private company. In addition, the telecom 
regulatory h c t i o n  would be transferred from the SPTC to a regulatory commission. 

36. Overall, the analysis in this chapter and its annexes suggests that there i s  a strong 
case for the Government to press ahead with restructuring of  public enterprises. The 
government's privatization program also has the potential to help enhance private sector 
development, increase the competitiveness o f  the Swazi economy, and attract foreign direct 
investments, with new know-how and technology conducive to accelerated long-term growth. 

Recommendation : 

Posts and Telecom seems to be a prime candidate for an accelerated government 
program o f  restructuring. Failing to  address this issue head o n  is l ikely to result in 
costly delays in restructuring, continued poor service delivery, and new pressures o n  
the budget. 

37. The previous section documented poor financial performance of key public 
enterprises and their impact on the budget; a related question i s  who benefits from 
subsidies to public enterprises. If enterprise subsidies cannot be justified o n  commercial and 
fiscal grounds, what i s  their distributional impact across different household groups? 
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D. WHO BENEFITS FROM PUBLIC ENTERPRISE SUBSIDIES? 

38. The 2000/01 household income and expenditure survey can be used to analyze 
which household groups benefit from subsidies to public enterprises. The question i s  o f  
pol icy relevance because o f  the government’s pol icy o f  providing service delivery, especially 
to the poor. In this section, we confine the analysis to the subsidies to  three main public 
utilities: telephones, electricity, and water. The results show that public subsidies to telephones, 
electricity and water currently benefit mostly wealthier segments o f  the population. This 
suggests considerable scope to expand this basic service delivery to the poor and underserved 
segments o f  the population. 

39. Access to telephones i s  virtually non-existent in the bottom two deciles of  the 
distribution of consumption per equivalent adults. Table 9 provides data o n  access to 
telephone (fixed line or cell phone) by Swaziland’s population as wel l  as the average 
consumption per capita and expenditures for telephone services. The data show that the share 
o f  households actually paying for telephone services i s  very l o w  compared to the share o f  
households declaring they have a phone; this issue deserves more scrutiny but may reflect 
household payment arrears to the telephone company. Expenditure levels are low. But overall, 
subsidies for the Swaziland Posts & Telecommunication company do not benefit the poor very 
much, as they use and pay for phone services to a much lower extent than better off 
households. For example, only 5.3% o f  the two poorest deciles o f  households have access to a 
telephone or a cell, compared with 52% for the richest decile. The conclusion is that the 
telephone services cater largely to the wealthier segments o f  the population. Public subsidies 
for this service cannot, therefore, be justified on equity grounds. 

Table 9: Swaziland: Benefit Incidence of  Spending/Access to Telephony, H I E S  2000-01 

% o f  HH wl Number of % of HH wl Number of Average 
access Average HH size 

HHwith HHsize wTTel,or 
Mean Average Tel. Nonzero HH with % of HH wl 

Cell 
expend* spending Decile Pop. in decile consum. 

per capita per capita Tel. or Cell Spending 

1 97 501 21,3 O,O% 2,5% 42,8% 1 925 6,9 6 3  
2 97 449 35,6 O,O% 2,8% 37,1% 2055 6,8 5,8 
3 97 516 47,7 0,m 1 ,O% 1 099 5,5% 47,8% 4 919 6,7 6 3  
4 96 833 59,9 0,Ol 0,3% 193 8,8% 49,5% 8 316 6,3 6 3  
5 97 323 73,2 0,14 3,3% 3 323 7,1% 50,8% 6 849 5,9 6 6  
6 97 339 87,7 0,24 1,2% 1361 12,7% 57,7% 11 929 6,O 6 8  
7 97 467 108,3 0,53 3,8% 5 240 13,4% 59,6% 16503 5,2 6 3  
8 97 329 140,l 1,23 5,6% 7 215 19,9% 63,2% 20503 4,5 5,3 
9 97 181 204,l 2,24 8,7% 8 446 30,0% 69,2% 33 107 3,7 4!5 
10 97 235 533,8 22,12 27,3% 31 834 51,9% 82,1% 56416 2,8 3,3 

Total 973 174 131,l 2,65 7,6% 58 71 1 20,7% 60,0% 162601 5,O 4,5 

40. Less than 10 percent of the households in the three poorest deciles have access to 
electricity; by contrast, almost 65 percent o f  the richest households have access to 
electricity (Table 10). Access to electricity is, therefore, closely correlated to the standard o f  
living. Close to 70 percent o f  the poorest population live in an area that i s  l ikely not connected 
to the electricity network; by contrast only 15 percent o f  the richest do. The share o f  
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households paying for electricity is very l o w  compared to the share o f  households that declared 
having access to electricity, as was observed for telephony. Expenditure levels are l o w  both in 
absolute terms and as a percentage o f  the total expenditure per equivalent adult o f  the 
households. This implies that an increase in tariffs would probably have only a very minor 
impact o n  poverty among households that are already connected to the network. 

Table 10: Swaziland: Benefit Incidence of SpendingIAccess to Electricity, H I E S  2000-01 

Av. 
Mean  Elec. YO of HH No. of Yo Of No.of Av. HH 

%ofHH H H ~ /  HH size 
access size w/ 

Elec. 
capita 

Nonzero H H w /  
spending Non zero HH w/ w/ access 

Pop. in Decile decile cons. per Exp. 

capita 
access per on Elect. Spending 

1 97 501 21,3 O,O% - 3,0% 32,4% 2 649 6,9 6,2 
2 
3 
4 
5 
6 
7 
8 
9 
10 

Total 

97 449 
97 516 
96 833 
97 323 
97 339 
97 467 
97 329 
97 181 
97 235 

973 174 

35,6 
47,7 
59,9 
73,2 
87,7 

108,3 
140,l 
204,l 
533,8 

131,l 

O,O% 

- O,O% 
0,05 0,5% 499 

0,08 0,3% 473 
0,Ol 0,2% 107 
0,lO 0,5% 862 
0,31 0,8% 1260 
0,39 1,2% 1199 
9,22 9,1% 11 914 

1,02 2,OYo 16 315 

4,0% 
7 3 %  

11,4% 
12,1% 

223% 
32,2% 
40,5% 
64,7% 

12,7% 

27,2% 

35,3% 
4 1,6% 
45,2% 
52,7% 
48,8% 
55,7% 
65,0% 
68,7% 
85,1% 

57,9% 

3 245 
8 946 

10 071 
12 505 
11 784 
20 986 
30 172 
39 770 
64 761 

204 890 

6,8 5,6 
6,7 8,l 
6,3 5,8 
5,9 6,3 
6,O 5,7 
5,2 5,O 
4,s 4,4 
3,7 3,7 
2,8 2,8 

5,O 3,9 

41. Access to water (piped water inside the house/building) is, as expected, positively 
correlated to the standard of living of  the household with poorer households having little 
or no access to quality water source. (Table 11). At the national level, 18 percent o f  
households are directly connected to the water network. Less than 10 percent o f  the households 
in the six poorest deciles have direct access to  water, versus 46 percent o f  the richest 
households. Close to  85 percent o f  the poorest population lives in an area that i s  l ikely not be 
connected to the water network, versus 31  percent o f  the richest. The share o f  households 
paying for water is again l o w  compared to the share o f  households declaring having access to 
water, and expenditure levels are also low. 
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Table 11: Swaziland: Benefit Incidence of  Spending/Access to Water, HIES 2000-01 
% of 

Pop. Average Pop. in consum. Water NonZero withNon HH HH with Average HHsize 

HH size (Water) decile per spending zero having with access on Spending access access 
Water 

HH Pop. Yo Of Yo of Av. 

expend. 

capita 

Mean 

Decile 
capita Per 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 

97 501 
97 449 
97 516 
96 833 
97 323 
97 339 
97 467 
97 329 
97 181 
97 235 

21,3 
35,6 
47,7 
59,9 
73,2 
87,7 

108,3 
140,l 
204,l 
533,8 

O,O% 
O,O% 

0706 1,6% 
0,09 1,0% 
0706 0,8% 
0,05 1,0% 
0,14 1,4% 
0,08 1,3% 
0,21 2,1% 
3,69 7,4% 

1388 
827 
810 

1060 
1696 
1598 
2 787 

10 213 

2,4% 
3,3% 
5,1% 
6,4% 
6,8% 
7,6% 

14,4% 
18,6% 
29,7% 
46,6% 

16,1% 
18,9% 
2 1,5% 
28,8% 
26,7% 
28,4% 
33,9% 
43,7% 
5 179% 
68,9% 

1555 6,9 
3 115 6,8 
5 140 6,7 
4 619 6,3 
6978 5,9 
5 521 6,O 

12214 5,2 
18 300 4,5 
26786 3,7 
45 724 2,8 

Total 973 174 131,l 0744 2.3% 20 379 18.6% 39,0% 129 953 5,O 376 

E. REVERSING THE FISCAL CRISES 

The Need for Urgent, Credible Actions 

42. Strong, credible and front-loaded measures are needed to reverse further 
deterioration of  the fiscal situation and strengthen governance and PEWcontrols, while 
safeguarding pro-poor spending. The government’s l imited resource envelope, due to lower 
SACU revenues and l imited sources o f  external and domestic finance, imposes sharp constraint 
on feasible total expenditures in the short-to medium-term. The needed adjustment i s  
substantial. I t  can only be implemented by a full consensus and coordinated action o f  al l  
government ministries led by the Ministry o f  Finance, which should receive an enhanced 
mandate to  impose and enforce the init ial  budgetary ceilings in the formulation o f  the 2006/07 
budget. To implement these reforms, al l  parts o f  government will need to play their roles to 
pass and/or implement the necessary legislative reforms (e.g., Anti-Corruption Bill) to improve 
governance, public expenditure policy, management, and accountability. 

43. The consequences of  inaction or  slow implementation of  the reforms could be very 
serious on macroeconomic and social fronts. IMF staff projections o f  total government 
revenues suggest that, absent strong and upfi-ont corrective measures, total revenues in 2006/07 
are unlikely to exceed 29-30 percent o f  GDP, possibly further declining to  about 28 percent o f  
GDP in the medium term. Without corrective measures, expenditures may remain at the 
current level o f  35 percent o f  GDP, financed increasingly by domestic, inflationary sources and 
the accumulation o f  arrears. This implies deficits o f  the order o f  6-7 percent o f  GDP with 
rising risks for the stability o f  the currency, prices, and the social order. 

44. With strong and credible measures led by the Ministry of Finance and supported 
by all line ministries, starting with the 2006/07 budget, the economic situation can be 
reversed over the next two years. With strong and credible measures, mostly o n  the 
expenditure side, the deficit in 2006/07 could be brought down to between 0-2 percent o f  GDP 
(preferably to full budget balance), depending o n  the available sources o f  external financing, 
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implying substantial fiscal adjustment on the order o f  3-5 percent o f  GDP compared with a 
passive, “no-measures” scenario. This would require immediate implementation o f  the 
expenditure cutting measures proposed by the IMF Article I V  Consultation mission and the 
Bank’s PER mission measures as detailed below. 

An Illustrative Expenditure Reduction Strategy 

45. T o  assist the authorities in implementing the required fiscal adjustment, the 
following provides illustrative estimates of  possible expenditure reduction savings in 
2006/07. Specifically, under the illustrative expenditure reduction scenario detailed below, the 
budget deficit for 2006/07 could be reduced f rom the level o f  5.4% o f  GDP-that would result 
without any fiscal measures-by about 3.2 percentage points o f  GDP. This would result in a 
much more prudent budget deficit o f  about 2.2%. The structure o f  expenditure savings and 
major measures are provided below. (For details, see Tables 12-13). 

Table 12: Swaziland: Possible Expenditure Savings in the 2006/07 Budget 
Percent o f  GDP Measure 

(0 0.4% 

(iii) 0.5% 
(iv) 0.3% 
(9 1.6% 

(ii) 0.4% 

Total 3.2 yo 

consolidation o f  ministries 
personnel reductions (-2%) 
cuts in excess goods and services (inc. CTA) 
cuts in excessive subsidies and transfers 
cuts in unproductive capital expenditures 

-31- 



Consolidation of Ministries Personnel Reductions Cuts in Goods and Services I /  
Passive Revised Revised 

Projectlo X Change Projectio % Change Projectlo % Change Revised 
n s U  Change Amount ns Change Amount ns Change Amount Projections 

Number of Clvil Servants 28,004 -2.0% -560 27,440 -2.0% -549 26,891 0.0% 0 26.891 IGRANTS TOTAL REVENUESAND 1 5,4241 5,4z4( 5,424/ 

EXPENDITURE 

Cuts in Subsidies and 
Transfers Cuts in Capital Expenditures 

Revised Revised 
% Change Projectlo K Change Projectlo 

Change Amount ns Change Amount ns 

0.0% 0 26,891 0% 0 26.891 

18,625 

:apitai Expenditure 

BUDGET 

GDP 

BUDGET 
BALANCEDEFICIT (*I-) AS 
X OF GDP 

-56 2.750 
-5 968 
0 284 
0 902 

-61 4,904 
-15 1,453 
-76 6,357 

-933 

18.625 

-2.0% 
-0.5% 
0.0% 
0.0% 

-1.2% 
-1.08 
-1.2% 

0 -5.0% 

-55 2,695 
5 963 
0 284 
0 902 

a0 4,844 
-15 1,439 
-74 6,283 

-859 

18,625 

0 0% 
-10 0?6 

00% 
0 0% 

d.O% 
0 0 %  

-1.SX 

5.424 

0 2,695 
-96 867 

0 284 
0 . 902 

-96 4,748 
0 1,439 

-96 6,187 

0.0% 
0.0% 
0.0% 

-7.0% 
-1.3% 
0.0% 

4.0% 

18,625 -7631 

0 2,695 
0 867 
0 284 

-63 839 
-63 4,665 

0 1,439 
63 6,123 

-696 

18,625 

5.424 

0% 
0% 
O k  
0% 
OK 

-20% 
-5% 

0 -3.8% 

5,424 

0 2,695 
0 867 
0 284 
0 839 
0 4,685 

-288 1.151 
-288 5,836 

4 1  2 

18,625 

0 -2.2% 

1/ Goods and Service reducbn includes savings in CTA (see Table 11) 
21 IMF Staff projection. 

46. The expenditure reduction scenario outlined above targets all major categories of 
expenditures: the wage bill, goods and services, subsidies and transfers, and capital 
expenditures. The reduction in the wage bill could be effected by appropriate consolidation of 
the currently large number o f  ministries and/or the beginning o f  the implementation o f  the long 
overdue c iv i l  service reform. The PER mission work and discussions with the authorities have 
also identified possibilities for reducing other current and capital expenditures. 

47. These expenditure savings are possible without a major reduction in public 
services delivery and these savings could be used in priority areas of fighting HIV/AIDS 
and poverty. This is because the budget hides sizeable unproductive or excessive expenditures 
o n  goods and services, and subsidies to public enterprises, for example, which could be cut 
without corresponding decline in the service delivery. 

48. Cutting unproductive expenditures should not seriously affect the level o f  
economic activity, but would improve the efficiency of budgetary expenditures. Given the 
very high import content o f  the Swaziland's economy and public expenditures, such cuts are 
l ikely to result in lower imports and higher net exports, offsetting any dampening impact o n  the 
domestic absorption. One detailed example o f  how to generate savings in selected budgetary 
ministries and agencies, that has recently been subject o f  much pol icy debate, is  provided 
below. The structure o f  proposed savings in this entity has been discussed at length during the 
PER November 2005 mission. 
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Generating Savings in the Central Transport Administration (CTA) 

49. The performance of  the Central Transport Administration (CTA) has been the 
cause of  long-standing concern and the entity contains significant scope for fiscal saving. 
C T A  was created in 1969 as a department o f  the Ministry o f  Public Works. In 1975, C T A  
became an independent department with the objectives to  purchase, maintain and dispose the 
Government’s vehicles. The department also purchases and distributes fuel to the 
Government’s fleet. Servicing o f  vehicles has been an increasing problem for CTA, given the 
rapidly expanding fleet and the agency’s l imited workshop capacity. Consequently, C T A  has 
outsourced an increasing portion o f  the maintenance to private garages. CTA has no separate 
budget: the department’s expenses are charged back to the ministries and agencies. A Board 
was established in 2002, with members appointed by the Ministry o f  Transport, to oversee 
CTA’s finances, with the main mandates o f  ensuring effective cost recovery and control o f  the 
department’s expenses. C T A  raised i ts chargeback fees in 2004/05 and has begun to earn a 
profit, which is transferred into a Plant and Vehicles Renewal Fund, mainly for vehicles 
replacement. 

50. CTA has experienced a rapid increase in the fleet, mainly because of purchases for 
police stations and vehicles acquired under donor funded projects. These vehicles taken 
over f i om completed donor projects are incorporated into the fleet upon termination o f  the 
project implementation period. The fleet size o f  over 4,000 vehicles for a total c iv i l  service 
staff o f  28,000 also appears excessive and there should be scope for fleet reduction. Of  
particular importance i s  the rapid growth o f  C T A  expenditures. The C T A  i s  operating a vehicle 
fleet that appears too large in relation to the number o f  the country’s c iv i l  servants (7 staff per 
vehicle) and the needs o f  a small country, even after taking account o f  the currently large 
number o f  ministries. CTA’s operating expenses also appear excessive. CTA’s management 
has indicated to the mission that i t i s  now implementing a savings program and should be able 
to achieve considerable savings in its operating expenses over the next few years. 

51. Considerable savings could be realized by both reducing the fleet size and CTA’s 
operating costs. An illustrative savings scenario shows that i t i s  possible to generate 
significant annual savings o f  E 73 million, based o n  the fol lowing assumptions (see Table 14): 
(i) a reduction in the car fleet by auctioning the vehicles and consequent reduction in the C T A  
operations could yield E 53 mi l l ion over the next 1-2 years, and (ii) savings through operating 
efficiency over the next 2-3 years could yield additional E 20 m i l l i on  annually. 
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Table 14: Swaziland: Possible Savings in Central Transport Administration (CTA) 
Savings Scenarios 

Fiscal Reduced Total 
Year 2005 Reduction in Fleet Fleet Cost Reductions Snvin pls 

E million TO Reduction E million E million % Reduction E millioii 

Number of CarsfMotocycles in the Fleet 2,450 -490 20 % 1,960 

Expenses 
Personnel Emoluments 
CTA Charges 
Travel and Communications 
Hospital Drugs 
Professional Services 
Rentals 
Consumables 
Durables 
Other Expenses 

Total Expenses 

15.9 
12.2 
1.7 

80.0 
'I .2 

150.8 
2.6 
2.5 

266.8 

0.0 

-3.2 
-2.4 
-0.3 
0.0 

-16.0 
-0.2 

-30.2 
-0.5 
-0.5 

53.4 

20 % 
20% 
20% 
20% 

20 % 

20 % 

20% 

20% 

20% 

12.7 
9.8 
1.4 
0.0 

64.0 
0.9 

120.6 
2.1 
2.0 

213.5 

-1.3 
-1 .o 
-0.1 
0.0 
-9.6 
-0.1 
-7.2 

-0.2 
-19.7 

-0.2 

10% -4.4 
10% -3.4 
10% -0.5 
l o x  0.0 
15% -25.6 
im'o -0.3 
6 X  -37.4 

10% -0.7 
10% -1 

Revenues from Sale of Vehicles 
Number ofvehicles Sold 490 
Average Price per Vehicle (E) 20,000 

9.8 Total Revenues from Sale of Vehicles 

TOTAL SAVINGS 83.2 

Source: W o r l d  Bank Staff estimates based o n  data in CTA quarterly reports and mission discussions. 

Recommendations: 

(i) Incorporate C T A  into the ministries and allocate the vehicle fleet to  the 
various ministries; 

(ii) Contract out the maintenance o f  the ministry fleets to private repair shops (a 
small core o f  vehicles could, for security reasons) be serviced in-house.); 
and 

(iii) H o l d  the ministries strictly accountable for their vehicle maintenance, 
operation and budgets. 

Generating Savings in the Government's Foreign Travel and Other Expenditures 

52. Another problem has been excessive public expenditures on foreign travel and 
some office expenditure items. This appears to reflect both a lose pol icy and abuse o f  the 
travel budget for private gains. In 2004/05, the total amount spent on official foreign travel was 
E 115 million, which is about three times higher than the entire current public expenditure on 
preventive medicine in Swaziland. The underlying reason seems to be that the number o f  
off icial trips and the size o f  the delegations at a l l  levels are excessive. Also, first class and 
business class air travel for higher level government officials i s  used commonly, even in short 
distances. An unrelated i tem o f  office expenditures, soap and cleaning materials, has absorbed 
an astounding amount o f  E 50 million, about E 10 mi l l ion more than the aforementioned 
spending on preventive, recurrent public spending on health. These are examples o f  public 
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expenditure items that hide considerable waste and could be rationalized quickly and 
significantly while releasing funds for priori ty social needs. 

Recommendations: 

(i) Significantly streamline foreign travel pol icy by: 

0 Reducing the number and size o f  allowable members o f  delegations to the 
absolutely necessary; 

Rationalizing high-level travel, for example, by requiring that only one higher level 
official f rom a given ministry (e.g., Minister or PS, but not both) normally travels 
on external assignments; 

0 Disallowing first class travel except for longest distances and highest level officials 
only; and 

Introducing regular, random spot audits o f  past travels with high and publicized 
penalties for offenders. 

(ii) Reduce the budget o n  office items, such as soaps and cleaning materials (except 
in health institutions) to the per capita levels comparable in private companies, 
introduce audits, and penalties for the abuse o f  public maintenance goods. 

53. In the event the Ministry of Finance has revised the Budget Outlook Paper from 
the November 2005 version, and adopted a much more reform-oriented 2006/07 draft 
budget targeting the deficit of 2 percent of GDP. While this was made possible in large part 
by the new SACU revenue windfal l  o f  some E 455 million, the draft 2006/07 budget does 
contain significant improvements. First, the overall deficit target is now very much in l ine with 
the two key recommendations o f  the PER mission in November 2005: (i) revising the init ial  
budget outlook paper by adopting the measures and (ii) communicating to  spending ministries 
and agencies the need for fiscal restraint in the budget circular and signaling no new 
supplemental budgets. If such a strong budget is, indeed, passed in April 2006, and then 
implemented along with strong measures to improve governance and fight corruption, this 
would create the basis for reversing the current fiscal and governance crisis. 

54. Having discussed the overall public expenditure policy, governance and public 
enterprises issues as integral elements of  a strategy to restore fiscal stability, we now turn 
to a more in-depth analysis of  social expenditures. The objective i s  to identify the pol icy 
roots o f  the wide gaps between social objectives and poor social indicators, and provide 
actionable recommendations for social expenditure policy. 
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CHAPTER 2: SOCIAL EXPENDITURES AND SOCIAL 
OUTCOMES 

Swaziland’s poverty and social outcome indicators are considerably worse than what would be 
expected in a middle-income country. Declared national goals of social and human progress 
contrast sharply with key social indicators that are worse today than in early 1990s. This is in 
part a function of the past social policy choices and the inefficient composition of social 
spending on education and health. Public spending on education is heavily geared towards 
tertiary education benefiting the well 08 Wages and salaries take up a very large share of the 
education budgets, leaving little room for other, productive spending, especially at the primary 
level. Health expenditures are the lowest in the region and heavily underfunded. Their 
composition, skewed towards wages and salaries and curative activities could also be 
improved to benefit more the rural children and the poor. The social problem of orphans- 
largely due to HIV/AIDS-is massive and is likely to increase sharply in the near future. The 
authorities should prepare for this major social challenge. 

A. BACKGROUND: POVERTY AND BASIC SOCIAL INDICATORS 

55. Swaziland is a lower middle-income country with 69 percent o f  the population living 
below the poverty line3 and 37 percent o f  the population living in extreme poverty4 - unable to 
meet its basic food requirement. Despite being a middle-income country, Swaziland’s poverty 
profile resembles that o f  a low-income country (Table 15) even though its GNI per capita i s  
three times the average for l o w  income countries. The GNI per capita in 2004 was $1,660 
(atlas method) but this hides a very uneven income distribution (Gini coefficient o f  0.60) 
where the poorest 20 percent o f  the population accounted for 4.3 percent o f  overall 
consumption while the richest 20 percent accounted for 56 percent. Inequality has many forms: 
regional, gender, rural/urban and also other socioeconomic indicators. The situation has been 
exacerbated in recent years by the HIV/AIDS pandemic, prolonged periods o f  drought as we l l  
as poor allocation o f  public spending. Since 1990, the human development index (HDI) 
deteriorated in al l  SACU countries, but Swaziland showed the steepest decline (Figure 9). 

3 T h e  poverty l ine is  defined as the minimum expenditure necessary to meet basic human needs. T h i s  i s  based on the 
Household Income and Expendi ture Survey o f  2000/01; the poverty l ine  was set at  128.60 emalangeni per  capita per  
month. 
4 Extreme poverty l ine or the food  poverty l ine i s  based on the food basket consumed by the poorest 50 percent of 
Swazis. The  prices are at January 2001 and for the urban areas the extreme/food poverty l ine was 68.30 emalangeni 
per capita per month .  
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Figure 9: S A C U  Countries: Human Development Index 

0.75 - 

0.7 

0.65 

0.6 

0.55 

0.5 

0.45 

- _ _ - - - -  - 0  

- 0  
- - - - _  - - - - -  - -  - - -  

- - - - -  

-Swaziland - -  -Lesotho 
-Namiia 
-Botswana 

-- 

- South AWca - -  
8 

Table 15: Selected Social Indicators in Swaziland and Comparator Countries 

Pdmq 
Modddyfate, hd H ~ &  complehw uti, Repetition rate, 

GNIpei Human Birth cate, infant @e1 popubw fh Incidence of  expcntkolre hpcim totd fh of pdmaly fh of 
capha (us$, devehpnt  Gird cde (per \ l oo  he o f  totd Jerdok @er per caph (per \ooo relevxi igt totd 

Ada Method) indicator Coefficient \OOO people) bih) popuhm) 100,000 people) (current US$) people) goup) euohent) 
2004 2004 2004 2003 2003 2004 2003 2002 2004 2002 2002 

Bobwana(LMCj 4,140 131 066 29.3 82.0 48.0 6334 171.0 0.29 114 3 2  
Sou!hAfrica(uMCj 5,630 120 OS8 24.9 53 0 42.6 5364 206.0 0.69 98.8 7 4  
Nmmbia @IC) 5310 12) 0.74 354 480 670 i2,O 990 0.29 924 15.1 
Sw&d(LMIC) I,@ Id? 0,60 J4,6 105.0 163 1,082,9 66,O OJ8 15.1 155 
Cmerow &IC) 800 148 042 31.2 950 47.8 180.1 310 007 601 25.8 
Ethiopia 61C) 110 110 0.28 400 112.0 84.1 316.1 10 0.03 369 10.7 
L o t h 0  k1C) 74 0 149 0.58 330 m0 81.9 132.8 25.0 0.05 67.2 21.2 
Zmbia @IC) 450 166 OS3 38.2 102.0 63.8 6564 20.0 0.07 60.5 76  
Lower middle income 1,510 17.0 33.3 514 118.8 74.7 149 15.8 3.1 
Low income 510 29.6 791 69.3 25.2 294 0.44 71.5 6 4  
Sub-Sham Africa 600 39.1 101.0 63.3 352.8 31.9 0.15 59.2 10.2 
Souice: Wodd Development Indicates. 

56. The available data suggest that poverty has probably increased in recent years. 
The overall poverty rate o f  69 percent identified in the 2000/01 Household Income and 
Expenditure Survey (HIES) i s  slightly higher than the 66 percent estimated in the previous 
HIES in 1995, but the methodology was somewhat different, so direct comparison should be 
made with caution. However, given the deteriorating economic situation, in particular in the 
agricultural sector, i t is  likely that the poverty level has worsened in the past five years and i t  i s  
highly unlikely that the government’s target o f  halving poverty by the year 2015 as we l l  as 
eliminating it by 2022 wil l be met. 
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57. Poverty i s  worse in rural areas where the headcount stands at 76 percent 
compared to 50 percent in urban areas. Within the regions, Shiselweni and Lumombo have 
the highest poverty levels at 76 and 73 percent respectively, while Hhohho has the lowest rate 
at 61 percent followed by Manzini  at 70 percent. In Hhohho, urban poverty is the lowest in the 
country at 39 percent, while Shiselweni has the highest rate at 68 percent. The ci ty o f  Manzini, 
which i s  the commercial nerve center o f  the country and the largest c i ty by population, had 
poverty levels o f  58 percent. 

58. A similar trend emerges when one looks at the poverty gap-a measure of severity 
o f  poverty-with almost twice as many households in rural areas falling within the 
poverty gap as in urban areas; unemployment follows a similar pattern. Around 70 
percent o f  the population lives on Swazi National Land (SNL),’ largely dependent on 
subsistence farming; over 75 percent o f  them are living below the poverty line. The 
unemployment rate for the country stands at about 30 percent. I t  also reflects similar 
urban/rural dynamics whereby the largely rural region o f  Shiselweni has unemployment o f  53 
percent compared to the more urban Hhohho region with unemployment rate o f  20 percent. 
Having a job reduces the probability o f  household poverty: Of  those who  are employed, an 
estimated 62 percent o f  household heads are in paid non-seasonal employment and have the 
lowest incidence o f  poverty at 26 percent. 

59. The household income and expenditure survey (HIES) also sheds light on the 
impact o f  gender and education on the level o f  poverty. A s  in many other countries, 
poverty has a strong gender dimension in Swaziland. Under ha l f  o f  households are headed by a 
female and o f  those 63 percent are living below the poverty line, while the corresponding 
figure for households headed by men i s  52 percent. As elsewhere, there is a strong correlation 
between the level o f  education o f  the head o f  the household and incidence o f  poverty. 
Households headed by college educated person have the lowest levels o f  poverty in al l  regions. 
The opposite is true for households headed by those with less than primary education. Finally, 
the HIES estimates that households with the highest dependency ratio are also more l ikely to 
be below the poverty line than those with lower ratio. 

60. While the previous paragraphs summarize the findings of  the HIES carried out in 
2000/01, it i s  widely accepted that the situation has since deteriorated. New poverty data 
will not be available until the next HIES survey i s  carried out in 2007/08.6 Nonetheless, there 
are other supporting pieces o f  evidence to suggest that the plight o f  the poor and vulnerable is, 
indeed, deteriorating. The H IV /A IDS epidemic, which i s  a relatively recent phenomenon in 
Swaziland, is now estimated to  affect over 40 percent o f  the adult population (15-49 age 
group). There are about 220,000 people infected with the virus and around 75,000 children 
have been made orphans. The highest infection rate i s  in the 15-29 age group, which accounts 
for much o f  the skilled population. The next section wil l look at the education and health 
sectors and analyze recent trends in public expenditure and outcomes as wel l  as the impact 
HIV/AIDS is  having on the country with a particular focus o n  the poor and the orphans. 

Swazi Nat ional  L a n d  accounts for 60 percent of total land  and i s  he ld  in trust by the King. 

T h e  team at the Central Statistics O f f i ce  i s  currently undertaking the Demographic Hea l th  Survey wh ich  has meant 
that the HIES had  t o  be  postponed as there aren’t enough people to do both surveys at the same time. 
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B. PUBLIC EXPENDITURE ON EDUCATION 

61. The government’s education policy i s  to provide affordable, relevant and good 
quality basic education to everyone. In i t s  major pol icy documents, the government has 
identified education-primary education in particular-as one o f  the key  areas o f  priori ty for 
Swaziland to achieve sustainable economic growth and reduce the prevalence o f  poverty in 
ha l f  by 2015. The government states that it aims to achieve universal access to primary 
education by 2009. The striking fact i s  that this was, in fact, achieved in 1985. But the 
education system has since been unable to keep pace with a population growth o f  around 2.5 
percent. In addition, sector performance, in terms o f  quality, efficiency and accessibility, has 
been deteriorating since the late 199Os, exacerbated by the H IV /A IDS pandemic. Given the 
importance o f  primary education to  the goal o f  poverty alleviation, the focus o f  this section i s  
largely on that area. The section also draws o n  the larger Bank study o n  basic education in 
Swaziland currently underway. 

62. Primary education i s  a critical policy instrument of fighting poverty. An educated 
population is crucial for sustainable economic growth and social development. Educating girls 
(women) especially has productive as wel l  as social benefits: improved family health, 
especially children, higher likelihood o f  girls attending school and lower fertility and mortality 
rates. Empirical evidence shows that those vulnerable in society - girls, orphans, the disabled 
and those in remote rural areas - benefit a great deal f rom basic education. Education i s  a 
major route out o f  poverty. 

63. While an adequate level of  public expenditure on education,is crucial, it i s  equally 
important to allocate these funds to benefit those that need it the most and to minimize 
waste. The question o f  how best to allocate scarce public resources to primary, secondary and 
tertiary education depends, in part, on the socioeconomic conditions o f  a country, returns to 
education, and the size o f  the student cohorts. On the one hand, there i s  a strong rationale for  
public investment in basic education due to externalities and major equity concerns in a 
country such as Swaziland. On the other, tertiary education has close linkage to human capital, 
labor productivity, competitiveness, and economic growth, provided that i t i s  geared towards 
the needs o f  the local economy and its absorptive capacity. This suggests some scope for 
public sector intervention at the tertiary level focusing o n  pol icy and regulation, quality 
assurance, and l imited subsidy in the areas o f  clear market failures (i.e., locally relevant 
research) or concerning equity (i.e. scholarship). In the long-term, education pol icy makers 
should pay attention to al l  levels o f  education. But in the short to medium term, the emphasis 
must be on getting the most out o f  primary and secondary education and making it truly 
available to all. 

64. The government has a long standing commitment to education and spends 
relatively substantial resources on education. The government spends about 6 percent o f  
GDP per year on education. Within the SACU region, this relative level o f  spending is 
comparable to that in South Afr ica (6 percent) and Namibia (5 percent) (Table 16). In recent 
years, the government also spent around 25 percent o f  i ts total recurrent expenditure o n  
education. However, this spending level has come under pressure from the deteriorating fiscal 
situation and recurrent spending i s  budgeted to fa l l  to around 20 percent o f  total expenditure in 
the 2004/05-2005/06 period. W h i l e  the share o f  education expenditure may have fallen as a 
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percentage o f  total government expenditure, the absolute level is  expected to rise by 40 percent 
in 2005/06. 

Table 16: Cross-country Comparisons of Education Expenditure for SACU Countries 

(Percent o f  GDP) 

1990-99 1999 2000 2001 2002 2003 
Average 

Botswana 7.6 9.8 9.5 9.7 9 A 1 0 , l  
Lesotllhu 1Q,9 12.2 11.3 4.4 13,6 10.0 
Namibia 8.1 8.0 7.7 7 $4 1.7 5.0 
South Africa 6.2 5.8 5.6 5.5 5.4 S,6 
Swaziland n. a. 6.4 6.1 5.5 5.3 6.3 
Source: IMF. 

65. Primary education accounts for around 35 percent of recurrent education 
expenditure, followed by  29 percent for secondary and 23 percent for tertiary education; 
this i s  less than other comparator countries that typically have better education 
outcomes. (Figure 10). The fact that a larger share o f  spending i s  going to primary education i s  
very much in l ine with the governments stated priority. But when one compares the share o f  
primary spending with other sub-Saharan Afr ican countries or considers the number o f  
students at the different levels o f  education, then a picture o f  inefficient and unequal 
distribution emerges with tertiary education as the main beneficiary. In Malawi  and Tanzania, 
for example, primary education accounts for over 60 percent o f  total education recurrent 
budget. 

Figure 10: Primary as a Percentage of  Total Education Expenditure in Swaziland and 
Comparator Countries 

(Recurrent Expenditures) 
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66. In terms of the cost of  education per student, tertiary education i s  about 50 times 
as costly as primary school education that i s  much more pro-poor. Tertiary education7 
accounts for less than 1 percent o f  the student body, but takes up 23 percent o f  the country’s 
education budget. By contrast, primary education accounts for 77 percent o f  the students but 
only 35 percent o f  total education expenditure. Even when one accounts for the fact that 
university education i s  more expensive per student than primary education, the contrast i s  
stark. And looking at growth rates over the past few years, i t i s  evident that tertiary education 
has enjoyed a much faster rate o f  growth o f  expenditures (19 percent) in the period 1999/00- 
2003/04, compared to 14 percent for primary and 15 percent for secondary education (Table 
17). 

Table 17: Swaziland: Public Education Expenditure 

199912000 2000/2001 2001102 2002103 2003104 2004105 2005106 
Est. Est. 

Total current expenditure 6.0 
Primary Education 2.1 
Secondary Education 1.7 
Tertiary 1.4 

Total capital expenditure 0.8 

Total Education Spending 6.8 

5.4 
1.9 
1.5 
1.3 

0.5 

5.9 

(As a percent o f  total current education expenditure) 
Primary Education 35.0 34.8 36.7 36.8 34.3 34.1 
Secondary Education 28.4 28.4 28.7 28.4 28.4 28.8 
Tertiary 24.3 23.9 22.0 23.0 26.6 22.9 

(As a percent o f  total GDP) 
5.2 5.4 6.0 5.1 
1.9 2.0 2.1 1.7 
1.5 1.5 1.7 1.5 
1.1 1.3 1.6 1.2 

0.9 1.3 0.2 0.4 

6.1 6.7 6.2 5.5 

Memorandum items: 
GDP at current prices 
(in millions o f  emalangeni) 8,716.0 9, 

Source: M in i s t r y  o f  Finance, World B a n k  and 

36.5 
30.9 
18.5 

6.7 
2.4 
2.1 
1.2 

0.1 

6.9 

72.0 11, 91.0 13,019.0 14,882.0 16,514.0 7,542.0 
MF estimates 

67. In  addition, the average monthly personnel expenditures of  the University of  
Swaziland staff (both academics and support staff) of about E 12,000 appears excessive 
(university academic staff salaries are considerably higher) compared with teachers in 
secondary (E 4,852) and (E 3,550) in primary education. Also, al l  university students 
receive loans whose repayment rate i s  very low, almost fully publicly subsidizing this 
essentially private good (university education), regardless o f  need. And, unfortunately, most 
university graduates face bleak employment prospects at home and some choose to  emigrate, 
taking with them the substantial public investment in their higher level education without 
returning direct benefits to  the country. 

Tertiary education benefits a relatively small student body o f  only 3,164 compared with students getting 7 

education at the primary 218,352 and secondary 66,823 levels. 
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68. Looking at the economic classification of education expenditure, wages and 
salaries account for about 80 percent o f  recurrent education expenditure. At primary and 
secondary levels, however, wages and salaries take up almost the entire recurrent budget (94 
and 98 percent respectively), leaving n o  room for complementary spending that can be 
important for learning outcomes. This i s  a broadly inefficient composition o f  primary and 
secondary recurrent expenditure. I t  also means that the poor have to  meet the additional cost of 
education not covered by public expenditure (Figure 11). This contrasts with countries l ike 
Comoros (66 percent), Madagascar, and Lesotho (76 percent) that allocate much less of 
primary recurrent expenditure to wages (Figure 12). 

Figure 11 : Personal Emolument as a Percentage of  Recurrent Education 
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69. At present, primary public 
spending in Swaziland only covers 
teacher salaries and text books, and 
parents are expected to pay school fees to 
cover non-wage and building costs. In 
secondary schools, public expenditures 
cover teacher salaries only. Although the 
teacher salary trend in primary schools i s  
better than i t  was in the early 1 9 9 0 ’ ~ ~  recent 
salary increases and growth in number o f  
teaches-faster than the growth o f  the 
student body-have started to reverse the 
trend. 

Figure 12: Personal Emolument in 
Primary Schools as a Percent of  

Recurrent Expenditure, 2002-2004 
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C. EDUCATION OUTCOMES 

70. Formal education in Swaziland consists of primary, secondary and tertiary 
levels. Primary education takes seven years with a student age group o f  6-12 years, 
followed by f ive years o f  secondary education - three years o f  lower secondary and two 
years o f  upper secondary. The lower secondary student age group i s  13-15, while upper 
secondary students are 16-17 years old. Very small percentages who meet the 
requirement for tertiary wil l continue to that level. However, there are high repetition and 
dropout rates at both primary and secondary levels. Moreover, children tend to start 
school much older and because o f  this and a high repetition rate, i t is common to find 
pupils much older than the designated age group in classrooms. 

71. While the level of public spending on education i s  adequate for the needs of 
the country, this spending has not achieved the desired outcomes. After progress in 
the late 1 9 9 0 ’ ~ ~  the major indicators o f  education in terms o f  access, efficiency and 
quality have started to deteriorate. According to the UNDP Mil lennium Development 
Goals report for Swaziland, seven o f  the eight M D G s  are unlikely to  be achieved given 
the current pace o f  progress, except, potentially, universal access to education (Table 18). 

Table 18: Swaziland: Education Millennium Development Goals 

‘ 1990 ‘1994 ‘1997 ‘ 2000 ‘2003 
Net primary enrollment ratio (‘KO o f  relevant age group) 77.2 67.2 77.5 75.3 
Primary completion rate, total (96 o f  relevant age group) 69.0 75.0 79.0 79.0 75.0 
Proportion o f  pupils starting grade 1 who reach grade 5 76.1 81.5 73.9 
You th  literacy rate (%o ages 15-24) 85.1 87.4 89.0 90.4 91.2 
Ratio o f  girls t o  boys  in primary and secondary education(%) 96.4 95.8 95.0 94.4 
Ratio o f  young literate females t o  males (‘KQ ages 15-29 100.9 101.4 101.6 101.8 101.8 

Source: W o r l d  Development Indicators database, April 2005 

Access 

72. Public education at the primary and secondary levels in Swaziland presently 
does not provide free access. With high and rising poverty and high unemployment, 
there are many households who are unable to  send their children to school. This i s  partly 
the reason why around 25 percent o f  primary school-age children and almost ha l f  o f  
secondary school-age children are currently not in school (Table 18). Recently, the 
problem o f  access has been aggravated by the dramatic rise in the number o f  orphans and 
vulnerable children (OVCs) due to HIV/AIDS. The government has recently made 
funding available to cater for the OVCs and the latest enrollment rates for these children 
at both the primary and secondary schools show a rise after several years o f  decline 
(Figure 13). 
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Figure 13: Swaziland: The Evolution of  Student Enrollments 
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73. Net and gross primary enrollment rates are below or  at about the same levels 
achieved in the 1990s. N e t  primary enrollment has been deteriorating since 2000, when 
it peaked at 78 percent. I t  i s  currently around 75 percent - less than the level in 1990 
(Figure 14). Swaziland also performs poorly relative to i t s  SACU neighbors (Figure 15). 
Gross primary enrollment also declined steadily in the early part o f  the decade but has 
reversed in 2004, due to availability o f  capitation grants to OVCs. After falling to 94 
percent in 2003, the gross enrollment ratio i s  back to the peak levels o f  the late 1990s. 
The gap between gross and net figures indicates school-age children who are not 
attending school. 

Figure 14: Swaziland: Gross and Net 
Primary Enrollment 
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74. Enrollment at junior and senior secondary schools also recovered in 2004, 
after steady decline in the previous four years. At the junior level, the gross enrollment 
rate was 53 percent compared to 50 percent in the previous year. While at senior 
secondary, gross enrollment was up to 31 percent from 29 percent in 2003. This 
compares poorly to the neighboring S A C U  countries and lower middle-income countries 
and it i s  more comparable to sub-Sahara Afr ica average. 

75. At first glance, there appear to be no major gender disparities in Swaziland 
in terms o f  access to education as the literacy rates for males and females are 
similar; rural girls, however, tend to be disadvantaged, as shown by the incidence 
analysis in the next section. At the primary level girls account for around 48 percent o f  
the student body while at secondary school they make up 51 percent. The net primary 
enrollment ratio i s  the same for both genders. Compared to the other S A C U  countries, the 
net enrollment ratio i s  the most equitable in Swaziland. In terms o f  the adult literacy rate, 
78 percent o f  females are literate compared to 80 percent o f  males, while the youth 
literacy rate shows that females have a slight edge at 89 percent compared to 87 percent 
for males. However, the broader status o f  girls and women in the context o f  a traditional 
society, especially in rural areas, make them vulnerable to HIV/AIDS, which, in turn, can 
dramatically alter their education status. 

Efficiency 

76. The education system i s  characterized by high repetition and dropout rates: 
on average it takes 12 years to complete the seven year primary cycle. While getting 
into schools i s  made difficult by tuition fees, staying in school i s  even more difficult due 
to the rigid nature o f  school rules which make failing students repeat the same year over 
and over again with no limits and regardless o f  age. N o t  only i s  repetition time 
consuming, i t  also means that the cost o f  education rises with each repetition, which is a 
heavy burden o n  the poor, who tend to be affected disproportionately by high repetition 
in the first place. 

77. The primary school repetition rate in Swaziland i s  one of  the highest in the 
world, averaging 16 percent per grade. This is four times the rate o f  other lower 
middle-income countries (4 percent) and even worse than Sub-Saharan Afr ica (10 
percent) and also in the region, where only Lesotho (a low-income country with GNI per 
capita less than ha l f  Swaziland’s) has a higher repetition rate. Moreover, the repetition 
rate for male i s  higher than it i s  for female students. The repetition rate at secondary 
schools is also high and averages 12 percent with no gender differences. 

78. The average dropout rate i s  very high in Swaziland and it increases with 
grade. The dropout rate is 6.2 percent in grades 1-3 o f  primary school and increases to 
9.8 percent in the following four grades. At the secondary level, the dropout rate is also 
very high at the lower secondary level (15.8 percent) but slightly better at upper 
secondary (9.8 percent). Around 43 percent o f  students who enroll at grade 1 will have 
dropped out o f  primary school by the end o f  the seventh year. This is very high when 
compared to Botswana and Namibia but similar to South Afr ica and Lesotho. 
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79. Swaziland also has one of  the lowest primary completion rates when 
compared to the SACU countries as well as i t s  income group. Only 62 percent o f  
pupils complete primary education, compared to 99 percent in South Africa, 87 percent in 
Botswana, 91 percent in Zimbabwe, 67 percent in Lesotho and 96 percent for Lower 
Middle Income Countries (LMICs). And relative to history, the primary completion rate 
in Swaziland has deteriorated in recent years after peaking in the late 1990s. This i s  
consistent with high levels o f  dropout rates at primary schools. 

Quality 

80. The quality indicators of the Swaziland’s primary education show very weak 
performance. Most recent exam scores comparing Swaziland with other neighboring 
countries show that although Swazi pupils score slightly above the average o f  
participating countries, both reading and mathematics scores for Swazi 6th graders are 
much lower than those achieved by students f rom Kenya and Tanzania, whose GDP per 
capita are only around one-third o f  that o f  Swaziland. 

81. Poor quality of education i s  related to inputs such as teachers and learning 
materials. While the number o f  teachers in Swaziland is adequate for  the student 
population as reflected by declining pupil-teacher ratio (currently 32: l), the problem lies 
in terms o f  the availability and distribution o f  these teachers. Some rural and remote areas 
suffer from lack o f  qualified teachers and are largely staffed by unqualified teachers even 
though the national share o f  unqualified primary teachers is less than 10 percent. 

82. Staff shortage and absenteeism has always been a problem in Swaziland and 
it has deteriorated in recent years and some argue that this i s  due to HIV/AIDS. 
However, a recent school survey by the Wor ld  Bank has shown that teacher attrition was 
moderate at 5 percent in 2004, and less than a third o f  the attrition was due to death or 
medical reason. Studies on Lesotho and South Afr ica have shown that the H IV IA IDS 
prevalence rate for teachers i s  actually much lower than the national average. In the 
recent school survey for Swaziland, it was discovered that 10 percent o f  teachers were 
absent from school, but the reasons had less to  do with health and more with the 
management o f  the schools. Teachers working in government schools, which were 
inspected during the past year, are much less likely to  be absent f rom work. I t  was found 
that around 9 percent o f  teachers who actually show up to teach were, in fact, sick. 

83. Importantly, the government has improved availability o f  text books at 
primary schools by providing free textbooks to all primary schools starting in 2002. 
While this i s  an encouraging sign, the centralized nature o f  the procurement, as well as 
having a long term contract with one major publisher (McMillan), could jeopardize the 
sustainability and transparency o f  the scheme in the context o f  further expansion o f  
primary school enrollment. The government’s commitment to primary education is also 
reflected in the provision o f  free stationary. 
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D. WHO BENEFITS FROM SCHOOL ENROLLMENT? 

Adult literacy rate 
Male Female Total 

Bottom 67.98 63.08 65.36 
2nd 72.90 69.82 71.15 
3rd 78.92 75.53 77.00 
4'h 82.64 81.13 81.74 

Total 79.15 76.10 77.49 
TOP 88.41 88.02 88.21 

Some Benefit Incidence Analysis Based on the 2000/01 Survey 

Enrollment rates, age 7-12 
Boys Girls Total 

88.54 89.79 89.18 
89.79 91.15 90.5 1 
96.78 93.77 95.25 
94.26 94.50 94.40 
97.17 94.43 95.59 
93.37 92.86 93.10 

84. Despite high literacy due to high school enrollment, beyond primary 
education, rural girls in poverty lag substantially behind other groups. The national 
literacy rate stands at about 77 percent o f  the adult population (Table 17). The proportion 
i s  lower - 65 percent - in the bottom quintile o f  the distribution o f  consumption per capita 
because o f  lower literacy rates among the poor in rural areas (not shown in the table). But 
while in urban areas there are virtually no differences between sexes in literacy rates, 
there are differences in rural areas, with literacy rates for adult men about 4 percentage 
points higher than for women. The high rates o f  literacy are related to high rates o f  
school enrollment. At the national level, 89 percent o f  the children between 7 and 12 
years o f  age (primary school) belonging to the bottom quintile o f  consumption are 
enrolled; this proportion reaches 93 percent for girls. Whi le the enrollment rates for that 
age group are again lower in rural areas, there are no significant differences by gender at 
this level o f  education. 

85. For older children (aged 13 to 19), there are larger differences in enrollment 
by gender, especially in rural areas; in these areas in the bottom consumption quintile, 
the enrollment rate for boys i s  72 percent, versus only 57 percent for girls, with the 
differences between sexes being larger at the bottom o f  the distribution (Table 20). This 
i s  consistent with the view that girls entering marriage and having children at a very 
young age, which tends to interrupt the f low o f  education benefits. These results also 
suggest that polices aiming to increase enrollment rates could include specific measures 
for rural girls, as has been done in some other middle income countries (Box 1). 

Table 19: Swaziland: Adult Literacy Rates and Primary School Enrollment Rates for Age 
7-12, year 2000-01 

Source: World Bank  staff, prel iminary estimates. 
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Table 20: Swaziland: Secondary School Enrollment, Area and Gender, Age 13-19, year 
2000-01 

2nd 83.13 74.90 78.26 
3rd 61.58 62.59 62.05 
4th 76.22 68.27 71.84 
TOP 83.74 70.61 76.38 
Total 75.44 69.11 72.04 

69.10 67.88 68.31 70.67 68.92 69.60 
75.19 69.45 72.21 72.37 68.25 70.27 
76.78 71.46 74.20 76.62 70.36 73.46 
76.88 79.36 78.02 79.45 75.24 77.33 
73.74 68.30 70.99 74.10 68.50 71.23 

Box 1: Good International Practice: Mexico’s Progresa-A Gender-Conscious Program of  
Education, Health and Nutrition 

A detailed analysis o f  patterns o f  education enrollment and o f  the reasons for not going to school 
among the rural poor would be needed before recommending much more detailed policy actions 
in Swaziland. (A Bank report on Basic Education i s  currently under preparation). At the same 
time, the experience o f  other countries in increasing school enrollment and improving other 
human development indicators--especially for poor rural girls-may be informative for 
policymakers in Swaziland. 

In Mexico, the PROGRESAprograrn was introduced in 1997 and it has become the largest 
poverty alleviation tool o f  the Government, reaching millions o f  rural households. The program i s  
geared towards improving secondary school enrollment and attendance, especially among girls. I t  
also aims at decreasing malnutrition in pre-schoolers’ and pregnant andor lactating mothers’ and 
providing incentives for family preventive health care. The main components o f  the program 
consist of: (a) Educational grants to foster enrollment and regular school attendance; continued 
receipt o f  these grants i s  conditional on individual child attendance reports by school teachers; (b) 
Basic health care for all household members, with a strengthening o f  preventive medicine through 
health sessions; attendance at the sessions i s  required to receive full payment o f  food monetary 
transfers; and (c) Monetary transfers and food supplements to improve family’s food intake, 
particularly o f  children and women, but also o f  older individuals (who benefit from a substantial 
share o f  the financial transfers). Food supplements are given for malnourished children and 
pregnant and lactating mothers. 

The program follows a two-step targetingprocedure. The first step consists o f  a geographical 
targeting o f  poor communities. In eligible communities, a survey questionnaire i s  applied to all 
households to determine socio-economic status. A principal component analysis i s  used to 
classify households as “poor” (eligible) or “non-poor”. A listing o f  eligible households i s  then 
presented to the community, which has an opportunity to adjust it for exclusion or inclusion o f  
households. Eligible households can decide to take-up the program and eligibility cards are then 
supplied to mothers when the household i s  eligible to receive all three benefits or to the 
household head when the household includes no woman or i s  only eligible for food transfers. 
Registration takes place during a community assembly. The experience o f  Mexico and that o f  
other countries in similar areas could be useful in helping Swaziland’s authorities target the poor 
and imnrove human develonment indicators 
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86. Overall, benefit incidence analysis of school enrollment shows that while the 
distribution of public resources for education i s  broadly equitable in primary and 
secondary levels, rural girls tend to be disadvantaged and only a modest share of  the 
poorer children go on to the university. Table 21 provides preliminary estimates o f  the 
share o f  students by quintile according to  the level o f  enrollment (the survey does not 
provide for a distinction o f  children according to whether they are enrolled in private or 
public schools). The estimates suggest few differences by quintile for  primary education, 
essentially because o f  high enrollment rates. Yet for secondary and even more so for 
tertiary education, the differences are much larger. 

87. M o r e  than three fourths of  the resources devoted to tertiary education seem 
to benefit the richest quintile. The differences between the other 4 quintiles are small, 
and given the small number o f  students in tertiary education in the survey, they may not 
be statistically significant. This suggests an inequitable distribution o f  resources overall, 
especially because the cost per student i s  much higher at the tertiary level than at the 
lower levels o f  schooling, as in many other countries. 

Table 21: Swaziland: Share of  Enrolled Children by Level, Quintile and Gender, 2000/01 

Primary Secondary Tertiary 
Boys Girls Total Boys Girls Total Boys Girls Total 

Bottom 19.2 17.4 18.3 14.3 9.4 11.8 12.2 6.3 8.7 
2nd 19.3 19.3 19.3 16.6 17.6 17.1 0.0 0.0 0.0 
3rd 23.8 24.6 24.2 20.8 21.6 21.2 11.1 4.6 7.3 
4th 19.9 21.8 20.9 23.3 24.0 23.6 0.0 11.8 7.0 
TOP 17.8 16.9 17.3 25.0 27.4 26.2 76.7 77.3 77.0 
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Source: World Bank staff, preliminary estimates. 

E. HIV/AIDS AND EDUCATION 

88. The education sector faces major challenges from the devastating impact o f  
the HIV/AIDS pandemic. The impact o f  H IV /A IDS on the education sector and in 
particular, on the poor, who are the most affected, i s  something the government i s  trying 
to mitigate. The poor tend to pay a heavier price as they are unable to deal with the 
additional social and economic consequences o f  the disease. H IV /A IDS adds supply and 
demand as well as cost pressures o n  the education sector. 

89. The main pressure on the demand-side comes in the form of  a large and 
growing number o f  children who have lost one or both parents and are forced to 
dropout of  school because they do not have the means to stay in school. It is 
estimated that there are around 75,000 orphans and vulnerable children (OVC), in 
Swaziland and the number is expected to rise to 125,000 by 2010. Orphaned children in 
Swaziland are less l ikely to be enrolled in school, more l ikely to start school late and 
more l ikely to drop out when they are in school. The challenge for the government i s  to 
keep these children in school over the short to medium-term. However, in the long-term, 
the school age population i s  expected to be smaller due to reduced fertility and increased 
infant mortality rates. 
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90. Supply-side pressures come from the reduction in the number of available 
teachers and the time and cost it takes to train new teachers to replace the 
experienced ones. Although the direct impact o f  HIV/AIDS o n  teacher attrition rates i s  
not clearly evident at present, as the disease progresses, teacher absenteeism is l ikely to 
increase due to the need to look after family members who are ill. Although the current 
teacher attrition rate i s  not high, there i s  need to continue monitoring teacher supply. 

91. The government has implemented a major scale up of  spending to make sure 
that OVC are enrolled in school, but transparency and sustainability o f  the scheme 
can be substantially improved. The government has made E 47 mi l l ion available in 
cash transfers in the form o f  a capitation grant to  schools for this purpose for the 2004 
school calendar year (E 400 per primary O V C  and E 1,500 per secondary school OVC). 
While much o f  this funding has helped significantly keep the OVC in schools, 
unfortunately, there are concerns about corruption and the lack o f  fill accountability o n  
how the money is spent. These funds are managed by the school headmasters; who, in the 
past, have not had much control over budgets. 

92. While the available bursary for 2004 was three times the 2003 level, this 
amount i s  not guaranteed as it i s  not part of the recurrent expenditure in the 
education budget. In fact, the f inds for the current academic year were not disbursed as 
o f  M a y  2005, and the exact amount was not yet known. 

Recommendations: 

e Shift greater share o f  public spending to the primary and secondary 
levels-the government’s declared priorities. The overall level o f  public 
spending o n  education i s  adequate but the issue i s  to shift its composition 
towards the base o f  the education sector pyramid that benefits the majority 
o f  the student body. 

e Review the appropriateness o f  large subsidies to the University with the 
view to increasingly replace public finding (now 97 percent o f  total 
funding) with private sources o f  funding. This will also help make the 
University programs more closely aligned with demand for graduates in 
the Swaziland’s private sector and, therefore, contribute to greater 
retention. The resulting savings from tertiary education should be used to  
increase spending on primary and secondary education in critical areas 
such as addressing specific teacher shortages, teacher training, textbooks, 
and learning materials. 

e Seeking efficiency improvements i s  essential at the primary and secondary 
as wel l  as tertiary levels. 

e Implement cost saving measures to contain the wage bill and reallocate 
part o f  the savings from tertiary education to  productive primary and 
secondary education expenditures designed to enhance learning outcomes 
(e.g., math and reading programs at primary school levels). 
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0 Improve teacher deployment, and increase productive, non-wage 
expenditures in primary and secondary education. Given teacher shortage 
in some communities and the impact o f  HIV/AIDS, this should not be 
interpreted to mean reduction in the number o f  teachers but their better 
deployment that matches demand. 

a Monitor closely the H IV /A IDS impact o n  teacher demand and supply and 
teacher performance, and also strengthen support to teachers and schools. 

a Institute voluntary testing o f  teachers to  establish their H IV /A IDS status. 
If the problem i s  due to H IV /A IDS related illness, then attempts should be 
made to increase H IV /A IDS positive teachers' participation in the ART 
program. 

a Put in place auditing measures if the problem i s  poor school management 
and lack o f  accountability. Also, make headmasters more accountable for 
teacher absenteeism and teaching quality. Getting the community involved 
in school management wil l also improve educators' accountability to 
outcomes. 

a Offer the necessary training and community sensitization to improve 
transparency o f  the management o f  the O V C  program. Involve 
community in the management o f  O V C  funds to  make school 
administrators more accountable. There i s  a serious issue with the 
management o f  the O V C  fund and text book subsidy. Although corruption 
is a major problem, there i s  also a major lack o f  capacity. The financial 
management capacity at the school level i s  at infancy and the sudden 
availability o f  a large amount o f  funding in cash i s  a relatively new 
experience. 

a Strengthen the financial management capacity thorough strengthening 
auditing unit. Substantial subsidies disbursed to  schools are also new to 
Ministry o f  Education (MoE). To ensure accountability, the M o E  should 
implement compulsory, independent, random audits and publicize and 
enforce its results, including prosecuting school authorities and individuals 
involved in the misuse o f  funds for orphans and vulnerable children. 

F. PUBLIC SERVICE DELIVERY NETWORK 

93. Swaziland's poor health, nutrition, and population indicators are in sharp 
contrast with i t s  middle-income status and a health service delivery network that i s  
more extensive than in many poorer countries in sub-Saharan Africa. I t  i s  a small 
country (17,364 sq. km.) with a relatively homogenous population, which comprises one 
major ethnic group and a common language, Siswati. A s  discussed in the previous 
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section, literacy rates are relatively high (77-80 percent for adults). The health care 
infrastructure is relatively extensive, consisting o f  162 health clinics and 187 outreach 
clinics providing community health services; 5 referral health centers and 8 public health 
units offering both preventive and curative services; 4 regional government hospitals and 
2 missionary hospitals almost fully funded by government subsidies; 73 mission facilities 
(health centers, clinics and outreach services); 53 private clinics; and 22 industry- 
supported health centers and clinics. Despite these positive features, health status 
indicators are not any better than the poorer and less-endowed countries in the continent 
(Table 22). Swaziland's crude death rate (18.6 per 1,000 people) i s  worse than that of 
Africa as a whole (17.8). I ts l i fe expectancy o f  35 years is far lower than for Afr ica as a 
whole (46 years). I ts maternal mortality ratio o f  370 per 100,000 l ive births, though 
respectable by Afr ican standards, i s  worse than the average for lower middle income 
countries (149). I ts infant mortality rate o f  105 per 1,000 l ive births i s  far higher than the 
average for lower middle-income countries (1 19). 

Table 22: Indicator's o f  Health Status, Regional Comparisons 

ti0 Infant Mortality ' 

Ethiopia 19.8 42 850 112 356 4.4 
Kenya 16.5 45 1,000 79 610 6.7 
Lesotho 23.7 37 550 79 733 28.9 
Malawi 24.6 38 1.800 112 442 14.2 
Namibia 20.9 40 300 48 722 21.3 
South Africa 20.0 46 230 53 536 M.9 
Swdand 18.6 35 370 105 1,083 42.0 
TamMia 18.3 43 1.500 104 371 8.8 
Uganda 17.6 43 880 81 41 1 4.1 
Zimbabwe 21.7 39 1,100 78 659 24.6 
Sub-Sahharan Africa 17.8 46 917 101 353 6 .7 
Lower Middle Income 7.4 70 149 33 119 0.3 
* latest data i s  for  2000. 
Source: World Development Indicators, August 2005 

94. The government's goals in the health sector are clearly articulated, but have 
not been backed by  adequate financing nor by  appropriate budget allocation. The 
government sees health as a major goal o f  human and social development; i ts principal 
objective i s  to improve the health status o f  the Swazi population by providing preventive, 
curative, and rehabilitative services accessible to  all. To achieve these objectives, the 
MOHS W has formulated health programs included under the National Development 
Strategy, calling for improved standards in service provision. This rhetoric, however, has 
not been accompanied by increased funding to the sector. Despite the increasing burden 
o f  disease that calls for increased service delivery and financing, government health 
expenditures as a proportion o f  total government expenditures actually declined, from 
13.5 percent in 1998 to 10.9 percent in 2002 (Table 23). Donor health expenditures as a 
proportion o f  total health expenditures have also declined from 18.8 percent in 1998 to 
3.5 percent in 2002 (Table 24), though this figure may wel l  have increased over the past 
two years due to the Global Fund and other inflows. Finally, the budget allocation pattern 
does not do justice to  the declared pol icy o f  promoting preventive care, an issue 
discussed more fully below. 
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Lesotho 
Botswana 
Mozambique 
Namibia 

1998 1999 2000 2001 2002 
9.4 7.2 10.0 10.3 10.9 
5.6 5.6 5.9 6.3 7.5 
12.2 14.2 16.3 18.2 19.9 
13.2 13.1 12.4 13.0 12.9 

Source: WHO World Health Report (2005). 

Swaziland 
South Afi ica 

95. Because of the major bias in budget allocation in favor of  hospital care, 
Swaziland's health delivery network also tends to be largely urban-based. Some 
77.5 percent o f  Swazis lives in rural areas, but 90 percent o f  hospital beds are in urban 
areas. Moreover, rural public hospitals tend to have higher unfi l led staff posts relative to  
urban hospitals. This urban bias in the distribution o f  the health facility network means 
that many o f  the rural residents have to incur significant transport and associated costs, 
providing a critical disincentive for seeking care. 

13.5 11.8 11.6 11.3 10.9 
11.5 10.8 11.0 11.0 10.7 

96. Private providers are taking an increasing role in health service delivery, but 
as far as can be ascertained, there are yet no formalized service contracts between 
government and these providers. Mission health facilities play an important role in the 
sector. Their role i s  recognized and partly supported by the government through 
budgetary subsidies. Private, for-profit providers are also an increasing segment, with 
about 50 percent o f  the physicians in the country operating in private practice. I t  i s  
unclear, however, whether this critical segment has been involved in pursuing public- 
health goals with government support. 

97. Indirect evidence suggests that the resources spent on health are not 
benefiting enough the poorest segments of the population. In the absence o f  a more 
complete incidence analysis o f  health spending, a look at the socioeconomic groups 
experiencing mortality (and therefore an earlier morbidity), derived f rom the 2003 
Vulnerability Assessment Committee (VAC) survey, provides indirect evidence o n  the 
issue o f  equity in the health sector. The table provides a breakdown o f  the proportions o f  
death following a chronic illness by socioeconomic status o f  the household that 
experienced a death, and by age group o f  the dead member. Although there i s  no clear 
pattern, i t  appears that the poorest households experienced the most deaths for the 0-4 age 
group. In addition, the two poorest groups o f  households also experienced higher 
proportions o f  deaths in the 20-54 age groups. For  the rest o f  the age groups, the middle- 
class and well-off  households experienced higher proportions o f  deaths f rom chronic 
diseases. 
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Table 24: Deaths Following Chronic Illness as a Percentage of  All Deaths, by 
Socioeconomic Status of  Household and Age Group, 2003 

Source: VAC (2004). 

Lesotho 
Botswana 

Namibia 
Mozambique 

G. PUBLIC EXPENDITURE ON HEALTH 

1998 1999 2000 2001 2002 
28 27 27 23 25 

137 141 144 151 171 
9 10 10 10 11 

129 128 126 114 99 

98. Swaziland's per capita total health expenditures, though lower than its 
middle-income neighbors in SACU and lower than in the late 199Os, are still 
respectably high compared to low-income countries in the Africa region. 
Swaziland's per capita health expenditures declined from US$96 in 1998 to U S 6 6  in 
2002 (see Table 25), according to data compiled by the WHO. Although the 2002 figure 
- the most recent available - is dwarfed by those o f  Botswana, Namibia, and South Africa, 
i t compares very favorably to poorer countries such as Lesotho (US$25) and 
Mozambique (US$1 1) and East African countries which typically spend US$lO-15 per 
capita o n  health. 

Swaziland 
South Africa 

Table 25: Per Capita Total Health Expenditures 

(In US$, at official dollar exchange rate) 

96 85 81 73 66 
26 1 266 244 224 206 

Source: WHO World Health Report (2005) 

99. Public health expenditures, however, have fallen at an alarming rate. Health 
spending by the Swazi government declined dramatically, by 38 percent f rom US$54 per 
capita in 1998 to US$39 in 2002 (Table 26). This was happening at a time when the 
burden o f  disease was increasing due to HIV/AIDS, tuberculosis, malaria, and childhood 
illnesses. 
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Table 26: Per Capita Public Expenditures on Health 
(In US$, at official exchange rate) 

Source: World Health Report (2005). 

100. The allocation of public expenditures on health i s  skewed in favor of  less 
cost-effective urban-biased curative health interventions, and central 
administration. In the past, preventive and promotive care normally accounted for 
around 14 percent o f  the budget, followed by 9 percent for ministry administration. In 
recent years, however, the allocation for ministry administration has increased sharply 
and i s  budgeted to account for around 14 percent o f  the 2005/06 budget, as the allocation 
to preventive and promotive care has fallen to 12.6 percent (Table 27). More  worrisome, 
curative medicine has captured the lion's share o f  about 72 percent o f  the overall 
recurrent budget over the last four years. Although i t s  share has declined to about 60 
percent o f  the 2005/06 budget, such share i s  st i l l  large. Indeed, among countries in sub- 
Saharan Africa, Swaziland registers the highest proportion o f  government health 
spending devoted to curative services. 
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Table 27:Swaziland: The Structure of  Public Health Expenditure 
1999/2000 2000/2001 2001m2 2002/03 2003m4 2004/05 2005106 

T o t a l  h e a l t h  expenditure 
T o t a l  current  expenditure 

M i n i s t e r  
M i n i s t r y  Admin 
M e d i c a l  S u p p o r t  Serv ices 
Prevent ive  M e d i c i n e  
Curat ive  M e d i c i n e  
Socia l  W e l f a r e  

T o t a l C a p i t a l  expenditure 

M i n i s t e r  
M i n i s t r y  Admin 
M e d i c a l  S u p p o r t  Serv ices 
Prevent ive  M e d i c i n e  
Curat ive  M e d i c i n e  
Socia l  W e l f a r e  

T o t a l  current  expenditure 
M i n i s t e r  
M i n i s t r y  Admin 
M e d i c a l  S u p p o r t  Serv ices 
P r e v e n t i v e  M e d i c i n e  
Curat ive  M e d i c i n e  
Socia l  W e l f a r e  

T o t a l  capi ta l  expenditure 
T o t a l  h e a l t h  expenditure 

Memorandum Items 

201,679 
178,052 

692 
9.999 
4.645 

25,815 
133,134 

3.767 
23.627 

0.4 
5.6 
2.6 

14.5 
74.8 
2.1 

2.0 
0.0 
0.1 
0.1 
0.3 
1.5 
0.0 
0.3 
2.3 

232,536 
201,975 ' 

707 
12,420 
4,372 

28,867 
151,472 

4,137 
30,561 

(In t h o u s a n d s  of  emalangeni) 
225,612 276,795 
214,663 ' 246,051 

767 1.206 
14,229 19,804 
5,150 5,117 

30.336 34,272 
159,789 180.281 

4s392 5,371 
10,949 30,744 

372.525 
302.896 ' 

873 
36.922 
7.912 

39.846 
206,175 

11,168 
69,629 

(In p e r c e n t  o f  current  h e a l t h  expenditure) 
0.4 0.4 0.5 0.3 
6.1 6.6 8.0 12.2 
2.2 2.4 2.1 2.6 

14.3 14.1 13.9 13.2 
75.0 74.4 73.3 68.1 
2 .o 2 .o 2.2 3.7 

2.0 
0.0 
0.1 
0 .o 
0.3 
1.5 
0 .o 
0.3 
2.3 

(In p e r c e n t  o f  GDP) 
1.9 1.9 
0.0 0.0 
0.1 0.2 
0.0 0 .o 
0.3 0.3 
1.4 1.4 
0.0 0 .o 
0.1 0.2 
2 .o 2.1 

2.0 
0.0 
0.2 
0.1 
0.3 
1.4 
0.1 
0.5 
2.5 

424,100 
261,254 

897 
37.725 
5.575 

39.504 
166,222 
11,331 

162,846 

0.3 
14.4 
2.1 

15.1 
63.6 
4.3 

1.6 
0.0 
0.2 
0.0 
0.2 
1 .o 
0.1 
1 .o 
2.6 

348,629 
348.629 

1.118 
48,982 
8.2 10 

44,069 
210,078 
36.172 

0.3 
14.0 
2.4 

12.6 
60.3 
10.4 

2.0 
0 .o 
0.3 
0 .o 
0.3 
1.2 
0.2 

N o m i n a l  GDP 8,716 9,972 11,391 13,019 14.882 16,514 17,542 
Source: M i n i s t a y  o f F i n m c e ;  W o r l d B s n k  andIMF estimates. 

101. Despite the strong curative orientation of  the budget, public hospitals have 
been in a persistent crisis. News accounts frequently document the extent and depth of 
the hospital crisis, especially at Mbabane General Hospital (MGH) (Reuters, March 2, 
2006). I t  has been estimated that as much as 90 percent o f  hospital beds are currently 
occupied by HIV /A IDS patients, up from the 50 percent reported in the late 1990s. 
MGH's bed capacity i s  450 but the actual number o f  patients typically reaches 700 
(www.gov.sz). I t  i s  unclear whether hospital overcrowding i s  due to referral bypass, or 
just the sheer number o f  hospitalizable cases. Government hospitals such as MGH as we l l  
as those located in Manzini, Lubombo, and Shiselweni regions are reportedly 
underfunded and understaffed, and patients frequently experience unhealthy food, 
unhygienic conditions, and poor treatment. The PER mission visit to the Manzini 
Regional Hospital revealed difficult conditions for both patients and providers o f  care. 
The Supreme Audit Institution o f  Swaziland, an environmental firm, also found MGH in 
violation o f  environmental laws by failing to manage clinical waste, which i s  supposed to 
be incinerated. MGH has been frequently reported to be plagued by the theft o f  medical 
equipment and medicines (Swaziland Times, 3/10/06). 

102. Due to the declining government allocation to health in the midst of  an 
increasing disease burden, the crisis of  health workers has ensued, especially that of  
nurses. Severe shortages in skilled health workers are being felt across the country, 
crippling the public health system upon which the majority o f  the Swazi population 
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relies. Poor pay and incentives and poor working conditions, as we l l  as stressful 
workloads, have been frequently cited as factors for worker shortage. These "push 
factors" combined with the "pull factors" (better remuneration and working conditions) 
resulted in the emigration o f  skilled staff to  countries l ike South Afr ica and the United 
Kingdom. In recent years, i t has been estimated that the attrition rate for health staff in 
Swaziland has reached 11 percent per year. Thus, according to  WHO, while there were 
187 medical doctors in 2001, by 2003 the number had declined to 160, o f  whom only 58 
were in the government service. As to nurses, a total o f  3,070 are registered in the 
country, but more than hal f  o f  them are in the private sector. 

103. The shortage of health workers i s  exerting adverse impact on service 
delivery, expansion, and quality of  care. Lack o f  capacity in health personnel i s  
hindering the scaling up o f  major health interventions, including ARV treatment, and 
those targeting tuberculosis, and malaria. In many cases, nurses are being moved from 
existing functions, such as maternal and chi ld health (which are under-hnded programs), 
to voluntary counseling and treatment or V C T  services (which have bilateral donors and 
global fimding sponsors). Thus, indirectly preventive and promotive health services are 
being neglected in favor o f  palliative care and treatment. 

104. Despite the crisis in the skilled health workforce, personnel costs as a whole 
st i l l  account for the largest part  of  health expenditures, implying that a significant 
proportion of  such costs i s  supporting a large unskilled workforce. Personnel costs 
account for 43 percent o f  total government health expenditures (see Table 28), a rate that 
has remained steady over the past five years. Given the shortage o f  nurses, and since 
only 160 physicians are practicing in the country, the current proportion o f  government 
health expenditures o n  personnel appears high. This may be due to the excessive size of 
non-medical and largely unskilled workers in the health sector. 

Table 28: Swaziland: Economic Classification of  Public Health Expenditure 
1999/2000 2000/2001 2001102 2002103 2003/04 2004105 2005106 

Act. Act. Act. Act. Act. Budget Budget 

Personnel 42.9 39.6 42.6 41.3 43.3 36.1 42.8 
Drugs 11.3 13.6 14.4 17.4 17.5 22.1 16.5 

(in percent o f  total health expenditure) 

Other Costs 45.7 46.8 43.0 41.3 39.2 41.8 40.7 
Source: Ministry o f  Finance; World Bank and IMF estimates. 

105. Household health expenditures are extremely high, compared to other 
countries in the region. The proportion o f  out-of-pocket health spending to total private 
health spending in Swaziland rose from 34.9 percent in 1998 to 41.7 percent in 2002, the 
highest in S A C U  countries (Table 29). This dramatic increase can be  explained by 
households increasingly taking on a larger responsibility o f  hnding care for themselves 
as government and donor spending gradually shrank in the late 1990s and early 2000s. 
Health expenditures under health insurance and other risk-pooling arrangements have 
increased, but these offer financial protection only to covered populations in the upper 
and middle classes (Table 30). 
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Table 29: Households Out-of-pocket Expenditures as a Percent of Private Health 
Expenditures, 1998-2002 

Botswana 

Table 30: Prepaid Risk-Pooling Expenditures as Percent o f  Private Health Expenditures 

1998 1999 2000 2001 2002 
23.8 22.7 20.6 20.2 19.9 

Mozambique 
Namibia 
Swaziland 
South Africa 

0.6 0.6 0.6 0.6 0.6 
74.5 74.7 77.3 75.2 74.8 
16.6 18.6 18.9 20.0 20.0 
74.7 77.4 75.6 76.7 77.7 

H. HEALTH OUTCOMES 

Overall Outcomes 

106. Overall, Swaziland’s health outcomes are very poor and deteriorated 
significantly in recent years, in sharp contrast with many middle-income countries. 
The introduction o f  primary health care in 1983 as the strategy for delivering basic health 
services, especially in rural areas, led to improved health outcomes in the 1980s and wel l  
into the 1990s. M u c h  o f  these gains are credited to the 4,000 trained rural health 
motivators selected by chiefs to  recognize common health conditions o f  households. 
However, health gains have started to reverse since the late 1990s due to increasing 
poverty, food insecurity (VAC, 2004; Table 29), and inadequate health sector funding, 
and weakening human capacity due to HIV/AIDS. The Wor ld  Bank’s World 
Development Indicators (WDI) database shows a drastic increase in infant mortality rate 
from 78 per 1,000 l ive births in 1990 to 105 in 2003. Similarly, WDI shows the under- 
five mortality rate to have increased from 110 per 1,000 l ive births in 1990 to  153 in 
2003. More recent survey-based estimates show slightly better health and population 
indicators, but the overall picture remains dismal. According to the VAC 2003 report, the 
infant mortality rate increased from 94.4 per 1,000 l ive births in 1990 to 97.3 in 2000. 
L i f e  expectancy at b i r th i s  expected to drop from 54.4 years in 1990 to as l o w  as 29.7 
years by 2010, mainly o n  account o f  HIV/AIDS. Looking across countries, Swaziland 
has one o f  the highest infant mortality rates in Africa and comparator lower middle- 
income countries, only exceeded by two low-income countries (Ethiopia and Malawi). It 
has also the lowest l i f e  expectancy (35 years old), compared to a lower middle-income 
average o f  70 years and SSA average o f  46. Swaziland has one o f  the highest H IV IA IDS 
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prevalence rates in the world-in excess o f  33 percent-as wel l  as a very high TB 
incidence rate - 1,083 per 100,000 people. 

Indicators 1990 
Total fer t i l i ty  rate 5.9 

107. According to the United Nations, Swaziland i s  unlikely to meet any of its 
health goals by 2015. Both infant and under five mortality rates have increased in recent 
years and are mainly accounted for by increased mother-to-child HIV infections, as wel l  
as prevalence o f  waterborne and other infectious childhood diseases. This i s  the result of 
poor access to  improved water sources and sanitation which is worse in rural areas. 
Urban access to improved water sources i s  at 87 percent, compared to rural access at 42 
percent. And only 44 percent o f  the rural population has access to improved sanitation 
compared with 78 percent o f  urban population (Table 3 1). 

1995 2000 2005 2010 
5.3 4.8 4.2 3.7 

Table 31: Swaziland: Health Millennium Development Goals 
' 1990 ' 1994 ' 1997 ' 2000 '2003 

Goal 4: Reduce child mortality 
Immunizatioq measles (9'0 o f  children ages 12-23 months) 85 94 92 72 94 

Goal5: h p r m  maternalhealth 

Maternal mortality ratio (modeled estimate, per 100,000 live b i  

Infant mortality rate (per 1,000 live births) 78 78 98 105 
Under 5 mortality rate (per 1,000) 110 110 142 153 

Births attended by skilled heal th stafF(9'o o f  total) 56 70 
370 

28 
Goal 6: Combat HlVlAIDS,  malaria, and other diseases 
Contraceptive prevalence rate (% o f  women ages 15-49) 
Incidence o f  tuberculosis (per 100,000 people) 266.8 292.6 471.3 794.9 1082.9 
Number o f  c h i l d r e n  orphaned by HIVlAIDS .. 64,000 65,000 
Prevalence o f  HIV, total  (9'0 o f  population aged 15-49) .. 38.2 38.8 
Tuberculosis cases detectedunder DOTS ('%) .. 34.6 

Source: W o r l d  Development Indicators database, April 2005 

L i f e  expectancy at birth 
Crude death rate 
Infant mortality rate 
Dependency ratio 

Table 32: Key Demographic and Health Indicators for Swaziland, 1990 to 2010 

54.4 49.6 35.5 29.6 29.7 
13.0 13.3 19.9 26.2 26.8 
94.4 95.3 97.3 89.8 80.7 
0.97 0.95 0.92 0.88 0.80 

108. Incidence of  tuberculosis has shown a very rapid increase, from less than 300 
per 100,000 people in the mid 1990s to over 1,000 in 2003. There i s  a strong link with 
the rise in the H IV /A IDS prevalence rate and a sharp increase in the incidence o f  
tuberculosis. According to the Ministry o f  Health and Social Welfare (MOHSW), the 
prevalence o f  HIV among adults with tuberculosis i s  around 80 percent, with the disease 
becoming more resistant to treatment. 
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Child Health 

109. Swaziland's infant and child health indicators present a perplexing picture of  
good service coverage but poor health outcomes. Approximately 54 percent o f  the 
Swazi population constitutes children under the age o f  18 years, indicating a major 
challenge o f  chi ld health and early adult reproductive health programs. UNICEF's 
database (2006) shows that immunization rates in 2004 were high: 84 percent for BCG, 
94 percent for DPT1, 83 percent for DPT3, 82 percent for polio, 70 percent for measles, 
and 78 percent for hepatitis B. (The govemment provides 100 percent funding for 
vaccines). Only 10 percent o f  children under the age o f  five report having experienced 
acute respiratory infection (ARI), and o f  those who get sick, 60 percent are taken to  a 
health provider. The vitamin A supplementation coverage rate for children 6 to  59 
months o ld  is as high as 80 percent. 

110. There are several weak service programs, however. These are: (a) control of 
diarrheal diseases, where only 24 percent o f  under-five children with diarrhea receive 
oral rehydration salts and continued feeding, and (b) malaria, where only 26 percent of 
under-fives with fever receive anti-malarial drugs. Despite the respectable service 
coverage o f  most chi ld health programs, however, chi ld health outcomes have 
deteriorated dramatically, as shown by increasing infant and chi ld mortality rates (as 
discussed above). A more intensive examination o f  the problem o f  "good coverage, poor 
outcomes'' i s  called for, along the lines o f  having a baseline survey o f  integrated 
management o f  childhood illness (IMCI), as has been done in countries l ike Malawi  and 
Tanzania where quality o f  service (stale vaccines, unreliable cold chain, under-skilled 
providers) have been identified as major factors for poor outcomes, even as the health 
system as a whole provides good access. I t  is also possible, though this cannot be verified 
under this review, that since Swaziland is 100 percent "vaccine-independent" i t n o  longer 
relies o n  technical assistance from donors, who often provide a quality-assurance 
function. The declining participation o f  donors in a small country l ike Swaziland, in an 
often-ignored intervention l ike chi ld health, needs to be examined further in terms o f  the 
impact on the quality o f  services. 

11 1. Poor child health outcomes can be explained partly by low coverage o f  safe 
water supply and sanitation. Access to improved water sources and sanitation i s  
particularly l o w  among rural households where only 42 percent o f  them have safe water, 
compared to 87 percent among urban households. And only 44 percent o f  rural 
households has access to improved sanitation compared with 78 percent o f  urban 
households. Environmental health services have received minimal attention. Sewer 
overloads, and blockages and spills o f  obnoxious sewer materials in residential areas 
occur due to lack o f  maintenance o f  water supply and wastewater disposal systems. Solid 
waste disposal systems are rudimentary, and poor household sanitation practices include 
dumping o f  refuse in brow-pits, o n  plain land, or on banks o f  rivers. There i s  an acute 
shortage o f  environmental health practitioners due to attrition and brain drain and 
inadequate sanitation training support. The national ratio o f  environmental health 
practitioners to population i s  about 1:8,000, compared to the WHO staffing norm o f  
1:5,000 (MOHSW, n.d.). 
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112. Children's malnutrition was a minor problem until the late 1990s, but 
became critical after adverse weather conditions and worsening HIV/AIDS in the 
2000s. Like most southern Afr ican countries, the prevalence o f  underweight children in 
Swaziland had shown a declining trend, from more than 25 percent in the early 1990s to 
about 10 percent in the late 1990s (UNICEF, 2003). During the same period, the 
prevalence o f  moderate and severe wasting had been reduced to 1 percent. Indeed, 
Swaziland had one o f  the lowest rates o f  malnutrition in the region. The food security 
crisis since about 2002, however, has worsened the nutrition situation o f  children, and the 
unseasonal rainfall in 2004 has made the situation even more complex. In the most 
affected area (Lubombo), the prevalence o f  underweight and wasted children has 
increased to almost 15 percent and over 7 percent, respectively, with 12-23 month-old 
children being the most severely affected. I t  must be noted that even in normal years, 
Swaziland imports nearly 40 percent o f  i ts staple food requirement, maize. The adverse 
weather in recent years has only made food import and humanitarian assistance even 
more critical. 

113. The relationship between HIV/AIDS and nutrition among children and 
especially between orphans and non-orphans also deserves further inquiry. 
Scatterplots produced by UNICEF from the most recent data o f  southern African 
countries show the perplexing result that, ceteris paribus, chi ld underweight prevalence is 
higher in low  HIV prevalence areas (UNICEF, 2003). I t  i s  possible that more intensive 
programmatic support in high-HIV-areas results somehow in better nourished children, 
thus confounding the easy association o f  HIV prevalence with malnutrition prevalence. 
With respect to the issue o f  differential access to food between orphans and non-orphans, 
a survey done in the rural communities o f  Luvumisa concludes that "orphans and non- 
orphans are facing the same problem o f  access to food and education" but that "double 
orphans are more disadvantaged at least in terms o f  nutrition" (Dlamini, 2005). 

114. Process indicators should be implemented to track Swaziland's progress in 
maternal mortality reduction. Government and donors frequently cite Swaziland's 
maternal mortality ratio (MMR) o f  370 per 100,000 l ive births. If accurate, this i s  a 
respectable achievement, compared to the continuing high MMRs in neighboring 
countries such as Malawi  (1,800), Tanzania (1,500), Zimbabwe (1, loo), and 
Mozambique (1,000) (WHO, 2006). Indeed, Swaziland's cited MMR o f  370 per 100,000 
l ive births is lower than the wor ld average figure o f  400, and i s  more than twice lower 
than the African average o f  830. The relatively l ow  MMR in Swaziland could be due to 
the high rate o f  skilled attendance during delivery (70 percent) (Table 33). But 
increasing doubts are being raised about the validity o f  using MMR estimates to monitor 
progress in maternal mortality reduction. I t  i s  unclear how Swaziland's 370 MMR was 
derived, and one looks forward to the new estimate that should come from the ongoing 
2005/06 DHS. But for very small countries, even population-based figures are subject to 
wide margins o f  uncertainty because o f  sample-size issues. Data using the sisterhood 
survey method have particular pitfalls associated with such indirect measurement 
techniques. For this and other reasons, the UN is actively promoting ''process indicators'' 
(such as availability o f  emergency obstetric care services) to monitor progress in maternal 
mortality reduction programs. Special studies also need to be conducted to assess the 
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completeness and adequacy o f  vi tal registration and health information systems in 
capturing maternal deaths. 

Botswana 

Table 33: Percent o f  Births with Skilled Attendance, by Various Countries in Southern 
Africa, Early 2000s 

Country I Percent o f  Births with Skilled 1 Year 
Attendance 

94.2 2000 
Lesotho 
Mozambique 
Namibia 
Swaziland 
South Africa 

59.8 2000 
44.7 2003 
75.5 2000 
70.0 2000 
84.4 1998 

I. HIV/AIDS AND OTHER DISEASES 

115. The rising prevalence of the HIV/AIDS infection rate and its consequences 
are putting enormous pressure on an already stretched health care system in 
Swaziland. Over hal f  o f  a l l  hospital beds are taken by HIV /A IDS related illness, while 
non -H IV /ADS patients are denied access to health care due to  congestion in main 
hospitals and health facilities. Moreover, the poor have l imited access to health care 
facilities due to lack o f  funding as wel l  as living too far away from health centers. 

116. While 13 years ago the HIV/AIDS incidence was limited, Swaziland today 
currently has one of the highest HIV/AIDS prevalence rate in the world (Figure 16). 
This suggests a massive failure o f  the preventive efforts at a l l  levels o f  the society. 
According to the latest, preliminary HIV sero-surveillance among women attending 
antenatal care services at health care facilities in Swaziland in 2004, the HIV prevalence 
rate had risen from 38.6 percent in 2002 to 42.6 percent in 2004. The 2006 Global report 
on HIV/AIDS, however, reports lower overall incidence o f  33.4%, which i s  nevertheless 
extremely high. 

Figure 16: Swaziland: Trend in H IV  Prevalence 
(Percentage o f  antenatal clients) 

1992 1994 1996 1998 2000  2002 2004  
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117. While the overall trend remains alarming, there was a slight hopeful sign in 
the prevalence rate among the 15-19 age groups, which declined from 32.5 percent 
in 2002 to 29.3 percent in 2004. The highest prevalence rate is among the 25-29 year 
olds followed by 20-24 year olds. There appears to be stabilization in the 15-24 age 
groups while the 30-34 age groups, which had stabilized in the previous sero- 
surveillance, deteriorated sharply in 2004 (Table 34). 

Table 34: Swaziland: The Prevalence of HIV from 1994 to 2004 by Age Group 

(Percentage o f  antenatal clients) 
1994 1996 1998 2000 2002 2004 

15-19 years 17.8 24.1 25.6 26.3 32.5 29.3 
20-24 years 
15-24 years 
25-29 years 
30-34 years 
35-39 years 

18.8 32.3 38.4 42.5 45.4 46.3 
18.4 29.8 32.9 35.4 39.4 39.4 
14.3 27.2 38.0 40.7 47.7 56.3 
10.8 21.7 24.8 29.7 29.6 41 .O 
9.1 11.0 21.8 17.0 23.9 30.9 

40+ years 16.1 26.0 31.6 34.2 38.6 38.0 
Source: 9th Round o f  National HIV Serosurveillance among women attending antenatal care services at health 
facilities in Swaziland 2004, Ministry of  Health and Social Welfare. 

11 8. Among the regions, Manzini  region has the highest prevalence rate, followed 
by Shiselweni, which has exhibited the most alarming rate o f  increase in the 
prevalence rate since 2002. In 2000, Shiselweni region had the lowest prevalence rate in 
the country (Table 35). The Ministry o f  Health and Social Welfare (MOHSW) suggests 
that the reason for this increase might be recent industrialization in the region due to 
textile factories and road infrastructure actives and the resulting migration o f  people from 
other regions in search o f  work. 

Table 35: Swaziland: The Prevalence of HIV from 1994 to 2004 by Region 

(Percentage of antenatal clients) 
1994 1996 1998 2000 2002 2004 

Hhohho 15.5 26.3 30.3 32.3 36.6 40.3 
Lubombo 16.8 26.5 31.5 34.5 38.5 41.9 
Manzini 15.6 27.7 34.8 41.0 41.2 45.1 
Shiselweni 16.8 23.9 29.6 27.0 37.9 42.5 
Source: 9th Round o f  National HIV Serosurveillance among women attending antenatal care services at health 
facilities in Swaziland 2004, Ministry o f  Health and Social Welfare. 

119. The ramifications of  the rising HIV prevalence rate in Swaziland are not 
confined to the infected population or the health sector. The majority o f  the infected 
population is also the productive labor force (1 5-49 years) o f  the country and, as such, al l  
sectors o f  the economy will be impacted. As the epidemic matures and gives way to 
AIDS opportunistic infections, i t  has started changing the demographic characteristics o f  
the country with an increase in mortality and morbidity rates. Deaths resulting from 
AIDS are expected to increase to around 22,000 by 2015, compared to non-AIDS deaths 
o f  2,000. And the projected population size in 2015 is estimated at 1.58 million, about 41 
percent lower than i t  would have been in the absence o f  AIDS. 

-63- 



120. The HIV/AIDS epidemic has also strained the capacity of key facilities 
(hospitals and TB services) to provide other basic health services. A field visit to the 
regional hospital in Manzini has vividly shown how the H IV /A IDS burden has adversely 
affected many basic hospital services, outpatient services, and supplies. A s  a result, the 
burden o f  basic services has, in part, been quietly shifted towards communities and 
households and the non-public providers (Kingdom o f  Swaziland, Ministry o f  Health and 
Social Welfare, September 2005). 

121. The government's response to the HIVlAIDS pandemic i s  coordinated by the 
national emergency response committee on HIV/AIDS (NERCHA), which was 
created in 2001. NERCHA i s  a financing and coordinating mechanism created to 
accelerate the national multi-sectoral response. I t  is financed by funding from the Global 
Fund and the government. The multi-sectoral response comprises the government, NGOs, 
the church, private sector, donors and international partners with focus in these areas: 

0 Prevention: sexually transmitted disease; prevention o f  mother to child 
transmission; blood safety; condoms and behavior change. 

0 Care and support: home based care; voluntary counseling and testing; 
clinical management; rehabilitation and nutrition. 

' 
0 Impact mitigation: orphans and vulnerable children (OVC); legal response 

to HIV/AIDS and government response. 

122. Despite the grave HIV/AIDS epidemic and government efforts, knowledge 
and behavior about prevention o f  sexually transmitted infections (STI) including 
HIV/AIDS, remain hugely inadequate, especially among the young. The 2004 
W A D S  report shows the following key findings: (a) Knowledge o f  HIV prevention 
methods - defined as the percentage o f  young people 15-24 who both correctly identify 
two ways o f  preventing the sexual transmission o f  HIV and who reject three 
misconceptions about HIV transmission - i s  st i l l  low: 20 percent among young males and 
18 percent among young females in 2002. The lower rate for young females i s  
particularly disconcerting since girls are often infected at an earlier age than boys, some 
through casual relationships with older men. (b) Condom availability - defined as the 
total number o f  condoms available for distribution nationwide during the preceding 12 
months divided by the total population aged 15-49 - i s  st i l l  l o w  at 11.9. (c) The 
percentage o f  contraceptive users using condoms i s  only 16.2 percent. 

123. The biggest challenges that have emerged with the HIV/AIDS pandemic are 
the large number of  OVC expected to reach around 120,000 by 2010. Given that the 
highest prevalence rate o f  HIV/AIDS i s  in the 25-29 age groups, the orphan group in 
Swaziland i s  at a very young age. NERCHA estimates that there are around 15,000 
households, with an average age o f  11 , headed by 14-15 year olds. This poses a huge 
challenge in terms o f  ensuring that these children are fed and clothed, and also the need 
to keep these children in schools. There are already about 23 percent o f  school age 
children who are out o f  school and many more are at risk o f  dropping out. N E R C H A  has 
made funding available to pay the tuition fees for O V C  and i s  also working closely with 
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local chiefiaincies to provide feeding and guidance to the OVC by mobil izing community 
mothers to act as guardians. This work i s  very encouraging and already paying dividends 
in terms o f  rising school enrollments but also had problems in terms o f  untimely 
disbursement o f  funds tg schools, poor program targeting and monitoring, and inadequate 
funding. Given the severity o f  the H IV /A IDS pandemic and anticipated rise in OVC, the 
challenge to cater for O V C  will be greater in the next few years. 

124. NERCHA i s  a financing and coordinating organization and the task of 
delivering antiretroviral therapy (ART) falls to the Ministry of  Health and Social 
Welfare (MOHSW). A s  discussed earlier, the public health sector has a major lack of 
human resources capacity which has been a major hindrance to scaling up ART in 
Swaziland. Availability o f  staff is  also declining due to HIV. Of  the 36,500 people 
infected with HIV/AIDS, identified as needing ART by end o f  2005, only around 13,000 
had received treatment, which was in l ine with the target set by the WHO "3 by 5" 
treatment. 

125. With the steep rise in HIV/AIDS, the incidence of  tuberculosis has also 
rapidly increased. The incidence o f  tuberculosis per 100,000 people has multiplied by 
about five times from 266.8 in 1990 to  1,082.9 in 2003. There is a strong link with the 
r ise in the HIV/AIDS prevalence rate and a sharp increase in the incidence of 
tuberculosis. According to the MOHSW, the prevalence o f  HIV among adults with 
tuberculosis i s  around 80 percent, with the disease becoming more resistant to treatment. 

126. While malaria remains endemic in the eastern part o f  the country, significant 
progress has been achieved through the tri-country Lubombo Special Development 
Initiative (LSDI). The L S D I  area has a unique ecosystem with a number o f  existing 
game parks, including the St. Lucia Wetlands, one o f  the largest in the world. Under the 
LSDI, a tri-country jo int  anti-malaria program o f  Swaziland, South Africa, and 
Mozambique i s  being implemented, including jo int  spraying operations and a best- 
practice malaria mapping using GIS technology. All malaria cases are definitively 
diagnosed in the L S D I  area. According to LSDI, malaria prevalence rates have decreased 
to less than 10 percent in zone 1. 

127. Bilharzia and other tropical diseases with an important health impact should 
remain a public priority. Bilharzia (also known as schistosomiasis) is  endemic in rural 
communities in Swaziland. According to one report (Makhubu, n.d.), the disease i s  
increasing in both distribution and intensity, partly owing to the creation o f  new water 
resources to meet the increasing demand for agricultural irrigation. In addition, water 
bodies in the high velds, which were normally too cold to support the survival o f  snails 
(the disease vector) now harbor snails that can act as the intermediate hosts o f  
schistosomes. This "warming" phenomenon has resulted in the spread o f  bilharzia to new 
areas, thus spreading the disease throughout the country. In 2004, urine tests taken from 
one community school in the northern Hhohho region found that the entire student body, 
except for two children, were infected with the bilharzia parasite (UN IRIN news, 
9/2004). MOHSW is now undertaking a nationwide bilharzia testing and public 
awareness and prevention campaign advising people to avoid tainted waterways. 
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Recommendations: 

0 Address the data gap that precludes a more up-to-date and detailed 
analysis o f  the performance o f  Swaziland's health sector; both government 
and donors should coordinate in these efforts. For  example, no 
demographic and health survey (DHS) has been undertaken in Swaziland, 
although one i s  currently underway (2005/06 DHS). UNICEF's multiple 
indicators cluster survey, done in 2000, i s  already dated. The Swaziland 
Demographic and Livelihoods Vulnerability Assessment Survey was 
undertaken in 2003, but it focused on chronic illnesses only, rather than 
the standard chi ld and maternal health and communicable diseases which 
are the focus o f  the Millennium Development Goals (MDG). 

0 Increase public spending o n  health while cutting other, unproductive 
expenditures and waste i s  imperative. Public expenditures o n  health have 
been severely under-funded relative to  the scale o f  the health sector 
challenges. In particular, gradually raise the level o f  public spending o n  
health - while strengthening capacity towards the levels recommended by 
the Abuja Declaration. The level o f  public spending appears especially 
inadequate to meet the challenges brought forth by HIV/AIDS. Moreover, 
the share o f  total health spending in total public expenditures i s  only about 
7 percent, significantly lower than the 15 percent recommended by the 
Abuja Declaration. The ratio o f  physicians and nurses per 10,000 
population i s  very l o w  for a middle-income country and the massive scale 
o f  the H IV /A IDS epidemic: 1.8 and 28, respectively. 

0 Raise public health spending budgets significantly in 2006/07 and 
2007/08, by approximately 0.5 percentage points o f  GDP in each year, to 
address the worst shortages o f  physicians, nurses, and necessary drugs, 
basic equipment, and the future demands o f  H IV /A IDS and other illnesses. 

0 Set up monitoring and evaluation mechanism to measure health outcomes 
associated with specific health sector interventions (e.g., ART etc.) and 
scale up spending selectively in well-performing facilities. 

0 Increase budgetary funding to NERCHA, given i ts effectiveness, and seek 
additional donor support to  further scale up NEiRCHA's activities in the 
next three years. 

0 Strengthen outreach efforts to reach the rural poor H IV /A IDS patients and 
ensure their continued monitoring and participation in the program. 
HIV/AIDS patients f i om distant rural areas who are poor are less l ikely to 
receive ART compared to  those living within close distance o f  the health 
facilities providing these treatments (e.g., four regional hospitals). 
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Initiate closer scrutiny o f  public expenditures on health through a public 
expenditure tracking study (PETS). These surveys were effectively used in 
other Afr ican countries (e.g., Uganda) to document the share o f  allocated 
and disbursed public expenditures that actually reached intended 
beneficiaries. Although government health expenditures have declined, 
they are s t i l l  far higher, in per capita terms, than poor Afr ican countries, 
yet health outcomes in Swaziland are not better than those in poor Afr ican 
countries. Although government health expenditures have long been 
biased in favor o f  hospitals, they are in a persistent state o f  crisis. The 
HIV/AIDS crisis partly explains the puzzle, but it does not fblly account 
for it. Inappropriate use o f  budgetary resources (through theft and other 
leakages) i s  a major concern that has received much press coverage. A 
public expenditure tracking exercise would look more closely into how 
facilities receive and use resources, and how leakages could be stopped. 

Institute "process indicators" (such as availability o f  emergency obstetric 
care services) to monitor progress in maternal mortality reduction 
programs. 

J. ORPHANS AND VULNERABLE CHILDREN AND THEIR FUTURE 

128. Orphans-especially girls-are at a special disadvantage in terms of school 
enrollment and child labor. Due to HIV-AIDS, the share o f  orphans in Swaziland i s  
especially high.* Table 36 suggests that among boys considered as orphans with our 
proxy, the enrolment rate i s  77 percent nationally, versus 82 percent for non-orphans. 
Yet among girls, the difference i s  much higher, with an enrollment rate o f  63 percent 
among orphans, versus 86 percent among non-orphans. There are also much higher rates 
o f  child labor among orphans than among non-orphans. Thus, there i s  some evidence 
that, especially for girl orphans, the children who have lost one or  both parents to AIDS 
may be welcomed in other households, but at the cost o f  a higher burden o f  chi ld labor 
and lower probability o f  school enrollment. This does not mean that the families who are 
welcoming orphans are not making sacrifices to do so. Simply, the fact o f  being an 
orphan in a relatively poor country works against investments in the human capital o f  the 
child. 

The 2000-2001 survey does not identify orphans as such, but a proxy for orphanhood can be used by what 
the survey identifies as the fact that the head o f  household o f  a chi ld i s  not the parent o f  the child; while this 
overestimates the level o f  orphanhood, the proxy may s t i l l  be used to simulate future changes in this 
population cohort. 

8 
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Table 36: Swaziland: School enrollment and work for children aged 7-19,2000-01 

All children orphan proxy Non-orphan proxy 
Boys Girls Boys- - Girls Boys Girls 

Urban 
School enrollment 

82.5 1 77.55 73.04 62.83 86.55 85.75 
Rural 79.29 76.33 77.60 71.70 80.34 79.28 
National 80.01 76.63 76.76 69.68 81.89 80.91 

Urban 3.40 4.80 9.36 10.96 0.77 1.43 
Rural 2.24 1.31 3.16 1.43 1.59 1.23 
National 2.45 2.05 4.05 3.19 1.42 1.28 
Source: World Bank staff, preliminary estimates. 

Child labor 

Figure 17: Swaziland - Maternal orphans as a percentage of population aged 0-14 

129. The authorities’ recently introduced capitation grant i s  apparently 
producing results. Evidence i s  emerging that the grant has helped keep these children in 
school and, overall, helped raise enrollments over the past two years, reversing the long 
term trend from the past. But there are also concerns o f  leakages and governance in 
administering the grant that would need to be addressed. 

130. In view of the gravity of the OVC problem and projection of the number of 
OVC in the near future (Figure 17)’ policymakers in Swaziland should prepare to 
deal with this massive problem head on. A number o f  practical issues will need to be 
resolved in the context o f  present and future programs o f  support: who should be 
targeted, the orphan, the fostering household, or communities? On what basis: the level 
o f  poverty, or risks o f  unmet basic needs including schooling? H o w  should the transfer 
be channeled: cash or in-kind, and what would be an appropriate amount o f  transfer, and 
should transfer amount be uniform or adjusted to  needs? H o w  should the existing 
capitation grant be strengthened for better results? International experience, briefly 
discussed below, may provide some guidance in this regard, but a more in-depth look at 
the problem with a view towards practical pol icy solutions may be warranted. 
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Box 2: Estimating the Future Incidence of  Maternal Orphans in Swaziland 

Estimates o n  the likely future incidence o f  orphans in Swaziland can be obtained following a method 
proposed by Grassly and Timceus (2005). This i s  done here for maternal orphans, which typically 
represent the majority o f  orphans. The  basic idea i s  that the probability that a child w i l l  survive h i s h e r  
mother i s  mainly a function of: a) the fert i l i ty  rate in the country; b) the probability that the chi ld has been 
infected at birth (set at 32 percent); and c) the mortality rate for a l l  children at various points in time (these 
mortality rates increase for children in the year directly preceding and in the year directly following a 
mother’s death). Table 35 provides the key assumptions (the fertility rate and the HIV prevalence rate) and 
results. The following conclusions are highlighted: 

First, HIV has a strong impact on overall population growth. Without the pandemic, annual population 
growth would be positive, and s t i l l  high in 2025 at 1.63%. With the pandemic, the population growth i s  
already negative in 2005. The  total population in 2025 with the pandemic would be less than half that 
which would have been forecasted without the pandemic. 

Second, the HIV incidence rate (the rate of new infections per year) as well as the number of persons 
newly infected are high until 2010, and slowly drop thereafter (this i s  based on  the assumed trend in the 
HIV prevalence rate). The number o f  new AIDS cases also reaches a peak in 201 1 (not shown in table), 
while the number o f  AIDS orphans reaches i t s  peak in 2013. 

The total number of children below 15 years of age who are orphans due to AIDS reaches i t s  peak in 
2013 at almost 142,000 (this would represent some 50.8 percent of all children). In addition, another 
45,000 children (16.3 percent) would be orphans that year due to other factors than AIDS. As shown in 
table 34, these estimates recede somewhat later, but remain very high, suggesting that the issue o f  orphans 
will remain very serious in Swaziland over the long run. The estimates provided in table 34 are similar to 
those obtained by UNAIDS/WHO. 

13 1. International experience suggests that the publicly funded cash transfer 
program should be carefully designed to avoid stigma and adverse incentives 
(Subbarao and Coury, 2003). Following this example, policymakers could consider, 
for example, (a) implementing or modifying conditional cash transfer programs, such as 
PROGRESA mentioned in Box  1; (b) geographic targeting, using schools as the focal 
point for identification o f  eligible beneficiaries and transfer o f  assistance; (c) fostering 
grants to communities rather than directly to households; and (d) removing potential 
school-level barriers such as school fees and uniforms. 

132. The targeting of  orphans may be carried out in different ways. In Burundi for 
example, after a census o f  needy children, communities came up with four categories o f  
children: (a) double orphans who do not have any external support, (b) children separated 
from their parents and currently living in refugee camps or camps for displaced children, 
(c) single orphans that received no support from their surviving parent, and (d) double 
orphans living in very poor fostering households. Communities then began to  prioritize 
and channel assistance to the above categories ranked by the degree o f  vulnerability. The 
main advantage o f  this type o f  channeling o f  assistance is that i t avoids stigmatization; i t  
does not identify orphans by the nature o f  the death o f  their parents (AIDS orphans are 
often stigmatized). Often the needy children need not necessarily be orphans; in South 
Africa “needy” children identified by communities turned out to be children o f  one 
important stigmatized group--teenage mothers. Yet this method o f  channeling assistance 
may not work where communities are divided along ethnic lines or  if there i s  no 
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community cohesion. When average access to education and other services i s  high, but 
there are differences in access between the poor and the non-poor, measures can be taken 
to improve access to services. Waiving school fees and uniform obligations has proven 
helpful in Uganda; following this pol icy change, the discrimination against orphans in 
school enrolment was drastically reduced in a period o f  five years. Similarly in the health 
sector, vaccination campaigns and nutrition supplementation programs would improve 
the general health o f  a l l  orphans and vulnerable children. 

Recommendations: 

0 Explore scope for scale up and strengthening administration o f  the existing 
capitation grant. 

0 Consider an in-depth review o f  the O V C  problem with recommendations 
designed to meet the O V C  needs in medium term. 

133. The previous two chapters dealt with select, major issues in public 
expenditure, especially social expenditure policy, while the next chapter presents the 
findings on select public expenditure management issues and related 
recommendations. The objective o f  the next chapter i s  to  support the analysis and 
recommendations o n  expenditure pol icy chapters (1 -2) with a comprehensive assessment 
o f  PEWcontrols systems aimed at more effective implementation o f  public expenditure 
pol icy in Swaziland. The chapter relies on a broader fact-finding, analytical assessment o f  
the public expenditure management system carried out by the PER mission; i t  also 
contains a number o f  specific pol icy recommendations. Implementation o f  these 
recommendations to improve public expenditure management would contribute 
significantly toward restoring fiscal stability and strengthening public expenditure 
(including social expenditure) pol icy implementation in Swaziland. 
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CHAPTER 3: SELECTED ISSUES IN PUBLIC 
EXPENDITURE MANAGEMENT AND CONTROLS 

This chapter analyzes selected issues and weaknesses in the public expenditure 
management (PEM) processes and controls. I t  synthesizes the Jindings of a broader 
diagnostic work on PEM/controls undertaken by the PER missions. I n  particular, there 
are three important sets of PEM issues, which require government attention in the short 
term (next 12-18 months): (i) excessive growth of budgeted expenditures; (ii) poor 
expenditure execution controls and lack of respect of budget ceilings; and (iii) 
inadequate capacity, reporting, and transparency in PEM. I n  addition, there are other 
issues/weaknesses in the PEM requiring sustained attention, technical assistance and 
institutional development over the medium term: (i) strengthening capital expenditure 
planning; (ii) strengthening internal and external audit capacity; (iii) improving 
procurement process; (iv) preparing and disseminating budget execution progress 
reports; (v) improving payroll controls; and (vi) the need for a comprehensive technical 
assistance program. Addressing these issues w i l l  support the need to restore fiscal 
stability and strengthen Jiscal discipline as presented in Chapter 1. 

137. The escalating public expenditures discussed in chapter one are in large part 
a result o f  the severe loss o f  expenditure controls and fiscal discipline in the budget 
process. This chapter analyzes the institutional and process factors behind the loss o f  
expenditure discipline in order to identify actionable measures aimed at strengthening 
some key phases o f  the budget process: preparation, execution and financial 
management, and reporting. Aimed primarily to  assist the Ministry o f  Finance to  
strengthen the expenditure controls and the budget process, the chapter proceeds as a 
practical, selective overview o f  key problems and issues and concrete recommendations 
for their resolution. I t  i s  based o n  a wider diagnostic, background work o n  the PEM 
issues that the PER missions conducted. 

138. There are at least four sets of PEM issues requiring government attention: (i) 
excessive growth in budgeted expenditures, (ii) lack o f  controls o n  executed 
expenditures, (iii) capacity, reporting, and transparency in PEM, and (iv) other PEM 
issues requiring technical assistance and institutional development. The first three sets of 
issues are particularly urgent, and should be dealt with in the short te rm (12-18 months); 
the last will require more concerted effort over the medium term. 

A. THE GROWTH OF BUDGETED EXPENDITURES 

139. Budgeted expenditures have increased rapidly over the past years in large 
part driven by escalating current expenditures, especially wages and salaries. Total 
expenditure (including net lending) more than doubled between 1999/00 and 2005/06; in 
real terms, the increase was s t i l l  considerable--47% (Table 37). Wages and salaries 
nearly doubled in real terms as a result o f  very large pay increases in recent years. Real 
discretionary expenditures also rose substantially: vehicle charges more than doubled 
(120%) as result o f  a rapidly increasing vehicle fleet; travel, transport and 
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communications were also up significantly (40%), largely due to rapidly increasing 
expenses for official foreign travel. 

Table 37: Swaziland: Growth of Budgeted Expenditures, 1999/00 to 2005/06 
(E millions) 

Total Expendlture and Net lending 

Wages and Salaries 
Goods and Services 

Current Expenditure 

CTA Vehicle Charges 
Travel, Transport and Communications 
Other Goods and Services 

Interest Payments 
Subsidies and Transfers 

Capital Expenditure 
Net Lending 

2,822 
2,067 
1,018 

528 
80 
55 

393 
38 

484 
709 
45 

5,943 
4,561 
2,642 

916 
227 
112 
577 
254 
749 

1,382 
0 

3,121 
2,494 
1,624 

388 
147 
57 

184 
21 6 
265 
673 
-45 

111% 
121% 
160% 
73% 

184% 
104% 
47% 

568% 
55% 
95% 

-1 00% 

1,325 
1,178 

976 
52 
96 
22 

-66 
192 
-43 
222 
-74 

47% 
57% 
96% 
10% 

120% 
40% 

505% 
-9% 
31 % 

-164% 

-1 7% 

Source: Ministry of Finance 
a/ Deflated by Consumer Price Index (Source: Central Bank of Swaziland, June 2005, Table 7.1(a)): 

140. Government units, agencies and institutions that benefited most from 
increased expenditures tended to be mainly those engaged in general government 
administration, not major social expenditure programs. Table 38 shows the increase 
in the real budgeted expenditures by government unit over the same period. Some o f  the 
largest increases occurred in general government administration: Private and Cabinet 
Offices (+606%); Public Debt Interest (+487%); expenditures related to the King and his 
council (Royal Emoluments and C i v i l  List (381%); Swazi National Treasury (342%); 
Government Computer Services (+325%); and Economic Planning and Development 
(205%). 

141. The underlying reasons for the excessive growth in budgeted expenditures 
are complex and include the following: (i) the lack o f  collective budget discipline in 
the government and the lack o f  support by the l ine ministries for the Ministry o f  Finance, 
i t s  mandate and efforts in this domain; (ii) inadequate macroeconomic framework; (iii) 
inadequate implementation o f  the METF; (iv) escalating budget ceilings during budget 
preparation; (v) poor quality o f  project appraisal and selection; and (vi) over optimism in 
the projections o f  donor disbursements. These issues are discussed brief ly in the 
following paragraphs. 
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Table 38: Swaziland: Budget estimates by head, 1999/00 and 2005/06 
(E million) 

SWAZILAND - BUDGET ESTIMATES BY HEADS 1998199 TO 2005106 
(E ‘000) 

a/ Deflated by Consumer Price Index (Source: Central Bank of Swaziland, June 2005, Table 7.1 (a)): 

The Need for Collective Budgetary Discipline in the Government 

142. There i s  a lack of  collective budgetary discipline in the government; the 
Ministry of Finance, in particular, does not have sufficient clout to impose discipline 
and resist unreasonable requests for budget increases from the line ministries and 
other groups. The l ine ministries, in effect, drive the budget process. The expenditure 
demands by the l ine  ministries are often excessive and add up to  an unrealistic 
expenditure budget. Wage increases are also driven in part by the wage demands by the 
unions. But the issue i s  that there i s  n o  credible, collective mechanism for reining in 
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unrealistic expenditure pressures and for imposing an overall fiscal discipline on the 
budget process. 

Recommendations: 

0 The Government could consider a merger between the Ministries o f  Finance and 
Planning and Economic Development. A combined ministry o f  Planning and 
Finance, with overall responsibility for planning as wel l  as budgeting and 
expenditure execution and with strong support by the Prime Minister and the 
Cabinet, would have a greater weight to  exercise the necessary budget restraint 
early in the process o f  budget formulation. 

The Need for Stronger Macroeconomic Framework 

143. The macroeconomic framework on which the budget i s  based lacks realism, 
detail, and the consistency needed for the development of a realistic budget. The 
macroeconomic framework i s  prepared by the Macroeconomic Unit in the Ministry of 
Economic Planning and Development (MEPD). I t  serves as the foundation for the Budget 
Outlook Paper prepared by the Ministry o f  Finance, a document which includes the 
budget ceilings for the individual ministries and i s  approved by the Cabinet. The problem 
is that the current framework i s  extremely simplified, heuristic set o f  tables o f  the main 
macroeconomic aggregates pulled together f rom different sources with no systematic 
consistency checks that would ensure that the budget rests on internally coherent set of 
key macro assumptions. The underlying reasons for this situation are in the capacity and 
skills as wel l  as the availability o f  adequate tools. 

144. The macroeconomic unit i s  understaffed and does not have an operational 
tool for forecasting main macroeconomic aggregates and the development of the 
budgetary macro-framework. The unit currently has only three professional staff and 
an assistant economist and requires significant strengthening, including technical 
assistance, training, software, and hardware. After the Wor ld  Bank’s RMSM model 
crashed two years ago, the Unit staff switched to  the use o f  an extremely simplified, 
heuristic spreadsheet approach in projecting main aggregates. But the unit does not have 
an adequate tool that ensures the necessary detail, precision, and cross-sector consistency 
in development o f  the budgetary macroeconomic framework. 

145. Without a stronger macro-framework, the risks of  the budgetary macro- 
framework resting on very weak projections and wide margins of  error are very 
high. Also, the projection o f  fiscal aggregates above the l ine are accompanied by a very 
crude identification o f  external financing (which can be volatile) with domestic financing 
as a residual. With inflated budgeted expenditures and volatile external financing, this 
leads to  a bias towards higher deficit in the budget preparation process and a potentially 
rapid build up o f  domestic debt. 
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Recommendations. The MEPD could consider the following: 

0 Explore technical assistance possibilities from major macroeconomic 
forecasting outfits and/or National Treasury o f  South Afr ica or other 
donors; 

0 Identify and prepare cost estimates o f  technical assistance and training 
needs (for an example, see Executive Summary Table 2) and begin 
training and/or engage specialist staff or consultants/advisors; 

0 Forecast domestic financing o f  the budget in close collaboration with the 
Swaziland Central Bank to ensure consistency with the monetary 
accounts. Overall expenditures should be adjusted, consistent with 
projected revenues and realistic projection o f  possible sources o f  
financing. 

The Need for Better Quality Annual Budgeting and METF 

146. A Medium-Term Expenditure Framework (MTEF) process, embedded in the 
ministries’ preparation of the Budget Estimates, has strengthened inter-ministerial 
dialogue, but it has absorbed considerable time and resources without strengthening 
medium-term budget discipline. The MTEF generates detailed targets and activities 
through the Logframe process. But the ministries have been unable and/or unwilling to 
cost these activities and present their budgets broken down by program. Currently, the 
ministries present the MTEF results in a breakdown by economic category (e.g. salaries, 
travel), which does not allow the establishment o f  a clear link between 
objectives/strategies, programs and budgets. This has made the MTEF process much 
more form than substance while absorbing significant time and scarce resources early in 
the budget process. The MTEF should, in principle, impose budget discipline through the 
adherence o f  the budgets to the MTEF’s three year budget projections. The METF 
projections, however, become obsolete as budget ceilings are progressively increased 
during the budgeting process. Furthermore, the METFs are not revised to reflect the 
budgets finally approved. As a result, the annual METF process appears time consuming 
and it has not delivered on its promise. Meanwhile, the annual budget process needs 
significant strengthening. Given the extremely scarce resources and skills, there may be a 
trade o f f  between frequent, annual MTEF exercises that are more form than substance 
and quality, realistic annual budgets. 

Recommendations: 

Focus efforts on the improvement o f  the preparation o f  the annual budget and 
prepare better quality but less frequent METFs, such as every two or three years, 
since the ministries’ strategies and activities are not likely to change substantially 
in the short run. 
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0 When producing the METF less frequently, make it a more substantive process 
and use three year-budget projections as a genuine ceiling for the subsequent 
preparation o f  the annual budget; make the necessary adjustments in the METF 
after approval o f  the annual budget, as necessary. 

Escalating Budget Ceilings 

147. The Ministry of Finance provides an initial indication of  the budget ceilings 
to the ministries during the drafting of  the Budget Outlook Paper. After the Paper i s  
approved by the Cabinet, the ceilings are confirmed in a Cal l  Circular for budget 
submissions by the ministries. The ceilings are finalized after the approval by the Cabinet 
o f  the budget draft. The ceilings are a key internal mechanism for controlling the 
escalation o f  budgeted expenditure from one year to the next. The problem is that they 
are ineffective or not observed. 

148. Budget ceilings set early in the process are, therefore, not binding. As a result, 
budget discipline i s  lost much before the budget execution-already in the budgeting 
stage. Reflecting weak enforcement o f  ceilings in the budget preparation process, during 
the period 1999/00 to  2005/06, total budgeted expenditures (current and capital) approved 
by parliament (before budget supplements) have grown at a brisk pace o f  an average 
annual rate o f  14 percent (in one year, 2004/05 increasing by 29%), far outpacing the 
average annual inflation rate o f  6.9 percent (Table 39). 

149. Typically, this reflects progressive escalation of “agreed” total expenditure 
ceilings at each key stage of  the budget preparation process: budget outlook, 
submissions o f  bids from line ministries and agencies, and the Planning and Budget 
Committee (PBC) that reviews and recommends to the Cabinet the proposed budget. As a 
consequence, the ceilings are successively undermined, resulting in the passage o f  the 
budget with considerably inflated expenditures. 
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Table 39: Swaziland: The Annual Increases in Budgeted Expenditures 

R U R )  . .  Fiscal 
Year S w r v  1 / R e 1  

1998199 50 
I999100 55 
2000101 81 
2001 102 108 
2002103 148 
2003104 190 
2 0 0410 5 334 
200510 6 307 

1,616 
1,828 
2,063 
2,269 
2,619 
2,969 
4,197 
4,154 

Annual Change (%) 
I999100 10% 13% 
2 0 0010 1 47% 13% 
2001102 33% 10% 
2002103 37% 15% 
2003104 28% 13% 
200410 5 76% 41 Yo 
2005106 -8% -1 % 

Average Annual Change (%) 
1999106 32% 15% 

1,666 
1,883 
2,144 
2,377 
2,767 
3,159 
4,531 
4,46 1 

13% 
14% 
11% 
16% 
14% 
43% 
-2% 

16% 

753 
944 
960 

1,159 
1 ,126 
1,232 
1,126 
1,490 

25% 
2% 

21 % 
-3% 
9% 
-9% 
32% 

11% 

2,419 
2,827 
3,104 
3,536 
3,893 
4,391 
5,657 
5,951 

17% 
10% 
14% 
10% 
13% 
29% 
5 yo 

14% 
1-1 Excluding debt repayment. 
Source: Budget Estimate Documents. 

Recommendations: 

e The Ministry o f  Finance should be given a renewed and firm mandate 
from the Cabinet to strictly enforce init ial ly proposed ceilings in the 
Budget Outlook Paper based on a strengthened macroeconomic 
framework, and projections o f  revenues and other major macroeconomic 
variables. 

e Under normal conditions, revisions during the PBC and Cabinet 
discussions should only be focused on the re-composition o f  the proposed 
budget within the aggregate ceilings determined in the Budget Outlook 
Paper. 

e Only under well-defined, extraordinary circumstances, should the 
aggregate expenditure ceilings be changed by the Cabinet by, for example, 
no more than one percent o f  total expenditures, provided financing is 
identified. 
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The Need for Strengthened Project Appraisal and Project Selection 

150. While total executed expenditures in the Swazi budget often remained 
broadly within the inflated budgeted expenditures, current expenditures displayed 
significant overruns at the expense of  capital expenditures. For example, in the 
1999/2000-2003/04 period, in addition to the excessively growing budgeted expenditures, 
there was also an average overrun o f  current expenditures over budget o f  about 14 
percent. At the same time, capital expenditures were cut from the unrealistically high 
budgeted amounts by as much as 40 percent annually. In effect, cuts in capital 
expenditures were used to  compensate for the lack o f  expenditure discipline in executing 
the current budget. There were also three supplemental budgets per year in recent years 
(Table 39), reflecting the fact that expenditure pressures continued throughout the year- 
and were validated by supplemental budgets-after the regular budget process. 

151. The overruns in current expenditures and cuts in capital expenditures are 
ex-post validated by frequent supplemental budgets and the quality o f  project 
selection has not been adequate. These supplemental budgets further undermine the link 
between the voted and executed budget. In fact, had it not been for the sharp cash f low 
constraints, the overruns would l ikely have been even higher. In the event, the 
government’s cash f low constraint against the rapid growth o f  expenditure commitments 
resulted in the escalation o f  budgetary arrears. There are also occasional capital projects 
that bypass the routine scrutiny o f  the capital budget process. 

Recommendation: 

e MOF should strengthen current and MEPD capital expenditure planning in 
the early stage o f  the budget process by appropriate training, strict 
adherence to the aggregate ceilings on total expenditures, and streamlining 
capital budget preparation; technical assistance from donors should be 
sought for this purpose. 

e All capital projects, especially large projects, should receive adequate 
scrutiny o f  the normal capital budget process; donor assistance could be 
sought in ensuring adequate screening o f  large projects. 
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Optimism in the Projections of  Donor Support 

Table 40: Swaziland - Commitments and Disbursements 
(US$ millions) 

1998 1999 2000 2001 2002 2003 2004 199~1-2004 
Total Annual AVQe 

Commitments - Donors 
EC 6.9 5.4 14.4 6.3 11.3 22.0 4.6 70.8 10.1 
Japan 4.3 1.4 3.6 36.5 1.9 7.0 3.3 58.0 8.3 
Italy 0.0 0.8 0.9 0.6 10.0 1.8 1.4 15.4 2.2 
IFAD 15.0 15.0 2.1 
United Kingdom 6.0 2.8 3.1 0.3 0.7 13.0 1.9 
Other 2.2 5.8 1.9 3.6 5.2 4.2 5.1 28.1 4.0 

Total 19.5 16.1 24.0 62.3 28.4 35.6 14.4 200.3 28.6 

Disbursements 25.2 18.5 18.2 22.1 30.7 25.8 6.6 147.1 21 .o 

Source: OECD - Development Assistance Committee (DAC) Statistics Online (http://www.oecd.org/dataoecd/50/17/5037721 .htm) 

152. OECD donor commitments have averaged about U S 2 9  million during 1998- 
2004; they have been declining since 2001. Key data o n  OECD donor commitments are 
summarized in Table 40. Annex 11, Tables 1-3 present detailed donor commitments and 
disbursements to Swaziland during 1990-2004, as reported by the OECD’s Development 
Assistance Committee (DAC). The European Un ion  (EC) and Japan have been the major 
donors. The aid has been used mainly for social infrastructure (water supply, health, 
education, population) and economic infrastructure (transport). In addition, the Republic 
o f  Taiwan has provided a total o f  US$2.6 mi l l ion to Swaziland over the past seven years. 

153. Donor budget support has fallen significantly below the Budget Estimates in 
recent years (Table 41 below). This appears in large part a result o f  the perception o f  
deteriorating governance. Until these perceptions are reversed, i t  i s  di f f icult  to expect the 
resumption o f  the quantity and variety o f  donor support f rom the past years. At the same 
time, the donor agencies have not always provided a comprehensive and timely forecast 
o f  budget support. 
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Table 41: Swaziland: Budgeted Vs. Actual Drawdown of Foreign LoandGrants 

(E million) 

17% 
59% 
54% 
37% 
9% 

44% 
16% 

Fiscal Year 

1997198 
1998199 
1999100 
2000101 
2001102 
2002103 
2003104 
2004105 
2005106 
2006107 
2007108 

d a  
381 
457 
469 
561 
381 
552 
514 
649 
655 
638 

120 
316 65 
187 270 
216 253 
35 1 210 
348 33 
310 242 
433 81 
n/a 
n/a 
Ida 

1-/ Source: Ministry of Finance - Budget Estimate Documents 
2-/ Source: Central Bank of Swaziland "Quarterly Review", June 2005, pages 41-42. 

Data for 2004/05 are an estimated outtum. 

154. The poor predictability of  commitments and disbursements of  budget support 
has also had serious implications for the government's ability to implement its 
budget as planned. Also, timely disbursement forecasts are provided by only part o f  the 
donors. Incomplete and delayed disbursement information has also constrained the ability 
o f  the government to budget the resources and report on actual disbursements and use of 
funds. 

Recommendation: 

The MEPD and Ministry o f  Finance should seek to  better coordinate with donors 
and among themselves the f low o f  information o n  donor support and prospective 
disbursements, and feed this information into the budget process in a timely 
manner. 

B. EXPENDITURE EXECUTION AND BUDGET CEILINGS 

Credibility of  the Budget 

155. Budget credibility has been inadequate. T o  be credible, budgeted expenditures 
should be closely related to actual spending unless there are extraordinary circumstances 
justifying significant overruns. In Swaziland, the large deviations o f  voted current 
expenditures from the executed expenditures have been the norm in recent years. 
Moreover, there are apparently no effective feedback sanctions to government units o f  
agencies that exceed their budget envelopes. 

-80- 



156. During expenditure execution, one systematic problem has been the lack of 
effective controls on statutory and recurrent expenditures; another one i s  very weak 
monitoring of  executed expenditure. Looking at annual deviations o f  actual from 
budgeted expenditures by main category (statutory, recurrent, capital, and total), the 
statutory and recurrent expenditures were the main sources o f  expenditure overruns. 
Also, monitoring o f  execution i s  weak and n o  progress reports are published. There i s  a 
need to develop progress reports during the year which can provide corrective feedback 
into the budget execution process. 

Table 42: Swaziland: Budget Expenditures - Actual vs. Budget Estimates 
F i s c a l  B u d g e t  E x p e n d l t u r e s  ( E  m l i i l o n )  
Y e a r  S t a t u t o r y  1 1 R e c u r r e n t  S u b - t o l a i  C a p i t a l  T o t a l  

I 9 9 9 1 0 0  

2 0 0 0 1 0 1  

2 0 0 1 1 0 2  

2 0 0 2 1 0 3  

2 0  0 3 / 0 4  

T o t a l  
1 8 8 8 1 0 4  

A c t u a l  
B u d g e t  E s t i m a t e  
D l f f e r e  n c e  
D i f f e r e n c e  % 

A c t u a l  
B u d g e t  E s t l m a t e  
D i f f e r e n c e  
D i f f e r e n c e  % 

A c t u a l  
B u d g e t  E s t l m a t e  
D i f f e r e n c e  
D i f f e r e n c e  % 

A c t u a l  
B u d g e t  E s t i m a t e  
D l f f e  r e  n c e  
D l f f e r e n c e  % 

A c t u a l  
B u d g e t  E s t i m a t e  
D l f f e r e n c e  
D i f f e r e n c e  % 

A c t u a l  
B u d g e t  E s t i m a t e  
D i f f e r e n c e  
D i f f e r e n c e  % 

9 5  
5 5  
4 1  

7 5 K 

1 7 1  
8 1  
9 0  

1 1 1 %  

1 2 6  
1 0 8  

1 8  
1 7 %  

2 0 2  
1 4 8  

5 4  
3 8 %  

2 1 8  
I 9 0  

2 8  
1 5 %  

8 1  3 
5 8 2  
2 3 1  

4 0 'h 

2 , 0 4 5  
1 , 8 2 8  

2 1 8  
1 2 %  

2 , 1 9 3  
2 , 0 6 3  

1 3 0  
6 %  

2 , 8 6 5  
2 . 2 6 9  

5 9 6  
2 6 %  

2 , 8 8  1 
2 . 6 1 9  

2 6 2  
1 0 ./. 

3 , 2 6 7  
2 . 9 6 9  

2 9 8  
1 0 Y. 

1 3 , 2 5 2  
1 1 , 7 4 8  

1 , 5 0 4  
1 3 %  

2 , 1 4 2  
1 . 8 8 3  

2 5 9  
1 4 %  

2 , 3 6 4  
2 , 1 4 4  

2 2 0  
1 0 % 

2 , 9 9 1  
2 , 3 7 7  

6 1 4  
2 8 %  

3 , 0 8 3  
2 , 7 8 7  

3 1 8  
I 1 Y. 

3 , 4 8 5  
3 , 1 5 9  

3 2 6  
I 0 Y. 

1 4 , 0 6 5  
1 2 , 3 3 0  

1 . 7 3 5  
1 4 'h 

5 5 6  
9 4 4  

- 3 7 8  
- 4 0 %  

6 0 3  
9 5 0  

- 3 5 7  
-37Y.  

8 6 7  
1 ,I 5 9  

- 2 9 2  
- 2 5 %  

9 3 5  
1 ,I 2 5  

- 1  9 0  
- 1  7 %  

8 6 7  
1 . 2 3 2  

- 3 6 5  
-3OY. 

3 . 8 3 9  
5 . 4 2 1  

- 1 , 5 8 2  
-2  9 %  

2 , 7 0 8  
2 , 8 2 7  

-1 I 9 
- 4  % 

2 , 9 8 7  
3 , 1 0 4  

- 1  3 7  
- 4  % 

3 , 8 5 8  
3 , 5 3 8  

3 2 2  
9 %  

4 , 0 1 9  
3 , 8 9 3  

1 2 6  
3 %  

4 , 3 5 2  
4 , 3 9 1  

- 3  8 
- 1  'h 

1 7 , 8 0 4  
1 7 , 7 5 1  

1 5 3  
1 %  

1-1 E x c l u d i n g  d e b t  r e p a y m e n t .  
S o u r c e :  B u d g e t  E s t i m a t e  D o c u m e n t s  

157. M a n y  Units incur frequent and large budget overruns without incurring 
sanctions, de facto, changing significantly the actual composition of  the voted 
budget. The overruns are regularly reported in the Auditor General's annual audit report, 
but there is no evidence o f  corrective action. The overruns by Unit for 2003/04 are shown 
in Table 43. These overruns are so substantial that the composition o f  the executed 
expenditures i s  significantly different from the one approved in the budget. This 
undermines the credibility o f  the voted budget as the key instrument o f  economic and 
fiscal policy. 

-81- 



ziland: Actual vs, Appr , fry Unit, 2003-04 

Police 

Public Debt- Interest 

ectional seF/ices 

Roy1 Emaluments and Ciwt List 

& ri 
Health & Sociat Welfare 

Traesuryand Stores 

Defense 

Ftre & ~ ~ ~ r ~ e n ~ ~ ~ ~ ~ c e s  

Home Affairs 

Geolog1ml Suwysr & 
Na source & Energy 

&dit 

e & ~ e ~ ~ o ~ r n e n ~  

Ecanarntc Planning & De%[ 

Housing & Urban 0 

ant Computer SeMcas 

~ n ~ ~ ~ ~ ~ ~ a n  

Encame Tax 

Pubtic Semce 

Customs & Excise 

CAPtfAL ~ ~ ~ N ~ E ~ U ~ ~ ~  

Central Transfers 

Source: M ~ n i s ~ ~  of Finance Treasury Annual Report for the Fmanciai Year ended March 31, 2004 
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Recommendations: 

0 Produce a monthly summary comparing the execution summary o f  actual vs. 
budgeted expenditures by government spending unit, highlighting the budget 
overruns and/or the excessively rapid growth o f  actual expenditures. 

0 Forward the monthly summary to the ministers and their financial controllers, 
alerting them o f  the overruns and/or the excessively rapid build-up in 
expenditures. 

0 Present a quarterly summary during a cabinet meeting, with the necessary alerts, 
calling for corrective action as necessary. 

0 Over the medium term, develop quarterly progress reports o n  budget execution 
and disseminate them within the government and c iv i l  society (e.g., o n  the 
government’s website). 

Computerized Commitment Control System 

158. There i s  a lack o f  a computerized commitment control system in the 
Ministry of  Finance. The current computer system allows a comparison o f  actual 
expenditures with a budget ceiling, by category o f  expense. Updating o f  the data is very 
slow and the computer mainframe requires 15 hours to update its records. There is, 
however, no expenditure commitment control system in place. Such a system would: (i) 
both report the level o f  expenditure commitments; and (ii) put an automatic cap (or stop 
order) on the purchase orders when they exceed the uncommitted balances. Currently 
there i s  an o ld  mainframe system in place that i s  used by l ine ministries to record 
payments only, but without upstream control o f  expenditure commitments. The system, 
installed in 1988, services al l  the government’s ministries and agencies through 1,500 
computer stations and more than 120 applications. 

159. The lack of  controls on expenditure commitments undermines fiscal 
discipline and leads to budgetary arrears. This has resulted in a major escalation o f  
expenditure commitments by l ine ministries that often far exceed the available budget 
and cash f low o f  the Treasury, leading to  the build-up o f  budgetary arrears (the difference 
between the value and time lag o f  purchase orders that create expenditure commitment 
and payment o f  expenditures). As a result, there has been a severe cash f low problem in 
the Treasury that has to cope with unpredictable and excessive purchase orders that may 
have little relation to voted expenditures. This in part reflects the lack o f  effective internal 
audits. Arrears were occasionally cleared but they continue to reappear. Arrears also 
proved difficult to document because the data are not kept up to date and information is 
scattered among l ine ministries and agencies. Efforts are underway (under EU-financed 
technical assistance) to implement a computerized commitment control system. As the 
EU-financed project i s  coming to an end, additional technical assistance for full 
implementation o f  the program is urgently needed. 
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Recommendations: 

e Purchase appropriate software to  upgrade the central computer system, 
computer programming, and train users and the central computer staff. 

e Document fully budgetary arrears and adopt a plan for their clearance 
using short-term technical assistance fi-om the IMF, implementing the plan 
starting with the 2006/07 budget. The IMF agreed to provide technical 
assistance to  the Government o n  the analysis and modalit ies o f  clearance 
o f  arrears. 

c. CAPACITY, REPORTING AND TRANSPARENCY IN PEM 

160. Other issues that should be  addressed in the short term are in the areas of: (i) a 
lightening o f  the budget cycle to  better align MoF and MEPD capacities with the 
planning tasks; and (ii) strengthening reporting and transparency. 

Matching Tasks to Capacity in the Budget Cycle 

161. The preparation of  the budget in Swaziland follows a classical budget cycle 
consisting of  the key stages detailed as follows: (i) the preparation o f  a Medium-Term 
Budget Pol icy Statement (MTBPS); (ii) the development o f  a Fiscal Framework; (iii) the 
circulation o f  budget ceilings to the ministries; (iv) budget proposal submissions by the 
ministries; (v) budget conferences; and (vi) vote by Parliament. The k e y  stages in the 
budget preparation process are shown in Figure 18. The detailed activities and timetable 
are shown in Table 44 below. 

-84- 



Figure 18: The Swaziland Budget Cycle 

Step 11: Appmval of audited 
accomts by Parliament. 

Sector Ministries Cabinet Supported by 
Planning and Budgeting 

Step 1: Projecting moeconomic 

SteD 2: Settine budeetarv euidelines 

committee (PBq 

resources. 

Sector Ministries 

Step 3: Prepare line agency 

Ministry of Finance 

expenditure proposals. 

Planning and Budgeting Committee Step 7 Budget appropiations 
debated and apptuved by 

Step 6 Budget approved 
Step 4: Roposals appraised by  PBC and 

negotiated with line agencies to 

162. At least three issues arise from the current planning process: (i) a heavy 
calendar that affects the quality of budget preparation; (ii) very time consuming 
MTEF stage; and (iii) the need to reconcile hierarchical and horizontal 
participatory consultations. First, the calendar involves the production and approval of 
three major documents: (i) a Medium-Tern Budget Policy Statement (MTBPS); (ii) a 
Budget Outlook Paper; and (iii) the Budget Estimates. The cycle is consequently very 
long, from June through March with occasional spillovers into the fol lowing fiscal year 
(ApriVMay), due to delays before and during the parliament's approval o f  the Budget 
Estimates. When there i s  a delay in passing the budget, the current year budget is 
executed using an Interim Authorization mandating that actual expenditures wil l not 
exceed one fourth o f  the expenditures authorized the previous year. This introduces 
inertia in the budget process for those years, and makes it difficult to implement any 
fiscal adjustment in the fiscal year during which Interim Authorization i s  in effect. 
Second, the preparation and approval o f  the MTBPS requires four months (June- 
September), thus contributing significantly to a crowded budgeting schedule. And third, 
the planning process appears to be slowed down by both the hierarchical structures 
(Planning and Budgeting Committee (PBC), PBC sub-committees, PBC Ministers, 
Cabinet) and the wide participatory process (PBC committee meetings, PBC Ministers' 
meetings, Cabinethips forums, Parliament). 
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Table 44: Swaziland - Budget Timetable 2006/07 

163. In addition, there are issues with respect to the balance between efforts to 
plan for the MTEF vs. the budget, and the adequacy of time allowed for ministerial 
budget submissions and parliamentary review. Second, ministries have only three 
weeks to prepare their budget submissions. This appears too short for the preparation o f  a 
well documented budget submission. The two months allotted for the discussion of 
resource allocation appears, o n  the other hand, too long. The February agenda looks 
extremely crowded and with very short deadlines that raises the risk o f  systematic 
slippages and poor quality o f  budget preparation. Finally, the one month allowed for 
Parliament's approval o f  the Budget estimates i s  too short, and the approval occasionally 
slips from end-March into the fol lowing fiscal year (April/May). 
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Recommendations: 

0 Given the limited capacity, the Ministry o f  Planning should produce the 
MTBPS less frequently. Since the country's goals and strategies are not 
l ikely to change every year, this document could be produced less 
frequently, for example every two or three years. This could free up time 
to concentrate more on the production o f  realistic annual Budget 
Estimates. 

e The Ministries o f  Planning and Finance should also space out the MTEF 
process. Given that full implementation o f  the MTEF will require a long- 
te rm implementation horizon, it would be advisable to  carry out this 
exercise only every few years (mainly to update the strategies and 
activities) and allow instead more time for the preparation o f  the Budget 
Estimates. 

0 Lighten the burden o f  the budget planning process. The Ministries of 
Finance and Planning should consider the following: 

Re-examine both the hierarchy and participation with the view to 
lighten the currently heavy planning process. 
Extend the time allowed the ministries to  prepare their budget 
submissions by a few weeks. 
Reduce by a few weeks the discussions o f  resource distribution, 
currently lasting two months. 
Extend to two months the time allowed for Parliament's approval 
o f  the Budget estimates. 

Comprehensiveness and Transparency of  Budget Documentation 

164. The budget estimates document covers budget projections for a three-year 
period. The narrative for these budget estimates is presented in the annual Budget 
Outlook Paper (BOP), which i s  issued before the preparation o f  the detailed budget 
estimates. The Budget Outlook Paper covers the following policies: macro-economic 
assumptions, the projected fiscal deficit, the financing o f  the deficit, the prior year's 
budget outturn compared to the current year's budget, and a summary o f  revenue and 
expenditure budget data according to various classifications (sectoral, administrative, 
economic). 

165. Reporting of  fiscal and other statistics could be improved. The Budget 
Estimates report-the main detailed budget document-for example, does not contain a 
clear, overall summary o f  the budget deficit and i t s  financing, broken down into net 
domestic and net foreign financing. Budget Estimates are not accompanied by an 
explanatory narrative outlining the main objectives and features o f  the budget, tax and 
expenditure measures, and any special factors that are important in interpreting the 
budget estimates. As a result, even specialists may find it dif f icult  to discern from the 
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Budget Estimates the actual objectives, structure, and coherence o f  the budget. Also, 
some important items for pol icy purposes (e.g., subsidies to  public enterprises or large 
capital projects) are not easy to identify in the current presentation o f  the Budget 
Estimates. The fiscal statistics are not yet f i l ly consistent with the latest version o f  the 
IMF’s Government Finance Statistics (GFS) manual. 

166. The  budgets for the Royal household and advisory council’s expenditures are 
covered under two budget heads, Statutory Expenditure and Swazi National Treasury. 
These totaled E l  18 mi l l ion (US$19 mi l l ion equivalent) in the 2005/06 budget. Funding 
o f  these expenditures more than quadrupled over the past 7 years, compared to a 168% 
increase for total recurrent expenditure over the same period. Budget reporting excludes 
the Tibiyo Taka Ngwame (Tibiyo) - the national trust - whose trustee i s  the King of 
Swaziland. The trust, with assets o f  over E l  bi l l ion (US$161 mi l l ion equivalent) and net 
income o f  E71 mi l l ion (US$11.5 mi l l ion equivalent) in 2004, does not pay income taxes, 
though it i s  subject to taxation. 

Recommendations: 

0 Budget Estimates should include an upfront summary table showing the 
overall budgeted fiscal deficit and the actual deficit in previous few years 
as well as the structure o f  financing. 

0 Budget Estimates should also include, as an introduction, a budget 
narrative that should be more detailed than the budget speech, which i s  
currently issued separately and commendably published o n  the Ministry o f  
Finance website. 

0 Budget Estimates tables and relevant comments should be posted on the 
Ministry’s web site. 

0 As the capacity o f  the Ministry o f  Finance strengthens in the medium- 
term, consideration should be given to issuing a bi-annual, br ie f  report o n  
budget implementation that could be posted o n  the Ministry’s website for  
transparency and domestic and international audience interested in budget 
implementation and its challenges. 

0 Technical advisor (IMF) should provide advice o n  making fiscal statistics 
consistent with the latest GFS manual. 

0 Strengthening o f  capacity and skills in other ministries for collecting, 
monitoring and analyzing key statistics in their sectors should be sought 
with donor support. 

0 There should be an explanatory note in the budget reporting on the 
purposes o f  the rapidly growing Royal budgeted expenditures. 
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0 There i s  also the issue o n  whether the Tibiyo trust should pay income 
taxes, given the commercial nature o f  i ts operations. 

Quality and Timeliness of  Annual Budget Reports 

167. There are significant differences in reporting between the Treasurer’s 
annual report and the Budget Estimates document. The Treasurer issues a 
consolidated government report annually and within the prescribed delays. The report 
includes detailed assets and liabilities; receipts; recurrent and capital expenditures (actual 
vs. approved budgets); special funds; and trading accounts. The aforementioned 
differences are a major concern. Recommendations by EU funded consultants to narrow 
down the differences in reporting and reconcile the different balances, have not been 
implemented so far. 

Recommendations: 

0 The Treasurers’ annual report should include a table with a full 
reconciliation o f  differences with the actual expenditures presented in the 
Budget estimates. 

0 Treasurers and the Budget and Debt Reporting Units should liaise more 
closely in the exchange o f  actual expenditure information. 

0 A summary o f  the annual budget execution should be  posted o n  the 
Ministry o f  Finance’s web site. 

Comprehensiveness and Transparency of  Reporting on Public Enterprises 

168. Swaziland presently has 43 Public Enterprises split into two main categories 
by degree of ownership and control by the state. Of  these, 29 are designated as 
Category A - enterprises which the government owns 1 OO%, or  has a majori ty interest, or 
which depend on government subsidies. Another 10 are designated Category B - 
enterprises in which the government has a minority interest, or are local government 
authorities. Four are dormant. 

169. The Public Enterprise Unit (PEU) in the Ministry of Finance has the 
mandate to collect and monitor quarterly reports. These reports summarize the 
operating performance and financial situation, from Category A enterprises. The 
enterprises which fai l  to provide financial information are reported to the Disciplinary 
Tribunal to ensure compliance. There has been a significant improvement in the number 
o f  Category A enterprises submitting their financial information to the PEU. 

170. The Ministry of  Finance does not request information from the Category B 
enterprises. Currently, there i s  n o  Government monitoring o f  the general government’s 
fiscal position and consolidation o f  the overall fiscal risk from public enterprises. 
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Recommendations: 

a The PEU should request quarterly submissions from Category B 
enterprises to  ensure a more complete oversight o f  the Government’s 
fiscal exposure to public sector entities. 

a The capacity o f  the PEU unit should be strengthened using external 
technical assistance. 

0 Over time, as the PEU strengthens i ts capacity, i t should present a 
consolidation o f  the overall fiscal risk in both its quarterly and annual 
reports. 

D. PEM ISSUES OVER THE MEDIUM-TERM 

171. There are other issues requiring sustained attention, technical assistance and 
institutional development over the medium term. These relate to capital budgeting, 
internal and external audits, procurement, payroll controls, and technical assistance. 

Strengthening Capital Expenditure Planning 

172. Capital budget proposals are submitted by line ministries to the Capital 
Budget Unit in the MEPD. The Unit prepares a list o f  capital investments for the 
Minister o f  Planning’s review, with priority given to  ongoing projects; new projects must 
compete across sectors. MEPD and M o F  staff ho ld jo int  meetings to review investment 
proposals and ensure that adequate provisions are made for their operation and 
maintenance in budgeted recurrent expenditures. Submissions by the ministries 
significantly exceed the overall capital expenditure ceiling and many projects are 
stretched over a longer implementation period after review by the Minister o f  Planning. 

173. The quality of project appraisal and selection i s  poor, and some large local 
projects conflict with fiscal prudence and funding for major social needs. 
Inadequately substantiated projects get pushed into the budget process based on project 
applications which provide only rudimentary information, not appraisals. W h i l e  donor- 
funded projects tend to be better substantiated, many large projects with major impact o n  
the capital budget are not supported by adequate technical and feasibility studies. For 
example, in the 2004/05 budget a single, very large Mi l lennium Project (E 184 million), 
accounts for 13 percent o f  total capital expenditures in one year only. This and some 
other projects, such as the building o f  the new airport (all envisaged to  be financed 
locally), raise doubts about their justification (the full cost o f  the Mi l lennium group o f  
projects that include the two above, over several years, i s  reported to be estimated at E 
2.5 billion, equivalent to about 14 percent o f  the 2005 GDP). Even abstracting f rom the 
justification issue, the sheer size o f  these projects conflicts with the critical need to  
reduce the budget deficit and provide more effective public expenditures to  the poor (e.g., 
health, HIV/AIDS, orphans and vulnerable children). 
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Recommendations: 

0 Ministries should firmly prioritize project bids based on a complete, 
minimum standard appraisal that goes beyond the project application 
documents that often provide only rudimentary information. 

0 Technical assistance and training should be sought to strengthen project 
appraisal and selection procedures. 

Strengthening the Internal Audit Capacity 

174. The internal audit i s  weak and needs major strengthening. The internal 
control function reports to the Treasury. Most o f  the auditors are located in the Ministry 
o f  Finance, Treasury Department. A few auditors are detached to the major ministries 
(e.g. Agriculture). However, there is a clear need to upgrade the quality and skills o f  the 
internal control staff. Staff have been sent to a training program and subsequently tested 
and the results o f  the test show that there is scope for further skills development and 
training. The internal audit staff particularly lack the training to undertake a systematic 
review o f  procurement transactions. 

Recommendations: 

0 The audit function should be  transferred from the Treasury Department to 
the Ministry o f  Finance and report directly to the Minister; a sufficient 
number o f  auditors should be  detached to the major ministries. 

0 Internal audit should consult more frequently with external audit to 
enhance synergy in the work o f  both functions. 

0 The work o f  internal audit should evolve from transactions to systems- 
based auditing. This should be done through the development o f  an 
appropriate internal audit manual and through training. 

0 There should be a better screening o f  staff assigned to internal audit, as 
wel l  as a review o f  career development opportunities for staff employed in 
this important function. 

0 Staff should be further trained to be able to provide not only an audit o f  
individual transactions, but also o f  the effectiveness o f  the internal control 
systems. 

0 Staff should also receive specialized training in auditing capital project 
transactions. 
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Strengthening External Audit Capacity and Administrative Autonomy 

175. The office of  external audit has been able to audit only 70% of  the 
government accounts. The Auditor General has a staff o f  about 50. The Auditor General 
has sought to double i ts staff to be able to increase the scope o f  the audits and create two 
Units; Performance Audit and Public Enterprises. The Auditor General’s mandate i s  
spelled out in Part 111 o f  the Finance Management and Audit Ac t  o f  1967 (amended in 
April 1992). The Auditor General’s annual report is  effective in reporting on financial 
transactions. The report typically highlights: (i) which units have incurred expenditures 
beyond appropriated funds and points out to their illegality; (ii) project cost overruns; and 
(iii) breaches o f  prescribed rules and regulations. 

176. The external audit lacks administrative and budgetary independence. The 
Auditor General reports to  Parliament, while the Minister o f  Finance facilitates his 
passage to Parliament. The Auditor General’s office i s  experiencing serious budget 
constraints and long administrative delays in the filling o f  vacancies and training o f  its 
staff. The audits performed are mostly on transactions rather than o n  the effectiveness o f  
control systems. There i s  a need to upgrade the skills o f  staff to enable them to carry out 
the latter activity. The Auditor General also reports o n  the Government’s response to the 
Auditor General’s queries. The percentage o f  queries answered has improved over the 
years: 55% for 2001/02; 74% for 2003/03; 70% for 2003/04. Given that the Auditor 
General’s reports highlight the same problems over the years, there i s  a sense that the 
answers provided are more o f  a formality without adequate corrective actions taken. 

Recommendations: 

0 Consideration should be given to making the Auditor General more 
independent in its administration and budgeting. 

0 A s  in the case o f  internal auditors, staff should be trained to provide not 
only an audit o f  individual transactions, but also o f  the effectiveness o f  the 
internal control systems. 

0 The Auditor General should present to the Government an analysis o f  his 
queries and the answers given over the last 5 years, to determine which 
units have not taken the necessary remedial actions. 

Improving the Procurement Process 

177. There are currently three tender boards: a Central Tender Board, which 
administers contracts over E 500,000 and consultant contracts; a Treasury Tender Board 
which administers the Sources o f  Supply tenders, for the purchase o f  Government 
operating supplies (e.g. fertilizers, uniforms, school desks, etc.); and a Tender Waiver 
Board, which grants authorizations to procure f rom other than the authorized suppliers. 
All contracts exceeding the E 500,000 threshold are advertised in the media. Contracts 
subject to the Treasury Tender Board must be procured through a pre-defined suppliers 
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list. The Accountant General’s office publishes an annual list o f  authorized suppliers and 
their prices. There is generally a delay o f  up to six months in the issuance o f  the annual 
suppliers’ list, which results in many applications to the Tender Waiver Board to procure 
from other than the authorized suppliers. There i s  no independent body to  handle 
procurement complaints. All complaints must be submitted to the Permanent Secretary in 
the Ministry o f  Finance. The complaints must be submitted in writing, but there i s  no 
written process for addressing the complaints. 

178. The procurement regulations are outdated; there are lacunae in the 
procurement process, and the system i s  vulnerable to corruption. The country has an 
antiquated system o f  procurement rules and regulations dating back to 1975. There are 
no standard tendering documents used throughout the country. The Source o f  Supply list, 
published by the Controller o f  Stores, contains important weaknesses: the specifications 
o f  the items tendered are sketchy or incomplete; the capacity o f  the suppliers often has 
not been verified; and the list is  published so late that i t allows suppliers to raise their 
rates, frequently at an unjustified level. Furthermore, there i s  no independent entity that 
regulates procurement procedures or handles a procurement complaints system. The 
members o f  the Tender Boards, high level c iv i l  servants, are engaged in the procurement 
activity on a part time basis and have too many other responsibilities to be able to 
dedicate enough attention to this important activity; they also lack adequate training in 
procurement. There is no official government reference market. price list for government 
purchases o f  goods and services. As a result, accepted tender prices tend to  be 
significantly above market price due to a l imited number o f  suppliers, lack o f  reference 
market price checks, and outright corruption. There are widespread perceptions o f  
significant corruption in the procurement process, especially o n  large contracts and in 
public entities and capital project implementation. Recognizing the problem, in the 2005 
Budget Speech to Parliament, the Minister o f  Finance mentioned an estimated loss to  the 
Government o f  E 40 mi l l ion per month due to corruption. 

Recommendations: To ensure a more efficient and transparent procurement system, 
there i s  an urgent need to: 

e Update the legislative framework for procurement; 

e Implement findings o f  the Afr ican Development Bank (AfDB) study o n  
procurement practices in Swaziland; 

a Develop standardized tendering documents for use by al l  government 
entities and parastatals and train both government employees and suppliers 
o n  the use o f  the documents and procedures; 

a Develop and maintain an off icial government goods and services market 
price reference l i s t  and enforce its use in al l  government purchases; 

a Make the source o f  supply more specific and timely; 
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0 Professionalize the skills make up o f  the members o f  the tender boards and 
consider outright outsourcing o f  the tendering process; 

0 Consider the merits o f  establishing an independent entity to  regulate 
procurement procedures and handle procurement complaints or outsource 
this function; and 

0 Train internal and external auditors o n  uncovering procurement fraud 
cases. 

Strengthening of the Effectiveness of  Payroll Controls 

179. There are problems in the integration between personnel records and payroll 
data. The integrity o f  the payroll i s  significantly undermined by the lack o f  complete 
personnel records and a personnel database: there are significant differences between the 
establishment registers and the records in the computer database. The establishment 
records are kept manually; the payrol l  system is computerized, but there are difficulties in 
updating the listing due to the o ld  program software (DOS based). As a result, the 
reconciliation o f  the two databases i s  very tedious and done infrequently. 

Recommendations: 

Consider the purchase and customization o f  a human resource management 
software, as wel l  as the training o f  users to integrate the two data sets. 

Disseminating Widely Budgets and Progress Reports 

180. Both the Budget Estimates and the Treasurer’s Annual Report are available 
to the public, but in a limited number of  copies. The Minister o f  Finance’s annual 
budget speech to parliament i s  published o n  the internet, but it lacks adequate supporting 
tables providing an overview o f  the proposed budget. There i s  scope for further 
dissemination o f  these documents as wel l  as budget execution progress reports. 

Recommendations: 

0 Publish on the internet a supporting note to  the budget speech, with tables 
summarizing the proposed budget (e.g. by sector, by unit, by economic 
classification). 

Publish on the internet the highlights o f  the Treasurer’s Annual Report and o f  the 
budget execution progress reports once they become available. 

The Need for Further Technical Assistance and Capacity Building 

181. The issues presented above indicate that there i s  significant scope to 
strengthen public expenditure management throughout, in the areas o f  planning, 
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execution, controls, and transparency; this wil l  require significant further technical 
assistance from donors. Some o f  the issues can be addressed in the short term, while 
other wil l need a prolonged effort over the medium term. The range o f  issues is so broad 
that there appears to be scope for a further comprehensive technical assistance program in 
the area o f  PEM. An ini t ial  estimate o f  such a technical assistance program and its 
fimding requirement is provided in the Executive Summary ’s  Table 2. The donors would 
be advised to consider coordinating and providing such support to  Swaziland. Such 
assistance i s  key to strengthening capacity and making PEM reforms succeed. In fol low 
up to these recommendations, the Bank has already approved a US$497,000 Institutional 
Development Fund (IDF) grant for strengthening capacity for effective public 
expenditure management. 
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