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1 Introduction

This article has been written with the aim of informing UK Financial Management public sector practitioners about a recent innovation in measuring PFM performance in developing countries: the PFM Performance Measurement Framework. The article describes the background to the development of the Framework, the issues that are covered in the Framework, including specific innovations in PFM reform in developing countries, the strengths and weaknesses of the Framework and approach in its implementation, with suggestions for improving the approach.

2 Background
Developing country governments and donor organisations providing aid to these countries have increasingly recognised the importance of effective Public Financial Management (PFM) systems in supporting the achievement of government objectives including poverty reduction.  Without effective systems both government and donor resources may not be allocated, controlled and used for their intended purposes, thereby undermining efforts to focus government actions on poverty reducing programmes and policies.

In the past donor organisations used to provide their funding to governments through projects controlled by project management systems, outside the beneficiary government systems. From the 1980’s donors began to provide funds directly to governments through Balance of Payments support, and more recently through Direct Budget Support (DBS). This involves providing resources directly into government budgets, rather than through projects, with the aim of reducing the administrative burden for governments in managing a multitude of projects funded by a number of different donor organisations, and also ensuring that donor resources are targeted at the beneficiary government’s priority programmes.

Therefore the focus on the effectiveness of government PFM systems has become all the more of concern to donors as they seek to limit their fiduciary risk, i.e. the risk that their funds will not be spent as agreed by beneficiary governments.

With the increase in interest in assessing government systems a number of assessment tools have been developed over the past few years, building on assessment tools developed by the International Monetary Fund (IMF) such as the Report on Observance of Standards and Codes (ROSC) used to assess all member governments by the IMF, including the UK government.  The IMF has also developed a Fiscal Transparency Code and Manual for measuring Fiscal Transparency.

The World Bank has produced its Public Expenditure Management Handbook as well as three approaches for assessing aspects of PFM systems:

· Public Expenditure Reviews which assess the way in which government resources are allocated amongst and within sectors, as well as carrying out some analysis of PFM systems

· Country Financial Accountability Assessments (CFAA), a diagnostic tool to enhance understanding of financial accountability arrangements in the public and private sectors
· Country Procurement Assessment Reviews (CPAR) and Institutional and Governance Reviews (IGR), which assess procurement and institutional issues.

Other donor organisations have developed other tools, such as the UK Department for International Development’s (DFID’s) tool for assessing Fiduciary Risk.  

The donor community recently recognised that there was a need to develop one tool that would be accepted by all donors and governments and, through the Public Expenditure and Financial Accountability (PEFA) Secretariat, a multi – agency partnership programme established by a group of donor organisations
 launched the PFM Performance Measurement Framework (“the Framework”) in 2005.  The Framework draws on many of the existing tools and is part of the Strengthened Approach to supporting PFM reform, which emphasises country led reform, donor harmonisation, implementing a country strategy; and a focus on monitoring and results. The Framework also “seeks to mainstream the better practices that are already being applied in some countries.
The development of the framework involved wide consultation and a draft of the framework was tested in 24 countries using mainly a desk review approach. Inputs were used from the Organisation for Economic Cooperation and Development (OECD) Development Assistance Committee (DAC) Joint Venture on PFM, a group of African experts and government representatives from Eastern Europe and Central Asia.  The Framework is to be reviewed in 2006.

The Framework has been developed to allow for the measurement of a government’s Public Financial Management (PFM) and other systems including revenue administration and debt&guarantee management over time. Secondary objectives include providing feedback to governments on their reform processes by assessing whether reforms are achieving intended improvements, and facilitating the harmonisation of government and donors on common framework for measuring PFM performance, thereby reducing the transaction costs for the government of dealing with many donors with their variety of views and concerns.  In some cases the results of the assessment can influence donors’ decisions on whether to provide additional support to a government, as they will indicate the readiness of a government’s systems to absorb and effectively manage donor resources.

The assessment of a government’s PFM systems using the Framework may be undertaken either by donor organisation staff or external consultants using the detailed indicators in the Framework Manual. Some governments are starting to use the Framework on a self assessment basis.  The team will interview all stakeholders (government, civil society and donor organisations) as well as collecting information and documentation from which to assess systems against specific indicators.  These indicators measure performance on a scale of A-D, with an A score being the highest and D the lowest. These ratings are then presented in a report which also includes a description and assessment of recent and ongoing reforms.  

3 Content of the Framework

The Framework identifies the critical dimensions of an open and orderly PFM system as follows:

Credibility of the budget – whether the budget is realistic and is implemented as intended.
Comprehensiveness and transparency – whether the budget and the fiscal risk oversight are comprehensive and whether fiscal and budget information is accessible to the public.

Policy-based budgeting – whether the budget is prepared with due regard to government policy.

Predictability and control in budget execution – whether the budget is implemented in an orderly and predictable manner and whether there are arrangements for the exercise of control and stewardship in the use of public funds.

Accounting, recording and reporting — whether adequate records and information are produced, maintained and disseminated to meet decision-making control, management and reporting purposes.

External scrutiny and audit – whether appropriate arrangements are in place for scrutiny of public finances and whether the Executive follows up the recommendations that arise from these views.

In addition to the Performance Indicators measuring government performance, the PEFA Framework also captures Donor Practices affecting a country’s PFM performance, using 3 further Indicators that are described later in this article.

The main focus of the assessment is on central government, oversight institutions (Auditor General, Public Accounts Committee and Parliament) and autonomous agencies. Local government and public enterprises are only considered to the extent to which they affect central government operations.

The Framework does not measure the factors that hinder effective performance such as the legal framework, capacity issues nor does it focus on the content of fiscal policies or whether funds are allocated in line with stated government objectives.  Instead the Framework assesses whether the systems and processes essentially enable effective resource allocation.

For each of the areas listed above there are a set of indicators that are used to assess and measure performance. These indicators are those that are defined to be critical to achieving sound PFM. 

3.1 PFM Out-turns: Credibility of the Budget

This includes four detailed indicators that measure the credibility of the budget by comparing the variance between budget figures and actual out-turns for total expenditures, expenditures for individual ministries and for revenues. A wide deviation would indicate that either a government does not have effective processes for setting realistic budget estimates or that there is ineffective budget implementation leading to over expenditure, or a combination of the two.  A build up of expenditure arrears will also indicate lack of effective budget controls, or under budgeting for specific items of expenditure. This results in lack of confidence in the budget process.  

3.2 Key Cross Cutting Issues: Comprehensiveness and Transparency

These indicators measure the extent to which budgets are comprehensive, i.e. include all relevant information and that there is transparency in the budget preparation process.

The first indicator assesses whether all budget information is presented in budget documents such as macroeconomic forecasts, fiscal deficit and deficit financing, financial assets, budget outturns, budget data for revenues and expenditures and an explanation of the budget implications of new policy changes. In addition the classification of the budget is assessed based on whether it meets international standards such as the IMF Government Finance Statistics (GFS) and UN Classification of Functions of Government (COFOG).

The second indicator measures whether all government operations are reported, i.e. comprehensiveness, and the assessment can include government funds managed outside the central systems, such as special funds for example a Road Fund, and funds provided to governments but managed by donors outside government systems.  This second issue is also covered in the indicators that measure donor performance.

Transparency is another critical issue that is of concern to donor organisations. This has three aspects, the first being a measurement of the processes through which central government provides funds to local government focusing on:

· Whether there are transparent rules for allocation of funds to local government

· The timeliness of information provided to local government on the disbursement of funds

· The reporting of data from local government to the centre by sectoral expenditure, i.e. total health spending at the local government level.

The second area that relates to transparency focuses on oversight of fiscal risk from other public sector agencies which measures the extent to which these agencies report to central government on a regular basis and the controls that central government has over the ability of these agencies to generate fiscal liabilities for government.

The final indicator measures public access to key fiscal information: an issue that has become of increasing interest in many developing countries.  A number of civil society organisations have been established to monitor governments in relation to whether budgets reflect national priorities, whether budget documentation is sufficiently transparent so that budget choices are clear; and whether the implementation of the budget is in line with priorities set in budget preparation.  

These organisations can play an effective role in increasing the accountability of governments and improving the awareness and understanding on the part of the population of the country concerned of the importance and impact of budget issues.

3.3 Budget Cycle

The indicators that cover the budget cycle cover some of the issues that would be addressed through the introduction of a major reform to the budget preparation process: the Medium Term Expenditure Framework (MTEF). 

The MTEF focuses on improving the budget process at the three levels of improved PFM outcomes, through:

· Improving macroeconomic projections over the medium term so as to strengthen the credibility of the budget framework

· Improving the processes through which decisions are made on the allocation of resources amongst and within sector ministries and departments, through developing better information on the costs of achieving government objectives in each sector and processes for making better informed trade-offs between sectors over the medium term (usually three years)

· Improving the efficiency and effectiveness of expenditures by introducing a performance focus into the budget.

3.4 Policy Based Budgeting

The indicators for budget preparation focus on whether the central Finance Ministry provides spending ministries and departments with clear and timely guidelines on the preparation process; whether Cabinet is involved in approving ceilings (or spending limits) before they are provided to spending ministries and whether the legislature approves the Budget prior to the start of the fiscal year.

The second element of this indicator reflects recent awareness of the important role that Cabinets should play in approving the budget ceilings for two reasons:

1. there needs to be a comprehensive discussion about the competing needs of all ministries and departments and trade-offs made based on this comprehensive picture, rather than on a case by case basis

2. these choices are political rather than technical in nature.  In a democracy policy choices should be based on the policies of the party in power, rather than solely on technical considerations.

In some countries a document is produced at the point at which the ceilings are being developed and is presented and debated by Parliament and the wider population, for example the Medium Term Budget Statement in South Africa.

The second indicator in budget preparation focuses on whether there is a multi-year perspective in the budget (i.e. a medium term focus),  whether a debt sustainability analysis has been produced (a requirement for governments to attain Highly Indebted Poor Country (HIPC) status); existence of costed sector strategies which set out strategies within a sector ministry or department for which the activities implied in the strategy are costed, for both capital and recurrent expenditures; and whether there is a link between the recurrent costs that will arise from new capital expenditures such as whether new teachers required for new schools are included in the process of preparing the recurrent budget.

These indicators include those issues that would be addressed through the implementation of the MTEF approach.

3.5 Predictability and Control in Budget Execution

These indicators focus on a number of key areas:

· transparency and effectiveness of the tax system, tax assessments and tax collection

· predictability in cash flows and disbursements to spending ministries and departments

· management and recording of cash balances, debt and guarantees

· payroll controls

· competition, value for money and procurement systems

· internal audit systems.

Many developing countries have sought to improve tax administration and collection through the establishment of semi-autonomous revenue agencies.

The other areas listed above have often deteriorated in many developing countries as a result of outdated and ineffective accounting systems (often manual based); ineffective implementation of existing financial rules and regulations; and lack of financial management capacity as governments find it difficult to retain qualified staff.  

These weaknesses have been addressed through the introduction of an Integrated Financial Management System (IFMIS) in a number of countries, involving the introduction of a computerised accounting package which assists in the automation of budget execution, accounting and reporting processes, and that is usually accompanied by extensive training and investment in IT infrastructure.

The IFMIS reform is often implemented through a wider programme of PFM reform which addresses all aspects of budget preparation, implementation, accounting, procurement and audit.  Government experience of both the MTEF and IFMIS has been mixed, and although there have been some studies of these experiences, they have tended to be undertaken by donors and consultants, and therefore do not necessarily reflect the views of governments themselves. Aspects of these reforms are included in the indicators on budget preparation, budget execution, accounting and reporting, although not explicitly.

3.6 Accountability, Recording and Reporting

These indicators assess the quality and timeliness of accounts reconciliation, in-year budget reports and production of financial statements.  All of these reporting processes are also affected by the weaknesses in accounting systems described above and can be significantly improved by the introduction of an effective IFMIS.

One of the indicators in this area focuses on whether information is available on the funds provided to service delivery units.  This interest arises from work undertaken in Uganda initially on Expenditure Tracking Surveys (PETS) which tracked funds allocated by the Ministry of  Finance down to the level of primary schools.  It was found that only a small proportion of the funds actually reached the schools and work was undertaken to identify the “leakages” in the systems as the funds moved from one organisation to the next.  

This resulted in an improvement in the systems and reduction in the leakages, while also focusing stakeholder attention on the need to undertake these types of studies in other sectors and other countries.  The Government of Uganda now publishes information at the primary school level so that parents can see the funds that are provided to the school and for what purpose, thereby increasing their ability to hold the school accountable.

3.7 External Scrutiny and Audit

These indicators focus on the scope, nature and follow-up of external audit and the external scrutiny of the annual budget law and external audit reports.  Many developing countries have weak external audit capacity and even where capacity exists this can be undermined in situations where there is limited political will to enforce sanctions identified through the audit process.

Parliamentary capacity to play its external scrutiny role is often weak as well, although a number of organisations are now providing training and other capacity building support to Public Accounts Committees and legislature bodies.

3.8 Donor Practices

The Framework recognises that donors can be as much a part of the problem as government systems and processes.  The framework includes several indicators to measure their performance:

1. is there predictability in the timing and volumes of Direct Budget Support?

2. is information provided by donors to the government on the funds to be provided in the forthcoming three years in time for this to be included in the government’s budget?

3. is information provided by donors to the government on actual expenditures that are spent outside the government systems?

4. what proportion of aid funds is managed within the government PFM systems?

A number of initiatives are being implemented to improve harmonisation of donor and government PFM practices and procedures, both amongst donors and between donors and governments.  

4 Strengths/challenges and Suggestions for Improvements

The main strength of the Framework is that it provides for a degree of objectivity and comparison of progress in PFM reforms over time based on indicators agreed by a wide range of stakeholders. 

While the Framework provides for this objective assessment, there are a number of areas where the implementation of the Framework could be strengthened further: 
· The Framework is used to measure against good practice in PFM, and a natural development might be to extend it to include best practice. However there is not yet a consensus on what constitutes best practice. There are a number of views on the MTEF for example and country experiences of IFMIS implementation have not been documented to reflect recent and government led views. Therefore it may be necessary to await the development of best practice to emerge before seeking to extend it in this way.
· The Framework requires that indicators are scored using one set of scores that may be based on the views of the individual or team implementing the tool. The reporting of the scoring in practice does not appear to provide for different views and perceptions of the various stakeholders within one country, within a government, or between governments and donors, and with civil society. However it ought to be noted that there is no intrinsic reason in the structure of the Framework to prevent it being used in this way, simply that in practice it is not.
· One of the objectives of using the Framework is to facilitate an assessment of PFM reforms.  However it is often difficult to engage with busy key stakeholders. It is appreciated that this is not of itself a problem of the Framework, and having fewer PFM assessments should make it easier to ensure an engagement on the one assessment that may be carried out. This is, of course, one of the main objectives of the Framework as part of the Strengthened Approach to Supporting PFM Reform.
· The PEFA website does not provide access to all the country reports: as a result the opportunity for sharing of information particularly between governments is limited. There is scope here for governments themselves to make the reports more widely available.
The process of undertaking and institutionalising the Framework could be strengthened in the following ways:

· The use of the Framework could be more participatory so that all stakeholders are present and different views and perceptions could be discussed, thereby contributing to the secondary objectives of improving harmonisation between government and donors

· While government practitioners were involved in the development of the Framework, there is a need for an ongoing and wider greater debate and discussion of best practice in PFM in the developing country context with the views of developing country governments also taken into account

· Mechanisms for sharing of information between stakeholders, including developing country governments and those in eastern Europe, Latin America and the Caribbean, and the Pacific need to be developed ideally by regional organisations that represent their member governments

· Further education and information needs to be provided to all stakeholders, including governments, donor organisations and civil society groups.

Resolving these issues and identifying the way forward for improving the Framework will require extensive consultation and discussion with key stakeholders, and there will almost inevitably be a need for more and more extensive training and education of both those involved in the conduct of the assessments, as well as the stakeholders, including government, donors and civil society, who are interested in interpreting the results of the assessments. It is to be expected that the review of the Framework that is taking place in 2006 will address these and other issues.

These issues and suggestions as well as the issues underlying improvements in PFM systems in developing countries will be developed in future articles.

Elizabeth Muggeridge is a public expenditure management specialist who has worked for many years supporting governments in Africa and Asia in the introduction and implementation of budget reforms.  These reforms have focused mainly on improving the transparency, accountability and performance focus of budgets in the public sector.
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