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Objectives of PFM and Budgeting

Three-level PFM Framework Three functions of
Government and budgeting

* Macrofiscal discipline

* Strategic allocation of * Strategic Planning
resources * Management Control

* Technical efficiency * QOperational Control

Source: Public Expenditure Handbook World Bank (1998) Source: Planning and Control Systems: A Framework for Analysis.
Robert Anthony (Boston, 1965)
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Simple Concept

* Spending unit managers are accountable for
— Financial results
— Non-financial performance
— Following appropriate rules, procedures

— Have authority and flexibility to make resource
decisions (within limits) to achieve results



Concept Definition

Clear assignment of responsibility to the management
of spending agents
— for operational policies, financial management, internal
controls within their organizational unit

e Assuring organization uses resources to attain approved ends,
through acceptable means

* Frequently narrowed to focus on adequate financial management
and control for planning, programming, budgeting, accounting,
controlling, reporting, archiving, monitoring

Clear roles and authority of managers
Transparency and sufficient enabling environment

Concept could be broadened to encompass
organizational results



EC PIFC

* Goals
— Funds used for intended purpose
— In accordance with economy, efficiency, effectiveness
* Means
— Standard processes
— Clear responsibility
— Transparency
* Features
— Management control
— Internal audit
— (External audit)



Related Concepts

 Managerial accountability
 Managerial control

 Managerial authority or autonomy



Management Control

* Process by which
managers influence
other members of the
organization to
implement the

organization’s of strategies,

Set Goals,
Strategies, Polices

Strategy
Formulation

Implementation

. o
strategies POTIEIES

e Occurs within other
functions, activities Effective

* Encompasses financial performance of
and non-financia/ individual tasks
performance

Efficient and
Task Control




Management Control

* Process involves
— Communication of goals, expectations
— Motivating subordinates
— Evaluate performance
* |Implementation of process entails
— Setting objectives (planning)
— Performance measurement
— Performance evaluation
* |nstitutional processes supporting management control
— Strategic Planning
— Budget Preparation
— Execution and evaluation



Disabling factors

* Difficult to hold managers to account if
— Unclear organizational structure, mandate
— They were not involved in budget setting, planning, target setting
— Performance metrics, targets change annually

— Do not actually receive approved budget levels; no predictability in funds
availability

— Have no influence over procurement processes for their work

— Have no influence or human resource management for their office (positions
or employment)

— Do not receive continuous or regular spending reports for their units
— No regular management or performance and output reports
— Have no flexibility or discretion in resource allocation

— Have treasury/accounting systems on a cash basis, necessitating their own
parallel commitment accounting

— Managers selected for technical skills, not management ability
* No managerial training, support system

— Auditing focuses on compliance, which legislature and chief executive focus on
performance results

Generally, if there is tension between following rules and achieving results,
system should be closely examined.



Misalignment of Various Systems
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“Managerial Accountability” Survey Results

Resources (budgets) are allocated to individual managers

The Ministers report to the Council of Ministers (Government) or Parliament on
whether internal financial control requirements have been observed by the
Ministry

Delegation of decisions from the head of organization takes place, individual
managers have personal discretion to make managerial decisions

Performance goals or targets for individual managers are clearly defined

The Ministers report to the Council of Ministers (Government) or Parliament on
whether budget spending for which the ministry is responsible conforms with the
budget forecasts

Responsibilities and tasks are clearly defined for each manager

There are arrangements for systematic reporting upwards within the organization

The Ministers report to the Council of Ministers (Government) or Parliament on
the results achieved by the Ministry as a whole and whether the responsibilities
and tasks have been carried out to defined standards, to time and within budget

41%

47%

63%

74%

59%

53%

26%

89% 11%
92% 8%
93% 7%
97% 3%
0% 20% 40% 60% 80%

HYes

H No




Importance of Obstacles to Implementing

Managerial Accountability

Ministries cannot decide how many staff to appoint or what pay scales they
should be appointed on

The risks of moving to managerial accountability are too great because of the
possibilities of the misuse of funds

Measurable performance targets for the organisations are not set and/or
performance evaluation mechanisms are not in place

Civil servants are not trained as managers, and would not accept the
responsibility

The law does not allow for any delegation and requires the head of the
organisation to take all decisions because that person has ultimate
responsibility

It is not possible to introduce managerial accountability at this stage because of
the weak institutional capacity

Ministries have little or no discretion over organisational structures because
they are decided centrally

The responsibilities and tasks to be undertaken by the organisation are not
sufficiently well defined to enable managerial accountability to develop

The accounting system does not allow the breakdown of income and
expenditure over individual managers or sub units
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Development of Managerial Accountability

Where does it currently stand?

Is it a Priority Over the Next 5 Years?

How would you rate the stage of development of managerial
accountability in your country?
(where '0' means 'does not exist at all' and '9' means 'fully developed')
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Concluding remarks

* From survey

— Appears to be misalignment of
 authority, responsibility
* support systems and responsibility
* transparency and responsibility

— Institutions weak, risk of misuse of funds high,
therefore no move to managerial accountability

* But, without clear expectations and authority, better support
systems, institutions won’t develop

— And improving efficiency, effectiveness, economy will be limited

* |t is possible to build capacity and support systems, and
gradually evolve, without losing control



