
GHANA

ISSUES IN MTEF
Background

The Government of Ghana (GOG) decided in 1996 to introduce a medium term expenditure framework (MTEF) to improve the contribution of the budget to sustainable development and, more particularly, to the realisation of Vision 2020.  It was recognised that there was scope for improving the links between policy making, planning and budgeting systems and processes at the district and sector level, in central agencies and at the political level.  The introduction of the MTEF was one component of a broader Public Financial Management Reform Program (PUFMARP).

The overarching objective is to improve the contribution that government makes to development outcomes.  In terms of budget outcomes, the MTEF is therefore intended to contribute to:

· more stable fiscal policy

· improved allocation of resources to, and spending on, strategic priorities

· more efficient and effective delivery of services to citizens

A key message from the experience of  a number of reforming countries is the interdependence of these three dimensions of budgetary outcomes (for further elaboration of these three dimensions see attachment A).  There is always a risk that an MTEF will be seen as a particular technique or a technical tool that can be bolted on to an existing system.  GOG has clearly avoided this with the MTEF becoming the new budget process for FY99.  As the MTEF evolves it will be important to bring into play the new disciplines it offers in the area of policy making, planning and budgeting, including through better information on outcomes, outputs and costs.  In this context it is very much concerned with improving all phases of the policy, planning, budgeting and implementation cycle, namely:

· government decision making

· planning

· budget formulation

· parliamentary scrutiny

· budget implementation

· organisational performance

· expenditure control

· financial management

· reporting 

All of these elements need to be mobilised to contribute to a more results oriented public sector.  It is, in fact, possible to design plausible, self contained systems for each of these elements.  Whether or not the total system delivers sustainable macro stability and improved development outcomes depends crucially on the interaction between, and the compatibility of, each of the elements.

The  experience  of other countries also highlights the importance of donor funding and behaviour being compatible with this integrated approach and the need for public sector reform efforts to be well coordinated and integrated.

GOG has made a very impressive start on this path.  The remainder of this note reviews progress to date and looks to the future.

Progress

By any standard, the Government of Ghana (GOG) has made extraordinary progress in implementing the Medium Term Expenditure Framework (MTEF).  Despite its impressive debut, however, the real test of its staying power lies in the future (some of which is not very far into the future).  The challenges ahead are discussed in detail below, beginning with the section on the Current Situation. 


Against the background of the objectives of MTEF, namely:

· More stable fiscal policy

· Resources allocated to priorities

· Resources used efficiently and effectively in delivering services,

progress has been most obvious in the linking of resources and operational performance and in priority setting at the level of MDAs.  Even here the progress has been largely in terms of putting in place procedures, mechanisms and structures.  But if the process on which GOG has embarked is sustained  and the reach of the framework broadened, then the success of the MTEF in contributing to better development outcomes will be assured. Significant progress in linking authority and accountability at the organizational level has been achieved. This should give GOG and any outside observers confidence that the endeavour will be successful.  Evidence for this can be found in:

· The progress made in education and health in devolving budget authority while implementing contracting arrangements which focus on the performance to be achieved with that authority

· The performance agreements between Chief Directors and their minister and the implementation of Performance Improvement Plans in individual MDAs

· The demands from departmental and agency heads for budget analysts as they recognised the implications of the MTEF approach for performance and accountability.

Very few developing countries have even begun this process.  As noted above and elaborated on below, the  MTEF was building on some important developments in other areas of the public sector, but the MTEF was the initiative that was necessary to link  resources and performance.  In an interview for the PUFMARP Newsletter, the Head of the Civil Service argued that “the new budget system [MTEF] introduces the essential framework for efficient resource planning and utilisation”.

Beginning with reasonably modest aspirations for the first year of the MTEF as recently as early 1998, by early 1999 a fundamental change was underway in the approach to resource allocation and use.  The fact that the understanding of MTEF throughout GOG is so broadly based is itself an impressive indicator of the change that has been set in train.  In the first year of the MTEF, the following important developments occurred:

· The decision to expand coverage in the first year from 3 pilot MDAs to all MDAs – the importance of this decision to the progress with MTEF implementation is probably not fully appreciated: one of the crucial lessons learnt from experience in other countries is that an MTEF for some sectors running alongside the traditional budget for the remainder means no MTEF in practice 

· The moves toward eliminating the barrier between recurrent and development expenditure, including the elimination of the Public Investment Program

· Collapsing of the number of budget items from 9 to 4 (and the expansion from 1 to the same 4 items in the case of subvented agencies) and the linking of these items to objectives and outputs

· Introduction of 2 extra years, while indicative, began to change the approach to budgeting

· Development of  mission statements for all MDAs

· MDA strategic plans influenced the determination of budget figures 

· The explicit focus on costing of activities and policies

· The first steps in merging sources of funding

· Substantial adherence to the original budget ceilings given to MDAs

· Withdrawal of Finance from much of the detail associated with incremental budgeting

To emphasise a point made above, what is particularly significant is that the MTEF process became the budget process.  This would not have happened had the initial pilot approach been carried through.  This reinforces the lesson from South Africa that one of the critical factors in the early success of MTEF implementation there was that it was “the only game in town”.

Perhaps of almost as much importance in the short run was the integration of the recurrent and development budgets and the associated efforts to encompass all funding.  In the longer run these steps, in association with the lengthening of the budget horizon and the link to performance, will be the key to the success of the MTEF.  In one fell swoop a  budget process which was fragmented

· Horizontally – across types of expenditure

· Vertically-

· With tenuous links between budgeting, policy making and planning

· With virtually no links between funding and outputs and outcomes produced

· Over time – discontinuities from one year to the next

was being integrated on all these dimensions.  Nurturing and deepening this integrated approach will be crucial to turning these bold initial steps into better and sustainable development outcomes.  This will mean building on the evident contribution during 1998 of these developments to:

· Increased transparency in resource allocation

· Allocations being derived more from a view of the role of government in, and the priority of , the five broad functional areas – social, economic, infrastructure, public safety and administration

· The reflection of these priorities in relative shifts in allocations to MDAs over the three years covered by the MTEF.

It is worth recalling that this progress was in the face of a system characterised by:

· Little explicit link between the annual budget and the plans and policy priorities in Ghana Vision 2020 and the Medium Term Development Plan

· Tenuous links between what was affordable in aggregate and actual allocations

· Recurrent and Development Budgets prepared independently of each other

· Incremental recurrent budgeting

· A Development Budget driven by individual donor financed projects and increasingly encompassing donor funded recurrent expenditure

· A tendency for budget allocations to be influenced significantly by the expected growth in a sector, with little consideration of the role of government in the sector

· A detailed line item classification of the budget

· Minimal links between resources and results during budget preparation and in budget documentation presented to Parliament

Explaining Progress
The review highlighted a number of factors associated with the success of MTEF to date.  Developing a better understanding of the relative contributions of different factors will be important both for the sustainability of the MTEF and for the lessons which might be learnt from the Ghana experience.  Some of the key factors seem to have been:

· The process by which the MTEF was developed seems to have been particularly important – examples of this include workshops built around action learning not traditional training; consultants as facilitators not doers; and the co-opting of Ghanaian officials, including a number of the potential losers from the introduction of the MTEF, as facilitators of the process and as members of the MTEF Central Implementation Team

· The fact that Ghanaian officials are now responsible for Public Expenditure Reviews seems to have contributed to an ownership of the problems in budgeting and public sector performance more generally and thus facilitated ownership of the solutions (most of the problems referred to in the previous section were documented in the 1995 PER)

· The output of the first MTEF has already been incorporated into other important processes of GOG – MTEF targets have been included in the performance agreements of Chief Directors;  the MTEF was recognized as  making redundant the  need for an annual action plan for implementing the Medium Term Development Plan

· The existence of  Vision 2020 and the supporting Medium Term Development Plan

· A number of key sectors were already working to achieve the same objective – the  relatively good fit between this work and MTEF (but see comments below) supports the view that a well developed sector approach is the equivalent of a sector MTEF, but that a whole of government MTEF is essential for the benefits of  a sector approach to be realized

· Other service wide reforms were also supportive of the MTEF focus on improving performance and facilitated its implementation – notable examples include CSPIP and the lessons learned from reforms of subvented agencies

· Very strong leadership at the Ministerial and Chief Director levels

· A tremendous work effort on the part of many in the civil service.

· Donor approaches which were broadly supportive of the MTEF approach

Current Situation

The budget formulation phase has been remarkably successful, at least in a technical sense, in making the shift from the traditional incremental but fragmented annual budgeting exercise to one which has more of a performance focus; reflects a more medium term perspective; and integrates decisions on recurrent and capital expenditure and sources of funding.  As is discussed in the section on outstanding issues, some of the factors that have contributed to this impressive transformation may not be sustainable and will test the staying power of the MTEF.  One of these is the sense that few MDAs may have felt much pain in terms of funding levels for the period covered by the first MTEF.  This will not, and should not, last.  A major part of the ongoing communications challenge is to highlight the importance of the MTEF in driving better use of existing resources.  This will involve reprioritisation as priorities change and new information on programs and policies emerges - this will mean reduced funding levels in areas of lower priority and eliminating programs and activities which are not contributing to development.

More immediately, the credibility of the MTEF will depend on the implementation of this year’s budget.  There were signs of frustration in MDAs over the unavailability of forms and the approach to disbursement.  This frustration was mirrored in Finance over the failure of MDAs to submit cash flow forecasts and work plans for FY99.  Although budget implementation was not seen initially as an MTEF issue, there is nothing more certain than that MDAs will, quite rightly, be judging the MTEF against what happens during implementation.  An MTEF which cannot deliver more predictable funding and more stable policy to support the delivery of high priority services to citizens is not going to cut much ice in MDAs.  While communications between Finance and MDAs has been remarkably good through this period of change, it is essential that the current frustrations do not undermine MTEF implementation.  GOG clearly recognises the links to implementation and the MTEF team is actively engaged in this issue.

Another key issue on implementation relates to the collection, monitoring and reporting of performance information and associated progress against the targets in the FY99 Budget.  If this is not pursued with some vigour, the sense that this is about the rights of MDAs (e.g., to additional resources, more predictable funding) and not their responsibilities (e.g., to deliver high priority services more efficiently) will become fixed.

Those involved with the development of MTEF are fully aware of these issues and are moving to deal with them.  They too are discussed in more detail in the next section.

As a final point on the current situation, with the FY99 Budget recently passed by Parliament, it is important that attention quickly turn to the issues that need to be sorted out in the lead up to the preparation of the FY00 Budget.  Much of this will revolve around the credibility of the indicative budgets for FY00 included in the FY99 Budget.  Again, this issue is discussed in some detail in the following section, but some of the issues here range from the contribution of the macroeconomic model to the establishment of a credible aggregate ceiling; through the role of information generated in the MDAs in influencing decisions by Cabinet on the individual sector and MDA ceilings; to the use of the available costing software.

Outstanding Issues and Next Steps

The ultimate success of the MTEF will depend not only on the broadening and deepening of  the 1998 process but also on paying attention to a number of existing and emerging issues.  Most of these issues are being addressed by the MTEF team.  It is by no means apparent, however, that all of these issues, particularly their linkages, are well understood by all those players who will determine the ultimate impact of the MTEF.  For this reason the outstanding issues and next steps are discussed below as an integrated whole.

The key issues are therefore discussed in terms of the budget cycle as well as some cross-cutting themes.  Such an approach reinforces the interdependence of the three outcomes of sound budgeting - aggregate fiscal discipline, allocation of resources to strategic priorities and more efficient and effective use of resources in the delivery of services.  Before turning to this discussion, the key issues are summarized:

· Predictability in the flow of budgeted resources to MDAs and front line service deliverers – this will be a fundamental determinant of the success of the MTEF and will depend on a number of factors, including:

· The development of a sound macroeconomic model and reliable revenue estimates

· Capture of all external resource flows in the budget

· Realistic aggregate and sectoral budget ceilings – it is important that the indicative ceilings for FY2000 be the starting point for the next budget round

· Availability of accurate cash flow forecasts

· Timely release of funds

· The timing of the passage of the annual budget through Parliament

· Predictability of policy and expenditure plans – once the policies and expenditure plans which underpin the MTEF are determined through the annual budget (MTEF) process they should be sustained through the period of budget implementation.  It will be important to establish clear rules for any change in policy or expenditure plans within the discipline of the MTEF (this is an issue not only for GOG but also for donors).

· The associated issue of expenditure control.  It will be essential that ministries, departments and agencies live within their budget allocation, including through avoidance of  arrears.

· Processes for the review and reprioritisation of policies, with the associated  reallocation of resources, at the centre of government during budget formulation.  It is apparent that there are many important policy issues that remain to be confronted if GOG is to deliver on its commitment to sustainable development.  Public sector pay is but one example of the challenges confronting GOG.

· Monitoring of performance against outputs and targets and learning from the first year’s experience to encourage refinement and more demanding targets

· Attention to incentives to manage resources efficiently and effectively – a crucial start to this has been made through the linking of resources and results and aligning authority and accountability, but important issues remain, notably the management of personnel

· Expansion of the performance concept to encompass policy and expenditure outcomes as  quickly as possible

· Fiscal decentralisation – supporters of fiscal decentralization are inclined to see MTEF as a centralizing force when it should be seen as an ally.  The MTEF provides the framework that should facilitate deconcentration (devolution within central government ministries to district level)  

· Decentralisation might well be facilitated if District Assemblies were to adopt an MTEF approach to budgeting and strategic planning.

In relation to broadening and deepening, there is a range of issues the review team discussed with GOG.  One of the key issues is the interaction between MTEF and the other components of PUFMARP.  MTEF has clearly moved ahead much more rapidly than other components and they will need to be accelerated if the necessary support is to be provided to MTEF.  The centrality of implementation and cash management to the sustainability of MTEF is well understood.  It is also apparent that BPEMS will be an important feature of improved resource management in Ghana.  But it is the case that most of the other elements also will influence the sustainability of MTEF.  Other issues such as the use of costing software need to be resolved quickly.  The classification structure needs to be tidied up so that services encompass the activities and costs associated with providing services outside the organization and administration is largely the overheads of running MDAs and regional and district offices.  As a minimum, it will be important to allocate personnel costs to reflect this distinction as quickly as possible (in a pure form of output budgeting, overhead administrative costs would be allocated to individual outputs, but that is not a priority at this stage).  In deepening the process in MDAs, it will be important to work closely with those ministries that had already begun reforming their systems and processes to learn from their experience and to ensure appropriate harmonisation  with MTEF requirements.

Budget Formulation

It is during budget formulation that governments confront the tension between what is affordable in aggregate and what is demanded in terms of funding for sectoral policies, programs and projects.  An MTEF approach demands that the trade-offs be confronted at this stage of the decision making process rather than the more common approach of crisis driven expenditure cuts during budget execution.  It facilitates this process by taking a more medium term approach to budget making and by ensuring that individual decisions are disciplined by what is affordable in aggregate over the medium term and by their expected cost and contribution to development over time.  The MTEF also looks to create more space for high priority activities by subjecting existing policies, programs and projects to ongoing scrutiny.  In turn, an enabling environment is created for improved service delivery by MDAs – one that both assists and demands high standards of performance.

Ghana has made progress on all these fronts, but much remains to be done.  Beginning with the aggregates, it is apparent that the development of the macroeconomic model has some distance to go.  It is also clear that there is considerable scope for improving the information on prospective external funding.

The dependence of GOG on the PFP as the starting point for determining what was available from domestic sources for FY99 was an obvious source of frustration.  The momentum which was built up during 1998 via the macroeconomic group must quickly be turned into a credible model which can take the place of the PFP as the FY2000 budget round gets underway.  It is clear that capacity limitations in Finance will need to be addressed if the macroeconomic model is to be accepted by all players as the basis of forecasting macro variables.  In the medium terms this will need to be addressed as part of the much broader public sector pay issue.

One measure of the acceptance of the macroeconomic model would be that external partners, such as the IMF and the World Bank, began to make use of the model.  In the short term the Fund and the Bank could usefully emphasise the importance of the model to their interaction with GOG.  They might also be asked to contribute to the development of the model, while being careful not to substitute for the development of domestic capacity.  Eventually the model, together with the priorities and programs embodied in the MTEF, should be driving the PFP.

Given the centrality of greater predictability to the success of the MTEF, GOG should continue to be cautious in the use of the expenditure numbers that are generated by any model.  Conservative estimating of the resources available domestically, which was apparently the approach for FY99, will continue to be appropriate.  This seems to have helped Guinea in its implementation of an MTEF and has characterised the approach in a number of OECD countries.

External funding is even less predictable than domestic resource flows.  Unpredictability has precisely the same effect on performance whatever its source.  GOG must mount an aggressive campaign to convince donors of the importance of  greater predictability of funding within the framework of the MTEF.  There are encouraging signs that donor behaviour is changing and that there is a readiness for this message.  The support to sector wide approaches is the most obvious manifestation of these changing attitudes, but they will not be sustained if they are not managed aggressively by GOG.  A message that will recur is that if the MTEF is to deliver better development outcomes over time then this will require that all actions of government, central agencies, MDAs and donors be scrutinised to ensure that they create and support, rather than undermine, incentives for good performance in the public sector.
Within this aggregate framework, the credibility of the MTEF revolves around the credibility of the sectoral ceilings employed at the beginning of budget formulation.  They must meet three tests:

· The relationship to the indicative budget figure contained in the MTEF must be clear

· MDAs should feel that they reflect an awareness of their realities

· They should be sustained through the budget formulation process and, implicitly, through budget implementation and where they need to be changed (e.g., because of changing macroeconomic conditions or changing priorities during formulation) the reasons need to be explained and the rules for change should be established ex-ante.

One issue not discussed by the review team but which has the potential to create tension is that of the treatment of user charges in the development of ceilings.  The role of user charging in a sector is a policy issue and not the subject of this review.  The extent to which user charges are to be effectively retained by the service provider as opposed to be shared with the budget is again a policy issue.  The key point is that the choices and their treatment in the setting of ceilings must be made explicit.

The other key to the sustainability of the MTEF is that policy making is disciplined by what is affordable, by development priorities, by what is working on the ground and by cost.  Impressive progress is being made in relation to the latter although it is apparent that better costing will require considerable ongoing effort.  While the first MTEF saw Cabinet playing a key role in policy making via the establishment of MDA ceilings, it will be important that the annual MTEF process increasingly be seen as the forum within which explicit policy choices are made.  Vision 2020, the supporting MTDP and sectoral strategies provide a road map for debating the choices confronting GOG.  It is apparent, however, that a number of difficult policy choices remain to be made if fiscal stability is to be maintained and development priorities are to be translated into sustainable development for the citizens of Ghana.  That the MTEF is seen as providing the framework for these decisions is already evident.  Examples include the decision to provide additional funding for public safety over the timeframe of the first MTEF and the resistance, in the face of outside pressure for budget cuts, to imposing the standard across-the-board reductions that would alter the priorities implicit in the FY99 budget.  The next budget round should see even more attention given to debating policy choices.

Despite the progress, it is apparent that the links between sectoral strategies, priorities and budget allocations need to be strengthened.  A great deal of attention will need to be given to making these links a reality in the FY00 budget.  Improvements in costing will contribute to these links being made effectively. 

Over time it will be important that better information be made available to inform policy making.  Initial steps are being taken on the costing side and in the development of output information.  The next step will be to focus more attention on outcomes and to begin to support this focus with evaluation results.  This is discussed in more detail in the section on evaluation below.  It should be noted, however, that there is already one valuable source of data on outcomes in the social sectors – the Comprehensive Welfare Indicators produced by the Statistics Department - which does not seem to be getting the use it deserves in developing the MTEF.

The review team was not able to get a full understanding of the information that is available to Cabinet when it makes its decisions.  The developments associated with MTEF provide an opportunity to review the requirements to support policy proposals being submitted to Cabinet.  On the costing side, proposals should indicate costs, by year, over at least the period of the MTEF (and beyond if their costs are changing in later years).  These costings should be agreed with Finance before the proposal proceeds to Cabinet.  Consistent with the performance orientation of the MTEF, proposals should be justified in terms of their contribution to achieving the objectives of the particular sector, describe what success will look like and include the associated outputs and targets.  The presumption should be that proposals seeking additional funding will be offset by savings in other lower priority programs.  Since this is really only feasible in the context of the annual budget process, new policy proposals should be considered only in the context of the annual budget, unless there is some overriding reason to do otherwise.

Policy choices are not the sole preserve of Cabinet.  Individual ministers and their MDAs have a great opportunity to use the MTEF process to ask fundamental questions about policy and programmatic choices under their control.  Again impressive progress was made on this front but the potential remains to be exploited.  One example that will illustrate the potential relates to the current attention to restructuring subvented agencies.  The annual MTEF process provides an ideal environment within which to focus attention on the gradual reduction of the call on the budget of those agencies that may ultimately be commercialised or privatised.  The State Enterprises Commission can make a valuable contribution to this process, both in advising on options and in working with agencies to manage the transition to independence from the budget (this would represent a formalisation and expansion of the significant role that SEC consultants played in the first MTEF round).

The shift to the MTEF means that budgeting should now be more compatible with the horizons of planning - at least the 5 year MTDP - and policy but it also implies a greater disciplining of these processes (in aggregate and at the level of individual new proposals).

As the MTEF process encourages a greater questioning of existing policies and activities, not least because better costing and performance information becomes available, it is quite likely that some of the targets set out in MTDP will be increasingly questioned.  As the MTEF evolves, sector strategies become more rigorous and decentralisation proceeds it is almost certain that the role of the MTDP will change.  With the next 5 year planning cycle due to start in 2001 thought needs to be given now to what ongoing role such a planning approach has, if any.  

Appropriation

At the time the review was conducted the FY99 budget was being debated in the Parliament.  Generally speaking, the MTEF approach appeared to be welcomed by parliamentarians.  The provision of a more medium term perspective and better information on what is being achieved with budgeted resources will raise questions about how best the Parliament can exercise its scrutiny role and the form and types of information it will require.  The Chairman of the Finance Committee, with whom the review team met, and other committee chairmen were briefed on the MTEF in the lead up to the FY99 budget but time constraints meant that parliamentarians generally were not briefed.  It will be important that planned briefings take place this year.  The opportunity should be taken not only to brief parliamentarians on the MTEF but also to begin a dialogue on the information needs and role of Parliament.  In particular attention might be given to the role of a Budget Policy Statement in improving the process.

In South Africa the Minister for Finance presents a Medium Term Budget Policy Statement to the Parliament some three months in advance of the tabling of the government’s detailed spending plans (the formal budget).  This Statement sets out the policy framework at both the macro and sectoral level within which the subsequent budget is being developed.  It provides an opportunity for the Parliament to debate policy priorities unencumbered by the detail of expenditure.

The pressure cooker environment of the appropriation process is not always conducive to a considered debate on policy issues or on program performance.  The Budget Policy Statement is one way of addressing this issue.  Consideration might also be given to strengthening the role of parliamentary committees in scrutinising and  reviewing program and MDA performance outside the appropriation process.

As a final point, if the full benefits of the MTEF are to be realised then attention will need to be given to the timing of the passage of the budget through Parliament.  At the moment the budget is passed in the first quarter of the fiscal year.  This year passage will be almost three months after the beginning of the year.  This inevitably increases uncertainty in the MDAs and, if nothing else, gives them an excuse for not moving rapidly to implement the programs and projects contained in the submitted budget.  The review team came across examples of where there was a reluctance to submit cash flow estimates to Finance in advance of the budget being passed by Parliament.  At some point, consideration should be given to the pros and cons of the budget being appropriated before the fiscal year begins.

Implementation

Much has been written above about the importance of budget implementation to the credibility of the MTEF.  The attention being given to cash management by GOG indicates the seriousness with which this issue is being addressed.  The centre – both political and bureaucratic – has to abide by the contract implicit in the budget that has been developed through the MTEF process.  Budgeted resources must be delivered in a timely manner and the policies, programs and projects developed as part of the process must not be altered without rigorous analysis.  Where for macroeconomic reasons there is a need to reduce expenditure during budget implementation, priorities must be protected and the rules for changing allocations must be clear.  In the event that proposals for additional spending come forward during the year they must be justified in terms of priorities and compensating savings elsewhere identified.

At the same time, MDAs must also abide by the terms of the contract.  They must live with their budget and deliver on the outputs committed to in the budget.  This is developed in the next section.

Monitoring

As noted in the section above on the current situation, monitoring of progress in the delivery of outputs being funded by the budget will be important.  As is also noted in the summary above, it will also be important to recognise that there will be a great deal of learning to be done in this first year.  While monitoring must be firm, it must also be pursued with a light touch.  Particular attention should be given to aligning the outputs in the budget to those MDAs are pursuing.  In some cases, as already implied, the outputs developed for the budget will not in fact be aligned with the sectoral strategies of a particular MDA.  Accommodation, not confrontation, must be sought here.  In other cases, it is likely that what a particular MDA is producing is in line with neither its strategy nor with its budget commitments.  Again the emphasis should be on encouraging alignment.  Since the FY00 budget round is about to begin, priority should be given to ensuring that the experience with FY99 budget implementation is being reflected in the development of the FY00 budget.

The review team was made aware of the fact that monitoring units have been set up in at least the Office of the President and in Finance.  There is also a monitoring role associated with Chief Director performance agreements and with similar agreements in some MDAs.  Monitoring will need to balance the tensions between being encouraging and being demanding.  Given the learning to be done, the emphasis might well be on the former in the early years.

Monitoring of actual expenditure will highlight the importance of moving ahead with the development of BPEMs (it is also noteworthy that the timing of BPEMs implementation will be one ingredient in the decision on the timing of the passage of the budget).  Particular attention needs to be paid to the monitoring of arrears and the managing of their elimination.  The problem with arrears in the road sector suggest a fundamental breakdown in internal management controls, at least as they relate to contract management.

Audit

Audit is another component of PUFMARP.  In an environment where devolution is occurring, audit has a pivotal role in reassuring citizens, the Parliament and the Executive that such devolution will not lead to abuse of the greater authority given to budget holders.  While the strongest antidote to such abuse is a focus on the performance to be achieved with such devolved authority and greater transparency, audit must be strengthened.  In terms of external audit there will be a desire to encourage more of a  performance orientation.  While this is understandable, the first and primary role of audit in the current Ghanaian situation is to provide assurance on the proper use of resources from the point of view of probity and stewardship.

As accounting officers begin to appreciate that they really are going to be held accountable for the use of the devolved authority given to them they will demand a strong internal audit capacity.  One of the many positive signs associated with the MTEF is that some departmental and agency heads have already appreciated the need to strengthen the financial management capacity of their organisation.  They have always been required to have budget analysts for example, but have not needed them until now.  This is the basis on which genuine capacity building can begin.  Supporting the building of this capacity must be an integral component of any training strategy.

Evaluation

In many respects evaluation is what closes the management and program cycle and, in turn, feeds the next round of policy and budget making.  As already noted, the real test of the MTEF will be the extent to which it contributes to better economic and social outcomes for the people of Ghana.  There is valuable information already being generated on social outcomes and on a number of important intermediate outcomes and outputs.  These must be exploited more effectively and a focus on outcomes extended to all activities of GOG.

The Government should consider introducing a more structured approach to evaluation in the public sector.  One of the keys to allocating resources to priority areas is to have information on what is working and what is not.  Some suggestions have been made above for improving the information base on new policy proposals.  Evaluation can play a useful role here, but it is in the area of existing policy that evaluation can begin to identify strategies that are and are not working.  Evaluation helps establish the causal links between outputs and outcomes.  Experience in a small number of countries that have made evaluation a central plank of their public sector reforms is that the process of evaluation contributes to a better understanding, and clearer articulation, of outcomes.

Reporting

Greater transparency is one of the objectives of GOG’s reform agenda.  The way that the performance of the public sector is reported will be an important determinant of the success of the strategy.  The FY99 budget documents already represent an important step forward in this regard.  Some possible ways of further improving the information provided to Parliament have been suggested above.  Consideration will now need to be given to the form in which actual performance against budget is to be reported.  There is a risk that budget documents that are both forward and backward looking could in the early years of the MTEF overwhelm the Parliament.  Consideration might be given to a separate report on actual performance.  This could be linked to the Performance Improvement Plans being developed by agencies and take the form of an agency annual report.

This is not a straightforward issue, as it is easy to siphon off a great deal of resources to produce elegant reports that are of little use.  The precise form of reporting is worthy of close attention in the next phase of MTEF implementation.  One thing that is certain is that having set off down the path of improving the contribution of the public sector to development outcomes, all stakeholders will have a keen interest in tracking actual progress.

Management of Aid and Donors

The MTEF can be a vehicle for the more effective management of aid and, at least as importantly, for the management of donors.  The widespread enthusiasm among donors for the initial progress with MTEF implementation provides an opportunity for GOG to build a stronger partnership with donors.  The latter have already taken a number of steps that are supportive of the MTEF approach.  The most obvious of these is the shift to a more sector oriented approach, away from individual projects, on the part of some donors.  Even where donors are still project focused, such as in the roads sector, the focus on the sector strategy as the basis for projects is important.  GOG should be developing an approach to aid management that has as its central plank the MTEF.

It is useful to think of aid and donor practices in the same three dimensions of budget outcomes as the MTEF is intended to address – aggregate fiscal discipline; strategic prioritisation; and operational performance.  At the aggregate level, the initial effort last year to set one aggregate ceiling, irrespective of the source of funds, was appropriate.  Not surprisingly, this could not be sustained given the history of inadequate coverage of donor funding, not only in prospect but also retrospectively.  While 1999 will no doubt be another transitional year, the objective should be to move to an aggregate ceiling that incorporates external funding on the same basis as domestic funding.  This will require that donors provide credible estimates of aid flows not only for the coming budget year but also for the timeframe of the MTEF.  This will require that donors review the rules both for the determination and disbursement of funds.  The objective should be to have the same rules applying to disbursement of both domestic and donor funds.

Providing credible estimates of aid flows is not a one way street.  A significant part of the problem in aid dependant countries is their inability to use donor funds that are available.  In many countries this has led to something of a stand-off, with the country blaming the donors for unreasonable rules and slowness and donors blaming delays on country inadequacies.  There is going to be a need for changes in the way that both parties behave and the MTEF provides the vehicle for these changes.  GOG and donors must work together to build systems and processes which satisfy the needs of both.

Ideally, as already implied, donor funds should be seamlessly integrated into the MTEF.  This would contribute to aggregate fiscal discipline and enhance the chances that resources were allocated in accordance with the development priorities of GOG.  The latter will require the improvement of sectoral strategies across the whole of government, a tighter linkage between strategies and resource allocations through the MTEF process and, almost certainly, the elimination of separate Project Management Units (PMUs).  The latter will be sensitive with both donors and those who benefit from being associated with individual PMUs.  It is the view of the review team that early efforts to begin scaling back such units will be one of the litmus tests for the sustainability of the MTEF.  Just as it is argued above that the donor funds need to be seamlessly integrated into the MTEF, so the activities of MDAs should be seamlessly integrated and not be based on the source of funding.  Movement on this front will be essential if the concept of holding accounting officers accountable for performance is based on limited, or no, authority over significant activities in their department or agency.  Prioritisation will be compromised and operational performance weakened.  What is suggested above as the very distinctive feature of GOGs progress – the linking of authority and accountability – will quickly become a sham.

It is argued above that the best defence against sceptics is improving performance, which includes being transparent about it.  This should be the basis of the dialogue with donors.  But this is also why it is essential that the other components of PUFMARP move ahead quickly.  Obvious areas such as audit and procurement will be of particular interest to donors.  BPEMS will contribute to confidence on the part of donors (and, incidentally, MOF) that through more timely and transparent reporting on actual expenditure that control is actually more effective where authority has been devolved.

Two final points: the first is that the current practice of paying some donor funds directly into district bank accounts will need to be monitored closely.  It is, despite its obvious attractions, distortionary and inconsistent with the principle of the same rules for disbursement of funds, whatever their source.  It is ironic that this means that donor funds are more easily accessible than GOG funds, when the usual complaint is that donor funds are even more difficult to access than GOG funds.  The second is the importance of the approach that consultants funded by donors take to their work.  The progress to date with the MTEF does seem to provide evidence that the consultant as facilitator really does work.  GOG needs to make clear to donors that consultants have to ply their trade within the framework of GOG priorities and approaches.  By all means they should bring the principles of their trade but they should leave the particular tools and techniques of their country at the airport.  It is suggested that GOG develop an information package that spells out the approach to public sector reform that is being taken and that all consultants and employees of bilateral and multilateral agencies be provided with a copy.

Management of Interface Between MTEF and Sectors

It was suggested above that one of the factors contributing to progress to date may have been the relatively good fit between sector approaches in, for example, Health, Education and Roads and the MTEF approach.  The fact that these are sectors with heavy donor involvement is therefore encouraging, but it also creates its own challenges (see discussion in previous paragraph).  Since the review team could not comprehend any circumstances in which a sector wide approach and the MTEF should not be following the same approach (recognising the inevitable real world tensions between central budget agencies and MDAs), likely problems will reflect different approaches by individuals.  These might be consultants (again, see previous paragraph) or GOG officials.  It is essential that sector officials as well as line ministers and parliamentarians understand the macro imperatives – sound fiscal policy is necessary for sustainable development (but not sufficient).  Just as importantly the centre needs to understand the importance of policy and funding predictability to the delivery of high quality services to citizens.

The importance of deepening the MTEF approach has been noted.  The emphasis here should be primarily on getting the incentives right for improvements in performance.  At the heart of this will be the better matching of authority and accountability.  Capacity building will be most effective where it is a response to these incentives.

One major policy issue which will bear heavily on the better matching of authority and accountability concerns pay policy and the managing of personnel.  Quite appropriately in the first year of MTEF implementation a decision was made not to attempt to allocate personnel emoluments to objectives and outputs.  There must be a concerted effort to undertake this allocation over the next few years.  More importantly, until accounting officers are given authority over personnel there will be a yawning gap in the accountability regime.  Since progress on this front cannot be separated from the difficult issue of pay policy, the resolution of the latter must be given a high priority.  Yet again, the MTEF, with its medium term perspective, provides an improved framework within which the pay issue can be tackled.

The other key challenges will be to ensure that policies reflect the development priorities of Ghana and that the full costs of those policies are transparent.  Policy making and planning must be disciplined by resource realities over the medium term.  Much remains to be done to ensure that sectoral strategies, programs and projects are tightly linked to budgets.  This is the other area where deepening needs to be concentrated, both in policy making at the level of Cabinet (inter-sectoral choices) and at the sector level (intra-sectoral choices).

The MTEF is for all intents and purposes a contract between Cabinet, central agencies and sectors.  Better budgetary outcomes will be sustained only if everyone delivers on their part of the bargain.  Less obviously, the MTEF should be thought of as a contract  with the people and with external partners.  Again there are reciprocal obligations.

Finally, there need to be constant reminders that current reform efforts are all about better development outcomes.  It is very easy for the form to outweigh, even submerge, the substance.  There is some evidence that the process associated with MTEF implementation has sometimes distracted people from their day-to-day responsibilities to make things happen.  While the deepening and broadening goes on this year, the need to actually deliver education, health, public safety, etc must not be lost to sight.

Decentralisation

GOG is confronting a number of important decisions in relation to its decentralisation policy.  While it is not the place of this review to comment on the political issues involved, it did become apparent that the decentralisation question has important implications for MTEF.  A number of officials indicated a concern that the MTEF was in fact working against the principle of decentralisation.  This view must be countered if the MTEF is to be sustained.

The MTEF supports the current approach to sector deconcentration (devolution of authority within central government sector ministries to district level) by making more transparent the links between resources and performance at devolved levels.  It seems quite appropriate, given the current arrangements and the need to develop an understanding of the cost of policies, that the MTEF process is encouraging the rolling up of these costs from the district level to give a comprehensive country wide perspective to costs.  Badly done this can represent a form of centralisation.  Well done it can still give the impression of centralisation.  This costing information should also facilitate some early efforts at benchmarking – with the initial emphasis being on learning from each other about approaches that seem to work.  The current phase of MTEF implementation must pay particular attention to supporting effective deconcentration.  This will be the strongest support it can provide to the Government’s broader decentralisation objectives.

There would seem to be a strong case for District Assemblies to be implementing the MTEF approach.  If they can apply this approach to the relatively limited responsibilities they currently have this will put them in a good position to manage the integration of the wider set of responsibilities that are associated with the decentralisation policy.  The fact that similar approaches are being adopted at all levels of government will not only facilitate integration but will also increase the chances that improvements in the provision of services underway will not be set back.

Attachment A
Improving Public Expenditure Management (PEM)


Poor management of Public Expenditure has been identified as a major contributor to poor macroeconomic performance but also to poor public sector performance more generally.


Many factors have contributed to poor PEM.  Contrary to popular views, most of these have been shared by both developed and developing countries. One difference is that developed countries have not had to cope with the often adverse consequences of donor behaviour on PEM.  Nowhere have these been more in evidence than in the de-linking of budgeting from policy making and planning.  The World Bank’s Public Expenditure Management Handbook suggests that this failure to link policy making, planning and budgeting may be the single most important factor contributing to poor budgeting outcomes (on the three dimensions discussed in the next paragraph. 


Experience in a wide range of countries which have addressed weaknesses indicate the need for approaches which emphasize the full range of influences that the budget has on both private and public sector performance. These influences have been categorized into three key objective of PEM, namely:

· Aggregate fiscal discipline

· Resource allocation and use based on strategic priorities

· Efficiency and effectiveness of programs and service delivery


What this means is that the total amount of money a government spends should be closely aligned with what is affordable over the medium term and, in turn, with the annual budget; spending should be appropriately allocated and spent on policy priorities; and spending should produce intended results at least cost.

Added to this has been the increasing recognition of the interrelationship between the three objectives.  Some of these interrelationships include:

· Stable fiscal policy is frequently cited as a central component of the enabling environment for the private sector but is rarely cited as a part of the enabling environment       for the public sector (in fact it often seems that the way to achieve an enabling environment for the private sector is to create a disabling environment for the public sector).  More challenging is the fact that from the point of view of sound PEM, it is  predictable aggregate expenditure (one of the two components of a sound fiscal policy) underpins effective prioritization and more efficient and effective service delivery.
· Allocating resources to reflect strategic priorities during budget formulation is essential for both funding and policy predictability which, in turn, underpin efficient and effective service delivery.

· In turn, improving the balance between policies and resources (what is affordable over the medium to long term) reduces the pressure on aggregate expenditure and is essential to effective expenditure control.  Achieving this balance requires a mix of policy decisions being made at the centre of government (inter-sectoral) and by individual ministers at the sector level (intra-sectoral).

· Varying spending patterns from those contained in the budget undermines operational performance and is suggestive of a less than adequate budget formulation process.

· At the operational level, performance depends on many factors in addition to predictable funding and policy. From a PEM perspective, other important issues include: a demand for efficient and effective  use of resources (ex-ante performance specification, costing of policies, programs and activities, monitoring, evaluation and ex-post reporting) and broad authority to managers to manage (this includes non-financial as well as financial authority).

· An expectation that managers (and politicians) will live with their budget (including avoiding arrears)

· An expectation that improvements in efficiency will also reduce pressure on aggregate expenditure (but will not solve the macroeconomic policy problem).

Thus, improving PEM outcomes requires:

· Fiscal and financial discipline at both macro and micro levels

· Policy discipline, reflected in an increasingly sustainable balance between resources and policies

· Clear and predictable rules for allocating, reallocating and using resources 

· Increasing and matching authority and responsibility for individual ministers, their ministries and agencies

· Demanding better outcomes for citizens.

· That the question is always being asked of new proposals and regularly of existing policies: does government have a responsibility?  If the answer is yes, does government need to provide the good or service itself?

As a final point it is worth highlighting that donors, in their approach to funding or in their behavior, have an impact on all three dimensions (often through ignorance of how activities in one area, e.g. fiscal discipline, can undermine performance on another dimension, e.g. delivering quality services to citizens).

