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1. INTRODUCTION

Over recent decades, OECD countries have sought new ways to use performance
information in their budget systems.' While not a new concept, more recent reforms have
enhanced the focus on what actors are accomplishing with the resources provided, rather than
how much money is being spent in any area. Specific approaches and the tools adopted have
varied considerably between countries, often reflecting the initial impetus for reform—such as
the need for fiscal consolidation, a new government, the need to improve and/or show value for
money—and their various legal, political and administrative traditions.

The objective of performance budgeting is to improve the quality of public expenditures by
better allocating resources, consistent with political and social goals, and to improve
efficiency in their use. This has generally been a component of broader public sector reforms,
especially administrative reforms, aimed at improving the efficiency and effectiveness of public
services that are better aligned with government priorities. In many cases these reforms have also
been designed to promote public sector responsiveness and accountability to parliaments and the
public.

Demands to improve results and to strengthen accountability have encouraged the move
toward performance budgeting in Latin America. Enabled by relatively good fiscal
performance in recent years, which has improved the availability of public resources, and
spurred by reformist presidents, politicians, technocrats and a demanding public, a number of
countries in the region have started to develop the technical and administrative foundations
needed to implement performance budgeting. However, significant challenges remain to using
good quality performance information at each stage of the budget cycle.

While country circumstance will dictate a particular reform path, this paper seeks to
inform the policy and technical dialogue concerning the design and implementation of
reforms throughout the Latin American region. Firstly, the paper provides an overview of the
meaning and types of performance budgeting. It then provides a framework for analyzing the
potential roles and incentives of key decision makers and institutions” in the budget cycle. This
can be critical in the move toward what is likely to be the most appropriate, and feasible, form of
performance budgeting for the region, i.e. performance-informed budgeting. This is the
systematic—though not exclusive—use of performance information in planning for public
activities and ensuring accountability for deliverables, allowing for wide variation in how such
information is used. Subsequent sections highlight some of the technical and managerial building
blocks that have typically supported such reforms.

This framework is highlighted using a few relevant OECD examples and four Latin
American case studies—Mexico, Brazil, Chile and Colombia. Each country has its own
institutional arrangements that will impact on the precise nature of the reforms, for example, the
strong presidential systems in Latin America have been a strong source of demand for better
performance information and its use during the budget cycle. Given the complexity and diversity
of reforms, and for the sake of brevity, only the most salient features have been highlighted and
therefore caution should be taken in trying to generalize from these cases. These reforms are also
dynamic and evolutionary in nature, meaning that the status and nature of the reforms can change
rapidly.



2. WHAT IS PERFORMANCE BUDGETING?

Recent efforts to sharpen the focus of budgetary decisions on results entail the appropriate use of
performance information by key actors at each stage of the budget cycle to inform their decisions
concerning resource allocation and value for money in the use of public resources. The main
features of performance budgeting that distinguish it from traditional budgeting systems are:

(1) The greater focus on the achievement of public program objectives and their
alignment with government policies; and

(i)  An emphasis on holding senior officials accountable for deliverables — often with an
accompanying change in the nature of expenditure controls, away from detailed ‘line
item’ input controls to one where managers are held accountable for both results and
the use of inputs.

2.1 DEFINING PERFORMANCE

The term performance is typically used in two ways:

(1) As a general headline, it is often used to convey that achievements matter as well as
probity and economy in the use of resources. It is used to indicate that there is an
expectation that managers or agencies should achieve certain standards or norms, and
that management improvements will be directed towards that end; and

(1))  As a measure, the term can refer to anything at all beyond solely inputs—whether it is
in fact classifiable as outputs or outcomes, or even managerial arrangement and
processes. Increasingly countries are trying to move toward outcome-based measures.
Table 1 provides a brief description of the various types of performance measures.

Table 1: Typical performance measures

Outputs produced Quantity, quality, cost and timeliness of products and services

Efficiency Costs/Output

Productivity Output/Input

Policy goals Intermediate outcomes (direct consequences of the These outcome-based

achieved output) measures are valid for
Final outcomes (significantly attributable to the output) | performance only to the

Effectiveness Contribution of the output to the desired outcome extent that there is a clear
(intermediate or final) causal relationship to the

Cost-effectiveness Costs/Outcome (intermediate or final) individu}al or agency’s

outputs.

Source: Ketelaar, Manning et al. OECD, 2007

2.2 PERFORMANCE BUDGETING

The foundation of performance budgeting is the demand for, and access to, reliable information
and the development of reliable management information systems that underpin the four phases
of the budget cycle: preparation, approval, execution, evaluation and audit.
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The overall objective of performance-informed budgeting is to improve the quality of public
expenditures through the improved allocation of resources, consistent with political and social
goals, and improved efficiency in their use.

The intermediate objective is that performance information is made available to decision makers
in a manner that allows them to connect it, generally loosely, with planning and managerial
actions, so that budget decisions are informed by performance measurement in addition to other
sources of information such as experience, qualitative information and political priorities. The
systematic use of performance budgeting and the emphasis in making performance information
public and available in a user-friendly way, constitute necessary foundations for improving
levels of accountability and responsiveness.

Table 2 depicts the ways in which performance information is used in budget decision making
processes in OECD countries:



Table 2: Performance Budgeting Categories

Linkages to decision making

Tight

Performance measurement leads to the decision in
a direct way. Decisions are driven mainly by the
measurement. Other sources of information play a
negligible role.

Loose

Performance measurement is one source of
information to be incorporated with others.
Other sources of information are used to
interpret the performance measurement data
and decisions are informed by that
measurement, but also by other sources of
information.

Direct/formula based performance-budgeting

Used in rare situations when the underlying
demand for the service is sufficiently constant to
ensure that performance-related variations in

Performance-informed

The most common use of performance
information in all aspects of the budget
process.

Institutionalized | budgetary allocations are unlikely to lead to a
politically awkward need for closure. Most OECD countries require the
Use of consideration of performance targets and
performance | Examples include the voucher system for child past performance information during budget

information is
based on rules
and procedures,

care, primary and secondary education and
university grants (direct funding for higher
education). Per capita funding such as that for

preparation, but this is not the sole or even
the predominant factor in formulating
budgets. In Australia, Canada and the UK,

~§ and is local clinics (primary healthcare) in Chile is an performance information must be
5 systematic and | example of formula-based performance budgeting | presented, but is treated along with other
E automatic. to the extent that the funding is provided for a per | sources of information in reviewing the
£ capita output, i.e. a form of output-based effectiveness of budget execution.
S contracting. Other examples include the funding
‘g for technical schools and universities in Denmark,
% the university and occupational education in
® Finland, the funding for higher education in
So Hungary and the Swedish Patent Office.
Q Presentational
No cases identified, although many countries have
Ad-hoc used performance information in the evaluation of | Tends to be found in settings that impose a
specific and ongoing programs or projects to high degree of social responsibility on
Use of amend or re-orientate implementation. actors (e.g. Nordic countries)
performance
information is Examples include Denmark and Sweden,
opportunistic where individual ministries can present
and not performance information in budget
sustained. negotiations, but there is no expectation of a

formal consideration between the indicators
and resource allocation.

Sources: (Dooren, Manning et al.: 2006; OECD: 2007)

2.3 WHY PERFORMANCE-INFORMED BUDGETING IN LATIN AMERICA?

By far the most commonly adopted form of performance budgeting is performance-
informed budgeting. With the exception of a few limited cases where formula-funding might be
appropriate, most budget systems strongly avoid any mechanistic link between funding and
performance. This recognizes the limitations of performance indicators* and also the perverse
outcomes this approach might generate, e.g. cutting funding in a poor performing but priority
area, or the creation of incentives to ‘game’ the system by focusing on often imperfect indicators
rather and outcomes. Alternatively, sanctions for poor performance often involve tighter central
oversight or program/management restructuring.’



In Latin America a great deal of performance information is currently drawn from
programs and projects and the link to the budget is largely presentational. Goals and
performance indicators have often been established for line ministries and their programs, with
specific resources assigned to them, and these may be reflected in their strategic plans. This
enables compliance to be monitored. Initially these indicators tend to measure the production
levels achieved, yet they are increasingly used to measure intermediate or final outputs, although
institutionalizing them and linking them to the budget process remains a challenge.

Performance-informed budgeting is likely to be most appropriate for Latin American
countries. We are suggesting that for Latin American countries the use of performance
information in budget decisions should be institutionalized, and that the connection with budget
allocations should be, and in practice nearly always is, loose. This recognizes the intrinsically
political nature of budgeting and also allows for other sources of information to be used by
decision makers.

2.4 IMPLEMENTING PERFORMANCE-INFORMED BUDGETING—THE INSTITUTIONAL CONTEXT IN
SELECTED LATIN AMERICA COUNTRIES

Countries have adopted a range of strategies for introducing performance information (PI)
into budgeting and management systems. The approach each country takes depends largely on
the institutional, legal and administrative traditions. For example, countries with a tradition of
codifying systems in law—as in much of Latin America and countries like Spain and France—
have initially introduced a lot of their reforms through legislation (see Box 1). Others, such as the
United Kingdom, have issued central regulations and guidelines. The timeframe for reforms has
also varied enormously, from a gradual evolutionary approach, as in Spain, to much more rapid
reforms elsewhere.

The institutional arrangements will significantly affect the way performance information
may be used by different actors in the budget cycle. While likely to impact on both demands
for and supply of performance information these institutional characteristics are often perhaps
the least dynamic, having been entrenched over long periods.



Box 1: Introducing performance-informed budgeting in Spain

Early 1970’s: Initial steps included the creation of Development Plans aimed at measuring program

1977-78:

1984:

1988:

2001:

2003:

Source: Ru

objectives, initial steps toward formulating budgets by programs and adoption of a functional
classification;

New organic budget law (Ley General Presupuestaria, LGP) was adopted, followed by the new
Constitution (Constitucion Espaiiola) that set out a basic framework for reforming public
financial management, stressing the need for efficiency and economy in public expenditure and
administration;

Ministerial order requiring more complete classification by programs across ministries,
identifying objectives, permitting limited virement within programs and introducing program
indicator sheets;

First macroeconomic and budgetary scenario approved, consisting of four-year projections with
spending ceilings for the first year, which placed a greater emphasis on fiscal discipline—
preceding the Maastricht Treaty (1992) that also set limits on the overall deficit;

Budget stability law approved for the national and regional governments, requiring: i) stability,
defined as a budget balance or surplus position (amended in 2006 to a cyclical balance); ii)
long-term projections to promote sustainability; iii) transparency, focusing on the publication of
sufficient information to allow the follow-up of compliance with the principle of budget
stability; and iv) efficiency;

New organic budget law approved to define the processes for improved performance, including
the requirement for spending ministries to specify their objectives in their annual multi-year
programs, which should also include a report on past performance against their objectives. The
budget stability laws and organic budget law also strengthened the role of audit, highlighting
both its control and performance auditing roles.

iz-Huerta, Zapico, Losco and Takahashi, in Robinson, 2007.

The four selected country studies used to illustrate this paper—Brazil, Chile, Colombia and
Mexico—have different institutional characteristics. Their political organization, legal
framework and roles and responsibilities for each budgetary actor and tier of government differ.
Their recent macroeconomic performance has also varied.

Brazil and Mexico, the largest and most populous countries in the region, are federal
states, with distinct federal, state or regional, and local or municipal levels of
government. Colombia and Chile are mid-size countries organized as unitary republics,
with two main levels of government, central and municipal, with the regional
administrations largely dependent the central government.

The relationship between the different branches of government — Executive, Legislative
and Judicial — varies in each country, especially regarding public sector budgeting. For
example, while the Brazilian and Mexican Congresses have a strong role in budget
allocation decisions, which requires a high level of coordination and consensus
generation to ensure consistent planning and policy prioritization, Chile’s legislature has
traditionally focused more on evaluations than allocations.

Government taxation and spending are generally lower than in OECD countries and the
often low expectations of the public that the state can effectively deliver services are
reflected in the weak fiscal capacity of the state.® With the exception of Brazil, tax
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revenues are significantly below the average in OECD countries (at around 36 percent of
GDP).’

These individual institutional contexts also effect the production and use of performance
information in budget decisions, linking policy priorities with the budget cycle. The
constitutions of Brazil, Colombia and Mexico mandate the linkage of performance-informed
budgeting to the objectives of their National Development Plans (NDP).® This interaction is
often achieved through relatively complex methodologies and systems covering planning,
budgeting and evaluation.” Chile, similar to OECD countries, has replaced the formal global
planning exercise with continuous exercises that determine strategic priorities at the national,
sector and institutional levels, with objectives and goals subject to monitoring and evaluation.

There has undoubtedly been a strengthened focus on the achievement of public program
objectives and their alignment with government policies:

Although NDPs try to provide the framework for setting out government policy priorities
and linking the planning process to spending, their integration is often far from perfect.
All the sample countries, bar Chile, have an NDP that tries to link their strategic
objectives with sector and institutional goals, monitored and evaluated using a variety of
often sophisticated systems (SIGOB and SINERGIA in Colombia, SED in Mexico,
SIGAF in Brazil). In Chile, the office of the President and ministries of finance and
planning try to systematically link the goals set by the President with budget programs.
The NDP is usually prepared by a different agency (e.g. the planning ministry) to the one
formulating and consolidating the budget (e.g. the finance ministry). This heightens the
risk that policy priorities and planning, particularly for investment spending, become
divorced from the annual budget i.e. with the creation of dual budgeting, accounting, and
reporting systems.'’

Nonetheless, the national goals of the NDP are usually monitored and receive some kind
of evaluation. This is done mainly to comply with requirements established by law. In
Brazil, Mexico and Colombia the Constitution mandates that the Legislative branch must
be briefed on the compliance with the goals established in the NDP. This exercise is more
related to a performance audit mechanism at the aggregate level than as an input to
analyze public sector efficiency and the quality of public expenditures. In Chile, every
year on May 21st, the president reports to Congress the degree of compliance with
presidential goals.

Despite the rigidities in budget systems the utilization of performance information can
help to create fiscal space for government priorities. Most of the countries have a limited
degree of freedom in prioritizing, planning and managing expenditures based on results
information. Apart from significant structural rigidities and earmarked funds, there is
often little time to use it during the budget cycle and there are other problems related to
the complexity of the existing monitoring and evaluation systems. Paradoxically, Chile,
the only country that does not have an overarching planning process or a multi-annual
budget framework, shows better performance in budget stability and public management
evaluation and has been able to shift spending patterns towards priorities.

The emphasis on holding senior officials accountable for deliverables has less often been
accompanied by a change in the nature of expenditure controls, away from detailed ‘line
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item’ input controls to one where managers are held accountable for both results and the
use of inputs. Accountability for results has continued to involve extensive central
intervention:

. The finance and planning ministries play key roles in the existing initiatives to
incorporate performance information in the budget cycle, but may also be restraining. In
Chile and Mexico the Ministry of Finance takes the lead, while in Brazil and Colombia
the Planning agency tends to be in charge of this initiative. While these agencies can be
strong advocates for change the centralization of budgetary decisions at the agency
responsible for compiling the budget (typically the finance ministry), or even at the sector
ministry level, may overly constrain the flexibility of those directly responsible for
programs, during budget formulation and execution. There tends to be strong emphasis on
internal and external controls that monitor processes and compliance with legal
requirements rather than performance. This can hamper the creation of incentives and
systems to encourage managers focus on results, in exchange for greater delegated
authority. Furthermore, the centralization of budgeting has limited the development of
technical capacity in the sector ministries, while the complexity of the monitoring and
evaluation systems tends to limit their usage by key actors (for example SIGPLAN in
Brazil and SED in Mexico).

It is within this particular institutional context that Latin American countries are facing
the challenge of implementing performance-informed budgeting—where evaluation systems
are inefficiently linked to planning processes and have a weak interaction with the budget cycle,
budget frameworks are rigid and management process tend to focus on input controls and
compliance.

One of the initial reforms in many countries has been the production of performance
information, largely in response to the demands of one or more of the key actors in the
budget process. This leads to the question, How can, and do, the major players in the budget
cycle use performance information? This issue is addressed in section 3.

12



3. THE USE PERFORMANCE INFORMATION IN THE BUDGET CYCLE?

Offering performance information to the major players in the budget cycle is a very
common first step. Consequently, it is critical to understand the role that the key actors can play
in the budget process, such as the Presidency, Planning Agency, Finance Ministry, Line
Ministers, Congress, External Audit, and the Public. Information must be provided in a manner
that allows policy makers to connect it, generally loosely, with planning and managerial actions,
with decisions informed by performance measurement and with other sources of information
such as affordability, experience, qualitative information, political priorities, and others. Having
access to such information, which enhances budgetary transparency by linking the use of public
resources with the results, can also help to promote a broader participation by policy makers,
interested civil society groups or individuals. This is the main focus of this paper.

3.2 USERS OF PERFORMANCE INFORMATION

The major users of such information and the opportunities to use it in decision-making are set out
in Table 3 below:

13



Table 3: Identifying the main users of performance information

User

Type of performance information

Decision points/use of information

During budget preparation

At budget approval

During budget execution

In audit and evaluation

1. Presidency

Whether implementation targets set for
Secretaries/Ministers, agencies and/or
programs are being achieved.

Degree to which the goals stated in the
National Development Plan (or
government plan) are being achieved

Performance indicators can be used to
support political actions concerning
closing/changing major policy programs.

Demonstrable results are a key
input used during negotiations to
secure budget approval from
Congress

Particularly strong use in the case
where there are "performance
agreements" between the
President and Secretaries/Line
Ministers. "'

Performance information can be
included in the "Cuenta Publica
Annual" submitted to the Congress
after the end of fiscal year.

See budget preparation (this row in
the table).

2. Planning Agency

Whether targets set for programs,
especially related to public investment,
are being achieved.

Degree to which the goals stated in the
National Development Plan (or
government plan) are being achieved.

Performance information on program
outcomes can be used, loosely, in the
negotiation between the Planning Agency
and Secretaries/ Line Ministers in budget
preparation.'?

Ditto

Limited use of performance
information

See budget preparation (this row in
the table)

3. Ministry of

Finance/Hacienda "

Whether targets set for Secretaries/Line
Ministers, agencies and/or programs are
being achieved.

The degree to which centrally-led
management and control systems are
being followed.

Performance information on program
outcomes can be used, loosely, in the
negotiation between the Ministry of Finance
and Secretaries/ Line Ministers in budget
preparation.'*

Performance information on
program outcomes can be used,
loosely, in the negotiation
between Ministry of Finance and
Budget Committee of the
Congress

Ditto

Particularly strong use in the case
where there are "performance
agreements" between the finance
ministry and Secretaries/Line
Ministries."®

Performance information can be
included in the Cuenta Publica
Anual submitted to the Congress
after the end of fiscal year.

See budget preparation (this row in
the table)

4. Secretaries/ Line
Ministers

Whether targets set for programs or
agencies are being achieved.

Whether Secretaries/ ministries are
collecting data and reporting on
performance per specifications.

Performance information can be used for
sectoral policy development.'®

In addition, sector ministries negotiate the
budget with the Ministry of
Finance/Planning. Those negotiations are
increasingly based on / referred to
performance.'”’

As sector ministries increasingly
respond directly to congressional
demands for information
concerning their performance,
those ministries can use
performance information in
lobbying with congress for
budgetary support at the time of
budget approval.

Particularly strong in the context
of "performance agreements"
between finance ministry and
sector ministries. Also used in the
context of supplier-provider
arrangements or output based
disbursements within the public
sector or with external entities'®

Sector ministries can be required to
improve the quality of data and of
measurement on the basis of the
findings and recommendations of
Audit reports

5. Congress

Whether targets set for Line Ministers
and for programs are being achieved.

In principle there is opportunity for using
performance information in budget
preparation.'

Growing congressional demand
for performance information at
the time of budget approval.”’

There is some emerging reporting
of performance in budget
execution to congress/parliament
in many OECD countries.”'

Evaluation of the performance
information included in the "Cuenta
Publica Annual" provided by the
executive. See budget preparation
(this row in the table).”

6. External Audit

Degree to which government programs
achieved their objectives.

N/A

N/A

N/A

Development of performance
auditing—although there is no legal
basis for the auditor’s opinion on
performance information.”

14




User

Type of performance information

Decision points/use of information

During budget preparation

At budget approval

During budget execution

In audit and evaluation

7. Public

Organized groupings
like interest groups,
including private
sector; Think Tanks

Individuals such as
beneficiaries/ service
recipients

Aggregate level:
Degree to which global government-
wide targets are being achieved.

Individual level:
Compliance with service standards.

Performance information can be used by
organized groupings as part of their lobby
for particular funds and programs.

There is less evidence of "participatory
budgeting" techniques that allow individual
voice to be heard using performance
information— although there are some
developments at the level of municipalities
and locally-delivered programs.

Performance information can, in
principle, be used to analyze the
impacts of budget modifications
made by Congress to the
Executive budget proposal.

Organized groupings can use
aggregate performance measures
to push for better execution in
policy areas that concern them. **

Individuals can use information
concerning compliance with
service standards in improving
budget execution/seeking redress
in relation to particular services.

See budget preparation (this row in
the table)
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3.2 USERS AND USES OF PERFORMANCE INFORMATION IN LATIN AMERICA

Latin American countries have traditionally been caught in a suboptimal equilibrium
characterized by low quality of public service delivery. Accountability mechanisms and
the generation and use of performance information have also been weak, and the public
has tended to view the general effectiveness and efficiency of the public sector with
skepticism. Institutionalizing the use of performance information by key decision-makers
in the public administration can break this vicious cycle.

Table 4 sets out some headlines concerning who uses performance information and for
what within some Latin American countries.

The President often plays a strong role in setting policy priorities and demanding
performance information. The President commonly sets some of the key objectives and
policy priorities for government. In some cases the office of the president plays a role
setting the targets for secretaries, ministries and agencies and is a key driver in the
demand for performance information to monitor whether programs/policies are achieving
the expected results.

Planning agencies tend to focus on multi-year national development plans and ex-
post evaluations of investment projects. This focus limits the link with the annual
budget. In contrast to many OECD countries (and Mexico), where planning functions
have been integrated into finance and line ministries, the planning agencies in Brazil,
Chile and Colombia play a significant role in conducting ex-post evaluations of
investment projects. However, this partial approach can reduce the linkages between the
multi-year national development plans, which are produced by the planning agencies, and
the annual budget produced by the finance ministry.

The Finance Ministry tends to prepare the consolidated budget submission and
there is increasing use of use of performance information. Chile regularly uses
performance information in its interactions with ministries while Mexico has started to
require to preparation of strategic indicators for each program, including baselines and
targets. In Brazil the use of performance information in budget negotiations is ad hoc.
Line ministries tend to use performance information for internal management and are also
beginning to use it in negotiating budgets with the executive.

While Congresses have access to increasing amounts of performance information,
there is mixed evidence that they use it systematically in the approval or review of
the budget. Congresses generally receive an increasing amount of the performance
information from governments, particularly program evaluations, which can support their
review functions. However, the use of this information appears modest in most cases.
Nonetheless, despite the variable quality of the information they receive, the Mexican
Congress is showing increasing interest in evaluation information for deepening the
debate at all stages of the budget cycle among groups outside of government. Also the
Chilean Congress has a role in the definition of programs that will be evaluated by the
Ministry of Finance, and then in the analyses of the results at the end of the fiscal year.
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Some external audit institutions have started to expand their role from financial and
compliance audits to incorporate performance audits. The Colombian Constitution
requires that performance audits are introduced, though implementation is at an early
stage, while Mexico’s Supreme Audit Institution (SAI) has been conducting performance
audits for a number of years.

The public’s use of performance information produced by government is generally
limited. However, along with an increased interest in standard financial information,
special interest groups are starting to demand and utilize performance information.

In summary, there is an increasing demand for better information from an increasingly
well-informed readership — but as yet the use of this information is distinctly limited.
Line departments seem to be the most active users — employing performance information
during budget execution to steer their service providing units towards their targets.
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Table 4: Use of performance information by key actors in Selected Latin American countries

User

Type of performance information

Countries

Brazil

Chile

Colombia

Mexico

1. Presidency

Whether implementation targets set for
Secretaries/Ministers, agencies and/or
programs are being achieved.

Degree to which the goals stated in the
National Development Plan (or
government plan) are being achieved

The President monitors the
execution of priority goals
regularly, but with no direct
consequence on the budget
cycle. Programs are selected
by the President based on
their political/policy
relevance.

The President heads a Budget
Execution Board that
includes the planning agency
and finance ministry. The
Board determines any
changes in budget allocations
to ministries during the year
(it does not use PI to do this).

The President’s Office
establishes general objectives
and priorities that are a strong
reference for the development of
sector strategies, performance
indicators and the overall
budget. Performance
information for programs is
presented annually by the
executive to the Congress.

The President’s Office and the
finance ministry—specifically
the Budget Office (DIPRES)—
select programs to be evaluated
each year. Also, with DIPRES
and the Interior Ministry
(SUBDERE) the findings from
the Management Improvement
Program (PMG) are
evaluated—this is one of six
management control tools that
assess the performance of each
ministry and agency.

The President’s Office has
developed a system (SIGOB) to
monitor and evaluate the results
of the programs of ministries
and their units that are expected
to have the largest impact on
the country’s development
goals. The information is also
available to the general public.

A committee comprising the
President’s Office, the National
Department of Planning (DNP)
and the Ministry of Finance and
Public Credit (MHCP) is
expected to serve as a technical
coordination body to link
evaluation findings to budget
preparation, though with weak
results so far.

The President’s Office articulates
the National Development Plan
(Plan Nacional de Desarrollo) and
its alignment with the sector
strategies, programs and
ultimately with the budget. The
President’s Office monitors the
NDP and targets, but the effect on
the budget cycle is still modest.

The Ministry of Public
Administration (SFP) is in charge
of internal audit and management
improvement, including: (i) the
Modelo Integral de Desempeiio
de Organos de Vigilancia y
Control (MIDO) that carries out
reviews with an emphasis on
control and corruption
prevention; and (ii) the Intragob
program that is introducing
quality standards for the
administration. A new
performance evaluation system
(SED, see Table 5) will
consolidate work related to
improving the quality of public
management under the PMG
program.

2. Planning Agency

Whether targets set for programs,
especially related to public investment,
are being achieved.

Degree to which the goals stated in the
National Development Plan (or
government plan) are being achieved.

PI is used during budget
formulation to select
programs for multi annual
plan (PPA) and to justify
exclusion of programs from
the budget. In addition,
Investment projects are
selected based on ex-ante and
ex-post program assessments

The Ministry of Planning
(MIDEPLAN) is only in charge
of ex-ante evaluation of
investment projects, before the
incorporation of those projects
in the budget. MIDEPLAN does
not participate in the definition
or monitoring of goals of the
Government (Programa de
Gobierno).

DNP is one of the major actors
in the preparation of the budget,
and through the Evaluation of
Public Policies Unit, or Public
Policy Evaluation Office
(DEPP) it coordinates
SINERGIA and the SIGOB.
DNP coordinates evaluations
with the sector ministries and
should use this data to take
decisions on public investment
and set expected values and
targets. However, the use of
performance information for
budget preparation, approval
and execution is still
incomplete.

The planning ministry has been
merged with the finance ministry.
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User

Type of performance information

Countries

Brazil

Chile

Colombia

Mexico

3. Ministry of
Finance/Hacienda %

Whether targets set for Secretaries/Line
Ministers, agencies and/or programs are
being achieved.

The degree to which centrally-led
management and control systems are
being followed.

Occasionally uses PI to veto
amendments during budget
approval. Fiscal goals and
financial execution drive
budget decisions.

DIPRES uses performance
information from the System of
Management Control in the
interaction with each ministry
and agency. The indicators are
annually defined during budget
preparation and used by
DIPRES for evaluation at the
end of each budget cycle.
Additionally, DIPRES through
the fore-mentioned Inter-
Ministerial Committees defines
evaluations, uses program
evaluation findings and
recommendations as well as data
from the PMG for feedback in
the succeeding budget
preparation cycle in the
interaction with ministries and
agencies.

MHCP is the other major actor
in the preparation of the budget,
as it consolidates the budget
and adds the current
expenditures. There is no
formal use of performance
information by MHCP.

There are no formal ‘performance
contracts’ between line ministries
and the finance ministry (SHCP)
and therefore no formal use of P1.
However, under the new SED
framework, as a first step, line
ministries are expected to
mainstream the log frame in their
programs and provide SHCP with
strategic indicators for each
program, including baselines and
targets.

4. Secretaries/Line
Ministers

Whether targets set for programs or
agencies are being achieved.

Whether Secretaries/ministries are
collecting data and reporting on
performance per specifications.

Units with largest budgets
tend to use PI for internal
reallocation of resources and
to obtain higher spending
limits from Finance during
formulation.

Ministries and agencies prepare
budgets following the guidance
from DIPRES that demands the
definition of strategic products
and performance indicators. This
information is used in the
negotiation with DIPRES during
budget preparation, but not some
such (although increasingly
more) within the ministry as (i) a
management tool linked to an
incentive structure and (ii) as a
participatory planning tool for
the revision of evaluations,
preparation of the annual report
(BGI) and the setting of PMG
targets.

Each ministry and agency
reaches an agreement with the
Office of the President, on key
goals and indicators. The
indicators are used exclusively
by the ministers to keep track of
progress and report back to the
President, with no use for
budget preparation or
execution, neither internally nor
externally. Some of the
valuations are planned and
executed in coordination with
DNP, but the follow up and
feedback loop into next budget
preparation cycle remains the
exception rather than the norm.

There are no formal ‘performance
contracts’ between line ministries
and SHCP. Line ministries use
their own M&E systems for
internal program management and
policy development. Most of the
evaluations of social programs are
generated by the National
Evaluation Council or Consejo
Nacional de Evaluacion de la
Politica de Desarrollo Social
(CONEVAL) that coordinates the
evaluation of social programs and
the measurement of poverty (for
seven line ministries). There is
evidence of use of evaluations
both generated by the line
ministries and by CONEVAL, as
well as an incipient use of
performance-based contracts
between ministries and other
actors across for service delivery.
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User

Type of performance information

Countries

Brazil

Chile

Colombia

Mexico

5. Congress

Whether targets set for Line Ministers
and for programs are being achieved.

No use of PI during the
budget cycle. Decisions are
made based on political
relevance and fiscal analysis.

The permanent Bicameral
Budget Commission annually
signs a protocol with DIPRES
establishing the programs to be
evaluated and other specific
reports to be prepared
throughout the year by DIPRES.
Congress receives these
evaluations annually as well as
the sector reporting BGI, but the
use of this information is
modest.

Congress receives and has
access to performance
information coming from
SINERGIA. However the use
of this information is modest in
the interaction between the
legislative and the executive.
SINERGIA is still seen majorly
as an internal tool for the
executive.

The executive (SHCP) reports on
a quarterly basis on resource
allocation and budget
implementation. However, data is
of questionable quality, not very
user-friendly for the lay reader
and based on basic input/output
indicators that Congress does not
really use.

6. External Audit

Degree to which government programs
achieved their objectives.

PI generated by the External
Audit has improved quality
of expenditures but has failed
in changing allocation
decisions at the central level.

The auditor/Controller-General
(CGR) is in charge of the
accounting and external control
of Government activities and
carries out traditional financial
audit functions to maintain legal
compliance, and sets sanctions
when appropriate. It does not
carry out performance audits.

The auditor/Controller-General
(CGR) carries out traditional
financial audit functions to
maintain legal compliance, and
sets sanctions when
appropriate. No performance
audits are being carried out.
The link with SINERGIA is
weak. However, the Colombian
Constitution of 1991 requires
the CGR to move into
performance evaluation.

The Supreme Audit Office,
(ASF), has an autonomous status
and reports to Congress. In
addition to traditional audits
focused on finance and inputs, the
ASF started in 1997 to carry out
performance audits (auditorias de
desemperio).

7. Public

Organized groupings
like interest groups,
including private
sector; Think Tanks

Individuals such as
beneficiaries/service
recipients

Aggregate level:
Degree to which global government-
wide targets are being achieved.

Individual level:
Compliance with service standards

Use of PI by the public
focuses on micro issues, but
prevailing logic is to bargain
for resources rather than
demanding better service
standards or the achievement
of service targets.

Think tanks are increasingly
starting to use financial
information to analyze the
budget, and citizens are starting
to demand better quality of
services and products by using
data based on perceptions and
not linked to the data generated
by the Government systems.

The knowledge, use and
understanding of SINERGIA
among citizens is uncertain and
probably at best modest, even
though it has a strong emphasis
on transparency, managerial
accountability and its external
dissemination.

The Federal Institute for the
Access of Public Information,
(IFAIJ) is a public autonomous
decentralized organization to
guarantee citizen’s access to
Government information, protect
public information in the hands of
the Government and handle
rejections to public information
requests. The main legal
framework for this initiative is
the Ley Federal de Transparencia
y Acceso a la Informacion
Publica Gubernamental (2006).
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4. THE TECHNICAL FOUNDATIONS OF PERFORMANCE-INFORMED
BUDGETING

In addition to the institutional context, consideration must be given to the technical
characteristics that could support a move to performance-informed budgeting. While
there are few firm ‘preconditions’ to starting on a reform program it is probably advisable
to identify the potential technical opportunities and weaknesses in the existing system.*®
While some of the issues raised by these assessments may be best addressed separately, it
is worth highlighting some of the technical reforms implemented by many countries,
notably:

a. Introducing the classification of budgets by objectives and programs;

b. A multi-annual framework;

c. Ensuring a robust integrated financial management information system (IFMIS);
d. Strengthening the role of performance audit and monitoring and evaluation; and

e. Quality assurance of performance information.

4.1 INTRODUCING A BUDGET CLASSIFICATION BY OBJECTIVES AND PROGRAMS

The development of program classification is generally a precursor to the effective
use of performance information in the budget process.”” The objective is to allocate
resources on the basis of government policy priorities and transform the budget from a
system based on controlling inputs (line items) to one focused on meeting policy targets
for outputs and outcomes. Accordingly, countries like the UK, Australia, Spain and
France (see Box 2) have changed their budget structure. This entails:

(1) Structuring administrative actions in terms of programs that reflect
government policies and designing a program structure for the budget (or at
least parts of it);

(i1) Changing the nature of expenditure controls, normally with some increasing
differentiation of roles between the policy-makers and service-providing units,
and with greater management autonomy for executing agents, notably by:

a. Establishing consensus concerning the use of performance information in
budget and multi-annual estimates and fiscal frameworks;

b. Introducing formal mechanisms to ensure that accountability is based on
the results of programs; and

c. Maintaining or strengthening financial authority and accountability at the
spending-agency level to ensure that budgets are more effectively
executed, controlling for either over- or under-spending. This often entails
moving from centralized controls over detailed line items toward
programs, with new rules governing administrative expenditures (e.g.
wages and maintenance costs).
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Box 2: Example of the French budget structure

The 2006 budget bill contained:
[ Mission: Judicial system ] e 34 Missions—correspond to the major public
policy priorities. Responsibility for a mission
can lie with a single ministry or overlap
between ministries
e 132 Programs—the budget is appropriated on
Program; The Judicial the basis of programs, each of which is the
System responsibility of a single Ministry

.. . A
Program: Administrative
Jurisdiction

® (614 Actions—sub-programs that provide the

N \
Program: Prisons and operational means of implementing the
correctional administration
J programs

Program: Legal protection |  Prior to the reforms, around 94 percent of spending
of youth J  was renewed, virtually automatically, on the basis
. of just one vote—the current service appropriation
Program: Free access to that maintained the operations of government
justiceand legalaid ] ypchanged. The parliament now votes on each
individual Mission, so that 100 percent of

. ) . .
_ Program: Backing for appropriations are now debated.
judicial policy and related )

1 IR IR N I B

Source: Budget Reform and State Modernization in France, www.lolf.minefi.gouv.fr

The introduction of a program classification does not, by itself, entail a significant
change. In the early stages of reform, a ‘program’ may be essentially be the aggregation
of activities of a ministry or department, rather than reflecting the link to government
policies. In this case, measures of program ‘performance’ are more likely to focus on
administrative outputs than the results of policies—this would appear to be the case in the
four Latin American countries, presented in Table 5, although efforts are being made to
develop the output, or even outcome, focus of programs aligned to policies. In addition,
in none of the countries has the move to a program classification, as yet, enabled much of
a change the nature of expenditure controls for executing agencies, which makes it harder
to correspondingly increase accountability for results.

4.2 A MULTI-ANNUAL FRAMEWORK

A medium-term focus for the budget can help to maintain expenditure control,
improve efficiency and assist in responding to priorities. This involves a robust
system of forward expenditure estimates that provide agencies with some assurance that
their programs will be properly funded.” In the UK, forward estimates are set for the
three-year periods following a spending review (see Box).” With a reduction in the
uncertainty over annual funding the budget process can then focus more on policy
changes and improving the effectiveness of programs.
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Box 3. Spending Reviews in the United Kingdom

At the heart of the UK’s performance management system is the Departmental Spending Reviews (SR)
agreed between the Treasury and line ministries. Introduced in 1998 the aim of the SR is to review current
government priorities, the outcomes being achieved and at what cost. One important outcome of the UK is
an agreed set of budget forward estimates for the next three years. SRs occur every three years, with three
Comprehensive Spending Reviews across all spending ministries over the last decade that importantly look
at the allocation between programs—i.e. allocative efficiency—that can create fiscal space for new or
higher priority initiatives by cutting lower priority or ineffective programs.

Source : http://www.hm-treasury.gov.uk/spending_review/spend_sr04/psa/spend sr04_psaindex.cfm

The medium-term focus in many Latin American countries has been on
sustainability and program effectiveness. At the macro economic level countries like
Brazil and Mexico have introduced fiscal laws and rules to help maintain fiscal
sustainability and stability. In addition, the multi-annual NDPs in Brazil, Colombia and
Mexico and the often sophisticated monitoring and evaluation systems in all the reviewed
countries seek to improve program effectiveness and efficiency. However, as discussed
earlier, the link between the NDP and the annual budget maybe weak and, so far, there
has been less focus on changing the resource allocation between programs.

4.3 A ROBUST INTEGRATED FINANCIAL MANAGEMENT INFORMATION SYSTEM (IFMIS)

A robust IFMIS must also be able support performance information systems. The
basic elements of an IFMIS include budget management, accounting, treasury, debt
management, procurement and public accounts (rendicion de cuenta publica). A robust
IFMIS is essential at all stages of the budget process to help promote sound fiscal
management in general, and to support performance-informed budgeting in particular:

(1) In budget formulation. For planning purposes, quantifying the cost of
producing results is essential—an intended result will not be equally valued if
it costs one million pesos or it costs ten thousand pesos. Timely information
on previous year results on the costs of delivering specific program results are
essential for planning as central budget officers understand and negotiate the
budget on a cost-result basis.*

(1)  In budget execution. During implementation managers need in-year
information and must keep track of current program spending. When
budgeting is not integrated with accounting, procurement and treasury, neither
budget officers nor program managers will have reliable expenditure figures
to compare budget execution and, for example, physical results of the project.
Weak accounting and commitment control systems may also obscure
obligations or contingencies throughout the system, making it more difficult
to hold individual program managers accountable for results, as cash
management problems may be primarily responsible for poor performance.

(ii1))  In budget audit and evaluation. Slow or late submission of the Cuenta
Publica hinders timely expenditure evaluations and reduces accountability.

The financial management systems in the selected Latin American countries appear
relatively robust. In all four countries reviewed the financial management systems
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provide timely financial information for in-year and ex-post monitoring and evaluation
purposes. In the case of Chile, the financial management system is on an accrual
accounting basis, with a full coverage of Central Government (Centralized /Decentralized
Agencies of the Federal Level), and the capacity to establish unit costs is being
developed.

4.4 STRENGTHENING THE ROLE OF PERFORMANCE AUDIT AND MONITORING AND
EVALUATION

Performance measures usually need to be supported by program evaluation. By
themselves, performance measures are not normally sufficient to provide conclusive
evidence of a program’s economy, efficiency and effectiveness. Therefore, more in-depth
program evaluations are often critical to provide analytic and qualitative assessments at
various stages of program implementation. These can be undertaken internally or by
external agencies. For example, Spain has created a national agency for evaluation of
public policies and the quality of services, under the Ministry of Public Administration,
which is directed by the Council of Ministers each year to evaluate specified programs.*’

Most of the Latin American countries reviewed have fairly extensive monitoring
and evaluation systems. For example, Mexico was a world pioneer in evaluation in the
1970s, using support from the World Bank to focus on evaluating integrated rural
development projects. These first-generation evaluations were antecedents of the
evaluation of the Progresa/Oportunidades program that began in 1997, have been
influential and laid the groundwork for broader reforms.*

The Supreme Audit Institution (SAI), in addition to ensuring high quality financial
compliance auditing, in the context of robust financial reporting systems, may also
be strengthened to undertake ‘performance audits’, or alternatively, attest the
quality of the performance indicators and/or systems.3 3 The role of SAI’s in
performance auditing varies considerably across countries, depending on:
(1) The legal basis, in the constitution, SAI law, or Financial Administration Law,
which may need to be amended to incorporate performance auditing; and
(i)  Appropriate investment in, or outsourcing of, skilled human resources.
Performance auditing requires skills and competences that are more often
associated with management consulting than traditional legal/accounting
auditing.

In the OECD, the mandate of supreme audit institutions (SAls) has broadened from
a focus on financial compliance to encompass performance auditing. This has
transformed SAls, giving them a crucial role to play in respect to accountability to the
parliament and the public for performance. This process has often developed separately,
and in some cases preceded, the broader performance budgeting reforms.”

The role of SAI’s in performance auditing varies considerably. In countries like
France, Spain and Portugal the court of auditors operates in a quasi-judicial role, passing
judgments on the actions and accounts of government. France’s Cour de Comptes has a
long tradition of studying the “good use of funds” in addition to the “proper and legal use
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of funds”. Since 2001, this role has expanded to include an explicit examination of the
“coherence and reliability” of the information in the budget documents, both ex-post and
ex-ante. In the UK, Canada and the US, the SAI operates as an auxiliary institution to the
legislature. The mandate of the UK’s National Audit Office (NAO) was expanded in the
early 1980s to incorporate an examination of efficiency and effectiveness (but not of
government policy).

4.5 STRENGTHENING THE QUALITY OF PERFORMANCE INFORMATION

Performance management systems in OECD countries have focused on the
development of high-quality performance indicators, supported by measurement,
monitoring and reporting arrangements. Experience in countries like Australia,
France, Spain, the UK, and the US suggests that performance indicators can have the
most im%aslct on the behaviors of fiscal institutions and service delivery outcomes when
they are:

o Primarily outcome- and output-based measures, rather than inputs and processes.
For ease of use a small number of key indicators per program should be
1dentified;

o Exposed to effective internal and external controls and scrutiny. This highlights

the role internal auditors and strong central leadership can play in a quality
assurance role. External auditors, statistics offices and specialized advocacy
groups can also play a role;

o Constructed in consultation with practitioners and service users. A leading
agency, commonly the finance ministry, should play a key role in agreeing the
key indicators with line ministries, drawing on the technical expertise of managers
as well as the experience of users. This should help to ensure that their definition
and measurement are robust and that delivery reflects technical experience and
preferences, helping to minimize the creation of perverse incentives—such as
targeting quantity over quality.

Developing a set of performance measures for the whole government that is robust
and relevant enough for use in the budget process takes considerable time. The
leading countries often took decades to construct their sophisticated systems, which are
being continuously refined. The performance indicators in the UK’s Public Service
Agreement (PSA) system have undergone a significant transformation since they were
introduced in 1998, benefiting from a rigorous process of quality assurance (Box ).
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Box 4: Ensuring the quality of performance indicators in the United Kingdom

At the heart of the UK’s performance management system are Public Service Agreements (PSAs), agreed
between the finance ministry and line ministries. Introduced in 1998, their aim is to focus resources on
improving outcomes for the public and to strengthen accountability for cost effective service delivery.
Published alongside departments’ 3-year budget allocations, PSAs specify: i) the department’s aim, ii) 5 to
10 supporting objectives, iii) performance targets, including a value-for-money target, and iv) standards, to
be maintained, monitored and reported. PSA targets have gradually been refined to focus on outcomes
rather than the inputs or processes. The number of targets has been reduced, from 387 in 1998 to 30 in
the 2008-11. Biannual reports are published, which provide information on spending and performance
against PSA targets.

While the public and parliamentary oversight of performance has generally been weak there has been a
great deal of emphasis on quality assurance of the performance measures. The Office for National Statistics
provides advice to ministries and agencies on methods, and on quality assurance for statistical systems
through central government, certifying appropriate indicators. The National Audit Office who have created
a Directorate of Performance Measurement to co-ordinate work on performance measurement in financial
audits, provide advice, training and reviews of central government bodies’ governance (and performance)
arrangements, including in value for money studies.

Source: http://www.hm-treasury.gov.uk

The countries in Latin America are slowly building their quality assurance
processes for performance information. There are no centralized quality control
mechanisms in Brazil, Chile and Colombia, with much of the information collected by
decentralized spending agencies. Mexico’s statistics office is taking a more proactive role
in trying to ensure the quality of statistical and performance information (as in the UK).
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Table 5: Technical Foundations of Performance Informed Budgeting in selected Latin American countries

Technical Aspect

Countries

Brazil

Chile Colombia

Mexico

1. Budget Classification

Program Budgeting. Finalistic
programs (outputs oriented to society)
and Support to Public Policies
Programs (support finalistic
programs)

The budget has partially a programmatic
structure but still linked to the
administrative structures. There is still
lack of alignment between classification
of activities and the indicators used for
M&E.

The budget is organized by
jurisdiction and although there is a
programmatic structure the budget
is still very much linked to the
administrative structures.

The budget is organized primarily by
administrative unit. There is a
programmatic structure, but still very
much linked to the administrative
structures.

2. Multi-Annual Framework

Multi-Year Plan (PPA) for capital and
some recurring expenses. However, it
does not provide multi-annual budget
certainty for spending agencies.

An overarching multi-annual fiscal
framework exists as a reference, but it
does not provide multi-annual budget
certainty for spending agencies.

An overarching multi-annual fiscal
framework exists as a reference, but
it does not provide multi-annual
budget certainty for spending
agencies.

A multi-annual macroeconomic and
fiscal framework exists at the level of
aggregates. It does not provide multi-
annual budget certainty for spending
agencies.

3. Integrated Financial
Management System

The financial management system
(SIAF]I) is considered sufficiently
robust to provide spending and
oversight agencies with accurate
financial information on the use of
resources. There are no direct links to
performance information systems.

The financial management system (SIIF)
provides timely financial information.

The financial management system
(SIGFE) provides reliable and
timely financial information for the
whole public administration,
including decentralized units.

The financial management systems
provide robust financial information for
the federal administration. However,
lack of integration prevents further
advances in timeliness and
comprehensiveness of information.
There are no direct links to performance
information systems.

4. Performance Audits

Supreme Auditing Court conducts
performance audits of 30 programs
annually. Primarily used by the
agencies assessed and only
secondarily by the public.
Performance audits exchange
information with the M&E systems.

The SAI (CGR) does not carry out
performance audits and is focused
on legal compliance and conducts
traditional financial audits.

No performance audits are being carried
out. The SAI is focused on legal
compliance and conducts traditional
financial audits.

The SAI (ASF), has an autonomous
status and reports to Congress. In
addition to traditional financial audits,
the ASF started to conduct performance
audits in 1997. *° Around 36
performance audits are conducted
annually and the reports are published.
The ASF also validate the indicators
used in public programs. The standards
are based on the INTOSAI guidelines.

5. Monitoring and Evaluation
(M&E) System

Relatively solid M&E: M&E System
(SMA), Centralized M&E database
(SIGPLAN). Some sector ministries
have integrated their information
systems with SIGPLAN
(INFRASIGs).

SINERGIA is by definition a national
M&E system that is coordinated centrally
but fed by each individual ministry and
agency. It includes baselines and targets
for each program and is linked to the
national development plan.

The System of Management
Control, anchored in DIPRES is the
main M&E system and linked to
the budget cycle.

A new legal framework aims to
consolidate the existing M&E systems®’
in to one umbrella program—the
Performance Evaluation System (SED).
SED will have had two main streams of
work: (i) on the effectiveness and
efficiency of federal programs
(previously led by CONEVAL and
SEDESOL and evaluations of social
federal programs and improvements in
poverty measurement); and (ii) to
consolidate work on improving of
quality of public management under the
new management improvement
program (PMQG)
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Technical Aspect

Countries

Brazil

Chile

Colombia

Mexico

6. Quality Control of
Performance Information

Based on exchange and crosscheck of
information among M&E systems.

Quality control is a decentralized
function to each jurisdiction.
DIPRES analyses the information

and data, but works on the

presumption that data generated by

the sectors is reliable.

SINERGIA has no formal data quality
controls aside from internal control
executed by ministries and agencies,
which is done on an ad hoc basis and the
internal SINERGIA team. There are no
formal linkages to the national statistics
office (DANE) or the CGR.

SHCP is charged with consolidating
financial data and the PMG, and has a
de-facto quality control function on
both.

The National Statistics Office (INEGI)
is in charge of generating, integrating
and promoting geographic and
statistical information. To enhance
quality and methodological standards,
INEGI has started two networks, at the
sector and state level, to provide
technical guidance for data quality
control and capacity building.
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5. BEYOND THE BUDGET - MANAGEMENT OF PEOPLE

The focus of this paper is the budget process — but the budget does not prepare or execute
itself. Ultimately the changed incentives in the budget process impact on agencies and
most particularly on senior officials tasked with delivering outputs and achieving
program objectives aligned with government objectives. These management reforms are
fundamental to translating performance-informed budgeting from an interesting concept
into a productive reform.

Management reforms are crucial — but they should accompany, and not precede,
steps towards performance-informed budgeting. When performance-based
management arrangements are introduced independently of budget process reforms, the
focus tends to be more limited. Traditionally, in the OECD many public sector
administrations have been structured consistent with their input-focused budgets. In this
context, the introduction of performance-based management arrangements, which
commonly focus on senior civil servants, is likely to have a narrower focus, concentrating
“on the quality of outputs from agencies and not on responsiveness to changing policy

priorities for government”.*

Setting performance management arrangements within the context of performance-
informed budgeting can link staff incentives to wider policy priorities. The individual
operational targets of managers and senior public servants can be set to explicitly reflect
targets set at other levels in the public sector, helping to reinforce the focus on key policy
orientated priorities. This is the case in the US, France and the UK, where agency
performance agreements cascade directly to managers’ performance ‘agreements’.
However, in doing this, experience indicates that it is important that “there is a clear “line
of sight” through the maze of government performance objectives and targets, and to
keep in mind that the most productive use of performance measurement is dialogue rather
than control.” *’

The question of delegation of managerial responsibility is nuanced — and the room for
maneuver for agency and program managers is constantly changing. On the one
hand, it is unreasonable to hold managers to account for performance if they are
significantly constrained in how they can use inputs to meet the performance targets. On
the other, "let the managers manage" is always a rather mixed message even in those
OECD countries that have been pursuing performance-informed budgeting for many
years.

OECD countries have given ministries and managers greater discretion to choose
the mix of inputs that will deliver services most efficiently. This has generally been
within the context of a move to program-based budgeting and management. This involves
the removal of a large part of the detailed control of budgets by economic classification,
internal organizational unit (“chapters” in France) and similar, which characterize
traditional budgeting systems. Thus, in the UK, many ministries are free to use the
funding provided for each program in any way they wish, subject to only two minimum
restrictions: firstly, that the amount of money provided for employing staff cannot be
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increased and, secondly, that money cannot be shifted away from capital to current
expenditure. In France, only the first of these restrictions applies.

Increased delegation requires robust systems for accountability. Simply increasing
the delegation of authority to spending agencies without strengthening accountability for
the use of resources, in terms of both inputs and outputs/outcomes, increases the
opportunities for the misuse of public funds. This involves changing the nature of
expenditure controls, introducing formal mechanisms to ensure that accountability is
based on the results of programs while maintaining or strengthening financial authority
and accountability at the spending-agency level to ensure that budgets are more
effectively executed. For example, from around 2006 France introduce a system whereby
Program managers are clearly identified for each Program, both at national and local
level, to create a ‘chain of responsibilities’ the key elements of which are:

e A prior commitment to performance goals, agreed by the minister and program
manager, through an Annual Performance Plan (APP) appended to the Budget Act
that sets out the main goals relating to the policy, performance indicators, and the
expected result;

e Strengthened accountability for management decisions, through an Annual
Performance Report (APR) that is appended to the Budget Review Act submitted
to parliament. The APR covers their actual expenditure, management of human
resources and the levels of performance, in a consistent format to the APP; and

e A new accrual-based public accounting system to provide greater transparency in
the measurement of the costs of public policies and the assessment of assets and
liabilities.

However, changing the culture of control is difficult. Firstly, systems that formally
emphasized financial control, with centralized finance ministries as in France and Spain,
must be willing to delegate funds and responsibility to implementing agents. In addition
agency managers must have the capacity, incentives and willingness to adopt change and
accept accountability. These difficulties perhaps explain the numerous failed attempts at
reform—in France there had been over 35 attempts to change the 1959 organic budget
law before 2001*'—or the lengthy process, taking decades, of reform in Spain. In
addition, numerous examples confirm that whatever the formal notions of delegation of
managerial accountability, when an issue becomes a topic of political interest then
politicians can and will intervene.

In the OECD, performance measures and targets are often used within agreements
that are structured as contracts or quasi-contracts. This generally applies to senior
staff, although there is a wide variety in the nature of performance agreements and
contracts adopted by countries, particularly regarding the roles of incentives and
sanctions.*”? As with performance-informed budgeting, performance information tends to
be just one factor in determining an individual’s assessment and reward or sanction. This
recognizes the risks from “gaming” imperfect indicators as well as the potentially high
transactions costs involved in setting up and maintaining elaborate performance
management systems.
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Although the contracting idea appeals to many OECD public sectors, particularly
with an Anglo-Saxon tradition, these "contracts' are often interpreted rather
flexibly in reality. As has been highlighted throughout this paper, performance
information is generally used to inform and not to mechanically determine budgetary or
managerial consequences. Also, as noted above, the contracts do not keep agencies or
programs immune from political involvement when the stakes are high.

The scope for increasing delegation and devising "contracts' focused on results is
limited in Latin American countries. Significant administrative reforms would be
required for many of Latin America’s highly centralized administrations to move toward
more delegated systems found in many OECD countries. In situations where public
administrations are less stable, and/or institutional authority is more disparate, traditional
contracts may also be hard to enforce. In addition, it might be difficult to introduce while
the wider focus of reform such as fiscal sustainability, regulation and control. In this
context, introducing performance contracts or granting a higher degree of autonomy to
certain agencies or ministries achieving specific results may entail additional risk.

This provides the opportunity for a more honest approach in Latin America of
formalized informality —i.e. formal agreements between line agencies and Ministries of
Finance and Presidencies that recognize explicitly that performance information is the
basis for a continuing dialogue and not the automatic trigger for budgetary or
management action. The greater use of performance information, of results, in the budget
cycle will naturally create opportunities to increase management capacity and, hopefully
over time, greater levels of trust between ministries and the ministry of finance or
President. Given the region’s legal tradition, where reforms are typically codified in
legislation, a standard regulatory framework for these ‘contracts’ will probably be needed
to ensure compliance, quality and realism. Such contracts would need to be very flexible,
relational, and probably negotiated on a semi-permanent basis. This process can progress
in parallel to the other technical and institutional ‘performance’ reforms.

Where institutional authority is more centralized, performance may be encouraged
with strengthened oversight. In a few countries this has involved the imposition of
goals and enhanced regulation and oversight by a strong individual actor—for example,
DIPRES in Chile and the President in Colombia—which has been accepted by the line
ministries and program managers. Continuous monitoring and evaluation systems have
been strengthened and consolidated to help implement this approach. Nonetheless, to be
successful this approach requires the full involvement of line ministries and program
managers who have the technical competency to design and agree to the performance
measures.

Introducing management arrangements to support performance-informed
budgeting will be challenging in Latin America, given the history of somewhat weak
civil service institutions. However, to some degree this will likely be mitigated by the
increasing use of performance information in determining political careers. Thus while
there may be more difficulties in introducing a senior civil service across the public
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sector whose career paths are shaped by their past contribution in meeting government
performance targets, as performance information becomes more widely circulated,
individual ministers in Latin America are likely to find their own political futures
determined by a President newly armed with performance information.

Specific institutional arrangements and capacity will necessarily shape the
appropriate path of management reforms. In any government there is a limit to the
scope for one agency, be it the Office of the President or the finance or planning
ministries, to expand its mission into performance specification, service delivery and
evaluation of the work of other ministries. What is important in any reform is that each
actor—as discussed in chapter 3—negotiates an appropriate role in supporting system-
wide performance improvements and is then seen to try and implement it.
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6. CONCLUDING REMARKS-AN AGENDA FOR LATIN AMERICA

Performance-informed budgeting has the potential to significantly transform
budgeting in Latin America. It is seen as a way to improve on the poor quality of public
service delivery and to help improve the overall allocation of resources, in what have
traditionally been viewed as rigid, unresponsive budget systems. Responding to internal
and external demand, countries in the region have already been making progress towards
performance-informed budgeting by approving laws (i.e. Mexico, Chile), reforming their
constitutions (Colombia and Mexico) and investing a significant amount of resources in
the administrative and technical foundations (Chile, Mexico).

However, there are common risks and challenges faced by governments in
implementing performance-informed budgeting. These include: developing adequately
robust and easily-understood performance measures; finding ways to integrate this
information into the often overly rigid budget processes, alongside traditional financial
information; providing decision makers with the right amount and type of information in
a timely manner; and creating the incentives to use this information in budgetary
decision-making and sustain the reforms. For example, legislatures in a number of
countries have complained of ‘information overload’, with the government initially
providing too many indicators that actually hinders analysis and prioritization.
Performance indicators can be technical and confusing for the public. In some cases
performance indicators have created unintended consequences with agencies ‘gaming’
the system leading to adverse results (though this is not unique to performance
budgeting). The collection of performance information can also be costly and this should
be considered against the likely benefits.

There may be additional challenges in Latin America. Several reforms have failed.
Institutional arrangements tend to be complex and budgets are relatively rigid, shaped by
earmarks that restrict flexibility in reprioritizing programs during budget preparation.
Expectations and demands also differ based on the institutional context and degree of
development of the technical foundations. On the one hand, actors sometimes demand
more performance information (i.e. Presidents in Chile and Colombia), while on the
other, governments have too many indicators and performance information that have not
been strategically selected and that lack the quality needed for this kind of use.

The introduction of performance-informed budgeting is as much about the political
economy of change as it is about a technically first-best option. In many cases there is
an agency that has the authority and capacity to oversee developments that affect the key
actors as they make decisions across the budget cycle—such a situation may be more
often found in unitary, parliamentary countries, although a strong President or Ministry of
Finance might also be effective. It is also difficult to introduce performance-informed
budgeting where political and other rigidities determine how financial inputs can be used,
restricting the ability to provide incentives for performance in budget execution or
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management. Nonetheless, the journey, including identification of problems to address
and the role of key actors in the process, can itself be of benefit.

The current agenda in Latin America is about creating the conditions and
developing the basic foundations to make systems responsive to different actors. A
parallel step is providing credibility through strengthening institutions and providing the
conditions that promote broader system wide performance improvements (for example
through some kind of relational contracts for managers).

Despite the challenges, the potential benefits from the use of performance
information in the budget process appear significant. The emphasis on results
encourages greater emphasis on the transparent setting of objectives, in planning, and
provides information on what is working and what is not. Congresses and the public are
also likely to continue to demand results (and information to assess it) for their taxes.
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Over two-thirds of OECD countries reported including non-financial performance information in
their budget documents (Curristine, 2005).

“Institution” is used in a broad context, covering both formal and informal norms, or ‘rules of the
game’ and not simply the organizational units.

Suppose a health service spends money on procedures which evidence based medicine suggests
are useless or worse than useless - for example most tonsillectomies. Health statuses may well be
rising, for completely independent reasons. However, we would not want to conclude that
expenditures on these procedures were cost effective: quite the reverse.

Many government objectives are not measurable in terms of outputs (foreign policy, defense,
etc.)

For a full description of the links between funding and performance information and cases where
formulae funding maybe appropriate see Chapter 1 in Robinson, 2007.

Tanzi (2008) notes that this may have led to “the use of bad taxes to attempt to raise more
revenues; second, to rely on less efficient goals than public spending to pursue social goals”. This
does not necessarily imply a need to expand the role of government, but may illustrate the
potential role performance information can be able to play in building trust and improving
efficiency.

OECD, 2008.

This is also the case for many other Latin American countries where, unlike OECD countries,
officials tend to consider planning as an activity (or a ritual) of great significance, even though
the process can be extremely centralized where the president holds considerable power.

These methodologies tend to have a restricted circulation.

Some of the common consequences of dual budgeting are briefly outlined in Sarraf 2005.

There is no strong tradition of explicit "performance agreements" or "results agreements" in Latin
America. When attempted, they have more often failed. Chile’s systems may be seen as an
isolated case. Countries appear to be willing to move in the direction of more explicit
agreements but there are significant challenges entailed, primarily because of the problem of
providing the service providing unit with managerial autonomy in context of generally strong
centralized control mechanisms and strong political involvement.

Whether used in a formal results agreement or otherwise, it is important to keep in mind that
performance measures provide little or no basis for automatic budgetary rewards or sanctions.
Performance measures inform management decisions, but these generally must take into account
other unmeasurable or unpredictable factors, such as policy changes, changes of government etc.
The use of performance information can inform what can be generically referred to as

"spending reviews". A number of OECD countries have used or have recently introduced
"spending reviews" — or special forms of policy evaluation in the context of the budget process
under names such as "strategic policy reviews" (Australia), "strategic program reviews"
(Canada), "Interdepartmental Policy Reviews" (the Netherlands), "Spending Reviews" (UK)

and the "Program Assessment Rating Tool" (US). These procedures are seen as a tool that can
particularly support the allocation (priority setting) function of the budget. There are three

main differences with the policy evaluations conducted by line ministries: (1) spending reviews
do not only look at effectiveness and efficiency of programs under current funding levels but
also at the consequences for outputs and outcomes of alternative funding levels, (2) the

Ministry of Finance or Planning holds final responsibility for the spending review procedure,
and (3) the follow up of spending reviews is decided in the budget process (Kraan: 2008).

Such "spending reviews" are less common in Latin America as inter-sectoral priorities are
primarily determined by the Presidential program

Funcién Publica, for example, has also a horizontal role and usually has control over many
regulations related to processes which affect the work of the line ministries and also sets
performance targets related to internal processes. Although the Ministry of Finance tends to
dominate the central agencies, the functions carried out by Funcion Publica or similar agencies
are also relevant in environments with strict regulations control such as the one that exists in
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Latin America. If LAC countries were to provide higher autonomy for line ministries the
regulation of internal processes would decrease in importance, naturally strengthening the
Ministry of Finance against other central agencies such as Funcion Publica.

See footnote 12.

See footnote 11.

This is the primary purpose of most Monitoring and Evaluation systems.

Even if most of the budget transfers are sometimes automatic, subnational governments also use
performance information during budget negotiations with the central administration. The
states/provinces use this information to lobby at the Ministry of Finance and the Congress to
increase the budget allocation for programs with presence in their jurisdictions.

See footnote 11.

However, although congress involvement in budget preparation differs from country to country,
in general, it is limited to proposing programs, stamp approval of government’s budget proposal
and some monitoring of quality of expenditure. Reporting of performance in budget execution to
congress/parliament in many OECD countries faces however the timing issue since by the time
the year’s performance info is to hand, you are well into the next year.

However, there are big issues about how and whether performance information should be
presented to Congress in the budget for approval. OECD countries vary on this — with some
arguing that inclusion of performance information in the budget documentation can encourage
gaming/manipulation.

Ministers make plans for their ministries partly in terms of outputs, and can be held accountable
for them in Congress. It is important to note, however, that in most OECD settings, failure to
deliver output targets generally forms the basis for a discussion, not an automatic sanction.
Likewise in more advanced countries in LAC. This can be useful in consideration of
supplementary budgets in particular, where these are part of the system.

In Latin America there is generally some ex-post performance evaluation discussed at the time of
the submission of the Cuenta Publica.

External Auditors of countries like Mexico, Colombia, Peru, Chile appear to be willing to
develop performance auditing. There is an active discussion on the tradeoffs between the
time/resources available for compliance auditing and performance auditing.

The two types of audit (performance and financial) are carried out in parallel. Usually, the
Supreme Audit Institution (SAI) establish (either autonomously or with the approval of
Parliament) its work program, which will include the annual audit of the financial
statements/budget execution, and a series of audits (including performance audits) determined
according the importance of the program and the level of risk. While the financial audit opinion
of the financial statements may have a direct impact on the executive (even legal sanction, in the
case of Courts of Accounts), the institutional strength/reputation of the SAI will determine the
impact of the performance audit recommendations. The French Cours des Comptes, for example,
offers numerous reports on the performance and financial efficiency of the health system.

There are three models of SAIs - only the Courts of Accounts allows for legal sanctions to the
Government:

" Westminster model or Audit Office: No legal Sanction. The SAI is closely linked to the
Parliament, it submits the audit reports to the Parliament (usually to the Public Account
Committee). The PAC issues reports and recommendations to the Government. This type
of SAI does not legally sanction officials from the Government.

] Napoleonic model or Court of Accounts: Legal Sanction. The SAI is an integral part of the
judicial system operating independently of the executive and legislative branches.
Relevant government officials are normally held personally liable for the sums involved in
an unauthorized or illegal payment: the SAI is a Court and its members are judges who can
impose penalties or corrections on audited officials. The SAI's judicial role is usually
complemented by a high level Parliamentary accountability mechanism for public
expenditures: on the basis of the Court's report, the Parliament grants a 'discharge’ of
responsibility to the government for the year. Examples include: Brazil, Colombia,
Uruguay, and Argentina Sub-national SATs.
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] Collegiate or Board model: No Legal Sanction. This last model is closer to the
Westminster system (especially in its relation with the Parliament), but it is led by a
College instead of an Auditor General. This model presents a higher risk of political
influence depending on the arrangements for appointing and removing College members.

The use of performance measures in the relationship between government and the organized
public is most readily associated with "naming and shaming" through "league tables", "citizen
charters" and the like. Examples include information on waiting lists of hospitals or exam scores
for schools.

Funcién Publica, for example, has also a horizontal role and usually has control over many
regulations related to processes which affect the work of the line ministries and also sets
performance targets related to internal processes. Although the Ministry of Finance tends to
dominate the central agencies, the functions carried out by Funcion Publica or similar agencies
are also relevant in environments with strict regulations control such as the one that exists in
Latin America. If LAC countries were to provide higher autonomy for line ministries the
regulation of internal processes would decrease in importance, naturally strengthening the
Ministry of Finance against other central agencies such as Funcion Publica.

Standard tools include the PEFA assessment tool that aims to support integrated and harmonized
approaches to assessment and reform in public expenditure, procurement and financial
accountability http://www.pefa.org/.

However, it is important to maintain realism concerning a program structure to the budget. In
many cases, the program is essentially synonymous with the work of the ministry or department
as the outputs can not realistically be described meaningfully in terms of specific outputs (foreign
affairs for example).

Different systems have varying rules about the carry-over of funds between years, although in
most systems the actual appropriation of spending remains on an annual basis. A contingency
reserve is usually incorporated to cover unforeseen and unavoidable expenditures and forecast
errors. These are typically small and increase for the outer years. Brazil, Spain, and the UK cap
contingency reserves at 2 percent of spending. Australia’s is only 0.7 percent.

Spending reviews are also conducted in other OECD countries, such as Australia. France is
currently introducing a similar process.

It is worth noting cost-efficiency studies may be conducted as separate exercises and then
integrated in to reform programs e.g. in the UK a separate review process helped to develop
specific annual efficiency targets for ministries as part of the 2004-07 Spending Review (See
Gershon Report).

This is not seen as replacing the role of the Court of Auditors, which has a separate formal
oversight function.

World Bank, 2008.

The international association of Supreme Audit Institutions (INTOSAI) has published principles
for performance auditing in its implementation guidelines.

The international association of Supreme Audit Institutions (INTOSAI), has published principles
for performance auditing in its implementation guidelines. In the United States, the standard for
government performance audits is set by the federal Government Accountability Office (GAO).
In France, Spain and the UK, SAI’s have also produced guidance on the design of performance
information, although this raises important issues about the independence of subsequent
evaluations.

See Robinson, 2007 for a fuller discussion.

The legal basis for performance auditing is the Ley de Fiscalizacion Superior de la Federacion
(Dec 2000), Ley Federal de Presupuesto y Responsabilidad Hacendaria (Mar 2006/Oct 2007)
and a modification to the Constitution.

See El Sistema Nacional de Monitorio y Evaluacion de la Gestion Publica en Mexico, Consejo
Latinoamericano de Desarrollo Social (CLAD), May 2007.

This section draws heavily on the OECD study Ketelaar et al, 2007.

Ketelaar et al, 2007.

Ketelaar et al, 2007.
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The 2001 Loi Organique relative aux Lois des Finance (LOLF) requires government departments
to set performance objectives on which those in charge will be appraised.

Incentives often include a portion of performance pay or consideration for promotion, with
sanctions being the withholding of such or the non-renewal of contracts.
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