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(WHAT?)

PFM

Context in Developed Countries = New Public Management

I

Officia atement/Approach Policy Goals
1Sound Management of Macro-Economy and Growth

2Poverty Reduction

o
Development Assistance (Operating)
Framework
Assistance Modality i\'e
Wudgetary Support Copceptual/Operational Framewark
Sector BS PEM
General BS Instrument 4 - layer Analytical Framework
+ Project Assistance MTEF . Lo
" B i€ { Fiscal Discipline — Costing

+ Program Assistance (Mid: l(::rm Allocative Efficiency

Expenditure y .

Technical Efficiency
Framework)
Fiduciary  Aspect MIE/F — Performance
Auditing
sy

Decentralization

V' Guiding Principle

Governance Ownership and Capacity Building
Participation
Predictability
Transparency — Procurement
Accountability 6




PFM Policy Issues and Operationa Tools

PFM Layers Policy Issues Policy Tools
Fiscal 5 PRSP
. (

Discipline FMIS CSDRMS

i Common Basket MTEF,
All _oc_:atlve Budget Calendar, Primer on
Efficiency | off-Budget Budget FMIS

Performance Indicators

Technical Fiduciary Aspects, PEFA- FMIS,

Financial Recording and

Efficiency Reporting

o Policy Evaluation, Performance Indicators,
Monitori ng Value for Money Auditing
/Evaluation (Compliance and

Performance Auditing) !

PFM Cross-Cutting Issues

1. Capacity Building and Incentive System
mm) Seminar and Workshop, Manuals

2. Financial Management Information System
(FMIS) ==) Computer System (IT)

3. Rules and Regulations, and Job
Description mm) Manuals
= =

PFM




4 Pillars of Governance (PPTA)

P: Predictability

ity Public Services

P: Participati
(Vatue for Money Public & articipation

P T: Transparency

A: Accountability

Good Governance

PFM
PFM Framework by Dr. Allen

Sechirk
PFM operators through L

Public Fund - The Machinery of | Budget [ —1.|Desired Policy
(Tax, non-Tax Revenue Budgeting (Allocation of Execution Outcomes in an
Transfer) public money) efficient manner
ainable over the medium-term Part of a br;ader set of . |Operational budget
and beyond institutional and governmental outcomes
arrangements, not only a

N

process!

PHM

Supplements substantive
policy norms

. |Covers broad institutional
and management
arrangements

=

N

8.- I Fiscal 1. Allocative ] l 1. Technical
Le iscipline iciency Efficiency

1)

TTCWOTR ——

(1) Allen Schick, A Contemporary Approach to Public Expenditure Management, 1998, pp.1-3
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PFM

1)

NPM (New Public
Management), PFM

Tribunary
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PFM Philosophers

Conceptual Framework)

PFM Philosophers (UK: Mick Foster, USA: Michel Holmes, India; Sanjay
Pradaan etc.)

Survey PETYS)
BS

)

Ownership Self-sustainability
BS Poverty Expenditure Tracking

TA

PFM
Development Partners

Governance

)

(M. Foster, Integrating Aid into Budget Management, ODI Paper, 1999, pp.1-4)

(Operational Framework)

Policy Triggers
13

PFM Fungibility
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WB: Expenditure Tracking Survey
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HIPC Application

(Bill Dorotinsky, Budget Execution: Overview, WB PRMPS May 2001)

Budget Management

Benchmark Description

Formulation

Execution

Reporting

Comprehensiveness

1. Composition of the budget entity

2. Limitations to use of off-budget transactions
3. Reliability of budget as guide to outturn

4. Dataon donor financing

Classification

5. Classification of budget transactions

6. ldentification of poverty-reducing expenditure

Projection |
7. Quality of multi-year expenditure projections
Internal Control

8. Level of payment arrears

9. Quality of internal audit

10. Use of tracking survey s

Reconciliation

11. Quality of fiscal/banking data reconciliation

Reporting
12. Timeliness of internal budget reports

13. Classification used for budget tracking
Final Audited Accounts

14. Timeliness of accounts closure

15. Timeliness of final audited accounts

"Close-fit or better" to GFS definition of general government
Extra (or off) budget expenditure is not substantial

Level and composition of outturn is "quite close" to budget
Both capital and current donor funded expenditures included

Functional and/or program information provided
Identified through use of classification sy stem
(e.g., avirtual poverty fund)

Projections are integrated into budget formulation

Low-level of arrears accumulated
Internal audit function (whether effective or not)
Tracking used on regular basis

Reconciliation of fiscal and monetary data carried out
on routine basis

M onthly expenditure reports provided within four weeks of
end of month
Timely functional reporting derived from classification sy stem

A ccounts closed within two months of year end
Audited accounts presented to legislature within oneyear 4

Relative Need for Upgrading

WB, Bill Dorontinsky

100

Percentage of 70
Countries 60
Requiring 50 7
Substantial 0 7
Upgrading 30 1

123456789 10111213{1415

Comprenensiveness Classi B Irterel Cortrol op | Reoting | Fina Audites
fication 3 58
8% g
Formulation Execution Reporting




WHO andHOW'I)

F.

PFM

Poor Strategic Planning:
Vague policy objectives
Political initiatives to budget allocation

? Budgeting for short-term objectives %

Poor Expenditure Control

Paucity of human capital Cash-based public accounting
Poor opportunities of capacity building Poor internal and external auditing process
Lack of motivations to do well Poor cash management
Public sector as social safety net and over- Problems as Weak expenditure review
staff[ng . . L Encountered by Poor agency coordination
Political appointees in ministries PEM

Poor management of effective operations @
Poor agency/department coordination Conventional Budgeting

Red-tapes in bureaucracy
Lack of clear and formalized job-description

Incremental budgeting
Short-term (one-year) budgeting

Corruption A .
N . N Overestimation of required funds
Paucity of compliance to laws, regulations -
e N R Patronage system for continued budget
and guidelines, particularly in investments

18




Budget Reform (1)

=

Single-year Budgeting

N

Line Item Budgeting

w

Non-Program Budgeting

4. I|solated Budgeting

19

MTEF. Mid-Term Expenditure Framework

. 2 3
. Activity-Based
Performance-Based Budgeting

- .

20




(DOD)

US$30-35 mil

US$310 mil

GDP 47.8%

10
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1995-2005
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1995-2004
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(1994-2015) Changein Debt Burden
500.0 ™
’g 400.0 %
= = 5%
~
E 3000 2%
4]
> 2000 3%
2%
100.0 1%
0.0 0%
2004 20052006 2007 20082009 2010 20112012 2013 20142015
] = DSR
@
Baseline Model Alternative (40 ) (30
Baseline
30 40 Model 2,840 US$0.26 2,130 US$0.19
million million
10 10 Alternative
2,060 US$0.19 1,540 US$0.14
million million
0.9% 0.75%
0,
0.16% 0.1 -5
DSR Debt Service
42% 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25
Byport 050 67 76% 84% 9% 101% 109% 118% 126% 134% 143% 151% 160% 168% 176% 185% 193% 202% 21.0%
055 61% 6% 76% 84% 92 9% 107 115% 122% 130% 13T 145% 153 160% 168% 176% 183% 191%
060 S6% 63% 70 7T  84%  91%  98% 105% 11% 1% 126% 133% 140% 147% 154% 161% 168% 175%
065 52 58% 65% 71% 78% 84%  90% 9T 103% 110% 116% 123% 129% 136% 142% 14% 155% 162%
070 A8% 54% 6% 66% 7% 78%  84%  90%  96% 102% 108% 114% 120% 126% 132% 138% 144% 150%
075 45% 50% 56% 6% 67% 73%  7.8% 84% 90% 95% 101% 106% 112% 118% 123% 12% 134% 140%
080 42 AT 52  58% 6%  68% 7% 7% 84% 8% O4% 100% 105% 10% 115% 121% 126% 131%
085 40 44% 4% 54% 5%  64% 6%  T4% TP 84% 8P 9% 9% 104% 109% 114% 119% 124%
0% 3T 42  4T% 51% 56% 61%  65% T0% 75% 7% 84% 8% 9%  98% 103% 107% 112% 1L7%
0% 35%  40%  44% 4%  53%  57%  62% 66% 7% 75% 80% 84% 88% 9% 9% 102% 106% 1L1%
100 34% 3% 42  46% 50% 55% 5% 63% 67% 7% 76% 80% 84% 88% 9% 97 101% 105%
105 32 36% 40%  44%  48% 5%  56% 60% 64% 68% 7% 76% 80% 84% 88% 9%  96% 100%
110 3% 3% 3% 4% 46% 50% 53% 5T 61% 65% 6% T3% T6% 8% 84% 88%  92%  95%
DSR 5-10%
8% DSR 2004
10% 70%
2004 DSR8% 90%
10% 2004
26

250%




DOD)

Y =-122+140X, -21X, -46X, - 0.6X,
Y X, X, Xy
X4

Findings and Policy Implication

10

IMF
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Conceptual Framework of Public Expenditure Management

Development Targets: Growth, PovertAy Alleviation |

Institutional Reform

Governance Issues
Transparency, Accountability

CDF

Mutuall

Mr. Mick Foster

Mr. Holmes

DFID

PFM

Public Expenditure
Policy/ Institutional Reform

- Fiscal Discipline
- Allocative Efficency
- Technical Efficiency

:
Budgetary Support
LACI

I Performance Evaluation/ Indicators I

PERLs/ GIRLs

Donors - Receipient Countries
Partnership

f— Concept/ Current Thought
—— Instruments/ Tools 29

Expenditure Management Cycle

Bill Dorotinsky, Budget Execution: Overview, WB PRMPS May 2001

Financial management system boundaries

Project Mediumtam Resource Annual budgets
ElETTs appraisal alocation Development,
plans, e.g. three
system . recurrent and
year ralling plans
revenue

Expenditure
review

W N\p\?‘“\‘,\

Public expenditure

review

Information technology

A coretool of integration Fund release

procedure, e.g...
warranting

e Accounting for

revenue and
Reports and expenditure
financial statements

Source: Integr ated Financial M anagement. Michael Parry, International M anagement Consultants Limited. Training 30
Workshop on Government Budgeting in Developing Countries. THE UNITED NATIONS. December 1997.




Players of the Public Expenditure Management Game in The World Bank

Economics Group
Mr. Holmes, Dr. Swaroop, Dr.
Pradhan, etc.

\

Intellectual
Inputs

MTEF, Loans, TAs
Inputs
PERL/ Operations
GIRL PER Watch and Evaluate Evaluation
Dr. Shah, etc.

PFM
Undergoing conceptual development and
refinement as a management tool

Collaboration

Operations Policy and
Strategy
Ms. Salop, Mr. Bruce, etc.

Loan Operatiofr
Country Operation
Financial Management

Mr. Byrnes, etc.

Mr. Miovic, Mr. Ahlers, Mr. Tsutsumi,

Training/ Education

Mr. Shand, efc.

(opIy

Disseminate
Ki

Training

Source:

‘Workshops

Recipient Countries

31

Social
Aspect

Risk

Without PFM  With
PFM

Technical
Aspect

Environmental

Analysis Aspect
sia:feholt\‘tier Financial
articipation Aspect

Economic
Aspect

Institutional
Aspect

L Without PFM —

Social
Aspect

Technical
Aspect

Risk
Analysis

Environmental
Aspect

Financial
Aspect

Stakeholder
Participation

Financial
Public Management
Finance

Economic’

Instiutional
Aspect !

Aspect

> With PFM
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PFM

1. Country

Assistance

Strategy

(CAS),Economic Sector Work (ESW)

PFM

Loan

Operation

Refer =

PFM

PFM

Various

2.

Power

Transpo

t Sectors ...

Economic Aspects

Aspects for

FIF, Appraisal

PERLS/GIRLS/TAs

Social Aspects

PFM

Environmental Impact

4. Budgetary Support
PFM

| | Budgetary
wB Support
Pow Transp | Educat PFM
er ort ion Sector
Sect Sector Sector
or
Players of the “PFM Game” in ADB
——————
. ' Economic and 1
President I Development 1
Budget, Personnel T 1 Resources Center |
and Management Inputs 1 1
Systems Department, Governance Group <1 Dr. J. Nugent I
Trainingand | [TT°TTTTTTTTOO N TTTTTTTTTTTT T 1 1
Development Division Dr. Clay Wascott 1 Dr. Y. Iwasaki 1 Dr. J. De Campos
(officer or Director) | Dr. R. Beschel | Dr. C. Buentjen
| Dr. Schiavo-Campo 1 (Officer or Director)
Mr. D. Bucher B ! Dr. N. Hamid !
| Mr. J. Zhuang H Operations
' '

Internal Traini

@

>

Programs
Department

(West)

Mr. Van der Linden

Strategy and
Policy Office
(SPO)

Dr. Y. Iwasaki

Programs
Department
(East)

Mr. S. Nishimoto

t L

T

Lt

Evaluation Office

Ms. C. Heider

Loan Operation
Departments

Asian and Pacific

Member Countries

Policy Dialogue/ Assistance Programing

External Training

ADB Institute
(Japan)

Dr. T. Morrison

source:

Guidelines
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PREO0~IOU

DFID: Human Capacity Building Program in Sub-Sahara
Countries and Debt Management Capacity Guide

((I:_egal and ingtitutional Frameworks)
Human Resour .. . .
. (Management, Supervision, Working Environment)
Disbursement . .
Finan |ﬁd|tReport|ng

Servic . .
Mmacroeconomic Prﬁje%:non

Po Pr [ d Forecast
. p%?g&.oaﬁ’ RiSk Aflyg) 0 o FOreeasts
Debt Portfolio and RIFCARAYSS 1 and L eadership)
(Transparency, EvaIPuratlo ,ané1 C'fontrol?1 P

35

Debt Strategy

Enhancement of Human Capacity,
Human Capacity Building
36
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(3) LDC

(4)

Conclusive Remarks
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IMF

DfID)
WB/IMF

Ownership

Public Sector
Reform,
Government
Reengineering,

Program
Assistance,
Budgetary

Support

“The Public Sector” includes central/local governments, central bank, supreme audit institution, pareﬂalalgg

PFM

 Policy Framework

PCM

PFM

1

Due Process)

Operational Framework

>

PFM




PFM 2
 Policy Framework, Strategy Formulation
(PRSP, Sector Strategy Paper, €tc.,)

» Operations (Budget Execution)
PCM

PFM
Linkage) II- PFM
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