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Governments are under pressgto evaluate their gformance Information 3
about public sector performance c satlsfy the publ ed to know, and can be used

to show that governments prouide ualue fi ‘@through their actions. Perhaps

most important, performance informgtiqn has the potential to help policy makers to(/)
make better budget and management'de€isions.

This book discusses the lessons Iearn@/ m country experiences of deueﬁp%g
and using performance information in the budgp¥ process. It provi es on
adapting budget systems to promote the use of perforﬂan m@ngon It contains
eight country studies which discuss in detail how individual countries have sought to
develop and use performance information in budget and management processes over
the past ten years.

The book was edited by Teresa Curristine, Senior Policy Analyst in the Budgeting
and Public Expenditures Division of the Public Governance and Territorial Development
Directorate, OECD. Part I, written by Teresa Curristine, contains an overview of the
OECD country experiences and discusses the benefits, challenges, lessons learned and
guidelines for the future. Part II contains the eight country case studies. The individual
chapters were written by: Lewis Hawke (Australia); Lee McCormack (Canada); Rikke
Ginnerup, Thomas Broeng Jgrgensen, Anders Mgller Jacobsen and Niels Refslund
(Denmark); John M. Kim and Nowook Park (Korea); Raphael Debets (Netherlands);
Thomas Kiichen and Pertti Nordman (Sweden); Zafar Noman (United Kingdom); and
Robert J. Shea (United States).

The OECD Working Party of Senior Budget Officials aims to improve the
effectiveness and efficiency of resource allocation and management in the public sector.
The Working Party established the network of experts on performance and results to
encourage the exchange of ideas among countries and to gather information on the
different approaches adopted with regard to performance-based budgeting and
management. The network, which meets annually, provides practical guidance to
countries on the opportunities and limitations of this mechanism. Some of the past
findings have been published in the OECD Journal on Budgeting.
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Execbtive Summar O

The 1990s witnessed a resyrgence of efforts by overnments of OECD
countries to introduce perforuce informatiops their budget processes.
The central aim of this reform\ﬁto impr Qision making by providing
better quality and more concrete ﬁrmat%n the performance of agencies(/)
and programmes. It is part of an oRgging process that seeks to move the focus
of decision making in budgeting away#rom inputs (how much money {@/ I
get?) towards measurable results (what canl gchieve with this mo‘g ?

The introduction of performance budgetinghal_bee 1foked to larger
reform efforts to improve expenditure control and/or public sector efficiency and
performance. Performance budgeting initiatives tend to go hand in hand with

Cule

performance management or managing for results. These reforms can be
combined with reductions in input controls and increased flexibility for
managers — in return for stronger accountability for the results - so as to
enable them to decide how to best deliver public services.

The introduction of performance information into the budget processes is
an important initiative that is widespread across OECD countries. Countries have
reported a number of benefits from the use of performance information (PI):

e It generates a sharper focus on results within the government.

e It provides more and better information on government goals and priorities,
and on how different programmes contribute to achieve these goals.

e Itencourages a greater emphasis on planning and acts as a signalling device
that provides key actors with details on what is working and what is not.

e It improves transparency by providing more and better information to
Parliaments and to the public.

e It has the potential to improve the management of programmes and
efficiency.

Advocates claim that the provision of “objective” performance information
facilitates better decision making for the efficient use of resources, the
management of programmes, central resource allocation and expenditure
prioritisation decisions. In sum, supporters claim that the use of performance
information in budgetary decision making can contribute to budgetary goals of
improving productive efficiency, allocative efficiency, and even aggregate fiscal

11
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discipline. Countries reported that, for o%e ministries and agenc1ez,\[}1ese

reforms had contributed to improving's¥ogramme management and eff1c1
There are a few examples of countrigd using performance information to assis
with reallocation exercises; howevdr, there is no evidence to sup e the31s

that performance budgeting dlmly impacts on aggregate flsca

Despite reported benefits, OECD countries, howevetlnue to face a
number of challenges with development and I in the budget
process including: how to implove the use of perf nce information in
budgetary decision maklng, and if performalb information should be
related to resources; how to improve the mea ment of activities; how to
improve the quality of 1nform\h&n and to get politicians to use it in

Y
3
v

decision making. Country expenges have® shown that the existence of a(’)

procedure to integrate performancefInformation into the budget process jsa
necessary but not sufficient conditi@ to ensure its use. Other fa(t Ts
influencing use include the quality of t formation, the i m}tlonal
capacity of the ministry of finance and spendmgﬁunkn@a@ the political
and economic environment.

Despite these challenges, several countries are evolving their approaches,
not discarding them. The OECD has developed general guidelines for countries
as they adopt and evolve initiatives to improve the use of PI in budgeting
processes. Some important factors to consider in this respect are:

@ There is no one model of performance budgeting; countries need to adapt
their approach to the relevant political and institutional context.

e A whole-of-government planning and reporting framework is important.

@ PIshould be integrated into the budget process.

@ Designing government-wide systems that automatically link performance
results to resource allocation should be avoided, because such systems may

distort incentives. Also it is difficult to design systems that take account of
the underlying causes of poor performance.

® Meaningful and accountable PI requires reliable output and outcome data
that are continuously updated.

e Timely and straightforward assessments of performance information
should be carried out independently of the spending ministries and be
supported by external expertise.

e The support of political and administrative leaders is vital for
implementation.

e The staff and resource capacity of the ministry of finance (MOF) and
spending ministries is critical.

® Reform approaches need to be adapted to evolving circumstances.

PERFORMANCE BUDGETING IN OECD COUNTRIES - ISBN 978-92-64-03403-7 - © OECD 2007



EXECUTIVE SUMMARY
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e It is important to develop incenti&e&to motivate civil serval&} and
politicians to change their behavio

As citizens continue to dem rQbetter results for their tax mogey, theQ
will be a continuing need for PI. Afthough the speed and metho reforms
will vary, it is vital that cou s recognise that a long-te pproach is
necessary and that in implementing PI in budgeting, tl@cus of political
debate and decision making 1d be shifted from igs results. q)

This book is divided into two parts. Part I provi n overview of OECD ™=
country experiences of developiglg and using perf@ance information in the
budget process. It contains five chapters. Chap discusses OECD trends in

the development of performawt€e infor %on and defines performance
budgeting. Chapter 2, based onl country case studies, describes the(/)
reforms and discusses the differént gpproaches to implementing th@.
Chapter 3 examines different country oaches to integrating ag}ﬁslng
performance information in the budget%ﬁcess. Chapter 4 addfevses the
impact of these reforms, the benefits and the chalreng SRS continue to
face with implementing these initiatives. Chapter 5 discusses lessons learned
and guidelines for future application. Part I is based primarily on the results of
the OECD 2005 questionnaire on performance information (PI)* and on
country case study reports.

Part II discusses individual country experiences of developing and using
performance information in detail. Eight country case studies are presented:
Australia, Canada, Denmark, Korea, the Netherlands, Sweden the United
Kingdom and the United States.

* See the OECD 2005 survey on the development and use of performance information
in the budget process (OECD, 2005f). This questionnaire was sent to the ministries of
finance in all OECD countries and two observer countries - Chile and Israel. There
was a high response rate: 26 out of 30 OECD countries and the two observers
completed the questionnaire.

PERFORMANCE BUDGETING IN OECD COUNTRIES - ISBN 978-92-64-03403-7 - © OECD 2007 13
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Part I defines performance budgeting and provides an overview of
OECD country experiences of developing and using performance
information in the budget process since the 1990s. The benefits and
challenges of these reforms are addressed, and guidelines for future
application are proposed.
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1.1. PERFORMANCE INFORMATION AND PERFORMANCE BUDGETING
e '\t Eq,
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his chapter briefly discusses the trends across OE untries in the

development of performanz@nformatlon and progides a definition and q)
classification of performance budgeting.

1. What are the trends in develo \gglng perfor@ance information (PI)? v

Across OECD countries, the'deyelopme performance information has
been a long-term, widespread an@olvmg trend. Figure 1.1 shows how 1ong
ago individual countries introduced thejr first government-wide initiati
output measures. The majority of OE ountries have been waq é
developing outputs for at least five years, uﬁﬁ ovgr 4CI°/iOf o@rﬁs working
on this approach for over ten years.

Figure 1.1. When was the first government-wide initiative to introduce
output measures?

O/U
50

More than 5-10 years ago 1-5 years ago Now in the pilot phase
10 years ago

The development of performance information is a widespread trend, with
nearly three-quarters of all OECD countries including non-financial
performance data in their budget documents. Countries have adopted different
approaches to assessing non-financial performance; however, as can be seen
from Figure 1.2, countries develop evaluations and performance measures in
equal amounts.

18 PERFORMANCE BUDGETING IN OECD COUNTRIES - ISBN 978-92-64-03403-7 - © OECD 2007
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Figure 1.2. What types of perform mformanon are produc@
to assess gover t performance?

mber of responses 6
'L"E =\

O )

30

Evaluations Performance
measures

Of those that have developed performance measures, the majority of
countries developed a combination of outputs and outcomes for all, most or some
programmes (Curristine, 2005a, p. 90). There are many different types of
performance measures which go from relatively simply measures of business
processes to more complex ratio measures of cost effectiveness and productivity
(see Ketelaar, Manning and Turkisch, 2007).

As can be seen from Figure 1.3, country approaches to these reforms are
not static; rather they are constantly evolving. Within the past five years, 75%
of OECD countries have introduced a new initiative.

Recently, Denmark and the Netherlands have reviewed their approaches
to developing performance information for budgeting; these reviews have
highlighted problems and resulted in new initiatives aimed at improving their
systems.* In 2006, Sweden, in reaction to criticism of the existing system,
established a commission to review its performance initiatives. In 2007,
Australia and Canada will both launch new initiatives to improve the use of
performance information in budgeting.

* For details on the Dutch review, see Netherlands Ministry of Finance (2004).
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Figure 1.3. When was the most re government -wide 1n1t1at¢’
to introduce perf ance measures?

% 0 . 2
41% \ﬂ

20 19%

Cule

7

Now in the Less than - ® 5-1§ years C re than
pilot phase ayear ago 10 years ago

2. What is performance budgeting (PB)?

Since at least the early 1990s, the majority of governments in OECD
countries have been developing performance information. However,
performance budgeting involves more than the development of performance
information: it is concerned with the use of this information in budget
processes and resource allocation.

Despite the fact that the idea of relating performance to resources has
been around since the early 20th century, there is no single agreed standard
definition of performance budgeting. A variety of terms and definitions are
incorporated under the label of performance budgeting: budgeting for results,
performance-based budgeting and performance funding. These terms are all
concerned with introducing performance information into budget processes.
Beyond this, however, there is little agreement on the type of information or
on the stage of the budget process when it should be introduced, nor if and
how to relate PI to resource allocation.

It is necessary from the outset to establish the definition of PB used in
this study. The OECD has defined performance budgeting as a form of
budgeting that relates funds allocated to measurable results (OECD, 2005a).
Different models and approaches to performance budgeting can be
incorporated under this definition. Taking this definition as a starting point,
the OECD has sought to distinguish different categories of PB based on the
proposed uses of formal performance information in the budget process.

20 PERFORMANCE BUDGETING IN OECD COUNTRIES - ISBN 978-92-64-03403-7 - © OECD 2007
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e _ E q!‘ o
Formal performance information is t k‘eh to refer to both perfo éf—\nce
measures (outputs and/or outcomeg d evaluations. Table 1.1 distinguiskles

three different categories.

{ \*
Table 1.1. Perforrmce budgeting categories N\ ®

A
Plirpose in the budget

Linkage between performance Planned or actual

Type information and fundim performance q)

Presentational No link Performance targets and/ Accountability f—
U or performance resu? 3

Performance-informed Loose/indirect link Performance tar Planning and/or

budgeting \» or perfor accountability aj

Direct/formula performance  Tight/direct link Performa%lts Resource allocation

budgeting O and accountability @

@ Presentational: The first categoryg! ﬁ;sentatlonal PB - 51 (that
performance information is presented Ifi budgeti or other
government documents. This information can be 1!3'51’f§mmce targets or
performance results. In this category PI is included as background
information for the purposes of accountability and dialogue with legislators
and citizens on public policy issues and government direction. There is no
link between PI and funding. The information does not play a role in
decision making on allocations nor is it intended to do so.

o Performance-informed budgeting: The second category is performance-
informed budgeting. Resources are related either to proposed future
performance or to performance results in an indirect manner. Indirect
linkage implies that PI - along with other information - is being
systematically used to inform budget decisions. PI is important in the
decision-making process but it does not necessarily determine the amount
of resources allocated. In this case formal PI is used to inform budget
decisions along with other information pertaining to macro restrictions on
fiscal policy and political and policy priorities. There is, however, no
automatic or mechanical linkage between targets or performance results
and funding. PI is important, but it is not absolute and does not have a
predefined weight in the decisions. The final weightings will depend on the
particular policy context.

e Direct/formula performance budgeting: The third category is direct
performance budgeting. Direct linkage involves the allocation of resources
directly and explicitly to units of performance, generally outputs.
Appropriations can thus be based on a formula/contract with specific
performance or activity indicators. Funding is directly based on results
achieved. This form of performance budgeting is used only in specific
sectors in a limited number of OECD countries. An example in higher
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education is that the number of s:ﬁ&s who graduated with a ﬁﬁter’s
degree would release funding for the university that ran the programmelin
the preceding year. In this form @PB there is a formula for systematica
providing funding rewards or p'&nalties on the basis of activit;&‘uced.

This list of categories is% intended to be exhaustiv merely to
provide a lens through which to focus the examinati@f he different
approaches taken by OECD co@ries. In addition to the di ity across OECD
countries, there are also diff€rences within cou s. For example, in
Denmark, the government-widg system of perfo@nce contracts could be
described as presentational pertormance bud g at a ministry of finance
(MOF) level - that is, PI can be p nted in%gtlations between the MOF and

Y
3
v

spending ministries but there is gink betWeen PI and resource allocation.(/)
e

However, in certain sectors in D ark (namely higher education, teachﬁ,
and parts of the health care sector), the (i)ect/forrnula performance bud& g
approach is used to directly link funding to|petformance results. X

There is no single model of performance budgeti E€h When countries
have adopted similar models, they have taken diverse approaches to
implementing these reforms and they have adapted them to national capacities,
cultures and priorities.
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1.2

IMPLEMENTATION APPROACHES TO PERFORMANCE BUDGETING
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his chapter describes the performance budgeting ref@ in eight OECD
countries: Australia, Canada, mark, Korea, the Negherlands, Sweden, the
United Kingdom and the United States. It exami he motivations for
engaging in these reforms an@ implementatior@proaches taken by these

countries. It then discusses the sgtential tensic@and trade-offs in adopting
different implementation appr es.

1. What are the reform triggers arid g{)jectives? 07/

24

All countries in this study, with the cﬁt'ion of Korea, have bee cﬁking
on introducing performance information ¥ito bgdggtin n@n&aagement
processes for over fifteen years. Some countries’ refofrr initiatives date back
even further. Canada’s programme evaluation policy began in the late 1970s,
and efforts in the United States to introduce performance information into

budgetary decision making can be traced back to the 1947 Hoover Commission.

While the triggers for introducing reforms vary across countries, the
major reform motivators can be summarised as financial crisis, pressure to
reduce public expenditures, and a change in political administration. In many
cases the reforms were introduced as part of a wider budget reform package
seeking to control public expenditure or as part of broader public sector
management reform initiatives. In many countries, PB was introduced in
conjunction with performance management.

In both Denmark and Sweden, these reforms were an offshoot of an
expenditure control policy introduced during the economic crisis of the 1980s
and early 1990s. In both countries, performance budgeting and management
initiatives were developed either in conjunction with or subsequent to the
introduction of medium-term expenditure frameworks and top-down
budgeting reforms. These reforms, which imposed expenditure limits on initial
spending plans, helped to curb overall public spending and also gave increased
flexibility and autonomy in budget affairs. The performance budgeting and
management initiatives sought to shift the focus of decision making away from
inputs towards results and to provide mechanisms to improve efficiency and to
monitor the performance of ministries and agencies.

Almost a decade later, the rapid deterioration of public finances in Korea
after the Asian financial crisis proved to be a trigger for ambitious wide-
ranging reform of the budget process. These reforms incorporated the

Y
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simultaneous introduction of top-do budgeting, a mediufgterm
expenditure framework and perform&mce budgeting.

—

reform trigger. The 1997 election ®f the Labour Party created t in the
wider political landscape. Th%ew government initiated n ous public
sector management reforms including changing the burocess. Similar
to Denmark, Korea and Swed@ the United Kingdomgintrddiced a medium-
term expenditure framework through its comprehe e spending reviews
and placed a high emphasi§ on performance %ugh its public service
agreements between ministries and the Tre y, which set measurable

targets for public expenditure p ammeg\
While countries have had rent reform triggers and have taken a(o

variety of approaches to implement these reforms, they do share s

common reform objectives which can éf ouped into three categori e’.(The
first objectives are those that are mainly c&em%d with budgetal§ Priorities
of expenditure control and improving allocative effLi.er@ and productive
efficiency. The second group is more focused on a results-based management
approach and improving public sector service delivery, efficiency, and
performance. The third group concentrates on improving accountability to

politicians and the public.

In the United Kingdom, a c ge in political administratio; was th

Cule

Some reforms concentrate mainly on the budgetary priorities; for
example, the aims of the United Kingdom comprehensive spending review are
to reallocate funding to key priorities, to improve efficiency and to reduce
waste. However, most performance reform initiatives tend to have more than
one objective, thus cutting across these three categories. For example, in
Australia the overarching objectives of the reform initiatives are to improve cost
effectiveness of resource use and public accountability, while devolving financial
and management responsibility. In addition, in some countries the objectives
and focus of reforms have shifted over time. For example, in Canada the
programme review reforms of the mid 1990s concentrated on the budgetary
priorities of reallocation and cutting back expenditure. The reforms of the
late 1990s and early 2000s concentrated on developing and improving results-
based management and accountability to Parliament and the public. With the
election of the conservative government in 2006, the focus has shifted again
towards the budgetary priorities of eliminating ineffective programmes and
using performance information in reallocation decisions.

The triggers for reform influence what governments initially seek to achieve
with these reforms. Nevertheless, over the fifteen-year period, all countries’
reforms have evolved from their initial starting point, and most have introduced
at least two or three subsequent reform initiatives seeking to develop and
improve the use of performance information in management and budgeting.
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2. Description of the current perfor rit‘.e budgeting frame“ﬁt

This section will describe in gsyn each country’s current performan
budgeting framework. Table 2.1 glldes a summary of the mos recent
implemented reform initiatives,that relate to performance bud Aln each
country. M é

Table 2.1. Summary @-nost recently impleré;te; reforms

Cule

Year Reform P
)
Australia 2006 RevisiBN of expenditure review, ive a greater role to the ministry
exerci‘e» of finance in identifying and managing
reviews
Canada 2005 Managem@esources To set strategic outcomes for all entities ”
and Results™8ffucture and to link resources, performance
measures and actual results for XK
b, programmes (ongoing |mpw ion).
Denmark 2004-07 Accrual accounting Jo implement accrj in
and budgeting and bld.qetl@t entral government
sector.
Korea 2006 Development of strategic plans  To develop strategic plans that will be
updated every three years.
Netherlands 2001 Policy-oriented form To provide Parliament with a more
of programme budgeting transparent budget document.
Sweden 2001 Budget bill To link policy objectives to expenditure.

United Kingdom 2000, 2002, 2004 Comprehensive spending reviews To help allocate funding to key priorities
and public service agreements  and to help departments plan ahead.

United States 2002 Program Assessment Rating To help assess how programmes are
Tool (PART) performing.

2.1. Australia

Australia’s current performance budgeting and management framework
has been in place since the mid to late 1990s. These arrangements arose from
the budgetary reforms associated with the 1996 report of the National
Commission of Audit and subsequent introduction of accrual-based outcomes
and outputs policies. The current framework develops both performance
measures and evaluations.

At a national level, Australia operates under a devolved financial
framework. Performance management and budgeting are generally the
responsibility of individual ministers and their departments and agencies.
The current system is outcome-focused, concentrating on agency-level
outcomes. Every department and agency within the general government
sector is required to identify comprehensive and explicit outcomes, outputs
and performance measures for quantity, quality, price, and effectiveness of
their activities. They are required to report on those items and any major
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evaluations in their budget plans (port@i&udget statements) and thé/end-
of-year results (in annual reports).

Expenditure and programme @ws are a central feature of the ustraliz@
budget process and an area where performance information is u ﬁ% inform
budget decisions. Until recently, lapsing budget measure revi TOCeSS wWas
the most commonly used type of review. The Australian go ent revised the
review arrangements in Oct02006; the new arranggmems§ give the MOF a q)
greater role in identifying alid managing review%s co-operation with
departments. Senior ministets inake decisions in the budget process 3
)

regarding which major areas of public expenditurg(#jll be reviewed in any year. In
addition, there can be major revi or depa@eptal reports, which can be short-
term and available for the next bud@r more ©®ng-term generally over two years.(o

2.2. Canada (@

Over the years, the Canadian federabgovernment has imgpl nted
numerous performance budgeting and maanqu_erenGiatlves. The
government currently uses performance information throughout the planning,
measuring and assessing, and reporting phases of expenditure management.

The federal government’s expenditure management framework is complex
and decentralised. All major departments produce strategic plans, known as
reports on plans and priorities (RPPs). These are planning documents which are
submitted to Parliament detailing the strategic outcomes and planned results of
each department. These documents also include information on resource
requirements over a three-year period. All departments report on the results in
departmental performance reports (DPRs) which set out performance against
commitments in the RPP. The Treasury Board produces and presents to
Parliament two whole-of-government reports. An RPP Overview guides
parliamentarians through the many RPPs each spring, and Canada’s Performance
does the same for the departmental performance reports each autumn.

In addition, all major departments and agencies have internal audit and
evaluation units. In 2004/05, evaluations covered approximately 10% of
departmental programme funding.

The government has also sought to introduce PI into decision making on its
750 non-statutory transfer payment programmes. Programmes that are delivered
through third parties, must be reviewed by the Treasury Board (a Cabinet
committee) at least every five years. As the programmes come up for review,
departments must produce evaluations. In addition, a policy on transfer
payments (June 2000) formalised the requirement for departments to develop
results-based management and accountability frameworks (RMAFs) and risk-
based audit frameworks (RBAFs) in support of the ongoing management and
renewal of these programmes.
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In 2005, the Treasury Board, in an f%rt to regain detailed progéw'xme-
level knowledge, adopted the Mana ent, Resources and Results Structudre
policy (MRRS). This sets explicit uirements for departments on how
collect, manage and report fin#ncial and non-financial info jon at a
government-wide level. These r@ts—based structures underpin @ rmance

planning and reporting. Q
After the 2006 election, tnservative government atled for reform of
the federal expenditure management system and gr use of performance
information in support of re&?ce allocation an allocation decisions. In
addition to the performance-based Cabinet @ews of transfer payment
programmes already in place, c\&ient plar?:}l for the commencement of a

Y
3
v

first round of strategic programmefTaviews to*begin in the autumn of 2007. All(O

available performance information® whether from audits, evaluations, Qe
MRRS performance frameworks or fron(?‘mual assessments of departn@ al
management performance - will support th eviews. ,‘\)

°*Lec
2.3. Denmark

In Denmark there are two main approaches to PB. First, there is the
performance-based contract approach which is a government-wide system
and, second, the direct performance budgeting approach which is applied only
in selected sectors such as health and higher education.

In Denmark, ministries have a high degree of autonomy, and
performance management initiatives are implemented on a voluntary basis.
The MOF produces recommendations and has developed the general concept,
but it is for each ministry to decide if and how performance contracts will be
used. Denmark’s current performance contract system is based on its 1993
reform, which has three core elements: setting targets, developing contracts
and reporting annually on performance. Ministries develop performance
contracts, which are not legally binding, with each individual agency. Agencies
are required to produce annual reports that detail results achieved against
targets for outcomes/outputs specified in the contract. Since 1997, the
submission of an annual report has become mandatory. These reports are
written by agencies, approved by the responsible ministry, and then submitted
to the Danish Parliament.

Ministries have the flexibility to develop their own evaluation frameworks
and to decide on what programmes they want evaluated. From 2001 to 2003
there were 258 evaluations in seven ministries. External consultants conduct
most of these decentralised evaluations although there are a few internal
evaluation units in certain policy sectors, for example education.

Neither evaluations nor performance results are a formal part of the
budget negotiations between ministries and the MOF. The recent accrual
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budgeting initiative which will be fully i mented in 2007 has the plk‘ntial
to more closely link performance ifdrmation and budgeting. Throug
focus on the use of resources an@n cost distribution, accrual hudgeti
makes it possible to provide moreNetailed costing on each activi@d obtain
information that helps link pe@mance to results.

The second type of performance approach is d@ performance
budgeting known in Denmar@ the taximeter modely It iS*form of activity-
based budgeting which directl¥{f links funds allocate results achieved. It
was first used in higher educﬁi?i and now accou or over one-third of the
total funding in the field of er educatio is type of performance
budgeting has also been applie&ﬁl school in the health care sector.

2.4. Korea O @

The Korean government in the 1(3@ 990s introduced a larg rm
package known as the Four Major Fiscal Ref@fms. The goals wi éabhsh
a medium-term expenditure framework Natlona Flsl:a.l f2n%gement Plan),
to introduce top-down budgeting, to establish a performance management
system and to build a digital budget information system.

K
Cule

In terms of performance budgeting, ministries/agencies have to submit
strategic plans, annual performance plans and performance reports to the
Office for Government Policy Co-ordination. In 2005, the Ministry of Planning
and Budget (MPB) announced the creation of a bureau specialised in
performance issues. Strategic plans were developed in 2006 and will be
updated every three years. The system is currently outcome-oriented, but
developing outcome measures is proving a difficult task for ministries/
agencies. Targets are set by ministries/agencies themselves, who provide the
performance information.

In addition, in 2005, the “Self-Assessment of the Budgetary Programme”
(SABP) was introduced to review programmes. It is based on the United States
PART initiative. To date, 555 programmes have been reviewed using the SABP.

The MPB uses annual performance reports and the SABP in its
negotiations with ministries during the annual budget process. As they
formulate budget requests, ministries have to provide relevant performance
information. The MPB has developed an incentive system which seeks to cut
the budgets of programmes labelled “ineffective” under the SABP exercise,
although this has given rise to problems with gaming.

2.5. Netherlands

In 2001, the Netherlands introduced a more policy-oriented budget
structure. The Policy Budgets and Policy Accountability reform (VBTB, Van
Beleidsbegroting tot Beleidsverantwoording) (i.e. new budget) aimed to provide
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Parliament with a more policy-oriente;s &d transparent budget c(o(\w}lent
and clearer information about the Its of government actions. The ‘néw

budget enables the government @focus on policy objectives (results ©

programmes). \
This reform was an initiat@of the Lower House of the DyfcMParliament. *

The Ministry of Finance played a role of co-ordination @nonitoring this
initiative. After an intensive @paration process, allgnintstries switched to
the new budgetary structure aduring the preparation%

(“bigboom”).

U

the budget for 2002  mmmm

J

This reform builds on the preyious program@based budgeting initiatives w

(e.g. Operatie Comptabel Bestel) lemeng'ﬂ the 1980s and 1990s, which

decentralised administrative orgar@ion and'sought to improve accountability(o

mechanisms. @

In addition, since 1995 the Nethéﬂ nds has developed a s e&q of
interdepartmental policy reviews. Policy reh&s age p opt‘)éli @&%ﬂistry
of Finance and approved by the Cabinet and the respectiveline ministries. A
list of proposed reviews is included in the September budget memorandum.
These reviews are conducted by small working groups including representatives
from the relevant line ministries, the Ministry of Finance and external experts.
All reports are published and submitted to Parliament. Initially these reviews
concentrated on efficiency savings with a mandatory 20% saving, however, as
the economic situation improved the mandatory cut was abolished and the
reviews focused more on institutional reform.

2.6. Sweden

The Swedish system of performance budgeting and management is based
on a letter of appropriation to ministries and agencies, which is not legally
binding. The Swedish budget structure seeks to link policy objectives to
expenditure. The budget is currently divided into 27 expenditure areas and
48 policy areas covering 90% of government spending. The 2001 budget bill
created a programme classification under which all government activities are
categorised into a three-level programme structure: policy areas, activity areas
and branches. An appendix to the main budget document shows how different
policy areas relate to expenditure areas. The objective of the change was to
better communicate the government’s political priorities and to facilitate a
management-for-results approach which would enable comparison between
the sectors.

Each government agency receives a letter of appropriation from the
relevant ministry which states the goals it has to achieve during the coming
year and the feedback and performance information that it must provide to
the ministry. Formally the goals are set by politicians but in practice it is the
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officials in the ministry and the agencie?tét are involved in setting t}égoals
Similar to Denmark, the system of p administration is very decentraksed

and the agencies have a high dei‘;@of flexibility. The details of th letter@

appropriation are worked out in &dialogue between ministries encies.
Agencies produce annual re s containing financial an mance @
information although not necessarily performance ou@ T outcomes
measures. This report forms basis of an annual dis on between the

ministry and the agency’s chiefexecutive.

——
Performance information@ot generally used@a asis for negotiating or 3
deciding on future resources. However, it is used@monitor agencies’ activities w

and to report on the results to\Ba¥liamen ry year in the budget bill the
government submits a statement perations to Parliament on policy areas")
and activity areas, and this statem contains performance information.

The application of the current sys s been cr1t1c1sed by Parligigent,
and recently a working group with repre tatlves E‘)S d the
parliamentary Committee on Finance has been esta improve the

performance dialogue between the government and Parliament. In addition,
in 2006 the government launched a review with a wide mandate to evaluate
how performance information is used in the relationship between ministries
and agencies.

2.7. United Kingdom

The United Kingdom first introduced the comprehensive spending review
in 1998 and repeated the exercise in 2000, 2002, 2004 and 2007. This biannual
approach aims to reallocate money to key priorities and to improve the efficiency
and delivery of public services. After a review of existing departmental spending,
each department develops a three-year spending plan and a public service
agreement (PSA). The Treasury negotiates with ministries regarding their key
performance targets for the next three-year period; these targets are included in
their public service agreements. PSAs contain measurable targets for a whole
range of government objectives. The current agreements mainly focus on
outcome targets, although there are still a few output targets. In addition to the
PSA, each department will produce a technical note stating how the targets will
be measured and a delivery plan explaining how it plans to achieve the targets.
The technical note is published but the delivery plan is not.

The PSA also states who is responsible for the delivery of the targets —
usually the relevant secretary of state. In contrast to Australia, Denmark, and
Sweden, this is a top-down centrally driven performance system. The
development and evolution of the PSA framework has been led by the Treasury.
All performance agreements and ministerial targets are agreed with the
Treasury. Performance information is discussed as part of the spending review
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negotiations between the Treasury agd‘—ﬁumstrles although theéﬁs no
automatic link between results and r rce allocation.

In the United Kingdom, key l@:tives and targets are integrateg into t}Q

decision-making process at a highl political level. There is a s cabinet
subcommittee on public ser s and public expenditure which is
chaired by the Chancellor of the Exchequer. This co ttee discusses

progress against targets and ]@strategic objectives agd chtetlenges.

2.8. United States

In 2002, the Program Asse ent Rating T PART and the Budget and
Performance Integration Imtlatl ere de by the Office of Management
and Budget. These reforms built the 1993 Government Performance and‘o
Results Act (GPRA) which requires agencies to produce strategic plans
annual performance plans and to repor& esults to Congress through ﬁlual
performance reports. The recent reforms&ﬁght to erco xﬁeﬁof the
implementation failures of GPRA including poor qua'?.ry f1n1t10n and
insufficient use of PI in decision making by the executive and the legislature.

Y
3

The PART assesses the management and performance of individual
programmes. It evaluates a programme’s purpose, design, planning,
management, results and accountability to determine its overall effectiveness.
Each PART exercise asks departments to answer 25 basic questions and some
additional questions tailored to the programme type. The answers to these
questions are scored and programmes are ranked as effective, moderately
effective, adequate, ineffective, or “results not demonstrated”. PART ratings do
not result in automatic decisions about funding. However, the results are
published and recommendations are made on how agencies can improve
performance. There is follow-up on agencies’ progress. Over the four years of
this programme, there has been a substantial increase in the total number of
programmes rated either “effective”, “moderately effective”, or “adequate”.
However, less progress has been made on linking PI to budgets and resource
allocations. In addition, congressional use of PART has been limited.

3. Different implementation strategies

OECD countries have adopted diverse implementation strategies for
introducing PI into budgeting and management systems. There are a number
of questions which all OECD countries face as they implement these
initiatives. Should the reform be enacted in law? What is the most appropriate
implementation strategy? How quickly should the reforms be implemented?
Should they be part of a larger reform package? How wide should the coverage
be? Countries have adopted many different implementation strategies which

32 PERFORMANCE BUDGETING IN OECD COUNTRIES - ISBN 978-92-64-03403-7 - © OECD 2007



1.2. IMPLEMENTATION APPROACHES TO PERFORMANCE BUDGETING

e — q I x.
can be summarised as the alternatives seﬁleen top-down versus boté’l-up,
comprehensive versus partial, and inérémental versus “big bang”.

3.1. Legal framework L *
hrough

Some countries (the Uni States) introduced their re
legislation. Other countries such as Canada have a mixtum gislation and
formal policy guidelines. Still rs (the United Kingdom) not enacted the

reforms in legislation; instead central ministries isgh, formal requirements i)
and guidelines. 3

Introducing reforms thTough legislatfgh ensures some form of
permanence by making it easiei\ﬂ’ reform%:ontinue if there is a change in w
government. It also establishesﬁally bikding universal standards and(o
requirements. The need for legisla#on is more dependent on the legalisgic
tradition of each country and the natuléyf the public administration sy(tg
In some countries legislation is the necessafyprerequisite for intr @g any
reform initiative; in others it is unnecessary. THR erlyt@n(ef reforms in
legislation is no guarantee that they will actually be implemented. Rather,
implementation is more dependent on political and administrative support
and the implementation strategy of the reformers.

3.2. Top-down versus bottom-up implementation approach

Top-down is a more centralised approach to implementing reforms. In
this type of approach, the central government agency or agencies (the MOF,
the office of the prime minister/president, the cabinet office) play the primary
role in developing, implementing and/or monitoring the reforms. The
approach tends to be more systematic, with central agencies imposing
standards and rules generally applicable to all agencies. With a more bottom-
up approach, the individual agencies are the key actors in the reforms, their
participation can be voluntary, and they have freedom to develop their own
methods and approaches. In summary, there is less enforcement from the top.
This approach tends to be more ad hoc than systematic, given its more
voluntary nature and lack of central requirements and enforcement.

In most OECD countries, the central agency with responsibility for
performance budgeting initiatives tends to be the MOF but it does not always
operate alone. Even in countries where the MOF is powerful, it can need the
support of the prime minister’s office and/or the cabinet. Across OECD
countries, the role played by the MOF in developing PB initiatives and their
subsequent implementation varies widely. At one end of the spectrum there
are countries like, for example, Chile and the United Kingdom that have
adopted a top-down centralised approach in which the MOF has a high degree
of involvement and plays a strong and active role in developing and
implementing these reforms. This can include developing performance
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measures and setting and/or negotiatin ormance targets. At the (éjbsite
end are countries like Iceland and*®lenmark which operate a botto
decentralised approach in which t}@MOF has a low level of involvement ar%
it is the responsibility of individu® ministries to implement the rms. In
more decentralised systems, tlf¢'Jole of the MOF tends to be li o giving @
guidelines and advice. Other countries can be placed so €Ye in between
these two extremes, althoug ey have a tendency tow one end of the
spectrum or another.

—
There are risks with havi@oo much or too % central involvement in 3
these reforms from the MOF or other central mi ries. Table 2.2 summarises w
the potential benefits and risks aving sdown or bottom-up approach.

Table 2.2. Potential benefits Q risks of top-down and bottom-up @

implementaticﬁieproaches (
L\
Benefits Dﬁisks \)
e | ~C X
Top-down approach Stronger pressure for reform Limiting flexibility to achieve results
Uniformity in approach and framework  Too rule-bound, and performance becomes
across government mere compliance
More information at the centre Creating too many reporting requirements
to make decisions and becoming an expensive paper exercise
Better co-ordination and monitoring Failing to gain the support of agencies
Creating perverse incentives and distorting
behaviour
Bottom-up approach Greater flexibility Inertia due to lack of pressure to reform
Capacity to tailor reforms Being more difficult and time-consuming
to agencies’ needs to implement
Enables greater responsiveness Lack of co-ordination of reforms
to clients and local communities
Encourages ownership of reforms Lack of information at the centre to make
by agencies decisions

Lack of consistency in reform efforts
and presentation of data

A too centralised approach can result in performance becoming mere
compliance. Rather than improving performance, PI becomes another central
rule to be followed. Those responsible for delivering the target can lack the
flexibility and managerial freedom to get the job done and the motivation to
deliver results. Given the costs in generating it, if PI is not used in the manner
intended it risks becoming an expensive paper exercise. Furthermore,
centrally set and driven performance targets can distort behaviour at lower
levels, creating incentives to cheat and distort information in order to meet
requirements from the centre.
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On the other hand, too little central i v&/ement can resultin no pr£$fre to
change. The risk is that reforms are ahﬁunced but not implemented at lswer
levels. If there is too much decentr@ation, the centre can lack the pecessa
information to make decisions. Rhere can also be lack of unif in the
development and presentation@performance information. T make it
difficult to compare performance across government and ca r expenditure
prioritisation. In addition, cexﬁ co-ordination and co-op@on promote the
development of joint goals an tiatives, which cut ac ministries.

U
==
For each country, the reldtivp risk of having to%nuch or too little central 3
involvement is influenced by the existing ir@tutional structure. Those w
countries that operate in a dec alised Q,ggn of public administration, in
which the MOF has relatively wealTqrmal power as regards PI, face a different(o
set of challenges than those that c@ate in a more centralised system. @

For example, Denmark and Sweder(&l the Nordic countries tend ave
decentralised systems of public administrdg#bn, whliTchive a higl degree of
autonomy to agencies. Given this institutional ga o@ 1t1s difficult to
introduce a centralised and systematic implementation of performance
budgeting and management. In this context, reforms have been implemented
in a step-by-step approach which depends on the ministries’ support and
willingness. This can make progress slow. Getting this support can be
challenging, as the MOF has little power to censure if agencies set targets too
low and aim for the most easily achievable outcomes. On the other hand, the
benefits of this system are that agencies feel ownership of the reforms and
can adjust them to meet their specific reform needs. In contrast, the United
Kingdom Treasury has been criticised for taking an overcentralised approach
and limiting the flexibility of those responsible for service delivery by creating
too many central requirements. It is facing the challenge of giving greater
flexibility to agencies and encouraging ownership of initiatives.

3.3. Comprehensive coverage versus partial coverage

Countries which have adopted a top-down approach and/or enacted
reforms in legislation have a tendency to adopt comprehensive coverage.
Many countries have adopted a comprehensive approach with requirements
for all ministries for the development of performance information; the
exceptions are countries which follow a more decentralised system.

3.4. Big bang versus incremental implementation approach

OECD countries have adopted different timeframes and timescales for
implementing these initiatives. Alternative approaches include big bang
versus incremental. Some countries have adopted an incremental approach in
which change is introduced on a step-by-step basis. Others have gone for a big
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bang approach which means introducin%a%umber of sweeping reforné;‘t the
same time without a long lead forwnplementation. Table 2.3 provi a

summary of the advantages and a

The approaches countries
be clearly illustrated by con

provided benefits, including t

interrelationship between performance and
accountability, political and mgetigemen
interactions and incentives is
practical experience. Australia ¢
government to proceed with care, m@
unintended effects occur and keeping to a

ave taken vary and the di
ting the reform experiencgs
and Korea. For the past 15 years, Australia has follo
implementation approach.@has been a long-te 9
opportunity to lear
proceeding with further rgfjrms. This is im’brtant because of the
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ntages of each approach.

es can
Australia
n incremental
ess which has
experience before

aspects of the financial,
ironment. The complexity of

Y
3
v

icult tokomprehend in isolation from(’)
ms that its approach has allowed?e

efinements if unanticipah{ or
-term path of reforsa.
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Table 2.3. Potential advantages and disadvantages of “big bang”
and incremental approaches

Advantages

Disadvantages

Big bang approach Creates strong pressure and momentum for
change

Offers an integrated package showing how
reforms fit together

Communicates a consistent message

and vision of desired end point

Takes less overall time to implement

Can provide uniform training

and assistance to ministries

Allows for trade-offs among different
interests

Opportunity to learn from experiences and
to refine the system as it moves forward

Incremental approach

Capacity to adjust the system
for unintended effects

Spreads costs of reform over
a longer period

More time to build support for reforms
More time to build management capacities

More time to give individual assistance
and attention to agencies

Potentially high risk

Can result in costly mistakes

Needs significant resources

Runs the danger of overwhelming
management and staff

Needs high-level political commitment

No time to give individual attention
to ministries

Takes a longer time to implement

Risks loss of momentum of reforms

Risks dissipating interests and energy

Can result in less coherent reforms

Can result in piecemeal reforms with limited
or even conflicting impact

Can require running two budget systems
simultaneously
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In contrast, Korea introduced four m 'oﬁiscal reforms with great SPQ The
advantage of this approach is that it @ées great pressure and zeal for re
and helps to lower resistance to ch@lge. Rather than introducing reforms in
piecemeal fashion, they are part offen overall framework; the cha
support performance budgeti re introduced simultaneous
approach can more easily generate and maintain political a@s
and provide opportunities trade-offs among diffe q)
disadvantage of this approach atit demands a leveloRcommitmentin terms 7
of both political willpower and \el?)urces that may nc;ﬁ adily feasible in many 3
th
v

>3
<
o
]
o
=
[

-level interest
interests. The

countries. Also, most importan®, it does not p e opportunity to learn
from mistakes and to adapt the ms oveq\ T timescale.

A big bang approach is more ly to bedopted in circumstances where(o
there are strong drivers for quick nge such as an economic crisis or a
leader or change in government. With((l)these drivers, it can be too h W
develop the pressure to introduce sweeping rms. Table 2.4 sum{@es the
different implementation strategies taken by the &)un&e@ &s study.

Table 2.4. Summary of country implementation strategies

Strategies Coverage Timescale

Top-down Bottom-up | Comprehensive Partial Big bang Incremental
Australia X
Canada X
Denmark X X X
Korea X X
Netherlands X X
Sweden X X X
United X X X
Kingdom
United States X X X

The institutional structures and the relative position and power of the
MOF and other central agencies in the wider institutional and political system
do impose limits on the capacity of countries to adopt certain implementation
approaches. Other factors are also important, such as political leadership and
the level of interest in these initiatives by central agencies. Nevertheless, the
implementation approaches are not static and they do change overtime. While
the institutional framework imposes limits, countries can take steps to
counteract these tendencies.
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here has been a large increase in the quantity of perfoce information
developed by OECD countries@vertheless, the provisjon of this information q)
alone is not sufficient to improve performance: it haé be used in decision ==
making. An important facto@ promoting its @in budgetary decision 3
making is the method for integrating it into t@budget process. Countries w
have adopted different meth for th%ﬂtegration and for using the
information in resource allocatio ese include changing the format of their‘o
budget and/or integrating PI into different stages and levels of the bud@t
formulation process. Each of these appé[c es will be discussed belo (

X
1. Transforming the budget format and stru®urk to@afds a more
performance-oriented approach

40

Over two-thirds of OECD countries include non-financial performance
information in their budget documents. Some countries have moved beyond
the presentation of performance information in documentation and sought to
alter the classification and structure of their budgets.

For the purpose of performance budgeting, it is important to look beyond
traditional budget classifications that tend to concentrate on administrative
organisational units and to consider budgets in terms of outcomes and goals,
which tend to cut across these units. Certain budget classifications are more
conducive to the integration of performance information than others (Pollitt,
2001, p. 18). For example, programme or outcome and/or output classifications
are more open to incorporating performance information than line-item budgets.
The line-item format, which can include separate lines for travel, office supplies
and salaries, tends to facilitate micro control and to make it difficult to include
any type of information on performance. In contrast, budgets with a single
consolidated appropriation for all operational costs increase financial and
managerial flexibility and facilitate the integration of performance information.

A few countries changed their budget structure to focus on outputs and/or
outcomes. Australia, the Netherlands, New Zealand and the United Kingdom
changed their structures as part of their initiatives to introduce accruals-based
budgeting.” From 2000, Australia changed its budget structure to focus on
outcomes (Scheers, Sterck and Bouckaert, 2005). In 2001, the Netherlands
changed its budget format so that it is organised along policy lines or the

* The Netherlands has since abandoned its efforts to introduce accrual budgeting.
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desired outcomes of the Dutch govern &Slnce the 1980s, New Zeal&ﬁ has
structured its budget on an outputﬁls In the mid 1990s, there wa
increased emphasis on outcomes(fiirough the adoption of key result are
(KRAs) and the medium-term fddnulation of strategic results (SRAs)
which detailed departmental olfjf¥tives. Despite this empha31s t omes in
New Zealand, appropriations are still assigned to ou @ the United
Kingdom, parliamentary apprgpyriations are now request resources (RFR)
which correspond to the outc s the government is @ng to achieve.

S

—
In contrast, countries such as Canada and the Ut& tates have not altered 3

the structure of their budgets rather, they ha tempted to include PI in
supplementary documents such strategl@ performance plans, which are
provided to the legislature. In th nadi ase, a centrally approved set 01‘0
strategic outcomes and program activities underpins all appropriati
documents, and performance measure t frameworks are being deve%) d
with the aim of improving the quality o ults information X1 ed to
Parliament. ® L e

The initial alteration of budget structures can help to promote a greater
emphasis on outputs and/or outcomes. Even countries that have altered their
budget structures, however, continue to struggle with the integration of
performance and financial information. For example, in the mid 1990s the
Swedish government changed the structure of its budget to more closely
reflect government policy priorities. Its restructured financial classification
divides the budget into 27 expenditure areas and creates a programme
classification. Several attempts have been made to more closely integrate the
financial and performance parts in budget documentation. Despite these
efforts, however, discussions on the budget in government and Parliament
centre on expenditure areas and appropriations. There remains a clear
separation between the financial and the performance aspects of the budget.

Changing the budget structure does not necessarily change the
budgetary decision-making process. Decision making can continue to be on a
traditional incremental basis. This is especially the case if the budget process
itself and the incentives for the actors in this process have not also been
changed. Most countries that have altered their budget structure have also
sought to change their budget processes.

The next section concentrates on efforts to use PI at the budget formulation
stage in budget negotiations between the MOF and spending ministries, and on
its use in negotiations between spending ministries and agencies.

2. Budget negotiations between the MOF and spending ministries

OECD countries have taken a variety of approaches to including PI in budget
negotiations. These can be split broadly into formal and non-formal approaches.
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Some countries have followed a formal s;@roach, in which the MO!@ Uires
ministries to present performance plaft® and/or performance results along wath
their spending proposals while otl’@ countries have no formal requiremen

guiding how PI will be used in budébt negotiations. When Pl is pa budget
negotiation process, a key questjofi)is how it is used. PI can be use MOF for
planning purposes and/or accountability purposes. In both t es there is an

issue about how PI should bg#kinked to funding. As disc d in Chapter 1,
different classifications of pe ance budgeting are ésible: presentational,
performance-informed budgeting) and direct or forn)ﬁ erformance budgeting.
Depending on the approach adopfted, countries ca@ to link PI to decisions on
resource allocation tightly, loosew not at Q\

2.1. Presentational performanc@«dgeting

Some countries have taken a non(fgrmal approach to the develop@@t
and use of performance information in n iations between t MLF and
spending ministries. For example, Denmark ant’Swlﬂe@a@ an informal
and discretionary approach on a government-wide scale which allows
individual ministries to decide whether to produce and present PI in budget
negotiations. There is no formal mechanism for the systematic integration
and use of the information at this stage of the budget formulation process.
While the spending ministries can present performance information and it
can be part of discussions between the two parties, there is no expectation of
a link between PI and resource allocation.

In the cases of these countries there are guidelines and/or requirements
that performance results be reported to Parliament either in the agency’s annual
reports or in government-wide performance reports. Performance information,
if it is used at all, is used mainly for accountability purposes and outside the
budget negotiation process rather than as part of it.

2.2. Performance-informed budgeting

In OECD countries, when performance information is part of the budget
process, it is most commonly used to inform budget allocations along with
other information on political and fiscal priorities. It is only one factor in the
decision-making process. There is no direct or mechanical link between
performance (planned or actual) and funding. The connection is at best indirect,
or there is a loose link between resources and performance information. When
performance information is used, it can be for planning and/or accountability
purposes - that is, the MOF can use planned future performance to inform
funding decisions or use performance results to hold the agency to account and
to inform budgetary allocations.

Y
3
v

2
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2.2.1. Performance information for E&rﬁing purposes: loosely h%
planned performance to fundiv&

In most countries budget negd#lations have traditionally incluged son@

element of discussion on plannin'g, as budgetary estimates ge ly state °
what a ministry aims to achie ith funding - for example, t tld a certain
number of schools. The introduction of performance budg has formalised

this process and has place@ greater emphasis setfing targets and q)
measuring results. Some countries have a formal ¢ rehensive approach e
that requires ministries to Iﬁe)ent performanc?ans to the MOF along 3
with their spending proposals. Other count ave a formal but non- Q/
comprehensive approach that uires mance plans or results from
some ministries and sectors only,@M\that only requires performance plans fo
proposals which request funding new programmes or additional fundﬁ

for existing programmes. (

In countries where the MOF is involqun setting perfor a‘@&%rgets,
these can be discussed and/or agreed during%u t@g@lations. The
majority of OECD countries, with the exception of New Zealand, do not have a
systematic government-wide approach to linking expenditure to performance
targets. Over 46% of countries only link expenditure to a few or no outputs or
outcome targets (OECD, 2005a). In some cases, even where there is a link it can
merely be a reflection of presentational changes in the budget structure rather
than any real change in the decision-making process.

Both Australia and the United Kingdom have requirements that link
increases in spending or new spending to performance targets or performance
evaluations. The United Kingdom has a more systematic approach in which
each department develops three-year spending plans and public service
agreements that include performance targets negotiated with the Treasury.
This exercise is concerned with expenditure prioritisation and with ensuring
that increases in spending are earmarked for priority government areas.
While factors such as political priorities and economic considerations
influence where the funding goes, performance targets are used to ensure
performance returns in exchange for incremental increases in expenditure.

The Australian approach for budgeting is concerned with new policy
proposals. In addition to the spending requests, departments and agencies are
required to identify the key benefits, risks and milestones for each proposal
and to have plans to track progress and inform evaluations. In addition, the
review process for programmes enables reviews of expenditures that have
been selected by senior ministers. The MOF co-ordinates the major initiatives
and provides advice to the cabinet, where decisions are made.

Performance plans and targets are not necessarily discussed or approved
during the budget process. Approval can take place outside the budget process
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either with the MOF or with other cent 1%%en61es Indeed, the devel(bnent
of these plans can be part of an uhgnnected reform initiative. In seshe
countries, planning is completely s@arated from budgeting and strategic a
performance plans are pnmanly‘&esented and approved by th e of the
prime minister/president, the wlstry of planning or the legls@

2.2.2. Performance informagien for accountability ur@s: loosely
linking performance results<to funding 6

The MOF can use perforg?nce results to hd?mnistries and agencies
accountable for actual perfornTance. There is going debate about how
tightly performance results sh be lin unding. In OECD countries,

U

v

the MOF rarely uses performancegults to ¥etermine budget allocations. At‘O

best, performance results can be uded to inform budget allocations along w;
other information. Even this use of peffggmance-informed budgetmg
sporadic. The use of PI in budget negotlatlob,and the weight give aries
among countries and also within countries de;ﬂndi1_g @tﬁ&ormatlon
available, the policy area and the wider economic and political context.

In Australia the use of performance results in decisions on budget
allocations is limited at whole of government level; the potential for using this
information has not been fully realised. The information which is used to inform
budget decision making is based on expenditure and programme reviews. The
system is currently being reformed to create a more strategic process that is more
closely linked to budget planning and resource allocation. This reform will
increase the role of the MOF in managing reviews in conjunction with spending
ministries.

In the United Kingdom, performance results are discussed as part of the
spending review negotiations between the Treasury and spending ministries.
However, there is no predetermined relationship between past performance
and resource allocation. It is not clear to what extent past performance
informs budget allocations: the United Kingdom process is geared towards
future performance and performance targets.

In contrast, the system in Korea concentrates on performance results. The
MPB encourages ministries to use performance information as they formulate
their budget requests. Performance results are discussed as part of the budget
negotiations between the MPB and the spending ministries. Negotiations with
the MPB include discussions on a spending ministry’s performance for the
previous year. The proposed targets for the next year are not discussed. Reforms
in Korea are still in the early stages: it is proposed that the programme ratings
produced by the Self-Assessment of the Budgetary Programme (SABP) are used
by the MPB to reduce the budgets of ineffective programmes. In 2005, the MPB
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used the results from the SABP in res:ﬁgﬂocatlon decisions, and cut‘w 10%
the budgets of programmes rated ineffektive

In the United States, the Pil@exermse which is led by theOffice Q
Management and Budget, evaluates'agencies’ performance and th 1t. PART
scores feed into the budget pro , although not necessarily on nual basis
for all departments and agencies. PART ratings do not ,\t in automatic
decisions about funding. The@res and performanceginforriation have been q)
used to justify funding requests. An “effective” ratin ken as a sign thata s
programme is adequately funded and performing In practice it is proving 3

v

very difficult to link performance results to ing, partially due to the
institutional structure which gi\yse both tk?.?ecutive and Congress a role in
the budget process. PART scores }Q influeced OMB’s budget allocations in‘O
a limited but important way (Gilmd#r and Lewis, 2006). However, progra
performance is only one factor in bud&eﬁ decision making and w111£;@
replace the political element. K

The discussion above dealt with the use of perfl:.tm@cq sults in the
annual budget process. However, performance results can be used on an ad hoc
or a systematic basis as part of expenditure prioritisation, an exercise that can
be within or outside the budget process.

In Canada, the government’s stated intention to integrate performance
information into the annual budget process builds on a history of two
successful ad hoc programme review exercises between 1995/96 and 1998/99.
These reviews used performance information along with other information to
reduce expenditure. In the first review, the centre established targets for
departmental spending cuts and criteria to guide departments in selecting the
programmes to be cut. These criteria included information on the efficiency and
effectiveness of programmes. Departments’ alternative packages of
programmes and activities were submitted to a special committee of ministers
set up by the prime minister. The committee made specific recommendations
on departmental programmes to the MOF, which incorporated them into the
budget. The results were substantial cuts to the departments’ budgets, on
average 21.5% over a number of years (OECD, 2005c, p. 14-15). While
performance criteria on programme effectiveness and efficiency were included,
it is not clear how much weight was given to this information - especially since
the decisions took place in a highly charged political context and involved
discussions and negotiations between ministers.

These ad hoc reviews took place under conditions of fiscal stress, but
under conditions of fiscal surplus the government once again has announced
its intention to make performance-informed programme review an ongoing
feature of its budgetary and expenditure management system. Although the
Canadian government has experienced nine consecutive surpluses, over the
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past five years total programme spe@?las grown by an averageéiS 2%
annually and 14.4% in 2004/05.

early 1980s. The Dutch approach dfffers from the Canadian one i t it is an
annual exercise that is designed to be comprelfehnsive. The
interdepartmental policy reviews focus on a limited nu @* priority areas
every year (approximately ter@d were originally conducted with the idea of
developing alternative funding Scenarios for these po&g requiring a 20% cut
over four years, in addition to Wudmg recomme lons on how to improve
efficiency. The reviews are carried out by sm orkmg parties, which are
often chaired by an external ber aQ;p ude participants from the
relevant spending ministries, th e

The results of these reviews are pu hed and submitted to Parliament. W
these reviews are conducted outside th(gnnual budget process, the resu(t of
the reviews have been used by both the ding ministries an@\}} MOF
during the budget process (OECD, 2005c, p. 43). ® L e

In the Netherlands there h Qbeen annual policy rev1ew?§nce tlg

From the countries examined in this chapter a mixed picture emerges
about the use of PI in budgetary decision making. In some countries it is not
used at all; in others it is used along with other information to inform
budgetary allocations. It is rarely automatically or mechanically linked to
resource allocation. The exception to this is direct performance budgeting.

2.3. Direct/formula performance budgeting

The above section discussed government-wide systems of performance
information. In certain sectors however, direct/formula performance budgeting
is applied that directly and explicitly links performance results to funding. This
type of formula performance budgeting requires clear and explicit output
measures and information on unit costs, which are not readily available in
many government sectors. The approach is used only to a limited extent in
OECD countries. Two-thirds of respondents to the 2005 OECD survey on PI stated
that they do not directly link performance results to appropriations (OECD,
2005f). Direct/formula performance budgeting is mainly applied in Nordic
countries and in certain sectors, e.g. higher education teaching, research and
health. Table 3.1 summarises the countries, ministries and programmes using
direct performance budgeting.

Y
3
v

Ministry for General Affalrs (0
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Table 3.1. Ministries/departments an programmes that use C£1é¢.
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performa udgeting’
Sector Minis}r;@partment Programme '\ ’)
~
Chile Education MjRisiry of Education Voucher system fmare, P
primary and seqond®ry education
Education Ministry of Education Universi ts (direct funding for
Q higher ed on)
Health stry of Health Dj sis related grouping (DRG)
in itals
Health mtry of Health @r capita funding for local clinics
(primary health care)
Denmark Education MM of Educati‘%ﬂ\ Technical schools
Education MinisScience, TeChnology Universities ”
and Innewdtion
Health Ministry of theffntgrior Hospitals (@
and Health lt \)
Finland Education Ministry of Educatio @ Un ersitéut@nj‘ecupational
ed®eatio
Hungary Education Ministry of Education Higher education
Iceland Education Ministry of Education Teaching in colleges/universities
Health Ministry of Health Nursing homes
Norway Hospitals Ministry of Health Financing of hospitals
(DRG system)
Universities/ Ministry of Research Financing of universities
Colleges and Education and colleges
Portugal Education Education Ministry Financing of universities
Health Health Ministry Financing of public hospitals
Sweden Education Ministry of Education Production of basic academic exams
Trade/Industry Ministry of Industry Swedish Patent Office
Trade/Industry Ministry of Industry Swedish Company Registration Office
Trade/Industry Ministry of Industry National Land Survey:
The Cadastre Service
United Kingdom Health Department of Health Primary care trusts

Labour/ Employment

Department of Work
and Pensions

The New Deal

1. This table is drawn from the results of the OECD 2005 questionnaire on PI (OECD, 2005f). It is a
selective rather than comprehensive listing of programmes using this approach.

3. Mechanisms available to the MOF to motivate agencies to improve
efficiency and performance

The MOF can use performance results to motivate agencies to improve

performance, and potentially there are a number of mechanisms at their
disposal to do so. These incentives can be financial or non-financial and formal
or informal. They can be divided into three broad categories: 1) financial
rewards or sanctions; 2) increasing or decreasing financial and/or managerial
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flexibility; and 3) making the results publ{c -“that is, naming and sham oor

performers and recognising good ormers. Table 3.2 summarises t
mechanisms, each of which will be éammed in turn.

Table 3.2. Potential mech ms available to the minist ﬁnce L
to motivate performance f'\
Mechanism Rewards n Sanctions\ V q)
=

Funding Increase funding to the agency. Reduce o@c’[ agency funding. f—
Maintain status quo o@ncy funding. EIimi@gency funding. 3
Provide management and/or employee salary of management and/or
bonuses. \)& oyees. Q/
Increase the staff budget. %ut the staff budget. @

Flexibility Allow the agency to retain a ry over Return all funding to the centre.

efficiency gains.

Allow flexibility to transfer funds bel(m Restrict the ability to transfer funds (
different programmes and/or operating \)
expenditures.

Exempt the agency from certain reporting Increase thIT g requuements
requirements.

Order a management audit of the agency.
Public recognition Publicly recognise the agency’s achievements. Publicly criticise the agency’s performance.

3.1. Potential financial rewards and sanctions

In the majority of cases the MOF does not use performance results to
financially reward or punish agencies. Table 3.3 shows the percentage of
ministries of finance in OECD countries that often use PI (evaluations or
performance measures) to eliminate programmes, to cut expenditure or to
determine pay.

Table 3.3. Percentage of ministries of finance that often use performance
information for action

Performance measures (per cent) Evaluations (per cent)
To eliminate programmes 4 11
To cut expenditure 10 15
To determine pay 11 5

As can been seen from Table 3.3, it is rare that performance information is
used by the MOF when deciding on these courses of action. The difficulty in
linking funding to results reflects the fact that the issues and context
surrounding budget decisions are complex. The capacity of the MOF to
eliminate or even cut back programmes can be restricted by lack of institutional
capacity and power or by lack of political support. In some countries, there are
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no procedures for the MOF to use PI ir;? %anner and/oritisa dec151£pf the
relevant ministry. This is especially tiedcase for determining pay, where T

central agencies as well as spendm@umstrles play a key role.

In addition, the actual decisi®n-making power can rest w1 e prime
minister or be the result of palifical negotiations within th met or the
legislature. For example, in the United States, the Presid 006 budget
proposed 21 programme termifiajions and nine prograngme dlng reductions.
Congress enacted only seven Of the terminations an r of the reductions.
Budgetary decision making takes)places in a politi ntext, and proposals to
cut back or eliminate programmes can encounte 1tical resistance, especially

if these programmes bring be \gh)s to 1m@apt political groups or are high

political priorities 9

There are also a number of techinical and incentive issues with financi
rewarding good performance and puniszw bad which make it ques *le if
this approach on a government-wide scaleg#ill actua y motiv !rscles to
use PI to improve performance. It is 1ntu1t1vely ap gb’eeward good
performance, but a method that automatically does thlS would not take into
account government priorities or budgetary constraint.

An approach that automatically cuts funding without understanding the
causes of poor performance (which could be based on lack of funding) could
make the situation worse and condemn badly performing agencies to continue
to underperform. Performance measures do not explain the underlying causes
of poor performance. Performance in any given year can be influenced by a
variety of factors, both internal and external, that may or may not be within the
control of an agency. The causes of poor performance can be outside an
agency’s control or alternatively relate to lack of funding. In addition, in some
OECD countries it is uncertain if the PI is of sufficiently high quality to be used
in budgetary decision making in this manner.

In addition, a mechanical approach can generate perverse incentives and
encourage agencies to manipulate data. Incentives to provide accurate
information are influenced by the expectations of how it will be used in
decision making. If funding is tightly and automatically linked to results, there
can be incentives to engage in gaming and to manipulate data in order to
receive more money or to avoid receiving less. An observation made over
30 years ago still holds true today: it is politically irrational to expect agencies
to provide objective information if it will be used to cut back their programmes
(Wildavsky, 1974).

The only country to attempt to automatically link performance to funding
on a government-wide scale is Korea. A recent initiative introduced by the
Korean government sought to link performance information to resource
allocation. The programme ratings produced by the SABP are to be used by the
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MPB to reduce the budgets of ineffective ammes The MPB announ(@ that
an automatic 10% budget cut would nforced for ineffective program
While the announcement sends a léar sign to agencies that performance
taken seriously and poor performé&ce will not be tolerated, the M already
experienced problems with i menting this approach as t, mation
received from ministries is of poor quality. There have a @e issues with
gaming, goal distortion and thqresentatlon of misleading rmation.
g

Automatically linking performance to res on a systematic
government-wide scale is not\th¢ best approach tafbomotmg the production
of credible information and en uragmg age to focus on maximising

their use of performance 1nfo ion. M CD countries have not done
this, perhaps realising the difficul®s of ado

While MOFs do not financially punish or reward agencies for t
performance, they do still use PI to h&? nistries to account. PI a
signalling device that highlights when th&' are ro lems Wi a,;ermme
and agencies. Information on poor performance ser igger for the
MOF to more closely monitor or review agencies and programmes. The most
common course of action taken by MOFs against poorly performing agencies
is that resources are held constant and the programme is reviewed during the
course of the year. Other actions include maintaining programmes on
condition that they perform well in the future.

3.2. Increasing or decreasing financial and managerial flexibility

In theory, the introduction of Pl into budgeting and management processes
should be accompanied by a relaxation of input controls and increased financial
or managerial flexibility in the areas of spending and staffing. In practice, across
OECD countries there is no clear trend regarding the relaxation of input controls
with the introduction of formalised performance information (OECD, 2005b). In
some countries changes were introduced prior to the introduction of
performance management and budgeting (Schick, 2001), in an unrelated reform
initiative, or not at all. For example, the Nordic countries - especially Denmark
and Sweden - have a long history of executive agencies, decentralisation of
managerial responsibility, and relaxation of input controls. In many countries,
single appropriations for operating costs have been introduced, thus enabling
much greater flexibility. In contrast, countries such as Chile and Korea have
introduced these reforms without a corresponding relaxation of input controls.
Even when controls are relaxed, the situation is not static and new controls can
be imposed to deal with emerging issues.

In any system of control there are issues about balancing accountability
and flexibility. The need for compliance with regulations and reporting
requirements should be balanced against the freedom managers require to do

e‘ule

ing such a systematic approach (0
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their jobs. Critics of the traditional syst r&)f accountability argue tkl\yfules
became ends in themselves, that accdeﬁtability stressed compliance onlyrahd
that hierarchical structures hinderg¢gd/efficiency and performance. Thus, the
critics stressed the need to rel® inputs and controls. Ther obvious
dangers in relaxing input co s without having adequat@ ial and
managerial systems in place. With the devolution of respgf®ibiities it is also
important that new policies practices are well unde®stegod by people in
line agencies, and that they the skills, capacity, urces and authority
to implement the initiatives effegtively.

However, there are also dangers in failing to @x these controls sufficiently.
Too many restrictions create c&A&itions u which managers do not have

Y
3
v

enough freedom to improve perforﬁce; failt¥e to relax input controls can then‘O

result in inefficiency. From the perspettive of spending ministries, the reports
and data collection requirements intro d with performance measure(%
evaluation systems can impose high burdengj# terms of system co @d staff
time. This is especially the case when it is not clear’ﬁowlt_he@ogaatlon is used
by the MOF or other central agencies.

Changes in flexibility can act as an incentive to improve performance if
they can be gained or lost depending on performance results. For example,
achieving a certain percentage of performance targets could be rewarded with
greater spending flexibility during the year and the ability to carry over unspent
funds, or it could be linked to exemptions from regulations or reporting
requirements. Failure to achieve results or poor evaluations could be linked to
increased reporting requirements. However, it is rare that the reforms are
designed to give the MOF the power to relax input controls or reduce regulations
or reporting requirements. The exception to this is the pilot phase of the GPRA
in the United States, which did seek to link increased managerial flexibility and
reduction in reporting requirements to improved performance. However, this
was not included in the full implementation of the act, in part because the OMB
did not have the capacity to free agencies from reporting requirements and
rules set by other parts of government or by the legislature.

While flexibility may not be given as a reward, there are examples of
increased control and reporting requirements being imposed on
underperforming agencies. If programmes have received critical evaluations
and failed to follow up on recommendations, the most common course of
action is that more control is imposed on the programme and the failure is
made public (Curristine, 2005a, p. 37).

When the MOF has the capacity to relax or restrict input controls or
reduce regulations or reporting requirements, other factors should be
considered. It is important that decisions be made on a case-by-case basis,
taking into account the degree of trust that already exists in the relationship
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between the MOF and agencies. This rel t&lship is at least partially kt$d on
the history of the agency or programre in terms of performance, compliaake

with regulations, and avoidance of Cgrruption, waste and mismanﬁment.é
{

3.3. Public recognition m ?\

The approach of making public the performance res@ agencies and
programmes seeks to recognj§é\ good performance agd/oMfame and shame q)
underperformers. The hope iSthat pressure to impréperformance will be
brought to bear via the media] the public and the lé€@glature. 3

The majority of OECD countrigs publish info@ation on the performance of w
the public sector but the informa#®n is not s available in a manner that is
easily understandable or that fac{litytes c<$::risons. The name-and-shame(o
approach often seeks to compare and score the performance of one ag
against another, or an agency against its historical record. This can e'Qlone
through scorecards and/or benchmarking6r via leing;e tables? e the

approach is in danger of oversimplifying, it does provide @a information.

The PART system in the United States and the SABP in Korea make public
the performance of programmes in a rating system that allows comparison. In
most OECD countries, when this approach is applied it is not by the MOF but by
other central agencies or state and local governments. Generally it is adopted in
the area of local service delivery. The United Kingdom has league tables for
hospitals and schools. In the United States many state governments benchmark
performance of services. In Australia, there is a system to compare states’
performance in the delivery of public services. In Canada, all internal audits and
programme evaluations —as well as the Treasury Board’s annual ratings of
departmental management performance — are made public on the Internet.

The ability of the MOF to use any of the mechanisms and incentives either
alone or in co-operation with other central agencies will depend on the individual
country context and the role of the MOF within the wider institutional and
political system. This will also be influenced by the nature of the reforms
introduced and the degree of decentralisation of the public administration (OECD,
2005a). In all systems, especially those with decentralised financial and
performance management, it is important to examine the extent to which
ministries and agencies used PI in their decision making.

4. Pl in budget negotiations between spending ministries and their
agencies

OECD research indicates that PI is more often used by spending ministries

than by the MOF (OECD, 2005a). PI can be used at the budget formulation stage

in negotiations between spending ministries and their agencies. A common

approach to integrating PI into the budget process is through discussions on
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agencies’ performance agreements and I%acts This is especially t(I&se in
countries with executive agencies, sﬁﬁ as Australia, the Netherlands W
Zealand, the Nordic countries and United Kingdom. These dlscus ions c
concentrate on either future t®gets or past performance volve a
combination of both. With the ption of the purchaser-pro el used
in New Zealand, in most cases there is only a loose link bm fundmg and
targets. A common use of PI bDoending ministries is to r ibute resources
(see Figure 3.1).

Figure 3.1. How are the resM of performan asures generally used
by spending ministries/de@tments;@: iple responses possible)

%

N

22% (@

20 /n
17%
15
12% 12%
10
5
2%

0 | |

To set resource  To extend To cut back To redlstrlbute Tomanage  To prowde Not used

levels programmes programmes  resources programmes/ information  in decision
agencies for policy making

development

and advice

The capacity of spending ministries to reallocate resources is influenced
by the wider budgetary framework and rules. In most countries, ministries at
the budget formulation stage have the capacity to propose alterations in the
distribution of resources across agencies and programmes (although certain
programmes can be excluded). Indeed, existing rules and procedures can
sometimes seek to force spending ministries to reallocate. The MOF in some
countries, for example New Zealand and Sweden, seeks to control expenditure
and limit proposals for increased spending through the use of fixed spending
caps. This requires ministries to remain within the set expenditure limits and
forces them to cover any increase in spending through internal reallocations.

Depending on the financial flexibility given to ministries in the wider budget
framework, they can use most of the same mechanisms available to the MOF to
encourage their agencies to use PI. Ministries can and do use PI to reallocate
resources, although it tends to be only one factor in the decision-making process.
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Also, unlike the MOF, spending ministsi@can seek to link an 1ndll~wua1 S
performance to that of the organisatiomand use performance results to reward

and punish individuals. Due to the f@that so many external and interaal facto

can influence the performance of &programme in a given year, it difficult
to link individual performance m’gamsatlonal performance.

In only a few countries is an agency’s performance ﬁ y reflected in
the pay of senior managemen@x Denmark and the Unjte dom, the chief q)
executive’s performance bonusSTs partially determine the agency’s success s
in achieving its performance |tajgets. In other co?ms there are increased J’
efforts to link organisational performance goal individual performance
objectives, through the use r\ﬁ&‘ldivid rformance agreements and Q/
appraisal systems (Ketelaar, Ma g and leCh 2007). Figure 3.2 showso)
the possible linkages between perfédrmance targets and the performanc
organisations and individuals. It shows@w performance targets can ca(z
down from the MOF and/or Parliament to line minister and mme
and from there to individual or team performanc@baﬂ aERrigements.

While organisational performance may not be directly linked to pay, it
can form a part of the appraisal system, which can influence the future career
prospects of individual employees. In practice the extent to which this

Figure 3.2. Possible linkages between organisational performance targets
and individual/team performance targets

1. Community/wider
public sets targets
for government

2. Parliament sets targets 3. Minister of Finance/
for line ministers the government sets targets
and for programmes for line ministers

3
\ 4. Line minister sets targets /

for senior civil servants,
for programmes or for work unit/agency

Agency/sector/programme level

A

4a. Targets set 4. Targets set
to the programme level to the work unit/agency

A,

Individual/team targets
and performance-based
arrangements

Individual level

Source: Ketelaar, Manning and Turkisch, 2007.
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organisational performance actually fe d&nto an individual’s per clf}ance
rating is unclear, especially when ms and groups play a large roledin

delivering organisational objective

Across OECD countries there% a wide variation in the qual d use of
PIby spending ministries in thmdget process. Even within th¢ sdme country
there can be wide variations among different ministries in s of the quality,
the extent of use and the wei iven to PI in budget discusstons. For example,
in Norway the appropriation rﬁ-‘dons require that th get proposal contain
information on planned objectjvef and achieved ret@s together with financial
information. (Anderson, Curristine and Merk, 200%,,p. 33-34). PI is requested by
ministries in their letter of instr\&on to a%ies. This is a similar system to
Denmark and Sweden. Despite the@ormal rédquirements and processes, man;
agencies have made only limited progress in developing meaningful
performance measures. The character ©fpPI changes from agency to a* y.
Some only define a few political goals; rs define many hese
problems make it difficult for spending ministrie® to I,Ee @séormation in
budget negotiations with agencies. Many OECD countries, Norway included,
struggle with problems of developing clear objectives and good quality
performance measures and data.

PI is not just used for budgeting purposes; it also aims to improve the
management of programmes. As Figure 3.1 indicates, the most common use of
performance measures by ministries is to manage programmes. These factors
can help improve operational efficiency. There are no comparative cross-country
studies showing the contribution of PI to improving operational efficiency. These
types of studies are difficult to conduct due to comparability issues and the
problem of separating out the effects of reforms from other initiatives and factors
that can influence efficiency. However, in a country context there are many
anecdotal examples of how PI has improved operational efficiency.

In summary, PI does not tend to have a significant impact on resource
allocation. When performance information is used by the MOF in budgetary
decision making, it is one factor in the decision-making process used along
with other information to inform rather than determine budget allocations.
Rarely on a government-wide scale is there any mechanical link between
performance and funding. The MOF rarely uses PI to cut or eliminate
programmes. It does, however, use this information as signalling device to
monitor agencies’ performance and to highlight when further action is
needed in the case of poorly performing agencies. The PI most used by MOFs
for funding decisions comes from reviews conducted by MOFs themselves or
in conjunction with other ministries as part of expenditure review exercises.
PI is most often used by spending ministries, and they most frequently use it
to manage programmes.
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1. Introduction O
It is difficult to meas the success of goveMgment initiatives to i)
introduce PI into budgeting agdlmanagement pro . This partly reflects 3
the fact that these reforms o have diverse anging objectives. This

makes it challenging to agree@criteria uating success or failure. Q/
Furthermore, to assess improvements in pgo\rmance requires an agreement(o
on the level or state of performan d efficiency prior to the reforms, and on
what constitutes an improvement and yrdeed what is an acceptable tra f

for achieving it (Hou, Moynihan and Ingrah 2003).

It is difficult to link improvements in (f@r ehneeﬁfﬁciency or
productivity to any specific change in government (Pollitt, 2000). There is a
gap in the literature in terms of evaluating the impact of reforms. One reason
for this is the problem of separating out the effects of reforms from one
another and from other factors that influence performance in the wider
governance and economic environment. In addition, governments launch
reform initiatives with great fanfare but often devote few or no resources to
evaluating them. Frequently the evaluations that are conducted tend to
focus on process and implementation issues rather than on actual impact,
which is more difficult to measure. Given the lack of systematic evaluation
within and across OECD countries, there are no comparative quantitative
data measuring the impact of these reforms on efficiency, effectiveness or
performance. There are, however, qualitative data available from the case
study reports of the countries that participated in this study, and from the
results of OECD surveys and secondary sources in the academic literature on
individual countries and departmental and agency experiences.

OECD countries claim that implementing these reforms has provided
benefits. This chapter first explores both actual and potential benefits in
terms of improving programme management and performance as well as
accountability. Second, within the limits of the evidence provided, it explores
how the reforms have contributed to achieving the budgetary goals of
improving productive efficiency, allocative efficiency and aggregate fiscal
discipline. Third, the chapter examines the challenges countries continue to
encounter in implementing these reforms.
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OECD countries reported a m@ r of advantages and benefits delg
from these reforms. The widespreg®introduction of performance infprmatio

into budgeting and management processes across OECD c¢ ies has
generated a greater focus wit% government on achieving sgn®ible results
and more communication based on the language of resul ese initiatives,
if successfully implemented, provide more inforgpati@f on government
goals and priorities, on how programmes fit in with t goals, and on actual ==

progress and results in achiev@ the goals. @ 3

2.1. Improving the setting oj@éjectiues% 1}
m that enables politicians, if they

These reforms provide a m@hanis (0
choose to use it, to clarify objectives. The reforms have proved to be a useful
tool for setting priorities over the short @ edium term and can dw at
results are expected from the public sector.Edst OECD countrie HoWpresent
performance objectives to Parliament and the pl&lic eitife? -government-
wide performance plans or in ministerial or agency plans (OECD, 2005a). For
example, in Australia, Canada, the United Kingdom and the United States, all
individual ministries are required to produce strategic plans, including
medium-term performance goals.

This approach aims not only to clarify the government’s priorities, but also
to see how individual programmes fit under the government’s wider policy
objectives or outcomes. In order to make it clearer to politicians how different
policy areas and programmes contribute towards strategic objectives, countries
have sought to align programmes with objectives. As discussed in Chapter 3,
Australia, the Netherlands, New Zealand and Sweden have redesigned the
presentation of their budget in an effort to make it clearer how programmes fit
under wider political policy objectives. However, it has proved much more
problematic for governments to eliminate programmes that no longer
contribute to these wider objectives.

2.2. Improving the monitoring of performance: PI as a signalling device

These reforms have provided a mechanism for monitoring agencies’
performance and progress. Mostly it is either the ministry with responsibility
for the relevant agency or, in countries with a more centralised system such
the United Kingdom, the MOF that monitors progress against targets.

Performance information provides key actors with details concerning
what is working and what is not with government programmes, and in the
case of evaluations it can provide an explanation as to why programmes are
not working. PI acts as a signalling device that highlights problems with
programmes and with service delivery, as well as good practice (Curristine,
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2005a). Once a problem or poor perform rﬁ% is identified, different s@ﬁ' can
be taken to improve performance. discussed in the previous chapi#r,
however, this rarely involves cuttirﬂxpenditure or eliminating programmeés
A more common course of actiorfNs that poor performance is di ed with
the agency in question, to ide steps to be taken to addre@ oblems
and to improve each programme’s performance. O

2.3. Greater emphasis on p@ming

The introduction of PI ha@sulted in a great phasis on planning in
management and budgeting, and a move tow@s outcome focus in policy
design and delivery. There is n long-term planning through

empha{?
the introduction of three- to five—@;strate ic plans. The use of planning in‘O

budgeting has become more sys atic. The availability of performange
information has made the justificatioﬁ,)f expenditure less related to‘u%t
spending and more to future performan ombined with m?'ia-term
expenditure frameworks, which in theory inform %enl:i_es@tlcir unding for
the next two or three years (depending on the length of the framework), this
makes it easier to plan the spending available to achieve goals over the coming
years. PI can provide a clear and logical design that ties resources and
activities to expected results.

2.4. Improving management

PI is most often used by ministries and agencies to manage programmes
(OECD, 2005a). If used, the information helps managers to implement policies
and better manage programmes to achieve results. The setting of goals and
targets can provide a clear focus for achieving improvements in service
delivery. Adopting a results-focused approach allows managers to ask
fundamental strategic questions about how to deliver services. In designing
these systems, agencies can address fundamental issues such as: Is this
service necessary? Is it appropriate for the problem being addressed? What is
the intended objective of this service? What is the proposed outcome? How
can the service be best designed to achieve that outcome? (Holzer and Yang,
2004). If agencies are given the flexibility and authority to do so, they can
organise their structure and operations to achieve their goals more effectively.

PI also provides basic information needed for day-to-day management,
such as how much of a service is provided, at what costs, and how and
whether internal processes contribute to the efficiency or effectiveness of
service delivery. PI can also provide information on the level and quality of
services provided to external stakeholders and on the standards of service
delivery. In addition, ministries in internal budgetary decision making can use
this information to facilitate the best reallocation of funds to achieve results.

U

v
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Across OECD countries there has be n%idespread implementatlcl)'f the
performance-based management app&éch. Approximately 50% of countues
report having a system of perform4gpte management, which incorpqrates t
setting of and reporting on perfof'mance targets and their subs t use in
the internal decision-making cesses of ministries and a Xe (OECD, ®
2005a, p. 67). This includes internal decisions on changj ﬁ processes,
setting programme priorities, @d reallocating resources n programmes.

In terms of the actual deVelopment of PI withi ntries there is wide i)
variation, from all agencies ar{d mninistries being r@red to implement these 3
reforms to only a few. The results are mixed, even @ountries where agencies are w
required to implement this inﬂ&ive. W ome agencies have used this
approach to transform how they o@te and % improve service delivery, others(o
have paid mere lip service to the reforms and have resisted change, view;j
performance guidelines and requiremen(s’s a paper exercise. However, thé 1s
little systematic analysis within countries he impact of these s on
performance. One study in the United States aske® fe@a@a@gers for their
views on the impact of the GPRA on programme performance. Forty-two per cent
felt it had improved programmes to a moderate or greater extent (GAO, 1997,

p. 86). Even though this data is subjective, it does provide some information on
the real extent of implementation of the reforms. However, only a few countries
do surveys of this type to ascertain managers’ impressions of reforms.

The literature does, however, provide case studies of individual agencies
using PI in their budget process to help improve management and service
delivery. In a recent OECD survey, MOFs named ministries and agencies that
had made good use of performance information in their budget formulation
process (Curristine, 2005a). The most important factors explaining the
perceived successful use of performance information to manage programmes
and to improve performance were the type of good or service, followed by the
support of top management of the respective ministry and political pressure
to reform (OECD, 2005a).

These reforms encourage new and innovative ways of addressing problems
and thinking about how to achieve results. When combined with delegated
authority and flexibility both in management and budgetary terms, this approach
can encourage experimentation and innovation in terms of service delivery while
providing a means to hold agencies accountable for what they achieve.

2.5. Improving transparency

Many countries in this study set improving accountability to the legislature
and the public as one of the objectives of their reform initiatives. These reforms
have improved transparency by increasing the amount of information provided
to the legislature and the public on the performance and results of the public
sector. In all eight countries, performance reports of either agencies or
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ministries are made available to Parliamgl&hls is in keeping with th 3 eral

trend: 24 out of 30 OECD countries pr e information on performance re
to the public (OECD, 2005a). This il@rmatlon is provided in mini -spec1 1
and/or government-wide perform®mce reports. x

Figure 4.1. Are performance results made available@n public?
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In a climate where there is perceived, and in some cases actual, citizen
dissatisfaction with governments, there has been a renewed interest in providing
objective performance information that shows their efforts to be more efficient,
effective and accountable (Nelson, Robbins and Simonsen, 1998). Politicians’
interest in these initiatives in some countries stems from the hope that the
provision of more numerical information on performance will provide a visible
affirmation that they are fulfilling electoral promises of improving public sector
performance.

While there is strong evidence that transparency has increased, the
provision of information is not an end in itself. Supporters of this approach have
argued that the provision of objective information in the public domain should
shift the nature and quality of public debate (Holzer and Yang, 2004). It should
move debate beyond subjective and biased evaluation of programmes, self-
serving assessment of interest groups, and value judgments based on anecdotal
evidence and scandals, and towards the use of more objective criteria from which
to make rational decisions about policies and programmes and the allocation of
resources.
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Some international comparisong erformance, such as t ﬁl\pECD
Programme for International Student ?ﬁ ssment (PISA; OECD, 2004 and 2@
comparing education standards acrdgs’OECD countries, have provoked debate %

policy and performance and resoutse allocation in some countriesags ermany
and Norway. These studies are 1) however; and it is difficult to c reliable @
data that enable accurate international comparisons. Q

i0r’for internal use

Individual countries pro@e performance inforati
Many countries continue to sttuggle with providing quality and reliable s
data. This attempt to move tola Inore rational basi@r decision making does
not negate the fact that decisio\riinaking takes@ace in a given political and w
institutional context.

Despite the claim that the g@nmer&resentation of information ono)
its performance is objective, if it becomes part of the political dogf
between the legislature and the exe e - especially in an adv rlal
political system - questions will be rai&about s obje \&hls is
especially the case when the media’s view is sceptuLL T results are
generally aggregated outcomes for the country as a whole. In the latter case,
even if the information is accurate, the general results may be at odds with
regional and individual experiences. This problem is exacerbated when there
is no independent audit of performance information.

Despite these problems, it is arguably better to have some form of
quantitative and/or qualitative performance information than to continue to
base discussions on inputs, anecdotes and weak evidence.

2.6. Informing citizens’ choices

Some governments, for example in Australia and the United Kingdom,
have provided PI that evaluates and benchmarks the provision of local
services such as schools and hospitals. This league table type of approach only
provides a snapshot in time and does not explain the underlying causes of
good and poor service performance. For example, a school may achieve high
exam results because it accepts only high-achieving students and excludes or
even expels underperforming or difficult students. Or a hospital could have a
high mortality rate because it admits a certain quota of patients who are
serious or difficult cases or have a fatal illness. League tables and
benchmarking that provide explanations and more detailed information than
just raw numbers can help citizens, where they have the choice, to choose
from among local schools and hospitals. This information, while not perfect,
can at least provide some guidance with regard to the level of performance
and service provision.

Also, as discussed in Chapter 3, the public availability of this information
and the fact that citizens react to these data can serve to place the spotlight on
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underperforming service providers and So otivate future action to tprove

performance. Previously this type ofN\on-formal comparative performaake
data was not available to citizens.

Many of the benefits of PI stem&from the fact that it is used for ﬁgement
and accountability purposes. Pa%lly perhaps because the infonfﬁon as been
underutilised for a variety of reasons, direct benefits stem m its use in
budgeting decisions are morefn¥bulous. Its methodolQg es it difficult to
separate out the impact of perféftnance budgeting fro er factors and reform
initiatives that can 1nﬂuence rpductive efficien ocative efficiency and
aggregate expenditures ( Robmso Brumby, he information presented
below is based on the benefits co&es hav rted as opposed to a systematic
cross-country analysis of impact. O

(@

3.1. Improving efficiency b’ C "\)

{
PI has much potential if it is of good quality, relevant and timely, and if it

is actually used to improve programmes. It can highlight which programmes
are achieving their objectives and help identify policies and processes that
work, and why. It can also highlight policies that do not work. There is
evidence that some ministries and agencies use PI in budgetary decision
making to help improve programme performance. All these factors can
contribute to improve operational efficiency.

While there are individual ministry or agency case study examples, it is
more difficult to pinpoint systematic use of PI on a government-wide scale by
ministries and agencies to improve operational efficiency. There is a gap in the
literature in terms of assessing the impact of government-wide systems
of performance budgeting on efficiency. This gap is a reflection of the
methodological difficulties already discussed.

For nearly all countries, one of the main objectives of these reforms is to
improve the efficiency and effectiveness of programmes. For example, the
United Kingdom has recently announced that performance measures are used
to assist the Treasury and departments to deliver over GBP 20 billion worth of
annual efficiencies over the three years from 2005 to 2008.

To improve efficiency, countries generally use performance information
in conjunction with other initiatives. In Denmark, for example, since 2004
departments have been asked to publish efficiency strategies to ensure co-
ordination between different efficiency tools such as performance contracts,
outsourcing and procurement. Countries can follow a variety of methods, but
the strategies should focus on achieving results.

e‘ule
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It is argued in the literature that ce tz%l types of performance bllégetmg
- mainly direct or formula perform&ﬁce budgeting, which is applied
sectoral level - can improve opergtional efficiency (Robinson and, Brumby,
2005). In the health sector, this t{me of budgeting is referred to gnostic
related groups (DRG). In higher@lcatmn these models are ap e eaching @
(for example, in Denmark, Finland and Sweden) and in re for example,

in the United Kingdom). an‘lis study, Denmark ha 1med that the
application of what they ter e “taximeter model” élgher education and
health has created incentiveg that — combined w, e increased financial
flexibility for universities and pitals — gener fficiency gains.

These models are, howevéd)ontroveét{i three primary concerns have w
been expressed. First, they can t@te finaNcial incentives for hospitals to‘O
engage in dysfunctional and gahing behaviour — mainly skimping ?
providing the full service), dumping (a @mg the high cost of difficult Q
and creaming (over servicing low-cost, sy” patients). Sec hese
initiatives can impact the quality of service prox’sio . In@e(vrea of higher
education, there have been issues with “dumbing down” of exams, and grade
inflation. The fear is that universities will engage in these activities in order to
ensure that students pass and they receive their payment. Third, concerns
have been raised about the impact of these initiatives on overall aggregate
fiscal discipline. In the case of health care in Norway, the introduction of
activity-based financing contributed to an increase in health care expenditure
(Anderson, Curristine and Merk, 2006).

Y
3

3.2. Allocative efficiency

Allocative efficiency involves the efficient allocation of public expenditure in
accordance with government priorities. Performance information in theory
should help improve this efficiency by providing government with information
that will facilitate the allocation of funds towards high-performing programmes
that are achieving government goals. The first question is if performance
information is actually used in the allocation of resources. The second question is
if itis used as part of government expenditure prioritisation exercises, which seek
to reallocate resources towards high-priority areas and away from lower-level
priorities.

As already discussed in Chapter 3, performance information, when used
in budget negotiations, is meant to inform but not determine budget
allocations. Some countries, such as Denmark and Sweden, reported that
performance information was not used during the annual budget process at a
central level in decisions on budget allocations. Both Australia and the United
Kingdom have a process that seeks to integrate PI into decision making on the
allocation of new funding and priorities and to ensure performance returns in
exchange for increases in expenditure.
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The problem for governments that o lﬁoncentrate on using perfcl\ ance
information in the evaluation of spending is that the full ran f
government spending is not exa ed and considered. Both Australia a
Canada have highlighted the diffiwities of j just concentrating on ending
and failing to examine the pefffymance and results of “old” thg. This
creates systems which retain a tendency towards incremez@ geting.

h

e motivations

The second question re]@s to reallocation exegcise
n central expenditur llocations across

for countries to engage i
government are diverse; they in¢lude new politict&morities, fiscal stress or
abundance, programme overs ding, and s tion of inputs such as
changes in technology (OECD c, pPp- ]?Q OECD countries have used a
variety of methods and budget 1Q:ut1 fo
medium-term frameworks, different rules for budgetary discipline,
programme reviews. There are exampleﬁ;f a few countries at various st@Z
generally during times of fiscal stress or ndance - using ot ance
information as part of reallocation exercises. ®is o@cbmmon to use
evaluations and programme reviews, generally conducted by the MOF itself or
in conjunction with other central agencies and/or relevant ministries.

Chapter 3 discussed how the Canadian and Dutch governments, during
different time periods, have successfully used expenditure reviews as part of
expenditure prioritisation exercices. The Canadian programme review exercise in
the 1990s resulted in reallocations and, on average, departmental budgets were
cut by 21.5% over a number of years (OECD, 2005c, pp. 14-15). Recent
announcements suggest that Canada intends to institute a regular ongoing
cyclical review of programmes that will draw on all available performance
information and feed directly into budgetary decision making. The Dutch
interdepartmental policy reviews exercise initially required a 20% reduction in
expenditure. In both countries these initiatives were introduced during times of
fiscal stress. For the Canadians it was an ad hoc exercise, which finished in the
late 1990s with the advent of budget surpluses. While the Netherlands continued
with a revised version of their review process, given more favourable economic
circumstances the 20% cut requirement was dropped.

Despite these examples, significant central reallocation across government
is not common. In OECD countries’ budgets there is little room for manoeuvre,
given the extent of mandatory spending, entitlement programmes and prior
commitments. Except in conditions of fiscal abundance, the funds available for
reallocation are generally marginal. In this sense, much of the annual budget
process in many OECD countries remains incremental, and inputs still play a
significant role.

While central reallocation of resources is a reform goal for a number of
countries in this study, in practice - with some exceptions - performance

Y
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r reallocation. These mclude‘O
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information does not tend to be used b t%!e MOF in a systematic mdnyter to
achieve this aim. Either the informatimsa
there are political influences in the d@sion—making process. In making decisio
on marginal funding, performance™s only one of many factors tha e taken
into consideration. PI must @pete for attention with o@ orities, ®
mechanisms and sources of information in the budget pr .%The MOF and
the budget office have the objgetjve of improving allocative@iency; however,
their primary role is to maint ggregate fiscal disci .

is not available in a timely mannéxdor

U
3.3. Aggregate fiscal disciplu @ 5

In theory, performance b\&eting c%ontribute to aggregate fiscal
discipline through improvements Qperatio 1 efficiency. There is no curren

study in the literature that evalu the impact of government systemg<of
performance budgeting on central go(gnment aggregate fiscal disciﬁ?;.
There are, however, a few United States stud| t the state level whi }tg-)aluate
the impact of performance-based budgeting on tHR stslt_e’s@cgperformance.
These studies contend that performance budgeting restrains aggregate
expenditure (Reddick, 2003) and even curtails state spending per capita by at
least two percentage points (Crain and O’Roark, 2004). However, these studies
have been criticised because it is difficult to reach a clear agreement on what
constitutes performance budgeting, and there is no examination of the
direction of causality, so other explanations could explain the results (Robinson
and Brumby, 2005).

In practice, at a central government level it has been difficult to find
empirical data to support the claim that performance budgeting contributes to
aggregate fiscal discipline. Certainly no country in this study perceived the
improvement of aggregate fiscal discipline as the main aim of a performance
budgeting system, nor did any country provide evidence in support of its
contribution to this objective. Countries use other instruments to achieve this
goal, such as fiscal rules and medium-term expenditure frameworks.

In summary, countries have reported that ministries and agencies have
used these reforms to improve the management of their programmes and as a
signalling device to highlight poor performance. For some agencies they have
contributed to improving efficiency and effectiveness. In terms of allocative
efficiency, there are a few examples of PI being used to assist with reallocation
exercises, but generally it is not used at a government-wide level
systematically in reallocation. There is no evidence to support the thesis that
performance budgeting has an impact on aggregate fiscal discipline; other
mechanisms are more suitable for this task.
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Most OECD countries continue«{o struggle with these reforms. Someé
the challenges relate to the appr aQ that individual countries have taken t
performance budgeting, or tq their particular institutional %olitical
context. Implementation chall®ges range from perverse incerjves to inertia.
Countries such as New Zealand and the United Kingdo@at have sought
to apply a target-driven sy have encounteredyproblems of perverse
incentives and gaming, as have countries that have apted this strategy in
certain sectors. For other coun ri s the major issue@uot too much change but
too little, with mere lip service to the refor ver many years. Although
legislation on performance bu ing ha enacted, actual practice and
behaviour have not been altered.(Inertia has dominated, with less than full
implementation and/or a lack of inntive to change behaviour.

Some common challenges, regar& of approach, include i ing
measurement, finding appropriate waysbg ingegrate PI 11@ ‘ﬁ\?udget
process, gaining the attention of key decision mak improving the
quality of the information. Although there are exceptlons, most governments
are finding it difficult to provide decision makers with good quality, credible
and relevant information in a timely manner (OECD, 2006), let alone incentives
to use this information in budgetary decision making. This section examines
these challenges in more detail.

4.1. Measurement

Countries continue to face challenges with issues of measurement,
especially with outcomes. Even with outputs it can be difficult to find accurate
measures for specific activities. Governments carry out a wide variety of
functions, from building roads to providing advice on foreign travel. Performance
measures are more easily applied to certain types of functional and programme
areas than others. Problems arise especially with regard to intangible activities
such as policy advice. The functional areas with the most developed performance
measures are education and health.

Output and outcome measures each present a different set of challenges.
Systems which only concentrate on outputs can result in goal displacement.
Outcomes are technically more difficult to measure; they are complex and
involve the interaction of many factors, planned and unplanned. There are
also problems with time-lag issues, and in some cases the results are not
within the control of the government. Outcomes, however, have a strong appeal
for the public and politicians. As discussed in Chapter 1, most countries appear to
have adopted a combination of outputs and outcomes.

Other challenges related to measurement include setting clear objectives
and having good systems of data collection. To ensure quality, there needs to

U
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be a process by which data collected a;Fe ied and validated. These y/tems
can be time-consuming and costly to%s8tablish and maintain.

4.2. Resistance from public serwants: changing behaviour $ulture
a

Nearly all reforms encour@reswtance especially when ve to do
with long-term budgeting practices that impact on the w’ government.
Motivating key actors to m away from traditio familiar budget q)
practices is difficult. B

Resistance can be enc ered at all leve@danagers in spending 3

ministries can resist change, particularly when not clear whether or how w
PI will be used by the MOF and p#liticians! any cases managers fear that
the information will be misused ther ublicly criticise programmes or to(o

cut funding. They fear being held accoyntable for results that are not w1
their control. This can include achievin' tcome targets strongly i 3&1ced
by external factors, or not having the neces ﬂex1b1 ty to de get for
which they are held responsible. Alternatively, they caL_re@t orm because
of increased demands for the collection of data and burdensome paper
requirements. This is especially true if the information is not used at all by the
MOF or politicians.

The MOF can also reject change by favouring the familiar systems of
input control over concentration on PI. The ministry may fear that change will
give it less control over expenditure. Also, the PI presented in some cases is in
fact not relevant or of good enough quality to be used in decision making.
Country experiences have shown that having a procedure to integrate PI into
the budget process is a necessary but not sufficient condition to ensure its use.
Other factors influencing use include the quality of the information, the
institutional capacity of the MOF and spending ministries, and the political
and economic environment.

4.3. Developing the institutional capacity of the MOF and spending
ministries

Countries have experienced problems with developing the necessary
institutional capacity at the level of the MOF and spending ministries to
support these reforms. That capacity is influenced by the wider institutional
structure and resources in terms of staff and expertise. PI is different from
financial information. In order to make judgments and compare performance,
the MOF needs the relevant expertise to be able to analyse and evaluate the
information received from different spending ministries.

Spending ministries depend on agencies for information. Therefore they,
like the MOF, will need the capacity to understand and evaluate information
they receive if they are to make judgments about how realistic proposed targets
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are and the quality of the performar;cﬁr&asures and data. It is mcl%l the
agencies that decide on detailed goa priorities, performance measures

targets. Even if the interest is there 1str1es in some cases - dependent on t

country - do not have the expel’Lse or knowledge to develop rmance
measures or even effectively mgifffor performance. This can Ie passive
provision of data that have no real weight in the decision— rocess

4.4. Changing the behauim@)f politicians

Politicians have an impoftanpt role to play in w@)oting the development
and use of PI in the budget process. That role { ves applying pressure on
other actors to implement per ance b%gtmg, playing an active role in

U

v

setting objectives, and using PI ing,getary ecision making. Politicians’ role(O

in the legislature and the executi ill vary depending on the nature of
legislative-executive relationship in @budget process, which in th(
influenced by the type of political systefpsin place - preside*{\]}semi-
presidential or parliamentary. ® e C

The aim of most models of performance budgeting and the management-
for-results approach is to have politicians set clear goals and objectives for
agencies and create formal mechanisms for them to monitor progress in
achieving these goals. However, politicians have not always availed themselves of
this opportunity. Setting clear objectives is one of the challenges that OECD
countries continue to encounter. In any system with multiple principals, or lack
of agreement on the role of an agency, there can be competing and even
conflicting goals and demands. This problem is more pronounced in separation-
of-powers systems with joint control of the bureaucracy, like in the United States.

For performance budgeting, the key issue is whether and how politicians
use PI when making budgetary decisions. With the exception of individual
sectoral ministries, in most countries it has been difficult to bring PI to the
attention of politicians — especially those in the legislature — and to get them
to use it. Only 19% of OECD legislatures use PI in decision making. The
percentage is even lower - 8% — for politicians in parliamentary budget
committees (OECD, 2005a, p. 72). This is despite the fact that in some cases
these reforms were initiated by the legislature and not the executive, for
example the Government Performance and Results Act in the United States.

In many cases, however, politicians complain about receiving too much
information of variable quality and relevance. Often the information is
presented in an unclear or incomprehensible manner. Politicians in the
legislature and in the executive have different informational needs; to be useful,
the information needs to be tailored to their requirements. It also should be
provided at the right time for the relevant decision. A key challenge is to create
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good quality and relevant information takes account of the tlrrlk and
capacity constraints under which politieal decision makers operate.

Politicians face other com ng priorities when making bydgetar
decisions. Politicians, especially in fimes of fiscal constraint or cri quently
pay lip service to improving p sector efficiency. The suppaft &f politicians
in the cabinet or of the prime minister is often needeg implement the
recommendations of spendin@\]/iew and expenditureprioftisation exercises. q)
However, political willingness be influenced by factors in the wider
political and economic env1\9ment For exampb when approaching an 3
election or during times of fisc ndance it c difficult to obtain political
support for recommendations V‘a]lduce S ng, even for programmes that w
are inefficient and performing po (/)

Furthermore, politicians wa0® responsive to their constituents @d
special interests. In some political co rogrammes and age are
continued even though their existence 1hﬁestlon ble on t élds of
efficiency and effectiveness. Meeting these pohtlcal ledes t necessarﬂy
conducive to using PI in budgetary decision making.

The budget process is political, and PI will not change it into a rational
decision-making process. Rather, the issue is how to provide the right
incentives so that PI can at least be considered as part of the process. The type
of incentives needed, and for whom, will be influenced by contextual
variations such as the economic situation and wider political and institutional
structures. Table 4.1 provides a detailed description of the possible incentives
motivating politicians to change behaviour.
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Table 4.1. Incentives influencing w
and the legislature change behavi

e/‘t Eq,

r politicians in the execxéye
nd use performance informati

in dec@on making
. k Positive incentives Negative i
Behavioural )
Key actors and factors encouraging and facto laging
changes needed m change cha
Ministers Process to set objectives s about quality

and politicians
in the executive

Politicians
in the legislature

Provide leadership sup,
for reforms.

Use performance results
to hold agencies to account.

Use performance results

Set clear objectives
and targets.

and monitor progress
in achieving them.

Good quality informaﬁ%

Informati %m
@polmcal nedds

rovide information to voters

in decision-making processes on a@ment of political
S

on policies, programmes
or budgeting.

Respect the managerial
freedom granted — by non-
interference in delegated
areas.

If applicable, set objectives.

Use performance results
for oversight purposes.
Use information in decision
making on programmes,
policy, budgeting.

Respect managerial
freedom.

goals. l

Compatible with eX|st|ng
informal and formal
mechanisms of oversight.

Help to oversee government
progress in achieving
outcome goals.

Good quality information.

Relevance to political needs.

Presented in easy readable
manner.

Compatible with existing
informal and formal
mechanisms of oversight.
Provide benefits over and
above traditional approach.

of information.

Information not relevant
to the real political issue
and day-to-day concerns.
Cost of being informed
and monitoring.

Lack of time to use

information. (
&\)

Cule

/4

L L@) g‘nfluence

on career advancement.

Poor quality of information.

Information less relevant
to political needs.

Cost of learning about new
reform, continuing costs.

Lack of time to use this
information in decision
making.

Information presented

in an unreadable manner.

Receiving less detailed
information.
Concerns about having
less control.
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Based on OECD research and on country experience, bel e some general

insights that are helpful to@nsider when designing, implementing or
changing systems of performance budgeting. 8

1. Designing budget systems&%ft use perf@nance information

74

Context is important. There
that can succeed in all countries; r 1, each model needs to be adapted to the
relevant political and institutional congext and be seen as part of a lea
process. Institutional and political factog() to explain the dlffere t ntry
approaches, but also influence the ability 61 thege j;: c eve their
objectives. These factors include: the nature of the politi ﬁm especially the
respective roles of the legislature and the executive in the budget process; the
state structure, federalist or unitary; the degree of centralisation of the public
administration system; and the relative power of the MOF in the wider
institutional structure. The two latter institutional factors influence the capacity
of governments to adopt different implementation strategies.

The successful operation of performance budgeting is facilitated by co-
operation between the legislature and the executive. Both have a role to play in
using Pl in decision making. This is especially the case where the legislature has
a strong role in the budget process. Co-operation can be difficult to achieve in
presidential systems, especially where there is a divided governmental
structure - e.g. when the president and the legislative majority are from
different political parties. Under these conditions, the use of PI can become
highly political, with the information used selectively to score political points,
rather than objectively. Similar situations can arise in adversarial political
systems.

A number of countries highlighted the particular challenge of developing
performance information systems at the national level when most public
services are delivered through state governments. Accountability for results is
difficult to achieve when funds are allocated to states based on formulas and
population counts, and when the national government has limited influence on
the use of resources. In selected areas, some countries are developing
programmes that introduce performance standards and reporting
requirements with federal grants. Examples include Australia, through its
specific-purpose payments programme, and the United States, through
selected block grant programmes.
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S 3 single oach to performance budgetlng(o
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Have clear reform objectives. Frc&h@)utset, the main objectiveéya the
implementation strategy for achie™g it need to be clearly stated to<dll
participants in the reform process@qere should be clarity of purpose and ©
expectations. Too often, refornfs are introduced with multi\ d even
competing objectives withou clear consideration of ho se will be
achieved, how they relate to each other, or what is to be t riority.

Align financial and pe@rmance informatiog. T architecture of q)
information structures and sySteéms needs to be consij t. In many countries
it is difficult to alter these sygtelns. Nonetheless,@ Important to consider 3
how the existing budget classification and accoffiing systems can be aligned

to fit with the performance app)dé:h that iﬁpg adopted. Budgets tend to be Q/
structured in accordance with insmional afd functional boundaries and not(o
according to objectives or result cat€gories, which makes it difficult to relate

true costs to results. Proper cost acco@ng and a solid programme b( et
structure will help maximise the benefits of j#te performance sys

PI should be integrated into the budget.prolsﬁ al factor in
ensuring the use of Pl is a method for integration that helps achieve objectives.
Countries have taken different approaches: PI can be part of the annual budget
cycle and feed into decision making at different levels and stages of the
process.

Design reforms with the end user in mind. Too often systems are
developed and information is collected without a clear understanding of how
this information will be used, or by whom. If it is to be used in the budget
process, the information should be provided to the different users at different
stages of the budget process. Also, in order to avoid fear and mistrust, the
intended use of the information must be clear. Will it be used in budgetary
decision making? How is PI to be linked to resources?

Government-wide systems of PI that tightly link performance results to
resource allocation should be avoided. It is not recommended that a direct or
tight linkage between funding and performance results be applied on a
systematic government-wide scale. Such automatic linkages distort
incentives, ignore the underlying causes of poor performance, and require a
very high quality of PI that is rarely available. Direct linkage may be possible in
certain sectors, but should be decided on a case-by-case basis rather than
establishing a government-wide system.

Involve key stakeholders in the design of reforms. Politicians and civil
servants should be consulted and involved in the design phase of the reforms
in order to gain their interest and support. It is important to maintain effective
communication throughout the process.

Develop a common whole-of-government planning and reporting
framework. Such a framework is needed if governments wish to engage in
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government-wide strategic planning an orting It can facilitate t(&'tting

of government-wide objectives that across organisational boundarie d
assist with the prioritisation of go nd the comparison of PI.
Develop and use different s of PI It is necessary to dev ifferent

types of PI. Meaningful and accéygtable PI requires reliable outpit @nd outcome

data that are continuously updated. But it is also necessa@understand the
potential and limitations of e@'one. It can be probl 0 have a system

that concentrates solely on on€type of PI. The differe es of PI should feed
into each other, and if possibleﬁejeen and used in junction with each other.

For example, failure to achieve atayget could ser\@ a signal to conduct a more w
detailed review.

Independent assessments o@houl e straightforward and dellvered(o
in a timely manner. Regardless of pe of data, factors that can imp
quality are: first, having output and e data that are collec &and
evaluated and delivered on time and befocgﬂ-le annyal budg ations
start. Second, the focus should be on key data. Third, itl'&il@o nt to have an
independent element in the process. This can take the form of a supreme audit
institution or other independent institutions, possibly including experts from
the MOF and external experts, which conduct or participate in evaluations or
the collection of performance data. In addition, it is important to have an
independent “check” or an independent system to audit performance results
data or processes.

2. Implementing budget systems that use performance information

Find an implementation approach appropriate to the wider governance
and institutional structures. What role do central agencies play and how
centralised should the implementation approach be? The answers to these
questions will vary according to, among other things, the wider institutional
context, the approach to performance budgeting, the degree to which the
administrative structure is centralised, and the relative power of the MOF.
Efforts should be made to balance centralised and decentralised aspects of
implementation approaches. While the institutional framework imposes
limits, countries can take steps to counteract negative tendencies. For
example, those countries with a tendency towards a centralised approach
should seek to engage in consultation with ministries and agencies so as to
avoid problems of over-centralisation. Those following a decentralised
approach need to develop strategies and create incentives that encourage
uniformity in the development and submission of PI, and to actively engage
political leadership at all levels.

Have flexibility in implementation; one size does not fit all. Whatever
implementation approach is adopted, it needs to allow enough flexibility to
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take account of the differences in the u%&tions performed by govel;}'nent
agencies while ensuring sufficient un¥rmity in approach and presentatiowlof
performance data to enable some c@iparability. In addition, if the reforms a
seeking to apply a managemerf®by-results approach, it is W hat the

agencies have enough ﬂexibilim) achieve their goals. ®
Leadership is important. The support of political administrative
leaders is vital to push the i mentation of these rgform¥s? Politicians have

an important role to play in th€lf development. Strong(p§litical leadership can i)
create momentum and impet@r change and he? overcome bureaucratic 3
resistance. Nearly all countries stressed the i ance of strong leadership

at the ministerial or agency le tis vita?.promote the development and Q/
use of PI throughout the organigon and®to ensure that use to improve
performance. Also, centralised leadefship, which can be from the MOF or {1

other central agencies, is important w}(e} moving performance system(l a

new direction and for building capacityj e ability to set rl.% nd/or
guidelines, monitor compliance and alter th®ruls v@eh-necessary is
important for pushing change.

Develop the capacity of the MOF and spending ministries. It is
important that the MOF and spending ministries have the authority and the
analytical and administrative capacities to implement these reforms. This has
resource implications in terms of staffing and information systems. Staff need
to have the relevant training and expertise.

Focus on outcomes, not just outputs. While outputs are easier to measure,
they may lead to a too narrow focus on efficiency and to the exclusion of the
wider issue of effectiveness. There may also be risks of goal distortion.
According to experience in a number of countries, agencies that focused only on
outputs were not sufficiently oriented towards the needs of the citizens and the
wider societal outcomes. Ultimately, while they are more difficult to measure,
outcomes are the main concern of politicians and citizens.

Have precise goals, and measure and monitor progress towards
achieving them. It is important to set clear goals and priorities and to consider
what the programmes contribute towards achieving these goals. If it is not
possible to measure how a programme is performing, it is not possible to
improve delivery. Performance should be evaluated regularly; many countries
recommended an annual assessment.

Good knowledge of the programme base is important. This is especially
the case if the focus is on outcomes. Clear, detailed understanding of the
programme base requires: a clear definition of what a programme is and
knowledge of what programmes exist; how they align to intended whole-of-
government outcomes; how much they cost; and the results achieved.
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Limit the number of targets, buy use many measures. Ma{1¢ p'ECD
countries have experienced that it i&tter to have a few targets for h
there are many measures than t@ reverse. Too many targets can crea
information overload and make ifNifficult to prioritise targets, rxﬂ;ng inan

unclear focus. m o

Have information systems that communicate with eaer. Information
systems need to be developed @planning purposes, fogthe®dllection of PI, and
for relating performance and fiflancial information. T ystems should have
the ability to collect, update\ar}d disseminate fh@cial and non-financial
performance information over a range of pro mes. It is important that
systems implemented at a cent nd dep?ntal level can operate together
- and creating that capacity can reth extenswe planning and investment.

Cross-organisational co-operation is vital. The introduction of PI j
the budget process requires the co-ope n of many different actors lﬁPI is
to be used in decision making and to imp(bVe pgrfo ance, 4;1{1‘ ortant
that all levels of government co-operate in t &e pment and
implementation. That co-operation needs to be both horizontal and vertical.
Vertical co-operation is needed between the MOF, ministries and agencies to
deliver improvements in services. When outcomes and targets cut across
organisational boundaries, horizontal co-operation between ministries and
agencies is essential to achieve goals.

Traditional budget structures and processes that concentrate on
organisational classifications as the main decision-making unit make achieving
cross-cutting targets more difficult. Problems encountered in this area include
shifting responsibility for target delivery to another organisation. One approach
to addressing these problems is to involve those responsible for delivering the
outcomes in developing a common shared agenda for improvement; another is to
name high-level officials in the different organisations as the ones responsible for
delivering results. High-level political pressure can also help to motivate
ministries to co-operate in achieving (often complex) cost-cutting goals.

Consultation and ownership are important. It is important to develop a
dialogue with relevant parties. Consulting and working with agencies, local
authorities and those on the front line to establish a performance framework
and set targets helps ensure that the framework has buy-in. This not only
alleviates problems of gaming, but also helps create ownership, which can
motivate agencies and employees to achieve the target.

Consider how changes to budget rules can influence behaviour, in both
positive and negative ways. Gaming is the norm in budgeting; it pre-dates the
system of performance targets. However, introducing a system that tightly links
funding to performance results creates new rules and a new dynamic that can
give rise to a different type of gaming. Possible solutions include taking a cautious

Cule
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approach and engaging in rigorous con u@tlon and analysis, and &]’tmg
performance budgeting schemes anﬂé’eatlng a sense of ownership o
relevant target. Given that it is not }@Slble to predict all unintended hav10 r
there is a need for the capacity to d8just systems and rules as they e.

3. Obtaining continued use of PI in budget system

challenges at each stage. At the initial stage, merely feYeloping relevant PI is
the main challenge. As the\pgqrformance syst moves forward, other
challenges become more important - mainly@,havioural change, how to
make various actors use PI i e deci aking process, and how to
monitor the performance of the s m itselR®

A performance syster@volves over time, ind eates different

Reform approaches need to be adapted to changing circumstan
Implementation approaches are not ic, and countries alter t in
practice. This is a learning exercise, and covbﬁrlesgqa\;i;i allo¢c ethod
to evolve based on the experiences of previous re reaction to

changes in the wider political or administrative structures.

Have incentives to motivate civil servants to change behaviour. These
reforms seek to change the behaviour of civil servants in both the MOF and the
spending ministries. Civil servants should at a minimum have a proper
understanding of the system of performance budgeting and their given role in
that process. It is important to motivate ministries and agencies to use this
information in decision making and to move them away from traditional
processes. Country experiences highlight the importance of having the
support of top leadership and the buy-in of managers. These can be promoted
through a mixture of formal and informal incentives. It is also important that
the incentives are positive and not just negative. Incentives can vary from
simply communicating the benefits of using PI as a managing and budgeting
tool to increasing the flexibility of managers to get the job done; incorporating
programme performance into managers’ and employees’ performance
appraisals; and linking performance to bonuses and pay. It is important for the
MOF to signal that performance is taken seriously by using PI in budget
discussions. It is also necessary to address fears that the PI will be used for
punishment only or to cut staff or budgets.

Have incentives to motivate politicians to change their behaviour. If
they are to succeed, these reforms need to change the behaviour of politicians.
They should be consulted and involved in the reform process, and at a
minimum be made aware of the importance and potential benefits of using PI
in decision making. This is a delicate balancing act. It is important not to
oversell the benefits: the approach is not a substitute for difficult budget
decisions or the hard political choices that governments face. The key issue is
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use: it is important to provide incentive t%’at will motivate p011t1c1an{ o use
PI in decision making. PI needs to Dﬁallored to their needs. Many
countries continue to struggle Witaehawoural changes. There should be
realisation that changing behavio® is more complex and requir m&ng term

approach m ¢

Improve the presentation and reporting of performa rmation. To
encourage the use of this 1nfo@atlon in decision makjng s important that
it be relevant, of high quality, CTedible and timely. PI 1d be presented in a

Y
3
v

simple and integrated mann t a minimum th eeds to be a clear link
between planning and perfor nce reportm@cuments and/or between
programmes, resources, and re The p nd actual results should be
presented (if possible in a t1me e same document along w1th‘0

financial information.

Recognise the limits of PI. There i({ such thing as perfect go ent
or perfect PI. The costs of developing and ntaining system Qectmg
and reporting on PI need to be considered. "l#lesi_c Qlate to both
operational expenses and the time of civil servants. No OECD country has
provided information on the total costs of developing and maintaining
performance systems.

Remember that the journey is as important as the destination. Some of
the benefits of this approach come from reviewing existing systems, asking a
different set of questions, and seeking to shift the thinking and the focus from
inputs towards results. It is also a continuously evolving process - there is no
end point because countries are adapting and learning from existing reforms,
and also because the issues that governments deal with and the operational
environment within which they work are continuously changing.

Manage expectations. Previous incarnations of performance budgeting in
many countries began with expectations that were too high and unrealistic,
ensuring disillusionment when the predicted results failed to materialise. It is
important from the outset to manage expectations in terms of the length of time
it takes for the reforms to produce results. There are no quick fixes. Some
countries estimated that it took 3-5 years to establish a government-wide
performance measurement framework. There can be expectations that
performance budgeting will create an environment of rational decision making
and will enable governments to financially reward good performance and punish
bad. While this is a simple and appealing idea, it does not take account of the fact
that budgetary decision making takes place in a political context, or that the
issues and context surrounding budget decisions are complex. In most cases such
an approach is not desirable. The more realistic expectation is that at best,
countries will engage in performance-informed budgeting.
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Part II discusses individual country experiences of developing and
using performance information in detail. Eight country studies are
presented: Australia, Canada, Denmark, Korea, the Netherlands,
Sweden, the United Kingdom and the United States.
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11.6. AUSTRALIA

1\t E
3 ‘o
{ \*
Q O °
1. Description of performance system O
Financial management iQustralia has been shaﬁ by the principles of i)
“management for results” sinc@;e introduction of,‘& nancial Management 3
Improvement Program (FMIP) Y1983 as part o e-ranging public sector
reform strategy (Parliament of t@Commo atH of Australia, 1990). Q/
Financial management’s foc n resules has evolved considerably over(/)
the two decades since the FMIP blished rudimentary programme-baged
planning and reporting on cash movenfepts. Today the information gat{ d
includes comprehensive and detailed, accisgd-based reporting 01& ahs and
V1

actual results for each outcome, output and adminﬁereaﬁi
department and agency across the general government sector.

y in each

The nature of performance information in Australia’s financial management
framework may have changed, but the essential objectives remain very much the
same: to improve both the cost-effectiveness of resource use and public
accountability while devolving financial management responsibility and
flexibility to those who deliver policies and programmes.

1.1. Background

Australia’s current arrangements arose from budgetary reforms associated
with the National Commission of Audit 1996, an independent review commissioned
by the then incoming Australian government. That review considered aspects of
the management and financial activities of the Australian government and how
they were recorded. The Commission’s main recommendations were that:

e Government management skills and government finances operate on a
more business-like footing.

e The transparency of government finances be further improved.

@ The culture and operations of the Australian public service reflect a more
business-like approach.

Between 1996 and 1999 legislative and administrative changes were
introduced that reflected the principles espoused by the National Commission
of Audit:

e The Audit Act 1901 was replaced in 1997 by new financial legislation for
government departments, agencies, authorities and companies. The
legislation comprised the Financial Management and Accountability
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Act 1997 (FMA Act) and the Commpo alth Authorities and Corl?nnles
Act 1997 (CAC Act), as well as the itor-General Act 1997.

e Financial management moved L principles-based framework, yith cleg
lines of accountability. A

{
e The Charter of Budget Hon' Act 1998 (the Charter) y a@roduced in

response to a specific recommendation of the Nat @ Commission of
Audit 1996. The Charter ides a framework f& a more transparent
conduct of fiscal policy. Inter alia, it requires:

——
< Governments to disclose \sh)lr fiscal strate @to base that strategy on 3

principles of sound fiscal Wageme r1nc1p1es are identified in
the Charter. Q\

2

% Reporting on the fiscal strate@t budget time (including a statement of
risks), half-year, and end-of-year(f}lor to an election, a fiscal oygl
statement is also required. \)

% Specific guidelines governing the costing of eﬁctch@nG—ments by the
government and the opposition, and release of the information.

Other key reforms were implemented in 1999/2000 in addition to the
legislative changes. These included: the move to accrual budgeting (including
accrual appropriations); an outcomes and outputs resource management and
performance framework; and increased flexibility and responsibility for
agency chief executives (also reflected in the Public Service Act 1999).

The financial management and public administration legislation that
replaced the Audit Act 1901 eliminated detailed legislation, mandatory
requirements and directives relating to authority and action on public funds.
Those arrangements were replaced by more general provisions that give chief
executives the authority to set their own internal operating procedures and
delegations, subject to general principles of efficient, effective and ethical use
of resources.

The new arrangements also established performance agreements
between chief executives and their ministers. The agreements generally cover
the key goals and objectives for the CEO and their agencies.

The reforms of the 1990s aimed to establish clear responsibility and
accountability for financial and non-financial performance. They sought to
hold agency heads responsible for performance. The requirements for central
controls on comprehensive evaluation plans were relaxed; at the same time,
greater emphasis was placed on the development of precise, measurable
performance information.

Until 1996, agencies were required to submit formal portfolio evaluation
plans each year, assessing all programmes within their area of responsibility
over a five-year period. Experience with the variable quality of evaluations and
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their usefulness or lack thereof for vitﬁs‘ah making suggested that ore
focused and balanced approach to e ation and performance measure
might yield better overall results. In(1996 agencies were encouraged tg use n
evaluation and performance morf#oring techniques in ways th tributed
most to efficient, effective afiff)ethical management. The ent of
Finance and Administration (“Finance”), in co-operation e Australian
National Audit Office, releasefﬁ:t of good practice princh@or performance
information (ANAO and Depa nt of Finance and A@lstratlon 1996)

While there have been benefits from the refor@o the mid to late 1990s,
the Australian government has recognised th@ed for regular review and
assessment of the reforms. Thi%s unde%gn most recently in 2002, when

Y
3
v

the Australian government initi@mthe BiMget Estimates and Framework(o

Review. The review was primarily ed at ensuring greater timeliness gad
accuracy of budget estimates inforrnatﬁy, including cash data, and ens@z
that the public service was adequately equipped to deliver the imp@ ents.
The major themes of the review report were: ® e

® A greater focus on programme information.

® More detailed and timely reporting of financial information.

e Strengthened processes to monitor agency financial performance, cash
flows and estimates construction.

e Ensuring that systems are capable of capturing and recording increased
information requirements.

o Increasing the number of professional staff in Finance and line agencies
with the financial and analytical skills necessary.

The recommendations of the review were accepted by the government
in November 2002. This included confirmation of accrual budgeting and
Finance’s power to amend agency financial estimates to ensure that the
quality and timeliness of the whole-of-government estimates meet the best
achievable standard.

In retrospect, the accrual-based outcome and outputs policy changes
initiated in 1999/2000 were a significant challenge for the government,
Parliament, central and line agency budget, management and technical staff,
and information technology systems. The full impact of those changes
was not obvious to the planners or to those working within the system in the
early years of operation. This highlights the importance of monitoring and
refinement of reform initiatives, especially when they are complex, wide-
ranging and ambitious.

1.2. Institutional framework

Australia operates within a three-tier federal structure. National, provincial
and local governments are elected independently and have the autonomy to
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make decisions on matters within the sc &)f their responsibilities. {}éﬁajor
public services are delivered throu tate and territory governments
example, most areas of health, e ation, infrastructure, utilities, law a
order, and community services. Fhe funding for those servic lﬁ(:llected
mainly at the national level transferred to states, terri ex d local
governments through direct payments. A minor proportion@i—l transfers are
provided for specific purposes Qder conditions set by the n al government.

Under the devolved financTal framework at the nafiopal level, performance i)
management (including perfotmance measures a ogramme evaluation) is 3
generally the responsibility of ir@r&dual minist@nd their departments and w
agencies, although outcomes m e agreQn;th the Minister for Finance and
Administration.

The Australian government’s out es policy requires every depart

and agency within the general governn& ector, including statutory 1es
to identify comprehensive and explicit out@®mes, outputs and-p&f ance
measures for the quantity, quality, price and effectlvjn.esef eir activities.
They are required to report on those items and any major evaluations in their
budget plans (portfolio budget statements) and their end-of-year results (in
annual reports). Further details of performance measurement arrangements
are provided in Box 6.1.

Major and whole-of-government initiatives may require cross-portfolio
agreement on evaluation and review strategies; this may include the
departments and agencies involved in implementing the policies as well as
Finance and/or the Department of the Prime Minister and Cabinet.

Users of performance information published by departments and
agencies are primarily parliamentary committees who scrutinise budget
estimates and annual reports. The main users in Parliament are the Joint
Committee of Public Accounts and Audit (JCPAA) and the Senate Standing
Committee on Finance and Public Administration (SCFPA).

In relation to reporting in agency annual reports (which are signed by agency
heads), the JCPAA approves requirements for reporting performance information
in annual reports which that are issued each year by the Department of the Prime
Minister and Cabinet, which must be adhered to by all FMA Act agencies. All CAC
agencies must comply with reporting requirements specified in the CAC Act.
There is not much change in the requirements from year to year other than to
reflect changes in the components, such as adoption of Australian equivalents of
international financial reporting standards and more detail on governance and
corporate intentions.

The Auditor-General has authority, under the Auditor-General Act 1997,
to initiate financial and performance audits of agencies and programmes to
inform the Parliament; however, he does not audit budget material. The
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Box 6.1. Overview of the Australiamgwemment’s outcomes franfevork

The purpose of the outcomes fram Qrk is outlined in the following¢extract f#dom
Finance’s policy guidance, first publishe® in November 2000 and update8i 03:

“The outcomes and outputs frammrk is intended to be dynamic a@em le. It workg

as a decision hierarchy Q
® Government (through its ministe d with the assistance of relswdnt agencies) speciﬁesq)

the outcomes it is seeking to achiéwedin a given area.
——

® These outcomes are specified in teyms of the impact gove; tis aiming to have on som
aspect of society (e.g. educatioMe economy (e. rts) or the national interes
(e.g. defence). 9} @ 4/

@ Parliament appropriates funds to all e gover t to achieve these outcomes throbéh
administered items and departmental

@ Items such as grants, transfers and benefit pagments are administered on the gover@ent’s
behalf by agencies, with a view to max1mlsm§£x ir contribution to the speci é tcomes.

® Agencies specify and manage their outputs maalml their 81@
achievement of the government’s desired outcomes.

on to the

® Performance indicators are developed to allow scrutiny of effectlveness (i.e. the impact
of the outputs and administered items on outcomes) and efficiency (especially in terms
of the application of administered items and the price, quality and quantity of outputs)
and to enable the system to be further developed to improve performance and
accountability for results.”

The framework applies to all agencies and authorities in the general government sector,
and the agency or authority is the basic unit of organisation” - that is, outcome statements
are agency statements but must be agreed by the portfolio minister and the Minister for
Finance and Administration. Performance measures and targets are set by each minister
for their areas of responsibility, taking account of the conditions under which they operate,
including the available budget.

The framework is intended to serve a number of objectives:

@ A strategic objective: to guide overall resource allocation (budget measure) decisions by
the government in the budget context.

® As the basis for Parliament to appropriate money in the annual appropriation acts. In
practice, neither departmental outputs (18% of total expenses) nor administered
programmes appropriated by special or standing appropriations (73% of total expenses)
are appropriated against outcomes; only administered programmes included in the
annual appropriation acts (9% of total appropriations) are appropriated by outcome.

® An agency management objective: departmental outputs and administered
programmes are directed to the achievement of the results or impacts specified in the
relevant agency’s outcome statement.

® Accountability and transparency to Parliament and other stakeholders, achieved by
reporting on the agency’s performance in producing the government’s intended outcomes
through the departmental outputs it delivers and the programmes it administers on behalf
of the government.

* Department of Finance and Administration, 1998, p. 9.
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Auditor-General has undertaken mar;@e%rmance audit reports ex&mng
the quality, coverage and informatiofssystems associated with perform

information.!

The Department of Finance ahd Administration (Finance) ﬁ)onsible
for providing guidance on p rmance management poliﬁ»re ating to
budget-funded bodies and requirements for government \ authorities
and companies. Finance iﬁs guidelines to ag on the level of q)
performance reporting, to be Provided in agencies’ s%ments to parliament
as part of information on the @ual budget. @ 3
Finance also has responsibility for providilegovernment with advice on
whole-of-government expendit&ﬁ;rioriﬁ this context, Finance provides
advice to the cabinet and mini@ on the performance of agencies and
programmes, including when as ew policy proposals in the an
budget process. Proposals for changéy( the budget and mediu erm
estimates in the budget process, includin olicies andé \;S

identify the outcome they are intended to co trlllm@ well as key
milestones for implementation and the agency’s strategy for monitoring results.

must

Finance is responsible for developing policies on the review of
expenditure initiatives; individual departments and agencies have ongoing
responsibility for monitoring performance and undertaking evaluations of
their own programmes. However, Finance established a strategic review unit
(the Unit) in October 2006 that provides advice to senior ministers on matters
warranting major (strategic) review as part of the budget process. The Unit co-
ordinates cross-agency consultation on strategic reviews and administers
those reviews approved by ministers. The strategic reviews will typically cover
high-priority, large, complex, cross-agency initiatives, and are intended to
assist the government in improving the efficiency, effectiveness and
appropriateness of expenditure (including tax expenditure) programmes.

2. Measurement and assessment of results

The Australian government’s performance information frame workplaces
a strong emphasis on agency-level outcomes as the foundation for
assessment. Outcomes are defined as the results, impacts or consequences of
actions by the Australian government for the Australian community. Outputs
are the goods and services produced by the individual department or agency
on behalf of government that contribute to outcomes for external
organisations or individuals. Outcomes are decided by the responsible
ministers in consultation with the Minister for Finance and Administration.
Individual ministers are responsible for choosing outputs, which are decided
at a broad level by cabinet in the budget process. The emphasis on explicit
measures of results is crucial to the usefulness of the framework as a tool for
performance assessment and evaluation.
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Performance information in Austras'a meant to contribute to f cial

management and budgeting at thre®devels: internal agency manage t;
whole-of-government resource ma@ggement; and external account;blllty

Agencies are expected to un&ertake their own performanc

ssment
and evaluation as part of norm ternal management practice minimum,
agencies are required to identify outcomes, administere s and outputs

covering all expenditure Withi@beir area of responsibiljty. y are required to
identify, measure and report licly on key perfornfaljce indicators for the
quality and quantity of outplty and effectivenera-licators that assist in
measuring the success of their coptribution to j 1fied outcomes. Published
performance information on b§ncy pla% provided at budget time (in
portfolio budget statements) an@ter the

published in their annual reports.

It is widespread practice for agencgft monitor and report on e of
key indicators on a regular basis through the year. Pract é from
sophisticated reporting techniques such as balanced sia.r déerformance
dashboards or traffic light reports, to providing a list of progress against key
indicators, showing variances from plans, as a supplement to the financial
progress reports or to meet public reporting obligations.

There are no specific whole-of-government outcomes at the national
levelin Australia. Most state and territory governments have high-level targets
or objectives that agencies are expected to consider in their planning and
operations. The main mechanisms for using performance information for
whole-of-government resource management are budget process review
requirements and specific cabinet-directed reviews of important programmes
or budget measures. These arrangements are explained in Section 3 below.

A particular challenge to the development of performance information at
the national level is that most public services are delivered through state and
territory governments. Consequently, the Australian government does not
control the use of resources and has limited influence on performance. One
exception is for specific purpose payments from the Australian government to
states and territories, which generally require performance reporting and
achievement of targets or performance conditions. For example, specific
performance benchmarks are set for literacy, numeracy and participation in
schools, the quantity and quality of housing for disadvantaged people, and a
range of health services delivered through cross-jurisdictional agreements by
state and territory governments.

Portfolio budget statements contain details of the origin and uses of
resources available to each general government sector agency. Uses of funds
are disaggregated by outcome and within each outcome by departmental
(controlled) and administered resources. Performance indicators and

Y
3
v

nd of the year the results are(’)
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measures are reported for each outcom 1&erms of effectiveness an(I&l é
quantity, and quality. Differences ®&tween plans and actual result

performance measures are not ro ely used directly in budget formulatio
However, they are sometimes fsed by agencies and Finang upport

arguments for revision to prog@mes or to identify budget s tions. @

The Australian National Audit Office (ANAO) and parlia@ary committees
have expressed concerns abog\e overall quality of igformration in published q)
reports, particularly in relation T8 -0utcomes.? The gover t's Budget Estimates
and Framework Review also idenjtified the need to@mine agency outcomes 3
information to ensure that it 1S consistent wj e policy framework and
appropriate to the needs of gove&ent an jament. w

The review of outcomes is ently being undertaken by Finance ino)
consultation with all other general government sector agencies. The foc f
the review is on improving the specific of outcomes, to ensure t &hey
refer to explicit impacts rather than outpulbﬁr objectjves, an gthen
the measures and methodology for assessing individ @ contnbutlons
to outcomes.

Finance has developed a list of questions to assist in diagnosing the
quality of performance information; the list is also useful as a framework for
monitoring improvement over time. The questions are used by Finance as a
basis for dialogue with agencies about the quality of their performance
information. Agencies and the ANAO have used the questions as a reference
for their own purposes in designing and assessing performance information.

The basic outcomes review is expected to be completed in 2007/08.
However, it will be important for continued monitoring and support to achieve
sustained improvements in quality of information and behaviour in agencies.
Improvements in the quality of performance information are expected to
make them more useful in supporting management and policy decisions on
programmes.

3. Integrating performance information in the budget process

The effect of performance information on decision making and resource
allocation in the budget process is mixed.

The outcomes policy has resulted in development and reporting of
performance information by all agencies in the general government sector.
This offers considerable scope for that information to be used in budget and
management decision-making processes. At present the potential for using
the information has not been fully realised. There are initiatives to increase
the emphasis on performance information and reviews, for example through
revisions to the format of new policy proposals and by launching a study to
assess budget review arrangements and propose options for reform.
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The format of new policy proposals % reviewed and revised by lf}ance
and the Department of the Prime Mﬁ)\s’ter and Cabinet in late 2004.
changes require departments and @encies to identify the key benefits, ris
and milestones for each proposal;as well as related implementa#
inform cabinet’s consideratio the proposal. These chan
basis for realising new policies to manage the implement@x rocess, track
progress and inform evaluati

Expenditure and programifie reviews are a centrale3ture of the Australian
budget process, and the area v@e performance i ation is used to inform
budget decision making. The Australian rnment revised review
arrangements in October 2006 t(\))hleve a Q@co ordinated, strategic process
better linked to budget plan and resource allocation. The ne
arrangements involve Finance adm¥mistration of procedures for identifying
managing reviews, in co-operation with (t}er departments. Dec131ons on ( ch
major areas of public expenditure should eviewed in any I are
made by senior ministers in the budget process. e r sultgdf reviews are
considered at the beginning of the following budget process by the senior
ministers setting priorities.

A small number of strategic reviews will be undertaken each year on
major programmes and cross-agency themes, including tax expenditures and
taking account of intergenerational considerations.

The new arrangements supplement rather than replace agency
performance measurement and evaluation activities. Wider independent
review and evaluation activity relating to government policies and programmes
also continues, for example through parliamentary inquiries, independent
commissions, eminent persons and non-government organisations.

4. Reporting of performance information

98

Every year, as part of the budget-related documentation, each portfolio
(i.e. a collection of related agencies under the responsibility of a minister of
state) provides an extensive report on the plans for the budget and the forward
estimates period for each of its constituent agencies. These portfolio budget
statements? include details of all sources and uses of funds by outcome.

Financial information on outcomes is supplemented by information on the
administered items and outputs that contribute to each outcome. Also included
is an extensive set of performance indicators, measures and targets for planned
results and details of future evaluations. The portfolio budget statements also
include a full set of budgeted financial statements for the agency covering four
future years, as well as the estimated actual result for the current year.

The portfolio budget statements are a primary source of information for
Senate committees during the budget scrutiny hearings following the tabling

Cule
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of the budget. Statements are als p%bvided, incorporating (f’ﬂlar
information, in relation to other app\‘bﬁation bills during the year.

Use of the information foung portfolio budget statements SenaQ
committees varies across agenci€s, from situations where th e many
questions on achievements a st indicators to situations e there are
relatively few. Finance is working to improve the uness of these
statements to Parliament an er stakeholders, infga »{n relation to the

type and quantity of performafice information they in. The format and s
content of the statements will e reviewed in de@ 1n 2007, as part of the
Australian government’s ir\li&iative to re@e red tape within the w
administration.

Aligned to portfolio budget s @ ents are agency annual reports, whicho)
are published within four months of the end of each financial year. T
contain audited financial statements a@e planation of agency perfogi¥gnce
during the financial year just ended. They &) p%blistnactual s{lt»4against
individual performance measures for outcomes utputs and the
implications of evaluations finalised during the year.

The quality of performance reporting in annual reports has improved
significantly since the introduction of accrual-based budgeting. For example, it is
increasingly common for agencies to report portfolio budget statement targets in
the same table as results, followed by a commentary on the reasons for major
discrepancies and how agencies intend to respond to disappointing results.

There remains a wide variation in the quality of reports and the information
contained in them.* In an effort to encourage improvement, Finance and the
ANAO jointly published a Better Practice Guide for performance information in
annual reports (ANAO and Department of Finance and Administration, 2004). The
guide contains practical advice on the main areas for improvement, including the
performance reporting framework, data management and measurement, and
explanation of results. It also contains a large number of good practice examples
for agencies to consider and emulate where appropriate.

Published performance information is only one of many types of
information used by the cabinet and ministers to assess revenue and
expenditure proposals in a budget decision-making context. Ministers rely on
analysis and information in new policy proposals and reviews contained in
confidential cabinet submissions and portfolio budget submissions prepared
by the proposing agency. This information is often not publicly available. In
addition, ministers rely heavily on policy and financial advice from Finance,
which provides a policy and financial assessment of all expenditure proposals
under consideration in the annual budget process.
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A key challenge with current agrangements is to ensure that the lin
between programmes, outputs an chomes are clear and measured effectively’
The benefits of programme apd outcome performance infor %’x relate
primarily to agency efficiency a: ffectiveness. Finance is seeki encourage
improvement in the quality and precision of performaformation and
evaluation in agencies. The ajm)is to develop skills, sggtems and a culture in q)

agencies to raise the standard and usefulness of perf nce information for ==

internal planning and constru@ dialogue with ex@al stakeholders. 3
A further challenge is to ure that gov ent has better access to

performance information by bé&ftter integ it into the decision- maklng(/)

phase of the budget. The govern @ ’s decision to adopt a more centrally co-
ordinated strategic review framework ang its initiatives for review of the q

of agency outcomes information will hel rcome some of the variabi t;and
improve the overall usefulness, of agency p ormgpce nforma&n‘(,

Continuing pressure for improving the effectiveness a% sustainability of
government expenditure is a perennial challenge. Over the last six years,
from 2000/01 to 2005/06, annual government expenditure increased by
AUD 50 billion. Both new policy spending and growth in expenditure for the
existing stock of government programmes have driven this increase.

New policy spending accounted for around 48% (or AUD 24 billion) of the
total increase. A large part of this spending has been in high-priority areas for
the government, in particular national security and defence, health, and social
security and welfare. These areas will remain sources of spending pressure
over the medium term. While they are high priority, it is acknowledged that
they also should be subject to review.

Expenditure on continuing programmes accounted for 52% (or around
AUD 26 billion) of the overall government expenditure increase between 2000/01
and 2005/06. This group includes large programmes in high-priority spending
areas, as well as a large number of small to medium-sized programmes.

The new strategic review arrangements are intended to ensure that an
integrated and systematic framework is in place to allow ministers to:

@ Focus on the allocation of government expenditures.
e Identify appropriate areas for review.

® Ensure that programmes and outcomes remain aligned with policy
priorities, are effective, and are managed efficiently.

6. Solutions

Better integration of performance information into agency management
processes and information systems will lead to better-informed decisions and
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better policy outcomes. Improving the @ance and quality of m! Q:\tion
available for the decision-making pha&sés of the budget process is a long-
challenge that will require sustam@effort from Finance and agenc1ss

Finance’s current focus is oh establishing the new stra review
framework, simplifying policies%d procedures to meet financi anagement
requirements, and improving the quality of financial and no@ancial reporting.

The aims are to improve finanfC1iyl management complignc d accountability q)
while making existing and new programmes more cohét, more effective and s
better targeted to current gove@ent priorities. @ 3

7. Lessons learned and 1mpadt\) ?\ v
a focus on performance has been a(/)

Australia’s approach to 1ncor @ ting

long-term, iterative process. This has provided many benefits, not least@e
opportunity to learn from experience b proceedmg with further ms.
This has also been important because (bﬂq relatio tween
performance and other aspects of the financial, acco et pohtlcal and
management environment. The complexity of interactions and incentives is
difficult to comprehend in isolation from practical experience, making “big
bang” changes potentially high risk.

The iterative approach to improvement has allowed Australia to proceed
with care, making refinements as unanticipated or unintended effects occur,
and keeping to a long-term path of management for results.

Supplementary guidance, training and advice are being developed as part
of continuing effort to achieve better performance information. These efforts
will continue alongside further research and sharing of good practices within
and outside Australia.

Two recurring themes in establishing good performance information that
Australia has faced are:

e The quality of performance information in relation to agency contributions
to outcomes and outputs.

@ The limited use of the performance information for decision making in the
budget context.

With respect to outcomes and outputs, they will remain essential parts of
Australia’s budgeting and management framework. However, it is important
to ensure that links between programmes, outputs and outcomes are clear
and measured effectively, particularly if this performance information is to be
relied on for budget decision making.

As with other aspects of financial management reforms associated with
devolution of responsibility, it is crucial that new policies and practices are
well understood by people in line agencies and that they have the skills,
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capacity, resources and authority t‘c;:ﬁ&ment the initiatives eé&ﬁ'vely.
Implementation is much slower and mre uneven if those responsible for ddta
and measurement are incapable or@lable to make the necessary change.

With respect to enhancing the utility of performance in tion for
budget decision making, a r@)r challenge in introducin ystematic
approach to programme reviews will be to ensure th adds value to
government considerations, s agency resources efficie¥rtly, and does not
become a mechanical exercise: 66

U (%
Notes \)) Q\Q

Y
3
v

1. For a list of performance rep by the “Australian National Audit Office,o)

see Www.ando.gov.au.
2. For example, see JCPAA, 2002; SCFPA, 19 0 and 2007; and ANAQO, 2003 a d@%
é can be

3. Portfolio budget statements are available o ch depargment’s s‘g
accessed through the Australian government budg poit_al & Pwbudget.gov.au.

4. For further information on the quality of performance information in annual
reports, refer to ANAO, 2003 and 2007.
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1. Introduction: an expenditure management syst@n transition

The government of Can has a long history enerating and using
performance information datiLg)o its first progra aluation policy in the
late 1970s. Over the past 30 yeaws] information o ts has been used in two

main ways, first for accountability purposgsyin®€porting to Parliament and,

second, in support of resource allocgtion decg\

the performance measurement c@mnity has directed its efforts mainly to
support internal management and repoging to Parliament, and only to ak&r
extent to inform expenditure allocation a :ﬁwocation decisions. Howe¥er, this
balance is changing and the current governnient hgs plce c@ﬁ‘abllity and
programme value for money at the core of its management agenda.

Two notable initiatives spring from this agenda:

@ First a Federal Accountability Act came into force in late 2006. Under this Act
the government will, among other things, establish a parliamentary budgetary
office, extend the power of the Auditor General and implement a systematic
evaluation of the government’s grants and contributions programmes.*

® Second, the government stated its intention to ensure that all of its
programmes are effective and efficient, are focused on results, provide value
for taxpayers’ money and are aligned with current priorities and
responsibilities.
Essentially, the government has called for a redesign of the federal
expenditure management system consistent with three main principles:

e Government programmes should focus on results and value for money;
e Those programmes must be consistent with federal responsibilities; and

® Programmes that no longer serve the purpose for which they were created
should be eliminated.

Redesign of an expenditure management system based on these principles
will put a premium on the generation and use of reliable programme
performance information. While it is not yet possible to describe the new system

* The government of Canada makes grants or contributions to third parties including
not-for-profit organisations and other levels of government to achieve many of its
programme objectives. These transfer payments count as direct programme
expenses and are made on the basis of an appropriation for which no goods or
services are directly received (but which may require the recipient to provide a
report or other information subsequent to receiving payment).

Cule

ns within the executive. Recently,(o
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in detalil (its design is ongoing), it is po ﬁe set out in broad terms l!c@/t'hese
principles will translate into action.

First, consistent with the 20%9‘@ 2007 Budgets, all departmengs will Q
required to manage their pro mes against planned resu%ormally
evaluate programme performa@ and identify ongoing prioritfes®

Second, the Treasury Board (a committee of Cabinet) ead a review of
each department’s spending: a
o The first reviews will start imow and be reporté

e The government’s objective

e 2008 Budget.

o conduct the ews on a four-year cycle.

—
@ The reviews will determine WP\&er pro es are achieving their intended w
results, are efficiently manag d areMaligned with the government s‘O
priorities.
Third, Cabinet will examine all n&fs ding proposals, taking X@llCIt
account of the funding, performance and E!ource e ulremeefs@}ilstmg
programmes in related areas.

Needless to say, designing a results-based expenditure management
system is easier said than done. Among other things the government will need
to strengthen evaluation capacity, design a fair and efficient programme
review process, improve its understanding of performance for thousands of
programmes, and better understand how those programmes and activities fit
together across many organisational boundaries to achieve whole-of-
government results.

Fortunately, the government is not starting from scratch and there is a
sound expenditure management foundation on which to build. This case
study focuses on how performance information is currently generated and
used and the initiatives that are under way to strengthen performance
measurement for the future.

There are two main sections in this case study. Section 2 describes the
current expenditure management system: how the government of Canada
integrates performance information into the existing resource management
cycle. Section 3 describes five main lessons learned over the past 30 years and
outlines directions for the future. In doing so, it illustrates several initiatives
under way to improve performance measurement capacity and better integrate
programme performance information into executive branch decision making.

2. Description of the current expenditure management system
2.1. Government and fiscal context

Canada is a decentralised federation of ten provinces and three
territories. Provincial governments are legally the equal of the federal
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government and have significant pow ? eres of responsibility arJvt out
constitutionally - for example, heal®™® and education fall under provineadal

authority while defence and 1mm1£t10n are federal matters.

The relationship between the Yederal and other governmen ted out
through intergovernmental a%ements and, other than m?se areas of
exclusive federal jurisdiction (e.g. defence), much federa is geared
towards transfer payments. T@iederal government a or transfers to
the provinces and territori€s to help fund healt re, post-secondary
education and other social §erjices. In additiot@equalisation" transfer
payments are made to the less affluent pro es to help them provide
public services at a level com ble to %@hler provinces. Other federal
transfer payments go directly to @sons,
employment insurance.

Although there are exceptions to t\Q\Eﬁmost of what constitut rect
programme spending (roughly 40% of the ge% is Ject t p@ﬁmance
measurement. Within this category, terms and con 1t1ci\s ly 750 grant
and contribution programmes require mandatory recon31deration by a
committee of Cabinet - the Treasury Board - in any five-year period. The Treasury
Board further requires that a programme evaluation accompany each request for
programme renewal, and these evaluations are closely considered before
decisions are taken. Non grant and contribution programmes, like the Passport
Office, that are delivered directly to citizens normally have an ongoing life.
However, performance information and evaluations are provided to the Treasury
Board or to other central agencies when significant changes are proposed (the
role of the Treasury Board and other players in the expenditure management
system is set out below).

Major and other transfer payments (about 45% of the budget) include
three large sub-categories (equalisation payments, the Canada Health
Transfer and the Canada Social Transfer) where formula-based funds flow
from the federal government to provinces and territories to fund programmes
within their jurisdiction. Here, performance measurement responsibilities
rest with the receiving government. The remaining transfer payments provide
citizens with old-age security, employment insurance and child tax benefits,
and are subject to varying degrees of scrutiny within their home departments.
For example, employment insurance programming is regularly evaluated in its
home department, and performance information is used to make ongoing
adjustments or to support more in-depth reviews.

The government of Canada has enjoyed many consecutive surpluses. In
addition to eliminating the deficit, the federal debt-to-GDP ratio stood at 35.1% in
2005/06 and is expected to fall below 30% by 2008/09, a significant reduction from
the 1995/96 level of 68%. Consistent with this, the ratio of public debt charges to

Y
3
v

example old-age security and‘O
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government revenues has also declin %ver the long term, the I\md in
programme spending has been dow rd, sparked by successful programshe
review exercises between 1995 and 1999. But recent spending has begun to gr
significantly, as lower public debt d&erges have enabled both a red evenue-
to-GDP ratio and a potential reb@d in the ratio of programme ST toGDP. @
In this context the government has committed to limj e growth of
programme spending, on averﬁ to below the rate of grow the economy. q)
==

2.2. Key players

The expenditure management system gui Qresource allocation and
is the sum of roles and proced 1ntend%g support fiscal discipline, the w
design, approval and manageme ublic programmes and the reportmg o
results. Six main players make th stem run.

The Cabinet establishes and alloca@ esources to the policy p &s of
the government as outlined at a broad level ipthe Speech from thgh&énd the
Budget. At an officials’ level, the priority-setting roF of Labf@t supported by
three “central agencies” which share budget office functions: the Privy Council
Office, the Department of Finance and the Treasury Board Secretariat.

The Privy Council Office advises the Prime Minister and Cabinet on
shifting priorities through the Speech from the Throne and the Budget. It
manages Cabinet’s agenda, communicates Cabinet decisions and performs a
challenge role on departmental memoranda to Cabinet seeking changes in the
government’s policy or programme structure.

The Department of Finance sets tax policies, prepares the Budget (which
includes the overall fiscal plan and new spending proposals) and advises its
minister on the fiscal implications of policy proposals advanced by other
departments, including those reviewed by Cabinet committees. With input
from other departments, the Finance department projects revenues and
expenses for the current and future years. The Minister of Finance and the
Prime Minister make final decisions on the fiscal plan.

The Treasury Board, a committee of Cabinet supported by a Secretariat
and other agencies, oversees the presentation in Parliament of the annual
detailed spending plan (the Estimates) and acts as the government’s
management board. The Treasury Board sets government-wide administrative
policies in areas as diverse as human resource management, procurement
and all aspects of financial, expenditure and results-based management. The
Treasury Board’s responsibilities also encompass the examination and
approval of the proposed spending plans of government departments, the
periodic renewal of programmes, the approval of major contracts above a
department’s delegated authority and the granting of operational authority to
implement new programmes previously approved at a policy level by Cabinet.
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Parliament plays a critical role. Consiit&t with the Westminster COIZ}ltlon

of responsible government, the gover

ent is accountable to Parhament

actions and must maintain the con@nce of Parliament in order to g Vern.

initiatives such as the Speech fro
motions” (meaning that if the

unable to spend money witho
accountability functions are

supporting Estimates documen

Departments develop poli
manage programme delivery. The
Estimates process and are responsl

Table 7.1.

he Throne and the Budget ar
not supported by a 31mple
members of Parliament, the government falls). Moreover@
pproval from Parliament.
rcised when Parlia
consider policies and requesgslor funds throu
part of the bu: of supply.
tions a w
ort roltinely to Parliament through the‘O
for evaluating programme performa
and effectiveness. The government has(x
and also owns over 40 Crown corporations,
appropriations. These various roles and responsﬂalh es @

fidence

ity of the
vernment is
e oversight and
and its committees
ropriations bills and

e‘ule

gramme design proposals, and

hly 90 departments an
Eme dependent on

&intary

marlsed in

Table 7.1. Roles and responsibilities in the expenditure management system
Summary of key roles and responsibilities

Element

Responsibility

Holds the government to account, approves all spending
on an annual basis.

Developing an annual budget and a multi-year fiscal
framework.

Establishing annual departmental reference levels

(the ongoing programme resource base), considering
the renewal of existing programmes, setting results
management policies.

Approval of new policies and “go ahead” to develop new
programmes.

Allocating and reallocating to ensure alignment

with priorities and aggregate expenditure control.
Seeking parliamentary approval of spending plans
through the Estimates process.

Reporting to Parliament on spending plans, actual
expenditures and results achieved.

Parliament
Minister and Department of Finance

Treasury Board (a committee of Cabinet supported
by the Treasury Board Secretariat)

Cabinet supported by the Privy Council Office

and the Department of Finance

Departments routinely — plus the three central agencies
in special cases

President of the Treasury Board — supported

by the Treasury Board Secretariat

Ministers supported by the Treasury Board Secretariat
and departments

2.3. Canada’s resource management cycle

The government of Canada does not practice “performance-based

108

budgeting” in a narrow sense but rather uses performance information
throughout the main phases of an annual resource management cycle. (Canada
aims for “performance-informed” resource management.) That cycle begins
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Figure 7.1. The reso% x%&nagement cycle /0
( FALL (Sep/Oct/Nov) ) O ( WINTER (Del:/Jan/Feb)) 0
 Pre-budget consultation begins k * Budget
» Economic and Fiscal Update « The Governmen \ Y
« First Regular Supplementary Estimates m Expense Plan @tes —Part )
« Full Supply for First Regular o Mai ) _
Supplementary Estimates Mam E ( stlmatgs Part )
« Fall Performance Package « Final Suglgientary Estimates

— Canada’s Performance Report
— Departmental Performance Reports

——
— Public Accounts
— Annual Financial Report @RING (Mar/Apr/Mav)) 3

for the Government of Canada @ Full Supply for Final
Supplementary Estimates
* Interim Supply for Main
( SUMMER (Jun/JuI/Aug)) Estimates (Part I1) ”
« Departmental Reports @

* Full Supply for Main Estimates (Part 1) ( on Plans and Priorities (

l (Estimates — Part 111 \)
mittees Ga
Iﬂ? stmates
ake recommendatlons on supply

with public consultation and fiscal planning and moves successively through
allocating resources, evaluating programme performance, learning and
adjusting, and reporting to Parliament on results.

2.3.1. Planning

Canada’s federal government operates on a fiscal year that begins on
1 April and ends on 31 March. The Budget presents the government’s fiscal plan
to Parliament and is usually presented in the House of Commons by the
Minister of Finance in late February. Budget documents present aggregated
projections of the government’s expenditure plan for the coming and following
two fiscal years. There are four main components of the fiscal plan:

e The government’s assumptions about the future performance of the
economy.
@ The level of revenues expected under the current and proposed tax structure.

e The projected total expenses, including total programme expenses and
public debt charges.

@ The annual surplus or deficit resulting from these projections and the level of
federal debt (accumulated deficit) resulting from these surpluses or deficits.

In developing the Budget, public consultations normally begin with an
Economic and Fiscal Update, delivered by the Finance Minister to the Commons
Committee on Finance in late October or early November. The Committee
usually holds public hearings both in Ottawa and across the country, seeking
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views from Canadians on their prioriti %r the upcoming Budget. B(#d on
these hearings, the Committee typﬁlly submits its recommenda S

regarding the Budget to Parliament @ually in early December.

The Minister of Finance also c8nducts pre-Budget consultatio h many
organisations, individuals and m'incial counterparts and brief@bmet on the
status of budget planning, seeking their input on priorities a@:a egy. Cabinet’s
role in the budgeting process @zlgoing over the coursg o year as Cabinet
committees consider and give tentative approval to n olicy proposals, and s
authorise departments to begir@jsign work on new@gramme proposals. 3

Not later than 1 March each year, and ofteevhortly after the Budget, the
President of the Treasury Boarﬁépically %ﬁnts Parts I and II of the Main
Estimates. The Main Estimates cov@e upcorning fiscal year and identify the(o
spending authorities (Votes) and thie arpounts to be included in subseq
appropriation bills that Parliament asked to approve. On rect
programme spending such as departmelLT operat g cost éed by
Parliament through appropriation bills; the Mam Est gde updated
forecasts to Parliament for all statutory programmes for information only.
Statutory programmes have ongoing spending authority in accordance with
specific legislation, for example, major transfers to the provinces.

At a departmental level, over 90 reports on plans and priorities (RPPs) are
conventionally presented in the House of Commons on or before 31 Marchand
are reviewed by parliamentary committees as part of the scrutiny of Main
Estimates. Departmental RPPs detail the strategic outcomes, initiatives and
planned results of each department, and include information on resource
requirements over a three-year period. Responsibility for the quality, integrity,
and completeness of the information presented to Parliament rests with each
department. The Treasury Board however sets the form and format of the
RPPs, provides advice and assistance to departments and agencies, and co-
ordinates printing and presentation of the reports.

2.3.2. Integrating and using performance information in expenditure
management

Performance measures and periodic evaluation have been used in
Canada for many years to adjust programmes and frequently this information
will find its way to the Treasury Board through a “submission”.

Submissions to the Board represent a periodic event in the life of a
programme where performance information is used to support executive
branch decision making. For example, Treasury Board submissions help to
transform Cabinet-approved policies into new or modified programmes that
directly impact Canadians. Following Cabinet’s approval of a policy initiative,
a sponsoring minister’s Treasury Board submission provides detail on the
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design of the future programme, wh;;ge%roposed implementation €ethod
was chosen, the expected outcotmes and deliverables, and how\ihe
department intends to assess Iﬂgramme effectiveness. Submissio
normally include performance prejections, timelines and cos ts. The
Treasury Board Secretariat scrytff)ises and challenges each su%i before
itis presented to ministers, who will then approve, approm onditions or
reject the proposal. Given thessyubstantial challenge at o
the actual Treasury Board memg, the latter rarely o S.

s’ levels before

Treasury Board within a five-year cycle to deter: whether sufficient results
are being achieved or changes d to be@e In programme management

or design. O (’)

A Treasury Board evaluation policy supports this process by produgi
objective evidence to help managers more effective decisions Qheir
policies, programmes and initiatives. Almog#all large depart Qﬁ large
agencies have committed and active evaluation fuL;ti@sr??Eough many
smaller agencies lack a sustainable evaluation capacity. Currently, total
evaluation funding is roughly CAD 32 million and there are close to
300 evaluation full-time equivalents across the government. Evaluations cover
approximately 10% of departmental programme funding, a coverage rate that
will need to grow if the government is to strengthen its capacity to more fully
integrate performance information into expenditure management decision
making (see Section 3 of this case study).

—
As noted earlier, all grant §nd contribution prog@mes are reviewed by the 3

In 2000, following the publication of its management framework, Results
for Canadians, the government introduced the concept of results-based
management and accountability frameworks (RMAFs) to support the
evaluation and periodic review of all transfer payment programmes. RMAFs
provide programme managers with a standard approach to plan, monitor and
report on results throughout the life cycle of a programme, policy or initiative.
When implemented, an RMAF helps a manager to:

e Ensure that a clear and logical design ties resources and activities to
expected results;

@ Describe clear roles and responsibilities for the main partners involved in
delivering the programme, policy or initiative;

® Make sound judgments on how to improve performance on an ongoing basis;
e Demonstrate accountability and benefits to Canadians;

@ Ensure that reliable and timely information is available to senior executives
in the department, central agencies and other key stakeholders.

While RMAFs are required for Treasury Board submissions involving
transfer payments, the Treasury Board’s Office of Evaluation recommends
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their development in all programme are % ensure effective dec151on€\ﬁ'kmg
and to demonstrate clear accountabil‘hﬁs 6

2.3.3. Reporting {

Throughout the year, %e government produces umber of ®

departmental and whole-of-government reports in sup,a Parliament’s
expenditure control and accqifjtability functions. Alghoud¥’the government
may present some of them n it wishes, most respect a deadline
specified by statute or set outU Standing Order ov"re House of Commons.

At the departmental leve department@pport on their plans and
performance in both their rep on plar%nd priorities (described earlier)

and in departmental perfor e reports (DPRs). In October, each(o

department is required to produce agR detailing performance aga@t
commitments set out in the RPP. Acc gly, departments must ure
their performance against earlier commit@¥ents, so that par g)arlans
may hold the government to account for what wor. dla.n d1d not.

The Department of Finance presents the Annual Financial Report, which
reviews the government’s spending and revenue performance over the
previous fiscal year and identifies factors that affected the results. In addition,
the Public Accounts of Canada are presented in the fall (fourth quarter) by the
President of the Treasury Board. These audited accounts provide summary
financial statements of the government of Canada, the opinion of the Auditor
General, and details on departmental expenditures and revenues.

Finally, each fall the Treasury Board President also presents a whole-of-
government performance report, Canada’s Performance, which outlines the impact
of federal programmes, services and policies on the life of Canadian citizens. The
electronic version of Canada’s Performance allows readers to “drill down” from pre-
set government of Canada outcomes to specific resource and results information
contained in the more than 90 departmental performance reports. In addition,
Canadians may access all internal audits and programme evaluations in all
departments through the electronic version of Canada’s Performance.

Over the last decade, parliamentarians have consistently indicated that
they would like simpler, more integrated information with useful context and
analysis. They also want high-level overviews with the ability to “drill down”
to more detail. In particular, parliamentarians have said that they would like
to see a clearer logic between planning and performance reporting
documents; more balanced reporting; better links between programmes,
resources and results; and a whole-of-government context to support their
review of departmental reports.

In the Canadian context, the issue for results-based reporting is not one of
sufficient quantity but whether the many reports include too much detail, to

J
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the extent that they are difficult for parli I%Entarlans to use. Recogmsl;g this,
in late 2006 the government introduc®d a new website, Tools and Resourc

Parliamentarians that brings togeth@many Budget and Estimates res}orts a

provides easy electronic access. above-noted Canada’s Perfor eport is
posted to that site and provide ong other things, a useful ic guide @
to the many departmental performance reports. And# ch 2007 the
government introduced a new Overview for Parliamentari at serves as an

electronic navigation tool for many reports on pla d priorities. In sum, i)
the idea of whole-of-governmentjplans and reportsﬁ onsolidate and clarify 3
information for parliamentaria®is one that lik a long-term future. Q/

3. Lessons learned and directiogf‘or t uture [

Performance management in ada has evolved from a system foc
on inputs, activities and outputs, to one ﬁpre capable of setting and measQu@
outcomes or results. A strong performancgyfeasurement infra t% e and
measurement reporting “community” exists in the%ov rmnfedtsfCanada.

While the current expenditure management system has been effective
during periods of fiscal restraint, an improved fiscal situation has resulted in an
increase in sustainable levels of programme spending and the sense that
programmes are not achieving results commensurate with these new resources.
Although several ad hoc expenditure review exercises have sought to address the
upward drift, the 2006 and 2007 Budgets are a watershed: the government is now
redesigning its day-to-day expenditure management system to make it more
performance based.

A rebalance of energy and effort is likely to occur as the government’s
new expenditure management system takes shape and both central agencies
and ministers come to expect a clearer articulation of expected and actual
results throughout the programme life cycle.

3.1. What are the challenges to be addressed in redesigning the
expenditure management system?

First, the government does not systematically consider the full range of
related spending when looking at new spending proposals. The decisions it
makes are not always informed by timely information on planned and actual
results and there is a bias toward incremental spending (in a context of several
consecutive years of budget surpluses) as opposed to reallocation within the
ongoing programme base.

Second, spending needs to be better aligned with core federal roles and
responsibilities and the government’s priorities. Given this, new spending
proposals submitted to Cabinet will need to clearly define objectives and
expected results and demonstrate how they relate to existing programmes
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and priorities of the government. A &/ing this alignment foréWeral
thousand programmes is doable b™ will require upgraded inform n
systems, consistently based res@rce and performance frameworks

departments, and a whole-of-gov®nment planning and reportir& ework.

Third, the current systemacks a strategic review cygleNocused on ¢

relevance and performance, a crucial input to the on alignment of
resources with priorities. Fixihis means not only dgvelopthg a rational and
efficient programme review cyCle but also ensuring thajpavailable evaluation e
and other performance inforation is of the higkbt quality and is brought 3
forward at the right time, when'it can best be u@

Consistent with this, the go\k}nment @wneed in its 2007 Budget that all
departments will be required to age théir programmes against speciﬁc‘o
results, formally evaluate programme, performance and identify ongqf
priorities. Moreover, the Treasury Board (dl Ea;d a review of each depa\r&ﬁ@nt’s
spending:

e . ! ro’ A
o The first reviews will start in 2007 and be reported ifrthe-2008 Budget.
e The government’s objective is to conduct these reviews on a four-year cycle.

® The reviews will determine whether programmes are achieving their intended
results, are efficiently managed and are aligned with the government’s
priorities.

The main elements of this renewed expenditure management system are
currently being designed. But regardless of the specific design decisions taken,
one thing is certain: the redesigned system will place increased demand on
the provision of reliable and timely information on the performance of the
government’s direct programme spending.

3.2. Lessons learned

If leaders in the Canadian government’s results-based management
community were asked to name five lessons learned over the past several
years, what might they say? And in turn, given what has been learned, what
are the capacity development priorities for the immediate future?

Lesson One: There is no substitute for central leadership if you want
to move the whole government in a new direction.

In its role as the government’s management board, the Treasury Board sets
policies and priorities in areas as diverse as human resource management,
procurement, executive training and all aspects of expenditure and results-
based management. In support of these policies, the Treasury Board Secretariat
provides guidance on their application; for example, on the preparation of
departmental planning and performance reports and on the generation and use
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of performance information. Working wi }gﬁ this suite of central po {£$ and
consistent with their own mandates,“separtments are responsible for se
targets and outcomes, as well as developing performance mea uremeé

systems and strategies. This Tre@sury Board ability to set the r onitor
compliance and alter the rules n necessary has proved ess td leading @
change in the Canadian setting. Q

Strong leadership from t@'l‘reasury Board Secretgria 1 be required to q)
support change as ministers cofie to expect clearer st: ents of expected and s
actual results. Ensuring more tim ly and focused p mance information will 3
challenge the measurement co unity and W11 uire new tools, approaches
and policies, particularly in th a of pr me evaluation. The Treasury w

Board will need to be directive ingf®rms of the policies and standards that 1t‘0
expects departments to meet, an pportive in terms of the resources @d
training that will need to be brought to l@yr to build capacity.

Lesson Two: A detailed understanding of the quﬂe@eérg'ources
and results at a programme level is essential and it needs to be
constantly maintained.

Being able to integrate performance information into expenditure
management decision making requires a detailed, almost granular
understanding of the ongoing programme base across many organisations.
Programmes need to be defined consistently, and resources and results (both
planned and actual) need to be linked to each programme in a common
manner. This programme-based information needs to be easily accessible,
available for planning, decision-making and reporting purposes, and updated
continuously. Performance information focused mainly on high-level results
can have a negative impact, contributing to a loss of programme-by-programme
knowledge. For that reason, the government of Canada is investing much time
and effort to understand what is going on at the programme level.

All departments and agencies are now beginning to plan their operations
and report performance against over 200 strategic outcomes, or measurable
objectives, that represent enduring benefit to Canadians. In each department,
typically two to three of these strategic outcomes sit at the top of a detailed
programme activity architecture that - if added up government-wide -
amounts to several thousand “small p” programmes. All strategic outcomes,
plus those parts of programme activity architectures that are presented to
Parliament in Estimates documents, require Treasury Board approval.

In effect, the government of Canada is currently developing an inventory of
all its programmes, mapping the individual programme activity architectures
and compiling financial and non-financial performance information against
each programme in the organisation’s inventory. This is laborious work that
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requires constant update. The gover?r%has concluded however &}t the
investment is worth making.

This work is conducted undeanandatory Management, Resosrces ar@

Results Structure Policy that camé into effect in 2005. The MR vides a
common, government-wide oach to the collection, magia%ement and ®
public reporting of financial and non-financial informatio 1s meant to:

@ Identify and define the @tegic outcomes linkgd to a department’s
mandate and core functions;

® Provide a logical organisahg)i or architect % the programmes and
activities being delivered in s ort of thgz ment’s strategic outcomes;

Cule

® Reflect the way a departmen man to achieve results with theo)
resources allocated to it year a ear;

o Illustrate the various decision-makifig mechanisms and accounta @
that exist within the department to mgnage programmes a ivities
towards the achievement of results; ([ L e C

e Link each level and element of the programme activity architecture to
planned and actual information on resources and results; and

® Provide relevant and timely performance information to support
expenditure oversight by the Treasury Board Secretariat, as well as for
Cabinet strategic planning and budgetary exercises.

None of the programme inventory work described above can be
implemented without sound information systems, both centrally and in
departments. The ability to collect, update and disseminate financial and non-
financial performance information over a range of thousands of programmes
requires extensive planning, investment, testing and time. As this case study is

Figure 7.2. The management, resources and results structure

Programme activity architecture (PAA) + Financial and non-financial information

* Planned and actual

Departmental strategic outcome results
1 1 Required for all elements
and levels of the PAA
Programme Programme e Planned and actual
activity activity financial information
A A A A
o Required for the highest
Sub-programme activities * Governance } or ‘qprogramme act?vity” level

Expenditure management information system

PERFORMANCE BUDGETING IN OECD COUNTRIES - ISBN 978-92-64-03403-7 - © OECD 2007



11.7. CANADA

't Ey.
e — q,
being written, a substantial systems pla %’g and development effort ép'nder
way, and the end product - a centraﬁggenditure management informakibn
system — will form the basis for@tegrating financial and non-financia
performance information into all 8ements of expenditure mana t.
{
Lesson Three: There is no su@itute for evaluation bu l@ed to give
it regular attention. @
While the government haqubstantial evaluatio@acity in departments i)
and agencies, the function nexds):o be reoriented a engthened: evaluation 3
capacity has not been optimall ected and evalysiti®ns are not always available
on a timely basis. For example, Wlation C a ould need to be more than a/
doubled if the government were to e@;ate alNgr the bulk of its direct programme(o
spending within a four or five-year od.

Strengthening and repositioning ev@lyation will require focused atte(c@.
Treasury Board Secretariat officials are curbntly rewriting the vy)nent’s
evaluation policy to emphasise the neutral assessﬁentl&f et éec lveness as
the central credo for the function. New evaluation directives and standards are
being implemented. A new value-for-money assessment tool is being piloted as
a potential way to make rapid yet credible assessments that are timely,
understandable and immediately useful. Capacity development in small
agencies is being considered, and ways to ensure better co-ordination between
evaluation product delivery and the timing of key programme investment
decisions are being explored. Finally, the marked tendency for evaluation
products to come across as timid management consulting reports will likely be
countered by a growing demand for evaluation reports that make lucid
assessments of value for money and sharper recommendations on what should
be done to improve it.

Strengthening the evaluation function will require investment in
recruitment, training and certification, and a whole-of-government evaluation
plan that pre-positions evaluation information for best use in expenditure
management decision making. All of this is under design and will be rolled out
on a three-year plan.

Lesson Four: A common framework is essential if you want to apply
results-based management principles government wide.

Understanding the granularity of resources and results at the “small p”
programme level is only part of the answer. An effective expenditure
management system needs to link those programmes to higher-level intended
outcomes on a departmental and a government-wide basis. A first whole-of-
government framework, intended to do this, was introduced in the Canada’s
Performance report and has been refined over the past few years.
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Figure 7.3. Canada’s whole-g-?vemment framework { /'
K Q
i Departmental, agency Programme p
Pollc({‘;lreas Outcome areas (13) (D and Crown corporation activities >
strategic outcomes (200+) 00+)
Aa
Income security &L/
and employment ~ Spectrum
for Canadians o 30 strategic outcomes, ( information
Strong economic QM‘ —— €9 competitive indgtry technologies and
£ ] _ . and sustainal telecommunications|
Wl An innovative communities, y sector — economic
Affairs and knowledge-baﬁed } Canada development (IC)
gconomy
A clean and healthw
environment
D)
A fair and secure marketplac@ @
- @ ‘omotion
e ENEED L e of intercultural
Safe and secure communities 21 strategic outcomes, understanding (CH)
) - e.g. Canadians live in an Community
Social A diverse society that inclusive society built on development
Affairs promotes linguistic duality intercultural and capacity
and social inclusion understanding and citizen building (CH)

A vibrant Canadian culture
and heritage

participation (Canadian
Heritage — CH)

A safe and secure world
through international
co-operation

International
Affairs

Global poverty reduction
through sustainable
development

A strong and mutually
beneficial North American
partnership

A prosperous Canada
through global commerce

8 strategic outcomes,
e.g. efficient and effective
border management that
contributes to the security
and prosperity of Canada
(Canada Border Services

Agency — CBSA)

Government
Affairs?

Participation in
community
and civic life (CH)

Enforcement
(security) (CBSA)

Admissibility
(access) (CBSA)

Innovation
and technology
(science and
technology-based
innovation) (CBSA)

1. Federal organisations that support all departments and agencies through the provision of
government services (e.g. the Treasury Board of Canada Secretariat, the Public Service Commission

Canada’s Performance 2006

— Electronic version of departmental

performance reports and reports on plans and priorities

of Canada, Public Works and Government Services Canada, and Statistics Canada).
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Building on information compone t&reqmred under the MR{IWIICY,
this framework is structured arourrdﬁf;)ur broad areas of federal actiwidy:
economic affairs, social affairs, int@qational affairs and government affaifs
Each of these areas includes a nuftber of specific outcomes that ent the
cross-organisational results th e federal government is strigg o%achieve.
In their reports on plans and priorities and departmental p ance reports,
departments must identify #e linkage of their strat@outcomes and q)
programme activity architect to specific governm f Canada outcomes. 7
While the framework is curruy used as a basi hole-of-government 3
reporting to Parliament, it may¥entually be us@ a conceptual foundation

for executive-level resource pla g, allo d decision making. a/

2

Lesson Five: Managing for resu@iepends on clear expectations,
sound underlying management pract'(:}s, regular assessment and p{
accountability.

The government now has several years of exp®rierjce ie?nﬁﬁmenting the
Management Accountability Framework (MAF), which establishes common
expectations for management performance and is the basis for accountability
between departments/agencies and the Treasury Board. The MAF can be viewed
through three lenses: as a vision for good management, establishing a
framework for accountability; as a process (assessment, engagement, dialogue
and reporting); and as an analytical tool to identify strengths and weaknesses
within departments and across government. Through the MAF, departments
are evaluated against a set of indicators and measures that assess, among other
things, the quality of management, resources and results structures; the
capacity to undertake and use programme evaluations; and the overall quality
of reports to Parliament. Discussions between senior officials identify
management priorities, a process that draws attention to issues in a structured
way that can lead to improvement.

All MAF assessments will be posted on the Treasury Board’s website. This
level of public accountability supplements the practice of factoring
departmental management assessments under MAF into all performance
appraisals of deputy heads (the senior executive officer in all departments and
agencies).

As a final note, demand from external auditors for better public
performance management is likely needed and is a positive step. In Canada, the
federal Office of the Auditor General audits the quality of a sample of
departmental performance reports, generally every two years. The Auditor
General asserts that while there has been progress in performance reporting, the
pace of improvement is too slow. Though federal public servants do not always
agree with all of the recommendations of the government’s external auditor, due
consideration is always given. Furthermore, the power of Parliament’s Public
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Figure 7.4. The Manageme?&buntablhty Framework { /0
Pub rvice values ’)
By their actions departmental Ieadersﬂntinually reinforce the importance of public seryic
values and ethics in the delivery of results to Canadians (e.g. democratic, professional, &
and people values). aN o
Governance Policy and People Citizgn-tocu Results and
and strategic programmes Services are § performance
direction Departmental research centrecypolicieSd Relevant
i and analytic capacity progr S are " 5
Igﬁdﬁfiz?]nstﬁl is developed and develc 'om the L:fsotrl?;azllr?tr:er?lgl_.
h sustained to assure e n”, and | -
internal coherence, b i S service and
high-quality policy Tships are
corporate options, programme e programme) is
discipline and design and advice &c ti ? d gathered and u
alignment to to ministers. GIOUEY IENETEL to make
outcomes — are department
Ipnrg\ll?gien(fyogﬁective Risk management Stewardship Accountability gﬁtgﬁlons oartlng
strategic direction The executive team clearly| | The departmental control | |Accountabilities for results| | - |i 5
. viay defines the corporate regime (assetd mpney, are clearly assigned and e 4 e
mirr)lfster I~ context and practices for | |people, servicesfetay) is consistent with resources, 'ﬁ) i
Pt | | TSI | it ccbpe | ptdemior e, 4 ¥ |
and the delivery proactively. and its underlying ‘proplf togab@s
of results. principles are clear

to all staff.

Learning, innovation and change management

The department manages through continuous innovation and transformation, promotes
organisational learning, values corporate knowledge, and learns from its performance.
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Accounts Committee to compel the government to formally respond to audit
recommendations - and to have its senior officials appear before the Committee
to describe remedial action — can be a useful spur to action.

In conclusion, a renewed expenditure management system offers a
valuable opportunity to better integrate performance information into
management and budget decision making. While it is still too early to tell
exactly how the new system will evolve, it is certain that the demand for
reliable and timely performance information will rise. The development of a
renewed evaluation function and the implementation of the MRRS policy, the
continued use and evolution of the Management Accountability Framework
and continued improvement in reporting to Parliament are key steps to
ensuring that “government programs are effective and efficient, are focused
on results, provide value for taxpayers’ money and are aligned with the
government’s priorities and responsibilities”.
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1. Description of the performance system O

This case study for De rk concentrates orﬁe development and i)
current content of the perfoymance manag% system in central 3
government. Specific initiativesdaunched at the cipal and/or county level

are not discussed. \» Q\ /]
1.1. Background and context O 9

Two constitutional rules are impor?t in order to understand the r@h
ministerial system. First of all, the Prime bster is responsible for Rp)lntmg
and dismissing ministers and for making decisiof¥s oLmeté.a{portfohos
Second, the legal and normative principle of sovereign ministerial
responsibility plays a fundamental role in the system.

Currently there are 19 ministries, including the Prime Minister’s Office, and
57 agencies. In addition there are a number of institutions and councils which
varies to a considerable degree. Each minister is personally accountable for any
activity within the ministry relating to the Parliament, and at the same time is
responsible for political and administrative affairs in the departments and
agencies of the ministry. The minister therefore has a high degree of autonomy.

Since there is no formal hierarchy of ministries in Denmark, the Ministry of
Finance (MoF) and other co-ordinating bodies have little authority to require
departments and agencies to alter their management infrastructure; as such, the
MoF is a ministry in line with all the other ministries. Performance management
initiatives are therefore primarily put into practice on a voluntary basis, as a
consequence of the recommendations made by the MoF.

The Danish experiences of using performance indicators primarily
concern the management process, especially the development of a
comprehensive performance-based contract management system. As in most
other OECD countries, the performance system does not see stringent
utilisation of performance information in the budget process as its main task;
rather, the aim of the system can be described as improving efficiency and in
the end providing value for the taxpayers’ money in various ways.

Two main events stand out in the historical development of the current
Danish performance management system. The first is the budget reform and
modernisation programme launched by the government in the 1980s. The
second is the introduction of performance-based contracting in the early 1990s.
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1.2. The budget reform of the 1980, S ¢, /

The comprehensive budget ref; process launched in 1983 was a reQ%
of the economic crisis that preva%~ in Denmark as in many OECD gountrie

in the early 1980s. The budget yeform was implemented from nwards
and came to form the basis &nany of the modernisation{ef®orts in the
following years, including the introduction of the eaflie§t performance

management initiatives. In thit §ense, performance mgnagement in Denmark q)
was an offshoot of expenditure control policy. HB

After 1985 the MoF set an@erall limit for th @e’s expenditures for the 3
next fiscal year, and expendit limits f eél individual ministry were
introduced into the budget syste¥fl. At the s ime, decisions on expenditure
policy were centralised and budge ders were given increased autonomy and(o
flexibility in budgetary affairs. This mgthod, generally known as top—d(@q
budgeting, offers a number of advantaged: eElr,example, it avoids exagge¥ated
initial budget proposals from the ministrieé”and 3t the same g

internal reallocation. The system provided a much exibility and
contributed to the shift from the MoF being a command and control post,
controlling and specifying every single item of expenditure, to a ministry that
allows freedom to act while at the same time ensuring financial discipline.

Expenditure limits proved effective in curbing overall public spending,
but the input-oriented system did not provide sufficient incentives to reduce
unit costs or to improve quality and productivity.

1.3. The introduction of results-based management and performance
contracts

The built-in limitations of the top-down budgeting system mentioned
above sharpened the focus on results in the Danish central government in the
early 1990s. This again led to the introduction of results-based management,
and 1993 saw the introduction of a new management paradigm and the
adoption of results-based contracts as the preferred governance tool apart
from the actual budget.

Results-based contract management contains three core elements: setting
targets, developing contracts and reporting annually. Its implementation was
intended to serve several purposes. First, it was expected that an increased
focus on output would make it easier for political decision makers to prioritise
among competing government objectives. Second, focusing on output would
improve the quality and efficiency of government services. Finally, results-
based management was expected to improve efficiency by reducing
information imbalances between departments and agencies.

At first the MoF linked the use of performance management to budget
security based on multi-year agreements, thereby providing an incentive at the
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agency level to undertake reforms in @ﬁrst place. After the nu@ér of
participating agencies had grown be a “critical mass”, the MoF — probail
due to the nature of the hierarchy be{y/een the ministries - relied on hi hlightié
good examples and stressing why Performance management is beﬁ%l.

The performance contrﬁ were later supplemented reporting
system. Each agency had to prepare an annual report@would list the
achievements in relation to @(targets set in the cqutra® Annual reports
were meant to be documentS that could lay the gfopndwork for a more
thorough performance evalua@ of central gover nt agencies. This is also
an example of how the performance mar@@ment system has been
continually refined and redevel\b&

1.4. The taximeter models O

There is one example of a clear-c(’ tivity-based budgetlng ?
Denmark: it is called the taximeter model. E¥e main id of u ctivity
model to determine the budget was conceived in 19 1, e beglnnlng
only used at universities in Denmark.

In the 1990s the concept of taximeter budgeting expanded to include
institutions of secondary education, and today it is used in almost the entire
secondary and tertiary education sectors. The total expenditure under the
model is DKK 24 billion, which is equivalent to half of the current outlays
under the Ministries of Education and Science and Technology. Furthermore,
the taximeter model has been expanded to include areas other than
education, such as health care, so that the total appropriations earmarked for
the taximeter model constitute a large share of the total state budget.

At least two basic models exist. First of all there is the taximeter model
used in the education sector, which can be described as an average price
budget model. The other model is currently used in health care, and its future
form can be described as a marginal budget model. Both of the models were
developed through co-operation between the MoF and the line ministries
(most notably the Ministry of Education).

The following section concentrates on the average price model in the
education sector, but also includes a short section on the marginal model.

1.4.1. Average price budgeting in the sector of education

The taximeter model in education uses a simple output criterion to
determine the level of funding for tertiary institutions. Depending on their
research activities, universities receive between 30% and 50% of their funding
in proportion to their educational production. The remainder is given through
fixed appropriation in the budget law.

d since @troduction in 1993.

Y
3
v
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For each student who passes an ex n amount of money is paﬁ)a the
e’eﬂq‘locate the appropriations intergl
in the organisation. As such, the buidget is calculated as an activity ultiplié
by various tariffs. The exact amd&nt of money depends on th ation in
question. The complexity of odel is shown by the fact e\d etoits @
development, today 17 different tariffs (actually prices fo h¥%tudent paid)

university. The university is then fre

are being used to cover educmn at the universities. In , the number of q)
tariffs was reduced to three=®fe rule is simple, th : for the university 2
sector there is no compensatiirll)for students whoﬁ' eir exams or who do 3
not sit for their exams. For o¥fer sectors, for, ple various short-term
education, the activity merely c@&ists of @olled at the university. a/

The model consists of three c@8%elemen®s: the universities receive a tarifM
for the costs of education and equ@lent, a tariff for administrative costs, gad
a tariff for buildings and maintenance. ing to the complexity, some (f@e
appropriations to the university are based he taximeter mod some
are based on a “block” appropriation (fixed co?cs) l:gv@&esearch, for
example (see Figures 8.1a and 8.1b).

The introduction of premiums into the model to enhance incentives for
better performance is a new development. A premium for the completion of a
bachelor’s degree has been introduced, and a premium for the completion of a
master’s degree is being considered. Furthermore, a premium for early starters
may be introduced with the aim of reducing the very high Danish completion age.

Figure 8.1a. Public expenditures per year in higher education in 2004
(thousand DKK, 2006 prices)

[ Taximeter appropriation [ Average block appropriation
[ Basis appropriation for research

300

250 -

200

100 -

Technical Science education Health education Human and art Social science
education education education
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Figure 8.1b. Public expenditures &m complete period (norn&/

in higher edugation in 2004 O

(thousan(@<K, 2006 prices) 6

[ Taximeter appropriation & [ Average block appropriaﬂ
[ Basis appropriation for@roh (\

1400 0

o O
Q/’b
800 [ \))

Health education Technical Science education Human and art Social science
education education education

The model is not a “real” voucher model. The tariff is received by the
university, not by the student. The government intends to facilitate study
abroad. This can be done by allowing students to use their taximeter funds to
pay education fees in foreign universities. The exact details have not yet been
elaborated.

1.4.2. Marginal budgeting in the health care sector

The activity-based budget of the health care sector today constitutes a
minimum of 20% of the total health care budget. However, according to
the 2005 programme of work launched by the government and the 2007
economic agreement with Danish regions, that spend most of the national
health care budget, in the future the minimum level has to be 50%. The
following discussion builds on a recently published white paper that contains
proposals for arranging the current taximeter model in health care.

The main difference between the model used in education and the one
used in health care is that the tariffs in the future should to a larger degree
reflect the actual costs in different health regions and should vary according to
the activity at a certain production level. As such, the proposed model in the
health sector is marginally based as opposed to a fixed average price in
education. However, two different models can be identified: first, one that gives
a fixed block appropriation for a certain production level and thereafter variably

600 [ 9
400 O 7
200 | ° C

Cule
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calculates the appropriation; secon %&e that variably calcu{a(¢' the
appropriation from the first patient tr d. An example of the first model cesdld
be a hospital that produces a certa{g/number of specified operations, say 2
and receives a fixed amount of md&®ey for that delivery. After opergtial) No. 200,
each further operation is paid @ variable cost. The other moﬁ@ ly pays @
variable costs for each and every operation, beginning wit)—@ st

The model can be seen se different percentyges ®f average cost for
calculation or even a cut-off point indicating the p ction target beyond s
which no price or an altered pyicg will result (see F@'es 8.2a and 8.2b). 3

Moreover, emphasis in the future should b@separate fixed and variable
costs so that the block grant\Séuld go %ed costs and activity-based
appropriations to variable costs. t presupposes valid information abouto)
the cost level, for example in the form gf activity-based cost models. Worj
now in progress to ensure that such va formation can be deliver%(

The proposed model (separate fixed ¥nd variall; C t%&ures that
deficiencies in the current model are avoided, includifrg-tite-risk of allocating
too-high appropriations covering costs that do not vary with the activity; the
risk that historical fixed prices do not reflect effective resource management;
the risk that allocating resources will not be fair; and finally, the risk of difficulty
in evaluating whether high productivity (low costs) is due to good management
or merely a consequence of neglecting long-term investments in research.

Figure 8.2a. Block combined with variable cost

Total revenue
4 Tariff after basis
production

N
RNEINY
v N
\

\
\
\

\

Basis production Production
Target of production
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Figure 8.2b. All variable g, ﬁc]uding cut-off point [ /
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1.5. Current content and approaches

The new millennium witnessed the launch of three major initiatives in the
area of performance management in Denmark: the introduction of efficiency
strategies, including a refinement of the performance contract system; the
introduction of accrual accounting and budgeting; and an increased focus on
evaluation.

1.5.1. Efficiency strategies

Since 2004 all departments have been obliged (by a government decision,
not by law) to publish an efficiency strategy covering the entire departmental
area. The purpose of the strategy is to ensure co-ordination and consistency
between the different tools that agencies use to increase efficiency and
effectiveness, such as performance contracts, outsourcing and procurement.
The purpose is also to facilitate the transition to activity-based costing and
accrual budgeting.

The efficiency strategies should focus on activities for improving
efficiency and effectiveness, rather than on providing a general description of
the responsibility of the department. Hence, the strategies should be a focused
instrument for controlling the performance and organisation of the
departments’ field of responsibility. To achieve that focus, the strategies
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should aim at simplifying the state’s @o&lance management systel} At a
minimum, the following four elements¥must be included:

® Clear targets for user-oriented i s in order to secure the greate pos&b@
transparency as to what enter E es and citizens can expect fro\ service

of state institutions.

e Strategy for performance contracts, reporting on resu tc in order to
secure productivity, effecti@ess and efficiency inhe performance of the
state’s tasks.

@ A tender policy that encou\g,les active and é@‘natic work with tender 3

issues in all sections of the mipystry.

@ A public procurement policy thmr:sure % t procurement issues are dealtb)
with in a systematic and profes al way.

1.5.2. Adjustment of the performancg’ﬁngd contract model l!k,t@&ht

of experience

As part of the work on formulating gmdehnes for eff1c1ency strategies, the
MoF has also made notable adjustments in the performance-based contract
model, mainly on the basis of a review of the system published in 2000. The
main adjustments are that:

e Contracts should primarily focus on external targets. These are targets
concerned with results in the agency’s environment - e.g. concerning
products, benefits or effects.

e The contracts with the directors general should be integrated with the
contracts for agencies, in order to ensure coherence between the objectives
of the agency and those of its director general.

e The performance-related part of the director general’s salary should be
related to the performance of the agency.

@ In the long run there should be a closer connection between performance
contracts and the budget (this is supported by the implementation of
accrual budgeting).

However, the following aspects of the concept of performance contracts
are maintained: the contracts are still not legally binding; the performance of
each agency is reported annually; and it is still the decision of each
department whether and how performance contracts will be used.

1.5.3. Accrual accounting and budgeting

As part of the modernisation programme for the public sector, the Danish
government has decided to implement accrual accounting in both central and
local government. In addition, the government in 2004 decided to complement
this with a move to accrual budgeting for the central government sector. The
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reform has been carried out in phases. I %tal 23 institutions part1c1{a/ed in
three pilot phases in the years 2003-06~From 2006, in connection with the 2907
state budget law, all appropriat@ls for the institutions involyed we
“transformed” into new accrual-b&sed budgets. The reform has tl&%me into
full-scale operation as from the@ar 2007.

For central government, the reform is primarily a@l at increasing
efficiency by changing behavi@ at the micro level. I o achieve better
management information tter financial inc es and more COSt
consciousness, accruals are aUted not only on %accountmg side, but on
the budgeting side as well. However 1nfrastr re, defence and heritage
assets are still treated on a modilied cash ("expenditure basis”). w

The philosophy of accrual ac ting is"to focus on the use of resources‘o
and on cost distribution. This open a new window of opportumty@r
performance management, as it is no ssible to distribute cost ach
activity and thereby obtain information t&f can be used 1néet\$
based budgeting.

ance-

Some elements of performance budgeting can already be seen in the new
system. For example, unspent appropriations at the end of the year are now
divided into two parts. One part constitutes the “free surplus” that can be used
for whatever activity the individual institution sees fit (as long as it is in
accordance with the general purpose of the appropriation), the argument
being that it is due to efficiency. The other part constitutes an earmarked
residual (a surplus that is reserved for a specific project) that can only be used
for the specified concrete project for which the appropriation was given, the
argument being that the unspent funds are due to a delay in activity. For
example, the Ministry of Business and Commerce in 2007 had a free surplus of
DKK 16.1 million that can be used freely and an earmarked residual of
DKK 5 million that can only be used to renovate certain buildings. In that way
the total surplus is DKK 21.1 million in the budget law 2007, but the
DKK 5 million is reserved.

The first part, the surplus, is a crude measure of how well the institution
has improved the efficiency of its micro economy, and the earmarked residual
is a measure of the amount of “unfinished business”. This information is given
in the annual budget law and in annual reports, and was not available in the
old cash system. This is a clear improvement for the Parliament, the MoF and
the institutions, as it enhances transparency in the budget process.

Furthermore, the linkage between costs and tasks will be markedly
strengthened due to the implementation of accrual budgeting. As from
the 2007 budget, the budgetary notes for projects above DKK 1 million must
specify costs against the particular tasks within the responsibility of the
institution in question. This information will be repeated in the annual
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reports even for projects below DKI$11 ion. There will thus be (jlrect
linkage between budget notes con ed in the annual budget law‘\a#id
performance management. This giprovement also has a bearing on t

potential for cross-sector perfornd&nce information and manag

Box 8.1 shows one examp@f an institution participating ida pilot test ¢

in 2005 of accrual budgeting which can only be used for pecific projects
mentioned (although there is n@xed limit on when theEon should be spent).

1\ o~
7

Box 8.1. Danish Stag ibrary (DSL{ZExplanation
of the earmarked\gesidual in the total

Cule

The DSL is a state institution under t@linistry of Culture that participated in a ‘0
pilot test of the system of accrual accounting and budgeting in 2005. The DSL is a
overall research and university library with a ber of national 11brary funcgi

such as the administration of legal deposit. In add:Eﬁ the DSL is the s Niure
of all Danish public libraries.

Overview of earmarked residual per task and future time frame
Million DKK, year 2005

Tasks to be financed Barmarked o umption  Carmarked
residual end

residual, start Expected
of year 2005

by earmarked residual during the year accomplishment

of year 2005

Periodicals: strengthening the purchasing
function by more e-based/digitalised

periodicals 4.45 2.39 2.20 2008
Digitalisation: project for digitalisation
of old sound recordings 2.04 0.56 1.34 2007

Improvement of processes:

accomplishment of project for

electronic catalogue 2.45 1.00 1.41 2007
Clearing of deposit library: implementation

of e-code, numbering and scrapping

of superfluous copies 2.48 1.12 1.50 2007
Preservation of digitalised cultural

heritage: later depreciation of investments

than planned in budget 0.00 0.00 0.97 2006
Total 11.42 5.09 7.42

DSL had an earmarked residual of DKK 11.42 million at the beginning of 2005,
related to four tasks. By the end of 2005 a total of DKK 5.09 million of this residual
had been turned into specific activities in support of these four tasks. The fifth task
refers to a postponed depreciation. Thus the total reserved surplus by the end of the
year amounts to DKK 7.42 million.
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So far the budget reform does nc;isr&ﬁ?re the use of cost distribut but
each agency is free to apply it - forNxample using activity-based co@%

models. In the future a general cos{ distributing model will be considered.

1.5.4. Evaluation
Denmark was a late starter as regards evaluation. W sQe rise of the
social sciences in the United tes introduced evaluatio a wide scale in

the 1960s, it was only in the 188ds that Denmark bega ing evaluations on a

larger scale.
Most of the early evaluati&g were large th?@ exercises encompassing
several policy sectors and operati@vith largggl models with many variables.

Cule

Recently, however, many evaluati have b&n conducted on a smaller scale,(o

focusing on programme evaluations\astd often using external consultants to caéy
out the evaluations. (

Evaluations in Denmark are very diffJ)mt in their approacl‘kﬁecting
the culture of the respective policy sectors. TR tig@pblicy sector of
education, one model of evaluation is being used, whereas the health sector
has opted for another model. It is thus up to the individual ministry and
agency to decide on the evaluation framework, and usually up to each of the
ministries and agencies to decide which evaluations they want to initiate.

The government can have evaluation clauses integrated in reform
programmes and legislation, but there is no formal demand for an evaluation
to take place if, for example, a social programme exceeds its budget. Thus
there is no evaluation policy like the one in the EU Commission.

International co-operation is often the motivating factor in many of the
evaluations, as specific requirements exist in different sectors. One could
mention certain requirements for foreign aid, as indicated by the OECD
(Development Assistance Committee, DAC); another example would be the
need for evaluation as stressed by the European Association for Quality
Assurance in Higher Education.

Most of these decentralised evaluations are, as mentioned, performed by
external consultants; however, there are several state institutions with the formal
task of evaluating activities, and internal evaluation units can also be observed —
for example, in the education and foreign aid sectors. Although the reports
produced by these institutions can be used in the budgetary process (usually in
the spring, when the new budget frames are set), there is no formal linkage
between budgets and evaluations. At best, evaluations provide just one input in
the process of deciding next year’s budget. An exception is the budget analyses
conducted by the MoF every year that in some ways can be described as
evaluations. These analyses feed into the budget procedure and the
recommendations are decided upon by one of the government’s most important
ministerial committees, the Economic Committee (Jkonomiudvalget).
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Recently an analysis by the Gen gPAccounting Office in éé]ﬁark
concluded that considerable amoun‘(ﬁr

From 2001 to 2003 there were 2 valuations in seven ministrjes at

average price of USD 200 000 ead& (including external effects): General
Accounting Office concluded the general quality of the tions was @
up to par, but also that follow-up was insufficient a ‘ma some of the
evaluations were too expensixﬂnot delivering sufficient for money. q)

are spent on programme evalua

==

1.6. Framework

The performance-based contract system ot defined in law but in
guidelines issued by the MoF. P{‘Qever thq;‘ ncies have been obligated by w
law since 1993 to draw up an anrﬁreport at evaluates performance both(’)
in relation to the budget and in rel2#0n to external targets associated with
agencies’ core activities. This mean{)hat de facto, all agencies h(/
performance contract.

The MOoF is the key actor in developing 1n1t1at1ves zla.d ﬁv&ﬁg guidelines
in the area of performance management and budgeting.

The Modernising Government Division in the MoF is responsible for the
development of the general performance management paradigm; it issues
guidelines to assist the ministries in implementing performance management
initiatives. It also meets frequently with the other 18 ministries to discuss
possible improvements to the system, using the guidelines issued by the MoF
as its point of departure.

In the Danish framework, as outlined above, the Prime Minister’s Office is
not a key player.

1.7. Scope and coverage

The MoF reviewed the use of performance contracts in the Danish central
government in 2004. The result, as presented in Table 8.1, shows the aggregate
measures of the performance contracts. It is worth noting that more than 71% of
the targets are now externally related. This represents a clear rise in the
percentage of external targets compared to the results of a review made in 2002,
indicating that the new features and focus introduced in the guidelines from 2003
have had an impact.

Table 8.1. Aggregate measures of the 2004 performance contracts

Total number Total number Total number
Total number Total number Total number o
. of measurable of quantitative of externally
of contracts of objectives of targets
targets targets related targets
119 853 3701 3508 (94.8%) 1472 (39.8%) 2 641 (71.4%)
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2. Measuring and assessing perfo$&e ¢, /

It is recommended that the pgriormance contract contain onlypo
e

sections: the parties to the contractfthe mission statement of the a§ncy,

objectives and targets of the aggncy, and an optional section on lities. °

2.1. Setting targets using the hierarchy of tasks and ities

In order to clarify the rela@nship between speciglsks on the one hand CU
and the main purpose of the agency on the other, helpful to view the
activities of the agency as a Aijarchy of tasks @ctivities (see Figure 8.3). 3
The notion of a hierarchy will fsgtate the n@on to accrual budgeting, as a/
the tasks at the highest level are®provided the budget with a distribution(o
of the corresponding expenses.

%

Figure 8.3. Hierarchy o(la gks and activities (
> &\)
C

e ]* Le

Outputs

Services

Activities

Part activities

Inputs (resources)

Financial means

I

Financial means are the money (including appropriations, administrative
fees and user fees) placed at the agency’s disposal for carrying out an activity.
The financial means finance the agency’s resources, i.e. personnel, buildings,
etc. The resources are used to carry out activities such as cleaning, personnel
management, analysis, etc. Activities can be classified according to what
services they support. Services can be grouped according to outputs that
contribute to the outcomes of the agency. The outcomes and the outputs are
decided upon between each of the departments and each of the agencies
within its span of control. Neither the MoF nor the Parliament plays a role in
this process.

134 PERFORMANCE BUDGETING IN OECD COUNTRIES - ISBN 978-92-64-03403-7 - © OECD 2007



11.8. DENMARK

e 't Eqg,

The agency’s targets should be for &ed at the highest possibﬁ&ﬁel in
the hierarchy of tasks in order to claﬁhe connection between the missibn
of the agency and the individual pefgfdrmance measures. Furthermote, targe
should cover all the main tasks ofhe agency and be strategicall ored in
the agency’s mission. Finally, i@es without saying that it sh@e ossible
to measure whether the targets have been reached by@ of a clearly

defined measurement metho@
The hierarchy of tasks and activities can be useful in helping
agencies decide on the level a@qich to formulat jectives and targets.

The targets and terms of the performal@contracts are negotiated
between top decision makers witfin the dﬁvnent and the agency’s director
general. The minister does not u y take part directly in the negotiations.(o
The negotiation process is decentralised,in the sense that the department

Cule

the agency are the only parties invo The MoF has no formal g&le in
judging the appropriateness of the targets. b’ 2 O
LeC

3. Integrating and using performance information in the budget
process

The budget preparation process in Denmark generally follows the same
pattern every year. The time schedule is illustrated in Box 8.2.

Box 8.2. The budget preparation process in Denmark

January MoF examines budget preconditions and proposes overall budget targets.

Early February Breakdown of overall budget targets to ceilings for consumption and income transfers
for each ministry.

Early May Line ministries give their draft budget proposals to the MoF.

May — June MoF performs technical scrutiny of the budget proposal helped by various budget analyses
and holds discussions with line ministries on the financing of new initiatives, etc.

August Last-minute estimates of the economic situation and its influence on the budget proposal.

End of August Presentation of the budget proposal.

Early September  First parliamentary discussion of the budget proposal.
Early November End of political negotiations regarding the budget proposal.

Mid November Minister of Finance proposes the government’s amendments and changes to the budget
proposal (including the result of the political negotiations).

End of November  Minister of Finance presents amendments based on a final estimate of the economic situation
and its influence on the budget proposal.

Mid December Third and final parliamentary reading of the budget proposal.
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The Danish budget system, like mo &mr budget systems, depelé/ on a
variety of sources of input. As such, t ifferent systems can be distinguished;

N

The main challenge regara% performance information.g 11& relation to
the budget lies in the interface between these two sydfengs. A successful
development of this interface ndans that measuremerf¥g of resource allocation
and performance management become interrelated meaningful, causal

@ Management by expenditure fr% s and economic tools.

e Management by goal-setting and performance information.

way. This is illustrated in Figu 4.

Figure 8.4. Corporate\&rernan

Z

he ministeri

al level

Management Tools to compare costs b
of expenditure activitis % results performance
frames J management(
| N
tF;ladnm'?'g and M(;F: Budgetkary LD bu% ° L e rffy‘t@r&
udgeting ramewor « Investment planning L jectives
Budget * Consolidated budgets Performance
proposals * Guidance for corporate governance contracts
Periodic Quarterly approval * Speedy procedures DavEon
control and of accounts . geyhﬂgures (’V”S*t) managﬁmem LSJ,sing
follow-up * Lasn managemen : : .
Framework * Activity-based costing varlouss ;QL?T:?atlon
statement * Task hierarchy Y
Accounting Annual Annual
report « Approval of accounts report
 Surplus reserves
National annual « Performance reporting Performance
account reporting

Note: MIS = management information systems.

The annual reports, the performance contract, the evaluations and the
efficiency strategies are all elements informing the general budget process;
there cannot be said to be a stringent performance review system that feeds
directly into the budgets in Denmark. However, ad hoc performance review
information obtained through budget analyses, annual reports, efficiency
strategies, and general bilateral contacts between the control authorities of
the MoF and the relevant ministry certainly influence the input to the budgets.

4. Reporting on performance

136

The agency’s annual report shows the results achieved against targets for
all specified outcomes/outputs and is published three months after the end of

Y

J

v
2
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each fiscal year. The format of these 1 o‘v!s has changed con&deral} over
time. They used to be long narrative&ﬁat were not widely read. In ord
increase user-friendliness, the MoF @med that the annual performance repdr
should be integrated with the anrfwal financial report of the age tcomes
and outputs are now to be in ed as one of the statementsgL ide the
income statement, the balance sheet and the cash-fl ement. This
condensed report shows resu‘lggainst targets with practicmt no discussion.

The submission of annUal performance report ame mandatory as i)
from 1997 for agencies in centrdl government. Anpa performance reports 3
are intended to provide inform on on the use @ urces and the fulfilment
of targets as stated in the per ance CL%~ he required reporting has w
lately been modified to ensure argequat llow-up on accrual accountmg@
and budgeting. The annual report st not exceed 15-20 pages in total.

The annual report must includecyf mation on the followin a1n

elements: E’ \i

® A report: short introduction to the actual organLa.u@ % results and
expectations.

e A performance report: externally given targets (see Box 8.3 for an example),
actual performance, analysis of over/under-performance and explanation
of reserved surplus in total.

® Accounts: description of principles of accounts, statement of results,
balance, cash flow review, grant accounts.

e Approval: signing of annual report.

e Attachments: explanatory notes, sources of income, fees, grants, investments,
statement on principles of accounts and practical modifications, etc.

Annual reports are written by the agencies and approved by the responsible
department. The reports are then submitted to the Danish Parliament
(Folketinget) and made available to the public.

Box 8.3 presents one example from annual reports for the year 2005
showing goal fulfilment evaluation.

5. Key challenges

The key challenges facing the development and implementation of the
Danish performance management system have been technical, cultural and
institutional in nature, and only to a lesser degree political. There has been
wide political support for the reforms and the politicians have not interfered
directly in negotiations concerning the performance contracts between the
departments and the agencies. That responsibility has been delegated to the
permanent secretary and the agency’s director general, who are also the
parties signing the final contract. However, the minister still has formal
responsibility for the targets in the contract.
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Box 8.3. Danish Medicines Ageéncy: Actual performance O/.

on externallaiven targets

y
The DMA is a separate agency underﬁ'ﬂe Ministry of the Interior and ﬁThe
agency supervises and authorises icinal products (medicine an pment)
and advises both users and producers; this includes surveillanc@e nomy and
consumption of medicinal productD

Overview of actual performance‘ re}ated to perform Qntract (year 2005)

Cule

A4
Main tasks \Satisfactory On @«ay Unsatisfactory ~ Dropped
+\ N
Authorisation of medicinal products u 13 Q\ 1 3 @
Controlling and supervision of medicinal products 1

and of standardisation

Supervision of secondary effects
Authorisation of undertakings

Controlling and supervision of undertakings
Clinical trials

Collection, distribution and utilisation of data
on medicinal products

Health insurance disbursements for medicinal products 4 2
Administration

Fields of initiatives
Total 32 4 4 1

(@
O
1@ Lec“’

—nmm—x:\ ~

o =

The DMA considers its contractual performance as satisfactory overall in light of
a results score of 95.6 points out of a possible 100. Also, six “fields of initiative”
included in the performance contract have been fulfilled. The numbers refer to
specific projects succeeded or targets when drawing up the performance contract.

One of the main technical challenges is related to measurement,
e.g. setting relevant and adequate targets for the agencies’ core activities,
finding accurate performance measures, and collecting the right data to
evaluate performance. The reforms have moved towards measuring specific
outputs and outcomes, but the ministries continue to struggle with finding
relevant, valid and reliable measures. Furthermore, outcomes often depend on
the interaction of many cross-cutting factors involving the various ministries
and agencies. If the targets and measures are not used carefully, there is
always the risk of goal distortion, where agencies neglect crucial areas in order
to perform better on the most achievable and measurable targets. On the other
hand, if there are too many targets, information overload is the result, thereby
making it impossible to prioritise targets and blurring the focus.
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One institutional challenge is rel e% to the highly decentraﬁé"and
autonomous Danish ministerial syst®s which does not permit a centrased
or systematic programme implemdpfation of performance management. T
reforms have been implementedSn a very pragmatic step-by- proach

that depends on the ministries@pport and willingness to Sho? ess. The @
MoF cannot prevent the risk that ministries are setting t ts too low or
that ministries measure t ost achievable outco@ However, the q)
decentralised Danish system has many strength e ministries tend to 7
be more loyal to reforms that gpe them the possibiity™fo adapt and tailor the 3
performance system to their spefcific needs and@ also give them a sense

j d the right balance between Q/

of ownership of the process. Th“}allenge Qo\
flexibility and accountability. Q
e

12
Furthermore, there is th allenge of using the performa
information in the budget processes r(ye directly than is happenin ng
The possible pitfalls and the advantages e taximeter mod 1d be
taken into account when considering how to e&abliiheq&e irect link
between performance information and budgets.

The benefits of the taximeter model are obvious. As shown in the specific
example of universities, the institutions focus on results and output and can
in principle keep the surplus from more efficient administration and so on.
Moreover, the MoF is not tied up in complex annual budget disputes with the
universities which used to make it all but impossible to allocate and prioritise
the budget among the different branches of the universities. Finally, the
activity follows each student when moving between institutions. In that way
the model allows for great flexibility and is easy to administer.

But there are also clear disadvantages. One risk associated with the
taximeter model is that there can be an incentive for institutions to increase
pass rates artificially so as to receive more resources. In other words, to avoid
decreasing educational quality, the model must include a strong quality
assurance mechanism, the effectiveness of which again depends on deep-
rooted professional standards among university staff supplemented with
external quality assurance.

Moreover, the expenditures are very hard to control for the MoF as they are
related to the intake of students (inputs). That is of course no problem in
periods with falling intakes of students, but the difficulty arises when too many
students are being squeezed through the system and MoF is faced with large
unexpected demands of appropriations at the end of the year. In practise,
however, an even rate of student intake has tended to minimise the problem.

The combination of the many tariffs with block appropriations also
makes it difficult for the individual institution to foresee the effects of intake.
This calls for competent microeconomic steering and good forecasting
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abilities. Then there is the risk that neat%ar will see a reduction ot {Ariffs,
thereby weakening the individual ins®Rution’s incentive to cut down on casts

in order to cash in on the gap betw@n income (tariffs) and costs.

Finally, a challenge concernitlg the relationship between rmance
measuring and budgets should entioned. On the one hand ationale for
introducing performance-based contracts is to make [@C agencies use
resources in a more transpar¢ny way. The performange m@rfagement system
undoubtedly gives ministries t60ls that can ensure mofe pfficient planning and
implementation, thereby maki@esources availabltbu' other purposes. On the

other hand, more transparency with regard to r@lrce level and resource use
may also influence the political&cess thr which ministries negotiate for

Y
3
v

higher appropriations. The targg®s introd®ced in the performance-based(o

contracts can in this regard be usedas a lever for obtaining advantages imya
subsequent political negotiation with@e MOoF. In that sense perforn@%e
measuring may not always promote strong c 1 of public spendin been
observed that ministries or agencies from time to tfhne le_t hggh ets with the
sole aim of receiving more appropriations in order to fulfil these targets.

6. Solutions

140

The solutions described in this section will focus on the technical
challenges of measuring results (output and outcomes) and the issue of cross-
cutting targets. These challenges are most likely the same across OECD
countries despite country differences with regard to the political, cultural and
institutional context.

Clearly, there are no easy solutions to the challenge of measuring results.
The hierarchy of tasks and activities (see Figure 8.3) can be used as a tool to
clarify the flow of values between inputs, outputs and outcomes. This can help
ministries decide the level at which to formulate targets and performance
indicators and can indicate where to tackle possible “waste” in the system
providing little or no added value. The MoF has published separate guidelines
on the subject. Several ministries have successfully used this framework to
facilitate the transition from input-based to results-based measurement.

Furthermore, the MoF currently evaluates the setting of targets and
performance indicators in the performance contracts in order to identify the
overall progress in measuring outputs and outcomes and to identify examples
of best practice. The best practice examples are thus communicated and can
serve as a source of inspiration for other ministries and agencies. Dialogue
and consultation among the relevant parties working with performance
measurement is crucial if there is to be progress in measuring results.

The move to accrual accounting and budgeting also makes it possible to
produce future annual reports similar to the annual reports in the private
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sector. Thus a wealth of relevant inform tl&l and various key f1nanc1a{ ures
- such as cash flow and the degree of 8dlidity - can be presented in the %ts
on the basis of the accrual system. (bAs makes serious benchmarking possible

and in the future consistent, det#ed data for several years ca oduced
and information drawn from . In that way the reports ¢ amore ®
active role in Denmark’s budgeting system. One clear dev, nt project in
this regard is to build a mana ent information system aining financial q)
information integrated with! er management in ation - a standard 7
“balanced score card” modely thiat builds on credi nformation. Another 3
development project could be the MOoF to us@ wealth of information to

t database. Q/

enhance the current budget, e ylng anz%
To address the lack of cross-Cng target®, the government in 2005 initiated(o

a new programme of measuring lopment in key policy areas, e.g. hea@
social care, elderly care, child care, integfajgon, etc. Working groups w1thm(e ch
policy area with representation from the ant ministries we n the
mandate to set measurable targets and indicators ffPth out@ngnr%ese areas.
These targets can afterwards be “cascaded down” in the performance contracts to
ensure a linkage between the targets at the government level and those at the
ministerial level.

An important aspect of the new programme has been to ensure that the
necessary data are collected and are of a high quality. The problem today in
many of these areas is a lack of systematic data from the National Board of
Statistics. Once the ministries agree on the targets and indicators, the process
of measurement can begin. However, the ministries are still struggling with
establishing good-quality targets and indicators, and have not succeeded so
far in coming to an agreement with the local authorities.

In addition, the present government, when re-elected in February 2005,
launched a comprehensive programme of work that totalled 55 pages with
concrete goals and targets for most policy areas. That document can be said to
act as a benchmark for the government’s performance and naturally provides
input to goal setting throughout all policy areas, although there is no formal
link to the performance contracts.

7. Lessons learned and impact

The Danish experiences of using performance and results information in the
budget and management processes go back more than 15 years. The
performance system has evolved gradually over time with both a great deal of
continuity and sustained improvement efforts. It has not been politically
controversial - which can be an advantage - but that also means that the political
interest in the performance management system, as in most countries, has been
relatively weak.
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Lessons learned from the perform c‘e’contracts in the early 1g£7have
provided valuable input to the retﬁé adjustment of the perform&e
management system. One lesson v@ that the performance contracts had t
many targets and objectives, afdd most of these could not b\ﬁasured.
Furthermore, almost all the tar were related to the internal@ s of the
organisation: IT system development, work proce@, ompetence
development, etc. This meanmat the agencies were not ciently oriented
towards the needs they wer pposed to be servin hat is, the needs of
citizens and private companiss.

In addition, the targets were not prioritise Eich made it very hard to

follow up if there was a negativ%al fulfﬂ%gt.

Y
3
v

Finally, there was no linkage b en the Contracts of the agencies’ directors(o

and the performance contracts for the agencies themselves. This meant that@e
director’s contract might call for a strat& irection different from th & the
agency, and that the incentive structure built g0 the director’s coptr t\?erefore
did not work. That lack of co-ordination of course haa peizerﬁtectﬁng effects on
the whole concept of performance contracts. In 2003 an adjusted system was
introduced that tried to remedy some of these defects.

In recent years, the ministries have managed to move from a more input-
oriented measurement system to a more results-based measurement system.
The move has been a major driver for focusing their activities on key priorities
and a more efficient use of resources.

The efficiency strategies have proved to be an effective tool to integrate
and co-ordinate efforts to improve the quality and efficiency of public
services. With the introduction of efficiency strategies, the ministries have to
not only demonstrate but plan how they will create results and follow up on
the performance in the ministry.

In general the performance information is used to inform budget decisions
by the MoF and the departments vis-a-vis the agencies, but it does not determine
the budget decision, except for the areas of taximeter budgeting in the education
and health sectors. This is not viewed as a problem that should be solved, but
rather as a realistic and pragmatic ambition.

The taximeter model, although complex, measures output in a relatively
simple way. The question is whether such a model can be used in all areas of
government and, if so, whether the necessary quality of the data collected can
be ensured. The positive effects of such a model will need to be very carefully
weighed against the disadvantages. No thorough analysis has been made in this
regard, and the concept of taximeter budgeting has not yet been generalised to
other areas of government.

Taximeter budgeting has generally improved the incentives of increasing
productivity and efficiency in the areas where it has been introduced. The
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disadvantages of taximeter budgetin % owever, are the risks olgteam
skimming (productivity vs. quality) a'nﬁ unstable expenditure control. e
has to be the right balance of incenfi¥es, which is the key challenge for futu
adjustments of the model. All i'&all, there might be a need just the
different tariffs and simplify t@ystem, but no other syste rs more
suitable at the moment. Given the new possibilities op, p by accrual
budgeting, the MoF will coﬁjer a revision of taxim@budgeting and
eventually expanding its use ther sectors.

The accrual accounting arid udgetmg reform rovide new possibilities
of integrating performance 1nfo tion into the et process, but in line with
the ambition of qualifying budg&QemsmnsQinot directly determining those
decisions in a mechanical way.

Cule

In general, performance informatj n in its various forms - and in
Danish context described above — could characterised as an ins ent
for directly maintaining or improving ag£§ate fiscal discipli ‘H}S was
never the main overall purpose. Rather, it placescir.t on both the
magnitude and quality of delivering outputs and outcomes in return for
appropriations. In short, it improves consciousness about all aspects of
taxpayers’ demand for “value for money”.

And so, by extension, performance information raises accountability at
all levels of public management and public operations. This improves public
efficiency and indirectly contributes to aggregate fiscal discipline. When it
comes to fiscal discipline in a macroeconomic perspective, however, the
impact of performance information could probably never substitute for the
effect of direct expenditure control through top-down (MoF) frame-setting and
periodic follow-up.
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1. Description of performance system O
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1.1. Background and conte

Korea has recently laundhef a reform to in ce performance-based
budgeting into government. What makes t orean case particularly
interesting is the speed wit hich th%gvernment has ushered in a
performance management syste d the
of similar magnitude are being purde€d concurrently with equal zeal as partpf
a comprehensive fiscal reform packdgg, known as the Four Major le
Reforms. One advantage of such a multi-pr d effort is that, if nated
properly, it ensures that an exceptionally favoufbl ba@r@—;} is set for
building up an effective performance management system. The downside to
such an approach is that it demands a level of commitment in terms of both
political willpower and material resources that may not be readily feasible in
many countries.

The Korean government’s Four Major Fiscal Reforms are: 1) to establish a
medium-term expenditure framework (National Fiscal Management Plan); 2) to
introduce top-down budgeting; 3) to establish a performance management
system; and 4) to build a digital budget information system (the latter includes
a transition from the existing line-item structure to a programme budget
structure). The scope and pace of this reform package are quite exceptional. If
successful, the Korean budget system will be completely retooled within the
space of a few years into one that incorporates virtually all of the best practices.

These ambitious reforms were motivated by the deteriorating fiscal
situation of the Korean government. After the Asian financial crisis in the
late 1990s, public debt increased dramatically. The growing debt was partly
driven by rapid rises in public expenditures to strengthen the social safety net
and so assuage widening income disparities resulting from the economy-wide
restructuring. Looking ahead, population ageing in Korea is progressing at a
pace that is unprecedented among countries, generating additional pressure
on public finances.

The medium-term fiscal plan puts government spending decisions in a
five-year framework. Based on prudent economic growth projections, the plan
determines the annual overall expenditure levels over the medium term,
allocated among the 14 major sectors of government spending. Consistency
between such medium-term resource allocation decisions and annual budget

U

v

ct that other budgetary reforms(/)
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appropriations is enforced through the tSpﬁown system. This systeméﬁtiéns
firm spending ceilings to line minist according to the medium-term fisdal
plan, but delegates lower-level bL@eting decisions to ministries, i

that the latter’s aggregate expendisures remain within their assi

rovid

The greater autonomy give line ministries in turn re s'greater ®
accountability on their part. This is ensured throug erformance
management system, which }Ds introduced to examine performance of q)
spending programmes and t strengthen the link p&ween budgeting and _7
performance. The digital buﬁ information sy ill allow the budget 3
office to monitor ministries’ nding in real #m®’ The task force charged
@fso asked to overhaul the a/

with developing this informa\i» syste a
budget classification structure. ordinglW, a new programme budget and(o
cost accounting system was develQped in 2005, and is scheduled to be f&y

implemented by 2007. (/ <
b AV

1.2. Content and approaches o L e

Performance-based budgeting was introduced in Korea in three phases.
The first was an experimental pilot project realised during 2000-02. Entitled
“Performance Budgeting”, the performance-based system was based on the
model of the United States GPRA (Government Performance and Results Act),
with some modifications. Divisions in 22 ministries and agencies that
participated in this project were asked to develop annual performance plans.
This first initiative ended with the change of the incumbent administration.

Building on that experience, the second initiative began as one component
of the four major fiscal reforms of 2003. Twenty-two ministries and agencies
were selected and asked to submit their annual performance plans to the
Ministry of Planning and Budget (MPB) along with their annual budget requests.
This second initiative was also inspired by GPRA but implements only a limited
subset of GPRA features. While GPRA requires each agency to submit strategic
plans, annual performance plans and annual performance reports for every
single programme, the Korean version requires performance plans and reports
only for major budgetary programmes over USD 1 million in size. This second
initiative, entitled “Performance Management System of the Budgetary
Programme”, was expanded to cover 26 ministries/agencies in 2005.

A third initiative, the “Self-Assessment of the Budgetary Programme”
(SABP), was introduced in 2005. This system was based on the “Program
Assessment Rating Tool” (PART) of the United States, with some
modifications. Under SABP, 555 programmes (about a third of all government
programmes) were reviewed in 2005, a pace which would allow the MPB to
review every major budgetary programme over a three-year cycle. Similarly to
PART, the self-assessments were done according to a checklist developed by
the MPB that lists questions on planning, management and results.
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1.3. Legal and institutional framew, k6 ¢ /

The Korean performance systemdias been implemented as an MPB initiaq
and is not as yet defined in any“aw. The MPB’s role has been desigfﬁ
performance programmes and implement them by giving d1 7'§res and
guidelines to line ministries/ag s on how the latter should ad@nd operate
a performance management system. However, an umbrg ill, intended to
supersede the outdated Budgft hnd Accounts Act, hagbeef"submitted to the
National Assembly (the legislature) and is expected to bgadepted within the year.
This bill includes a comprehehsiye, updated defi of the budget system,
including performance manageme t. Meanwhlle ew law was enacted in 2005
that gives the Office for Gover nt Poh% ordination (OPC) authority to
supervise and co-ordinate the vari existing®performance evaluation systems
within the government.

So far there is no legal requ1remen<( resent performance infor t10n
in the annual budget proposal or support dosu L']ts Ne&rﬁe ss, the
MPB provided the National Assembly with the SABP e u@)n results. There
are legal requirements (stipulated in the new law enacted last year) for line
ministries/agencies to submit strategic plans, annual performance plans and
performance reports to the OPC. There is no legal requirement regarding
programme evaluation, but a question in the SABP asks whether a particular
programme is evaluated by an independent organisation, which encourages
line ministries to conduct evaluation.

The MPB has been the key actor in developing and implementing
performance-based budgeting in Korea. Its roles include oversight of
performance budgeting programmes, issuing guidelines to line ministries/
agencies, and evaluating the latter’s performance information. The MPB has
relied heavily on advice and assistance from the Korea Institute of Public
Finance (KIPF), a public think-tank, which has been instrumental in developing
manuals and running training programmes on performance budgeting for line
ministry/agency staff. In order to get the attention of line ministries/agencies,
the MPB encourages them to use performance evaluation results in preparing
their budget requests. Upon receiving the budget requests, the MPB also
incorporates the ministries’ performance information into its decisions during
budget formulation.

In 2005, the MPB signalled its intention to further strengthen
performance budgeting by creating a bureau that specialises in performance
issues. This newly created bureau is fully in charge of both policy decisions
and programme implementation in performance budgeting.

Y
3
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So far, performance budgetinv
mainly covers major budgetary& grammes, defined as those eigher wi

1.4. Scope and coverage \? S

budgets over USD 1 million or whose nature merits speci tention
(e.g. programmes over which th&/legislature or the National Office has
taken issue). More specifically, 22 out of 39 ministries/age have developed

performance measures for @)% of their major budgetdTy programmes.
Performance measures have been developed for sorfieof the other, smaller

programmes as well. From 2@ the performanc stem will be expanded
comprehensively, requiring performance inform@n to be developed for every
programme. \ﬁl

orea has taken a partial approacg. é
t

J
v

Regarding efforts by miniS/agenaes to implement performance(o

management, none has yet set up gpecial units solely or main\lg@r
conducting evaluations. That task usuatlf falls to budget departmentsgwithin
most ministries/agencies. Overall, minis&gs/aaen jes do Xa¥e much
experience with evaluations at this point. The situatioj-ie e@ec ed to improve
rapidly, as the SABP encourages doing evaluations on a regular basis.

2. Measurement and assessment of results
2.1. Setting goals

Decision makers in ministries/agencies have not been actively involved
in developing strategic goals/objectives. The usual practice is for the budget
department to develop them with the help of outside professionals. Nor have
politicians been actively involved so far in setting goals, which is done on an
organisational basis. Strategic plans are scheduled to be developed in 2006
and will be updated every three years.

2.2, Performance measures: outputs, outcomes and measurement issues

Korea’s performance system is oriented toward outcomes, but outputs are
used when it is difficult to define or develop appropriate outcome measures.
The system started with outcome-oriented performance information; it took
the United States system as the benchmark model.

Developing outcome measures is indeed a difficult task for ministries/
agencies. Since these measures are often too broad, there has been some
resistance from ministries/agencies. In particular, policy-oriented ministries,
whose outcomes are heavily affected by external factors, have found it very
difficult to develop meaningful outcome measures. Allowances are made for
such external factors in assessing performance information, but there is as yet
no systematic approach to incorporating them into the evaluations.
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2.3. Setting targets # S Ly Vs
Performance targets, which arejn€luded in performance plans, are SQD
ministries/agencies. The plans a cd:rgets, however, reflect significgnt inpﬁb
from the MPB as to whether the %e appropriate. In making suc ments,
the MPB uses time-series data% benchmarking against simi ases.

Following an initial self-assessment by ministriescies, the MPB
makes the final assessment erformance. Throughgut the entire process,
assessments rely entirely on performance inforn&n produced by the
ministries/agencies themsel\lgg Lacking a form ocess for independent
verification, the MPB tries to engure the reliaflity of performance data by
penalising wrong or misleading\ﬁormati

The MPB uses annual perform ﬁ;eports and the SABP\IR its
negotiations with line ministries during the apgu buée@r&ess. This
practice has also encouraged ministries/agencieSTto Use performance
information in formulating their budget requests.

The results from the 2005 SABP show a strong correlation with budget
requests from ministries/agencies. This means that final budget allocation
decisions by the MPB tend to favour programmes with strong performance
results. It thus appears that the MPB’s emphasis on performance assessments
has resulted in positive feedback between performance information and
budget allocation.

So far in the Korean case, the use of performance information in budget
decisions has focused on identifying possible savings in order to finance
higher priority spending. Specifically, increasing expenditures for welfare
programmes has required savings/freezes in other sectors, and the MPB asked
ministries/agencies to find room for new or higher priority programmes
through savings and reallocations totalling up to 10% of their budgets.
Ministries/agencies used performance information heavily in their budget
restructuring efforts.

3.1. Budget negotiations: linkage of performance information to
budgeting decisions

Performance information is discussed as part of the budget negotiations
between the MPB and the spending ministries. These negotiations include
discussions on a spending ministry’s performance for the previous year;
however, targets for the next year are not discussed. The MPB also encourages
ministries to use performance information as they formulate their budget
requests, and for restructuring their budget allocations.

Cule
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the programme ratings produced by SABP are used by the MPB to reduke
the budgets of ineffective programl@s. The budget cut announced by the M

was 10%.

On the part of spending mistries, performance informafidwm is used to ¢

reshuffle budget allocations within ministries/agencies ar@ justify existing
appropriations. Ministries oftgse performance infogma to obtain more q)
money, and they also find it to n effective tool for p%ting cuts by the MPB. s
Disagreement between h MPB and mlnl@es/agencies frequently 3
occurs, and the MPB has the fin authonty in 11ng the difference. In this
process, past performance 1nfo tion is %ﬁnost frequently used rationale

for performance targets. Sometlrrghe performance of another, Comparable(o
organisation is cited as a benchmark re {;ence

The budget departments of mi ies/agencies use perf nce
information in preparing their budget rghx,estg bLﬁt@é‘x@O tell
whether the use of the information has had any si impact on their
management system.

In order to help line ministries/agencies develop effective performance
information systems and monitor performance, the MPB offers training
courses and provides manuals with the help of its research affiliate, the Korea
Institute of Public Finance. Korea’s performance system has not developed to
the stage where recommendations from evaluations go beyond budget
allocation to programme management. The MPB plans to expand the scope of
its evaluations to include such recommendations in 2007.

3.2. Incentives

The primary mechanism at the disposal of the MPB to encourage
ministries/agencies to improve performance is to cut the budgets of ineffective
programmes. There are also incentives targeted to individuals, such as staff
performance evaluations; promotions are often affected by such evaluations.

While spending ministries often attempt to use performance results to
justify the resource level for existing programmes, the MPB mainly considers
these results before determining the resource level for a programme. In 2005
for example, the MPB made significant use of the programme review results
(SABP) in resource allocation decisions.

If an agency/ministry does not meet its performance target or receives a
poor evaluation, it may be penalised with a budget cut. Apart from budget
cuts, there is no penalty on an organisational level, nor are there explicit
penalties or incentives that affect senior civil servants directly, despite the fact
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that they are required to sign performaac&agreements However, ser(& civil
servants are quite aware that organifational performance will probably

an impact on their own career progpgcts.

Not much change has taken%‘lace regarding a reduction of control
following the introduction ofl formance-based budgetln cause top-
down budgeting and performance management were 1nt t the same
time, in theory this should e significantly red ut control and q)
delegated more authority to IThe ministries. Howe w1th top-down and s
performance budgeting barelyout of the inceptive%ges, the MPB still closely 3

v

supervises budgeting decisions Dy, line ministri verall it is still too early to
judge the pros and cons of relawinput c@@l which is being implemented
as a feature of top-down budgetingNntroduced only in 2005.

So far there is no clear evidence qgf distorted behaviour resultmg f
perverse incentives that may arise ina8yérfently from the new perf nce
system. However, it has been noted that min: es/a es beh &}glcally
to protect important programmes. For example, they te:ﬁ.t @e wer ratings to
less important programmes and better ratings to those that they consider
important within their programme portfolio.

There is some gaming, goal distortion and presentation of misleading
information. For example, ministries/agencies have been known to select
performance indicators not because they are good indicators but because they
improve the odds of earning a good rating. In an attempt to prevent such
behaviour, the MPB issued a warning that in the 2006 SABP, misleading
information may result in a major budgetary penalty for the offending
ministry. To check the accuracy of performance information, the MPB will use
information from the National Audit Office and the National Assembly.

4. Reporting of performance information

Availability of information about performance is still somewhat limited.
For example, the results of the 2005 SABP were provided to the National
Assembly as separate, supplementary material to the budget documents.
Thus the MPB, ministries/agencies and the legislature use performance
information during budget formulation and deliberation. However, such
performance information is not yet open to the public. Nor are ministries’
performance plans and reports made publicly available.

It is too early to tell how politicians are using performance information,
because systematic performance information was first provided only in 2005.
Although the National Audit Office produces information that may, in theory,
be used to cross-check information generated by spending ministries, there is
no formal process yet for auditing performance information.
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5. Key challenges 76 S &

The problems encountered ar are predominantly of a technlcgb
nature, because Korea is still in pearly stages of building a performanc
system. Political and cultural p, oﬁems are also observed, espeN§when it
comes to using performance i mation and improving the s

The limited technical capacity of ministries/agencie edes efforts to
develop useful performance &rmatlon Progress is Dging made via training CU
programmes to augment technical capacity, eficiencies in data .
availability also hinder agedes from prod éuseful information. It 3
appears that considerable ti nd effor needed to develop good Q/
performance measures and dat QJ\

For example, the Ministry of truction and Transportation has found it
very difficult to come up with reasona outcome measures, and as a &t
uses mostly output measures. Policy-orie e}pmlstrles are 11kew1s§(5@g ling
to identify concrete measures/indices that 1nl‘hef_effés€o comes.

Another problem is civil servants’ incentives for improving the performance
management system. While the motivation for introducing a performance
system is often strong, incentives for improving an existing system may be
inadequate because the results may not be readily apparent to the public and
politicians. In contrast, introducing a new performance system is usually counted
as a major achievement.

Cultural challenges are also present. Early on, there was significant
resistance/inertia in the civil service, which was not accustomed to being
evaluated. However, recently it appears that Korean civil servants are coming
to accept result-oriented performance management as a normal part of
bureaucratic culture.

Korea’s civil service also faces institutional challenges. Civil servants rotate
through different assignments on a regular basis. This practice allows them to
accumulate general knowledge and skills, and also helps to circumvent
opportunities for corruption. However, a clear negative consequence is that the
practice tends to work against civil servants’ accumulating expertise in any
specialty, including performance management.

Another problem is the existence of too many fragmented evaluation
systems. Not counting a myriad of small systems, there are four major evaluation
systems, each operated by a different ministry/agency. As a result, line ministries/
agencies are voicing complaints about the redundant administrative burden
these impose.
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6. Solutions \? S ¢ Vs
The MPB, together with the KI as recently organised a task force ab
established training programmes tbaddress the problems mentiongd above?
Currently a manual is being compiled on how to develop \ mance o
information, which should h disseminate a standardisedénework for

performance evaluations.

In overcoming the ini@ bureaucratic resis ce, the president’s q)
leadership has greatly helped giye the necessary i &s to introducing the
performance management s‘)ggem. The stro enforced by the MPB 3
between performance informatipyp and bugge 'ocations has also acted as
additional motivation for ministﬁﬁexsl/ agenci invest in improving the quality(/)
of their performance information. concurrent effort by the MPB to provide
workshops and training courses for minigtries/agencies helped them build t@r
capacity for defining and producing me'cg{n%ﬁ}l performance informatiqn

On the issue of gaming, there is no explicit DecEi@ f@d&ling with
the problem. How specific instances of gaming are resolved is entirely up to
the MPB and the agency budget departments.

7. Lessons learned and impact

At present, Korea is in the initial stages of implementing performance-
based budgeting; it is therefore too early to form an assessment. However, it
should be noted that having performance-based budgeting introduced as one
component within a broader range of comprehensive reforms has helped to
lower resistance and resolve institutional problems. At the same time, concerns
have been raised that the concurrent implementation of multiple major
reforms in itself imposes an inappropriately heavy burden on the government.

Overall, performance information has had a positive impact on the
budgeting process. As regards the impact of performance information on
ministry/agency performance, it is too early to tell.

Despite Korea’s meagre experience time-wise in introducing
performance budgeting, some general lessons can be drawn. Reorganising
ministries/agencies and the budget structure needs to be done before
introducing the performance system. In Korea, performance information is
focused on individual programmes/projects, but cost information is not
readily available because organisational units, programmes, and the budget
structure need to be realigned so that they are consistent with each other. As
a result, it has been extremely difficult to develop meaningful outcome
measures and efficiency/effectiveness measures.

Korea’s short experience has also shown that in introducing the
performance system, decision makers should be patient about reaping any
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benefits. There is a concern that decisi& makers in Korea may @/nore
interested in introducing the perfotshance system than in monitori r
improving it. If a particular count@is accustomed to getting quick retur

from the reforms, it will not be ed&y to develop and improve the m.

The political and adminismve culture of Korea poses sonfe Nliosyncratic ¢

challenges that other countries hopefully need not conside ar rotation of
assignments in the civil sewiﬂay work against the gapac#y development of
ministries/agencies. Lack of patiénce on the part of d n makers may force
the MPB to take ill-advised, ex?ive measures in r to show quick results.

It was partly because of this kind of pressure tha@e MPB felt forced to quickly w
implement a 10% budget cut for\j ffective?@ammes.

Korea’s experience confirm at a performance system evolves overo)
time and raises different challengesS at each stage. At the initial stage, me
developing relevant information is the\gfajn challenge. As the perfogiance
system evolves, other changes become moge important, nama #ehevioural
change, such as how to get various actors to use perfcllmz@e formation in
the decision-making process, and how to monitor the performance of the
performance system itself.

The lessons from the Korean experience can be summed up as follows.
Make sure the infrastructure is ready for the reforms. Proper cost accounting
and a solid programme budget structure will greatly help to maximise the
benefits of the performance system. There should be proper understanding of
performance-based budgeting among the civil service. Otherwise, wasteful
and distorting behaviour may proliferate.

Looking forward, the major ongoing problem for Korea is the quality of
performance information. More training and research is needed, along with a
greater commitment to invest in collecting and organising the information.
Specifically, the analytical and administrative capacities of the MPB and
ministries/agencies need to improve. This may require reinforcement of units
specialising in evaluation in both the MPB and ministries/agencies.
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1. Introduction O

The Netherlands introdl@ a more policy-oriezﬁform of programme
budgeting in 2001. The initial aim @f this budget refor to provide Parliament
with a more transparent budge!{ljocument Duri %mplementation process,
the objective broadened to encomss impr%r& efficiency of programmes.
u

As a result of this reform, thegmew str re of the budget is clearer, With(o
strategic objectives and links to ted policy areas. Regarding efficiengy,
however, the results are less evident. e is still a lack of clarity abm{%{
contribution of government programmes t licy objectives. In cases
performance indicators “hit the target but mlsthe p01 %/
research does not review the effects of policy. The twofold aim of budget reform
- transparency and efficiency - cannot be achieved by one instrument, the
budget. The budget should be used for discussion of the main political issues,
but other instruments such as policy reviews are advised for facilitaing
efficiency improvements.

Y
3

aluation

Further work lies ahead on improving the focus and accessibility of
budget documents and using policy reviews to achieve improvements in
efficiency.

This country report about programme budgeting is built around four
pillars (shown as A through D in Table 10.1). At the end of this study, an Annex
explains some typical characteristics of the Dutch budgetary process.

2. Programme budgeting

In the 1980s and 1990s, two major reforms were introduced: the
Accounting System Operation (so-called Operatie Comptabel Bestel) was carried
out from 1985 to 1993; and the Policy Budgets and Policy Accountability
operation (so-called VBTB, Van Beleidsbegroting tot Beleidsverantwoording) was
started in 1999.

The Accounting System Operation was conducted against the 1980s
background of continuous overruns of expenditures, high deficits and a heavy
tax burden. This reform sought to reverse this trend through a broad package
of measures (decentralisation, more weight on commitments in accounting
[see Box 10.1] and orderly financial management). Focus was on controlling
government expenditures, especially unexpected budget overruns.
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Table 10.1. Four pillars f%p%gramme budgeting { /

Reforms Objectives n\‘ Short description of reform
W/
A. Programme budgeting A. Transp@cy A. The policy director is responsjplefoRthe budget.
(accounting system operation and effigiency Responsibility, — being held accotiN) ithin a
in the 1980s). w decentralised administrativeoQa ion - provides
an incentive for efficie’@f SOUrces.
B. Budget bills and memorandum B. Tr, arency B. Main policy progral re presented
are policy/goal oriented m in a separate chaj of the budget (bill

U

(VBTB began in the 1990s). and memorand ne articles are formulated f—
U in terms ofﬁtional goals. Some operational 3

goals a panied by performance indicators.

C. Interdepartmental policy reviews  C. Eff|c de dent chair, scientists and specialists are

(so-called 1BOs in the 1980s). ugtt in and a report is made public (to ”

Obligatory cost-benefit analyses Parfiament). Policy reviews on level of policy goals.

for special projects in the 2000s. Independent Netherlands Bureau for Economic
Policy Analysis (CPB), for macroeconomic @
ﬁ;ﬂptlons (transparency). Q

D. The way ahead D. Transparency 0cus ti bud meat for

. et (a c rﬁf
and efficiency authorisation) onl.u.n é se policy reviews

(other instrument) for efficiency.

In the Netherlands the new budget is programme-based (a combination of
programme and resources).! Up until the 1980s, policy directors were
responsible for their policies and the control directorate (FEZ)? was responsible
for the resources (“money”). After the Accounting System Operation, policy
directors were responsible for both: programmes and the use of resources.
Budget infrastructure and individual accountability are now in line with each
other. The advantage of programme budgeting is that (in most cases) only one
policy directorate is responsible for a budget line. In giving a policy directorate
responsibility over a budget line, it becomes easier for a line minister to make
an agreement (with a director) on the policy goals to be reached with this
amount of money. In addition, budget overruns/windfalls are managed
(according to the fiscal rules) by the responsible policy directorate. This means
first of all giving information about a possible overrun to the line minister and
the Ministry of Finance and, second, a policy decision on the way this overrun is
solved (i.e. a proposal for a budget cut).

Because orderly financial management is an absolute condition for the
successful control of government expenditures, the budget infrastructure was
reviewed. A framework for central and decentralised (financial) information
provision had been lacking, and so a rapid flow of information had to be
established between the Ministry of Finance and the spending ministries. A
computerised interdepartmental budget consultation system for the entire
state budget was set up (see Box 10.A1.3 in the Annex). It was vital to have
better co-operation between the line ministries and the Ministry of Finance. The
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budget information exchange between Sh government and Parhamlr} was
upgraded. For example, the report/acedunt was presented nine months affer

the budget execution year (in coQptast, the report of 1978 was present

in 1985). m (\\*

-
Box 10.1. Accountingoge of the budget in th@therlands

To strengthen the bu tary power of Parlfaipent, the budget
administrative system (budget)bills and reports ?mnistries and budget
funds) in the Netherlands is b cash and co t based. This is made
visible due to the link between mltmet@\ cash payments. The budget

forecast for 2008/11 in 2007 price
year: policy decisions about how mu o allocate for each goal. One 1
minister is responsible for one bud %ﬁ Control (over the‘g.h
whether to invest in the first place) can best be exeggis é en the
government commits itself to the full cash outlays. Possible benefits must be
presented in supplementary policy documents (cost-benefit analysis).

arliament approves the budget for one

After the Accounting System Operation reform, financial management
innovations continued. A new form of internal autonomy was introduced
(agencies) to improve managerial flexibility. Policy Budgets and Policy
Accountability (VBTB) evolved from the operations of the 1980s as logical
instruments to increase legitimacy and manageability of government spending.
After an intensive preparation process, the new budget of 2002 (September 2001)
became more policy oriented.

3. Programme budgeting is policy oriented

160

The so-called VBTB operation (i.e. new budget) was aimed at providing
Parliament with a more policy-oriented and transparent budget document:
clear information about the results of government actions. Because the new
budget enables the government to focus on policy objectives (results of
programmes) instead of instruments, the budget reform is also significant for
efficiency. This operation was developed at the initiative of the Lower House of
the Dutch Parliament. The Ministry of Finance played a role of co-ordination
and monitoring. After an intensive preparation process, all ministries switched
to the new budgetary structure during the preparations of the budget for 2002
(“bigboom”).

As its point of departure, the new-style budget would not take funds to be
spent, but rather policy and its concrete objectives. The crux of the matter is
to make the political objectives in the coalition agreement? clear in the

contains a multi-annual forecasmchang policy and unchanged prices; (o

Cule
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underlying budget bills and (in retrospegt)¥eports. The focus is on qéegtions
such as: What do we want to achieve®What will we do to achieve it? Whatwill

we allow it to cost? The new style @oudget was accompanied by a pew st
of accounting - the annual reportk in which the layout was the ¢
of the budget: Did we achieve t we intended? Did we do w
do to achieve it? Did it cost what we thought it would? (Se@x 0.2.).

N N ()]
| = —
Box 10.2. Structure hudget line “yout%@y”, Ministry 3
(
v

of Health: Budgetline 45 (articl uth policy”

A. General goal: ?h\

“Children in the Netherlands g@up healthy and safe.” ‘0
B. Five operational goals: @
1. “Children and their parents receive gﬁp in time to grow up, bring @a d

care”;

‘ 4 theis deve ol E.C .

2. “Children who have problems with their developm®&rmt: their parents will
receive support”;

3. “Children who are selected and their parents can make use of help from
the youth care institution”;

4. “Children who are selected and their parents receive help from the care
supplier of their choice”;

5. “Guaranteed payable youth care”.

Some operational goals are accompanied by performance indicators. The
goals are accompanied by a multi-annual commitment/cash table
(expenditures and revenues) for funding, which will be approved in the

budget year by the Lower House. For an overview of all budget bills,
see wwu.rijksbegroting.nl.

In September 2006, the new-style budget (memorandum and bills) was
presented to the Lower House for the sixth time. The operation was not
painless; it took much time and effort. It is therefore only to be expected that
the Policy Budgets and Policy Accountability objectives would not be achieved
within six budget cycles. Where do matters stand now?

The new structure of the budget is clearer. New budgets are built around
strategic objectives and related policy areas. Substantial progress regarding
transparency (authorisation) has been made. There has been a reduction in the
number of line items by more than 75% (from around 800 to around 200 line
items).* Also the “old” explanatory statement has been greatly condensed, and
the introduction of each budget bill (explaining the policy priorities) is more
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political. Last but not least, accounting t k@ place four months earhe[ﬂan it
did before the introduction of the ne dget.

The budget bills are thick (a high degree of overlap with informa%gh§n policy
documents) and hard to read (b&gdget bills contain a lot of techni ormation,
for example about cost prices). Appendices - containing pri@ly technical and
detailed tables and informatic@n conduct of businesg — adedunt for over 20%

Despite these improvements Qre are still some challenges to ;vercom@

of the number of pages of a Dudget. Information a the contribution of

government programmes t 11cy obJectlves nclear. Objectives are

formulated in such abstract s that it is ossuble to determine (in

retrospect) whether they have achle*QJ ere is a natural tendency of
and give veiled answers.

officials and administrators to hed@helr b

In 2004 there was a review of the second-level legislation® on reliabilityf

policy information. The “order on pe nce data” (RPE) stlpula s’Qlow
spending/line ministries should prepare per ance indicators ets for
their strategic and operational objectives. (Note t at le he m1n1strles

are responsible for their own budget, and therefore for their own performance
data.) The criteria that were stated in the “order on performance data” (validity,
reliability and usefulness) have proved to be inadequate (see Box 10.3).

Box 10.3. Usefulness of criteria to assess quality
of policy information

The degree of exactness that is possible with financial information cannot
be achieved in measuring expected and actual policy results. For example, it
is possible to account for every single penny of the money spent by the
government on reintegration of the unemployed. But the effect of
reintegration policy on a person’s chance of finding a new job can be
determined with much less precision. This is true of most policy areas: it is
possible to determine exactly how much public money has been spent, but
not what this yields precisely in terms of benefits for civilians.

Quantitative performance data can hit the target but miss the pointin a
lot of cases.® There is a huge focus on the measurability of objectives, at the
expense of quality (see Box 10.4). Among the unintended effects, reality may
be represented too simply or management may be driven by inappropriate
performance targets (the number of fines does not say anything about how
safe the motorway is; and the number of students who graduate does not say
anything about the know-how/expertise of students).

Much important research relevant to policy is done by planning agencies,
universities and other research institutes. This research is frequently used in

Y
3
v
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Box 10.4. Bad perﬁﬁnance indicators 0/.
One of the performance in& tors to measure the successgf the 4>

introduction of a free market ®r electricity is the “acquain with
different electricity companimay citizens. In the Lower Hou@ re have
been many discussions about the huge (tax-funded) ss of the top
management of electricity panies. It was clear t%: #éns recognised

new electricity companies ecause of the introd n of a free market
for electricity but because of gh‘jse “salary discussi
t

i

Indicators do not address the seriousness o ?én crimes, for example
the theft of a Rembrandt pain%. Such :@t 1s statistically registered as
“one” theft. Police are encouraggé~o pick the easiest criminal charges (e.g. (O
charging for no lights on a bike) ins&&ad of investigating the theft of a palntm
worth EUR 50 million. Police are also@?t encouraged to engage in ac @
crime prevention: prevented crime is no c1ated in statistics. &\)

|
 m—

Cule

the policy preparation process. On the other hand, the state of affairs in
recorded evaluations is fairly gloomy. A great deal of evaluation research takes
place (more than 250 — mostly ex post — evaluations are executed each year),
but it does not review the effects of policy. The evaluation research presents
interviews, perceptions, opinions and customer satisfaction. The ideal of the
“order on performance data”, to improve efficiency with scientific research,
is beyond reach. Scientific research can only be conducted if there is a
counterfactual (no-policy option), which is almost never the case. Hardly any
research is future-oriented. That does not count several very useful cost-
benefit analyses (CBA) for special projects (like the so-called Amsterdam
South Axis) or jetfighters (Joint Strike Fighter). Cost-benefit analyses for
special central government (infrastructure) projects are obligatory since 2000.

Box 10.5. New style budget and conclusions
of the International Monetary Fund

The IMF has published a report on the observance of standards and codes
on fiscal transparency for the Netherlands (IMF, 2006). The new budgets are a
reform with potential for improving transparency, accountability and
allocation of decision making. Much work has been done, but the harvest still
has to be reaped (mostly). Performance information needs to be limited and
focused. The IMF suggests using information appropriate to the level of
discussion (main issues), to better integrate policy analysis in the budget
cycle, and to raise the quality and independence of policy assessments.
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The Netherlands budget memora u‘a’n gives an overview of tlélhain
political initiatives against the bac&nd of economic development.\The
targets of the main policy programt@s and major achievements of pglicies a
reported in a separate chapter. Ifhe 2007 budget memorandu re were
seven main policy programme cial and economic policy; y ]\ cation,
knowledge and innovation; safety; health; environment ansport; and
international policy and defep®e. Each policy issue is sub ed into several
targets (see Box 10.6). These tgts are — of course - g d to the objectives in
the policy bills of each line ministry. The “tunin, cess is a task of the
inspectorate of the budget of tmmistry of Fina@ nd the control division of

the line ministry. \» Q\
e 9

\J
Box 10.6. 2007 bud memorandum:

targets for you safety \)(
Youth Bﬂ ® L e C“'

® Reduction of school drop-outs in 2010 (basic value: 70 500 in 2002).

<

® Reduction of waiting lists for youth care and bureaucracy.

® Deal with youth criminality.

Safety

® Reduction in criminality of 20-25% in the period 2008-10 (basic value 2002).

® “More blue on the street” — 40 000 extra prosecutions at the Counsel for
Prosecution.

® More prison cells.

® Fight against terrorism and protection of vital infrastructure.

Major (quantitative and qualitative) achievements per policy area are also
mentioned in the budget memorandum. In the area of social and economic
policy, for example, these include the reduction of the corporate tax from
34.5% to 25.5%, the reduction of the bureaucracy (“red tape”) for civilians and
entrepreneurs by 25%, and the reform of the Social Assistance Act (Bijstand),
the Unemployment Act (WW) and the Disablement Act (WAO). But other
achievements include a reduction of school drop-outs by 20% since 2002,
reduction of criminality by 10%, the dismantlement of 5 600 marijuana
production facilities, and the employment of around 5 100 armed forces in
international operations.

The budget reform (transparency) and legislation on policy information
(efficiency) melted into each other. Both initiatives expressed themselves
through the budget. The general conclusion is that the twofold aim of reform

Cule
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for transparency and efficiency cannot b&achleved by one 1nstrum(fy the
budget. The phrase should be “one 1, one instrument”. A different, e

limited, form of presentation is ndgded for the budget, to make it Easier

those who are politically responsiBie to read it. Enormous quantig figures
can simply be weeded out. iency must be improved b raging ®
rigorous evaluation ex ante and ex post evaluation on the 1@) bjectives.
4. Interdepartmental policy Q‘iews 9
The Netherlands - as ma ther countries — i€ M a continuing struggle to 3
spend taxpayers’ money in aare efficient effective manner. Since w
the 1970s, several initiatives\Jvdve bee ried out, like the Planning
Programming Budgeting System le; plgrmme budgeting, performance(o
budgeting, and multi-annual budgeting), the reconsideration procedure (1%)
and the development of interdepartme j;icy reviews from 1995.

An important reason for new initiati ve effi as the
“Dutch disease” which occurred in the Netherlands d n@1¢9705 “Dutch
disease” is the international phrase to describe the economic problems due to
the use of temporary higher government revenues for structural government
outlays. As a consequence, other economic activities are pushed out and
government finances become unsustainable (see Figure 10.1).

Figure 10.1. Budget balance in the Netherlands during the 1970s

% — EMU deficit (per cent of GDP)

7 | | | | | | | | | | | |
1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 19811982

During the 1970s, setback followed setback and the cutbacks had no real
influence. The government of the time introduced a “posterity procedure”. All
ministries had to identify a certain percentage of the total budget which was
not vital. De facto, only a few ministries answered the request, so it failed.
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Since 1981, the so-called recon '&ratlon procedure succ£7fu11y
triggered discussions about the poli@ﬁption itself (“large efficiency”), r T
than discussions about operationg)/management within the policy opti
(“small efficiency”). The main #®al is to separate the objecti Q&alysis/
conclusions away from the (po}f{i9al) policy conclusions by spli review
from the view or recommendations of the Cabinet regard@h review. Both
the review and the Cabinet vimare sent to Parliament (s x 10.7).

Box 10.7. Main cha\c):teristics of t@@consideration

\Brocedu

® Checks and balances (chaired ine mirNstry; secretariat by the Ministry (q

of Finance; the Inspectorate o Budget is also a member).

® Each review should produce alternat(;s that should lead to 20% reduct«y@@
of expenditure after four years. C ,‘

® Uniform structure of the review and standard questions (like a description
of policy, objectives and instruments, etc.).

® No veto right (to prevent the entry of minority \gewL e

The reconsideration procedure was already in place in 1975. During the
first years the results were disappointing. Several policy areas escaped review.
This “escape hatch” was closed by the 1981 budget memorandum, when
30 subjects were chosen for reconsideration and thus all policy areas are taken
into account.

Also in the beginning of the 1970s, the so-called Planning Programming
Budgeting System (PPBS) was introduced but failed partly. The PPBS consists of
three elements: programme budgeting, performance budgeting and multi-annual
budgeting. Only the multi-annual estimations of budget items (t + 1 through t + 4)
were successful. Outlays of programmes after the budget year (t) are now
recorded, so underestimations are prevented and mid-term savings are
transparent. Programme budgeting failed mainly due to an aversion to the highly
theoretical approach. Goals were defined in a top-down manner and not in line
with the organisational structure (budget responsibilities of policy directorates).

The reconsideration procedure of 1981 (de facto 1975) forms the basis for
the current system of programme reviews (interdepartmental policy reviews,
or IBOs, from 1995). Under this system, policy reviews are conducted with the
purpose of developing alternatives that would yield savings — preferably based
on efficiency measures but if necessary based on reduction of service levels.
Only alternatives costing the same or less can be considered. Each review has
to produce at least one alternative that would lead to a 20% reduction of

Y
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expenditure after four years compared tg the current estimate of the léy'out-
year. In the 1990s, the reconsiderati&ﬁorocedure was gradually adapteddto
changing economic circumstance{_The mandatory 20% savings alternati
has been abolished (due to presé‘&re from the spending/line migsi}ies) and
reviews have become focused mnstitutional changes (see Bo@

O

dod o
Box 10.8. Proce 1 and organisatitm aspects

of the inter@artmental poligé ews
@ Policy reviews are proposed-for review by the@l try of Finance.
® The proposals for policy rewjigws are a d by Cabinet, so also by the
line ministries. Line ministriesge to co-Operate. A list of proposed policy

reviews is included in the Sept

Cule

er budget memorandum. @
n

® The reviews are conducted by smal Eking groups with representj

from the Ministry of Finance, the line m ries, and external )qg
® The chair is independent and the secretariat is prov: d@the Ministry of

Finance or shared with the line ministry.

@ All reports are made public and submitted to Parliament.

An example of rigorous analysis and more efficient policy is the reform of
the welfare benefits or Social Assistance Act (Bijstand). There was a perception
that too many people were relying on benefits while still being able to work.
The independent Netherlands Bureau for Economic Policy Analysis (CPB) took
up the challenge and made an assessment of the Social Assistance Act
(Bijstandswet). As a result of this assessment, an interdepartmental policy
review was initiated by the Ministry of Finance (see Box 10.9).

In the 1990s, the Government Account Act was changed, to give the Court
of Audit a role regarding the efficiency of programmes. Ministries were obliged
to evaluate policy areas once every five years. Second-level legislation (the so-
called “order on performance data” or RPE) was introduced in 2002 to provide
rules for the realisation and collection (process) of policy information, like
performance indicators and evaluations. The main goals of introducing the
“order on performance data” were to guarantee the evaluation function within
the central government and to guarantee that the policy information would be
collected for the budget and that the annual report meets the applicable
quality requirements.

5. The way ahead

Further work lies ahead on improving the focus and accessibility of
budget documents. The budget should be used for discussion on the main
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Box 10.9. Example of sueé sful interdepartmental

policy review

Triggered by studies of the 1ndépendent Netherlands Bureau foﬁomic
Policy Analysis (CPB) during @end of the 1990s, a range of 1 arket

redesign measures enabled substantial budgetary redu :@s ne of the
results is the reform of the ﬁablhty schemes (WIA), r example of
successful policy review ha en conducted in the @ of social benefits
(bijstand). In an effort to make social benefits cost effective, less
complex and more aligned wi#f decentralised r %ibility (budgeting), the
basis for this interdepartmen éﬁohcy rev; laid down by a CPB study
(Review Memorandum 119) in 19 Q\

The interdepartmental workingdgroup worked out several variants to
finance the social benefits by local aughqrities. These variants were sen
Parliament, together with the Cabinet’s p? of view. The Cabinf&c@nign
(January 1997) was positive, but more resedrch abinet
agreement (1998) introduced the decentrahsatlon 0 bu ets for social
benefits. The right-wing coalition government of 2003 implemented the
redesigned Social Assistance Act (in the so-called Work and Social Assistance
Act) from 2004. Recently the survey on the new act was published by the
Ministry of Social Affairs. The number of social assistance claims has
diminished from 336 000 in December 2003 to 311 000 (excluding age 65+) in
September 2006, under difficult economic circumstances.

Demand-driven reform

Financial responsibility (obligation to work and need to prevent fraud) for
social assistance went to the municipalities instead of the central government.
The new Act incorporates a financial incentive for municipalities to reduce the
numbers of workless social assistance claimers.

The incentive is created by dividing the central budget for benefits between
the municipalities on the basis of a set of objective parameters (inhabitants,
income, etc.). Those municipalities who get claimants to (re)enter the labour
market will spend less than expected. They can keep the surplus and spend it
on their own priorities. Those municipalities that are not successful and which
have a gap in their budgets must finance the gap by their own resources. For
each year that the total amount of unemployed diminishes, the total state
budget will be reduced. The majority of the municipalities responded
positively to the changes introduced by the Act. They welcomed the
decentralisation and delegation of responsibilities. They were allowed to
establish closer contact with the unemployed and hence devise tailor-made
measures for them. Deregulation provided opportunities for the municipalities
to draft their own guidelines within the framework as defined by national law.

o
~
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political issues. Budgets should perfor l&t}%r basic task: authorlsatlo( 7? line
items (objectives) and control. An®dasily accessible budget has a r

structure and uses the appropnatenformatlon for the level of d1§cussm

More technical information about®he plausible relation between rmance
indicators, operational obj es, instruments and rec is best ®
accommodated in policy documents, not in the budget (s@x 0.10).

0 s v
. —
Box 10.10. How to eve a more tra ent budget? 3
In the Netherlands the following activities air@ improve the accessibility
of the budget: @

@ Civil servants are trained to aghe rig&estions write well-structured (o
policy letters/memos, and condw€t policy reviews. The course (run by th
National Academy for Finances and F{(fomy, www.rijksacademie.nl) lasts Y
days. On the first day, a (real) case study esented by a spec1a1
describes the process, the difficulties of drafting de Dunng
the day the students will make (by themselves) a “chec lis mth questlons
whose answers should be found in the budget documents. The second day
starts with a “checklist” distributed by the academy; this list is compounded
by specialists. At the end of day two, the students will receive a new case
study, but now they have to draw up a budget document by themselves
(within a time limit).

® New technology (like Internet) is used to simplify the budget. For example,
very detailed and technical information about government guarantees is
accessible on the budget website (www.rijksbegroting.nl/garanties). This
means that the information in the budget can be reduced to a general table.

® The “order on performance data” was revised. Only process criteria are
enclosed. Performance indicators are no longer obligatory, unless they are
useful.

® A “cup final” is held for the best policy line. Each year the interdepartmental
financial affairs directorates elect the best policy line. In 2007 the Ministry of
Social Affairs won the cup for its policy line “income protection and activation
for disabled people” (so-called article 34) of the budget bill of the Ministry of
Social Affairs (see www.rijksbegroting.nl/garanties).

To facilitate efficiency improvement, instruments other than the budget
are advised. Policy documents are the best instrument to input information
about rigorous analysis (ex ante evaluation) into the budget process. In these
documents basic questions, like what is the problem and what is the role of
the government, should be answered (see Box 10.11).

There is also a movement towards more efficiency. The point of departure
for well-founded policy initiatives is rigorous analysis (ex ante evaluation). This
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Box 10.11. Basic questions to be answered Q
in the pofity documents

y
To conduct policy reviews, it é‘essential that all policy areas ﬁeated
equally. In the long term all p@r areas should be reviewed. Th@e s that
the questions for assessing the areas should be uniform.

1. Analysis of the problem
What is the problem to be solved? Which goals caréformulated for the
intended policy? What is the'cajise of the problem?

2. Role of the government

Why is the solution to the lem a&sponsibility of the (central) @

government? Is it market failure e there external effects?

3. Possible solutions (/ (@

Which alternative solutions to the problerh?e passible? Which i sﬁy ents
can be used (subsidy, tax, guarantee, benefit, etc.)? e@e overnment
expenditures necessary, or is a solution possible in the sphere of law?

4. Policy effects of the alternatives

What contribution is delivered by the instrument to the solution of the
problem? What are possible positive or negative side effects? How does the
foundation look? What are the budgetary effects and the (social) costs of the
solution?

5. Collecting information

How should the effects of the intended policy be assessed? Should
evaluations be quantitative or qualitative? What information should be
collected? What time is needed for the collection of information? What kind
of research possibilities are available (models, inquiries, policy experiments)?
What research possibilities are recommendable?

6. Maintenance

Which steps should be taken to evaluate the policy?

means that the basic but fundamental questions should be addressed with the
help of independent experts and the outcome of the review is made public. It is
essential to concentrate policy reviews (ex post) on the analysis of these basic
questions, on the level of strategic objectives and policy areas. In these analyses
the basic questions about the foundation of new policies are answered.

Policy review works in practice (www.minfin.nl/nl/onderwerpen,diversen/
beleidsonderzoeken). In 2006, some 17 policy evaluations were conducted in
several areas, such as: consumer policy, aid to victims, labour and care, and

Cule
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security in public transport. Seven hig evaluations have beenéﬁlt to
Parliament; five are near completion afd five are delayed. The overall budg

these 17 policy areas is EUR 5 bllllor@n 2007, 35 policy evaluations ar plann

(in areas like reintegration and prdnotion of international com with an
overall budget value of EUR 1 ion. Critical success factors ducting @
policy reviews are, for example, (political) timing, involve o 1ndependent

experts (from the start) and coﬂ‘nitment by senior staff.

Y
Notes U 3
v

1. In the Netherlands there is a d\&led multg %dget For every line item (and
even sub-items), multi-year esgmqates ar§ made (in contrast to multi-year
estimates for instances for the 1 expenditures). For every line item, llne/
spending departments have to make multl -year forecast. There are a
200 line items, but forecasts are also for sub-line items (a rather e( al ed
exercise). The forecasts are made by the lln%pendmg departments. \i

2. A description of the decentralised Dutch financial r’anaLm@ g‘tem is given in
the Annex.

3. The Cabinet in the Netherlands is formed by a multi-party coalition. See also the
Annex.

4. Each ministry has one budget. Each ministry has an average of ten budget lines
per budget that are worked out systematically. Almost everywhere it was possible
to categorise policy, performance and financial details systematically in a single
policy line. A budget line is accompanied by one “general goal or objective” which
can be subdivided into “operational goals”. The spending/line ministry is
responsible for its own budget and report. Line ministries are responsible for the
programming and content/quality of their evaluations.

S. First-level legislation includes, for example, the Government Account Act (GAA).
In the GAA the main responsibilities (Ministry of Finance, spending ministries,
Court of Audit) and timeframes of the budget process are described. The use of
secondary legislation is for more detailed procedures and (time) formats for the
budgets and reports.

6. About half of the goals are accompanied by quantitative performance indicators
(see Ministry of Finance, 2004).

PERFORMANCE BUDGETING IN OECD COUNTRIES - ISBN 978-92-64-03403-7 - © OECD 2007 171



11.10. NETHERLANDS

Q
8\INEX 10.A1

U

“Typically Q&h

Table 10.A1.1. Overviewgbu'tch budgetary system 17/

S e /‘t E d/’ly
3 0

© 2

O

Y
> 3
) w

Main indicators Netherlands (year 2006)
Population
Gross domestic product (GDP)
Economic growth (real)
Inflation
Unemployed labour force
EMU balance
EMU debt

Institutional framework
Statistics Netherlands (CBS)
Netherlands Bureau for Economic Policy Analysis (CPB)
Court of Audit (COA)
Coalition government (February 2007)

Lower Chamber of Parliament
Upper Chamber of Parliament
Line ministries

Budgetary framework (institutions/management)
Budget memorandum for the coming year
Budget memorandum on execution of the budget
Accounts report
Decentralised management system

Budgetary framework (policy/rules)
Strict separation of income and expenditures.
A real expenditure ceiling for four years.
Full working of automatic stabilisers on income side.

\4 \
16.3 mi||ioh&p|e ‘(,\)
eRsoiion. © L € &

3% of GDP

1%

5%

0.6% of GDP (surplus)

49% of GDP

Independent

Independent

Independent

Three parties: Christian Democrats (CDA), Social Democrats
(PvdA) and Protestant Party (left-wing) (CU)

150 members

75 members

16 ministers of which two are project ministers (youth,
integration and housing) and one is a minister for developing
co-operation

Third Tuesday in September (year t-1)

Spring and autumn (year t)

Third Wednesday in May (year t+1)

Line minister defends budget (Parliament)

Financial affairs directorates (FEZ or financial control division)

Strict budgetary rules written down in the coalition agreement of 7 February 2007 (see Box 10.A1.2).
Budget based on trend-based economic assumptions (e.g. growth).
One main decision moment on the new budget in the spring of each year.
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The Dutch budgetary system i L‘n’uque in several respecé/ The
International Monetary Fund charac¢terised the transparency of the
budgetary system as “best practlce@MF 2006). The main elements gre: 1) t

good structure and openness ofsthe budget process; 2) the ity and
(political) independence of thg)Qourt of Audit, the Netherla eau for @
Economic Policy Analysis (CPB) and Statistics Netherlaﬁ S); and 3)a
trend-based fiscal framewor hich establishes politi greement over

expenditure ceilings and ma conomic constraints

of broad political commitment. At the same t1m € budget is flexible enough
to withstand a change in politic 1or1t1esQ@nt1al in the budget framework

is the so-called coalition agree t. BecaWse no political party enjoys a(/)
majority in Parliament, it is necers@y to form a multi-party coalition. In
Netherlands, minority cabinets are ratlréythe exception. Currently ten \i(

are represented in the Lower House of Parli nt (see Box 10. A1
{

Especially noteworthy is Kh? reliability of the get framework because J’
t v

Box 10.A1.1. The Netherlands election on 22 November 2006

The Netherlands Parliament (Lower Chamber) has 150 members who are
directly elected. After the 2006 election, the Christian Democratic Alliance
(CDA) emerged as the biggest party (41 seats). A majority is only possible
when at least three parties can agree about the key policy objectives over the
four-year term in office. On 7 February 2007, the Christian Democrats, the
Social Democrats and the left-wing Protestant Party agreed to form a
coalition.

2006 Election: Seats in Dutch Lower House

Far-right Party
of freedom (PvdV)

Orthodox Protestant 9
Party (SGP) 2
Left-wing Protestant Party
(Christian Union) 6

Centrist Party (DBG%

Left-wing Liberals
(GroenLinks)
7

Left-liberal Party
gf Animals (PvdD)

g?ristian Democrats (CDA)
Far-left Socialist Party (S;)
5

ggcial Democrats (PvdA)

Righ-wing Liberals (VVQDZ)
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The coalition agreement is negotia &n the beginning of a newéﬁinet
period. The agreement contains the bfead contours of policy and reforms e
followed over the four-year term in@'lce. For example: the (old) 2003, coaliti
agreement contains major objed‘a'ives for policy areas like soﬁonomic
policy; education; safety and fjif8tice; health; immigration a? tégration;
nature, agriculture and transport; and foreign policy and i@c  Very explicit
objectives can be agreed, for g®gmple in the policy area ucation (“better
connection between lower amd=intermediate professional education”) or for
social-economic policy (“reformn of the disabjh chemes”). See also
Box 10.A1.2 regarding the (nemalition agreer@ f 7 February 2007.

<&

N
Box 10.A1.2. The coaliti&greement of 7 February 2007

On 7 February 2007 the Christian Deﬁ}ocrats (CDA), the Social Democr(t
(PvdA) and the (left wing) Protestant Party (Cfijpresented a new gran @ion
government with a new policy programme/agreer&ntllherlﬁ‘ures of the
“old 2003” and “new 2007” coalition agreements are more or less the same (red
line of intended policy goals, initiatives and measures accompanied by
detailed financial paragraph with multi-annual funding and fiscal rules). The
new policy programme includes increased spending on social policies and the
environment, and a softer stance on immigration. The government will invest
EUR 7 billion primarily in education, the environment, child care and health,
and cut taxes by EUR 3 billion. Its plans assume 2% annual economic growth,
and the programme contains an explicit goal about the EMU balance in 2011
(1% surplus), the fiscal rules and an overview of all the extra expenditures.

The “new 2007” coalition agreement “Working together, living together” is
built around six so-called “pillars”. One minister is appointed for the co-
ordination of all the policy measures under a single pillar:

® An active and constructive position of the Netherlands in Europe and the
world.

An innovative, competitive and entrepreneurial economy.
A sustainable environment.
Social coherence.

Safety, stability and respect.

The government as partner and helpful public sector.

Each pillar contains several policy measures and goals. For example Pillar 4
involves increasing the number of houses built to a level between 80 000
and 100 000 each year (with involvement of the housing corporate body) and an
end to the problems of disadvantaged inner city neighbourhoods within ten
years. Pillar 5 aims to reduce crime by 25% by 2011 (related to 2003). In addition
to these measures there is a detailed paragraph about the financial framework.

Y
3
v
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The coalition agreement also provise%ey elements on budget ]Q&A
paragraph states that the agreem 1s based on trend-based econodwmlic

assumptions, a split between gove@nent revenues and expenditurj‘s, deta

on the planned expenditures (céMing) of three budget sectors sector,
social security and health care d extensive rules for dealing/™ indfalls
and setbacks (fiscal rules). The annex in the agreem ﬁerlines the
commitment of Dutch politielgns to budget control. E the opposition
parties respect the fiscal r , for example, a pr ition of a party to
increase expenditure in one polity area is always ;15 panied by a proposal
to decrease expenditures in anether policy are

The main element is the\))centralipproach. Each line/spending
ministry is responsible for its bu line. E¥ery spending department has a

financial-economic directorate whieh is responsible for the expenditures éa
department.’ This means that this d{e’torate draws up the budget(o a
ministry. The minister of the departmentfptesents his/her ow et in
Parliament, defends this budget and is responsibﬁ fol_th@l@et execution.
The political decisions on the budget are made by the cabinet, and the
Minister of Finance is responsible for the total budget.

Cule

The financial-economic directorates are responsible for sound financial
data: accounting and information regarding the budget cycle (budget proposal,
execution and reporting) of each ministry. In practice they form a “spring
hinge” between the policy directorates of a line ministry and the Ministry of
Finance. The Ministry of Finance is responsible for macro control of the budget
and, in retrospect, the account/report. Almost 1 200 full-time equivalents are
in the control divisions. They use 46% of their time for accounting.
Administration is one of the building blocks for good financial control
(see Box 10.A1.3).

In the financial control division of each ministry, around 10-15% of the
staff is available for policy control. Policy control can be used for the
improvement of efficiency and the efficiency of policy programmes, for
example the check of policy letters on financial consequences and multi-
annual estimations. Around 2% of the staff is available for policy evaluations.
The control division concentrates on the programming (and stimulation) of
good quality evaluations. Policy divisions, consultants or separate “evaluation
divisions” execute the programmed evaluation. The Netherlands Bureau for
Economic Policy Analysis (CPB), for example, is an independent research
institute with respect to content and has its own independent external
advisory body. The CPB is an integral and well-supported part of the policy-
making process. For example, the CPB evaluates the economic policies of the
government and the political parties, but also executes cost-benefit analysis
for big infrastructure projects (high-speed link).
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Box 10.A1.3. The National Bud&Aet Information System (IBOSD’

The National Budget Informat'g@ystem, or IBOS, is used for accognting >
purposes: a system for the apptoval of budget changes. De f is a
discussion system. IBOS ha@isted for 20 years, and it forgfs%s "spring
hinge” between the financial control division of the line@ and the
budget inspectorate (IRF) of Ministry of Finance. IBOS the Minister
of Finance a day-to-day macre=iew of the developmeléthe budget (check

and agree with budget chani?

How does it work? Suppose the Ministry of Ag ure has to employ extra
personnel (because of chickegyfdu, for e e) for which the costs are
estimated at EUR 400 000. An loyee & the control division of the (0
Ministry of Agriculture logs in OS. He/she accounts EUR 400 000 of
expenditures, regarding the relevant @oljcy programme or line item. T
proposal is presented to the inspectorate o(? budget (Ministry of w
The employee of the inspectorate makes up s/he.ml d a es the
budget change, of course considering the political prudence The budget
rules apply (for example, setbacks have to be compensated by cutbacks). A
special code for the budget change - for autonomous reasons (rise in number

of students) or for policy reasons (extra road programme) - is programmed
into the computerised system.

Cule

Around 13-18% of the available time in the control division is used for
budget cycle activities. The budget cycle is typified by numerous fixed
procedures and actions. These have their basis in the Constitution, the
Government Account Act and second-level legislation. The fiscal year starts
on 1 January and ends on 31 December. The budget is introduced on the third
Tuesday in September (Budget Day, see Box 10.A1.4). On this day the Minister
of Finance introduces the budget memorandum and budget bills to the Lower
House. The Minister of Finance is responsible for the budget memorandum?
but the line ministers are responsible for the budget bills (autonomy). Budget
bills are operated on an integrated obligation cash system.
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Box 10.A1. udget Day Of

Every third Tuesday of Septem le Budget Day. The Queen arriveg at the 4>
Binnenhof of The Hague in her en carriage to deliver the Spee A‘n the

Throne. Later that day the@nister of Finance goes to tfeNouse of
Representatives with the briefcase (made of goatskin parc@t . On behalf

of the government, he prg®nts the national budget the Budget q)
Memorandum during the firs¥meeting in the new jamentary year. In —
September 2006, it was ghe)} 100th annivers% the 1906 budget 3
memorandum. @

W O "/}

Notes
1. The decentralised Financial Affairs D1r& te FEZ or f1nanc1a1 contr {z ion)
i

of each ministry is responsible for the final ement wj nistry
(expenditures, accounting, policy control, evaluatl b@e cle act1v1t1es)

2. The Minister of Finance is also responsible for (macro) budgetary control and
efficiency (in general).
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1. Description of performance system O
1.1. The administrative san in Sweden i)
Government is accountable t¢ Parliament; the et Act, which Parliament
passed in 1996, states that gov€rnment activiti all be run efficiently and
economically. The Act also state t the g ment shall report to Parliament w
on the relevant goals and the resultgmattained M different fields of activity. (0

Government agencies are anfmportant tool in the governing of phe
country. Government controls these agkpeies and their activities prima!(ly to
achieve political objectives. One of the formg#tiis control takes is Pyt ance
management. o e

Assisting the government in its duties is a special, closely linked authority:
the Government Offices, which inter alia prepare government business. In Sweden
the ministries prepare different kinds of government business within their own
areas of responsibility, but it is the government that collectively takes decisions in
any matter (for example regarding the Budget Bill). The ministries and individuals
(normally the heads of ministries) also have decision-making power of their own,
usually accorded through authorisation in a law or an ordinance or by the
government.

Since the new government came to power in autumn 2006, the Swedish
Government Offices consist of 12 government ministries, the Prime Minister’s
Office, and the Office for Administrative Affairs. Authorities abroad and
commissions of enquiry included, approximately 4 600 members of staff are
employed at the Government Offices.

The Swedish administrative model is characterised by a high degree of
delegated responsibilities from the Government Offices to the agencies. The
government defines the agencies’ tasks, sets their goals, appropriates funds and
stipulates feedback requirements. The Swedish administration comprises some
300 agencies linked to different ministries. The government agencies employ a
total of about 200 000 staff.

One task that is solely the responsibility of Parliament is to take decisions
about the central government revenue and expenditure. Parliament does this
when the government has put forward its proposals as to how the central
government should use its money the following year in the Budget Bill, which
is presented in the autumn. When Parliament has decided on the budget, it is
the government that is responsible for the budget and for implementing
Parliament’s decisions.
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The municipalities, the county c &ils and the central govelf]hent
together constitute the public sectorfswhich deals with such areas as health
care, preschools, education and t olice. The different parts of the publi
sector are responsible for differdut areas of society. The bud tes the
amount of resources (approp@ions) allocated to the areas{gq\v ich the
central government is responsible, and the revenue sourc@

1.2. The performance syst@in Sweden

U
==
Management by perform4nde began in Swedelapublic administration in 3
the late 1980s. In its supplementary budget p sal for the 1988/89 budget
year, the government stated tha\)iempts ?@ically change in a co-ordinated w
fashion how its activities are man date fm the 1960s. It emphasised that(O
prerequisites must be created inNdrder to be able to reallocate resourges
continuously from existing activities l(ollonger deemed important to Qgr
activities of higher priority, both in the coursg¢pf the budget process i other
contexts. Efficiency and productivity in the publi® setlt_or @u@also need to
improve in order to produce more — or more appropriate — services from the
same resource input.

In the same budget proposal, the government also argued that management
through a financial framework and extended powers and responsibility for the
agencies must be linked to a demand for better follow-up. Much more than
previously, the government should state what results are expected. The ways in
which the focus and content of different activities are controlled must therefore
be developed. These should be adapted to the prerequisites applying to each
individual field (tasks, resources, legislation, etc.). This development must be
more of a natural part of day-to-day work in the line ministries, in the agencies,
and in the interaction between the line ministries and agencies.

The predominant form of control in the administration, alongside
management by rule (laws and ordinances) and informal control, is economic
control. Although the concept itself is not defined in the Budget Act, economic
control consists of two sub-concepts: performance management and financial
control:

e Performance management refers to a control system that involves setting
goals for organisations and activities, collecting performance information
systematically, and analysing and assessing the results against stipulated
goals.

@ Financial control is used to set the economic frameworks for organisations’
resource consumption. Among other things these include appropriations,
conditions for chargeable activities, investment frameworks, and borrowing
frameworks.
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® When the government’s activities af &operatlons are followe! Gy and
evaluated, results are assessed fterms of both goal attainment\ahd
resource consumption.

Economic control plays an &portant part in the govern budget
process, which is based on a n er of political goals and the{résources that
are available. Performance management and financial conﬂnust contribute
to providing Parliament, theernment and publiqadm¥istration with a q)
relevant basis for taking decisiohs. b

In this context it should Qs)’ be noted that tl@ldget Act - the law that 3
regulates Parliament’s and the,governmen esponsibility as regards
financial power - states that tﬁgovern hall account for the relevant
goals and the results attained in c@rent fields. (0

Based on the Budget Act, the goverrgnent has established a comprehe @e
set of rules for economic administratiot®{opdinances) that the agenci ust
observe. These govern both performance mafiagengentgnd fi a@a ntrol.

In addition, the Ministry of Finance’s budget department will draw up
instructions, in the form of circulars, for internal work with performance
management in the line ministries. The instructions cover the content of the
annual steering document for the agencies (the letter of appropriation); the
objective and results of dialogue between the agency’s management and the
management of the responsible ministry; and the government’s reporting of
results to Parliament.

1.2.1. A common activities structure is being introduced

As of the 2001 Budget Bill, a uniform structure (policy areas) was introduced
for government activities. A division of government activities must in principle
comprise all activities controlled by the government. Such a division must also
enable the government and Parliament to relate results clearly to the politically
stipulated goals. A uniform activities structure will help elucidate how different
measures work towards shared goals and how they interact in order to best
contribute to attaining those goals. It will also be easier to make comparisons
between different areas, which in turn will also make it easier to prioritise
between different activities.

According to the Budget Bill, the basis of all performance management is
that it must be adapted to specific activities. This means choosing and
combining those means of control that overall are best suited to the
management of a specific agency and its particular activities. (It should also be
noted that with performance management, the agencies are given great
freedom of choice in deciding how to organise and control their own activities
in pursuit of their tasks and goals.) The goals that the government formulates
for individual agencies’ activities (in practice the responsible line ministry in
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co-operation with the agency concern dﬁmll thus reflect the goal(}t the
levels of policy area and activity are®» The agencies’ reports in turn fo
basis for the government’s assessfgeént of goal attainment and the need
take measures.

The budget is currently %ided into 48 policy areas ( r market, ¢
transport, migration, equal opportunities, etc.). The po reas comprise
approximately 90% of govern@)t spending. E

2. Measuring and assessing Esrformance @

Cule

The goals for the policy areasyare formulat ithin the framework of the
government’s budget process @Sey are sed by the government (the
responsible line ministry) and dec il by Parliament. These goals have proved‘o
stable over time.

Most of the policy areas are subdivid€d into activity areas. At thig &y too
goals are normally set, determined by the gov€rnmegt. Ltés@t X%y area,
for example, is subdivided into roads, railways, shippin ion, interregional
public transport, and research and analysis. The division into activity areas has
also proved to be relatively stable over time, as have the associated goals.

Each agency’s activities are also subdivided into one or more branches.
Each branch is unique in that it can only belong to one activity area (and thus
one policy area). An agency can on the other hand be active in several policy
areas. One extreme example is the Social Insurance Administration, whose
activities are divided into six policy areas, ten activity areas and thirty
branches. Each policy area has a case production branch, linked to a unique
activity area. In its letter of appropriation to the agency every year, the
government (the responsible line ministry) stipulates the goals and feedback
requirements for each branch (of activity).

Formally, goals are established at the political level. In practice, however,
performance management is in the main an issue for officers both in
Parliament and the Government Offices and in the agencies.

The majority of the goals for the policy areas can be regarded as
effectiveness goals, while the goals at the branch of activity level are in
principle exclusively performance goals. As regards, for example, the
transport policy area, the goal is to secure a transport supply for citizens and
trade and industry throughout the country that is socio-economically efficient
and sustainable in the long term. This objective is divided into three sub-goals
that refer to the transport systems’ accessibility, quality, security and
environment, and contributions to regional development and equality. These
sub-goals in turn form the basis for the more detailed goals that the agencies
concerned are required to attain. One of the goals of the National Road
Administration (which operates in the activity area “roads”) for 2007 is to
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implement cost-effective road safet ce’asures in the state-own(?y'road
network that will lead to a reductionﬁ; number of road accident fatakides
of atleast 20% compared to 2006. T@National Road Administration is to sta
in its annual report the estimatdd lower number of fatalities eriously
injured road users resulting fr hese measures. o

On the basis of (inter alia) the National Road Adminis @v s feedback in
its annual report and speciﬁports, and reports from W€ supreme audit
institution and from the e ation agency in th ea in question, the
government in its Budget Bill gepbrts its assessme e extent to which the
sub-goals in transport policls"lrave been attgf . The use of evaluation
information, however, is gener@limited Q{e udget Bill.

Work on the Budget Bill begins i(ﬁie Government Offices durirrﬁ e
spring. The Budget Bill comprises both pr¢pésed appropriations,@ rious
purposes (e.g. agencies or transfer payments) for ®Bec mig@bhkdget year, and
a retrospective report of performance by policy area in relation to the goals set
by Parliament. Experience has shown that the linkage between the
performance information provided for each policy area and the proposed
appropriations for different purposes is weak.

The final contents of the Budget Bill put before Parliament in early
autumn are a result of the outcome of negotiations between the line
ministries and the Ministry of Finance’s budget department. In connection
with this, a certain amount of discussion takes place between the line
ministries and the agencies concerned. The negotiations are primarily
conducted at the senior official level, but it is also common for different
questions to be elevated to the political level (negotiations between the
Minister for Finance and the responsible line minister). Ultimately, however, it
is the government that has the final word on the contents of the Budget Bill.

Negotiations primarily concern the focus of future policy and thus how
government spending is to be spread over different appropriations. Only to a
very limited extent do the discussions between the line ministries and the
Ministry of Finance’s budget department concern previous performance or
concrete ambitions for the future in terms of performance.

Parliament appropriates funds for various purposes, for example to
agencies and for transfer payments. It also establishes goals for different
policy areas, which constitute an organisational division of the budget.

The government in turn appropriates funds to its agencies on the basis of
what Parliament decides with regard to the Budget Bill. It does this in a special
steering document - the letter of appropriation. A letter of appropriation is
normally directed at an agency and clarifies the operational and financial
prerequisites for that agency for the coming budget year. It contains the goals

Y
3
v
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that the agency is to attain and detail t& requirements stlpulatedf fgr_the
agency as regards feedback of pe mance information. The lette f
appropriation are decided by the @vernment but it is the task of the li
ministry concerned to develop a pﬂoposal that will later become bject of
the customary negotiations wi e Ministry of Finance’s bud pértment. @
In drawing up the content of the letters of appropriatio e discussion
normally takes place betweer@e agencies and line mini@ concerned.

In their annual reports th&agencies then present a@tement of operations i)
that describes what the agenc@complished duril@ year, mainly in terms 3
of performance (inter alia towargoals set by the nment) but also in terms
of operational costs. Based on and ot rmation, an objectives-and- Q/
results dialogue takes place once agear bet}Q\the agency’s management and(o
the responsible ministry (normall resented by the State Secretary).

This dialogue, a regularly recur{ipg element in the annual b(d@t
process, creates the opportunity for the lingggnister responsible @and a
certain level of accountability on the part of ar’ageh:yéné;agement. In
practice, however, accountability cannot be demanded solely on the basis of
the performance stated in the annual report. This is one of the reasons why a
system has not been introduced in Sweden whereby the remuneration paid to
the agency’s management depends on the performance reported.

The agencies’ annual reports, comprising both traditional financial
accounting and a statement of operations, are scrutinised in an external audit
made by the supreme audit institution, an agency subordinate to Parliament.
The annual reports are submitted to the government, but they are as a rule
also given to Parliament’s expert committees. The audit reports are primarily
submitted to the agencies, but are also given to the responsible line ministries.

The performance information is normally not used as a basis for
negotiations or decisions on future resources. This is true both in the
relationship between the line ministries and the Ministry of Finance’s budget
department, and in the relationship between the line ministries and the
subordinate agencies. The reason is twofold: the goals are diffuse and inexact,
and performance as reported by the agencies only reflects certain measurable
dimensions of an agency’s activities. This makes it difficult for the line
ministries to determine the focus and scale of the agency’s activities solely on
the basis of the performance information given. Nor is it possible - or desirable -
to require accountability on the part of an agency’s management solely on the
basis of the performance information that the agencies themselves compile.

4. Reporting on performance

Performance management is strongly linked to the budget process. The
government (the line ministries) uses the performance information partly to
follow up the agencies’ activities (within the framework of the annual goals

PERFORMANCE BUDGETING IN OECD COUNTRIES - ISBN 978-92-64-03403-7 - © OECD 2007 185



I1.11.

SWEDEN

.‘ t E AN
e — 9/,
and the performance dialogue that i;gt% the annual budget procel?i, and
partly to report performance to Parli nt. 0

Every year, in the Budget Bi&Q‘le government submits a sta ment@
operations to Parliament. The govetnment’s statement is on both@icy area
level and an activity area level &jis information is also primag respect of
performance, and only in exceptional cases has to do effectiveness.
Resource consumption in the@icy or activity areas igt rmally reported.

5. Key challenges U @

186

Performance management was introd§€gd both as a tool for the
government’s budget process, avtdl as a wa the government to control its

U

J

agencies. Both these aspects afe yonsidered when examining how the(o

different actors perceive performance management, and the answers are
not always clear-cut. How has perform elmanagement functioned \sgﬁr?

X
5.1. What is Parliament’s view? ® L e C

Parliament has on several occasions called attention to the fact that
operational goals should be formulated in such a way as to enable them to be
followed up. Performance information should be relevant to the goals set.
Performance and development should be reported in quantitative terms to a
greater extent than hitherto, using indicators or key ratios. The government’s
reports to Parliament must also be of such quality that goal attainment can be
assessed (by Parliament).

Parliament has also stipulated that the government’s reports must focus
more on performance and less on activities such as measures taken or
ongoing enquiries. Parliament is more interested in a report on the results of
the government’s measures than a report on what measures (actions) the
government has taken. The reports must also focus to a greater extent on
activities and less on agencies’ achievements, not least with regard to action
taken by the government that affects all sectors (Parliament seeks
performance information on government activities rather than on individual
agencies). The linkages between results achieved and proposed
appropriations should also be improved, and here the government must
clearly state the reasons for its assessments and conclusions.

These reflections are thus based on the view of performance
management as a way of conducting the budget process.

5.2. What is the agencies’ view?

The agencies’ experience of performance management is both positive
and negative. The performance information compiled is used to a fairly large
extent within the agencies, and the dialogue between the agencies and the
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line ministries appears to be developin 'n%radual stages. On the ot é}land,
the agencies say that they find it icult to measure the results of their

activities. They feel that the feedb@ requirements have greatly inigeased

recent years, and at the same tim®&at is not clear to them how th rmance
information is used by the Iine@ﬁstries. In their opinion, theﬁ ies also
have shortcomings in the use of performance informatj h respect to
continuity and competence.

Another observation chat the abundanéf goals, feedback
requirements and tasks in thelagencies’ letters of a@opriation may cause the 3

government’s prioritising to appear unclear to gencies. Then there is the
increased amount of work en\gided by tvernment’s increasingly far-
reaching feedback requirements.

2

In all essentials, these observations,are based on the view of perform
management as a model for the governéﬂrlt’s control of its agencies.\)(

X
5.3. Future challenges ¢ L e C

There are obvious difficulties in formulating goals of political interest for
government activities. It is also difficult to define relevant indicators that
capture the degree of goal attainment. Nor is it a simple matter to relate
resource consumption to goal attainment. The lack of relevant data is
manifest in certain areas, but this does not constitute a crucial obstacle to
more appropriate use of performance management as a form of control.

One particular problem that has been identified in Sweden has to do with
difficulties in managing activities horizontally in a vertical structure. Goals
that are formulated with an accompanying demand to report results in a
policy area structure (vertical) do not, in some areas, reflect the real activity
linkages between different agencies. Consequently neither the responsible
politicians nor the agencies’ management understands how stipulated goals
and the demand to report performance information are in agreement with
how activities are carried out in practice.

A further dimension is the difficulty of co-ordinating the performance
management effort in the Government Offices. It is at present the responsibility
of each ministry’s political executive, the directors of the divisions and
departments, and the responsible administrators in the agencies to manage the
ministry (by performance).

6. Solutions and lessons learned

One fundamental question, in the light of practical experience, is
whether it is realistic to expect that performance information can be used to
enforce accountability and allocate resources in the future. Sweden’s
experience so far clearly shows that it is not possible for the government to
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demand accountability on the par o%the agencies on the @715 of
performance information or to reallocate resources on that basis. On the
hand, performance information rr@be put to some use in the agencies
support their internal controthlch could well Contrlbu greater
efficiency. Another observatipff)is that performance man has in
practice a weak link to financial control. This means, amo@ thmgs that
the government’s efforts to epsyre that funding achieve goals of budget
policy are separated from its=dfforts to manage g nment activities by
means of performance. The importance of perfo e information would
thus appear to be limited fromhe point of vi %udgeting. On the other
hand, the availability of relevar\gﬁerform %rmation is important from

Y
3
v

the point of view of control. A rea@able amgbition for the future, as regards(o

performance management, is to a st ensure that a substantial follow-up_is
carried out in the budget process, both i# the relationship between Parli t
and the government and between the gove ent and the agenci \)

Another question is whether it would be pos&blehb@ ge reporting of
results to Parliament on the performance information that the agencies
provide. A related question is whether it would be possible to evaluate the
agencies’ activities on the basis of the performance information that they
compile themselves.

There are no obvious answers to these questions. What can be said is that in
its present form, performance management in Sweden’s public administration
meets with a number of problems. One difficulty might be that its application and
associated requirements have been pushed too far. It seems reasonable that goal
and feedback requirements take the varied nature of the activities into
consideration to a greater extent. There is also reason to consider in more detail
what performance information should be reported on an annual basis or less
frequently.

Another difficulty might be that it is accorded too much importance,
which seems clear from the lack of political interest in performance
management and the performance information that is compiled.

It should be possible for the government to use the agencies’ performance
information in its reporting to Parliament, at least to a certain degree. But on the
other hand, Parliament cannot normally use the same performance information
for purposes of evaluation. This is because the performance information that the
agencies normally report refers to performance and costs, while evaluations
must be based primarily on information about effects and costs. Nor is it possible
for the government to evaluate the agencies’ activities solely on the basis of
performance information that the agencies themselves provide. Such evaluations
should be made by an actor who is independent of the agency in question.
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It may also possibly be true that th g‘e!rernment’s need for per{clf}:ance
information varies, as on the one haﬁit wishes to manage its agenci
performance in order to realise its @icies, and on the other hand it wishesé
cater for Parliament’s needs for p&formance information to for\ opinion

on the government’s budget pr@sals. o

6.1. Where do we go from hexe? O

Performance managemelit is used both in the r¢lajionship between the
government and the agencies,\and in the relationsh’abetween Parliament and 3

the government. It involves a great many mem of staff at different levels
of the administration. Consi ble res%ges are applied every year to
performance management of the inistralon; at the same time, the results‘O

of these efforts can be questioned. W¢the opinion of the government, the fogus
of continuing work on developing pe(ymance management as a fo@gof
control must be based on experience gain p to the present ti@r this
reason, the advantages and shortcomings of perf&maln_ce@agﬂgement were
the subject of an evaluation in 2006.

In order to improve the performance dialogue between the government
and Parliament, a working group has been set up consisting of representatives
from the Ministry of Finance and the (parliamentary) Committee on Finance.
The question under discussion is on the kind of performance information
Parliament needs to be able to come to a decision on the government’s budget
proposals. In this context, there is good reason to consider what performance
information should be submitted annually or at specified intervals. The efforts
of the working group will be stepped up in 2007. It is not possible at present to
state which observations and proposals the working group will present to
Parliament and the government. However, the members of the working group
are agreed that the present arrangement must be changed in some way as it is
not suited to its purpose.

Meanwhile the government has chosen to appoint an investigator — with a
broad and unconditional mandate - to evaluate how performance management
is used in the relationship between the government and its agencies. The
investigator will also make proposals as to how performance management can
be reformed and developed in order to improve the management of the
agencies, and will describe the requirements and limitations involved.

The directives decided by the government to support the investigator’s
work contain a number of specific questions. For example, the investigator is to:

e Evaluate the interaction between performance management and financial
control.

e Consider what possibilities and limitations exist for the government to
develop clear goals, in a strategic manner, that are of use in the management
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of the agencies and that can be fslfekived up, and also consity the
possibilities that exist to draw up cleslr goals for several agencies.

with the support of performahce information, whether a ies and
assignments have been car out in accordance with th vernment’s
decisions and also for requiring accountability on the of an agency’s
management. One aspec@ to ascertain whereg er of agencies

® Consider and analyse what po ities and limitations exist for assessinQ

contribute to the same goals:

® Consider what possibilitiks) and limitation@ist for systematically

U

J

examining government ac\tﬁties and_a ies with the support of w

performance information.

® Assess what possibilities and @tations exist for adapting performance
management to specific activities aneéituations to a greater extent. @

The investigator’s report is to be subini in November 2007. ﬁ(}e ime
of writing it is not possible to state any of the propo@ls fhat ghe ifivestigator will
put forward; some portions of the discussion currently being held within the
investigation, however, can be presented and are discussed below:.

The experience of performance management has been well documented.
The goals are numerous, vague and difficult to follow up, not least in the
management of the agencies. The absence of goal attainment indicators is a
major shortcoming, at the same time that extensive, highly nuanced feedback
requirements are being imposed on the agencies.

The agencies are forced to devote considerable time and resources to
meeting the requirements presented to them. The time and resources devoted to
annual control and follow-up in the Government Offices are also considerable. At
the same time, it would appear that the performance information collected
cannot be used to any great extent to control/follow up and manage the
administration. In other words, the usefulness of the information collected and
the benefits derived from it are limited.

Against this background the investigator has come to focus on, inter alia,
the following issues:

@ I[s it possible/desirable to formulate goals for all the government’s activities?
At different levels, where subordinate levels are bound up with higher levels?

@ What performance information does the government need to receive from
the agencies to support control/follow-up and management? On a yearly
basis, or less frequently?

o Is the present activities structure suited to its purpose?
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1. Introduction O

This case study defines Qormance informatio@ line with the OECD: i)
broadly speaking, “the term Uncludes both eva}ba ns and performance 3
measures” (OECD, 2005, p. 58).

The use of measures and Mcators %&rmance management and Q/
budgeting - in so far as it concgrrs HM Tkeasury in its role as a finance(o
ministry — has been of greatest sigcance with respect to the public servige
agreement (PSA) framework. These agr@;xents, overseen by HM T‘reasuW, t
out aims, objectives, targets, and e fisb«ncy savings for g% ment
departments in exchange for the resources coeritteE2 ”@ €amswork has
been described by the OECD as being a top-down, total-system approach
(OECD, 2005, p. 61).

Although the emphasis in this case study is on performance measures as
related to PSA targets:

@ Evaluations have also been integral to the performance framework and the
setting of spending plans during spending reviews.

@ Performance measures are used to assist HM Treasury and departments in
collectively delivering over GBP 20 billion worth of annual efficiencies over
the three years from 2005 to 2008.

This discussion focuses mainly on the UK framework and its evolution
from 1998 to the present, providing an overview and highlighting key
successes and lessons learned. However, the framework will evolve further in
the near future: the government is currently in the process of a
Comprehensive Spending Review (CSR) which will conclude in 2007. This will
be a fundamental review of the balance and pattern of public expenditure.
Owing to the ongoing nature of the process, the case study will comment in
general terms on the CSR but cannot make detailed predictions about the use
of performance information for management and budgeting in the future.

2. Description of the performance system
2.1. Background

Following the 1997 general election, the government conducted the 1998
Comprehensive Spending Review which introduced a modernised public
spending and performance management framework in order to support the
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prudent and efficient planning of expenglitdre over the medium to lo@erm.
This included:

® Greater stability through three-;Qr spending plans, to allow de;rtmen@

to plan ahead and to provide a More stable foundation for ma g public
services [these spending pl called spending reviews (SRg), ®ave to date
occurred in 2000, 2002, and 2004; each SR included o erlapping year

from the previous round].
® Separate capital and current budgets, to ensurbat essential capital
investment is not squeezed@t by short-term IE@ures.

e The introduction through sgﬁequent r resource accounting and
budgeting to improve the plaifning and ghol of spending and to increase
the incentives to manage the a@ base effectively.

e The introduction of public service agfeements, which for the first ti“§&t
measurable targets for a wide range oBbe government’s obj @e for
public expenditure programmes. () L e C

The stated aims of the 1998 CSR were to: reallocate money to key priorities;
change policies so that money is well spent; ensure that departments work better
together to improve services; and weed out unnecessary or wasteful spending.

The context of these reforms was one where the political landscape had
shifted following the start of a newly elected Labour government with
manifesto commitments to reform. In terms of the wider economic setting,
the government had inherited a historically unstable economy and recognised
that a lack of end-year flexibility in budgeting had led to distortions in public
spending patterns and a focus on the short term. Providing medium-term
stability and commitment in spending reviews contributed to improvements
on both these fronts.

2.2. Motivation for PSAs

The business of government can be complex. In order to provide a
framework within which to consider government activity, it is useful to
consider the interrelationship of inputs, outputs and outcomes in delivering
this activity. Inputs are those resources that contribute to production and
delivery. Taking the medical sector as an example, inputs commonly include
things such as labour, physical assets and IT systems (doctors, nurses,
scanning equipment, etc.). Outputs are the final products, or goods and
services, produced by the organisation for delivery to the customer (for
example, the number of effective medical treatments or operations that take
place). Outcomes are the impacts or consequences for the community or
individual of government activities, and normally represent what the
organisation is trying to achieve (e.g. longer life expectancy and better health).
Hence outcomes should, where practical, be measured when setting high-
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level organisational targets. The inte iﬁage between resources (mJots
outputs and outcomes is shown in Figwire 12.1.

More information on inputs, &quts and outcomes, and on per ormano
measurement in general, can found in Choosing the Rig RIC: A
Framework for Performance Inforr%on, produced jointly in 2001 easury,

the Cabinet Office, the National Audit Office, the Audit 1Ssion and the

Office for National Statistics q)

The current departmental PSAs primarily incé targets relating to ===
outcomes (e.g. reductions in 1gojtality rates from cer and heart disease), 3
although there are a small nuﬁer of output ets. Successive spending aj
reviews have moved towards gher p ion of outcome-focused PSA
targets, and for the 2004 spendin iew thefe was a substantial reduction in(/)
the number of input and process targets, @

Figure 12.1. Performarbﬁn context "\)
“Tec

Other external
influences

= = = = -

Resources
(GBP) > Inputs Outputs Outcomes

@ Efficiency

C Vawtormoney

Effectiveness

2.3. Content and approaches
2.3.1. Principles of public service performance

The framework for PSAs is based on the four principles of public service
performance, as set out in Chapter 1 of the 2002 spending review White Paper
(HM Treasury, 2002):

® Clear, outcome-focused national goals, set by the government.

@ Devolution of responsibility to public service providers themselves, with
maximum local flexibility and discretion to innovate, and incentives to
ensure that the needs of local communities are met.

o Independent and effective arrangements for audit and inspection to
improve accountability.
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e Transparency about what is being ac 'eeéd, with better informat1£ﬁbout
performance both locally and natiomslly.

Further principles for targ Qwere set out in Chapter 1 ofgthe 20@
spending review White Paper (HM Treasury, 2004), which combin tinuity
of structure from previous spégding reviews with improvem@ to targets.
Good targets need to:

® Be ambitious to meet the rnment’s commitmeqt to improvement and q)
the public’s expectation. Setting a target to deliver % improvement and ==
in the end delivering onl@ is a far better @come than meeting an 3
unambitious target. @ w

@ Involve those responsible fo»livering%?outcomes sought to ensure a
common shared agenda for im! ement and reduce the risk of perverse
incentives or distortions to delivery. (/ @

o Integrate evidence, analysis and best prjacgice in their selectio&e}rasing
and measurement to maximise their impact or.ieliErye C

2.4. Why set targets?

Targets can give a clear sense of direction and priority to service delivery
agents; used wisely, they provide a focus for delivering improved services. As
part of a performance management system, the performance information
underpinning targets provides a basis for monitoring what is working and
what is not; helps to ensure that good practice is spread and rewarded; and
enables poor performance to be tackled. The publication of regular reports of
progress toward targets also provides better accountability to the public.

2.5. Format
The current format for PSAs gives them distinct features, namely:
® An aim, setting a high-level statement of the role of the department.

@ Objectives, setting out in broad terms what the department is looking to
achieve.

e Performance targets setting clear SMART outcome-focused goals under most,
but not necessarily all, objectives. (SMART means specific, measurable,
achievable, relevant and timed.)

@ A statement of who is responsible for the delivery of these targets (usually
the relevant Secretary of State).

Furthermore, as set out in the 2004 White Paper (HM Treasury, 2004), PSAs
in their current form include:

e “Floor” targets focusing in particular on areas of deprivation, ensuring that
everyone benefits from improved public services.
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Figure 12.2. The curﬁt&SA framework /
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e “Standards” ensuring that where previous PSA targets have been met or are
about to be met, performance will continue to be monitored and reported so
that the high levels of performance that have been achieved are maintained
in the future. For example, standards have been introduced for the
Department of Health, where a maximum four-hour waiting time in
accident and emergency units has been achieved; but further
improvements could only be delivered at significant cost (which would
require diverting resources from other priority areas).

"4

The 2004 spending review also set an efficiency target for each
department - focused on improving the “value for money” of key elements of
its work — with the aim of achieving the government’s ambition of over
GBP 20 billion of annual efficiencies by the end of 2007/08.

2.5.1. Developing PSAs

In spending reviews to date, PSAs have been developed by departments in
consultation with the Treasury. An initial, indicative list has been agreed
midway through the spending review at ministerial level, which allows for
further work by departments on the detail - including precise target levels,
baselines, consultation with experts and the delivery chain, and an
understanding of what must be delivered - in order to ensure that effective
targets can be published at the conclusion of the spending review. PSAs have
historically been agreed between departments and HM Treasury, usually on a
bilateral basis (with the exception of joint targets). This has been described by
the OECD as a “top-down and total system” approach (OECD, 2005, p. 61).

Public Service AByeement 0
0

N
Teml note
How the targetgsage measure; 0)
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2.5.2. Legal and institutional frama@ﬁ? Ly /

The performance framework not been defined in law or regula%b
although all departments mus{ port on performance and ﬁgery t

HM Treasury. In addition, the government has committed orting
performance information to P ment, and does so on a twic@arly basis.

2.5.3. Treasury involvemen Q
Again, there are no legal requirements for dértments to develop =

performance measures, condycfevaluations or d p mission statements,

although all departments have begen require tt@velop and commit to a PSA

and all have participated iﬁxe spe review process. The PSA

performance framework, includi s development and evolution, has been(o

led by the Treasury, with rigorous atteption paid to performance meast@s

and evaluations by dedicated teanQ dditionally, the work ‘ach

department is overseen by Treasury “spendlfg tea‘ns” Treasury-ai§g Works in

conjunction with the Prime Minister’s Delivery Unitl—s 1?;2 bring extra

resources and focus to those areas of performance that are key priorities for

the Prime Minister — and the Office of Government Commerce, which works

with the Treasury in developing and improving performance measures for the

government’s programme to deliver over GBP 20 billion of annual efficiencies.

The Chancellor of the Exchequer, the Prime Minister and ministers have
all played key roles in ensuring the success of this framework by providing
leadership and input. Parliament has also played a key role by providing
oversight and accountability.

2.6. Scope and coverage

Performance measures as constituted by PSA targets cover a considerable
portion of government expenditure, but by no means all of it. In some areas of
government spending, target setting is not appropriate — for example, it is not
suitable where outcomes or even outputs are difficult to measure - although
the objectives set out in PSAs are intended to both drive and capture
departmental activity.? There are currently approximately 110 targets, down
from around 600 in 1998.

Looking forward, the upcoming Comprehensive Spending Review will be
informed by an ambitious and far-reaching value-for-money programme to
release the resources needed for the long-term challenges of the next decade.
This will involve further development of the efficiency areas identified as part
of the 2004 independent review of public sector efficiency (Gershon, 2004), in
addition to a set of zero-based reviews of each department’s baseline
expenditure to assess its effectiveness in delivering the government’s long-
term objectives. Whereas past spending reviews have traditionally focused on
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allocating incremental increases in ex l%ture the process of sett "new
long-term objectives in the CSR provit§ an important opportunity for a e
fundamental review of the balann@and pattern of expenditure within a
across departments. The aim of®hese zero-based reviews is t w each
department’s baseline expend@e to reflect changing pr10r1t1 x earson @
from the first CSR.

3. Measurement and assessQnt of results é

3.1. Setting goals U @

Ministers have had substar\gﬂ inputin p@lnents’ objectives, providing
approval, challenge, and ultimat&sign-off. st departments’ PSAs, it is the(o
relevant Secretary of State wh accountable. Excluding exceptional
circumstances, PSAs are not modified mjdway through the spending review@t
remain valid until the next spending rev Bkes place. X \)

Cule

1ng and rondlrifg 4
3.2. Performance measures: overseeing and moni 1@ very

As mentioned in Section 2, targets ideally should specify outcomes and
avoid setting prescriptive input or output levels for the entire delivery chain. It
is important, however, to recognise the influence of other factors on the overall
outcomes that departments are working to improve. Thus it may not always be
clear how much of a change in an outcome can be attributed to an organisation.
For example, a public health initiative may not produce the desired influence on
life expectancy due to other lifestyle factors. Moreover, measuring outcomes in
public sector activity can be highly challenging: for instance, outcomes may
only become measurable long after outputs (this holds for the health example
above). As a result, in some cases it may be more practical to use outputs to
underpin performance measures, but it is important to take quality
considerations into account when quantifying outputs and to be clear about the
anticipated linkage between outputs and outcomes.

Much emphasis is currently placed on the need to measure delivery
success in terms of change on the ground: real-world improvements for people
who use public services. Examples of the size of the challenge include rapid
turnaround of patients in hospital accident and emergency units, motorway
journeys that are less frustrating, or a sustainable rural economy. Because of the
influence of external factors and the need for government departments to meet
the challenge of delivering outcomes, there has been an increasing focus on
delivery in recent years. The Prime Minister’s Delivery Unit has, in conjunction
with HM Treasury, worked to achieve substantial progress in this area. Notable
changes to the framework include the introduction of delivery plans (as
previously mentioned) to ensure that departments consider and plan how they
will realise improved outcomes.
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3.3. Evolution of PSAs S { Vs
As noted above, PSAs were firgg introduced in the 1998 Compreherg
Spending Review, which set ap Qximately 600 performance taggets fo%
around 35 areas of government (HM Treasury, 1998). However, th@ority of
targets set in 1998 focused omputs or processes rather t on the key
outcomes and outputs of government. By the time the 2ending review
had concluded, the number @rgets was reduced tquarotnd 110. The three q)
spending reviews in 2000, 2002, and 2004 have introd arevised format for
PSAs, a more considered apprfadh to joint targets,? supporting documents 3
to the PSA architecture in the fc{gff publishe@ nical notes (TNs). w

TNs are detailed documen at set actly how the PSA targets are (0
defined, which data sources are uged to measure progress towards the target,
and a description of how the target can ée/judged as met or otherwise. TNs@’p

published on departments’ websites. b’ \)
. ° | C X
3.4. Setting targets e

3.4.1. Choosing the right targets

Targets need to be chosen carefully. In setting targets for large
organisations such as government departments, it is important to focus on a
manageable number of priority areas. The current set of PSAs contains around
110 targets for 20 departments, an average of less than six per department.
Targets should be outcome-focused and meet the SMART criteria, i.e. specific,
measurable, achievable, relevant and timed. It is also important that the target
represents a real measure of success - i.e. that if the target is achieved there is
a noticeable difference in the quality of the public services being delivered, or
in the economic, environmental or other impact of expenditure programmes.
Finally, and perhaps most importantly, it is essential that a target be defined
in such a way that it can be cascaded down through the delivery chain, and
that it makes sense at the local or “front-line” level.

There are also pitfalls to avoid when setting targets - measurement issues
in particular. For example, there was considerable external comment about the
Department of Health’s 2002 spending review target to cut maximum waiting
times in accident and emergency units to four hours. A milestone towards the
target was defined in such a way that the performance of the National Health
Service Trust accident and emergency departments (A&E) was assessed for one
week only. Some commentators wondered if this had led to a distortion of
activity for the week during which performance was measured, but over the
following weeks there was a noticeable and sustained step change in the length
of waits in A&E (and the target has since been successfully met). This highlights
the importance of considering incentives when designing measurement
systems and, more generally, of consulting front-line workers (doctors, nurses)
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and other key stakeholders in the delive! %ﬁain if targets are to be ué}f The
government will inform its priority sem'ﬁgy through consultation with front\iihe
professionals and the tertiary sectdg/and increase its focus on the needs a
experiences of service users th®mselves. Consultation form: t of the
“national debate” on the future rities for public spending an ic'services
that the government announced with the 2006 budget. Q
epartments and

Final assessments of pen@mance are agreed betwee
HM Treasury; the final ass€S8ment must be pubfisped by the relevant

department. U @

As part of the government’s yesponse to L@/Sharman’s report on audit
and accountability, it has invi the Co@soller and Auditor General to

Cule

validate the data systems unde ning PSA targets.? The National Audit(o

Office (NAO) has validated the data systems underpinning each of the
spending review targets and found t /7% of data systems pro i& a
broadly appropriate basis for measuring p#@gress” although it.aldg eid that
“there is much opportunity for departments to ta&e k@agon to ensure
that data systems for all PSA targets are robust”. The NAO is currently in the
process of validating the data systems underpinning PSAs from the 2004
spending review and is expected to publish a full assessment during the
course of 2007. Additionally, many PSA targets rely on national statistics,
which will be independently assessed if plans to create an independent board
to govern the production and release of national statistics have been approved
by Parliament and implemented.

4. Integrating performance information in the budget process

200

4.1. Linkage of performance information to budgeting decisions

Performance information is discussed as part of spending review
negotiations between the Treasury and departments, although there has been
no predetermined, mechanistic relationship between past performance and
resource allocation for the future. The Treasury is actively involved in the
development of performance information and, as previously mentioned,
technical notes have been published as part of spending reviews. Over time,
departments have acquired greater capacity to develop effective performance
information systems. This capacity has been supported by HM Treasury and
other expert bodies, including the Audit Commission and the National Audit
Office, the United Kingdom’s supreme audit authorities. A further key
challenge is ensuring that PSAs are agreed, and delivery plans formulated, on
the basis of sound evidence.

In a given spending review, the targets set will be consistent with the

departments’ overall spending envelope, rather than setting spending
settlements according to the proportion of targets from previous spending
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reviews that a department has met. bﬁl ically penalising departml\ms for
failing to meet outcomes might not fficient - for example, where extewdal
influences have impacted significa@fly on the outcome - and would, focus
the past rather than looking to pWorities and challenges ahea ever, in
the past PSAs have success@ly ensured returns in exc? e'for the ®
incremental increases in expenditure that departmen collectively
received over the past few qu—ilng reviews. @

h

Most targets are set wit end date around t ose of the spending
review period, beyond which tkgartmental budgev%e uncertain. 3

5. Incentives and reporting \)) Q\ "/}

5.1. Enhancing accountability O 9

One of the key elements of a PSA he statement of who is respo§@¥e
for delivery. The relevant departmenta t; ary of State (or Se 18s of
State in the case of joint targets) is accountable fogthejde of the PSA and
for performance against the targets therein. The Chance 1or of the Exchequer
chairs a subcommittee of the Cabinet on Public Services and Expenditure
(PSX), which holds ministers to account for their delivery of public service
improvements and their use of public funds in delivering them. The Prime
Minister’s key priorities are focused on by the Prime Minister’s Delivery Unit
(part of the Cabinet Office), and HM Treasury and the PMDU work closely with
departments on delivery issues. This is reflected in a joint HM Treasury/
Cabinet Office PSA target to “improve public services by working with
departments to help them meet their: PSA targets...; and efficiency targets
amounting to £20 billion a year by 2007/08, consistently with the fiscal rules”.
The Chancellor of the Exchequer and the Minister for the Cabinet Office are
jointly responsible for the delivery of the target as it relates to PSAs; the
Chancellor is responsible for the other elements of this target.”

Moreover, the principles of public service performance set out earlier
(see Section 2.3.1) identify an essential role for PSAs in providing transparency
and accountability to the public about what is being achieved. Departments
have accounted for themselves annually in departmental reports, published in
the spring, since the beginning of the 1990s. The reports set out expenditure
plans and performance, including a number of tables summarising how the
department is resourced and staffed to deliver its objectives, and describe
latest performance in relation to the department’s PSA targets. In 2002 the
government increased the frequency of PSA reporting to twice a year through
the introduction of autumn performance reports. As part of the 2002 spending
review commitments, the Treasury maintains a single portal to all
departmental performance documents on the web. These reports are used by
and accessible to Parliament, parliamentary select committees (which focus
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on particular departments), the public Sn%HM Treasury. Departmenéﬁnust
account for the reliability of their perfedmance information to Parliamentsad

as mentioned, data systems are be@ validated by the National Audjt Ofﬁc{b

This system of biannual repdrting places the United Kin' at the
forefront of reforms to put per: ance reporting and genuin@ountability
into practice.

5.2. Sanctions and reward@

There are no formal or 1‘@1 sanctions for r@sters and departments

U

J

when they do not achieve their PgAs. PSA erf@ance is reviewed regularly w

as outlined above and minis¥fs are h ccountable through PSX, in

particular through public reporti @‘ echanisms. Increasingly, and with the‘o

help of the Prime Minister’s DeliveTy Unit, departments have been adop#
more formal programme and project n& dologies in managing th{gﬁSAs,

including designating senior officials who acc%unIble for Ee;r&g nce.

HM Treasury will be looking at departmental per ce against public
service agreements in the context of the Comprehensive Spending Review,
which will be a fundamental review of the balance and pattern of public
expenditure, taking stock of what investments and reforms have delivered to
date and identifying what further steps are needed to meet the challenges and
opportunities of the decade ahead. Through this process the government will
set new objectives and priorities for the CSR period and beyond, with
departmental allocations set accordingly. However, there is no mechanistic
relationship between the proportion of targets from previous spending reviews
that a given department meets and the expenditure that will be allocated to it.

6. Key challenges, lessons learned, and ways forward

202

6.1. Delivery

Understanding the delivery chain at the target-setting stage is important
for ensuring that any targets that government sets are achievable and realistic.
Almost all PSAs are now supported by a well-established delivery plan. The
challenge from now until the end of the current spending review period
in 2008 is therefore implementation: delivering the irreversible step change in
UK public services encapsulated by the PSA targets. Doing so requires
ambition, focus, urgency and clarity. As government strives to deliver
increasingly complex outcomes that cut across organisational boundaries,
understanding implementation and how a target will be operationalised
becomes increasingly important. Likewise, it is important to have timely, high-
quality information about developments in the delivery chain to enable
monitoring and challenge by senior management. High-level leadership is yet
another important factor in driving delivery: the profile of issues around
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public service quality and public man &mnt in the United Kingdéw has
helped increase the impetus stemm¥g from the top, particularly at a e

when public expenditure has risen @niﬁcantly and improvements :re righ

expected to match significant exfha resources. This impetus ha ed drive
success within the United Kin@n’s performance frameworko

O

Ensuring that departmen@iave access to high-q@ty, robust and timely s
performance data that help@lernment relate/fBgources to outcomes is 3

6.2. Measurement

crucial. Setting technical notes and considerin@easurement issues during
spending reviews represents a \B;siderab vance. However, there is some
scope for improvement: further lopmeRt in this area could come from(O
even greater attention to measure t issues at the stage when PSAs are sgt;
careful consideration of data quality @ related issues during the lif( a
PSA; enhancements to guidance to ensugeyeonsistency in dat ction;
further investment in measurement systems; andﬂnplgre@r@in disclosing
data weaknesses.

6.3. Incentives

Failure to gain the support of key agents can lead to problems with
perverse incentives and gaming. Solutions include consulting with staff at the
front line of service delivery and other agents at key stages in the delivery
chain, which is important for understanding how to create the right incentives
when performance information is used for management and budgeting
purposes.® Moreover, if performance-based budgeting is to be used to create
incentive, it is helpful if budgeting agencies understand and can predict the
likely effects on agents’ behaviour. For example, if performance and budgets
are linked through pay, there is a risk that expenditure will be difficult to
predict without this understanding.” Solutions might include taking a
cautious approach to activity-based budgeting, rigorous consultation and
analysis, and “piloting” performance-based budgeting schemes.

6.4. Relevance

It is important to ensure that national targets remain relevant at the local
level if local partners and delivery agencies are to continue to see national
targets as a priority. Focusing on outcomes also helps to ensure that
government outputs have relevance at the local level. For example, increasing
the number of police on the street may have limited relevance in an area with
little street crime; however, focusing on a reduction in crime allows local
authorities to tailor their response to local needs. Moreover, targeting
minimum standards or an improved national average allows more flexibility
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for local areas that already meet th(:rs;ﬁa&ards or beat the natlonaléwrage
compared to targeting an improve t in all areas, as such improvemesnts

might be a relatively low priority fieome areas.

6.5. Decentralisation m \*

Focusing on outcomes enables decentralised dec1swn@ g by allowing
other departments and ageng:sl to decide what mi uts is best for
achieving those outcomes. By trast, input- and ou oriented targets can
restrict delivery agencies in terns pf what activities ﬂa‘ ocus their resources on.

"7

6.6. Local involvement \)}

Y
3
v

In many instances the outp‘l@of local*authorities and agencies play a‘o

substantial role in delivery. If perfo

anagement is to be successful, 1
organisations ought to be treated as paréﬂ nd should be consulted
performance will be managed and what cE(comes be a \-Swhlle

n
recognising the legitimacy of central government ITAGﬁ riorities and
aspirations. Consulting local delivery partners and working with them to
establish a performance framework and set targets is important for ensuring that
the performance framework has buy-in throughout the delivery chain and that
any targets are ambitious but realistic. Moreover, ensuring open communication
channels and a feedback mechanism that gives local agencies a voice in the
centre enables the centre of government to take an overview as to how different
central departments are impacting on and interacting with local partners.

6.7. What others think of the PSA framework

There has been much interest in the United Kingdom’s framework for public
service reform, both domestically and internationally. Regular media coverage
occasionally portrays the system as centrally imposed control or “Whitehall
bureaucracy”. However, there has also been much parliamentary interest in PSAs
which, while identifying some concerns and weaknesses within the framework,
has recognised the need for performance measurement to play a significant role
in improving public services. The NAO has endorsed the framework, saying: “The
introduction of public service agreement targets, and in particular the move to
outcome-focused targets, is an ambitious programme of change which puts the
United Kingdom among the leaders in performance measurement practice.”

The government’s approach to outcome-focused government and
performance measurement in public services has also generated much
international interest. Over the past few years, the Treasury has received
visitors from more than 40 countries and institutions, including officials and
representatives from governments, academic bodies, and international
institutions such as the International Monetary Fund and the European
Commission.
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6.7.1. Other 65— ql("
7.1, performance framewo:ia /0

One of the biggest criticisms ét e PSA framework is the “plethora 95
targets that dominate the public or. While the PSA framework gself set
an average of around six or seven targets per department, th ;e often
other targets and measurememameworks - operating withi partments,
and not led by the Treasury - within which local deliv gents are held
accountable. These include b alue performance in&t S, which are a set

of common performance measures that allow relat omparison of local
authority performance acrdﬁ)the full range ofaervices delivered. One
consequence of such a suite of measures is t ront-line agents often feel
that anything that is measure being t%ﬁd It is important to consider
the impact of “cascading” target rough erformance measurement and
assessment frameworks, and to ide 1fy how these impacts might be lesse@d
by adopting a more careful and discrim Liapproach

\>
6.7.2. Impact ® L e C’&

There have been significant achievements in key areas where PSAs have
been set, including reductions in crime, improvements in hospital waiting
times, and improved educational attainment.

Cule

Performance information in PSAs has given focus to management,
provided a basis for making difficult decisions about priorities, and galvanised
delivery agents towards delivering improvements in public service outcomes,
thereby pushing the emphasis towards getting the most out of a given basket of
resources. Since departments often have ambitious targets, their own finance
divisions have to manage resources tightly in order to achieve improvements on
any one of those fronts. In that sense, the focus on producing significant
improvements in outcomes also helps place pressure on departments to use
only those outputs that are most effective for achieving the outcome.

PSA performance information is not intended to help maintain aggregate
fiscal discipline, which stems from the United Kingdom’s fiscal rules.®

7. The way ahead
7.1. Looking back

The public service agreement framework has come a long way since its
inception in 1998. Each subsequent spending review has seen refinements to
its architecture, and since its implementation the PSA framework has ensured
that incremental increases in public expenditure have met with real progress
on the government’s key priority outcomes.

PSAs have moved away from micromanaging inputs and prescribing
processes to a focus on the outcomes that matter to public service users,
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enabling greater flexibility and inno n in front-line dehvery(}hese
continuing reforms and evolution in PSA framework have played a ke
in driving significant 1mprovemer@ across public services (for e mple
health, education and crime). §

7.2. The 2007 Comprehensﬁ@spending Review Q
pending review

With 90% of PSA targets ing to an end in t

period, there is an opportun@; further develop t amework as part of
the 2007 CSR. The delivery lagdgcape is progressi more devolved to local
government, the front line, execCutjve agencies er delivery units. As the
framework evolves, it will beco lear th@ectives, targets and measures
set at a national level do not exisﬁsolatio
outcomes requires coherent align t of all the levers, drivers and incenti
that exist throughout complex deliveryéyains.

In summary, the reforms announceb‘fn the r ent ZOgZQQudget
Report will go further to rebalance public sector perfor n@m agement, by
implementing an evolved PSA model that:

® Sets clear national priorities, through a more focused set of “corporate” PSAs
that express the key cross-government priority outcomes for the spending
period and serve to unite efforts across departmental and organisational
boundaries.

e Strengthens accountability for delivery through published delivery
agreements, which will serve to ensure that sustained improvements are
delivered across diverse public service outcomes.

@ Incentivises responsive public services, by allowing for increased use of
measures that capture user experience and satisfaction, and attaching precise
targets or standards to PSA indicators only where these are the most effective
way to drive delivery, with consideration to the effect on the front line.

@ Empowers communities and citizens to engage, by using delivery agreements
to systematically increase the use of mechanisms that enable citizens to hold
public services more directly to account.

These PSAs will be complemented by a wider set of high-level strategic
objectives within each department that will drive the totality of their business.
Along with the other changes to the framework, they will establish the
conditions for continued improvements in performance in the CSR years,
when public expenditure growth is projected to slow down.

Y
3
v

, and that successful delivery of(’)
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1. The OECD publication also informs nterpretation of performance informa
as it applies to management and geting processes. 6

2. Unless otherwise specified, refe&nces to public service agreem ﬁ\ere and
elsewhere refer to those s t the 2004 spending review 'heé overall
framework since 1998, rather than the PSAs that will be s@ rt of the 2007

Comprehensive Spending Re

3. Hence spending reviews hé taken a comprehensiyd\(rather than a partial) q)
approach to performance budgeting as broadly define e of the definitions of =
performance budgeting descl@s it as “any budge t presents information on 3

what agencies have done or eXpect to do with t ney provided” (OECD, 2005,
p- 59). See Figure 12.2 for a rem@r of the ?c\t of PSAs, including objectives.
e

4. The Comptroller and Auditor Ge 1 is th ad of the National Audit Office, the(/)
United Kingdom’s supreme aﬂ@authority for central government. Local
government falls under the remlt the Audit Commission. Cople f
Lord Sharman’s report, and the govern s response, are available a
treasury.gov.uk/documents/public_spending_| re}b’ng/gouernance risk/ps N‘}nance
sharman_report.cfm. é

5. 0n the government’s efficiency programme, HM Treasury and the Office of
Government Commerce provide detailed principles and guidance for departments
as to what is acceptable within the efficiency programme and how their efficiency
programme should be measured. Departments submit returns to HM Treasury
and the Office of Government Commerce based on this guidance, and are then
monitored and challenged accordingly. This has a different emphasis to PSAs,
where performance information and measurement are much more clearly the
responsibility of departments. On the governments’ efficiency agenda, regularly
published performance information supported by review from the NAO has
provided additional impetus and support.

6. Note the example provided in Section 3.4.1 above.
7. This is a specific example of “activity-based budgeting”.

8. More information on the fiscal rules can be found at www.hm-treasury.gov.uk/
documents/uk_economy/fiscal_policy/ukecon_fisc_index.cfm.
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1. Introduction O
The American taxpay@ expect their gove ent to implement
programmes that will ensure thei nat10na1 secunty ov1de critical services.
Taxpayers deserve to have th oney spent to create the maximum
benefit. The executive branch o e Unite government should be held
accountable for programme perfo ce by merican people. For the federa
government to be held accountable, American people must have clear, candid

information about each programme’s su%/sses and failures.

The United States executive branch is lysing this type of i f‘)aatlon
about weaknesses and strengths of federal p&gr;lr_n &mkmg it
available to the public on www.ExpectMore.gov. Additionally, in all cases the
administration has detailed plans to improve programme performance and is
reporting on implementation. This has not happened overnight.

2. History of performance management in the United States
government

210

In 1993 the United States government enacted the Government
Performance and Results Act (103 P.L. 62; 107 Stat. 285). For the first time, the
law required that agencies craft strategic plans and measure and report
performance. As a result of this law, federal agencies are required to consult
with stakeholders, including the United States Congress, on their mission
statement, long-term strategic goals, and the strategies they will employ to
achieve results. Agencies are also required to produce annual performance
plans that show how they expect their activities to achieve annual goals and
to report at the end of the year on their actual performance.

The Government Performance and Results Act laid a strong foundation for
performance management in the federal government. However, numerous
weaknesses in the implementation of the act impeded its progress. Many
agency and programme measures were insufficiently outcome-oriented.
Neither Congress nor the executive based its decisions on available
performance information. Implementation of the Act was more of an exercise
than a useful process to inform decision makers about and help improve
programme performance.

Y
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3. The President’s Management Adggtﬁ and the Budget { /
and Performance Integration Initi @)

The federal government’s P Qlents Management Agenda ingludes Q

one of its government-wide,initiatives the Budget and P mance
Integration Initiative, which s to ensure that federa 13rs produce
maximum results. It was designed to overcome maj plementation
weaknesses of the Governmeft Performance and Results Act, especially poor- q)
quality goals and insufficient use of performance i mation in decision ==

making. To accomplish this, @ral agencies and@e Office of Management 3
and Budget (OMB) collaborate to i entlfy Wthh grammes work, which are Q/
deficient, and what can be don improv ormance in all cases. At times

it is necessary to reallocate fun from ineffective programmes to more(o
effective ones. This and other decIsions about programmes are ultlma

made jointly by Congress and the pre but the analysis proQ can

help the executive and legislative brancheEPﬁake maqre 1nfo isions.
Other elements of the initiative include measurlng e eff1c1ency
using full cost and marginal cost analysis, and generally expandmg the use of
performance information in decision making.

The Budget and Performance Integration Initiative measures its success
in two principal ways:

e Improved programme performance: Through the use of performance
assessments, programmes will improve their performance every year. This
is done by creating and tracking each programme’s results. The initiative
requires each agency to identify weaknesses in programme management
and design and then develop and implement clear, aggressive plans to get
more for tax dollars every year.

® Greater investment in successful programmes: Overall, scarce resources
need to be allocated to higher-performing programmes. Additionally, poorly
performing programmes that address a critical need should demonstrate
better results. Performance will never be the only factor in decisions about how
much funding programmes receive. However, Congress and the president,
equipped with information from the Budget and Performance Integration
Initiative, can consider performance to a greater degree in their decision
making and invest primarily in programmes that provide the greatest return.

Currently, the initiative is making more progress toward the first goal:
programmes are becoming more efficient and more effective through
implementation of meaningful improvement plans, developed in
collaboration with the OMB. Among the many examples:

@ The Department of Veterans Affairs is reducing the time it takes for military
veterans to get medical appointments. From 2001 to 2005, the Veterans
Health Administration (VHA) substantially reduced the number of new
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veteran enrollees unable to schedule pointment for medical cat rom
a high of 176 000 to 22 494. VHA r hﬁls a leader in customer satlsfac
with an inpatient satlsfactlon@ore of 84 out of 100 on the merlc
Customer Satisfaction Inde}f,kshghtly higher than the s ﬁ%f 79 for
comparable private sector s@ces.

® To reduce fatalities from automobile accidents, the@mnal Highway
Traffic Safety Administratigromoted greater safegy b se among high- q)
risk groups such as youn drivers, rural pop ions, pick-up truck
occupants, 8- to 15-year-ol ssengers, occas safety belt users, and 3
motor vehicle occupants in states with seco safety belt use laws. As a
result, nationwide safety Baiuse in from 73% in 2001 to 82% w
in 2005, an all-time high. Ql (’)
Agencies are also identifying eps they will take to improve e?
programme’s performance even further‘éﬁ rogrammes, regardless of\v& t
they perform poorly or well, should strive to rforan better eac
Progress toward the second goal of improving I’ESLCQHOCEIUOH is slow.
Overall, high performers received larger funding increases than those that did
not perform as well but, in general, recommendations to reduce funding for
ineffective programmes or those that cannot demonstrate results have been
less successful. For instance, the FY 2006 president’s budget proposed
21 programme terminations and nine programme funding reductions that
were primarily based on poor performance. Only seven of the terminations
and four of the reductions were enacted by Congress.

4. How the Budget and Performance Integration Initiative works

There are several aspects of the initiative designed to maximise programme
performance:

® Assess performance with the PART (Program Assessment Rating Tool).
@ Publish a scorecard to hold agencies accountable for PART recommendations.
® Broadcast results on a new website, www.ExpectMore.gouv.

e Implement interagency programme improvement.

4.1. Comprehensive assessment with the Program Assessment Rating
Tool (PART)

How does the US government ensure that programmes are improving
every year? First, it assesses how they are performing today. Eighty per cent of
government programmes have been assessed using the PART.
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4.1.1. What is the PART and how iiﬁ%ed? V3

Agencies and the OMB evaba e a programme’s purpose, des 5)
planning, management, results ag accountability, in order to deteggmine
identify follow-up action%mprove

overall effectiveness. They the
programme results.

Because federal programmes deliver goods and serusing different
mechanisms, the PART is custon}ised by programme cagegory. The seven PART
types are: direct federal; competitive grant; block/forré grant; research and
development; capital assets,ahd acquisition,; @it; and regulatory. On
www.ExpectMore.gov, program are als@; d by specific programme

tc.)

Cule

area (environment, transportatl , educat

Each PART includes 25 basic ¢ ions and additional questions tailored to
the programme type. These are divided to four sections. The first ques
gauge whether a programme’s design an se are clear and defen ile* The
second section involves strategic plannlng&ld welgtm éﬂ e agency
establishes valid annual and long-term goals for its mes. The third
section rates the management of an agency’s programme, including financial
oversight and programme improvement efforts. The fourth section of questions
focuses on the results that programmes can report with accuracy and
consistency.

The answers to these questions result in a numerical score for each of the
four sections, from 0 to 100 (the latter being the best score). Because reporting
a single weighted numerical score could suggest false precision or draw
attention away from the very areas most in need of improvement, numerical
scores are translated into qualitative ratings. The scores and associated
ratings are shown in Table 13.1.

Table 13.1. Scores and associated ratings

Range Rating

85-100 Effective

70-84 Moderately effective
50-69 Adequate

0-49 Ineffective

Regardless of their overall score, programmes that do not have acceptable
performance measures or have not yet collected performance data generally
receive a rating of “results not demonstrated”.

PART ratings do not result in automatic decisions about funding. Clearly,
over time, funding should be targeted to programmes that can prove that they
achieve measurable results. In some cases, a PART rating of “ineffective” or
“results not demonstrated” may suggest that greater funding is necessary to
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overcome identified shortcomings, whil rogramme rated effectlé/ may
be in line for a funding decrease becasg it is not a priority or has compleied
its mission. However, most of the @m, an “effective” rating is an ipdicati
that the programme is using its fiteding well and that major Cha?%may not

be needed. m o

4.1.2. A scorecard to hold agcies accountable O

More and more agencies achieving greater re with the help of the
habits and discipline establisljed through the get and Performance
Integration (BPI) Initiative. TheSe agencies recc@se that the PART can be a
useful tool for improving perfo ce.

The President’s Management nda est: blished clear, government- w1de0)

goals or standards for success (Www.jesults.gov/agenda/standards. pdf)
several key business functions, one is Budget and Perfo ynce
Integration. Agencies have developed and & implementing strong
action plans to achieve these goals. Most importan y,rjgen@s e expected to
take such action, and are held publicly accountable. The standards for success
in relation to the BPI Initiative are listed below:

® “Senior agency managers meet at least quarterly to examine reports that
integrate financial and performance information that covers all major
responsibilities of the department. Agency achieves planned improvements
in program performance and efficiency in achieving results each year;

@ Strategic plans contain a limited number of outcome-oriented goals and
objectives. Annual budget and performance documents incorporate
measures identified in the PART and focus on the information used in the
senior management report described in the first criterion;

® [Agency] Demonstrates that it has performance appraisal and awards
systems for all SES [senior executive service] and managers, and more than
60% of the workforce, that effectively: link to agency mission, goals, and
outcomes; hold employees accountable for results appropriate for their level
of responsibility; differentiate between various levels of performance
(i.e. multiple performance levels with at least one summary rating above Fully
Successful); and provide consequences based on performance. In addition, at
a beta site, there is evidence that clear expectations are communicated to
employees; rating and awards data demonstrate that managers effectively
planned, monitored, developed and appraised employee performance; and
the site is ready to link pay to the performance appraisal systems. The agency
is working to include all agency employees under such systems;

@ [Agency] Reports the full cost of achieving performance goals accurately in
budget and performance documents and can accurately estimate the
marginal cost of changing performance goals;

v
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® [Agency] Has at least one efﬁciencgﬁaﬁhre for all PARTed prograné/AND

® [Agency] Uses PART evaluations ]té ect program improvements, and 5
if

ratings and performance inf ation are used consistently o justi
funding requests, management dctions, and legislative propos%ss than
10% of agency programs rec% a Results Not Demonstrate@mg for two
years in a row.”

Each quarter, agencies r@ve two ratings. First,q¢hey are rated on their
status in achieving the overall goals for each initiativ&ey are then given a
red, yellow or green rating tQ glearly announce@ir performance. Green
status is for success in achieving results in eachgijthe criteria above; yellow is
for an intermediate level of peré‘&ance; d is for unsatisfactory results.

s
Cule

Second, agency progress tow@ reaching the BPI standards is assessed
The review is on a case-by-case basis ggainst the deliverables and time
each agency establishes for itself. Thlsﬁ ress is also given a colo 1ng
Green is given when implementation is pr(b%dlrg ac g agreed
with the agencies; yellow when there is some slippage issues requiring
adjustment by the agency in order to achieve the initiative objectives on a
timely basis; and red when the initiative is in serious jeopardy. In that case, it is
unlikely to realise objectives without significant management intervention.

As of 31 March 2006, ten agencies achieved green status on the Budget
and Performance Integration Initiative scorecard. These are the:

Department of Energy

Department of Justice

Department of Labor

Department of State

Department of Transportation

National Aeronautics and Space Administration
National Science Foundation

Small Business Administration

Social Security Administration

US Agency for International Development

The scorecard is an effective accountability tool to ensure that agencies
manage the performance of their programmes. Although their scorecard
rating is not directly linked to any consequences, it is quickly understood at
the highest levels of the administration as an indicator of an agency’s strength
or weakness. The government-wide scorecard reporting on individual agency
progress is published quarterly at www.results.gov/agenda/scorecard.html.
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4.1.3. Results on ExpectMore.gou \ﬁ S V4
This year a new website, ExpectMore.gov, was launched to pro%
Americans with candid informati bout which programmes work,gwhich d
not, and what all programmes_are doing to become better eve r. Until
now, Americans only had limi@ access to information on h eir federal
government performs. In many cases, it performs wel some cases, it
performs better than the priv@ sector. q)
This site contains PART summaries for all pro mes that have been =

assessed to date, providing all o the information ac rned citizen would need
in order to assess performance. Eagh assess n@cludes a brief description of
the programme’s purpose, its mﬁéﬂl rating) e performance highlights and
the steps it will take to improve he future. For those interested in moreo)
information there are links to the dgtailed assessment, as well as @ﬁ
programme’s website. The detailed P. ssessment includes ansye¥s to
questions with explanations and supp<E1'ng svidE;ge. Itéls‘, cludes
performance measures along with current performance @atlon. In addition,
there are regular updates on the status of follow-up actions to improve
performance. These updates appear at least annually, more often if necessary.

A visitor to the site may find, at least initially, that programmes are not
performing as well as they should be, or that improvement plans are not
sufficiently ambitious. This site is expected to change that. A variety of
benefits are anticipated:

@ Increased public attention to performance and results.

® Greater scrutiny of agency action (or inaction) to improve programme
results:

% Improvement plans will be transparent.
% Statements about goals and achievements will be clearer.

@ Demand created for better-quality and more timely performance data.

4.1.4. Interagency programme improvement

The administration continues to look for new ways to improve the
performance of programmes with similar purpose or design by using the PART
to analyse performance across agencies. This cross-cutting analysis can
improve co-ordination and communication by getting managers from
multiple agencies to agree to a common set of goals and placing the focus on
quantifiable results. It breaks down barriers across the federal, state, and local
levels so that all are working toward the same goal. Only topics that are
expected to yield meaningful results are selected: this past year the
administration completed cross-cutting analyses of block grant programmes,
small business innovation research and credit programmes.
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Block grants. One of the tools s%commonly used by the (\ﬁeral
government is the block grant, espetﬁy in the social services area e
states and localities are the serv1c@rov1ders Block grants are embraced fo
their flexibility in meeting local f&oeds, and criticised because ﬁ\tabﬂlty
for results can be difficult whgjf¥unds are allocated based o las and
population counts rather than achievements or needs dition, block
grants pose performance mea&ement challenges precisQ:cause they can q)
be used for a wide range o tivities. The obsta to measuring and 7
achieving results through thesg@rogrammes are re@ d in PART scores: they 3

v

receive the second lowest aver®ge score of the PART types; 8% of block
grant programmes assessed to@e are rQ]\i ffective; and 45% are rated
“results not demonstrated”.

2

The characteristics that dis¥inguish high-performing block gr

programmes from low-performing one (
e Top management commitment to manab{g for rests &\)
e Strong, outcome-oriented performance measure a@ goals used by

management and grantees.

e Performance information that is relevant, transparent and accessible, so that
management and grantees can easily find out what works and replicate it.

® Programme performance is incorporated into managers’ and employees’
performance appraisals.

The goal of this “cross-cut” analysis was to share block grant best practices
across agencies. During this past year, the BPI Initiative led a seminar where
multiple agencies learned lessons about performance measurement,
accountability, data collection and reporting for block grants.

All block grant programmes integrated what they learned from this work
into strong improvement plans that ensure that:
e Grantees and subgrantees commit to outcome-oriented goals.
e Data on whether those goals are achieved are collected and made public.
e Information about proven interventions and how to implement them is
shared widely.

The long-term impact of this work will become clear over the coming
years, through monitoring of the ability of these programmes to create better
outcomes for the citizens they serve.

Small business innovation research (SBIR). The SBIR programme,
established in 1982, sets aside 2.5% of government research and development
contract and grant funding to allow small businesses to find innovative
solutions to government challenges. The goal of the programme is to assist
small businesses in undertaking and obtaining the benefits of research and

PERFORMANCE BUDGETING IN OECD COUNTRIES - ISBN 978-92-64-03403-7 - © OECD 2007 217



11.13. UNITED STATES

218

1t Eqo.
e — Ay
development, while assisting the fundisgagencies to realise their Il\'ysion‘
Approximately USD 2 billion was speflast year in SBIR programmes.

All federal agencies with R udgets above USD 100 milliong per yea
must publish a list of technical tobics that they would like to %&rt, after

which small businesses are en&Quraged to submit research fur@idg proposals
addressing opportunities in those areas. First, agenc,nvestigate the
feasibility of a project and, if @s deemed promising,Jund¥fg is provided for
research and development. Awards are gener limited to about

USD 1 million per project. Agenjcies monitor th ogress of the selected
projects and report key data annuslly to the S usiness Administration.

The SBIR Team is carrying the foll activities:

e Conducting an evaluation to as the programme’s impact.

e Focusing on improving programme(;dministration and determini&@if
legislative reform is needed.

. &\)
@ Developing common long-term and annual me&urii e C

@ Developing a database that tracks commercialisation and sales in a
consistent manner.

Credit programmes. The federal government is one of the world’s largest
lenders. At the end of 2003 the government held a financial asset portfolio of
nearly USD 1.5 trillion, including direct loans, loan guarantees, defaulted
loans and non-credit debt owed to agencies. Many agencies lack the data,
processes, or overall understanding of the credit life cycle (origination, loan
servicing/lender monitoring, liquidation and debt collection) needed to
effectively assist intended borrowers, while also proactively reducing errors,
risk and cost to the government. Some credit programme PART scores reflect
these fundamental inefficiencies.

The BPI Initiative identified the “back office” function of the five largest
credit agencies (Agriculture, Education, Housing and Urban Development, the
Small Business Administration and the Veterans Administration) and the
Treasury as an appropriate target for analysis. The Deputy Director for
Management created a council to address improvements in these functions.
The Federal Credit Council convened its first meeting in March 2005. Initiatives
of the Council will improve management functions and are estimated to reduce
delinquent debt by up to USD 10 billion, in addition to allowing substantial
savings on the front end in the form of reduced administrative and subsidy
expenses.

In order to create accountability, the BPI Initiative expanded the President’s
Management Agenda scorecard to include a set of standards for credit
programme management. The criteria for red, yellow and green status related to:

@ Loan origination.

Y
3
v

2
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@ Debt collection. 0
The first scorecard was pu hged in 2006, with subseque uarter
scorecard reports describing i%wdual agencies’ milestones fo %hessmg °
weaknesses.

Many agencies lack the gystems and data to cond@egular analysis
consistent with minimum pr&e sector standards, @tmg in larger losses

to the government. For example, institution of warning systems to
identify high-risk borrowers ‘Dgil provide targ &tervention at agencies 3
currently without such systemg ¢quld redugad Its substantially, given the Q/
size of agency portfolios. The e‘d@fl Cre ouncil is working to improve(o

@ Servicing and/or lender monitoring. 6

compliance with the provision o Debt Collection Improvement Act that
bars certain borrowers through incregged reporting to, and use of, p
credit bureaus. This permits better iderx( tion of dehnquent feder {tors
and avoids extending additional credit to%,or gred 1é év gs to the
government are expected to be up to USD 100 mllhon

The Council has substantially completed the Sharing Lender
Performance Data (SLPD) portal, which allows comparison across agencies of
lenders’ default and delinquency rates, as well as other portfolio data. This
will result in better decisions to approve lender participation in programmes,
provide benchmarks for ranking lenders, and possibly provide an additional
monitoring tool to reduce borrower defaults through early action.

Community and economic development programmes. The federal
government spends more than USD 16 billion annually to support local
economic and community development. In 2004, agencies and the OMB
participated in a cross-cutting review of the 35 federal programmes that make
up this effort. Based on PART analyses, input from agencies and other
programme information, the team identified common problems that reduced
the effectiveness of this federal spending. They concluded that the
programmes, taken together, were duplicative, not well-targeted, and in many
cases lacked clear goals and a system to measure community progress and
evaluate programme impacts.

Last year’s budget proposed to consolidate 18 of the programmes (which
spend about USD 4.8 billion) in a new Strengthening America’s Communities
Initiative. For 2007, the administration re-proposes programme consolidation,
this time in the Departments of Housing and Urban Development and
Commerce. The consolidation will be accompanied by three major reforms to
make more effective use of these resources by: 1) better targeting funds to
places that lack the means to create conditions for economic progress;
2) consolidating overlapping and/or ineffective programmes into flexible
grants that include rewards for community progress and results; and
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3) co-ordinating the full set of federal ecan%nic and community develéWnent
programmes within a common fra ork of goals, standards and out e

measures. While the proposal was@t enacted by Congress, the pro amm@
now share common goals and collsborate to achieve them. \S
{

5. Results o
As mentioned in Sectioﬁabove, the BPI Initiaéve ges its success q)

according to two measures:

—
® Improved programme perfo@ance. @ 3
e Greater investment in succesﬁﬁl progra@e w

There has been a good deal uccess W achieving the goals of the first(/)
measure. The BPI Initiative has caMséd agencies to think more systematiiélly
about how they measure and improve ramme performance. Though,& e
are many factors that impact programmeCPerformance, it is cl \t}a the
initiative has framed the discussion around resul®. Ahn@ aveXeveloped
ways to measure their efficiency so that they can figure out how to do more
with Americans’ tax dollars.

This marks the fourth year that the PART was used to: 1) assess programme
performance; 2) make recommendations to improve programme performance;
and 3) help link performance to budget decisions. To date the executive branch
assessed 794 programmes, which represent approximately 80% of the federal
budget. Over the next year it will use the PART to assess the performance and
management of most of the remaining federal programmes. Alternative methods
and timelines for assessment are being considered for programmes with limited
impact and for large activities where it is difficult to determine an appropriate
unit of analysis.

With the help of the PART, programme performance and transparency
have improved. There has been a substantial increase in the total number of
programmes rated effective, moderately effective or adequate. This increase
came from both reassessments and newly PARTed programmes.
Figure 13.1 shows the percentage of programmes by ratings category.

The improvement can be attributed to the fact that programme
assessments use clear and consistent standards of success and to the
commitment of programmes to do what is necessary to achieve them. This
demonstrates that the BPI Initiative is having success focusing agencies’
attention on programme performance. For example:

@ One in seven programmes has improved its PART rating.

e Half of programmes rated “results not demonstrated” have improved their
ratings.
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Figure 13.1. Programme fatings are improving /
Cumulative programme res by ratings category (2002-05) O
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® 80% of programmes have acceptable outcome-oriented performance
measures with aggressive targets.

® 40% have achieved their long-term goals and 60% have achieved their
annual goals.

® 80% of programmes have efficiency measures and about half of them have
achieved their efficiency targets.

Unfortunately, there has not been a similar level of accomplishment in
the second measure, greater investment in successful programmes.

Though use of performance information has been limited, most members
of Congress are aware of the PART. Congress often sends conflicting signals
about its interest in using performance information in its deliberations. The
topic of congressional interest in PART was discussed extensively in a report
issued this year by the Government Accountability Office. GAO recommends
that the OMB solicit congressional views on the performance issues and
programme areas most in need of review and the most useful performance data
and the presentation of those data, and select PART reassessments and cross-
cutting reviews based on factors including the relative priorities, costs and risks
associated with clusters of related programmes, and reflective of congressional
input (see GAO, 2004).

Before they begin new assessments this year, all major federal agencies
are instructed to consult with their appropriate committees of the United
States Congress on the programmes they plan to assess and the performance
information they will consider during that assessment.
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6. Next steps S &

222

barriers to improvement remain.
activities to improve its effectiv;ness over the coming year:

While major progress has Coaf from this renewed focus on resuQ§
e BPI Initiative has identiﬁi sever

® Ensure that programme pla

are aggressive and im - 0 erformance:
Rigorous follow-up by agencjes and the OMB on recomatlons from the
PART will accelerate imprévements in the peélrmance of federal
programmes. This will ensure that the hard wo e through the PART
produces performance an@nanagement i ements. Additionally,
implementation of these ans mu acked and reported by
programmes and the OMB on ctMoreQﬂ'

Expand analyses of program w1th similar goals: Use the PART to
facilitate cross-cutting analysis wherg the return is higher than it wo‘{i

if programmes were approached indiv’ . The goal of these s to
increase efficiency and save dollars. The dea iggto e@b ld on the
success of previous cross-cuts. Congressional guidance will be a factor in
choosing topics for the next group of cross-cut analyses.

Maximise ExpectMore.gov impact: The federal government should be
accountable to the public for its performance. This new web-based tool will
provide candid information on how programmes are performing and what
they are doing to improve. The BPI Initiative will work to increase the reach
and impact of this valuable information so as to improve programme
performance and accountability for results.

Reference
GAO (Government Accountability Office) (2004), Performance Budgeting: Observations on

the Use of OMB’s Program Assessment Rating Tool for the Fiscal Year 2004 Budget, GAO-
04-174, 30 January, Washington DC.
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