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Introduction
The last 25 years have witnessed waves of reform (reform initiatives) that swept the
government sector as a whole during the mid-1980s. These initiatives in the framework
of the New Public Management (NPM) are encouraging the implementation of the
private sector management techniques in the public sector. For example, performance
audits are being performed in order to monitor the degree of efficiency and
effectiveness with which the public sector services are delivered and to evaluate the
financial consequences of management decisions (Lapsley, 1999). Moreover, these
initiatives have had a substantial impact on public sector accounting, where accounting
as an information system plays an essential role in whatever reform process any
governmental entity would want to undertake.
In addition, these initiatives, especially NPM, resulted in changing the accountability
concept. This conceptual change resulted in expressing accountability in terms of
efficiency and results (effectiveness and cost effectiveness) in lieu of procedural
compliance. The changing of accountability concept has had a fundamental impact on
the budgeting system in the public sector. Accountability for results depends on clear
objectives stated in measurable terms and on budgets showing the minimum results to
be achieved. This must also be based on expenditure limits as well as accounting and
auditing systems that measure and report on actual results (Htun, 2000). Of course, this
raises the desirability of accrual-based accounting, output-based budgeting
(performance budgeting), and performance-based auditing. Accordingly, reforming the
budgeting system is considered an essential part of the reform initiatives that swept the
government sector as a whole. These reforms are intended to transform the government
sector budgeting systems from control of inputs to a focus on outputs and outcomes in
the interest of improving operational efficiency and promoting result-oriented
accountability (Shah and Shen, 2007)
While many of the Organization for Economic Co-operation and Development
(OECD) countries have been successful in reforming the budgeting system such as
New Zealand (implemented output budgeting), Australia (implemented outcome
budgeting), UK (implemented output budgeting), Sweden (implemented performance
budgeting), the Netherlands (implemented policy budgeting), etc., most developing
countries have failed to adopt performance budgeting (example of the developing
countries is Egypt). While Egypt decided in 2005 to adopt the performance budget in
2010, performance budgeting has not been implemented yet in the governmental sector.
In fact, this is not only the case of Egypt, but also the case of many developing
countries. This situation raises the following questions:
-

Why does performance budget not work in most developing countries?
Why have most developing countries failed to implement performance
budgeting in their public sectors, even though the performance budget as a
concept has existed for more than 60 years?
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-

Does performance budgeting require a specific framework with which to
work ?
If yes: What are the basic components of such a specific framework, which
can facilitate the implementation of performance budgeting in the
developing countries (e.g., Egypt)?

The main purpose of this paper is to explore why the performance budget has not been
implemented yet in most developing countries and to suggest a framework (using
Egypt as an example) that can facilitate the implementation of performance budget in
developing countries. The paper is structured as follows: the second section will briefly
discuss the budgeting system in Egypt. Section 3 will deal with the government
traditional systems and explore whether the performance budget works under those
systems. Section 4 makes an attempt to suggest a framework for the successful
implementation of performance budgeting in the public sector of developing countries
(e.g., Egypt). Section 5 is devoted to the conclusion. Hopefully, this paper offers a
practical framework – that is perhaps more than 60 years late—to facilitate the
implementation of performance budgeting in the public sector of the developing
countries.
Budgeting System in Egypt
In Egypt, one general budget is prepared for the country as a whole. The general budget
is a financial plan that comprises the estimates of expenditures for the upcoming
financial year and the estimates of revenues to finance them. The general budget is
related to the country’s overall plan for socio-economic development. Therefore, this
budget is considered as a financial program for the following financial year to achieve
specific objectives in the framework of the general plan and public policy of the
country. The general budget does not coincide with the calendar year but it begins in
July and ends in June. The budget method, which is used by the Egyptian government,
is the line item (traditional) budget. The general budget is an aggregation of the
following budgets: 1- Budget of central government administration; 2- Budget of local
governmental units; 3- Budget of public service bodies; and 4- Budget of financing
funds with a service character. According to Budget Act 53 of 1973, adjusted by Act 11
of 1979, the general budget of the country should be prepared on the basis of
administrative division (Central, local and public bodies) and functional classification.
These functions can further be classified into programs, activities or projects. The
functional classification of the expenditures comprises: agriculture and irrigation
sector; education and research sector; industrial and mineral sector; health service
sector; transportation and communication sector, etc.
According to Budget Act 11 of 1979 and Government Accounting Act 127 of 1981, the
cash basis should be used in the preparation and execution of the budget. This basis of
accounting records transactions when payments are made, independent of the time
when goods and services are ordered, delivered and consumed. Because of the use of
the cash basis, the amount of appropriation, which is not expended until the end of the
financial year, is cancelled and considered to be a surplus. In addition, the revenues that
are not collected in the budgetary year should not be added to the revenues of that year
but should be added to the year in which they are collected. This, in turn, will result in
the financial statements disclosing the monetary position of the government. On the
other hand, the investment budget is prepared and executed according to the accrual
basis.

International Journal of Governmental Financial Management - Vol. XIII, No 1, 2013

51

Performance budget and traditional public sector systems
Performance budgeting is a system of budgeting that presents the purpose and objectives for
which funds are required, costs of programs and associated activities proposed for achieving
those objectives, and outputs to be produced or services to be rendered under each program
(Shah and Shen, 2007). Performance-based budgeting aims to improve the efficiency and
effectiveness of public expenditure by linking the funding of public sector organizations to
results they deliver, making systematic use of performance information (Robinson, 2009). In
comparison to traditional line item budgeting, performance budgeting allows for more flexible
use of fiscal resources and transforms focus from inputs to results, as it focuses on the results to
be achieved. The performance budget, given its program structure, changes the focus of
discussion from detailed line items to broader objectives and performance of public programs,
and therefore facilitates more informed budgetary decision-making (Shah and Shen, 2007). In
addition, Schick (2008) argues that to understand the challenge facing performance budgeting,
one must decompose it into two main elements. First, performance budgeting is a system for
compiling and presenting information on actual or expected results. Second, it is a system for
buying results through the expenditure of public funds. The two elements are interdependent
since government would not be able to allocate on the basis of results if it lacked result-based
information. This means that governments that do not manage for results cannot budget for
results.
The implementation of an effective performance budgeting system depends on reliable
performance measurement and reporting system. Moreover, the performance budgeting system
requires a basket of measures that assess public programs through a variety of filters, such as
inputs; outputs (quantity and quality of goods and services produced); efficiency (unit cost to
produce outputs); service quality (measure of service such as timelines, accessibility, accuracy
and satisfaction); and outcomes (progress in achieving program objectives) (McGill, 2001).
Effective performance budgeting requires a comprehensive performance and reporting system,
which in turn entails that one must monitor the entire results-based chain in order to understand
and effectively manage government programs. In addition, budgeting for results needs a
performance audit system that can assess the management and operational performance of
governmental entities and consider questions of economy, efficiency, and administrative
effectiveness of operations for which the public sector managers are accountable. However, the
following are currently used traditional public systems in the Egyptian government sector:
public administration system (bureaucratic management); traditional performance measurement
system; traditional auditing systems; cash-based government accounting system; and line
item/traditional budgeting system (including bottom-up approach). These systems are no longer
able to provide the required information for an efficient and effective performance budgeting
system. This is because the currently used traditional government systems are suffering from
severe shortcomings as follows:
Public Administration System (Bureaucratic Management System): This system gives no (or
little) incentive to manage the public resources in an efficient and effective way. It focuses on a
blind following of instructions and compliance with written rules and regulations that aim at
limiting discretion. The administrative structure is strongly hierarchical and many quite trivial
decisions have to be referred to higher levels for resolution (Keeling, 1972). Managers may not
have been exposed to modern business techniques and they follow administrative methods
based on precedent rather than personal initiatives. The Ministers are making the detailed
decisions about the internal management of departments for which they did not have adequate
knowledge and suitable information. Furthermore, managers act as extension of the Minister,
without having any independent existence and consequently no independent responsibility
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(Schick, 2001). Therefore, the main feature of the public administration system (bureaucratic
management system) is the focus on the input instead of output and there is no relationship
between the input and the output. Accordingly, it can be inferred that the Egyptian government
is managing the inputs and not the outputs (results). This means that governments that do not
manage for results cannot budget for results, and hence, the public administration system
(bureaucratic system) does not support the implementation of the performance budgeting
in the government sector of Egypt.
Cash-based Government Accounting System: This system recognizes transactions and events
only when cash has been received or paid. This takes place independently of the time when
goods and services are ordered, delivered and consumed. Goods and services for which
payments are made (labor, stores, transportation …etc.) are considered to be consumed when
suppliers are paid. This means that the cash basis of accounting shows only the volume of
disbursements (Ouda, 2003). Such disbursements do not reveal the amount of resources used
and the value of actual work done. According to the cash basis, the statement of receipts and
expenditures is prepared to disclose information about cash flows during a period and cash
balances at the end of that period. Inherent to cash accounting, it is not possible to prepare
balance sheets because there are no assets and liabilities in the books: sales are only recognized
when cash is received (so there are no debtors); purchases are only recognized when cash is paid
(so there are no creditors); there are no stock adjustments because the accounts are not
concerned with recording usage, only with the fact that cash has been paid for purchases (so
there is no closing stock figure); and there are no fixed assets, for the same reasons (Jones and
Pendlebury, 1984). In addition, it does not provide the cost of outputs. In an attempt to link
resources to results, it will be important to measure the full costs of the resources associated
with performance goals using a consistent definition of costs between and among programs.
Consequently, it can be concluded that the traditional government accounting system does not
facilitate the implementation of performance budgeting.
Traditional budgeting system uses the Bottom-up approach: The most hazardous shortcoming
of the traditional budgeting system has traditionally operated on a “bottom-up” principle. In
practice, all the governmental agencies and Ministries send requests for funding to the Ministry
of Finance/Treasury. It is widely known that these requests greatly exceed the funds for which
they realistically believe they will receive approval. In order to come to the real budget, the
Ministry of Finance/Treasury negotiates with those concerned governmental agencies and
Ministries until some common ground for agreement is reached. This “bottom-up” approach has
several disadvantages as follows: It is very time consuming and is essentially considered a
game; all participants know that the initial requests are not realistic; and this approach has an
inherent bias for overstating the expenditure-allocation requests. All new programs or
additions/expansion of the scope of existing on-going programs are funded on the basis of new
requests. Generally, using funds for a purpose other than that originally approved is not
permitted under the Treasury rules. There is no system for re-allocation within and among
Ministries and their respective departments during mid-fiscal year, and there are no predetermined internal controls and safeguards against cost over-runs; and it is difficult to reflect
political priorities in this approach, as it is driven “bottom-up” with the budgetary allocations
“emerging” at the end of the process. In fact, reflecting the political priorities and strategic
objectives in the budgeting system is one of the main requirements for implementing the
performance budgeting system. So the bottom-up approach is not consistent with performance
budgeting.
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Traditional Performance Measurement Systems: Within the aforementioned context
(especially, the bureaucratic management system), the traditional performance measurement
systems are no longer able to measure whether the government has efficiently and effectively
used the resources entrusted to it or whether the appropriations have been used to produce the
outputs that are required to achieve the outcomes. The old command-and-control system in the
bureaucratic management regime gave the Public Sector Managers the message that risk would
not be rewarded, that inefficiency would not be penalized, that what mattered most was
complying with the current procedures, rules, and regulations (Scott, 1996). Hence, under the
traditional public administration system, the Managers are most concerned about compliance
with rules and restrictions and they are not accountable for results. Therefore, there was no real
need for a sophisticated Performance Measurement System. In fact, the adoption of performance
budget will require that the performance measurement should tell us how well government uses
resources in production and provides decision makers with information that can be used for
monitoring of results, program performance improvement, as well as the rationale for allocation
of resources and budget justifications. Basically, the performance measurements are required to
measure whether the governmental entities have achieved their results in terms of economy,
efficiency and effectiveness. It is also clear that the traditional performance measurement
systems do not support the implementation of performance budgeting system.
Traditional Auditing System: Which is more concerned with compliance with rules and
instructions, is not able to assist in assessing the management and operational performance of
governmental entities and to consider questions of economy, efficiency and administrative
effectiveness of the operations for which management is responsible. Briefly, the use of the
traditional government sector systems, such as public administration (bureaucratic) system, line
item budgeting system (including bottom-up approach), cash-based accounting, traditional
performance measurement system and traditional auditing system, have resulted in:
-

The objectives for governmental entities not being clearly defined;
The respective responsibility of politicians and civil servants are confused, so that the
lines of accountability and responsibility are not clear;
The relationship between the expenditure and results is not indicated;
Appropriations are based on input in place of output/outcome; and
Goals and performance requirements of government departments are poorly specified.

This means that the currently used traditional government systems will not be able to
provide the required information for preparing and executing the performance budgeting
system. This can also explain why (in spite of the existence of performance budgeting for
more than sixty years ago) most of the developing countries failed to implement it in their
governmental sectors. This in turn means the governments of developing countries
(including Egypt) have not yet recognized the fact that a budgeting change cannot succeed
alone but requires changes in the rest of government traditional systems. Generally, we can
say that if one government wants to develop its budget system it should firstly adopt the
governmental systems that would be able to execute this budget and be consistent with its
nature. Should this not take place, the development of the budgeting system will not have a
major effect on government performance. Consequently, it could be concluded that
performance budgeting and traditional systems may not be compatible as visualized below.
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Performance budgeting is not consistent with the
traditional systems

Performance
Budgeting
System

Public Administration
System

Is not consistent with

Traditional Governmental
Accounting System
Traditional bottom-up
Approach

Traditional Performance
Measurement System
Traditional Auditing
System

Suggested framework for successful implementation of
performance budgeting system
Overview and assumptions
The previous section has made clear that the performance budget does not work under
the government sector traditional systems due to the fact that these systems are not
consistent with characteristics of the performance budget and they do not provide even
the basic requirements that the performance budget needs to work, such as information
about the objectives and results of government expenditures. Different writers have
supported this conclusion, for example, Folsher (2005) stated that to a large degree,
modern budgeting techniques do not operate on their own. Where they are successful,
they are linked to an overall approach to managing the public sector, with the budget
and its associated methods as a central process to make the approach operational. In
addition, Robinson (2009) argues that performance budgeting should not be seen as an
isolated initiative. It should be viewed, rather, as part of a set of broader reforms—
often referred to as managing-for-results—designed to focus public management more
on results delivered and less on internal process. Also, Schick (2008) has argued that
without exception, performance-oriented approaches are effective only in wellmanaged governments which have low corruption, elevated public trust, reasonably
efficient and fair public services, and media and interest groups that pay attention to
results. When these conditions are lacking, no Performance budgeting system is
capable of fulfilling its ambitions. This can pose the following questions:
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-

Does performance budget require a specific framework with which to
work?
If yes: What are the basic components of such a specific framework that
can facilitate the implementation of performance budgeting in the public
sector of the developing countries (e.g., Egypt)?

Answering these two questions can result in suggestion of a framework, which may
facilitate the implementation of the performance budget in the government sector of the
developing countries and make the performance budget capable of fulfilling its
ambitions. The suggested framework is based on an intensive study of experiences of
the OECD countries with respect to the implementation of performance budget in their
governmental sectors (especially, New Zealand, UK, Australia, the Netherlands,
Sweden and Finland). Based on the experiences of the OECD countries, I can derive
the following assumptions that represent the cornerstone of the suggested framework:
1- Performance budgeting should not be seen as an isolated initiative. It
should be viewed, rather, as part of a set of broader reforms—often
referred to as managing-for-results—designed to focus public management
more on results delivered and less on internal process (Robinson, 2009).
2- Governments budget the way they manage, which means that governments
cannot budget for results unless they manage for results (Schick, 2008).
Consequently, Managing-for-results (performance management) is a
prerequisite for the success of performance budgeting.
3- Introduction and using of performance information into the budgeting
process will facilitate the implementation of performance budgeting. The
provision of objective performance information can facilitate better
decision making for the efficient use of resources, management of
programs, central resources allocation and expenditure prioritization
decisions.
4- Performance budgeting fits naturally with the medium-term budget
framework. The best way to improve the expenditure policy formulation is
both to make maximum use of performance information and to consider
the medium-term cost implications of expenditure choices (Robinson,
2009).
5- The shift from Bottom-up approach to the Top-down approach can
facilitate the implementation of performance budgeting. The Top-down
approach can make binding the political decision about the total level of
expenditures and how it is divided among individual spending ministries.
6- Modernizing the governmental accounting system (change from cash to
accrual accounting) can largely facilitate the implementation of
performance budgeting because it provides measures of costs of
services/outputs in the budgetary documentation. In other words, the
absence of an appropriate accounting system may undermine performance
budgeting reforms.
7- Developing an appropriate performance measurement system that is
consistent with the introduced/included performance information
facilitates the successful implementation of performance budgeting in the
government sectors of developing countries.
8- Changing the structure and format of the budget should be consistent with
the nature and characteristics of performance budgets and will facilitate the
implementation of the performance budgeting process.
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Discussion of the suggested framework
This section discusses in details the components of the suggested framework that will
contribute to creating appropriate conditions for the successful implementation of
performance budgeting in the government sector.
Shifting to Managing-for-results
This section discusses why it has been so difficult to implement performance budgeting
in the public sector of developing countries in the last sixty years. Performance
budgeting can fail for many reasons, but they never succeed when governing and
managerial conditions are not receptive to improvement. Specifically, governments
cannot budget for results unless they manage for results. Budgeting is embedded in the
norms, traditions, culture, practices and relationships of public management.
Governments budget the way they manage, which is why it typically is necessary to
modernize management practices in order to reform the budget process (Schick, 2008).
This can explain why the line item/traditional budget has lasted for centuries. In fact,
the public administration system/bureaucratic system manages the inputs, therefore, the
line item budget allocate the resources for inputs. Accordingly, as long as the
bureaucratic system exists, the line item budget will be the most suitable budgeting
method. Therefore, the change from the line item budget to the performance budget
will inevitably require parallel change in the public management system.
As the budget will be based on managing-for-results, Managing-for-results can be
tackled from two perspectives: 1- focus on results and 2- relaxing central input control.
Managing-for-results (Focus on results) means, in short, the focus on performance in
terms of efficiency and effectiveness rather than compliance with rules and regulations
and linking resources with results. Managing-for-results is designed to focus public
management more on results delivered and less on internal process (Robinson, 2009).
Moreover, managing-for-results entail the changing the accountability system in the
public sector to hold managers accountable for what they do, not how they do it.
However, effectively implementing the managing-for-results system needs to define
the results either in terms of outputs or outcomes. In other words, for what kind of
results the public managers will be accountable. Outputs and outcomes are defined as
follows: Outputs are goods and services produced by departments or third party
suppliers; Outcomes are the consequences for the public resulting from the outputs and
activities of government. In fact, the distinction between the outputs and outcomes is
critical to the concepts of financial appropriation and accountability. The main reason
underlying this distinction is that outputs are easier to measure than outcomes, so that it
is easier to hold managers accountable for delivering agreed services and goods
(output).
In addition to the focus on results, the managing-for results system requires relaxation
of the central control of input. As the managing-for-results system is grounded on a
simple principle: managers cannot be held responsible for results unless they have
freedom to act, that is, to spend and hire within agreed budgets as they see fit, to make
their own choices respecting office accommodation and other purchases to run their
organizations free of ex-ante control by outsiders (Schick: http.www.ssc.govt.nz/
Spirit/Transforming.asp). Moreover, relaxing central input control has as the goal
empowering public managers to operate their governmental entities in the most
efficient manner possible. No longer can they claim that their poor performance is due
to the fact that they are not free to choose the most efficient mix of inputs to achieve
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the required results (OECD, 2002). So it can be inferred that when governments
manage for results, they can budget for results.
Introduction and using the performance information into budgeting process
It is clear from the previous section that the performance budgeting initiatives tend to go
hand in hand with managing-for-results (performance management). In addition, in order
to improve the expenditure control and public sector efficiency and performance, and to
be able to translate the strategic objectives and priorities into outcomes and/or outputs in
performance budgeting, the introduction of performance information into the budget
process is fundamental. The experiences of OECD countries have proved that if
government lacked results-based information, it would not be able to allocate on the basis
of results. Performance information refers to performance measures (outputs and
outcomes) and evaluation, and it is used to link the allocation of resources with
performance units (generally output). Moreover, it is used as background information for
the purpose of accountability and dialogue with legislators and citizens on public issues
and government direction (OECD, 2007). In fact, the introduction of performance
information facilitates better decision making for efficient use of resources, the
management of programs, central resource allocation and expenditure prioritization
decisions (OECD, 2007). Briefly, the use of performance information in budgetary
decision-making can contribute to budgetary goals of improving productive efficiency,
allocative efficiency and even aggregate fiscal discipline. Furthermore, OECD countries
(2007) have reported a number of benefits from the use of performance information:






It generates a sharper focus on results within the government.
It provides more and better information on government goals and priorities,
and on how different programs contribute to achieve these goals.
It encourages a greater emphasis on planning and acts as a signaling device
that provides key actors with details on what is working and what is not.
It improves transparency by providing more and better information to
parliaments and to the public.
It has the potential to improve the management of programs and efficiency.

For the aforementioned benefits, it is important to integrate performance information into
the budget process. The next section provides an overview of one of the OECD countries’
experiences in developing and using performance information in the budget process,
which is the United Kingdom experience.
United Kingdom (UK) Experience
In the UK , the performance information is presented in the Public Service Agreements
(PSA) and the Service Delivery Agreements (SDA) of each department. The PSA is an
agreement between the government and the public and it is the responsibility of the lead
minister of the department to deliver the targets set in the agreement. The PSAs include
the government priorities and strategic objectives with measurable targets, and the vast
majorities of these measures include outcomes. The PSAs should feed into the more
detailed business plan within a government department and into the individual
performance targets of staff within a central department or a service delivery agency
(Ellis and Mitchell, 2002). The structure of the PSAs sets out the aim and objectives of
each department as well as performance targets, including measures of operations and
outcomes. PSAs bring together in a single document the aim, objectives and performance
targets for each of the main Government departments. They include:
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Aim: a high level statement of the role of the department.



Objectives: in broad terms, what the department is looking to achieve.



Performance targets: under most objectives, outcome focused performance
targets.



Value for money: each department is required to have a target for improving the
efficiency or value for money of a key element of its work.



A statement of who is responsible for the delivery of these targets. Where
targets are jointly held this is identified and accountability arrangements clearly
specified.

The SDA sets out how the department will deliver its PSA targets and how it will
modernize and reform to get better value for money spent. The SDAs include measures
of outputs, processes and inputs necessary to deliver the outcomes that government is
aiming for (Marti, 2010). Delivering a PSA implies that a certain level of budget will
be required; hence the PSA agreement should be an integral part of the budget setting
process. This requires exploring ways to measure the costs of specific delivery outputs
that will give an indication of the cost of a given PSA outcome. The results achieved
could (and should) then be incorporated into subsequent rounds of budget planning.
The PSA system introduces incentives to direct activities of the different entities
towards the priorities defined by government. Better costing methods will also enable
better alignment between public priorities and public resources (Marti, 2010).
Changing the budgeting format and structure towards a more performance-oriented
approach
The provision of performance information alone is not sufficient to improve
performance, as it has to be used in decision-making. In order to use the performance
information in budgetary decision-making, it has to be integrated into the budget
process. One method of integrating it into the budget process is changing the format
and structure of the budget towards a performance-oriented approach. In fact, the lineitem budget format, which includes 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. Therefore, the implementation of performance budgeting
requires the change of traditional budget classifications/line-item format to new
classifications (structure and format) that tend to focus on administrative organizational
units and to consider budgets in terms of outcomes and goals (OECD, 2007). The
outcome and/or output classifications are more open to incorporating performance
information than the line-item budgets. Some of the OECD countries changed their
budget structure to focus on outputs and /or outcomes. For example, New Zealand, the
Netherlands, Australia and the UK changed their structures as part of their initiatives to
introduce accrual-based budgeting as follows (OECD, 2007): In 2000, Australia
changed its budget structure to focus on outcomes (Sheers, Sterck and Boukaert, 2005).
Since the 1980s, New Zealand has changed its budget structure to focus on output. In
2001, the Netherlands changed its budget format so that it is organized along the policy
lines or the desired outcomes of the Dutch government. For example, the new structure
of the Dutch government budget has the following elements:
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1- Legislative proposal: This integrates the expenditure and the revenue under each
department.
2- Policy paragraph, this is the key focus of the new budget structure and is divided into
Policy Agenda with a number of Policy Articles as follows:
− Policy agenda: herein, the government’s policies have to be stated as well as the
means that will be applied to achieve them and the financial resources allocated to them.
− Policy articles: each policy agenda will be followed by a number of policy articles.
The first section of each policy article includes the General Policy Objectives. Here,
outcome targets (including timing of expected achievements, i.e., outcomes) are stated
and targets groups for policies are identified. The next section in the policy articles will
be the Budgetary Consequences of Policies, which includes an overview of financial
information for the last two years and the forthcoming four years, including the budget
year. The last section of the policy article will outline the budgetary assumption, for
example, macroeconomic performance, demographic changes and structure of
consumption.
3- Management paragraph, will give an overview of major expected organizational
changes in the ministry, such as creation of an agency or change of accounting
standards.
4- Agency paragraph, contains basic financial information on agencies connected to the
ministry in question. Besides financial information, inputs, outputs and outcomes of
agencies will be integrated in the budget and accounting documents as any other
expenditures, i.e., they will be included in the policy paragraphs.
5- In-depth appendix, which includes necessary technical information.(Blondal
and Kristensen, 2002)
The new budget has been centred on three ex ante questions and three ex post questions (three
“W questions” for the budget and three “H questions” for accountability), as follows:
Ex ante-questions:
1. What do we want to achieve??
2. What steps will we take to achieve it?
3. What should it cost?
Ex post-questions:
1. Have we achieved what we intended?
2. Have we done what we should have done to achieve it?
3. Did that cost what we had expected?
Shifting to a Multi-year budget framework (a Medium-term expenditure framework)
The traditional one-year horizon of budgeting does not suit decisional performance
budgeting systems, as results often take years to be realized, especially when they
involve social interventions by government (Schick, 2008). Therefore, OECD
countries, which have implemented performance budgeting, have adopted the multiyear budget framework. In fact, multi-year budget frameworks/formats (medium-term
budget framework) are the basis for achieving fiscal consolidation. Within these
frameworks, the Sovereign State’s medium-term objectives are stated in terms of highlevel targets such as the magnitude of aggregate revenues; aggregate expenditures;
deficit/surplus; and debts.
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The high-level fiscal targets are fixed in the context of a medium-term. They aim to
achieve a certain fiscal outcome over a number of years. The short-term [one-year]
traditional budget format does not assist in monitoring the achievement of the highlevel fiscal targets. In addition, the multi-year budget framework enables the public
sector managers to be in a better position to plan their operations logically and
strategically as they have some indicative level of funding beyond the next ensuing
fiscal year. The application of the multi-year budget framework could vary from one
country to another on taking into account the particular local needs. For example,
Sweden employs a multi-year budget framework as the basis for the annual budget
process. It has a three-year time horizon, i.e. the upcoming budget year and the next
two consecutive years. The multi-year budget framework provides the linkage between
the Swedish Government’s fiscal policy objectives in a macro-economic setting and
their application in an operational context. It operates on three specified, cascading
levels: The first level constitutes the articulation of the Swedish Government’s fiscal
policy objectives in macro-economic terms, i.e., level of surplus or deficit as a
percentage of GDP. At the second level, these objectives are translated into a
maximum level of total expenditure based on certain economic assumptions. At the
third level, the limit for total expenditure is further analyzed operation-wise by giving
indicative funding levels for each of the expenditure areas (Bolandal, 2001).
As the multi-year budget framework is in place, the starting point in the annual budget
exercise is to update the information for year 2 in the framework. The Ministry of
Finance in Sweden starts by re-examining the macro-economic outlook for the coming
year to see if the economic assumptions applied in the multi-year framework remain
valid. The updated macro-economic outlook plays a key role in determining the stance
of budget policy. For example, a higher level than the assumed economic growth would
permit making available additional resources for the next ensuing year (Blondal, 2001).
In addition, the most important task of performance budgeting is linking goals with
resources as the primary purpose of the performance budgeting process is to link what
the government wants to achieve for the community with resources necessary to
achieve it. In other words, performance budgeting is intended to focus on the key
questions of what governments do and why, not just how much does it cost and how
will it be funded. In this context, a multi-year budget framework makes a great deal of
sense. A multi-year budget framework enables the government to set meaningful
objectives with realistic timeframes for completing them. Accordingly, it reinforces the
government commitment to long-term fiscal health by looking beyond a one-year time
horizon to fund operating programs and capital improvements. In addition, it retains the
fiscal control provided by annual budgets and saves time and effort in preparing annual
budgets. Therefore, it can be inferred that the multi-year approach is fundamental for
the performance budgetary process as it assists in: (Statler, 2007).
1- identifying the most important things that governments want to achieve for
their communities;
2- establishing reasonable timeframes and organizational responsibility for
achieving them; and
3- allocating the resources necessary for programs and projects to implement
them.
Moreover, performance-based budgeting fits naturally with a medium-term budget
framework, as the medium-term budget framework aims to improve expenditure
prioritization (Robinsom, 2009).
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Top-down budgeting Approach
As noted earlier, the “bottom-up” approach has many shortcomings. The most
important shortcoming of the “bottom up” approach is that it is difficult to reflect
political priorities in this approach, as it is a driven “bottom-up” with the budgetary
allocations “emerging” at the end of the process. Basically, reflecting the political
priorities and strategic objectives in the budgeting system is one of the main
requirements for implementing the performance budgeting system. Therefore, that
approach is now being replaced with a modern “top-down” approach to budget
formulation. The “top-down” approach, in practice, has been found to be of great
assistance in achieving fiscal consolidation. The starting point of the “top-down”
approach is for the government to make a decision as to the total level of expenditures
and to divide that “pool” among individual spending Ministries. The key point is that
each Ministry has a pre-set limit on how much it can spend. Once this decision is taken
by government, the Ministry of Finance/Treasury largely withdraws (stops taking part
in) from the details of budgetary allocations of each ministry (OECD, 2002). The
Ministry of Finance/Treasury concerns itself only with the level of aggregate budgetary
expenditure allocation for each Ministry, not the internal allocations within each
respective Ministry. The internal allocation is attended to by the Minister for each
respective Ministry. Each Minister is deemed to be his own finance minister. Each
Ministry has a total amount and each Minister can re-allocate the budgetary provision
among that Ministry’s various agencies and programs. This approach gives each
Minister greater control over his Ministry’s budget proposals. In this manner, each
Minister is in a position to identify and select the priority level of each budget program
for appropriate funding accordingly (OECD, 2002).
Modernizing governmental accounting system
In addition to the aforementioned components, the absence of an appropriate accounting system
may undermine the implementation of performance budgets. The budgeting system should be
integrated with the accounting system, which is used to carry out the budget. Therefore, the
basis on which the budget is prepared should be consistent with the basis of accounting utilized
(Ouda, 2003a). Thus, budget reform makes accounting reform inevitable. The shift from inputbased budget to output-based budget requires the determination of the output that will be used as
a basis for allocating the appropriations. One key dimension of performance budgeting is the
cost of output provided. In attempting to link resources to output (results), it is important to
measure the full cost of the resources associated with the output provided. Due to the fact that
the cash accounting basis cannot measure the cost of the output, the modernizing of the
government accounting system entails the adoption of an accrual accounting system. The main
objective of adopting accrual accounting is to make the true cost of government more
transparent. Moreover, adoption of accrual accounting on both revenues and expenses in
government entities leads to getting the right information that is required for planning, control,
decision making, and performance evaluation. Accordingly, the adoption of accrual accounting
in the public sector gives the government the opportunity to develop the budget system and
provides meaningful information that can satisfy the needs of budget functions (Ouda, 2003b).
A key aim in the managing-for-results is to hold managers responsible for outcomes/or outputs
while reducing controls on inputs. In this context, it is expected that managers should be
responsible for all costs associated with outcomes/outputs produced, not just the immediate cash
outlays. Only accrual accounting allows for the capture of these full costs, thereby supporting
effective and efficient decision-making by the managers. This, in turn, will assist the managers
in managing their budget in an efficient and effective manner. Furthermore, many of the writers
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who are concerned with public sector reform agree on the integration and consistency of
budgeting and accounting systems. For instance, Schick (2001) states that the accounting and
budgeting systems need to be on the same basis to avoid the possibility of conflicting objectives.
Hepworth (2002) states that budget systems and accrual accounting should go together. Unless
the budgeting system is on the same basis as the accounting system, the risk of mismanagement
and a loss of financial control are considerably enhanced. Therefore, the governments should be
aware of the particular relationship between the budgeting system and the accounting system
that will be used to execute it. Simply, it is said that budgeting and accounting go hand in hand.
Accordingly, we can conclude that the implementation of performance budgeting needs to be
enhanced by a consistent accounting system that provides the cost of outputs that may be used
for linking the resources with the results.
Developing an appropriate performance measurement system
After the introduction of performance information into the budget process and using it in
decision-making and allocation of resources, there should be a well-designed performance
measurement system. The development of the performance measurement system is considered
essential for regular systematic collection, analysis, and reporting of data that tracks resources
used, work produced, and whether specific outcomes were achieved by a government. Basically,
performance measurements are required to assess whether the governmental entities have
achieved the projected results, quantified with respect to economy, efficiency, and effectiveness.
However, measuring the performance of governmental (public sector) entities is considered to
be a complex issue. The government performs different activities such as education, defense,
health care, etc. and the accomplishment of those actions results in different outputs. Hence, the
assessment of the value created would involve specialized technical know-how. The outputs of
each governmental entity require a suitable performance measurement system with appropriate
metrics. Essentially, effective performance measurement in the Public Sector should be guided
by the following axioms: must be “Value - Based”; reflect achievement of long-term objectives;
must not be sold as a “self-contained” solution; and Rewards / Incentives must be linked to
performance.
-

Performance Measurement must be “Value –Based”:
The focus is on the value-added concept relative to a Public Sector entity being
organized and managed according to a well-formulated strategic plan with defined
measurable results. These accomplishments must justify the fundamental purpose of
that Public Sector entity.

-

Performance Measurement to reflect achievement of Long-term Objectives:
The performance measurement should be designed to help the Public Sector entities
“learn to do the right things right”. To achieve this, performance measurement requires
a long-term, multi-dimensional multi-disciplinary perspective, not just a short-term
outlook.

-

Performance Measurement must not be sold as a “Self-contained” Solution:
Performance measures will not produce per se higher levels of efficiency, quality, and
effectiveness. These are achieved through decisions to re-allocate or re-assign
resources, improved work methods, adoption of best practices, and adjusting as
necessary the task priorities. Nevertheless, the Performance Measurement System can
provide some of the data to facilitate the re-direction/deployment of resources.

-

Rewards must be linked to Performance:
To be successful a Public Sector entity needs to have carefully defined measures of
success. This involves a structured process for the linking of government’s objectives
to critical success factors and to the associated performance measures. Experience
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shows that the behavior of Executive Managers is directly linked to the performance
criteria on which their contribution is appraised. This contention is valid and affirms
the motivation value of their compensation being pegged to the performance appraisal.







Performance Measures should provide:
Information to facilitate accountability;
A means of identifying areas for review;
A means of monitoring policy implementation and success;
Information on the potential productivity improvements of a Public Sector entity;
Assistance for the resource allocation/budgeting process by providing the means of
allocating funding between competing needs, based on priorities and performance
cost/benefit, rather than historic precedent;
A powerful internal management tool for the Public Sector entities - they provide
Managers with an idea of how efficient they are, as may be explained by areas of poor
performance as well as identify appropriate leading performers.

Based on the discussion of the aforementioned components, it can be inferred that performance
budgeting is consistent with the following suggested framework:
The suggested framework for successful implementation of performance
budgeting system in the public sector can be reflected as follows:
Managing -For-Results
(Performance Management)
Introducing and using of
Performance Information

Performance
Budgeting
System

Changing Budgeting
Structure and Format

Is consistent with
Adoption of a multi-year
Budget Framework.
(Medium-term Expenditure
Frameworks)
Top-Down Approach
Modernizing Government
Accounting System
Development of an
Appropriate Performance
Measurement System
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Conclusion
Performance budgeting indicates the relationship between the inputs and the outputs as well as
whether the resources have been effectively used and the target objectives have been achieved.
In short, it focuses on the purpose[s] of the expenditure[s] and the end-results/outcomes of the
expenditures and provides data, which can be used to evaluate those outcomes. However, the
absence of appropriate conditions and environment for better performance and
transparency, and results‐based accountability, will hinder the implementation of
performance budgeting. This is the case for most developing countries. These countries
are still using the traditional government systems (such as public administration bureaucratic
system), line item budgeting system (including bottom-up approach), cash-based accounting,
traditional performance measurement and traditional auditing systems that are more concerned
with compliance with rules and instructions. These systems are not able to assist in assessing the
management and operational performance of governmental entities and to consider questions of
economy, efficiency and administrative effectiveness of the operations for which management is
responsible. The use of the traditional government sector systems have resulted in: The
objectives for governmental entities are not clearly defined; the respective responsibility of
politicians and civil servants are confused, so that the lines of accountability and responsibility
are never clear; the relationship between the expenditure and results is not indicated;
appropriations are based on input in place of output/outcome; and goals and performance
requirements of government departments are poorly specified.
The prevalence of a such environment will not assist in the implementation of
performance budgeting and can explain why most of the developing countries have
failed to implement performance budgeting in their governmental sector, in spite of the
existence of performance budgeting for more than 60 years ago. Consequently, it has
been inferred that modern budgeting systems cannot work with or succeed in a
traditional system. In fact, performance budgeting should not be seen as an isolated
initiative. It should be viewed, rather, as part of a set of broader reforms—often
referred to as managing-for-results—designed to focus public management more on
results delivered and less on internal process. Therefore, the successful implementation
of performance budgeting in the public sector requires appropriate conditions (a
specific framework) that can facilitate its adoption and putting it into practice. This
framework should include the following components:
-

Shifting from public administration/bureaucratic system to performance
management (managing-for-results). Government cannot budget for results
unless it manages for results.
Introducing into and using performance information in the budget process will
facilitate the implementation of performance budgeting.
Changing the budgeting format and structure towards a more performanceoriented approach.
Shifting to a multi-year budget framework.
Shifting from Bottom-up approach to Top-down approach.
Modernizing the governmental accounting system.
Developing an appropriate performance measurement system.

It is important to note that when these conditions/components (framework) are lacking,
the implementation of performance budgeting is doubtful and it will not lead to
improving the performance of the public sector.
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