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A Course Obijectives

A The objective of this course is to improve development advisor
competency in the assessment of programs for the reform and
Improvement of public finance management systems through the
introduction of analytical frameworks and political economy analysis
tools applied to public finance management (PFM) reform.

A Target Audience

A Development advisors with some experience of public financial

management, including the PEFA assessment tool, who work directly
PFM reform programs.
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Module 1: Frameworks for Looking at PFM

A The PFM role and context:

A Political economy considerations and its application to PEN
reform

A The objectives of sound PFMiscal discipline allocative
efficiency and technical efficiency;

A The budget instrument, functional scope; systems/technica
Infrastructure,

A Institutional arrangements, legal and regulatory
framework;

A Tools for assessing PFM performance
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A Module 1 Objectives:

I To appreciate why PFM reform is important

I To understand PFM on the basis of simple models and analytical
frameworks

I To understand the context in which PFM operates and the
constraints on achieving sound PFM

I Political economy considerations and its application to PFM
reform "

I To understand a simple model of the budget instrument

I To introduce the analytical framework underpinnings of the &
PEFA assessment tool
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A Why Reform PFM?

I A sound PFM system is a necessary (though nota
sufficient) requirement for economic development
and poverty alleviation;

I A sound PFM system positively impacts on
macroeconomic stability, the functioning of the
market, transparency and accountability

I A sound PFM system will curb opportunities for
sustaining informal institutions, patronage and
corruption - which in turn undermine efforts to
achieve economic growth and development.
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A Characterization of PEM Reform

I Opportunities (prerequisites) for PFM Reform

A Political stabilityMacroeconomic stabilityfunctionality and
organization of the markethe rule of lawtransparency and
accountability technical capacity; an engaged civil society;

I Outcomes from sound PFM

A Macroeconomic stabilityeconomic growth, poverty = s
reduction, curbed corruption, improvefinctioning of the NN
market, greatertransparency and accountability

I Overlap of prerequisites and outcomes means:™"

A A piecewise step by step approach to PFM reform
(platforms?)
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A2S Oly 2yvié NBEFTZNY 2N a-
understand |

I How is PFM defined no standardized definition?

itCa O2YOSNYya GUKS STFFSOUAD
collection and expenditure of funds by
32 @S Ny Ydvigelings for PFM Reform;
Commonwealth Secretariat

i Public Financecomprises any revenues or
expenditures passing through state budgets, deriVEgiliEl
FTNRY o6KI G§SOSNI &2 dzNOS |y
Strategic Public Finance; Stephen J. Bailey
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A What is PFM an art or a science?

I What is its academic scogeEconomics;
Accounting; Political science; Law; a study in
Culture; Strategic planning; Systems analysis;
Multi-disciplinary?

I An art¢ politics, culture, law

I A scienceg strategic planning, economics,
accounting, systems analysis

I A combinationg political economy
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A A definition for PEM

A PFM may be defined as the effective management
of the collection custodyandexpenditureof funds
by governments. It encompasses the
management ofevenues the expenditure of
funds in accordance with a well formulated and
legally authorizedbudget the monitoring and
management opublic debtandfinancial assets
and the management and maintenancepafblic
assets Its context igolitical; its implementation is
constrained by thdinancial administrative
network and capacity
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A Five key characteristics of PFM

1. PFM is a core function of the state. It cuts across all
sectors of government and all service facili(ine
management/institutional context

2. ltis integral to the accountabillity triangle that governs
the relationship between the politicians, the
management and the citizens. It requires clear rules
specific responsibilities, transparency, s =
comprehensiveness and independent scrul(lmg
legal contex);

3. It forms broader economic framework with direct
Impacts on macroeconomic stabilifthe
macroeconomic context
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A Five key characteristics of PFM (contd.)

4.

It is the way and means by which a government
harnesses resources to serve society and meet
Its policy objectivegthe systemy

PFM is impacted by the countervailing factors of
actors and groups competing for resources and
the status of the financial administrative
network, the institutional capacity and the
systems performance to constrain the
opportunity for informal institutions, patronage
and corruption(the political economy
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Frameworks for looking at PFM

A The cardiovascular system as a

PFM analogue i

Rgrt intemal —_

I Supplies all organs of the body i

Right brachial —__

FaC|I|tates different functions

F’gH

aaaaa

Requires flows across a vast / ¥ \
network st et =

Flows are bdirectional

Irregular (unpredictable) flows
present a major threat
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The Political Context

The State
Politicians and Policy Makers

Capacity Development Solutions

Providers

Services ol
The civil servants
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A The Accountability Triangle

I Sustained by
A Clear rules (legal and regulatory framework) with sanctions
A Specified agents with defined responsibilities
A Transparency
A Comprehensiveness
A Independent scrutiny

I Threatened by
A Patronage

A Corruption
A Limited citizen participation
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A Budget as principal accountability instrument
I Fully reflect policy objectives
I Comprehensive and comprehensible

I Transparent
A Unrestricted public access

A Fiscal reports must be consistent with and cover all
elements of budget

A Accurate, regular and timely information
I Independent assurance of data integrity
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A The Macroeconomic context

I Fiscal policy and budget implementation affects
economic performance

I Consider the National Income Identity

C+S+T 1 CH+I+G+X-M =  T-G1 |-S+X-M

Government Budget Private Sector Current Account M
I With large budget deficits (G>>T) c .

apacity Development Solutions

A Inflation, crowding out, low growth, weakening of the
currency
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A The Political Economy Context
I Competing claims over rights and resources
I Bargaining between interest groups
I The informal institutions
I Interests and incentives
I Values and ideas
I Weak PFM Systems
I The Policy Space
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A The Legal and Regulatory Framework

. Authority Operationalize

Constitution  2/3 Parliament 30YRS 2 YRS
Laws Majority of Parliament 10 YRS 1YR
Decree President/Cabinet 7 YRS 1YR
Regulations Minister 5YRS 1YR
Manuals Minister 3 YRS 3 YRS
Circulars Institutional Officers of PFM 1YyrR Immediate
Accountable Parliament/Minister 5YRS 1YR
" Documents
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A PFEM Institutional Framework

PFM Function Institutional Element

PFM Policy and
oversight

Budget Formulation
Budget Coordination

Budget Preparation
Budget Implementation

Financial Reporting

Parliament, Cabinet, Public Services 4
Commission, Public Procurement Oversig

Cabinet, Planning, Line Ministries 3
Central ministries, finance, planning, civil 3
service

Line ministryhead offices, regional offices Few
and district offices thousand

T

Line ministryhead offices, regional offices, Tens of
district offices, frontline service facilities  thousands e oeeommensouons

Line ministryhead offices, regional offices, Few
district offices thousand
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A PEM Institutional Network
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