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The PFM Performance
| Measurement Framework

I . Introduction and background

The PFM Performance Measurement
Framework is an integrated monitoring
framework that allows measurement of
country PFM performance over time. It has
been developed by the PEFA partners, in
collaboration with the OECD/DAC Joint

Venture on PFM as a tool that would provide

reliable information on the performance of
PFM systems, processes and institutions over
time. The information provided by the
framework would also contribute to the
government reform process by determining
the extent to which reforms are yielding
improved performance and by increasing the
ability to identify and learn from reform
success. It would also facilitate harmonization
of the dialogue between government and
donors around a common framework
measuring PFM performance and therefore
contribute to reduce transaction costs for

partner governments.

The PFM Performance Measurement
Framework is one of the elements of a
strengthened approach to supporting PFM
reforms’. It is designed to measure PFM
performance of countries across a wide range
of development over time. The Performance
Measurement Framework includes a set of
high level indicators, which measures and
monitors performance of PFM systems,
processes and institutions and a PFM

Performance Report (PFM—PR) that provides

a framework to report on PFM performance

1) The Strengthened Approach has three components (i) a country led PFM reform strategy and action plan, (i) a coordinated IFI-donor integrated, multi-
year program of PFM work that supports and is aligned with the government s PFM reform strategy and, (i) a shared information pool, The
Performance Measurement Framework is a tool for achieving the third objective,
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as measured by the indicators,

I1. Scope and coverage of the framework

A good PFM system is essential for the
implementation of policies and the
achievement of developmental objectives by
supporting aggregate fiscal discipline,
strategic allocation of resources and efficient
service delivery. An open and orderly PFM
system is one of the enabling elements for

those three levels of budgetary outcomes:

* Effective controls of the budget totals and
management of fiscal risks contribute to
maintain aggregate fiscal discipline.

* Planning and executing the budget in line
with government priorities contributes to
implementation of government s objectives.

* Managing the use of budgeted resources
contributes to efficient service delivery and

value for money.

The Performance Measurement Framework
identifies the critical dimensions of

performance of an open and orderly PFM

system as follows™

1. Credibility of the budget — The budget is

realistic and is implemented as intended

2. Comprehensiveness and transparency —
The budget and the fiscal risk oversight
are comprehensive, and fiscal and budget
information is accessible to the public.

3. Policy—based budgeting — The budget is
prepared with due regard to government

policy.

4. Predictability and control in budget
execution — The budget is implemented in
an orderly and predictable manner and
there are arrangements for the exercise of
control and stewardship in the use of

public funds,

5. Accounting, recording and reporting —
Adequate records and information are
produced, maintained and disseminated to
meet decision—making control, management

and reporting purposes.

6. External scrutiny and audit — Arrangements

2) These core dimensions have been determined on the basis of what is both desirable and feasible to measure and define the nature and quality of the

key elements of a PFM system captured by the set of high-level indicators,
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for scrutiny of public finances and follow up

by executive are operating,

Against the six core dimensions of PFM
performance, the set of high—level indicators
measures the operational performance of the
key elements of the PFM systems, processes
and institutions of a country central
government, legislature and external audit. In
addition, the PFM—PR uses the indicator—
based analysis to develop an integrated
assessment of the PFM system against the
six critical dimensions of PFM performance
and evaluate the likely impact of PFM
weaknesses on the three levels of budgetary

outcomes,

The set of high—level indicators captures the
key PFM elements that are recognized as
being critical for all countries to achieve
sound public financial management. In some
countries, the PFM—-PR may also include an
assessment of additional, country specific
issues in order to provide a comprehensive

picture of PFM performance.

It is expected that the repeated application of
the indicator tool will provide information on

the extent to which country PFM
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performance is improving or not. In addition,
the PEM-PR recognizes the efforts made by
government to reform its PFM system by
describing recent and on—going reform
measures, which may not have yet impacted
PFM performance. The report does not,
however, include any recommendations for
reforms or assumptions as to the potential
impact of ongoing reforms on PFM

performance.

The focus of the PFM performance indicator
set is the public financial management at
central government level including the
related institutions of oversight. Central
government comprises a central group of
ministries and departments (and in some
cases deconcentrated units such as provincial
administrations), that make up a single
institutional unit. In many countries, other
units are operating under the authority of the
central government with a separate legal
entity and substantial autonomy in its
operations (in this document referred to as
autonomous government agencies) and also
constitute a part of central government
operations. Such units would be used for the
purpose of implementing central government

policy and may include non—profit



institutions, which are controlled and mainly

financed by central government.

Operations of other levels of general
government and of public enterprises are
considered in the PFM performance indicator
set only to the extent they impact the
performance of the national PFM system and
its linkages to national fiscal policy,
formulated and monitored by central
government (refer to PI-8, PI-9 and PI-23).
Other parts of general government include
lower levels with separate accountability
mechanisms and their own PFM systems (e.g.
budgets and accounting systems). Such sub—
national governments may include state,
provincial, and regional government at a
higher level and local government (including
e.g. districts and municipalities) at a lower
level, In addition to general government, the
public sector includes public corporations or
enterprises, created for the purpose of
providing goods and services for a market,
and controlled by and accountable to
government units. Public corporations can be
non—financial or financial, the latter

including monetary corporations such as the

central bank® Additional information on
other levels of government and public
enterprises may be included in the section on

country specific issues of the PFM—PR,

The focus of the indicator set is on revenues
and expenditures undertaken through the
central government budget. However,
activities of central government implemented
outside the budget are covered in part by the
indicators PI-7, PI-9, PI-26 and D-2.
Typically, this includes expenditure executed
by central government units and financed
from earmarked revenue sources (whether
domestic or external, the latter often being
only nominally on-budget),

and by

autonomous government agencies.

The Performance Measurement Framework
does not measure the factors impacting
performance, such as the legal framework or
existing capacities in the government. In
particular, the set of high—level indicators
focuses on the operational performance of the
key elements of the PFM system rather that
on the inputs than enable the PFM system to

reach a certain level of performance,

3) For further details of definition of the public sector and its sub-divisions, refer to the GFS Manual paragraphs 2.9-2 62 (Government Finance Statistics

Manual, IMF 2001)

103

=AHLEE



The Performance Measurement Framework
does not involve fiscal or expenditure policy
analysis, which would determine whether
fiscal policy is sustainable, whether
expenditures incurred through the budget
have their desired effect on reducing poverty
or achieving other policy objectives, or
whether there is value for money achieved in
service delivery. This would require detailed
data analysis or utilization of country—
specific indicators. The framework rather
focuses on assessing the extent to which the
PFM system is an enabling factor for

achieving such outcomes.

1, The set of high level performance

indicators

The selected 28 indicators for the country s
PFM system are structured into three

categories:

A. PFM system out—turns: these capture the
immediate results of the PFM system in
terms of actual expenditures and revenues
by comparing them to the original
approved budget, as well as level of and

changes in expenditure arrears.
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B. Cross—cutting features of the PFM system:
these capture the comprehensiveness and
transparency of the PFM system across the
whole of the budget cycle.

C. Budget cycle: these capture the

performance of the key systems, processes

and institutions within the budget cycle of

the central government,

In addition to the indicators of country PFM
performance, this framework also includes

D. Donor practices: these capture elements
of donor practices which impact the

performance of country PFM system.

A complete listing of the individual indicators
is found at the beginning of Annex 1,

The following diagram illustrates the
structure and coverage of the PFM system
measured by the set of high level indicators
and the links with the six core dimensions of

a PFM system:

Each indicator seeks to measure performance
of a key PFM element against a four point

ordinal scale from A to D. Guidance has been



C. Budget cycle

Policy—based
budgeting

-

External scrutiny

¥

B. Key cross—cutting features

D, Donor practices

A, PFM out—turns

Predictability and
control

and audit Comprehensiveness

\ Accounting, recording /

and reporting

developed on what performance would meet
each score, for each of the indicators. The
highest score is warranted for an individual
indicator if the core PFM element meets the
relevant objective in a complete, orderly,
accurate, timely and coordinated way. The set
of high—level indicators is therefore focusing
on the basic qualities of a PFM system, based
on existing good international practices,
rather than setting a standard based on the

latest innovation in PFM,

1V, The PFM Performance Report

The objective of the PFM Performance report
(PFM-PR) is to provide an assessment of

PFM performance based on the indicator—led

mp Budget credibility
in budget execution

analysis in a concise and standardized
manner. Information provided by the PFM—
PR would feed into the government and donor
dialogue.

The PFM.PR is a concise document (30—35
pages), which has the following structure and

content:

* A summary assessment (to be at the
beginning of the report) uses the indicator—
led analysis to provide an integrated
assessment of the country s PFM system
against the six core dimensions of PFM
performance and a statement of the likely
impact of those weaknesses on the three
levels of budgetary outcomes, aggregate
fiscal discipline, strategic allocation of

resources and efficient service delivery.
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* An introductory section presents the
context and the process of preparing the
report and specifies the share of public

expenditures captured by the report.

A section presents country—related
information which is necessary to
understand the indicator—led and overall
assessment of PFM performance. It
includes a brief review of the country
economic situation, a description of the
budgetary outcomes as measured by
achievement of aggregate fiscal discipline
and strategic allocation of funds' and, a
statement on the legal and institutional

PFM framework.

The main body of the report assesses the
current performance of PFM systems,
processes and institutions based on the
indicators, and describes the recent and
on—going reform measures implemented by
government,

*+ A section on government reform process

briefly summarizes recent and ongoing
reform measures implemented by

government and assesses the institutional

factors that are likely to impact reform

planning and implementation in the future.
As mentioned above, the report is a statement
of current PFM performance and does not
include recommendations for reforms or
action plans. In case of different views
between the donors and the government over
the findings of the report, the government s

opinion could be reflected in an annex of the

report,

V. Overall structure of the Performance
Measurement Framework

The structure of the Performance

Measurement Framework is summarized

below:

4 As drawn from other analytical work
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Analytical Framework underpinning the
Performance Measurement Framework

An open and orderly PFM system
supports

= Aggregate fiscal discipline

» Strategic allocation of resources

® Efficient service delivery

Y

The core dimensions of an open and
orderly PFM system are:

= Credibility of the budget

= Comprehensiveness and transparency

= Policy-based budgeting

= Predictability and control in budget
execution

* Accounting, recording and reporting

= External scrutiny and audit

Y

The key elements of the PFM system
measure the core dimensions of PFM

performance
See the list of indicators

The assessment provided by the Performance

Measurement Framework

-

Assessment of the extent to which the
existing PFM system supports the
achievement of aggregate fiscal discipline,
strategic allocation of resources and
efficient service delivery.

3

Assessment of the extent to which PFM
systems, processes and institutions meet
the core dimensions of PFM performance.

The indicators measure the
operational performance of the key
elements of the PFM system against
the core dimensions of PFM
performance
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