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Mr. Chairman and Members of the Committee: Thank you for giving me the opportunity to testify on the use of performance information in budgeting.  I know this Committee has had an interest in the performance of Federal programs for a number of years, as I have discussed the subject many times with members and staff during my tenure as the Deputy Director of the Congressional Budget Office between 1999-2003.  However, I am in a much different role now than I was then: I am currently Head of the Budgeting and Public Expenditures Division of the Organization of Economic Cooperation and Development (OECD) located in Paris.  And I have been asked to submit written testimony on the international use of performance information in budgeting. 


OECD countries—and other countries around the world—are under pressure to improve public sector performance and at the same time contain expenditure growth. As factors such as ageing populations and increasing health care and pension costs add to budgetary pressures, citizens are demanding that governments be made more accountable for what they achieve with taxpayers’ money. An important step in this process is to gather objective information about public sector performance.
 Performance information enables governments to measure progress towards achieving their policy and programme goals and provides details on what initiatives are working and those that are not. The central aim is to improve decision making by providing politicians and civil servants with better quality and more concrete information on the performance of agencies and programmes. In addition, this information can enhance transparency to the public and the legislature. 

The introduction of performance information into the budget processes across OECD countries is a widespread, long term and evolving process. Formal performance information is taken to refer to both performance measures (outputs and/or outcomes) and evaluations.  Consider the following:
· 75% of OECD countries include non-finance performance data in budget documentation;
· 40% of countries have been working on outputs for over 10 years;
· 35% of countries introduced a new initiative in this area in 2005.


The 1990s witnessed an expansion of efforts by many governments to introduce performance information into their budgets as part of a process that seeks to move the focus of decision making in budgeting away from inputs (how much money can I get?) towards measurable results (what can I achieve with this money?). At first this movement led to the introduction of performance budgeting as a form of budgeting that directly relates funds allocated to measurable results.  Performance budgeting has also been linked 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 performance management or managing for results. These reforms are often 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.
PERFORMANCE-INFORMED BUDGETING

The production of performance information is not an end in itself; quite the contrary, to make difference performance information has to be actually used in the decision-making process. As countries struggled with mechanical performance budgeting systems that some first started with, a major issue developed on what was the best way to use performance information in the budgetary process. However, whatever troubles countries encountered in using performance information, no country ever stopped using the information, although some changed their techniques as they learned what worked and what didn’t.


There are different models and approaches to using performance information. As the use of performance information evolved, the majority of OECD countries began to adopt performance-informed budgeting where performance information (performance measures and/or evaluations) is used along with other information on political and fiscal priorities to inform—but not determine—budget allocations.  Most importantly, it is only one factor in the decision-making process.
  In performance-informed budgeting, there is no direct or mechanical link between measures of performance and funding. Performance information is used for planning and/or accountability purposes; that is, the Ministry of Finance (MOF) can use planned future performance to inform funding decisions and use performance results to hold agencies to account and to inform budgetary allocations. But many countries have found that performance-informed budgeting techniques are better at incorporating performance information into the budget process than mechanistic performance budgeting.

Below are examples of different approaches to include performance information in budget and management processes taken by a few OECD countries. 

Australia


Australia’s current performance budgeting and management framework has been in place since the mid-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 concentrates 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 evaluations in their budget plans (portfolio budget statements) and their end-of-year results (in annual reports).


Expenditure and programme reviews are a central feature of the Australian budget process and an area where performance information is used to inform budget decisions. Until recently, the lapsing budget measure review process was the most commonly used type of review, but the Australian government revised the review arrangements in October 2006.  The new arrangements give the MOF a greater role in identifying and managing reviews in co-operation with departments. Senior ministers make decisions early in the budget process regarding which major areas of public expenditure will be reviewed in any year. In addition, there can be major reviews or departmental reports, which can be short-term and available for the next budget or more for long-term.

Canada


Over the years, the Canadian federal government has implemented numerous performance budgeting and management initiatives. 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 (a Cabinet committee) produces and presents to Parliament two whole-of-government reports: 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 2004-2005, evaluations covered approximately 10% of departmental programme funding. The government has also sought to introduce performance information into decision making on its 750 non-statutory transfer payment programmes that are delivered through third parties and must be reviewed by the Treasury Board at least once 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 and risk-based audit frameworks in support of the ongoing management and renewal of these programmes.


In 2005, the Treasury Board, in an effort to regain detailed programme-level knowledge, adopted the Management, Resources and Results Structure (MRRS) policy. This sets explicit requirements for departments on how to collect, manage and report financial and non-financial information at a government-wide level. These results-based structures underpin all performance planning and reporting.


After the 2006 election, the conservative government called for reform of the federal expenditure management system and greater use of performance information in support of resource allocation and reallocation decisions. In addition to the performance-based Cabinet reviews of transfer payment programmes already in place, current plans call for the commencement of a first round of strategic programme reviews to begin in the autumn of 2007. All available performance information – whether from audits, evaluations, the MRRS performance frameworks, or from annual assessments of departmental management performance – will support these reviews.
Netherlands


In 2001, the Netherlands introduced a more policy-oriented budget structure.  The Policy Budgets and Policy Accountability reform aimed to provide Parliament with a more transparent budget document and clearer information about the results of government actions. This reform was an initiative of the Lower House of the Dutch Parliament. 

In addition, since 1995 the Netherlands has developed a system of interdepartmental policy reviews. Policy reviews are proposed by the MOF and approved by the Cabinet and the respective line 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 MOF, and external experts. All reports are published and submitted to Parliament. Initially these reviews concentrated on efficiency with a mandatory 20% saving; however, as the economic situation improved the mandatory cut was abolished and the reviews focused more on institutional reform. 

United Kingdom


The United Kingdom first introduced the comprehensive spending review in 1998 and repeated the exercise in 2000, 2002, 2004 and 2007. This biennial 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 and 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 produces 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 negotiations between the Treasury and ministries, although there is no automatic link between results and resource allocation.


In the United Kingdom, key objectives and targets are integrated into the decision-making process at a high political level. There is a special cabinet subcommittee on public services and public expenditure, which is chaired by the Chancellor of the Exchequer. This committee discusses progress against targets and key strategic objectives and challenges.

THE BENEFITS AND CHALLENGES OF THE USE OF PERFORMANCE INFORMATION IN THE BUDGET PROCESS

Countries 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 programmes contribute to achieve these goals.
· It encourages a greater emphasis on planning—especially when part of a medium term expenditure framework—and acts as a signalling 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. (Twenty-four out of 30 OECD countries provide information on performance results to the public.)
· 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, programme management, central resource allocation, and expenditure prioritisation. 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 discipline. 

Despite these reported benefits, OECD countries continue to face a number of challenges with the development and use of performance information in the budget process including: 
· how to improve the use of performance information in budgetary decision-making; 
· how and if performance information should be related to resources; 
· how to improve the measurement of activities; 
· how to improve the quality of information; and 
· how to get politicians to use performance information in decision making. 

Country experiences have shown that the existence of a procedure to integrate performance information 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 the spending ministries, and the political and economic environment.
OECD GUIDELINES ON DESIGING AND DEVELOPING BUDGET SYSTEMS THAT USE PERFORMANCE INFORMATION

Despite these challenges, countries are not discarding the use of performance information, but continue to evolve new approaches to using the information. The OECD has developed general guidelines for countries as they adopt and evolve initiatives to improve the use of performance information 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.

· A whole-of-government planning and reporting framework is important. 
· Performance information should be integrated into the budget process.
· Designing government-wide systems that automatically link performance results to resource allocation should be avoided. Such automatic linkages distort incentives, ignore the underlying causes of poor performance, and require a very high quality of performance informaiton that is rarely available. 
· Meaningful and accountable performance information requires reliable output and outcome data that are continuously updated.

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

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

· The staff and resource capacity of the ministry of finance and spending ministries is critical.

· Reform approaches need to be adapted to evolving circumstances.

· It is important to develop incentives to motivate politicians and civil servants to change their behaviour.  Regardless of the type of performance information (evaluations or performance measures), consideration needs to be given to whether and how it will be used by decision makers. It is a matter not just of process, but also of having the right incentives to motivate decision makers to use the information.  

CONCLUSIONS

Previous incarnations of performance budgeting in many countries began with expectations that were unrealistic, thus 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. A long-term approach and patience are necessary as countries go down this road. 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 may be 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 countries will engage in performance-informed budgeting.

In the governments of OECD member countries, a great deal of the annual budget process remains incremental and inputs still play a key role. Results information will never completely replace inputs. There is a trend towards reforms that are, however, slowly shifting the thinking of decision makers at all levels – politicians, the MOF, spending departments and agencies, and the general public – towards a greater focus on results, and there is a clearer understanding of the need to see public policy and government actions in terms of achieving results. Despite the challenges encountered, countries are continuing to move forward with reforms to improve the use of performance information in budgetary decision-making.  As long as citizens demand results from their governments for their tax dollars, there will be a continuing need for performance information. 
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