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Program budgeting

Characteristic features
and practical experiences

Incremental budgeting, ie. the chapter based
budgeting mechanism that groups expenditure
items mostly according to the administrative
classification — and is also used in Hungary — is
suitable for the detailed planning of expenditures
and the itemised control of their implementa-
tion. However, it is not suitable to measure the
quantity and quality of products and services that
were generated through the expenses, or the
absolute and relative costs involved. In its reports
the State Audit Office of Hungary has several
times called for the application of modern budg-
eting techniques in the Hungarian system of
public finances. One of these techniques is the so
called program budgeting. Based on the available
international experience and the presented case
studies, the main purpose of this article is to pro-
mote the comprehensive application of program
budgeting in Hungary. However, we cannot omit
mentioning the theoretical background of some
of the correlations.

THEORETICAL BACKGROUND

It has been increasingly demanded that the
state should give up — as much as possible — its
substantial active economic role typical for
welfare mixed economies and should return to
its original functions. This is all the more nec-
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essary because in many countries the priority
of the redistribution function and the expan-
sion of the economic ventures of the state have
many times interfered with the fulfilment of
the traditional functions (the so called core
functions). This is why the allocative function
of the state is given more and more emphasis.
This function of the state intervenes into the
allocation of resources in a manner different
from the one used by the market, with a view
to generate collective goods more efficiently
than with the market method.

This means that the allocative function is
designed to deter market losses, wherefore it is
gaining importance not only in the developed,
but also in the emerging countries.

According to Tanzi!, in less developed soci-
eties economic inequalities are determined by
the mainstream social norms and the possession
of real assets in contrast with the modern, devel-
oped societies, where the key role is that of
human capital, and where the main source of
income is work rather than property. As a result,
the emphasis must be placed — in less developed
countries, too — on the production of collective
or semi-collective goods (on education in the
first place), i.e. on the allocative function of the
state. It must be understood that the concept of
collective goods (which apart from purely col-
lective goods includes other groups of goods,



such as goods subject to fee payment, goods of
common stock and meritoric goods, too?) cov-
ers a group that keeps changing both in space
and time. In these countries excessive state
intervention is also contra-indicated by the fact
that the tax revenues are much smaller because
of the smaller per capita GDP, wherefore a large
state structure would fulfil its function a prior:
less efficiently.

Judging from the theoretical background
of the method, the planning/reporting tech-
nique and institution financing method called
program budgeting was devised to fulfil the
allocative function of the state, and is basical-
ly supported by two, primarily microeconom-
ic concepts: Firstly, state institutions also
generate goods (collective goods), i.e. their
operation must be developed keeping this in
mind. Secondly, it has been recognised that
the inadequate efficiency of state institutions
is usually due to the principal-agent type sys-
tem of relations. Consequently, the starting
point for program budgeting is the identifica-
tion of the collective goods to be generated
and/or the related tasks and outputs. On the
other hand, it tries to establish a system of
responsibilities that is able to reduce the inef-
ficiency arising from the principal-agent phe-

nomenon.

PRINCIPLES

Program budgeting is a performance (output)
based budget planning, executing and auditing
system, or rather process, which directly links
the funding of the budgetary organisation to
the results achieved by said organisation, the
generated “products” and services.? In this sys-
tem the budgetary needs of an organisation
include not only the resources planned to be
received, but also those “products” (outputs)
and results (outcomes) that are expected to be
generated from the resource allocated to that
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organisation. The decision-maker sets per-
formance objectives for the outcomes and out-
puts, and determines the size of the funds to be
allocated for the task based on the costs of pro-
duction, and transfers such funds to the select-
ed organisation. This can happen in the form of
the purchase of the produced outputs and
results (outcomes) by the decision-maker from
the organisation or (another entity).

This means that funding is linked to per-
formance. The customer, in this case the gov-
ernment, sets performance objectives, and
decides about the extent of funding in the light
of the required costs. In contrast with this, the
traditional budgeting system is only capable of
planning and of inspecting implemented
expenditures. Figure 1 shows the difference in
the logic of the two planning systems.

Three stages can (must) be distinguished in
the modern program budgeting technique.

OPlanning: comprehensive, strategic, long-
term objectives must be set. The social policy
objectives must be thoroughly worked out and
quantified, because they cannot be interpreted
by themselves for program budgeting (e.g.:
instead of “the quality of healthcare must be
improved!” we should say “the mortality rate
or the number of days spent on sick leave must
be reduced”). It must also be determined what
social groups are covered by the different
objectives, and what alternatives can be used to
attain these objectives. Briefly: what and how
the government wants to achieve?

@Programming: the objectives of the plan-
ning stage must be classified under programs,
which are then decided about by the competent
decision-making authority. As far as possible
the most ideal one must be selected. This
process is best suited by the cost and profit
assessment. The program categories (broad pri-
orities) are usually selected by the government,
while the priorities can be optimised by the
competent ministries. A good decision requires
an adequate information system. In many
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Figure 1

THE DERIVATION LOGIC OF THE TRADITIONAL AND PROGRAM BUDGETING SYSTEMS
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places the PPBS method was forced to be given
up for the lack of such a system.

©®Budgeting: the program appropriations are
broken down annually by organisational units
and the responsibilities pertaining to the indi-
vidual programs. This is actually the most diffi-
cult task, since the concrete duties for the given
budget year must be determined on the basis of
multi-year programs. In this stage it might
pose a problem if one program is supervised by
more than one entity, if the persons in charge
of the program form another responsibility
organisation, too, apart from the organisation-
al structure. The two structures may conflict
each other, causing information disturbances
or the clash of organisational interests. To fore-
stall this problem, efforts are made to unify the
two systems of responsibility.

Program budgeting must be integrated into a
broader model of budget management, i.e. gov-
ernmental services must be redefined in a much
more outcome oriented manner. Based on the
pioneering experience of a few developed coun-
tries, the most efficient approach for this is the
thorough consideration and enforcement of
responsibility (accountability) relations within
the public sector:
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* performance itself, the content, qualitative
and quantitative characteristics thereof
and the conditions for service supply must
be determined in a manner so that they can
be applicable by the organisational leaders
in charge of budget management;

instead of the stringent regulation of inputs,
budgetary organisations must be given
greater managerial autonomy and freedom,
so that they could decide how the set objec-
tives can be most efficiently achieved;

* the system of incentives and sanctions
applied to the organisational leaders must
be modified.

In many countries reorientation from the
old concept towards the new, top-down one
entailed profound consequences, since the pre-
cise definition of the collective goods and gov-
ernmental activities to be provided triggered a
major reduction of the public sector, and cer-
tain public finance reforms in many cases. The
consequences included the restructuring of the
relationship between the government and the
private sector, which meant — among other
things — that the government's role has been
significantly curtailed in the regulation of cer-
tain private sector activities.



On top of all that, the government increas-
ingly borrowed private sector techniques to
plan and provide governmental services. One
of these techniques is strategic planning, which
is not identical with the traditional method
used for the preparation of the state's develop-
ment plant. The consistent example of strategic
planning is the solution applied in New
Zealand, i.e. a three-stage process implemented
top-down.

OFirst of all the sustainable level of state
activity must be determined. Sustainability
must be considered for the long run (too),
albeit strategic planning must be implemented
at least for a medium-term timeframe.

@In the next step the most important tasks
to be performed must be determined (strategic
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result areas). Keeping in mind the requirement
of long-term sustainability, too, these areas of
strategic importance mostly focus on the gen-
eration of collective goods (education and fur-
ther training, national defence, etc.).

©1In the third stage of planning these major
activities must be translated into action plans
for all organisational units.

Figure 2 illustrates the relationship between
strategic planning and top-down budgeting.

INTERNATIONAL EXPERIENCES

The pioneers of performance oriented budget-
ing techniques were overseas Anglo-Saxon
countries, however such techniques were later

Figure 2

THE RELATIONSHIP BETWEEN STRATEGIC PLANNING AND TOP-DOWN BUDGETING
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incorporated into the European practice, too.
Without giving a comprehensive description of
this process, which was characterised by
advances and setbacks, we first review in detail
the major characteristic features of the public
finance reforms in New Zealand, and then
more concisely those of the Spanish and
French public finance reforms. Finally, we pro-
vide a summary of a few general experiences,
and then discuss the Slovak experience in a lit-
tle more detail.

The public finance reform

in New Zealand

The reform in New Zealand crystallised in the
decision-makers along a chain of ideas similar
to those described at the beginning of this arti-
cle*. In line with this: in relation to the state
functions the emphasis should be shifted to the
old “core function” and the allocative function,
and the generation of public goods. The pro-
duction of all goods that are closer to the pri-
vate goods on the public goods-private goods
scale® must be preferably left to the private
market. Public goods production by the state
also needs to be reformed due to the special
conditions pertaining to the supply of and
demand for collective goods. The reform in
New Zealand focused on increasing the effi-
ciency of the supply side. It did so for a good
reason, since the demand for collective goods
can hardly be revealed. Yet, an effort was made
to improve efficiency on this side, too: the
1993 reform of the election law. As a result, the
Anglo-Saxon electoral system, which consisted
of single-seat, “first past the post” constituen-
cies was replaced by a mixed system — similar to
the Hungarian one — consisting of multi-seat,
party list constituencies. In this system the
chances are much slimmer for the majority to
become over-represented in the House of
Representatives, wherefore it often happens
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that a government can only be established
through coalition. This means that a wider con-
sensus is required for decision-making in
important issues, which yields voting results
closer to the Pareto optimum.

Naturally, the reform of the supply side was
much more elaborate, accentuated and compre-
hensive. The methods applied here are some-
times referred to as state functions coupled
with market conditions. From the theoretical
point of view this is nothing more than the
development of such efficient principal-agent
sample agreements, i.e. the application of such
efficient incentive mechanisms that create mar-
ket-like relationship between the participants.

The Government of New Zealand faced seri-
ous macroeconomic problems in the first half
of the 1980s: inflation jumped to 15% in 1982
from the 10% measured two years before. As a
consequence, the Government froze all prices
and incomes in the economy by law. This meas-
ure reduced inflation in the short run, but dis-
torted relative prices, caused hidden inflation,
and made it even more difficult to plan and
implement fiscal and monetary policies.
Governmental expenditures grew from 28%
(1970s) to 41% of the GDD while the budget
deficit grew from 1% (early 1970s) to 9% of
the GDP by 1984. Gross state debts reached
64% of the GDP, and a further rise could be
anticipated due to the large fiscal deficit.
Unemployment grew from a negligible level in
the 1960s to 7% by 1983, while 31% of the
employees worked in the state sector. During
1984, increasing speculation could be witnessed
against the national currency, and the defeat of
the governing National Party at the general
elections held in July caused a currency crisis.
The country's credit rating deteriorated from
AAA to AA.

Naturally, stabilisation efforts were made
earlier, too, however they did not yield long-
term success. Since two thirds of the deficit
composed of structural deficit, the decision-



makers realised that the permanent success of
adjustment could only be guaranteed if struc-
tural (micro) reforms were implemented, too.
It was proposed that the state's role in the
economy and society should be redefined. This
meant that the need for efficient market coor-
dination was recognised again. It was realised
that market conditions should be extended to
as many functions as possible, 1e. the state
should be redirected to fulfil its core functions
and allocative functions.

The reform was implemented from 1984
through the mid 1990s, throughout four elec-
tion cycles®. First of all, the majority of rules
and restrictions hindering free market process-
es were gradually demolished. On an imaginary
scale the officials involved in the reform tried
to determine to what extent the goods and
services provided by the state were public
goods.” Institutions that provided services
deemed to represent private or semi-private
goods were spun off from the central govern-
ment and were transformed into companies
operating according to market principles, and
as many of such companies were privatised as
possible. The production of only those collec-
tive goods was left to the central government
that could not be marketised at all, or could
have been done so only at the expense of great
market losses. Based on the experiences and
theoretical relations — after the low efficiency
of bureaucratic institutions and the success of
corporatised companies was realised — the man-
agement and funding of the government was
restructured in the late 1980s.

Prior to the reform of the central govern-
ment, the country was run by an input-financ-
ing bureaucratic system that regulated every-
thing centrally to the tiniest detail. In the mid-
dle of the 1980s the following problems were
thought to be the most urgent ones:

* the designation and objectives of the

departments and ministries were not clear-

ly defined;
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* the responsibilities of the politicians and
public officials, including the accountabili-
ty relations, were not unambiguous;

* the ministers managed everything to the
tiniest detail, they made concrete decisions
regarding the internal management of the
departments although they hade neither
sufficient information, nor adequate

incentive mechanisms;

* there were no adequate tools to sanction

low performances.

During the elaboration of the new opera-
tional structure the following happened from
the theoretical point of view: the roles in the
politician-public official (principal-agent) rela-
tionship, as well as the objectives and tasks of
the participants were clearly defined, the asym-
metry of information, which made the princi-
pal-agent relationship problematic, was
reduced to the minimum, and assignment con-
tracts containing efficient terms and conditions
(incentives, sanctions) were formulated.

In reality, the fiscal bureaucrats implement-
ing the reform believed that that the major
sources of the problems in the community sec-
tor included annuity-hunting, and the capture
of the department by itself or by external enti-
ties. This is why it was thought that assignment
contracts should be made efficient by applying
market conditions and political decision-mak-
ing should be separated from implementation,
i.e. production (input-output separation). As a
result, political decision-makers can act as con-
sumers who sign contracts with departments
and ministries producing public or semi-public
goods, and which must compete with other
suppliers. The emerging customer-seller rela-
tionship and the competition will create mar-
ket-like conditions. However, this functions
well only when supported by an efficient con-
trolling mechanism, and the underlying social
publicity and openness. This is why, after pre-
senting the steps of market creation, the con-
trolling and reporting requirements designed
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to maintain the operation of the market must
also be briefly described.

The precise definition of the roles first of all
required the clear definition of who sells what in
the principal-agent relationship, and who uses
what for his activity. The main issue was that pub-
lic institutions had to shift from input financing
to output financing. This necessitated the unam-
biguous definition and differentiation of the con-
cepts of input, output and result (outcome).

Input means those resources (capital, work-
force, information, time, etc.) that are used for
the production of goods. Therefore, the salary
of a public official or the purchase of a fire
engine is considered as input.

Output means goods or services that the
minister purchases® from community or pri-
vate producers. These can include political con-
sultation, the enforcement of rules and many
other services. The departments (ministries)
must define their outputs as well as the volume,
quality, delivery deadline and costs thereof.

The different outputs are grouped under var-
ious output classes. The Parliament authorises
the ministries to purchase output classes.
Outputs grouped in the same output class must
be homogeneous, they should provide infor-
mation, according to the ranking criteria, to the
Government for decision-making and to the
Parliament for controlling.

There are two main outputs: the departmen-
tal outputs that are produced by governmental
departments, and the nondepartmental outputs
that the minister purchases not from a govern-
mental department, but rather from voluntary
groups, public benefit private foundations and
(most often) from Crown Entities.”

The result (or outcome) is the impact of one
or more outputs on the community. It is up to
the Government's political decision what com-
munity impacts or outcomes it wants to achieve
by spending public funds. These decisions can
be predicted from the strategic areas'® related to
the long-term community objectives of the
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Government. Such areas must be determined
through the coordination of the Prime
Minister's Office and the Cabinet. Strategic
Result Areas in the mid 1990s included:

* the maintenance and possible improve-

ment of economic growth,

¢ the maintenance of external relations,

* education and further training,

* public safety,

e social welfare,

e healthcare,

* environmental protection.

It is decided by the Government and the
ministers what outputs they want to purchase
to reach a certain outcome. Outputs can be
purchased from several suppliers to reach a
given outcome. For example, to attain the
“reduce the number of crimes” outcome the
Government may purchase outputs from the
police, the Ministry of Justice, the Ministry of
Social Welfare, Crown entities producing edu-
cational services and other entities. Low per-
formance forces the government to purchase
the given output from another place if possible.

As an output purchaser, the Government is
interested in the acquisition of the same infor-
mation as a customer requires in a private sec-
tor purchase and sale agreement: the price, the
quantity, the quality, the place and time of
delivery. This is why the departments must
define these characteristics of their outputs, as
I have mentioned above.

As the owner of public departments, the
Government wants to make sure that the assets
in its possession are utilised efficiently, and that
a department maintains its efficiency in the
long run, too. As an owner it needs a financial
report prepared according to the result orient-
ed procedure used in the private sector (accru-
al accounting) so that efficiency could be com-
pared with that of private companies.

The dual interest of the government (owner-
customer) can be revealed in the distinction

between “vote” and “responsible” ministers.!!



The vote minister requests authorisation from
the Parliament for the purchase of outputs, i.e.
he represents the government's interests as a
customer. Output financing is voted by the
Parliament by categories.!? In general, one min-
isterial portfolio belongs to one ministry
(department), which requires one parliamentary
approval. (In other words: one approval — one
minister — one ministry.) However, if a ministe-
rial portfolio belongs to several ministries, or a
ministry produces outputs for more than one
minister, more approvals are needed. Public
money can be spent only for the purpose speci-
fied by the given parliamentary approval.

Each ministry has a responsible minister rep-
resenting the interests of the owner (the
Government and the people of New Zealand) of
the capital invested in the department. The

responsible minister and the vote minister are
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often the same person. Naturally, the ministers
are not involved in the day-to-day management
of the ministries. That is the responsibility of the
directors general heading the ministries, howev-
er the ministries must report to the Parliament
about the general performance of the ministries.
The ministries are first of all responsible for the
delivery of outputs stipulated in the contracts
signed with their respective ministers.

Apart from funding outputs, public money
can be paid under two other legal titles: capital
allocations (which are also voted by the
Parliament case by case) and transfer payments.
Obviously, in case of the ministry performing
the transfer payment, the transfer has nothing
to do with the departmental costs: the transfer
payment is the ministry's output.

Table 1 presents immigration related out-
comes and output classes as an example.

Table 1

IMMIGRATION RELATED OUTCOME AND OUTPUT CLASSES

THE OUTPUT CLASSES PROPOSED FOR ADOPTION BY THE MINISTER OF IMMIGRATION (VOTE MINISTER)
AND THE RELATED OUTCOMES FOR THE 1999/2000 BUDGET YEAR:

Vote minister: Minister of Immigration
Ministry producing the output: Ministry of Labour
Responsible minister: Minister of Trade

Related governmental outcomes;

The general objective is to make immigration contribute to the powerful growth of the economy. This is why the

Government aims to:

e spur economic growth through increasing New Zealand's human capital and expanding its international relations;
e contribute to social cohesion through well adjusted immigrants;

e protect the interests of legal aliens in New Zealand through ensuring the integrity of licensing criteria;

o fulfil the international humanitarian commitments of New Zealand.

Output classes:
e political consultation on immigration;

e management of the movement of immigrants and visitors;

e investigation of the violations of immigration laws;

e completion of the necessary deportations;

e ensuring border surveillance;

e supporting the services of immigration organisations;

e evaluation of asylum requests and management of the refugee quota program;
e ensuring programs and research projects that facilitate the settlement of immigrants.

Source: Department of Labour, 1999
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The directors general of the ministries are
hired with a performance contract for a definite
term of usually three to five years. The per-
formance contract is a key document between
the responsible minister of the department and
the director general. The career advancement
and remuneration of the director general
depends on how well he can meet the output
requirements laid out in the (purchase) con-
tract. In return, he is given a free hand to utilise
the inputs, including human resource decisions.

The purchase contracts are signed by the
director general and the vote minister. The
contracts stipulate the above features of the
outputs, in which the minister is interested as a
customer. These are:

e the terms and conditions of the contracts,

* the description of the outputs,

* the costs of the outputs,

* the method of performance evaluation,

* the reporting requirements,

* the possible sanctions and

* the contract amendment procedure.

The ministers may choose from among the
outputs, and have the possibility to replace a
given quality level with a larger quantity, lower
costs, or vice versa. (In other words, trade-off
is possible.) The ministers may determine the
content and format of the report they require,
on the basis of which they can evaluate the
completion of the purchase contract, or may
even modify it. If modification requires addi-
tional resources, a new authorisation is needed
from the Parliament.

Some of the ministers may conclude pur-
chase contracts with nongovernmental organi-
sations, too. In such cases the contract is
signed by a ministry represented by a minister.

The director general must exercise versatile
control over the output costs not only to have
adequate information to modify the input com-
binations should the input prices change, but
also — among other things — because output
pricing is based on this output cost, too.
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Naturally, other methods are also used for this
purpose, i.e. private and community producers
are invited to submit competitive bids.

The objective is to make ministries as effi-
cient as private companies. To this end, the
minister seeks several output producers and
calls them to compete.

The directors general and managers need
accurate and up-to-date information to effi-
ciently run the departments. On the other
hand, the Government and the general public
demand regular reports on the departments'
performance. For this reason the community
sector began to use an accounting system that
is also used in the private sector. Formerly only
cash flow was registered; the government knew
how much money it spent in a given fiscal year,
however it had no information about the out-
put volume, the costs of output production, or
about the value of assets in its possession. The

3 accounts each trans-

new accounting system!
action after it is completed, irrespective of the
fact that it is carried out in cash or kind. The
system also takes into account changes in the
value of assets. The departments account to
cost places and cost bearers. Although these
concepts seem to be self-evident, New Zealand
is the only country where the entire public sec-
tor follows this accounting principle, which
makes it possible to compare the effectiveness
of the public and the private sectors.

This method allows the Public Finance Act
to mandate the departments to prepare a gen-
eral statement of funds flow. Based on these
statements, the Crown (the State) can produce
reports reflecting the actual financial and prop-
erty position. The three most important state-
ments are:

e Statement of Financial Performance, i.e. of

revenues and expenditures;

e Statement of Financial Position: a balance
sheet containing the net asset value of the
Crown;

* and the Statement of Cash Flows.



Control and transparency is also ensured by
the fact that public funds can be kept only on
two types of accounts held by commercial
banks.

B The first is the bank account of the
Crown, which is managed by the Treasury.
Prior to the reform this account was kept by
the central bank, which made it extremely dif-
ficult for the Treasury to manage the econo-
my's short-term liquidity. As a result of the
reform, the central bank turned into a public
department the only output of which is to keep
the annual rate of inflation below 2%. Pursuant
to the relevant purchase contract, the president
of the central bank is responsible only for this
output.

O The other type of account is the so called
departmental (ministerial) bank account. These
accounts can only be used for keeping money
transferred by the Treasury or yielded from the
sale of departmental assets. All other public
funds must be deposited on the Treasury
account.

As far as the macroeconomic results of the
reform are concerned, it is beyond any doubt
that the position of the budget largely
improved by the end of the reform period.
Although improvement was significantly
assisted by the reform of the central govern-
ment, it is difficult to distinguish its impact
from the impacts of other fundamental reforms
and measures, such as the liberalisation of
international trade or capital movements, the
deregulation of the financial markets, or the
introduction of the monitoring of inflationary
objectives.!* In addition, the development
cycles also paid an important role: the budget
deficit hardly decreased until 1990, and a bal-
anced budget could be achieved only in 1994,
after a boom in 1993. It seems that the com-
prehensive reforms contributed to the rise in
tax revenues and the drop in expenditures.
Despite the reform, expenditures initially grew
to 42% of the GDP by the years 1990-1991,
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but then — under various impacts — they fell
back to 35% by 1995. Such impacts were gen-
erated by the reduction of social expenditures,
the alleviation of unemployment from 11% to
around 6%, as well as cost savings and
enhanced efficiency achieved through the

structural reforms.

New budgetary system in France

The 1959 decree of constitutional force
(Ordonnance), which governed the French
budgetary system — and which, due to its func-
tion, was a basic law serving as a foundation for
the budget laws!> — was replaced by a new reg-
ulation in 2002. The new decree of constitu-
tional force launched a considerable public
finance reform, a major element of which was
the introduction of program budgeting. This
technique was and is still expected to enable the
ministries (departments) to set the achievable
objectives, to prepare substantial performance
reports on their activities, and consequently to
reach greater independence and accountability.

According to the decree, program budgeting
should be introduced by 2006. This deadline
has been met: two major blocks of it — the com-
pilation of program budgeting itself and the
issuance of the audit opinions by the Supreme
Audit Institute of France (Cour des Comptes) —
have already been applied during the develop-
ment of the 2006 budget.!®

Strategic and prospective budgeting was
implemented at three levels.!” The most com-
prehensive objectives (missions) were defined
in the form of 45 public policies.

In the course of this work 149 strategic pro-
gram directors were responsible for connecting
the strategic objectives derived from the public
policies with the operative results. In line with
this, 149 programs were presented to the
Parliament for approval instead of the former,
nearly 800 line items. The programs are linked
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to performance indicators that help the prepa-
ration of the annual reports.

At the second level of the new budget system
approximately 1,200 operative budget program
directors were assigned operative objectives,
who also became accountable through the per-
formance indicators. The implementation of
the concrete tasks (actions) is the responsibility
of the directors of the operative units.

The programs are audited by an interminis-
terial committee headed by the chief auditor of
the Ministry of Finance. On one hand the com-
mittee is responsible for ensuring that the pro-
grams are implemented in compliance with the
quality requirements laid out in the budget law
submitted to the Parliament. The other task of
the committee is to evaluate the annual per-
formance audits prepared about the programs.

Thus, budget planning spans several three-
year-long periods, and — since the 2002 decree
of constitutional force was adopted — this, as
well as the transfer of the appropriation for the
next year is permitted for all operational and
investment appropriations, except for wage-
like expenditures. The latter are restricted with
an upper limit, and can be regrouped for other
purposes (however, regrouping in the other
direction is not possible).

The Parliament approves the programs, as
well as the related multi-year commitments and
annual payment limits. As we have already
mentioned above, the commitments can be
taken forward to the next year without any
restrictions.

As far as the reports on the programs are
concerned, they are prepared on the basis of
partial, outcome oriented statements, while the
budget is developed and approved with the cash
flow approach. The third component of the
new accounting system is a managerial infor-
mation system capable of monitoring program
costs and outcomes.

The budget and accounting system outlined
above seems suitable to enable the public
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administration system of France to measure
the costs of public policies and evaluate the
underlying assets.

The public administration reform
in Spain

Although the national economy of Spain is
much bigger, it is also much less open than that
of Hungary. Yet, the development path taken
by the Spanish Kingdom in the past decades
may also present many lessons for the econo-
my of Hungary. Spain's accession to the EU
was preceded by the reform of the public sec-
tor. In the period 1982-1986 the socialist
Government's major efforts were needed not
only because of the large budget deficit, but
also because the deteriorating efficiency of the
utilisation of budgetary funds. One of the main
direct objectives of the reform was the adop-
tion and application of modern budgeting tech-
niques, and the final indirect objective was the
transformation of the budget into a tool capa-
ble of improving public services. Within the
framework of the report, budget expenditures
were linked to programs. The development of
the practice of program budgeting took several
years. It is important to point out that program
budgeting is applied not for the entire, but for
the larger part of public expenditures in the
case of which this is justified by the nature of
the expenditure objective.

Similarly to Ireland and Greece, the momen-
tum of GDP growth slowed down in Spain, too
after the EU accession, and even a setback could
be witnessed in 1987. Based on the available data
we can determine however that consumption
relative to the GDP increased (which means that
the growth of real consumption decelerated to a
smaller extent than it would have been justified
by the setback in the GDP). On the other hand,
gross savings measured as a percentage of the
GDP almost remained the same.



The economic slow-down experienced by
Spain in 1995-1996 was followed by a 3.4%
GDP growth in 1997 due to increasing exports,
investments and consumption. The quickening
of the economy was facilitated by the drop in
interest rates.

Eventually, after joining the euro zone, the
objective became increased employment com-
bined with price stability. Unemployment was
never as low as it has been now, and the Spanish
companies are powerful participants in the
global markets.

The topical objectives of the economic poli-
cy are the gradual increase of real wages and
employment, the economic prosperity of the
regions, the development of less developed
regions, as well as the prevention and handling
of problems arising from the ageing of the pop-
ulation.

From the above mentioned objectives we
highlight compliance with the Maastricht nom-
inal convergence criteria and the issues of
absorption capacity building in relation to the
Structural and Cohesion Funds of the EU.
This is given special actuality by the fact that in
the two years preceding its accession to the
European Monetary System, Spain's public
finance deficit was well above the fiscal conver-
gence criteria in Spain.

Another important feature is that the
Spanish state structure is regionalised, the
statutes of the autonomous provinces provide
great independence, and the local governmental
system is fractured. In other aspects the
Spanish state structure serves as a model for the
public administration reform proposals tabled
by Hungarian experts, since the two countries
have faced similar issues in the funding, task
performance, as well as the external and inter-
nal control of the local governments.

The Spanish experience is noteworthy for
budget stabilisation. The deficit that emerged
after Spain's accession to the EU (in the second
half of the 1980s) was addressed by the gradual
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introduction of program budgeting. Accession
to the eurozone was ensured by means of a sys-
tem of social and economic agreements, which
also served the curtailment of budget expendi-
tures. With a view to observe the Stability and
Growth Pact, the Budget Stability Act was
adopted, which contains mandatory and pre-
dictable requirements (objectives and tasks) for
all levels of the public finance system. The first
budget subject to the Budget Stability Act was
prepared in 2003. The permanent budget frame-
work was introduced for the autonomous com-
munities, healthcare services were fully decen-
tralised and the new financial system was intro-
duced for the local authorities. These novelties
are supplemented with close monitoring and
transparency. The reform of the personal
income tax — going beyond the mere reduction
of the tax rates — has been put on the agenda.
The country pursues a labour market supply ori-
ented policy that encourages women to enter
the labour market, and promotes geographical
mobility on the labour market. The amendment
of this act is under way. A considerable lesson of
the Spanish budget reforms is that Spain could
harness the budget processes despite significant
fiscal decentralisation, which is largely attrib-
uted to the application of program budgeting.

The general experience of the developed

OECD countries

Apart from the three countries mentioned
above, in the early 1950s and 1960s — after
many successful and even more unsuccessful
efforts — several other countries tried to intro-
duce a new, more mature performance based
approach. According to an OECD survey per-
formed in 20018, seventy percent of the mem-
ber states used performance related informa-
tion in their budgets.

Based on the general experience gained from
the program budgeting efforts of the developed
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OECD countries, it is recommended to consid-
er the following for the success of the reforms:
* a reform can be successful only if it is the
result of organic development, a certain

evolution;

the need for reform must be generally

accepted;

the reform must play a central role in the

political directives of the government;

the state and the public must have ade-
quate possibility and ability to control the
fiscal processes (in the current Hungarian
practice this conditions is very weak, since
the fiscal management cannot or can hard-
ly resist the pressure on the expenditure
side, and this cannot substantially be
changed by posterior audits);

it is very important that the greater room
for manoeuvre available for the heads of
institutions, the certainty of budget
financing (multi-year budget planning
must be implemented at lower governmen-
tal levels, too) and the performance
requirements set for the managers must
exist simultaneously, since if any of the
three is missing, the aim of program budg-
eting cannot be attained. What is more, the
risk of overspending or reduced opera-
tional efficiency emerges;

since the situation differs from country to
country, the reform process must be
planned with engineering accuracy, start-
ing from the elaboration of the reform
plan through the strategy of introduction
to the orchestration of the new processes.

The experiences of the transitional
countries based on the public finance
reform in Slovakia

The problems that the public finance system of

Slovakia had to face at the turn of the millenni-
um were similar to the current Hungarian
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problems in many aspects: the pressure on the
expenditure side of the budget triggered over-
spending again and again, and the problems of
the Slovak and Hungarian large social supply
systems (the pension and healthcare systems)
practically shared the same roots.

Naturally, it holds true for Slovakia, too that
the fulfilment of the Maastricht criteria, and
compliance with the co-financing requirements
linked to the EU transfers — mostly to subsi-
dies from the structural and cohesion funds —
produce conflicting effects on the position of
the public finance system, and thus encourages
the reform of the public finance system from
the outside. After the measures taken in 1999
and 2000 to curb the budget deficit, the Slovak
Government launched a comprehensive public
finance reform following the general elections
of 2002. This reform affects many elements of
the public sector and induces structural
changes, too. The governing parties' commit-
ment to the reform was indicated by the fact
that in 2003 they relatively easily adopted those
acts and legal regulations that regulate the tax
and pension reform, the reform of social bene-
fits, as well as the reform of the labour market,
the partial reform of the public administration
system, the reform of the healthcare, education
and judicial systems.

The Ministry of Finance initiated the intro-
duction of program budgeting already in the
late 1990s. In 2000, US experts were invited to
assist the implementation of the program. This
budgeting technique was first applied in the
framework of a pilot project in 2001, then in
four budget chapters (Ministry of Education,
Constitutional Court, Supreme Court and the
Academy of Sciences of Slovakia) in 2002. In
the 2003 budget, program budgeting was
applied for further five chapters: the Ministry
of Health, the Ministry of Transport, Posts
and Telecommunications, the Ministry of
Agriculture, Ministry of Defence and Ministry
of Interior.



In June 2003, the World Bank extended a
USD 5 million loan to the Slovak Ministry of
Finance to foster the implementation of the
budgetary reform, including the extension of
program budgeting to all budget chapters from
2004 on.!? The long-term objective is to create
a prospective budgeting system, in which the
annual budget is always only the first part.
Despite this fact, the program based budgets of
the years 2002-2004 were exclusively elaborat-
ed for the given years only. Comprehensive
program budgeting as a planning and account-
ing system that covers all budget chapters and
means programming for several years ahead
have been used only since 2005.

Based on the experience gained so far, the
Slovak Ministry of Finance believes that the
following positive developments are worth
highlighting during the application of the pro-
gram budgeting technique.

O The senior managers of the ministries
have the political will to apply the method to all
budget chapters.

O The budget chapters are developed by the
affected organisations themselves, in close
cooperation with the Ministry of Finance. The
Ministry of Finance set up a so called Budget
Committee comprising of the representatives
of organisations under six important budget
chapters.

B The Ministry of Finance was restructured
with a view to strengthen the implementation
of the budgetary reforms: within the so called
public finance division of the ministry the
Department of Budget Analysis was set up.
The main task of this unit is to review the pro-
gram based budgets developed by the individ-
ual chapters.

O Utilising the experience of the past three
years a schematic new budgeting methodology
and the underlying macro-level planning
framework were developed, and the budget is
submitted to the Parliament based on pro-

grams. The Budgetary Information System?°
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was developed to ensure the preparation,
implementation, monitoring and standard IT
management of program budgeting. Entities in
charge of the preparation of the individual
chapters can enter information about their own
budgets into this system. The system is capable
of presenting the expenditures for each pro-
gram, or by economic or functional categories.

O The above-mentioned macro-level plan-
ning method can forecast the expected changes
in the GDD as well as in the revenues and
expenditures of the public finance system and
the budget for four or five years. It is also able
to provide an estimate for the economic classi-
fication of expenditures.

O It is a very important element that the
budgetary funds are not fully allocated to the
chapters in the first stage of budgeting.
Instead, the so called priority money is kept on
a stand-by bank account, from which it is
drawn during the budgeting process. The recip-
ient and size of the allocated funds is decided
by the cabinet on a purely political basis, as a
result of which it becomes possible for appro-
priations depending on political priorities to be
based on the program budgeting concept.

At the same time however, the mistakes com-
mitted during the first years and requiring cor-
rection, as well as the lack of a few elements of
program budgeting are also noteworthy. In most
cases these phenomena can be considered as the
natural concomitants of the reform process,
since it takes a longer time to successfully intro-
duce the method and particularly to establish
the required attitude. The problems, some of
which were partially solved by the Budgeting
Rules Act adopted in 2004, are the following:

* the relationship between the direction of
the Government's strategy and the pro-
grams is not always obvious;

* although the 2005 budget was planned on
the basis of multi-year experience, the
resources that would be available in the
future were often neglected;
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* due to macro-level planning, there is a ceil-
ing projected for the aggregate of public
finance expenditures for one or more
years, however such limit is missing at
chapter level, which makes program budg-

eting more difficult?! ;

the traditional and program budgeting
approaches are still mixed: although the
chapters are required to develop their pro-
grams, certain economic classification
restrictions exist in relation to certain
expenditures (e.g. wages), which are calcu-
lated on the basis of the expenditures of
the previous year(s)?%;

the figures for the given year and the pro-

jected figures to be submitted to the

Government are prepared by two separate

organisational units, using different
methodologies (e.g. the figures are consol-
idated with different methodologies), as a
result of which the current data are not
consistent with the projected ones. On top
of that, the projected ceilings for years
n+1 and n+2 are not formally integrated
into the budget planning and implementa-
tion process. Therefore, when year n+1 or
n+2 becomes the current year, the former
projections shall not mandatorily be
applied during the compilation of the
budget for the given year.

Similarly to the Ministry of Finance, other
experts also concluded on the basis of experi-
ence gained in 2002 (and partially in 2003) that
the definition of program objectives and the
programming tasks arising from the new tech-
nique remained formal, and they meant noth-
ing but extra tasks for the budget departments
of the ministries. The introduction of the
method was typically limited to the budget
departments without the involvement of the
senior officials of other professional depart-
ments. What is more, the issue was not
addressed at the level of ministers representing
the political management either. In order to
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make the experiment successful, the ministry
level political management should have directly
participated in the application of the method,
since this is the only level where the govern-
mental priorities can be translated into actions
and identifiable, measurable results or outputs.
This problem is well illustrated by the expert
conclusions reached at the Ministry of
Transport, Posts and Telecommunications.
This ministry developed the following main
programs (consisting of several subprograms)
for the years 2005-2007:

* Program No. 053 — Public Road Infra-

structure

* Program No. 055 — Air Transport and

Infrastructure

* Program No. 07S — Rail Transport

* Program No. 07T — Strategy building and

application

Although this ministry has been involved in
program budgeting for several years, it still
cannot be claimed that the management of the
ministry considers the program budgeting
method as a tool capable of cost-effectively
connecting the available resources with the
desired strategy (objective, objectives). As a
result, this method is not emphasised in the
budgeting process. What is more, although
program budgeting is a top-down process by
its very nature, it seems to take place in the
other direction within the ministry.

As we have already stated, program budget-
ing can be really effective if it is used in the
entire governmental sector. The Slovak
Ministry of Finance is well aware of this fact,
and has also realised that in case program budg-
eting is used successfully, it becomes clearer
where and how tax money is spent by the
Government. And a budget that is transparent
for the general public, too, strengthens the
confidence in democracy, the long-term politi-
cal benefit of which is beyond all doubts.

This is why —and of course learning from the
negative experience — the Slovak Ministry of



Finance applied program budgeting as the main
method of resource allocation already during
the preparation of the 2005 budget. Within the
programs, the Ministry gave a free hand to use
resources except for a few mandatory items
(e.g. wages). In addition, the Ministry also
made it possible to take unused funds forward
to the following years within the program.

Although on the whole program budgeting
was introduced smoothly — taking into consid-
eration the relatively short timeframe available
for introduction — we would like to highlight
two major aspects that must be given more
attention if we want to make the public finance
reform successful in Slovakia, and elsewhere:

Opreferably all political parties should
accept the reform strategy and harmonise it
with the formulation of their political goals;

@ the performance evaluation methods must
be defined and applied much more specifically
than today.

HUNGARIAN EXPERIENCES AND A PILOT
APPLICATION

Local governmental experiences

With support from USAID, a complex pro-
gram was implemented in the period between
1994 1999 under the “The
Modernisation of the Financial Management of

and title
Local Governments”, which aimed at the
spreading of the program budgeting technique
in Hungary. The program was executed by the
New York based Urban Institute and the
Hungarian Viroskutatds Kft. Several US and
Hungarian experts contributed to the program
as advisors. The Hungarian advisors were
responsible for adapting the US know-how to
the conditions of the Hungarian reality. The
included

Hungarian local governments, as well as the

participants of the program

leaders and financial officials thereof.
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In the first part of the program concrete
expertise required for budget programming
was transferred and taken over. This happened
in the framework of systematically structured
training sessions. In the preparatory phase not
only the mastering of the “common language”
and the transfer of knowledge was important,
but it was the time when it was decided which
of the participating local governments would
start a partial or complete model experiment
for the development of local program budget-
ing practices. The following towns participated
in the model experiment: Szolnok, Szentes,
Pispokladany, Hajdaszoboszl6, Oroshiza,
Nagykanizsa and Tatabanya.

The most mature results were obtained in
Szolnok, a town with county rank, and in the
town of Szentes. For specific reasons, the
experiment in Szolnok started in 1994, practi-
cally simultaneously with the start of the
USAID program in Hungary. Preparation and
the development of the IT conditions required
three years. Experience showed that compared
to the former planning methods, program
budgeting enabled the town to slash its budget-
ary expenditures by 5% annually. However, this
“saving” was “taken back” by the central
resource regulation system, which sort of justi-
fied the local critics of the introduction of this
method.

In the town of Szentes the experiment was a
“oreenfield investment” project, with no con-
tentual background. Despite the fact that
Szentes is a much smaller town, the process
required a similar timeframe as the Szolnok
experiment.

The experience of the Hungarian local gov-
ernments confirmed the international experi-
ence. It was proven that it is easier to launch
changes at the lower governmental levels,
which can be explained by several factors. On
one hand, at lower governmental levels there
are considerable fewer tasks than at the central
level, wherefore it is much easier to define the
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introduction related tasks than at the level of
the central government. On the other hand,
interest can be raised much easier at local gov-
ernmental level, and it is much easier to over-
come conflicting interests. The Hungarian fis-
cal policy regularly ignored the local govern-
mental sector, wherefore the financial man-
agers at this level were forced to more intense-
ly look for reserves. However, the Hungarian
developments confirmed that the introduction
of program budgeting is not irreversible. Not
only were the processes of the Hungarian local
governmental system unfavourable for the
adoption of positive examples, but they even
created conflicting interests therein and eroded
the existing results.

Which were the counter-acting factors? We

believe that they included the following:

* frequent changes in the tasks and the
underlying legal conditions (professional
regulations);

* unpredictability of the central resource
regulation system;

* strengthening of the discretionary ele-
ments of financing;

* conflicting interests of the dominant polit-
ical elite.

All these factors reversed the positive impe-

tuses, and generated conflicting interests in rela-
tion to the practice of program budgeting.

Application of the program budgeting
technique at the State Audit Office of
Hungary

The utilisation of the audit capacity of the State
Audit Office of Hungary (SAO) is mostly
determined by the legal regulations. Each year
a major task of the SAO is the completion of
audit tasks at regular intervals as required by
the legal regulations, such as: commenting on
and auditing of the bill on the state budget and
the final accounts, auditing of the utilisation
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and accounting of subsidies allocated to the
local governments from the central budget,
auditing of the national news agency and the
political parties. These legally prescribed, regu-
lar tasks absorb nearly 60% of the annual audit
capacity — considering the average of several
years.

However, apart from the regularity and com-
prehensive audits prescribed by the law — tak-
ing into account the limited capacities — the
SAO performs more and more performance
audits focussing on cost-effectiveness, efficien-
cy and effectiveness. The SAO audits the
implementation of tasks that are important and
topical in the public finance subsystems and in
the utilisation of treasury property for
enhanced competitiveness, the more efficient
operation of the public sector and the
improved life quality of the population. Based
on the figures of several years, these audits that
are performed on the basis of the decision of
the SAO's president absorb around 40% of the
audit capacity.

Within the relevant legal frameworks and
relying on its own strategy, in many cases the
SAO itself can determine the subject, extent
and methods of its audits, and may decide
about the timing and nature of the audits; It is
in the position to identify the outputs and out-
comes of the work itself. As far as the evalua-
tion of the outcomes is concerned, each audit is
in a special situation, since the real outcome is
“normal” operation. Hence, the outcomes can
be predicted based on the quantification of
expected losses and unutilised capacities. The
outputs are the interim audit reports (auditor's
reports) and the SAO reports that are the sum-
maries of the auditors' reports. The content
and formal requirements pertaining to such
reports are defined in the SAO's internal regu-
lations. In the case of reports that are prepared
at regular intervals (pursuant to legal require-
ments), the performance indicators are deter-
mined without any major problem. The out-



comes of reports prepared pursuant to legal
requirements depend less on the State Audit
Office.

When compiling the annual audit plan, the
free capacities to be allocated by the president
of the SAO are also distributed. Based on the
current legal requirements, performance audits
are ordered by the president of the SAO with-
in his own scope of power. The problem of the
definition of the outcomes (to be more precise,
the definition of the expected outcomes) is the
most striking in this group of audits. In the
case of the allocation of these capacities it is
important to forecast the expected outcome.
This can be well approached using the method
of risk-based planning. The major financial
risks of a time period can be revealed by means
of appropriate background analyses. An exam-
ple for this could be the absorption of EU
funds at the proper level, or the potential
sources of loss due to the involvement of the
private sector (PPP) in the completion of pub-
lic tasks.

In the course of compiling the budget by
means of the program budgeting technique, the
expenditures and various resources must also
be identified in addition to the above elements.
This task is not very difficult for the SAO. The
direct costs linked to the outputs (reports) can
be measured with the audit days, as well as with
real costs linked to the preparation of the
reports (paper, press, vehicle usage, etc.). The
problem is caused by the spreading of indirect
costs. If we narrow the mission of the SAO to
the preparation of SAO reports, the solution
may be the even distribution of these costs.
However, this cannot be recommended for sev-
eral reasons, some of which are presented
below:

* as we could see, the SAO is mandated by
law to perform routine tasks, while the
audits ordered by the president of SAO
require innovative approaches (see the per-
formance audits, for example). This is why
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the mechanical projection of costs would
underestimate the resource needs of
reports falling in the latter category;

the consciously undertaken advisory role
of the SAO is an independent output and
result, wherefore several costs — that are
regarded as indirect costs from the aspect
of the audit — can be projected onto this
activity as direct cost;

furthermore, the mission of the SAQO aris-
ing from its position is the improvement
of the financial culture, in relation to
which direct cost needs and related direct
outputs can be defined;

last, but not least, the maintenance of
international relations can also be defined
as a separate cost bearer.

When shifting to program budgeting within
the State Audit Office of Hungary it must also
be taken into account that the earmarked
funds must fit into the system of budget chap-
ters, and at the same time financing must be
actually scheduled on the basis of performanc-
es and outcomes. For this purpose, it must be
determined — in line with the so called top-
down approach of strategic planning — what
results should be achieved in order to imple-
ment the long-term strategy of the State Audit
Office, and what outputs should be ensured
for this purpose. One of the most difficult
tasks is the definition of these outputs, since
the defined outputs must be sufficiently con-
crete, they should preferably be measured with
quantitative indicators, and in case their evalu-
ation inevitably requires the use of qualitative
indicators, such indicators be exact and com-
parable.

Once the outputs are available, it must be
clearly and unambiguously determined which
organisational unit is responsible for the imple-
mentation of the different outputs. This defi-
nitely requires the restructuring of responsibil-
ities, if not the transformation of the organisa-
tional structure, since the responsibility for the
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generation of the outputs must go together
with the responsibility for financial manage-
ment. The aim behind this is to make the head
of the unit responsible for the generation of the
output motivated in the optimum use pf inputs
required for the generation of the output, i.e. in
the most cost-saving performance.

FEW SUMMARY COMMENTS
AND PROPOSALS

If a government (or local government) decides
to restructure its budgeting and introduce pro-
gram and performance budgeting, it is
inevitable that the government (local govern-
ment) be aware of the theoretical background
of the system, primarily building on microeco-
nomic considerations. The system can be based
on this, as well as on the decades-long experi-
ences of many countries by paying utmost
attention to the possible obstacles and the
avoidance thereof.

Naturally, the question arises who might be
interested in this shift and who might have
conflicting interests. Since the effects are defi-
nitely positive at community level and in the
long run, the success of the reform can be
regarded as public interest. Just like in the case
of any public interest, the question is raised
how to articulate it in a way to make the deci-
sion-makers realise that they should at least try
the introduction thereof. In order to answer
this question it is worth analysing the current
social situation, the concrete political arena,
and approaching the issue by way of a game
theory analysis, for instance.

Experience shows that the possibility of
introduction arises when and where the eco-
nomic problems arising from inefficient public
administration (among other things) become
tangible. When things are coming together,
budgetary discipline is much more likely to
become lax than stringent and rationalised. Of
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course, this will produce a counter-effect,
which will then create favourable conditions
for the political consensus required for intro-
duction.

The lesson is that there is no universal
recipe, each country and each local government
must tailor the structure — which is in general
adequate for the model - to their own needs
and conditions.

A structure that exactly corresponds to the
theory (model) can be developed only in
exceptional cases (such was more or less the
public finance reform in New Zealand), and
generally when the negative effects arising
from poor efficiency are too big and percepti-
ble. Even then, special conditions must exist
(e.g. small country, not too complex public
administration and state administration, etc.)

The methods applied in reality are mixed
methods from the theoretical point of view.
This is not a problem, since especially thereby,
through the rational consideration of reality
and the possibilities will they be viable and able
to induce positive effects.

We find it desirable to apply this method in
the Hungarian budgeting practice?®>. The
underlying reasons are manifold. They include
the condition of the entire public finance sys-
tem, the constraints arising from nominal con-
vergence, as well as the adequate absorption of
EU funds (especially those of the regional
development and cohesion funds).

We do not believe that these efforts are free
from conflicts and setbacks. However, it is
important to make sure that the experiments
are started in the appropriate public finance
segments. Therefore, this system is first of all
recommended to be introduced at chapters
having great independence and well defined,
predictable tasks in the field of the state budg-
et, like the State Audit Office.

The shift to program budgeting can be an
important and reform-scale step. However, one
must not believe that this budgeting technique



is a wonder drug that cures all budgeting prob-
lems. Effective state reform also requires the
reconsideration of state tasks, the observance
of constitutional guarantees, and the review of
acts on the large supply systems. However, in
strengthening the budgetary discipline an
important role could be attributed to program
budgeting. In order to achieve the set objec-
tives and minimise setbacks known from the

24 certain conditions

international experience
must be met.

The most important is that the current
public finance act should be replaced with
modern and constitutional regulation. The
description of the content of this act is
beyond the frameworks of this article, where-
fore we only refer to the fact that the new act
should definitely integrate public finance
information questions — some of which are
currently regulated only in government
decrees —, and the entire budgeting and final
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accounting schedule must be revised. A sensi-
tive point of this technique is the creation of
the necessary information basis and its oppo-
sition to the current interest relations. Below
is the SWOT matrix of the system's introduc-
tion, which gives a good estimate about the
expected costs and benefits. (See Figure 3)

It is equally important, and the strength of
threats described in the T = threats field of the
SWOT matrix can be reduced if the society's
low tax consciousness is improved and the fis-
cal illusions are dispelled. The political dis-
course is fundamentally affected by the fact
how much or how little the general public
knows about the actual costs of the various
public services. If by dispelling the fiscal illu-
sions we manage to make the society accept the
need for a public finance reform, and within
that, the use of the program budgeting method,
a multilateral consensus is reached almost auto-

matically, since the consensus of the general

Figure 3

SWOT MATRIX OF THE INTRODUCTION OF PROGRAM BUDGETING

S = Strengths

e ¢limination of the baseline budgeting principle,

e clear establishment of priorities,

e considerable reduction of the possibility of political vol-
untarism, while the conditions could improve for exercis-
ing the budgetary rights substantially,

e supporting the radical restructuring of expenditures,

e improvement of the conditions for the successful provi-
sion of public tasks,

e improvement of the conditions for making politicians and
civil servants accountable.

0 = Opportunities

e development of real cost consciousness in the public sec-
tor,

e creation of the harmony between public policy priorities
and budgetary expenditures,

e glaborate and scheduled introduction,

e Detter public services even in case of decreasing budget-
ary centralisation in the medium and longer run.

W = Weaknesses

e there are no immediate savings,

e additional costs are incurred in the initial phase,

e it is not suitable to be applied in all fields of public
service.

T =Threats

e political resistance, first of all by supporting the so called
“annuity hunting” lobbies,

e resistance by the civil servants in order to maintain the
asymmetry of information, which is so beneficial for them,

e failure of introduction without adequate legal and informa-
tion foundations,

e rush introduction may discredit the technique.

303



m PUBLIC FINANCES =

public would practically force the political
players to reach an agreement in this issue. The
elimination of fiscal illusions would also elimi-
nate the possibility to generate political capital
by building on such illusions.

In support of the above written I hereby cite
the following quotation: “... reforms that have
been most brilliantly designed and prepared
from the professional aspect can fail, too, if the
reformers and responsible decision-makers do
not communicate with the citizens during the
introduction of the reform. We believe that

only those proposals can be successful that
offer clear, custom-made options to the citi-
zens supported with a cost-profit analysis
understandable at the level of the individuals,
t00.72

In summary: careful and gradual introduc-
tion is the precondition for successful reforms.
Introduction may start with pilot programs
that could be implemented in conjunction by
the Ministry of Finance and the SAO, and the
latter could continuously analyse the experi-

€nces.
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> In other words, which are more characterised by
possible exclusion and rivalry.

¢ In New Zealand an election term is only three years
long.

7'This was not explicitly stated like this. Instead it
was said that the state should refrain from trading
activities, and should rather create competitive
markets, and should efficiently and carefully man-
age the remaining state functions.

8 And the emphasis here is on purchase, since it indi-
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input financing.
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are not state companies. Crown entities include such
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New Zealand Tourism Board, the New Symphonic
Orchestra, the Human Rights Committee, etc.

10 Strategic Result Areas
1'Vote Ministers — Responsible Ministers
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respective chapters, since the number of applications
for funds is theoretically unlimited. However, the
partial ceilings that are determined by the Ministry of
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with the program budgeting technique.
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of the SAO has also processed the literature of this
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(2005.): A programkoltségvetés elméleti alapjai és
alkalmazdsinak nemzetkozi tapasztalatai. (The the-
oretical basis and international experience of the
application of program budgeting)

24 In the United States budgetary reform efforts have
been made three times (at the beginning of the
1950s, 1960s and 2000s). All three efforts were fol-
lowed by the restoration of the former order.

25 Csontos L. — Kornai J. — Téth L Gy (1999):
Adétudatossag, fisklis illaziok és az egészségbiztositas
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