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Guidelines for the World Bank’s Work on Public Expenditure Analysis and Support (including PERs)*
Summary

Given the multiple objectives of public expenditure work and the variety of instruments to address them, the Bank’s work in a client country should be guided by a well-articulated strategy for public expenditure analysis and support (PEAS), embedded in the Country Assistance Strategy. This strategy should cover both lending and non-lending activities.  To implement a PEAS strategy, the guidelines propose a framework for assessing budgetary performance and strengthening budgetary management.  We provide a set of best practice approaches to undertaking a Public Expenditure Review, arguably the best known PEAS instrument in the Bank for improving public-expenditure outcomes in client countries.    
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I.  Introduction

For at least three reasons, public expenditures are central to the effectiveness of the World Bank:

· They are critical ingredients in fulfilling the Bank’s mission of poverty reduction.

· As a provider of financial resources, the Bank is directly or indirectly contributing to a government’s budget.

· Government budget management affects the impact of Bank lending.

Given the centrality of public expenditures, it is not surprising that the Bank undertakes a large number of activities aimed at improving public-expenditure outcomes in client countries. The best known is the Public Expenditure Review (PER), an exercise that evaluates and recommends changes to both the allocation of public expenditures and budgetary institutions. The purpose of a PER is twofold:

· To strengthen budgetary analysis and process in the client country (so that public expenditures and foreign assistance including Bank programs can have maximal development impact).

· To assess a country’s public expenditure program (to fulfill the Bank’s or other donors’ fiduciary obligations, as well as to provide the government with an external review of its budget).

Partly due to their multiple objectives, PERs have been criticized from different fronts. Recent reviews by the Bank’s Quality Assurance Group and the Operations Evaluation Department have found the quality of impact of Bank PERs less than satisfactory. The IMF finds a substantial part of its demand for PERs “unmet.” And PER task managers complain that that PER exercises are increasingly underfunded.

These Guidelines address those criticisms by providing a framework that will articulate the purpose of the PER, and guide the task manager in undertaking the exercise, given its purpose. However, PERs are but one of many Bank activities that affect budgetary outcomes. As part of Bank’s Economic and Sector Work, reviews of a country’s procurement and financial accountability systems, of its institutions, and sectoral analyses are all, to different degrees, related to the public-expenditure system. Furthermore, the Bank undertakes lending activities, such as technical assistance or programmatic loans aimed at strengthening public sector management.  Even traditional project financing affects public financial management by both insisting on minimum standards and setting up parallel management structures. All of these activities share, with varying weights, the twofold purpose of PERs, namely, strengthening the budgetary process and providing an external assessment of public expenditure. Accordingly, these Guidelines cover not just PERs but the broad range of activities that address the need for public expenditure analysis and support.

The multiform nature of public expenditure analysis and support (PEAS), as well as its importance, means that there are many clients and stakeholders making requests of the Bank. The expectations of these clients, and the Bank’s ability to meet them, sometimes create tensions in public expenditure work. In responding to various requests for PEAS, the central challenge for the Bank is to ensure that its public expenditure work complements a country’s own efforts to design, monitor and evaluate its public expenditures. Sometimes, the actions of international financial institutions, and multilateral and bilateral donors in this regard have unintended consequences associated with their often narrow interests. For instance, donors’(including the Bank’s) focus on project lending and the associated requirements may weaken a country’s ability to manage its domestic resources.  IMF stabilization programs that cut the budget in mid-year could make budgeting unpredictable.  Such actions often undermine the government’s capacity to improve its public expenditures.  These Guidelines address those tensions by proposing that the Bank develop a strategy for public expenditure analysis and support. The Bank can then respond to the requests of the various stakeholders by referring to that strategy.

Section II of these Guidelines describes the ingredients of a public expenditure analysis and support strategy (PEASS), including criteria for choosing among the various activities in a PEASS. Section III shows how to implement the strategy by focusing on the content of two categories of interventions: those aimed at assessing budgetary performance, and those aimed at strengthening the budget process. Section IV provides a  set of best practice approaches to undertaking a PER, which is the best known instrument in the Bank for improving public-expenditure outcomes in client countries. 

II.  A Public Expenditure Analysis and Support Strategy

Given the multiple purposes of public expenditure work, the variety of instruments, and the tensions created by the numerous clients and stakeholders, it is essential that the Bank’s work be guided by a well-articulated public expenditure analysis and support strategy.  This strategy should be embedded in the Bank’s Country Assistance Strategy (CAS).  It will be a core component of the treatment of Governance that is now required in all CASs.

The strategy should spell out a multi-year program of PEAS. It should identify the key substantive areas for Bank involvement, which might be as basic as collecting information -- institutional, macro and sector policy, and/or technical -- and identify the major activities, both lending and non-lending, and their sequencing.  The strategy should assess the linkages between the public expenditure work program, and other proposed Bank activities, including lending instruments, in the CAS.

The PEASS as reflected in the CAS should therefore do the following:

· Based on available information, briefly assess (i) the client’s budgetary system and its performance relating to public service delivery; and (ii) the oversight function of domestic actors -- both the legislature and non-government watchdogs.  In light of these assessments, identify broad knowledge and information gaps to be met over the CAS horizon.

· Identify administratively and politically feasible increments in performance of the budgetary system to be targeted for the CAS horizon.

· For interventions proposed under the CAS, prepare an outline of a multiyear program designed to (i) fill identified knowledge gaps, (ii) assist the client to achieve targeted improvements in budgetary performance, and (iii) ensure that the full range of Bank interventions are at least neutral, and preferably supportive, in terms of their impact on the country’s management of public resources. The relevant interventions include sector lending operations, adjustment lending and other budget support operations, public sector management projects, ESW covering the public sector, including various types of PERs, CFAAs, and CPARS, projects and other process tasks such as donor coordination. A good PEASS should effectively integrate these interventions. 

Designing the Bank’s strategy for public expenditure work

A strategy for Bank’s public expenditure work begins with two broad questions:

1. What is the client country’s own strategy for assuring sound public resource management? and

2. What is the Bank’s assessment of this strategy -- its strengths and weaknesses, opportunities and threats?

The answers to these questions lay the groundwork for defining a PEASS.  In answering these questions, it is important to examine first, the activities of the executive as it plans, formulates, executes, monitors and evaluates the budget; and, secondly, the oversight function external to the executive, carried out by the legislature and its agencies (such as the Office of the Auditor General) and the broader civil society, designed to hold the executive accountable for achieving good budgetary outcomes. A selective list illustrating possible outputs and processes on both sides of this divide are noted in the table below:

Budget related activities of the Executive include
Legislature/civil society oversight functions include

· A vision of broad development goals 

· Macroeconomic framework that, among other things, determines aggregate resource envelope

· Statements of sectoral policies including monitorable sector output targets

· A process of strategic allocation within aggregate resource availability

· Multi-year budget strategy 

· Annual budget estimates

· Annual accounts

· Internal audit
· Analysis by citizens (reported through media) of broad development goals, macro and sector policies, medium term budget strategy 

· Annual budget approval legislative process

· Legislative review of budget execution, scrutiny by legislative committees (e.g., the Public Accounts Committee)

· External audit

In a well-functioning public resource management system, the executive and oversight bodies are interdependent. Satisfactory oversight is possible only if the executive has the capacity (and willingness) to make available information on a timely basis for review. On the other hand, well-focused oversight will put pressure on the executive to improve the quality not only of budgetary information but also of the outcomes of budget management.

The initiative for reforming the system could in principle come from either side. The executive could increase the transparency of the budget process, for example, by publishing a medium-term budget strategy; defining commitments on objectives, outcomes and monitorable outputs for service delivery and linking these to the resources to be consumed. On the other hand, the initiative may come from external review, for example, through pressure from the legislature for more information on budget execution, monitoring and evaluation. However, unequal access to information may make it very difficult in practice for domestic constituencies to initiate the process. If domestic review functions are weak, there may be little pressure on the executive to reform it’s management of public resources. In this case, a kick start from outside may be catalytic, in the form of a well-targeted Bank program on public expenditures. 

A Bank supported PER may be an appropriate way to highlight the need for greater accountability in such a case.  In general, the outcome of Bank’s public expenditure work should be a dual one, matching the reflexive nature of a sound budgetary system: (a) to identify realistic increments in budget management practices and where possible help in implementing the reforms and in building needed capacity to achieve them; and (b) to help lock in such reforms by assisting those responsible for domestic external review to exert pressure on the executive and to sustain demand for better budgetary information and outcomes. 

Choosing activities

The main tasks of the PEASS are to establish what is known about the client’s budgetary system including the links to outputs and outcomes, and then move to an appropriate Bank work program.  If executed properly, such work would enhance (a) the Bank’s knowledge of the client’s budget mechanism; and (b) achieve targeted improvements in the budgetary system as well as in outputs/outcomes.  Figure 1 is intended to illustrate the passage from a few key features of the client’s budgetary system to some basic design suggestions for PEAS and related issues concerning lending in support of public expenditure. It is offered as an aid to thinking through broad issues of audience and purpose of PEAS, rather than a guide to the detailed content, which should be developed subsequently with reference to, inter alia, section III.
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Figure 1: Choosing a PEAS Activity

The different paths highlighted in figure 1 relate to key influences in the design of PEASS:

· The presence of donors as significant players in the budgetary system.

· The capacity for domestic oversight and scrutiny external to the executive. 
· The willingness of the executive to reform budget systems and processes, including opening up the budget to influence from civil society.
· The capacity of government to design and implement public expenditure policy.
These issues are relevant for all countries but for those where capacity is weak, the flow chart (in figure 1) suggests a particular sequence for the focus and content of PEAS. The steps are discussed in more detail below, with examples of relevant PEAS activities referred to by country and date.

High-aid environments. The design of PEAS faces a few tough challenges where external financing forms a significant proportion -- say, above five percent -- of the GDP.  These include: 

· Given the fungibility of aid, the impact of external financing (including Bank lending) cannot be assessed without regular (effectively annual) assessment of the whole budget.  The donor community is likely to look to the Bank for leadership in such an external assessment.
· Significant levels of external financing impose severe additional problems for public expenditure management. The presence of donors as major players has potential either to undermine or to enhance accountability of the executive to domestic constituencies. The Bank’s PEAS needs not only to analyze these problems (in addition to the normal agenda in low-aid systems) but should also contribute directly to a solution. In particular, it should be a catalyst for integrating external financing within the government’s budget.  In several sub-Saharan African countries, donors finance as much as half of the country’s expenditures and most of this financing bypasses the official budget.

· For the reasons above, there is a need to integrate the timing of PEAS closely with the budget cycle, which imposes constraints on timing, scope, quality control, etc.

Where significant external financing of the budget is expected to continue over the medium term, the presumption in the PEASS should be that this will increasingly take the form of programmatic budget support, such as PRSCs and PERL/PERC operations. In this case, PEASS needs to be focused on managing transition. (Benin PERC 1999-2000, Uganda PER 1999).
Where the executive is resistant to developing a transparent and contestable process of budgetary system, PEASS should try to understand the institutional obstacles to such reform and look for opportunities of facilitating influence from domestic constituencies for transparency (Ethiopia PER 1998, Kenya PER 1997). Of course, in such cases, the Bank’s overall involvement, including lending, should be limited.

In cases where the executive is willing to initiate or develop further a budget process, PEASS may directly assist such developments by specific tasks focused on helping central and sector agencies to identify and analyze strategic options for the budget framework and for budgetary management (Uganda PER 1998, Tanzania PER 98, Albania PER 2000, Ethiopia PER 2001, PE work for Benin PERC 1999-2000). A Bank-led participatory PER is a useful PEAS activity in such cases.  It entails overall management by the Bank but substantial participation by clients in data-gathering and analysis and ownership by clients of the results of the analysis.  The recently completed Vietnam PER 2000 is a good example of such an activity.

Finally, in cases with significant budget support financed by the Bank, PEAS should assist in addressing fiduciary concerns associated with such lending. Ideally, such PEAS would review Government’s own program for strengthening institutions of public sector accountability—especially progress on fiscal transparency.  Such fiduciary concerns could be addressed by requiring client countries to prepare an action plan designed to attain specific benchmarks on public sector accountability. In the high-aid environment, review of such programs could be easily incorporated as a sub-component of the annual review process discussed above. Where the country’s domestic capacity for oversight is high, this should be the agent for performing the fiduciary function.

Low-aid environments.   If the leverage associated with high external financing in the budget is not present, a couple of questions need to be asked: Is there a significant audience for budget analysis among domestic constituencies? Will the issues identified in PEASS be readily taken up by constituencies outside the executive, such as the legislature, NGOs, public interest groups, academic institutions, and the media? If so, a PER focusing on providing a high quality external review may be highly effective. The content of the report will obviously need to be developed in consultation with both the executive and outside agencies on what is missing in existing analysis (Czech CEM 1999).

In many client countries, domestic external review capacity is very weak. In this context, serious questions have to be asked about undertaking PEAS primarily focused on production of a report whose immediate audience is confined to the executive. First, any PEAS activity in this context should look out for possibilities of strengthening weak domestic external review capabilities (ideally, but not necessarily, in parallel with support for improved budget management by the executive). This might include cooperative work with local research institutions, dialogue with agencies outside the executive, etc. (Colombia PER 1996, Nigeria Fiscal Federalism Study 2001).  A particularly encouraging example is the Bank’s partnership with the South African public interest group IDASA to build NGO capacity throughout Africa to assess government budgets. Second, if such an approach is not acceptable to the executive, there is a high risk that the PEAS activity will be futile, lacking any effective constituency for reform. In this case, there are good grounds for considering only highly focused tasks, led by clear demand from the executive and demonstrated commitment to implement reform in the specific area requested (China PER 1997).

III.   Implementing the PEAS Strategy

Implementing the PEAS strategy will involve a variety of instruments, including:

· public expenditure assessments prepared wholly in-house by the Bank (as done recently in the Cambodia PER [2000], Malaysia PER [2000] and the Turkmenistan PER [1999]);

· participatory Bank-led public expenditure work (as in the PER for Vietnam done in 2000 as well as the ongoing work on PERs in Mozambique, Mongolia and Nigeria);

· support to government-led PEAS (as done recently in Ghana, Ethiopia and Tanzania);

· strengthening institutional capacity to manage the budget (for example, the ongoing work to support a PERC in Benin, and a recently approved public financial management project in Colombia); and

· training and similar measures to improve external oversight capacity in a country (for example, the 1999 Public Expenditure Clinic for a group of legislators in Burkina Faso).

  
While the precise content and form of these various public expenditure activities will necessarily depend on the country, the analytical framework used to design and implement PEAS activities should be guided by the criteria and questions contained in the following two subsections on budgetary performance and management.

The first subsection addresses the issue of the quality of the budget itself, while the second addresses whether a country’s budgetary institutions (both for executive budget management and for oversight) provide the incentives to assure high quality budgeting.  These two areas are obviously closely intertwined, but it is useful to distinguish between them here to clarify the analytical content that is required for good PEASS.
 

A.   Assessing budgetary performance


Assessing budgetary performance requires examining three components of a budget system:

1. The level (size) of public expenditures and incentives for aggregate fiscal discipline.

The level of public expenditures is important not because there is an “optimal” level of government spending, but because fiscal deficits caused by excessive levels of spending can trigger macroeconomic crises. Hence the analysis of the level of public expenditures centers on its impact on macroeconomic stability. Questions that any analysis of the level of public expenditures should ask cover three key areas:

· Revenues. How was the level of government revenues determined? What information, if any, is there about the distortionary and distributional effects of taxation in the country?

· Spending. How comprehensive is the public budget? Are contingent liabilities, off-budgeted items, subnational spending, and so forth, included?

· Deficits. How was the deficit figure chosen? What assumptions underlie the analysis of its sustainability? How was foreign aid treated in the estimate of the deficit?

Knowing the answers to these questions may not be sufficient to achieve a desirable level of public expenditures. The reason is that the public budget suffers from the tragedy of the commons. Individual ministers reap the benefits of higher budgetary allocations to their ministries, while the costs -- in terms of higher inflation, debt or unemployment -- are borne by society at large. The relevant question, therefore, is whether there are institutions in the budget process that lead to aggregate fiscal discipline.

The answer depends on whether the various actors in government face a hard budget constraint. For instance, are there institutions that “tie government’s hands” so that, when the urge to increase spending hits, it can be resisted? For example, some governments have balanced-budget amendments to their Constitution; others set up currency boards or join monetary unions in order to limit their freedom to finance fiscal deficits; some countries have restrictions on borrowing.  (These examples should not be taken as necessarily desirable as a lot depends upon country circumstances.) 

A second, and equally important, issue is whether the overall expenditure level is predictable. In many countries the ability to forecast revenue is so poor that frequently budgeted expenditures are cut across-the-board in midyear.  In other cases, governments that are under an IMF program may face hard budget constraints, but the level of this constraint may not be known when the budget is formulated.  Such cases undermine the government’s own budget process.

2. The composition of public expenditure: Strategic priority setting.

Are resources being allocated in accordance with the developmental priorities of the country?  The design and implementation of public expenditure priorities require detailed assessment and careful tailoring country by country.  The discussion of public-expenditure composition needs to be informed by sound analysis of the benefits and costs of the expenditures.  This analysis, in turn, first requires a definition of the appropriate degree of disaggregation at which the expenditures will be evaluated.  Examining expenditures at the individual project level would be infeasible, while examining expenditures at a coarse level such as “education spending” would not shed any light. Nor would looking at expenditures using the economic (as opposed to functional) classification, although these data are more readily available. The ideal would be to look at expenditures at the program level, i.e., at a level where all the expenditures are aimed at a single output (e.g., students graduating from primary school).  Experience suggests, however, that in most developing countries information at the program level may not be available. An intermediate step is to examine expenditures at the subsectoral level (e.g., primary education expenditures).   

Once the level of aggregation has been chosen the associated expenditures should be evaluated with respect to the standard principles of welfare economics.  The following three questions provide a way of applying those principles.

(1) What is the rationale for public intervention?

(2) If there is a rationale, what is the best instrument?  The reason for this question is that sometimes an instrument other than public provision (e.g., subsidies or voucher schemes) may be more cost-effective (see below).

(3) If the best instrument is public provision, what is the fiscal cost, and how does it compare with the fiscal costs of other public expenditures that survive the tests of questions 1 and 2?

The rationale for public intervention could be either market failure (public goods, externalities) or redistribution.  If the former, it would be helpful if some quantitative estimates could be obtained for the degree of market failure.  While most of the discussion will be based on first principles, quantitative estimates of the degree of crowding out of the private sector, for instance, could be very helpful in evaluating public expenditures.  If the rationale is redistribution, some analysis of the incidence of public expenditures would be valuable.
  These are typically obtained from household expenditure surveys, but may also be inferred from other data, including expenditure tracking surveys and the geographical breakdown of spending allocations, for example.

3. Value for money
Even if the level and composition of public expenditures are appropriate, they may not lead to desirable outputs because the incentives in the public sector do not necessarily lead to cost efficiency. The relevant questions, therefore, are (i) what services does public spending buy (ii) what are the unit costs of delivering public services (or how can public services be expanded at least cost) and (iii) whether there exist institutional arrangements that stimulate cost efficiency.

A first task is therefore one of collecting reliable information on outputs and outcomes, their unit costs and analyzing these costs with respect to various criteria, including market comparators, international experience, national trends, and, eventually, the cost of mobilizing public funds.

A second task is to explore the incentives for improving cost-efficiency, which depend critically on several factors:

· Linking outputs and outcomes with inputs. Are managers of spending units accountable for results? If so, do they have the required managerial authority supported by a reliable budget to deliver results?

· Financial accountability practices. Is financial information reliable and timely? Is there an effective audit system? Are good procurement practices observed? There are strong links here with the Bank’s CFAAs and CPARs.

· Leakages. What mechanisms are there to reduce corruption (e.g., client surveys, public disclosure) and to reduce unnecessary overhead between the ministry and front-line services (e.g., public disclosure of expenditure tracking studies)?
The work should focus on what the country is actually doing to improve cost efficiency and how these actions can be made more effective.

B.   Strengthening budget management

Budget management can be defined as consisting of two parts: (a) the executive functions of budget formulation and execution, and (b) the external functions of authorizing, monitoring, auditing, assessing, and lobbying for change.  Strengthening budget management involves increasing the credibility of public budgeting.  Credibility depends on how well budget procedures link budget allocations with political objectives, and how closely actual spending matches the approved budget.  Credible budget processes will usually be transparent, based on multiyear programs with monitorable indicators, and capable of identifying and correcting deficiencies over time -- in part by holding managers more accountable for results and sanctioning their behavior.

The work should attempt to answer at least three broad questions, linked to the process of budgetary management:

· Formulation and approval. How do public budgets get made?

· Implementation. How do they get carried out?

· Feedback loops. What are the feedback processes and capacities for correction and improvement (internal and external audits and oversight, sanctions, etc.)? 

While answers to these questions require an assessment of strengths and weaknesses of existing processes, they must be informed in part by an empirical analysis of actual public spending patterns and outcomes, along the lines outlined in the previous section on assessing budgetary performance.  Building on the empirical assessment of budgetary performance, the institutional analysis should be guided by three ancillary questions:

· Rules.  What are the formal rules and institutions that govern budget activities?

· Practice.  How effectively do these rules and institutions work in practice (e.g., are they respected, are incentives aligned…)?

· Improvements.  How could rules and institutions be changed, either to improve budget credibility or to enhance their effectiveness if they are already consistent with credible budget management?

Several, often overlapping, points should be considered in addressing these issues:

First, the budget envelope.  What are the institutional capacities to define and project an overall resource envelope (e.g., how and by whom are budget circulars prepared…)?   What are the rules for assuring that it is respected during execution (e.g., sanctions at the ministerial level to discourage overspending within ministries, rules on accumulation of arrears…)? A related issue concerns the rules for deciding on, managing, and assessing “non-spending” budgetary obligations, including tax breaks and contingent liabilities (who can authorize them, how they are reflected in the budget, etc.).

Second, allocative mechanisms.  What are the rules and institutional capacity within the country for allocating resources across sectors, including the locus and nature of a competitive process, if any, for allocating additional resources?  Examples of such rules are: existence of medium-term planning or budget programs at the ministerial level to justify spending levels, cooperation between Finance and Planning ministries in preparing the initial budget allocations, role of the Cabinet in debating the composition of the budget across ministries, role of legislature in debating and changing proposed allocations, civil society participation in the debate. An additional element is how foreign aid donors affect the intersectoral allocations.

Third, ministerial programs.  Within ministries, what are their experience and capacity in formulating and monitoring multiyear sectoral spending programs, which enunciate clear strategic priorities, and include monitorable indicators of success (especially capacities for sectoral planning and for monitoring and evaluation).  This analysis should include the capacity (and willingness) of ministries to involve civil society in the definition and monitoring of sectoral programs.  This work should examine, in general, the quality of the analytical capacity and debates, within and outside of government.

Fourth, execution.  What are the rules and institutions governing budget implementation (how funds are released, procurement systems, the extent of spending delegation and of decentralization and how it handles control and accountability issues, the locus of Civil Service decisions -- do ministries have independent power to hire and fire?--, special disbursement and accountability rules and systems imposed by donors)? 


Fifth, accounts reporting and audit.
Is there regular and timely reporting to the legislature of actual revenue and expenditure, with comparison to the budget, during and at the end of the budget year?  Does the supreme audit institution (e.g., the Office of the Auditor General) report on a timely basis to the legislature of the accuracy of government accounts and compliance with financial laws and regulations? Is the audit institution independent from the executive?
Because work on budget management aims squarely at improving the system, the process by which this work is conducted may be as important as the content described above.  First and foremost, the Bank’s work program needs to be anchored in the annual budget cycle of the country, linked with the actual conduct of budget management.  While there needs to be agreement on the overall thrust of reforms, which might require a position paper, most of the work may be a series of discreet activities, aimed at giving advice to improve procedures and strengthen capacities.  Because capacity is probably built best through doing, this work especially should be highly participatory, with Bank staff acting as catalysts and advisors.  Nonetheless, for internal quality management, it is important that Bank teams fully document this multiform work, including how budget management is improving as a result, so it can be periodically reviewed within the institution.

IV.  Conducting PERs

As noted above, Public Expenditure Analysis and Support comprises a variety of activities. Because some of these, such as the CFAA or the CPAR, are covered by their own Guidelines, this section focuses on those that are labeled “Public Expenditure Reviews.” This group of activities ranges from reports written by a Bank team to evaluate budgetary policy, outcomes, and systems in a country—with government playing a passive role—to government’s own analytical work and capacity building activities with the Bank as an advisor and source of knowledge (and, in some cases, funding).
 

A.   Three prototypes
The spectrum of possible PER processes can be divided into 3 broad prototypes:

1. The wholly in-house PER – with data-gathering and analysis done almost entirely by Bank staff and expatriate consultants, and substantive interaction with clients being limited, for example, to follow-up discussion of the final product.

2. The Bank-led participatory PER – with overall management by the Bank  but substantial participation by clients in data-gathering and analysis and ownership by clients of the results of the analysis.  Note that aside from client participation, it is also possible to have substantial participation from other donors and/or from non-governmental actors (other local stakeholders) in the client country.  While these other forms of participation are generally highly desirable, the primary means of capacity-building is through participation with client governments.

3. The joint- or client-led PE work – with substantial client leadership but active Bank support.

For categories 1 and 2, the end product will look roughly similar to traditional PERs, a report.  The process of getting that product is likely to be quite different with emphasis on participation and dialogue, particularly for category 2.  For category 3, however, the “PER” may well be merely a summary assessment of the country’s budget management process and a description of how the Bank has supported that activity. In this scenario the role of the PER becomes analogous to that of the Joint (Bank-Fund) Staff Assessment (JSA) of a Poverty Reduction Strategy Paper prepared by the client country.

In most cases today, a PER would fall into either the second or third category, depending on the situation in the client country. Analytical work on PE issues carried out through a participatory process, particularly when the client is in the lead, may be of somewhat lower quality and take longer to produce than wholly in-house PERs, but their client ownership and ultimate impact are likely to be significantly higher.  Moreover, the PER process would heavily rely on information sharing and dialog with all relevant stakeholders.

· In countries where public expenditure management (PEM) systems are very weak yet client interest is strong, the Bank-led participatory PER is most likely to be appropriate and effective.  A good example of this type is the PER for Vietnam (see Box 1).
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· The joint- or client-led PER is most likely to be appropriate in countries with strong client ownership and reasonably well-developed PEM systems.  The Uganda PER [2000] fits this model (See Box 2).


· There are few situations in which a wholly in-house PER is warranted, although it has traditionally been the most common form of PER.  In-house PERs, while perhaps the most likely to have high quality and readability, do little if anything to build domestic capacity or ownership.  Two situations could justify such an approach:

· When a client with a well-developed PEM system seeks independent advice from the Bank on specific PE issues (in which case one would generally expect a well-focused and relatively low-cost effort); or

· When the Bank is just becoming involved with a new client (or is in the process of re-engaging) and needs to prepare a baseline evaluation. 

The recently completed PER for Cambodia [2000] was of high quality and it was undertaken just as Cambodia was emerging from a dark period of dictatorship, a period when a participatory or country-led PER would not have been feasible.  The PERs done for Turkmenistan [1999] and Malaysia [2000] fit the “new country” and “re-engagement” situations noted above as reasons for an in-house PER.  

It is sometimes argued that independent wholly in-house reports (whether PERs or other types of ESW) may be justified on fiduciary or “due diligence” grounds.  However, the twin goals of “due diligence” and capacity-building need not be mutually exclusive, and task managers and country teams need to seek ways to meet due diligence goals while encouraging participation and capacity-building.  Indeed, many task managers report that effective “due diligence” assessment is possible only if there is close collaboration with the client.  For example, drawing on and supporting the work of clients’ Supreme Audit Institutions may be one means of furthering “due diligence” concerns while also strengthening in-country capacity for policy-making, implementation, and accountability. 

In a few selected cases the Bank and the client may have such different views that broad participation and client ownership are simply infeasible.  But these are relatively rare, and in most cases it will be possible to seek consensus in most areas while openly acknowledging remaining differences.  It is difficult to envision a meaningful process of donor assistance if a joint dialogue such as this is not feasible.

B.   Team composition and costs
The quality of PERs is fundamentally dependent on the quality of the team undertaking the work, and thus staffing teams is critical.  A good PER team generally needs a mix of people that together have (a) in-depth experience in the country, (b) deep understanding of PEM system, (c) solid economic analysis skills, and (d) requisite sectoral expertise.  Since the quality of public expenditure work often hinges on sectoral inputs, it is important to ensure that sectoral staff are mobilized and committed.  PER task teams could include the use of specialized Bank groups, such as WBI or the Public Expenditure Thematic Group (the latter can organize, for example, PE clinics to provide information on current thinking and practice on a variety of public expenditure issues, lessons from worldwide experience, etc.).

While useful, it is nonetheless difficult to give precise guidance on how much various PER activities should cost, especially relative to expected outcomes. Small, well-focused and timely collaborative exercises may cost relatively little but have an enormous impact on budget quality. Expensive, lengthy reports prepared by Bank teams may cost a lot and do little more than take up shelf space. The following should be taken as sensible rules of thumb in preparing the PEAS activity budget:


· A  given PEAS activity should generally have a budget no less than $50,000; serious effort would probably require at least $100-150,000. 

· A PER “report” could vary from $50,000 to $350,000.  The average cost of a report that covers the standard topics—analysis of level and composition of the budget, detailed assessments of at least two major sectors and one special, cross-cutting topic (such as civil service reform, decentralization, pension reform) is likely to be $250,000, including all sources of financing.

· More resources are required in countries where language and/or data are major constraints. Extra resources should be budgeted for translating PER reports done in countries where language is a major constraint.  Good quality translators are also needed for seminars and discussion sessions.  Similarly, conducting PERs in countries with poor data require more resources for getting a reasonable amount of information for analysis.  Budgeting an extra $10,000 for each of these two activities should be enough in most cases.  

C.   Designing PER Concept Notes

Each discrete PER activity should be described in a Concept Note, or issues paper, which would typically be the basis for including it in a Work Program Agreement. The concept note should cover two main topics:

1. How the proposed PER activity fits within the Bank’s PEASS for the country.

This section should concisely state the problem that the work will address, explain why we consider this a priority in the country, briefly describe the proposed activity, and explain how the proposed work would help solve the problem to be addressed. It should also show how the proposed work is linked with other, related public expenditure activities, both past and present, and with relevant lending activities, and how it builds on lessons learned from this other work.

2.   The substantive focus and content of the activity.

This section should cover:

· A more detailed statement of the problem identified in the first section (i.e., the need for an external assessment of budget priorities and execution – in part to inform Bank dialogue, the need to strengthen budgetary systems and performance, the need to improve budgetary data including on execution), with a clear statement of the issues that the activity will cover. This section could provide an outline for a proposed Bank PER report, describe the key pieces of research or data collection to be commissioned in the program of knowledge sharing, or lay out the steps in a collaborative effort to strengthen public financial management institutions.

· Primary audience, including the Bank’s and/or government’s strategy for disseminating results within the country.

· Participatory approach to be followed, including the responsibilities assigned to government in carrying out the work, plus any special efforts to work with groups responsible for the external oversight in a country (the legislature, the supreme audit authority, civil society organizations, the media).

· Involvement and responsibility of other external partners (including their financial contributions, as well as their particular concerns in this area).

· Data issues (i.e., delays in reporting, reliability of public accounts, available information on the link between public spending and outcomes) and how the activity will cope with weaknesses (for example, by using anecdotal, on-sight evidence and surveys to generate new data).

· Scope of work, in terms of total cost and duration. This subsection should clarify how the calendar of work meshes with the country’s own budgetary cycle (and whether outputs will be available when they could have maximum impact). It should detail an indicative budget, including the extent of Bank financing, and how it will be supplemented. And, finally, it should lay out the key milestones for monitoring progress.

· Criteria for judging success of the activity (i.e., results on the ground that are hoped for, measurable indicators that could be used, and how the data would be assembled).

· Quality assurance process (nomination of independent formal peer reviewers, including those external to the Bank, use of one or more lead advisors and the extent of their involvement, external review meetings [either physical or electronic]).



























































































Box 1:  The Participatory PER for Vietnam





The Government of Vietnam, in conjunction with the International Donor Working Group and the World Bank, recently completed a PER (“Managing Public Resources Better, December, 2000, Report No. 21021-VN). The last PER was undertaken by the Bank in 1996, but for a number of reasons was not widely disseminated or used within the Government. This PER provided the opportunity to engage the major stakeholders -- country officials and the donor community.


To facilitate participation, during the preliminary PER mission a workshop was held for senior officials and the donor community on the objectives, benefits and processes involved in a PER. The concept paper for the PER  was designed in the field with inputs from all major stakeholders. The participatory arrangements included a counterpart government team of officials (representing Ministry of Finance (MOF), Ministry of Planning and Investment (MPI) and sectoral ministries) working on the PER.  On certain topics local consultants worked with the PER team  to provide input to and learn from the PER exercise.


Following the main mission in January 2000, drafts of each chapter (translated into Vietnamese) were provided to the Government. Most of the PER team returned to Vietnam for a further mission in late March/early April to discuss these chapters in detail with MOF, MPI and sectoral ministries. A number of sectoral workshops were held, including some outside of Hanoi, concluding with a one day plenary workshop attended by about 60 senior officials from ministries and the provinces to discuss the PER’s overall findings and conclusions.


Presenting the report to the Consultative Group meeting in June, the Government indicated that the PER conclusions would assist it in improving its public expenditures and that  recommendations would be implemented on a phased basis, to be discussed with the Bank and the rest of the donor community.


The Vietnam PER process focused as much on engaging in an ongoing dialogue and promoting ownership, as on report writing.  Although it had a positive outcome in generating Government ownership of the PER , there were certain costs and tradeoffs involved in this participatory approach, including some narrowing of the range of topics, some moderating of recommendations and additional time costs.
































Box 2:  Uganda’s Client-led PER Process





Over the past several years Uganda has developed quite a successful annual and medium-term budget process.  The donor community plays an important role in sharing information and in providing technical assistance and resources. The World Bank’s public expenditure work for the last two years has focused on supporting the government’s budget preparation process.  The 2000 Uganda PER is not a traditional PER but rather describes the government’s annual budget process, the seminars and workshop organized by the government (with World Bank support) to help prepare it, and the contents of the presentations made.  Although information on the public budget as presented in the government documents is attached to this report, there is no assessment or evaluation of the budget, nor is there information on budget execution. 





How the Bank has used its PEAS to support domestic capacity-building is in many ways a model for Africa, and Uganda is considered to have one of the best public expenditure management systems in the Region, in part due to sustained donor support for capacity-building.  However, it will be important for the Bank and the Ugandans to undertake periodic assessments of how budgets are spent and whether such spending is resulting in desirable outcomes in terms of economic growth and poverty alleviation.  Other donor-financed activities, including budget tracking and service delivery surveys, are contributing separately to this end.    
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* These Guidelines were prepared by a team led by Shanta Devarajan and comprising Malcolm Holmes, Charles Humphreys, Allister Moon, and Vinaya Swaroop.  The work was carried out under the direction of Cheryl Gray.  These Guidelines have been extensively discussed in the Bank at seminars and workshops organized, by among others, the Public Expenditure Thematic Group and the Regions.


� In the last several years, however, the purpose of a PER has gradually evolved from that of a pure assessment of the client’s public spending program to that of helping strengthen the budget analysis and management process through active client participation and better dialog.  See Section IV for details.





� More information on these issues is available on the Web site: http://www1.worldbank.org/publicsector/pe. 





� A simple pragmatic approach to incidence analysis is described in Lionel Demery’s paper “A Practitioner's Guide to Incidence Analysis,” (July, 2000) available at  http://www1.worldbank.org/publicsector/pe.





� Where PEAS activities are directly linked to lending, the internal processing should follow the guidelines for the lending activity, but the content should still be guided by these Guidelines.


� On the other hand, PEAS activities aimed at strengthening national institutions, with a view to consolidating much of our lending through a PERL/PERC, for example, could cost several hundred thousand dollars, because of their required breadth and depth and the need for continuing intervention.
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