Frequently asked questions related to Government budgeting

What is a budget?

A comprehensive statement of Government financial plans including expenditures, revenues, deficit or surplus, and debt. The budget is the Government’s main economic policy document, indicating how the Government plans to use public resources to meet policy goals. Source OECD
What is the Central Budget Authority?

The Central Budget Authority (CBA) is a public entity, or several co-ordinated entities, responsible for the custody and management of all (or the majority) of the public money. It is often part of the Central Government Ministry of Finance. The Central Budget Authority has the leading role in maintaining aggregate fiscal discipline, ensuring compliance with the budget laws and enforcing effective control of budgetary expenditure. This Authority regulates budget execution but does not necessarily undertake the treasury function of disbursing public funds. Source OECD
What is a budget cycle?

All the major events or stages in making decisions about the budget, and implementing and assessing those decisions. It usually has four key stages: formulation, approval, execution and audit.  Source OECD
What is budget formulation?

The steps and processes for preparing a government's budget, from preliminary analyses and forecasts, through submission of budget requests by ministries and other government bodies and the review and decision of the executive, to its official presentation to the legislature. Source Allen & Tommasi

What is involved in budget approval?

Authority is granted under a law by the legislature (or parliament) to the executive (or government) to spend public funds up to a set limit and for a specified purpose. This is often referred to as the annual  'appropriation'. Annual appropriations are made through annual budget laws or, in some countries, separate appropriation acts consistent with the budget. Supplementary budget appropriations are sometimes granted subsequent to the annual law if the annual appropriation is insufficient to meet the specified purpose.  Source OECD

What is included in budget documentation?

A set of documents is presented to the parliament each year with the annual appropriation. In addition to proposals relating to government spending, revenues and borrowing, the budget documents may include a statement of the economic and financial context for the budget proposals, the government's economic policy objectives, and medium-term macroeconomic projections, and some explanation of the government programmes and activities to be funded under the budget.  Source Allen & Tommasi 

What is an Organic Budget Law?
This law differs from the annual budget appropriation.  The organic budget law* specifies the schedule and procedures by which the budget should be prepared, approved, executed and accounted for, and final accounts submitted for approval.  It remains unchanged from year to year unless improvements are proposed and approved.  Source OECD

*In some countries it is referred to as the Budget Code – PEMPAL BCOP Note.

What are functional classifications?
The classification of expenditure (as well as expense) transactions and acquisitions/disposals of financial assets for policy purposes, are classified according to the purpose for which transactions are undertaken. A functional classification is independent of the administrative organisations or units that carry out the activities or transactions concerned. The standard Classification of Functions of the Government (COFOG) system, established by the United Nations, is aimed at facilitating international comparisons and preparing income accounts consistent with the System of National Accounts (SNA) methodology.Source Allen & Tommasi
What is a program?

A program is simply a grouping of similar activities or services performed by a government spending agency that have the same policy objective.
What is meant by an outcome?
The effects or impact of a program measured at the highest meaningful level in proportion to that program eg reduced crime. In practice there are always at least some external non-controllable elements, which influence whether outcomes are achieved or not. Source DG Budget
What is meant by an output?
These are the actual tangibles or goods and services delivered (eg policing services).

What is meant by economy, effectiveness and efficiency?

Economy, effectiveness and efficiency are often referred to as the “Three Es” of value for money.

Economy means minimizing the cost of resources used to achieve given planned outputs or outcomes of an activity (including having regard to the appropriate quality of such outputs or outcomes). Source DG Budget
Effectiveness means the extent to which objectives of a program are being achieved.  Source DG Budget

Efficiency means maximising the outputs or outcomes of a program or activity relative to the given inputs. Source DG Budget.  It is the relationship between the goods and services produced by a programme or an activity (outputs) and the resources used to produce them (inputs). Efficiency is measured by the cost per unit of output.  Source Allen & Tommasi

What is the difference between program budgeting and performance based budgeting?

Program budgeting applies to cases where expenditure is classified in the budget by objectives, outcomes and outputs  rather than solely by economic categories (i.e., inputs such as salaries) and organizational category.  This approach focuses on what results are being achieved by each spending agency.   Performance budgeting (or performance-informed budgeting) refers to a wider set of initiatives intended to strengthen the links between the funds provided and the results achieved through ensuring performance information is used in resource allocation decision making. Program and performance budgeting reforms should, therefore, provide information in a way that informs choices about spending alternatives and should improve transparency and accountability of government.  Source World Bank.  

The OECD
 has categorized the approaches to integrating performance information into the budget process, ranging them from the weakest to strongest forms. In the weakest form, performance information is included in budget documents as background information and has no role in decisions on budget allocations. In the moderate form, performance information is used to inform, but not determine, budget allocations. This form is the most commonly used in the OECD. In the strongest form, resource allocation decisions are directly and explicitly based on units of performance, and appropriations are based on formulas or performance contracts. This form of performance budgeting is only used in specific sectors (e.g., the health sector) and in a limited number of OECD countries.
Most PEMPAL member countries are implementing various forms of program budgeting.  There is no ‘best practice’ approach, more ‘best fit’ and the unique context of each country needs to be considered. Some key public finance specialists (e.g., Schick 1997) recommend getting the “basics” right first as a priority. Such reforms are a long and ongoing process and even countries which are considered leaders and long-term practitioners of public sector performance management are continually refining and improving their performance framework. For example in the OECD, many of the 26 out of 34 countries that have implemented performance budgeting did so over a period of longer than a decade with ongoing, subsequent reforms continuing to be required.

Please refer to the PEMPAL website's Glossary for more comprehensive listing of definitions and source details.  For more details on the BCOP discussions on program budgeting refer to http://blog-pfm.imf.org/pfmblog/2012/05/program-budgeting-is-on-the-reform-agenda-across-europe-and-central-asia.html 
� OECD classifications from Curristine, T. (2005), Performance Information in the Budget Process: Results of the OECD 2005 Questionnaire’ OECD Journal on Budgeting, 5(2), pp.88-131, Paris available at � HYPERLINK "http://www.oecd.org/dataoecd/4/53/43480959.pdf" �http://www.oecd.org/dataoecd/4/53/43480959.pdf�


� Regina Bernhard, Deutsche Gesellschaft für Internationale Zusammenarbeit (GIZ), ‘Strategic Advisory Approach on Results-oriented budgeting’ presentation delivered PEMPAL BCOP meeting March 2012
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