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Abstract 

This paper argues that over a generation, approaches to evaluating public expenditure planning and 

control have moved from a mostly qualitative, country-specific and narrative style to one involving 

systematic quantitative scoring, based largely on documentary analysis and heavily focused on 

transparency. On the basis of three hypothetical examples, it then argues that while this emerging 

‘standard approach’ has numerous advantages, there are a number of key differences in public 

expenditure planning and control systems that it does not or cannot pick up. It concludes by 

identifying four elements of knowledge or observational capacity that would be needed to pick up 

such differences, and argues that different methods of inquiry and sources of information are 

needed to complement the ‘standard’ approach to evaluation. 

 

    

 

 

                                                             

1 We are grateful to the Nuffield Foundation and the ESRC for funding the research on which this 

paper is based 
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A generation ago, scholarly approaches to evaluating public expenditure planning and control were 

mainly qualitative, largely country-specific and tended to vary with the analytic perspective of 

individual evaluators. Some well-known academic studies in that tradition include (for the United 

States) the work of authors like Richard Fenno (1966), Aaron Wildavsky (1964) and Allen Schick 

(1980) and (for the UK) those of scholars like Hugh Heclo and Aaron Wildavsky (1974), David Heald 

(1983) and Colin Thain and Maurice Wright (1996).  

Similarly, the traditional practitioner approach to assessing public finance management was largely 

narrative, policy-focused and non-institutional. For example, since the early 1960s, OECD Economic 

Surveys covered economic indicators, as well as government financial policies since the early 1960s, 

but their format was mostly qualitative and narrative in nature, and the topics covered changed over 

time and were not consistent between countries (OECD 1980a, OECD 1980b). Similarly, IMF Article 

IV2 Consultation Concluding Remarks provided descriptive summaries of economic and financial 

developments and countries’ economic and financial policies (IMF 2017a). 

That approach has not disappeared. But over the past two decades or so, and largely on the basis of 

work done by consultants and international bodies, mostly from the international development 

field, a new generation of evaluative approaches has developed. Those approaches aim to be 

systematic, actionable and expressible in terms of quantitative ratings largely drawn from 

documentary evidence, measuring key aspects of the system of public financial management in 

place in any given country as compared to a list of best practices. That measurement in turn enables 

countries to be ranked. 

The question explored in this paper is whether and how far such developments constitute a new 

standard approach that provides a go-anywhere framework for scholars and practitioners alike to 

compare, describe and evaluate the efficacy of public financial management or public expenditure 

planning and control, hereafter PFM (or PEPC to denote the spending side of the process). Our 

argument is that while that emerging standard approach has some clear and significant advantages, 

it also has some notable built-in limitations and misses some key features and differences in PEPC 

                                                             

2 IMF Article IV (3b): ‘The Fund shall exercise firm surveillance over the exchange rate policies of 

members, and shall adopt specific principles for the guidance of all members with respect to those 

policies. Each member shall provide the Fund with the information necessary for such surveillance, 

and, when requested by the Fund, shall consult with it on the member's exchange rate policies.’  
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systems that can only be captured – or at least approximated – by different and broader forms of 

evaluation based on different kinds of observation and conducted over a different timescale.  

In the next section we describe the development of such ways of observing and evaluating PFM over 

the past generation or so, noting the direction of change and the sort of items being measured. The 

subsequent section aims to identify some general limitations of that standard approach and to give 

some specific examples of differences in PFM systems that the standard approach does not seem to 

readily pick up in its ratings, but which are said to be of major importance at least by some witnesses 

or commentators. The final section explores what sort of knowledge would be needed to register 

such differences in an evaluation system, and how feasible it is to go beyond the ‘standard 

approach’ to obtain or at least approximate such knowledge.  

 

 

1. The Development of PEFA and Related Approaches to Evaluating the Planning and 

Control of Public Expenditure 

One of the oldest ways of systematically evaluating PFM and PEPC systems is the World Bank’s 

Public Expenditure Review (PER) ‘tool’, first launched in the late 1980s. Before the 1990s PERs 

concentrated on an analysis of fiscal trends, resource allocations between and within sectors, but 

rarely addressed how well the public expenditure control process worked (Allen, Schiavo-Campo and 

Columkill Garrity 2004). The financial crises of the 1990s were perceived as highlighting the 

importance of transparency and well-formulated policy in PFM, and after the 1997 East Asian 

financial crisis, the first attempts to codify best practices of PFM appeared in the IMF’s Fiscal 

Transparency Code, originally published in 1998 (Allen, Schiavo-Campo and Columkill Garrity 2004) . 

Subsequently, the early 2000s saw an emergence of further fiscal transparency initiatives, bolstered 

in particular by the commitments of the Paris Declaration on Aid Effectiveness (2005, para 18) which 

noted that ‘diagnostic reviews are an important – and growing - source of information to 

governments and donors on the state of country systems in partner countries. Partner countries and 

donors have a shared interest in being able to monitor progress over time in improving country 

systems’. These diagnostic review included the Open Budget Survey from 2006, which assesses 

components of a budget accountability system using a questionnaire with some 140 questions (IBP 

2017) and OECD’s International Budget Practices and Procedures Database, which since 2003 has 

provided information to compare national budgeting and financial management practices of the 

OECD member countries, using 90 questions covering the entire budget cycle: preparation, approval 

and execution (OECD 2018). 
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Figure 1: Number of PFM diagnostic tools over time 

Source: Based on data in PEFA (2017) 

 

As Figure 1 shows, the number of PFM diagnostic ‘tools’3 has grown steadily but not exponentially 

over the last 20 years. A recent stock take of these approaches divides them into three categories, 

allowing us to disaggregate the sources of growth: broad diagnostic or analytical approaches 

covering all aspects of the PFM system (marked A in Figure 1), tools focusing more narrowly on 

individual PFM elements, institutions or sub-systems (marked B) and tools used by development 

partners to assess fiduciary risk (marked C) (PEFA Secretariat 2017). As Figure 1 shows, the tools 

which focus on individual PFM elements (group B) are the ones which increased the most. These 

tools focus on revenue administration, expenditure management systems, as well as management 

across expenditure, revenue and financing (PEFA 2017).  

As noted earlier, the format of these PFM and PEPC evaluations has shifted over time from more 

narrative focused ones to ones that involve quantitative scoring methods (Figure 2). In general, 

narrative evaluations were predominant among the PFM assessment tools until the early 2000s. 

Subsequently, those approaches involving quantitative scoring increased in number to match and 

then (after 2010) to exceed the number of qualitative/narrative approaches. 

                                                             

3 These diagnostic approaches are referred to as ‘tools’ in PEFA (2017) and we consequently follow 

that nomenclature here.  
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Figure 2: Type of Analysis Used by Diagnostic Tools 

Source: As Figure 1 

 

This shift to a greater incidence of quantitative scoring enables evaluations to be expressed in  

scores that lend themselves to ranking and rating countries against one another and across time, 

with the ‘rankings effect’ possibly increasing their potential policy impact.  

Among these tools, the PEFA (Public Expenditure and Financial Accountability) program has become 

the most commonly used instrument with more than 550 assessments undertaken up to 2016 (PEFA 

Secretariat 2017).  PEFA originates in the world of international development and it was initiated in 

2001 by seven bodies in that field: the European Commission, International Monetary Fund, World 

Bank, and the governments of France, Norway, Switzerland, and the United Kingdom. Donor interest 

in institutions and governance, including PFM, had increased since the 1990s, reflecting a switch 

away from a focus on structural adjustment policies (Nanda 2006). During this period, there was a 

notable increase in the number of PFM diagnostic tools (as shown in Figure 1), and issues of 

coordination and prevention of duplication among reviews inevitably arose. Hence the stated 

objective of PEFA was ‘to reduce the duplication and costs of multiple assessments and to facilitate 

dialogue between government and others about how to improve the effectiveness of fiscal policies’ 

(PEFA 2018). PEFA periodically produces reports comparing its indicators with other tools and 

recommending change or abandonment of other types of measurement. 

The diagnostic tools shown in Figure 2, and particularly those in the blue category, have a family 

resemblance in that they all aim to observe the operation of PFM in any given country and to 

compare it to what is considered to be  ‘best practice’. Observing the fit or discrepancy between the 
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two is intended to aid any given country to achieve desirable PFM outcomes: aggregate fiscal 

discipline, strategic allocation of resources and efficient service delivery (PEFA Secretariat 2016a). 

These evaluation approaches tend to rate performance over a varying time horizon, often not 

extending to more than a few years, and they differ in the interval in which assessments are 

repeated. For PEFA, the recommended repeat interval is 3 to 5 years, but more than half of the 

other tools listed in PEFA’s 2016 stock take did not have a suggested time requirement for repeat 

assessment, and for those that did the repeat interval varied from once a quarter to once every 5 

years (PEFA Secretariat 2017). 

PFM ‘best practice’ is commonly perceived as linked with transparency, which in turn is seen as a 

prerequisite for accountability. Transparency is considered to be important in these approaches for 

two reasons. First, good PFM is assumed to mean tying together ‘available resources, delivery of 

services, and achievement of government policy objectives’ (PEFA 2016a), and transparency and 

ready availability of key data is seen as prerequisite for sound decision-making (IMF 2017b). Second, 

in the domestic political system, provided it is a democracy, citizens who can observe what 

governments are doing can in principle reward or punish incumbents at the ballot box for their 

actions and thus exert some indirect control over public finance. On that assumption, collecting and 

analyzing public finance information in a coherent way might be expected to clarify the tradeoffs 

that policymakers face; and publishing it means that, in principle, those tradeoffs have been at least 

implicitly agreed among the key  stakeholders in the budgeting process (Von Hagen 2002: 270-1).   

 

Of course, the fact that this apparently emerging ‘standard approach’ to evaluating and rating PFM 

has grown largely out of the work of international bodies and the development aid community is 

reflected in what is captured in the measurement system, which countries are evaluated and how 

frequently. So the stress on transparency in these rating systems reflects the interests of the major 

stakeholders in those international and development bodies. For the World Bank, the stakeholders 

are the Bank members who care about PFM for three reasons: first, good PFM is critical for poverty 

reduction; second, the Bank provides financial resources, and so directly contributes to 

government’s budgets; and third, Bank lending can be affected by government budget management 

(World Bank 2001). For PEFA, the key stakeholders in the measurement system are donor countries 

needing information to assist their aid programs and ’seeking to advance development and abate 

poverty [placing] growing emphasis on the need for effective public expenditure management and 

financial accountability systems’ (PEFA 2004). In the case of the IMF’s fiscal transparency tool, even 

though (as shown above) the case for giving close attention to transparency incudes greater 

accountability of governments to their citizens, the same or greater emphasis is laid on the 
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advantages of transparency to the international audience, insofar as PFM transparency is also said to 

enhance ‘the credibility of policies, and facilitates efficient and orderly functioning of financial 

markets.’ (IMF 2017) 

 

Hence, depending on the objective of the stakeholders, these PFM diagnostic tools (typically 

involving evaluations by international consultants) can be used to inform the countries concerned of 

areas suitable for reform, inform donors or financial market investors about the state of the country 

on which they condition their decisions on aid or financial support, or to identify risks. These 

differences in stakeholder interests are also reflected in which countries are most likely to be 

analysed, covering what timeframe and at what intervals. While the tools associated with aid donors 

are more likely to be applied to developing countries, those adding emphasis on fiscal transparency 

as enabling political accountability can be applied to all countries. What remains to be seen (to be 

discussed in the next two sections) is whether PFM diagnostics primarily reflecting the concerns of 

international aid and finance bodies are equally applicable to the evaluation of PFM systems in 

developed countries from a more domestic and/or more academic perspective.  

 

Broadly, these diagnostic tools describe and rate transparency and decision-making in PFM mostly 

be reference to available documentation. In the case of PEFA, the indicators are based on the 

presence or absence of certain institutions and to some extent, their performance. The institutions 

considered are: the controls used by governments to ensure that resources are obtained and used 

as intended; assessment of transparency and accountability in terms of access to information, 

reporting and audit; and the institutions, laws, regulations, and standards used by governments in 

the PFM process. Apart from considering the presence of such items, PEFA examines some of the 

outcomes of PFM, such as budget outturns, effectiveness of controls in terms of match between 

plans and outturns, and timeliness of reporting and audit.  

 

Accordingly, a generalized logic of the assumptions underlying the PEFA approach seems to be that 

satisfactory PFM outcomes will be achieved, if countries: 

-          Collect, analyse and publish all forward-looking macro-fiscal information 

-          Make plans 

-          Stick to the plans 

-          Collect, evaluate, publish and respond to backward-looking fiscal information 
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Hence, while transparency of government operation is crucial to the PEFA ratings of PFM,  PEFA also 

rates some output or outcome indicators, particularly the variance between agreed budget plans 

and outturns, both in aggregate and by functional and economic classification. 

Finally, as with the World Bank’s governance ratings and numerous other systems of ranking and 

rating, PFM diagnostic indicators tend to change periodically in response to criticisms, perceptions of 

missing variables and changing visions of ‘best practice.’ For example, changes in the PEFA 

framework in 2016 included four new indicators to include activities not previously included in the 

evaluation (assessing public public investment and asset management, macroeconomic and fiscal 

forecasting and fiscal strategy), and clarification or refinement of many of the other indicators, 

including performance information for service delivery, the assessment of revenue management, 

and the internal control framework (PEFA Secretariat 2016b).  

 

2. Can’t Have Everything? Some Limits of the Standard Approach to Evaluation 

The ‘standard’ international approaches to rating PFM/PEPC performance that were described in the 

previous section have evolved and grown over the last two decades for a good reason. PEFA and 

some of the other similar rating exercises have been designed and refined in a way that allows 

external consultant assessors with limited time to give fairly reliable scores relating to the presence 

and content of analytic and other fiscal documentation that are likely to be of interest to 

international donors and investors. But while there is much to be said for an approach to rating 

public expenditure planning and control systems that works on the basis of specific documents and 

statistics that can be assembled and scrutinized within a few weeks inside the 4-5 months allowed in 

the PEFA framework for conducting assessments and preparing reports (PEFA Secretariat 2012, 

p.14), such an approach has some well-known limitations as well, and indeed the limitations of PEFA 

have generated some critical literature in recent years, for example in the 2016 PEFA stock-take 

mentioned in the previous section and in a critical assessment of the PEFA approach by the ODI 

(Hadley and Miller 2016).  

Both of these assessments pointed to specific limitations in the validity of the PEFA measures, for 

example in variables that might be expected to have an important effect on PFM performance that 

are omitted from the analysis (‘such as the legal framework or human resource capacities within the 

government’ (PEFA 2016a) or processes and institutions outside the finance ministries that PEFA 

indicators tend to focus on because of the limited time available for completing assessments (Hadley 

and Miller 2016)). For example the ODI assessment argued that the compartmentalized and 
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document-based PEFA framework misses out a key variable in the form of the quality of interactions 

between different role-players: ‘Essentially, the capacity of the PFM system depends not only on 

existing processes, but also on the interactions of the various actors and organisations – inside and 

outside the government…This takes place within a broader context, with differences in laws, political 

arrangements, and economic environment, all of which will affect the way PFM systems work.’ 

(Hadley and Miller 2016) 

A related issue relates to the dilemma in any statistical reporting process as between altering the 

indicators over time to achieve greater refinement (for example to reflect criticisms such as those 

quoted above, or to make the indicators more up to date in other ways) and on the other keeping 

them stable, such that scores can be validly compared over time, but sacrificing up-to-the-minute 

relevance. For example, such a tension can be observed in PEFA (where the 2016 revamp introduced 

some completely new indicators and dropped others) and in the IMF’s replacement of Fiscal 

Transparency ROSC by Fiscal Transparency Evaluation. Such changes may be made for good reasons, 

but they come at the cost of being able to track systems consistently over time.  

 

Beyond such questions as to how many more factors or variables need to be added to any given 

evaluation framework to make it meaningful (one of those ‘how much is enough?’ questions that 

run up against the ‘parsimony principle’ in science), and what the proper balance should be between 

consistency over time and contemporary relevance are a set of other limitations associated with an 

approach that relies mainly on the analysis of documents covering a relatively short period, that 

rates performance in terms of deviation from presumed ‘best practice,’ and that tends to take the 

extent of formal transparency as the key to efficacy in PFM/PEPC. We comment briefly on each of 

those issues in the remainder of this section.        

 

 

Where Documents and Practice Diverge: Formal and Informal Organization  

Perhaps the most obvious limitation of a document-based assessment system occurs where 

documentation and actual practice diverges for some reason, either where documentation ‘talks a 

better game’ than happens in practice (because documentation is spun, faked or gamed to a greater 

or lesser extent) or conversely where practice might prove to be more robust than the 

documentation available to external assessors might suggest. It is therefore not surprising that (as 

noted earlier) this limitation features in criticisms of the document-based PEFA approach by the ODI, 
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which notes that PEFA tends to focus on ‘form’ rather than ‘function’ and thus largely measures how 

systems look on paper (or its digital equivalents), but not how they work in practice.  

 

One striking example given by ODI of the possible divergence between how systems look on paper 

and how they work in practice is of a country (Bangladesh) given a ‘B’ for its procurement systems 

on PEFA, while a World Bank study found that in practice companies paid officials up to 15 per cent 

of the project value to secure contracts in the roads sector (Messick 2011). Another of the ODI’s 

examples related to the management of expenditure arrears in a country (Timor-Leste) which was 

rated ‘A’ on the PEFA indicator for the stock of expenditure arrears in 2010, while a more in-depth 

resource-tracking survey conducted by the World Bank four years later, looking at health services 

provided by local governments and health centres, concluded that there were in fact large debts 

accumulated by taking credit from suppliers and staff, which were not being entered into the 

financial management system, and that paying these debts was squeezing out other budgeted 

health expenditure.  

 

The 2016 PEFA stock-take also noted the limitation of a largely document-based approach to 

assessment, for example in specific activities such as extra-budgetary operations that require a more 

detailed assessment (or ‘drill down’) approach than can be provided by PEFA’s general diagnostic 

tools (PEFA Secretariat 2017). Moreover, in assessing the success of PEFA in improving PFM in 

developing countries, Ronsholt (2011) noted that: ‘features that involve…de jure reform measures 

are improving much faster than those involving…de facto implementation of reform’. Document-

based approaches cannot readily pick up such differences.   

 

Similarly, the way that those at the topmost levels of organization think or behave is not always the 

same as what goes on at lower levels, for example in the apparent persistence of politicians focusing 

on cash rather than accrual-accounting numbers in top-level budgetary negotiations in several 

countries, despite the painstaking effort put into developing accrual accounting lower down the 

bureaucracy in the belief or expectation that different forms of accountancy will improve decision-

making in government.  The distinction between formal and informal organization is after all one of 

the classic themes of social science, for example in the near-ubiquity of informal conventions of 

‘honest graft,’ ‘one-fiddle rules’ and the like (see Mars 1982) Reliance on formal documents alone 

rarely if ever picks up such important practices and conventions.   
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When Performance Needs to be Rated Relative to Context or Over the Longer Term  

Even if the sort of issues discussed in the previous section about the validity and reliability of a 

largely document-based approach to rating expenditure planning and control systems can be set 

aside, that still leaves open the question of how to rate the performance of such systems relative to 

context or over the longer term. For example, two or more countries might receive the same 

absolute score on some iteration of PEFA or a similar measure, but against very different backdrops. 

If we allow for context (as with those ‘fantasy sports league’ calculations that rate the performance 

of sport teams relative to the average salary of the players) their performance might look very 

different – for example if one country is on a downward trajectory since the last iteration, while the 

other is on an upward one, if one country is a low-income micro-state while the other is a middle-

sized high-income state, or if one country but not the other has experienced severe  turbulence of 

one kind or another that is beyond what those running its expenditure planning system might 

plausibly be expected to control. 

 

A closely related limitation of an assessment approach that works largely on a spot-check, snapshot 

or short-term basis is that it does not easily allow assessment of PFM measures that achieve short-

term success but longer-term failure or vice versa. Examples might include (i) outsourcing deals that 

start sweet but later turn sour (or the opposite way round); (ii) performance metrics that make a 

short-term difference but later succumb to ‘Goodhart’s Law’ (that any metrics used for high-

consequence administrative control purpose will in time be ‘gamed’ to the point where they become 

meaningless (Goodhart 1975)); (iii) control measures that may serve to contain overall spending in 

the short term, but in time come to have the unintended effect of pushing up expenditure in the 

longer term (for example if the categorization of public expenditure contains incentives to cut 

‘preventative spend’ at the expense of greater long-term ‘remedial spend.’)  Such issues are hardly 

imaginary or unimportant and indeed they figure large in the operation of PFM, but a snapshot or 

relatively short-interval approach makes it hard to pick up dynamics of this kind.      

 

Perhaps from the perspective of donors or investors, such issues of assessing performance relative 

to context or over a longer period can be dismissed (but even there shrewd investors might be 

expected to benefit from such information, for example in spotting a ‘rising stock’). And in principle, 

if the ratings are repeated on identical scales at regular intervals, each country’s previous rating can 

serve as a key indicator of context – with each country’s most important and relevant competitor 

then becoming itself in earlier assessment rounds. But, as has already been pointed out, that 

approach depends on regular rating, sticking to the same measures (whereas, as noted in the 
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previous section, PFM diagnostic tools are apt to change in response to criticisms, new 

developments and changes in fashions), and anyway could possibly work better for those countries 

in the middle range of performance on these ratings rather than those clustered at the very top or 

the very bottom of the ratings.  

 

Going beyond over-time comparisons, where they are possible and meaningful, setting the ratings 

into context seems to require other kind of information that can help to evaluate the raw scores. 

Methods of doing that have developed for particular public services, for example in the use of 

diagnostic-related-groups (DRG) classifications to control for case-mix in comparing hospital 

performance since the 1980s or contextual value-added scores in rating school performance 

developed in the 2000s by weighting the test scores of students at the end of their school careers 

relative to their performance on test scores at entry level. But no comparable standard method of 

assessing context relative to expenditure control system performance has yet emerged.     

 

 

Where Transparency is not the Only Value at Stake 

Nor do the limitations of this approach to rating public expenditure systems end with those well-

known issues. A documentary-based approach that prioritizes transparency and formal analysis 

cannot easily accommodate possible trade-offs between those values and competing desiderata, 

which can take various forms. One concerns negotiating situations, where transparency (as in US 

President Woodrow Wilson’s famous but unrealized aspiration to ‘open covenants openly arrived at’ 

(Hecksher 1991: 517) in the negotiations over the Versailles Treaty after World War 1) runs up 

against considerations of strategic advantage among the players. Another arises in emergencies or 

time-limited situations where transparency may have to be set against speed of response in 

executing the fiscal equivalent of emergency stops or handbrake turns, for example in the middle of 

a military or financial crisis. Yet those who are or have been involved in budget negotiations, 

particularly but not only in unusual circumstances, often stress the conflict between the need to 

achieve closure in a limited time against deeper or more extensive consideration of evidence and 

analysis. More broadly, the contrast between ‘rational comprehensive planning’ approaches to 

decision-making and alternative approaches, such as the ‘serial disjointed incrementalism’ that 

Charles Lindblom (1965) put at the centre of his theory of democratic intelligence fifty years ago, is 

another classic distinction in social science. 
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Further, even if the well-known rating and evaluation issues mentioned above can be solved – or 

lived with – what we have called the emerging ‘standard approach’ to evaluating PFM may have 

further limitations where their heavy emphasis on documentary transparency can obscure or trump 

other aspects of PFM systems that may be highly material for the quality or performance of those 

systems. Too much emphasis on transparency runs the risk of ratings either being indifferent  to the 

content or substance of spending control systems (provided everything is documented) or 

ambiguous about the way such differences in content are to be rated. A parallel might be drawn 

with rating legal systems according to the formal rigour of procedural features such as avenues for 

appeal without reference to whether those systems incorporate capital punishment or not. For 

example, it is at best ambiguous whether PEFA and its sister rating systems can readily distinguish 

types of fiscal or spending rules or associated budgetary decision procedures (such as whether 

deliberation over budget allocations works on a zero-sum basis after prior determination of the total 

envelope) provided there is equivalent documentation for those rules and procedures, even though 

such matters are often seen by commentators as of central importance in affecting outcomes in 

practice.  

 

Other possibly critical differences in the content of expenditure planning and control systems (at 

least on some theories of the design of such systems) may also not be picked up by this sort of 

approach to transparency.  Consider the following three examples:  

 

Example 1: Fluid Planning and Rigid Control, and Vice Versa  

 

Country A Country B 

Rigid expenditure planning but limited control 

such that outturn deviates from 

plans/allocations 

Rigid expenditure control but fluid expenditure 

planning, with in-year changes in plan meaning 

that outturn deviates from original plan but 

match modified plans  

 

In this example, two imaginary countries A and B have exactly the same measured deviations in 

public expenditure outturns relative to annual budgetary plans or allocations and thus score the 

same on the important PEFA ‘budgetary reliability’ measure. In country A, the deviation comes 

about because the administrative control system does not succeed in ensuring that expenditure by 

departments and agencies is in line with the announced budgetary plan. In country B, however, the 

deviation comes about because central agencies and/or the legislature makes in-year or within-
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period adjustments to the original plans for one reason or another, while spending departments and 

agencies precisely hit those moving targets in their budgetary outturns.  

 

While in this example both countries A and B have not managed to produce budgetary outturns that 

matched their original announced plans, the route by which that mismatch has come about is wholly 

different, and consequently any remedial measures that might be appropriate would be likely to 

differ too. Weak administrative control is at the heart of the deviation in the case of country A, while 

there is no similar failure in country B, so efforts to strengthen its administrative control would be 

misdirected.  

 

Indeed, effective evaluation of these two imaginary countries’ performance needs to go well beyond 

the ‘outturn deviation’ scores. On the face of it, country B may have weaker planning and political 

commitment systems than country A, and it certainly violates ‘transparency’ in the sense of sticking 

to announced initial plans so that citizens and others have a predictable fiscal environment. But 

what if both countries had experienced a similar fiscal crisis cause by an exogenous shock, and 

country B’s performance represents successful reallocation of expenditure to protect those people 

most affected from the worst of the impacts, while A was unable or unwilling to respond to the 

emergency? In a more subtle example still, one strategic short-term response in 2009 of the UK 

Treasury to the global financial crisis at that time was to leave public spending plans in cash terms 

unchanged, which given lower than expected inflation, meant a modest fiscal stimulus in real terms. 

In this case the indicator would show rigidity, rather than the responsiveness that this policy 

measure actually entailed. 

 

Further in relation to country A’s performance in this imaginary example, it might even be that the 

country for one reason or another had developed poor budgetary plans (in the sense of being fiscally 

unsustainable, wasting funds on sectors that the public did not care about, or diverted funds to 

special interests) and that the difference in outturns from the unchanged plans might even be 

considered beneficial. For example, poor budgetary plans might be due to ‘fragmentation’ in the 

budget process where the legislature can make unlimited amendments to the executive’s proposal 

(Von Hagen 2002). Such a case is far from imaginary and takes us into very deep water. The general 

point is that far more information than the final outturn/initial allocation alone would be needed as 

a basis for effective diagnosis and treatment in these two cases.    
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Example 2: Delegated and Strategic versus Undelegated and Non-Strategic Spending Approval 

 

Country A Country B 

Highly delegated spending approval (within 

total budget allocations) from central agencies 

to departments or other spending units, with 

central agencies and spending departments at 

arm’s length, and the former applying a 

strategic approach over when to be reactive 

and when to be proactive 

Undelegated spending approval (within total 

budget allocations) exercised by central 

agencies, applying a reactive approach to 

processing every case  

 

In this second example, two imaginary countries A and B follow radically different approaches to the 

way central agencies relate to spending departments. In country A, central agencies follow a highly 

‘strategic’ approach, delegating most financial approvals to spending units in departments and 

agencies and concentrating their review capacity on a small number of critical cases or issues, for 

example by exercising more heavy-duty central review in areas of planned spending growth than in 

areas where spending is being restrained or cut. In country B, central agencies operate in the 

opposite way, with a highly centralized and uniform system of approvals, treating all spending 

departments or agencies alike and making no distinction between strategic or critical issues and the 

rest. But the two countries will score equal on PEFA (or similar) ratings provided they produce 

equivalent levels of published documentation of their different spending control processes. Indeed, 

the PEFA framework does not take the extent of general devolution or decentralization within a 

country, or the extent to which arms-length bodies rather than core government bureaucracies are 

used for PFM-related functions such as forecasting, statistics or procurement.  

 

And yet, strong claims for the greater efficacy of the strategic and delegated approach have been 

made in the UK at least since a major review of the Treasury’s operations conducted in the mid-

1990s (HM Treasury 1994). The same issue arose during an era of sharp growth in public spending in 

the 2000s and again after the spending outlook had reversed in 2010, concerning the most effective 

way for central agencies to ‘add value’ to the planning and control of spending, and a key review in 

2013 (HM Treasury 2013) argued for an ‘earned autonomy’ approach (somewhere between the 

Country A and Country B approach depicted in the example).  
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Example 3: Separated versus Combined Control Regimes for Cyclically-Variable and Non-Variable 

(or Less-Variable) Spending 

 

Country A Country B 

Applies the same overall control and planning 

regime to all public spending, cyclical and non-

cyclical alike. 

Applies separate and different control and 

planning regimes to cyclical and non-cyclical 

spending 

 

In this final example, two imaginary countries A and B conduct their public expenditure planning and 

control with identical levels of documentation but differ in that one but not the other of the 

countries divides its public expenditure into different categories. In the example given in the table, 

public expenditure is divided for control purposes into one category that consists of expenditure 

items (like unemployment benefits) that are directly linked to the economic cycle and the other 

consisting of non-cyclical items, as applied in the UK was using from the early 1990s with the so-

called New Control Total (NCT), later developed and modified into a different nomenclature with 

different budgetary arrangements for each category. Again the PEFA rating system will not pick up 

this difference and the two countries will again score equal.  

 

And yet, failure to distinguish between these two categories of spending in the UK in the 1980s was 

argued by numerous key policy-makers and observers to have played a central part in the loss of 

control over public expenditure after the collapse of the ‘Lawson boom’ of the later 1980s. Thirty 

years later, however, the descendent of this distinction between the two types of expenditure (now 

known as departmental expenditure limits (DEL) and annually managed expenditure (AME) and their 

separation into two different budgetary regimes was being argued by some critics to have 

contributed to upward pressures in public spending by creating incentives for departments to cut 

‘preventative spending’ at the cost of greater long-term remedial spending, as already noted.  

 

Another example of division of public spending into different categories that would not show up in 

PEFA ratings if the level of documentation is equivalent is the separation of so-called ‘development’ 

or capital spending from current spending, as has commonly occurred in developing countries, with 

responsibility for managing those two categories divided between different central agencies. It 

appears that, as long as information on these two types of spending were presented in the same 

documents, PEFA would not distinguish a dual management regime from one operated by the 

Finance Ministry alone.  
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3. If There’s a Gap, What Would it Take to Fill it? 

 

If it is true that the sorts of differences illustrated in the previous section would not (at least not 

necessarily) result in different rating scores on the ‘standard’ approaches discussed in section one, 

are these ‘misfit’ items consequential enough to worry about and does it really matter if there are a 

few gaps? (After all, breadth has to be traded off against depth in any analytic exercise, it is often 

said that the best should not be the enemy of the good, and focusing on some things inevitably 

means pushing other things into the background.) And if it does matter, is there a feasible approach 

to rating that would pick up such differences? 

  

Does it Matter?  

It might not matter to disregard the differences noted in the examples in the previous section for 

the purpose of rating if  

(i) Rating systems are concerned only with formal transparency and/or that it can be 

assumed that formal transparency is the main thing that matters for the efficacy of 

spending control systems. 

(ii) (A slight variant on the previous point.) Institutional features other than formal 

transparency are considered to matter for the efficacy of spending control systems, but 

a score for the degree of formal transparency works well enough as a synecdoche or 

proxy for those features.  

(iii) Only differences that lend themselves readily to comparative ranking of PFM systems 

(which as we noted earlier is a key feature of quantitative scoring systems) should be 

included in rating systems, and some of the examples given in the previous section 

might be considered non-rank-relevant in one sense even if they were highly 

consequential for the development of any one country.  

 

As for (i), it can reasonably be argued that formal transparency is indeed the sole concern of the IMF 

Fiscal Transparency tool. But that does not necessarily apply to the PEFA framework, whose stated 

purpose is to assess ‘performance’, and for which transparency is only one of seven pillars presumed 

to support ‘performance’. Further, as was shown in the previous section, the assumption that formal 

transparency is all that matters for the efficacy of spending control systems is questionable 

empirically, in that some key commentators and witnesses have suggested that developments other 

than transparency can be of major significance to outcomes. And whether or not such testimony is 



18 

 

accepted, a simple ‘primacy of transparency’ approach can be questioned on theoretical grounds as 

well.  

 

Maximum real-time transparency can be argued to fit best with a broadly egalitarian approach to 

control that stresses maximum feasible participation in group decision-making over expenditure, 

where all the participants share all the available information (as in the classic ‘quality circles’ model 

for improving industrial processes, associated with W. Edwards Deming’s (2000) theory of quality 

management famously developed for the factory economy of post-World War II Japan). But 

egalitarianism is not the only possible basis for a theory of control efficacy, and indeed egalitarian 

organization has well-known weaknesses (such as long decision times and risks of deadlocks) as well 

as its undoubted strengths. Many formal models of bureaucracy in modern political science start 

from an almost axiomatic assumption of antagonistic relations in the context of hierarchy, 

delegation and specialized expertise (see for instance Gailmard and Patty 2012), and the same goes 

for institutional economics, for example in ‘tournament theory’ which is concerned with how to 

manage and enhance rivalry and competition within and among organizations (see for example 

Lazear and Rosen 1981).  

 

So if from that less ‘groupist’ perspective, adversarial relationships between strategizing and 

competing players are put into the centre of the frame as the dominant feature of expenditure 

planning and control systems, it is far from clear that maximum transparency in real time is what will 

lead to maximum effort on the part of all the players or to superior institutional performance. Classic 

examples of that kind of argument include the idea that competing teams or players in a league will 

not necessarily exert maximum effort if they know how every other team is doing at any one point in 

time, and that competing market traders within a firm are more likely to exhibit ‘herd’ behaviour if 

they know the choices made by every other trader in the firm (see for example Prat 2005).  

 

Similarly, for the kind of theory that sees the recipe for better economic and financial management 

as empowering ‘experts’ with a degree of autonomy from political direction in specific domains (as 

in the creation of independent forecasters or rate-setting monetary committees), transparency in 

real time is typically limited by considerations of market sensitivity or the promotion of autonomous 

judgement. And in each of these three cases, what is doing the critical work in controlling is 

something other than transparency (group intelligence in the first case, rivalry and competition in 

the second, expert professional judgement in the third).     
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As for the second point ((ii) above), the extent to which formal transparency can function as a 

synecdoche or proxy variable for other institutional features related to efficacy of control, there 

does not seem to be an established body of research evidence to support such a proposition, just 

assertion or assumption in various forms. Indeed, it is not even clear what would be evidence for 

such a proposition, given that any such research would have to match the PEFA-type approach with 

equivalent study of other features. All that can be said is that the examples given in the previous 

section suggest that there is at least a case to answer. 

 

As for the third point ((iii) above, the idea that only features which lend themselves to international 

ranking count in evaluating PFMs), it can be argued that items that may be highly consequential 

within the context of any single country merit some attention as well, even if they are non-rankable. 

Conversely, the risk of a rankings approach that is built on an ad hoc approach to selecting scoring 

indicators is that it includes items in ranking that are readily scoreable but for which there is at best 

only limited evidence that those items are crucial or even relevant to overall fiscal performance. 

 

 

If it Matters, What Would it Take to Fill the Gap? 

James Clerk Maxwell (1831-1879), the great nineteenth-century physicist, conceived an imaginary 

creature, infinitesimally small, that would be capable of falsifying the second law of thermodynamics 

(the law of increasing entropy) on the basis of its ability to observe the speed of each individual 

molecule within a body of liquid or gas and then to treat fast- and slow-moving molecule differently 

(see Leff and Rex 2014). Clerk Maxwell’s famous thought-experiment represented a ground-breaking 

conceptual advance in moving from ‘unknown unknowns’ to ‘known unknowns’ in that field. 

Modern science and technology has enabled today’s scientists to get much closer to the capabilities 

that Maxwell specified for his ‘demon,’ but even today the kind of observation Maxwell imagined 

remains only a theoretical possibility.  

 

It could be argued that an equivalent of ‘Maxwell’s Demon’ that could assess the efficacy of 

spending control systems, in a way that would pick up and attribute due significance to the examples 

given in the previous section, would need to need to have at least the following four capabilities: 

- It would have a clear causal theory of the critical factors contributing to expenditure control 

efficacy relative to circumstances or context, on which observations would be based 
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- It would be able to assess the effect of counterfactuals (for example, what would have 

happened to public spending in a given country at a given time if the context had been 

different) 

 

- It would be able to assess the development of PFM systems over a range of different time 

periods on the same criteria  

 

- It would be able to look beyond formal documentation to underlying social relationships to 

understand the informal rules and conventions governing public spending control  

 

Arguably the ‘standard’ approaches that we described at the outset have none (or very little) of 

those four capabilities, but does that mean that such knowledge can only be imagined (as in the case 

of Maxwell’s Demon)? Not necessarily. While there are certainly difficulties in acquiring the 

knowledge implied by those capabilities at a high level of validity and reliability, and often 

substantially higher costs in money and time than are involved in checking lists of available 

documents on the part of a single consultant in a limited time frame (as the PEFA framework is 

designed for), it does not follow that approximations are impossible. 

 

After all, there are only a limited number of available causal theories of control in social systems – 

principally theories based on (a) cybernetics (focusing mainly on the ‘requisite variety’ problem and 

mechanisms for linking effectors to detectors and directors); (b) economics (focusing mainly on the 

operation of incentives and information asymmetry); and (c) sociology/ social psychology/ 

anthropology (focusing mainly on how groups and cultures shape and check the behaviour of 

individuals). And while assessing the effect of counterfactuals such as context is a central problem in 

history and most branches of science, methods such as comparative analysis and in-depth 

interviewing of groups of expert players and observers can take us at least part of the way in 

estimating the might-have-beens over a longer time-span.  

 

The same goes for the observation and assessment of informal social relationships as opposed to 

formal documents. In fact it was precisely the latter kind of observation that made Heclo and 

Wildavsky’s (1974) study of the British Treasury in planning and controlling public spending a major 

classic in the field four decades ago, even though the study was based on a limited amount of 

information and failed to predict the imminent demise of the volume-terms expenditure planning 

system that it described. Of course the extra knowledge to be gained by such approaches comes at a 
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cost far higher than the single-consultant, limited-timeframe approach embodied in PEFA ratings, 

but arguably that extra knowledge also brings a deeper understanding of the performance and 

operation of public expenditure control systems.   

 

Indeed, other kinds of international and national evaluations of fiscal management systems (such as 

OECD country reviews) arguably come closer to the three capabilities set out above than the 

‘standard’ approaches reviewed at the outset. A notable case in point is the UK National Audit Office 

in its studies of major spending reviews in 2010 and 2015 (NAO 2012 and 2016 respectively). The 

NAO’s evaluation differed from the PEFA approach in several ways. First, it looked at only one 

‘arena’ of PFM – periodic multi-year spending reviews rather than business-as-usual (BAU) fiscal 

events such as annual budgets which are covered by some PEFA indicator. Second, while the NAO 

approach to some extent reflects the ‘primacy of transparency’ approach built into the PFM 

diagnostic tools discussed in the previous section, it did use some criteria that went beyond the 

transparency/rational comprehensiveness approach, for example in assessing the extent of 

‘challenge’ in spending reviews, and in the attention paid to internal documents and information 

gleaned from interviews, as well as published or generally available documentation. Third, the NAO’s 

approach focused on the efficacy of the system largely from the perspective of domestic politicians 

and the citizenry as a whole (rather than that of donors and investors in the ‘standard’ approaches 

noted at the outset) and its approach evolved – or at least changed – as between its review of the 

2010 spending review to that of 2015.  

 

In those reviews the NAO did not set out a fully-worked-out causal theory of control efficacy as the 

basis for observation, though it did review what it described as ‘good budgetary practice’ literature 

from a range of national and international sources, and adopted a ‘rational comprehensive planning’ 

approach as its underlying benchmark for evaluating good or bad performance. Its method of inquiry 

included (especially in its evaluation of the 2010 spending review) comparative case studies of 

developments in other countries, local authorities and firms in the private sector, and involved in-

depth interviews with officials in the Treasury and spending departments (later other stakeholders 

as well). That method of inquiry in principle gave the NAO some capacity to assess counterfactuals, 

such as what might have happened in a different context or under different arrangements, and even 

to some extent to go beyond documents to assess underlying social relationships among the actors 

in the spending control process. It therefore seems likely that the NAO approach would pick up at 

least the difference between plan changes and unplanned deviations from plan and between 
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partnership and arms-length approaches to spending control in our first and third examples in the 

previous section.    

But it seems less clear whether the NAO approach would pick up the differences in the first two 

examples (delegated versus undelegated approaches to control and separated versus combined 

control regimes for cyclical versus non-cyclical spending) and it is still largely rooted in the ‘primacy 

of transparency’ assumptions that inform the ‘standard’ approaches reviewed at the outset, such 

that it does not really enable an assessment of possible trade-offs between transparency and other 

desiderata, one of the limits we noted in the previous section of the ‘standard’ document-based 

approaches.  

 

 

Conclusion 

We certainly do not argue that there is no value in the ‘standard’ approach to assessing spending 

control efficacy that we described at the outset as having developed over the past generation. That 

approach undoubtedly serves a purpose, represents a systematic approach to assessment that 

achieves a lot on the basis of limited time and cost, and can focus attention on improving scores on 

high-consequence ratings. But at the same time any (essentially) theory-free approach to rating that 

is based on the existence or otherwise of specified documents has some well-known shortcomings 

that are familiar in history and social science (see for instance Fischer 1970,  on how to interpret the 

existence or absence of documents).  

 

So what we have called ‘the standard approach’ to evaluating fiscal management does not seem to 

represent a go-anywhere framework for evaluation usable by scholars and practitioners alike. It 

does not obviate the need for other, albeit costlier, more in-depth approaches such as the UK NAO 

studies mentioned above, if those approaches enable us to come a little closer to possessing the 

four evaluative capabilities that we mentioned above (observations based on a clear causal theory, 

capacity to assess counterfactuals including context, ability to assess performance over time on 

consistent criteria and the capacity to assess social relationships on a basis that goes beyond formal 

documentation). 

  

But the NAO approach arguably only goes part of the way in that direction, and it is not clear that it 

would pick up all of the examples of key differences that we set out in the previous section. A key 

challenge for the future is therefore to develop further that kind of approach alongside the 

‘standard approaches’ to evaluating the performance of public expenditure control systems.     
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