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Section 4.1. Introduction

It was observed in the Introductory Module that the objectives of efficiency, equity, stability and
growth are not get realized automatically. Rules of behavior must be formulated, institutions must be
designed to that effect. This module on control deals with the means by which it may be ensured that the
management of public expenditure effectively operates towards its objectives. Such means are essen-
tially procedures.

(a) Control in general

Control, in a broad sense, can be defined as

the process by which managers ensure that all personnel act in the organization’s
interests, so as to reach its objectives.

A control system comprises the organization’s institutional design of the control function, as well as
its related tools. It is by nature contingent to the organization’s overall institutional framework, as well
as to the organization’s objectives: these are the standards with respect to which the behavior of the
controlled entities is to be compared for evaluation.

In particular, a control system is designed for the purpose of:

1. securing compliance with the laws and policies within which the organisation operates;

2. ensuring accuracy and reliability in financial and operating data; and

3. evaluating the level of performance in all units of the organization.

In the public sector, implementation of a control system is essential for ensuring the achievement of
government’s objectives and the effective discharge of its “stewardship”  responsibilities, that is, the
obligation and accountability of government for the appropriate management of all public resources. In
particular, to protect the use of public resources from waste, inefficiency, misapplication and fraud.

(b) The need for realism in control design

However, no matter how well designed and operated, a control system cannot provide absolute
assurance that all objectives will be met. Factors outside the control or influence of management can
affect this, for example, human mistakes, judgment errors, and acts of collusion to circumvent control.
Therefore, the design and implementation of the control system needs to be based on an assessment of
the risks the organisation faces for the type of activities undertaken, together with the related cost and
benefits of implementing the various types of controls.

Experience teaches even - especially in SDEs - that there may sometimes be too many controls, or



too sophisticated ones. In the first case, “ too many”  means that personnel shortages are likely. In the
second case, “sophistication”  implies that the control system (e.g. the FMIS1) may not be operational.
In both cases the result is simply: no control anymore!

This is surely a worse outcome than if control were only light an/or partial. Admittedly, incomplete
control easily entails leakages and corruption. But no control at all, when due to breakdowns of exces-
sively developed systems, leads to the same problems at a much higher degree. It is thus justified to
think of controls as having their limitations, to be lucidly appreciated in each country.

(c) The actors

Virtually all employees in an organisation produce information used in the control system or take
other actions needed to effect control. They therefore need to understand their own role in the internal
control system, as well as how individual activities relate to the work of others. In the public sector of
many countries, the “code of conduct of civil servants”  is of course the first standard to serve as a
reference for control of individual behaviors.

At the individual agency level, the heads of the agencies (e.g. Permanent Secretary or CEO) are
ultimately responsible and accountable to the relevant Minister for the operations of their agency. More
than any other individual, they set the tone that affects integrity, ethics and other factors of a positive
control environment. The CEO fulfills this duty by providing leadership and direction to senior manag-
ers, and reviewing their financial and operational performance. Senior managers, in turn, assign re-
sponsibilities to individual unit managers for ensuring the policies and procedures are implemented at
the operational level.

In most countries, an internal audit function provides an important mechanism to assess the effec-
tiveness of the system of controls and check the level of compliance. Likewise, an external audit func-
tion, often the responsibility of an Auditor General, provides Parliament with an independent assess-
ment of government operations. We will be discussing the various types of audit functions in more
detail later

(d) Budgetary control

While the above applies to all components of the State, the specific control we will focus on in the PEM
context is budgetary control. It is concerned with ensuring that actual expenditure is in line with budg-
eted amounts and that the objectives and levels of activity envisaged in the budget are achieved.

Thus, the standard to which the control is to refer for comparison is the budget document approved by
Parliament. In other words, the control is on whether the spending of the public funds is in conformity
with appropriations. It bears essentially on compliance.

1 Recall Box 3.3 in Section 3.5 (c) of Module 3.



However, beyond that, the general economic objectives such as efficient use of resources, equity,
stability and growth, described in the introductory Module, can also be seen as standards. This suggests
that broader types of control of the budget execution can be conceived of, which are managerial, finan-
cial, economic or political in nature depending upon their object. However, the standards here are much
harder to define. The control task, in fact, becomes similar to one of evaluation.

This is why in this module, we mainly deal with the compliance element, leaving the other forms
for the evaluation module to which they more naturally belong.

(e) Components and stages of control in the budget process

Typically the elements of a government’s budget control system are defined in its organic budget
law, associated financial regulations and administrative procedures. They focus on controlling the vari-
ous activities in the workplace, and rely on the principle of appropriate checks and balances. Key
components of any system are summarised below.

•  Personnel need to be competent and trustworthy, with clearly established lines of authority and
responsibility documented in written job descriptions and procedures manuals.

• Author ization procedures ensure that transactions and other significant events are only author
ised and executed only by persons acting within the scope of their authority. This is the princi-
pal means of assuring that only valid transactions to exchange, transfer, use, or commit re-
sources areinitiated or entered into. Authorisations therefore need to be clearly communicated
to managers and employees.

• Segregation of Duties reduce the likelihood of errors and irregularities. Ideally an individual
should not have responsibility for more than one of the three transaction components: authori-
zation, custody, and record keeping. When the work of one employee is checked by another,
and when the responsibility for custody for assets is separate from the responsibility for main-
taining the records relating to those assets, there is appropriate segregation of duties. This helps
deter improper activities and detect errors in a timely manner.

• Physical Restr ictions are important protective measures. Access to resources and records should
be limited to authorised individuals, and accountability for their custody and use clearly assigned
and recorded. Periodic checks of the actual resources against the records helps reduce the risk of
errors, fraud, misuse, or unauthorized alteration.

• Documentation and Record Retention provides reasonable assurance that all information and
transactions of value are accurately recorded and retained. Transactions need to be promptly re-
corded to maintain their relevance and value to management in controlling operations and mak-
ing decisions. This applies to the entire life cycle of a transaction - from the initiation and authori-
sation, through to its final payment and reporting.

As we have discussed, financial management information systems (manual or automated) pro-
duce reports, containing operational and financial information, that make it possible to run and



control an organisation. Financial information is needed for both internal and external uses. It is
required on a day-to-day basis, to make operating decisions, monitor performance, and allocate
resources, as well as for preparing financial statements for periodic external reporting.

• Monitor ing Operations is essential to verify that controls are operating properly. At an opera-
tional level, ongoing monitoring is achieved through regular management and supervisory activi-

ties, based on reconciliations, confirmations, and exception reports. As noted earlier, internal
audit provides an important service in this regard.

In table 4.1 below we present the main stages at which control is taking place during the process of
budget execution. Just as we did for execution, we follow a quasi-chronological order, that is, an order
that allows for possible partial overlaps.

The “ex ante”  and “ex post”  expressions are self explanatory once it is realized that they relate to
before and after the occurrence of a particular event. As our focus is budget execution, that particular
event is a payment made or received by a government entity. Accounting control occurs throughout the
life cycle of a transaction, and as such has both ex ante and ex post control elements.

Table 4.1 - The control of expenditure at a glance



Section 4.2 Ex-ante budget controls

(a) Objective and nature of the control

On the payment side, ex ante controls encompass all the formal procedural requirements that must
be undertaken before a payment can be made. The primary purpose is to ensure the payment is appro-
priate, valid, value-for-money and for the correct amount. In addition, they encompass procedures for
ensuring accurate and timely recording in the accounting system at the various stages in the life cycle of
a transaction. Ex ante controls are designed to prevent or detect errors, wastage, misuse or fraud in the
expenditure process.

(b) Methods and actors

The prior to the payment stage is a critical control point in the expenditure process, when the
following type of procedural checks are often undertaken:

• the initial entering of the transaction was approved by a person authorised to do so;

• the required procurement procedures have been followed;

• the work undertaken is verified as complete or the supply delivered;

• the expenditure is to be charged to the correct account code and there are sufficient funds remain-
  ing in that account;

• the payment is to be made to a valid supplier, for the correct amount; and

• all the required supporting documentation is complete, correct and attached to the request for
  payment.

The officers who perform these checks (usually referred to as the certifying and authorizing offic-
ers) may either belong to the MoF and act as financial delegates within the spending agencies (this is
centralized control) or belong to the spending agency considered (decentralized control). These agents
commit their responsibility: they are accountable for their authorization decisions.

Most of these checks have already been mentioned in Module 3, when we described the successive
stages of the expenditure process. These were indeed control items, effectuated by agents of the execu-
tive. These are thus operations of internal control.

When computer-based systems are at hand, such as for instance the FMIS described in Module 3,
Section 3.5 (c), they provide “automatic”  safeguards towards correct expenditure execution and rev-
enue collection. They can for instance be instructed to block spending on line items when the fund
provision is not sufficient, or when any other condition of validity is not met. A spectacular example of



error and fraud prevention by computerization of the service is provided by the introduction of the PC/
Trade software in the area of import and export tax collection (see Box 4.1).

On the other hand, large expenditures and procurements are generally subject to special procedures2,
ensuring a more accurate control. Examples are the supervision by a special committee, or, in the case
of public procurement, the verification that the obligations of regular bidding procedures have been
respected.

Briefly on the payment received side, commonly referred to as accounts receivable, the purpose of
ex ante control is to ensure that all monies owing to the government are paid when they fall due,
promptly deposited into the bank account, and the transaction is correctly recorded in the accounting
system. The two key control points here are that only officially authorised persons collect/receive mon-
ies on behalf of government, and that there is an official record of the actual receipt and/or banking of
the payment (e.g. date, amount, who made the payment, for what purpose).

In addition, an effective accounts receivable control system has some form of procedures for ensur-
ing timely follow-up action is taken on any outstanding receipts. This is an essential component in the
management of revenue arrears.

Box 4.1 Efficiency and other gains from computer ization

PC/Trade is a software designed to handle a computerized process of customs clearance and tax collection for
imports and exports. Customs clearance consists of essentially three stages: entering an import or export declaration
for each consignment by the client; processing of the declaration by the customs administration; and release of the
consignment from the port of entry or exit by the customs and port authority. The first stage includes specifying the
goods according to the (worldwide used) Harmonized System of Classification, which totals more than 6,000 different
commodities. The second stage (validation stage), which essentially consists of verifying, assessing and levying the
charges on each consignment, involved before computerization sometimes up to 8 different administrative steps.

Automation by means of PC/Trade introduced “self assessment” by clients, letting them file by themselves the
declaration in standard form, including the classification of the goods they declare. Next, the computerized handling of
the entire processing stage suppressed all the administrative steps, thereby ensuring speedy clearance unknown before.
It also produces automatically assessment notices (i.e. custom duty invoices), payment notices, alert reports in case of
irregularities, and statistical reports of all types for purposes of tax revenue collection and balance of payments compu-
tation.

While the administrative efficiency gains are obvious, for clients as well as for the customs administration, the
system has the properties of providing uniform treatment of all clients and of removing multiple contacts between
administrators and clients which were as many occasions for irregularities and corruption.

2 For important amounts, this may take the form of a Cost-Benefit Analysis.



(c) Output of the Control

There are in general no formal reports on ex ante controls: they just take place. If problems arise in their
implementation, they are handled within the relevant hierarchy. When commitments are recorded sys-
tematically, internal reports on commitments are issued periodically. In addition, internal audit re-
views/reports on the level of compliance with the ex ante budget controls provide an important man-
agement mechanisms for identifying the need to take appropriate corrective action.

Section 4.3 Ex-post budget controls

(a) Objective and nature of the control

We now turn to the stage of controls taking place after a payment has been made or received. The
main objectives of ex post control are (i) to ensure the reliability of financial data and reports; and (ii)
to assess the efficiency and effectiveness of government operations.

(b) Methods and output of the control: reporting, auditing, voting

In the context of budget control, the two objectives just referred to also serve two separate and
distinct functions: internal financial management; and external scrutiny. They materialize in three ways.

Reporting: A key ex post control for internal management is the systematic generation and review
of timely and reliable reports, providing detail on budget execution as compared to the budget appro-
priations. Major variations, that is, under expenditures or likely over expenditures, need to be explained
and any necessary corrective action decided on. This may include, for example, some form of virement
action as discussed in Module 3. Good practice suggests that these reviews be undertaken at the opera-
tional level at least monthly, and at the senior executive level, at least quarterly.

Of course the ultimate financial reports in the annual budget process are the end of year financial
statements. They contain detailed statements on the level of government receipts and expenditures that
occurred during the year as compared to the original and, as appropriate, any within-year budget adjust-
ments. More often than not, for the purpose of comparison, they also include figures on the previous
two years.

It is usually a statutory requirement of all governments that these statements be subject to external
audit and presented to Parliament, within a specified period after the close of the financial year (e.g.
within 6 months).



Auditing: As we have mentioned, there are two types of audit roles: internal audit, be that a specific
central unit within the MoF or units within individual agencies; and external audit, undertaken by an
Auditor General or external agency, accountable to the Parliament. For both internal and external audit,
the nature and contents of auditing vary according to what is to be audited:

• Traditionally, checking that public funds have been spent in compliance with appropriations
and other relevant laws. This is the compliance or regularity audit.

• Checking whether the government’s reported use of funds fairly and accurately reflects its actual
financial position, and that the systems of accounting and financial controls operate properly.

This is the financial audit.

• Giving a comprehensive picture of the economic and social implications of the government op-
erations. This is called “ value-for-money”  or performance audit.

From the budget control perspective, the primary role of external audit is to undertake a financial
audit of the government’s end of year financial statements. An ‘Independent Audit Report’ is issued to
Parliament providing an opinion on the veracity of the data provided in the statements. Where the
results of the audit are not satisfactory or the accounting treatment of certain transaction does not
comply with the required standards, the audit report may be qualified or in extreme cases, no opinion
may be expressed. An explanation of any deficiencies found in the accounts would be detailed in the
report.

Voting: Finally, the voting by Parliament of a law containing the final accounts and giving dis-
charge to the government, is a supreme political evaluation of the policies enacted by means of the
budget.

This has a lot of significance, because it gives Parliament the last word in the budget process. Yet
this way of closing the process does not take place in all countries and where it does, it is often purely
formal. The reason lies in frequent and important delays in the presentation of the law containing the
final accounts (often two to three years). By the time it reaches the Parliament, the government if not
the majority may have changed: disapproval in such circumstances cannot have any political effect3.

3 See BOURLEY, FOURNEL and LERUTH 2003, pp.57-58 for a thorough discussion of the merits and limitations that
have been experienced with laws of final accounts in France and in francophone Africa.



Section 4.4 Accounting Control

(a) Objective

The main objective of an accounting control in the public sector is to keep track of payments re-
ceived and payments made by the government agencies. One of the by products of this function is to
allow for establishing a picture of the cash implications of the budget execution. Other objectives are
conceivable, to which we shall turn in due course.

(b) Accounting system controls

In any accounting system, be it manual or computerised, the Chart of Accounts defines and controls
the level at which revenue and expenditure transactions can be traced. As we discussed in Module 2, the
alignment between the budget and the Chart of Accounts is therefore critical in enabling effective
monitoring and reporting of receipts and expenditures against the approved budget.

As the accounting system records are used to generate the financial reports, the reliability of the
data in the reports is therefore very much dependent on the accuracy and timeliness of the information
that is entered in the accounting system. The saying “ rubbish in, rubbish out” , is very applicable here.

There are therefore specific accounting system controls which define when and how transactions
are required to be recorded in the accounting system, as well as controls intended to detect and report
any anomalies. Many of these were touched on in the dicusssion of ex-ante and ex-post controls.

(c) Methods and Standards: cash accounting, accrual accounting, funds accounting

Beyond the stated objective of keeping track of payments received and made, other objectives can
be pursued through accounting, such as e.g. evaluating the income of the entity, evaluating its capital,
or evaluating the cost of its outputs. Depending upon which one of these objectives is retained, a differ-
ent accounting system is to be adopted. Alternative systems4 “are distinguished from each other by the
point in time when expenses and revenues are recognized in the accounts, i.e. the point at which a given
transaction generates a bookkeeping entry” 5.

4 JONES and PENDLEBURY 2000 report on five different main accounting systems, which are not mutually exclusive and
can co-exist.
5 JONES and PENDLEBURY 2000, p.157.



Cash accounting is the most widely used6 and the simplest such system. It is characterized by the
fact that

• revenue transactions are recognized in the accounts and generate a bookkeeping entry when the
cash is received; and

• for expenses, transactions are recognized in the accounts and generate a bookkeeping entry
when the cash has been paid 7.

The main form of budget monitoring report associated with cash accounting are a monthly year-to-
date reports of actual revenue received and expenditure made. However, whilst this enables a manager
to compare actuals against the budget, it does not provide the full picture as it is not possible to provide
detail on the level of any outstanding payment commitments. The main end-of-year report is a State-
ment of Cash Flows, summarizing all cash inflows (receipts) and cash outflows (expenditures).

Many SDEs combine cash accounting with commitment accounting which recognizes a transaction
in the accounting system when an order is raised. That is, at step 2 in the expenditure process (refer
Module to 3, Section 3.4), when the transaction is recognized as an obligation to make a future pay-
ment, subject to the satisfactory receipt of the goods or services. Reports generated under this system
can provide the manager with details on the total level of actual expenditure plus commitments to-date,
as compared to the original budget allocation. This in turn, determines the amount of budget funds
remaining for the year.

A weakness of this approach is that it does not enable any reporting on the level of accounts receiv-
able by government, or the value of any other assets or liabilities the government may have. This
information can only be obtained using accrual accounting.

Typically under accrual accounting, revenues are entered in the books when an invoice has been
issued; and as with commitment accounting, an expense is recognised as soon as the order is raised. In
both cases, the subsequent movement of cash is recorded too, but destined for information on cash
movements only. The real economic magnitudes, that is, the goods and services effectively transacted,
are in fact the magnitudes recorded as accruals.

As the discrepancy can be very large between what is recorded at the cash level and at the accrual
level, there are reasons for moving from one system to the other. On this, see Sub-Section (d) below.

There are three main types of reports associated with accrual accounting: an Operating Statement
(reporting on all revenues and expenditures); a Balance Sheet (reporting on all assets and liabilities);
and a Cash Flow Statement (reporting cash inflows and cash outflows).

6 The GFS Yearbooks up to 2002 as well as the GFS Manual 1986 are based on it. Most countries in the world use it for their
State finances.

7 Other systems recognize transactions and proceed with bookkeeping entries earlier in the process. Typically in the accrual accounting
system - alluded to before and to be taken up again soon - revenues are entered in the books when a tax invoice has been issued and sent
to the taxpayer; any expense is recorded as soon as the invoice has been received. In both cases, the subsequent movement of case is
recorded too, but destined for information on cash movements only. The real economic magnitudes, that is, the goods and services
effectively transacted about, are in fact the magnitudes recorded as accruals. As the discrepancy can be very large between what is
recorded at the cash level and at the accural level, there are reasons for moving from one system to the other. On this, see Section (d).



Finally, another system is Funds accounting. It is described by the authors referred to as “ the
practice of accounting, not in terms of an organization taken as a whole, but in terms of its separate,
independent, constituent parts (which are called ‘funds’ )”  8.

As was seen when we mentioned “extra-budgetary activities” , funds accounts are much used in the
public sector. They have been said to be in clear contradiction with the universality principle.

To conclude on accounting systems, let us emphasize that:

whatever the accounting system, the key element at this stage is that all transactions
be entered in the treasury single account (TSA) discussed earlier, and that this be
done according to the (universally recognized) double entry bookkeeping rules as
well as following the codifications of the chart of accounts (CoA)9.

BOX 4.2 Accounting and auditing international standards and guidelines

Standards and guidelines for international accounting and auditing in the public sector have been established by
three key professional bodies with international membership: The International Federation of Accountants (IFAC)
and its Public Sector Committee (PSC), the International Organization of Supreme Audit Institutions (INTOSAI) and
The Institute of Internal Auditors (The IIA). Each has a different focus:

• IFAC is a federation of national professional accountancy organizations, with 156 member bodies in 114
countries. Its areas of operation include auditing, financial and management accounting, and public sector
accounting.

• INTOSAI is the professional organisation of 185 supreme audit institutions in United Nations countries.
These institutions play a major role in auditing government accounts and promoting sound financial manage-
ment and accountability.

• The IIA is the primary international professional association dedicated to promoting and developing the prac-
tice of internal auditing. Its mandatory standards and code of ethics apply to members in both the public and
private sectors.

Current international standards for public sector accounting and auditing are based on various broad principles
including independence, objectivity and due professional care. An inventory of the standards, as prepared by the
Public Expenditure and Financial Accountability Program (PEFA)* , in March 2003, can be accessed at the following
addresses:

• Standards issued by the International Federation of Accountants/Public Sector Committee (IFAC_PSC): http:/
/www.pefa.org/InventoryIFAC2003.doc

• Standards issued by the International Organization of Supreme Audit Institutions (INTOSAI): http://
www.pefa.org/InventoryINTOSAI2003.doc

• Standards issued by the Institute of Internal Auditors (IIA): http://www.pefa.org/InventoryIIA2003.doc

*PEFA is a partnership program of the World Bank, the European Commission, the UK Department for International
Development, the Swiss State Secretariat for Economic Affairs, the International Monetary Fund, and the Strategic
Partnership with Africa. The PEFA Secretariat is located in the World Bank offices in Washington, DC.

8 JONES and PENDLEBURY 2000, p.157. They go on, writing: “This contrasts with the typical accounts of a business
which present the business as a whole” .
9 The TSA and CoA have been presented in detail in Module 3, Sections 3.2 (a) and (b) respectively.



For reference purposes, Box 4.2 provides an overview of the three main international professional
bodies leading the development of international standards and guidance on public sector accounting
and auditing.

(d) A cautionary note on cash and accrual accounting, GFS and the SDEs

As just mentioned, all of GFS Yearbooks, up to 2002, present public budgets for all countries in
terms of cash accounting, leading to summary and detailed tables that we have introduced the reader to
in Module 2. This was so since 1977, when the GFS Yearbooks series started.

The evolution of ideas and techniques in accounting in the 1990’s have convinced the IMF experts
to initiate a shift from cash to accrual accounting in the handling of the public sector accounts of the
countries they report on. This has culminated with the publication of the GFS Manual 2001, where a
systematic exposition of the new methodology is presented.

In spite of its merits, we shall not enter into this alternative presentation, for two reasons. The first
one is factual: at the time of this writing (May 2004), only one yearbook (2003) is available with GFS
data converted to the new setting, and it is quite incomplete. As far as past data are concerned, when
provided, they do not extend before 1997. Such a statistical source is insufficient to usefully illustrate
this course. This unfortunate situation is of course provisional, but a few years will be needed before the
new setting can be used in an introductory course like the present one.

The second reason for not using the (new) accrual accounting framework in this course lies, para-
doxically in its main quality which is its rich informational content. While cash accounting is simple, it
has severe limitations. Without entering into details10, let us mention that it is not possible to deduce
from cash flows the evolution of the entity’s capital, nor to evaluate correctly the costs of the services
provided. Accrual accounting provides all this, but at a double cost: first, it is more costly to compile,
and second, its mastery requires a substantial conceptual investment11. Some experts with experience in
SDEs argue forcefully12 that this is beyond both the immediate accounting needs and the availabilities
in accounting personnel13 of these countries.

An adaptation of this course to the new (post 2003) presentation of public sector data by GFS is of
course conceivable. However, it should rather wait until at least the first of these reasons - the statistical
availability one - no longer holds. By then, it will be better appreciated too if the objectives pursued by
this reform are met to a sufficient degree to make the investment in mastering the new GFS scheme
worthwhile for SDEs.

10 For which the reader should refer to a standard accounting course, such as JONES and PENDLEBURY 2000 for example.

11 Australia and New Zealand are unquestionably ahead in this evolution, as witnessed for instance by the document
COMMONWEALTH of AUSTRALIA 1997 which anticipated the move made at IMF in 2003.

12See for instance DIAMOND 2003, p.22, whose philosophy on this subject is expressed by his quoting of SCHICK 1998:
“Account for cash before accounting for accruals”...

13 In the South Pacific, the Cook Islands have introduced accrual accounting recently, inspired by the example of New
Zealand. The outcome, however, is that today, there are no accounts at all anymore...



4.5. Governance issues

(a) Governance in General

Beyond its legal technical provisions and its economic rationale, public expenditure management is
to be considered in the wider context of governance. In its most general sense, the quite popular term of
“governance” refers to the capacity of an institution to achieve the objectives for which it has been
setup. The notion is applied to both private and public sectors institutions, be they corporations, admin-
istrations, NGOs or other. It is not a priori restricted to economic affairs.

In order to avoid remaining at the level of generalities, let us focus our attention on the definition
retained in the ASIAN DEVELOPMENT BANK 19953:

“ [Governance is] the manner in which power is exercised in the management of a
country’s economic and social resources” .

The concept bears on three elements: (i) the form of political structure, (ii) the process by which
authority is exercised in the management of a country’s economic and social resources, (iii) the ability
of governments to design, formulate and implement policies and discharge functions.

More specifically and concretely on these three points, MACPHERSON & MACPHERSON 2000
(pp. 18-19) discuss the “governance agenda” promoted by the World Bank and various institutions with
the basic argument that governance is a necessary condition for development. This agenda involves (i)
the creation, or amendment, of the legislative framework necessary to achieve standards in each of the
three areas mentioned above; (ii) the creation, or modification, of public management structures and
procedures to ensure that the aims of legislation are met in practice; and (iii) the location and/or train-
ing of officials to administer the legislations within these structures. However, and without denying the
relevance of these actions, the two authors warn that, to meet reality, they should take into account local
peculiarities, contexts and cultures.

(b) Means to achieve good governance

Parallel to these proposals of institutional nature, the ADB sets out four “elements”  of good govern-
ance, that one may see as behavioral means to achieve it. These are accountability, participation, pre-
dictability and transparency.

In its widest sense, accountability refers to the responsibility for one’s actions to someone else.
Thus, in democratic states, public sector organizations are held accountable to their constituents, elec-
torate, and to the citizens in general. In a more specific sense, political accountability refers to the
constraints placed on the behavior of public officials by organizations and constituencies, with the
power to apply sanctions on them. The degree of accountability rests largely on the capacity of institu-
tions to monitor the actions, decisions, and personal interests of public officials, as well as on the
effectiveness of sanctions that the monitoring possibly entails.



Participation, in our PEM context, refers to the democratic character of the decision making proc-
esses. Predictability reflects the government’s ability to regulate itself via laws and policies, implying
for the individuals well-defined rights and duties and impartial settlements of disputes.

Transparency, finally, is a major component of governance by leading to better-informed public
debate about the design and results of policies, by making governments more accountable vis-à-vis the
public for the implementation of their policies, and thereby strengthening their credibility and public
understanding (see BOX 4.3 for further requirements in this respect). Transparency also reduces uncer-
tainty and thereby deters corrupt behaviors.

To see the other side of the coin, poor governance is encountered when corruption, nepotism, abuse
of powers, non-compliance to rules prevail. These result precisely from lack of accountability, trans-
parency and predictability on the part of politicians and bureaucrats.

BOX 4.3 - Transparency in PEM: IMF’s recommendations

The Revised Code of Good Practices on Fiscal Transparency* (issued by the IMF on March 23, 2001) acknowl-
edges the following principles:

I. Clarity of Roles and Responsibilities

1.1 The government sector should be distinguished from the rest of the public sector and from the rest of the
  economy, and policy and management roles within the public sector should be clear and publicly disclosed.

1.2 There should be a clear legal and administrative framework for fiscal management.

II. Public Availability of Information

2.1 The public should be provided with full information on the past, current, and projected fiscal activity of
  government.

2.2  A commitment should be made to the timely publication of fiscal information.

III. Open Budget Preparation, Execution, and Reporting

3.1 The budget documentation should specify fiscal policy objectives, the macroeconomic framework, the policy
basis for the budget, and identifiable major fiscal risks.

3.2 Budget information should be presented in a way that facilitates policy analysis and promotes accountabil-
  ity.

3.3 Procedures for the execution and monitoring of approved expenditure and for collecting revenue should be
  clearly specified.

3.4 There should be regular fiscal reporting to the legislature and the public.

IV. Assurances of Integrity

4.1 Fiscal data should meet accepted data quality standards.

4.2 Fiscal information should be subjected to independent scrutiny.

*  A more detailed version of the principles is given on the site



(c) Governance and budgeting

As for budgeting, the most elementary form of sound governance is of course compliance with the
budget appropriation law.

Further, in order that the budgetary system ensures accountability, every participant is to be held
accountable with every action possibly being subject to independent, professional, and unbiased audit
and review; and in order that the system ensures transparency, every action should be transparent, that
is, properly documented and reported.

To that effect, viewing the budget as a comprehensive process, and limiting exceptional procedures
are ways to reinforce correctness in the accomplishment of the budgetary task.

(d) Corruption: the main problem of governance in PEM.

In all countries, problems of governance arise, and SDEs are unfortunately no exception in that
respect. They often deeply undermine the functioning of the public sector. The most mediated of them
is corruption, that is, the diversion of public resources for one’s private interests, at the expense of the
public interest.

Regardless of the country (see Box 4.4, whose sources also provide the arguments below), corrup-
tion imposes massive costs on countries and ordinary citizens as it:

• corrodes public institutions by subverting laws, regulations and institutional checks and balances.
This undermines the legitimacy and credibility of the state, causing serious problems in govern
ance;

• affects macro-economic stability by encouraging wasteful, ineffective government expenditures
and tax evasion;

• discourages investment, especially foreign direct investment. It has been estimated that the ratio
of investment to GDP is 16 percent lower in countries with high and unpredictable levels of
corruption than those with low levels of corruption; and

• raises the cost of doing business. In a World Bank survey of 3,600 firms in 69 countries, more
than 40 percent of entrepreneurs reported having to pay bribes routinely to get things done.

As a result, of these factors, corruption obstructs economic growth and development. The burden
falls disproportionately on the poor as the siphoning off of public resources for private gain diverts
resources from anti-poverty programs, while the demand for bribes effectively shuts off the poor from
access to public goods and services.



Corruption has many causes. It is provoked and reinforced by various problems affecting the public
sector, of which we mention a few main ones:

i. The difficulties to enforce civil servants’ responsibility, and thus to hold them accountable, be
cause of little follow-up being done after verification, and weak sanctions being applied when
irregularities are evident.

ii. The multiplication of special funds and extraordinary procedures, which is almost inevitably
accompanied by less controls than the standard procedures.

iii. The accumulation of arrears which, as mentioned in Module 3, leads to arbitrariness in the
selection of bills to be paid first, hence, giving an opportunity for corruption.

POTTER and DIAMOND 1999 also point out (p. 51) that the presence of such accumulation and
the disorganization of the expenditure process it implies may induce some suppliers to take advantage
of the situation by sending bills for goods that have never been provided, or that have already been paid
for!

BOX 4.4 A Corruption Perceptions Index

Transparency International produces a “Corruption Perceptions Index 2003” that charts levels of
corruption in 133 countries. Seven out of ten countries score less than 5 out of 10, while five out of ten
developing countries score less than 3 out of 10.

The CPI points to high levels of corruption in many rich countries as well as poorer ones.

CPI 2003 Score: relates to perceptions of the degree of corruption as seen by business people, academ-
ics and risk analysts, and ranges between 10 (highly clean) and 0 (highly corrupt).
High-Low Range: provides the highest and lowest values of the different sources surveyed.

Sources: Transparency International Corruption Perceptions Index 2003 (www.transparency.org); and
Geoffrey Shepherd, The Fight Against Corruption in Latin American and the Caribbean: a World Bank
view (www.clad.org.ve/shepherd.html).



Wrap up from a manager ial point of view

(a) Ideas to be kept in mind, for after the course

1. There are ex ante controls and ex post controls, each of them aiming at ensuring conformance of the
spending operations with the budget appropriations and the required execution procedures.

2. Accounting control keeps track of all payments received and payments made by all ministries and
government agencies. Accuracy and timeliness of the information entered in the accounting system
are essential.

3. Cash accounting, accrual accounting, funds accounting are alternative accounting systems with
different properties and various degrees of complexity. A proper functioning of cash accounting is
to be ensured first, before moving to accrual accounting. Funds accounting is not advisable as it
destroys the unity of the  budget.

4. Good governance requires accountability, participation, predictability and transparency.

(b)  Main actions to be taken, when joining the public administration at the control or audit level.

1. Study first, and thoroughly, Modules 2 and 3 of this course!

2. Consider each of the various stages of control, and examine them from two points of view
successively: the degree of compliance obtained, and the timeliness and effectiveness of the
operations.

3. In your review and evaluation of the public expenditure process, check first on transparency, as the
presence (or absence) of other aspects of good governance – accountability, participation and
predictability – usually follow.


