Beth A. Mohr

PA 535 Fall 2007

Analytical Paper/Literature Review
Prof. Mario Rivera

Performance Measurement and Budgeting in Historical and Comparative Perspective


"Public sector budgets are used to allocate scarce resources" and since they are derived from political processes, there will always be competition for, and contention over, the division of those resources (Peters & Pierre, 2007, p. 247).  Budget reforms range from legitimate attempts to ensure the effective and efficient use of public resources, to less noble efforts aimed only a securing a political advantage.  One of the genuine attempts to reform public budgeting has been the use of performance management and performance measurement in government, and specifically as informational to the budget process.  



This paper will discuss and compare the early attempts at performance management in public budgeting, along with the current state of performance-based budgeting; the latter shall be covered both in the United Stated and abroad.  Rita Hilton and Philip Joyce, in the Peters & Pierre text, state their preference for the term performance-informed budgeting, rather than the traditional term performance-based budgeting (Peters & Pierre, p. 247). Whatever the preferred semantics, the notion that agency performance and outcomes should inform budget decisions has survived several failed attempts at implementation, simply because the idea makes so much sense on so many levels  (Kelly, 2002; Peters & Pierre, p. 248).  

Performance management is an organizational management style which relies on empirical evidence regarding policy and program accomplishments to connect strategic goals and priorities to outcomes, in order to offer reasoned decisions about current and future directions (McDavid & Hawthorn, 2006; Peters & Pierre, p. 248).  Performance measurement is the process of designing and implementing quantitative and qualitative measures of results, including both outputs and, wherever possible, outcomes (Hatry, 1999; Peters & Pierre, p. 248).  Although the terms performance management and performance measurement are frequently used interchangeably, in this paper performance management shall be used to include the entire management approach, and performance measurement shall be used to indicate the task of designing and utilizing measures and indicators to appraise performance, and potentially to demonstrate the impacts and outcomes of a particular endeavor. 

THE TIME BEFORE MODERN GOVERNMENT BUDGETING AND PERFORMANCE MANAGEMENT 

At the turn of the nineteenth century, no municipalities utilized budgets in the way that we use budgets today.  There was limited planning or control involved in public budgets, in the past, and budgets were not used to control spending in most jurisdictions.  At that time, the spoils system dictated that the winners placed their friends, relatives, and supporters into government jobs; accordingly, those newly empowered elected officials and government directors spent what they wanted to spend, and taxes were merely adjusted as necessary to pay the bills (Kearney, 2001).  This system, while convenient for the winners to ensure loyalty with government organizations, led to many abuses.  The most infamous of these was probably perpetrated by William "Boss" Tweed, New York State Senator, and the power behind New York City’s first independently-powerful mayor, A. Oakey Hall (Ackerman, 2005; Anbinder, 1995).  The total amount of money stolen was never known, but has been estimated from $75 million to $200 million, all at a time when well-paid workers earned less than $1 per hour.  Over a period of less than three years, New York City's debts increased from $36 million in 1868 to about $136 million by 1870, with little to show for the debt (Kandell, 2002).  In New York City's case, taxes weren't initially raised, instead bonds were sold, and when the bonds became due, other bonds were sold, although taxes were eventually raised to pay the debt (Kandell, 2002).  This extra money was allegedly divided among Tweed, his subordinates and his cronies.  The most excessive overcharging came in the form of the famous Tweed Courthouse, which cost the city $13 million to construct (the actual cost for the courthouse was about $3 million), leaving about $10 million for the pockets of Tweed and his supporters (Ackerman, 2005).  



No discussion of "Boss" Tweed, however brief, would be complete without including the caricature of Tweed as depicted by the famous political cartoonist Thomas Nast in Harper's Weekly on October 7, 1871 (Figure 1).  While Tweed never actually made the statement as quoted in the cartoon, "As long as I count the votes, what are you going to do about it?", the quote did effectively capture Tweed's attitude towards the public's lack of control over the systemic graft he set up in city hall, and also the dishonest counting practices endemic to New York at the time (Ackerman, 2005; Nash, 1871).  Tweed's deeds eventually caught up with him, however, and despite his initially successful attempts to flee first to Cuba and then to Spain, he died in a New York jail on November 23, 1876, just blocks from his former home (Ackerman, 2005).
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Figure 1 Tammany Hall's William "Boss" Tweed, as portrayed by 19th century
political cartoonist Thomas Nast, Harper's Weekly (October 7, 1871)
THE RISE OF PERFORMANCE MANAGEMENT & PUBLIC BUDGETING

Out of that atmosphere of corruption, and the public's utter disgust with the ubiquity of New York's political corruption at every level of government, came the notion that the most effective and efficient government services would be provided by professional administrators, rather than political appointees.  Ushered in with this new ideal of professional government was the suggestion that decisions could be made based on the analysis of data and rational or even scientific conclusions, rather than solely for reasons of political expediency.  This practice of data collection and analysis, used to provide feedback for government officials and to ensure the efficient and effective delivery of government services, became the field of performance management.


Although most public administrators tend to think of performance management as a modern practice, the idea of monitoring government performance and effectiveness is not at all new.  The first government performance managers were probably the Chinese Control Yuans or censors, installed by the Han Dynasty (Control Yuan of Republic of China, 2003).  Beginning in 221 BCE, the ranks of the Control Yuans included corps of investigators whose duty it was to ensure that the emperor's officials administered his orders faithfully and that government was run efficiently and effectively.  Interestingly, these same censors, under Confucian inspiration, eventually took on the duty of reporting cases of injustice and abuse of authority by government officials at every level (Kracke, 1976).


Performance management was already well developed and being systematically used by American municipalities as early as 1901.  Established partly in reaction to the likes of Boss Tweed and corrupt politicians and bureaucrats at every level in New York City, from Mayor to Police Officer, the New York Bureau of Municipal Research (BMR) strove to ensure transparency and accountability for public officials and department administrators through the publishing of annual performance reports, along with the display of a public Budget Exhibit in City Hall (Cromwell, 1907; McDavid & Hawthorn, 2006).  The display included examples of waste and outright fraud, with many examples depicted as entertaining and interactive exhibits.  Examples included the differences in what New York City paid for 500' of rubber hose ($500.00), verses what a businessman would pay ($196.00), and a functional clock with an inscription detailing how the Department of Finance once paid $64.00 for 5 hours and 25 minutes of work ("Exhibit to show up waste of city funds: Mayor to open taxpayers' object lesson on municipal government tomorrow", 1908).

The immediate proof of the Bureau's impact was the prompt removal of several Borough Presidents.  In response, New York State Governor Hughes was quick to state that while the Borough Presidents were shown to be ineffective,  "there was no evidence of personnel corruption" (Johnson, 1912, p. 235).  The Bureau of Municipal Research leaders later saw a need for professional, trained public administrators and the National Training School for Public Service was constructed.  The school was founded by Mrs. E. H. Harriman, who boldly suggested that women be trained for professional public service, as well as men (Allen, 1912).


By 1916, there were performance management agencies similar to the New York Bureau of Municipal Research in 20 US Cities, each with similar mandates to report government performance and ensure public accountability (Kelly, 2003).  The BMR model was so effective that the idea transcended the traditional boundary of North vs. South.  In 1924, the City of Charleston, South Carolina, retained the New York City Bureau of Municipal Research for a thorough examination of Charleston's municipal government services.  The New York Bureau members traveled to Charleston and conducted an extensive review of finances and departments, including an investigation of the Charleston Police Department.  An example of the thorough nature of the examination was the BMR's block-by-block review of the City's need for police services, and a complete reorganization of patrol beats and police precincts.  Performance management continued to operate and grow under the Bureau of Municipal Research model through the beginning of World War II.  

SYSTEMIC FAILURES AND PUSHBACK AGAINST PERFORMANCE-BASED BUDGETING

By the 1950's, critics of performance measurement were beginning to complain that undue confidence was being placed in quantitative performance measures, and that managerial discretion had been reduced to statistical probabilities (Ridgeway, 1956).  A few authors cautioned that performance measures were but one tool available to public administrators, and that the indiscriminate use of performance measures in the hands of managers not familiar with the complexities of their organizations, could have unintended consequences.  These complaints were more vociferous in the private sector than in the public sector, at least in part because much of the research was being conducted on private sector workers.  As an example, it was noted that the setting of performance quotas for factory workers could backfire, and workers would ratchet down their performance, due to fear that more challenging quotas would be set as old quotas were easily met (Roethlisberger & Dickson, 1939).


Despite the reservations of some, performance management was implemented at the Federal level by President Lynden B. Johnson in 1965.  The effort, called the Programmed Planned Budgeting System (PPBS), was based on a successful system of performance budgeting which had been developed and utilized by the Department of Defense (DOD).  It was believed that the DOD system could be directly applied to "soft" service provision programs, such as education, health, welfare, and other human services (Botner, 1970).  PPBS suffered from implementation problems, however, largely due to the inapplicability of the DOD model to other aspects of government service (Kelly, 2003).  

Initially, PPBS outputs, goals, and objectives were largely designed to be stated only in terms of dollars and cents; perfectly sensible for the DOD, but clearly not a system designed with social service agency goals in mind.  Further complicating matters was the fact that longtime agency leaders resisted changes to familiar budgetary practices.  Many agencies had difficulty articulating concrete or meaningful goals within the confines of a specific agency, some of which had mutually exclusive mandates; in addition, there was a lack of leadership and direction to assist agencies when implementation become mired (Millward, 1968).  Despite attempts to correct deficiencies, PPBS was officially abandoned within a decade, although several agencies who had successfully implemented the programs continued to use it internally (Peters & Pierre, 2007, p. 248; Schick, 1973).  Even as PPBS was abandoned, other systems of performance budgeting were being developed, such as zero-based budgeting, and management by objectives, although none proved to be any more enduring than PPBS (Peters & Pierre, p. 248).  

Many of these public managers actively worked to undermine PBBS and subsequent performance-based budgeting systems.  There were several reasons for their efforts.  First the budgeting systems inspired the fear, among both elected officials and top managers, that performance considerations would cease the flow of funds to key electoral constituencies (Peters & Pierre, p. 248).  Second, as discussed earlier, there was great difficulty in agreeing on the goals and objectives of many programs; this further precluded the development of valid performance measures, a difficult task even when the stated goals were clear.  Finally, even when valid performance measures existed, the data to populate the measures tended to be unavailable.  Staff members were required to take time away from their regular responsibilities to create methodologies to track these data.  When the data were subsequently never used, staff simply refused to do the work to obtain data for the next budget cycle (Peters & Pierre, p. 248).  Essentially, PPBS "died of multiple causes, any of which was sufficient" (Schick, 1973, p. 148).

Despite its technical failure, PPBS started the discussion among federal managers regarding agency missions, and the evaluation of service provision based on stated goals and objectives.  This core idea of managing government with a focus on results and outcomes survived, and is central to the modern practice of performance management.

MODERN PERFORMANCE MANAGEMENT & PERFORMANCE-BASED BUDGETING

"The failure of these systems, however, did not extinguish interest in the genre of reform.  The logic of budgeting for results was so intuitively appealing that it has remained a primary focus" for reformers and forward thinking government administrators and elected officials, both in the US and abroad (Peters & Pierre, p. 248).  Indeed, while the earliest uses of performance measures were seen as a means to demonstrate efficient and effective government services, the practice was later called upon and expanded out of immediate and emergent necessity.  

Just as government was abandoning early performance-based budgeting practices in the 1970's, the public, already fatigued by outrageous inflation and exorbitant interest rates, became sufficiently disgusted with the government deficit spending and the growing demands of the public sector to take action.  The most far-reaching of these actions took place in 1978, when California passed Proposition 13 ("Proposition 13: Originally "The People's Initiative to Limit Property Taxation"", 1978).  Proposition 13 effectively capped California tax rates through a state constitutional amendment.  

This taxpayer's revolt, the result of a combination of further unwillingness to continue to finance higher levels of public debt and criticisms of government operations and deficit spending, spawned a transformation of public sector management practice and philosophy which spread throughout state governments and into the federal government (McDavid & Hawthorn, 2006).  As the public began to demand greater value for their tax dollar, the concept of performance management was revived as a way to demonstrate public value in government services and programs (Moore, 1995).  Performance measures which heretofore had been used only to show efficient service delivery began to see use as a means to evaluate programmatic effectiveness.  In addition to the reporting of inputs, outputs, and efficiency measures, managers began to seek ways to report impact upon desired outcomes, namely, progress towards goals and desired community conditions (Peters & Pierre, p. 248).  This new public management emerged as the framework of reforms from which the modern performance management field developed.  Performance management has developed, and continues to evolve, into a practice of design and implementation of government services based on the achievement of outcomes and goals (Frumkin, 2001).  


Public officials, whether elected or managerial, need feedback to help them regulate and improve their operations; this feedback should be regular, reliable and quantifiable (Hatry, Fisk, Jr., Schaenman, & Snyder, 2006).  Performance measures provide precisely that feedback when properly designed and used.  Measures may take the form of input measures, output measures or efficiency measures.  Where available, outcome measures are seen as the best possible measure of programmatic achievement, but outcomes can be difficult to quantify for many modern government services; other measures must serve a proxy for direct measures of outcome, particularly in the area of social services (Frederickson & Frederickson, 2006; Peters & Pierre, p. 248). 


Despite early failures in implementation of Federal performance management, efforts to integrate performance measurement and reporting at the Federal level culminated with the Government Performance Reporting Act (GPRA) being signed into law by President William J. Clinton in 1993.  Seen as the high-water mark of the performance management movement, the reform is based on the assumption that every kind of government performance can be measured and that such measures are essential to improved government effectiveness and accountability (Frederickson & Frederickson, 2006; McDavid & Hawthorn, 2006).  Due in part to its status as law, as opposed to earlier efforts which were largely administrative regulations, GPRA has steadily grown in importance, and has been further expanded by subsequent administrations (Posner, 2002).


Performance management is clearly not going away.  Although individual performance measurement programs may fail or fade away, the idea of management initiatives to measure and link performance to desired outcomes continues to be examined simply because the notion is so sensible and appealing (Kelly, 2002; Theurer, 1998).  The performance management movement has influenced all modern governments, and has been described as a fundamental reform in public administration (Frederickson & Frederickson, 2006).

NECESSARY ELEMENTS FOR SUCCESSFUL PERFORMANCE-BASED BUDGETING

There are several basic characteristics which are required for successful performance-based, or performance-informed, budget processes.  First, public entities need to know what they are supposed to accomplish (Peters & Pierre, p. 251).  As discussed earlier, one of the implementation problems with early performance systems was that many public agencies had no agreed-upon core mission; many still have dual missions which are sometimes mutually exclusive.  Take for example the US Forest Service, whose mission includes both the protection and conservation of natural lands, but also the management of those same lands to utilize their natural resources to their best economic potential.  That department frequently has to choose between the conservation of public lands or allowing mineral extraction, grazing, and timber harvesting.  The fragmented nature of the US political structure also makes it difficult for such agencies to be clear in their direction; it is far easier to be unambiguous about mission in parliamentary systems where the majority party actually runs cabinet ministries and has outright control over all budgets.

Second, in order to be successful, valid measures of performance need to exist (Peters & Pierre, p. 251).  While outputs are easy to measure in virtually all cases, outcomes are much more difficult to agree upon, much less to interpret.  Even where performance measures might exist to determine outcomes, the application of those outcomes measures can be difficult.  For example, a jobs training program can easily measure the number of individuals trained or the number of hours of training provided, but tracking the actual employment of those same individuals is much more difficult, and attributing successful employment to the program utilized is all but impossible.  


In other cases, no suitable measures exist at all.  For example, the US National Aeronautics and Space Administration (NASA) promulgates as a goal of the space program to "chart the evolution of the universe from origin to destiny" (Peters & Pierre, p. 251).  Not surprisingly, NASA has yet to determine any performance measures which would allow the agency to chart its progress towards this objective.  


In addition to the selection of goals for which determining progress towards an outcome is impossible, most public agencies strongly resist being held accountable for outcomes which are influenced by factors other than their program and which are outside their control.  For example, one of the City of Albuquerque's Desired Community Conditions is that "Travel on City streets is safe".  The Department of Municipal Development  has several programs for which this condition is a primary objective, including street services, traffic engineering, street design, traffic signalization functions, street maintenance, street cleaning, and snow removal (City of Albuquerque Office of Management and Budget, 2007).  However, if 80% of the drivers on a road at any given time are under the influence of drugs or alcohol, traffic on city streets will not be safe no matter how diligently designed and maintained are the roadways.  So law enforcement also has a role to play in this desired outcome, as does the school system's driver training, the funding functions of the state and federal governments, and the list goes on.  No single entity would wish to be held accountable for an outcome over which they have little control, yet the division of responsibilities in public entities virtually precludes any one agency having complete control over their destiny.

A third necessity for success is that accurate measures of cost need to be developed (Peters & Pierre, p. 251).  If resources are to be connected to results, then an agency must first know how much it costs to deliver a particular level of outcome.  This first assumes the outcome can be reliably linked to the service being provided; in the alternative the agency can link costs to a particular level of output, if this is all that's known.  Most public organizations cannot even determine the cost to deliver the simple output, much less a particular level of outcome of any kind.  

This is true in part because the allocation of indirect overhead costs is so complex that that frequently, only estimates of unit costs can usually be delivered.  For example, when the Albuquerque Fire Department sends a Paramedic Unit to another jurisdiction, they bill $50.00 for every hour utilized under the mutual aid agreement.  However, that fee pays only for the salaries of the personnel, it doesn't even begin to cover the costs of training or certification of the paramedics, who are also trained as firefighters, the purchase of the vehicle, the medical equipment or supplies on board, the gas used by the vehicle, the creation and maintenance of the fire station that houses the unit, or the cost of the dispatcher, support staff, training staff or any other costs associated with the creation of that Rescue Unit.  The actual cost of one hour of Rescue Unit might realistically approach $10,000 per hour if the true value of all these factors were considered, but nobody really knows (City of Albuquerque Office of Management and Budget, 2007).  Even if the real cost could be calculated, it seems unlikely that other jurisdictions would pay the true amount in any event; it is worth noting that Albuquerque's taxpayers funded every cent of each of those costs.

Fourth, for successful implementation of performance-based budgeting, cost and performance information need to be brought together for budgeting decisions (Peters & Pierre, p. 251).  While the actual collection and presentation of performance data at budget hearings is successfully done by government entities of every type, the decision of what to do about substandard performers is more difficult.  Some members of Congress, for example, prefer to simply take money away from low performers, and give the money to those who meet their targets (Peters & Pierre, p. 251).  While this sounds sensible in theory, in reality it is often the lowest performers who get the additional funds they claim they need in order to be able to improve their results.  However, even this tactic requires an unproven assumption that funding in some way contributes to results, as opposed to other factors such as management creativity, employee motivation and untold other possible contributing factors (Peters & Pierre, p. 251).  

Finally, participants in the budget-performance process must have an incentive to use the performance information for actual decision making, not merely as an exhibit at their annual budget hearing.  Of all the characteristics needed for success, this is the one with which performance managers struggle most mightily and lament most vociferously.  Like the old adage about leading a horse to water, performance managers can force departments to develop goals and objectives, make them link those to outputs and outcomes, and require them to present that data upon demand, but they cannot force them to use that data on a regular or even occasional basis for decision-making.  


Despite the widespread availability of performance data in government, extensive use of it by legislative or executive branches of government is almost unheard of in the US.  While some local governments, most notably council-manager forms of government, have successfully persuaded elected officials to utilize performance management data for decision making, most performance data which is actually utilized to inform decisions is used internally by mid-level managers and directors.  The current reality is that most performance data is not used to any serious extent to support decision-making, certainly not to its potential.  
PERFORMANCE-BASED BUDGETING IN PRACTICE

As with most things in life, the state of the practice is far different from the theoretical models or academic discussions.  Both in the United States, and abroad, when it comes to performance management, public budgeting, the actual process varies from one country's government to another, within levels of government in individual nations, and even within agencies controlled by the same government departments.  


The fact that there is a great deal of activity and interest surrounding performance management does not necessarily translate directly into progress in achieving goals or objectives, much less into the proper alignment of budgets as informed by performance data (Peters & Pierre, p. 252).  Frequently, performance data is gathered and published, but only loosely connected to outcomes, and is never linked to budgets or used to make government-wide decisions.  In this next section, a review and comparison of performance and budgeting among various governments within the United States, and also between the US and other industrialized nations, will illustrate how performance data is being utilized.  

STATE OF THE PRACTICE WITHIN THE UNITED STATES

Within the United States, the most successful linkage of performance data and budgeting has been at the local government level.  Organizations such as the Center for Performance Measurement created by the International City/County Manager's Association (ICMA) have defined and organized local government performance management around a set of formalized measures in order to allow comparison between jurisdictions.  The book Reinventing Government took many of it's anecdotes from local government, some of these were directly applicable to other governmental agencies, while others failed to translate as readily (Osborne & Gaebler, 1992).  

A few state governments have also been successful at utilizing performance data.  Statewide initiatives such as Oregon Benchmarks have focused on the use of performance data for strategic planning (Peters & Pierre, p. 252).  The State of Oregon had long been considered the leader in the use of benchmarks.  However, Oregon's benchmarks had no set standards associated with them, and were actually sets of desired community conditions, each of which incorporated numerous indicators.  As the Oregon benchmark system grew, new indicators continued to be added, swelling to more than 400, until the system collapsed under its own weight, and was eventually abandoned.  A short time later, the system was revived, but the benchmarks, most of which now include actual targets, were limited to 80 indicators in seven goal areas ("Oregon Progress Board: Introducing Oregon Benchmarks", 2007).

Indeed, indicator proliferation has been a severe problem in many performance measurement systems.  Indicator proliferation has occurred for two reasons.  First, the natural tendency when directors or managers are ordered to implement systems of performance measurement, particularly among inexperienced managers, is to want to measure everything.  Rather than measuring a few key indicators, and attempting to link those to a single important outcome, managers who don't know which aspects of their agency's work to measure take the 'kitchen sink' approach, and measure everything; using this tactic they feel confident that the important things will be included by default (Behn, 2007).   Unfortunately, indicator proliferation frequently produces so much data that potential users are discouraged from even making an attempt to apply the data to decision making.  While the important data is almost certainly "in there somewhere", it will never see the light of day, and will never be used to any potential advantage.

The second, and slightly more devious aspect of indicator proliferation, is that if there are sufficient quantities of indicators, some of the measures will improve, others will remain stable, while still others will decline, most by sheer chance.  Managers are then free to promote the improved and stable measures, while ignoring the declining indicators, thus making themselves look good, whether or not they actually implemented policies which had an effect on any of the measures (Behn, 2006).  

The US Federal Government, with the Government Performance Reporting Act (GPRA), appears to have found a measure of success with the idea of performance measurement and budgeting.  GPRA anticipates an eventual move to performance-based budgeting, but it is unknown when, or even whether or not, this will actually occur.  Many agencies have produced very impressive performance plans and have implemented strategic planning as required (Peters & Pierre, p. 253).  Still, many other agencies have not fully implemented GPRA as required, and even those who have made a good faith effort at implementation have often had difficulty developing valid performance measures .  


Those agencies funded primarily through user fees have particularly strong incentives to identify their costs, including indirect overhead (Peters & Pierre, p. 253).  These agencies, such as the US Patent and Trademark Office, have very accurately and specifically identified their costs, and are therefore able to set their fees to precisely cover the costs of processing patent and trademark applications.  Other agencies have no such incentive, and many have strong disincentives to identify costs, for fear it will be determined that their budgets may safely be cut without corresponding cuts in the level of service to be provided.

Despite struggles to implement performance measurement and performance-based budgeting within US local, state, and Federal governments, the overall state of the practice is improving.  Even failed attempts at implementation add to the overall state of the practice.  Although PPBS was an unequivocal failure, it still started the discussion about agency missions, goals, and objectives which eventually instructed the more successful implementation of GPRA many years later.  Furthermore, even when performance data is not yet adequately linked to budgeting, it nevertheless provides an unprecedented measure of transparency and accountability to government.  Any citizen with access to an Internet connection, whether at home or at the public library, can access performance information for virtually every major local and state government, and most Federal agencies, as well.  Whether or not citizens are actually paying attention, the feeling is that citizens are paying attention, and will respond immediately to unflattering performance data.
STATE OF THE PRACTICE AMONG OTHER OECD COUNTRIES


"The United States is not alone among industrialized countries in attempting performance-oriented budget reform" (Peters & Pierre, p. 253).  Many countries belonging to the Organization for Economic Cooperation and Development (OECD) are pursuing performance-based reforms similar to those tried in the US.  As frequently seems to happen with good ideas, others have taken the notion and promptly surpassed the originators in their efforts and successes.  This has occurred to some extent with the principles of performance management and performance-based budgeting.

Those countries at the forefront of performance and budget reform include Australia, Canada, the United Kingdom, and New Zealand, with other countries not far behind.  In 2002, OECD published a survey of 27 of the member countries regarding their success in the implementation of "results-focused management and budgeting" (Peters & Pierre, p. 253).  Seventy-five percent of the countries reported that they include performance information in their budget documentation, although only 36% are required to do so; of the countries doing performance reporting, most include targets or benchmarks of some kind.  Forty percent reported that they distinguish between outputs and outcomes in most or all government organizations, and five of those eleven countries reporting making such a distinction in all organizations; these included Italy, Japan, Sweden the United States and Chile.  

Finally, the OECD survey asked whether there was "evidence that performance data were regularly used in determining budget allocations" (Peters & Pierre, p. 254).  While half stated that performance data were used to make budgeting decisions, only 1/3 of those reported that the data were used to prioritize allocations between programs or ministries.  In other words, while performance data was used to prepare budgets, it was not used extensively for government-wide resource allocation.  Of the countries which use performance data to influence their decision making process, two will be discussed; these are New Zealand and Australia.  

In New Zealand, an important aspect of the reform effort was "load shedding", or what we in the US would consider privatization of government services (Peters & Pierre, p. 234).  New Zealand's government has long delivered a great many goods and services which have the characteristics of private goods, and there are strong arguments for transferring these into the market of the private sector.  Therefore, New Zealand has used performance measurement as a means to decide which goods to transfer to the private sector, in the hopes of streamlining government operations, reducing the bloated public sector, and stimulating the private markets and economy.  

The budget in New Zealand is a contract between parliament and the government agency delivering the service.  Under this model, New Zealand has further used performance measurement as a way to control contract accountability by specifying the outputs to be delivered by the agency in exchange for the inputs provided.  The connection between outputs and outcomes occurs at the level of parliament, if the outputs are properly met, the outcomes are assumed to follow.


The Australian reform effort differs from New Zealand in two significant ways.  First of all, Australia never had the kind of bloated, market-crushing public sector that New Zealand developed.  Secondly, the emphasis Australia chose to put on the agencies responsible for reporting was not outputs, but actual outcomes.  The Australians also define linkages between outputs and outcomes, but each agency's ultimate responsibility is related to the outcome, not merely the output which is frequently a unit of work.  This system is designed to a much greater degree to "match accountability with results", with removal of the detailed controls over inputs and outputs; this implies a much greater level of trust and autonomy over Australian governmental agencies than the system in place in New Zealand (Peters & Pierre, p. 254).

In developing countries, the focus appropriately continues to be on basic acceptable accounting methods, rather than on the addition of performance management to government processes and budgeting systems.  "Virtually without exception, budget reform in developing countries is an integral means towards the objective of modernizing government" (Peters & Pierre, p. 255).  Countries lacking proper accounting methods and controls are best served to develop basic budgetary control and functions such as auditing, before they attempt the relatively sophisticated reforms of implementing performance management or performance-based budgeting.
CONCLUSION


The introduction of performance management into budgetary practices is an admirable goal, but one that is somewhat difficult to carry out in practice.  Performance-based budgeting is not a substitute for sound financial management and acceptable accounting practices; this budget capacity must be in place before performance management should be attempted.  There must be incentives for elected officials and government managers to use performance data for decision-making, or else performance management becomes nothing more than a periodic data-collection exercise.  However, even when performance measurement data is not used to its full potential, or properly linked to budgets, it can still provide an unprecedented degree of government accountability and transparency.  These aspects provide a great deal of value to the public, while internal processes are being aligned and readied for genuine performance-based budgeting.  

Past reforms have frequently been viewed as failures, but these efforts built the capacity for more successful efforts now and in the future.  One-hundred or so years ago, in the days of Boss Tweed and his contemporaries, budgets were nothing more than statements of how much was spent so that taxes could be raised or bonds sold to cover grossly inflated expenditures.  Today, however, budgets and proper budgetary control are ubiquitous in American government – no government entity would ever consider going without a budget, and proper budgets are required by law in virtually every US government entity.  In the not-too-distant future, no government will ever consider formulating a governmental budget without including performance management data, either as advisory or as the deciding factor in government-wide allocation.  Eventually, performance-based budgeting and the use of performance management inform decision-making will be as ubiquitous as the budgets themselves.
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