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EXECUTIVE SUMMARY

Executive summary

he research reported in this paper is part of a Ford Foundation-funded

project, which examines how the democratisation process in South
Africa, after 1994, impacted on economic governance more broadly and
financial governance more specifically. In this report, we review the imple-
mentation of the Public Finance Management Act (PFMA), 1999 (No. 1
of 1999), thus focusing our enquiry on the development and reform of
financial governance arrangements after 2000. The period under review is
2000 to 2010, even though the actual interviews for the research were con-
cluded in 2009. We extended the period under review because important
policy, legislative and operational changes occurred in 2009 and 2010 that
have a direct bearing on the present and future implementation fortunes
of the PFMA.

The specific objectives of the research are:

e to better understand the relationship between the actual law, its imple-
mentation, and whether ten years of implementation have changed key
provisions of the law;

e to review the implementation evidence on the three budget outcomes
— aggregate fiscal discipline, allocative efficiency and operational effi-
ciency - and enquire whether established descriptions and explanations
of these outcomes still hold, or, whether a more refined description is
needed;

e to identify the most important implementation successes and chal-
lenges during the period of the review; and

e to develop a set of recommendations detailing what financial govern-
ance practices could be emulated, and what practices should be avoided,
especially for countries in the region that are planning to undertake
similar reforms.

On the first objective, the PFMA has remained substantively unchanged
despite the implementation challenges faced over the last ten years. Our
overall conclusion is that the law is well written, is flexible enough to
anticipate policy changes, and the key ingredients of the law have been
unchallenged and unchanged over the ten-year period of review. Recently,
there have been calls for the amendment of the law to deal with the
poor disciplinary environment in departments, but the implementation
evidence that we present does not support this view. Challenges relate
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mostly to poor quality finance staff, instability in staffing arrangements,
variable accounting officer (AO) performance, and poor back-up systems
(information technology (IT), monitoring and evaluation (M&E) and non-
financial reporting more generally), rather than provisions of the policy
that are impossible to implement, or, which were poorly conceived and,
hence, impractical to implement. In other words, the people and systems
that make full implementation of the PFMA possible have not been real-
ised. There were instances where political office bearers questioned the
‘onerous’ reporting requirements of the law, implying that some kind of
compliance mentality exists, but this did not lead to a reduction in the
scope of the information that departmental entities have to provide. What
also enabled the framework legislation to remain relatively unscathed is
the fact that the accompanying Treasury Regulations and circulars from
the National Treasury tackled the practical aspects of the law head on. Our
overall conclusion is that the implementation of the PFMA has had little
impact on the integrity of the law itself. This view may yet change, but we
are clearly not facing a situation where implementation results have forced
a rethink of the overall design of the PFMA.

The second objective looked at the implementation of the PFMA from
the point of the view of the three budget outcomes: aggregate fiscal disci-
pline, allocative efficiency and operational efficiency. We wanted to verify
whether the now established narrative, which asserts that we have suc-
ceeded in living within our means (fiscal discipline) and moving resources
to where they are needed (allocative efficiency), and that our value-for-
money spending is poor (operational efficiency), still provides an accurate
description of the state of our public finance system.

Our review confirms that aggregate fiscal discipline has been achieved as
a result of the introduction of the Medium-Term Expenditure Framework
(MTEF) budget system, strong political backing and leadership of reform
initiatives, and consensus-building efforts in intergovernmental fora
aimed at preserving fiscal prudence across the three levels of government.

On the issue of allocative efficiency, the government has made great
strides and our review concurs with most other reviews on this topic. The
shifts in spending across functions and in the composition of spending
are partly supported by the fact that the same political party has been in
power since 1994, thus ensuring some policy stability in the way resources
are allocated. In our review, we argue that allocative efficiency gains at the
sub-national level (provincial government) did not take place because of
existing practices and efforts at the provincial level. In fact, we argue that
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intergovernmental fora have played a substantial role in effecting resourc-
es shifts at the provincial level in much the same way the old Function
Committee system redistributed resources across provinces. While this
was good practice at the start of the new democracy, where aggressive
re-prioritisation was needed, policy and financing realities now require a
different approach to how resources are allocated at the sub-national level.
Intergovernmental fora may have brought about significant shifts, but
their operation, in part, undermined the ability of provinces to tackle their
own resources agendas. Furthermore, because of the small discretionary
fiscal space at the provincial level, there has been little incentive to devel-
op strategic planning skills. The absence or short supply of these skills at
the provincial level has further undermined the ability of provinces to
address province-specific issues. Hence, instead of being a vital and vibrant
partner in the intergovernmental system, provinces have been reduced to
administrations and there is little evidence to the contrary to suggest this
is likely to change in the near future.

Operational efficiency gains have been unimpressive and, in this regard,
we concur with other reviews. One of the key reasons for this state of
affairs is that efficiency measures were unavailable and only introduced in
the system in 2008. This meant that departments had no benchmark of
their actual performance, other than annual audited financial statements.
While the latter are vital from a financial governance point of view, from
a performance perspective it is an insufficient measure of how well depart-
ments execute their financial management responsibilities. Other factors
impacting on the poor performance of departments are variable AO perfor-
mance, political interference in the in-year management of budgets, and
insular departments that do not engage fully and consistently with the
Standing Committee on Public Accounts (SCOPA) and Auditor-General
(AG) recommendations, and that have no meaningful and enduring con-
tact with citizens.

The third objective of the review examined key implementation suc-
cesses and challenges, and considered whether new policy and legislative
developments could positively influence present and future implemen-
tation trends. On the implementation successes, we concluded that the
PFMA has fundamentally altered the overall reporting and budget infor-
mation environment in the public service. Although there are questions
about the overall quality of such reports and disputes over whether the
reporting burden is disproportionate, it is nearly impossible to resist the
proposition that the PFMA generated more budget information (financial
and non-financial), which is now freely available to parliamentarians and
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the broader public. It is not only that more information is available, but
also that such information is provided timely as per the implementation
schedules laid out in the PFMA. This transpired despite initial fears that
the implementation schedules for submission of financial and consoli-
dated reports were too punishing. Secondly, the PFMA and associated regu-
lations have undoubtedly contributed to improved transparency in the
budget information that is available and presented in official government
documents. External and objective evidence for this is our comparative
standing among both developed and developing countries as measured by
the Open Budget Index (OBI). In the 2010 version of the OBI, South Africa
was ranked the most open and transparent provider of budget informa-
tion, making this information widely available to the media and the public
in general, and producing national budget documentation of outstanding
quality.

Arguably, the biggest implementation success is the careful manner in
which the National Treasury supported and built the capacity of officials
in treasuries and service delivery departments. It adopted a model based
on the careful design of information templates and detailed circulars,
thus minimising the level of subjectivity in the reporting of important
financial and non-financial data. We think this was an entirely appropri-
ate response at the start of the financial governance reforms and is partly
the reason why the government was able to meet most of the information
commitments spelled out in the Constitution and the PFMA. This is a
remarkable success story of thoughtful and patient capacity building, and
one that should be emulated elsewhere. We do, however, raise questions
about whether such a capacity model can move officials to start managing
for results. Our conclusion is that this fuller implementation and inter-
pretation of the PFMA requires capable administrative leaders, and that a
template-led capacity-building strategy may not work.

On implementation challenges, it became clear that a key challenge
relates to the inability of departments to establish a coherent and compre-
hensive M&E system. The AG and external commentators routinely refer
to the poor quality of the indicators, their arbitrariness, and the fact that
these indicators do not meaningfully measure the service in question. This
brings us to our second implementation challenge, namely the frequency
and rate at which departments actively respond to recommendations
made to them by the AG. There appears to be a broken chain between
the recommendations of the AG, the actions and discussions in the vari-
ous public accounts committees in Parliament and provincial legislatures,
and the remedial actions that should happen in affected departments. The
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third implementation challenge we want to highlight is the reality where
citizens and civil society as a whole are not involved in allocation deci-
sions or consulted on operational matters. The overall picture that emerges
is one of insular departments that are closed off from reality, thus making
the task of redesigning service delivery mechanisms that much harder, if
not impossible.

In response to the implementation challenges, our review considered
the potential impact of new laws, policies and recent results from the
reports of the AG on the implementation of the PFMA. We concluded that
the introduction of unit cost methodologies could potentially wring mas-
sive savings from the system. Parliament’s new role in the budget process
should intensify its scrutiny of existing PFMA-legislated documents, and
the trend towards performance auditing is deeply encouraging and must
be extended to as many departments as possible.

Finally, on practices to emulate, we recommend that other countries in
the region consider a model of capacity building similar to the one led by
the National Treasury. In essence, this is a template-driven approach that
eliminates departmental-specific weaknesses in the provision of informa-
tion required by law. We also recommend that countries keep to their
financial reform targets; if possible, introduce an efficiency tool like the
financial maturity capability tool to incrementally measure departments’
performance; and the use of intergovernmental and inter-sectoral fora to
discuss policy and financing issues.

On practices to avoid, we caution against financial and budget reforms
that happens at too rapid a pace, and which make the deepening of such
reforms difficult; weak co-ordination among oversight, constitutional bod-
ies and central government that dilute the force of the work done by some
agencies must be avoided at all cost; adopting a system where sub-national
government has extensive expenditure responsibilities, but no revenue-
raising powers, thus leading to the formations of lacklustre administra-
tions shorn of any incentive to address local issues; and finally, because
of the rapid pace of reforms, the setting in of a compliance mentality that
consists of separating financial governance and service delivery mandates
and obligations.

South Africa has a long way to go to ensuring that financial reforms are
translated into service delivery gains. Progress in implementing reforms
and making sure that citizens benefit is proving harder, yet the conver-
gence of various government agencies in addressing financial governance
is beginning to inspire the kind of confidence needed to overcome finan-
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cial governance challenges. Despite the challenges, on balance, it appears
that the PFMA has begun to make a difference and, if properly imple-
mented, may still provide the ground for a fundamental transformation of
public sector service delivery.

Introduction

Some public policy theorists (Brynard, 2005) argue that the implementa-
tion of policies offers a rich template for reflecting on policies, and that
implementation should not be seen as the end of the policy-making stage.
This view disputes the idea that the policy-making process is complete
once a piece of legislation is signed into law. Implementation, according to
these theorists, is not the opposite of the idea-forming dimension of policy
making, but is itself capable of generating noteworthy policy ideas and
changes. It is for this reason that the implementation of policies is such
an important research area and none more so than the framework public
finance legislation introduced in South Africa in 2000.

The PFMA was first implemented in April 2000 and, until the end of
2010, was subjected to a series of amendments reflecting important policy
and legislative changes.! The PFMA repealed the then Exchequer Act (No.
66 of 1975) that previously governed public financial management in
South Africa. Under the exchequer regime, public financial management
emphasised expenditure control rather than managing funds for service
delivery improvement. The focus on inputs (how much money a depart-
ment intends to spend) made it difficult to measure the efficiency and
effectiveness of public spending. The lack of non-financial information on
service delivery outputs hampered the ability of public-service managers,
executives and legislators to make informed decisions on the effective and
efficient use of public money (Nkoana & Bokoda, 2009).

By its very nature, the PFMA is regarded as framework legislation, which
means the actual details of implementation are worked out in a series of
regulations and directives produced by the National Treasury. Hence, the
PFMA and its implementation processes perfectly complement the philo-
sophical view that implementation is not the opposite of policy making,
and, by itself, contributes substantially to formal policy making.

While the PFMA is a theoretically comprehensive and coherent piece of
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legislation, any piece of legislation is only as good as its implementation.
Although several studies have argued that the Act improved account-
ability and budget implementation (Folscher & Cole, 2006), to date, few
independent studies have been done to critically document the implemen-
tation challenges and successes of the new public finance management
regime in South Africa in treasury departments and service delivery depart-
ments. Against this background, the aim of the present review is two-fold:
one, to describe the consensus thinking that has developed around the
implementation of the PFMA, and using our interview data and external
sources of information to establish whether this consensus view still holds,
or whether changes and refinement of these views are called for. Two, we
review what we consider the most important implementation successes
and challenges of the PFMA and enquire whether recent legislative and
policy developments could potentially influence the way we view imple-
mentation challenges. The latter is viewed against a background of con-
sistent capacity development led by the National Treasury in national and
provincial governments, and we explore the benefits and limits of such a
structured capacity-building process.

What is the consensus view on the implementation of the PFMA? This
consensus view is represented well in an article by Folscher and Cole
(2006), where the authors note that aggregate fiscal discipline and alloca-
tive efficiency have largely been achieved under the new public finance
regime, while operational efficiency, or the value-for-money principle, has
not worked out as well as policy makers intended.! Reasons for the present
state of affairs range from the absence of the right people for the job at
hand; not having the right systems to match the legislative and philo-
sophical sophistication of the Act; to maturing budget institutions, rules
and roles that need time before their true impact can be felt.

How coherent and tight is this narrative and are there implementation
details that alter this view of the implementation of the PFMA? Or is it the
case that this view prevails, but there are important nuances that were pre-
viously not accounted for? Are the PFMA and its heavy information and
accountability demands part of the reasons for the poor state of service
delivery in key portfolios in South Africa? How high a standard does the
PFMA set and should we temper our expectations about the government’s
ability to improve services in the next five to ten years? In other words,
are commentators’ expectations of what the public finance system can
deliver realistic?
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Methods of data collection

To answer these questions, the Idasa team opted for a structured interview
methodology. This was preceded by an extensive literature search that
examined studies that deal with the implementation of the PFMA in South
Africa and the implementation of finance frameworks in developing coun-
tries. We knew we had to interview the lead agency in the formulation and
implementation of the PFMA, namely the National Treasury, but we did
not know what the balance should be between treasuries and other service
delivery departments. In the end, we decided to interview all ten treasur-
ies and focus on three service delivery departments at the national and
provincial level. It is obvious to us that any follow-up study must prioritise
service delivery departments and how they deal with the twin challenge
of implementing the PFMA and executing their service delivery obliga-
tions. Nine of the ten treasury responses were obtained using structured
telephonic and in-person recorded interviews, while the National Treasury
provided detailed written responses to our list of questions. Further follow-
up questions were sent to the National Treasury.

The three service delivery departments we chose were the national
Department of Education, Gauteng Department of Housing and Local
Government and the Mpumalanga Department of Health. While these
three departments deliver important policy and service delivery functions,
we may have equally chosen three other departments, hence the selection
was arbitrarily done. All we wanted to do was to examine how the imple-
mentation of the PFMA worked out in departments whose main purpose
is policy formulation (national education) and service delivery (provincial
housing and health). The national Department of Education opted to pro-
vide detailed written responses to our questions, while the two provincial
departments participated in recorded telephonic interviews with the Idasa
team.

The essence of the treasury questions was to better understand the cor-
relation between the conditions prior to the formulation and implementa-
tion of the Act, and what the Act prioritised at the inception phase. Part of
the research was also about establishing the uniqueness of the legislation
and whether there were key external criteria by which we could judge the
success of the implementation of the PFMA. We were also interested in
understanding how provincial treasuries were supported, and what the
key implementation challenges and successes were during the period 2000
to 2008. In the case of service delivery departments, we wanted to better
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understand how the reporting burden of the PFMA affects service delivery;
key implementation successes and challenges; and which provisions of the
PFMA presented them with the greatest implementation challenges.

Following the review of the first draft, reviewers sent extensive sugges-
tions for further reading that were immediately relevant to the topic at
hand. One of the suggestions was to extend the coverage of the paper from
2008 to 2010, in order to consider the outcome-driven delivery agreement
process and auditing trends in 2009/10 and 2010/11, and how this could
potentially affect implementation of the PFMA. In addition, we looked
at the Money Bills Amendment Procedure and Related Matters Act, No. 9
of 2009, and how effective implementation of this law could alter future
implementation realities for service delivery departments.

Roadmap of the report

Section 2 of this report reviews existing implementation evidence on the
three dimensions of budget outcomes: aggregate fiscal discipline, alloca-
tive efficiency and operational efficiency. We rely on interview materials
(primary data), existing academic reviews of the PFMA (secondary data)
and service delivery data from the Public Service Commission (PSC) to
critically examine implementation data. This section also utilises data
from the AG reports in 2009 and 2010 for national departments, provin-
cial government and, especially, the provincial departments of education
and health. While perhaps not ideal, we deliberately mix the evidence
from treasuries and service delivery departments, even though the nature
of the challenges faced by these two entities is different. However, when
such differences become necessary for the discussion, we indicate clearly
that results apply to a treasury or to a service delivery department. This
section is aimed at finding a refined description of the status quo regarding
the implementation of the Act and tries to answer the question of whether
important revisions to the consensus view are needed.

Section 3 examines the key implementation successes and challenges
of the PFMA and considers the potential impact of recent policies, laws
and auditing trends on the future implementation of the PFMA in service
delivery departments. The latter analysis will necessarily be speculative, but
supports the view that recent legislative and policy changes are intended
to support the fuller implementation of the PFMA. Because of the regional
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nature of Idasa’s work, Section 4 sets out a small number of practices that
countries in the region could emulate, as well as practices that should be
avoided. These recommendations are intended for developing countries in
the region that have embarked on a similar course of financial and budget
reforms. Section 5 offers concluding remarks and provides a summary of
the main evidence presented in the paper.

Implementation of the PFMA and the three
budget outcomes

Public finance management reform is more than simply altering nega-
tive outcomes on the budget. Government spending should benefit cit-
izens, make citizens more prosperous and healthy, and create sustainable
sources of revenue that make service delivery predictable. Nonetheless, in
the context of our paper, it would be helpful to think about the implemen-
tation of the PFMA in terms of the three key budget outcomes: aggregate
fiscal discipline, allocative efficiency and operational efficiency. The rela-
tive detail accorded to each one depends on progress achieved with each
outcome, the level of agreement among respondents about implementa-
tion progress thus far, and the availability of external evidence and indica-
tors about progress made in each of the three outcomes.

Aggregate fiscal discipline

Ajam and Aron (2007) argue that an improvement in the quality of servic-
es that the government needs to deliver is crucial to maintain the impres-
sive fiscal stability gains at the macro level. In the same vein, Folscher and
Cole (2006:31) maintain that, while fiscal discipline has been achieved
and allocative efficiency improved, efficiency concerns at the operational
level remain. In an extensive assessment of the South African public
finance reforms, the European Commission’s ‘Republic of South Africa
Public Expenditure and Financial Accountability’ report concludes that
strict fiscal discipline has been maintained through the MTEF framework
‘that is effectively applied as an instrument of top-down discipline to the
budgetary process’. (European Commission, 2008:14)

10
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The reasons advanced for the success of the government in achieving
fiscal discipline range from the development of three-year rolling budgets,
the synchronisation of fiscal and monetary policy, and the establishment
of intergovernmental fora where political and administrative consensus
was sought on key financing issues. A number of indicators can be used
to signal the government’s fiscal position: the actual balance, the primary
balance (non-interest expenditure) or the structural balance (corrected for
cyclical movements). Figure 1 provides information on the balance of the
consolidated government budget as a percentage of the Gross Domestic
Product (GDP) for the period 2000/01 to 2010/11.

Figure 1: Consolidated government budget balance as a percentage of GDP

% of GDP
o Ndh AN Lo s vw

2000 2001 2 2003 2004 200, 2006 2007 8 2009 2010

Financial Years

Sources: National Treasury MTBPS: 2006, 2007, 2009 & 2010

The trend during the ten-year period is clear: apart from the strong
deficits caused by the economic crisis in 2008 and 2009, the government
maintained small deficits for the largest part of the period under review.
In fact, over the present MTEF, there is a strong tendency to moderate the
growth in expenditure and, hence, revert to the default position of the
government, which means small absolute deficits on the main budget.
In the National Treasury’s 2010 Medium Term Budget Policy Statement
(MTBPS), the government projects that the budget balance will decline
from a figure of 5.3% of GDP in 2010/11 to 3.2% of GDP in 2013/14.
However, two critical assumptions are that revenue will have recovered at
the end of the previous MTEF and that government will have succeeded
in moderating claims on expenditure. Although both assumptions are
shaky in the present economic climate, it does not gainsay the results of
the financial reform process that consistently brought absolutely low defi-
cits on the consolidated government budget. These numbers confirm the
government’s commitment to fiscal prudence and affirm what most com-

11
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mentators regard as the country’s best success indicator of the financial
reform process that began in 1997.

Since the only debate among practitioners is about the kind of fiscal
stance the government adopted or should have adopted (conservative
versus expansionary), and not about the actual outcome of the reform
process, the available evidence is unambiguous and requires little further
clarification.

Allocative efficiency

Allocative efficiency can be conceptualised as having two dimensions: an
empirical component (evidence of actual shifts in spending) and a philo-
sophical component (are allocations in line with government policy?).
Whereas the indicators for the success of fiscal discipline are straightfor-
ward, it would appear that an assessment of progress in achieving alloca-
tive efficiency can at best be transient. Dynamic governance and changing
policy and political circumstances may dictate different policy priorities.
However, because South Africa has been governed by the same political
party for the last 16 years, one could make the case that political stability is
synonymous with policy stability and, hence, an examination of allocative
efficiency gains should be possible.

To make the case for a shift in spending, we examine shifts in spending
across functions and across type of spending. The first has direct bearing
on so-called priority shifts and should show a clear move towards social
services expenditures and away from police and defence types of spend-
ing. The second type of spending shift (compositional changes) reflects
the government’s thinking on the balance among various types of expen-
ditures and what expenditures are valued more in achieving overall policy
goals. Table 1 provides information on shifts in spending on functions
(expressed as a percentage of GDP) for three periods: 1990/91, 1994/95
and 1997/98.

The three periods signify distinct stages in the development of South
Africa’s political and public finance systems: 1990 represents the start of
the political transition process; 1994, although the year of the first demo-
cratic election, almost certainly registers the efforts of the transitional
government; and 1997 represents the efforts and changes that took place
within the context of the then Function Committee system. Between 1990

12
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and 1994, expected functional shifts materialised, namely better resources
for education and social services more generally, and reduced spending on
defence. At the end of the 1997/98 financial year, defence spending was
trimmed even further, while education spending, although less than its
1994 share, claimed the largest share of government resources. Overall,
social services appears to have grown little between 1994 and 1997, partial-
ly reflecting the significant freeze on social spending from 1996 onwards.

Table 1: Functional classification of consolidated national and provincial government
expenditure (% of GDP)

Function 1990/91 1994/95 1997/98
General public services 2.4 3.0 21
Defence 4.0 2.9 1.7
Public order and safety 24 3.2 3.0
Education 6.1 71 6.5
Social security and welfare 2.0 3.1 3.0
Other social services 4.0 4.5 4.9
Economic services 4.0 4.0 3.0
Source: National Treasury MTBPS: 1997

Figure 2 represents spending data for the period 1998/99 to 2010/11.
It could be read as attempts at allocative efficiency under the new MTEF
regime, which first came into being in 1997/98.

Figure 2: Functional classification of consolidated national and provincial government expendi-
ture, 1998/99 to 2010/11 (% of GDP)

25%
20%

15%

% of GDP

10%

5% | Pl g ye————— V] N et

|

0%

1998/99 1999/00 2000/01 2001/02 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11
Financial Years

mmgmmSocial Services ==S==Protection Services Economic Services mm-amAdministration

Source: MTBPS, 1999 to 2010
Note: Actual expenditure and final GDP figures used throughout, except for 2010/11

13
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Overall, the share of social services as a percentage of the GDP grew
from around 12% in 1998 to close to 20% at the end of 2010/11. This
represents consistent growth over the period and provides a direct dem-
onstration of the importance of social services in the government’s overall
spending plans. For example, at the end of 2010/11, spending on social
services was approximately four times the corresponding spending on eco-
nomic services. All other services were kept constant as a share of the GDP
over the corresponding period. Spending shifts during this period took
place under the new constitutional arrangement of three interdependent
spheres of government. It is important to recognise that South Africa did
not devise sectoral spending strategies that were approved at Cabinet level.
Shifts in spending were driven by new budget institutions such as the
extended Cabinet, joint sectoral fora of national and provincial ministers
(MINMECs) and joint cross-sectoral fora of national and provincial politi-
cal office bearers (10*10, etc.).

While functional shits are clear indicators of allocative efficiency, it is
also important to examine shifts in the type of spending across functions.
This provides perspective on spending types that the government consid-
ers important in realising policy and political goals.

Figure 3 provides spending data for four distinct periods between 1998
and 2009.

Figure 3: Compositional shifts in spending by type of expenditure for 1998/99, 2003/04, 2006/07
and 2009/10 (% of non-interest expenditure)
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The data indicate that expenditure on personnel (salary and other
benefits) dropped from 51% in 1998 to 33% in 2009, which represents a
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massive decline of 18% over this period. In numerous publications and
policy pronouncements, the government considered spending on person-
nel as crowding out investments in infrastructure and other productive
economic activities. However, looking at Figure 3, spending on transfers
and subsidies — of which the bulk would be social security payments — grew
impressively over this period. Expenditure on capital and infrastructure
did not prove to be the consistent beneficiary of lower spending on per-
sonnel, partly due to the project-driven nature of infrastructure spending
and the poor capacity of government departments to spend their allocated
capital budgets.

The purpose of this paper is not to establish the net effect of such com-
positional shifts, but to test whether such shifts confirm the consensus
view that we have largely achieved allocative efficiency. We can confirm
that substantial functional and compositional shifts in spending took
place over the last 15 years. However, the problem with existing main-
stream accounts of the implementation of the PFMA is that they do not
explain how we arrived at this position," and whether this situation is
stable or bound to change. To answer some of these questions, we reflect
on the responses provided by treasuries and service delivery departments.
Where possible, we provide external data to back up some claims.

From a careful analysis of the interview data, three key dimensions
emerge, which we theorise have an impact on allocative efficiency at
the provincial level: a human resources/capacity dimension, a budgetary
dimension and a political dimension.

Human resources/capacity and allocative efficiency

Both national and provincial treasury respondents reflected on the lack
of strategic planning skills at the provincial level, and how such deficits
hamper the re-prioritisation of budgets. In fact, it is common knowledge
that certain provisions of the PFMA were delayed until such time that the
government built the necessary skills.

Throughout the interviews with treasuries and service delivery depart-
ments, the issue of skills deficits around public finance management was
prominent. While turnover of finance staff was important, respondents
focused on how existing staff at the provincial level are inept at linking
strategic plans to budgets. Box 1 provides a sample of some of their com-
ments.
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Box 1

There are usually major shifts between February and November, and that’s all over
the country, which means that the planning that went into the budget, even for the
current year, is not as good as it should be. But it has to do with planning and under-
standing your [budget] numbers, and understanding clearly what you wish to do in
the year of the budget ...

The first issue around departments when we talk about planning [is the case of con-
tinuous shifting of funds]. As a department, you must be in a position to ensure that
you do the things that you said you would do. Not going on changing [because of
poor planning].

Our department continues with efforts aimed at improving the alignment of strategic
plans with budgets, as well as the monitoring, evaluation and reporting of budget
information.

In the context of the large shifts in expenditure commented on earlier,
the general impression created in these interviews is that such re-prior-
itisation of expenditure would not have been possible if provinces alone
were tasked with ensuring allocative efficiency at such a large scale. Hence,
decisions taken outside of provincial governments, especially at intergov-
ernmental fora, appear to be the most decisive places where such changes

were driven.

Provincial budgeting, budget practices and allocative efficiency

Provincial respondents (both treasuries and the two service delivery
departments) raised a number of issues that have, in our view, a direct
impact on the ability of provinces to deploy resources to where they are
needed the most. The issues mentioned contain factors that enhance and
retard allocative efficiency at the provincial level. The most relevant fac-

tors discussed were:

e the limited revenue-raising ability of provinces;

¢ the continuation of unfunded mandates, especially in the social services

sector;

e incremental budget practices that have little connection with strategic-

level planning and budgeting;

e a general climate of economic uncertainty, forcing spending cuts and

mandating re-prioritisation;
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e ‘confusion’ around the assignment of expenditure functions and how
this limits the ability of provinces to spend on issues they have identi-
fied;

e the complete absence of civil society organisations (CSOs) in allocation
debates and decisions at the provincial level; and

e the role of intergovernmental fora in deciding provincial priorities.

It is a well-known fact and consequence of our constitutional dispensa-
tion that provincial governments do not have sufficient revenue sources.
Presently, own revenue comprises approximately 3% on average of total
provincial revenue, the so-called ‘unconditional’ block grant 78%, while
earmarked funding (conditional grants) comprises 19% on average of total
provincial revenue.” Provincial own revenue, as a share of total provincial
revenue, ranges from 1.2% in the Eastern Cape to 5% in the Western Cape.
Thus, even among provincial governments, there are differential discre-
tionary spending margins. Also, a significant part of provincial resources
deals with expenditure on compensation, which is nationally set and
nationally bargained. It requires very little imagination to realise that,
unless provinces are allowed to exploit own revenue sources or show more
efficiency in collecting what is due to them, they will continue to strug-
gle with diminished fiscal scope, thus further questioning their ability to
effect provincial processes and realities.

Although unfunded provincial mandates are no longer the curse they
used to be (see Barberton, 2002), they affect materially the perception
and reality of fiscal space for provincial governments. It would also be fair
to say that both national departments and provincial governments have
made inroads into eradicating incremental budgeting practices, but some
respondents insisted that this remains a reality. By not connecting spend-
ing to policy or the emerging needs of the province, incremental budget
practices would obviously be a threat to provincial allocative efficiency.
However, the spending evidence reviewed earlier suggests that material
spending shifts have taken place. It is becoming increasingly clear that
such shifts were not engineered by provincial governments and appear to
reflect extant intergovernmental fiscal practice.

The remaining three issues (economic uncertainty, the importance of
intergovernmental fora, and role confusion) are just as important in deter-
mining the magnitude of the fiscal space available to provincial govern-
ments. While global economic growth is outside of the immediate control
of the government, function and expenditure assignment across the three
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spheres of government is relatively clear in South Africa (Barberton, 2002),
and interdependent governance is the cornerstone of modern democratic
South Africa. Below are reflections by respondents on some of these issues.

Box 2

In addition, although the MTEF budgeting framework was meant to create higher
levels of stability and to improve forward planning, too much uncertainty still exists
regarding the allocations of future years. This was especially relevant over the past
three financial years as well as the current 2010 MTEF process due to the negative
economic environment that results in substantial budget cuts and the need for re-
prioritisation.

We've got a thing called the 10-by-10, which is the nine provincial treasuries, the nine
provincial education departments and the two national departments [treasury and edu-
cation]. They agree jointly on a set of priorities for the sector, which is similar to the old
Function Committee system. So you agree, these are the main priorities for education,
health, social development, housing, transport, etc.

However, while interdependent government and governance is mandat-
ed constitutionally, and given the weaknesses at provincial level in deploy-
ing resources where they are most needed, and accounting for the reality
of large spending shifts, the second respondent in Box 2 sums up well how
we got to where we are today. Intergovernmental fora have simply taken
the place of the Function Committees that existed prior to 1997/98 and
are, in fact, the most decisive places where resource allocation decisions
are made. Thus, for our overall allocative efficiency picture, it does not
matter that provinces are technically weak, but for provincial governments
intent on influencing provincial outcomes, this reality is devastating and
questions the true role and import of provincial governments. The oft-
repeated saying that provincial governments have been turned into pro-
vincial administrations finds powerful support in this account of allocative
efficiency and it remains questionable whether provinces will contribute
to future debates on where scarce government resources should be spent.

Political interference in the budget process and allocative
efficiency

The budget process in South Africa is designed to give political input an
important role in the final allocation decisions. The government’s strategic
medium-term frameworks serve as an example of how political content
conditions policies and the resource allocation process. However, it is
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assumed, outside of natural and social disasters, that unregulated inputs
and demands could derail spending plans and affect the extent to which
provincial governments are able to protect policy-vital spending.

Respondents across provincial and national government levels made it
clear that political interference remains an issue that upsets careful plan-
ning and destroys good budget practices. Box 3 offers examples of some of
the strong sentiments that have been expressed by respondents.

Box 3

Our government here decides they are going to have what we call a flagship project.
But this is done when these decisions are taken well outside of the budgeting process
and they then decide what they are going to do and where the funds would come
from. And as a result, somebody comes up with a clever idea that they should take 1%
from every department’s budget. And then you find that it means that now the plans
of departments are almost derailed.

These challenges [high turnover of senior personnel] were common to national and
provincial departments, and the most significant challenges that were experienced
include ... budgets were poorly compiled, hence making implementation difficult, and
there was evidence of political interference in the in-year implementation of budgets.

Our department continues with efforts aimed at improving the alignment of strategic
plans with budgets, as well as the monitoring, evaluation and reporting of budget
information.

It is difficult to establish objectively the magnitude of this problem at
national and provincial level,¥ but whatever the sums of money involved,
this kind of interference would further undermine the ability of provincial
governments to link strategic plans and budgets. Planned and policy-
driven allocation of resources is vulnerable in this political scheme. But in
a strange and perverse way, such forceful and direct political intervention
does make the case for the importance of spending on provincial reali-
ties, even though it heightens the State’s vulnerability to corruption and
unethical practices.

Operational efficiency

How does the PFMA conceive of operational matters and ensure that a
performance element is brought into the management of public resources?
Firstly, it does this through the responsibilities of the AO and especially
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section 38(b): ‘[The accounting officer] is responsible for the effective, effi-
cient, economical and transparent use of the resources of the department,
trading entity or constitutional institution.’

This responsibility is also extended to other officials in the employ of a
government department, trading entity or constitutional institution (sec-
tion 45(b)). Secondly, section 27(4) of the legislation ensures that the way
in which budgets are presented to Parliament allows the latter and the
broader public to exercise oversight by specifying that each programme
should have measurable objectives.

Thirdly, various reporting requirements specified in terms of the legisla-
tion allow feedback to politicians and the broader public about the results
achieved using public resources. These reports include the departmental
Annual Report (sections 40(1)(d) and 40(3)(a), and the quarterly financial
and service delivery reports from provincial governments (section 32(2)).

Fourthly, under the general responsibilities of AOs, section 38(1)(a)(iii)
requires that the AO puts into being and maintains ‘an appropriate pro-
curement and provisioning system which is fair, equitable, transparent,
competitive and cost-effective’. This is obviously very important from a
performance point of view, because tenders that have been awarded to the
wrong persons and businesses are doubly costly and inefficient for the gov-
ernment. In the latest Report of the Auditor General (2011), which exam-
ines the performance of provincial education and health departments on
their infrastructure projects, it is indicated that the costs of replacement
contractors amount to approximately R64 million for education and R537
million for health. These contractors are brought in because tenders were
awarded to the wrong persons and companies, or to persons and compa-
nies that have multiple contracts with government, resulting in inefficien-
cies in the way tenders are managed.

The abovementioned provisions in the PFMA are aimed at providing
enough information to policy makers, politicians in Parliament and the
broader public about how well resources are translated into results. One
expects, therefore, that such information is useful to departments inter-
nally as they seek to improve their performance. This presupposes that
departments have systems in place that allow them to identify useful
information, review this information and use it as a basis for informing
final allocations to functions and programmes.

Folscher and Cole (2006:31) provide a compelling description of the
state of public finance reform when they argue that:
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‘All in all, the South African system has reformed fast, up to a
point, but has been struggling to deepen the reforms in order to
turther enhance service delivery. It can be argued that whereas
fiscal discipline has been achieved, and the allocation of scarce
resources to spending priorities improved, addressing efficiency
issues is the greatest challenge remaining [author emphasis].
Perhaps in these areas it is not only the public financial man-
agement systems that are at fault, but further reforms need to
be co-ordinated with improvements in parallel systems, such as
human resources management.’

This quote is useful for two reasons: one, it summarises well the consen-
sus position on the achievements of our public finance reforms, including
the implementation of the PFMA; and two, the authors suggest that incho-
ate systems developed under the PFMA are part of the reason for the dire
performance of government institutions in improving the lives of ordinary
South Africans. This position is not universally accepted as had become
clear from interviewing national and provincial respondents.

In the next sections, we identify key dimensions of the operational
efficiency equation as seen through the eyes of national and provincial
government practitioners. We supplement this reflection and discussion
by using academic research and official government data on the various
aspects addressed in this sub-section. The following factors were consistent-
ly identified by respondents as having a significant bearing on the imple-
mentation of the PFMA and government departments’ overall efficiency:

e capacity constraints and skills shortages;

e variable AO performance and poor use of disciplinary and criminal pro-
visions in the Act;

e negative impact of politicians on implementation;

e compliance burden of legislation (public finance, human resources and
sectoral legislation);

* lack of proper back-up implementation and administrative systems; and

e the overall usefulness of capacity development.

Capacity constraints, skills shortages and operational efficiency

Capacity constraints and skills shortages had a significant impact on the
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(phased) implementation of the PFMA, especially its operational efficiency
dimensions. In our correspondence with the National Treasury, it was indi-
cated that, because measurable objectives were ‘new concepts in the public
finance arena’, implementation of this (performance) aspect of the PFMA
was delayed for implementation until 2002. While the postponement
made sense from an operational and readiness point of view, it conveys
powerfully how the operational aspects of the PEMA took a backseat at the
onset of the legislation’s implementation. Respondents reflected on this
matter in the following ways:

Box 4

[Capacity is lacking in the areas of] asset management, what else, internal control.
What we mean by internal controls? We want actual inspectorates where the link
between the hospitals and the head office — where you can check whether the PFMA
has been implemented - is sufficient. Currently, we have capacity in head office, but
you don’t have capacity to also check that the hospitals and other institutions are
doing it.

OK, | think in almost everything that you have mentioned, with us for instance, its
capacity, the segregation of duties as indicated in the PEMA. For example, in the hospi-
tals, due to shortage of financial staff in the hospital, there are only one or two people
who must do procurement payment, whereas the PEMA clearly states there must be
segregation of duties.

However, there are issues of capacity. The issues of skills — which are coming out — are
not really sufficient to enable 100% compliance with the PEMA. The [public finance]
skills are not always sufficient. But we cannot sit here in treasury and do the budget for
a department that has its own accountability system. But really, in terms of planning
and linking your things to the budget and your plan, it has been difficult.

Although the first comment refers to the health sector, one can gener-
alise this pronouncement to other sectors, especially where service deliv-
ery sites are decentralised. In provincial education, large sums of money
are transferred to schools to pay for textbooks, small capital equipment
and municipal services, and follow-up transfer payments are conditional
upon schools providing financial statements. Due to the large number of
schools, provincial education departments are unable to verify the verac-
ity and quality of all the financial reports, thus leaving the door open to
the inefficient and corrupt use of government resources." Some provincial
education departments make use of management consultant companies,
but, invariably, even these private service-providers will audit and assess a
sample of schools only. One has to assume that departments’ inability to
verify the veracity and quality of financial reports of extra-budgetary insti-
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tutions has a negative effect on the resources-outcomes link and, hence,
operational efficiency is jeopardised.

The second quote also speaks to the issue of the segregation of duties
and, in this regard, Folscher and Cole (2006:21) state that checks and
balances have been instituted to ensure that individuals undertake their
duties. They provide an example of payroll systems where the person
tasked with establishing the legitimacy of payments is different from the
person making the actual payments. This minimises the possibility of col-
lusion and corruption, thereby ensuring that, at the first hurdle, resources
are put to use as per departmental requirements and planning. Failure to
do so represents severe risks for departments and puts effective and effi-
cient service delivery in jeopardy. Capacity constraints and skilled staff
shortages do not, therefore, only affect planning and strategic deployment
of resources, but are also directly implicated in the poor state of service
delivery in South Africa. The situation that the respondents reflect upon
does not necessarily imply broken systems, but merely says that staff short-
ages compromise the full operational implementation of the PFMA.

Due to the undeveloped nature of the operational efficiency dimensions
of the PFMA, very little objective data exist that measure this aspect of the
legislation. In personal communication with Mr Jayce Nair from National
Treasury, he intimated that the National Treasury ‘recently developed a
Financial Management Capability Maturity Model (FMCMM) to assess the
financial maturity of PEMA-compliant institutions. Since using this tool, it
is quite clear that [we are] still in the developmental stages and still need
to progress to the point where it can be determined whether public funds
are being spent in accordance with the three e’s (economy, efficiency and
effectiveness). The FMCMM has been designed with six different levels,
with the first three focusing on compliance and controls. Levels 4, 5 and 6
will focus on the three e’s and, amongst others, how well money has been
spent. We anticipate assessing departments in this regard sometime during
the 2012/2013 financial year.’

There are two points that need to be emphasised from this statement:
one, most public institutions are focused on complying with the legisla-
tion and any advanced engagement with the three e’s of the PFMA is still
some way off; and two, although the result of the capability assessment
is an average score for a department, scores are averaged across functions
(asset management, liability management, compensation of employees,
etc.), which are populated by persons, thus the question of capacity and
skills are implied in these assessments. The generally low scores on this
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diagnostic tool across national and provincial departments are, in part,
a reflection of the poor skills set in the public sector. This is also a clear
statement about how the lack of skills in the public sector is preventing
advanced engagement with and implementation of the PFMA.

Variable AO performance and operational efficiency

The PFMA vests a lot of authority in AOs and makes these officials respon-
sible for the effective and efficient management of resources in govern-
ment departments. The extent to which government departments reach
their policy and service delivery goals is a direct function of the profes-
sional calibre of the AO.

In a piece that deals with capacity building in African public servants,
Obadan (2005) notes that economic and financial management skills need
to be appreciated against the background of public sector reform. Public
sector reform must have one overarching goal and, according to Obadan,
this is the development of a critical mass of expertise to analyse, articulate
and implement development policies, programmes and projects in vari-
ous sectors. Ajam (2007), in reference to the role of the Chief Financial
Officer (CFO), makes the point that such officials should know enough
of the core technical aspects of service delivery in order to be effective.
These remarks are equally applicable to the position of the AO. Kusi (2006)
notes that getting civil servants to manage for results and transforming
State agencies into active producers of public services has taken more time
than anticipated. Maphiri (2011) describes an extensive process of in-year
management and monitoring, which requires high-quality leadership and
management control to achieve integrated public finance management.

This shortlist of desirable skills for senior managers is far from exhaus-
tive, but already looks daunting. How are AOs seen by their colleagues in
national and provincial treasuries, as well as provincial and national ser-
vice delivery departments? And what do these perceptions tell us about the
state of leadership at this level? Finally, how does weak leadership affect
the achievement of operational efficiency? Below, we provide a sample of
some of the comments from respondents.
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Box 5

You’d find departments that are very good. And you also find departments that are not
so good. As a result, we are putting more and more emphasis on developing financial
management skills in various areas. So within the province [there are departments] that
did not under- or over-spend and getting a clean report. But you find others with huge
over-spent budgets, poor financial management, disclaimer audit reports ...

[The performance of accounting officers] has not improved. It has worsened. It dif-
fers you see. In 2005, we had only about two departments with qualifications. 2006, |
don’t remember 2006, but 2007 we had more than two. From one year to the next,
you never know what is going to happen. At best, we have not improved.

In general, the performance of accounting officers for the period 2000 to 2008 can be
described as good. However, improvements can still be made towards improving the
quality of the annual financial statements, annual reports, monthly reports, etc. Our
department therefore interacts regularly with clients with a view to providing assistance
to improve their financial management.

Comments from the first two respondents reflect on differences within
the same locality and differences across time. The latter reflects a perennial
problem that has plagued senior financial management, namely the inces-
sant turnover and movement of scarce-skills staff members. This obviously
brings with it instability and changing public finance fortunes in service
delivery departments. One would have to assume that service delivery
would be affected, because a department whose finances are mismanaged
can hardly be thought to deliver high-quality services to its primary recipi-
ents. Differences in financial leadership within provinces could possibly
reflect that some departments offer better working conditions or have
generally more skilled staff, but this raises the question of just how united
the public-service cadres are within a province. And how does a provincial
treasury, the provincial government per se, let some departments’ perfor-
mance slip so badly?

A further context to the variable performance of AOs is the oft-repeated
assertion by respondents that mismanagement and wrongdoing are left
unpunished within departments. Some respondents felt that what weak-
ens the implementation of the PFMA and, by extension, operational
effectiveness, are unjustified feelings among government officials that no
action will be taken. What does the financial misconduct of national and
provincial department look like? The PSC publishes annually a review of
financial misconduct cases." Figure 4 shows the number of reported cases
for the period 2001/02 to 2008/09.
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Figure 4: Number of reported financial misconduct cases and percentage of employees found
guilty, 2001/02 to 2008/09
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The data in Figure 4 suggest that action is taken in instances where
there is financial misconduct. The number of reported cases in 2008/09
was 1 204, of which 86% returned guilty verdicts. In fact, throughout the
data series, it appears as soon as a person is charged with financial miscon-
duct, there is a very high chance that he or she will be found guilty. The
percentage of employees found guilty ranges from 77% in 2003/04 to 86%
in 2008/09. We are, of course, also interested in the percentage of senior
managers that are implicated in financial misconduct. The data from the
PSC suggest that 4.5% of reported cases in 2004/05 and 1.9% of reported

cases in 2008/09 involved senior managers.

To further investigate (or validate) the complaints by respondents that
little action is taken when financial misconduct takes place, we next
examine the kind of punishment that was imposed on guilty public serv-
ants. Figure 5 provides information on the kind of sanctions imposed on

affected State employees for the period 2002/03 to 2008/09.

Initially, a rather large percentage of cases resulted in formal discharge
from the public service. In 2002/03, 47% (225 cases) of those investigated
for financial misconduct were discharged, but this figure fell to 11% in
2008/09. An increasing number of guilty employees receive a final written
warning as a disciplinary step, while 23% receive a combination of sanc-
tions. If our conclusions were to be based on this data alone, then clearly
some tough action has been taken against guilty government employees,
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thus implying that the respondents in our interviews exaggerated the
‘toothless’ nature of the PFMA and associated public-service regulations.

Figure 5: Main forms of sanctions imposed during the period 2002/03 to 2008/09
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However, the absolute number of reported cases for State employees gen-
erally and for senior managers more specifically appear quite small given
the size of the public service sector. It could be that these cases are only
the tip of the iceberg and that there is indeed an unwillingness to bring
all offenders to book. In its reflection on provincial auditing outcomes
for the 2009/10 financial year, the Auditor-General report (2010:18) states
that cases of financial misconduct are indicators that internal controls
are not working as they should, or, alternatively, these internal controls
are overridden. The best we can conclude on this matter is that there is
evidence of strong action and there is no reason why this would not be
continued. However, the absolute numbers leave us unsure whether all
financial misconduct is measured comprehensively by the available data.
The delivery agreement for Outcome 12 supports the views of respondents
on the reluctance of managers to take action against staff members who
transgress public-service provisions. The delivery agreement states that it
takes several months for disciplinary processes to be started and that there
are significant inconsistencies in the type of sanction applied (Department
of Public Services and Administration, 2010).

Despite the rather gloomy picture of the state of financial management
at the highest government levels, it is important to note that the National
Treasury recognised public finance management skills gaps as an impor-
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tant issue and instituted a series of conditional grants aimed at improving
public level financial management skills. One such example is the educa-
tion sector, where the quality improvement and financial management
grant was awarded to provincial education departments to strengthen
their financial management capacity. In his Report to the President of
South Africa on the state of education in 2002, Minister of Education,
Professor Kader Asmal, argued that improvements took place through bet-
ter systems for planning and monitoring, but cautioned that more work
was needed on improving procurement systems. Other departments that
benefited from financial management capacity grants were health, social
welfare and the then State expenditure department (National Treasury,
2000).

The ‘compliance burden’ and operational efficiency

Are provincial treasuries and, more specifically, service delivery depart-
ments, subjected to reporting requirements that detract from the job of
delivering public services? The interview data has provided interesting
perspectives on this issue and is summarised thus:

e There is a difference in reporting requirements for treasuries and for
service delivery departments. The former are subjected to the PFMA
and the Public Service Act, 1994 (No. 103 of 1994), while the latter add
further sectoral-specific legislation to the list of constitutional and legal
matters that must be observed and responded to. In that sense, there is
a differential reporting burden.

e In our written exchange with the National Treasury, they made it clear
that such complaints were received from provincial political heads
(Premiers), but that the latter had not produced convincing evidence to
prove that compliance reporting is indeed the order of the day or that
provincial AOs find these requirements onerous.

e However, while the National Treasury flatly denies that the reporting
requirements are onerous, the point was made that there are still large
quality differences in the ability of reporting entities to submit reports
of an acceptable standard. While we have established capacity differ-
ences as a potential explanation for this state of affairs, it is hard to rule
out a compliance mentality, especially given the legal consequences (at
least on paper, as we also showed) of transgressing provisions of the
PFMA.
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e Some respondents have pointed out that the onerous reporting require-
ments are made doubly difficult by the uncoordinated information
requests that emanate from the National Treasury. We have not been
able to verify this allegation with the National Treasury and, therefore,
cannot assess the validity of this interpretation.

More research is needed on the matter because, if a compliance men-
tality exists, the quality of service delivery and operational effectiveness
information is compromised. In fact, there is widespread acceptance that
the quality of the annual and quarterly service delivery reports is variable
and, hence, less useful for an analysis of service delivery trends.

The answer does not lie in reducing the information that is now avail-
able to Parliament and the public at large, but to ensure that the informa-
tion is not misleading and actually provides an accurate assessment of the
state of service delivery. Hence, concerns about the existence of a compli-
ance mentality cannot and should not be solved by reducing the quantity
and quality of service delivery information at our disposal.

Dashboard summary of three budget outcomes

Table 2: Summary of implementation factors and their impact on the present budget outcomes

Budget Implementation factors Impact of implementation factors
outcomes

Aggregate | Introduction of the MTEF | Hard ceilings discipline spending claims on the fiscus; top-
fiscal budget framework down nature of the budget process reduces departmental
discipline ‘budget games’; discussion of ‘options’ during budget pro-
cess focuses departmental thinking on available resources

Consensus-building in Domination of African National Congress (ANC) provincial
intergovernmental fora governments eases target-setting and agreeing to fiscal
targets; finance MINMEC (Budget Council) is an influential
body driven by consensus-building and fiscal results

Political backing pro- Internal and external pressures to increase spending beyond
vided to finance ministry | targets successfully resisted through the backing of National
Treasury by political leadership in government
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Allocative
efficiency

Poor level of planning
and strategic skills at
provincial level

Spending on unplanned shortfalls; hastily put-together politi-
cal priorities that add further pressure on spending; moving
around of resources to fill unplanned gaps reduce depart-
mental effectiveness in moving resources to where they are
needed

Revenue allocation
process that hamstring
provincial discretionary
spending

Limited fiscal space and poor planning skills make it less
likely that provincial departments develop medium- and long-
term plans that address provincial needs and priorities

Importance of
intergovernmental fora

Politicians have used such fora to great effect for their
respective sectors, especially those that include sector and
finance politicians; policies that are considered important,
but are poorly funded, can be discussed and guarantees
provided for better funding

Opera-
tional
efficiency

Dedicated and thought-
ful capacity building and
support by the National

Treasury

Given the low levels of skills in public service, National
Treasury involvement in financial management is pivotal for
the earlier successes around compliance, especially their
template-driven interventions

Human resources
capacity constraints

The financial capability instrument confirms that we are at
the compliance stage and that existing personnel place
limitations on how fast the system can progress to advanced
financial management for outcomes

Insular departments at
national and provincial
levels

Inability of departments to use external data (AG reports,
the public, portfolio committees) means they are unable to
change the service delivery mechanism to make them more
efficient and results-driven

Lack of measurement of
efficiency

Prior to the introduction of the financial capability framework,
departments had no target or benchmark to strive for and
AG audits are insufficient to determine the financial manage-
ment level of departments

A closer look at implementation successes
and challenges

A

remarkable feature of the implementation of the PFMA has been the
strong capacity building that took place both prior to and during the

implementation of the Act. The National Treasury played a substantial role
in making sure that new proposals were properly understood, and involved
both national departments and provincial governments in such efforts. All
the provincial respondents affirmed that capacity building was consist-
ently done across the various stages of implementing the PFMA. Also, pro-
vincial treasuries, provincial departments and national departments were
involved in the extensive training and capacity-building events.
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Our proposition is that capacity building has been central to the imple-
mentation successes witnessed over the last ten years. What we do not
know is how capacity building is linked to implementation successes
and whether the secondary literature or the interview data will help us
to better understand its role. We also explore what we consider to be the
limits of the National Treasury capacity-building model and we try and
link that directly to some of the implementation challenges that still
plague our public finance system. While respondents have provided an
array of implementation successes and challenges, for the purposes of this
discussion we have focused on factors that appear to be common in the
responses of the national and provincial respondents.

Implementation successes

From an analysis of the secondary literature and the interviews with
treasuries and service delivery departments, we came to the conclusion
that there are two distinct implementation successes for which little or no
evidence to the contrary exists. Of course, other authors have provided
evidence of different kinds of successes, but our ploy here was to select
only those successes over which there are no serious and fundamental
disagreements."

One, the PFMA has fundamentally altered the overall reporting and
budget information environment in the public service. Although there
are questions about the overall quality of such reports and disputes over
whether the reporting burden is disproportionate, it is near impossible to
resist the proposition that the PFMA generated more budget information
(financial and non-financial), which is now freely available to parliamen-
tarians and the broader public. Not only is more information available, but
such information is also provided timely as per the implementation sched-
ules laid out in the PFMA. This transpired in spite of initial fears that the
implementation schedules for submission of financial and consolidated
reports are too punishing.

Respondents’ assessment of this proposition is reproduced below and,
because it is such a central part of the text, we have quoted at length (in
some instances the verbal stream was rearranged to extract the overall
meaning of the response).
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Box 6

External independent bodies are also of the view that the PFMA has contributed
towards the improvement of financial management in the public sector. This view was
expressed by the Auditor-General whilst the South African Institute of Government
Auditors is of the view that the quality of public sector annual reports exceeds the
quality of the private sector annual reports, especially with regards to the amount of
pertinent information that is provided.

So the PFMA brought a non-financial performance management [aspect] that wasn’t
there in the old Exchequer’s Act. So that by itself was a quantum leap into the future.
However, it took about six years really to get into ... the system. So this is probably the
first year [2010] | think that we would be able to test whether ... how well we have
done with performance management and linking them into the way the budget is
done.

Since we started to table this Budget Statement, | mean it has a lot of information

and so does the Budget Speech at provincial level. The legislature is filled to capacity.
Because now we are saying with the state of the province address ... information is
coming out. And that we also have radios now. | mean the FM is based here in the city
at one of the SABC radio stations. But the question is now ... are we really touching
the lives of the poor out there?

| think the biggest success, | think here is that you start reporting on annual financial
statements and making disclosures. Whereas in the past it was a one page appropria-
tion account, full stop! You are following things up now. Your ... over-expenditure, or
let’s call it unauthorised expenditure under the old appropriations account, | mean so
what? Your accounting procedures now stay until it’s approved. It can’t disappear. |
think those [non-financial information requirements] are very good information
management to make government’s spending more transparent.

The third quote reveals a very interesting dimension to the new infor-
mation-rich environment under the PFMA: communities and citizens
demand to know more about how government resources are likely to affect
their lives. While the respondent’s views in the second quote also touches
on the importance of non-financial information, none of the respondents
believed we had made enough progress in integrating financial and non-
financial information. The fourth quote reveals how someone who was
familiar with public finance management under the old Exchequer Act
system appreciates the new sense of accountability that has been intro-
duced with the superior reporting requirements of the PFMA. Generally,
even respondents who are very critical about the overall contribution of
the PFMA to solving service delivery crises admit that the information
environment under the Act has been changed irrevocably for the better.

Two, the PFMA and associated regulations have undoubtedly contrib-
uted to improved transparency in the budget information that is available
and presented in official government documents. External and objective

32



A CLOSER LOOK AT IMPLEMENTATION SUCCESSES AND CHALLENGES

evidence for this is our comparative standing among both developed and
developing countries as measured by the OBL* In the 2010 version, South
Africa was ranked the most open and transparent provider of budget
information, making this information widely available to the media and
the public in general, and producing national budget documentation of
outstanding quality.

The question remains as to why the PFMA has been so successful in
generating more (and in some instances better) information and contrib-
uting to improved transparency. We believe that capacity building that
leads to the production of templates (or toolkits) and the availability of
sufficient and clear guidelines that assist officials in the completion of
various annual budget reports (proposals and implementation) might be
one of the reasons for the success in producing reports on time. This does
not gainsay the systems that support the production of financial and non-
financial information, but, as we suggest in the next section, evidence is
strong that such systems are not optimal, do not speak to each other, and
in some instances (M&E, for example), systems are not yet in place. What
we are saying is that capacity building that has concrete reference points
has a better chance of altering behaviour. Logically, this implies that any
task in the legislation that cannot be executed by means of a checklist
approach, and which relies on individual skills and discretion, is likely to
be harder, more challenging, and government’s capacity-building efforts in
making officials legislation-compliant will prove to be less effective.

However, a powerful rival explanation is that producing information
on time is the raison d’étre for public finance legislation per se, and that
any delays would destroy the entire system of accountability within and
outside of the Executive branch of government. Hence, information gen-
eration was given the highest priority by the Executive, entirely in keeping
with the phased implementation of the PFMA. Over time, we should see
steady gains in areas that appear intractable as policy and implementation
attention shifts away from generating information to guaranteeing qual-
ity information and meaningful service delivery outcomes. This sounds
entirely plausible, but we feel there is good reason to believe that the suc-
cess of capacity building in the context of the PFMA is limited to specific
areas and that not all aspects of the Act lend themselves to the template-
driven capacity-building approach.
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Implementation challenges

The ultimate implementation standard by which service delivery and pub-
lic finance management should be measured remains those provisions of
the PFMA that require an emphasis on economy, effectiveness, efficiency
and transparency in the use of government resources.

But what does this mean? Superficially, it seems to imply that services
delivered should become cheaper as they improve; government must
deliver the right mix of services (quantity and quality) to primary benefi-
ciaries, devise systems that transparently show how resources have been
used, and report what results and outcomes have been bought with public
resources. This, by any service delivery standard, is a tall order and requires
officials who understand the policy and service delivery context and
within the limitations of the resources envelope of the spending unit, to
deliver services as per the PFMA prescriptions. Hence, a key aspect of this
process is an iterative refinement of service delivery mechanisms and the
ability to measure how well spending units perform their assigned service
delivery and spending mandates.

One implementation challenge relates to the inability of departments
to establish a coherent and comprehensive M&E system. Commentators
routinely refer to the poor quality of the indicators, their arbitrariness, and
the fact that these indicators do not meaningfully measure the service in
question. Respondents’ take on this matter is reproduced below, but in a
real way, meaningful quality indicators can only be developed in the con-
text of a comprehensive M&E system that captures key policy and service
delivery information.

Box 7

When the PFMA was implemented, the non-financial [bit] has not been implemented
together. Because national [treasury] must give you guidelines and formats how to do
that. And they only started currently last year. They are still busy developing this kind
of reporting format for non-financial information. The people must still be trained how
to use the non-financial [information] in league [in conjunction] with the financial. The
PFMA there does not give guidance there.

I mean | will say that's still a new thing for me [non-financial information] growing

up like a small child. You will find that you have this non-financial information in the
budget, in the annual plans of the department. But if you say you want to build a
school and so many schools, | think ... as you go to the annual reports, you must talk
about the same information. To say, | set myself a target of building three schools and
then you should be able to find that information at the end [in the annual reports]. It’s
not the same [the information reported and the target do not speak to each other].
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Since the National Treasury issued the ‘Framework for Managing Programme
Performance Information’, the quality of performance information in strategic plans
and annual reports has improved significantly. The Framework provides a greater
understanding of key concepts relating to performance measurement. Performance
indicators, targets and measurable objectives continue to improve on an annual basis.

Feedback from quotes one and three reinforce the point we made earlier
around the need for guided assistance (read templates) for national and
provincial officials in the implementation of the PFMA. These respondents
make it clear that since the National Treasury provided direct assistance
and guidance, improvements in the quality of indicators followed. This
evidence supports our proposition that capacity building by treasuries
(and National Treasury mostly) is most successful when the outcome is
a concrete product or template that can be used ‘as is’ for departmental
purposes. Given the decentralised intentions of the PFMA and the need
for managers to ‘manage’, it is worrying that success in the implementa-
tion of the PFMA can only be claimed when there is direct intervention by
the National Treasury. Complicated tasks such as designing service deliv-
ery interventions that are effective, efficient, economical and transpar-
ent cannot be managed as per the template capacity-building approach.
And given the second respondent’s concern that adopted indicators are
not necessarily the ones that are reported on, the implementation of the
PFMA appears destined to run into serious problems unless innovative and
resourceful senior managers are in bountiful supply.

An important consequence of the effective, efficient, economical and
transparent use of government resources is the need to learn iteratively
(using financial and non-financial data) about what works and what does
not. By not having fully-fledged M&E systems, departments risk not learn-
ing from implementation and their service delivery mistakes. This brings
us to our second implementation challenge: the frequency and rate at
which departments respond to recommendations made to them by the
AG. There appears to be a broken chain between the recommendations of
the AG, the actions and discussions in the various public accounts com-
mittees in Parliament and provincial legislatures, and the remedial actions
that should happen in affected departments. As one respondent put it:
‘But you see, it [compliance with AG findings] differs in departments.
There are those I know, they don’t worry. As we are speaking, I have just
received a management letter for 2008/09. You are not going to get any-
thing here that says this issue was raised last year. Because I act on them.’

This respondent appears to be one of the good officials who respond
immediately to concerns raised by the AG, but implies that this respon-
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siveness is not a feature of the government department in which he or
she is employed. This was asserted by many of the respondents, who said
that new staff often has to deal with AG recommendations that they know
nothing about. This leads to lethargic responses and, in many instances,
the same departments get the same qualified audits or disclaimers. For our
purposes, and the fact that we speak about an iterative service delivery
approach, this suggests again that many government departments are not
prepared to learn and to remedy where appropriate. There are departments
operating without proper M&E systems and follow-up, and no remedial
action is taken on AG recommendations. The broader picture that emerges
is one of insularity. Without this iterative learning process, it is hard to
conceive of services being implemented that are increasingly cheaper, bet-
ter and more focused, and where results are reviewed and used in formulat-
ing new service delivery strategies.

The third implementation challenge we want to highlight is the extraor-
dinary reality where citizens and civil society as a whole are not involved
in allocation decisions or consulted on operational matters. Here are some
respondents’ comments on citizens’ involvement in the budget process:

Box 8

| think the problem we have is because we are running at a very tight deadline. We will
produce the documentation that we need to provide because | mean it is an enormous
database that we have to put together. And that’s usually finished just in time for print-
ing and then it’'s a week before you need to table the stuff. But their [civil society’s]
request for gender budgets and children’s budgets, | mean — | can say guys, that’s the
information, use the books. So if Idasa wants to come and say, there’s the book, you
can do something for civil society. But by that time, we are done with budgets.

There is supposed to be consultation every time we go and present our budget pro-
posals in terms of the appropriations bill. Now the requirement is that this bill must
then to be taken to the people for their comments. | have been here since 2005 — |
have never heard at any one time that no, we must change that allocation on health
because members of the society, they are saying one, two and three, etc. | really think
it is an act of complying [taking the budget to the people], but I really doubt whether
it is helping ...

| really don’t know what the public get out of it, but from a management point of
view, there’s quite a lot of things that you now learn that you did not know in the past.
Whether the public really look at it, | don’t know. Maybe a few interested people. But |
really don’t know ... at the end of the day, it’s very difficult to measure.

The last two respondents appear to reflect on a symbolic procedure that
does not seem to have any real impact. This represents provincial treasur-
ies as going through the motions, but not getting substantial feedback, or,
even if they do, not using it to make any changes to the proposed budget
allocations. The first respondent seems to be saying that the timeframe of
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the budget process is so squeezed that there is insufficient time to consult,
and that working with citizens and civil society is best left to NGO practi-
tioners. This view was shared by two other provincial treasuries for whom
the concept of consulting with citizens is alien and unproductive.

Although the issue of citizen participation seems to be removed from the
tirst two implementation challenges (the absence of M&E systems and var-
iable follow-up on AG recommendations), it falls into the same category
of problem for departments. Not engaging with citizens and communities
means that the ultimate beneficiaries of government services do not have
a say in how such services could be improved. This leaves departments
even more insular and unable to respond to emerging challenges in com-
munities. However, we are sympathetic to the plight of provincial treasur-
ies because of time constraints and a bureaucratic culture that is inimical
to citizen participation. Provincial-level participation is probably not the
most strategic place to start engaging the idea of participatory budgets, but
maybe provinces can help facilitate such discussions.

We feel that these three implementation challenges of the PFMA are
serious — although not the only ones, of course — because they suggest
points of breakdown and foregone learning opportunities. Government
departments in the business of allocating resources and changing lives can
ill-afford such insularity. The rising level of municipal protests (see Figure
6) is a clear warning that we need to reconsider the whole notion of civic
participation and engagement in budgetary matters.

Figure 6: Service-delivery protests by province, January 2004 to July 2011

Western Cape 14%
ern Cape 9%

Free State 11%

North West 12%

Gauteng 30%

Mpumalanga 10%

Limpopo 4%

KwaZulu-Natal 89
Source: Municipal IQ: Municipal Hotspots Monitor, quoted in Department of Cooperative Governance,
Research Weekly Alert, 5 August 2011.
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Policy and legislative developments affecting the
future implementation of the PFMA

Since the implementation of the PFMA in 2000, a number of new laws and
policies were passed that have a direct bearing on financial management
in South Africa. We focus on three developments in this section, namely
the publication of delivery agreements for politicians; the passing of the
Money Bills Amendment Procedure and Related Matters Act, No 9 of 2009;
and recent trends towards performance auditing undertaken by the AG. All
these developments have the potential to put into perspective some of the
implementation successes and challenges that we have identified in the
preceding paragraphs.

Delivery agreements and potential impact on the
implementation of the PFMA

The delivery agreement for Outcome 12 specifies a number of issues that
the government needs to look into to improve the quality of financial
management in the public service. Below, we provide what we believe are
the most important dimensions of this strategy:

e Expenditure and cost reviews to determine if funds are correctly allo-
cated and whether value for money is obtained with the approved
spending resources;

e The development and implementation of a financial capability maturity
tool to assess the various financial management functions undertaken
by departments;

e An intense focus on reversing negative audit outcomes by synchronis-
ing the roles of officials and politicians, and strengthening both admin-
istrative and political accountability;

e The introduction of unit-cost methodologies to enhance the cost-effec-
tive implementation of government policies;

e The introduction of multi task teams to bolster measures aimed at pre-
venting corruption in the supply-chain management process;

e Intensified financial management capacity-building across the three
spheres of government, focused on both the individual and the organi-
sation; and
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e The introduction of a strategy to address staff shortages in the finance
field.

While each recommendation requires detailed analysis to understand
its potential impact on the implementation of the PFMA, we focus here
on the introduction of expenditure reviews and unit-cost methodologies.
Expenditure reviews have the potential to change the way departments
look at spending on programmes and may achieve what the old activity-
based budgeting proposals could not achieve. This has implications for
where resources are spent (allocative efficiency) and what value for money
can be achieved with alternative activities in programmes and sub-pro-
grammes.

The most innovative proposal, however, is the introduction of unit-cost
methodologies. The idea of defining unit costs for the various services is
a big step forward in determining whether we spend sufficient resources
on certain activities, or whether we are spending more than we should.
However, not having seen the unit-cost methodology, it is important
that sector-specific details be scrutinised to ensure that activities and pro-
grammes are not deprived of valuable resources. From the point of view
of the implementation of the PFMA, determining base levels of unit costs
is essential to gauge whether departments are progressively providing ser-
vices at a cheaper cost. This involves innovation in both the mechanisms
chosen to deliver the service and a reduction in the underlying costs that
define a service. If departments get this right, they should have access
to important and realistic benchmarks, which could then be used in the
service delivery improvement cycle. In the present situation, departments
do not have access to this information and could, therefore, transition to
targets blindly, which may be irrelevant and inaccurate.

The Money Bills Amendment Procedure and Related Matters Act
and its potential impact on the implementation of the PFMA

The Money Bills Amendment Procedure and Related Matters Act, 2009
(No 9 of 2009), is an important legislative contribution to the improved
implementation of the PFMA. It does this by:

e Strengthening Parliament’s engagement with strategic and budgetary
documentation required in terms of the PFMA (quarterly service deliv-
ery reports, annual reports, etc.). If effective oversight is done, ques-
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tions around the effective and efficient spending of resources could be
explored in some detail by the relevant portfolio committees;

e Requiring the politicians in Parliament to take into account a set of
principles when proposing amendments. These principles range from
exhorting Parliament to accept fiscal prudence as an important part of
their decision-making processes, and requiring parliamentarians to con-
sider the service delivery implications (both in terms of obligation and
improvements) of their proposed amendments. Hence, both aggregate
fiscal discipline and operational efficiency considerations are taken into
account in the formal amendment process;

¢ Considering the views of sector committees in the appropriation process
by allowing a sector committee to advise the Appropriations Committee
to appropriate resources conditionally, to ensure resources within a
department/vote are spent effectively, efficiently and economically; and

e Establishing a Parliamentary Budget Office intended to provide politi-
cians with an independent view on sector budgets, their implementa-
tion and the progress made in achieving policy goals. Provided this
office is properly capacitated, it should strengthen political and legisla-
tive oversight, and make an important contribution to implementing
the three e’s of the PFMA.

The trend towards performance auditing and its potential
impact on the implementation of the PFMA

The AG’s recent forays into the area of performance auditing have added
a new dimension to performance management in government. This is to
be welcomed and will support the fuller implementation of the PFMA.
Some of the key trends that emerged in the 2009 and 2010 audit reports
are outlined below.

e According to the 2010 and 2011 reports of the AG, executive oversight
of the implementation of the budget is associated with positive audit
outcomes and opinions. Practically, executive officers who call quar-
terly meetings to discuss progress in implementing the budget, review
plans to strengthen the internal control environment, and inquire into
progress in terms of responding to AG recommendations or SCOPA
reports, are likely to head up departments that achieve clean audits.
Theoretically, such departments have the basic public-finance ingredi-
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ents to become all-out service delivery agents and realise the three e’s of
the PFMA.

e The AG made devastating findings on the availability, quality and
consistency of non-financial information in departmental budget
documents and reporting obligations. This included logical frameworks
that do not make sense, the absence of supporting documentation to
verify performance, and inadequate reporting on the deviation between
planned and actual performance in departmental annual reports.

e Despite this gloomy picture, the AG makes the point that an increasing
number of SCOPA recommendations are being implemented or in the
process of being implemented. Obviously, there are still departments
that respond to the recommendations in a tardy manner and, in some
instances, no follow-up is being done. Departments that engage and
implement the recommendations from the AG or SCOPA could break
the cycle of insularity and use this information to improve their inter-
nal control environments, and, ultimately, their service delivery perfor-
mance.

e Concerns over the supply-chain management process persist. In the
2011 audit report on infrastructure projects in provincial education and
health departments, the AG made disconcerting findings on the Rand
value of replacement contractors. This suggests that we are still not
getting value for money from public spending on contractors and this
has an immediate impact on the operational efficiency of departmental
entities.

The present accountability and oversight environment provides fertile
grounds for co-operation among Parliament, the AG and central govern-
ment — National Treasury and the Department for Public Service and
Administration (DPSA) - in the fuller implementation of the PFMA. It is a
unique opportunity that should be exploited to the fullest, especially now
that we are trying to make the transition from compliance to managing
for results. A big part of the monitoring agenda of CSOs will be to establish
whether such collaboration opportunities have been capitalised on, and
whether this has resulted in better auditing and service delivery outcomes.
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Lessons learnt in the implementation of the
PFMA in South Africa

South Africa is highly regarded for its achievements in the implementa-
tion of budget reforms and is often held up as a model for the region.
Recent international successes, such as achieving first place in the OBI,
further cement the unique leadership role that the country plays in the
region. However, while there have been notable achievements, there are
also a number of practices that should not be emulated by developing
countries intent on similar budget-reform programmes. Below, we high-
light some of the practices that could be encouraged in other contexts, as
well as those practices that should be avoided.

Practices to emulate in the implementation of
framework public finance legislation and
budget-reform measures

e Dedicated and thoughtful capacity-building interventions led by the
National Treasury. The National Treasury realised early on that, in a
public sector where skills are variable, implementation of the PFMA, if
left entirely to sub-national governments, would produce very different
results across jurisdictions, thus threatening the overall objectives of the
PFMA. Through carefully devised templates, the National Treasury was
able to guide the provision of information key to the legislative require-
ments of the PFMA. The best evidence of this capacity-building strategy
can be seen in the submission of reporting documents that require some
level of discretion in the way information is reported (for example, quar-
terly service delivery reports). The quality of information provided in
these documents varies widely, as did the quality of non-financial infor-
mation prior to the introduction of guided assistance to departments.
While this strategy is obviously limited, it does explain to a large extent
why departments were able to meet the legislative requirements of the
PFMA in terms of the submission of budget documents and reports.

e Solid commitment to meeting the information and budget-reform tar-
gets as set out in the finance legislation and associated policies. Despite
capacity challenges, the first ten years of the PFMA saw a proliferation
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of information and budget documents that were made available at
the right time. To realise this vision, strong political and administra-
tive leadership was required and the National Treasury provided such
leadership. South Africa’s elevation in the world of budget information
and transparency is testimony to this commitment. A further part of
this success recipe is, of course, the publication of Treasury Regulations,
which provide practical guidance and clarity on the interpretation and
implementation of the PFMA.

The (late) introduction of the FMCMM measuring various levels of
financial management competence. Although this instrument was
introduced rather late in the implementation of the PFMA (in 2008),
its addition is likely to have long-lasting impact. Prior to this, we could
only rely on audit reports and, because such reports avoided perfor-
mance issues, at most they provided a snapshot of the internal control
environment within departmental entities. Now, because of the various
levels of the tool, departments can be benchmarked, assessed annually,
solid improvement and actions plans can be developed, and depart-
ments can work towards the realisation of these targets. Departments
can identify specific areas where additional attention needs to be
focused to get operating systems and personnel to work together. If
properly implemented, this tool, by providing relevant information,
could seriously move forward the fuller implementation of the PFMA.

Fully functioning intergovernmental fora are needed to build consensus
on the implementation of finance and sector legislation. There is little
doubt that, in the absence of sector strategies, there is need for some
form of collaboration between sector departments and their finance
counterparts. New policy proposals that are being developed by say the
education department could benefit from an intense engagement with
finance authorities before the policy is published or perhaps even taken
to Cabinet. In this paper, we have also produced evidence that suggests
these fora were instrumental in effecting resource shifts at the provincial
level. Our general take on this matter is that this was a useful strategy
immediately after the end of apartheid, but, now that provinces are
established, one expects these fora to be used for interventions other
than deciding allocation decisions for provinces.
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Practices to avoid in the implementation of
framework public finance legislation and
budget-reform measures

e A comprehensive financial and budget-reform process that occurs rapid-
ly, but without deepening reform gains. The first results of the FMCMM
suggest that not all departments have achieved minimum levels of com-
petence in the various disciplines of financial management. This does
not refer to the more advanced aspects of financial management, but
speaks to compliance with legislation and adherence to audit opinions.
The recent audit reports support this view by providing evidence of poor
internal control environments and the impact this has on the audit
status of a departmental entity. So, while many reforms have been intro-
duced, it is very clear that, at times, a slower pace of reform is required, if
only to ensure that small gains are properly consolidated, thus readying
the systems for further system changes. This rapid process of reform has
not only left government officials behind, but civil society participation
in the budget and budget process has also not necessarily kept pace with
the reform agenda. Thus, although more and better information is avail-
able, CSOs are not making use of the glut of information to advocate for
their policy and budgetary goals.

e Weak co-ordination among oversight institutions, constitutional bodies
and the central government. The improvement of government financial
management and systems is, to a large extent, dependent on how vari-
ous oversight and constitutional bodies work together. It is not too hard
to understand the reluctance to work together at the start of the new
democracy, because most institutions had to establish themselves and
the new government was grappling with a new policy agenda. A good
example of this disconnect is the relationship between portfolio parlia-
mentary committees at national and provincial levels. While functions
such as education and health have concurrent competencies, there is
very little evidence to suggest that issues of a policy nature (national)
with implementation implications (provincial and local government)
have filtered through in discussions at the provincial legislature level.
While the National Council of Provinces (NCOP) deals with provincial
issues at a national level, conditions that enhance policy and implemen-
tation continuity at the two levels of government have not materialised
or resulted in tighter co-operation. Another example is the under-used
nature of the PSC in the fight to ensure clean financial governance.
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e Having a sub-national government with large expenditure commit-
ments and virtually no revenue-raising powers. In the South African
Constitution, spheres are referred to as interdependent. This is to
emphasise the fact that the South African system can only work if there
is a realisation that spheres are dependent on each other, and to convey
the meaning that no sphere is subordinate to another. While the inter-
governmental fiscal framework provides the revenues that are needed to
make service delivery happen, provincial governments have little fiscal
space to manoeuvre to take on provincial-specific concerns and issues.
Also, given the pressure on the national government to realise campaign
and policy promises, the future fiscal landscape could mean less and not
more fiscal room for provinces. This has the unfortunate consequence
of reducing provincial governments to administrations and removing
the incentive to address unique provincial problems.

e Compliance mentality in implementing financial management reforms
must be avoided. The issue of a compliance mentality or burden is not
something that everyone subscribes to in the system. Many respondents
(in both provincial and national departments) felt that this is indeed a
reflection of the way government officials have approached the imple-
mentation of the PFMA, but the National Treasury has disputed this.
However, if you accept the complaints made by many stakeholders,
including the National Treasury, that many reports do not meet the
required quality standards, one cannot help wondering whether this
points to the existence of a compliance mentality. On paper, the penal-
ties that the PFMA imposes are harsh and it is not inconceivable that
most officials would want to avoid formal sanctions. What a compli-
ance mentality does is separate the issue of good financial management
practice from effective service delivery, which goes against the spirit and
intent of the PFMA.

Conclusion

n the Introduction to this paper, we raised the issue of how the imple-
mentation of a policy conditions its content and processes, and how,
in some instances, implementation lessons may lead to a change in the
policy’s orientation. This view of the implementation process challenges
the traditional view that neatly separates policy and implementation, and
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regards the latter as the practical arrangements needed to give effect to
policy. Apart from the policy-implementation nexus, we also enquired
whether the present consensus about the implementation of the PFMA
(fiscal prudence achieved, great strides made in allocative efficiency and
poor operational efficiency) still holds, or whether a re-description of that
consensus view is in order.

On the first objective, the PFMA has remained substantively unchanged
in spite of the implementation challenges faced over the last ten years. Our
overall conclusion is that the law is well written and flexible enough to
anticipate policy changes, but the key ingredients have been unchallenged
and unchanged over the ten-year period of review. Recently, there have
been calls for the amendment of the law, but the implementation evidence
that we have presented does not support this view. Challenges related
mostly to poor-quality finance staff, instability in staffing arrangements,
and poor back-up systems (IT, M&E and non-financial reporting more gen-
erally), rather than provisions of the policy that are impossible to imple-
ment or were poorly conceived and, hence, impractical to implement. In
other words, the people and systems that make full implementation of the
PFMA possible have not been realised. What also enabled the framework
legislation to remain relatively unscathed is the fact that the accompany-
ing Treasury Regulations and circulars from the National Treasury tackled
the practical aspects of the law head on. Our overall conclusion is that the
implementation of the PFMA has had little impact on the integrity of the
law itself. This view may change, but we are clearly not facing a situation
where implementation evidence has forced a re-think of the overall intent
and spirit of the PFMA.

In our examination of the consensus view on the implementation of the
PFMA, we came to the following conclusions:

e Aggregate fiscal discipline has been achieved as a result of the introduc-
tion of the MTEF budget system and strong political backing and leader-
ship. Our review has not suggested any evidence to the contrary.

e On the issue of allocative efficiency, the government has made great
strides and our review concurs with most other reviews of this aspect.
However, we argued that allocative efficiency gains at the sub-national
level (provincial government) did not take place because of existing
practices and efforts at that level. In fact, we argued that intergovern-
mental fora have largely brought about this situation, very much in the
same vein as the old Function Committee. While this was good practice
at the start of the new democracy, where aggressive re-prioritisation was
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needed, today requires a different approach to the issue of provincial
discretion in the issues that these governments prioritise. Also, because
of the small discretionary fiscal space at the provincial level, strategic
planning skills are variable, thus further undermining the ability of
provinces to address province-specific issues. If provinces are to remain
a vital and vibrant level of government, the present intergovernmental
fiscal architecture has to be re-thought.

e Operational efficiency gains have been unimpressive and, in this regard,
we concur with other reviews. A poor disciplinary environment, vari-
able AO performance, lack of measurement of the operational efficiency
dimension, political interference in the in-year management of budgets,
and insular departments that inconsistently follow up on SCOPA/AG
recommendations have substantially weakened the operational effi-
ciency of departments. We do, however, feel that the introduction of
the FMCMM will have a positive impact on performance in this area as
financial management benchmarks are now being developed. For the
first time since the implementation of the PFMA, departments can now
aim for targets laid out in improvement and action plans.

In our account of the implementation of the PFMA, we have established
that earlier successes in the provision of timely and relevant information
appear to have been facilitated by a capacity-building model based on
the provision of uniform and clear financial information templates. In
other words, the National Treasury played a substantial role in ensuring
the information and transparency gains of the system. We question how
far this model can be extended to accommodate higher-level goals (the
so-called three e’s) and, one of the issues to look at in terms of the future
implementation of the PFMA is how the government intends to move
departments to a higher rating on the financial capability scale.

South Africa has a long way to go to ensure that financial reforms are
translated into service delivery gains. Progress in implementing reforms
and making sure that citizens benefit is proving harder, yet the conver-
gence of various government agencies in addressing financial governance
is beginning to inspire the kind of confidence needed to overcome our
financial governance challenges. On balance, despite the challenges, it
appears that the PFMA has begun to make a difference and, if properly
implemented, may still provide the ground for a fundamental transforma-
tion of public-sector service delivery.
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Endnotes

ii

iii

iv

vi

Major amendments and revisions to the Act included: repealing public audit provi-
sions that were written into the PFMA after the enactment of the Public Audit Act,
2004 (No. 25 of 2004); amending Schedule 5 of the PFMA to include the remuneration
and allowances of magistrates as a direct charge against the National Revenue Fund, in
line with the remuneration of the President, Deputy President, Members of Parliament
and Judges, after the enactment of the Judicial Officers Act, 2003 (No. 28 of 2003).
With the listing of South African Airways, South African Express and the Broadband
Infrastructure Company (Pty) Ltd as Major Public Entities, the enabling legislation of
these entities amended Schedule 2 of the PFMA to include them as Major Entities. Data
obtained in personal communication with the National Treasury in 2009.

Schick (1998:2) defines aggregate fiscal discipline as ‘Budget totals should be the
result of explicit, enforced decisions; they should not merely accommodate spending
demands. These totals should be set before individual spending decisions are made,
and should be sustainable over the medium-term and beyond.” Allocative efficiency is
defined as ‘Expenditures should be based on government priorities and on effectiveness
of public programs. The budget system should spur reallocation from lesser to higher
priorities and from less to more effective programs.” Operational efficiency is defined as
‘Agencies should produce goods and services at a cost that achieves ongoing efficiency
gains and (to the extent appropriate) are competitive with market prices.’

Function shifts have become an important strategy for the government as it tries to
determine which sphere is best capable of delivering certain services. Grant payments,
which used to be a provincial competency, are now being done by a national agency.
Likewise, in education, adult basic education and training and further education and
training, traditionally provincial functions, have been moved to the national level. In
the same vein, it is not inconceivable that political pressures may push the national
government to declare a larger portion of provincial and local spending as conditional
spending, thus determining in an a priori manner where and on what additional
resources should be spent. Such moves have obvious implications for allocative effi-
ciency, and it is imperative that we understand the implications for service delivery and
sub-national governments’ ability to fulfil their constitutional mandates.

These calculations were based on Provincial Budget Statements for the 2011/12 finan-
cial year.

Stories abound of corruption and the subversion of the normal processes of govern-
ment in the South African commercial press. Despite the frequency of such high-profile
political cases, one still needs an objective and accurate measure of the extent of politi-
cal interference that leads to corruption and theft of scarce State resources.

This point was demonstrated in a recent case in Gauteng where an independent school
owner misused, abused and plainly stole a government subsidy that his school received.
Although the owner had been roundly condemned and the Gauteng Department of
Education was not seen as blameless, this incident is mainly a function of poor per-
sonnel provisioning, which makes it impossible to check the veracity and quality of
quarterly financial reports sent by fund-receiving institutions. This also means that
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poor personnel provisioning plays into the hands of corrupt and criminally-minded
officials and owners of private institutions that receive government funding. See http://
www.iol.co.za/the-star/soweto/hawks-nab-pastor-red-handed-in-bribery-bid-1.1151609

vii  The PSC is mandated by sections 85(1)(a) and (e) of the PFMA and Treasury Regulation
4.3 to receive information from the AO on finalised disciplinary proceedings, which
includes:

e the name and rank of the official against whom the proceedings were instituted;

e the charges, indicating the financial misconduct the official is alleged to have
committed;

e the findings;
e any sanction imposed on the official; and

e any further action to be taken against the official, including criminal charges or
civil proceedings (PSC, 2010:1).

viii ~ Ajam and Aron (2007) list fiscal stability, the creation of a transparent, constitutionally
compliant intergovernmental fiscal relations system, improvements in the quality of
fiscal data, and improved budget planning and control at all levels of government as
visible signs of the overall budget-reform process. Folscher and Cole (2006) mention
a more stable public-finance environment, improved political oversight and involve-
ment, improved policy stability, and greater transparency as some of the immediate
benefits of budget reforms, including the implementation of the PFMA.

ix The OBI has been developed and is coordinated by the International Budget
Partnership (IBP). It was first implemented in 2006 and, since then, there have been
two further instalments of this growing budget transparency tool. It measures openness
and transparency across the four stages of the budget process. It also measures the role
of Parliament and the Supreme Audit institution, and is assessing the extent to which
departmental entities comply with the results of audits. In essence, it probes whether
the legislature and civil society as a whole has enough budget information to hold the
Executive to account. In the 2010 version, South Africa was ranked first in the world,
following its third and second positions in previous instalments of the OBI.
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