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BEATA GUZIEJEWSKA™

An Assessment of the | mplementation of Performance Budgeting
in Poland with Refer ence to the Experiences of Other Countries

Abstract

Since the last global financial crisis, public expenditures have been
experiencing increasing budget constraints. Therefore, public authorities search
for solutions that would foster efficient and transparent expenditures at both the
national and local government levels. One of the tools at their disposal is the
performance-based budget, which is not, however, cheap or easy to implement.
The aim of this paper is an assessment of the implementation of performance
budgeting in Poland, and a formulation of proposals de lege ferenda. The
assessment discusses selected aspects and conclusions which emerge from the
experiences of other countries. The main thesis, set forth in the conclusion of
this article, is that in many countries, including Poland, the implementation of
a performance-based budget takes place at the national level, not at the local
government level, which seems to be questionable, or even incorrect.

1. Introduction

The financial crisis, which unfolded in 2008, has brought about not only
a redefinition of fiscal policy in the EU countries on the macroeconomic scale
(European Commission 2009), but also a new approach to the structure and
efficiency of budget expenditures. Performance budgeting (also referred to as

Y Ph.D., Professor at the University of kHdraculty of Economics and Sociology, Public
Finance Chair
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performance-based budgeting in the literaturehis af the many tools available
to improve the efficiency of public expenditure@bs, Jenkins 1994), and of
the so-called New Public Management. However,ttiosis complex from both
the methodological and practical implementationnmiof view (Young R.D.
2003, pp. 2-3). As has been underlined in an OE&fdnt, “There is no one
model of performance budgeting; countries needd@patheir approach to the
relevant political and institutional contéx{OECD 2007, p.12). Nevertheless,
since the very beginning of its transformation Rdldas drawn from types of
solutions and experiences of other countries, hisdi$ equally true in the area
of performance budgeting and long-term fiscal plagnThe countries that are
most frequently quoted in this context include theA, the UK, New Zealand,
France, Norway and Slovakia.

Despite the unquestionable need for efficient atihmal management in
the public sector, performance budgeting raisebdand controversy in Poland
and the public finance decision-makers either ndswustand it or have
reservations about it. In my opinion, it was a grosstake not to clearly outline
the nature of the budgeting as strategic or opmeraki Like many other
countries, Poland laid the legal foundations forfgrenance budgeting at the
national level, excluding the territorial self-gonment level and the National
Health Fund. Performance budgeting is, howevest fof all a tool of an
operational character, which is determined by grexific character of individual
tasks at different tiers of public government ahe tmeasures and means
available for funding these tasks.

The aim of this paper is an assessment of the mmeation of
performance budgeting in Poland and formulatioprojposalde lege ferenda
The assessment also relies on selected aspecteacidsions that emerge from
the experiences of other countries.

2. The nature and importance of performance budgeting

Performance budgeting means moving away from experdn favour
of financial means management. In the OECD apprqgaafiormance budgeting
links the funds allocated to the results and adegud measures undertaken
(OECD 2005a). There is also a disputable, in myyigpproach where the role
of performance budgeting is seen in the contexeftitient management of
governmental public institutions and strategic okt the national level (Hardt,
Maarten de Jong 2011, p.6).
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In Poland, performance-based budgets were piond®srddrge cities in
the 1990s. At the national level, the governmenppsed a budget with a dual
approach in 2008. Apart from the traditional budbased on the budgetary
classification sections, a performance-based budget also presented. The
implementation of the performance-based budgetdeased as an undertaking
that would last for many years and would be finaniog EU funds. At present,
the schedule covers the years 2009-2015 and immevis to the methodology
and implementation of the performance-based budget among the main
objectives of the Department for Public Financedref which was set up in the
Ministry of Finance. It has been assumed that,kbda better identification of
state tasks, the performance-based budget shoulghea the transparency of
public expenditures and their efficiency and raaidy. Indirectly, it should also
contribute to a better coordination of targets eolkerency of economic policy.
Moreover, inasmuch as it ascribes priorities to thegets pursued by the
government, the performance-based budget faciitatelti-annual planning of
state expenditures. All of this, however, depemighe specific circumstances
surrounding particular expenditures, and the mamditions that must be met.
It is necessary, for example, to differentiate lestw the short-term and long-
term tasks.

The team led by T. Lubska concisely and rightly defined the essence of
the performance-based budget as the managemenibtt gxpenditures by
means of concrete, hierarchical targets in ordeeéch the planned objectives,
assessed by measurement tools adequate to speadiks (Performance
Budgeting Report 2007, p. 8). Therefore, at thesetubf the implementation of
performance budgeting, three fundamental elemesdential to performance
budgeting were outlined. These weasks results andmeasuresAccording to
the report, the three pillars of the performancsebebudget include:

« implementation ofspecific taskswhich leads to an approach where the
budget is not treated as an abstract plan of r@seand expenditures, but as
a plan of expenditures which are directed towarde financing of
specifically categorized tasks and public targetsaccordance with the
priorities defined by the state;

» definition of specific results and outcom&s be attained by the expenditure
of public resources;

« devising measuremerdicators which are used in performance analysis
and the evaluation of task implementation by thpsesons or entities that
are responsible for said implementation.

Looking at the revenue and expenditure sides ofrdmitional budget, it

is difficult to obtain information on what specifaervices or public tasks are
financed, what their hierarchy, duration and lesklimplementation are, and
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what entity is responsible for overseeing the psec&he performance-based
budget provides answers to several basic, highpomant questions. The basic
problem is what the scope of the tasks consistsandl what resources are
allocated to these tasks. What objectives and teestibuld be achieved? The
traditional budget procedures are characterizedhlgy lack of a direct link

between public expenditures, tasks and, most iraptyt their outcomes.

Taking into consideration the economic criteriaistis a serious flaw of

traditional budgeting. In performance budgetingweeer, the use of specific
measures for public tasks is indispensable. Forydwedget holder, tasks, sub-
tasks, and actions (in the operational mode), hmgetvith objectives to be

attained as a result of the tasks, and finally raicator which consists of its
name and value (base value, and value planned fgiven year) must be

established.

In performance budgeting, the key role is played thg economic
indicators, which refer to efficiency and effectess (Luhiska ed. 2009, p.56).
Efficiency indicators measure the progress towahdsset objectives, whereas
effectiveness indicators measure the relations dmtwthe input and the
achieved outcome/result. This stress on efficiemuagt effectiveness results in
the necessity to construct additional indicatorsctvtwould be directly related
to a given function, task, or sub-task. Constryctmew indicators is both
difficult and time-consuming. The formulation antotce of indicators that
would be adequate to specific tasks, sub-tasks famdtions of public
institutions requires expertise and experiencis. ddvisable in the public sector
to cautiously analyze and assess the relation leetwiee level of allocated
resources, the progress towards the objectivesthanitnplementation of public
functions.

A measurable assessment of the performance ofcpialslks performance
is not easy and cannot be done with the use of onf; synthetic measure
(Lubinska ed. 2011, p. 209). Especially in the publidaedt is advisable to
simultaneously analyze several indicators thatritesthe function and measure
the effects of a given task, and that take intosmeration its specific character.
The so-called pilot programme revealed some ofetimeblems. In the second
half of 2006, work on the performance budget ewt@neo the operational phase.
It was decided to pioneer the first model of thatesperformance-based budget
on the basis of the prepared methodology in twabtaty sections: Science and
Higher Education (State Budget Implementation Re@008). The practice of
drafting a performance plan of expenditures byth# budget holders was
established by an amendment to the Public FinanteirA December 2006
(Article 124, point 9 of the Public Finance Act2005). The same amendment
stipulated that, beginning in 2008, the CouncilMihisters should inform the
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Parliament on task implementation as part of tleeSBudget Implementation
Report. It was concluded at the time that the ohgfof a pilot assessment for
the field of Science and Higher Education wouldya important role in the
state’s performance budget experience and methggdiefore the obligatory
drafting of information on the implementation ofrfgemance budgeting for the
budget holders in the State Budget Implementatiepdr for 2008. The report,
prepared by the Ministry of Science and Higher Edion, was treated as
a starting point and a contribution to the debatdusther improvement of the
methodology and facilitation of the implementatiafi performance-based
budgeting in Poland. In the Ministry’s opinion,vitas the construction of the
indicators that proved to be the most difficult, #e field of the pilot
programme was considered to be one of the mostulifffor performance
budgeting due to its specific objectives and the@asurability of effects.

The measuring of effects of public tasks in oraeestablish the relation
of input to output is not easy in the public sectord it encounters a number of
obstacles in the administration itself. W. M$i(2005, p. 153) underscores that
“the demand to study the relations between theriieclipublic expenditures and
their effects is not yet widely acceptedXmong the numerous barriers to
performance-based budgets in Poland, alongsider¢hetance shown by
administrative officials, one may enumerate ina@églegal regulations, lack of
necessary statistical data systems, lack of highiped apolitical officers, and
the existence of administrative structures thatrzdequate for management of
the objectives, as has already been mentioned gd12007, p. 384). Some of
these barriers have been removed in recent yearBolish conditions, four
principles have been set up as pillars of efficimainagement for performance
budgeting: the principle dfansparencythe principle okfficiency the principle
of multi-annual planning and the principle ofconsolidation of public
expenditures

Due to the complexity of performance budgeting &hd practical
problems associated with its implementation, theeeences of other countries
are worthy of close analysis.

3. Experiences of selected countries

The experiences of individual countries in termshaf specific effects of
performance budgeting are varied and ambiguousniiey there is no single,
universal or agreed-upon optimal model of perforoeabudgeting. This is due
to the fact that different countries operate wiiffedent structures of public
finance and different budgetary regulations. The plé@mentation of
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performance-based budgets has usually been netedsiby public finance
reforms, the introduction of multi-year budget plarg, and/or the
rationalization and reduction of public expenditurdhe implementation of
performance-based budgets is a multi-annual ergerpaind the results of
performance budgeting do not appear quickly orspectacular fashion.

Due to the wide variety of performance budgetingdats, the OECD
distinguishes three categories of performance Himgdased on the uses of
performance information (performance measures araluations). Table 1
presents three categories of performance budgetipgesentational
performance-informed budgetingnddirect/ formula performance budgeting.

Table 1. Perfor mance budgeting categories.

Linkage between
Type performance Planned or actual Main purpose in the
information and performance budget process
funding
Presentational No link Performance targets Accountability
and/or performance
results
Performance- Loose/indirect link Performance targets Planning and/or
informed budgeting and/or performance accountability
results
Direct/formula Tight/direct link Performance results Resourcecatimn
performance and accountability
budgeting

Source: Performance budgeting in OECD countries{R®@aris, p. 21.

The first two models presented are the most frepienplemented types
of performance budgeting, as the third model iz8am too tight links between
the information on the effectiveness of actions #mair funding. The funding of
public services and tasks directly in relationtte achieved results would lead to
underfunding or disturbances in the financing opdmant social areas and
unreliable budget accountability. Too much and tmonplex information is
undesirable in performance budgeting. The biggestienge in the development
of a basic model of performance-based budgetingéping the performance
information simple, affordable, and useable, (Rsbim Last 2009, p. 4).
According to some researchers, an assessmentieém lgudgeting method can
be carried out only in the context of its objecsivend the wider context of
reforms (Reddick 2003, pp. 315-340, Jordan, Ha¢k&05, pp. 471-487).

The reports of over 40% of OECD countries staté¢ titna first initiatives
to measure the effects of the public sector expereti appeared more than 15
years ago. The use of performance budgeting isramom trend nowadays, with
nearly three-fourths of OECD countries includingn+imancial performance
data in their budget documents. However, as hars bemtioned earlier, the
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methodology, the scope and reasons for reformasifibased budgeting vary in
different countries. Table 2 shows the reasonsrdéoent reforms in selected
countries.

Table 2. Summary of somerecently implemented reforms

Year Reform Purpose
To give a greater role to
Australia 2006 Revision of the Ministry of Finance in
expenditure review identifying and managing
methods reviews
Canada Management, To set strategic outcomesg
2005 Resources, and for all entities and to link
Results structure resources, performance

measures and actual
results for all programmes
(with ongoing
implementation)

Denmark 2004-2007 Accrual accounting | To implement accrual
and budgeting accounting and budgeting
in the central government
sector
Korea 2006 Development of To develop strategic plans
strategic plans that will be updated every|
three years
Netherlands 2001 Policy-oriented form To provide parliament
of programme with a more transparent
budgeting budget document
Sweden 2001 Budget bill To link policy objectives

to expenditures
United Kingdom 2000, 2002, 2004 Comprehensive To help allocate funding
spending reviews and to key priorities and to

public service help departments plan
agreement ahead
United States 2002 Program Assessmenio help assess how
Rating Tool (PART) | programmes are
performing

Source: Performance budgeting in OECD countries{R®®aris, p. 26.

Among the countries of Central and Eastern Eur8p®/akia, the Czech
Republic, and Lithuania have some experience ifopaance budgeting. What
is interesting is the fact that in these counttiessperformance-based budget has
been extended to the parliaments as well. Thanksth& visit of the
representatives of the Polish Ministry of FinanaeBrtatislava, the experiences
of Slovakia have been relatively well-describedPmland [Ministry of Finance,
2009, pp. 5-9]. With support from the World Bankdafmerican and Dutch
experts, the debate on the new approach to puinlamde was launched in
Slovakia in 2000. In 2002 a reform to the budgetesy was initiated as one of
the indispensable components for improvement irpthgic finance system and
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the introduction of the common European currenclge Teform introduced
multi-year planning and a central system of budgahagement, which took
over the managing functions from the National Bawik Slovakia. Also
a programme-based budget as a data base for floenp@nce-based budget was
drafted. The programme-based budget was gradualignéed to different
ministries and budget holders. This programme-baseldieting is grounded on
planning specific tasks and actions, which arengefiby the strategic priorities
outlined by the government. Its structure consiefs programmes, sub-
programmes, projects, and tasks. The methodologypraigramme-based
budgeting also includes two types of programmegognammes with a time
frame and programmes without a specific time frafi&ée time frame
programmes include specified dates when they coroenand conclude, and
defined targets and indicators, which undergo assesst throughout the period
of implementation. Judging from the Slovakian eigrare, it seems that IT tools
are of major importance. Upon commission by theisligi of Finance, one of
the companies produced an information system whprovided high
functionality across the hierarchy of budget ingiins. The Slovakian
experience also proved the usefulness of modermsfoof budgeting in
improving transparency and increasing the effigien€ public expenditures.
The drawbacks that were revealed were similar ecdifficulties faced by other
countries. Problems emerged with the defining géctives and especially the
indicators designed to measure their implementafitve indicators often fail to
concretely measure the effectiveness of individagdenditures, and the link
between the expenditures and the objectives isalwadys clear. Performance
budgeting, and its specific character, were alstenofunsupported or
misunderstood by the high-ranking state officials.

4. An assessment of the implementation of performance budgeting
in Poland

The introduction of the performance budget into flystem of public
finance in Poland finally took place under the RubBinance Act of 27 August
2009. Alongside the previously existing requirementttach a justification to
the budget bill specifying the set of tasks, exjtemnes, objectives and
indicators, the new requirement to describe thte stapenditure according to
state functions was also introduced. The law oblige state earmarked funds,
executive agencies, and other units of the publanice sector to draft a budget
based on the performance structure. Other detailsezning budget planning in
the performance mode appeared in the regulationtheguidelines to the draft
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of the 2012

budget bill. The correlation of the lerpentation of performance

budgeting in Poland with the Multi-annual FinancRian of the State is an
important aspect.

Pursuant to the above-mentioned Act of 2009, tmarkge Minister has
issued several decrees, thanks to which the workhenimplementation of
performance budgeting intensified in the years 20002. First and foremost,
twenty-two functions of the state have been outlirend specific objectives,
tasks and sub-tasks have been defined within thesgions. The following
functions were listed in the state performance-thdseiget for 2012:

Function 1.
Function 2.
Function 3.
Function 4.
Function 5.
Function 6.
Function 7.
Function 8.
Function 9.

Function 10.
Function 11.
Function 12.
Function 13.
Function 14.
Function 15.
Function 16.
Function 17.
Function 18.
Function 19.
Function 20.
Function 21.
Function 22.

A vas

Management of the state

Internal security and public order

Education, upbringing and care

State financial management

Protection of rights and interestshef Treasury
National economic policy

Land management, construction and hgusi
Physical culture

Culture and national heritage

Science and education

External security and the inviolakitif borders
The environment

Social security and family support

The labour market

Foreign policy

Civic affairs

Balanced regional development of thentry
Justice

Transport infrastructure

Health care

Agriculture and fisheries policy

Strategic planning, and administrasind technical support
t catalogue of functions, tasks and sub-tasigether with their

objectives and measures for their implementaticas been drafted for the
voivodeship (provincial) offices. The specific cheter of the role and structure
of the voivode budget is evident in this catalogearly 30% of the budget
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expenditures are covered by appropriated resewids the major part covered
fully by the national budget. It's difficult to phathe targets and measure the
implementation efficiency of allocated tasks inlswircumstances. At the same
time, the voivode budget is largely characterizgddaistribution, as over 80%
of the total expenditures are covered by appraogtiatlocations for the local
government units. The construction of a systemefgsmance indicators for
public tasks is also a difficult challenge, duetlie fact that on one hand the
voivode enjoys a quite significant degree of fraado shaping the structure of
expenditures within the allotted limit, while onetlother hand, many external
institutions contribute to the process and they rbay bound by different
functions and priorities.

Nevertheless, these activities have been imporfant performance
budgeting from the practical point of view and tiehesion of standards. Many
practical problems connected with the specific abiristics of individual
public tasks and their implementation have emergedthe process of
compliance with the standards stipulated in thecetree regulations. Many
problems related to the allocation of tasks to radividual entity (or entities)
have also emerged. This is an important issuepinel as a clear identification
of the entity responsible for the implementationaoparticular task lies at the
heart of performance budgeting. The experienceegaduring the years 2010-
2012 is supposed to be used in preparing the fliudgeting methodology,
particularly in drafting the performance indicatdos public tasks for specific
organizational entities and at specific tiers oblpm government (Waniak,
Postuta ed. 2012). S. Owsiak (2012, pp. 33-41)immgl important areas of
difficulty in connection with the implementation pkrformance budgeting in
Poland:

« the “soft” construction of a large number of indara and the possibility of
manipulating them

« performance budgeting becomes superficial and texrhtic

* the overly meticulous nature of some parts thasttne the justification for
the budget bhill

« information overload for the Parliament, which ddesably hinders or even
makes a rational decision-making process impossible

The large amount of budget documents, together jugtifications and
tables and the necessity to draft documents in Hbth traditional and
performance styles, confirm the above observatiollse aforementioned
functions of the state are of a different charaeted vary in importance for
national social and economic policy. The actionthiwithese functions are of
a vast and difficult-to-measure nature. The “ecoicopolicy” function, which
has also been defined as “the coordination of emimpolicy”, can be given as
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an example of the problems connected with precidejning and measuring
the tasks within the scope of the function. Additibproblems arise from the
fact that some of these tasks do not lie withindRkelusive competence of the
central government, but are implemented by lowenstor by other, specially-
established entities.

Some further steps to perfect the performance himdgenethodology at
the central level were taken in 2012 as part of wloek on the draft of the
performance-based budget for 2013. These mostlycerord the national
authorities and central institutions. New regulasiowvere introduced in the
Decree of the Minister of Finance of 31 May 2012tbe procedures, modes,
and dates for processing materials for the drafhefstate budget for 2013. The
new regulations slightly modify the principles o&fihing objectives and
indicators by the budget holders, which shouldngftieen, as is assumed, the
link between public expenditures, developmentaicgoland the strategic aims
and documents of the government. The indicators dffectiveness and
efficiency of task implementation are supposed ¢onhore adjusted to the
particular actions of the individual budget holde&milarly to the previous
situation, the budget recipients are to play a g in defining the indicators
which apply to their field of action.

The assessment of the actions quoted above andretvision of
performance indicators requires a long-term petspgedn the future, a detailed
analysis should be undertaken with respect to xoessive formalization of the
performance budgeting process. The misuse of puytdiformance indicators
(especially at the national scale) may lead tocartecratisation which would
obscure the democratic, public, and transparentr@aif the budget. It is also
important to keep in mind the social and subsetviete played by public
finances.

5. Conclusions and proposals de lege ferenda

* It seems that the higher the absolute value andethed of aggregation of
expenditures, the more difficult the rationalizatiprocess of expenditures
becomes. The fact that performance budgeting has baplemented on
a limited scale and with few spectacular succeasdle local government
tier seems not to auger well for the assessmefitofe perspectives with
respect to performance budgeting. Due to the soopexpenditures,
macroeconomic functions, and politicaperturbations, performance
budgeting at the national tier seems even morediff
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» The rationalization of expenditures through thefqrenance-based budget

will take place only as a result of the correct staiction of indicators
which, in the experts’ opinion, is the most difficgtage in performance
budgeting. Authors of indicators are faced with ¢thallenge of the correct
aggregation which would result in proper evaluatafrthe objectives and
outcomes of the implemented tasks. The difficulappear in two aspects:
the number of indicators and their values. These &lements will be
decisive for the practicality and usefulness of mdicator and its
application.

The use of performance budgeting incurs additiausts. The process is
laborious, especially in the phase of constructiord interpretation of
performance indicators and the audit of the impletaiion of the objectives
and the results reached. The method is also lamrias it is time-
consuming and requires years of experience. Thelemenmtation of
a performance-based budget calls for political wild determination, and
understanding of the fact that its effects will Wigible and financially
tangible only in a long-term perspective. The dffecimplementation of the
performance-based budget will require a changehénrmentality of civil
servants, MPs, and politicians.

The performance-based budget should, first of ladl, vested with the
characteristic features of an operational buddeis proposal seems to stand
in contrast to the practice so far in Poland. Doethte nature of local
government tasks, it is at this tier that the impdatation by law of a budget
for programmes or selected communal tasks is neasonable. The balance
of expenditures and results would be easier anck rmafiective at this tier
than in the case of highly aggregated nationalstatke problem is that the
functions, within the framework of the present dighs in governmental
administration, make it more difficult to measumedatheir effectiveness
harder to audit. One should assume that many ratidasks are
immeasurable by nature, and in such a case linkivgg amount of
expenditures to their effectiveness may be poist@sirrational. The profit
and loss calculations and the use of public perdmice indicators are most
appropriate in the case of public tasks and sesvibat target individual
beneficiaries, while tasks of a strategic and matieharacter are much more
difficult to assess and measure.

One of the major flaws in the implementation offpenance budgeting is
the lack of appropriate legal provisions and oblaggegs on the local
government sector. The legal regulations in thisaacould refer to
selected functions and communal tasks. It is tleallgovernment tier, not
the central government, that should pioneer pedocea budgeting on
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a widespread scale. It is also a grave error tdeneghe development of
a policy of training and persuasion directed towapwliticians and local
government administrative officials. Presently, édements of performance
budgeting at the local government tier are neithddespread nor
standardized.

* Following the example of other countries, Polands Haunched the
implementation of the performance-based budgetchwvis categorized as
a presentational budget according to the OECD ifleetson. In the coming
years, this type of budgeting will be supplementgith information on the
effectiveness and efficiency of expenditures andhagament of entities
designated for its implementation. As in  many otheountries, the
requirement to draft a performance-based budgebées introduced at the
national level. Such an approach may highlight éhermous complexity,
ambiguity and methodological difficulties of theopess.
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Streszczenie

OCENA IMPLEMENTACJI BUDZETOWANIA ZADANIOWEGO W POL SCE
NA TLE DOSWIADCZEN INNYCH PANSTW

Po ostatnim globalnym kryzysie finansowym, wydadkdsv srodkdw
publicznych ma miejsce w warunkach coragkezych ograniczebudietowych. Wiadze
publiczne poszukyj wiec rozwizai sprzyjapcych efektywnemu, skutecznemu
i przejrzystemu dokonywaniu wydatkow, zaréwno caetdu pastwa jak i samorzlu
terytorialnego. Jednym z takich nadzi jest budet zadaniowy, ktéry nie jest jednak
rozwigzaniem tanim i tatwym w praktycznym wykorzystaGizlem rozwze: jest ocena
implementacji butetowania zadaniowego w Polsce oraz sformutowanapgzycji de
lege ferenda. W ocenie tej wykorzystano rownwgbrane aspekty i wnioski piyce
z dowiadczé innych paistw. Gtéwig tezy postawiog w podsumowaniu jest wskazanie,
iz niezbyt stlusznie i trafnie, wdi@anie budetu zadaniowego ma miejsce w wielu
paristwach, w tym réwniew Polsce, najpierw na szczeblurigéwa, a nie samogziu
terytorialnego.



