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Key messages
•

•

•

The Public Expenditure and Financial Accountability
•
(PEFA) framework has been hugely successful in
harmonising approaches to public financial management
(PFM) systems in developing countries, and remains the
most comprehensive indicator of PFM to date.
•
However, not all elements of the framework are
universally relevant, and indicators do not always
capture which systems are not working or why.
•
Despite guidance from its Secretariat, PEFA ratings
continue to be used as an end in themselves – to
determine what systems should look like.

As the influence of the PEFA framework has grown,
so have the incentives to implement reforms that
change how the system looks but not how well it
functions.
PEFA ratings should be just one input in any reform
process. More could be done to interpret which
ratings matter in each national context, and why.
More broadly, there is a need to revisit and rigorously
evaluate the effectiveness of donors’ approaches to
supporting PFM reform.
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Abbreviations and acronyms
CABRI		

Collaborative Africa Budget Reform Initiative

DeMPA		

Debt Management Performance Assessment

DRC

Democratic Republic of the Congo

EIP

Effective Institutions Platform

EU

European Union

GFS

Government Finance Statistics

IMF

International Monetary Fund

IPSAS

International Public Sector Accounting Standards

MTEF

Medium-term expenditure framework

ODI

Overseas Development Institute

OECD

Organisation for Economic Co-operation and Development

PEFA

Public Expenditure and Financial Accountability framework

PER

Public Expenditure Review

PETS

Public Expenditure Tracking Survey

PFM

Public financial management

PI

Performance indicator (for PEFA framework)
		

PIMA

Public Investment Management Assessment

TADAT		

Tax Administration Diagnostic Assessment Tool

UNDP		

United Nations Development Programme
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1 Introduction: What is
PEFA for?
The Public Expenditure and Financial Accountability
(PEFA) programme emerged as one part of a multi-donor
initiative to come up with a strengthened approach to
supporting public financial management (PFM) reform.
Views regarding aid effectiveness were changing in the
1990s and 2000s. Project aid was widely deemed to have
failed and there were particular concerns that it was
undermining the quality of institutions in partner countries.
As donors began to provide more budget support (and debt
relief) they needed a better understanding of fiduciary risks,
because more aid relied on using country systems. They
also wanted a better way to check whether the institutional
reforms that accompanied budget support were working.
Figure 1 tracks the use of these terms in online documents
to show how closely the interest in aid effectiveness was
followed by interest in PFM.
Initially, many donors developed their own tools to
assess fiduciary risks and systems of public expenditure
management (including UNDP, IMF, the EU and World
Bank). Recipient countries were subject to overlapping
missions and an overwhelming number of externally
driven, inconsistent recommendations. Multiple reform
plans were also designed to provide financial support to
implement recommended changes. This all imposed heavy
transaction cost on governments in developing countries.
These concerns gave rise to a ‘strengthened approach’
to supporting public financial management reform. As
summarised on the PEFA website1, this approach embodied
three principles:

1.

2.

3.

‘A country-led agenda, i.e. a government-led reform
programme for which analytical work, reform design,
implementation and monitoring reflect country
priorities and are integrated into governments’
institutional structures;
A coordinated programme of support from donors and
international finance institutions, i.e. in relation to both
analytical work, reform financing and technical support
for implementation;
A shared information pool on public financial
management, i.e. information on PFM systems and
their performance which is commonly accepted by and
shared among the stakeholders at country level, thus
avoiding duplicative and inconsistent analytical work.’

The PEFA measurement framework was introduced
to harmonise the many diagnostic tools that donors
were using (Allen et al., 2004). It was designed with
two goals in mind: (i) to strengthen the ability of donors
and recipients to assess systems of public expenditure
and fiduciary management; and (ii) to support the
development and monitoring of reform programmes. It
aims to do this in a way that is true to the principles of the
Strengthened Approach – as one component of a broader
set of changes – and has been hugely influential. Over 500
formal assessments have been undertaken and verified
by the PEFA Secretariat since its launch in 2005 (Betley,
2016), covering nearly all developing countries. Today,
most development agencies use the PEFA framework as a
basis for their diagnostics of PFM systems and assessing
associated fiduciary risks (PEFA, 2010).

Figure 1: The growing interest in PFM, fiduciary risk and aid effectiveness
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The revision of the PEFA framework in 2016 offers an
opportune moment to critically revisit this important tool
and examine how it has contributed to its stated goals. This
discussion paper explores how the framework can both help

and hinder our understanding of systems. It then illustrates
how PEFA can be used and misused to guide PFM system
reform. It concludes by suggesting future areas of focus to
improve the effectiveness of PFM reform.

Public Expenditure and Financial Accountability (PEFA)
Nearly all developing countries have used PEFA assessments…
Europe and Central Asia
34%

North America

Middle East
and North Africa

0%

East Asia and Pacific

60%

61%

Latin America
and Caribbean

South Asia

73%

100%

Sub-Saharan
Africa
92%

PEFA assessed
Not PEFA assessed

But do better PEFA scores always mean better PFM systems?

A
B

B

B

B

B

C+

C

C

D

D
Norway

Burkina Faso

Mali

Effectiveness
of internal audit

D

D

Norway

Burkina Faso

Mali

Information on resources received
by service delivery units

Norway

Burkina Faso

Mali

Transparency, competition and complaints
mechanisms in procurement

And is it always necessary to aim for an A?
PEFA scores less than “A”

Applying PEFA scores to the local context: think like Norway?
Score

Norway

12

Information on resources received by service delivery units

3

D

18

Tonga

14

No problem: Low ratings are a result of primary service provision
being entirely decentralised to municipalities

Effectiveness of internal audit
26

Kiribati

Response

22

D

No problem: Norway finds the current systems to be appropriate
in the Norwegian context

Transparency, competition and complaints mechanisms in procurement
Total number of scores less than “A”
Number of reform targets

8

B

Needs improvement: Low score to some extent reflects
a need for improvement
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Find out more at odi.org/programmes/aid-public-expenditure

2 How does PEFA help
us to understand PFM
systems?
In terms of harmonising the approach taken to assessing
PFM systems, PEFA has been a striking success. Even by
2010, PEFA was influencing the internal decision-making
processes of most major donors and no doubt continues
to do so (PEFA Secretariat, 2010). In some countries,
PEFA has been applied to local governments, adapted for
specific sectors (Todini, 2013; Lawson et al., 2009; Audras
and Almanza, 2013). There has also been a proliferation
of other institutional diagnostics that largely replicate the
approach taken by PEFA, but focus on specific elements of
the PFM system. These include TADATs, DeMPAs, PIMAs,
and SAI Performance assessments.
The framework has also become the common standard
for measuring progress in PFM reform. For certain
donors, periodic PEFA assessments are a set requirement.
Programme decisions and the provision of budget support
are often linked to specific PEFA indicators. Contractors
and consultants working on PFM commonly monitor
PEFA scores as part of their logical frameworks. Academics
are also using the information from assessments to assess
the impact of reforms (de Renzio et al., 2011).
PEFA has several important advantages over other
diagnostic frameworks for PFM (Andrews, 2007). First,
it is the most comprehensive measure of PFM to date,
covering virtually the full budget cycle, from budget
preparation and approval, to execution, reporting and
oversight (de Renzio, 2013:153). Second, it does this
in a way that can be repeated and verified. Third, the
framework is relatively easily understood, even by someone
with relatively limited knowledge of PFM.
PEFA has some important limitations, however, and
understanding these will improve its usefulness. No
indicator set can be perfect. Governance is not an easy
subject to measure, and all governance indicators have
their critics (North et al., 2009; Langbein and Knack,
2010; Høyland et al., 2012). It is no surprise, therefore,
that PEFA also draws specific criticisms (Dabla-Norris et
al., 2010:9; Andrews et al., 2014). Understanding these
limitations can help users to apply PEFA appropriately –
taking action where the limitations can be overcome, or
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acknowledging where that is simply not possible. However,
as we will discuss in Section 3, this is not always the case.

2.1 What does PEFA measure?

The framework measures overall budget reliability and
benchmarks key processes against international ‘good
practices’ (Andrews, 2007:361-362). The 31 indicators
in the 2016 PEFA Framework are structured around
seven pillars, implicitly linking outcomes with process
quality (see Figure 2). Pillar 1 measures budget reliability
as a key outcome of the PFM system. Pillars 2 and 3 are
cross-cutting issues that are relevant to multiple PFM
systems, while Pillars 4 to 7 apply to key stages of the
budget process. Each indicator is rated on a scale from ‘A’
to ‘D’ implying different levels of compliance with good
practices. The ‘highest score [A] is warranted if the core
PFM element meets an internationally recognised standard
of good performance’ while a ‘score of C reflects the basic
level of performance’ (PEFA Secretariat, 2016a:5,7). The
rating is standardised by placing emphasis on formal
documentation which the assessor must reference (budgets,
annual accounts, and so forth). Furthermore, the PEFA
Secretariat offers quality assurance through the ‘PEFA
check’ certifies that the framework has been properly
applied.
Significant changes to PEFA were made for the first
time in 2016, but the underlying logic remains the same.
A 2011 evaluation of PEFA concluded that the framework
has proved useful in a range of contexts and that there
was no urgent need to update it (Lawson and Folscher,
2011:10). Therefore, the revisions aimed to ensure that
PEFA remains relevant despite changes in good practice,
also to incorporate more than 200 clarifications needed
to further standardise assessments and improve areas of
weakness. For those who are interested, the Secretariat has
provided detailed guidance (PEFA Secretariat, 2016b) and
Betley (2016) provides a useful review following testing
in Mauritius.2 The key point, however, is that the broad
framework and measurement approach have not radically
changed.

Overall, the new framework is more comprehensive than before, with many more dimensions. There is a greater emphasis on transparency and the
management of liabilities. There are also new indicators that assess the existence of a credible fiscal strategy, public investment management practices and
public asset management. A number of other indicators have changed substantively, and the specific donor indicators have been dropped.
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Figure 2: The PEFA Framework
Pillar 4:
Policy-based fiscal
strategy and budget

Pillar 7:
External scrutiny and
audit

Pillar 2: Transparency of
public finances

Pillar 5:
Predictability and
control in budget

Pillar 1:
Budget reliability

Pillar 3: Management of
assets and liabilities

(outcome)

Pillar 6:
Accounting and
reporting

Source: PEFA Secretariat, 2016a

2.2 What does PEFA not measure?
PFM systems are complex and a single diagnostic tool
can only partially reveal how a system is working. The
PEFA Secretariat (2016a: 4-5) openly acknowledges the
framework does not capture all factors affecting PFM
performance (such as the legal framework or human
resource capacities) and continues to focus on PFM
processes. Nor does it provide fiscal or expenditure policy
analysis that would determine if spending is sustainable,
equitable or achieving good value for money.

Critically, a PEFA assessment does not reveal how the
overall PFM system is working and why it is working that
way. There are a number of reasons for this, which are
summarised in Figure 3:
•
•
•

PEFA indicators tend to focus on processes in finance
ministries (limited depth and coverage).
PEFA largely measures how systems look, but not how
they work in practice (‘form’ not ‘function’).
PEFA misses important interactions between different
role-players (missing institutions).

Figure 3: Three limitations of the PEFA framework and their implications

Limited coverage

Form not function

Missing institutions

• Misses islands of excellence
• Misses seas of mediocrity in delivery

• Misses the implementation gap
• Creates a normative bias

• Political economy
• Organisational capabilities
• Interactions between processes
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2.3 Limited coverage

A PEFA assessment has limited depth and scope. To allow
a PEFA assessment to be conducted in reasonable time it
is necessary to limit the scope of what is covered.3 One
way this is done is by focusing on the finance ministry
and centre of government. This can mask weaknesses in
line ministries and local governments which are usually
responsible for executing most public spending. For
example, accounting may comply with international
standards in the national treasury, but not in line ministries
and local governments (Andrews, 2007:371). This can
miss ‘seas of mediocrity in delivery’ (see Box 1). Equally, to
avoid assessing PFM in all line ministries, PEFA guidance
suggests sampling a few larger ministries for certain
indicators, such as payroll systems (PI-23), procurement
(PI-24), and the choice of investment projects (PI-11). In
these cases the final rating may not apply to all ministries,
and so could miss ‘islands of excellence’ where systems are
functioning more strongly.

Box 1: Missing arrears in Timor-Leste
The problems of limited scope are illustrated well
in Timor-Leste, which has had a number of PEFA
assessments in recent years. In 2010, the indicator for
the stock of expenditure arrears was rated ‘A’. In 2014,
the same indicator was not rated, but the assessment
concluded that (a) the carry-forward of obligations
posed no immediate threats, and (b) the introduction
of International Public Sector Accounting Standards
accounting standards commitment controls will
prevent the accumulation of expenditure arrears.
However, these conclusions are contested by a more
in-depth resource-tracking survey conducted by the
World Bank in 2014 for health services provided by
local governments and health centres. The evidence
from this study showed that there were in fact large
debts accumulated by taking credit from suppliers and
staff, which were not being entered into the financial
management system, and that paying these debts
was effectively squeezing out other budgeted health
expenditure.

3

2.4 Measuring form not function

PEFA measures mainly how systems look (their ‘form’), not
how they work in practice (their ‘function’). Most PEFA
indicators assess whether governments have introduced
specific processes or products, and assessors verify this by
checking if there is formal documentation to support it.
Although this helps to maintain comparability and makes
it easier to verify results objectively, the focus on processes
and documentation can draw focus away from whether the
system is actually delivering as it should. For example, the
indicator on procurement (PI-24) ‘focuses on transparency
of arrangements, emphasis on open and competitive
procedures, monitoring of procurement results, and access
to appeal and redress arrangements’. It tells us little about
whether systems are in fact making procurements in an
efficient manner. Bangladesh, for example, received a ‘B’
for its procurement systems and yet a World Bank study
on collusion in the roads sector found that companies paid
officials up to 15% of the project value (Messick, 2011).
Critically, diagnostic tools such as PEFA are particularly
weak at measuring the quality of budget execution, such
as the reliability and efficient use of resources (Andrews et
al., 2014). For example, the revised indicator for service
delivery (PI-8) considers the availability of performance
plans and reports, but does not measure the extent to
which resources reach service-delivery units, despite
ample evidence that ‘leakages’ and staff absenteeism are
often significant in sectors such as education and health
(Glassman et al., 2008). Equally, the new indicators for
public investment management don’t reveal whether
budgeted projects were implemented, if they were
implemented at cost, or if they were focused on the right
areas. Yet a review of 4,700 public sector projects in
Nigeria found that 38% were never started (Rasul and
Rogger, 2015). These issues are summarised in Figure
4, which shows what the PFM system should do (its
functions) and whether PEFA measures how well those
functions are being fulfilled.

According to the Secretariat it should take 4-5 months to conduct the assessment and prepare a draft report (PEFA Secretariat, 2012:14). If it took much
longer, the results might already be out of date by the time they are published, and costs might make organisations think twice before commissioning a
PEFA assessment.
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Figure 4: Which PFM functions do PEFA diagnostics really measure?

Functions of the PFM system
Prudent fiscal decisions

Does the existing PEFA framework reflect on
functionality?
Partly

Reliable budgets

Yes

Reliable and efficient resource flows and transactions

No

Institutionalised accountability

Partly

Source: Andrews et al., 2014

2.5 Missing institutions

PEFA and other PFM diagnostics such as Public
Expenditure Reviews(PERSs) and Fiscal ROSCs (IMF
Reports on the Observance of Standards and Codes of
Fiscal Transparency) have long been criticised for paying
insufficient attention to the organisational and political
dimensions of PFM, and for failing to include public
management and governance experts in the assessment
teams (Allen et al., 2004:41).4 Yet organisational and
political issues are relevant on a number of levels. Studies
show, for example, that processes that involve more actors
are less likely to change than those in which the actors are
more concentrated (Andrews, 2014). There is also a large
literature that shows how some features of political systems
make it more likely that finance ministries can maintain
fiscal discipline in OECD countries (Hallerberg, 2004;
Hallerberg et al., 2009; Wehner, 2010). Equally, in many
developing countries informal systems are as important
as the formal ones in influencing behaviours and budget
decisions (Rakner et al., 2004).
Essentially, the capacity of the PFM system depends not
only on existing processes, but also on the interactions of
the various actors and organisations – inside and outside
the government (Andrews, 2007; Booth, 2012). This takes
place within a broader context, with differences in laws,
political arrangements, and economic environment, all of
which will affect the way PFM systems work (de Renzio,
2013). For example, it has been argued that the PFM
reform cycle in Malawi is closely linked to the political
cycle (Folscher et al., 2012). Reforms to the control
environment have been introduced as new presidents are
returned to power and need to rebuild donor and economic
confidence, only to unwind in the run-up to elections. The
recognition of these gaps has led to a range of research
work on the organisation and capabilities of finance
ministries in OECD and developing countries (Allen and
Krause, 2013; Allen et al., 2015; Krause et al., 2016).

4

2.6 Why does this matter?

It is critical to recognise, but is too often overlooked, that
improvements in PEFA scores do not necessarily represent
improvements in the functioning of the PFM system as a
whole. An assessment can miss important problems (such
as arrears in Timor-Leste). It can mask the implementation
gap between what the system looks like and how it works
in practice (as illustrated in Bangladesh). It can also miss
problems that are rooted in organisational or political
issues (as in the case of Malawi’s internal controls).
This puts a premium on a cautious and well-informed
interpretation of PEFA scores. Part of the responsibility for
this should rest on those who undertake the assessments.
As public documents, these are often couched in diplomatic
language. A summary of Malawi’s PFM reforms in a
2011 PEFA assessment was relatively complimentary
about its reforms to budget management, despite no
bank reconciliation having been undertaken for the entire
previous year. However, much of the responsibility lies with
governments and donor organisations to recognise what
PEFA scores can reveal and what they do not.
A push to harmonise diagnostic work through a common
reliance on PEFA also risks squeezing out other analytical
tools that provide different insights. PEFA’s ambition was
to provide a better overall indicator of PFM that all donors
could use to avoid asking the same questions, and in this
way it has been an important advance. There is a danger,
however, that over-reliance on PEFA means that other
important questions are not asked because they do not lend
themselves to a ‘one-size-fits all’ PEFA-type study.

‘With the possible exception of the broad constitutional and legal descriptions of the state apparatus in PERs and Fiscal ROSCs, the instruments provide
little guidance on defining and accounting for institutional factors in assessments. Nor do any of the guidelines recommend that assessment teams include
staff with specific expertise in public management and governance. It seems to be assumed that in most cases economists and financial management and
procurement staff can undertake any needed institutional analysis’ (Allen et al., 2004:41).

12 ODI Discussion Paper

One good example of this is the relative decline of public
expenditure tracking surveys (PETS). When done well, these
can track the flow of resources (financial, human and other)
from central government to service-delivery units, to give a
better understanding of which PFM systems are a barrier to
better services. Some common problems that such surveys

		

have revealed are absenteeism among service providers,
delays in transfers or in-kind support, and leakage of funds,
particularly in non-wage expenditures (Reinikka and Smith,
2004; Koziol and Tolmie, 2010). Such issues are unlikely
to be revealed through standard PFM diagnostics such as
PEFA or high-level public expenditure analysis.
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3 How is PEFA used (and
misused) to prioritise PFM
reform?
The use of diagnostic work to inform the design of PFM
reforms is welcome. Effective change requires a good
understanding of what is working, what is not working
and why. PEFA has become the ‘go-to’ tool for providing
that analysis (Wescott, 2008; Lawson and Folscher,
2011). Indeed, there is a growing literature looking at
how PEFA might be used to inform the sequencing of
reform (Diamond, 2013; Haque et al., 2013). These clearly
indicate that PEFA is not the only basis for prioritising
PFM reforms, reiterating the messages of the Strengthened
Approach and the PEFA Secretariat’s own guidance. Yet,
in practice reform plans are frequently designed almost
exclusively on the basis of PEFA scores, and without
adequately considering local context or the limitations
described above.

3.1 How PEFA should be used?
PEFA can provide useful analytical input to thinking about
problems in PFM performance. The experience of Norway
offers an instructive example on how that might be done
well. In 2008, Norad, the Norwegian development agency,
undertook a PEFA self-assessment of the Norwegian
government. The results certainly confirmed that Norway
scores higher than most developing countries, but it did not
rate its systems as ‘A’ in all areas, and the average score is
less than Brazil, Georgia and South Africa, which all have

14 ODI Discussion Paper

much lower GDP per capita. The Norwegian government
did not, however, immediately rush out to address each
low score.
A number of key lessons on how to use PEFA to inform
change can be drawn out from Norway’s response to the
study (see Box 2 for full response):
•

•

•

•

PEFA results can be used to complement other forms
of analysis and existing local knowledge. In Norway,
the PEFA study identified weaknesses in procurement,
which lent weight to existing concerns about potential
problems in the government’s procurement systems.
PEFA results need to be interpreted in the light of the
local context. Norway obtained the lowest score on
the indicator for information about service delivery
because of its decentralisation arrangements, not
because of inherent weaknesses in its systems.
Any plans to make change should be selective.
Following the PEFA assessment, Norway focused on
improving certain specific weaknesses, but did not use
the PEFA as a blueprint for reforms.
Sometimes ‘C’ or ‘D’ may be ‘good enough’. Norway
scored a ‘D’ on the indicator for internal audit, yet
deemed its internal controls to be working well
enough without investing additional resources in these
functions.

Box 2: Norway’s response to its 2008 PEFA self-assessment
‘Norway is one of the richest countries in the world with the standard of governance being perceived as very high.
This is confirmed in the assessment as 22 of the indicators were rated at A or B level (in a scale from A to D).
However there were exceptions from this general standard as eight indicators or indicator dimensions were rated at C
or D level.
Areas obtaining low ratings include procurement practices, legislative scrutiny of external audit reports and
follow-up to the external audit report findings, affecting three indicator ratings. On these areas low score to some
extent reflects a need for improvement also anticipated by the Norwegian government.
Low ratings affecting two other indicators are a result of primary service provision being entirely decentralised to
municipalities. The local government is primary [sic] to be responsible for the local inhabitants, so for that reason
the central government do not see central collection of ex-ante (budget) fiscal information from each municipality as
needed. Furthermore, for the same reason, there is no central regulation in Norway to make sure that information on
resources at primary service level (e.g. schools, health clinics) are made public available.
Three other areas of low performance ratings are lack of multi-year budgeting at disaggregated level, internal audit
functions being optional for agencies and lack of a central consolidated assessment of risks in public corporations
and autonomous agencies. In these areas the government in Norway find the current systems to be appropriate in the
Norwegian context.
The assessment shows that the PEFA framework seems to be broadly applicable in a highly developed country as
Norway. However on some areas it is more uncertain whether middle and lower performance scorings implies needs
for improvement. This point out some areas for discussion whether good international practices and standards as
reflected in some of the indicators, addresses needs for improvement in a country’s public financial system, both in
high income countries and developing countries.’
Source: Norad, 2008

3.2 How is PEFA misused?

The reality is that in many countries, PEFA is used as a
blueprint for reform: it is used as a guide of what systems
should look like, rather than a useful (but incomplete)
measure of what systems do look like. There are numerous
examples of PEFA being used mechanistically as the basis
for designing PFM reform programmes. Following a recent
PEFA assessment, the Government of Mauritius is currently

preparing a comprehensive PFM Action Plan to determine
what actions it will take. This approach is common and the
subsequent reforms are heavily influenced by PEFA – for
example Papua New Guinea has recently adopted a ‘PEFA
Road Map’ and Nepal’s steering committee for reforms is
called the PEFA Secretariat. In some cases, PEFA has been
used line-by-line to inform reform plans, often prepared
quickly by external consultants (see Box 3).

Box 3: PEFA influencing PFM reform plans in the Pacific
ODI and the World Bank recently conducted research in Tonga and Kiribati to look at these issues. In both countries
reform plans aimed to achieve higher scores in virtually all PEFA indicators that were not already scoring an ‘A’ (in
Tonga’s case) or a ‘B’ (in Kiribati’s case). Tonga’s reform plan is certainly a better document, and a more realistic
reflection of what could be achieved than the one drafted in Kiribati. Nevertheless, it remains overambitious, with
over 35 actions that require coordination across all line ministries for successful implementation, in an environment
where coordination has proven challenging in the past. Even if implementation is successful, we doubt that the
planned reforms will lead to significant improvements in macroeconomic management and service delivery.
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Using PEFA in this way risks undermining the impact and
‘ownership’ of PFM reforms. This is demonstrated by the
evidence that PFM reforms in developing countries are very
similar. Andrews (2010:43) compared PFM reform plans in
31 African countries and found that all 31 were introducing
GFS classification schemes and had identified steps to
consolidate public bank accounts, 28 had MTEFs (mediumterm expenditure frameworks) or were establishing
them, and 25 were introducing programme, performance
or activity-based budgeting. Figure 5 summarises this
graphically. Did these countries really face the same
problems and need the same interventions to solve them?
Andrews thinks not and concludes that ‘reform similarities
belie country differences’. More specifically, it gives rise to
three interrelated risks:
•

•

•

It promotes highly similar reforms, regardless of
country context. An implicit assumption in the PEFA
framework is that all systems must comply with good
practices (rated ‘A’) for the PFM system to function
optimally, regardless of the context. However, it
is possible to achieve similar PFM outcomes with
different systems. Among OECD countries, for

example, Germany has maintained strong economic
and fiscal performance not by using MTEFs but by
using an incremental budget system, in stark contrast to
the UK, which has systems that more closely resemble
the good practices in PEFA (Krause et al., 2016).
It risks concentrating efforts on changing what the
PEFA framework measures and ignoring what it does
not measure. This may result in reform plans that
favour changes to the way processes look rather than
improvements in process quality, or organisational or
political arrangements. As was shown by de Renzio et
al. (2011), this commonly leads to reforms that change
institutional ‘forms’ without changing how well systems
actually ‘function’.
It can divert scarce government resources away from
addressing the true reasons for poor performance.
This has given rise to concerns that external support
is overburdening existing institutions and channelling
their efforts away from solving local problems, a
scenario neatly summarised as ‘capacity overload’
(Andrews et al., 2012; Porter et al., 2010; Pritchett et
al., 2010).

Figure 5: The similarity of PFM reforms in 31 African countries
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4 Conclusion: What can
be done to improve PFM
reform programmes?
At the outset of this discussion paper, we revisited the
goals and principles of the Strengthened Approach to
PFM that gave rise to PEFA. In terms of harmonising and
coordinating fiduciary assessments, diagnostic work and
reform preparation, PEFA has been a resounding success
– an ‘A’ grade if you like. PEFA has also for the first time
provided a comparable, international data-set on PFM
systems. Many of the studies cited in this paper draw from
that very same data.
At the same time this paper has pointed to certain
examples where PEFA is being used in a way that
undermines what it takes to make effective changes to PFM
systems. While PFM reform may ostensibly be ‘countryled’, PEFA seems to be contributing to a tendency to design
reforms that work towards OECD best practices are often
unsuitable for the countries concerned.
This risks diminishing its value as an objective measure
of PFM performance, but also as a tool designed to
increase the impacts of reform. Where change is introduced
for external legitimacy, rather than as a genuine solution
to local problems, it risks diverting resources away from
actions that are likely to achieve a greater impact. For this
we must surely give the donor community a ‘D’?
Using PEFA as a blueprint for reform runs counter to
the advice of the PEFA Secretariat, which explicitly states
that ‘PEFA does not provide recommendations for reforms’
(PEFA Secretariat, 2016a:4). Plenty of advice has been
written to discourage poor use of PEFA. This begs the
question of why this approach to reform has proved to be
so persistent.

4.1 What is driving these behaviours?
In a certain sense, PEFA has been a victim of its own
success. As ever more emphasis has been placed on PEFA
scores for programming decisions, the stakes to improve
PEFA scores at all costs have grown ever higher. Given that
PEFA is used to inform decisions on programming budget
support, for measuring progress on PFM reform, for
undertaking cross-country comparisons of PEFA systems,
for shaping debate with civil society on PFM systems, and
so on, it is hardly surprising that governments want to see

5

their PEFA scores improve. Perhaps a system that is used to
measure fiduciary risk is not the best platform for honest
dialogue and self-reflection what is not working well.
The growing importance of PEFA scores is likely to
have encouraged ‘gaming’ behaviour. As indicators become
important for decisions on resource allocation and political
legitimacy, they are more likely to shape organisational
behaviour, but not always in a way that leads to better
public services.5 There are strong parallels to be drawn
here with the ‘Doing Business Indicators’. Countries
strive to do well on such international indexes because
scoring badly compared to their peers can be politically
‘embarrassing’ and may affect foreign investment. Yet it
has been shown that climbing up these rankings has not
always led to changes in private sector perceptions of the
effectiveness of systems, as measured in the Enterprise
Survey (Hallward-Driemeier and Pritchett, 2010). This
calls into question the actual ability of ‘reforms’ to improve
the business environment in many countries and is likely
to be the case with PEFA too, as Andrews and Bategeka
(2013) have illustrated in Uganda.
There are also financial incentives to undertake PFM
reform in low income countries. For a country like
Norway, it is costly to make changes to PFM systems.
Decisions on reform draw scarce management time
and financial resources away from meeting day-to-day
responsibilities. The use of these resources is also closely
monitored by the legislature and civil society groups. For
low-income countries, however, the decision to proceed
with reforms can greatly expand the overall resources
available by attracting donor financing. It is therefore
almost to be expected that each and every entity in the
PFM system wants to be involved in PFM reforms. All
the more so if scores can be improved without actually
changing how the systems work.
Critically, the revised PEFA framework will not address
these incentives. The new PEFA is bigger, and possibly
better, but it still uses the same underlying logic and is
likely to give similar scores as the old one overall. This
is not a problem for the PEFA framework itself. If it
continues to be used the same way, however, then we may
need to get ready for a surge in ‘cheap’ fiscal strategies

There is a rich literature that explains the behavioural effects of targets such as Bevan and Hood (2006), Hood (2006) and Høyland et al. (2012).
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that are not adhered to (the new indicator 11) that simply
rubberstamp politically motivated projects without
question; and performance plans and reports (the new
indicator 8) that have little impact on institutional
incentives to provide better services. What then can be
done to prevent this?

4.2 How could PEFA be used better?

Ideally, countries should be using PEFA assessments
more like Norway. Scores should be interpreted carefully,
and reforms prioritised after considering all the relevant
information. As we saw in the last section – and in Box 2
– Norway did not attempt to improve every score that did
not receive an ‘A’ rating. It considered its context and used
insider knowledge to focus on the most problematic areas.
More could be done to help to interpret assessment
results in the local context of developing countries. One
possible way to do this is to strengthen the requirements
for the Summary Assessment so that it more explicitly
interprets ‘which scores merit priority attention and
why’ in the country context (ODI, 2014).6 Good PEFA
assessments can often provide useful commentary in the
description of each indicator rating, which can be used as
a basis for discussion rather than the scores themselves
in country-level dialogue on PFM reforms. To ensure that
these are of sufficient quality, donors should require all
assessments to be quality assured by the PEFA Secretariat
through the ‘PEFA Check’.
Diagnostics of PFM performance should not rest solely
on PEFA and related tools that follow a similar logic.
Faustino and Booth (2014) speak of using ‘measures that
matter’ to guide reforms. There may be room to introduce
periodic surveys that are complementary to PEFA, but
more oriented to service delivery. Perhaps we could draw
from experience with the Enterprise Survey in the business
environment. Questions to schools and hospitals on the
predictability and timing of financial and non-financial
resources flows or contractors on the promptness of
payments would serve as a useful counterpoint to certain
PEFA measures. PERs and PETS could also be used to
consider areas of particular importance to the government.
The more challenging agenda, but with greater potential
impact, is to revisit the donors’ approach to programming
PFM reform. There is a large literature criticising the
‘blueprint’ project approach donors use to support
institutional reforms in partner countries (Brinkerhoff
and Ingle, 1989; Bond and Hulme, 1999; Grindle, 2004;
Booth, 2011; Andrews, 2013). Such projects are designed
by defining very precisely what interventions are needed
and sticking rigidly to those plans during implementation,
usually over a just a few years, which is the blink of an
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eye in institutional terms. The challenge to donors is that
this approach might work well for delivering vaccines and
similar logistical tasks, but has been much less successful
for PFM and other institutional reforms.
Future reforms will need to be more ‘problem-driven’.
The concerns with the blueprint approach are heightened
when reforms tackle the wrong problems from the
start. Institutions are important for development, but it
is increasingly clear that introducing Denmark’s PFM
processes in the DRC will not result in DRC’s PFM
systems working like those in Denmark. Yet this has been
the predominant donor ‘solution’ to PFM problems in
developing countries, and PEFA has become the agreed
view on what that ‘solution’ looks like. But we have
seen already that adopting PEFA in this way does not
necessarily lead to better macroeconomic management
or service-delivery outcomes. A key challenge then is to
reorient donors (and now their country partners) to focus
on the real problems.
So far there are not many answers to how this could
be done. The large volume of work criticising this
approach has not been matched by efforts to offer a
practical alternative. However, this gap has not gone
unnoticed, and some have attempted to fill it. A range of
research is currently pointing to the potential of using
‘arms-length organisations’ to support the change process
more effectively (Booth, 2013; Faustino and Booth, 2014;
Williamson; 2015). Andrews (2015a; 2015b) provide tools
for reformers to help in identifying and understanding the
problems and assessing the space for change. Haque et
al. (2013) have also attempted to guide donors working
in Pacific Island countries where state capacities are
constrained by isolation and small populations. They
explicitly state that some PEFA scores will need to lag
behind, and provide some basic mapping for how PFM
systems relate to broader development outcomes as a
means to establish priorities. Others are considering
whether more could be learnt from budget support groups
on jointly identifying issues to address.
Changing the government–donor dialogue will be an
important ingredient for change. Currently, this centres
strongly on PEFA and allows different stakeholders to
press their vested interests. For example, accounting
and audit bodies push for international standards or
performance audits to be implemented. However, this
distracts from discussing the real problems. Collaborative
Africa Budget Reform Initiative (CABRI) and the Effective
Institutions Platform (EIP 2015) are encouraging a new
donor dialogue for monitoring the Busan commitments
on aid effectiveness. This will allow countries and donors
to pick seven out of 14 PFM indicators (from PEFA) to
measure the strength of country systems. It may be possible

Under existing guidance, the Summary Assessment should cover the likely impact of PFM weaknesses on fiscal discipline, strategic allocation of resources
and efficient service delivery. In practice, the Summary Assessment commonly resembles an executive summary followed by a list of recommended
reforms, often based on the indicators that scored poorly. The 2010 PEFA assessment for Bhutan and the 2007 assessment for Lesotho are just two
randomly picked examples.
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to broaden this dialogue still further to consider key
development problems, the PFM systems that contribute to
those problems, and which indicators are the best measure
of functionality in those areas – not just from PEFA.
Any new approach will need to be based on a better
understanding of PFM. PEFA is not a substitute for
in-depth, country-level, politically informed understanding
of how PFM systems work. This would need to be
rebuilt to some extent, to put ‘good practices’ into their
proper context. Such efforts would focus not only on
the government but on all the main stakeholders in
PFM – including donors, regional bodies and consultants.
Some have suggested that broad training programmes
are designed and implemented for these different groups,
starting with regional bodies and government which are a
focal point for most PFM learning in the region.
Addressing these negative incentives is the most

		

important challenge for anyone who cares about PEFA
and PFM reforms in developing countries. The current
approach will not benefit developing countries in the
long term. It is based on a flawed logic – that making
systems look like PEFA will improve PFM and so lead
to better macroeconomic and service-delivery outcomes.
This assumption is false. This is not the fault of PEFA,
which remains a useful framework for thinking through
the problems that governments face in strengthening their
PFM systems. The challenge is to use it well, to unlock
the real problems, and direct resources where they are
needed. As yet, there is no new blueprint to follow, and this
discussion paper has made only initial suggestions for what
could be done. In the meantime, we simply urge countries
that are using PEFA to consider, rather than wanting to
‘look like Norway’, how they can ‘think like Norway’ and
make the best of what PEFA has to offer for PFM reforms.
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