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Public expenditure management in a time of fiscal constraint 

seminar series: Performance budgeting 
 
 
 
Summary 
Performance information including both outcome and output measures are widely produced to 
assess government performance.  However, this information is rarely used to eliminate programs 
or impact budgetary decisions.  There is evidence to suggest that officials do not find the quality 
of the existing performance information to be the primary obstacle for integrating performance 
information into budgetary decisions.  It appears that senior decision makers make little use of 
performance information and this may be related to several outstanding difficulties associated 
with using targets, the inherent difficulty in measuring government activity, or the absence of 
political payoffs for (‘objective’) government performance.  However, performance information 
can still be a valuable source for facilitating a more effective policy dialogue within departments 
and between HM Treasury and departments.  Greater focus on improving the types of measures 
used such as citizen satisfaction and increased understanding of how voters respond to 
‘objective’ performance information may be two ways that government can improve the use of 
performance information in budgeting.  A period of severe fiscal stress may also create an 
opportunity for renewed emphasis on the use of performance information in decision making. 
 
 
 
Introduction 
 
The development and use of performance information can drive the improvement of public 
services in three interrelated ways.  First, managers can use the information to identify areas for 
improvement and undertake corrective actions.  Second, the use of league tables can encourage 
citizens to seek out higher performing services and create demand-led pressures to improve 
services (particularly where funding is allocated based on the use of services).  Third, managers 
can be encouraged to reform based on a reputational incentive where a performance 
assessment regime inflicts ‘reputational damage’ on those shown to be performing poorly 
(Bevan and Hamblin 2009).   
 
Linking performance information to budgetary decisions is intended to create stronger links 
between resources and outputs/outcomes.  A ‘weak’ form of performance budgeting would 
entail the presentation of performance information alongside budgetary information.  It would 
draw upon incentives related to altruism, demand led-pressures, and transparency and 
reputation.  A stronger form of performance budgeting would use performance information to 
inform budgetary decisions and at the extreme, performance budgeting could take the form of 
establishing a contractual relationship that links performance to the allocation of funds. 
 
 The integration of financial and performance information can be used to challenge the 
composition of public expenditure with respect to social needs and priorities.  It can also be 
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used to encourage cost effectiveness by rewarding success and sanctioning failure. Where 
performance information is used for the steering and control of agencies and holding line 
ministers to account, it can increase organisational alignment on the priorities of government.  
 
Performance information is widely produced 
 
Performance information is widely used across the OECD to assess government’s non-financial 
performance (see figure 1).1  Two-thirds of countries use performance measures or targets, 
more than three quarters use evaluation reports and one third utilize benchmarking.  Of the 
OECD countries responding to the survey question on the type of measure, 83% of countries use 
output measures and 75% use outcome measures.2  The survey of government-wide initiatives 
to introduce performance measures suggests that many OECD countries initially introduced 
these measures in the 1990s and some stretch back further, with Canada initially introducing a 
system in the 1970s. 
 
Since 1998, the UK government has used outcome measures in the form of Public Service 
Agreements that are designed to assess the government’s performance in relation to 30 priority 
areas.  These include raising the productivity of the UK economy, improving the health and well-
being of children and young people and securing a healthy natural environment for today and 
the future.3  Each PSA is underpinned by approximately 4-6 indicators, a delivery agreement 
describing the actions to be taken by the responsible department and stakeholder and a 
measurement annex for each indicator detailing how it will be measured. 
 
Impact on budgetary decisions is modest 
 
Given the wide availability of information related to performance being produced by 
government, there is very little evidence that it is being used to affect budgetary decisions (see 
figure 2).4  If performance targets are not met or evaluations indicate poor performance, none 
of the countries responding indicated that a programme is eliminated often or almost always 
and fewer than 10% indicated there would be negative consequences for the ministry’s budget 
often or almost always.  Fewer than 50% of the countries responding indicated that this would 
result in more intense monitoring of the programmes/activities often or almost always. 
 
As part of a recent NAO (2008) report on the management of financial resources to deliver 
better public services, it carried out a survey of 37 government departments accounting for 

                                                 
1
 OECD 2008 International Budget Practices and Procedures Database 

http://www.oecd.org/document/61/0,3343,en_2649_34119_2494461_1_1_1_1,00.html 
 
2
 There was one missing answer for the question on output measures and two missing answers for the question on 

outcome measures.  Thus the sample was n= 29 and n=28 (out of a total of 30 countries). 
3
 An NAO summary of the system is available at 

http://www.nao.org.uk/what_we_do/other_specialist_expertise/performance_measurement/comprehensive_spendi
ng_review.aspx  
4
 A complicating factor in measuring this is that poor performance may require further investment rather than 

cutbacks or reallocations.  However, the ability to sanction poor performance would require some evidence of 
cutbacks or reallocations based on poor performance. According to the OECD survey, (n=23) if the performance 
targets are not met the program is eliminated almost never/rarely according to 87% of the respondents and if 
evaluations indicate poor performance (n=24), the program is eliminated almost never/rarely according to 79% of 
respondents. 

http://www.oecd.org/document/61/0,3343,en_2649_34119_2494461_1_1_1_1,00.html
http://www.nao.org.uk/what_we_do/other_specialist_expertise/performance_measurement/comprehensive_spending_review.aspx
http://www.nao.org.uk/what_we_do/other_specialist_expertise/performance_measurement/comprehensive_spending_review.aspx
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more than 99% of government resource and capital expenditure.  When asked what are the top 
three financial risks to your organisation (including any resulting from the activities of your 
executive agencies, NDPBs or other arms-length bodies), 2% of responses cited lack of value for 
money.  The NAO survey found that 63% indicated that a lack of incentives to encourage senior 
budget holders to increase the role of financial and resource management in the management 
of departmental programmes was a significant barrier to improving resource management in 
their department.  These results may suggest there are limited financial consequences for poor 
performance. 

 
Figure 1 
What types of performance information are produced to assess the Government's non-
financial performance?  
 

 
2008 International Budget Practices Database, OECD 
 
 
 
 
2008 OECD International budget practices and procedures database 
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Figure 2 
If performance targets are not met/evaluations indicate poor performance, consequences are 
triggered (often/almost always ς 61% of the time) how likely is it that any of the following 
consequences are triggered? 

 
2008 OECD International budget practices and procedures database 
 
 
Why is performance information not more widely used in decision making? 
 
One potential explanation for why existing performance information does not appear to be used 
widely is that it is of poor or insufficient quality.   A Public Value Forum (2005) report drew 
attention to this concern stating that ‘the quality of the data underlying performance 
information in the public sector is variable: internal controls over the recording of activity data 
and preparation of performance information are not as well developed as for financial 
information, for example, and in practice there may be less ownership of performance 
information by those charged with governance than of the financial statements’.  However, the 
NAO (2008) survey found that respondents had sufficient performance information to make 
several key decisions (see figure 3).  Most respondents indicated that they had enough 
information to cease programmes, identify assets that should be disposed, switch resources 
between programmes or scale back programmes. 
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Figure 3 
Do you consider that your department has the necessary financial and operational 
performance information to adequately inform decisions to do the following:  

 
Managing financial resources to deliver better public services, NAO 2008 
 
 
Furthermore, in the same survey, when asking respondents to identify what three factors would 
most improve resource management in their department, while 30% of respondents cited 
systems/quality data /improved reporting, 9% of respondents cited a link between resource 

usage and performance (NAO 2009). 
 
It would be difficult to argue that the quality of performance information could not be 
improved. Indeed, as the Public Audit Forum (2005) points out, ‘many stakeholders assume that 
any audit activity in relation to performance information means that the performance indicators 
have been ‘audited’ and are thus ‘accurate’ and can be relied upon accordingly. The main risk 
from this situation would be that the users of the performance information, e.g. a government 
department or regulator, may make a policy or take decisions on the basis of inaccurate 
information. This may in turn lead to a failure to achieve value for money or deliver improved 
performance. There is also a risk of misleading stakeholders if accountable bodies publish 
incorrect performance information.’  However, the NAO survey results indicate that (of those 
responding), there is wide agreement that they feel they have enough performance information 
to inform budgetary decisions.   In other words, there appears to be sufficient information 
available that can be used to make determinations on the effectiveness of programs. 
  
A further explanation for the relatively low levels of usage of performance information may be 
examined by considering the extent of key decision maker’s use of performance information.  
According to the OECD survey (see figure 4), fewer than 10% of the countries reported that 
committee members in legislatures use performance information in budgetary decisions 
often/almost always and fewer than 30% reported that the Cabinet uses it often/almost always.  
Fewer than 50% of the countries reported that the central budget authority, the Minister 
responsible for delivering a performance target and the Minister of Finance use it often/almost 
always. 
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In the UK, the NAO (2008) survey reported that for 25% of the respondents, an analysis of 
expenditure by operational performance target or key outputs is never reported to the board.5  
These results suggest that there is a relatively low level of use among senior officials.  This is in 
line with Joyce (2008) who argues that more (and better) information does not lead to better 
budgeting and concludes that political will is necessary for better budgeting.  In other words, 
information may be a necessary but insufficient condition for better budgeting.  Performance 
information on budgetary programmes can help decision makers but only if there is an 
imperative for doing so. 
 
 
 
Figure 4 
How often do the following actors use performance information in budgetary decision-
making? (Often/almost always ς at least 61% of the time) 
 

 
OECD 2008 International budget practices and procedures database 
 
 
 
 
 
 

                                                 
5
 Departments had the opportunity to provide three factors which would improve resource management. The total 

number of factors given by departments was 104. 35 of the 37 departments in the survey provided at least one 
response. 
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Challenges for integrating performance information with budget decisions 
 
There are several potential reasons for the limited use of performance information for budget 
allocations among senior government decision makers.  First, there is evidence to suggest that 
politicians are not rewarded for good performance, ‘objectively’ measured.  Boyne et al (2009) 
find that while voters’ behavior is affected by clear gradations of performance, it is only the 
difference between low performance and at least mediocre performance that matters. Their 
work finds no reward for high performance, and a negativity bias in the relationship between 
performance and support for incumbents.  Related to this is the observation that political 
decision making may require vagueness. Pollitt (2001) points out, ‘in order to reach the complex 
and sensitive distributional deals which budget-making entails, politicians (both in the executive 
and the legislature) need to appeal to vague and general values, in order to create or maintain 
sufficiently broad coalitions of support (or at least, acceptance) for continuing this programme 
or cutting that one...The last thing they are interested in, during this delicate and frequently 
adversarial process, is careful comparative evaluations of rival programmes or the specification 
of precise operational priorities and targets ...Such exercises would show only too clearly ‘who 
gains and who loses’ and what is the relative cost-effectiveness of different programmes, and 
would thus make coalition-management all the more difficult.’   
 
Second, many areas of government activity suffer from difficulties related to attributions, time 
lags, measuring the ‘unmeasurable’ and multiple high level outcomes (Schacter 2002).  Desired 
policy outcomes are often affected by external events outside the influence of government 
programs.  Moreover, challenging issues such as social exclusion, climate change and improving 
health cannot typically be resolved in a short time period and where programmes have limited 
time horizons it is difficult to monitor progress towards a distant outcome.   
 
Third, basing financial decisions on performance information could have ‘unintended 
consequences’ as a result of ‘perverse incentives’.  Hood (2007) identifies three potential effects 
arising from the use of performance targets.  Ratchet effects can occur where workers are 
expected to hold actual production below the production-possibility frontier if they expect 
target-setters to raise future targets based on current observed production.  Threshold effects 
occur where there are incentives for employees to concentrate their efforts on reaching the 
minimum levels specified by targets rather than to exceed those levels.  Output distortions can 
occur where there is an incentive for employees to concentrate their efforts on achieving 
success in the specific targets being measured at the expense of other important objectives that 
are not included in the target measures.  These results could be mitigated or potentially 
overcome through better system design; however, it is important to recognize that these effects 
can present significant impediments towards linking performance with expenditure. 
 
Conclusion 
 
While there is an ongoing opportunity to encourage senior politicians and government officials 
to use performance information to challenge assumptions through dialogue on performance 
and expenditure, at present, there are a number of limitations for using performance 
information to drive budgetary decisions.   
 
It is rarely practical to link performance measures directly to budget allocations between main 
programmes (for example, schools or police) because that decision is bound to be driven by 
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broader judgements on priorities, there is typically no common yardstick of relative 
performance, and a poorer performance in terms of outcomes might require an increase in 
resources.  However, at this level, the collection and publication of good data on outcomes, 
outputs, and evaluations of programmes may help to raise the quality of the public and political 
debate on decisions and new policies and what they could realistically hope to achieve.  
 

It may be more practical to devise systems which reward good performance at a lower level 
where several organisations are running similar programmes (for example, local authorities or 
departments in their back offices) through funding for productivity improving investment or 
some financial rewards or freedoms for better performers. Output and cost data on process 
handling or delivery of services could play a direct role here. 
 
It is important to recognize that there are a number of reasons why a line department may not 
choose to produce and publish such data, including the short lifespan of the average Minister 
who may be judged more on the reception of initiatives they launch and the handling of events 
than on the medium term improvement of underlying outcomes and outputs.  However, the 
Treasury (and other central departments) have an interest in the quality of information and 
analysis and can use budget negotiations to encourage government departments to produce 
performance information. A related issue is the ongoing concern that the move away from 
centrally set targets could lead to a loss of performance information and a reduction 
in accountability and transparency in public services. 
  
A shift towards better use of evidence in making decisions could be facilitated by improving the 
quality of measurement and focusing on the context for using the information.   Where citizens 
reward politicians for ‘good’ performance based on objective information, this would provide a 
stronger incentive for senior leadership to establish a culture that allows poorly performing 
programmes to be replaced by better value for money policy and programmes.   A better 
understanding of the users of performance information and the ways in which citizens can 
become more effective consumers of performance information could facilitate this. 
 
Performance information that takes account of citizen satisfaction with services may be a more 
objective measure of performance and given that it is at an aggregated level, it could avoid 
several of the issues related to gaming such as the distortion effect cited earlier. The Canadian 
Citizens First survey analyzed the drivers of service satisfaction across a large set of services and 
found that timeliness, knowledge and competence, courtesy, fairness and outcome account for 
more than 80% of citizen-satisfaction (Marson and Heintzman 2009).  This programme 
established a baseline on citizen satisfaction and imposed a minimum 10% improvement target 
for client satisfaction of government departments over a five year period (which was exceeded).  
While this programme was driven primarily by the civil service, it raises an interesting question 
whether politicians could seek to support and capitalize on such improvements.  Alternatively, 
political involvement may undermine large-scale efforts as future governments may seek to 
distance themselves with the efforts of their predecessors. 
  
There is widespread agreement that continued use of performance information can assist with 
facilitating a policy dialogue and providing some impetus for allocating resources in accordance 
with policy objectives.  Moreover, the anticipated squeeze on public expenditure may provide a 
further motivation for senior leaders to improve their use of performance information.  It raises 
the question as to whether performance information may be more useful during periods of 
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restraint (for cutting) or during periods of investment (for allocating). During the next few years, 
government actions to tackle budget deficits may provide a solid test for the performance of 
performance budgeting. 
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Institute for Government 
July 2009 
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