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Overview

The budget outlines expected revenues and proposed public expenditures based on stated public policies. It acts like a scorecard in that actual budget execution can later be compared to what was proposed. Budgets are elaborated jointly by executive and legislative branches. The rules and procedures vary by country but their constitutional intent is the same: to balance power, minimize opportunities for collusion, maximize accountability and give citizens voice in budgetary decisions. 

Budgeting practices in most developing countries are descended from colonialist models. They have since evolved to less formal mixtures of formal and informal rules. This informalization process accelerated during the debt crises of the 1970s, a period in which the executive branch and external donors acquired near total control over budgets. In core ministries (finance, planning), appropriators often worked independently. Budgets were short-term and based mainly on available revenues rather than on what sector ministries had requested. Certain interest groups captured inordinate shares of public revenues (common pool problem). There may have been some emphasis on complying with legislative mandates but legislators rarely helped create the budget. The budgets were technically weak. They often had little to do with projected revenues, deficits or external aid flows (both of which were unpredictable). Line items were included regardless of their functional value or the specific programs they supported. Recurrent and capital expenditure items were not integrated. Upon execution, budgeted and actual expenditures (“budget out-turn”) rarely coincided. Program performance indicators were rarely fed back from sector to core ministries. At no point was the public invited to participate.
The 1970’s debt crisis also forced governments to meet strong conditions imposed by external creditors. These conditions included decentralization and devolution of essential public services, privatization and salary caps on the government workforce. The predictable results have been underinvestment, downsizing and an exodus of skilled workers from the public sector. Given this diminished capacity, a large proportion of development aid now flows into countries off-budget. In some countries, more than half of all health spending is not under direct government control. This prolonged dependence on external aid has created perverse incentives for both donors and host governments to make needed institutional changes
.
Weak technical capacity within the public sector is now seen as the main impediment to agile budgets. Few governments have up-to-date information and communication technologies (ICT). Medium-term budgeting and expenditure frameworks are not robust. In practice, forward spending estimates tend to be simple inflation-adjusted projections of first year budgets. Ministries receive few or no guarantees of out-year funding. Program performance is not always taken into account in budget decisions. A more general impediment is governance. Seen from the outside, waste, fraud and corruption are common at all levels and across all sectors. (An insider, however, might perceive these practices as standard operating procedures.) Civil society has little voice in how public funds are used. Political parties often distort or preclude public participation in the development process. There is little sense of civic ownership for immunization, or other public programs. A further complication is that parliaments often lack the basic tools to perform their necessary oversight roles. In recent years the situation has improved. Countries have been implementing a range of budget reform initiatives aimed at increasing accountability and budget transparency. The Millennium Development Goals (MDGs) provide objective criteria for designing budgets and measuring their effectiveness. Many of the reforms have led to significant improvements in public sector budgeting.
Budget reforms have been both technical and organizational. Governments have been gradually adapting new ICT tools (eg, local area networks, intranet, web-based reporting), making it easier for decision-makers to share and report information. Sectoral and medium-term budget frameworks are now commonplace. Budget allocations are increasingly made on the basis of macroeconomic risk, measured program performance and emerging policy priorities. Policy accountability is replacing administrative accountability. Governments are also embracing reforms aimed at improving fiscal governance. The reforms have made budgeting more political by actively engaging cabinet and key elected officials earlier in the budget cycle. Civil society organizations actively participate in the process. Another trend has been to give sector ministries more discretion on how they use funds while making them more accountable for the funds they spend (program performance budgeting). With these developments, ministries of finance (MoF) are assuming more active coordination and enforcement roles. Positive economic growth and revenue reforms are facilitating these budgeting improvements. 
Budgetary reform strategies

Budgetary reforms incorporate a number of strategies and instruments. Under the aegis of the World Bank most countries have prepared Medium Term Expenditure Frameworks (MTEF). This instrument imposes strict top-down macroeconomic and fiscal guidelines in how government budgets are formulated. It also employs a bottom-up planning process whereby program costs within a particular sector are estimated based on particular policies. The result should be less deficit spending and reallocation of resources across sectors. A third feature of the MTEF is its involvement of civil society and private sector representatives. The MTEFs set out proposed multi-year budgets which are updated periodically to reflect changing commodity prices, inflation, new development needs and other factors. They set ceilings for sector spending. These projections should make sectoral budgets more predictable. In practice, few countries have actually integrated their MTEFs into their legacy budgeting systems. Proposed MTEF sectoral budgets seldom coincide with actual allocations.    
Poverty Reduction Strategy Papers (PRSPs) are another World Bank budgetary reform tool. Originally designed for programming debt relief funds, the overall aim of the PRSP is to align budget policy with anti-poverty strategies through an inter-sectoral, participatory process. Line ministries, parliaments, civil society organizations and external development partners form Sector Working Groups which set national anti-poverty goals and strategies across sectors. The PRSPs explicitly address the Millennium Development Goals and are prerequisites for highly indebted countries to qualify for debt-relief packages (see below). 
Some countries have institutionalized a sectorwide approach (SWAp) to budgeting. The aim of a SWAp is to standardize policy and harmonize donor and government inputs in a given development sector. All development partners conform to a single multi-year workplan and budget. Funds are subject to the host country’s laws and procedures. Funds from all sector sources are pooled in the government budget (general budget support). Programs are subject to a hard sectorwide budget constraint.  Essentially a zero-sum game, the SWAp requires each program in a given sector to justify its proposed budget based on performance indicators and shifting national priorities. SWAPs are managed by sector ministries with input from standing Sector Working Groups. Besides donors and government actors, these SWGs incorporate new stakeholders such as civil society organizations. There are regular meetings and annual assessments, increasing transparency. Experience to date with health sector SWAps has been generally positive. More funding is flowing through general budgets and there is greater strategic and operational harmonization. However, the proportion of funding earmarked by donors for specific projects (vertical funding outside of SWAPs) has not fallen as expected. Another weakness has been the inability of the sector ministries to follow up on specific SWAp assessment recommendations. Observers feel it will take 8-10 years of sustained effort before SWAPs will induce long-lasting structural improvements in the public sector.         
In theory, MTEFs, PRSPs and SWAps are complementary reform efforts but in practice they are often carried out independently. As a result, policy and execution are not always in synch. Funding for robust programs may fail to materialize because their policy bases are not fully considered in the appropriations process. Projects may be funded off-budget, doing little to strengthen public sector capacity. Nor do the instruments sufficiently consider program outcomes. Perhaps their principal weakness is that they lack the force of law
. In the long-run, these and other reform efforts are milestones on the way to new legislation which define a country’s public finance objectives, principles and procedures.
On the technological front, countries have also had difficulties institutionalizing new ICT tools. Systems were initially too sophisticated, given the lack of technical support staff and training. The tendency has been to focus on technology rather than organization. Importantly, the tools and instruments themselves are not panaceas. They cannot change actual business practices and organizational cultures or stimulate greater citizen interest in policy matters.  
Emerging budgetary issues

A growing number of international agreements (eg, Millennium Development Goals, the Paris Declaration for Aid Effectiveness) and new global health institutions (The Global Fund, GAVI) is forcing governments to change their budget procedures. For example, in order to meet their national MDGs, sector ministries must develop new modes of consultation and budgetary coordination. The growth of global funds creates new challenges. These funds are often earmarked for specific projects and programs and are often handled off of government budgets. Donor agreements are also becoming more complex. For example, countries receiving Phase II GAVI grants have agreed to co-pay an increasing proportion of their vaccine expenditures. These factors reduce government flexibility.
Some countries have been classified as Highly Indebted Poor Countries (HIPCs), which makes them eligible for debt relief funding. If they meet certain macroeconomic and fiscal tests and have approved PRSPs, HIPC countries are allowed to program money that otherwise would have gone to pay interest on external loans for pro-poor domestic spending. Of highest priority are health and educational programs that address national Millennium Development Goals. Immunization and other cost-effective health programs logically receive high priority in PRSPs. Resource tracking is needed to ensure that HIPC funding is additional to national anti-poverty funding.     

Few developing countries raise revenue at sub-national levels. Yet countries continue to devolve and decentralize public services. This has increased the volume of inter-governmental transfers (grants). As described above, citizens are increasingly participating in sub-national budgeting exercises and in various local governance structures. Governments are also evaluating grant outputs rather than just inputs, and measuring outputs in terms of population-based impacts. All of these trends imply that sub-national authorities should have an increasing voice in how budgets are formulated.
Representative budgetary cycle
As budgets become more inclusive and consultative their preparation becomes more complex. Each country creates its budget in accordance with its particular institutional landscape. A national budget cycle typically begins with a series of sectorwide or inter-institutional reviews managed by the MoF. These may draw from World-Bank supported Public Expenditure Reviews (PER) and Public Expenditure Tracking Surveys (PETS). Governments have their own sector-specific policy and planning documents as well. Consultative groups review these documents, analyze past expenditures and program performance, gauge future revenue and cost projections and formulate appropriate budgetary recommendations for the next 3-5 years. The MoF uses these recommendations, along with recommendations from the MTEF or other macroeconomic advisory group, to prepare a budget circular. The circular guides sector ministries and development agencies (MDAs) on policy and presents budget ceilings for the coming years. The circular refers exclusively to primary expenditures, by sector, using national funds. Ceilings are set in accordance with expected revenue.
The next step produces forward cost estimates, drawing on the specialized knowledge of the MDAs. Each Cabinet minister receives, reviews and approves the circular. It is then sent to the MDAs which use it to prepare their annual and medium-term budget proposals. The MoF combines these requests to produce the proposed total primary expenditure budget, broken down by sector, revising the MTEF in the process. This step may include inter-ministerial consultations to ensure inter-sectoral strategies are well defined and accepted. 
The proposed (indicative) national budget and revised MTEF are then approved by the Cabinet. From there they are submitted to the relevant parliamentary committees. Following Parliamentary review and approval, the indicative budget goes through a second iteration. The MDAs elaborate more detailed draft budgets with fully costed strategies. This step may also involve additional, program-specific performance expenditure reviews. The MoF receives and combines these budgets into a final draft budget. The MoF again revises the MTEF, and submits both documents to Cabinet for approval. Cabinet agencies again submit their proposed budgets to the relevant Parliamentary committees. Parliament ultimately approves the budget and the cycle is complete. 

The above description pertains to the national budget cycle. In larger countries similar processes occur at sub-national levels. Ideally, sub-national and national budgets are merged at some point.   

Performance 
A well-performing budget must be technically credible. This means that expenditures (out-turns) correspond closely to what was budgeted. There is little deviation in the amounts budgeted for and expended by a particular program. A credible budget is also comprehensive, affordable and sustainable. To meet these criteria there must be good information available on the macroeconomic situation, projected revenues, debt and all program costs. The latter includes sub-national budgets which co-finance particular programs and services. And the budget process must be disciplined. Rules must be clearly articulated and all actors must follow them. All revenues and expenditures are approved by the legislative branch (ie, budget coverage is complete).
A credible budget also reflects national priorities and policies. Civil society, parliament and other non-state stakeholders must be involved. They and their MDA and SN government counterparts must have access to high-quality information at all stages of the budget process. Parliament must provide the necessary oversight. Information on programmatic outputs and impacts should be readily available for all stakeholders to judge whether the budgets achieved value for the money spent.   

Budgetary performance indicators have recently been codified through the Public Expenditure and Financial Accountability (PEFA) Program. It is worth identifying some of the standard PEFA budget indicators that pertain to EPI. These are listed in Annex A.

Behavioral incentives

Technical criteria alone do not suffice for budgetary reform. There must also be sufficient behavioral incentives for each key actor to change behaviors. One strategy for shifting incentives is to formally link program performance to the budget process. Managers must account for the funding they receive. Well-performing programs have a stronger claim on finite resources than do laggards. High-performing managers should be publicly recognized. This approach only works if budgetary rules are strictly enforced. Another strategy is to increase transparency. Publicly posting budgets and involving the public in periodic budget reviews are two transparency tactics. A third strategy is to ensure political participation. Key actors will want to do their best when they know high-level officials and members of parliament are scrutinizing their work. Elected officials will more likely participate when the government stands to gain political capital for speeding development. International organizations are another way to create behavioral incentives through peer exchanges, high-level training and recognition. Examples include the Collaborative African Budgetary Reform Initiative (CABRI), a World Bank Institute-supported consortium of senior ministry of finance officials. 
Decentralization and devolution introduce another set of incentive problems. Transfers from central to lower levels create perverse incentives. Governments are elaborating various mechanisms to align incentives. For example, federal governments are giving states and cities increased flexibility in how they handle grant funds and may allow them to retain any funds they save. There is also a trend toward unconditional transfers, ie, allowing local authorities to choose their own strategies and activities. In return, central governments are demanding greater accountability and oversight.

Budgeting for Immunization

Immunization offers a vehicle, a practical example, for strengthening health sector budgeting capacity and for attracting new stakeholders to the development process. Given its high cost-effectiveness, immunization is universally accorded high policy importance. Its performance and impacts are readily measured. An investment in immunization helps strengthen the infrastructure for other health programs. 
Fortunately, WHO has developed a robust bottom-up immunization costing tool: the Comprehensive Multi-year Program for Immunization (cMYP). All GAVI countries have cMYPs, which they update annually. A cMYP contains detailed technical programmatic information (eg, choice of vaccines, coverage targets) as well as projected medium-term costs for each component of the national immunization system. The cMYPs are standardized so that their elements can be directly compared across countries.  
Adding value to the budget process

There are several ways the Advocacy Project adds value to the budget process. Immunization is treated as a case study, opening up new space for innovative budgeting approaches. One area the Advocacy Project supports is governance. As active ICC (SWAp) participants, SVI Consultants voice their concerns on immunization policy and budget matters. They ensure that all partners receive up-to-date (quarterly) information on immunization budgets and legislation affecting immunization. Consultants also ensure that budgetary information is shared with the media and CSOs not represented on the ICC.

A second area is capacity-building. Consultants necessarily work with MoH and MoF counterparts to prepare their quarterly Advocacy Briefs. This entails updating both performance and financial immunization indicators. (Hopefully the MoH and MoF counterparts will institutionalize this regular exchange and reporting of immunization information.) The Consultants report the updated indicators to SVI. This information is tabulated and fed back the next quarter to the ICCs (SWAps), parliamentary health committees, CSOs and the media through the Summary Feedback Reports. Each country is ranked on selected indicators. This feedback makes it more likely key actors will discover and institutionalize best practices.
The Advocacy Briefs incorporate selected EPI and PEFA indicators. Most countries are not accustomed to updating these indicators on a quarterly basis. Developing this technical and organizational agility will improve budgetary management. It will also improve other (statutory) immunization-related reporting. More importantly, it will make linkages more likely between medium-term expenditure ceilings, program performance and annual budget expenditures.  
A third way the Advocacy Project adds value is to create personal incentives for change. Key actors will more likely adopt new practices when they realize their peers elsewhere are also doing so. Within countries, Consultants give opportunities and recognition to key actors who make significant contributions to the budget cycle. 

Lastly, Consultants document best immunization budgeting practices. Examples include how best to integrate and analyze technical and fiscal information, how to engage legislators in the budget process and how to improve sub-national budget management. The Consultants ensure that key immunization counterparts present these practices in occasional, SVI-organized peer-reviewed meetings. In the process, Consultants identify particular counterparts with budget-related skills who can assist their peers in other Advocacy Project countries.
Annex A: Selected Public Expenditure and Financial Accountability (PEFA) indicators for EPI budgeting
· Budget credibility- Expenditures (PI-1): Total actual EPI expenditures should be within 15% of total budgeted EPI expenditures

· Budget credibility- Expenditure composition (PI-2): Variance between EPI line item budgets and EPI line item expenditures should not exceed 10% of total budget variance

· Comprehensiveness of budget documentation (PI-6): previous year and current EPI budgets conform to budget formats (same line items)

· Comprehensiveness of budget documentation (PI-6):  Reports show budgeted EPI expenditures and actual EPI expenditures for both current and previous fiscal year and line items are identical

· Inter-governmental fiscal transparency (PI-8): MoH/EPI units in SN governments receive budget ceilings before preparing annual budgets

· Public transparency (PI-10): The public has easy access to the health sector/EPI budget 

· Public transparency (PI-10): The public has easy access to annual health sector audits within six months of completed audit 

· Orderliness of annual budgeting (PI-11): Health sector budget circular, with budget ceilings, was approved by Cabinet before going to MDAs

· Orderliness of annual budgeting (PI-11): Parliament approved health sector budget before beginning of fiscal year

· Multi-year perspective (PI-12): The health sector budget includes a (rolling annual) projected three-year EPI budget

· Multi-year perspective (PI-12): EPI strategies exist and are fully costed and are broadly consistent with fiscal forecasts, in the annual health sector budget

· Multi-year perspective (PI-12): EPI strategies were consistently selected on the basis of relevant sector strategies and recurrent cost implications in accordance with sector allocations, and were included in forward budget estimates for the sector
· Legislative scrutiny of the annual budget law (PI-27): The legislature’s (annual) review covers fiscal policies, medium term fiscal framework and medium term priorities as well as details of expenditure and revenue
· Legislative scrutiny of the annual budget law (PI-27): The legislature’s procedures for budget review are firmly established and respected. They include internal organizational arrangements, such as specialized review committees, and negotiation procedures
· Legislative scrutiny of the annual budget law (PI-27): The legislature has at least two months to review the budget proposals
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