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Preface

This book is the result of a collaboration of scholars of many different 
countries. They were all asked by the editors to describe and analyze if 
there was any performance-based budgeting in their countries, how 
this had developed through time, and where the country stands now in 
that regard. Performance-based budgeting as such is seen as a welcome 
development as it seeks to improve expenditure efficiency by systemati-
cally linking funding to results making use of performance information 
to achieve that linkage. It is an instrument to get value for money when 
taxpayer’s money is involved and that value is found in the performance 
of the agency receiving funding out of collective resources.

Nonetheless, many dilemmas are involved. The introduction of per-
formance-based budgeting suffers from all kinds of side-effects, nota-
bly its perversity effect—e.g., manipulation of performance outputs and 
the gaming involved; its futility effect—e.g., the non-use of the perfor-
mance information; and its jeopardy effects—e.g., the costs involved 
in juggling statistics that could better have been invested elsewhere. 
These three effects are visible in all countries incorporated in this book. 
Seemingly, this could result in the conclusion that it is better to refrain 
from such budgeting. That is, however, not the conclusion drawn here. 
Seen in the practices in different countries is also that the appearance 
of such effects is temporary as the performance measurement, the indi-
cators, the controls et cetera through time evolve and close the sys-
tem in such a way that the nasty side-effects are minimized. The way  
performance-based budgeting develops shows that the actors responsible 
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for performance-based budgeting increasingly recognize the effects and 
over time deal with these effects. Thus such systems tend to improve, 
although do not always have become optimal.

The different chapters in this book describe how those developments are 
ongoing in different countries, how governments ‘learn’ how to improve 
on this type of budgeting, and how such developments can be explained. 
The chapters provide information on the way this evolved in countries not 
often incorporated in comparative research in Public Administration and 
Management, such as South Africa, the Ukraine, and Russia.

All this results in the hypothesis formulated at the end of this book 
that the introduction of performance-based budgeting is perhaps in 
need of the initial ‘bolt holes’ enabling stakeholders to abuse the sys-
tem as this reduces potential resistance to its implementation. Once a  
performance-based budgeting system is introduced, the recognition and 
visualization of the opportunistic behavior being the result of the imper-
fections in the performance base, might result in a shared view about 
these imperfections and in a consensus that the system should and could 
improve. Seen in all the countries investigated in this book is that this 
does indeed result in adaptations meant to reduce the possibilities for 
manipulation of performance outputs, the non-use of the performance 
information, and the costs involved in juggling statistics.

This book would not have been possible if it were not for the existence 
of international organizations like NISPAcee, IIAS, EGPA and IASIA, and 
the international conferences they organize. It is during such conferences 
that scholars conducting research into the same issues of the public sec-
tor meet, discuss, and start to collaborate. This book is the result of such 
collaboration (especially of the work of the IASIA Working Group VI: 
Public Sector Governance, Leadership and Management and the NISPAcee 
Working Group on Public Finance and Public Financial Management). The 
preparation of this book was possible also thanks to the direct support from 
the Czech Research Agency GACR, the research project “Performance 
Management in Public Administration: Theory and Practice in the Czech 
Republic and Other CEE Countries”, ID (CEP) GA16-13119S.

Special thanks to Diya Elizabeth Abraham—without her help during 
the editing process this publication would not be possible.

Brno, Czech Republic  
Brno, Czech Republic  
Nijmegen, The Netherlands

Juraj Nemec
David Špaček

Michiel S. de Vries
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CHAPTER 1

Dilemmas in Performance-Based Budgeting

Michiel S. de Vries and Juraj Nemec

1.1    Introduction

The central theme of this book are the many dilemmas and paradoxes of 
performance-based budgeting. In itself performance-based budgeting is 
laudable, as tax-payers’ money should be invested in such a way that gov-
ernment is able to function, and the concept is central to measuring what 
the public sector is accomplishing with the resources provided, as distinct 
from the narrower focus on how much money is being spent in any area 
(cf. World Bank 2010, p. 15). However, as a recent OECD report stated 
“Performance budgeting frameworks are abundant in the OECD but 
are generally flexible and not linked with allocation decisions” (OECD 
2014, p. 76). Further—“In general it appears that line ministries in 
2011 use performance information less than in 2007 and more countries 
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report that performance information is ‘not used’ in budget negotia-
tions. When performance targets are not met, there are oftentimes ‘no 
consequences’” (ibid.).

At a scholarly level, Breul (2007, p. 330) states that “systematic inte-
gration of performance into budget decision making has yet to occur.” 
His explanation is that “Notwithstanding the effort to date, it contin-
ues to be difficult to assess systematically either the effectiveness of pro-
grams or their relative efficiency when compared with similar activities 
in other areas of government and the private sector.” Schick (2014) 
asked in a recent paper “Why doesn’t results information weigh more 
heavily in budget work? Given large investments in measuring per-
formance and collecting relevant data, why hasn’t the expectation that 
better-informed governments will make more effective use of public 
money been realized?” (p. 10) and “Can governments perform if budg-
ets do not?” (p. 28). In the same vein, Willoughby and Benson (2011, 
p. 1) conclude, “Unfortunately, establishing a direct link between and 
among performance measurement, program evaluation and final appro-
priations remains elusive.” Moynihan and Beazley (2016, p. 12) claim 
“Information about inputs is still perceived as the most vital data in 
annual budget decisions” and regarding performance budgeting, “A 
sober look at their experience makes it hard to avoid the conclusion 
that it is time to rethink what purposes it serves and how to custom-
ize approaches to each unique country context.” Furthermore, Tarschys 
(2002, p. 99) tells us that “Public institutions and public policy pro-
grams have developed impressive survival skills, sometimes in spite of 
very modest results. Integrating performance evaluation into the budget-
ary process has proved to be difficult.”

These introductory remarks result in the provocative question 
whether the concept of performance-based budgeting is ready for retire-
ment. This question is asked, because many American scholars argue that 
performance budgeting started in 1950. If this is true, it implies that 
the concept is by now almost 70 years old and this poses the question, 
whether its life cycle (and limited results achieved) provides indications 
that it is time for the pensioning off of this concept which once was 
intended to modernize government. This book will argue that the oppo-
site is the case. Whereas performance budgeting has been criticized in 
theory for its limitations, it is simultaneously increasingly popular among 
some governments. The OECD (2014) mentions the Netherlands 
and New Zealand as front-runners in performance budgeting, but as 
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different authors in this book show, many developing countries are rap-
idly catching up, if not outpacing these two countries—especially in their 
quantity of performance schemes. Major international organizations, 
especially the World Bank, recommend the introduction of performance 
budgeting as the core element of public finance reforms—and provide 
financial and advisory resources for this. However, the impact of new 
schemes remains rather limited, as some of the chapters in this book 
clearly document.

In order to understand what is going on, we first analyze the develop-
ment of performance-based budgeting through the years. This introduc-
tory chapter embeds the contents of this book within existing theories 
of performance-based budgeting and structures the subsequent chapters. 
First, we address the meaning of performance-based budgeting, how 
it compares to previous patterns of budgeting, how it first came onto 
the agenda, and its subsequent development. Like all concepts in Public 
Administration there were several phases to its development. This raises 
the question of whether the time has come to adopt a new approach, or 
whether we should stick with a concept that many countries still think is 
very relevant?

1.2    Performance-Based Budgeting

Although many definitions of performance-based budgeting exist, the 
original idea was to relate budgets for programs to their performance, 
at least to a certain level. In the most direct case performance-based 
budgeting relates to the following—if a program could show it per-
forms, then it is entitled to more money, and if it doesn’t, its funding is 
to be decreased or even ended. For example, Behn (1994, p. 70) argues 
that performance budgeting aims to: “Measure the performance of dif-
ferent agencies, and then adjust agency budgets accordingly. Agencies 
that do a good job should have their budgets increased. Agencies 
that do a poor job should have their budgets cut.” In less direct cases 
performance-based budgeting is a budgeting system where the input 
costs are related to the performance.

In all its forms, performance-based budgeting seeks to improve 
expenditure efficiency by systematically linking funding to results, mak-
ing use of performance information to achieve that linkage (Robinson 
2002). Robinson and Brumby (2005, p. 5) define performance budg-
eting in a somewhat more modest way, as “procedures or mechanisms 
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intended to strengthen links between the funds provided to public sector 
entities and their outcomes and/or outputs through the use of formal 
performance information in resource allocation decision-making.” Its 
main object is to attain “greater rationality in expenditure planning, with 
the aim of allocating limited funds more effectively to the areas where 
they will be of greatest social benefit” (Robinson and Brumby 2005,  
p. 15).

In order to understand the implications of performance-based budg-
eting it is necessary to discuss its constituent terms, that is budgeting and 
performance.

Formally, a budget is a financial statement prepared preferably before 
the beginning of the year (but in some countries delayed), in order to 
forecast the expenditures and revenues for that year (Brusca et al. 2018, 
p. 171). Another way of putting it, is that “it is a document, or a col-
lection of documents that define(s) the number of resources available 
to fund expenditures in a given period of time” (Saliterer et al. 2018,  
p. 146).

The classic budget is usually represented as a financial plan, especially 
in its classic form of an annual revenue-expenditure budget. In this form 
it serves several main purposes:

a. � Planning document—statement of expected pattern of income and 
anticipated expenditure. The planning process takes place before 
the budget is implemented.

b. � After authorization, and especially in its more detailed form, the 
budget serves as a control device.

c. � In addition to its main role, the budget also frequently performs 
other functions—in particular it can serve as a policy document and 
communication tool.

Budgets as operating financial plans need to be real and accurate, 
and include at least inter-year comparisons, indicators of financial per-
formance for budgeted to actual dates, indications of performance via 
activity statistics (unit costs, service output measures), and projections 
of future operating expenses of the investment budget. In principle 
all spending must be within the limits provided by the budget and its 
sub-budgets. Any differences between actual and planned spending are 
known as variances, and usually represent underspending or overspend-
ing. The control process takes place while the budget is realized.
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Everywhere in the world, most public-sector organizations still 
operate annual budgets. To ensure the timeliness of this process, 
they establish a regular cycle of activities, usually codified by internal 
norms. This budgetary cycle is repeated every year and may be steered 
by either a top-down or bottom-up approach, or by some mixture of 
the two approaches. In the top-down approach, the cycle, the main  
decision-making body establishes broad budget parameters, like expend-
iture targets, income strategies (level of used charges, fees, expected 
grants), use of reserves (increase or decrease of the scope of reserves), 
key priorities for the organization, and expected budget limits for all 
budget departments.

Standard budgeting is the process, or collection of processes, through 
which the decisions regarding the budget are made. Budgeting is in itself 
aimed at determining the amount of funding for programs and agencies 
so they can perform and fulfill those purposes. It is about negotiations 
and procedures preceding taking decisions about the allocation of scarce 
resources to those programs and agencies.

In practice, the outcomes of budgeting are on the one hand pretty 
predictable as the budgets in a given year are mostly a fixed mean per-
centage of the appropriation for agencies and programs in the previous 
year plus an increment or minus a decrement. The margins in the budg-
eting, the increments or decrements for programs and agencies, are pre-
dominantly political and much less predictable as they are determined, 
among other factors, by the request of the program/agency, the rela-
tionship between the agency and the funding party, the difference in the 
appropriations and requests in the previous year, special circumstances, 
and the smartness of the requesting agency in politics, gaming and influ-
encing the funders prioritizations (Wildavsky 1964).

The classic incremental budgeting process can be characterized as 
shown in Fig. 1.1. It is a simple approach but does not cover the com-
plexity of budget tasks.

Because of the limitations of incremental budgeting, governments 
tried to develop more sophisticated schemes, like zero-based budget-
ing, cash-limited budgeting, resource-restricted budgeting, contingency 
budgeting, planning, programming and budgeting system, and perfor-
mance budgeting. The last two represent attempts to connect financial 
figures with performance.

Following the famous analyses of Wildavsky (1964, p. 7), for instance 
in his book on a comparative theory of the budgeting process, the term 
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Changes to external environment 

Budget Year  X + (-) increment = Budget Year X+1

Changes to internal environment 

Fig. 1.1  Classic incremental budgeting

performance budgeting comes out as a pleonasm, as he defines budget-
ing as such as the process through which financial resources are trans-
lated into human purposes.

The willingness to connect financial allocations and performance 
must be always limited in its realization. This is because defining per-
formance and measuring performance is a classic “wicked problem.” 
Performance carries multiple and often ambiguous meanings and there 
are various opinions on how it should be defined. Performance measure-
ment is the collection of deliberate activities, which includes defining a 
measuring object, formulating indicators, collecting data, analyzing data, 
and reporting (Van Dooren et al. 2010). Problems immediately arise at 
the first step, when measurability is usually discussed as a crucial factor 
in determining the quality of performance data and performance meas-
urement. This dimension of performance research deals with questions 
related to the validity of the measurement of performance, such as:

1. � What should be measured, and how should it be measured?
2. � How should the measurement criteria be made operational?
3. � Does measurement measure what it is intended to measure?

The international literature clearly shows that efficiency—performance 
measurement in the public sector is a complex and challenging issue, for 
many reasons. For example, see Andrews et al. (2006). Some of these 
reasons lie in the fact that in the public sector social and non-financial 
costs and benefits are also expected to be included in the measurement. 
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This makes such measurement a complex exercise, because it needs to 
combine objective and subjective measures, often drawn together by 
using data from various sources.

1.3  A  lternative Ways to Link Performance 
to Budgeting

The discussion about budgets, budgeting and performance measurement 
shows that linking information about the performance of an agency or 
program and deciding about a budget for that agency or program is a 
far from obvious and simple task. This reflects the several options that 
have arisen in the literature for linking performance to budgeting. The 
different ways to incorporate performance measures in budgeting are dis-
cussed below.

The first option is to abandon the idea of performance-based budg-
eting. There have been numerous scholars who wanted to abandon 
performance management and performance budgeting completely. Van 
Dooren and Hoffmann (2018, p. 221) conclude that because of the last-
ing problems “organizational structures and cultures must be revisited. 
Control mechanisms would need to be replaced by trust mechanisms.” 
They arrive at this conclusion, because as they say performance measure-
ment is a form of accountability and “the more accountability the more 
dysfunctional effects” (ibid., p. 220). Following Hirschman (1991), 
they see three such side effects of performance management: its perver-
sity effect—e.g. manipulation of performance outputs and the gaming 
involved; its futility effect—e.g. the non-use of the performance infor-
mation; and its jeopardy effects—e.g. the costs involved in juggling sta-
tistics that could better have been invested elsewhere (Van Dooren and 
Hoffmann 2018, p. 214). Van Dooren and Hoffmann (2018, p. 214) 
also argue that while in theory goals are assumed to be defined clearly 
and their achievement easily measured, this is often not possible in pub-
lic governance where goals are volatile, difficult to measure, often vague 
as responsibilities are shared, outcomes often elusive and unpredictable, 
data are either unavailable or inaccurate, and the politics involved inhib-
its direct action when goals are not achieved. Similarly, Van Thiel and 
Leeuw (2002, p. 271) talked about the performance paradox, that is, the 
weak correlation between performance indicators and performance itself. 
The main point is that it is not always possible in the public sector to 
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clearly specify intended outcomes and their relationship with outputs and 
activities. Putting prices on outcomes and incentivizing achievements 
may result in adverse behavioral distortions (Smith 1995).

The second option is to confine the link between performance and 
funding to a presentation of performance measures in the budget, with-
out linking the decisions about funding to such measures. In such pres-
entational performance budgeting, the budget becomes a presentation 
of achievements and targets compared to the costs. The intention is to 
increase the transparency and accountability generated by that docu-
ment. This usage has changed the definition of performance budgeting, 
from one where performance measures in budgeting are emphasized, 
to one that focuses on the reporting of performance measures in public 
budget documentation (Jordan and Hackbart 1999) or “a performance 
budget as any budget that represents information on what agencies 
have done or expect to do with the money provided to them” (Schick 
2003, p. 201). Based on his comparative study of performance budget-
ing, Schick concluded that country experts usually characterize their sys-
tems as “presentational performance budgeting.” Performance data are 
presented in the budget, but without a clear or consistent link to deci-
sion-making (Schick 2014). Most chapters in this book deal with this 
form of performance budgeting.

The third option is performance-informed budgeting. In performance- 
informed budgeting there is a loose/indirect link between performance 
and budgeting (OECD 2007, p. 21). Performance information is to be 
part of the budgeting process, as it provides arguments that could be  
used to counter the politics usually involved in such processes. Such per-
formance-informed budgeting is not to replace the politics involved, nor 
to let the technical information to be decisive, but serves other goals, 
namely to increase the probability that information about the efficiency 
and efficacy of expenditures is taken into account. This is emphasized  
by Donald Moynihan (2008) when he suggests that there is and should 
be at least a dialogue on the performances as measured, before they  
can be incorporated into the budgeting process. In that dialogue and  
in the politics involved in the budgeting, performance information can 
be relevant. That an agency does a good or bad job, that the money 
is well spent or spilled, that results are or are not visible, that goals are 
achieved or not, and that important outcomes are furthered by the actions 
of a program or agency, poses a strong, although not always decisive,  


