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Background

• Haque, Jayasuriya, Knight (2012): Capacity shortfalls are a binding 
constraint:
• Smaller countries = lower PEFA scores

• May be unrealistic to achieve high PEFA scores in the Pacific

• Haque et al. (2013): Extent/duration of capacity constraints requires a 
different PFM reform approach in PICs:
• Plan PFM reforms carefully, clearly identify goals, and consult widely

• Prioritise PFM reforms that improve development outcomes

• Look beyond capacity building: supplementation and substitution

• Accept that performance in some PFM areas will lag



This research

• Builds on Haque et al. (2013) through a case-study approach:
• What are the main PFM constraints to service delivery and economic 

management in PICs?

• To what extent have PFM reform efforts been targeted towards addressing 
those constraints? What factors drive mismatches between the two?

• How could we reduce or eliminate the mismatch?

• Analysis based on review of literature and two in-depth case-studies: 
Tonga and Kiribati



What did we find?

• PFM constrains development when “basic” functionality is missing:
• The budget is sustainable

• Allocations reflect government/development priorities

• The budget is executed as appropriated 

• Money is spent efficiently and effectively to deliver services

• Beyond the basics, “advanced” reforms yield diminishing returns
• Capacity constraints and political economy factors

• Very large opportunity costs



Kiribati



Kiribati: PFM is a constraint to development

• Although aggregate spending is within budget,
• Payments and transactions (especially to outer islands) are not reliable

• Financial management system offers limited in-year reporting and analysis

• Execution below ministry level weak, undermining budget as a planning tool

• Fiscal sustainability is also an issue:
• Poorly managed SOEs remain an unpredictable drain on budget

• Weak fisheries systems undermine revenue forecasting and budget planning

• Trust fund resources depleted at an unsustainable rate

• But these appear more political economy than PFM issues 



Tonga



Tonga: Diminishing returns? 

• Tonga has a basic PFM system in place:
• Spending within budget, resources reliably available to spending units

• Systems/processes are adequate to ensure funds are used as appropriated

• Tonga’s social outcomes are among the best in the Pacific

• Addressing further PEFA “weaknesses” may offer diminishing returns:
• Example: limited parliamentary/civil society capacity to exert effective 

oversight, so not clear how further audit improvements would lead to 
increases in accountability or efficiency of resource use

• Such changes may drive positive change and performance, but they rely on a 
context that doesn’t exist 



Matching reforms to problems

• To some extent, PFM reforms have targeted the right problems:
• Kiribati: reforms have focused on basic accounting systems, SOEs, trust fund 

management and fisheries revenue forecasting

• Tonga: audit reforms were useful politically to signal increased emphasis on 
public accountability during a period of democratising transition

• But there are mismatches driven by context-inappropriate models:
• NZ style reforms to SOE model in Kiribati

• Complex medium-term budgeting and debt management reforms

• Presentation of budget in GFS format



Constraints to prioritisation

• Ad-hoc planning, weak coordination, and a reliance on standard 
models:
• PFM roadmaps excessively ambitious: too many actions informed by 

improving weak PEFA scores rather than development challenges

• Weak planning leads to de-facto mechanisms with varying levels of success

• Supply-driven reforms “sold” by development partners without rigorous 
consideration 
• Regional offices unaware of TA carried out by headquarters team

• Budget director unaware of tasks being undertaken by TA in his division



Improving prioritisation

• New approach to prioritisation:
• Future PEFA assessments to include more discussions of context 
• Broader engagement on PFM reforms to include line ministries
• Small number of actions that require coordination with multiple agencies

• Reform should not focus only on problems—solutions matter too:
• Viability of solutions just as important
• Off-the-shelf reforms that increase PEFA scores assume political economy and 

capacity contexts that don’t reflect realities in the Pacific

• Better communication among development partners
• Move beyond exchange of information to open discussions on needs and appropriate 

approaches in the Pacific
• Peer reviews of ToRs and reports to focus on issues of priority and capacity to 

implement



Improving prioritisation (continued)

• Country level working groups
• Meets regularly to jointly review progress

• Focus on 2-3 key reforms each year, broken into small sub-sets of actions

• Improve collective understanding of problem-driven approaches:
• Training as a platform to encourage different ways of thinking about PFM

• Target PIC governments, donors, regional bodies, consultants

• Development partner agreement to a guiding set of principles
• Use 2014 agreement on budget support principles as basis

• Principles should focus on coordination, prioritisation, and implementation



“We remain of the view that moving to a MTEF is our highest PFM budget 
priority”

“Why?”

“Because we need an MTEF – everyone is doing it, [Country 1, Country 2, 
Country 3]. [Donor 1] told us we need it. [Donor 2] has encouraged us to do 
it to receive budget support. And our PEFA score will improve and be better 
than [Country 1] – then they’ll stop smirking at the next FEMM.”

“But there’s still so much more you can do to make the annual budget more credible, 
and there are other alternatives to medium-term budgeting than the MTEF which 
might work better in [Country]’s context”

“No no. We need an MTEF. [Donor 3] has agreed to provide us a consultant 
and we will have everything ready by the 14/15 budget cycle, and include it 
in the budget support matrix.”




