
This project, based on the Public Expenditure and Financial 
Accountability (PEFA) data set, researched how PEFA can be used to 

shape policy development in public fi nancial management (PFM) and other 
major relevant policy areas such as anticorruption, revenue mobilization, 
political economy analysis, and fragile states.

The report explores what shapes the PFM system in low- and middle-
income countries by examining the relationship between political 
institutions and the quality of the PFM system. Although the report fi nds 
some evidence that multiple political parties in control of the legislature 
is associated with better PFM performance, the report fi nds the need to 
further refi ne and test the theories on the relationship between political 
institutions and PFM.

The report addresses the question of the outcomes of PFM systems, 
distinguishing between fragile and nonfragile states. It fi nds that better 
PFM performance is associated with more reliable budgets in terms of 
expenditure composition in fragile states, but not aggregate budget 
credibility. Moreover, in contrast to existing studies, it fi nds no evidence 
that PFM quality matters for defi cit and debt ratios, irrespective of whether 
a country is fragile or not.

The report also explores the relationship between perceptions of 
corruption and PFM performance. It fi nds strong evidence of a relationship 
between better PFM performance and improvements in perceptions of 
corruption. It also fi nds that PFM reforms associated with better controls 
have a stronger relationship with improvements in perceptions of 
corruption compared to PFM reforms associated with more transparency.

The last chapter looks at the relationship between PEFA indicators for 
revenue administration and domestic resource mobilization. It focuses on 
the credible use of penalties for noncompliance as a proxy for the type of 
political commitment required to improve tax performance. The analysis 
shows that countries that credibly enforce penalties for noncompliance 
collect more taxes on average.
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Preface

This book examines the interplay between public financial management (PFM) and 
other key aspects of governance in low-​ and middle-​income countries, using the 
Public Expenditure and Financial Accountability (PEFA) framework and related 
data sets to measure the quality of PFM systems. The PEFA framework was devel-
oped on the premise that effective PFM institutions and systems play a crucial role 
in the implementation of national policies for development and poverty reduction. It 
is part of a broader set of initiatives aimed at strengthening public sector governance 
frameworks.

Governments and development partners have been using PEFA to support 
analysis of PFM since 2005. They have also used it to provide a baseline for reform 
initiatives and to inform action plans for improving performance. This book uses the 
PEFA assessment results to understand the impact of PFM performance on other 
governance initiatives.

The book is part of a project to improve the evidence base for understanding the 
impact of PEFA and PFM reforms with respect to political institutions, fragility, anti-
corruption, and revenue mobilization. The research was undertaken by the Overseas 
Development Institute (ODI) in close cooperation with the PEFA Secretariat.

The research seeks to strengthen the understanding of the relationship between 
political institutions, including forms and types of government, electoral systems, 
and political parties and the quality of PFM systems. It further explores the cred-
ibility of the budget and fiscal outcomes in fragile contexts and compares those to 
nonfragile contexts to highlight the role that PFM can play in environments with 
weak institutional capacity. The book also aims to disentangle the relationship 
between perceptions of corruption and PFM performance. Finally, it looks at the 
role of revenue administration in domestic resource mobilization and particularly 
at the credible use of penalties for noncompliance for improving tax performance.

The primary audience includes government officials, staff of bilateral and inter-
national organizations, researchers, and members of civil society involved in PFM 
reforms and other governance initiatives. This book contributes to discussions 
on the role of PFM in strengthening governance frameworks by offering a cross-​
country analysis to outline determinants and outcomes associated with better PFM 
performance. It also provides an overview of key debates on what constitutes a good 
PFM system, highlights which parts of the PFM system matter more for different 
governance initiatives, and attempts to quantify the impact of PFM reforms.
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