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Several Elements of Spending Reviews are Embedded in
the World Bank's Core Diagnostic Instrument

Macro-fiscal

= Public Finance Reviews (PFRs) are profile Revenue Expenditures
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Many PFRs implemented in Western Balkans explored ways to
make spending more efficient, equitable, and effective..
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Table 7. Estimated Fiscal Savings, Percent of GDP

Montenegro 2019 PFR identified
savings of almost 12% of GDP

Policy area

Public wage bill

Short term savings Medium term cumulative

savings
0.5%% with basic wage 2% of GDP through stafft
harmonization downsizing

Health

Improving efficiency and funds allocation from pharmaceuticals
and hospitals to primary care

Pensions

126 of GDP

Social benefits

1% of GDP through means-
testing mother benefits

Ellminate error of inclusion

Local government

Improving efficiency and clear arrears

Public investment

1% of GDP 3% of GDP

Public procurement

0.5% of GDP

Tax revenues

0.5% of GDP through 2% of GDP

through
collection and excises

rationalizing exemptions




Benchmarking various dimensions of spending quality can help identify
opportunities for better calibration and rationalization of expenditure policy
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Tools have been developed to streamline these types of analysis!



Benchmarking analysis helps reveal opportunities to improve
expenditure policy calibration in terms of size and composition...

*  Modest levels of private and public sector
investments that may constrain growth and
economic convergence with EU going forward

* There is scope to rationalize spending on social
benefits as Western Balkans allocate significantly
more on this category compared to regional peers
on average

General government spending by major economic
headlines in WB and ECA, 2018-22 % of GDP
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Benchmarking analysis also reveals room to improve expenditure
policy calibration in terms of size and composition....

.. Kosovo’s spending in pensions is the lowest in the region . . L
. . . . In Montenegro, spending on general public services is
given the absence of a fully established social security system.
double that of the EU28 and EU small states,
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Tools and Approaches for Examining
Redistributive Impact of Public Spending

There are Several Standard Indicators that are Used to Assess the Quality of
Social Protection Spending

Definitions of the main indicators used to assess social protection programs
Adequacy: Share of beneficiaries’ welfare (consumption or income) covered by benefits (on average).

Beneficiary/benefit incidence: How much of the program resources are directed to each group/ segment
along the income distribution of the population. Sometimes used interchangeably with “targeting”.
Coverage: Percent of population or a given population group participating in the program

Benefit-cost ratio: The poverty gap reduction, in monetary units, for each unit spent on the social
program. o _ o - , ) - |
Exclusion errors: Errors that occur when individuals or families from the intended target group do not
receive benefits from the program.

Inclusion errors: Errors that occur when individuals or families not belonging to the target group receive
benefits from the program

And many tools, techniques and
datasets that can help!



There are many platforms that help assess and benchmark pro-
poor orientation of public spending

Coverage of social assistance can be improved
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But it is important to drill down further - some examples from

recent analysis in the region
T

High inclusion errors (Montenegro 2019 PFR)
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The region spends very little on means-tested social protection programs with implications for poverty reduction
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Commitment to Equity (CEQ) analysis can provide further

insights into the progressivity of fiscal policy stance
s

CEQ methodology enables efforts to improve the overall progressivity of fiscal policies

o . Byhelping assess the incidence

of combined tax and
expenditure policies

i
H E B = = = (Montenegro 2019 PFR)

Share of Market Income

Decile, Market Income plus Pensions per adult equivalent

Gini Coefficient for Each Income Concept Compared Across CEQ Countries

Market Income  Net Market Income Disposable Income  Post-fiscal Income Final Income
(1) (2) (3) (4) )
@)= (3) (4)= (5)=
(1)-Direct Taxes = (2)+Cash Transfers (3)-Indirect Taxes  (4)+In-Kind Transfers .
Ethiopia (2011) 0.323 0.316 0.305 0.302 0.299 By enabllng Cross Country
Indonesia (2012) 0.394 0.394 0.390 0.391 0.368 o
Armenia (2011) 0.403 0.393 0.373 0.374 0.357 compara bil |ty
El Salvador (2011) 0.440 0.436 0.430 0.429 0.404
Uruguay (2009) 0.492 0.478 0.457 0.459 0.393 (G eo rgia PE R)
Georgia (2013) 0.494 0.479 0.410 0.428 0.389
Bolivia (2009) 0.503 0.503 0.493 0.503 0.446
Peru (2009) 0.504 0.498 0.494 0.492 0.466
Costa Rica (2010) 0.508 0.500 0.489 0.486 0.393
Mexico (2010) 0.511 0.497 0.488 0.481 0.429
Guatemala ( 2010) 0.551 0.550 0.546 0.551 0.523
Brazil (2009) 0.579 0.565 0.544 0.546 0.439

South Africa (2010) 0.771 0.750 0.694 0.695 0.596




Tools, analytical perspectives and techniques
to undertake efficiency analysis

_2, Efficiency is typically defined as achieving a desired output our
outcome at lowest unit cost

V There are obvious challenges to undertake consistent and
universally applicable measurements

However progress has been done in this area to benchmark
efficiency scores as useful entry point for further monitoring...

Similarly, tools and approaches can help with deep dives in
select sectors and types of spending

m Efficiency and effectiveness considerations can often intersect
(optimization)




Benchmarking efficiency in public spending is a useful entry point

to identify areas in need of further monitoring..
T

Efficiency scores have been calculated for multiple sectors for over 180 countries over a range of techniques & indicators
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..as entry point for further deep dives

Spatial Analysis for capex

Efficiency savings in Procurement

Wage and employment dynamics in specific sectors

Health staffs (number)
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Examining execution rates to assess budget credibility

Important to go beyond overall aggregate to mask potential disparities

Benchmarked Budget Credibility, key economic
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Regional disparities often constitute one of the greatest (and
least examined) sources of inefficiency

Relationship between PISA performance in science at age 15
(vertical axis) and GDP per capita (horizontal axis) and cumulative
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There is ground to improve the alignment of resource
allocations with needs in Eastern Europe....

Moldova Ukraine
Poverty rates Poverty rates
900 \ 70
800 ° 001 Council of the municipality of
Chisinau 65 @ 17 Region of Rivne (Rivnenska Oblast)
@ 06 Region of Zhytomyr (zhytomyrska
Oblast
700 8 0 Distrist fqunil Causeni ® 044 District Council Cimislia o5t .
@ 012 Coundil of the municfpalit’oﬁ“ﬂz | _ _ @ 23 Region of Cherkasy (Cherkaska
065 District a3 Risiict Counl Cahul 60 @ 20 Region of Kharkiv (kharkivska Oblast)
Oblast) 22 Region of Khmelnytskyl 13 Region of Luhansk (Luhanska
© 03 Region of Volyn (voifRskdingiap of Ky (yVSREIBERS Qulikhercon (kn Oblast)
600 o viatna R o e won o vlnroffiliiiey “.Ods'S°;g'.o;s%°z";,,:m(zmm
H
ka Oblast
500 o o SoRGmEY ey PG,’&%B{ o ,5%%%%5 r,gs§ VIR ove
@ 079 District Council Riscani 053 District @uncil Dubasari { o Oblast) Oblast)
50 | e .
. 086 District Coun | F ° 07 Region of Zakargattia (Zakarpatska
400 ® 038District Coundil Calarasi T Oblast
® Dg”y@mwgm Gobec| Nisporent . @ 25810 of Lyiv (wivska Oblast) o® zs&mnpﬁ%@g&wﬂ%vkﬂww
. 059 District Coungl FIEasHstrict Council Edinet 45 @ 24 Region of Chernivtsi (Chernivetska
095 District Council Ungheni | | Taradl Oblast)
300 ® 082 District Counfl S%@ws{]ﬁ&%kﬁﬁ ey Teracta @ 09 Region of Ivano-Frankivsk (Ivano-
® 050 Distrig i i 43 District Council ATU Gagauzia Frankivska Oblast)
® 093 District wzﬂmﬁgﬁ%ﬁﬂh“ ot 40 @ 15 Region of Odesa (Odeska Oblast) @ 02 Region of Vinnytsia (Vinnytska
200 - Oblast)
® 26 City of Kyiv
100 35
@ 088 District Council Soldanesti i
0 30
120 130 140 150 160 170 180 190 f 9 9.5 10 10.5 11 11.5 12 12.5 13 13.5 14
Per pupil expenditure, PPP US$ | Per pupil expenditure, PPP US$S
Poland i
Poverty rates Poverty rates Romania
0.28 50.1
0.26 ® 06 Voivodeship Lubelskie 45.1
@ 207 Botosani County
@ 26 Voivodeship Swietokrzyskie 20.1
0.24 . @ 239 Vaslui County
® 241 Vrancea County
35.1
0.22 - - -
® 18 Voivodeship Podkarpackie @ 212 Catarast Count ° »
arasi County &5 15PRiaR0
02 30.1 ©° 219 Giurgiu County ° %‘”ﬁgs e @ﬁuﬁp&as peven Coum.y 210 Bl countye
. uzau Coun 233 Salajgou
s olizie ® 20 ip Podiaskie oy ° .zzo 23 el v--glﬁg‘?a‘b%t%%wa% S?E’UEéhmﬁusuna -Nasaud County 635 covasna county
T R e B .r 04 Vo.voaesmp Kujawsko- pnmorsk\e 5. @ 214 Constanta County 04" Bacatr Countys « « .. nty
co IDEMnmﬁib\MNbpsb 20.1
® 205 Bihor County
0.16 ® 231 Prahova Cdlnty234 Sibiu County
® 30 Voivodeship Wielkopolskie . 15.1 ® 203 Arges Surky” 1M 8" 208 Brasov County
014 ® @2 vaivoiestipsacRodmogmorskie © 14 VolvodgshipNjazoniedde oo e - ® 222 Hunedoara County o e
3 fov County
@ 16 Voivodeship Opolskie 10.1 @ 213 Clyj County
0.12 @ 24 Voivodeship Slaskie
5.1
0.1 0.1
9 9.5 10 10.5 11 11.5 6 6.5 7 75 8 8.5 9 9.5 10

Per pupil expenditure, PPP US$ Per pupil expenditure, PPP US$



There is ground to improve the alignment of resource
allocations with needs in Eastern Europe.....

...0r analyzingthe design of equalization grants..

Application: Impact of current and proposed system based on fiscal gap methodology
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Or undertaking unit cost analysis in subnational expenditure to identify sources of inefficiency
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There are multiple perspectives that could be pursued when
analyzing the wage bill

Estimating structural levels & basic
benchmarking

Drilling down employment and wage
compensation

Assess flexibility to adapt to
structural changes

Assess public sector wage premium
& wage decomposition

Identifying critical human resource
management bottlenecks

Assessing sustainability and
quantifying the impact of wage bill
reforms

% (wage bill as share of GDP)

Public Wage bills and potential fiscal savings
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There are multiple perspectives that could be pursued when
analyzing the wage bill

A Workforce demographics

by occupations
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Public
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B Senior official
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Male

Female

Primary

Private
B Professional

.5

B: Educational qualifications of public

sector workers

65,0
49,2 48,3
30,6
- — .
— [

Secondary Tertiary

| Male B Female

Examples of deeper dives on employment and wage decomposition

Figure 6.5. Proportion of Salary and Allowances in Total Compensation
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There are multiple perspectives that could be pursued when
analyzing the wage bill

Assess public sector wage premium

Bosnia-Herzegovina wage premium is substantial and potentially distortionary

Figure 13. Firms state that the education system is not producing the needed skills 80% °
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Assessing the Operational Efficiency of Capital Investments is
a Key Priority to inform prioritization
T

Challenge: Most countries lack system inter-operability

Assessing operational efficiency requires the ability of linking
project level disbursement data with administrative fields to estimate
cost overruns and time delays and undertake broader portfolio reviews.

Spatial analysis can also help identify infrastructure gaps and
maintenance needs - Tools can assist in the analysis including Geospatial

Planning and Budgeting Platform and RONET

Expenditure on Road Maintenance (EUR/km)

Albania (2012)
Macedonia (2014)
Kosovo (2011)

BiH (2011) 7
Serbia(2012) 039
Romania (2011) 303
0 5000 10000

Equally important is the need to look at institutional arrangements
underpinning management of public investments where tools like PEFA
and PIMA can offer invaluable insights.
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Geospatial analysis can help prioritize capital
investments and maintenance

"Leveraging the Distance (kM)
Geospatial Planning and
Budgeting Platform
(GPBP) can help
contextualize the extent
of infrastructure gaps,
and present avenues for
policymakers to optimize
the targeting of capital
spending

80

60 Distance (KM)=2
/ Number of Health Facilities=308
Percentage of population with access=57.7

40
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Number of Health Facilities

Simulations based on model-prescribed location of new facilities

=Network criticality
aims to show which links
of the network are
particularly vital for the
resilient operation of
transport services.

Source: Armenia 2023 PER



Procurement of goods and services is one of the
largest constraints to greater efficiency in public spending

PRocurement (Recurrent/capital) account for 40% of total spending

Procurement spending offers one of the e | —

largest sources of efficiency savings... P— R
...And yet it 1s also one of the least e EEEEE EE

explored areas in spending reviews e T e

W Recurrent G&S W capital  mInterest wwage M Social benefits  mGrants

Innovative approaches such as strategic

sourcing methodology allow for
Benchmarking Public Procurement Toolkit (BPPT)

deeper investigation of efficiency in

100

procurement
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Equally important is the need to look at
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institutional arrangements underpinning

0
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A robust analysis requires linking transaction level spending with
process data to gain valuable insights on cause of efficiency losses

Governments typically pay more.. with stark differences for same product/supplier!

49%
27 %%
16% Median=9355 ..
(o] 5.5
: $1.8 -
Private Federal States Municipalities Suppliers ‘ Decares Hospfar Expressa Tapajos Medicom Decares Tapajos

sector

Unit cost dispersion across purchases of cement, Peru

Largest procurement Largest procurement: Largest procurement
$23.38 $20.60 $21.19

58.7

36.0
34.0

v

Target price to reach
the estimated savings
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Source: World Bank based on SEACE data in 2015.




A robust analysis requires linking transaction level spending with
process data to gain valuable insights on cause of efficiency losses

More competitive and transparent bidding processes yield greater savings

Around 60% of total volume in Peru saw less than 3

Savings and number bidders despite gains with higher # of bidders (cement)i

of bidders, Brazil
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A robust analysis requires linking transaction level spending with
process data to gain valuable insights on cause of efficiency losses

Higher unit prices over the

More bidding time yields lower prices but different reality....
past two month....

Predictive Margins with 95% Cls

Prices were lower when
bidders had 34+ days to

1.2 35
1.0
1.0 i bi
prepare and submit bids
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- more expensive
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Key Takeaways

=3 Embed spending reviews in budget process
v/ Take stock of all available information

l~»  Invest in data infrastructure

Climate Indicators

Expenditures by ministry SDG+ Indicators

) e
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f it
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2 Leans
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® Mapbox © OSM ) Me
Taka spent Indicator survey estimate Mean of climate indicator
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Fiscal year Survey year Metric
z016-17 -~ 2017 - Bangladesh_inuncoast_rcp8p5_wtsub_2080_rpO005_0 ~
Expenditure category sbG
<1 Aman Rice (Broadcast) Area (Hectares)

&> Build an arsenal of tools / enhance capacity

f The Bank stands ready to provide analytical support where needed
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