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Foreword

This review of budgeting in Mexico was carried out at the request of the Mexican authorities and concentrates mainly on the national government. This review was conducted as part of the work programme of the OECD Working Party of Senior Budget Officials (SBO). The objective of OECD budgeting peer reviews is to provide a comprehensive overview of the budget process in the country under examination, to evaluate national experiences in the light of international best practice, and to provide specific policy recommendations. Following a common methodology and conceptual framework, reviews promote the sharing of experience among countries and the formulation and diffusion of policy recommendations.

The report is divided into five chapters. Chapter 1 discusses Mexico’s fiscal performance and challenges. Chapter 2 focuses on the budget formulation process. Chapter 3 discusses the role of Congress in the budget process. Chapter 4 examines the budget execution process, and Chapter 5 examines performance budgeting and management reforms.

An OECD mission led by Dr. Teresa Curristine (OECD) and including Mr. Richard Emery (an independent consultant), Mr. Philipp Krause (London School of Economics) and Mr. Eduardo Aldunate (Economic Commission for Latin America and the Caribbean) visited Mexico City in December 2008 to prepare this review. During its visit, the mission met with senior officials from various parts of the Ministry of Finance, including the Directorates General for Programming and Budgeting. As well the mission met with officials from the Office of the Presidency, the Ministry of Public Administration, and several spending ministries and agencies. The mission also met with senior congressmen and officials of the Mexican Chamber of Deputies and the Mexican Federal Supreme Audit Office. In addition, the mission met with representatives of the National Council for the Evaluation of Social Development Policy and with academic experts.

The mission would like to express its gratitude and appreciation to Mr. Dionisio Pérez-Jácome (Under Secretary for Expenditure, Ministry of Finance) and Mr. Max Alberto Diener Sala (Legal Director-General of Public Expenditure, Ministry of Finance), and all the staff of the Directorates General for Programming and Budgeting (DGPyPs, Ministry of Finance) for the generous time they shared with the mission during its stay in Mexico City and for their invaluable assistance during the mission and throughout the preparation of this report. The mission would like to also thank Mr. David Arellano Cuan and Mr. Jose Rafael Fernandez for organising the mission’s visit and for their help and that of Ms. Maya Camacho and Mr. Daniel Acevedo throughout the visit. The warm and cordial reception by the Mexican authorities is gratefully acknowledged.

This book was written by Teresa Curristine, Eduardo Aldunate, Richard Emery, Philipp Krause, and Agustin Redonda (OECD Secretariat). The views contained in this book are those of the OECD Secretariat and should not be attributed to governments of OECD member countries, or to any organisation or individual consulted for this report. The review was completed in June 2009.
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Acronyms and Terms

Aportaciones: earmarked federal transfers to states and municipalities

ASF: Auditoría Superior de la Federación (Federal Supreme Audit Office)

BFRL: 2006 Budget and Fiscal Responsibility Law (Ley Federal de Presupuesto y Responsabilidad Hacendaria)

BM: Banco de México (Central Bank of Mexico)

CA: coordinaciones administrativas (administrative co-ordination)

CEFP: Centro de Estudios de las Finanzas Públicas (Center of Public Finance Studies, within the Chamber of Deputies of the Mexican Congress)

CFE: Comisión Federal de Electricidad (Federal Commission of Electricity)

COMPRANET: online electronic system of government procurement

CONEVAL: Consejo Nacional de Evaluación de la Política de Desarrollo Social (National Council for the Evaluation of Social Development Policy)

DGPyP: Dirección General de Programación y Presupuesto (Directorate General for Programming and Budgeting)

IADB: Inter-American Development Bank (Banco Interamericano de Desarrollo)

ICO: internal control offices

IFR: 2007 Integral Fiscal Reform

IMSS: Instituto Mexicano del Seguro Social (Mexican Institute of Social Security)

INEGI: Instituto Nacional de Estadística, Geografía e Informática (National Institute for Statistics, Geography and Informatics)

INTOSAI: International Organization of Supreme Audit Institutions, based in Vienna, Austria

IPAB: Instituto para la Protección al Ahorro Bancario (Institute for Banking Savings Protection)

ISSSTE: Instituto de Seguridad y Servicios Sociales de los Trabajadores del Estado (Public Sector Social Security Institute)

Ley de Obras Públicas y Servicios Relacionados con las Mismas: law concerning procedures for expenditures in infrastructure projects

LFC: Luz y Fuerza del Centro (Central Light and Power Company)

MIR: Matrix of Indicators for Results

MXN: Mexican pesos

NDP: National Development Plan

OM: Oficialía Mayor (central administrative unit in each line ministry which includes responsibilities for planning, programming, budgeting, spending and financial control in that ministry)

OMB: Office of Management and Budget, United States

PAN: Partido Acción Nacional (National Action Party)

Paquete Económico: comprehensive assessment of the Mexican economy and the policy context for the annual budget

PART: Program Assessment Rating Tool (performance reform in the United States)

Participaciones: non-earmarked federal transfers to states and municipalities

PEMEX: Petróleos Mexicanos (national oil company)

PIDIREGAS: Proyectos de Inversión Diferida en el Registro del Gasto (multi-year investment projects, a Mexican type of public-private partnership)

PIPP: Proceso Integral de Programación y Presupuesto (integrated programming and budgeting system)

PMG: Programa de Mejoramiento de la Gestión (Management Improvement Programme)

PMP: Programa de Mediano Plazo (Medium-Term Programme, a programme for reducing administrative expenses and energy costs)

PPSL: 2003 Professional Public Service Law (Ley del Servicio Profesional de Carrera, LSPC)

PRD: Partido de la Revolución Democrática (Democratic Revolutionary Party)

PRI: Partido Revolucionario Institucional (Revolutionary Institutional Party)

PRODEV: IADB Programme to Implement the External Pillar of the Medium-Term Action Plan for Development Effectiveness (El Programa de Implementación del Pilar Externo del Plan de Acción a Mediano Plazo para la Efectividad del Desarrollo)

PROMAP: Programa para la Modernización de la Administración Pública (Programme for the Modernisation of Public Administration)

PRP: performance-related pay

SED: Sistema de Evaluación del Desempeño (Performance Evaluation System)

SEDESOL: Secretaría de Desarrollo Social (Ministry for Social Development)

SFP: Secretaría de la Función Pública (Ministry of Public Administration)

SHCP: Secretaría de Hacienda y Crédito Público (Ministry of Finance)

SIAFF: Sistema Integral de Administración Financiera Federal (Federal Integrated Financial Management System)

SIMEP: Sistema de Metas Presidenciales (presidential targets system)

SSE: Subsecretaría de Egresos (Under Secretariat for Expenditure, within the Ministry of Finance)

STA: single treasury account

UPCP: Unidad de política y control presupuestario (Budgetary Policy and Control Unit)

USD: United States dollars




Executive Summary and Recommendations

Over the past decade, Mexico has undergone significant economic and political reform. This period has witnessed important improvements in the health of public finances. The government’s narrow measure of the budget deficit has been below 1% of GDP for the past five years (2003-08). Furthermore, the public sector borrowing requirement – the broader definition of budget deficit1 – has been below 3% of GDP for the same period. Although these improved fiscal balances have been aided by higher revenues as a result of significant increases in oil prices, Mexico’s recent public finances have clearly reflected an era of fiscal responsibility. This improved fiscal situation should place Mexico in a better position to withstand the current global economic crisis.

Despite this good fiscal record, and notwithstanding the current crisis, Mexico faces underlying structural challenges. These include: reducing its dependency on oil revenues; improving its growth rate; enhancing both fiscal sustainability and the efficiency and effectiveness of public spending; and improving the accountability of spending at the sub-national level.

Since 2006, the Mexican government has made progress and introduced a number of laws and reforms that aim to address these challenges and improve fiscal responsibility and transparency. The main fiscal reforms are described below



	The 2006 Budget and Fiscal Responsibility Law (BFRL) created a balanced budget rule, established a formula for calculating oil prices, institutionalised stabilisation funds mainly for surplus oil revenues, and modified the congressional budget approval process.

	The 2007 Integral Fiscal Reform, a wide-reaching reform package, introduced tax reform and altered the fiscal framework between the states and the federal government. This act also established the framework for performance budgeting and management.

	The 2007 New ISSSTE Law (Instituto de Seguridad y Servicios Sociales de los Trabajadores del Estado) reformed the public sector pension scheme and aims to create a more sustainable pension system over the longer term.

	The 2008 Governmental Accounting Law seeks to establish accrual accounting and harmonisation of the accounting and budgeting norms across all levels of government.



The government’s reforms have significantly improved the overall fiscal and budget framework and are an important step in seeking to address the underlying structural challenges. These reforms are also important in terms of bringing the Mexican budget process and fiscal framework more in line with the new political reality that has evolved since the 1990s.

Implementing these reforms is the key challenge facing the government. The passage of these acts is not sufficient to ensure change. It is vital to push ahead with the initiatives at all levels of government and to maintain pressure for reform. Several reforms have been introduced quickly and with very ambitious timetables. Thus, co-ordination and co-operation across ministries and levels of government are vital.

The performance budgeting initiative is the cornerstone of the government’s efforts to improve the efficiency and effectiveness of public programmes. This initiative has an ambitious timetable that requires the simultaneous implementation of performance budgeting by the national and state governments. In its first year of operation, it has made important progress at the national level and has high-level political support. If this progress is to continue, it is important that implementation challenges be addressed.

Key challenges are defining the exact roles and responsibilities of each of the institutions and improving institutional co-ordination and co-operation. This requires establishing clearly and in detail, possibly in legislation, who is responsible for each aspect of this reform initiative. The organisation, purpose and functions of the programme evaluation units of the Ministry of Finance and of the Ministry of Public Administration, and the overall role of the National Council for the Evaluation of Social Development Policy (CONEVAL), should be clearly set out, and overlaps in responsibilities should be minimised. A co-ordinating council should be established to ensure co-operation among the offices of the different organisations and to prevent duplication of efforts.

Other challenges include enhancing institutional capacity, especially at the state and municipal levels, in order to implement performance budgeting and the new accounting reform. Another issue is the compatibility of the current system of accountability and control with a performance system. The Mexican public service has a strong legalistic tradition that stresses adherence to rules and regulations and punishes individuals that fail to adhere. Moving from this system to one that stresses performance is a large cultural shift and a long-term process. To facilitate this change, actions needed are: i) the creation of new incentive structures; ii) streamlining and eliminating the current excessive internal rules and regulations; and iii) increasing flexibility in budget execution and in management and personnel issues.

For Mexico, like other OECD countries, challenging times lie ahead, which makes it all the more important to move forward with these reforms and to put in place frameworks that promote budgeting for the medium and longer term and value for money in public spending. During crises, the temptation is to abandon reform projects in favour of short-term solutions. But in addition to challenges, crises also present windows of opportunity for change that should be grasped to push ahead with reforms that can generate longer-term benefits.

In sum, recent reforms mark a crucial step in improving the Mexican government’s budget and fiscal frameworks and in creating a budget process that is more efficient and transparent and more in line with international practices. Strong and continued political support is needed to ensure that the recently enacted laws become a reality and are implemented in practice at all levels of government. In the future, more initiatives will be needed to continue to address the longer-term structural issues.

The key recommendations of this report are summarised below and are discussed in greater detail in the relevant chapters.


Improving budget formulation


	
Developing a more comprehensive medium-term expenditure framework would lend greater stability to the government’s fiscal framework and would improve planning. The first step in this process is to develop medium-term estimates for major programmes for the base year and at least three years out. These estimates should be tied to sectoral planning and to the National Development Plan within the context of budget constraints. The Ministry of Finance should develop and publish a current services baseline to act as a benchmark for considering out-year policy changes. In addition, consideration could be given to developing either a flexible or fixed medium-term expenditure framework.

	
Budget ceilings should specify limited constraints and, within these limits, provide ministries and programme managers with discretion to allocate resources wherever possible to strengthen programme performance. For example, it may be appropriate to specify a budget ceiling for each ministry, an employment ceiling, and assumptions for a few selected programmes that are of high national significance. The allocation of the resources within these constraints – including the allocation of personnel – should be at the discretion of the ministries.

	Currently, the budget formulation process is heavily overloaded in the final two months before submission to the legislature. The Ministry of Finance seems to rely on its close relationship with budget staff in sector ministries to reduce the number of unresolved issues as they arise in the preceding months. It would be desirable for the budget negotiations between sector ministries and the Ministry of Finance to be rearranged so as to formalise the interactions taking place in spring and early summer. This would include communicating the ceilings for each ministry well in advance, to give sector ministries enough time for proper policy deliberations on how best to use the fiscal space available.


	
Developing and using longer-term estimates will contribute towards enhancing fiscal sustainability. It would be beneficial for the Ministry of Finance to develop longer-term estimates for 20 to 30 years out. This would help plan for the longer-term fiscal policy issues which Mexico will be facing, namely the declining oil revenues and changing demographics.

	
Investment decision makers should consider funding large investment programmes on a multi-year basis. Up until 2008, it was not possible to properly budget for multi-annual capital investments. The recent introduction of multi-year funding for investment programmes is a welcome improvement. Decision makers should use this new authority to engage in more multi-annual planning and funding for large investment programmes. The Investment Unit in the Ministry of Finance should do more ex post assessments of selected investment programmes to determine the accuracy of project plans and cost estimates.

	
Consideration should be given to improving budget presentation. This could be done by reducing economic classification data that do not contribute to budget management and by expanding programme information. Budget documents should include information about programme changes – both those that are proposed and those that have been implemented.

	
The efficiency of the budget formulation process has been improved by enhancing the co-ordination role of the Ministry of Finance. This should be continued. Under the current administration, the budget formulation process has become more co-ordinated, both within the executive and in relations with Congress. The Ministry of Finance has played the leading role in co-ordinating the process. This centralisation has helped to enforce budget discipline by avoiding the situation of previous administrations when line ministers resorted to the President or the Congress to override the ceilings previously established by the Ministry of Finance.

	
Reorganisation of the budget office (Subsecretaría de Egresos) will help better manage workloads and increase the focus on performance initiatives. The proposal to create a third Directorate General for Programming and Budgeting (DGPyP) and a separate evaluation unit is to be commended, although it is important that this organisational change include a viable framework for involving budget analysts in the performance system. Many operational decisions are delegated upwards, resulting in extreme workloads for top officials. In the case of the two existing DGPyPs, the workload problem is compounded by a high degree of detailed supervision over spending ministries. Reducing this level of detailed oversight and concentrating more on aspects of programme review and analysis will help reduce workload.






Enhancing the role of Congress


	The introduction of performance budgeting and management will provide Congress with more information on programme performance. It is important that Congress be engaged in this reform initiative and be encouraged to use performance results to follow up the performance of the relevant ministries and agencies and to use this information when discussing the draft budget.


	
As part of the existing public consultation exercise for proposed reforms, it could be helpful to establish an informal advisory committee on budget reform. The committee could serve as a sounding board or consultative body to obtain congressional views on proposed budget reform initiatives before reform bills are introduced in the legislature. This committee would consist of representatives from all legislative political parties and the Ministry of Finance.

	
When preparing and amending the draft budget, the executive and the Congress should abide by their respective constitutional limitations. Differences may generate conflicts, such as the one brought before the Supreme Court in 2005.

	
The Federal Supreme Audit Office (ASF) should consider producing information in a more streamlined and easily accessible manner. The ASF undertakes approximately 800 audits per year and produces a single report after the end of the fiscal year that consists of 40 volumes and 25 000 pages. Rather than generating one single large report, the audit institution should consider publishing summaries of individual reports and presenting them to the relevant congressional committee.

	
Audit reports and performance information should be provided to Congress in a timely manner. It would be highly desirable for Congress, the Federal Supreme Audit Office and the executive to improve the organisation of their workloads so that performance reports and other relevant audit reports are effectively used in decision making and provided in a timely manner.






Improving budget execution


	
It would be desirable for the budget execution functions to be reviewed, to enhance the discretion and flexibility of programme managers and budget officials. Within the budget office, budget analysis should focus more on programme review with less emphasis on ex ante budget controls. Staff mobility within the budget office should be encouraged, to minimise programme advocacy and to strengthen analytical skills. Agency programme managers should be given greater control over details of budget management and reallocation of resources within their programmes.

	
To manage the implementation process for the accounting reforms, it is important to generate realistic expectations about the timelines and challenges ahead. The focus should be on getting the basics right. The initiative to harmonise accounting systems for the Mexican central government, the states and the municipalities and to shift to an accrual-based financial reporting system has a challenging time frame. The task is highly complex and requires patience and adequate time to implement. The primary emphasis should be placed on getting a correct cash system and on establishing a register of assets, before adopting accrual measures.

	
The Federal Supreme Audit Office (ASF) should improve the timing of the submission to Congress of its report on the review of the public accounts. The “OECD Best Practices for Budget Transparency” (OECD, 2002) recommends that a supreme audit institution should submit its opinion on the audited public accounts to the legislature no later than six months after the end of the fiscal year. The current period in Mexico is 14 months.

	The Ministry of Public Administration has internal control offices within each ministry. In the past, these offices have focused on enforcing government regulations and resolving complaints against public servants. While these functions are necessary, the internal control offices should shift more towards programme improvement rather than performing legal compliance audits that may result in the sanction of public servants but not in the improvement of public services.


	The 2003 Professional Public Service Law (PPSL) has now been in place for over five years. The implementation and results of this law to date should be externally evaluated and reviewed in order to provide recommendations for improvements. The introduction of the PPSL was an important advance on what had gone before; however, there are many areas in which it can be improved.

	
Strengthening performance management should be emphasised in the personnel, procurement and regulation functions of government:

	– Expand the performance-based personnel recruitment, review and compensation, using performance-based incentives wherever possible.

	– Simplify procurement rules and regulations and shift more to e-procurement and common service procurement. Focus procurement review on larger-scale, longer-term projects.

	– Reduce regulation and administrative paperwork and expand the use of e-government to reduce the bureaucracy of the system.










Improving accountability for results

The latest performance budgeting and management initiative is part of a reform effort that has been ongoing for over 15 years. In its first year of implementation, the initiative made important progress. Mexican public officials at all levels appear to be aware of this latest initiative. However, in moving ahead, efforts must be made to ensure its continued implementation:


	
Co-ordination among institutions needs to improve significantly. The roles and responsibilities of the key institutions and ministries – the Ministry of Finance, the Ministry of Public Administration, and CONEVAL – have to be clearly defined and implemented in practice.

	
A co-ordinating council or working group should be established to ensure co-operation among the offices of the different organisations and to prevent duplication of efforts. This council should include high-level representatives from the Ministry of Finance, the Ministry of Public Administration, CONEVAL, and the Office of the Presidency. The current proposal is that this council be headed by the Ministry of Finance as part of its legal remit to co-ordinate the Performance Evaluation System (SED).

	The new evaluation unit within the Ministry of Finance, which is responsible for operating the Performance Evaluation System (SED), should be active in producing reports and information in a timely manner for key decision makers.


	
Consideration should be given to the continuation and wider application of the “traffic light” system used by CONEVAL for evaluating performance results. Also, it would be helpful to adopt its proposed timetable for producing performance evaluation reports in time for key decision making in the budget process.

	
There should be clear guidelines on the development and use of indicators. Recent initiatives have resulted in an array of requirements to produce programme indicators for planning, budgeting, evaluation, programme management, and audit functions. There should be a clear indication of the purpose and use of each measure or category of indicator. To avoid redundancies and confusion, one institution should be clearly in charge of developing guidelines and standards for the development and use of performance indicators.

	
To engage line ministries more in the reform process, the position of performance co-ordinator or manager should be created in the Oficialía Mayor (central administrative unit in each line ministry). This person would report directly to the minister and serve as a reform champion in that ministry. To date, it is clear that most ministries have fulfilled the requirements of the law to provide indicators; however, more needs to be done to engage them in the reform process and to encourage them to use performance information to improve the management of their programmes.

	The initial efforts to include performance information in the budget formulation process are to be commended. If progress is to continue, it is important to institutionalise some of the current practices and to integrate performance information more into the decision-making processes. For this to be successful, it is important that the new evaluation unit, the DGPyPs, and the Budgetary Policy and Control Unit work closely together.

	
The incentive structure needs to change to reflect this new performance approach. The current system strongly stresses compliance rather than performance. Moving to a performancefocused approach requires: i) the creation of new incentive structures; ii) streamlining and eliminating the current excessive internal rules and regulations; and iii) increasing flexibility in budget execution and in management and personnel issues.

	
To move ahead, a staged and sequenced approach would be helpful. An implementation plan should be developed, with defined timetables and stages, actions to be taken, and milestones to be achieved. Potential stages and sequencing could be

	– First, improving the quality of performance information and IT support systems and further integrating performance information into the budget process and other...
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