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Abstract  
  
The use of expenditure needs, sometimes referred to as “expe
norms”, “budgetary norms”, or “minimum standards”, is importan
formulation of budgets and, especially, in the establishment of transfer 
and grant formulae. Minimum standards are also used by
governments to control expenditure policies of subnational gover
often with the goal of protecting and enhancing national p
However, despite the continued wide use of expenditure norms, t
many aspects there are not fully understood.  Perhaps the most ba
is the actual construction of the norms.  In this paper we exami
some countries have been doing to bring a more accurate assess
their expenditure needs.  We argue that the broad trend across 
countries is for budget controls and procedures to become less 
and this tendency is observed throughout the assessment of exp
needs process, including the design of grant formulae.  Indeed,
the major trend is to use simpler methods of expenditure need
rules are clear for every component of the process and for all p
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based” approach to budgeting, budgets are viewed from a perspective of 
needs rather than from a perspective of feasible service provision given 
current revenue generation.  Here the components of some standard of 
living are first determined; minimally acceptable levels of these 
components are determined (thereby determining a minimally 

 

 
During the last ten years many transformations in public budget
taken place across governments in all parts of the world.  One sig
area for these changes has been in the assessment of expenditur
across all governmental agencies.  The use of expenditure
sometimes referred to as “expenditure norms”, “budgetary no
“minimum standards”, is important in the formulation of budg
especially, in the establishment of transfer and grant formulae.  M
standards are also of interest because central government agenc
use them in an attempt to control expenditure policies o
governments.  Broadly, these budgeting changes are directed at 
more efficient and effective ways to deliver public services to peopl
 
The terms “budgetary norms,” “minimum standards”, and so on
always clearly and consistently used in the literature.  “Budgetary
and “expenditure norms” are typically used in the context of
formulation and in the computation of expenditure needs, such a
case in formulas for equalization grants.  These budgetary norms
used for computational purposes only (i.e., to arrive at a budg
calculate the amount of a transfer).  They can also be used for 
implementation purposes whereby it is the responsibility of the
units to actually execute the budget norm; in these cases the budg
are also known as minimum expenditure standards.  On the oth
the term “minimum expenditure standards” or simply “m
standards” may not be associated at all with the amounts used to 
formulate budgets or compute transfers, but simply be used in the
of mandates that the central government makes in order to contr
budgets or to make sure that certain national expenditure prior
preserved at the local level. 
 
The use of expenditure norms has been a source of troub
budgetary practices. For example, in what might be termed a “needs
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acceptable standard of living) and are used to determine the go
services that must be provided by government; the minimum n
government budget needed to provide these goods and services
calculated; and taxes are set to raise the necessary revenues
approach was quite common in the formerly socialist countr
stemmed from the normative and egalitar

ods and 
ecessary 
 is then 
.  This 

ies, and 
ian tenets of these countries’ 

 was the 
fined in 
er-level 
r school 
ed with 

dities in 
oach to 

s been a 
ing from 
without 
 for the 
te fiscal 
physical 

were used, failed to provide budget units with incentives to 
 induced 
physical 

ty is that most countries use some notion of budgetary norms 
or standards either based on the cost of inputs, the quantity of outputs, 

e their 

sign of 
ernment 
alize the 

abilities of lower levels of governments in their provision of public goods 
ve very different expenditure 

needs.  A government may have concentrations of specific demographic 
groups who require large amounts of government services such as health 
care for the elderly or education for the young; the government may also 
                    

political philosophy and economic assumptions.   
 
Indeed, a significant feature of budgeting under planned socialism
use of thousands of these detailed expenditure norms, often de
physical terms based on infrastructure levels controlled by low
governments (e.g., funding based on the number of hospital beds o
buildings).  The centralized control over the budget process, combin
the extensive use of spending norms, created extraordinary rigi
the resource allocation process.  This passive, norm-based appr
budget formulation inherited from the Soviet budget process ha
significant source of difficulties in transitional economies.  Budget
a perspective of needs as defined by expenditure norms, 
accounting for resource availability, has been an important cause
development of unrealistic budgets and the absence of aggrega
discipline.  In addition, norm-based budgeting, especially when 
norms 
prioritize expenditures or achieve operational efficiency, and often
inefficiency by rewarding budget units that kept idle or unneeded 
capacity.1  
 
The reali

or some measure of desired outcomes, in order to formulat
budgets and fund the different components (education, health, welfare, 
and so on.).  
 
Expenditure norms also find an important use in the de
intergovernmental transfers.  In many countries central gov
transfers to lower levels of government are often intended to equ

and services.  Governments typically ha

 
1 See, for example, Martinez-Vazquez(1997). 
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be located in an area that has especially high costs of service provis
to the age of its infrastructure, its climate, or its population d
“Equalization transfers” are intended to make roughly equ
expenditure capacities of the governments.(2)  [JORGE: IS 
FOOTNOTE?  THE NOTES IN THE ORIGINAL VERSION SE
HAVE BEEN LOST OR MIXED UP.]  If a central government t
program is to address the horizontal disparities that such factors g
across subnational governments, the central government mu
quantify these different expenditure needs by the calcula
expenditure norms for the relevant categories of expenditure
estimated expenditure norms can 

ion due 
ensity.   
al the 

THIS A 
EM TO 
ransfer 
enerate 
st first 
tion of 
s.  The 

then be used in determining the 
amounts of grants allocated to each subnational government, as well as in 

ith the 
ed when 

fiscal 
sory or 
opposed 
 central 
tralized 

e they 
rnment 
ational 

gh the 
service 

 among countries with a unitary form of 
government and decentralized system of finance.  Typically, there is 
less political room for the center to legislate minimum standards in 

re also 

ntinued wide use of expenditure norms and minimum 
standards, there are many aspects that are not fully understood.  
Perhaps the most basic issue is the actual construction of the norms.  In 

 to bring a 
more accurate assessment of their expenditure needs.  We address 
several questions: 
 
                    

planning and implementing budget policy. 
  
The imposition of minimum standards by central governments w
purpose of controlling subnational expenditures may be justifi
either the constitution or other laws (e.g., on budget process or 
decentralization) make a clear point in assigning compul
obligatory expenditure responsibilities to local governments, as 
to those that are optional or voluntary. However, not all
governments use minimum expenditure standards.  Some decen
countries may shy away from using minimum standards becaus
do not want to reduce local autonomy.2  Legitimate central gove
interest in expenditure outcomes at the local level (e.g., n
priorities on education), can still be exercised throu
implementation of conditional grants. The imposition of 
standards is more common

federations, although unfunded and funded mandates a
frequently found in federations.  
 
 
Despite the co

this paper we examine what some countries have been doing

 
2 This is, for example, the case in Denmark. See the discussion in Goga (2002) 
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• What procedures are followed in assessing a governmental unit’s 
level of expenditures? 

 
es are generally followed in estimating the 

 
• What are the current international practices in the determination 

 

 
What are the policy alternatives for the determination of the 

 budget 
bserved 

ding the 
 to use 

or every 
fter all, 

ant and 
 across 

to have 
s can be 
e early 

ractices. 
practices 

out the 
rnment 
appears 
asis on 

d their 
er than 
ed that 

traditional budget processes (e.g., detailed itemization of different items of 
expenditure and highly controlled expenditures without monitoring 
performance) have contributed to inefficient service delivery without 
averting corruption. Traditional budget processes are highly fragmented, 
excessively complicated, and extremely opaque, and reforms that are 

• What procedur
expenditure norms? 

of the norms and minimum standards? 

• What are the benefits and costs of these practices?  

• 
norms? 

 
We examine each of these issues in turn.   
 
As we will see, the broad trend across most all countries is for
controls and procedures to be less complex, and this tendency is o
throughout the assessment of expenditure needs process, inclu
design of grant formulae.  Indeed, perhaps the major trend is
simpler methods of expenditure needs where rules are clear f
component of the process and for all participants in the process.  A
data availability is always an issue in the development of gr
transfer formulae and procedures to establish expenditure needs
departments and agencies.  One of the principle aims is 
consistency and comprehensive information, so that expenditure
efficiently assigned and evaluated. This is especially true in th
stages of reforms and transformations of budgetary p
Sophistication comes with practice and the development of better 
over time.  Moreover, the need for greater transparency through
process of expenditure needs assessment across all gove
dependencies has become widely recognized.  The consensus also 
to be that traditional budget processes should place a greater emph
evaluating the performance of government spending units an
managers and personnel according to these outcomes rath
controlling ex ante expenditure control. Many have conclud



 6 

currently underway in many countries are intended to remedy these 
problems. 

ents, a 
nimum 
hes are 
etailed 
nimum 
 or the 
 be the 
 use of 
  - and 
g to be 
les for 
posing 
 been 

 different countries.    But here again, in 
recent years the focus has been slowly shifting toward 

tcomes 

uired prior to defining expenditure norms and 
elative 
niques 

.  

 of a 

s for assessing the 
to give a 

general accounting approach to establishing the “appropriate” level of 
expenditures relative to the unit’s output.  These techniques and 
procedures are mainly oriented to controlling operating costs. 

e growing 

 
In terms of minimum standards imposed on local governm
common problem has been that the concept of a “mi
standard” is not well defined.  Typically, several approac
used at the same time in a country, ranging from very d
technical standards to general guidelines for outcomes.  Mi
standards defined in terms of physical or financial inputs
production of certain outputs have been and continue to
most common specification of minimum standards.  The
minimum standards, of course, raises the question of how
by whom - the implementation of those standards is goin
financed. Their use also requires that there be clear ru
monitoring the compliance with the rules and for im
penalties for failure to comply.  These questions have
answered differently in

simplification and putting more emphasis on desirable ou
rather than just on inputs. 
 
A step often req
minimum standards is to assess expenditures of public agencies r
to their outputs. In the next section we look at several tech
employed to this end
 
Assessing the Current Level of Expenditures
Governmental Unit 
 
In this section we describe a variety of technique
expenditure needs of governmental units.  The objective here is 

 
One of the biggest problems facing governmental agencies is th

 
A true program budge
program.  A basic pre
will help policymak
priorities, and options
fail to do so are decep
Capital items and i
calculating program e
and maintaining build
budget of the program

 

Full-Cost Identification 

t reports all of the costs associated with
mise of such a system is that full cost

ers in their deliber

 a given 
 reports 

ations regarding needs, 
.  Systems that presume to report full costs but 
tive and may contribute to ill-advised decisions. 
nternal services deserve special attention in 
xpenses.  For example, the costs of acquiring 
ings and vehicles often are not reflected in the 
 that benefits form their use. 
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cost of delivering services and the inability to improve performa
increases in output per worker or quality improvements. This s
obviously raises questions about measuring actual expe

nce (i.e., 
ituation 

nditure needs of 
his issue is discussed in the following section. 

existing 
thin an 
tor, and 
 in order 
eparates 
ials) and 

of the agency, 
al plant, 
d. 

between 
gs more 
e, useful 
ency by 
relative 

 a simple 
 a specific program is performing in terms of its 

expenditures, size, and output.  In general, this approach resembles a 
 needs. 

C, but it 
 of this 
ization, 
ponents 

ommon objectives, and how expenditures are related 
across different areas that contribute to the same objective.  In contrast to 

 specific 
 services 

with the activity of other departments in order to help different programs 
achieve their joint goals. 
 
According to the ABS methodology, there are four essential issues that 
need to be addressed in order to improve the efficiency of operations and , 

government units; t
 
Activity Based Costing  
 
“Activity based costing” (ABC) is a relatively simple way to divide 
costs into different departments, areas, and programs wi
organization. This approach is widely used in the private sec
countries like the United Kingdom have employed variations on it
to assess expenditures across different government areas.  ABC s
costs within an organization (e.g., personnel, utilities, office mater
assigns them to specific programs within the jurisdiction 
according to actual expenditures on each program.  Costs of physic
depreciation, rent, and other explicit and implicit costs are assigne
 
This system allows central budget offices to compare programs 
government agencies as an ex post revision or control, which brin
accountability to the initial process of budgeting.  At the same tim
ratios can be calculated in order to establish degrees of effici
program, making it easier for policy-makers to compare the 
performance of different programs; even over time, it becomes
matter to see how

performance-oriented approach to evaluate and assess expenditure
 

Analysis By Structure 
 
Analysis by structure (ABS) shares some characteristics with AB
takes a slightly different perspective on the process.  The aim
approach is to look at the different components of an organ
examining how their boundaries are defined, how these com
interact to achieve c

ABC, this approach does not try to measure detailed costs of a
program, but rather it tries to link more subjectively determined
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in the process, to assess actual expenditure needs.  First, it is nece
create a map that links program’s policy, objectives, depa
executives, and personnel to the specific objectives of the agency. 
it is helpful to know how often a zero-based review of expendi
made by the agency.  One primary reason for revisions is to evaluate 
expenditures that are constantly growing due to incremental 
without a thorough review of how these expenditures are contribu
current objectives. Hence, a periodic zero-based review is linked 
activity in order to assess expenditure needs of governmental agencies. 
Third, it is important to establish and publish measurable objectiv
programs within an agency. As discussed in greater detail bel
issue is widely seen in budgeting policy in the United Kingd
United States, and New Zealand, among other countries

ssary to 
rtments, 
 Second, 
tures is 

budgets 
ting to 

to policy 
 

es of the 
ow, this 
om, the 

. Fourth, this 
a defined 
t.  

As with ABC, this ABS approach is clearly related to performance-
g. The broad goal of both approaches is to allocate 

personnel to activities that produce the desired output. 

entifies 
ch costs. 
ey areas 
vity that 
r many 
he main 
mber of 
costs as 
he only 
pansive 
f costs.  

 require 
t to which the age of infrastructure, the use of new 

technology, and current working practices (e.g., the “cost drivers”) 
contribute to cost.  Systematic identification of cost drivers offers an 
important tool to assess expenditure needs, and it also offers the 
opportunity to compare and ultimately to reduce expenditures in areas 
that operate inefficiently. 
 

technique requires that support functions in different units have 
link and cost related to each program or activity with a clear outpu
 

oriented budgetin

 
Cost Driver Analysis 
 
Another general approach is cost driver analysis (CDA).   CDA id
which branches of an organization or program are generating whi
This identification enables further analysis and discussion over k
or specific factors.  “Cost drivers” are features of a process or acti
are dominant in determining cost (Burnell-Nugent, 1996).  Fo
government activities, it is natural to think of output volume as t
cost driver; for example, the cost of prisons may depend on the nu
prisoners.  Such an approach is limiting because it accepts fixed 
given and it implicitly assumes that modifying variable costs is t
way to achieve cost savings.  Instead, CDA tries to take a more ex
view in establishing the factors that are the main determinants o
In the case of prisons, for example, cost driver analysis would
examining the exten
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It is useful to classify cost drivers into three categories: structu
drivers, executional cost drivers, and quality cost drivers.  “Structu
drivers” tend to be externally determined or demand driven in t
scale and complexity. For example, the scale of activity for a
license office would be the expected number of driver’s licenses iss
year; complicating factors here would be the number of different 
licenses, changes of address, and name changes.  “Executio
drivers” are internally determined.  Examples of executional cos
include capacity utilization (e.g., whether the facilities satisfy fo
demand), design of the product or service (e.g., whether the licens
needs to have a plastic cover), and the application of technolog
whether the latest technology and procedures to print licenses 

ral cost 
ral cost 
erms of 

 driver’s 
ued per 
types of 

nal cost 
t drivers 
recasted 
e really 
y (e.g., 
is cost 

effective).  “Quality cost drivers” involve prevention activities (e.g., 

orms 

res for 
start with budget norms for 

inimum 
national 

of measuring norms. 
 
As emphasized by Moore and Rhodes (1981), an appropriate methodology 
for s should 
hav

 
istrative 

central and 

nal - designed within a conceptual framework that meets 
clearly defined economic and social objectives set of the country. 

• Feasible - operational from the point of view of data requirements 
and the analyses required to make the system work well in 
practice. 
 

• Simple - capable to being understood by all parties in the system. 

training, costs of monitoring quality and audits). 
 
 
The General Process For Estimating Budgetary N
and Minimum Standards 
 
Nevertheless, it is still necessary to have specific procedu
estimating expenditure norms.  Let us 
budgeting purposes and then talk separately about m
expenditure standards used to direct expenditures at the sub
level. There are many ways 

assessing the expenditure needs of subnational government
e the following characteristics: 

• Legal - consistent with the constitution and admin
arrangements governing the relationship between the 
subnational governments in the country. 
 

• Ratio
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A common approach is to base norms on the actual experienc
governments, by relating actual government expenditures in 
service categories to those factors deemed lik

e of the 
various 

ely to determine the 
g in the categories. 

ries are 
ed upon 
ver the 
 actual 
tegories 

social 
res in 

ine the 
ucation 

ldren or 
lth care 
eds, the 
ls in the 
al length 

s in the jurisdiction; police, fire, and social welfare to the total 
 service 

that 

ward on 
tructure 
t and/or 

t cost of 
reasons, 
ation in 

 case of 
enditure 

ld also be determined by disentangling 
the impact of variations in participation rates from other sources of 
variation in unit costs.  Variations in expenditure arising from 
participation rates should be broken down into two categories: differences 
in unit cost for identical service levels and differences in unit cost arising 
from variations in the quality of service. 
 

required or minimum level of spendin
 
A stylized view of this process is as follows. 
 
First, minimum required expenditures in different service catego
determined on a per resident basis.  If these amounts are bas
actual expenditures of the relevant subnational governments o
most recent year or years, then an implicit assumption is that
expenditures reflect the appropriate standard.  The service ca
include such areas as education, transportation, health care, 
services, public works, and crime prevention.  The actual expenditu
these categories are related to various indicators thought to determ
minimum expenditure requirements.  For example, ed
expenditures may be determined by the number of school-age chi
the number of educational institutions in the jurisdiction; hea
expenditures may be a function of the number of hospital b
number of older or younger residents, or the number of hospita
jurisdiction; transportation expenditures can be related to the tot
of road
population or to specific subgroups.  The resulting amount in each
category becomes the basic level of per resident expenditure norm for 
category. 
 
Second, these per capita amounts are adjusted upward or down
the basis of specific population, geographic, or infras
characteristics of the government that are thought to affect the cos
the quality of service provision.  It is well known that the uni
services often varies from region to region for a number of 
including the age profile and family structure of the resident popul
the case of social services and climate and topography in the
highway construction and maintenance.  The reasons for local exp
deviations per unit of service shou



 11 

An especially important factor that must be considered in the s
expenditure approach regards the impact of declining and 
population on expenditure needs assessment.  Since units of servi
are based on the number of a specific target population (e.g., the
of school age children), conventional expenditure needs formulae s
adjusted for growing populations, in order to direct more resource
governments with growing numbers of school age children.  On t
hand, local governments sometimes argue that declining populati
increase their relative per capita expenditure needs, and, as a resu
countries have introduced factors into needs-based formulae to acc
rising relative per capita co

tandard 
growing 

ces often 
 number 
hould be 
s to local 
he other 
ons may 
lt, some 
ount for 

sts due to declining populations.  In any event, 
the conventional expenditure approach is sufficiently flexible to adjust for 

S e specific 
exp
 

• Education: teachers’ wages, rental cost, percentage of students 
-income 

rofile and family structure of the population 
 

tancy, 

 
nsportation: wages, road grade, annual precipitation,  

topography, population density 
 

pulation 

 
-income 
isabled 

A variable is typically expressed as a ratio equal to the level of the 
.  The 
ariables 

must be assigned weights to determine the relative importance in the 
adjustment calculation. 

 
Third, the estimated per resident expenditure norm in each category is 
multiplied by the population of the local jurisdiction and then totaled 

a wide variety of circumstances. 
 

ome fr quently used adjustment factors for a jurisdiction’s 
enditure categories include: 

with physical disabilities, percentage of children from low
families, age p

• Health: health care cost, infant mortality, life expec
population density 

• Tra

• Police and Fire: wages, crime rate, number of fires, po
density 

• Social Welfare: minimum wage, percentage of low
individuals, percentage of older individuals, percentage of d
individuals, unemployment rate. 
 

variable in the jurisdiction divided by the national average
adjustment factors are chosen to reflect these elements.  These v
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across all expenditure categories, to determine the total expenditu
for the subnational government.  Once t

re norm 
his information is assembled, 

devising a needs-based formula can be developed. 

 need in 
 P.  The 
ustment 
 for the 
enditure 
or Σi (ϕi 

gory i is 
ight wi j .  

ressing the per capita norm Ni is Ni=Σj wi j Xi j , 
en as Σi 

lanning 
case, the 
eded by 

eral guidance for 
e norms 
pending 

owever, 
ase, the 

 funding for the 
subnational governments, generally through their incorporation in grant 

ing, the 
ecution.  

se.  One 
sure the 
 to avoid 

bias against those subnational governments where an excluded service 
might be especially important.  However, data limitations often make it 
impossible to include all service areas.  A related choice is whether to 
include both capital and current expenditures in the formulae.  Given the 
wide variation often found in capital projects, their lumpiness, and the 

 
To illustrate more precisely, denote the per capita expenditure
service category i as Ni and the population of the jurisdiction as
total expenditure norm for category i equals PNi.  If the cost adj
factor for category i is denoted ϕi , then the expenditure norm
category, adjusted for cost differences, is (ϕi PNi).  The total exp
norm for the jurisdiction is simply the sum over all i categories, 
PNi).  In addition, assume that the expenditure norm for cate
determined by as many as j factors, or Xi j , each of which has we
Then another way of exp
and the total expenditure norm for the jurisdiction can be rewritt
(ϕi PNi)= Σi (ϕi P (Σj w i j X i j)). 
 
The resulting expenditure norm can be used for general budget p
purposes or for specific budget control purposes.  In the former 
norms provide general information on the level of finance ne
subnational governments, and thereby serve to give gen
planning purposes; however, the level of spending suggested by th
may or may not be provided or available to the governments, de
upon the budgetary constraints faced by the central government. 
 
In fact, very few countries use norms for budget formulation.  H
norms are often used in actual budget implementation.  In this c
norms are used to determine the actual levels of

formulae.  In combination with limitations on the use of fund
norms then provide for a control mechanism during budget ex
This use of expenditure norms is quite common internationally. 
 
There are several choices that must be considered in this exerci
choice is the range of expenditure functions over which to mea
needs.  All public services should in principle be included in order
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difficulty in finding appropriate indicators, capital expenditures are 
usually excluded from the equalization formulae. 

 used to 

to these 
essarily 

 formula 
unit of 

 outside the 
control of individual local authorities (e.g., a high proportion of elderly 

on.)  

ulation 
d to set 
ion by 
n cover 

ction of 
nds of 

chnical” 
 inputs, 
tandard 
ich are 

 are more common in 
vel and 

 of budget process reform at 
the central level such as New Zealand and Australia.4  
 

g and 
diture norms and minimum standards. 

 

 and 
Standards  

 specified.  One 
ion to determine necessary 

                    

 
The most difficult and contentious choice relates to the factors
determine the per capita expenditure norms Ni in each service category, 
the determinants of these factors Xi j , the weights wi j attached 
factors, and the cost adjustment factors ϕi .  These choices are nec
somewhat imprecise and subjective.  Still, it is necessary that the
should compensate for the national average expenditure per 
service, and also that it compensate for variations in unit costs

population in health care or mountainous terrain in road constructi
 
The expenditure norms that can be used for budget form
purposes or to estimate needs in grant formulae can also be use
minimum expenditure standards to control budget execut
subnational governments.  The setting of minimum standards ca
a wider range of approaches than those used in the constru
expenditure norms. Generally speaking, there are two ki
minimum standards used in practice3: “rules based” or “te
standards, which include different levels of detail on physical
outputs, or financial amounts to be used in specifying s
expenditure norms; and “performance based” standards, wh
typically measured as outcomes. The latter
decentralized countries with more autonomy at the local le
countries that have been in the vanguard

We next consider international practices in the process of definin
using expen

 
International Practices in Specifying Norms

 
There are several ways by which expenditure norms can be
way is to rely upon expert or professional opin

 
3 See Goga (2002). 
4 Public safety concerns in some areas, however, may require the 
continued use of technical input-oriented standards. 
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standards of services. The risk associated with this approach is 
outcome may be expenditure norms that are unrealistic or una
from a budget viewpoint. In this case, expenditure norms can act
counterproductive. Government officials and citizens could be 
frustrated, and the actual budget would need to be reduced to 
affordable. To a large extent the problems created by the use of n
the budget system of the former Soviet Union were associated w
methodology emp

that the 
ffordable 
ually be 
equally 

make it 
orms in 
ith the 

loyed. The Soviet system used a bottom up approach 
with exclusive reliance of experts from line ministries to determine 

um or 
entative 
that, by 
ms are 

roviding 
alysis or 
hat the 
bers of 

adjusted 
relative 

ive cost; if a regression approach is used, the 
umerous 

specific 

rnments 
imit the 
mes the 
ailable.  
ttern of 
that are 
nditures 

in Indonesia before 1999 were often thought to reflect the privileged 
position of some regions protected by a long standing dictatorship.  It 

ns in the 
ction of new norms or standards.  Similarly, Russia, Ukraine, and 

most other transitional countries had a similar difficulty early on: past 

                    

expenditure norms.     
 
Another way is to estimate the unit cost of providing a minim
standard amount of specific government services in a repres
jurisdiction. An important advantage with this approach is 
referring to actual data, it ensures that the expenditure nor
realistic or affordable from a budget viewpoint.  The unit cost of p
the minimum standard can be estimated by either regression an
more direct approaches.  Regardless, the basic assumption is t
norm is determined by various jurisdictional factors like the num
specific population age groups or infrastructure facilities.  Cost-
weights are then assigned to these factors to reflect their 
importance and their relat
regression coefficients can be used as weights for the factors.  N
countries have followed this general approach, although the 
formulations vary considerably. 
 
Data availability and the institutional setup of subnational gove
(e.g., the existence of local autonomy or budgetary discretion) l
number of countries that use a regression approach.5  Often ti
individual disaggregated data on each jurisdiction may not be av
Even if available, it may not be desirable to use because the pa
past expenditures by local governments may reflect institutions 
no longer valid or desired. For example, the patterns of local expe

would not make sense to replicate such past expenditure patter
constru

 
5 For example Australia, Canada, and the United States use regression 
analysis.  
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expenditures were a reflection of many things from the past, but not a 
reflection of local governments free to choose their expenditure patterns.   

was not 
eds for 

mplified 
nd area 
sed this 
om local 
 from a 
 budget 

vision of 
different 

er capita or per client expenditure norms 
milar to 

gression 
ategory i 
 wi j and 

als (ϕi (Σj w i j 
relate to 
ustment 
ces. 
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 actual 
derived 
rm per 

ecide at 
 of total 
primary 

a particular share of total education 
entary 
entary 

erences, 

 
The most detailed information available on the construction of 
expenditure norms is typically in reference to the computation of 
expenditure needs for equalization grants.  Consequently, most of the 
review of the international experience below focuses on the methodology 

 
In these cases, the budget authorities had two choices.  The first 
to use budgetary norms at all. In this case, expenditure ne
equalization grants and other purposes can be approximated by si
indexes, such as a weighted average of the population and la
shares of each local government. Numerous countries have u
approach.  The second option is to design budget norms starting fr
budget aggregates to ensure that these norms are affordable
current resource availability perspective.  For example, in the new
system introduced in Ukraine in 2001, budget norms reflect the di
the overall subnational government budget envelope into 
expenditure categories.  The p
derived using this methodology can be, but do not need to be, si
expenditure per capita in past years. 
 
When a representative jurisdiction approach (with or without re
analysis) is used to develop norms, each expenditure norm for c
can be viewed as determined by various factors Xi j with weights
cost adjustment factors ϕi , so that the per capita norm Ni equ
X i j)).  As noted above, the difficult and contentious decisions here 
the choices of the factors Xi j ,their weights wi j , and their cost adj
factors ϕi .  International practices differ considerably in these choi
 
When the top down approach is used to develop affordable nor
basic figures for the norms are not necessarily estimated from
budget data. The data may be given by the budget authorities and 
from budget aggregates.  For example, to arrive at the basic no
student in elementary education, the Ministry of Finance will d
budget time that education should represent a particular share
aggregate subnational government expenditures, and that 
education should represent 
expenditures.  The resulting funds divided by the number of elem
students provides the basic expenditure norm per student in elem
education.  The basic norm is adjusted up and down for cost diff
special needs, conditions, and so on.  
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used in the estimation of expenditure needs for equalization purpo
review of the international experience clearly shows that there is n
best approach to construct expenditure norms, if or

ses. The 
o single 

 once government 
ve decided that they need to use expenditure norms.6 

eriod of 
location 

n equals 
 special 

e.g., above- or below-average fiscal capacity), and a grant 
ed here 

 Method 
nditure 

 the per 
it cost of 

s of revenue capacity, the FAM uses the 
national average per capita revenue raised at standard rates of tax and 

ta terms 

ection of 
y sector. 
it costs. 
ures can 
nce unit 

se a small number of indicators 
er time, 
at these 
Ahmad, 

ed upon a detailed 
n of local expenditures into eleven service categories.  These 

                    

officials ha
 
Australia (2) 
 
The Australian system has been developed over a considerable p
time, and is part of a comprehensive system for determining the al
of intergovernmental transfers.  The grant to a specific jurisdictio
the sum of an equal per capita grant, a grant that measures
revenue needs (
that reflects special expenditure needs, or what has been term
expenditure norms. 
 
The Australian approach is known as the Factor Assessment
(FAM). The FAM measures expenditure need as per capita expe
required by a region to provide a standard level of services and
capita difference in the region’s demand for services and the un
providing services. In term

the extent to which the region’s revenue base differs in per capi
from the standard revenue base.  
 
A key factor in the application of the Australian system is the coll
detailed expenditure data by territory (district or province) and b
This is essential to estimate the adjustment coefficients on un
Once the data become available, various expenditure needs meas
be tested in order to select the most significant factors that influe
costs.  At the initial stage, the model can u
and expenditure categories for simplicity and transparency.  Ov
additional variables can be introduced, if justified by evidence th
variables have a statistically significant influence on unit costs (
Hoffman, Ma, Rye, Searle, and Stevenson, 1999).  
 
At present, the expenditure norms in Australia are bas
breakdow

 
6 The international experience with minimum expenditure standards 
parallels to some extent that with expenditure norms. See Goga (2002) 
for a recent review of international experience with minimum 
standards.  
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categories, and the factors used to determine the norms in these 
categories, are: 
 

istration scale, age/sex, 

-border 
 cost, land rights, national capital, 

sacred sites, demographic composition, transient population, 

 
ment: administration scale, input cost, land 

 ge of 

 
• persion, 

 
• S nditure 

 
le, age/sex, 

t, grade 
 scale, 

ition, urbanization, vandalism and security 
 

• persion, 
age/sex, 

 

n, input 
, service 

delivery scale, demographic composition, transient population, 

 
ation scale, dispersion, input cost, land rights, 

road length, road usage, demographic composition 
 

• Economic Affairs and Other Purposes: administration scale, 
dispersion, expenditure relatives, input cost, physical environment, 
demographic composition 

• Welfare: relevant population, admin
dispersion, input cost, demographic composition 
 

• Culture and Recreation: administration scale, cross
movement, dispersion, input

urbanization, physical environment 

• Community Develop
rights, national capital, demographic composition, sta
development, urbanization 

 General Public Services: administration scale, dis
expenditure relatives, input cost, land rights 

 ervices to Industry: administration scale, dispersion, expe
relatives, input cost, land rights, physical environment 

• Education: relevant population, administration sca
cross-border movement, dispersion, economic environmen
cost, input cost, physical environment, service delivery
demographic compos

 Health: administration scale, cross-border movement, dis
inpatient services, input cost, non-inpatient services, 
demographic composition 

• Law, Order and Public Safety: relevant population, administration 
scale, age/sex, offenders, cross-border movement, dispersio
cost, land rights, national capital, physical environment

urbanization, vandalism and security 

• Transport: administr
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e scale, 
hysical 

scale, demographic composition, 

 as the 
rd norm 

ual to the 
average expenditure over the previous years.  This standard norm in each 

bove. 

ount of 
hat this 

ments.  
sments. 
ted and 

 world, it still relies on judgment in all its aspects.  
Indeed, a general lesson from the Australian experience is that it is 

ents as 

e system 
dards with the overall goal of assisting subnational 

with the means of assessing their relative efficiency. 
Interestingly, setting performance standards involves officials but also the 

d Wales 
ind the 

ate local 
authorities for differences in their spending needs - that is, in the amounts 

s of local 
ted that 

ith the 
regression coefficients used as the weights. 
 
This methodology has been developed over time, as different factors have 
been dropped and others added.  Table 1 reproduces the experience for the 
first four years use of this methodology, as applied to education 

• Trading Enterprises: relevant population, administrativ
expenditure relatives, input cost, interest, land rights, p
environment, service delivery 
urbanization, vandalism and security. 
 

These factors are termed “disability factors”, and are expressed
ratio of a specific jurisdiction to the national average.  The standa
for each category starts with an equal per capita amount, eq

category is then adjusted to reflect the disability factors indicated a
 
The Australian system has been able to achieve a significant am
equalization across subnational governments.  It is also clear t
system is extremely complicated and has extensive data require
Obviously, judgment has an intensive influence on all asses
Although the Australian system is one of the more sophistica
developed in the

necessary to use whatever data are available to make judgm
impartial as possible. 
 
In terms of standards, Australia has introduced a comprehensiv
of performance stan
governments 

clients of the services.    
 
United Kingdom  

 
In the mid 1970s, expenditure needs estimation in England an
underwent a significant methodological change.  The theory beh
methodology is to enable the central government to “compens

they would need to spend in order to provide similar overall level
services” (Jackman, 1981).  A regression approach was institu
identified the need factors associated with public goods provision, w



 19 

expenditures.  The table shows that there were many change
methodology, with a movement toward population-based charact
and finally a concentration of characteristics affecting edu
expenditures, especially the distribution of school-aged c
Alterations in the formula over the years have caused some am
confusion regarding the factors and therefore the grant distribut
the estima

s in the 
eristics 
cation 

hildren).  
ount of 

ion.  As 
tion has changed, the weights used to estimate the expenditure 

norms also change, which in turn alters the education grant to local 

At present, this basic approach is applied to seven expenditure categories. 
 e a
 

cation: number of pupils, number of pupils with special needs, 
pulation 

 
• t, traffic 

 
and over 

income 
ilies, in 
and 64, 

number of mentally ill people, number of physically handicapped 
dations, 

ted accommodations, families sharing 
properties with others, population of non-white ethnic minorities 

 

 
• p lls to police, 

number of crimes, traffic volume, population living in overcrowded 
t rs, length of 

existing roads, security expenditures 
 

• Other Services: population, population density, labor cost, rent 
 

• Capital Expenditure: principal and interest repayment on debt. 
 

jurisdictions. 
 

Th se c tegories and the factors included are: 

• Edu
pupils from low income families, labor cost, rent, po
density 

 Highway Maintenance: length of existing roads, labor cos
density, population, incidence of snow 

• Social Services: number of elderly people over 65, over 75, 
85; number of children in single parent families, in low 
families, living in rented accommodations, in homeless fam
non-white ethnic minority families; population between 18 

people, population living in overcrowded accommo
population living in ren

• Fire: population, population density, number of fires, high-risk 
properties, length of coastal line 

 Police: opulation, population density, number of ca

accommoda ions, families sharing properties with othe
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Regression analysis is the main method used to determine the 
however, for some categories, the weights are assigned on the 
expert opinion, with consultation with local author

weights; 
basis of 

ities.  This approach 

one now 
ces in a 
red into 
alization 
nt in all 

s at the 
e data requirements are extensive.  The 

 to its 

ction of 
d users 
ational 
nditure 
nments’ 
g local 
, as a 

 local governments to implement technical 
 of service delivery established by the central authorities. The 

local governments, however, have flexibility in determining how the 

reasing 
sparency of government expenditures in line with international 

mations 
ment of 

nt are 

nomy in 
Bulgaria, and these governments are still heavily dependent upon the 
central government for revenues, even though local governments 
undertake a relatively large share of total government spending.  A major 
source of these revenues comes from a “normative grant”, based on a 
needs or norms assessment using regression analysis, as with the United 

applies only to current expenditures, not for capital projects. 
 
The United Kingdom system is perhaps the most comprehensive 
in use.  Nearly all (current) services are considered, with differen
wide range of jurisdictional characteristics, including costs, facto
the analysis.  The system is able to achieve nearly complete equ
because it ensures that the same per unit amount will be spe
jurisdictions that face the same conditions.  This equalization come
expense of extreme complexity; th
system is also not fully understood by local officials due
sophistication and lack of transparency. 
 
The United Kingdom also has been an innovator in the introdu
Citizens’ Charters, with clear standards of services for clients an
and with quantitative targets for budget organizations. The N
Audit Commission carries value-for-money evaluation and expe
programs and publishes a series of indicators of local gover
performance. Although the emphasis is clearly on increasin
government accountability to its residents, the United Kingdom
unit ry country, routinely asksa
standards

technical standards are to be met.     
 

Bulgaria (3)  
 
Bulgaria is attempting to transform its budgetary practices by inc
the tran
trends, particularly in the European Union.  So far, the transfor
are still rough, and changes in specific issues like the assess
expenditure needs are still in the early stages of developme
following.  
 
Local governments have only recently been given much auto



 21 

Kingdom.  At present, explanatory variables in this analysis inc
municipality’s population, its per capita income, the number of to
villages in the municipality, the number of patients in regional h
the number of non-working single mothers, the number of p
secondary schools, and the number of funeral ceremonies

lude the 
wns and 
ospitals, 
upils in 

.  The regression 

s, and it 
 budget 
ow, the 

y.  For 
 assess 
disease, 
001) In 
a raises 
as been 
gression 
eflecting 
fficients 
socialist 
ed built 

on) instead of needs and clients, and 
y. After 
no local 

As a result, Bulgaria is looking for alternatives to improve the process.  
general 
ents, or 

inimum 
he strict 
, which 

 Nevertheless, 
line ministries and other central agencies have continued to discuss and 
issue “indicative” standards, which are largely ignored by subnational 
governments.  But in Bulgaria, as in most other transitional countries, 
there is a continued interest in returning to a budgetary system that not 
only uses norms but gets them implemented as minimum standards. 
 
 

results generate the weights that are attached to these variables.  
 
This is a very complicated system of assessing expenditure need
creates several problems: information is not always available,
allocations are not timely, the process is almost impossible to foll
process is not transparent, and administration is very costl
example, Bulgaria has more than 20 different categories to
expenditure needs for municipal hospitals, categorized by type of 
type of patient and particular service provided (Bulgaria, 2
addition, the application of a regression approach in Bulgari
several important questions. Unlike the United Kingdom, there h
very limited local autonomy in Bulgaria. This means that the re
coefficients need to be interpreted with caution. Rather than r
differences in costs, needs and even preferences, those coe
(weights) may reflect expenditure patterns that came out of the 
planning era, when, for example, funding at the local level follow
capacity (schools, hospitals and so 
when many enterprises provided all basic services in a localit
many of these public enterprises went bankrupt, there were 
budgets to pick up the slack in services. 
 

One area of reform being considered is the adoption of more 
indicators like population of the municipality, number of settlem
geographic area.  
 
As in many other transitional countries, there are no m
expenditure standards in Bulgaria.  This is partly a reaction to t
physical and financial standards applied during planned socialism
could never be implemented because of a lack of resources,. 
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Canada   

d on the 
e greatly 
ernment 
ovinces, 
r excess 
nd some 
es than 
Atlantic 

diture needs eventually began to be included along with 
revenue capacity in the Territorial Formula Financing scheme (TFF) 

rritorial 
governments. This transfer enables territorial governments to provide a 

unt the 

r called 
owth in 
 growth 
rting in 

modified by limiting the cumulative 
 Product 

 exceed 

roach of 
e from 
ystem is 
lar, the 
 (Clark, 

vernment bases one of its transfers (for education 
and health) to provincial governments on an equal per capita assessment 

ow some 
l process 

in which management and control are better handled and transparency 
goals are easier to achieve.  
 
The use of minimum standards is quite common between the intermediate 
level of government, the provinces, and the local governments. Often the 

 
Until recently, the Canadian to grants and equalization was base
revenue capacity of provinces.  Since the provinces in Canada hav
different per capita capacities to raise oil revenue, the central gov
applied a revenue standard that was the average of the middle pr
thereby allowing the rich provinces to retain some of the of thei
revenue capacity.  This provided for only partial equalization, a
provinces were able to provide better services or have lower tax
others. Due to pressure from provinces, especially those on the 
cost, expen

(Clark, 1997). 
 
The TFF is an annual transfer from the federal government to te

range of public services to their residents, and takes into acco
higher cost of providing public services in the north of the country. 
 
The territorial expenditure needs is captured by an index numbe
the Gross Expenditure Base (GEB), which moves with gr
provincial spending.  It also is adjusted for territorial population
relative to that for the whole of Canada (Anderson, 2000).  Sta
fiscal year 2000-2001, the GEB was 
growth of the GEB to the cumulative growth of Gross Domestic
(GDP).  This cap ensures that annual growth of the GEB does not
annual GDP growth in any particular year. 
 
Though there are some technical complexities in the Canadian app
assessing expenditure needs, the complexities do not aris
complicated measures of units of service.  Instead, the Canadian s
based on readily available data on provincial spending. In particu
Canadian system for measuring expenditure norms is very simple
1997).  The central go

of needs, with additional requirements that the provinces foll
guidelines on accessibility and standards.  The result is a practica
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minimum standards are associated with categorical or conditiona
 As is the case in other federations, the Canadian Constitution g
provinces complete discretion in the management of affairs wi
local governments.  This power is used to issue mandates and te
standards for important public services, such as health and ed
But Canada has als

l grants. 
ives the 
th their 
chnical 

ucation.  
o been expanding the use of program evaluation or 

value-for-money audits.   
 

 

lization 
ditional 

ariety of 
ants is 

d capital 
cing the 
o local 
re to be 

t require 
ransfers 
d cover 
rgarten 

ons, fire 
cluding 
current 

 legally 
ipalities 

ed at the discretion of the 
granting central government agencies.  Often, they may require 

al or matching financing arrangements by the municipalities. 
ch Republic does not have minimum expenditure requirements at 

 
In Denmark, expenditure needs are defined as the expenditure a given 
authority must make to supply its services at costs equal to the national 
average (Lotz, 1997).  Numerous factors are used as indicators, with the 
weights on these factors sometimes determined by regression analysis.  

 

Czech Republic   
 
The Czech Republic does not have a clearly defined system of equa
grants. Instead, it has a complex system of subsidies (or con
grants), which are used by the central government to pursue a v
policy objectives at the local level.  A common feature of these gr
that they are earmarked for specific purposes in both current an
expenditure activities. A first type of earmarked grants is for finan
central government’s legally delegated responsibilities t
governments.  These legally mandated grants are categorical and a
spent on well-defined specific programs.  Furthermore, they do no
any matching funds from the municipalities.  In general, these t
are distributed on a “per client” or “per head” basis, an
expenditures in the areas of social assistance and benefits, kinde
and primary education, selected hospital and assistance instituti
brigades, and the execution of general government services in
registration and permits.  A second type of specific subsidy for 
expenditure activities is discretionary (as opposed to being
mandated).  These subsidies require application by the munic
according to established rules, and are award

condition
The Cze
the local level (Oliveira and Martinez-Vazquez, 2001). 
 
 
Denmark   
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Total municipal expenditure needs are estimated as indicated in Table 2.  
These needs are then used to allocate general grants to jurisdictions.  

inancial 
dards in 
 central 
 merged 
y move 
ith the 

have become general guidelines (with the block 
grants.) Local governments themselves are now setting their own 

mance standards.  

enditure 
given to 
nt first 
mber of 
pied by 
of fiscal 

on its 
ent for 

with the 
synthetic need index calculated using population, road length, school 

ion, and tax potential. Minimum standards for budget 
implementation at the local level are routinely imposed by the central 

ards. 

tes, and 
tes for 
lization 
state’s 

sed upon 
the product of the national average of per capita state revenues and the 
state’s weighted population, with larger jurisdictions given a higher 
weight to reflect greater expenditure needs not captured fully in the 
population number.  This approach essentially amounts to one in which 
revenues are equalized on a per capita basis.  Also, in Germany the federal 

 
Denmark in recent years has moved away from technical and f
minimum standards for local governments. Many of these stan
the past were set through a vast array of conditional grants from
government agencies. In recent years the central governments has
many of the conditional grants into a few block grants. This polic
has meant that the minimum standards used in the past (w
conditional grants) 

perfor
 
France   

 
Several transfers in France are based upon estimation of exp
needs (OECD, 1994).  One grant is the urban solidarity grant, 
municipalities with more than 10,000 inhabitants. The gra
calculates a “synthetic need index”, using such indicators as the nu
units of social housing and  the number of housing units occu
recipients of housing allowances, as well as several indicators 
capacity.  The grant received by a municipality then depends 
population and its synthetic need index, with an additional adjustm
municipality size.  A similar grant is given to rural jurisdictions, 

populat

government in the form of required procedures and technical stand
 

Germany  
 

Germany uses grants to equalize the fiscal capacities of the sta
“interstate equalization payments” designed to compensate sta
special burdens (Spahn, 1997).  Of these, only the interstate equa
payments are based in part on expenditure needs assessments.  A 
expenditure need is calculated in a very simple and crude way, ba
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authorities set technical standards in areas of national interest such as 
social welfare or the environment.  

of basic 
e major 
 grants, 
e, and 5 

grants for education and social assistance are 
based on cost analysis, while those for general assistance are based on 
other indicators (e.g., per capita). 

e major 
t system 
basis of 
te’s per 
basis of 
he basis 
directly 
s states 

have substantial authority, and they exercise it to impose technical 
s on their local governments.  Some states, such as Karnataka 

and Kerala, are seeking ways to introduce performance-based standards.   

in 2001 
here the 
enditure 

needs and fiscal capacity of each region.  Expenditure needs are estimated 
as the product of a weighted four-factor index and local government 

lation, land area, 
poverty incidence, and cost of living; population and cost of living are the 
most heavily weighted factors (40 percent each) and land area and poverty 

                    

 
Hungary   
 
Local governments in Hungary are required to provide a range 
services in “as equal as possible” level of service to all citizen.  On
source of funding for these services is a number of normative
including 11 normative grants in education, 6 in social assistanc
for general assistance.  The 

 
 
India (4)  

 
India has recently changed its methodology for allocating th
transfers from the central government to the states.  The curren
specifies that transfers are to be allocated 20 percent on the 
population, 60 percent on the “distance” (or deviation) of a sta
capita income from the highest income state, 5 percent on the 
infrastructure, 5 percent on the basis of area, and 10 percent on t
of tax effort.7  As a result, expenditure needs are defined in
through a weighted index.  With a strong federalist system, India’

standard

  
 
Indonesia  
 
The new fiscal decentralization system in Indonesia introduced 
has as one of its main components an equalization grant system w
actual grant amount is proportional to the difference between exp

expenditures.  The four factors in the formula are popu

 
7 The infrastructure index is computed by an “expert” group. 
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each receive a weight of 10 percent (Brodjonegoro and Martinez-Vazquez, 
2002). 

 

rants to 
s well as 
gories of 
conomy, 
spond to 
a “model 
n of 1.7 
 with a 

each 
bles: the 
ion; the 
ropriate 

., the number of police needed 
for adequate protection, the number of residents requiring fire protection, 

ble that 

T e ifferent 
categories, and all attempt to adjust the standard unit cost of the service 
for extraordinary circumstances in the jurisdiction: 
 

• costs for 
by type of school (e.g., engineering versus 

agricultural) 
 

ich adjusts for economies of scale 

 
• Density Modification Coefficient, which adjusts for economies of 

 
• Special Factors Modification Coefficients, which adjust for factors 

like salary costs and housing allowances 
 

• Climate Modification Coefficients, which adjust for higher costs in 
colder areas 

 
Japan   
 
The central government of Japan distributes nearly all of its g
local governments in an attempt to equalize expenditure needs, a
fiscal capacity.(5)  Expenditure needs are estimated for the cate
police, public works, education, welfare and labor, industry and e
and general administration.  The expenditure norms do not corre
actual government expenditures, but are based on the notion of 
local government”, assumed to be a prefecture with a populatio
million and an area of 6900 square kilometers, or a municipality
population of 100,000 and an area of 160 square kilometers.  For 
category, the expenditure norm equals the product of three varia
“unit cost” of the service as determined annually by expert opin
“unit of measurement”, which is a variable that provides an app
measure of the utilization of the service (e.g

the length of roads); and the “modification coefficient”, a varia
reflects above- or below-average costs of provision. 
 

h modification coefficients are at present classified in several d

 Class Modification Coefficient, which adjusts the unit 
differences in costs 

• Size Modification Coefficient, wh
due to a larger population 

scale due to a larger population density 
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adjust for 

higher fiscal needs in jurisdictions with higher debt service levels 
 

sts that 
t occur when the population of the jurisdiction decreases 

rapidly. 
 

nt of its 
rd fiscal 
sts of 29 

s, where the cost in each category equals 
 of the unit cost of the service, the unit of measurement, and a 

modification coefficient, as in Japan. 

roximate 
inancial 
ators of 
se costs. 
 percent 
equally 

rcent in 
to road length, 5 percent in proportion to the number of 

children, 5 percent in proportion to the number of parishes, 5 percent to 
 with low accessibility, and 5 percent to areas with low tax bases.  

These factors are largely chosen to reflect the costs of service provision in 

oca regional g rnments 
sis of six 

es transferred from 
Madrid to the regions, distance from Madrid, relative wealth, and fiscal 
effort.  Of these six factors, the first four receive the highest weights, and 
are roughly indicative of expenditure needs.(6)   Grants to 
municipalities use a similar, if somewhat simpler, formula based upon 
population, area, the number of public schools, and tax effort. 

• Financial Capacity Modification Coefficients, which 

• Modification Coefficients, which adjust for an increase in co
migh

Korea   
 
Korea uses a similar system to Japan’s for one major compone
transfers to local governments, the local shared tax.  The standa
need component of this transfer is calculated as the sum of the co
diffe ent expenditure categorier
product

 
Portugal  
 
The Portuguese grant system is a simple one, and uses an app
measurement of expenditure norms for one of its grants, the F
Equalization Fund.  The norms here are based on a range of indic
cost, as well as those that reflect above- or below-variations in the
 Each jurisdiction receives a general grant allocated as follows: 45
in proportion to a jurisdiction’s population, 15 percent divided 
across jurisdictions, 15 percent in proportion to area, 10 pe
proportion 

areas

municipalities. 
 

Spain   
 
Spain recently reformed its grant all tion to ove
(Brosio, 1997).  In the new system, grants are allocated on the ba
indicators: population, area, number public agenci
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Sweden   

stem by 
 a block 
city, to 
ng-term 
n.  The 

lation of 
capture 
elderly 

a higher 
ducation 
will lead 
rea will 
 for the 

.  The new system tries to explain a jurisdiction’s 
per capita expenditures using regression analysis to assign weights, 

as explanatory variables climate, age structure, population 
density, and social structure. 

sfers in 
s is very 

s expenditure need equals the 
product of the national average of per capita canton revenues and the 

’s population.  Additional adjustments are made that reflect higher 
costs of service delivery in mountainous regions and in densely populated 

opted a 
rms are 

ation of 
g budget 

execution and they do not act as minimum expenditure requirements for 
local governments.  The unified norms of per capita (or per client) 
expenditures are computed for administration, health care, culture and 
sport, education, social security, and social protection.  The first step in the 
derivation of the norms is to establish the overall amount of expenditures. 

 
As in Spain, recent reforms in Sweden have simplified the grant sy
abolishing a number of categorical grants and replacing them with
grant allocated for three purposes: to equalize revenue capa
supplement the revenues of municipalities experiencing lo
population loss, and to equalize cost differences in service provisio
last purpose requires measurement of expenditure norms.  Calcu
the norms considers many need indicators, meant largely to 
differences in cost.  A jurisdiction with a higher percentage of 
individuals will have greater demands for health care; similarly, 
percentage of school-age children will require more e
expenditures, and higher women’s labor force participation rates 
to more expenditures for day care.  A municipality with more a
have higher transportation costs for school buses and assistance
elderly and the disabled

including 

 
Switzerland  
 
Expenditure needs are one factor used in allocating tran
Switzerland.  The Swiss method for measuring expenditure need
similar to that used in Germany.  A canton’

canton

areas.  This approach leads to modest equalization. 
 
Ukraine 
 
With the introduction of a new Budget Code in 2001, Ukraine ad
novel new methodology to estimate expenditure norms.  These no
used for budget formulation and especially for the comput
equalization grants, but are not supposed to be followed durin
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 Next, the total amount of expenditure is divided into separate f
such as primary health or secondary education. Dividing the expe
in each function by population or the number of clients all
derivation of the basic expenditure norm per capita or per clien
basic norms are then adjusted for each jurisdiction by index
approximate relative needs plus reliable data on the differential
providing the services.  These adjustments bring the expenditu
estimate above or below the national average.  For example, the
educating a special student may be twice as much as educating a
student; similary, students attending a general school in moun
regions may cost fifty per cent more per student than a general st
a city.  Equalization grants are computed accordingly, bu
governments are then free to spend these and other funds at th
discr

unctions 
nditure 

ows the 
t.  The 
es that 

 costs of 
re need 
 cost of 

 general 
tainous 

udent in 
t local 
eir own 

etion.  Ukraine does not currently impose minimum expenditure 
standards, although there continues to be an active discussion of this 
issue.  
 

 

 specific 
New Zealand, the United Kingdom, 

and the United States.  All of these countries have recently introduced 
 of them with 

ant implications for how to determine the actual expenditure needs 
of governmental departments and agencies. 

d 

nfidence 
bility to 
ions are 

seriously handicapped by insufficient information about public program 
performance.  The United States federal government has been going 
through important budgeting reforms, with the objective of improving 
public services and especially of spending more efficiently. An important 
step toward these objectives was the Government Performance and 

 
 

Some Recent Innovations in Budgeting and the 
Evaluation of Expenditure Needs 
 
This section reviews recent approaches to budget practices of
OECD countries, such as Australia, 

important innovations in their budgeting approaches, many
signific

 
Assessment of Future Expenditure Needs Via a Performance-base
Approach 
 
Waste and inefficiency in government programs undermine the co
of the people in its government and reduce the government’s a
address adequately vital public needs. In addition, spending decis
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Results Act (GPRA) of 1993.  GPRA seeks to make governmen
accountable and to improve the

t more 
 way federal agencies manage their 

programs and carry out their activities.  

and to 
f GPRA 

s.  This 

to establish how expenditures 
should be set-up and creates innovative steps in the early budgeting 

aking a 
ons and 
jectives, 
ons and 
 include 
ved and 

es. Each agency must explain which 
skills and technology are required and how many people, how much 

 achieve 

ency or 
d at the 
ieved at 
elevant 

 coming 
 activity, 

e that the agency does not need additional 
celed or 
enditure 
e end-of-

year performance evaluation. 

ormance 
ceive an 

equal or a greater amount of funding from year-to-year simply by inertia. 
 
Also, indicators such as physical space, the number of personnel, and 
other similar variables are no longer the ones that define expenditure 
needs.  Instead, the objectives and goals of the agency and the “resources” 

 
Primarily, the act requires agencies to plan more effectively 
disclose more information about program performance.  One goal o
is to improve decision making about the funding of agencie
requires a re-analysis of expenditure needs and new ways to evaluate 
them.  GPRA proposes a whole new process 

process to support more efficient service provision.  
 
The process starts with agencies and other government units m
comprehensive mission statement covering their major functi
operations.  Then they have to set up general goals and ob
including outcome-related goals and objectives for the major functi
operations of the agency.  These statements of goals and objectives
a description of how the goals and objectives are to be achie
descriptions of operational process

capital, and what information and other resources are required to
stated goals and objectives (GPRA, 1993). 
 
This process ultimately defines the expenditure needs of an ag
government unit.  Furthermore, the goals and objectives establishe
beginning of the fiscal year have to be compared to the results ach
the end of the year. This performance evaluation also will be r
information for determining “new” expenditure needs for the
years; that is, if the agency is failing to deliver a program or
policymakers may decid
program expenditure, and the program may even be can
transferred to another agency.  Put differently, the level of exp
needs may vary from year to year based upon the results of th

 
The general aim of the reform is to continue spending where perf
is good. This means that government units are not entitled to re
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needed to achieve those goals are the ones that define the necessities of an 
agency. 

 and its 
onent of 
ther the 

nditure. 
 a statement of 

need for the proposed action, an examination of alternative approaches;, 
  

In many 
ernment 
comes of 
 may be 
le, crime 
and the 
vention 

aluating and assessing needs 
based on objectives and performance could be very difficult and subjective. 

cy and 

out how 
the food 
 provide 

is to 
.  Policy 

t whether programs should be concerned 
, 2001). 

ficult to 
ss of a 

A further challenge to expenditure setting and goal measurement is that 
government programs normally vary widely, and, as a result, the hurdles 
facing agencies may also vary in type and difficulty.   For example, grant 
programs present special problems because the funded activity is only 
partly under federal control. 
 

 
The economic analysis of the costs and benefits of each program
objectives or goals within an agency is another important comp
performance-based needs assessment.  This process assesses whe
benefits of an action are likely to outweigh the costs. Properly handled, 
this process helps to improve transparency in government expe
The basic analysis should contain three main elements:

and an analysis of the costs and benefits of identified alternatives.
 
Nevertheless, there are many challenges in this new approach.  
cases, isolating and identifying the precise contribution of a gov
program to a given outcome is not a small challenge.  Desired out
an agency’s programs may have multiple causes, some of which
unrelated to the activities of the agency’s programs. For examp
reduction may have as much to do with demographic changes 
strength of the economy as with the efforts of federal crime pre
programs.  For some activities, the task of ev

Nevertheless, this process is a good way to improve efficien
performance delivering public services (CBO, 2001). 
 
Another important issue is that decision-makers seldom agree ab
to rank goals. An interesting example in the United States is 
stamp program. To some, the program’s primary objective is to
food and nutrition to the nation’s poor.  For others, its principal aim 
increase demand for agricultural products and stabilize crop prices
makers may also disagree abou
primarily with cost or with the level of service they provide (CBO
The inability to agree on a program’s priorities makes it dif
evaluate actual expenditure needs and to measure the succe
program against established criteria. 
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Finally, agencies face incentives that discourage them from f
openly disclosing how well or how poorly they perform.  Federal em
and managers may prefer to report only favorable results, if they 
doing otherwise will result in budget cuts. The solution, in part, is
the process of establishing objectives and goals in terms of r
standardized as much as possible.  Thus, the formats and the proc

ully and 
ployees 

fear that 
 to have 
esources 
esses for 

setting objectives, establishing needs, and reporting outcomes should leave 
to the discretion of agency officials.  

 

tractual 
that a 

 a given 
resource 
the staff 
tions are 

basis of the agency’s agreed level of output.; also, chief 
executives, senior and middle managers of public units in New Zealand 

xpected 

uch the 
ith this 

ished in 
ember 1998, for the first time, measurable targets for the full range of 

public services, called Public Service Agreements.  These targets set out 
e service 
 Review, 

rds are 
cy, not unlike what we expect to 

find in the private sector.  However, this road has just begun in a small 
tries show 
show the 

difficulties and complexities of this approach.     
 
 
Assessing the Benefits and Costs of Expenditure Norms 
 

as little as possible 

Performance Contracts 
 
In some countries, performance targets are set out in formal con
agreements. These contracts specify the output or results 
governmental unit or a manager is committed to produce with
level of resources.  For example, the Australian system of 
agreement on the funding of a new computer system may specify 
reductions to be achieved.  In New Zealand, legislative appropria
being made on the 

are employed under term contracts, which specify the key results e
of them (Schick, 1995).  
 
The quality of public services depends not just on how m
government spends but also on how effectively it spends it. W
concept in mind, the government of the United Kingdom publ
Dec

the results that taxpayers’ money is intended to deliver and th
standards that the public should expect (HM Treasury Spending
2000. 
 
These examples illustrate how budget norms and minimum standa
evolving toward a wider concept of efficien

number of OECD countries.  The experiences of these coun
promise for performance-based standards, but also clearly 
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Budgetary norms and minimum standards are not necessary
proper functioning of the budget process at the national or sub
levels. However, many countries use some sort of budgetary 
standard for budget formulation. As we have seen in the previous
these norms can vary from the very informal and loose to th
formal and precise.  The use of norms as minimum standards fo
execution and control of local budgets is in place in many count
may not be as common. Some countries 

 for the 
national 
norm or 
 section, 
e highly 
r budget 
ries, but 

that use expenditure norms for 
budget formulation purposes do not require local governments and other 

ng more 
the budget. However, the use of some norms, such as 

o highly 

ined as 
e responsibilities assigned 

to the region at a standard level of service provision. In practice, we 
have seen there are several options to measure differences in 

.  

om up, 
enditure 
sket of 
ely data 
explicit 
lities of 
pproach 
ived are 
unds, of 
mputed 
rnment 

c is that 
the measurement of the minimum or standard level of expenditure for a 
particular service category is inherently subjective. The notion of what 
ought to be the standard level differs wildly across individuals 
depending upon their income, education, preferences, ideologies, and 
the like.  It is because of this subjectivity that standard approaches rely 

agencies to follow them during budget execution. 
 
The use of budgetary norms can be helpful, for example, by allowi
transparency in 
budgeting on the basis of existing physical capacity, may lead t
inefficient outcomes. 
 
The expenditure needs of a subnational government may be def
the funding necessary to cover all expenditur

expenditure needs across subnational governments
 
 
What methds can be used to estimate expenditure needs? 
 
First, expenditure needs can be measured from the bott
developing norms that estimate the cost of current exp
obligations of local governments or a standardized ba
subnational government services.  This approach can be extrem
intensive, demanding much information, and it requires quite 
procedures for costing all aspects of the expenditure responsibi
subnational governments.  An important disadvantage of this a
is that there is no guarantee that the expenditure needs so der
affordable within available budget resources.  The lack of f
necessity, will require a downward adjustment of the co
budgets.  This often can become a source of frustration for gove
officials and disenfranchisement for citizens.  More problemati
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upon calculating the unit cost of a standard level of service.  How
is impossible to include all relevant cost considerations in the

ever, it 
 unit cost 

approach; indeed, the concept of a “standard” level of service is unclear. 

elative 
ighted-
grants.  
 ways, 

tandard 
include 
s of the 
rty and 
g.  The 

 and their weights need to be carefully 
delivery 

nts is to 
lying on 
at starts 
e way to 

stem of 
may be 
 provide 
ectorate. 
e a fair 
ists can 
tudying 

ough regression 
analysis to variations in population, area, cost of living index, share of the 

racteristics of local 
hat causes 
. 8  

 
A second approach is to estimate some type of index of r
expenditure need.  Implicitly, this is what is done when a we
factor mechanism is used in order to allocate equalization 
These indexes attempt to capture, from simple to more complex
the factors that determine cost differences in delivering a s
package of local government services. These factors 
demographic variables reflecting, for example, the special need
young and the elderly, other factors such as the level of pove
unemployment, and differences in the price level or cost of livin
criteria entering the index
assessed to capture differences in the costs of public service 
across jurisdictions in the index. 
 
A third way to establish the expenditure needs of local governme
ensure that expenditure norms are fiscally affordable by either re
historical expenditure patterns or by using a top down process th
from total available resources, as is the case now in Ukraine.  On
utilize historical data is to use regression analysis.  A regression approach 
is proper under some limited circumstances.  In a decentralized sy
governance, where local leaders are elected by popular vote, it 
expected that local politicians will attempt to levy local taxes and
local public services in such a way as to satisfy a majority of the el
 Thus, in a decentralized system where local governments hav
degree of revenue autonomy and budgetary discretion, econom
learn something about the demand for government services by s
the variation in local expenditures and relating these thr

population in school age, and other socio-economic cha
governments.  These regressions provide information on w
variations in the demand for local public services or fiscal needs
                     
8 But note that, as argued above, the use historical data and
regressions analysis may not yield an improved understa

 
nding of the 

demand for local public services in many developing and transitional 
countries.  Historically, local governments in many of these countries 
had little or no budgetary discretion and limited tax autonomy.  In the 
absence of local discretion, variations in local public spending across 
local governments may not reflect variations in the need for local 



 35 

 
However, there are also problems with the regression a
Expenditures vary across jurisdictions for many reasons apart fro
and, again, it is impossible to include all such factors.  The r
estimates reflect actual expenditures, and there is no reason to
that actuals are the same as needs.  The estimates also commi
various effects of needs, demands and preferences, costs of provisio
capacities, and willingness to pay taxes on expenditures.  To th
that the estimates reflect differences in demands and prefere
service costs, in fiscal capacities, and/or in a willingness for reside
jurisdiction to tax themselves, rather than differences in nee
estimates do not reflect expenditure needs.  Finally, regression 
generates estimates of the factors that determin

pproach.  
m need, 
esulting 
 believe 
ngle the 
n, fiscal 
e extent 
nces, in 
nts of a 
ds, the 

analysis 
e a jurisdiction’s 

Relative 

estimate 
ly and to 
attained 
 On the 
tely the 
equires 

 used in 
remely 
ey are 

be quite 
of those 

ches are very intuitive and easy to comprehend by 
stakeholders. The more intuitive method is the unit cost approach 
estimating expenditure needs from the bottom up. However, as we have 

ppiness 
where.     

nditure 
needs? 

Assessment of expenditure needs and revenue capacities can be as 
sophisticated and comprehensive as data permit. We have seen that some 
countries use sophisticated procedures including regression analysis to 
                                                   

expenditures but only relative to those of other jurisdictions.  
expenditures clearly may not be the same as expenditure needs. 
 
Indeed, there is an inherent tradeoff in the methods used to 
expenditure norms.  On the one hand, the simplest method to app
understand is one based upon obvious, intuitive, and easily 
factors (e.g., population, number of students, length of roads). 
other hand, such a simple approach is unlikely to measure accura
true underlying cost of service provision.  Accurate measurement r
the application of more comprehensive approaches, such as those
Australia or in Ukraine.  However, these latter approaches are ext
complicated, their data requirements are very severe, and th
especially difficult to explain and to understand.  They can also 
sensitive to the specific explanatory variables included. Neither 
two approa

seen, this approach can lead to unrealistic budgets and unha
every
 
 
What data are needed to calculate an index of relative expe

 

 
expenditures. 
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arrive at a long list of expenditure norms and needs estimates. H
many other countries take the simpler approach of approx
expenditure needs through a series of indicators. The notion of me
expenditure norms by several indicators seems a simple and com
one.  However, there 

owever, 
imating 
asuring 
pelling 

are a number of questions about the use of this 

flect the 
hoice of 
d in the 
ors and 
imating 

ber of 
reduces 

osts and difficulty of updating the 
troduce more 

opportunities for political manipulation.9   
 
Some examples of expenditure need indicators include the following: 
 

me level 
ence 
nt rate 

 

• Life expectancy 

mption, 

mula typically will reflect 
the relative importance of the different factors in the measurement of 

tives of the 
al weights 

                    

method to measure norms. 
 
In reality, there are a variety of indicators that can be used to re
expenditure needs (and fiscal capacities) of regions. The c
indicators should depend on the expenditure assignments adopte
country and the government’s objectives. The selection of indicat
the weights assigned to them involve several tradeoffs. Approx
expenditure needs well may require using a considerable num
indicators. However, the inclusion of too many indicators 
transparency and increases the c
procedures. A larger number of indicators may also in

• Per capita inco 
d• Poverty inci
e• Unemploym

• Population density
• Geographic area 
• Infant mortality 

• School enrollment rate 
• Other indicators of development (e.g., electricity consu

number of telephone lines, miles of roads) 
 
The weights attached to the indicators in a for

needs. However, these weights may also reflect the policy objec
central and subnational governments. As a result, the actu
applied to a given factor vary from country to country.  
 

 
9 There is a potential risk for subnational authorities to put pressure 
on subnational statistical offices and government officials at the 
regional and local levels to misreport data in order to increase their 
share in the overall pool of equalization transfers. 
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The data used in assessments can be from any source.  Neverthele
are several attributes apart from their relevance to assessme
make some data more appropriate than others (Ahmad, Hoffm
Rye, Searle, and 

ss, there 
nts that 
an, Ma, 

Stevenson, 1999; Martinez-Vazquez and Boex, 2000). 
T e

ent. If not, it 
must be possible to use the data for one region (province, state, or 

ns. 
 

overnment. This is 
important to the final result because lack of comparability in the 

 
teristics 

 
ed to an independent authority so that they 

cannot be manipulated by the central government or one or more 
inimize 

 
 years if 
vailable 

 
and are 

to be available than those relating to differences 
in unit costs. Influences on regional variation in unit costs differ 

data for 
thus 

enditure 
 of their 
 a lump 
f size or 

any other factor.  The use of an “equal share” amount is often justified as 
providing for the fixed costs or overhead of maintaining a government. 
However, this approach also raises questions of fairness because in per 
capita terms larger governments receive less, and it also creates incentives 
for subnational governments to fragment or stay small.  An even more 

h se attributes are:  
 

• Data should be available for each unit of governm

territory) as an appropriate indicator of need in other regio

• Data should be comparable across units of g

data could generate major distributional consequences. 

• Data should accurately reflect the specific charac
associated with needs (they should be statistically sound). 

• Data should be sourc

local governments. This is important to build trust and m
grant design inefficiencies. 

• Data should be updated with some frequency, every two
data are available, although new population data will be a
generally with a new census.  

• It is common to find that data relating to differences in dem
much more likely 

widely and are much more difficult to measure, while 
service demands is often used as management tool and are 
more widely available. 

 
There are also choices of indicators in the formulation of exp
needs that can be quite problematic.  Some countries use as part
expenditure needs formula a separate component that provides
sum or "equal share" amount for all local governments regardless o
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questionable practice is the use of physical infrastructure measur
as hospital beds or school buildings in the determination of nor
expenditure needs, for several reasons.  Wealthier local gove
would likely have more infrastructure built, so poorer local gover
would receive fewer resources, and the use of physical in
expenditure n

es, such 
ms and 

rnments 
nments 
puts in 

 orms creates distortions and incentives to build and keep 
excess capacity.10 

 
eeds? 

and has 
he new 

nputs to 
 whose condition 

ditional, 

outputs, 
 develop 
of road 
. These 

nt budget year. 
any new 
ns that 

  

epaired 
vailable.  
ls of the 

paired for various levels of expenditures and 
ill be in satisfactory 
 estimates will inform 

decisionmakers of the tradeoffs between costs and outcomes, so they can 
select their preferred combination. 

nage the assessment of expenditure needs? 
 

                    

 

Is there a role for efficiency indicators in calculating expenditure n
 
Efficiency is an important consideration in the budget process, 
traditionally been measured as the ratio of inputs to outputs. T
element added in performance-based budgeting is the ratio of i
outcomes.  An example of this is cost per person served
improved significantly after receiving the service.  The more tra
output-based efficiency indicator is simply cost per person served. 
 
When reasonably solid numerical relationships exist between 
outcomes, and the associated inputs, past data can be used to
historical unit-cost figures, such as the cost per lane-mile 
maintained or the cost per lane-mile rated as in good condition
figures can then be used to make estimates for the curre
Likely future factors should consider any planned price changes, 
technologies that might be used and their cost, and any indicatio
repairs will be more extensive or more complex than in past years.
 
Some outcomes, such as the number of lane-miles expected to be r
during the budget year for a given dollar allocation, should be a
Budget preparers and reviewers can then examine various leve
number of lane-miles to be re
then estimate the number of lane-miles that w
condition for each expenditure option. The range of

 
Who should ma

 
10 See, for example the discussion for the Leningrad region in Russia by 
Bahl, et al. (1999). 
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Managing the assessment of expenditure needs requires i
expertise, and the confidence of all governmental units in the 
This is particularly important when talking about grants, where bu
subnational governments in the system and its administra
essential.  In most countries, a government department like the m
of finance operates the system, including the equalization gran
transfers.  This can work quite well as it does in many OECD co
However, some academics and policymakers recommend th
expenditure needs assessment process calls for “independence” fr
central executive government in power. Indeed, some countri
created independent agencies to operate their grant system
example, Australia has the Commonwealth Grants Commission
and Sout

ntegrity, 
country. 

y-in by 
tion is 
inistry 
ts and 

untries,.  
at the 
om the 

es have 
s.  For 
 (CGC), 

h Africa has the Financial and Fiscal Commission (FFC).  In both 
ernment 

ted and 
nal, and transparent 

arbitrator. This situation has created a sound environment, and  has 
provided a forum for continuous improvement in the administration of the 
gran
 

iding discussion papers simultaneously to all state and 
ensuring 
d to all 

 
 and the 
ment on 

 
ch allow 
ucation 

ch other 

 
• Visiting each state and territory in order to conduct discussions 

with officials in their capital cities and in other areas of the 
country, and to talk with service providers at schools, hospitals, 
police stations, and the like about their views on service provision 
and cost issues. 

 

cases these independent agencies work outside of executive gov
structures.  
 
The CGC in Australia has 66 years of experience, and is accep
recognized in that country as an impartial, professio

ts system.  Some of the regular practices of the CGC are: 

• Prov
territory governments and the National Treasury and 
that all responses and other submissions are distribute
parties. 

• Providing for successive rounds of submissions from states
national treasury, so that each has full opportunity to com
the arguments of others. 

• Holding conferences on functional and general topics, whi
state and national government experts in such areas as ed
and health to exchange ideas and new perspectives with ea
and with the CGC. 
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• Sending out its reports simultaneously to all levels of government. 
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Lessons and Policy Alternatives 

herently 
accepted 
t system 
 level of 
conomy. 
istics in 
os that 

between 
mewhat 

ut also more complex 
to adapt 

 
general 

First, estimation of expenditure norms requires much effort, much 
s levels 

n have 
ust be 

in choosing the system, in order to minimize distortions. 
 

he data 
ystem is 

n easily 
le, even 
eatures 
untries 

ple processes, particularly in terms of the definition of services 
units.  Since perfect data and information are not commonly available or 
easily updated, the design of expenditure needs in equalization grant 
formulas may need to be based on simple indicators that provide 
reasonably good measures of the expenditure needs of sub-national 
governments. 

 
At bottom, the measurement of expenditure norms is an in
difficult task, with no single correct approach and no universally 
measure.  One of the major lessons is that there is not a perfec
that can be applied to all countries. Each country has a different
development in their infrastructure, public administration, and e
At the same time, each country possesses particular character
terms of territory, population, policy objectives, and national eth
make it unique. Countries are likely to make different choices 
approaches that are simple and transparent but may be so
inaccurate and approaches that are more accurate b
and less transparent.  It would be impossible - and undesirable - 
the same system to countries with such different conditions. 

Nevertheless, the experience of various countries suggests some 
lessons. 
 

judgment, and much cooperation among officials across the variou
of government. 
 
Second, the methods used to measure expenditure norms ca
significant effects on subnational government behavior.  Care m
used 

Third, estimation of a complete system is a daunting task: t
requirements are extensive, and the transparency of such a s
limited. 
 
Fourth, as a result, a more limited approach that is based o
available data and that is easily understood is likely to be preferab
if its equalization features are not as complete and its incentive f
are more limited.  Indeed, there is clear tendency across OECD co
to adopt sim
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Fifth, and related, there is a clear need for transparency in
expenditure norms.  In this regard, a good case can be mad
independent authority in this assessment.  In order to be success
authority in charge of the process requires integrity, a cle
framework, and public availability of info

 setting 
e for an 

ful, the 
ar legal 

rmation among others.   This 

on elements need to be present to ensure political 
support.  Indeed, the determination of expenditure norms is at bottom a 

rms as 
inimum 

nd local 
dards is 

o protect national priorities, these standards should 
be determined in terms of performance and outcomes as opposed to inputs 
and outputs, where possible. Safety standards, for example, will need to be 

 in terms of inputs.    
  

(1) In contrast, a “revenue-based” approach to budgeting involves 
hat are 
rmative 

 
 finance 

ell as in their expenditure needs.  Differing fiscal 

(3) See Rye and Searle (1997) and Ma (1998) for a detailed discussion of 

 
(4) See Organization for Economic Cooperation and Development (1994) 
for further discussion of needs assessment in Bulgaria. 
 
(5) See Rao (1997) for a detailed discussion of the system in India. 
 

may be best achieved by an independent agency.   
 
Sixth, some equalizati

very political undertaking. 
 
Seventh, there is, in general, no need to use the expenditure no
minimum standards for budget execution. The introduction of m
standards involves a tradeoff between national objectives a
government autonomy. Where the establishment of minimum stan
required, for example t

issued

 
Notes 
 

predicting future revenue and funding only those services t
feasible given the revenue forecast.  In this approach, no
discussions typically invoke “fair” levels of taxation. 

(2) Note that governments typically differ in their ability to
expenditures, as w
capacities can also be incorporated in equalization transfers. 
 

the Australian system. 
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(6) More precisely, the transfers are roughly equal to the difference 
between fiscal needs and fiscal revenues. 

ts, the weights are: 

ht

 
(7) For example, for most categories of gran
 
  Factor    Weig  

 
 
 
 

  Relative Wealth  0.045 

s do not sum to unity.  For education, the formula 
differs slightly, with population having a weight of 0.844 and distance 

eight of 0.150. 

m, Bert Hofman, Jun Ma, Dick Rye, Bob Searle, and Jim 
d at the 
ion in 

 
vut and 
ent of 

overnment of Canada. www.fin.gc.ca

  Population   0.590
  Area    0.160
  Distance   0.007
  Administrative Structure 0.243

  Tax Effort   0.050 
 
Note that the weight

having a w
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Table 1. Expenditure Need Factors: England and Wales, 1975-1979 

 
eY ar  

Factor 1975-76 1976-77 1977-78 1978-79 
Over 50 persons per acre X -- - NT - 
Persons per acre NT NT NT X 
Acres over 1.5 per head X X X NT  
Acres over 3.0 per head X -- - NT - 
Acres per person NT NT NT X 
Housing starts -- X -- -- 
Population decline over 10 years X -- - NT  - 
Population decline over 5 years -- X - NT - 
Elderly living alone X X X -- 
Persons lacking basic amenities NT X X X   
Overcrowding NT X X NT 
Shared households NT NT X NT 
Lone parent families NT X X --   
Unemployment NT NT X X 
Labor cost NT NT X X 
Primary school pupils X X X X* * 
Secondary school pupils under 16 X X X X* * 
Direct grant pupils under 16 X X X X* * 
Secondary school pupils over 16 X X --* --* 
Direct grant pupils over 16 X X --* --* 
Full-time further education students X X --* -- 

 
X : Selected 

-- : Tested but not selected 
* : Combined factor 

 
SOURCES: Jackman (1981) and Jackman and Papadachi (1981). 
 

NT : Not Tested 
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Table 2. Expenditure Need Factors: Denmark 
 

Weight Factor 
Population 0.212 
Number of individuals aged 0-6 years 0.092 
Number of individuals aged 7-16 years 0.227 
Number of individuals aged 65-74 years 0.034 
Number of individuals aged 75-84 years 0.075 
Number of individuals aged 85 and over 0.056 
Kilometers of road 0.031 
Number of standardized apartments 0.017 
Number of children of single parents 0.075 
Number of full-time unemployed individuals 0.025 
Number of employed women aged 20-66 year 0.025 s 
Calculated cash benefit expenditure 0.056 
Residence criteria 0.075 

 
SOURCE: Lotz (1997). 
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