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Abbreviations 

General Note 

A number of abbreviations are made m the text for convemence In 
general, the generic term 'department' 1s used to denote both government 
departments and offices e g the Office of Public Works Also, the proper 
names of departments are generally abbreviated e g the Department of 
Fmance 1s referred to as 'Fmance', the Department of Jusuce 1s referred to 
as 'Just1ce' 

MIS Management Information System 

PRSI Pay Related Social Insurance 

SMI Strategic Management Inmauve 
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Summary of Findings 


CIVIi service departments and offices are expected to spend around £850 rmlhon m 1996 
on the adrmmstrat1on of government services and programmes The cost of 
adm1mstrat1on represents an estimated 7 2% of total gross expenditure by central 
government Econormcal and eff1c1ent use of public resources requ1res that the level 
of runnmg costs should be kept at the rmmmum consistent with prov1dmg all the 
requ1red public services 

The tradit10nal strategy for controllmg c1v1l service runnmg costs mvolved tight central 
control of expenditure by the Department of Fmance. Departments had to apply to 
the Department of Fmance for its express sanction for most types of spendmg, even 
for rmnor spending proposals. 

Internat10nally, the trend m the 1980s was to move away from centralised models for 
controllmg adrmmstrat1ve spendmg because they were seen to be bureaucratic, 
mflexible and wasteful. The alternative systems adopted typically mvolved devolvmg 
respons1b1lity for spending decmons to managers at the operational level The general 
aim was to reduce the need for ume-consurmng correspondence and improve the 
flexibility and responsiveness of the service provided The overall level of expenditure 
was controlled by settmg lirmts on the budgets for the organisat10ns 

The Administrative Budget System 

A devolved budgetary system was mtroduced for most Insh c1v1l service departments 
m 1991 The system, referred to as the achum1strat1ve budget system, was mtended to 
mcrease adrmmstrat1ve efficiency and the effectiveness of spendmg programmes by the 
delegat10n of dec1S1on-makmg about achrumstrauve spendmg - both from the 
Department of Fmance to departmental managements and w1thm mdiv1dual 
departments to !me management. A further aim of the adrmmstrauve budget system 
was to reduce c1v1l service runnmg costs 

Adrmmstrauve budget agreements cover spending by departments over a three-year 
penod Two cycles of agreements, covermgthe penods 1991to1993 and 1994 to 1996 
have been completed A further cycle, covermg the penod 1997 to 1999 1s bemg 
negotiated Currently, 24 of the 34 civil service departments and offices operate under 
achrumstrat1ve budget agreements. Between them, they account for 83% of c1v1l service 
adrmmstrat10n costs and handle over 98% of total gross expenditure 

This exarmnat1on focused on the effect of the adrmmstratlve budget system on c1v1l 
service runnmg costs m the penod 1991 to 1996, the role of the Department of Fmance 
m the process and the extent of devolved budgetmg m !me departments 



Administrative Budgets 

Impact on Civil Service Running Costs 

A primary obiecuve of the adnuntstrauve budget system was to reduce the cost of 
runnmg C1v1l service departments To this end an 'eff1c1ency dividend' - an annual 2% 
reduction m real terms m runnmg costs - was bmlt mto agreements with part1c1patmg 
departments The agreements also provided for mcreases m runnmg costs to meet 
general pay nses and extra work assigned to departments 

The cost of adnuntstrauon by c1v1l service departments and offices mcreased from 
£667m m 1991 to £850m m 1996 When mflat10n 1s taken mto account, total spendmg 
mcreased by an average of 2 7% a year Dunng the same penod, staffmg levels 
mcreased rapidly from 26,250 to 29,500 In addition, there was a s1gmficant grade dnft 
upwards from Clencal Assistant to Clencal Officer 

There 1s some evidence to suggest that the mtroducuon of adnuntstrauve budgets 
helped to contam mcreases m runnmg cost expenditure For example, runnmg costs 
mcreased faster m the years before the devolved budget system was mtroduced Smee 
then, spendmg on adnuntstrauon mcreased faster m departments and offices where 
adnuntstrauve budgets have not been mtroduced 

There are some general mdicauons of improvements m overall efficiency levels m the 
c1v1l service m the penod 1990 to 1996 e g the reduct10n m adnuntstrauon costs as a 
percentage of total C1v1l service expenditure from 8 6% to 7 2% However, because of 
the d1vers1ty of c1v1l service operat10ns, improvements m eff1c1ency can only be 
determmed by the measurement of performance on md1v1dual schemes and 
programmes 

The Role of the Department of Finance 

The Department of Fmance was centrally mvolved m the development and 
1mplementauon of the adnuntstrauve budget system. The relauonsh1p between 1t and 
the departments operatmg adnuntstrauve budget agreements has changed s1gntficantly 
as a result of the extensive devolution of authonty for adnuntstrauve expenditure to 
departments 

The adm1ntstrauve budget system has been m place m a substantial number of 
departments for almost six years but 1t 1s only with the advent of the Strategic 
Management Initiative (m 1994) that the factors underpmnmg eff1c1ency and 
performance are bemg 1denufied In retrospect, 1t 1s clear that prov1S1ons for the 
measurement of effectiveness mcluded m adnumstrauve budget agreements were 

overambmous. 
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Summary ofFindings 

While acknowledgmg that an important part of the process was convmcmg 
part1c1patmg departments that the 'heavy hand' of central control had mdeed been 
hfted, 1t 1s nevertheless felt that the Department of Fmance nught have beneficially 
used mternal staff resources released by the mtroduct1on of adnumstratlve budgets to 

garner mformat1on to enable 1t to develop an effective overseemg function and to fme­
tune the system In this regard, 1t 1s notable that arrangements for the second cycle of 
adnumstrat1ve budgets were substantially the same as for the first cycle 

The Department of Fmance considers that the adnumstratlve budget system has 
improved its ability to control adnumstratlve expenditure by puttmg a greater onus on 
departments to JUSt1fy mcreased expenditure The system 1s undoubtedly an 
improvement on the traditional annual hagglmg between the Department of Fmance 
and the other departments at Estimates time As regards res1stmg demands for 
mcreased adnumstrat1ve resources, 1t has been more successful and endunng than 
earlier mltlatlves, such as the Expenditure Review Comnuttees of the late 1980s 
Agamst this there have been some negative aspects. For example, some departments 
resorted to direct appeals to Government when they failed to persuade the Department 
of Fmance of the need for proposed mcreases m resources Durmg the f1rst two 
cycles, there was little evidence of reviews bemg earned out either by the Department 
of Fmance or md1v1dual departments to ensure that staffmg levels were at the 
nummum consistent with the prov1S1on of reqmred services 

In cons1denng the impact of adnumstratlve budgets, one must take mto account that 
the baselme allocat10ns m 1991 were the product of the tradit10nal Estimates process 
which the new system replaced, rather than comprehensive re-assessments of resource 
reqmrements from a zero base Consequently, the startmg figures may have been 
art1f1c1ally high m some cases 

While there 1s general agreement that there has been a reduction m the level of 
correspondence and mteract1on between the Department of Fmance and the !me 
departments smce the mtroduct1on of adnumstratlve budgets, no study has been 
undertaken of the resources freed up as a result 

Devolved Budgets within Departments 

The extent to which departments have mternally devolved s1gmf1cant levels of 
budgetary control is uneven There has been no devolution m six departments and 
only three departments have devolved more than 20% of the1r adnumstratlve spendmg 
to !me managers Spending on travel and subsistence ls the only area where a maJonty 
of departments and offices have devolved control Where devolution has occurred, the 
budget holders tend to be at relatively semor management levels Input by !me 
managers mto the resource allocation process contmues to the hm1ted and they have 
little flex1b1lity to move resources 

v 



Administrative Budgets 

The ma1onty of departments do not have any plans to mcrease the level of mternal 
devolut10n of budgets 

W 1th some notable exceptions, there has been lmle promotion of the admm1str atlve 
budget system w1thm departments Trammg courses and programmes have not been 
developed to make staff aware of the practices and procedures of effective devolved 
budgetmg There are few mcentlves m place to encourage the enhancement of budget 
management performance and m some cases, budget management has been hampered 
by the madequac1es of the available management mformat1on systems 

Vt 



Administrative Budgets in the Irish Civil Service 




1 Introduction 


1 1 	 Central government departments and offices are expected to spend approximately 
£850m m 1996 on the adnumstrat10n of government services and programmes This 
represents around 7 2 % of total gross expenditure by those departments and offices 

Control of Administrative Expenditure 

1 2 	 Ach1evmg economy and eff1C1ency m the use of public resources requires that the 
level of runnmg costs should be kept at the nummum necessary to provide all the 
required public services 

1 3 	 The tradit10nal strategy for controllmg c1v1l service runnmg costs mvolved tight 
central control of expenditure by the Department of Fmance (hereafter referred to as 
'Fmance') Typically, this mvolved departments and offices makmg formal requests 
to Fmance for Its express sanction for even nunor spending proposals As the scale 
of admm1strat1ve expenditure mcreased, the power to sanction expenditure m a 
number of areas, up to agreed linuts and subject to centrally determmed guidelmes, 
was delegated by Fmance to departments and offices. 

1 4 	 Over 70% of runnmg costs relates to pay for c1v1l servants As a result, strategies for 
controllmg the number of c1v1l servants employed and the1r rates of pay largely 
determme trends m overall adm1mstrat1ve expenditure Up to 1991, all deos10n­
makmg m matters of ovil service numbers, gradmg and pay rates was controlled 
centrally by Fmance 

1 5 	 Throughout the 1980s, public service recruitment and promotion were restncted as 
a means of controlling growth m public expenditure These measures, together with 
a linuted early retirement scheme mtroduced m 1987, resulted m the number of civil 
servants reducmg from 30,800 m 1981to25,600m1990 However, 1t was recogmsed 
that contmumg these policies mdefm1tely would 1mpa1r the long term capacity of the 
ov1l service to deliver the services requ1red by Government For that reason, an 
alternative strategy for controllmg admm1strat1ve costs was sought 

1 6 	 The development of an alternative to the tradit10nal centralised control and 
management of the Insh ovil service was mfluenced by debate and changes occurrmg 
mother national adnumstrauons m the late 1980s The trend mternauonally was to 
move away from the bureaucratic centralised model of orgamsat1on to a system where 
managerial dec1s10n-makmg was devolved to the operational level Control of 
expenditure was exercised by settmg fixed overall budgets 

1 



Admm1Strat1ve Budgets 

The Administrative Budget Initiative 

1 7 	 In 1989, the Mimster for Fmance announced a system of devolved control for civil 
service adnumstratlve costs Under this system, heads of government departments 
and offices would become responsible for fixed admmistrattve costs budgets which 
would be agreed for two to three years ahead Managers would be allowed much 
greater freedom of act10n than before, wlthm those fixed budgets 

1 8 	 A formal agreement on a fixed admmistrattve budget for the years 1990 to 1993 for 
the Department of Social Welfare was signed mJuly 1990 In November 1990, the 
Mmister for Fmance announced that the admmistrauve budget miuative would be 
extended to cover all departments for the penod 1991to1993 

1 9 	 When the first cycle of adnumstrattve budgets ended m 1993, a second round of 
agreements was entered mto, covenng the penod 1994 to 1996 

1 10 	 The mam ob1ecuves of the admmistrative budget system are 

• to improve efficiency and effecuveness m departments through 

delegatmg greater authonty from the Mmister for Fmance to departments m 
relat10n to admmistrauve expenditure and related matters 

encouragmg and facihtatmg the delegation of greater authonty for 
admmistrauve expendnure to line managers m departments 

• to reduce the cost of runnmg departments 

Scope of Examination 

1 11 	 This exanunatton focused on the effect of the adnumstratlve budget system on c!Vil 
service runnmg costs, the role of Fmance m the process and the extent of devolved 
budgetmg m line departments 

1 12 	 Chapter 2 descnbes how the adnumstrauve budget system has developed and how lt 
operates Chapter 3 exammes trends m the cost of civil service admmistrauon 
between 1988 and 1996 Chapter 4 deals with the role of Fmance m developmg the 
system and the impact of the adnunstrauve budget system on the relauonship between 
Fmance and other departments Chapter 5 exammes the extent to which 
responsibility for resources has been devolved withm departments which have entered 
mto adnumstratlve budget agreements 
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lntroductton 

1 13 Data about spending on admm1strat1on was denved mamly from the Appropnatlon 
Accounts for the years 1988 to 1995 and from the Revised Estimates for the Public 
Service 1996 Information about staffmg was provided by Fmance Many of the 
fmdmgs m Chapters 4 and 5 are based on data collected dunng a survey of 
departments operatmg admm1strat1ve budgets 

Strategic Management Initiative 

1 14 The Strategic Management Inmat1ve (SMJ) was launched by the Government m 1994 
The ob1ect1ves of the mmat1ve are to make the civil service more responsive to public 
needs, more accountable and more open and to provide the best possible value for 
money Under the m1tiat1ve, each department was asked to develop and implement 
a strategic plan covermg all its areas of activity 

1 15 A Co-ordinatmg Group of Secretanes set up to oversee the SMI was asked to review 
ex1stmg systems for makmg dec1S1ons, allocatmg respons1b1lity and ensunng 
accountability m the c1v1l service and to brmg forward proposals for an mtegrated 
programme to modernise the systems and practices. 

116 A section of the Co-ordinatmg Group's report (published m May 1996) deals with 
the operation of admm1strat1ve budgets (see Appendix A) The Group recommended 
a number of measures designed to improve the general effectiveness, operation and 
scope of the adnumstratlve budget system These recommendations are mcluded, 
where relevant, m the body of this report 

3 



2 The Administrative Budget System 


2 1 	 Central government expenditure is administered by a total of 34 civil service 

departments Of these, 24 currently operate under admmistrauve budget agreements 
(see Table 2 1) 

2 2 	 Departments which operate admmistr attve budget agreements are expected to spend 
a total of £709m on admmistratton m 1996 - 83% of total civil service runnmg cost 

expenditure Together, they adnumster over £llbn (98%) of total gross expendtture 

2 3 	 The departments which do not currently operate under admmmrauve budget 

contracts are expected to spend a total of £14lm on admmistratton m 1996 Theu 

areas of acttvtty are diverse, as are the reasons why they do not operate adnumstrauve 
budgets 

• 	 In the cases of the President's establishment, the courts, the Offices of the 

Attorney General, Comptroller and Auditor General and Director of Public 

Prosccut1ons, there were concerns about potential conflicts bet ween controls 
imposed by the admmistrauve budget system and pre-existmg legi;lattve and 
const1tut1onal controls 

• 	 Pnsons, though staffed by pnson officers who are civil servant,, are broadly 

regarded as a programme 

Table 2.1 Admimstrallve Budget Status of Civil Service Departments - 1996 
Administrative Budget in Operation No Administrative Budget 

Agriculture, Food and Forestry President's Establishment 
Arts, Culture and the Gaeltacht Houses of the 01reachtas 
Central Stausucs Office Attorney General 
C1v1l Service Comm1ss1on 	 Director of Public Prosecutions 
Defence Comptroller and Auditor General 
Department of the Taoiseach Courts .:. 
Enterprise and Employment Prisons i:. 
Environment Land Registry and Registry of Deeds 
Equality and Law Reform N auonal Gallery 
Foreign Affairs Office of Charitable Donauons and 
Health Bequests> 
Marine 
Office of Public Works 

Office of the Minister for Educauon 

Office of the M1mster for Finance 

Office of the Minister for Justice 

Office of the TanaISte 

Ombudsman 

Revenue Commissioners 
Social Welfare 
State Laboratory » Parts ofthe Department of]ustice which 
Tounsm and Trade have budgets separate from the Office of 
Transport, Energy and Commun1cat1ons the Mtntsterfor Justice. 
Valuauon and Ordnance Survey 

4 



The Administrative Budget System 

• 	 It was envisaged that the Land Registry and Registry of Deeds would be 
converted mto a state-sponsored agency 

2 4 	 The Co-ordmatmg Group of Secretanes has recommended that the adrmmstratlve 
budget system be extended to those parts of the ovtl service where 1t 1s not applied at 
present. It also recommended that the potential for application of s1rmlar devolved 
budgets m other parts of the public service should be explored 

Main Features of the Administrative Budget System 

2 5 	 The mam feature of the adrmmstratlve budget system for the penod 1991 to 1993 
mvolved the conclus10n of separate formal bilateral agreements between Fmance, on 
one side, and each department on the other These agreements provided for 

• 	 a set budgetary allocation for each year of the adrmmstrat1ve budget cycle 

• 	 an agreed baselme budget figure for 1991 

• 	 an 'eff1c1ency dividend' which mvolved reducmg the 1991 baselme figure by 2% 
a year to give first estimates for spendmg m 1992 and 1993 

• 	 a comrmtment by Fmance to provide extra resources to meet cost mcreases ansmg 
from decmons taken centrally about umt costs (e g. mcreases m pay rates) 

• 	 a commitment by departments to keep spendmg costs withm the agreed 
provmons 

• 	 more freedom for departments m dec1dmg how to spend money provided for 
adrmmstrauon, mcludmg the nght to recnut and promote certam grades of staff, 
subiect to the overall agreed budget not bemg exceeded (see Appendix B) 

• 	 perm1ss10n for departments to use savmgs m one adrmmstrative area to meet 
expenditure in another - usually referred to by the techmcal term 'virement' ­
subject to an upper hrmt, without seekmg Fmance's perrmss10n 

• 	 perrmss10n to carry forward savmgs from one year to the next, subiect to an 
overall hrmt 

• 	 a comrmtment by departments to transfer authonty for spending on 
adrmmstratlon to their !me managers on a gradual basis 

• a comrmtment by departments to devise quantitative mdicators to assess the 
effectiveness of runmng cost expenditure m meetmg programme obiectives 

5 



Administrative Budgets 

2 6 	 The mam features of the first cycle of admm1strat1ve budgets were retamed for the 
second (1994 to 1996) cycle with one excepuon -there was a provlS!on under second 
cycle agreements that the annual 2% eff1C1ency d1v1dend could be waived where 

• 	 Fmance was sausfied that this reduct10n would seriously impair the delivery of 
ex1stmg essential services and 

• 	 the department concerned undertook not to seek any addmons to the agreed 
budget allocauons, other than umt cost mcreases for the years 1994 to 1996 

Administrative Budget Outturn 

27 	 Table 2 2 sets out expenditure on runnmg costs by depanments operaung 
adm1mstrauve budgets over the period 1991 to 1996 How the budget and 
expenditure outturn evolve 1s described m Appendix C 

Table 2.2 Expenditure on Admmistration in Departments 
with Adm1mstrattve Bud~ets, 1991 to 1996 

First cycle Second cycle 

1991 
£m 

1992 
£m 

1993 
£m 

1994 
£m 

1995 
£m 

1996 
£m 

Baseline estimate 555 6 555 6 555 6 646 2 646 2 646 2 

less Eff1c1ency dlVldend (1 4) (12 1) (21 0) (3 4) (6 7) (13 2) 

Contract expenditure 554 2 543 5 534 6 642 8 639 5 633 0 

Plus Savings carried tn 20 13 6 6 5 77 14 9 12 8 

Plus Net allowed add-ons 17 1 41 3 97 0 6 1 33 2 63 5 

Permitted expenditure 573 3 598 4 638 1 656 6 687 6 709 3 

Less Savings carried over (13 6) (6 5) (7 7) (14 9) (12 8) na 

Expenditure outturn in 
admimstrative budget departments 559.7 591.9 630.4 641.7 674.8 709.3 

Expenditure outturn tn other 
departments 1073 117 3 121 7 127 1 133 2 1411 

Total expenditure outtum 6670 709 2 752 1 7688 8080 850 4 

Notes 'n a 'indicates data not yet available 
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The Administrative Budget System 

2 8 	 The baselme estimate mcreased from £555 6m to £646.2m between the first and 
second cycles of admm1strat1ve budgets - an mcrease of almost £91m, or 16% The 
mcrease can be disaggregated mto the components shown m Table 2 3 

Table 2.3 Changes in Baseline Estimate for all Administrative Budget 
Departments between First and Second Cycles 

Factors affectmg baseline £m 

Extension of adm1n1strat1ve budget system to the Department 
of the Tao1seach and the Office of the Tana1ste 6 

Establishment of lnsh Aviat10n Authority (20) 

Carry-over of first cycle eff1c1ency dividend (21) 

Carry-over of net allowed add-ons' 126 

Total mcrease 	 91 
Notes ' 	 Includes cany over of pay increases awarded in the period 1991 to 

1993 

2 9 	 The efficiency dividend accumulates over the budget cycle The aggregate eff1c1ency 
d1v1dend m the penod 1991 to 1993 was £35m - equivalent to around 2% of total 
admm1strat1ve budget expenditure m the penod The estimated total eff1c1ency 
dividend m the penod 1994 to 1996 is £23m- around 1% of total expenditure 

2 10 	 Increases m spending were allowed m order to meet umt cost mcreases such as pay 
nses or volume mcreases due to extra work. These 'allowed add-ons' can be of two 
kmds recurrent or non-recurrent Recurrent add-ons (such as pay mcreases) 
accumulate over the budget cycle. 

2 11 	 Allowed add-ons mcreased rapidly over each of the adnumstranve budgets cycles 
The carry over of add-ons from the first to the second cycles was £126m (see Table 
2 3) and represented over 19% of the second cycle baselme Unfortunately, the form 
m which mformat10n about pernutted add-ons 1s held by Fmance does not allow easy 
disaggregat10n to d1stmgu1sh between umt cost or volume mcreases and between 
recurrent or non-recurrent expenditure 
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3 Impact of Administrative Budgets on Resource Use 

3 1 	 A pnmary ob1ect1ve of the adrmmstratlve budget system was to reduce the cost of 
runnmg C1v1l service departments The only explicit target which was established m 
relation to the level of runmng costs was the efficiency dividend to be yielded under 
mdiv1dual agreements Smee mdiv1dual agreements also provided open-ended 
comrmtments to meet umt cost mcreases such as pay nses and mcreases due to extra 
work, It was difficult to set meamngful targets for overall civil service runnmg cost 
expenditure 

3 2 	 Ind1cat1ons of the impact of the adrmmstrauve budget system can be found by 
drawmg compansons between trends before and after adrmmstrauve budgets were 
mtroduced and between trends m departments that have adrmmstratlve budgets and 
those that do not 

Trends in Civil Service Running Costs 

3 3 	 Adrmmstrauve (or runnmg cost) expenditure m c1v1l service departments is taken to 
mcludes spending on 

• 	salaries, wages and allowances, 1nclud1ng • office premises expenses such as routine 

overume and employers' Pay Related maintenance, heating, light, fuel and 
Social Insurance (PRSI) contnbut1ons furniture and fttt1ngs 

• 	travel and subsistence expenses • 1nc1dental expenses such as tra1n1ng, 

contract cleaning, securny services, 

• 	postage and telecommun1cattons services uniforms, purchase of newspapers and 

per1od1cals 

• 	office supplies and purchase, rental and 
maintenance of office machinery • 'other' miscellaneous Items such as 

1nclud1ng 1nformat1on technology advertising, publ1c1ty, stores, specialist 

equipment and payment for agency 

• 	consultancy services services 

3 4 	 C1v1l service pens10ns are not funded on an ongomg basis, so annual pay costs do not 
represent the full cost of employmg civil servants In addmon, the Office of Public 
Works bears the cost of bmldmg or rentmg accommodauon for c1v1l service 
departments and for managmg office property owned by the State These are not 
currently charged to departments as adrmmstrauon costs 

Overall Running Costs 

3 5 	 Between 1988 and 1996, clVll service runnmg costs mcreased from £532m to £850m, 
an mcrease of 60% (see Figure 3 1) Over the same penod, general pnce mflauon was 
less than 24% Thus, total C1v1l service runnmg costs mcreased by almost 30% m real 
terms between 1988 and 1996 
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Impact on Resource Use 

Figure 3.1 Civil Service Running Costs, 1988 to 1996 
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3 6 	 Civil service running costs increased at a faster rate between 1988 and 1991 ( 4 1% a 
year in real terms) than in the penod 1991 to 1996 (2 7% a year in real terms) 

3 7 	 Real increases in the overall level of runmng costs can occur because of 

• 	 an increase in the level of government activity 
• 	 increases in the untt cost of resources (e g pay rates) in excess of general rates of 

inflat10n 
• 	 reduced economy and/or efficiency m the use of resources 

3.8 	 Between 1988 and 1996, running cost expenditure increased by £245m in departments 
which have adopted adnumstratlve budgets - an increase of 53% Expenditure m 

departments which do not have adnumstrative budgets in place grew by £74m - an 
increase of 110% However, as Figure 3 2 shows, the trend in the rate of increase in 
running costs in either group does not appear to have been affected sigmficantly by 
the introduction of adnumstratlve budgets in 1991 

Figure 3.2 Index of Running Costs by Type of Department, 
1988 to 1996 (1991=100) 

140 ---------- ­ ------- ­

!mt cycle Secondcycle 

1989 1990 1991 1992 1993 i994 1995 1996 
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Admmzstrative Budgets 

Individual Running Cost Elements 

3 9 Non-pay runnmg costs m the c!Vil service mcreased faster than pay costs over the 
penod 1988 to 1996 As a result, non-pay costs represent over 29% of total runnmg 
costs m 1996, compared to less than 24% m 1988 

3 10 Expenditure mcreased for all categones of non-pay costs between 1988 and 1996 (see 
Appendix D) There is no evidence that the mtroductton of admmistrattve budgets 
altered sigmficantly the trends m expenditure on any of the spendmg categones 

Accommodation Costs 

3 11 Spendmg on office prermses expenses was less than £10m m 1988, but mcreased to 
£24m m 1990 and to £28m m 1996 

3 12 The level of devolved control for office premises expenditure was reduced m the 
second cycle of adrmmstrative budgets The mam reason for makmg this change was 
the sigmficant mcrease m expenditure on mamtenance and refurbishment of bmldmgs 
by departments operating adrmmstrattve budgets However, expenditure on office 
premises had also mcreased rapidly m the penod 1988 to 1990 i e pnor to the 
mtroduction of adrmmstrattve budgets and has been greater m the second 
adrmmstrattve budget cycle despite the reduction m devolved control m 1994 

3 13 The Co-ordinatmg Group of Secretanes have recommended that departments should 
have more control over, and be more accountable for, their accommodat10n costs 
The establishment of central gmdelmes on mamtenance and refurbishment policies 
and systems to attnbute accommodation costs (e g imputed rents for accommodation 
owned outright by the State) may be requued to facilitate this 

Trends in Staffing Levels 

3 14 As a result of ught control of civil service recruitment, total Clvil service staff numbers 
declmed from JUSt under 27,900 at the begmnmg of 1988 to JUSt over 25,600 at the 
begmmng of 1990, a decrease of JUSt over 8% Smee 1990, relaxation of recrmtment 
policies generally has resulted m total Civil service numbers mcreasmg each year By 
the begmnmg of 1995, the total number employed was almost 28,400 (see Figure 3 3) 
In June 1995, recruitment for addiuonal posts was halted and the fillmg of additional 
posts was only perrmtted where the Government decided they were necessary This 
policy has smce given way to a new approach mvolvmg target ceilmgs m staffmg 
levels which will mvolve some reductions m numbers At the begmmng of 1996, total 
civil service staff numbers had reached almost 29,500 but had fallen back to 29,250 by 
October 1996 
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Figure 3.3 Civil Service Staff Levels, 1 January 1988 to 1 January 1996 
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Impact ofAdministrative Budgets on Staffing Levels 

3 15 	 Before admmistratlve budgets were mtroduced, departments had to seek Fmance 
approval for all recruitment and promotions Under admmistratlve budget 
agreements, authonty was delegated to departments to recruit or promote staff at all 
grades up to and mcludmg Jumor management level, subject to the condltlon that the 
cost could be met without mcreasmg the overall allocat10n m their pay subhead 
Fmance sanction 1s still reqmred for recruitment or promotion to middle and semor 
management level. 

3 16 	 Figure 3 4 shows mdices for the years 1988 to 1996 of the number of staff workmg m 
posts now controlled by admmistratlve budget departments, and m posts which are 
still controlled centrally by Fmance There has been very lmle difference m the rate 
of change m the numbers employed m the two kmds of posts smce 1991, when 
control was devolved 

Figure 3.4 Index of Changes in Staffing Levels by Type of Post, 
1988 to 1996 (1991=100) 
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Grade Drift 

3 17 	 A s1gmficant change m the c1v1l service gradmg structure has occurred smce 1989 
The proportion of c1v1l servants who work m the Clencal Assistant grade decreased 
from almost 25% of the total at the begmnmg of 1989 to Just over 17% at the start of 
1996 The correspondmg mcrease occurred mamly m the higher-paid Clencal Officer 
grade which mcreased from 10% to JUSt under 15% of all civil service staff m the ;ame 
penod (see Figure 3 5) The balance of the upward dnft m grade structure is 
accounted for by smaller mcreases m the proportions of other higher-paid grades 

Figure 3.5 Percentage of Staff in Clencal Assistant 
and Clerical Officer Grades, 1988 to 1996 
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3 18 	 Grade dnft at the Clencal Assistant grade is s1gmficantly more pronounced m 
admm1strattve budget departments than m departments which do not operate 
admm1strattve budget agreement However, the trend clearly commenced pnor to 
the mtroductton of admm1strattve budgets 

3 19 	 Grade dnft from lower paid grades to higher paid grades has 1mphcat1ons for pay 
costs It has been suggested that dnft occurs because the type of work bemg done by 
civil servants is changmg followmg the extensive adoption of new mformat10n 
technology-based systems However, there is a nsk that, m some cases, staff may 
simply have been regraded without any mcrease m work respons1b1lmes 

3 20 	 The Co-ordmatmg Group of Secretanes has recommended that Fmance should 
examme grade structures and staffmg levels where the phenomenon of grade dnft IS 

most acute and give urgent cons1derat10n to possible options for controllmg the 
tendency 

3 21 	 In August 1996, Fmance mformed all departments, m the context of new 
arrangements to control staffmg levels, that every effort must be made to av01d grade 
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dnft. Fmance does not authonse mcreases m expenditure levels contracted under 
adnumstrative budget agreements to meet extra expenditure related to grade dnft 

Efficiency of Civil Service Staff 

3 22 	 Between 1988 and 1996, total C1v1l service pay costs (salanes, overtime, employers' 
PRSI, etc) mcreased from £407m to £604m - an mcrease of 48% Allowmg for 
mflat10n and the mcrease m C1v1l service numbers, the average pay cost for c1V1! 
servants mcreased by 13 5% m real terms between 1988 and 1996 This occurred 
because 

• 	 there was s1gmftcant upward grade drift 

• 	 pay rates of all grades mcreased faster than the rate of mflat10n as a result of a 
combmatton of nat10nal pay agreement mcreases, special mcreases for mdiv1dual 
grades and productivity agreements 

Measuring Efficiency 

3 23 	 For most schemes or programmes, measures of output are readily available e g 
number of cases processed, trammg days provided, etc. Relatmg these to staff mputs 
provides a measure which can be momtored over time to md1cate the trend m 
eff1c1ency of staff It should be noted, however, that discernable changes m efficiency 
(both improvements and deterioration) may be the result of a variety of factors, many 
of which are outside the control of the staff themselves e g fluctuations m level of 
demand for the service offered, changes m technology or organisat10n of the work 

3 24 	 In complex orgamsat10ns which run a variety of schemes, momtonng general 
efficiency levels 1s much more difficult. Typically, there are many different kinds of 
outputs which cannot be aggregated m a meanmgful way Even 1£ an overall 
eff1c1ency measure can be produced, 1t may be difficult to understand which factors 
contnbute most to changes m efficiency 

Running Costs as a Percentage ofOverall Government Expenditure 

3 25 	 The overall level of government activity is a strong determmant of the level of 
adrmmstratlve resources reqmred However, smce civil service outputs are very 
diverse, 1t 1s difficult to momtor changes m the level of activity One rough measure 
of the output of C1v1l servants generally 1s aggregate gross expenditure (the 'value' of 
all Civil service output) 
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Figure 3.6 Civil Service Runnmg Costs 

as a Percentage of Gross Expenditure, 1988 to 1996 


lCJl/o 

·--

Secorrl cycleFirst cycle 	
_, 
i996 

3 26 	 Figure 3 6 shows civil service runnmg costs expressed as a percentage of gross 
expenditure each year from 1988 to 1996 The percentage mcreased from 7 6% to 
8 6% between 1988 and 1990 but had fallen back to 7 2% by 1996 

Trend in Civil Service Eff1c1ency 

3 27 	 The real 10crease 10 average pay costs per head of staff is a summary measure of the 
extent of grade dnft and of pay 10creases 10 excess of 10flat1on Companng 
movements 10 average pay costs with movement 10 output levels gives an 10dicat1on 
of what is happen10g to staff effroency 

3 28 	 The only readily available 10dicator of aggregate ovil service output is total gross 
expendnure However, 10 us10g gross expenditure per head as a proxy measure of 
ovil service output, it should be borne 10 m10d that, 10 many sltuations, civil servants 
can deal with sigmficant 10creases 10 expenditure without necessanly hav10g to do 
more work For example, total expenditure under a scheme may 10crease because 
rates of payment go up while the number of claims be10g processed rema10s constant 
or declines 

3 29 	 A crude 10dicat1on of civil service efficiency can be denved by plottmg changes m 
average civil service pay costs aga10st changes m average output (usmg gross 
expenditure per head as a proxy measure) Figure 3 7 presents data for the penod 
1988to 1996 

14 



- - - - - - -

Impact on Resource Use 

Figure 3.7 Trend in Civil Service Efficiency, 1988 to 1996 
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3 30 	 If all the pomts on the graph moved along the diagonal !me, 1t would suggest that 
average pay costs changed smoothly m !me with changes m average output and that 
there was no change m the level of admimstrat!ve efficiency relative to 1988 levels 
Movements away from the diagonal m either direction suggest, m the short term, that 
average pay 1s not responding smoothly to changes m volume of output e g because 
staff numbers cannot be cut as quickly as programme expenditure In the longer 
term, the pattern of movement away from the diagonal may suggest efficiency levels 
have changed. 

3 31 	 The pattern m Figure 3 7 implies a substantial loss of eff1c1ency between 1989 and 
1990. This 1s consistent with what happened to average pay cost and output ­
average civil service pay cost rose rapidly while average output changed very little 
After 1990, average output grew faster than average pay cost, suggestmg that, by 1993, 

efficiency was greater than 1t had been m 1988 and that 1t has contmued to improve 
smce then 

3 32 	 The apparent improvement m eff1c1ency cannot be attributed solely to extra effort on 
the part of civil servants In this regard, the major mvestment by departments m 
mformation technology m the period should have allowed staff to deal with greater 
work loads This should have the effect of 1mprovmg output per head as shown m 
Figure 3 7 Other factors which could have contributed to the apparent improvement 
are 

• improved management orgamsat10n (mcludmg admm1strat1ve budgets) 

• staff trammg leading to higher ability levels 

• improved workmg environment 

15 



Administrative Budgets 

• 	 mcreases m real rates of payment under schemes, as opposed to expansion of 
schemes e g where social welfare rates mcrease faster than mflat10n, but the 
number of claimants remam fixed 

Conclusion 

3 33 	 In general, spendmg and staffmg levels have not been reduced by the mtroduct10n of 
the admmistrauve budget system Civil service runnmg costs have mcreased very 
substanually over recent years which suggests that a pnmary objecuve of the 
adnumstrauve budgets system - a reducuon m Clvil service runnmg costs m real 
terms - was not achieved 

3 34 	 There are, however, some mdtcauons that the mtroducuon of adnumstrat1ve budgets 
helped to contam mcreases m runnmg cost expenditure Runnmg costs mcreased 
faster m the years before the devolved budget system was mtroduced. In addmon, 
spendmg on adnumstratlon mcreased faster m departments where adnumstrauve 
budgets have not been mtroduced 

3 35 	 There are also md1cauons of improvements m overall effiClency levels m the C1V1l 
service m the period 1990 to 1995 However, this apparent improvement needs to be 
validated by extensive momtormg of eff1C1ency levels on mdiv1dual schemes and 
programmes, as envisaged under adtrumstrat1ve budget agreements and the SMI 
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4 The Role of the Department of Finance 

4 1 The Department of Fmance 1s responsible for ensunng that adequate systems are m 
place for managmg and controllmg public expenditure Smee the adnumstranve 
budget system involved ma1or changes to existing management and control systems, 
Finance has been centrally involved m its development and 1mplementat1on 

System Implementation 

4 2 The orgamsat1onal changes introduced under the adnumstranve budgets system were 
designed to have an impact at two levels - the relat10nsh1p between Fmance and 
other departments, and management systems within admm1strat1ve budget 
departments This chapter focuses on how the relat1onsh1p between Fmance and 
other departments was affected by 1mplementat10n of the adrmmstranve budget 
system Chapter 5 deals with the adnumstratlve budget changes w1thm departments 

Negotiation ofAllocations 

4 3 Pnor to the mtroduct10n of adm1mstrat1ve budgets, several sect10ns of Fmance were 
mvolved m settmg budgets for adrmmstrauve expenditure m mdiv1dual departments 
The adrmmstranve budget system reduced the work load on Fmance off1C1als with the 
result that the estimates negot1at1on process over the first two cycles was handled by 
one section w1thm Fmance 

Setting Expenditure Levels 

4.4 The 1991 estimates were settled m the traditional manner and were then used as the 
base for the new adnumstratlve budgets. The sustamab1lity of the startmg 1991 
baselme estimates 1s a key element m deterrmnmg the true scale of savmgs 
attnbutable to the admm1strat1ve budget system For mstance, departments which 
may have had high pre-1991 adnumstranon expenditure as a result of poor eff1C1ency 
would have benefitted from an mflated mmal baselme estJmate At this remove, 1t 1s 
very difficult to quantify this factor 

4 5 Fmance considers that the mtroductlon of the concept of baselme adrmmstrauve 
budget entitlements has enabled them to withstand pressure from departments, m the 
context of the annual estJmates campaign, for mcreased admm1strauve resources and 
that 1t has been more successful and endunng them earlier m1t1at1ves such as the 
Expenditure Review Committees of the late 1980s Previously, departments 
subrmtted spendmg estimates which almost mvanably sought mcreases m allocat10ns 
each year Although lackmg detailed knowledge of act1v1t1es m departments, Fmance 
then had to fmd ways m which these bids could be cut back, preferably with the 
agreement of the department concerned Under adrmmstratlve budgets, the baselme 
estimate 1s the agreed starting pomt Thereafter, the onus 1s on departments to make 
a case for any mcreases sought, particularly where new services are bemg mtroduced 
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Control over Staffing 

4 6 In cases where departments seek add1t1onal staff resources, they are reqmred to carry 
out reviews of ex1stmg staff deployment to establish whether under-uuhsed staff are 
available elsewhere There is little evidence that reviews of this kmd were earned out 
durmg the first and second adnumstrat1ve budget cycle when proposals for extra staff 
were made 

4 7 Staffmg surpluses arose m a number of departments dunng the penod of the 
adnumstratlve budgets, due to decentrahsauon and other factors In February 1996, 
the Government decided to establish a redeployment pool to meet requests for 
addmonal staff The Government directed that identified surplus staff m three 
departments would make up the m1t1al redeployment pool - 60 staff from the 
Revenue Comnuss10ners, 40 staff from Education and 91 staff from SoCial Welfare 

4 8 Over the course of the f1rst two cycles of adnumstrauve budgets, some departments 
resorted to appeals to Government when they failed to persuade Fmance of the need 
for proposed mcreases m resources 

4 9 In August 1996, Fmance notified departments about new procedures to deal with 
requests for mcreased resources, as recommended by the Co-ordmatmg Group of 
Secretanes Adnumstrauve audits by Fmance will be used more extensively In cases 
where agreement cannot be reached between Fmance and the department concerned, 
requests for additional resources are to be considered by a comnuttee of departmental 
secretanes The proposal will be subnutted to Government for consideration and 
dec1s1on, accompamed by the committee's report and recommendations 

4 10 While staff levels mcreased s1gmf1cantly between 1991and1996, Fmance did not carry 
out post-1mplementat10n reviews of the programmes where additional resources were 
granted to ensure that staffmg was at the optimum level. Fmance considers that the 
respons1b1hty to carry out such reviews rests with md1v1dual departments m the f1rst 
mstance and did not itself have dedicated resources to carry out reviews on an on­
gomg basis 

Setting the Efficiency Dividend 

4 11 The adnumstrauve budgets system 1s based on the assumption that devolved dec1s10n 
makmg results m improved eff1c1ency. The new system mtroduced the concept of an 
'eff1c1ency dividend' whereby part (1f not all) of the mcreased eff1c1ency would be 
converted mto a savmg on runnmg costs 

4 12 The efficiency d!Vldend targeted dunng the first admmistrauve budgets cycle was a 
reduction m baselme budget allocation of 2% m real terms m each of the years 1992 
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and 1993 In almost all of the first cycle contracts, 1t was agreed that the full dividend 
would apply m 1992 and 1993 

4 13 	 Fmance proposed that a 2% eff1c1ency d1v1dend would also apply m each year of the 
second cycle but this was strenuously resisted by many of the larger departments 
Thirteen departments agreed to the annual 2% reduct10n, while one agreed to a 
reduct10n of 1% a year The remammg ten departments would only agree the!f 
second cycle contracts on the baSJS that no eff1c1ency d1v1dend would apply 

4 14 	 Settmg the eff1c1ency d1v1dend for the first two adnumstranve budget cycles was 
essentially an arbitrary exercise whereby departments agreed to hnut theJr level of 
spending to a prescnbed level, except for agreed mcreases. 

4 15 	 The Co-ordinatmg Group of Secretanes has recommended that, m the mterests of 
equity and transparency, consideration should be given to restonng the reqmrement 
on all departments to yield an efficiency dividend m the next three-year cycle of 
admm1strat1ve budgets but that this nught take a new form e g demonstrable 
improvements 1n service 

Impacts ofDevolved Budgetary Control 

4 16 	 In devolvmg more control of budgets, adnumstrat1ve budgets are expected to reduce 
the level of correspondence between departments and Fmance and allow departmental 
managers the flex1b1hty to vary the level of spending w1thm categones and to carry 
over savmgs from year to year In reviews of devolved budgetary systems m other 
Junsdictions, performance measures based on these features have been used to assess 
the impact of devolved budgetmg arrangements 1 

Reduction zn Correspondence 

4 17 	 All admm1strat1ve budget departments agree that the amount of correspondence 
between departments and Fmance has fallen smce adnumstrat1ve budgets were 
Introduced However, there 1s no data available as to the extent of the resources freed 
up on either side or the uses made of them 

4 18 	 A Canadian study found that with devolved budgetary control, the number of 
subm1ss10ns received by the Treasury Board of Canada decreased by 5% over a five 
year period 

See Richard BIY)lle, Managing Devolved Budgets . The Civtl Service Experience, Dublin 
The Institute for Public Administration, 1991 
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Increased Within-Year Flexibtltty 

4 19 Departments were granted perrmss10n to alter budgets dunng the fmancial year by 
movmg savmgs which arise under one adrmmstrauve subhead to another (virement) 
without seekmg Fmance's perrmss1on The resultmg mcrease m any particular 
subhead was hrmted to 25% of the ongmal amount allocated for that year 

4 20 All adrmmstrauve budget departments use the virement fac1hty It 1s used m 
particular cormng up to the end of the year to transfer savmgs from the pay subhead 
mto other subheads 

4 21 Most departments consider that the current virement lirmt is satisfactory However, 
some feel that there should be greater scope to transfer funds between subheads, even 
to the extent of complete freedom to transfer funds as desired Some departments 
suggested that a cash lirmt on the amount that can be moved rather than a percentage 
might be more appropriate, particularly for smaller departments 

4 22 The Co-ordmatmg Group of Secretaries recommended that the virement limit be 
abolished completely m the case of non-staff subheads and m lirmted circumstances 
for staff subheads 

Increased Between-Year Flexibility 

4 23 The adrmmstrauve budget system allows departments to carry over unspent balances 
from one year to the next, subject to an overall limit of 5% of the budget These 
unspent balances - which are generally called savmgs ­ are added on to the followmg 
year's perrmtted expenditure 

4 24 Savmgs become available for carry-over from a number of sources. Expenditure may 
be deferred or economies or eff1c1enc1es may be achieved m certam areas of activity 
No d1stmct1on 1s made between the different sources of savmgs when amounts to be 
earned over are bemg agreed. 

4 25 The number of departments carrymg over savmgs has been consistently high, with 
an average of 80% of them usmg the facility each year durmg the penod 1991 to 1995 
The level of savmgs carry-over vaned from year to year In some departments, the 
full 5% carry-over has been availed of In others, savmgs carry-over from year to year 
is much less The average carry-over for all adrmmstrauve budget departments has 
vaned from as little as 1 1 % m 1992/93 to 2 4% m 1991/92 

4 26 There was no consistent approach to the spendmg of savmgs earned over Some 
departments utilised the savmgs m one area e g for salary costs, consultanc1es or to 
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fund the purchase of office machmery while many apport10ned the savmgs across all 
subheads 

Overruns ofPermitted Expenditure 

4 27 Dunng the first two cycles of adnull!strative budgets, only one department exceeded 
its pernutted expenditure level m one year. This occurred m 1993, m the context of 
restructunng of departments with consequent reassignment of staff, duties and 
budgets. It brought to light the fact that, under the existmg arrangements, there are 
no penalties for overruns 

4 28 The Co-ordinatmg Group of Secretanes have recommended that overruns should be 
regarded as a drawdown (or advance) from the followmg year's allocation, which 
would be ad1usted downwards accordmgly 

Changes in End ofYear Spending Patterns 

4 29 The mtroduct10n of savmgs carryover was expected to remedy a perceived def1Clency 
of the tradmonal budgetary system - the end-of-year spending 'surge' Many 
departments tended to restnct spending early m the year, thereby creating a workmg 
surplus which could be used to meet contmgencies However, under the tradit10nal 
budgetary rules, unspent balances had to be surrendered to the Exchequer at the end 
of each year As a result, departments tended to spend any accumulated surplus m the 
fmal weeks of the year, givmg nse to the possibility that resources were bemg 
expended without achievmg best value for money 

4 30 Departments were asked whether the adnull!strative budget system had reduced the 
level of end-of-year spendmg surges The general view was that disproportionate year­
end spending had decreased A review of devolved public sector budgets m Australia 
also found that the extent of end-of-year spending surges was reduced under the new 
budgetary systems 

4 31 The monthly pattern of spending on office machmery and eqmpment m 16 
departments operatmg adnumstratlve budgets' was exanuned to establish whether 
there was any change m the proport10n of spendmg at year-end followmg the 
mtroduction of adnumstrative budgets Together, these departments spent £37m m 
1994 on office machmery and eqmpment (mcludmg mformation technology) out of 
the total of £46m spent by all civil service departments 

4 32 Half of the spending on office machmery and eqmpment by the 16 departments m 
1988 occurred m the months October to December By 1994, there had been a 

2 Data about monthly expenditure was not readily available in the remaining departments 
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s1gmf1cant red1stnbut1on m spendmg from the fourth quarter to the third quarter, 
with the result that spendmg m the months October to December had fallen to 39% 
of the total for the year However, the level of spendmg m December, 28% of the 
total, was unchanged between 1988 and 1994 

4 33 	 Disproportionate spendmg at year end, particularly m areas hke the purchase of office 
machmery, may contmue to occur to a certam extent under the adnumstranve 
budgets system as currently consututed 

• 	 Despite the three year dimens10n to adnumstrauve budgets, the amount actually 
available for spendmg 1s not known with certamty until the begmnmg of the 
fmancial year because of adjustments made dunng the annual esumates campaign 
The amount of savmgs to be brought forward tends also to be unknown until late 
m the prev10us year 

• 	 The t1mmg of spending on Items hke mformat1on technology 1s generally 
discretionary As a result, yearly plans for spendmg m such areas may not be 
fmahsed until all other allocations are fixed 

• 	 If savmgs emerge durmg the year m other areas, such as pay, they can be absorbed 
most easily m spending areas hke the purchase of office eqmpment and 
mformauon technology For mstance, most departments have medmm-term 
mformat1on technology plans approved by Fmance, which can be readily 
accelerated 1f extra resources become available. 

• 	 Departments are still somewhat wary about the prov1s10n to carry over savmgs 
bemg honoured by Fmance 

• 	 Some departments pomted out that the carry-over hnut (5%) 1s too low to av01d 
an end of year surge 

Monitoring Arrangements 

Monitoring Groups 

4 34 	 Adnumstrat1ve budget agreements provide for theu operation to be overseen by 
momtormg groups compnsmg three representatives each from the department 
concerned and from Fmance The funct10ns of the groups are 

• 	 to resolve any d1fficult1es that anse m the operation of the agreement 

• 	 to produce a formal report on the operation of the agreement w1thm one month 
of the end of each year 
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• to assess the scope for further deleganon of authonty from Fmance to the relevant 
department, and wnhm the department to md1v1dual !me managers, m the 
mterests of further mcreasmg efficiency and effectiveness 

• to assess the impact of the agreement on the act1vmes of the relevant department 

4 35 No schedule for momtormg group meetmgs was set There 1s some confus10n about 
when meetmgs of the groups are properly convened and when the same personnel are 
meetmg m other gmses For this reason, some departments claim the1r momtonng 
groups have never met while Fmance consider that meetmgs are held at least once a 
year and m many cases, more frequently. 

4 36 No momtormg group produced all of the requ1red annual reports on the operation 
of the agreement Over the penod 1991to1995, nme groups did not produce a report 
for any year 

4 37 Where reports were produced, departments expressed d1sappomtment at the lack of 
feedback from Fmance Many departments believe that reportmg serves no useful 
purpose because Fmance showed lmle mterest m the reports Some departments 
nustrust Fmance's motives m gathenng the spec1f1ed mformanon 

4 38 Only a small number of departments consider that d1ff1cult1es are resolved at 
momtormg comnuttee meetmgs (where they occur) They are generally considered 
to be a forum for amng diff1cult1es without them bemg necessanly resolved 

4 39 In general, the momtormg groups have not assessed the scope for further delegation 
or undertaken assessments of the impact of the agreement on the activities of the 
relevant department Many departments consider that the momtonng groups are not 
effective 

Performance Measures 

4 40 The adnumstrat1ve budget system envisages that departments would devise 
quantitative md1cators to assess the effectiveness of runnmg cost expenditure m 
meetmg programme objectives Such mdicators could be used m settmg targets when 
new adm1mstrat1ve budget contracts are bemg agreed In the course of this 
exammat10n, departments were asked about progress on development of these 
md1cators. They conceded that, to date, lmle or no progress has been made m 
dev1smg quantitative md1cators 

4 41 The focus of the adnumstratlve budget agreement was on the level of runnmg costs 
and on the extent of delegat10n allowed. The agreements did not specify or indicate 
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what was expected to be delivered by the departments with the budgets allocated to 
them under the agreements 

4 42 	 Fmance concedes that It may have been overly amb1uous to expect the adrrumstrauve 
budget system, given Jts very duect focus on adrrumstrauve resources, to make 
s1gmf1cant early progress m the area of performance mdicators and output 
measurement It 1s mtended that progress will be made m the next cycle A focus on 
outputs, mcluding outputs of adrrumstrauve spending, 1s at the heart of the SMI and 
1s bemg acnvely and energetically pursued m that context In this regard, 
admm1strauve budget arrangements and the SMI m1uat1ve are regarded as 
complementmg one another 

Promotion ofthe Administrative Budget System 

4 4 3 	 The role of Fmance m ass1stmg the development of best practice m departments has 
been lirruted. It mmated or collaborated m the development of serrunars and 
mformauon sessions on the 1mplementat10n and operat10n of the admm1strauve 
budgets system and has comrruss1oned a number of studies of devolved budgetary 
systems Operational gu1delmes were provided by Fmance but It was left up to 
md1v1dual departments how these were to be implemented No d1rect trammg for 
staff operatmg adrrumstrauve budgets was provided by Fmance There have been no 
transfers of personnel, expemse or models of operat10n from Fmance to departments 

4 44 	 Fmance states that the resources available m the adrrumstrauve budget section did not 
allow for a more extensive role m the promotion and development of best practice 
It also pomted out that, under the devolved management approach, departments are 
expected to manage theu own affa1rs and that the concept that Fmance must 'hand 
hold' other departments m pursumg the much needed management reforms implies 
a return to the past. Leg1slat10n currently bemg prepared 1s mtended to enhance and 
strengthen the capacity of local management to implement s1gmficant orgamsat10nal 
and management changes and the existmg semor officer networks allow departments 
to share problems, seek solutions m common etc 

4.45 	 In other 1unsdict10ns, devolved budgetmg control has resulted m resources bemg freed 
up m the lead agency which are then used to promote best practice and to carry out 
evaluations of the new system For example, the UK Treasury established !ms of 
contact pomts for pracucal advice on particular topics, such as top management 
systems, runnmg costs and output measures, m order to improve !me managers' access 
to specialist support and consultancy Each list 1s kept up-to-date and 1s made 
available to departmental budget-holders The Australian Department of Fmance set 
up a Management Improvement Advisory Cornrruttee to promote good practice The 
Committee has mvesugated the extent to which devolution has occurred w1thm 
departments and its impact 
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Evaluation of the Administrative Budget System 

4 46 The potential impacts of adrmmstratlve budgets on resource use and orgamsauon of 
c1v1! service busmess are considerable. Penochc review of the system would help to 
ensure that Its effectiveness 1s max1rmsed. Such an effectiveness review depends on 
quantified targets bemg set and appropnate management mformat1on bemg gathered 
on an on-gomg basis 

Setting Ob;ecttves and Targets 

4 47 The ob1ect1ves of the achmmstratlve budget system ­ improvements m economy and 
eff1c1ency of achmmstrat10n through mcreased delegat10n and reduction of runmng 
costs of departments - have not been developed mto exphc1t measurable targets 
While there may be chff1cult1es m 1dent1fymg appropnate measures or m mterpretmg 
trends, settmg aggregate targets (e g m relation to the level of mcrease Ill overall 
achmn1strat1ve spenchng or to movements m adrmmstrat1ve spenchng as a percentage 
of total spenchng) could provide some focus for evaluat10n of effectiveness and may 
suggest useful ways to improve or develop the achmmstrat1ve budget system 

Management Information 

Reporting Administrative Expenditure 

4 48 Before adrmmstratlve budgets were mtroduced, runmng cost expenditure was 
identified m the annual Estimates and Appropnat10n Accounts under a vanety of 
headmgs. This was rationalised dunng the first adrmmstratlve budget cycle 
Expenchture 1s now recorded m each departmental vote under the same subheachngs 
(subheads A 1 to A 12) which has made It easier to chfferentlate between 
adrmmstrative expenditure and programme expenchture 

4 49 Fmance should consider mcluchng m the book of Estimates a summary table drawmg 
together runnmg cost expenchture across all votes This would fac1htate momtormg 
of trends m adrmmstratlve spenchng 

Monitoring Data 

4 50 Details about dec1s10ns on adrmmstrauve budget allocat10ns, allowed extra 
expenchture, savmgs earned over, etc are held by Fmance However, the data ts not 
recorded or compiled m a manner which would allow for detailed analysis of trends 
or patterns For mstance 

• There 1s no data on the degree and extent of econormes and effic1enc1es achieved 
by departments 
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• 	 It 1s d1ff1cult to d1stmgmsh between extra spendmg ansmg because umt costs 
mcrease or because the volume of act1v1ty 1s mcreasmg It 1s also d1ff1cult to 

distmgu1sh clearly between mcreases of a recurrent and non-recurrent type 

• 	 There 1s msuff1c1ent data to allow for the breakdown of savmgs carryover to 

ascertam how much of 1t was achieved by deferred spendmg or by actual 
eff1c1enc1es. 

4 51 	 Fmance should develop and implement a framework for recordmg relevant 
management mformauon m relation to the operation of the admm1strat1ve budget 
system This would improve Its ability to analyse and evaluate the impact of dec1S1on­
making about pay and changes in the volume of c1v1l service activity on resource use 
m C1v1l service adnumstrauon 

Conclusions 

4 52 	 There has been extensive devolution of authonty for adnumstrauve spending from 
Finance to departments This was a key aim of the administrative budget system 
Departments have made considerable use of the new flex1b1liues introduced such as 
the movmg of resources from one spendmg area to another and from year to year 
The new system appears to have led to a decrease in correspondence between Fmance 
and departments but no data 1s available on the extent of resources freed up by the 
decrease The flex1b1hty to carry over savings has not resulted in eliminating end of 
year spendmg surges but there are indications that spending by departments 1s more 
evenly d1stnbuted throughout the year 

4 53 	 Fmance considers that the system has s1gmf1cantly improved 1ts ability to control 
adnumstrauve expenditure by putting an onus on departments to iusufy requests for 
increased adm1n1strat1ve resources 

4 54 	 Changes in the procedures adopted by Finance for momtonng, evaluatmg and 
promoting the adnumstratlve budget system would help to ensure that 1t contnbutes 
as effectively as possible to ensunng economy and eff1C1ency m the use of 
adnun1strat1ve resources 
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5 	 Devolved Budgets Within Departments 

5 1 	 Adrrumstrauve budget agreements mclude a comrmtment on the part of departments 
to transfer authonty for adrmmstrauve expenditure to their !me managers on a 
gradual basis This was mtended to improve efficiency and effectiveness m the 
adrmmstrat10n of public expenditure 

Degree of Devolution 

5 2 	 Target levels of devolution which were to be achieved during each adrmmstrauve 
budget agreement were not set for or by departments No performance mdicators 
were set to measure the degree of devolution achieved nor have evaluat10ns been 
earned out to assess the impact of any devolution mstltuted However, Fmance is 
aware that, m general, lmle progress has been made m the area of devolution withm 
departments 

5 3 	 In order to ascertam the degree to which responsibility for runnmg costs had been 
transferred from centralised control w1thm departments to departmental !me 
managers, the followmg performance mdicators were considered 

• 	 the proportion of departmental expenditure m !me managers budgets and the 
level withm the organisation to which budgets are delegated 

• 	 the flexibility which managers have to switch expenditure between budget 
headmgs 3 

Proportion ofExpenditure Devolved 

5 4 	 It was found that, m departments generally, most spendmg areas are still centrally 
controlled by, for example, fmance umts or personnel umts No devolut10n of 
budgets to !me managers has occurred m most of the smaller offices because 
devolution is seen as impractical or unnecessary Twelve departments have devolved 
no more than 10% of their adm1mstrat1ve budget amount to line managers Three 
departments have devolved between 10% and 20% Only three departments have 
devolved more than 20% of their adrmmstratlve budgets to line managers 

5 5 	 Table 5 1 shows the number of departments which have devolved all or part of each 
of the seven mam expenditure areas to !me managers (budget holders) Devolut10n 
of travel and subsistence has occurred m seventeen departments Seven departments 
have devolved part of their pay subhead The maJonty of departments do not have 
any plans to mcrease the level of mternal devolution of budgets 

J 	 These performance indicators were used tn a UK review ofdevolved budgeting 
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Table 5.1 Extent of Devolution of Subheads 

Subhead Number of Departments 

Salaries, wages and allowances 7 
Travel and subsistence 17 
Incidental expenses 7 

Postal and telecommun1cat1ons services 5 
Office machmery and office supplies 7 
Office premises expenses 2 
Consultancy services 4 

5 6 	 Where devolut10n has occurred, budget holders tend to be at relatively semor levels 
- typically Assistant Secretary or Prmc1pal Officer grades 

5 7 	 The lack of mternal devolution of budgets arises from many factors, some of which 
are techmcal and some of which appear to relate to the preva1lmg management 
culture Departmental officials variously attribute a low level of devolut10n to factors 
such as 

• 	 budgets bemg too small to be devolved 

• 	 practical diff1cult1es m devolvmg subheads other than travel and subsistence and 
overtime 

• 	 mab1hty of the currently available management mformatlon systems to support 
devolved budgets 

• 	 !me managers bemg unw1llmg or unable to adequately manage budgets 

• 	 11ttle encouragement from top level management 

Flexibility in Spending 

5 8 	 Lme managers have little flex1b1hty to switch expenditure between budget headings 
Some degree of virement 1s permitted m eight departments V irement 1s not 
permitted m the others - often because only one expenditure area 1s controlled by 
a !me manager 

5 9 	 Lme managers are rarely permitted to carry savmgs over from year to year In one 
case where 1t 1s allowed, the carry-over must be approved by the central budget 
control section and be shown to be as a result of eff1cienc1es mstltuted by the !me 
manager 
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Input into Resource Allocation 

5 10 	 Most departments cont111ue to adopt a short-term approach to the 111ternal 
preparation of budgets Estimates are sull prepared on an annual basis rather than for 
the three years of the adm111istrat1ve budget cycle 

5 11 	 In general, esumates are prepared by 1111e managers only for expenditure areas where 
they are budget holders This means, for 111stance that they do not always provide 
estimates of the staff111g resources necessary to carry out their activities Detailed 
JUst1ficat10n of requirements are not normally supplied Subhead managers usually 
prepare estimates with little or no 111put from l111e managers Budget allocations are 
most commonly made centrally 111 the department follow111g an exammat10n of the 
estimates and the prev10us year's outturn Changes are sometimes made to 1111e 
managers' budgets without pnor consultat10n 

5 12 	 An 111tent1on of the devolution of budgets was that subhead managers (e g 111 the 
111format1on technology area) would change their role from one of authonsauon of 
expenditure under their control to more of an advisory role, with lme managers be111g 
given greater freedom regard111g decis10ns on the application of resources This 
mtent1011 has not generally been realised 
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Monitoring of Performance 

5 13 	 Improvements m economy and efficiency as a result of devolvmg budgets can only 
be assessed m terms of improvements m performance at programme level 
Consequently, targets relatmg performance to the level of resources allocated need to 
be set Outturns subsequently have to be momtored Factors which may enhance 
performance may also need to be assessed 

Performance Agreements 

5 14 	 Performance agreements have been completed between departments and budget 
holders m very few cases Expected outputs/performance levels have not generally 
been specified for budget holders 

5 15 	 Where devolved budgets have been mtroduced, there have been few efforts made to 

discover the impact of this devoluuon on the runnmg of the department No 
measurement systems were mtroduced to ascertam whether devoluuon ha; led to any 
improvement m efflClency and effecuvene5' 

Management Information Systems 

5 16 	 Momtonng and control of adnumstrauve budgets requires the provis10n of adequate 
management mformatlon to the appropnate level of management, mcludmg the 
ability to record outputs and to relate them to resource mputs 

5 17 	 The survey of departments estabh;hed that 

• 	 Most departments had some form of computensed management mformatlon 
systems (MIS) m operauon The system most generally used was the Fmancial 
Management System which is a general ledger software package developed as a 
common system by Fmance 

• 	 None of the departments surveyed had a computensed MIS which was capable 
of handlmg mformauon on outputs and performance 

• 	 The maJonty of departments reported that the use of the admmistrauve budget 
system had led to an mcrease m the achievement of economies and efflClencies 
However, m general, detailed data was not held on the measures mtroduced and 
the extent and degree of the results achieved 
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5 18 The amount of management mformauon available to budget managers vaned greatly 
between departments In some cases, penodic reports provided centrally compare 
budget allocauons against expenditure In other cases, budget managers compile their 
own management mformauon In some departments, mformat10n was not provided 
routmely to budget managers or was provided only on request 

5 19 In general, the level of MIS available m admimstrauve budget departments was 
msuff1cient to allow for extensive devolut10n of budgets to !me managers In some 
cases, managers were hampered m their management of the current level of devolved 
budgets due to the madequacies of the available MIS 

Enhancing Performance 

Incentives 

5 20 Two-thtrds of adrmmstratlve budget departments operate an award scheme for 
exceptional performance which could be used m the context of performance 
agreements to reward managers who achieve eff!Clencies The scheme allows for ex­
gratia payments or other awards to mdividual staff members or groups of staff by way 
of recogmuon of exceptional performance of duty 
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5 21 	 In some departments, there were no perceived rewards for good performance The 
only incentives to enhance performance are perceived to be negative ones c g the 
possibility of censure by top management as a penalty for overspending 

5 22 	 In a few cases, there is a perceived dismcenuve for managing budgets well m that 1t 

was believed that good budget management would be penalised and that bad budget 
management would be rewarded There was a feeling that, if savings were made m 
a cost centre, the follow mg year's allocation for the cost centre would be cut by the 
amount of the saving while managers who exceeded their allocation would receive a 
greater allocat10n the following year 

5 23 Officials operating adnumstrauve budgets m departments suggested a number of ways 
of enhancing performance mcludmg 

• 	 greater use of performance-related pay 
• 	 greater mput mto the resource allocat10n process mcludmg having to 'bid' for 

resources 

• 	 greater flex1b1lity m the use of resources mcludmg the use of v1rement and the 
ability to carry-over savings from year to year 

Trazmng and Guidance 

5 24 	 In the maJonty of cases, no formal trammg m the management of devolved budgets 
1s provided by departments to !me managers Information seSS1ons/senunars have 
been held m only a few departments Office notices, gmdelmes and circulars relatmg 
to the area of devolved budgets were, and continue to be, issued. 

5 25 	 In general, trammg courses and programmes have not been developed to make staff 
aware of the praet!ces and procedures of devolved budgetmg control This type of 
trammg could include such basic elements as budgeting skills, mformauon systems, 
interpretation of reports, the mvest1gat1on of vanances and the means of taking 
corrective action 

Conclusions 

5 26 	 In general, departments are not meeting their commitment to transfer authonty for 
adm1mstrat1ve expenditure to lme managers To date, a relauvely small percentage 
of running costs has been transferred to !me managers Lmle flex1b1lity 1s permmed 
to managers and their mput mto the resource allocation process continues to be 
limited The maJonty of departments have no plans to mcrease the current level of 
devolut10n 
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5 27 The level of MIS available m most departments 1s msuffic1ent to allow for extensive 
devolut10n of budgets. 

5 28 There was an expectation that the mtroduct1on of devolved budgets would lead to an 
mcrease m eff1c1ency and effectiveness by departments. However, no measurement 
system were put m place to ascertam whether this has been achieved 

5 29 Promot10n of the adnumstrauve budget system w1thm departments has been hrmted 
In general, trrumng courses and programmes have not been developed to make staff 
aware of the practices and procedures of effective devolved budgetary control Few 
mcentives are m place to encourage the enhancement of budget management 
performance 
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Appendix A 

Extract from the Second Report 

of the Co-ordinating Group of Secretaries (May 1996) 


In light of the expenences to date, the report of the Assistant Secretary Group on 
fmancial management, the SMI process, and the parallel recommendations made 
above for the control and management of public fmances, the Group recommend that 
the followmg measures be implemented to improve the general effectiveness, 
operation and scope of the adrmmstrauve budget system 

• 	 Any overrun on an overall allocat10n for which an explanat10n has not been 
agreed 1s to be regarded as a drawdown from the followmg year's entitlement and 
the succeedmg year's allocation will be ad1usted downwards accordmgly Failure 
to manage w1thm an allocat10n so adjusted will be s1rmlarly penalised and 
formally reported to Government 

• 	 The comrmtment m admm1strat1ve budget agreements to manage w1thm agreed 
allocations to be departed from only m the most exceptional circumstances 
mvolvmg ma1or expans10ns m services and, even then, only after a department 
has demonstrated, to the Government 1f necessary, that the extra demands cannot 
be met by redeployment of ex1stmg resources from wnhm the department 
concerned or from elsewhere m the c1v1l service A specific advisory group 
compnsmg the Secretary, Department of Fmance (Public Service Management 
and Development), the Secretary of the Department of the Tamseach, and the 
secretanes of two other departments to be given authority to consider unresolved 
requests for mcreases m adrmmstrative resources Only on the basis of a report 
from that advisory group would the Government consider any request for an 
increase 1n resources 

• 	 The full cost of c1v1l service adrmmstrative expenditure to be transparent and 
located m the subheads of the relevant votes, thus ensurmg that all adrmmstrative 
costs are met from w1thm the agreed allocations In this regard, improved 
arrangements are to be put m place for chargmg recoupable expenditure along the 
Imes now m use for the recoupable element of EU travel 

• 	 In light of the grade dnft that has occurred smce the adrmmstrauve budget system 
was mtroduced, the Department of Fmance, m accordance with the formal 
agreements with mdividual departments, to undertake adrmmstrative audits where 
the phenomenon of grade dnft is most acute The Department of Fmance will 
also give urgent consideration to other possible opt10ns for addressmg the 

problem 
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• 	 Responsibility for mamtenance, fittmg out and refurbishment expenses, which 
had been delegated to departments m the past, to be restored, subject to adherence 
to any necessary gmdehnes/ cntena, these should be drawn up as soon as possible 

• 	 Departments to have more control over, and be more accountable for, theu 
accommodat10n costs Smee this raises major and complex issues, 1t reqmres 
further study, which should be set m tram 1mmed1ately 

• 	 The vuement lirmt on adrmmstratlve budget subheads to be abolished m the case 
of non-staff subheads and m hrmted cucumstances for staff subheads where 
substitution effects apply. 

• 	 While respons1b1hty for pay rates, condit10ns and allowances are not to be 
devolved to departments, cons1derat1on is to be given to expans10n of the 
adrmmstrauve budget system m the pay area where this would not underrmne 
public expenditure policy (e.g 1f the concept of performance pay arrangements 
were to be extended to grades other than Assistant Secretary, departments may 
be given greater autonomy m operatmg 1t, or future restructunng discussions 
might afford an opportumty of delegatmg some form of greater autonomy m 
relat10n to pay) 

• 	 Adcht10nal responsib1hty for consultancy to be devolved to departments, subject 
to stnct adherence to an appropnate code of practice; this will mclude systematic 
momtormg and reportmg of the performance of consultants and the outcome of 
their recommendat10ns 

• 	 The adrmmstrat1ve budget system to be extended to those parts of the CIVIi service 
where It 1s not applied at present and its potential for use m other parts of the 
public service should be explored 

The Group acknowledge that proposals by Departments for programme savmgs to 
be lmked to mcreased staff and related costs pose senous d1fficulues for the 
Department of Fmance. Nevertheless, the Group recommend that such proposals be 
considered on their ments on a case-by-case basis. 

The Group are of the view that, because of the nsmg trend m adrmmstratlve 
expenditure m recent years and m the mterests of eqmty and transparency between 
departments, considerat10n be given to restormg the reqmrement to yield a form of 
efficiency dividend m the next three-year cycle of adrmmstratlve budgets through, for 
example, demonstrable improvements m service. Allowance would be made where 
costs of new programmes or expanded/improved services have been met by the 
redeployment of existmg resources The Group reiterate the pomt made earlier m the 
report that adchuonal resources must be offset by savmgs 
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Changes in Expenditure Rules 

under the Administrative Budget System 


Rules governing expenditure 
Cost element 

before admimstrattve after administrative 
budgets budgets 

Pay rates 

Recruitment/ 
promotion 

Overtime 

Travel expenses of 
staff 

Tra1n1ng 

Postage 

Telecommun1cat1ons 

Information 
technology 

Photocopy 
eqmpment/office 
machmery 

Stationery 

Premises 
maintenance 

Energy 

Furniture and 
fotmgs 

Consultancy 

Determmed centrally by Fmance 

Fmance approval reqmred for all 
recruitment/promotion 

Delegated sanction to incur 
expenditure up to a spec1f1ed 
limn 

Delegated sanction to spend 
subject to compliance with 
relevant circular 

Delegated sancuon 

Delegated sanction 

Delegated sanction 

Finance sanction required 

Delegated sanct10n for purchases 
up to £5,000 

Delegated sancuon but purchases 
must be made through 
Government Supplies Agency 

Delegated sanction for tasks 
costmg up to £50,000 and subject 
to compliance with relevant 
Finance circulars 

Delegated sanction 

Delegated sanction sub1ect to 
compliance with all relevant 
F1nance circulars 

Finance sanction required 

No change 

Delegated authority to 
recruit/promote up to and 
mcludmg HEO grade, 
subject to overall budget 
not being exceeded 

Limn on expenditure 
removed 

No change 

No change 

No change 

No change 

Delegated sanct10n subject 
to a departmental limit and 
compliance with all 
relevant Finance directives 

£5,000 limit replaced by a 
higher limit agreed on a 
departmental basis 

No change 

No change 

No change 

No change 

Delegated sanction subject 
to a departmental limit and 
compliance with all 
relevant Finance d1rect1ves 
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Budget Development Process 

Budget Allocation Process 

Figure C 1 (over) shows the process mvolved m arnvmg at the level of expenditure on 
runnmg costs m an adrmmstratlve budget department m any year 

• 	 A fixed baselme estimate of expenditure 1s set at the start of the budget cycle 

• 	 The agreed eff1c1ency dividend 1s deducted from the baselme to arnve at the 
contracted level of expenditure 

• 	 The contracted level of expenditure may be reduced by the 1mposmon of spending 
cuts e.g. across-the-board cuts decided on by Government. 

• 	 If the department had spent less than the amount permitted m the prev10us year, 
a sum eqmvalent to the savmg (w1thm certam hrmts) can be added to the 
contracted expenditure 

• 	 Fmance may perrmt extra expenditure to pay for umt cost mcreases or where the 
volume of work to be done mcreases 

Baseline Estimate 

The baseline estimate for an adrmmstrat1ve budget cycle represents the bulk of the 
spending w h1ch occurs m any year For that reason, settmg the baselme 1s an 
important process. 

The baselme estimate of expenditure does not change from year to year w1thm an 
achrumstrative budget cycle. 

The baselme set for the first cycle was £556m This was based broadly on the 1990 
level of expenditure by the departments concerned but mcluded some expenditure 
items ansmg m 1991 which were not expected to recur m subsequent years (e g the 
cost of the 1991 census of population) 

Adjustment of the baselme estimate between cycles 1s mfluenced by a number of 
factors 

• 	 any change m the number of departments covered by adrmmstratlve budget 
agreements 

• 	 carry-over of the eff1c1ency dividend 
• 	 carry-over of net allowed add-ons 
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Figure C.1 

How Annual Spending Levels are set under Administrative Budgets 
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forward from 
previous year 

Permmed extra 
expenditure 

add 

deduct 

add 

Total permmed expenditure 
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Baselme esnmate of expenditure 

deduct 
Agreed eff1c1ency 

dividend 

Contracted expenditure 

deduct 
Savmgs earned 

forward to 

followmr: vear 

Actual spendmg m year 
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Efficiency Dividend 

The eff1c1ency dividend accumulates over the budget cycle The aggregate eff1c1ency 
d1v1dend m the period 1991 to 1993 was £35m - equivalent to around 2% of total 
expenditure m the period The estimated total eff1c1ency dividend m the period 1994 
to 1996 is £23m - around 1% of total expenditure 

Imposed Spending Cuts 

On a number of occasions, cuts m contract expenditure were imposed on departments 
e.g. across-the-board cuts m runnmg cost expenditure. Cuts may affect only one year's 
expenditure or may be recurrent 

Permitted Extra Expenditure 

For stated reasons, Fmance each year allows mcreases m spending over agreed contract 
levels. Allowed addit10nal expenditure can be of two kmds - recurrent (e.g. pay 
mcreases) or one-off (e g. pay arrears) Like the efficrency dividend, recurrent add-ons 
accumulate over the budget cycle 
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Appendix D 

Civil Service Non-Pay Running Costs, 1988 to 1996 
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Other running costs 
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