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FINANCIAL ADMINISTRATION

(Report of Committee II)

INTRODUCTION
1. - A number of African countries have formulated and adopted long~term
or short-term plans of develorment with a view to promcte economion and
social development of their countries. The successful implementztion of
these plans must depend very largely, among other factors, on the nature
and extent of support provided by the public administrative machinery. The
finaneial administration has to play a very eruecial role in economic plan-
ning and, therefore, its role and preblems must be considered within the
wider context of development programming.

2, The problems of financial adminisiration may be classified in two
general categories: Budget management and Tax Administration. These alsc
constitute the principal tools. of financial management and they can be used
to lend effective suppert to planning. Budge? management should be developed
primarily as an effective instrument for the exeocution of government pro-—
grammes and the efficiency of tax azdministration should be improved both in
terms of the needs of planning and increassed revenue to the government.

I1I. Budget Management

3. Economic planning is not new to African counitries. Its origin can be
traced to the developments during the post war years when development pro-
grammes were formulated for the utilization of grants from the letropolitan
countries. The recent accession to pelitical independence of several African
countries has, however, brought about two significant changes in ‘the budge-—
tary field. As a corcllary of political independence, the national legis—
latures in these countries have come to exercime complete contrel over pub-
lic expenditure and indeed on government transactions. Secondly, political
independence has increased the scope of government budgets, for example the
responsibilities assumed in respect of defence, fereign representation, efc.,
thus lending further substance to the contrcl exercised by the legislaturss.
Budgetary systems have, therefore, tc be so develored as not only teo conform
to these politiecal and institutional changes but alsoc to ensure the effec-
tive utiligation of available resources for purposes of development.
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(a) Scope and Functions of the Budges

4, The scope of the budgets of most of the African eountries extends

at present to a large part of the activities of a general government nsture
and to those of government enterprises whose accounts are Tinancially inte—
grated with those of the government. The Seminar obszrved, hgwever, that not
all the activities of a general government nature are 1noluded i the budget
since the practice of establishing a variety of special funds with the aid
of earmarked revenues is quite common in many African countries. A budget
should essenti~1lly represent a complete and comprehensive work n»lan of a
government during the budget year. -The budget should, however, exclude the
accounts of independent public enterpriszes and corporations. The Seminur,
therefore, feels very strougly that attempts should be made towards the uni-
fication of general government accounts and the practice of debudgetization
should be discouraged. A unified system of accounts is not only good for
financial administration but it would also ensure more effeetively the con-—
trel of legislature over public exzpenditure. The Seminar notsd with aprre—
ciation that in some countries of BEnglish gxpression, attenpts are being
made towards the unification of public financial accounts through the intro-—
dauction of the mxchequer or the Consolidated Fund system.,

»

(b) Ereparation and Formulation of the Budget

5. The Seminar observed that it is only logical that the Ministry of
Finance or the Treasury should be pridarily responsible for the formulation

of the budget, It should act as a supervisory and goordinating body for the
scencmic and financial policies of the government. The Ministry of Finance
should concern itself not only with the administrative aspects of budgeting
but also with the economic and social consequences of its decisions. This
would reguire a continuocus review and gnalysis of the financial policy in
terms of its effects on the rest of the economy. These functions may be best
discharged by the establishment of an economic and statistics research unit

in the Ministry of Finance. The Seminar noted %zt some Afrlcan countriss have
slready established such resezrch units in their Nlnlstry of Finance .and

hopes that other countries will Teilow suit.

6. . One of the 1mkcrtant congideraticons in budgeting is to secure accuracy
in the preparation of budget esiimates, Although suchk estimetes are prepared
at the llinisterial or Deparimental level, the Ministry of Finance, in itis
supervisory and coordinating role, can makb valuable contribution to budget
preparation by giving detailed budget instructions to 211 ministries or
departments. The technical and procedural budget instructions cculd we in-—
cluded in an "Estimates Cirocular" and sent to all Miristries. This should

be accompanied by a statement of general scenomic and financial policy, in-
tended to be pursued by the government together with an estimate of ﬁVulla“
ble resources during the budget year. This would provide an appropriat '
framework to all Ministries in the formulation of their budgets and wculd
assure at the very beginning a uniformity in their dpproach.
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T Budget preparation also raises the problems of expenditure olassifi-
cation and the number of votes to be included in an Estimate. Expenditure
classification or accounting structure of a budget has great significance
since it serves as a basis for authorization of expenditure by the legis-—
lature and for budget execution and accountability by the administration.

At present expenditure is classified in most of the budgets in terams of
orzanizational units and in terms of objects such as salaries, travel expen-
ses, purchases of goods, etc. The Seminar pointed out, howsver, that there
exist wider variations in the schemes of object classification, adopted by
not only various African countries, but by various levels of government in .
a given country. A standardized system of accounting siructure has varilous
advantages. In any given African country it would not only improve financial
administration but alsoc would facilitate an integration of financial accoun—
ts of various levels of government and thus enable to obtain a better picture
of government transactions. There is no virtue in a diversity of administra-—
tive or financial machinery. It is much easier to maintain a running gystem
of internal audit within a standardized system. The adoption of a standardi-
zed system of budget classification by all African countries will facilitate
comparative studies of budgetary accounts and establish effective links for
inter-country communication in the budgetary field. The Seminar believed,
however, th:t no simple solution can be found for this problem and it may
require expert assistance. It is, however, possible that the next Budget
Workshop of the Economic Commission for Africa could consider-this problem
in detail and provide some guidance to African countries in solving this
problem.

B It is difficult to lay down precisely any rules regarding the number
of votes to be shown for each Ministry or Department. This will depend prima-
rily on the scepe of activities of each Ministry and on its organizational
structure. 4 large number of votes would unnecessarily involve more work for
the administration. On the other hand, a significant reduction in their num-
bers would hamper effective control by legislature. It is nevertheless '
possible to provide some general guidance 1in this respect. In the first place,
variocus specific and non-overlapping functional areas of a Ministry should

be clearly identified. The number of voies may then be determined in accor-—
dance with these functions. Regard for control of votes by the Treasury is
also an important consideration and should be taken inte account.

G The Seminar felt that budgeting for capital projects constitutes one
of the most important problems of financial administration in African coun-
tries. There is often a tendency towards an upward revigion of costs of such
projects and sometimes there is significant underexpenditure during the
budget year. Although this could be partly attributed to the unfavourable
changes in the availability of finance, yet available financial resources can
be made to go as far as possible by exercising care and skill 1r the prepa-—
ration of budget estimates for suchk projects. An ideal procedure would be '
to give sufficient time, say two years, in advance of the budget year to all
Ministries to prevare their capital estimates. This, of course, presunes
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that a goﬁernment has a fairly clear noticn of what projects it would want-
to include two years hence in the budget. Such an advenced planning would
enable various Departuents to make continucus review and cost analysis of
their projects in consultation with fthe Treasury. It would also allow time
tc make precise estimates of available resources, of executive capacity and
of various technical skills reguired to execute projects.

(c) Budget Execution

9. One of the principal problems of budget execution 1s to ensure effeso-
tive control over public expenditure. The problem can be solved only by the
establishment of appropriate institutional structure ard by the exercise of
financial responsibility. In many cases contrel is exercised at three levels.
Departments are primarily responsible for spending and accounting for their
expenditure. In this task the permanent head of the Department is usually
assisted by a finance staff located within the Department. The Treasury can
eXercise conirol in various ways. It may exanine reriodically the Departmen-
tal accounts or control the progress of expenditure by varying the freguency
of issuing general warrants to the Departments. Apart from these administra-—
tive arrangements for conirol within the executive, there is often a consti~-
tutional or judicial authority appointed by the legislature and vested with
the responsibility of conitrolling and auditing public expenditure and repor-
ting to the legislature. The Seminar was of the opinion that the institutio-
nal arrangements for control were adeguate in most of the African countries,
but the substance of contrel nseded to be improved in meny respects. It is-
often diluted because of lack of financial responsibility among the admini-
strators and, therefore; the Semlnar stressed the urgent need for inculcatihg
financial dlsolpllne among those concerned with control of expenditure.
Shortage of trained staff and fast rotation of the available trained persoh
nnel are other important reasons contributing to a weakening of cortrol. The
control as it is ccnceived in most of the countries is largely in terms of
verifying the legzlity of expenditure. The Seminar recognized that this is

a necessary condition of contrel but believed that this was not sufficlent.
It is not only necessary to check the legslity of expenditure but it must

be also assured that the funds are expended with the utmost economy and effi-
¢cieney. The Seminar, therefore, stressed the urgent need for izking into
account the considerations of economy and efficiency in auditing and accoun-—
ting of expenditure.

10, The Seminar considered the guestion of clesing budgetary accounts as
soon as possible after the end of financizl years. It was noted that in cer-
tain couniries the constitutional provisions required the closing of such
accounts within a specified time after the end of the fiscal year. There
are delays, however, in some countries and the Seminar believed that this
couid be remedied by the introducticn of mechanical accouniing whenever
possible.

i1, The Seminar referred 4o the importance of budget reclassification by
econcnic and funetional categories in order to obtain meaningful informafion
for economic and fiscal poliey formulation and to imrrove the general under-
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standing of government transactions. It noted that this question was dis-
cussed in detail at the Workshep on problems of budget reclassification. and
manzgement in Africa,held by ECA in September 1961. The Seminar expressed
ifs general agreement with the observaticns and recommendations made by the
Budget Workshop. The Seminar thoucht that it would be particularly useful %o
present a summary economic-functional clagsification of budget estimates
together with other budget documents.

(4) Budgoting and Planning

12. ' The Seminar discussed the questlon of establishing close links be-—
tween budget management and planning. A close relationship can be assured
only if there is an appropriate administrative machinery for coordinating
these two activities and if budeget management can be so developed as to lend
effective support teo the implementation of plan projects.

13. The Seminar noted that various administrative arrangements existed in
African countries with regerd to planning and budgeting. Responsibilities for
planning are vested in the Minister of Finance, or Prime Minister or that of
State or in a separately organized agency. Irrespective of such arrangements,
the most important aspect, the Seminar pointed out, is to ensure that consl-
derations of planning and those of financial managemant are not divorced.

It is, therefore, absolutely essential to secure coordination between the
agency responsible for planning and the Ministry of inance. ‘

14. The Seminar felt that the existing systems of budget management must
be recriented to the needs of planning. It discussed in this respect the use-
fulness of programme and performance budgeting and noted particularly the
discusasion onh this subjeet in the ECA Budget Workshop of 1961, It was recog-
nized that the differences in emphasis of conventional budgeting arnd that of
planning fail to provide adequate budgetary checks and conirols on the im-
plementation of plan projects and that performance budgeting would prov1de
a promising ap proach in bridging the gap between planning and budgeting. The
Seminar pointed out, however, that the intreduction of performance budge ting
would entail major budgetary reforms which cculd not be undertaken without
the availability of sufficient skilled staff. It was stated thai this problem
should be examined in greater detail and the application of performance bud-~
geting should be systematically planned. The Seminar exprecse® perticular
interest in the application of these techniques of budgeting to economic
and social services in which a large part of public investmsnt is made and
where it is relatively easy to identify real .end products as compared to
difficulties faced in evaluating performance of general administrative ser—
vices. It was sitated, however, that the adoption of this budgetary technigue
should be preceded by a careful examination of all the practiecal implicaticns
involved in the procees of its arplication. The Seminar, thersfore, recommen-—
ded that ECA should undertake a few case studies on the practical implica-
ticns of adopting performance budgeiing in African countries and’ “submit the
results of these studies io the next BCA Budget Workshop which should consider
the entire question in more detail and provide guidance to African countries
in this respect.
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III. Tax Administration

15. The Question of finance has recently emerged in many African coun-—
tries as a serious bottleneck to economic development. If the pace of eco-
nomic¢ development is not to be hindered, the African governments need to

give sericus attention to their tax systems with a view to improve their
efficiency in terms of both development policies and proceeds to the treasury.
Tax policy and tax administration are indivisible aspects of any programnne

of tax reform and therefore these issues must be congidered together and not
divorced.

16. The efficiency of tax administration will always depend on the scund-
ness of the existing tax system. The African countries should, therefore,
undertake a continuous review of their tax systeus and develep a system of
tax administration which would heve the built-in-flexibility to adapt itself
to any changes in the tax system. : —

17, Today well over two-thirds of government revenue in African countries
is obtained from indirect taxes, of which taxes on fereign trade transactions
- are most significant. This excessive dependence on indirect taxes iz danger—
ous and particularly so in export oriented cconomies where revenue from
export duties is susceptible to fluctuztious in the world prices for African
products, Income taxation is important only in those oountries where company
taxation yields significant revenue. Personal income taxes have been usually
less developed in most of the African countries. Although the administration
of Personal income taxes is diffieult in countries with low per capita in-
comes, yet their use has to be developed increasingly if sufficient finance
_has tco be assured for development purposes, The Seminar noted that it is
rossible to start with a rudimentary system of income taxstion initially to
be levied on wages znd salaries and on the incomes of small business enter—
prises. The tax adninistraticn could then be developed concurrently with tie
development of tax system and administrative reforms such as pay-as-you-
earn method could be then introduced <o improve the collection of revehnue.

18, Customs duties play an important role in the tax system of mosi of

the African countries. For some years %o come they are likely to play a major
role in finaneing government plans for economis and social development.
Certain steps may, therefore, be taken to imurove the efficiency of customg
administration. Firstly, the tariff classifications in most of the countries
are very complex to administer. The complexity is, of course, the result of
several changes introduced over z number of years. The simplification of
these classifications would certainly improve the efficiency of aduministra-
tion. Secondly, the efficiency is sometimes impaired by the existence of a

- complex siructure of rates. In several African countries a variety of other
taxes, in addition to custoas duty, are levied on goods at the point of entry.
The Seminar, therefore, stressed the nesd for ratioralization of rate struc-
ture.
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19. The Seminar noted thst intra-Africsn trade often escaped texation

and recognized the difficulties encountered in guarding the land borders.

It pointed out that regicnal cooperation was very essential in solving such
problems of customs administration. Reference was mzde to the Report of the
Workinga Commitiee on Customs Administration in West Africa, and the Seminar
agreed that African countries should consider problems such as harmonization .
and standerdization of customs nomenclature, valuvaticn, legislation, etc.

23. The Seminar discussed the question of providing adequate finances 1o
urban autherities which are called upon to play an increasing role since
industrialization is often accompanied by rapid urban growth. Such autho-
rities have often depended on property taxes for their incomes. The produc-
tivity of proverty taxes nmust depend on methods of vaeluation and on the
rating systems in use. In most of the Afriecan countries such methods are
backward and outdated and have failed to provide sufficient funds to urban
authorities tco meet their increasing cblications. The Seminar ccnsidered that
the revenue from this source could be substantially increased if suitable
rating systems and imrroved methods of valuation are adopted in African:
countries. It noted that expert assistance may be required in adopting appro-
priate methods of evaluation and recommended that central governments should
provide such assistance to urban authorities.

21. ' The Seminar considered the question of the division of tax responsi-
bilities amcng various levels of government aznd noted in this respect wide
variations in African countries. The Seminar pointed out that this principal
consideration must be borne in mind in the division of tax responsibilities.
Firstly, such a division should be determined directly by the ability to zd-
minister particular taxes and not by the revenue needs of various levels of
government. Revenue neseds can be met by grants or transTer of tax receipts
from the central government. Secondly, taxes with wide economic and fiscal
import should be administered by the central government. Such taxes would
include income taxes and cusfomz dutics and their administration by the
central government would ensure comprehensiveness and unifcormity in their
application. The Seminar noted that personal income faxes in certain coun-
tries are administered by provincial or regional govarnments and expvressed
the hope that this situation will be remedied.

22. The introduction of new taxes will bring in their wake a host of naw
problems for tax administrztion. Thé most imporiant of these problems, the
Seminar noted, will be tax legislation. In this respect, the transplanting
of the experience of developed countries may not serve the purpose. The
efficiency in administering new taxes would depend largely on the simpli-
city and clarity of new tax legislation. Avoidance of complexity will reduce
litigation and ensure more effective administraotion of taxes. The new
legislation should conform as closely as possible to the local sccial and
institutional set-up. It should take into account the economic and social
background of the taxpayer and be intelligible to him. A tax legislation
which is understood both by the taxpayer and the tax administration can be
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more effectively enforced than one which constantly poses problems of
interpretation.

IV. Mobiligation of Small Savings

23. The Seminar beliecved that the need for financial resources for
development is sc¢ urgent in African countries that the governments should
explore other sources of finance besides improvements in their tax systems.
One such source is the mobilization of small savings which are not now
available because of lack of banking habits -amongst small savers. The
Seminar recommended that African governments should establish appropriate
financial machinery for the mobilization of these savings. It is, however,
not enovgh to oreate such machinery but attempts ghould also be made 1o
bring to the notice of small savers the various invzstment opportunities
in the sconomy. '

V. Training

24. One of the most serious problems focing african countries in all
branches of activities is the shortage of skilled personnel. The Seminar,
thersfore, stresscd the importance and urgency of establishing appropriate
training programmes for Africans in the field of financial administration.
Tt considered that the best trzining could be obtained on the job and noted
the need for in-service training programmes, It rccommended that regional
training programnes should be also organized to ensure econony in the cost
of operating such programmes and to fzcilitate greater exchange of mutuval
problems and difficulties.

VI. Conclusions and Recommendations

25. The Scminar considered the role of the Ministry of Finance or
Trezsury in budget management and in fiscal and economie policy formulation.
It oxpressed the view that continuous research should be underteken to
sssess the effects of govermment financial policy on the rost of the
econcmy. It, therefore, recommended that African governments should estab-
lish an economicsend statistics research unit in their Ministry of Finance
or equivalent organization to undertcke such tasks. It noted that such
research units already existed in certain countrics. ‘

26, The Seminnor discussed the question of accounting structure and its
importance in budget management and for development programming. It strzessed
the need for standardization of accounting structure at all levels of
government. It considercd that many advantages could be derived from a
stenderdized object classification of expenditure in the budget. It recommen-—
ded that the next ECA Budget Workshop should consider this problem in detail
and provide guidance to African countries in this raespect.

27. The Seminar zgrecd in principle thet programme and performance
budgeting provides a promising approach to establish a close relationship
between planning and budgeting. It was recognized that the introduction
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of such budgetary techniques would give rise to mejor budgetary re-
forms which are nct possible ot this st:oge in view of the shortage of
staff. The Seminar notsd, heowever, that the adoption of performance
budgeting by African countries should be preceded by a careful gstudy of
all the vpractical and administrative ilmplications of its applicgtion.
It, thersfore, reccmnended that ECA should undertake such case studics in
the region and submit the results to the next ECA Budget Workshop which
should further examine this gquestion in grezater deteil.

28. The Seminsr noted the excessive dependence of most of the African
countries on revenue from indirect taxes and the present state of relo-
tively ¥98 developed inceme taxes. It bolieved that inconme taxes sust
play an increasing role in providing nseded finances for economic develojp-—
ment. It, therefore, recommended that African governments should give
serious and urgent attention to the development of these taxes. It noted
that African governments should toke advantage of international assistance
zvailable in this respect and develop appropriate systems of income *taxn-
ticn.

29. The Seminer considercd the need for providing adequate finarcial
resources to urban authorities whose functions have incressedwith ravid
urban growth accompanying the process of industrialization. It belicved
that property taxes could be usefully exploited by urban autlorities in
fetching substantial amounts of revenue. It recognized that tne revenus
from property taxess would depend on the adoption of appropriate systems
of valuation and rating and that expert assistance may be needed in this
regpect. The Seminar recommended that central governments of African coun-
tries should take active stsps in developing this source of revenue for
urban authorities and provide them with exrert assistance in devising an
appropriate property tax system.

30. The Seminar pointed ocut the shortzge of skilled personnel in
African countries and stressed the urgent need for establishing appro-
priate training programmes in all branches of activities. In the field of
financial administration, the Seminar considered thet in-service trainiang
should be given high priority and recommended that technical assistance
be made szvailable to Africans to acquire such treining. The Seminar noted
the advantages of regional training programmes and sxpressed the hope that
such arrangements would be made by eliclting regional cooperation. It
further recommended that Institutes of Public Administration existing in
various countries should be strengthenzd to iapart cemprehensive training
in financial administration witlin bthe context of wider noeds of public
administration.




