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Introduction

• The Parliamentary Budget Office was established to support the Finance 

and Appropriations Committees in both Houses of Parliament with the 

implementation of the Money Bills and Related Matters Act of 2009, 

provides independent analysis;

• This brief provides MPs within the Finance and Appropriations Committees 

with an overview of Zero Based Budgeting (ZBB) for consideration with 

regard to government’s proposal to implement ZBB;

• The brief offers some views on public management reforms in South 

Africa, and the role of the Constitution, the PFMA and the MFMA in the 

budget process; 

• The brief presents international experiences from countries that have 

attempted to implement ZBB, including many challenges that led many 

to abandon implementation of strict ZBB.
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Background

• Economic and political developments, and inefficiencies in public 

administration and government institutions are some of the reasons that 

have necessitated public sector reforms in South Africa and across the world;

• The primary emphasis of several governments in the 1960s was on financial 

planning and cost accounting;

• A more programmatic management-by-activity approach was then

implemented in the 1970s and 1980s; 

• The introduction of new public management (NPM) in the late-1980s was 

aimed at shifting government service delivery management from processes 

and financial probity towards result-based service delivery management;

• Critiques of the efficacy of NPM led to new approaches to public 

management that focused on the whole of government, including new 

public governance and new public services models;

• One alternative to NPM was to focus on creating public value – an 

approach where political and philosophical aspects of public performance 

management should be seen as equally important to their technical aspects 

(basically looking at the entire value chain of the public sector). 4



Background
• Mazzucato and Ryan-Collins propose an alternative approach that 

recognises that value is created socially through the cooperation of several 

stakeholders, including the market, state and civil society;

• What is crucial here is the question of the role of the public sector and 

whether or not it has the capabilities, resources and capacities to be part of 

a process of co-creating value;

• Regardless of the different focus of these reforms, performance 

measurement has consistently searched for effective ways to make 

government work better and more cost effectively;

• Slow economic growth and the challenges to do more with less, means that 

governments have to explore alternative means of spending and investing to 

achieve improved well-being and social equality;

• Service delivery and economic interventions that support economic growth, 

investment and employment help to foster economic development, 

knowledge formation, innovation and the creation of new markets and new 

economic possibilities that expand the economy and the associated 

potential pool of revenues available to government. 5



Budget as a Policy Instrument
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Budget as a policy instrument

• The budget is an essential policy document illustrating how government will 

prioritise and achieve its annual and multi-annual political outcomes;

• The budget serves as the governments’ primary instrument for 

implementing government policies, including fiscal policy, and thereby 

influencing the economy as a whole;

• It is a contract between citizens and government, demonstrating:

• how the government will spend and invest to improve well-being and equality in 

society;

• economic interventions that support economic growth;

• investment, employment to foster economic development, knowledge formation

• innovation and creation of new markets and increase economic possibilities that 

expand the size of the economy and the pool of revenues available to 

government;

• Therefore the budget must be realistic, clear, transparent and credible if it 

is to be implemented efficiently, but also function as a basis of 

accountability between the Executive and Parliament;
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Budget as a policy instrument

• The budget enables citizens and government service users to analyse the 

performance of the economy and to understand how the government 

spends and invests public resources;

• During preparation of the budget, it is vital to make trade-offs or 

complementarities and set priorities between programmes to ensure that 

the budget aligns with government policies;

• The methods for constructing the budget should then ensure that service 

delivery optimisation and the most cost-effective measures are selected; 

• Macroeconomic and fiscal flexibilities and constraints should be considered 

at the planning phase, during implementation and in the final reporting 

stages of the budget process;

• In a democratic government, the approval of the budget is one of the 

most important forms of parliamentary oversight of the Executive; 

• Therefore, the government budget is arguably the most powerful 

instrument of the government in carrying out its policies;
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Common government budget challenges

• Multiple objectives for budgeting: economic development, service 

delivery, socioeconomic issues, climate and environmental issues, which 

lead to opportunities for trade-offs;

• Insufficient or lack of proper public participation: members of the public 

and other stakeholders often raise concerns about insufficient 

opportunities to more meaningfully participate in the budget process;

• Limited inter-departmental collaboration in the budgeting process: some 

departments or government entities are often perceived to have limited 

opportunities for substantial collaboration in the process;

• Service delivery data is often of poor quality and/or not available in real 

time: lack or limited availability of real time service delivery data requires 

adjustment or review of budget allocations during the budget cycle.
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Government Budgeting Approaches 
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Government Budgeting Approaches 

• The South African government budget framework is guided by the 

Constitution; 

• The budget process is further derived from the PFMA and the MFMA, which 

provide clear regulatory frameworks for financial management in 

government;

• However, the method used to budget is not prescribed within the specific 

provisions of the budget determination and allocation principles in both 

these Acts; 

• Therefore, various budget methods have been used within every sphere of 

government, including:

• Incremental based budgeting: where the previous year’s expenditure plus 

allowance for price increases due to inflation or use of up-to-date information 

tracking the actual expenditure of the existing year is used to forecast full-year 

spending;

• Activity Based Costing: actual base costs of each service delivery activity is 

calculated separately before the activity costs are combined to determine a 

budget for the whole government department or agency;
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Zero Based Budgeting Approach
• ZBB involves an in-depth examination of all the activities typical to 

government departments, including service delivery, investment and 

economic development;

• The rationale for each activity must be examined and redundant activities 

identified and discarded. At the same time, new activities should be 

identified where applicable; no budget item is automatically included in 

the future budget;

• Once specific service delivery activities are agreed upon, the specific 

amounts allocated as inputs for these activities can be calculated;

• Costs are calculated based on the actual expenditure for each items, e.g. 

equipment, projects, transfers, professional and special services;

• When successfully implemented, ZBB may produce significant savings, 

releasing government from entrenched expenditure and methodologies;

• However, when ZBB implementation is unsuccessful, the costs of failure 

could significantly delay the achievement of government objectives. 12



ZBB rose to prominence in the 1970s

• ZBB rose to prominence in the late 1970s when then US President, Jimmy Carter, 

promised to balance the federal budget in his first term;

• ZBB meant that spending by the US government would require expenditure 

proposals to compete for funding on an equal basis, starting from base zero;

• Post initial implementation studies shows that;

• Despite budget efficiency improvements and fiscal  savings in year one of 

implementing ZBB, pre-occupation with ZBB routines compromised 

government’s ability to assess service delivery objectives; 

• Government departments were unable to productively identify significant 

efficiency gains beyond the first year of implementation;

• The US federal government found it difficult to implement ZBB over a medium-

term framework, leading to further difficulties in planning service delivery on a 

year-on-year basis;

• Another study of ZBB in local government showed that;

• The adoption of ZBB was motivated by an intention to push through budget 

cuts during a period of economic and fiscal distress;

• Success of adopting ZBB is dependent on other measures, such as economic 

growth which expands the tax base and increases state revenue;
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Experience and assessment of ZBB in the 1970s

• Extent of political reforms in local government affected implementation of 

ZBB, including:

• Clear separation between non-politically appointed heads of 

administration and knowledgeable political heads, as well as achievement 

of decentralisation of decision-making

• Instances where accountability was provided through the openness of 

administrative processes and documents

• The main benefit of adopting ZBB seemed to be its potential to cut budgets 

or to limit increases of budgets but ZBB required intense use of human and 

institutional capacity as well as excessive paperwork;

• Therefore, the question is whether the excessive time and human and 

institutional capacity required for ZBB added any significant long-term value;

• Furthermore, the ZBB budgeting process was eventually routinised after two 

years of implementation, notwithstanding the high cost of implementing ZBB

• More supported the use of the ZBB periodically rather than annually.
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World Bank Report on ZBB

• A report on public sector governance and accountability, which assessed 

various budget reforms from many countries (including South Africa);

• ZBB in government remains popular as an idealised approach to budgeting 

for public institutions;

• The report adds that in practice, however, ZBB is close to impossible to 

operationalise for the following reasons: 

• it creates more paperwork and requires time to implement, whereas 

many public institutions lack the extra resources and capacity; 

• in its ideal form, ZBB fails to account for the realities of the institutional 

and public politics that drive budgets; 

• most government programmes are not amenable to annual evaluation 

because even if they are required by legislation, they involve multi-year 

contractual relationships with service providers, not to mention public 

officials; 

• ZBB is an inwardly focused process that could be used to underline the 

priorities of managers, allotting less time and attention to mapping 

decisions that account for the preferences and priorities related to 

service delivery.   
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ZBB advantages and disadvantages

Advantages

• Budget that is well 
justified and aligned 
to strategy;

• Catalyse broader 
collaboration across 
an organization;

• Support savings by 
encouraging active 
resource allocation;

• Increase government 
efficiency;

• Improve public 
support through 
perceived increases in 
transparency and 
accountability;

Disadvantages

• Costly, complex and time consuming: has to be rebuilt from 

scratch;

• Cost-prohibitive for departments with limited funding;

• Risky when potential savings are uncertain;

• Execution could be derailed by budget cycle timing 

constraints;

• Requires specialised training of personnel to accomplish;

• Challenge for public-sector organisations with limited 

funding;

• Face extreme constraints relating to their ability to complete 

ZBB within a budget cycle 

• ZBB prioritization process may be problematic for 

departments with intangible outputs to which it is difficult to 

assign a monetary value

• Presents problems for the credibility of a medium term 

budget framework 
16

In instances where government has established processes for conducting 

regular programme-effectiveness reviews on a periodic basis, ZBB could be 

disruptive, potentially to a prohibitive degree
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South Africa’s ZBB experiences
• Since 1994, South Africa has implemented a number of public management reforms, 

including improvements to the classification system of public finances and the 

creation of a performance-oriented public services;

• Government departments are still struggling to implement the public management 

reforms as they are intended;

• Incremental, activity-based costing and ZBB methods are already being used by 

government departments and municipalities in their budget preparation;

• Incremental budgeting is used for operational expenditure line items such as 

Compensation of Employees (COE) and Goods and Services (G&S);

• COE and G&S budget expenditure items account for 46%  (32.7 % and 13.6 %) of the 

government’s consolidated spending;

• COE and G&S are less likely to change by more than 15% annually in lieu of significant 

policy changes;

• Need to review the budget system through regular monitoring and evaluation is that 

the operational expenditure from previous years may already include inefficiencies 

and wasteful amounts;

• G&S mainly based on procurement plans, and government may have more 

flexibility in increasing or decreasing this item compared to COE;

• NT provides directives and regulatory guidelines annually for determining and 

costing G&S budget line items in the public sector; 18



South Africa’s ZBB experiences

• Failure to obtain strict compliance via monitoring and evaluation of such 

compliance may be one of the weaknesses in curbing irregular and wasteful 

expenditure within G&S budgets;

• ZBB is used to determine budgets for Transfers and Subsidies (T&S) and Payment for 

Capital Assets (CA);

• T&S and CA account for 38% (33.1% and 4.1%) of government consolidated 

spending;

• Specific business plans and assets procurement and maintenance plans are used to 

inform government spending plans for T&S and CA making them zero-based in 

nature;

• The current consolidated expenditure budget structure used by government 

provides an opportunity for additional use of the ZBB approach to budgeting, limited 

to goods and services (13.6%), or budget items within specific transfers and subsidies;

• It is also worth noting that the government may have to strengthen human and 

institutional capacity to implement ZBB;

• Over the years, AGSA has raised concerns that the lack of sufficient financial 

management, budget control and performance capacity in both government and 

municipalities has led to irregular and fruitless and wasteful expenditure, 19



International Experience of ZBB

20



International Experience of ZBB

• International experiences of implementing ZBB has demonstrated that the 

approach does not fit well with existing budget processes influenced by political 

priorities;

• ZBB has also placed an immense administrative burden on line departments and 

budget preparation offices, which has contributed to most governments 

abandoning ZBB, or only implementing some aspects or elements of ZBB;

• There is however renewed interest by some governments in ZBB as countries 

attempt to improve spending composition and outcomes in a context of 

reduced fiscal space.

• ZBB in China

• In the 1990s, China began to implement a modified version of ZBB in certain 
provinces as it modernised and unified its own budgeting system;

• Political interference and exclusion of significant expenditure from ZBB reduced its 
efficacy;

• Despite the introduction of ZBB, government departments continue to set 

budgets based on previous years’ budgets;

• The introduction of “sunset clauses” has nonetheless improved budget making in 

China. 21



International Experience of ZBB

ZBB in Nigeria 

• The federal government of Nigeria began to shift from incremental budgeting to 
ZBB in 2016;

• This change has entailed considerable pressures on the time and resources 
required for budgeting as many government departments have struggled to fulfil 
ZBB requirements;

• Preliminary analysis suggests there has been little or no change in performance, 
in part due to bureaucratic connivance between budget offices and line 
departments.

• ZBB in South Korea

• South Korea introduced ZBB in the 1980s to allow for improved expenditure, which 
entailed reviewing current and new projects in the context of the zero-based 
budgeting;

• South Korean experience highlights the immense administrative load placed on 
both line departments and the central budget evaluation committee;

• As well as the limitation of performance data for appropriate assessment of 
budget proposals;

• ZBB also presents problems for the credibility of a medium term budget 
framework. 
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In Summary
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In Summary
• Over the years, RSA has implemented public management reforms, including 

performance budgeting;

• Government Institutions are still to implement and monitor the implementation;

• The Constitution provides a budget framework, while the PFMA and the MFMA 
provide budget processes;

• Government common budget approaches already in use include, incremental 
budgeting, activity based costing and zero-based budgeting;

• In many instances ZBB and Incremental based budgeting are used together, 
where goods and service (incremental) and payment for capital assets, and 
transfers and subsidies (Zero Based Budgeting);

• Current consolidated expenditure budget provides for further opportunity for ZBB, 
but limited to goods and services (13.6%  of consolidated expenditure);

• Alternatively, Government and Parliament may implement strict M & E system;

• Widespread implementation of ZBB in government across the world was attempted  

since the 1970s, and such attempts failed;

• However, some elements of ZBB remains part of the budget process across the 

world;

• While doubts remain about its plausibility for implementation, interest in ZBB 

continue to increase; 24



In Summary
• Some of the challenges of implementing ZBB in full include;

• Did not fit well with existing budget process influenced by political priorities and varying 

time considerations;

• Lack of technical, human and other resource requirements for the successful 

implementation of ZBB;

• If government is to implement ZBB successfully, complementary measures would 

be required including;

• Additional specialised training of personnel

• Employment of additional specialised personnel

• Budgeting for additional cost and time attached to ZBB

• Appropriate cost-benefit analysis

• Alignment of current government monitoring and evaluation mechanisms to ZBB

• Departments may face extreme constraints that constrain their ability to complete ZBB 

within a budget cycle

• the availability of personnel to drive the process internally

• capacity to maintain the government’s budget for multiple purposes (economic and 

social development, service delivery and redress climate and environmental challenges

• lack of real time performance information or service delivery data affecting budgets

• and the inability to implement ZBB in a medium-term government framework aligned to 

service delivery performance
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Thank You
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