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ABSTRACT

The research aimed at determining the impact affiial management reforms on the economic perfarenah
public sector entities in Kenya. The study usedettenomic unit performance contracting resulthaseasure
of performance. The study’s main objective was étednine the relationship between financial managgm
reforms and the economic performance of the pudator in Kenya. The study used descriptive sudesign.
The population was the 42 ministries and departeninait were in existence during the period of todys The
study was carried out at the Ministry’s headquarteased in Nairobi. Data was collected from secondad
primary sources for five years between financiarge2007/2008 — 2011/2012.Analysis was done ugidigary
least squares (OLS) method. Three types of finhmefarms were targeted; budgetary reforms, acéognt
reforms and auditing reforms. The findings of thedg revealed that financial reforms achieved ntben half
of the intended performance targets over the panmter investigation. The results show that budgetforms
had the strongest explanatory power on performarndieators at 0.681, followed by accounting reforan®.47
and audit reforms at 0.387. We therefore conclidé¢ audit reform does not aid in improving perfontea of
public sector entities while budgetary and accauntieforms are the most effective tools. The redsorthis
misnomer could be that civil servants could haveettiged a negative attitude against audit and see i
slowing down delivery of services or that audidisonduit for corruption. More financial and budggtreforms
should therefore be undertaken for improved resditalit reforms need to be closely reevaluated aed
approaches employed to yield better results andeo@ performance.

Keywords: Financial reforms, Budgeting, Accounting, Auditigoublic sector

1.0 Introduction

Financial Management in the Public sector is aerm&d part of the development process of any gis@mitry.
Financial Management Reforms are developments &adges overtime in the field of finance. Financial
management reforms are important in that they tegatudent allocation of financial capital for therchase of
real capital. It further enables reorganizatiorfiefncially troubled organizations. The reformsdea optimal
management of cash, inventory and development pfogpiate dividends policies (Block et al. 1978¢Th
reforms assist in dealing with fiscal crises, palgressure, donor pressure, political change inttugost-
conflict situations and the demands of regionalliafions .Strong public financial reforms are essd to
improved service delivery, poverty reduction andatthievement of the Millennium Development Goals.
Effective PFM systems maximize financial efficienayprove transparency and accountability, and eoti —
will contribute to long-term economic success (&ties & Pretorius, 2008).

Financial reforms in the USA were necessitatedHayfailures that led to crises and required bokibac The
reforms were needed to create a sound foundatigmow the economy and create jobs. The reforms were
improving the banking regulations, creating tramspay and accountability for derivatives, hedgingds and
on insurance (Dodd,2010). Rostow’s stage theorg@L®eld that economic performance is affectedibgaf
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discipline and institutional reforms. Under the gmessive state theory, smith (1776) noted that gmtd
management of public finance is a progressive sthtaaintaining high standard of living for peoged thus
their economic conditions. Nwezeaku (2010) argured the persistent underdevelopment of the ecorsonfie
sub-Saharan Africa can be explained by financiahagament failure. Various studies have depictedh bot
positive and negative relationships between firelmoanagement reforms and economic performance.

McKinnon (1973), Chaudhry (2006), Mohsin and Seim{aD00) concluded in their studies that there is a
significant positive relationship between financmhnagement and economic performance. Bash anarTayl
(1999) noted that a negative relationship betwewantial development and macro- economic fluctuetiexists
only in developed countries. Fitzgerald (2006) doded that potential contribution of financial degment to
economic growth is considerable but cannot be taikengranted and it depends on the construction of
appropriate institutional structures.

The Kenyan public sector is made up of various enuo sectors .These include agriculture, touriseglt,
education, infrastructure, communication, water saitation, energy, among others. More sectorindieated

in appendix Il. The overall performance of Kenyasonomy since independence has remained “mixed”
(Institute of economic affairs, 2002).Kenya is tiegional hub for trade in East Africa. The countrys a
market-based economy with a liberalized foreigmergolicy. Over reliance on agricultural productiand
tourism makes the economy vulnerable to internatiomarket highs and lows. Kenya's GDP has been
inconsistent since its independence in 1963. Dutieginitial years of independence, the countryieaad high
economic growth of 6%, which declined to below 4%4He following decades.

In the 1990s, Kenya's GDP fell to below 1.5%. 18@0the IMF and World Bank offered loans to therdoyto
prevent a severe economic crisis with GDP growtlnfato 0.2% (Economic watch, 2010).Inflation ik@ a
serious concern for the growth of the Kenyan econo@ince 2004, the inflation rate has consistebtgn
above 9%. However, owing to the political instailind budget deficits, it reached 26.3% in 2008r@ption

is the biggest impediment to Kenya's economic gnowkollowing the 2005-2006 foreign aid frauds,
international agencies delayed funds and grantsarambments. The post-election violence of 2007/2008
worsened the economic conditions. Thus, without @éstablishment of political stability, Kenya's eooric
growth will remain volatile (Economic watch, 2010).

2.0 Formulation of Research Problem

In the recent past there have been attempts bi{éhgan public sector to improve its financial magagnt’'s
approaches. Some of the recently introduced pudditor financial management approaches includeigubl
participation in budget making, establishment ofioi#s financial officers such as the controller Biidget,
Auditor General and institutions such as The Naidrreasury (Constitution, 2010).These are quitemeand
their effect may be experienced in future. Howehere are other reforms that are a bit old and tousd have
had an effect on the performance of the economitose These include program based budgeting, rated
Financial Management Information System (IFMIS) iaternet based accounting system linking various
Ministries/departments and counties to a centraleseat the National Treasury under a distinct dipant, Risk
based Auditing, establishment of audit committesg, of information technology in carrying out aadiimong
others.

Despite these increased reforms in public seabanfiial management approaches, the Kenyan ecorsectiors
performance has not been impressive. This haoladsttuation referred to as “the paradox of fyfermhat is,
there are plenty financial reforms without much @&mpin the economy. Previous related studies hate n
focused on public sector financial management ne$oand the economic sectors performance. Ochidd@p}2
for instance, conducted a study on the impact iifm direct investments on the economic growtri If2009)
conducted a study on the challenges of operationdgeting at the Ministry of Finance in Kenya. Thisdy
was therefore motivated by the knowledge gap cdedtes to lack of a related research in the said.anée
investigate the existence or nonexistence of aioekhip between the much touted financial manageme
reforms and the economic performance of the estitiegeted by such reforms.
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20LITERATURE REVIEW

This paper was informed by The Rostow Stage Thelis theory posits that it is possible to classifgieties
into five categories based on their level of ecoitomevelopment namely the traditional society, the
preconditions for take-off, the take-off into se#fustaining growth, the drive to maturity and tlye &f high
mass consumption. Here economic growth and devedapiis assumed to be affected by policy formulation
policy planning, budgeting, fiscal discipline anmstitutional reforms all of which must be an intgpart of
public sector financial management (Rostow, 1960).

The implication of the above theory is that ecormuaévelopment is affected by fiscal discipline whis a
critical component of the financial managementmef In addition, it advocates for institutionalaiens which
may include financial institutions. Further, Wageedtaw of Expending State Activity which was forratéd
towards the end of the €entury states that as the per-capita incomes, throwbanization and increased
enlightenment on the part of the electorate in@ess will the relative share of public sector ational output.
These increases which he argued resulted fromtatdei centralization of economic functions and éasing
complexities in legal relationships is a producthed quest for economic development, as well asrteased
need for industrializing nations to spend on celtand welfare. Wagner also opined that public edpere
must increase as a result of the need to increameomic development in cases where there is evaeic
market failure (Wagner as cited in Gemmell, 1993).

The implication is that the per-capita incomeswghg urbanization and increased enlightenment enptrt of
the electorate have been on an upward trend amebslol the relative share of public sector in nadiooutput.
These outputs are required to be optimal and the¥akequire necessary changes in various sectoltsding
financial sectors. Wagner also opined that publjseaditure must increase as a result of the neddctease
economic development in cases where there was rexgdef market failure. Increases in expendituraiireq
fiscal discipline through institutionalization amehplementation of various financial reforms. Whhenyan
market had not failed, it is prudent to hedge agfaany possible failure now or in the future.

2.1 Empirical Studies

Ogbonna and Bewel (2012) conducted a study whogetdle was to investigate the relationship betwten
reforms and economic growth in Nigeria. Time sergda was used from 1994 — 2009.The Johansen co-
integration test confirmed that a long run relasioip exists between tax reforms and economic granththe
granger causality result also showed that tax gramguses economic growth. This goes to show that t
reforms have significantly altered the way the eystand their agencies function resulting in impobirapacts

on economic growth.

Wanjohi (2010) did a study on Kenya and South Africhose main motivation was to check significanfcéne
hypothesis “increase in financial development reduthe macro — economic volatility”. The study usie
standard deviation of real per capita consumptimrestment and financial development which incluthes
additional controls variables and the disturbameet Real interest rates were also included irsthdy. It was
concluded that higher financial development cleaghljuce the macro — economic volatility in thesentoes. In
addition, positively, the financial sector of batbuntries is doing a far better job after the refer

Steven and Freinkman (2008) undertook a study tuithobjective of stocktaking the reforms in pulfif@ncial
management. The authors employed the global stdedad the public expenditure and financial accahility
(PEFA) framework to assess public sector finantiahagement performance in Nigeria from 1999 to 20ty
study found that the PEFA diagnostics revealedeadtrtowards a system-wide upgrade in Nigeria's iubl
Sector Financial Management (PFM) system. HoweNggeria was found to have performed woefully in mos
of the 28 performance indicators. Some of theidifigs include, inter alia, overall rapid fiscal axgion which
could not translate in improvements in the econoand social conditions. Excessive spending outHige
annual budget with extra budgetary spending avegagl% of the GDP within the preceding three ydamn
1999, and Poor quality of spending with persisteetficiency and leakages in both current and edbitidgets.

Fitzgerald (2006) did a study whose objective waddtermine the linkage between financial develagiraad
economic growth. He involved regress growth in 860for seventy Organization Economic Co-operation
Developments and developing countries as a craggseon previous financial depth in order to avoid
endogeneity of the contemporary variable. The stodgcluded that the potential contribution of fingh
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development to economic growth is considerable, darinot be taken for granted and it depends on the
construction of appropriate institution structure.

Chaudhry (2006) did a study to examine the imp#&financial liberalization experienced in Pakistam macro-
economic performance and development. Time sedels tof econometrics were used since the main idea
behind the study was to measure the usefulnedearidial sector liberalization indicators on macesenomic
development of Pakistan by using available dat& Timdings of this study reveals the long — rud ahort —

run relationship between the indicators of finahdiaeralization and economic growth and investmant
Pakistan .This means that financial developmentawvgs economic growth in Pakistan.

Abdul and Ying (2002) while undertaking a study forancial reforms and economic growth; comparisdén
china and Pakistan, held that literature suggestsiguous linkage between financial development anacro-
economic volatility .A major chunk of literature gaests that a negative relationship between fimhnci
development and macro — economic fluctuations &xisty in development countries (Bash& Taylor, 1999

Mohsin and Semlali (2000) while doing a study olatienship between financial development and ecaoom
growth and development in sub- Saharan Africa imt#id a positive link between financial developmamd
growth. They further concluded that financial deysghent has a predictive power for future growth and
interpret this finding as evidence for a causatiehship that runs from financial development tovgh.

McKinnon (1973) further did a study on financialptle — growth on country case studies. The studkddaat
the financial system and economic development igeAtina, Brazil, Chile, Germany, Indonesia, Korea a
Taiwan in the post — World War Il period. He comtgd that better functioning financial system supptaster
growth. Gelbard and Pereira Leita (1999) examire dase of sub — Saharan Africa. They found thatesom
progress has been achieved in terms of modernimjnancial sector since mid-1980s but conclué much
remains to be done. They also show some empirigdlerce supporting the positive relationship betwee
financial depth and growth for sub — Saharan Afrithe positive relationship and significant relasbip
between financial depth and growth has also beemdfén studies using pure time series.

Ngugi and Kabubo (1998) undertook a study on chghs facing Kenyan financial sector. The study iveo
banking and non- banking institutions, the govemiraend its entities. The study noted that as thayis
general economic condition deteriorated in theyea#8l80s, the financial sector performance also vaentn.
Despite having a diversified financial system, fioial savings remained at a low level. The shardoshestic
savings held as assets financial with the finarsgator averaged 30% in 1984 -1987, similar tdekels in the
1970.Monetization of transactions fell from 34%3@% and 29% in 1978 — 1980, 1980-1984 and 1984-11987
allocation of credit, the government took a subtshmnd rising share of loanable funds to finattee budget
deficit and fund Parastatals. The share of govenimet domestic credit rose from about 20% in 1@783% in
1986.This led to various constraints on the finahséctor and resulted in mounting of a financéatsr reform
programs.

From the literature review discussed above, mgjodf the economies were affected by the financial
management activities. The studies had dealt omeflagionships of macro-economic indicators, Re®imthe
public financial management and challenges facingntial sectors. It was therefore clear from la#l studies
that financial management activities are of gregidrtance for any economic development to be redlizhere
had been no known study that had focused on tlaiorship between financial management reforms and
economic performance of public sector in Kenya.sTlas despite the fact that financial managemeiien
public sector had had numerous reforms in the Jss. research therefore sought to fill the gap emwtribute

to knowledge by establishing the relationship betwinancial management reforms and economic pagoce

of public sector entities in Kenya.

2.2 Hypothesis

The following hypotheses are formulated to be teste
Ho. There is no significant relationship between budgetreform, accounting reform, audit reforms and
economic performance
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H,. There is a significant relationship between budgeteeform, accounting reform audit reform and
economic performance

3.0 RESEARCH METHODOLOGY

The study used census and correlation researcigrdesicorrelation research study allows the redearto
describe in quantitative terms the degree to whiahor more variables are related (Martens, 2008).farget
population was the 42 Ministries and departmerds tfiede up the entire public sector, (Appendixd¥)at 31st
December, 2012.In addition, this facilitated cdilec of adequate information on the research stiljeea.
Census survey was done for Ministries and depatsndine research used both primary data and segonda
data. Primary data was collected from the respasdeho were senior managers in the various depatme
within the 42 Ministries. Secondary data was celdmn the performance contract composite scorahéofive

(5) years under investigation for each Ministry/Bdment. This was used to measure the economic
performance

3.1 M easurement of variables

Financial management reforms could be measuredighr@ehanges that were undertaken in the budgetary,
accounting and auditing process for the last fieyears for each. The economic performance wasuned
through evaluation of the various performance casttpascores rankings from the performance contrafctise
various Ministries and Departments in the Governmméterformance contracting was defined as freely
negotiated performance agreement between the Goesitrand the respective Ministry, Department or gye
(Office of the prime minister of Kenya, 2010). Theakiation of the performance of public agenciesiéed the
rating of actual achievements against performaaogets negotiated and agreed upon at the begirufitige
year. The resultant scores were computed into i@wes, weighted scores and ultimately denominatéal i
composite scores. The performance contracting ceitgscores ranged from 1.00 to 5.00 (office of Phiene
Minister of Kenya, 2010).In Kenya, the public sectias composed of government ministries and degautsn
which were 42 in number during the period underevev (Appendix I)

3.2MODEL SPECIFICATION
The econometric model is specified as shown anddte was analyzed using the specified model;

y =7 20 +7 21x1 +7 szz +7 23X3 + -f

Wherey was the ministry /department annual performanagraoting composite score evaluation results for
five (5) yearg3o, B1,82,p3 are constants andXX,, X; are the financial management reforms érid the error
term.

Financial management reforms were measured usieg thata points; Xfbr budgetary reforms. These reforms
included the various key budgetary reforms undertdky the Ministry/Department within five years.

Xz was for accounting reforms .The reforms includegl ¥arious key accounting reforms undertaken by the
Ministry/Department within five (5) years.sXvas for auditing reforms. The reforms were on théous key
audit reforms undertaken by the Ministry/Departmeithin five (5) year including value for money aud

Dummy variables 1 and O were used to denote presmnabsence respectively of each of the threeztds.
Statistical package for social sciences (SPSS wag)used to aid in quantitative data analysisHerstudy. The
results were presented in charts, graphs and tables

4.0 RESULTSAND DISCUSSIONS
This section reports on the main results obtaingdabalysis of data and presentation of results hef t
questionnaire data. From the results in tablaéé&gtonometric model above becomes;

Y =2.998 — 0.165 X— 0.057 % — 0.0389 X%
The coefficients indicate that a unit change in thelgetary reforms results in 16.5% change in ecnno

performance of a public sector entity, while thmeds true for accounting reforms at 5.7% and awdirms at
3.89%. Budgetary reform is therefore a more stimeglictor variable.
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4.1 Number of Budgetary Reforms Undertaken

The number of budgetary reforms undertaken by thaisilies within the financial years 2007/2008 to
2011/2012 is shown in figurel below. The findingdicate a significant increase in the number ofgedary
reforms undertaken by the Ministries over the pkumder investigation. In the Financial year 20008, 63
budgetary reforms were undertaken; this figureadased to 89 during the Financial Year 2011/201% 3thows
that there was an appetite for budgetary reforntisimihe public sector.

Figure 1. Number of Budgetary Reforms Undertaken

2007/2008 2008/2009 2009/2010 2010/2011 2011/2012

50

4.1.1 Number of Budgetary Refor ms Undertaken Against Performance

The findings in table 1 below indicate the numbébuodgetary reforms that were undertaken by théouar
departments/Ministries and the average performaofcéhe Ministries/departments after the reformseTh
average number of budgetary reforms undertaken2wlds 2.60, 2.60, 2.83 and 2.97 for the five finahgears
from 2007/2008 to 2011/2012 respectively. This shomat there is an increase in the number of refatone
after every financial year. The mean budget refoaggregate within the last five years is 2.667 shgwhat
reforms were good and had a positive impact tooperdnce.

Table1: Number of Budgetary ReformsUndertaken Against Performance

Mean Std. Deviation N
(composite performance) 26777 39991 30
2007/2008 2.10 .803 30
2008/2009 2.60 1.133 30
2009/2010 2.60 .968 30
2010/2011 2.83 1.262 30
2011/2012 2.97 .928 30

Source : Resear cher (2013)
4.2 Number of Accounting Refor ms Undertaken
Findings in figure 2 below indicate the number of@unting reforms that were undertaken by the rries
within five (5) Financial Years that is, financigars 2007/2008 to 2011/2012. The findings inditlad¢, there
is a notable increase in the number of accountgéfigrms undertaken by various Ministries/Departmémthe
public sector. In the financial year 2007/2008 gs8ounting reforms were undertaken while in tharfirial year
2011/2012, 73 reforms were undertaken. Howeveriticeease was not constant with some slowdown in
financial years 2009 /2010 and 2011/2012.
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Figure 2: Number of Accounting Reforms Undertaken
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Sour ce: Resear ch Questionnaires

4.2.1 Number of Accounting reforms Undertaken against Perfor mance

Findings in table 2 below indicate  number of acding reforms that were undertaken by the various
departments/Ministries and the average performaofcéhe departments/Ministries after the reformseTh
findings show the average number of accountingrnefoundertaken for the past five financial yeasir
2007/2008 to 2011/2012 to be 1.67, 2.33, 2.07, 216 2.43 respectively. This shows that there dsaaual
increase in the number of reforms done after efiaancial year but the increase was not consisaéérihrough
dropping in 2009/2010 and 2011/2012 financial ye&tswever, the mean accounting reforms aggregate
(composite performance) within the five (5) yearasw2.45 showing that the reforms were good andahad
positive impact to performance.

Table 2: Accounting Reforms Undertaken Against Perfor mance

Mean Std. Deviation N

Accounts reforms aggregate 2.45 379 30
(composite performance)

2007/2008 1.67 1.028 30
2008/2009 2.33 1.028 30
2009/2010 2.07 .944 30
2010/2011 2.60 1.003 30
2011/2012 2.43 .935 30

Sour ce: Resear cher (2013)

4.3 Number of Auditing Reforms Undertaken

The number of auditing reforms that were undertalogrthe ministries within the five financial yegpsriod
between financial years 2007/2008 and 2011/20b2lisated in figure 3 below. From the informatiomerte is a
notable increase in the number of Audit reformseautaken by various Ministries/departments. In tharicial
year 2007/2008, 46 auditing reforms were undertakieite in the financial year 2011/2012, 63 auditrefprms
were undertaken. This indicates 58.7% increash@dmumber of reforms between these two periodsteTisea
slowdown in the number of reforms increase durirggfinancial year 2010/2011.
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Figure 3Number of Audit ReformsUndertaken
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4.3.1 Number of Auditing Reforms Undertaken Against Perfor mance

Results in table 3 below shows the number of Anditreforms that were undertaken by the various
departments/Ministries and the average performahtiee departments/Ministries after the reformsatly, the
average number of auditing reforms undertakenHerfive financial years from 2007/2008 to 2011/20z5
1.53, 1.60, 1.97, 1.73 and 2.10 respectively. Tiécates that in all the departments/Ministriesrénwere at
least 1 or 2 audit reforms undertaken. The talde ahows that there was a small increase in thebeuwf
reforms done after every financial year but dropjpe010/2011 financial year. However the mean Caositp
performance score within the five years was2.28%éving that despite having a small number of refrthe
economic performance was very good.

Table 3 Auditing Reforms Undertaken Against Perfor mance

Mean Std. Deviation N

Audit reforms aggregate 2.2876 .29436 30
(composite performance)

2007/2008 1.53 .819 30
2008/2009 1.60 .894 30
2009/2010 1.97 .928 30
2010/2011 1.73 .980 30
2011/2012 2.10 1.094 30

Source: Researcher (2013)

4.4 Economic Performancein Kenya

An analysis of the report on evaluation of the pearfance of public agencies prepared by the perfocaa
contracting department indicated that there waslative improvement on the economic performance of
Ministries / Departments as indicated by the averpgrformance scores in Appendix Ill. The average
performance scores are 2.67743, 2.448367, 2.4598383527, and 2.28757. Where, 5 is very poor aisl 1
very good as per Performance Contracting Departmedfénya (2010).

5.0 Testing of hypothesis

From Table 4 below, the partial regression ressltsw that there is a strong positive correlation0d81
between the number of budgetary reforms undertakenthe performance of Ministries and departmertiss
implies that the more number of budgetary reformerewdone, the better the performance of the
department/Ministry. There is a moderate positiegradation of 0.470 between the number of accogntin
reforms undertaken and the performance of the Miagdepartments. This implies that the more nunadje
accounting reforms were done, the better the pmdace of the department or the Ministry and finalhere is

a weak positive correlation of 0.387 between thealmer of auditing reforms undertaken and the peréme of
the Ministries and departments. This indicates thatperformance of the Ministries / departmentprowed
slightly despite the numerous reforms done. Thwes ghrformance of the Ministries/departments does no
entirely rely on the number of auditing reforms ertdken. The null hypothesis is therefore rejected.
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Table4 Partial Regression Results

Budgetary Accounting
Reforms Model Reforms Model Audit Reforms
Summary Summary Model Summary
R 0.681 0.47 0.387
R Square 0.464 0.221 0.15
Adjusted R Square 0.352 0.059 -0.027
Std. Error of the Estimate 0.3219 0.367 0.32144

5.1 Multiple Regression Results

The regression Coefficients in table 5 indicatest the three key financial reforms that were uradem had
different impact on performance. From the tableddaiary reforms and Accounting reforms had the dggh
impact on performance compared to auditing reforiffsis is indicated by the P-value (Sig). P-value is
statistically significant at a level of 0.05 ordewhich suggests a linear relationship among tienfiial reforms
and performance. Statistical significance at a (206l means there is a 95% chance that the raktiip among
the financial reforms and performance is not duechance. Having the null hypothesis as” there is no
relationship between financial reforms and perfaroed; the statistical significant correlation i906, 0.038
and 0.335 for budgetary, accounting and Auditirapeetively.

This implies that budgetary and accounting refohad the highest impact on performance comparetigo t
auditing reforms. Thus to enhance performance @fpiliblic sector more emphasis should be put oreasing
the number of budgetary and accounting reforms takien. From the model summary in the table 5below
there is a strong positive correlation of 0.437Aeein the number of financial management reform&riaken
and the economic performance of the Ministries dapartments. This shows that the increase in number
financial reforms undertaken resulted to improved haetter economic performance of the public sedibrs
can be attributed to the reforms meeting the irtenaobjectives and them being part of performanmgeta of
the public sector entities.

Table5 Multiple Regression Results

Unstandardized 95.0% Confidence Interval
Coefficients Standardized Coefficients for B
Lower Upper

B Std. Error  Beta t Sig. Bound Bound
Constant 2.998 0.169 17.729 0 2.65 3.346
Budgetary -0.165 0.055 -0.521 -2.985 0.006 -0.279 0.051
Accounting -0.057 0.055 -0.181 -1.039 0.038 -0.169 0.056
Auditing -0.039 0.04 -0.145 -0.983 0.335 -0.121 43.0
R Square 0.437
Adjusted R
Square 0.372

Predictors: (Constant), Budgetary, accounting arditimg reforms

5.2 Conclusion and recommendation

Arising from the findings above, it is clear thaete is a positive relationship between financ&ibms and
economic performance. This positive relationshipgsessitated by the inclusion of financial refolamspart of

the performance targets for the departments andsWes. In addition, financial reforms that acléetheir
intended objectives tend to contribute a lot towaetonomic performance. Therefore departments and
Ministries in the public sector should include fiél reforms as part of their performance congraatget and
should ensure that they implement the reforms @ir tlogical conclusion in order to achieve the rafe
intended objectives and consequently their perfoocea
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Reforms culture should be inculcated amongst th# Bt order to ensure creativity and avoid resis&ato
reforms and therefore lead to internally initiateébrms which were noted by the study to be minimal

On the problem of “paradox of plenty” i.e. plenipancial reforms without much impact in the economy
investigations should be instituted to find out whee the other causes of poor economic performaime
from this study it is evident that the more finagieforms the higher the economic performance sThulight
of the above findings, the researcher made theviiig recommendation:

The study recommends that there should be an isengathe number of financial and other forms démas
that are part of performance targets of the puldictor and also see to it that the reforms medt ithtended
objectives through proper monitoring and evaluatibthe reforms prior and after being undertaketms Wil
greatly improve the performance of the public seetbich translates to better economic performaricthe
Country.

Measures should be put in place to find out whyitangdreforms are not contributing greatly into theonomic
performance of the public entities despite the vemportant roles they play such as oversight arst ri
management. Appropriate actions should thereforaken to ensure audit reforms play their intenpleghose.
The study further recommends that public entitiesutd be encouraged to internally generate thdormes
instead of waiting for external parties such asMa¢ional Treasury and the Office of the Presideninitiate
Reforms on their behalf. Essentially public engitishould be pro —active on reforms. Internally getes
reforms are easily accepted by the staff unlikemlly initiated reforms.

A pre-determined reforms plan should be put in giarenable progressive increase of reforms from one
financial year to another. This would allow propéanning of resources and a constant economic pegioce
growth in the public sector. This reforms plan wbutduce instances where there is a slowdown ormef as
noted from the research findings. A slowdown redube staff momentum in their reform processes.

Processes controls should be put in place as refam® undertaken since as noted in the study nfasteo
financial management reforms are process oriefftedrefore, to ensure the correct output from trexess is
achieved effective controls should be put in placthe departments/ Ministries operations. Moreptining
on externally initiated reforms should be giverogty to ensure that there is no resistance tad¢f@ms

5.3 Suggestionsfor Further research

The study was carried out in Government departmants Ministries in Nairobi. Future research shobéd
carried out on other Government departments outsidieobi. In addition future research should cotes
parastatals and other semi autonomous Governmesndigs. This would providen a broader picture & th
relationship between financial reforms and econgmeidormance in the entire public sector.

More studies should be carried on the strategiésnaechanisms that should be adopted to increasertc
performance of the public sectors through othesrra$ such as procurement reforms.

Data collection was based on questionnaires,Fustuglies could be carried by involving the respaosien
discussions so as to get their views on finaneifdrms that they think can sustain the economitopmance of
public sectors entities. The research targeted semjor managers in departments / Ministries withi public
sector,Further research should target both setafframnd junior staff since junior staff play ataral role in the
implimentation of reforms and may be having vitdbrmation.

The study used performance contracting resulteasieasure for economic performance. Further stufieuld
be done using other measurements of economic paafare such as the departments/Ministries contabutt
Gross Domestic Product (GDP) against the the variimancial reforms undertaken to ascertain whetthere is
any relationship between those two variables.
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APPENDIX |

PERFORMANCE CONTRACTING COMPOSITE SCORES
No | Ministry/Department 2007/2008 | 2008/2009 | 2009/2010 | 2010/2011 | 2011/2012
1 Ministry of State for Provincial Administration| 2.8611 2.5675 2.2701 2.1145 2.0134
2 Ministry of Foreign Affairs 3.1345 2.3465 2.2906 | 2.1342 2.6434
3 Ministry of Special Programmes 2.6456 1.9343 2414 2.111 2.5678
4 Ministry of Regional Development 3.1163 2.3115 4582 1.9345 2.3434
5 Ministry of Education 2.5611 2.4561 2.7074 2.7968 | 1.9892
6 Ministry of Public Service 2.4541 2.1165 2.2113 | 2.5911 2.634
7 Ministry of Energy 2.1341 2.3434 1.9509 2.1143 9311
8 Ministry of Fisheries Development 2.3461 2.6613 7581 2.5613 2.2463
9 Ministry of Labour 2.1124 2.6112 2.8467 1.9341 1223
10 | Ministry of Medical Services 2.1611 2.3781 28271 1.9441 2.1211
11 | Ministry of Water and Irrigation 2.9511 2.6346 4329 2.5134 2.5117
12 | Ministry of State for Immigration 2.3434 2.4115 | 2.4858 3.101 2.6789
13 | Ministry of Finance 2.5616 2.7891 2.4555 1.9434 | 2.1434
14 | Ministry of Planning 2.1434 2.1343 1.9382 1.6342 | 1.7934
15 Ministry of Environment 2.1129 2.4311 2.4834 94134 2.567
16 | Ministry of Information and Communication 2.8434 | 2.9634 2.1655 3.1241 2.5624
17 | Ministry of Public Works 2.6711 1.9342 2.5118 6781 2.112
18 | Ministry of Lands 2.5612 1.6241 1.972 1.8124 438
19 | Office of the Vice President & Min. of Home2.994 2.3411 2.3388 1.9443 2.2241

Affairs
20 Ministry of Co-operative Development 3.5131 .26 2.4693 3.5494 2.3431
21 | Ministry of East African community 3.3346 2.7913 | 2.649 2.143 2.2124
22 | Ministry of Local Government 2.5116 1.9511 2.827 2.5612 1.8121
23 | Ministry of Roads 2.5711 3.2145 3.4407 3.0461 | .49@7
24 | Ministry of Housing 3.5134 2.3412 1.4265 2.111 3424
25 | Ministry of Tourism 2.5612 1.9314 2.4659 2.2243 | 3.123
26 | Ministry of Agriculture 2.5431 2.3431 2.2192 e 2.3616
27 | Ministry of Youth& Sports 2.3411 2.5431 2.8608 6215 2.2211
28 | Ministry of Industrialization 2.9342 2.5311 2001 2.3614 2.1243
29 | Ministry of Transport 3.0113 3.242 2.8087 2.4311 | 1.923
30 | Ministry of Forestry and Wildlife 2.7891 2.6112 | 2.5228 2.3145 2.1134
Average Composite Scores 2.6777433 | 2.4483667 | 2.4598333 | 2.3635267 | 2.28757
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