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ACCOUNTABILITY THEORY AND ITS IMPLICATION
IN PUBLIC FINANCE

Abstract. In recent decades in developing and developed economies, the discussion
of the importance of accountability in public governance has increased significantly
and been considered as a necessary tool of reformation and advanced management.
Thus, the overlook of the theory of accountability and views at this concept of classic
and modern scholars is well-timed and caused by the reformation trends in Ukraine.
The aim of the research is to investigate the theoretical background of the
accountability and the empirical evidence of the accountability implementation in
public finance in Ukraine, including how the interaction between the institutions
involved in the public finance occurs. The paper is based mainly on the secondary
data analysis and qualitative methods of research. The findings of the research are
based on the comprehensive analysis and generalization of the theoretical views on
the nature and essence of the accountability and discover the peculiarities of the
accountability processes in public finance management, which is widely promoted
as means toward the effective reformation of government and democratic
transformations in Ukraine today. Practical implications: The findings are useful
for practitioners and researchers to gain theoretical and practical knowledge about
the accountability and its implication in the Ukrainian realities. The research sheds
light on the necessity of the future development of this topic and may be used as a
basis for further academic research. The research is selective and does not attempt
a total coverage of the topic. However, it identifies current problems in the current
state of the accountability concept in Ukraine.
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YUCAL 0COOAUBOCIE B3AEMOOIL Miyt YCIMAHOBAMU, AKi 30iLiCHIOIOMb YNPABAIHHA
OepwaBHUMU PiHaHcamu. I3 3acmocyBAHHAM AKICHUX Men100iB 00CAIOWEHHS Npo-
Be0eHO KOMNAEKCHUL AHAAL3 | Y3d2a/\bHEeHO MeopemuH1Hi N02AA0U Ha Npupooy i
CYMHICmb mepmiHa “ni03BIMHICHY, a MAKoy BUABAEHO CNeyUpIKy npouecis nio-
3BIMHOCMI B YNPABAIHHI 0epHABHUMY PIHAHCAMUY, W0 UAUPOKO NPONALYIOMbCA
Cb0200HI AK 3ACi6 eheKMUBHO20 pedhopMyBaAHHA YPAOY i OeMOKPAMUYHUX Nepe-
mBopeHb B Ykpaini. Ompumati pe3yrvmamu 6y0ymb KOPUCHI HAYKOBYAM i NPaK-
MUKam 0N HAGYMMs mMeopemuHHUX i NPaKmMu4HUx 3HAHb NpPo CYMHiCmb Nio-
3BimHoOCMI ma ii BNpPoBAOWEHHS B YMOBAX YKPAIHCOKUX peaiili. 3p06AeHO BUCHO-
BOK Mpo He0OXIOHICb NO0AALUL020 00CAIOWEHHS Ui€el meMU.

KAo40Bi cAOBa: Aep)XaBHe YIPaBAiHHs, Aep>KaBHi (iHaHCH, MA3BITHICTD,
MIPO30PICTh, YIIPABAIHHSI Aep>KaBHUMM (piHaHCAMU.
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KOHUENIOHUA NOAOTYETHOCTH U EE 3HAYEHHUE
B IIYBJIMYHbIX PUHAHCAX

AnHortanust. VccaedosaHnvl meopemuseckue 0CHOBbL NOOOMYEMHOCY U
amMHnupuveckue OAHHbIE 0 BHEOPEHUU NO0OMHYEMHOCI B 20CYOAPCHIBEHHDIX (Pui-
HaHcax B YKpauHe, B MOM YUCAe 0COOEHHOCHIU B3AUMOOEICINBUS MeWOY YHpes(-
OeHUSIMUY, OCYULeCBASIOWUMU YIPABACHUE 20CYOaPCIMBEHHbIMUY PUHAHCAMIU.
C npumeHeHuem Ka4ecmBeHHbIX MemMo00B UCCAeO0BAHUSL NPOBEOeH KOMNAEKCHDLIL
aHaiu3 u 0600uLeHbL meopemu4ecKie B32AS0bl Ha NPUpooy U CYULHOCHIb IMepMIU-
Ha “Nno00mH4emHoCy), a Makee BuisIBAEHA CNeYUPUKA NPOLeccoB noOOMHYemHoC-
MU B yNpaBAeHUYU 20CYO0APCINBEHHBIMU (PUHAHCAMU, WUPOKO NPONALAHOUPYEMBLX
Ce200Hs KaK cpedcmBo 3hheKmuBHo20 pedhopMupoBaHUs NPABUIMEAbCINBA U Oe-
MOKpamuHeckux npeobpasosanuii 8 Yxpaure. IloryueHHbie pe3yibmanmbi 6y0ym
NOAE3HbL YHEHbIM U NPAKMUKAM OAS NPUOOPEIeH s IMeopemuHecKux U npaxKmu-
HeCKUX 3HAHULL 0 CYUWHOCHIU NOOOMHEMHOCIIY U ee BHEOPEHUE B YCAOBUSX YKPA-
unckux peaiui. CoeraH BbBOO 0 HE0OX00UMOCHY OAAbHElULe20 UCCACOOBAHUS
Mot membt.

KAo4ueBble CAOBaA: IOCYyAQPCTBEHHOE YIIpaBA€HME, TOCYAAPCTBEHHBIE
(bUHAHCBI, TOAOTYETHOCTD, IPO3PAYHOCTD, YIPABAEHNE FOCYAAPCTBEHHBIMMU
¢drHaHCaMMU.

Many scholars nowadays have recognized that the organization’s activities had
an impact on the external environment and suggested that such organizations
should be accountable to a wider audience than just to its shareholders.
Accountability is a matter of concern for many countries due to widespread public
demands for transparency in governance and global protest against corruption [1].

Sinclair [2] allows that accountability is similar to chameleon and that
researchers in different spheres focus on different types of accountability. Some of
them concentrate on accountability in financial statements and accounting
information, including disclosure [3]. On the other side, human resource
management and social psychology explain accountability through organizational
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and human behavior [4; 5]. Accountability is also an integral important principle
for public administration for better governance [6].

Due to the fact that accountability is discussed in many areas, there are several
theories relating to accountability, for example, the agency’s theory, which considers
the principal-agent relationship as a relationship of accountability [7]. Cultural
perspectives are also linked to accountability. Many civilized countries have
developed a set of procedures aimed at increasing the effectiveness and efficiency
of public financial control. These procedures also aim to improve the activities of
executive authorities and other bodies that use public resources in their activities,
as well as to increase accountability and to be able to determine personal
responsibility for decisions and actions in public authorities.

As a consequence, academic literature on accountability is rather inconsistent
because authors create a specific definition using their own concepts, conceptual
views, and the framework for accountability learning [8].

For instance, according to Lawton and Rose [9], accountability is a process
where a person or group of people is required to report on their activities and the
way in which they performed or failed to perform their duties.

The central to all definitions of accountability is the idea that one person or
institution is required to report on its activities to another person or institution.
The general patterns of accountability relate to any relationship of this kind. In
governance, responsibility relates to relationships between public and private
actors. The application of general models to specific cases of relations between the
government and citizens is often a matter of doubt, not least because the rules of
what is considered appropriate vary from one country to another, one sphere of
state activity to another, and so on. Norms in the relationship of accountability
also change over time.

Concidering Ukrainian research experience in the field of accountability it is
worth noting works of such scholars as Kosinov who investigates accountability
and control over public bodies as a important principle of democratic state.

Korol and Chumakova [10; 11] highlighted the issue of accountability in the
frames of implementation process of the internal control system and training of
state internal auditors in Ukraine. Shulha [12] developed approaches to
accountability in public internal financial control bodies.

Other scholars like Barynina, Gasanov, Mishchenko, Iefymenko and others
[13-16] also investigate accountability concept from different perspectives related
to their field of academic interests.

Thus, itis evident that there is wide academic research experience of the theory
of accountability in international environment, although not all aspects of this
topic has been uncovered and are clear and sufficiently investigated from the
Ukrainian perspective.

Accountability is clearly caused by liability, so those who is responsible is thus
accountable. According to Stanley [17], civil servants are accountable in the
following items:

— public finance management, including: regularity (means the requirement
that all costs and receipts should be considered in accordance with the law), effective
control systems and value for money;
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— relevance: with state policy and initiatives; with law; with public expectations
of proper behavior;

— performance, including: setting goals and objectives; providing acceptable
levels of public service.

According to the Bovens [18], accountability is social relations in which the
actor feels the obligation to explain and justify his behavior to some significant
others. The concept of accountability is primarily due to the delegation of powers
from the shareholders (principals) to managers (agents) and the way to ensure the
relationship between agents and managers. In order to determine who is the
principal and who is the agent, the question of who is responsible to whom and
what needs to be answered. This issue led to a discussion of the responsibility of
stakeholders outside the organization, as well as between different levels of
organization, that is, external and internal relations. Thus, it is possible to
distinguish internal and external accountability.

The public sector accountability traditionally deals with relations between
politicians and citizens, as well as relations between politicians and public managers.
Bovens [18] notes that the concept of public sector accountability has become a
“rhetorical” device that serves as a synonym for many freely determined political
causes such as transparency, justice, democracy, efficiency and integrity.

Through the change of paradigm, accountability is seen as a more interesting
area for studying with the involvement of public administration and accountability,
which is discussed in the latest scientific literature, namely, from the New Public
Administration to the New Public Management. The NPM is introduced as an
alternative, built on the basis of market decisions and managed by the management
client. At that time, the NPM developed into public sector management and worked
on something more accessible.

Since this concept has recently been expanded, it can now be applied to more
complex relationships. Accountability is not limited to the principal-agent
relationship, and vice versa, entities can be responsible to many organizations
inside and outside the organization. To this end, different types of accountability
have been identified depending on the type of relationship, which means that it
can now involve a wider range of stakeholders. Due to the heterogeneity and
complexity of the interests of public sector, public organizations can lean to
controversial strategies and objectives that are less likely to reject voter than clear
policy and allow politicians to maintain or increase their political consensus [2].

To summarize, the concept is clearly very broad. However, given the different
understanding of this concept, it is a good basis for addressing accountability issues.
A possible starting point is the work of Bovens [18], which distinguishes the concept
into two main categories: accountability as a “mechanism” and “virtue”.

Regardless the widely shared calls for accountability in the public sector, some
researchers suggest that there are restrictions to the phenomenon. For instance,
in accounting research, Gray [19] criticized the extant financial and management
accounting practices in contributing to what they see as a limited understanding
of public accountability. Sinclair [2], after carrying out accountability investigation
on public sector managers, explained that there are risks, exposure and invasiveness
which limit accountability.
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Moreover, Messner [20] explained that it would be advisable to require greater
accountability; however, accountability itself may become more problematic. For
example, the reason why a public servant took a certain course of action may not
be clear to that person (that is, a decision can be taken instinctively). In such a
situation, responsibility is limited to the non-transparent nature of human
experience; therefore, a person cannot fully tell that he or she were not completely
conscious.

Scholars have different approaches regarding types and classification of
accountability in the public sector. The concept of accountability can be classified
according to the type of accountability and / or the person, group or institution
responding to public officials. For example, there may be two main types of
accountability, political and managerial accountability. Additionally, authors
distinguish direct and indirect; internal and external; vertical and horizontal.

Besides, Sinclair [2] identifies a wider set of public sector accountability forms,
which goes beyond the scope of financial dimensions, by also including political
(or democratic), public, managerial, bureaucratic, professional, and personal
accountability. In addition, scholar determines accountability as multiple “being
accountable in one form often requires compromises of other sorts of accountability”.

The first type is public accountability. This type is “more informal but direct
reporting to the public, interested groups of communities and individuals” It is
more informal than political responsibility. The right of citizens to knowledge lies
at the heart of this type of responsibility. The power of public audit can support
public accountability. Public servants should treat the public fairly.

The next type is the political responsibility that was used in the Athenian era
when it meant bringing officials to justice for their actions. Later it was extended
to ministerial and parliamentary accountability. Political responsibility is that those
who have delegated authority are responsible for their actions to people, whether
directly in ordinary societies or indirectly in complex societies.

From this point of view, public servants, politicians, government members,
legislators and political parties must be responsible to voters. The chain of political
accountability in the parliamentary system connects civil servants with directors
of individual departments that are accountable to ministers, then to the government,
parliament and, finally, voters. For some countries, the chain directly connects
public executives with representatives and political parties.

One more type of accountability is the accountability of organizations, although
some scholars use the term “administrative liability”. This is usually based on
relationships between chiefs and subordinates in organizations or hierarchical
relationships. This type can be divided into three sub-types: fiscal / regularity,
process / efficiency accountability and program / effectiveness accountability. These
three sub-types focus on input, output, and outcome accordingly, and are a means
of checking the proper use of resources, achievement, output efficiency and
effectiveness of the result.

Another type of accountability is professional responsibility. Civil servants
should be accountable to a group of experts that they are a member. However, the
degree of control is the difference between bureaucratic or organizational
accountability and professional responsibility. The level of control is high in the
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case of bureaucratic accountability, while it is low for professional accountability.
In addition, professional bodies usually have their own code of conduct or standards
for all their members.

This type of accountability is required when the government deals with complex
or difficult problems and requires the use of qualified or expert officials. These
officials should be accountable to professional colleagues. Although external
professional bodies can directly influence the decisions or actions of the expert,
either through standards or through education, the main body belongs to the
agency for monitoring or controlling the operational process.

Personal accountability is defined as “fidelity to personal conscience in core
values such as respect for human dignity and acts in a manner that takes
responsibility for the impact on the lives of others” Individuals should be responsible
for actions that may affect other people. This type of accountability focuses on the
personal ethics of responsibility.

On the other hand, Khotami [21] notes, that public accountability consists of
two types: vertical and horizontal accountability. Vertical accountability is the
responsibility for managing the funds of higher authorities, such as accountability
of working units to local self-government bodies, regional accountability to central
authorities, etc. And then horizontal responsibility is a responsibility that is passed
on to the general community. The idea is that institutions such as parliament and
the judiciary provide what is usually called horizontal accountability or the capacity
of a network of relatively autonomous powers that can call into question, and
eventually punish, improper ways of discharging the responsibilities of a given
official. Alternatively, vertical accountability refers to the ability of the state’s
population to ensure accountability of its government through elections and
political parties. It focuses on relations between citizens and their elected
representatives. Thus, vertical responsibility includes the possibility of organizing
political parties and participating in elections.

Vertical and horizontal reporting reflects the main role of formal institutions —
elections, parliaments, courts — in the field of state supervision. However, the
effectiveness of vertical and horizontal forms of accountability itself is limited.
Such official accountability institutions may not have the ability to constantly
monitor the daily activities of the entire state apparatus. Corruption and voting
studies have shown that in practice citizens often cannot punish corrupt regimes
through elections.

Thus, according to Goetz and Jenkins [22], the participation of civil society and
the media in overseeing civil servants is diagonal accountability (Figure 1). Such
accountability relationships operate diagonally because of their impact on vertical
and horizontal reporting. Hence, diagonal accountability is aimed at attracting
citizens directly to the functioning of the horizontal reporting agencies.

It is an effort aimed at strengthening the limited effectiveness of the functions
of watchdogs of civil society by breaking the state monopoly into responsibility for
official control of the executive.

From these ideas, although researchers use different approaches to describe
the nature of accountability in the context of the public sector, the main issues of
accountability are almost the same. In general, they focus on inputs, outputs or
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Government B > Oversight body
A \
Voters and parties Media and civil society organizations

Figure 1. Direction of accountability relationships

Adopted from Lihrmann, A., Marquardt, K., & Mechkova, V. (2017). Constraining
Governments: New Indices of Vertical, Horizontal and Diagonal Accountability. V-Dem Working
Paper, 46. Retrieved from https://ssrn.com/abstract=2956464.

outcomes, including processes, in order to assess whether public sector
organizations are wise in using of public resources.

Accountability in the context of public finance administration is always
interesting because the center of public finance administration practice lies precisely
in accountability. Acccording to Khotami [21], accountability is a form of
responsibility that relates to who is accountable, which is understood as the
obligation of the owner of the trust to ensure accountability, to report on all actions
that are his responsibility to the creditor who has the authority to exercise such
accountability. Government, private sector and civil society leaders are accountable
to the public and relevant institutions. From the empirical findings, we see that
civil servants are not only accountable to the highest authorities in the institutional
chain of command but are also accountable to the public, non-governmental
organizations, the media, and many other interested parties.

According to theoretical framework and empirical findings, there are two types
of accountability in public finance sector in Ukraine.

First, it’s horizontal accountability, which consist of formal relations in the state
itself, where one state entity has a formal power to demand explanations or impose
penalties on another.

For instance, it is interesting to see how the authorities involved in the debt
management process interact with each other and, accordingly, explore the
accountability process (Figure 2).

At present, debt management in Ukraine is carried out by a certain body in the
structure of government. In our case, it is the Ministry of Finance. Accordingly,
the Ministry and the Treasury, as it is a structural subdivision of the Ministry, must
report to higher authorities, that is, Parliament. Also, the civil servants report to
the Accounting Chamber, but during its inspection. It should be noted that there
is a transfer of powers from the Cabinet of Ministers to the Minister of Finance to
determine the type, currency and interest rate of external borrowing.

The second type of accountability that is intrinsic to the public finance sector
in Ukraine according to theoretical framework and empirical findings is vertical
accountability. Alternatively, vertical accountability is a means by which citizens,
the media and civil society strive to ensure compliance with the standards of good
performance of officials.
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Cabinet of Ministers

Verkhovna Rada (Parliament) ensures economic policy of the
the only legislative body of the government and acts as the
state, approves the state budget guarantor of loans received from

IFO and foreign banks.

A \ /

Ministry of Finance

Accounting
Chamber
carry out an audit

develops the state budget for the next
year, defining the amount of budget
deficit and public debt, establishes
the procedure for attracting and using
government borrowings

/ \

National Bank

MFI agent for servicing and Treasury of Ukraine
issuing bonds and carries out repayment and servicing of
depositary activity regarding government debt

these securities

The National Commission on
Securities and Stock Market
defines the peculiarities of
conducting depositary activity
with government bonds

Figure 2. Structure of interaction between public authorities regarding public debt
management

Compiled by author according to: Cabinet of Ministers of Ukraine. (2014). On approval of
the Regulation on the Ministry of Finance of Ukraine (Decree No. 375, August 20). Retrieved
from https://zakon.rada.gov.ua/laws/show/375-2014-%D0%BF [in Ukrainian].

Taking again as an example the case of public debt management in public
finance, citizens can see the medium-term strategy for public debt, the government
debt management program, which is formed on the basis of the adopted budget
on the official website of the Ministry. The Debt Management Report for the past
years is disclosed on the site. Departments of the Ministry provide information on
the implementation of payments, providing state guarantees on municipal
borrowings. The Capital Markets Weekly places information on the announcement
and results of the auctions. The Accounting Chamber also displays the results of
the audit on the site.

It means that the accountability process between the structures is clear and
valid. Although the problems are often concentrated on the upper levels of
government. Good and clean government is also an important part of good
governance. This means that the government should be free from corruption,
conspiracy and nepotism. Unfortunately, these three components are present in
Ukrainian realities. Parliament is a key actor. In terms of bringing civil servants to
justice, parliament is the principal and official the agent. Parliament, as the principal,
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requires the government and its officials as agents to implement the laws, policies
and programs that it has approved — and forcing the government and officials to
take into account their activities in this regard. Parliament is also an agent, as the
electorate (principal) chooses legislators to pass laws and oversee the actions of
the government on their behalf. The lack of accountability of the parliament as an
agent to its voters leads to problems of horizontal accountability in many countries,
besides in Ukraine.

A solution to this important problem of vertical accountability may be
technology advancements. The implementation of an e-government technology is
innovative and effective tool to ensure vertical accountability. According to Popescu
[25] e-government has a systematic positive effect on reducing corruption, reducing
external corruption by improving communication with citizens and internally
through more successful control and supervision of employees, as well as promoting
good governance and strengthening reform-oriented participants. In fact, the
proliferation of the Internet has a significant positive impact on the degree of
openness and the strong negative impact on the degree of corruption.

IT initiatives in Ukraine in the public sector include the creation of public
registers, information systems, e-governance policies, hacking to create non-profit
public utility services. Today, Ukraine actively borrows international experience
in implementing e-government and creating public (non-commercial) IT services.

This theoretical background study shows that traditional forms of accountability
mechanisms in public administration are often vertical and characterized by higher
(supervisory) governments that require accountability from subordinates (agencies).
Parliaments are key actors in what is called the “chain of responsibility”. They, along
with the judiciary, are the key institution of horizontal accountability not only on
their own, but also as an institution to which many autonomous accountable
institutions report. Accountability is tightly linked to the obligations of public
institutions and officials to develop policies and actions in accordance with the
values and needs of the society. Public accountability requires a clear and effective
limitation of the bureaucracy.

Considering accountability in public finance and from the institutional point of
view, Parliament has the biggest influence on public finance management. The
accountability process which is characterized by the relations and interconnections
between the Ministry of Finance and other bodies and by authorities is fulfilled in
accordance with the law. The main problem lies in accountability between the
Parliament and the Ministry of Finance, and accountability between the Parliament
and citizens. Consequently, this problem may negatively affect the process of public
finance management. The lack of vertical accountability leads to such results as the
deterioration of situation. In this sense, further development and reformation processes
are needed to increase transparency and accountability in this area, besides the
continuation of applying an e-government in Ukraine. Then such processes as
corruption, conspiracy and coercion will have a less impact on the Ukrainian economy.
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