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Preface

The writer is Associate Professor in Economics at the University
of Natal in Durban.

While on Sabbatical in London from October 1979 to March 1980,
he undertook a comparative survey of budget presentation in
South Africa and selected overseas countries, with the finan-
cial assistance of the Human Sciences Research Council. This
paper reproduces, in a revised form, the final research report
submitted to the Council in March 1981.

The Council's assistance towards the cost of the research is
hereby gratefully acknowledged. Opinions expressed or con-
clusions arrived at are, of course, those of the author and
are not to be regarded as those of the Human Sciences Research
Council.
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PART 1

Introduction

Functions of a budget

The budget which our Finance Minister presents to Parlianent every year
is one of the government's most important documents. What is this
document? Basically, it presents the essential ingredients of the
central government's financial plan for the coming year.  However, this
plan has many facets.

One purpose of the budget centres around the accounting function. Any
large financial operation requires an orderly arrangement for the con-
trol of outlays and for their relationship to revenues. The central
government is no exception.  Thus the budget provides a system of
planning and authorization of, and control over, the governmenti's
finances by the Executive and Legislative branches.

However, the latter is merely a bookkeaping function of a housekecping
nature, It is not directly related to the achievement of the goais of
public sector economics. By contrast, the purpose of the budgec whih
is most relevant to the major goals of public seclor econoinics cerntres
around the economic policy function.,  That is to say, in addition to
its primary control function, the budget also embodies a pilan of fis-
cal action through which the objectives of the economy may be inTiuencsd
or achieved. Thiis plan has two major aspects.

First, the budget embodies the government's fiscal policies for pro-
moting a healthy and growing economy. The Finance Minister's recom-
mendations of the appropriate level and relation between taxes,
spending and borrowing would accordingly reflect the government's
conception of the economic outlook and the country's fiscal needs.

Second, the budget proposes an allocation of resources to serve the
country's needs. In other words, the broad fiscal or first level



recommendations would be meshed with a second level of decision-making
in the budget process, involving the government's plan of action for
meeting specific national needs with respect to national defence, the
maintenance of law and order, education, housing, social welfare, etc,
For these reasons the budget is an important economic document.

Because of limited resources a series of difficult choices must
obviously be made. Besides making a decision as to the proper level
of the overall budget, and a choice between increased taxes or lowering
spending, choices must be made between different programs ranging across
a wide spectrum. The mix of budgetary proposals - judged in terms of
national needs - will be an expression of the goals and aspirations of
the political party in power. The budget is accordingly also a

highly political document.

Importance of budget presentation

The importance of budget presentation derives from two related conside-
rations: (1) the policy aspect; and (2) the public's right to
scrutinize the government's fiscal activities.

Policy

The form in which the govermnment's budgetary programs are reported to
Parliament. and the nation in the annual budget is an important aspect
of fiscal policy. There are two main reasons for this.] Firstly,
the method of presenting the budget could affect the quality of fiscal
decisions.  For example, it could be argued that a budget's conceptual
framework is inadequate or is not comprehensive enough to serve as a
basis for an analysis of the economic impact of the government's pro-
posals and that this could even lead to the adoption of inappropriate
policies. However, in the absence of detailed knowledge of how deci-
sions are formulated and of the type of information that is used to
make decisions, "what can be said on this subject is bound to be
largely conjecture".2



Secondly, the method of presenting budgetary data could also influence
the quality of fiscal policy, mainly through the publicity given in the
budget to the government's fiscal activities. That is to say, the
budget could, through the creation of public understanding of the nature
and effect of the government's fiscal plans and actions, have an impor-
tant effect on the public's acceptance of, as well as response to, policy
initiatives and therefore ultimately on the quality of fiscal policy.

The importance of this aspect of budgetary policy is not always fully
appreciated.  The success of fiscal policy often depends crucially on
how the community interprets the government's policy initiatives.

Public scrutiny

In a democratic society the public has a right to be informed of the
government's fiscal activities. The budget is therefore intended tc
present a comprehensive picture of the fiscal affairs of the government
for the enlightenment and information of the citizen. In short, it
serves as the government's fiscal window.

More particularly, the budget is virtually the only place where infor-
mation can be found on the choices among alternative fiscal policies.
Not only Parliament, but also the press and the public look to the
budget and justifiably expect to find in it information needed to assess
the economic effect of the government's fiscal activities and to judge
the government's stewardship of public monies in past years and the year
to come. Moreover, the open and fair reporting of the government's
fiscal activities lies at the heart of the democratic system.

This dimension of the budget accordingly has three main aspects. One
aspect concerns the budget's role as an instrument of parliamentary
scrutiny of the government's finances. Though Parliament has lost
effective control over the detail of the government's financial opera-
tions, it has ncnetheless retained and developed the power of scrutiny.
Indeed, parliamentary scrutiny of the budget is used as a device to
bring the government's policies into full public view and to force the
government to justify them in public. Full and detailed public
exposure in the budget document of the government's fiscal activities



and all its implications serve as a vital safeguard against bureau-
cratic inefficiency, and is an indispensable element of good govern-
ment. The budget should therefore provide an adequate basis for
parliamentary scrutiny of the government's activities. For example,
it should give ready answers to some of the simple questions that
parliamentarians, and others, would ask when they set out on the

task of scrutiny, such as: how much is the government spending and
on what, how much is it lending and to whom, andhow much is it raising
on taxation, sales of goods and services, andhow much is it borrowing?

A second aspect is that, in a broader context, the budget is an
important and logical source of information on the government's fis-
cal activities to economists, businessmen and other groups who are
interested to know how the government's plans are likely to affect
their own particular sectors. More particularly, budgetary data
are widely regarded as significant indicators of the government's
impact on the economy, on particular industrial sectors, on the
financial markets, on the balance of payments, on investment, prices,
etc. Budget accuracy, comprehensivaness and flexibility are there-
fore clearly essential ingredients of the system of presentation.

On the one hand, inaccurate, misleading or ambiguous budgetary data
would tend to obscure what the government is doing and how its
activities would affect the economy; 1in effect, the government
would be sending out the wrong signals. On the other, comprehen-
siveness rather than the pre-selection of data, would make for the
greatest amount of flexibility in the presentation and use of the
budget document so that each user would be free to choose the in-
formation needed for his particular purpose.

Thirdly, the rights of the ordinary citizen must be considered. The
proverbial man in the street has the right to be informed of the govern-
ment's stewardship of public monies. However, the general public
cannot be expected to become familiar with all the details and intri-
cacies of the budget document. Therefore it is important that the
budget should be cast in a form which is also understandable, in broad
outline at least, to all citizens who are interested to know what their
government is doing.



The South African budget

It is fairly common knowledge that until the 1940's the budget in
South Africa, as in most other countries, mainly served the func-
tions of government accounting and financial contro].3 The budget
was consequently viewed as a financial plan, and ex post, as a record
of the government's financial activities. As a result, public
accountability or the financial responsibility of the Cabinet to
Parliament and, in turn, of Parliament to the voters were the main
factors which determined both the format and the content of the
government's budgetary accounts and their representation in the
annual budget.

In South Africa this approach inevitably imposed two main require-
ments on the system of presentation: first, that the budget focus

on the Exchequer Account (this account is still regarded even today as
central to Parliament's control over the Executive); and second,

that the classification of budgetary transactions be in accordance
with departmental responsibilities and the requirements of financial
control.

This method of presentation probably served South Africa adequately
during the first 30 or 40 years after Union. However, important
changes have taken place since World War II in both government
finance and economic policy. In the field of government finance,
for example, the emergence of an extensive extra-budgetary sector
in South Africa has rendered the conventional (administrativeiy
oriented) budget much less significant than before. On a theo-
retical level, the Keynesian revolution and the new emphasis on
the economic role of the budget brought new dimensions to budget
policy which necessitated new approaches to the budget's reporting
of the government's fiscal activities.

In many overseas countries the development of new and improved

budget concepts and methods of presentation, to make the budget and
the government's accounts more responsive to their many uses, has
received a lot of attention by way of public or departmental enquiries,



and some major reforms were implemented in several cases.4

In comparison, relatively 1ittle has been done in South Africa since
the 1940's to improve the form of the budget to bring it abreast of
times. A comparison of our own budgets of the early post-World War II
years with those of the late 1970's shows that, apart from the abo-
lition of the distinction between the Revenue Account and Loan
Account in 1976 (see Part 2, Section 5 below) and the introduction
of a system of program budgetting from 1976 (see Part 2, Section 2
below), the conceptual framework of the budget, the type of infor-
mation it makes available, and the manner in which the government's
proposals is presented to Parliament and the nation have all under-
gone relatively few really significant changes since the end of
World War II.

Purpose of this paper

The purpose of this paper is thus twofold: first, to describe and
examine several aspects of the presentation of the South African
budget; and second, to compare the South African budget with the
budgets of selected overseas countries.

The South African budget is currently presented in a highly mis-
leading and outdated form; consequently, it does not give Parlia-
ment and the public all the information to which they are entitled
and which is required to make an intelligent assessment of the
government's fiscal activities. Therefore, it would appear appro-
priate to assess the budget with a view to revising and modernizing
its presentation.

During a recent six month sabbatical in London the author also exa-
mined the budgets of the United States, the United Kingdom, Canada
and Australia for purposes of comparison with the South African
budget. This paper presents also some of the results of that work.

It is hoped that the perspectives provided in this paper will make



a contribution towards the development of a more comprehensive and
intelligible budget document for South Africa.

\

Some methodological issues

The paper does not attempt a comprehensive cataloguing of all aspects
of budget presentation. The reason for this is that budgetary pre-
sentation is a vast and complex aspect of budgetary practice, and it
would be altogether beyond the capacity of this relatively short dis-
sertation to deal with every aspect exhaustively. Therefore, in
order to limit the scope of the paper, the analysis of both the South
African budget and the budgets of the countries selected for purposes
of comparison will in the main give particular emphasis to five
specific aspects, i.e. (1) the-format of the budget; (2) com-
prehensiveness of coverage; (3) the classification of budgetary
transactions; (4) the budgetary treatment of government credit trans-
actions; and (5) the presentation of the deficit and budget financing.

The choice of overseas countries was partly a matter of convenience.
As already indicated above, the collection of material for the study
was undertaken in London, where the budgetary material of the United
States, the United Kingdom, Canada and Australia was readily available
in the Tibrary of the London School of Economics or at the various
High Commissions. It was also important that the information be
available in English. On the other hand, South Africa, Canada and
Australia enjoy a common “"budgetary" ancestry from the United Kingdom,
and all these countries have broadly similar parliamentary systems.
Consequently, it was felt that a comparison of the systems of presen-
tation of these countries would be a useful exercise.

Despite the fact that the United States budgetary system is very
different to that of the other countries on our Tist, the United
States budget documents are generally regarded as most impressive
and well worth looking at whenever the matter of budget presenta-
tion is considered.
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A few other methodological aspects are worth mentioning.  One aspect
is that our survey of foreign budgets began with the scrutiny of -the
budgetary documents and/or the public accounts of the various govern-
ments, but was supplemented by some discussions and correspondence.

Another point is that the investigation was undertaken during the six
months from October, 1979 - March, 1980. The aim was therefore to
cover the budgets of the late 1970's, as far as possible, for purposes
of comparison with the South African budget. However, apart from the
fact that it was not always possible to get hold of the most recent
overseas documents, it is also useful to bear in mind that methods of
presentation may and do change quite frequently in response to changing
circumstances (including changes in governments).

A final point is that, for each country, as many budgets as possible

were perused in order to get some historical perspective on current
budgetary practices. In the case of the United States and the United
Kingdom, it was possible to go back as far as 1969 and 1967, respectively,
In the case of Canada and Australia, however, it was not possible to get
complete sets of budgetary documents for more than two or three relatively
recent budget years.

6. Outline of the paper

The plan of the paper is as follows: Part 2 below describes and examines
some of the main features of the South African budget. This is followed
in Part 3 by a review of the budgets of the United States, the United
Kingdom, Canada and Australia. Part 4 compares the South African
budget with the budgets of the four other countries. This final part
incorporates some recommendations to improve the presentation of the
South African budget.



PART 2

The South African Budget

Introduction

The central government's budget* is usually presented to Parliament
by the Minister of Finance in the last week of March.** Whilst the
form of the government's accounts is governed by the Exchequer and
Audit Act, No. 66 of 1975 (as amended), the format of the budget is
an executive responsibility. In practice, the Treasury consults
with the Parliamentary Select Committee on Public Accounts.

This part of the study describes and examines the presentation of
the South African budget, with particular reference to the 1980
budget. Some historical perspectives are also provided.

Budget papers

This section briefly reviews the structure and content of the South
African budgetary documents.

As currently presented, the budget comprises the following regular
budget papers:

(1) The printed version of the budget speech,

(2) Estimate of Expenditure tobe defrayed from State Revenue Account,
(3) Estimate of Revenue,

* In order to distinquish the central government's budget from the so-
called Railway and Post Office budgets, which are customarily pre-
sented to Parliament a little earlier in the parliamentary session,
the former is sometimes referred to as the government's financial
budget.

** (Occasionally the budget is postponed until later in the year when
there is a general election, as in 1966, 1974 and 198]1.



(4) Comparative figures of revenue,
(5) Taxation proposals,
(6) Statistical/Economic review.

The budget papers (except item one above) are customarily tabled
during the budget speech and are listed in the printed version of
the speech.*

The printed version of the budget speech

This part of the budget normally attracts most attention because it
contains the facts and figures that users of the budget find most
useful. The most important part of the document is the budget
speech itself.

The budget speech introduces the Second Reading of the annual Main
Appropriation Bill. Formally the speech therefore takes the form of
a proposal of a motion that the Appropriation Bill be read a second
time, representing therefore the Executive branch's formal request to
Parliament for authority to spend funds.

In the main, the speech comprises a review of the State's financial
affairs for the current year and forecasts of the expenditures and
revenues for the coming year. The occasion is traditionally used

to review also the state of the economy, its future prospects and to
announce any general policy changes that the Finance Minister may
care to make. The speech is usually a fairly long one, taking about
13 - 2 hours to deliver to the House of Assembly.

The budget speech itself is of course published in Hansards, but it
is also made available in the form of a White Paper" (Hansard off-
print) containing a collection of the three budget statements pre-
sented to Parliament by the Ministers of Finance, Transport and Posts
and Telecommunications, respectively.

* Before 1964 it was the practice to publish the Estimate of Expendi-
ture before budget day, but it was not debated by Parliament before
the Second Reading.
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It has become customary since 1965 to include in this so-called printed
version of the budget speech a summary of the State's accounts (see
Section 3 below)", together with comparative figures of revenue for

the current and coming year (see Section 8 be]ow).8

Estimate of Exggnditureg

The printed Estimate of Expenditure contains details of the govern-

ment's proposed outlays excluding any last minute changes that are

announced in the budget speech.  Items are arranged under depart-

mental votes and under each vote details of proposed outlays are given
By 1979 there were forty-one votes, but because of the rationalization

of the public service the number of votes was reduced to thirty-one in
the 1980/81 budget. '

In his 1974 budget speech''the Minister of Finance announced the intro-

duction of a system of budgetting by objectives. A beginning was to
be made in fiscal year 1976/77 in the Departments of Health and Agri-

cultural Technical Services. The Minister also intimated that similar

systems had already been implemented by the Department of Defence for
internal use, and at interdepartmental level for departments and
organisations participating in Bantu administration and development.
With the exception of the Indian Affairs, Justice, Mineral and Energy
Affairs and Public Works votes and part of the Health, Welfare and
Pensions vote, all votes have been converted to the system of budget-
ting by objectives in the 1980/81 Estimate of Expenditure.12

The new format of the Estimate of Expenditure comprises presentations
of estimates according to programs and standard items. 13 The new
presentation also focusses on: (1) amounts to be voted; and (2)
statutory amounts - i.e. amounts forming a direct charge on the State.

Revenue Fund in terms of Section 14 of the Republic of South Africa
Constitution Act, 1961.

The new presentation also incorporates under each vote an economic

classification of outlays into: (1) current expenditures; (2) capital

expenditures; and (3) transfer payments. However, in an accom-
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panying abstract of votes this threeway classification is provided
only in respect of the amounts to be voted, which rules out any com-
parison with data provided in the Statistical/Economic review (see
below).

Estimate of Revenue15

This document is the Second and Final print of the Estimate of Revenue
for the coming year. It incorporates any new revenue proposals
announced in the budget speech. It also contains estimates of
Standing Appropriations. Revenues are classified by source and
collecting department. A summary table provides a grouping of the
major classes of revenue into the following categories: direct taxa-
tion, indirect taxation, repayment of loans and other sources. See
also Section 8 below.

Comparative figures of -evenue

This is a rather unassuming and informal document containing the
printed (original) estimate and revised estimate of revenue for the
current year, and the estimate of revenue for the coming year (on the
basis of existing tax rates), classified by source and collecting
department. ° Standing Appropriations are not included. However,
Toan Tevies are incorporated in the tables. The figures contained
in this document are incorporated in the printed version of the
Budget Speech.

. 16
Taxation proposals

This document sets out the government's formal proposals to change
the existing tax legislation. It is mostly couched in legal terms.

Statistical/Economic review 17/
The Statistical/Economic review is usually a 30-40 page document

containing tables and graphs covering mostly historical data on
economic conditions (national accounts statistics and other economic



indicators), government receipts and payments, and the public debt.
It also contains a rather detailed two-way functional and economic
classification of government expenditures based on national accoun-
ting principles. See also Section 7 below.

Supplementary or explanatory memorandums

Occasionally, supplementary or explanatory memos are tabled with the
other regular budget papers - e.g. in 1980 the Finance Minister tabled
the following additional memos: a supplementary memorandum on taxation
measures - Budget 1980-'81; proposals for improved social pensions,
military pensions and civil pensions; and a supplementary memorandum
on the relaxation of exchange control - Budget 1980-'81.""

The summary budget presentation

The summary of the government's prospective 1980-81 accounts, as sub-
joined in the printed version of the 1980 Budget Speech, is reproduced
in Table 1.

The form and content of this summary budget presentation is an impor-
tant aspect of budget presentation in South Africa, for several reasons
first, it is the only summary of budget aggregates given anywhere in
the budget papers; second, the budget speech is (still) to a large
extent structured on the accounting framework furnished by this sum-
mary; and lastly, the summary is widely used, together with the
speech itself, as a framework for budgetary analysis and comment by
Parliament, the press and the public.

The summary focusses on the four major elements of the government's pro
posals for the year ahead: expenditures, revenues, the deficit/surplus
and the financing of the deficit or use of the surplus. Budgetary
expenditures and receipts (i.e., the narrow definition of the budget)
thus form part of a broader and more comprehensive financial plan in
which: (1) the government's expenditures and revenues are brought in
relation with the financing of any deficit or surplus; and (2) the






overall financial implications of the budget are considered.

Expenditures

The first part nf Tabie 1 summarises the aovernment's nroposea expern-
ditures. These include spending for both current operating expenses
and capital outlays, such as the purchase of land, structures ana
equipment. [t aiso includes capitai outlays it the vorm of lenair,
and the purchase of investments.

The summary usually provides a breakdown between the printed (main)
Estimates (tabled in the House) and proposals announced in the budget
speech (included in supplementary Estimates). The latter usually
highlight aspects of the government's fiscal recommendatiions, such

as last minute adjustments or changes in old ace pensions, disabiiity
grants and child allowances which reaquire enatlirg Jea.siazicn. Most
of any proposed new expenditure initiatives would normally be incor -
porated in the nrinted Estimates, but the Minister mry also draw
attenticn to some of them in the pbudaet speec: .

Revenues

The second aspect of the government's Tinancial plen *nvolves the
collection of taxes and other revenues. bBudget receipis are usuatly
classified under two headings: inland Revenuve and (ustoms and [x cise
corresponding {92 the two larve revenue collectiry gepartments of the
government. The most important sources ¢ i revenue are yndiviaual and
company income taxes, gold mining ieases, customs duties, excise ducics
and the general sales tax. kevenues wncluce 0an recoveries. Fore-
casts of revenues arising from current budget proposals are highlighted
i.e. revenue totals are broken up into: (&) forecasts based on exis-
ting tax rates; and (b) the revenue effects «f budgct proposais.

The deficit

The third element in the government's financial plan is the budget
deficit or surplus. The size of the deficit or surpivs is often used
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in South Africa as a basis for a 'Keynesian' analysis of the bUdget's
demand or income expansionary effect. However, the budget's impact

on economic activity also depends on the way in which the budget defidt
is financed.

Financing of the deficit

The final element in the government's financial plan is, therefore, the
financing of the deficit. This part of the plan lays out the manner iy,
which the government proposes to finance any excess of expenditures gye,
revenues. A traditional breakdown is between cash balances and borroy-
ing. In the latter the Public Debt Commissioners play amajor role.
Cash balances include transfers from the Stabilization Account.

Current year estimates

Table 1 also gives the revised (budget outcome) figures for fiscal

year 1979-1980 for purposes of comparison. Current year figures have
been provided in the summary budget presentation for purposes of com-
parison with budget year figures only since 1978.  Although compara-

tive figures were provided in 196719

when the accounts were presented
on a "cash basis" for the first time, this innovation was not
repeated in subsequent budgets. As yet, the summary presentation has
never included figures for comparative purposes over a longer time span

than two years (current year plus prospective year).

Time scale of the budget

The estimates of expenditure and revenue cover only one fiscal year,
with the latter beginning on the 1 April and ending on the 31 March of
the next year. The budget itself is normally identified by the year
in which it commences; Table 1, representing the 1980 budget, there-
fore covers the period 1 April 1980 to 31 March 1981.

* See Section 6 below.
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The South African government has not yet deviated from the traditional

principle of budget annuality; though, some of the effects of longer-

term planning is achieved by the practice of paying voted monies into

separate funds.* Nei<her is there anything in the budget presentation
to show the out-year budgetary implications of current budgetary

proposals.

Fund basis of the budget

Table 1 covers the transactions of the State Revenue Account. Until
recently this account was one of two accounts in the State Revenue Fund,
which lies at the heart of the central government's entire financial
system.  The Fund is for all practical purposes equivalent to the
Exchequer Account because all monies over which Parliament has powers
of appropriation must be paid into the Fund, and all expenditures are
made from the Fund.

Until 1980 the State Revenue Fund comprised two separate accounts:

the State Revenue Account and the South West Africa account. However,
the latter account was abolished on 1 April 1980 so that the former is
now identical to the State Revenue Fund.

The State Revenue Fund replaced the former Consolidated Revenue Fund

in 1976. The latter (created by Section 17 of the South Africa Act
1909, superceded by Section 98 of the Republic of South Africa Con-
stitution Act No. 32 of 1961) comprised several accounts over its long
history. The most important ones - the Revenue Account and a Loan
Account - had existed ever since the formation of Union in 1910. In
1955, a new Bantu Education Account was created in the Consolidated
Revenue Fund but it was abolished on the 31 March 1972. A South MWest
Africa account was established in the Fund on 1 April 1969. The
Franzsen Commission recommended that the distinction between the Revenue

d.20

Account and the Loan Account be abolishe Legislation was accor-

dingly passed in 1975 in terms of which a new State Revenue Fund was

* See Section 6 below.
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created to replace the former Consolidated Revenue Fund.2’ The new
State Revenue Fund consisted of a State Revenue Account, which replaceq
the separate Revenue Account and Loan Account, and the South West Africs
Account which was retained. As already mentioned, the latter account
was abolished at the clese of the 1979/80 fiscal year.

Ever since 1365 when the tradition of incorporating the summary (or sum-
maries) of ihe gove~nment's accounts in the printed version of the Bud-
get Speech was starte!, tne practice has been to present the Revenue
Account and Loan Accourts alone. After the abolition of the distinc-
tion between the Revenue and Loan Accounts in 1976, the practice of
excluding the South West Africa account from the printed version was
continued. The South West Africa account, and formerly also the Bantu
Education account, thus never formed part of the summary presentation
in the printed version of the Budget Speech, notwithstanding the fact
that estimates of expenditures from these accounts were tabled in Par-
Tiament together with the main estimates and that the two smaller
accounts were often referred to in the budget speech. Consequently,
those interested in the budget as a whole were required to make the

22 However, since the combined Revenue Account

necessary consolidation.
and Loan Account, and thereafter the State Revenue Account, comprised
by far the most important part of the budget, the summary provided in
the printed version of the speech has always been accepted as "the
budget". In any case, after the abolition of the South West Africa
account on 1 April 1980 "the budget" may now be regarded as comprehen-
sive, in this sense. How comprehensive the State Revenue Account and
the budget really are of the activities of the central government as

a whole, will be considered in the next section.

Coverage of the budget

According to R.A. Musgrave and P.B. Musgrave the basic requirements of
good budgetting call for: (1) comprehensiveness; (2) a meaningful

presentation of the state of balance; and (3) an appropriate grouping
23 Other sections to come will deal with the

deficit and the classification of transactions. This section,

of expenditure plans.
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however, deals with the comprehensiveness of the South African budget.

It is essential that a budget present the full scope of the government'
activities.  The 1978 budget of the United States of America listed
jts advantages thus:

ncomprehensive coverage is necessary to inform the public
fully what the govermment is spending. It contributes

to the rational establishment of priorities for allocating
economic resources among alternative govermment programs,
because it subjects each program to the discipline of a
budget process in which the benefits from additional (or
lesser) spending on one program are compared with the
benefits of additional (or lesser) spending on all the
others.  Likewise, comprehensive coverage contributes to
establishing priorities in the distribution of total
available resources between public and private activities,
and it assists in understanding the govermment's impact on
the economy'.

As we have seen, the South African budget traditionally focusses
exclusively on the transactions of the State Revenue Fund (formerly
the Consolidated Revenue Fund). The adoption of a so-called 'unitary’
budget in 1976 has not changed this position. An important question
is thus: How comprehensive is the conventional South African budget
of the activities and transactions of the central government sector

as a whole? The purpose of this section of the study is to analyse
the structure of the government's accounts and the budget from this
point of view.

It isnecessary to distinquish between two broad sub-sectors in the
South African central government universe: the budget sector and the
extra-budgetary sector. Whilst it is a relatively simple matter to
define the budgetary sub-sector, it is much more difficult to demar-
cate the extra-budgetary sector, especially for budgetary purposes.

The budget sub-sector

The budget sub-sector of the central government may be described as
all regular government departments and other boards, councils, com-
missions and agencies whose transactions are itemized in the State
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Revenue Fund. Budgetary expenditures and revenues represent the
largest part of the central government's transactions; however, it
is not the only part, since there is also a substantial volume of
of f-budget activity.

The extra-budgetary sector

That is to say, in addition to the budget sub-sector, the central
government includes also a considerable number of separately organiseg
or extra-budgetary bodies and funds, in respect of which independent
accounting arrangements exist outside the State Revenue Fund.

The precise scope of this extra-budgetary sub-sector depends on how
wide the outer boundary line of the central government is drawn.
However, there are many problems. For example, what criteria should
be used to decide on the Tine of demarcation between the central
government as a whole, on the one hand, and other sectors, on the
other? In the national accounts, for example, the self-governing
national states are treated as part of the central government. How-
ever, the Provincial Administrations too may be regarded as extensions
of the central government and are also subsidized. Yet they are
excluded from the central government in the national accounts. The
universities again are treated as part of the private sector despite their
being heavily subsidized by the State. Also, should the government's
pension schemes be treated as part of the central government, or do
they belong in the private sector?

It is worth noting also that the public corporations too are tradi-
tionally excluded from the budget, except in so far as the government
contributes to the capital of the corporations or profits or dividends
are paid over to the State Revenue Fund.

This section does not attempt to provide answers to the questions
raised above, but uses an institutional framework which has been
established in an earlier study25 to illustrate the budget's lack of
comprehensiveness and some of the consequences flowing from it.
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Composition of the extra-budgetary sector

The various bodies and funds that exist outside the traditional

budget format are a heterogeneous group which differ widely in many
respects. They are consequently difficult to classify. From an
organisational point of view, however, one might distinquish between
two broad groups: (1) special funds; and (2) autonomous institutions
and grant-aided bodies, bearing in mind that the distinction between
the two groups is not always a clear-cut one.

The so-called special funds are merely separate funds which are

managed or operated by permanent government departments, either directly
or through departmental boards or commissions. Some of the funds
included in this group are well-known ones, such as the National Housing
Fund, the National Road Fund, the South African Development Trust Fund
and the Unemployment Insurance Fund. Others, such as the Loan Levy
Interest Fund and the National Supplies Procurement Fund, are less well-
known. The State 0i1 Fund was established recently. The various
governmental pension and provident funds administered by the Department
of Social Welfare and Pensions may also be classified as special funds.
Some of the special funds are classified as government enterprises in
the national accounts.

The autonomous institutions and grant-aided bodies are not generally
operated by the permanent government departments themselves, as are the
special funds, but by specially constituted boards or councils, usually
appointed by the government. The various bodies are financially and
administratively separately organised and enjoy a large measure of
independence. From the point of view of the essentially governmental
functions which they perform as well as their financial dependence on
the budget, some of the autonomous institutions are indistinguishable
from the special funds, and even from permanent departments, but
administratively they usually enjoy a much greater degree of indepen-
dence from central control.

A large number of grant-aided governmental research institutions, cul-
tural and historical bodies, educational institutions, parks and gardens
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and others are included in this group. Some of the most important
bodies in this category are the Atomic Energy Board, the Council fgp
Scientific and Industrial Research, the South African Bureau of
Standards and the Armaments Board.

Three important central government bodies deserve special mention:
the South African Railways, the Post Office and the Public Debt
Commissioners. The Railways and Post Office are extra-

budgetary in the sense that separate budgets are introduced into
Parliament every year for them by, respectively, the Minister of
Transport and of Posts and Telecommunications. Despite the fact
that there are important direct and indirect 1inks between the centra]
government budget and these subsidiary budgets, the government has
never attempted to show the combined effect of the three budgets on
the economy.

The Railways and Post Office in turn have their own internal or extra-
budgetary funds. The separate funds of the Raiiways are not very
well known, but include Znter alia the Rates Equalisation Fund, the
General Renewals Fund, the Betterment Fund and the Level Crossing
Elimination Fund (all part of the Railways and Harbours Fund), as
well as the Railways and Harbours Superannuation Funds and the Sick
Fund (not part of the Railways and Harbours Fund). In addition, the
Post Office Savings Bank and the National Savings Schemes may be
regarded as the Post Office's own separate funds.

The Public Debt Commissioners also deserve special mention. This

body occupies a unique position in the central government and the
public sector as a whole. From a purely financial point of view, the
Commissioners perform the role of a state financial intermediary,
charged with the investment of public, and in certain instances, private
monies.  From a budgetary point of view, however, the Commissioners’
activities may be regarded as complementary to those of the Treasury
with regard to the regulation of the government's overall liquidity and
the management of the public debt.

The Commissioners have extra-budgetary control over an enormous pool of
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financial resources, and are capable of exercising considerable direct
and indirect influence on the flow of liquidity to the public. Yet
they operate in the background, outside the State Revenue Fund and are
generally given very little coverage in the presentation of the annual
budget by the Minister of Finance.

gefore concluding this section, it is also necessary to mention the

1arge number of trust and deposit accounts which are operated by the
permanent government departments.

Unlike the special funds, which are also administered by permanent
departments, the departmental trust and deposits accounts have not been
created in connection with the financing of government programs. The
monies standing to the credit of the trust and deposit accounts are
merely administered by departments on behalf of the true owners. Their
expenditures and revenues are not governmental in character. The accounts
themselves may be considered governmental only in the sense that the

deposit and management facilities provided by the government departments

represent a service to the public.  Cash surpluses, if any, are mostly

channelled to the Public Debt Commissioners, and in this way there is an
indirect link between the accounts and the Exchequer. Some of the lar-
gest trust and deposit accounts are the Guardian's Fund and the Tribal

Levies and Trust Accounts. Some of the monies administered by the Public

Debt Commissioners could also be regarded as falling in this category.

To sumarise, the extra-budgetary sector might be seen as consisting of:

(a) Special funds,

(b) Autonomous central government institutions and grant-aided bodies,
(c) the Public Debt Commissioners, and

(d) the Railways and Post Office, together with their respective

separate or internal funds.

In addition, some of the permanent departments as well as the Public
Debt Commissioners administer a Targe number of so-called departmental

trust and deposit accounts, but these accounts do not form part of the
extra-budgetary sector as such.
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Budgetary treatment of extra-budgetary bodies and funds

It is a fundamental of the budget that whilst it records all trans-
actions between the State Revenue Fund, on the one hand, and the
extra-budgetary bodies and funds (including the Public Debt Commig-
sioners), on the other, the transactions between the various extra-
budgetary bodies and funds themselves and the transactions they in
turn have with other sectors of the economy are treated as non-
budgetary and therefore fall outside the scope of the budget. 0On
the whole, the extra-budgetary bodies and funds themselves or their
own transactions receive little or no explicit coverage in the budget,

A degree of financial unity is nevertheless achieved in the govern-
ment's accounts and the budget through a complex system of internal
grants, loans and borrowing via the Public Debt Commissioners. The
balance of the present section focusses briefly on this aspect of the
government's finances. Because the qovernment's internal fund
structure is so highly complex, our exposition of internal cash flows
must necessarily be a very simplified one.

The first point that must be noted is that most of the extra-budgetary
sector depends on the Exchequer in one way or another. However, this
financial dependence varies considerably from fund to fund. Some
bodies Tike the Unemployment Insurance Fund have had important inde-
pendent sources of tax revenue assigned to them which do not have to
pass through the State Revenue Fund. Many of them, however, have only
minor or no independent sources of revenue and are financed entirely
or almost entirely, from funds voted to them each year from the budget.
In at least one case extensive use of Reserve Bank credit is made.

The Railways and Post Office are also dependent on the Exchequer for
the financing of at least a part of their own capital expenditures.
These organisations in turn make annual budgetary contributions to
their own separate funds. They can also borrow locally and overseas.

A second point is that, unlike the regular government departments,
whose own expenditures are subject to the usual parliamentary and
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Treasury controls, and who must, therefore, surrender to the Exchequer
any unspent voted monies at the close of the financial year, the extra-
budgetary funds and bodies of the various kinds do not generally sur-
render unspent voted monies or other current surpluses.  Such funds
are, therefore, available for future use and are carried forward from
one year to another until needed.

This has led to the establishment of secondary or indirect links with
the Exchequer via the Public Debt Commissioners. In other words, with
a few exceptions, all unspent surpluses which accrue outside the State
Revenue Fund, and are in excess of the day to day requirements of the
various bodies and funds in the extra-budaetary sector. are placed with
the Public Debt Commissioners for investment in government and other
public sector securities. Effectively, this means that cash flows to
the Public Debt Commissioners from internal sources become available to
the Treasury in the form of a pool which can be drawn upon in order to
finance at least a part of any current deficit in the annual budget.

In fact, the financing of budget deficits from internal or extra-budaetary
sources in the form of annual contributions from the Public Debt Commis-
sioners has over the years become an important factor in the budgetary
process, and the Public Debt Commissioners are currently a major holder
of public debt.

A third important point is that the flow of unspent extra-budgetary
monies to the Exchequer via the Public Debt Commissioners is not neces-
sarily an uninterrupted or perfect one. Un the contrary. there may be
several leakages from or injections into this flow. For example, cash
balances may be accumulated outside the Exchequer, most often in the
accounts of the Public Debt Commissioners, and may be run down when
needed to finance expenditures. The Public Debt Commissioners may also
invest in other public sector securities, or may engage in substantial
open market dealings in government securities. As we have seen, the
amounts standing to the credit of the departmental trust and deposit
accounts likewise affect the amounts available to the Public Debt Com-
missioners for subscriptions to government securities. Until recently,
the monies raised by the Post Office through the Post Office Savings



Bank and the National Savings Schemes also passed through the Public
Debt Commissioners' hands on its way to the Exchequer. As a result,
the Public Debt Commissioners' contribution to the financing of the
budget would normally reflect the combined outcome of a mix of extra-
budgetary expenditures, revenues and financial and cash transactions
which could not possibly be unravelled ex ante, and could only be
unravelled months after year-end by the most highly skilled inter-
preters of the government's accounts.

Budgetary distortions

Anyone trying to determine from budgetary data precisely how much the
central government proposes to spend, lend, collect in taxes or borrow
in the forthcoming year would face insurmountable problems. There
are several reasons for this. For one, as we have seen, budgetary
expenditures and revenues include some State Revenue Fund items which
are purely internal to the central government sector and do not
necessarily reflect flows of cash to the other sectors of the economy.
At the same time, the budget omits certain central government activi-
ties which are external to, or one stage removed from, the State
Revenue Fund. As a result, budgetary aggregates (see Table 1) are
unlikely to reflect the true levels and scope of the central govern-
ment's proposed spending, revenues and deficit.

Proposed spending on individual programs funded through separate funds
too might be overstated or understated as when budgetary payments are
held in check at a time when spending from the corresponding accounts
is stepped up. or vice versa.

Besides, the existence of extra-budgetary funds into which funds can be
channelled for future use could provide scooe for fiscal window-dressing.

Further, experience has shown that the Public Debt Commissioners' con-
tribution towards budget financing is not only highly variable, but
almost impossible to predict, given the present format of the budgetary
accounts.  Apart from the fact that this unpredictability would almost
certainly impart an unwelcome degree of uncertainty to the government's



budgetting and cash management, the value of the budget as an instru-
ment of public scrutiny of government actions is reduced accordingly.

The distorting effect of the government's extra-budgetary transaction
on the presentation of budget financing is particularly important.

The accumulation of cash balances outside the scope of the State
Revenue Fund, the Public-Debt Commissioners' operations in government
securities in the open market and other borrowing outside the budgetary
accounts, all have the effect of rendering the central government
budget an unreliable indicator of the government's anticipated
influence on monetary or credit conditions. See also Section 11

below.

Expenditures

A second budget requirement listed by R.A. Musgrave and P.B. Musgrave
is an appropriate grouping of expenditure p]ans.* In other words,
whilst comprehensiveness of the budgetary accounts is essential if the
budget is to give a true reflection of the government's activities,
Parliament, the press and the general public expect the budget docu-
ment also to present the budgetary material in a meaningful manner.
The arrangement of budgetary transactions into appropriate groupings
is therefore an important aspect of budget presentation. This sec-
tion gives special emphasis to the classification of budgetary expen-
ditures into economic and functional categories.

The budget summary is customarily supplemented by several more detailed
classifications of expenditures. Three broad types of groupings are
currently furnished in the budget documents - i.e., by departmental
vote, functional categories and economic type.

The classification of expenditures by departmental vote is given in the
printed Estimate of Expenditures.“> Though the form of the latter is
most useful for purposes of parliamentary and Treasury control, it is

* See Page 18.
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not usually considered ideally suited for purposes of economic analys,
or as an aid in understanding the government's longer-term objectives
with regard to the allocation of resources and the distribution of
income.  The budget speech nevertheless often uses the departmenta)
classification by drawing attention to individual votes to emphasize
some functional area of the government's activity. However, the
printed version of the Budget Speech does not give a summary of alj the
votes, this being only provided in the printed Estimate of Expenditype?’
itself. It is therefore difficult to get an overall picture of pro-
posed government spending without also referring to the latter.

Since 1966 the Statistical/Economic Review has given a detailed two-way
functional and economic classification of proposed government spending,28
The classifications are compiled on the basis of recognised statistical
and national accounting principles, and the relevant tables usually alsg
incorporate comparative figures for the previous year.

The purpose of this type of classification is to highlight major changes
over time in the structure of the government's expenditures, both from
a short-term stabilization point of view, and the longer-term allocation
of resources in the economy.

The shortcomings of the classifications in the Review centre around two
presentational aspects. First, the classification lacks comparability
with the figures of Table 1. There are several reasons for this: (1)
the economic/functional classification only covers the printed Estimate
of Expenditure, so expenditure increases or decreases that are announced
in the budget speech itself are not incorporated; (2) until the year
1977/78 the economic/functional classification used to cover the expen-
ditures from the South West Africa Account. It also covered expendi-
tures from the Bantu Education Account until 1971/72. As already in-
dicated, these accounts had never formed part of the summary presentation
in the printed version of the Budget Speech; (3) since 1977 the classi-
fication given in the Statistical/Economic Review has included Standing
Appropriations from revenue (they were excluded from 1966-1976).

In contrast, the summary presentation has always and still does exclude
the Standing Appropriations; (4) other adjustments of a statistical



nature are required to work from Table 1 to the economic/functional
classification; (5) another source of confusion was incorporated in
the 1980/81 economic/functional classification. The latter namely
incorporates the expected balance in the Special Defence Account on
31 March 1980. In contrast, Table 1 covers the transactions of the
State Revenue Account (Fund) alone and thus excludes any extra-
budgetary defence spending.

It is worth noting also that, as a result of differences in defini-
tions and coverage, there is no apparent relation between the economic
classification of expenditures currently given in the Estimate of
Expenditure (see Section 1 above), on the one hand, and in the
Statistical/Economic Review, on the other.

A second presentational aspect of the classification given in the Review
which is worth mentioning is that it is hidden in a thoroughly unread-
able and unimaginative pull-out table right at the back of the Review,
Moreover, it is a fact that neither this table nor anything else con-
tained in the Review is ever thought important enough to deserve men-
tion in the budget speech itself.  Further, none of the usual aids

is used to highlight structural aspects of the government's spending
plans, such as diagrams, charts and graphs. As a result, the
classification provided in the Review currently contributes Tittle to
the overall fiscal picture provided by the budget or to the public's
understanding of the government's role and functions in the economy.

Revenues

The budget summary (table 1) usually supplies a breakdown of budgetary
receipts into: (1) Inland Revenue; and (2) Customs and Excise.
Furthermore, a distinction is customarily made between: (a) forecasts
based on existing tax rates or charges; and (b) the revenue effect
of proposals that are announced in the budget speech itself. As
already indicated, revised estimates of current year revenues are

also provided for purposes of comparison.
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It must be noted that the revenue figures of Table 1 are net of: (a)
amounts collected and paid over to the South West Africa Account (ngy
the Central Revenue Fund); (b) amounts collected and paid over tq
the respective governments in terms of Customs Union Agreements with
neighbouring countries; and (c) Standing Appropriations from State
Revenue Account. On the other hand, the revenue figures of Table ]

include both loan recoveries and some commercial revenues.

Another point worth making is that some confusion might possibly arise
regarding the economic nature of the government's revenues, especially
if Inland Revenues become associated in the mind of the budget user
with income taxes or direct taxation and Customs and Excise with
commodity based taxation or indirect taxes. In reality, the division
of revenues into Inland Revenue and Customs and Excise is a purely
admninistrative arrangement concerning the division of responsibilities
for the collection of the different types of revenues. It therefore
has nothing to do with the traditional distinction between direct and
indirect taxes, which pointis illustrated by the fact that the collec-
tion of the General Sales Tax (an indirect tax) has been assigned to
the Inland Revenue Department.

The comparative tables of revenue (subjoined in the printed version
of the Budget Speech) classify revenues by collecting departments and
by sources. Further details furnished in the tables include:

(1) Current year: original (printed) estimates and revised
estimates;
(2) Prospective year: estimates on the basis of existing tax rates.

A presentational aspect worth mentioning is that the direct compara-
bility of the comparative tables of revenue with the figures of Table 1
is affected by the fact that the comparative tables include loan levies
whereas the levies are treated as a budget financing item in Table 1.

The Estimate of Revenue classifies revenues according to: (1)
collecting departments; and (2) revenue sources. In addition, the
broad classes of revenue are grouped by broad economic types of
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receipt - i.e. direct taxes, indirect taxes, repayment of loans and
other sources. Apart from the Tatter grouping the budget papers
have never supplied an economic classification of revenues. In any
case, nothing of the kind is provided for easy reference in the
printed version of the Budget Speech.

It must further be noted that apart from the several tabulations
mentioned in this section, there is also on the revenue side a complete
absence of the usual aids to highlight or clarify aspects of the govern-
ment's revenues, such as diagrams, charts, graphs, etc. Consequently,
anyone interested in, for example, the percentage or proportion of

total revenues derived from a particular type of tax or in movements

in these proportions over time, must do such calculations for himself.

A final point concerns the usefulness of the revenue figures for pur-
poses of fiscal analysis. The various budgetary documents which
supply revenue figures - the summary budget presentation, the accom-
panying comparative tables of revenues and the Estimate of Revenues -
give the following details:

(a) Original estimates of revenue for the current year;

(b) Revised estimates of revenue for current year;

(c) Estimates of revenue for the coming year on the basis of
existing tax rates;

(d) Revenue effects of tax proposals; and

(e) Estimates of revenue for the coming year.

Although it is not stated explicitly in the budget papers, the
revenues calculated on the basis of existing tax rates (refer (c)
above) presumably remove from the forecast the direct effect of the
tax proposals, but not the indirect effect of changes in the level

of economic activity and prices resulting from the budget measures.

If our presumption is correct, it follows that (c), (d) and (e) above
are all calculated on the basis of the same (post-budget) Tevel of
income. In that case, a useful way of interpreting these figures
would be to consider the difference between (b) and (c) as an approxi-
mate indicator of the automatic effect of changes in the economy on
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tax revenues, and (d) (the difference between (c) and (e)) as an
indicator of the discretionary policy changes on the revenue side
of the budget.

Government loans

Another aspect of budgetary classification is the division of outlays
into loans and other expenditures.

Governments often perform the function of suppliers of credit. In
many countries the importance of this particular function has grown
considerably in recent years. As a result, a distinction is often
drawn in the budgetary accounts between loans and other outlays.

The budgetary exposure of loan transactions is important for several
reasons. First, loans are not considered to have the same impact on
spending as government purchases of goods and services. Second, to
the extent that government credit is provided to a borrower in another
sector at a cost which is lower than what is otherwise available in
the market, there is a subsidy element in the loan. Third, the
government's participation in the credit market is an important deter-
minant of financial conditions in the economy. Fourth, because of
the traditionary assymmetrical budgetary treatment of government
borrowing and lending, government financial intermediation becomes one
of the determinants of the size of the budget deficit. For example,
an extension of the government's role as a financial intermediary will
have the effect of increasing the deficit (before borrowing), and vice
versa. Knowing the scope of government lending would therefore help
to explain movements in the government's borrowing requirement and
could be a significant presentational aid. This latter aspect is

of particular interest in a country like South Africa where there is
currently no budget balancing rule, and fiscal policy in practice
regularly produces an open-ended deficit.

This section considers the budgetary treatment of 1loans in South
Africa.
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The South African government and its various agencies are suppliers of
credit to a wide spectrum of governmental authorities and private in-
stitutions and persons in agriculture, housing, industrial development
and other fields. Some of this credit is provided through public
corporations, such as the Land Bank and the Industrial Development
Corporation, which are both traditionally considered extra-budgetary
outside the central government. These corporations have recourse to
local and overseas capital markets, but may also be allocated funds
from the budget.

Credit is also provided through the medium of some of the central
government's own extra-budgetary funds, such as the National Housing
Fund, the Local Loans Fund and the Economic Co-operation Promotion
Loan Fund, which are dependent on the budget for their capital re-
sources. Credit is also provided through departmental votes. In
addition, the Treasury channels considerable sums of loan money to the
Provincial Administrations, Public Corporations, the South African
Railways, the separate national authorities and others. These latter
sums are therefore merely channelled through the Exchequer to other
parts of the public sector who are the true borrowers but do not them-
selves enter the capital market in their own right.

It may, in conclusion, also be mentioned that the Public Debt Commis-
sioners too are important investors in the securities of public cor-
porations and municipalities.

Relatively little of the foregoing is exposed in the South African
budget. Because of the budget's focus on the State Revenue Account
alone, coverage of the government's loan transactions will be limited
to those loans which are channelled through the Exchequer. However,
the proposed loans from the latter are buried in the Estimate of
Expenditure and it is therefore difficult to get an overall picture of
the government's loan activities, especially since the summary budget
presentation (Table 1) also draws no distinction between Toans and
other outlays.

On the expenditure side, the economic/functional classification in the



-34-

Statistical/Economic Review groups loans and other credit under the
following heads:

Purchase of shares in and granting of loans
Transfers and Toans to other general government institutions and fundg

However, because transfers and loans are lumped together it is not
possible to ascertain from this classification what amount of loang
the government proposes to make from the budget.

On the revenue side, loan recoveries are treated as Inland Revenue ang
are presented in broad categories in both the Comparative figures of
revenue30 and the Estimate of Revenue31. However, there is no con-
venient way of linking this information up with the amounts and des-
tinations of loans on the expenditure side of the budget to get an
idea of the net figures involved.

The general conclusion emerging from the discussion of this section is
therefore that the budget, as currently presented, gives inadequate
exposure to the government's role as a financial intermediary. In
particular, the amounts and destinations of the credit to be granted
in the coming year from the budget to other sectors is not given in a
convenient form but must, if need be, researched from the Estimate of
Expenditure.  Further, because of the budget's lack of coverage,
there is no way to ascertain from budgetary data how much credit the
central government as a whole proposes to grant to other sectors of
the economy. Lastly, the present presentation omits any explicit
reference to the role of government lending as a determinant of the
government's financial deficit.

The budget deficit

As we have seenl, Musgrave and Musgrave's third requirement of good
budgetting is a meaningful presentation of the state of balance in the
budget.* The budget embodies the government's fiscal policy recom-
mendations; it is therefore desirable that it should include a mean-

* See Page 18.



-35-

ingful presentation of the economic impact of the budget and under-
standable descriptions of the government's fiscal recommendations.

The present section deals with this latter aspect of the South African
budget, with special reference to the presentation of the budget
deficit. Section 11 below considers the financing of the deficit.

The format of the summary budget presentation (see Table 1) gives the
traditional framework to analyse the approximate overall income crea-
ting effect of the budget in accordance with the formula: Expenditure -
Revenues = Deficit. Because it is difficult to judge whether a par-
ticular absolute Tevel of budget totals is by itself expansionary,
restrictive or neutral, but it is generally possible to say that an
increase in a budget deficit is expansionary, that a decrease in the
surplus is expansionary, that an increase in the surplus is restric-
tive, and that a decrease in the deficit is restrictive, current year
estimates of the aforementioned formula are also provided in Table 1
for purposes of comparison,

However, the use that can be made of this admittedly crude framework
for fiscal analysis as a presentational aid, is subject to an important
qualification on account of the budget's Tlack of coverage. It is
worth reiterating the point made earlier (see Section 6 above) that
the budget, as currently presented, is not comprehensive of all the
expenditures and revenues of the central government. As we have
seen, budgetary outlays and revenues include some transactions which
are purely internal to the central government. Some other central
government transactions again are excluded from the budget because
they are external to the State Revenue Fund. For this reason, the
figures of Table 1 could be misleading. They are certainly unlikely
to reflect accurately the movements in the central government's total
expenditures, total revenues and the net deficit. More particularly,
the possibility of discrepancies between movements in the budgetary
deficit and in the corresponding movements in the true central govern-
ment deficit must rule out the use of the former as a reliable fiscal
indicator, especially if the observable year-to-year variations in the
budget deficit are relatively small.
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Attempts to overcome the problems created by the budget's lack of
coverage by making crude adjustments to budget totals in order tq
take account of extra-budgetary cash flows through the accounts of
the Public Debt Commissioners would prove to be unhelpful. The
reason is that the mix of extra-budgetary transactions is so complex
that little meaning can be read into the budget deficit net of the
Public Debt Commissioners' subscriptions, even if the problem of the
latter's unpredictability could be overcome. The result would
reflect neither the central government's overall deficit nor the
central government's overall cash shortfall which must be financed
by borrowing from the public.

There is the further criticism that, apart from a useful breakdown
of revenues referred to in Section 8 above (Page 31), there is no
explicit treatment in the budget of automatic versus discretionary
fiscal action or of the appropriateness of the budget proposals in
terms of the goals of the economy. As yet the government has not
yet adopted a full-employment budget concept, which would be more
suited for the above purposes than the traditional framework, even if
used only as a purely presentational aid. On the whole, the budget
format gives inadequate coverage to policy changes and proposals for
discretionary increases or decreases in spending and fajls to high-
light the government's policy initiatives.

Budget financing

Budget financing focusses on: (1) the extent to which a government
must either draw on its own cash resources or increase the public
debt (an accounting aspect); and (2) the implications of the govern-
ment's spending plans for financial markets (a policy aspect). This
section deals with the format and interpretation of the financing
section of the South African budget.

The government's plan for the financing of the 1980/81 budget deficit
is set out in the Tower part of Table 1. Budget financing often
features prominently in the budget speech too, although it does not
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of course form part of the budget (narrowly defined), which is pre-
sented to Parliament for formal approval.

The summary presentation customarily draws a distinction between the
Net Deficit (before borrowing) and the Financing Requirement.  How-
ever, a qualification must be noted: both redemptions and the finan-
cing requirement are usually understated to some extent because of the
way in which the Public Debt Commissioners' contribution to budget
financing is recorded. This point can be illustrated with reference
to Table 1. The table shows that an amount of R1 650 million was
expected from the Public Debt Commissioners in 1980-81. At first
glance this figure might seem to refer to the Commissioners' gross
subscriptions.  In fact, the figure refers to subscriptions net of
stock offered for redemption by the Commissioners.32 It follows that
both redemptions (R1 430 million) and the Financing Requirement (R3 657
million) are understated by the amount of stock that the Public Com-
missioners were expected to offer for redemption in the budget year.

The financing section complements the upper half of Table 1 to show
the budget's total effect on the economy. However, in this respect
too some qualifications must be noted.33 First, much of the details
of the plan are provisional and highly tentative, for several reasons.
For one, since fluctuations in domestic and international money and
capital market conditions may have a significant effect on the govern-
ment's debt policies, the financing of any given deficit or of matu-
ring debt may be quite different from that envisaged in the budget.
Moreover, the total amount eventually obtained from internal or extra-
budgetary sources via the Public Debt Commissioners may differ sub-
stantially from the figures envisaged in the budget, and this means
that there could be a considerable amount of uncertainty with regard
to the amounts that must be borrowed from other sources. Lastly,
since the financing section contributes to the total fiscal picture
projected by the budget, the tentative nature of the information pro-
vided in it could tempt a Finance Minister to engage in a bit of
window dressing for the sake of a better overall picture.

Second, the lower part of Table 1 lacks sufficient detail to determine
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the central government's effect on the money supply and monetary cop.
ditions. Borrowing from the banking sector, as opposed to borrowing
from the private non-bank sector, is a major determinant of the byg-
get's effect on financial conditions. However, the budget does not
and could not, provide enough detail to ascertain the Treasury's ppo-
posed reliance on the banking sector for short-term accommodation,

In addition, it is difficult to predict the scope of the Public Debt
Commissioners' own debt transactions or the amount of money that
could be obtained from the latter in a non-inflationary way. For
these reasons the financing section of Table 1 could be highly mis-
leading if it is used as an indicator of the budget's effect on the
money supply and financial conditions.

Another point is that the manner in which the financing section of the
South African budget is currently set out has probably contributed to
a tendency in this country to view the financing of the deficit as
solely the concern of fiscal policy, and therefore as an exogenous
factor as regards monetary policy. However, the mix of
financing techniques depends on many factors related to the day to
day finances of the Exchequer. Although one of these factors is the
size of the revenue shortfall which has to be financed in one way or
another, there are other factors of monetary concern which are perhaps
equally important, including the state of the local and overseas money
and capital markets, exchange rates, the management of the public debt
and the monetary objectives of the authorities. In the final analy-
sis, the question of how the deficit is financed is a function of both
broad fiscal and monetary policy, including exchange rate policy.
However, the practice currently followed in South Africa is to publish
a detailed outline of how the proposed budget deficit is to be financed
at a point in time when essentially only one factor affecting the
latter is known, namely the government's proposed revenue shortfall.
This must encourage the idea that the budget can be viewed in isola-
tion from other instruments.

Finally, the manner in which the lower part of Table 1 is set out is
symptomatic of the government's conventional approach to the presen-
tation of the budget, often at the cost of obscuring the true fiscal
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picture.  The budget is namely presented to Parliament in essen-
tially accounting terms. On reading the South African budget speeches,
one is especially struck by the fact that they still present a picture
of a Minister engaged in the exercise of balancing a set of books.

For example, there are customarily frequent references in the speech
to the government's accounts. Also, as we have seen, a summary of

the government's accounts actually furnish the legislative, press and
public with the only summary presentation of the budget aggregates.

The stress laid on the budget's accounting framework could have asignificant
effect on the picture that is conveyed to the user. The point can be
jllustrated by reference to the data given under the heading Balance

in Table 1. This section indicated the manner in which fiscal year
1979/80's surplus of R296 million in the State Revenue Account was dis-
posed of, namely, R96 million to finance the coming year's deficit, a
R40 million transfer to the South West Africa Account, and a R160
million transfer to the Special Defence Account. The latter amount
presumably disappeared from the face of the earth, at least as far as
Table 1 was concerned. In reality, if the amount transferred to the
Special Defence Account was planned to be spent in 1980/81, it would
have been much more appropriates in the interest of budget accuracy,

to include this amount in the 1980/81 Estimates of Expenditure (main

or supplementary) in the upper half of Table 1, and to enter its
financing under the head “"use of surplus of previous year" in the lower
part of the table. On the other hand, if it was anticipated that the
sum of R160 million would be placed with the Public Debt Commissioners
for use in future years, the procedure of transferring the sum to the
Special Defence Account anyway had, other things remaining equal, the
effect of channelling the money to the Exchequer through the back door
to reduce the need for non-Public Debt Commissioners sources of finance.
Either way, the presentation's emphasis on the budget's accounting
basis had the effect of distorting the size of the deficit and/or its
financing in fiscal 1980/81.
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PERT 3

Notes on the Budgets of Selected Countries
A. The United States of America

Budget documents

By law the United States President's budget for the forthcoming fiscal
year is required to be transmitted to Congress annually within 15 days
after the start of each new session in January.

The budget document customarily comprises several parts. The 1979
budget* was published in the following four parts: (1) The Budget of
the United States Government, 1979. This is the basic budget docu-
ment. In 1979 it comprised over 400 pages. It features discussions
on numerous aspects of the budget and incorporates the text of the
President's budget message. This document also contains a descrip-
tion of the United States budgetary system, including descriptions

and definitions of budgetary concepts used; (2) The Budget of the
United States Government, 1979 - Appendix. This document usually
comprises well over 1 000 pages. It contains detailed information
on the various appropriations and funds that comprise the budget. The
Appendix is the most detailed of all the budget documents; (3)
Special Analyses, Budget of the United States Government, 1979. These
analyses are designed to highlight specific aspects of the budget. In
1979 altogether 16 different issues were covered; (4) The United States
Budget in Brief, 1979, This is a condensation of the budget designed
for the layman.

Competing budget concepts

Before 1969 several competing budget concepts featured in the United
States budget presentation, namely: the administrative budget, the

* The federal budget is traditionally identified by the year in which
the fiscal year ends. Thus the 1979 budget, which was presented to
congress in January 1978, ran from 1 October 1978 to 30 September1979-
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consolidated cash budget and the national income accounts budget.34

Wwhilst the three competing presentations provided a vast amount of
information needed for the purpose of budget interpretation and
analysis, it also made for a great deal of confusion on the part of
the public and the media on account of what often seemed to be con-
flicting data.

Administrative budget

The administrative budget included the receipt and expenditure of so-
called federally-owned funds, but excluded trust fund receipts and
payments for which the federal government acts technically only as
trustee.  An important shortcoming of the administrative budget was
therefore that it lacked comprehensiveness.

Consolidated cash budget

In contrast, the consolidated cash budget was a measure of all cash
transactions between the federal government and the public. It was
"consolidated" in the sense that it included both "federal funds" and
"trust funds", and was "cash" in the sense that all receipts and pay-
ments were on a cheque paid basis compared to the cheques issued basis
of the administrative budget. Consequently, the consolidated cash
budget had the merit of being more comprehensive than the administra-
tive budget, and since all intra-governmental transactions were elimi-
nated from budget totals, it showed only cash transactions between the
government and the public.

National income accounts budget

The national income accounts budget (the federal sector in the national
income accounts) was used in the United States as a measure of the
government's fiscal impact on the economy. The concept's most impor-
tant features were that all receipts (taxes) and certain types of
expenditures were on an accrual basis, and that all federal lending

was excluded. The Tlatter was excluded on the ground that the effect
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on the economy of government loans is not the same as the effect of
expendiiures on goods and services: whilst loans to the private
sector increase the purchasing power of the public, there is an equal
increase in the latter's liability to the government.

President's commission on budget concepts

In March 1967, President Lyndon Johnson appointed a commission of
experts to make a thorough study of the United States budget and the
manner in which it was presented to the United States Congress and

the public.  The decision to appoint a commission climaxed many years
of discussion and criticism about the inadequacy of the federal bud-
get and the best way of reporting the activities of the federal govern-
ment. The criticism grew primarily because of the use of the afore-
mentioned competing budget concepts and the accounting treatment of
individual items or groups of items in these concepts.

In its report of October 196735the commission recommended the adoption
of a unified budget concept, designed to: "reduce confusion but at

the same time provide the necessary information for decisions on fis-
cal policy that affect the level of economic activity and for decisions
on the allocation of resources among federal government programs".oc
The commission argued that the growth which had taken place in trust
fund activities, in absolute terms as well as relative to total federal
government receipts and expenditures, had rendered the traditional
administrative budget much less significant than before. The current
deficits/surpluses of the various trust funds had therefore to be con-
sidered "in calculating the effect of federal government activities on
the level of income and employment, in managing Treasury cash balances,
in deciding on Treasury cash borrowing needs, and in program evaluation".

The commission regarded the administrative budget deficit/surplus as
“"a misleading guide for measuring the fiscal impact of the budget on
the economy“.38 In fact, it recommended that: "the President's budget
presentation give no attention to a surplus or deficit calculated on

the basis of the administrative budget".3? In view of the limited
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coverage of the administrative budget, the commission found that the
latter “does not portray or price out the President's full program,
nor does the administrative budget alone accurately measure congres-

sional action on the President's requests".40

The following is a summary of the commission's major recommendations:

(1) That a unified budget statement, with complementary rather than
competing concepts, be adopted to replace the former concepts.

(2) ‘That the budget be given broad coverage to include all activities
of the federal government, including trust funds.

(3) That a breakdown of total government outlays between loans and
other expenditures be made within the unified budget.

(4) That receipts which are enterprise or market-oriented be netted,
i.e. treated as off-sets to expenditures to which they relate.

(5) That the budget include a "means of financing" section utilizing
a debt concept which emphasizes net federal borrowing from the
public.

(6) That both receipts and expenditures be reported on an accrual

basis instead of a cash basis.41

Unified budget concept

The recommendations of the commission were substantially adopted by
the United States government, and incorporated in the official format
of the budget presented to Congress in January 1968 (fiscal year 1969).
The fiscal 1969 summary budget presentation is reproduced in Table Al.

In emphasizing the four major sub-divisions of the budget the recom-
mended format tied together more closely the thread that runs from (1)
budget appropriations to (2) receipts, expenditures and net lending,
to (3) the means of financing the budget deficit (or use of the sur-
plus), and finally to (4) outstanding federal securities and loans.

In sharp contrast with the earlier concepts, the new budget did not
concentrate on a single number (deficit/or surplus) but provided a
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unified set of summary data on appropriations, spending, receipts and
the means of financing the deficit.

0ff-budget federal activity

A substantial volume of off-budget federal activity has emerged since
the introduction of the unified budget in fiscal 1969. The off-
budget entities are federally-owned and controlled, but their trans-
actions have been excluded from the budget totals under provisions of
law.

The Export-Import Bank was the first federal entity excluded from the
unified budget in 1971.  Since then further departures from the uni-
fied budget have occurred. The Postal Service Fund, Rural Telephone
Bank, Rural Electrification and Telephone Revolving Fund and the
Housing for the Elderly and Handicapped Fund were actually removed
from the budget. The Environmental Financing Authority Fund, the
Federal Financing Bank, the United States Railway Association, and the
Pension Benefit Guaranty Corporation were established off-bucdget. The
Exchange Stabilisation Fund, formerly a deposit fund, was reclassified
as an off-budget fund.

Except for the Postal Service Fund and one or two other funds, the
excluded outlays of the off-budget federal entities are incurred for
carrying out loan programs and are similar to the direct loan programs
of the budget.

0ff-budget transactions in the United States budget presentation

The fiscal activities of the off-budget entities are not reflected in
United States budget outlays/receipts. However, the federal govern-
ment's off-budget transactions feature prominently in the budget as
currently presented. To illustrate this the 1979 United States budget
summary is reproduced in Table A2.
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Table A2.

Table 1. BUDGET SUMMARY (in millions of dollars)

Description 1977 1978 1979

actual estimate  estimate

Budget authority (largely appropriations):
Available through current action by Congress:
Enacted and pending.. ... ... .. .. __ .. _ ... ___ 317,620 319,333

Proposed in thisbudget. ... ... . .. .. ... ... ___..____ 6,815 343,552
To be requested separately. ... _______________________ —120 1,229 23,377
Available without current action by Congress. ____.__..__. 206,925 235,337 264,822
Deductions for offsetting receipts ' _ ... ________________ —59,194 —59,807 —63,579
Total budget authority .. __.__._______ . .. ... .____. 465, 231 502,907 568,172
Budgel authority, off-budget Federal entities___.______.__ (9.951)  (14,064) (16,087)

Budget authority including off-budget Federal entities_. .. (475,182) (516,971) (584,258)

Receipls, outlays, and surplus or deficit:
eceipts:

Total budget receipts ?__________ ... .. ... 356,861 400,387 439,588
Outlays:
Total budget outlays 23 . . . . .. . __ .. ... 401,902 462,234 500,174
Outlays, off-budget Federal entilies. _ . (8,693) (/1,514) (12,538)
Outlays, including off-budget entities._.._________________ (410,594) (473,748) (512,712)
Surplus or deficit (—):
Total budget deficit (—) .. .. . ... ... —45,040 —61,847 —60,586
Deficit, off-budgel Federal entities (—8,693) (—11,514)(—12,538)
Total deficit (=) ..o (—53,733) (=73,361)(=73,124)
T
lc!qul
Outstanding debt, end of period:
Gross Federnldebt ... ... ... ...._ 646,379 709,138 785,583 873,668
Held by:
Government agencies. ... ...oooooooooio 148, 052 157,295 167,740 182,826
The public. ..o 498,327 551,843 617,843 690, 843
Federal Reserve System. ... ... . ___ 96, 702 105, 004
Others_ ... . i 401,625 446,839
MEMORANDUM
Outstanding loans, end of year:
Direct loans—on-budget accounts. ._.___._____. 68,160 76,091 80, 420
Direct loans—off-budget accounts. _ 32,733 43,882 56, 839
Guaranteed and insured loans 4. ____.___._.__ , 183,924 200,385 223,573
Government-sponsored enterprise loans 8._____ . 87.895 98,928 115,237 130,082

I These consist of intragovernmental transactions and proprietary receipts from the public.

? The amounts of earned income credit in excess of tax liabilities are now shown as negative budget
receipts rather than as budget outlays. Accordingly. the 1977 budget totali have been adjusted
retroactively. These adjustments decrease budgetl receipts and outlays by $901 million in 1977;
$947 million in 1978; and $900 million in 1979.

3 The transactions of the housing for the elderly or handicapped fund. formerly excluded from the
budget by law as of Sept. 1, 1974, are included in the budget totals in accordance with Public Law
95-119. Accordingly, the budget totals for 1975-77 have been adjusted retroactively. These adjust-
ments change budget outlays by —$13 million in 1975: —$15 million in 1976: —$3 million in the TQ:
$5 million in 1977; $335 million in 1978; and $713 miilion 1n 1979.

t Excludes loans held by Government accounts and sponsored credit enterprises.

& Net of lending bet ween Government-sponsared enterprises or between such enterprises and Federal
agencies; excludes Federal Reserve banks.

Source: The Budget of the United States Government, 1979, p. 427.
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The table shows that the net outlays of the off-budget entities are
added to the unified budget deficit to make up the total federal
government deficit that has to be financed by borrowing from the
public or by other means. The budget usually also includes an
explanatory section on "Fiscal Activities outside the Budget" covering
not only the off-budget federal entities, but also the activities of
the so-called privately-owned government sponsored enterprises and
guaranteed loans.43 In addition, financial statements for the off-
budget federal entities are published in the Appendix.44

Congress has on several occasions expressed concern about off-budget
outlays, and since 1976 the trend to create new off-budget entities
has been reversed. The Export-Import Bank was returned to the budget
in 1976, and the Housing for the Elderly andHandicapped Fund in 1977.

In his January 1977 Budget Message President Ford expressed his con-
cern thus:

"As the budget documents illustrate, there has been a trend
over the last few years toward so-called "off-budget" spend-
ing.. This is an undesirable practice because it obscures
the real impact of the Federal Govermment and makes it more
difficult for any one but the most technically knowledgeable
eitizens to understand what their Govermment is doing. There—
fore, I am calling for legislation to halt this practice so
that our budget system will fully reflect the financial
activities of the Government".

The 1979 budget recorded that steps were being taken to return the
Exchange Stabilization Fund to the budget.40

The federal budget in the national income accounts

The former National Income Accounts Budget (the federal budget in the
national income accounts) has continued to play an important part in
the presentation of the unified budget: since fiscal 1969 the federal
transactions in the national income accounts have been discussed regu-
Tarly in a Special Analysis.47 However, the budget in the national
accounts no longer enjoys the status of a competing concept, but is
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used as a presentational aid in the analysis of the federal govern-
ment's impact on the economy.

Tax expenditures

The concept of a tax expenditure account has recently been introduced
in several countries. Herber described this facet of budget coverage
as follows:

"... (it) attempts to estimate the tax revenues, by functional

area of budgetary activity, which the govermment does not
collect as a result of 'special provisions' under federal
income tax law. Thus, the estimated 'tax loss value' of the
numerous spectial exclusions, deductions, credits, differential
rates, and the like are presented in terms of functional
expenditure categories. Such an approach is significant
since 'tazxes not collected' have the same impact on an even-
tual budget deficit or surplus as do the 'direct expenditures'
of the federal govermment". 48

The United States has been publishing details of tax expenditures
since 1969.

The first major effort to systematically record tax expenditures using
the conceptual framework of the budget appeared in the Annual Report
of the Secretary of the Treasury, 1968.49 The analysis was extended
to cover the tax expenditures implicit in the fiscal 1970 budget in
the testimony of secretary of the Treasury before the Joint Economic
Committee, January 17, 1969.50 The publication of a tax expenditure
account in the budget became required by law in 1974.51

Economic and functional classifications

In the United States budget documents, both budget authority and out-
lays are reported by agency and function.

* In terms of the Congressional Budget Act, the Congress must pass
resolutions establishing budget targets and ceilings by functional
categories.
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A classification of outlays in accordance with economic class -
purchases of goods and services, transfer payments, federal aid to
state and local government, net interest paid and net subsidies - is

contained in the national income accounts presentation.52

Credit transactions

The President's Commission on Budget Concepts argued important dif-
ferences in the economic impact of loans and other expenditures, and
thus recommended that: "the summary budget presentation should show
most direct loans (on the basis of their unsubsidized value) sepa-

"53, and that "a surplus or deficit should

rately from expenditures
therefore be presented in the budget, to be calculated by comparing
expenditures other than loans with total budget receipts, for pur-

poses of providing a measure of the economic impact of Federal pro-

grams".

As already mentioned, these recommendations were accepted by the
President and incorporated in the 1969 budget format as shown in
Table Al.

However, in fiscal 1974 the spending/lending distinction was dropped
from all tabulations, including the summary presentation, in order to
simplify the presentation and because of a lack of interest in this
information. The subject of government lending has nonetheless con-
tinued to receive prominence in the annual budget. For one, federal
credit programs (budgetary as well as off-budgetary) are reviewed as
a regular feature in a Special Ana]ysis.55 Moreover, the United
States federal debt and outstanding loans are related to each other
in the budget summary, as indicated in Table A2.

Means of financing section

Table A3 illustrates the Means of Financing section of the United
States budget, as it is currently presented to Congress. The table
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shows that estimates are given of the means of financing the overal]
deficit from sources other than borrowing, such as the use of casp
balances, seigniorage and deposit fund balances. However, apart
from the details given in respect of these miscellaneous "internal"
sources of finance, the budget contains no information on how the
deficit as a whole is likely to be financed.

Table A3.

BUDGET FINANCING AND CHANGE IN DEBT OUTSTANDING
fIn billions of dollara}

Deacription 1977 1978 1979
sctusl estimate estimate
Budget aurplus or deficit (—) ... .. ... . ... ____ ... —145.0 —61.8 —60.6
Deficit (—) of ofi-budget Federal entities. ___._____.__________ -8.7 —~ILS —12.5
Total, surplus or deficit (—) ... . . ... ~53.7 =134 -73.1

Means of financing other than borrowing from the public:
Deccrease or increase (—) in cash and monetary assets_. . ___ -2.2 7.1 *
Increase or decrease (—) in liabilities for:
Checks outstanding, etc. ... ___..___. . .8 . .1
Deposit fund balances. ... ... ... . . ... ___. .3 -.5 -2
4 5

Seigniorage on coins

public. . ... 2 7.4 1
. Total, requirements for borrowing from the public._.._.. .. —-53.5 —66.0 -73.0
Change in debt held by the public. .. ... ... ... ... 53.5 66.0 3.0
Change in Federal agency investments in Federal debt:
Federal funds .6 .2 .8
Trustfunds. ... ... 8.3 10.0 13.9
Off-budget Federal entities 3 2 3
Total, change in Federal agency investments in Federal debt. 9.2 10.4 15.1
Change in gross Federaldebt_.._....__.. ... __.___._..__._.. 62.8 76.4 88.1

*$50 million ot less.

Source: The Budget of the United States Government, 1979, p. 257.

* It is interesting to note that the latter balances (more or less
equivalent to our own departmental trust and deposit account bal-
ances: see Part 2, Section 6) help to finance the overall deficit
and is therefore not deficit determining.
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B. Canada

Budget pagerss6

The Canadian budget process starts with the publication of the Main
Fstimates of expenditure, representing the detailed amounts required
by the government to carry on its activities in the prospective year.
The Main Estimates are customarily presented to Parliament for appro-
val a few months Sofore the date of the presentation of the govern-
ment's tax proposals ir the annual budget statement.

When the Main Estimates are tabled, the Treasury normally publishes a
very useful summary and explanation, entitled: How Your Tax Dollar
is Spent.

The budget speech follows next after the Main Estimates. The speech
is of greatest interest in connection with revenues, since its main
purpose is to formulate the tax changes needed to support the expendi-
ture program, as set out in the Main Estimates. The speech itself is
published, together with fiscal tables setting out the summary Public
Accounts presentation, the National Accounts presentation (incorpo-
rating the economic classification of government expenditures and
revenues), together with reconciliations, in a document entitled:
Budget Speech.

The latter is customarily accompanied by a separate document entitled:
Budget Papers. This document usually incorporates: (a) the texts of
Notice of Ways and Means Motions; and (b) a section entitled Supple-
mentary Information. The latter contains explanations of, or back-
ground information to, budget proposals. An interesting feature of
the supplementary information is a table setting out the Federal
Revenue Effects of Budget Tax Measures (see later: Tax Expenditures).

At budget time the government also issues a Budget in Brief. This is
a short precis of the budget designed for the Tayman.
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In the December 1979 budget the government published a separate

page document entitled: The Economic Assumptions Underlying the

Fiscal Projections of the Budget.57

Public accounts

The Canadian system of public accounts is premised on the idea of 3
single fund.  All revenues, other than those reserved to the pro-
vinces, form one Consolidated Revenue Fund, and the balance of the
Fund, after certain prior charges, is appropriated by the Parliament
of Canada. Since all cash receipts are to be paid into the Fund,
and all cash payments are to be made from the Fund, the record of
cash transactions into and out of the Fund is complete.

Federal government58

The federal government is defined as the total of all its departments,
agencies, boards, commissions, councils, funds and other bodies that
pay their receipts into and have their outlays financed from the Con-
solidated Revenue Fund, with one exception: excluded are six "Sche-
dule C" crown corporations which are by law required to use the Con-
solidated Revenue Fund for banking purposes, but are treated in the
same way as other "Schedule C and D" corporations and are therefore
excluded from the definition of the government of Canada as an
accounting entity. Included, however, are a small number of so-
called departmental crown corporations which are considered to
resemble departments and use the Consolidated Revenue Fund for banking
purposes.  With the exception of these departmental corporations, all
crown corporations are considered outside the government of Canada as
an accounting identity.

Put another way, the government of Canada is defined as the aggregate
of all departments, agencies, boards, commissions, councils, crown
corporations, funds and other bodies, with two exceptions, namely (1)
the so-called "Agency" and "Proprietary" Crown Corporations, listed
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respectively in Schedules C and D of the Financial Administration Act
and (2) those crown corporations that are not subject to the Finan-
cial Administration Act.

Annual budget statement

The Canadian government's annual Budget Statement is comprehensive of
all the financial transactions of the federal government, as defined
above. However, Canada's Public Accounts draw a distinction between
so-called budgetary and non-budgetary transactions, and this division
in the government's accounts is also found in the annual budget state-
ment. The so-called Public Accounts presentation of the Canadian
budget is presented in Table B. A major feature of this table is the
division that exists between budgetary and non-budgetary transact1ons.6

Budgetary transactions

\

The statement of budgetary transactions in the upper part of Table B
serves administrative and control purposes. This is the traditional
budget (narrowly defined) which is presented by the Finance Minister
to Parliament, and which incorporates the departmental estimates of
expenditures and revenues.

The difference between budgetary revenues and budgetary expenditures -
the surplus or deficit - has been used in the past to evaluate the
federal government's fiscal policy. However, more sophisticated means
are now available to the Canadian government. See, for example, the
cash requirements analysis below. The budgetary expenditures are
detailed in the Estimates, both main and supplementary, as presented
to and then approved by Parliament. These expenditures are financed
from budgetary.revenues and such other sources as may be used to
finance any shortfall of budgetary revenue. Budgetary expenditures
include certain internal transactions that do not lead to changes in
the balance in the Consolidated Revenue Fund: for example, interest
charges and government contributions that are credited to superannua-
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Table B.

Table 1

Government of Canada

Summary Statement of Tranaactlona
Public Accounts Presentation

1978-79* 1979-80t" 1980-81 1981-82(" 1982.83 Japa

. 1983.84"
($ millions)
Budgetary transactions
Revenues 35,215 40,720 46,835 53,040 59,715 66,649
Expenditures® —47,318 51,950 -57,300 -62,800 —68,975 - 75'700
Surplus or deficit (-) -12,103 -11,230 -10,465 -9,760 -9,260 _¢
Non-budgetary transactions
Loans, investments and advances® -1,052 -1,150 -1,100 -1,450 -1,700  —2,05
Annuity, insurance and pension accts 2,377 2,145 2,575 3,210 3985 474
Othar transactions - 161 295 790 700 1,295 1,560
Net source or requirement (-) 1,164 1,290 2,265 2,460 3,580 4,210
Financial requirements
(Excluding foreign exchange transac-
tions) -10,939 -9,940 -8,200 -7,300 -5680 4,79

Numbers in these forecast columns should be interpreted as mid-points of ranges of estimates.

@ Total outlays are composed of budgetary expenditures plus loans, investments and advances.

@ These figures do not reflect foreign exchange transactions in 1978-79 which provided a source of $4,088 million,
thereby reducing total financial requirements to $6,851 million. Foreign exchange transactions, to the end o
November 1978, have provided a source of $456 million in the current fiscal year. No forecast is made of foreign
exchange transactions in the balance of the period.

* —This table reflects the major changes in the Accounts of Canada set out in the 1978-79 Public Accounts. It
particular, figures for 1978-79 have been adjusted to the accounting basis which wili be in effect ih
subsequent years and thus differ from those published in the 1978-79 Public Accounts which are on the old
accounting basis with a separate ‘once-and-for-all' provision for conversion to the new accounting basis. See
Appendix A-2 for the 1979-80 forecast on old and new accounting basis, and Appendix A-3 for historical date
on the two bases.

—Financial requirements do not include direct market borrowing of agent Crown corporations. See fingl
paragraphs of the loans, investments and advances subsection of Appendix A-1.

Source: Budget Speech, 11 December, 1979, Department of Finance,
Canada, p.
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tion and other annuity, insurance, pension funds, the Unemployment
Insurance Fund and the Canada Pension Plan; also included are the
undisbursed balances of appropriations to special accounts and cer-
tain other accounts. Excluded are pensions paid under the Canada
Pension Plan, unemployment insurance payments, any payments financed
from receipts credited directly to special accounts or expenditures
charged to working capital advance accounts and revolving funds, all
of which are treated as non-budgetary.

Projections of budgetary revenues are found in the Budget Statement
only. In general the budgetary revenues consist of all revenues that
have not been allocated to a specific purpose. It includes all tax
revenues from income tax, excise taxes and duties, customs import
duties, returns on investment, postal revenue and certain other non-
tax revenues. It also includes certain internal transactions that

do not lead to changes in the balance in the Consolidated Revenue
Fund.: Budgetary revenues exclude: the public's contributions to the
Canada Pension Plan and unemployment insurance; receipts and revenues
credited to special accounts and revolving funds; and taxes collected
by the government of Canada, but paid to participating provinces.

The budgetary transactions also include some ear-marked revenues and
payments to the municipal governments.

The budgetary revenues and expenditures represent only a part - although
the largest part - of the federal government's general financial opera-
tions. Beyond the scope of the traditional administrative budgetary
framework and the budgetary transactions is a sizeable amount of so-
called non-budgetary or extra-budgetary transactions, both revenues

and expenditures, which do not require the approval of Par]iament.*
These are discussed below.

* Except for loans, advances and investments which are included in the
annual main or supplementary estimates. The focus in the Budget
Statement is thus on total outlays: that is, the sum of the main
estimates plus loans, investments and advances.
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Non-budgetary transactions

Generally, the non-budgetary transactions of the federa] ov

are those that lead to changes in ‘the government's net deit e””Teﬁt
the acquisition or disposal of a financial asset or to the cposv'C1 "
or discharge of a financial Tiability. reation

Non-budgetary transactions include the transactions of the Social
Security Accounts - i.e. the collections and disbursements of the
Unemployment Insurance Account and the Canada Pension Plan are out

side the traditional budget, but government contributions to these

*
accounts are budgetary. The non-budgetary outlays of the Canada

Pensi i i
ion Plan include investment of surpluses in Canadian government

and provincial securities. Non-budgetary transactions also include

the transactions of the superannuation accounts for the Public Ser-
vice, Canadian Forces and the Royal Canadian Mounted Police, the
government annuities account and a number of smaller insurance and

pension accounts operated by the government of Canada. However

government contributions to all these funds are classified as budgetary

Although included in the Estimates and requiring annual parliamentary
approval, all loans, advances and investment (including repayments) to

cro i i
wn corporations and other domestic and external borrowers are

classified as non-budgetary. However, investment income is budgetary.

T . .
he transactions of the Foreign Exchange Account are also non-budgetary.

S1n?e the Account is used to stabilize the Canadian dollar in inter-
national currency markets, it is not possible to provide a projection

of the transactions for the Budget Statement, but the actual amounts
are recorded in the Public Accounts.

The 01d Age Security Fund cea i
_ceased to exist at the end of J
Payments of 01d Age Security Benefits are now made oug ofugﬁe]g;géoli-

dated Revenue Fund 01d ]
. age secur i
as budgetary rather than nog-budgetgiz.transaCt1ons are thus treated
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+ non-budgetary transactions include accounts payable, outstanding

0the
Finally, non-budgetary transactions

cheques and interest accrued.
also include the receipts and payments of deposit and trust accounts
as well as the undisbursed balances of budgetary appropriations to

special accounts.

The financial operations of the crown corporations (other than the
departmental corporations) are not included in the budget presentation
but are reflected there only to the extent of government investment in,
or earnings on investments in, these corporations.  Thus profits and
interest, when paid over to the government, are budgetary revenue.
Government grants to the corporations are also budgetary. However,

government loans to corporations and repayments are non-budgetary items.

Finally, it is of interest to note that the Public Accounts usually
contain a detailed statement of the federal government's financial
assets and liabilities, and that any change in the government's net
debt position corresponds identically with the surplus or deficit on

the budgetary accounts.6

Overall cash requirements analysis

The budgetary and non-budgetary transactions of the federal government
are brought together in the cash requirements analysis. Table B shows
that whilst the non-budgetary transactions do not enter into the cal-
culation of the traditional budgetary surplus or deficit as such, they
nonetheless occupy a position of prominence in the summary budget pre-
sentation and full account is taken of them when the scope of the
government's financial operations and their effect on the nation's

economy are considered in the budget speech.

Budgetary and non-budgetary transactions together constitute the total

cash transactions of the federal government and indicate the overall

cash borrowing requirement of the government. In other words, the

traditional budgetary analysis is supplemented by an analysis of the
federal government's overall cash needs so that the net surplus or
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deficit in the budgetary analysis is combined with the net
the non-budgetary or extra-budgetary transactions to afrive a
total cash requirement for the federal government which i#i_
cash management purposes. '

The cash requirement analyses the funds in the hands of thé fede
government, whether these funds are directly attributable to p
and expenditures, are simply funds ultimately attributable t6
accounts held by the government or are loans and advances. qu hi
extent the budget speech discusses the total government finané{a
position, including budgetary revenues and expenditures, loan £
actions, changes in unmatured debt and the cash balance.

[t is worth noting that balances available in the trust accounts and
other adjustments such as cheques outstanding are treated as non-

budgetary items, which means that they help to determine the combihé
deficit that must be firanced from borrowing.

It is further of interest to note that no indication is given in-Table
B or elsewhere in the budget papers of how the financial requirement’
(excluding foreign exchange transactions) might be financed in the
prospective year.

The budget in the national income accounts

The Canadian government accounts and the traditional budgetary presé
tation are designed primarily to permit parliamentary and administra
tive control over the public finances. Therefore, they do not readx1y
permit an assessment of the impact of government activities on the

economy. For this reason, the Finance Minister's annual budget state=
ment has since 1964 incorporated a so-called national accounts presen
tation of the federal government's expenditures and revenues. This
presentation has been described thus:

"The natrvonal aceownts budget is designed to permit an assess—
ment of the interaction of the government sector (im particular
the federal govermment) with the other sectors of the economy



by providing measurements both of the magnitude of goverrment
operations and of the timing of their impact. The national
accounts budget is, in fact, merely a part of the national
accounts as developed by Statistics Canada.  Thus the
measurements are cast in the same terms as measurements of all
other economic activity so that revenues may be related more
o directly to income and expenditure flows and federal ewpendi—
 tures compared to expenditures by other sectors". 62

e national accounts presentation differs from Canada's parliamentary

getary presentation in several main way363: first, in respect of

ovgfage the national accounts presentation includes the operations of
sngmber of non-budgetary transactions, but excludes a number of items
np?uded in the budgetary presentation.  Second, an important dif-
rence is in the matter of timing.  Accrual accounting is usual
ﬁrbughout in the national accounts presentation, whilst the so-called
médified cash basis is used in the traditional budgetary presentation.
inally, the national accounts presentation include only income and
xpenditure transactions that have an immediate and direct impact on

he flow of income in the economy. Pure financial transactions - e.g.
brrowing and lending - are excluded.

‘he government's financial transactions may, of course, have a consider-
ble impact on the economy through their effect on the size and composi-
~tion of the community's financial assets. Following the recommendations
f the Report on the Study of the Accounts of Canada6f the budget state-
ment has since 1976 included a so-called Extended National Accounts pre-
entation. This presentation uses the traditional national accounts pre-
~sentation as a starting point, but then incorporates the government’s
Tnon—budgetary transactions to give the overall cash requirement (which is
dentical to that shown in the budgetary or Public Accounts framework).

It is worth mentioning in conclusion that since 1964 the budget has
- incorporated tables reconciling the traditional Public Accounts presen-
metation of budgetary data with the national accounts presentations.

3.0 Tax expenditures

Information on tax expenditures in Canada has been available for a
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number of years in the Supplementary Budget Papers at the timezﬁ
introduction or on the occasion of significant changes§5 Ho@é
Canadian federal tax expenditure account was introduced for the: f
time with the December 1979 budget.%®

Ciassification

As explained in Section 8 the Canadian budget has since 1964 pres
budgetary expenditures and revenues on a national accounts (ecdnomx
basis as an aid in understanding the economic impact of the budgéi
However, when comparing these classifications with the budgetary da
on a cash basis, there are obstacles relating to coverage, accouﬁii
basis, etc.

As regards the functional classification of Canadian budgetary outl
we quoie from a ietter received from the Treasury Board, Canada:

“The onnual Main
Purloament

fh, Government as presented to
Ve & ccm*aﬂr«a a functional classi~
Freation whickh is roug?z?,y equum lent to the international
system of categorization for this purpose. However, the
Goverswment 18 currantly ,lru,(,oomu a new expenditure manage—
ment suctem which wi ,Z divide their antzc‘,pal;ed outlays into -
the foliowing categories caZL(’d 'envelopes®. '

1} Fiscal Arrangements

2) Public Debt

3) Eeonomic Development

4} Social Affairs

5) Justice and Legal

6) External Affaire

7) Defence

8) Parliament

3) Services to Govermment
It Zs expected that this classiJ 1ecation system along with the .

functwnaL one will form the bastis of conveying summary data

in documents such as the budgetary papers, Estimates and H{blzé-
decounts™, 07

Government loans, advances and investments

The federal government is an important supplier of credit.68
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The government's net loans, advances and investments are clearly set
out in the lower part of Table B.  In other words, the role of these
capital items as & determinant of the federal govermment's overall
cash reguirement can be identified quite easily in Canada's summary
budget presentation.

The traditional budgetary analysis (based on the budgetary section of
Table B) has always excluded the federal government's lending programs.
For this reason, there has been increasing emphasis in recent yesrs in
the federal budget presentation on total cutlays (inclusive of loans,
investments and advances) and the government's total cash needs, See
Section 5 above.
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C. Australia

Budget papers

The Australian Budget document is formalised into a fairly 1engthyf
list of so-called Budget Papers. For example, in the 1980/81 bud-
get there were altogether eleven such papers.

Budget Paper No. 1 - Budget Speech and Statements - is the basic
budget document.  In 1980/81 this document comprised over 300 page
of explanations, tables and charts. It customarily contains the
text of the budget speech, as well as a number of accompanying Sta£
ments elaborating on aspects of the budget and the background to th
budget. In 1980/81 the Statements contained, inter alia, a summar
of the budget, an exptanation of the relation between the budget an
the ecohomy, and an appendix detailing various conceptual aspects o
the budget, such as coverage, expenditure/revenue netting and class
fication conventions adopted in the budget.

The other Budget Papers in the 1980/81 series are listed below to
illustrate the broad coverage of subjects provided by the budget
document:

No. 2 Appropriétion Bi1l {No. 1).

No. 3  Appropriation Bill (No. 2).

No. 4 Estimates of Receipts and Summary of Estimated
Expenditure 1980-81.

No. 5 Civil Works Program 1980-81.

No. 6  Government Securities on Issue at 30 June 1980,

No. 7 Payments to or for the States, the Northern Territory
and Local Government Authorities 1980-81.

No. 8 Australia's Overseas Development Assistance Program
1980-81.

No., National Income and Expenditure 1979-80,

No. 10 National accounting estimates of Receipts and Qutlays

0



-63-

of Commonwealth Government Authorities.

No. 11 Income Tax Statistics.69

Commonwealth government

“The Commonwealth government's activities are formally divided into a
budget sub-sector, on the cne hand, and Commonwealth government
authorities operating outside the budget, on the other.

Budget sub~sector7O

The Commonwealth budget reports the transactions of those authorities
of the Commonwealth government whose receipts and payments are re-
corded in the Commonwealth Public Account.  The Public Account, in
turn, comprises three separate funds, namely, the Consolidated Revenue
Fund, the Trust Fund and the Loan Fund.

The Consolidated Revenue Fund is the principal operating fund and is
financed mainly by taxation, fees and other current receipts. Common-
wealth government tax revenues credited to this account include customs
and excise duties, sales taxes and individual and corporate income
taxes, Expenditures charged to the Fund - mainly those of the govern-
ment departments -~ are appropriated by annual and special parliamentary
appropriations, the schedules to which are the detailed estimates of
expenditure,

The Loan Fund receives its funds from the sale of securities and the
expenditures from the Fund are made in accordance with the purpose of
issue of each loan.  The main disbursements from the Loan Fund are to
the States by way of distribution of the proceeds of loans raised by
the Commonwealth government on their behéT? and by capital assistance
grants.  Qther appropriations from the Fund are for Commonwealth
government purposes.

The Trust Fund is a separate account established to record transactions
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relating to trust monies. The Trust Fund is divided into four;éep
rate groups of accounts: Group 1 for 'trustee type' monies which
held in trust for persons and authorities other than the Commonwé
This group includes the Superannuation Fund, established under th
Commonwealth Superannuation Scheme which provides pensions to reﬁ.
employees of the Commonwealth and some of the Commonwealth's auth
rities; Group 2 for the working accounts of Commonwealth governmer
factories and other quasi-commercial activities including staff cafe
terias and certain stores and transport operations; Group 3 for mon

held in trust to meet future expenditures.  The principal accounfs
are the National Welfare Fund, the Loan Consolidation and Investmen
Reserve and the Health Insurance Fund (the Tatter fund is no longer
operative).  The remaining accounts relate mainly to stabilization
funds and research funds for certain sections of primary industrys;.
Group 4 for the National Debt Sinking Fund. :

Budget'summary

The transactions of the three Funds are brought together in the anhu
budget presentation.  Table C presents the 1980/81 Commonwealth bud
swnmary.  The budget outlays and receipts indicated in this table

Table C.

BUDGEYT AGGREGATES
The key Budget aggregates for 1980-81 are summarised in the following table,
together with comparable data for 1979-80.

1979-80 1980-81

Actual  Change on 1978-79 Estimate  Change on 197980

$ million 8§ million per cent $ million $ million  per cent

Qutlays . . . . 31 694 2 649 9.1 36037 4342 13,7
Receipts . . . . 29 661 4094 16.0 34 471 4810 16.2
Peficit {~) . . . ) -2034 {444 —1 566 L 468
Overseas Delicit (— . . — 1467 —~ 247 -1605 ~138
Domestic Deficit (—) Surplus (+) — 367 41691 + 39 +606

Source: Budget Speech 1980-81 and Statements, Statement No. 1 -
Summary of the T980-87 Budget, Australian Government
Publishing Service, Canberra, p. 2.
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epresent a consolidation of the Consolidated Revenue Fund, the Loan
ﬁﬁd and the Trust Fund. The aim in the budget is therefore to recard
’ﬁ]y transactions between the budget sector and other sectors in the
economy.  For example, payments from the Consolidated Revenue Fund to
}}ust Accounts are not shown as part of outlays: rather, the expen-
itures from the Trust Accounts are included.

'nuinteresting aspect of the Trust Fund is that, for budgetary purposes,
. distinction is drawn between ‘“Commonwealth government” and "other"
yalances in the Trust Fund.  "Commonwealth government balances" are

those which record the receipts, expenditures and investment of Com-
nonwealth government money.  They are monies held to meet future
expenditures or are working balances of Commonwealth government organi-
sations engaged in government's commercial activities.  "Other"
“balances in 'private' trust funds are those which record monies held

in trust and invested on behalf of other sectors. Whilst the expen-
ditures and revenues of the former help to determine the size of the
“budget deficit, the transactions of the Tatter do not affect the size
of the deficit, as any increase in liability for monies received is

" matched by purchases of investments or additions to cash balances. In
Leffect, the net receipts of 'private’ trust accounts are recorded ex
':post in the budget financing section as “other financing transactions",
and, other things being equal, reduce the extent to which the deficit
must be financed in other ways, and have the same effect on private
sector liquidity as non-bank take up of public debt.

An interesting feature of Table C is the distinction that it draws
between the overseas deficit and the domestic deficit. This distinc-
tion is customarily used in the Australian budget to differentiate
between the budget's impact on the balance of payments and the domes-
tic economy, respectively.

" As a result of the consolidation of the Consolidated Revenue Fund

- expenditures and revenues with the transactions of the Loan Fund and
_ Trust Fund, there is not usually a close correspondence between the
total budget outlay (the total cash budget), on the one hand, and the
estimates of expenditures (charged to the Consolidated Revenue Fund)
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submitted to Parliament for its approval through annual or speci
appropriations (the traditional administrative budget), on the othi

However, a separate budget paper usually provides a detailed reco

ciliation of the Consolidated Revenue Fund expenditures and recei

and total budgetary outlays and receipts.71

It is of particular interest to note that the divisions which e
in the government's accounting system is not prominent in the ana
budget statement,  Neither the annual budget speech nor any of th
Statements attached to the budget speech refer explicitly to the t
way division that exists in the Public Account.  In fact, as we h
seen above, a reconciliation of budget totals with Fund totals is'-
usually relegated to a separate budget paper. N

There is further no sign that the government's borrowing policies
influenced by the nature of its expenditures or the need to finance
particular fund in a certain manner. By law the proceeds of a11'19
raised by the Australian government are credited to the Loan Funds
however, expenditures from the Loan Fund are not confined to any one
type. In fact, specific items of expenditure charged to the Consol
dated Revenue Fund, such as defence in 1976/77 and 1977/78, are ofte
transferred or reallocated from the Consolidated Revenue Fund to the
Loan Fund in order to cover anticipated deficits in the former Fund.

Such transfers are authorized by a separate Loan 8111.72

Commonwealth government authorities outside the budget?3

In addition to the group of authorities whose transactions are covered
by the budget and brought to account in the Consolidated Revenue Fund,
the Loan Fund, and the Trust Fund, there are a number of organisations
owned or coniro?]ed by the Commonwealth government whose transactions
do not, for the most part, pass through the Public Accounts. This
category include public enterprises such as the Australian Postal Com-
mission, Qantas, etc., some of which would definitely be classified
as pUbTic corporations in South Africa.
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As well as these enterprises, there are other public authorities
,thch record most of their transactions outside the Public Accounts
“but have only minor independent sources of revenue and are financed
‘a}most entirely from funds voted to them each year from the Consoli-
‘ dated Revenue Fund.  Appropriations to this last group of authorities
‘.are treated as final expenditure in the National Accounts presentation
/oof the budget.  Authorities in this category include the Australian
Broadcasting Commission, Australian National University, National
‘Capital Development Commission, and the Australian Atomic Energy
Commission.

:In the budget documents particular emphasis is, of course, placed on
- the budget sub-sector; however, the Statements attached to the bud-
':', get speech set out estimates of the.main categories of receipts and
outlays of the Commonwealth gavernment sector as a whole, over a
number of years, including the year ahead.74 Transactions of the
government’s financial enterprises - the Reserve Bank and the Common-
wealth Bank Corporation - are, however, omitted from this presenta-
tion except to thé extent that profits are paid to the government or
Consolidated Revenue Fund, grants are made to them to finance capital

assets. More detailed tables are provided in a separate budget paper.75

:6. The budget in the national accounts

There is at present no National Accounts budget as such in Australia
similar to that in the United States and Canada; however, national
accounting conventions and principles are consistently adopted in the
Budget Speech and Statements for the definition of budgetary outlays
and receipts and these principles and conventions also underlie the
budget's functional and economic classification of outlays and
receipts.76 See also Section 8 below.

7. Tax expenditures

A Statement accompanying the Budget Speech currently provides informa-
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tion on the major categories of tax expenditures in Australia. Howey
estimates of revenue foregone because of tax expenditures as yet only

cover the four years preceding the budget year.77 :

Economic and functional classifications

The Australian budget presents outlays and receipts in both economic
and functional categories.

Prior to the year 1973/74 budgetary estimates of expenditures and
revenues were also presented in so-called ‘conventional' terms. This

conventional presentation incorporated a so-called 'conventional'
classification of outlays and receipts which was essentially a product
of the historical evolution of the Budget Statements from earlier '
legal appropriation documents and accordingly concentrated on input,
organisational and institutional characteristics of receipts and
outlays.

The conventional presentation was dropped in the 1973/74 ubudget.

The 1973/74 budget marked the introduction of a new functional classi-.
fication of budget outlays and its use as the main framework for the
detailed discussion of budget policy proposals. Because this func-
tional classification of budget outlays is based on National Accoun-
ting conventions, there is now a consistent conceptual basis under-
lying both the economic and functional classification of outlays and

. 78
receipts.

Loans and advances

The Commonwealth's net budgetary advances to other sectors of the
economy feature prominently in the budget presentation in tables
detailing budget outlays by economic type. Total figures are broken

down into (1) advances to States, (2) Commonwealth government Autho-
rities, and (3) other Sectors.79 In tables detailing the receipts
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and outlays of the Commonwealth government sector as a whole, total
outlays are broken down into (a) expenditures, and (b) advances to

non-Commonwealth sectors, 80

Presentation of budget financing

Table C illustrates that estimates of financing transactions are not
given in the annual presentation. Financing transactions are con-
sidered in Statements attached to the budget speech, but only on an
ex post basis with respect to the previous year's budget outcome. 8

It is worth noting again that balances in the 'private' trust accounts
are treated in the Public Accounts as "other financing transactions”
which reduces the extent to which the deficit must be financed in
other ways. However, as indicated above, estimates of these trust
monies are not provided when the budget is presented.
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D. The United Kingdom

Planning of Expenditures82

A fundamental of budgetting in the United Kingdom is that the pfdt
dure for planning public expenditure is to a large extent divorcéd
from the determination of taxation and fiscal policy.

Pubtic expenditure is planned over a medium-term horizon. Centra
to the procedure is the annual Public Expenditure Survey (PESC), R
in terms of which expenditures are planned ahead for a three year
period, with the plans for the year immediately ahead constituting
the only firm decisions. :

Ministerially approved plans for future spending are published arou
the end of the year in a Public Expenditure White Paper covering th
next financial year and subsequent years.  The White Paper is noym
debated in Parliament several months before the budget, which itsel
is announced around March or April, but its spending plans do not
require parliamentary approval.

Next in the budgetary process is the publication of the Budget Estimé
the main instrument of parliamentary control of public spending tradi
tionally being the procedure of approval of the Budget Estimates.

At the moment PESC and the Budget Estimates systems co-~exist with Cas
Limits (introduced in 1976) which impose ceilings on various blocks Q
expenditure under the control of individual departments. The cash
Timits are published but do not require parliamentary approval and a
criticism is that Parliament has no say in their determination.

It is worth emphasizing that since the Local Authorities in the United
Kingdom have their own sources of income, they are not controlled
directly by the central government but through a system of rate suppoﬁ
grants. Similarly the expenditures of nationalised industries are
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controlled indirectly through the control of Exchequer loans and grants
to-these organisations.

::To sum up, central government spending plans (and therefore implicitly
also the spending of the public sector as a whole) are decided some
time before the Chancellor of the Exchequer is in possession of the
information on which he usually bases his annual tax proposals. By
contrast, the level of taxes is dictated for the prospective year by
economic forecasts and the government's view of the appropriate pres-
sure of demand in the economy, and given the level of public expendi-
ture for the year already determined by the procedure described above.

Budget speech

The Chancellor of the Exchequer's annual budget speech in March or
April is the cornerstone of the revenue side of the budget. Tradi-
tionally the budget speech sets out how the central government intends
to raise the revenue to meet its expenditures. To a large extent the
budget is therefore a tax budget rather than a tax/expenditure budget;
however, the budget speech may also be used to announce some supple-
mentary spending decisions. The speech is published in Hansard.

Financial Statement and Budget Repo:.

The outfays and revenues of the public sector as a whole are brought
together in the annual Financial Statement and Budget Report which
accompanies the budget speech.  This is usually a 30-40 page document
setting out the economic background to the budget, the short-temm
economic outlook, fiscal tables covering both public sector and central
government transactions, and details of proposed tax changes including

the latter's revenue effects. oo

In recent years the focus of attention in the budget has been on the
Public Sector Borrowing Requirement, which must be financed by the
generation of financial claims against the public sector. However,
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the central government's borrowing requirement is invariably the 'm
component of the Public Sector Borrowing Requirement, and it is ity
aspect of the budget to which we now turn. o

The central government

The central government is defined in a wide sense for both natiops)
accounting and budgetary purposes. The following are inciuded:84

(1) Government departments whose expenditure is described as exped
diture on "Supply services”. This includes all bodies, board
committees and commissions under the control of government
departments and whose accounting arrangements are identical wi
those of the departments (i.e. so that their expenditures are
charged to supply votes}).

{2) Bodies not administered as part of the departments but subject
nonetheless to varying degrees of ministerial or departmental
control. In most cases the bodies in this category draw a
substantial part of their income from government grants.

(3) Extra-budgetary funds and accounts directly administered and
controlled by departments and bodies referred to above.

The presentation of the central government's activities in the Finan:

cial Statement and Budget Report is comprehensive of all central |
government transactions; as defined above.  This is illustrated in
Table 01. The nationalised industries are nat included.

The Consolidated Fund

Table D1 shows that central government transactions are c¢lassified
under two headings: the Consolidated Fund and the National Loans
Fund.  The Consolidated Fund includes all revenues and current and
capital expenditure items.

The expenditure column of the Fund is divided into so-called Supply
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TABLE 8. BUMMARY OF CENTRAL GOVERNMENT TRANSACTIONS
. * .

£ mitlion

CENTRAL GOVERMMENT BORROWING REQUIREMENT --7.937 : — 6,043

|

i 19787 } 1979-80 Foresast
I — i -
i_ Budget | Outturn(l) ! Before Budget | After Budget
_ | [orecast ! changes |  changes
EORSOLIDATED FUND } ’
Revenue (Table 5) ey 42,746 ‘ 43,088 { 52,168 | 51,013
) i i
Expenditure (Table 10) " - 51,378 } 51,469 61,096 il 59,37%
Deficit .. .. ... -8632 | —8381 ~-8928 | ~—8358
- . i ;
Narionar Loans Funp . |
- i ;
Consolidated Fund deficit (as above) —&,632 ! — 5,381 I -~8,928 I| --§,258
1 !

Other transactions: l 5 E g
Receipts (Table 11) L1 400 | 6458 8,150 ] 8,150
Payments (Table 11) . } ~T640 1 a4 1 10413 L ~10119

Tola) net borrowing by the National Loans Fund ... | —9,872 i ; 10,327
Otber funds and accounts (net) (Table 15} . i --1,935 l L. +554 L2080 : <763
; !
i

~8,597 : INTRTY
i
i

—10,902 o 9,564%)

(%) As & result of Civil Sorvice industrial action, payments aud vescipts ln 1978-75 may sach bave teer reduced by about £150 miilicn. e ue’
offect on the centra! zovernment bosTowing requirement being neglicible,

(%) This figure does not take account of the proceeds from the sale of assets (ses Tahlgs § and &)

Source: Financial Statement and Budget Report 1979-80,
HM50, tondon, 12 June 1979, p. 19.
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Services and Standing Services, with the former having to be approved
by parliamentary vote.

In fiscal 1979/80 supply services were directed into 17 functional
85
fields.

Standing services are approved with 1ittle debate by the passing of a

financial resoclution.

The fational Loans Fund

The National Loans Fund was set up from T April 1968 to deal with all
transactions relating to the naticnal debt and most transactions con-

necied with central government lending. The Fund was hived off
from the Consolidated Fund in 1968 to replace the former practice of
dividing Exchequer transactions into "above the line" and "below the

line" items which had been in existence since 1875. The new form
of the government's accounts was designed to give a clearer exposition
of the government's role as a financial intermediary,

The Consolidated Fund surplus or deficit, which is simply the difference;ﬁ
between expenditures and revenues, is transferred to the National Loans G
Fund where it either reduces or increases the extent to which the cen-
tral government has to borrow.

Payments in the Nationai Loan Fund include (a) interest and management
expenses on the national debt, and (b) most lending, mainly to the i
rest of the public sector, net of repayments. Interest on these 1oans,ﬂf
together with the profits of the issue department of the Bank of England ﬂ
are treated as receipts in the National Loans Fund. The difference i
between these receipts and (a) above is provided for from the Consoli-
dated Fund.

The balancing item in the National Loans Fund is the borrowing that is
required.
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The central government borrowing requirement

To calculate the central government borrowing requiremsnt, the uther
bodies and extra-budgetary funds and accounts not inclwied in the
ational Loan Fund are taken into -consideration. This is iilustratec
in Tahle D2 which provides an analysis and reconciliation of ihe vus-
get by economic category of expenditures and revenrues and by fung.

A1l transactions of the central government which are of a purely
internal nature are thereby eliminated.

National accounting principles

1t is worth emphasizing that all tables in the Financiai Statement and
© Budget Report are drawn up on a national accounting basis and that a

set of consistent definitions are used throughout the Statement=8°

Tax expenditures

In the United Kingdom the Public Expenditure Wnite Paper of January

1979 incorporated figures for the first time on the whoie range of

retiefs, allowances and deductions that underlie the United Kingdem's
. 87

direct tax system.
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PART 4

Conclusions and Recommendations
to Improve the South African Budget

Introduction

This part of the paper draws some comparisons between the South
African budget, on the one hand, and the budgets of the United

.- States, the United Kingdom, Canada and Australia, on the other,
‘based on information contained in Parts 2 and 3 and on the author's
personal impressions gained during the survey. In the light of
these comparisons, a number of recommendations are presented to
improve the presentation of the South African budget.  However,

in a way these reflect more opinion than the result of specific
research.

The discussion is arranged under the following headings: format;
coverage; classification; and the deficit and its financing.

One of the most striking general conclusicns emerging from our survey
of the American, British, Canadian and Australian budgetary documents,
looked at from the perspective of the South African budget, is that a
significantly greater amount of information than in South Africa is
published in the budget document on the issues raised in the budget.

A far greater effort too than in South Africa is made to present the
budget as a public relations exercise in an attractive and intelli-
gible format, designed to create greater understanding of budgetary
issues and of the manner in which the government discharges its duties.

The various budgets that we have scrutinized were in most cases very
extensive and South Africa obviously has a great deal to Tearn from
them. At the same time, it might be unwise to draw too many conclu-
sions from any differences that may be found to exist.
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However, there are three specific aspects of the format of the
in South Africa and the other countries which may be singled ¢
for purposes of comparison.

A proper budget document

The first point that may be raised is the matter of a proper'bua
document, and the desirability of introducing something similar ip
South Africa. It has emerged from our scrutiny of the various. bu
gets that the information contained in the traditional budget épéé
is supplemented in each case by a separate (or enlarged) budget f
ment containing a substantial amount of additional information, é?
though the format and context of this latter document varies signi=
ficantly from country to country.

The United States is undoubtedly at the one end ¢f the spectrum, pro=
vidiry the most detailed information. The President's basic budget
document is a2 very impressive publication comprising many hundreds of
pages of data and analyses and incorporating a mass of tables, charts
and graphic disptays. A1l in all, the United States budget is &

formidabie document covering every conceivabie aspect of the feders
government's budgetary as well as off-budgetary activity.

In the United Kingdom, where the planning of public expenditure is.
a large extent divorced from tex and fiscal policies, the document
entitied Financial Statement and Budget Report ({issued at budget ti
to complement the traditional budget speech) is Ly comparisch a muc
more modest publication than the American budget from a purely preséﬁ
tational poir% ot view., Nonetheless, the Financiazl Statement and '
Budget Report inciudes very elaborate fiscal tables and, given the
budget's speciazl emphasis on revenues, incorporates details of both
tax nroposals and the revenue effects of the proposals.

In Canada too, the information contained in the traditional budget
speech and in the fiscal tables (usually published together in a sepa
rate document entitled Budget Speech) is complemented by detailed
supplementary information on the budget proposals.




-79-

The Australian budget papers in turn are much more extensive than the
Canadian and British papers, but are not as detailed as the American
Z budget.  The basic Australian budget document is nonetheless still
an impressive publication, comprising the text of the budget speech
plus several extremely useful statements dealing with particuler
aspects of the budget.

~ The South African budget customarily comprises some six regular docu-
ments plus any other supplementary or explanatory memos that the
Minister may care to issue. However, the focus of the country's

~ attention is normally on the printed version of the Budget Speech,
which is the part of the budget that is the most widely used {(outside
Partiament at least), because it contains the Budget Speech, summary
budget data (the budget arithmetic) and comparative figures of revenue.

In a sense, this meagre publication could be regarded as our main
budget document. However, as a proper budget document, it is grossly
inadequate because it contains no more than the barest essentials of
the government's most important economic plan for the forthcoming year.
In particular, the amount of expianatory material contained in it is
confined to that which can be accommodated in the budgel speech itself;
it gives inadequate emphasis to many aspects of the budget that shauld
be highlighted, such as the policy changes proposed 1in the budget, the
composition of government spending and revenues, the historical context
of the budget, the implications of current proposals for future budgets,
etc.; it contains none of the usual presentational aids to create a
better understanding of budgetary issues, such as graphs, charts and
diagrams; and a lot of useful information now included in accompanying
documents (for example: the economic and functional classification of
government spending in the Economic/Statistical Review, and the classi-
fication of government spending by department and program in the Expen-
diture Estimate) is not integrated in the presentation on the basis of
consistent definitions, and therefore fails to add significantly to

the total fiscal picture projected by the budget.

It is clear that the publication of a more comprehensive budget docu-
ment in South Africa to supplement the traditional budget speech would
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therefore bring with it important advantages. In particular, much \
more information and detailed analysis than in the present format \
could be furnished in such a document on a systematic and under-

1
standable basis in order to raise the level of understanding at which

the budget is discussed.

At the same time, the publication of a proper budget document would
give the Finance Minister much more flexibility than at present in

the choice and range of topics to be dealt with in the budget speech
itself.  The latter could perhaps be made shorter, in the interest of
greater clarity and impact, and much more of a statement of economic
and social policy. Thus it would also be possible to break away from
the out-moded traditional accounting framework of the Finance Minis-
ter's budget speeches.

A primer on budget concepts

The second aspect which may be raised here concerns the need to inform
the public on the way to use the budget.

A precondition for an understanding of a budget is a knowledge of the
structure of the government's accounts. However, government accounts
everywhere, also in South Africa, are notoriously complicated and it
is therefore incumbent upon the government itself to provide informa-
tion on the means to use them.

For this reason, very useful and sometimes detailed descriptions and
definitions of the concepts that are used in budgetary documents are
published, in one form or another, in the United States, the United
Kingdom, Canada and Australia. For example, the United States Pre-
sident's budget incorporates as a regular feature a description of
the United States budgetary system, and gives the definitions of
concepts used in the budget.

In Canada this information is provided in the Public Accounts (com-
parable with our own Reports of the Auditor-General), which contains
an exposition of the “Scope and Methods of the Public Accounts".
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In Australia the main budget document (Budget Speech and Statements)
includes an appendix dealing with the "Coverage and classification of
information in statements attached to the budget speech". In addition,
the annual Financial Statement (the audited government accounts) con-
tain many useful descriptions and explanations of conceptual aspects

of the budgetary accounts, and in addition has since the middle 1960's
included an appendix entitled: Commonwealth Government Accounting
System.

In the United Kingdom, descriptions of the composition of the govern-
ment and the structure of the government's accounts are provided in a
volume entitled National Accounts Statistics, and in occasional com-
panion Handbooks issued with the regularly published statistical
series entitled Financial Statistics.

By contrast, very little is presently published by the South African
government to guide the reader through the budgetary accounts. Indeed,
no information is provided concerning many of the most basic concep-
tual aspects of the budget, such as the coverage of the budget, the
scope of extra-budgetary activity, the budget's accounting basis, the
extent of expenditure/revenue netting, the price basis of estimates,
the internal sources of loan funds, etc.  Consequently, much of this
information would remain a closed book to anyone but the most expe-
rienced interpreter of the government's accounts, unless extensive
enquiries are made.

Since a knowledge of the basic budgetary concepts seems to be essen-
tial if budgetary data and the government's accounts are to be used
intelligently, the incorporation of a primer on budget concepts and
the government's accounts, either in the Report of the Auditor-General
or in a separate budget document (see above), would seem to be an
essential first step in the development of a more informative and
intelligible budget document for South Africa.

A budget in brief

A third aspect of budget presentation in some countries (the United
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States and Canada) which could also be considered for adoption i
Africa, is the current practice in these countries of pub}ishing
densation of the budget for the benefit of the layman in the fohn
leaflet entitled: Budget in Brief.”  Since a large proportion of"
population is relatively unsophisticated the issue of a similar pub
cation in South Africa could create a greater awareness of, and
interest in, budgetary issues amongst the population as a whole, es
cially if it is also issued in some of the black languages and 15
distributed on a national basis through Post Offices, Banks, etc.

Coverage

Our survey of budgets has given special emphasis to the matter of b
get coverage. It is clear that the coverage of the South African |
budget, and the comprehensiveness of the picture of the central gover
ment's activities that it therefore conveys to Parliament and the pub
lic, contrast sharply with the budgets of the other countries. This
section deals with twc aspects of this problem: extra-budgetary
activities and tax expenditures.

Extra-budgetary activities

An important fact which is clearly iliustrated in this survey is that
the phenomenon of so-called off-budgetary, non-budgetary or extra-
budgetary activity (carried on through bodies and funds outside the
traditional budgetary accounts) is not unique to the South African
system.  However, unlike the position in South Africa, other govern-
ments tend to give extensive coverage in their own presentations to
any such transactions which are excluded from the traditional budget
format. .

For example, in the United States, off-budget federal government acti-
vity is discussed relatively extensively in several parts of the budget,

v

* In Canada the Treasury Board also issues a separate document entitled: .
"How your tax $ is spent" when the expenditure Estimates are presented -
to Parliament a few months before budget day.




apd all budgetany and off-budgetary transactions are brought together
in a table to show their combined effect on the federal deficit and
the public debt.

In Canada, the so-called budgetary and non-budgetary transactions of
the government are combined in the summary budget presentation to
provide the basis for an overall cash requirements analysis. Excluded,
however, are most of the Public Corporationé.

“In Australia, the Public Account comprises the Consolidated Revenue
‘Fund, Loan Fund and the Trust Fund, and all these are brought together
“in the so-called budgetary sector. Bodies falling outside this com-
prehensive definition of the budgetary sector are considered in an
“‘even more comprehensive national accounts presentation, though in much
‘less detail than the budgetary sector.

~ In the United Kingdom, too, a comprehensive definition of the central

“government is employed, comprising the departments, separate bodies

and extra-budgetary funds. In the Financial Statement and Budget

.Report these various parts are brought together in a comprehensive
statement showing their combined effect on, first, the Central Govern-
ment's Borrowing Requirement, and then, the Fublic Sector Borrowing
Requi rement,

In contrast, the South African budget and its presentation are struc-
tured on the basis of the central State Revenue Fund alone.  Conse-
guently, the budget records many internal transactions, and the
transactions that the large number of separately organised or extra-

~ budgetary bodies and funds in the central government sector conduct
i_With the other sectors of the economy are not fully exposed to scrutiny;
and apart from occasional references in budget speeches to some of these
. bodies and funds and the activities carried on by them or financed from
tﬁéﬁ~-the extra-budgetary sector as a whole is kept well out of the

1 ﬁﬁt.“_ Although a certain degree of financial unity s achieved
':rnment's accounts and the budget through a complicated sys-
rnal cash flows and Exchequer borrowing via the Public Debt
";major shortcoming of the latter arrangement is that




AT U+ s s e e

-84 -

the government's extra-budgetary transactions are thereby bfou
account in the budget in a manner which could seriously distop
overall fiscal picture, obscure fiscal policy changes, and the?efg
make an intelligent interpretation of the central government's budyg
an extremely difficult task.

These conclusions eiphasize the desivability of including in the b?
sent budget format come information on the limitations of the data
contained in it.  No such information is provided at the moment (%
the previous section}. A section defining the accounting frame

of the budget should therefore be incorporated in the budget docum
(or in the Report of the Auditor-General) as a short-term measur
section could, Znter alia, lay out the composition of the Public
Central Government sectors, indicate the major classes of centra
ment bodies and funds and explain how the latter relate to the budg
accounts.  In the longer-term, the more fundamental problem of fhe
budget’s lack of coverage must be tackled and the possibility be
gated of presenting & budget which is based on a more comprehensi&e
concept of the central government than the present one.

Tax_expenditure:

A second facet of budget 'coverage' which is worth mentioning hersa i
the concept of o tux expenditurs account.  The latter concept has
recenlily gained in prominence in some overseas countries, but has not

yel surfaced in South Aferica.

In the United States the concept was first introduced in 1969. Since
1974 the publication in the budget of a separate tax expenditure accoun
has been requived by law in that country.

In the Uniteé Kingdor: the Pubiic Expenditure White Paper of January
1979 incorperated figures for the first time on the whole range of
reliefs, allowances and deductions that underlie the United Kingdom's
direct tax system.

In Canada details of tax expenditures have been available in the budget
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apers for some time, but a comprehensive Canadian federal tax expen-
“diture account was introduced for the first time in the budget of
“pecenber 1979.

n-Australia too the main budget document now provides information on
me major categories of fax expenditures.

?A§we have mentioned, nothing resembling a tax expenditure account is cur-
cently issued by the South African government. However, if the allocation
:f"government resources is to be determined rationally, the rules of
”igghomic efficiency require that all expenditures be brought to account.
'grther, the redistributional function of the central government's
‘budget is likely to become more, rather than less, significant in the
;future. The publication of some details of tax expenditures would
~therefore represent a useful addition to the information now provided
in the budget.

Classification

An appropriate grouping of budgetary transactions is an important facet
of budget design. This survey has found that in the four selected
countries, as well as in South Africa, several classifications are
usually incorporated in the budget format. HMowever, important dif-

ferences were found to exist between South Africa and the other coun-
tries as regards the manner in which the classifications are presented
for the enlightenment of the budget user.

Expenditures and revenues

In the United States budget document, outlays are reported by agency
and function. In addition, an economic classification is contained
in the customary analysis of Federal Transactions in the National
Income Accounts {a Special Analysis).

In the United Kingdom, total Supply Services are presented in a num-
ber of major functional categories (17 in 1979/80), whilst major
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tables present central government transactions by economic. type;

In Canada, the economic classification of expenditures and revenyes
form part of the traditional national income presentation of byd<i-
getary data. A nev functional presentation is under way.

In Austraiia, also, budgetary outlays and receipts are presented in
both economic and functional categories.

lLikewise, the South African budget contains several groupings.: Prgs
posed expenditures {excluding the supplementary adjustments which ar
announced in the budget speech) are classified in three main ways; :
One classification is by department (vote) and program, but this s
given in the Estimate of Expenditure. The Statistical/Economic '
Review incorporates both an economic and a functional classificatig
of expenditure.  Un the other side of the South African budget,
revenue groupings are provided in accordance with (1) collecting
departments; ({2) sources of revenue, and (3) broad economic types:

Therefore, broadly the same types oi classification of budgetary data
are provided in all the budeets that we have Tooked at.

However, an important distinguishing feature of the presentation of
expenditures and revenues abroad is that the groupings of expenditures
and revenues are generally integrated in the main, or summary, pre-
sentation to a much greater extent than in South Africa, and on the
basis of more consistent definitions. In comparison, the several
classifications of expenditures and revenues in the South African
budget are not integrated in the presentation, but are scattered
throughout the various papers making up the budget. In general, the
various groypings Tack comparability with each other and with the sum-
mary data provided in the printed version of the Budget Speech, on
account of differences in definitions, coverage, etc.

The development of a more comprehensive budget document for South
Africa would make it possible to give these classifications a more
prominent place in the presentation. On the other hand, it might
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well be that a significant improvement in the present situation as
regards consistency of coverage and definitions would probably require
a re-consideration of the traditional budgetary style in South Africa
{the making of last minute changes to budget proposals) and of the
~authorities’ concern with budget secrecy.

Credit transactions

Another aspect of classifications is the division of outlays into
loans and other expenditures.

As we have noted, the South African government and its various agencies
are a major lender of funds. However, anyone wishing to determine

the volume and the destination of the loans that the government proposes
to make in the budget year would find it a near impossible task. In
addition, it is generally impossible to tell from budgetary data how the
government's intermediary function affects the central government's
deficit and the borrowing requirement.

In comparison, government lending activities occupy a prominent place
in the budgets of the four other countries. In the United Kingdom a
separate National Loans Fund was set up alongside the traditional Con-
solidated Fund in 1968 to deal with all transactions connected with
the national debt and most government lending {subsidized loans are
still met from the Consolidated Fund). Consequently, it is possibie
to see at a glance (1} how much, and to whom, the government proposes
to lend, and (2) the effect of such loans on the public sector borrow-
ing requirement. |

In the United States a separate Loan Account was introduced in fiscal
1969 as a presentational aid.  Although the experiment was dropped in
1972, full exposure of federal credit programs has remained a priority
of the budget. For example, the latter includes a regular Special
Analysis on this subject,

Likewise, the Australian and Canadian budgets give full exposure to
government investments, loans and advances which are clearly identi-
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fiable in the respective summary presentations or other prominently.
placed tabulations. '

In South Africa, government Toans which are provided through the
Exchequer are treated as hudgetary expenditures, but details of amoun
and destinations are buried in the Expenditure Estimates. Loan repa
ments again are incorporated in budgetary receipts.  Some informatig

on proposed loans i3 given in the economic and functional classifig
tions of expenditures in the Statistical/Economic Review, but the d%ﬁ
given there is incomplete and also fails to provide a basis for an -
analysis of the govermment's role as a financial intermediary. Fur
loans from extra-budgetary funds and bodies are not covered in the
traditional budget format.

A more meaningful presentation of the government's lending activities
could be achieved if a restructured economic classification of bud-:
getary outlays were toc provide a breakdown of the total of loans,
advances and investments into: central government authorities, rest
of public sector, other domestic, and overseas. Further details giv
ing mere specitic destinations could be provided in supplementary .
tables. Outlays should be recorded net of repayments.

In a revised set of budgetary accounts incorporating all central
government transactions. internal loan transactions could be eliminate
and credit granted to other sectors broken down into: rest of pub]iéi
sector, other domestic, and overseas. This information could be sup
plemented with further data on credit granted through public corporati

The deficit and its financing

¥

This section first deals with the presentation of the deficit, and thel
with the presentation of budget financing.

The deficit

The form of the South African budget does not provide much scope for
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“fiscal ana]&sis. The reason for this is that the present budget
format only provides the traditional framework within which to con-
-sider the approximate economic impact of the budget, in accordance
“with the formula: Budgetary Expenditures - Revenues = Budgetary
Surplus/Deficit (current year estimates are provided for purposes of
E»comparison). However, this form of presentation does not allow for
an explicit treatment of automatic versus discretionary policy action
or of the appropriateness of the budget's proposals in terms of the
goals of the economy. Some possibilities of an analysis on these
Tines are provided by the current practice of providing revenue esti-
mates on the basis of existing, as well as proposed tax rates, but
“:since this information is not extended to the expenditure side, the
-budget as a whole cannot be considered in these terms. Further, the
.. South African government has never employed a national income accotints
concept of the budget as an additional presentational aid.

As we have mentioned, bhecause of the general paucity of budgetary Gzie
on government 1oan§2 it is also not possible in the present format to
distinguish between the central government's financial deficit (tne
deficit before lending) and its total borrowing requivement (the asfi-
c¢it including loan transactions) or to analyse the role of the govern-
ment's intermediary function in the movements in the latter,

These basic inadeguacies of the South African budget are compounded
by the lack of comprehensiveness of the budgetary accounts*t which
could have a significant effect on the budget agoregates including
the net deficit (before borrowing) and its finanting,

In comparison, comprehensive deficit concepts are employed in the
United States, the United Kingdom, Canada and Australia. In addition,
national income concepts are widely used as a presentational aid.
However, only the United States has so far formally incorporated the
full-employment budget concept as a presentational aid, which is sup-~
plemented by a so-called current services analysis designed to focus

* See the previous section,
**See Section 3 above.
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attention on the President's policy initiatives (discretionary ‘act
As regards further decomposition of the deficit, Australia alone
tinquishes between the domestic budget deficit and the overseas budgs
deficit as a means to focus on the budget's impact on the domestic
economy and the balance of payments, respectively. In the United,
Kingdom again the presentation of the central government's deficit
(borrowing requirement) forms part of a more comprehensive presenta-
tion of the deficit of the public sector as a whole. '

Budget financing

Our survey of budgets shows that of the five countries only South Afpi
furnishes details of the government's proposed borrowing operations;
common feature of budget presentation in the four overseas countrieQ&{
that a single net figure is given in respect of proposed borrowing fro
the public.  Finance Ministers in these countries are therefore notiw
to go further than to give a general statement of financial policy. ;

In South Africa, however, the Finance Minister usually furnishes a
fairly detailed exposition of how the government intends to finance
the proposed budget deficit. Because such details are by nature
both provisional and incomplete, they could be highly misleading if
used as an indicator of the budget's effect on the money and credit
markets., In the South African context, budget financing is particu=
farly unpredictable because of the obscure role played by the Public
Debt Commissioners. In addition, the publication of details could
also have given rise to a tendency locally to regard budget financing
as a function of the deficit alone, and to give inadequate recognition
to the close connection between budgetary, monetary and exchange
rate policies.

As a result, the traditional practice in South Africa of publishing
details (however tentative they may be) relating to how the deficit
is to be financed, is subject to serious questioning, and the autho-
rities should consider a revised format for the financing section
which will exclude such detail.
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