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INTRODUCTION

q
An analysis of the budgetary policy of the central

government of Pakistan during the last nine years was the subject

originally selected for my research work. An examination of the

budget documents, however, revealed that the existing pattern of

presenting the budget accounts does not lend itself to any

satisfactory economic analysis, as it is very largely dictated

by administrative considerations rather than considerations for

economic analysis.Before proceeding with the analysis of budgetary

policy, therefore, it was necessary to rearrange the budget accounts

so as to reveal the true economic nature of the items of transac-

tion. But here again another difficulty confronted this attempt:

the information provided In the budget statements and supplementary-

statistical documents was not sufficient for the purposes of

'economic reclassification' which would therefore require data not

officially published. As a result the whole attempt to analyse the

budgetary policy of the government had to be given up, and the

question of budgetary structure and classification of government

accounts of Pakistan from the point of view of economic analysis

and policy was taken up instead. It needs hardly be said that the

significance of the structure and classification of budget accounts

for economic analysis lies in its role in providing economically

significant information about the government transactions, and

that for economic policy lies in its role as an instrument of

economic planning.

The work that finally emerged therefore centres round

the presentation of budgetary accounts of the central government

a S
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(ii)

of Pakistan. The questions that have been sought to be answered

during the study may be outlined as follows: first, what a central
government budget should furnish if it is to be typically suitable

for purposes of economic analysis and policy; second, in what
respects does the existing budgetary structure of the government
of Pakistan fall short of these requisites; third, in what way
have the accounts of the government to be prepared and presente&

so as to satisfy the said requisites; and finally, what is to he
the fate of the existing pattern of budgeting once a new way of

presenting the budget accounts is adopted to satisfy the needs of

economic analysis and policy.

The framework that has been suggested for what has been

termed as 'economic budgeting' has been formulated in the light of

principles of modern budgeting found in up-to-date economic

literature, with alterations and modifications according to the

character of Pakistan's economy and the position of the central

government sector in it. The tools of analysis have been supplied

mainly from three books, viz.,'The Problem of Budgetary Reform'

(J.R.Hicks), 'Budgetary Structure and Classification of Government
ACCOUfltS'(U.N.O.) and 'Budget Management' (U.N.O.). A study of the

description of budgetary structures in Italy, Sweden and U.S.A.

provided in 'Budgetary Structure and Classification of Government

Accounts' has helped the analysis substantially. Finally, the

knowledge in accounting was derived almost wholly from such stan-

dard text-books as 'Advanced Accounting' (Batliboi).

The plan of the study is as follows:

S
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(iii)

Chapter one is intended to provide a groundwork for the study;

it sets out in some detail the need for an 'economic budget' for

the transactions of the government of Pakistan, and adds a brief

history of the development of the ideas of modern budgeting in

practice as well as in theory.

Chapter two is a critical study of the present budget system

of Pakistan in so far as it serves or falls short of the needs of

the economist for his analysis and of the planner for his econQjnic

policy.

Chapters three, four and five set down the requirements of

an economic budget for the government transactions in Pakistan.

Specifically, the problem of bringing in of the whole of the

government sector under the jurisdiction of the budget, so that

the budget can offer a complete picture of the transactions of the

whole of the government sector, is studied in chapter three under

the head 'The Problem of Comprehensiveness'. The problem of an

appropriate line of demarcation between the current and capital

accounts in the budget, so as to provide an analytically signi-

ficant meaning for budgetary surpluses or deficits, is taken up

In chapter four. Finally, the problem of classification of the

transactions of the government In accordance with their respective

economic characters is studied in chapter five.

Chapter six attempts at finding out the place of the

existing budget system of the government of Pakistan once 'economLc

budgeting' is adopted.

Finally, chapter seven summarises the requisites of economic

budgeting and concludes by showing the possible role it could play

U
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n

in the formulation of a five-year plan for Pakistan, the draft of

the first five-year plan having come out before this work was

completed.

An appendix has been added in the end which attempts at

economic reclassification of Pakistan's budget for the year

1955-56 with a view to finding out the economic significance of

the transactions estimated in the budget.

0
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CHAPTER I

k NEW ATTITUDE TO GOVERMENT BUDGETING

-	 "The success of a systematic economic policy is conditioned by the
successful solution of the budgetary problem in the wider sense."

.--.-Mrs. U.KHicks.

1. Two-fold significance of a budget

The administrative significance:

A central government budget has two aspects.The first is

from the point of view of the administration of government monies

received and disbursed. The significance of the budget from this

point of view lies in its use as an instrument to control the

financial operations of the numerous government departments. The

need for some such instrument of control arises from two conside-

rations, as explained below.

First, in the absence of some form of control,there would

be a tendency for each individual department to incur and accumu-

late debts of Its own, for it could borrow on the general credit

of the government. This would obviously make things uncomfortable

for the finance minister. Furthermore, a government department

might spend Its funds quickly or slowly, as it would find conve-

nient. It might spend all the proceeds from borrowings and other

sources of revenue in a single year, or it might keep off a large

portion of the same for expenditure in future years. There is

nothing inherent in doing so that might make It appear unsound or

dangerous. But If each government department pursues a financial

policy of its own according to its own convenience only, without

any regard to the general financial position of the government

as a whole, it would be impossible for the government to have any

general financial policy. For then the expenditures of the depart-
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ments could not be controlled, and might not even be easily

ascertained.

Second, in a democratic state the ultimate dictator as to

how government money is to be raised and spent is the people,

whose voice expresses Itself through the legislature. The financial

transactions of the government, therefore, must conform to the

decisions of the par1inent. The latter will decide upon the

means of raising government money and chose between the various

demands for government expenditure. The activities of the revenue

collecting departments and the spending departments of the

government must accordingly be controlled so that money is raised

and spent in the way exactly as chosen by the parliament.

These two reasons necessitate the existence of some

instrument by which the financial operations of the government

departments may be effectively controlled. This gave birth to

the concept of budgeting. The traditional function of a government

budget is to ensure that the numerous government agencies are not

allowed a loose reign in respect of financial matters, and that

money is raised and spent in the way planned by the legislature.

Generally, there are three chains in the form of control

exercised over the financial operations of the government depart-

ments through the budget. In the first place, the revenues of the

government covered by the budget are regarded not as belonging

to the respective individual departments that collect them, but

are all carried to a central pool called the Treasury. In the

second place, the needs of an individual department have to be

met by allocations from the treasury in the way as laid down in

S
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the budget. Finally,no individual government department is empow-

ered to borrow or lend in the open market, all such operations •

being undertaken by a single agency(the central bank) on behalf

of the government as a whole.

In order to ensure that these chains operate in prac-

tice, a certain system of machinery exists in every country whose

task is to translate the provisions in the budget into action

and acting as checks against any operation not in conformity w±th

them. The agencies constituting this machinery range from Public

Accounts Committees elected by the legislature to the Executive

Government, the Department of Finance, and special Audit

Departments.

One aspect of the government budget is, therefore,

that it enables the legislative 'power of the purse' to be

exercised over the various government agencies.

The economic significance:

The second aspect of the budget lies in its relation-

ship to the national economy. Every financial operation has its

effect, small or large, on the market and as such on the economy

as a whole. The financial operations of the government taken as

a whole has substantial effects on the economy because of the large-

ness of the state as a financial unit. Regarded as a giant finan-

cial unit, the state by its transactions exerts significant/

influences on the market prices, employment, and the magnitude

and distribution of the nation's wealth and income flows.

In the realization of this importance of the state

I
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in the economy lies the genesis of economic planning. Economic

planning is nothing but an attempt to manipulate the influence .

of. the government's financial operations in order to achieve a

desirable complexion of the economy.

This manipulation, again, needs the government budget

as the main instrument. Since the budget reflects the financial

operations of the government, it serves as a direct guide to the

effects of the same on the economy. Not only that,-- by altering

the allocation of money to the various spending departments through

the budget, and by choosing between sources and methods of raising

and earning money, it is possible to lead the economy almost

towards any desired goal. The budget, therefore, is an invaluable

tool for economic planning; it serves as the virtual mirror of

the plan.

Significance in underdeveloped countries:

This significance of the budget as an instrument of

economic planning is all the more important for the underdeveloped

countries of the world where economic planning by the state is

an indispensable condition for any respectable rate of economic

development. Development of an underdeveloped economy may be

identified with capital formation. For it Is capital that

produces Income in the real sense, so that Increase in the natio-

nal capital increases the national income and hence develops the

economy. Now capital formation cannot take place without saving.

But, in the first place, the poverty of an economically under-

developed community makes it well nigh impossible for saving

I
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to take place at a significant rate. The widely spoken of high

marginal propensity to consume of the people acts as the bottl-

neck. Keeping aside the question of foreign finance, it is the

state that has to come to the rescue. If the state is regarded

as giant firm carrying out the largest financial operation in
the country, it can be said to have the capacity to 'save' just

like an individual or an ordinary firm. Government expenditure and.

revenue may be regarded as counterparts of private expenditure

and income. If so, then one of the important ways in the line

of state activities by which the state can help economic

development of the country is obviously by saving through the

public fisc, i.e., by showing an excess of current revenue over
I

current expenditure. By so doing the state can have a positive

contribution to the economy's saving. And in the Interest of

cononiic development the government should try to make this

contribution as large as possible.

In the second place, it is common knowledge today

that for various reasons, such as lack of sufficient basic facili-

ties available for industrial enterprises, private entrepreneur-

ship cannot be expected to contribute much to capital formation

•	of an underdeveloped economy. The state, therefore, has to shake

off Its traditional prejudices against public enterprise in

industrial activities. It has to take up in its own hands the

task of capital formation until at least private enterprise

can venture forward at a significant rate. In particular, the

1 .The definition of current revenue and expenditure apprupriate
for the public fisc in an underdeveloped country will be given
in chapter four.

S
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state has to step in to develop the basic facilities like power,

transport and such others without which an industry cannot grow

p.

All this makes the government budget a very important

and powerful weapon in planning for economic development of

underdeveloped countries. For it is the budget that shows how

government money has to be raised and spent. In the context of

the role of government in.: economic development, therefore, a good

deal of care has to be exercised in preparing the budget estimates.

2. A New Attitude to Budgetary Structure and
Classification of Govt Accounts

Traditional budgeting:

As we have seen, a budget has its significance from two

points of view. To the administrator, it is an instrument to

control the financial operations of the government departments;

and to the economic planner, it is one of the major tools through

which the plan may be implemented and executed.

Traditional budgeting in almost all countries has

overlooked the second significance. This is because the role of the
a

budget in economic planning is of quite/recent origin. The idea

of economic planning itself does not date farther back than

the Great Depression except in Soviet Russia, which has a different

politico-economic set up altogether. In the capitalistic coun-

tries of the world, economic planning has been given attention

to mainly after the works of Keynes in Great Britain and Hansen

in the United States during the thirties, and a further spur has

been added to it after the second Great War. It is no wonder,
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therefore, that traditional budgeting should show no signs of
recognising the possible help the budget can render to the

economic planner.

The need for (a)economic character classification:

In order that the budget may serve as an efficient

instrument in planning, it is necessary, first, that it should
be presented in such a manner as to help analyse the effects oil

government transactions on different economic phenomena in the

economy. It is only when the effects of different ways of raising

and spending money are understood that the question of 'planning'

or choosing between them becomes relevant. This requires what
is known as ECONOMIC CHARACTER CLASSIFICATION of the receipts

and expenditures of the government. Economic character classi-

fication implies that the items of transaction are classified

according to their respective economic characters. For example,

a receipt should be classified according as it is a direct tax
or an indirect tax(if it is a tax revenue), as its effedts on the

economy will be different if it is one rather than the other;

11	

a 
similarly, an expenditure has to be classified according as it

is an expenditure on some good or service for current consumption

or for the acquisition or creation of some capital asset. In

contrast to this type of classification, traditional budgeting

provides what may be generally called 'administrative classifi-

cation'. i.e., a classification designed for the exclusive

convenience of the administration of public money; In other

words, it is a system of classification that merely serves the.

.
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first purpose of a budget which we have discussed at the outset

of this chapter. For example, a receipt which accrues to the

Department of, say, Land Revenue, concerned with the collection

of land revenue and supervision of land, will be classified

under the head 'Land Revenue' irrespective of whether it is a

tax revenue paid by the land owners, or a receipt from the sale

of government land, the sale being effected through the Depart-

ment of Land Revenue. It is obvious that the administrative

classification cannot serve as a guide to the economic effects

of the transactions inasmuch as it mixes up transactions which

have diverse effects on the economy.

(b) Conformity with national income accounting:

Second, mere economic character classification of the

items of transactions is not a sufficient prerequisite for the

usefulness of the budget in economic planning. The classification

should at the same time be such as to fit into national income

accounting. The importance of national income accounting has mounted

along with the development of the idea and importance of

economic planning. The ultimate aim of economic planning in a

modern welfare state is two-fold: (i)to increase the standard of

living of the community as a whole, which in tangible terms means

the increase of the national income; and (ii)to lead the

economy to a more equitable distribution of the national income

than at present exists in most countries. Both of these

require an estimation of the national income before and after

any period covered by the plan. Whatever method of computing

.

LI
D
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the national income is followed, the earnings(in the income

method) or spendings(expenditure method) or both(where both

income and expenditure methods are used so as to provide for

mutual cheks) of the government have to be taken into account

as a matter of course. The task becomes greatly facilitated

If the budget can directly show the economic earnings and economic

payments of the government separately, as contrasted with the

transfer earnings and transfer payments. It is the former that

are relevant for national income calculation, for the latter

cancel out when the aggregate transfer earnings and transfer

payments , , of the-gGvernme-t are computed.

(c)The need for comprehensiveness

Finally, a new attitude is also necessary as regards

the coverage of the government budget, i.e., the number and type

of government departments and agencies whose financial transac-

tions have to be reflected in the budget. In order to offer

the government maximum latitude In preparing its plan for the

economy and implementing the same through the budget, it is

necessary that all the departments and agencies over which the

government has direct control should be brought under the

purview of the budget. Thus, the budget should reflect the

financial transactions of the nationalised industries and

agencies carrying out public utility services along with those

2.The increase in national income has, of course, to be esti-
mated after allowing for the changes in the value of money
over the relevant period.

in
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of the purely administrative departments. In underdeveloped

countries in particular, governments are today sponsoring a

number of public or semi-public bodies to carry out specific

developmental programmes such as providing industrial finance

to private entrepreneurs or directly taking part in some

developmental activity(such as the P.I.D.C. in Pakistan ).

No government plan for the economic development of these

countries can be complete unless the activities of these

special agencies are taken into account. If we have accepted

the budget as the main and most important reflector of the

government's economic plan, it is only logical to conclude that

the financial operations of these bodies should also have a

place in the budget.

This is something not accounted for in traditional

budgeting. In most countries the government budget is mainly

concerned with the administrative departments, and where some

or other government agencies of the nature of an enterprise

are included, this is done as a matter of convenience and not
3

as a point of principle. The need for a new attitude in this

direction is, therefore, emergent.

The inclusion of the transactions of government bodies

of the nature of an enterprise will, however, raise new problems

as regards the relation between the Treasury and these bodies,

arising from the need of some measure of financial autonomy for

3An illustration from Pakistan would serve as an example. In
undivided India, the accounts of the nationalised Railway
industry was separated from the general budget of the government.
After partition, however, the former were amalgamated with the.
latter in view of the financial difficulties of the new-born
state whose survival was put above all other considerations.(see
chapter two, p 2 0 n).

.
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them. A way has therefore to be found out which will assure

them the financial autonomy they need, and at the same time

make possible the reflection of their financial transactions

in the government budget in some form or other.

3.Evolution of the New Idea

We have thus seen that a new attitude towards budgetary

structure and classification of government accounts is needed

in order that the government may use the budget as an effective

and efficient instrument of economic planning. This should

provide for (a)economic character classification of the

accounts, (b)conformity of budget accounts with national

income accounts, and (c)bringing in of the whole of the public

sector under the jurisdiction of the budget.

The new attitude practised in different countries:

A brief history of the reactions of budgetary thought

and practice to this new attitude in a number of countries

may now be attempted. Let us survey the practical field first.

A new role of the government budget was first brought

into light after the Great Depression shattered the economies

of a number of countries. The first country to adjust its

budgetary method to a systematic economic policy was Sweden.

The Swedish budgetary reform of 1937 introduced on the one hand

the method of balancing the budget over the business cycle, and

on the other hand a new system of public accounts parallel

to the system of accounts used by a business firm(e.g., profit

and loss accounts and the capital account). Though the new
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method of cyclical balance ensured that in practice government

financial policy would have positively favourable effets on

the economy as a whole, the purpose of Swedish budgetary reform

was nevertheless not so much the desire to stabilise the economy
4

as to stabilise the value of public assets. The manipulation

of a government budget to serve the best interest of the

economy was first seen in the West-- in Great Britain and the

United States, It was found 4ou?'4 that the budget can, if

wisely manipulated, play a significant part in bolstering up a

nation's active purchasing power and thereby contribute to the

recovery of business cycles and stability of the economy. To

facilitate this conscious use of budgetary policy as an 'anti-

flationary' measure, various governmenthave made attempts to

prepare what may be called 'nation's economic budgets'. These

are estimates of the national income for a coming year,--estimates

where the government transactions also find a respectable place

in a way as to fit into the structure of the national income

accounts(e.g.,after cancelling out transfer payments between

the government and the public). These estimates made it possible

for the government to visualise the effects of its transactions

on the national income, and prepare their budget estimates and

plans with an eye to those effects. The White Papers on

National Income issued In Great Britain by the government since

1941, and the Inclusion of the Nation's Economic Budget In the

4- See chapter four for a critique of the concept of 'financial
soundness' that guided this desire.

D
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President's Budget Messages in the United States since January,
5

1944, are important examples. In recent years, National Economic,

B1dgets have also been formulated in the Netherlands, Norway

and France. The annexed budgets for public undertakings in

the budget structure of the government of Italy are also a

recognition of the modern idea that the whole public sector should

be reflected in the government budget in some form or other.

Theoretical evolution of the idea:

Still more interesting are the theoretical writings

and discussions by prominent economists and experts on the way

budgetary presentation has to be reformed so as to facilitate

this new economic role of the budget. The first serious attempt

to lay down the principles of modern budgeting was done by

Prof. J.R. Hicks. In 1948 he wrote a small book on the problems

of budgetary reform in Great Britain. The work was inspired

by some serious comments and criticisms as regards the presen-

tation or Lhe 1948 budget of the government of U.K. "For the

budget year 1947-4, the public accounts(clai!ted in the

manner which had become habitual) showed unprecedented surplus

of £ 636 millions; but this surplus was not available for

redemption of debt, being in fact offset by payments, almost

exactly equal in amount, which were placed(wlth parliamentary

5,Readings in Fiscal Policy--article by G.Colm(The Government
Budget and the Nation's Economic Budget)--p 39.
6.The Problem of Budgetary Reform--J.R. Hicks--1948.

U	 S
0
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7
sanction) 'below the line' , so that they did not have to be

included in the budget account proper." The work of Hicks

contained some illuminating and original contributions on

such problems as the budgetary procedure and Treasury control,

and budget accounting and accounts of the national income,

This, in its turn, stimulated similar discussions and works

in various other quarters. Particularly notable among them,

and those which directly concern the budgetary problems in

the economically underdeveloped countries, are those carried

out by different agencies under the United Nations, such as the

Fiscal Division of the Department of Economic Affairs and the
9

ECAFE Secretariat. The studies of these bodies have not been

restricted to the theoretical field only; in 1950 the ECAFE

Secretariat attempted a reclassification of a few years' budgets

of four countries(Burma, Phillipines, Hong Kong and India)
10

according to economic characters of the items of transactions.

7- In British budgeting there is nothing like a capital budget
as presented In Pakistan and some other countries; however
certain items like 'receipts applicable to debt redemption
and'paymerit for which the Treasury has power to borrow' appear
in a separate account termed as 'below the line account'.

.Ibid--p6.

9.e.g.Budgetary Structure and Classification of Government
Accounts1951, and'Government Accounting and Budget Execution',
1952, both published by the United Nations.

1O.These reclassified budgets were presented at the seventh
session of the Economic Commission for Asia and the Far East
held at Lahore in February, 1951. Among these, the reclassified
budgets of India were prepared by Mrs. U.K. Hicks.

U
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The latest discussions on this problem was made in

September, 1953 in Mexico City, under the auspices of the

Tchnical Assistance Administration, the Economic Commission

for Latin America and the Fiscal Division of the Department

of Economic Affairs of the United Nations. The purpose of this

discussion was "to consider new methods of budgetary presentation

and management required for the formulation and implementatior

of fiscal policies for balanced and non-inflationary economic
11

development".

4.Economic Budgeting for Pakistan

The need

From the brief history given above, it does appear that

by now new ideas on budgetary presentation are already well in

the air. These new ideas, we have seen, concern what may be

called 'economic budgeting' for the government sector or for
the economy as a whole. The task of this paper is to reconcile

these ideas with the budget system of the government of Pakistan.

Further arguments are hardly needed,to emphasize the need for

economic budgeting for the government finances in Pakistan, than

those we have already discussed above with reference to the

economically underdeveloped countries in general. The government

of Pakistan has already accepted its inevitable role in the
development of the economy. On the one hand, it is trying to

encourage private initiative and enterprise by 4ta1ious methods.

It is trying to design its tax-structure in such a way as to

11.'Budget Management'--Report of the Workshop on Problems of
Budgetary Classification and Management, United Nations, p1.
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encourage private capitalists in entering the field of industrial

enterprise; it has also set up public corporations for the S

specific purpose of helping private enterprise with means of

finance. On the other hand, it has felt the dire need of direct

state contribution to capital formation and accordingly entered

the field itself;government contribution to capital formation

is being made directly through departments connected with the

Civil Administration as well as through the Pakistan Industrial

Development Corporation. Several funds have also been created to

finance government developmental programmes.

In view of these facts, and in the light of what we have

discussed so far about the way a government budget, consciously

prepared for the purpose, is indispensable for economic

planning for the development of an underdeveloped economy,

economic budgeting for the finances of the public fisc seems

indeed a necessity.

The dearth of attention:

So far, however, sufficient attention has not been paid

to this aspect of government budgeting in this country. Attempts

have been made by the government to arrive at estimates of the

national income of the country in order to provide a guide for

planning, and in these attempts the net product of the government,

sector has been estimated from figures available in the government
12

budgets; but the$ras sich are not presented in a manner as to

render direct help in these estimates. Furthermore, as the

12.'National Income Estimation in Pakistan', in the Statistical
Bulletin(Feb.,1955) published by the Central Statistical Office,
govt. of Pakistan.

13.See chapter two--p 36
.

S
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government budgets leave out the transactions of the governments

sponsored corporations which function as autonomous bodies, the na-

tional income estimates tend to underrate the contribution of the

government sector to the national income. This also reduces the

efficacy of planning through the 'government sector' from

possibilities if these autonomous public bodies were also referred

to in the national income estimates as falling under the

'government sector'.

These comments, however, are not intended to be out-

right criticisms. Pakistan is hardly ten years old as a state.

The first few years of a new-born state must be busy in

stabilising the economic and political conditions of the country.

The time for taking a long-run view for the country and moulding

its institutions accordingly cannot but come at a somewhat later

stage. However, now that the initial financial difficulties caused

by partition may be said to have been over, and that the govern-

ment has already started launching programmes of long-term

economic development, the time seems ripe for some reforms in

the budgetary structure and presentation of government accounts.

The government budget in Pakistan should conform with the modern

ideas on budget systems in the light of the role of a budget as

a guide in planning for the development of an economy.
C

A discussion of the budget system of Pakistan, and

the reforms necessary in the light of the above discussions,

therefore, should be a welcome proposition.

C

.
C11
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CHAPTER II

THE BUDGET SYSTEM OF PAKISTAN
(a critical study)

Order of the study:

In this chapter, the budgetary structure of the central

government of Pakistan will be studied in the light of our

discussion in the last chapter, i.e., those aspects of the

budget system will be taken up for consideration which are

relevant from the point of view of the budget's usefulness in

economic analysis and planning for the country. The order of the

study will be as follows:-.

(1) Public Undertakings;

(2)Segregation of current and capital transactions;

(3)Treatment of funds;

(4) Classification procedures;

(5)Method of accounting.

The budget documents of the government do not provide

any explanation of the budget system in so many words. The

description that follows here is based principally on actual

examination of the budgets and the supplementary statistical

documents, such as the Explanatory Memorandums and the Dmands

for Grants, as are issued by the government.

1. Public Undertakings

The relations between the public undertakings and the

government budget is typical for each country and present an

interesting study.

Two types of public undertakings:

I Pakistan there are two types of public undertakings:
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(1 )those wholly owned by the state and forming an integral part

of the central government structure, being operated under the

direct supervision of the various ministries;

(2)the government-sponsored corporations, owned partly(having,
1

however, majority share) or wholly bythe government, but

separated from the central government structure; these corpo-

rations are operated by separate bodies(e.g., a Board of

Directors). Complete control over their affairs by the govern-

ment, however, is ensured by the direct appointment of all or

moat of the directors by the government.

The second category of public undertakings have originated

after the birth of the state of Pakistan. Among them, the State

Bank of Pakistan is intended to serve as a general guardian of
the monetary system. The other public undertakings have been

established to meet the need of government aid and participation

in economic development of the country.

Relations with the budget:

The transactions of the second category of public

undertakings are not subject to direct budgetary control as the

public undertakings of the first category are. Except the State

1.The National Bank of Pakistan, in which the government has 25%
share, is excluded from the category of public undertakings; the
relations of the government with this bank may be taken as those
of the holder of a large share.

2,These public undertakings are: 1.The State Bank of Pakistan;
2.Paklstan Industrial Development Corporation . 3.Fakistan
Industrial Finance Corporation; 4.Agriculturai Development
Finance Corporation; 5.Rouse Building Finance Corporation;
6.Pakistan Insurance Corporation;7.Pakistan Refugee Rehabili-.

ion Finance Corporation.

a
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Bank of Pakistan, the net profits of which accrue to the govern-

ment treasury, the finances of these undertakings are completely

spdrated from the government budget. This separation has apparent-'

ly been made in order to offer them the freedom, autonomy and

flexibility of control they require as commercial ventures.

Public undertakings of the first category, i.e., those

which form an integral part of the central government structure,
3

are the following:.

(1 )Railways; (2)Fosts and Telegraphs; (3)Irrigation; (4)Salt;

and (5) State Trading.
The finances of these undertakings are, like those of

the administrative departments, completely amalgamated with the

general government budget.Except in the case of Railways,

Pakistan has inherited this tradition from India. The Indian

convention, since 1924-25, has been to separate from the general

budget the finances of the Railways; the latter are presented in

a separate budget introduced by the Minister of Railways a few

weeks before the introduction of the general budget. But imme-

diately after partition, the government of Pakistan amalgamated

the whole of the Railway finances with the general budget.

3.There are other department(e.g.Stationary and Printing) which
may also be regarded as performing functions of the nature of an
enterprise. In the list given here only those, apart from State
Trading have been included which are referred to in the Expla-
natory Aemorandums as commercial departments, and are required
to pay interest against the capital assets entrusted with them.
A clear-cut sorting out of the public undertakings is not possible
unless a more precise and workable definition is given to the term;
Such a definition will be attempted in chapter three.

4,"It has been decided that in the circustances prevailing in
Pakistan at present, It will be an unnecessary refinement to have

U

S
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The operating(current) transactions of the Railways, Posts

and Telegraphs and Irrigation are allowed to affect the current

budget totals only on a net basis. This net figure is arrived at

by deducting, from the gross receipts for the year in question,

(a)working expenses, (b)provisions for depreciation and similar

funds, and (c)the interest charges against the capital at their

disposal advanced from the treasury. The last item(c) is again

shown in the budget under the head 'interest receipts', where

interest charges received from other bodies and persons are also

shown. In effect, therefore, the current budget totals include

gross receipts minus (working expenses plus provisions for funds)

from these commercial undertakings of the government.

The transactions of salt, however, are shown in the budget

on a gross basis. The receipts side shows the gross receipts in

two parts: (a) sale of salt and (b)interest on capital at charge,

the former under the head 'salts and the latter under 'interest

receipts' as in the other cases discussed above. The summary

budget statement does not show separately the finances relating

to the two functions carried out by this department, viz., that of

collection of salt duty from private enterprises, and of the
5

manufacture and sale of salt by the government as an enterprise.

The treatment of the transactions of the State Trading

operations of the government in its budget is peculiar. All the

either a separate Reserve Fund or to maintain the distinction
hitherto made between strategic and commercial lines. In
consequence of these decisions, the Railway budget has, like that
of P. & T. Dept., been made part of the general budget. This
amalgamation will not, however, mean any relaxation in the matter
of running the Railway on a strictly commercial basis or In	-
maintaining proper commercial accounts. The Depreciation rund
will continue and provision therefore has been made in the usual
rates."(Budget speech of the Finance Minister, 1947-4).

U

U
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state trading transactions, irrespective of whether they are

'current' or 'capital' transactions in the strict commercial

sense, are shown in the capitalaccount of the budget on a net

basis. This means that the net results of state trading opera-

tions are treated as 'net capital receipts or expenditures', as

the case may be.

The capital account of the government budget includes the

'capital outlays' on Railways, Posts and Telegraphs and Irrigation,

financed from general capital receipts and receipts from the

revenue account for depreciation and other funds, If any. No

such fund is provided for Irrigation. All expenditures of the

Salt department, whether they are operating expenses or expendi-

tures on salt works, are treated as current expenditures, except

expenditures on renewals and replacement of capital; the latter is

treated as a capital item.

Implication of amalgamation of finances:

The implication of amalgamation of the finances of the

commercial undertakings of the government with the general budget

is that the former, like any ordinary administrative department,

lose their independent character in respect of finances. On the

one hand they come under the supervision of the machinery designed

to control the disbursement of government honey, and cannot spend

beyond the specific amounts for specific purposes as approved by

the Parliament. On the other hand, a government commercial

5.Detailed breakdown of these two types of finances are, however,
provided in the Explanatory Memorandums and Demands for Grants,.
from which separation of transactions in respect of the two
functions can be obtained.

D

U	

A
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department cannot claim the operating profits, if any, resulting

from its own transactions for its own use. Instead, they are	
S •

carried over to the central pool(tresury) and merged therein,

to be budgeted for the next financial year in accordance with
the general interest of the government sector as a whole rather
than with the needs of the particular commercial department

concerned. Similarly, any deficit is met from the treasury, frn

funds otherwise available for the general interest, and is

therefore in the nature of a subsidy from the general budget.

2. Separation of Current and Capital Transactions
Prevailing ideas:

The budget of the government of Pakistan is divided into

two accounts: the current and the capital accounts. There is no
indication in the budget documents as to the line of demarcation
between these two accounts. This has led to considerable misunder-
standing in academic as well as in government quarters as regards

the economic nature of the Items included in the respective

accounts. The misunderstanding, in its turn, has as'/to unwarran-
ted notions about the economic implications of the annual budge-

tary balances in the current account.

Statements are found in academic quarters which assign
meanings to the two accounts according to the commonly held

ideas about current and capital transactions of a government,

i.e.,(a) revenue expenditure is mainly incurred on the day-to-day

functionaing of the government and are financed out of tax-receipts,
and (b) capital expenditures are incurred for the purpose of
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increasing capital assets of a lasting character, and are
.6

financed out of borrowings and other receipts of a caoital nature.

A closer examination of the nature of the transactions included

in the respective accounts would, however, reveal that the

actual practice does not conform to such 'commonsense views'.

Indeed, it appears that the segregation of the two accounts is

not based on any consistent economic criteria at all.

The true iicture: (a)expenditure side:

So far as the expenditures are concerned, it does not

seem that there is any criteria at all--economic orreconomic--,

except possibly the criterion of convenience. The whole issue

seems to be subject wholly to 'ad-hoc' decisions by the executive

in respect of the individual item concerned. This view is

corroborated by the following observations:

First, the capital account shows a number of expenditures

which do not result in increase of assets in any way. For example,

the item 'payment of commuted value of pensions' shown as a capital

expenditure neither results in the acquisition of any capital

asset of a material character, nor is it the payment of some

capitalised value so as to reduce a recurring liability; it is

simply the payment of recurring pensionary and providend fund

liabilities of the government of Pakistan in the United Kingdom,
7

to be met every year. Similar comments may be made in respect of

6.See, for example, 'Economics of Pkistan' by Dr.S,M. Akhtar,
p 15, and 'Report on Currency and finance', 1954-56, issued by
the Department of Research, State Bank of Pakistan, p 50.

7,The treatment of this expenditure as a capital item has
apparently been the result of the U.K.-Pakistan financial
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other items shown in the capital budget for any year taken at

random--e.g., 'limp sum provision for emigrant expenses' under

the head 'capital outlay on ports'. These are not Investments'

In the sense that they do not result in any sort of material

asset formation.

Secondly, the current account, in its turn, shows a

number of expenditures which result in the creation or acquisition

of assets of a lasting character, such as a number of expenditures

on 'works', 'purchase of tools and plants' and 'stores'. Four

typical examples are given below:-

(1)As pointed out in section one of this chapter, apart from

expenditure on renewals and replacement of capital, all the

expenditures of the salt department, whether of a recurring

(e.g., pay of officers) or of an asset creating(e.g., outlay

on salt works) character, are shown in the revenue account.

(2)The 'expenditures on Irrigation met from revenue' include

expenditures on 'unproductive' works, i.e., works which

though result in asset formation, are not remunerative in the

commercial sense. The underlying principle seems to be that

of 'prudent'(?) finance, once Inundated by the government

agreement of 1948. According to this agreement a lump sum of
about Z8 million sterling was funded with H.M.. in blocked
sterling, in return for which Pakistan would receive sterling
annuities during the next fifty years to enable pensionary and
providend fund liabilities in U.K. to be met from year to year.
But in principle an annual liability cannot be regarded as one
to be met from accumulations of past reserves. The logical procedure
would be to treat the payments of sterling pensions etc. as
current expenses met from current revenue(e.g., current receipts
in sterling). The resulting deficit, if any, in the current
account would of course have to be met from accumulated sterling
reserves, resulting, in its turn, in diminishing of sterling
balances. Instead of this, the procedure adopted by the govern-
ment results in 'hiding' of current expenditure in the capital
account and as such overstating of the budgetary balance in the
current account.
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9
of India in its prepartition clays. According to this prin-

ciple, the decision as to whether an unproductive expenditure

is to be financed from taxes or loans was to rest upon two

considerations: (a)urgency of the expenditure--whether or

not it can be postponed or distributed over a series of years;

and (b) size of the expenditure--whether the amount is 'too

great' to be met from revenue.	 .

(3) The defence expenditures met from revenue sometimes Include
expenditures on defence installations but which are generally

charged to the capital account. In the revised estimates for

1950-51, and the budget estimates for the following year, a

sum of Rs 10 crores was'transferred' from capital to revenue

as, "in view of the improvement of revenue position", it was

"possible to meet this portion of the capital outlay on
10

Defence from within the revenue account".

(4)The most striking example is, however, the treatment of

expenditure on Civil Works which includes the construction of

buildings and communications. These expenditures are shown

in part in the current account and in part in the capital

account, and the criterion for separation appears to be

totally arbitrary. As a result, both the current as well as

.Demand no. 76, explained in the Demands for Grants, p1435.

9.Vide 'The A.B.C. of Indian Government Yinance, by P.K.
Wattal, 1940--p 20,

1O.Explanatory Memorandum on the Budget of the Central Government
for 1951 -52, under revenue expenditure on defence.

.
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L

Dhaka University Institutional Repository



LJ

-	 -

the capital account show the same type of Items, such as

'original works-buildings' etc. The climax Is perhaps the

decision taken lately by the government that with effect

from 1955-56 "all major works costing Rs 1 lakh and above

would be charged to the capital account" in respect of civil

works, works costing less than Rs 1 lakh being left for the
F.

revenue account. That means expenditures on civil works WIll

contribute to a budget surplus or deficit according as there

are little or many less-than-one-lakh projects

These examples serve to make nonsense of all speculations as

regards the true economic nature of the line of demarcation

between current and capital expenditures of the government. There

is no economic line of demarcation at all in fact. Further, in

view of the examples (2) and (3) above, one cannot perhaps be

blamed for holding the opinion that the budgetary balance is

more or less pre-determined before a number of items of

expenditure are allocated to the two accounts. The Idea that an

expenditure may be 'too great' to be met from revenue, and that

it may be met from revenue if the revenue position improves,

obvily implies that it would upset an otherwise satisfactory

budgetary balance if revenue positions do not improve. This,

therefore, amounts to 'hiding' the true nature of the budgetary

balance from public eyes. The reason may be anything but economic--

e.g. ,they may be political, or may even be the desire to enjoy an

artificial feeling of complacency of having 'balanced' the budget.

Receipts side:

The treatment of the line of demarcation on the receipts

11

Dhaka University Institutional Repository



- 2 -

side is somewhat more consistent; i.e., the classes of receipts •

appear in the current and capital accounts respectively every

year. No economic basis of separation, however, is observed in

this case also. The allocations, moreover, show inconsistency

with the commonly held notion that the current account includes

mainly tax-revenue, while the capital account shows receipts of

a capital nature. For, a few items appear in the current accourt

which from the economic point of view are receipts of a capital

nature. For example, receipts from the sale of land is shown

under 'Land Revenue' as a current receipt, while in fact it

implies a diminution of the states assets in the form of land and

ought, therefore, to be offset by showing the corresponding

receipts in the capital account,

Conclusion:

One important conclusion emerges from this state of affairs

in respect of the separation of the capital account from the

current. If there is no consistent economic criterion on which

the two accounts are separated, the balances in the respective

accounts cannot claim any significa 'nce whatsoever except being

mere accounting records. If any ad hoc decision can put down some

or other item under the current or the capital account, the

balance in either account becomes dependent upon such decisions;

the government can, by manipulating this dependence, give almost

any magnitude to either of the balances as long as it is not

altogether revolting. 'ven if such manipulations are not done

consciously, so long as there is any amount of arbitrary allocation
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of items between the two accounts, the budgetary surpluses or

deficits will fail to possess any meaning which can be taken as

a norm and which can be consistently applied in any sort of

analysis of the budgets. Only the overall balance, which

signifies changes in the cash balance position, can claim some

analytical value.

Drastic as it may seem, the above conclusion discredi..s

any attempt to assess the financial 'soundness' or otherwise of

the government from a mere review of the budgetary surpluses or

deficits. Opinions expressed in government and many other quarters

as regards the sound financial position of the central government

having been revealed by the series of budgetary surpluses from
11

194-49 to 1 953-54 do not, therefore, deserve any attention.

3.Treatment of Funds

Since partition the government of Pakistan has set up a

number of funds, generally called	funds'. The monies

entrusted with these funds are meant for specific purposes.

Examples of such funds are: the Fund for Rehabilitation of

Refugees, for Social Uplift Schemes, fthr Agricultural Develop-

ment and so on. The treatment of the transactions of these funds

are not uniform in many respects, and are different from the
treatment of the transactions of the government departments.

The characteristics of the treatment of the transaction of the

funds in the budget are given below.

11.Government views are stated quite explicitly. Vide, e.g.,
'Economy of Pakistan'(1950), p 270.

_
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All transactions shown as capital items

The first characteristic about the funds is that every

transaction of a fund is regarded as a capital item in the

budget. The receipts of the funds are recorded in the summary

budget statement under two headings: capital receipts of

(a)Railways and Post and Telegraph Reserve Funds and (b) other

eserve Funds. The expenditures, on the other hand, are in part

absorbed in different 'direct capital outlays' which are partly

financed from the funds, and the remaining part recorded under

'expenditure met from Reserve Funds'.

While all the expenditure from the funds are itemized

on the capital side, they are not all of them true capital outlays
in any economic sense of the term. The item 'expenditure from

Reserve Funds' contains a number of expenditures which are shown

in the Demands for Grants along with other revenue expenditures,

but later deducted as 'amounts met from funds' and transferred
13

to the capital account under the above head. Part of the

'expenditure from Reserve Funds', therefore, are current outlays

though the whole of it is finally put in the capital account.

1.This conclusion has been arrived at from statistical obser-
vation Taking the budget for any year, say the budget estimatefor 1955-56, for illustration, the following data support the
conclusion:

(1)The total disbursement from the various funds(excluding
the Foreign Aid Fund, whose money is not met for any specific
purpose)shown in the budget amounts to Rs 25,32000. This has been
calculated by adding up the figures corresponding to the funds,
starting from the Railway Depreciation Fund(p 15) to the Fosts
and Telegraphs Welfare Fund(p 17), and adding to it the figure
for the deposit account of Grants for Social Uplift Schemes(Central
Areas)which is given separately(bottom of p 17);

(2)The part of the expenditure from the funds which has been
amalgamated with capital outlays under departmental heads amounts
to Rs 12,0169000(p 13);

(3) The difference of the above two amounts is Rs 13,3659000;
this exactly tallies with the amount shown in the capital account
as t expenditure from Reserve Funds'(p 5).

Dhaka University Institutional Repository



- 31 -	 U

This all the more confirms our conclusion arrived at in the

last section of this chapter that the budgetary surpluses or

deficits shown by the government are nothing more than mere

accounting records, and as such are of no help in assessing

the financial position of the government or its budgetary policy.

Treatment of receipts:

The funds receive their money by transfers of amounts

from the revenue account of the budget to the fund concerned in

the capital account. There are three different ways of transferring

these amounts as practised by the government in the case of

different funds. These three ways are:-

I. Transfers of a fixed earmarked portion of a parti-

cular duty or tax to a particular fund(e.g.,the Central

Road Fund);

II. Ad hoc transfers of lump sums not fixed in amount or

proportion annually(e.,g., Fund for Closer Inter-

Provincial Contacts); In both these cases transfers

are regarded as current expenditure under the specific

heads of the administrative or functional units(e.g.,

the Cabinet Secretariat In case of the Fund for Closer

Inter-Provincial ontacts) thrcugh which the money j

transferred or to which the administration of the fund•

may be attached;

III.Ad hoc transfers of lump sums from revenue surpluses

(e.g., the creation of the Social Uplift Fund from

part of the revenue surplus in the 1950-51 revised
estimates).

13.e. g ., the establishment and other charges in connection of the
Food Emergency Committee under the Ministry of Food and Agricul-
ture(Demands for Grants for 1955-56, p 135-136).

D
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.Treatment of expenditures:

The expenditure of the monies entrusted with the funds

is-effected in either of the two ways:-

I. By transferring the required money to the general

revenue back, from which it is allocated to the

specific departments under which the money is to be

spent. This procedure is followed in the case of the

Social Uplift Fund, from which monies are transferred

annually to the Departments of Education, Health etc;

II. By spending the money directly from the fund under the

care of the department concerned, without transferring

it to the latter. This is found in case of a number of

funds like that for Agricultural Development and others.
In a number of cases, however, no mention is found anywhere

in the budget documents as to the nature of disbursement of money

from particular funds. For example, the budget estimates for 1955-56
shows disbursement of Rs 3.5 crores from the Fund for Rehabilitation

1/f
of Refugees, while explanation of only Rs 0.7729 crores are found

15
in the Demands for Grants; the remaining portion of Rs 3.5 crores
remain unexplained. Similar observations may be made in respect of

other funds like the Fund for Agricultural Development.

0verstatement of budget totals:

In final criticism of the treatment of fund transactions,

the double counting, in arriving at the budget totals, of the sums

involved In transfers between the revenue account and the funds

(capital account of the budget) is to be noted. Whether an amount

14.Budget of the Central Government of Pakistan for 1955-56, p 7.

15. Demands for Grants, for 1955-56 9 p 445.
.

U
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is transferred from a department account or from the overall

revenue surpluses, to a particular fund, no deduction is made of

the amount in arriving at the budget totals. This results in

undue inflation of the budget totals(current plus capital) on

both the receipts and the expenditure sides. In cases where

-	money is transferred back to the revenue account(e.g.,the Social

Uplift Fund), and no corresponding deduction is made from the

budget totals, the inflation takes a third magnitude. This

obscures the true magnitude of the transactions of the govern-

ment sector vis-a-vis the rest of the economy.

4-Classification Procedures

Apart from the broad classification of the items Into

revenue or capital ones, the budgets of the government of

Pakistan show the following classifications in its statements

of the revenues and expenditures:

Revenue account.:

I. The transactions of the Revenue Collecting Departments

•	are classed together under the heads 'Principal Heads of

Revenue' and 'Direct demands on Revenue'for receipts and

expenditures respectively.

II. The transactions of the departments in charge of Civil

Administration are shown under the head 'Civil Adminis-

tration'.

III. Among the other items, the transactions of Railways,

Posts and Telegraphs, and the o perations in connectioti of
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Irrigation, Debt Services, Currency. and Mint, Civil Worlis

and Defence Services are placed under separate individual.

heads.

IV. There are two other heads, viz., (1)'Miscellaneous',

consisting of (a)Superannuation items, (b)Stationary and

Printing, and (c)items classed as miscellaneous, and

(2) 'Extraordinary items', consisting of Civil Defence'

transactions and other items classed as extraordinary.

V. apart from these, the expenditure side shows separately

the 'Contributions and miscellaneous adjustments between

the central and provincial governments'.

Capital account--receipts:

I. Net permanent debts of the government, internal and

external shown separately under Individual heads.

II. Treasury bills and other floating debts(net).

III Net unfunded debts, like savings bank deposits etc.

IV. Receipts in the Railway and Post and Telegraph deserve

Funds(which represent transfers from the revenue account).

V. Receipts in other reserve funds like Social Uplift Fund etc.

VI. Foreign aid fund, showing the values of foreign grants

and assistances in Pakistan currency.

VII. Recoveries of loans and advances.

VIII.The net surplus, if any, from state trading operations.

IX. Miscellaneous capital receipts, consisting of annuity

receipts for sterling pensions from U.K., and other

receipts of a 'capital nature'.
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X.	A separate category of receipts in Deposits and .

Remittance transactions(net), covering the net

receipts in various deposit accounts like Civil

Deposits, and net receipts in all adjusting heads

such as cash remittances from one treasury office

to another, transfers between different accounting

circles and remittances between Pakistan and U.K.*

Expenditures:

I. Direct capital outlays, under which are shown those

expenditures which are met neither from revenue nor
16

from funds; the items are subclassified according to the

department or line of government activity concerned, e.g.,

'Railway capital outlay' or 'capital outlay on fuel and

power projects.'

II. Expenditure from reserve funds, discussed in the last

section of this chapter.

III. Development loans to provinces, states, local bodies etc.

IV. Other loans and advances--to government servants,

cultivators etc.

V. Net deficit, if any, incurred in state trading operations.

From the above account of the classification pro-

cedures it must be clear that the government budget in Pakistan

follows a pattern of what we have called 'administrative' classi-

fication in the first chapter. The expenditures are classified

according to the administrative function or line of government

activity, and more or less parallel classification is maintained

16.however, some of these capital outlays are financed partly out
of funds(see p 30n).
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for receipts. Ilternatively, this system of classification has •

been termed as 'functional' in literatures on modern budgeting. .

5uh classification on functional basis is undoubtedly useful
17

and perhaps essential for the executive for the effective

functional of the administration. But it conceals the economic

characters of the transactions, and includes transactions with

different economic characters underthe same heading. 'Adminis-

trative' or 'functional' classification is, therefore, unsuitable

for economic analysis, and in Pakistan 'economic character

classification' has not yet come in vogue.

Classification and national accounting;

One more aspect of the Pak budgetary classification

remains to be mentioned, via., its relation with national

income accounting. From the above discussion of the classifi-

cation system, it must be evident that the budgets do not mark

out those transactions which are significant for purposes of

social accounting or national income calculation. For example,

the budgets doy not identify the 'transfer payments' as distinct

from 'economic payments'(government purchases of goods and ser-

vices), or show the total expenditures in domestic and foreign
1

currencies respectively under separate heads. Furthermore, as

17.The unsuitability of the alternative, viz., the economic
character classification', for administrative purposes is
discussed In a separate chapter(chapter six).

1.The emands for Grants, which shows a detailed breakdown of
the totals shown in the main budget statement, shows one
classification which at first sight seems to approach the target,
jz.,'charges in England'. These are payments in sterling, the

accounts for which are maintained in London. But these do not
cover the total payments in foreign currency. Besides charges In
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mention1 earlier, not all the expenditures shown in the revenu

account represent actual payments to the public; some are

trnsfers to various funds, which amounts to 'transfers to

itself' if the government sector is viewed vis-a-vis the rest

of the economy; unless these transfers are deducted from the totals,

the national income accounts are liable to overstatements.

It may be mentionaed that it is not Pakistan alone wbidh

shows this failure of budget accounts to show conformity with

national income accounts. It seems to be the inevitable result

of traditional budgeting, because of its exclusive concern for

the proper administration of government money, in almost all

countries where it is still followed.

5.Method of Accounting

Gross basis of entries:

We have already seen that transactions are recorded on

a net basis for the Railways, Posts and Telegraphs, Irrigation

and State Trading. That amounts to the practice that working

expenses are first met from the receipts of the department

concerned before handing over money to the treasury. Apart

from these four cases, all transactions are entered in the

budget on a gross basis. That is, receipts realized by a depart-

ment are credited to the treasury as revenue and not specifically -

used for meeting its expenses.

England, there are other expenditures which are obviously made
in foreign eurrency(e.g., contributions to international
organisations like F.A.O., W.H.O. etc. under 'Foreign Affairs')
thoug they may not represent purchase of goods and services
from -'ngland and as such do not come under 'charges in England';
these expenditures are amalgarnated,in the budget, along with
expenditures other than charges in England.

19. For example, in Great Britain, where the "failure of the budget

.	 U
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In cases where revenue receipts are refunded later, the

refund is shown as a deduction from revenue, thus avoiding

double counting which would result if the gross revenue receipts

were shown on the revenue side and refunds shown on the expen-

diture side. This is probably the only instance where overstate-

ment is avoided.

Cash basis of accounting:

The budget accounts of the government of Pakistan are

kept on a cash basis, i.e., they are records of the actual cash

transactions for the financial year in question, irrespective of

the fact that (a)the receipt or expenditure may be In respect of

previous years, or (b)the government may have incurred liabili-

ties or acquired rights to money that do not materialise in

actual cash transaction during the financial year in question.

For example, an income tax may not be realized in the sane year

it is assessed, so that rights accrued do not equal cash receipts.

A detailed discussion of the relative advantages and

disadvantages of the cash system, of accounting as against its

alternative, the 'accrual'systemn(showing rights accrued and

liabilities incurred) will be taken up in the next chapter. For

the time being it may be noted, in anticipation of the conclu-

sions in the said discussion, that while the cash basis is

sufficiently satisfactory for the departments carrying out

administrative operations, it is not so in the case of the

commercial undertakings of the government; the cash basis does

accounts to come in connexion with the account of the National
Income White Paper has become glaringly obviou&'(Hicks---The
Problem of Budgetary Reform, p 54).
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not make it possible to visualize the true profit or loss position,

that result from the current operations of the undertakings,

from a glance at the budget.

Valuation of real assets:

Finally, except in the case of the Railways, Posts and

Telegraphs, Salt and Government Presses, no attempt is made to

arrive at an objective valuation of stocks and other real assets

(as distinguished from financial assets like shares) or provision

for regular depreciation of such assets. Depreciation and other

funds in case of the Railways and the Government Presses and

Renewals Reserve funds in case of Salt and Posts and Telegraphs only

are provided out of the revenue account every year. This is not

a criticism; for the practical feasibility of objective valuation

and maintenance of non-revenue-producing real assets in

countries with imperfect accounting skill is open to question.

however, for stocks the feasibility is beyond question, and the

absense of any figures for stock-taking for the state-trading

operations in particular makes it impossible to arrive at any

idea of the real profit or loss resulting from these operations
20

during the financial year in question.

Summary of Conclusions

Our findings in this chapter are important; for they throw

light on the deficiencies of the present budgetary structure of

the government of Pakistan as a guide to economic analysis and

planning. It will, therefore, be helpful if we recollect the

20. See chapter three, section 2 for a discussion on this point.
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main conclusions:-

I. The budget does not reflect the transactions of the public

undertakings set up after partition; the finances of the

earlier ones are completely amalgamated with the general

budget.

II. The line of demarcation between the current and capital

accounts is arbitrary; consequently, the budgetary

surplus or deficit has no analytical significance.

III, All the transactions of the funds, irrespective of their

respective natures, are treated as capital items; the

treatment of transfers of monies between general revenue

and funds result in overstatement of budget totals.

IV. The classification procedure is % of the traditional

'administrative'(or 'functional') type; this does not

show the economic characters of the transactions; nor

do they assist in national income accounting.

V. The accounting is on a cash basis; there is no attempt

to arrive at an objective valuation of 'non-commercial'

real assets, and no statements as regards changes in

inventories in case of the trading operations.

D
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CHAPTER III

THE PROBLEM OF COMPREHENSIVENESS
. .

'Ad hoc' exclusion of particular state activities is a notorthous
daiger to good budgeting; if the budget only covers a part of the
state's responsibilities it is bund to deteriorate in effective-
ness as an instrument of policy,"-- J.R. Hicks.

Introduction:

In chapter one we saw that an economic budget should provide

for three things: (a) economic character classification of the

accounts, (b) conformity of budget accounts with national. income

accounts, and (c) bringing in of the whole of the public sector

within the framework of the budget, or what may be called

'comprehensiveness in budgeting'. In chapter two we satisfied

ourselves that none of these are provided for in the traditional

form of budgeting as practised by the government of Pakistan.

The task of this and the following two chapters will be to

study the possible framework and the problems thereof for an

economic budget for the government of Pakistan.

In the present chapter .we shall be concerned with the third

requisite for an economic budget, namely, the problem of

comprehensiveness. Logically, this deserves prior attention

before the two other requisites, for it is only when we are sure

of the scope of the budget that we can talk about the classifi-

cation of the items that fall within the said scope.

1 • The four economic functions of the government and
their relations with the budget

Comprehensiveness in budgetthg consists of giving a complete

picture of all the economic functions of the government, or the

.	 S
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.	S

government sector of the economy. The scope of the government

sector is best understood by distinguishing between the four

broad categories of government functions in the economy, as laid

down in the 'Budget Management':-

" a) Government as a collective consumer of part of the
national product; that is to say government as provider
of common services such as defence, maintenance of
internal security and justice, public health and
education, financed by taxation and borrowing.

b) Government as a redistributor of income through the
provision of money transfer payments, either directly
out of general revenue funds or, indirectly by means of
compulsory social security schemes.

c) Government as an entrepreneur, characterised by its
trading and production activities undertaken in the
public interest....

d) Government as promoter of long-run development of the
economy and stabiliser of the level of output and
employment...."

Out of these four functions, the last one overlaps with the

first three. For the government attempts to promote long-run

development of the economy either by entering the field of

industrial or developmental activities itself, thus in effect

functioning as an entrepreneur(c); or the government does so by

various measures such as tax concessions and subsidies inducive

to private enterprise, and these measures come under the functions

(a) and (b). Indeed, "the promotion of economic stability and

development.....is more in the nature of a general objective	-
2

towards which all government functions may be directed."

For our purpose, therefore, we are virtually left with

three functions of the government in the economy. Out of these,

1.p5.

2. Ibid, p 5-6.

S
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the first, namely, the government as a collective consumer of past

of the national product, is already under the scope of the

existing budget structure; after our discussion in chapter two

it can perhaps be said without any fear of contradiction that the

reflection of the financial transactions relating to this function

of the government is the main purpose for which 'traditional'

budgeting exists.

The second function, namely, the government as a redistri-

butor of income, is also Included in the budget. In Pakistan there

is no elaborate social insurance system. All the transfer payemtns

consist only of superannuation allowances and pensions and grants

of monies to individuals, institutions etc. These redistributive

transactions are integrated completely into the general budget

along with other transactions, and are administered by the same

departments as administer the latter. In the absence of any

elaborate social insurance system, separate treatment of the few

social security payments like pensions etc. does not appear to be

an economic proposition.

It is the third function, namely, the government as an

. entrepreneur, that is not fully covered by the existing budget

structure of Pakistan. As we have seen in the last chapter, the
budget does not reflect the transactions of the public undertakings

set up after the partition. But in the Interest of the effective-

ness of the budget as an Instrument of policy, it is desirable

that all public undertakings should be brought within the frame-

work of the budget.

0
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2. Public Undertakings--the need for separate accountinp-

We have now to face one serious question, Granted that
all the newly started public undertakings in Pakistan, like the

State Bank, the P.ID,C, and others, have to be brought within

the framework of the budget, does this imply that they are subject

-	to the same type of budgetary control and accounting as the .

ordinary administrative departments are subject to ? If so, then

there are reasons for strong objections. These reasons arise from

the typical character of enterprises,---as distinct from ordinary

administrative departments,---that requires the separation of the

transactions of the Public undertakings from those of other

depntments of the government. Such separation is necessary from

the following considerations:-

Separation from accounting considerations:

First, separation is needed from the accounting point of

view inasmuch as the public undertakings require a different

accounting pattern from that followed in respect of the adminis-

trative departments of the government. The accounts of the latter

are usually kept o the cash basis in most countries(except

possibly a few continental countries like France and Italy); this,

as we shall see, do not result in any serious distortion. On the

other hand, cash accounting is typically unsuitable for departments

and undertakings run along 'commercial lines'. The main implication

of running a concern along commercial lines is that the concern is

supposed to compare its annual returns with annual costs; the

balance--either a profit or a loss-- is to serve as a valuable

S
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guide to the price-output policy and similar other considera-

tions. This is as true for a purely commercial private concern

whose main interest is to go in for profits,as for a government
commercial undertaking where the 'service motive' sometimes

overshadows the profit motive. Th the latter case, though an

annual loss need not necessarily dictate a policy of raising

prices, say, it will still serve as an important guide to the.

efficiency of managing the concern as compared with that of
similar private concerns within the country and with similar

public concerns in other countries, and will also have to be

taken Into account in policies of subsidizing undertakings
running at a loss.

If it is thus agreed that whether or not a commercial
undertaking is owned privately or by the government, its

annual profit or loss position has to be correctly ascertained,
the cash basis of accounting must be rejected as unsuitable for

it. Three broad arguments may be put forward:

(a)The question of uncollected earnings and unpaid commitments:

As we saw in chapter two, the cash basis of accounting does

not record earnings which are not collected during the financial
-t

year in question, and expenditures which have been commied, but

not actually paid in cash during the year. On the other hand, it

records cash receipts and cash expenditures which are respec-

tively assessed and committed in some previous year, but which

are actually received or paid in cash during the year in question.

The main advantage of this system of accounting is that it makes
possible prompt closing of accounts after the end of the financial
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year. If the accounts for a particular year are to show all the

rights accrued and liabilities incurred during that year irrespec-

tive of when the actual cash transactions take place, it remains

still uncertain, when the financial year ends, as to what the

realized totals of expenditure and receipts which are considered

to belong to that year will be, and the accounts for the year

have to be kept open long after the year is over. An interesting

an convinding instance from the French government accounts was

cited by F.K. Wattal; "the French accounts for 1920 were finally

closed only in the beginning of 1937, whereas the Indian accounts

of a year are closed by the end of October of the following year."

As against this advantage, the disadvantage of the cash

system is that it does not present at any time the true 'state of

affairs', or the profit or loss position where such state of

affairs is relevant. For a profit that is calculated for a

partiular year without taking into account, say, the unpaid

commitments reãating to that year cannot be the 'true' profit;

it will result in overstatement of the profit for the year in

question, and corresponding understatement for the year in which

the deffered payment is made. Deferred payment is a debt, and

similarly deferred earning is a credit; credits and debts incurred

during a year must be taken into account before the true profit

or loss position for that year can be correctly ascertained.

It is, therefore, obvious that the cash basis of accoun-

ting is unsuitable for the public undertakings run along

commercial lines, to which the profit and loss position is

3.'The A.B.0 of Indian Government Finance'--Wattal, p 15.

Dhaka University Institutional Repository



- 47 -
	 .

C

typically relevant. For the administrative departments, the profit

and loss position, however, is entirely irrelevant; moreover, the

prompt closing of accounts under the cash system is undoubtedly

an important advantage from the admnistrative point of view. While
for a coimner.cial undertaking this advantage has to be sacrificed

in favour of assessing the true state of affairs at any instant

of time, there is no reason why it should be so sacrificed in.
the case of an administrative department. The only disadvantage

of having a cash system for these departments appears to be this:

the financial results(e.g., the budgetary surpluses or deficits)
of the budget under such a system depend to a large extent upon

the speed of realizing revenues and making payments by the
government departments; for example, it makes possible for the

government to produce, within limits, any financial result it
pleases for the year in question simply by slowing down or

accelerating the process of realization or payment of money(e.g.,
by slowing down or accelerating the issue of income tax assessments).

It must be admitted that under such circumstances the financial

results of the budget lose much of their significance. However,

it seems to be an unnecessary caution to attach too much weight

on this possibility. For in trying to balance an otherwise
unbalanced budget by such means as speeding up the realization
of revenue, the problem of a larger unbalance in the next financiaT
year must necessarily be faced. And to this problem the government
cannot remain indifferent. For this reason, generally speaking,
the carry-over of such items as unpaid taxes from year to year

is more likely to be proportional to the amount collectable than

0
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show 'lumpy' increments or decrements.
. .

()The need for stock accounting for trading concerns:

The socond argument for separation of finances relates to

those public undertakings that are concerned with the purchase

and sale of goods,--for example, the state trading concerns of

the Pakistan government. These concerns must necessarily take

into account the value of opening or closing stocks in order to

arrive at the true profit or loss position for any financial

period. Statement of the simple cash transactions cannot give

any indication of the true state of affairs if part of the cash

receipts accrue from sale of stocks accumulated during previous

periods, or if some goods remain unsold during the period in

question.

(c)The need for de preciation accounting to maintain capital intact:

The third argument relates to those undertakings which

are entrusted with some capital assets which they are required to

preserve intact(e.g., the Railways). In this case, proper depre-

ciation accounting is indispensable in order that profits and losses

are stated correctly. For "as the wasting of an asset contributed

to the earning of profits, it 1s only right that It should be

viewed as an expense; and in order to arrive at the profits of an

undertaking, it is imperative that the question of depreciation

should be considered, as no true profit can be ascertained until

all losses or expenses incurred for the purpose of earning an
4

income are charged against such income."

4-'Advanced accounting', J.R. Batliboi--p 60.

LI
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From the above three accounting considerations, separation

of the finances of the public undertakings from those of the

administrative departments seems to be imperative. While the

cash basis of accounting suits the latter, the former require

what is known as the 'accrual basis' of accounting, which

recognises the need for recording rights accrued and liabilities

incurred, that for stock taking, and for depreciation accounting.

Separation necessary even on the budget level:

Although the government of Pakistan do not show the finances

of the two types of government activities,--viz., the adminis-

trative and the enterprise types ,--separately in its annual

budgets, it is understood that proper commercial accounts, in

addition to and outside the regular cash accounts, are maintained

for each public undertaking on a department level. These commer-

cial accounts are, however, not given any publicity. But modern

budgeting requires that the separation should be made on the

budget level as well. Three main reasons may be put forward:

(a) First, if the budget is to serve as a guide to economic policy,

the true profit or loss position of the public undertakings must

be shown in the budget, for these must be taken into account in

formulating price and subsidizing policies for the public	-

undertakings.

(b) In a democratic country, where government decisions are

ultimately influenced by the tax-payers through the legislature,

it is essential, in the words of Mrs. Hicks, "for the tax-payer

to know the extent of the profit or deficit for each type of

trading" activity of the government; "a full profit and loss
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account must therefore be available and should be completely

segregated .... from the non-trading activities of the department
5

concerned."

(c)Finally, the publicity of the statement of affairs of the

public undertakings is necessary not only in the interests of the

tax-payers, but also in the interests of the private entrepreneurs.

This necessity arises from the uncertainty created in the commodity

market by the transactions of the government transactions . As the

latter are not always guided by the profit-motive alone, so the

prevailing ideas of general business reactions to price-changes

do not apply to the public undertakings without qualification.

The transactions of the public undertakings, therefore, are

uncertain even to speculators who 'rationalize' uncertainties

by applying the laws of prob4kity. The problem is all the more

aggravated because of the large scale of government operations.

It is therefore necessary that the'story' of government transac-

tions should eventually be made available in detail, so as to

make it possible for private traders to "accustom themselves to

the effect of government intervention, and by making proper

allowance for it, contribute to that steadiness in prices which

is the main justification of the intervention."

Separation on management considerations:

Independent accounting for public undertakings is

demanded not only from accounting considerations, but also from

considerations of management. The latter demand arises from the

5.Public Finance--Mrs U.K. Hicks--p 379.

6.Ibid, p 30.

.
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need for greater flexibility for the management of public

undertakings than is provided in the system of detailed control

deigned for the operations of the administrative departments.

We have discussed this system of control in chapter one. The

essence of this is to endure that money is exactly spent on the

purposes for and in the ways as it has been appropriated in the

budget. But this type of minute control is absurd for concerns'

whose spending policy must essentially depend upon the day-to-

day fluctuations of market prices of goods in which they have

to deal. It is riot, therefore, possible to direct the detailed

use of money for such concerns from a ministerial level through

the budget. These decisions should be left to those who are

directly connected with the activities of the concerns rather

than to the members of the legislature who are not directly in

the field.

3. The Dilemma and the Compromise

It is probably for these reasons that "there has been

the tendency to push some of the government's trading responsibi-

litiesl in particular the nationalized industries) outside the
7

budget altogether" in countries like Great Britain and, as we

have seen, in Pakistan as well. But this places too much weight,

rather, on the needs for separation. Complete segregation from the

budget of the transactions of public undertakings raises the

other problem of reducing the effectiveness of the budget as an

instrument of economic planning. We are therefore faced with a

dilemma for which a compromise has to be found out. The compromise

D
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should on the one hand recognise the need for independent

accounting for the public undertakings, and on the other hand bripg

th transactions of these undertakings within the framework of

the budget in some form or other so as to permit a picture of

the government sector as a whole from a look at the budget.

The General Government Account and the Enterprise Account:

The need for such a compromise has been recognised in all

discussions on modern budgeting, and a simple devise has been9
found out to meet it. It has been suggested that different types

of accounts be set up for these different types of government

activities. This amounts to keeping two separate accounts in the

budget: the first showing the activities of the government as a

provider of common services(function'a') and of money transfer

payments(function 'b'), and the second showing the activities

of the government an an entrepreneur(function 'c').The first may

be called the GENERAL GOVERMENT ACCOUNT, while the latter the

ENTERPRISE ACCOUNTS

7.'The Problem of Budgetary Reform'.--p13.

. "The underlying reason for the creation of the modern type of
public corporation is the need for a high degree of freedom,
boldness and enterprise in the management of undertakings of an
industrial or commercial character and the desire to escape from
the caution and circumspection which is considered typical of
government departrnents".('The Public Corporation in Britain' by
W.A. Robson, in 'Problems of Nationalized Industry'--.p 16)

9. 3ee 'Budgetary Structure and Classification of Government Accounts,
p ; 'The Problem of Budgetary Reform', p 27; 'Budget Management,
p 6.
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The general government account should, as we have already
10

discudsed,	retain the cash basis of accounting. The enterprise -

account, on the other hand, should be recorded on strittly

commercial methods, taking into account changes in stocks,

depreciation of capital, and the accrual basis of recording
11

transactions.

Once two separate accounts are kept, according to the

above principles,--the one on a cath basis and the other on the

model of commercial accounting,--the first need of public

undertakings, viz., separation of their accounts from those of

other government departments, is satisfied. There, however,

remains the second need, viz., that for greater flexibility than

is provided in the system of detailed control designed for the

operations of the administrative departments. This, however,

provides no difficulty once separation is obtained on the accounting

level. A simple act of legislature, requiring that the enterprise

account will not be subject to the same pattern of budgetary control

as is excercised over the general government account for the

administrative departments, should be enough. What particular

pattern of control is to be excercised over the enterprise account

is a matter to be decided uron by the legislature. It is quite

conceivable that the legislature may find it appropriate to	-

excercise different types of control over the accounts of different

10. p 147,

11. The enterprise account may consist of trading and profit and
loss accounts for the trading bodies and income and expenditure•
accounts for non-trading bodies as counterparts of the current
eneral government account, and capital accounts showing capital

receipts and expenditures as in the general government capital
account.
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12
types of public undertakings.

These principles are not altogether new. The separation of

tho accounting of public undertakings from that of ordinary

administrative departments is found even in some countries where

the idea of 'economic budgeting' has not yet been seriously taken

up by the government. For example, in Italy a number of public

undertakings wholly owned and operated by the government have

"separate budgets which are published as annexes to the general

budget and are approved by the Parliament at the same time as the
13

latter," Among countries which have advanced to some degree in

implementing the ideas of modern budgeting for economic analysis

and planning, separate accounting for public undertakings are found
14

in U.S.A. and bweden.

Interdependence of the two accounts:

It should be noted that the two accounts will not be

quite independent of one another. The peculiar nature of financing

the various activities of the government in Pakistan will make the

enterprise account depend on the transactions redorded in the

general government account and vice versa. For example, by

legislature the net profits of some government enterprises, like

the Railways, Salt etc.,are to be amalgamated with tax and other

receipts from the administrative departments; these profits are

12.11hile requiring less rigid control over the transactions of
the public undertakings in general, the legislature may decide
in the case of 'fiscal monopolies' like the manufacture and safe
of salt, close scrutiny of the operations, since they may affect
government decisions in respect of the taxation of salt produced
by local private manufactures. This practice is followed in
Italy(vide Budgetary structure and classification of Government
Accounts, p 56).

13.Ibid, p 55.
14. Ibid, p4.
15, Government Accounting and Budget Execution, 'P 70.
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to be budgeted in the general interest of the government sector

as a whole, and not in the particular interest of the enterprise

cocerned. In such cases, this net profit has to be shown in the

general government account as well, as an 'appropriation to the

general revenue' from the public enterprises. Again, the capital

expenditure of many government enterprises,like the Railways,

are not met from funds directly borrowed from the public, but-

from interest-bearing advances from the general capital account

of the governnBrlt. In such a case, this amount has to be shown

as a capital receipt in the enterprise account.

In any consolidated statement comprising the aggregate tran-

sactions of the government sector as a whole, these inter-account

transactions must be allowed to cancel out so as to avoid

overestimation of the totals.

4 The Line of Demarcation

Vie have thus found out a devise to bring in the

newly established government corporations in Pakistan,--which

have so long remained outside the scope of the budget,--within

the framework of the budget and at the same time providing for

their need for independent accounting. Once this devise is put

into practice the accounts of the newly established corporations

are not the only ones that demand inclusion in the 'enterprise

account'. The case of those public undertakings which are

already within the framework of the traditional budget structure

of Pakistan hac/ also to be considered, i.e.,they also demand

separation from the 'general government account' and inclusion

D
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in the 'enterprise account' since, by definition, the'enterprise•

account' offers them a legitimate room.

Definition of Public Undertakings:

It is here that the problem of the 'line of demarcation'

crops up, and it becomes necessary to give a workable definition

to the term 'public undertaking' so that there remains no

confusion as regards the entry of its accounts in the 'enterprise

account'. We have so far spoken of public undertakings as carrying

out activities of a commercial, industrial or developmental

nature. But the separation of the 'enterprise account' from the

'general government account' has been justified not because of the

mere nature of the acti'ity of a public undertaking, but because

of the particular nature of its accounting needs. It must,

therefore, be admitted that if a government activity, inspite

of its commercial or enterprise character, does not require the

preparation of its accounts on commercial principles, or does

not find the same possible for some reason or other, then there

is no reasonwhy the finances related to that activity should be

shown in the 'enterprise account' rather than in the 'general

government account'. Some practical illustrations should make

this point clear:

The receipts from the 'administration of justice and jail'

by the government of Pakistan contain some receipts which are of

a commercial, and not of an administrative, character. These are

the receipts from the sale of miscellaneous products produced by

the jail convicts. It would be foolish to ask the jail

S
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administrators to keep the accounts relating to these jail

manufactures on a strictly commercial basis in order to have an

idea as to whether these manufactures are yielding profits or losses.

For such assessments would require, among others, the separation

of the services of the personnel for this particular activity

from those of the general administrative activities of the jail

administration, and the payment for the former out of the receipts

from the sale of jail manufactures. However, jail manufacturing is

not as large an 'industry' as to make it worthwhile to employ

managerial personnel exclusively for its own purposes. It is,
regard

therefore, only practical to/such commercial activities of the

government as 'incidental' to its administrative functions. The

accounts related to such activities do not, therefore, deserve

separate treatment on a commercial basis.

Another type of government activity in Pakistan is that

of the Civil Works department,which carries out the construction

of public buildings and roads etc. From the economic point of

view, these are developmental expenditures. Buildings and roads

are real capital assets, and their maintenance, as Hicks has

observed, 4is a part of the maintenance of social capital."

It, therefore, appears that accounts connected with these

expenditures should take into account the depreciation of such

assets, and as such deserve inclusion in the 'enterprise account'.

However, there are two reasons why they should rather remain in

the general government account instead. First, many of these

capital assets, e.g., the public buildings and roads,for the

use of which road'tolls' are not charged, do not yield a regular

flow of revenue over a number of years which the assets of a

.	 .
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commercial enterprise is expected to do. There is, therefore, noo

point in assessing the profit or loss position of this department_

for any particular financial year. Second, depreciation accounting

for any asset requires an objective valuation of it. In the case of

a revenue yielding asset, this presents no difficulty, as such an
asset has always a market value which provides a direct guide for
the valuation. But such a guide is not available in the case of

non-revenue yielding assets like roads;arid to arrive at an objec-

tive valuation of such assets by other methods must be extremely

expensive and time-consuming in a country like Pakistan with

imperfect accounting records and lack of sufficient accounting

experience. It, therefore, appears that the accounting of the

finances of these activities on a commercial model is also not

practicable at present for the government.

Thus we find that there are government activities of a

commercial or developmental character which nevertheless require

accounting on a simple cash basis rather than accounting on a

commercial model. All public undertakings,therefore, in the sense

in which we have used the term so far, do not fall within the

scope of the 'enterprise account'. In order that it may be so,

a public undertaking has to be defined as a. government body

(owned wholly or partly with full control over its activities)

for which it is desirable as well as practicable to have a
17

corrirnercial accounting system.

16.The Problem of Budgetary Reform--p 27.

17. The examination of each individual case,i.e., whether each
particular government activity falls within the scope of this
definition or no,shou1d rest upon those directly connected
with such activities or a body of accounting experts, and is
beyond the intended, scope of this paper.

J
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The finances of the public undertakings, so defined, have t

be reflected in the enterprise account, and those of the rest of -

the government sector should be left to the general government

account or a'fund account' which we shall discuss in the next

chapter in connection with the discussion of current and capital

accounts.

Separation on the accounting level only:
Before closing this chapter, it may be pointed out

that we have not spoken of separation of public undertakings at

the department or ministerial level, though we have discussed

reasns for separation at the accounting level. The separation
at .he department or ministerial level is not a concern of ours.

For our purpose, it does not matter whether the same department,

such as the Department of Food and Agriculture, carries out
an administratie as well as a commercial activity simultaneously

or not, EQ long as the financial transactions relating to these

two types of activities are separately presented in the two

respective accounts. The term 'public undertaking' should,

•	therefore, be used as an abstract functional entity rather than

as a legal institution. In many cases, such as the Railways, the

two :crcept	iil of ccux'e, cncide.

S
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CHAPTER IV

CURRENT AND CAPITAL ACCOUNTS

"The budgetary deficit or surplus would have little meaning if
the government's accounts were kept in such a way that the
construction of a plant or other productive facility would
contribute to a budget deficit and the sale of such an asset
would contribute to a budget surplus."----U.N.O.

While discussing the budget system of Pakistan, we

found that the existing basis for separation between the current

and capital accounts does not rest upon any consistent economic

criterion. Nonetheless, there are much inconsiderate talks about

the'financial soundness' of the economy as revealed by the series

of budgetary surpluses over a number of past years. Such talks
merely invite criticisms against so-called capital budgets guilty

of 'hiding' deficits which otherØwise would have become apparent.

1. The 'oncept of'Financial Soundness'

In this chapter we shall make an attempt to find

out an economic basis on which the two accounts may be separated

in the government budget. We shall first deal with the general

• government account only. In doing so, let us start with the same

notion of 'financial soundness' -which is commonly related with
budgetary balances in the current account. We shall try to find
out some basis of separation between the two accounts which will

make the budgetary balance reflect truly the financial soundness

of the government.

1.The relation between the concept of financial soundness and the
demarcation between the current and capital accounts has been
studied in some length because of the tendency in some quarters
interesting in modern budgeting to recommend the Swedish practice
in this respect for the underdeveloped countries(e,g.,, see
'Budgetary Structure and Classification of Government Accounts,
p 15). As we shall see, the Swedish practice cannot be accepted
for an underdeveloped country like Pakistan because of the
Particular character of its economy.
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The concept as used in Sweden:	 .

Now what are we to understand by 'financial soundness' of

th'e government ? Let us study this concept as used in a country

like Sweden where budgetary policies are framed with significant

edonomic considerations in view.

In 5weden the concept of financial soundness was 5.ncor-

porated in budgetary policy in the 1930's, and has continued

since then. The extent of financial soundness of the state is

measured by chances in its net assets. y assets, however, is

meant only those assets which are profitable, or revenue-produ-

cing in the financial sense. That is to say, only those assets

are included in the state's balance sheet which yield a revenue

at not less than the prevailing rate of interest, which could

be obtained if the asset were s4 not bought or constructed at

all, so that the money spent in buying or constructing it might

be lent out.

This concept of financial soundness in Sweden led to a

curious line of demarcation between the current and capital

accounts of the government budget. The receipts/consist wholly

of borrowings. But borrowing according to the above concept is

permissible only for investments which are revenue-producing in

the sense described above. All investments, therefore, w1ich do

not result in an annual flow of money are charged to the current

account. This makes outlays for such non-revenue producing assets

like roads and public buildings itemized as current expenditures.

Not only this: if an investment is revenue producing, but the

expected rate of return in money-flow falls below the current

0
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rate of interest, a corresponding proportion of the investment is

financed out of the current account, so as to make the ratio of

thQ expected rate of return of revenue to the part of the invest-

ment financed from the capital account equal to the rate of

return from lending out the money. The same procedure is followed

when the government lends money at interest rates lower than the

rate at which it is borrowed, and a capital gain is recorded

when the loan is repaid.

This, therefore, is the way in which the soundness of the

financial position of the government is interpreted under the

Swedish budgetary practice. Under this practice, the balance in

the current account obviously shows changes in the states's net

assets in the financial sense, and therefore indicates the

'financial soundness' of the government.

Implications of this concept:

This concept of financial soundness, and the peculiar

practice it leads to in respect of the current and capital accounts,

implies that the state , is virtually regarded as a business concern.

It should regard its assets with the business yardstickX of revnue-

yielding capacity, and should be guided in its operations by the

profit--or possibly'no-loss'--- motive rather than the 'service'

motive. It has a still deeper significance. All the non-revenue

producing outlays, whether they are on current goods and services,

or on the creation of tangible, lasting assets like roads, canals

irrigation facilities and public buildings etc., have to be

financed out of taxation.

2."The Swedish double budget is an attempt to regard the public
Sector not as a person but as a firm or business concern .... The
wedish government was led to adopt this particular method as a
direct consequence of their experience in the depression of 1990-32."
(Mrs. Hicks-Fuh11 Finance'--p 370).

3
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Such an idea may be perissib1e in a country where there

are not enough roads to make, and not enough canals to dig. In a

developed economy, where the industrial entrepreneur finds these

basic facilities ready for hiqi, taxation may possibly cover the

the remaining needs which the state has to fill up. But in an

underdeveloped country like Pakistan such an idea is hard to coun-

tenance. The absence of adequate basic facilities are talked about

everywhere. Private entrepreneurs cannot create them out of their

own means. 1he state, therefore, must assume the role of providing

these for the economy. But the incomes of the people are meagre;

they cannot be taxed to the extent which will make the financing

of such outlays out of the current revenue of the government

possible. Encroachment upon the capital account is, therefore,

inevitable.

Modifications of the concept for Pakistan:

The concept of financial soundness as used in sweden,

therefore, needs modification to suit the requirements of pakistan.

If the financing of the non-revenue producing assets from borrowings

is necessary and desirable, it is not fair to say that the

government is in a financially unsound position. Under the Swedish

concept of financial soundness this is what is implied,But the

peculiar nature of an underdeveloped economy like ours does not

warrant that we should adopt the same notion about financial soundness

without qualification. Financial soundness should properly be

related with the role of the government in the interest of the

particular economy concerned, For Pakistan, we have discussed this
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role in chapter one: one of the important roles is to contribute

tothe community's saving; the other is to shoulder the task of

capital formation, particularly in respect of the basic facilities.

The first implies that the current account of the budget should

show a surplus;and the extent of this surplus will sh ow the

government's contribution tothecommunity's saving. But the second

implies that capital has to be defined in the'social' sense, and

not in the 'business' sense for our purpose. For a business

concern, capital assets are "permanent assets which are intended

to be continually used in the business for the purpose of earning
3

revenue." But the concept of 'social capital' is not confined to

assets like the above which yield a flow of revenue in monetary

terms only. It also consists of the non-revenue-yielding but

service-renderin assets like roads and public buildings.

Although they do not typically produce an annual revenue, they may

properly be regarded as adding to the nation's productive assets

arid, as such, capital. Since the government is not a business

concern, the service rather than the profit motive should be its

primary concern. It should, therefore, be interested in the social

sense of capital and not in the narrow business sense. Moreover,
5

as pointed out by Edey and Peacock, much of the government

investments on roads and public huilidings etc. is "very similar

to business investment" even; "if, for example, a political decision

3,Advance Accountin--Eatliboi, p 99.

4-Some of these assets, of course, are partially revenue-producing--
for example, hospitals and certain school buildings when fees are
charged for their use, and some communication services for which
'tolls" are charged.

5.'Natjonal Income and Social Accounting; P 52.
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were made to pass the provision of schools and housing back to .

private enterprise, all expenditures of this kind would be recordedoft

asinvestment in the 'private sector' from which factor incomes

in the form of rent and profits would flow-for many years." From

this consideration also such assets deserve to be treated astcapit&U

Capital so defined, 'saving' also assumes a particular

meaning in this context. Saving is abstention, out of current'

revenue, from consumption and other non-investment expenditure, as

against investment; but investments are taken to be not only those

in the financially productive sense, but also those which render a

distinct'.service' to the economy over a number of future years.

The government of any underdeveloped economy, if it has a positive

saving in this sense, may by all means be said to be in a RA3y

financially sound position. If the budgetary balance in the current

account is to reflect this financial soundness, the two accounts

have to be so separated that this balance may show the government's

contribution to the community's saving as defined above.

Net and Gross savings:

Along with the above definition of saving it is also necessa-

ry to be clear whether it is to be regarded as a gross concept or

a net concept. Gross saving is that which is available for investment

consisting of creation or acquisition of	assets as well as

expenditure on repairs and replacements of existing assets. Net

saving, on the other hand, is the difference between gross saving

and expenditure on repairs and replacements. In the present paper,

saving will throughout be viewed as a net concept, for the reason

that it is the net, and not the gross capital formation that
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really increases the nation's productive power and as such may b

said to contribute to the development of the economy. Since for

net capital formation there should be net saving in the economy,

it is the concept of net saving that ) is the more important from

the point of view of economic analysis and planning for the
evelcment of an eccnomy.

C

2.The Lines of Demarcation between the two accounts
for the General Government sector

Expenditures:

The line of demarcation in respect of expenditures foliows

directly from the definition of saving given above. All expen-

ditures should he shown in the capital account which result in

the creation or acquisition of social capital, either revenue-

yielding or service-rendering; outlays which do not result in

any such productive assets should be shown as current expenditures.

In a broader sense, however, social capital not only

includes the tangible assets i...rhich yield a flow of revenue or

services, but also such intangible assets like health, literacy

and other human qualities. 'xpenditures which increase or

improve such assets, or in other words expenditures on the

'development of human beings', therefore also demand places in

the capital account. But for obvious reasons it is impossible,

first, to arrive at an objective valuation of such assets and,

second, to be certain whether an expenditure intended to increase

a certain human quality really does so or not. Further, as 'Budget

6.For example, a wrong policy might, in respect of say education,
stand in the way of knowledge rather than increase it; but for
a tangible asset like roads the result is visible enough.

0	 11
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Management' says, "once this concept was accepted,..., it wouL:I

be extremely difficult to establish a clear-cut line of dearca-

tion between expenditures for human welfare and expenditures
7

which tended to increase the productivity of human beings." For

example, it cannot be found out which/ part of a certain 'health'

expenditure results in increase in peoples health and hence pro-
ductivity, and which part results in increase in comfort and hnce

welfare.

It is, therefore, not convenient to incorporate the
in-

concept of/tangible capital in our definition of capital expen-

diture. Capital expenditure, therefore, should be taken as

expenditure which results in the creation or acquisition of

tangible assets which yield a flow of revenue or services to the
economy over a number of years in the future.

The question of repairs and replacement expenditures:

One knotty problem emerges from the above definition.
Should an expenditure for repair or renewal of capital be regarded

not
as a capital expenditure or not ? These expenditures 	 _Qreate

assets in the sense of adding capital in a new form, but does so

7. p18.

8.The question ' was raised in the 'Workshop on problems of budgetary
classification and management' as to how to treat additions be
real assets resulting from discovery of new natural resources(e.g.,
the discovery of a coal-mine). 'Since natural resources are not
'created' by government outlays, they are not regarded as
government capital formation, and are to be normally recorded as
changes in the national wealth account, if there is any. Expendi-
tures on such items as 'power surveys', therefore, ought not to
be recorded as carital sxrenditures.

11
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in the sense of 're-creation' of portion of assets lost due to •

wear and tear(perhaps this may be viewed as analogous to

recreation or revival of lost energy of a human being that

nevertheless does not increase his power potential). Part of these

assets may be financed from-special funds like depreciation or

renewals reserve funds created out of the revenue account from
S	 -

year to year, and these do not offer much difficulty. For as ihe

provision is made from the revenue account for depreciation, and

the money is taken over to the capital account as a receipt, the

increase in money capital offsets the loss in real capital. The

total value of real and money capital(the value of real capital

remaining unchanged) then remains the same as before, so that the

lost real capital is already 're-created' in the form: of money

capital or, what amounts to the same thing, real capital is

converted into money capital. The subsequent expenditure from

the depreciation fund on replacement or repair is simply the

reconversion of money capital into real capital, without any

net decrease in capital in the money or real form taken together.

Expenditure on replacement and repairs of capital financed

out of depreciation and similar funds, therefore, may be regarded

as capital expenditure as it does not go against our idea that

the current balance should show the net,and not the gross, saving

which is available for net capital formation. Since provision for

depreciation is made from the current account, the saving that is

finally shown in the current account does make itself available

for net capital format- on.
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This, however, does not apply to those cases where provi-

sions for repairs and replacements are not made from the current

account annually and transferred to the capital account. In such

a case there is no re-creation of real capital lost due to wear

and tear until the lost portion is actually replaced. In the

absence of any depreciation or renewal funds, this replacement

will have to be financed from usual capital receipts such as loans,

if the item is charged to the capital account. Such an operation

will imply conversion of money capital into real capital resulting

in decrease in money capital in order to maintain the value of

real capital intact. The total capital--money and real--, therefore,

shows a corresponding diminution.

It is, therefore, not legitimate to show replacement and

repairs expenditures, not financed from special funds created

out of the revenue account, as capital expenditures. These should

be treated as current expenditures instead. Only by so doing can

the balance in the current account be made to represent the net

saving that is available for net capital formation.

It may, however, be desired that the capital account

should show the gross as well as net capital formation. In such

a case, the expenditure may be shown as a capital item, with an

additional operation, viz.,a corresponding write off to the

current account and transferring the money from the current to

the capital account, so that the saving in the current account

may still offer itself wholly for net capital formation.
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National efence outlays:

Having laid down :he. line of demarcation, between

current and capital expenditures, it may be worthwhile to point

out one of its important implications. This is in respect of

national defence outlays. The prevailing practie in Pakistan

appears to be to separate defence outlays into current and capital

ones on the basis of life expectancy. However, from the pointof

view of economic analysis,--which is the motive for laying down

the above definition of capital expenditure,--mere life expectan-

cy is not a sufficient criterion for separation. For, a large

proportion of military installations do not add to a nation's

productive assets in the sense of providing for the future a

flow of income or services, and as such do not contribute to
10

capital formation of the economy, inspite of the fact that their

life-expectancy may extend well beyond the accounting period.

Such outlays, therefore, cannot be regarded as capital expenditures.

9.The 'capital outlay on defence services', for example, shows
items like ?workst,?equipmen, 'plant and machinery' (vide Demands
for Grants); vide,also, 'Public Finance Survey of India' for a
criticism of the Indian capital budget in respect of defence outlays
( p 32).

10.It might be felt that consideration should be taken of the fact
that certain military assets, e.g., airfields, wareouses, etc.,
might be put to civilian use at a later period, and as such cannothe said to be economically unproductive for all times to come. But
as there is no way of knowing whether a particular military asset
will definitely be so used at a later period or not, it is not
possible to make any allowance for this possibility

* 
rhe definition

of capital expenditure should, therefore, relate to 'original
purpose' and not 'potential service'. If, however, refinement is
desired, the value of the asset may be shown both as a receipt and
an expenditure in the capital account in the budget of the financial
year in which the military asset is trarisaferred from military to
civilian use;and, if a balance sheet for the government sector

El
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Out of the total defence outlays, only those which create capita]

in the social sense, such as outlays for the construction of

houses for military personnel, deserve to be treated as capital
11

expenditures.

Receipts:

Having laid down the basis thn which current and capital

expenditures ought to be classified for an 'economic budget' for

Pakistan, we now turn to the question of receipts. in the case of

expenditure the line of demarcation has more or less offered itself

from the concept of financial soundness: we have only had to add the

concept of service yielding assets to the prevailing concept of

business capital in order to arrive at a definition of capital

expenditure. The problem of obtaining a line of demarcation for

the receipts is, however, somewhat more complicated. This is

because of the peculiar nature of government revenue as contrasted

could be prepared, the asset should be shown there as a capital
gain for that year.

Similarly, it might also be felt that a military expenditure
in the borderline, say, between India and Pakistan, may help to-
wards preventing the smuggling of goods across the border, and as
such may be said to serve a distinct service tothe economy. But again
there is no way of separating that part of the expenditure on
military installations on the border,which results in the preven-
tion of smuggling, from the total expenditure. Further, the service
mentioned above is incidental, and does not satisfy the criterion
of 'original purpose'. Allowance for this possibility, therefore,
is also not practicable.

il. There seems no justification for the treatment of all defence
outlays as current expenditurS, irrespective of the type of assets
they result in, by the ECAFE ecretariat while reclassifying the
budgets of a number of countries(viz., India, Burma, Hongkong and
the Phillipines) for purposes of illustration and study(vide
'Report by the Executive Secretary on Economic eclassifiction
of Government Accounts and budgets, presented at the seventh
session of the ECFE, p 9-10).

U
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with the revenue of a business concern or of an individual. The

revenue of the latter is derived entirely from the sale of goods

and/or services, and from otherincomes'such as interests,

commissions etc. This revenue may be said to be fixed in
_amount of

accordance with the/goods and services that the individual or

concern can sell during the accounting period in question, and

with the amount of capital he/it can lend or tire out. -'-t is'

therefore, not possible for an individual or a business concern
,t__ V4 t

to increaserby will. For the government, however, apart from its

capacity as an entrepreneur selling goods and services, there is

no such limitation in the amount of revênüe it can acquire for

any financial period. The reason is that the government does not

only 'earn' revenue, like a business concern, but also 'raises'

revenue by way of taxation out of private pockets without

offering any direct 'quid pro quo'. The government can, if it will,

increase its'revenue'to almost any extent by the instrument of

taxation so long as it does not exceed that vague limit, viz., the

taxable capacity of the people,so as to invite revolution.

It does not at first sight appear that anything can be

done about it. If one cannot stop the government from raising

whatever amount of tax-revenue it pleases, one cannot apparently

help if the tax-revenue pushes up government receipts in the

current account. In all countries following traditional budgetary

practices, all tax-revonue is shown as current receipts. But one

further character of tax-revenue invites questions and criticisms

of this traditional prectie. The government imposes taxes not

only upon private income, but also upon private property. If so,

0
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then can we regard all tax-revenue as current receipts of the

government and at the same time want that the balance in the

gdrernment's current account should indicate government contri-

bution to the nation's saving ?

By no means. For a tax upon property, if the rate of

tax is high enough; will be paid not from the income account, but

from the capital account, or saving, of the tax-payer. It

therefore results in a diminution of the saving of the rest of the

economy other than the government sector. If, therefore, such a

tax receipt is reckoned in the current receipt In the budget of

the government, the balance in the current account will fail to
represent governmeflt5 contribution to the nation's saving inas-

much as this balance includes an element which represents reduction

of saving in the rest of the economy. The actual contribution of

the government to the community's saving must be calculated by

deducting,from the total current recei pts, the amount that comes

from the saving of the rest of the economy. The latter, therefore,

does not deserve a place in the current account of our'economic

budget'.

Once this argument is accepted, it applies not only to

tax-receipts, but to all sorts of receipts wtiicn are paia out oi

private capital. For example, receipts from the sale of land,

which appears in the current account of the existing budgetary

structure of Pakistan, ought to be reckoned as a capital and not

a current receipt. The same applies to government administrative

receipts by way of fines and penalties if the amount is large

enough to force the payer to sell his assets to meet the penalty.

I
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Limitations of the demarcatin g line:	 [J

It must, however, be admittrd that it is not sl'rays

pos5Ible to separate with precision all,&eceipts which are paid

out of private capital from those paid out of private iricorie.

The two items uhich probably raise the maximum amount of

controversy are income taxes and death duties. On the one hand,

not all incomes are paid out of the income account of the taxtpayer

as we have taken above; tax-payers in the higher income brackets

very often pay their income taxes from funds which would other-

wise have been saved. On the other hand, a portion of estate duty

may quite conceivably come out of the income account of the payer,

though it is generally regarded to have come from private capital.

Controversies on such individual cases are till found in economic

literature, and have not yet been unanimously solved. These items

have, therefore, to be classified somewhat arbitrarily, with

as much support from statistical observations as is possible.

To this extent, the balance in the current account may fail

to represent the true government contribution to the nation's

saving. But perfection is a word alien to all social sciences,

and the devise that we have suggested is certainly better than

allowing all tax-revenue to be shorn in the current account, which

in effect leaves for the government the wide possibility of

showing a surplus by increased death duties and capital levies,

a possibility that an unpruderit government might well be tenpted

to seize(perhaps in orderto avoid criticisms resulting from an

otherwise unbalanced budget); in the latter case the budgetary

balance would clearly I oe J1 its iconomic ir ierttiors, hut

LI
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in the method suggested here it can at least claim to an approxi

nation to the government's contribution to the nation's saving.

And taking into consideration the fact that the error on one side

will to some extent cancel out along with the error on the other,

it may reasonably be hoped that the approximation will be a

close one.

S

3. The Lnterprise Account

On the basis of the above criteria, the general

government account of the 'economic budget' for the government

sector can be separated into two parts: current and capital. The

balance in the current account represents the saving of the generil

government sector, and will move to the capital account to join

other capital receipts to finance expenditure on the creation or

acquisition of capital.

The total contribution tothe national saving by the central

government sector as a whole, however, is not given by the saving

of the general government sector alone. To this must be added,

first, the saving of the public undertakings taken together. This

will be given by the current balance of the 'enterprise account',
and

or by an aggregated 'profit 	loss account'. This account will

obviously be prepared on commercial principles as we discussed in

chapter three.

The two 'surpluses of profits':

Care must be taken, in calculating the 'surplus of profits'--

as the balance in the profit and loss account of an enterprise Is

termed--, and adding it to the surplus in the general government

account, so as to avoid double counting in cases where the surplus

of profit of a particular public undertaking is by legislature

.

I
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transferred to the general government account as a receipt(current)

of the 1attere.g., as in the case of the Railways and the Posts

and '1'elegraphs). In such a case, since the surplus in the general

government account is calculated after taking into account this

transfer as a receipt, the surplus of profits in the enterprise

account, if it is to be added to the surplus in the general

government account in order to arrive at the total saving of the

government sector, must exclude such transfers.

The amount involved in the transfer, however, represents

the profit of the particular undertaking concerned in the true

sense of the term. It must, therefore, be taken into account if

it is desired to find out whether the enterprise sector of the

government as a whole is paying its way or whether it has to be

subsidized out of tax-revenue. Such information is necessary for

policies as regards subsidies to, and directing price policies
12

for, particular undertakings.

We have, therefore, two 'surpluses of profits' for the

enterprise account. One is for calculating the total contribution

of the government sector to the nation's saving, and the other for

seeing whether the government enterprise sector as a whole is

paying its way or riot. These surpluses, and their differences, will

take the following form as outlined in table 1 below:

12. For example, the government may decide to allow a particular
public enterprise to operate at a loss so long as some other
public enterprise is registering gains of an offsetting amount;
the former undertaking may be subsidized out of the general revenue,
while the profits of the latter transferred to the same, so as to
keep the position of the general revenue intact.
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TABLE i

(The total surplus of the general government account and the
enterprise account taken together)

1 ..urrent account of the general government sector

tax and other current	current payment and transfers
receipts ----	A	to the public	G

surplus of profits of
	

subsidies to public undertakings
Railways, Salt etc. --B
	

D
ZI

surplus -- (A,B) - (C,D) --- X

.

2.Aggregrated profit and loss e.ccount for the enterprise sector

trading profit ---	E	interesti(payments) ---	G

interests (receipts) -- F

subsidies received --- H

first surplus of profits
(E,F) - G	Y

appropriations to general
revenue	 I

second surplusof profits
- I	Z

From this table we get:

I. The net operating position of the enterprise sector of

the government, independently of the transfers to and

from the general government account; this is given by

the first surplus of profits, Y.

II. The total surplus of the two accounts taken together;

this is given by the surplus in the general government

account, X, plus the second sur plus of profits in the

enterprise account, Z.

The table shows the following identities:

1. B	I;

2. H

0
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1. The Accounts of
.

Secondly, account must also he taken of any saving that may

reult from the operations of the reserve funds before the total

saving of the government sector can he arrived at. For this, the

receipts and disbursements of the funds ought to be separated on

the same principles that we have advocated for the general

government account. We have seen in chapter two that the budgetary

treatment of the accounts of the government funds in Pakistan is

not satisfactory, because (a)all receipts to and payments from

the funds are recorded as capital items; (b) the budget totals

are unduly inflated. We shall, therefore, make an attempt to find

out some devise for a more satisfactory treatment of the accounts

of the funds.

Separation into current and capital accounts necessary:

First, it is necessary that the transactions of each fund

should not all be shown as capital items,-- for they are not all

so,--but should be separately shown in a current account and a

capital account. On the one hand, if the recei pts consist of

transfers from the current side of the general government account,

they should be treated as current receipts of the fund concerned.

This, we have seen, happens in the case of all the funds save the

fund for Social Uplift Schemes. If the receipts consist of trans-

fers from the capital side of the general government account, they

ought to be treated as capital receipts in the fund's account.This

will happen in the case of the Social Uplift Fund, which was created

out of revenue surpiuses,--and hence savings,-- of the government

for two successive rear

U
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Ci the other hand, the expenditures ought to be classed as

current and capital items on the same principles as in $the
general government account, so as to permit aggregating of the

budgetary balances.

The problem of overstatment cf the ot.als:

•

	

	second, the transactions between the general government

account and the account of the funds should be treated in a way

as to avoid overstating the budget totals, a defect inherent in

the prevailing practice in Pakistan. The different methods of

allocating money to the various funds maybe said to have the

following common characteristics:

(a)to transfer the amount concerned to the fund as an item of

current expenditure in the budget;

(b)to show the same as a receipt to the fund concerned in the

capital account of the budget;

(c)to show the expenditures met from the funds as capital

expenditures in the budget; and

(d)the absence of necessary deductions in the budget tHals for

the above double entries both on the receipt as well as the

expenditure side.

In order to correct the defect mentioned, the most economic and

st.ra±'ht forward method$ seems to be that followed in the U.S.A.

in respect of some 'Trust Funds' like the Old age and survivors'

insurance Trust l'und", This method consists of

(a)deduction of the amount concerned straight from the

receipts side of the budget as an appropriation to the

D
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trust fund concerned, so that the total recei pt in the general
.

account does not include this re cept;

(b)to show the same as a receipt in the account of the fund, and

(c)to show the expenditure met from the fund only in the account

of the fund and not in the general account of the budget.

This method may easily be adopted for the 'economic

budget' of the Pakistan government, remembering that a deductThn

from -he current receipt of the general government account has to

find its counterpart in the current, and not capital, receipt in

the accounts of the funds(in U.S.A. there is no distinction in the

reporting budget between current and capital transactions), so that

the current and capital accounts show uniform line of demarcation

in both the general gove rnment and the fund accounts.

A parallel method may be adopted in the'return'case, i.e.,

then money is transferred from a fund to the general government .a-o--ou

account , as in the case of the Social Uplift Fund. In such a case,

(a)the amount concerned is to be deducted from the total expen-

diture in the general government account before arriving at the

tc>tal expenditure 'from' the same account, i.e. ,total expenditure

financed from general government receipts; and

(b)the same amount is to be shown in the fun account as an expen-

diture of the fund effected 'through' the general .overnment

Cfl'Pt, as against expenditure through the fund direct.
In a tabular form, these inter-account' transactions

may take the following form:

0
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TABI2. 2
(Inter-accounts transactione be.	er 7 1he general ;uv .	menu acccur

and the accounts of e

1 .Gerieral Government Account(current)

total receipts ---	A	total expenditure ---	D

deduct-appropriation	deduct-amount met from funds--E,
Lo funds ----	B

net total receipts	net total expenditure from tile
---A -B	C	general government account

D - E ---	F

surplus	--- C- F ----	G

,- .Aggregated account of the funds(current)

total receipts ---	II	expenditure direct through the
funds

expenditure through the
general government account-- J

total expenditure from the funds
I,J Tr

surplus ---H-K	L

The identities in this table arc:

i.H	B;

- E.

I
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Finally, a particular feature about the fund transactonso

deserve mention. There are certain funds such as the Social tplift.

Fund, to T.rhich money appropriations are not made regularly every

year; instead, lump sum transfers are made in particular years,

and the amount is required to finance the funds' expenditures for

a number of future years. In such cases, the current account of

the fund .dli not show any receipt except for the year in whih

the lump transfer is made. As such, the maintenance of two

separate accounts--one current and the other capital--may he

meaningless from the administrative point of view. The -mainte-

nance of a separate current account becomes necessary from the

administrative point of view only when there is a question of

covering current expenditure with current recei pts. But such a

question is clearly irrelevant for funds of the type mentioned

above.

Nevertheless, an economic budget demands such a

treatment if it is intended to show the total saving of the public

(central government) sector for any financial year. For when a

lump sum is transferred to a partiular fund out of the revenue

surpluses of any particular year, and the whole of this amount is

not spent from the fund during the same year for current purposes,

the unspent portion clearly represents a saving for the said year,

and has to be regarded as an opening balance for the next financial

year(assuming there is no capital expenditure from the fund); but,

on the other hand, if a portion of this opening balance is spent

for current purposes in the next financial year, it amounts to

dissaving, and must be taken into account while arriving at the

total saving of the government sector as a whole for that year.
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current account, therefore, has to be prepared whoro he total

cirrent expenditure will be shown as a deficit.

Lefore concluding this section, it may be noted that for

the accounts of the funds the cash basis of accounting is rpro-

priate on the same grounds that we studied for the general

government account in chapter three. The functions of the funds

are part of the general government functions as opposed to ener-

prise functions to which the term'public undertaking' is related.

5.The total saving of the central government sector as
a whole

We have now arrived at our target. We set out to

devise methods by which the total savings of the public(central

government) sector could be calculated from the current accounts.

We can now say that this saving will be represented by the sum of

the savings in the three accounts, viz.,the general government

account, the enterprise account and the funds account.Proper

treatment of signs(surplses or deficits) has, of course, to be

borne in mind.
We have also seen that the savings in the general govern-

ment account and the enterprise account have to be arrived at

after taking into account of the fact that the 'surplus of profits'

of omo public undertakings are transferred to the general

governent• account as a receipt.

The calculation of the total savings needs amalgamation of

the two tables presented in this chapter. "E his amalgamation is

outlined in the following table:
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(the total saving of the central government sector

I .Current account of hc general government sector

tax & other current receipts--A current payments and transfers
to the public ---	F

$.surplus of profits of	subsidies to public undert:ings
t-4'i1r ii1r1-.k-Tns---	B	 ---

octal receipts -- A,B	C

deduct-appropriation to
funds	 D

total expenditure

deduct-amount met from
funds

ftl

.T.

net total receipts -- C - ID --E net total expenditure from the
general government account---

----H - I -----J
surplus	------- 'J.--	X

2.Aggregated profit and loss account of the enterprise sector

trading profit ----	K interest payments ----	N

interest receipts	---	L first surplus of profits
--- K,L - N	0

subsidies received ---	IVI appropriation to general revenue
P

second surplus of profits
Y

3.11'-gregated current account of the funds

total receipts ----	Q Expenditure direct through the
funds	 R

expenditure through the general
government account ----	S

total expeniture :'rom the funds
T

surplus	- T --------Z

The identities in this table are:

P ;	2. M	G ; 3. Q = D ; S	I.

of the central covernment sector

S
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CHAPTER -ci
	

LA

ECCNCMIO CHAR ATER CLASCIFCATIOH	 ci

In chapter one we discussed the need for 'economic

character c)Assification' of the items of transaction, as opposed

to classification on the basis of 'function' or administrative

unit. The economic distinction between current and capital

transactions is a part of 'economic character classification', but

we have dealt with it in a self-regarding chapter in view of the

many complications involved in such a distinction. In the present

chapter we shall deal with the classification requirements' within

each account freparately, so as to render the economic budget

useful from the point of view of (a)national income calculation,

and from the broader point of view of (b)economicanalysis and

policy for the development of the economy. The two poiPts of view

are complementary, and not infrequently the solutions will coin-

cide. For example, while national income accounting requires the

segregation of 'economic' and 'transfer' payments and receipts,

economic analysis requires the same segregation in order to study

the redistributive effects of government receipts and expenditures.

The problem of economic character classification, therefore, will

he tackled, simultaneously from these two points of view.

1 .Separation between 'home' and 'foreign' transections

Before dealing with the classification require-

ments for the accounts of the different parts of the central

government sector--viz., the general government account, the

enterprise account, and the funds account--, e should note one

S
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particular category of classification which is to he maintained

in all the accounts throughout. This is in respect of 'home'

and 'foreign' transactions. We have seen that the present budget
accounts of the government do not distinguish between the transaction

in home and foreign currencies respectively. But for an 'economic

budget' such a distinction is essential, and iTh1 serve the fo110-

ing important purposes:

First, it will give an idea of the impact of the budget

proposals on the domestic price-level. This impact can be

estimated by calculating what is known as the balance of the

'income payments' account of the government sector. An income

payments account shows the transactions between the government 1

and the income account of the public. This can be directly drawn

from the budget accounts if the latter are properly classified
according to economic characters. But a budget which shows a

deficit in the income payments account does not necessarily imply

that the government transactions as proposed will have an
inflationary effect over the domestic price-level. Inspite of the

deficit in the income payments account, payments at home may fall

short of receipts in home currency, if the government sector
imports large amount of current goods and services from abroad.

In such a case, the potential inflationary effect of government

transactions is not allowed to operate on the domestic price level

but is transferred 'beyond the border'. Similarly, the apparent

deflationary effect of a budget surplus in the income payments

account may be offset if the payments at home exceed receipts in

home currency. These vital factors in determining the impact of

government transactions on the economy, and the latter is again

1 .see note 1 to this charter.
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a vital consiieration in formulating economic policy.
Second, the separation of domestic from foreign trans-

acions will directly assist the construction of the nation's

balance of payments for the financial year and the contribution

of the government sector to the same. The position of the foreign

exchange resources is an important factor that affects and

conditions developmental planning, because economic development

in an underdeveipped country requires the availability of a

significant volume of goods and services from outside.

Finally, such a separation will directly help national

income calculation. The national income of a country equals the

economic earnings of the inhabitants from within the country

(which is equal to economic payments by the inhabitants to each

other), plus net incomings from abroad in the form of incomes  and

gifts etc. It, therefore, requires separate calculation of

domestic and foreign payments and earnings at each level.

2.Classification within the general government account

(a) current receipts:

We shall now turn to the classification requirements

within each account separately. First let us take up the current

receipts of the general government account.

tax and non-tax revenue:

The most obvious and one of the most important distinction

is that between tax-revenue and non-tax-revenue. ax analysis has

a distinct place in public finance and is an important guide to

economic policy. However, for analytical pârposes, the distintion
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between tax revenue and non-tax revenue is not so clear today as

is implied in standard text-books on public finance. A tax is

coionly understood to be a compulsory levy y the government on

the people without any assurance for a direct return in goods and

services. It is in this sense that a tax is also understood by the

administrstiire machinery of the government concerned with the

collection of taxes. For analytical purposes, however, this

definition suffers from limited scope and tends to generate wrong

implications of government policy.

Government participation in and aids to business enterprises
their effects on tax analysis:

Tax analysis is today facing a crisis because of the

modern tendency of governments to (i)directly enter the field of

enterprise to carry on with commercial undertakings which profits

or losses, and (ii)to help business enterprises with subsidies etc.

The implications of these two operations of a modern Povernment is

remarkable in the context of tax analysis.

(i)surplus of profits yields tax revenue in disguise:

A 7cvernment commercial undertaking yields profits or

losses in the same way as a private concern does, but these are

not subject to the same fiscal treatment, nov do they have the

same effects as the latter.

On the one hand, the profits(total revenue - total

costs) of a private business concern may be broken down into the

following component parts:
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(a) the portion that is taken t.ay by the goermert in the fom

of indirect taxes;

(b)the portion that is taken away by the government in the form of

direct corporation tax;

(c)the portion that is taken away from the shareholders in the

form of income tax;

(d)the portion that is left to the shareholders in the form o

personal income;

(e)fi-na11Y, the portion that is left to the concern as undistributed

profits, which is usually carried over to its capital account;

A5 against this distribution, the whole of the receipts

of a public undertaking such as, ior example, the Department of
Salt, accrue to the treasury in the form of 'receipts from the

sale of government salt' in Pakistan. Since the tax-collection
machinery of the government is not concerned with these commercial

receipts, no portion of it is reckoned as a tax-receipt--either

direct or indirect-- in the budget. This diminishes the importance

of tax-analysis from two points of view:

First, total tax-receipts are viewed without taking into

accountl items corresponding to (a), (b) and (c) above, which,from
the analytical noint of view, ought to be regarded as tax-receipts;
this results in understating the tax-receipts. Io analysis of the

1 otal effects of taxation on the economy can give a complete

account so long as the goveTnmert is eatable of taxing the

cornmunity,without saying that t is doing so, through the disguise
of monopoly power in the field of enterprises, and this fact is

U
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not taken into account in the tax-analysis.

Second, it offers the government ar imortr scurce of

raising revenue, the element of taxation in which is not so

obvious as the administrative tax-receipts; hence government tax

policy cannot be properly appreciated without having in view

the iiagnitude of 'surplus of Profits' from such public undertakings
uhose operating surpluses accrue wholly to the treasury such

in the case of salt, Railways etc.

(ii) Subsidies are negative taxes:

On the other hand, there is another side of the picture.

This relates to a public undertaking which may be operating at a
loss covered by subsidies from the general revenue of the

government. If a private undertkking suffers from losses inspite

of operating under minimum cost conditions, it means that the

consumers are not paying enough for its goods and services to

enable it to remain in the business. If it enjoys monopoly power,

it will raise prices; if it does not, it will be forced to go

out of business. But a public undertaking operating at a loss

may do neither. Its losses may simply be covered out of general

revenue of the government. This would mean that the consumers

are allowed the benefit of ccnsurring a commodity at a cost less

than the operating costs of the undertokig. It therefore amounts

to virtual return of part of the indirect taxes taken from the

consumers in connection of other commodities,-subject to indirect

taxation, for which the consumers are paying more than costs.

nalytically, therefore, such Eubsidies represent negative

jr riireot taxeS.
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This conclusion applies not only to public undertakings

whose losses are met from the general revenue of the government,

but also to those private business concerns,if any, which are

subject to price controls, and subsidized in order that they may

cover the corresponding loss.

search for an analytical distinction betweer. tax and non-tax revenue:
These two considerations indicate that the coinnon idea of

a tax as a compulsory levy-by the government on the people is not

satisfactory from the point of view of economic analysis, though

from tPc .dminit.ra.tive point of view nothing more is desired. A

economic budget' of the government which distinguishes items of
transactions according to economic and not administrative signi-

ficance, must take into account the element of taxes, positive or

negative, disguised in the profits and lossed of those public

undertakings whose profits accrue to the treasury and whose losses

are met from the treasury, and in subsidies to private concerns

to cover deficits or losses.

(i)treatment of the surpiLls of profits:

Among the 1it.eratres in modern budgeting, mention is

found of these complications in the'l3udgetary 3tructre and
2

Classification of overnmcnt accounts' But the solution offered
in it is not wholly satisfactory. in respect of the surrius of

profits, it suggests two totals of tax-receipts,--the first is the

traditional total tax-receipts as viewed by the administrative
machinery; the second adds the whole of the surplus of profits
of the public undertakings tothe first total.
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But the whole of the suri:Ius of profits does not represent

tax; part of it is the income of the otmer(in this case t,h

go rernment itself), as we saw while breaking dowi-i the profits

into its component parts(item ci). The second total of taxes as

laid down in the above literature, therefore, overstates the tax

receipts.

A more logical procedure is actually practised in th

budget system of the government of Italy. There the 'net profits'

of public undertakings like Salt and Tobacco(known as'fiscal

monopolies') are calculated after taking into account, along with

operating expenses, a flat percentage of gross sales receipts

which is assigned to the budget as a'tax-revenue', obviously as

a substitute for receipts from indirect taxes which would otherewise

have accrued to the state had the undertaking not been under

public ownership. This t net profit' is then recorded in the budget

under 'net profits from fiscal monopolies'. From the administrative

point of view such recording of the revenue from'fiscal monopolies'

under two separate heads in the budget amounts in effect to the

some thing, i.e., both the component parts accrue to the treasury

as revenue to be budgeted for general expenditure. But from the

point of view of economic analysis this undoubtedly approached
the notion of tax receipts in a ider se-.-,se,- need for hich
we have already indicated.

The Italian practice, therefore, provides us with the direct

tion in which refinements in respect of tax-reckoning in the
economic sense may be obtained. This does not, however, give the

2.pp 21, 22, 47.

U
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ideal solution. For even in the'net profits' from fiscal monopolies

calculated after deducting the element of indirect taxes, element

of-direct taxes is concealed. For,a government that taxes the

net profits of a private company, as well as the income of its

shareholders, as the government of Pakistan does, is deprived of

this source of 'tax-revenue'(ifl the administrative sense) if the
company is owned by the government itself. For analytical perfec-

tion, therefore, it is necessary that the government should tax

itself, not only in the form of an indirect tax like duty on sale

cJ)

r

11

of government salt, but also in the form of direct corporation

and income taxes on the'net profits' from such undertakings.

If, therefore, the surplus of profits of a public under-

taking accrue to the budget account of the general government

sector as a receipt, it has to be entered under three separate

headings:

(a)indirect taxes from public undertakings, assumed to be levied
at a rate according to the nature and import.ance(and similar

considerations as are applied when levying indirect taxes on the

produce of a private concern) of the business carried out by it.
This should be added to the current operating expenses of the ui-

dertaking before arriving at the net surplus of profits(the first

surplus of profits we noted in table one, chapter four). Inci-
dentally, this will have the additional advantage of making the

operating results of the public undertakings directly comparable

with those of competing undertakings, if any, in the private sector

which re subject to indirect taxation in the usual way;

S
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(b)direct tax upon the 'net profits' of the undertaking(gross

profits minus indirect tax-element), at the usual rates of

corporation taxes, plus direct tax upon the residual profits,

corresponding tothe direct tax on personal income of the share-

holders(the governIrnt is the sole shareholder here, and as the

C I le of the profits accrue to the treasury, there is nothing
D

corresponding to the undistributed profits of a private concer

for the public undertakings we are speaking about here);

(c)Net income of the government as the owner of the undertaking;

this equals the part left out after 'paying' all the tax-elements,

and is the governments 'personal income' to be reckoned as the

proper non-tax-revenue for analytical purposes. Since, however,

this portion will also have been shown as 'income' in the account

of the undertaking concerned, it should take the form of 'non-tax

transfer from public undertakings' and not 'income', in the general

government account so that the total income of the public sector
3

is not overstated.

Once such refinements are adopted, they should be

applied not only to those cases where the 'surplus of profits' of

a public undertaking (e.g.,Salt) accrues to the treasury, but

also to those cases where the government is a shareholder of an

undertaking, public or private(e.g., the government of Pakistan

holds shares in a public undertaking like the F.IDC • , and also

in a private undertking like the National Banfik of Pakistan).

For the dividend that flows from such shares would be subject to

income taxatin If the shares were owned by private persons, and
can

tL. government/eappet at any time increase its income tax-receipts

by selling some of such shares to the public, or can reduce income

3- see p 91

D
I
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tax receipts and yet increase its total revenues by purchasing

more of such shares. These dividends must, therefore, be reckoned

in the'economic budget' in two parts: one under 'income taxes.

collected from the government itself, and the other under 'net

income from shares' after deducting the former from the dividends.

It may appear that according to this principle other

earnings of the government such as interest from loans and earrings

from administrative services like licence fees etc. should also be

treated in two parts in the 'economic bud get' in the same way as

the profits from public undertakings or dividends from shares.

But this is not so. A case for such a treatment crops up only when

government earning is a substitute for private earning. For unless

this is so, the mere fact that the government earns money from a

certain source does not understate the total tax-receipts from the

point of view of economic analysis; it does so only when the

earning concerned would have yielded tax-receipts if it accrued

not tothe government, but, instead, to some private individual or

body. Now the administrative earnings of the government are clearly

of such a nature that cannot be earned by a private body in place

of the government; they are intimately linked up with the adminis-

tration of the various government departments. And as for earnings

in the form of interest from loans, it is understood that in

principle the government does not offer loans to others as a normal

source; the government is not a commercial bank, and provides

loans to p:'vate bodies only when it is satisfied that (a)the

loan would benefit the economy, and (b)other sources of loanable

funds are not available to the Lorrower. Government earnings of

interest, therefore, cannot he said to be substitutes of private

earnings.

n
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(ii)treatment of subsidies:

0

WE have found out a method of transferring the 'surplus
0

ofprofits' of public undertakings to the general government

account in a 'ray so that tax-analysis is not impaired from the

analytical point of view. We now turn to the case of subsidies

to undertakings, private as well as public, riven out of the
eneral revenue to enable the undertakings to cover their losses.

We have argued that they are nothing but negative taxes from the

point of view of economic analysis. It therefore follows logically
from the principle we have advocated in respect of the 'surplus

of profits' that these should be shown on the receipts side of

the general government account of the economic budget as a

negative tax-item.

Before going over to the other classification reQ1:Tre!mnts
for the cu-rent receipts, we may summarise our conclusions in

respect of the analytical line of demarcat i on between the tax and

ron-tax receipts. The tax receipts will consist of the following:

(a)all the administrative tax-receipts,i.e., the compulsory levies

on the public without any direct 'quid pro quc'(some public

undertakins like the P.I,D.C. are subject to these taxes;

(b)the element of indirect taxes, present in the gross receipts

from sale of goods or services by a public undertaking, if the

came is not otherewise included in (a);

(c)the element of direct taxes present in the net profits of a

public undertaking when the whole of the net profits accrue to the

general government account;

(d)the element of direct taxes present in the dividends that the

government earns from its shares in undertakings, public or private;

I
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(e)the subsidy granted from the general gcvernmeit acu	tc

ur1 gS, rri tecr u'I c t.c	-re' hci-' lc•

Other class ificaticns of curnt rccoits:
Apart from the distinctions between tax-and non-ts'

rovenue, the following distinctions on the receipts side of thc

nrrent account will acil.itate economic analysis and national

income analysis and accounting

Uirec:.	J Indirect taxes:
The effects of these two types of taxes on tho econonv

ar: different and as such deserve separate treatment.(Indirect

taxes directly a ffect market prices and have regressive effects

on the distribution of national income). The line of demarcation

between direct and indirect taxes may be treated according to
conventional definitions, subject to the qualification that both

direct and indirect taxes should include their couriterparts,in

he transfers of profits or losses from an undertaking to the

treasury, in the way as discussed above.

Earnings and non-tax-transfers:

The rest of the receipts may 1:e soparated into (a)earnings

r)fthe general government account through the various factors of

production at its disposal, i.e., income from property such as

snts, income from loans(interest) , incomes from administrative

services such as fees, and income from the sale of 'incidental'

gerflme11t products like jail manufactures(for which separate

commercial accounting) is not desirable; and (b)non-tax-transfers,

from various sources like subordinate governments(grants, con-

tributions etc.), public undertakings(transfer of 'net profits'
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after deducting Uhe tax-elements) , private bodies and individuals etc.

Tctal'transfer' receipts of the general government sector

will consist of the sum of these non-tax-transfers and the tax-
receipts. 

T
hese transfer receipts, in so far as they come from

sources within the country, will cancel/ out in national income

& C	 1771'.C

Sub- class ificat,ios:

Apart from these broad heads of classification, each such

head should show, at the minimum, whether the receipts are from

(a)the public undertakings covered by the'enterprise account;
and (b)from the rest of th economy. This separation is necessary

in order to facilte the preparation of a consolidated account of
the whole central 7overnment sector which will set forth the

aggregate picture of all transactions in this sector. In such a

consolidated account, the transfers between the different accounts

of the central government sector will have to be cancelled out.

Further sub-heads may he inserted showing the detailed

breakdown of the sources of receipts, such as agriculture, industry,

mining, educational institutions, local governments etc. Such a
breakdown will always be welcome to a planning machinery in that

it will provide valuable informatin thich may guide the machinery

as to the choice of distributing the Hsources of taxes and other

receipts among different sectors of the economy. This, however,
requires a high degree of accounting skill and improved accounting
practices At the department and still lower levels, and may be

deferred until accounting practices are improved.

S
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Treatment of tax-refun

Finally, a country likE	Tistr.. 'Tre

involves substantial tax-refunds, such refunds shoui be shown

on the receipts side as deductions from tax-receipts, in order that

the total budgetary receipts is not unnecessarily inflated by this

terJ t'Ts rci r	is st3;	:ioi	er1 -	ksta

(b) current expenditure:

cromic and transfer payments:

Coren'Th	to the distinctithn between earnings and

tacnion-ta: ransfers on the receipts side, there should be
a distinction between economic payments, which are made in
exchange for some economic goods or services(e.g., wages and

salaries, expenditure on consumable goods, etc.), and transfer

payments, which are payments with no corresponding return in

goods and services rendered(typical instances are superannuation

pensions, grants to educational institutions, scholarships, etc.).

Like the transfer receipts, these transfer expenditures will also

cancel out in national income accounting, in so far as they are

made within the country.

One of the items about which confusion may arise as to

whether to treat it as a transfer or an economic payment is interest
payments on government debt. This cannot be'pi'ima fade' classified

without an enquiry into the use made by the government out of the

borrowed money. For example, a debt which is incurred with a--view

to  financing a war cannot be said to perform any direct economic
service to the economy, and as such the interest payment should

properly be regarded as a transfer. Bat, on the other hand, if

11
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the borrowed money i5	on productive purposes, the loan c.-.n

he said to have served a distinct interest of the economy, aui as

suh the interest payment should be treated as an economic payment.

tow since in our economic budget we have placed all non-productive

expenditures in the current account, and all debt receipts in the

apital account, the loans are understood to be financing the

productive outlays of the government. Therefore, unless the ci,rrent

account shows huge deficits which makes the encroachment upon

borrowed money for covering the deficit inevitable(as a first

resort there are capital receipts other than loans in the capital

account, such as receipts from estate duties), borrowings may be

normally taken to finance the productive investments of the

government. Interest payrits, therefore, deserve their place as

eccrcu.ic, and not transfer, payments.

3ub-classifications:

As on the receipts side, sub-heads should separate payments

to the public enterprises covered by the 'enterprise account' from

payments to the rest of the economy for facilitating a consolidated

account. Further sub-heads may show detailed breakdown of the

payments according to

(i)nature of economic payments, i.e.., whether they are spent on

consumable goods or services or on durable goods such as machinery.

Though most expenditure on durable goods will be shown in the

capital account, there will still be some, e.g., expenditure on

durable dgfence installations, and some expenditures on replacement

'..see p 69; as statod there, the replacement expenditure may be.
be shown in the capital account if a corresponding ahar lge is made
to the current account as a write off; in such a case, the charge

e	ov os	o:Tpenditure in the current account.

D
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oi capital where depreciation accounts are not provided, which will

not satisfy the definition of a capital expenditure we have

sugrested in chapter four; these, therefore, will be shown as

current expenditures. However, they are distinct from expenditure

on consumable goods and services in that they are likely to be re-

ckoned as capital receipts in the accounts of the rec,Øipients,

while the latter will generally go to their income accounts.This

distinction, therefore, is essential for national accounting and
also for finding out the balance in the 'income payments account'

e have referred to earlier;

(ii)other characters of economic payments for goods and services,

i.e., whether they are payments for wages and salaries of government

employees, payments for goods and services purchased from business

concerns, rent of buildings ot interest payments,

(iii)recipients of government expenditures both transfer and
if

econoiiic, if possible, and/similar classification Is also main-

tamed on the receipts side. The sub-heads of transfer payments

in this connection will take the form of 'states and. local

governments' (contributions and grants) , 'institutions' (grants to

;chool: etc * , ?p C : (	lsps,	erions etc. ) and r.thers.

and transfer payments

together constitute the redistributive transactions of the

government, which Is one of the important functions of the

government we saw in chapter three. Detailed information as
regards the sources of such receipts and recipients of such

payments provide valuable guide as to the results of these

5.i2(page)

?isfr	edeipt (ta:: :nd non-ta)
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transactions on the redistribution of the national inccaong

different classes of people and different sectors of the economy.

such detailed breakdown, if possible, will therefore serve as

important guides to economic analysis and planning.

(c) capital receipts:

Borrowing and non-borrowing receipts:

The most important distinction among the capital receipts

is that between borrowing and other recipts. The extent of inter-

nal borrowing is a guide to the voluntary saving of the community
the

and an important factor in/formulation of policy as regards

deficit financing and foreign finance, for borrowing usually

covers the bulk of the capital receipts of the government. The

effects of government borrowing on the economy is also distinct

from other receipts of the government of a capital nature, such

as receipts from estate duty and sale of land. Government borro-

wing, because of the security involved in it, tends also to divert

liable funds from the natural money market, and the government

is capable of stabilising the loan market to some extent by its
7

loan operations.

Government  borrowing may be shown on a 'net' basis on the

receipts side, rather than showing 'gross' borrowing on the receipts

side and repay'rnens on the expenditure side, for it is net

borrowings that is available for investment purroses.

6.A hote on deficit financing is added to% thIs chapter in the end,

7.111 an underdeveloped country like Pakistan, characterised by
relatively undeveloped and disintegrated money markets, this
factor is of limited interest.
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3ub- class ifications for'borrowinjs':	 .

For purposes of economic anlyis nd policy it is

essential that government borrowing should be sub-classified

according to the sources of the money. The three main sources

of borrowing are (a)the state bank, (b)the commercial banks, and

(c)ctLr private bodies and individuals. It is widely knon in

cor OT: iC circles that the effedts of borroi.ring from these thre

sources respectively upon the economy are different. ASgeneral

rule it can he said that other factors remaining the same, borrowing

from the state is most likely to generate an upward pressure an

prices, and $ borrowing from private sources other than commer-

cial banks the least. The distributiän of public borrowing among

these three main sources, therefore, is an important choice as

regards policy.

Borrowings may also be sub-classified lnto'lorig term?

(e.g., permanent debt) and'hort term' (e.g., treasury bills) as

they also have different effects on the money market.

Sub-class jfjcatjoris for non-borrowing receipts:

Capital receipts other than borrowing may be sub-classified

according as they are:

(a)Repayments of loans;

(b)Receipts from the sale of government assets like land, shares,

etc.;these may be further sub-classified into 'real assets'(e.g.,

lands) and 'financial assets'(e,g., shares);

(c)Taxes generally falling upon the capital accounts of the payers

(e.g., deathØ duties, capital levies, etc.);

(d)capital grants and aids; the bulk of this class f receir,ts is

likely to take the form of foreign aids P..nd grants;

11
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classification of the latter (b) may be made, if possible,

according to the characters and recipients of the expenditures in

th4 same way as suggested in respect of current expenditures; this

will help measuring the balance of the'income payments account'.

Financial investments may be sub-classified according as they

result in the acquisition of real capital(physical assets,, like

lands and buildings, or financial assets like securities.

indirect investments should be sub-classified according

as they are :ranted to this or other sector of the economy. A

knowledge as to what extent government loans benefit the different

sectors of the economy is an important, guide to the formulation

and appraisal of government loan policy.

3. Class jfjcatjon ?ithin the Account of the unds

The classifications within the accounts of the

funds will take the same character as those in the general govern-

ment account. Some items will, of course, be absent in the funds

account, particularly on the receipts side. For example, current

receipts of the funds will wholly consist of transfers from the

general government account of earmarked receipts or 'ad hoc'

grants; the capital receipts, on the other hand, will solely

consist of 'drawal from cash balances and current surpluses for

the yenr, if any.

current expenditures of the funds will show a separate

category where it is involved ) viz.,'expendjture through the

general government account'; we have come across this item in

chapter four, table two. The detailed breakdown of this item

will be shown in the general government account. Other expenditures

U
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Cri the expenditure side, the trading account will shc"

(a)ecorlomic payments, sub-class!f5.ed as in the reneral accoun:

()inventory adjustments;

(c)ailowances for depreciation and rcnewals.

.9141he profit arid loss account:

The profit and loss account will re present th

.r:fit or loss positions of he enter prise sector and hne ts

saving or dissaving. The receipts side of it will consist of

(a)tradin profit, if any, and (b)interest receipts, and e)uh-

if any, from the general government account.

The expenditure side will show (a) interest payments, sub-

classified into 'interest peyments to the treasury'(gencrs.l .e'cvern.

ment account), and interest payments to other bodies; and

(b) indirect taxes, 'real' or 'virtual', paid to the treasury

(virtual tax is the tax element in the surplus of profits); and

(c)apnropriations to the treasury(first surplus of profits minus

second surplus of profits, as we laid down in chapter fou, table 1).

I -

T15 :eceipt side of the ca pital account :jll :'ew:

a) the carrover from the current balance, i.e., the portion

1 the SUfiU5 of profits(second) that is retained in the business

after distribution of dividends to shareholders;

(h)Allowances for depreciation etc., transfe rred from the trading

count

c)borror .e	Jiff

LI
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rill be classified in the I'un(L3 account according to tho	r'e

principles inundated in respect of the general government

acount, such as distinctithn between economic and transfer pay-

ients in the current account, and between real and financial

investment and between direct and indirect investment in th

ca'itl acccun.

D

4. . Olassifivatior within the enterprise account

The current account of the enterprise sector has to
be divided, according to commercial principles, into two parts,viz.,

the trading and the profit and loss accountC)

The trading account:

The trading account will show, on the receipts side, only

receipts from the sale of goods and services of those undertakings

which engage in such dealings(e.g., Railways, state trading, etc.).

These receipts should be sub-classified into (a)receipts from the

central government, which will equal the sum of the economic

payments to the enterprises shown in the general government account
and the funds accounts; this will facilitate the consolidation
of the total accounts of the central government sector. (b)receipts

from the rest of the economy.

10. The trading sndprofit and loss account are rolevant only to
'trading' concerns. For non-trading concerns there would be no
-ading account, and an income and expenditure account will take

the place of the profit and loss account(see 'Advanced Accounting,
Batliboi, p 10). The classification in the income and expenditure
account will follow about the same pattern as in the general
government current account, and are not discussed here in order to
avoid repetition.

n
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? 0%,7 and'bcrrins from ouside' • The latter may furt.hor be

subclassified according to the term or source as in the general

government account.

(d)repayments of debts;

(e)net capital gains, if any, from revaluation of assets;	4
(f)fall in cash balances, if any; and

()increase in currency circulation by ti-ic state bank, which is

an important item making up the total defieit financing incurred

by thc cenLral CVOT'Cfl

The capital ex end 	vrill sho'i the following

classifications:

(a)Real investments and (b)financial investments, in the same way

as in the general government account; these should again be sub-

classified into gross and net investments, and also according to

the character of the payments involved;

(c)repayments of debts, sub-classified according as they are

repayments to the treasury, if any, and to others.

5.The Uonsolidated Account

After classifying the items in all the accounts

in accordance with their respective economic characters, the final

step in preparing the economic budget is the preparation of a

consolidated account for the whole of the central government sector.

The consolidated aôcount will give the aggregate figures for all the

economically significant items, such as taxes, incomes,, economic

and transfer payments, real and f:in.ancil investrents sairns, etc.,
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for the '?hole of the central government sector.

The purpose of consolidation is to find out the position of

ti-ic central government sector as a -,.,rhole vis-a-vis the rest of the

economy in the mattev of financial transactions, so that all the
inter-account trans a ctions ;ave to be cancelled out in the

process of consolidation, leaving only the transactions botwean

the central government sector and the rest of the economy.

The consolidated account will serve as an invaluable guide

to indicate the effects of the transactions of the central govern-

ment sector taken as a whole over the economy, particularly on

such economic phenomena as national income and employment and

capital formation.

Before concluding the discussion of the economic accounts
of the central government voctor, two more concepts--viz., the
income payments account and the concept of deficit financing--,

will be taken up for consideration in the notes to this chapter.

11
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I. The Income Payments Account	 S

e have divided the eccnoric budget of the government into

two accounts--current and capital-- in such a manner Jiat he

balance of the current account gives an indication as to the

contribution of the central government sector to the national

saving. There is another concept necessary for national income

accounting and economic analysis which is particularly helpful in

assessing the inflationary or deflationary effect of government

transactions on the price level. This is the balance of the income

payments account. The latter breaks down government transactions

into receipts from and payments to private income and capital

accounts. The difference between the receipts from and payments to

private income accounts represents the net subtraction from or

additions to the private income accounts as a result of these

transactions, and therefore indicates their net impact on the

price levels.

The income payments account, as we have discussed before,

is r.Tlevant only for domestic transactions of the government, since

it is tie domestic price level. vre are interstsd in.

1 Tow how are we to draw the income payments account ? It

must be noted that just as in the case of receipts it is not

always possible to separate ,those receipts from the private

accounts which come from private income from those corning from

private capital, with precision, similarly it is not always

possible to draw a clear line of demarcatin as regards payments.
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However, some broad rules can be inundated, just as in the case

of receipts, for the payments also, so as to lead us to as close

an aFfroximat	as is possible; and economic analysis has to

accept many such aprro:dmat.ion-,

For the receipts side, we have already segregated receipts

from private income and capital accounts into the current and

capital account respectively of the economic budget. The current

receipts of the gthvernment, therefore, will represent the

receipts side of the income payments account.

As for expenditures, the current account of the economic

budget is not a true indication of the payments to private income

accounts, on the one hand, current expenditures contain expendi-

tures on some non-productive durable goods like plants and

machinery for % defence installations and may also show replace-

ment of capital. Money spent on durable goods roy rererlly be

taken to be reckoned in the caital account o t,ho rocpient.

These, there f ore, must be subtracted from the gvernment's current

expenditures in order to arrive at the paymeflts to private income.

On the other hand, the capital expenditures of the govern-

ment contain expenditures on productive durable goods as well rs

real investments for the construction of new, assets and for the

purchase of capital from abroad. Since the 'domestic' real

investment consiste of expenditure on current oods and services

(any machinery for, say, the construction of a road will he

reckonedss a financial investment), they also car, be taken as

payments to private income accounts.
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income rn,,rmen	nccol,,T +- 'ri]i therefore concist of
totel receipts from private income account	total receints

'at home'in the current account of the economic budge;

total nayments to private income accounts = current
expenditures at home in the economic budget, minus
domestic expenditures on durable goods sbo yorn in the
current account, pluo real investments for the
construction of new assets within the country eb
I the capiLal account.

If th6 sents, then government

&ranctions may be taken to have deflationary effects on the

domestic price levels; if inments exceed receipts, then an

flationary effect may be predicted.

11 The 'Budgetary 3tructure and 01essification of G'verrment
Accounts' seems to have neglected the expenditures on defence
installations while indicating the payments to private income
accounts die to government transactions. According to it, "the
government s current account outlays plus the real investment por-
tion of the capital account will represent additions to private
current or income account.Ip 23).

C
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2.	concept of Deficit Financing

This note is inserted in order to discuss th
han'in" rio'ning of the concept of deficit financing' in economic
literature. This conce pt has been given increa s ing attention

0

since the Keypnesian rvoi.ution brought into light the necoity
of budget deficits in order to fulfil the government's economic

ty towards the state.

both the classical economists--starting from Adam

7cith-- and the Ieynesians have used this concept to mean loan-
financed expenditure, as against expenditure met from 'normal

sources' of government revenue (rhich excludes net borrowing and
decrease in cash balances). in modern literature also the same

12
meaning is mostly found of the concept. Ohre is moreover a
tondency in some quarters to identify t deficit f inancing' with

13
budget deficits. Recently, however, a new meaning of the concept
of deficit financing is being given in some quarters which at the
same time attaches a quite different and limited meaning to

'budget deficits!,

This new trend is particularly marked in countries
';here the government has adopted the 'double budget' system, or

t:-e principle of dividing the budget totals into a current and a

capital account. in these countries the budget deficit is used

an a concept relevant to the current account only and not the

1.fference between the total expenditure and total 'normal revenue'

as implied in countries with the single budget system; it is the

exc^ss of current expenditure over c:rrent repts. The line of

12.e.g., s ee Tublic Finance, by U.K, Hicks, chapter xi::.
see 'Deficit Financing for Economic Developrner :it:

pecial Reference to ECAFE countries in 'Economic Bulletin for
Asia and the Far 7ct, Vol 7, no 3,

!
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demarcation between the two accounts, however, is more or 1ee
14

arbitrary in some cases(e.g., India and Pakistan), so that in

reality a bidget deficit becomes nothing more than a mere

accounting entity useful perhaps to the administration, hu.

not to the economist.

The new concept of deficit financing is, on the other

hand, much more meaningful. It has originated from a change in

the idea as to what is normal government receipt and what is not.

The classical economists could not conceive of borrowing as a

normal receipt as they thought that government borrowing tends

to divert loanable funds from productive to unproductive uses.

The Keynesians showed that this is not necessarily o, and that

L.he government can serve the economy an important service by

borrowing the otherwise 'idle' money from the public and investing

them in nroductive purchases, thereby filling up the saving-

jnvestmer;	p. The necessity for the government of borrowing

money from the public with a view to spending the same for

productive purposes is particularly urgent in underdeveloped

economies where whatever saving takes place tends to be invested

on land and commerce rather than in formation of capital for

reasons widely known. If the government, by offering lucrative

securities, can divert those savin gs towards the formation of

capital, it ril1 bc doing a distinct service to the economy.

If this is accepted, then there is no reason to regard

borrowin as an 'abnormal' receipt for the government, and hence

consti ':tThg cefioi financing. If government expenditures

I.	-	 •	 T

14.see Pucic	naice -urveys o India , Lri:ted ' . ations, p )i
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consist nob only of unproductive, but also of productive

ouclays , then horrc:i.ng i nuitc n obviots 7 1	ro:':l menz cf

financing them.

In short, the 'norm' of public finance has changed. And

aloni?: .rith it the concept of deficit: financing. The modern ten-

J:n cy is to identify deficit financing not wi th the gap between
S

:al government expenditure and total normal sources of revenue,

but with an altogether different factor--viz., crea;ion of new

money. Whatever the government may be able to raise, as its

'eceipts, in the form-of taxation or borrowing, from the existing

supply of money in the economy, is reged as a regular and

normal receipt and as such not contributing to deficit finance.

ut if and whenever the money supply has to he inflated in order

to provide the government with finance otherwise unavailable

from the existin g money supply, it is held that a deficit financing

has been incurred in its modern sense to the extent of the

increase in the supply of money. in order to arrive at a measure

of deficit financing, therefore, we have to look into the sources

of government finance which are likely to inflate the supply of

money in the economy, These sources are:-

1. Borrowing from the central bank;

2. Borrowing from the commercial honks; and

. .Rup nin	•r'H- 1:;	r'r	H	c;n.rl

ach cl' the.e ways of financing exenditure	SU_Lts in

inflatioA of the money supply unless the bank or banks concerned

effects a corresponding reduction by, for example, calling back
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loans previously granted to some other sector of the economy.
rlow the central hank, whose primary aim is to watch over the mone-
tary system, will not effect such offsetting influences unless it
is convinced that the inflation of currency will be harmful for
the economy, and that the calling back of loans will not go
against the int. erst of the economy. It is difficult to satisfy
both the conditions simultaneously; for the central bank does not
usually grant loans to any party unless the loan is expected to
benefit the economy, so that the callin7 back of the loan may not
be desirable even. if the total loan/ granted by the central bank

oes ur to sc an e:tunt as to generate an excessive increase in

the money sur ply. 1'orma]ly, therefore, items	and () above,

i rhich result in increase in note issues, contribute to deficit
financing to the full extent.

As regards government borrowings from the commercial
banks, however, no such general conclusion is possible_ ts a rule,
the cormiercial banks work with the Frofit motive, and will readily
offer loans to the government by increasing deposits, which means
additions to the supply of money. However, for a net increase in
hank deposits corresponding to the banks' subscription to
,overnment loans, one condition must be satisfied, namely, that
the banks must possess excess reserves. Otherwise they will be
orced to call back loans to other sectors of the economy if they
ecideo, or have to, subscribe to, government loans, so that

there may not be any net increase in bank deposits.
Now in underdeveloped countries commercial banks genera-

lly possess excess reserves, from a consideration of security
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against risks involved in loan operations. These may provide as

utlets for net increase in deposits corresponding to government

borrowing from these banks, provided the banks are willing to let

their exce	:coerves fall. Jhether the banks are actually

willi	o bring ' om their excess reserves ing	 n this way cannot

be said, however, without considering actual data of their

practices. it is, therefore, not possible to give any generalied

answer to the question as to the extent to which commercial banks'

subscription to government loans results in increase in money

supply and hence constitute deficit financing.

From the point of view of economic analysis and planning

it is necessary to arrive at a measure of the extent of deficit

financing incurred by the government. Other things remaining

the same, deuiit financing represented by additions to money

supply results in an upward tendency of prices. This factor

must be taken into account while formulating economic policy.

Deficit financin g for the central governraent sector as a whole:

We can easily extend the above analysis to indicate the

constituents of deficit financing incurred by the government

sector as a whole. in the consolidated statement of the transac-

tions of the whole central Fovernment sector, where the state bank

also finds a place according to the sugpestions made in this
/n e C1.1ro 9 

c*%4 *(*1
paper, government loans subscribed by the state ban1cill cancel

out as an intra-governmental transactionA new item, however,

appears fn the picture that constitutes e. contribution to deficit
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financing, i.c., the net :Lncrc r ir th: CuEney in cr1atiori

through notes issued by the state bank.
S

The factors contributing, partly c rho. ly, to deficit

financing incurred by the irhole of he centl governnent sector,

therefore, are:-

(-a)- tot-al f U-4-n -cash -i?a-1 an cc . -	e d hv-th---.en-tl

() ( .)bo:rowings by the government institutions from the

commercial banks; and

(6) net increase in the currency in circulation through
the state bank.
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CH1IfTE VI

THE ECOITIC BUDGET VS THE ADL'iSThATIV DUDGET

1 • The Conflict

We have cornDietEJ	eT:V	t	tr:t cc

requisites of an economic budget for the central government sector
in Pakistan. A big question mark, however, is expected on the.

administrator's table after all this. We saw at the very outset

of this paper that from the administrative paint of view the

overnment budget is a very powerful instrument for controlling

the financial operations of the various government departments.

The essence of this control lies in the practice that all the

money receipts are carried to a central pool and are allocated

from there for different purposes as laid down in the budget, and

that a set of machinery works to see money being spent exactly in

the manner as provided in the budget. But can this practice conti-

nue as effectively as before if the economic budget is to replace

the traditional administrative budget ? In whatever way the

traditional budget Yray be unintelligible to the econorist, it is

obviously as intelligible to the administrtcr as the economic

LCtO the economist; for the structure cf the tr.d.tonal

budget rests essentially upon adrninistrativc	r1nnicc. Cnce it

is gone, the macbirory set up to see that money is spent according

to the provisions in the budget will be left with provisions with

sc much Money, say, for real investment, and cc ncch fcr finarcal

irvcstment, without implying whether it. is a hos pital or a road

that is desired to be built. Such a state of affairs carrot he

countenanced by the legislature,---who votes the bc1get.,---for it -

leaves the detailed decisions to some such body as perhaps a

S

F
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Secretary  of State as under the Uovernment of India Acts bfor

'937, and thus virtually identifying the legislature with nothin

more than a body of economic planners. Here, therefore, is a cie.r

cDn'iict het' r n t'r' ':mniio	etarr th	I	titiv

2.Attempts aL, a Compromise

I	Problem of Budgetary Reform':

ttempts to solve this conflict by different academic
circles are as instructive as they are interesting, ricks, for

example, gives predominant weight on the administrative side,
maintaining that economic character classification is permissible

only in so far as it does not collide with administrative

convenience. "The first objective of a public accounting system,"
he says, "...is to give a clear and intelligible picture of the
government's own transactions. For this purpose it must be based

upon eri.,eL-ia wriih arise ort of the government's own transactions,

not upon criteria which are relevant only to the other side of

those transactions which concern the private sector of the
1

economy."(the relations with the income and capital accounts of

;he private lector). From this stand Hicks rejects the exclusion

of caital taxes from the revenue account, and maintains that the

necessary adjustment may later he made when the national income

and expenditure account is prepared.

(b)U.N.O,'s 'Bud geay Structure and Classification of Government
Accounts:

`ii the other hand, 'Budgetary Gtructur and Classification

of Government Accounts, presents agenere 1 ianwork that attempts

1 • The Problem of Budgetary Reform- -p 63.

2. Ibid--p 64.
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a compromise between the two approaches. The Introduction, given

to the 'Technical Appen:ix' ir, the above book says, "It would he

rather difficult and perhaps arr impossible task to develop a set
of model public finance accounts, ecually satisfactory from the

point of view, of budgetary procedure and from the oint of view

of social accounting reouiremerts. evertheless, government accounts

could be organized in such a way as to provide a reasonable basis

for economic analysis, while maThtaining the elements which are
3

essential to meet the tradiUcnal budgetary requirements."

The compromise suggested in this book also, like Hicks'
work, makes it necessary for one or the other party to accept a
sacrifice. For example, subsidies to enterprises, which ought to

be reckoned as negative indirect taxes from the economic point of
view, has not been so reckoned, leaving it for the statisticiai

L.
.to "make necessary adjustments" when required.

3• Conclusions:

These two examples should make it clear how

experts have struggled to satisfy both the parties--the legis-

lature and the economic planner--at the same time. In sc doing,

they have laid down recommendations that Warrant sacrifices on

one or the other party. Apart from the obvios need for 'functional
classification',,--s against economic character classification,

from the administrative point of view, there are other reasons

why such a compromis-. does not seem posible or acceptable by

either party or bcth. Of these, two deserve scial mention:

The first arises from the creation of a number of 'funds'

from the general revenue receipts, and showing the disbursements

of these funds separately. From the ,point of view of economic
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hdeting it is necessary, e have seen, that . Lhe transections of

these funds should be separated into a current and a capital

.ccount just as in the case of the transactions in the general go-

vernment account. But from the point of view of the administration.

and management of the accounts of these funds,such a separation

utterly meaningless, and perhaps inconvenient too. For while

in the general government account the receipts can be grouped into

two such accounts which can possibly serve as sources of current

and capital expenditures respectively, the receipts in the funds

account consist of only one category, viz.,transfers from the
eneral revenue, and therefore form a single source out of which

all expenditures from the funds---current and capital---have to

he financed. We have seen that economic budgeting would require

the reckoning of the recetpts to the funds ss' current' for the year

in which the money is transferred from general revenues, and as

'capital' in all subsequent years. But this will unduly complicate

the administration and management of the accounts of the funds, which

can be best served by keeping a sirule account each for receirts

and disbursements Lo and from the funds respectivcly(perhaps that

explains why under the present procedure in Pakistan all receipts

to the funds are reckoned as capital receipts and all expenditures

as capital outlays).

The second reason arises from a wider angle. The budget

in the ultimate sense is the plan of the legislauure or parliament

as to how government money has to be raised anc spent. The

parliament consists of the elected representatives of the people
":1O, t:Leefor , are h	Ii. ya .e II ci:;cr if	iverrient fis col
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policy. The parliament., however, can never accept the needs of the

eoromy,as such, as the only guide to policy; it has other
important considerations to be taken into account, such as the

consideration of the security of the state, and that of political

stability. For example, emergency defence expenditures which

cannot be financed from taxation at the normal rate nay be

considered as an item which can justly be financed out of loans;

though the burden of the debt will fall upon future generations
who will not get any economic return in goods or services from

the loan, they may be expected to content themselves with the

feeling of security which might have been absent had the

emergency defence expenditure not been incurred. Political

considerations might be attached to it if increase in taxes were

expected to lead to political opnositions. Such expenditures do

'wastaY loanable funds by spending them for unproductive purposes,

and to that extent the future generations will lose potential

increase in the nation's productivity. But these are cases where

the economist has no authority to interfere. All he can do is to

make clear to the people the economic implications of the

proposed expenditure froTn loans, and for this the economic

character classification of the budget is the- ideal way. But

once it is recognised that he legislature may . ustifiLly decide

to finance an uriproduct:.ve expenditure from borrowing, the need for

a system of accounts that distinguishes expenditure financed out of

taxation'and out of borrowings res pectively, accordin g to

decisions takc-r by the legislature, cannot he denied. The

economic character classification would show the unproductive
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expenditure as current outlays, and would cover the resu1ti.n:
D

deTicit if any in the current account by transferring money from

the capital account to the current; but from the 2dministrative

point of view, which aims at ensuring that monies raised from

particular curces are spent for the particular purposes as decided
uon by the legislature, an 'administrative classification' of

goverment accounts is, therefore, essential.

We must therefore conclude that whereas economic

chanacter classification of government accunts is esertisi fcr

purposes of economic analysis and planning, it cannot he regarded

as a substitute for the traditional administrative classification.

The latter deserves to be kept where it is, and the former needs
only to be added to it in the form of perhaps an explanatory
memorandum or appendix.

1 owever, it may help to clarify confusions if the

separation of the administrative budget into a capital and a current

account is discontinued. Since there is a tendency to attach

specific economic meanings to these terms in most quarters, it is

desirable that a consistent meaning be adhered to whenever such de-

cisions are made, rther than subject it to ad hoc decisions by
the legislature. We have recommended such a meaning in respect

of our economic budget. For the administrative budget, distinctions

between tax-financed expenditure and loan-financed expenditure or

similar other distinctiona should be sufficient for purposes of
iis1:ration of public money in accordance with the plans of

the Th,Eislature,

S
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3UjP AND COLIJE'TCS
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introducor,

We have now concluded our study. We started in chapter or
by pointing out the need for economic budgeting for the central

government sector in Pakistan; in chapter two we satisfied

urselves that this need has so far been overlooked in framing the
budgets by the government.; and in chapters three to six we studied

the possible framework of an economic budget for the government

,octoi and tried to solve the various problems involved.
Tn the present chapter vre shall cummarise our main findings

as to tJo reau:irements of an economic budget for the central govern-
mcnt.sectcr, and on	th some concluding remarks. The summary

'll not be presented chapwise; instead, a picture of the said
reuisites from an overall viewpoint will be presented,

1. Summary of Uonciusions

The three accounts:

To start with, the economic budget of the central

government sector in Pakistan should be divided into three accounts,
as follows:

(1) The first, called the 'general government account', will show

the transactions of all those departments which do not fall under

the category of'public undertakings' as defined belc.( A'depart-

ment' is spoken of as a functional entity and not necessarily as

.a separate administrative body; the same administrative body, such
as the'Department of Food and Agriculture', may in the functional

sense be conceived of as having two separate 'departments', su.cl-

as tState trading' and the 'general administration of food and

agriculture').
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(2)The second, called the 'enterprise account', uJ show the

transactions of all those 'departments' which can be termed s

'public undertakings'. 
A 'public undertaking' is defined as one

which is ovrned,--wholly or partly but nevertheless retaining full

control,--by the government and for which it is desirable as well

as practicable to have an independent commercial accounting

system.

(3)The third, called the 'fund account', will Hw the transactions
of the various 'reserve funds' of the government of Pakistan set

up from time to time for specifi& purposes.

Accounting bases:

The cash basis of accounting, showing the actual cash

transactions during the year in question, is appropriate for the

general government account and also for the fund account. For the

enterprise account, however, the'accrual basis' of accounting,

which recognises the need for showing rights accrued and lia-

bilities incurred, that for stock taking, and for depreciation

accounting, must he adopted.

Cu-rent and Capital Account:

Each of the three accounts, in its turn, will be divided

into two parts:the current and the capital account. The line of

demarcation between the two will he such that the balance in the

current account may reflect the'financial soundness' or othereise

of the government. For the enterprise account, tJi.is automatically

follows if the current account coincides with the 'profit and loss'

account in the proper commercial sense, r1iich reconises inventory

Dhaka University Institutional Repository



-	-

adjustments and depreciation allowances, and sets down as current

expenses all outlays which do not result in the acquisition or

creation of 'productive' assets in the financial sense.

For the general government account and the fund account,

however, the concept of financial soundness must allow for

(a)the need for large scale government investments in the

construction of certain types of non-revenue producing but

'service rendering' assets like roads, and (b)the rossibility

of raising money by taxation, other than by borrowing, falling

upon the capital account of the tax-psyer. Under tee charseteristic

features of government operstiors, capital expenditure for the

general government sector and the funds should be defined as

expenditure which results in the creation or acquisition of

tangible assets which yield a flow of revenue or service to the

economy over a number of years; on the other hand, capital receipts

should he defined as all those recei pts which, taken generally,

come from the capital account or saving of the payer(e.g.,

borrowings, receipts from the sale of assets, estate c1uties. etc.).

The current account has to he made of all other receipts and

expenditures.

With these lines of demarcationbet reen the current and

the capital accounts, the current balances in each of the three

accounts may he said to reflect the saving of the corresponding

sector of the government; the total saving of the central overn-

ment sector will consist of the algebric sum of the three balances,
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Economic haracter 0iassification:

The transactions in each account, should be classified

according to their economic charaer', ihich will also take into

account the characters that are relevant for national income

accounting. First of all, separation between domestic	fore:r

i.•. act.c'rs have to be made throughout, the accounts. Other broad

economic character classifications will be as follows:

(a)Both receipts and expenditures have to be divided into

'transfer' and'economic' items. Transfer receipts will consist of

taxes, aids, grants etc; transfer expenditures will consist of

grants, pensions, scholarships etc. Economic transactions will

consist of those made against some economic goods or services.

(b)For analytical purposes, taxes have to be identified not

;nly as those which are called taxes in the administrative sense,

i.e., receipts without any corresponding direct 'quid pro quo';

on the one hand, government's incomes as the owner of public
undertakings have to be 'taxed' in the conceptual sense just as

the income of the owner of a private business undertaking, and,

on the other hand, subsidies to both private and public undertakings
in orderto cover their losses should be reckoned as negative taxes.

such a treatment of taxes in the analytial sense is essential in

order to save tax-analysis from the crisis it is facing because

of increasing government participation in enterprise activities

and assit.nce to particular enterprises.

(c)Capit	receipts should be classified into borrowing and non-

borrowing receipts; borrowing must be classified according as the

source is the public, commercial banks, or the state bank.

S

PI
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(d)Capital expenditures should distinguish between direct and

ir.direct(e.g., loans) investments, and also between real and finan-

cial investments. Real investment is defined as outlays for the

purchase and br construction of new physlEal assets for the
economy(e.g., the construction of buildings, the purchase of

machinery from abroad); financial investment is defined as the

purchase of assets previously existing in the economy(lancls, shares

etc.). Real investment measures the direct real capital formation

by the government, for the economy.

ach of th	x'oad classes should, 1 thenever possible,

he subdivided accordin 'r, to detailed economic characters and

according to the source or direction of receipts and expenditures

respectively.

The final step in econöniic budgeting will consist in

consolidation cf the three accounts, cancelling out the inter-

account transactions in the process. The consolidated account,

showing the economic character classification of the transactions,

will indicate the position and importance of the central govern-

ment sector vis-a-vis the rest of the economy, and Will he an
invaluable guide to anal rse the economic impact of government

transactions taken as a whole over the economy.

Income Payments Account:

An 'income payments account' should be part of the

government's economic budget, and can be calculated directly

from the framework of the economic budget outlined shove. This

account will breakdown government transactions into receipts from

and payments to private income and capital accounts. The difference
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h3 4U- 1t,, en th roceints from and paymrts to rvatc income aceount

represent the net impact'inflationary or deflationar y ) of

overnment transactions on the price level.

Deficit fina.ncinr-:

:T "i'J T	 renrde	a -art of

reficit financin c' no er r isr.sly. The modern tendency is to iden-
tf'- deficit fi o'c 4 n with the creation of new money for
rinancing a clefi r • For the government sector as a whole, the

that contribute, partly or wholly, to deficit financing
io ti	sense are: (8)t5bal fall in oach balancer, o%me-4----by-4he

overnmcn-t ccctor,	borrowings by the government institiitions
from the commercial banks, and (b)net increase in currency

circulation by the state bank.

The economic budget vs the administrative budget:

Finally, the economic budget iS not proposed as a

substitute 1cr the traditional administrotive budget, as the
latter is essential as an instrument of administrative control
of and decisions regardings government transactions, decisions

which do not rest uoh economic considerations alone. The former

should properly be a complement to the latter. However, in the

interest of avoiding confusions, the separation of the adminis-
trative budget into a capital and a current account ought to he

discontinued.

D
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2. Uoncludllng erriarks: 1ic c•:.cc ub'•:t
'ji j Ycs' 1Lar:

D

3 othing could probably serve as a better ccnelusJ.cn cf

work than some illustrations of the possible relation it could

'ave with the five-year plan for Pakistan, the draft for which

'-.uppily came out before the work was completed. The plan is in a

ense a huge budget, not for a single coming year, but for five
-ears taken together. orcover, i is not a budget merely for the
overnrnent sector, but for the monetary transactions of the

whole economy. It is in short, e. five-yearnational economic

budget' for the country.

The FuhJjc sector

e shall concern ourselves with the two chapters of the

plan that have direct relevance with government budgetary struc-
ture and classification of its accounts--namely, the chapters on

'Internal 'inaricial Resources'(chapter eight) and 'Public Saving'

(chapter nine). It must be noted at the outset that the nublic sec-

tor as conceived of in the plan is more com prehensive than the

'central government sector' whose budgetary problems we took

u: for our present study. The public sector is comprised of the

central government sector as well as the provincial and local

governments with all the institutions under their control. It is

obvious that in order to arrive at any agregate figures for the

whole of the public sector for economic analysis, the structures

ci' the provincial and local government budgets have also to

follow the asme structural framework as the central government

i cthe;ci	•-bj	-'
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by the subordinate governments as well as the central government. __

Rearrangement of budgetary items for the plan:

The first point to note about the plan is its recog-

nition that public saving 'should not be confused vrith a surplus
1

in the revenue budget". That is encouraging; for we know how in the

past this confusion has in fact been made both by the 7overnment

and academic quarters, by taking the surpluses in tho rvenua

budget, ceerus paribus, to indicate a sound financial position

of the government. 1t was found necessary by the planning board
to undertake "both a consolidation and a 7ec1assjfjcatj 0 at items
shown in the published sttements of receipts and d i 2bursemants

 by the 8entral and Provincial Governments, and the
elimination of all the inter- government transactions" This

confirms the nocessiL.y of providing su7r 1ernentay hdget data

arranged and classified specifically to facilitate economic
analysis and planning.

The re classification plan ado r ted by the planning body,
however, shown some conceptual differences with the plan that has
been worked out in this thesis. These differences need clarifica-

tion and deserve some comments.

(1) The concept of

The conce pt of saving used in the P lan is a gross Concept,

without making any deductions for provisions for depreciation of

physical capital. In other words, saving is that portion of gross

income that is available for'developmentai expenditure', wHether

1.p 301.
2.p 36E.
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for replacsmit or fer e::'ariion of i.. nation's p'oducive sse;s.

in the present thesis, on the other hand, it has been suggestel

t all replacement expenditures should be financed either ou

of depreciation funds provided out of the current account, or out

c' the current account directly or in the form of write offs if flQ

depreciation fund is provided. The saving in the current account

of -ur economic budget, therefore, is the net and not the gross

savins.. J•hjS treatment seems superior to that of the 'clan on the

ground that it provides with an approximate measure of the domestic

curces available for 'net' capital formation for the economy.

From the point of view of development of the economy it is the rate

of 'net' and not the ':ross' caita1 formstion that is relevant,

for replacement of capital worn out merely keeps the existing rite

of productivity atthe former level, without contributing in any

way to increase in productivity and national income. Depreciation

of capital is, strictly speaking, 'consumption of capital', and

saving that is available merely as an offset to capital consump-

tion is no saving at all.

t would, therefore, be more arnropriate if the plan had

shown an estimate of the saving calculated on a net, ivasis after

deducting from gross income depreciation and replacement provi-

sions. Calculation of saving on a gross basis that does not

indicate the proportion of this saving that is available for

actual expansion of capitol resources rather than replacement of

capital, may load to an undue complacency about the availability
S	 3

of domestic resources for new ca pital fcorsation. Ir case the

the nots,added t.o the apnendix st he end of this paper

	

accordir: c	:
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proportion of nec to gross saving is actually low, this may cao

the planners to overlook the need for more stringent domestic

policy in order to increase the rate of saving available for net
-fl1t:'•1	r:	 .t!C.

concepL of Jevelorintal expondire:

The conce pt of developmental expenditure as ussd in the
:1aa includes outlays not only on tangible capital assets as we

have leflned it in chapter four, but also "outlays on certain

new or expanded schemes in the field of education, health,

Village AID and other social services which, although not resul-

ing in the creation of new physical facilities, serve to increase

the community's intangible productive capital, by raising the

fitness and skill of the people." We came across this idea in

chapter four, and preferred to leave outlays on intangible capi-

tal from the caital account on the ground that it is not certain

-'ether an exrencliture intended to increase a certain human
quality reliy does so or not, and if it does, to wh at extent

it is	;imatd that the gross saving of the central government
for the budget year 1955-56(budget estimate) is IP5988 thousand
rupees. Out of this, however, 52200 thousand rupees consists of
epreciation and renewald provisions and other repairs end replace-

ment expenditures. The net saving, therefore, is negative to the
extent of 6312 thousand rupees; ir*ther words, there is actual
net dissaving. Inspite of the possible errors in our reclassfica-
tion that may have resulted from inade quate statistical inforrna-
tion,the above figures give an indication as to the direction
of gross and net savings which discredits any complacency that
may result from looking at the figure of gross saving alone.
'. pp 306-307.
).pp 66-67.

I
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Th iur inva:iThiy 1flVOiVB 'r7lu iueert. rich ili differ	___

*	from person to person, and as such the economist had better

leave the item eut of the capital account altogether in order to

be precise and ovoid arbitrary judgment as far as possible. This

is, however, not an argument against reckoning such expenditures

as developmental by some planning authority. If the planner is

1ren extra-economic au.hority to regard "certain new or expanded
schemes" on social iprovement as really contributing to an

increase in knowledge, kill or gitriess, a judgment which the

economist as such is not in o yc.iticn to Question,it is rerfect-

•	ly legitimate to :nciude	tJsys on such schmes as devclopmental

expenditure. in such a casc such outlays il1. find thcir place

in the capital account of the economically reclassified budget, so

that the calculation of saving from the current account will
necessarily exclude them from the list of current expenditures.

(•) \
¼) I
Taxes and Public Saving

The actual estimate of the public saving for the five years
covered by the plan has been made by dividing estimated receipts

into revenue-receipts and non-revenue receipts, and expenditures

into development and non-development expenditures. Public saving
is then taken to be given by the difference between revenue-

receipts and non-development expenditures. The published draft of
the plan does not provide a breakdown of. the above heads into

sufficient details, so that it is hot possible to see whether
each item individually justifies its inclusion under the head

assigned to it in the draft. However, out of the broad breakdorn

of :cevsnue receipts	cn-ieueionrent exr ndil,ores	o:.cied in
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the inclusion of the whole amount of tax-collections n'

a revenue receipt invites criticism. it orriot e denied, or: e

ared in chapter four, that part of- the tax-cl1ection come
_or saving

from the capital accounttof the tax-payer rather than his income

account. To the extent that this takes place, there is a corres-

ronding reduction in nrivate saving which must be deducted from

:'ohlic saving in order that public saving plus private saving may

cenal total savinc' of the economy. The best mechanism for this,

as we have seen, is to reckon taxes coming out of mrivate saving

as capitsi or non-revenue receipt of the government. This the plan

h--.anarently felled to do.

It is true that the extent of taxes coming from private

saving'camoot	u tbe found o with theoretical logic. This resuIç

inj..-j : .roprsa16fln chapter four that as a first approximation all
income taxes may he taken as revenue recei pts, and all taxes on
capital like estate duties as capital receits---a	000s.i which

may well he considered as somewhat unsatisfactory. But the error,

if any, in doing so se-ms to be greater on the sich of income

taxes rather than on that of estate duties in Pakistan, considering
7

the relat;ive si 7es of the two collections.

'-S

7.'he figures for income tax e.ni estate duties of the central
government for two successive years are given below,

Revised estimate,	Budget estimate,
1 954-5 5	 1 955-56

p()
hT draft,

Income tax Thclud.ing
Corporati.cn. tax

state duties

1 36OO,OOO

1 5fl0,000

191 500,00fl

2 5CO , CflO

(vide :xpãap etor-	morandum on the budget for 1955-56,

I
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On the ot1c:c'	uid,	 1,7)	 •Y	etr'f	tot	Ye

sure to rise as methods of valuation of estates used by tax-colle-

tars aref improved: the draft plan itself has suggested some

improvements in the collection of estate duties. And with it

the total proportion of taxes paid out of private savings will

:Iso rise.

Above all, even 7rantir .rr the theoreticsl irnossibilitv of

Ufferentiatng bete,.., en taxes paid out of income and taxes paid

out of savings there remains the nossibility of estiriatnr for

f±'om actual data. It is probable that the volume of data i.

isposal of the Planning Board, could very well guide the Board in

this direction.

From neither the theoretical nor the practical point of

view the neglect of the need for reckoning taxes paid out of

savings as non-revenue receipts seems to be justified. it has

undoubtedly resulted in overest.imaton of the total saving of the

eCcr,o'Ti	which could b: avoidod, to some extent at least, either

by cr theoretical assoription or some practical devise of

estimation.

(ljDefjcjt financing and Private savinr:

a final and interesting point of difference between the

plan and the framework of econonic budget worked out in this thesis,

the. extent of utiiisatjon of private sevin: by the public sector

as calculated by the Planning Poar r1e rv	mention. Chapter

of the draft caieuIate tki amount a	oIlos:

r_	--,

D
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"Public expenditure financed from domest.cJon-. revenue sources:

(a)hrough increase in domestic liabiT::.ies(perrnanent,

floating and unfunded debt, and increase in depos.1t, eec);
% b)Through decrease in ac't: sale of Lr	1 IiiC acct.

and decrease in cash)."

The above items include all those chich o	ve-::e to bo

•ontributing to deficit ftocirg, partly or wholly-.--namely,

borrowing from tho contral and commercial banks, and withdrawal

of cash balances held in the central bank. That amounts to be

reckoning any amount of deficit financing by the government as

nothing but the virtual utilisation of private saving to that

extent. But is this iieo leii.imatc ?

We kno>r that the direct effect of deficit financinc' is
to increase the otherewise available su pnly of money in the econo-

rrw, and thereby to create inflationary pressures if corresponding

real resources are not made available for the absorption of the
additional currency and bank deposits. Deficit financing, there-

fore, can be identified with private saving only if there is

corresponding withdrawal of currency and bank deposits by the

.rublic so as to make a'ailable surplus real re g ources for utili-

eation by the government with the help of the newly created money.

The Planning board has actually hinted at this pøsih1l1ty in the

draft: for example, in pate 339 it has been stated that govern-
:'ierit borrowing from the banking system "do not become inflationary
i.:nless thin volume of bank-financed government expenditure results

in a rate of expansion of currency and hank-deposits which out-

runs the p'blic 'e g.ire to sre in H-'..:.'.	-i	't.

I
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to imply is that the public have a. tendency to save part: of1 t 	-

incme in the form of currency errl	rather than in

:.ie	:nf	eues. This 'liidity preference' or 'hoarding'

t:	 UOT it :colts in decrease in the supply of money and
correspondingly a 'deflationary gap'. if this gap is filled up
by new creation of money through the banking system, the latter

n	
ay as well be identified with private saving of a corresponding e

mount which is taken out of circulation with one hand(people

.ho show licmidity preference) and re r laced with the other(the

beei:ing system).

Theoretically this argument seems sil right. But it is not

convincing, without actual statistical suport, that in Dractie

people in an underdeveloped economy do in fact hoard substantial
amount of their saving in the form of liquid money. Of the three

motives for dbing so, the speculative motive must be almost

negligible in an econàmy ch.aracterisod by the general absense of

crganised security markets. The precautionary motive is also not

likely to have significant contribution to this factor for two

reasons: first, ec:1.e in the low income croup in an underdeveloped

economy can hardly afford to store money from the precautionary

motive; second, the richer people who can afford to do so are in

position to kee p their savings in banking institutions. Only

the transection motive can clai'n significant contribution to

hoarding of money in the liquid form in such economies. To hold,

therefore, that the actual extent of deficit financing inciirre

by the government corresponds exactly to withdrawal of money from

11
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the economy by the public seems to be too stretched an assertion. -

Further, even granting that the liquidity preference of the publi
A significant, there is no indication that attempts to measure the

extent of idle money is actually d6ne by the government before

borrowing from the state bank or running down cash balances.

About the past, therefore, it cannot he acce pted that the extent of

deficit financing by the government of Pakistan has had any

connection with people's desire to hold money in the liquid form.

ut $ this is what the unqualified identification of deficit

financing with private saving in the liquid form as made by the

plan seems to suggest.

So far as the future-say the period covered by the five-

year plan-is concerned, it is possible to bring deficit financing

into relation with privste savin g in ttT liquid form only by a well-

designed process of calculating the let.r. in such a case the

government will have to permit itself to incur deficit financing

nly to the extent given by the said calculations and no more,

whatever, be its other sources of money receipts and total expen-

ditures. Unless the govrnriunt is prepared and promises to do this,

f1c1t firorcing csnot be accepted, ceter's paribus, as an item

private s77ing. And e-:cn this provided, there is always $ the

4yosslbjljtv that a part of the idle money may be activised any

time; if and when this happens, all calculations and plans will

ho tstslL upset.

3ummary of coniments:

To sum ui our comments on the plan: first, the calculation

of sv ngo on P mrnsr nabig, yjtu,,j 
OPYOnr 10rMoin t lorsr

a

IM

I
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rep.acom.nL piovision. as an item of current expenditure, doeo

nt indicate the saving that is available for net canital

formation for the economy, and hence does not directly indic.te
the increase in the national product during the plan period;
second, the failure to account for the fact that some taxes are

0

	

	
;aid out of savings, rather than out of incomes, of th7, tax-payers
has resulted in overestimation of the total savings for the

economy; finally, the identification of deficit financing as an

item of private saving is. open to question unless the government

is prepared to incur, during the plan period, deficit financing
only to the extent, well calculated, of private saving taking the
form of idle currency and bank deposits, and unless the latter

isa-ned to pr- s, tr: hoot. hc :'lsn c'ioc'..

I
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A'PEN DIX

ECONOMIC RECLASSIFICATION OF FAK BUDEP ESTIMATES
FOR 1955-56

Introduction:	 S

This appendix does not claim much importance so far as

the results are concerned, and may be regarded just as an

exercise. The attempted reclassification of Pak budgets was

the first task that was undertaken in connection with this
S

work, the intention being to find out the true(economic)

surpluses or deficits and other analytically significant

information, and to base an analysis of the budgetary policy

of the government on the results of reclassification. But as

this attempt failed, the focus of study had to be shifted from

budgetary policy to budgetary structure. However , the attempted

reclassification has been retained as an adjunct to, if not

a part of, the main work as It may give an idea as to the fact

that the economic balances have no connection whatsoever with

the balances shown in the budget statements. As will be marked

while going through the process of reclassification, a host of

items have to be transferred from the current to the capital

account and vice versa, and as a result the economic balances

are likely to differ widely from the 'administrative balances'

(they may, of course, tend to equal one another if the divergences

in the receipts and expenditure sides respectively are of

opposite signs and approximate each other).

Since the information provided in the Explanatory

Memorandum and the Demands for Grants are not sufficient enough

to help a smooth reclassification, the economic classification
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of 'many items may appear arbitrary. For example, the receipts

from the administration of Justice comprising fees, fines and

forfeitures have been wholly itemized as a current receipt,

while much of this--especially fines and penalties involving

.substantial amounts-- may have been paid from the capital

account of the payer and as such, economically speaking, a

capital receipt for the government budget; similarly, a portion

of the expenditure from reserve funds has not been explained

in the budget documents, and this portion has been totally

itemized as capital expenditure on the arbitrary assumption

that the amount concerned has been wholly spent on developmental

purposes.

These limitations of the reclassified accounts are

frankly acknowledged. They on the one hand serve to diminish

the importance of the results of reclassification, and on the

other hand emphasize the need for adequate information as

regards the economic nature of the transactions, and proper

accounting in the department and sub-department levels in

accordance with the needs of economic character classification.

The composition of the reclassified accounts:

The following is an explanation of the reclassified account

presented in this appendix:

The current account:

The reclassified current account has been divided into

three sub-accounts: (a)the general government account comprising

the non-enterprise transactions of the government, (b)the

0

0
I
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enterprise account covering the departments whose functions
I

appear to be of an enterprise nature, and (c)the fund account

oncerning the various reserve funds created to finance specific

programmes.

The accounts are not presented in a consolidated form,

i.e., the inter-account and intra-departmental transactions have

not been cancelled out; for this to be done, more information

would be necessary than are provided in the budget documents.

The totals in this reclassified budget, therefore, are the same

as shown in the original budget documents, and are overstated,

as pointed out in chapter two while criticizing the present

budget system of the country.

(a)the general government account: current receipts:-

The heads of revenue and the Roman numbers preceding

them are the same as in the budget statement. These also include

the 'enterprises', whose transactions are later deducted and

taken over to the enterprise account.	-

Column (1) gives the total receipts under each head,

taken from the budget statement.

Column (2)represents the portion of tax-revenue falling

under each head; taxes are regarded here in the administrative

sense only.

Column (3) gives the non-tax transfers, which4 are

neither taxes nor incomes, such as transfers from sub-ordinate

governmen'ts, funds etc.

Column (4)gives the earnings or incomes of the

government, such as rents, interests, and sale of miscellaneous

goods(e.g., sale of jail manufactures) and services(e.g. 1 licence
fees.

Column (5) gives the receipts of the enterprises; these
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(iv) -

receipts are later deducted and taken over ,to the enterprise

account.
EJ

Column (6) gives the receipts which are of a capital

nature(e.g., sale of land) and yet shown as current receipts

in the original budget; these receipts are later taken over to

the capital account.

All the columns from (2) to (6) have been filled up

from figures provided in the Explanatory Memorandum to the

budget.

Current expenditures:

The heads explain the 'service, administration or area

to which the demand(for expenditure grants) relates', and the

serial numbers are the same as given In the Demands for Grants

(for the expenditure of the government of Pakistan).

Column (1) gives the total demand under each head.

Column (2) gives the demands for economic payments, i.e.,

payments for goods and services(wages, salaries, rents, Interests
and other charges).

Column (3) gives the transfer payments such as transfers

to funds, subordinate governments, and grants to educational
and other institutions and to individuals.

Column (if) gives the payments of the enterprises; these

payments are later deducted and taken over to the enterprise

account,

1.There are departments which would invite controversies as to
whether they are of an enterprise nature or not(e.g.,Broadcastjng);
these have been retained in the general government account.

U
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' Column (5) gives the payments which are, in the nature of

capital expenciltures(e.g., expenditures on works,plants and

machinery, and stores) and yet shown as current expenditures in

the original budget; these payments are later taken over to the

capital account.

Expenditures shown under items 76, 78 and 80 are payments

of a current nature which are shown as capital outlays in the

original budget; these expenditures have been taken over from

the capital account(vlde capital expenditures, column 5).

All the figures have been taken from the Demands for Grants.

(bJ The enterprise account:

The enterprise account has not been prepared on the

principles of commercial accounting because of the lack of

sufficient data; it is simply a separation of the cash transac-
tions of the 'enterprises' from those of the non-enterprise

departments of the government. The receipts of the enterprises

are all incomes and the expenditures are all economic payments.

The former have been taken from the Explanatory Memorandum and

the latter from the Demands for Grants.

(c) The Funds account:

The current receipts of the funds represent transfers of

money from the general government account to the various funds

(these receipts, as pointed out in chapter two, are shown in the

original budget as capital receipts).

The current expenditures of the funds have been found out

from the Demands for Grants(the main budget statement shows all

the expenditure from funds as capital outlays), where they are

shown as amountag deducted as expenditures met from funds, and

from the Explanatory Memorandum for the expenditures from the

Fund for Social Uplift Schemes,
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Capital Account:

The capital account comprises all the capital transactions

of the government, whether they relate to the enterprises, non-.

enterprise departments or funds. Preparation of separate

capital accounts for the enterprises and funds respectively

was not considered worthwhile as, first, the enterprises under

the jurisdiction of the budget have no capital receipts of their

own except the provisions for depreciation and renewals of

capital, all other expenditures being financed from the general

account; second, the funds have nothing like capital receipts

except the current surpluses and the opening balances, the latter

again being merged with the total opening balances of the

Treasury and are not obtained separately.

Capital receipts:

The total capital receipts have been broken down into

borrowings and other non-borrowing receipts, and contain, over

and above what is shown in the original budget as capital

receipts, receipts of a capital nature shown as current receipts

in the budget(vide current receipts of the general government

account, column 6).

Capital expenditures:

The heads and the serial numbers are the same as in the

Demands for Grants.

Column (1) gives the totals.

Column (2) gives the real investments like construction

of buildings and roads and import of capital goods from abroad.

Column (3) gives the financial investments like purchase

of land and machinery from within the country--investments

which do not increase the real-capital of the country.-*

Column (4) shows the indirect investments like loans
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and bdvances to the public, subordinate governments and the

government enterprises.

Column (5) shows the expenditures that do not result in the

creation or acquisition of capital but still have been shown

as capital outlays in the original budget; these have been

taken over to the current account.

Finally, a summary account is given showing the total

receipts and expenditures of all the three accounts taken

together.

0
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THE ACCOUNTS AS RECLASSIFIED:
Currant Accz5ttnt

(a) General Govt. Account--Receipts:	(In thousands of Rupees)
Receipts	Receipts

Non-tax Incomes	of"	of
Reads	Total	Taxes trans	Enterpri	capital

fers	 ses	nature
(1.)	(2)	(3)	(4)	(5)	(6)

I	Customs'	355000 355000
II	Central

Excise
Du.t ie s	132500 132500

III. Corpo-
ration
tax'	63000	63000

IV. Income
Taxes	128500 128500

IVA. Sales
Tax	117000 117000

V. Salt	24000	21700	 2300(1)
VI,, Opium	851	 851(2)
1/11. Land'

Revenue	2766	2766
VIII, Prov.

Excise	5707	5678	 29(3)
IX. Stamps	3764	2912	852(4)
X. Forests	463	 463(5
XI. Regis-

tration	249	 249
XII. Receipts

under
Motor
Vehicles'
Act a	1288	1288

XtIL. taxes &
Duties
under
Supl.Fin.
Act, "50	18500	18500

XIII. Other
Taxes &
Duties	9613	7113'	 2500(6)

XIV. Railways
(net)	91000	 91000

XVII
&

XVIILIrrigat ion	374	 374
XIX. Post s&

Teiegr'.	10000	 10000
(net)

XX. Interest	1013.62' 	3.01162
1. Sale of government salt--2,'  sale of excise opium and medical opium
power; 3. Miscellaneous service incoms such as fees, fines etc.; 4.do;
5. Fees and sale proceeds from timber etc.;' 6. Estate Duty.

I
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Heads

	

	(1)	(2)	(3)	(4).	(5)	(6)
Adm. nf

9069(8)
3875(9)

2000(10)

• Just Ic
XXII. Jails &

Convict
Settlenit s

XXIII. Police
xav. Ports &

PilotageW.	Lighthouses
& Light-
ships

XXVI, Educatn
XLVII. Medical
=II. Public
____	Health
xJo:X. Agricul
XXX. Vet erinzr
XXXI. Coopn
XXXII. Industries
XXXIII.Aviation-
.2UC[V. Broad'cas..

t in g
]GOCV.	Dept of

Supply &
Developt.

XXXVI. Misc.
Depts.	1571]OOCVII. Currency 20000

XXXVIII.Njnt	10372XXXIX. Civil
Wbrks	4032

XLIV. Receipts
In aid of
SuppTann-
uat Ion	123XLVI	Stationary
& Printing 689

XLVI. Miscella
neous	13972

XLVII. Defence
Services 37400

LI.	Extraori.-
dinary
receIpts 3283

'(7)

128(14)

1100(13)

1014

196
839

2485

340
601
335
254

1429
274

14
19

3194
969

6143
470(u)	1101

20000
10372
4032

123
689(12)

1100(13)	12744
37400(15)

1783(16) 400(17)

1015

196
839

2485

340
9670
4210

254
3429
274'4

19
3194
969

6143

Totals	• 1.390230.. 857740.. 15749.- 207798-	- 105214.i	3729
Total  current receipts- in the General Govt.&cc. , (1)(5)-(6)1081287.	-
70 Sale of unclaimed & escheated property; 8. Contributions from HnIcIpal-Ities (5104) & TransThr from fund for social Uplift Schemes (3965); 9.
Tansfer from the fund for S.U.Schemes; 10. Contributions from province &
St at te s; 11. Transfer from the fund for S .0 ..Sc h eme s; 12. Sale of Grovernmentpublications; 13. Transfer from fund for S.U.S.; 14. Sale of stores; 15. 2
Sale of obsolete stores & Recoveries on account of stores Issud on payment
a part of this may be receipts from the capital account of the payers, but
this could not be separated; (contd).

Dhaka University Institutional Repository



-: ( X ):-
EX,p e n d it ur e  a:

Economic Transfer Payments Capital
Heads	 Total	Payments Payments of Enter payments

-prises
(1)	(2)	(3)	(4)	5) (19)

1. Cabinet	 5350	- 5349
2. Other Exp. of

Cabinet Secretariat	50	 50
3. Ministry of Commerce 4099	4099
4. Ports & Pilotage	531	531

	

51 Lighthouses & L-ships 220	220
6. Commercial Intelli-

gence	 399	399
7. Other exp of Ministry

of Commerce.	959.	959
8. Mm, of Communications 334	334
9. Pak Railways (20)

10.
11.
12. 1234

939
1071
3709
5845

711500
2844

672
1206

&j seum 5	 941	837
21. Education	 11326	2317
22. Mm. of Finance	4572	4572
23, Customs	 12196	11705
24. Central Excise

& Salt	 11818	7667
25.
26.
27,
28,
29.
30

!.Levy on impopted cotton cloth; 17.11ebate from the Attock oil Co.;
18. Sale of Land:; 19. Unless otherewise stated, this column represents

expenditures on worics, plants, machinery and sto4.

13.
14.
15.
16.
17.
18.
12.
20.

Posts & Telegraphs (21)
Central RoadFund	9000
Other exp of Mm.
of Communications	1344
Constituent Assembly 939
Mm. of ]fence	1071
Meteorology	4199
Aviation	 14001
Defence Services	711500
Mm. of Ec. Affairs 2344
Tech

"
Assistance &

Economic aid:	7868
Mm.. of Education	1206
Archeology &

9000

5727

7196

1
9009

2

	

100	4051
Taxes on Income,
Corpn & Sales tax	5148	5148
Other exp on collec-
tion of revenue	1696	144
Audit	-	10757	10757
Currency & Mint	3700	3700
Sup erannuat ion
Allowances &Pensioris 5081	 5081
Grants-in-aid & Misc.
Adjustments between
Central & Prey Gov'ts 12528	28	12500

1552

110

490
2419

103

489
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Heads	(1)	(2)	(3)	(4)	(5)_

31. Other exp of Nin.of
Finance	1502	1332	170
Debt Services	94958 74958	o20000(20)

32. Mm. of Food &
Agrlture	2333	2333

33. Forest	412	392	20
34. Survey of Pakistan	141B	1418
35. Bot & Zoological

Survey Department	198	198
36. Agr., Veterinery &

Cooperation	5117	3301 1693	123
37, Fisheries	336	336
38. Mm. of Foreign Affairs

& Comnonzea1th Relation
-s	2954	2952	 2

39.Foreign Affairs	22324 19706 2618
40.

	

350	100

	

3314
	

10
494
7929 1508

	1557	270

	

5214
	

3995

	

335	10
4511

838
620

	

569	20

	

8068
	

130
3193

512

4840

	

6656
	

345

151
1003

11547
303

24590 8239

	

46
	

64

1083

7785
C)

	1792
	

568
545

.Appropriation for reduction or avoidance of	debt, which has been
shown in the cap account as a capital transfer from the general accun

-tto the rund for redemption of debt and as a capital receipt of the

41.
42.
4a,
44.
45.

46,
47.

48,
49.
50.

51.
52,

53,

54.

55.

56.
57,
58,
59.
60.

61,

62,

63.
64.

65.

Other exp of Mm.
F,A.C.IR.	450
Staff of Governor
General	3324
1 ,1in of Health & Works 494
1dica1 Services	9437
Public Health	1827
Civil Works	9209
Other exp of Min.of
Health & Works	345
Mn. of Industries	4511
Irrigation, Navigation,
Embankment & Drainage
Works	838
Geological Survey	620
Industries	589
Dept of Supplies &
Development	8198
Stationary & Printing 3193
Other exp of Mn. of
Industries	512
Mn of Information
& Broadcasting	4840
Pak Broadcasting
Service	7001
Other exp of Mm. of
Information & Broadtng 151
Ministry of interior 1003
Police	11547
Civil Defence	303
Karachi	32829
Other exp of Hln.of
Interior.	110
Min. of Iashinere
Affairs	1083
Exp connected with
Kashmere Refugees	7785
Mn. of Labour	861
Other exp of Mn of
Lab.	2360
Ministry  of Law	545
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Receipts	Payments

	

(incomes)	(economic )
Enterprises

S	 S	
•	 -( xii ):-	 S

Heads	 Ci)	(2)	(3)	(4)	(45)

66. Administration of	 -

	

Justice	 690	69067. Min. of Parliamentary -	-

	

.Affairs	 66	66Pak Public Service
Cbnmjlssjon	569	56968, Min.of Refugees &
Rehabilitation	802	80269, Rehabilitation of
Refugee & Protec-
tion of Evacuee

	

Property	23056	4566	1850070. Mm. of Frontier

	

Regions	 452	45271. Frontier Regions 68960	66102	310	 2548M. Baluchistan	18094	17097	414	 583
Totals	-	1203883 -1079721 -	83160 - 9634 - 31363

Current expenditures
shown ascapital
outlays in the
budget(vde capital expenditure account, column 5):76. Ports	 50	50

	

78. Defence	 21000	21000

	

80. Pensions	1155	 1155
Grand totals	1226088 -1100771 -	84315 9634 - 31368

Total current: expenditures-from the General Government
Account - (1) - (4) - (5) - 1185086.

(b) Enterprise Account:

Salt
Opium
Railways-(net)
Posts- and Telegraphs
Irrigation, Navigation &
Embankment
Stationary and Pfinting
State Traaing (net)

	

2300	 3551

	

851	 155291000
10000

	

374	 7?

	

689	 86
22411

Totals	 105214	 30577

0
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(c) Fund Account:	-:( xi.i ):-

Funds Receipts	Payments	do•
(transfers) (economic)	(transfers)

Railway Improvement Fund	7500
Central Road Fund	9000
Coal Mines Labour Welfare' Fund 420
Special Fthd for Rehabilitation
of Refugees	 18500
Posts and Telegraphs
Welfare Fund	150
Fund. for Scientific & Industrial
Research
Fund for Educational & Economic
Uplift of Scheduled Castes
Fund 5for Social Uplift Schemes
Fund for Agricultural Development
Fund for Glaser Inter-Provincial
Contacts
Fund for Overseas Scholarship
Schemes
Fund for Development of Urdu

2616(21)

6050 (22)

150(23)
9500(24)

2057 (25)

1800(26)

48(27)
100(28)

Totals	 35570	13221 -	9500

	

total current expenditures	22721

21. Vide Demand foi Grant No.11. 22. do , no.49; 23. do, no. 21;
24. Explanatory 1morandum, p.39 2 transfers from the fund to the
centrally administered areas-i.e, to the current account of the
Govt. budget. 25. Demands for Grants, nos. 32,36 1 37 7 72; 26. do, no.2;
27. do, no. 21; 28. do, no. 21;

Capital Account -- Receipts:

Items	Total	Borrowings Other Capital
Receipts

Perrlanent c1eht-intern1
(not)	150000	150000

De-external (net)	 54415	54415
Treasury Bills & 0her
Floating debts	201137	201187
Unfunded debt (net)	78993	78993
Foreign aid Fund	 632304	'	632304
Recoveries of loans and
Advances	 1-13297 43297
Niscellaneous Capital
Receipts •	39923	39923

Deposits onci Remittance
transactions (net)
Provisions for depreciation
& rcnem1s of Railways
Post & Telegraphs, Sal
and Printing Press	 36007	 36007
Capital receipts treated as
current receints in the
budget (vide current" acc. coiG) 3729	720

ko-o-ropriation _p ,% Ile	debt	Q0
total	1237482	462222	775260

T
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.	 /

Capital iccount- .Expenditure:

Heads	 total real in- financial Indirect Orrrent
vestment investt	Investt	extend.

(1)	(2)	(3)	(4)	(5)
74• Railways -	145000	 145000
-7 5. Posts and Telegraphs37368	 37368
76 • Port s	 2963	2701	212	 50(29
77,, Civil Aviation	8300	3300	5000
78. Defence	 88500 67Q	 21000(30
79,, F.int	 71	71
80. Pensions	 1155	 115501
81. Hise. Day, projects 18729	7729	11000
82. Forests, Agr. iirprove-

	

ment s and research 20948	816 20132
24. New Federal Capital 1902	1718	190
85. Civil Works	72183 71291	892
87, Industrial Develop-

ment	 162911 162911
88. Irrigation, Thie].

& Power	 45444 39167	1792	4485
29. Printing press	2362	 2362
91. Broadcasting Service 1500	1500
92. loans & Advances 600888	 500888

TOTALS	1110230 358704 39218	690103	22205

Capital expenditures
Shotn as current in
the buget(current acc.
column 5 & part of
Column 4):
24. Salt	 500
25. Irrigation	761
51. Stationary & Printing 207

500
761
207

NIMM

D

	1 	1

	

110	 110

	

490	490

	

2419	2169	250

	

103	103

	

489	4	435

	

20	20

	

123	123

	

2	2

	

39* 5	3971	24

	

130	1:30

	

345	145	200

	

2548	2394	154

	

583	583

1 • Cabinet
12. Other exp of •iin.of

Communications
14. Heteorology
15. Aviation
20. Archeology & Nusenma
23, Customs
33. Forest
36, Agr., Vet & Cooperat

ion
38. Min.of F,A,C,R.
44. Civil Works
50. Dept of Supply & They.
54. Pak Broadcasting

Service
71 F'ontier Regions
72, Baluchistan

Appropriation for
reduction of debt 20000 20000

Expenditure from minds 110938 110938(32)

- Grand totals	1254004 479787 40441	711571	22205

Total caoital exenditures-----(1) - (5)	1231799
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-:( iv ):-.
L'Y Account Si

Current Receipt	 (in thousands of Rupees)

Account	total tax-revenue	non.tax	incomes
transfers

General Government	1081287 857740	15749	307798
Ent efpr ± Se	 105214	 105214

35570	 35570

total	1222071 857740	51319	313012

Curreht expenditures:
Account	total economic	trabsfer	balance

payments	payments

General Government	1185086 1100771	84315	-103799
Enterurise	 30577	30577
Fun 	 22721 13221	9500	12840

total	1238384 1144569	129315	16313(33)

Capital Account:
Receipts:	 Expenditures:

borroring s
non-borrowings

total cap.R:

462222 real mv 444287
755260 financial

inve stmt	40441
indirect
investut 711571

1237482, Cap E:	1231199

5683

Total Receipts-	2459553; Total Exp.2470183
Net balance met by drawal on cash balance: -------	-. 10630.

29 0 Provision for emigrant expenees; 30. Defence outlays on plant &
lachinery; 31. Payment of comted value of pensions; 32. Part of
Expenditure met from funds has been absorbed under the other heads
of capital expenditure, and amounts to 120169 thousands of Rupees;
the item under consideration is the unexplained portion of the total
disbursements from the funds i. .Ahich has beep assumed to be real capit
-al expenditure ( 133659 - 22721 , 110938);
33. Against this figure of current deficit, the budget statement
shows a deficit of 13653 thousands in the current account.
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Note to the appendix
calculation of the curr:tbalance in ecec'rdarce wih

•	the treatment in the draft five-year plan

or revenue receipt;

SThce the plan has treated all taxes, including estate duties,
as i-evenue recipts, the total revenue receipts accordine to it
will not be	1222071 ,000 as shown in our reclassified accounts,

Mt, will be Rs 1222071 ,000 plus 2500,000(estate duty), or

1221 1.571 ,COO
Current or non-development expenditures:

'irst,"the development outlays embraced by the plan are not

confined to investment in fixed capital, hut included outlays on

certain new or expanded echemes in the fields of education, health,

Village AID and other social services which, ....serve to increase

the community's intangible productive capital, by raising the

fitness and skill of the people."

Second, the plan treats savings as a gross concept eo1
net, so that provisions for epreciation and renewals of c n	1,

and other expenditures on ieir etc. are not hored against

saving.

Total Current or non-development expenditure in accordance with
M plan, therefore, will not be Rs l23,000 as shown in our

reclaified accounts; instead, the following items have to be

S

I-..

(in ,000)
no fli -- ehrlrohi; fcr education

medical edr --
training of medical graduates
and nurses

:H?--stipends to trainee teachers--
--scholarships

Lump sum provisions for schemes
financed from the fund for
bocial U plift Schemes:

--.ducatjon
1 -- Medical
72--- aluchistan

43 9
3 

I go
40

0

I
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1 P

27
971

672
9 çn

/1(193/

71	Frontier Regions

I
..

D	 -.

lb

H
72	Scholarships ------

ump sum Provision for expansion
of education in Baluchistan --	100xpcnditures from the fund for
Overseas scholarship schemes --

/ 5556/

Lump sum provision for V-AID--	102
V-AID prorramrne in Baluchistan-	1043

:rriturcs on repair's Rrd replacements etc:
12	Ports and Pilotage	-----	62
15	Aviation	 913

549
4alt	 42

AV	 'rfl Works	 35---- .	 3971
1 50

47	-1rrigation	 71.

J

Rb

Provisions for depreciaticn& Renwals of
.ailways, Posts and Tclegraphs, S.It an
rinting Press	 //

Total ceducticns	 5(ta

Total ncnre ronue e::rj,ures --- 123834 - 5901	1173
current balance(grcss caving) --- 1224571 - 11753

net	----L'flE - 52200*	- 1T1 2

A
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