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The structure of the lecture

History and development of public budgeting and public
expenditure planning

The political context of budgeting, including key actors,
roles and processes

Current challenges and problems with the budgetary and
spending processes

Comparative perspectives on budgeting



Origins — State expenditure

States require resources to pay for their activities

Early English/British government:

First ‘appropriation’ [denoting of use] in 1340
Royal household (‘Civil List’ — 1698)

- civil government, Royal Household
Public construction, eg, palaces
Army, Navy
War
Subsidies, patronage



Origins - Income

Revenues derived from:

Levies on trade, markets
Property: Poor Law, 1601

Stamp Duty
Duty on commodities, eg, tea (NB: colonies)

Poll taxes (per capita)
Windows
Taxes on alcohol

Income tax only from 1799-1802, then 1842

‘Rates’ (property — parishes)



Modern budgeting

“In most countries [the term ‘budget’] refers to
the annual expenditure and revenue plans
tabled in the legislature”

- Joachim Wehner, 2010

Ubiquitous in democratic governments across
the world

Principle of Parliamentary consent to taxation
gained constitutional recognition in Magna Carta



UK government budgeting -1

HM Treasury enjoys powers iInherited from the Crown,
especially in relation to ‘appropriations’

Cabinet has a powerful role in determining the annual
budget

Powers of House of Commons in relation to voting on
the annual budget are limited by Standing Orders

House of Lords cannot vote on legislation concerned
with public money, but does hold a budget debate



UK government budgeting - 2

Role of Parliament reflects historic relationship
with the Crown

- Sovereign sought approval and authority of Parliament to
raise taxes for spending

The Crown (Cabinet/HMTreasury) proposes
taxation and expenditure, not Parliament

Scotland and Wales now have devolved
budgetary processes



UK government budgeting - 3

The principle of annuality for ‘supply’ (resource provision)is explicit
in law

Specific provision for expenditure is only for a specified financial
year only

The principle of universality — all revenues and expenditures are
included in budget-related documents — is not embedded in
legislation in the UK, although it is practised

The principle of unity is absent: separate laws and legal processes
are used to approve the annual revenue and expenditure estimates.

The principle of specificity needs to be qualified. Parliament
approves very broad aggregates.



UK government budgeting - 4

Key actors

(The Crown)

Prime Minister
- wide, informal, powers (eg, right (by convention) to appoint and

dismiss ministers)

HM Treasury derives power from Royal prerogative

Chancellor of the Exchequer is ‘finance minister’

- Civil servants work to deliver government policy

- Permanent Secretaries (in spending departments) are ‘Accounting
Officers’ for each department’s use of resources



UK government budgeting - 5

The process of budgeting

The Chancellor’s annual Financial Statement and Budget Report
[March, or after GE]

- Determines overall tax take and rates for each tax
- Now subject to Office for Budget Responsibility oversight

Finance Bill
- Parliamentary scrutiny, Committee stage, amendments

Parliamentary approval for expenditure delivered through the
‘'supply’ process

- Supply Estimates published in line with government’s published Spending
Review [Department-by-department totals]

- Can be revised by mid-year Supplementary Estimates
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UK government budgeting - 6

Legal authority for government expenditure given by
Appropriation Acts and the Consolidated Fund Act

Appropriation Acts give legal force to the Supply
Estimates

The Consolidated Fund Act authorises a single sum of
money for the supply of resources for government
expenditure

These Acts are voted on without debate



A real process of merely a
formality?

Closer to a formality than a true budgetary process

‘Supply’ debates are now largely used for Opposition or
general debates, and are rarely linked to the
government’s financial proposals laid out in the Supply
Estimates

- Anyway, constitutional practice dictates that the House of Commons cannot propose
Increases to estimates or, indeed, transfers within budget heads

- Rejectionis the only (nuclear) optionwhich government MPs will stop
- More recently, departmental selectcommittees consider estimates

“99.9 per cent of government spending is passed without

even the pretence of formal debate” (aex Brazier and Vidya Ram
in Inside the Counting House, Hansard Society, 2005)



Other Important processes

Government Spending Reviews

- generally every two years

- determined by negotiations between the Treasury and all other
departments

Public Expenditure Statistical Analyses

- annual publication showing outturn expenditure

Departmental Annual Reports

- outline policies, aims and objectives of each department
- also expenditure on major elements of services
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Audit

External audit function established in 1866
Exchequer and Audit Department

Today: National Audit Office, headed by
Comptroller & Auditor General

- C&AG Is an officer of Parliament
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UK public expenditure
- growth since late 1940s (rs)
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UK public expenditure — by service

(IFS)
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UK public expenditure — by
department (IFS)
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Public expenditure as a share of

Social
security

NHS
Education
Defence
Public order
Debt
Transport

‘TME, of which:

Investment
Recurrent

(IFS, TT: 2012-13 on a slightly different basis)
Percentage of GDP

1958-59

6.0

3.2
3.3
6.4
n/a
2.7

n/a

36.9

3.4

33.5

1978-79 1996-97
0.8 13.1
4.4 5.1
5.2 4.6
4.5 2.8
1.5 2.0
3.9 2.9
1.6 1.2
45.1 39.9
2.5 0.7
42.6 39.2

GDP

2008-09
11.9

7.8
5.7
2.6
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1.7
1.5

43.2

2.5

39.4

2012-13
16.1

7.9
5.6
2.3
2.0

1.2
43.1
2.0
41.0



Public expenditure as % of GDP

(Comparative)
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UK taxation in 2013-14

£bn
Income tax 155
National Insurance 107
VAT 103
Corporation tax 39
Council tax 27
Fuel duties 26
Other 130

TOTAL REVENUE 587



UK public expenditure In
013'14 (HMT)

£ billlon

Curtturmn Forecast
201112 2012-13 2013-14 201415 201516 2016-17 2017-18

Public sector curment expenditure (PSCE)

PSCE in RDEL’ 3226 3195 3B 372 3142 3074 29941
PSCE in Annually Managed Expenditure  321.2  337.7 3521 3628 3801 363 4139
of wihich:
Social seourity benefits 174.9 182.8 180.4 184.4 1891 193.1 197.6
Tax credits P Py 29.0 298 313 332 34.4
Met public sanice pension paymeants ED 10.5 11 124 136 149 162
of which:
OF wnfunced pension schemas [ B9 9.5 no.r 1.9 129 141
LG paoiice and fire pension schemes 1.4 1.6 1.6 1 1.8 1.9 20
Mational lottery cument grants 1.1 1.1 1.2 13 1.5 1.6 1.7
BEC domestic sendces ourment expenditune E: ] 34 15 4.0 37 E¥:] 39
Fees associated with finandal interventions -2.0 0.6 0.3 -0.2 0.0 0.0 o]
Crther PRCE items in departmental AME 1.1 20 14 1.2 11 1.1 1.2
Expenditura transfers to EU institutions 5.9 T4 B.5 5.7 6.1 5.9 6.0
Locally-financed current expenditure 216 138 36.1 IR0 305 41.0 431
Central gowernment gross debt interest 479 465 495 1.8 Lra 64.4 73
Depredation 16.0 16.9 17.7 18.4 9.2 199 0.6
Current VAT refunds 1.7 11.6 12.3 12.3 12.4 12.2 11.8
Single use military expendibure 25 4.7 4.7 4.2 4.7 4.7 4.7
Emdronmental levies 05 1.3 1.7 2.1 18 ER| 38
Other Mational Acoounts adjustments -2.2 -2.4 -2.6 -2.6 -1.5 -2.5 -2.4

Total public sector current expenditure 6438 657.2 6729 &EOOD &042 TO3T7 TI3.0
Public sector gross Investment (P5GI)

P5GI1 in CDEL? 348 33 33.7 36.9 36.1 36.5 36.7
PSGI In Annually Managed Expenditure 15.0 12.8 135 135 14.4 14.7 15.4
of wihich:
Mational lottery capital grants 04 0.4 0.5 0.& 0.& 0.7 o7y
Orther PG items in departmental AME -1.0 0.8 0.8 09 0.8 o7 1.3
Locally-financed capital expenditure 165 71 6.4 63 6B 70 6.7
Public corporations capital espenditune BT B.2 59 9 6.0 [ [
Crther Mational Acoownts adjustments -1.6 -1.7 -0.1 -0.2 0.2 0.2 032
Total public sector gross Investment 40.8 16.1 47.2 S04 504 m1.3 521
Less depraciation -21.1 -22.1 -23.0 -23.8 -24.6 -25.4 -2e3
Public sector met Investment 8.7 -6.0 24.2 6.6 5.8 5.8 25.8
Total managed expendiure 693.6 &733 TI00 T304 T447 T549  Tes1

"implied Of rombers for 2005-16 7006-17 and 207718 Caimlaed as the oifference: beovwean PSOE and FPSCE I AME i o case of PSCE i BCEL
and banwaan PSGT and PSGL I AME in the mse of PSGT in CDEL




Deficit

The UK deficitis the gap between Total
Managed Expenditure and total revenue

£720bn - £587bn (with adjustments)

2013-14 deficit: c£110bn



Traditional analysis of the Treasury
and public finance processes

Heclo & Wildavsky in their study The Private
Government of Public Money and others argued
that there is a powerful relationship between the
Treasury and spending departments within a
‘Whitehall village’ which has powerful values and
norms.

Civil servants are loyal not just to the department
but to the civil service, who prize coherence and
continuity



Contemporary analysis of UK In
International context

(OECD JOURNAL ON 50 BUDGETING —VOLUME 4 —NO. 3-1SSN1608-7143—-© OECD 2004)
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Differences in budgetary powers of
executive and legislature: UK and US

(OECD JOURNAL ON 50 BUDGETING — VOLUME 4 —NO. 3 - ISSN 1608-7143 — © OECD 2004)

United Kingdom

United States

Execufive
An executive office drafis
the annual budget.

The political executive proposes
the budget to Parliament.

Legislature

The legislature considers
the budget in committees.

The legislature approves
the budget as law.

H.M. Treasury prepares a draft
budget for Cabinet approval,
subiject to government-decided
rules on fiscal aggregates, which
will not be challenged by
Parliament.

The Chancellor of the Exchegquer
makes a speech, at around

the beginning of the fiscal year,
outlining the decisions that
Cabinet has reached on all
important budget matters.

Yes, but only in the House of
Commans. Most commitiees take
little interest in the draft budget,
mainky because any proposals

for substantial changes are
unlikely to be adopted. Such
proposals are vetted by the House
of Commaons Liaison Committes
and only three days of debate are
allowed in plenary session.

Yes, but the adoption of finance
acts and appropriation acts are
mere formalities — they are not
debated at the stage when the
budget becomes formal law.

The Office of Management and
Budget, a presidential agency,
prepares a draft detailed budget
The executive may propose

a medium-term fiscal strategy, but
this s not Binding on Congress,
which has unlimited power to adopt
its own fiscal strategy.

The President submits a draft budget
to Congress eight months before
the new fiscal year begins.

The President's budget provides

a baseline for the “real” budget that
i= made by the lkegislatura.

Budget committees of both the
House of Representatives and the
Senate first agree on a “budget
resolution™ which could propose
fiscal aggregates quite different from
those proposed by the President.
Subsequently, appropriation
sub-committees may alter budget
programmes substantialky.

Yes, for discretionary spending,

the budget becomes law in the form
of 13 separate appropriation bills,
which cowver about one-third of total
federal expenditure. Non-
discretionary spending and taxes are
also approved but by other laws.




Separation of powers and the need
to adopt budget-related laws

(OECD JOURNAL ON 50 BUDGETING —VOLUME 4 —NO. 3-1SSN1608-7143—-© OECD 2004)

F Presidential

Increasing /

[
Semi- presidential systems
and parliamentary republics

7

Need to Pardiamentary monarchies with
adopt codlition governments
law for

budget
system

Fardiamentary monarchies with
first-past-the-post electoral system

e » Increasing —»
Strength of separation of executive and legislature




Political science research into
effects legislative control

Wehner (2010) found that “legislative effects on public expenditures are largely driven by
one particular variable, that is, the power of legislators to amend the budget. In contrast,
a number of other budget institutions highlighted in the literature do not appear to
significantly affect the size of government”. And...

“Parliamentary control of the budget is difficult to attain if not elusive. Many national
legislatures have neither the institutional means nor the political independence to be
influential budgetary actors....Active legislative bodies, on the other hand, are prone to
suffer from a pro-spending bias”

OECD Journal, Volume 4 No 3 concludes: “The executive branch has two particularly
important roles to play in budget processes. First, it must prepare the initial draft of the
annual budget, which should be set in the context of a coherent medium-term fiscal
strategy. Second, the executive is responsible for executing the annual budget and
accounting to the legislature for budget implementation and result”
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