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Introduction.

The paper deals with the problems of governance in Europe after
the Maasstricht Treaty and the Stability Pact following the Monctary
Union.

First section deals with the need of a monocratic budgetary pro-
cess by the Cabinet in the « governance», as for the allocation and
management of public expenditure and revenues not only of its own
Budget but also and chiefly of the consolidated General Government
Budget, inclusive of the Budgetary relevant Public Enterprises, of the
Non Commercial Autonomous Public Agencies and Institutions (as
those in the area of Welfare and Education) and of the Lower Level
(regional and local) Governments. Limitations of powers of making
debts and extensive privatizations are suggeted to increase the elfective-
ness of governance by Cabinet.

Sccond section deals with the « basics of public expenditure » in
relation to: a) aggregate fiscal discipline, b) allocative efficiency, ¢) oper-
ational effciency, suggesting, to these effects, the discussion by the
(abinet and approval by its Head and then by the Parliament, before
the Budgets, of a Document of Financial and Economic Planning with
the macro and meso fiscal figures for the medium term. As for the
deficits they shall be binding, for the entire period. For the rest of the
content, they shall oblige for the first year only. The Monocratic Bud-
getary Process shall be carried on by the Head of the Cabinet and by
the Minister of Treasury on the basis on that Document.

Third section focuses on the requirements of a) Transparency, to
be reached avoiding « opportunistie behaviour » accounting praetices
and b) Financial Accountabilify to be reached by «prudentail ac-
counting » and by limiting the development of Central Government’s
contingent liabilities,



— 806 —

Fourth section is on the role of a Top Level Independent Cabinet
Auditing Office a) to coordinate and standardize the information flows
of the various entities of Central Government and of General Govern-
ment ) to monitor the unreliable agents of the various entities rele-
vant for the General Government Budget.

Fifth section deals with the Central Government as supplier of
Budgetary and non Budgetary priorities and with how to identify the
demand for basic priorities of the country, to make choiches suitable to
consensus,

Sixth section is on how the Cabinet should keep its binding pri-
orities, by realistic forecasts, prudential policies and delermination in
carring on ils fundamenial choices.

Final section: deals with evaluation of: &) implementation of
strategies of the Cabinet; b) implementation of basic macro and allo-
cational choices of the General Budget; ¢) public bodies performances
— both by the Cabinet Auditing Office and by an external Auditing
Institution reporting to the Parliament (as in Europe the Court of
Accounts), comparing them with the controls of market economy cor-
porations (1), '

1. Central Government and the « General Government’s » Budget. The
Monecratic Budgetary Process by the Cabinet.

The Cabinet of the Central Government (henceforth C. Gov.) is
in the core of the « fiscal governance issue ». It has, however, a sort of
asymmetric situation, particularly as for the effectiveness of its policy
decision making. On the one hand it is considerend by the Stability
Pact and by the financial markets and investors, as responsible of
general fiscal governance; on the other hand, in a policratic country,
it is not the sole fiscal and budgetary power. Normally a parliamen-
tary process is required for the approval of C Gov.’s Budget: and par-

(1) The focus is on countries, that to be able to sustain an high growth path to-
gether with domestic and foreign monetary stability, require a structural adjustment
process and, more generally, an economic policy in which fiseal gevernance is para-
mount. The nternational perspective is necessarily that of global. markets.I draw hoth
from my personal experience as Cabinet member and Minister of Finance in the 80
and as Chairman of the Italian Senate Finance Committee, in the first years of the
'90; and from my researches for Internation Institutions on developing countries and
on Kuropean countries’ problems in the adjustment processess; these last to meet the
Maastricht eriteria on deficit and debt and the subsequent requisites of the Stability
Pact.
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liamentary amendaments might challenge the fiscal diseipline deviced
by the Cabinet, unless there are severe constitutional contraints (2).
FFurthermore, generally, do exist autonomous Lower Level Govern-
ments (hence forth L.L. Gov.) and quasi autonomous Public entities
and Public corporations whose budgets may comprise deficits and
dcbts not easy to be detected and controlled be the Cabinet. These
« oft Budget » (8) public institutions represent a big problem for the
fiscal governance by the Cabinet (4).

Some of them are phisiclogical components of a well organized
pluralistic system of Government conforming to the requirements of a
modern market economy, open te the global markets. Thus even if a
robust executive power with a head endowned of great power, is nec-
essary, as the « captain of the ship of the country », to guide it firmly
in the open sea of contemporary global economy, important Local
Governments with thelr autonomous Budgets are necessary for an or-
derly, efficient economic and civil society, in an age of expanding ur-
ban population.

But many other « off Budget » public or quasi public institutions,
organized as non commercial or commercial autonomeous entities, ad-
ministering public money, have a much less dubious qualification.
They often appear to be hybrid entities playing as « quasi Govern-
ment institutions » vis a vis the market, to enjoy privileges of the sta-
tus of « public entities » and as « quasi market » vis a vis the Govern-
ment, to claim autonomy and exemptions from its fiscal disci-
pline (). As a general rule, a clear line should be drawn between

{2) In Italy the constitutional constraint to fiscal deficits by artiele 81 of the
Ttalian postwar Constitution has not proved cffective, because too vague and badly
conirolled. See Forre, 1999. Accerding to the postwar German Censtitution (Griin-
dGesctz} article: 110 and 115, in the Federal Budget, expenditures other than those
for investment must be balanced by final revenues, According to article 118 amenda-
ments by the Parliament increasing. expenditures or reducing revenues immediately
or in any future time need the consenus by the Federal Minister of Finance. Accor-
ding to article 40 of Frenech Constitution of 1958, Parliamentary amendaments are not
admitted if cause a reduetion of revenues or an increase of expenditures even covered
by new tax burdens.According to the Gramm-Ruding-Holling Act approved by the
Congress and the president of US in 1985 the Federal Budget had to be constrained to
a pradual deficit reduction, to reach the balance in 1991, The new procedure initially
did not prove effective (see LELovup, Luck Granam § BArRwix 1987), Ilowever in 1999
the US federal Budget shows a surplus. :

{8) The Budget I am referring to, here, it is — obviously — that of the Central
Government narrowly defined.

(4} German Constitution, article 132 submitts all the “ofl Budget” expenditu-
res to the consensus of the Federal Minister of Finance.

(8) For the fiscal issues raised by the « blurring of the public and private sec-
tor », as for Asian (emerging} countries by these entities see HELLER, 1097,
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these «off Budget» entities that may be considered as public en-
treprises (let me call them OBE) and the (often innumerable) public
entities of non commercial nature, as those in the area of health, wel-
fare, culture, education, recreation, research which must considered
as «non profit » public institutions and the Regulatory Agencies as
well (let me call all of them OBN), whose Budgets should be consoli-
" dated within the Budget of the Government-which owns or controls
them. The General Government Budget (henceforth G, Gov. Budget),
obtained by consolidating C. Gov. Budget, C. Gov. OBN Consolidat-
ed Budget, financial results of C. Gov. Budgets, L.L. Consolidated
Gov, Budgets with their OBN and results of their OBE, shall give to
the head of the Cabinet the full picture of the scope of Cabinet’s Bud-
gelary tasks, OBE, whether belonging to the C. Gov, or to L.L. Gov,,
and whether performing industrial, or trade’ or financial services, in
my opinion, should be organized as « corporations » subject to the
laws of private corporations, without any privileged access to the
banking system and to the financial market (6); and as far as possible
also « privatized » from the point of view of the capital ownership. So
that they shall be subject to the control of the market and obliged,
by its constaints, to balance their eurrent budgets and to be careful in
their investment policy (7). Before a true privatization has been car-
ried on, their current deficits should be included in the Budgets of the
Governments (8) to which they belong, in the year in which they arise.
As a rule — if a Government believes that systematie lossess of a giv-
en public enterprise, let us say the State Railways or a Muncipal Bus
Service, are justified in terms of publie service — that Government
should give an yearly grant to that OBE, obliging its management to
balance the current accounts, gross of grant (9). As for capital expen-
ditures of OBE, financed by debts, until they are not substantially
privatized, seems to me, that these expenditures should be added to
the investment expenditures of the Government to which they be-

{6) These are, actually, the rules prescribed by the Maastricht Treaty, as for
public enterprises, to avoid distortion of competition and to contro! excessive public
debts, in the Europcan Union,

%) In some cases the Government might simply retain a small {e.p. less than
5%} « golden share ».

(8) Frequently the lossess of OB are temporarily financed by debts with the
creditors and the banks.

{9) The European Union tries to set the rule that only exceptionaily public ser-
vice’ public enterprises should be allowed to get trasnfers from Governments other
than for investments, But it has not yet succeded in enforcing this rule for State Rail-
ways and Municipal and Regional Transportation Services.
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7. Bvaluation of Implementation of the Budgets and Concluding Re-
marks.

Implementation of Cabinet Budgetary choices shall be judged
from two points of view: the degree of success of the strategy and the
performances in the various sectors of activity at the macro and at the
micro level, Two type of Institutions of controls are required and gen-
erally adopted by the most refined Budgetary legislations: the inter-
nal auditors guided by the Central Auditing Office, and an external
control Institution (as in many European Countries the Court of Ac-
counts) who exerts its control on the Central Government and its
main Institutions, referring to the Parliament.

In a private corporation, internal control, is done continnously
by the « Budget » office and an external control is gencrally done by
professional auditors who certify the accounts: but above all, the
main external control of a corporation is done by the market, through
the Stock Exchange. Here actual profits and their perspectives, arc
the indicators of the success for the strategy adopted and for the effi-
cieny and effectiveness of its implementation. As for Cabinets, there is
not this specific kind of control. The Parliament and public opinion
do not replace the Stock exchange. Domestic and international finan-
cial markets however judge Cabinets too. What matters for Govern-
ments Budgets, with some similarity to corporations, are

1) the timely implementation of the medium long term struc-
tural strategies to which the Cabinet is committed,

2) the results in terms of macro ecnomic and fiscal parameters,

3) the indicators of quality from the point of view of efficieny,
effectiveness and equity of fiscal action.

It is beyond the scope of this presentation to examine the metho-
logical aspects of this control. Let me end, quoting a recent J. Stiglitz
« Lecture on Economies in Government » « Making Government pro-
cesses more open, transparent and democratic, with more participa-
tion and more effort at consensus formation, it is likely to result not
only in a process that is fairer, but one with outcomes that are more
likely to be in accord with general intercest ».

Biblingraphy
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long; and their debt should be accounted for as a « contingent liabili-
ty », in Government’s accounts.

OBN financial autonomy should be severely limited. They should
be obliged to balance their Budgets both for the current and capital
expenditures, by their revenues and transfers from C. Gov., and L.L.
Gov. Budgets. They should not be allowed to have access to credit
from the banks or the financial market (10).

I..L. Gov. not only should be obliged to balance their current ac-
counts budget as OBE, in order to allow the Cabinet to be in full on-
trol of the aggregate public debt and of its management, capital in-
vestments of L.L. Gov. Budgets should be financed exclusively by
their final revenues, by capital transfers from the C. Gov. and by
loans from a C. Gov. specialized credit institution asking for guaran-
tees on their revenues (11).

Many public services may be run by private enterprises under a
Regulatory Authority. ,

I would there fore propose another general principle: privatize all
the public investments that can be run with market economy re-
sources, to save the scarce public resources for high priority invest-
ments inherently public, in the Cabinet judgement. Water supply,
sewer systems, highways, telecommunications, Tv, airports, ports,
airlines, many railway and bus services and postal servieces, ecological
services and related investments may be handed over to the market
cconomy (12), perhaps with free supply of the land on which the in-
vestment has to be made. But also schools’ building, hospitals, and
several other buildings destined to the provision of public goods — as
justice, police and so on — can be supplied by market econemy in-
vestors, to whom the Government shall pay rents and leases. In
Britain, all the services of the municipality of Coventry have been
leased to a private business, that runs them globally.

(10) Maastricht rules, in this respect, merely state that no public institution
should have privileged access to credit, In Italy Health institution have been preven-
ted from access to credit from credit institutions and the financial markets. However
it is possible for their supplier to discount in banks their credits with them; and this
possibility has created systematically a hidden amount of debts of these OBN, which
the Central Gov., time to time, feels obliged to take upon itself to avoid interruption
in the Health services,

(11) ‘This system works quite well in Italy, by mean of the « Cassa Depositi e
Prestiti » (Loans and Deposits Fund), a specialized Finaneial Corporation belonging
100% to the Treasury, instituted in the other century.

{12} This extensive privatization has been particularly done by UK, See H.M.
Treasury, 1997 and Sawkins and McMasTteR, 1997 and WorLp Bank, 1997.
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To own less in order to controll more effectively seems to me a
very important general principle for the Central Gov., in our « infor-
mation era» in which information flows, technological progress and
global finance grow together. We in Italy {and also in Germany) until
now, have had a different idea. The result has been that many times
big state corporations have conditioned the Governments, rather
than the opposite. '

2. Aggregate Fiscal Diseipline, Allocative Efficiency, Operational Ef-
ficiency.

Here, drawing from the international experience and particularly
from the Italian, in its recent period of successful fiscal addjust-
ment {13}, I suggest two main institutional devices, which should in-
teract.

@) The discussion by the Cabinel — and then by the Parlia-
roent sorme month before the Budget discussion — of a Document of
Financial and Economie Budgetary Planning for the next three or
four years (14) period. I shall eall this Document as Drer {15). The
Dygp should be binding, bot for the Cabinet choiches to be submitted
to the Parliament and for the Parliament, for the first year and in-
dicative for the others except for the deficit figure. It shall be pre-
pared and up dated every year by the Minister of I'reasury and Bud-
get (or, under another terminology, Minister of Finance), under the
strict supervision by the Head of the Cabinet (the President of the Re-
public or the Premier) assisted by his Council of Economic Advisers
(or similar body). The Drep shall be discussed in the Cabinet. Even if

(13) See, among others, the basic contributions of Tarscuys (1986), Scuiex
{1986), Orcp (1987).

{14) Each incoming year, one new year shall be added to compensate for the
year gone. _

(15) This kind of Preliminary Budgetary Document, introduced in Italy with
Law n. 862/1988 and made more effective in the '80, has been paramount in allowing
the Italian Cabinct to cut drastically the high defieit of the C. Gov.and of the G. Gov,,
enfering the Monetary Union in 1997, with only & 2,7% G. Gov, Budget defict on
GDP. The Italian triennal Drer (known as « Doecumento di Programmazione Econe-
mica e Finanziaria » Dpef} is approved by the Cabinet in June and in September by
the Parliament with a vote binding for the first of the three years, The Budget and
the financial law appreved by the Cabinet in September and submitted to the Parlia-
ment in October, are based on this Document, Thus the figures of the deficit and of
the indebiment of the future financial year, i.e. the next calendar year, cannot be mo-
dified by the Parliament which has already approved them. On this institution see Da
Ewmpori, DE IoanNa, VEcas (1988 and new ed.).
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ditures and to increase tax revenues. The fourth, may be lack of im-
plementation of the legal and adminisirative measures approved to reach
the piven targets. ‘

A tendency of the Cabinet to be not too pessimistic about the
general economic trend may be understandable: pessimistic official
views may unduly depress the expectations by actors of real economy
and in the financial markets. However unrealistic official valuations
of the domestic economic trend and lack of careful consideration of
the international perspectives, after a while, become falsified: and this
reduces the realiability of the Cabinet also for its own committments
Revision downward of revenucs and upward of some expenditures (as
those for the deficits of enterprises of public services) and an increase
of the expected rate of inflation may call for unpleasant corrective
measures. Thus a prudent assessment should be adopted in forecast-
ing of the domestic and of the international economic perspective,
Public economy macro variable should be related to the variables of
the market economy, with prudential parameters. The elasticity of tax
revenues to the economic variables should be assessed in an asymmet-
ric way: underassessing somewhat the positive elasticity of revenues
to the improvement of economic conditions, while doing the opposite
as [or their elasticity to the worsening of the economic trends.

Fiscal adjustment targets may be missed because the rules intro-
duced in the Budget legislation to limit expenditures and to raise rev-
enues may result too optimistic: drawing from Italian experience, for
instance, delicits of enterprises of public services may develop above
the expectations, because the new constraints imposed to them are
inefficient; improvements of tax collection may prove illusory. One
shouid be carcful in assessing the probable effects of these measures.

Ex post corrections are much better than disobedience to the

binding committments. However because undertaken as urgent mea-

sures, they may lack of structural quality. And — again I draw from
Italian experience — they transmitt to the citiziens and to the mar-
kets. a sensc of frustration about the reliability of the Government
fiscal policy and the usefulness of the sacrifices required. Thus it

scems advisable to leave a certain amount of {lexibility in the Bud-

get, with some reserves on the revenues and expenditures side, so
that if unforeseen deterioration in the accounts do take place, it is
possible to avoids new corrective measures.
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therefore the exploration of the degree of consensus on them in the
society is particularly important, to avoid successive surprises.

But public services priorities do not necessarily imply more fi-
nanecial resources. The unsatisfied demand of public goods many times
arises from lack of quality in public services. Bad quality may depend
from excessive regulations, lack of clarity on the division of compe-
tences among the various authorities, duplication of administrative
practices between Central government’s Administrations and Region-
al and Local Government’s Administrations, time consuming bureau-
cratic behaviours, corruption. Some of the remedies consist in redue-
ing the amount of regulations, in simplifying the procedures, in oblig-
ing Public Administration to be transparent in their choices and to
terminate the various practices within defined time spans, after whom
the authorizations required are automatically given, Incentive should
be employed to entice the bureacracies to efficient behaviours.

6. Binding Committments in Cabinets’ Budgelary Decisions.

Not all Cabinet budgetary decisions should be conceived as bind-
ing. It is better to stick firmly to a selected list of basic committ-
ments, than to try to be inflexible on the entire Budgetary spectrum.
Within the macro fiscal contraint set by the Drep, amendaments by
the Parliament may improve the quality of the allocational choices
and, any way, make easier their acceptance in the country. Some
flexibility, in the Parliamentary debate on the Budgets presented by
the Cabinet, should also be allowed particularly as for the allocation
of expenditures among the various funetions, and the relative weights
of the various tax burdens, provided that the broad “political”” priori-
ties agreed upon by the Drrr are respected.

Cabinet binding committments related to the « fundamentals »
should be realistic. There are four main reasons why targets to which
a Cabinet has declared to be strongly committed may appear, in the
course of time, to be unattainable under the decisions already made
or even with corrective measures. A first reason may be that the gen-
eral economic picture to which the Cabinet has related its fiscal choich-
es, had been wrongly assessed or has changed becausc of unexpected
events. A second reason may be inaccurale assessment of the expendi-
ture and revenue trends, under the given general macro economic pie-
ture. A third reason, may be a too oplimistic valuation of the effects of
the legal and administrative measures decided to contain public expen-
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in a Presidential System (16) it shall not need an approval by the
Ministers, however it is important that the various branches of the
government agree on its figures, so that it may become the rational
basis of the Budget. Main feature of Drep shall be the binding indica-
tion of the maximum deficit and net indebtement of the Central Gov.
and of the G. Gov. Budgets as percentage of GDP, for the next three
(or four) years period. G. Gov. Budget, according to the system of
European Accounts (SEC) that has official Status for the budgets of
the Governments of the European States, member of the Monetary
Union definitions, shall be the result of consolidation of the C. Gov.
Budget, the OBN and the L.L. Gov. Budgets.
b) The formation by the Head of the Cabinet — (on the basis of
the Drrr) — of a unique Budget of the C. Gov. and of a unigue G.
Gov. Budget to be run by the Minister of Treasury under his mono-
cratic responsability vis a vis the Head of the Cabinet (I shall call this
« monocratic Budgetary procedure » as MBP) (17). The Minister of
Treasury shall also be responsible of these two Budgets vis a vis the
Parliament., on behalf of the Head of the Cabinet. The Minister of
Treasury, shall be enabled to accept emendaments in Parliament, af-
ter consultation with the Minister responsible for the relevant expen-
ditures and/or revenue and, in the most important cases, with the ead
of the Cabinet. In case of emendaments changing the allocation of re-
sources among branches of Government, to whom the Minister of
Treasury in principle has no objection, the Head of the Cabinet shall
consult the Cabinet to make the final choice.
Let me explain the logic and the contents of this « two stages »
procedure-to which the present italian system only partially conforms.
DrFEP shall consists both of macreeconomic and macro and meso
fiscal figures and of the strafegic guidelines of legislation and policy ac-
tion to be set forth to attain — in the medium-long run — the quan-
titative targets, which, for the next three (four) years, yeld to those
DrEp figures. Therefore, proposals by the Cabinet to the Parliament
of new legislation to achieve the quantitative targets of the Drrr
should accompany the project of Budget law, While the preliminary
approval by the Parliament of the content of the DFEP constrains its
amending power as for the subsequent discussion of the items of Bud-

{16) In the Kuropean Union, presently, only France bears a resemblance with
this system.

{17) In Germany, France, UK and US, within four different types of Consitu-
tional structures, & « MBP » is clearly applied. .
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get, it may not legally constrain it to approve the related legislation,
because these proposals, in the DFEP, may be indicated only by
guidelines. The Parliamentary majority supporting the Cabinet, how-
ever shall be politically commitied to approve that legislation, with the
timing set in the Drep.

The Head of the Cabinet, by the Drrp, thus shall committ its
Cabinet to a medium-long term budgetary strategy supported by
structural reforms.

Macro economice figures of the DrEP shall include expected rates
of growth of GDP in real terms, inflation rates, main balance of pay-
ment figures as ratio on GDP, foreign debt as percentage of ex-
ports (18), rates of private and aggregata consumption, savings and
investments percentages on GDP, level of employment and rate of
unemployment.

As for the Budgetary macro figures, DreP, both for the C.G.
budget and the G.G. Budget shall give — in money terms, in con-
stant purchasing power and as percentages on GDP and as per cent
over the previous year: aggregate current and capilal final expenditures
and tax and non tax (transfers and other recetpts ) final revenues, vesult-
ing deficit or surplus in the current accounts, in the capital account and
tn the aggregate final balance and aggregate public indebtment, distin-
guishing domestic and foreign debt and giving this last as percentage of
exports (19). The Primary Budget, with the balance betwen expendi-
tures different from interests on debt and all revenues shall be distin-
guished from the Secondary Budget, including the debt service. The
DreP shall also be the place where the Head of the Cabinet obtains
the opinion and the consensus by the various branches of the Govern-
men’s apparatus on the main budgetary allocations, both for its C.
Gov. Budget and the G. Gov. Budget, with particular attention to
main wellare OBN and main OBE and to the Local Gov. Budgets. To
assess their broad relation with the markets, public expenditures of
the Primary Budget should be distinguished in purchases of goods
and services, wages and transfers do the families, to the economy and
to abroad (if any).

A two stages consolidation, appears useful, to make transparent

(18) This amount shall include commercial debt without GG guarantees, com-
mereial debt with GG guarantees and public debt,

(19} Tull G, Gov. debt labilities must include also Gov, guarantees on commer-
cial foreign debt, On the other hand, the aggregate foreign debt figure inclusive of the
commereial foreign debt should be given among the macro economie data of the Drep,

functions. However misallocation may arise from the fact that some
regions are undersupplied whilc others, for mere historical reasons, or
other reasons, may be oversupplied or do not need any increase of
supply.

But how to asses the allocational priorities, at the Cabinet level?
Some preliminary big choices are « political decisions » on which the
Head of the Cabinet has to take responsability with the Parliament.
Typically the aggregate rate of growth of public expenditure is a
choice of this kind. Another broad « political » decision relates to the
priorities among the four main categories of public supplies: law and
order, public goods for the production, civil and social public
goods (44) I would suggest a shift of emphasis in favor of the supply
of goods for the production over those for social welfare (453), in a
structural perspective the supply of « production » public goods may
have a much higher rentability, both in terms of economic growth
and of employment; so that they may provide better responsens also
to the demand of equity and social welfare,

Many allocational choices cannot be decided by broad political
judgments: need detailled ficld research on the demands and supplics
of public goods, which often are complemented by private supplies:
as for instance, in the case od education, health services or water sup-
plies. Basic needs should be assessed in terms of global needs: thosce
currently satisfied by the Governments, by the non profit institutions
and by the market, those that remain systematically unsatisfied and
the hidden needs that, some time, in the area of civil needs and by
welfare for the less favoured, have an higher priority.

To get consensus on its allocational choices, the Head of the Cab-
inet should promote hearings in Parliament on the various important
needs, in the various arcas of the country. The Parliament, to this ef-
fect, shall also hear organizations representing the various interests:
association of entrepreneurs and of mdependent workers, workers

"Unions, cultural and social Associations and main Institution and

representatives of the L.L. Gov. When fiscal discipline requires con-
tainment of expensens, choices about priorities may be hard and

{44) Some of thesc classes cross the functional classification of public goods:
thus, typically, vocational education belongs to the eategory of « goods for the produe-
tion » while other kinds of education’ expenditares belong to the civil and social welfa-
re. ‘

(45} 1In a short run view, these may be extolled from a distributional point of
view,
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activity that they perform, expressed by standard indicators (for in-
stance the average and maximun and minimum number of students
per teacher in a given type of schools in the various districts, or the
time lag before a patient is visited by the Public Health Service)
Among the economic data, prices payd (as the unit cost of km of
street built with given standards ) are very important. Comparisons
of prices actually payd and standard market prices may be an useful
device to monitor corruption and irresponsible behaviours,

5. Central Government as Supplier of Priorities and the Demand for
Priorities in the Country.

Public Budgets have an inerfial tendency to increase every year
in real terms.The problem of avoiding this « inertial » growth and of
addressing the C. Gov. Sector Budgets and the L.L. Gov. Sector Bud-
gets to the right priorities is thus, for the Cabinet, the first priority to
obtain allocative efficiency and public consensus. And, first of all, for
a sustainable balance between public and market economy sectors, Collec-
tive needs, several times, might be satisfied with a lower aggregate
level of public expenditure implying a lower tax level and a reduced
pressure of public debt on the interest rates. And more than often a
lower percentage of public expenditure on GDP, even without reduc-
ing its aggregate level in real terms, may be a wise choice, when the
real rate of growth GDP is significant. ‘

But the Cabinet must also be able to react to inertial tendencies
to differential increases of public expenditures in some sectors of the
public ecnomy at expense of others, to strike a right balance between
functions. Somebody, to react to the differential tendency of the vari-
ous sector of public spending to inertially grow, suggests a zero point
budgetary procedurc. This seems to be an unneccessarily drastic
change in budgetary practices, which risks to fail for lack of opera-
tional consensus by the various bureauncracies concerned. Inside any
great function of public expenditure, shifts among subclasses may im-
prove the quality (e.g. shifts from secondary to vocational cducation,
in the education function). On the other hand, the geographical alloca-
tion too should be systematically considered. Normally Cabinets pro-
duce only functional elassifications of public expenditures among the
various branches of the Public Administration, at the Central and
Local level, rarely Cabinets produce and propose to the Parliament,
in their Budgets, the geographical distribution of expenditures by
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operational choices. In the first stage the C. Gov. Sector Budget ~--
should be formed by consolidating among themselves all OBN and
adding this aggregate and the deficits and liabilities relating to the
OBI of the C, Gov. Budget. To this first stage also belongs the consol-
idation of all the L.L. Gov. Budgets in a L.L. Gov, Sector Budget.
Then the G. Gov. Budget shall be obtained by consolidating the C,
Gov. Sector Budget with the L.L. Gov. Sector Budget. Clearly,
among its allocational choices,the Cabinet has to decide the amount
of transfers to the OBE, to the OBN and to the L.L. Gov. Sector
Budget, in relation to their needs and to the overall constraints to the
G. Gov. Budget balances. It has also to decide the interventions on
the expenditure and on the revenue side to be done by legislation or
otherwise to meet these targets.

To allow the Cabinet to disecuss on the main allocational choices
both for its own branches and for the other entities of the C. Gov.
Sector, for the L.L. Gov. Sector and for the aggregate G. Gov. Budget
— expenditures, current and capital, shall be distinguished by main
Junctions and revenues by main categories (direct taxes,domestic indi-
rect taxes, indirect taxes on international affairs, social security con-
tributions, transfers, other revenues (20). They shall be given in mone-
tary terms and in constant purchasing power amounts, as percentage
of GDP and as percentages of the C. Gov. Sector Budget, of the L.L.
Gov. Sector Budget and of the G. Gov, Budget. Real rates of increase
or decrease of expenditures by functions and revenues by classes over
the the past years and in the medium term shall also be given.

The standard classification by « functions » on the expenditure
side (21) crosses that of the Ministries of the Government and may be
too general. Four or five Subclasses for any of the main funetions shall
be given to provide a less global picture and allow more and better al-
locational choices (22).

{20) The Wortp Bawg, in its « World Development Report» classifies the
(Central) Governrment revenues in Taxes on income, profit and capital gains {i.e. di-
rect taxes), Social Seeurity Contributions, Domestic Taxes on goods and services (i.e.
domestic indirect taxes), Taxes on international trade and transactions (i.e. indirect
taxes on international affairs), other taxes and non tax revenues.

{21) As given by the World Bank, in its annual ¢« World Delopment Report »
Defense, Education, Health Housing and amenities, Social Sccurity and Welfare, Fco-
mie Services, Others,

{22) Wonrp BaNK in its « World Reports », for instance, classifies « expenditu-
re on education {inclusive of both public and private education) in « primary », «se-
cundary » and « tertiary ». To them one should add « vocational education » and « pre-
scholar education »
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The Head of the Cabinet and the Minister of Treasury (or Fi-
nance), as seet, have a paramount task in the preparation and discus-
sion by the Cabinet of the Drep. This discussion, in turn, gives them
the full support of the various branches of the Government’ appara-
tus to carry the Defp to the approval by the Parliament. Thus the
Minister of Treasury shall be able to manage the approval of the C.
Gov. Budget, the C. Gov. Sector Budget and the G. Gov. Budget and
the financial legislation accompaning them in the parliamentary de-
bate, within the constraint of the Drep. But to be able to keep firm the
right figures for these Budgets, the Head of the Cabinet assisted by
the Minister of Treasury must have a monocratic power in the Bud-
get. This Monocratic Budgetary procedure (MBP), clearly, is not sus-
tainable economically and operationally if its allocation of resources is
not inserted in the frame of macroeconomic fiscal discipline obtained
by a macro medium term structural program. Thus a combination of
Drepr and of MBP seems necessary to get the basics right from the
point of view both of fiscal discipline and allocation of resources {28)
Operational efficiency both in the parliamentary process and in the
execution of the Budget shall benefit from this combination of insti-
tutions (24).

8. Transpareni Budgel and Fiscal Accountability.

A policy of fiscal discipline carries, as an inherent risk, the ten-
dency to distort the budgetary concepts by « epportunistic aceount-
ing » to reduce the official deficit and debts of the C. Gov. Budget, to
shift deficits and debts « off budgets » and to move from true bud-
getary obligations to non budgetary committments (25). In a sense

(23} Italian experience in this area provides a « negative » evidence of the validi-
ty of the combination of a Drep with a MBP. Indeed, because of lack of MBP, fiscal
discipline to meet Mastricht eriteria has been achieved chiefly increasing the tax bur-
den and reducing the publie expenditure in investnments, while particularly gencrous
schemes of old age pension have allowed these current expenditure to soar as percen-
tages of GDP, On the other hand the Italian Drer does not present any allocation of
expenditure by functions for the C. Gov. Budget or for the G. Gov, Budget, nor inelu-
des any important OBE and the OBN Sector Budget. Thus the huge deficts of the
State Railways and of the Old Age Social Security Institutions escape the attention
that they should deserve from the point of view of « keeping the basies right ». On the
question of the quality of fiseal adjustment and fiscal deficits see Selowsky, 1909,

(24) 1In a « Presidential Republic » the MBP rests on the President’s budgetary
power while something like the Drep rests on the cooperation betwen his Offices and
those of the Treasury.

(25) On the «opportunistic aecounting » or ¢ creative accounting » practices
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the Head of the Cabinet (89} or from his Minister of Treasury re-
sponding to him (40}, but must be organized as an autonomous Agen-
cy, with officials scattered in the various branches of the Central Gov-
ernment and in its main « off Budget » commercial and non commer-
cial entities, to assist and supervisc the auditors of each administra-
tion.

A primary task of CAO is to provide a standardized system of
accounts to be employed to assemble omogeneous data, to prepare the
C. Gov. Sector and the L.L. Gov. Sector Budgets. Normally the sys-
tem of accounts of the Public Institutions entering these two grand
Consolidated Sectors’ Budgets differ. Some of the differencies are un-
necessary and should be eliminated by imposing standardized ac-
counting rules (41). However the approval and implementation of
this reform may take time, particularly because requires a learning
process and changes in the informatic nctworks. On the other hand,
some differences in the accounting rules are unavoidable, because the
Budgets of publie enterprises should follow the rules of accounting of
the market economy corporations (42), while the Budgets of the Gov.
at the various levels and of their non commercial Agencies and Insti-
tutions need to follow the general criteria adopted for the Govern-
mental Institutions. Prudentail accounting shall differ for the two
kinds of Budgets, particularly in areas as that of purchase of assets
and of contingent liabilities, Thus, to aveid the risk of assembling
eterogeneous data, CAO should prepare standardized forms for the
reconciliation of the accounting criteria of the different branches of
the various Governments, Agencies, Institutions and Public service
enterprises.

Auditing shall not be limited to mere collection of ez ante and ex
post financial data of expenditures and revenues. It seems very im-
portant to collect economic and resourcist informations (48). Among
the last is quite important to know the amount and type of personnel

employed in the various Institutions and offices and the amount of

(89} 'The President of the Republic, in a system where he is also the Head of
the Government as in Usa or in France,

(40) TIn the Presidential Federal System of US, this task is performed by the
OMB (Office of Management and Budget).

{41) DPreferably those adopted by the Official International Institutions as Ku-
ROSTAY, 1996 and Tar, 1996,

(42) See for instance INTERNATIONAL ACCOUNTING STANDARD CoaprTTEE, 1997,

(£#8} See on this theme the basic paper of PoLivia and Stryker (1988) on the
expericnee of the PRE {Evaluation and Program Review Unit} in the Office of Plan-
ning and Budgeting {OPB) of the Governor,
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ernments should {inance themselves only by bonds and other certifi-
cates, issued on the markel (86).

Accountability of the Budget and therefore effective governance
by the Head of the Cabinet upon the G. Gov. Budget and particular-
iy upon its own Budget, implies, generally speaking, a situation that,
in the terminology of derivatives, is of « put options » not of « call op-
tions ». In other words, the Cabinet must bie in the position of « ask-
ing » the others to conform to the preseribed behaviours not of « being
asked » and constrained to intervene in their favour, when they need
money. '

Thus, preferably, public debt should not be short term debt.
Contingent liabilities should be minimized, being a « hidden risk to
fiseal stability » (Polackowa, 1989) and, any way, should be account-
ed for in some Official Document Annex to the C. Gov. Budget, Ac-
cording to the German Constitution, in so far as they might give ori-
gin to future debts, they must be autothorized by a law (87). Gover-
nance by the Cabinet implies that it should be very careful in provid-
ing guarantees for the debts of other entities. Obviously they, when
given, may be a nice way to avoid more expensive iterventions as
loans or straight transfers to these entities. But they create an uncon-

“trolled hidden burden for the C. Gov. Budget (88).

4. Top Level Cabinet Auditing Office to Coordinate the Budgetary In-
Sformation Flows and to Monitor Unvreliable Agenis.

The collection of informations from the various branches of the
C. Gov., from the OBN, from the L.I. Gov. and from the OBE, in or-
der to prepare the Drer, to write the proposals of C. Gov. Budget, of
C. Gov. Sector Budget and the L.L. Gov. Sector Budget, to be consoli-
dated in the document the G. Gov. Budget and to follow their imple-
mentation and prepare the final statements, is a gigantic task: which
informatization may greatly ease but cannot solve without a top level
coordination. Experience shows that to accomplish this task a spe-
cialized Central Office of Auditing is needed. This Office, which I
shall call CAO (Central Auditing Office) may depend directly from

{86) This is onc of the main rules of the Maastricht Treaty for the fiscal disci-
pline. Tt may be cluded by issuance of debts by OBN and OBE,

{87) Sce article 115 of the GrindGesetz.

{88) See PoLacKowa, 1999 and FortE, 1999 in the same Volume,
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deficits and debts are similar to the dust on the floor of an apartment
of several rooms: those in charge of cleaning, rather than remove the
dust by an exacting work, may take the easier way to hide it below
the carpets and the furnitures. Thus one may cut transfers to Welfare
institutions from the C. Gov. Budget allowing these institution to ac-
cumulate debts with the beneficiaries or with their suppliers (for in-
stance suppliers of farmaceuticals and of food to hospitals who, as in
Italy, may discount in banks their credits).

Obviously if the accounting is transparent and the obligations
are correctly accounted for, the consolidation of the OBN with the C.
Gov. Budget shall show the dust that has gone below the carpet and
it is still in the room. But the consolidation might be done improper-
ly. Some time Cash Budgets and not Budgets in terms of obligations of
non governmental-public institutions are consclidated with the C.
Gov. Budget. On the other hand, even under a consolidation of the
Budgets of the C. Gov. Sector and of the L.L. Gov. Sector in terms of
obligations, legal devices may be employed to conceal debts. A typi-
cal fix consists in accounting, as obligations, on the expenditure side,
the amounts actually credited, i.e. credits payable — a spurious concept
of credits which is close to the cash concept. By opportunistic ac-
counting rules credits payable may be made greatly different from
the obligations matured. To narrow the credits for expenditures to
credits payable — norms, accompanying the Budgetary Law, may
limit the Public Administrations spending capacity in the next year,
to a given percentage of their total appropriations, expressed as a ra-
tio over the expenditure of a past period (26). By this rule, a host of
pending obligations may be postponed to the future, without giving
origin to present “‘credits” on the expenditure side of the Budget
some time this practice may be welcome to reduce the impact of the
cash flow from the G. Gov. Budget on the monetary circulation (27).
The question, however, is whether these temporal adjustments repre-

- sent frue savings for the Budget or only a temporary relief which mere-

ly shifts problems to the future, aggravating the future liabilitics.

adopted in the European Countries to ease their accomplishment of the Maastrieht de-
ficit and debt rules see Fowre (1997),

(26) This procedure has been extensively applied by Italy to meet the Masstri-
cht parameters on deficit and debt,

(27) In some eircustance, this kinf of manouvres has been useful, in Italy, to
combat inflation, But the damages to the functioning of public economy and to the
market economy of delayed payments of Budgetary obligations may be substantial.
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In prineiple, even if one may not include these obligations in the
Budget and hence in the deficit of the year of maturity, they should
be included in the new indebtment of that year, thus adding to the
aggregate amount of the public debt of that year. But another oppor-
tunistic accounting practice is that of including in public debt only

the public debts issued on the markets plus the debts pertaining to

C.G. and to L.L. G payable (28).

Generally speaking a Budget to be trasparent and fiscally ac-
countable should follow a line of prudential accounting. By a pruden-
tial system of public accounts (29), I mean a sort of asymmetric
methodology by which, on the expenditure side, in the dubious cases,
prudentially one adopts an extensive view while on the revenue side,
prudentially, adopts a restrictive view,

Following this prudential methodology, on the expenditure side,
shalll be included all the obligations, in the year in which they are
completely formed, even if not payable in that year. This shall be
done both for real expenditures and for transfer expenditures. In the
first case one shall adopt the criterion of reference to the time when
good or service pertaining tco that obligation are actually sup-
plied (80). In the second case, the criterion of the year for which the
transfer is duc (81) shall be applicable (82).

Often purchases of assets of other entities, publie, quasi public,
domestic and international, and particularly of assets of public finan-
cial institutions, are written in the Gov. Budgets below the line, as-
suming that they to not create a nel evpenditure. But prudential ac-
counting implies that if these assets do not give to the Government

{28) Excluding the debts of OBN and the deficits of OBE.

{20) 1 have dealth with these issues in a paper presented to the Workshop on
¢ EU Accession and Sovereign Debt Management », subsequently published in Euro-
rEAN Commission and Worep Banx, Buropean Union Aecession. The Challenge for Pu-
blic Liability Management tn Central Furope, 1898,

{80) This principle and most of the other above mentioned should be now
adopted-by the European countries member of the European Union, under ESA 95
{in RunostaT, 1996} which is applied from the 1999 Budgets on. See ForTE (1997).

(81) See the previous note,

(82) Credits for new old age pensions or for wage increases of publie emplyees
or for public works already executed might be postpened, not because of cash con-
straints in Budgetary management, but because of the need of time to determine the
amounts actually due. But if the persons to which the new pensions are due, have a
right to the status of pensioneers, if the eployees to whom the wage increases are due
have already given their services and if the public works have been executed in part,
the obligations pertaining to these events, under prudential accounting, must be ente-
red in the public Budget, even if the credits are not entirely mature,
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any revenue, they sould be considered as transfers to be entered above
the line (88). On the revenue side, the revenucs to be entered, in the
Gov. Budget of a given year, under a prudential accounting method-
ology, should be merely those whose obligation have been generated
in that year, and only if they have the real possibility of being cashed
in some not too distant future (not necessarily in that year): and only
by the percentage may be cashed, discounted for the postponement
of the payment, if this is supposed to legaliy take place in instali-
ments (34).

Obviously the above prudential accounting is meant for the ob-
jective of an effective fiscal discipline. However in addition to the
Budget in terms of obligations, to be approved by the Parliament, a
Cash Budget may prove useful, for monetary policy objectives, partic-
ularly in an inflationary period. 4

Cash Budgets of the various Governments and Gov, Sectors may
be also usefull to provide a transparent quick, rough picture of the
impact of them on the aggregate demand and on the monetary flow.
Periodic Reports to the Head of the Cabinet by the Treasury on Bud-

“getary Cash flows and deficits thus may improve its fiscal gover-

nance (35). However, in order to avoid confusions, under a prudential
accounting methodology, these Documents should carefully distin-
guish operations above the line and below the line. Above the line one
shall enter, on the revenue side, only tax revenues, transfers, receipts
from sales of services and goods other than public assets. Receipts;
from the sale of public real and financial assets should be written be-
fow the line. On the expenditure side, above the line one shall enter
all the payments for current and capital expenditures inclusive of the
purchase of assets of public or quasi public entities that are not ex-
pected to give a market revnue; below the line disboursements for
obligations of the past and purchases of assets giving a market rev-

.enue. The balance of the two side of the cash budget is the amount of

cash that the Treasury needs to get by new public debts.
Transparency in the area of public debt requires that the Gov-

(83) On this principle see Braarr and Cueasty, 1991,

(34) ESA 85 on this important issue is less clear.

(86) The Italian basic Budgetary reform by Law n.468, 1978 requires a perio-
dic Budgetary Cash Statement to be presented by the Treasury to the Parliament, for
information purposes, On the relevance of ¢ cash deficit » in fiseal management see Ba-
LassoNE & Fuawnco, 1006,



