©® GOVERNMENT FAILURE

WHEN THE ESTIMATE ITSELF IS QUESTIONABLE, SHOULD WE BE UNDULY CONCERNED
ABOUT SLIPPAGES OF ONE OR TWO DECIMAL POINTS?

Ensuring budget

transparency & accountabili

VER THE YEARS, the
various “innovations”
made to contain deficits
have cast serious ques-
tions of credibility.While
thecredit ratingagenciesand economists
rant about the slippage of a few decimal
points,we merrily go about pretending
that these numbers are indeed accurate
and fail to question the several adjust-
mentsmade to concealthe realnumbers.

Although the government will be
presenting only an interim budget ora
vote on account on February 1 of next
year, there is much concern that there
would be slippages despite the assurance
by thefinance minister that thenumer-
ical fiscal deficit target of 3.3% of GDP
will notbe breached The shortfallinGST
collections is estimated tobe ¥1 trillion
and disinvestment revenue could fall
shortofthe T800 billion by 20%. On the
expenditure side,additional subsidies for
oil and fertilisers could be substantial
though, thankfully, the lowering of the
priceof crude oilwill limit its escalation
further, It is estimated that there will be
additional expenditures of €200 billion
on account of the new minimum sup-
portpricesandanadditional ¥20billion
forAirIndiaoverandabovethe 163 bil-
lion provided for in the budget. Addi-
tional expenditures will also have to be
provided for Ayushman Bharat. The
speculation is that the government will
resort to time-tested ways of “conform-
ing”to budgeted estimates.

Given the pressureonboth revenue
and expenditure sides, it may not be
surprising if the finance ministry
resorts to a lot of window dressing and
creativeaccounting.When the estimate
itself is questionable, should we be
unduly concerned about slippages of
one or two decimal points? In the past,
failure to adhere to fiscal targets was
only a part of the problem. Redefining
the targets, shifting the goal posts time
and again, making adjustments by
compressing  growth-enhancing
expenditures and resorting to creative
accounting have all been practiced as
also the postponement of the payment

of bills. Much more serious are the |
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attempts to obfuscate the forecasts of
revenues and expenditures, collecting
revenues in advance, creating disin-
vestment revenues through inter-
enterprise purchases and the mandat-
ing of healthier public enterprises to
bail out theweak ones.

All thesehave seriousadverse impli-
cations for budget management. Nor
have the contingent liabilities arising
fromvarious commitments of the gov-
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recommendations to achieve these
have been made about a decade ago,
Union budgets continue to suffer from
the crisis of credibility.

The problemwith budgeting begins
with overestimating revenues and
underestimating expenditures.Overes-
timation in income tax revenues, for
example, resultsinthe setting of unreal-
istictargetswhichisdividedamongst the
collectorate. The officials whose perfor-
manceis judged by the ability to achieve
the revenue targets make exaggerated
demandsand thetaxpayersare required
to pay 50% of the assessed amount
immediately. The CAG's report on direct
taxes states that 65% of the casesin Tri-
bunals, 79% of the cases in High Courts

Restoring its credibility by making it
comprehensive, transparent and realis-
tic is important in a democratic polity.
Thisrequiresanumberof reformsbythe
government. Measures like fixing the
numericalfiscal targetstocalibrate rule-
based fiscal policy through the enact-
ment offiscal responsibility legislation
and annually adjusted medium-term
frameworks are only the first steps for
rule-based fiscal policy. Transparency
and comprehensiveness requires signif-
icantreformsinbudgeting.Realistic fore-
casting of revenues and expenditures
shouldbe madeapriority.Inaddition,the
thirteenth Finance Commission hasrec-
ommended a number of measures such
as the presentation of economic and
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functional classification of the budgets,
presentation of a separate statement on
the transfers to states, more scientific
estimationand reporting of tax expendi-
tures on major tax concessions, working
out and presenting the compliance costs
of tax proposals, details of capital expen-
diture proposals and their revenue con-
sequences, and comprehensive assess-
ment of contingent liabilities including
the liabilities arising from PPPs.

The most important reform which
the government must take up expedi-
tiously is to switch over to the accrual
accounting system. This is one of the
important recommendations made by
many of the past finance commissions
which has not been implemented.Many
countries aremaking thetransitiontoan
accrual-based accounting system and,
considering its importance, G-20 coun-
tries are deliberating on this issue in
Buenos Aires. Nearer home, even coun-
trieslike Malaysia have taken upthetask
and will adopt the system in the next
threeyears.Of course, thiscannotbedone
overnight. Alot of preparatory work has
tobedone beforeswitching over. Surely,
thisisareform thatthat should beimple-
mented to enhance transparency.

When the markets fail, governments
intervene. How do we minimise the
problems of ent failure? Inabil-
ity to containthe deficit and debt as set
outinthe FRBM isaclear caseof
governmentfailure.To create checksand
balances for this purpose, weneed inno-
vative institutions. Parliamentary over-
sight is important but that is effectively
done byinstitutions such as the Fiscal
Council. More than 30 countries have
adopted this practice and many more
have been embracing this, particularly
afterthe global financial crisis. The Coun-
cil, appointed by the Parliament, should
bereporting to it. The mandate of the
Council could beinitiallyconfined tothe
evaluation oftherealismofbudget fore-
casts, monitoringoftheimplementation
of rule-based policymaking and costing
the various policy pronouncements
made by the government from time to
time. Such an institution will enhance
both transparency andaccountability.



