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I
THE PRESENT STATE OF BUDGET ACCOUNTING

1. THE object of this essay is to discuss certain issues of
principle which arise in connexion with the measurement of a
budget surplus. The urgency of this problem needs no em-
phasizing; it was made abundantly apparent by the discus-
sons, in the Press and in Parliament, which preceded and
accompanied the presentation of the 1948 Budget. For the
budget year 1947-8, the public accounts (classified in the man-
ner which had become habitual) showed the unprecedented
surplus of £636 millions; but this surplus was not available
for redemption of debt, being in fact offset by payments, almost
exactly equal inamount, which were placed (with parliamentary
sanction) 'below the lin€, so that they did not have to be
included in the budget account proper. As this situation began
to declare itself, commentators and critics became exercised in
their minds about the principles on which these exclusions had
been fixed; could the enormous 'surplus' be taken to have any
intelligible meaning? Then, in his budget speech the Chancel-
lor declared his own conversion to the side of the doubters; he
admitted that all was not well with the conventional reckoning,
and put forward a provisiona ‘alternative classification' as a
suggested improvement.® But the principles on which the
‘alternative classification' was based were not set out in any
authoritative manner; it was evidently not intended to be taken
as a fully reformed statement, which had authority behind it;
it was merely intended to provoke discussion. To that discus-
sion the present paper is a contribution.? In its course | shall
indicate my own preferred classification of the account; but my

! The 'conventional form of accounts and the 'alternative classification’,

as given for thefinancial year 1947-8, arereprinted in Tables i and 2, of the
Tapular Appendix. o

| should like to make an acknowledgement to officials in the Treasury
and other é;overnment departments for the information with which th
have provided me and for the helpful criticisms which they have offered.
My chief other acknowledgements are to my colleague, Mr. D. N. Chester,
and to my wife, without whose sPemaI knowledge of this field | should never
have dared to attempt a study of this character.



6 THE PRESENT STATE OF BUDGET ACCOUNTING

main object is to dig a little deeper, to inquire how the trouble
has arisen, what are the principleswhich agenerally satisfactory
classification ought to satisfy, and how that classification can be
made to fit in with genera principles of budgetary policy,
including in these both the traditional principles and the new
ideas on the subject which in recent years have become so
generally accepted.

2. The definition of a budget surplus has two aspects, which
may be called the accounting aspect and the economic aspect.
From the accounting aspecc, the problem is one of maintaining
order in the accounts of the government itself; from the econo-
mic aspect, it is one of getting a sensible relation between the
accounts of the government and the accounts (actual or esti-
mated) of the rest of the national economy. Now, although |
write as an economist, | do very firmly maintain that in this
particular matter the accounting aspect comes first and the
economic aspect second. The first objective ought to be the
ordering of the government's accounts as such; only when that
has been done can the further problem, in which economists are
mainly interested, be tackled satisfactorily. If we could once
agree upon the principles by which the government's accounts
should be ordered, the accounts of the National Income and
Expenditure could be adjusted to fit; but if we start from the
other end, beginning from the economic requirements, we may
easlly be endeavouring to fit the government accounts into a
framework with which it is difficult, and from their own point
of view may be undesirable, for them to conform.

3. Looking at the matter from the accounting side, | think
that the trouble has largely (though by no means wholly) arisen
from a most important change in the accounting magnitude
which people feel that they want to measure. Traditionally a
surplus was a surplus of receipts over payments; that is to say,
during a year in which the government had a surplus it was
diminishing its net indebtedness—either it was actually redeem-
ing debt, or it was accumulating a money balance out of which
it could redeem debt. The whole traditional system of public
accounts was built round this simple idea. It had great advan-
tages, to which | shall be referring later; but it is surely time for
us to recognize that by now it is becoming quite out of date. As
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long as the functions of the State were purely administrative,
there was a lot to be said for the traditional measure; but the
State is now developing economic functions on such a scae
that the traditional measure simply will not do.

4. Let me take a simple and strong illustration. Suppose
that the Ministry of Food buys £100 millions worth of food-
stuffs during the year 19489, which it does not sdl during
that year, but adds to stock; and then it disposes of that stock
a a profit of £5 millions during the year 1949-50. This is a
purely trading transaction which business accounting would
deal with by debiting the £100 millions to capital account in
the first year, setting off £100 millions of the selling price
against fall in stocks in the second year, and taking £5 millions
profit in the second year. The traditional system of public
accounting would reckon the original £100 millions as expendi-
ture in the first year, when it might well be sufficient to turn a
budget surplus into a deficit; it would then reckon £105 mil-
lions as receipts in the second year, when it might well turn a
deficit into a surplus.

5. Against this consequence of the traditional method public
opinion is (I think rightly) revolting. For as long as the tradi-
tional method is followed, every expansion of public enterprise
will make for apparent deficits; every retreat will show itsdlf in
an apparent surplus. And whether one is in favour of advance
or of retreat, it is easy to agree that changes of this sort ought
not to be accounted in this way. The trading activities of the
government are now large enough to become a dominating
feature of the budget accounts if the traditional method is
followed. Their swings will simply mask what is happening on
current account, so that it will be impossible to make sense of
the accounts in the old way. Surely the time has come when
we are going to have to do something about it.

6. And there is another aspect of the same trouble. In order
to prevent this tendency for the extension of public enterprise
to produce budget deficits, there is a noticeable inclination to
exclude some public enterprises (in particular, the nationalized
industries) from the budget altogether. Of course this exclusion
is largely motivated by the desire to give financial autonomy; as
things now are, the case for such autonomy is often very strong.
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But it can hardly be denied that the results of undertakings for
which the State is responsible are relevant to the budget. Ad
hoc exclusion of particular State activities is a notorious danger
to good budgeting; if the budget only covers a part of the
State's responsibilities it is bound to deteriorate in effectiveness
as an instrument of policy.

7. We shall &ee, aswe go on, that it is these matters which
are the really fundamental issues which are raised by the ques-
tion we are discussing. But at the present moment there are
others which are quantitively quite as important. It will be
convenient to get some of these other matters out of the way
before returning to the central issue.

8. The inwardness of these other complications can best be
approached by reminding ourselves of the important administra-
tive consequence of the traditional system of budgeting. So
long as one is only interested in the difference between receipts
and payments, the administrative problem is limited to dis-
covering a means of ascertaining what the balance of receipts
and paymentsreally is. Even that, in an immense organization,
is no simple problem. The British Government consists of
many departments, each of which has long had some distinct
financial existence; the problem of financial control over the
departments has presented itself from early times. In the
absence of financial control, each department would tend to
accumulate debt of its own, for it could borrow on the general
credit of the government; and it would spend such funds
quickly or slowly as suited it best. In such conditions, it would
be impossible to have any general financial policy, because the
expenditure of the departments could not be controlled, and
might not even easlly be ascertained. The traditional way of
overcoming this difficulty (it was the basis of the financial
reforms of Pitt and Gladstone) has been to keep the departments
in close financial dependence on the Exchequer. The depart-
ments are, in principle, not alowed to borrow outside nor to
give credit outside; all their funds must be acquired through
the Exchequer and al unspent balances must be returned to
the Exchequer. So long asthisprincipleisadhered to rigorously,
it does not only achieve the desired financial control; it aso
smplifies the accounting problem immensely. If the depart-
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ments are neither allowed to accumulate debt of their own, nor
to give credit, nor to accumulate unspent balances, their ex-
penditure must be exactly equa to their receipts from the
Exchequer. Thus the expenditure from the Exchequer will
exactly match the expenditure of the government as a whole.
It is only necessary to calculate the surplus on the Exchequer
account, and one has automatically calculated'the surplus on
the accounts of the government as a whole. The department
accounts always balance, so that the Exchequer account mirrors
the consolidated account of the whole government, which need
not itself be set out explicitly.

9. That is the traditional system; if it were strictly enforced
it would offer avery neat solution to a large part of the govern-
ment accounting problem. But as things are now, it is not
strictly enforced; and it is distinctly doubtful how far it is
possible to enforce it at all strictly in modern conditions. In
order for it to work perfectly, it is necessary that the depart-
ments should return all unspent balances to the Excheguer at
the end of eachfinancial year ; for only so will their out-payments
during the year match their net receipts from the Exchequer in
the year. But the departments of a modern government work
on much too vast a scale for it to be possible to clear them out
completely at a given date; they have to be left with working
balances. Yet once this concession—this inevitable concession
—is made, the whole system is in danger. The Treasury may,
in the end, recover unspent balances as intended, but it islikely
to recover them in_ihe wrong year. Over a sufficient period of
years, the balanCe of receipts and payments remains correct;
but the account in any particular year may be gravely distorted.

10. So long as the rate of expenditure by the departments is
not varying much from year to year, this distortion will be
small; and careful administration (which the Treasury does
undoubtedly exercise) can keep it practically negligible. But
when there are large changes in the rate of expenditure (as must
happen in the course of awar and of its aftermath) the situation
tends to become unmanageable. In the gdress of war-time the
lags in repayment become greater than usual, and the errors
mount up. It was precisely for this reason that the 1947-8
accounts included no less a sum than £112 millions as receipts
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from 'Vote of Credit balances. In terms of the accounts of the
Exchequer these ‘clawed back' balances are a perfectly genuine
receipt; but they are simply a transfer from another government
department which has lost every penny that has been gained
by the Exchequer. They are not a source of revenue for the
government as awhole. Thereis nothing to be said for bringing
them in to the revenue account of the government, as soon as
we start thinking in terms of the accounts of the government as
a whole, not in terms of the Excheguer account in a narrow
sense!

11. A second complication, arising even more directly out of
war finance, Iswhat may be called the 'Quasi-Debt'. In earlier
wars there was a clear line between receipts from taxation and
receipts from borrowing; it was upon this clear line that the
whole concept of a surplus or deficit was based. In the 1939-
45 war this clear line became blurred as aresult of the intro-
duction of compulsory lending. Income-tax payments, due to
be refunded as 'post-war credits, and excess profits tax pay-
ments, likewise due to be refunded, were something between a
tax and a loan, not fitting easily into the accounts under either
heading. A case could have been made for treating them in
either way, but once that way had been chosen, it should have
been followed through consistently. On the whole, the ten-
dency was to treat the receipts from such compulsory loans as
tax receipts, as a source of revenue not leaving behind it any
formal obligation which would appear as an item in the National
Debt. If this principle is followed, it is logica to treat the
repayment (when it comes) as a voluntary payment, which must
be included in the expenditure of the year in which it occurs.
But on the other hand, it is possible to make out a case for
treating the compulsory loans as borrowing, not as taxation.
It is quite a good case, though this procedure would perhaps
have come more naturally if interest had been paid to the
'lenders (as the Canadians did, but we did not). On this
alternative the receipts which were due to be refunded should
have been regarded as borrowing, not as tax revenue; the
resulting obligation should have appeared as an item in the
National Debt; then, when the repayments came to be made,

! See below, pp. 32-6 for a further discussion of this point.
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they could properly have been excluded from expenditure and
could properly have been reckoned as an application of surplus
to debt redemption.

12. In fact, the authorities appear to have tried to have the
best of both worlds. When the receipts first came in they were
treated as tax revenue. When the refunds came to be made
they appeared 'below the line—though in Ae * alternative
classification' the refund of post-war credits is reckoned as
expenditure on revenue account, excess profits tax refunds till
being treated as a capital item. Having begun by assimilating
the compulsory lending to taxation, it would have made for
cleaner accounting if the same principle had been observed
throughout, and all the refunds had been treated as current
expenditure.

13. These are relatively specia problems; myJ*rd com-
plication brings us back towards the central issue. It was'an
essential feature of the traditional system that departments
should not be able to secure funds excepting through the Ex-
chequer; this implied that they should not be able to borrow
outside, and ought (one would have supposed) to imply that
they should not lend outside. For either borrowing or lending
by the departments infringes the central control over the net
indebtedness of the government. Here again it becomes evident
from a study of the published accounts that there have been
wide divergences from the traditional principles. Some of these
divergences are> no doubt, war-time abnormalities, which may
be expected to clear themselves up as time goes on; but in this
case the main reason for the breakdown of the traditional prac-
tice is not of a transitory character. It is impossible to conduct
trading operations without giving and receiving trade credits;
the trade credits of trading departments are a formofgovern-
ment borrowing and lending which is not centralized in the
Exchequer and which, therefore, if it develops on an extensive
scale, makes nonsense of the traditional criterion for a surplus.

14. The development of Trade Credits may be illustrated
by the following figures. It appears by the published Trading
Accounts  (146-47)' “that on 31 March 1947 the Ministry of
Food owed £69 millions to trade creditors and £21 millions

1 H. of C. Paper 34 (1947-8).
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to 'other governments; it was owed £41 millions by trade
debtors and .£10 millions by 'other governments, so that it had
a net debt of approximately £40 millions—quite outside the
regular National Debt administration. (Actually, during the
year 1946-7, this net debt did not change appreciably; but
presumably an appreciable change could well have occurred.)
At the same date the Raw Materials Department of the Board
of Trade had a balance owed to it of about £25 millions; this
balance had only been equal to £10 millions a year previously,
so that in this case we have £15 millions of apparent expenditure
during the year 1946-7, which had in fact taken the form of a
particular variety of government lending.*

15. The nature of the problem confronting us now becomes
apparent. The British Government has been conducting its
affairs on the basis of a set of accounting and administrative
principles which were, in their great days, asimple and efficient
solution to the problem of controlling the public finances. But
we have now reached a point when it is hardly too much to say
that this traditional structure is in a state of ruin. The ruin is
partly aresult of the war—it has always been difficult to enforce
the traditional principles in war-time—but to a large extent
the causes lie deeper. The main reason for the collapse is the
development of trading services, which will not fit into the
traditional categories. The trading services are much more like
businesses than they are like government departments of the
traditional type; like businesses, they borrow and lend (they
have to borrow and lend), and like businesses, they accumulate
real assets, their stock of which rises and fals. To apply the
conventions of the traditional Exchequer accounting to these
trading services makes nonsense; it has been found that it

1 1t should be noticed that the Trading Accounts, from which the above
figures aretaken, are compiled on commeércia principles, and are not acash
account, like accounts of most other government departments. )

Anindication of thevariety of the credit itemswhich are nowadays hidden
away in government accountsisto befound in the noteto item 85 of Table 19
of the National Income White Paper Cmd. 7371 (April 1948). Thisis the
table which exhibits sources of central government borrowing, and the item
is called 'other extrabudgetary receipts, &c.' Infact, asis evident from the
note, it includes many payments aswell asreceipts. Among these payments
we notice 'government |énding included in Ordinary Expénditure’; and an
.alldovgtance Is made for 'incredse or decrease in government liabilities to
industry'.
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makes nonsense. But because there has been no systematic
attempt to reformulate the traditional principles to meet the
new situation, the failure to fit these principles to the trading
services has had a whole series of destructive consequences.
On the one hand, there has been the tendency to push some of
the government's trading responsibilities (in particular the
nationalized industries) outside the budget altogether. Because
we cannot deal with them by the traditional methods, we will
not deal with them at al! On the other hand, those trading
services which have not been excluded in this way have exer-
cised a baleful influence in weakening the authority of the
traditional principlesin their traditional applications. Because
the old system no longer makes the sense it did, there seems less
and less reason to conform to the old rules. It follows as a
result that just at a time when the national government is under-
taking so immense a programme of new responsibilities® its
strength and authority, at the very heart of its activities, is being
gravely weakened.
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A PRACTICAL PROPOSAL

1. IN the light of this situation, it is very natural to suggest
that the right procedure would be to abandon the "ol d-fashioned'
Treasury accounting altogether. Some of the trading services
have learned to adopt up-to-date business accounting methods;
why should not the whole of the government's finances be put
upon abusiness accounting basis? It would not be at all impos-
shle to devise a form of accounts by which the whole of the
government accounts could be assimilated to business accounts;
and it is true that such assimilation would offer a number of
advantages. It would provide a new and authoritative set of
canons for orderliness; it would enlist the experience and
influence of the accountancy profession in maintaining those
standards; and it would facilitate the integration of the govern-
ment's accounts with those of the rest of the economy in
national income calculations, with al that that implies for the
smooth working of a rational employment policy. In the light
of these advantages, it is not surprising that a drastic reform of
this kind has seemed to many people to be the best way out of
our difficulties. It seems to me, however, that there would be
many disadvantages in adopting so drastic a remedy. And |
think | can show that these disadvantages could be avoided,
while the advantages would be retained, if we adopted a less
radical solution, which | shall explain here.

2. Itisindeed obvious that a revolutionary change of method
is not the way, in the short run at least, to promote orderliness;
when people are used to one method, the introduction of
another very different method must produce a good deal of
initia confusion. But the main argument against the drastic
solution goes deeper than this. So far as the administrative
departments of the old type are concerned, there really is not
much which is wrong with the traditional system of accounting
and financial control. It is their expenditure in the old sense
which has to be controlled; and the traditional system offers
as good a way of controlling their expenditure as has yet been
devised. It has distinctly more relevance to their problems than
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business accounting has. They are being entrusted, ultimately
by Parliament, with a regular flow of funds which they are to
distribute in appointed ways. They are not being entrusted, as
the commercial company is entrusted, with acapital sum, which
itistheir first duty to maintain intact. The first object of com-
mercial accounting is to watch over the capital of the business;
the fact that the administrative department has no capital (or
hardly any) makes commercial accounting distinctly ill-suited
to its problems. The trading department, on the other hand,
has, in some form or other, a capital entrusted to it; that is the
reason why it is obliged to make use of commercial accounting,
if it isto order its transactions satisfactorily.

3. There seems to me therefore to be a distinction, sound in
principle, and not at al incapable of being translated into
practice, between the systems of accounting which are proper
to the administrative department and to the trading department
respectively. It does indeed look as if some such distinction
was in process of being evolved by experience. Would it not
be the wisest plan to accept that experience and to see whether
an orderly arrangement cannot be based upon it? The idea
does, at least, look attractive enough to be worth following
through, and seeing where it may be expected to lead. That is
what | shall now proceed to do.

4. The first essential of the proposed arrangement would be
that all departments of the central government," fn the widest
sense, shouTcThe classified as what we shall call Administrative
Departments, _ar as what we shall call Trading Departments.*
It is not essentia to the proposal that the line should be drawn
in some particular place; there will be departments which will
be hard to classify, so that a revision of the line may possibly
be caled for from time to time. The grounds on which the
decision should be made in a particular case will appear as we
go on. There are reasons why one classification would be better

1 1t might well be more in accordance with practice (and therefore more
intelligib e? if thetrading departmentsweregiventhestatusof Corporations,
which'would be expected to do their accountancy on commercial lines. It
has indeed sometimes been suggested that thetrading functions of the
Ministry of Food would be better transferred to a Trading Corpora-
tion. What is |_gli:)ortant for our purposeisthat atransformationof this sort
should be carried through at least on the accountancy level.
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than another, but it is much more important that the line should
be drawn firmly than that it should be drawn in some parti-
cular place. For the present it will be sufficient if we think of
the 'spending departments (defence services, social services,
and so on) as administrative departments; and the Post Office,
Ministry of Food, and so on as trading departments. It should,
however, be urderstood that the line is to separate departmental
accounts, not departments at the ministerial level. It would
certainly happen in particular cases that a trading account had
to be attached to an administrative department, as the Raw
Materials Department is attached to the Board of Trade.! This
should cause no difficulty, as the trading account is usually
dready a separate accounting entity. | shall take it that the
Revenue Departments (Inland Revenue, Customs and Excise,
&c.) would be administrative departments.

5. The principle would then be that, so far asthe administra-
tive departments were concerned, the traditional system sfrould
be maintained, and enforced in its full rigour. To the admini-
strative departments, the Exchequer is a paymaster. They
must therefore be obliged not to borrow or lend, and they must
return unspent balances. The Exchequer's relations with the
administrative departments would thus be entirely traditional;
if these relations alone had to be considered, the Budget could
be set out in an entirely conventiona form, leading to a surplus
or deficit of completely conventional character.

6. The trading departments should, however, be treated
entirely diff*enHyTtKefr relation with the Exchequer should be
entirely different. With respect to the administrative depart-
ments, the Exchequer is paymaster; but with respect to the
trading departments, it is not a paymaster, it is a bank. The
accounts of the Exchequer, in relation to the trading depart-
ments, ought to be modelled upon the accounts of a bank. The
Treasury control, which is exercised upon the trading depart-
ments, ought to be modelled upon the control which a bank ex-
ercises upon its clients, not upon the control which the Treasury
has exercised in the past upon the spending departments. This

! Sometimes an administrative department might be attached to a trading
department, as in the case of the Ministry of Food, which has some admini-
strative functions, though its main expenses are of atradi ng character.
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is the only sort of control which can, without loss of efficiency,
be exercised upon a trading concern. There is no reason why
it should not be avery real control, and for its purposes entirely
adequate.

7. 1t might very possibly be convenient to mark this double
function of the Exchequer by dividing the Exchequer itself into
two sections—an Administrative Section and a Banking Section.
| am not at all sure that aformal division of this sort ought to
be madein practice; but it will probably help usto see the bank-
ing functions of the Exchequer more clearly if we suppose, for
purposes of exposition, that the division has been made. Except
In so far as subsidies are paid to the trading departments
(subsidies which would be treated, from the accounting point
of view, in exactly the same way as subsidiesto privateindustry),
the trading departments would have their financial relations
with the Banking Section of the Exchequer, just as the admini-
strative departments would have their financial relations with
the Administrative Section, jx. '

8. Unlike the Administrative Section, the Banking Section
would need an account of commercia type, with a proper
division between current and capital items. Its advances to the
trading services would appear on capital account, and repay-
ments of these advances would appear on capital account. On
current account would appear the interest on these advances;
interest on advances would indeed be the only contribution to
revenue coming from the Banking Section. The Banking
Section, as such, would make no contribution to current
expenditure—unless it was desired to impute some sorts of
office expenditure, but there would be little point in this.

9. Any direct loans made by the government to bodies out-
side its own organization, such aslocal loans, or loansto foreign
governments, would also appear in the capital account of the
Banking Section. New loans, and likewise repayments, would
appear in the capital account; interest on such loans would
appear in the current account of the Banking Section.

10. Thus the complete Exchequer account would consist of
(i) the account of the Administrative Section, traditional in
type, but capable of being considered, in its relation to the other
accounts, as a current account; (2) the current account of the

5168 R



18 A PRACTICAL PROPOSAL

Banking Section, containing nothing but interest on advances,
(3) the capital account of the Banking Section, (i) and (2) could
be combined to form the Revenue account of the Exchequer as
a whole. The surplus on this combined revenue account we
shall call the Exchequer surplus. The Exchequer surplus could
evidently be calculated by methods which differ little from those
which have traditionally been used for calculating the budget
surplus; itsassessment ought not to entail any practical difficulty.
But, on the plan here being outlined, the Exchequer surplus is
not the final budget surplus; before that can be attained, one
further step, of great importance, has to be taken.

11. Before considering that further step, it will, however,
be convenient to set out in tabular form an outline of the
Exchequer accounts which we are proposing. This outline is
shown in the table on the opposite page.

12. 1t is well to notice the exact meaning of the Exchequer
surplus in the sense of this table. The Exchequer surplus
would be theamount by which the net liabilities of the Exchequer
would be reduced by the transactions of the year; and these net
liabilities would be equal to the difference between the National
Debt, on the one hand, and the assets of the Banking Section
on the other, these assets including (i) obligations due from the
trading departments (2) debts owed to the Exchequer by bodies
outside the central government.® This is all that can be shown
in an Exchequer account; but the Exchequer surplus, in this
sense, is definitely not the complete budget surplus in the sense
needed for a modern budgetary policy. This complete budget
surplus cannot be derived from the accounts of the Exchequer,
not even when the capital account is considered as well as the
revenue account. In order to arrive a the complete budget
surplus, direct recourse must be had to the accounts of the
trading departments. The complete budget surplus would be
equal to the Exchequer surplus, plus what we may cal the
surplus of profit on the trading departments. This surplus of
profit would have to be derived from the accounts of the
trading departments, and combined with the Exchequer surplus
in a separate operation.

! Changesin net liabilities dueto reval uations of assets or liabilitieswould,
however, be regarded as capital gains or losses and would be excluded.



TABLE |
Exchequer Accounts®

i. Revenue Account of Administrative Section

Income  from property Administrative expenditure on
(Crown lands, &c.) . AN goods and services . . g
Interest on National Debt . by
Tax revenue . Cy (i) Grants, subsidies, pensions . C
Transfers from other publlc
authorities . 1 (2) Administrative surplus A;C;a;c

2. Revenue Account of Banking Section

Interest on advances to trad-
ing departments . . By (i)
Interest on other loans . B/ (2) Surplus . . . B

3. Combined Revenue Account
AdministrativesurplusA;C,—a; b; Cy
Surplus on Banking Section B; Exchequer surplus A; B ;:C; — a; by ¢
4. Capital Account (Capital Account of Banking Section)?
Exchequer surplus A; B1C; —a; by C;

Repayments by trading de- Repayment of National Debt e;

partments . . E; (i) New advances to trading de-
Repayments of other loans . E; (2) partments . o f1 (i)
New borrowing . . F1 Other new advances (to local

authorities, foreign govts.
&C) - . - N2
Increase in cash balance
A;B,C EF—a; b Ci e fy

! The symbols used for marking the items in the above table need not
for the present be treated as anything more than tabs, by means of which
an item can be identified as it is carried down. A further meaning will,
however be given to them in Chapter V (pp. 59-60).

2 For certain purposes, as we shall see later, it may be convenient to
introduce an item H; on to the capital account, to allow for capital gains and
losses, due to revaluation of assets (or liabilities). It isonly exceptionally that
such an item would have to be introduced into the Exchequer account, but
one such exceptional case is of importance in an end-of-war period such as
the present (see below, pp. 36-9).
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13. An adjustment of this kind should only be necessary for
the case of thetrading departments, save (possibly) in exceptional
cases. For the administrative departments, no such additional
item should need to be introduced, because of the convention of
clearing the decks of the departments. So long as the depart-
ments do not borrow or lend outside, and return unspent
balances, then, as we have seen, the Exchequer account mirrors
the account of the whole government. In our proposed plan,
this mirroring would remain so far as the administrative depart-
ments are concerned. But a similar clearing of decks is quite
impossible in the case of the trading departments. They have a
capita], with which they have been entrusted, and which is
embodied at any particular time in the form of real assets or of
trade credits. This capital cannot be liquidated at the end of
each accounting period. The condition of the trading depart-
mencsmust therefore be taken into account, independently of the
Exchequer account, if we are to get an account which represents
the whole financial situation of the government. Once the
trading departments become important, the consolidation of the
government's accounts cannot be automatic, as it can be with
the administrative departments. It has to be performed as a
separate operation.

14. The case in which there is no surplus of profit in the
trading departments (taken as a whole) is that in which their
profits arejust sufficient to pay the interest on advances which
have been made to them by the Exchequer (and, as may happen
in the case of the nationalized industries, the interest on any
capital which they have issued in other ways); profits are just
sufficient, but no more than sufficient, to cover these interest
charges. In this caseit would follow that any net advances made
by the Exchequer to the trading departments during the year
would correspond to an accumulation of net assets by the
trading departments; either an accumulation of real assets (plant
or inventories), or a balance of new lending or new investment
(outside the central government) over loans repaid. In this case,
then, the Exchequer surplus would be equal to a more funda-
mental magnitude. It would be equal to the amount by which
net liabilities were being reduced, these net liabilities being now
equal to the difference between the National Debt plus outside
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liahilities of the trading departments, on the one hand, and
government assets on the other hand—these assets being now
represented, not by the paper assets of the Banking Section,
but by the real assets of the trading departments plus debts due
to the Exchequer or to the trading departments from bodies
outside the central government. | would suggest that thisis a
more sensible meaning to give to the term Budget Surplus; but
this budget surplus is only the same as the Exchequer surplus
in the case where the surplus of profit in thetrading departments
is zero.

15. When there is a positive surplus of profit in the trading
departments, the trading departmentswill have been accumulat-
ing assets in excess of the net advances made to them by the
Exchequer; this excessis left out of the Exchequer surplus, but
it would be brought in to the Budget surplus. Similarly, when
there is a deficit on the trading departments, this deficit needs
to be deducted from the Exchequer surplus in order to get the
Budget surplus (or deficit).

16. Before going into any further detail, it will be desirable
to set out the farther accounts, which are needed in order to
take account of the results of the trading departments, in
tabular form. The surplus of profit from each trading depart-
ment would be calculated from a commercial profit and loss
account for that trading department, of the type which has been
produced for the Ministry of Eood and other trading depart-
ments, in Trading Accounts 1946-7. The standard accounts of
atrading department could then be summarized as shown on
the following page (al items being calculated, as is proper in
a commercial account, on an accruals basis).

17. A consolidated profit and loss account, and a consolidated
capital account, for al trading departments taken together,
could presumably be constructed in a substantially similar form.
These consolidated accounts of the trading departments could
then be combined with the Exchequer accounts to give a con-
solidated account for the whole of the central government.
For the combined revenue account no more would be needed
than to add the surplus of profit on the trading departments to
the Exchequer surplus to get the Overall Budget surplus. The
combined capital account would need to be presented in more
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detail, with the new advances from the Exchequer and the
repayments to the Exchequer disappearing on consolidation.

18. Thisisthe formal skeleton of our proposed system. But
it leaves open a number of specia problems, some of them of
considerable difficulty. | shall consider afew of these problems
in the next chapter.

NOTE TO TABLES Il AND III

When the trading departments are taken
together, the new advances from the Ex-
chequer to the trading departments, appear-
ing in the combined account of the trading
departments as F, (i) will equal the new
advances to the trading departments from
the Exchequer appearing in the account of
the Exchequer asf, (i). Similarly the repay-
ments to the Exchequer appearing as e, (i)
will equal the repayments appearing as
E (i). And the interest paid on Exchequer
advances under i, (i) will equal the interest
received as By (i). Thus al these items
cancel out in Table I1I.



TABLE 11
Accounts of a Trading Department

i. Trading Account

Current operating incomings X% Current ope