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Fiscally responsible governance – I 
The economics of a government, in many ways, is not different from that of a household. A 
prudent household is one that remains within its available resource envelop. More prudent 
households would in fact save some resources for future contingencies or to build additional 
assets that may augment future incomes. Those who deviate from this path, bring ruination upon 
themselves, as debts would pile up and bankruptcy would be inevitable. Companies, 
corporations, partnership and many other organizations would face similar economic 
circumstances. 
 
A state is also a collection of people and its Government faces similar budgetary constraints. 
Income is derived from taxation authority and spending is made with the approval of the 
Parliament. Constitutional states provide elaborate budgetary frameworks aimed at limiting the 
fiscal powers of the Government. There are two fundamental powers that make Government's 
economics uniquely different from that of either households or any other organization: 
Governments have the monopoly on the issuing of currency, coins and notes. Additionally, they 
have been given borrowing powers vastly different from those of any other economic unit. 
Moreover, the creditors have been given accorded constitutional protection by making debt 
servicing as an expenditure charged to the consolidated fund, akin to first charge on revenues of 
the Government. Charged expenditures are debated in the National Assembly but would not be 
voted up on. 
 
Theoretically, power of printing of notes or borrowings are limitless. However, since economics 
is called a dismal science, it mercilessly points out that severe consequences would inexorably 
follow if these unique powers were not exercised in a prudent manner. We explain now what 
prudence would call for. 
 
The Quantity Theory of Money explains the relationship between money, its velocity (measured 
as the number of times a given unit of money is used to finance transactions during a year), real 
GDP and prices. The theory is based on a simple identity: M*V=P*Q (where M is money 
supply, V its velocity, P is prices and Q is real GDP. Money (left hand side) is needed to support 
economic transactions (the right hand side). Inadequate supply of money could result in 
economic depression as demand would fall and supplies would pile up (with rising inventories), 
price and production would both decline, leading to a surge in unemployment. This is roughly 
what happened during the Great Depression as central banks failed to inject the required amount 
of money in the economy. 
 
Excessive money, on the other hand, creates opposite conditions. For a given supply of real 
GDP, a higher level of money supply would lead to a proportionate increase in prices. With few 
goods, chased by many hands, only prices increase. There are more examples of this type of 
irresponsible monetary policy than the other. There have been some 56 episodes of hyper-
inflation (as big as prices tripling every day) with the biggest happening in Hungary in the 
aftermath of the World War II and the most recent in Zimbabwe in 2007-08. The defining 



characteristic of hyper-inflation, besides accelerating, is political and social upheaval often in the 
backdrop of active war. 
 
Our constitution, curiously, lays a dichotomous approach toward budget management. This 
dichotomy arises when the National Assembly passionately debates and approves demand for 
grants (expenditures) but has no authority to ask the Government where the resources would be 
made available from. Undoubtedly, the taxes and revenue sources are levied and imposed by and 
under the authority of the National Assembly also, but these are enacted on a standing basis and 
annual budgets only introduce certain new measures to amend these enactments through the 
Finance Act. 
 
More precisely, there are basically two parts to a budgetary exercise. First, there is the annual 
budget statement (ABS) under Article-80, which gives estimates of receipts and expenditures 
(with a break-down between charged and voted expenditures), detailed demands for grants voted 
by the assembly, under Article-82, and a schedule of authenticated expenditures, under Article-
83, signed by the prime minister and laid in the Assembly. This is all what is approved by the 
National Assembly. Second, there is a legislative business, called the Finance or Money Bill, 
under Article-73. This contains the tax proposals of the government, which require amendments 
in various laws. This part has implications normally going beyond the immediate fiscal year. 
 
At no point does the Assembly gives approval of income, and consequently, the deficit to be 
incurred. An approved expenditure becomes sacrosanct irrespective of where the money would 
come for its financing. To be sure, the Finance Minister does announce a fiscal deficit target and 
would invariably take credit of bringing fiscal discipline. But that target is meaningless as it is 
non-binding, and one would be unable to find a budget whose deficit target was actually realized. 
 
In fact, the constitutional scheme provides a perverse incentive to under-pitch the fiscal deficit 
target as no one would be concerned with the over-runs by the time the next budget is presented 
where the focus would largely be on the new budget rather than previous outcomes. The deficit 
over-run happens when either higher expenditures beyond the approved limits have been 
incurred, with incomes being on the same level, or lower incomes have been realized but 
expenditures were not cut-back commensurately. For the latter, there is no follow up action, 
which is needed and the over-run implicitly stands approved, because income estimates were not 
approved and the Government is not answerable for realizing lesser incomes. 
 
In the case of the former, Article-84 provides as follows: If in respect of any financial year it is 
found- (a) that the amount authorized to be expended for a particular service for the current 
financial year is insufficient, or that a need has arisen for expenditure upon some new service not 
included in the Annual Budget Statement for that year; or (b) that any money has been spent on 
any service during a financial year in excess of the amount granted for that service for that year; 
the Federal Government shall have power to authorize expenditure from the Federal 
Consolidated Fund, whether the expenditure is charged by the Constitution upon that Fund or 
not, and shall cause to be laid before the National Assembly Supplementary Budget Statement 
or, as the case may be, an Excess Budget Statement, setting out the amount of that expenditure, 
and the provisions of Articles 80 to 83 shall apply to those statements as they apply to the 
Annual Budget Statement. 



 
The above provision gives a carte-blanche to federal government to expend any amount of 
moneys from the consolidated fund, not approved by the National Assembly during the year, and 
get those approved as supplementary budget next year after the main budget is approved. 
 
(To be continued) 
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