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The Macro-fiscal role of the U.K. Whole of Government Account 
‘The final measure of the social uselessness of the City [of London] is that it has wrecked the 

[U.K.] public finances for a whole generation’ (Professor Karel Williams, Manchester Business 
School, quoted in the Financial Times on 29 August 2009 (Parker et al., 2009)). 

1.  INTRODUCTION 
The Siena 2008 seminar on Whole of Government Accounts (WGA) and the resulting 

symposium in Public Money & Management (2009) demonstrated that there are different 

conceptions of what a WGA involves and of the uses to which they can be put. Australian 

WGAs are really consolidated accounts of particular political jurisdictions (ie 

Commonwealth and each State/Territory), applying the principle of control and compliant 

with IAS 27 (IASB, 2008), and thereby addressing the ‘artificial boundaries’ problem. The 

overriding concern is about political accountability, with transparency and yardstick 

competition being the key instruments. In contrast, the U.K. WGA was conceived in 1998 

in macroeconomic terms, as shown by the emphasis that has been placed on close 

alignment with national accounts definitions. The U.K. WGA is about fiscal transparency 

at the aggregate level, rather than at a more disaggregated level with regard to multiple 

public sector decision-makers. 

Chow, Humphrey and Moll (2007) and Heald and Georgiou (2009a) have put forward 

explanations of why no U.K. WGA has yet been published despite the project having been 

announced in 1998 by the Treasury (1998b), with publication then scheduled for WGA 

2005-06. The difficulties still being encountered in bringing the WGA to publication were 

confirmed in June 2009 by the Treasury (2009c), notwithstanding first publication being 

scheduled for 2009-10. In March 2010, the Government used statutory instruments1 (ie 

secondary legislation under the Government Resources and Accounts Act 2000) to bring 

into force the requirement for the WGA to be published for 2009-10. 

It is not the purpose of this paper to discuss the issue of delays, except where contributing 

factors directly relate to the substantive argument. The purpose is to examine the potential 

uses of the U.K. WGA, once published, and – using proxy information – discuss its policy 

relevance to the United Kingdom’s future response to serious fiscal problems that, in part, 

originate in the near-meltdown of the global economy. The focus is almost entirely on the 

balance sheet, not on the income statement. Section 2 describes the U.K. conception of 
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WGA and examines its theoretical foundations. Section 3 briefly discusses the scale of the 

fiscal damage to U.K. public finances, after a long period of over-confidence about 

economic and fiscal resilience. It shows the relationship between statistical aggregates 

from the national accounts (net worth) and the GAAP-based balance sheet derived from the 

WGA. Although very limited information on the latter has reached the public domain, there 

is sufficient to demonstrate potential relevance. Section 4 deploys a WGA perspective on 

the forthcoming fiscal retrenchment, making the central point that the WGA will show that 

many proposals to reduce borrowing and debt have illusory benefits. Section 5 discusses 

the handling of the messy periphery of the public sector, where institutional reforms, often 

linked to New Public Management (NPM), have blurred the line between what is ‘public’ 

and what is ‘private’. Finally, Section 6 summarizes the potential uses of a macro-fiscal 

WGA, and reflects on the wider significance of U.K. developments.  

2. THE U.K. CONCEPTION OF WGA 

Theoretical background 

One of the compromises struck in the mid-1990s derived from the Treasury’s insistence on 

imposing an area of consolidation for the resource accounts of government departments 

that breached FRS 2 (ASB, 1992), the U.K. GAAP standard on consolidation (Heald and 

Georgiou, 2000). In U.K. terminology, this is expressed as setting the ‘departmental 

boundary’. Executive agencies that were not trading funds would be consolidated but Non-

Departmental Public Bodies (except those that were Vote-financed), trading funds and 

public corporations would not be consolidated.2 The Treasury refused to move on this 

issue, except marginally, but did respond to criticism (eg Heald and Georgiou, 1995) by 

promising to revisit the issue of the departmental boundary at a date later than the 

implementation of Resource Accounting and Budgeting (RAB) in 2001-02 (Treasury, 

1995). Not until 2009-10, the first year of U.K. central government accounting on an IFRS 

basis, was there a significant extension of the departmental boundary along the lines 

proposed for many years by the Financial Reporting Advisory Board (FRAB).3

In 1995, the Treasury resisted proposals to have more extensive consolidation, including a 

WGA consolidating the whole public sector. However, the Treasury changed its position in 

1998, publishing the Scoping Study (Treasury 1998b), in which it announced the WGA 
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timetable. There would be a Whole of Central Government Account (WCGA) as well as a 

WGA which would consolidate the whole U.K. public sector, including local authorities 

and public corporations. This inclusion of local authorities was an essential part of the 

architecture of the WGA, designed to align with national accounts aggregates used for 

fiscal planning. There was never a debate as to whether local authorities would satisfy FRS 

2’s (ASB 1992) control-based criteria for consolidation by central government. 

This decision in favour of a macro-fiscal WGA can be linked to the change of Government 

(Conservative to Labour) in 1997, and the development by the new Chancellor of the 

Exchequer (Gordon Brown) of fiscal rules. Originally published the day before the March 

1998 Budget, the Code for Fiscal Stability (Treasury, 1998a) was made statutory by the 

Finance Act 1998. The self-imposed domestic fiscal rules were (a) the golden rule 

(borrowing only to invest, meaning that the current surplus over the economic cycle would 

be zero or positive), and (b) the sustainable investment rule (public sector net debt would 

be kept below 40%, though there was some ambiguity about whether this rule applied in 

every year or over the economic cycle).4 Gordon Brown made it clear that he viewed the 

U.K. fiscal rules as superior to those in the EU Stability & Growth Pact, requiring the 

deficit to be less than 3% in each year and general government gross debt5 to be less than 

60%. The effect on the RAB project was to emphasize its importance, beyond the original 

focus on financial reporting and financial management, to the generation of better data for 

macroeconomic policy-making and for fiscal transparency (Heald, 2003). The role of 

WGA would go beyond better data for the national accounts-based aggregates used for 

macroeconomic policy, in providing incremental information about the public sector 

balance sheet.  

The Treasury established a long-term public finances team, whose work led to important 

conceptual and modelling developments. A pressing issue for the United Kingdom, as for 

many other EU countries, relates to the fiscal implications of an ageing population and to 

explicit and implicit pension debt. The first public manifestation of this Treasury work was 

the Long-term Public Finance Report (Treasury, 2002c), published for the first time 

alongside Pre-Budget Report 2002 (Treasury, 2002b). An expanded explanation of the 

thinking behind the projections appeared in the 2003 Report (Treasury, 2003), and is 
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further elaborated by Eich (2008), who led these developments when working in the 

Treasury.  

During apparently prosperous times, there is relatively little public debate about U.K. 

public finances. Since the onset of recession, that debate has focused almost entirely upon 

borrowing and net debt. If a metaphorical hurricane wiped out all the United Kingdom’s 

physical infrastructure, net debt would not show any effect until the reconstruction began. 

Net debt figures concentrate on the liabilities side of the public sector balance sheet, netting 

off only liquid financial assets. 

Figures 1 to 3, reproduced from Treasury (2003), are quadrant diagrams which show assets 

and liabilities (rows) and past and future (columns). In successive Figures, there is more 

shading, indicating that a wider range of assets and/or liabilities is included in the 

definition. For example, net debt (Figure 1) includes all liabilities accumulated to date 

(bottom left quadrant), from which are deducted liquid financial assets (only a sub-set of 

the assets accumulated in the past).  

The accruals-based balance sheet (ie WGA) is represented by the shading in Figure 2. This 

includes all assets and liabilities accumulated in the past, bringing in the ‘other assets’ 

excluded from net debt. The treatment of the future is more complicated. Future revenue 

fails the accounting recognition test. Also failing the recognition test is ‘future liabilities 

incurred in the future’: this sounds awkward but these should be thought of as 

commitments (eg future non-employee pensions). 

The sequence is completed by Figure 3, which represents the long-term comprehensive 

projections6 developed by the Treasury and updated in the annual Long-term Public 

Finance Reports.7 Projections for 45 years and for an infinite horizon sit on top of the 

platform of the five-year medium-term forecast prepared by a different section of the 

Treasury.8 As is emphasized in these Reports, a large number of assumptions, principally 

about economic growth and demographic trends, are required to make long-term fiscal 

projections. The advantage of making these explicit includes the possibility of undertaking 

sensitivity analyses. Because these projections focus on future cash flows, it is possible to 

include future tax revenues and ‘future liabilities incurred in the future’. However, the 

‘comprehensive projections usually only include financial assets’ (Treasury, 2003, p. 23), 
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thereby excluding physical assets such as infrastructure.9 The analytical tools used in the 

long-term fiscal projections are various formulations of fiscal gaps: for example, as a 

percentage of GDP, how large are the positive or negative changes in fiscal stance that are 

required to meet a specified measure of fiscal sustainability (Woods, 2006; Eich, 2008)?10  

This conceptual development work at the Treasury located the GAAP-based WGA within 

the macro-fiscal framework, plotting its relationship to the narrow net debt measure and the 

broader comprehensive projections. There is a parallel development in a recent report on 

Sweden (Molander, 2009). However, it is important to note that, 25 years ago, Hills (1984, 

1989) constructed an unofficial time series of the U.K. public sector balance sheet. One of 

the puzzles is why it has taken so long for this to come centre stage: perhaps the 

availability of better data, thanks to the spread of accruals accounting across the whole 

U.K. public sector, is one factor behind the growing interest. 

The U.K. model of the WGA can be viewed as providing a supplementary fiscal indicator 

that goes beyond deficits and net debt. It builds upon, and could improve the data behind, 

the national accounts measure of net worth. The WGA can never be a self-sufficient fiscal 

indicator, not least because of the valuation problems that inevitably arise. Year-on-year 

changes will be difficult to interpret. Nevertheless, the WGA at the country’s whole public 

sector level can provide insights into important fiscal questions. This broader view is 

particularly important during the current recession, as it gives a clearer picture of 

governments’ financial health or ill-health. While the concepts of ‘fiscal sustainability’ and 

‘intergenerational equity’ are difficult to make operational, both clearly depend on what 

happens to the assets side and not just to the liabilities side. U.K. policy focus is upon 

borrowing, net debt and Maastricht indicators, in part because of international obligations 

and surveillance arrangements, but that does not detract from the point that assets matter. 

Both the process of developing the WGA, and the figures when available, will provide 

useful incremental information. 

There is no obvious optimal level of public sector net worth. Those who favour a large 

economic and social role for the state would presumably wish to see strongly positive net 

worth, reflecting both the physical assets held by the state and financial assets held in part 

to smooth, for example, the budgetary costs of demographic ageing and the depletion of 
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state-owned natural resources. However, those who favour much greater focus on using the 

market rather than the state would presumably wish to see lower public sector net worth. In 

the context of industrialized market economies, there is no logic in maximizing public 

sector net worth. What is important is to understand changes, as this provides a different 

perspective on budgetary policies and long-term fiscal developments. 

Regulation of the WGA 

United Kingdom developments have certain distinctive characteristics. The Government 

Resources and Accounts Act 2000 determines the area of consolidation, not IAS 27 (IASB, 

2008). The U.K. WGA is about the whole of the public sector, an interpretation re-enforced 

by the Treasury’s refusal to publish the completed Whole of Central Government Account 

(WCGA),11 which should be seen as an entity for which the U.K. Government is to be held 

accountable. A possible explanation for this refusal was fear that negative net assets – 

inevitable, given the asset and liability structure of the tiers of the U.K. public sector – 

would lead to ‘government is bust’ headlines. Such headlines have subsequently arrived in 

abundance in the trail of the global financial crisis.  

A jurisdiction-level WGA should be governed by best financial-reporting practice, say, 

IFRS with limited public sector-specific adaptations and necessary interpretations. In 

contrast, macro-fiscal WGAs face an inherent tension between (a) financial reporting 

regulation (International Accounting Standards Board (IASB) and International Public 

Sector Accounting Standards Board (IPSASB)) and (b) national accounts regulation (UN 

System of National Accounts, Eurostat European System of Accounts). The Government 

Resources and Accounts Act 2000 contains powers of statutory override, intended for 

application in specific areas (eg exclusion of Parliament and the National Audit Office 

(NAO)) but potentially available to create wider divergence. Nevertheless, the working 

assumption is that, in most cases, IAS 27 will apply, except in terms of the WGA being 

defined to include local authorities and public corporations, in line with the national 

accounts’ definition of the public sector. 

Only one number (‘net liabilities per WGA’ in 2005-06)12 has yet been published from the 

U.K. WGA project. The preparation of the 2009-10 WGA will be complicated by that 

being the first year for which central government and related bodies have accounted on an 
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IFRS-basis, and by the later 2010-11 implementation of IFRS in local authorities. Despite 

these limitations, there is at least now something to work on, as this GAAP-based measure 

can be compared with data available for a much longer period from the national accounts. 

3. THE SCALE OF FISCAL DAMAGE TO U.K. PUBLIC FINANCES 

There are three issues to be addressed in this Section which presents balance sheet data for 

the U.K. public sector. First, if U.K. public finances really have been ‘wrecked for a 

generation’ (as Karel Williams has claimed (Parker et al., 2009)), should this damage be 

attributed solely to the U.K.’s financial sector? In contrast, Weale (2009, p. 7) portrays 

recent U.K. financial and fiscal history as ‘A twenty-year binge: the profligate generation’, 

portending a harsh period of redress for both public finances and private household 

finances. Second, the question arises as to what currently available evidence can be brought 

to bear on this question. Third, what will be the incremental information content of the 

WGA, especially when there is a run of years of balance sheet data so that underlying 

patterns can be identified? 

The first two questions can be taken together, by looking at developments in net worth 

(national accounts) and indicative net liabilities (which can be thought of as a national 

accounts-based proxy for net liabilities per WGA). It will be useful to know whether these 

confirm or change the impression created by recent explosive increases in net debt. The 

data presented below show problems that preceded the crisis in the global financial sector. 

This picture emerges notwithstanding the fact that the Treasury’s (supposedly strict) self-

imposed fiscal rules were met during the U.K. economic cycle running from the first half 

of 1996 to the second half of 2006 (Treasury, 2008c, para 2.13 on p. 16). On the third 

question, the potential incremental information content of the WGA will also be 

demonstrated, but its decision-usefulness and transparency value will depend heavily on 

supplementary disclosures13 and on having data for a run of years. 

The presentation of information on U.K. public finances is influenced by the United 

Kingdom’s position as a member of the European Union (27 countries), but not being part 

of the eurozone which now consists of 16 countries. Figure 4 plots actual and forecast data 

for the period from 1974-75 to 2013-14: 
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(a) the blue line plots general government gross debt on a Maastricht basis, which is the 

criterion used to assess the United Kingdom’s performance against its E.U. obligations 

(b) the red line plots public sector net debt, which is the U.K. Treasury’s preferred measure 

and the criterion relevant to compliance with the U.K.’s domestic fiscal rules 

(c) the green line plots public sector core debt, the principal difference from net debt being 

that ‘the main variable element in the debt stock (the cycle) has been removed from 

core debt’ (Treasury, 2002a, para 1.4). 

With regard to (b) and (c), the Treasury’s Budget presentation excludes ‘liabilities and 

unrealized losses from financial sector interventions’ (Treasury, 2009b, Table C2 on p. 

222).  

Four issues of major importance have been identified: whether the debt measure refers to 

general government or to the public sector; whether the debt measure is gross or net; 

whether there should be cyclical adjustment; and whether debt relating to ‘temporary 

support’ to the financial sector should be included. Independent forecasters, such as the 

National Institute of Economic and Social Research (Barrell and Weale, 2009), also 

produce forecasts of the path of U.K. net debt. Their forecasts are somewhat more 

pessimistic than the Treasury’s own, but not by a large margin.14  

The forecast increases in net debt from 2008-09 onwards are breathtaking, when 

juxtaposed with what now look like modest cyclical swings over the previous 20 years. The 

Stability & Growth Pact’s 60% rule on general government gross debt has not previously 

been a constraint on the United Kingdom; the domestic ‘sustainable investment rule’ 

established a 40% ceiling on the net debt measure. 

Some brief commentary on the current U.K. fiscal position is necessary: 

(a) this doubling in net debt – below 40% to over 90% on the Barrell and Weale  projection 

– is a reflection of the support that the U.K. Government has given to its domestic 

economy after the near-meltdown of the U.K. financial sector 

(b) some of the increase in net debt – Barrell and Weale (2009, p. 2) suggest ten percentage 

points – is attributable to bank bailouts and nationalizations; the corresponding assets 

are disregarded unless they are liquid financial assets 
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(c) the United Kingdom has been particularly vulnerable given the large size of its financial 

sector, which before the crisis accounted for circa 7% of GDP and circa 13% of U.K. 

tax revenues 

(d) the U.K. Government was running a substantial current budget deficit15 in the later 

years of the long boom, not having adopted the substantively prudent approach of 

certain other countries, including Australia.  

With hindsight, the U.K. Government mistook froth for a step-change in the performance 

of the U.K. economy; the froth was highly productive of tax revenues. 

There are significant differences of view about what should be done now. Samuel Brittan, 

an economic commentator on the Financial Times, has taken the view that increases in 

borrowing and debt should be accepted in order to support the fragile economy. An early 

withdrawal of government support – monetary as well as fiscal – might convert the 

recession into a depression (Brittan, 2009). Others have warned that immediate fiscal 

action is imperative, otherwise the United Kingdom risks a debt downgrade.  

However long it takes the medium-term to arrive, the United Kingdom will have to make a 

large fiscal ‘consolidation’, a euphemistic way of saying lower expenditure and/or higher 

taxation than would otherwise have been the case. The Treasury’s view is that the United 

Kingdom has suffered a permanent loss of output of 4% of GDP (National Audit Office, 

2009, para 109) and that, when recovery comes, it will not return to its former growth path 

but will be on a lower one, even if the previous trend rate of growth were restored. 

Estimates of the current deficit in 2009-10 range from 12% to 14%, with the structural 

deficit being about 6-7%. Given that these are not normal times, the separation between 

cyclical and structural factors is particularly problematic. The present world is not one of 

symmetric economic cycles. 

If there had been a series of published WGAs from 2005-06 to 2008-09, it would have been 

possible to examine the impact of the late boom and recession. Before discussing data that 

are currently available, some terminology will be explained in relation to Figure 2:  

• Net worth represents the difference between total assets (the sum of liquid financial 

and other assets, top left) and all liabilities accumulated to date (bottom left), reflecting 
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the fact that debt incurred in the past has contributed to the financing of assets held 

today 

• Indicative net liabilities is net worth (as above) plus future liabilities from past 

activities (bottom right), using statistical estimates from the national accounts because 

full sets of entity financial reports are not available16  

• Net liabilities per WGA is conceptually the same as indicative net liabilities but is 

fully underpinned by financial accounts, U.K. GAAP-based until 2008-09 and then 

IFRS-based from 2009-10, adjusted for road infrastructure values in local government 

Two points to note are that (a) net worth is an intermediate step between net debt and 

indicative net liabilities, and (b) indicative net liabilities are a proxy measure of net 

liabilities per WGA. 

Some perspective about the U.K. public sector balance sheet can be gained from Figure 5, 

which uses national accounts data to get as close as possible to what the WGA might show. 

It extends the graph that appeared in the 2008 Long-term Public Finance Report (Treasury, 

2008a, p. 34). Instead of starting at 1996-97, Figure 5 takes net debt and net worth back to 

1987-88 and projects forward to 2013-14. All four series are plotted above the horizontal 

axes. However, only net worth is ‘positive’ in the sense that increases might normally be 

thought of as desirable and decreases as undesirable. In contrast, lower net debt, lower 

indicative net liabilities and lower net liabilities per WGA would generally be thought of as 

preferable. 

The reduction in net worth from 74.0% (1987-88) to 14.4% (1998-99) was dramatic, 

indicating that analysis of how the components of net worth changed will be useful. 

Significant factors will have been the Conservative Government’s privatization programme 

and the early 1990s’ recession. After recovering from a minimum of 14.4% (1998-99), net 

worth remained just under 30% of GDP from 2001-02 until 2007-08, which was a period 

of remarkably fast growth in total public expenditure. After 2007-08, it is projected to fall 

sharply, becoming negative in 2012-13. The mirror-image symmetry with the path of net 

debt suggests that this projected fall in net worth is driven by exceptional levels of 

borrowing17  and accumulating debt.  
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Figure 6 examines the components of net worth, on a calendar-year basis. The coverage is 

from 1988 to 2008 and is expressed in nominal terms (ie no inflation-adjustment). There is 

strong growth in non-financial assets even before the post-1998 period of unprecedented 

public expenditure increases. The growth in financial assets is more subdued. However, the 

growth in financial liabilities is even stronger than the growth in non-financial assets.  

Figure 7 adjusts net worth and its components for inflation using the GDP deflator. Given 

the pattern of inflation in the period, the main effects are to show net worth as higher in 

1988 and to emphasize the reduction in net worth over the period 1988 to 1998. The 

inflation-adjusted reduction is 78% of 1988 net worth, whereas the nominal reduction is 

67%. 

It is useful at this juncture to sum up what is known about the U.K. public sector balance 

sheet. The Treasury has refused to publish the WCGAs and WGAs which have been 

prepared, including denial of an FOI request. This refusal extends to data about indicative 

net liabilities and net liabilities per WGA, beyond what was published in the 2008 Long-

term Public Finance Report (Treasury, 2008a). Until more data are available, it will not be 

clear how close indicative net liabilities are to net liabilities per WGA. For 2005-06, these 

were comparatively close (29% of GDP as against 22%), though this may in part reflect the 

use of common adjustments derived from unpublished U.K. GAAP balance sheets.  

There are no forward projections of these indicators, but Figure 5’s trajectory of net worth 

indicates that both will be pulled down by the severity of the present recession. The post-

1979 shift, especially early and pronounced in the United Kingdom, from the positive state 

to the regulatory state (Majone, 1997) makes it difficult to determine a desirable path for 

net worth. Privatizations will generally reduce reported net worth, as a result of 

transactions costs, disposals at discounts (or recognition of previously hidden losses) and 

capital distributions from government to taxpayer-citizens. Nevertheless, with mounting 

concern about the costs of population ageing, a prudent fiscal policy, ceteris paribus, 

would be to pre-fund some of these costs by an anticipatory build-up of net worth.  

An important unknown is the quality of the data underlying this discussion. However, it 

would be reasonable to assume that data quality at the entity level improved after 2001-02 

(RAB across central government) and should improve further after the WGA is published, 
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particularly from 2010-11 when the whole U.K. public sector will be using a reasonably 

harmonized version of IFRS. With regard to data underlying net worth that comes from the 

national accounts, rather than from entity financial reports, there is the question of when, or 

if, the Office for National Statistics (ONS) will make the transition from perpetual 

inventory models and calculations of capital consumption (the national accounts 

counterpart of depreciation). Notwithstanding these caveats, the balance sheet data cast a 

different light on U.K. experience than would be gained from the ‘success’18 in meeting the 

domestic fiscal rules in the previous economic cycle.  

4. THE WGA PERSPECTIVE ON FISCAL RETRENCHMENT 

Public discussion of U.K. public finances is currently phrased in apocalyptic language, 

with commentators competing to be the most gloom-laden. In part, this tone reflects the 

impending U.K. general election (due by mid-2010) and a political climate which has 

suddenly swung from celebrating a long period of public expenditure growth19 to one in 

which the wildest of proposals for service cutbacks and efficiency savings are reported at 

face value. This has been described as ‘slash and burn’. What is most striking, however, is 

that most discussion of future public expenditure reductions to meet the twin problems of 

deficit and debt pay attention neither to the distinction between cash and accruals nor to the 

impact of ‘savings’ proposals on the public sector balance sheet. 

The rapid growth of U.K. public expenditure from 1998 was in part intended to offset the 

effects of earlier fiscal retrenchments20 which had disproportionately affected capital 

expenditure and contributed to long-term infrastructure deficiencies. Although there is 

disagreement about the timescale over which the huge deficit should be closed, there is 

none about the necessity of bringing that deficit down when the economy has recovered. 

The potential contribution of WGA to public policy debates about fiscal retrenchment is to 

be found in its transparency value. There is likely to be a substantial illusory component to 

fiscal retrenchment, as many proposals may reduce some measures of deficit and debt but 

inflict damage on the public sector balance sheet. A non-exhaustive set of examples will be 

briefly discussed, some of which echo the practices of the past (Savage, 2005). 
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Privatizing state assets 

Generating revenue from privatizing state assets will reduce the deficit if the proceeds are 

treated as negative expenditure, rather than as government revenue. Regardless of 

treatment, asset sales (eg enterprises, land and buildings, or spectrum) will, if so used, 

reduce net debt. What is usually ignored when such actions are proposed is that these 

represent a change in the public sector’s portfolio of assets: cash increases whereas other 

assets decrease. Such sales will only increase net worth and net assets per WGA if the net-

of-transactions-costs sales proceeds exceed the value to the government of those assets.  

As discussed in Section 2, there is no coherent rationale for maximizing public sector net 

worth/net assets per WGA. However, there is good reason to view with suspicion proposals 

to respond to a recurrent deficit with one-off transactions involving the public sector 

balance sheet. If the public sector holds assets which the private sector would use more 

efficiently and public policy goals would not be compromized, then there is a prima facie 

case for privatization. However, the expectation would be that a typical transaction would 

reduce net worth/net assets; experience suggests that transactions costs are considerable 

and disposals often take place at discounted prices. The relevance of this point is illustrated 

by the Government representing a proposed £16 billion asset sales programme as a deficit-

reduction measure (Wintour, 2009). It might be argued that governments and public bodies 

are often reluctant to dispose of assets except when under severe fiscal pressure. While this 

may be true, this does not affect the substantive proposition that privatizations will usually 

lead to reductions in net worth/net assets. 

Neglecting public sector assets 

A chronic problem in the U.K. public sector, replicated in many countries, has been the 

neglect of assets once acquired. Perrin (1984) associated this with the absence of capital 

accounting and the treatment of capital assets as free goods. Deferring the maintenance of 

capital assets reduces deficits and thus debt, and is seen as less painful than reductions in 

public services and employment. Under cash accounting at the entity level, and without a 

consolidated public sector balance sheet, this process is invisible until it manifests itself in 

backlog maintenance, often beyond the financial capacity of the entity. Under accruals 

accounting at the entity level, the resulting deterioration in assets should be indicated by 
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impairment charges, which will feed through to net assets per WGA. Given the very large 

increases in U.K. public sector capital expenditure since 1998, a new round of neglect 

would be a depressing development. Better accounting cannot stop assets being neglected 

but the trend of impairments in the WGA can give signals that this is happening. However, 

Newberry’s (2009) analysis of New Zealand’s WGA indicated that asset deterioration 

might not be signalled because impairments would be obscured by revaluations and 

depreciation. This is more likely if revaluations focus on future cash flow under near-

monopoly conditions; clearly the quality of disclosures will be an important factor in 

determining the usefulness in this regard of the U.K. WGA.  

Cutting public sector capital expenditure 

Cutting public sector capital expenditure is frequently a large component of fiscal 

retrenchment, in part because it can be done relatively quickly and in part because it 

transfers the pain outside core government. Such a policy reduces some measures of 

deficits and also net debt but builds up future efficiency problems as the capital stock 

cannot be sufficiently reconfigured in response to changing patterns of public service 

delivery. Capital starvation was a widely diagnosed problem of the U.K. public sector in 

the 1980s and 1990s, to which out-dated and failing infrastructure has been attributed. 

While invisible under cash accounting, and hidden without a WGA because there are 

thousands of entity accounts, in time infrastructure deterioration will be revealed by the 

WGA. Public sector net investment may become negative and the book value of property, 

plant and equipment would fall. 

An indication that reductions in capital expenditure will be a feature of the fiscal response 

to the U.K. deficit can be found in the March 2009 Budget. Public sector gross investment 

is projected to fall from 4.5% of GDP in 2009-10 (a year increased by advancing projects) 

to 2.6% in 2013-14 (Treasury, 2009b, Chart C5 on p. 226). The corresponding projection 

for net investment in 2013-14 is 1.3%, down from 3.1%. Alternating periods of capital 

starvation and gluttony will contribute to poor functionality of the public sector capital 

stock because they lead to weak implementation and strong vintage effects. 
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Substituting privately-financed capital expenditure for conventional procurement 

One method of responding to capital starvation is to substitute capital expenditure by 

Public-Private Partnerships (PPP) for publicly-financed capital expenditure. This becomes 

attractive to decision-makers if the accounting treatment of PPPs allows them to be treated 

as off the balance sheet of the public sector client. From 2001-02 to 2008-09 there was a 

large amount of arbitrage under U.K. GAAP between the ASB’s (1998) FRS 5A and the 

Treasury’s Technical Note 1 (Revised) (Treasury Taskforce, 1999). From 2009-10, with 

the move to IFRS, most PPP assets are expected to go on the public sector client’s balance 

sheet following the adoption by the Treasury of the IFRIC 12 (IASB 2006) mirror-image 

treatment. The new arbitrage will be between IFRIC 12 and the Eurostat (2004) national 

accounts guidance. The important point is less that the national accounts, prepared by the 

ONS, remain on the basis of risks and rewards, than that the specific Eurostat rules are 

exceptionally lax (Heald and Georgiou, 2009b).  

Whereas accounting and reporting will be on an IFRS basis, budgeting and control, which 

is what decision-makers really care about, will be on a national accounts basis. Most PPPs 

will be on entity balance sheets and on the WGA, but will be outside the national accounts 

fiscal indicators discussed in Section 3. This will recreate incentives for inefficient public 

investment decision-making (approval will be more likely for PPPs that are ‘Off’ on the 

Eurostat rules) and obstruct transparency. The Treasury’s (2009d) June 2009 decision to 

adopt this treatment, at odds with its Alignment project (Treasury 2009a) designed to give 

‘a clearer line of sight’, illustrates just how tempting are such artifices. This is despite the 

prominence given to ‘fiscal transparency’ in the Code for Fiscal Stability (Treasury 1998a). 

Posting bills to the future 

Under cash accounting, a recurrent device used in difficult budgetary periods was to find 

mechanisms by which reported expenditure could be reduced now, at the expense of higher 

expenditure later. One such device was to persuade employees to accept lower pay 

settlements accompanied by higher future pension entitlements. Such possibilities remain 

under accruals accounting, as certain commitments would not meet accounting recognition 

tests: for example, abolish certain payments to old-age pensioners (eg cash winter fuel 

allowances) while promising a restoration of index-linking of pensions at a future date. 
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There has been much comment about how PPPs facilitate the acquisition of new assets 

now, without reporting the capital expenditure. Although some devices for posting bills to 

the future will escape detection through the WGA, these should be picked up by the 

Treasury’s long-term fiscal projections. More generally, it is well-known that accruals 

accounting provides opportunities for earnings management; the hierarchical systems of 

financial control over U.K. public sector service delivery organizations (eg NHS Trusts and 

NHS Foundation Trusts) are settings which seem likely to exhibit such behaviour. The 

WGA may act as a source of constraint as it gives the NAO leverage across the whole 

public sector. This leverage will be more formal and structured than the leverage the NAO 

could have exercised, but did not, over PPP accounting in the National Health Service; the 

NAO audited the summarized accounts of NHS bodies but did not override the entity-level 

off-balance sheet treatment allowed by the private and Audit Commission auditors (Heald 

and Georgiou, 2009b).   

5. HANDLING THE MESSY PERIPHERY OF THE PUBLIC SECTOR 

Exactly what is the boundary of the public sector, as defined for purposes of the WGA, is 

clearly of profound importance. Issues relating to the boundary are another source of 

gaming possibilities, but there are also genuine difficulties independent of such 

motivations. Thirty years ago the United Kingdom had a relatively well-defined delineation 

of the public sector. The model of using public (ie statutory) corporations for state-owned 

trading activity differed from much of continental Europe, where there was extensive use 

of mixed public-private trading enterprises, incorporated under companies legislation. In 

the 1980s the U.K. Conservative Government made an unprecedented shift of the public-

private boundary, starting a process that moved almost all public industrial and commercial 

activities into the private sector.  

Twenty years ago, the changes that became known as NPM began the process that has 

blurred the boundary between the U.K.’s public and private sectors. For core government 

there are no difficulties. However, in important areas of public policy, there are 

organizations sitting on the public-private boundary. Universities, for example, are 

classified by the ONS to the private sector but they are subject to public law, receive large 

amounts of public funding, and are covered by the Freedom of Information Acts. 
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University borrowing and debt do not score, respectively, as part of public borrowing and 

net debt and universities are outside the WGA. As a matter of long-standing public policy, 

local authorities have been marginalized as providers of social housing, whereas housing 

associations (not-for-profit private bodies, sometimes established as charities) have been 

promoted by central government. They have been encouraged to borrow from private 

capital markets, their borrowing not counting as public borrowing, nor their debt as public 

debt.  

The blurring of the public-private boundary inevitably means that difficult judgements 

about accounting treatments have to be made in relation to both financial reporting (IAS 

27) (IASB, 2008) and national accounts (ESA 95) (Eurostat, 1995).21 Whereas both 

systems of accounting use ‘control’ as the criterion for consolidation, the different 

traditions and disciplines of these two epistemic communities – financial reporting and 

audit versus economics and statistics – may lead to different judgements with respect to 

particular entities. Given the explicit links between the U.K. WGA and macro-fiscal policy, 

this creates tension between financial reporting and national accounts. This means that 

disclosure of reconciliations between financial reporting and national accounts figures is of 

profound importance for fiscal transparency.  

The privatization of rail infrastructure unwound when Railtrack plc went into 

administration. It was reincarnated as Network Rail Ltd, a not-for-profit company 

nominally controlled by its members but financially dependent upon central government. 

In a rebuff to substance over form, the form and structure of Network Rail was design-

engineered by the Treasury to be classified by ONS to the private sector, via an iterative 

process in which the ONS was ill-advised to engage. Whereas Network Rail is outside net 

debt, the NAO has indicated that, in its view, Network Rail meets the control criteria of 

IAS 27 and therefore should be consolidated in the WGA. However, as discussed earlier, 

the WGA is not governed by IAS 27 but by the statutory provisions of the Government 

Resources and Accounts Act 2000, which contain a statutory override. Whether that 

override will be used, and how the NAO would respond, will not be known until the 2009-

10 WGA is published. 
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Accept, for this discussion, that NPM claims that more private-like entities will be more 

efficient and effective than traditional government organizations, in part because they are 

less directly affected by budgetary politics and face harder budget constraints. It therefore 

seems possible that concerns about reducing operational autonomy would make the NAO 

reluctant to determine that, for example, universities22 and housing associations fall within 

IAS 27.23 Moreover, as occurred in the case of Network Rail Ltd, organizations on the 

fringe of the public sector can be design-engineered around the control indicators. 

Enthusiasm can be expected in the search for ‘innovative’ funding mechanisms: U.K. 

debates genuinely become interested in foreign experience when in search of lessons on 

how to circumvent accounting and budgetary rules (Barrell and Hubert, 1999). 

The financial crisis has raised a totally unexpected issue; no-one would have anticipated 

any U.K. government to either nationalize banks or become majority shareholders in them. 

If the WGA had been published on its original schedule, there would have been two years 

(2005-06 and 2006-07) before these developments. The first year of publication (2009-10) 

might well be the year most affected by bank ownership, as the Government has rejected 

the idea of continuing ownership and wishes to dispose of its holdings to the private sector 

as soon as market conditions permit.  

A pragmatic solution in 2009-10 would be to consolidate where the IAS 27 control tests are 

satisfied (the NAO is the auditor), but also to publish the WGA excluding the state-

controlled banks. The size of bank assets and liabilities, relative to those held by general 

government, would swamp the WGA. This approach might dissuade the Treasury from 

using its statutory override power to exclude these banks from the WGA. Although that 

might be thought reasonable in the present exceptional context, it would create a precedent 

of having used the statutory override, making it more likely that this would be used in 

future for questionable purposes.    

6. REFLECTIONS 

Walker (2009) examined the identity of users of public sector consolidated statements and 

also addressed the uses to which those potential or actual users might put them. He 

compiled a list of eighteen judgements, categorized as ‘routine’, ‘conditional’ and 

‘exceptional’, which in theory prospective classes of users can make on the basis of 
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consolidated statements. He concluded that the financial information relevant to the 

majority of these judgements is already available for Australia in sources such as budget 

documents and the Australian adaptation of the IMF’s Government Financial Statistics 

(GFS) system.24 He also indicated that a number of routine judgements can be based on 

information presented in the form of consolidated statements. Importantly, however, he 

suggested that ‘these would not necessarily be consolidated statements encompassing the 

whole of government (or, to be more specific, statements encompassing the whole of a 

specific tier of government)’ (p. 173), and proposed alternative criteria (to that of control) 

for determining their scope.  

In the different context of the United Kingdom, the Treasury has taken a distinctive view 

about the role of the WGA. Starting with the Scoping Study (Treasury, 1998b), there has 

been an evolving rationale for the U.K. WGA, albeit in the years before publication. This 

has occurred through the Long-term Public Finance Report’s (Treasury, 2003) schematic 

diagrams (reproduced here as Figures 1 to 3) and in the restatement of the case for accruals 

accounting across the whole U.K. public sector (Treasury, 2005). It is important not to 

exaggerate the potential usefulness of the U.K. WGA, given that it has not yet been 

published. To the extent that it will be used, this is likely to be by ‘intermediate users’ 

(Rutherford, 1992), such as academics and specialist journalists acting as information 

brokers (Heald 2003).  

The U.K. WGA is a consolidation of consolidations as the entities included within the 

WGA will often themselves have produced consolidated accounts on the basis of IAS 27. 

The process of preparing the WGA involves sub-consolidations, some functional (eg 

health) and some that relate to sectors of government (eg central government). 

Notwithstanding the U.K. Government’s refusal to publish or release the WCGA in 

advance of the WGA, as in the original timetable, some potential users of the WGA may be 

most interested in the sub-consolidations. If this is the case, the Treasury is likely to face 

pressure to publish the sub-consolidations, thus going further than the planned segmental 

analysis of the WGA. 

This paper has highlighted a number of reasons for a modest degree of optimism in the 

U.K. case. First, even before publication, the WGA project has promoted discipline in 
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terms of entity financial reporting (overcoming the attitude that ‘no-one reads accounts’, 

which had contributed to past neglect of timeliness) and of addressing inconsistent 

accounting across the component parts of the public sector (Ellwood, 2003).  

Second, it has provided a context in which the regulatory arbitrage that was such a feature 

of PPP accounting from 2001-02 to 2008-09 (Heald and Georgiou, 2009b) could be 

addressed: the publicly stated concerns of the NAO about PPP accounting in relation to the 

WGA contributed to ending this arbitrage. There is a parallel to the uses of consolidated 

financial statements in the private sector, whose purpose is to report on the economic entity 

and to act as a disincentive against financial ‘innovations’ designed to disguise or obscure 

the economic substance of transactions. The fact that this objective is not always met in the 

private sector does not invalidate it there; neither do the problems that may be encountered 

with WGA consolidations.  

Third, the WGA will provide incrementally-useful information in relation to the public 

finances. There is potential to correct the narrow focus on net debt, which excludes all 

assets other than liquid financial assets. It should be useful in policy debates about fiscal 

sustainability and intergenerational equity, the substantive content of which are 

controversial. Given the dramatic projected increase in net debt, the appropriate policy 

response is not clear. For example, eliminate the deficit but accept net debt at a much 

higher level, as might be done after a major war. Or, eliminate the deficit and quickly bring 

net debt down to the 1998 sustainable investment rule’s 40%. Or, eliminate the deficit and 

bring net debt down to 40% over a longer period, itself contingent upon the state of the 

world economy. The effect of such policies should be monitored, not least because some 

methods of containing or reducing net debt would significantly reduce net worth and net 

assets per WGA. The WGA will never tell policy-makers what to do, but can contribute to 

greater fiscal transparency by generating and putting into the public domain information 

relevant to policy debates.  

Newspapers, and indeed international organizations with economic surveillance 

responsibilities, regularly compare deficits and debt across many countries. The availability 

of macro-level WGAs for a range of countries, if these became available, would facilitate 

more constructive international comparisons once a run of years became available. In the 



 22

meantime, more attention might be paid to the existing net worth data in the national 

accounts. However, the quality of that national accounts data will in turn depend on the 

quality of entity reporting and on whether entity data are actually being used for the 

national accounts. The issue of net worth is attracting attention in other countries. The 

Swedish Fiscal Policy Council has been established as a public body to monitor Sweden’s 

public finances. It has complained that, in the 2010 budget, “There is only a snapshot (the 

situation at the end of 2008) but no picture of developments [of public sector net worth] 

over a number of years” (Swedish Fiscal Policy Council, 2009, para 15). Those countries 

which have pioneered the move from cash to accruals accounting should be in a position to 

have better data for the national accounts measure of net worth, as well as to develop IFRS-

based measures comparable to U.K. net liabilities per WGA. However, in federal countries, 

there may be constitutional inhibitions on whole-of-public-sector consolidation. 

The data in the Figures in this paper suggest that the Treasury and external commentators 

should have paid greater attention over the last economic cycle to what was happening to 

net worth. Instead, with there being no apparent danger of breaching the sustainable 

investment rule’s 40% limit on net debt, attention focused on compliance with the golden 

rule, long after the issue of numerical compliance over an extended cycle had lost its 

economic as opposed to political salience. In Figure 5, the period 1998-99 to 2001-02 

shows the expected relationship between net worth (rising) and net debt and indicative net 

liabilities (both falling). In contrast, in the period 2001-02 to 2005-06, the three-fold 

increase in indicative net liabilities as percentages of GDP does not follow the expected 

relationship with net debt (rising modestly) and net worth (staying flat). There is no 

explanation of this development in the public domain. 

Fourth, there are policy questions about the design of fiscal institutions, including which 

body is responsible for particular tasks, including long-term comprehensive fiscal 

projections. The Treasury is to be commended for the development of the Long-term 

Public Finance Report, published at each (November/December) Pre-Budget from 2002 to 

2006 and then at the March 2008 Budget. The 2009 Report (Treasury, 2009e), published in 

December 2009, did not contain the comprehensive modelling that had previously shown 

the U.K. public finances to be sustainable. With the Treasury as the author, there is an 
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inevitable credibility problem. The Treasury would find it difficult to publish projections 

showing fiscal unsustainability at a time when its ministers were proclaiming 

sustainability, and vice versa.25 This raises the question of whether ‘official’ projections 

should be prepared by some independent body, or – more plausibly in the U.K. context – 

whether equivalent capability to that possessed by the Treasury should be funded outside 

ministerial government. 

Fifth, there is the possibility of arbitrage between financial reporting (IFRS) and national 

accounts; Eurostat (2004) provided supplementary guidance that effectively changed ESA 

95, regarding PPP assets and liabilities. The Treasury’s June 2009 decision to follow 

Eurostat in its spending reviews and budget allocations (Treasury, 2009d) has no direct 

effect on the WGA: the Estimates and resource accounts will be on an IFRS basis, thus 

following the mirror-image treatment of IFRIC 12. The relevance is indirect: it is a 

reminder that devices that obfuscate the public finances will be used when these are 

available, particularly in stressful budgetary circumstances. It is also a reminder that the 

WGA, prepared on an IFRS basis but intended to be aligned as far as possible with the 

national accounts, is actually controlled by the provisions of the Government Resources 

and Accounts Act 2000.  

Sixth, the messy periphery of the U.K. public sector means that the WGA, as the product of 

accounting consolidation, cannot be expected to provide a self-sufficient picture of the 

public finances. Consolidations assume quite clean structures with clean boundaries 

whereas some public-private hybrid arrangements are extremely complicated (Newberry, 

2009), reflecting the influence of NPM ideas and of various innovations designed to 

arbitrage statistical and accounting boundaries. Accordingly, the quality of disclosures that 

accompany the U.K. WGA will affect its usefulness and might also constrain arbitrage by 

making such devices more transparent. 

Finally, there are implications for the research agendas of academic accountants, especially 

those with public sector interests. They might be among the prominent users of WGA. As 

well as the much-remarked globalization of private sector accounting regulation, a similar 

pattern is emerging for the public sector, evidenced by the growing influence of IPSASB. 

International agencies, particularly the International Monetary Fund and the World Bank, 
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are taking close interest in its work, thereby adding to IPSASB’s credibility and legitimacy. 

Moreover, there is now a greater interface between GAAP-based government financial 

reporting and SNA/ESA-based national accounts. This greater linkage between financial 

reporting and national accounts might also encourage governmental overrides of standards 

developed for the private sector by IASB and challenge the legitimacy of IPSASB.  

There will be many technical issues to resolve but there are also bigger issues regarding 

legitimacy, capacity and authority. This is a public policy domain in which academic 

accountants can contribute their expertise. By their very nature, policy debates about fiscal 

policy, particularly questions of fiscal sustainability and intergenerational equity, involve 

difficult judgements, as well as expertise. Those judgements can be informed by the 

multiple fiscal indicators examined in this paper. It is therefore imperative that there are 

well-documented reconciliations between figures derived from national accounts and those 

derived from IFRS-based financial reporting.   
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Notes:  
                                                 
1 The Government Resources and Accounts Act 2000 (Commencement No. 2 and Transitional Provision) 

Order 2010 and The Whole of Government Accounts (Specified Dates) Order 2010. This timetable sets the 

following statutory deadlines: the Treasury to send the WGA to the Comptroller and Auditor General within 

11 months of the end of the financial year; the Comptroller and Auditor General to certify the WGA within 

19 months; and the Treasury to lay the WGA before the House of Commons within 21 months. Presumably 

this statutory timetable will be shortened at a future date. 

2 The structure of U.K. central government reflects historical evolution and political accident, as much as it 

does systematic planning. The following is oversimplified but captures the features relevant to this 

discussion. There are two types of government department: ministerial (headed by a minister) and non-

ministerial (headed by a civil servant). Routine operations are often conducted by Executive agencies, over 

which ministers/other head of department retain policy responsibilities. (A small number of such agencies, 
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namely those which generate extensive revenues, have trading fund status, which means that they are 

subject to a control system similar to that for public corporations.) More distanced from ministers, with 

some delegated policy responsibilities but accountable through the minister to Parliament, are Non-

Departmental Public Bodies (NDPB). Those classified as Executive NDPBs are often large in budgetary 

terms and most are financed by grant-in-aid from the parent department, whereas smaller ones are included 

on the Vote (ie within the Estimate) of the parent department. Public corporations are trading and 

commercial organizations at some further distance from the department, but still accountable to Parliament 

through the minister. Privatization has dissolved many public corporations and some trading funds, but the 

model of using Executive agencies and Executive NDPBs has a strong hold. To give an example from 

2008-09: the Department for Environment, Food and Rural Affairs (Defra) has eight Executive agencies 

(including the Rural Payments Agency) and ten NDPBs (including the conservation body Natural England) 

(Defra, 2009, page 63). 

3 FRAB was established in 1996 to advise the Treasury on central government accounting when it moved to 

accruals. Its annual reports have regularly drawn attention to the lack of progress on the extension of the 

departmental boundary of resource accounts.  

4 Over most of the first economic cycle, as identified by the Treasury, to which these domestic fiscal rules 

applied, only the golden rule had bite. The sustainable investment rule was easily met; at that time U.K. 

general government gross debt was well below the Maastricht ceiling of 60%. Moreover, some of the EU 

member states admitted to the eurozone had debt levels far in excess of the Maastricht ceiling. 

5 “[General Government Gross Debt] differs from the U.K. fiscal measure [Public Sector Net Debt] in two 

important respects. The first is the sectoral boundary, being defined as General Government; it excludes the 

net debt position of public corporations, which are included in the public sector. The second is that it 

measures gross liabilities and does not net off liquid assets” (Office for National Statistics, undated, para 

26). 
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6 Throughout U.K. budgetary documents, the Treasury makes a distinction between ‘forecasts’ (to which 

ministers are committed) and ‘projections’ (forward numbers that incorporate existing trends, but which do 

not embody ministerial policy).  

7 Long-term Public Finance Reports were published alongside the November/December Pre-Budget Reports 

from 2002 to 2006. No such Report was published with Pre-Budget Report 2007 but one did appear 

accompanying Budget 2008. A Report accompanied the Pre-Budget Report 2009 but did not contain the 

comprehensive long-term modelling of previous issues. There has been no official explanation of the 

reasons for departing from the original publication sequence. One might speculate that (a) the uncertainty 

attached to the near future makes credible projections far more difficult to do, and (b) there may have been 

reluctance to publish a Report showing that U.K. public finances are unsustainable on existing policies.   

8 The forecast period is therefore 50 years, consisting of five from the medium-term forecast and 45 from 

the projections. 

9 The decision of the Treasury to omit ‘Other assets’ from the comprehensive projections is puzzling, 

especially when previous episodes of neglect of physical infrastructure have been so prominent in U.K. 

public policy discussion. A possible explanation is that the focus has been on government solvency rather 

than on intergenerational equity. Nevertheless, what happens to the physical infrastructure is an important 

issue: for example, cycles of asset acquisition are important, especially when bunching at particular dates 

leads to echo effects when that infrastructure wears out.  

10 This U.K. Treasury approach is different from, but related to, the fiscal sustainability simulations 

conducted on a regular basis by the European Commission. A driving force behind the Commission’s work 

has been the costs of demographic ageing, especially in the context of the fixed exchange rate regime that 

applies to those EU member states which are members of the eurozone (European Commission, 2009). 

11 The Treasury wrote to one of the authors on 19 August 2008, after having conducted an internal review of 

its earlier decision not to release completed WCGAs and WGAs under the provisions of the Freedom of 

Information Act 2000. The grounds for this refusal were that premature release would risk damage to the 
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‘financial interests of the U.K.’. Those interests might also be prejudiced by explaining the nature of the 

potential damage (Treasury, 2008b, paras 15 and 22). 

12 This appeared in the 2008 Long-term Public Finance Report (Treasury, 2008a, Chart 4.1 on p. 34), which 

showed net liabilities per WGA as 22% of GDP. The significance of this number is discussed in Section 3. 

There was no comparable data in the 2009 Report (Treasury 2009e). 

13 For example, a decomposition of provisions which will be the principal difference between net worth 

(national accounts) and net liabilities per WGA (IFRS). The U.K. Government currently has negative net 

assets, described as ‘net liabilities per WGA’. In this paper, however, statements are made about the 

increase/decrease in net assets, to avoid complicated sentence structures involving double negatives. 

14 The Treasury publishes forecasts twice a year: at the Pre-Budget in November/December and at the 

Budget in March/April. Given the present uncertainty about the economy, one reason why external 

forecasts may differ from the Treasury relates to the dates at which they are made.  

15 In part because of EU membership, the U.K. Treasury reports more than one deficit measure: 

surplus/deficit on current budget (an accruals measure); primary balance (an accruals measure); and Treaty 

deficit (actually, general government net borrowing on a Maastricht basis) (Treasury, 2009b, Table C2 on p. 

222). Most measures are also also presented on a cyclical-adjusted basis. 

16 In practical terms, this involves starting with ONS net worth, then – from GAAP-based balance sheets – 

adding Single-Use Military Equipment and subtracting provisions. If indicative net liabilities and net 

liabilities per WGA are now using common data sources, there may be a data discontinuity in the former 

series at the year in which this began. 

17 The March 2009 Budget forecast 2009-10 borrowing requirement as £175 billion (Treasury, 2009b, Table 

C4 on p. 226). The forecast deficit on the current budget was £132 billion.  

18 ‘Success’ is enclosed within inverted commas as a reminder of the widespread criticism of the way that 

the Treasury re-interpreted the golden rule in mid-cycle and extended backwards the starting date of the 
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cycle. Whether these changes, which made the golden rule easier to achieve, were justified is less important 

than the way in which the changes undermined confidence and trust in the domestic fiscal rules. 

19 The unprecedentedly high expenditure growth since 1998 represented what Labour ministers wished to 

happen. Unlike in the 1970s, there was no breakdown of Treasury control mechanisms. Some of the 

increases may have been unwise, in that the Government did not wish to increase taxes to the same extent, 

but it is well-documented that the increases were intended. 

20 In public policy debates, fiscal retrenchment is usually described as ‘fiscal consolidation’, a euphemism 

that might lead to some ambiguity when used in a paper concerned with consolidation in the accounting 

sense. The conventional wisdom of economists and policy-makers is that a fiscal consolidation heavily 

weighted towards expenditure reductions rather than tax increases has more chance of success, in the sense 

of the effects ‘sticking’ and not being reversed at a later date. 

21 For EU member states, national accounts are regulated by ESA 95 (Eurostat, 1995). This makes some 

modifications to the System of National Accounts (SNA 93) (United Nations Statistics Division, 1993). 

ESA 95 is the only ‘regional’ version of SNA 93. 

22 The New Zealand WGA consolidates tertiary educational institutions on an 100% equity-accounting 

basis: ‘The applicability of the test for consolidation in accounting standards as it applies to TEIs and the 

Government is unclear, and is still under consideration by the relevant accounting authorities’ (New 

Zealand Treasury, 2009, note 21).  

23 An example of when the NAO has used audit qualifications to insist on consolidation, in accordance with 

FRS 2, concerns Scottish Enterprise and Highlands & Islands Enterprise. These Scottish public sector 

regional development agencies were not consolidating the Local Enterprise Companies, which had been 

established as their service delivery organizations. In contrast to universities and housing associations, this 

case was low profile and consolidation, when enforced, did not increase public borrowing and net debt. 

24 The United Kingdom makes GFS returns to the International Monetary Fund. However, these receive 

negligible attention in U.K. debates, possibly because of the strong tradition of focusing on the public sector 

as whole, not on general government. 
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25 The political situation would, of course, be different after a change of government when blame can be 

placed on the previous government. A very critical report of past policy was published by the Treasury 

(1997) after the change of government in 1997. 



 

Figure 1: National accounts measure of net debt 

 
 

Figure 2: Accruals based balance sheet 

 
 

Figure 3: Comprehensive projections 

 
 

Source: Treasury (2003, pp. 17, 20 and 23). 



 

 

Source: Treasury Public Sector Finances Databank, Table A8 (21 August 2009). 



 
Sources: Net debt and net worth, from Treasury Public Sector Finances Databank, Table A8 (21 August 2009); and indicative net liabilities and net 

liabilities per WGA, from Treasury (2008a, p. 34). 



 
Source: Office for National Statistics.



Source: Office for National Statistics; data in Figure 6 have been adjusted using calendar-year GDP deflators. 
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