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Reconsidering public budgeting after the Covid-19 outbreak: Key lessons and future
challenges

Abstract

Purpose: The paper aims to offer a viewpoint on how governmental budgeting needs to be reconsidered after
the Covid-19 outbreak.

Design/Methodology/Approach: Building on extant research, and drawing on the Italian context, the paper
provides reflections on four interrelated aspects: (i) how budgeting and reporting processes and formats are
being modified; (ii) how budgeting may enhance governments’ financial resilience; (iii) how citizens are
involved in the budgeting cycles; and (iv) how emergency responses may produce opportunities for corruption.

Findings: To tackle Covid-19 related challenges, budgeting, rebudgeting, and reporting processes and
formats need to be reconsidered and supported by the development of new competencies. Governments will
need to put stronger emphasis on the anticipatory and coping roles of budgeting to reduce public organizations’
exposure to shocks and support governmental resilience. The involvement of citizens has proven critical to
face the pandemic and will become increasingly relevant due to the financial impacts of Covid-19 on future
public service provision. Greater attention to the risks of increased corruption is also needed.

Originality/Value: Drawing lessons from one of the countries most hit by Covid-19, the paper offers a
viewpoint on a timely topic of international relevance by looking in an integrated way at interrelated topics such
as budgeting, rebudgeting, reporting, financial resilience, coproduction, and corruption.

Introduction

The COVID-19 pandemic is an unprecedented event. It started as a health emergency produced by a new
disease unknown to health-care experts, causing a large number of deaths, and it almost immediately triggered
a social, economic, and financial crisis in many countries around the globe. Governments have been required
to provide rapid responses to mounting and diverse issues by enhancing public intervention in the health-care
sector, as well as providing support to families, workers, and businesses. Most countries hit by COVID-19 will
inevitably face higher government deficits and debts. Under these circumstances, budgeting will play a central
role. However, the ways in which budgets are formulated, executed, and accounted for need to be discussed
and rethought. This requires a process in which new meanings, conceptual categories, and labels are created.
Such an effort calls for looking at budgeting from multiple points of view in order to capture different aspects
and questions which appear to be particularly relevant in light of the current crisis and the post-crisis era that
is starting. To this end, in light of extant literature and drawing from the Italian context (ltaly being one of the
countries first and most hit by the pandemic), this paper offers some reflections on the implications of Covid-
19 for the following interrelated elements (Figure 1): (i) how budgeting and reporting processes and formats
are being modified; (ii) how budgeting may enhance governments’ financial resilience; (iii) how citizens are
involved in the budgeting cycles; and (iv) how emergency responses may produce opportunities for corruption.

INSERT FIGURE 1 HERE

Processes and formats for budgeting and reporting



Budgeting processes and formats will be significantly affected by the COVID-19 outbreak. In terms of
processes, the most immediate impact has been in terms of rebudgeting, i.e., the possibility to amend the
budget during the financial year. Even under ordinary circumstances, rebudgeting plays an important role in
the budgeting cycle (Anessi Pessina et al., 2012). During the COVID-19 crisis, the magnitude of rebudgeting
has been unparalleled. In the next few years, rebudgeting is likely to remain particularly significant following
the great uncertainty produced by the pandemic. This may suggest a redesign of the rules for rebudgeting in
the face of emergencies as well as the introduction of contingency mechanisms whereby budgetary
appropriations are contingent upon different economic and epidemiologic scenarios.

The long-term impacts of the pandemic on the budgeting process, however, will not be limited to rebudgeting.
Four main topics stand out. The first topic pertains to the logic underlying the allocation of expenses.
Traditionally, these allocations have been dominated by an incremental approach. Following the COVID-19
emergency, several forces are urging governments to embrace a more strategic approach in order to pursue
a dual set of goals: on the one hand, spend effectively in the short run, making good use of the looser budgetary
constraints and the extensive emergency funds; on the other, lay the foundations to recover from the mounting
debt that will inevitably be produced by increased spending and by shrinking tax and fee revenues. The second
topic stems from the fragmentation of actions and measures adopted to face the crisis by different tiers of
government. Stronger coordination is needed to avoid overlaps and ineffective uses of public money. This
coordination should occur already at the budgeting stage, where policies are outlined and resources allocated.
A related issue is whether to allow individual subnational governments to run deficits and build up debt, the
alternative being for the central government to increase transfers to subnational governments, concentrate all
deficits and debt at the national level, and take sole responsibility for debt creation and management. The third
topic relates to the need for new government interventions in a wide range of areas such as infrastructure and
economic transfers to businesses and families, as well as in novel types and features of services offered to
the community. New competencies are needed to make appropriate budgeting decisions concerning these
interventions and to ensure their proper implementation. For instance, local governments may not be currently
equipped to ensure that support measures are properly targeted towards the individuals in real and most urgent
need and towards the businesses with the best chances to recover. The fourth topic relates to the implications
of distancing measures (i.e. seeing one another on screen as opposed to meeting physically) on the way that
politicians and bureaucrats interact, negotiate, and make decisions. These implications are potentially very
impactful, as shown by Gendron and Martel (2020) with respect to academics.

These changes in budgeting processes will presumably require modifications to the formats of budgets and
financial reports and to the underlying classifications. In this respect, three overarching issues are worth
highlighting. The first issue is the need for clear and shared boundaries on what should be classified as a
COVID-related revenue or expense. For example: should COVID-related expenses be limited to the resources
used to fight the pandemic, or should they be extended to the resources needed to prepare for future waves
of the pandemic, those needed to adjust public-sector activities so that they comply with social distancing
requirements, and those needed to provide economic support to firms and families? Should ceasing revenues
and costs be included? And, considering that revenues and costs will not fully return to the status quo ante,
for how long should some revenues and expenses continue to be designated as COVID-related? The second
issue stems from the incentives and distortions that the (expected) use of COVID-related financial data may
produce. The most obvious example is a preference to classify expenses as COVID-related whenever
possible. This will happen whenever COVID-related expenses are expected to be used as the basis for
determining the amounts of bailout / recovery funding. More generally, it will also happen simply because
expenses designated as COVID-related will be more likely to be viewed and treated as justified. The third issue
relates to the specific information needs of particular actors. Incoming funds from other public sector entities
and private organizations should be disclosed separately, in order to support decision-making and discharge
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accountability towards multiple stakeholders. Supranational institutions, funders, economic development
agencies or overarching national entities may require tailor-made information, coherently with their role, both
for budgeting and reporting, adhering to a predefined format, not necessarily accessible to other stakeholders.
It is also likely that entities providing resources (both public and private) will require specific information to
exercise ex-ante and/or ex-post control.

The role of budgeting and rebudgeting in supporting (or hampering) governmental financial resilience

Public budgets have generally been seen as performing political, managerial, accountability, and economic
functions (Anessi Pessina et al., 2016), and especially as tools to constrain public expenditure within the limits
of relevant revenues. Interestingly, the role of public budgets in anticipating risks and uncertainties has often
been left in the background, for example through the explicit allocation of “rainy days funds” and reserves
(which often encounter limits and constraints) or the implicit creation of hidden reserves and resources within
budgetary items and surpluses. Similarly, the use of rebudgeting has been significantly limited to preserve the
prerogatives of legislative bodies and to avoid such behaviors as end-of-year spending frenzies. However,
reduced flexibility may hamper a government’s ability to cope with sudden shocks and uncertainties.

The COVID-19 outbreak, and the increasing frequency of crises and shocks we are witnessing (e.g.,
immigrants, natural disasters, economic-financial crises, health crises), make it imperative to better understand
and re-consider the anticipatory and coping roles of budgeting (Barbera et al., 2020) and, in particular, how
budgeting can support public organizations’ resilience to crises.

Resilience is the capacity to deal with shocks/uncertainty, bouncing back to the conditions existing before the
shock or bouncing forward to new (better) conditions (Meyer, 1982). Attention to how public organizations face
challenges has increased since the 2008-09 financial crisis and austerity. A financial resilience framework has
been developed (Barbera et al., 2017, Steccolini et al., 2017) which identifies three main dimensions playing
a key role in responses to shocks: anticipatory capacities (AC), coping capacities (CC), and their association
to (perceived) vulnerability. ACs are the ability to identify and manage public organizations’ vulnerabilities, to
recognize (potential) shocks at an early stage, and to understand their impacts on the organization. CCs refer
to the resources and abilities that allow shocks to be faced and vulnerabilities to be managed. Vulnerability is
the level of perceived exposure to a specific shock and lies at the interface between shocks and organizational
capacities.

The COVID-19 pandemic affected countries and organizations differently. From the ltalian experience,
interesting lessons can be drawn regarding the capacity of public organizations to foster financial resilience
and the way in which budgeting and rebudgeting can assist this aim:

- anticipating shocks requires a capacity to plan, including an ability to predict and manage future
emergencies. However, risk management is still underrated and underdeveloped in ltalian public
organizations. In addition, austerity policies may have undermined anticipatory capacities (limited
reserves, limited slack resources);

- coping with shocks requires the availability of both financial and non-financial slack resources that allow
immediate responses. It also requires a capacity to be flexible and adaptive in order to meet the uncertain
and changing needs of citizens and to face the challenges posed by the various stages of the fight against
the virus. To a large extent, both requirements depend on the resources currently available to public
organizations as well as on the resources that they can mobilize. Adequate information exchanges
between different tiers of government are another key requisite when facing emergencies: during COVID-
19, information exchanges between the central government, regions and municipalities were particularly
complex and decisions were centralized at the national level. In addition, coping with shocks during
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COVID-19 required support from citizens, confirming that co-production (see below) is essential for public
organizations’ financial resilience. Public organizations will also need to invest more on competences that
can improve their anticipatory and coping capacities through budgeting and rebudgeting;

- the need to manage resources promptly is linked not only to anticipatory and coping capacities, but also
to whether public organizations have sufficient financial autonomy and can rely on lean processes. In Italy,
centralization (such as the centralization of purchases in health care) and bureaucracy represented major
vulnerabilities during COVID-19. In addition, the pandemic emphasized the risk that pre-existing societal
fragilities, such as undeclared work and poverty, may amplify the financial consequences of crises. In the
future, public organizations will need to reduce their exposure to these and other vulnerabilities, such as
environmental challenges, media exposure, and weak digitalization.

The role of citizens in the budgeting cycle

The recent crisis has highlighted the importance of an active role of citizens and their involvement in the service
cycle and the related budgeting cycle, also when services are provided under a multi-level governance setting,
i.e. by different levels of government (central, regional, and local) (Sicilia et al., 2016).

The involvement of lay actors (i.e., clients, volunteers, customers, and citizens) in the provision of public
services, from commissioning to assessment, has been identified in the literature as co-production (Nabatchi
et al., 2017). Lay actors can assist the government in the identification of stakeholders’ needs and services to
be provided, with the related amounts of resources to be allocated (co-commissioning). Subsequently, they
can be engaged in deciding the characteristics of services and their operational production (co-design), in the
direct provision of services (co-delivery), and in the evaluation of service quality (co-assessment).

Co-production has been promoted by several institutions (e.g. Council of Europe, 2020; Open Government
Partnership, 2020) and has occurred worldwide. During the COVID-19 crisis, the most apparent examples of
active involvement of citizens were related to limiting the spread of the virus by providing information, keeping
updated, staying at home, self-quarantining, applying social distancing, wearing masks, and washing hands,
thus avoiding to create disvalue. In addition, co-production has emerged with respect to many services that
have been hugely impacted by the virus. For instance, educational services have been widely modified, moving
from traditional to on-line teaching; as a consequence, parents have been more actively engaged in the
education of their children; they have also been involved alongside students in the design of services and in
their assessment. The pandemic has also created the need for new services for vulnerable people (e.g. elderly,
unemployed, mentally ill); many community groups have worked with local governments to quickly implement
these services such as shopping for elderly people or providing remote company to those living alone. More
generally, the pandemic has produced a long-overdue acceleration in the digital transformation of public
service delivery (Agostino et al., 2020), laying the ground for a wider involvement of citizens and users as co-
producers.

During the crisis, the implementation of co-production has proven essential and it has been driven by the
salience and emergency of the situation. At the same time, it has shown some fundamental issues around
social justice, because co-production can amplify disparities. Moreover, the increasing reliance on digital forms
of co-production has generated concerns about the privacy and ownership of data and, more generally, about
the risks of an authoritarian use of technology (Bloom and Sancino, 2019).

Thus, the question for the future is how to turn co-production into a stable arrangement that can simultaneously
guarantee responsiveness and equity. In this respect, the key challenges for policy-makers and managers in
the aftermath of COVID-19 are both organizational and procedural (Sicilia et al., 2019). Organisational
challenges include the development of organizational arrangements (e.g. ad-hoc offices and positions) that
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can facilitate the institutionalization of co-production and train public managers on how to activate, organize,
and scale up co-production energies. Procedural challenges relate to reducing biases and discrimination in
the recruitment of participants and to equipping lay actors with the knowledge, competences, skills, and basic
material resources which are necessary to co-produce, but are often unavailable to those in greatest need
(Jakobsen and Andersen, 2013).

The reference to co-production also highlights a perspective that risks being overshadowed by the emergency,
that is, accountability towards citizens. The literature has recently underlined the importance of public-sector
reporting in demonstrating the public value generated by political and managerial decisions: public-sector
entities can indeed gain legitimacy and trust when society becomes more aware of their values, goals, and
achievements (Steccolini, 2019). These reflections are particularly attuned to a period of crisis when
considerable pressures and sacrifices are imposed on the public in the name of the community’s overall
interest. Under these circumstances, the need for transparent and understandable information, geared to the
needs of non-specialists in accounting and financial issues, becomes all too apparent. Citizen-centric
budgeting and reporting can increase ordinary citizens’ awareness of taxes imposed, resources spent, and
changes to the provision of services (Manes Rossi et al., 2020). They can also facilitate a better-informed
participation in public consultations and interactions with governing bodies (Cohen et al., 2017). Consequently,
public-sector entities, and particularly local governments due to their closeness to citizens, should seize the
opportunity to create or improve specific tools (e.g. popular reports) and processes (e.g. participatory
budgeting) that can offer opportunities for a dialogue with citizens through financial and non-financial
disclosure. The adoption of such tools and processes would help create the grounds for engaging citizens in
decision-making and as co-producers. It may also stimulate the participation of the large subset of citizens that
are usually uninterested in public-sector matters. It would be advisable for these reports to include a section
devoted to explaining the measures undertaken to face the challenges related to COVID-19, the relevant costs,
and how these unexpected expenses may be recovered. Other consequences of the pandemic for the overall
level of public services should also be addressed, clarifying possible changes in the way services are delivered
to meet the needs of the moment.

Budgeting processes at risk of corruption

The COVID-19 outbreak has forced governments to make prompt decisions and implement extraordinary
measures to protect their communities and limit the economic and social consequences.

Previous literature (Neu et al., 2015), however, has shown that these rapid responses may create opportunities
for corruption. Corruption, defined as the “misuse or abuse of public office for private gain” (World Bank, 1997,
p. 8), distorts the allocation of public resources, increases the cost of public transactions, jeopardizes the
efficiency and effectiveness of public services, corrodes confidence in public institutions, and damages
sustainable and inclusive economic development (World Economic Forum, 2018). More generally, these rapid
responses may create incentives and opportunities for abuse by households and businesses, which may take
undue advantage of the support measures deployed by the public sector.

COVID-19 has opened the door to corruption and abuse as a consequence of several factors, including: (i)
more resources made available to handle the emergency; (ii) greater discretion in decision-making processes
and in the allocation of resources; (iii) relaxation of transparency and accountability mechanisms; and (iv)
reduced oversight. Under these circumstances, corruption and abuse may hijack the resources that are
intended to fight the virus. This hijacking may take on a wide range of manifestations: for example, in terms of
tiers of government and types of actors at play, intended beneficiaries of government action, and resources
involved. It may emerge with respect to government expenditures directly intended to protect and restore the
health of the community, such as in the contracting of services, procurement of drugs and medical equipment,
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and infrastructure investments. At the same time, it can affect resources allocated to support the economy and
the financial system, such as benefits, grants, and transfers to individuals and businesses. Corruption risks
may also lurk in donations, gifts, and gratuities, as these can be made as a means to influencing decisions.

Anti-corruption mechanisms generally rely on a combination of rule of law and demand for accountability and
integrity. Similar considerations apply to the abuse of public-sector benefits. Consistent with the bureaucratic
model, ltaly has traditionally fought corruption and abuse through the introduction of increasingly restrictive
rules. However, corruption levels remain high (Transparency International, 2019). More rules inevitably
produce new loopholes. Politicians and officials, moreover, will often jockey to suspend, water down, or
eliminate anti-corruption assemblages. During the COVID-19 crisis, the limits of this bureaucratic approach
have become even more evident.

A new framework is thus needed to effectively tackle corruption and abuse, during emergencies, but also under
“normal” circumstances. This framework can be made up of four main ingredients. The first ingredient remains
legality, as the suppression of all rules, procedures, and bodies intended to fight corruption and abuse is not
viable nor desirable. However, it is necessary to select and reinforce those arrangements that effectively add
value, while eliminating useless formalisms. The second ingredient is the introduction of effective auditing and
monitoring systems, so that organizations and individuals can actually be held responsible for their decisions
and actions. The COVID-19 pandemic has further confirmed the importance of strong, appropriate,
independent, and credible auditing and monitoring institutions. The reference to responsibility points to the
third ingredient, namely accountability and transparency. Accountability implies that politicians and public
managers must account for the allocation of resources and the relevant outputs and outcomes. Transparency
ensures that the public has access to the information needed to assess the stewardship of public funds. The
two concepts are separate, but mutually reinforcing. In this respect, a central role may be played by civil society
organizations, as they can force governments to be accountable and spur transparency and information-
sharing. The final ingredient is ethics. Ethical issues are relevant with respect to individuals, organizations, and
society as a whole. Without a culture of public ethics, the effectiveness of the other ingredients is significantly
hampered. In the aftermath of the immediate public health crisis, values like social cohesion, trust, solidarity,
and cooperation should be promoted as they provide fertile ground for (the success of) initiatives intended to
prevent corruption and abuse (Transparency International, 2020).

Concluding Remarks

The COVID-19 crisis poses strong challenges to governmental budgeting. To tackle these challenges,
budgeting and rebudgeting processes need to become more strategic, to promote greater flexibility, to pursue
greater coordination across tiers of governments, and to be supported by the development of competencies
that are consistent with the new tasks that governments must perform. Resilience must be supported by the
deployment of adequate anticipatory capacities (e.g., planning, information exchanges, building financial and
non-financial slacks) and coping capacities (ability to reallocate financial and non-financial resources according
to emerging needs in a timely and transparent fashion, also through the creation of strong collaborations and
networks), and by reducing existing vulnerabilities. Budget formats and classifications should be revised to
better support decision-making and accountability. Citizen involvement should be promoted by providing
intelligible reports, but also through more active forms of engagement. These include participation in the
budgeting processes, as well as co-delivery and co-assessment of services. Citizen engagement can
extensively benefit from the evident acceleration in the digital transformation of society which, however, is also
posing fundamental challenges around issues of social justice, privacy, and democracy. An overarching issue
is the risk of increased corruption. Households and businesses may also attempt to take undue advantage of
the support measures deployed by the public sector. These risks should be contained through a rationalization
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of existing rules and regulations, a strengthening of auditing and monitoring systems, an increase in
transparency and accountability, and a renewed emphasis on ethics. Needless to say, this list is not
exhaustive. More importantly, it needs to be supported and enriched by adequate empirical evidence, which
will hopefully be provided by the huge amount of research currently being carried out worldwide.
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