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Improving U .8. Budget Choices
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~ --e est case or new met 0 sou get oices - objective valuation of the ou~ut or measuremeiit;~c:t:=
is that governments often do not serve us very of profits. In addition, there is no frequent objective ~~:~~ii~p.~
well. One obvious manifestation of the poor per- indication of the overall performance. A govern- ~""c",Oj,;j~i
formance of government is the incoherence of the ment, in effect, is a non-profit monopoly that pro- Ii
budget process-the sum of decisions on the parts vides services to its members at a zero price, is -1
is not consistent with decisions on the total. For the financed by lump-sum charges, and makes its bud- ~

U.S. Federal budget, this incoherence is manifested get decisions on the basis of information about
at three levels: The President reviews the total bud- cash disbursements and the anticipated vote of
get twice each year, first to set planning targets and the members. New methods for government bud-
later to determine the formal budget proposal; after getary choices, to be valuable, should focus on
each review, however, numerous decisions are made these unique characteristics of government.
on individual programs that are not consistent with Wh did th f al PPB (PI . Pth ti. . Y e orm anmng- rogram-e synop c reVIews. . B d ti. ) . . ed " th U Smmg- u ge ng system, as mstitut In e ..

In the last few years, Congress established a total Federal government in 1965 and recently aban-
outlay ceiling and then proceeded to approve in- doned, fail to significantly improve the process ofdividual programs that exceeded the ceiling. . making budget choices? Most importantly, because

. . . . d it failed to recognize the particular characteristicsOur political processes suggest an IncreasIng e- f l .ti 1 d b t. . tit tid f . d. .d 1 b t .. 11 0 po I ca an ureaucra IC illS U ons.man or m IV! ua programs, u OpInIOnS po s
indicate a substantial and increasing popular con- The four fundamental problems of the formal
cern about total Federal spending. The incoherence PPB system, I believe, are the following:
of the budget process will not be resolved, even in .
an evolutionary way, unless the benefits and costs 1. T~ Program Format. A large part of the dlScus-

-- of iQQiyidual pr m . i tl n~id d CUSSIon and controvesy about the PPB syste~ con-
by those who express a demand for these programs se c or e one es a egation ol-
and by their political representatives.

Some appreciatio,n of the unique problems. of
government budgeting is gained by a companson
with those of business firms. Any budgeting system
depends on information concerning the following
questions: How well are we doing? How can we
do better? Measurement of the value of output and,
in turn, the measurement of profits is possible only
because a business firm seIls its output at a unit
rate. A profit-seeking objective is a necessary condi-
tion to make these methods relevant to th~ firm's
decisions.

Governments, however, do not face the condi-
tions that make the economic calculus and good
accounts relevant to a business firm. There is no
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TAX REVIEW NOVEMBER J97Jgovernment activities by program categories. This The fundamental relation between an agency andsearch proceeded on the assumption that there is a review authority in our system is an adversarya single or dominant objective toward which each relation in which the objectives of the two partiesprogram contributes and that the review process are quite different. An agency will submit only thatwould be best organized by jointly reviewing all information that can be effectively mandated andactivities that contribute to each separable objec- that which it believes will serve its own interests.tive. In fact, of course, most activities contributeto several objectives. On net, most of the effort todevelop one "best" program structure was, and PPB System Modelswould still be, useless. Termed Irrelevant2. The Planning Orientation. Proposals that the 4. The Analytic Models M st f th I fF d al h Id " I ". . .. f . 0 0 e anayses 0e er government s ou p an Its actiVIties or domesticProgramsParticularly'thII.dthhh.., , ill eearyyearsa . onger peno an t e aut onzatIon or appropr~- of the PPB system, were based on analytic modelsation .cycles. have. been made for. many years. ThIs that were (and are) irrelevant to the problems
planmng onentation became ~ illtegr~l feature of addressed. Two types of analytic models were par-~he PPB system for the domestic agencIes al.ili°ugh ticularly mischievous and led to discrediting theIt was not, contrary to popular understanding, an significant contributions that analysts can make'integral feature of the defense programming sys- .
tem. A planning system is future. oriented- and a. The "defense" model. Many of the analystsimplies that the organization is making binding supporting the PPB system had earlier workeddecisions for the future. A programming system, in on military programs, and they uncriticallycontrast, is present oriented and implies that the applied their "defense" model to domestic pro-organization is making a binding decision only for grams. National security is the characteristicthe minimum incremental period. The important national public good; there is little reason todistinction between planning the future and pre- question the role of government, more spe-senting the future implications of present decisions cifically a national government, in supplyingwas unfortunately lost in the hurried development this service. The characteristic analytic prob-of the PPB system for the domestic agencies. The lem of defense programs is a production prob-political decisionmakers, however, both by consti- lem-how to produce a certain def~nse outputtutional limitation and by inclination, are not pre- at the minimum cost? For domestic programs,pared to make binding decisions for more than the however, there is more reason to question theminimum incremental period and, thus, the plan- . role of the Federal government, and mostning orientation reduced the credibility of the domestic agencies, with a few exceptions, dowhole PPB system. not produce the final public good. The Fed-. ., eral government, for example, finances and3. The Insutuuonal Assumpttons. The early PPB regulates the nation'heIthdti'"- -dt.IdthPPB' sa, e uca on, uansa voca es naIve y asserte at a system ISP°rtation and polic t t b t dliti II I h .d.hIf ' e sys ems, e c., u oespo ca y neutra -t at It oes not m erent y avor notProduce or OperatthetFththrt . .tu'li.l ese sys ems. or eor ea en any program, msti tIon, or po tica domesticProgra th . t .:.

.t ' Thi Id h b d " d . ms, e appropna e sequence .pOSI Ion. s cou a,;,e een Ismlsse. a~ naIVe of analysis should be the followinfl: 'propaganda by otherWIse wordly men, if It were ~~ i~
not that the value of a PPB system is strongly de- ( 1) What is the most appropriate role of gov- ~pendent on a consistency of objectives among the ernment relative to market and other pri-several parties in the review process. vate institutions, in this area?

( 2) ~~~~;; ;~~e::~:t~~~rr:::et~:~~e ~:;other unItS and types of government?~rd Budget. He served previously in. the Instic (3) What is the best Federal instrume t toct9te for Defense Analyses, the Office ,?f the . .,. n$~cretary of Defense and RAND Corporation. " achIeve the specific ObjectIve expressedJ9l*JJ . 'l;f;~ by the national political process, givencJ:,A. graduate. of Harvard (A.B.) and the Unltcc, the behavior of the other relevantParties?c;c'V~rslty of Chicago (Ph.D.), he has taught atcJ
*~everal universitie.s. This article is based on a, Only if the answers to this sequence of ques-"ccRaper pres.ented In Sep~em~er at t~e Interna;;; tions indicates Federal production of some,tfonal)nstltute QLPubl!cFlnance rn Nurem"cbli ' d th d . "", pu c servIce oes e pro ucnon or systemsanalysis" problem even become relevant toFederal policy. The analyses of Federal do-42
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mestic programs, to be relevant, require a shift several different formats to reflect the different
from "systems analysis" to "political economy." decisions that are made by different people at

b The" . l' "del Th' li't - different times, and the multiple objectives of most. natwna zncome 11W.' e Imp Cl as government activities. The several formats for
sumption of many domesti~ pro~ra~ analyses aggregating the budget and activi ty levels that . th t th b. ct. f P blic Policy IS to max-IS a e 0 Je lve 0 u would prove valuable I believe include at least
imize the income (or the we?lth) of the nation. the following: ' ,
This model has no normative context except
for those conditions where one person or the a. Age",cy ~nd appropriation.
state owns all of the nation's wealth or where ThIs IS the necessary format for the final
public policy is invariant to the distribution budget revie~ as the final budget decisions by
of income or wealth-conditions for which only both the PresIdent and Congress are made at

co allocation decisions are relevant. For decades, this level. This is also a necessary format forr however, the traditional. cost-benefit analyses management and financial control.
;; of water resources projects have concluded b. Program.
~- that projects that benefit one group more than A flexible program format is valuable, but it
~ -- the cost some other group are, in some sense, is not necessar that the ro am a e ations
!::~O:;~"'~C esira e, w et er or not t e osmg group IS be either mutually exclusive or-exhaustive. A
~;" compensated. Many of the analyses of educa- somewhat different program aggregation is~ tion, manpower, ,~nd health .pr'?,grams have valuable depending on the issue addressed.
:; been based on a Human capital model that . B .j; . li .tl th t bli li h Id c. eneficzary groups.~ Imp CI y assumes a pu c po cy s ou .

) )' " th I f th nat'o ' stock Of It IS often valuable to aggregate budget and
,t" maXImIZe e va ue 0 e 1 n s ti . d b h f II . ff dh .t 1 if all la esof the ac Vlty ata y t e 0 owmg a ecte grOUps:uman capl a -as we are s v

I 1f . h ncome c assstate or 0 some accounting construct roc . . .
as national income. In many cases this model DemographIc group-aged, young, mmonty. 11 . ' 1 . races veterans etc.generates dramatica y mcorrect resu ts, m R h . '
terms of the distributional preferences ex- e glon
pressed by the political system. For most ac- State and local governments, urban, rural,
tivities, analysts should either restrict the etc.

alternatives considered to those with the same d. Input categories.
distributive consequences or restrict their con- Some management problems are specific to
clusions to reporting the estimated costs, bene- . certain types of inputs across agencies and
fits, non-monetizable effects, and the dlstribu- programs, so aggregations in the following
tive consequences. Analysts who claim to do categories are often valuable:
more are either naive or are confusing their Civilian and military personnel
own political preferences with their analytic Government property
results. Transfers to individuals

G d A I . N d Grants to other governments.00 na ysis ee s
Different Formats In order to develop these several types of formats

;C";'-;:i~, sis can make a significant but not substantial im- analytic data system in which the basic data ele-

provement in the performance of government. More ments are sufficiently detailed and coded to provide
substantial improvements will require changes in for aggregation to each of the above formats and
the structure of government, changes that will differ selected cross-classifications. Such a system is now
depending on the present characteristics of each being developed in the United States. Ultimately,
government. The remainder of this paper summa- this should permit the rapid and flexible aggrega-
rizes some of the changes that can improve the lion of budget and activity level data in anyone or
information analysis for budgetary choices, given more of the several formats that are useful for each
the general characteristics of the present structure policy issue.
of government. 2. Develop a Policy Review Procedure. Most gov-

1. Development of an Analytic Data System. As ernments make policy decisions indirectly, as a
described above, I believe that the development of derivative of the necessary decisions on the budget
one best format for displaying and reviewing the details. This is the reason why the budget review
activities of government is neither possible nor de- process is often incoherent and why the review au-
sirable. In contrast, it is important to develop thorities are often unsatisfied with the total budget
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although they may have approved every compo- S?me p~ogress was made in reorganizing the
nent. Some more formal policy guidance prior to Sprmg reVIew. of the U.S. Federal Budget. alon~
preparation of the budget is probably requisite to ~ese .lines thIS r~ar, and further changes m thIS
making this process coherent, The U.S. Federal' dn'ectl0n are anticIpated,
government has experimented with different types 3. Develop a New Analytic Orientation. The "de-
of "previews" as the basis for providing ~etter fense" model and the "national income" model, as
policy guidance without disc.overing. any dom~ant described above, have not proved to be very valu-
procedure, A succe~sful policy ~e:lew, I believe, able as a guide for budget decisions on domestic
will have the followmg characterIstIcs: programs, The two most important changes in the

(a) The review format should be flexible, to nature of program analysis are the following:
focus on those major issues anticipated in ( a) First, sort out those activities that it is im-
the next cycle, .A data system, such ~s portant for the national government to per-
described above, IS necessary to support thIS form, given the capabilities and incentives
flexible format, of private institutions and other govem-

(b) The policy reviews should use a "zero base" ments, All perce.ived probl~~s of the nation
budgeting approach to the issues addressed, are not necessanly approprIate problems for
but need not be exhaustive of the total the national govern~ent to r~solve, For
budget, There is no need to provide, new th~se problems for w~lch there IS an appro-
policy guidance for all government activities prlate role, th~ analysIs should focus on how
each year but it is important to provide to perform thIS role better. For those prob-
good poli~y guidance for all activities at lems for which other institutions have a

tim comparative advantage, the analysis shouldsome e.
d 1 hi h 'eve op a case, w c may requIre compen-

( c) The policy reviews should be present ori- sation of losing groups, for eliminating these

ented, focusing only on those major deci- activities; little purpose is served, I believe,
sions that must be or should be made in in using scarce analytic resources to identify
the next cycle, Ex post program evaluations how to perform an inappropriate role mar-
are valuable only when they provide gui- ginally better.
dance on the near-term decisions. Con- , . ..

d ti f futuc st a nd activities (b) Develop the dIStnbutIonal consequences ofSleraonso re os 11 ,.. f hihth ' tshould be limited to the future implications a . activIties ?r w c ere, IS .rea~on 0
of resent decisions not as a device to' believe th~re IS an uneven distributi?~ .off p f t h . t'

th present the Potential benefits. All too often actiVItiesorce u ure c Olces 0 e . '.
fthat are approved WIth the expectation 0

(d) The study process shod1d be focused pri- helping a specific group have substantially
marily on this policy review, not only to different distributional consequences, and
spread the annual workload, but to provide knowledge of the probable effects can im-
for incorporation of study results in a review prove the efficiency of the political deci-
format in which major alternatives are con- sions. A good understanding of the distri-
sidered. The study process should recognize butive effects is sometimes also requisite for ~~
the adversary nature of the review process, developing a compensation strategy to gain
Little purpose is served by asking the agen- approval for eliminating a present activity
cies to incriminate themselves, except by or initiating a new activity,
inadvertence, The review authorities need to . . ,
d 1 11 1 f .nf t ' These suggestIons are only beglnrung answers toeve op para e sources 0 1 orma 10n- . " "
f th ' 1 bb ou S nl. er the question How can we do better? They do notrom 0 er agencIes, 0 y gr p, u v - 'd ffi . b ' f ,. th b tt.ti t t th t aptiv of provi e a su Clent aSlS or optimIsm at e erSI es, e C,- 0 assure ey are no c e . f . d I . .11 h . thth "_J: ti .d d b th Cl' fic m ormation an anaYSIS WI muc nnprove ee IIUorma on provi eye spe .
g ff t d performance of government, At best, analysIs cana ency a ec e , 1 lify h 1 . 1 t hi hon Y amp t e extema sIgna sow c govern-

( e) The policy review should force specific ments are primarily responsible, There may be a

policy decisions on the guidance for budget great "need" for analysis, in terms of the infor-
preparation, It is important to avoid both mation and analysis on which budget decisions
the format of a "trial run" budget review should be based, but there will be little revealed
and the format of an intellectual seminar; demand for analysis until it is responsive to the
the first format is unnecessary and the sec- particular institutional processes by which govern-
ond is sterile, ment operates,
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