THOMSON
—— i

BRFEMYMRRZEIAS

Theory, Process, and Politics
[ Third Edition ]

WORF P P

l oy ~hix 1

W Albert C. Hyde SAn¥s - #iE

:\Nvi;ﬁ » 3 S
N AesF T IR

PEKING UNIVERSITY PRESS




A

& o W \ : \ & I ;
Y " » TN
N v 8 & & i
A,\ RS R \ AR i R
A \ MR DA \ \\'\ \ SR R R

Theory, Process, and Politics
[ Third Edition ]




JEtRTHRIEZENSRZEIZE BEF 01-2006-2150
B EEMS%E (CIP) ¥iE

BN : S HBRAMBUR (B =R/ GOWE LS. A It dbx
K2 AR AL, 2007. 4

(23 3L A 20 BLOH RSO ED AL A5)

ISBN 978-7-301-11289-2

. B 1. W 1. ERTE -#HHM L N. F8l0.3
b [ R A B B4 CIP S48 4 7 (2006) 58 136514 5

Albert C. Hyde

Government Budgeting. Theory, Process, and Politics(third edition)
ISBN 0-155-06695-1

Copyright © 2002 Thomson Learning. Inc.

Original language published by Thomson Learning (a division of Thomson learning Asia Pte Ltd).
All Rights Reserved. AHIFRBHBGEEFE I HRERABIR. BUTH EHLE.

Peking University Press is authorized by Thomson Learning to publish and distribute exclu-
sively this English language reprint edition. This edition is authorized for sale in the People’s
Republic of China only (excluding Hong Kong, Macao SARs and Taiwan). Unauthorized ex-
port of this edition is a violation of the Copyright Act. No part of this publication may be re-
produced or distributed by any means, or stored in a database or retrieval system, without the
prior written permission of the publisher.
EREXHEOBAGEFEIHREARENEERF LR E HRET. AN RE
PEAREMEZRNCGFEEPEETR . BITENTEEXRPESE #HE. REBWEH
W OKBER R E SRR ENT Y. REHREFTESE T ABUEMAFARERRETE
FRAETH Y.

9780155066953

B B HWBHE: Big EEMBGE(EZR)
EEREE: (RILUAE - BE G

AL G B TS

% # 45 5. ISBN 978-7-301-11289-2/D -+ 1625

H AR & 47 BRI R

i} B - b5 0 X BE 205 5 100871
| fik: http, //www, pup. cn HFEH: ss@pup. pku. edu. cn
) 3% . BRIER 62752015 KATHER 62750672 HRER 62754962 4B IR 62753121/62765016
B Rl . LR RGRERIAREEA A
%z W . HedE
787 BN X 1092 ZEX 16 FF4& 39 gk 1400 FF
2007 4E 4 A 1A 2007 & 4 AE 1 KENR
E #r . 60.00 7T

AW, A BUEMFAEHMBDRBABZHEIHEHAE.

NS, B8R

B HEWE Thomson Learning((HBFF I N ER ) A IHRE , THREETBHE,
26R AL . 010-62752024 B F1E%5: [d@pup. pku. edu. ¢n



hEEF

v, lﬂ‘C—: /7'&‘

20 280 ERELNXR FHERFAARLEHT S5 BREAPRR
B HEZEATEALE CHAXLANEY: TRFEFH L ARBRL, AXF
ERR-BFHGRE ALEETEST LA FHEMPAXKT AL RS ELKRLE,
FEFABEFBAH T LA ETBEREXE 10X, AL FLFRZAMA L LM ERT
3000 R mERBE AR EFRAXFIZHANAGATRL, HARXFTER 2l R
MEBDERRBEHEHFRERK, \

FRCHKIXEBN T —FEREAHITBROF P RORERA AR E
#. BRBRAFELER OS5 EWEEAB X6 117 A o ST 8 47 065 a3t
FARAW: “NEFEBREF R 10942004 S M ENELER S HHAB. £
POHENEETRRAERE T AN IR SH T LR LETH 44.6%.73FF
BHAN 77 HFEs RS XRITEESAALEREF,H 1994 F £ 2003 F45 1
SR, AETFTALAFTEAREREF A FZ BN L KRE, N 1994 F9 554 B,k
3] 2003 49 1934 & BB XF 3EAL, PEEZFTLERELNAILETHY
4.59% 5 RNSHEAEAFRAMILIAUARHEE(BRARAFRALLFEHS
F(EAFEEERFR T — 2" A RBREFTRED.

AU T MBI EA R G ik, AP 6 X B E e 20§ 4 F B,
REM B RREREHGEERFTZ—, A2 L5, AASEFALETEZF
HHBFERBRERTEES YRS . UL A4 ms B tate % k.
PEARXFHBAN(ARXTEEANATEZRBFIA (AL RZELEFL),
LHEEBRAM(EAFEITRETRFEA), LR B EH(HEIMTELAEEER
BAY, PEAFFHRAN(AATEFAF HEFEHAARFLATZARLE
ATRBGYh, LFXFEBRMALTEFZABMBRRYIPA LIS HRME
#FAER!

BB RFVHBRATFHRRGELESAAT & (DABTHEH5E
A6y ERREG., KHAAR, ML HAENEABEZE AL F—HHR RKARA
Fe i RREARLHHE . SRTHGBEAIEHOEABRFSAEZRFY . Bi
BBBREATARX A, (DRFFJFHBMGALLFBEFRTOHER
B, ASEEZFANIHBNE2H. B2 IR EQ2LRRONAB . BRREHFLE
T. RERFABRFEETLAGBY R AL LR TABNFRAEORERF, AR
BEHEGERAT HFERFORARNFARERHN LB ARBERTH " MAR,



2 BAWE: B BN (EZm)

BURBRBAEXFGRRARE, QAL RAROHAFGER, BFRBELA
B A ALY, TREASMHBENARAHEFTLEAFR,

X BEINRBRBERARE—~ANLHETE, AHAALESBENH 6K E
Fotih, EAEB—AFAORBRE, AAFHOERALHRKALEHRE,
HeMERTLIRAAE P LAG Aok BRESBRFLE L EBZIE, £8
ARHAMEART. ABFTHALA BASXEA OIS EBRERABLRRE, D
FENN T X BAFRBRBRYFPARRERT XKEFFERAPLER, S,
FREFHBAF —RYPPABEETILE: (DRAFPXELAREARRY ALY
AR (DOUATIXFRAMRAIAHRAEFF, P REERMN - THH(IATHE A
A2FELEVRABOBATH SRR, 2RHELE YR h O EH. KT A6 HR
RE F-HYPAPALTAAFNRA AXKR . AL ARETE FESMSF
B AEHNAATREZEF AR, BENLABRLBETHHH, XLMARKY
BRI BBEREARFHNYRXE,

ABAR MENAEERBFAY P HRANABEE . BRSBBARLL
EEaEE, BHEBANXBEI R EBROLLRE A BARBRPAT I ER
T BER, EBLEINTRTHAREAAGREE 25, RRAZAHK SR EME
KO ITHEHR, RPEARP . RREIZFPLRAAETAZAL ABRE2HTFHL
BROEARS AT, EETZNRA  BHLTXFURAASMNA AT TR
BB CERBEARFIBPOEABERERE, BEELBR, EALTEARF AR —
KH#Rb, IRNE—FHER, ER O FE,

2006 10 A 251



Preface

ment budgeting in the twenty-first cen-

tury looks quite different from twentieth
century budgeting. For starters, the budger
numbers themselves seem staggering. The fed-
eral budget for the first true year of the new
millennium has crossed the $2 trillion mark.
The federal budget surplus for 2001 is project-
ed to be over $250 billion—compared to a
total federal budget in 1950 of just over $50
billion. In 1950, defense spending amounted to
almost 60 percent of the federal budget. Today,
even if President George W. Bush and the
Congress were to commit an additional $50
billion over five years to the Pentagon, defense
spending would at best reach 17 percent of fed-
eral outlays.

State and local government budgets have
also reached new heights. Total state and local
government spending in 2000 was just under
$1.4 trillion. Over 125 governments at the
state, county, city, and even some school dis-
tricts and other public authorities now have
annual budgets that exceed $1 billion. Total
state and local government debt also reached
the $1 trillion mark in 2000.

These dizzyingly high numbers of public
budgeting today can be misleading, In eco-
nomic terms, budget numbers are driven by the
growth of the economy. Back at mid-century,
that $50 billion-plus federal budget was
approximately 21.4 percent of gross domestic
product (GDP). Today’s federal budget of over
$2 trillion in revenues is 20.6 percent, actually
a slight decrease as a percentage of GDP. State
and local governments have indeed become
more important, increasing from 6.6 percent of
GDP to over 14 percent in 2000. But signifi-
cant percentages of local spending {over 40
percent) are provided by state governments in
the form of grants and payments for education,

I Y rom nearly every vantage point, govern-

social services, and other programs, in
essence—double counting. Actual spending by
state and local governments from their own
revenue sources has increased from a more
modest 5 percent of GDP in 1950 to above 10
percent in 2000.

Perhaps what is most different about feder-
al budgeting in 2001 is the current surplus and
various estimates of a $5.6 trillion surplus over
the next decade. The era of the surplus is new,
having only begun in 1998 (one has to go back
to 1969 to find the last federal budget surplus).
As the economy heads toward some form of
recession in 2001 and the nation debates tax
cuts, entitlement reform and new public
investments, public budgeting will be center
stage. Stare and local governments, having
enjoyed budget surpluses for the most part over
the last five years, will be less fortunate.
Although all state and local governments are
required to balance their budgets annually,
about a third will face major revenue shortfalls
in 2001.

California is a superb example of the dra-
matically different and dynamic economic
environment in which government budgeting
now operates. The State of California’s 2001
projected surplus of $3 billion will simply dis-
appear if the stock market fails to recover from
its fall in 2000. Over 20 percent of California’s
$76.9 billion in annual revenues comes from
taxes paid on stock gains and from stock
options being cashed in. California, at the cen-
ter of the new economy, reaped a huge windfall
in stock tax gains, which went from $2.8 bil-
lion in 1995 at the start of the tech stock boom
to over $16 billion in 2000. These stock taxes
basically enabled the state to pile up seeming-
ly endless budget surpluses with little fiscal
effort or spending discipline.

The point of these examples is simply that
few would disagree with the proposition that
the budgeting and resource environments of
governments at all levels have significantly
changed. The more debatable question is how
much has actual budgeting—its processes, pol-
itics, and its theory changed! As in previous
editions of Government Budgeting, Part I, The
Development of Budgeting and Budget
Theory: The Threads of Budget Reform, begins
by pointing out that theory, process, and



politics of public sector budgeting are not sep-
arate entities or dimensions. Budgeting theory
has always been about the search for better
decision making involving public moneys,
which is intertwined with the processes of
budgeting and the politics or strategies of the
participants in the process. While this book
begins with an opening section on the history
of budgeting and its development of budget
theory—budgeting theory is simply an amal-
gam of politics, process, and practice.

The remaining structure of the book is
based on the classic work, The Movement for
Budgetary Reform in the States, by William
Willoughby in 1918, in which he notes that
there are three threads of budgetary reform: the
thread of legislative-executive telations, the
thread of popular control and democracy, and
the thread of management efficiency.

Part I, Budgeting and Governmental
Relations: An Instrument for Correlating
Legislative and Executive Action (the thread of
legislative-executive relations), examines gov-
ermnment relations in budgeting, beginning with,
legislative-executive interactions and perspec-
tives and extending to the role of the courts and
discussing the impacts of new procedural devel-
opments such as biennial budgeting and the
line-item veto.

Part [11, Budgeting, Economics, and Popular
Control: An Instrument of Democracy (the
thread of popular control and democracy),
introduces budgeting’s political-economic
environment, focusing on the public choice
debate and bureaucratic budgetary behaviors
and a range of other issues that include voter
referendums, balanced budget amendments,
economic assessments of the impacts of state
and local budgets, and of course, perspectives
on federal budget deficits, now surpluses.

Part IV, Budgeting Systems and
Management: An Instrument for Securing
Administrative Efficiency and Economy (the
thread of management efficiency), reviews
budgeting’s management dimension, working
through the various past budgetary systems
from performance budgeting, to PPBS and
ZBB, CBM, to the current GPRA or
Performance-Based Budgeting (with apologies
to new students of budgeting, all of the above
budgeting acronyms are an important part of

vi

the budget systems litany, and are explained in
the introduction of each section). Financial
management in the broader context is also
updated with an assessment of activity-based
costing and a reaffirmation of the role of bud-
get oversight in a new era of surplus.

Mostly, the articles within each part are pre-
sented chronologically—even though this
book is not intended as a history of budgeting.
Of the 46 selections in the book, almost half
are from 1990-2000, with another third from
the 1970s and 1980s; the final sixth are from
the 1950s and 1960s with two truly historical
pieces from 1915 and 1918. This arrangement
is in keeping with the book’s original objec-
tive—to serve as a source book for both the
practitioner and the student—providing a col-
lection of articles and viewpoints from a
diverse array of experts, budget theorists,
researchers, and public officials. The introduc-
tions for each section, as before, are brief and
limited to providing context.

The appendices exclusively focus on the
federal budget. In the Internet era of this new
century, annual budget documents, public
reports and in-depth budget studies of the fed-
eral and the fifty state governments, and
increasingly more local governments are all
available on-line. Also available on-line as a
prime resource are all the considerable works of
the General Accounting Office and the
Congressional Budget Office. In short, students
of budgeting have unparalleled access to bud-
get information of all kinds, including glos-
saries and handbooks detailing budgeting
processes and procedures.

The appendices include first a supplemental
source that for those focusing on the federal
budget might be regarded as a primer.
Appendix A, “The Federal Budget as a Second
Language” by Stan Collender, is a short guide
for those seeking a concise and clear overview
of federal budgeting before delving into the
subject. A second appendix, “The Long-Term
Budget Outlook,” is an actual Congressional
Budget Office Report—projecting 75 years in
the future of the current, however fleeting,
federal budget surplus—and the interesting
economic and political premises behind it.

Herbert Simon, the late Nobel Lauteate who
profoundly influenced so many disciplines,



wrote in a public administration textbook in the
195Qs that fields of study like public administra-
tion must be careful in making distinctions
about change. Just because there are profound
changes in the environment and institution
teactions to change, does not mean that a disci-
pline will change in terms of developing new
concepts or creating new knowledge. Simon
argued for a longer view and urged that we make
distinctions between studying new phenomena
and studying in new ways, developing new
methods of inquiry, and creating new theories.

Government budgeting began the twenti-
eth century as part of an ambitious reform
effort destined to create new institutions, new
policies and politics, and new roles for govern-
ments and the public service. Government
budgeting was a leader in that revolution—and
was always at the forefront of public adminis-
tration. In the twenty-first century, 1 doubt
many would argue that budgeting is at the fore-
front of the next management and political
revolution. Ironically, the pace of global
change, technology breakthroughs, institu-
tional and economic interdependence is
accelerating—making the role of government
absolutely more critical. Both government
leaders and students of government should be
asking what new strategies, concepts, knowl-
edge, and tools for budgeting are needed to
prepare governments at all levels for the
twenty-first century.
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P A R T

The Development of Budgeting
and Budget Theory:
The Threads of Budget Reform

Budgets are not merely affairs of arithmetic, but in a thousand ways go to the root of pros-
perity for individuals, the relation of classes, and the strength of kingdoms.

—Gladstone

Budgeting is, and always has been, the single most important decision-making process in any
governmental organization. The budget itself is a government’s most important reference doc-
ument. In their increasingly voluminous and complex formats, budgets simultaneously record
policy decision outcomes; cite policy priorities as well as program goals and objectives;
delineate government’s total service effort; and measure its performance, impact, and overall
effectiveness.

The Dimensions of Budgeting

A public budget has four basic dimensions. First, it is a political instrument that allocates
scarce public resources among the social and economic needs of a jurisdiction. Second, a bud-
get is a managerial or administrative instrument, or both. It specifies the ways and means of
providing public programs and services; it establishes the costs or criteria or both by which
activities are evaluated for their efficiency and effectiveness. It is the budgeting process that
ensures that all the programs and activities of a jurisdiction will be reviewed or evaluated at
least once during each year (or cycle). Third, a budget is an economic instrument that directs
a nation’s, a state’s, and even a municipality’s economic growth, its investments, and its
development. At the national, state, and regional levels, government budgets are primary
instruments for evaluating redistribution of income, stimulating economic growth and devel-
opment, promoting full employment, combating inflation, and maintaining economic stabil-
ity. Fourth, a budget is an accounting (now called simply financial management) instrument
that holds government officials responsible for both the expenditures and revenues of the pro-
grams with which they have been entrusted and that informs the public of a government’s fis-
cal integrity and discipline.

Over the past decade, it has become more and more apparent that the interconnections of
these dimensions are vital. For example, the premise of the financial management dimension
is to hold governments accountable in the aggregate. After all, the basic concept of a budget
implies that a ceiling or a spending limitation exists, which literally requires governments to
live within their means. Yet, the pervasive and decades-old federal budget deficit might lead
one to ask how the very instrument designed to ensure balanced spending and funding deci-
sions came to be viewed as the major force in wrecking that balance.

It was not for lack of effort. Since the late 1970s, Congress and six presidents from Nixon
to Clinton have waged veritable budget warfare over controlling spending and changing taxes



2 Partl

through the federal bydget process. Through it all, the country remained mired in deficit.
Now, at the start of a new century, the United States confronts surpluses as far as the eye can
see. In 2001 a new president and a deeply divided but closely split Congress addressed major
budget issues involving tax cuts, social security solvency, and defense investments, among
other national priorities. And despite the largest surplus in the American experience, there
would not be enough money to fund everything.

By design, budgeting involves meeting obligations, keeping promises. It involves choices
about values, about which purposes are of highest priority. It involves questions of power: How
are we governed, and by whom? Most of all, tax and spending decisions involve real people
with real needs. What happens to any of us—farmers, the homeless and poor, children in
school, the elderly in nursing homes, corporations in bankruptcy—has meaning. In the
rhetoric of deficit reduction, these matters are either disparaged as “special interests” or, worse,
ignored. Persistent deficits were blamed on the lack of political courage or goodwill. Wrong.
Deficits persisted because all choices were bad.

From its beginnings, the theory of budgeting has recognized the central importance of the
budget in shaping such choices. This, to a great extent, was what budget reform in govern-
ment was all about. Part 1 of this book opens with two classic articles about the origins and the
objectives of modern budgeting. Frederick A. Cleveland reviewed the guiding forces behind
the executive budget concept and examined its objectives in his 1915 study, “Evolution of the
Budget Idea in the United States.” In 1918, William E Willoughby looked more directly at the
state and local experience in The Movement for Budgetary Reform in the States. In the excerpt
from Willoughby’s work, one will find a prophetic recognition of the essence of budget reform.
Willoughby saw three main threads to budget reform: (1) providing for and advancing popu-
lar control, (2) developing and enhancing legislative and executive cooperation, and (3) en-
suring and improving administrative and managerial efficiency. Just as a rope is woven out of
strands, these threads must be intertwined if budgeting is to be an effective exercise in the
process of governance. '

A Brief History of Budget Reform

The development of the executive budget itself was considered the first step of budget reform.
It is important to keep in mind that government budgets as we know them today are relatively
new phenomena. Before the twentieth century, budgets were little more than compilations of
piecemeal appropriations reports passed by a legislature. At the federal level, they weren’t
even called budgets, but, rather, “books of estimates.” The Budget and Accounting Act that
began the establishment of today’s federal budgeting mechanisms was not passed until 1921,
Budgeting efforts at the state and local levels can be traced to experiments and developments
in New York City and other localities in the early 1900s. Prior to this time there was little per-
ceived need for sophisticated budgeting mechanisms because government expenditures were
relatively insignificant. Federal “budgeting”—if it can even be called that—was primarily an
exercise in getting rid of “surplus funds” accumulated by tariff revenues or in finding ways to
fund major land purchases.

In retrospect, the nation’s first great public financial administrator, Alexander Hamilton,
perhaps may have succeeded too well in putting the new republic on a solid financial footing.
However, there were instances throughout the nineteenth century, such as the financial panic
of 1837 and Abraham Lincoln’s efforts to finance the Civil War, that generated some concern
about the need for a budgeting system. Later political and social forces, such as the progressive
reform movement, the scientific management movement, and the emergence of more diverse
and specialized government programs, provided the impetus for more effective avocation of a
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budgeting system. The pioneering work done in some states and municipalities provided the
federal government with further examples of the direction to go in budgeting. Indeed, the fed-
eral nature of the U.S. system of government has proven to be an essential factor in budgetary
reform. Such reforms often emerge from “experiments” in state and local “laboratories,”
whether they be in New York City (performance budgeting) in the early 1900s, Georgia (zero-
based budgeting) in the 1970s, or Sunnyvale, California (performance results budgeting), in
the 1990s.

The thrust for reform came to a head in the report of the Taft Commission of 1912, which
argued strenuously for a national budgeting system to serve the executive branch. Even in its
infancy, a recurring theme of governmental budgeting was already apparent—the conflict be-
tween the legislative and executive branches over who would control the budgeting process—
and Congress quickly rejected the Taft Commission recommendations. After World War I,
President Wilson rekindled the idea of an executive budget mechanism, but Congress pro-
posed its own legislation, which Wilson promptly vetoed because of lack of control by the ex-
ecutive. Finally, in 1921, the Budget and Accounting Act was signed into law. It established a
Bureau of the Budget (to be lodged in the Treasury Department), a formal budgeting mecha-
nism to be controlled by the executive branch, and a General Accounting Office accountable
to Congress. The political battle over the act itself was so bitter that the Congress would not
agree to approve it until Wilson had left office.

It would be another eighteen years, however, before the Bureau of the Budget would be-
come a direct staff branch of the Chief Executive. During this period, budgeting processes fo-
cused primarily on accountability and control, and the initial technology of budgeting was the
line-item budget—a systematic, accounting-oriented method of recording public expenditures
against various classification categories, such as salaries, travel, supplies, and equipment.

Against this backdrop, in 1940, V. O. Key, Jr.—later to be one of the most influential U.S.
political scientists—wrote a searching inquiry about the state of the art of budgeting: “The
Lack of a Budgetary Theory.” Greatly concerned about the overemphasis on mechanics, Key
posed what is still widely acknowledged as the central question of budgeting: “On what basis
shall it be decided to allocate x dollars to activity A instead of activity B! He then went on
to elaborare what he felt were the major areas of inquiry that should be researched to develop
a budgeting theory.

In the 1940s and 1950s, following the recommendations of the Brownlow Commission and
later codified by the Hoover Commissions, performance budgeting emerged as the new and
dominant budgeting system. Performance budgeting was above all a management-oriented sys-
tem heavily focused on efficiency by relating costs to measured outputs. Its appearance during
these two decades was well timed to match immense increases in both the size and scope of
governmental undertakings. The Second World War marked the advent of Big Government
and an underlying confidence among public administrators that the new techniques and me-
chanics behind large-scale public budgets were appropriate for the massive, efficiency-oriented
administrative operations that they were equally sure would be the way of the future. Vision
in the 1940s was blurred by the unprecedented scale of operations of the Second World War
and the preceding economic war waged against the Great Depression.

Improved efficiency, however, was not an adequate response to Key’s question of choice.
Larger budgets, fueled by economic growth, made choices more important and increased con-
cerns about how budgets should facilitate the idea of direct consideration of alternatives. First
articulated by Verne B. Lewis in his 1952 article “Toward a Theory of Budgeting,” the idea of
budget “alternatives” centered on the preparation of incremental budget submissions that
would permit evaluation of various funding amounts in terms of levels or quantity of service.
The administrative or managerial context of alternative budgeting provides a dual advan-
tage. Budget submissions can be prepared in a manner that will facilitate comparison and
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demonstrate a range of choices for service and funding levels. At the same time, the final
choice will provide a realistic contract—that is, specific, realistic expectations for the program
manager. The implied rationale for this process was almost a restatement of V. O. Key’s classic
budgeting question: for x level of funding, y level of service can be provided; for x + (1/x)
funding = y + (1/y) services.

Incrementalism and Systems Thinking in Budgeting

The 1960s brought even more definitive responses. Aaron Wildavsky, then a professor at
Oberlin College, answered that Key’s question, as raised, was unanswerable. His 1961 article,
“Political Implications of Budgetary Reform,” was parallel to the contentions of Charles E.
Lindblom in his famous 1959 Public Administration Review article, “The Science of Muddling
Through.” Budgeting, Wildavsky argued, was in reality a mode of incremental conflict resolu-
tion aimed principally at ordering whose preferences would prevail. The question of which cri-
teria should determine what goes in the budget is synonymous with, and as unanswerable as,
the question of what government ought to do in the first place. If an answer were possible, it
would mean nothing less than a total resolution of conflict over government’s role in society.
Wildavsky’s arguments in this early article were an important prelude to what would be four
editions of the classic The Politics of the Budgetary Process and a completely revised edition in
1988 entitled The New Politics of the Budgetary Process. On the thirtieth anniversary of his ex-
position of incremental budgeting, Wildavsky readdressed his original article in Public Admin-
istration Review, reflecting on what he felt he had learned about the politics of budgeting reform.

Significantly, the 1960s marked a new era of increased government activity. Policies and
programs were recast in bolder, more innovative terms with “social intervention” as the major
premise. A new budgeting system, emphasizing multiyear planning, policy analysis, and pro-
gram objectives focused on effectiveness, emerged. Called PPBS (Planning-Programming-
Budgeting-System), the system was widely heralded as a major breakthrough for public
administration and indeed was nicknamed by critics as the “pristine path to budget salvation.”
PPBS dominated public sector budgeting like no other system had ever done before.

The case for depicting budgeting systems as an evolutionary process within management
has been best made by Allen Schick in his 1966 article, “The Road to PPB: The Stages of
Budget Reform” (later updated in his 1978 Public Administration Review article, “Road from
ZBB”). Schick’s work is considered classic for its examination of the different orientations and
purposes of budgeting and its presentation of budgetary change as an evolutionary process.
The budgeting literature particularly adopted his typology of budgetary reform that illustrated
consecutive shifts in budgetary emphasis from accounting—strict expenditure control (the
line-item budget), to management—work efficiency (the performance budget), to planning—
program effectiveness (PPBS). Schick traced the events leading to each of the three bud-
geting systems, defined each system, and described its implementation process, strengths, and
weaknesses.

By the 1970s, PPBS had failed. (If the minimum criterion for success is continuity, PPBS
was discontinued in the federal government during the Nixon administration. ) Budget reform
in the 1970s was beset by two more compelling developments—a new period of legislative—
executive competition over who would control budgets and spending levels, and a new “era of
resource scarcity” in which economic growth was no longer a constant and unquestioning
popular support for increased budgets and increased taxes no longer valid. The other two
threads of budget reform were now fully as important as the long-dominant managerial thread.

Like most developments in budgeting, the vulnerability of public budgets to expenditure
and revenue limitation initiatives (following the advent of Proposition 13 in California) was
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first felt at state and local levels. The resulting pressure on budgets was inescapable. Partly be-
cause of these new economic realities, budget reforms in the 1970s were marked by intense ex-
ecutive rivalry that, at the federal level, produced a new budgeting law: the Congressional
Budget and Impoundment Act of 1974. Rivalry may even be too mild a term. Allen Schick in
his influential Congress and Money calls the period leading up to the new act the “Seven Years'
Budget War.”

%gne more major development in budget reform occurred in the 1970s—the implementa-
tion of zero-based budgeting (ZBB) during the Carter administration. Launched with much
fanfare in 1977, ZBB promised to counter the traditional incrementalism bias of budgets (i.e.,
that resource allocation decisions are made about the annual margins of budget change with-
out altering the historical budget base) by using an elaborate system of decision units, pack-
ages of alternatives, and rank order of choices based on political relevance. Critics called it
“decremental budgeting” in disguise, and it was eventually overwhelmed by changing eco-
nomic events. [ronically, a budget system purposefully designed to make ordered cuts in bud-
gets in the event of necessary cutbacks was ignored when those circumstances prevailed. ZBB
was rescinded in early 1981 by the Reagan administration, and a new political-economic era

began.

Whither Budgeting without Budget Reform?

By 1980, budget reform stood at a crossroads. Clearly, the future would be one of increas-
ing complexity and difficulty. Outgoing GAO Comptroller General Elmer B. Staats, in a
widely distributed speech titled “The Continuing Need for Budget Reform,” reaffirmed the
importance of positive movement for public sector budgeting to keep pace and provide lead-
ership. But he provided several warnings about future problems. First among all his concerns
was federal credit activities and loan guarantees, their control difficulties, and potential im-
pacts on the budget. (Staats accurately predicted such financial disasters as the massive $500
billion Savings and Loan bailout, which, ten years later, would lead to new federal credit re-
form legislation.)

For budget reform, it was apparent that the 1980s would be quite different, that many of the
budgeting rules would be changed. Naomi Caiden was one of the first to see the new direction,
and she began a series of articles outlining the impacts and implications for budget theory and
reform. In a series of influential articles, including “The Myth of the Annual Budget” and
“Guidelines to Federal Budget Reform,” Caiden examined the new political dimensions for
budgeting change. In a 1993 article for The Public Ménager entitled “Processes, Policies, and
Power: Budget Reform,” she reviewed her assessment that reforms of the budget process could
not solve present problems of budget policy and politics.

The 1980s may be remembered best as the decade when government budgeting was turned
_ upside down. At the federal level, this was the era in which a president called the whole bud-
get process “Mickey Mouse,” a budget director (David Stockman) was nicknamed “The Ter-
minator,” major changes were made to the congressional budget process and automatic deficit
reduction provisions were incorporated into law (Gramm-Rudman-Hollings, referred to as
“Grammbo”), the media labeled submitted budgets as “D.0O.A.” (dead on arrival because of
their faulty and unrealistic economic assumptions), “Budget Summits” were held, and, finally,
academic arguments first arose over whether the executive budget process itself had outlived
its usefulness.

For state and local governments there were new strains of tax revolts and tax limitation
propositions and increasingly unpredictable cycles of good times and bad. California gave tax-
payers a refund one year and sank into fiscal crises two years later. Massachusetts went from



