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MODERNIZING FINANCIAL MANAGEMENT FOR HUNGARIAN
LOCAL GOVERNMENTS

Final Year Seminar: October 7-8, 1998

This report briefly describes the October seminar on Modernizing Financial
Management for Hungarian Local Governments. The program aims at training Hungarian
local government finance officers to improve budgeting and financial management within
their cities. This seminar was the second seminar of the third years’ program, which
consists of five seminars from June 1998-March 1999.

The agenda, list of participants, and course material for the seminar are included
in Annex A. Seventeen local governments attended the October seminar (Table 1), nine
of which have participated in the previous year(s) program. Thus there are participants
from eight new cities in the third year, and seven cities have sent three or more
participants to the seminar.

During the third year of the Modernizing Financial Management for Hungarian Local
Governments program, the US Agency for International Development (USAID) is also
sponsoring a Municipal Finance Consultant Training Program to train consultants in
municipal budgeting and financial reform services. The program combines theory and
practice to prepare the Hungarian consultants’ to address the challenges of the rapidly
changing local government market. This is a nine month interactive training program that
runs parallel to the municipal budgeting seminar. In addition to training at the municipal
budgeting seminar, the consultants will receive specialized training in financial software
packages and western style marketing and consulting techniques. The initial consultant
training seminar was held on October 6-8, 1998 with 19 consultants participating.

OCTOBER 7, 1998

After the registration Ms. Andrea Ténké, Metropolitan Research Institute (MRI)
welcomed the participants, and briefly described the program for the next two days. She
was followed by Ms. Katalin Zsamboki, MR, explained the new consultant training program
component to the municipal budgeting seminar participants. As part of the Municipal
Financial Consultant Training Program curriculum, the consultants will partner with cities
to perform a long-term consuiting assignment. As many of the local government finance
officers have attended the previous year(s) program and had experience implementing
budgeting reforms, Ms. Zsamboki highlighted the potential benefits to municipalities in
working with the consultants in a long-term project. Ms. Zsamboki concluded that she
would liaison with the municipalities and consultants to identify common interests and form
partnerships.
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Introduction to Sector Analysis and Program Design

The first presentation was given by Mr. Jézsef Hegedus, MRI, to introduce sector
analysis and program design. In developing a methodology to undertake a sector analysis,
Mr. Hegedis emphasized the importance of financial managers’ understanding sector
specific issues, to ensure a useful analysis and interpretation of the results. Mr. Hegedls
suggested that participants start by investigating the legal background and regulatory
factors relevant to the given sector, then analyze dynamics, financial conditions, capital
requirements, and professional qualifications on both the demand and supply side. After
completing a Strength Weaknesses Opportunity and Threats (SWOT) analysis and
undertaking forecasting of trends relevant to the local sector, consideration of alternative
financing and service provision options is useful. One critical challenge facing financial
managers is determining the appropriate depth of the sector analyses as either extreme
could have a negative impact on the development of the program budget. Working
together, the financial manager and sector specialists should define sector strategies that
are consistent with the city’s overall strategic plan.

Exercise on Sector Analysis

After the presentation the participants were divided into three groups (education,
social and commercial) to perform a sector analysis. The education sector group was
moderated by Mrs. Kirthy; social sector group moderated by Mrs. Krajséczki; and
communal sector group moderated by Mrs. Mészaros J. Regina. All three moderators are

Hungarian local trainers for the program and head of the finance department in their
respective cities.

Following the sector analysis structure outlined by Mr. Hegedls, the participants
were able to explore the differences of each sector in legal sources, supply-demand
analysis, financial analysis, cost structure, and special factors impacting operation and
capital demand in Hungary. After a short break the exercise was followed by a panel
discussion about the results of the sector analysis.

Fiscal Indicators

After lunch, Mr. Philip Rosenberg, consultant to The Urban Institute (Ul), gave a
presentation on the role of indicators in the program budget and explained how these
indicators can help financial officers understand the municipalities’ fiscal situation. To
accurately identify the indicators’ trends, Mr. Rosenberg suggested using a summary of
the operating expenditures and the balance sheet. In a short exercise, Mr. Rosenberg
demonstrated how fiscal indicators can be used to determine municipal productivity, and
different financial management practices that can be used by financial officers to achieve
economic vitality.
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Building on Mr. Rosenberg’s presentation, Mr. Robert Kovacs, MRI went on to
demonstrate the use of indicators in practice. Using three Hungarian cities as examples,
Mr. Kovéacs worked with the local government officials to compare the financial situation
based on dynamic and static indicators, absolute figures and indexes. Afterwards, Mr.
Kovacs discussed the advantages and disadvantages of fiscal indicators.

To conclude the exercise, Ms. Andrea Toénké summarized the topics covered that
day.

OCTOBER 8, 1998

The second day of the seminar started with a review of homework submissions.
Following Ms. Katalin Pallai’'s (Hungarian local government trainer) presentation at the
previous seminar-June 1998, participants were given an assignment of writing a strategic
plan for their respective cities. Using examples from the homework submissions, Ms. Pallai
made a short presentation to highlight the important concepts of strategic planning. The
city of Ozd was commended for not only identifying city objectives, but also developing a
plan to achieve those objectives.

Exercise on Fiscal Indicators

After the homework review, participants divided into four sector groups to work on
a sector specific fiscal indicator exercise. The four sectors were education, social,
communal and financial. The financial group was included for financial managers. The
groups were provided with financial data of a hypothetical city and asked to make a short
analysis of the financial situation of the community. They had to choose indicators, or
create new ones that best described the financial situation of the city, compute them and
represent the most important ones visually.

The social sector group examined the fiscal and non fiscal indicators of the nursing
and meals service to the elderly. They agreed that the indicators quantified the
community’s problems. The group concluded that program goals should be defined first
in order to develop the most informative indicators.

The goal of the communal sector exercise was to demonstrate how they can use
indicators to define the user fees of solid waste collection. The group identified three
indicators: labor time invested; weight or amount of garbage collection; and administrative
cost.

The education sector group compared the subsidy of three educational institutions.
The comparison revealed that the local government subsidy depended on three factors:
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the number of the students and the condition and size of the building. The number of
employees and the average age also has an impact on the required subsidy.

The financial sector group analyzed the budget of a hypothetical city. On the basis
of the given numbers, the indicators identified some negative trends. The group decided
that there are problems with the city’s financial management and developed some potential
resolutions to these problems.

Developing A Work Plan

The last presentation at the seminar was on work plans given by Mrs. Krajsoczki.
First she defined the main elements of the work plan, and the purpose and potential results
one can achieve from a work plan. In developing a work plan, Mrs. Krajséczki underlined
the importance of knowing your decision making authority; the important people who will
review, contribute to, or approve your work plan; and the resources you will have to
execute and accomplish the objectives set forth in the work plan. At the end of her

presentation Mrs. Krajsdczki gave several suggestions about successfully creating a work
plan in the context of a local government:

— Strategic collaboration
— Setting deadlines
— Developing a system to organize data collection

— Continuing to revise the work plan to reflect the changing local government
environment

Homework

During the sector indicators exercise, the moderators handed out a homework sheet
to the participants which required them to make a sector analysis based on the information
on the given sheets. During the sector break-outs, the trainers also discussed how to use
the examples as a basis for doing the homework.



FI— Modernizing Financial Management for Hungarian Local Governments
October 7-8, 1998 Seminar 5

Table 1
List of Cities Participating in the Final Year (1998-1999) Seminars on Modernizing Financial Management
for Hungarian Local Governments

June 3-4, October 7-8,

Number Cities Population 1998 1998
1. Balassagyarmat 17,944 v v
2. Csongrad 19,112 v v
3. Gy6r 127,294 v v/
4. Gyula 33,317 v v
5. Hajdiszoboszlé 23,387 v v
6. Komarom 19,569 v

7. MezGesat 6,586 v v
8. Mindszent 7,450 v
9. Nagykanizsa 53,353 v

10. Oroshaza 34,800 v v
11. Ozd 41,075 v v
12. Puspékladany 17,000 v v
13. Ruzsa 2,880 v v
14, Szegvar 5,285 v v
15. Székesfehérvar 107,181 v v
186. Szentes 33,000 v v
17. Szolnok 81,500 v v
18. Tiszaudjvaros 17,890 v v
19 Vac 33,694 v v
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THE IMPORTANCE OF

SECTOR ANALYSIS
- PROGRAM BUDGETING AND THE
SECTORS
- SECTORAL CONCEPTS

« COOPERATION BETWEEN FINANCIAL
MANAGEMENT AND LOCAL SENIOR
SECTOR OFFICERS

« HOW DEEP SHOULD THE CONCEPT BE

L
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LEGAL AND REGULATORY
CONDITIONS

—“Responsibilities” of the local
government

—“Rules” of the sector

e setting fees
e environmental protection requirements

—Local regulation



A

SERVICES: SUPPLY AND
DEMAND ANALYSIS

» Fiscal conditions (capital need, financing operation
costs etc.)

-~ -+ Organizational conditions (Alternative

organizational structures, advantages and
disadvantages, etc.)

 Trend analysis (demography, impact of economic
forecasts, etc.)

« SWOT analysis on the sector (strengths and
weaknesses, options, threats)



FINANCING: COSTS AND
RESOURCES

» capital costs » “fixed” resources
— assets capacity (normatives, centralized
— ownership rights items, targeted
— — investments | SUbSldleS)
* operation costs — local (shared revenues,
‘ ' fee revenues,
— general costs foundations)
— changing costs h
¢ otner

— cross financing

— Support



ORGANIZATIONAL
TYPOLOGY

 within the mayor’s office
+ institution or “partial institution”

« company or foundation fully in
municipal ownership

* mixed ownership company
* private company



PROGRAM ALTERNATIVES

* Why is the program necessary?
» What happens if the program is not implemented?
« What strategic goal does the program fit in?

o Define staff available for the implementation of the
program

« Who will provide the service, how much of it and for
how much?

» What outcomes are expected of the program, in what
time, and how can these be measured?



COMMUNITY BUDGETING MODEL

Unacceptable

Policy
Alternatives
Considered

Existing

Environment

Citizen Input
Condition Statements
Infrastructure Inventory

Condition

e Goals & Objectives
e Cutback Strategies

e Capital Allocation Policies
e Long Term Financial Plans

¢ Revenue Policies
e Essential Service

Policy
Implementation

Y
_ Pohcy j
Evaluation

Revenue & Fiscal
Trends

e Major Expenditures
e Unit Costs

Public Opinion

Acceptable

Policy
Adopted

Program Budget
Management by pbjective's
Technology Improvements
Revenue Actions
Expenditure

~

. AssessmenthRevision
e Output of new / old policy




OPERATING STATEMENT

REVENUES 9%
LOCAL BUSINESS TA?/ 240
LOCAL PROPERTY T \@ 230
DUTIES 230
ASSET SALES 50

INSTITUTION OWN SU CE 455

SHARED REVENUES 920
STATE SUBSIDIES 2200
TOTAL 4475
EXPENDITURE 96
MAYOR’S OFFICE 2200
HEALTH SECTOR 600

EDUCATI 940
SocIAL ¢ 320

COMMUNAL SERVICES 400

TOTAL 4460

BUDGET
97

200

300

260

90

120

150

ACTUAL
97
190
280
250
120

ACTUAL
97
2350
700
880

390 A2

4520 !

" 4625

CHANGE

(10)
(20)
(10
30
(20)
40
5
(10)

100

105

CHANGE
30

80
(10)
53
{50)
105

22



CITY BALANCE SHEET

ASSETS

CASH & INVESTMENTS
ACCOUNTS RECEIVABLE
TAXES RECEIVABLE
INVENTORIES

TOTAL

LIABILITIES & FUND BAL
NOTES PAYABLE
ACCOUNTS PAYABLE
RESERVES
FUND BALANCE

TOTAL

96

100
25
500

2

675

96
120
50
120
85

675

Ao

97

50
50
520

60

720

CHANGE

(10
25
20

10
10

CHANGE
80

10
(20
33



WHAT |S FISCAL CONDITION?

A CITY’S ABILITY TO MEET AND
MAINTAIN SERVICES

A CITY’'S ABILITY TO MEET
EMERGENCIES

A CITY'S ABILITY TO MEET THE
DEMANDS OF GROWTH, DECLINE &
CHANGE



FISCAL INDICATORS

BUILDING BLOCKS TO UNDERSTANDING YOUR COMMUNITY’S
FINANCIAL CONDITION

FEATURES

GAIN UNDERSTANDING OF CITY'S FISCAL SITUATION
o IDENTIFY EMERGING PROBLENMS

e IDENTIFY EXISTING PROBLEMS THAT LOCAL OFFICIALS MAY BE
UNAWARE OF

e PRESENT THE CITY’S STRENGTHS & WEAKNESSES TO ELECTED

OFFICIALS, CITIZENS, CENTRAL GOVERNMENT, INVESTORS,
LENDERS

¢ INTRODUCE LONG-RANGE CONSIDERATIONS INTO THE
BUDGET & CAPITAL BUDGETING PROCESS

* HELP GUIDE FORMULATION OF FISCAL POLICY

)



FACTORS

ENVIRONMENTAL FINANCIAL
Community Revenues
External Expenditures
Constraints Operating Position
Political Debt
Emergencies Unfunded Liabilities

Capital Condition

CITY MANAGEMENT PRACTICES AND POLICIES




FACTORS AFFECTING FINANCIAL CONDITION

ENVIRONMENTAL

COMMUNITY NEEDS & RESOURCES

EXTERNAL ECONOMIC CONDITIONS

POPULATION
EMPLOYMENT
INCOME

PROPERTY
BUSINESS ACTIVITY

NATIONAL/REGIONAL

INFLATION
EMPLOYMENT
REGIONAL MARKETS

INTERGOVERNMENTAL
CONSTRAINTS

MANDATES

TAX RESTRICTIONS
SHARED REVENUE
STATE SUBSIDIES

NATURAL DISASTERS &
EMERGENCIES

WEATHER

FIRES/FLOODS
EQUIPMENT BREAKDOWN
STATE SUBSIDIES

POLITICAL CULTURE
ATTITUDES TOWARD:

TAXES

SERVICES

POLITICAL PROCESSES

4 )

FINANCIAL

REVENUES

GROWTH
FLEXIBILITY
ELASTICITY
DEPENDABILITY
DIVERSITY

EXPENDITURES

GROWTH
MANDATED COSTS
PRODUCTIVITY
EFFECTIVENESS

OPERATING POSITION

OPERATING RESULTS
FUND BALANCES
RESERVES

LIQUIDITY

DEBT STRUCTURE

LONG TERM DEBT

SHORT TERM DEBT

DEBT SCHEDULES/SERVICE
CONTINGENT DEBT
OVERLAPPING DEBT

UNFUNDED LIABILITIES

3

DEFERRED MAINTENANCE
OTHER?

CONDITION OF CAPITAL PLANT

L3

L]

DEPRECIATION
ASSET INVENTORIES
MAINTENANCE & REPLACEMENT



KEY DATA SOURCES

I. REVENUES
TOTAL REVENUES

SHARED REVENUES

STATE SUBSIDIES (TARGETED + ADDRESSED +
FUNDS)

LOCAL TAXES (PROPERTY, TOURIST,
COMMUNAL, RENT)

DUTIES + REVENUES FROM INSTITUTIONS +
OTHER OWN REVENUE

SOCIAL SECURITY TRANSFERS/HEALTH
INSURANCE TRANSFERS

PROCEEDS FROM ASSET SALES
INCOME FROM ASSETS
LOANS

NORMATIVE GRANT

SEPARATE RECURRING FROM NON-RECURRING REVENUE



II. EXPENDITURES
TOTAL EXPENDITURES

OPERATING EXPENDITURES

o CITYHALL

e HEALTH SECTOR

e CULTURE/SPORTS/EDUCATION SECTORS
e SOCIAL

e PUBLIC WORKS/UTILITIES (HEATING,
ELECTRICITY, WATER SEWAGE)

CAPITAL INVESTMENT

e CITYHALL

e HEALTH SECTOR

e CULTURE/SPORTS/EDUCATION SECTORS
e SOCIAL

e PUBLIC WORKS/UTILITIES (HEATING,
ELECTRICITY, WATER SEWAGE)

e TOTAL ANNUAL DEBT SERVICE PAYMENTS
(INTEREST + PRINCIPAL)

SEPARATE RECURRING FROM NON-RECURRING
EXPENDITURES ' ‘

{

~



ITI. OTHER FINANCIAL DATA

e TOTAL ASSETS

OUTSTANDING LONG TERM DEBT

OTHER???

IV. NON FINANCIAL DATA

POPULATION

POPULATION GROWTH/DECLINE

PERSONAL INCOME TAX PER CAPITA
NUMBER OF MUNICIPAL EMPLOYEES
UNEMPLOYMENT RATE

NUMBER OF HOUSING UNITS CONSTRUCTED
NUMBER OF BUSINESS LICENSES ISSUED

OTHER???

40



ADVANTAGES

QUANTIFIES INFORVIATION

RELIES ON EXISTING AND AVAILABLE DATA
DESIGNED FOR CITY STAFF USE

DOES NOT REQUIRE COMPLICATED TECHNIQUES
COMBINES FINANCIAL & NONFINANCIAL DATA

TAKES A SINGLE YEAR’S EVENTS AND PLACES IT INTO ALONG
TERM PERSPECTIVE

PERMITS LOCAL OFFICIALS TO FOLLOW CHANGES OVER TIME

INCORPORATE BENCHMARKS USED BY LENDERS



PROCESS

IDENTIFY KEY COMMUNITY INDICATORS

IDENTIFY SOURCES OF INFORMATION AND GATHER DATA
COLLECT DATA

ANALYZE, IDENTIFY TRENDS, ASSESS UNDERLYING CAUSES
ASSESS FISCAL HEALTH

USE ANALYSIS IN THE BUDGETING & CAPITAL IMPROVEMENTS
PLANNING AND BUDGETING PROCESSES

HOWMUCH YOU CAN AFFORD

FORECAST REVENUE/EXPENDITURES

['L

N



ECONOMIC VITALITY

A Strong Economy Froduces The Revenue To
Support Services & Creates A FPosilive

Community Atmosphere That Atiracts Residents
— - And-Business -

- L APPRAISED VALUE OF REAL

ESTATE PER CAPITA

NUMBER AND VALUE OF
BUILDING PERMITS

RETAIL SALES
TOTAL POPULATION
INCOME PER CAPITA

—— .



MUNICIPAL PRODUCTIVITY

It is vital for cities to provide more and better

services at less cost. The goal can be
achieved through steady improvement in
the productivity of municipal operations.

NUMBER OF MUNICIPAL
EMPLOYEES PER CAPITA

MUNICIPAL EXPENDITURES PER
CAPITA

MUNICIPAL ENTERPRISES
INCURRING OPERATING LOSSES



FINANCIAL INDEPENDENCE AND
FLEXIBILITY

A financially sound city has sufficient control
over its finances to enable it to endure
fiscal problems and emergencies without
crises. A financially independent city is
able to control its own destiny.

* % OF EXPENDITURES FUNDED BY
TRANSFERS

« DEBT BURDEN - PER CAPITA AND
AS A PERCENT

« RECURRENT REVENUES

« PATTERN OF BUDGET OVERRUNS IN
SPECIFIC DEPARTMENTS

 ABILITY TO FINANCE SERVICE
LEVELS ABOVE NORMATIVE
STANDARDS



FINANCIAL MANAGEMENT
PRACTICES

Sound financial management practices can

help a community withstand the difficulties
that arise with an eroding tax base. These
practices also provide information cities
need to evaluate their fiscal position and
avoid problems. Poor fiscal management
hides problems from officials.

PATTERN OF BUDGET OVERRUNS
OR UNDERRUNS

ASSESSED VALUE OF REAL ESTATE
VERSUS TRUE MARKET VALUE

INCIDENCE OF ESTIMATED AND
ACTUAL REVENUE SHORTFALLS

AMOUNT OF TAXES AND FEES
UNCOLLECTED AT YEAR END



MUNICIPAL FINANCIAL INDICATORS

) Defining Municipal Indicators
° Methodological 1ssues
) Indicarors and Charts

) The Analysis of Békahdaza

METHODOLOGICAL ISSUES

L Types of Indicators:
= dynamic or static

= absolute figure or index

® The Basis of Comparison:
= time units
= similar communities

= average values of small or big regions etc.

L Visualizetion

Véroskutatas Kft. 1 1998. 10. Oe.

37
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oQ,

Békahaza

at current prices
at 1996 prices

Total revenues
Total revenues

Revenues per inhabitant

Békahaza
Szolnok
Szentes
Hungary total

Békahaza, balance of the budget

at 1996 prices
at 1996 prices

Total revenues
Total expenditures
Balance

Békahaza, amount of debt service

Debt service at 1996 prices
Total revenues at 1996 prices
Debt service/Total Rev. ,

Varoskutatas Kift.

bdn97en.xis\Tablak
(HUF million)

1992 1993
218,9 252,5
508,0 4784

(HUF million)

1992 1993

28,2 31,7

48,8 56,4

38,9 41,9

12,7 16,5

(HUF million)

1992 1993
508,0 478,4
409,8 432,2

98,2 46,2

(HUF million)
1992 1993
0,5 0,8
508,0 478,4

0.1% 0,2%

PENZUGY! MUTATOK

1994
359,2
572,8

1994
45,1

69,4
48,2
19,2

1994
572,8
5241

48,7

1994
0,7
572,8

0,1%

1995
1078,6
13353

1995
134,6
77,5
58,6
25,1

1995
13353
1155,2

180,1

1995
0,5
13353
0,0%

1998.10.06. 9:02

1996 - 1997
935,7 967,0
935,7 781,1

1996 1997
112,1 114,9
101,8 95,9

83,3 82,9

25,7

1996 1997
935,7 781,1
917,2 7841

18,5 0,0
1996 1997

0,4 3,4
935,7 781,1
0,0% 0,4%
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Békahaza, amount of operating expenditures (HUF million)
\

1992 1993 1994 1995 1996 1997

Operating expenditures at 1996 prices 1231 1747 205,8 382,9 305,5 328.4
Total expenditures at 1996 prices 176,6 228,1 328,7 933,2 917,2 967,0

Op. exp./Total exp. 69,7% 76,6% 62,6% 41,0% 33,3% 34,0%

Békahaza, structure of operating expenditures (HUF million)

| 1992 1993 1994 1995 7996 1997

Operating revenues -~ at «:current prices 162,6 175,2 209,0 284.6 2894 309,0

Operating revenues ' at 1996 prices 377,4 331,8 333,2 352,3 289,4 2496
at 1996 prices S

Shared revenues | 65,9 50,4 68,7 77,8 89,2 107.,0
Normatives | 79,0 105,3 108,0 131,4. 126,4 125,8
Social Security transfers 10,7 10,8 15,7 15,4 8,9 8,5
Central funds total 155,7 166,5 192,4 224,7 224,5 241,3

percentage 41,3% 50,2% 57,8% 63,8% 77,6% 96,7%

Local taxes 0.1 2,9 5,1 13,9 27,4 34,6
Duties etc. ' 6,9 5,8 10,4 46,0 37,5 33,1
Local resources total 6,9 8,6 16,5 59,9 64,9 67,7
percentage 1,8% 2,6% 5,0% 17,0% 22,4% 27,1%

=3 Véroskutatas Kit. PENZUGYI MUTATOK | 2. oldal
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Total revenues of Békahaza in 1992-97

in HUF miillion
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1992 1993 1994 1995 1996
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DEFINITION

» Whatis a work plan?

» Who does what?

—

 For what purpose?

e Whatis the result?



Ph

ELEMENTS OF THE WORK
PLAN

 Outputs / Goals

e Activities / Tasks

—

. Inputs / Work hours
 Checkpoints / Deadlines/

Responsible persons



CRITERIA OF THE WORK
PLAN

* Legal background
* Identifying participants

—

K Technical background



2 h

THE SPECIFIC WORK PLAN

* Identifying the topic/sector to be

‘worked on
 Whatis the program
. What are the sub-programs

* Knowing the features of the

community



THE SPECIFIC WORK PLAN

 Identify the indicators to be used

* The budget document: content,

—

format, structure



SOME PIECES OF GOOD
ADVICE

* You cannot do it by yourself

* Keep DEADLINES and make others
\: keep them

e There should be a coordinator

e Collecting data should be well

organized: questionnaires, forms
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SOME PIECES OF GOOD

ADVICE
e Data should be ACCURATE

. Respéct other opinions

* Revise the workplan in the process; it
Is designed to point out mistakes and

undesirable phenomena in time



EXERCISE ON SECTOR
INDICATORS

EDUCATION

Analysis of primary school financing

In the community under examination, the following indicators are different in four similar
institutions (primary schools):

Primary school Primary school Primary school in
Petofi on Calvin sq. Petritelep

1997 1998 1997 1998 1997 1998

A. Total of subsidies per

group of pupils 2248 2569 2594 2 847 2743 3097
of them: state 1 851 2126 1922 2222 1787 1991
municipal 397 443 671 625 956 1105
B. Number of pupils per
group 23,5 23,5 26 25 23 23
of them: regular 249 25
special for mentally | 9,5 )
handicapped
C. Number of staff per
group of pupils: 2,7 2,7 3,2 3,04 29 29
of them: regular 2,85 2,85
special 1,25 1
D. Number of other
employees per group of 0,9 0,9 1,2 1,15 0,91 0,91
upils

E. Number of employees
involved in the operation of
assets per group of pupils

0,47 0,47 0,6 0,58 0,75 0,75
F. Number of cafeteria
employees per group of
pupils 0,43 0,43 0,6 0,57 0,16 0,16

Exercise: What conclusions can you draw from these figures?
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EXERCISE ON SECTOR INDICATORS

COMMUNAL
GARBAGE REMOVAL IN CLEAN CITY

The municipality of Clean city plans to introduce a user fee for public cleanliness services. According

to the plan, the fee would cover total costs of the service, including overheads of the Public
Cleanliness Office. ‘

Annual total costs are:

Garbage collection HUF 800.000
Transportation and disposal HUF 500.000
Overheads of the Public Cleanliness Office HUF 200.000
Total HUF 1,500,000

The local government’s objective is that various users (with various types and volume of waste) pay
different fees.

The Office’s task: Set fees for various types of users as a share of total service costs based on
external and other costs. The main consideration should be that garbage removal costing HUF

1,500,000 should not continue to drain the budget but be borne by 29,500 users in a differentiated
way.

Your task is: to calculate the estimated annual fee for public cleanliness based on the worksheet
attached.

Some important factors to be considered in your analysis:

- in the service the greatest portion of costs are collection and transportation since the time and costs
of the job vary by location, density and volume of waste.

- overheads of the Public Cleanliness Office are not impacted by the type of the user.

When setting the fee, consider:

- Do you need other information to set fees properly?

- Do you regard it fair that fees should be differentiated and that full costs of garbage removal and
disposal be borne by the citizens?

- Do you see alternative revenues other than fees; do you think alternatives should be looked for?

GARBAGE REMOVAL WORKSHEET

S2
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(i Known data Multi-unit Family Commercial Industrial
block house user user

A. Number of users 4 20.000 5.000 4.000 units. 500 units.

B. Average amount of collection

time per user | minute| 1.5 minutes 0.5 minutes 1 minutes

C. Number of collections per 2 2 2 3

week \ -

D. Estimated amount of waste per

user per week 0.025 kg 0.025 kg 0.025 kg 1 kg

Indicators to be calculated

I. Amount of collection time per
user per week

0. Amount of collection time for
all users per week

OI. Per type of user share in all
collection time (%)

IV. Distribution of collection
costs

V. Collection costs per user

VI. Total weekly volume of waste

VII. Share in all waste (%)

VIII. Distribution of

IX. Per user transportation and
disposal costs

X. Even distribution of overheads
among users

XI. Estimated per user public
cleanliness fee
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EXERCISE

Two simple services in the social sector in a small town

General Data
Population:

1 33,023
33,048
32,931
32,752
Structure of the population:
Age 1994

0-17 7,814
18-59 18,847
over 60 6,362

January 1994

1% January 1995
15[

January 1996
1™ January 1997

1995
7,475
19,055
6,518

NURSERY SCHOOLS
Professional indicators

Nursery schools’ capacities (number of
children)

Number of children enrolled in nursery
schools

Number of days of service (by number of
children)

The number of serviced children calculated by

the actual number of days of service
The number of actual days of service
Number of groups of children
Number of teachers

Value indicators (HUF thousand)
Total expenditures

Per unit indicators

Number of children per group
Number of children per teacher
Expenses per child

1996
7,289
19,061
6,581

1995
100

69

16,251

12,952

21

18,646

8

3
339,000

1996
100

58

13,502

45

10,497

19

21,978

6

3
488,400

1997
7,059
19,100
6,539

1997
100

56

13,619

49

11,349

17

22,781

7

35
464,900



SOCIAL MEALS

Professional indicators j 1995 1996

Number of clients of social meals ’ 191 208

Number on waiting lists 20 35

Number of staff o 3 3

Number of vehicles 3 3

Value indicators o

Total expenditures 11,246 16,949
on food purchase 10,460 15,839
on operating vehicles 492 781

Fee revenues 3,973 6,314

Per unit indicators

Meals expenditures per client 55 76

Proportion of fee revenues to total

expenditures

Proportion of fee revenues to total meals 38 40

expenditures

1 Nursery schools

- What problems can you see from indicators?
- What is to be expected if nothing changes?

- Solutions (alternatives)

- What is the impact of various alternative solutions?

2. Social meals

- What problems can you see from indicators?
- What is to be expected if nothing changes?

- Solutions (alternatives)

- What is the impact of various alternative solutions?

1997
210
63

23,512
21,615
1,025

10,482



DIRECTIONS FOR SMALL GROUPS

|

!
This is a case study of a hypothetical community. You will have 60 minutes to work
on this exercise. During this time you will have the following tasks:

£
v

1. Break into small discussion groups as directed by the group leader

2. Read through the case study, the discussion questions, and review the two
pages of indicator trends. When everyone in your group has completed this,
the group should choose a recorder and begin discussing the questions. The
recorder will write down (on a flip chart) any conclusion the group reaches.

3. Try to spend no more than 15 minutes on any one question. The question
require “management” decisions - you will not have to make any
mathematical computations.

4. When the small group reconvene each group recorder will briefly present
the conclusions their group has reached.

5. All participants will then join the discussion.



CASE STUDY: EVALUATING FINANCIAL CONDITION

CITY 'OF Nagyhaza
Population : 15,000
Current Annual Budget HUF 100 million
No. Employees 127
Major Local Tax Source Property Tax
Major Subsidies Normative, targeted and addressed

Jézsef was recently hired as the City Administrator of Nagyhdza, USA. Jozsef
replaced the administrator who had been with the city only 18 months. Over the last
10 years no city administrator has worked for Nagyhaza more than 30 months. This
was generally due to the relatively non-competitive salary Nagyhaza has paid its City
Administrator. The result has been a lack of long range financial planning. However,
the City Council is committed to having a professional administrator and recently
raised the administrator’s salary to make it competitive with similar communities.

Nagyhéza is a suburban metropolitan community whose population has been growing
about 2-3% /year since 1970. While there is a small segment of low income families
on the south side of the town, Nagyhaza is predominantly middle and upper-middle
income families. There are well organized neighborhood groups in Nagyhdza which,
for the most part, have been supportive of the town leaders. Recently these groups
have been pressing for increased police protection and improved road maintenance.

Nagyhdza relies on the property tax as the major revenue base, with 35% of the
property taxes coming from commercial property and 65% from residential property.
The commercial tax base had grown fairly rapidly until the mid 70’s but has been
relatively stable since that time. An upcoming property revaluation (the first in 7
years) will likely shift more of the tax burden to the residential property owners. The
city owns large amounts of vacant land in town. Over the last few years city officials
have sold tracts of this land to developers. However, because of a slowdown in the
regional economy this land has not been developed.

Nagyhdza is a full-service community except for education and electricity which is
provided by the county. City employees unionized in 1995 and have won substantial
increases in salaries and benefits since that time. While they are not overpaid
compared to workers in adjacent towns, their benefits package is substantially better.
Their pension system is administered by the state.

The city is presently building a new sewer network and resurfacing 4 kilometers of
road as part of its Capital Improvements Program. In addition, a number of city
buildings are being renovated to make them more energy efficient. Nagyhéza is also
building a water treatment plant which was required in order to meet water quality
standards. Total debt service (interest and principal payable in the current year) is 13%
of operating revenues this year.



The city has been relatively prosperous over the last 10 years, maintaining an average
fund balance of HUF 500 million. However, the city had used HUF 80 million of their
fund balance to balance last years budget and HUF 18 million to balance the prior
budget. As this year comes to a close, Jozsef finds that the city will have to use
approximately HUF 70 million of their reserves (fund balance) because estimated
revenues are running less than projected. Both property tax revenues and fees for
building permits are lower than projected. Fund Balance at the end of the current year
is projected to be HUF 332 million.

Qne problem Jozsef has already identified is in the Fimance Department. Because of a
lack of established procedures, Nagyhdza is probably not collecting all taxes due to
the city. Furthermore, because of a lack of accurate historical data, the city has been
overestimating revenues for each of the last three years.

The City Administrator, Finance Director, and Department heads are now in the early
stages of planning next year’s budget. In order to rebuild the city reserves and to offset
the effect of inflation, Jozsef will recommend an increase in the property tax rate - the
first in six years. He will also recommend reductions in a number of services. Based
on his informal conversations with the city council, Jézsef feels that there will be a
good deal of resistance to his proposed tax increase and service reductions. However,
he also feels now is the time to get a better hold on the city’s finances. J6zsef has four
months before he presents his budget recommendations to the council. After the
budget year begins, he would like to begin some long range financial planning for the
community, and has assigned his assistant to work with him on this. Jozsef feels he
will need a good deal of information before he makes his budget and long range
financial planning recommendations. As a start, Janos, his assistant, and the Financial
Di-ector, have begun to compile the following financial information about Nagyhaza
(See City of Nagyhaza - Selected Indicators - pages 5,6 and 7)

SMALL GROUP DISCUSSION QUESTIONS

Assume that you are a Consultant hired by the City Administrator to advise the city on
financial matters.

1. In the space below list three indicators (from those graphed on pages 5 through 7)

which are of immediate concern to Nagyhdza. Give one reason that could explain
why each indicator may have moved in an unfavorable direction. Where possible,

use other indicators or information from the case study to support your reasoning.

Indicators of Immediate Concemn

Indicator Name Indicator Number Reason




2. In the space below identify three indicator trends (from those graphed on page 5
through 7) which should have their direction reversed over the long-term if
Nagyhdza is to achieve good financial health. Give one reason that could explain
why each indicator may have moved in an unfavorable direction. Where possible,

use other indicators or information from the case study to support your reasoning.

#
’

Indicators to be Addressed Over the Long Term

Indicator name Indicator Number Reason

1.

2.

3.

3.Jézsef feels that he needs additional information about Nagyhdza. However because
of time constraints, he can only develop three additional indicator trends. Which
indicators (or financial information) would you urge J6zsef to develop? Why? See
Chart A (attached) for a listing of all indicators.

Indicator name Indicator Number Reason

1.

2.

GCo
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Indicator indicator
Farmula Formuta
No. Title No. Titte
1. Revenuos Per Caoila , Net Cperanng 25, Mainienanse £Xon Expencitures lor Rezaw
Revanugs n Consiant Doliars and Maintenanca ot
Poeculation General Fixed Asse:s
Amount of Asaets
2. Restncted Revenues Restncted Qoerating Revenues
Net Cperaung Revenues 2a. Level of Capital Captal Qutiays
: Qutlay from Qoperaung Funcs
3. Intergovernmaental Intarqovarnmental Coerating Ravenues Net Operaung Expenciies
Ravenuas Gross Cperaung Revenuas
pe 9 v 27. Oepreciaton Deoreciation Exoenss
4, Elasuc Tax Revenues Elastic Cosrating Ravenues Cost of Deorec:asie
et Cperaing mevenues Fixed Assats
5% One-Tine Revenues One-Time Coerating Ravenuas 28. | Populauon Populaton
Neot Cgaraung Raevenues
. 29. Megian Age Median Age of Pepulabon
% Proparty Tax Property Tax Revenues R
Revenues n Constant Collars J0. Personal income Peé:onal Inczme
mn nstant Dcllass
M L ersan cc a3
7. Uncollected Property Uncollecied Prooerry Taxes Popuiavan
Taxes Nat Property Tax Levy 3 Povary M hoid P Puer
. q ouse ] r P 1
f:tvp Dy‘ Au 1° X overty ?* ' mnlf' i
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Expencitures for "
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hange 1 Prcoarty Vaive
9. Revenue Shortfalls Ravenuo Sharifalis’ Consiant Ueslar Frec
Net Opsraung Revenues Vaiue Pnor Year
105 Excenditures Per Nat Creratng 33. Residental Market Va'uve
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o
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26 PROGRAM ANALYSIS FOR SEAIL AND 1 AL GOVERNMEN s

® The duta needed 1o miake comprehensive analyses—jor example, in-
formation on each facility's physical characteristics and condition—ue up-
available in most operating agencies.

® The analytical tools for using such data to undertake analyses of options
have substantial weaknesses, in part because the agencies have hud linle
experience with such twols and thys have not adupted them 1o their necds,

® Those parts of the analysis that require projections of the Tuture hyve
innate weaknesses, as do any attempts to forecast the luture (including stock-
market projections or projections of the economy for even several months,
let alone one or moye years, into the future).

® Operating agency personnel, particularly at the op level, ure unge-
customed 1o such analysis and do not pereeive its use and utiliny

® Higher-level officials, both chief executive officers and other elected
officials, have not insisted on the information for which the analyses are
needed and are inexperienced in how the information obtained might be used,
for example, 10 gain public support for proposals.

¢ Even when such analyses are undertuken and are subscquently truns-
mitted for central review, the informiation may not he presented clealy and
concisely so that central review ofticials can understund (e matetial and s
implications,

Some of these problems are inherent obstacles, Many, however, can be
reduced, even if only gradually. For example, data on facility condition can
be obtained, the various analytical tools such as those discussed in this 1eport

cations between operating agencies, central review personnel, and elected
officials.

The remaining chapters scek o help public personnel reduce these
obstacles.

Chapter 3 .
Improving on Crystal Ball Gazing:
The Basic Elements of

Program Analysis

Thus lar we have emphiasized the roles and Lcnpnfn.xihihlﬁcx of (IL‘(‘I.\IUI:
mahers in carrying aut successiul program analyses. Even with ‘(hc .T.up!;‘lu‘
of decision makers, progiam analysis is still h:lughl_ with l'l{llkl:'ll't..?.h' :L
reiaining chapters are dcvulcd. w uid.ing the u.nuly.sl lm u\xv:lfllu'ulllu_: |.'It:“l:lh":
steps of program analysis. Exhibit 2 listed Iyp‘lcul Steps. ;u :; ;":L., o
are presented as a series of steps, ucl_uul analysis usnadly .lnv? \Iu .) ,1,|L.”: M
among, the steps, such as backinacking w relme on wedeling_the pu .

il itional che e additional evaluation catana
- specily additional client groups, ot o pose aly .

| ‘This chapter discusses the linst hive steps: llc'l‘llllllg the !)l()l:kln;\ld::;
tilying ubjectives, sclecting cvu!uuu.on crtenna, .~.pc_c|lymg ;Ifk::(.,y‘;ln,»,:,;, .|,
identitying alternatives. In consideting the suggestions .kIMI. ers ,".“”ﬁd
7. it may be helplul o reler w the thiee .cxaunplcs.nl .llh.l )\T.\ \l::ll)“.) e
in appendix A, and the checklist ul' technical conteria lor assesstng progn

. N
analyses in appendix C.

b Forwore detatls on vinous lcclunc:-lll |1m'.j\’lurcl\l ImL ]llllllg'l‘d\l’ll.“-'l:ldiflslll\\ :'L‘L';q":‘l\l \;‘.,,',:\
i 4 N wward 5 Ovade, cduors, e ok af Sy ! i
.f:;mlllll:-li';t»:I'n:u.'II.\:'r)H..‘;I: (lil'.unlmucmu: Majone and Edwand § ()luml.:, L;lllh,ll\. ! l|',,‘l,lll“\l,’\, ‘(“,;f/‘,:’,\/
(New York: Julin Wiley & Sons, 1980, Theadose H I‘m\l,cc. 1 ul:lh;xl ’|',lf|'|‘|:l’~'.|..LL\ " i{I..|._,..|
Research Methads iBalimore, Maavland. Usiversary !’.uk | |:‘\\\. IN :.‘ ' ‘"d‘ (‘.,",",:"“ !
Zechhauser, A Prmer teor Poliey Al (New York WV \m/‘“ lmuw,h “;”l, U
I\.I.uhu\\ B. Miles and A, Michacel Hubeiman, ('_hmhlullu' Data A \ml ety |»,,(;|,,,,‘|A

i Sige Publicatsons, 19849, Jolin J Clark, Thowas J Hindelany . sid Role AR !
:"‘:'4l:;;:.:l‘lh’i«lxrluln: thnglewand Clitts, New Jersey Prennce Hall, 1979, .unll Shhl::;m' -._L|l|..l. le
Iulhulqun for Project Apprasad under Uneertaony (Balinooe. Manband - pablishe
Waild Bank by the Johns Hophms Usineisity e 1900)
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28 PROGRAM ANALYSIS FOR STA1E AND LOC' " GOVERNMEN IS
Defining the Problem and Lis Scope

Program analysis starts with an issue or problem. The following exuamples
from appendix A itlustrate the nature of problems us they were initially posed:

I. Nashville mayor's office: Do we need to build three new cottages at
our Children's Home as proposed?

2. Fort Worth City Council: FParade Mugazine says that Indianapolis
Lats thear police ollicers drive their patrol cars while ofl duty, and as a result
the crirae rate has dropped substantially. Should we do the sanie?

, 3. Dude County manager: What drug treatment program should the county
encovre ge and support?

An analyst should, of course, respond to a problem or issue as it is
iritially perceived by government officials. But beyond that, analysts should
altempt o identify the **real’® problem which may underlie a given issue. As
initially posed, 2 problem may be stated vaguely, incompletely, or perhaps
misleadingly. Analysts will neglect part of their job il they indiscriminately
accept the characterization of a problem as it is first presented. But problems
and issues should not be redefined or reformulated merely 1o suit the analys
or to fit his analytic tools. Significant changes in problem statements should
he worked out with, or reviewed by, responsible ufficials before the study 18
weil under way,

One of the first problems that an analyst will normally face is determining
the scope of an analysis. Should it focus on very narrow aspects ol a problem
or should it encompass numerous and broad dimensions? The analysis ol the
Fort Worih tuke-home police car plan, for example, focused on a very narrow
issue. It considered only the existing use of police cars in Fort Worth and
the variations of the basic take-home plan used in Indianapolis. The analysts
might have explored other possible ways 1o reduce crimes, such as pioviding
additional police officers or improving strect lighting. The analysis could also
have included additional options such as one-officer versus two-olficer patiol
cars or uniformed versus nonuniformed patrol officers. It could have been
expanded to include the role of courts and prisons in deterring and appre-
hending criminals. The scope could have been further widened 1o consider
the role of education, employment, and welfare in preventing crime in the
first place. In fact, the scope was defined narrowly because of the specitic
interests of the city manager and council at the time.

The scope will be determined by such factors as the resouces and time
available, the amount of information that is availuble o1 that can be des cloped
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m time, and the mterests wnd needs ol the povernmem Bu \.’\'\.'I'I within these
limitations an analyst will usually huve some Hexibiliy sn detining the scope.
In practice, there s i common teadeney o detine a problem too narrowly.
For example, an analysis of an ecmergency ambulince service was cncized
for concentiating eacessively on the tesponse e ol the ambulances. 46 bad
little to siy enther about provisions tor medical care alier amnval at the seene
ot hospital or about the iclation ol tesponse hine 1o health

Conversely, an analysis may delme an ssue too broadly by atiemping
to answer all possible questions with one study that 15 so I:u!_-c and 0 dl”lL‘.Illl
that it cannot be completed within the time and tunding, uv;,nIuMc. Ihe choice
ol scope should be based in part on o preliminary analysis of o problem to
help assess where analdysts' e and etlort \V\)l‘l|(| probabily provide the Langest
payoll. An issue paper of the type described in c|.|:||)lur 2and appendin B3 as
one way to do this. Such preliminary analysis is seldom undertahen, bat
usually has a high payoli. - .

The initiad scope of i study may be altered during l!lc course of analysis,
especially it impottant new insights about a 'pmhlcm anise, For exumple, the
drug abuse ticatment analysis summatized in appendin A-3 was broadened
Juiing the actuad stady to anclude the county ol when it became appatemt
that the jasl was g magor potential souree of chients Tor tetment. As a general
practice, the approxmate scope ol analysis should be debned ot an carly
stage by the analysts and then reviewed by appropoite olhicials belore a grea
deal of elfont is expended.

One tool sometimes uselul lor gaming perspective on the scope of an
issue 15 diagramming” the service delivery system under study. “His tech-
nique can help indicate how the clements ol asystem relate to each other and
puide the selectuon of Lactors that shauld be constdered mthe analysis Lalibi 8
is an illustizion ol one form ot diagrim This extubie shows vanous levels
ol a health tcatment system. Each block epresents a sepment ol the wotal
population served by the system. 1 data e obtwmed on the numiber ol dases
falling into cach block, the informanon could help idently those elenents
that ae deficient and thus have pronty for examnation ina program analysis

Identitying Program Objectives, Evaluation Critecia, and Cliemt
Groups

Three essential steps in program analysis are wenulymg relevant program
objectives, citetia by winch to evaluate the cllccln'c'ncss of alternatives
(measures ol eflectiveness'), and the population o client groups l|l‘l? will
be alfected by the altematives, These steps are closely tclated and will be
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discussed together. ln practice, they v aned prabiddily should be ondertabes

jointly.
Whenever possible, ofticials who request @ progiam analysis should
geview the objectives, measuses, amd clicnt groups selected by the anadysts

5 before data gatheumy begins. This will help ensme that the voverage o the
(:E L E £ = E = i‘gé unnly'.\.ir. iy uppmlnia'\lc.. . ' .
é 8 g §8 g i EEL Fhe terms “objectives’ and “goals’ reter o the puipimes of i govenn-
‘:‘é §E‘ - E 2 g8 E gg %f' ment service. An objective o goal can be a desnable restlt that should be
< ©a 5 a a %5 g;é% maximized, or an undesiable etfeet that should be miinimized. Sote witers
1 H 1382 distinguish between gouls and objectives, but we mahe no such distinetron
© , — P — —~ % 5 Effé in this volume.
E ] : o | b g s §g Evaluation ctiteria, or measures ol etfectiveness, ane cnilel ja that indscate
> | | o ,| | E E;E?: the eatent to which the program is achicving its objectives
UZJ ' | E'g ' i - I | & L5'§E Chent groaps e population groups it i progiam s mtentiotadly
o Tk l 5B { E‘ gggg; rcclcx! towird, or groups that lll-c program umntentionally aiects. '
s 11* g | — |3 ﬁ | ' 53¢ M _ Somie suggestions for carrying out.these thice steps of program analysis
2 | | 5 & E-s l z géggi% tollow:
= npl Y| E s —_ »
= E -—J 1”4 l £ ?5:‘55: 1. Identify objectives and evalwation criteria that wre people-uriented.,
é E I \ l | : ?azifs Objectives and the evaluation criterta assocttted with them should getleat
O 3 | | 3. | | & ;}Eg.:, k& potential impacts on the progran’s chients, wsaally some portton ol citizens
‘S‘ =11 | 1L | 3 [ L i §: & i_g in the commumty. Evaluation critetia should help adidiess the question, “Hlow
E | | 230 3 E § é'i:%?‘: well is the service doing what it should do for the ciizens whu use ot ate
8 3 ! | I 8 I E é!"é;; atfected by it?"" Exlubit 9 lists sowme chatictenistios of services that such
rd é l ¥ 3811 B l | 2 5355 gg criteria shuuld addiess.”
) ? | E S 1 § 3 | E Eégg £ Ojectives und cvaluation criteria should cover the public conditions that
E v : A Ee | 2 g | ; §§ H §§ a progran is designed W naintam, aghieve o change. for eaample, viiteria
=) !; ] I "é | TS =1 |3 §§§§:'5 should measuie lm.\v' \-\cll W pmgrann.nu'xh. the vbjectives of incicasig the
B lg | | §_ lu g 33 I t z‘g ke H health and .\i\l‘Cly of citizens, or the cleantiness of the sticets, o the salistaction
- i:: | | z S = ' i iggf i5 of citizens with the yuahity and vanety ol iccicabonal uppotumnes.
i | } l 3‘- $ EE?EZ?‘, Unfortunately, there 1s a widespread tendency o coneentrate cither on
<Zx: EE | | | = ' § it f workload measures, such as tons of gashage coltected, numbet o cases -
] l i | 3 I é'::':‘i i! died, or number of persons processed at mtahes; or on nmediately availubic
® : | ] FRIRE 3%5522 phiysical mcasures, such as number ol acies ol playgiound or suniber ol
8 1 | | el | B E‘gf é;é—: hospital beds. Winle these nieasutes inay e uselul Tor indicnmg some aspects
= $ ‘:'5'!:‘%_" of program perlonmance. (hey provide hitle intormation about the ealent to
- §d3zs which citizens and the commanty are seived elleanely
30A mmnber ot candidate eafuaon g o bt bl state and local govaimment
servives die preenitud e Bust (S Gaetg ab ety Maty ct st (1977 Ml and
Mullar (9B, and Schamblatt (8274
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2. Eaplicily consider potentiad ““unmtended’” consequenc es uf pro-
grams— particulurly negative effects. For example:

® Major new road building programs may resultin displacement of large
numbers.of citizens, noise and air pollution, and disruption of the
community,

e Urban renewal or housing code enforcement programs may reduce the
amount of low-income housing availuable in a community.,

e Increased arrest activitics by public safety ofticials could, without
proper safeguards, cause undue citizen harrassment.

) N‘cw solid waste disposal technology may cause objectionable amounts
of air or noise pollution,

The key point here—one that is often neglected—is that an explicit objective
should be to control 4 program’s negative consequences, Objectives are usu-
ally expressed as the beneficial effects that are intended but most programs

Exhibit 9.  CHARACTERISTICS TIIAT LEVALUATION
CRITERIA SUHOULD ADDRESS

I. To what degree does the service meet its intended puiposes,
such as improving health, reducing crime, or increasing employment?

2. To what degree does the program have unintended udverse or
beneficial impacts? For example, does a new industry increase water
and air poltution or cause inconvenience (o cilizens?

3. Is the quantity of the service provided sullicient to nicet the
needs and desires of citizens? What pereent of the eligible “needy’
population is actually served?

4. How fast does the progran respond to requests for service?

5. Do government employees treat citizens who use the service
with courtesy and dignity?

6. How accessible is the service to uscrs?

7. Do citizens who use thy: service, or who might use the service,
view it as satisfactory?

8. How much does the program cost?

o e [ 4 ¢
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also have negative consequences, Lach program aliciative should be ex-
amined to assess possible side-clfects, both beneticial and hanmtul lxplicit
consideration of negitive consequences will help put the overall worth of o
program o proper perspective and help governments desivn progians that
reduce negative conseyuences. ,
Y. Consder move than one obyecuve and evalnation: cenion Most
programs have several purposes, some ol which may be mterdependent or
even conthcting. A single objective will ruely desenibe adequately the etects
ol the program, nor will a sigle evaluation cotenon lully measte its impacl.
Some of the many aspects ol a progeam that may need 0 be covered by
evaluation criteria were listed i exduint 9. Exlubits 10 and $1 illustiate eyval-
uation criteria ftom two program analyses sununatzed e appendin A

4. Do not reject evaluanon criteria becanse of apparent difficulnes in
meastring them. Evaluation criteria should be sdentilied without witial con-
cemn for how or whether they can be measwied. ‘Hhere we penctally ways 1o
patially measure even qualitative, subjective eriteri, for example, by est-
mates based on ratings by experts ot on systematic swveys ol Tormer lients,
In any case, analysts should identity evaluation critena even where they can
provide no intoraation on them. "This will help ensuie that deciston makers
using an analysis will be awire ol importam onssions and will temember
to consider those aspects that aie televant but not mcasared,

5. Too many objecuves or crteria are better than too few. 1Uis probably
better to err initially on the side of including 1o many objectives or evaluation
ctiteria for consideration than to elimmate some that might be important wlien
examined mote closely. Neither public oltictals nor program analysts should
be gquich o elimmate w potential evaluation crenon on the basis of then own
persunal opimon. Criteri that become wickevant or ssigmibicant duning the
course ol an anadysis can be discarded, but s often dibhicudt o intioduce
new ones midway i the process without tepeatimg data collection clorts

0. Specily client groupy onwluch the analysis shoudd attempt 1o estinae
program ampacts - A progran usually atfects ditferent groups e dilfeient
ways and to ditferent degrees Ananalysis should wlennty these groups and
collect inlormiation on how the program will atfeet iem b crample,

3 Ehese e won presented as examples of perlect objeaives ar ealuatim e but only
us feasonable ones that appeared o have been relevant asonably comprehensive, amd usclul
lor the aialyses i which they were apphicd
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Exhibit 10. ILLUSTRATION OF OBJECTIVES AND
EVALUATION CRITERIA: NASHVILLE
NEGLECTED AND DEPENDENT CHILDREN
PROGRAM ANALYSIS®

Objectives

A. Reduce the number of neglected and dependent (N-D) petitions filed and
the numbcr of children subjected (o the system by screening out those cases
in which a petition is not justified.

B. Keep the child in his or her home or in a family environment when pussible
until a thorough study can be conducted and the disposition of the case is
decided. Seck to avoid institutional placements.

o

Kceep the child in his or her home or an appropriate environment when
longer-term care is required,

D. Place ull children in a stable environment to which they can adjust, where
they will not become neglected agam, and whese they will not become
delinguent.

E. Operate the system efficiently so as o minimize the costs of achicving all
of the preceding objectives, or o achicve these objectives for the latgest
number of children when resources we constrained.

Measurement Criteria

Objective A

l. Number of N-D petitions filed.
2. Number of different children named on N-I petitions.

3. Number of cases screencd whete a petition was not filed,

Objective B

1. Number and percent of children kept in their own home until Juvenic Court
hearing, after which they remam in their home.

oL

Basic Eleme of Program Analvais

Exhibit 10, (continucd)

2 wer and pereent of diddien avording instutionalization because ol
. Number and L
cicipeny waiclahes,
3 Number and percent ot childien avording osttntonahization because al
placement in eneigency oster hotses
4. Nuwmnber and pacent o chitldion avordiog sistitutionabization oasse of
hoeiiahers

Obyective C

1. Number and percent of disposttions by the unéinle Coint that wie consul

cred o be goad, quastionable or bad s detcimmned by protessional opauion
-

Objective D

Lo Number and pescent of chinkden whose adpustnest i placement s judged
0 be, satislactony . questionable; unsatistactony

(L5

Numiber amd porcent ol dinliien mosad liom one placement o another.
Ta—

Lo Number and percent of dinbdicn who dovadop deinguoncy iccands

Objectve &

I Total cost ol systenn.

2. Cost per child tor cach type of tcatment

Souce Adupted Tom Marvn 1 8w and Tows 11 8l Oprons for ngpaanany
the Care of Nogleaiod amd {3 pendear Chddron W ashineton D6 The Uihan
listitute, Mach 1971

i Secappamdon A-E b asumimary oF the prograns anabysis o which those wore

cansiduered

average crime Gite or unemploymient rate for ajurisdiction miashs dilesences
g subgroups ol a populaton, The follow g pomts shiould be considered

o Each proguan will be dinecied wowaid some groups tat we miremded
beneticunies (chents) ol the saivice,
o The program may live same mpact on other groups that we o

i intended beneticianies but e nonetheless atfected benehicnadty or det
i timentally by the program

BEST AVAILABLE COPY
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Exhibit 11. ILLUSTRATION OF OBJECTIVES AND
EVALUATION CRITERIA: FORT WORTH
TAKE-HOME PATROL CAR PROGRAM

ANALYSIS

Objectives

To reduce the amcunt of crime, particularly street crime; to prevent
automobile accidents and personal injuries and deaths resulting hom
them; w improve citizen feelings of seeurity; 1o improve the pubhic
J  tmage of the police; to improve police morale: and o operate the plan
¥ as efficiently as possible to minimize the cost of achicving the precedmg
objectives.

Measurement Criteria

1. Number and rate of crimes of various types—especiilly those

¢ polentiaily deterrable by, the presence of o police car in the

vicinity, such as auto theft, robberics, and street aceidents.

Crime clearance rates. .

3. Number of traffic accidents, injurics, and fatalities.

4. Index of citizen feeling of security, such ay percent of citizens
feeling safe walking in the streets at night.

' 5. Index of police-community relations, such as citizen ratings ol
police responsiveness, fairess, and courtesy.

6. Index of pulice morale, based on survey.

7. 'Program cosls,

(%)

Source: Adapted trom Donald M. Fish, The Indiunapohs Pulice Fleer Plan
(Washington, D.C.: The Utban lustitute, Outober 19705

a 'See appendix A-2 tor a summary of the progran analysts i wihicl these were
considered,

* The citizens of a community or state considered as a whale olien
comprise a category that should be explicitly identified.

® In some cases, fuiure clients (such as those who will become chigible,
who will move into the city or state, or perhaps be born there) nay
be important groups to consider explicitly if their interests are hikely
to be affected by the program,

BEST A
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o Lven intetnal adpinistiative support actuvities (sucdi as bullding main-
tenance, data processing, velicle niintenance, and personnel) have
clicnts whose needs should be considered. The clients o these support
activities ate government persannel served by those activities.

A Tist of typical charactenistics tor classilying client groups s presented
i exhibit 12, Each program s Iikely to be ditected towind some umigae Chent
group or groups, Examples o groups that e likely 1o be alfected by spe-
cialized progrims e presented in exhibit 13,

Analysts shonhd tiy to estimate the impact o) o program on dilletent
clicnt roups acceoding 10 cach ol the evaluation cotera at least those
cuter loi which the nopact seems likely 1o ditfer ssgmbicantly amone chient
gloups, h

1. Always inclide dollar coses as one crierien” Progran costs should
be estimated tor cach alternative. Lsumaiimg cost is discussed s chapter 4

Sourees for Ldentifying Releyant Objectives, Criteria, and Client
Groups —

ICis rare 1o tind progran objectives, entersa, and chient proups neatly
described and packagad. A varicty ol sources may provide important ues
to tweni:

o Legishiive statements, such as ardinanees, aws o1 sesolutions some-
times discuss objectives, These we moic bhely (o be avalable 1or state and
tederally originated programs than lor Tocil ones

e Statements nrwde by legnslintars, citizen groups, on individual atzens
at pubhic hewings discussig the progran gy mdicate objectives These may
have been reported in press accoms

o Propran pasonucth will often be aware of many wteoded on unimtended
impicts that need o be considered as well as of population groups that ae
likely to be atfected.

o Government eseatlives sometines express pragram objectives amd
intended benelicnies in stateiments 1o the legnlature, the press, and the
public, and ininternal execuhve communications

s Concerns expressad by clients of the service, pethaps obtuned by an
examination of government complant eeonds o by interviews, may sdentily
seivice quidities ol impottance 1o them

VAILABLE COPY
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Basie Elements of Program Analysi ly

Exhibit 12.  TYPICAL CLIENT GROUP CLASSIFICATION
CHARACTERISTICS

—

Residence location—clients grouped by neighborboud, ser-
vice area, precinct, etc., for local governments or by county,
region, planning district, elc., for states,®

. Sex

Age proups, such as youth und the eldaily

Fumily income

. Racial and cthnic groups

O\LA_J-‘-DJM

Problem or handicap groups—for example, individuals with
alcohol problems or physical disabilities

~3

. Education level

Homeownership and type of dwelling

=

Employment status
10. Faniily size

11, Usage of padicular lacilities—for distinguishing among citi-
zens with varying degrees of use ol the service (including
nonusers).

a. In addition o retlecting residential location directly, this citiegary may be o
reasunable proxy tur ullier socioeconumic choractenstics

o Program evaluations and analyses conducted by other governments
(including the federal government), academic or research institutions, and
prolessional associations, will have identified objectives, criteria, and lient
groups.

Exhibit 14 contains a set of questions that might be asked by program
analysts to help identify objectives, evaluation criteria, amd appropriate pro-
gram clients.

Exlubit 13, ILLUSTRATION OF CLHIEND GROUP
CHARACTERISTICS OF SPLCIAL IZED
SERVICE PROGRANS
Chent Groups Likely To Be of Specntl Relevance to

Iype of Serviee Program Analysis

Reacation Badivsduals ancditlerent noghborhoods or wcgwons

Sexmades and feonles olten bave ditferet
recication mterests

Ape - the very youg and elderly have speaial necds
tndiy jdials wath handicaps
Indavicduals without aceess o an amtomobile
Low-ncoe Lanilies -
Uhsers of speaitic types ob acaeation (e g | poll.

tennis, o lukimge ~
Drup abuse Todsviduads wath didterent lenpths and types of
teatoemt adkhiction

Ditlerent age, sex. meome chass, o tackd groups

Fanihes of addicts or potential wddices

Crozans as i whole, paticularly as potentid victms
ul diag rclned one

ranspen tidion Tadin whuals o difterent neighboioods ar tegions

Idhviduals without access toan aatomobtle (e oy,
the very young, the cldobyC bousewives fent
wathout v automabiic, or those who cannot altod
ar du not want o adove)

Lihividuals witle physical bandicaps

Low come Lomlies

Tudividuals with winsual workang hows

Solud waste tncdivsduads i aditterent oophibothoods
wollection Eldesty and phy sically Tandicappod usdnoadual v who
iy egiiie special collecton saaces
Surele vy mudnple housig ann cistoniers
Rostdential vs. commercial costotiers
Rutal vs uthan customenrs

Sclecting the Final Set of Efectiveness Measures

Analysts who dotlow the previously discussed steps will probably develop
an extensive list ol measures ol ellectiveness. The complete Ist may have to
be mnrowed o a relevant and manageable namber so tiat dats collection s
notoverswhelming, Some citeni fon selecting a linal set e shown e eslhibie 135
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Exhibit 14. QUESTIONS TO HELP IDENTIFY
OBIJECTIVES, EVALUATION CRITERIA,
AND CLIENT GROUPS

I. What are the purposcs of the program? Why was it (or should
it be) adopted?

2. What is to be changed by the program, in both the immediate
future and the long run? How would the program manager know if the
program wus working or not working? What would be accepted as
evidence of success?

3. Who are the targets of the program? Is the community as a
whole likely to be affected cither directly or inducctly? Wha clse nnight
be affected by the progiam?

4. What are possible side effects, both immediate and long-run?
3. What would be the likely consequences if the new program
were introduced or if an existing program were discontinued? What

would be the reaction of citizens in the community? Who would com-
plain? Why would they complain? Who would be glad? Why!

Search for Alternatives

Central to every useful program analysis is the development ol an ap-

propriate set of alternatives that might achieve the program objectives. The
following sources often help identily program alternatives:

1. If the analysis has been initiated by specific proposals by government

officials, these officials may also identify alternatives they wish considered.

2. Program personnel often have specific ideas on alteinatives as well

as a thorough knowledge of what agencics in other governments are tiymng.

3. Individuals and groups outside the goverument, including citizens,

community organizations, public interest associations, and the news media

wil

| often make proposals.

4. Approaches of other governments to the same problem should be

explored. ldeas being tried by others can often be identiticd through profes-

Exhibit 15, CRITERIA FFOR SELECTING FINAL
SET OF MEASURLS
hupontan e

Doey the measure provide uselul and important ntornsanon on the program
that justities the difticalties i collecting, analyzmmg or presenting the data?

Valuhiy
Duoes the meisuie addiess the aspect of concern? Can changes m the value
of the measure be clearly interpreted as desirable or undessiable? 1y there o

sound, ogacal Basis tar behieving that dhe program ca ave an impact on the
measure!

Uhigquienesy

Daes the infonmation provided by the measure duphicate or overlap with
intortmation provided by anothier measure?

Necurany ~—
Are hkely data sources sulticeently ichable or are there brases, eaagpes

ations, onissions, of ¢nors hat are bkely (o make the measure inaccurate oi
misleadmg?

Funeliess

Can dJata be cotlected and anals zed m tune Jor the dectsion’?

Provacy and Confedennialin

Aie there concerns tar prvacy or confidentiality that would prevent analysts
tront ubtatming the required mtonnation?

Conts of Datar Collecion

Can the tesoce ot cost reguisements foe data collecton be nier!

Completeness

. }
Dues the Tinal set ol measuies cover the magor comeerns
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sional meetings, journals, government prolessidnal interest groups, and word
of mouth.

3. lef(.l'elll sizes of the sume alternative, such as expansions or con-
tractions of an cxisting program, often need to'be considered.

Combinations ol individual alternatives may be delined as new al-
ternatives.,

L. During the analysis, new variations or an ideas may be suggested
to d"LVld(L the apparent weaknesses of basic ' alternatives that we found,
Modifications in an alternative may be made o hedge against these weak-
nesses. For example, if construction of a new uulny seems risky, an alter-
native might be renting facilities until key uncertaintics have been teduced
or climinated. Or, a program may be adopted on a trial basis; the decision
on’ whether to adopt the full-scale program can: be made whea better infor-
mation is obtained,

8. It might be uscful to hold “bruinslormihg" sessions wheie analysis
and agency personnel and perhaps others try to generate ideas. The purpose
af such sessions would be to encourage umunmvc innovative, even radicaily
new options.

An old story, and one we caunot vouch I‘m?', concerns a lish processing
planc. It brought in live fish and kept them that way until needed. To reduce
costs it wanted to reduce storage space but found that when the fish were
pu(‘kcd tightly, they became inactive and lood flavor suffered. Many shapes
and sizes of tanks were tried to pet active movement ol the fish without
fequiring large amounts of storage capacity. The alternative finally hit upon
wis to put a small sand shark in the tank. It worked wonders. 1Chept the Tish
quite active in a small arca with oaly a small Iuss in [ish.

9. Pilot tests of a new approach, rather than full-scale implementation,
may be appropriate in some situations. This option is desirable when uncer -
taintics about the workability and performance ol a new approach are major,
and when such a trial is feasible. Generally pilots are scaled-down versions
of an approach. For example, the new approach might be introduced tor a
trial year in one part of the community, while bsing the existing approach
elsewhere.

10. Hard, knowledgeable, and caretul thinking about a problem is olten

a neglected somce of worthwhile aliernatives.

For any given set of objectives a large nuiber of conceivable aliernatives
(or variations) can be proposed. As a practical matter, 1t 1s necessary to restit

BEST AVAILAB

Basic Elements of Program Analyan 41
the number of alternatives to be analyzed. ' Most analyses consider no moie
than live or six alternatives. An analyst will have 1o make some carly judg-
ments, perhaps supported with prefiminary, intonmal analysis and paidance
from decision nwhers, o aeduce a e st o aeasonable siee

Sometinies the program finally sclected by goveriment ofhcnlds tor nn-
plementation will por be womong e alteinaves eaphiatly exanuned in the
analysis but a vasiation of one or mote o them. This may be icesult ol
political compromise, or because the analysis isell suggests that a new vii-
Jation be generated, o it may occur because the mttial alleinatives e no
longer appropriate.

A caunon: Decision mahers sometimes have preconeeived wdeas abuout
which alternative 1s preterable. Other alteanatives nght then be ottered tha
are merely sops' o analysis - - uapractical alieimatives or minon variatons
ol the preferred one. For meamnglul anatysis, howéver, only ihicinatives thal
are valid options, that actually addiess the probleni under study and 1epresent
a runge ol possible actions, should be included.

The degree to which asetof alicinatives mcludes depantures from existing
programs will signiticantly attect the tash of estimating the aliernatives’ costs
and cltectiveness. To provide a prelminary basis for discussing the problems
of, and approaches to, naking estiniates o costs amd clectineness. we i

tepanize alternatives into five types: —

Type 1. Present program extended at same level o ctiort;

Type 2. Present program extended but at s diticient fevel of cttodt,
Type 3. Other vanations of the preseat pogram,

Type 4. New programs with waditional concepts; and

Type 5. New progions with new concepts

A program analysss could study aliernatves bom g number of these
categanies. An cmergency swnbubance stndy poposed four alicniatises of three

dilierent types:”

i, Maintain the status guo Clype 1),

2. Inerease the number of ambulances at the distict’s hospal (Fype 25

3, Redistribute the existing ambulances i the distiict; focate some am-

bulances at satellite parages (Fype 39, and

4. Inctease and redistnbute ambulances e combiaton of Types 2 and
hH.

4 A uswlud nlmnmun ol wavs o screen alicipatives 1s prosontod m Walker 1HU8D)
S See Bt ot al L L acns Micamg the bopact o Unban Policy Mavaly ses

LE COrY
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While there i> not always a clear distinction between these five lypes,
we will briefly examine each, especially in terms of the problem involved in
estimating costs and effectiveness.

Type 1. Present program extended at same level of ¢ffort. The aher-
native most commonly considered in analyses is the existing program con-
tinued into the future with no significant change. This provides a baseline
against ‘which other alternatives can then be compared.

In this case, estimating costs is usually straightforward, at least for the
near future. Many governments already project costs of current programs for
at least one year as part of budget preparation; some state governments with
biennial budgets make two-year projections. Where program cost projections
do not exist, it is usually possible to estimate them without great difliculty.
Still, quantitative estimates should be made of the effects of such Lactons as
future inflation, pay raises, changes in wotkloads or casclouds, and weplace-
ment of equipment or facilities that might alier costs.

While cost of an existing program tnay be easy 10 assess, estimating its
effectiveness is likely to be difficult. Few programs in state or local govern-
ment have been the subject of recent program evaluation that might serve ay
an adequate basis for future projections of effectiveness. But with existing
programs, at least crude assessments of past performance can olten provide
a basis for estimates of Tuture performunce. While estimates of tuture wotklowd
(caseload) or program demand are nceded, they can often be based on past
service experience.

Some external factors may change a program’s effectivencss in the future
and should be considered. For example, the closing of local industrial plants
may change the future effectiveness of existing employment programs. Even
the analysis of continuing an existing program is likely to involve more than
projecting current costs and effectiveness in a straight line on the basis of
past experience.,

For example, in the Fort Worth take-home police car analysis, the new
proposal was compared to the existing police car arrangement. Costs tor the
existing arrangement were projected six years into the future, a fuirly simple
task since there were no planned increases in the size of the force, number
of patrol officers, number of police curs, or time on patrol. But it was not
so easy o estimate what future effectiveness would be. As in most other
Jurisdictions, crime and automobile accidents were increasing; however, the
analysis simply assumed that these increases would continue at recent rates.”

6. See appendix A-2 anJ Fort Worth Researh and Budget Departmient, *“The Use ot Pulice
Patrol Cars by Olf-Duty Patulnen® (Fort Wanth, Texas, 1970).
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Type 2. Present progiam extended ar a different level of effori. An
option commonly examined is the continuation of the same program concept
but with a higher or lower level of resouces. Some examples would be
proposed increases in the number of motorized patiol umits, reductions i the
number ol institutional facilities, and increases e the number of recieation
facilities. Though suaightlonwad, such actions attect both program cost and
etectiveness,

Problems ol estimation related to continuing the existing program apply
cyualtly to this one. ‘There are also additional problems of estimating the casts
and cllects of revised program size. How much does 1t cost 1o add hilicen
more police officers, or heep playgrounds open two additonal houts per day,
or tain filty additional persons? Usually, these questions cannot be answered
reliably simply by using past aserage costs. Addional ssues must be ad-
diessed: Are mone fucilitics, cqumpment, or supervisory personnel abso needed,,
and of what type? With respect o futute needs tor~tacihities or cquipaent,
what unused capacity cunently exists, and how much money can be saved
by using this capacity? I program alternative calls for a cutbick, an aalyst
must be realistic and Face up to the perenniad stickiness - cutting back
resoutces— comsidering vested interests within and outside the government
that may clicctively resist cuthachs,

Similat problems exist in estimating effectiveness. An alt@mative which
calls tor another recrcational faality or a new e station will have an pact
on cllectiveness, bul probably at a diminishing rate compared 0 previous
additions. There may also be unevenness o ““nonhineunty ™ i changes m
eltectiveness. For example, adding a few police may have vitually no impact
on effectivencss, while diasuically increasing the numbet m an wea may tead
to a substantial impact. .

A radical version ol this type of gltemative is to eluninaie the progran.
On oceasion, a progeam ney have outhved s usehediess on be completely
inclicctive,

Type 3. Variations i present program procedures. Tlas type ol alter-
native involves a moditication in the design ol the existing program, not
simply a change in its level of uperations. For example, police might revise
thew preventive patiol procedures; employment agencies mght modity then
training progeams; or the samitation department might change trom back -door
to curbside pichup of garbage.

Costs and ctlectiveness tor this type of alternative will be more dithieuh
to estimate than for the previous types, but estimites can contimue 1o draw
on expericnces with the current program
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Type 4. New programs with traditional concepi.. Changes in carrent
practices eventually become so great it they o longer iepresent meie vai-
jations of an existing program.

For example, a county’s analysis of water recreational oppurtunities for
children of low-income families considered three alternatives: (1) build six
small community-size pools, (2) build three Olympic-size pools, und (3) bus
children to a local beach. Neither of the latter two alternatives had been
previously used by the government, but cuach was based on well-knowa cle-
ments. They could be considered aliernatives of this type.”

This type of alternative formulation is one relatively sale way for gov-
ernments to innovate. While the risks are larger than those of merely varying
an existing program, they are not likely to be major. Since the proposed basic
concepts often have already been tried somewhere, estimates of their costs
and effectiveness can be based, at least in part, on past expericnces of other
governments.

Type 5. New programs with new concepts. This is the least conmmon
type of alternative. It presents the greatest difficulties in estimating costs and
effects. The risks for a government prevent its frequent use, However, options
of this type may be the best way 10 make major progress over the long run,
either in reducing costs or.in increasing effectiveness. New drugs for treating
son.e forms of mental illness and radical new approaches o rehabihtating
inmates or aleoholics would fall into this category. New concepts e olien
tied to new technology, but they nced not be. A proposed change from delivery
of a service to contracting the service to a private firm probably also belongs
in this category.

The costs and effects of new programs with new concepts are particulurly
difficult o estimate, simply becavse they are **new’’ and thus Lurgely untested.
Whether a concept will really work at all may be unknowi. Most new concepts
tuke a long time  implement, refine, and test. By the time they ate pertected,
conditions may be quite different from those today. As will be poted in
chapters 4 and 5, techniques used to estimate the costs und clieets of new
concepts may be quite difterent from those used (o estimate more Tunuliar
program alternatives. The problems with new concepts are vividly pormiayed
by past attempts to introduce computer controfled traffic signals in severat
U.S. cities. Costs were greatly underestimated, and where the autonated

7. Sce Bust et al., “"Factors Altecting the Impact of Uthan Policy Analysis
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sipnals workea, it 1y not obvious that the intendid cHeets were achieved.

Sl pilot tests ol such altcinatives alten may be appropriate s o way o
obtain betier cost and electiveness inloriation helore commiting resourees

on full-seale prograns.

B Secllany I Hauy et ab | Pra tical Program Evaluanon po State and D ocal Gove nients
(Washigion, 1 €, The Uiban Iistiate, 1981
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Exhibit 2. BASIC STEPS IN A PROGRAM ANALYSIS:
MATERNAL AND INFANT CARE EXAMPLE

b Detne provlem "\ hat shauld he done 1o reduce o high intam mortshity rate —
rehative o the aanong werage —that 1v accumng g the wounty hospataj

2 Mennf o rdevant amecmes The primary ubjectuves are (o annmuze maternal
mortaliy and inrang morainy and abnomiahines

3 Selecr cvaluation  rgery The critena selected were Intant mont iy, naernal
mortality.antant abnormanines, and program costy

4 Specin chient grinny Ditfiegent client groups were mothers and children Client
sroups ypically nave ditierent needs and Are werved at ditterent levels o) eHectiveness,
!Although thiy study ard ne break down monaliy and aonormality estumates by major

demographic groups. this pretersbly should be done, ior instanve. age and ethmcty race
ot the mther )

3 Ldenni alternain os Meemative | exiends the curreng Prograny into the Tuture.
Miemative 2hyy prenatal care amphass, nctuding getting expectant mothersy inlo Cinies
carher, providing auininon en s, <S¢ AMtemainve 3 has o pninatal care emphass,

1The allematives evanined uund be pecitic potennally wperatonal provrams. Fur
example, Aliematse 2 Mt Ll tor the 1ormanon or 1 new chnie o certain wize and
hxcanton, plus & speciiic Wpe ot cumpaea 1o publicize it )

O Estimate covts of ey alternamve. In Exhubit 1. snoual costs could have heen
shown tor cach ot the next hree to e years. They might be presented as either the
TEf Averte annual Costor the wtai cost over the perd.

1 Determine efectvencss of each alternanve  As shown in Exhibit 1, none ot the
three sliernanves 1y better than the wthers tor ull the e aluaton cniteny This wilt happen
N MOSsE program analtvses, Deciyion makers must now make 4 Judgment using this and
wther intormation avalahle 0 them Showing the esnmuated cthectiveness of each alter-

flutive tor cach ot the next wevergl vears would be desirable since the ctfectiveness of
ditterent altematives nnught vary over tine.

8 Prevemt tindings Exubit | gy 2 tabular method ot displaying the estmated costs
and effectiveness ot altemanne Programs. Various graphic torms as well as text also may
be used (In this simpiitied example. the amount and nuture of the uncerainties in the
ctiectivencss and cost esumares are not indieated but should be presented.)

the time period to be considered in an analysis, and the handling of uncertainty
when estimating cost ang clfectveness, Chapter 8 discusses three major basic
applications for state and fogal Sovernment program analyses,

Appendix A presents summaries of three actual program analyses, point-
ing out some of the problems likely to be encountered in a “‘real world"
situation. Appendix B presents an outline for an **issue paper,’* suggested

in chapter 2 as a means 1o begin the analysis process. Appendix C presents
a checklist for assessing a program analysis.

R
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Chapter 2
Putting Program Analysis to Work:
Institutional Issues

Some of the most sophisticated and technically competent program .lnul-‘
yses are unused and unusable. The reasons are vurlcq: the main lmdmt::s ol
the analysts may have vanished i a lhxck.cx of technical jargon, thc. rc‘wmj
mended altenatves may be polincally infeasible, the report nn_lhc' .mfnl)?n
may have come two late; ar the burcaucracy that must use the findings may
be uninterested or resistant. [n briet, program analvsis can be elegant but
me'#:n;(n.void this danger, both the analyst and th public nt'.ﬁci_als who are
to use the results of the analysis must pay attention to mstitutional 1ysues
dealing with the ways in which studies are imitiated, nmnuged: reviewed, and
used. These issues range from the way topics are sclected for study to the

ranizati " the analytic staff,

Ofbdfl";:“‘::‘”":l::l wuhya fundamental issue: the role of lhe (zl'ﬁ(jiuls \\!\o
requ .« a program analysis and who will be primary users qt its lmdlngs..Tnc.
comments in this chapter apply primanly to executive officials, po(h chief
executives and department heads, but many should also be of interest to
legislative officials.

Role of the Executive and Staff in Program Analysis

High ranking and key officials are (hclpcoplc who make ficcisions. They
choose among policy and program ul(emauvgs .(hm consume scarce resources
both immediately and in the future. These decns:oq makers have a vital interest
in getting timely, relevant, and reliable information on the costs and copjc-
quences of major decisions. This is what program anal)fscs can hlclp provide.

Of course, these officials will not have time to get |nYolvcd in the details
of the analytic process. But they can take steps that contribute to the success

5
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ol program analysis. The steps are fisted in exhibit 3 and age discussed here.
Officials should: !

Lo Purticipate acin vy i the selection of program and policy issuey for
dtalois. There s o substitute for ihe perspective which a chief cXecutive
<t bring to the selection or program and policy issues. At g minmmum, the
execttive can usetully sereen lists of candidates for analysis to <liminate
studies of 1ssues a hich are considered to be trivial or peripheral, and 1o help
emure that policy guestions of Sredlest concern are considered,

2 Aswign responsibility for the analvsis to a unir of the oreanization
that can conduct ihe study objectively, {f a program analysis cannot be un-
dertaken with reasonable ubjectivity by the operating agency that will deliver
the service, responsibility should be placed in a central staff office or with a
multi-agency study tean.

3. Ensure thar participation and cooperanon are obtaimed from relevant
agenctes. Even when the analysis is asizned to a central unit, staft memnbers
ot agencies concerned  ith the 1ssue can contnbute significantly to the anal-
¥ais.and their participation should be obtained whenever possible. Further-
more. their participation can help avercome some of the ditticulties associated
with mplementing a puarticular alternative. The chief executive can assist an
Jnalysis by helping obtain the cooperation of these agencies,

4. Provide adequate staff 1o meet a umely reporting schedule. The effort
should be staffed with enough competent people who are allowed sutficient
fime so that the analysis can be completed and reviewed before 4 decision
has to be made. The chief executive should discourage the diversion of staff
who are undertaking analyses to day-to-day “firelighting. "

3. Insist that the objectives. evaluation criteria, client groups, and pro-
gram allernatives considered in the analvsis include those of prime unpor-
tance. The executive should review the study plan early to ensure that it
includes these major factors. (The selection of objectives, evaluation criteria,
client groups, and altematives is discussed in chapter 3.)

6. Have u work schedule prepared and periodically monuore.!. This
ensures that interim and final study findings are available i a timely way for
key decisions. A member of the executive’s staff should be assigned respon-
sibility for monitoring the éffort.

1. Review results, and if findings seem valid, see thar they are used,
This helps ensure the program analysis is taken seriously within the organi-
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Exhibit 3. ROLE OF CHIEF EXECUTIVE
IN PROGRAM ANALYSIS

I. Participate actively in the selection of program and policy issues
for amalysis. |

2. Assign responsibility for the analysis to a unit of the organi-
zation that c;n conduct the study objectively.

3. Ensure that participation and cooperation are obtained from
relevant agencies.,

4. Provide adequate staff to meet a timely reporting schedule.

3. Insist that the objecuves, evaluanon critera. client groups. and
program alternatives considered tn the analysis inciude thuse of pnme
imp:Jnunce.

6. Have a work schedule prepared and penodically monutored.

7. Review results and, if findings seem valid, see that they are

used.

. . ) - it
zation. It is wise to circulate analvsis results to interested agencies to perm
reviews and comments before rinal actions are 1aken.

Selecting Issues for Analysis

While analytical resources are inevitably scarce, program 1551.1cls u:’t:h[:)csr;
vasively abundant. The usual problem is not to find issues bull !;)) se ec[ those
; H >, o B2 1 > HIN ( y y svs e o
3 ant and that could be clanfied significan 3
that are most important and t y by systemane
i > an: All have to be done on policy pro
analysis. Some analyses will ! s whose
0 i S s cannot be sche
i { e of sudden events: these analyse tt ‘
importance emerges becaus on events: 2 bollng oo
in g waiting for issues lo reac
uled in advance. But gcncrally.‘ | 1es 1 18 point
before undertaking an analysis is likely to prohibit in-depth ';llntzjlydnis(.useml
governments and most medium and large local governments wnth m” uselul
to have regular, systematic processes to identify issues before they *‘c
" iate ones for analysis. '
a head’’ and to select appropria one: - .
An inexpensive tool for identifying and describing poten.tll):I (ltr)lzlf:afgrr
analysis is the **issue™ or **problem-definition’" paper. It describes 1
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features of a4 significant problem hkely to require government action in the
next several months and suggests altemative actions that the furemment
should consider—but stops short of the actual analysis. A supgested outline
for an 18sue paper is presented tn Appendix B,

The following seven criteria, summanized in exhibit 4. should help a
government select issues and programs for analvsis. Critera | through 3 relute
to the importance of an issue; criteria 4 through 7 relate to the feasibility of
analysis,

Importance of an Issue

L. Is there u decision 1o be made by the government? Cun the unalvyis
significantly ifluence the adoption of various alternatives ? In some instances,
key decision makers, Such as governors. mayors, city managers. agency
heads, legislators, o council members, may have clearly made up their nunds.
Sirmlarly, strong and controlling nterest groups may have already mobilized
betind ur publicly comnutted themselves o a single course of action. In ~uch
circumstances, the results of analysis will probably have litle influence on
the final action. However, if there is some suspicion that a course of action
has serious defects or major hidden costs and if no deciston has been made,
" chief executive may wish to proceed with analysis.

2. Does the issue involve lurge costs or major consequences for services?
Issues that volve large oudays of resources or hold substantial consequences
tor the future level, quality, or distribution of public services should receive
priority for analysis. Programs that are “analytically interesting"* hut unlikely
to have substantial impact on services or budgets are usually not worthw hile
topics for program analysis.

3. Is there subsiantial room for improving program performance? If a
program is of major importance but there is little room for improving it,
examining a program of less **importance"* but with more room for improve-
ment may have a higher payoff. Clues to the improvement needed could come
trom preliminary data indicaung the costs or service quality compared to those
of similar yurisdicuons. Sinularly, 1f many problems or complaints arise about
the service, improvement would appear (o be needed.

.

Feasibility of Analysis

4. Can the problem be handled by program analysis? Does it lend itself
to measurement? Can reasonable estimates of effectiveness be made?

WL T LS KRy g 6w
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Instunional Issues

Exhibit 4 CRITERIA FOR SELECTING ISSUES FOR
ANALYSIS

Imporunce of un Issue
5 ) .
1. Is there a decision to be made by the government? Can .:hc
analysis signiticantly influence the adoption of vanious altematives?
2. Does the 1ssue involve large costs or major consequences for
services!

; ; . - )
3. Iy there substantial room for improving program performance’.

Feasibuliry of Analvsis

4. Can the problem be handled by program analysis?

5. 1s there time for the analvsis to be done hetore key decisions
must be made?

6. Are personnel and funds available to do the analysis?

7. Do sufticient data exist to undertake the analysis, and can needed
data be gathered within the ime avnlable?

5. s there time for the analvsis 1o be done beforet kev flezjisivns must
be made? Program analyses completed and reported fljlt’l' officials cqmm;t
themselves to a course of action can be useless. Sl‘udl.ES should cc‘).ns'cu')us y
be scheduled to allow time for final results and hpdmgs to be LlrLulateq,
reviewed, and evaluated before a decision. It is possible 0 be too p'Cbblmfb(IC
about timing, however. A “*late’’ stu@y now may be an early one 1f the same
issue or a comparable one arises again.

6. Are personnel and funds available to f!o Ihe‘anal_vsis? There is hmﬁ
point in considering analyses that require technical skills that government szts
sonnel lack and that cannot be obtained at reasonable cos.ts. Ma.nly govcr:;mm](e
have personnel with most—if not all—necessary analym?l aslkfl s (:1 unS ucCh ke
a wide range of analyses. In those instances where a technical specialty
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features of a signiticant problem likely 1o require government action in the
next several months and suggests altermative actions that the government
should consider—but stops short of the actual analysis. A sugaested outline
for an issue paper 1 presented tn Appendix B.

The tollowing seven critena, summanzed in exhibit 4. should hetp a
government select issues and programs for analysts. Critena | through 3 relate
to the importance of an 1ssue; eriteria 4 through 7 relate to the teasibility of
analvsis,

Importance of an Issue

L Is there a decision o be made by the government? Can the analvsis
sigmficamdy influence the adoption of various alternatives? In some instances,
key decision makers. Such as BOVErnors. mayors. city managers. agency
heads. legislators, or counctl members, may have clearly made up their minds.
Similarly, strong and controlling interest groups may have already mobilized
behind or publicly comnutted themselves 1o a single course of action. In such
circumstances, the results of amatysis will probably have fittle influence on
the final acton. However, if there is some suspicion that a course of action
___ has serious defects or mayor hidden costs and if no decision has been made,
a chief executive may wish to proceed with analysis.

2. Does the issue involve large costs or mujor consequences for services?
Issues that involve large outlays of resources or hold substantial consequences
for the future level, quality, or distribution of public services should receive
priority for analysis. Pfograms that are “analytically interesting '™ but unlikely
to have substantial impact on services or budgets are usually not worthwhile
topics for program analysis.

3. Is there substantiul room for improving program performance? If a
program is of major importance but there is little room lor improving it,
examining a program of less “‘importance"" but with more room for improve-
ment may have a higher payoff. Clues to the improvement needed could come
from preliminary data indicating the costs or service quality compared to those
of simtlar jurisdictions. Similarly, if many problems or complaints arise about
the service, improvement would appear o be needed,

’

Feasibility of Analysis

4. Can the problem be handled by program analysis? Does it lend jtself
to measurement? Can reasonable estimates of effectiveness be made?
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Instisutional {ssues

CRITERIA FOR SELECTING ISSUES FOR
ANALYSIS

Exhibit 4.

{mpornce of an [ssue

1. Is there a decision to be made by the go.vcmmcn(‘.’ C"un .:he
analysis stgnificantly influence the adoption of various altenatives?

2. Does the issue involve large costs or major consequences for
services!

3. s there substantial room for improving program performance?

Feasthdire of Analvsis

4. Cun the problem be handled by program analysis?

5. Is there time for the analysis to be done before key decisions
must be made!

6. Are personnel and funds available to do the analysis?

7. Do sufficient data exist to undertake the analysis. and can needed
data be gathered within the time available?

5. Is there time for the unalvsis 10 be done before key ‘(lecjinon: must
be made? Program analyses completed and reported .u[ler olﬁmills cgmm;t
themselves to a course of action can be useless. St_udxf:s should L(iﬂSCl;:jUbdy
be scheduled to allow time for final results and lupdlngs 10 be '*"F‘f ated,
reviewed, and evaluated before a deciston. [t is possible to be too P'ei:"“?ﬂlc
about timing, however. A *'late’’ study now may be an early one if the same
issue or a comparable one arises again.

6. Are personnel and funds availuble to f!o lhe'amllysis? There is hnl:
point in considering analyses that require technical skills that govemment f_-:gs
sonnel lack and that cannot be obtained at reasonable costs. NLa.le tgovc:nr:;;nmmc
have personnel with most—if not all—necessary zmalyucz.d ;3 | s 'Zj 'u dertake
a wide range of analyses. In those instances where a technical specialty
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conducting :.:unplc suness iy required. outside assistance might be obtained from
comulung 1inns, univeraities, or research orgamizations.

7 Do satficient data eant 1o undertuke the analvses, and can needed
data e gathered wiiun the tme availuple? Most CXSHNE sovernment Jdata
records have been déstgned for administranne, linuncial.-.:;ld ather c()l)(;t)l
purposes Few have been designed tor measuring and presenting program
ctfectiveness. Even availuple cost Jdata are orten not mn a torm zjuhl;- ;'nr
PROBEIM cost analyses. Required data, 1f avatlable at all. mav have 1o be
.:\lr.lclcd wborwusly from Sxntng records or ubtained from new sourees
Before decrding whether 1o undentake an analswis, the data that are .lV:lllublt;
should be compared to what will be rcqunred:.u Judgment should be made s
o whether available daga gre adequate, or whether it will be two ditticult or
SXpensIve (0 generate new daga.

Mlustrative [ssues for Analysis

i ‘Exhibu 5 gives examples of issues that might be selected for analvsis,
cther A specitic Isue contaned i the hst 1s wonth analyzing dcpcndx In
part on the application of the seven criteria denntied above,

—

Staff Time Required and Number of Analyses

The amount of statr nme 4 study will require should be assessed in
advance, Many analvses can be done within three (o twelve person-months
but a complex studv may require vonsiderably more effor, possibly x(ramlr{é
d sovcrpgncn('s analy ical resources. The pme required tor data cm;llccuon is
ol(‘cn difficult 10 estimate. Where data are fragmentary, special collcctm;]
e?ftl(’)n‘s.may be necessary. Even with cxpencncc:J analys‘(s. the time for dat
:l::“;’:;;zn sometimes becomes excessive, at the expense of time for daa

Ho“f many studies might a government undertake in a given year? This
depends in large part on the resources available to do analysis and (;n the
number of **crash’ analyses arising. If a govermment relies primarily on one
or lwo.unalys(s in a central staff, one or two analyses a year may be the limi(b

-3
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tinished. The latter approach results in superticiahiny and discredits the use-
tulness oCanaly sis in both the short run and the long run. Realism i 4 necessary
antidote 0 the enthusiasm o those who iend 1o bite ot more analysis than
thev can chew

Locating Responsibilities for Program \nalysis

There does not appear to he a single best place 1o locate analy tical
dctivities in the 2overnment. Variations in the development. experience, and
operating style ot an orgamization make varving arangements appropriate.
Some hasic points, however, should be considered.

. The sole responsihilitv for anaivsis should not be put o he dands
of individual vperatng agencies. Agencies may be tempted to dive prinply
constderation only to alternatives or policy actions that are in their seit-mterest.
and which tend to continue their current ways of operation. Operating agencies
may overlook etfects and impacts heyond their scope of intereat ar respon-
sibulity. Single-agency analyses may detine problems too narrowly or empioy
restricted alternatives and criteria. For example, a pulice dgency nught not
give full consideration to the disposition of arrests: traifie control agencies
might neglect the air and noise polluton spillovers ot their programs: housing
authurines might be more interested in enlarging the stock of communty
housing than mamntaining what exists in a hveable condition. It is unhkely,
for instance, that a single operating agency would have had adequate per-
spective 1o undenake the analysis of drug abuse treatment programs descnibed
in appendix A-3.

A unmit outsule or above an operating program should direct, parucipate
in, or at least monitor analyses. In all states and in local jurisdictions with
more than about 100,000 population, at least 2 small central staff for program
analysis and the allied functions of evaluation, program planning, and research
is probably desirable. A central staff can itself conduct analyses with partie-
ipation from operating agencies and possibly outside consultants; stmulate,
monitor, and review agency-level studies; and provide such agency studies
with technical assistance. In smaller jurisdictions, where a full-time central
program analysis statf may not be feasible, these functions could be carmed
out part-time by one or two staff members in the chief executive's office or
budget office who do not have direct operating responsibilities.

Inaddition to a central staff, there are often analytic capabilities available
at the agency level in states and in larger jurisdictions. Some units, such as
police or health planning and research units, are often engaged in gathering
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Exhibit 5. ILLLSTRATIVE ISSUES FOR PROGRAM ANALYSIS

Law Enforcement

Lo What is the most etfective way of distributing limuted police forees—
by ume ot Jday . day o veeh. and geographical location !

3 s - N T

= What 1ypes ar police units (fout patrolmen. one- or two-man police
LJ}:’\. \pL‘L)IJI sk jorces, canine corps units, or athers) should be used and mn
“hat mix!

Y . T " 3 1
3. What types of equipment {considering both curmrent and new technol-
ogiesy should be used tor weaponry, for communications. and for transponiatton ?
4 'Hou <an the udwial provess be improved to provide more expeditious
NadiNL e . T N
MIVICE, ACep potentialy dangerous persons from running loose. and at the same
fime protect the fignes OfF e innoceat?
3. How van cainenal detennon institutions be improved to maximize the
probabihity ot rehapiitation, while remamng a deterrent to further crnme?
“

Fire Protection

I. Where should rire stations be located, and how many are needed?

N . .

b =. How should firetighting units be deployed. and how large should unus
3. What types of equipment should be used for communications, trans-

portanon, and firetighung }

4. Are there tire prevention activities, such as inspection of potential fire
hnzurdi or whool educational programs, that can be used etfectvely *

Health and Social Servicey

1. What mix of treatment programs would do the most to meet the needs
of the expecied mix of clients?

2. What prevention programs ir
2 : are desirable for the groups that seem mos
likely to suffer particular illnesses? srow .

3. How exeensive should eligibility and quality control procedures be?

geST AVAILABLE coP
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Exhibit 3. (continued)

Howsiny

1. To what extent can housing code entorcement programs be used W
decrease the number of tamihies living in «ubstandaed housing ! WAll such pro-
srams have an adverse cifect on the overall supply of low-income housmg in

the commumity !

2. What is the appropriate mix of ode enforcement with other housing
programs to make housing i the community adequate !

3. What is the best mix of housing rehabltation, housing maintenance.,

and new constructon t improve the quanuty and quality of housing !

Emplovment

1. What relatve support should be fiven to tramng and employment
programy which serve ditferent client groups’
2. What should be the mix among outreach programs, traing programs.

job-finding and marching programs. antidisennunation: programs. and post-
employment tollow-up programs’

Wasite

1. How should waste be collected and disposed of, given alternative visual,
air, water. and pollution standards !
3. What specific equipment and routings should be used?

3. Should collection be contracted or done in-house?

Recreatton and Letsure

1. What type, location. and size of recreation facilitics should be provided
for those desiring them!

2. How should recreation facilities be divided among summer and winter,
daytime and mighttime, aad indoor and outdoor activities!

3. What, and how many, special summer programs should be made avail-
able for out-of-school youths?

4. What charges, if any. should be made to users, considering such factors
as differential usage and ability to pay?
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and tabulating statistics. Except in the very largest cities and somie sate
dgencies. such units typreally do linle full-Nedged program analysis or eval-
uation. These units can serve, nonctheless, as the nucleus for buiiding un
ageney’s analvtical capability. Many state sovernments have analysiy andror
evaluation staffs in some of their larger agencies '

2o Analvsts should have dccess and he exposed to the needs amd policy
views of kev dectsion makers. The statls performing anafyses should pruhuhl'v
report directly 1o the chief exeeutive, department head, or 1y 4 pnncap.fl
Jd\il\l)r Analyses are then more likely 1o reflect managenal and polineal
reahities,

3 The time speny by anulvsts on daily Ctirelichung” operanons hould
{)e limued. The demands for FENPORSES 10 danly 1ssues are unending and can
inhibit or even prevent in-depth ¢xarination of issues. Analysts should be in
ouch with the dvaaimies of policy making, but should not be swamped with
daily rush jobs.

L Anatvsts umirs should maintain o clove relationship wih hudger of-
Sices. Budget vifices often have a strong voice n implementing the resulrs
of analyses, And experienced budget exammers may be very kn:)\slcducuhlc
about program vperatons. Some governments have tried to make budget
CYAMINCTS 110 part-time program analysts or to give new program naly st
0me regular budgetary responsibilities. While appealing in principle, this
arrangenient sometimes creates ditficulties, a1 Jeast imuaily, because the rou-
tine burdens of budget administration require so mach time,

) Analysts and the budget saff can, of course, interact during the course
of a study. Budget staff members can. for example, advise (e ar}ulysns feam
on costs of alienatives. 1 may be possible to merge the budget aff with
the analysss staff once Jtradinon ol analysis has been established and accepted,
But experience suggests that at least initiaily the program analysis staff should
be separate.

3. The functions of program evaluation and program analvsis can and
probably should he placed in the same office. Program evaluation—the as-

the two in an “*Office of Program Evaluation and Analysis."" But care should
be taken to avoid the pressures to evaluate a program favarably because it
resulted from a previous analysis conducted by the same office.

BEST 4 VAILABLE copy
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t Special Note: Use Agency Staff in the Analysis

Staff members of operating agencics concerned with the jssue being
analyzed are likely to be experts i their fields. Analysts who are not already
tamtlive with the neld should draw on their experise The agency experts
should be members of an analysis “team,”" in cases where 4 team is used,
Panicipation of expenienced statf menibers trom operanng agencies and thesr
contact with analysts wall not only yield more complete, reliable, and relevant
information, but will also increase the likelihood that the dgency will cooperate
1 implementng the recommendations that result from the study.

Staff Skills and Training

To pertorm most analyses, an individual does not need extensive training
-2 major protessional spectality. What an analyst needs 1s intelligence and
4N inquinng, systematic. analytical approuach to solving problems. Many gov-
ernments afready employ staff members who successiully undertake program
and policy analvses. Other stail members could quality with trarning and
experience.

Quantitattve traming in such fields as economics. engineering, or op-
erations research gives some advantage to potential analysts because several
of the premuses (for example, the widespread scareity of resources), ap-
proaches (such as routinely constdering altematives), and techniques (for
instance, use of quantitative data) associated with program analysis are fa-
miliar to persons with these disciplines. But high-quality analytical work can
be performed by staif members without these specialized backgrounds.

Use of OQutside Resources

Analytical projects sometimes require special skills and personnel re-
sources that are not available within o government. This is hikely 1o occur
where the analysis staff is small or when the analysis requires an **sxotic™
skill or speciality. Services of consulting firms, universities, and research
organizations can be hired to augment existing skills.

Accessible, and sometimes inexpensive, technical resources for state and
local governments often exist in nearby colleges and umversities. Users should
be alert, however, that some academics prefer to work on federal-level prob-
lems, may be inclined toward ivory lower solutions, or may emphasize work
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program analysis. This may be required when intemal stafl resources are
diready commutted, when the analysis 1y bevond therr capabihity. or when a
tirm mght bring greater “credibility’ or “impartahiny ™ o a controversial
study. [n these instances. governments ought to heep in mind four caveats:

'.. .
[ YR
F N2

that is publishable 1 iscipli
rom a disciplinary perspect
. 1 3 tve rather thy : {
tor the government. P her than betng usefl
Federal government agencies. business firms, and even private civic
o kK e a by 3
groups such as the local League of Women Voters and chamber of commerce

revt

rlrc, mmun:ca plounu.nl rources of help. Both profit-making and nonprofit
rms may be willing 1o participate i :
S - A 1N an analvsis as ; O NOTUe . <. . - .
sike of the leaming 3‘(pcr|enccp 0 test ou(n:l)‘r' sll:n‘h a P“bllt. service, for the I. Study costs are likely to be higher than those of an analysis conducted
< . S share some of their own tech- ' : ’ )
nologl);. or simply to make contacts for possible tuture business - miemally.
ere a ; S of o c . : . . .
fe some examples of cooperation from outside organizations: ) 2. An outside group may not have or be able to acquire 1n the available
time an adequate perspective of' 4 complex policy problem.

3. Anoutside firm may be percerved as a greater threat than an internal
group and perhaps find less cooperation, though in some instinces the reverse

e, .

e \; ( f\s';alag ofa x:oc?pcratlvc effort with the city of East Lansing, Michigan,
-vatonal Bureau of Standards (NBS) loaned two technical statfers o w k
on Jan unul,v\:ls of the location of new fire stations, The ;;nal\'st' "c(i)r
tomponent of an existing computer model which had been dcvc:lop'cdshvuiiLBSa
The Byrc;:u experts surticipated in a producyve user-technician dialogy W h
(c:ly urﬁcmls. Based on the success of the computer model, the cnvzpljn‘:l::ld
( u - o . cle > : ) .
uppg?fu:;];_nl the analysis of several other city problems 1o which 1t appears

4

may be irue.

4. Implementing outside findings may not be as paiatable to those inside
who have 1o live with the consequences of recommendations which were
“invented'’ elsewhere. Thus., although outside studies may be of higher tech-
ntcal quality. they may present problems when the time cones to implement

i
5
LI

" Mo _ o their recommendations.
b ch.rk Cughum{cnook a study of the effectiveness of emergency
services. Shonly after the study b y
v began, a large ¢com 1
_— ! } my . Dey g¢ computer {irm
u OJcTouk dcvdopmcm of d computer simulation of ambulance services. The
hemau.vwas udscd i jhc analysis to calculate “'response times™ for three af
¢ modes of deploving ambula 1 i ,
X nces. The fim did g ]
not charge the city . The government should be as clear as possible about what problem

for the use of the model. The :
el - The analyst who developed it later joi ;
staff of the city.? pe er joined the analysis : or problems it is asking an owtside ¢roup 10 study. While most problems are
. clarified and somenmes transformed in the very course of analysis. many
studies miss their mark—and disappoint their clients—because the govern-

ment really had no idea what it wanted in the first place.

To improve the quality and usefulness of analyses conducted from out-
side, the following may be helpful:

2. Before much effort has been expended, the government should review
and discuss the plan to be followed with the contractor. This includes defining
and reaching an understanding of the issues or problems to be addressed.,
listing the major alternatives to be examined, identifying the principal criteria

of effectiveness to be employed, specifying the target populations to be con-

In addition to obtain i i
ing assistance with part of i
part of an analysis, a government sidered, and defining the general scope and methodology to be employed.

Ay use an outside group. such as a consulting firm, to conduct an entire .
. 3. Periodic and intensive meetings should be held during the study,
- . especiallv in the early stages, to ensure communication on the subject and
I Marvin R. Bunt, Donald M. Fisk, and Harry . Haury, **Factors Affecting the Impact ;‘: f;‘;iﬁ‘,',”s,ﬁﬂ;hzo‘,',';‘;’c’,’ f5. A govemment project monilor should be assigned

of Urban Policy Analysis: Ten Case Hi "
Urbns ! July 19733 ;mz;fluncs. Working Paper 201-3 {Washington, D.C.. The

2. Ibd., pp. 56-63.

4. The government should specify the type and amount of staff assistance
and data it will provide. It should ensure that the contractor has reasonable
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and clfective aceess to the agencies and personnel tfrom which information
15 (0 be abtained,

3 The sinernmem should vgfer a clear understanding of the products
wants. ncluding menm and Jinal reports, and the schedude on whyh the
rodicy are o he deln ereqd Findings which are 100 fate for use decisions
Are aren uaeless. Regular written progress reports are valuable o both parties.
Final reponts should me 1n writing and accompanied by oral brictings and
nterpretattons, The major hsumptions and procedures of the study ay el
# the findings should be <xpliculy stated and documented, The data used 1n
the study should he provided to the zovernment 1 un understandable torm.

Presentation of Results

I the specific findings and implications of an analysis cannot be readity
understood they are aot likely to be used. Even the best analvsis will be
tgnored or rejected of it 4ppears to be esoteric, sloppy. rambling, or incoherent.
Andlysts have w0 communicate thewr findings clearly 1o decision makers in-
ferested i very specific marters. Some decision makers prefer oral presen-
tattons: others prefer writen reports. Either way. most public officials lack
the time or specialized training to pore over lengthy techpical darguments, long
tables. computer printouts. or formulas to discover what an analysis has found.
The analysts® job 15 1o present their findings in comprehensible way—n
clear English and in compact and orderly fashion,

Some guidelines thar can make an analysis more comprehensible and
meaningful are:

L. Before distributing an analysis, have jt critically reviewed, A review
of the drait by program people and one or two good technicians not involved
in the analysis may twrn up important ambiguities, onussions, errors, mus-
interpretations of data, faulty methods, bad logic, or unsubstantiated concluy-
s10ns. The review can also reveal important points of debate or controversy.
It is often reasonable 1o discuss major objections and responses to the report's
recommendations in the report itself.

2. Present findings in writing. This will reduce the possibility of mis-
understanding and permit an analysis to be reviewed. Even though decision
makers may not want to read the report or have time to do so, the document
should be available for saff review,

3. Present a compact, clear summary, The technical details of a study
may thrill an analyst but bore a busy official. These details should be included

19
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in the body of a report or in appendices, but no reader should have to wade
through nununiae to reach the tindings.,

4. Acknowledye the limanons und avsumprions of a \ImI\:. Sluu; thcn}
expheily. Do not force a decision maker to smilf .lhcm out. For nhjculln:
analysis, the presentation should include 3l sides o! the story: the wood. the
bad. and the unknown. For example. in the case of the Font .Wnnh car plan
analysis (see appendix A-21, the city attorney idicated that he lelt that the
plan violated the state constution. This was reported in the analysis but
was also painted out that at least wo other cities in the state had already
started 1o use 4 vinlar plan,

3. Use simple sraphics where possible 10 communicate mayjor findings
amd conclusions. A prewere” —ir i1 2 good one—r ull \vorlh. a thousand
wvords. Exhibit 23 1n chapter 8 provides an example of the use of 4 bar chan
0 summarize the findings of one partteular analysis. Other. more quantitatve,
examples can be seen in the twbies mcluded 10 appendix A that summanze
the quanntare findings.

6. Get rid of jurgon. Have one or two laymen read the hody ot the study
H 1
to see if 1t is understandable.

1. Tailor the presentation 1o the dectsion maker who will use 1. Some
may prefer tables. others graphs. Some will demand one-page executive
summaries. Others will want to have all the details. Some will want specal
oral brietings, others will not.

Cost of Program Analysis

Program analysis is not free. Costs qt’ individual studies vary wid-cly.
depending on such factors as the length of the study, the cpmplcmy ul_ the
issue, the size of the analytical team emploved, the cost of data collection,
and charges for outside help. Major program analyses. such as thosF at the
federal level, have cost several hundred thousand dol.lars. Analyses !or state
and local governments, of the tvpe discussed ?n (h|§ report, are lllsely.to
average three to twelve person-months of analytical effort. Extended studies
may require two to three person-years,

ic i i dolf Flesch, The Art of Readable
. Useful books to help technical writers write clearly are Ru
Wrui:g (f‘j:w York: Harpcr and Row, 1949); Robert Gunning, The Technique of Clear Writing
(New York: McGraw-Hill, 1968).
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One way to put the costs of program analyses into perspective is to relate
them to the vosts assoctated with the pragrams under study. The federal
government has carmarked anywhere from 0.3 1o 2.0 percent of total program
costs for analysis and evaluation. This is well sbove the amount currently
being spent by most state and local governments.

Here are a few illustrations of the varatons of costs or analysts® time
spent in conducting several program analyses. *

¢ A study of the size and deployment of the fireboat fleet of a large
castern city took an analyst three weeks plus an undetermined amount or ume
for data collection by the fire department. The potential costs assoctated with
the policy issue under study ranged from $300.000 to $1.5 mullion.

* An analysis of the need for and location of two new fire stations cost
approximately $20.000 including direet city costs, outside technical assis-
tance, and computer costs. The issue under study was whether 10 spend
$500.000 in new capital and $130.000 in new annual operating costs to build
twq new fire stations.

® A senior analyst spent four months analyzing alternative wayvs of im-
proving onsite trash incineration to meet mintmum legal air pollution stan-

—~: dards. The alternatives under stedy entailed a combined cost to the city and

landlords ranging from 356 million to $404 multion.

® An assessment of alternatives for reducing response times of emer-
gency ambulance services in a large city took about one person-vear and cost
the city more than $100,000. The additional cost of developing and running
a computer model was absorbed by an information systems firm.

* The analysis of Dade County library siaffing described in chapter 8
required approximately four staff-years of analyst ume over about ten months
of time (the product included detailed staffing and scheduling recommenda-
tions for each of Dade County's twenty-five libraries).

o The analysis of options involving greater use of the private sector by
seven State of Delaware and Maryland operating agencies (discussed in chapter 8)
required from three to twelve staff-months to complete.

4. Marvin R. Burt, Donald M. Fisk, and Hay P Hauy, *'Factors Affecting the Impact
of Urban Policy Analysis. Ten Case Histores. ' Working Paper 201-3 (Washington, D C : The
Urban Insutute, July 1972); and Intemativnal City Management Association, "Applying Systems
Analysis n Local Govemnment: Three Case Studies' (Washington, D C., 1972).
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Institutional Issues

Whether a study is worth it 1» a relative consideration: 'ther'eburc ero
absolute rules. Program analyses can result not or.ﬂy-m u)al 3;;};"%?":: :1;0
improvemients in program cl't'ccu'\'encss and public acn{u‘c\. j e y
far outweigh in importance the direct budgetary costs ot i study.

Factors Affecting the Impact of Analysis

Why do some program analyses appear to have s'uhx(anuu.l l.m.i.mﬂet);:
the decisions of public ofticials, while vthers have very little or ..m_. f’.n"r ‘(-
A number of factors beyond a study’s technical i()phlsucunnn J“ki(,l. it.s llr;]p;; .
There is no systematic evidence to pinpoint all of lhclp. but a rcvu:"y' ke
Urban Institute of ten case studies tells us ubou.l \oTe of' the .z[_)purcn‘l a n(;.lr s
of study success. fmlure, and impact on policy.” The studies c\Jn.nnc: J':c
‘isted in exhibit 6. Ten factors were cxaml_ncd as to thewr _;nﬂucm.c on the
impact of ¢ach analysis. These !'ac(O(s are listed in cxhlbuv . Lo have the

Three of the five “techmical” factors examined appeare lo a
strongest refationships to impact. The analyses that influenced decisions were

those that;

1. Were well-timed, so that study findings were available at key decision
points. o

2. tncluded an explicit consideration of political and administrative 1s-
sues that might affect the implementation of study findings.

3. Focused on well-defined problems rather than on broad or open-ended

ones.

The size of the study and the adequacy of its methods seemed to be less
: the study’s impact.

Cledrl'l!\:zl?)l::jhzo"bureuuc):'mic"pvan'ables exa(nincd app.carcd to ha)/e 5'"025
relationships to impact. The analyses which alfcct;d policy de.a!l utn_(h lS;lilCh
which could not be deferred by policy makers and focused on Issues in w ’
decision makers had shown clear interest. Whether an analysis Ero‘szf:;d
changes in a program’s funding level an('i whether agency mcmbzrs wlhoe oy
have to implement study recommendations actually participated in

ion i - ecting ™y
S. The material in the remainder of this section is based on Burt et al., **Factors Affecting Ty
the Impact of Urban Policy Analysis.” 5




17

-— PROGR AN AN ALY SIS FOR STATE AND 1 OCAL GOVERNMENTS

Exhibit 6. TEN CASE HISTORIES

U Fireboar A sxanuned the exivtng fircboats and s artous alternatives ay
10 thewr type, number, nd locanion for controlling tires near or on the water-
front,

2 Frreboat B svamined the desirable number and location off fireboats
tor controlling fires on or near the waltertront,

3 Fire Stanon Locanon examined the question of how many tire stations
there should be and where they should be located 1o provide fire protection.

L Emergency Ambulunce Service examined the number and location of
ambalances needed to provide the fastest response to emergency calls,

5 Mechanical Streer Sweeping examined the best way toallocate existing
nechanical SWeepIng “esources to maximize their etfecnveness—with inited
EmenLIion ot resources us 4 powsible aption,

6 Owue Im'merulmg cxamned various ways of meeting aew minimum
dir pollunion standards regarding wcinerators i hoth public and private apart-
aent bunldings, meading sntorcement of penalties to require upgrading ot
theinerators and the vafsequences to hauling requirements where tneinerators
were shut down.

7. Solid Wuste Collecion and Disposal examined a wide spectrum of
collection and disposai opuons, including curbside versys backyard vollection,
varous alternanives for solid waste vontaners, and a sanmary landfill versus
nemeration {or sohd waste disposal,

8. Swunming Opportumnes cxamined vanious altematives for providing
YWImming opportumites for the residents of a Madel Cities neighborhood,

Including various numbers and sizes of pools and busing (0 4 nearby ocean-
tront beach.
N

9. Subemplovment ¢xamined how unempiovment and underemployment
nught pe reduced in the ciy’s Model Cines neighborhood. The emphuasis was

placement agencies.

10. Venereal Disease Control examined the problem of reducing the prev-
alence of gonorrhea and syphulis, with emphasis op gunorrhea.

Source. Bunt et al , " Factors Affecting the Impact of Urban Policy Analysis.*
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Extubit 7. FACTORS EXAMINED FOR I"l‘llf.lR INFLUENCE
- ON THE IMPACT OF ANALYSIS

Techmeal Variubley

1. Study size

to

. Study timing
3. Methodological adequacy
4. Consideration of implementation

5. Nauwre ol problem studied

Bureaucrane and Political Varables
6. Decision maker interest
7. Implementer’s partictpation
3. Single-agency issue
9. Proposed changes in funding

10. Immediate decision needed.

Source. Burt et al., *Factors Atfectng the Impact of Urban Policy Analysis.

did not seem to be related significantly to the impact of analysis in these
cases. o .

Some of the findings of this study tend to support intuitive fe.ch.ng.s. Fol;
example, it is common sense that a study will have more impact if it nz W't;
timed, holds a decision maker’s interest, and takes into accour'n the admi
istrauve and political feasibility of implementing recommendations. <o
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AR PROGE AN AN AL 0815 TOR STATL AND TOU AL GOVERNMENTS
Effeets of Limited Time and Resources: ~Quickie™ \nalysis

There sl be many times in state and locat gorernments when i program
salysis & needed but e nd statting o nidertake st are linsted. Lator-
unatedy . che Tguickie T or erash T analy sis may be die most common methud
tor most 2overnments Lader these circunistanees. ot Al prabubly be nee-
sy o it the aumeer ot alternanses sunsidered, o use data that are
currently . or at least quies iy, avzulable, and W do o fess comprehensive and
thorough analysis,

UL course. 4y such shorteuts will weahen the anadysis, and this should
e specticatly aoted in the analyss report. Buteven quickie’ studies should
apply the hasic analy teat principles and tools discussed m chapters 3 through

Limited noie and Fesaurces are no cxetse tor deglecung the basies.

After the Analysis: Implementation and Follow-up

Analysis helps bning paticy makers 1o decisions. But what should be
done arter a decinion s made o mplenient 4 nes program or modity an old
ane ' Executives and analy s should consider the followang approaches:

{ The executive might assign responsihiiny Tor following the imple-
mentation process 10 stall members iperhaps esen the program analvsis stall).
This ~taff should devetop a sehedule tor implementation, monitor the progress.
and report i1 the process breaks down. Should problems arise or defays aceur,
early detection helps emsure that accountabihity for implementing changes 15
established. '

2. An evaluation of an impiemented program might he conducted atter
it has been in vperation for a reusonable amount of time—both to gather
nformation to help with future decisions and to gain feedback about the
accuracy of projections anatysts made. This can help analysts make improve-
ments in their analyses. It 15 also a way to hold program analysts accountable
for their work and o assess the program analysis process ttself.

Limitations and Dangers of Analysis

Analysis can provide a decision maker with formation to use in making
a difficult decision. but it rarely points to a single best aliernative. The decision
maker will have to weigh the trade-offs, costs, and diffening effects on various
client groups that the analysis identifies for each alternative. Analysis does
not inherently complicate decision making; o wdentities complications that
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Imatuttonut Iies

Already svist and attempts W provide inormaton o hetp the deciston maker

handle them
Both dectsion makers and analysts spouid suard aguinst the followinz

tendencies.

1. Copeentrating on aspects of o problem that gre casy to analyze while
downplasing uther sspects that are moge duticult @ analyze but are just ds
vitat,

Becominy so scinated with sophistcated muthemanical eehmques

ather considerations. Sometmes simple.
aathering the necessan

that time and money are dratned from
commenplace technigues are pertectly adequate tor
aformation. lo such cases, resources given (o comirueing Jn cluborate com-

puter-based madel, tor axample. are wasted.

3. Delaving dectsions w pertorm more analtsis 1or its own sahe. 0ma
sontetimes he Jesirable trom  techateal viewpaint o waitiord mare detintine
analvais, but this must be balanced aginst the urgency 2o make a decision

Why Program Analysis Is Not Used More Frequently®

An examinauon by researchers at The Urban Institute 10 the early 1980
of thirteen Jocal overnments, eNCOMPASSING OVCT 1w enty ditferent operating
Juencies, found few examples of in-house. systematic program Jnalysts being
used 0 help select infrastructure repair. rehabtlitanon, or matntenance proj-
ecty. Thew aperaling agencies. particularly the farger unes. often have 1
number ot protessiaaaly, wncluding many who have consderable techneal
bachground and could potentiatly undertake such analyses. The reasons why
agencies du not systematically examine optiens appear (0 be as tollows:

e Operating agency staff are heavily invalved with emergency and vp-
erational responsibilities. and usually do not have time to underntake such
examunations. Contractors usually conduct the intense ¢xaminations that are

done.,
« Simularly, funds for such activittes are very limited in local govern-

ments. And because of the technical limitations to be noted later, resources

for analysis are not believed to be a high prionty.

6 The matenal in this section is adapted from Harry P Hatry and Bruce G. Stewnthal
Guide 10 Selecune Muaintenance Strategies jor Cuprtal Fucuiimes 1\ sshington, DC Thei rbar
Institute. 19841, especially pages 72 and 73,
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Chapter 3

Improving on Crystal Ball Gazing:
The Basic Elements of
Program Analysis

Thus tar we have emphasized the roles and responsibihiies of decision
Ahers 10 Carry g out successiul program analyses Eren with tne suppart
al deciston mukers, program andysis s osadb rageht wath ditheuities. The
renining chapters are devoted to ading the analystin conducting the havie
steps oF program anadysis. Exhubit 2 histed toprcal steps. Winke the siements
are presented a5 a4 senes of stepy. actual anal sis usuatly involves an aterplay
among the steps, such as backtracking 1o renne or redenine the problem. to
specify addiuonal chient groups, or to pose addinonal evaluation critena.

This chapter discusses the first tive steps: Jetining the problem. wlen-
uving objecnves. selecting evaluanon eniteria, speciiving client 2roups. and
denutving alternatives. In considertng the suggestions i chapters 3 through
7.t may be helpful to refer o the three examples of analyses summanzed
in appendix A. and the chechlist of technieal critenia for assessing program
amalyses in appendix C.!

U For more details on vanous techmical procedures tor program analvais see such works
a5 Hugh ). Miser and Edward S Quade. edutors, Humdbook of Svstemy Analysis New York:
North-Holland. 1985 Grandomensco Majone and Edward S Quade. eduors, Prtalls o Analvsis
tNew York: John Wiley & Sons. 19801, Theodure H. Powster, Puplic Provram Analvsiy \pplicd
Research Methods (Baltimore. Mary land. University Park Press, 1978): Eduth Stohey and Richard
Zeckhauser. A Primer for Poliv Analvsiy (New York. W W Norton and Compuny. 1+"%1
Mathew B. Miles and A. Michael Huberman, Qualitative Data Anahsis (Bevery Hills, Cah-
fornia. Sage Publications, 1984), John J Clark. Thomas J Hindelany. and Robert E Pritchaid,
Capital Budgenny (Englewood Cliffs, New Jersey. Prentice-Hall, 1979); and Shlomo Reuthnger.
Techmigues for Project Appratsal under Uncertanty (Balumore, Maryland: published tor The
World Bank by the Johns Hopkins University Press, 1970).

27
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decades of the twentieth century the state pro-
moted Buddhism extensivelv in Korea. for the
purpose of pactiving the conquered territory. while
at the saume ume itintens:ified siate Shinto teaching
at homwe. in support of nationalist aims. During the
prewar mulitary take-over and the subsequent
events leading to World War 1 it is difficult to
find significant examples of svstematic political
criticisin from Buddhist leaders.

However. in philosophy the fusion of Western
categortes with the Buddhist world view producad
some remarkably creative syntheses, as exemplified
in the works of such men as Nishida Kitard and
Tanabe Hajime. Equally significant has been the
influence in the West of D. T. Suzuki’s interpre-
tations of Zen teachings. parricularly in correlation
with certain dimensions of existentialist philosophy
and psvchology. Japan in the postwar situation is
an extremely complex maztrix of culwural ferment.
within which Buddhism appears in many new
forms. It ranges from the radical sectarianism of
Soka Gakkai. which blends intense devotior: :lism
with nulitant political goals. to the subtle hister:-al
reflection and self-criticism of intellectuals lke
lenaga Saburé. lenaga sees in the history of jap-
anese Buddhism—particularly in Shétoku and
Shinran-—evidence of its transcendent universalism
and capacity to cut through traditional forms with
innovating power; but this is paradoxically mixed

with an easv accommodation to the givenness of -

the world and a loss of critical tension, with
worldly institutions regarded as inherently illusory
and unreal. lenaga's powerful critique of Buddhist
tradition is itself a manifestation of the pristine
ideals of prophetic negation, self-reflection, and
reconstruction which the earliest teaching con-
veyed. For Buddhism throughout the world, it
suggests the presence of the power of spiritual
renewal and transcendence which continues to
speak therapeutically to the human situation even
as it seeks to re-create itself to meet the pressing
challenges confronting all the major religions.

PETER A. PARDUE
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1. GOVERNMENT BUDCETING

12. BUDGETING As A PoLiTIiCAL
PROCESS

Arthur Smithies

Aaron B. Wildavsky

1
GOVERNMENT BUDGETING

Budgeting may be described as the art of living
within an economic constraint. Virtually every or-
ganization or individual has economic limits im-
posed on what it wants to do: exceptions are the
professional ascetic or the sailor shipvrecked on
an abundant island. Budgeting, however, may be
passive or active. A traditional subsistence farmer
will undertake the same production program year
after vear and always wants to consume more than
he has of everyt’hing he produces. On the other
hand. a modern commercial farmer has a number
of alternative ways of emploving his resources and
activelv chooses among them. In an organizad?n-
the process of budgsting is almost necessarily acflve
and explicit, since the very nature of an organiza-
tion is-that its decisions result from the interacton
of a number of individuals or groups. This artcle
is concerned -with government budgeting, but it

T
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is useful to recall that. 1n their budgetary processes.
Jovernments are reflecting the pervasive need to
allecate scarce economic resources. [For conswmer
budacting. see CONSUMERS. uriicle on CONSUMP-
TION LEVELS AND STANDARDS |

A government's budget is usuallv. and almost
ne.essarilv. its only comprehensive program of
acuion for the period to which it relates. This is so
because a program cannot de crystallized undil the
que~iton of cost is taken into account. and virtuallv
evervthing a government does ccsts monev. The
character of the administration of justice. for in-
stance. depends critically on the amount of money
<ment on judges. prosecutions. and policemen. In

e United States. varving political attitudes toward
the anutrust laws find concrete expression in the
appropriations made to the Department of Justice.
The importance of the budget is clearly recognized
in cruntries with the parliamentary svstem of zov-
ernmment. The invariable British tradition is that the
goverament (Jexecutive; resigns if its budget is
defe :ited in Parliament.

Th=2 process of decision making that results in a
bud.2t. whatever its complexities. contains three
necessarvy ingredients: /1) determination of the
varie:v of policy objectives the government intends
to pursue. such as defense. education. or [aw en-
forcement: (2) estimation of the cost of pursuing
each of these objectives in varying degrees; and
(3) an assessment of the willingness and ability
of the public to pay for the government’s program
as a whole [see PUBLIC EXPENDITURES; TAXATION].

No government can exist without a policy, even
-..ough that policy may be largely passive. In the
world contemplated by the English classical econ-
omisis, government should restrict itself to “essen-
tial functions” in order to give maximum scope to
private enterprise. Its budgetary problem would
then be to determine the minimum cost of per-
forming those necessary functions and to raise
the taxes necessary to pay for them, while inter-
fering to the minimum extent with private capital
accumulation.

The task of modern governments is far less
simple. Although classical considerations impose
restraints on their action, governments are con-
cerned with the active pursuit of goals that require
¢xpenditures for their attainment. Governments of
today are preoccupied. in different degrees, with

defense, development, and improving the economic -

welfare of their citizens. The way in which these
objectives become formulated varies widely among
touniries, depending on their form of government.
An authoriiarian govsrnment can select its objec-

‘ives and assess their relative importance with

Mminimum reliance on the consent of the public. In
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1 democratic society. the process is far more com-
plicated. Consent to government policies is given
or withheld 1n free electiens and the goals estab-
lished by sovernment result largelv from ideas and
opinions that emerge trom the whole society and
are impressed on government bv the groups actively
interested. But. one wayv or another. a government
does acquire a set of objectives and some idea of
the relative sweight to be given to each.

The extent to which an objective should be pur-
sued. or whether one should be preferred 10 an-
other. will depend on their costs. In a “classical”
world. where governments were supposed to per-
form minimum functions. the gquestion of costs
could be approached bv fairly crude methods.
Finance ministers and officials won their reputa-
tions by frustrating the operation of Parkinson’s
Law. Treasuries acquired their reputation for saying
“no.” In a world of nuclear weapons. space flight.
and cconomic development. the quesuon of cost
estimation becomes vastlv more important and
difficult.

Finaily. governments must assess the willingness
of the public to pay for government programs—to
provide money. in the form of taxes or loans. that
could have been used for something else. To win
acceptance for its budget the government must
persuade the legislature or the electorate that what
it proposes is worth the cost.

The essential ingredients of the process of budg-
eting under “ideal” conditons can then be sum-
marized:

(1) If the reladve importance of spending
money in pursuit, to varying degrees, of the dif-
ferent objectives can be ascertained, the govern-
ment can prepare a series of “optimal budgets.” For
any level of total expenditures it can determine the
best mix of its various programs. The mix, say
between defense and social welfare, will normally
vary with the size of the hypothetical budget. It
will also vary materially among countries. .

(2) The government can determine the method

of paying for budgets of any given size that is
least burdensome from economic and political
points of view. It can thus estimate the cost of any
of its hypothetical budgets in terms of private
goods. ’
" (3) The information provided under (1) and
(2) provides the government with a basis for
weighing the benefits to be derived from expendi-
tures against the costs of expenditures, and hence
for selecting a particular budget.

Traditional approach. In practice, governments
have attempted to organize themselves for budg-
etary purposes by attempting to make a basic
distinction between “policy making”™ and “finance.”

q
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Policy makers decide what ought to be done.
Financial agencies assert their views on how much
the zovernment can afford. There remains the task
of achiesing 2 compromise bet.ween the two views
and producing a budget. In most governments. this
third funcdon is also considered to be within
the province of finance. The budget is usually the
immediate responsibility of the chancellor of the
exchequer. the minister of finance. or the treasurer.
as the case may be.

In countries with the parliamentary svstem of
government. particularly in countries whose insu-
tutions are of Briush origin, policies are decided
on by the cabinet in the general political conrtext
that obtains and are endorsed by parliament in
legislation. Budget requests are submitted by the
departments to the treasury, which produces a
budget that allocates the total among the various
activities. That total is arrived at in the light of the
difficulties of financing it. The budget, prepared by
the treasury. is then discussed to varying extents
by the policy makers in the cabinet, which may
accept or revise the treasurv's budget as an ade-
guate expression of the government's policv. The
cutcome depends on the relative strengths of the
treasurer and other members of the cabinet in a
collective bargaining process. It is fair to say. how-
ever, that the cards are stacked in favor of the
treasury. Not only is the treasurer the authority on

revenues, but he is more completely informed on.

the entire expenditure program of the government
than is any other member of the cabinet. When the
budget has been approved by the cabinet. it is sub-
mitted to the parliament, which must virtually ac-
cept the budget or dismiss the government.

In the United States Congress, the three steps
in the process are explicitly recognized in the
parallel committee structure of the House and
Senate. Authorizing committees recommend legis-
laton that both declares policy and authorizes ex-
penditure. Moreover, committee hearings and re-
ports constitute “legislative history™ that establishes
policy in more informal ways.

The Committee on Ways and Means of the
House and the Senate Finance Committee are the
bodies concerned with recommending tax meas-
ures. The traditional rule in the United States is
that the entire budget be covered by taxation.

The task of budget making is assigned to the
appropriations committees, which review estimates
received from the executve branch in the light of
the objectives declared by Congress and the avail-
ability of revenues. In practice, however, revenue
considerations are implicit rather than explicit in
the work of the committees.

BUDGETING: Government Budgeting
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Before 1921. the Congress was the main budge:-
making bodv in the United States. The execuuve
departments submutted their estimates to Congress
with very little coordinauon by the executive
branch. In that vear however. legislauon required
a single executive budget to be submitted by the
president and set up a Bureau of the Budget 1o
prepare it. [n line with tradiuon. the Bureau of the
Budget wvas :o0 be located in the Treasury. In 1939,
however. this ambiguity was removed. and the
Bureau of the Budget was transferred to the ex-
ecutive office of the president. His personal re-
sponsibility for the executive budget was thus
unequivocally established.

The Bureau of the Budget has no independent
authoritv. 1t is a staff agency of the president.
Under this svstem. the Treasury is concerned with
the revenue side of the budget. The president. in
making his budget. weighs the claims of the de-
partments against the reluctance of the Treasurv.
However. both the claimant departments and the
Treasury are supposed to reflect the policy of the
president. He is thus policv maker and budget
maker. In principle at least, the distinction between
policy making and finance has been blurred. Prac-
tice has been steadilv catching up with pninciple
The Bureau of the Budget is slowly becoming in-
creasingly concerned with policy as well as finance.

The distinction drawn between policy making
and finance is unfortunate. It conveys the impres-
sion, reflected in practice, that a financial agency
is concerned not with policy but merely with costs
and revenues. In fact. the statement has frequendy
been made in the United States that the Congress
determines what ought to be done, and the budg-
etary problem is to translate that policy into
financial terms. In this view, the budget should be
a document that merely expresses the minimum
cost of doing the government’s business and gives
explicit directions to the executive agencies with
respect to the personnel they can employ, the
automobiles and typewriters they can purchase.
and the buildings they can construct. Its preoc-
cupation is with the means to be employed rather
than the ends to be accomplished. )

That view of the problem might be adequate 1
a simple society in which each agency of govern-
ment performed well-defined functons to some‘
specified extent. For instance, it might be frmlY
established policy that the post office make ‘t“’°
mail deliveries per day or that there be a prescr
riumber of policemen on the beat. In the defens®
area, planning was long ‘ocininated by the con.cepl'
of absolute requirements. Military men by military
methods were supposed to be able, by applying




vlanning factors. to determine the number of men.
weapons. and ships and the amount of food and
cicthing needed for the “defense of the country ~
if all this were possible. policy throughout the
government could be definitely determined. Budget
makers would then review cost estimates submitted
by the departments. cut out those costs that they
deemed unnecessary. and then raise the revenues
needed to finance the resulting budget. The process
thus becomes a highly simplified special case of
the more general theory of budgeting set out above.

Problems. This simplified view of the matter
has never been more than a rough approximaticn,
aithough it still underlies much budge-ary practice.
Treasuries have never accepted a miiitary view of
absolute requirements. Sometimes to the benefit
and sometimes to the detriment of the country,
thev have cut military strength below the level
deemed necessarv. They have also cut the number
of mail deliveries or the number of policemen in
order to relieve the burdensomeness of taxation. In
thase activities they have. in the guise of a financial
ot eration. assessed the relative merits of defense.
pustal service. and law enforcement, and at the
same time compared the absolute merits of these
programs with the burdensomeness of taxation.

Nevertheless. much of the distinction between
pclicy making-and finance could be preserved if
the policy makers could give adequate instructions
to treasuries with respect to the policy decisions
the latter have to make. This could be done if it
were possible to measure government programs like
Jefense or welfare in precise quantitative terms.
If, in addition, the policy makers could follow the
economics textbook and draw up social utility
curves of their programs, they could give precise
instructions to the financial officials. If the latter
could determine the costs of carrying out the dif-
ferent programs to varying extents, they could draw
up the array of optimal budgets referred to above
as a reflection of policy already determined. There
would remain, however, the policy question of
which optimal budget to select. That wonld require
a policy decision.

The task of physical measurement of major
programs. to say nothing of measuring social im-

portance, is out of the question in any precise -

sense. Consider education as an example. At first
sight it might appear that the numbers of students
taught might serve as useful indicaters of. the
quantities of school and college education provided.
But although the numbers of students are arr-im-

portant dimension of the problem, it has other.

dimensions, such as the number and gquality of
teachers, buildings, and equipment. Ev=n if sl
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measurable information were assembled. the edu-
cational value of it ail would have to depend on
ian exercise of human judzment. Nevertheless,
some unit of measurement :s needed. and for major
programs or program subdivisions, there seems to
be no unit of measurement as satsfactory as money
cost. In considering educauon. fer instance. the
question to be asked is not. How can a given
amount of education be achieved at minimum
cost? It is, rather. How can a ziven sum be spent
on education in order to give the best educational
results, under conditions in which education itself
is not precisely defined? Although all available
quantitative and qualitative information should
be brought to bear on the decision, uncertainties
concerning educational values render an element
of human judgment necessarv. The process of de-
cision making should be organized so as to make
this judgment as informed as possible.

What policy makers shouid do is conduct intel-
lectual and practical experiments to determine the
benefits of spending moneyv 1n alternative ways.
Can expenditures be shifted beneficially from
social welfare to defense or vice versa. or can they
be shifted usefully to alternauve uses within the
areas of defense and social welfare. Difficult though
such comparisons may be. thev would be intellec-
tually impossible without using the common de-
nominator, muney. Thus, policv making penetrates
far into the area rraditionallv assigned to finance.

Proposed solutions. The world survived for a
leng dme with tradidonal views of the distinction
between budgeting and policy making. But modern
governments, preoccupied as they are with defense,
development, and welfare, are coming (o recognize
that budgeting and policy making are part of the
same process.

In the United States, in particular, efforts are
being made to adapt budgetary methods to modern
requirements. in conseguence, conventional reth-
ods, particulazly in the defense area, are being
replaced or supplemented by “program budgeting.”

In view of the world-wide interest and concern
with economic development, investmen: budgeting,
too, calls for special attention. In one respect in-
vestment i different from other government pro-
grams: the ends io be accomplished as well as
the means employed can be expressed in economic
terms; The problem of investment crueria has
evoked extensive discussion. All that can be done
here is io indicate the main panciples involved
and the relation of a government's invesimeni »ro-
gran .tc other components of its budget.

A further important contemporary problem is

- the .assessmen: of e economic impact of the
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budget. When budgets were small in relation to
national revenue, the problem of financing them
could be regarded as largely the political one of
overcoming the reluctance of the public to pav
taxes and ensuring reasonable standards of equity.
In the United Siates in the latter part of the
nineteenth century the problem was even easier
than that. Customs revenues were so plentiful that
the problem of the federal government was to
avoid a surplus. swhich. if allowed to occur. might
have led to a reduction of the tariff. At the present
time budgets are so large that the methods of
financing can have marked effects on levels of
employment, income distribution. or economic
growth. Consequently. simple rules of finance are
gradually being replaced by analvsis of the eco-
nomic impact of the budget.

Program budgeting. For the budget to serve its
purpose as a policv-making instrument, it must be
prepared and considered in terms that relate di-
rectly to the policy objectives to be furthered. This
means a reversal of traditional practice whereby
budgets are designed to allocate money to re-
sponsible administrative agencies. In some cases
there need be no conflict between program and
administrative objectives. For instance, the money
appropriated to the post office is, or should be, the
same thing as the cost to the government of the
postal program. (Even this statement, to be true.
requires that the post office pay what may be other
government agencies. such as airlines or railways,
for carrying -mail. This is not universal practice.)
In other cases there is a clear conflict. Tradition
and administrative effectiveness require that the
army, the navy, and the air force be maintained
as separate services; yet important defense pro-
grams require the cooperation of the three services.
Budgets for the separate services clearly fail to
indicate the capacity of the services to perform
a combined operation.

At first sight,it might appear that program budg-
ets couid bé extracied from administrative budgets.
But this practice would fail to do justice to
the central problem of obtaining maximum pro-

ram advantage from a given cost. Administrative
budgets are necessary. but they should be derived
from pregram budgets. Governmenis are only
slowly coming to realize this point. :

Progress toward a program budget has been
most noticeabie in connection with the .defense
budget of the United States in the early 1960s. The
conventionzl defense budget bas been submitted
for each of the services and for the Defense De-
pariment ac-2 whole. in the foilowing categories:
military personnel, operadon and maintenance,
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procurement, research and development, military
construcdon. and civil defense. These categories
are designed essentially from the point of view of
effective administration of the Department of De-
fense. and they tell verv little about the relation
of the defense program io the various missions it
is supposed to accomplish. Military personnel of
the air force. for instance. includes airmen on
missile sites in Colorado and airmen in Laos, and
the same holds for the other categories. The in-
formation contained in the cenventional budge:
does not permit the reader. including members of
Congress who have to review it. to form any ade-
quate idea of the program for the defense of the
United States itself. Reviewers therefore have to
take the word of officials concerning the swrategic
adequacy of the budget and confine their specific
review to small details that are likely to be irrele-
vant to the major issues. Yet their decisions have a
vital bearing on strategy.

The Department of Defense has met these dif-
ficulties by preparing an alternadve budget in
terms of major “budget programs.” These include
strategic retaliatory forces, coninental air and
missile defense forces. general purpose forces (the
army, the bulk of the navy. and the tactical air
force), sealift and airlift forces. reserves and guard
forces, research and development, general support.
and civil defense. These programs. in turn, are
built up from “program elements,” which consist
of complete weapons svstems that contribute to the
program objective.

The reforms, however, have not been able t0
accomplish a complete program budget at this
time. The objectives of general purpose forces can-
not be indicated with the same clarity as those of
retaliatory forces. Transport and reserve and guard
forces represent administrative rather than pro-
gram categories. With respect to research and de-
velopment, especially research, budgeting in terms
of particular programs would presumably cause
needless duplication. :

The program budget permits the Congress and
the president to address themselves to the im-
portant questions of strategy when they review the
budget. Moreover, knowledge of the costs of these
programs and program elements is an important
aid in the original process of strategic planning.
Defense in the modern world has multiple objec-
tives: to prevent general war, to prevent or wiit
limited war, and to prevent or eliminate internal
subversions—so-called sublimited wars. Becausé
resources are limited, substitutions among Pro-
grams and program elements must be considered
by the strategic planners. It is exceedingly difficult
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o think in terms of shifiing a “unit” of general
purpose forces to strategic retaliarory forces. or
vice versa. [t is easier. although still difficult. o
consider the ‘cost effectiveness” of shifting a bil-
aon dollars of expenditure from one program to
anocher. As Assistant Secretary of Defense C. ].
Hitch observed (in a statement before the Military
Operations Subcommitiee of the House Commuirtee
uon Gosernment Operations. July 23, 1962): "The
Job of economizing . . . cannot be distnguished
from the whole task of making military decisions.”

The practical need to measure programs in terms
of their cost has led to the new concept “cost ef-
fecuveness.” Studies of cost effecuveness attempt
to answer the question whether the purposes of a
program will be better served if a given sum is
spent in one way rather than another. To study
cost effecuveness in simple situations may mean
nothing more than to determine the cheapest way
of performing some specific and well-defined opera-
tion. The more interesting cases, however. are
those in which expenditures in differen: directions
contribute in different wavs to general and im-
precisely defined program objectives. Here a study
of cost effectiveness organizes the information on
the basis of which the decision maker must make
a judgment. Examples. arranged in order of the
Increasing importance of the judgment factor, are:
Will expenditure of an additional sum on sea-based
or land-based missiles more effectively contribute
to the retaliatory forces? Will expenditure on the
retaliatorv forces or on air defense more effectively
protect the United States from attack? Will ex-
penditure on strategic forces or on general purpose
forces more effectively contribute to the whole de-
fense program? Will expenditure on defense or on
social welfare more effectively serve the interests
of the country? In the area of research, the prob-
lem becomes vastly more difficult, if not insoluble.
Expenditures undertaken now yield unpredictable
results in an unpredictable future. Estimates of
their cost effectiveness may have to .rely almost
entirely on experienced judgment.

Dzfense budgeting in the United States has been
selected for discussion because in that country and
that area of government activity, the intellectual
problems have been most extensively examined
and faced. But the problems are pervasive, for
budgeting is essentially concerned with the task
of achieving a rational allocation of resources
under conditions in which the objectives are im-
Derfectly defined.

Program budgeting calls not only for new con-
cepts and methods but for the applicaton of
human skills infrequently found in traditonal
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ministries of finance or departmental budget of-
fices. Budgetary staffs. wherever thev are located,
should include men of the highest professional
competence with respect both to the ends of policy
and the eccnomic analvsis of costs.

Investment budgeting Budgeung for economic
development projects falls in a separate category
because the objectives of the projects can be de-
fined 1n economic terms. The problem also engages
particular atzenuon. not only because of the world-
wide interes: 1n development. but because 1t seems
to be soluble by objective economic calculadon.

From the point of view of the whole economy,
the benefits of a development project consist of
the contributions to the national income of the
country that the project will make during the
course of its life, which may be very long. In this
respect. a public project is no different from a
private project if the latter 1s considered from the
social point of view- if the indirect benefits and
costs to the economy are taken into account in
additon to the direct returns from it. On the other
hand. if as is sometimes appropriate. the public
project is considered purely in terms of the direct
monetarv returns from it. the problem is similar
in princ ple to that faced by the private investor.
In either case, forecastng the distant economic
future is notoriously difficult. Although there is no
escape from making the attemnpt, the great uncer-
tainty surrounding any estimates should be explic-
itly recognized. The evaluation of a project can be
attempted by estimating what may be termed its
economic “efficiency.” Following Keynes, the effi-
ciency of a project may be defined as the rate of
discount which, when applied to. future returns
and future costs, will equate the present value of
returns with that of costs [see INVESTMENT].

If the government assumes control over the en-
tire investment program of the economy, both pub-
lic and private projects can be ordered in terms of
their efficiency and priority granted to projects in
that order. (This statement assumes that the effi-
ciencies of various projects are independent of one
another. This assumption may be a fair approxi-
mation in a developed economy with free access
to foreign supplies. It may be far frem adequate
in an underdeveloped economy in which the eff-
ciency of an automobile factory depends on the
existence of a steel mill.)

If the total supply of saving is known, the total
investment program should be such as to absorb
that supply; and the “raie of inteiesi” will corre-
spond to the efficiency of the lowest. priority project
undertaken.

This account of the matter, however, ignures the
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critical factor of uncertainty of the estimates of
future vields and costs. Allowance for uncertainty
must be made either as a deduction from the meas-
ure of efficiencyv or as an increase in the rate of
interest to be compared with the efficiency of par-
ticular projects. The latter is the mors common
approach. and it is sometimes argued that differ-
ences in the structure of rates that appear in the
market are an adequate assessment of the risks
and uncertainues that surround the investment
projects of particular classes of borrowers. This
point of view is not generally shared by private
business. The rates of return that are used for
internal planning purposes are normally much
higher than the rates at which firms can borrow
in the market. In government. however, there is a
persistent tendency to regard the rate at which the
government can borrow as that which should be
applied in assessing particular investment projects.
That rate is thoroughly inappropriatz for the pur-
pose: it is normally lower than other rates. mainly
because the entire creditworthiness of the govern-
ment 15 behind its loans. but also partly because
governments are able to adjust the Joan market in
their favor. [t is safe to say that the rate with which
the efficiency of a public investment project should
be compared is normally higher than the rite at
which the government can borrow. i

If it were true that the flow of saving available
for investment in public and private projects were
fixed, budgeting for public investment could be
separated from the rest of the budget and dealt
with as a matter of allocating investment among
public and private projects in the manner sug-
gested above. In fact. this assumption is the basis
of the common practice of regarding public loans
as the normal source of finance for public invest-
ment and taxation as the normal way to finance
current expenditures.

That assumption. however, is unwarranted. The
flow of saving is affected by the government’s poli-
cies with respect to current expenditure and iaxa-
tion. The flow of saving is increased or decréased
if taxation exceeds or falls short of expenditures.
Furthermore. a balanced increase of current expen-
ditures and taxation will reduce saving, for taxa-
tion inevitably reduces private saving. An increase
or decrease in total saving will lower or raise the
structure of interest rates, including internal plan- (
ning rates. which affects the rate of investment,
public or private, or both. Hence, investmen: budg-
eting cannot be regarded as a separate operation.
Current government expenditures compete with
public investment expenditures, and both compete
with private consumption and investment expendi-

BUDGETING: Government Budgeting

tures. The government must make a political choice
between its desire for future development and its
desire for benefits of defense welfare. and law
and order. »

As a further complication. the government’s con-
tribution tu economic development cannot be iden-
tified with public investment. As gcvernments are
coming to realize. expenditures on current items
such as education or public healin are equally
relevant. Defense programs can vield important
by-products in the form of technclogical knowledze
that can be applied throughout the economy. Thev
can also withdraw technical skills from employ-
ment elsewhere.

Economic impact of the budget. Governments.
traditionally. have applied some simple rule of
thumb to decide whether the budget as a whole is
worth its cost. In the United States the rule has
been that total expenditures should be covered by
taxation. Other governments use the rule that cur-
rent expenditure should be so covered. while capital
expenditures should be financed by borrowing from
the public. These rules are honored by their breach
as well as their observance. Thev are inevitably
broken in times of depression or war. when gov-
ernments borrow for current purposes. but the
rules persist as guides for normal prudent govern-
mental conduct and. indeed, may serve some useful
purpose in a complex political organism. Neverthe-
less. governments are gradually recognizing the
need for a more comprehensive and rational ap-
proach to the question of economic impact. Reflec-
tions of modern economic theory are gradually
appearing in budget documents, and many govern-
ments issue statements of the national accounts
together with their budgets. These statements im-
ply that the government sector of the economy
should be considerad in its relation to the entire
national economy. This, indeed, is inevitable if
large development expenditures are involved.

In financing 2 budget of given size, the govern-
ment should decide on the method of withdrawing
resources from the rest of: the economy that will
least impede the attainment of other economicC
objectives: or it may seek-to further other objec-
tives, such as distribution of income, through its
method of financing. In deciding on the size of the
budget, it must seek a satisfactory compromise

_between the ends to be attained by the budget itself

and those other obizctives.

The governmient can finrance the budget by taxa-
ton or borrowing. Whethar taxation or borrewing
is used should depend not on the character of gov-
srnment expenditures—whcther they can be ciassi-
fied as consumption of invesimeint—-but on the
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efects the government desires to produce. broadly
speaking. on pnivate consumption and investment.

In a fullv emploved econcmy. the government
wathdraws resources from private use when it ap-
piles them 10 public use. Whether it withdraws
them from private investment or private consump-
tion depends on how it compares the present with
thie future. Borrowing mainly affects private invest-
ment. and finance by borrowing means that the
budget is being provided for at the expense of the
srowth of the private economy. Finance by taxa-
tion. on the other hand. normally means that both
private consumpdon and investment are curtailed.
aithough the relative degrees by which they are
curtailed will depend on the nature of the taxation
imposed. The appropriate combination of borrow-
ing and various kinds of taxation can be deter-
mined only by explicit recognition of the objectives
¢f government policy with respect to the private
economy. The government may go further and. in
the guise of financing the budget. may actively
oromote other objectives. For instance. it may levy
tixes in excess of total expenditures and thus in-
crease savings that mayv be made available for
the private economy. Such action. in conjunction
with an appropriate monetary policy. can increase
the rate of growth of the private economy.

In a situaton where resources are generally
enemploved and likely to remain so, the immediate
task of the government is not to withdraw resources
from private use to make way for the budget, but
to use the budget to increase both public and pri-
vate expenditures. This it can do by borrowing
and spending funds that would otherwise remain
unused. So long as resources remain generally idle,
budgeting ceases to be a matter of allocating scarce
resources. Indeed, under such conditions budgeting
and economic life as well lose their rationality. The
objective of government through its budget or other
measures should always be to ensure that a condi-
tion of scarcity prevails. Economic activity should
always be increased to the point where-it is limited
by some scarce factors. Such factors may be labor,
particular kinds of labor, capacity in critical indus-
tries, or foreign exchange. In a condition of scar-
city, rational conduct is possible and the aliocative
principles of budgeting apply.

Technical summary. The foregoing argument
Tepresents an attempt te apply the principles of
economic theory to the problem of judgeting, with
minimum use of the language of economics. It may
be useful io summarize ‘the central argument in
economic terms. I government activides can be
eXpressed in quantitaiiver ierms, the government
can draw up a preference map showing rates of
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substitution amorg :ts various activities. If it knows
the relauve costs of these activides. 1t can then
draw up its series of hvpothetical budgets. If it can
produce trom this informauon index numbers of
public goods. and also of private goods. it can draw
up another preference map. consisting of a family
of indifference curves relaung public to private
goods. With its cost information it knows the rate
at which private goeds can be transformed into
public goods. It can thus find its opuumum budget.
Under these circumstances there could be a clear
division of labor between policy makers who deter-
mine the indifference curves and budget makers
who determine the cost curves and make the
computations.

In practice. the construction of index numbers
for various programs would involve enormous diffi-
culties. Initial weights of the various compenents
would have to be determined. and the problem of
the changing mix of optimal programs would have
to be wrestled with. The relation of any index num-
ber to what it was supposed to indicate would be
subject to change. The significance of the defense
index would be affected by the capabilities of the
enemy, and of the health index by the prevalence
of disease. At all these points the construction of
an index would depend heavily on judgment. But
the construction of an index might give the impres-
sion that objective methods were possible and that
the exercise of judgment was not necessary.

The same difficulties occur. in magnified form,
if an index of all public goods is attempted. On
the other side of the question, no index of private
goods foregone would convey an adequate impres-
sion of the economic impact of budgets of varying
size.

Because a large element of judgment must be
exercised in any case and because the construction
of aggregate indexes for programs would not facili-
tate that process, it seems clearly preferable to
work with the more familiar notion of money
optimally spent in various directions, with particu-
lar stress on the need for optimizing. { The standard
index approach. however, may be feasible in many
cases in solving problems at the “program ele-
ments” level, just as it is in many other economic
problems.) p ¢

Consequently, the indifference curves should be
established in terms of given amounts of money
optimally spent on various programs, on the total
go'?emment program, and on private goods. The
transformation curves then simply become 457
lines. The proucesses of budgeting and policy mak-
ing are theroughly intermingled.

These conclusions concerning government budg-
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eting sugzZest that the standard theorv of con-
sumer behatior might be usefully modified along
stmilar hines. Although a consumer. planning s
breakfasi. mas be able to estabiish preferences be-
tween bacon and eggs. the purchase of a house
mav be a1 different matter. A consumer with a
limited budzet may employ an architect to draw
up a number ot plans within s budzet consiraint.
The purchaser then selects the plan he likes most.
ke may not xnow what kind cof house he wanis
until he has inspected the alternatives available to
him. Economics should be concerned not only with
the allocation Bf scarce resources among alterna-
nve uses bur also with the discovery of the alterna-
tive uses to which scarce resources can be put.

ARTHUR SMITHIES

ISee also ECONOMICS OF DEFENSE.]
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BUDGETING AS A POLITICAL PROCESS

‘Budgets are predictions. They attempt to specify
connections between words and numbers.on the
budget documents and future human behavior.
Whether or not the behavier intended by .the
authors of the budget .actually takes place is a
question of empirical observation rather than one
of definition. The budget of the Brazilian govern-
ment, for example, has: long been known as “a

great lie” ¢Alionar Baleeiro reported by Frank
Sherwood  with little of anv connection betwesn
what is spen: for varives pursoses and what s
contained in the tormal document. Nor is thers
any necessary connection hbetween the budgets of
Soviet «Berliner 1957, and American (Argyris
1952. Sord & Welsch 1938 industnial firms and
the expenditures they :make or the actions thet
take.

Budgeung is concerned with the translation ot
financial resources inmto human purposes. Since
funds are limited. a budget mav become a mecha-
nism for allocating resources. If emphas:s is placed
on receiving the largest returns for a given sum
of monev. or on obtaining the desired objectives
at the lowest cost. a budget may become an instru-
ment for pursuing efficiency (Smithies 19331, A
proposed budget mayv represent an organization’s
expectations. it mayv contain the amounts which
the organization expects to spend. A budget may
also reflect nrganizatonal aspirations. it may con-
tain figures the organization hopes to recen e under
favorable conditions. Since the amounts requested
often have an effect on the amounts recerved.
budget proposals are often strategies. The total
sum of monev and its distribution among various
activities may be designed to have a favorable
impact in support of an organization's goals AS
each participant acts on the budget he receives
information on the preferences of others and com-
municates his own desires through the choices he
makes. Here a budget emerges as a network of
communications in which information is being
continuously generated and fed back to the partici-
pants. Once enacted a budget becomes a precedent.
the fact that something has been done before
vastly increases the chances that it will be done
again (Wildavsky 1964).

For our purposes we shall conceive of budgets
as attemnpts to allocate financial resources through
political processes. If politics is regarded as con-
flict over whose preferences are to prevail in the
determination of policy. then the budget records
the outcomes of this struggle. If one asks who gets
what the (public or private) organization has (o
give. then the answers for a moment in time ar¢
recorded in the budget. If organizations are viewed
as political coalitions (Cyert & March 1963).
budgets are mechanisms through which subunits
‘bargain over conflicting goals, make side-payments.
and try to motivate one another to accomplish
their objectives. .

Viewed in this light, the study of budgetng
offers a useful perspective from which to analyzé
the making of policy. The opportunities for com-
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parison are ample. the outcomes are specific and

uantifiable. and the troublesome problem of a
unit of analysis with which to test hvpotheses—
there 1s no real agreement on what a decision con-
sisis of —1s solved by the verv nature of the trans-
acuons in budgeung. Although a major effort has
been made to collect budgetary material from many
different countries. levels of government. and pn-
vate firms. the results have only been fragmentary
at best. Very little is available in any language
on how budgeting is actually carried cn. From
Stourm’s classic work on the budget (1889) to
the present day. virtually the entire literature on
budgeting has been normative in tone and content
“Smithies 1953. Burkhead 1936. Buck 1929: 1934.
Willoughby 1918: 1927). Yet the glimpses we do
get of budgetary behavior in different svstems sug-
gest that there may be profound uniformities under-
Iving the seeming diversities of form and structure.

Budgetary calculations

Decisions depend upon calculation of which
aiternatives to consider and to choose. Calculation
ir.volves determination of how problems are idend-
fied, get broken down into manageable dimensions.
ard are related to one another. and how choices
are made as to what is relevant and who shall be
taken into account. A major clue toward under-
standing budgeting is the extraordinary complexity
of the calculadons involved. In any large organiza-
tion there are a huge number of items to be con-
sidered. many of which are of considerable techni-
cal difficulty. Yet there is little or no theory in
most areas of policy which would enable practi-
toners to predict the consequences of alternative
moves and the probability of their occurring
{ Braybrooke & Lindblom 1963). Man’s ability to
calculate is severely limited; time is always in
short supply; and the number of matters which
can be encompassed in one mind at the same time
I1s quite small (Simon 1947-1956). Nor has any-
cne solved the imposing problem of the interper-
sonal comparison of udlities. Qutside of the politi-
cal process, there is no agreed upon way of
comparing and evaluating the merits of different
brograms for different people whose preferences
vary in kind and in intensity.

Simplification. Partcipants in budgeting deal
with their overwhelming burdens by adopting aids
to calculation. They simplify in order to get by.
They make small moves, let experience accumu-
late, and use the feedback from their decisions to
gauge the consequences. They use actions on sim-
Pler matters they understand as indices to complex
concerns. They attempt to judge the capacity of
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the men in charge of programs even if thev cannot
appraise the pciicies direcilv Thev mav institute
across-the-board ““meat ixe”% cuts to reduce ex-
zenditures  c.ving on outcrres fram affectad agen-
cies and .nierest sToups o et them know if they
have gone too far «Widavshy 1964, pp 1-13).
Hospital boards :n Great Britain. unable to deter-
mine what costs should be in an absolute sense,
reiv on comparisons with tomnparibie :nsusutions
County councils heep close track of expenditures
in only a rew majer areas to cut cown on the bulk
of overspending. The timing of new starts on
projects is used as a simplifving device for regu-
laung total eapenditures. Another wav local au-
thorities keep spending within limits is through
the practice of “rate rationing.” or allowing com-
mittees so many pence or shillings of each pound
of income ‘ Roval Institute . . . 1939). Industrial
firms use the percentage of toral industry sales or
some percent:ige of earnings on assets emploved
before taxes .n setting budgetary geals. Many
organizations use the number of personnel as stra-
tegic contrel points in limiting expenditures « Sord
& Welsch 1938). Constraznts are actitelv sought
as i the common practice of isolating ~prunable”
items when looking for places to cut the budget
 Roval Institute . . . 1959. pp 113-116Y.

Incremental method. By far the most impor-
tant aid to calculation is the incremental method.
Budgets are almost never actively reviewed as a
whole in the sense of considering at once the value
of all existing programs as compared with all pos-
sible alternatives. Instead, this vear's budget is
based on last vear’s budget. with special attention
given to a narrow range of increases or decreases.
The greatest part of any budget is a2 product of
previous decisions. Long-range commitments have
been made. There are mandatory programs whose
expenses must be met. Powerful political support
makes the inclusion of other activities inevitable.
Consequently, officials concerned with hudgzeting
restrict their attention to items and programs.they
can do something about—a few new pregrams and
possible cuts in old ones.

When a British Treasury official warns in 1911
against “the habit of regarding each year's estimate
as the starting-point for the next . (Higgs
1914, pp. 135-136) one can be sure that the prac-
tice has become well established. Both the practice
and the complaints continue unabated in Great
Britdin (Mitchell 1935; Roval Institute . . . 1953).
Incremental budgetary calculations can be found
in such different places as Canadian provinces
(McLeod 1953) and Michigan cixies (where a
sample budgetary guideline to dcpariment heads
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reads. "Budgets should be for the same level of
service as the current vear unless a variation is
previousiv approved . . .” {Kressbach 1962. p. 41!).

Expectations of participants. Incremental cal-
culations proceed from an existing base. By “base”
we refer to commonly held expectations among
participants in budgeting that programs will be
carried out at close to the going level of expendi-
tures. The base of a budget. therefore, refers to
accepted parts of programs that will not normally
be subjected to intensive scrutiny. Since manv
organizational units compete for funds, there is a
tendency for the central authority to include all
of them in the benefits or deprivations to be dis-
tributed. Participants in budgeting often refer to
expectations regarding their fair share of increases
and decreases (Wildavskv 1964, pp. 16-18).
Argyris /1952, p. 16) guotes a supervisor as ob-
serving that emplovees had a well-developed notion
of a fair output. In talking about the Philadelphia
capital budget. Brown and Gilbert (1961) observe
that everv department got a share because projects
were considered partly as contributions toward
keeping the departments going. The widespread
sharing of deeply held expectations concerning the
organization's base and its fair share of funds pro-
vides a powerful (though informal) means of co-
ordination and stability ir budgetary systems which
appear to lack comprehensive calculations pro-
ceeding from a hierarchical center.

Coordination and supervision

The most powerful coordinating mechanisms in
budgeting undoubtedly stem from the role orienta-
tions adopted by the major participants. Roles (the
expectations of behavior attached to institutional
positions) are parts of the division of labor. They
are calculating mechanisms. In American natonal
government, the administrative agencies act as
advocates of increased expenditure, the Bureau of
the Budget acts as presidential servant with a
cutting bias, the House Appropriations Committee
functions as a guardian of the Treasury, and the
Senate Appropriations Committee serves as an
appeals court to which agencies carry their dis-
agreement with House action. The rojes fit in with
one another and set up a stable pattern of mutual
expectations, which markedly reduces the burden
of calculation for the participants. The agencies
need not consider in great detail how their requests
will affect the president’s over-all program; they
know that such criteria will be introduced by the
Budget Bureau. Since the agencies can be de-
pended upon to advance all the programs for which
there is piospect of support, the Budget Bureau

and the appropriations committees can concentrate
respectively on fiting them into the president’s
program or paring them down. If the agencies
suddenly reversed roles and soid themselves short.
the entre pattern of murual expectations would
be upset. leaving the participants without a firm
anchor in a sea of complexity. For if agencies
refuse to oe advocates. congressmen would not
only have to choose among the margins of the
best programs placed before themn. thev would also
have to discover what these good programs might
be. Indeed. the Senate Appropriations Committee
depends upon agency advocacy to cut its burden
of calculation. if the agencies refused to carry
appeals from House cuts. the senators would have
to do much more work than their busy schedules
permit (Wildavskv 1964).

A writer on Canadian budgeting (Ward 1962.
p. 163) refers to the tendency for an administrator
o become “an enthusiastic advocate™ of increased
funds for his policies. When disagreements over
departmental budgets arise. as theyv frequently do
in private firms. the controller and the depart-
mental representatives come to a meeting armed
to the teeth to defend their respective positions
(Argvris 1952, p. 9. The same interministerial
battles go on in Great Britain (Brittain 19358.
pp. 216-217), the Netherlands (Drees 1953.
pPp. 61-71), and the Soviet Union. where “serious
clashes™ arise when ministries and republics ask
for greater funds to fulfill their plans (Davies 1938,
p. 184).

In a discussion which deserves to be better
known, W. Drees (1935, pp. 61-71) points out
that agency heads can defend the interests of their
sectors because it is so difficult for them to relate
their modest part in total expenditures to the
over-all budgetary situation. Anything they could
save through a spirit of forbearance would be too
small a portion of the total to make the sacrifice
worthwhile. From their point of view, total ex-
penditures are irrelevant.

The role of guardian or defender of the treasury
apparently did not come naturally. In the early
days of public finance in France, “Financiers ap-
propriated to,themselves without restraint the
spoils of the nation, and used for their own profit
the funds intended for the Treasury: the only
Jrestraint lay in the fact-that when their plundering
lexceeded the measure of tolerance they were
hanged. It was 2 summary procedure of control
@ posteriori . . .” (Swourm [1889] 1917, p. 536).
It took centuries to develop a finance minister like
Louis Thiers, whose definition of his role included
that “ferocity . . . nceded (0 defend the Treasury”
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£ Stourm [1889] 1917, p. 69). The members of
the U.S. House Appropriatuons Commirtee con-
sider themselves guardians of the Treasurv who
take pride in the high degree of frequency with
which thev reduce estimates “Fenno 1962). They
reconcile this role with the defense of constituency
interests by cutting estimates to satisfv one role
and generallv increasing amounts over the previ-
ous vear to satisfy the other.

Among the legislatures of the world. however.
guardianship appears to be quite rare. Drees (1933}
reports that in the Netherlands the legislative spe-
cialists concerned with finance, bv advocating
higher appropriations. defend the interests of the
policv areas over which they have jurisdiction to
a degree overriding party lines. Much the same
thing happened in France during the Fourth Re-
public (Williams 1954). [t may be that guardian-
ship depends. first. on appropriations committees
that have continuing power to affect outcomes—
a rare occurrence in the modern world—and. sec-
ond. on the development of cultural values and
legislauve mores that support an insistent financial
check on the bureaucracy. Legislative committees
in nations like Mexico. where virtuallv complete
budgetary power is in the hands of the president,
who heads the single great partv (Scott 1955), or
Great Britain, where party responsibility over-
whelms parliamentary initiative (Brittain 1959).
are hardly in a position to develop a role of
guardianship.

Budgetary goals

Possessing the greatest expertise and the largest
numbers, working in the closest proximity to their
policy problems and clientele groups, desirous of
expanding their horizons, administrative agencies
generate action through advocaey. But how much
shall they ask for? Life would be simple if they
could just estimate the- costs of their ever-expanding
needs and submit the total as their regquest. Buz
if they ask for amounts much larger than the
appropriating bodies believe are reascnable, the
credibility of the agencies will suffer a drastic
decline. In such circumstances. the reviewing or-
gans are likely to apply a “measure of unrealism”
(Roval Institute . . . 1939, p. £43). with the resuit
that the agency gets much less than it might have-
with a more moderate request.- So-the first decision
tule is: Do not come in toc-high. Ye: the agenries
must also not come in-too’low, for the assumption
Is that if agency advecates do not ask for funds:
they do ne: need them.”Since the budgetary situa-
tion js always right, tenibly tight, or impussisly
tight, reviewing: bodies are-likely to accept a low
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request with thanks and not inquire too closelv
into the rationale. Given the distribution of roles,
cuts must be expected and allowances made.

The agencv decision rule might therefore read:
Come in a little high (padding). but not too high
(loss of confidence). But how high is too high?
What agency heads do is to evaluate signals from
the environment—Ilast vear's experience, legisla-
tive votes. executive policy statements. actions of
clientele groups. reports from the field—and come
up with an asking price somewhat higher than
thevy expect to get (Wildavsky 1964. pp. 21-32).
In Michigan cities, for example, city managers
sound out councilmen to determine what will go
or get by in their budgets (Kressbach 1962. p. 3).
Departments and local authorities in Great Britain
commonly make assessments “of how much spend-
ing is likelv to be acceptable to the governing body”
{Roval Institute . . . 1939. p. 37). After first deter-
mining what the mavor, finance director. council-
men. and other kev participants will ~die for.”
together with other projects which “cannot be
moved.” the men in charge of Philadelphia’s cap-
ital budget let other projects by if they seem sound
and if the request is not too far out of line {Brown
& Gilberr 1961. pp. 71-88).

The Bureau of the Budger in the United States
takes on the assigned role of helping the president
realize his goals when it can discover what they
are supposed to be. This role is performed with a
cutting bias. however. simply because the agencies
normally push so hard in asking for funds. The
bureau helps the president by making his prefer-
ences more widely known throughout the executive
branch so that those who would like to go along
have a chance to find out what is required of them.
Since Congress usually cuts the president’s budget,
Bureau figures tend to be the most the agencies
can get, especially when the items are not of such
paramount importance as to justify intensive scru-
tiny by Congress. Yet the power of the purse re-
mains actively with Congress. If the Budget Bu-
reau continually recommended figures which were
blatantly disregarded by Congress, the agencies
would soon learn to pay less and less attention to
the president’s budget. As a result. the Bureau
foliows consistent congressional action ( Wildavsky
1964, pp. +42); it can be shown empirically that
Bureau recommendations tend to follow congres-
sfonal actions over a large number of cases.

In deeiding how much money to recommend
for specific purposes. the House Appropriations
Committee breaks down into largely autonomous
subcommittees in which the norm of reciprocity
is carefully followed (Fenno 1962). Specialization
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is carried further as subcommittee members de-
velop limired areas of competence and jurisdiction.
Budgeting is both incremental and fragmented as
the committees deal with adjustments to the his-
torical base of each agency. Sequential decision
making is the rule as problems are first attacked
in the jurisdiction in which thev appear and then
followed step-bv-step as thev manifest themselves
elsewhere (Wildavsky 1964, pp. 36-84). The
subcommittee members treat budgeting as a proc-
ess of making marginal monetary adjustments to
existing programs, rather than as a mechanism for
reconsidering basic policy choices everv year
‘Fenno 1962). Fragmentation and specialization
are further increased through the appeals func-
tions of the Senate Appropriations Committee,
which deals with what has become ( through House
action) a fragment of a fragment. When the ac-
tions of subcommittees conflict. coordination may
be achieved by repeated attacks on the problem or
through reference to the House and Senate as a
whole when the appropriations committees go be-
vond the informal zone of indifference set up by
the more intense preferences of the membership.
When one thinks of all the participants who are
continually engaged in taking others into account.
it is clear that a great many adjustments are made
in the light of what others are likely to do.

Budgetary strategies

Having decided how much to ask for. agencies
engage in strategic planning to secure their budg-
etary goals. Strategies are the links between the
goals of the agencies and their perceptions of the
kinds of actions which their political environment
will make efficacious. Budget officers in the U.S.
national government uniformly believe that being
a good politician—cultivating an active clientele,
developing the confidence of other officials (par-
ticularly of the appropriations subcommittees),
and using skill in following strategies that exploit
opportunities—is more important in obtaining
funds than demonstration of efficiency. Agencies
seek to cultivate a clientele that will help them to
expand and that will express satisfaction to other
public officials, Top agency officials soon come to
learn that the appropriations committees are very
powerful: their recommendations are accepted
approximately 90 per cent of the time {Fenno
1962). Since budgetary calculations are so com-
plex. the legislators must take a good deal on faith.
Hence their demand that agency budget officers
demonstrate a high degree of integrity. If the ap-
propriations committees believe that they have
been misled. they can do grave damage to the

career of the offending budgeting officer and to
the prospects of the agency he represents. While
doing a decent job miav be a necessarv condition
for success. the impertance of clientele and confi-
dence are so great that all agencies employ these
strategies “Wildavsky 1964, pp 65-98).

In addiucn to these ubiquitous strategies there
are contingent straicgies which depend upon time.
circumstance. and place. In defending the base,
for example. cuts mav be made in the most popular
programs so that a public outcry results in restora-
tion of the funds. The base may be increased with-
in existing programs byv shifting funds between
categories . Kressbach 1962. p. 51: Stourm [1889]
1917, p. 348). Substantial additions to the base
may come about through proposing new programs
to meet crises and through campaigns involving
large doses of advertising and salesmanship
(Wildavsky 1964. pp. 101-123". The dependence
of these strategies on the incremental. increase-
decrease type of budgetary calculaticn is evident.
By helping determine the ways in which pregrams
are perceived and evaluated. the forms of budz-
etary presentation may assume considerable im-
portance.

One major strategv deserves separate attention
—the division of expenditures into capital and
expense budgets. In practice, as Mos* 2r savs, “The
Capital budget is a catalogue of prospective budgets
for which money may be borrowed . . .” (1956.
p- 69). The attempted distinction between capital
assets with future returns and ordinary expendi-
tures soon breaks down under the pressure of
avoiding tax increases or the appearance of defi-
cits by borrowing for items designated in the capi-
tal budget (Burkhead 1856, pp. 182fF.; Mosher
1956, p. 70; Sundelson 1938, pp. 146-198). The
ideological emphasis on the size and growth of the
deficit in the United States makes it likely that
the introduction of a capital budget would permit
substantially greater expenditures as apparent defi-
cits become converted into formal surpluses.

Organizations wish to maintain themsclves in
their environment. For governmental agencics this
can be taken to mean maintenance of poiitical
support from clientele groups and other govern-
mental participants. We expect that policies are
chosen not only because of any intrinsic merit b'-l_t

;also because they add to, or at least do not sl
f ously detract frem, the necessary political support.
The heads of agencies can expect ic lose iniemma!
contrcl. to be fired, to see their policies cver'.urn-:tjl
or even to find their organizauon dismembered if
their recommendations arz continually GisaDb-
proved. They thercfore seek to maintain a reason-
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an

able record of success (to guard their professicnal
reputation. as Richard Neustadt puts ity in order
to muaintain the confidence of the kev peopie n
and out ot their agency. Thus. they are compeiled
to consider the probable actions of others differ-
ently situated who have a say in determining their
income. These notions may be tested by observinz
how agency requests varv with the treatment they
recenne from the Budget Bureau and Congress.

Suppose that we wish to explain the level cf
appropriations which agencies request of Congress
through the Bureau of the Budget and the amounts
which Congress provides through appropriations
laws. The gouals of the participants mayv be con-
ceived of as constraints which are represented by
the role orientations adopted by members of the
appropriations committees and by top agency offi-
cials. Moreover. we know that budgetary calcula-
tions are incremental. Thus. it becomes possible 0
create 1n svmbolic form. as linear. stochastic dif-
ferences equations. a series of simple decision rules
embodiing the relationships we expect to find.
Given the availability of appropriations laws and
of Budget Bureau requests for individual agencies.
the decision rules can be tested for their fit in
accommodating the times series comprising fifteen
or twenty vears' figures.

In the simplest form. for example. a decision
rule might be that the funds requested by an
agency in a particular vear are a direct function
of its appropriation in the previous year up to a
normally distributed random error. A second deci-
sion rule might make allowance for the difference
between what the agency asked for and actually
received from Congress in the previous year.
Should an agency decide to pad its request to make
up for a cut. should it decide to insist on the waorth
of its programs despite congressional action—
strategies such as these can be represented as
separate decision rules. Davis, Dempster., and
Wildavsky (1966) are now able to show that basic
parts of the federai budgetary process can be pre-
ciselv described by a small number of relatively
simple decision rules.

Budgets of firms

Treatment of budgets as political instruments
is justified not only in governmental activities but
also in industrial enterprises. A more political
phenomenon than budgeting in Soviet industrial
firms has not been invented. Rewards to managers
depend on meeting production quotas assigned in
economic plans. But the supplies, skilled labor, and
financial resources are often lacking. The first con-
sequence is that the quota is not set from above
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but becomes the subject of bargaining as the man-
agers seek to convince the munistries that quotas
should 5e as low as possible The managers find
it prudent not to exceed their quota hugely. for
in that case next year's quota will be raised bevond
attainment The second consequence is that pro-
ducuon is not rationalized to vield the greatest
cutput at the jowest cost but 1s zeared instead to
meeting specific incenuves. Heavy naiis. for ex-
ample. are averproduced because quotas are figurad
bv weight. Mamtenance mayv be slighted in favor
of huge effort for a short period in order to meet
the quota. Funds are hidden in order to provide
stack that can be used to pav “pushers” to expedite
the arrival of supplies. The list of essentially de-
ceitful practices to give the appearance of fulfilling
the quota is seemingly endless: producing the
wrong assortment of producis. transferring cur-
rent costs to capital accounts. shuffling accounts
to pay for one item with funds designated for
another. declaring unfinished gocds finished. low-
ering the qualitv of zoods. and so on Berliner
19537). The point 1s that the budgetary svstem
arranges incentives so that managers cannot suc-
ceed with lawful practices. Communist China re-
veals the same pattern ‘Hsia 1933: Li 1939).
When similar incentives are set up in American
industrial firms similar practices result, from run-
ning machines into the ground, to “bleeding the
line.” to meeting a monthly quota by doctoring the
accounts 1 Jasinsky 1956, p. 107).

As in the Soviet Union. American firms often
use budgets not to reflect or project reality but to
drive managers and workers toward increased pro-
duction. Indeed. some firms base their budgets on
historical experience plus an added factor for in-
creased performance ( Axelson 1963 ). Budgets are
conceived of as forms of pressure on inherently
lazy people so that (to paraphrase Mao Tse-tung)
the more the pressure, the better the budget. In-
evitablv, managers and workers begin to perceive
budgets as “perpetual needlers.” In some cases
this type of budget leads to discouragement be-
cause it is apparent that whatever the effort, the
budget quota will be increased. Since accounting
takes place by, subunits in the firm, it is not sur-
prising that fierce negotiations occur to assign
costs among them. As a result, top officials find
/it necessary to engage in campaigns to sell budgets

!to the umits. Otherwise, sabotage is likely (Sord &
Walsch 1938, pp. 140-150). While some attention
has been given to human relations in budgeting

Bebling 1951, p. 16), only Stedry (1960) has
atternpted to explcre the essential motivational

- .problems of budgeung within a political, institu-
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tional framework. Yet without an understanding
of the impact of different goals and incentive sys-
tems on human activity. reliable statements about
the likely consequences of budget documents can
hardly be made.

Intensive studv of budgetary behavior has just
begun. Despite the relative paucity of comparative
data. patterns of behavior appear to be remarkably
consistent across private and public organizations
(Wildavsky 1965: and national and state bound-
aries. After the appearance of monographs cn
different budgetarv systems in various environ-
ments. it should be possible to create a small num-
ber of budgetary models specifving the elements
of the organization coalition. the distribution of
roles among the principal actors. the most preva-
lent aids to calculation. the strategies which appear
as responses to tvpes of incentves, and the out-
comes to be expected in terms of amounts re-
quested and received. Computer simulation may
be used to test the effect of shocks to the budgetary
svstems. The study of budgeting as a political phe-
nomenon in an organizational context may then
become a major aid in the comparative analysis
of governmental policy.

AaroN B. WiLDavsky

[See also DFcCisiON MAKING; ORGANIZATIONS; PoLITI-
CAI PROCESS.]
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BUHLER, KARL

Karl Ludwig Biihler (1879-1963), German
psychologist, was born in Meckesheim. near Hei-
delberg; his father was a railway clerk and small
peasant. and his mother came of Catholic peasant
stock. Biihler grew up a Catholic and obtained a
scholarship to the Tauberbischofsheim Catholic
Gymnasium. In 1899 he matriculated at the Uni-
versity of Freiburg im Breisgau and in 1903 earned
his ».p. with a dissertation on the physiological
theories of color vision under Johannes von Kries.
He also studied philosophy at Freiburg and con-
tinued his philosophical studies at the University
of Strassburg. There he earned his PH.D. under
Clemens Bdumker in 1904 with a dissertation on
the psychology of Henry Home (Lord Kames), the
eighteenth-century Scotish philosopher.

After returning to Heidelberg to serve as assist-
ant to von Kries, Biihler went to Berlin to study
under Erdmann and Carl Stumpf; in 1906 he went
to Wiirzburg as an assistant to Oswald Kiilpe, ob-
taining his habilitation as docent in philosophy
upon submitting experimental studies on the psy-
chology of thought processes. Biihler followed
Kiilpe when the latter moved to Bonn in 1909 and
to Munich in 1913; there Biihler was appointed
associate professor without tenure. During World
War 1t he was for a time a captain in the medical
corps, developing psychological aptitude tests for
drivers and pilots and also treating brain injuries.

In 1916 Bihler married Charlotte Malachowski,
who in the same year earned her pH.D. at the Uni-
versity of Munich. At the end of the war, in 1918,
Bithler was appointed a full professor at the Dres-
den Institute of Technology, where his wife re-
ceived the habilitation as a docent in 1920. Two
years later, when Biihler was appointed professor
in Vienna, Charlotte Bihler also transferred her
docentship to Vienna and became his assistant.
Between 1922 and 1938, Biihler, with his wife's
support, established and ran a psvchological inst-
tute in Vienna, as well as his own school of psy-
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chology, which soon achieved world-wide recogni-
tion. Concurrently he was visiting professor at the
Pedagogical Institute of the City of Vienna.

In 1926-1927 and again in 1929 he taught in
the United States as an exchange professor at
Stanford. Johns Hopkins. Harvard. and Chicago
universites. In 1838 he was briefly arrested by the
Hitler regime in Vienna but released upon the
intervention of Norwegian friends. Then he emi-
grated. first to Oslo and. in 1939. to the United
States. wherz he became professor of psvchology.
first at the College of St. Scholastica in Duluth,
Minnesota, and later, from 1940 to 1943 (with a
brief interlude at Clark University in Worcester.
Massachusetts), at the College of St. Thomas in St.
Paul. Minnescta. At the end of World War 11 he
moved to Los Angeles. serving as assistant clinical
professor of psvchiatry at the medical school of the
University of Southern California until 1935 and
as consulting psvchologist at the Cedars of Leba-
non Hospital. He died in Los Angeles in 1963.

In 1960 Biihler was elected honorary president
of the Sixteenth International Psvchological Con-
gress in Bonn, where he was awarded the Wilhelm
Wundt medal of the German Psvchological Asso-
ciation. During his vears in Vienna. Bihler had a
number of European students who later made
names for themselves. such as René Spitz, Alex-
ander Willwoll. Hildegard Hetzer, Paul F. Lazars-
feld, Egon Brunswik, Else Frenkel-Brunswik,
Konrad Lorenz, Albert Wellek, and Peter Hofstitter,
and from the United States, Edward Tolman, David
Klein. and Neal Miller.

When Biihler's Wiirzburg habilitation thesis on
the psychology of thought was published in the
Archiv fiir die gesamte Psychologie in 1907-
1908, it gave rise to a celebrated controversy with
Wilhelm Wundt, the old master of experimental
psychology, concerning the methedological legiti-
macy of nonexact experiments and retrospective
introspection. Next to Kiilpe, Bithler was the lead-
ing figure in the new psychology of thought that
broadened and redefined experimental procedures.
This psychology of thought was subsequently de-
veloped (beginning in 1919} into a psychology of
speech.

During Biihler's years in Bonn. however, he was
primarily interested in the work of the Graz school,
partieularly that of von Ehrenfels on visual ge-
stalten. As early as 1912—simultane~usly with the
first similar statements of the Berlir. -sychologists
who founded gestalt theory—Riihle read a paper
at the Fifth German Psychclegical Congress on the
comparison of spatial gestalten with respect 10
their proportions. His first major opus, Die Gestalt-
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W Chapter 2

The Public and Private Spheres
in Historical Perspective

Thomas K, Me Cruw

Throughout American history, the proper relationship between the
pubbe and private spheres has been a theme of prickly debate, In our
own Lime 1L underhies much research and commentary on such topies
as regulation, industrial policy, and corporate govertanee. Proposals
for deregulating industries, for “getting the governnunt off the bichs
of the people,” and for the “*reprivatization of public functions™ all
reflect Lthe characteristie belief of our ume Uiat (he ptblic-private
relationship is somehow out of whack and must e restored Lo
proper balunce.

As soon as one begins to think systematically about this question,
it becomes apparent that the ground is very shppery. Defintional
problems abound, Does “public” mean simply povernmental and
“private” nongovernmental? If s0, then in what sector should such
enlities as defense contractors be placed? When the Reapan admin-
istration increased the defense budget, did the public seetor grow?
Or did private companies such as General Dynamies merely reconl
higher sales? And what s the impact on the publie private split when
such “in-und-outers™ as John J, McCloy, Cyrus Vanee, Caspar Wen-
berger, and George Shultz change jobs? Is there any effect at all? Are
these persons men of the public sector, or of the private?

Ambiguitivs of this sort are not new in our history. They have por-
sisted from the beginning of the American republic, though in differ-
ent forms al different times. For approximately the last century,
Americans have been especially concerned abuout having a clear de-
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32 The Public and Private Sectors

marcation between public and private activities, During this same
period, we as a people have. developed certain abiding eriteria for
legitimacy that apply to both public and private behavior. These
same criteria atlach as well Lo that growing list of activilies and orga-
nizations that cannot casily be classified as either public or private
but which loom large in the mixed economies characteristic of mod-
ern democratic capitalism,

This ehapter addresses these issues by orienting the American ex-
perience comparatively: first across countries, then within the United
States itself across time. The premise is that we cannol see our pres-
ent situation clearly without the light shed by the experience of
other democratic market economies as well as by our own past. In
.the‘ latte,'r part of the chapter, 1 will explore the indexes of legitimacey
within ‘mixed public-private institutions in America, set forth some
of the pillars of success in such undertakings, and comment on the

i . . ‘ . .
performance of public functions by private corporations.

THE UNITED STATES IN COMPARATIVE
PERSPECT!VE

A ' :

One relevant index of American attitudes toward the public and pri-
vate, spheres is the extent of public ownership of industry. The
Inited Stites at the present time is at one extreme umonyg inarket
economies, as shown in Figure 21,

.The facts depicted in this chart speak mostly for themselves, The
United States is the only country besides South Korea with a com-
pletely private airline industry. We are the only country with an all-
private telecommunications network, and one of a handful with no
public enterprises in oil, gas, and steel. Furthermore, the trend over
the last decade in most countries other than the United States has
been toward more stite ownership.!

One perhaps unexpected characteristic of this chart is the absence
of a clear correlation between extent of state-owned enterprise on
the one hand and national economic performanee on the other.
Some economies that grew rapidly over the last twenty years (Ger-
many, Brazil) had substantial public ownership, while others (Japan)
relatively little. Some slow performers (Canada, the United Stales)
had few stale enterprises, others (Britain) a greal many,?

Of course, public ownership in these industries, which include
utilities as well as manufacturing, is only one measure of public in-
volvement in a nation’s economy. Another type of index is the
degree and growth rate of government spending. Table 2-1 shows
these numbers, which include all public spending on all levels.,

/
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Tabbe 2- 1, Government Spending as o Percentage of Gruss Domestic
Pioduct.

Increase i
Glomernment
Spoending as u
Perecntage of
GO 1701974
Average to
1977 199 \tvrage

It eise
(ilovecrnment
Spewding as g
Pereentage of
GDE - U6
Averuge Lo
19700 19708 Veerage

Government
Spending as a
Percentage of
Country wne, 1y

Swedien H.1

[ ] 11.1

Nethedands h1.7 ey (R
Norway YN | [N 80
Denmannk I (R 8.1
Belgnnn 44,2 T 10,0
Breland 49.0 HEY IR
Aushiia 190 Hh K7
Germany At O 72
Frame 1H.0 2 GhH
fraly 118 (1381 (1)
Britain 43.8 ] A1
Caniula 403 (1R 3.4
Switzestand 10,1 H 0 v 7
Finbaal a9 HO G.n
{heeer 31,6 oG N
Hiited States - === 3] - - - - - oo - R I T 1.2
Austrahia J31.7 K] |
dapan 30.5 2 h 0.5
] HEE

Spain 28 h H

Sowrce: Cameron (1982 19), denved Brom ORCD publications

Here again the story is the same: the Umted States has a low per-
centage of government spending among the industrialized market
economies. And by a very wide margin it has the smallest recent
growth rate in public spending. Recent rhetorie about the rampant
growth of government spending in the United States would seem Lo
have little foundation when viewed heside statistics for comparable
countries. Only if the United States is abstracted from the workd
economy and considered in isolution can the proposition of rapid
growth in publie spending he defended,

Government expenditures as o peteentage of a national cconomy
e becadeubated in different ways, of course. One cineful sty
wsing severad methods was done in 1980 for the Nationad Buren of
Economice Research, Each method pointed to the same conclusion:
with the important exception of transfer payments, there has been
no substantial growth of government spending in the United States
as a pereenlage of gross nalional product since 1952, Government
purchases of goods and services, as distinct from Social Securily and
other transfers, have followed a pattern characterized not by growth
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Figure 2-1. Extent of State Ownership.
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36 The Public and Private Sectors

but by a decided shift away from federal and toward state and local
povernment spending. Recent proposals to shift public functions to
these lower levels, therefore, express a desire for something that in
large measure has already occurred.

The apparent inconsistency between Table 2-1 (which shows total
govermnient spending in the United States at 33.4 percent) and Table
2-2 (which shows it at nearer 20 percent), derives from the exclu-
sion from the second table of transfer payments. The dramatic rise
in transfer payments over the last two decades can be seen in the
shifting disposition of the federal budget dollar (Table 2-3).

Several points are clear from the foregoing chart and tables. First,
speaking compuratively, the United States has an extremely small

Table 2-2. Government Purchases of Goods and Setvices as a Percentage of
Gross National Product {Current Dollars).

Federal ‘State and Local All Government
Year (percent) (percent) (percent)
1952 156.1 6.7 21.8
19556 11 1.6 14.8
1960 10.6 9.2 19.8
1965 9.8 10.3 20,1
1970 9.7 12,5 223
1575 — 5.0 14,1 221
1976 1.6 13.5 21.1
1978 1.3 13.3 20.6
1980 1.5 13.0 20,0
1981 78 12,5 20.3

Source: DBreuk (1980: 622), Stat. Abstract (1982: 4193),

Table 2-3. The Federal Budget Dollar, 1960-1979,

Transfers (Included

Defense Nondefense m Nondefense)
Year (percent) (percent) (percent)
1950 49.0 51.0 24.8
1965 40.1 659.9 257
1970 © 40,0 600 30.4
1975 26.2 73.8 43.7
1976 24.4 75 6 45.7
1917 24.2 , 75.8 45 3
1978 23.3 76.7 43.3
1979 23.2 76.8 43.2
1980 2316 76.4 41,1
1931 24.3 75.7 41.3

Source: Ureak (1980 637); Stut. Abstract (1952: 250),
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amount ol state vwnership ol enterprise, Similarly, the size and re-
cent growth rate of its government expenditure are quite small mea-
sured against those of other democratic market economiecs. As a per-
centage of gross national product, public expenditures in America
have remained almost constant over the last two decades, But in two
respects dramalic changes have oceurred. One is 1 Lhe rapid rise of
transfer payments, as the Uniled States  like other Western nations
but unlike most Asian market economies--has determined that the
wellare funclion will he a public responsibility with an extremely
heavy call on public funds. The second change is a rapid shift from
expenditures by the federal government to those by the states and
local commumities, largely throuph the mechanism of revenue sharing,

To be sure, a government’s influence on a national economy can-
not be measured solely by such pereentages. Regulalory measures of
many Lypes cause privite-seclor expenditures that oltherwise would
not have occeurred and that do nol show up in caleulations such as
those outlined. Fnormous investnients in pollution abatement, re-
ports to agencies, tax returns, and a host of other expensive require-
menls mandated by government constitute a hidden dimension of
the public sector’s impact on expenditures. In addition, tax laws
often have decisive effects on private-sector investment decisions.

Here again, however, in cross-national perspective it s almost
surely valid to say that the American private cconomy receives less
duection from government than do e ccononies of most other
countries, Ior example, Lo ignore government planning, promotion,
and overall economie influence in such countries as Germany, Japan,
andd Brazil during their periods of * miracle rowth” would be to
leave out what most scholars regard as the most important clementls,
I can think of no serious scholar who would argue that the level of
general government influence on the national cconomy is greater in
the United States than it is in these other countries,

Many would argue, of course, that the kinds of influence and the
goals of publie policy differ dramalically across countries. The com-
mon perception that other governments tend Lo promote and encouy-
uge the development of business enterprise while we in the United
States Ltend Lo regulate and restreain it is, by and large, an accurale
position. Despite numerous exceptions, there is little question that in
cross-national comparison the United States does nol promole busi-
ness enterprise Lo the degree that its international compelitors do or
that the United States itself did oarlier in its history (Vogel 1981;
Juhnson 1982).°

A comparative framework for these queslions is essential not only
for the sake of intellectual perspective, but fur immediate practical
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reasons as well. The economy of the Unijted States has become so
interdependent with others that we cannot isolate ourselves from
economic tendencies elsewhere. Nor can others insulate themselves
from events here. This is true whether the subject be interest rates in
the United States, oil prices in the Persian Gulf, or export subsidies
paid by other nations in order to make their products more competi-
tive in international markets. Just as in the business world one com-
pany’s actions tend to stimulate reactions by its competitors, one
country’s policies often compel responses by other countries. One
country’s promotion and subsidy of ils exports, either through state-
owned enterprise or by other means, can provoke competitive re-
sponses from foreign governments, because such promotion tends to
steal market share. Export and domestic sales by the nonsubsidizing
countries decline, and unemployment rises. The affected industries in
those countries then exert political pressures on their governments Lo
protect them from unfair competition abroad. When tens of thou-
sands af jobs are at stake, the pressures can become irresistible. Thus
a phenomenon such as the rise of state-owned enterprise turns out to
be contagious. The quest for interngtional market share in steel,
gu'tumuhiles, textiles, and many other industries tends powerfully
to promote the rise of government influence within national ccono-
Inies, even those that stop short of substantial state ownership (Wal-
ters and Monsen 1981). s

HISTORICAL BACKGROUND OF THE
PUBLIC-PRIVATE SPLIT IN AMERICA

' '

FFor the United States, these pressures pose extremely difficult prob-
lems. The need for decisive governmen?t action seems to boint us in
one directioa, but our dominant ideology points in another. We al-
most desperately want Lo resist the further growth of government
power, whether it be to ccmbat unfair trade practices abroad or to
improve our citizens® health and welfare at home,

In lhe context of this chapter, our national dilerama may he posed
as a pair of questions, First, why does the public-private issue seenm
c0 much more important to Americans than to the people of other
countries? Second, why is the American business-government rela-
tronship so much more adversarial? Some tentative answers to these
questions might suggest ways in which our treasured but sometimes
inconvenient ideology can be squared with the needs that are upon
us at the present time,

At its birth, onc of the traits that distinguished the United States
from older Western nations was the conspicuous absence of estab-

’

BEST AvaiL 4ABLE CopPy

The * “ic and Private Spheres in Historical Perspective 39

lshed mstitutions. lere, unlike in Burope, there existed no estub-
lished church, no standing army, no hereditary aristocracy, no clear
locus of sovereignty. The trappings of feudal society, with its ordered
strata and sense of organic unity, never took hold in America. In-
stead, ours was to be an open, mobile society, protected from abso-
lutism Ly the division of powers so carcfully writlen into the Consti-
tution: the federal system of divided state and national spheres, the
checks and balances of different hranches of government. As if to
underline their abhorrence of absolutism and privilege, the authors of
the Constitution (Article |, section 8) expressly forbade the establish-
ment of an aristocracy : * No Title of Nobility shall be granted by the
Umited States.” Compared with existing Buropean models of the
state, the American government, il not precisely weak, had sharply
circumseribed powers (Hartz 1955).

One result of this decision by the Founding Fathers was that a
large portion of political and econoniic power was 1efL up for grabs.
Beeause the society was so open and the continent so undeveloped,
the seramble for wealth and shares of power did not unduly disrupt
Awwerican life; instead it became the very essence of American life,
The development of the country was so manifestly a positive-stn
g that the growth of one person’s wealth and power did not nee-
essurily mean the shrinkage of another's, (1L often dul, of course, and
in this respect as for so many others in American hislory, the issue of
slavery was an enormously important exception.) But the openness
of society and the manifold opportunities for the rise of new for-
tunes contrasted vividly with the situation in Furope, as a host of
fineipn observers remarked at the time.?

In such an atmosphere i Ameriva, the distinetion hetween public
and private affairs did not have the compelling quality it acqured
later on, In a democratic republic, every citizen was private yot was
also w member of the body politic, corqual with every other member.,
Mostimportant, cach ettizen was Cree, and among s frecdoms was
s hiberly to mix public and private functions without a sense of
conflict. Several of the Pounding Fathers, for example, made Lrge
sums of money speculating in western public lands, By Liter stan-
dards, their actions would have heen seandalous. At the Lime, few
ohjected,

It was not until the Progressive Fra (1901-1911) that Americans
at birpge hegan to Lake close and eritical looks at such behavior, ‘Phese
yeirs brought the high tide of journahstic muckraking, our first sus-
tained period of obsessive preoceunpation with thievery and betray -
als ol the public trust. ‘The first ghinmerings ol insistence on the sep-
aration of public and private activity had begun late in the nineteenth
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century, for reasony discussed in greater detail below. But what hap-
pened in the Progressive Era brought into focus the issues at stake in
the separation, as weil as the assumptions underlying the conviction
that the two must be kept separate.

A landmark in this new way of thinking was the historian Charles
A. Beards book An Eeonomic Interpretation of the Constitution
(1913). This influentiai work retrospectively muckraked the motives
of the Constitution'’s zuthors, Beard argued that some of the dele-
gales to the Constitulional Convention stood to profit personally
frem the adoption of such a document, and his book stimulated a
host of similar studies of all perjods of American history. Within a
few years, this “Beardian or " progressive” school of scholarship, as
it came to be called, dominated the teaching and learning of history,
political scienee, and other disciplines in the United States.

Progressive history told an exciting story. It recast the American
experience as a continuous contast between pubiic and private inter-
estse—that is to say, between right and wrong. Instead of the tale of
uninterrupted glory narrated by Parson Weems and the Me iuffey
Reader, American history now became an ongoing struggle between
good and evil, Most of the evil was found to reside in the business
community. The banker Nicholas Biddle, it now developed, had pro-
vided a retainer to Senator Daniel Webster, who looked after the
bank’s interests in return. The young J, Pierpont Morgan, it was now
discovered, had earned his first fortune by selling defective rilles to
the Union Army.

These peccadilloes, progressive scholars wrote, were mere preludes
to what happened in the last third of the nineteenth century. In that
sordid era, such Robler Barons as John D. Rockefeller, Jay Gould,
and James B. Duke rode roughshod over the public interest i pur-
suit of their private fortunes. Mark Twain had given this period its
sobriquet, *“'T'he Gilded Age,” in a spirit not entirely pejorative. Laler
on, one of the most eminent of progressive scholars, Vernon lLouis
Parrington, called it “‘the Great Barbecue.” The cook at the Great
Barbecue was big business, the carcass the American public (Joseph-
son 1934).

In the 1920s, attacks on big business quicted down. But the Crash
of 1929 and the ensuing Great Depression seemed to confirm the
view that private business, which by common consent had caused the
depression, was indeed rotten. Acdordingly, it must be disciplined by
an aroused people acting through a much enhanced public sector;
as Franklin D. Roosevelt called it, “a New Deal for the American
people.” Along with banishing fear, FDR's first inaugural called for
driving the *money changers” from the American temple. And by
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the nnddle of the twentieth century, Lthe functional separateness
of the public and private sectors had become a mainstay of the
American liberal creed. Within the academy, the climax of progres-
sive scholarship came with Arthur M. Sehlesinger, Jr.'s great hooks
on Jacksonian Democracy and on the New Deal. In the stirring
prose embl matic of progressive writing, Schlesinger cast both these
movements in terms of their resolute opposition Lo the business
communily. As he put it in a famous statement that by now was so
sell-evident in liberal cireles that he hardly needed to make it at all,
“Liberalism in America has been ordinarily the movement on the
part of the other seetions of society to restrain the power of the busi-
ness community” {Schlesinger 19:15: H05).

Self-evident in the middle of the twentieth century, such a gen-
ernlization would have been incomprehensible in the middle of the
nneteenth. "The great leaders of thal period — Clay, Webster, Calhoun,
Jackson, Lincoln, Dounglas—did not habitually posit a dichotomy be-
tween the interests of business and those of the American people,
Instead, these were seen Lo go hand in hand. Granted there were
plenty of quarrels between warring cconomie interests: southern
planters versus northern textile magnates, industrialists versus labor
umonists, merchants versus sharecroppers, shippers versus ralroads.
Bul there was no basie division between business on the one hand
and the people on the other. In fact, Lhe nineteenth-century political
ceonomy was characterized by widespread public assistance Lo busi-
ness enlerprise through the promotion of canals, railroads, and other
“internal improvements” (Goodrich 1960; Heatl 1960 Harte 19-48;
Handlin and Handlin 1947; Scheiber 1969 Lavely 195H5).

What changed it all, what brought about the seisine shift in the
Anlerican viewpoint toward the public-private issue, was probably
the sudden rise of big business. 'This profound movenient hepan wath
the rinlroads in the 1850s and matured with the revolulion m manu-
facturing and distribution between aboat 1850 and 1910, Prior to
this period, no single enterprise, indeed no entire mdustry, was suf-
ficiently  large to threaten a substantud number of people. EBven
miyor lactores usually employed no more than a few hundred work-
ers. Before the 1870s, even the Jarpest manufacturing companivs
were usually capitalized at less than $1 nualhon (Chandler 1977, pt. 1),

Within a single generation, all this changed. By 1890 cach of sev-
eral railroads employed more thun 100,000 workers. By 1900 John
D. Rockefeller’s Standard Oil Company had grown into a huge multi-
national corporation capitalized at $122 million. James B. Duke's
American Tobacco Company completed a series of mergers and inter-
nal expansions that took it from a capitalization of $25 million in
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1890 tolone of $500 million in 1904. And in 1901 the creation of )

the Upited. States Steel Corperation climaxed a $1.4 billion transac- 5.0 ¢
tion. This sum, far beyond the imaginalion of most contemporary oo R o e oo wlS
citizens, became a symbol of the new giantism in the American econ- 2 zé @ © E :;f R
omy (Chandler 1977, pts. 2-4; Moody 1904). 3& glo o :_J:

. With the rice of big business, the term “private enterprise’’ ac- §‘L§ g < )
quired a different meaning. Where oace it had meant liberty and free- = o
dom, it now meant danger as well. It menaced America. It brought, &
without any question, that very centralized power against which the ,_4
Founding Fathers had fought their revolution. Small wonder that in SE g e e s
its train came a new way of interpreting American history and a new . E§,§' “ﬁ n oo i S @ S|z
insistence on separating tie public sphere from the private. 8 §Lf £« -
. As big business emerged, the size of the public sector was changing Flagwm s
as well, though not nearly so rapidly. In 1871, on the eve of the crea- b “
tion of the first great Lusiness trusts, only 51,020 civilians worked B é
for the federal government. Of these, 36,696 were postal employees. © s
The remaining 14,324 governed a nation whose population exceeded o o e
40 million. The subsequent trend in federal employment, further & SR s m o me ol
broken down with respect to those working in the national capital, 2l TE|dzenraLse :
was as shown in Table 2-4. £ g&‘ ChHE A8 NR]..
In the thirly years from 1871 to 1901, rapid growth is evident, S| =y e e
but from a tiny base figure, Even by 1901, the year of the U.S. Stecl E = B
merger, the ratjo of federal employees to the national population was = ¢
only 1 to 751, compared with 1 to 102 in 1980. As the table sug- g é
gests, the largest absolute growth in federal employment occurred 2 5
just where one would expect to find it; in the years of the New Deal, 2 E_.8]e v g w oY
World War 11, and the Great Society. - §§ 2 8 &% e o PR
What do these numbers have to do with the relationship hetween g éEB - § :é :'15 :? k, ,0, 5
the public and private spheres? Simply this: In the United States, zl= @ il | p
alone of all major market economies, the rise of big business pre- El §
ceded the rise of big gdvernment. In Britain, France, Germany, and w £
Japan, a substantial civil bureaucracy was embedded in the culture g j
long before the appearance of big business. In addition, cach of these T SE s or o et om oo | w
other nations had a feudal heritage stretching back for several centu- g R PR
ries, together with a well-defined locus of national sovereignty. In S(Ra3 (g gl d g &
the United States, however, big business came first. And when it did 5[ &% AR I
come, no countervailing force existed to soften its impact: no aris- § g
tocracy, no mandarin class, no guild tradition, no labor movement, o 3
no established church. This is one reason why the business revolution < ¥
proceeded so much more rapidly here than elsewhere, why extremely ~ @
E— large enterprises came so much earlier, and why the political reac- = &
‘%”&:, tion was so much stronger (Keller 1979; McCraw 1981: 1-19). s é ‘: § 8'3 &G,. ;3 g § Ug}
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The United States was the only nation to enact regulatory legisla-
tion diref:ted specifically against big business at very early dates.
Congress passed the Interstate Commerce Act in 1887, the Sherman
Antitrust Act in 1890, and the Federal Trade Commission and Clay-
ton Acts in 1914. We were the only country to attempt such a thor-
oughgoing regulation of railroads as was contemplated under the
llepburn Act (1906). Elsewhere, such laws were regarded as unnec-
essary. In the case of railroads, either the government itself owned
the enterprise or the size of the company was not so great as in the
United States, with its vast distances and correspondingly large rail-
road corporations. And the antitrust laws were simply inappropriate
for Europe. Although practices varied from one country to the next,
in general the European polities encouraged guilds and cartels, both
of which tended to protect small business and to aid those countries’
efforts to promote their exports (Keller 1979; McCraw 1981: 1-19;
Cornish 1979; Hannah 1979; Chandler 1980).%

In the United States, by contrast, small enterprises were often
threatened, displaced, or even absorbed by the integrative measures
typical of American big business, either through horizontal integra-
tion' (absorption by merger and acquisition) or through vertical inte-
gration (displacement of small wholesalers and retailers by forward-
integrating giant firms). The injuries suffered by small businesses in
these bften\brutal procedures’ thrust the question of big business
immediately_into national pu'liti.'cs.' Bewildered owners of small busi-
nesses joi.ﬁed with.angry farmers in glc';manding that the government
do something about the new menace,

In thig inanaer, a new political agenda emerged, and the adversarial
business-government relationship in America was born. It is impor-
tant to note that this adversarial character is strictly between Ameri-
can government and big business. Throughout the last century, small
businesses have attenipted to exploit the relationship as a means of
prolecting themselves. Their success has varied according Lo many
different conditions: the ¢bb and flow of national prosperity, the in-
volvement of the country in wars, and their own attitudes toward
government (McCraw 1981: 25-55)."

Of couise, peneralizations of the sort just set forth are very prob-
Peﬁvatical. They require careful specification and are subject to raany
exceptions and qualifications. But the main point is simple and
stizightforward: The nature of thé relationship between government
and big business in the Uniteu States is difficult to specify in any
absolute sense, but measured comparatively against the same rela-
tioaship in otner democratic capitalist countries, it is clearly more
adversarial. Further, the character of this relationship derived in parl
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from v reverse sequence of institutional growth. Whereas i most
nations big government (or, more precisely, a powerful and well-
developed stale apparatus) preceded the coming of hig business, in
the United States alone, with its antistatist traditions, hig business
came firsl. The pattern resembled a three-stage evolution (see Figure
2-2).

Obviously, this chart is only a rough depiction of the differential
growth rates of the public sector on the one hand and big business on
the other. The size of the figures only crudely expresses Lheir relative
strength. And the chart leaves out other institutions such as the
church, the aristocracy, und the military, all of which served in
Europe and Japan as additional counterweights to andue influence
by busmess. In the United States, where no such counlerweights

Figure 2-2. Growth Rates of Government and Big Business.
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existed, nothing appeared to stand between big business and the kind
of centralized power Americans had so long abhorred. (A refinement
of the chart might also show broad overlaps of the figures for the
other countries. Business-government cooperation sometimes became
so close that portions of the public and private sectors could enter
relationships of symbiosis or even merger,)

In the United States alone, big business was seen as the initial
threat to liberly, since it occupied the field uncontested and since
many of the early railroads and “trusts” did indeed abuse their great
power. They unilaterally decided questions that affected whole com-
munities and often made little secret of their *“Public be damned”
attitude. The fact that they also brought technological innovations,
economic growth, and low prices ‘o consumers could not entirely
offset the bad reputation they were making for themselves.

From the business perspective, on the other hand, when govern-
ment finally did begin to grow, it was seen as the threal—as a new
challenzer and pretender to the power that business had grown accus-
tomed to enjoying alone. Eventually, in a development full of irony,
the rise of big government in stage 3 was perceived by both big and
small business as ah illegitimate incursion by Washington into the
autonomy rightfully exercised Yy private enterprise. In the rise of big
government, business saw, quite accurately, a reduction in its own
freeldom of desision,

. Without the comparative perspective, it is difficult and perhaps
impossible to understand this process. But in the differential growth
rates betwzen government and big business, the American experi-
ence, has been more exceptional than we often think. In other coun-
tries, business executives seldom-experienced the autonomy charac-
terislic of their American counterparts. Few European or Japanese
business managers took it for granted that they could make impor-
tant investment decisions without consulting the state. American
executives, by contrast, thought it outrageous when Lthe U.S. govern-
ment first did claim such a role during the New Deal. And within
another gencration, their feelings had hardened into a virtual ideol-
ogy. As one student of this question has recently commented, **The
most characteristic, distinctive and persistent belief of American cor-
porate exacutives is an underlying suspicion and mistrust of govern-
ment It dislinguishes the American business community not only
from every other bourgeoisie, but also from every other legitimate
organization of political interests in American socicty” (Vogel
19178).

To this day foreign business executives envy American managers

their high social status, as well as Lhe degree of autonomy they still

4
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possess i making decisions. Europeans would hke very iouch to have
the frecedom their American counterparts enjoy trom atlacks by pow-
p erful Marxisl groups and to some extent from clains by trade unions
for a mayor voice in business decisions. Even the domestic cultures
of Europe and the United States reflect the difference. Seldom in
i American history did business managers suffer the vipuely unseemty
stution characteristic of their counterparts in Europe, lower in the
social pecking order than chureh officials, the landed aristoericy, or
the military. Being “in trade’ did not disqualify Americans from
cmaking o good marriage. Indeed, such American aristovracy as did
develop grew primarily not from a landed gentry but from a husiness
[kentry.

European and Japanese manugers emphatically do not, however,
envy American executives their relationship with povernment. In-
stead, they olten express wonder and bafllement at the adversarial
characler of that relationship, They have difficulty understanding the
mutual hostility between two sets of players whom foreign execu-
tives Lend to regard as natural allies.®

LEGITIMACY AND PERFORMANCE
IN THE MIXED ECONOMY

In Europe and Japan, both government and Lig business today enjoy
& presumptive legitimacy that is simply lacking in the United States.
Historically speaking, America’s absence of a feudsl heritage and its
early conditions of openness and mobility meant that almost nothing
excepl andividualism and personal freedom did have lepttimaey. In
stich a setting business enlerprise, nearly all of which was simall seale,
appeared most often as a manifestation o individual sutonomy, as
well as the commonest means of upward mobility, It therefore
shared in the legitimacy ol individualism. But the rise of hig business
m the luke nineteenth century partly undermined the presumptive
legitimacy of privale enlerprise and separated  business imto two
camps: small business, which retained legitimaey, and Lig business,
which never quite acquived it. Whenever big business did seem to
hive pained legitimacy, some new scandial or other event uaoder-
med L ouce more.,

The culmination came in the 1930s. when the Great Drepression
destroyed the legitimacy  that big business had managed to pgain
through its remarkable record in promoting economic growth. At the
same tune, Lhe initial Tailure of Herbert Hoover's povernment to deal
with the cconomic erisis bogan to call into question the legitimaey of
government itsell. ‘The issue of government legitimacy was compli-
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cated still further, though in a very different way, by the presidency
of Franklin D. Roosevelt. FDR's New Deal appealed deeply Lo most
Americans, but it angered corporate executives and wealthy share.
holders more than any other event since the beginnings of big busi-
ness itself. With the onset of the New Deal, the rise of big govern-
ment began in earnest, and the whole question of the proper relation-
sfnii) 'gt.\'.wen the public and private spheres took on new meaning.

The gri\ergency of World War Il temporarily mooted some of these
isst{es,lbui, the pattern had been set. Out of the combined upl:eavals
9f he Grepg D,ep‘ressioin and the war emerged the modern mixed
ecqn’qmy,lin which lth'e business-gavernment relationship in America
was, far more complex taan it had.ever been before. The new situa-
tion did not offer a relevant setting for the old conceptual separation
of the puolic and private spheres. ‘ile proliferation of huge govern-
ment contracts—with det‘ense|‘inc'lustriesl,ﬂwith private companies
deing work unrelated to defense; and with universities both publie
and private—blurred the issue as never before. In the mixed economy
nothing seemed purely public, nothing purely private. And within
such a context, no status—public, private, or mixed—was in and of
itsqlfpé route Lo legitimagy..,

Instead, a series of new criteria arose that transcended the publie-
private question. Later in this chapter, these criteria or pillars of
legitimacy. are discussed in detail. First, however, the relevancy Lo the
present discussion of both these criteria and the concept of legiti-
magy itself should be made more explicit.

The reason why the legitimacy question is so important is that it
underlies whatever changes different groups may wish to make in the
business-government relationship. These include, among other things,
proposals for deregulalion, for *‘getting the government off the backs
of the people,” and for the “reprivatization of publie functions.” In
order to clarify such issues and estimate the likely degree of their ful-
fillment, it is appropriate not only to place the American experience
in cross-national and historical perspective, as this chapter has done
up to now. It is also necessary to examine the boundarics of legiti-
macy in some of the institutions that have been developed under the
recent regime of the mixed cconomy,

A premise of this approach is that a question such as **Which types
of activity belong in the public sector and which in the private?” is
slightly off the mark. A betler way to get at the important issues is
to ask “What are the conditions of legitimacy in modern America for
different types of public, private, and mixed undertakings?”

Often, new medical principles are discovered by researchers who
look at uncommon pathologies or mutations. By much the same

N
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route, we can get a clearer idea of modern institutional legitimacy by
examining the performance of organizations that combine public and
private roles in some unusual way in the mixed American cconomy,
Itis likely that the American polity holds publie, private, and mixed
organizalions alike accountable for Lhe fulliliment of the conditions
of Jegitimacy and that in some respects il makes little difference
which of these institutions carries on a given activity.

For cach, the conditions of legitimacy seem to bhe o complex
amalgam of effiviency, fairness, and shared power. Often we tend Lo
associate the first with the private sector and the next two with the
public. But long-term legitimacy in America for any institution,
whelher public, private, or mixed, requires satisfactory performance
on all three counts. To illustrate let us examine briefly the experi-
ences of two mixed institutions that grew out of the New Deal. The
examples are, first, the Tennessee Valley Aathority, a public corpo-
ration with a variety of functions; and scceond, the public-private cor-
porate regnlatory system constructed under the acgis of Lthe Securi-
ties and Exchange Commission,

THE TENNESSEE VALLEY AUTHORITY

The TVA was created in 1933 as a multiple-purpose river project
ntended Lo raise the standard of living in o depressed area of about
10,000 square miles and about 2.5 million population. e new
apency was Lo construct dams, develop an inland walerway, contiol
the river’s chronic Nuoding, develop new forms of tertlizey, and
bring electricity to farms, only 3 percent of which hid it at the time
m this region, The ‘I'VA was a controversial underbuleing, primanty
because of the provisions about clectricity. Privately owned power
companies were already serving the area, and they would have Lo he
coopted or displaced. President Herbert Hoover had vetoed carlier
legislation to do these tasks. 1lis veto messape expressed the charae-
teristic Aerican concern about keeping public and private alfairs
separate. For the government Lo enter into g competitive situation
with privale companies, said Hoover, s not liberahsim, 10 15 depen-
eralion” (U.S. President 1931),

President Franklin 1), Roosevelt, on the other hand, regarded pub-
he ownership of utilities as a legitimate Tunction of povermment,
rven certain circumstances, In the ease of the Tennessee Valley, he
showed no hesitation. Just before FDR signed the T'VA Act, Senator
Grorge Norris of Nebraska, who had spousored hoth this legislation
and the bill Hoover had vetoed, put u question to him: *What are
you going Lo say when they ask you the pohtical philosophy behind
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TVA?" Roosevelt answered with typical blandness, good humor, and
unconcern about mixed enterprise: “I'll tell them it’s neither fish nor
fowl, but, whatever it is, it will taste awfully good to the people of
the Tennessee Velley" (Goldman 1952: 339).

The ‘I'VA has remained controversial to this day. But in the years
since 1933 it has also achieved an extraordinarily high reputation,
both in the United States and even more so abroad, for the efficient
performance of its multiple functions. Eventually it became the larg-
est electric utility in the United States. It pioneered such innovations
as the declining-block utility rate structure, the coordinated manage-
ment of water raservoirs, and creative methods of personnel manage-
ment. And it succeeded brilliantly in its overall strategy of a unified
development of the Tennessee River system into a waterway whaose
flow can be controlled almost like a kitchen tap. That in the process
of doing all these things the TVA forced a major privately owned
utility out of business did not appreciably detract from the agency's
overall reputation for success (MeCraw 1971:; ch. B),

It was not until the 1960s and 1970s that the TVA ran into real
trouble. In those.decades, the agency’s halo not only began to tar-
nish, but ultimately fell to the ground. The new problems had to do,
tirst, with the pollution caused by its gigantic thermal power plants,
which fouled the air and used huge quantities of strip-mined coal.
Environmentalists protested against the spectacle of a government
agency's doing no better on environmental issues Lhan the privately
owned utilily industry was doing.

A second wave of problems struck in the 1970s, as the perceived
dangers of nuclear power and the skyrocketing cosl of both fuel and
capital all hit simultaneously. When these blows fell, TVA's public-
sector status alforded it no immunity. The agency was very adversely
affected, just as were its counterparts in the investor-owned part of
the industry. (‘The public sector accounts for about 20 percent of the
glectric power industry in Amervica [MeCraw 1976: 1372-1380]).

The significance of Lhe 'T'VA story to the present discussion [lalls
into three parts. First, the multiple-purpose job accomplished by Lhis
public agency could nol have been done by a privale company or
even a consorlium of companics. Pullic ownership was sine ua non,
Only a parl of the enterprise was even polentially profitable, and this
part initially was regarded as ineidental to the hamessing of the river
and the geaeral uplift ol living standards. There simply would have
been no way to *privatize” all of TV A’s multiple functions.

Despite its acknowledged success, the TVA experiment has never
been duplicated in the United States. When Senator Norris introduced
a bill in 1937 for “seven little TVA’s" to be bult in other parts of

4
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the country, the proposal did not even receive Roosevelt’s supporl
and did not come close to passage. In the American system, one T'VA
was enough, even in the depression atmosphere of the 1930s, The na-
tuon did not need additional yardsticks to measure the efficiency of
the privile utilities, Indeed, it is clear that without the ensis of the
Great Nepression, there would not have been even one.,

Finully, when the 'I'VA encountered intractable problems begin-
ning in Lhe 1960s, public-sector status not only failed to shield it
from allack but actually compounded its problems, The pressures it
received from environmentalists and from its own custonmers who
were outraged at the rapid rise in its rates for elecetricity were all the
stronger because ‘I'VA was pereeived as part of the government,

In all these ways, the I'VA's experience is a useful lilmus Lest for
the elements of institutional legitimacy in modern America. 15 odys-
sey suggests that in some fundamental ways, it makes littte difference
whether an organizalion is wholly public, wholly private, or mixed in
nature, If the organization is to maintain its legitimacy, 1L must he
perceived as perforing its Lasks efficiently, faitly, and withoul too
many unpleasant side effects. ‘T'here is no immunity from these
requirements.

CORPORATE CONTROL AND THE SECURITIES
AND EXCHANGE COMMISSION

A second revealing story of a mixed system bhegan with the passape
of the Sceuritics Act of 1933 and the Securities Exclumpe Act of
1934, In Lhe years since this legislation, the Seeurities and Exchange
Commission, which administers both laws, has developed a reputa-
tion as Lhe most effective vegulatory agency in the federal govern-
ment (Heffron 1971: 188; U8, Seaate 1977:10, 270; SEC Presiden-
ual Transition ‘l'eam 1980:1, 9).7 1L might even be argued that with-
out the SEC, bhusiness corporations in America would nol now enjoy
the legitimacy they do. The ageney promotes the disclosure of infor-
mation in an unusually thoroughgoing yet noncocercive way. Nearly
all business executives have a well-founded respect for it. But il is
the strategy behind the SEC’s achievement in a mixed pubhe-private
system, in addition to the success itself, that is of interest here (RMe-
Craw 1952).

Confronted in the 1930s with a national economic depression and
a discredited, moribund securities market, the SEC could vasily have
construed its mission as a punitive atlack on unpopular gianl corpo-
rations. Instead of wreaking vengeance, however, the agency set out
to restore legitimaey to Wall Streel's esseatial function of channeling
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investment capital into enterprise. In order to do this, the architects
of the SEC’s laws and policies emphasized disclosure and publicity of
corporate affairs much more than the hunting down and punishing
of .miscreants. The strategy looked forward rather than back and
focused on new reports rather than on past sins. The SEC did not,
for example, dwell on corporate America’s role in bringing on the
Depression. The legislation, very carefully drawn (which was atypical
for regulatory laws), required corporations to report annually to the
SEC on a host of intimate details of their business.

In a crucial decision, the SEC opted for enforcement of these pro-
visions not by a huge Washington bureaucracy but by a mixed public-
private regulatory system. 'T'he agency worked hand-in-hand with the
American accounting profession in order to promote accurate and
useful reports. In effect, private-sector accountants were made the
linchpin of the scheme of regulation. The accountants themselves
cooperated enthusiastically once. their panic over personal liability
was assuaged. The size of their profession multiplied rapidly in order
to meet the SEC-mandaled requirements for accounting services.
What is significant, is that the SEC deliberately used privale agents
to serve public functions.

A similar strategy underlay the SEC's management of its relation-
ship with the organjzed exchanges, especially the one in New York,
Rather than take over the New York Stock Exchange, as it might
well have done given the disgraceful record of Wall Street in policing
itself, the SEC pursued a policy of encouraging reform-minded insur-
gents within the exchange organization. This approach achieved com-
plete success within a few years, despite several contrary forces:
gppositi'on to cooperation from militant SEC staff members, stone-
wailing by the ruling oligarehs of the stock exchange, and frequent
carping from the New Republic and other liberal organs, which
argued that the SEC was contaminating itself by association with
wronigdoers. Implicitly, the New Republic was insisting that the pub-
lic and private spheres must be kept separate, that mixed systems of
Lhis nature were illegitimate.

The final brick in the SEC’s edifice of public-private reguiatory
structures came in'1938, when the agency helped to organize a pri-
vately run regulatory body for the so-called over-the-counter portion
of the securities industry. This new institution, the National Associa-
tion of Securities Dealers, Inc., looked like an ordinary trade associa-
tion. In fact it became an cffective regulatory force for the industry.
The association did not hesitate to discipline erring members through
fines, suspensions, and expulsions. Expulsion from the association

meant removal from the industry. And the beauty of the system was
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that as a private institution the association was not constrained by

the procedural red tape that delayed implementation of sanctions by

public regulatory agencies.

The SEC achieved its remarkable success primarily by encouraging
und involving third-party groups from the private sector. ‘These play-
ers, in turn, supported both the process and the SEC itsell, ‘Phe liti-
gation, delay, and adversarial posturing so characteristic of other
regulatory proceedings were thereby finessed.

Both the 'TVA and SEC stories are a good deal more complicated
than suggested in these synopses, and the precise nature of bureau-
cratic *success” remains subjective and obseure. Such sueeess as cach
of the two agencies did achieve was not gained without internal bhick-
ering within the organization, serious attacks from without, and
Perennial problems with Congress. In cach agency, moreover, success
could nol have come without first-rate talent. Such men as Arthur K.
Morgan and David K. Lilienthal of the TVA, James M., Luandis and
William 0. Douglas of the SEC, were not just good public servants.
They were topflight strategists who would have made their marks in
many other lines of work in either the public or private sector,

To understand the likely fate of proposals Tor public-privale part-
nerships or for the reprivatization ol publie functions, it is necessary
to comprehend both the pillars of and barriers Lo suecess in mised
undertakings,

PILLARS OF SUCCESS

1. A Sense of Crisis. The most creative experiments i mixed
undertakings have come dwing economic erisis, wartinme, or intense
international compelition. ‘the TVA and SEC during the Greal De-
pression, the Manthattan Project and mobilization of the private sec-
tor during World War 11, NASA and the moon shot during the post-
Sputnik competition with the Soviet Union, all come to mind as
instances of successful public-private collaboration in mised institu-
tions for the purpose of meeting some crisis. ‘The perceplion of crisis
is not a sufficient condition for success, and it may nol even be
essential. But it is certainly helpful. For example, a form of Medicare
was introduced as early as the Truman administration, but not until
the Greai Soeiety was the public perception of a crisis in health care
sulficiently powerful to push through the required legislation.

2. The Opportunity of a Positive-Sum Game. In the examples
Just cited, almost every player ended up better off, There were fow
clear losers. Even in the TV A story, the principal loser on the private
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side, Mr. Wendell Willkie of Commonwealth and Southern Corpora-
iion, parlayed his loss into the Republican nomination for the presi-
dency in 1940. In the SEC case, Wall Street regained a measure of
legitimacy, the accounting profession acquired new functions and
hordes of new members, and the over-the-counter brokers and deal-
ers gained power over the fly by -night operators who were giving
their industry a bad name. The Manhattan Project offered physicists
and other scientisls an ¢normous budget and relatively attractive
working conditions. War mobilization presented the opportunity for
the, making of great private fortunes without profiteering. NASA was
profligate with public funds during its heyday in the 1960s. And
Medicare, with all its fauits, finally passed Congress once the medical
profession perceived it as an economic boon as well as an alternative
to something more drastic.

3. A Coherent Strategy Implemented by First-Rate Talent. Most
of lhese successful experiments were carried out by unusuaily aple
orchitects of the original strategies and by capable administrators
who believed in the justice of the cuuse. The TVA and SEC leader-
ship has ,already ‘been described. In addition, there were Robert
Oppenheimer and Leslie Groves of the Manhattan Project, James
Webb of NASA, Robert Moses of the New York Port Authoricy,
Lucius Clag-of ihe interstate highway system, and Hyman Rickover
of the Navy’s nuclear power program. Each one of these leaders
understood the -necessity for a coherent strategy and for getting the
right subordinates Lo ecarry it through. .

4. Migh-Percentage Initizl Steps. The first thing TVA did was
build a great dam. Working round the clock, it employed four six-
hour shilts of workers in order to alleviate unemployment in the de-
pressed region. Given™ the engineering talent the agency was able to
attract (in large part because private construction was languishing at
the Lime), there was hardly any way its first project could [fail. The
initial success led to others and infused the whole organization with a
spirit that became its trademark. Much the same thing happened with
the SEC. And NASA took extraordinary pains to make its initial
manned rocket launchings not only successful in the technical sense,
but the occasions for national media spectaculars.

5. An ldentifiable Measure of Success ather than Profit. On a
cosl-benefit calculus, nearly all of the achievements listed so far be-
come less clearly successful. Yet each project tended to be either self-

™=y justifying through its fulfillment of noneconomic ecriteria (making
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the atoniic bowb; reaching the moon), or was financially self-sustain-
ing (the TVA power program through customers’ revenues, the SEC
though requirements that private accountants he paid by their cor-
porale clients),

In the absence of severe crisis, this pillar js perhaps the most diffi-
cult of all Lo put in place. If no clear prool of success i available, the
lssue returns Lo the bottom line of the income statement. And if that
s to be the eriterion, then the very nature of capitalism’s allocation
of resources is not going to he helpful on @ hroad scate (o any under-
taking except the investments of first choice as defined by capital
markets,

6. Some Means of Controlling the Agenda and Limiting the Num-
ber of Players. Almost any mixed-function enterprise or public-
private collaboration depends, if it is to suceeed, on the orderly im-
plementation of a coherent strategy. I the agenda of o given under-
taking is up for grabs and the number of participants is ualimited,
then the likelihood of success is small.

Because of the upheavals in American society over the last twenly
years, one can argue that insuperable barriers to the control of im-
portant public agendas now exist. The number of interest groups that
tow scramble for attention to their own narrow gouls - whether eco-
nomic, political, racial, social, sexual, or whatever— makes it clear
that cozy bilateral business-government relationships, even on an ad
hoc basis for admirable purposes, may often be doomed., ‘Phe revolu-
ton in judieial standmg, which makes it possible for all sorts of play-
ors Lo delay almost any new undertahing through exploitation of
the court system, has already Killed numerous projects that in an
carlier time would have saifed through. One cannot avoid wondering
whether some of the suceesses listed could have survived had they
been born in the media-dominat e, ligious atmosphere character-
istic of Amierican public life today, Several commentators have ox-
pressed doubt, for example, that the interstate highway system could
have been built had it been proposed in the 1970s rather than the
1950s. Yet it is cqually clear that without the revolution in judicial
standing and the opening up of access Lo power, the civil rights move.
ment and other socral achicvements of the last generation could not
have oecurred, The old dilemmas remaan, and as usual there are no
vasy solutions.,

Despite such problems (and the list could be much longer), one
salient trend of the 1980s stiggests that the barriers to successfu)
public-private ecollaboration might be breached, This is the trend
toward viewing countries as competitors, or toward viewing compe-



56 The Public and Private Sectors

tition from abrozd as a threst to domestic jobs. Today, as more and
more of the American people begin to understand their economic
vulnerability to the superior industrial efficiency of foreign produc-
ers, they might well begin to see that business-government hostility
within the United States compounds the problem and delays the
adjustment. As in the past, so too in the present: A sense of crisis can
redefine legitimacy in any society. In the face of crisis, customs thatl
seem entrenched or even sacred today might tomorrow become very
{lexible indeed. This is just the kind of thing that happened during
World War II, when the issue of national survival made adversarial
relationships within the American polity suddenly inappropriate,
even irrelevant.

_The history of the corporation itself illustrates the same point.
That history began not in an adversarial but a cooperative context.
It would probably surprise many American business managers today
to discover that the roots of corporate development lie deep within
the political state. The pattern in the early nineteenth century was to
allow the incorporation of only those enterprises regarded as helpful
to the public good. Bridges, turnpikes, and banks were the favored
fields. The numerous special charters that characterized early nine-
teenth-century business history reflected a conception of the corpo-
ration as agent of the state. The chartered companies would perform
functions.that were necessary but that the miniscule state did not
wish to perform for itself. In this sense proposals in our own time for
private companies to assume public functions resonate with the
origins, of the husiness corporation in America (HHandlin and Handlin
1945).

During the last part of the-nineteenth century, however, state gov-
ernments adopted laws permitting free incorporation without special
legislative action. This ushered in the familiar modern era in which
almost anyone could start a company for almost any business pur-
pose. Yet neither here nor in the ecarlier period did a coherent theory
of corporate legitimacy develop, aside from the original notion of
incorporation as a privilege bestowed in exchange for the discharge
of some public purpose. In the twentieth century, corporate legiti-
macy has rested almost entirely on the demonstrated ability of the
device as a means of mobilizing capital for a growing economy. For
good or ill, therefore, the legitimacy of the business firm has been
entirely utilitarian. When it las performed poorly, as during the
Great Depression, it has tended to lose legitimacy (1lurst 1970).

Seen against this complex historical background, the “reprivatiza-
tion” movement raises prerplexing issues. Suppose, for example, it is
suggested that inner cities be revitalized through the employment of
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ghetto youth by profit-making corporations whose payrolls are Lo be
subsidlized by government. Such experiments have suceeeded on a
small scale, as we know. Bul consider the odds apainst widespread
repheation of these happy outcomes. Suppose that the arrangement
became 50 successful in the financial sense that the corporation
began to make a large profit, How long would the experiment be
pereeived as legitimate? For the public image of the undertaking,
would it not be disadvantageous if Lthe sponsoring company were a
big business? But would not such a powerful company be the only
kind able Lo alford the experiment in the first place? Assuming a
large profit by a big business, how long would it be before an enter-
prising journalist wrote a convincing story that the company was
enriching itself at the expense of Luxpayers by Laking advantage of
loose public pursestrings? How long before 60 Minutes® hrought
the seandal Lo the atlention of a national television wudicnce?

Or consider the opposite financial performance. Suppose the
undertaking lost money year after year. lHow long before compluin-
ing shareholders pul a stop to it? Is it nol illegitimate for companiues
dehberately Lo lose money, however worlhy the cause? Given this
damned it you do, damned if you don’t situation, thoughts on the
theme of “reprivatization evoke a bit of hope, hul some pessimism
ay well.

NOTES TO CHAPTER 2

L Renato Mazzoling, Government Controthed Enterprises (New York: Wiley,
1979} ‘The pie chart depicted in the present essay in some respeets understates
the eatent of state-owned enterprise, Canada, for example, established a state-
owned oil company in 1975 and has continued to nationalize clements of that
Industry, even though the chart shows no public owoenship of oil in Canada.
On the U S, situation, see Annmarie Hauck Walsh, The Pubhies Business (Ca-
bridge, Mass.: MIT Press, 1978).

2 ‘he growth rates of uational ceonomices can be traced 10 the pages ol the
Econvmie Report of the President (Washimpton, D.C: U8, Government Print.
Ing Ofhee), various years, For the 1982 Repont, see Table B- 109 on P dhb,

3. 1 do not wish o be misleading on ths paint. Theve iy i Amierica s long
bistory of government-business interpenctration, vecisionally even symbiosis.
The relationship between the Defense Departnient andits thousands of contrae-
o, the American system of price supports and research assistance Lo agricul-
ture, and mumerous other examples attest to the dangers of any casy generali-
ation about American business government relations. ‘The many works of the
tistorians Jumes Witlard Hurst and Ehis W, Hawley are especially helpful on this
pomt See also Harry N. Scheiber, ** Law and Political lushitutions,” Gerald 1),
Nash, “State and Local Govermments," ‘Thomas K. MeCraw, * Regulatory Agen-



!

r

58 The Public and Private Sectors

cies,” and 3yrd L. Jones, *Government Management of the Ecunomy," all in
volume 2 of Encyclopedia uf American Economic listory, edited by Glenn Por-
ter (New York: Scribner's, 1980). A usefu! and comprehensive text is 1. H. Lieb-
hafsky, American Government and Business (New York: Wiley, 1971).

4. I have in mind here Alexis de Tocqueville, M.G. Jean de Crevecoeur, Mrs.
Trollope, and other articulute forcign observers of the American scene. For a
sample covering a wide spectrum of time, see America in Perspective; The
United States through Foreign Eyes, edited by Henry Steele Commager (New
York: e. 1947, New American Library Edition, 1961).

5. The argument I am making in this section about the differential growth
rates of big business and government in the United States, including some of the
numbers about federal employment, was first articulated by Alfred D. Chandler,
Jr., in an cssay called “Government versus Business: An American Phenonse-
non,” in Business and Public Policy, edited by John T. Dunlop (Boston: }Harvard
Graduate Schoul of Business Administration, 1980), pp. 1-11,

6. These comments are based un my own conversations on this subject with
European and Japanese business executives.

7. ‘These favorable judgments of the SEC are typical, but such judgments are
of course not unanimous. It is within the context of other regulatory apencies,

not against some sdeal standard, that 1 am positing the SEC’s success.
“
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PART II

PATTERNS OF PUBLIC-PRIVATE
RELATIONS



Homework

Based on the work-sheets used in the group-exercises, please prepare the sector
analysis for your own municipality.
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