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PREFACE

This Memorandum is a continuation of the work done by RAND staff

members and consultants which resulted in the book, Program Budgeting:

Program Analysis and the Federal Budget., Program budgeting (as it is

called today) was introduced originally in 1954 by David Novick in

RAND R-254, Economy and Efficiency in Government Through New Budget

and Accounting Procedures. From 1954-1961, Novick advanced the idea

again and again in numerous RAND papers and memoranda. The RAND ef-
fort has been expanded in recent years particularly since the introduc-
tion of the procedure in the Department of Defense in 1961. The study
is being sponsored by The RAND Corporation as a contribution to public
welfare and national defense.

The major objective of this Memorandum is to propose an overall
budget format for use in planning, appropriation, administration, and
control within the entire Federal establishment. With its aid, it is
hoped, economic analysis, forecasting, and planning in both the public
and private sectors of the economy also will be facilitated. Further-
more, the proposed Federal budget format may prove suggestive to state
and local governments.

In order to shed light on the feasibility of this proposal, to-
gether with its efficacy and implications, an effort has been made to
present the Federal budget for fiscal year 1965 in the proposed program-
matic form. The Memorandum develops some applications of this planning
management tool, There can be no doubt that much further research is
needed, especially to design meaningful subprograms and sub-subprograms
which are likely to be the main elements of an effective trade=-off

analysis.
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SUMMARY

A critical review of the existing Federal budget reveals that it
is not designed to facilitate the development and implementation of
specific policies, coordination of interrelated decisions, and the
articulation of relevant alternatives in the light of their trade-offs.
Since the existing budget is more a comptroller's than a manager's
budget, it cannot provide assurance that decisions about the alloca-
tion of public funds are mot ill-judged, improvident, or poorly timed.

For these reasons it is proposed that a program budget be
developed to supplement the Federal administrative budget. Program
budgeting can aid in the preparation of operationally meaningful in-
formation on inputs and outputs, by paying due regard to policy objec-
tives, costs, and time discussions. With this in mind, programs need
to be identifiable and measured. A program is a cluster of government
activities that are in closer competition with each other than with
those outside the program and whose output has a clearly identifiable
purpose. It ties together various interdependent activities that enter
into the output and about which decisions need to be made.

While a program budget pertains to specific programs, it develops
relevant information and purposefully structures it so as to permit
the application of analytical tools that help in the selection of
meaningful alternatives. One such major tool is cost-utility analysis,
which requires that the information and the information system effec-
tively articulate relevant inputs and outputs associated with specified
government activities.

For certain purposes it is useful to comsider that the Federal
government is concerned with five major decision areas--maintenance of
national security, maintenance of law and order, social development,
and general government operations. These then can become the main
headings under which programs can be organized. TFor example , mainten-
ance of national security involves the following programs: supply and
maintenance of our own military forces, support of the armed forces of

friendly nations, development of atomic energy, support of foreign non-



military activities, preparation and negotiation for arms control

and disarmament, and participation in international competition in

the exploration of space. In fiscal year 1965 these national security
programs amounted to $63 billion.

A second major decision area is the maintenance of law and order
involving two major programs: judiciary functions and public safety,
accounting for $0.8 billion in fiscal year 1965.

Social development and welfare is another major decision area
that has become of increasing concern to the Federal government in
recent years and is promoted through health, welfare, education, and
urban housing and community development programs. Expenditures on
these programs amounted to $23 billion.

A fourth area and important national goal is economic develop-
ment. It includes natural resources activites, transportation
facilities, business aids and incentives, and controls and regulations,
amounting to $12 billion in fiscal year 1965.

Finally, among the steps the Federal government takes in its day-
to-day operations, and which cannot readily be assigned to any of the
other major activities, are the concerns of the Executive office and
the legislative branch of government, management of the nation's fiscal
affairs, and performance of a variety of housekeeping functions. Al~-
together $13 billion were spent on these items in fiscal 1965.

Acceptance of program budgeting by the Federal government will
bring both problems and opportunities. Federal program budgeting is
likely to stimulate state and local governments to accept a similar
approach in order to anticipate Federal action and to benefit from it
fully. Forward looking decisions will require a program budget inte-
grating activities of Federal, state, and local governments and private
institutions.

It appears doubtful that a program budget will have much impact
on government decisions unless authority is centralized. Yet over-
centralization cannot only endanger our democratic institutions, but
can also lead to serious disadvantages and increased costs. The impor -

tance of program budgeting in the Federal government would be lessened
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should unrestricted Federal grants-in-aid remove a substantial portion
of Federal expenditures from effective budgetary control of the Federal
government. 'Pork-barrel' tactics, which are frequently employed in

the allocation of public works funds, have a similar effect.
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I. INTRODUCTION

Program Budgeting was placed in the national limelight as a result
of the Presidential directive of August 25, 1965 which called for the
introduction of a new planning-programming-budgeting system into the
Federal government. This step was a follow-up to Secretary of Defense
Robert MacNamara's introduction of program budgeting into the U.S. De-
partment of Defense in 1961.

The early beginning of program budgeting in the U.S. Government
can be traced back to the Controlled Material Plan of the War Production
Board during World War II. David Novick played a major role in evolv=-
ing this plan and advanced the concept of program budgeting further in

his 1954 publication, Efficiency and Economy in Government Through New

Budgeting and Accounting Procedures, and in his 1956 publication,

A New Approach to the Military Budget.ﬁ The concept of program budg-

eting has also been investigated by Arthur Smithies in his book, The
x%
Budgetary Process in the United States.

Recently a group of scholars under the leadership of David Novick
and The RAND Corporation further advanced the development of program

budgeting as it might be applied to the Federal government, and their

I
LAY

contributions can be found in Program Budgeting. This study under-

takes a logical next step in this work--a proposal for an overall
budget format for use in planning, appropriation, administration and
control within the entire Federal establishment, As another step in
the development of program budgeting concepts, this work owes much to
all the prior efforts, and especially draws heavily on the RAND book
in which the present author participated.

Let us begin by considering some characteristics and shortcomings
of the existing Federal budget, and the resultant occasion for the pro-

posal of the new approach. The design of the existing Federal budget

“R-254, February 1, 1954 and RM-1759, June 12, 1956, respectively
(Santa Monica, California: The RAND Corporation).

"hPublished by McGraw-Hill Company, Inc., New York, 1955.
" David Novick (ed.), Program Budgeting (Washington, D.C.: U.S.
Government Printing Office, 1965).
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has evolved over many years. Until recently, its evolution was mainly
influenced by the desire to safeguard the integrity of appropriations
against careless, ill-informed, or malfeasant members of the executive
branch of government. This history must be remembered so that we can
understand that the present budget was not designed to assist analysis,
planning, and decisionmaking. In a sense, until recently it has been
a comptroller's budget, not a manager's budget.

The Federal budget in its present form cannot substantially as-
sist the executive or the legislative branches of the Federal govern-
ment in allocating scarce resources among competing claims. Since its
various categories canmot be readily related to specific objectives or
outputs that the Federal government would like to achieve, the budget
can do little to facilitate the development and implementation of spe-
cific policies. In fact, its present structure inhibits coordination
of interrelated decisions, consideration of full cost implications of
decisions, and the articulation of relevant alternatives in the light
of their trade-offs. Also, because of its one-year time span, the
budget overlooks the full cost implications of first-year financing
and has thus facilitated "foot-in-the-door" financing that has often
proved costly to the nation.

As a result of the shortcomings of the present budget, it provides
little assurance that decisions about the allocation of public funds
to meet public objectives are not ill-judged, improvident, or poorly
timed. Also, it is quite common for new activities to be given initial
funding without a knowledge of long-term costs. The splintering of
activities among various government departments is a very common prac-
tice and the total scope of programs, as well as overlaps and duplica-

tions, may often be hidden.

Charles L. Schultze, Director of the Bureau of the Budget, in his

Introduction to the RAND volume on Program Budgeting gives expression

to our hope. He states:

The new planning-programming-budgeting system will be ca-
pable of making a major contribution to greater efficiency
in the allocation of resources, and thus will increase the
benefits derived from the government's many activities. It
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will provide the information and the analyses needed by gov-
ernment managers as the basis for an improved ability to make
rational choices among the alternatives offered.”

<)

“Ibid., p. iii.
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II. PROGRAM BUDGETING

Program budgeting is a basic management tool designed to improve
decisionmaking. By aiding in the development of operationally meaning-
ful information on inputs and outputs, and paying due regard to policy
objectives, costs, and time dimensions, program budgeting should make
it possible to overcome some of the major shortcomings of the present
budget. Not only can it help decisionmakers to make rational compro-
mises among objectives and to set national goals, it can also help to
attain them. Clearly, even in as wealthy a country as the United States,
the government faces demands that far exceed its resources.-;c

It is useful to look upon program budgeting as having structural,
analytical, and informational aspects. It structures government activ-
ities into intermediate- or end-product-oriented categories that are
meaningful while output oriented. It permits government investment
and operating commitments to be organized into output-oriented categor-
ies that are meaningful from a long-range planning point of view-~often
five or more years into the future. Since the structure of the budget
must be designed according to the decision areas to be elucidated,
there cannot be a single best structure. Instead, it is crucial that
information be organized in such a way that it is pertinent to impor-
tant current decisions and can be easily reorganized to facilitate
future decisions.

While the budget includes only expenditure or obligational author-
ity data, comparative decisions must be made, for example, on the rel=-
ative merits of spending an additional billion dollars on space explor=-
ation or on economic opportunity programs. This type of decision
requires social cash and benefit information as well as certain analyt-

ical tools, which are the second major aspect in program budgeting.

For example, a recent National Planning Association report
estimates that to meet publicly expressed aspirations with regard to

the major national goals would involve a 1970 cost of about $907 billiomn,
while the GNP for that year is projected to amount to $787 billion, all
expressed in 1962 dollars. (Leonard A. Lecht, The Dollar Cost of Qur
National Goals, Washington, D.C,: National Planning Association, 1965,

pp. 38-39.)
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Among these tools are various studies conducted as an integral part of
the program budgeting process and emphasizing the systematic examina-
tion of alternative courses of action and their implication. One of
the most important is cost-utility analysis, referred to by some as
benefit-cost analysis or cost-effectiveness analysis.

Finally, program budgeting entails an information system designed
to support the budget structure and the anmalytical process by providing
relevant data.

Cost information pertaining to such major decision areas as na-
tional security, social development and welfare, and economic develop=~
ment is of main concern to Presidential decisionmaking. On this level,
however , only general and subjective estimates are made in comparing
the implications of changes in the budget on benefits among the major
national decision areas or goals. For example, in late 1963, almost
twenty years after the end of World War II, the President and his ad-
visers showed active concern about the feasibility and desirability of
reducing the relative importance of the national security budget and
of strengthening the social development and welfare budget. Here it
was not terribly important to know in detail what the benefits of ad-
ditions to specific subprograms in education, health, and welfare would
be compared with the specific benefits of increasing a particular na-
tional security program. The issue is one faced by the Bureau of the
Budget. TIdeally the Bureau should have benefit-cost information for
a very large number of existing programs and subprograms as well as
for possible new ones. Since this would be an unmanageable task, the
Bureau must be satisfied with suboptimizing procedures. It hopes to
stimulate identification of the most promising old and new programs
and subprograms that could be candidates for additional funds, and to
obtain the best possible cost-utility information for them.

Thus the President is mainly concerned with the undefinable out-
put called the "general welfare" and aims at providing guidelines for
an appropriate balance among key goal areas. Within these guidelines
a strong Bureau of the Budget attempts to arrive at an appropriate mix
of programs and subprograms. Such an assessment tends to lead to an
expendi ture constraint on each program and subprogram, and the depart-

ment decides upon the mix of subprograms and sub-subprograms.
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Of course this formalized version of a downward flow of decision
constraints is neither real nor practical, In fact, information needed
to make high-level decisions must flow upward through the hierarchy;

thus the lower levels indirectly influence upper-level decisions.



IIT, PROGRAMS

A program budget, as was stated earlier, is related to specific
programs. How can we identify a program? There is no easy answer ;
however , some partial answers will be offered. A program is a cluster
of govermment activities that are in closer competition with each other
than with those outside the program and whose output has a clearly
identifiable purpose.* Tt should tie together the various interdependent
activities that enter into the output and about which decisions need to
be made. TFor example, there is the nation's education program, natural
resources program, Space program, etc. Most programs can be further
broken down into subprograms and sub-subprograms. Their inputs are
made up of manpower, material , equipment, etc., and one of the decision-
maker's prime tasks is to find optimum mixes of these resources in the
pursuit of poliey objectives.

Ideally, a program should be clearly delineated, have a minimum of
overlapping and interaction with other programs, and lend itself to at
least partial quantification. Since we hope to use programs (and sub-
programs) to measure output, we want some end-product or intermediate-
product orientation. Furthermore, since we hope that with the aid of
the program concept we can improve long-range planning, programs should
be defined in such a way that they can elucidate choices among signifi-
cant long-range alternatives. In all cases, special attention must
be paid to the relevance of programs, i.e., they must help to articu-
late choices in terms of specified objectives.

Measuring outputs of programs and subprograms is often difficult;
especially serious measurement problems exist in relation to defense,
welfare, education, etc. But there are exceptions. For example, the

processing of personal income tax returns and the collection of income

ante
W

taxes comstitute a clearly definable program of the Tnternal Revenue Service.

ettt ettt

“See David Novick (ed.), op. c¢it., pp. 10-18.

Lo ot

~JmM.easurement units can be the number of personal income tax re-
turns handled and/or the amount of taxes collected. Tax evations and
delinquencies are important quality dimensions of the program,
admittedly difficult to measure. The mission of the Internal Revenue
Service is to collect taxes as provided by statute. The closer IRS
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Under ideal conditions, we would like to relate programs directly
to our national goals and aspirations. For example , in this context
we would like to look upon education as designed to prepare individuals
for rewarding employment (and income), effective family membership,
leisure, and fulfullment of social and civic responsibilities. Un-
fortunately, subprograms of this type are beyond our ability to quanti-
fy and we are therefore forced to look for other types. As a result
we group the output of the education system in the following manner:
It provides pupils with a primary education, and the number of young-
sters who acquire a stock of primary education is the system's output.
In the same way, the number of students with secondary and higher educa-
tion reflect the output of the system. In a certain sense, the same
holds for adult education.

Whenever possible, library services should be related to these
four types of education and prorated accordingly. Prorating is diffi-
cult, not only because we do not know how much of the library service
is used by each of these four types of education, but also because it
serves research. Therefore, we look upon library services as a sub-
program that is basically a supporting service of an overhead nature.
Research in universities and institutes is another supporting service
that involves difficult overhead allocation problems. A further
reason why research might be handled as a separate program is that
its output has a much longer time span than that of many other activi-
ties, and great uncertainties are associated with it.

——

comes to obtaining all the money due it by law, the larger its end -
product. Inputs are lawyers, clerks, computers, supplies, etc. One
way to judge the efficiency with which IRS carries out its program is
to look at the tax-collection cost-revenue ratio. It is a special
cost-utility ratio and helpful for the more general cost-utility
analysis. Further breakdown of inputs can facilitate decisions with
regard to alternative ways of carrying out IRS functions. Would more
lawyers and less computer time, or vice versa, improve the utilicy-
cost ratio of the gervice? But even in this simple example, time
span considerations cannot be neglected. The Automatic Data Process~-
ing System presently being installed by IRS involved many years of

planning and required financial commitments over a considerable number
of years.
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Tt is not uncommon to find different ways to subcategorize
programs. For example, natural resources activities could be cate-
gorized, among others, into research, development, management and con-
servation, and regulation programs. Or they could be subcategorized
into the natural resources about which decisions have to be made --
land, water, forests, recreational resources, etc. There appears to
be no single best way to subcategorize a program. Instead, for
different decision problems some program jdentifications would appear
more suitable than others. For these reasons, then, the design of a
program budget should attempt to identify programs that are related to
the country's goals as directly as possible: subprograms and sub-sub-
programs must be the building blocks and must be able to be rearranged
easily.

Research is a particularly difficult problem. In building up the
research budget of the education program, for example, a case can be
made to include all research carried out in universities and research
centers. This would mean that research data pertaining to health,
natural resources, etc., would apply only to research done outside
the universities and research centers. The resulting figure would
not be meaningful for many purposes. Under the circumstances, we
could visualize at least the following set of alternatives: For some
purposes it might be best to exclude from the research subprogram of
education all expenditures not directly involving education and train-
ing. Such a step might possibly reduce these expenditures to a very
small figure. For other purposes, we may want to eliminate the
research subprogram of such activities as health, welfare, natural
resources, etc. Again the emphasis would be placed on organizing the
basic data in such a way that they can be easily reorganized and put

into different categories.
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IV. PROGRAM BUDGETING AND COST-UTILITY ANALYSIS

A program budget pertains to specific programs; it develops rele-
vant information and purposefully structures it so as to permit the
application of analytical tools that help in the selection of meaning-
ful alternatives. One such major tool is cost-utility analysis, which
requires that the information and the information system effectively
articulate relevant inputs and outputs associated with specified govern-
ment activities. This is best accomplished by organizing these activi-
ties into intermediate- or end-product-oriented programs composed of
identifiable program elements. In the present state of the art, only
a very small number of government activities can be grouped into clearly
defined and discrete programs whose output can be quantified. However,
even in the absence of program identification meeting these stringent
conditions, program budgeting, which uses information organized within
an internally consistent system, can elucidate choices and improve
decisions by providing more explicit recognition of their implications.

Cost-utility analysis, as the term indicates, is a tool that re-
lates economic-resource costs to benefits associated with a particular
program? It permits us to apply explicit criteria to the cost-utility
relationship to facilitate decisionmaking. Thus it enables us to
examine and compare, systematically, several alternative courses of
action that might be taken to achieve certain specified objectives for
some future time period. It helps us not only to analyze those alterna-
tives initially identified, but also to design others if those examined
are found wanting.

The extended time horizon, however, forces us to operate in an
environment of uncertainty, and cost-utility analysis must provide for
explicit treatment of uncertainty. Under those circumstances sensitiv-
ity analysis, contingency analysis, and a fortiori analysis are major tools.

At present, cost-utility analysis can only play a modest role in
the overall decisionmaking process. Although many important long-range
planning decisions must ultimately be based primarily on intuition and
judgment, cost-utility analysis can play a significant role in sharpen-

ing these notoriously variable bases for decisions.

“See David Novick (ed.), op. cit., pp. 33-48.
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V. APPLYING THE PROGRAM CONCEPT TO THE FEDERAL ESTABLISHMENT

The organization of Federal activities into meaningful major
programs and program elements is a challenging assignment. If we
agree that modern government is concermed with five major decision
areas--maintenance of national security; maintenance of law and order;
social development and welfare; economic development; and general
government operations--we can organize major programs under these
headings. Clearly, since programs often have multiple objectives,
some arbitrary decisions will have to be made in placing programs
into any one of the different categories (see Table 1).

Let us explain one program budget structure that we find useful
for some purposes. For example, we have found it expedient to
separate the maintenance of national security into the following

programs: supply and maintenance of our own military forces, support

ale
W

of the armed forces of friendly nations, development of atomic energy,

support of foreign nonmilitary activities, preparation and negotiation

for arms control and disarmament, and participation in international

nonmilitary competition in the exploration of space. Some of the

larger programs, such as the maintenance of U.S, military forces and

nonmilitary space exploration, are further broken down into subprograms.
We can divide the maintenance of national security through U.S.

military forces into seven major subprograms:

ot

“An argument could be made to separate the budget of the Atomic
Energy Commission into military and peaceful uses. Fur thermore, peace-
ful uses in atomic energy include scientific, political, and psycho-
logical competition among nations, electric power generation, etc.
Since joint costs are frequent, we have not made such a separation.
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Table 1
MAJOR FEDERAL GOVERNMENT DECISION AREAS AND PROGRAMS

Maintenance of National Security
U.S. Military Forces
Military Forces of Friendly Nations
Atomic Energy Development
Foreign Nonmilitary Activities
Arms Control and Disarmament
Scientific International Competition--Nonmilitary Space
Exploration

Law and Order
Judicial Functions
Public Safety

Social Development and Welfare
Health
Welfare
Education
Urban Housing and Community Development

Economic Development
Natural Resources
Transportation Facilities
Business Aids and Incentives
Controls and Regulations

General Government Operations
Executive Office of the President
Legislative Functioms
Management of Government's Fiscal Affairs
Housekeeping Functions
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Strategic retaliatory forces

Continental air and missile defense forces
General purpose forces

Airlift and sealift forces

Reserve and National Guard forces

N L1 W

Research and development

7. General supporf
This breakdown is based on the strategic doctrine that distinguishes
between general war and limited war. The first two subprograms are
main elements of strategic deterrence, while programs, 3, 4, 5, and 7
comprise aspects of general defense forces. Since certain research
and development activities cannot be directly assigned to particular
subprograms, they are placed into the sixth subprogram.

United States support of the armed forces of friendly nations
can be separated into the categories of prevention of internal upris-
ing and foreign takeover and the actual combat against forces of
aggression.

Space exploration can be divided into seven subprograms:
manned space flight, scientific investigation and exploration, civilian
applications, space launch capability, flight mission support, advanced
R&D, and general support.

The second major decision area is the maintenance of law and
order by the courts and law enforcement units. The courts perform the
judicial function, while a variety of agencies participate in provid-
ing public safety. The provision of public safety can be broken down
into the following subprograms: crime prevention, crime detection,
protection and custody, and rehabilitation.

Social development and welfare is a major decision area that has
become of increasing concern to the Federal government in recent years
and is promoted through health, welfare, education, and urban housing
and community d evelopment programs. The health program can be divided
into control and prevention of disease, treatment and restoration,
long-term care and domiciliary maintenance, and training and research.

In a similar manner we can classify the welfare program into prevention,
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steps designed to tide over persons and families in temporary distress,
long-term support programs, and training and research, o

A fourth area and important national goal is economic development.
Tt includes natural resources activities, transportation faciiities,
business aids and incentives,* and controls and regulatioms. It is
useful to separate the various natural resources activities into
development, management and conservation, regulation, and research,
as well as into functions pertaining to the different resources.
Transportation facilities can be divided into general intercity domes-
tic development, improvement of rural access, urban commutation,
defense-standy, and national prestige and trade promotion.

Finally, among the steps government takes in its day-to-day opera-
tions, and which cannot readily be assigned to any of the other major
activities, are the concerns of the Executive Office and of the legis-
lative branch of government. In addition, the government must manage
the nation's fiscal affairs, and perform a variety of housekeeping
functions-~deliver the mail, operate the General Services Administra-
tion, recruit Federal employees, perform accounting functions, print

documents, and reimburse the District of Columbia for playing host to

the Federal government apparatus.

o

"We differentiate between subsidies to business designed to help
develop the private sector of our economy and subsidies to groups who
meet some poverty criteria. Since subsidies to farmers are designed to
reduce output and aid a group in our society designated as underprivi-
leged, we include them in our welfare category.

Fele

Controls and regulations include activities of the National
Bureau of Standards, Patent Office, National Labor Relations Board,
Federal Mediation Service, National Mediation Board, Wage and Labor
Standards, Labor-Management Relations, Federal Trade Commission, Inter-
state Commerce Commission, Securities and Exchange Commission, Civil
Aeronautics Board, Commodity Exchange Authority, and Federal Maritime

Commission.
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VI, AN EXAMPLE

As was pointed out before, this proposed budget breakdown is
arbitrary in many respects and further refinements are likely to
come about as we gain more experience. Also, for many purposes
further breakdown into sub-subprograms is needed before significant
problems can be elucidated.

However, we will attempt to implement the program budget pro-
posed here, using it merely as an example. This is done in Table 2.
We would like to have given our program budget a five-year time
dimension, but our limited resources did not permit us to do so.

This clearly reduces the usefulness of our example.

Table 2

FEDERAL PROGRAM BUDGET
(FY 1965 expenditures in millions of dollars)

National Security.............cvvviuvn.... e e 62,308
Law and Order.......c.vvvvvnnnnn. f et 807
Social Development and Welfare...... e et .. 23,355
Economic Development...........ccovinuuunnn.. e 12,478
Current Government Operations................ e 13,490

Total Expenditures........... C et e 112,438

Table 2 indicates how the expenditures proposed in the 1965 budget,
over which the executive and legislative branches of government have

direct and immediate control, were allocated among the five major

1.

government decision areas.% Of the $112.4 billion expenditures in the

Federal budget for the fiscal year 1965 proposed by the President,

*The proposed fiscal year 1965 federal expenditures, over which
the executive and legislative branches of govermument have direct and
immediate control, were estimated to be $112.4 billion, which is
larger than the proposed $97.9 billion administrative budget. Yet it
is smaller than the cash budget of $122.7 billion, which includes all
trust fund expenditures. We excluded mainly trust funds that have
long-term legislative authorization, e.g., the federal old-age and
survivors insurance trust fund, since for all practical purposes
Congress can make only marginal short-term disbursement changes.
Because it is easier to change disbursements from the highway trust
fund, it was included in the budget presented here. Part of the dis-
crepancy also is the result of some double counting and occasional use
of total obligational authority data instead of expenditure data.

i
1
!
i
i
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substantially more than half was devoted to maintaining the nation's
security, i.e., $62 billion or 55 percent. Next in importance were
social development and welfare expenditures, which amounted to

$23 billion or 21 percent. General government operations amounted to
about $13 billion or 12 percent. Expenditures to advance economic
development were $12 billion or 11 percent. In a civilized, stable
country, expenditures to maintain law and order are usually of minor
importance. In the United States, where much of the responsibility
for law and order falls on state and local government, Federal
activities in this area are especially small, i.e., less than

81 billion or 1 percent.

These allocations raise the questions of whether this budget mix
is optimal for the kind of world in which we are living, and, if not,
would the mix have been different if the budget had been presented in
programmatic form and had generated more thoughtful dialogue about
investment choices. Clearly these questions do not have easy answers.
However , we can surmise that, since the budgetary process is a piece-
meal procedure, particularly in Congress, decisionmakers are rarely
able to achieve a meaningful overview of myriad actions. Also, since
the existing budget documents do not facilitate a purposeful articula-
tion of major choices, the present results might be described as in need
of improvement.

While we are aware of the early stage of development of program
budgeting and also of the difficulties of measuring government outputs,
we are convinced that our program or purpose approach to decisionmaking
can bring about budget deliberations of greater analytical depth,

Let us pursue this point based on a few questions suggested by
Table 2, First, is the size of the Federal budget optimal in view of
programmed needs on the one hand and of the availability of revenue
sources on the other? In seeking an answer, thought must be given to
anticyclical fiscal considerations, to the nature of services that can
be performed by the private secton, and to the difficulties state and
local governments have in raising revenue,

Another question pertains to the budget mix of 55, 21, 12, 11, and

1 percent, Is the share for national security optimal and should
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economic development and general government operations be considered
about equal in importance? A discussion of the appropriateness of

the mix must include an awareness of some crucial allocation decisions.
For example, if we consider education as mainly creating human capital
and thus as contributing to the country's economic development, educa-
tion could be moved out of social development and welfare and into
economic development. The earlier mix of 55, 21, 12, 11, and 1 would
then change to 55, 15, 12, 17, and 1.

The third question is a dynamic one since it pertains to a possi-
ble reduction in the national security budget. Can we expect a relaxa-
tion of international tension and in consequence reduce security ex-
penditures in relative or even absolute terms? If this were to happen,
the national debt could be reduced and taxes could be scaled down or
budgets of other activities increased. 1In the latter case, national
welfare programs and economic development would probably compete for
major attention. This gives rise to another question: Tt is better
to augment certain social development and welfare subprograms, e.g.,
those that can help to raise the standard of living of certain groups
immediately, or to spend more on economic development, which is
beneficial mainly in the long run?

Finally, in periods of business expansion and contraction, would

increases (or decreases) in welfare or in development activities be
more likely to produce the best results?

In most instances, an enlightened trade-off discussion requires
detailed information, especially in terms of program information.
Let us use an example in which the Federal government is the only
participant, i.e., national security (see Table 3). National security
is the single most costly item, absorbing about 55 percent of all
Federal expenditures. About 82 percent of our national security
budget is spent directly on our military establishment, and if we
include the Atomic Energy Commission budget, the figure becomes
86 percent. Thus, there is the question of whether the budget mix
for the U.S, military forces and for the other national security
activities is correct. Are we wise to spend slightly more than

$1 billion in support of military forces of friendly nations?
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Table 3

NATIONAL SECURITY PROGRAM BUDGET
(FY 1965 expenditures in millions of dollars)

U.S. Military FOrcCes....vuuuri e,
Strategic Retaliatory Forces.............cuuuuunennu... 5,330
Continental Air and Missile Defense Forces............ 1,756
General Purpose FOrCeS............ouuuurenennnnnnnn. ... 18,523
Airlift and Sealift FOTCeS.......uevvumnsenuunnnnnn. .. 1,425
Reserve and National Guard Forces..................... 2,043
Research and Development.................vvuuuunnnn. .. 5,487
General SUPPOTL. . .uuuunernun e e, 14,785
Other. . 1,929

Military Forces of Friendly Nations......................
Atomic Energy Development...............uuuuunuononnnnn. ..
Foreign Nonmilitary Activities...............vuvunnoon...
Arms Control and Disarmament.....................oooo.....
International Scientific Competition To Explore Space....
Manned Space Flight............oovuunmnnnnnnnnn. 1,590
Scientific Investigation and Exploration............... 560
Civilian Applications...........euoeurmerrnnnnnnnn. .. 90
Space Launch Capability................uuuunnnnnon. ... 1,900
Flight Mission SUpPOTt.......u''eeeerrerrnnsunnnnnnn.. 280
Advanced Research and Development...................... 390
General SUPPOTL. ... iintnnn e 130
Total. ...

1,150
2,735

2,196

4,940
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Perhaps this is too small an amount, or is to too large? 1Is about

$5 billion the right amount to be spent on our participation in the
international scientific competition of exploring space? Obviously
our space program has additional objectives: to advance knowledge and
to ensure that the U.S, will have a space capability in case military
implications are discovered. Are these objectives properly met by the
present space budget?

Similar questions are pertinent to our arms control and dis-
armament effort. The immediate expenditure on this item is $9 million.
which is fifteen-hundredths of one percent of the national security
budget. Assuming that indirectly another $50 million is spent, the
amount is still very small. Could the arms control and disarmament
effort be profitably increased or is this all that we can intelligently
spend in this key area at this time?

Admittedly our categories are highly aggregative and there is
need for a finer grain. A breakdown into such finer categories is
required before some of the more important trade-off situations can
be explored.

We have tried to show that the program budget approach may lead
decisionmakers to engage in a more fruitful analytical examination of
budget matters. Many issues that commonly are hidden may be brought
out into the open, forcing decisionmakers to take explicit positions.
This does not mean that hard-core scientific cost-utility trade-offs
would become possible. This will have to wait until the presently
nebulous day when benefit estimates can be made. What it does mean
is that the level and comprehensiveness of the budgetary dialogue can
be improved, that decisions can be based on more explicit information,
and that intuition and judgment will be sharpened.

This might be crucial when we consider programs in which not only
the Federal government but also state and local govermments and the
private sector participate. Let us look at the budget for the health
program given in Table 4. We have divided the health program into
six subprograms, all of which are funded in part by Federal, state,
and local governments, as well as by the private sector of the economy.

Insofar as Federal financial.participation is concerned, treatment and
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Table 4

SOCIAL DEVELOPMENT AND WELFARE PROGRAM BUDGET
(FY 1965 expenditures in millions of dollars)

Health ProOgram. ... . cuveresesnsaneesesoroasrrosooesononess 4,427
Control and Prevention of Disease...........covivuernennn. 736
Treatment and Restoration............ooeivverunenosnn. ... 1,652
Long-term Care and Domiciliary Maintenance............... 772
iy o= 1 o oY= S T R T 114
RESEATC . s ittt ittt it as i i e 931
0 1 41 = ol R 222

L 2 S o = T 11,950
Prevention of Destitution.....ce.ecev i nrnosseennnan. © 100
Temporary Support and Rehabilitation..................... 481
LONg=term SUPPOT Lottt nrannnounonaeseeasonnness 11,236
Training and Research......... ..., 133

6 CUT <=1 ok 1} o NP e 6,522
Primary and Secondary Education............ccvnvoinoionn, 1,364
Higher Education........oueuiiuemneenenuoneenananneenasas 2,828
Adult EdUcation. . v.ee e ver e inosaneenosnnennoeessessnssens 901
Library ServiCesS. . v v r e renanenanotsenoeoanaeses 74
Research (in Educational Institutions and Research

COMEETS) + v v se e vevase e s onenonsaeesnaenoeaesanesoans 1,227
International Education.........vvverirerenneensonsonens 128
Urban Housing and Community Development..seeceseseveccccases 456

TOtal.............o...--o....-..................---.... 23’355
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restoration is the single most important program, being almost twice
as costly as the next in importance, research. Next in order of ex-
penditure are long-term care and domiciliary maintenance, control and
prevention of disease, and training. Because of the great geographic
mobility of skilled personnel, state and local governments are often
reluctant to invest heavily in training programs for physicians,
technicians, and nurses. Perhaps the Federal government should assume
a major responsibility, much in excess of the present investment of
slightly more than $100 million a year. Similar thinking would lead
us to assign to the Federal government major responsibility for
control and prevention of disease. On the other hand, treatment and
restoration, accounting for 37 percent of Federal health expenditures,
is perhaps more costly than necessary.

Examination of the welfare budget reveals an overwhelming emphasis
on long-term support programs--94 percent of Federal welfare expendi-
tures. It appears useful to consider carefully whether the program
for training and research and for temporary support and rehabilitation
should not be funded at a higher level, possibly at the expense of
long-term support.

As we consider the Federal budget for education, we must remember
that in terms of total funding, the Federal government is the junior
partner. It has increased its contribution, within a five-year period,

from $2.8 billion, or 10 percent of all education expenditures, in
fiscal year 1960, to almost $7.0 billion or 16 percent. In fiscal

year 1965, about 21 percent of Federal funds were allocated to primary
and secondary education, while higher education, if we include research
funds, accounted for more than 60 percent. Federal funding for adult
education has tripled in the last five years, amounting to about

14 percent for 1965.

This Federal budget information, especially in conjunction with
comparable information for the local, state, and private sectors,
should facilitate rational examination of education in the United
States. Some questions come to mind. Should the Federal government
spend only $1.4 billion on primary and secondary education? The

Federal contribution to this program has steadily declined from about
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30 percent of total Federal education funds in fiscal year 1960 to
about 21 percent in 1965. Should more of the total Federal funds be
made available for across-the-board support? Similarly, is the 1965
Federal expenditure of $73 million for vocational high school educa-
tion, although tripled in one year, high enough to meet the increased
demand for skilled workers?

We might turn next to one form of economic development: mnatural
resources activities (see Table 5). Of the $3.3 billion spent on
natural resources in 1965, more than half was devoted to the develop-
ment of our resources and about 38 percent to their management and con-
servation. Less than 5 percent was assigned to research. In view of
recent technological advances, which encourage us to believe that the
desalinization of sea water is economically feasible and that there is
a great need to purify the air surrounding our cities, the marginal
social benefits of research funds are likely to be large. Since the
nature of the problem and the general availability of the results are
such that neither state nor local governments, nor private industry,
are likely to finance such research, it will require Federal financing,

if it is to be done.
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Table 5

NATURAL RESOURCES PROGRAM BUDGET
(FY 1965 expenditures in millions of dollars)

D108 KoY 01113 0 - R R 1,753
Management and Conservation...................c. 0. 1,263
Regulation....oueevnrenene oo neoanenanaeennns 109
RESCATCH s v v e e v oo s ssonseeanoossoasaneosasassesnos 157

s o=} AT I ST ST 3,282
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VII. PROBLEM AREAS ASSOCIATED WITH PROGRAM BUDGETING
CALLING FOR FURTHER RESEARCH

Although program budgeting should prove an advance over present
budgeting procedures, much additional work remains to be done before
it can be made operational in many Federal agencies. 1In the following
pages we will indicate some key problem areas that call for further

research and action.
Perhaps one of the major challenges facing those concerned with

program budgeting is the careful definition of the objectives of
specified government activities. Without clearly stated objectives
and government outputs, it is difficult to develop an appropriate
structure for the program budget. Defining objectives requires the
separation of means and ends. Once this is done, there remains the
need to quantify outputs. Here our position is one of optimism. It
1s our hope that as we gain experience with vaguely defined programs
and budget structures, we will find ways to improve them.

Acceptance of program budgeting by the Federal government
brings both problems and opportunities. First, Federal program budget-
ing is likely to stimulate state and local governments to accept a
similar approach in order to anticipate Federal action and to benefit
from it more fully. Grants-in-aid will provide one of the strongest
inducements for state and local governments to adopt budgeting
techniques similar to those uged by the Federal government. In order
to qualify for these grants and to obtain the largest possible amounts,
states, counties, and cities are likely to adopt budgeting techniques
that promise results.

Second, except in the military and space field, forward-looking
decisions will require not only a program budget covering Federal
activities but also integrated information on state and local govern-
ment programs as well as on those of the private sector. For example,
in the field of education, a Federal program budget is only of limited
value until it is supplemented by information on financing by state and

local governmments and private institutions.
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For many purposes, the programs and subprograms delineated and
qQuantified in this paper are too aggregative to permit trade~-offs in
relation to key decisions. Thus much more work is needed to produce
programmatic information on a finer grain,

Another problem area associated with program budgeting is that
of interdependency. We mentioned earlier in the discussion that ideally
a program should have minimum interaction with other programs. Unfor-
tunately, most of the programs and program elements that we can devise
suffer from a substantial degree of interdependency. In such cases,
it becomes easier to make allocation decisions if program budget in-
formation is subjected to cost-utility analysis,

Even more discouraging than the problem of interdependency is that
of a lack of appropriate data, especially during the start-up period,
For quite a while, rather crude estimates will often have to be made,
but the quality of data should improve over time. However, there will
always be some difficult me thodological questions relating to joint
costs and to the elements of social costs and benefits,

It appears doubtful that a program budget will have much impact
on government decisions unless there is more concentration of authority
within the administrative branch of government, However, while some
centralization of authority is warranted, overcentralization can re-
sult in serious disadvantages or increased costs. When lower-level
officials are left with little authority, they lose their incentive to
consider and propose alternative courses of action. Lower=-level author-
ity is particularly important in regional offices, such as in the field
of natural resources, where a variety of decisions need to be made,

Central authorities, in the long run, may feel less pressure to
consider alternatives, more pressure simply to get decisions made. As
a result, they are likely to disregard a variety of choices and to
underestimate uncertainties, This is especially dangerous because in
their view of the future, these central authorities play a greater role
in decisionmaking than the officials in the lower echelons. A further
danger of centralization is that higher-level officials seldom want to
allow lower-level officials flexibility of action., A common result is
overmanagement from the top and a general neglect of substitution possi-

bilities and alternative courses of action throughout the hierarchy.
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Perhaps the best way to guard against these hazards would be to
use the program budget as an effective information system, leaving
considerable authority at lower levels. It might actually be introduced
as a check on overcentralization. Tt could be set up mainly to help
officials reach their decisions and to enforce major program choices,
but not as an instrument of detailed control,

If it is used to enforce major program choices, the budget should
be designed to provide considerable flexibility otherwise. The scheme
would no doubt involve a control over reprogramming or program changes.,
This would require establishment of a dollar threshold: 1If a change
would alter a program by an amount in excess of the threshold, central
permission would be required. To ensure that lower-level officials
would retain some decision-making authority-~for the sake of both flex-
ibility and incentive--these thresholds should be set relatively high.

There are at least two forces that can be inconsistent with
rational decisionmaking. Unrestricted Federal grants-in-aid can re-
move a substantial portion of Federal expenditures from effective budg-
etary control by the Federal government. Substantial parts of the
Federal budget, especially Federal public works funds, are subject to
pork barrel treatment rather than to rational decisionmaking as envis-
aged in program budgeting and cost-utility analysis, Both of these
forces can reduce the importance of program budgeting.,

There is a serious divergence between program budgeting units and
the existing Federal administrative structure. The reasons are obvious.
A variety of circumstances=-many no longer in existence--~contributed
to the evolution of the present administrative structure, which is now
perpetuated by tradition. While we favor intermediate- and end-product-
oriented program units, structured in a way that facilitates careful
choices between major government programs, most Federal programs are
presently included, in part, in the budgets of dozens of Federal agene
cies. Perhaps the best method would be to initiate interdepartmental
committees, one for each major program area. All executive units hav-
ing relevant activity responsibilities would be represented on each
committee. A high official of the Bureau of the Budget, preferably an
assistant or associate director, could initiate thig move and chair the

committee, while the program conclusions would be committee decisions.
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A move toward greater emphasis on program budgeting can be ex-
pected to encounter major resistance from within the Federal government.
As McKean and Anshen foresee it: ",.. out of the existing structure
and its operating habits must be expected resistance and opposition,
corresponding to the familiar human disposition to protect established
seats of power and procedures made honorable by the mere facts of ex-
istence and custom.”* Opposition to program budgeting may also be ex=-
pected from those who are served by and benefit from existing budgetary
arrangements. Some of these may foresee how program budgeting could
invite decisions less advantageous to their interests. Others may be
fearful of the unknown and uncertain.

In the light of all these considerations it seems prudent to move
with care and not with haste in introducing program budgeting into the
Federal government. Even more important is the desirability of contin-
uing the present administrative budget while introducing the program
budget. Insofar as possible, each should refer to the other. The
Bureau of the Budget and the Council of Economic Advisers could do much
to facilitate greater acceptance of the program budget by using it as
a framework at budget conferences with the departments. Similarly,
the President and his Council of Economic Advisers could help matters
if their informal discussions and public reports and statements could

be presented in terms of the program budget and cost-utility analysis.

“See David Novick (ed.), op. cit., p. 222,







<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Average
  /MonoImageResolution 300
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /SyntheticBoldness 1.000000
  /Description <<
    /FRA <>
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [300 300]
  /PageSize [612.000 792.000]
>> setpagedevice


