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ABSTRACT

N

— Thi s thesis desc r ibes , in genera l overview terms ,

the budget execution process from the time the
appropriations bill becomes law until the disbursemen t
of funds to the private sector emphasizing the roles
played by all t h e  e l e m e n t s  wh ich  m a k e  up  the execu t ion
process. The Department of Defense budget execution
process is then analyzed based on incurred obligation
and expenditure patterns using time series analysis
techniques. Results of the analysis are displ~ yed
graphically and the polic y implications ~re discussed .
Areas fo r  f u r t h e r  analys is  are suggested.
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I. INTRODUCTION

The budget process has four main phases: (1) executive

f o r m u l a t i o n  and t r a n s m i t t a l ;  (2)  congres s iona l  a c t i on ;  (3)

budget execution and control; and (4) review and audit.

Most discussion and analysis of federal budgeting focuses on

f or m u l a ticn , transmittal and congressional action . The

topic of this thesis is an overview of the fede:al bud get

execution process as it applies to the Department of Defense

and some facets of its controllability. In most instances

one is able to find , in one source, a description of the

entire budget formulation and congressional process. This

is not the case with the execution process. Most literature

concentrating on the budget cycle merely mentions the

execut ion phase as f a l l i n g  ac t ion  to the  c l i m a x , the
appropriations bi ll. This thesis will attempt to bring

perspective to the budget execution process and illust rate

the many players which influence this phase of the budget

cycle. Figure 1 gives a quick view of the players involved.

The emphasis is directed toward the Department of

Defense and the role it plays due to the commonly accepted

a n a l y s is t h a t , of the  po r t i on  of t he  budget  w h i c h is

cons idered  con t ro l l ab l e, t h e  g rea tes t  p o r t i o n  is t h e  d e f e n se

b u d g e t .  This  is s t r o n g l y  s u p p o r t e d  by c o m m e n t s  f r o m  t he

popula r  press  refl ecting the sensitivity of our economy to

the execut ion of t h e  d e f e n s e  bu dge t  and  t h e  e f f o r t s  to
con trol it . .

.

The second part of this thesis attempts to evaluate t~ie

applicability of the expenditure phase of the Departm ent of

D e f e n s e  bu dget as a policy instrument usi r~g time series

8
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analyses . The basic assumption is that budget execution is

the correc t measuring device for eva luation of the effec t of
our planning process. It should follow that this would

necessari ly have to be a very  p o w e r f u l  pol icy control
var iab le  and it would  f u r t h e r  fo l low t h a t  we should expect
to f i n d  correlat ion between desired policy a c h iev e m e n t  and
D e p a r tm e n t  of Defense  f iscal a c t i v i t y  because of t h e  g r ea t e r
degree of controllabilit y in the Defense budget .

The actual organization of the analysis in this thesis

includes background on the defense budget execution process,

t he  roles of va r ious  e l e m e n t s  t h e r e i n  and discussion of the

t i m e  series m o d e l i n g . These sec t ions  a r e  f o ll n we d  by t h e

a n a l y s i s  of DOD o u t l a y s  and  o b l i g a t i o n s  a n d  the i r

implications. Conclusions and signifiance of the results

are discussed and possible areas for further study are

sugges t ed .

9
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II. DESIGN 0? THE EXECUTION PROCESS

The procedure for budget execution evolves in accor~~nce

w i t h  the  distr ib ut ion of power wi t hin a g o v e r nm e n t .  The

a u t h o r i t y  of the legislative vis—a— vis the administration

will  be r e f l ec t ed  in b u d g e t  e x e c u t i o n .  T h e  c a r r y i n g  cut of

the  b u d g e t  is an e x e c u t i v e  r e s p o n s i b i l i t y .  W i t h i n  t he

a d m i n i s t r a t i o n  the  role of t h e  chief e x e c u t i v e  and his s t a f f

agencies , in their control of o p e r a t i n g  d e p a r t m e n t s  a n d

agencies, will be manifest in the techniques which are

employed to carr y out the governments financial plan

[ B u r k h e a d , 1956 3 .

Once budget formulation is complete and after the

Appropriation Act has been signed int o law by the President

the wheels of executive authority must start in motion to

insure the bud get will accomplish its purpose. The primary

authority exists in the Office of Manage ment ~nd Budget and

in the Department of the Treasury. It is these two elements

wi th i n t he  executi ve wh i ch  w i l l  control  t he  execu t i on  cf t he
budget.

Th e O f f i c e  of M a n a g e m e n t  and ?‘idget ( O M E )  was
es tabl ished p u r s u a n t  to  R e o r g an i z a t i o n  P l a n  no. 2 of 1970 .
Its powers came from the Budget and Accounting Act of 1921

which established the Bureau of the ~u d g et as a staff agency

of the President. Although directly responsible to the

President , the Bureau was originally placed in the Treasury

Department. When the Executive Office of the President was

created in 1939 , the Bureau was placed in that Office.

The Budget and Accounting Act made it the Bureau ’s duty

10
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to assist the President in t h e  p repa ra t ion  of t he  annua l
budget . The act gave  the Bureau the authority “to assem ble ,
correlate, revise , reduce , or increase the estimates of the

agencies within its span of control. ” A further increase in

power is seen by the General Appropriations Act of fiscal

year 1951 which gave the Bureau precise legal authority for

the establishment of reserves against appropriaticns to

effect economies and savings during the fiscal year.

The government , like most individuals and busines s,

t y p i c a l l y  commi t s  i tself to e x p e n d i t u r e s  b e f o r e  the
e x p e n d i t u r e s  are ac tua l ly  made.  This  is seen in the case of

h i r i n g  employees and l e t t i n g  con tr ac t s .  B e f o r e  a n y
Government agency can make an expenditure , permission must

be obtained from the Congress to commit or obligate the

G o v e r n m e n t  for  t h e  e x p e n d i t u r e .  An a u th or i z at i cn  by
Congress  gives a p p r o v a l of f u n c t i o n s  or a c t i v i t i e s  of an

a g e n c y .  In other words , the Congress passes legis lation

aut h~ rizing or approving activities such as defense research

and development. For many agencies , the authorizing

l eg is la t ion  specif ies  a m a x i m u m  amount that can be

app rop r i a t ed  (Capra , 19 7 4 ) ,  and in essence says t h e  agency
can now seek a p p r o p r i a t i o n s  for  its approved programs. The

legislation which grants this authority to comm it the

G o v e r n m e n t  is r e f e r r e d  to as “obligational authority. ”

The obligaticnal authority (also called budget

a u t h o r i t y )  provided by the Congress in the various

appropriations bills are of several types. The most common

t y p e  is seen in the appropriation of funds. An

appropriation allows an agency to commit the Government by

orders, contracts , and agreements for specific types ari d

amounts of future expenditures. Appropriations are

generally defined as new obligational authority (NOA) . It

further allows the agency to make future expendi tures as

cowmittments are fulfilled . An agency ’s total obligational

1 1
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a u t h o r i t y  (TOA) includes not only N O A b u t  also u n o bl i g a t ed
balances from prior years ’ appropriations. Agencies

generally have two years after the expiration of

obligational authority to complete the financial

t r ansac t ions  (d i sbu r semen t  of f u n d s )  associated w i t h  that
a u t h o r i t y  (31  U . S .  Code , 7 0 1 — 7 0 6 3 .  F i g u r e  2 illustrates the
r e l a t ionsh ip  of these au tho r i t i e s .

“Con tract authority ” is another type of obligational

a u t h o r i t y .  It is very  much  like the app rop r i a t i on  except  it
provides no power to mak e expenditures associated with the

obl iga t ion .  Con t r ac t  A u t h o r i t y  pe rmi t s  ob l iga t ions  in
advance of appropriations and therefore requires subsequent

appropriation or some monetary receipts for liquidation.

Typically they are definite in amount , e.g., the dollar -
~~~

amount of air—navigation facilities that can be contracted

for in a particular year. Sometimes they may be indefinite

in am ount , e.g., contract for the building in connection

wit h t he  extension of the Cap i to l .  C o n t r a c t  a u t h o r i z a t i o n s  - 
-

are used genera l ly  whe re  more than a year is expected to

lapse between the time an obligation is placed and the

expenditures become necessary. It is used primarily in the

p r o c u r e m e n t  act ivi t ies  of de fense . This  is an ar ea  wh i c h
does no t  have  t h e  pos i t i ve  cont ro l  of an a p p r o p r i a t i c n  and
over w h i c h  Congress  n a y  des i re  to exerc ise  close
s u p e r v i s i o n .

Obligaticnal authority also exists in our “authority to

spend debt receipts” which allows an agency to incur

obligations and make payments for specified purposes out of

b o r r o w e d  monies .  W h e r e  such a u t h o r i t y  pe r t a ins  to borrowing

from the Treasury, it is authority to spend “public ” debt

receipts. Authority for a Government agency to borrow

directly from the public or from a Government-admin istered

fund available for investment is authority to spend “agency

debt receipts. ” This type of authority does not always come

12
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in a ppr opriations bills an d is frequently referr ed to as
“backdoor  f i n a n c i n g . ” For example , the T reasury  may  be
a u t h o r i z e d  to provide  pub l i c  debt receipts to an a g e n c y ,
o f t e n  in exchange  for  notes of the agency .  Since t h e  dol lar
balances in the  bank  accounts  of the  Treasu ry  a re  not
d i s t i ngu i shab l e  by sourc e, w h e t h e r  obta ined  f r o m  t axes  or
borrowing, this type of authorization represents an

appropriation to commit and to spend government funds just

like any other appropriation. This type of fund ing is

supposed to be the exception not the rule and is almost

unhear d of in defense areas [Capra , 197L$].

The fourth and last form of bud get authority comes in

the form of “reappropriations. ” This allows an agency to

incur  ob l iga t ions  and make p a y m e n t s  a m o u n t i n g  to p a r t  of or ii
all the unobligated balance of an otherwise expired one—year

or multiple—year appropriations , whether for the same or

different purpose . Reappropriations are counted as budget

authority in the year of the congressional action which

authorizes such action . Figure 3 illustrates these four

sources of budget authority and how they are combined to

resul t  i n  to ta l  ob l iga t iona l  a u t h o r i t y .

B u d g e t  a u t h o r i t y  m a y  be c lass i f ied  as d e f i n i t e  or
i n d e f i n i t e, p e r m a n e n t  or c u r r e n t .  D e f i n i t e  a u t hor i t y  is a
d e f i n i t e  sum or a m o u n t  of resources  made ava ib le .
Indefinite authority is not specified by amount and may be

re la ted  to scm e o the r  expec ted  income , e . g .  receipts  fo r  a
particular tax revenue . Current authority is new budget

a u t h o r i t y  enacted by Congress  in or i m m e d i a t e l y  p reced ing
t h e  f i sca l  year  involved-. P e r m a n e n t  a u t h o r i t y  is n e w  budget
a u t h o r i t y  made  ava i l ab l e  each yea r  by v i r t u e  of one  t ime  or j
s t a n d i n g  legis la t ion and does not  r equ ir e  f u r t h e r  act ion by
Congress .

Appropriations are granted to accounts in various forms

13 
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an d time frames. “One—year accounts ”, which are the most

common , al low an agency  to incur  ob l i ga t i ons  w i t h i n  only one
f i sca l  year , the grant expiring at the end of the y e a r .  If
obligat icns  are incur red  in the year , ob l iga ted  ba l ances  of
such a p p r o p r i a t i o n s  r e m a i n  ava i l ab l e  i n d e f i n i t e l y  fo r  the
making  of expend i tu re s  in p a y m e n t  of the  ob l i ga t i ons .

“M u l t i p l e — y e a r  accounts ” are ava i l ab le  fo r  i n c u r r i n g
obl iga t ions  for  a - s p e c i fied period of t i m e  in excess of one
year with the obligated balances remaining available

indefinitely for payment of obligations. These

appropriation accounts are used primarily for programs of an

unusual seasonal nature or as applicable to defense

characteristics such as Navy shipbuilding .

“No— year accounts” are available for both obligation and

expenditure until the purpose is accomplished. This type of

appropriation is used primarily for certian types of benefit

payments and for construction of projects where a. time limit

would  not appreciabl y add to the system of expenditure

control . Other e’camples of no—year appropriations include

some research and many trust fund appropriations. Figure f4

illustrates the various categories in terms of time frames

of appropriations accounts.

Accodats are not necessarily permanent in nature and

there is also a classification to cover these. Unexpired

and expired accounts are as the name implies. It ~hould be

noted that in expired accounts , where the authority may no

longer exist for incurring obligations , ou tlays are still
permitted to pay obligations previously incurred.

In considering the oblectives of a system for budget

execution a few tho ughts should come to mind. Congress ,

having approved the budget through the appropriat ion

process , had some basic objectives , reasoning, or intent and

1L 4 
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these should be preserved.  Just as bu dget p r e p a r a t i o n  must
be concerned w i t h  s t r u c t u r i n g  the  e f f i c i e n t  use of scarce
resources, budget execut ion  should be concerned wi th
ca r ry ing  out  t h a t  e f f i c i e n c y .  A t h i r d  t h o u g h t  wh ich  is
always p reva lent is the nation’s economic conditions which
requir e some programs to inevitably change over time. The

ab i l i t y  of a budge t  ex ecut ion  sys tem to  cope wi th  t h i s  is
largely dependent  on the  way in which the  budget
a u t h o r i z a t i o n s  are w r i t t e n  by t h e  leg is la ture .  To insure
the spir i t  of f l e x i b i l i t y ,  the  b u d g e t  a u t h o r i z a t i o n  should
be pe rmiss ive , not m a n d a t o r y ,  i. e . ,  the  a u t h o r i t y  to incur
obl iga t ions  and to  make expenditures must not be mandatory.

A balance of pe rmiss iveness  and f l e x i b i l i t y  wi th  pos i t ive
control  mus t  be s t ru ck .

15
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I I I .  THE OPPICE OF M A N A G E M E N T  OF THE BUDGET

Fol lowing congressional  passage of an a p p r o p r i a t ions
bill and signature by the Pres ident, agencies must submit to

the Office of i4anagement of the Budget (0MB) a proposed plan

for apportionment. This plan indicates the funds required

for operations. Apportionment .~asically means the tine rate

at which t~e obligational authority can be used.

The appcrti cnment process is intended to prevent

obligation of an account in a manner that would require

def ic iency  or supp lemen ta l  a p p r o p r i a t i o n s  and  to a c h i e v e  the
most e f f e c t i v e  and economical  use of a m o u n t s  m a d e  ava ib le .
In appo r t i on ing  any  a .ccount , some f u n d s  m ay  be reserved  to
provide  fo r  con t ingenc ies  or to e f f ec t  sav ings , p u r s u a n t  to
the  A n t i d e f i c i e n c y  Act .  They may also be d e f e r r e d  or
proposed for- rescission fo r  other reasons , p u r s u a n t  to the
Impoundm ent Control Act of 1 974 .

Budget authority, balances , and other budgetary

resources  a re  s ta ted  in t e rms  of a u t h o r i t y  t o  i ncu r
obligations. The operations of the apportionment system and

the  f u n d a m e n t a l cont ro ls  are  on an obligational basis.

Thus , apportionments are generally based on obligations.

However , ONE , at its option , may apportion accounts on some

other basis that will provide effective controls.

Under Executive Order 11541 , of July 1 , 1970,

responsibility for making apportionments was delicated to

the Director of 015. O N E  may make  a p p o r t i o n m e n t s  or
reapportionments , including the withhold ing of funds , on the

basis of agency requests or on its own initiative. The

15
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authority is usually apportioned by quarters over t h e  period
of the app rop r i a t i ons  to insu re  the obl iga t ional  a u t h o r i t y
is not spent f a s t e r  than  Congress  i n t ended  and to i n s u r e  the
most economical  and e f f e c t i v e  use of the funds .  However ,
when  appro ved by 0M B , a m o u n t s  may be appor t i oned  fo r  o ther
t i m e  per iods ;  fo r  ac t iv i t ies, projects , objects , or  fo r  a
combination thereof. Budgetary resources are not

appor t ioned  for periods longer  t h a n  one f i sca l  y e a r .

In the case of No—year accounts and multiple—y ear

accounts  in which f u n d s  are ava i l ab le  beyond  the  c u r r e n t
fiscal year , apportionments will cover the anticipated

f i n a n c i a l  r equ i r emen t s  fo r  the c u r r e n t  year . F u n d s  not
requi red  for  t he  current year but included in the

appropriations are enumerated in the apportionment request

by appropriate agencies.

Agencies can request changes in the level or time

periods covered by a p p o r t i o nm e n t .  C o n s i d e r a t i o n  is give n to
a p p o r t i o n i n g  f u n d s  f o r  t i m e  periods o the r  t h a n  ca lender
qua rters or at levels other than the appropriations account ,

w h e n e v e r  such per iods  or leve ls  a re  more  r e p r e s e n t a t i v e  of
program activities and will facilitate their execution.

Unobligated balances of apportioned funds become part of

the new f iscal year ’s apportionment in the majority of

cases . Ne w aj p o r t i o n m en t s  are reduced by a n y  p o r t i o n  of the
u n o bl i g a t e d  ba lance  e s t ima ted  to be b r o u g h t  f o r w a r d  on the
most r e cen t l y  a p p r o v e d  a p p o r t i o n m e n t  reques t  rece ived  f r o m
an agency  or f e p a r t m en t .  O~ 9 w orks  u n d e r  the  p r e m i s e  t h a t
new a p p o r t i c nm en t  ac t ion  fo r  a f i s c a l  yea: w i l l  be

independent of all apporti nment of the preceding year [0MB

Cir. No. 314). That is, unob lig~ t?~ balances which were

identified for expenditure . l u : i ng  t h e  last pe r io d  of
apportionm ent are treat .~d ~s new fun -~s tD be apportioned

accordingly.

~ 
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0M B can also exercise i ts power ~y w i t h h o l d i n g  resources
f r o m  ob l iga t ion  on its o’wn i n i t i a t ive  or upon the  reques t of
an agency .  Budge ta ry  resources may be de fe r red  as reserves
to provide  for  cont ingencies  u n d e r  provis ions  of the
A n t i d e f i c i e n c y  Act ; or t h e y  may be defer red  fo r  o ther
reasons under  the  I m p o u n d m e n t  Con t ro l  Act , except t h a t  f u n d s
ava i lab le  f o r  only one f i sca l  year may not be de fe r red
t h r o u g h o u t  that  year .

The I mp o u n d m e n t  Cont ro l  Act specifies t h a t  w h e n e v e r  the
P re s iden t  determ ines t h a t  all or par t  of a n y  budget
a u t h o r i t y  wi l l  nct  be r e qu i r ed  to c a r r y  out the f u l l
objectives cr scope of programs for which it is prov ided ,
the  Pres i dent  wi l l  propose to Congress t h a t  the  f u n d s  be
resc inded .  Likewise , if al l  or par t  of any  budget  a u t h o r i t y
l imi ted  to a f iscal  year is to be reserved for  t h e  en t i re
f iscal  y e a r , a recission wil l  be proposed.  Recission of
budget  a u t h o r i t y  may  also be proposed as a m e a n s  for
i n i t i a t i n g  f iscal  po l icy .  G e n e r a l l y  a m o u n t s  proposed for
recission will be withheld during the time the proposals are

being considered by Congress .

The apportionment of funds is not to be regarded as

resolving any question as to the legality of using funds for

the purpose for which apportioned . Any question as to the

legality of using funds for a particular purpose is resolved

through other channels.

Appor tionment ac t ion b y ONE im plies app roval of , or
concurrence with, any comments inserted on the apportionment

reques t  by the agency . W h e r e  0 MB spec i f i ca l ly  d isagrees
wi th  any  such commen t s , it wi l l  be noted on the  app roved
apportionment documentation.

Agencies submit their apportio nmen t requests indicating

the time frame and levels desirei . Initial apportionment

1~~
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schedules f r o m  agencies  r e f l e c t i n g  the  yea r ’s schedu le  is
submi t t ed  to ONE by 2 ! A u g u s t . In those cases where  all of
the b u d g e t a r y  resources f r  an account resu l t s  f r o m  cur ren t
action by the Congress , i n i t i a l  a p p o r t i o n m e n t  sch edules
tuight not ~e submitted until 10 days after the approval of

the  a p p r o p r i a t i o n  or subs tan t ive  acts prov id ing  new budget
a u t h o r i t y  or by 21 Augus t , w h i c h e v e r  is l a te r  [ ON E  Cir  No.
34] .

In those cases where initial apportionment requests are

submitted by 21 August , 0MB will notify agencies of the

action taken on the initial requests by 10 September (new

budget time table) . Those requests  w h i c h  may h a v e  been
delayed due to pending action by Congress will receive

notification from 0MB within 30 calendar days after the

approval of the act providing new budgetary authority.
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IV. DEPARTMENT DF DEFENSE CONTROL OF THE BUDGET

This section will review those e l e m e n t s  in the execut ion
process w h ich influence the results of policy guidelines

through control exercised by the Secretary of Def ense. The

Secr etary of Defense can exercise control in the very
begining of the phase at the appropriations step and further

extend this control through the allocation process , the

obligation process and reprogramming activities. Transfers

and impoundemnts can also be e f f e c t i v e  tools of con t ro l
ava i lab le  to the D e p a r t m e n t  of D e f e n s e .

A. A P P R O P R I A T I O N S

A f t e r  t h e  A p p r o p r i a t i o n s  Act has been signed i n t o  law by
the  P re s iden t , the ~ct is sent to the  Genera l  Services
A d m i n i s t r a t i o n  (GS A) whe re  a p u b l i c  law n u m b e r  is ass igned
and  the  l aw is p u b l i s h e d .  The GSA has t h e  r e s p o n s i b i l i t y
for the National Archives and Repor t s  Service whose  f u n c t i o n
is to publish laws.  A f t e r  th is  act ion , a copy is sen t  to
the  T r e a s u r y  D e p a r t m e n t , the  O f f i c e  of ~! an a g e men t  and
Budge t , the  General  A c c o u n t i n g  O f f i c e , a n d  to the  Secre ta ry
of Defense  and the seperate  services.

When  Congress has not  comple ted  its de l i be r a t i ons
lead ing  to the e n a c t m e n t  of t h e  a n n u a l  D e p a r t m e n t  of De fense
A p p r o p r i a t i o n s  A c t  by 1 October , it provides funding

a u t h o r i t y  t h r o u g h  a jo in t  “c o n t i n u i ng  r e so lu t i on ” m a k i n g
i n t e r i m  a p p r o p r i a t i o n s  a v a i l a b l e  to the  D e p a r t m e n t  of
Defense . The i n t e n t  of t h e  c o n t i n u i n g  resolution is to

20
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provide fun ds to maintain operations at a m i n i m u m  ra te
necessary for the orderly continuation of activities until

regular appropriations are enacted. Passed on to the

depar tments within DOD, the continuing resolution is called

the expense operating budget and is further allocated to

subordinat e agencies within the departments. The expense

operating budget is the budget authority until the

appropriations bill is passed and signed into law.

Once the Defense Appropriation Bill  is passed , it  is
binding as to how much the DOD can obligate thereunder and ,

within its broad purposes, what can be bought.

The apportionment process , exercised through 0MB ,

reflects Presidentia l control and can restrict the rate or

purpose of ob l iga t ions  as provided by l aw .  A p p o r t i o n m e n t s
are made on the basis of hearings conducted by 0MB , Office

of the  Secretary of Defense  (OSD) , and DOD compcnents

wherein apportionment requests are considered. This

apportionment process also serves the  i mpor tan t  f u n c t i o n  of
u p d a t i n g  the  budge t  which was s u b m i t t e d  to OSD m o r e  than  a
year previously. Onc e the apportionment is released by 0MB ,

it becomes the Secretar y of Defense ’s authorized obligation

rate.

The Secre tary  of D e f en s e  exercises h i s  p r i m a r y  f in anc ia l
control  by e s tab l i sh ing  the  r a t e  of ob l i ga t i c n s  of f u n d s  f o r
t h e  DOD componen t s  based on t he  0MB a p p o r t i o n m e n t  r e lease .
D e p a r tm e n t s  of the  A r m y ,  N a v y ,  and Ai r  Force wil l  s u b m i t  to
the Assistant Secretary of Defense Comptroller their

proposed o p e r a t i n g  budgets  and  f i n a n c i a l  p l a n s  fo r  r e v i e w  in
an t i c ipa t ion  of the f o r m a l  s u b m i s s i o n  of an a p p o r t i o n m e n t
request based on the appropriations act. This action is the

m o t i v a t i o n  for  the  r e v i e w  and  u p d a t e  of t h e  b u d g e t .
Submiss ion  of th is  plan and  budge t  a lso r e qu i r e s  the agency

to prepare  m o n t h l y  schedules  for  o b l i g a t i o n s  and c o m m i t m e n t s

21
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fo r  the  f i rs t  half of the coming f iscal  year .  F i g u r e  5
i l lus t ra tes  the in te rac t ion  bet ween these e l emen t s  in the
a p p o r t i o n m e n t  process.

Upon receipt of these plans and  budge t s , a n a l y s t s  f r o m
OSD eva lua te  in subs t an t ive  de ta i l  and m a k e  the i r
recommendations to the Comptroller based on evaluations of

program proposals (feas ibility, desirability, priorities ,

t i m i n g ,  e tc .)  , p r o c u r e m e n t , and r e sea rch  and development

l ine  i tems.  It is at this point  the  Secre ta ry  of D e f e n s e
can exercise  addi t ional f i nanc i a l  con t ro l  by d e f e r r i n g
programs  un t i l  l a te r  in the  budget execu t ion  p r o g r a m .  This
is used to restr ict  t he  f low of fund s, as well as to  control
programs by withholding funding authorization unti l complete

j u s t i f i c a t i o n  is provided.

To meet  chang ing  needs , the  Secre tary  of De fense  has  the
au thor it y ,  with the approval of the Office of Management and

Budget , to t r a n s f e r  funds  f r o m  one a p p r o p r i a t i o n s  accoun t  to
a n o t h e r  if such t r a n s f e r s  do not exceed s t a t u t o r y  u ni t s .
There  a re  f o u r  oth er m e thods  besides t he  t r a n s f e r  a u t h o r i t y
available to OSD and the Department of Defense components

which provide flexibility within appropriations. These are

S u p p l e m e n t a l  Budge t , C o n t r a c t  A u t h o r i z a t i o n , Defi cien cy
Bu dgets , and R e p r o g r a m m i n g .

Supplemental Budgets and Deficiency Bud gets are in

essence additions to the annual budget proposed by the

Secretary of Defense to request funds for major unforeseen

emergencies  du r ing  the  c u r r e n t  y e a r .  S t a t u t o r y  aut ho r i t y
unde r  w h i c h  con t rac t s  or o ther  o b l i g a t i o n s  may  be en te red
in to  p r io r  to an a p p r o p r i a t i o n  for  t h e  p a y m e n t  of suc h
obligations was discussed under contract authority.

Reprogramming will be discussed later.

The Secretar y of Defense ’s funding a u t h o r i z a t i o n

22
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provides agencies with a document which establishes

authorized fund in g levels; i.e., obligational authority for

both direct and reimbursable programs for each
a p p r o p r i a t i o n s  and expense  a u t h o r i ty  for  m i l i t a r y  per sonnel
of the Ac t ive  Forces. Gene ra l l y ,  th is d o c u m e n t  e s t ab l i shes
applicable program , budget activity, procurement line item ,

and p rogram e lement  d i s t r i b u t i o n s  of the  total  resources  for
the  yea r .  These documents  are revised d u r i ng  the  cours e of
the  year to ref lect  a p p r o p r i a t i o n  enac tmen t , releases f rom
deferral , reprogramming or other actions which effect the

funding authority.

Agencie s subm i t  m o n t h l y  reports  to t h e  O f f i c e  of
Sec re ta ry  of Defense  r e f l e c t i n g  the  s t a t u s  of a va i l a b l e
f u n d s .  These repor ts  are f o r w a r d e d  fo r  r e v i e w  to t h e  O f f i c e
of M a n a g e m e n t  and  Budge t  and the H o u s e  A p p r o p r i a t i o n s
C o m m i t t e e .

An annua l  re port  is p r e p a r e d  by the d e p a r t m e n t
Comptrollers and submitted to the Office of Se c r e t a ry  of
Defense  in December as t h e  previous  e n d — o f - y e a r  (30
Sep tember )  unob l iga t ed  and  u n e x p e n d e d  ba lances , as well as

the u n p a i d  obligat ions , of all a p p r o p r i a t i o n s  a n d  f u n d s .
This repor t  is s u b m i t t e d  to t h e  T r e a s u r y  D e p a r t m e n t  f o r
establishing year-end balances and to withdraw or restore

f u n d s  as necessary .

B. A L L O C A T I C N

F o l l o w i n g  the establishment of the rate of obligati on ,

which is quite an inwolved process , the Secretary of Defense
al locates  f u n d s  to r e spons ib l e  o f f i c i a l s  in t he i r
organizations. These allocations are usually divide d into

sub—allocations , allotments , and sub—allotments or are
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inc luded in opera t ing  budge t s  at t he  user level to  make
f u n d s  ava i l ab le  for  c o m m i t m e n t , ob l iga t ion  and  e x p e n d i t u r e .
A c o m m i t m e n t  is a reserva t ion  of f u n d s  based upon c u r r e n t l y
directed use leading to ob l iga t ions .  An ob l iga t ion  is a
l i ab i l i ty ;  e . g . ,  a f i r m  r on t r ac t  for goods or services.  An

expend i tu re  is p a y m e n t  of the obligation. allocations ,

commitments , obligations , and expenditures are carefully

controlled to avoi d over spending.

A second level of a p p o r t i o n m e n t  occurs  w i t h i n  agenc ie s
once the  o b l i g a t i o n a l  a u t h o r i t y  is d i s t r i b u t e d  by t h e  Of f i ce
of Ma n a g e m e n t  and  Budget .  Sach agency is requi red  by law to
h a v e  a sy s t em of adm i n i s t r a t i v e  contro l of their  f u n d s  for
the f o l l o w i n g  purposes .

1. To res t r ic t  ob l iga t ions  or o u t l a y s  a g a i n s t  each
a p p r o p r i a t i o n  or f u n d  to t h e  amoun t of the  a p p o r t i o n m e n t s  of
such a p p r o p r i a t i o n  or f u n d .

2. To enable the agency head to f i x  :esponsib ilit ’i
for  t he  c rea t ion  of a n y  ob l iga t ion  or the m a k i n g  of a n y
out lay  in excess of an apportionment or reapportionment.

By the  t ime  t he  appor i a : ions  bill for  a fiscal y e a r  is
enac ted , t h e  agency ’ s p l a n s  f o r  the fiscal year must be

b r o u g h t  u p — t c — d a t e .  The r ev i s ions  t a k e  accoun t  of c h a n g e s
in the  amoun t s  expec ted  to beco m e a v a i l a b l e  and  in
cond i t ions  t h a t  e f f ec t  the  agency ’ s p r o g r a m .  The p lans  at
th i s  s tage are usua l ly  more  speci f ic  t h e n  they  w e r e  at the
t ime the  or iginal  e s t ima tes  were  p r e p a r e d .  The  revised
plans a re  usua l ly  p repa red  in the  s a m e  o f f i c e  t h a t  p r epa red
the or ig ina l  budge t  e s t i m a t e s , and a re  a g a i n  r e v i e w e d  and
consolidated at success ive levels in the agency to serve as

a basis for both the apPortionment requests to 0MB and for

a l l o tmen t s  w i t h i n  the  a g e n c y .  Agency  h e a d s  d e t e r m i n e  tne

r a t e  of a l l o tmen t s  by m o n t h  or q u a r t e r s  to t h e  va r ious
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A d m i n i s t r a t i v e  un i t s  w i t h i n  the  agenc ies.  As a resu l t ,
addit ional restrictions m a y  be placed on the use of
obl igat ional  a u t h o r i t y  g r a n t e d  by t h e  Congress p rov ided  it
does not confl ict  w i t h  t h e  Congress iona l  B u d g e t  and
Impoundment Control Act of 197 L & .

S uballocat ions  are t r a n s f e r s  or de lega t ions  to t h e  head
of a n o t h e r  o f f i c e , b u r e a u , or command of some po r t ion  of the
a u t h o r i z a t i o n  g ran ted  to an a l loca t ion  h o l d e r .  The
sub al loca tj on  document  states tha t  all f i n a n c i a l  cont ro l ,
j u r i s t i c t i o n, and r e s p o n s i b i l i t y  for  a m o u n t s  a l l o c a t e d  are
passed to the  rec ip ien t .

An a l lo tmen t  is an authorization granted within and

pur suan t  to an a l locat ion or s u b a l l o c a t i o n  for  t h e  pur pose
of i n c u r r i n g  c o m m i tm e n t s , o bl i g a t i o n s , a n d  e x p e n d i t u r e s .

The opera t ing  budget  concept  consis ts  of a n  apc roved
o p e r a t i n g  plan which  is t he  basis of a u t h or i z a t i o n  and

financial ccntrol of resources available for the execution

of program or programs of the indicated organizational or

command  level.

C. OBLIGATICNS

A crucial  step in the spendi ng process exists in  the
obl iga t i cn  of f u n d s .  Many  decisions r e g ar d i n g  the t i m i n g of
obli g a t i o n s  are i n i t i a t e d  at t h e  agency  level .  If an agency
fa i l s  to obl iga te  by a c e r t a in  t ime , the f u n d i n g  a u t h o r i t y
lapses and rever ts to t h e  T r e a s u r y .  Pr ior  to 13 5 L ~,
admin istrators managed to r e t a in  access to f u n ds by
i n c l u d i n g  t h e m  a m o n g  a f l u i d  concept  called “ obl igated
ba lances .” The t e r m  m e a n t  d i f f e r e n t  t h i n g s  to d i f f e r e n t
peop le [ F i s h e r , 197 5].  Even  t h e  d e f i n i t i o n s  by GAO a n d  t h e

25
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Burea u of the  Budget  (0 M B today)  did not agree . R e p o r t s  on
ava i lab le  balances were  o f t e n  mi s l ead ing .

In 1954 Congress es tabl ished legal c r i t e r i a  fo r
obl igat ions, r e q u i r i n g  d o c u m e n t a r y  ev idence  of b i n d i n g
ag reemen t s  and other  l iabi l i t ies  on the  g o v e r n m e n t .  This
was a s tep  in the r igh t  d i rec t ion  for g a i n i n g  c o n t r o l  but
much confusion remained. Large  e n d — o f — t h e — y e a r  ob l i ga t ion

efforts were experienced leading to the 1955 act of

addi t i ona l  t i g h t e n i n g  of control  by which  not m o r e  than  20
percent  of any  f u n d s  made ava i l ab le  in a n  a p p r o p r i a t i o n s  act
cou ld be “obl iga ted”  and/or “ r eserved” d u r i n g  t he  last two
mon ths  of  a f iscal yea r  [P a r k e r , 15 7 4 —7 5].

Criticism of these carry over balances continued. The

Hoove r Commiss ion emphas ized  tha t  Congress had  no e f f e ct i v e
control  over the a n n u a l  budge t  s u r p l u s  or d e f i c i t , s i n c e

there  was no direct  r e l a t ionsh ip be tween  w h a t  was
appropriated and what was actually obligated or spent. Part

of thi s d i l e m m a  was a resu l t  of t h e  p r a c t i c e  of
appropriating on a n o — y e a r  or m u l t i p l e — y e a :  basis c r e a t i n g
large car ry  over ba lances .

Althoug h the Hoover Commission pointed out the

shor tcomings  in carry over balances and contract

obligations, no action was  t a k e n  to e f f e c t  a c h a n g e .  The
magnitude of carry over balances increased from year to

y e a r .  The budget  for  f i sca l  year  1976 s h o w e d  ~ $ 9 3 . 9
billion in unspent authority available from prior years.

Only  $111.6  b i l l ion was expec ted  to be spent  in t h e  fiscal
year  1976.  $354 .3  billion was expected to be sDent in

f u t u r e  years .  $27 .9  b i l l ion  was scheduled  to e x p i re .  B~
the  end of the  1976 f iscal  y e a r  the to ta l  a m o u n t  of c a r ry
over  ba lances  was expected to reach $ 5 0 2 . 4  b i l l i o n  ( f i g ur e
6) . Consider  Ar ron  W i l d a v s k y ’ s rec ipe  f o r  be ing  a poor
na t ion , not only  lack of w e a l t h  b u t  also the  in a b i l i t y  to
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spend w h a t  is avai lable .  Wi ld avsk y points  out t h a t  he found
unde r spend ing  as h igh  as 75~ of the budget  in poor  na t ions
where  they  lacked the capaci ty  to absorb  expen d i tures
( W i l d a v sk y ,  1974] . It is not  likely t h a t  th is  c o u n t r y  wou ld
be c lassif ied as poor bu t  W i l d av sky ’s po int  is an
in teres t ing  one fo r  r e f l ec t i on .

Agencies  also h a v e  access to other  f u n d s  as t he  f iscal
year  unfo lds .  Such funds  are called “deobliga t ions” ,
“recover ies” , or “ r e c o upm en t s ” . They represent f u n d s  that
h a v e  been tied up bu t , for  various rea sons , are later made
available for agency use. In 1962 the House Appropriations

Ccmmi ttee noted , with displeasure , the Navy ’s budget for

fisca l year  1962 had  es t imated $30 mi l l ion  in recoveries
from prior appropriations . Afterwa rds the Navy discovered

recoveries would come to approximately $227 million [Fisher ,

1 9 7 5] .

D. R E P R O G R A M M I N G

In t h e  area of b u d g e t a r y  control  w i t h i n  the  D e p a r tm e n t
of D e f e n se , r e p r o g r a m m i n g  is an e f f e c t i v e  t e c h n i q u e  of
budge ta ry  control  in the  execu t ion  process.  R e p r o g r a m m i n g
is essentially a process of moving funds within a single

appropriations account. One might think that since no

add i t iona l  money is requi red , and since t h e  Congress u sua l ly
appropr i a t e s  f u nd s  for  g roups  of program s r a the r  t h a n  fo r
i n d i v i d u a l  p rog rams , a d j u s t m e n t s  w i t h i n  a p p r o p r i a t i o n s  would
not be a mat te r  of Congress iona l  r e v i e w .  Pres idents  of  t he
past h a v e  a rgued  t h a t  a p p r o pr i a t i o n s  are to be a d m i n i s t e r e d
by the  execut ive  b ranch  of g o v e r n m e n t  and Congress  should
not  get. i n  the  way  o f  th is  f u n c t ion.  P r e s iden t  Eisenhower
asserted in a message  to the  Congress  t ha t , “ once an
a p p r o p r i at i o n s  is m a d e , the appropriation must , under the
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Constitution , be administered by the executive branch of the

g o v e r n m e n t  alone , and t he  Congress  has  no r i g h t  to veto
Execu t ive  action to  p reven t  Execu t ive  ac t ion  f r o m  becoming
e f f ec t iv e [ House Document  No. 218 , 84th  Cong . ]. But
Congress re jects  this  view and  closely protects  its a b i l i t y
to execute  the  budge t  in th i s  area .

Congress appropr i a t e s  l u m p — s u m  a m o u n ts to t h e  D e f e n s e
D e p a r t m e n t .  It is the  u n d e r s t a n d i n g  of the  A p p r o p r i a t i o n s
Commi t t ees  and of the  Congress that the monies will be spent
in accordance  w i t h  the  o r ig ina l  d e p a r tm e n t a l  j u s t i f i ca t i ons
as a p p r o p r i a t e l y  amended .

As the budget yea r  u n f o l d s , new and bet ter  ap~~licazions
of money come to l ight .  R e p r o g r am a i i n g s  are  m a d e  for a
n u m b e r  of reasons , inc lud ing  u n f o r e s e e n  d e v e l o p m e n t s ,
changing requirements , incorrect price estimates , wage rate

a d j u s t m e n t s , changes  in the  i n t e r n a t i o n a l  s i t u a t i o n, and
legis la t ion enacte d subsequent  t o  appropr i a t ions .

Reprogramming is entirely nonstatutory and it operates

at t he  level  of s u b a c c o u n t s  in the appropriations structure.
Though  it is n o n st a t u t o r y ,  agencies  of t he  E x e c u t i v e  b r a n c h
have  a s t r o n ç  i n cen t i v e  to c o m p l y  w i th  C o n g r e s s i o n a l  wishes
in o rde r  t..j a v o i d  r e t a l i a t i o n  t h r o u g h  lower f u n d i n g  of
f u t u r e  ~r c g r a m s .  R e p r o g r a m m i n g  was not even pa r t  of
c o mm i t t e e  r ecords  u n t i l  t h e  m i d — 1 9 5 0 ’ s. As the p rac t i ce  of
s h i f t i n g  f u n d s  ~ers isted over  the years , mem ber s  of t h e
A p p r o p r i a t i o n s  C o mm i t t e e s  began to r e q u i r e  c e r t a i n  a m o u n t s
of d i s c i p l i n e  in r e p r o g r a m m i n g .  R e p r o g r a m a i n g  procedures

h a v e  came to r e q u i r e  regular reporting by the Department of

Defense  and pr ior  ap p r o v a l  of se lec ted  i t ems  by designated

c o m m i t t e e s .

Congress iona l  con t ro l  over  d e f e n s e  r e p r o g r a m m i n g  has
progressed  ‘hr o u gh  a n u m b e r  of s tages . The Appro priations
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C omm i t t e e s  have  r equ i red  t h e  Defense  D e p a r t m e n t :

1. To keep the m advised  of ma jo r  r e p r o g r am m i n g s .
2. To submi t  s e m i a n n u a l  t a b u l a t i o n s  of

r e p r o g r a m m i n g  actions.
3. To report more frequently.

4. To obtain prior approval from the

Appropriations Committees for certain categories.

Due to the vagueness  of the  r e q u i r e m e n t s  t h e  D e f e n s e
D e p a r t m e n t  and  the  a p p r o p r i a t i o n s  c o m m i t t e e s  b a t t l ed  over
t h e  degree  of expl ic i tness  in r e p r o g r a m m i n g  ac t ions .

The Defense  D e p a r t m e n t  has w r i t t e n , r e w r i t t e n , and
r e — r e w r i t t e n  t he i r  d i rec t ive  on reprogramm ing procedures to
s a t i s f y  r e qu i r e m e n t s  of the c o m m i t t e e s .  The  emphas i s  in t h e
reprogramming direct iv e is on the prompt notification

r e q u i r e m e n t  for  any repro gra m ming ac tion, single or

c um mu l a t i v e , th at exceeds these  dollar  th resholds :

1. An increase of $5 mi l l ion  or more  in a budget
ac t iv i ty  in the m i l i t a r y  personne l and  o p e r a t i o n  an d
m a i n t e n a nce a p p r o p r i a t i o n s .

2. An add i t i on  of $ 5 m i l l i on  or more in a

procurement line item or t h e  a d d i t i o n  to the p r o c u r em en t
l ine i t e m  base of a new i t e m  in the  a m o u n t  of $2 m i l l i o n  - r

more .
3. An increase of $2 mi l l ion  or more  in a n y  b u d g e t

subactivity line item in an a p p r o pr i a t i o n  for  r -~sea r ch

d e v e l o p m e n t , test , and  e v a l u a t io n , i n c l ud i n g  the additio n of

a new budget  s u b a c t i v i t y  l i n e  it e~ of $2 m i l l ion  or m o r e , or
t h e  a d d i t i o n  of a new budg e :  s u b a c t i v i tv  l i n e  i t e m , t h e  cost
of which  is e s t i m a t e d  t~ be $1 0 million or more  w i t h i n  a
three—year period .

No comprehensi ve record of the num b e r and dollar amount
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of r e p r o g r a m m i n g  actions by t h e  Defense  D e p a r t m e n t  has been
publ i shed .  Occasicnally,  in c o m m i t t e e  hea r ings , c o m m i t t e e
reports , and  commi t tee  r e p r i n t s, f i g u r e s  are a v a i l a b l e  for
p a r t i c u l a r  years .  F igur e 7 illustrates program activity

exper ienced  in the past .

Reprogramming statistics rarely show the magnitude of

b e l o w — t h e — t h r e s h o l d  act ions ( i n t e r n a l  ac t ions  by t h e  Defense
D ep a r t m e n t  that are ca r r ied  out w i t h o u t  c o m m i t t e e
notification or approval) . Internal reprogramming for

fiscal year 1964 t h r o u g h  1967 accounts  f o r  an a v e r a g e  of
$1 .1  bi l l ion a year .

I t  should  be unders tood  that  a r e p r o g r a m m i n g  ac t ion is
o f t e n  made up of severa l  r e p r o g r a m m i n g s  wi th  f u n d s  taken
f r o m  severa l  pro jec ts  and reallocated to other projects.

Thu s  a large n u m b e r  of r e p r o g r a n i m i n g s  ( somet imes  as m a n y  as
30 to 4 0)  wi l l  l~e packaged together  and  p resen ted  as a
s ingle  reques t  and be g iven  a s ingle DOD serial
(identification) number.

Anothe r  i t em of i n t e res t  is the  b r e a k d o w n  b e t w e e n
r e p r o g r a m m i n g  ac t ions  tha t  are  sub jec t  to prior a p p r o v a l  b y
the  d e s i g n a tt ~ c o mm i t t e e s  and  those t h a t  a r e  m e r e l y  sen t  to
the  c o m m i t t e e  for  n o t i f i cat i o n . D u r i n g  t he  period I Ju ly

• 1967 to 19 F e b r u a r y  1968 the D e f e n s e  D e p a r t m e n t  sen t  ~7
f o r m a l r e p r o g r a m m i n g  ac t ions  to the  r e v i e w  c o m m i t t e e .  Of
t he  $3.6  b i l l ion  i n v o l v e d , prior  a p p r o v a l accoun ted  f o r  o n l y
$122 mi l l i o n .  The ba lance  consisted of submissions for

notification (House Appropriations , 90th  con g . ,  2d Sess. ].

T h o u g h  r e p r o g r a m m i n g  o f f e r s  the  Sec re t a ry  of D e f e n s e  an
e f f e c t i v e  toci fo r  p r e s e r v i n g  m a n a g e m e n t  f l e x i b i l i t y  it al5o
p r o v i d e s  t h e  o p p o r t u n i t y  f o r  s u b s t a n t i a l  r e — e m p h a s i s  of
pol icy .  One such possibility is requesting funds for a

popu la r  p r o g r a m  t o d a y ,  K n o w i n g  C o n g r e s s  wi l l  p r o v i d e  t h e
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funds , and  r e p r o g r a m  fo r  a d i s f a v o r e d  p ro jec t  t o m o r r o w .

An e lement  of ris k accompan ie s  each r e p r o g r a m m i n g
propo~ al.  Whenev er the  D e f e n s e  D e p a r t m e n t  r eques t s  t ha t
f u n d s  be sh i f t e d  f r o m  cne progra m to a n o t h e r , it  n ecessa r i l y
admi t s  the  f o l l o w i n g :

1. The o r ig ina l  p r o g r a m  was o v e r f u n d e d  or
2 . There has been s l ippage in the  o r i g ina l  program

thus  f ree in g addit ional f u nd s  or
3. The o r i g i n a l  p rog ram has been d o w n g r a d e d  in

p r i o r i t y .

The resulting effect is that of alerting the Appropri ation

C o m m i t t e e s  to po ten t i a l  areas fo r  r e t r e n c hm e n t  and
economizing the next budget cycle.

There are numerous irregularties which Louis Fisher

[F isher , 1975] poin t s  out in his analysi s of reprogramming
f r o m  us ing  r e p r o g r a m m i n g  to remedy indecisiveness at the
time of bud get submission to starting new p r o g r a ms  u s i n g  t h e
“foot—in—the-door ” technique for obtaining additional funds.

These irregularities ar e  rece iv ing  more  a t ten t i o n  in
Congress. Committee action in reprogramming and involvement

has beco m e more  acu te  and we find the committee members much

more sensitive to the issues of reprogramming. They are

paying more attention to reprogramming requests , as k i n g mor e
q u e s t i o n s  and r e q u i r i n g  t h e  spir i t  of the orig ina l
appropriations be followed in subsequent reprogramming

action.

The scope of reprogramming by the Defense Department

helps to underscore the highly tentative nature of its

budget estimates and its involvement in the execution

process.

_  
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2. TR UST FUNDS

An in te res t ing  componen t  of t he  budge t  w h i c h  m u s t  be
men t ioned  is Federal and t r u s t  f u n d s  as execu t ion  tools.
The basic un i t  of c lass i f ica t ion  is the  a p p r o p r i a t i o n  or
fund account. The functional classification arrays

b u d g e t a r y  data according to the m a j o r  purpose  se rved  by the
uni t  being classified, u s u a l l y  a budge t  account . Agency
ac t iv i t i es  are f i nanced  th rough  Federal  f u n d s  and  t h r o u g h
t rus t  f u n d s .

Federal  funds  a r e  of f o u r  t y p e s .  The  G e n e r a l  f u n d  is
credi ted  with  receipts  not e a r m a r k e d  by  law for a specif ic
purpose and is charged with payments from revenues and

general borrowing. Funds for DOD’s operations and

maintenance accounts are from the General fund. Special

funds contain Federal receipts earmarked for specific

purposes other than for carrying out a cycle of operation ;

e. g . ,  ship  cons t ruc t ion .  Pub l i c  E n t e r p r i s e  ( r e v o l v i n g )
f u n d s  f i n a n c e  a cycle of b u s i n e s s — t y p e  o p e r a t i o n s  in wh i c h
outlays generate receipts , primarily f r o m  the  p u b l i c .
Examples a r e  l a u n d r y  serv ice  a: the Naval A caden y and the

Federal ship financing fund. Intergovernmental Revolving

and M a n a g e m e n t  f u n d s  f a c i l i t a t e  f i n a n c i n g  o p e rat i o n s  w i t h i n
and be tween  G o v e r n m e n t  agenc ies ;  e . g . ,  service  s tock  f u n d s .

The t r u s t  f un d s  are established to account for rereipt

and e x p e n d i t u r e  of mon ies  by  t h e  G o v e r n m e n t  f o r  use in
carrying out specific purposes and programs in accordance

w i t h  the  te rms  of a trust agreement or s t a t u t e .  These
monies are not ava i l ab le  fo r  the genera l purpose  of t h e
Government. Nearly all trust fund appropriations are made

available for obligation until the objectives have been

attained (no—year—appropriations) . Examples are  special
services, special  s tudies , and  projects for the service
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agencies.

F. T R A N S F E R S

The vehemence of the current law concerning transfer of

funds stems from a history rang ing from outright abuse of

the concept cf transfering funds to apparent conscientious

application .

The current law echoes the principle , “no money
appropriated for one purpose shall hereafter be used for any

other purpose than that for which it is appropriated9 , by

declaring that except “as otherwise provided by law , sum s

appropriated for the various branches of expenditures in the

public service shall be applied solely to the  o b j e c t s  f o r
which  t h e y  are respec t ive ly  made , and for  no o th er s ”f F i sher ,
1975]. Except ions to tha t  gene ra l  ru i . e are f a i r l y  comm o n ,
somet imes suppor ted  by s t a t u t e s, s o m e t i m e s  not .

The Depa r tmen t  of D e f e n s e  A p p r o p r i a t i o n  Act  con ta ins
l anguage  w h i c h  g r a n t s  to t h e  Secre ta ry  of Defense  a u t h o r i t y ,
w i th  the  ap p r o v a l  of the  O f f i c e  of M a n a g e m e n t  and  Su d g et , to
t r a n s f e r  f u n d s  be tween  a p p r o p r i a t i o n s  or f u n d s  in  t h e

cur ren t  f iscal  yea :  upon d e t e r m i n a t i o n  t h a t  such ac t ion is
necessary and in the national interest . The transfer

authorit y is normally stated as a dollar limitation not to

exceed a specified amount a v a i l a b l e  to the  D e p a r t m e n t  of
Defense  f o r  m i l i t a r y  func t ion s (except  m i l i t a r y
c o n s t r u c t i o n )  . T r an s f e r r e d  am o u n t s  a r e  m e r g e d  w i t h  a n d  made
a v a i l a b l e  fo r  the  same purpose  and t i m e  pe r iod  as  t h e

a p p r o p r i a t i o n  or f u n d  to w h i c h  i t  is t r a n s f e r r e d .  T oe

Appro priation Act also provides that additional criteria

must be applied to the use of the tranfer authority and to

requests for other proposed reprogramming actions.

_  
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Trans fe r s  are not autho r i zed  unless f o r  h ighe r  p r i o r i t y
items , based on unforeseen mi l i t a ry  r equ i r emen t s, t h a n  those
for  which  or ig ina l ly  a p p r o p r i a t e d  and in no case wh e r e  t he
i tem f o r  which  f u n d s  are reques ted  has been denied by  the
Congress (F i sher , 1975]. The Sec re t a ry  of D e f e n s e  is
requi red  to no t i fy  the  Congress  p r o m p t l y  of all t r a n s f e r s .

G. IMPOUNDMENTS AS A POLICY INSTR (JdfN T

The use of i m p o u n d m e n t  by  the E x e cut i v e  D e p a r t m e n t  is

ano ther  means  ava i lab le  for  exerc is ing con t ro l  in t he  budget
execut ion process . Def ined  as the withholding of f u n d s

a l ready a p p r o p r i a t e d  by Congress to d i sa l low thei r
expen diture , impoundments have been used sporadically from

the  1930’ s t h r o u g h  the  19ó :) ’s. I t  was not  unti l  the  Nixon
years t h a t  the issue of im p o u n d m en t s  ca used a g e n e r a l  balk
by the Congress.  Hea r ings  and  proceedings  fo l lowed  and  as a
resu l t  genera l  controls  were  placed on t h i s  policy
i n s t r u m e n t .

I m p o u n d m e n t s  can be categorized by f o u r  t y p e s  [F i s h e r ,
197 5] .

1. R o u t i n e  ac t ions  t a k e n  for  pu rposes  of

e f f i c i e nt  m a n a g e m e n t .
2. w i t h ho l d i n gs which  have  s t a t u t o r y  s u p p o r t .
3. Withholdings that depend  on C o n s t i t u t i o n a l

ag reemen t s .
L &. The i m p o u n d m e n t  of domestic  f u n d s  as par t  of

policy m a k i n g  and p r i o r i t y  s e t t i n g  by the a d m i n ist r a t i o n .

The e x e c u t i v e  branc h has  r ega rded  a p p r o p r iat i o n s  as
permissi ve vice m a n d a t o r y  and r o u t i n e  w i t h h o l d i n g s  o f ten
occur to e f f e c t  sav ings  because  of cha n g i n g  even t s  a n d  for
basic managerial reasons .  S a v i n g s  a re  rea l ized  w h e n e v er
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expend i tu re s  f a l l  shor t of app rop r i a t i ons  and  it shou ld  be
considered was t e fu l  to spend more jus t because y o u  h a v e  the
f u n d s .  One can also see t h e  use of i m p o u n d m e n t s  t o  fo rce  a
savings  si tua t ion  by m a k i n g  managers  p e r f o r m  the i r  f u n c t ions
with the reduced amount of funds caused by the impoundm ent.

Under  this categor y of m a n a g e r i a l  t y p e  i m p o u n d m e n t s ,
f l e x i b i l i t y  is req ui red  to meet  the c h a n g e  in e v e n t s  in t h e
env i ronmen t . If later  events  make  an e x p e n d i t u r e
unnecessa ry ,  a d m i n i s t r a t o r s  are expec ted  to w i t h h o l d  fu n d s
and r e t u r n  t h e m  to the T r e a s u r y .  T h e r e  m ay be n u m e r o u s
reasons for  suspend ing  a progra m or p a y m e n t .  Funds  m a y  be
wi thhe ld  on a t e m p o r a r y  basis to see if a recent
e n v i r o n m e n t a l  change  may e f f ec t  a b e t t e r  way  of spend ina
those same funds  for  t h e i r  in tended  purpose.  I m p o u n d m e n t s
also p rov ide  the  a d m i n i s t r a t o r  an in m e d i a t e  tool for

t e r m i n a t i o n  of f u n d s  b e i n g  used i m p r o p e r l y  w h i c h  woul d
otherwise take far too much t ime  to uncover  t h r o u g h  the
n o r m a l  i nves t i ga t i on  process and thus  s u f f e r i n g  an excessive
loss.

In  m a n y  cases t he  Pr esident  is a u t h o r i z e d  or d i rec ted  by
law to w i th h c l d  f u n d s .  Congress  can d i rec t  a s p e n d i n g  cut
and  legislate  reduc t io n in  s p e n d i n g  f o r  a lesser a m o u n t
l eav ing  the balance of the  d i rec ted  c u t  to be f u l f i l l e d  by
the Pres iden t .  Congress can also enac t  c e i l in g s  on
e x p e n d i t u r e s  t h e r e b y  g iv ing  the A m i n i s t r a t i o n  a d d i t i o n a l
s t a t u t o r y  a u t h o r i t y  to i m p o u n d  f u n d s .

The A n t i d e f i c i e n c y  Act , as a m e n d e d  in 1950 , a u t h o r i z e d
t h e  P r e s i d e n t  to es tab l i sh  b u d g e t a r y  r e s e r v e s  “t o  p r o v i d e
for  con t ingenc ies, or to e f f e c t  s a v i n g s  w h e n e v e r  s a v i n g s  a re
made  possible by or t h r o u g h  changes  in r e q u i r e m e n t s , g r e a t e r
efficiency of operations , or o the r  d e v e l o p m e n t s  s u b s e q u e n t
to t h e  date  on which such appropriation was made available. ”
A d d i t i o n a l l y  t h e r e  are even  ins tances  were  i n d i v i d u a l
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appropr i a t ions  bills wi l l  o f t e n  provide  some measur e of
imp o u n d m e n t  a u t h o r i t y .  rh i s  wou ld  be see n in the  l i t e r a t u r e
of an appropriation which may direct withholding a certain

a m o u n t  of f unds  subsequent  to a p a r t i c u l a r  e v e n t  t a k i ng
place such as a physical , p e r f o r m a n c e , or dol lar  t h r e sho ld
level of an a c t i v i t y

The S u p r e m e  Cour t has  a c k n o w l e d g e d  the  need f o r  some

discret ion and  jud gem ent  on the par t  of execu t ive  o f f i c i a l s
in the handling of public funds . A continual struggle

exists b e t w e e n  the l eg i s l a tu re  a n d  the e x e c u t i v e .  Congress
views impoundments as an encroachment upon their ability to

make  policy and decide g o v e r n m e n t  policy w h i l e  the  E x e c u t i v e
D e p a r t m e n t  claims t h a t  i m p o u n d m e n t  is c o n s i s ten t  w i t h  its
c o n s t i t u t i o n a l  d u t y  to , “t ake  ca re  t h a t  the  l a ws  be
faithfully executed” , a nd “ was a u t h o r i z e d  by t he
constitutional provision s that vest t h e  execu t ive  p o w e r  wi th
the President [F~~ her , 1975].”

In t h e  areas of fo re ign  a f f a i r s  and na t iona l  defense
there is considerable conflict between these two branches of

governme nt ccncerning who should have the preponderance of

power in deciding policy. With regards to foreign affairs ,

n u m e r o u s  s t a t u t e s  a u th o r i z e  the w i t h h o l d i n g  of f u n d s  . W h e n
t h e  P r e s i d e n t  acts u n d e r  such  a u t h o r i t y ,  i t  is in s u p p o r t  of
congres s iona l  policy , not a n t a g o n i s t i c  to i t .  Most  of the
conf l ic t  exists in the a rea of n a t i o n a l  d e f e n s e  a n d  t h e
“ C o m m a n d e r — i n — C h i e f ”  c lause to i m p o u n d  f u n d s .  To p ro tec t
its p e r o g a t i v e s, Congress has resorted to “ f l o o r s ” ( m i n i m u m
levels)  for  m i l i t a r y  forces w h i c h , to  a ce r ta in  degree ,
res t r ic t  t h e  m a g n i t u d e  of i m p o u n d m e n t s .  In t h e  area of
prccurement , Congress is particularly sensitive to ~olicv

m a k i n g  by i m p o u n d m e n t s  a n d  t h a y  a r e  p a y i n g  more  a n d  more
attention to procurement practices.

The area of administrative policy—m aking falls in a
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category by itself due to i ts  n a t u r e  of pure  p o l i c y — m a k i n g
without statutory authority and unrelated to

Commander—in—Chief functions. Impoundments in this category

are a resu l t  of t h e  pres ident ’s direct w i t h h o l d i n g  of f u n d s
to su it his needs, desires, and/or wishes concerning policy.

Suppor t  of his actions by a f ew  p o w e r f u l  cong re s smen  can
f a c i l i t a t e  t he  success of h is  ac t ions .  These ac t ions  can be
in p u r s u i t  of a n t i — i n f l a t i o n a r y  goals , c h a n g i n g  of e x e c u t i v e
priorities, and thwarting o f f  u n w a n t e d  projec ts  i n i t i a t e d  by
Congress .
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V. THE TREASURY’S ROLE IN BUDGET CONTROL

The Federal Government , like any enterprise , needs a

financial organization to estimate its financial needs;

receive , keep ,  and d i sbu r se  its f u n d s ;  and record and  report
its f i n a n c i a l  i n f o r m a t i o n .  The C o n s t i t u t i o n  placed t h e  f u n d
ra i s ing  and fund  g r a n t i n g  a u t h o r i t y  in the  Congress . The

Congress de te rmines  t h e  pu rpose  fo r  w h i c h  the  funds will be
spent and the ways in which the revenues will be raised.

The d u t y  of the Treasury  D e p a r t m e n t  is to conduct  t h e  f low
of f u n d s  in the m a n n e r  p re sc r ibed  by Congress  ( f i g u r e  8)

Thus  one f i nds  ano the r  l i n k  in  t h e  budget  execu t i on
process. The Treasury  D e p a r t m e n t , which has  an extremely

broad operating base , has numerous bureaus to carry out its

f u n c t i o n s .  The bureau  w h i c h  deals  e x p l i c i t l y  w i t h  c ent r a l
accoun t ing ,  r e p o r t i n g ,  d i s b u r s i n g ,  and  b a n k  services is the
Bureau  of G o v e r n m e n t  F inanc ia l  Ope r a t ions  which  is a p roduc t
of the recent merger of the Bureau of A c c o u n t s  w i t h  t h e  old
Bureau of Operations.

The primary fiscal concern of the Treasury Department is

h a v i n g  s u f f i c i e n t  f u n d s  a v a i l a b l e  f o r  d i s b u r s em e n t  w h e n
needed. Though the a p p r o p r i a t i o n  ac t ions  by Congress
control the “purse ” they  do not in t h e m s e l v e s  c r ea t e  publ ic
f u n d s  fo r  t he  Tr e a s u r y  to di sb”rse .

The Treasury Department maintains cash balances based on

the current disbursing needs of the Government. Governmen t

checks d r a w n  on t h e  T r e a s u r y  c lear  t h r o u g h  b a n k i n g  c h a n n e l s
aga ins t  t h e  a v a i l a b l e  f u n d s  of t h e  T r e a s u r e r  in t h e  F e d e r a l
Rese rve  S y s t e m .  The T r e a s u r y  -does not  h a v e  b r a n c h  banks
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throughout the United States and therefore uses the Federal

Reserve System . The Federal Reserve Banks and their 24

brai~~hes have been designated as fiscal agents of the

Treasury Department. In effect each bank performs all the

services that a branch office of the Treasurer would

p e r f o r m .

The Federal Reserve Banks and the Federal Reserve Board

are components of the Federal Reserve System (Figure 9].

The system is designed as follows:

1. The Board of Governors consists of seven

members appcinted for 14—year terms by the President and

c o n f i r m e d  by the Sena te .  It exercises general supervision

over Federal Reserve Banks and a p-po ints thr e -e  d i r e c t o r s  of
each Federal Reserve Bank.

2. There are 12 Federal Reserve Banks wit h 24

branches. The reserve banks hold the member banks reserve

accounts , issue Federal Reserve notes and act as banks of

deposit and as fiscal agents of the Government.

3. The Federal Open Market Committee directs the

system ’s open market o p e r a t i o n s  conducted by its agent , the

Federal Reserve Bank of New York .

4. The Federal Advisory Council consists of

twelve members fro m twelve Federal Reserve Banks. The

Council periodically confers with the Board of Governors on

genera l  business c o nd i t i o n s  and makes recommendations to the

board  on ma t t e r s  under  t h e i r  j u r i s t i c t i o n.
5. 6 , 000 member  b a n k s  consi s t in g  of all  n a t i o n a l

banks  ac-i such s t a t e  banks  and  t rus t  c o m p a n i e s  as h a v e  been
adm itted.

The Federal Reserve System has the ultimate

responsibility for regulating the supply of money. Money is

-d e f i n e d  in tw c  ca tegor ies , 11 ar i d M 2 .  M i  consis ts  of cash
and d e m a n d  deposi ts  in t h e  h i n d s  of bus ine s s  and  h o u s e h o l d s .
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M 2 inc ludes  Ml plus t i m e  deposi t is .  Whereas all  t h e
f u n c t i o ns  of the Federal  Reserve S y s t em  are m o r e  or less
r o u t i n e , the  goal of correct ly ~a n a g i n g  the  m o n e y  supply
entai ls  the m a k i n g  of basic and u n i~ ’ae pol icy decisions of a
n o n — r o u t i n e  character .  Than ges  in t he  level  of Ml  and M 2
g rea t ly  e f f ec t s  economic condi t ions  as ou t l i ned  be low:

Federal m o n e t a r y  pol icy  in f luences  ccmmerc ia l
bank reserves

- — w h i c h —
I n f l u e n c e s  the  s u p p l y  of money

— w h i c h —
In f luences  the  i n t e r e s t  rate a n d  the

a v a i l a b i l i t y  of bank  cred it
— w h i c h —

Influences investment spending, output , empl oyment ,

and the  price level .

Most of the  Treasury  receipts  go in:o  t ax  and loan
accoun t s .  These accounts  a re  in c omm e r c i a l  b a n k s  t h a t  have
qualified as special depositories (P:ochnow , 1960]. Those

receipts not going into  t he  special  accounts  w i l l  go in to
the  Federal  Reserve  B a n k s  or one of its b r a n c h  b a n k s .  The
Rese rve  B anks  a dm i n i s t e r  these  a c c o u n t s  on b e h a l f  of the
T r e a s u r y ,  m a i n t a i n i n g  records , m a k i n g  sure  the depository

has col la tera l  (usua l ly  g o v e r n m e n t  secur i t ies )  at  tri e
Reserve Bank at least  equal to t he  a m o un t  of the  deposit s ,
and n o t i f y i n g  t h e  depos i to ry  vi en t h e  T r e a s u r y  decides to
sh i f t  some of its balances at  special  deposi tor ies  to its
accounts  a t  t h e  Federal Reserve  B an k s .  Th is  s h i f t i n g  is
done to replenis h balances aga ins t  w h i c h  checks  a re
c o n s t a n t l y  being d r a w n .

Because the  m o v e m e n t  of m o n e y  f r o m  p r i v a t e  c h e c k i n g
accounts  or f rom t ax  and  loa n accoun t s  in c o mm e r c i a l  b anks
to the Treasury accounts at the Federal Reserve Banks
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represents  a loss of reserves  to t he  b a n k i n g  s y s t em , an d
because la rge  sums can be involved (S 5 b i l l ion or more  at
q u a r t e r l y  tax  p a y m e n t  da tes , an a m o u n t  in excess of a
quar te r  of all bank reserves) ev er y e f f o r t  is made to keep
such di s t u r b i n g  movement s to a m i n i m u m .

In add i t ion  to exerc i s ing  superv i s ion  of t h e  Federa l
Reserve Banks and  member  ~~~~~~ the Fede r al Res er ve Boa r d

de te rmines  general  m o n e t a r y ,  c redi t , and o p e r a t i n g  policies
for  the sys tem as a w h o l e  and f o r m u l a t e s  the rules and
r egu l a t i ons  necessary  to  ca r ry  ou t  the  purpose  of  the
Federal  Reserve  Act by w h i c h  it was es tabl i shed .

Each Federal Rese rve  Bank  and br anch  f o r w a r d s  a dai ly
t r ansc r ip t  of t ransact ions in t h e  Treasure r ’s accoun t  to the
Treasurer ’s o f f i ce .  All  G o v e r n m e n t  checks except  those
issued to make  p a y m e n t s in fo r e ign  cur rencies  a re  d r a w n  or.

the Treasu re r  of the  U n i t e d  States . The  checks , whe n
cashed , clear t h r o u g h  commerc i a l  b a n k s  and t he  Federa l
Reserve Sys tem to the  Treasure r  for  e x a m i n a t i o n  a n d  p a y m e n t .

Checks are reconciled by t h e  “b a n k e r ” r a t h e r  t h a n  by the
o f f i c e  w r i t i n g  the  checks ( f o r  e x a m p l e  the  X~i— l  t a n k  p ro j ec t
o f f i c e  in DOD) . The integrated payment and reconciliation

process is pe r fo rmed  by t h e  T reasu re r  of t h e  U n i t e d  States
in W a s h i n g t o n  on e lec t ron ic  data processing (ED?) equipment.

E v e r y  d i s b u r s i n g  o f f i c e  d r a w i n g  checks on t h e  T r e a s u r e r
repor ts  each mont h t he  n u m b e r  and a m o u n t s  of ch ecks  issued.
This i n f o r m a t i o n  is recorded in the  data processing s y s t e m .
As the checks a re  received fo r  p a y m e n t , t h e  chec k
i n f o r m a t i o n  is en te red  i n to  the  ED? sy s t em a n d  m a t c h e d
aga ins t  the issue i n f o r m a t i o n .  This  process m a i n l y  p e r f o r m s
the  f u n c t i o n  of d e t e r m i n i n g  the  o u t s t a n d i n g  ba lance .

Checks which  match  s t o p — p a y m ~~~t o r d e r s  are e x a m i n e d  t o
d e t e r m i n e  w h e t h e r  p a y m e n t  s h o ul l  be r e f u s e d .  Checks  -ihich
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do not ma tch  the a m o u n t  reported as issued by the  di sbu r s ing
o f f i ce  are g iven detai led e x a m i n a t i o n , an’i u n l e s s  t n e
d i f f e r e n c e  repre sents an obvious a l t e r a t i o n  by  th e
negot ia tors, the  check is accepted fo r  p a y m e n t  and a not ice
of discrepency reported to the  d i s b u r s i n g  o f f i c e  fo r
a d j u s t m e n t .  If t he  d i f f e r e n c e  r ep resen t s  an o v e r p a y m e n t  -to

the payee , the  d i sbu r s ing  o f f i ce  must  collect the
o v e r p a y m e n t  and deposit t he  m o n e y  in the  T r e a s u r e r ’s
account .  If an u n d e r c h a r g e  to  an a p p r o p r i a t i o n s  or a f u n d
is involved , an add i t iona l  cha rge to the account  m u s t  be
processed. Check a l t e r a t i o n s  or fo rge r i e s  are r e f e r r e d  to
the Secret Service for investigation and , wher e

identification is made , the case is referred to the Justice

Department for prosecution.

The Treasur y D e p a r t m e n t  m a i n t a i n s  a system of cent ra l
accounts  to provide a consol ida ted  record of the
G o v e r n m e n t ’ s f inanc ia l  t r ansac t ions  and  to meet its

r e spons ib i l i t y  for  rep o r t i n g  on the  state of the
Go v e r n m e n t ’ s f inances  to Congress and  the p u b l i c .  These
cen t ra l  accounts  do not  c o n s t i t u t e  an overal l  gene ra l  led ;er
for all the Government’ s assets and liabilities. They do

represen t  a set of accounts  which  r e f l e c t  the assets  and
l iabi l i t ies  of the U n i t e d  States to which  rece ip t s  and
expend i tu res  and t h e  Treasu re r ’s cash opera t ion s , i n c l u d in g
borrowings , are directly related on a m onth—by— m ont h and

a n n u a l  basis. These accounts  are posted on the  basis  o f :

1. Repor t s  f r o m  d i s b u r s i ng  o f f i ces  f o r  the
a m o u n t s  of checks issued or cash p a y m e n t s  made  by  the
a d m i n i s t r a t i v e  agenc ies  fo r  w h i c h  sucn o f f i c e s  d i s b u r s e , and
the related classif icat ion by account  fo r  the a mounts of

receipts and disbursements processed for the adm inistrat ive

agencies .
2. R e p o r t s  f r o m  co l lec t ion  o f f i c e s  f o r  t a x  a n d

cus tom r ece ip ts  depos i ted .  
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3. Repor ts  f r o m  the  Treasure r  of the  United
States for  the amoun t s  of deposi ts  received in h is  account
and the amount  of cas h paid  out of his account  for  checks
drawn  on his account .

S u b s i d i a r y  to the  cen t ra l accounts  a re  the  i n d i v i du a l
a p p r o p r i a t i o n s, f u n d , and receipt accounts.  Each m o n t h  tne
Treasury  Departmen t prepares  a s t a t e m e n t  of these i n d i v i d u a l
accounts  and t r an smi t s  it to the  a d m i n i s t r a t i v e  agency
concerned to show the s ta tus  (ba lance )  based on t h e  cash
receipt and d i sbu r semen t  data  recorded in these accoun t s .
These s t a t em e n t s  serve as recon cil iat ion  m e d i a  w i th  the
agency ’ s books.  The final fiscal year statement of the

accounts  is the  basis for  t h e  o f f i c i a l  Combined  S t a t em e n t  of
Receipts , Expend i.tures and Balances of the United States

G o v e r n m e n t  issued by t h e  T rea su ry  D e p a r t m e n t .  T h e s e  san e
f i g u r e s  mus t  also be used in agenc ie s’ b u d g e t  p r e s e n t a t i o n s
to Congress .  Also subs id i a ry  to the  cen t ra l  accoun t s  are
i n d i v i d u a l  accoun t s  fo r  each d i s b u r s i n g  o f f i c e ’s o u t s t a n d i ng
checks and for  deposits  in t r a n s i t  to t h e  T r e a s u r e r ’s
account .
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VI .  THE G E N E R A L  A C C O U N T I N G  O F F I C E

The General Accounting office (GAO) is a nonpolitical

n~~npar t i s an  agency  in  the  l eg i s l a t ive  branch of the
G o v e r n m e n t .  It was created by Congress t h r o u g h  the  Budget
and A c c o u n t i n g  Act of 1921 and placed unde r  the d i rec t ion
and  control  of the  Comptroller General of the United States.

The Act vested in the GAO all the powers and duties formerly
prescr ibe-i for the  Compt ro l l e r  of t h e  T r e a s u r y  by  s t a t u t e s
e x t e n d i n g  back to  1789.

U n t i l  the  Bud get and Accoun t ing  Act  c rea ted  the GAO ,
Congress  re l ied on two main  devices for  t h e  s u r v e i l l a n c e  a n d
control of publ ic  f i sca l  a c t i v i t i e s :  t he  l a n g u a g e  of t h e
a p p r o p r i a t i o n s  act s, and a set of i n t e r n a l  checks w i t h i n  th e
executive branch. Appropriation acts were written in great

deta i l  in  an e f f o r t  to c o n t r o l  and gu ide  t h e  use of the
funds appropriated . The internal administrative checks were

designed to insure  t h a t , at each po in t  in the  e x pen d i tu r e  of
f u n d s , a d i f f e r e n t  o f f i c i a l  would h a v e  to v e r i f y  th e
t r a n s a c t i o n , thus  p r o v i d i n g  a measu re  of s a f e t y .  These two

devices were  occas iona l ly  f o l l o w e d  by  congress iona l
c o m m i t t e e  inves t iga t ions.

The combina t i on  of these devices proved
in a d e qu a t e [ B r own , 1973 1. Use  of t he  de ta i l ed  a p p r o p r i a t i o n
l a n g u a g e  led, in t im e , to excessive spec i f i c i t y  and proved

self—defeating as e x e c u t i v e  departments struggled~ fo r  a
degree of a d m i n i s t r a t i v e  flexib .~lity. M a n y  dev ices  were
used , v e r y  o f t e n  s u c c e s s f u l l y ,  to  c i r c u m v e n t  c o n g r e s s i o n a l
i n t e n t , inc lud ing  t r a n s f e r s  of f u n d s , c a r r y i n g  f o r w a r d  of

u n e x p e n d e d  ba lances , a n i  i n c u r r i n g  obligations in
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an t ic ipa t ion  of def ic iency  of f u t u r e  a p p r o p r i a t i o n s .  The
concept of in te rna l  a d m i n i s t r a t i v e  checks s u f f e r e d  a s i m i l a r
f a t e .  Delays and con fus ion  in the  f i n a n c i a l  c h a i n  b ecame
commonplace , creat ing cr i t ical  problems fo r  the  T r e a s u r y
D e p a r t m e n t  and its accoun t ing  s y s t e m .  These  weaknesses  in
the  a p p a r a t u s  of su rve i l l ance  lead to r e fo r m e f f o r t s
b e g i n n i n g  w i th  t he  Dockery  Act  of 1894 and c u l m i n a t i n g  in
the Budget  and Accoun t ing  Act , which  c rea ted  the G A O [ B r o w n ,
1970].

The GAO cons t i t u t e s  t h e  last of the  e lements  of c o n t r o l
in the  hu dge t  execu t ion  process and  p e r f o r m s  t h e  p r i m a r y
f u n c t i o n  of a u d i t i n g .  One of the purposes  for  a u d i t s  of

- 
- Governm en t  agen cies is to m a k e  i n d e p e n d e n t  e x a m i n a t i o n s  fo r

Congress of t he  manne r in which the agencies are discharging
their  f inanc ia l  respons ib i l i t ies .  An o t h e r  p ur p o s e  fo r
audi t s  is to rev iew the  resu l t s  of a g e n c y  p r o g r a m s  and
ac t iv i t ies .  The Leg i s l a t ive  R e o r g a n i z a t i o n  Act of 1970 , as
amended , prov ides  fo.r the Comptroller General to ma ke such

rev iews  when  ordered by  e i ther  house of Congress , on h i s  own
i n i t i a t i ve, or w h e n  requested by a n y  c o m m i t t e e  of  the
Congress.

The GAO f i n d s  its way  i n t o  the bud get execu t ion  process
by rece ip t  of a copy of t h e  A p p r o p r i a t i o n s  Act once  it has
b ecome law and p e r f o r m i n g  i ts dut ies  as o u t l i n ed  be low.
Es tab l i shed  to act in beha l f  of Cong ress , GAO is r e qu ir e d  by
the 1921 Act to:

1. I n v e s t i g a te  all m a t t e r s  r e l a t i n g  tc t h e
receipt , d i sbur semen t , and app l i ca t ion  of p u b l i c  f u n d s  and
to m a k e  r e c o m m e n d a t i o n s  look ing  to g re a t e r  econo~iy or
e f f i c i e n c y  in pub l i c  e x p e n d i t u r e .

2. Make such investigations and reports as shall

be o r d e r e d  by e i t h e r  house of Congress  or by  a n y  c o m m i t t e e
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of either House having juristiction over revenue ,

a ppr o p r iat i o n s , or expend i tu res .

3. F u r n i s h  any such c o m m i t t e e  a id and i n f o r m a t i o n
as it m a y  reguest .

It was desir ed tha t  t h e  C o m p t r o l l e r  Genera l  become the
policeman of Congress rooting out inefficiency and gathering

f ac t s  on publ ic  f u n d s  e x p e n d i t u r e . The  p r inc ipa l  f u n c t i o n s
of the GAO are :

1. Auditing

2. A c c o u n t i n g  a n d  f i n a n c i a l  m a n a g e m e n t
3. Direct  a ss i s tance  to Congress
l4~ Legal  decis ions by the Compt ro l l e r  Gene ra l
5. Ove r see ing  c a m p a i g n  spend ing  and r e p o r t i n g
6. Claims settlement

7. Records  of m a n a g e m e n t  services

Of these principle functions , the auditing function is

p a r t i c u lar l y  in f l u e n t i a l  in  the  b u d g e t  e x e c u t i o n  process.
The ~ AO is ccncern -e d b r o a l l y  w i t h  t h e  rece ip t , d i sb u r s e m en t ,
and  a p p l i c a t i o n  of p u b l i c  fu n d s .  The L e g i s l a t i v e
R e o r g a n i z a t i o n  Act of 1946 directs the Comptroller General

to make expenditure analysis to enable Congress to determine

whether funds have beer. economically and efficien :ly

a~ ministe:ed and expended.

Within certain exceptions , G AO ’ s authority and

responsibility extend to all activities , fi nanc i al
transactions and accounts of the Federa l Government. The

exceptions relate princi ply to t he  a c t i v i t i e s  of the
C omp t r o l l e r  of the C u r r e n c y ,  t he  E x c h a n g e  S t a b i l i z a t i o n  Fund
e s t ab l i sned  by t he  Gold R e s e r v e  Act  of 1934 , and t r~e Fe d e r a l
l and  b a n k s  which  a re  not  s u b j e c t  to GA O iu d it .
I n t e r e s t i n g l y  e n o u g h , m a n y  act ~~’it ies  ca r r i e d  on by
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Government agencies, such as the nonappropriated fund

ac t iv i t i e s  of the  D e p a r t m e n t  of D e f e n s e  (post e x c h a n g e s ,
r e s t au ran t s, ca nt eens , v e n d i n g  ma chines , and personnel
recreat ion and w e l f a r e  activ ities) are not subject  to GAO
aud i t .

Imp l i c i t  in the  aud i t  re sponsibi l i t ies  of GA O is t h e
respons ib i l i ty  to report i n f o r m a t i o n  ob ta ined  as a resu l t  of
the  aud i t  work .  The Compt ro l l e r  G e n e r a l  is r e q u i r e d  to
s u b m i t  a repor t  to Congress on its w o r k  a t  the beginning of

each session. A t  a n y  t ime  the  Congress  is in session , th e
C cnp t r o l l e r  Genera l  may m a k e  r e c om e n d a t ion s  lo o k i n g  to
great er economy and e f f i c i e n c y  in the  pub l ic  e x p e n d i t u r e s .

When finding s, conc lu sions , and recommendations in GAO

repor ts  do not r e q u i r e  ac t i on  by Congress , or a re  b e l i ev e d
not s u f f i c i e n t l y  s i g n i f i c a n t  to be of in te res t  to Congress
or its commit tee s, t h e  repor t s  a re  issued i i r e c ti y  to
d e p a r t m e n t  or agency o f f i c i a l s  concerned .  For each G A O
report containing recommendations to the head of any Federal

Agency ,  tha t agency must  s u bm i t  to the  G o v e r n m e n t  O p e r a t io n s
Committee a w r i t t e n  s t a t e m e n t  of a c t i o n  t a k e n .  This
statement must be submitted within 60 days after issuance of

the GAO report. A similar statement is required to he

submitted to the Appropriations Committee in connection with

the agency ’s first request for appropriations subm itted more

than 60 days after the date of the report.

Another function performed by the General Accounting

Office relating to the budget execution process is in ~he

countersigning of warrants. The Act of 2 September 1789 ,

c r e a t i n g  t h e  T r e a s u r y  D e p a r t m e n t , r e q u i r e d  the  use of
w a r r a n t s  fo r  w i t h d r a w i n g  m o n e y  f r o m  t h e  T r e a s ur y  p u r s u a n t  to
a p p r o p r i a t i o n s , f o r  d i s b u r s em e n t s  by t h e  T r e a s u r e r  of t he
U n i t e d  S ta t e s , a n d  fo r  a c k n o w l e d g i n g  t h e  rece ip t  of m o n e y
i n t o  t h e  T rea s u r y .  The  law r e q u i r e d  t h e s e  w a r r a n t s  to ~e
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signed by the  Secre tary  of t h e  T r e a s u r y  and  c o u n t e r s i g n e d  by
t he  Comptro l le r  Genera l .  A l t h o ugh the  use of checks  has
replaced the  use of w a r r a n t s  fo r  w i t h d r a w l  of f u n d s  f r o m  an
a p p r o p r i a t i o n s  accoun t , w a r r a n t s  are  still used for
record ing  a p p r o p r i a t i o n s  on the  books of the  Treasu ry
Department and the agency for which the appropriation is

made .  The only w a r r a n t s  r e q u i r i n g  c o u n t e r s i g n a t u r e  by the
Compt ro l l e r  General  are  those issued unde r  c o n t i n u i n g
resolut ions .

The r ecen t ly  enac ted  Congress iona l  Budge t  and
I m p o u n d m e n t  Control  Act of 1974 g r e a t l y  e x p a n d s  the  GAO
i n f l u e n c e  and  a u t h o r i t y  in t h e  budge t  execut ion  process.
GAO f u r n i s h e s  add i t i ona l  assis tance to Congress  and  i ts
c o m m i t t e e s  in ma t t e r s  of f i sca l  and b u d g e t a r y  i n f o r m a t i o n
and cont ro ls  i n c l u d i n g  m a k i n g  p r o g r a m  r e v i e w s  and
e v a l u a t i o n s .

S p e c i f i c a l l y ,  t h e  C omp t r o l l e r  Gene ra l  r e v i e w s  possible
e f f o r t s  by the  Pre sident , t h e  D i r e c t o r  of the O f f i c e  of

~a n a g e m e n t  and  Eu d g e t , t h e  hea d of any  d e p a r t m e n t  or agency
of the  U n i t e d  States , or a n y  o ther  o f f i c e r  or e m p l o y e e  of
the  U n i t e d  S ta tes  to establish a reserve or propose to defer
budge t  au t h o r i t y  w i t h o u t  p roper  n o t i f i c a t i o n  to Congress .
D i s c o v e ry  of such e f f o r t s  r e s u l t s  in a r e p o r t  to b o t h  houses
of Congress .

The Compt ro l l e r  G e n e r a l  is also e m p o w e r e d  to bring suit

to ob t a in  release of b u d g e t a r y  a u t h o r i t y  w h e n  f u n d s  a r e  not
a v a i l a b l e  as r equ i r ed  by the impoundment control title.

I n t e r e s t  in l im i t in - ~ or m a k i n g  bet ter  use of
e x p e n d i t u r e s  is on the  increase .  T h i s  is e v i d e n t  u p on
r e v i e w  of t h e  p r o c e e d i n g s  l e a d i n g  to the  e n a c t m e n t  o f  t h e
Congres s iona l  B u d g e t  and  I m p o u n d m e n t  C o n t r o l  A c t  of 1974 .
E v a l u a t i on  of p r o g r a m s , t h e r e f o r e , n- a t o n l y  b e f o r e  t h a y  ar e
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begun bu t  dur ing  their  operation as well  , is becoming

s tandard  procedure.  The ~ener a l A c c o u n t i ng  Of f i ce  is mo ving

f r o m  aud i ting  a ft e r  the  fact  to  e v a l u a t io n  w h i le  the  f i r s t

sums are be ing  spent .
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VII . T IME SERIES DESIGN A N D  E X P E R I M E N T A T I ON

Serv ing  diverse purposes , a b u d g e t  can be m a n y  t h i n g s :  a
polit ical  act , a p l an  of w o r k , a p red ic t ion , a source  of
e n l i g h t e n m e n t , a means of o b f u s c a t i o n , a m e c h a n i s m  of
control , an esca pe f ro m r e s t r i c t i ons, a means  to ac t i on , a
brake  on progres s, even a p r a y e r  t h a t  the power s  t h a t  be
will deal g e n t l y  w i th  t he  best a s p i r a t i o n s  of f a ll a b l e
men(~~i ld av s k y,  1974 ) .

In t h e  most l i te ra l  sense a budge t  is a docum en t ,
c o n t a i n i n g  words and f i g u r e s , w h i c h  proposes e x p e n d i t u r e s
for  cer ta in  i tems and purposes .  P r e s u m a b l y ,  those who make
a budget  i n t end  tha t  t he re  wil l  be a direct c o n n e c t i o n
be tween  w h a t  is w r i t t e n  in it and f u t u r e  events .  Hence  we
m i g h t  conce ive  of a budge t  as i n t e n d e d  b e h a v i or , as a
p red ic t ion .  If the requests  for  f u n d s  are  granted , an d if
t h e y  ar ~ spent i n  accorda nce w i t h  i n s t r u c t i o n s, an d if the

act ions  ir. - --o lved l e ad  to t h e  desired consequences , t h e n  the
purposes  stated in the d o c u m e n t  w i l l  be a c h i e v e d .  The
budge t  t h u s  becomes the l i n k  be tween  financial resources and

h u m a n  b e h a v i o r  to accompl i sh  po l icy  o b j e c t i v e s .

Cont ro l  in the b u d g e t  e x e c u t i o n  process is r e c o g n i z e d  as
one of the  m a j o r  p rob lems  c o n f r o n t i n g  today ’ s leaders .
D i s s a t i s f a c t i o n  w i t h  t h e  degree  of con t ro l  over t h e  budge t
is seen - a t  all leve ls  in t h e  L e g i s l a t u r e .  If t h i s  s ide  of
t h e  budge t  process can be con t ro l l ed  i t  w o u l d  be f a i r  to
conc lude  t h a t  t h e r e  m i g h t  be a be t t e r  chance  at  a c h i e v i n g
the n a t i o n a l  goals.

The  p l a n n i n g  aspec t  of t h e  b u d g e t  has  special  e m p h a s i s
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in th i s  discussion and needs to be a n a l y z e d .  Since f u nd s
are l imi ted  and have  to be divided in m a n y  ways , t h e  budget
becomes a mechanis m fo r  m a k i n g  choices a m o n g  a l t e rna t ive s .
W h e n  t h e  choices are  coordinated  so as to a c h i e v e  des i red
goals , t h e  budget  migh t  be called a p l a n .  One m u s t  be
conscious, however , of t he  possibi l i t ies  of wide  gaps
between the i n t e n t i o n s  of those  who m a k e  up  the  p lan  and
their  real  accompl i shment s .  A l t h o u g h  the  l a n g u a g e  of the
budget  calls for the ach ievemen t  of ce r t a in  goals t h r o u g h
p lanned  expendi tu res , i n v e s t i g a t i o n  o f t e n  r evea l s  t h a t  no
f unds , or f a r  too few f u n d s , h a v e  been sPent  f o r  these
purposes , thus jeopardizing these goals.

Frus t ra t ion  arises a m o n g  t h e  p l a n n e r s  of f i s ca l  po l icy
when  spending  t a rge t s  a re  no t  a c h i e v e d  or are f a r  exceeded.
On 28 F e b r u a r y  1977 top Car t e r  A d m i n i s t r a t i o n  o f f i c a l s
revealed f ede ra l  g o v e r n m e n t  s p e n d i n g  was $7 .6  b i l l i o n  less
t h a n  w h a t  had been scheduled fo r  the f i r s t  f o u r  m on ths  of
this  f i scal  year . They  said t h e y  were b a f f l e d  and
pe rp lexed .  The f r u s t r a t i o n  arises when  t he  p l a n n e r s  a re
counting cn an anticipated or expected level of expenditures

to c o m p l e m e n t  the a d m i n i s t r a t i o n ’s economic  s t i m u l u s  pac kage
and t hen  it is not rea l ized . These budge ted  e x p e n d i t u r e s
were some of the  a s s u m p t i o n s  in suppor t  of cur ren t  economic
policy and the  m y s t e r i o u s  “ sho r t f a l l”  r e q u i r ed  s h i f t s  in
emphasis  to m a i n t a i n  the  m o m e n t u m  in a c h i e v i n g  desired

resul ts .  These a b r u p t  s h i f t s  are no t  a n t i c i p a t e d  by t~ e
p l a n n e r s  and becom e very  s e n s i t i v e  issues in f u t u r e  p l a n n i n g
ope ra t i ons .

A n o t h e r  recent probl em of s h o r t f a l l s  in f e d e r a l  s p e n d i n g
t u r n e d  up in a s i g n i f i c a n t  way  last  year  w h e n  t h e  Ford
A d m i n i s t r a t i o n  w a s  e q u a l l y  b a f f l e d  by w h a t  o r i g i n a l l y  was
e s t ima ted  as an $1 1 billion shortfall between March and

Octobe r .  At  t ha t  t i m e , much  of the  s h o r t f a l l  was  a t t r i b u t e d
to a s l o w d o w n  in de f ense  s p e n d i n g  and  in par t  to lower
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in teres t  ra te  costs to the  governmen t  than o r i g i n a l l y
es t imated on g o v e r n m e n t  bonds , b ills , and notes .

In recogn iz ing  the  fact  t ha t  only  a small  degree  of
cont ro l lab i l i ty  in the  f e d e r a l  budget  exis ts  and r e c o g n i z i n g
t h a t  the  m a j o r i t y  of the f l e x i b i l i t y  is in the  area of
defense  expend i tu re s , it wou ld  seem t h a t  f u r t h e r  a n a l y s i s  in
the  area of defens e e x p e n d i t u r e s  would  be u s e f u l  for  a
better  u n d e r s t a n d i n g  of the  pol icy p l ann ing  a n d  con t ro l
capab i l i t y  of the b u d g e t a r y  process. T h e r e f o r e  t h e  secon~
half  of th is  s t u d y  explored  t h e  imp l i c a t i o n s  of t h e
D e p a r t m e n t  of Defense  budget  execu t ion  process as a policy
var iab le  us ing t i n e  series ana lys i s .  3y em p l o y i n g  t h e  use
of s tat ist ical  regression t e c h n i q u e s  th i s  s tudy  i n d e n t i f i e d
the  t rend , seasonal and  cyclical v a r i a t i o n s  f o r  the
obligat ions  and o u t l a y s  of the  D e p a r t m e n t  of D e f e n s e .  Wi th
these va r i a t ions  the  s t u d y  a t t e m p t e d  to e x p l a i n  the
responsi veness of ob l iga t ions  and  o u t l a y s  to di rected
contro l .

The f i r s t  ques t ion to be a n s w er e d  was w h e t h e r  the

reports  of o u t l a y s  issu ed by the  D e p a r t m e n t  of t he  T r e a s u ry
were  represen tat iv e of the  actua l ou t lays  repor ted  b y  t h e
D e p a r t m e n t  of D e f e n s e .  Th e r e  is some conce rn  t h at  t h i s  was
not t h e  case due to the  lag  t i m e  in r e p o r t i n g  a n d  t h e
techni~~ues f o r  g a t h e r i n g  da ta  fo r  t he  r e p o r t s .

Secondly one would  expec t  a policy v a r i a b le  to f lu c t u a t e
w i t h  t h e  change  of plans and  goals. I t  would  also seem if
the  v a r iab l e  were  not regular  in i ts process th e re  w o u l d  be
less heard about  the  rush  to y e a r - e n d - s p e n d i n g  a n d  more
c o n c e r n i n g  a rush to o b j e c t i v e — s p e n d i n g ;  i .e . ,  we would
wi tness  w o r e  spend ing  ( h i g h e r  v o l u m e )  in d i rec ted  e f f o r t s  at
t imes  wh i c h  coincide w i t h  t h e  c h a n g e  in emphasis rather than

change  in the  fisca l y e ar .  “ Y e a r — e n d — s p e n d i n g ” impl ies  a
v e r y  r e g u l a r  process and  r e g u l a r i t y  is a c o n f l ic t i n g
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phenomenon  in an e n v i r o n m e n t  w h i c h  s e e m i n g l y  s t r ives  to meet
policy needs.

To begin the  ana lys i s  of the ex p e n d i t u r e  process  one
needs to e x a m i n e  t h e  business wor l d  and  h y p o t h e s i z e  a b o u t
t he  b e h a v i o r  of the  businessman. First , one can find the

business which  foc uses its decisions on the s e c u r i n g  of
promises f r c m  its clientel .  These promises  would  be in t h e
f o r m  of cont rac ts, obl i ga t i ons  m ade  fo r  services a n d  s im i l a r
agreemen t s .  This bus ines sman  will  in t u r n  proceed to
conduct  his ope ra t ions  and  seek cap i to l  based on these
promises .  His search f o r  capi tol , either debt or equity,

influences the economy. Hence the obligation process of the

federal gcvernment is a policy variable which can effect the

economy u t  the  m a n n e r  jus t  s t a t ed .

In a second ins t ance  one f i n d s  t h e  bus ines s  w h i c h
focuses its ~ecisions on cash m a n a g e m e n t .  This  b u s i n e s s m a n
wi l l  conduct  his o p e r a t i o n s  based on the  cash s i t u a t i o n
w h i c h  exists  in his o r g a n i z a t i o n .  T h e r e f o r e , his effects on
the economy will be r egu l a t ed  by a d i f f e r e n t  v a r i a b l e .  Th i s
b u s i n e s s m a n  will  f i r s t  e v a l u a t e  his cash  s i t u a t i o n  and t hen
decide  upon an action fo r  f u t u r e  ope ra t i ons .  As m i ght be
expected , the  cash o r i en t ed  b u s i n e s s m a n  wi l l  be more
r e s p o n s i v e  to cash flows and such activities as t a x  p a y ie r .t
and receipts  for  services.  ~en ce the ou tla y process o f t he
f e d e r a l  g o v e r n m e n t  is al so  a policy va r i ab le  w h i c h  can
e f f e c t  t h e  econo my in the  m a n n e r  jus t  s t a t ed .

In  essence t h e n  the businessman who responds t promises

(con t rac t s )  , r e l y i n g  mor e h e a v i l y  on the  s t a tus  o f  his
con t rac t s  and i n f o r m a t i o n  on h i s  search  f o r  debt and  e q u i t y
capi to l  for  t i s  w a n a j e m e n t  decisions , will a~ t on his
e n v i r o n m e n t  in d i f f e r e n t  w a y s  t h a n  t h e  cash o r i e n te d
o p e r a t o r .
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Although not addressed in t h i s  thes i s , t h e
distingu ishing characteristics of the promise versus cash

bus inessman  re la ted  to t h e  p a t t e r n  of the  l e n g t h  of debt
i n s t r u m e n t s  for  g o v e r n m e n t  con t r ac to r s  in defense  wou ld  be
an i n t e r e s t i ng  f u t ur e s t u d y .

One can observe these opera t ions  f r o m  the  D e p a r t m e n t  of
Defense  v a n t a g e  point . M o t i v a t i n g  ac t ions  are observed  fo r
both of these business ope ra t i ng  (decis ion)  t e c h n i q u e s .  On
the  one hand  one  f i nds  t he  vo lum ino us n u m b e r  of contrac ts
which  a re  en te red .  Thes e ob l iga t ions  a r e  the i n i t i a t i n g
force  beh ind  m a n y  business  o p e r a t i o n s .  T h e  second
tech niqu e, t h a t  of cash m a n a g e m e n t , is also f e d  by  th e
g o v e r n m e n t  in the  process of li~ u i d a t in g  o b l i g a t i o n s  by
issuing checks in p a y m e n t  f o r  services .

This  s t u d y  looked  at  t he  r e g u l a r i t y  of o b l i g a t i o n s  and
ou t l ays  and a t t e m p t ed  to e v a l u a t e  t h e m  as pol icy v a r i a b l e s .
A f i r s t  ques t ion  in  t h i s  a n a l y s i s  was , “Is t h e r e  a
s i g n i f i c a n t  d i f f e r e n c e  be tween  t h e  p a t t e r n  of o b l i g a t i o n  of
D e p a r t m e n t  of D e f e n s e  f u n d s  and  the  e x p e n d i t u r e  of these
f u n d s ?”  The next  guest ~ on follows , “ W h i c h  is a more  r e g u l a r
pa t t e rn  i n d i c a t i n g  the  lesser i n f l u e n c e  as a policy

variable?”

Reca l l  f rom : re v io us  d iscuss ion t h a t  t h e r e  exis ts
expl ic i t  i n s t r u c t i o n s  on the o b l i g a t i o n  of f u n d s  by
agencies.  Decisions c o n c e r n i n g  t h e  f l o w  of cash o ut l a y s  a re
not to  be  f o u n d  at  the  a g e n c y  leve l .  This  is u n d e r s t a n d a b l e
in t h a t  an agency n o r m a l l y  d i sbur ses  it s  cash a s se t s  when
services h a v e  been r ende red  or in  accordance  w i t h  a
con t r ac t ’s progress p a y m e n t s  sch~ ne; not w h e n  it w o u l d  best
sui t  an agency ’s pol icy .  T h i s  po in t  is m ade  to e m p h a s i z e
t h a t  polic y i n f l u e n c e  can exist e x p l i c i t l y  in t h e  a rea  of
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Time series analysis  deals wit h past p a t t e r n s  of
p e r f o r m a n c e . In m ak ing  dec is ions  m i l i t a r y  p l a n n e r s  bel ieve
that  the f u t u r e  fol low s the  past wit h some degree  of
r e g u l a r i t y ,  tha t  w h a t  has happened in the  past wi l l , to a
g rea te r  or lesser ex t en t , c o n t i n u e  to h a p p e n  or w i l l  aga in
happen  in the  f u t u r e  u n d e r  simila r c i r c u m s t a n c e s . The
collection, so r t ing ,  and e v a l u a t i o n  of past p e r f o r m a n c e  data
is a complex  process. The  dis covery of r e g u l a r i t i e s  and
pa t t e rns  in the  behavior  of s ta t i s t ica l  i n f o r m a t i o n  helps
the p l a n n i n g  process .

The f i r s t  step in p l a n n i n g  f o r  t he  f u t u r e  consists  then ,
of g a t h e r i n g  observa tions f r o m  the pas t .  In t h i s  concern
one usua l ly  deals w i t h  s ta t i s t ica l  da ta  w h i c h  are  collected ,
observed , or recorded at  successive intervals of time which
are g e n e r a l l y  re f e r r ed  to as “t ime  series. ”

It is v i r t u a l l y  imposs ib le  n o w a d a y s  to  avoid seeing the
use of g r a p h s  of t i m e  series to show the behavior  of stocks ,
bo nds , sales , e m p l o y m e n t , e tce te ra .  Th is  is v e r y  t r u e  in
r e v i e w i n g  ana lys i s p resen ted  by the  D e p a r t m e n t  of D e f e n s e  as
well as o ther  agencies  of t he  g o v e r n m e n t .  Som e  of these
graphs look like s t ra ight  l ines, othe rs look like smooth

curves , but  most , and above  a l l  those r ep re sen t ing  econom ic
data , g ive  the  impressio n of the haphazar d scrawlings of a
t h r e e — y e a r — o l d  child . W i t h  t he  use of s ta t is t ics  a n - i  t ime
series methodology  o:der can be b r o u g h t  to the  p a t t e r n s  and
the  s eeming ly  er ra t ic  a p p e a r a n c e  of t he  basic data . The
classical t ime  series mu l t i p l i c a t i ve  mode l  was used in th is
ana lys i s .

‘1 = T x S  X C  x l
t t t t t

The f l u c t u a t i o n s  of a t i m e  se r ies  can be classified into
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f o u r  basic types of v a r i a t i o n s  w h i c h , super imposed and
ac t ing  all in concert , ac c ou nt  f o r  the  changes  in the  series
over a per iod of t i m e  and gi~’e the series its i r r egu la r
appea rance  [Boot , 197 L 4 ]. Th ’~~e f-our patterns , movements ,

or , as they  are o f t e n  called , co mpon -~n t s  of a t i m e  series
are:

1. The Trend (T
t

2. Seasonal Variation (S
t

3. Cyclical Variation (C
t

L& . I r r egu la r  V a r i a t i o n  ( I )

When speaking  of the t r end  of a t ime  ser ies  it

o r d i n a r i l y  means the smooth  or r e g u l a r  m o v e m e n t  of the
series over a f a i r l y  long  period of t ime .  I n t u i t i ve l y
s p e a k i n g ,  the  t rend  of a t ime series d isp lays  t h e  g e n e r a l
sweep of its deve lopment , or be t ter , it c h a r a c t e r i z e s  t h e
gradua l  and cons is tant  p a t t e r n  of its changes .

The seasonal variation nay perhaps be the easiest to

understand consisting of regular repeating patterns.

A l though  the  name impl ie s  a connec t ion  w i t h  seasons of t he
year  , it is used to indicat e any  kind of va r i a t ion  w h i c h  is
of per iod ic  na tu re  and  whe re  the period is not l onge r  t h a n
one y e a r .

I r r e g u l a r  or e r ra t i c  f l u c t u a t i o n s  of a t ime se r ies  a re
those v a r i a t i o n s  which a re  e i t he r  c o m p l e t e l y  u n p r e d i c t a b l e
or wh ich are caused by such isolated special  occurences as
good and  bad m ews , b a n k  f a i l u r e s , elect ions, floods ,
e a r t h q u a k e s , str ikes, and w a r s .  Some i n f l u e n c e s  w h i c h  can
be classed as e r r a t i c  a r e  ba re ly  no t i ceab le , w o r k i n g
themse lves  out  b e f o r e  much of a n y t h i n g  is f e l t .

From one  po in t  of v i e w , t h e  so—cal l ed  bus iness  c y c l e  is

So 
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noth ing  more than  the  v a r i a t i o n  tha t  remains  in a time

series a f t e r  the t ren d , seasonal  v a r i a t i o n , and i r r egu la r
va r ia t ion  have  been e l im ina t ed .  More g e n e r a l l y  it migh t  be
said t h a t  the cycle  consists of r ecur rence  of the  up and
down movemen t s  of ac t iv i ty  f r o m  some sort of s ta t i s t ica l
trend or “normal . ” N o r m a l  impl ies  the  same k ind  of
statistical average  which  tends to generalize an

observation . The essent ial  d i f f e r e n c e  be tween  seasonal  and
cyclical e f f ec t s  is t h a t  seasonal e f f ec t s  are p r ed i c t ab le ,
occur ing at a given i n t e r v a l  of t ime  w i t h i n  a yea r f r o m  the
last occurence. Cycl ical  e f f e c t s  are  less p red ic t ab le  in
tha t  t h e  leng th  of the  cycle must  l i t e r a l l y  be guessed  by
cogi ta t ing  over t he  data an d  making tria l and error runs .

D e f i n i n g  these f o u r  m o v e m e n t s  as those which m a k e  up  t h e
t ime  series is an assumpt ion  w h i c h  is not u n i v e r s a l l y  agreed
upon.  Som e economis ts  fee l  t h a t  the g iven c l a ss i f i ca t ions
are too c rude , t h a t  the r e a re , in  fac t , m o r e  t han  f o u r  types
of m o v e m e n t s .  I t  is f u r t h e r  noted tha t  t h e  e f f e c t s  of these
f o u r  types  of movemen t s  m a y  not be seperab le .  The y m a y  be
add i t i ve , m u l t i p l i c a t i v e, or t h e y  m i g h t  be combined  in an y
one of an indefinitely large number of ways. (The reader
t h a t  is inclined to seek more in t i m e  series a n a l y s i s  wi l l
eventually end up in Fourier transforms.)
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V I I I .  A N A L Y S I S

The data used fo r  t h i s  t ime  series ana lys i s  of the  DOD
f i n a n c i a l  act ivi t ies  w a s  f r o m  m o n t h l y  r epor t s  of
obl igat ions, ou t l ays , and expenditures for the five most

recent  years  ava i lab le  ( f i s ca l  years  1971 — 1976) . M o n t h l y
ou t lays  by the D e p a r t m e n t  of Defense  were  collected f r o m  the
repor t  rendered  by the  O f f i c e  of the  Secre ta ry  of De fense
(Compt ro l l e r )  en t i t l ed, “ M o n t h l y  O u t l a y s  by A p p r p r i a t i o n
Tit le. ” These repor t s  are commonly called FAD reports , FAD

i nd i ca t ing  Finance and Accoun t ing  Divis ion .  As in a n y
c o m p r e h e n s i v e  r epo r t  of f i n a n c i a l  s u m m a r i e s  t h e r e  were
n u m e r o u s  sub to ta l s  and to ta l s  t h r o u g h ou t  the r e D o rt .  The
f i g u r e s  use d in t h i s  ana lys i s  inc luded  t h e  t o t a l  dollar
f i g u r e  for  all m i l i t a r y  f u n c t i o n s  e x c l u d i n g  M i l i t a r y
Ass is tance  P r o g r a m  Federa l  f u n d s .

C a u t i o n  was exercised in us ing f i g u r e s  f r o m  these

reports .  Reca l l i ng  ear l ie r  discussion of the compos i t i on
and definitio~i of an outlay, am outlay i r o m  an a g e n c y ,  in
this case DOD , m ay not  mean  an e x p e n d i t u r e  w h i c h  e f f e c t s
the economy at the time of the outlay. Outlays are recorded

-I

when checks are issued. Receipients might not cash these

checks i m ae d i at e l y  upon  rece ip t .  Actual  o u t l a y s
(expend i tu re s )  m ay  be r e f l ec ted  in a la ter  t i m e  pe r iod  a n d
even in t he  n ex t  f i sca l  year .  Some o u t l a y s  t ake  p lace  as
p a y m e n t s  to  anot her  Fede ra l  agency .  These o u t l a y s  wi l l  h a v e
a zero e f f e c t  upon  the  t o t a l  Federa l  e x p e nd i t u r e s  i n  t h a t
t h e y  mere ly  cause a t r an s fe r  of f u n d s  b e t w e e n  agencies and

no m o n e y  is d i rec t ly  going  to  t he  economy.

To ob t a in  da t a  on t h e  m o n t h l y  e x p e n d i t u r e s  a n d
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obligations , figures were taken from the “Monthly Statement

of Receipts  and O u t l a y s  of the Un i t ed  States G o v e r n m e n t ”
which  is pub l i shed  by t h e  Treasury  D e p a r tm e n t .  O u t l a y s  by
the  Treasury  D e p a r t m e n t  are recorded as checks c lea r  t h r o u g h
the Federal Reserve  Banks .  It is at t h i s  t ine  we k n o w  the
money  has  entered the  economy and would  be measure d  as M l .
Obl iga t ions  i ncu r r ed  for n a t i o n a l  de fense  were  t a b u l a t e d  in
dol lar  f i g u r e s  and were  ex t rac ted  f r o m  the  m onth ly  T r e a s u r y
s t a t em e n t s  con ta in ing  the e x p e n d i t u r e  da t a .  A l t h o u g h the

inc lus ive  categories compos ing  these to ta l  o b l i g a t i o n
f i g u r e s  were  not a v a i l a b l e , the re  was no loss in the
re levance  of the  ana ly s i s  a t  its level of a g g r e g a t i o n  since
the  resul t s  were used to e v a l u a t e  or c h a r a c t e r i z e  the  role
t h a t  ob l iga t i ons  p lay  in t h i s  contro l  process.

The da ta  co l lec ted  w a s  not a d j u s t e d  or m a n i p u l a t e d  in
a n y  w a y ,  o the r  tha n c o n v e n t i o n a l  r o u n d i n g — o f f  t e c h n i q u e s .
Due to the  n a t u r e  of t h i s  s t udy  i t  wou ld  not a c h i e v e  a n y
additional advanta ge or w o u l d  not  e l i m i n a t e  any biases by
a d j u s t i n g  for  calendar va r i a t ion , price changes , and
p o p u l a t i o n  c h a n g e s  wh ich  are cons ide red  t h e  n o r m a l
a d j u s t m e n t s  pr ior  to ana ly s i s .  Ca lendar  changes  r equ i r e
a d j u s t m e n t  to a t h i r t y  day c a l e n d a r  f o r  a l l  m o n t h s .  This
step was not  t aken  due to t h e  n a t u r e  of our  bud g e tar y  sy s tem
r g h i c h  is h i g h l y  responsive  to the  c h a n g e  of m o n t h  and
s u b s e q u e n t l y  t h a t  of q u a r t e r s  and to smooth  all t he  m o n t h s
m i g h t  h a v e  caused the  loss of a seasonal  or cyclical  e f f e c t
w h i c h  we were  a t t e m p t i n g  to i d e n t i f y .

A d j u s t i n g  fo r  pr ice changes  would not h a v e  a s s i s t ed  this
analysis  and  may even have  caused a loss in t i m e  series
c om p o n e n t  i d e n t i t y .  A d j u s t m e n t s  fo r  p o p u l a t i o n  w e r e  not
r e l e v a n t  in this  s tudy  and were  not c o n s i d e r e d .
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A. THE T R E N D

When one tries to describe the  ove ra l l  m o v e m e n t  of a
t ime  series he genera l ly  t h i n k s  of a smooth  c ur v e  of some
sort. The simpl es t curve to v i sua l i ze, or to f i t , is the
s t ra igh t  l ine .  The most wide ly  used me thod  for  f i t t i n g  the
t r end  is the  method of “least  squ ares ” u s i n g  the  regression

tool  of ana lys i s  as described by the f o l l ow i n g  m o d e l :

= a + b x

The va lue  (x)  r e p r e se n t e d  the  t i m e  period to wh i c h  t h e
m e a s u r e m e n t  va lue  (Y) r e f e r s .  Regress ion  r equ i r es  t h a t  the
sun of the  squares of t he  d i f f e r e n c e s  between t h e  actual
values  ou t lays  and obl i g a t i o n s  (Y)  and  the  ca l cu la t ed  t r en d
va lues  ( Y ’ )  be a m i n i m u m .  Tha t is , i n  t he  l inear  e q u a t i o n :

= a + b x

a and b wil l have  to be chosen such t h a t :

2
~~ 

( Y — Y ’ )

is a m i n i m u m .  F i g u r e  10 shows  the r e su l t s  of the regression
line for  DOD ou t l ays  f ro m t h e  FAD r epor t s  a long  w i t h  t h e
ac tua l  va lues  of thos e ou t l ay s .  The resu l t s  y i e lded :

= 5 .76  + . 0292x

The t r e n d  is an i n t u i t i v e l y  a p p e a l i n g  conc~ pt a n d  also
provides  us wi th  a tool to f a c i l i t a t e  a d d i t i o n a l  s teps in
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the time series analysis. As expected , it was upward

sloping to the northeast determined by the estimated

coefficients a and b.

The second part of the regression analysis was to ask

the question , “how good is the fit of this line to the data

used?” A ve ry  u se fu l  measure  of dispersion is g i v e n  by  the
2

coefficient of determination (R ) w h i c h  shows  the  p r o p o r t i o n
of total variance accounted for by the estimating

relationship of the explained variance to the total

var i ance .  When  all the observed points in the sample are or.

the leas t—squares  line ( t r e n d  l ine) , t h e  c o e f f i c ien t  of
det e r m i n a t i o n  equals 1 and  there  is no u n e x p l a i n e d  or
res idua l  variance . In t h e  ana ly s i s  of the D OD o u t l ay s

2
( f i g u r e  10) the R equaled .L4816. This was a very low value

i nd ica t ing  a less t h a n  good f i t .

The results from the regression analysis of t h e  T r ea s u r y
reported outlays (expenditures) by DOD (figure 11) yielded:

V = 5.75 + .0297x

The reported obligations incurred (figure 12) yielded:

V = 6.19 + .0558x

The third part of the regression analysis was to

consider the degree of dependence the observed data had on

each other. It is sometimes found tha t hi g h or la r ge value s
seem to perpetuate large values and low values perpetuate

low values . If this condition existed it w o u l d  t e n d  to
deva lue  the  u s e f u l n e s s  of our  r egress ion  a n a l y s i s  u s i n g  t h e
ex isting observa tions. The Durbin-~ atson test for serial
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correlation was used to evaluate this level of dependence

with the following model :

2
d = E e - e

1 i—i

2

1

were:

e = (Y — Y ’ )
1 1 1

The D u r b i n — W a t s o n  resul t s  gives:

d = 2.103

which is indicative of no serial c o r r e l a t i o n .  The 95%

s ign i f i can t  inco nclus ive  region of the  D u r h i n — W a t s o n
analys i s existed be tween  t h e  poin ts  1 . 4 7  and 1 .54 .  Thes e
resul t s  al lowed us to con t inue  w i t h  conf idence  in t h e
usefuln ess of the data .

B. THE SEASONAL

With the regression line (the trend) es t ab l i shed, the

f o u n d a t i o n  for  con t inued  a n a l y s i s  was  set .  The tec h n i g u e
used fo r  ca lcu la t ing  the seasonal  i n d e x  was based on
determining a figure which represented each month expressing

it as a percentage of the average month in the five year

period.  For e x a m p l e , if t h e  seasonal  index  for  t h e  m o n t h  of
April was 91.5 , this meant that April outlays (or

obl iga t ions)  were 9 1.5  per cent  of those  of t h e  ave rage
month.
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There are many methods for obtaining seasonal indexes.

The one used in  this s tudy  was the “ratio—to—moving

avera ge”~ Fruend , 1969]. This technique clearly seperated

the seasonal and trend components , was flexible in case of

n o n — l i n e a r  t rends, an d in t h e  pres ence of short t i m e  spans ,
S or 10 years , moving averages were  easier to use to
describe trend and cyclical variations rather than specific

inathama tical curves.

The first step was to comput e the twelve—month moving

avera ge, which completely eliminated any patterns which

regularly repeat year after year , for the sixty periods.

This was accomplished by adding the values of the first

twelve periods arid dividing to obtain t h e  average .  This
value was then ident ified with the sixth period. The value

for the seventh period resulted from the average of the

values for periods two through thirteen inclusive. The

eighth period value was from periods three through fourteen ,

and so on.

For each period which had a twelve—month moving average

value (periods 1—6 and 55—60 did not have these values due

to this technique of averag ing) the percentage of moving

average was determined . The pe rcen tage  of moving  a v e r a g e  is
designed to eliminate the trend and cyclical components for

our data , thus leaving seasonal and irregular variations as

the only variations. The percentage of moving average was

determined by dividing the actual observed value of our

outlay by the twelve—month moving average and mu l t i ; ly i n g
that value by 100.

C. IRREGULAR VARIATION

All that rem aine d to be done was eliminate , so far as
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possible , the irre gular variation by a v e r a g ing  t h e
respective values obtained from the different months.

Figure 13 shcws the tabulation of the seasonal index for DOD

outlays. It is noted that there were only four values for

each month since the  m o v i n g  average  fa i led  to  p rov ide
averages  for  the  f i r s t  ha l f  of f isca l yea r  1972 a n d  t h e  last
half of fiscal year 1976 as already mentioned. The median

method of averaging was used for determining the individual

month values. Since the total percentage should total 1200

(100 f-~’r each month) a correction fact or was computed and

appl ied  to each value.  In this case the correction factor

was 1200/ 1203 .59 = .997. The seasonal index of 36.7 for

Ju ly  ind ica ted  t h e  July ou t l ays  were 86 .7  percen t  of the
overall average mo nthly outlays , tug ust outlays were 101.99

per cent of the overall average monthly outlays , and so on.

Figure 14 shows the graphic results of the seasonal index.

As could be expected the seasonal resulting from the

Treasury reported DOD o u t l a y s  (f i gure  16) is very similar to

those reported by DOD i nd i ca t ing  tha t a s t a n d a r d  p a t t e r n  for
check clearing time has developed between the Treasury and

the business community as a whole. Figure 15 shows tñe

tabulated computations. The seasonal for the incurred

ob l iga t ions  is illustrated in figure 18 w i t h  the t a b u l a t e d
c o m p u t a t i o n s  in f i gure  1 7 .

D. CYCLICAL V A R I A T ION

The cyclical v a r i a t iQn  was  i solated by e l i m i n a t i n g  the
o ther  t h r ee  componen t s . T h e  me thod  used was  the  “ r e s idua l
method ” [ F r u e n d , 19 6 9 J .  F i r s t  the  da t a  was a dj u s t e d  f o r
t r end  and  season al v a r i a t i o n . This  a d j u s t m e n t  was  n a i e  by
dividing out the trend and seasonal variation arrivin~ at

cyclical—irregulars. The i r r egu la r  va r i a t i o n  wa . - t :~-~r.
removed resulting with cyclical relatives.

6~4
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Trend and seasonal adjusting was achieved by multiplying

the trend value of each period tines its appropriate

seasonal index giving the “normal. ” The “normal” is the

value to be expected if the trend and the seasonal forces

were the only contributing factors to the series. The next

step included dividing the actual DOD outlay value by the

normal  an d mul tiplying by 100. This resulted in the

“cyclical—irregula r” which n ay  also be called “ pe rcen t age  of
t rend. ” To isolate the cyclical componen t  c omp l e t e l y ,
in so fa r  as this is possible , i r r e g u l a r  v a r iat i o n s  were
e l im ina t ed  by us ing a w e i g h t e d  t h r e e — m o n t h  moving  a v e r a g e .
This  t e c h n i q u e  avo ided  a v e r a g i n g  ( s m o o t h i n g )  ou t  too much
variation while still accomplishing the elimination of

irregular variation. The weighted moving average was

calculated by adding the cyclical—irregular value of the

preceeding and following period to twice  the  v a l u e  of t h e
current period and dividing tne results by four. -The result

was a cyclical relative value which again can be called a

“percentage of trend” in this case without irregular

var ia t ions .  F igure  19 shows the cycl ical  plot ted w i t h  t h e
t rend .

These steps were performed with the Treasury data and

the incurred obligations and are illustrated in figures 20

and 21 respectively.
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IX. SUMMARY AN D CONCLUSIONS

Deep concern, almost to the level of alarm , over the

amount of defense spending and underspending should be

tempered with an appropriate degree of expectation based on

the cumulative components of fiscal policy guidelines from

the E x e c u t i v e , f i scal  pol icy r e q u i r e m e n t s  f r o m  the
Legislature , and fiscal objectives stated by the Secretary

of Defense .  To rely on the predicted result s of one V

component not considerin g the influence of the other

components is likely to result in an inaccurate conclusion.

The app l icab i l i ty  of time series analysis in such a c omp l e x
entity as the defense expenditure process with so many

participants is very pertinent in facilitating the combined

consideration of all these elements.

The analysis supports the conc lus ion  tha t  the Treasury
report of DOD outlays is an accurate representation of the

DOD outlay s base d on the results from the regression

analysis. Virtually the same trend line, seasonal

variation , and cyclica l variation existed in both reports.

The concern over a tine lag between DOD outlays and the

Trea sury  re por t of these is not suppor ted  w i t h  t he  r e su l t s .
Further verification of similarity is obtained by viewing

figures 10, 11 , 111- , 16 , 19 , and 20.

In evaluating the trends of outlays and obligations an

attempt was not made to analyze any  deeper t h e n  mer e
comparison of patterns since the coefficient of

determination indicates a poor comparative trend fit. The

trend in obligations was a greater sloping line t~ien that

for outlays. This might be indicative of the availability
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of multi—year obligation al authority. Some cautions m ust be

added concern ing  regression a n a l y s i s  w h e n  app l i ed  to t ine
series. Most of the a s sumpt ions , such as indepen dence ,
normality, and constant varianc e are usually not relevant to
time series data. Thus it is impossible to attach a measure

of statistical confidence to the prediction made from the

trend line , however the real worth of time series analysis

in this area is in the seasonal implications.

The greatest  var ia t ion in c o m p o n e n t s  was  seen indeed in
the seasonal variations represented as a percent of t he
t r e n d .  At t h e  beg in ing  of a f iscal year  we see th e  ou t l ays
rapidly increased from a low level which would tend to

re f le ct the receipt of f u n d s  f ro m the  n e w  a p p r o p r i a t i o n s
bill , a s ignif icant point  being the  ex istance  of a ve ry  low
level of ou t l ays  a t  the  b e g i n i n g  of a f isca l  y e a r ( 8 6 . 7 %  of
the  t r e n d )  . This p r e d o m i n a n t  seasonal  resu l t  mi gh t  if ~-d icate
an i n s t i t u t i o n a l  iner t ia  in the  agency and na t iona l
economy ’s behav io r  conce rn ing  ou t l ays  capable of o v e r r i d i n g
such strong influences as Presidential and Congressional

p l a n n i n g  for  t he  transition quarter. When so many

participants conduct their operations consistant with the

seasonal  va r i a t i on, it might be too much to e x p e c t  a h i gh
level of spend ing  in t h e  ear ly  mon ths  of a f iscal  y e a r  even
w h e n  the  e m p h a s i s  is placed in t h a t  d i r e c t i o n .

On t h e  c o n t r a r y ,  the lev el of oblig a t i o n s  was  v e r y  hi g h
at the  beg in ing  of a year , declines , a n d  then is v e r y  hi g h
at the  end of the  fisca l yea r .  The d a t a  s u p p o r t e d  t h e
common belief t h a t  ther e is much o b l i g a t i n g  at t he  end of a
y e a r .

The obligational seasonal also showed rn uc h  m o r e  r o ’~ula:
v a r i a t i c a  t h e n  did t h e  o u t l a y  s easona l .  ~!ow do we i n t er p e r t
thi s, or is t h e r e  an e x p l a n a t i o n ?  The  a n s w e r  to this

question lies in the nature and duration of these
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obl igat ions .  Short  tern ob l iga t ions  w o u l d  l ike ly  fol low
seasonal ch anges, consti uction and repairing for the spring

and summer  m o n t h s  wh i l e  p rocurem ent  may  not fol lo i  a n y
seasonal  pa t t e rn .  The d i saggrega t ion  of defense  obligations
and outlays to ap propriations accounts  w o u l d  be an area for

further analysis.

The cyclical variation was very difficult to evaluate

espec ially when so eratic as is the case with this data. 
- 

-
~~

Taiing the perception to the fullest extent one might claim I
that the obligational cyclical variation was fairly regular

with a complete cycle lasting six months with peaks at the

Jul y — A u g u s t — S e p t e m b e r  per iod and J a n u a r y — F e b r u a r y - M a r c h  t im e
per iod.  The o u t l a y  cyclica l did not g ive  way to a n y  real 

* 
t -

definitive cycle for evaluation. An interesting observation

was t h a t  t he  cyclic ob l iga t ion  peaks occured r o u g h l y  just a •

m o n t h  be fore  the cyclic o u t l a y  peaks when they do occur. If

we accept the premise  t h a t  r e g u l a r i t y  in  cyclic v a r i a t i o n
would i~~~ly the  least e f f e c t i v e  cont ro l  device , we w ou ld
then have to conclude tha t outlays show more potential as a

policy control variable than do obligations.

The peak periods in obligations suggested regularity in

winter months which could be a result of increased

construction and repair planning and the summe r months which

coincided wi th  the  close of the f i sca l  y e a r .  These  peak

periods  coincided very closely wi th  the seasonal variation

which  m ore  s t r o n g l y  r e i n f o r c e d  the  obligation pattern as a

h i g h l y  r egu la r  i n s t r u m e n t .  This f u r t h e r  negated the  belief
of policy i n f l u e nce be in;  a prevalant factor in the

ob l iga t ion  arena  of budget exec~’t io n.

In th i s  ana lys i s  an a t t em p t  to i d e n t i f y  budge t  execution

con trol as a pol icy control  v a r i a b l e  w i t h  t i m e  series
a n a l y sis wa~ persued. The budget execution process dii not

appear to be a highly responsive policy tool. A highly 
V
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responsi ve control va r iab le  w o u l d  have  resul ted  in d e f i n i t e
n o n — r e g u l a r i t y  in the  observed c o mp o n e n t s  of the t ime
series. A high degree of regularity existed within DOD

obl iga t ions  and a lesser degree in DOD ou t l ays .  A d d r e s s i n g
the obligation/cash management question , the results showed

the least regularity in the outlays. This implies a greater

tendency for the cash management oriented businessman to be

more impacted by federal government fiscal policy. Further

evaluation of business operations in this area should be

done to draw a more definite conclusion.

Areas for further study include an analysis of decision

techniques used by business entities who dea l with DOD

contracting at all dollar volume levels both in the short

term and long term. Further analysis over the new fiscal H
year time period should indicate the validity of the results

obtained in this analysis. The variations may continue as

they did in the historical data or some results should shift

to meet the new fiscal year time table. The new fisca l year

nay also enhance the seasonal and/or cyclic characteristic

of h i g h  win te r  and s u m m e r  ob l iga t ions  and o u t l a y s .  Th i s
ana lys i s  was  h i g h l y  a g g r e g a t e d .  A n o t h e r  t e c h n i q u e  which
might  be pursued is a h i g h l y  d i saggrega ted  s tudy f o c u s i n g  on
one appropriation account , or possibly comparing two

d i f f e r e n t  accounts .

This s t u d y  r ev iewed  t h e  DOD budget  execu t ion  process

f r o m  enac tm ent  of the  app rop r i a t i ons  bill to the w r i t i n g  of
go v e r n m e n t  checks for  services rendered .  I t  also f o l l o w e d
an exercise in t ime  series ana lys i s  of DOD outlays and

ob l iga t ions :  The complex problem of budget  execu t ion
control will continue to be a m a j o r  concern  of the  b u d g e t a r y
process. This a n a l y s i s  reduces some of the  c o m p l e x i t y  in
u n d e r s t a n d i n g  the  bu dg et execu t ion  process  by p r o v i d i n g  a
f r a m e w o r k  and a m e t h o d  for  f u t u r e  r e s e a r c h .  

— --- --- ---~~ - ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ - -  V



- ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~V.~ V V.V.V.V.V V.~~~~~~~ V~~ VVV V . -  ~~~~~~~~~~~~~~~ •~~V.~~VV.~~~~~~ V.

- 
—

~~ ~re~~ident LL -e~~ ______________] 0MB

A ppropr~.ationsAct

} G ~3A

~~~MB~~~~~~~~~~~~~~~~ 1y reporta 
I
Treaeury Departmen t!

[Department of Army
Department of Navy
Department of Air Force

~~~~~~~~~ (0&M....)1

F i c u re  1 — ELE~1E~ITS IN THE BUDGET EXECUTION PROCESS

73

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~i ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ _ _ _ _



- -

• 0
43

‘-4
0
+1

C0)

4, 0)
• C
C.)

z+
4,
4,o.

~• E-4
43 H

‘.4 ‘0
.0 4,
o 4) Ci)

C

.~~~

+

0z 0II

U 00) US
C,

o
E.4 0)

(N

a)
•0 I.1
4, C
‘0
0I

‘44,
C

71

. ~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ V _V _ V V ~~~~~VV ~ - —  —~~ ___________



V 

~~~~~~~~ 
-- -

I Conqr es~~onal Act ion

ii 
_  _  _// — 

App ro p ridti o ne_Bill 
________ — .J

/~
.

0 
V

4.
4,

4, 
.-.

0 0 CJ
4. —.0 —

e

/
• ~ . .~ 0

_ _ _ _ _ _ _

0

~~5iqfl4 t ;d 
~~ -1_v[ N ew Budget Author i ty  ./

_ _ _ _ _ _ _

‘otal ~~1j (~at tond l  Author i ty

F i g u r e  3 — FROi1 AP?~ OPE~~AT IONS TO TflTA L OBL IGAT :QNAL

A U T H O R I T Y

-~~~~~~ 

72



-V.-
- 

- ---T~~ ~~~~~~~~~ —~- - - - 
- -

Military Personnel i Year

Operations & Maintenanc e 1 Year

Procurement 3 Years

V 

Shipbuilding & Construction (Navy) 5 Years

Research & Development 2 Years

Military Construction 2 Years

7igure ‘4 — A P P R O P R I A T I O N S  A C C O U N T S  A N D  TIME ~I:1:TkTIJNS

73

___________ - - - V~~~~~~~~~V~~~~~~ -V ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ -V-V_~~~ V V V . ~~~~~~~~~~~~~ 



- - -

[SIGNED APPROPRIATICN .5

BILL

GSA

Treasury

0MB 
Department

- 

GAO

O SD

—.- 
~e ....-

V.—

—~~~ o~~—’

~~~ Army [Navy ( LAir Forc
~~ 1

\~~~ JI- _ _ _

F i g u r e  5  A P P R O P R I A T I O N S  TC ~ ? P O R T I O N V ~ E N T  

- - -
- V

~~~~~~~~~~
--

~~~~~- - -~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~ -



- ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ - V —.—- V-- V.—-———-— - — .p~ ~~~ 

— - — - -

Relation oF Bud get Aut hor ity to Outlays —1976 Bud get
Fig.... I. b.a.I. ’. ..p.. ..,, F.d...i I,.d. ..I,

- - - :• -. 
. - -

~~~ . -,• ~
. :~ -. -

V .  -

• 
Unspent Authority ~ 

- . 27.9 127.9) Unspent Authority ~
•~L Enacted in 

or ut ays in

Prior Years • 
To ~. ,pqni Future Years

ft 502.4
)321.51 1254 .31 ~~~ .

~~~~~ ~~~~~~~~~~~~~~~~~ ~~ — S — • .~~ — b~~~~~~~ — d ____

- V .~ V.V~ - ~~~~~~~ t. ~~ — ..•— . -
- ,~~~~~

- • . -p

Fi Q ur -e  5 — R E L A T I O N  OF 3 U D G E T  AU THORITY T3 OUTLAYS

75
4,



— ~~ V~~~ V .V.  ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~ • - T~~~~~~~ -~~~~~~~1 - - 
- -V.- V V . V . V . V V.

~~

V . V V .  — —-V-- V V-V.V-

4

Fiscal ..Uli tary Operation .& Procurement RIJT&E Total
Year Personnel L’Iaintenance

1956 158 455 1515 N/A 2128

1957 85 214 2056 N/A 2355 
S •~~~~• ~~~~ i~~ I .  •~~~~~• *• 4 • * S~~~~~• S • I ~~~~~ t • S ~~~~~~~~~~~~~~~~~~~~~~~~~~~~

1961 N/A N/A 2796 994 3791
1962 N/A N/A 1482 426 1908

1963 N,7A N/A 913 862 1775
1964 40 219 1272 473 2008
1965 63 230 1256 434 1985
1966 75 230 1552 495 2253
1967 191 398 2234 549 3373
1968 181 121 3899 596 4.797
. . .  S . . ..  • 5 ~~~~~ S . •  ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ • • ~~~~•

1970 N/A N/A N/A N/A 2431
1971 366 585 1701 523 3266
1972 328 534 654 164 1680
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