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• reform movement as well as current zero base appli-
cations , this thesis attempts to identify those
difficulties, offer possible solutions , and in so
doing, outline an approach to federal implementation.

DCC &ff ~~~~~ 0
JUSTWIcATmIW

‘V

AVAIL .~1 ~~~~~i i ,  fi
DD Eor~~ 1473 .

L i ja  ~3
~4 Ol’b2— 014—6601 s,euaIlv Cl. £511 PIC AYION OP YWIS P&OIS’ ~~~~~ D.s. iøi..sm

• -:.:T-~
- -.
~

- • • - .  —- • • . .
~~~~~

—
~ -— ~~. - ~~~~~~~~~~~~~~~~~~~~ ~~~~

- -



• - M - - 
~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ - -: - — _ .  -.- .~~~~~ .— - — — —

Approved for Public Release ; Distribution Unlimited

ZERO BASE BUDGETING — A COM P A R A T I V E  ANALY SIS

by

Richard Howard Gunderson
Lieutenant—C ommander United States  Navy

B. A . , Univers i ty  o~ Wash.2.ngton , 1968

Submi t ted  in par t ia l  ful f i l lmen t  of the
requ i rements  fo r  the degree cf

~1AS TER OF S C I E N C E I N  Z 1 A N A GE~ EN T

from the
NAVAL POSTGRADUATE SCHOCL

December 1977

Au thor: _ 
_ -

Açproved ty~
_____  ____—— ______-

~

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~

~~~rla n, epa en 3IT1~I.. ~~~~~~~~~~~~~~~~

n ~~~~~~~~~~~~~~

3 



~~~~~~~~~~~~~~~—.-~~~~ ,-~~~-—-------,-
~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~

ABSTRACT

P Zero base budgetin g is neither a new concept nor
one founded in the tradit ions of pr iva te  and public

budget systems. It is, instead, the latest in a long

series of budget reform movements bent uçon
rationalizing an ctherwise incremental process. No

longer a theoretical construct in search of an

application, successful instances of zero base
budgeting are more frequently being encountered in
state government as veil as private enterprise.
Implementation in the federal sector, however , poses
new difficulties which must be recognized lest zero
base budgeting follow the course of previcus reforms.
By examining the budget reform movement as well as
current zero base applications, this thesis atte.çts
to identify those diff iculties, offer possible

solutions, and in so doing, outline an approach to

federal iipleaentation.

~~~~ - - — ~~~~~~~
-
~~~~ -~~~ -

-.

~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~



TABLE OF CONTENTS

I • INTRODUCT ION. . . . . . . . . . . . . . . • . . . .  9
A.  S~ AT EM EN T OP THE ~~~R O B L E M . . . . . .   9

B • SCOPE. . . . . . . . . . . . . . . . . . . . • . . • . . . . • . . . .  9

C • METHODO LOGY. . . . . . . . . . . . . . . •  10
0 • ACKNOWLEDGE ME NT S . . . . . . . . .  1 1

II. FROM ~IHE PER SPE CTIVE CF BUD GET REP OHM 12

A. EARLY FCUNDATIONS OF BUDGET ING 12

B. PERSPECTIVES ON BUDGET REFORM ...  21

C. THE EXECUTIVE BUDGET......  23

1. Line— item Budgeting  2~4
2. Performance Budgeting......  30

III. PLANNIN G, PR OG RA M MI NG AND BUD GETIN G  37
A. TRE RISE OF PPB.. .... .  38

H. THE DEFENSE SETTING .  41

1. Defense PPB — An Opera t ion a l  De f in i t i on  43
a. McNamara ’s Planning, Prcgramming

and Eudgeting Sys tem. .   46
b. Lau d’ s Planning ,  P r o g r a m m i n g

• and Budge t ing Sy stew 51
C. P~ BS — A CO NCEPTUAL D E F I N I I I O N . . . .  . 56
0. P~ B IN THE EEDERAL CIVILIAN SECTOR........... 68

1. Differences Between Military
• an d C iv iii an PP B . . . . . . • . . . . . . . . . . . • . • • • . , 7 0

2. Reasons Underlying the Limited

Success of Civilian PPB.................. 73

E. P L A N N I N G, PR OG R A M M I N G A N D  B UDGE T I N G —

A CONCLDSION • 75

I V • Z E BC — BASE BUDGET IN G. . • . • . . . . . . .  • . . . • . 7 6

A .  THE C ON CE P T . . . . . . . . . . . . . . . . .  ......... 77

8 • THE P R O C E S S . . . . . .  ....  . • . . . .  .. • .  . • • . .•  . .  . . . .  .. 78

5

~ 

.-



• C. RANKING THE ALTERNATIVES..................... 85

D. CCMPARISON OF PPB WITH ZERO—BASE BUDGETING... 89

B. CCNCLUS ION . . . . . . . . . . . . . . . . . . . . . . . . 91

V. APPLICATICN OF ZERO—BASE BUDGETING.... ........... 92

A. I NTRODUCT ION. . . . . . . . . . . . . . . . . . . . . . . . . . . . 92

B. PRIVATE SECTOR APPLICATIONS..... ............. 93

1. Zero—base Budgeting at Texas

Instruments Inc.. . . . . . . . • .  . . . . . . . . .  93

2. Zero—base budgeting at

Southern Califcrnia Ediscn Coapany 100

3. Zero—base Budgeting at Westinghouse

Electric Corporation...... .. . . . .  105

14~~ Zero— base Budgeting at Xerox Ccrporation 106

5. Summary of Commercial Applications 107

C. STATE GOVERNMENT APPLICAT IONS 108

1. zero—base budget irg in georgia . 111

2. zerc— base budgeting in texas  11~
3. summary of state applications 117

VI. ZERO—EASE BUDGETING IN THE FEDERAL SECTOR  119

A. INTR ODUCT ION. . .  . . . . . .  119

B • T HE EN V I BC N NE NT . . . . . . . . . . . . . . . . . . . .  12 0

C. IULEMENT ATICN IN THE FEDERAL CIVILIAN

SECTOR . •4~~~~~S~~~ • • ~~~~~ . ... .  • . ..  .. 1214

1. lop Management Leadership and Commitment. 1214

2. Adequate Consideration Cf Human Factors.. 126

3. Adequa te Planning in Systems

Design and Prcgram Objectives............ 127

4. Adaptatica of Zerc—base Budgeting

to Management Needs and Styles........... 128

D. THE DEPARTMENT OF DEFENSE APPROACH

TC ZERO—BASB BUDGETING..... .................. 129

1. Current U.S. Navy Approach........ . 129
2. Proposed Alternative for the 1980s....... 132

a. Planning. .............. ........... . .. 133
b. Decision Units. ............... 1314

c. Decision cackages .................... 135

6



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

,-
~
.—w_ --.-—-~~ ~• ~~~~~~~~~~~_~~~~~~~~~~~~~~~~~ •; - •~~~~~~~~~

~ 

T 

,-•— —•--,_.. —-—-——-——.. — —

d. Decision Package Ranking............. 136

e • Budget in g . . . . . . . . . . . . . . . . . . . . . . . . • . . . 13 6

f. summary.  . . . . . . . . . . . • . . . . . . . . . . 137

VII. CONCLUSION ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 
138

LIST OP EEFEBENCES........... ................ ........... 1140

INITIAL DISTEIBUTION LIST. ...................... 1146

LIST OF FIGURES. . . . . . .  . .• .  . .. .. .. . . .. .  . • .  . . . . .. 8

I

7

__________________________ ~~~~~~~~~~~~~~~~~~~~ —~~~~~~~~~~ _ - ..— ~~~~~~ . — - ~~~~~-



r r  ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~

I —

LIST OF FIGURES

• 1. Department of Defense Appropriations (1950—1978) 61

2. Pre—EPE Defense Budgets (1955—1962) 63

3. PPB Defense Budge ts (1971—1578)  614

4• Navy Department Appropriaticns (1965—1978) 65

5. Decision Package — Minimum Objective Level 8~1

6. Decisicn Package — Current Objective Level 82

7. Decision Package — Imprcvewent ObjectivE Level 83

8. Operating Decision Package .  96

9. Level of Effort Analysis . . ... .  97

10. Expense Matrix Analysis . . . . . . . . . . . . . . . . . 99

1 1 • We i g h tin g Cr it e r i a . . . . . . . . . . . . . . 1 0 1

9 

~~~~~~~~~~~~~~~~~~~~~~



-— •-—~ - -~ _ —

4

I. j~~~ O D UC T IQ~

A. STATENENI CF THE PROBLEM

This thesis concerns itself with zero base budgeting and
its implemen ta t ion  in the  federal  sector , pa r t i cu l a r ly  in
the D e p a r t m e n t  of Defense. As such it contemplates raticnal

econcaic chcice , necessitated by s ca rc i ty ,  in a hcstile
e n v ir on m en t  char acterized by complexi..ty, t ime  cons t r a in t s
and politics. The text which follows will seek to

dewcnst r a t e  that the  success of zero base budgeting in

pr ivate  industry and  state governme nt does nc t  au toma t i ca l l y
assure  i ts  success in the  f ede ra l  nuieauc.racy where  nu~ ercus
peculiar  p i t fa l l s  lie in wai t .  Expec t a t i ons  of f edera l
success can ~e substant ia l ly  enhanced , h o w e v er , by e x a a i n i n g
the  u n d e r l y i n g  causes of f a i lu re  in pas t  a t t e m p t s  to
ra t iona l ize  the budget  process. K n o w l e d g e  cf su ch causes
coupled w i t h  the diverse exper ience to cc ga ined  from
cb serv ing  p r iva te  and state appl icat ions can do m u c h  to
imp r o v e  the  chance of surv iva l  in the f e d e r a l  a rena .

B. SCOPE

• The c r ienta t ion of this thesis to the lessons of past
reform and curren t applications provides the backgrcund for

its central cbjective: developing a general apprcach to

zero base budget ing in the federal sectcr. To this end

Chapters II and III examine the history of budget reform

9
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from several perspectives with primary Emphasis CD the
Planning, Prcgramming, Budge ting (PPS) reform as a precursor

• cf toda y ’s Zero Base Budgeting (ZBh , movemen t. The primary
• purpose cf such an examination is to isolate those factors

which e i ther  impair  or facil i tate a rat ional approach.
Having adequate l y searched the  past in Chapters  II an d  III ,
Chapter  IV goes on to def ine  zero base budget ing  as it is
ccmwon ly  conceptual ized today in terms of a sys temat ic
decision making process . The purpose of such a def in i t ion
is to p rov ide  a model against w h i c h  the  m a n y  c u r r e n t  and

• diverse applicaticn s can be ccmpared. Such compar i scn is
• accomplished in Chapter V by first looking at applications

in pr ivate  enterprise, next  rev iewing  the methodolcgy in
state g o v e r n m e n t  and f inal ly  drawing conclu sicns  abou t  the
most u se fu l  aspects of each. Chap ter V seeks to establish a
fcunda ticn u pon which the experience gained from past

refcrms an d current applications can be brough t to bear.

Current federal and Defense plans are then explored and

evaluated in Chapter VI with respect tc this empirical

construct. ~ina11y, in C hap ter VI , a proposed approach to

zero base budget ing in the Department of Defense fcr the

~980s is cffered.

C. MEIHCEOLCGY

In preparing this thesis the author relied heavily on

t h ree  sources of in f o r m a t i o n . First , to adequa te ly  exp lore
the facets cf past refcrm efforts, considera ble information

and n u m e r o u s  idea s were d r a w n  f rom exis t ing l i t e r a t u r e
(books , pericdicals,congressiona l documen ts, etc.) . For the

ccwpariscn of private and state government applications of

zero base budgeting, the au thor drew ccn sidera b ly fr om
budget manuals provided by corporation and state budget 

*

cffices. Lastly, data relevant to current plans ~or

10
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i zp lement ing  zero base budget ing in the  f e d e r a l  sector , and
par t icu la r ly  the Depar tmen t  of Defense , was ob ta ined  by
i n t e r v i e w i n g  cognizant Defense  personnel in the W a s h i n g t o n ,
D . C . ,  a rea  dur ing  the  period 19 to 23 June  1977 .

E.  A C K N O W L E D G E M E N T S

Before  c cm m e n c in g ,  the au thc r  wishes to express  his
apprec ia t ion to those who h a v e  supported t h i s  endeavor .  To
B A D Z I  Stan ley  Fine (Director , Of f i ce  of Budge t and Repor ts)
the author expresses his sincere grdtitude fcr both the idea

an d access :c the Washington decision making process. For

his patience and helpful suggestions the author is indebted

tc CAPT Jcel Smith , the Navy project officer for zero base

budgeting. To those dedicated program , budget and systems

analysts in the N avy  Department head quar ters ço the au thcr ’s
p r o f o u n d  adm i ra t ion  and t h a n k s .  Last  b u t  not  least , the
a u t h o r  is especially g r a t e f u l  to his thesis advisor , CE R A].
Crosby,  who was an ever ready  source of ideas and advice .
F ina l ly ,  w h a t  fo l lows in t he  t ex t  is solely tne

r e spons ib i l i t y  of the a u t h o r  and in no way  should be
ccnstrued as attributable to those mentioned above .
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II. FROM THE PERSPECTIVE OF BUDGET REFORM

Comprehens ive  budge t i ng ,  more ccmm on ly  referred to as
zero base budge t in g(1 ] ,  is but  the latest deve lopment  in a
long h i s to ry  of budget  r e f o r m .  To unders tand  t he  f c rm er ,

one must first understand the latter. In this respect zero

base budge t ing  has not

“ . . . c ome  ~o us as Aphrodi te  f r c m  the sea (
f u l l  blown , fresh , bea ut~.ful and tcpless.”(2

Instead budget refor m has been an evolutionary process each

phase  of wb ich has been p ro fcun d ly  a f f ec ted  b y wha t wen t
before it and by the particular environment in which it has

occurred . The purpose of this chapter is to e x a m i n e  t~ e
history ct budget reform and , by so doing, discover those

lessons w h i c h  if applied to zero base budgeting will further

its chances cf survival.

A. EARLY FCUNDATICNS CF BUDGETING

If defined as the allocation of sca rce resources be tween
a l t e rna t i ve s, budget in g obviously  had very early beg inn ings,
fcr what does man do other than to make chcices? Wh c is to

say when b~id geting was first recognized as such? Perhaps

the f i r s t  signs of fiscal consciousness emerged in biblical

times in the Nile, Tigres and Eurph rates river valleys.

There , taxes wer e levied by the ruling pharcans, collected
in the form cf grains and otber substances and subsequently

disbursed in kind for services received.~~3] Involving the

12
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transfer Cf wealth from citizen to ruler an~ back again ,
such prccess conceptually differs only in degree of

• ccmplexit~j from the experience of modern g o v e r n m e n t .
• - Although conceptually simila r, significant technical

differences exist. The concept of “pu blic” did not exist as

clearly delineated today. The ruler ’s power , wbether

despotic cr benevolent , and conseque nt control over the

state , were dependent upon the size of his central ccffers.

As a consequence , and in the absence of an accoun ting
technology or the  desir e for one, “public” and pr iva te
resources were intermixed . Increasing one ’s weal th was a
game p laye d equally well by the kin g ’s cun tax collectors

an d disbursing clerks as well as his enemies. Tax

collections en route to the central treasury as well as

disbursements to the local citizenry were pilfered by those

also seeking wealth and power. Lacking an accounting

mechanism where by an agent’s private resources cculd be

differen tiated from public collections, the ruler resorted

to other techniques for imposing personal accountability.

Erom the earliest pharoahs through the Roman Empir e to

Medieval tizas, punitive measures including execution ,

imprisonment , ba nishment or more hideous sancticns were

~iaposed upon those who deprived “Caesa r” of that which was

“his.” As an alter native , particularly where an agent

structure was not feasible , states resorted to selling

pu blic offices and with it the right to collect and disburse

“public” fun ds. In such a way the state was assured revenue

in the form of fixed contract payments. The incentive for

those who uculd purchase and hold public office as private

property was the potential profit to be gained from

exploiting their investment to the maximum extent. The loss

of significant revenues by the state to such investcrs as

well as the outcry of the exploited citizenry led tc the

demis e of this practice and to the growth cf a bureaucracy

• Cf accoun table collectors and spenders.

I
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From these earliest moments of fiscal ccnsciousness are

fcund the roots of the budg et reform gcvement. Early

attempts to gain greater control of the state’s weal th,
instigated by and for the king, were gradually replacEd by

greater ccntrols over the king himself. Public awareness,

first that of the vested few and subsequently of the general

public, cf the losses attendant in privately owned public

offices, corrup t officials, mismana gemen t and i nad e qua te
administrative practices provided the impetus for

development of the formal budget .

The evcluticnary process culminating in a formalized

budget paralleled the growth of representative government.

The first acvement in this direction cccurred in Britain in

12 17 with the signing of the ~agna Charta. Its 12th article

stated that

“Nc scutage or aid shall be imposed in the
• kingdo m unless by the common council of the

realm except for the purpose ct ransominç
the .~~ing’s ~erson,~~ma king h~.s f i r s t born son
a knight, an~ marrying his eldest dauqhter

• .
~ once , an d the aids f o r  this ~urpcse shall bereas~.iable in amount. ”

~bile emp hasizing control over revenue ccllecticn , such
decree haø the implicit effect of also ccntrolling the

king ’s e.~p€n d itures. Since taxes were apprcved for specific

purposes , it was expected that revenue s collected were to be

used solely for that purpose. Refe r r ed  to  as “e a r m a r k i n g ”,

even to tnis day, such a procedure became impractical as the

num ber cf specia L taxes and objects of expenditure grew

geometrically to meet society ’s needs.

Not until late in the seventeenth century did

Parliamen t begin to establish explicit ccntrol over the

crown ’s expendi tures . In 1e89 the Bill of ~igt ts
established the role of Parliament in authorizinc ~~].

expendi tures by the King . Clearly a precursor cf the

American tradition to follow , such autuoriza tions were tc ne

initiated in the sore representati ve body, the House of

14
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Ccmmons. Hesitant tc restrict the Crown ’s power too
severely, the details of expenditure contrcl, particularly

• with respect to purpose , was a gradual process applied first
to the King ’s military. (4] Also in 1689 the Civil List
differentiated the King ’s pe rsonal outlays, which were to be

• limited , from the state’s expenditures. The break between
public and private was made even more explicit some time

after 1760 when the traditional Crown revenues were replaced
by an annual stipend from Parliament. While refinements to
the Crcwn ’s prerogatives continued in successive

Parliaments, the foundations of budget ing had firmly been
established in Par liamentary control.

Having both revenue and expenditure under contrcl of
Parliament provided a basis for passage of the Comprehensive

‘und Act in 1787 whereby all revenue and expenditures were
to be recorded to a single fund. More importantly the
general fund provided a focal point for recording revenues
and disbursements arising from a va riety of tax bills and
cbjects cf expenditure. such of the work during this

period was accomplished by William Pitt the Younger ,
Chancellor of the Exchequer , whcse reforms nct only included

the General Fund , but techniques of double Entry accounting
and control over the state debt. Through his e f f o r t s  the
first comprehensive accounting of governmental activity was
brought about , thereby providing the means fcr establishing
accountability to the public . It was not until 1822,
however , that the Chancellor of the Exchequer provided to
Parliament a formal statement of revenues , expenditures ,
expected surplus or deficit and financial plan for review
and guidance . Such was the beginning of a budget discipline
as it is widely recognized tcday.

Although not yet fully developed as a budget system by
the time of the 1776 American Revolution , much of what

happened in Britain was applied to the American scene.
Unhappy memcries of efforts dating back to the Magna Charta
tc ccntr~cl the powers of the British Crcwn were perhaps

• • 15
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• responsible for excluding mention of the executive in the
Articles of Confederation (1781) and for later delegaticn of
fiscal respcnsibility to Congress in the Constitution

• 
- 

• (1789) . In this regard, the Constitution specifies that

“All bills for raising revenue shall
originat e in the Rouse of Representatives ”
(Article 2, Section 7)

and that

“No money shall be drawn from the Treasury
but in consequence of appropriaticns made b
law; and a regular statemçnt and account ç
the receipts and expenditures of all public
money shall be published from time to time. ”
(Article I, Section 9)

Notwithstanding such explicit delineations of
responsibility, the first decade from 1789 to 1799 saw

several acticns which might have resulted in the executive
predominance  which  the  Founding  Fathers  had so actively
scught tc avcid. The first was passage Cf the Treasury Act
(1 Stat. L. 65) whic h not only enacted the requirement for
financial reporting quoted above but established a Treasury
Department within the Executive Branch with the tasking tc

“...digest and prepare plans for thE
improvement of the ;eveaue ... (and) to
prepare and report estimates ot the public
revenue and expenditures.”

The second event was President Washington ’s appointment of
Alexander Hamilton to the positicn of first Secretary Cf the
Treasury. Hamilton ’s strong leadership in the financial
affairs of the fledgling nation reflected a wide
interpretaticn of the Treasury Act . Not only did he prepare
the required estimates of needed revenues and prcpcsed
expenditures , but his actions fcretold of an assumed role in
deciding upon those prcgrams which wer e deserving of support

and those which were not. Furthermore , Hamilto n ’s first

16
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budget provided little detail, including cnly four major

line items, that is, funds for a Civil List, for the Army

and Navy, tor outstanding Treasury warrants , and for all

cther federal activities.(5) Such a broad interpretation of

duties and apparent short treatment of Congressional 5

prerogatives significantly broadened presidential discretion
and would have led to the development Cf a coordinated

executive budget had it not been for Congressional

disenchantment.
Initially Congress exercised its monetary powers in the

Haouse of Representatives through discussicn in a ccm~ittee

ccnsistirg c± all members. Only after this deliberaticn was

a committee of select individuals appointed to translate
such discussions into an appropriations bill. Such early

deliberative bodies lacked the means to do cther than ratify

executive branch , i.e., Hamilton ’s, proposals. Prompted by
growing disenchantment wit h the situation and by Jefferson ’s

advice that

“...it would be prudent to multiply barriers
against~ t~eir (th~ funds) d.issipation~ ~

y
appropriating specitic suw~ ~o every specificprogram susceptible of definition...”,

Congress in 1792 acted tc curtail executive practices by
specifying in deta il line items of expenditure indicating
for what purpose funds might be used . Lacking p~ zicdic
reports of public expenditures , executive discretion was
nevertheless continued by transferring funds between line
items. Withcut the means to monitor specific line items, it
is not suprising that Congress rarely knew how funds were

actually used. Having all but lcst control , the House acted
quickly to reverse the trend by temporarily establishing in
the House of Representatives a Committee on Ways and Means
charged wit h the handling of both revenues and expenditures.

The Ways and ~eans Committee proved more than adequate

in balancing the growth of executive discretion and , with

17
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the increasing number of specific line item controls,
executive—legislative friction increased sharply. Gradually

• the executive departments were forced to deal directly with
• a growing Congressional committee structure. The Secretary

of the Treasury ’s Book of Estimates, initially evclving
• toward a comprehensive budget recommendation , instead became

merely a reflection cf individual departmental requests. By
1802 the continuing friction between legislative and
executive branches resulted in permanent establishment of
the Rouse Ways and Means Committee and increasingly detailed
appropriations to further curb executive discretion.

Beginning in 1802

“...budget making became an exciusivel
legislative • function in na tional goveramen
and as such it continued for icre than a
century. “( 6]

Although continuing tc dominate the budget scene until
approximatel y 1910, the legislative branch experienced
several significant changes. Raving relegated the Treasury
tc a clerical role, Ways and Means continued to provide the
cnly forum fcr comprehensive consideration Cf both revenues
and expenditures simultaneously. Executive influence
remained at a low, but continued to be expressed , hcwever
slightly, through the initial departmental reques ts and
through leadership of an emerging political party structure.
Not until 1865 did this comprehensiveness prove to be too

much for the single Ways and Means Committee. Increasing
financial activity paralleling the naticn ’s grobtb and
specifically the start of the Civil War necessitated
separation of revenue and expenditure considerations.
Starting in 1865 with creation of the House Committee on
Appropriations and in 1867 a similar foru. in the Senate,
the number of committees authorized to reccimend
appropriations grew to ten and eight in the House and Senate
respectively by 1885. Introduction of so tany appropriating
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• 1  ~• committees fragmented the finance mechanism into a piecemeal
process , replacing the compr ehensiveness of the years
before. The lack of a single point of coordination for
revenue and expenditure decisions was to beccme one of the
many focal points of the budget reform effort for years to
ccme.

Actually the rise in the number Cf appropriat ions
ccmaittees, particularly after the Civil War , can tc some
extent be attributed to a significant rise in revenues from
a growing industrial and population base. Revenues
substantially in excess of government expenditures created

large surpluses available for disposal by ambitious and
energetic Congressmen . Anxious to cultivate brcader
constituent bases, proposals for new standing committees and
program legislation abounded. That such surpluses shculd
also breed wasteful practices, irresponsibility and
corruption within bcth branches of government is not
supnising. In speaking of Ccngress James Bryce , historian
and author of Ihe .~~nc~ii commQ~~j~~~h, advised in 1888
that

“Under the system c~ congressicnal financehere described, America wastes millions
annually. But her wealth is sc great, her
revenue so elastic, that she is not sensible
of the loss. She has the glcr~.cu~ priveligeof you th , the privilege or commi t t ing  erro;s
wi thout  s u f f e r i n g  f r o m  their
ccnsegue nces.”( 7 ]

In speaking of the executive branch , Jesse Burkhead , an
eminent cbserver of government budgeting, further indicates
that

“Congressional extravagances during this
period were matched only by the prcfligacy Cf
the executive departine nts.~(8]

These early beginnings of budgeting as a discipline and
cf the Airerican federal budget process provided the setting
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upon which subsequent reform was to thrive. Congressicnal
efforts tc correct the deficiencies of the late 19th Centur y
are but one segment cf a pervasive process more

appropriately described as part of the 20th Century reform
movement. Before continuing with a description of that
effort it may be beneficial to briefly summarize a few of
the significant developments with which later reform efforts

must deal.

—First, from the time of earliest fiscal
consc;ousness to the dawning American
experience and , even to this date a central
theme of budge~ing has been~ ccnEoi. Its
gradual evolution from executive ccntrol over
tax collectors to legislative ccntrol over
the executive has not occurred by chance but
by desigi~ of the Foui~ding Fathers. , That such
controLLing , tendencies are not likely to be
changed easily is an important  fac tor  w i t h
which future reforms m ust contend.

—Secondly, the degree cf workload imposed by
a ~udget system had d ramat ic  impact
particuiar ly on the comprehensiveness  o~budget review.  The rising wcrk l cad  faced b y
W a y s  and Means in the late 19th Century  ~as
at leas~ in part  responsib le ~or
f r a gw e~ t a tion  of an  c therwi se co~~prehens ive
mec~ ani. sm. F u t u r e  a t t e m p t s  to in t roduce  a
grea ter  degree of comprehens ivenes s  in t h e
budget process must anticipate the impact of
added workload if the process is not to
become even more fragmented.
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—Thirdly , fiscal setting has profound
influe4ce on the d~velopaent cf budget
mechanisms. The significant surpluses of the
period 1880—1909 did not prove conducive to
stricter executive and legislative contrql.
In fact the gpposi.te cccurr~d, with excessivewealth providing a political playground.
Perhaps as surpluses ar~ replaced b
dericits, re~o~m effcrts will thrive an
rational decision making will be found tc
play a greater role, and to a certain extent
at least to replace politics.

—Lastly, what had been attained by 1910 had
not happened 9vernight but through a gradual
~rccess of modification and change. That a
n~dget process is rarely diverted from its
historical pa~t and evolutionary path , except
in crisis is a fact often lcst on well
i.ntentioneâ budget reformers.

Raving icoked at much of the history of budget ing and its
underlying characteristics, it is more meaningful ncv to
look at budget reforms of the 20th Century.

B. PERSPECTIVES ON EUCGET REF O RM

~ mcst interesting and yet most disturbing aspect of
budget reform is the number of diverse perspectives from
which it is viewed . Take for exampl e the budget refcrm
movement ’s most recent offspring , zero—base budgeting.
Coming of age in 1977, zero—bas e budgetin g brcught with it a
plethora of literature describing what some advocates termed
a radical departure frcm existing budget metbcdology . Prom
an opposite vantage, pub lic officials with who m the author
has spoken point to aspects of the existing budget
methodology which , they contend , are already zero—based and

• conseguently see only slight change in business as usual.
Viewed by itself neither perspective is sufficiently helpful
in understanding zero—base budgeting, its conceptual

• fcundation and subsequent growth. Instead, this author
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contends that  zero—base budgeting must be viewed frcm bcth
perspectives , not just as a departure (one  perhaps not so
radical as is commonly thought) from the current

• methodology , but also as the latest increment in an evolving
r e f o r m  movement  begun  as early as 1906 .

Viewed within the historical context briefly outlined in
the previcus secticn (and reemphasized here) , budget r e fo rm
has many dimensions, each of which must be examined if cne
is to benefit from past difficulties. A first dimension
might be the changing external environment. Charles Beard
(an American histcrian of the early Twentieth Century) wrote

that

“Budget reform bears the imprint of the age
in which it criginated .”~9]

As will be seen in subsequerL t paragraphs, events of the last
seventy years attest to the truth of Beard’s prophetic
statement. Another dimension is that of the uses to which

the budget is put . Although first emerging as a device for
limiting the powers of government , budgeting in the next
seventy years was tc pass through three fairly distinct
stages — frc~ control to management to planuing.(.10 In
what follows each stage is addressed in the context cf its
principle product — line item budgeting, performance
Budgeting, and Planning, Programming and Eudgeting (PPB) .
The third stage, Planning, can by itself be an important
perspective from which to view the last seventy years of
budget reform. It too will be examined by shcwing that the
initial purposes underlying line item budgeting and
Performance budget ing and PPB were planning oriented. While
the initial intent in each case was not fully achieved , the
result of each effort was to push the b u d g e t  progressively
further in the planning direction. Each of these dimensions
can be better visualized in the totality of the reform
mcvement as
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• “...a struggle to develop program data and tc
link it with resource data.”(l l]

Zero—Base Budgeting is the product of this struggle and as
will, be seen can provide the linkage that has been sought

for so lcng.

C. THE EIECUTIVE BUDGET

A.].thcugh an evolutionary process in itself, budgetary
development described in the first section of this paper is
test viewed as the setting for a succession of reform
efforts extendin g from 1906 to the present. Viewed frcm the
perspectives and in the dime nsions described above, the

budget reform movement of the last seventy years reprEsents
a significant departure from pre—1906 practices. As the
reader may recall, budgetin g prior to 1906 was characterized
as fragmented in the sense that neither a coordinated
executive budget nor ccordinated Congressional review was in
existence. Instead Congress was given the budget directly
by each of the federal agencies. After uncoordin ated

reviews by each of numerous committees, funds were allccated

airectly to the agencies by specific appropriations.
Presidential recommendations either on the reguest itself or
subsequent allocations resulting therefrom were incidental
and unsystematic. Not by accident but rather by design , the
fragmented budget was a device for limiting the powers of
gcvernment and particularly its chief executive. The
ccrrupticn and waste of the late 19th Century, the
revelations cf the “Mucknakers” and the impact of a gro w ing
national deficit following the Spanish American War all
however , were to stimulate a reorientation of the budget
process. In contrast to the cumbersome and largely
ineffective traditions cf control, budgeting subsequent to
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1906 was to assume a more positive role. Faced by the bard
economic and political facts of deficit spending but hand in
hand with the activism of President Taft and the
progressivism of the time, reformers saw no alternative to
executive leadership through a more centralized and
controlled budget . Typical of the early reformist view was
that of Frederick Clevelan d (member of the New York Bureau

of Municipal Research) who argued that only one individual ,
the President,

“...coul d think in terms of the institution
as a whole” and therefore “...is the only one
who c4n be made respcnsible for
leadership.”[12]

He was later to add that

“The atmosphere of democracy must be filtered
and made to flow into useful channels by the
power of leadership which can be made
accountable. “(13]

Such was the birth of an executive budget characterized not
just in terms of acccuntability as based in tradition but,
mcre importantly, as a primary tool to be used by executive
leadership in the planned and managed attainment of
scciety ’s objectives. As will be seen, the desires of early
reformers were nct so easily implemented . Instead the
leadership tasking provided the seeds fcr gradual pursuit of
an executive budget evolvin g first as a refinement of cbject
of expenditure control (1906—1935) , secondly in terms of
performance (1936—1960) , thirdly as a planning tool
(1961—1977) and finally as a consolidation of all three in
zero—base budget ing (1977—?) . Each is discussed more
thoroughly in what follows.

1. ~~~~~~~~ ~~~~~~~
Althcugh cudget reformers unanimously agreed upon

the need fcr an executive budget, considerable divergence
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F continued to exist in the actives underlying such drives
toward centralization. Far from expressing with one voice a
shared concept of the budget as a mechanism of p l a n n i n g ,
management and control, unanimity existed only to the Extent
that different groups saw executive budgeting as the common
solution to their separate objectives, that is, achieving
control cr management cr planning. On the cne hand was the
progressive reformer who saw executiv e budgeting as a means
for attaining social improvements and who , therefore,
advocated a predominant plannin g orientaticn. On the other
hand was the businessman who , worried by the increasing tax

burden , graft and corruption , saw executive budgetinç as a
means of reducing expenditures and ensuring a continued role
fcr that entrepeneur who , like himself, might otherwise be
preempted by the “enterprising ” politician. To him ,
executive budgeting as a mechanism cf control was most
important. The importance of this divergence in motives was
not full y recognized until one tried to move  ~roin the theory

of executive budgeting to reality.
The first movements in such a direction occurred at

the local level of public financ e with the pioneering work
Cf the New York Bureau of Municipal Research. In its
efforts to establish a budget system for New York City, the

~ureau was forced to reconcile these divergent interests in
planning and control. Somewhat biased by its progrEssive
leadership, the Bureau initially pursued a prcgran approach ,
ccncerning itself with the plannin g and execution of
governmental functions. The functional approach hcwever
failed to satisfy that prerequisite of budget usage dating
back to the times of earliest fiscal consciousness , i.e.,
that the budget first of all must provide a nears of
controlling the administration. The graft , corruption and

“muckraking ” of the times reaffirmed and perhaps deepened
the conviction that control lies at the very heart of
budgeting. As most succinctly stated by Allen Shick (Budget

Specialist for the Congressional Research Service)
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• “In an age where personnel and purchasin
controls were unreliable, the firs
ccnslderati9n , was h9w to prevent

• administrative impropnieties.”( 14]

Paced with overwhelmin g evidence or the atcve , the Bureau
was forced to subordinate functional budgeting and its fccus

• on rat ional  planning tc the control func t i cn .  As the  Bureau
of Municipal  Research was to st a te , f u n c t i o n a l  budge t ing

“ . . .in ust be left in abeyance un t i l  cen t ra l
control , has been ef fect ively established 4nd
tue  basis has been laid for ca re fu l  sc ru t iny
of depar tmenta l contracts and purchases  as
well as depar tmenta l  work. ” (15 ]

A l t e r n a t i v e  means f o r  providing such sc ru t iny  inc luding
civil serv ice  r e f o r m  and salary classificaticns, centralized
purchasing through competitive bidding, financial audits and

u n i f o r m  acccunt ing t echniques , were to appear and to
parallel development  of the  execut ive  budget . In the
a bsence of these techniques at tha t time , str ingen t ccn trol
cv er  execu t ive  exp enditures  was considered a necessi ty.  The
precedent  f o r  such ccntrol , as had  been develcped thr c~ gh ou t
the  earlier years of America n H is to ry ,  was tc appropr ia te  by
cbject of expenditure (also referred to as line items) , that
is, to pu t  strict controls on the inpu t side of the resource
equat ion . so it was to be wi th  New York c i ty in its f i rs t
depar tmental budget , that of the Heal th D~ paztment in 1907.
Having  been institut ional ized, line i temizat ion  gained rapid
acceptance and use.

Prior to continuing, examination cf the advantages and
disadvantages associated with objects of expenditure as a
control technique is tncst desirable at this point. First of

all , the  object of expend i tu re  classification serves very
well. to l imit  exec u t ive  discret ion. Where  the execu t ive
b u d g e t  specifies in detail  the “t h i n g s”  tc be b o u g h t  and
where such detail specification is perpetuated in
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legislative appropriations, ~xecution beccies perfunctcry,
leaving little management prerogative. It is in essence a
means of t ransferr ing decision making p cw er  f r ci  lower
levels tc higher levels of the governing apparatus. Such
centralization need not occur in the leçislative branch
( a l though  it cf ten does) but may be vested in a central
budget office merely by specifying detail objects and
accordant allocation of funds at that level. Secondly, as
cpposed to a functicnal—program orientaticn , governments
tend to buy the same things albeit for different purposes.

For example , all governments buy personnel services, fuel,
airline travel , office supplies, utilities, computers, etc.
Not all governments , however , finance a Public Safety
Educaticu Program . Therefore, objects Cf expenditure
provide  a common basis upon  which u n i f o r m  accoun t ing
s t ruc tu re s  can be developed for  appl icat ion t hr cu g h c u t
g o v e r n me n t .  Thi rd ly ,  and perha ps most i m p o r t a n t l y ,,  objects
Cf e x p e n d i t u r e  are more easily unders tood by thcs~ who
review the nudget documents . For example , it is much easier
to isolate the underlying reasons for  and to g ra sp  the
mean ing  of a th i r ty  percent increase in f u e l  costs then  to
u n d e r s t a n d  the  reason cr mean ing  of a ten percent increase
in the President’s Energy Conservation Program .

A t t e n d an t  in the last advan tage  cited is the f i r s t
m a j o r  d i s a d v a n t a g e .  S uch d isadvantage lies in the v e r y  fact
tha t  object s of e x p e n d i t u r e  are easier to g r a s p  and therefor

dcm inate  the  budget review process. The resul t  can be that
“one does not  see the forest  for  the trees. ” Excessive
attention devoted to detailed objects means increasingly
less attenticn being devoted to the larger and more
important program issues. A second disadvantage is that
although facilitating control over executive discreticn in
f u n d  expend i tu res , such control  is of no use in d e t e ri i n i n g
whether those funds have been used responsibly toward an end

f 
objective. The executive may have , for example , spent the
funds on ruel , but whether such expenditure contributEd to
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the attainment of an end objective is not apparent. TEis is
a wider definition cf accountability and is more in
consonance with funct ional—program budgeting. Thirdly, the

object of expenditure classification while providing
sufficient contrcl over the executive was, and is,
susceptible to substantial abuse by the legislative branch.
Influenced by constituency pressures , legislators
increasingly relied upon the object classification tc ensure
that “their ” specific line was included , thereby placing
narrow constituency interests over those of the nation .

While forced to recognize the advantag es of cbject

classification, the Bureau did nct immediately discard its
cwn ideas. Instead it was to see a ccntinued need for
functional planning to compensate for those disadvantages of
cbject classifications. In this regard the Bureau of

Municipal Research was perhaps the first to recognizE the
need for

“...a classificaticn of costs in as many
different ways as there are stcries to bE
told.”( 16]

In attempting to satisfy those who would use the budget as a
mechanism of control as well as those who wculd use it for
planning and managemen t, the Bureau developed a threefold
classificaticn scheme. Costs we re to be iden t i f i ed  by
cbj ect  of expendi ture, by organ izat ional  unit and  by
function. In so doing,  something was to be provided  to
everyone . ilt~~ugh conceptually desirable, such an approach
was in a practical sense not feasible. Lacking sufficient
numbers of planners, managers and “controllers”, the system
was s imply  overloaded with d i f f i cu l t i e s  when  faced w i t h  the
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“3992 distinct items of appropriation”(17) and numerous
subdivisions thereof in the 1913 appropriations act. In
justifying its actions, the Bureau conceptually saw a

• 
- difference between the operations underlying the budget and

the  process of appropr ia t ing .  The f o r m e r  was tc be a
process of planning characterized by functicns and analysis
whereas the latter was to satisfy a predispositicr for
control. What had not been reccgnized was that  the  budget
is driven by the informationa l demands cf tne
appropriatio n ’s process and , therefore , if the latter is

character ized by objects  so will  be the  f o r m e r .
While perhaps misinterpreting its own environment in

many respects , the Bureau of Municipal Research did make
several  s ign i f i can t  and pioneerin g c o n t r i b u t i o n s, both
ccnceptually and empirically, at the earliest stages of

b u d g e t  r e f o r m .  Thes e were

a. First , a conceptual  r ec c qn i t i o n  ci
b udq ~ tar y func t ions  other than  tn~t raait io nal control , those being m an a g e m e n t
and more im pc r t a n tly ,  planni ng .

b. Secondlyq a recognition Cf the need for a
multiclassification scheme tc support thcse
three functicns.

c. Thir dly , an empir ica l  r ecogn i t ion  of t h e
s t rugg le  between the  advocates ci the t h r e e
f u n c t i o n s  in determining the o p t i m u m  balance .

d. Four t h ly ,  the  empirical reccgnition tha t
political and econcmic e n v ir c n m e nt s  have a
de termina t ive  impact  on which  f u n c t i o n
dominates.  For example , given the  absence of
other mechanisms , the control  func t ion
dominates .
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e. Fifthly, the predominance of that
function (conçr9l , managewen~ or planning)
given explicit recogaLtioll in tBe

• appropriations act.

The above has dealt predominantly with budget refcra at
the munic ipa l  level, thereby identifying the point from
which r e f o r m  pressures were rap id ly  spread tc both s tate  and
national levels. Fur th ermore  those pressures at s ta tE and
national  levels were the same as those at the munic ipa l
level , f i n d i n g  thei r  acst visib le support in individuals  who
advocat ed  a positivist role and those who advccated
r e t r e n c h m e n t .  So also did those pressures  result in the
same struggle for proper balance between planning,
management and  control that  was pursued at  the municipal
level.

This paper does not discuss at length such events as
President Taft’s Commission on Economy and Bfficiency, its
report ~~~ ~~~~ ~,g,; ~ ~~~~~~~~~ ~udge~ and the Budget and
Accounting Act of 1921 . This is not by  cvers ight .  Such
events certainly contributed to strengthening the executive

— 
budget ccncept, but they did not alter the dominance of
cbject of expenditure control amon g the functicns of
budgeting. Change in the balance was not tc occur until the
advent of the performance budget ing era in the 1930s.

2. 
~~~~~~~~~~ ~~~~eti~~

Notwithstanding the sparse but continuing advocacy
for a greater degree of planning , the contrc], function with
its concomitant objects of expenditure had become firmly
entrenched in local, state and federal gcvernaents during
the first three decades of the 20th Century. Changing cnly
in degree of refinement and growing extent cf application ,
budgeting clearly bore the mark of its t ime — a lingering
distrust of govern ment . But just as the emphasis on ccntrol
was a product of its time, mc also was a growing emphasis on
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management tc be a produc t of the second three decades.
As an addition to , but never r ep lac ing ,  the  ccntrol

function, the managerial efficiency orientation was to be
occasioned by several gradual developments. First among
these was the rapid growth in public expenditures . Whereas
in 1906 federal expenditures were only $570 million, they
reached $Le.2 billion in 1932 and by 1940 were at an all time
high  of $10 billicn . Rap id  growth not  w i th s t and ing ,
magnitude alone was substantial if nct sufficient impetus
fo r  cont inu ing  budget r e fo rm.  As a ccntrol mechanism ,
objects  of expend i t u r e  and  line i tems were to ccme to
represen t  smaller and smaller segments of the budget
re la t ive  to an ever increasing total and thus  a s~ aller
degree of leverage on the  whole .  Such leverage was
d imin i shed  fu r t he r  by the grcwth of an increasingly more
ccwpl ex  gove rnmen ta l  s t ructure.  With the same o rgan iza t ion
providing a mu~.titude of d i f f e r e n t  services and vice versa ,
a single funct ion  bein g performed by a mu l t i t ude  of
agencies , the  cnce adequate  ob ject classif icat ion was proven
to be inadegiate in untangling “who was dcing what with

which r escurces. ” With  its diminishing usefulness , however ,
came increasing numbers of lin e items and cbjects rendering

the control function even less effective , more cumbersome
and cos t ly .  This too was to be a s t imulus  f o r  change.

fortunately, paralleling the rapid budget growth and
diminishing import ance of line items were developments that

• wculd facilitate the required reorientation of budget usage
• inca control to management. Perhaps most important of

these, expansion of the public sector reflected a growing
recognition that government was not necessarily an

undesirable activity but did in fact provide substantial
benefits. Budgeting, instead of a means to restrict the

) • gcvernment and its chief executive, came tc be recognized as
a tool tc be used in achieving those benefits. The average
taxpayer , particularly the businessman , althcugh quite
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satisfied to receive the benefits, was however interested in
• paying as little as possible. Seeing in a manaçement

onientaticu possibilities of economy and efficiency,
t axpaye r s  were in the  f ront  lines of suppcrt.
Administrators also recognized the advantages of the

efficiency crientation or performance budgeting as it in
time came tc be called. In performance budgetin g the

official saw his opportunity to portray tc the ungrateful
taxpayer in detailed factual terms the products of his
ccntributions . Finally a budget could be presented in “take

it or leave it” terms, something very difficult to do when

portraying costs on an object basis. Said one school
official in rather flowery terms

“Instead of thinking • of mcney alone
citizens should hear children singing in the
spring concert, ...fee L that scncci. ro9fs a;e
tight and walls are safe, s~e t~e pupils in
the

rn 
corri4ors washing their dirty hands and

drying the~.r clean ones ... A top performance
budget paints pictures in words tBat justify
the expenditure.”( 18]

• Of nc less importance , a myriad of smaller developments
were alsc tc be conducive tc a greater management
orientation. Whereas reformers of the 1910s had no
alternatives to object of expenditure ccntrol, the same was
not true of the late 1930s and early 1940s. By that ~ime a
number of administrative regulations and public statutEs had
been set forth to mitigate against public malfeasance.
Civil service reform and the mail system , competitive

bidding and centralized purchasing, wage scales,
substantially improved accounting and audit procedures all
served to free the budget from some ci its ccntrol
functions. These developments — both the grcwing magu~tude

• I • ci the public sector and the means Cf acccamodating such
growth — began to converge in the 1930s, reaching a focal

• point in the New Deal years.
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The first comprehensive efforts to reorient budget
usage came in 1934 at the hands of the U. S. Department of
Agriculture and in 1936 by the Tennessee Valley Authority.
As envisioned by the Bureau of Municipal Research , they too
saw an increased program—planning role for the budget and
consequently pushed the frontiers of budget usage in that

direction. That t hey  mistook a perceived need  for p lann ing
in place of the actual e f f i c i ency—economy  th rus t  Cf the
times was not  to change  the end product. Just  as the  Bureau
t w e n t y — e i g h t  years earlier was to pursue planning but  accept
fiduciary ccntrol, so also were current reicniers to pursue
planning but accept management control. The Department of
Agriculture effort was a restructuring of the budget in
terms of projects and within projects , schedules of
activities for accomplishment. Through this restructrring,
the Uniform Project System , as it case to be called,
portrayed resource requirements according to the work to be
accomplished and the resulting specific products . The
second effort was that of the Tennessee Valley Authority

(IVA) . By developing a program budgeting and acccunting
system that linked the organizational unit , its “activities”
(smaller subdivisions of work) and encompassing programs,
ViA was tc provide and demonstrate the use ci a mechanism
for management control and progress measurement.

Even at the Bureau of the Budget, once “concerned only

with the humble and routine” (19] tasks of fiscal control,
times were changing. In 1937 President Roosevelt’s
Cowmissicn of Administrative Management , also known as the
Brownlow Cc~aission, severely criticized the Bureau ’s
inadequate staffing (forty persons), predispcsition tcwards
control and lack of management orientation. Such
predisposition was tc change in 1939 with transfer cf the
Bureau frcm the Treasury Department to the Executive Cffice
of the President. Simultaneous release of Executive Crder
8248 on September 8 changed its role in the budget piccess
and signaled a change in budget usage itself by directing
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the Bureau

“ ... to keep the President in fo rmed  of the
prcgress of activities by agencies of the
government with~ ;espect to wcrk proposed
work actually initiated, and work coaple~ e~•,.; all to the end that the monies
~ppropriated by th~ Congress may bç expendec
in the most economical. manner possible ...“

The predcminant concern for progress and economy as is
evident in the above quote was to motivate increasing
numbers ci agencies durin g World War II to accept the
management function as being as important if not more

important than the traditional control functicn .
Accompanying the introduction of prcgram and activity

structur e was the development of workload measures, unit
ccsts and standards of perfcraance. New York State for

example , in its use of managerial accounting concepts,
separated fixed irca variable costs and by sc doing was able
tc compute unit costs for the food service and laundry
functions. Pioneered by agencies such as the Census Bureau ,
Burea u of Reclamation and Forest Service, these innovations
were tc prcvide the first indicators of effectiveness and
efficiency by describing not only the degree to which given
end objectives were accomplished but the manner in which
accomplished. Further innovative use of these indicators
was made by agencies like the Post Cffice which , by

i d e n t i f y i n g  the number  of le t ters  that could te processed by
cne i nd iv idua l , found a means  of projecting fu tu re  m anpower
requirements.

This new management orientation to budgeting was to
spread rapidly through federal, state and local government
in the years  following World War II. Encouraged by the
atmosphere of reform and the new role defined for the Bureau
of the Budget , emphasis on fiscal control began to diminish
and be altered by the new management orientation. ?Lll these
developments culminated in the First Hoover Commission of
1949 whose raport , ~j~~~eti~,g ~~~ ~~~~~~~~~~~~~~~ gave official
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reccgnition to the budget’s new “face” by its first
reccamendaticn :

“we recommend that the whole budgetary
ccncept of the Federa),. Government should be
replaced by thç adopt ion of a budget based on
function s, activities, and projects: this we
designate a ‘performance buage€ ’.”

Perhaps ~or€ important than official recognition of

“performance budgeting ” was the Ccmwissicn ’s objective of
altering budget classification away from the things to be

bought , persistently surviving despite the new emphasis,
toward the work to be done. Such was not to te an easy task
and continues to this day. First steps in this direction
cccurred in the same year with passage ci the National
Security Act. Congress therein expressed its approval of

performance budget ing by directing that the Department of
Defense budget estimates

“... ~hall be prepared presented and
justified, where practicable apd authorized
prcgrams shall be adwinistere~, in such form
and manner ... so as to account for, and
report the cost of performance • cf readily
identi.hable programs and activities ...“

That it was serious in its directive was attested to by the
establishement of a ccntroller for the entire Department of
Defense and each of its services, tasked explicitly with

developing and implementing the new budget iaethcdclogy.
Congressional support for the performance budget concept was
further demcnstrated by the Budget and Acccunting PrccEdures
Act of 1950, which ext~aded performance budgeting to the
entire federal government. That the number ci Congressicna].
appropriations shrank from approximately 200C prior to World
War II to 375 by 1955 was ample evidence that the above
directives were more than mere formality but instead were a
sh i f t  in the way budge t  off ices  and Congressional  committees
carried on th eir  busin ess.
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Just as performance budgeting obtained its ini t ial
support from diverse advocates, so also was its success to
be measured from different perspectives. Penfcraance
budgeting was initially conceived in the minds of budget
r e fo rmers  as the means of planning and pursuing nat ional
objectives. In this context it succeeded in leaving a
legacy ci prcgram structure on which future reforms were to
build but  fai led as a basis upon which top management
decisions cculd be made . With its emphasis on the wcrk to
be accomplished (i.e., activities) and development of
indicatcrs to measure the performance of such work ~i.e.,
unit costs and standards), perfcrmance budgeting came to be
reccgnized as a tool of ma nageme nt control exercised
predominantly at lower levels of an organization. Whil e the
w ork  to be accomplished at the lowest levels cf an
organization was ncrmally quant i f iable, aggregates  ci such
work become increasingly more d i f f icul t  to q u a n t i f y  as one
moves high er  in the organization . Wh ereas k n cw in g

“ . . . th at it cost $.07 to wash a pound of
• l aundry  or that  the  average postal  employee

can process 289 items of mail per
h o u r . .  . “( 20]

may be t remendously m e a n i n g f u l  for those at the lowes t
levels charged with preparing and executing the bud get , such
knowledge  would not be very helpful  f or  those faced  with
choice between puClic investments — the  policy mai’ers. Not
supn isingly p er fo rmance  budget ing has cont inued to be of use
to lower management levels even tc this day altbcugh
referred to under different names such as productivity
measurement and certain manpcwer management systems. Bigher
aggregaticns of costs and output (benefits) conducive to
policy making and planning, were to be the product of the
next era of budget reform — the Planning, Programming and
Budgeting era.
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Despite its apparen t fa i lu re  to m€et the planning

objectives of budg et reformers, Performance Budgeting had
pushed the frontiers of budgeting forward in two respects.

Jirst was its shift in budget emphasis frcm predo~inant

concern hith input, that is the resources to be used , to

considerations also of output. Secondly, and largely a

derivative ci the first, was the appearance of a structured

framework of programs, functions and activities from which

the resource allocation question could be viewed. That
neither aspect found much application at the time was

perhaps no t indicative of weakness in concept but,
pract ically speaking, inability to accomodate such concept
by “state of the art” management abilities. As a

consequence , Perfczmance Budgeting provided unused potential

in the fcrm ci a program—planning concept and structure that

lacked the proper environment for growth.

• By 196 1 the latent  potentials of Pe r fo rmance  Budget ing
had been aroused sufficiently to provide a basis upon which

the next decade and a half of budget reform was to both

• f l our i sh  and in the end f lounder . The pen icd ’ s pr inc ip le
cont r ibu t ion , the Planning,  Programmi ng and Budget in g (P P B )
ccncept , resulted frcm a s ignif icant  sh i f t  in ba lance
between the control, ma nagement and planning functions.
This shift, definitely in the direction of greater planning
emphasis , was as in previous reforms a product of the

environment. One expert in both state and federal budgeting
f inds  t h a t



________ 
-

N T h e  critical mass for the change came f rom 3
sectors ; economics , the new data sciences and
pl anning .” t2 1 ]

That the above developments were necessary for EPE is
unarguable; that they were a sufficient basis for PPB cannot
be argued if one is to review the evidence accumulated in
the last f i f t e en  years . In keeping wi th  what has been
written so far, it is the author ’s ccntention that £PE is
the forerunner and not too distant relative of zerc—base

budge t ing .  That such is the case will become clearer as
this paper progresses. Consequently wha t cccurred dur ing
the PPB reform era , particular ly  the success, failures and
their under ly ing  causes , is m ost per t inent  tc the pursuit of
zero—base budget ing  and will therefore be explored in the
icliowing paragrap hs. A most useful  context  for doing sc is
to first examine the rise of PP B and what  some might
consider its one real instance of success , the Depa r tmen t  of
Defense applicat ion; seccndly to give an operat ional

• de f in i t icn  of PP B ; th i rdly  to appraise civilian agency
ef fo r t s , most ly  unsuccessful , to implemen t £PB ; an d f inal ly
a compari son of successes and failures to determine the

un derlying causes.

A . THE RIS E OF PPB

In that PP B or program bud ge t ing ,  as re f er red  tc in a
more generic sense , was always the ideal ci early budget
reformers , it is difficult to say when it first occurred.
Perhaps uncharacteristic of its predecessors, this latest of
refcr as  icu ad its impetus  not only in the budge t r e fo rm
movemen t itself but in developing technologies for  the  •cst
part  removed f rcm concern for  budget ing.  The f i rs t  of these
was the growing school of macro— and microeconomic thought.
Arising frca the Great Depression period , Keynesian
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economics gave explicit recognition tc the rule of
• governmental activity in maintaining the health of private

sector econcmic conditions. Fiscal policy, the p rofesse d
means by which  governm ent  was to accomplish this
maintenance , opened new horizons for the  pu r su i t  of eccncaic
(e.g., full employmen t) and societal objectives . The

relatively simple rules of Keynesian dcctrine — greater

spending when employment is down and less spending when
employment is up — were rapidly accepted by politician and

civil servant alike. Inherent to both rules was the ability
to contzcl the level ci government expenditures and , at the
time , the accepted means of doing so was the budget.
Whereas fiscal policy became the means to achieve eccncwic
gcals, budgeting becam e the means to pursue fiscal pclicy.

~urthermcre once one has agreed upon the budget as a means
of pursuing such policy, the next question to be asked is —

in what way can the budget best pursue the stated pclicy,

• 
- 

i.e., what is the optimum mix and level of expenditures?

• Mcving from macro level considerations , such as that of
• spending mcre or less, to the micro questions of mix and

level , micrceconomics was introduced to the public sector

and was tc beccaie the essence of program budgeting. That it
did not do so right away was the result of several factcrs.

Eirst, both macro— and m icroeconomic ccnsiderations of
expenditure were constrained by total r e v e n u e .  A l t h o u g h  the
expenditure side of fiscal policy gained rapid ?ccep-tance ,
the cojicept of a flexible tax structure designed to consider
the same macro and micro questions was slower in evolving.
As it gained acceptance, prcgram budgeting was at least to
scme degree freed from arbitrary totals, and both
expenditure and tax policy were allowed tc pursue a more
natural , unccnstrained evolution.

Secondly, although the relationship ci wacroeccncaic
analyses and the inicroeconomic ccnsiderations of budgeting
are evident , organizational accommodation of this
relationship did not, and has nct , occurred. The 19446 Pull
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Employment Act established the Council of Economic Advisors
and tasked it with fiscal analysis and policy makin g
responsibilities. 

- 
Separate and distinct was the Bureau  of

the Budget whose pr imary responsibility was tha t  of
aggregating, from the bottom up, and compiling a budget
document .  The lack of institutional a r r a n g em e n t  be tween the
two and , it consequence , the separate roles and behaviors
precluded the systematic defini t ion and pursui t  of
object ives .

Thirdly , just as an acceptance of Keynesian doctrine was
tc require time , so also was the applicaticn of

wicroeconcmics in the  design of expendi ture  policy to
require muc h work.  As so apt ly  put by Shick

“Nicroeconomics had been eleva ted to pu blic
prcmin ence largely cn the coattails of i ts
macro par tner .  Yet considerably less is
understood about the mix ci publ ic
expendi tures  than about the aggregates. ”( 2 2 ]

In hoping to find objective eccnomic criteria for
de te rmin ing  the o p t i m u m  mix  ci programs , w e l f a r e  econcaists
were to be faced wit h a long uphill  s t ruggle  of seek ing  to
q u a n t i f y  the  inherently unguant i f i ar le  gove rnmen t
activities. Program budgetin g is part ci that uph i l l
struggle .

That program budget ing was not overwhelmed by the

troublescue difficulties outlined above attests tc the

presenc e Cf other significant and perhaps  more supp cr t iv e
factors . Al though not specifically designed to help the
welfare  economists in their pursuit , the separate m a t u r i n g
of a numbe r  ci informat iona l  technologies was to be of
substant ial  help. Developed by mathemat ic ians , physicists
and  engineers  as early as 1872 in British war  g a m i n g ,  the

• Operations Research discipline was to grow under the

in f lu ence  of World Var II into a highly useful  m e at s  of
op t i m i z i n g  Tanpo we r , m aterials and equ ipmen t  in repe t i t ive,
quan t i f i ab l e  operaticns. Its techniques  of l inear
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program m ing and game theory, although highly quantitative,
were particularly useful in the - analysis of data.

Cost—benefit  analysis, dating as far back as 1844 but really
coming of age in the 1950s , proved to be a useful  meats  of
ana lyz ing  costs and benefits of non—repet i t ive  programs .
General systems theory, arising out of work in the
biological sciences in the 1920s, portrayed systems not as

entities but as inter—connected units, each relating tc the
cther in different but systematic ways. Cybernetics,
another discipline, was developed as the science of
communicaticn and brought with it the concept of probatilism
as a replacement of determinisin.C23] Developed in 1823 by
Charles Eabtage, the beginnings of a computer technology and
its subsequent evolution , although not an information
technology itself, enabled the others to cccur and at least

to some extent served as the “matchmaker ”, bringing the
diverse technologies together into what is often referred to

as systems analysis. Borrowing iron each of the other
disciplines, systems analysis is often defined as

“...notninq more than quantitative or
enlightened com~on sense aided by modern
analytical techniques . “( 24]

Although unable to establish a specific date for its
appearance , it is cleat that the problems of the Department
ci Defense in the 1950s provided the setting from which not

• only systems analysis was to emerge but also upon which the
traditions of budget reform and economic thought were to
converge .

P. THE DEFENSE SETTING

• The Department of Defense was fertile ground icr the
growth of pr ogra m budget ing. Al though f o r m a l  imp lemen ta t ion
of a “program package budget ing” system (as PPB was then
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called) did not occur until 1961, Defense had ga ’..hered
• considerable experience in analysis and decision making

along program lines. David Novick , considered by iost to be

the f a the r  of program budgeting, first developed the  ccncept
in 194 1, called the Production Requi rements  Plan , in
ccnnecticn with allocation of commodities to ccapet ing
needs.  Al thcugh  ref ined and used during World War II as the
Ccntrol.led mater ials Plan , its basic intent remained
unchanged — the allocation of goods along program lines.

From a more conventional perspective, the N a v y  Depar tme nt  in
• 1946 had gained considerable exp er ien oe f r cw  its

• 
p resentat ion of the fiscal year 1948 budget  in both line
item and program f o r m a t , an e f fo r t  tha t was to prove equally
inf luent ial  in the first Hoover Commission.  Defense had
also gained considerable experience in using the in fo rm a t ion
technologies mentioned in the preceedin g section. It fact

many  of them had been developed under the spcnsorship ci the
Depar tment  and individual Services by such “think t a n k s ” as
th e RAND Corp ora t ion .  Not surprisingly it was under  the
auspices of the R A N D  Corporaticn that  David  Novick it 1956

• r e cc mm end e d  t he  development  of a prog ram budgeting system
icr De fense . (25 ]

These early pursuits of program budgeting an~ the
various  informat iona l  technologies were to prove any th ing
but  academic.  They were instead responses tc a g rou inç  need
for  managemen t  tools that would span all three services. By
the end ci World War II what  had once been a peculiar
mission ci each service , whether  it be land , sea or air , was
no longer the exclusive prcvi nce of that service. Air
combat had 1 for example , become a missicn of each ci the
three services and each was to compete f ie rce ly  for its own

• aircraft weapons systems. That such compet i t ion was to
prove nct only characteristic but also inefficient and
ccstly prompted the consideration of cross service programs.
Where three aircraft might normally satisfy the parcchial

j interests of each service, one aircraft designed to meet the
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requirements of all three services might best satisfy the
national interest .

Pur thericre , preoccupa tion with the fixed budg et ceiling
• idea for Defense to which both Presidents Trumar and

Eisenhower were committed, did nothing tc better the

situation. As one refcrmer was to point out —

“...prescribing a single fixed ceiling in
advance for subcrdinate levels of thE
executive branch involves the oanger of
judging a case before the evidence i~ heard....how can one be cur e that the c~iling for
one • function is not set too high and the
ceiling for another too low?”(26 ]

In this regard performance budgetin g did little to answer
the soon—to—be—asked questicn, “How much is needed for

defense wcre than it is needed for other purpcses?” (26) For
after all, how can one measure the degree of efficiency
attained in the pursuit of deterrence. Althcugh peace is an
adequat e measure of effectiveness, its maintenance nay be
achieved by expending suns substantially in excess of
optimum , whatever that might be. The same goes for other
ccncepts like massive retaliation and preparedness. The
early expEriences ci the 1940s and 1950s bcth in program
budgeting atd the information technologies, although ad hoc
in nature , were to provide the foundation icr pursuit of
budget reform and, in so doing, ci solutions to many  Defense
problems.

1. ~~~~~~ ~~ = ~~ Q ;~~~onp~ D i ~~t~~n

Despite the fertile grcund provided by the Defense
Department in the 1950s, the growth of program budgeting and
developmen t ci the formal Defense Planning , Programming and
Budge tin g System (PP BS) were to await further impetus. Eoth
the  cata lyst  and agent  for change was to be the appo in tmen t
ci Robert S. NcNamara as Secretary of Defense. Faced with a
blur r ing  of missions , increasing costs , par t icu lar ly  thcse
resu l t ing  irca er rcr s , shr ink ing  response t imes  and the
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_ pernicicu s practice of fixed ceiling b udgets , M cNamara was

presented with the decision of either managing the

Depar tment as a whole cr continuing in the rcle, ineffectual

t h ough it was, of umpire in a highly fragmented , compe tit ive
game between the individual services .

In choosing the fcrae r, McN am ara was face d with a

second problem , how to manage the Department. He was later

to write that the problem

“...was not the lack of management
authority... The problem • was rather the
absence ox the essential management
tools... “( 27

~cN am ar a  solved this d i f f i c u l t y  by combin ing  the legal
au thority vested in his position by Eisenho wer ’s Defense
aeorgaaizaticn Message of 1958 and the considerable
knowledge gained by a s ta f f  of f o r m e r  RAND Corporation
emplcyees. By “stacking” his staff with  those whc had
pioneered the new decision making technologies, N c N a m ar a  was
to be able tc more fully integrate not only the activities
ci Defense but also the overall iuncticns of planning,
control and m anagemen t .

The prcbleais to which McNa m ar a and  his s taff  turned
were no t new but revolved around the issue repea ted ly
emphasized in budget reform literature , i.e., the
introduction of planning considerat ions at the f ront  end of
the budgetary process. Prior to his arrival there was,

• prac tically speaking, no connec tion between planning dcne by

the military and budgeting, a responsibility of the civilian
secretaria t. What integration of planning and budgeti ng did

exist was in na me only. The Basic National Security ~olicy
(BNSE) issued by the Natic nal Security Council was

• supposedly tc kick off the budget process . Designed tc be a

I • ccaplete and thoro ugh statement of defense policy, it was

ic r prac tical pur poses , not able to resolve ~isagreemct ts on

what the defense policy should be. Instead of providing
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specific guidance , it became a statement of generalities
acceptable tc all who had a role in its preparation. Its
utility as a basis for developing the second planning
document , the Joint Strategic Objectives plan (JSCP) was
therefore sharply diminished. Prepared by the Joint Chiefs
of Staff (JCS), the JSOP was to be a two volume document
that first assessed the threat and then described the
military force and weapon levels necessary to meet the

• threat and defense policies described in the BNSP. The JSOP
was in turn to be used by each of the individual services as
a basis for budg et preparation. Unfortunately the general

guidance Cf the BNSP was just as, if not more , acceptable to
the Service Chiefs as to its preparers. Its generalities
could be interpreted in many ways, and so they were by each
of the individual services in • preparing a budget that
enhanced its own parochia l interests. Lacking  a m ech an ism
for enforcing cross service plans and programs , each service
could claim that  it had to provide the  bu lk  of na t icnal
security . Notwi ths tanding the existing f ixed ceiling budget
concept , such p hilosophy led the ind iv idua l  services to
f r e q u e n t l y  ask for  more than their assigned allocation by as
much as fifteen percent.(28] To meet the ceiling imposed by
the President (Eisenhower steadfastly maintained that no
acre than than ten percent of the Gross National Product
should gc for Defense) ttie Secre~ary of Defense was fcrced
into a budget cutting role, albeit witbcut sufficient

information to wake reductions. It is uct suprising that
the reducticts made were on a horizontal basis and that
throughout the period 1947 to ‘96 1 service budgets varied
not substantially from a fixed twenty—nine percent for the
Navy, forty—seven percent for the Air Force and twenty—four

• 
• percent icr the Array.

f
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- a. McNam ara’s Planning, Programming and Budgeting
System

- To correct the deficiencies ci the period,
including the inadequate integration of planning and
budgeting and the resulting duplication , parochialism ,
protectiveness , short sightedness and irraticna]. reducticns,

~cNamara and his Lssistants Charles Hitch and Alain Enthcven
designed a formal decision making process referrEd to
hereafter as the Planning , Programming and Budgeting System
(PPBS) . As UBS was to evolve, it was to prcve to be not
just a reemphasi s of the separate p l ann ing ,  manageme nt  and

• control functions historically at the center of budget

reform , but instead a systematic intermixing of these three
functions with pri mary importance being attached tc the
planning segment. What is to follow will be a descripticn,
and therein a definiticu, of PPES as it evolved in the

• Department of Defense. Consideration of the framework , both

• internal and external, in whi ch the process operates will

- 
also be described.

At the heart of the entire process lay the Five
lear Defense Program (FYDP) . The FYDP in essence was, and
still is, a scheduling of all ~efense activities organized
along mission lines and crossing service bcundaries in terms
ci forces, projected for eight years, and rescurces
(manpower and costs), projected for five years. The
planning, prcgramaing and budget ing process was merely a

systematic ieans of updating the FYDP base from which wcre
detailed budgets could be prepared.

Just as the name implies, PPBS involves the
three stages of planning , programming and budgeting as

- 

separate but nevertheless systematically related stages in a

• 

• resource a’ilccation prccess. Although changing somewhat in
later years , McNamara ’s planning process (1951—1968) was to

• be a comprehensive analysis of intelligence , technolcgical
pro jecticns, military threat and strategic and tactical
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• 
designs. The product was to be the definiticn of forces and

• weapons needed to assure national security and the

• performance ci subsidiary defense missions. To accomplish

• this, the planning process itself consisted of four

• consecutive phases nest characterized by the documents
produced therein. The inst document, JSOP Volume I,
reflected a mid—range (five year) threat assessment
performed by the JCS. Like its predecessor before 19E1 and
even though the professed cornerstone of the budget prccess,
JSOP Volum e I was to continue as little more than an
aggregat icn  ci the seperate Service assessments. As such it
was to be given little attention by Secretary McNamara in
his decision makin g process. The second and third stages
including the Service—Unified Comman d and JCS (JSOP Volume
II) recommended force levels were given equally short
attention since they too had been based cn the crigina].

planning document that McNamara , for non—partisan political
reasons, was forced to tolerate. In reality the planning
process was begun with McNamara ’s Draft Presidential
Memorandum (DPM) . Prepared by his systems analysts
initially for review by the Secretary, then the Services and
subsequent submission to the President, each tP~

“...cowbined strategy, force requirenents andfinancial considerations...” and N .spelled
out concisely the assumptions, raticnale and
supporting analysis.. .“[29]

for  each of the  ten major  progra ms , i.e., strategic fcrces ,
general purpcse forces, etc. As such they were the basic
tool by which NcN amara was to gain control cver and drive
the re source allocation process wi th in  the  Depar tment  of

• Defense.

In that the DPN combined both strategy, fcrce and
• financial considerations, it represented nct cnly the final

• stage of the planning process but also the teginnin’~ ci the- 

programming process. Beginning with the Secretary ’s
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consideration of the DPMs , the prog ramming process was to
• 

• include further review by each of the services, subsequent

reccmaendaticns for change to the DPMs and basic PYEP and

• finally Secretarial decisions. That the DPN wculd
eventually become the Secretary ’s chang e tc the basic FTDP

unless otherwise challenged , was sufficient to cause both

the individual Services and the JCS to promptly request

changes, icncwn as Program Change Requests (PCB). Averaging
during these early years 300 annually from the Services

alone , these PCRs iere for the most part rejected by tne

O f f i ce of Systems Analys is  as being ei th ~ r too cos t ly ,  poor
analyse s 4nd/ or of insuf f ic ien t  pr ior i ty  w h e n  compared  to
the basic five year plan. The Secretary ’s responses to the
PCR were called Program Change Decisions (PCD) and were the

basis upon which the individua l Services were to update the

FYDI.
Follcwing the PCDs and individual  Service update ci the

F!DP came th e  budg et phase. At least theoretically each of
the Services was to convert its portion of the  f irst  pro gram
year in the  FYDP to the more convent icnal , detailed
line— item/object of expenditure format demanded by Congress.
Driven by the old PYDP base and changes thereto as reflected
in the D PM— ~ C R — P CD process , the budget  was to be a
“f ree—fa l l ”  docume nt representing the nation ’s true defense
requiremen ts rather than aggregations of Service reguests
arbitrarily ccnstrained by fixed ceilings as before . The
Defense budget was not so easily to be completed hobever.
Anxious tc enhance their power , Service budgets frequently
exceeded initial program estima tes to a significant degree.

Furthermore , McNam ara ’s assertion that the country could
afford whatever level of defense was required was perhaps
true in theory but , as most of the flag rank and Service

analysts recognized , a bit idealistic. Eudget ceilings,
although not explicitly set as in the Truman and Eisenhower

• eras , were implicitly recognized by those involved in the
resource aliccation prccess as a question of politics more
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than analysis. An equally important factor behind the
development of budget requirements was the continuing
evolution of defense needs. Programs conceived in the
initial planning stage as much as fifteen mcnths earlier had
changed to meet new conditions as had alsc the associated
ccsts. This too was behind much of the bud get “exces&’
requested by the Services. The job of separating the “wheat
from the chaff” in Service budgets, complicated by all of
the above, fell to the Defe nse Cowptrcller who in turn made
recommendat ions  to the Secretary by a Subject/Issue prccess
which sccn came to be called “Operaticu Snowflake.”(30)
Having rev iewed  the issues and having m ade  a tentat ive
decisio n thereon , the applicabl e Service  was g iven the
opportunity tc accept or reclama. In either case the
Secretary eventually finalized the Issue , the r esu lts of
which  were  then reflected in the President’ s Budget
submi t t ed  to Congress.

One can easily get lost in the acrony~s and steps of

McNawara ’s P~ BS process. What  has been outlined abcve is a
somewhat  abbrevia ted  version of a much more ccwplex decision
making apparatus. it is however sLlfiicient to illustrate
the meth cdo lcgy  M cNa m ara used in introducing a greater
degree of planning into the  overall  budget  process. Prior
to cont inu ing  with a quick loo k at tne changes ma d e by
subsequent  admin istrations, it would be meaningful to

br ie f ly  summar ize  the more important  character is t ics  of
Defense PPBS at the time. These are:

—Perhaps first and most importantly was
NcNaiara ’s extremely strong leadership.

• 

I ~ 
—Secondly the considetaale macunt of
pre~J.iminary work accomplished by the various
“t h i n k  tanJs ” before implementation .
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• —Thirdly, through jcint effcrt of the above
two , the development of a defense wide
prcgrai structure oriented to national
security purposes vice parochial service
interests.

—Fourthly, the development and promulgation
of strategic guidance, iz~ the DP~ if not bthe JSO~, both ~roi the top and frcnt end o
the decision making process.

— B i f t h l y ,  icug range resource allocation
decisions were to be a product of the
planning and programming phase pith budgetin g
confined to a detailed costing of thosE
decisions.

Although a significant imprcvement over the pre—1 961 budget
methodology and its difficulties, ~cNawara ’s system w i t h  the
above characteristics was also to have its difficulties.

The most iapcrtant problem , to which later Administrations
• addressed themselves, was the  degree of cent ra l iza t ion .  In

e f fec t , strategic plans , program decis icns and budge t
decisions were made by the Secretary w i th  the aid of a
Ccmptroller and Systems Analysis staff. A power unto

~~~~~~ McNaaara’s group tolerated no intrusion by either

t~~~-~ Naticnal Security Council (NSC) or the Eurean of the
Eu ‘et (BOB) . In fact scme went sc far as to state that
national fiscal policy was forced to adapt tc defense policy
rather than vice versa. (31] Furthermore , ~cNamara ’s short
treatment of the military ’s 3S02 and reliance on the DPM
relegated the JCS and the Services to the rcle of respcnding

rather than initiating. Those who were to execute the plans
had little to say as to what was or shculd be included —

hardly a participatory ma nagement approach. That such an

• approach was an over—centralization of the decision making
process 15 readily attested to by the symptcm s that Soon
appemred , includin g

I 
— 
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—systems overload. Simply  toc m a n y  decisions
were required of too few i~i too shcrt a t ime
frame. Many progra m decisions were of
necessity mate concurrent wi~ h and  subsequen t
to the budget process for which they were tc
be the driving force. Furthermcre , many of
those mace during the , proper phase , such as
the  700 budget decis~ ons made annually by
McNamara (32], were of highly suspect quality.

—isolation . ?lcNamara’s preoccupation with
• analysis and its centralizaticn left littl€

rocm for the more sub j~ctive but never~helessabsolutely necessary • i~tluence ci military
expe;ience. In . ~ddition to • affectin g thequality od • decis~ons, the inability tc
participate in decisior making at the highest
levels was to seriously upset military
morale.

In retrospect , the strengths and weaknesses of McNamara ’s

PPBS apparatus can provid e a wealth of experience upcn which

to base subsequent inncvations. It was certainly to dc so
for the Nixon Administration which followed.

b . Laird’s planning, Programming m d  Budge ting

System

Ihe overall planning, programming and budgeting

concept introduced by M cN an ara  was retained cy Melvin Laird

under President Nixon ’s Administra tion. Ccncerned however
with the weaknesses indicated above, Nixon and Laird were to
make two significant changes to the Defense decision u~aki ng
appa ra tu s .  Eot h changes wer e to reduce  the deg rEe  of
centralization characteristic of the ~1cNamara era.

The first such change , e x t e r n a l  to the  Defense
Department , occurred in the President’s own national

• s ecur i ty  a f f a i r s  s taff . Perhaps  more p rope r ly  character ized
• as r enewed  emphasis  vice a change , the Nationa l . Securi ty

• Ccuncil (NSC) un der the leadership or H e n r y  Kiss ir ger  was
once aga in  to try its han d at providin g s t ra tegic  guidance
to the JCS and Services . The means for  accc mp l i shm en t  was
the Nat iona l  Secu r i ty  Decision M e m o r a n d u m  ( N S C M ) ,

51 

~~~~~~~~~~~~~~~~~~~~ 
• -



&

approximately 130 of which were issued frcm 1968 thrcugh
1972. Unlike the BNSP, its predecesso r of the pre—1961 era,
the NSDMs provided in fairly explicit terms defense pclicy.
As President Nixon ’s Watergate  problems intensif ied an d  as
Kissinger ’s “ gl obe— trott ing” became acre f r equen t ,
Presidential oversight decreased and the NSDM s became fewer
and fewer. Nevertheless, the decision making apparatus
became less concen trated than it had been era more a part of
the Pres iden t ’ s policy making discretion.

Laird ’ s second change was to be in the decision
making process of the Department itself. In essence the JCS

and Services were to be g iven  back the rcle of defining
force level  s t ructure  instead of responding  to the force
prcposals initiated by the Depar t ment ’ s Sy stems Ana lys i s
Of f i ce .  The Systems Analysis  Office was relegated to a role
of reviewing JCS and Service proposals and recommending
changes to the Secretary as might be apprcpr ia te .  JCS and
the Services were however to pay a price icr their mcre
i m p o r t a n t  rcle. It was in essence t h e  acceptance cf a
budget ceiling within which balanced fcrce proposals were to
be submi t ted .  No more “Wi sh Lists” were acceptablE.  In
essence the rcles of Systems Analysi s and those of the
Service Chiefs  had been reversed. The prcfessed concept of
a “free—fall” budget had been replaced by a cEil ing
re f l ec t ing  acre closely the economic philosophy ci the
Administration.

The mechanisms by which Laird im plemen ted  this
second change  more clearly dewcnstrate  its impact .  JSOP
Volume  I was to continue as before as an assessment oi
th rea t  and statement of strategies. So also was Volume II
of the JSCP to remain as before. In that neither
represented much change in their “blue sky ” onientaticn ,
tcth also continued to be largely ignored by Secretary
la ird and  his s t a f f .  The old DP~s, howeve r , were replaced
by a series of three dccuments including
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—First, the Strategic Guidance Memorandu m
(SGM) . The 5GM , promulgated by the
Secretary, was , intended to be a thor9ugb
strategic policy document for the Services
based on the NSDMs and JSQP Volume I. (Ir
practice and as mentioned befcre, the JSOP

• Volume I was largely ignored.)

—Second the Tentative Fiscal Guidance
Memcra;ãum (TFGM) . The TYGN provided
tenta t ive  estimates of resource ccnstraints
five years in the future for each Service and
certain major programs.

• —Third , the Fiscal Guidance Memora ndum (FGM)
Based 

• 
in p4rt on the Administration ’s

economic philosophy, the Secretary
promulgates firm budget and in certain cases
pr ogram , constrain~ s. T~ eoretically the • FG~takes intc consideration the unconstrained
force levels depicted in JSOP Volume I/i. In

• practice there is little coctdination.
Neve;theless Service proposals are to be made
w i t h i n  such con st ra ints .

In essence, the DPM p rog ramming  documen t s  were to be
replaced ~y budget ceilings. While perhaps reminiscent cf

• the pre—196 1 period such ceilings were less ar bitr a r y  since
• defined in ccnjunction with national economic policy and , at -

least theoret ical ly ,  based on risk assessment provided by
the JSOPs and Service comments.

Having received the budget ceilings bcth JCS and the
Services were to prepare their recommendations fcr the

Secretary. The JCS recommendation , the ~Joint }orces

M e m o r a n d u m  (JF M ) , defined the fcrces and prcgrams which JCS
fe l t  could be supporte d wi th in  the specified ceiling
const ra in ts  and out l ined the  ass~ ciated risks when compared

• to the unconstrained JSOP Volume II. Each ci the Services,
• 

- 
short ly t h e r e a f t er , submit ted  its P r o g r a m  Obj ect ives

• M e a c r a n d u m  (POM) outlinin g its recommended programs, forces

and costs. In concept t he  JFM was to be an independen t
dccu m en t  p rov id ing  a means ci eva lua t ing  Service pr op csals .
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• • In practice it was instead an aggregat ic t  of the  Service
P ON5 . The remainder of the PPB S process was to retain
pre t ty  much as before with on ly the na me of ind iv idua l
document s being changed. The Progra m Change Decisions , for
example , became Program Decision M e m o r a n d u m  (PD M ) an d  the
Subject/Issues of the old “Operation Snowflake” became
Program budget Decisions (PHD)

Witn the changes outlined above , Secretary Laird
accomplished his objectives of decentralization . Just  as
cver—centra l iza t io n through PPBS brought cn additicnai
problems , so decentralization within PPB S was to cur e many
of these same problems . In essence Nixon and Laird had
placed Defense  mor e as an integral  part of national eccnomic
policy, introduced guidance from abcve as well as the
experience factor  from below and through constraints
decreased the decision requirements of the Secretary by
forcing the Services tc make many of those decisions.

The process and practices of PPBS as developed by
M cNa m ara  and modi f ied  by Laird have b e en  con t inued  by
Secretaries Schlesinger and Rumefield and for the most part
are practiced today  by the  Department of Defense. While
PPBS has corrected many of the deficiencies of the pre—1 961
period and Laird’s innovations have made the entire process
m cr e  workab le , there  remain  several weaknesses in the
existing Defense  resource allocation process. They include

—a n inadequate planning m echanism.  As
ment ioned the J SOP volumes have  t Een  for  t h e
~cst pa;~ ignored and strategic guidanceissued independently the~ eof . That fiscalguidance can be issued w it h c u t  coordinated
plans and r~lated risk assessment , raisesser ious questions as to its val idi ty  for
other  than pur ely economic purposes .

—ccord ina t io n  problems.  A s ingle  £PBS cyclE
is a highl y coordinated decisicn process.
There are however three suca cycles on—going
at any one point in time . During the June to
October time period Congressional review of
t h e  budget  year , PD M consideration of t h Eprcgra m years  and  JCS considerat icn of th e

5’~ 
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p lanning years are s imul taneously  on—goin g .
While deci.sicns on any one will affect  the
other , ther e is no systematic process fo r
relating one to the other.

—cycle  length.  Because the EPBS cycle
extends over such a l eng thy  paricd of t ime ,
approx4.mately twenty months, it becomes
excee&i.ngly important  that plans and pro grams
decided upon in the early phases be upd a~ ed
in th~ later phases to ref lec t  changing
scenarios. As such scenarios change more
rap~.dly, a characteristic of today ’s
environment , the supposedly techniça].
considerations of budgeting necessari ly give
way to broader prog ram issues. Try as çnc
migh t , and shoul d , programming  and budge t in g
beccme intermixed.

—ccntro l subsequent to fcriaulation .
Comprehe4sive in the sense of being a
syste.~tic integration of decisions, PPBS
signific~ ntly  enhances the qua l i ty  of budge t
f o r m u l a t i o n .  Subsequent to Defense
fcrmulation however , appropr ia t ion  an n
execution become incrçasingly f r a gm e n t e d .
Reminiscent of traditional ccntrol and
management philosophies, Congress reviews anc
appropriates funds in five categories —

operat ions and maintenance ; ailitar
perscnnel; research, development , test an
evaluation; procurement; and military
construction — a great portion of which are
driven by line item considerations. Program
elements remain ci ccncern primarily to the
Defense establishment which attempts ~~relate Congressional actions across anc
within program categories.

Perhaps not so much a weakness as a monumen t  to the
political (par t isan and non—par t i san) , complex  and t e m p c r a l
na tu re  of budge t ing ,  the  above i l lustrates the opportuni t ies
as well as pitfalls to which zero—base budgeting must
address itself . F u r t h er m o r e , that these weaknesses are
descriptive ci the resource allocation process in Defense
today is nct to imply that the budget refcrm movement had
stopped at the Pentagon. On the contrary, the initial
successes ci PP8S in the Department of Defense were

• • 
sufficient to prompt President Lyndon Jchnscn to anncurc€ on
August 25, 1q65 that

-
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“This morn ing  • I have ju st çcncluded a
breakfast  meet ing wi th  the Caoinet  and w i t h
the~ heads of federal  agenci~ s and ~ am
asking each of them to iamedx a~ ely begin to
introduce a very new and revcluticnary system
of planning and programming and budgetinc
throughout the vast federal
government.. .“[ 33]

This “revc lu t iona ry  syste m ” , Defense PP B S , was to be plucked
from the P entagcn  and dropped in t otal upon the unsuspect ing
civil ian federal  sector. Its impact was to be subs tant ia l
and its “f a i l u r e” not surpr is ing.  Up to this point , on ly  the
evolving Defense  exper ience and the  asscci.ated D e f e n s e
process have been ex plored . Prior to exploring civilian PPB
it is first helpful to look at the system from a conceptual
pcint of view as opposed to the process.

C. PPBS — A CONCEPTUAL DEFINITION

The conceptual underpinnings of PPB are found it two
immutab le  t ru isms.  First is the concept of scarci ty.  There
are simply act enough resources, men and materials , to
accompl i sh  every th ing  man , either in his i nd iv idua l  or
in s t it u t i cn a l  capaci ty ,  desires. Even if there  should be
sufficient personnel and material resources , time alcne
would be a ccnstraining factor. As a. conseguence choices
must be wade. The evidence and the produc t  of such chcices
comprise , in the financial sense, a budget. The second
immutanle truism is the inescapable connection between
national policy fo rmu la t i cn  and execut ion  and  the
expenditure ci resources. The choice ci national objectives
and the allocation of scarce resources by the budget process
to carry  out  those objectives are bu t  opposi te  sides ci the

• same coin.
• Impl ic i t  in the  concepts of choice and  budget ing  is the

need to ask such ~uestions as
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“Bow much acre is needed for defense than is
needed for other purposes?”(34)

In perhaps a broader sense , governments  must be ccncerned
with the prcvision of a wide spectrum of services: defense,
health care , general wel fare , education , t ranspor ta t ion , and
recreat ion , just to name a few of its responsibilities.
Since government  can nei ther a f ford  to supp ort  all ci the
needs  of its populace nor devote all its resources to any
one requirement , it necessarily fol lows that  a compromise
must be f o u n d .  Bu t  by what  method should th i s  compro m ise  be
reached? That  such choices will in fac t  be wade is
inescapab le. The question which must be posed is

“...whether the answer rests on intuition and
guess, or o~ a budget system th~ t presents
relevant information so organized • as tc
contr ibute  tç rational analysis, planning and
decision wak .ing. ”[ 35]

Earl y r e f c r m er s  and advocates of progra m budget in g were  to
answe r quest icns  such as the  above by saying

“ ...let us be del iberate  choosers , chang ing
our  budgets  and reshaping our  fo rces  as lonc
as a cha ng e appears to gain acre tha n i~costs. ”( 36]

This idea of “deliberate” choice is at the  heart of the
Pl anning ,  P rogramming  and Budge t ing  System ( PP B B) .

P l a n n i n g ,  pr ogramming and budgeting is the means  by
which objectives (desired outputs) and rescurces (required
inputs)  are del iberately chosen and by which  an acceptable
balance cf ccapet ing objectives and resource r e q u i r e m e nt s  is
attained. Llcre specifically PPBS is a three stage prccess .
In its first stage, plannin g is to be a consideraticn of

• alt~rnat.ive strategies and objectives including both their
• expected costs and ccnsequences. Following planning comes

programm ing in which the adopted strategic ctjectives arc to

57

_ _

~

- _ •

~

• _ •

~

- • •- - - . , -- __ • _ _ 
~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ -~~~~~~~~~ . - ---~-~~~~ -~~ •- _ _ _



be restated in terms of men and materials and their

• scheduled applicaticn over time. The final stage,
budget;ng, is concerned with  translating th e  single budge t
year ’s pcr t icn  of the long range program schedul e tc the
detailed financial and resource input required by Ccngress.

By a systematic integratio n of these three stages , PPB

attempts to assist the decision maker in choosing both the
cbjectives to be pursued and the means by which they ate to
be pursued.  This systematic integration is achieved through
a combination of analysis and process by which top level
agency management must annually assess the validity ci its
objectives , evaluate these objectives in terms of output ,
ccnsider alternatives and relate its annual budget to longer

term plans. PPBS accomplishes the above by providing a
structured framework in which p rograms fulfilling a cErtain

objective are grouped in major program categcries,
subcategories and prcgran elements. Early in the PPBS
process specific issues are identified by tcp management as
requiring in—depth analysis. Identification ci these issues
is follcwed by speci&l analytic studies identifying
alt€rnatives , costs, benefits and risks involved. Agency
decisions or recommendations and analyses with respect to
these special issues as well as the basic prcgtams are then
summarized in program memoranda presented to top management
icr final approval. With such approval, prcjected resource
requirements as well as historical costs are displayed in a
program and financial plan , thereby portraying cn a
multi—year (pa~t, present and future) basis the impact of

past and present resource allocation decisicns. The budget
year column of the program and financial plan then becomes

the basis for develcpm’ent of the more detailed , input
oriented budget documenta t ion .

An alternative means of defining PEE in conceptual
terms is to contrast it with the opposing view of budgeting
offered by Charles Lindbloom. (37] The decision process
referred to as incremeutalism and associated with Charles B.
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Lindblocm wculd attack the rational appzcach of £PE as
unrealistic. The incrementalist’s a~guaent is based on

several propositions . First, social objectives to be
pursued and maximized by the rational approacn are in
conflict. One need only cbserve as evidence the conflict

between environmentalists and oil companies surrounding
ccnstr~ction of the Alaskan pipe.Lima. Secondly, social
values are tco complex to reduce to specific objectives.
Even if cne could reduce values to specific objectives, the
ccnflict emerging between proponents and opponent s  wculd
render  such objectives unat ta inaDle .  ‘ Ib ere fo re  values
should be allcwed to remain  ambiguous , each pa r ty  r ead in g
intc the value what he desires. Thirdly, because social
values are so complex , th ey can be in te rpre ted  only as the
decision maker examines a specific proposal for pursuing a
particular value. As a consequence , the increaentalist
defines his values as he considers specific alternatives
whereas the rationalist seeks to define his objectives
first. Fourthly, because of the complex nature and conflict
su r round ing  social values , it is difficult if not impossible
to foresee the consequences of resource allocations. It,
therefore , behooves the decision make r to move in small

incremental steps , correcting and modifying as he proceeds.
Because of tne inherent risk in large decisicts, analysis is
confined tc those cpt icn s which d i f fe r  not tco s ign i f ican t ly
f rom the Status  quo. Implicatio ns for the budget  process
are that one does not “tinker ” with the base itself but
lccks only at the increases or decreases.

In the preceding two paragraphs , two seemingly cppcsing
ccncapts of budgeting have been compared — first PPB which
professes rationalism and seccndly incrementalism which
testifies to non—rationality. Actually the two are further

• appart in concept than in practice. In ccntrast with the
incrementalist, advocates of the Planning, Programming and
Eudgeting (PPBS) approach to decision making would nct argue
with the realistic interpretatio n given by the

59



-•..---- •~
—

~
- •

~~~~~~~~~~~~~~~~~-—-~~~~~ - • •• - ~~ —•--
~~
- -- - • • -  

~~~~
- -
~~~

-- —•
~~
-—• - -

~~~~~~~
--

~~
-— -

~~~~

- - incremental is t  to the  decision envi ronment .  They va in ta in
instead that the conflict, complexity, and risk outlined in
the previous paragraph are all the acre reason to

• systematically f e r r e t  cut the irrelevant factcrs and focus
the decisicn maker ’s attenticn on the relevant issues.
Baccgnizing the ambiguity and conflict surrcunding values,
the PP BS advocate contends that decisict makers cannot
effec t ive ly  argue whet her program characteristics will  meet
a given na t ional  need unless they are stated in terms of
cutput. The process of moving from program characteristics
to program output  is the essence of PPBS. By systematically
analyzing and offering t he  decisio n m a k e r  a l t e rn a t ive
programs and program levels, value judgewents can be refined
by a more educated debate in the political atena. (38) This
is best summed up as

“ . . . render (ing) un to  analy sis the things tha t
are analysis’s and unto ludgement the things
that are judgement’s.”[39)

The fact that budgeting is, above all else, a political
process renders the dichotomy between the rationalism of
PEBS and the incrementalism of Lindbloom less significant
than one at first might believe. That this is so can be
illustrated. Incrementa l budget ing (budget ing  f r om the
bcttoi—up without top—down planning) is more than a little
lik e “ d r i v i n g  a car whi l e  icoking in the rear view mirror .”
Decisions are based not so much upon wher e one wants  tc go
as wher e one has been. By in cr ementaliz ing the base and
the reby  projecting past decisions into the f u t u r e , it m ight
be expected that the trend ci appropriated funds for a

— stable organization from year to year would be linear. As
reflected in Figure (1) a plot of Depa r tmen t  of Defense
a p p r op r i a t i o n s  over the period 1950—1 978 , and despite the
anomalies  ci tne Korea n and Vie tnam War  years , such
linearity does exist. In fact a linea r equa t ion  of t he  type
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— Y = a + b X + c

where “a” equals the base, “b” equals the annual  increment
an d “c” equals the unknown “noise”, can be fitted to actual
appropr ia t ion  f igures  wi th  a goodness ci f i t  of .82
notwithstanding the twc war anomalies. Whether a straight

linear or perhaps better fitting curvilinear type, as

explored in much greater sophistication by Aaron Wildavsky
• in his search for  pr edict ive models of budgetin g (L$C) the

relat ionship of past to present is never theless  unden iab ly
s igni f ican t .

The most interesting and enlightening aspect of P igure
(1) is f o un d  in a comparison of pre — PP B D e f e n s e  budge t s  w i th
those of the PPB era ( 1961—1 977) . As the reader m ay recall,
PPE is concerned first of all with the setting of objectives
and then analyzing the extent to which alternative programs
and the assoviated full costs contribute to those
objectives. In this ccntext, the base is sacrosanct only to
the extent that it continues to be not only consistent with
the  object ives but can in fact ccmpete favorabl y with the
a l t e rna t ives,  lit such an environment it would nct be
unreasonable to expect that Defense appropriations might
lack contin uity from one year to the next. If true , a
ccaparative analysis of time series data for the two eras,
discarding the war perturbations toE the sake of clarity,
shou ld show a substantial reduct ion in goodness of fit for
the  PPE period. how ever , as shown in Piguzes (2) and (3) ,
pre-PEB and PEB eras repectively, the goodness of fit does
not decrease but in fact increases slightly from .S1L~ to
.917. In further illustration is Figure (4) which depicts
total Navy appropriations over the period 1965 to 197E with
a goodness ci fit of .91.

That the character of the budget prccess appears to
remain unchanged , and perhaps appears tc be even acre
incremental during the PPB era, is not wholly unexpected nor

2
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should it be deduced tha t  the rat ionalism of PPE has no
impact.  Cn the contrary,  b udget ing under  PPB retains the
appearance  ci incrementa l i sm , notwith s tan ding the on—going
analysis of the base and increment al ike , for several
reasons.

First of all, regardless of the prccess used in
couip iling th e  budget , the manner in which the ceiling itself
is set is both incremental and political. Over eiçhteen
m onths pr ior  to the beginning  of the fiscal year , the
P resident and  his Council of Econ omic Advisors prc jec t
expected rev enues  and demands  as a ba sis  for ass igning
tentative ceiling s to the various departments. In
forecas t ing next year ’s expected re venues , which to a large
extent  are depen dent upon t he  state of the  economy,  the
Presiden t and Council necessarily start with the current

state of the economy . In the same fashion exp ected demands
f or next  year  are derived by looking at the demands
expressed by last year ’s budget. From a macro point of view

tne c , th e upcoming cverall budget  is an incremental cue.

~cw much c± that increment goes to Defense is a guesticn of
values that  is necessarily defined in a democracy by the
political process. On the cne hand is the l i teral  who would
seek fu l fil l sent  of social and domest ic  needs  whi le
restraining massive defense expendi tu res .  Cm the o ther  hand
is the ccn servat ive  whc , decrying the extent  of g o v er n u en t a l
in t e rfe rence , would seek to limit social and doaestic
programs whi le  s t rengthening  national de fense .  The p r c d u c t
ci the President’ s early spring guidance and of the ensuing
political process is the annual  i nc remen t  to the  Defense
b udge t .  That  the Defense increment  should be d is t r ibuted
ra t ional ly  by sys temat ica l ly  ana lyz ing  old as well  as new

• 

• 

Cefense  p rog rams , in stead of merely  bui lding upon the  old as
Lin db l oom ptofesses , is the  essence of P P E .  At tes t  the
ra t iona l i sm of PP B can assist the pr esident  and the
pclitical process in the conversion of va lues  to a t t a i n a b l e
objectives. It Cannot however be a substitute .
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Secondly, in a more micro sense , Defense PPB is of
necessity more incremental , albeit ra t ional ly  so , tha n  its
theory  wcul d  imply.  There does exist a base , the Five Year
Defense Program , to which increments and decrements  are
made.  The  key is that both the base and changes there to  are
reviewed annually to ensure consistency with overall
objectives. The base is ccmposed of , as the name implies,

lcng range programs or investment  decisions wi th  each year
representin g progressive izplementation. The inclusicn of

sucb long range investments in the FYDP necessarily gives it

continuity from year to year.
Finally the rationality of PPPS is ccnstrained by a

number  of practical factors .  IJ USt men t ioned  was the  n u m b e r
of long te r a  inves tments .  The sunk costs and comm it ~oents
wade under  those programs als c ‘~rovide an anchoring ef fec t
whi ch must  be outweighed by expected benef i t s  if change is
to cccur . That such change does not f r equ e n t l y  occur is due
to the in tense  pressure b rough t  by interest groups , and as a
resul t  by pcliticians , who perceive a loss in sunk costs or
future benefits if the program is terminated. Thus the

di cho tomy between Lindbloom ’ s incrementa l i sm a n d  the
ra t icnal ism cf PPB is narrowed even f u r t h e r .

The purpose  of the  foregoing  has not been to den ig ra t e
PPB or to imply that there is no d i f f e rence  between
Lindblooa ’s “ science of muddling t h r cugh ” , as his
increinentalis .  has come to be called , and PPE as iap leaen ted
in Defense .  Al though  both appear to be incremental , as

— illustrated in Figures (1) thru (4), one is characterized by

“ muddli ng  th rough ”  while the other is character ized by
delib erate choice. The in tent  ht w e ler  is to place the
ra t ional  approach  to budge t ing  in proper  perspective and
thereby  prevent  its being oversold as a p anacea fo r  all
resource al iccation £.robleus . Evidence to the e f f ec t  tha t
the r a t icnal  appro ach , such as PP B or zerc —b ase  budça t i n g
(as will be seen) , can work  with substant ia l  benef i t  is
provided by the  Defense exper ience.  That the  perspec t ive
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f rom which  the Def ense experience must  be viewed is cu e of
“bounded rat ionali ty ” , that is ccnstrained by the political,

- • social and economic env i ronment , is not easily accepted by
budget  r e f o r m e r s  who advocate choice on purely eccncmic
grounds. As demonstr~t~d by the “apparent” incrementalisa
of the Def ense P28 era , this “bcu nded ~ati o n ali ty” mu st  be
accepted by budg et reformers as the goal to be a t ta ined.
That this fac t  was lost upon many budget re fcrxmers in the
1960s and 1970s has resulted in the oversell ing of P P B and
cur ren t ly  zero—base budge t ing .

Havi ng given a conceptual definition ci PPB and b ay ing
contras ted it wi th  the pure ly  incrementa l  and pure ly
rational interpretat ions of budget ing,  it is now appropr ia te
to examine t he  f a t e  of PPB in the civilian federal sector .
The overselling of PPE was to be perh aps the most impor tan t
ci the factors contrib uting to its demise.

C. PP B IN T H E FED ERAL CIVILIAN SECTOR

Notwithstanding President Johnso n ’s news conference of

August 25 , 196 5, PPB was launched on a short but nct so
sweet career  in the civilian branches ci the f ede ra l
bureaucracy. Drawing upon the initial successes of the
Defe nse depar tment , the Bureau of the ~udget ’s guid ance
depicted a system that closely resembled that of the

Pentagon . In essence, the only changes made were in the
n a m e s  of t h e  va r ious  decision processes and resul t ing
documents .  The F Y DP became the  Program and Financial  Plan
(P FP )  and , regardless of name , cont inued to depict  a
s t ruc ture  of progra m element s, program subcategories  and
m a j c r  p r ograms .  To replace the Draft Presidential

~e m c r a n d u m s  issued by ~cN am ara  were the M aj c r  Program Issues
iden tified by the Bureau. In response theretc , the varicus

• depar tments were to prepare Program memcranda  ( P M ) ,  the
c ivi l ian  coun te rpa r t  of the  Defense  Progra m Change Reques t
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(PCB) . Even the analyses supporting the Defense PCE were
given a civilian counterpart, Special Analytic Studies
(SAS) . Unfortunately, the similarities between military and
civilian PPB were more cosmetic than real.

Despite the gall ant e f fo r t s  of some agencies like the
Departments of Agriculture, Health , Educa t ic t  and Wel fa re
and the Office of Economic Opportunity, PP B was not long

lived. Althoug h not abandoning 228 , the  new Nixon
• Administraticu of 1969 was to place a greater emphasis on

the analytic side of PPB than on the structural. aspects (PF2

and program structure). Decline in the number of Major
Program Issues from ~QO in 1968 to 75 in 1969 (-L11], was
f u r t h e r  emphasis  of the decreasing interest  in 228 ca the
par t  of tcp m a n a g e m e n t . B y  June 21 , 1971 , the demi se of
federal civilian 228 was at nand with the annual Office of

~anag em eu t  and  Budget Circular A — l i  advis ing  that

~‘Aqencies are nc longer required to submit
w i t h  their budget submissions th e nu l t i y € ar
p rcg ra m and fina ncinq p lans program
memoranda  and special analytical s-~udies ~~..or the schedul~ s~ ... that reconcile
information classified according to their
prcgra m and appropriation structures.”(42)

Despite the Circular ’s reaffirmation of “multiyear program

p lanning ,  analysis and evaluation” , it h ad e f f e c t i v e l y
eliminated the very means by which ~aalysis and budgeting
were to be interconnected . Without the linkage between the
two , analysis  woul d be for its cwn sake.

For purposes of this paper however , the important issue
is not the actual d€wi~e of 228 but the reasons for its
demise. The differences between military and civilian PPB ,
so substantial as to render cne a success and the other a
failure , provide a meaningful context in w h i c h  to search  for
the u n d er l y i n g  reasons . Accordingly what  fo l lows is f i rs t
Cf all. an a t t empt  to isolate the  basic d i f fer e n c e s  be tween
i a p l e me n t a t i c n  of mil i tary  and civilian 228 and secondly an
explanat ion of the  reasons for success in some civilian
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agencies but failure in others.

1. ~~~~e~~~ ces Be~~~~~ ~~~itary ~nd Civilian ~PB

The d i f fe rences  between mil i tary and c ivi l ian 223
w ere of tw c  principle types , thos e per ta ining to the
environment and those pertaining to the manner in which
implemented.  With regard to the fo rmer , the defense and
civilian program envircnments are first of all by nature
different. The degree to which either is susceptable tc to
quan t i t a t i ve  analysis varies s ignif icantly.  At least in
defense , program plann in g can be pursued in the context  ci a
f e w  ascertainable threats . For example , giv en the en e m y ’s
developmen t of deep penetr a t ing  nuclear warheads , prcgrams
can be planned and pursued so as to offset any potential
mil i ta ry  advantage .  The effect iveness  cf a l t e rna t ive
programs can be evaluated in terms of the threats to be met
or such overall strategies as preparedness and deterrence.
Therefore certain criteria can be used as a basis for
choice. The same charac teristics are n~ t so easily f o u n d  in
the civilian sector. As a general rule, the “threat” is not
so muc h the hardware oriented man—machine system

characteristic of Defense but instead a socio—eccncmic
problem t h a t  is muc h more nebulous and d i f f i c u l t  to d E f in e .
Addi t i ona l ly ,  the inabilit y to isolate the causes for  social
an d eccuomic prcblems nake their treatment even more

difficult. Ta~ce for example the rise in murder rates
na t ionwid e  hh ich may be the  result  of e i ther  inadequate gun
ccntrol, unpremeditated crimes of passion cr the general
decline in education . The determination of cause, hcwever
difficult to define, should be the basis upon w h i c h
correct ive programs  (capital punishment  or rehabi l i ta t ion)
are chosen. Regardless of its non— su sceptibility to easy
quantification, the need for more systematic analysis,

• planning and budget ing is ev iden t .  That it did not cccur  in
• the civilian sector is attributable to a second d i f f e r e n c e

between mil i tary and civilian 228 , th at is , capabi l i ty .

70

— • - -•— - —•--—•— —--——•-——-——••— -— ••- —-- .-- -• • •  _•-•-S__•_ •__ - •—• -- —
~~~~ 

- “-
~
—--.-—•-- -•. —• --~~ ,—SS. ~~~~~~~~~~~~~~~~~~~ -- ~~~~~~~~~~~~~~~~~~~~ -••-—•~——-• — — • -••— --•-——••-•••-- -• — ••—• •—~~ -• —- — -- -—5—-- -



Simply put, the planning a~nd analytical capabilities
of the Depar tmen t  of D efense were near ly  ncn—ex is ten t  in the
civilian bureaucracies. Indeed , implementat ion of P28 in
the Department of Defense had been preceded by efforts, to a
large extent sponsored by Defense, dating back to the
Producticn Requirements Plan of 1941. By the time ~cNamara

had arrived on the scene, analysis and planning, althcugh
separate and distinct from budget ing,  had beccie f a i r l y  well.
instituticnalized. The same was not true of the civilian
agencies. Nct only were the personnel tc conduct the
planning and analysis of 228 not present , but  their

ncn—availability was to remain a significant weakness for

considerab le time to come.  Even the r a w  mater ia l s  of
analysis and planning, that is time and data , were lacking
due to the always impending budget cycle and inadequate

infornaticn systems.
A s if this was not enough to conde m n  civil ian P23 ,

there wa s a third d i f fe rence .  It was to be the eccncmic
environment in which implemented . During the early 1960s,
223 in Defense  was assisted by the  avai labi l i ty  of new funds
to support  addit ional s trategic and convent ional  p rograms .
B etween 196 1 and 1963 the Defense  i~udget g r e w  by a little
over $8 billion (as compared to the $5 billion t~at an
incrementalist mig ht expect) . Therefore , the pressure to
ccntest past decisions was substantially lessened. In
contrast , however , the civilian sø.ctor was to have no such
advantage. Instead , the rising costs of defense
part icular ly from the growing  Vietnam W a r ,  Grea t Scciety
programs  and  in f la t ion  were to point towards greater
conflict  in the civilian sector for which incrementalisa had
in the past proven an adequa te  remedy.  As compared to the
mi l i ta ry  r esource question , the civilian issue  was nc lcnger

“ . . .whose ox should be f a t t ened  bu t  whose ox
shculd be gored .” ( 4 3 )
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- - Unfortunately civilian PPB had not yet sufficiently matured
to the pcint  ci being able to survive such issues.

Whether civilian 228 ever had a chance ci matur ing  when
confronted  by the envi ronmenta l  problems outlined above is
scinewhat  academic. The more pract ical .  probl ems of
i ap lemen ta t i cn  were  suf f ic ient  by themselves to render it
inop erable. The more significant of these prob lems ,
particularly those relevant to the pursuit of zerc—base
b udget ing ,  are explored in the following paragraphs .

The first, and perhaps the most serious problem facing
civilian 223 , was the manner  in which it was implemented .
From the very start , civilian 228 was at a d isadvantage  in
that its application had been directed rather than carefully
nurtured. As previously mentioned , both President Jchnson
and hi~ Budget  Burea u were sufficiently enamo ured with the
Defense process to require its implemen ta t ion , wi th  cn ly
cosmetic changes , in civilian agencies that nEi ther
understood its principles nor had participated it its
design~. Faced wit h a new prccedur e tha t  bore no resemblance
t o the exis t ing methodclogy and that was nct  adapted  tc the
idicsyncracies  of each agency,  implementers were forced to
conclude t h a t  228 was “just anot her r e q u i r e m E n t ”  to sa t i s fy
the Bu reau of the Bud get . The agencies were not alone.
Even the Bureau itself had relegated the  228 func t ion  tc a
s t a f f  separa te  and distinct from the budget  r e v i e w  and
exaainaticn operations. Such dis-tincticn was further
s t rengthened  by the appearance of separate directives for
budgetin g and  223 wi th  little reference between the two .
The Bureau ’s guidance to

“...esta blish an adequate central. staff or• statis for analysis, planning and
prcgra mai in g ”

coupled w i t m  lack ci preparat ion , inadequa t e  understanding
ci what was tc be accomplished and th~ B u r e a u ’s own example ,

• 

was s u f f i c i en t  to exempt agency budget decisions f r c m  the
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H,
intended influence of EPB.

Top management support and leadership were lacking in
other regards as well. One of the primary purposes of 223

• as develcped in Defense was to facilitate decision making on
a program basis withcut regard to organizaticral boundaries .
To this end NcNainara and his compatriots played a central.
role in assuring the development of a cross service program

structure. The same degree of central participatica and
leadership was not evident in the civilian £23 experience.
Instead program struct ures were developed independen t ly  wi th
little Bureau coordination or involvement . Thus a primary

cbjective of PPB was to remain u n f u l f i l l e d  tr om the  very
start .  For those whc were led to believe t h a t  228 was to
support  the information needs of the Bureau , this weakness
was par t icular ly  distressing.

2. Beascns j j~j~~ ~~~ Limited Success of Civj~~an

The weaknesses outlined above were nct the only cnes
to plague 228 in the civilian sector. Cthers  i nc lud ing
inadequatel y developed output and impact measures ,

in t ra—organiza t iona l  pclitical (no n — par t i san)  struggles and
inadequa te  consideration of Congressional requirements were
but a few of the others ccntnibuting tc its demise.
N o t w i t h s t a n d i n g  these weaknesses , PPB did hav e some limited
success as is reported in a mid—1968 study conducted by the
Bureau of the Budget. The study summarized in an article
written by Edwin  Harpe r , Fred Kramer  and Andrew Rouse for

Ad~~~~st &j,~~ ~~~~~~~ found  six factors
cha rac te r i z in g  thcse depar tments  which emp en ienced  some
success wi th  223 . (~14) The characteristics of these
depar tm ents  (Agricul ture , He a l th , hducatior and W~ l f a r €  and
t h e  O f f i c e  ci Econo mic O p p o r t u n i t y )  tend tc emph a s ize  the
need to dea l directly with the  diff icult ies referred to in
the previcus section and include

1
L 
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J —an adeq uate number of analysts

—well qualified analysts

—vertical and horizontal linkage tc decision
makers and the budget staff respectively

—analysis was supported by informal.
relat .onsh~rps

—tcp man agement support and use ci analysis

—an attitude that 223 was of benefit to the
department/agency as well as the Bureau of
the Budget

Subsequent reform efforts, namely that of zerc—base

budgeting, might be substantially enhanced by due

consideraticn of these characteristics.
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B. PLANNING , PROGEANNING AN D BUDGETING — A CCNCLUSICN

For the most part 223 failed in the civilian bureatcracy
and is perhaps not as strong as it might be in the military
sector if planning improvement s were made. Notwithstanding
its weaknesses, 223 has left a legacy of analytic rescurces
and a growing executive and legislative awareness ci the
need to use such resources. In looking ahead to the next

era ci budget reform , Allen Shick once said

“With so muc h of the business of £28 undone
it is probable that  under a d i f f e ren t  label
and with somewhat different apprcaches and
techniques there eventually will be a return
to the aims of PPB.”(’45]

With a slightly different approach but certainly many ci the
same aims ci 225 , zero—base budgeting is tha t  re turn .
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IV. j~~O-BA~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~

In the preceding chapters the author has dealt almost
exclusively with the history of budget reform and mcre
specifically with the products of the reform movement — line

item budgeting, performance budget ing and Planning,

Programming and Budgeting (PPB) . The objective ci the
fcregoing has been to ident i fy  the  characteristics of each
product and the political, social. and eccnowic reasons,
underlying its success or failure. By so doing,  pe rhaps  the
mistakes and environmental threats of the past can be

avoided by the current attempts to implement zerc—base
• 

b udge t ing .
Reccgnition , however , of the reasons icr success or

failure in past reicra e f f o r t s  is but  half the key to
successful.  implementa t ion  of zero—base budgeting in the
federal sectcr. The other half will be the deliberate
adaptation of new budget r e fo rm proposals to the ex ist ing
e n v i r o n m en t . A necessary prerequisite for  such action is an
unders tanding  of the latest reform proposal , zen c—b ase
b udget ing,  and its variat ions as ref lected in p r iva te  and
state applications. By por t ray ing  zero—base budget ing as a
systematic decision making mcde1, this Chapter seeks to
provide the necessary understanding and , in conceptual.
terms, to demonstrate the close resemblance of zero— base
budgeting to PPB. The following Cha pter will then examine a
few of the mcre important privat e and state applications.
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A. THE CCNC!PT

Zero—base budgeting is best set in perspective by
envisioning a spectrum of budget techniques. At one end is
the incremental. approach, that w hich is most commonly used.
tcday in state, local and private  organizat icns.

Incremental Zero—base
Approach : ~eth cdclogy

PPBS

At the cppcsite end of this spectrum lies the Zerc—base
methodolcgy, increasingly being adopted by state and fEderal
agencies as well as in the pr ivate  sector. £PE S ,
persistently groping for a higher degree of
comprehensiveness , lies close tc the zero—base methodclogy.

Instead Cf concentrating on additions cr deletions to
the existing budget as in the incremental case, zerc—base
budget in g r e fe rs  to a h ighly  s t ructured and systematic
justificaticn of all expenditures , current as well as
proposed. Zero—base budgeting is structured in the sense
that relevant information is deliberately channeled tc the
decision m a k e r  and is systematic in the sense that for each
expendi ture , objectives are sp ecif ied , a l ternat ives
designed , ccsts and benefits identified , assumptions
questioned and new alternatives and objectives considered.

C

As a structured and systematic technique, zerc—base
• budgeting concen trates on the contribution toward an

act ivi ty ’s objectives derived from each init ial  and each
addi t iona l  un it  of expendi ture , doing sc th rcug h  a series of
marginal analyses.

All of the above is acccaplished in three basic steps —

I first, identifying decision units, secondly, develcp ing a
number of alternatives called decision packages and thirdly, —
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r ank ing  th osE  decision packages.  A decisicn unit is in
effect an economic representation of a discrete operation
that can be either eliminated , reduced , allowed to remain as
is or be expanded . Each of these options is supported by a

decisio n package, i.e., an economic analysis of each
cption ’s impact on the organization. By ranking these
decision packages, the activity develops a plan for optimum

resource allocation within a given fiscal ccn.straint. Each
of these steps will. be examined more closely in the text
that fo.llcws.

8. THE PROCESS

Perhaps the first and most important step in developing
a zaro—base budget is ident ifying the ct~ectives açainst
which  costs and benef i t s  of var icus a l ternat ives  are to be
measured. Albeit the most important , it is u n f o r t u n a t e l y
the most cverlooked aspect of government management today.
By forc ing  lower levels of management  tc spec i fy  their  gcals
in quan t i t a t ive , out p ut terms and to describe the
contribution of such output to organizational. goals,
zero—base budgeting calls attention to the need for adequate
planning and s imultaneously pro vides the technical basis on
which such p lanning can be developed. It does so by
describing existing production functions (the ways in which
capital and labor , or other factors, are conveltEd to
output) and facilitates a complete understanding of the
limitaticns under which such production functions cpErate.
Zero—base budgeting can be considered nct only a tccl of
sub—optimization (by telling one how best to achieve a
desired result, as will be explained later) but alsc of
total optimization (by providing a rational basis on which
tc el iminate , reduce or expand a given gcal).(46] In this
respect, zero-base budgeting closely resembles the
circularity of systematic acalysisC~47) i.e., specification

- 1 
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of objectives, statement of alternatives, identificaticn and
ccapariscn of costs and benefits, questioning of assumpticns

and objectives and repetition of the process until the
opt imu m sclution is found .

Assuming that an adequate planning process has evolved
from whi.h objectives and planning assumpticns are

• promulgated , lower management levels begin the process of
identifying alternative means of achieving those objectives.
lcward this end , management ’s ne xt step, and perhaps the

acst d i ff i c u l t  one , is to separate all ci its operations
into discrete decision units .  Such decision units m ay  be
programs , orcan.izations, activities, functicns or any entity
having an o u t p u t  and over which management has discretion.
When docu m en ted , the decision uni t becomes an economic
repre sentat icn of a discrete operation susceptible to
manipulation by management. The decision unit is
ident i f ied , and its documenta t ion  ideally prepared at the
lowest levels of management for the purpose ci prov id ing  to
higher  levels a series of economic analyses re f lec t ing  each
u ni t ’ s (cur ren t  as well as proposed) ccnt r ibut ion s  to
crgan iza t ion al .  objectives at various levels ci expend i tu re .

Once discrete decision units nave been identified , the
manager  mu st  consider and document a l t e rna t ive  means  and
levels icr accomplishing tha t  discrete u n i t ’ s mission . Each
dccu m en te d  a l te rna t ive  is a decision package  and ccrtains
the fo l lcwin g  info rmation —

1. Object ive

2. Description

3. Alternative means

4. Costs

5. Benef i t s

6. Measures  of p e r f o r m a n c e
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7. Impact ci not perfcrming

Each of these , a common e lement  in most economic analyses,
is illustrated by the sample decision packages in Figures
(5) , (6) and (7) , which taken together ccmprise a decision
unit. it is this ccnsideration of documented decision

• package alternatives, ideally at the lcwest management
levels, that is the key to zero— base budgeting and a].sc the
characteristic that differentiates it frcm cther budgetary
techniques. The basic goal is to provide higher levels of
management with a substantial number ci choices and the
necessary information with which to make thcse choices. To

do this, the decision unit’s manager must e3auiine two tasic
t ypes  of a l ternat ives  —

f i r st , d i f f e rent  means of achi€ying the
decision unit’s objective, and

seccnd , different levels of effcrt for that
objective.

The first type of alternative requires the manager to
consciously ccnstr .ict what might be considered a prcduction
function icr a given objective. Such a function is in
essence a representation of how differing rescurces
(capital, labor, contract support , etc) can be combined to
produce a desired level of cutput or c tj ect ive.  In
zerc — ba se  budget ing , manag eme n t picks the least costly
combinaticn (while dccumenting the cthers) for a given
cbjective as the basis for consideration ci the second set
of alternatives, namely multiple levels of effort.

Faced wi th  l imited resources , consid.eratiou of on ly  one
level of effcrt presents higher management with restricted
options, that is, either eliminating the function or funding
it at the requested level. Zero—base budgeting recognizes

80
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the marginal nature of most service and suppcrt acti~ities
by explicitly identify ing alternative levels of p~ rfozmance

fo r  each decision unit objective.  It is not so much  a
question of either Unit A or Unit B but rather how much more

of A at the expense of B (or vice versa) . To this end,
zero—bas e budgeting requires that decision units be
subdivided into incremental levels of effort, i.e., decision
packages . That is to say,  Unit A includes a separate
eva lua t icn /p ackage  for a m i n i m u m  level of effort (below

which it  is not f easible or realistic to cperate)  including
a s ta tement  ci the consequences of not p er forming at all , a
current level of effort and an enhanced level of e f f c r t .  By
sc doing managemen t at all levels of the crganizatict can
view each in crem ent  of e f f o r t  as a se p ara te  r equ i reme nt  for
resources ccinpetin g with all cther activity increnents.

Erom a macro point of view , such individual increments
become t aG me an s of accomplish ing  organizat ional  object ives ,
i .e. ,  the  factors tc be optimized in the tctal prcdrction
func t ion  fo r  the organiz~iti on.

The advantage  of having documented alternative
performance levels becomes pa rticularly apparent when
locking at the costs and benefits asscciated with each

level. Zerc—base budgetin g requires that nct only all costs
and benefits (stated as dollar savings cr output) be
identified icr each decision package but tha ’ such costs and
benefits be portrayed in marginal, terms, i.e., ar is inc from
eaca additicnal increment of expenditure. T!~s question now
can be s tated as not “how much more of A at the expen se  of
E?” but r a the r  by ccmp ar ing  marg ina l  costs and benefits ,

“shculi an increment of A be added.? ” and “dc€s an incresent
ci A con t r ibu t e  more tc the act ivi ty ’s objec t ives  t h a n  an
incre ment  of B?. ” The choice migh t  be relat ively s imple  if
all benefits were stated in commensurable terms . The fact

that they are not however , does not negate the reed for
systematic analysis. It in fact increases the need to
systematically present the decision maker with choices upon

8~
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which his experience and j udge m en t  can be brou gh t  to bear.
This becomes most apparent in the prccess of ranking

decision packages.

C. RANKING THE A L T E R N A T I V E S

At this point in the zero—bas e bud ge t ing  prccess ,
managers at the lowest appropriate organizaticnal level have

identified in discrete terms all those activities that may
be performed to achieve t h e  assigned ctjectives.  Such
activit ies have been documented in term s of the best (and
a l te rna t ive)  means o~ acccmplishing the cbjective and

alternative levels of performance , including marginal ccsts
and benefits associated with each level. each documented
level of performance becomes susceptible to ranking by the
decision maker , beginning at the lowest levels o~f the

crganization with successive consolidation and ranking at

each higher level. For example , visua lize that  d u r i n g  the
first stage of zero—base budgeting, Cost Center A of a
g o v e r n m e n t  agency developed the a l t e rna t i ve  p e r f o r m a n c e
levels portrayed in Figures (5), (6) and (7). Visual ize
also for exa apl e  t ha t  two other Cost Centers , B and C , also
developed similar decision packages. The a r r ay  of
alternatives at conclusion of this stage might appear as
icilces —
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Cost Center

~~~~~~~ ~~~~~~~

Cost Center A:

UP Al Minimum Level 1
UP A2 Current Level 2
UP A3 Enhanced Level 3

Cost Center B:

UP El  Min imum Level 1
CP B2 Current  Level 2
UP E3 Enhanced  Level 3

Cost Center C:

UP Cl Minimum Level 1
UP C2 Current Level 2
UP C3 Enhanced Level  3

After ranking at the  next  higher  level of management , the
array  of alternatives might  appear as the fo l icu ing
prioritized list —

Cost Center
j~~~ni ty  Deci~~ QR ages

1 DP Al Min imu m Level
2 DP Cl Mi n imum Level

DP A2 Current  Lev~ ],
4 DP C2 Current Level

5 DP C3 Enhanced Level
6 DP Hi Minimum Level
7 DP 52 Current Level
8 DP A3 Enhanced Level

DP B3 Enhanced  Level

____  
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In prioritizing each potential resource allocation , the
decision maker (in this case a division head) must start
with the margina l  contr ibut ion that each alternative makes
toward accomplishing the division ’s objectives.
U n f o r t u n a t e l y  the contr ibut icns  arising f rom each
a l t e rna t ive  are not all stated in dollar te rms , par t icular ly
in the public sector where such contributions may be

quantities of services provided or some other fcrm of
ou tpu t .  Such noncominensurabili t y makes the  pr iori t izat ion
process more difficult and requires that maximum use be made
ci management ’s back ground skills and jndgement. The
ranking process outlined above i~ repeated at ea ch b igh er
level of the organization th rough  consolidaticn and revis ion
Cf rankings subinit’ted by subordinate levels. The final
result, a prioritized listing ci performance alternatives
fcr the entire organizaticn, represents a plan for optimal
allocation of resources in wha tever  a m o u n t  a p j~ropr ia ted .  It
is optimal in the sense that for each added increment oi
resources, an alternative with the greatest marginal benefit
is to be funded. -

As may be readily concluded from the abcve , considerable
managerial resources would be required to rank each

alternative level of effort particularly when considering
the size ci most federal  agencies as well as the tcta.].
federal budget. Techniques have been develcped to reduce
this drain on managerial  t a l en t . [ ’4 8)  For e x a m p l e :

—t he m~nager is not so much ccnc€rned witF
ccmparing the priority of package 14 with
pacl age 15, but is concerned more with the
relative contributicns of packages 4 and 5 as
opposed to packages 20 and 21 , or

‘ —a cut—off level is established at each
organizational level with ranking of only
those alternatives below that level bein
accomplished , So as to limit the , num ber a
packages be~ng ranked at each higher level ,
the cut—off is increased correspondingly.
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A further alternative might be the application cf linear
programming techniques as described in the following
paragraph.

In those cases where costs and benefits of an added
increment of effort can be stated in dcllar terms, there is
little difficulty in judging the coutributicn made. When
the benefits to be gained are not stated in dollar terms,
the value relative to the dollar benefits of cther
alternatives is very difficult to judge. When comparing a
myriad ci noncommensurable alternatives, the difficulties
can well be appreciated. However , if the relative
preferences of management at the agency level could be
expressed by weighting one type of benefit in terms of
another , an objective fuzicticn for that agency might be
ccnstructed durin g the planning process. (49] Such a scheme
might be based on the relative weights given to programs,
functions cr activities in previous budgets. Ideally,
through linear programming techniques , such an objective
function could be maximized by optimally ranking vanicus
ccmbinaticns of weighted performance level contributions
subject to various resource (dollar and people) and/or
administrative (travel, public v. private maintenance , etc.)
ccnstraints. Such an approach if developed further might
substantially reduce the expenditure of austere maragement
resources on the mechanics of ranking and instead allow
greater management emphasis cn the review and unavoidable
adjustment of computer prcduced rankings. This process
would also assure the manager that consistent criteria had
been applied to all alternative choices. The last but not
least benef it of such an approach would be the creation ci a
decision model wherein the impact of changing preferences
and constraints on resource allocation could be quickly
evaluated. While the benefits from such an approach appear
substantial , all the advantages of zero—base budgeting wculd
be lost if management relinquishes its responsibility to
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review and overrid e the computer ’s ranking when necessary.
Cbviously the apprcach outlined abcve greatly cver
siiplifi€s the problem of noncommensurables as well as many

others including, for  exa mple , the interdependencies of
federal programs. It nevertheless cffers considerable
potential for enhancing the zero—base budgeting process.

~~~. COMPARISCN OF PPB hITH ZERO—BASE BUDGET1!~G

Prior to concluding this chap te r , a v e r y  br ief  ccmp ar i s cn
ct zero—base budgeting wi th  the Planning,  P r o g r a m m in g  and
Eudgetin g System may be wor thwhi le .  In t heo ry ,  PPBS closely
resembles zero—base budget ing.  Both are designed to
accomplish the same goal, i.e., to facilitate optimal
allocation of resources by the use of systematic analysis in
the resource allocation process. In practice there are some
distinct differences. First, in PPBS the systematic
development and exaaiinaticn of alternatives cccurs
predominantly at top levels of management with lcwer
echelons completin g the many and va rious budget back—up
displays to support top management ’s decisions. Altbcngh
tcp management has made its basic planning and program
decisions, there are still many policy choices and
alternatives that need to be considered in budget

preparation and execution . Zero—bas e budgeting reccgnizes
that those best able tc initially develop and analyze these
choices and alternatives are at the lower organizational
levels. Thrcugh its decision packages and ranking process,
zero—base budgetin g prcvides a systematic bcttoa—up analysis
and arrangement of choices based on the top—down planning
decisions.

Secondly, PP5S has focused analytical efiort on spEcific
issues. Zero—bas e budgeting wculd require , in its decision
packages , analysis of all expenditures. Although in theory

designed to be as comprehensive as zero—base budget ing, PPBS
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has never attained this cbjective due tc a lack of
analytical resources, including personnel and the necessary
information base. Zero—base budgeting provides a solution

tc this problem by, first, giving lower levels of management

a pr imary  role in the analytical effort (thus increasing the

number cf “players”) and secondly, by means of its decision
packages , increasing the quantity and quality of

i nfo rm a t i c n .
Thi rd ly ,  PPBS does not provide for an explicit  r ank ing

ci alternatives or levels of effort. As a consequence, the
manager is unable to assure himself that  rescurces have been
or are b eing optimally allocated. For example , it is not
uncommon for an agency to absorb a percentage reducticn in
its funds by applying th,~t percentage as a horizontal
zeducticn to all activities performed. Zerc—base budgeting,
by means of its priority ranked listings of alternative

performance levels , allows the manager tc select those

levels ci performance considered the least important for
elimina t ion/reduct ion. Resource allocaticn the r efore
becomes an act of deliberate choice vice a budget—balancing
drill.
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E. CONCLUSICN

- This chapter has attempted to portray zerc—tase
I budgeting nct in terms of the mechanics by which it is

accomplished but as a systematic lecision making model. In

effect it extends systematic analysis beycud the planning
and programming phases to the budget preparation process and
in so doing complements, in fact enhances, the existing PPBS
approach. While this chapter has- perhaps somewhat over

simplified the mechanics and problems inherent to zerc—case
budgeting, its pur pose will have been fulfilled if the
reader more fully reccgnizes the potential of zerc—base
budget ing  for  bett er public sectcr resource al location.

_ _ _ _ _  
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V. A~P~~CAT~ION~ 2! ZERO—BA~~ ~~~GET1NG

A. INTRCEUCTION

Zero—base budgeting, as defined and wcdelled in the

preceding Chapter , was first used on an experimental basis

in 1969 by Texas Instruments Inc. to evaluate the operating
expenses of certain staff and research divisions.

Considered a success, the new methodology was applied to all
divisions cf Texas Instruments in t h e  fall of 1970 and is
still in use today.  Fica the Texas Ins t rumen t s  exper ience ,
the zerc—base  budget ing ccncept was to expand not on ly  to
Cth EE f i rms  of the private sector but also to state

government.

Following his election in November 1970 as Governcr of

Georgia , J i m m y  carter was to be f rus t r a t ed  in his search for
ccmprehensive information about the costs and benefits of
state programs. While searching icr a more informative

resource allocation prccess, Governor Carter was to read of
the Texas Instruments ’ methodology, and shortly thereafter

announce implementation of the same for development of
Georgia ’s FY 1973 budget. From Georgia zerc—base budgeting

was to be adopted by eleven (as of August  1976) other  states
and eventually, with Carter ’s election in November 1S76 to
the U. S. PrEsidency, by the federal bureaucracy.

Toda y zero—base budget ing has becca c  part cf the
planning  and  control procedures of a wide va r i e ty  of
ccmmercia l  and governmenta l  ins t i tu t ions .  In a d a p t i n g  to
these organizations , varying approaches to zerc-base
budge t ing  h a v e  evolved. Typical  of these v a r y i n g  ap p r caches
are the inncvations described in the folicwing paragraphs.
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The purpcse of this Chapter is not to provide an exhaustive
listing Cf options but instead to describe, through brief
case examples , methods of imple menta t ion , particularly
innovative techniques and some of the lesscns learned in
fairly successful ccmmercial and governmental applications.

B. PRIVATE SECTOR APPLICATICNS

In the fcllowing paragraphs, the authcr will briefly
examine the various zero—base budget ing methodologies used
in a few of the companies that have implemented the prcc€ss.
Licked cn the basis of their diversity, it is the authcr ’s
intent tc illustrate varyin g approache s to implementation ,
definition and use of decision units and packages and

varying ranking methodclogies that have prcven successful.
The basic concepts in use at any of the companies tc be

examined , however, closely resemble the model defined in the
previous Chapter. Consequently in what fcllows , cnly the

unique variations to that model will be illustrated.

1. 
~~~~~~ ~~ Texa~ ~~~~~~~~~~~ ~~~~~

From an implementaticn standpoint , zero—base

budgeting in Texas Instruments Inc. (TI) did not occur
overn igh t  as one is led to believe by the existing
literature. Instead implementation at II was a gradual
process ci ccnceptual development dating back to 1962.(50]
In fact  most of the  e lements  of the prccess — decision
units, packages and ranking — were developed as part of TI’s
Objectives, Strategies and Tactics (OST) system . (laden that
sys tem , the  need arose for  evaluat ing and  t r ad inç  off
strategic expenses, that is prcposed projects for research
and product/process development projects.  Ic s a t i s f y  this
need , the  us e  of decision packages  was begun in 1966. Along
with the use of decision packages came recognition of the
need for prioritizin g and ranking and ccnsequently the
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appearance of criteria and methcdology fcr that ranking.
Systematic ranking, first acccmplished by TI’S Equipment
Group in planning for 1967 and 1968, was further refined and
used across TI in planning for 1969. It was not until 1969
that TI’S Chairman of the Board and President both expressed
the need for a means of trading off operating expenses
against strategic expenses. With such impetus , zerc—bas e
budgeting as known today was born . The most impcrtant
aspect of the foregoin g is reccgnition of the fact that

zero—base budget ing did not “just  happen ” at TI. Ii man y
respects the development  of zero—base budget ing  in TI was
nct too different from development of PPBS in the Department
ci Defense. Both were designed to facilitate trade—cu
analysis and both were designed internally to meet
management ’s needs vice being imposed from external. sources.

The zero— base budgeting methodology developed by TI
ccnsists ci four basic steps.

—First , set ting pre l iminary  expen se  t arge t s
fo r the per iod being budgeted.

—Second , def in ing  a n d  developing  “decision
packages.”

—Third , selecting thrcug h ranking,
cost—benefit and trade—off analysis the most
desirable packages.

— Fourth s~t~ ing the budget as the sum of
those ‘4ecision packages~ approved.

• With regard tc the first of tiese , TI has found that
the setting of p r e l im ina ry  expense t a rge t s  serves tc make
the entire prccess more efficient. Although remin iso€rt of
Lewis ’ c c m m € n t s  re la t ive  to deciding the m er i t s  of t h €  case

9L4
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before  the  evidence is in, these preliminary expense targets
serve scwe very practical purposes. The targets, prcducts
of business models using such factors as projected net sales
and gross prcfit margins, focus decision package develcpin€nt

e f f or t s  w i th in  the boundar ies  of expected funding. Serving
as a guideline, not a firm ceiling, these targets have

served to eliminate the expenditure of time and effort in
developing packages which have a very lcw probability of
being funded. Additionally the use ci targets mitigate
against the development of “shopping lists” and forces hard
decisions frcm the very beginning of the process.

With respect to the second step indicated abcve ,
defining and develcping decision packages, TI has develcped

no t one but four apprcaches. Prior to examination of these
f o u r  approaches  it is important to recognize that it TI,
zero— bas e budget ing is applied to service and support areas.
It is not applied to those manufacturing cperations which

a re volume dependent , vol atile cpera t ion  and where
fixed/variable budgeting methodclogies are mcre appropriate.
Within  the service and support area, operating expenses are

• analyzed acccrding to four t echn iques  de p end in g on the type
of expense . The first of these techniques , the Operating
Decision Package (CD?) , is much like that defined it the

previous Chapter. In TI, it is used to depict in analytical
terms spec i f ic  task activities including pro jec t s  and
programs which are to be operat ed at a discrete level icr a
specific period to acbieve a specific goal. An ezample of
an Cperat in g Decision L ackage ( 5 1]  is p r o v i d e d  in F i g u r E  (8) .
The second technique , depicted in Figure (9) , is the Level
ci !f fo r t  (L CE ) t echn ique .  it is similar in concept to the
Cperating Decision Package but is applied in those service
and suppcrt areas where operaticas are more routine and are
either operationally or legally required to support an
cm—g oing business. Examples in which the ICE technique is

useful include payroll, legal services , maintena nce ,
security and purchasing. The LOE tecnnique can be
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effectively applied by categorizing the effcrts within an
expense area into broad tasks and functions and within which
detailed w o r k  activit ies are listed. The quality achieved
in each of these work activities is subjectively projected
at alternative levels of effcrt and is quantitatively
represented by the rescurces necessary to attain each level.
Level 1 is the lowest level of effort, belcw which it is not

feasible to operate, and level five is the highest realistic
level of effcrt. While similar in concept tc the Operating

tecision Package, it is much less detailed and certainly

more sub jective.
The third and fourth techniques are conceptually

different in that they involve acre of a validation of ccsts
vice an explicit consideraticn cf alternative spending
levels. The third, the Expense Matrix Analysis, is best
used at any level of the organization where subordinate
units use a consistent set of cost elements ard perfcrmance
indices. As illustrated in Figure (10) , by comparing

- 

various cost elements (say as a percentage of net sales

billable) across suborganizational units with the same
objectives, the manager can assure himself of the relative
validity of budgeted costs. The fourth technique is a
variation of the third . The techniques for analyzing
service and support ccsts are certainly nct limited tc tne
fcregoing. Perhap s mcst importantly, the reader shculd

reccgnize that there are many ways of organizing “decision
packages”, limited only to the characteristics (goal
oriented , routine,etc.) of the cost and the iwaginaticn of
the respcnsitle manager.

With regard to TI’s third major prccess step, two
techniques cf ranking are identified depending or the
manager ’s pcsiticc in the organization. Packages are

• initially ranked at the level of the organization where they
are developed , thus giving the process the motivational
advantages which accrue from a participatory manace.ent
approacn. At this level the ranking is accc.plishad by the

98

____________________________ -~~~~~~



Marksting A Marketing B Marketingc Marketing 0 Total
% of NS3

19fl 1972 1971 1972 1971 1972 1971 1972 1971 1972

~~nagsrwages 15.9 102 — — 19.5 20.0 — — 70.8 8.7
Supervisor Wages 10.0 6.6 20.7 15.7 12.7 13.3 23.0 78.1 15.3 11.7
Support Wages 7.5 5.1 12.8 102 14.6 17.1 6.6 4-2 10.5 8.6
Rent 2.5 1.6 2.6 1.8 2.0 1.9 5.0 32 2.8 2.0
Telephone 5.9- 4.1 3.9 2.8 2.9 3.8 5.0 3.2 4.4 3.6
Office 4.6 2.8 3.2 2.3 4.9 4.8 4.1 2.8 4.3 3.1
Travel 5.4 3.6 2.6 1.8 2.0 2.9 3.3 2.1 3.5 2.8
HLV 1.7 1.3 2.6 1.8 2.0 2.4 3.3 2.1 2.2 1.8
Courtesy 2.7 1.8 3.2 2.3 1.0. 1.4 1.6 1.1 2.1 1.7
Employee Benefits 15.1 9.7 9.7 7.4 10.7 11.4 19.7 12.8 13.5 10.1
Other Benefits 1.5 1.0 3.9 3.2 4.5 4.8 21.0 1.8 3.0 2.4
Qepreciation 0.2 0.2 0.8 0.7 0.2 0.2 0.3 0.2 0.3 0.3
TOt)k S of NSB 73.0 48 66 50 77 84 47 50 72 56
NS8 119.6 196.3 77.4 108.7 102.4 105.0 60.8 93.4 360.2 502.9
Avg People — Exempt 2 2 1 1 2 2 1 1 6 6

Nonexernpt 2 2 3 3 3 4 1 1 9 1

Figur e 10 — EXPENSE MATRIX ANALYSIS
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individual wbc has the necessary expertise tc do so. ~s the
packages mcve upward through the organizaticnal hierarchy,

this individual expertise becomes more scarce and is
replaced by reliance upon committee judgeinent. Within the
commi t t ee , each package is ranked on the basis of weighted
criteria as depicted in Figure (11). Through this ranking
process, initially by the individual and subsequently by

committee , both operating and strategic expenses are
separately prioritized. After the pricritized list is

developed , the level of allowable fund ing is finally decided
upon for bcth operating and strategic expense and separate
cut—off lines are apprcpriately drawn. As a final check,
management exercises its judgement with respect to thcse
packages falling immediately above and belcw the cut—cff
lines. Ey so ding TI management is able tc assure itself
tnat priority ranking was accomplished properly and that
obviously required packages were not intentionally or
unintentional~.y given too low a priority.

2. Zero-base ~j~~geti~~ at Sout~~e~~ caiifor n~ a E~~ison

Zero—base Cperational Planning and Eudgeting, as the
- new aethcdolcgy is called at Southern California Edison

( S C ! ) ( 5 2 , had its genesis from t~o related factors. Pirst
was the rising ccsts of energy and the s imul tanec us ly

declining growth rate in energy sales. Particularly
troublesome t;ends in a utility company, SCE had reached the
point where , in preparing its 197L4 budget , prc~ected
earnings would not meet the established company objectives.
Thrcugh considerable effor t expenses were reduced tc meet
arbitrarily specified spending limits. While top management
review of the impact of such reductions prcvided visibility
as to what  was not going to be accomplished , no suc h
visibility  w as available as to what was gciug to be dc~e in
197~. Such conditions prompted SCE’s audget Director and
Nanagelent Ccamittee to search for a technique that wculd
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provide the required visibility and. the necessary
flexibility to meet the changing energy environment. The

second factcr underlyin g the genesis of SCE’s Zero—base
Operational Planning and Budgeting system was the emergence
of such a technique in Texas Instruments (as documented by
Peter P y hz r ) . ( 5 3 ]

Just as in Texas Instruments , SC! was to i~ p leaent
the zero—base methodolcgy on a gradual basis. In this
regard the entire process was completely tested in six staff

departments while parts of the process were tested in the
other reiaining departments. Although limited in

application , the test was useful in

—identifying factors which inhibi-ted
isgediate acceptance by varicus managers.

—providing an opportunity to “sell” managers
on the usefulness of the concept .

—ccnverting the “numbers oriented”, clerical
budget process to a line oriented management
tocl.

—shifting responsibility fcr budget
reduct ions trow the staff to the responsible
managers who were best able to assess the
impact of such reduct ions.

~€rbaps the acst significant outcome of these initial tests
was the identification and consequent devoticn of
considerable energies to the human factcrs of system
implementaticn. During the initial test , indicaticns were
that the process had not been tailcred to management ’s
peculiar styles and ~.nterests , that training was inadequate
but of key iiportance and that instructions and illustrative

— examples were not sufficient .  F urther icre , and most
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importantly,  considerable “ salesmanship ” was found to be
required . Eaced with additiona l informaticn requirements
and associated efforts, middle and lower management were to
require ccns.iderable persuasion that the new process offered
benefits that outweighed the costs. Such benefits were to
include an escape from the traditional across the board
spending reductions, a chance to participate in the decision
making process and an explicit performance con tract with
one ’s supericr concerning the work to be accomplished and
the resources  to be provided for  its acccmpl ishment . Not
cnly must  middle and lower managemen t  levels be ccnv in ced
tha t  such benef i t s  are available, but  tcp mana ge~ ent ’ s
actions must also demonstra’~e support and use of the system.

For 1975 and 1976 the Zero—base Operational Planning
and Budgeting methodolcgy was expanded with new managers
being brcught under the process. The lesscns learned during
this period were significant and can be. useful in
i~plementing zero—bas e budgeting in the federal sector.

These lessons include the follcwing :

—Zero—~ase Operational Planning and
Budgetin g ’s success was determined by the
extent to which considered useful and
rewardin g to middle managers .

—Budget guidance was determined to be
in sut f ic ien t  in t e rms  of the mechanics and
excessive in terms of the philoscphy.

—The most s ignif icant  benefits  an d  use of
S d ’ s methcdclogy was at the lower and middle
management leveI~ where it could serve as a
working guide throughout the year.

— P a c k a g e s  prepared in 1975 cculd be re—used
dur ing  1976 thereby  s i g n i f i c a n t l y  reduc inc
the  1976 effort. -
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—Because benefits in many cases are not
quantifiable , judg~wents pertaining to thai
shculd be accompanied by a risk assessment.

—Because of the increased visibili ty,  many
current  as well as prop9sed packages were
scaled down before subwissicn tc reviewing
levels of ma nagement.

—Guidance encouraged the submission of
increased level of effort pncpcsals if
substantial cost savings or benetits~co~ild bedemonstrated . ~ost o~ these, which woul4
have never been submitted under the olo
system , were approved under the current
methodology.

With respect to the actual mechanics of SCE’s prccess,
it is not much di~±erent from that used by Texas
Instruments. The definiticn of decision packages in SC!
closely resembles that of TI’s Operational Cecision Package.

However , with regard to ranking procedures , SC! cses a
t echnique  tc minimize the number  of packages to which
management must devote its attention . At the lowest level

of budgeting, the mana ger ranks all decision packages just
as before. At subsequently higher levels the manager
establishes arbitrary cut—off levels, say sixty percent of
the upcoming budget , for that particular organizaticna2.
subdivisicn. Fcr example at the Departmental level, only
those packages ranked below the 60% cut—off  by each
subordinate  cost center  would be reviewed and ranked in
detail by the department manager. For those packages which
the cost center had ranked above the s ix ty  percent c u t — c f f ,
the departaent managEr would give only a cursory review to
ensure apprcpriataness and adequate consideration of
a l te rna t ives . At each higher level of the crganizat ion , th e

• percentage cut—off is increased EO as tc m i n i m i z e  the  number
• cL packages subject to detailed review.

10~
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3. ro-base Budget in~ at We st An ghcuse  Electt~ c

In concept and philosophy, Westinghouse Electric
• Ccrporat icn ’s (W EC) applicaticn d i f fe r s  little f rom tha t  of

Texas Instruments and Southern California Edison. In its
applicaticn of zero—base budgeting, Zero Base Planning and

!udgeting (54], WEC has made explicit three ccnsideraticne in
determining a meaningful organizaticnal level at which
decision units are best developed. The first is the size of
the operational and or ganizational level at which m e a n i n g f u l
decisions car be made. In this respect decision units that
might include fracticns of people are tcc small since one
cannot make a trade—off decisicn involving, for example , one

• tenth of a person. Neither can a decision, however , bE made
on an entire legal staff of 50 people whc , in various
subccmponents , provide different services. As a means of
defining decision units, WEC suggests the use of an

organization chart. The lowest level cost centers indicated
thereon are perhaps the starting point since originally
established for the control and management of specific
activities.

The secon d consideration set f o r t h  by WEC is the
degree of discretion avai lable  in making decisions.
Government  regulation s, legal requi rements  and exist ing
commi tmen t s  may s ignificantly reduce the number of
alternatives available. If, as a result, there is cnly cne

“mandatory ” alternative, it should be reflected in a single
• decision package, given a high prior i ty ,  and thereby quickly

relegated to higher levels for disposal as appropriate.
The th i rd  consideration is tha t of t ime ava i l ab le  to

develop and tank decision packages at successive levels of
an organization. Because of the time const ra in ts  as well as
the size of the organizat ion and experience of those

• : managers involved , it may be necessary to l imi t  the
applica ticn  cf zero— base budgeting at least when initially
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installed. Subsequently as managers become more accustomed
to the process , the  depth to which applied can be expanded.

As a part of the defini tion and development of

decision un its and packages , WEC also emphasizes the  need
for non—financ ia l  workloa d and performance measures  and in

— 
so doing,  the importance of adequat e mana gement  ana lys t
assistance. The identification of appropr ia te  p e r f o r m a n c e
and workload measures is the  responsibilit y cf the decision
uni t  manage r  whose subsequent  per formance  will be moni tored
accordingly. The adopted perfor mance and workload m ea sures
are in e f fec t  the quan t i t a t ive  and qua l i t a t i ve  means  by
which the relative contributions of each incrementa l  packa ge
is eva lua ted .  Wi thout  such measures no t rade—off  analysis
can be objec t ive ly  acccmp lished and zero—base  bu dge t in q  will
have  lost a substant ia l reascn for existence.

4~ Zer c ba Bu~~ etin q at Zer ~ x C9rp~ r~~~ on

Conf ron t ed  by a na t i onwide  decline in the gro~ th  of

labcr p r o d u c t i v i t y ,  the margin a l success of existing
personnel activities and an increasin g n u m b er  of ac t iv i t ies
from which  to choose , Xerox  was p r o m p t e d  to seek a
systematic way of assuring the allocation of scarce
resources tc those personnel programs cffezing the greatest
return .(55J First used in 1971 in development cf the

company ’s long range manpower strategy and by 1973 used in

the  deve lop m ent  of personnel  uni t op era t ing  budgets , the
Xerox m eth c d o l ogy  is similar to that  Cf the comp anies
previously described but also includes scne s ign if ican t
innovaticns.

As in the case of Texas Instruments , Southern

California Edison, and the Westinghouse Ccrporaticn , the
first step of the Xerox proc ess is the identificaticn of
each current as well as proposed personnel program as a
discrete d€cison unit. Also as in the case of the
previously described companies, those prcgrams legally

required , such as affirmative action or occupational safety

106 

~~~~~~~~~~~~~~~~~~~~ •- ~~ -~ -~~~~~



— - ____________

• 

• 
-

. programs , are given the highest priority and thereby

segregated from the more di scretionary activities. The
innovative aspects of the Xerox process are found not in the
s t ruc ture  of the process so much as in the analysis to which
each p rog ram is subjected . Using s tandard criteria , each
program is evaluated in a r ange  from high tc low feas ib i l i ty
with respect to required and available state of the art,

• implementation ease and econcmic benefits. Included as part
of the assessment of economic benefits is a cost—benefit
analysis making use of probabilistic techniques in
determining expected costs, expected benefits and net
expected ccst or benefit. Furthermore , the economic risk of
nct perfcrming the package is assessed on a scale of from
high to low based cn criteria established by top management

• at Xerox.  Subsequ ently all of the ab ove assessments are
used as inpu t  to a decision table that  classifies each
prcgra m as either very ,  modera t e ly ,  marg ina l ly  or not
d esirable.

As described ab ove , the Xerox zerc—base budceti~ig

methc d o lcgy  provides a disciplined and sys temat ic  apprcach
to eva lua t ing  and rank ing  s ta f f  funct icns , in this  case ,
personnel .  Perhaps  its most novel aspects , th e use of

probabilist ic techniques and  decision tables , may prcve
especially usefu l  f o r  o ther  staff activit ies, w h i ch like
personnel , have cost s and  benef i ts  tha t  have pr cven
d i f f i c u l t  tc quan t i fy  in deterministic f o r m .

5. ~~~~~~~ ~~~ ~~ plicat~~~ .~

The foregoing review of four f a i r l y  successfu l
ccwm erc i a l  applicat ions is , as indicated earlier , not
intended to be exhaust ive.  In addition to the four  large
f ir m s  cited , cther firms such as Standard Cii Company (New
Jersey) , New York Telephone Company ,  R c c k w e l l  In t e rna t ion a l ,
Eaton  Yal e  Ltd., Pibreboard Corporation , and Florida Power
and Ligh t  have made substantial  e f for t s  toward
i m p l e m e n t a t i o n  and , in so doing, have con t r ibu ted  tc the
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state of the art. The success of all such companies ,
regardless Cf their diversity, and particularly the four
mentioned above, can be attributed to certain ccmmon

characteristics. The most significant can be listed as
follows:

—pie—existence of an adequate planning
prccess.

— ccnsider ab le  top  m an a gement in vo lvement  and
support .

—imagin a tive adaptat ion of ze ro—base
budge t ing ccncepts tc managemen t  styles and
a ceas.

—subs t antial  consideration of the  h u m a n
asp ects  surrcun ding the system ’s acceptance.

While pe r hap s  somewhat  general , r eccgn i t icn of the  above
character is t ics  and their embodiment  in f u t u r e  zerc—b a se
budgeting application s wi l l  do much toward  increasing the
probabi l i ty  cf success .

C. $ -  — 1 -  ~j~ ERN i1E NT AP PLICATIO N S

Perhaps even more applicable to the pursuit of zerc—base
budgeting in the federal sector are the implementation
problems , the solutions tendered and the lessons learned in
state government applications. Certainly the implementation

of zero—base budgeting in the private sector of the economy
was not  without  its di f f icul t ies  and chal lenges.
Appl ica t ion however  of the  ccncepn to state goverflment,
while b o r r o w in g  h eavi ly  f rom the exper ience cf private firais
like tncse mentioned above, was to be confronted by even

• 
_  
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greater challenges .

Pull appreciaticn of the difficulti~ s and challenges
faced by state govern ments, and to a acre considerable

degree by the federal governme nt, can kc obtained by
examining both the similarities and differences between
public and private budgeting. In both cases, public and

private, the budget serves as a mechanism fcr establishing
objectives and goals, identifying the weaknesses to be
overcome and as a means of integrating and contrclling
organizaticnal performance . Unfortunately the similarities
extend uct much further and the dissimilarities become mcre
noticeable. The differences between the private and public
rescurce aliccation prccess are sufficiently numerots to

fil l  an ent ire  book , an effcrt that is well beyond the
intent and scope of this paper .  A few of these d i f f e r e n c e s ,
however , are particularly germa ne to the pursuit of
zero—base budgeting and are sufficiently troublesome to
warrant mention in the fcllowing paragraphs.

First of these differences is the relative magnitude and
complexity of the allocation processes. Initially tried at
Texas Instruments , for example , zero—base budgetin g was
applied to a staff and research budget of atcut 1400 people
and $50 aiLlion.(56) Introducticn to the state of Georgia
w i t h  79 ,000 employees and a $5 billion budget represents, at
least in dollar t e rms , a hundred—fold  increase .  Even  mcre
significant is the introd uction in the federal bureaucracy
with a budget of approximately $460 Sillicn, almost an
additional hundred—fold increase. Not only is the magnitude
of the effort alacst inconceivable but sc also is the
process substantially more complex in the governmental
arena. In contrast to the relati vely streamlined

• • organiza t io n of most commercial enterprises is the

trsiuendously complex and perhaps cumbersome bureaucracies of

state and federal government wher ein prcgrams cverlap

organizations and vice versa . While little ccntinues to be
known about the direct relationships cf programs to
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• • obje~tiv€s, even less is known about the interdependencies
resultin g in such a complex organization as state and

- - federal gcvetnment .
A second difference betwee n public and private

budgeting, and particularly zero—base budgeting, lies in the

ability to express bcth costs and benefits in quantitative

terms. Private industry has its profit motive and

accordingly the firm is able to analyze and prioriti2e its
activities on the basis of relative dollar cc~ts and dcllar
benefits resulting tberefrcm . That Xercx ’s Service 3ob

Enr ichment  progra m o f f e r s  net annual  benefits of $9,92C and
a cos t—benef i t  ra t io  of 1 to 24.3 £ 5~~] is m e a n i n g f u l  in
te rms  of cvera ll  p r o f i t  c r i ter ia . In the public arena , the
ccsts and benefits and criteria against which they are
measured  are much less quan t i f i an l a .  Since most public
projects  are not marketed , for ex am p l e  de fens E  and
educa t ion , price dces not exist  as a measure  of benef i t s .
Cther  measures  of benef i t  such as worki cad cu tpu t  and social
impact mus t  instead be def ined.  While benef i t s  Can be
def ined  in non—financ ia l  t e r m s , their n c n — c o m m e n s u r a b i l i t y
makes the  r ank ing  process a mat ter  of value judgements that,
in a democracy, is left to the political process. In

contrast to ranking in private firms which is predicatEd on
finding the most efficient use of resources, prioritizing
activities in government is based on factcrs other than
efficiency, such as need , which might result in intentional
inefficiencies.

The Entree of pclitics is perhaps a third difference
between public and private budgeting. Like the market ’s
role in determining the producticn and distribution of goods
in the private sector, the political arena is the mea ns by
which the production and distribution of public gocds is
directed . The extent to which adequate infcrmation is made
availablE in the political process and the environmental
conditions activatin g its use will determine the degr€e of

i ncr em en ta l i sm or ra t iona l i sm exhibited . N o t w i t h s t a n d i n g
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the fo rego ing ,  the entree of politics substantially

increases the number of decision makers invclved as compared
to the private sector.

The fourth and perhaps most significant aspect of public

versus priva te budgeting that impacts upon the zeic—base

budgeting methodology is the different incentives motivating
public and private decision makers. In the private sector,
management is much mor e oriented to the profit critericn. a

manager ’s performance is rewarded for thE degree of
efficiency and profit acheived. He knows that the greater
the profit the greater his chance of survival. Therefcre

“The reallocation of resources in the name of
survival  becomes a much wore easilY achieved
objec t ive . . .  “ ( 58]

than in the public arena where an individual ’s status , and
to some extent “GS” rating, depends cc the number of
employe es and  the size of the budget supervised.

Confronted by the above difficulties it is not

surpr is ing  that  successful iaplementaticn of zerc—base

budget in g in the public sector is perhaps even more
dependent than the private sector on thcse characterist ics
listed in the previcus secticn (i.e., testing, strong
leadership, innovation , planning and human considerations).
That this is so can be illustrated by a brief sketch Cf two
state government applications.

1. Z~;a:base ~~~~~~~~ ~~ ~eor~~~

Perhaps the classic case of zero—base budgeting in
state government is that of Georgia where it was first
adopted on ~arcb 15, 1971, icr pre paration of the FT 1973
budget request. Following the conceptual acdel developed in

• the preceding Chapter , Georgia’s budget prccess is built
around three program levels — program (the lowest level),

activity (the middle level) and depaitment (the highest

level). Beginning at the progra m level, say for ezample
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Emergency medical Health , Food Services or Executive -

•

Administraticn, a separate decision package is prepared for
each of three levels of effort — a minimum objective level,
a current objective level and an improvement  objective
level. The minimum level represents that level below which
the program is not worthwhile to perform . The minimum level

is expected to be below the cu rrent funding level. The
current objective increment brings total package funding to
a level necessary to support the current level of service.
The imprcve m ent  objective inc rement represents  a greater
cbjective than that currently being prcvided. DetailEd on
each decisicn package , (see Figures (5) , (6) and (7), are

related line item detail, objects ci expenditure and
quantitative performance measurements. Accompa nyinc each
package (Except the linifflum) are mor e detailed schedules as

necessary for justifying rental charges, contractual
expenses , per diem , etc. Following its prep ara t inon , each
decision package is ranked by the activity level manager ,
icr exaxple the Community I n j u r y  Control Act iv i ty .
Subsequentl y activity rankings are merged into a Department
r ank ing  such as the Human Resources Department. Appropriate
funding cut—off lines are drawn and exhibits submitted to
the Legis lature .

In contrast to the implementa tion strategies ci the
private firms previously reviewed , Georgia did not first
test the applicaticn of zero—base budgeting before its
expansion . Instead all agencies began preparing the FY 1973

budget  request  in J une 1971 and were required to submit
three month s later the required rankings. Gecrge Minmier in

his moncgraph on the Georgia experience (59], found t~’at
sixty—five percent of departmental budget analysts

• considered the advanced planning inadequate. During this

• initial i a p l e m en t a t i o n  period , decision packages were p ocrly
prepared  and  along with rankings , f r e q u e n t l y  had to be
resubmitted. ?urthermcre the number of levels of effcrt,
program structure and performance indices have undergone
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numerous annual iterations before being appropriately

• defined. All of th e abcve, factors in much of the
• resist ance encoun tered , could have been substantially

I . alleviated by adequate pre—implementation tests.
Sudd en and across the board implementation of

zero—base budgeting was to have its behavioral impact as

well. Only after adoption of the new methodology were
department heads advised of the reasons for its appearance.

I Any manager kept in the dark about a new system with which
I he is to operate will consider it second rate no matter how

benef ic ia l  it might  in fact be. And sc the lack of
part icipat ion and consultation was to f u r t h e r  resistance
even wore.

Such resistance was to be caused not only by the
manner in which  the new system was i m p l e m e n t e d but also by
the management practices following implementation. While
decisio n package rankings were professed as a flexible tool

• in meeting changing resource levels (ny wcving the ctt—off
line up cr dcwn ), it was not so used. New decision packa ge

I rankings were often requested and old cnes ignored as
changes in departmental funding levels cccurred. The fact

I that the Office of Planning and Budget did not use the

rankings as advertised was a fact not lost upon lower and
middle level managers.

A further problem with the Georgia zero—base budget
methodology has been its non—acceptance by the state

• Legislature. Without such accep tance, depar tment managers

• know they have a “second chance” in obtaining funds irca the

• Legislature . As Ninmier indicated

“One departmental analyst stated that his
• department was not tco interested in the

execut ive budget because it was the S ta te
Legislature that gave his depar tment  the
money it needed to carry out its programs. ”

without the comm itment ci both the Executive and Legislative
Eranches the viability of zerc—base budget becomes highly
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- • suspect.

Perhaps the most significant lesscn tc be learned from

the experience in Georgia is the need for a plannin g phase

as a prerequisite of the budget stage. Pricr to 1971 the
planning stage of the resource allccaticn process was

• ccnducted by the Bureau of State Planning and Community

• Affairs while budget preparation was accomplished by the

• Eudget ~ureau. Both operated separately and concurrently

with little cooperation. Not surprisingly there were no

• budget guidelines available on which to base budget
preparation , plans wer e never implemen ted and incrementalism

flourished. Implemented in 1971, zero— base budgeting, at

least initially, continued the separate and concurrent
r planning and budgetin g philcsopby with the result that many

decision packages and rankings did not reflect the goals and
cbjectives ci the state. Beginning with budget preparation
for FT 197L1 the resource aliccation process was reorganized
intc a planning paase followed by a budgeting phase. To

thi s end , Governor  Carter held a series of neetings with
department heads and budget analysts to develop, establish

and affirm goals, objectives and budgetary guidelines for

each depar tment. subsequent to such meetings, depar tments

WEtE then tc formulate their decision packages.

Hampered by less than an optimal implementation
st ra tegy ,  w i t h  an inopera tive planning process and
unccoperative Leg islature, it is somewhat surprising that

zero— base budgeting survived. That it did survive is
perhaps best evidence of Governor Carter ’s unquesticcable
support, active involvement and strong leadership. That it
has continued to survive subsequent to his departure is
attributable to the high number of departmental analysts
(seventy—eight percent of the respondents to Minm ier ’s
survey) who recommended its future use.(60]

2. ~~~~~~~~ ~j~~~etin~ ~~ Texa s

Zero—base budgeting in Texas was first used in

1lL~ 
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A preparaticn of the F! 1976—1977 biennial budget and , with
slight acdifications, was again used in the FT 1977—1978

biennial budget. It is an application that is perhaps

unique icr several reasons including first the considerable
design effcrt associated with its implementation and

secondly its dual nature invclving both the executive and

legislative branches in design, implementation and

operation.
Like most of its Georgian predecesscrs,

izplementaticn in Texas was acccmplished in less than the
cptimal wanner. Characterized by the use ci consultants,

substantial changes to the existing budget system and an

across the bcard vice phased approach, implementation was to
face immense ditficulties. Perhaps most significant of
these difficulties was defining the type of infcraation

needed tc support the decision making process. Parallelling
the iual executive and legislative involvement was a diverse

requirement icr information collection . On cne hand m e mbers
of the Legislature might be concerned with the level of
prcgram expenditur es in a certain geographical area wber€as

• the Governor might be more interested in the impact of
expenditures on a specific clientele. Similarly the
requirement s of the Governor and Legislators are more

oriented toward wide program and functicnal areas and
associated measures cf effectiveness whereas activity and
program managers have a more narrow perspective and shculd

be more precccupied with measures of efficiency. During the
design of the zero—base budgeting process, the needs and/or

desires ci top level (the Governor ’s and Legislator ’s)
management were never communicated to agency personnel and
budget examiners. In consequence , these staff perscnnel
were placed In the frustrating position of either attempting
to anticipate the needs ci top management or designing a
system whic h, although meeting their own requirements , did
little for the upper echelons. This was a major problem
w ith  implementation in Texas and one still under—going
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• • substantial improvements.

The development of a program structure in Texas was

both a necessary prerequisite tc zero—base budgeting and an
• attempt tc ccpe with informational requirements. Zenc—base

• budgeting in Texas actually served to formalize previous

efforts at building a prcgrammatic classification of

• • information . The development of a program structure was a

joint effort by program structure teams consisting of
• examiners from both legislative and executive budget staff

cifices, a program evaluation unit, consultant and agency
personnel. Subject to oversight ny a prcgram structure

review committee (including senior examiners and

consultants) , the program structure teams cperated under a
set of guidelines in developing agenc y programs and
activities. Two approaches were used in the design e f f o r t
including

—a t op—d o wn  app roach  focusing cn agency
obj ectives and the grouping ci ag ency
activities into programs according to these
objectives and

— a  botto m—up app rcacn focus ing  on the
grcuping of exis t ing agency act ivit ies
according to purpose.

Acccwplished separately these two approaches were
subsequentl y integrated into an acceptable prcgram structure
with all ci the characteristics — needs , objectives,
wcrk load and performance measur es . The resulting pr cgram
structures were well received not only by both budget
e x a m i n e r s  and agency perscnnel  but  by the Governcr  and
Legislatcrs as well. So well accepted were the agency

• structures that the 1976 — 1S77 appropriations format was of
a program orientation. The previous line—item , object of
expenditure appropriaticn icriat for the most part was

abandoned.
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The program structure developed consists of four levels
• - — from lcwest to highest, the activity (e.g., Outpatient

Services), program (e.g., Bureau of Tuberculcsis Services),
program area (e.g., Preventable Diseases) and function
(e.g., Health and Welfare) . Within this framework the Texas

F 
zero—base budgeting prccess places considerable emphasis on

• an initial plann ing phase in w hich bcth agency and program
managers seek to identify program needs and ctjectives. As
part of this phase is the develcpment cf a Program Decision
Package — tieed Table that specifies the target populaticn to
which the need relates, a target populaticn which will be
a f f e c ted imm edia tely ,  an indicatcz of the severity of the

need , an indicator of the urgency and an indicator ci the
demand for which services are not provided.

Cnce such planning and program guidelines have been
established , activity managers formula te Activity Decision
Packages accordingly, complete witn all, the features of
zero— base budgeting and accompanied by special object of

expenditure , method Cf financing and personal services
exhibits . Program manager s the n rank the Activity Decision
Packages on Acti vity Priority Tables. Subsequently, and

based on the Activity Priority Tables, program managers
develop Program Decision Packages. One of the primary

differences between the Activity and Prcgram Decision
Packages is their respective efficiency and effectiveness
crien taticns. Program Decision Packages are subsequently

ranked by agency administrators to show the relative
emphasis that is is recommended for each prcgram level.

3. ~~~~~~~ Q~ 1t~~~~t~~~

• The Georgia and Texas applicaticns of zerc—base
budgeting are only two of an increasing number ci state
applicaticns . A review of culy these two hcwever
demcnstratas that the characteristics of success are not
totally different from those in the commercial sector. Top
management ’s commitment and leadership, imaginative
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adap tation of the concepts to needs and styles, cultivation
• ci the human aspects and preliminary planning bcth in

systems implementation and program requirements remain the

- essential ingredients of success. The additicnal
I experiences cf other states such as New Jersey, Rhode island

and New ~exico, just to name a few, lend further suppcrt to

the importance of these characteri stics.

I 
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SEC~~OI

A. INTRCDUCIION

In the previous five chapters the autbcr has dealt in
depth with the budget :eform movement , particularly that of
the executive budget , in the United States. By examining
each of its phases, the causes, characteristics and
outcomes , the author has hoped tc provide more than a lesson

• in history. Indeed it has been the authcr ’s purpose to
I 

portray ~udget reform as the prod uct of an ideal, that is
I the raticnal budget , and the environment in which pursued.

Ey so dcing, the stage has been set fcr zero—base budgeting
in the federal sector.

• In what follows, the author will first provide a brief
- exploraticn ci the environment in which federal zero—base

budgeting is to be pursued. Following this will be an

assessment of the process as currently being pursued by the
Carter Administration. Noving from a macnc tc a micro pcint
of view , the author will examine the FT 1979 approach to
zero—base budgeting in one federal agency, the U. S. Navy.
In conclusicn the author will, present an alterr.ative
approach to development of the Navy budget.
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E. THE E~VIEON~ENT

• The ccnsiderable effort associated with implementing
zero—base budget ing in priva te ind ustry and state government
was described by the case examples cited in the preceding

chapter . That an increasing number of private corporations

and public bodies are adoptin g the new methodology is

evidenc e by itself of the benefits attainable. Discovery of

• those reasons underlying the relatively sudden emergence of

• a new reform era, however , requires further exploration.
From its very first implementation in Texas Instruments,

Inc., zerc—base budgeting has gained rapid acceptance

because its techniques were consistent witn the needs cf the
times. Faced by the recent recession, most ccmpanies sought
a means ci appraising and ccntrclling cverhead costs. The

• 

• 
- intrinsic features of zero—base budgeting whereby all costs,

current as well as proposed , were revealed was found to be
an ideal means  for such an appraisal and ccntrol. This fact
was not .lcst upon the federal sector where in  reform is again
advoca ted by many.

As in the :ase of PPB and p e r f o r m a n c e  b u d g et i n g ,
zero—base budgeting draws its impetus flcm groups with
diverse mctives. On tne one hand is the taxpayer who
perceives gcvernment (particularly at the national level) as

not only tcc big, ineffective and wasteful but as growing
bigger and more ineffective. The resulting ~axpayer
resistance to any noticn of higher taxes places a severe
ccnstraint ca those who would propose ne~ programs — -the
politician. As indicated in the following tablef6l], the

• growth in government spending has been paralleled by an
increase in “uncontrollable ” expenditu;es (for example

Social. Security payments)
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Spending $134b $375b
• Permanent Approp 550 165b

Uncontrollable 59% 77%

Paced by the rapid growth of unc cntrolldble spending and tne
commensurate shrinkage of discretionery funds , it aas become
apparent to bureau crat and politician alike that new
mechanisms ci choice and management are necessary. That
such a change is occurring is attested to by the comments of
Senator Abraham Ribicoff (Democrat, Conneticut) who , baying

watched Ccngress cater to each prcgraa’s narrow
ccnstituencjes for thirteen years, now states —

“sure there are small constituencies behin d
each program , but there ’s a bigger
const .tuency out there that’s tired of
toc—big government , and thcse small
constituencies can ’t stand up against
that • “(62 J

A further indicatcr ci change was the passage ci the

• Congressional Budget and Impoundment and Control Act of
1974. While havin g as its primary impetus the excesses of
the Nixon Administration , uncontrollable and backdoor
spending were to be no small factors. Furthetmcre ,
icilowing in the wake of the macro perspectives of the 1974
Budget Act , cane a proliferation of micrc budget review
techniques, the most important being Senator Iluskie’s
Government Iconom y and spending Refor m Act of 1976
(proposed) which included both Sunset and zero—base
budgetin g prcvisions . Sponsored by over 50% of the Senate,
and with similar support in the House, Nuskie ’s proposal was

• 
‘ nc small measure of Congressicnal support for the zerc—tase

rationale.
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on the cther hand , and not unrelated to the taxpayer ’s

• ccncern , certain politicians have lent tc zetc—base

budgeting a more positivist role. Take for example
President Carter who finds in zero—base budgeting a means of

reducin g the uncontrcllable portion of the budget and
inefficiencies so as to provide more discretionery ftnding
to be used in new , much needed prcgrams. Witness Carter ’s
comment that

“...there is no inherent conflict between
careful planning tight budgeting ane
constant manageinen-~ reassessment cn the cn€
hand , and compassionate concern for the
deprived and afflicted on the cther. W~stean~ • inefficiency never red a hungr y child ,
prcvided a job icr a willing wcr~er, or
educated a deserving student .”(63)

Indeed it is president Carter ’s stated objective to increase
public services by reducing such waste and inefficiency
through the budg et review prccess.

Regardless of whether the end cbjective is to return
funds to the taxpayer ’s pocket or reallocate them tc sccial
welfare prcgrams, zero—base budgeting fits nicely into the
political, social and economic trends of th~ 1970s. Even
more than a method of attaining such objectives however ,
zero—base budget ing cffers both legislator and bureaucrat a
means of coping with the massive detail of infcrization
implicit in review of the federal audget. Indicative of
Congressional concern in this regard are the comments of
Senator Ecilings (Democrat, South Carolina) —

“ Everyon e in this body is familiar with the
difficulty of trying to evaluate and decide
i~p cn hundreds  and hundred ~ of budget l ine
items and programs , and f i t  t h e m  into a
coherent and adequate picture ci where we
are...and where we should be heading... ”(64

and Senatcr Brooks (Republican , Ma ssachuse tts) —
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“...Congresz also needs to have available
appr opr ~.at~.on requests on a simplified basis .
Appropriations report e~ on a prcgzam basis
would be far  more meaningf ul tg us ,than thqse

• reported on an object classification • basis,such as we follow today. Appropriations
requests relating to expenditures for
personnel, travel, supplies, equipment, etc.,
of an entire depa;twen t are mea~iingless Sc
f a r  as determining prog ram p;lgrities is
concerned. Appropriations priorities must be
based upon act ivi ty needs and benefits. ”(65 ]

Through its decision packages and rankings, zerc—base

budgetin g provide s a perspective from which the budget can
be viewed as a who le w ith prcgram and activity needs and
benefits clearly defined. Whereas the prcg raw orientation
of PPB was scmevbat premature and viewed with suspicicn by

Congress , the packag e s t ructure  of z erc—ta se  budge t in g  may
be just “what the doctor ordered .” That such a new approach
was accepted as more than the musings of budget critics, is
reflected in the following comments contained i.n ~~~~~~~~~~

-

“Even  on Capitol Hill  past critics of line
item programs , usually on the basis Cf ccst
overruns , wil~. f i n d  the mselves increasingly
out of tun e with their colleagues. Ip short,
a greater number of Cçngressmen than in more
than a decade will , be paying greater
attention tc threat estimates than to pet
hardware pro jects. “(66]

Thus f r om  both the wider  perspective of eccncaic, pclitical
and social t rends  and  the  mechanics ci budget r ev i ew ,
zero—base budge t ing  appear s to have found fer t i le  grcur d  for
grow th.

Perhaps most significant to the survival of zerc—base
budgeting, is the fact that its support has come frcn not
cnly the Chief Executive but from pcliticians and
legislatcrs, a circumstance nct so evident in previous
execut ive reforms.  W ith President Carter  having placed
himself  at the  helm of a re form m o v e m e n t  parallel ling
Congzessicnal interests, one sees a fortuitcus linkage of
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the zero—base budgeting process and the envircnment in which
it is being pursued.

C. INPLE~EN1ATION IN THE FEDERAL SECTCR

A].tbcugh not discounting the ccntributior of
environment , the lessons of past reform efforts also place a
substantial premium cn impleme ntation strategy. Prom both
these lessons and those of of current ze:c—base budçeting

applicaticns, certain basic ingredients for successful.
implementation have been defined and include

—top management commitment and leadership.

—adequa te  consideration of human factors in
system implementa t ion .

—ade quate planning in both systems design and
deve lopment  ci p r o g r a m  objectives.

—imaginative adaptaticn of the system tc
management need s and styles.

Using these ingredients as a guide , an assessment of the
current  e f for t s  to implement zero—base budgeting in the
federal, sectcr can be wade. Bather than reiterating a
descripticn of the federal approach, which can be found in
cNB Bulletin 77—9 and is not surprisingly like the ccncept

• defined in Chapter IV, such an assessment is made in the
following paragraphs.

1. 
~~~

In his 1976 presidential  campaign , Pres ident  Carter vc w ed
H
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to achieve a coiplete overhaul and ceorganizaticn ci the
federal bureaucrac y and its budget system. Following his

election , any doubts as to his commitment were dispelled by

his immediate application of the concept to the White House

and subsequent memorandum , dated 14 February 1977, tc all

departments and agencies advising each

“...to develop a zero base system within your
agency in accordance pith instructicns to be
issued by the Office of Management and
Budget. “(67)

Appointed to hea d the Office of Management and Budget , twc
individuals , Mr. Bert Lance and Mr. James McIntyre , whc had

both been deeply involved in the Gecrgia prccess,
immediately began to prepare these instructions. To meet

the immediate problem of promulgating budget guidance ,

• design ci the system and development of instructions was not

accomplished in a vacu un by a special staff but instead

assigned to the permanent  Budget Review and E x a m i n a t i o n
Civisions. By so doing President Carter, Lance and McIntyre

• - have deacnstrated that zero—bas e budgeting is to be “the
decisio n making p rocess.” Such comm itment has further been

emphasized by an unprecedented Spring Budget Review in which

agency and department heads participated with President
Carter directly in the definiticn of those issues tc be
highlighted by the Fall zero—base reviews. As if this were
not sufficient to demonstrate his commitment , President

Carter has furthermore established as grcund rules icr the
fall budget appeals the primary role tc be played by
departmental and agency rankings.

125 

— - • • ••,_
•• - • —•—••— — -_ ——•—— • —————— _ 



p.- —‘c-- • - ---•-—- --- -- -  —• --- —‘—‘------ • — - -  •—---- •--•-

~~~~

•

~~~~~

- -——---.—.-- •-- - — —----••.--- -•---—- - •—--• - —---—--•--•-‘—,--—•--— -•- —-—- -- •

~

-- --•---- —_----— —-- ~~~—~---,: ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ -• • - •_ - -—------—-—• --—----— - .—~~ —••-—- -_— --—,u~~

(

I

- To date the commitment Cf top management to zerc—base

budgeting has been quite evident. While zerc—base budgeting

will not in its first year, in all probability, have
permeated too deeply into the federal bureaucracy, the
demonstratico of top manageme nt support will certainly
facilitate further expansion in the future. At least it is
clear that the Carter Administration has put to work many of
the lessons derived from past reform efforts.

2. ~~~~~~~~ erat~ 2D ~ li~a~~n !~~tcL~
Having followed on the heels of the failings and

controversy of PPB , zero— base budgeting has most assuredly
encountered considerable resistance. Perhaps in
anticipation of such resistance, President Carter, Director
Lance and Deputy McIntyre have attempted tc incorporate into
the systems design , to the greatest extent possible , the
participation of all those involved. For instance , both

- Carter and Lance have met repeatedly w ith Cabinet officials
to explain the process and emphasize Presidential

commi tment. The fiscal officers of federal agencies have
been - given the op portunity to comme nt on draft CMB

instruct ions.  . Liaison bc -tw een 0MB budget  examiners  and
agency budget perscnnel has been firml y established. Cu May
23 , 1977, these agency personnel, numbering several hu n dred ,
were to meet with President Carter and to be assured ci his
ccmmitaent.

Perhaps most indicative of the jcizt participation
has been the extensive involvement of all parties, CME (at
both examiner and division level) and agency, in
accomodatin g agency needs and achieving joint agreement on
specific aspect s of the zero—base budgeting process. Such

• 
agreements  have  included , but have not been limited to, the
specific issues of decision package prepara t ion ,

consolidaticn , ranking and justificaticn as well as a bcst
ci more technical budgeting issues. Furthermore such
involvement has not been limited to 0MB and agency s t a f f s
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but  has extended to the Congressional Appropriations
Committees, Budget Committees, the General. Accounting Cifice
and Congressional Budget Office. The existence of such

• close wcrking relaticnships and dialogue between all
involved is substantial evidence that zero—base budgeting is

nct fol].cving the same path as PPB. Whether such

relationships can be perpetuated to lower levels of the
bureaucracy remains to be seen. Clearly though , zerc—tase
budgeting has had a gocd beginning .

3. ~~~~~ ~~~~~~~ ~n Systems Des~~n an d Prc~~~j

With respect to systems design, zerc—base budceting
in the f ede ra l  sector has not had the l u x u r y  of
pr e— imple m enta t ion  tests character istic of pr ivate  sector
applicat .~cns. Instead , follcwing the example of Georgia and
necessitated by the perceived political time constraints of
the four year presidentia l term, zero—base budgeting has
been applied across all. agencies subject to executive budget
review. Having had little time for adequate preparaticn , it
is probable that success in its first year of
implementaticn , FT 1979, viii. be somewha t limited . Perhaps

just as in Georgia , considerable time will pass before all.
ci its problems have been fully identified and soluticus
found. Whether zerc—base budgeting can survive the prcblems
and associated frustrations arising f r o m  tu tested , across
the board implementaticn will depend a great deal upon the
persis tence of the considerable top management  c om m i t m e n t

already witnessed.
Nct unrelated to the above is the planning of

activity objectives. Despite the legacy of analytical
rescurces remaining after PPB, program planning and its
linkage to budget ing remains a critical weakness in federal

• budgeting. Por all the reasons cited in Secticn C of
• Chapter III and Section C of Cha pter V~, the d~ivelopaent of

objectives upon which to base budgeting has never been fully
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.1
accomplished except in a few instances such as Defense .  For
this reascn alone, it would be wise not to expect too mucn

from zero—base budgeting in the immediate future. While

statement of specific objectives and quantifiable measures

ci performance may be lacking in the initial. years,

zero—base budgeting should soon force iiprcvements in this

regard. As indicated in Chapter IV, zero—base budgeting

• vii]. serve not only to call attention to the lack of
planning but will also through its decisio n units and
packages facilitate definitcu of the input—cutput

relationships that enable such planning. Until such time as
this can be accomp lished and institutionalized , strong top

• management leadership and persistence will remain at a
premium.

4.  ~~~~~tipn q.~ ~~

• OMB ’s implementation strategy, including all of the

above, can best be characterized as a. decentralized one. In
this regard CMB has taken the position that whilE the
ccnceptual framework and genera l rules can be specified , the

diversity ci federal organizations, each with its

idiosyncracies, renders the promu lgation of a single
detailed apprcach unwise. Instead each agency has been
allcwed to address its own reguirements and to develcp its
own applicaticn of zerc—base budgeting . Unlike PPB however ,
agencies have not been left entirely cn their own but
instead have been guided by the President’s Spring Eudget
Beview decisions and by the not unsuostantial agency—OMB
liaison ccncerning decision packages, ccnsc lidations and
rankings. Since the rigidity of PPB as applied in civilian
agencie s was cne of the principle factors in its demise , the
flexibility is particularly evident in the way zerc—bas e
budgeting is being approached in the Department of Defense.
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t. THE £E PA ET M ENT OF ~E Z E N SE APPRO A CB TO Z EB O—B A SE
BUDGETiNG

Shortly after its release, the President’s 114 February
1977 meacrandum was relayed by the Secretary of Defense to
each of the Services. In so dcing each Service was advised
to prepare  plans for implement ing zero—base  bud ge t in g  as
part of the FT 1979 budget process. Accordingly, each
service developed a unique approach, consistent with its own
decision making requirements. One such approach , t h a t  of
the U.S. Navy, is described in some detail in. the fcllcwing

• 
~~r~graphs. An alternative approach is then offered for

• implementaticn in the 1980s.

1. c~;~
j
~ ~~~~~~~~ ~~~~~~~~~~~ .~ croa~~

The Navy ’s approach to zero—base budgeting is not
substantially different from the way prior year budgets have
been developed except in terminology (e.g., decision units,
decision packages , etc.) used. 0MB officials have been
thoroughly briefed on tefense PPES and have agreed that it,
tc a very large extent , accomplishes what z€rc—base
budgetin g prcposes. In this regard , muc h of the Navy ’s
budget has been subjected to a zero—base evaluation during
the programming phase. Certainly the majcr p~ocu:ement
accounts (Weapons Procurement Navy, Aircraft Procurement

• N a v y  and Ship  Construction Navy) and Research , Development ,
Test and Evaluation account are zero—based during the
programming phase. These a lcne comprise ap p rox i m a t e ly  44%
of the Fy 1978 Presidential Budget. Adding to this the
personnel appropriat ions whose requ irements  arise out of
force level decisicns and the Military Construction
appropriation requ est which is justified ftc, zero up each
year , the percentage increases to abcut 63%. Additicnaily

certain portions of the oper ating acccunts have been
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zero—based, for example , flying and steaming hours and depot
maintenance (ships and aircraft) . Because the programming
phase of PPES acccmplishes much of what zenc—base budgeting

sets out to do, the Navy ’s approach has been to use £PE as a
f r amework  to which certain of zero—bass budgeting ’s sore
useful attrilutes are added.

In view of the above , t h e Navy ’s apprcach  to F! 1979
budget development is to use the FT 1979 Program Objectives
Memorandum (POll 79) as a starting point (assuming that most
of what is included has been subject tc a zer c—base r e v i e w ) .
Throughout the programming process, adjustments to the

• Department of the Navy Five Tear Program (DCNBYP) are made
by program element , adjustments which can be tracked by

budget activity, appropri ation and major claimant. The POM

• r ecpresents  the SECNAV recommended  p r cgr am and is supported
by recommended changes to the Defense FTDP. As such , majo r
claimant and budget activity control totals are derived from
the PON and provide the constraints for claimant budget
development. The Secretary of Defense then promulgates a
Program tecision Memorandu m (PDM) which either approves the
Navy POM or makes adjustmen ts there tc , thus re9uiring
subsequent adjustment of claimant constraints. Because the
PEN is issued after the claimants have commenced budget
development , the PCM claimant and budget activity totals are
t he  f o un d a t i cn  of the Navy ’s FT 1979 z e r o — b a s e  budget .

With respect to the major claimants , the Navy has
genera l ly  def ined the decisicu unit to be each a p p r o p r i a t i o n
or fund. (Fcr submission to the Secretary of Defense,
however , major  claimant inputs  are consclidated by Navy
headquar te r ’s analysts  into deci sion units closely
resembling the Program Budget Decision (PEE) structure of
previous  yea r s . )  Add i t iona l ly  each c l a iman t’ s budget
submission is to include a prioritized listing of increments
and decrements to meet varying levels of funding icr each
appropriation. These proposed increments and decrements are
ccnsidered the equivalent of claimant decision packages.
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With  respect to the  va ry ing  levels of f un d i n g  f o r  each
appropriation , three alternative levels have been specified
for F! 1979 budget development by the claimants. The Basic

Level, is as in previous years and w ill reflect the EON

claimant totals as adjusted for pricing changes (pay raises,
etc.) . The Minimum Level is defined as the FT 1978

President’s Budget as augmented for pay raises. A
prioritized listing frcm the Basic Level tc the Minimum
Level is to be reflected in each claimant’s submission . The
Addendum Level will include those programs which could not
be accomcdated within the Basic Level and is attained by
adding a prioritized listing of increments (act to exceed 3%
of the Basic Level) to the Basic Level. The range of budget
alternatives provided by the above for FT 1979 is
approximated by the following:

Total

• Npvj  OLMN

Addendum $47.2B $12.3B
43.6 11.9

Mi nimum 39.7 10.9

For the FT 1979 budget development exercise, major
claimants are assigned the initial responsibility for
ranking/prioritizing increments from the Basic Level to the
M inimum Level . No priori t ization of programs within the
Minimum Level will be accomplished . Upcn receipt of the
claimant  ~ubaissions bcth t h e  Minimum Level budget and f i rs t
and  seccnd inc rementa l  l i s t ings thereto  will be “ scrubbed”
by Navy budget analysts to ensure correct pricing and
validity. At this pcint the impact of the Navy ’s approach

• - tc zero—base budget ing is most recognizable. Botb the

• submission ci increments and decrements by each claimant ;
• the necessity to coordinate prog ram and organizaticr&al

interdependencies ; and the building and ranking of balanced
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al ternat ives  represent a substantial change  to the  rcrial
• way of dcing business. Since these increments and

• decrements represent proposed changes to the SECNAV EON,
program analysts as well as numerous  sponsors mus t  be
brought  more explicit ly into the budget  review process.
What  will result may very well be a new decision s t ruc tu re,
incorporating more of a program empha sis , superimposed on
the budget  phase of PPE .

Perhaps the most difficult problem generated by the
Navy ’s approach to zero—base budget ing is tha t  of d e f i n i n g
and r ank ing  decisica pac kages.  Unl ike  Texas  I n s t r ume n t s
Inc. and various state governments , discrete decision units
are d i f f i c u l t  to defin e in DCD except at such macro levels
that their utility is doubtful. Interdependencies of
programs , funct ions , activities, etc., appear  the rule vice
the exception. How one sorts out these dependencies is a
crucial unanswered question. If, for example , an increment
for additional F—18s is identified by one claimant in the
Aircraft Procurement Appropriation , increments should also
be included by other claimants for aircraft maintenance and

training in the Op eration and Maintenance Appropriation and
for direct military pay in the Military Personnel
Appropriations. Inclusion of one decision package increment
without all ctber interdependent packages would result in an
imbal anced budget . With numerous claimants involved , the
coordination problems become substantial if not

cverwhelming. What is attempted is the construction , nct of
a listing ci discrete decision packages as in the case of
Texas Instruments , but instead a list Cf alternative
balanced budgets, each consisting of numerous
cross—organizational and cross—program units.

2. ~~~~~~~~~~~~~~~~~~~~~~~ the 
~~~~~~~~~~~~~~

- - Th e N a v y ’s approach tc zero—base budget ing in F!
1979 is somewha t  d i f f i c u l t  to f i t  in to  the c~ nceptual  model
deLined in Chapter  IV. From a budget perspective , the
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approach taken appears not so much as zerc—base budgeting,
but instead as a cont inua t icn  of PPBS with  a f o r m  of
incremental analysis completing the process. Certainly the

tile constrained atmosphere wi th in  which zerc—base budgeting
• implementation has been required is a primary factor leading

to this apprcacb . Perhaps from a wider perspective it can

be argued that , since a large portion of the Navy s prcgrams

• are subjected to a zero—base evaluation, the current
• approach is not inccnsistent with Chapter Iv’s model.

• However , since 0MB has decided not to fcrce substantial

• changes cn Defense PEBS , it does not appear appropriate to

proceed through the detailed analysis of alternatives in the
• programming phase and ~~~~ develop a zero—base budget which

subjects the approved programs to an unsystematic
reformatting into decision units, packages and alternative

• levels.
• In the following paragraphs , the author outlines a

• recommended approach tc zero—base budgeting in the 1980s.

In so dcing, FT 1979 is treated as a transition period and
not used as a basis for further development . Insteaä the

• author strays not tco far frcm the existing Defense EPBS
process, placing emphasis on that informatict and analysis

• which flows through the process vice changes to the process

• itself.

• a. Planning

Eirst of all, the existing planning phase of

PEBS need not be changed but shculd instead be strengthened
by greater White House, National Security Council and

Congressicnal policy guida nce. If budget development and
subsequent budget review is to serve a purpcse, that is, the

- 
attainment of national security, each must be based upon

• cbjective threat assessment , agreed upon strategies and
policies and the assignment ci specific responsibilities for

• strategy execution. Until the threats, strategies and
policies hav e been ident i f ied , the a l te rna t ive  means  ( tha t
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is , decision units) and alternative levels cf performance

• i (decision packages) fo r  strategy 
• 

execut ion cannct  be
defined. Although P285 has accomplished much toward  this

• • end since 1S61 , considerably mcre remains tc be done in the
way of linking JSOP assessments and secretarial guidance.

• Notwithstanding the need for such improvements , zero—base
budgeting can be effectively used within the existing
planning framework nct only to define the optimum mix of
activities in pursuit of a given strategy, but as indicated
previously, as a better basis for definition of that
strategy.

b .  Decision Uni ts

A product of the plannin g process should be the
identificaticn of basic missicns for which the Department of
Defense is tc be held responsible. An exaaple within the

Navy might be Sea Control with subordinate missicns of
• Anti—Air Warfare, Anti—Submarin e Warfa re  and A n t i — S u r f a c e

Warfare. Within each mission classification there are
various required capabili-t’ies necessary to meet the
potential threat(s) . Within Anti—Air Warfare for example
there is the need to destr.cy anti—ship missiles and
aircraft . The means to accomodate such needs are found in
the varicus groupings ci progra m eAements, i.e., integrated
ccmbinaticns of men , equipment and facilities which tcçether
constitute an identifiable military capability.

Since it is the smallest aggregation of men ,
equ ipmen t  and facilities whose output  contributes directly
tc iaissicn needs and to which activities can be related
without regard to apprcpriation or claimant, the prcgram
element is ideally suited for and is reccmm ended as the
decision u n i t .  Progra m elements are an inherent part cf the
existing resource allocation decision piccess , are an
integral part of the existing ccaputerized Five Tear Program
structure and are under the ccntrol of specifically assigned
program element spcnsovs. They are therefore tailor made as
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the decisio n units of zero—base budgeting .
I

c. Eecision P ackages

Given the massive cocrdination problems inherent

in the Navy ’s curr ent appro ach to zero—base  budge t ing ,  an
a l ternat ive  to the use of M i n i m u m , Basic and  Enhanced dcllar
threshholds is needed . An appropriate alternative

methodology is to assign the definition of performance
levels to the program—planning stage vice the budgeting

stage. Based upon planning guidance (threat assessment,
strategy, etc.) , program issues from the Secretary of

Defense and on—going force analysis, alternative performance
levels, specific and programmatic in nature , shculd be
identified fcr each mission and contributing program element
or aggregaticns thereof. For example , a Minimum Level of
steamin g hours, flying hours or sortie rates might be

• 
- established , below which a particular program element ceases

• j  
. tc be cost effective in counteractin g a given threat. The

Current Level might reflect either the existing performance
level or that which can be supported by anticipated funding.
An Enhanced Level would represent a performance capability
in excess of current mission need ; for example , a switch
from defensive to offensive capability . Within the program

• element, each alternative performance level would constitute
a decisicn package for w h i c h  the s t anda rd  zero—base
budgetin g analysis must be accomplished.

The necessary analy sis of each decision
un i t /p rog ra m element and dec ision package (alternative
performance level) can be completed in one of twc ways.

• G iven adequate cost estimating techniques , the costs and
effectiveness of each performance level can be de te rmined  by
headquarters program , mission, apprcpriaticn sponscre and
budget analysts. Raving completed such analysis, decision
packages would be ready for ranking. If such ccst
estimating technology is not available at the headquarters
level , the programmat ic  guidance fc r  each alternative
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- performance level would be promulgated tc the appl icable

major claimants. Major claimants would then build the
appropriate  decision packages and submit t hem af ter  r ank ing
to Navy headquarters for review and consolidation. The
latter method would appear most desirable in that it
introduces bottom—up participation within top—down

• structured guidance. In either case those decision units
having fcrce level implications would be analyzed fitst,
followed by those involving operation s ar id last ly,  those
involving support.

d. Decision Package Ranking

having completed the structured decision package

analysis, each would be ranked within mission area acccrding
to its relative contnibuticns in satisfying mission needs.
Tcp Navy management would then have available to it the raw
materials wi th  which to fo rmula te  a Program Objectives
Mem crandum at three levels — a minimum , current and enbanced

level. Included therein would  be rankings  of Mi n imu m ,
current  and enhanced capabilities that would provide a means
of a l locat ing resources opt imal ly  wi th in  a n y  given f u n d i n g
level with full knowledge of the risks at that particular
level.

e. Budget ing

having def ined  in the POM the alternative
performance levels and associated fu n d i n g  requ i rem ents ,
preparation of annual budget exhibits by subordinate
commands could proceed in a structured and guided manner.
Knowing the levels of performance to be achieved and their

relative pricrities~ claimants could then build decision
packages and supporting schedules, in such a way (perhaps
functionally) as to achieve end objectives mcst efficiently.
Budgeting wculd th en become not just a drill in balancing
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the books, but instead an organized and systematic process
by which decision unit/prcgra m element line managers may
pursue end objectives.

f. Summary

The foregoing proposed approach to zerc—base
budgeting is not witbcut its d i f f i culties. First of all it

• assumes the avilability of adequate measures of
effectiveness which in many areas, particularly in support
programs , have not been devcloped. A second problem is the
multi—purpose nature of certain forces and the difficulty of
pcrtraying them within any one mission area. A third
problem is the tim e constraints within which any system must
function . With adequate analysis and systems design effort
these prcbl€ms as well as the many others can be ovezccme.

Whi~.e such difficulties are hopefully tempcrary in nature,
the benefits to be derived from the above approach would be

fairly lcng lasting. Perhaps the most significant of these
is that decision unit/package development and ranking is the
product ci ccnsiderable systematic analysis, which baying
been acccmplished in the existing decisicn making prccess,
can be brought directly to bear cu the resource allocation

process.
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VII. CONCLUSION

The preceding five chapters have scught to place
zeru—base  budget ing  in t he  broad context of an evclving

‘ executive budget re fo rm movement .  The au th cr ’s purpose in
• dcing so has been two fold — f i rs t , to isolate those factors

in previcus reform efforts as well as current zerc—tase
budgeting applications that hav e either facilitated or

hindered the pursuit of rational resource allocation and,
secon& 1 y, to assess the current federal zerc—base budgeting

effort, its progress , problems and prospects.
With respect to the forme r, environment and

iiplementaticn strategy have emerged as the prime
determinants of nearly every past reform success or failure.
Political, social and economic trends have been the catalyst

for (as well as inhibitor ci) change , with top management
support , adaptability, human factor considerations and
adequate planning as the essential ingredients. Recognition

of the toregcing can surely enhance the probabilities of
success in futur e implementations of zerc—base budgeting.
Indeed it is the author ’s conclusion that initial efforts
toward zero—base budgeting in the federal arena are being
pursued nct only within a conducive environm ent but with all
the essential ingredients.

The extent to which zero—base budgeting car be
implemented as conceptualized in Chapter IV is a matter of
conjecture for which history must be the judge. Whether the
persistence of the Carter Administratio n can successfully

• compete with the ancient, but surprisingly endurable
prophecy ci Ecciesiastes 1:9 -
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“ T h e  th ing that  ha th  been , it is that  w h i chI sh4ll be and that  which is dcne is tha t
which  shall be done; and there is no new

• thing un der the sun . ”

• —remain s to be seen. Just as the more useful aspects of
previous r e f o r m s  have survived , it is nearly  certain that
the more usefu l  aspects of zero— base budge t ing  will su rv ive .
In so dcing ,  an other step toward the raticnal budget will
have been m a d e .  Perhaps this is as much as can be hcp ed
icr.
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