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chapteR 9

neW DIReCtIons In PUBLIC BUDGetInG

iRene S. RuBin

Public budgeting in the distant past was mostly a technical activity in which estimates of the next 
year’s spending were gathered from departments and presented directly to the legislative body. 
Budgeting was legislatively dominated and highly decentralized. The scope of government activi-
ties was relatively limited. A small amount of new revenue might be available each year, which 
would be divided among existing programs, more or less in accordance with their proportion of 
the existing budget. There was little reprioritization and hence limited conflict over resources. 
This model of budgeting comported well with the idea that politics and administration could 
be separated from each other, with major policy decisions made by elected officials outside the 
administrative process. Famously described by Aaron Wildavsky as incrementalism, this budget 
model underlies many of the norms and rules of public budgeting.1

Public budgeting has changed enormously over time, with implications for both practitioners 
and academics. This chapter describes major issues and trends that have occurred since the 1921 
Budget and Accounting Act, and outlines budget reforms that must occur to keep pace with these 
changes.

BUDGetInG AnD PoLICy DeVeLoPMent

Budgeting has become much more policy laden and conflictual in recent years.2 Policy and partisan 
conflicts often hold up the budget, sometimes past the start of the budget year. In 2009 alone, on 
Tuesday, June 30, just before the beginning of the new fiscal year, fourteen states lacked a final 
budget. Half resolved their problems in some way before midnight, but seven states began the 
new fiscal year without a signed budget. Pennsylvania has missed its June 30 deadline every year 
since 2003.3

Especially during times when the economy grows slowly and revenues fall behind estimates, 
cutbacks pose the possibility—and need—to reprioritize. These problems occur at all levels 
of government. Even small cities may have to decide how much they can afford for streets 
and sanitation, police and fire protection, and education. Unions, nonprofits dependent on the 
public budget, and program advocates sometimes round up supporters to sit in at council meet-
ings where the budget is being decided. These decisions are controversial, often political, and 
clearly policy laden.

Not only is policy made through the budget and the budget made through policy decisions—
as when a new drug benefit was added to Medicare—but the processes of making decisions 
themselves have become more policy laden and therefore more contestable. At the national 
level, in recent years, the term budget process has become oxymoronic, because a process 
suggests a list of rules, followed in sequence, known by the participants, and repeated from 
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year to year. But the reality has been that the budget process has often been invented on the 
fly, during the year.

Part of the trend toward greater politicization of budgeting has to do with the increased scope 
of government and the different tools and program designs that are now in frequent use. Since 
the Great Depression, there has been an expansion of the use of and size of entitlement programs, 
which grant money directly to individuals or other levels of government when they meet certain 
requirements. Programs such as Social Security benefit huge numbers of people who form not 
so much an interest group as an interest class or sector of society—in this case, the aged. The 
political difficulty of reducing benefits of this sort to those who are dependent on them is evident 
in the description of Social Security as the third rail of politics—touch it and you die politically. 
Thus, the old model, which downplayed the public as a major budgetary actor, has been replaced 
by a different model.

neW BUDGetInG MoDeL

Government at the national level and to some extent at the state level as well has taken on a 
greater role in the economy and in doing so has added a variety of new tools, including insurance, 
loans, loan guarantees, and even (temporary.) equity purchases. (Figure 9.1 highlights major dif-
ferences among federal, state, and local budgeting.) Tax breaks for businesses or industries add 
to the mix, along with economic development tools, such as tax increment financing, that allow 
cities to spend money from other overlapping governments on economic development projects. 
These tools generate not only supporters outside of government but also potential conflict between 
governments in the same geographic area.

Many more actors get into the budget process than envisioned in the early models. One con-
sequence is that some portions of the budget are protected by powerful interests. Rather than 
across-the-board cuts that seem on the surface fair to all, reductions in spending conform to 
what is politically acceptable. Moreover, one set of interests may push for spending increases 
while another argues for limits on taxation. To the extent that both are accommodated, the result 
is structural budget gaps, making deficits and their elimination a common feature of budgetary 
politics. Since people fight hard to keep what they have, efforts to rebalance the budget often are 
fought intensely; they are not a set of technical decisions quietly addressed by professional public 
administrators.

With much more at stake, the issue of who controls the budget has taken on more urgency. 
During the early 1900s, legislative controls shifted more to the executive. In New York, Illinois, 
and Maryland, the governor got nearly complete power over the budget. The 1921 Budget and 
Accounting Act at the national level shifted some power to the executive from the legislative 
branch, with the result that budget power was more evenly distributed between the two branches. 
This balance has not been stable or without controversy, however. When delegated powers were 
abused in the 1970s, Congress took back some of that delegated power by enacting the 1974 
Congressional Budget and Impoundment Control Act.

At the state level, in those states in which the governor was granted a disproportionate 
amount of budgetary power, legislatures have fought for years to regain some influence.4 In 
other states that were more legislatively dominated, power has shifted slowly more to the 
governor.

The tension between the executive and legislative branches over budgeting power has 
shown up even at the local level. Several large cities (e.g., St. Petersburg, Florida; San Diego, 
California; and Rochester, New York) have in recent years changed from a council manager 
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form to a strong mayor form, with an accompanying increase in executive budget control and 
enhanced veto power.

BUDGetInG As A PoLItICAL exeRCIse

Budgeting is inherently political because it allocates to some purposes and not to others and benefits 
some at the greater expense of others. In addition to this inherent political content, the long-term 
trend is toward greater politicization and greater policy content. As this has occurred, the amount 
of conflict also has increased. The traditional techniques for keeping the level of conflict in control 
seem insufficient for the modern budget, sometimes bringing budgets into deficit—to appear to 
satisfy all claimants—and sometimes bringing the budget process to a standstill. Budget processes 
need to be able to deal with this increased scope, increased politicization, and increased conflict. 
The norms of budgeting, and the ways we describe budgeting, the concepts, have not necessarily 
kept up with this new reality, which requires new ways of thinking about balance, prioritization, 
participation, transparency, and accountability.

Budgeting has come a long way since its origins, with many waves of reform proposed and 
actually implemented—though the scholarly community has often focused on the reforms that 
did not seem to take hold rather than the ones that did.5 But we seemed to have run out of reform 
proposals, calling on the old ones again and again, such as performance budgeting, or balanced 
budget amendments. The Federal Budget Concepts, created by a presidential commission in 1967, 
presents requirements for making the budget easily interpretable, and able to address simultaneously 
the needs of the economists and those of administrators. Although there has been some important 
work since 1967 on how to present loans in the budget, the budget concepts themselves have not 
been subject to a comprehensive review. As budgeting has evolved to include many different types 
of programs, including entitlements, loans, loan guarantees, and investments such as the purchase 
of equity shares, the concepts have not kept up.

Budgeting has continued to change in major ways, generating a new set of problems. It is time 
for some major reforms. Some of the research that needs to underlie such reforms has already 
been done, while other pieces are still to be carried out.

Figure 9.1 Budgeting Differences Among Federal, State, and Local Governments

1. The federal government can borrow to balance its budget, and it need not balance its budget 
each year. State and local governments, while they may borrow to close gaps sometimes, 
generally are required to balance their budgets each year. They do not always succeed, but they 
often try mightily to do so.

2. The national government has a much greater role in the economy than do state governments, 
and both have a larger role than local governments, which generally are too small and have 
borders too permeable to have much effect on the economy.

3. The national government and the states, sometimes in partnership, offer entitlements, the local 
governments much less so or not at all. Thus, the policy implications of entitlements affect local 
governments much less than they do national or state governments.

4. The national government and the states both have independent functions, the states are 
not technically speaking subordinates of the national government, but the local governments 
are creatures of the states and hence have much less autonomy. The states are also more 
responsible for the finances of the local governments.

5. Separation of the executive and legislative branches is much more clearly institutionalized at the 
state and national levels than at the local level, where the chief executive may be picked by and 
fired by the legislative body.
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exPAnDInG BUDGetInG BeyonD InCReMentAL AnnUAL Costs

One of the major changes in budgeting has been the addition of different kinds of programs that 
do not have the characteristics of traditional budgeting, including entitlements, tax expenditures, 
grants, loans, loan guarantees, insurance, and equity shares.6 Those who continue to consider public 
budgeting incremental have to focus on an increasingly small share of the budget, particularly at 
the national and state levels.

At the national level, so-called mandatory spending, for entitlements and interest on the debt, 
is about 60 percent of federal outlays; the traditional programs that were “controllable” through 
votes each year, and that grew a little each year, now occupy less than 40 percent of the outlays. 
By contrast, in the early 1960s, mandatory spending was about 32 percent of outlays.

It is difficult to summarize the state experience, but as at the national level, entitlements are 
taking a larger percentage of the budget. In Maryland, for example, two thirds of the general fund 
appropriation is mandatory spending.7 For Medicaid alone, the most important entitlement program 
at the state level, Maine, Missouri, and Pennsylvania spent more than 30 percent of their budgets 
in 2007. The national average was at that time 14 percent.8

Recent efforts by the national government to bail out companies and prop up a failing economy 
highlight both the expanded scope of the government and the variety of resources and program 
structures that are used. The variety of these resources challenges traditional budgeting norms and 
concepts, such as annuality, balance, and consolidation, and introduces more risk and uncertainty 
than public budgeting has been used to. Many are not structured for annual review and funding; 
they may not last a full year, or they may go on indefinitely. Entitlements may be perpetual, and 
government bailout loans may be for months, rather than years.

It is not only the duration of different programs that varies; different jurisdictions dependent 
on each other may have different fiscal years, so that some revenue sources may be determined 
during instead of before the beginning of the budget year. This adds to the level of uncertainty in 
the budget. For example, at the state and local levels, if the donor government and the recipient 
government have different fiscal years, grants may have different fiscal years than the rest of the 
budget. In Michigan, the state fiscal year begins in October, while nearly all the local governments 
begin their budgets in July, with the result that the local governments have to guess at the state 
allocation, and then wait three months to see what the state actually does. Schools hire teachers 
they may have to lay off at midyear, while cities may hire police officers or firefighters they later 
find they cannot afford.9 The state of Illinois begins its fiscal year in July—though it sometimes 
doesn’t complete the budget on time—while many of the local governments in Illinois begin their 
fiscal years in April or May, well before they know how much the state will give them.

Some spending, such as for loan guarantees and insurance, is contingent, rather than actual, 
meaning that some unknown portion of it will end up as a government outlay. Even expenditures 
that are not contingent may be known or understood only within a range. Loan dollars going out 
the door are known, but what proportion of those loans will default, and hence the real costs of 
the program, remain unknown until the end of those loans. These numbers are thus estimates, 
spongy, accurate only within a range.

The variety of characteristics of each of these resources means that they do not add to each other 
in a meaningful way. For example, numbers that are more spongy should not be added to those 
that are more precise; estimates for tax expenditures do not add to each other, let alone to other 
spending figures. While budgets have always been estimates, on both the revenue and expenditure 
sides, the numbers in different parts of the budget have generally been comparable, so that adding 
them up across accounts and programs makes a kind of sense. The more different the resources, 
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the less sense this process makes. One cannot meaningfully add a total of tax expenditures, which 
is itself not meaningful, to loan guarantees or other forms of insurance that are not direct outlays, 
to spending for stock purchases, which are themselves a form of money, but which have value 
that varies from day to day. That these different resources do not add up meaningfully and occur 
for different periods of time, rather than a single fiscal year, brings into question what balance 
means and how to calculate it.

BUDGetInG AnD entItLeMents

One of the main changes in budgeting over the years has been the creation and expansion of en-
titlement programs. The entitlements occupy the majority of the federal and large portions of state 
budgets. The characteristics of mandated spending are therefore critical not only to understanding 
budgeting as it has become, but also to highlighting current problems in public budgeting.

Entitlements merge program design and budget approval into one step, because the costs of the 
program are inherent in its design. Once the program has been approved, the costs of the program, 
the dollar outlays, are determined not by the legislature or the executive on an annual basis, but 
by the number of recipients who are eligible and the costs of delivering the service. This feature 
has a number of consequences.

One consequence is that budgeting for entitlements is either multiyear or so-called no year, 
which means it keeps on going; it does not need or indeed allow annual spending approval. This 
feature has led to the concept of “uncontrollables,” which refers to spending that cannot be directly 
determined each year the way operating expenses are determined in the appropriations process. 
Entitlements are not actually uncontrollable but are difficult to control. The legislative committees 
that design these programs, which are not the appropriations committees, can alter who is eligible 
to receive benefits from these programs and how generous the benefits will be. Such changes may 
take years to agree on and more years before they take effect. Because these benefits are taken 
for granted and integrated into people’s lives, and because so many people receive these benefits, 
entitlement programs can be politically difficult to reduce. They may grow automatically as costs 
rise, unless there is legislative intervention.

The multiyear and ongoing nature of the entitlements and the difficulty of cutting them back 
mean that entitlements challenge the concept of the annual budget, in which revenues and expen-
ditures are determined for the following year, and balance is more or less assured. This concept of 
annual or biennial budget has been central to public budgeting but is not conceptually applicable 
to entitlements.

A second feature of entitlements is that they are automatic; they take priority in the budget. 
Other needs in the budget come after the entitlements have been covered. It is as if there were 
a permanent judgment that entitlements were the most important priorities of government, and 
other expenditures, for clean air or water, for public health, for safety, or for education were au-
tomatically of lower priority. Since entitlements are growing more rapidly than revenue, nonen-
titlement programs are being squeezed. Prioritization in the nonentitlement portion of the budget 
is increasingly limited to what to cut back or eliminate, not what to add, or what to emphasize. 
Entitlements thus force an intensification of competition between nonentitlement programs and 
simultaneously structure the process of prioritization, hijacking it in a budgetary sense, and chang-
ing the ground rules.

Entitlements challenge the traditional notion of budgetary balance. Their multiyear nature, 
the inability to control them during the annual appropriations cycle, and the interest group, class, 
and age-group pressures for expansion of benefits exacerbate the difficulty of achieving budget-
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ary balance. When entitlements are structured as trust funds, with earmarked revenues, there is a 
connection between revenues, or income, and expenditures over time, but it is relatively easy for 
projected revenues to fall behind projected expenditures, as has happened for Social Security and 
Medicare. Balance, which in this case is balance over time, is conceptually possible but politically 
difficult to realize and maintain, since the consequences of not putting in enough revenue to cover 
promised benefits do not occur for a decade or more.

It is not necessary for an entitlement to be structured as a trust fund, and there may be no ear-
marked money to pay for it. When entitlements are paid from general revenues they put particular 
pressure on the nonentitlement budget. It is possible to design and pass an entitlement without 
specifying how it will be paid for, further obscuring the link between revenue and spending.

The challenge of entitlements to the traditional way of doing budgeting, and to the basic concepts 
that underlie the field, raise a number of fundamental questions for budgeting. The long-term nature 
of entitlements, their tendency to grow over time—such as with the aging of the population—faster 
than revenue, raise the question of sustainability. What does it mean when budgeters say that at 
the present rate of growth, entitlements will consume all the budget resources and there will be 
nothing left for any other purpose? What does it mean when budgeters or decision makers say 
that the Social Security trust fund will run out of money in such and such a year? Is it appropriate 
for entitlement spending to outrun revenues for a time, with the idea that there will be lower costs 
later, or more revenue? What does balance mean in the entitlement programs, and what does this 
definition mean for the rest of the budget, which has had to make room for the entitlements?

CoPInG WItH entItLeMents

One approach to addressing these knotty problems is to make the entitlements go away, at least 
from a budgetary, if not from a policy point of view. If the nature of the entitlements could be 
changed from a requirement for unlimited spending depending on the number of eligibles to 
spending up to a given ceiling, then the amount of spending on an annual basis would be control-
lable and predictable and would interfere less with the nonentitlement portion of the budget. The 
burden of uncertainty would be shifted to the recipients, who would not know whether they would 
get benefits or how much they would receive, because their benefits would be dependent on the 
number of applicants, which for many programs would not be totally predictable. The effect of a 
cap on spending would be to limit benefits, which biases the outcomes in the policy direction of 
reduced services. Thus, this solution has been controversial politically. At the same time, spend-
ing caps do not directly control cost increases. Costs may continue to increase while benefits do 
not, making programs increasingly ineffective at providing medical care, purchasing medicines, 
or whatever the goal of the program.

Putting a stopper in the bottle or transforming entitlement programs into grant programs, how-
ever desirable, puts budgetary logic ahead of programmatic needs. It would make more sense to 
try to control the sources of costs increases, where possible. If the cause of cost increases is an 
increased life expectancy, as it is for Social Security, the solution is probably not to reduce that 
life expectancy, but to put aside more money, to invest more now, so it will be there for a longer 
period of time, and possibly to adjust the age at which people become eligible for Social Security. 
Restructuring or redesigning the programs is thus one approach.

A second approach is to pay more attention to the interrelationship between entitlement pro-
grams and nonentitlement programs. Increased spending in the nonentitlement portion of the 
budget might well reduce costs in the entitlement portion, or at least control growth. Spending 
on public health, on clean water and clean air, can reduce costs for Medicare and Medicaid, for 
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example. Maybe drug costs can be controlled if the government assumes the costs of invention and 
development of new medicines, which is one of the reasons why drug companies charge so much 
for drugs. Spending on particular programs in the nonentitlement portion, including regulatory 
programs, can help slow down the growth of entitlements and make them more affordable, and 
in the process reduce the pressure on the rest of the budget. Programs for identifying and either 
weeding out or reeducating doctors who make frequent or serious mistakes may reduce insurance 
costs and lawsuits.

More research needs to be done on the budgetary interdependence among programs, so that 
the effects of cuts in one place on other programs and other governmental units will be clearer, as 
well as the impacts of increases in one portion of the budget on reductions elsewhere. If increases 
in entitlements routinely push out spending on nonentitlements, a long-term negative cycle may 
be put in place.

ACHIeVInG BUDGetARy BALAnCe

While entitlements clearly violate the idea of an annual budget because they are multiyear or no 
year, they may be viewed over a given number of years, such as forty years or seventy-five years. 
Projections are made for this time period, in terms of likely number of beneficiaries and likely 
costs for each beneficiary. The point at which revenues fall below expenditures may be dozens of 
years off, and even though balance may be easier to achieve if done further in advance, the sense 
of urgency may not be sufficient to warrant legislative action. This has created a cottage industry 
of policy analysts designing various triggers to force action short of a catastrophe.

The concept of balance needs to be altered somewhat to fit long-term programs. They need 
to be dealt with in two phases, the first a projection over a given period of time, of revenues and 
expenditures, and the second a rematching of revenues and expenditures over that time period. The 
second step may be invoked if any of the underlying assumptions behind the projections changes 
in a given direction a given amount. The rematching should be based insofar as possible on what 
has caused the estimates to change. So if people are living longer, then perhaps the retirement 
age for benefits should be increased; if the costs of medicine are rising, then perhaps the govern-
ment needs to bargain with the drug companies for bulk purchases, or engage in more testing of 
medicines or use more studies from abroad on what medicines deliver the most benefit, with the 
fewest side effects, rather than purchase whatever is newer and more expensive. If it is the cost of 
doctors that is rising, then perhaps insurance reform is in order or more control over incompetent 
doctors, and better record keeping from state to state.

What is needed here at the least is a transparent system for underscoring the assumptions un-
derlying budget projections, so it will be clear to all where the assumptions were wrong, or the 
situation is changing, and hence where to attack the problems. If there is going to be more policy 
in the budget, then we need more policy analysis in the budget as well.

Long-term budgeting is by nature imprecise; one cannot budget for forty years as if one were 
budgeting for one. This problem has to be recognized and incorporated into the budget process, 
by engaging in tentative projections, identifying the underlying assumptions, and updating and 
making corrections as changes are known. This will create a decision process closer to an annual 
budget and improve the sense of control without capping or changing the nature of the entitle-
ments. It introduces the notion of continual correction.

The idea of continual correction, of permanent budgeting, as opposed to permanent budgets, is 
particularly relevant where uncertainty is high, as it is in some entitlement programs, and as it is in 
loan, loan guarantee, and insurance programs, and more recently in various forms of government 
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bailout funds. The costs to the government of loan programs depends on the rate of interest, and 
hence the degree of subsidy or below-market interest, and the rate of default. While market rates 
of interest at the time of the loans is knowable, in theory, it is more problematic in fact because 
the government gets involved only when commercial loans are either scarce or impossible to find. 
Moreover, the default rate is speculative, especially in new programs. Past experience in similar 
programs may provide a rough guide, but actual numbers will depend on future experience. The 
result is that cost estimates are uncertain and can be specified only within a range, and can be 
modified—the brackets for the range can narrow—over time as experience dictates. This combi-
nation of reliance on history and continual correction and ranges, rather than points, is actually 
the way loans are recorded at the federal level, but these techniques can also be applied to loan 
guarantees and insurance as well, at least in broad outline.

It is difficult to understand and easy to manipulate an estimate that is not based on precisely 
known costs, because these estimates are not disprovable or obviously wrong. Working with 
spongy numbers introduces a huge difficulty in the idea of balance. What does it mean to balance 
a loan program when the costs are given only within a range? What is the point of control? When 
do you know the program is failing, or that additional revenue should be added? If revenue esti-
mates are given in points and expenditures as ranges, does balance mean that the revenue estimate 
falls within the range of expenditures? Might that not leave some expenditures uncovered? What 
attention needs to be given to trends, and the direction thereof? If the number of loan defaults 
increases during a recession, does that mean the cost of the program is increasing? Is the program 
unbalanced? When should that determination be made? The program might need constant moni-
toring, and close attention to trends and reversibility of those trends, and to segregating cyclical 
and secular trends.

As for insurance costs, or for possible loan defaults, these costs may never occur. The insured 
catastrophe may not happen, or payout may be within the revenue provided by premiums paid by 
policyholders; loan defaults may fall within the range of revenue provided by interest payments 
on functioning loans. Should one put in the budget costs that may not occur, and if so, what do 
they mean? If insurance is paid for through premiums, how should those premiums show up in the 
budget? If the government is guaranteeing loans, should it collect taxes to pay for probabilities of 
payouts over time? There are some conceptual problems here that need to be worked out.

The conceptual murk is deeper still in various bailout devices, as some of these involve loans 
that are for unknown periods of time, possibly short, possibly longer, and with an unknown fail-
ure rate. How much money is the government putting at risk since it is not a traditional loan or 
insurance program in which the risk is shared across a large number and where probabilities are 
based on averages with some successes and some failures. How does one measure risk or budget 
for it, when there is no prior history? While these problems in budgeting have been highlighted 
by antirecession measures at the national level, budgeting for contingent liability is a problem for 
all levels of government.

It is tempting here, as in the entitlement programs, to change the nature of the programs, to 
simply not record the possible spending and the loan repayment, but only the actual, as opposed to 
the projected, gap between them. In other words, wait until you know how much has actually been 
spent after loans have been paid back before recording them. Budgeting would look backward, 
to see how much was spent, rather than forward, to estimate how much will be spent. While this 
approach has the virtue of accuracy, it is not clear what the point of control would be or how one 
might ensure balance in such a model.

Another approach is to record the full amount of outgoing money as expenditure, and then 
record it as income as it comes in. This approach provides for possible control points but is likely 
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to exaggerate costs substantially and create political pressure to make programs much smaller, 
possibly too small to handle the problems they are designed to deal with. The high up-front costs 
might discourage governments from trying them at all. This procedure does not really avoid the 
problem of spongy numbers, and it might have the consequence of persuading decision makers 
to ignore the numbers because the estimates are undoubtedly too high. In that case, this approach 
might well lead to deficits or at least make balance more elusive.

The third approach is to express costs that are not fully known as a range rather than a point. 
The range of costs for a bailout program or economic stimulus package can run the whole gamut 
from the government getting none of its money back to the government getting it all back with 
interest. While such a huge range may be a necessary starting point, presumably that range can 
be fairly quickly narrowed with experience. The result, however, would have to be constant 
budgeting and rebudgeting based on running estimates. The budget would have to show such 
loans or investments in terms of tranches, money loaned under a given program at a given time, 
and then watched and what happens recorded as it happens.

BUDGetInG As A DynAMIC PRoCess

Budgeting is no longer a fixed process that once done stays done; there is much more uncertainty, 
much more risk, much more projection and estimate. The focus therefore has to be more on speci-
fying the underlying assumptions, on short-term or continuous monitoring, and adjustment, done 
in real time as events change. We need to think in terms more of ranges than of points, which 
complicates not only the arithmetic but also the notion of balance, and, critically, when and how 
to rebalance when risk and exposure result in lower revenues or higher costs.

All these program types and structures are different from one another, in terms of the degree of 
uncertainty, the sponginess of estimates, and the time frame or duration. They do not meaningfully 
add up. You cannot add loan guarantee amounts to purchases of equity in a failing company, nor do 
either of these meaningfully add to outlays for Social Security. Social Security is legally separated 
from the rest of the budget, and its surpluses are earmarked for future recipients of Social Security 
benefits, but that has not stopped the misleading process of adding the Social Security balances 
to budget totals to offset deficits elsewhere, with the intent and result of making the deficit look 
smaller than it is. The traditional notion of the consolidated budget needs to be amended. This 
has begun to happen already, at the federal level, as various types of programs are recorded and 
described, but not merged into the rest of the budget. Comprehensive is still the operant term, but 
consolidation is becoming less relevant.

InCReAseD AnD DysFUnCtIonAL ConFLICt

As budgeting has become more political and policy laden, and as the public and interest groups 
have found the pressure points to express sometimes contradictory views in law, the level of 
conflict has risen, sometimes to the point of collapse and failure. While failure seems a subjective 
term, most analysts would agree that a budget that routinely produced deficits, that was unable to 
prioritize or accommodate new needs, that was undemocratic, and that was routinely late—past the 
beginning of the fiscal year—was problematic. Struggles over closing budget gaps are sometimes 
so rancorous that government itself is closed down.10 Failure to make decisions in a timely way 
may lead to stopgap measures that do not handle the finances of the government, but continue the 
previous year’s budget unchanged, or short-term budgets that change spending levels from one 
week or month to the next.
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The consequences of such uncertainty and failures include spending much public money on 
debt repayment, on interest costs, and reduced resources to solve collective problems. They in-
clude the costs of failure to prioritize expenditures. They include massive uncertainty of resource 
levels for those dependent on public funding. As the level of uncertainty rises, some nonprofits 
and other businesses dependent on government funding may close down or shrink in anticipa-
tion of budget cuts that might come late or never come at all. Uncertainty may prevent them 
from hiring or retaining existing staff. Organizations may hire temporary staff so that they have 
resources they can cut quickly if budget reductions come their way. Program administrators do 
not know how much money they will get; they cannot plan and so have to spend their time and 
energy fighting for resources.

Budget processes may fall victim to excess conflict, as contesting parties struggle to get their 
way in the budget, using the budget process as a tool, trying to shape it to their immediate needs. 
Legislators may not be given time to read budget proposals before they are asked to vote on them, 
decision processes may be closed to minority parties, and continual changes in decision making 
may leave participants in the dark as to how to influence the outcomes. To the extent that democ-
racy lies in the process of decision making, it suffers from excessive conflict.

soURCes oF ConFLICt

This intensification of conflict has many sources. Structural imbalances result from powerfully 
expressed contradictory demands for increased programmatic spending and tax reductions. At 
the state and local levels, the need to balance the budget annually may result in frequent bruising 
battles over cutbacks and tax increases. There may seem to be little middle ground, which exag-
gerates the policy standoff. With many program recipients actively supporting their programs and 
beneficiaries of tax breaks tightly holding on to them, cutback is politically fraught and difficult. 
Since there seem to be few political winners in such battles, politicians may shy away from them, 
which also results in late budgets. The growth in costs of entitlements also forces cuts in nonen-
titlement programs, enhancing the competition among the nonentitlements.

The scope of conflict is expanded as political actors fight for control of the budget process in 
order to influence the outcomes toward more spending or less taxes. Once such process changes 
are made, they may in turn exacerbate conflict, as they create winner-take-all structures, disem-
power the party out of power, or otherwise discourage compromise and bargaining. Building 
into the process features that favor one or another policy outcome not only makes the process a 
bone of contention, but also enhances the level of conflict. In California, for example, the budget 
process was changed so that a supermajority was required to pass the budget. The result is that 
minorities who oppose the agreements necessary to get the budget to pass can—and do—hold 
up the budget.

MAnAGInG ConFLICt In tHe BUDGet PRoCess

It is unlikely that the causes of this greater level of conflict will somehow disappear, that the clock 
can be turned back to a simpler time, when budgeting was less political and less policy laden. 
But conflict can—possibly—be managed, and the budget process can be made more resilient to 
policy conflict.

Some structural elements enhance conflict, and these can be remedied, at least in theory. If 
they cannot be changed in the governmental units in which they are most obvious, at least they 
can serve as a warning to other governmental units not to adopt these “reforms.” While California 
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has had a very difficult time eliminating the requirement for a supermajority to pass the budget, 
it has had a clearly detrimental effect in California. The policy outcome it seems to serve is better 
served by other requirements, such as supermajority requirements for tax increases; there is no 
need from a policy perspective to require a supermajority to pass the budget as well. This feature 
of the budget process empowers the minority party, which is understandably reluctant to give up 
this power, even though it leads to late budgets nearly every year.

Including policy in the budget process makes the budget process itself the subject of the con-
troversy, and in the extreme case may result in the abandonment of the process. Processes should 
be as neutral to policy outcomes as possible and should be the result of regular consensus. Thus, 
efforts to build into the budget process a bias toward either growth or cutback are wrongheaded 
and likely to exacerbate the level of conflict. To the extent that they work, they can have serious 
implications for democracy. For example, Indiana’s local budget laws built in a bias toward small 
government and low taxation, even when local citizens wanted more active government and were 
willing to be taxed to pay for it. These laws have changed only very slowly.11

Radical disempowerment of the legislature over the budget leads to legislatures holding up the 
budget in the hope of embarrassing the executive and forcing him or her to include some legislative 
priorities. When holding up the budget is the only power of the legislature, it is likely to use that 
power, to the detriment of timely decision making. Lack of real decision-making responsibility 
is likely to force the legislature to focus on earmarks or small projects they can point to for credit 
claiming, rather than focus on the overall budget, on balance, and on public priorities and problem 
solving. Battles between legislatures and executives may focus on the executive’s power to control 
these earmarks, rather than on more substantive policy issues. Strong executive budget control to 
the exclusion of the legislative body sometimes leads to executives working to remove this one 
power of the legislature to hold up the budget, rather than to work toward more evenly balanced 
powers and responsibilities. These efforts may reinvigorate legislative attempts to change consti-
tutions or revise the process to give legislators more say. In states where the balance of power is 
overwhelmingly in the hands of the governor, such as New York and Illinois, both of which have 
radically disempowered legislatures, the quality of public budgeting has been poor.

Illinois, for example, has routinely run deficits, though they have sometimes been hidden, and 
the state has been riddled with corrupt governors, who have sometimes used public spending for 
their own purposes. In New York, the state has routinely missed budget deadlines, and revenue 
estimates are often unrealistic, creating a sort of shadow play, where the actors are going through 
the motions but not actually making real budgetary decisions. The budget process is widely 
viewed as opaque.

Good government reformers need to give up the idea that more executive budget power is 
some kind of panacea for budgeting. Giving the executive more budget power was probably an 
improvement in the past, but it is possible to go too far; more and more is not necessarily better 
and better.

The budget process can be made part of the solution rather than part of the problem not only 
if it is relatively neutral in terms of policy outcomes and the result of consensus decision mak-
ing, but also if it adapts well to conflict. Because winner-take-all formulations tend to exacerbate 
conflict, they should be avoided. More effort should be made to put more on the table, to create 
credit-claiming opportunities for minorities as well as majorities. More equal power sharing is 
likely to reduce the spiraling partisanship that results in bouts of vengeance for old budgetary war 
wounds when majority parties shift.

Budget processes that can deal with interruptions or missing information as one portion or 
another of the process is delayed due to conflict will work better in a climate of conflict. The so-
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called watchmaker model of stable assemblies fits here; that is, decision making should proceed 
in pieces that are each complete and that are assembled at the end, so that any interruption in one 
part allows work to go ahead in the other parts and does not force the parties to go back to the 
beginning.

Coming to agreement on priorities and rules for cutbacks in advance of a fiscal crisis can be 
helpful, so that when revenue drops below expectations, the cuts are routine and need not be fought 
out at that time. When the government is not facing actual cuts, the energy with which interest 
groups fight is much lower, making it more possible to make decisions on technical grounds.

Triggers too are likely to work better in prospect than in the present. That is, if there are auto-
matic triggers for action to reduce the deficit in an entitlement fund, and if those triggers actually 
kick in several years down the road, there may be a political disconnect between the decision 
makers who created the trigger and the revenue-raising or cost-reduction action they mandated. 
In that case, the elected officials are less likely to be blamed for those decisions, and hence they 
are freer to make the kinds of decisions they feel they should; they can insulate themselves a little 
from political controversy.

The articulation of interests from all parties, public acknowledgment of how that testimony 
influenced decisions, and discussion of how the decisions were made—what information was 
used and had force—are likely to damp down competition and make everyone feel heard, 
even when all their demands are not met. If stakeholders understand that they had a chance 
to talk, and that someone else whose need was greater won the day, but the process was fair 
and open, they are less likely to build up resentment. There will be less antigovernment senti-
ment of the sort that results in the kind of handcuffing and closing off of alternatives found 
in some states—such as Colorado—through the referendum process. People tend to take 
government in their own hands, through direct democracy, when they feel they are not being 
listened to. The widely shared conclusion that government was deaf to the public was part 
of the motivation behind Proposition 13 tax limits in California. While it may be hard work 
to listen, and to explain why people cannot have everything they want, it is a better process 
than allowing disgruntled groups with opposite agendas to build contradictory requirements 
into laws and constitutions.

The public and interest groups are a real and ongoing part of public budgeting, especially per-
haps at the national and state levels, but even at the local level. Incorporating citizen goals into 
budget planning can be helpful in curtailing the level of conflict between citizen and government 
over budget issues. This is a different set of skills than traditionally found in budgeting, but as 
budgets incorporate more policy and politics, the budget process has to include articulating and 
managing political demands and reporting back to the public in an understandable way that links 
to their demands.

Some governments are more active in soliciting public and interest group input and respond-
ing to it than others. It remains for research to examine this variation to see how it impacts the 
level of conflict, and what features of the budget process work best, not to suppress conflict, but 
to manage it.

LooKInG AHeAD

Budgeting has changed enormously, but because the changes have accumulated slowly and are 
greater at the national and state levels than at the local level, many academics have not fully 
appreciated the extent of the changes, the degree of politicization, the integration of policy into 
the budget and budget processes, and the level of conflict that often ensues. New program types, 
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including entitlements, loans, loan guarantees, insurance, and equity investments, have introduced 
longer and shorter time spans, more uncertainty, and more risk. Budgeting has to catch up, to seg-
regate portions of the budget with similar time horizons and degrees of uncertainty, to formulate 
new and relevant ways of measuring and achieving balance, and to manage uncertainty through 
frequent updates or continuous monitoring and ranges rather than point estimates.

Budgeting also has to catch up with the level of controversy inherent in the new budgeting. While 
it is tempting to say that the solution to citizen participation and demands is more secrecy, when 
citizens get fed up with government, they pass referenda; the differences among them, rather than 
being resolved, may be simultaneously expressed in law, creating an unworkable structure, feeding 
structural deficits, and contributing to the famous “train wrecks” of budgets that do not arrive in time 
and actually shut down government, in part or in whole. We cannot take for granted that budgeting 
will always work, that technical aspects of it will go on no matter what happens in the political or 
policy sphere. Budget processes sometimes collapse into adhocracy, which looks a lot like chaos, 
and fails the basic test of budgeting, prioritization.

There is much that needs to be done. Budgeting is in need of a new wave of reform. In some 
cases that means finishing up the reforms of the past, such as incorporating citizen priorities into 
the budget; in other cases it means not pushing reforms of the past to extremes. We also need 
new or modified budget concepts and norms that apply to the newer program types with dif-
ferent budgeting characteristics. Rebudgeting or continuous budgeting should become a norm 
in some parts of the budget; annuality should become less important; consolidation should be 
de-emphasized in favor of grouping similar structures and resources together. The definition of 
balance and ways of achieving balance may need to be rethought, and triggers that take effect in 
the future may need to become routine. We may need to learn to think with fuzzy numbers, with 
ranges instead of points.

For academics, teachers of public administration, these changes underscore the need to back 
off from the politics-administration dichotomy; at this point it is neither descriptive nor prescrip-
tive. Moreover, these changes mean backing away from incrementalism in the classroom and in 
the textbooks, with the possible exception of some local governments, and even there, rather than 
assuming what one will or must see, it would be better to observe the extent to which the model 
still applies.

The integration of policy and budgeting means that training new budgeters needs to include more 
policy analysis, more ability to project and to specify the assumptions underlying those projec-
tions, and more ability to work with fuzzy or spongy numbers. Students of budgeting should learn 
more about conflict management and more about how to solicit and use public opinion, without 
unbalancing the budget, and without letting the level of conflict get out of hand.

For reformers, both academics and practitioners, the changes in public budgeting outlined in 
this chapter mean there is an urgent need to rethink the norms of budgeting, and even the defini-
tions of key terms. Annuality, consolidation, and balance need to be reworked, to fit the range 
of program types. Budget processes may need to be redesigned, to withstand conflict without 
falling apart, to be more neutral, and to gain consensus. Budgeting norms need to include routine 
consultation with relevant publics, rather than isolation in a room with computers and software 
that estimates bond payback schedules. Budgeting is no longer a purely technical activity, and 
has not been for some time.

For practitioners the challenges are enormous: to accommodate to higher risk, more uncertainty, 
more public input, more conflict, and more policy. Budgeting is likely to be a more continuous 
activity, with constant monitoring and frequent adjustment. Public budgeting is more complicated 
than it used to be, but it is also more challenging and absorbing.
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