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DRAFT 

White House Perspectives on Budget Expenditures 

SUMMARY:

A. No one now looks systematically at Federal expenditure policies across
all major agencies.

B. Overview information such as shown in some of the Tables here are useful
because they suggest questions to policy-makers and suggest where changes
could be made. They should be temporary and expedient rather than formal
and official.

C. To decide what to change and how as opposed to what areas to look at,
analyses is needed of current and proposed programs. Are they effective?
Are they worth the cost? Are they preferable to alternative Federal, state,
or private programs? The analysis should be (a) issue oriented, (b) tied to
political analysis and the design of the President's program.

D. In theory the agencies could do much of this, but they don't have people
oriented towards or capable of such analyses, and it is very hard for inter-
departmental problems. Further, the President must set the tone for how
programs are to be evaluated, and he must set the standards for the analyses
that will support his desires and the legislative battles of his choice. It
is afterall his legislative program, and decisions that may be in his interests
will not necessarily be in the interests of the agencies and departments.

E. This type of analytical activity requires continuous stimulation, monitor-
ing, mothering, threatening of the bureaucracy, etc. One-time overviews or
expressions of priorities will not be enough.

F. There should be a staff for policy analyses in the Executive Office. The
Program Evaluation staff and the Resource Planning staff of the Budget Bureau
are the closest we now have. If the Bureau is to be given the role of
Comptroller rather than policy adviser, the White House and other Executive
Office agencies must have direct access to these staffs. Alternatively they
should be relocated organizationally within the Executive Office.
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I. The Budget as a Snapshot of Federal Programs

Dollar expenditures by program is a useful way of summarizing what

the Executive Branch is doing. The problem is, however, that there is

no unique budget display -- how you break it down and how you aggregate

programs depends on the purpose of the display.

The Budget of the U. S. Government shows two breakdowns -- one by

agency and the other by function (Tables 1 and 2). Unfortunately, the

official functional breakdown is not accurate. The Budget Bureau is very

reluctant to change the functional assignment of any given account even

as the activities funded change over time; and many large accounts cover

more than one functional area, so that their assignment to any one function

is quite arbitrary.

The idea of a functional budget display is very important, but its

purpose should be to inform by being flexible and adaptable to the issues

of concern, rather than to conform to historical or legalistic precedent.

To give a more informative view of Federal activities, therefore, I have

prepared two new functional descriptions of the Federal budget. The first

(Table 3) is broken down by 13 broad functional areas and 5 types of

activity within each function. The second (Table 4) starts with 5 major

categories of Federal programs and breaks these down by function.

Many more budget breakouts are possible and useful (e.g., the PPBS

program budgets), and it is important to remember that each has its own

purposes. Any given display describes Federal activities along a particular

set of dimensions and consequently suggests tradeoffs among those dimensions.

Table 1, for example, is appropriate for a discussion of whether one depart-

ment's budget should be expanded or reduced relative to the others.
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Table 3, on the other hand, suggests tradeoffs among functional areas

like health, education, and defense, or among direct services, subsidies,

and research activities. Table 4 is most appropriate to the important

balance among government-provided social services, correction of imperfec-

tions in a marketplace, and collective purchases (e.g., defense, judicial, etc.)

Table 5 shows still another cut at budget numbers by special interest

group. The expenditures shown for each group or for all programs of special

benefit to that group and do not reflect direct subsidy payments alone.

There is some double counting because some programs cover more than one of

the groups; this is adjusted for in the totals.

Uses of Budget Displays 

A particularly important purpose of the budget is to account for and

report to the public the scope of Federal activities. For this purpose, a

single descriptive categorization is needed that will facilitate public

discussion of the scope and allocation of Federal expenditures. The new

unified budget concept is adequate for that purpose.

For White House decision-making, however, that single budget is not

sufficient even though it will be the framework for presenting the President's

budget proposals to Congress. Budget displays for internal Executive Office

decision-making should be dictated by the issues the President and the Cabinet

choose to raise, not vice-versa. This means that there should be a capability

for assembling approximate and estimated budget displays flexible and respon-

sively to their needs. Those needs are typically quite different from the

requirements for detailed financial audit, for Congressional submission, or

for lower-level operational control.

For all intents, no one in the Executive Branch looks at Federal expendi-

tures as a whole. The aggregate budget target is typically selected by the

"Troika," but there is now no significant incentive to look at the balance of
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Federal programs in terms of costs, accomplishments, appropriateness for

Federal activity, and political invulnerability. The White House staff

and the Budget Director typically have not insisted on such information,

and it therefore is not generated. "Special Analyses" are printed in the

budget for a number of areas that cut across Departmental lines, but these

are rarely put together with any decision issues in mind. They are mostly

Just collections of tables that may or may not have any significance

and seldom help to decide what to do.





• 
II. Three kinds of efficiency: where the money is

•

•

Efficiency in government is a platitude, but most discussion

usually blurs together three distinct concepts of efficiency: (1) paper-

clip efficiency, (2) program efficiency, and (3) efficiency in priorities.

It is essential to distinguish among these if the goal of controlling

Federal expenditures is to be achieved.

Paper-clip efficiency holds down costs by holding down inputs to

agency activities such as personnel, travel, computer time, and office

supplies. Paper-clip efficiency was a useful approach to Federal budget-

ing when the government did simple and obvious things in simple and obvious

ways. It is still important, but mainly to operational managers rather

than people in policy positions. It is, however, still reflected at the

national level when across-the-board percentage cuts are used to restrain

agency expenditures.

Program efficiency is concerned with achieving program objectives at

minimal cost. It goes beyond paper-clip efficiency by searching for major

alternative ways of achieving specified objectives and by considering

explicitly the tradeoffs between cost levels and levels of achievement of

objectives. Program efficiency became necessary as the government grew

larger and more complex. More attention had to be given to finding the

activities that would achieve government objectives most efficiently -- as

opposed to how to perform any given activity most efficiently. Higher order

efficiency is not now systematically sought in the Executive Branch: Most

of the bureaucracy assumes that what it should be doing is what it is

currently doing; consequently there is little search for major alternative

ways of achieving program goals. The Budget Bureau still concentrates on

formula increments for agency budgets and relatively minor (several million

dollars) individual program issues. The Planning-Programming-Budgeting
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System (PPBS) was set up to focus attention on how agency activities relate

to government objectives. It is still in its infancy and has had little

impact on programs and budgets. The reasons for this lack of impact will be

discussed in a subsequent memo on the supply and demand for analysis; the

chief reasons seem to be lack of good people and insufficient White House

initiative.

Efficiency in priorities is a still higher kind of efficiency that asks

what sets of objectives we should pursue and to what levels in order to get

the most benefit out of Federal expenditures. This is of course the highest

order of efficiency and should be and is the primary concern of the White

House. Most Presidents accept the definition of national objectives and

priorities among them as one of their major responsibilities, but all have

found it exceedingly difficult to translate their priorities into actual

changes in what the Federal government does. Why it is so difficult will

be discussed in later memos.

Where the money is 

It is hard to estimate how much of the growth in Federal expenditures

can be traced to inefficiencies of the above types. This is especially so

because much efficiency is attainable only by especially competent people --

and there are never enough to go around.

It is reasonably clear, however, control of Federal expenditures depends

primarily on efficiency in priorities. The Budget Bureau typically deals

with individual program reductions in the $1 - 20 million range (less than

.01% of Federal expenditures). The issues raised by PPBS tend to be in the

$100 million - $1 billion range, but the larger savings typically involve

questions of priorities among objectives as well as simple program efficiency.

(For example, nuclear de-salting plants appear uneconomical but can be

justified if abundant water is declared to be an end in itself rather than a


