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SYNPOSIS

The major objective which this study seeks to achieve 1is the
analysis of recent developments in budgeting in British local government.
It is particularly concerned with analysis of the use of programme
budgeting and corporate planning approaches by British local authorities.

Through a comprehensive review of the literature the weaknesses and
shortcomings of the traditional budgetary approach were evaluated and
the new concepts of programme budgeting and corporate planning were
critically examined. Special attention was paid to the current practice
in both central and local government in Great Britain which differs from
the approach adopted in America.

Investigation of current budgetary trends in British local
government was based upon a postal questionnaire sent to a random sample
of local authorities. The results are analysed in the 1ight of specific
hypotheses to assess the effects of the new budgetary changes in local

~authorities and to examine their attitude toward programme budgeting and
corporate planning.

The empirical results support the argument that the traditional
approach of budgeting is not fully appropriate for effective resource
allocation and that changes should be considered. They also indicate that
the new concepts, i.e. programme budgeting and corporate planning, have
potential for improving the process of resource allocation.

A significant number of respondents had developed new budgetary
procedures. However, the number who introduced major changes, classified
as a complete system of programme budgeting or corporate planning, were
few. This was attributed mainly to the fact that the development of

new budgetary prchdures requires extra resources which many, particularly
the small authorities, cannot afford.

The results emphasised the importance of the political factor in
implementing an effective system of budgeting. The support of the
" authority's members in co-operation with the officers is the corner
stone for the development of any successful budgetary system.

Key Words: Budgeting, Local Government, U.K., Corporate Planning,
Programme Budgeting.



iv
ACKNOWLEDGEMENTS

First of all, I thank God because without his willing, this thesis
could not have been written.

I owe a great debt of gratitude to my supervisor, Professor
E.W. Davis; Lloyds Bank Professor of Business Finance and Head of the
Finance and Accounting.Group, for his inspiration, encouragement,
constructive comments and suggestions, and active interest throughout
the course of this study.

My special thanks are due to Mr. S.P. Keef for his critical
examination of some parts of the thesis and for his valuable assistance
in discussing the analysis of the data. Thanks are also extended to
those local authorities who participated in the survey. I am very
grateful to the officials at the Finance Departments of Greater London
Council, Gloucestershire, Coventry, Dudley and Kingston upon Thames who
kindly agreed to be interviewed. A special word of appreciation goes
in particular to Mr. K.J, Ashbourne, Chief Executive of Kingston upon
Thames for his valuable comments and suggestions concerning some parts
of the thesis. Thanks are also due to Mrs. J. Davis for typing the

final manuscript.

I would like to extend my thanks to the University of Gar Younis in
Benghazi for the financial support for this study.

Fina]Ty, I am deeply grateful to my wife, Leila, for her patience,
endurance, encouragement and many sacrifices during the course of the
Qtudy, and to my two daughters, Gada and Arwa, who have been a great

source of comfort.



TABLE OF CONTENTS

SYNOPSIS
ACKNOWLEDGEMENTS
TABLE OF CONTENTS

LIST OF
LIST OF

CHAPTER
I

I1

III

IV

TABLES
FIGURES
INTRODUCTION
PART ONE
LITERATURE REVIEW
GOVERNMENT BUDGETING AND ECONOMIC DEVELOPMENT PLANNING

.1 Government Activities
2 Governmental Decision-Making
P Budgeting and Economic Development Planning
2.3.1 Development Planning
2.3.2 Relationship Between Planning and Budgeting

GOVERNMENT BUDGETARY REFORM

M PN

% Introduction

.2 Functions of Government Budgeting
3 The Stages of Budgetary Reform
3.3.1 Traditional Budgeting
3.3.2 Performance Budgeting
3.3.3 Programme Budgeting (PPBS)

W ww

3.4 New Trends in Budgetary Reform
3.4.1 Management by Objectives (MBO)
3.4.2 Zero-Base Budgeting

3.5 Summary

PART THWO

BUDGETARY DEVELOPMENTS IN BRITISH CENTRAL AND
LOCAL GOVERNMENT : THEORETICAL ASPECTS

BUDGETARY DEVELOPMENTS IN BRITISH CENTRAL GOVERNMENT

4.1 Introduction
4.2 The Reorganisation of Central Government
4.3 Public Expenditure and the PESC System

iii

iv

viii

Xii

70

70
73
75



4w
4.5

4.6

vi

Central Policy Review Staff (CPRS) and
Programme Analysis

Programme Budgeting in Government Departments
4,5.1 The Ministry of Defence

4.5.2 The Department of Education and Science
Summary, Evaluation and Conclusion

V BUDGETARY DEVELOPMENTS IN BRITISH LOCAL GOVERNMENT

oo,
- .
WPy =

5.6

5.7

Introduction

The Importance of Local Government
Reorganisation of Local Government

Local Government Finance

5.4.1 Expenditure

5.4.2 Revenue

Organisational Structure and Decision-Making
Process

Programme Budgeting and Corporate Planning
5.6.1 Programme Budgeting (PPBS)

5.6.2 Corporate Planning

Conclusion

PART THREE

BUDGETARY DEVELOPMENTS IN BRITISH LOCAL GOVERNMENT:

THE QUESTIONNAIRE

VI~ INTRODUCTION TO THE QUESTIONNAIRE

oy oOr Oh
- .
;B wny —

The Objectives

The Design and Structure
The Limitations

The Hypotheses

The Analytical Techniques

VIT ANALYSIS OF THE QUESTIONNAIRE : FINDINGS OF PART ONE

7.1
7.2

7.3
7.4
7.5

7.6
7.7

Changes in the Budgetary System
The Effect of the Authority's Size, Type and
Political Control

Programme Budgeting (PPBS) Versus Corporate
Planning '

Local Government's Organisational Changes
During the 1960's

Forward Planning

Monitoring Process

Effectiveness of Programme Budgeting and
Corporate Planning '

- YIIT ANALYSIS OF THE QUESTIONNAIRE : FINDINGS OF PART TWO.

8.1

The Introduction of the New Budgetary Procedures

8.1.1 Reasons for Changes

8.1.2 Initiative's Sources

8.1.3 Training Schemes and Employment of
Outside Consultancy Firms

153
154
155
156
158
162
165

165
168

175
180
182
187

193

193
194
197
198



IX

APPENDIX

o O W

vii

Year of Introduction
Organisational Changes
Changes in the Accounting and
Auditing Procedures

Basic Requirements

P e

® @
~ (o) &) =3

1.

ANALYSIS OF THE QUESTIONNAIRE : FINDINGS OF PART TWO
{CONTINUED)

9.1 he Implementation of the New Budgetary Procedures
1 Components of the New Changes
.2 Techniques Employed
.3 Procedures of Implementation
.4 Benefits Obtained
9.1.5 Problems Encountered
9.2 Evaluation and Assessment of the New System
9.3 Summary and Concluding Remarks

The
9.1.
9.1
9.1
9.1

SUMMARY AND CONCLUSIONS

A Copy of the Questionnaire and the Covering Letter
Names of the Local Authorities Included in the Survey
Selected Statistical Tables on the Questionnaire

Extract from the Capital and Revenue Estimates of
the Greater London Council, 1971-72

Extract from the Programme Budget of the Greater
London Council, 1973-74 and Projections to 1978-79

Example of a Programme Budget for Transportation in
Gloucestershire, 1971/72 Budget

Procedure for Formulating Decision Packages in a Zero-
Base Budgeting Process |

BIBLIOGRAPHY

Page

202
204
208

212

223

223
223
227
230
232
235
239
244

249

260
272
278
283

286
289

291

292



Table
2.1

ol Ol w W
—l’;w m

7.12

7.13

Local government expenditure, selected years

viii

LIST OF TABLES

Total government expenditures, their ratio to GNP
and expenditures per head in the U.K, the U.S.A. and
Libya

A programme structure for the managementof Statewide
alcohol-related mission in California, U.S.A.

Examples of internal and external costs and benefits
Comparison of PPB and MBO models

Total income of local authorities, selected years
Type of budgetary changes
Sophisticated and simple chaﬁgeé

Breakdown of the responding authorities according to

their population size in relation to the introduction

of new budgetary changes

Type of budgetary changes in relation to the size of
authorities :

Breakdown of the responding authorities according to
their type in relation to the introduction of new
budgetary changes

Type of budgetary changes in relation to the type of
authorities . .

Relationship between the location of the authority
and the introduction of new changes

Relationship between the location of the authority
and the introduction of new changes for small
authorities

Relationship between the location of the authority
and the introduction of new changes for medium and
large authorities

Type of budgetary changes in relation to region

Breakdown of the responding authorities according to

their political majority in relation to the introduction

of new budgetary changes
Type of future budgetary changes

The reasons mentioned by respondents about their

negative response toward the new budgetary developments

10

48
52

65
19
120
166
168

169

169

171
171

172

173

173
174

175
176

177



Table
7.14

7.15

7.16
7.17

7.18
7.19
7.20

7.21

7.22

7.23

8.1
8.2
8.3

8.4
8.5
8.6

8.7
8.8
8.9

8.10

8.1

ix

Page
The reasons mentioned by respondents about their
negative response toward the new budgetary developments -
another classification 179
The effect of organisational changes in local
government during the 1960's 181
Long-range planning horizon 183
Planning for revenue expenditure 185
Thé use of monitoring process in long-range planning
in relation to the introduction of new budgetary
changes 186
Effectiveness of PB and corporate planning in relation
to the introduction of new budgetary changes 187
Source of knowledge of new budgetary developments in
relation to the introduction of new budgetary changes 190
Source of knowledge of new budgetary developemtns in
relation to the introduction of new budgetary changes -
another classification 191
Source of knowledge in relation to the effectiveness of
PB and corporate planning 191
Comparison between practical and theoretical experience
in relation to the effectiveness of PB and corporate
planning 192
Reasons for 1ntrdducing new budgetary changes 195
Initiative's source 198
Introduction of training schemes in relation to the
type of budgetary changes 199
Type of training schemes 200
Type of training schemes - another classification 201
Type of training schemes in relation to type of
budgetary changes ' 201
Type of training schemes and their sufficiency 202
Year of introduction 203
The relationship between type of budgetary changes
and their year of introduction 204
The introduction of organisational changes in
relation to type of budgetary changes 205

Type of organisational changes 206



Table

8.12
8.13
8.14

8.15
8.16

8.17
8.18
8.19

8.20
8.21

8.22
8.23
8.24
9.1
9.2

9.3

9.4
9.5

9.6
9.7

Type of organisational changes in relation to type
of budgetary changes

Type of organisational changes in relation to type
of budgetary changes - another classification

The introduction of new accounting and auditing changes
in relation to type of budgetary changes

Type of accounting and auditing changes

Analysis of the various accounting and auditing
changes in accordance to type of budgetary changes

The basic requirements for an effective budgetary
system as experienced by responding authorities

. Basic requirements in relation to type ofibudgetary

changes

The réaction of elected members toward the new
budgetary changes

Type of data required by the new changes

Type of budgetary changes in relation to the need
for new data '

Type of budgetary changes in relation to the need
for new skills

Type of skills required
Type of skills in relation to type of budgetary changes

Components of the new budgetary procedures as expressed
by the responding authorities according to their
importance '

Components of the new system in relation to type of
budgetary changes

The use of output measurement techniques in relation
to type of budgetary changes '

Type of techniques used to measure output

Type of techniques in relation to type of budgetary
changes

Benefits obtained from the new budgetary changes

Benefit obtained in relation to type of budgetary
changes

208

209
211

212

213

214

215
216

218

220

220

221

225

226

228
228

229
233

234



9.10

911
9.12
9.13

(o]
B W N

Xi

The various problems facing the local authority when
developing the new budgetary changes

Means of overcoming the mentioned problems

Type of problems in relation to type of budgetary
changes

Assessment of the new budgetary changes
Assessment of various budgetary changes

Effectiveness of programme budgeting and corporate
planning

Selecting the size of the sample

Breakdown of response by type and location of authority
Action taken by authorities contacted during the survey
Breakdown of the responding authorities according to
type and location in relation to the introduction of
new budgetary changes

Breakdown of the authorities according to their

rateable value in relation to the introduction of new
budgetary changes

Page

236
237

238
242
243

244

278

279

281

282

Type of budgetary changes in relation to size of authority 282



Figure

3.
4.1

5.1

5.2

xii

LIST OF FIGURES

The three dimensions of a programme budgeting system

The steps in setting up a programme budgeting at the
Department of Education

The formal processes of decision-making in a Tlocal
authority

Information system in a local authority

Page
a4

102

125
138



CHAPTER I
INTRODUCTION

1.1 STATEMENT OF THE PROBLEM

The increasing complexity of modern 1ife has changed the traditional
role of the government from mainly maintaining law and order and national
security to a far greafer involvement and responsibility in the economic
and social life of the country. As the size and scope of their
activities continue to grow, governments need better ways to decide what
they should do, how they should do it, and how much it would cost. As a
result, the budget has become not just a revenue and expenditure
document for accountability purposes, but a very significant instrument
for the allocation of the Timited resources available to any government.

The budget, as an administrative device, is important as an
information input in the decision-making process. Misallocation of
resources may occur as a result of inadequate and misleading information.
Hence, it is imperative to define, as specifically and accurately as
possible, overall objectives and to identify priorities between competing
claims in order to obtain value for money.

The growing importance of modern government and the increasing
complexity of its functions have made the traditional budgét approach
inadequate primarily because it does not provide the decision maker with
the necessary and relevant information to make the aﬁpropriafe policies

“and decisions. '

The traditional budget approach emphasises the accountability
function and pays little attention to the very essential functions of
planning and management. In other words, the traditional budget
generally has two basic purposes. First, it is considered as a legal

“document in which each department, agency or unit in the government is



authorised to spend a specific amount of money over a certain period,
normally one year, according to the government's laws and regulations.
Secondly, it has to ensure that public funds are protected against fraud
or theft and that the money has been spent according to its original
allocation. In this context, the outcomes of a certain input are, to

a great extent, invariably neglected. Also, there is little emphasis on
the ways and procedure§ of how to carry out a specific function.

In response to these shortcomings in the traditional approach,
attempts have been made to overcome them. Such attempts resulted in the
development of new budgetary systems such as perférmance budgeting and
programme budgeting., The fundamental objective of such efforts is to
make the government budget a more effective tool for resource a]10ﬁation.
A major change in thg traditional structure of the budget has been the
classification of its items on an output basis rather than an input basis
with a clear definition of the objectives to be obtained from the
expendi ture.

There are, however;.two basic problems in applying the new budgetary
concept to government activities. First, government objectives are
usually very difficult to define. In some cases, it is nof hard to set
the overall objective, but it gets more difficult when dealing with
sub-objectives. Secondly, output in most cases is very difficult, if
not impossible, to measure because of the nature of government activities
which differ completely from the aim and nature of business activities
where indicators of success are relatively easier to determine.

Despite these difficulties, programme budgeting has been developed
with considerable success in some oréanisations.' The striking example

is the U.S. Department of Defense. This successful experience indicates,

no doubt, that programme budgeting, with careful and sufficient preparation,

' could be very effective in improving the allocation decisions.



In Great Britain, the need to utilise national resources with the
maximum efficiency is very apparent. The government's share in the
G.N.P. has increased dramatically over the last few decades (see Table 2.1).
The obvious effect has been increased taxes, nationally and locally, to
meet the fast growing public expenditure. The tax-payer, in return,
expects more and better services from both central and local government.
In response to subh pressure, the government has been trying to
improve its allocation decisions by seeking more and better information
in order to exert a more effective'planning and control over public
expenditure. It has been realised that public expenditure planning
should be both on a long-term basis, as well as short-term, and also cover
the whole of the public sector to be able to identify priorities and
trade-offs between programmes. The efforts of central and local
government toward a more effective budgetary system are reviewed and

critically discussed later in this study.

1.2 OBJECTIVE AND SCOPE OF THE STUDY

This study aims to accomplish one major objective, that of the
empirical investigation of the state of budgetary development in British
local government. It does so on the basis of a comprehensive review of
the literature on the new budgetary developments in the United Kingdom
and the United States. The study proceeds with an empirical investigation
which was carried out by a postal questionnaire sent to a number of local
authorities supported by a few personal visits to selected authorities.
The main purpose was to seek the opinion and views of those people who
are actually involved in the budgetary process in local government and
to determine their attitudes toward the new budgetary developments, such
as programme budgeting and corporate planning. The literature review

was essential to éxp?ore the subject and was used as a basis for the

survey.



The study was concerned to review and investigate the new
developments in public sector budgeting with particular reference to
British local government. The empirical investigation was restricted
to Tocal government because of the difficulty in obtaining detailed
information from central government departments.

The dAmportance of this study stems from the fact that it is, to the
best of the author's khow]edge, the only detailed research on the new
developments and changes in the budgetary process in local government
which covered the whole range of British local authorities. There is
little doubt that the information obtained from this survey leads to
a better understanding of the problem and an improvement of the way that

the new budgetary concepts should be implemented.

1.3 RESEARCH METHODOLOGY

The method used in this study was to combine a theoretical analysis,
supported by the necessary descriptive material, with an empirical
investigation of the main hypotheses of the research. The theoretical
analysis was based on extensive library research on the new budgetary
developments, mainly prdgramme budgeting and corporate planning, and
the role of the budget in modern governments with particular emphasis
on the British experience in both central and local government.

The empirical investigation, based on a postal questionnaire,
covering British local government, was intended to obtain primary
information on the attitude of local authorities toward the introduction
of such developments.

The answers.to the questionnaire were discussed and analysed in
the Tight of a certain set of hypotheses which were generated from the
review of the Titerature. In order to test the significance of the

relationship between the various variables of the questionnaire, two



statistical techniques were used, the Chi-Square Test and the Fisher

Exact Probability Test.

1.4 PLAN OF THE STUDY

This study is divided into three major parts. Part one, which
includes ‘the next two chapters, presents the theoretical material. Chapter
two briefly discusses éovernment budgeting in relation to government
activities, government decision-making processes, and economic planning.
Chapter three attempts to review and analyse the staées of budgetary reform
from the traditional approach to the development of programme budgeting
together with the recent developments following the decline of PPBS. The
chapter also provides a brief description of the functions of government
budgeting.

Parts two and three of this study are devoted to reviewing and
critically discussing the state of budgetary developments in Great
Britain. Part two deals with the theoretical aspects of the subject which
was based on 1ibrary research. Chapter four explores the new developments
-of the PESC and PAR systems as well as the use of programme budgeting in
the Ministry of Defence and the Department of Education. Chapter five
examines the state of budgeting in British local government. It gives a
brief background to the nature and structuré of the local authority and
discusses in some detail the theoretical base of the corporateIpTanning
approach which has been considered by several local authorities as a
possible solution tb the problem of resource allocation.

Part three, which deals with the findings of the questionnaire,
consists of four chapters. Chapter s%x introduces the questionnaire in
terms of its objectives, deéign, limitations, hypotheses, and statistical
analysis. Chapter seven assesses and analyses the findings of part
~one of the questionnaire. The findings of part two are .discussed and .

analysed in chapters eight and nine. ' Chapter nine also includes



some concluding remarks on the findings of the questionnaire.
Finally, chapter ten completes this study by providing a summary

of the work and its conclusions.



PART ONE
LITERATURE REVIEW



CHAPTER II
GOVERNMENT BUDGETING AND
ECONOMIC DEVELOPMENT PLANNING

Government budgeting and its reform has recently become a matter of
great concern in many countries, particularly the highly developed ones.
At the prééent time, a few major deve1opment§ have been made in this field
which are the main focus of discussion in this study. In this chapter, a
brief examinatibn, however, of three related subjects seems desirable.
First, the government activities and their role in the economy of a
country, secondly, the government decision making process, and thirdly,

economic development planning and its relationship with budgeting.

2.1 GOVERNMENT ACTIVITIES

Broadly speaking, there are three major aims of éovernment activities -
resource allocation, economic stabilization and distribution of income.(1)
These three functions are achieved through payment from and to the
government, i.e. public expenditures, and taxes.

| Due has classified government activities into four groups:

1. Allocational: ones that increase or decrease the allocation
of resources to the production of various goods, particularly
public goods and ones offering major externalities. These
activities alter the overall mix of gross national product.

2. Efficiency: those increasing total output from given
resources by more efficient use. _

3. Stabilization and growth: those reducing economic
instability and unemployment and increasing the potential

and actual rates of economic growth.

4, Distributio?é)those altering the pattern of distribution
of real income.‘%/

(1) Richard Musgrave, The Theory of Public Finance, New York:
McGraw-Hi1l, 1959, p.3

(2) John F. Due, Government Finance : Economics of the Public Sector,
fourth edition, ﬂomewood, I : R.D. Irwin, Tnc., 1969, p.14




Government activities depend on the needs and desires of the society.
Having determined these needs, the economic policies can be selected
to satisfy those needs and desires. A society has various objectives
with relative priorities. To achieve those objectives, there are
alternative means. A modern society emphasises two primary objectives,
“maximisation of per capita real income, and equity in the distribution
of income among- the mémbers of society."(B) It has been realised that
such objectives can not be achieved solely by the private sector.(4)

By increasing its activities, "government does not seek to maximize
profit or utility for its own consumption. Government is moved by
broader goals of social, political, and economic policy involving the
entire economy."(s)

The tremendous expansion of government activities can be easily
recognised by looking at the public expenditures and their ratio to
gross national product (GNP) in some countries, developed and under-
developed. It should be noted, however, that this indicator is not the
- best measure of the size of government activity, because part of the
expenditures are transfer payments'which "do not result directly in
‘income-creating activities."(s) Examples of transfer payments are social
security benefits and subsidies to business.

The volume of public expenditures and their ratios to GNP is consideéed
here as the major indicator of the size of government activitieé because of
its significance. Sharp and Sliger.have identified three basic aspects of
the economic significance of public expenditures as (a) the provision of

goods and services in socially desirable quantities, (b) the creation of

(3) Ibid., p.4

(4) R.ﬁ. Lee, Jr. and R.W. Johnson, Public Budgeting Systems, Baltimore:
University Park Press, 1973, p.25

(5) J. Levin, “New Tools for Measuring Government", Finance and Development,
vol. 12, no. 2 (June 1975), p.15

. (6) A. Sharp anq B. Sliger, Public Finance : An Introduction to the Study
of the Public Economy, Homewood, I111.: The Dorsey Press, 1964, p.10




income in the process of producing public goods and services, and (c)
restricting individual economic freedom.(7)

Table 2.1 shows the volume of government expenditures, GNP, the
ratios of expenditures to GNP, and expenditures per head in three countries,
the United Kingdom and the United States as developed nations, and Libya as
a developing country, in selected years for the purpose of comparison.
There are, however, thfee points which should be borne in mind while
reading the table. First, the figures of expenditures and GNP in the
table are at market prices. The changes over time in the price. level
have of course inflated these amounts and made them larger than they are
in real terms. To overcome this problem the percentage indicator is
considered as a better measure since changes in the value of money are
reflected in both size, government expenditures and gross national product.
Second, a part of government expenditures, as indicated earlier, are
transfer pa&ments. Finally, the purpose of the table is not to compare
between the three countries, rather, it is a comparison between selected
years to reflect changes in the volume of public expenditures over time
within each country.

Now, referring to the table, at first glance, the substantial iﬁcrease
in government expenditures in money terms and the increased ratio to GNP,
can be easily recognised. This is true for the three countries. Total
United Kingdom government expenditures increased more than 194 times
between 1900 and 1975. The increase in expenditures per head of population
over the same period was more than 143 times. Furfhermore, governmeﬁt-

expenditures’ share in GNP increased from 14% to 52% over the same period.

(7) Ibid., p.9
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Table 2.1

Total Government Expenditures, their Ratio to

G.N.P. and expenditures per head in the U.K.

the U.S.A. and Libya

UK.

Total Government expenditure

£m 280.0°
Expenditures per head £ 6.82
G.N.P. Em 1,944,0°
% of total expenditure to
G.N.P. 14.4

U.S.A. ¢

Federal government

expenditures $m 52
Expenditures per head $

G.N.P. $m

% of federal expenditure
to G.N.P.

=~ w
=00

LIBYA 1944

Total ’
LD*m government expenditures
Expenditures per head LD

G.N.P. LDm

% of total expenditures

to G.N.P.

=
Doy O

* LD, Libyan Dinar, equals about $3.37

6,143.02 21,595.0°
120,52 390.5,

16,784.0°  50.669.0
36.6 42.6

64,570.0° 208,190.0°
403.6,  1,024.0
398,000.0° 976,500.0

(2]

16.2 21,3
1958

59,02 413.09

13.0, 206.5,

51.2 1,313.3

33.2 37.1

54,465.0°

973.2b
104,235.0

52.3

369,066 .09
1,728.3
1,516.300.0

24.3

1,547.49

634.0,

3,529.9°
43.8

Sources: (a) A. Peacock and J. Wiseman, The Growth of Public Expenditure

in the United Kingdom, London :

1967, p.4c

(b) The Europa Yearbook: 1973, vol. 1, p.1408

1977, vol. 1, p.1318

George Allen & Unwin, Ltd.,

(d) R. Lee and R. Johnson, Public Budgeting Systems, Baltimore,

Md. : University Park Press, 1973, pp.36 & 59

(d) The Europa Yearbook : 1977, vol. 2, p.1673

(e) Bank of Libya, The Deveiopment of Public Finance in Libya

(1944-1963) , August 1965, pp.55 & 59-60

(continued)
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Table 2.1 (continued)

Internation Bank for Reconstruction and Development,
The Economic Development of Libya, Baltimore, Md. :

The John Hopkins Press, 1960, p.391

Central Bank of Libya, Annual Reports of the Board of

Directors : Fifteenth Report, 19/0-/1, pp.10/-108

Nineteenth Report, 1974, p.92

Ministry of Planning, Libyan Arab Republic, National Accounts

of the Libyan Arab Republic 1962-1971, Tripoli, October 1972,

D.i3

» Recent Economic Development, Tr1p01i,'August 1976,

p.45
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In the United States, the increase in expenditures per head from
1900 to 1975 was more than 246 times. Also, in Libya, there was an
increase of more than 48 times over only 17 years, (from 1958 to 1975) 1in
'expenditures per head, and an increase of more than 68 times in GNP over
the same period. This increase within an interval of 17 years'appears
phenomenal ‘even if allowance is made for the rise in prices during that
period. This big increase is the result of the substantial growth of oil
revenue during the last decade.

However, it is interesting to note the differences between Libya and
the U.K. in this respect. Libya is perceived to be highly committed to a
planned economy and the degree of private enterprise is relatively small.
The U.K. in contrast, whilst supporting state involvement in certain sectors
of the economy, has a very high commitment to private enterprise and can be
considered a good example of a mixed economy. Yet, the data in Table 2.1
does not fully support this interpretation: 1in 1975 the government
expenditure in the U.K. accounted for 52.3% of GNP, while the comparable
figure for Libya was 43.8%. |

From the above discussion, it is safeto say that government functions
have grown rapidly over-the time in both developed and developing countries.
Hence, a question might arise, what are the feason or reasons behind this
rapid growth in government activity in Western countries? A brief and clear
answer is provided by Due: |

“Given the bias in the Western world in.favour of private sector

activity over government, the rising governmental .activity can be

attributed primarily to greater recognition of the inadequacies of

the market mechanism in meeting the preference of society.?g}
Kaufman has specified four reasons that coﬁtributed to this expansion:
“The sheer increase in population, technological change, both hot and cold

war, and economic crisis“.(g)

(8) Due, op. cit., p./ ,
.(9) Herbert Kaufman, "The Growth of the Federal Personnel System" in
W.S. Sayre, ed., The Federal Government Services, quoted by Lee
and Johnson, op. cit., p.26. - _
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Thus, the 1ncreasin§ intervention of government in the economic 1ife
because of the fai?ures of the private market has largely contributed to
the rapid growth of government expenditures. As a consequence of private
sector inadequacy, two major problems were created, economic instability

(10)

and monopoly. Government action is needed when there is instability
in prices-and an increasing unemployment ]eﬁe]. This action could be to
increase or decrease phbTic expenditures or make changes in the taxation
policy to_cope with the situation. Also, government intervention is
necessary when a monopoly of essential goods or services exists. This is
achieved by taking over the activity from the private sector.

Moreover, government activity is required to produce goods and services
which cannot be supplied by the market. Such goods are known as collective
goods. National defence is an example.(]]? Also, there are other kinds of
goods, and services may not be provided in the market if the government does
not supply such services. These types of services are called semi-

(12)

collective goods, of which education is an example. If the government

~ does not provide education for an individual in a society, the burden will
be on the society as a whole, not only the concerned citizen.(13)

Fina}]y, government intervention in the economic life of a country
is unavoidable in some special circumstances. The existance of high risk
in some big investments, which are so essential to the deveiopment of the
economy, is an example. In these sort of investments, the private sector
is. unwilling to risk heavy investments where future returns are in doubt.
Here government has to carry out such projects for the benefit of the
(14)

whole community.

Government intervention in the economic life of a country is achieved

(10) Sharp and Sliger, op. cit., p.16

11) Ibid., p.13 -

12) Tbid., p.14 .

13) A.R. Prest, Public Finance : in Theory and Practice, Fourth Edition,

London: Weidenteld and NicoTson, 1970, p.15

14) Otto Eckstein, Public Finance, 2nd Ed., Englewood Cliffs,
N.J.:Prentice-HalTl, s D,
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by the creation of a public sector to share the responsibility of the
economic development with the private sector. This approach is adopted
in both developed and under-developed nations to carry out different
development programmes for economic growth and promotion of the nation's
well-being. British experience in public enterprises is very valuable for
developing. countries, as Kelf-Cohen says, "British public enterprise has
come to be regarded a§ a model to be studied, particularly in the under-
developed countries which are promoting the public corporation as an
instrument of economic expansion ...“(]5)
Burkhead, however, points out:

"It would not be safe to assert that public enterprise is

increasing in importance in all governments. The role of

public enterprise, at any one time, is most evidently shaped

by the tides of political fortune and the accompanying

gé:}:ggsfuf?g?rd the role and significance of private economic

There is, however, one important fact to mention. That is that the
primary purpose of government expenditures differs among developed and
developing countries. Horowitz has found out, by analysis of
statistical data on government expenditures in a number of developed
and developing countries, that a large portion of public expenditure in
developed countries is for the purpose of social welfare. On the other
hand, in developing countries, a large portion is devoted to economic
deve]opment.(]7)

As has been indicated earlier, the importance of government functions
is well recognised in deve1opin§ countries. In these countries, the

government carries out the majority of the development programmes through

(15) R. Kelf-Cohen, Twenty Years of Nationalisation, London: Macmillan &
Co., Ltd., 1969, p.215

(16) Jesse Burkhead, Government Budgeting, New York: John Wiley & Sons,
Inc., 1956, p.400 '

(17) D. Horowitz, "Government Expenditure in Countries of Accelerated
Growth", in A, Peacock and G. Hauser, (eds.), Government Finance and
Economic Development, Paris : OECD, 1963, p.59 '




15

public enterprises. Consequently, the public sector has grown substantially
and its role in their economic life has undoubtedly increased. Professor
Burkhead, however, argues that this is not a permanent case:

"... In under-developed countries, public undertakings

have assumed a major role in developmental programs, but

in some instances it is anticipated that this is not a

permanent state of affairs, and that these governmental

activities will one day be transferred to the private

sector." (18 :

It is becoming well recognized that in a modern society both public
and private sectors are very important in its economic life. As indicated
above, the intervention of governments in the economic activities is well
justifiable.

In most developing nations, however, the private sector is still
small and plays a minor role in the development process. In such
countries, the individuals are not in a position to form big companies
mainly because of low income and the Tack of entrepreneurship and
manageria1 skills. Thus government has no choice but to carry on big
projects and programmes for the sake of the nation's development and
growth. But government usually is unable to carry out economically all
projects needed for the purpose of development. Hence, a strong and
effective private sector is badly needed. In some countries, government
has realized the important role of the private sector and adopted the
policy of encouraging private companies to expand and share the
responsibility of the development process along with the public sector.

" In such economies, the government offers substantial’facilities to the
private sector in order to invest in huge industrial déve]opment projects.
These facilities might be loans free of interest for a long time (as the
case in Libya), exemption from custom duties on imported machinery and

supplies, or protection of the national products by increasing the rate

of duty tax on imported products which can be produced locally. The

(18) Burkhead, op. cit., p.400



16

consequence of this policy, if it is applied carefully and wisely, could
be, no doubt, the creation of a strong private sector capable of playing

a major role in the development process of the country.

2.2 GOVERNMENTAL DECISION MAKING PROCESS

The tremendous expansion of government activities and the increasing
importanéé'of its role in the economic life of the modern society, as
indicated above, have made the task of decision making in government more
difficult and more complex. Governments are normally facing the problem
of scarce resources and the increasing needs and desires of their people
together with the fact that costs needed to carry out necessary
‘development programmes to accomplish national goals exceed the available
resources. Therefore, decisions concerning choices between priorities have
to be made.

The decision maker cannot avoid choosing when, how, whether, and in
what order his problem requires him to:

1. Analyse the situation to be sure that there.is a problem

. requiring a decision
. Collect facts

Analyse the relationship between the facts and the problem

. Weigh alternative courses of action, both new and old

2
3
4. Consider new ideas and new ways to tackle the problem
5
6. Choose a course of action

7

Rejudge that course in the Tight of four questions:

a. will it achieve the purpose?

b. will it actually solve the problem?

c. 1is it feasible?

d. are there understandable results to
offset the advantages?

8. Make and issue a decision

*
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9. Follow it up.(]g)

In order to make the proper decisions, decision makers need to adopt
new means to enable them to choose the best course of action for
utlilization of the available resources to achieve desired ends. As a
result there has been an international acceptance that policy analysis has
a great potential in improving: the decision making process in public
organisations and_new'concepts and techniques have been introduced to carry
out such improvement. Cost-benefit analysis, linear programming, systems
analysis and programme budgeting are examples. These approaches, of course,
are only means of helping decision makers, they are not substitutes for
the human judgement. One of the basic requirements for application of
such techniques is an adequate, strong and complete system of information.
Such a system should provide comprehensive and up-to-date data to be used
through all the stages of planning and decision making.

Unfortunately, many developing countries, if not most, suffer from
the lack of such a good information system, which makes the task of
planning and decision making much more difficult. This poor system of
information is one of the major obstacles to economic development in
such countries. In Libya, as in many other developing countries, such
weakness exists and makes the development planning efforts less effective.

Goverhment decisions are very impbrtant to the whole economy,
particularly those involving public spending. As the Plowden Committee
report indicatesﬁ

Decisions involving substantial future expenditure should

always be taken in the light of surveys of public

expenditure as a whole, over a period of years, and in

relation to the prospective resources. Public expenditure

decisions, whether they be in defence or education or

overseas aid or agriculture or pensions or anything else,

should never be taken without consideration of (a) what
the country can afford over.a period of years having

(19) Roger W. Jones, "The Model as a Decision Maker's bi]emma",
Public Administration Review, vol. 24 (1964), p.160
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regard to prospective resources and (b) the relative
importance of one kind of expenditure against another.

(20)

Thus, the commitment of resources for many years to come has
resulted in the need for a government to plan the necessary expenditures
to carry out its tasks efficiently and economically to achieve national
goals. Accordingly, developments of new decision making techniques have
been tak{né place in developed countries. The experiences of some

developed countries are valuable and might be considered by under-

developed countries as a way to improve their decision making process.

2.3 BUDGETING AND ECONOMIC DEVELOPMENT PLANNING

As the government's activities in the economic 1ife of the country
grow rapidly, its responsibility for better utilization of available
resources increases. The government's tasks consequently expand and
need to be carried out effectively and economically. There are many
competing claims facing the government of today, but the resources are
Timited and a choice between alternatives must be made.

In order to achieve the desired results to satisfy the public needs,
good planning is becoming a matter of necessity. The increasingly
important role of the government is well recognised almost in all
countries. As indicated earlier, public expenditure has dramatically
increased over time to become very significant in the economic life of
a country, whether developed or under-developed. As a result, planning
is becoming a normal activity which a modern government performs along with

other functions.

Before World War II, the Soviet Union was the only nation involved

(21)

in planning. Things changed after World War II and planning became

widely accepted as a normal activity, which a government performs in both

(20) G.B., White Paper on the Control of Public Expenditure (The
Plowden Report), Cmnd. T43Z, Tondon : HRSO, July 19671, p.5

(21) Albert Waterston, Development Planning : Lessons of Experience
Baltimore, Md. : John Hopkins Press, p.29
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developed and under-developed economies.

In western countries, the limitations and inadequacy of the market
mechanism in performing certain fuhctions.have been realised. According
to Chamberlain "the market does not set social objectives, such as |
education and health, nor does it allocate resources between the achievement

of such social objectives and the objectives of individuals and households.

(22)

That must be done by political decision". As a result, government

intervention in the market is inevitable. Lindblom has stated:

... an alternative view of the relationship between the
market mechanism and planning had become dominant. It
came to be widely accepted in all the market economies of
the West that a very loose kind of planning could improve
the performance of the market mechanism itself. Through
taxation and redistributive devices such as free pub11c
education or social security, the market mecha 1§? S
distribution of income could be much improved.

Thus, western_countries have felt the necessity to introduce planning
to help them to achieve their national goalé. As a matter of fact, France
was the first Western country to engage in planning by preparing its first
annual plan in 1945-46.(24) Later on, in the sixties, the United Kingdom
and the United States have shown an interest in planning as a result of

(25)

some economic difficulties. The market, however, still plays a crucial
role in the economies of the West. The purpose of introducing planning
in such economies is to help the performance of the market, not to replace

it.

2.3.1 DEVELOPMENT PLANNING

Economically, countries are classified into rich and poor countries,

or more precisely, developed and under-developed econdmies. A1l poor

(22) Neil W. Chamberlain, Private and Public Planning, New York :
McGraw-Hi1l, 1965, p.T37

(23). Charles E. L1ndb1om, "Economics and the Administration of National
Planning", Public Administration Review, vol. 25 (1965), p.278

%24) Waterston, op. cit., p.3]

. (25) Chamber]ain, OP.=Cityy Dol
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countries are considered under-developed, but not all rich countr{es are
developed. Striking examples of this are the o0il producing countries, such
as Libya, which with their substantial amount of foreign exchange from oil
revenue, are still under-developed economies. This fact supports the view
that monéy is not the only requirement of a nation's economic development.
Low inconie, however, is still the major characteristic of an under-
developed country. Other main characteristics include low capital formation,
as a result of Tow income, and relatively large agriculture sectors.

Governments of developing countries became aware of the needs and
desires of their people and have a commitment to meet these desires.
Therefore, such countries have realized thét development planning is the
only hope to accomplish their national goals of rapid economic growth.

Such growth is very necessary in order to improve the standard of living
of the people and to narrow the gap between developed and under-developed
countries.

As a matter of fact, this gap is very wide and has led to concern
from both poor and rich countries to narrow this gap. The major task of
developing countries is to adopt a system of development planning to
ensure the best way of utilization of its limited resources. The duty of
developed nations is to contribute to such development by supplying capital
and 'know=how'.

The development planning process beginszfirst with a clear definition
of nationaliobjectives. Normally, a number of objectives are determined
and shoﬁTd be stated unambiguously and in order according to their
'significance. Second, the size and scope of the plan must be decided. The
plan may cover only a part of the economy or the whole economy. This is
determined largely by the availability of_resources in the country. Third,

a determination of the period éovered by the plan is essential.
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There are three types of plan, a short-range plan (or annual plan
because usually it covers one year only); a medium~-range plan (from
three to five years); and a long-range plan (over ten years). Fourth, a
comprehensive list of the available resources, at present and in future,
should be prepared for the whole plan period, this includes, materials,
labour, machines, etc. Fifth, a forecast . of future events must be
rade and contingency plans should be available to meet any change which
might occur. Finally, to make the plan more effective, a review of
projects and programmes from time to time is required.

Tinbergen has identified two basic reasons for economic development
in.developing nations.(zﬁ) In the first place, the majority of the people
in such countries live in poor conditions. These conditions should be
changed by both the governments and the people themselves, by working
harder and by help from developed nations. Secondly, most of the under-
developed countries had been under colonization for many years. These
countries after getting their independence, turned their concern to the
improvement of their people's standard of living, and this iS, hopefully,
achieved through development planning.

But, is a development policy easy to adopt by an under-developed
country? The answer is of course "No". In such a country a number of
problems and difficulties are facing it. These problems and difficulties
need a lot of effort and examination of potential solutions which someiimes

_are not found. As Tinbergen says, "A development policy, forming part of
a general economic policy, is both complicated and comprehensive. It must
influence andidirect the whole activity of a modern society in all its

variety. This activity takes place partly in the public and partly in the

(26) Jan Tinbergen, Development Planning, New Y . .
Company, 1967, .30 Ng ork : McGraw Hi1l Book
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private sector of society ...

In under-developed nations, the individual income is extremely low,
the capital formation is very little, the 'know-how' is Timited, and, in
general, the standard of Tiving is very poor. Therefore, adaptation of a
development planning system would be essential to utilize the limited
resources effectively for accomplishing desired ends. Development
planning may be definéd as "the preparatory evaluation and decision-
making process of a forward-looking character for an economy, in which
alternatives have to be measured, weighted and outlined, and priorities
for the use of resources estabTished.“(EB) It aims to achieve two
primary goals, economic growth, and social and cultural change.

In the under-developed countries of Asia, Africa and Latin

America, development requires social and cultural change

as well as economic growth; that is, qualitative

transformations must occur concurrently with quantitative

increases. There is, in fact, a reciprocal relation

between the two, and neither process, is likely to continue

for long or go very far %Eﬁ out the other. Hence development

means change plus growth. '

While there are many competing claims facing the government of a
developing nation, the resources are limited, mainly because the people
are too poor to contribute to revenue, and a choice between alternatives

must be made according to the priorities. This could be best achieved
by implementation of development planning.

Developing countries, however, face many problems, political, economic
and social. Such probiems, of course, impair the efficiency of planning
and consequently, the goals of the nation are not achieved. Indeed, there
are many cases of failure of national planning in several countries.(30)

Goodman has suggested three major reasons for the difficulties of planning

(27) " Ibid., p.34

(28) AdoTf. J.H. Enthoven, Accountancy and Economic Development Policy,
Amsterdam : North-Holland Fu5|1sﬁing Company, 1973, p.T149
(29) Waterston, op. cit., pp.16-17 '

. (30) Seymour S. Goodman, "The Paradox of Development Plannin h, Omega,
vol. 2, no. 5 (1974), p.625 i ng*, Dlega
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for developing nations as compared to developed nations, "instability of
agricultural output, uncertainty over export proceeds and import prices,
and inadequacy of information and personne].“(B])

The fact is that development problems are different from one country
to another. For instance, the problems of o0il producing countries, such
as Libya,. are quite different from other countries’ problems. The
substantial amount of 0il revenue in such countries allow them to improve
the standard of living of the people so quickly. But they are faced with
the problem, along with other ones, of how to channel some of the large
revenues into more productive investments. Indeed these countries suffer
from a lack of domestic investment opportunities. Thus, much of their
revenues are invested abroad, mainly in the West. Also, these large
revenues bring many problems with them which most of these countries can
hardly cope with.

In general, however, most under-developed countries are facing three
major problems. These are, inadequacy of information systems, lack of
skilled personnel, and poor capital formation.

Many, if not most, of under-developed countries suffer from a very
poor system of 1nfonnation.(32) An adequate system of information to supply
necessary data on the economy as a whole is a very important factor in a
pTann{ng activity. Information and.data on both public and private sectors
is necessary to make best allocation of available resources through a

deye1opment plan. "The lifeblood of economic planning is concrete,

comprehensive and up-to-date information on the structure of the economy and

its manner of functioning.“(Ba)

(31) Ibid., pp.626-31 .
(32) Tbid., p.631
(33) Ibid. .
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Furthermore, the accounting system in many developing countries is
very poor. (34) This makes the job of planners much harder since accounting
is considered a major source of information in both public and private
sectors. Accordingly, improvement in accounting systems is badly needed
in such countries. Such improvement would result in more accurate and
reliable data on the economy which will, undoubtedly, contribute to the
effectiveness of deve]ﬁpment plans in those countries. Enthoyven put the
point well when he wrote: "A well-organised accounting (and statistical)
system is thus essential to the proper formulation, evaluation and
execution of development plans and projects supplying information of a
past, current and future nature, that is: accurate and realistic, complete,

efficiently presented, and time]y.“(BS)

Thus, the availability of
information about past and present activities is necessary for effective
development planning.

The second major problem which may face a developing country is the
shortage of qualified personnel and poor administrative machinery to
prepare, ihpTement, and evaluate developing plans. As a matter of fa;t,
successful planning requires a sufficient administrative system.
"Development planning is hardly practicable until a country has established
a civil service capable of implementing plans."(ss)

Therefore, developing nations which engage in planning activities
have realised that improvement in their administrative system is very
essential. Unfortunately, there is a shortage in managerial skills in

under-developed countries in both private and public sectors!ay) Thus,

the Tack of entrepreneur and management skills in such countries makes

(34) MWaterston, op., cit., p.216

(35) Enthoven, op., cit., p.156

(36) W. Arthur Lewis, The Principles of Economic Planning, 2nd ed.,
London : George ATTen and Unwin Ltd., s P.

(37) H. Myint, The Economics: of the Developin Countr1es 4th ed

: London : Hutchinson University Library, . i973, p.146
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development planning more difficult to introduce and to implement. Most
of these countries have recognized this impediment factor to planning and
have adopted the policy of investment in human capital through edu&dtion
and training locally and abroad in advanced countries in order to prepare
more skilled personnéL(as)
Finally, capital formation is another major problem facing developing
countries. Indeed, cépita] formation is considered as one of the crucial
factors to achieve economic growth. But increasing capital formation is
not easy. Investment depends on savings which are extremely low in
un&er-deve1oped countries simply because the per capita income is low. To
overcome such problems, governments of such countries have adopted various
policies to stimulate the necessary savings. The proper direction of such
savings by government is also very essential in these countries because
"often much capital is exported or put into -unproductive areas such as
real estate, the building of large houses, or the hoarding of go]d"ﬂBg) In
this respect, government regulations and laws, and establishment of

investment companies may help to direct savings to more productive areasﬂqo)

2.3.2 RELATIONSHIP BETWEEN PLANNING AND BUDGETING

The government budget is considered as the device through which a
government carries on its activities. In order to carry out such activities
effectively and adequately, budgeting systems should be improved to cope
with the tremendous increase in these activities. Accordingly, attempts -
have been made in this important field which aimed at improving the

budgeting system in some developed countries such as the United States and

the United Kingdom.

(38) Ibid.
39) Enthoven, op.cit., p.143
40) Ibid.
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However, some budgetary developments, such as planning programming
budgeting system (PPBS), as discussed in the next chapter, are considered
by several writers as very difficult approaches to apply to government
budgeting even in advanced economies. But, the experience of the
Department of Defence in the United States with PPBS is very encouraging.(41)

In developing nations, the experience with some budgetary reform,
such as performance buﬁgeting is not encouraging.(42) Neverihe]ess, the
budgetary system in de?e]oping countries needs to be improved to cope
with the increased scope of government activities.

Government budgeting is regarded as the principal instrument of
planning. Improvements in thé field of budgeting will result in more
sound implementation of plans and will increase the efficiency of resource
allocation. It is being realised that, a good system of budgeting is very
essential in order to carry out government activities more efficient1y.(43)
As a result, the field of budgeting has been a matter of great concern
and a few major developments have been made.

According to Mosher, the government budget has two basic purposes,
policy and administrative. The policy purpose means : “The bringing of
information to the proper level for the making of decisions - a category
in governmental policies, programs, and objectives". The administrative
purpose refers to "the providing of information both upward and downward
so that those decisions will be properly carried out“.(44)

The budget's role in Wastern countries is of great significance. The
budget in such countries is used as an indirect instrument for planning.

Governments, through the budget, public expenditure and taxes, could direct

(41) See Chapter 3

(42) Waterston, op. cit., p.240

(43) United Nations, Department of Economic and Social Affairs, A Manual
- for Programme and Performance Budgeting, New York : U.N., 1965, p.vii

(44) F.C. Mosher, Program Budgeting : Theory and Practice, Chicago :

: University of Chicago Press, 1954, p.b '
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the economic activities to achieve the desired ends. As Lewis says,
"the budget is not the only instrument available to planning, but it is
the most important, the most powerful, and the most embracing."(45)

In developing natibns, government direct planning is a matter of

(46) The

necessity since budgeting systems are extremely inadequate.
budget in" these countries, as discussed in the next chapter, is not as
powerful as in developed countries and planning through it cannot be
practiced effectively unless it is improved.

In conclusion, the government budgeting in developed countries is
being increasingly recognized as an effective device for planning and
managing the economy to achieve national goals. Thus, some developments
took place in some of these countries to improve the state of the budgef
to become a more powerful planning device. Performance budgeting and
- programme budgeting have been considered in receﬁt years as the major
developments in this area. The process of budgetary reform in developed
countries is discussed in some detail in the next chapter.

On the other hand, as the next chapter will show, budgetary systems
in developing countries are inefficient. At the present time, the objective
of the budget in developing economies is to control the use of public
money. Planning is performed separately by specialised agencies.
Modernisation of the budgetary process should be considered in order to
make it more effective. This would improve the process of economic
development, and consequently, the national goals could be achieved. Of
course, this task is not easy to perform, but the experience of developed

countries can be very helpful.

(45) Lewis, op. cit. , p 27
(45) Uni ted ations, op. ‘cit., p.vii



CHAPTER 111
GOVERNMENT BUDGETARY REFORM

3.1 INTRODUCTION

The Government budget is the principal tool of financial planning in
any government in the world. It is an instrument by which a government
controls its expenditu}es and revenues. It is used as a means of
translating the economic plans into requirements. Therefore, it is the
only available source of information on the type and size of public
expenditures and revenues.

The importance of government budgeting has increased as a result of
the growing role of ‘the government activities in almost every country in
the world. Consequent1y,.governments have been under heavy pressure to
improve their decision-making processes to cope with its growing role and
to make the best use of their limited resources.

Naturally, the first thing which needs to be improved is the budget
because of its obvious and dominant role in the financial and economic
1ife of a country. It has been realised that the traditional system of
budgeting, as discussed later in this chapter, is neither effective nor
efficient. Thus, new developments have occurred in the government budget
to overcome the limitations and shortcomings of traditional system of
budgeting in order to have an effective and efficient budget. Such
developments however, have been considered only in the developed countries.
In almost all developing countries, budgetary systems are still under-
developed and a lot of effort is needed in that respect,

The purpose of this chapter is to introduce a review of ‘the processes

of government budget reform in developed countries, basically the United
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States and the United Kingdom.(1) This investigation is so essential in
order to evaluate the experience of such countries. Further, this review
and evaluation will throw light on the potentiality of introducing some new
techniques to improve the existing budgeting system iﬁ developing countries.
This chapter, therefore, is divided into four sections. First, a brief
discussion.of budgeting functions; second, a review of the stages of
budgetary reform from conventional budget to programme budgeting; third, an
examination of the new trend in budgetary reform following the decline of
programme budgeting in the early 1970's; and finally a summary is presented

in the last section.

3.2 FUNCTIONS OF GOVERNMENT BUDGETING

Every budget system has potentially three major functions to serve,
that is financial control, managerial control and strategic planning.
Schultze explains these functions as fo110w§:

Financial Control: the control of subordinate units to insure
that public funds are spent only for those objects or purposes
specified by law and that appropriations are not exceeded.

" Observance of statutory restrictions, adherence to the fund
provided in appropriations acts, and avoidance of corruption
are the basic objectives of financial control.
Managerial Control: programming the use of resources, manpower,
equipment, transportation, and the like to carry out an approved
set of activities in an efficient manner. Procurement regulations
that minimize purchase costs, work measurement programs designed
to raise output per man-hour, streamlining of paper processing,
and introduction of labor-saving equipment are among the typical
activities encompassed by the management control function.
Strategic Planning: establishing and specifying objectives,
choosing among ailternative programs to achieve those objectives,
and allocating resources among those programs. Strategic planning
is concerned with determination of the kind and level of ?ctivities
that managerial control seeks to carry out efficiently. 2 _

(1) The British Experience is discussed in more detail in part two of
this study :

(2) Charles L. Schultze, The Politics and Economics of Public Spending,
Washington D.C. : The Brookings Institution, 1968, pp.5-6
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The successful system of budgeting is the one which performs these
three functions effectively. Traditionally, greater emphasis had been
given to the control function (the accountability concept) than the other
two functions, management and planning. Of course financial control is an
essential part in the budget process, but the planning of how resources are
allocated among various activities and the insuring of the efficient use of
these resources are equally important. The budgetary system should be
tailored to serve those purposes in order to obtain the full benefits from
it

Therefore, attempts have been made to improve the traditional budget
in developed countries. The aim was to introduce some new management
techniques to make the budget a more effective and efficient tool for
planning. Programme budgeting is considered to be the latest development
of a continuous effort to improve the budgetary process. Through this
system, planning, management and control are recognised as major functions
to be performed by the budget. Schick has stated that:

It should be clear that every budget system contains planning,

management, and control features. A control orientation means

the subordination, not the absence of planning and management

functions. In the matter of orientations, we are dealing with

relative emphasis, not with pure dichotomies. The germane issue(3)
is the balance among these vital functions at the central level.

In short, a good budget structure would enable the policy maker to
make better use of available resources. It also helps to achieve the

desired ends by using the most efficient means and it will ensure that any

amount of money has been spend for the purpose to which it was originally

allocated.

3.3 THE STAGES OF BUDGETARY REFORM

Many developed nations have long realised the inadequacy of the

(3) Allen.Schick, "The Road to PPB : The Stages of Budget Reform",
' Public Administration Review, vol. 26, no. 4 (December 1966), p.245
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traditional system of budgeting as an effective management and p]ahning
tool. In the USA, the first basic change in the budget process was in
1921 when the Budget and Accounting Act of 1921 was estab1ished.(4)
According to Schultze, "Until the 1920's, no overall executive budget
existed and none of the three major functions of budgeting was effectively
perfdrmed"b(s)

After World War fI, in 1949, another major budget reform took place
following the recommendations of first Hoover Commission. It recommended
that "the whole budgétary concept of the Federal Government should be
refashioned by the adaptation of-a budget based upon functions, activities,
and projects: this we designate a "performance budget“.(s) The Budget and
Accounting Act of 1950 was the result of those recommendations. Schultze
has observed: ‘ |

The budgetary reforms of the 1920's were directed toward the

financial control function, while the reforms of the immediate

g;?;ﬁ?gng;dfﬁﬂizggﬁr ¥?ars were directed toward the managerial

The final stage of budgetary reform in the USA started when the new
system programme budgeting was first introduced in the Defense Department
in 1961 and in the whole Federal Government in 1965. At that time, PB was
considered as a revolutionary system in the management of government. This
view was based on the success of the new system in the Department 6f Defense.
In the civilian agenties, the situation was different and the new system did
not achieve the desired success, and the results of its application from

1965 to 1970 were not encouraging.(8) This does not mean that the failure

(4) Schultze, op. cit., p.8
55) Ibid., p.6

6) Arthur Smithies, "Conceptua1 Framework for the Program Budget", in

D. Novick, (ed.), rogram Budgeting, Cambridge, Mass. : Harvard
Un1vers1ty Press, p.2% ’

7) Schultze, o E cit., p.14
fB}__A]]an Schick, eath in the. Bureaucracy : The Demise of Federal PPB",
Public Administration Review; vol. 33, no. 2 (March/April 1973), p.149
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is wholly attrisuted to the concept itself. Rather, it is the procedures

of application and the characteristics of the American system of government
which contributed largely to its Timited success. More will be said on this
in section 3.3.3.4.

In Britain, attention has been given to two aspects, long-range
planning through the Public Expenditure Survey Committee (PESC) and analysis
through Programme Ana1}sis and Review (PAR).(Q) The importance of long-
range planning in the government has been recognised since the middle of
the 1950'5.(]0) The Plowden Report in 1961 recommended a more effective use
of public expenditure by looking ahead over a period of years. More will be
said on this in the next chapter.

According to Keeling, Britain, in trying'to avoid the faults which
accompanied the introduction of PB in the USA, have followed a somehow .
Timited approach to PB, that is, "To concentrate on necessary analysis in
depth and develop a study of resources under programmes, without changing

the planning and budgeting processes." (1)
Also, in Britain, unlike America, there has not been any attempt to

introduce PB to the whole central or local government at the same time.
Every department and authority has been left to decide whether to introduce
the new system. According to Garrett, PB was first introduced in Britain
in_the Ministry of Defence in 1963. Other departments include the
Department of Education and Science and the Home Office. 'Furthermore,'a
number of local authorities have either applied the Eystem or considered
its future application.

In this section, the two major developments in budgeting in the USA,

performance budgeting and programme budgeting are presented and evaluated.

(9) Discussed in detail in the next chapter
(10) W.Z. Hirsch, "Program Budgeting in the United Kingdom" Public
Administration Review, vol.33, no.2 (March/April 1973), p.120
(1) ?é7§ee1i?g§'Mahagemént:inieovérnmEnt, London : George Allen & Unwin,
’.p' i
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The new ideas which developed after the decline of PB in the early 1970's
are presented in section 3.4 But before presenting performance budgeting
and PB, a critical discussion of the traditional approach to budgeting seems

in order.

3.3.1 THE TRADITIONAL BUDGETING
3.3.1.1 ‘CHARACTERISTICS OF TRADITIONAL BUDGETING

The Government budget has been considered as a basic tool for the
effective financial control of the national resources. This 1imited
function of the budget was seen as appropriate because of the limited
government activities. The tremendous increase in government activities
in almost all nations and the adaptation of economic planning in developed
and developing countries to promote economic growth makes the traditional
system of budgeting inadequate.(Tz)

Anshen has the following to say regarding the traditional system of
the US Federal Budget:

The present Federal Budget design is largely the product of an

historical response to the need to safeguard the integrity of

appropriation against careless, i11-informed, or malefficient
administrators in the executive departments. It is an

instrument for the control of spending. It was not designed to

assist analysis, planning and decision-making, and it does not

work well for that purpose. IF §§ a conventional comptrollers
budget, not a managers budget. (] '

‘As a result, attempts have been made to improve the budgetary system
to meet the needs of decision makers in order to use the resources more
efficiently.

A typical traditional budget has the following general characteristics:

First, expenditures are classified according to the types of resources

purchased (inputs). It is an object expenditure classification, materials

(12) United Nations, Department of Economic and Social Affairs, A Manual-
for-Government‘Accounting;.New York : UN, 1970, p.23 "
(

(13) M. Anshen, "The Federal Budget as an Instrument for Management and

Analysis", in D. Novick (1967), op. cit., p.12
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equipment, salaries, etc. Also, the practice of the segregation between
capital and current expenditures is not usually followed. In this type of
budget, only the sum of the expenditures input is found, it does not
consider the aim of the expenditure.

Second, in this system of budgeting, attention is given only to the
next fiscal year. The government departments and agencies do not practice
the habit of forward ﬁ]anning for several years ahead. Expenditures and
revenues are estimated for one year only. Thus, there is no planning
technique used since long-term planning is not practiced.

Third, the main purpose of the traditional budget is to have an
effective financial control over public expenditures and revenues. It
shows the allocation of resources among different activities without
indicating how these resources should be used and what‘are the expected
accomplishments. This Tlimited function of budgeting does not require an
advanced accounting system in the government so that the existing
accounting system of many governments are still inadequate to meet the
requirements of an improved system of budgeting.

3.3.1.2 Shortcomings of Traditional Budgeting

From the above characteristics of the traditional budget,.sevefal
shortcomings can be found:

1. The traditional classification system is not appropriate for the
budget to be considered as a tool for plans implementation and for the
purpose of economic analysis. To get the full benefit, the budget should
be organised by both functional and economic.classifications.(14) In
other words, expenditure shbuld be classified according to the objectives
they serve (functions), and both current and capital expenditure should-be

segregated from each other. Waterston explains:

(14) Waterston, op.'cit.; p.218
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For a budget to be a reasonably efficient instrument for plan
execution, it must have a classification system which (a) permits
allocations and expenditures to be related to specific projects,
programs and other purposes in the plan; (b) distinguishes between
capital and current expenditures and receipts, and shows the extent

of public savings ... available for investment; and (c) distinguishes

between development and non-development expenditures on both current

and capital account. The classification system employed in as
conventional administrative budgets does not meet these requirements.

Also', - functional and economical classification is an essential primary
step toward the installation of an advanced system of budgeting such as
performance budgeting or programme budgeting as will be explained later in
this chapter.

It is important to mention here that adoption of the new classification
does not mean that the object of expenditure classification will not . . -
continue. Rather, the traditional classification would be a very
significant factor in providing an effective control over the inputs used.
"Essentially, there is no conflict between the programme and activity
classification and other types of expenditure classification."(]s)

2. The second deficiency in the traditional budget is its Timitation
to one year only. The concentration on a single year weakens the role of
the budget. Many of the present budget decisions to carry out various
activities will lead to future costs incurred over more than one year.
Without forward estimates of such costs, programmes and projects could be
seriously affected, and the planned output would not be achieved.

As Smithies has observed, "the traditional budget period of a single
year throws 1little light on the significance of expenditures whose effects

may be spread over the next decade.“(17) Thus, in order to have an

effective budget, the time span over which expenditures take effect should

- be considered in advance.

(15) Ibid.
(16) TUnited Nation (1965), op:icit., p.4
(17) Smithies, op. cit., p.ZE - “



36

3. Little attention is paid to the identification of the departments'
objectives and goals. Failure to know these objectives would result in a
misjudgement of the value of the suggested expenditures. Accordingly, in
order to review the effectiveness and value of expenditures, objectives
should be specified. Such objectives will serve as a guide line in the
process of .performance evaluation.

4. The traditional government system of budgeting emphasises the
concept of financial control over public expenditures. It lacks effective
planning and efficient management of national resources. Thus, there is
no standard performance which can be used as a guide in the cburse of
budget execution. What is important is to ensure that any allocated money
has been spent as planned according to the government regulations.

Government budgeting begins with indispensible efforts to

promote "accountability" by preventing public funds being

stolen, used for unauthorised purposes, or spent at

uncontrg?]ed rates that could lead to 1nf1at10n or higher

taxes.

5. This system of budgeting does not concern itself with the
eXpected‘physica1 output of expenditures. The result is that the
effectiveness and adequacy of the proposed expenditures can-not be
determined in advance.

6. Alternative courses of action to achieve desired ends are not
usually considered in this sytem. Without consideration of possible
alternatives, the best means to meet the needs may not be obtained.

7. Finally, the absence of planning and management techniques in
this system makes the task of government decision making more harder.

Smithies observed:

The traditional method is not and never has been adequate.

The name of a department or a bureau is not sufficient to
describe what it does. Nor are numbers or types of personnel

(18) B.M. Gross, "The New Systems Budget1ng“; Public’ Adm1n1strat1on Review,
vo1.29, no.2 (March/Apr11 1969), p.117 -
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employed an adequate measure of the functions they perform.(]g)

In response to these shortcomingé, attempts haye been made to improve
the budgeting process to overcome them. The aim of these efforts is to
make the budget serve more effectively its potential functions of planning,
management and control.

The 1imitations of the traditional budget and its emphasis on
financial control and éccountabi]ity aspects have Tong been realised in
developed countries, and several improvements have been achieved since
World War II through the developments of new budgetary systems such as
performance and programme budgeting as will be seen later in this section.

In developing countries, it is a different situation. The budget
system in many of these countries is still inadequate and does not serve
the planning and management functions in the economy. It is basically a
tool for the control of public spending. The Secretary General of the
United Nations has recognised this fact when he said:

The budgetary systems of many developing countries have failed

to keep pace with the new demands made on them by the greatly

increasing scope of activity of the public sector.and, in

particular, by the adoption of a planned approach to economic

development. Thus, the need is first for the development of

new types of information on the public sector essential for

drawing up long term development plans, and second, for changes

in concepts and procedures in government budgeting required to

make the annual budget an effective %nitrument for implementing

the development plans and policies. (20

Accordingly, an urgent need to improve or even revise drastically the
traditional budget to become more effective was recognised by many developed
countries.

Some budget specialists ... believe the conventional administrative

budget must be replaced by an entirely new system, alternatively or

synonymously called program and performance budgeting. This form
of budgeting attempts to classify budgetary transactions on the

(19) Smithies, op. cit., p.29
- (20) United Nations 965?;'095'c1t.; p.vii
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basis of government functions, programs, projects and

activities and to measure results achieved in physical,

as well as in financial terms. (21

Most developed countries have realised such limitations of the
conventional budget and have introduced changes to overcome these
shortcomings in order to have an effective budgeting system. Performance
budgeting’ and programme budgeting are discussed here as two major reforms.
And the new trend in improving the budget process, after the decline in the

use of PB because of difficulties in its implementation, i$ discussed in

section 3.4

3.3.2 PERFORMANCE BUDGETING

Performance budgeting was first applied to the government budget in
the USA following the recommendations of both the first and second Hoover
Commissions in 1949 and 1955. It aims to attain greater efficiency in
carrying out various government activities fhrough a functional
classification of the budget and work measurement programmes. According
to the US Bureau of the Budget:

A Performance Budget is one which presents the purposes and

objectives for which funds are require, the costs of the

programs proposed for ach1ev1ng those objectives, and

quantitative data measuring the ?ccomp11shments and work

performed :under each program. (2

The major objective of performance budgeting is to improye the
managerial control function of the budget. Functiﬁna] classification
instead of the traditional object of expenditure cléssifications; is a
primary requirement for installing a performance budget system. This
classification, however, is not the only improvement in the budgetary system
by adopting performance budgét.

. Performance budgeting is much more than an improved system

of classifying or presenting a budget. Whereas traditional
budgetary procedures emphasize only the financial aspects of

- (21) Waterston, op. cit «s p.247
(22) Quoted by Burkhead, op.’.cit., p.142
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expenditures when a budget is formulated, executed or audited,

the distinguishing feature of program and performance budget1ng

is that it seeks, whenever possible to measure the results (23

achieved in physical or real, as well as in financial, terms. )

An adequate accounting and reporting system is a matter of necessity
to enable the management to determine unit costs and to set standards of
performance for each work unit. These standards are compared with the
actual results to evaluate the efficiency of carrying out a specific
activity. This type of cost system is highly developed in business
accounting where cost accounting is used as a very effective managerial tool.
In many developed countries, there have been improvements in the government
accounting system and in cost techniques as a result of introducing this
new system of budgeting. The traditional government accounting system

does not adequately indicate the relationship between expenditures

and results, and thus, prohibits the formulation and execution of

an economically meaningful budgetary policy ... budget orientation

has major implications for government accounting systems and

techniques, as it involves an expansion from the accountability

(f1dUC1any) posture of the budget towards the processes of work,

i.e. a managerial decision ma§1ng focus concerned with the efficient

performance of activities.(24

Performance budgeting emphasises the importance of the work to be
achieved not the resources to be utilized. In other words, it emphasises
efficiency rather more than the accomplishment of objectives of a programme.
This new orientation of the budgét recognises its managerial control
function, ‘that is, the efficient use of resources. The planning process,
however, is not emphasised in this system of budgeting.

Rose has identified the following elements of performance budgeting:

(1) An accounting structure primarily based on functions,

activities, sub-activities etc.

(2) Particular emphasis upon deployment of personnel within
each of those categories, although other elements of cost
are by no means ignored.

- (3) The use of work measurement techniques to arrive at reliable
yardsticks of output for as many activities as possible.

(23) Waterston, op. cit., p.247’
- (24) Enthoven, op. cit., pp.51-52
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(4) The establishment of convenient units which relate outputs
to inputs.

(5) Work standards are then created so that departmental managers
assist in the preparation of budgets which envisage '
performance levels as well as cost Timits.

(6) During the financial year reports are issued which compare
total output, total input and rate of performance against
the standards incorporated in the adopted budget.

(7) During the budget preparation cycle, requests for additional
staff, and even the justification for current staff levels

- have to be supported by evidence of reasonably anféggpated
work-loads in the light of agreed work standards.

Performance budgeting has been adopted by many developed countries.

But the Phillipines is the only known developing country to try and adopt
the performance budgeting approach by learning from the American experience

in this respect.(26)

Perhaps the most difficult problem facing a developing
country when considering the introduction of such a system is the shortage
of skilled personnel such as economists, accountants and statisticians.

At this point, a word about the experience of the Phillipines with
performance budgeting is in order to throw light on the potential of
performance budgeting as a means of improving the budgetary process in
developing countries. In 1954, it was realized that the Phillipines
budget needed to be improved by being based dn functions, activities,
and projects in terms of expected results. Thus, and through the
assistance of an American management conéu]tant firm, performance budgeting

was installed in 12 agencies in fiscal year 1955/56. The remaining 68

agencies of the national government were included in 1956-57.(27)
As Professor Parsons has pointed out, the effectiveness of performance

budgeting in the Phillipines was impaired by four basic problems. First,
the problem of cost measurement which resulted from poor and inadequate

accounting and reporting system in the Phillipine government. Their system

(25) K.E. Rose, Programme Budgeting : With Particular Reference to the
United States of America, London : IMTA September 1969, p.51
(26) M.B. Parson, "Performance Budgeting in the Phillipines", Public
Administration Review; vo1.17, no.3 (Summer 1957)
(27) Ibid., p.T74
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had been in existance for more than 300 years with little change. Such a
deficiency clearly prevents the appropriate cost measurement of activities,
functions and programmes which is the fundamental element of performance
budgeting.

Secondly, the Phillipines at that time Tacked the skilled personnel
in the civil service to implement performance budgeting although attempts
have been made to establish training programmes for civil servants.  Such
efforts, however, were hindered by the lack of time available for training
courses before introducing the new budgetary system.

Thirdly, 1ittle has been tried to improve the state of the government
administrative organisation. According to Professor Parsons, only ad hoc
organisational deve1opﬁents took place which were not enough to accommodate
the sophisticated budgetary approach.(za)

Finally, the Phillipine Congress had its effect on performance
budgeting. The legislative branch played a major role in hindering the
effectiveness of performance budgeting by putting pressure to return to the
traditional budget because they resisted theway i-n which the new bu_dget was
submitted.

In Professor Parsons's view, the big mistake made by the Phillipines
was the adoption of a "ready-made" American system without sufficient
preparation. No attempt had been made ﬁo consider the social, economic and
political environment in the Phillipines. He rightly pointed out that it
was wrong to introduce such American administrative_ideas which were too
advanced for this underdeveloped countﬁy. He believes that an adequate

training programme for personnel and reform in the accounting system should

precede budget reform.
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3.3.3 PROGRAMME BUDGETING (PB)

Programme budgeting is the final stage in the budgetary reform process.
It emphasises the importance of the planning function as well as the
management and control functions in a budgetary process. The first
comprehensive application of a PB system to government activities was in
1961 by the American Department of Defense. In August 1965, President
Johnson announced the introduction of programme budgeting to the whole US
Federal Government. Clearly, the success of the new system in the US
Department of Defense was the prime reason behind the President's decision.
The objectives of PB as adopted by the American Federal Government
were stated by the US Bureau of the Budget in its Bulletin 66-3 of
October 12, 1965:
The overall system PPBS is designed to enable each agency to:
1. Make available to top management more concrete and
specific data relevant to broad decisions;
2. Spell out more concretely the objectives of
Government programmes;
3. Analyze systematically and present for agency head
and Presidential review and decision possible
alternative objectives and alternative programs
to meet those objectives;

Evaluate- roughly and compare the benefits and cost
of programs;

5. Produce total rather than partial estimates of
programs ;

6. Present on a multi-year basis the prospective costs

- and accomplishments of programs;

7. Review objectives and conduct program analysis on a

continuing year round basis, instead of on a crowded
schedule to meet budget deadlines.

The introduction of the system to the government had different
reactions from various writers. As Schultze, Director of the Bureau of
Budget at that time, spoke to a Congressional Committee:

Much has been published on PPB. Learned articles have treated it
sometimes as the greatest thing since the invention of the wheel.
Other articles attack it, either as a naive attempt to quantify

and computerize the imponderable, or as an arrogant effort on the

part of latter-day techn0f53¥s to usurp the decision-making function
in a political democracy. _ '

(29) Quoted by Keeling, op. cit., p.168
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Programme budgeting (PB), planning-programming-budgeting system
(PPBS), and output budgeting are different names referring to one
~management decision-making system. In this study, the term programme
budgeting and the initials PB and PPBS are used synonymously.
PB as a management system aims to provide the decision maker with the
necessary. information to make the best use of available resources. It is
unlike performance budgeting because "while performance budgeting emphasises

the importance of increasing performance efficiency“(30)

» PB emphasises the
output of a given level of expenditure, i.e. the effectiveness of a
particular programme in achieving a given objective(s). In a PB context,
all possible future implications of current decisions are considered.

Programme budgeting, unlike traditional budgeting, has three
dimensions, resources (inputs), programmes, and time.(31) That is, every
stated obﬁective requires resources, e.g. manpower and equipment;
programme(s); and a period of time to be accomplished. Those three
dimensions of a PB system are illustrated in figure 3.1.

Therefore, long-range planning is one of the major elements in a PB
system. Indeed, PB attempts to make a more clear relationship between
planning and budgeting. Such a close relationship is very essential for
its effectiveness..

But while most writers agree that the process of planning and budgeting
should be integrated for the better use of resources, Keeling seems not to
do so when he says "Planning and Budgeting are different processes in
purpose, ambit, concepts and conventions. The most one can ensure is that
the two processes are mutually consistent in a general way. Integfation’is
not, and perhaps should not or cannot be, complete“.(sz)

(30) H.P. Hatry and J.F. Cotton, Program Plannin for.State;'Count ‘City,
Washington D.C. : State-LocaTM?%ﬁEﬁEE_FFE35%fg:_GEEF§E-WE§ﬁﬁT%%EﬁTJL

. University, 1976, p.35 ; o s 3

‘(31) D.I. Cleland and W.R. King, Systeém Analysis and Project Management,

New York : McGraw-Hill Book Co., 1968, p.126
(32) Keeling, op. cit.; p.171
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Figure 3.1

The Three Dimensions of a Programme Budgeting System

Aston University

llustration removed for copyright restrictions

Source: D. I. Cleland and W.R. King, System Analysis and Project
Management, New York : McGraw-Hill Book Co., 1968, p.125
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It is appropriate to mention here that there is 1ittle if anything
really new in any of the elements of PPBS. What is new is the attempted
reconciliation of planning, programming and budgeting within one

(33)

comprehensively organised approach or system. Enthoven explains more
clearly the aim of a PB system.

PPBS attempts to integrate planning-budgeting-accounting-reporting-

stewardship into one coherent and integrated system. Its aim is

to convert the regular annual budgetary routine to an evaluation

and formulation of projects in the light of future objectives and

policies, and to establish such policy-making on a more national

footing by means of data on individual and/or social costs and
benefits of alternative ways and outputs me?guyements for the
attainment of certain objectives and needs.(3%).

The purpose of PB is to relate objectives to resources in order to
aécomp]ish the desired output. The fact is that resources are limited with
competing needs. Efforts must be directed toward the goal of using these
limited resources effectively and efficiently to achieve objectives. By
using a PB system, objectives are determined and all alternative courses of
action to attain those objectives are systematically examined to choose the
ones which contribute most to the accomplishment of those objectives.

Perhaps the main advantage of a PB system is the fact that it enables
the decision-maker to consider all possible means in order to achieve
certain goals at' the minimum cost. The best alternative(s) cannot be
chosen unless all alternatives are considered.

It is important to note that a PB system is not a substitute for
human judgement and wisdom. Rather, it assists decision makers by providing

more sufficient information.

It (PB) will not in itself provide answers to problems or

~ make decisions for managers. It will not displace management
judgement, wisdom or experience. It will not determine
objectives. It will not judge performance. In short, it

will enlighten major decisions issues and help managers t
manage better.(ggi p manag 0

(33) Rose, op. cit., p.14
34) Enthoven, op. ¢it., p.64
35) Anshen, op. cit., p.23
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The fact is that there is no standard meaning of a programme budget,(36)
it has been defined in several ways by different writers. Three basic
aspects, however, are found in most PB definitions; these are structural,

analytical and informational aspects.(37)

3.3.3.1 STRUCTURAL ASPECTS

The ;fructure process consists of two basic elements, the setting of
goals and objectives, and the structure of programmes on a long-term basis.
The objectives of the qrganjsation should be defined as clearly as
possible and in an'order1y manner. They are based on the question of what

the organisation is trying to accomplish in the 1light of its needs,
opportunities and resources. Thus, the aims and purposes of the
establishment are very important and should be identified very clearly
before the design of the programme structure.

A distinction between intermediate and’fina1 objectives should be
made. Objectives should also be reviewed annually and brought up to date
in the light of any new circumstances. At the final stage, actual output
is evaluated against objectives to see whether these objectives have been
accomplished.

The task of setting the organisation's objectives is the corner stone
for the whole process of PB. It is not, however, an easy task because
not all the objectives of an agency or department could be defined clearly.
As Garrett says "The aims of government departments are both more complex
and diffuse than those of businesses and few have been put in writing. They
usually have to be distilled from legislation and regulations, Ministerial

statements and the proceedings of official inquiries and parliamentary

(36) L. Merwitz and S. Sosnich, The Budget's New Clothes, Chicago :
Markham Publishing Company, 1977, p.] '

(37) George Steiner, "Problems in Implementing Program Budgeting", in
Noyick, (1967), op. cit., p.308 ' ' ‘ '
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committees.“(BS)

Indeed, this difficulty was one of the basic problems
which faced most of the government departments in the USA, when PB was
introduced. As Rose put it "officials find it very difficult to identify
their final objectives or goals, firstly because they haye not been called
upon to do so in specific terms before, and secondly, because this really is
a difficult exercise when so many public services are intimately associated
with abstract expressfons of social welfare or the Common good."(Bg)

Next comes the design of the programme structure. These programmes are
the product of the grouping of expenditures on an output-orientated basis.
Programme structure aims to Tink activities to objectives in such a way that
activities are classified according to the objectives that are to be
achieved. It "is a way of organising information with the objective of
revealing how much is being spent for each purpose. This objective is to be
attained by classifying expenditures in terms of programmes regardless of
which agencies spend the money or what kind of things the agencies buy."(40)

In a programme structure context, government expenditures are
classified into different functions. These functions, in turn, are
divided into programmes. Every programme is divided into activities.(41)

Functions are the major divisions of government which have different
types of services to offer to the people in order to achieve the major aims
of the govefnment, education, health and defence are examples. Within
each function, e.g. education, a set of programmes are developed to meet
certain objectives of that function. Finally, every programme consists of
several activities which "identify homogeneous types of work carried out by

subsidiary organisations to produce the end products of a programme."(42)

In the following table, a programme structure for the management of

(38) J. Garrett, The Management of Government, Harmondsworth, Middx.,
- England.: Penguin Books, 1972, p.T18
(39) Rose, op: cit., p.2V - :
(40) Merwitz and Sosnich, op:‘cit:;, p.15

~ (41) United Nations (1970), op. cit., p.5

(42) " Ibid.
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statewide alcohol-related mission in the State of California, USA, is given

as an example of a programme structure.(43)

Table 3.1

I. Prevention of Alcoholism
A. Education
B. Law and economics
C. Research and development
II. Restoration of Early-State Alcoholics
Detection
Diagnosis, evaluation and referral
Treatment, medical
Rehabilitation
Research and development
are of Chronic Alcoholics
Detection
Diagnosis, evaluation, and referral
Treatment, medical
Rehabilitation
Domiciliary care
Research and development
ontr01 of Other Alcohol Problems
Dependent families
Employment-related
Drinking and driving
Public intoxication
Felonies associated with drinking
Under-age drinking '
Personal injuries
neral Research*
Medical research
Behavioural science research
Operational research
eneral Support*
Surveillance and measurement of alcohol problems
Planning and evaluation at state level
Planning and evaluation at community level
Other

_considered to be unallocable to programs I through IV

Ill.

n‘nmcnmbnmcnwr

—_
-

-

-
—

-

* DODrEOOWrroOOMMoO ©E>

Programme structure is awery essential and fundamental step in programme
budgeting. As Smithies says "The way in which a program structure is set up
for the government as a whole, or for any major segment, can have profound
effect on the decisions that are reached, so that the design of-programmes

should be regarded as an important part of the decision-making process.“(44)

(43) C.W..Churchman and A.H. Scha1nb1att; “PPB : How can it be Implemented",
Public Administration Review, vol.29, no.2.(March/April 1969), p.180

(44) Smithies,’opii¢it., p.4]



49

The design of programme structure, however, is both complex and
difficult, according to Lee and Johnson:

The development of program structure is difficult. This is made
evident simply by the fact that effort at constructing program
structure date back more than half a century, but the "perfect"
structure has yet to be devised ... Part of the problem in
designing the structure is the need to develop an all inclusive
one which at the same time is not overly detailed, particularly
in terms of the numbers of levels. Each additional fogi by
definition increases the complexity of the structure.\ )

There is no single programme structure which fits all departments
or local authorities. Every organisation 'needs a programme structure
which meets its requirements. Even in one organisation, a programme
structure needs to be reviewed from time to time to make the necessary
adjustments as a result of environmental changes. Thus, programme
structure, if it is to be effective, must be flexible.

In the United States, the Bureau of the Budget in its Bulletin
No. 66-3 dated October iz, 1965, instruéted the agencies to adopt the
following programme structure:

(1) Program categories are groupings of agency programs (or
activities or operations) which serve the same broad objective
(or mission) or which have generally similar objectives.

(2) Program sub-categories are sub-categories which should be
established within each program category, combining agency
programs (or activities or operations) on the basis of narrower
objectives contributing directly to the broad objectives for the
program category as a whole.

(3) Program elements are usually sub-divisions of program sub-
categories and comprise the specific products (i.e. the goods and
services) that contribute to the agency's objectives.

As it has been said before, it should be kept in mind that no one
programme structure is considered as a standard design to be followed by
every department. What is important is that programmes are classified
according to-an objective-orientated basis and each programme is divided

to sub-programmes or activities which contribute directly to objectives.

(45) Lee and Johnson, op. cit., p.157
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This type of classification would enable the analyst to make better use

of various programmes in terms of costs and effectiveness.

3.3.3.2 ANALYTICAL ASPECTS

The second basic element in programme budgeting is the analytical
process. The principal purpose of this process is to identify and examine
a]ternati;é courses of action in terms of costs and benefits or
effectiveness, and their implications in a systematic way. Thus, it is
very essential to determine all the facilities, materials and staff
required to carry out a specific programme. Report no. 7 of IMTA defines
the process of programme analysis as:

(i) systematic identification and measurement of a community's

needs and systematic appraisal of existing resource
allocations;

(ii) didentification of all alternative methods of achieving the
ultimate objectives derived from the needs:

(ii1) comparative (quantitative and qualitative) evaluation of

the total 5°°23& and economic costs and benefits of those
alternatives. )

According to Rose, %he essentials of good analysis are clearly defined
objectives, a suitable criteria to choose between alternatives, a number of
alternative courses of action, determination of costs and benefits of each
alternative, and judgement and intuition.(47)

Judgement and intuition are needed "in designing the models; in
deciding what alternatives to consider, what factors are relevant, what the
interrelation between these factors are, and what criteria to choose; and

in interpreting the results of the ana?ysis.“(48)

In this analytical process, the use of one or more analytical techniques,
such as cost-benefit analysis, are usually required to choose between

alternatives.

(46) Institute of Municipal Treasurers and Accountants;'PrD%ramme--
- Budgeting : The Approach,-London : IMTA, September s P

(47) Rose, op. cit., pp.28-29 :
.(48) E.S. Quade, "System Analysis Techniques for Planning Programme
. Budgeting",--in F.-Lyden-and E, Miller; (eds), Planning, Programming,
Budggt1ng’:’Afsystem:AgproachitofManagemént,-CﬁTEEgE‘%‘MEFE%Eﬁ'PHE%Tshing

Lo., April 15968, p.305 .
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The choice between alternative courses of action is a key feature of
a PB system. There are usually two possible approaches that an analyst
may adopt to decide between alternatives.(49)

The first one is called the economy approach or the fixed utility

approach. This economy approach is used when a specific target of
effectiveness to be achieved is ijdentified. Thus, the aim here is to choose
the course of action which aims to achieve that target with the Towest costs.

The second approach is called the efficiency approach or the fixed

budget approach. This approach is used when there is no fixed target of

effectiveness to be achieved but there is a fixed amount of resources. 1In
this case, alternatives are examined and evaluated in order to choose the
alternative which produces the maximum benefits.

Cost-benefit analysis and cost-effectiveness analysis are the two
techniques which have been applied to the problem of choosing between
alternatives in government programmes.

The cost-benefit analysis technique aims to help the decision-maker

to choose between various alternative projects to meet certain objectives.

- To apply the cost-benefit analysis technique, it is important to know:
(1) the various types of costs and benefits which should be included in the
analysis; (2) the bases of evaluating and measuring these costs and
benefits; (3) the discount rate used to determine the present value of
future costs and benefits; and (4) the relevant physical, legal,
administrative and financial constraints.(so)

Costs and benefits, which are measured in money terms, can be

divided into internal and external classes. Internal costs and benefits

refer to the project's costs and benefits obtained by the organisation.

(49) H.A. Hovey, The P1anning—Programming-Budgeting Approach to Government
Decision-Making, New York : Praeger, (1968 , pp.51-52

(50) A.R. Prest, and R. Turvey, "Cost-Benefit Analysis : A Survey",
The Economic Journal, Vol. LXXV (December 1965), p.686
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External costs and benefits (externalities) are those which accrue to
bodies other than the promoting body.

An important feature of the cost-benefit analysis technique is that
all the advantages and disadvantages, as viewed from the standpoint of
society, should be considered. Some of these have a market value, whilst
others do not. That is one of the most difficult aspects of cost-benefit
analysis. Thus, unlike project evaluation in private enterprise, a cost-
benefit appraisal attempts to consider all external effects in terms of
costs and benefits to the community. As an illustration, consider Table 3.2
below which shows some examples of internal and external costs and benefits

of a transportation programme.

Table 3.2

Example of internal and external costs and benefits

Aston University

Hlustration removed for copyright restrictions

Source : H. Georgi, Cost-Benefit Analysis and Public Investment in Transport
London : Butterworths, 1973, p.23 pors,

Having measured the total costs and benefits for each alternative,

the ratio of benefits to costs can be determined. The project which yields

1\
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the highest ratio would be selected.

At this point a word is in order about the difficulty of measuring
intangible costs and benefits. As Table 3.2 shows these include internal
as well as external effects. Thus, one of the most difficult problems
in using this technique is how to measure, in money terms, the benefits
of, for example, the reduction in accident costs or the cost of noise
disturbance as a result of a new motorway. The identification and
measurement of such not easily quantifiable elements in cost-benefit
analysis is very important since they can constitute a significant part
of the costs and benefits of many government projects.

The cost-effectiveness analysis technique is similar to the cost-benefit

analysis technique except in one aspect, that is, the output is measured
in units other than money, e.g. deaths prevented, children educated and
families housed.(S]) Because of the difficulty in measuring the

output of government services in money terms, cost-effectiveness analysis
is widely used in evaluating potential government's programmes.

Although these types of analytical tools have several limitations in
their application to public programmes, they could play an important role
in some cases. As Wildavsky puts it "... cost-benefit analysis may still
be important in getting rid of the worst projects. Avoiding the worst

where one can't get the best is no small accomp]ishment".(sz)

(51) Hovey, op. cit., p.55

(52) A. Wildavsky, "The Political Economy of Efficiency : Cost Benefit
Analysis, System Analysis and Program Budgeting", Public
Administration Review, Vol. 26, No. 4 (December 1986), p.298
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Finally, as indicated earlier, it should be borne in mind the fact
that these types of techniques are just a guide to help the decision-
makers who must have good judgement and intuition to make the right
decisions. What a decision maker needs to know are the consequences, costs
and benefits of his choices to sharpen his judgement and intuition. And

this could.be provided by using such techniques.

3.3.3.3 INFORMATION ASPECTS

The third major element of programme budgeting is an efficient and
comprehensive information system. Information and data are required for
two main purposes. First, to provide the necessary data needed in the
structural and analytical processes to identify objectives, :to design
programmes, and to identify and analyse alternative courses of action
of accomplishing desired objectives so that the most effective and least
costly alternative could be selected. Secoﬁd, to measure and analyse the
success and failure of programmes and projects in achieving the prescribed
objectives.

The effectiveness and adequacy of an information system depends to a
large extent on a good system of accounting in the government. Such a
system will be able to provide the data needed which assists the decision-
maker to plan, evaluate and control the use of limited resources.

Unfortunately, the existing system of accounting in most countries
has so many deficiencies which make it inadequate to supply the necessary
information to aid the policy maker. The traditional aim of governmental
accounting has been to meegjthe accountability requirement. But

In relation to today's requirements, this traditional concept

of accountability is somewhat narrow in its scope, since it

relies upon th almost exclusive use of organization - cum -

object classification in goyernment accounting and budgeting.

While those basic needs still remain unchanged today, accounting

is being recognised increasingly in the fullest sense ... as a

service to management. As such, it must be developed not only

to satisfy accountability requirements but also to provide the
various types of financial data that are essential for such’

-
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purposes as planning, programme analysis and selection, budgeting;
efficient management at the various levels of government and (53)
control of costs and performance in relation to approved plans.

An essential part of the new concept of accounting is a cost accounting
syétem, which is needed to measure unit and total costs for the various
programmes. Also, the availability of cost data would make it possible to
develop standards of performance so that the actual performance could be

evaluated against those standards. (54)

The significance of cost information in programme budgeting has been
emphasised by US Controller General:

(1) Cost information is necessary for the development and
selection of the mix of inputs.

(2) Cost information is necessary for control of the
programmes.

(3) Cost information provides some quantitative basis for
evaluation where possible benefits cannot be measured
and compared.

(4) ggzguggfgzﬂggigg.zgs?ecessary for fraditiona1 fund
As indicated earlier, the importance of a good system of accounting has

been realised in developed nations as a first step toward an improved

budgetary system. In developing countries, however, the situation is

different as Waterston explains:

Out of date, complex, confusing or otherwise inadequate
accounting systems widely used in less developed countries
as well as poor accounting practices, also diminish the
effectiveness of national budgets, either as instruments

g;v:;gg;glg1p?gzzr?gégr as a means for giving effect to
Such a serious deficiency in the account{ng system available to
government in these countries makes the task of decision making more
difficult and less effective. And without real improvement in the
information system as a whole in the government, an improved system of

‘planning and budgeting would be very difficult, if not impossible, to be

achieyed.

(53) United Nations (1970), op. cit., p.1
(54) Enthoven, op. cit., p.62

-(55) Quoted by Enthoven, op. cit., p.62
(56) Waterston, op. ¢it.; p.
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To sum up, programme budgeting as a mangement system seeks to improve
the government decision making process to make better allocation of available
resoufces. It does not make decisions, it does not replace good judgement
and intuition, it is only a means of assisting the management to make better
decisions. The effectiveness and the success of such a system depends on
several factors. A well developed long-range planning practice, a good
information and data s&stem, a sufficient analytical capacity, a functional
and economic classification system of the budget, and a certain level of
managerial skills are fundamental requirements for a successful programme

budgeting system.

3.3.3.4 EVALUATION

Generally speaking, there are two major difficulties in impliementing a
programme budgeting system for government activities, the difficulty of
defining objectives, and the difficulty of ﬁeasuring outputs or benefits.

It is a well known fact that the objectives of government departments
or agencies are more complex and more difficult to define than those of
business firms. Unlike the business enterprise, the government department
does not aim to make or increase profit. Every government unit is working
toward achieving a certain set of social, cultural and economic objectives
as a part of an overall national objective, e.g. economic development.

Thus, within a programme budgeting context, a government department
is faced with two major problems. The first is how to define the overall
objective and sub-objectives of the department, and how to carry out the
various activities to accomp]fsh those goals. The second problem is how to
measure the output of such activities to find out how effective they were
in achieving the department's objectives.

Programme budgeting was adopted by'the US Federal Government in 1965
as a promising and révo]utionahy budgetary system to replace the traditional

~ line-item budget system. Undoubtedly, the success of PB at the US Department
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of Defence was the main drive for the President's decision to introduce the
new system to the entire federal government in 1965. Unfortunately, PB

did not achieve the success that was expected. Tﬁus, the American
experience with programme budgeting had produced both positive and negative
results. A brief examination of the reasons behind these two contradictory
outcomes seems in order.

In the US Department of Defence, the development of PPBS has resulted

in the more effective use of the available resources.(57)

This successful
story of programme budgeting can be attributed to three main factorsi

First, the Secretary of Defence at that time came from the private
sector with a strong belief in the value of and]ytica1 techniques in
improving the quality of allocation decisions in government departments.(ss)
He was very aware of the limitation and shortcomings of the traditional
ﬂﬁdgetary approach. Programme budgeting was considered to be the ideal
approach to adopt. The support of the man at the top and his belief in PB,
therefore, has played a major role in its effectiveness in the department.

Secondly, the Department at that time employed the required analytical
skills to develop and implement the new system. Thus, analytical studies,
which are the corner stone for any effective PB system, were carried out
for the defence programmes by highly qualified economists and system
analysts. Hence the two major obstacles to a PB system, which were
mentioned earlier in this section, were overcome as a result of these
analytical skills,

Thirdly, the PB system at the Department of Defence was caréfu11y

designed to meet the problems and functions of the department; The people

there did not adopt a foreign and ready-made system of PB. Moreover, the

B

(57) Schick (1973), op. cit.; p.147
(58)  Ibid. - P
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organisational changes in the department during the 1950's had paved the
way for PB to complement the structure of the department.(sg)

On the other hand, the unsuccessful attempt by the civilian
departments to install a PB system can be attributed to three major factors.
They are: the characteristics of the American system of government, the
way in which PB was introduced, and the difficulty of applying the
analytical techniques to government programmes mainly because of a shortage
in skilled personnel.

As regards the American system of government, the existance of the
federal, state and city governments with their different laws and
legislations has impaired the effectiveness of programme budgeting.(so)
Also, the Congress insisted that the budget should be submitted in the
traditional form. Thus, departments and agencies had to seek their funds
on this basis and not on a programme basis.(ﬁl) Furthermore, the Congress
resisted any attempt to develop a system of long-term expenditufe planning
which is considered a very essential part of any PB system.(sz)

The second reason behind the poor achievement of the PB system in the
federal government is related to the way in which PB was introduced. There
is 1ittle doubt that the decision to introduce a standardised and ready-made
system of PB to all departments and agencies at the same time without
sufficient preparation was a major factor in its fai]ure.(ss) As Garrett
pointed out, "Considerable harm was done by the way in which PPB was
introduced“.(54) Indeed, PB was considered by the civilian departments as
a foreign system impqsed upon them by the Bureau of the Budgét without

giving them the chance to understand it or to consider it within their

) Ibid. :
) For further discussion see Garrett, op. cit., p.134
) Ibid., p.135 |

) TIbid., p.132

) Schick, 1973, op. cit. p.147

) Garrett;'og;?CIt., p.134
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ability and with reference to their problems and without providing the
opportunity to relate the new concept to their existing budgetary
process.(65)

Finally, a major aspect in the failure of PB in the civilian agencies
was the fact that analytical techniques, such as cost-benefit analysis,
were difficult to apply to social programmes while "good analysis and data
were in short supp]y.ﬁtﬁﬁ)

As a result, PB in the US Federal Government was officially terminated
in 1971 after five years of operation. The official death notice was
issued by the Office of the Management and Budget on June 21, 1971 in a
memorandum accompanying circular A-11. According to that memorandum,
"Agencies are no longer required to submit with their budget submissions
the multi-year program and financing plans, program memoranda and special
analytical studies"t(ﬁy) i

But, although the success of programme budgeting as applied by the
civilian departments was not as expected at the beginning, some benefits
have been obtained. Mosher 1ists the following achievements:

Forcing, or at least encouraging, more clearly defined

and thoughtfully considered statement of objectives;

Forcing the development of indicators and quantitative
measurements of outcomes of governmental programs;
Encouraging the development and installation of better

system for gathering informa i?n about both costs of
programs and their effects.(68 |

Also, Hancock has the following to say:

Ifl @ad to sum up my own overall assessment of the American
experience to date, I would say that it has shown that PPBS

65) Schick (1973), op. cit., p:il147
66% Ibid., é.149) L E
(67) TIbid., p.146
(68) F.C. Mosher, New Aggregated System for Planning; Programming,
Budgeting, Fifteenth International Congress o inistratiye Science,
1, as quoted by D. Norvick, Current Practice in Program Budgeting
' (PPBS); London : Heinemann, 1973, p.52
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has the potential to make a significant contribution to the
improvement of the planning, decision-making and management
control procengg in government and other non-profit making
organisations. )

As- for developing countries, the system of budgeting which exists in
most of those countries is inadequate because it is still based on a
traditional concept. To use their Timited resources more efficiently and
more effectively, developing countries must improve their budgeting
procedures.

Thus, in addition to the difficulties facing a PB system, one must
recognise the other deficiencies that exist in developing countries which
have been observed by Burkhead:

So often, in under-developed countries, the basis from which

budgeting should proceed is lacking. There is a shortage of

accounting and administrative skills; there are gaps in the
hierarchy of government organisation;. there isan inadequate

sense of personal moral responsibility for the conduct of

government affairs. In this situation it is not possible to

build a budgeting system on the basis of established techniques

and with existing skills ... The challenging task is to make

budgeting a catalyst t?a& will improve and strengthen the

developmental program. )

Furthermore, in many of these countries the integration between
development, planning and budgeting does not exist. It is widely agreed
that a more close relationship between planning and budgeting must be

achieved.

Long-range planning without regard for the realities of annual budget
implementation becomes an academic exercise of 1ittle operational
value; budget-making which disregards the co-ordinated needs of the
development plan tends to fragmentize the ener 1?§ of the nation and
to retard progress toward national objectives.{’

Therefore, there are several pre-requisites for the successful

introduction of a new budgetary system in a developing country. But there

(69) I.C. Hancock, "The American Experience", in IMTA, Programme Budgeting :
So?g Practical Problems of Implementation, London > IﬁTK,.June i§7l,
p.19
(70) Burkhead, op: 'cit.; p.455 _ .
(71) R.S:.Herman? "Two Aspects of Budgeting, "Indian Journal of Public
- Adg}glstrat1pn, yol.viii, no.3 (1962), quoted by Steiner, op. cit.,
p. ¥
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is one important point to be emphasised here. That is, a critical
examination of the existing system of budgeting and a careful eyaluation
of the organisational structure and its ability to accept such improvement
must be first made. As Enthoveﬁ argues:

Before more refined budgetary systems are instalied, a careful
appraisal should be made of their ‘potential for the country,
without abandoning the conventional budget ... Basic

accounting skills may first have to be improved, and the staff
and organizational structure strengthened. Although PPBS is as
yet very complicated for many countries, especially developing
nations, it is a goal towards which Eps budget accounting system
should be geared in the years ahead.

Perhaps, the British experience in developing a successful system of
long term planning for public expenditure (PESC) and a system of programme
analysis (PAR) offers a valuable example to be studied by developing
nations.(73)

Also, a lot of benefit could be gained from the Canadian experience
with programme budgeting. In that country, it has been claimed, more
successful results have been achieved due to the way that PB has been
introduced.

In Canada, a somewhat less obtrusive, and in some ways a more

successful route to PPB has been followed. One substantial

advantage of the Canadian approach to PPB was that it followed

a series of reforms of the management of Canadian government

rather than be1?9 introduced as an overlay to existing structures

and procedures

It is evident, thus, that a step by step approach to improve the
budgetary process seems to be the appropriate path to be followed.
Moreover, any proposed approach for introducing programme budgeting in an
organisation should be made to meet the needs and the environment of that
organisation because "there can be no ready-made PPBS package available

for instant installation". (75)

(72) Enthoven, op. cit., p.53 -
(73) Discussed in some deta11 in the next chapter
(74) Garrett, op. c1t., p.140

. (75) Hancock, op. cit., p.17 "~
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The following gradual changes are proposed to take place before a
commitment to a full system of PB be made:

1) The existing accounting system should be improved to play its
important role as the major source of information and data for both
purposes, analysis and evaluation.

2) Public expenditure planning should be performed on a long-term
basis and should inc1uﬁe all public sectors.

3) A functional and economic classification system of the budget
should be adopted. According to this system, expenditures are
classified according to the objectives they serve, (functions, programmes,
and activities), and both current and capital expenditures are segregated
from each other,

4) A close Tink between planning and budgeting must be established.
The annual budget is a detailed financial statement which should be
prepared from the long-range plans. Therefore, without co-ordination
between these two functions, neither will be effective.

5) Making provisions for training governmental staff to cope with
the new responsibilities. The training programmes might be arranged
locally in organised courses or a certain number of staff could be sent
abroad for training in developed countries.

6) Development of an adequate analytical capacity to carry out the

task of programme analysis.

3.4 NEW TRENDS IN BUDGETARY REFORM

As a result of the difficulties and problems faced by government
departments in applying the PB system, the new trend is to look for a
less sophisticated, but still effective, approach to improve government
allocation.decisions. Management by objectives (MBO) and zero-base
‘budgeting are two promising approachés'ﬂhich have been considered recently

" by government departments in the USA. These two concepts are briefly
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discussed in the following two sub-sections.

3.4.1 MANAGEMENT BY OBJECTIVES (MBO)

Management by objectives is yet another attempt aiming for increasing
the quality of government services. "MBO is a part of continuing search
for management approaches to answer the classic political question 'what
should government do? . And how?'."(7®)

MBO has had a long history in the private sector, as early as 1920
when it was used by the DuPont Company and later by General Motors in the
mid 1920'5.(77) In the public sector, however, it has a more recent
history.

After the bad results of the PPBS application in the US Federal
Departments in the early 1970's, MBO was under serious consideration by
~government departments as an appropriate approach for more efficient
government sérvices. The successful application of MBO in the US Department
of Health, Education and Weifare (HEW) and its positive results since 1971
indicates the potential of MBO as an effective approach in managing the
government services.(78)

According to Brady, the goals of MBO as implemented in the HEW
Department were:

To identify clear, measurable objectives

. To monitor progress toward objectives that had
been agreed on by both managers and policy makers

To effectively evaluate resu1ts.(79)

(76) C.A. Newland, Policy Program Objectives and Federal Management:
The Search for Government Effectiveness, Public Administration
Review, vol1.36, no.1 (January/February 1976), p.26
(77) P.F._ﬁruckgr, “What Results Should you Expect? A Users guide to MBO",
Pu?;1c Administration Review, v01.36, no.1 (January/February 1976), ...
p. _ _
(78).,§7H: Bradyi ;gBO Gogs(ﬁo Wg;t in the Public Sector", Harvard Business
eview, vol. no.2,(March/April 1973), pp.65-74
(79) Tbid., p.67 - PP
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Although the Department had faced some problems in defining
objectives and measuring benefits, "MBO has proved to be extremely
helpful in managing the affairs of HEN.“(BO)

Generally speaking, a MBO system consists of three basic elements;
setting objectives, tracking progress, and evaluating results.(sl)

Setting the organisation's objectives is difficult but a very crucial
step in the MBO systeﬁ. This task is obviously more difficult in a public
organisation. Unlike the private sector, in the public sector the
objective of maximising the return on investment usually does not exist
and when it does exist in some cases, it would be considered as a
secondary rather than primary objective. The primary objective of a
public sector organisation is to provide sufficient services or goods to
meet public needs.

In this stage the decisions to allocate the necessary funds are also
made to accomplish those objectives in the following fiscal year.

Monitoring progress is the second stage in the MBO approach. Here
progress is tracked in a regular basis, e.g. every month, throughout the
year to measure the progress toward accomplishing objectives. Such
practice would ensure that any mistake could be overcome before it would
become too late to.take the right decision.

The third and final stage is the evaluation of actual results against
objectives. In this process the success or failure of the organisation in

.accomplishing its objectives are reported at the end of each fiscal year.

Reasons for failing to meet any objective must be clearly stated so that

future failure can be avoided.

(80) Ibid., pp.67-68
(81) NewTand, op. cit., p.26
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Information obtained in this and the previous process are very
valuable to the first stage, setting objectives.

Having described briefly the three main stages of a MBO system,
it is necessary to mention an important characteristic of the MBO system
which makes it a different approach from programme budgeting. This was
observed by, among others, Sherwood and Page:

. it (MBO) is not a "whole" system for managing. It is

an instrument with basic elements of planning, co-ordination

and appraisal of performance. In public and private

organisations, MBO is u?gg primarily for short-range (Tactical)

planning of operations. )

Thus, in this sense it can be said that MBO, like performance
budgeting, is concerned with efficiency.(ss)

At this point, it is appropriate to make a comparison of MBO and
PB. The following table gives a clear and simple comparison between

the two approaches.

(82) F.P. Sherwood and W.J. Page. "MBO and Public Management", Public

~ Administration Review, vol. 3%, no.1 (J §
(83) Tbid., p.6 % no.1 (January/February 1976], p.5
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Table 3.3
Comparison-of PPB and MBO Models

PPB MB0
PTanning Comprehensive, five year Partial, annual, some
plans five year plans
Authority structure Centralized, staff Decentralized, line
Experience. demands statistical sophistication managerial common-
: sense, arithmetical
Program comparison External, benefit/cost internal, quantity
capacity produced
Fixed coverage Comprehensive and Partial, person days,
allocation and some supporting
' costs

Source: J. McCaffery, "MBO and the Federal Budgetary Process", Public
Administration Review, vol1.36, no.1 (January/February 1976),
p.36

3.4.2 ZERO-BASE BUDGETING

As indicated earlier, in a traditional or incremental budgeting
context, government departments and agencies consider current expenditure
levels as an established base and analyse in detail only proposed
increases or decreases. Zero-base budgeting, on the other hand, requires
each head of department or agency "to justify his entire budget request
in detail and puts the burden of proof on him to justify why he should

spend any money.“(84)

Zero-base budgeting was first used in government by the US Department
of Agriculture in spring 1962.(85)
The concept was aiming to:

. examine all programs at the same time and from the ground
up to discuss programs continuing through inertia or design
that did not warrant being continued at all or at their
present level of expenditure ... As a result, relative
priorities of total amounts for all programs could be considered

(84) Peter Pyhrr, Zero-base:Budgeting:: A Practical Management Tool: for
Eyaluating Expenses, New York : John Wiley & Sons, Inc., 1973, p.xXi
. (85) A. Wildaysky and A. Hammann, "Comprehensive Versus Incremental
Budgeting in the Department of Agriculture", in Lyden and Miller,
op. cit., p.140 S ' '
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not mere]{ gTounts of increase and decrease for some
programs. 8

Unfortunately, the department's attempt to develop an effective zero-
base budgeting was not successful. Some people in the department at that
time "complained that they had done a lot of extra work, yet nothing had
been changed as a result of their endeavours.“(87)

Neve}fheless, Pyhrr in a recent book on zero-base budgeting argues
that the attempt by the Department of Agriculture to implement the concept
of zero-base budgeting in 1962 was not successful because "it did not
resemble the methodology used successfully in both industry and government
as described in this book“;(sa)

In industry zero-base budgeting was developed at Texas Instruments
in 1970 by Peter Pyhrr who was Control Administrator in the company. He
wrote an article in 1970 describing the process of zero-base budgeting as
applied at Texas Instruments!ag) This succéssfu] attempt attracted
Mr. J. Carter, then Governor of Georgia, who was very keen to improve the
budgetary process for Georgia. He invited Mr. P. Pyhrr to come to Georgia
to develop the new concept. Thus, zero-base budgeting was first used for
the entire executive budget for the State of Georgia in the year 1972/3.

According to Suver and Brown the department heads of the State of
Georgia listed the following three major advantages of zero-base budgeting:

1. the establishment of a financial planning phase priof

to budget preparation '
2. an improvement in the quality of management information
3. ggtgc?;;a?gV;?‘f&g)budget involvement of personnel at the

When Mr. J. Carter became the President of the United States, it was

widely anticipated that he 90u1d try to introduce zero-base budgeting to

(86) . 1bid.,.p.150 (87) 1Ibid., p.154
(88) Pyhrr (1973), é’.)cif;, p.xf -
(89) P. Pyhrr, "Zero-base Budgeting", Harvard Business Review, vo1.48,
no.6 (November/December .1970), pp.I1T11-121 '
-(90)  J.D. Suver.and R.L. Brown, "Where.Does Zero-base .Budgeting Work?",
Harvard ‘Business ‘Reyiew,.v01.55,.n0.6 (November/December 1977), p.80
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the Federal Government as a means of improving, the state of federal
budgeting.

The process of zero-base budgeting has two major steps:

1. Developing "decision packages". This step involves

‘analysing and describing each discrete activity-
current as well as new, in one or more decision
packages. (See appendix G)

2.. Ranking "decision packages". This step involves
evaluating and ranking these packages in order of
importance through cosfé??nefit analysis or
subjective evaluation.

To be an effective process, zero-base budgeting requires top-
management support, careful and well prepared design of the system, and
good management.(gz)

In relation to PPBS, it has been said that although a PPB system
ensures the effectiveness of the allocated funds in achieving specific
objectives, it does not show the procedures of performance, i.e. "to
transform these objectives into an efficient operating plan and budget and
allows managers to evaluate the effect of various funding Tevels on

programs and program elements."(23)

Zero-base budgeting is proposed to
fi11 this gap by providing the necessary information about all functions
and operations. In other words, zero-base budgeting and PPBS can be used
at the same time to ensure the effective as well as efficient use of
resources.

To conclude this section, it is safe to say that zero-base budgeting
could make positive contributions toward the better use of resources.
Perhaps, the most difficult problem in implementing zero-base budgeting
is the Tack of time to go through the enormous amount of material and
information generated throughout the process. It is well known that time

in government is always Timited.
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This difficulty, however, can be reduced by adopting a Timited
approach to zero-base:budgeting. Unlike some other budgetary systems,
e.g. PB, zero-base budgeting could be applied to some selective areas

(94) And

and services and not necessarily to the whole organisation.
because time and resources are always limited, this has been considered

as a primary advantage of zero-base budgeting which allows any organisation
interested in this coﬁcept to adopt the scope that suits the time and

resources available.

3.5 SUMMARY

This chapter has shown that the inadequacy of the traditional
budgetary system has led to various developments to improve it.
Historically, there are two major reforms in government budgeting,
performance budgeting and programme budgeting.

The principal objective of PB is to provide better information to help
policy makers to take the right decision at the right time and thus to
_accompTish the right results. . This objective has been, to a Targe extent,
achieved in the US Department of Defense following the successful
introduction of PPBS in 1961. This "success encouraged President Johnson
to decide in 1965 to install the new system in all federal departments. The
result, however, was generally disappointing. There are a number of factors
which have contributed to the success implementations of PPB system in the
US Department of Defense. One major factor was the support and encouragement
of the boss at the top. Such an impdrtant factor was obyiously one of the
reasons for the disappointing results in tﬁe federal departments.

It should be made explicit, once again, that theoretically speaking .

nothing is wrong with the approach itself, rather it is the implementation's

(94) Suver and Brown;'ogi'tit.; p.82
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procedures and the organisational structure which did the most hann.(95)

In summary, the Timitations and shortcomings of the traditional
system of budgeting is being widely recognised by developed countries
because it is no longer considered as an effective planning device. And
because it emphasises the financial control (accountability) function, it
has a limited value as a source of information to the decision-makers.

As a response to these limitations, attempts have been made to over-
come them and to make the budget an effective planning device for better
resource allocation. The development of the PB system in the 1960's has
been considered as a major reform to improve the budget process.

Most developed countries have introduced reforms in one way or
another. On the other hand, most, if not all, developing countries did
not introduce any budgetary reform and their budgetary process fis still a
traditional one.

As a consequence of the difficulties facing PB, other new developments
were started in the 1970's. These include zero-base budgeting and management
by objectives(MBO).

This chapter has been devoted to discuss these new developments by
examining and reviewing the current literature. But because the British
approach toward the improvement of the government budgeting is different
from the American, parts.two and three of this study are devoted to discuss

the British experience in both central and local government.

(95) see section 3.3.3.4
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' CHAPTER 1V
BUDGETARY DEVELOPMENTS IN
BRITISH CENTRAL GOVERNMENT

4.1 INTRODUCTION

The British economy, as any other modern economy, can be classified
as a 'mixed economy'.' The Government is becoming more and more powerful
énd its role in the economic and social 1ife of the country has changed
dramatically since World War Two. This situation is evident by the
enormous increase in public expenditure on the one hand, and by the fact
that many major industrial establishments are now government-owned
corporations, on the other.

To accomplish its social and economic goals, the government seeks to
make the best use of its available resources by effective planning and
control of public spending. In this respect, it attempts to increase
its knowledge in order to manage the economy more efficiently.

.... the more the area of the unforseen can be reduced by a

knowledge of the past and an understanding of the present, by

careful and intelligent planning, and by informed and reasoned

W11 be-the managenent that resurge. 1 o more efficient

In Britain, after World War Two, the budget had become a powerful
and effective device used by the Government to solve some of the country's
economic problems; such és the balance of payments, unémp]oyment, inflation
and so on. In the mid 1950's, however, there was a growing Qissatisfaction
with the existing syétem of public expenditure control. ~Such dissatisfaction

was reflected by the appointment of the Plowden Committee in 1958 to

report on the control of public expenditure. This appointment was the

(1) Herbert R. Balls, “Planning, Programming, and Budgeting in Canada",
Public:Administration, vol.48 (Autumn 1970), pp.303-304
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result of a rebommendation made by the Select Committee on Estimates in
session 1957-58. The Plowden Report was published in 1961 containing
the Committie's pfoposais to improve the control of public expenditure.

Perhaps it is safe to say that the substantial growth in public
spending after World War Two was a major factor to cause this dissatisfaction
with the system of public expenditure.

The central‘govefnment as the manager.of the economy, has to formulate
its policy and strategy in the 1ight of national objectives. Decisions
must be made to allocate - national resources between various activities,
e.g. defence, education and housing, which contribute to the accbmp?ishment
of the overall national objectives. The aim is to maximise the satisfaction
the public receive from the use of national resources. Another level of
decision making in government is the allocative decision-making process
in individual departments whicﬁ involve the allocation of the department's
total budget among the various programmes, e.g. the allocation of the
education budget between higher education, further education, primary
education, research and so on.

A11 the efforts and attempts wﬁich have been made in the last two
or three decades aimed to improve those levels of decision making by
providing more and better 1nfbrmation. Indeed, PPBS, PESC* and PAR*,
for example, hgve been developed to make the government's plans more
effective by analysing, in depth, all promising options to achieve specific
objectives. | |

Before the introduction of such developments, governments were
concerned mostly with the efficiency, in terms of costs, of carnying out
fheir activities. Efficiency is, no doubt, an essential objective to

attain, however, to perform.the wrong task efficient]y might be as harmful

* . discussed later in this chapter‘
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as performing the right task inefficiently. Thus, the first step is to
determine the proper direction of activities, by long term planning and
analysis of alternatives, and then the next step is to carry these
activities efficiently.

Two major developments in British Central Government occurred in
the sixties. The first was the estab]ishmént of a new system of public
expenditure survey, iﬁ 1961 immediately after the publication of the
Plowden Report, in which a regularlannual suryey, known as PESC (Public
Expenditure Survey Committee), was the major proposal. Since 1961 an
annual survey of public expenditure, covering all areas of the public
sector, has been an accepted practice of the Government. The other
development was the introduction of various sophisticated analytical
techniques in some departments to provide more and better information to
be used in the resource allocation decisions.

Before these major developments, individual developments were
introduced. According to Bridgeman, the first took place in 1955 when
a major roads programme was made to cover several years ahead. Also, in

1957, a five year economic assessment was developed. The Defence
Ministry in 1958 had adopted a five-year costing system to plan its
expenditure.(z) Nevertheless, as Bridgeman says, "the 1ntegratfon of
the individual developments did not happen until after the report of
the Plowden Committee“.(3)

The purpose of this chapter is to investigate and examine these
major devg]opments in British Central Government and its contribution
to the improvement of government decision-making.

This chapter is divided into five main sections:

(2) J.M. Bridgeman, “P]anping-?rogramming-Budgeting in the United Kingdom
Central Government", in Novick (1973), op. cit., p.90 '

"(3)" Ibid.-



73

The reorganisation of Central Government as prbposed by the
White Paper of October 1970

Public expenditure and its trend and growth, the Plowden
Report, and the introduction of PESC system

The establishment of the Central Policy Review Staff (CPRS)
and the Programme Analysis and Review (PAR)

The deve]opmeﬁt of programme budgeting (PB) in Ministry of
Defence and in the Department of Education and Science

Summary.,. Evaluation and Conclusion

4.2 THE REORGANISATION OF CENTRAL GOVERNMENT

The White Paper of October 1970 on the reorganisation of Central

Government(4) has indicated the government's intention to improve and

increase the efficiency of the Cenfra1 Government through a reivew of

its functions and organisation.

According to that White Paper, the aims of such a review have been:

(1)

(1)

(iii)

To improve the quality of policy formulation and decision-
taking in government by presenting Ministers collectively
in Cabinet and indiyidually within their departments, with
well-defined options, costed where possible, and relating
the choice between options to the contributions they can
make to meeting national needs. This is not confined to
new policies and new decisions, but implies also the
continuing examination, on a systematic and critical basis.
of the existing activities of government.

To improve the framework within which public policy is
formulated by matching the field of responsibilities of
government departments to coherent fields of policy and
administration. '

To ensure that the government machine responds and adapts
itself to new policies and programmes and these emerge within

.the broad framework of the main departmental fields of
responsibility.(5)

In order to fulfil these aims, the Government has realised that some

important chﬁnges in the government machinery should take place. The

main changes are discussed below. -

(4) G.B., White Paper on’the’Reorganisation: of Central Goverment,
Cmnd. 4506, London : HMSO, October 1970
(5) Ibid:y p.3
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First, more attention should be given to the analytical approach

toward government activities.

The basis of improved formulation and decision-taking is

rigorous analysis :0f. existing and suggested government

policies, actions and expenditure. This analysis must

test whether such p011c1es or activities accord with the

Government's strategic aims and, indeed, whether they are

su1tab1e for government at all ...

Second]y, the Government emphasised the importance of the allocation
of responsibilities between departments according to a functional
principle, that is to say "government departments should be organised by
reference to the task to be done or the objective to be attained".(7)
Moreover, the need for unification of functions, 1.é. grouping of functions
together, within each department was stressed so that the "comprehensive
approach in government organisation“(s) can be achieved. The White Paper
suggested in some detail the various changes that needed to be introduced
in the organisation of government departments in order to attain this
important aim.

Thirdly, the problem of policy formulation and decision-making was
presented as a major difficulty facing the government. An improved and
comprehensive information system to help Ministers inlmaking decisions
was the proposed solution to this problem. "The necessary basis for
 good government is a radical improvement in the information system

available: to Ministers”, (%)
Finally, the White Paper stated that the proposed changes of the

government organisations would need a period of stability in order to

achieve the objectives of such changes.

Ibid., p

1513

~Ibid., p.
id., p.

q...aw-....-
D‘l {J‘l el

P~~~
W 0~
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4.3 PUBLIC EXPENDITURE AND THE PESC SYSTEM

The Tlevel of public expenditure reflects the range of various
activities carried out by governmenfs and their intervention in the
national economy. As a matter of fact, the level has been growing rapidly
in all countries to meet the increasing demand for services by the public.
As has been shown in Chapter Two, ... .. this situation has created
an increasing governmeﬁt itnervention in more and more activities. To
take Britain as an example, the tremendous increase in public expenditure
started during the post-war period when the government introduced the
National Health Service, took over a number of major and large industries
known as nationalised industries and so on. A1l these actions were
mainly attributed to the inadequacy of the private sector to provide the
necessary level of services to the public.

A simple comparison between total public expenditure as a pertentage
of G.N.P. over a period of time will show the growth of public expenditure.
In 1900, public expenditure was £280m or 14.4% of G.N.P., the corresponding
figures for 1955 were £6,143m or 36.7%, while in 1975, public expenditure
reached £54,465 or 52.3%of G.N.P.

Obviously, such a large amount of money must be wisely directed
and allocated to achieve the maximum benefit. Any ad hoc decisions on
allocation of such huge amounts could have regretable consequences.
Therefore, an adequate and effective system to plan, manage and control
public expenditure is necessary.

In its 1958 Report on Treasuny_ﬁqntro1 of Expenditure, the Select
Committee had emphasised that the:existing system of management and
control was inadequate mainly because.on:the.one’hand !the.tendency is.
for expenditure.deCisions to be taken piecemea1“(]0), &ﬁd.on the other

hand, public spending has grown enormously after the Second World War.

-
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It was realised that such an increase required new procedures and rules

to cope with it since the existing system of public expenditure at that
time was initially developed in the nineteenth century.(11) Thus, the
Committee recommended that an independent Committee should be appointed

to investigate and report on the matter. As a resu1t; the Plowden
Committee was appointed in the summer of 1959. Its job was to review,
disucss, point out thé weaknesses and deficiencies of the system, and to
recommend any proposals that would "bring the growth of public expenditure
under control and how to contain it within such limits as the Government
may think desirab]e“.(1?) B

The report was published in July 1961. The fact that public
expenditure has gainedwa.différent_and important role in the economic life
of the nation since the 1940'5, was emphasised by the Report. Specifically,
three .elements which had caused this change were mentioned. In the first
place, public expeh&iturexhas”grown rapid]y'hs a result of local authdrities
expenditure, and the creation of nationalised industries.

Secondly, the government nowadays is involved in a number of
sophisticated projects, both technological and commercial, which need
to be given careful consideration and analysis. Invariably these projects
require a different treatment than that given to the traditional services
provided by the government and the length of the projects often extend
for several years.

Finally, the theory of public finance has brought an increasing
emphasis on the role of'publfc expenditure and taxation as effective
devices to influence the economy.(TB) |

A1l this implies a need for better decisions to replace the existing

discrete ones on public spending. This was the main conclusion of the

(11; Ibid.
.(12) Tbid. _
(13) Tbid., p.6
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PTlowden Report.(]4)

In order to carry out its task, the Committee analysed public
expenditure in different departments to examine the actual management
control of expenditure in order to determine the weaknesses and short-
comings. Also, some comparisons between departments in handling similar
jobs were.made to see the degree of efficiency.

The Report first called attention to the inadequacy of the traditional
system of public expenditure, i.e. piecemeal decisions, by which the
consideration of departments expenditure was undertaken separately. They
argued that without looking at the public expenditure as a whole, decisions
would be ineffective.

The cfucial contribution of the Plowden Report was its recommendation
that regular surveys of public expenditure as a whole should be conducted
on a long-term basis with regard to the prospective economic resources
and that these surveys should be considered as a guide to policy makers,
and not a substitute to their judgement, as the report has stressed.

In addition to this main recommendation, there were three more
proposals made by the Report which are worth mentioning..(é) The long-
term economy and efficiency in the public sectof requires the greatest
practicable stability of decisions on public expenditure. (b) Improvements
are required in analytical problem solving techniques in order to increase
the efficiency of the public services and to contribute to a better
understanding by Parliament and the public. (c¢) More effective machinery
for collective decision making is required.(15)

The Committee believed that the results of the proposed reconstruction
of the traditional system would take a number of years béfore they can be

seen to be working.
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The Government soon adopted the main recommendation of the Committee
and the annual survey of public expenditure started in 1961. The first
of the White Papers on public expenditure (PESC) was published in 1963.
Since that time, the PESC survey has been an accepted practice for every
government coming to office. Improvements and developments in the
methodology and presentation of course have been taking place in the
survey. Indeed, it is becoming a more and more sophisticated and
effective instrument for government decision making.

The Government of 1966 published a White Paper on the planning and
control of public expenditure to strengthen the PESC system and to
re-shape public expenditure system which involved:

(a) A decision to 1imit the total growth of public sector

expenditure to an average of 43} per cent a year at
constant prices from 1964-65 to 1969-70 ...

(b) Within this total, a long term allocation of resources

to each of the main public services to provide the
quantitative framework for their development.

(c) A strict review of individual programme, in particular,
of defence. _

(d) The preparation of Estimates within specified limits so
as to ensure their consistency with (a) and (b).

(e) A review of the investment of the nationalised industries
to fit in with the national plan.

(f) More effective implementation of the programmes and on

improvemenf 0{ financial control, to get better value
“for money. (10

The important step was achievedthrough the development of thé PESC
system to look at public expenditure as a whole, by estimating all future
implications of current decisions and by considering as many alternatives
as possible in order to choose the most promising options in achieving

national objectives.(17)

A regular survey of the public sector has been in existence
since 1963 following the recormmendation of the Plowden Committee.. The

purpose of this survey was pointed out by the Chancellor of the Exchequer

" (16) G.B.; White Paper on Public'Expenditure : Planning and Control,
- Cmnd. 2975, London : HMS0, ApriT. 1969, pp.18-19 .
(17) Ibid., p.2 - | |
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in 1961. "The object of carrying.out the study (PESC) ... is to see
how we can best keep public expenditure in future years in proper
relationship to the growth of our national product.“(18)
The White Paper in January 1975, stated more clearly the main purpose
of the annual survey of public expenditure as follows:
- to strike the right balance between the demand placed on
resources by public expenditure and by exports, investment
and private consumption;
- to bring the public expenditure programmes into line with
the Government's general priorities and objectives.(19
~ The first White Paper on public expehditure was published in 1963.
In 1969, the Government proposed that a regular White Paper on public
expenditure should be published at the end of each calendar year. The

first in this series was published in December ]969.(20)

Since that time,
there has been a White Paper on public spending at the end of each year.
By comparison to other major developed-countries, the UK is

considered more advanced in this respect. A memorandum published by the
Treasury in 1976 on public expenditure planning practiced in five Western
countries, the USA, France, West Germany, the Netheriands, and Denmark
revealed that none of these countries "publish expenditure plans which

are at all similar in time scale, or in detail to those in our Public

Expenditure White Paper“.(21)

Goldman has also claimed that the White Paper on public expenditure

"is comprehensive, consistent, sophisticated, dynamic, operational and

(18) White Paper on Public Expenditure in 1963-64 and 1967-68, Cmnd. 2235,
Condon : AMS0, December 1963, p.2

(19) White Paper on Public Expenditure to 1978-79, Cmnd. 5879, London :
HAMSO, January 1975, p.1 '
(20) White Paper on Public Expenditure 1968-69 to 1973-74, Cmnd. 4234,
London : HMSO, December 1969 -~ - y -
(21)__EM T;eqsuryﬁ'The'Pgesentgtign’gf‘Puﬂﬁic Expenditure Plans in Sélected
ountries, Memorandum submitted b Ireasury to the Expenditure
Committee, London :_HMSO,zoecembe¥'1976, fed d o
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strategic. Collectively, these qualities make up a unique document ahead
of anything to be found anywhere in the wor]d."(zz)

The system has also been praised in another source.

By international standards the PESC survey is already a sophisticated
method of examining public expenditure at least in some respects; it
looks forward for five years deals generally with all public

expenditure rather than central Gov?ggTent expenditure and groups
expenditure into functional blocks.

Such claims wou]dlbe better clarified by examining the main features
of the system, fts procedures and its contribution to the improvement of
the quality of government decisions.

The main features of the PESC system are summarised as fo?]ows(24):

1. The surveys are comprehensive, that is to say they cover the who]e
public sector, central government, local authorities, and public corporations.
The objective is to consider all public expenditure elements and at the
same time to identify priorities to make the best allocation of resources
among:tompeting claims.

2. The annual survey covers a period of five years ahead to enable the
decision makers to see all possible future commitments and the implications
of current decisions on long term programmes. Such programmes require

not only the initial cost, but also the regular annual costs. The failure
to make plans to secure the necessary cash for future payments would
result either in the cancellation of some projects with the loss of the
initial costs, or some of these projects would be badly affected. In
addition, the estimates of future costs of a project are essential in

order to determine the total cost of a project (initial costs and

‘subsequent payments) to be judged against its benefits.

(22) Sir Samuel Goldman, "The Presentation of Public Expenditure Proposals
to Parliament", Public Administration, vol.48 (Autumn.1970), p.254

(23)_‘Depgrtment'oflEdu;ation and Science, Output Budgeting for the
Department of Education'and:Sciénce, Education PTanning Paper No. 1,
London -: HMSO, 1970, pp.3-4~ '

(24) G.B., Green Paper on Public Expenditure : A New Preséntation, Cmnd.
4017, London : HMSO, ApriT.1969, pp.18-19
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Thus, the extension of the time scale beyond one year in the planning
of public expenditure is inevitable in order to make effective decisions.
It should be borne in mind, however, that estimates for the first three
years of the survey represent fairly firm decisions, and expenditure
decisions for the last two years are estimated on :a provisional basis.(zs)
3. The figures in the survey are classified by functional programmes
such as defence, education and housing, as well as by economic category,
current and capital expenditure. Also, the analysis of public
expenditure according to the spending authority, i.e. central government,
local authorities and public corporations, is presented in the survey.

The functional classification was adopted in the survey because of
its clear advantage in presenting all expenditure related to one specific
function, say education, in one main programme regardless of the spending
authority. Thus, all expenditure on education, for example, is organised
under the Education Programme. Now, the survey covers 15 main programmes
with several éub-programmes and programme elements.

4, The annual survey is fundamentally based on a regular and broad
assessment of the economy over the short and medium term, so that the
overall objectives and policies of the government could be identified.
In addition, the prospects of national resources are considered in
relation to expenditure. ..

Government's general priorities should be identified in order to
maximise the benefit that the public gain from the use of national
resources. Such priorities are usualiy mentioned broadly in the White
Ppaer. For instance, the 1974 White Paper has stated social security,
housing subsidies, and contribution to the investment of nationalised

industries to increase efficiency and output, as the Government's top

(25) Goldman, (1970), op: cit:; p.258
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priorities.(zs)

These priorities would not be adequately identified unless
the general policy of the govefnment is defined, its objectives and goals
are determined and the prospective of the available resources are

assessed, and that accurate and detailed information on costs and benefits
of the various competing claims are available. The next step is to decide
the appropriate growth rate of public expenditure as a whole and for
individual programmes.in the 1ight of national priorities and resources
available. "The size of expenditure and its rate of growth must be

related to the total of resources available and the strength of competing
c1aims."(27)

5. The figures in the survey are at constant prices, that is the survey
prices, to eliminate any effect that price changes might have. Nevertheless,
there is what the White Paper calls a relative price effect'Which arises
because the prices of goods and services purchased by public sector outlays
tend to move differentially from prices in the economy genera]]y.“(zs)

To overcome such effects an adjustment is made for all components
of expenditures in the White Paper. \ _

6. From 1972 and onwards, the annual White Paper includes as well, the
actual expenditure for the five previous years in the survey prices for
the purpose of comparison without the price effect.

Every year, figures of public expenditure in the past four years,
the current year and the following five years are presented at the survey
prices to provide the material for comparison between the past
performance and future plans to see in real terms the trend and growth of

public expenditure over-a period of ten years. The following example

makes this point more clear.

(26) wg1§e Paper on Pub11c Expenditure to 1978-79, E €ty P2
Ibi

-(28) ‘White Paper on Publi¢: Expenditure 1969 70 to 1974-75 ‘Cmnd. 4578,
Condon : HMSO » January 1971, p.70
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The White Paper of December 1973 on public expenditure to 1977-78(29)
contains the actual expenditure for years 1968-69, 1969-70, 1970-71, 1971-72
and 1972-73 at the Survey Prices (1973) and the estimated expenditure for
years 1973-74, 1974-75, 1975-76, 1976-77 and 1977-68 also at 1973 prices.
A11 the 15 main programmes were analysed and compared over the ten year
period. :In the next White Paper (1974) one future year (1978-79) was
added and the first yéar of the previous survey (1968-69) was dropped, and
all the figures were revalued to the current suryey prices (1974) and
usually there were some changes in the estimates of the previous White
Paper. These changes might affect specific programmes, as a result of
policy changes,or all programmes, as a result of "better information, more

(30) It is also important to

experience, and improved techniques".
remember that policies on public expenditure are reviewed on a continuous
basis to direct expenditure needs.

Furthermore, the White Paper of 1973 called attention to the
uncertainty of world economic prospects and mainly the difficulty of
assessing the future price and supply of 0il. Such situations have led
to the decision that the estimates for later years.in the survey should

be more flexible and more imprecise.(31)

The annual cycle of PESC starts at the beginning of the year in the
spending departments. Every department is asked to estimate the costs
of its main programmes and sub-programmes for the next five years, at
constant prices and distinguishes between capital and current expenditure.
These estimates are preprared in the 1ight of the Government's |

_general policies and the department's own objectives and priorities. To

(29) ‘White Paper on Public:Expenditure to 1977-78, Cmnd, 5519, London :
HMSO, December 1973 :

(30) " "White Paper on Public Expenditure to 1967-77, Cmnd. 5178, London :
HMSO, December 1972, p.12 .. . . ... . .. :

_(31) " 'White-Paper on Public Expenditure to 1975-76, Cmnd. 4819, London :

: HMSO0, November 1977, p.5
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carry out this job efficiently, an adequate and up to date information
system in the department is so essential in order to produce relevant
cost.data for each programme and its contribution to the department's
objectives and other non financial information to be used in the
forecasting process. Also, it is vitally important to have qualified
staff to prepare the estimates and to support them by relevant
statistical data to pe}suade the Treasury on the one hand, and to help
the PES Committee by supp]gihg the necessary information and analytical
studies on the other.

Thus, the improvement of information systems of departments and
the availability of qualified personnel are a major factor in prbducing
an effective PESC system. Every department has a representative on the
PES Committee to participate in the formulating of the Committee's report
and to present his department's views to the Committee.

In the second stage of PESC procedures comes the role of the Treasury.
There, all estimates from all areas of the public sector are examined,
reviewed and analysed as a whole in the 1ight of Government priorities
and objectives, and the prospects of resources. :Natura11y, throughout
this process, the Treasury maintains a continuous discussion with
departments on their expenditure programmes.

There are several units in the Treasury; which carry out various
activities to produce the necessary data and information to be uséd as
a guideline. The General Expenditure Division and the Management Accounting
Unit are examples, and their activities include, the ways of improving
information systems in departments to help in making better decisions on

- programmes, and the using of some analytical techniques such as cost-

benefit analysis and investment eva1uation.(32)

(32) Sir.Samuel'Goidman;'Thé"Bevéloping'System'of?PuS1iE:Eiﬁeﬁdituré
" " 'Management and ControT, Tondon : HMSO, 1973, p.38.




85

Goldman, however, has observed that the human resources which are
devoted to these activities in the Treasury is not enough and that more
qualified staff are needed.

In all the fields of endeavor remarkably small human resources

have been used in this country. By comparison the Americans

and to a lesser extent, the French have been lavish. I am

convinced that we have been unwise to limit our own efforts in

EEiiggﬁy.?T?3§9at the return on additional investment here would

A1l data and related information are put together before the PES
Committee in the Treasury to be analysed to produce the PESC annual
report.

The PESC Report is then considered by the Cabinet to make any changes
in the 1ight of the Government's economic and social policies and
according to priorities among competing claims. After the examination
of the report and the making, if any, of the necessary changes, the |
Cabiinet.gives its approval and it then becomes the official policy on
public expenditure for the next five years.

The last stage of the PESC cycle takes place at the end of the year
when the annual White Paper on public expenditure is drawn up from the
PESC Report to be debated for two days in the House of Commons and o
published. The Select Committee on Expenditure examines and analyses
the contents of the Paper in more depth and detail to make its regular
comments and recommendations to the Government to be considered in the

- next survey.

Having discussed the main features of the PESC system and its
procedures, there are four related points worth mentioning. The first
one concerns the role of the British Parliament. The Parliament in

Britain has an important role to play in assisting the Government to

formulate the nation's policies through its various Select Committees.
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The striking example is the role of the Select Committee on Estimates in
1958 in developing the annual survey of public expenditure. Indeed, it

was the Committee which expressed the dissatisfaction with the existing

system of public expenditure and recommended an independent Committee to
investigate the matter.

Parliament, through its Select Committee on Expenditure, continued
to play a major part in improving the PESC system. Every year, after
the debate on the White Paper by the Hoﬁse, the Expenditure Committee
examines the Paper in detail and makes its recommendations to be
considered by the government in the next year's survey. For instance,
the Expenditure Committee in 1971-72 realised that the annual survey
lacks the necessary information on expenditure's output and recommended
in its eighth report that:

. an information system based on outputs as well as inputs
covering all items of public expenditure should be established;

and that a start should be made this year by publishing in

the public expenditure survey White Paper, in tabular form,

any available information showing what expenditures afg jntended
to purchase and the results they expected to achieve. 4

Thus, in response to this recommendation, the White Paper of 1973
includes more 1nfdrmation_on the outputs of individual programmes. This
information on output, however, is still at an early stage, and is not
always available for all programmes and all years coveréed by the survey.
The 1973 White Paper stressed the Government's intention to improve non-
financial information and to find better measures of output. The
recommendations of the Select Committee in its Seventh Report provides
another example. The major recommendation was to publish the essential
elements of the Government's assessment of fhe economy over: the
.medium-term. Thus,-the White Paper .of 1972 contains a detailed table .

which compares competing claims on resources from various sectors

(34) White Paper on Public Expenditure to 1977-78; op. cit:, p.13
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of the economy with each other and with the available supply in the medium-
term. Such information, no doubt has made the paper more valuable.

Also the Treasury has published a memorandum on public expenditure
practice in selected countries(Bs) in response to a recommendationlmade
by the Expenditure Committee to the Treasury in its first report of 1975-76.
The memorandum examines the practice of five selected Western countries in
presenting public expénditure plans. The aim of the project was to gain
benefit from the experience "of other countries which Tink the presentatioﬁ
of expenditure and taxation changes more closely than is done in the UK“.(36)

The continuous role of Parliament in improving the PESC system has been
emphasised by Goldman:

. one can be reasonably confident that Parliament and the

relevant Committees and sub-Committees will continue to act

as an effective spur to the Executive to improve performance

e emais el £ \fch hos Bselt avaved ki

The second point relates to the attitude of both major parties toward
the PESC system. It is important to emphasise here the fact that every
Government in power has shown its belief in the value of carrying out a
regular survey of public expenditure since 1963 regardliess of the type
of government in office. What is changing, of course,are the general
economic and social policies, on which the survey is based, which differ
from one government to another. But, every government in power has
emphasised the need for better decisions on the use of national resources
through better systems of planning and control of public expenditure, that
is to say, the ability to cqntro] the size and growth of public spending
in order to secure the right balance of economic and social priorities.

It is interesting to mention that the Plowden Committee which proposed

the new system, was in doubt if any government would be prepared to release

. (35) HM Treasury, op. cit.
(36) “Ibid.i p.l
(37) GoTldman (1973), op. cit., p.22
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its long-term policies on national economy to the public or the
Par1iament.(38)

The third point is about the improvement of the PESC system:since
it was introduced. A simple comparison between the first White Paper on
pubTic‘expenditure (December 1963) and a later issue (January 1975) will
clearly show the tremendous improvement of the annual survey over that
period. More years aré covered to provide the necessary materiaT for
comparison between actual performance and future plans, more non-financial
information is presented, more statistical data is included, and the
estimation of ‘the increase in national resources which will be available
within the next five years and the alternative uses of such increases are
provided. And, naturally, the governments general objectives (economic
as well as social), priorities among competing claims, and information on
medium-term assessment of the economy are disclosed.

Before :1969 there was no regular annual White Paper on public
expenditure, the first was published in 1969. Usually, every new White
Paper contains a numbér of changes and a new type of information and
analysis, either as a response to the recommendations made by the
Expenditure Committee, or as a result of new government policies on
public spending.

In short, the annual White Paper on public expenditure has improved
over time in terms of presentation and analysis of various programmes.
Nevertheless, much remains to be done on the problem of output measurement.

Finally, the fourth point is on the significance of a well developed
system of information in government departments in order to improve the

quality of decisions. Undoubtedly, an accurate and up to date information

(38) The Plowden Report;'ogfitit.;'p.s
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system is a basic need of any modern government. The task of collecting,
summarising, analysing and presenting data and information has been the
central concern of many governments and greater efforts would be needed
in this direction.

Like a private concern, a public organisation has three distinguishing
processes; -that is, planning, management, and control. Each function or
process of these three entails detailed and accurate information. In
the planning process, a decision maker needs the right information on the
effectiveness of plans and decisions. In the management process, the
managers want detailed information on the efficiency of the operating units.
In the control process, the legislators require information to show if
the money was spent as al]ocated.(Bg)

According to Garrett, a public organisation needs information for
three main purposes:

(i) For submission to the legislatute for appropriation and

for statutory audit.
(ii) For making policy and programme decisions for evaluating
the impact of policies and programmes upon the commun1ty
(iii) For budgetary control, setting staffing levels, measuring
management perf?nnance and identifying managerial
accountability.

The report on output budgeting specifies the various types of
information needed for developing a system of programme budgeting. It
states that:

For the purpose of output budgeting it is necessary:

(i) To know the existing use of resources by programmes;

(ii) To know the future implications for the system, in terms

of resources, of exogenous factors such as population
changes;

(iii) To cost the policy options available;

(iv) To assess outputs resulting both froT ??1st1ng activities
and from possible future activities.(4

(39) Garrett, 09; cit., p.181
(40) "Ibid., p.
(41) Department of Education.and Sciénce,’ og. c1t., p.29 -
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Obviously, information requirements differ from one case to another.
Thus, what is required, for instance, for taking a decision on developing
a new weapon is different from what is required for a decision to be made
on a road project. In some cases, the problem is too much data and
information rather than a lack of information. The crucial point is
what is relevant to the point at issue.

In short, informétion is an essential aid to the decisions-makers to
formulate policies, to identify priorities and objectives, and to choose
the most promising alternatives to attain those objectives. Therefore,
much attention has been given to produce more and better information.

One must not forget the cfucia1 role of an effective accounting system
in making a successful information system. As has been said earlier in
this study, governments in both developed and under-developed countries
have realised the role of accounting in this respect and a Tot of effort
has been made to improve the traditional system of government accounting
and in particular the increasing use of cost accounting techniques;

Having examined these four related points to public expenditure
decisions, we now turn to discuss the major accomplishments of PESC

- system in government decision making and its Timitations.

Throughout its short existence, PESC has been a powerful instrument
for managing and controlling the public expenditure.(ﬂz)

Its main accomplishments can be summarised as follows:

1. Better Government control on the growth and trend of public

expenditure and relating them to national resources and the

nation's economic growth.
2. The Government has become able to identify its overall
-economic and social policies, the national objectives

-and priorities among all competing claims (central government.

(42) White Paper on the Re-organisation of Central Goverhment;‘bg;:cif;, p;14
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local authorities, and nationalised industries) on a
medium=-term basis.

3. The improvement of departments' information systems and
the development of new resource allocation techniques in
order to prepare, as accurately and effectively as possible,
the annual expenditure programmes for the next five years in
accordance w{th the PESC requirements.

4. A11 expenditures related to one function, say education, are
presented under one programme regardless of the spending
authority. The advantages of such classification have been
discussed earlier in this study.

5. Much attention is given to the relation between ingut and out-
put and attempts are being made to develop more measures of
output and to provide more non-financial information.

Naturally, there are a number of difficulties in carrying out the

annual survey. Perhaps the most obvious is the probiem of uncertéinty
about future economic and social developments concerning programmes which
are beyond the control of human judgement. For this reasan, the latter
years of the survey are more flexible and ready to be adjusted to meet
changes in circumstances. Another difficulty is attributed to the use
of a constant price base for all figures in the survey. As Goldman has

observed:

The main difficulty with constant prices under which all
programmes have to be revalued on a new base every year

is that linkage between the newly calculated and old
programmes becomes extremely difficult; a recalculation

of the historical past and of earlier estimates is
required in order to obtain any continuous record and

this presents problems of exceptional technical gjfficulty
which increases the longer the period coyered. 4

(43) Goldman (1973), op. ¢it:; p.40
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But, as it was indicated earlier, fhe advantages of using the
constant price base justify the efforts required to overcome such a
difficulty.

Finally, there is the problem of relating functions to objectives
not to services. Such a problem, of course, is an international one
and is attributed to a major factor, the difficulty of evaluating social
services in terms of ﬁoney. Attempts, however, are being made to
provide more non-financial information and to find more measures of out-
puts. In Britain the development of the PAR programmes (discussed in
the next section) aims to.support the PESC survey by providing more

in-depth analysis for particular programmes.

4.4 CENTRAL POLICY REVIEW STAFF (CPRS) AND PROGRAMME ANALYSIS AND
REVIEW (PAR)

The White Paper on "The Reqrganisation‘of Central Government" of
October 1970 called attention to the need for an analytical basis to
strengthen the PESC system. The Government at that time telt that the
existing system of PESC was a "powerful instrument of demand management
and financial contro].“(44) However, in the Government's view, the
PESC system does need an analytical support to provide all the
information needed by policy makers. Two major-typgs of information,
which are extremely essential for a decision maker, are not provided by
the existing system. These include information on expenditure's
objectives to assist policy makers in evaluating the department's plans
against government strategy, and information on programmes' analysis to
ensure the effectiveness of such programmes in achieving those objectives.
It was believed that with this valuable information, the PESC system

would be more effect'ive.(-45J

' White Paper on the Re-or an1sat1on of
{ ; Thid. P g Central Government,’ E- C1 .,p14
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To achieve this aim, the Government proposed to establish a small
Central Policy Review Staff (CPRS), widely known as the "Think Tank",
in the cabinet office. The CPRS task was identified by the White Paper

as:

. to enable them (Ministers) to take better policy decisions
by assisting them to work out the implications of their basic
strategy in terms of policies in specific areas, to establish
the relative priorities to be given to the different sectors
of their programmes as a whole, to identify those areas of
policy in which new choices can be exercised and to ensure
that the underlying implications of a]terngg;ve courses of
action are fully analysed and considered. (

Thus a team of businessmen were invited to carry out this task in
1970 under the chairmanship of Lord Rothschild. Perhaps, it is worth
mentioning that such action from the Conservative Government was largely
attributed to the fact that "the Conservative party had shown considerable
interest 1nlnew methods of planning and controlling public expenditure
while they were in opposition.“(47)

The aim of the government in inviting a team of businessmen to carry
out the CPRS' tasks was to benefit from the experience of private business
in the area of management and decision-making. This obviously reflects
the intention of modern governments of introducing a new‘styTe of

~government, that is to say the application of new business type techniques
and procedures in planning, management and control of public activities.

The aim of the CPRS was summarised by Plowden as "to make Ministers
aware, in advance, of the probable and possible consequences of their
actions or. inaction, and as far as possible to see them as related elements

in a corporate strategy".(48)

Thus, the CPRS activities are intended to overcome the problem of,

among others, fragmentation of government departments. Such a problem

(46) 'Ibid., pp.13-14

(47). B geman,'og.'cit., .95 _ '
. (48) William Plowden, "The Role and Limits of a Central Planning Staff in
Government : A Note on the.Central Policy Review Staff", Public
“‘Administration Bulletin; June 1974, p.24




94

was the result of the fact that "decisions tend to be taken in isolation
from each other and sometimes without full understanding of their likely
consequences” . (49)
It is important to mention here that "the CPRS does not make policies,
it Simp]y provides inputs to help ih.order1y po1icy-making“.(50)
A major contribution of the CPRS has been identified by Plowden.
“CPRS ... often benefits from the CPRS' extensive and regular contacts
with outside experts. Their advice is valuable not only because their
expertise usefully supplements the limited resources of the CPRS, but also
because it is given from an independent viewpoint entirely outside the

 government machine". (51)

One of the major works of the CPRS was the. development of Programme
Analysis and Review (PAR). It consists of a regular in-depth analysis of
selected programmes carried out by various government departments. It
aims to provide more and better information on programmes under review.

It is not a replacement to the PESC system, rather, it is "a natural
extension of the public expenditure survey system and would support
present departmental submission in the public expenditure survey cycle". (52)

Although policy reviews are carried out under the PESC system, "the
new aspect of programme analysis and review, as the government is applying
it, is that these features will be applied systematically and regularly to
a wide choice of programmes from across the whoié field of'goverenment“.(ss)
Thus, with the PAR system there would be "a greater emphasis on the
. definition of objectives and the expressing of programmes so far as
possible in 6utput terms; and the presentation and examination of

alternative programmes will be of great importance“.(54)- Such importance

(49) "Ibid., p.23 |
(50) IEiH., p.26 _ -
(51) 'Tbid.; p.24 ' ' ‘

. (52) WE' Te Paper on. the Re-organisation of Central Government;"g;'tit p.14
ESS Bridgeman, op. cit., p. 95 . - :
54) MWhite Paper on the Re-organ1sat1on of Central Government, op. cit., p.14

Ld



95

will grow as PAR is increasingly integrated into the main PESC system.(Ss)
The Treasury, CPRS and spending departments are invoived in all
aspects of PAR. The Treasury and CPRS hold regular discussions with
departments to choose PAR topiés. One of the main tasks is to relate
individual departments' policies to the overall strategy of the government.
A1l analysis and studies of a particular PAR topic are carried out by the
department concerned and the Treasury and the CPﬁS participate in these
activities regularly through a committee on PAR (PARC) which was
established in the Treasury. The PAR Committee, unlike the PES Committee,
is not responsible for the preparation of PAR reports which are the
responsibility of the particular departments. The PAR Committee's main

task is to act as a co-ordinating body between the Treasury and the

spending departments.

A PAR topic usually goes through the following main steps(SG):

1. Identification of what is called "the main determinants
of expenditures" such as population trend and growth, the
number of graduates in a specific field and so forth. This
information is to be used in all the next steps. |

2. Definition of the objectives that a particular programme
is intending to achieve.

3. Classification of all possible activities in such a way that
all activities which contribute to the accomp]ishment of a
specific objective are grouped together.

4. Determination of all resources, public or private, devoted
to each set of objectives (programme) to estimate its total

costs.

5. Systematic analysis.of each programme in terms of costs,

~(55) Goldman (1973) c1t s p.50
(56). Hirsch, op: cit., p 124 -
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effectiveness and implications. A1l promising alternatives
are examined and considered to provide Ministers with all
possibilities to take the appropriate decision.

It should be borne in mind that there is one basic conceptual
difference between PPBS and PAR. As has been shown earlier.in this study,
PPBS is an integrated system, it systematically incorporates the two
main processes of plaﬁning and budgeting in one integrated budgetary
system. PAR, on the other hand, is not considered as an integrated system
of budgeting. It is only a part of the main public expenditure control
system. It is an analytical approach toward analysing specific
departmental programmes in greater detail by using some advanced
techniques such as cost-benefit analysis to provide the concerned
Minister with better and detailed information to make the necessary
decisions. It is important to emphasise once again that such studies are
carried out only on specific and selective programmes in the governmental
departmenfs.

It is safe to assume that the reason for the British Central Government
to adopt a rather limited and modest approach toward the improvement of
the government budget was mainly to avoid the faults and the disappointing
results of the American experience with PPBS in the Federal Government.

To conclude this section, a word is in order about a major
limitation to be found in the process of the PAR system. This limitation
concerns the secrecy of its reports. These reports are confidentiall
and available only to a limited number of staff inside the government.(57)
Consequently, the effectiveness of the PAR system and its contribution
toward the improvement of allocation decisions cannot be adequately assessed.
However; there is no doubt that the PAR system proyides more and better

information on the selected programmes to be used by the decision-maker.

- (57) Christopher Pollitt, "The.Public Expenditure Survey'1961e72“;
Public Administration, Vol1.55 (Summer 1977), p.139
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"And, .since the quality of information is one variable determining the
quality of management it should, other variables remaining constant,
result in a better use of resources".(ss)

But experiences have proved that such publications would do good
rather than harm to the system. It-would enable the outsiders, e.g.

writers and researchers, to assess, evaluate and propose any improvements

to the system to make it a more effective instrument.

4.5 PROGRAMME BUDGETING (PB) IN GOVERNMENT DEPARTMENTS

The government policy in Britain has always been to encourage all
departments to find and adopt improved methods to make better allocation
decisions among the departments' services in the Tight of their abilities
and circumstances. Only three departments, ﬁowever, have introduced
some aspects of PB to their services. They. are the Ministry of Defence,
the Department ﬁf Education and the Home Office. The experience of the

Home Office has not been reviewed due to the lack of available

information.

4.5.1 THE MINISTRY OF DEFENCE

The Ministry of Defence was the first government organisation fo
develop a system of programme budgeting in 1965. The new -system, known
as Functional Costing, was introduced as part of organisational
arrangements started in 1964 to improve the quality of expenditure

decisions on a long term basis.(Bg)

| The shortcomings of traditional budgets (input budget) were realised
by the Ministry of Defence a long time ago. These types of budgets do

not give consideration to costs, performance and output.(so)

(58) Keeling, op. cit., p.176.. ,

(59) K. Hartley, "Programme Budgeting and the Economics of Defence",
: ‘Public Administration, vo1.52 (Spring 1974), p.55

(60) " Tbid., p.56 '
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Also, the use of a one year period only has resulted in a limited value
of the budget because the total costs of present decisions are not
considered. In Defence; most projects take ten years or more to be
completed, and in a traditional budget context, the 1ikely implications
of these projects cannot be assessed. To be successful, a project
requires :analysis and consideration of total costs involved through its
development. This wif] make the picture more clear to the decision-
maker. |

A1l these major deficiencies in a traditional budget have created
an increasing demand to look for a better system of budget in the Ministry
of Defence.

Although the_proposed budget for defence was not perfect it had somé
good features to make it a much better source of information to the decision-
maker rather than the traditional budget.

The new budgetary system has five basic features: First, all defence
objectives and goals in the short, medium and long term are clearly defined.
Second, all expenditures are classified by programmes and sub-programmes.

A programme structure would mean all activities are grouped in major
programmes. Each major programme consists of groups of activities that
contribute to a particular main objective.or set of objectives. Third,
total costs of each programme are determined. Fourth, considering as

~many as possible alternative ways of achieying each programme and
selecting the most effective with the least costs. Finally, the planning
period has been extended to ten years to consider all future implications
in the next ten years for each programme.(®1)

At present, there are 14.major defence programmes with some 700

programme eTements.(ﬁz) Examples of.major programmes are: Nuclear Strateg{c

(61) 'Ibid., p.59
" (62) Garrett, op. cit., p.141 -
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Forces, European Ground Forces and Air Mobi]ity.(63)

The functional-costing system is supported by analytical techniques,
such as cost-effectiveness analysis, to provide more and accurate
information on costs of various types of weapons and their .effectiveness
in achieving given objectives. - Howeyer, Hartly has observed that "No
attempt i:s.made to place a monetary value on the measure of defence
effectiveness, the aiﬁ being to select the least-cost method of destroying

a. target or protecting a city or military 1nstal1ation".(64)

65) (66)

According to Hart]ey( and Bridgeman

, the experience of the
Ministry of Defence with the new system is, in general, considered to

be successful. Basically, its value is found in its contribution to the
improvement of the quality of defence decisions which would result in
better use of resources. Naturally, the system has its limitations and
difficulties. The obvious ones are the difficulty to relate some

programmes to objectives and the measurement of output.(67)

4.5.2 THE DEPARTMENT OF EDUCATION AND SCIENCE

Apart from the experience of the USA with PPBS, there are three main
reasons behind the growing interest of UK civil departments to use PB as
a tool to improve resource allocation.. First, the introduction of 'the PESC
system has encouraged individual departments to look for better planning
techniques in order to prepare the departments' estimates in a programme
basis for five years according to regulations and procedures required by the
PESC system. As a result, departments have been trying to develop and

‘apply new methods and techniques to produce more and better information to

'(63) Bridgeman, op. cit., p.92
(64) Hartley, op. cit., p.55
(65) Ibid., p.

)

)

(66). Bridgeman, op. cit., p.92
(67) Hartley, op. cit., p.68.
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be used in the process of preparing the annual estimates. Second, the
success of a PB system in the Ministry of Defence has attracted the
attention of the other departments to consider the introduction of similar
systems. Third, the substantial increase in expenditure in almost all
departments has led to the search for better ways and techniques to improve
the use of: resources.

The officials oflthe Treasury have preferred a step by step procedure
and decided to advise departments to carry out a feasibility study on the
PB system. -

Thus the Treasury has carried out two feasibility studies, one for
the Department of Education and Science, and the other for the Home Office.
They were the first of their kind to test the potential applications of
PB in civil departments. The study for the Department of Education and
Science was published in 1970 as an Educational Planning Paper.(as) It
includes the proposed output budgeting for the department.

The proposed system, which covers.all expenditure on education by
central government and local authorities, classified the activities of
the Department into three major blocks, education, research and cultural
and recreational activities. Each block is divided into major and sub-
programmes. Such classification was based on the three main objectives
which the Department seeks to accomplish. These objectives are:

A. to meet the needs of the community for education including

both the individual's need and desire for it and the
requirements of the community for educated manpower;

B. to increase human knowledge, either so that it may be

~ applied sooner or later, or to improve the intellectual
and cultural environment, or both;

C. to enrich the quality of people's cultural and recreational (69)
activities and to increase opportunities for such activities.

The first objective is achieved through education programmes, the second

(68) Department of Education and Sciénce, op. ¢it.
- (69) Ibid.; p.8 | op. €1%
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through research programmes and the third through cultural and
recreational activities.

The education block, for example, is divided into seven programmes.
This classification is not based on objectives; rather, an age-group basis
is adopted. ~Accordingly, the following programmes are identified as major
programmes. in the education b]ock(70):
Compulsory Education
. Nursery Education
Education of the 15 year old
Education of the 16-19 year old
Higher Education (below first degree level)

Higher Education (first degree level)
Postgraduate Education.

SNOYO1T S WP~

The three.important components of output budgeting were described by the
study as:

a. the allocation of expenditure to programmes which are as
closely identified as is practicable with objectives ...

b. the systematic review of programmes on a regular basis.

: This includes the questionning of the continued validity
of the objectives as well as consideration of alternative
ways of achieving them and of the progress so far made;

c. special studies, either to establish the value for money
of alternative ways of achieving the given objectives, or to
evaluate the progress made towards achieving particular

objectives if f;ii information is not available on a
regular basis.

The following diagram summarises the steps in setting up a programme

budgeting (element (a) above)!72)

(70) Ibid., p.97
(71) 1Ibid., p.4
(72) Tbid., p.95
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Figure 4.1

The steps in setting up a programme budgeting

at the Department of Education

Identification of existing objectives

3. Identification of criteria
for success-final outputs

1.
2. Analysis of activities to identify
contribution to existing objectives
A\
4, Definition of programmes

\

!

|~

5. Construction of indicators
of intermediate output

v

l

6. Allocation of inputs (actual or forecast) to programmes and
setting them against indicators of intermediate output
(achievements or forecasts). This is the programme budget.
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In education, the study has gone through steps 1 to 5 and part of
step 6, while in both research and cultural and recreational activities
steps 1 to 4 have been covered and part of step 5.(73)

The main objective of introducing PB in the Department of Education
was to improve the planning function to make better use of resources.

As Brierly.has pointed out, "The programme-budgeting system for
education has been desfgned as an instrument for planning, not for

management, and the department's use of it would have to take account of

the balance of responsibilities among its partners in the education

u(74)

service. The development of procedures and methods to carry out

the plans set up by the Department is the responsibility of local education
authorities and other bodies.(?s)

The study has emphasised the fact that "output budgeting does not
attempt to replace judgement; but it can affect the general approach to
decision-making and it can provide a better factual basis for judgement".(76)

After this brief examination of PB in the Department of Education,
we turn now to discuss the benefits of education and the difficulty of
measuring them.

In general, benefits from education can be classified into quantifiable
and unquantifiable. The former is the total income whibh a person will
earn after his graduation throughout his 1ife. This kind of benefit is
not difficult to calculate. The latter includes the indirect benefit
either to the person himself, e.g. the increasing knowledge of the person
which would certainly be reflected in a better thinking, attitudes and
way of life to himself and his children; or to the community as a whole,

e.g. less crime as a result of more educated people. In addition, in

(73) 'Ibid., p.9%6 :
(74) J.D. Brierley, "Programme .Budgeting in Education in.the United’
_ Kingdom", in Noryick (1973); op. cit., p.98

75) "Ibid., :

{76; Department of Education, op:‘cit.; p.96
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developing countries, education programmes will result in more national
graduates who will replace foreign employees and experts to carry out
public and private activities. This national goal is usually one of the
first priorities of every developing nation and the value of its
achievement in money terms is very difficult to measure.

In the USA attempts have been made to measure the benefits of
education in money terms. Such attempts, however, did not consider all
benefit of education, that is quantifiable as well as unquantifiable.
The reason, of course, is the difficulty in measuring the latter type of
benefits.

This problem of output measurement has been recognised by the
feasibility study and has been mentioned several times in the report of
the Departﬁent of Education:

p.4 "... 1in many, if not all, areas of activity the measurement
of final output presents formidable conceptual and practical
difficulties ...

p.19 A major difficulty in measuring output and relating it to
expenditure in the Departnment's field is that ultimate
benefits usually accrue after a long time lag ...

p.96 ... in most fields of Government activity, the assessment of
final output poses severe problems, progress in solving
which will be slow and difficult...." ‘

As a result of this difficulty, the measurement of output is
restricted to intermediate output instead of final output, pupil/teacher
ratios instead of educational standard, for examp]e.(77)_

In spite of this deficiency in the new system, the study argues that
programme budgeting in the Department is a valuable tool to the planners-

because:’

... by directing attention to final objectives, eyen where
success in achieving them cannot be measured, it can suggest
improved methods of assessing the success of a programme of
expenditure; that it proyides a framework for assessing

(77) Ibid.; p.19
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systematically how resources are being used; and that it

crosses institutional boundaries, so illuminating 9g}icy

choices which might otherwise have been obscured. (

At present, a programme budgeting system is in operation in the
Department of Education in accordance with the proposal made by the
feasibility study. The success has been limited to the measurement of
the cost of accomplishing intermediate output. The next step, of course,

is to try to find a new and better measure of final output.

4.6 SUMMARY, EVALUATION AND CONCLUSION

Because of its Tlimited resources and an increasing public demand
for its services, every government in the world is confronted with the
problem of allocating such 1limited resources among competing claims in
a way that maximum benefits would be achieved. Traditional government
decision-making systems proved to be inadequate to cope with the
increasing activities and responsibilities of modern governments.

This growing dissatisfaction with traditional system has led to an
increasing effort from many governments, all over the world, to find new
methods and techniques to improve the quality of decisions. As a result,
a number of new concepts.have been introduced in various countries.
Perhaps the most well known system in this respect is the American PPBS.

In Britain, the last two or three decades have witnessed a tremendous
change and development in the field of governmental decision-making.
There was a widespread dissatisfaction with the way that public
expenditure was planned, managed and controlled. In response to such
dissatisfaction the PESC system was developed in 1961 to improve
expenditure decisions. According to this system, public expenditure was
considered as a whole for a period of five years, and expenditure was

~grouped according to a functional classification. Such a sysfem aims

" (78) " “1bid., p.96
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mainly to improve the allocation of resources. It is a way to.avoid the
traditional practice in many countries of allocating available resources,
that is to say, the projection of the next years' expenditure on the
basis of the previous yea}'s expenditure by increasing or decreasing
the previous year's amount by an equal percentage to‘a11 departments.
This deficiency has been recognised by the Plowden Report. It stated that.
“such an attempt will either fail, in that the most urgent programmes will
avoid the cut, or if it is successful will almost certainly result in
misdirection of resources."(79)
By 1970, after about a ten year experience with the PESC system, it
was realised that the system needed to be strengthened by carrying out
a regular in-depth analysis of expenditure programmes to provide more
and better information to help Ministers in making the appropriaté
decisions. Consequently, the PAR programme was developed in 1971.
Although the PESC and PAR systems are considered as a powerful
instrument for planning and controlling the public spending by providing
more and better informatiqn to the decision-makers, there are some
criticisms on the way that the Treasury plans and controls public
expenditure. The latest criticism comes from the Expenditure Committee
in its report on the Financing of Public Expenditure published in December
1975.(80) In particular, the Committee expressed its concern on the
Treasury's failure to coﬁtroT public expenditure in relation to FréTative
price effect"‘(discussed in section 4.3). It also has stated that in
1974-75 actual expenditures were greater than estimated by £5,800m ﬁhich
clearly reflects the plan's inaccuracy. The Committee went further in

its report to express its desire to see what it called a "PESC plus

‘system" for positive planning. - The .Committee concluded that “The Treasury's

(79) The Plowden Report, op.:cit., pp.30-31
(80) The Times, Tuesday 17-Febriary 1976
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present methods of controlling public expenditure are inadequate in the
sense that money can be spent on a scale which was not contemplated when

the relevant policies were decided upon."(81)

Also, the Public Accounts Committee in its repoft of 1975 has
criticised the way that government departments managed and controlled their
éxpenditure which resulted in £1000m being spent needlessly. In the words
of the Committee's cha}rman, "Government spending was hopelessly out of

contro].“(gz)

Another criticism to the way the government plans and controls its
expenditure came from a television programme reporting on the computerised

(83)

Ticensing centre in Swansea. The project's work started in 1965 with

an estimated cost of £95m over ten years with 4000 staff. By 1976, the
actual costs reached £400m - four times the original estimate - and 8000
staff will be needed. The Public Accounts Committee in 1975 cricised the
decision to carry out the project and according to the Committee's
Chairman:

Swansea was a scandalous affair. There was a lack of proper
planning. No feasibility study. The estimates of the amount
of money that was to be required were wildly out. The estimate
about people were wildly out, and the{§4vas no proper control

of the project once it got under way.

After more than ten years since the original decision to computerise,
it has been realised that the cost factor was not considered in making
the decision. As the top civil servant in the Transport Ministry at that

time explained:

We didn't do any pre-planning on an enormous scale, because
the decision to centralise would have been the same; it
would have been.silly to spend maney to find out how much
it would cost if you are going to do it anyway; you would
have spent an awful Tot.of money for nothing. The question

(81) Select Committee on Expenditure,.quoted by Maurice Wright, "Public -
Expenditure in Britain.: the Crisis of Control", Public Administration,
_ Vo.55 (Summer 1977), p.143 . -
(2). The Times, october 22, 1976 ,
"Licence to Spend", The'Listener, 26 February 1976, p.229 (84) Ibid.

—
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of.cost was not relevant. Even if we had %nown the actual
cost, we would have gone ahead with it.(85

One wonders, what would be the situation if all policy makers in
government departments adopted such a view.

Finally, a recent article by Wright on public expenditure in Britain
has the following to say regarding the PESC system:

In the space of three years the system for planning and controlling
public expenditure in Britain has moved into deep crisis. Whereas
it was possible to claim in 1973 that PESC was the most sophisticated
budgetary system in the world, today it is difficult to resist the

" centention of a former senior economic advisor to the Tr?asury that
pubTic expenditure is neither planned nor controlled. (86

Wright has identified three major weaknesses in PESC as a financial
controlling system. The first was the high rates of inflation in Britain.
Thus, "In the 1970's under-estimates of costs and the movement of prices

and wages has meant that a given volume of services has had to be

«(87)

financed at a greater monetary cost than was anticipated. Therefore,

there was a lack of control over the monetary costs.

A second major weakness of PESC was "its lack of comprehensive

u(88)

monitoring and information system , despite the attempts by .the

Treasury to make some progress in this respect by introducing PAR
programme and "empirical research" into particular programmes in central

departments.(sg)

The third weakness was the difficulty of controlling local government
spending, which accounts for a third of total public expenditure, mainly

because "that proportion has been growing faster than that of any other
spending authority in recent years“.(go)

Realising such weaknesses in the financial controlling system, the

Treasury has acted in three directions to.overcome these major weaknesses.

) Ibid.-

). Wright, op. cit., p.143 "
). "Ibid., p.
)" .
)

id: :
Tbid.-  (90) Ibid., p.157
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First, a cash 1imit on most expenditure programmes was introduced in

April 1976. It aimed to control the monetary costs which resulted in
discrepancies between actual and planned expenditure in the 1960's and
1970's. This policy of a cash 1imit means that "where there is an increase
of prices or labour costs above that forecasted and allowed for in the

cash Timit, the Treasury will not automatically meet the bill by presenting
a Supplementary Estimgte to Par1iament“.(91)

Secondly, the Treasury has been trying to improve the quality of
information by constructing a comprehensive financial information system
to provide the necessary financial information from the department before
frequently than before (on monthly basis instead of every quarter) to take
the corrective actions at the right time.

Finally, the Treasury has been aware of the importance of controlling
Tocal government spending, which represents a considerable proportion of
total public expenditure, in order to make the PESC system a more effective
planning deviceT As a result, central governments contribution to local
governmeht revehue;has been reduced in 1975 and 1976.(92)

Before concluding this chapter,.a word is in order about the British
Civil Service.

- Although the British Civil Service is highly developed, some prob]ems,
and deficiencies, which impede the progress and improvement of PESC and
PAR systems, can be found. One of these.problems is the hostile attitude
of permanent civil servants toward outside advisors, particuiarly
academicians.(ga) Such an attitude has resulted in only a small contribution
from academic institutions toward the improvement of the PESC system.

Goldman has noticed this fact, but he did not consider the attitude of civil

(91) "Ibid., p.158
(92) see next chapter
. (93) Hirsch, op. cit., p.121
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servants as a reason for this.(gq)

Another aspect of inadequacy of the civil service is.the problem of
confidentiality of information. According to Hirsch:

. all documents are classified and not available to any one
except a small number of insiders. For example, all PAR
reports are classified, and during the January 1972 Hearings,
of the Select Committee on Expenditure of the House of Commins,
repeated requests by members of Parliament to be informed about

what programs are subjected to analysis and for copies of PAR
g5 §
reports were denied.

The problem of secrecy had also been observed by the Fulton Report on

theCivil Service in 1968. It suggested the setting up of a government

inquiry to recommend on how to get rid of unnecessary secrecy.(gs)

But recently, the British Government has realised the importance and

the need for publishing more governmental information. According to a

(97)

recent article in the Sunday Times , the government is planning to

disclose more official information about policy making in government

departments. This move "has been principally motivated by the need felt

by Whitehall to fend off American-style freedom of information laws".(gs)

Thus, the government departments, as reported by the article, were
instructed by the Prime Minister in June 1977 to publish more information
about policy making. The head of the Civil Service.explained the new
policy:

In the past, it has normally been assumed that background material

relating to policy studies and reports would not be published

unless the responsible Minister decided otherwise. Henceforth

the yorking assumption should be that such matega?l will be
published unless they decide it should not be. .

(94) Goldman (1973), op. cit., p.41
(95) Hirsch, op. cit., p. ¢
47

(96) Garrett, op. cit., p.

(97) The Sunday.Times, September .25, 1977
(98) 1Ibid. :

(99) Tbid.-
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One would hope that this changing attitude of the government will
result in more official information published about the PAR reports which
have so far been considered as confidential materials available only to a
small number inside the department.

In spite of these deficiencies and criticisms, the PESC and PAR
systems have been a major help to the policy makers by providing more and
better information on expenditure programmes. Such developments have
been the outcome of continuous efforts by the British Government to improve
the quality of decisions to make better use of national resources.

As Hirsch concludes, the British experience in this respect offers
a lot of lessons to be learned.

As federal, state and local governments in the United States

keep searching for improvements in their operation, they are

well advised to give thought and consideration to a promising

marriage between incentive structure and change proposals.

And there is much to be learned a??HE this from the recent

experience of the United Kingdom. )

To those who criticise the accuracy of public expenditure planning,
Sir William Pile says, "Clearly we can guess wrong and it would be stupid

to pretend that we shall be right all the time. But I believe that the

chances that we shall be d{sastrous1y wrong will be Tess if we plan than

if wé do not."(]O])

(100) Hirsch, op. cit., p.127 _

- (101) Sir.William PiTe, "Corporate Planning for Education in.the -
Department of Education.and Science", Public ‘Administration,

vol. 52 (Spring 1974); p.20.




CHAPTER V
BUDGETARY DEVELOPMENTS IN BRITISH LOCAL GOVERNMENT

5.1 INTRODUCTION

The growing complexity of modern 1ife and the public's need for more
efficient and effective services in such 1ife have made the task of
decision makers in locé] government increasingly difficult.

In response to these difficulties, the last decade has witnessed a
growing interest in improving the traditional methods of planning,
management and control of the affiars of local authorities. As a result,
the new systems and techniques have been introduced in many local :
authorities in Great Britain to seek more effective planning and more
efficient management and control in order to obtain the maximum value from
scarce resources.

The purpose of this chapter is to review brﬁefly the role of local
government and its structure and to focus on attempts which are being
made to develop new budgetary procedures in local government. Thus, this
chapter is divided into six sections:

1. the importance of local government;

2. reorganisation of local government;

3. Tlocal government finance;

4. organisational structure and decision making process in

the Tocal authority;

5. programme budgeting and corporate planning as developed

in British local authorities;

6. Conclusion.

5.2 THE IMPORTANCE OF LOCAL GOVERNMENT

Locél government in Britain has a great role-to play in the people's
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life. Its role is not only restricted to the traditional function of
providing services for local people, it also has the potential role in
contributing to the well-being of the local community. The Bains Report
has recognised this important role:

Local government is not, in our view, limited to the narrower

provision of a series of services to the local community,

though we do not intend in any way to suggest that these

services are not .important. It has within its purview the

overall economic, cultural and physical well-being of that

community, and for this reason its decisions impinge with (1)
increasing frequency upon the individual lives of its citizens.

Furthermore, the Royal Commission on Local Government in England in
its Report of 1969(2) has emphasised‘the role of local government as an
essential part of English democratic government. In the committee's
view the adoption of the proposed reorgan{sation will make local
government a more powerful part of the government.

Because of this important role, local authorities are under increasing
pressures to improve their effectiveness an& efficiency in carrying out
their activities.

The Tocal authority aims to solve people's problems and to fulfil
their needs as effectively and efficiently as possible. Providing services
for the local community is one fundamenta1_function to achieve this aim.

The first type, environmental services, are provided for people as a group.

They include public lighting, street clearing, and refuse collection. The

second type is called personal services which provide for the benefit of

individual persons. The most obvious examples of these services are

education and housing. The third type is known as trading services which

(1) E.B.{ itgﬁy g:oup ﬁn Local Authority Management Structures, The New
ocal Authority - Management and Structure (Bains Report). Lon :
T ( port), London

(2) G.B., Royal Commission on Local Government in England, 1966-69,
(Redc1iff-Mau
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are commercial in character. Municipal transport undertakings is one

example. The fourth type is called non-trading services which includes

the services of weights and measures, and building regulations.

It is essential for the local authorities to assess each activity in
terms of its contribution toward meeting the needs of the local community.
This process would be used to set priorities and allocate resources
accordingly. Also, thé attitude of people who receive the service must
be examined and assessed to see whether such a service is appropriate, and
effectively and efficiently provided.

As a service institution, local authority needs to manage its affairs
in a more systematic way by focusing bn the importance of cost control on

one hand, and the emphasis on the right results, on the other. And this

is exactly what the new developments in the management of local government

is trying to achieve.(a)

5.3 REORGANISATION OF LOCAL GOVERNMENT

Before 1974, the existing structure of local government was initially
established by Local Government Acts of 1888 and 1889. Things have
changed dramatically since that time and 1ife has become more complicated.
Environmental, economic, political, and social factors are always changing.
As a result, the need for reform in Jocal government was realised and
started in the London area in 1963. In 1966 two Royal Commissions were
appointed to examine, review, and report on the organisation of local
government in England and Scotland. Two Reports by these Commissions were
published in 1969. They include the recommendations which call for the

urgent need for reorganisation of local government in order to make it more
effective and efficient.

*

(3) See section 5.6
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These two Royal Commissions were the response of the government to
the shortcomings and weaknesses in local government organisation. The
aim was to pinpoint these weaknesses and to propose the necessary changes
required to overcome them.

The Report on English local government has pointed out that Tlocal
government.did not realise fully its purpose. "Partly because this is
due to the fact that local government is severely handicapped by the
structure ... But partly also it is due to the fact that there are
strongly centralising influences at work".(q) The report also attributed
some of the weaknesses to the fact that there was too much control from
central government over local authorities. In the Commission's view
"Jocal authorities must - and can - be given a real measure of freedom
in reaching their own decisions in setting, within broad national policies,
their own priorities“.(s)

This proposed freedom, together with a big reduction in the number of
authorities, to have fewer but stronger authorities, and the establishment
of a central committee for coordination, were three of the basic
recommendations of the Commission.

The publication of the report was followed by a White Paper in 1970,
by the then Labour Government, outlining the proposed reform of local
government on the basis of the recommendation of the Royal Commission.

In 1971, however, the Conservative Government published another White
Paper on reorganisation with some differences from those which the Royal
Cormmission had proposed. The final reorganisation of local governemnt
on the basis of the 1971 White Paper took place in May 1974 in England

and Wales, and in May 1975 in Scotland. The aim of this reform

(4) Redcliff-Maud Report, op. cit., p.11
(5) Ibid., p.30
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was to seek a modern system of local government in order to cope with
the modern way of life; that is, to provide more efficient and economic
units of government which would be more capable of fulfilling the needs
of the public. One of the basic changes was the reduction of the number
of local authorities in England and Wales from 1300 to only 422 with the
establishment of six new metropolitan counties with high population
densities. In Scot]aﬁd, the number was reduced from 431 to only 65
authorities. This enormous reduction in thé number reflects the fact
that local authorities before reorganisation were too small in size and
this might be considered one of the main reasons for their inefficient
operation.

A major feature of British local government structure is the existence
of the two-tier system of authorities. However, it is essential to
emphasise the fact that although there are some kind of relationships

between a district and its county, both are independent of each other in

most respects.

5.4 LOCAL GOVERNMENT FINANCE

Cripps and Godley suggest that local government finance system in
Great Britain has two basic characteristics which distinguish the local

authority from a central government department.-

The first characteristic is that the central government

subvention is a bloctk of grant which is totally

unhypothecated, so local authorities cannot, in the

very nature of things, be called to account by central
~government for the way the grant is appropriated, unlike

a department whose expenditure is voted under subheads

by Parliament.

The second point is that local government, unlike a
~government department, raises its own taxes. This means

that it has some fo?trn1 over the allocation of expenditure
between services.(®

(6) F. Cripps and W. Godley, Local Government Finance and ‘its Reform :
. A Critique of the Layfield Committee's Report, Department of AppTied
tconomics, University of Cambridge, October 1976, p.7 :
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The existence of the two-tier system of authorities created some
financial problems. According to the financial arrangements between the
various authorities, the metropolitan counties spend 20 per cent of total
expenditure allocated to their areas and the metropolitan districts spend
80 per cent. On the other hand, non-metropolitan counties spend 85 per
cent of total expenditure allocated to their areas, and the non-metropolitan
districts spend only 15 per cent.(?)

"This variety of arrangements", Layfield argues, "presents in
itself formidable problems in constructing a rational and harmonious set
of financial arrangements for local government finance.“(s)

As regards the weaknesses of the present financial control system in
local government, the Layfield Report has rightly illustrated the

fundamental one:

In practice ... the actual expenditure of local authorities in

each year has until this year been taken as the base from which

to project the forecasts of expenditure for the succeeding year.
Hence the present expenditure of local government has determined
the size of the block grant for the future so that, in effect,

much of any overspending in one year by local government as a whole
has been absorbed into the grant for the next year. In this way
the immediate pressure on the rate has been relieved. At the same

time expectations have been created of yet further assistance for
increased expenditure in the future.(9)

The new attempts to develop new budgetary concepts in local government
(discussed later in this chapter) are intended to overcome such weakness.
This section is divided into two sub-sections to examine briefly the

two main components of the financial system in local authorities,

expenditure and revenue.

5.4.1 Expenditure

The substantial increase in local authorities' spending has led to

the need for improvement in the allocation of resources techniques to

(7) G.B., Local Government Finance (Layfield Report), Cmnd. 6453, London :
~ HMSO, 1976, p.25

(8) .Ibid., p.26 (9) “Ibid.-
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ensure effective use of such resources. In order to achieve its
objectives and to fulfil the community's needs, the local authority must
utilise its Timited resources in a way that the value for money can be
obtained. This, it has been suggested, could not be accomplished unless
the Tocal authority moves from a static to a dynamic state.(1o) More
will be said on this in section 5.6.2.

Table 5.1 showg the actual expenditure in money terms by local
| authorities in Great Britain for fhe financial years 1964/65, 1967/68,
1970/71 and 1973/74, with its percentage of total public expenditure.
According to the Green Paper on the Future Shape of Local Government
Finance: "Local authority expenditure is one of the fastest growing
elements in public expenditure. Throughout the first half of the 1960s
it grew about 6 per cent a year in constant prices - about twice as fast
as the growth of the economy as a who]e".(ll) Also, the Paper mentioned
the fact that the cost of providing local authority services is increasing
faster thaq costs in gener;l. These factors have put more pressures on
local authorities to improve their methods of planning, management and
control in order to be more effect{ve and more efficient. That is, to
achieve the nation's objective of the citizens well-being, it is
essential to plan and manage more effectively the way in which large sums
of public funds are spent every year. Experience suggests that, this
- objective will not be achieved unless changes are introduced to both

management structure and managemeént process.(12) This will be explored

further in the next section.

(10) J.D. Stewart, Management in Local Government : A Viewpoint, London :
C. Knight & Co.LXd., T97T, pp.33-34

(11) G.B., Green Paper on The Future Shape of Local Government Finance,
Cmnd. 4741, London : HMSO, p.2

(12) Stewart, op. cit., p.26
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Table 5.1

Local Government Expenditure, Selected Years

£m

1964/65 1967/68 1870/71 1973/74

Revenue expenditure 3236 4,433 6,899 10,734
Capital expenditure 1,373 1,791 2,330 4,137
" Total . 4,609 6,224 9,229 14,871
% increase - 35.0 48.3 61.1
% of total public .
expenditure 36.1 35.5 42.2 46.3

Total public expenditurel2,759 17,530 21,880 32,153

Source: England & Wales : Local Government Financial Statistics, 1973/74
Scotland & Total: Annual Abstract of Statistics, 19/5

The sharp rise in local government expenditure, as Table 5.1 shows,
can be attributed to three main reasons:

1. the increasing demand by central government and the public

for more servicces with higher standards;

2. the growth in population; and

3. the increase in costs and inflation.

Central government has introduced severe restrictionson local
government spending as a part of a national policy to contain public
expenditure as a whole. As a result, a no-growth policy has been adopted
by local authorities. This situation has led many authorities to become
more rigorous in appraising priorities by using more policy analysis to
make the least harm to planned programmes. It has led to the need for

identification of both lower and higher priorities to respond to any cut .

in public spendihg with minimum effect.
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5.4.2 REVENUE _

There are three sources from which the local authority receives its
revenue: ‘

a. rates levied on local inhabitants;

b. grants made by the central government; and

c. :charges made on the users of particular services.

As can be seen fFom Table 5.2, local authorities have been
increasingly dependent on the grants from central government to finance
their activities. This has been one of the main problems facing the local
authorities because of the intervention from central government over the
way it allocates such grants. The percentage of government grants to total
revenue has increased from 27.4% in 1964/65 to 30.6% in 1973/74 and the
proportion of grants to rates has increased from 54% to 63% during the
same period, which obviously indicates the increasing importance of such
grants to local authorities, and it would mean also less autonomy in

carrying out their spending plans.

Table 5.2

Total Income of Local Authorities, Selected Years

£&m
_ 1964/65 % 1967/68 % 1970/71 % 1973/74 %

Rates 1,107 23.6 1,474 23.4 1,839 19.9 2,682 17.8
Grants 1,288 27.4 1,882 29.8 2,704 29.3 4,602 30.6
Other income 1,099 23.4 1,498 23.8 2,880 31.2 4,445 29.6
Loans 1,203 25.6 1,453 23.0 1,813 19.6 3,302 22.0

Total 4,697 100.0 6,307 100.0 9,236 100.0 15,031 100.0
Proportion of |
grants to rates 54:46 - 56:44 60:40 - 63:37

$nurce: England & Wales : Local Government Financial Statistics, 1973/74
Scotland : Annual Abstract o atistics,
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The Layfield Committee on local government finance has realised the
need for the local authorities to raise their own revenue in ordef to
reduce the large share of central government. It proposed the introduction
of a new local income tax to be levied by local authorities. This new
source of income would allow them to have more freedom in deciding their
spending :policy guided by national policy. Also, long before the
Layfield Committee, tﬁe Committee on Management of Local Government in
1967 had emphasised the need for additional sources of revenue to be
available to local authorities in order "to have the degree of independence
for which we seek“.(13)

Two main problems arise from the increasing dependence on central
government grants. On the one hand, since centra1’government provides a
large amount of the local authority's income, it "would be accountable for
how it was spent".(14) This would mean less autonomy for the local
authority to decide its spending policy, and the required accountability,
as the Layfieid Report argues, would not be maintained.

If Tocal authorities are to be accountable they should be

responsible to their electorates for both the expenditure

they incur and the revenue they raise to finance it, and
particularly for increases in both.

That requirement cannot be met if the government continues

to make itself responsible for financing growth. So the

first need is for grants to have far less sign?Tgfance in

decisions about changes in expenditure levels.

The Report emphasises the need for a coherent financial system for
local government in order to ensure efficiency in the use of resources.
It considers the concept of accountability as the basis for such systems,

"whoever is responsible for spending money should also be responsible for

'(13) G.B., Ministry of Housing and Local Government, Committee on the
ﬂanagement of Local Government, Management of Loca] Government,
(The Maud Report), Vol. 1, London : HMSO, 1967, p.82

(14) C. Sandford, "Why Efficiency Depends on Accountab111t ", Accountanc
July 1976, p.62 o o

" (15) Layfield Report op. cit.; p. 283
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raising it so that the amoﬁnt of expenditure is subject to democratic
contro]".(lﬁ)

On the other hand, the government may decide to cut its share at any
time as in fact did happen 1in November 1976 when the government announced
its decision to reduce its contribution to local government revenue for
the year 1977/78 from 65.5% to 61% and again in 1977 it announced its
intention to reduce thé amount of local government spending it pays for -
from 61% to 59% for the year 1978/79.(17) Since local authorities have
- already built their plans on the agreed government contribution, a cut in
the services and an average rate increase of 15% is expected. Hence, the
locél citizen would be paying more money for less services.

Every local authority is now facing the hard choice of having to
appraise its whole range of services and programmes in order to make the
necessary cut with the minimum burden. This situation supports the
argument that local authorities need to raise their own revenue. However,
there has been disagreement as to how this should be achieved, if, for
exampie, a new local income tax is proposed asaresource for local revéhue
to have some degree of independence. Cripps and Goldley in a recent book
do not agree with the Layfield Committee on the need for a local tax. They
argue that thé present sources of income available to a local authority are
sufficient enough to maintain its autonomy, accountability, and

equalisation.(lg)-

Furthermore, the Treasury does not agree with the Committee's
recommendation of the introduction of a local income tax as a means of

more financial independence for 10ca1 authorities. In the Treasury's

%16) 1bid.
17) The Times, August 10, 1977
(18) Tripps and Godley, op. cit.
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view, an introduction of such a tax would impede the government's fiscal
policy on the one hand, and "the government would no longer be able to
exert a sufficient measure of influence on local government spending", on

the other.(19)

5.5 ORGANISATIONAL STRUCTURE AND DECISION MAKING PROCESS

Deci;%ons in Tocal government are basically taken by the elected
members. So, in effect, the local authority is run on a political base.(zo)
This factor must be borne in mind when discussing the various aspects of
local government. Therefore, the best we can do to ensure effective and
rational decisions by elected members is to provide them with relevant,
up-to-date, accurate, and comprehensive information together with the
necessary technical advice. The elected members, not the officers for
example, who make the decisions to choose between building a new school
or a new health clinic. However, it is the'duty of the officers to
provide all the necessary information in a systematic way to enable elected
members to make a rational decision between the two alternatives.

A pure rational model of decision making cannot be achieved because
of the Timitation of our knowledge, and the existence of uncertainty.(ZI)
That is, a pure model would be a real one if we could identify all
alternatives and predict future events without uncertainty. Since this
can never be achieved, the pure rational model is impossible to develop.
The existing managerial techniques, however, offer a considerable help in

reducing, but not eliminating, the degree of uncertainty.

(19) The Times, October 16, 1976

(20) T. Eddison, Local Government : Management and Corporate Planning,
London : Leonard Hi1T1 Books, 1975, p. 165

(21) Stewart, op. cit., p.31
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It is important to mention that, such techniques which have been
developed and applied successfully in the private sector have a great
potential in contributing to the improvement of decisions in local
government provided that, the nature and circumstances of the Tocal
authority must be considered carefui]y.(zz)

Perhaps the most difficult aspect in the local authority, apart from
the political forces, ié the nature of the activities that these authorities
are undertaking. In other words, the output is mainly serQices to the
public which are very difficult, if not impossible, to measure in money
terms. Although there is no quantitative criterion of success in the
local authority, such as profit in a private firm, attempts have been made
to measure the output of service by using some indicators of effectiveness.

As Figure 5.1 shows, the local authority is divided into sefera]
departments where each department is responsible for undertaking a major
activity, e.g. education, within the policy formulated by the council.

A department is headed by a chief officer who is responsible directly to
the Chief Executive. The Chief Executive in a local authority is the

head of the paid officials without a departmental responsibility. The

need for a departmental system has been considered essential because of the
nature of the local authority as a large-scale organisation.

Another important feature of local government.structure is the
committee system. Each committee is formed by a number of elected members
who are responsible for making the decisions and plans on one of the
authority's major activities. For example, the housing committee is
responsible for the allocation of resources made available to the housing

programmes. The committee reaches its decisions on the basis of

(22) ‘Ibid., p.27.
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Figure 5.1

The Formal Processes of Decision-Making
in a Local Authority

Aston University

Hlustration removed for copyright restrictions

Source: J.K. Friend and W.N. Jessop, Local Government and Strateaic
Choice, 2nd ed., Oxford : Pergamon Press Ltd., 1977, p.ﬁa
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information provided by the housing department or any other department
and in the light of the authority's objectives on housing. Information
on the needs and problems of the community, related to housing, economic
and social data, data on population and environment, and government
regulations and requirements on housing. During this process the

members of .the committee of course work very close with the officers 1in
the housing department'and any other service department, the treasury
department for example, to obtain information or to seek any technical
advice. Thus, a good and harmonious relationship between elected members
and officers is very essential for effective management. The Bains Report
has emphasised the need for such a relationship. "There must be clear
understanding by members and officers of their respective roles so they

can forge an effective partnership".(zs)

It is. important also to maintain
such a relationship and to ensure that the authority's business is

carried out as planned, and that some delegation from members to officers
must be secured. The Bains Report indeed has recognised the need for a
(24)

certain delegation to officers. Of course there must be a certain

limitation on such delegation to allow the members to control the
authority's activities.

Each committee after formulating the policies and programmes of the
activity of which it is responsible for, submits these programmes to the
council for approval and to be implemented by the departments concerned.

Although the system of committees in local authorities has been
criticised by many people, it has been established to overcome the problem
thaf the council cannot deal with all the detailed busihess in the meetings

of the full council. However, following:ithe publication of the Maud Report

~ (23) Bains Report, op. cit., p.xiv
(24) Ibid. -
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on Management in Local Government which criticised the large number of
departments and committees, many authorities have accepted its
recommendation for the need to reduce the number of departments and
committees as a means of increasing management efficiency.

The traditional organisation structure in local government has been
under criticism for a number of years now. The Maud Cormmittee of 1967
has contributed great]& to the recognition of the need for organisational
changes in Tocal government to make it more efficient. The Reporf has
raised the following organisational issues:

1. The need for a committee to give unity of direction
at member Tlevel

2. A reduction in the number of committees

3. A review of the division of functions between members
and officers, i.e. increased delegation

4. The need for the Clerk as Chief Executive O0fficer to
give unity of direction at officer level

5. A reduction in the number of departments(zs)

The deficiencies in local government system of admihistration were
outlined by McKinsey and Company Inc., in their report on the case of
Liverpool: |

A. The corporation has difficulty in deciding priorities
rationally and planning effectively.

B. The corporation has 1ittle or no control OYSE
departmental efficiency and effectiveness.(26)

and according to the report, "the City has neither the organisation

structure, nor the planning system, nor the management methods

commensurate with the job“.(?7)

(25) Maud Report, op. cit., p.160
(26) Quoted by Eddison, op. cit., pp.147-148
(27) Ibid., p.148
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It is appropriate at this point to mention the fact that the
recommendations made by the McKinsey Report to the City of Liverpool
were considered by many local government officials as unworkable.
However, it was widely accepted that the analysis of the problems and
issues facing that authority were adequately characterised. The experience
of Liverpool, no doubt, has affected the attitude of many local authorities
toward consultancy fifms. Many believe that any workable solution to local
government problems can only emerge from the local government people
themselves. More will be said on this in Chapter 8.

Also the Bains Report of 1972 identified some of these issues. The
basic recommendation of the Report was the need for the local authority to
adopt the corporate approach to planning and management in order to use

resources effectively and efficient1y.(28)

The response to these Reports by local .authorities varied from one
authority to another. However,iit is safe to say that in general, both
the Maud and Bains Reports have had a deep influence on the attitudes of
many local authorities towards the need for organisational changes.

The Bains Report has influenced many organisational changes in local
government. The basic changes were the appointment of a Chief Executive
as a head of the paid officials without any départmenta1 responsibilities,
and the establishment of a central policy and resource committee to "aid
the authorities in setting objectives and priorities, co-ordinating and
controlling the implementation of these objectives, and monitoring and
reviewing performance“.(zg) These basic proposals are, in the committee's
view, required in order to adopt the corporate approach to planning and

management. The need for a central committee, as proposed by Bains, stems

(28) Bains Report, op. cit., p.xv
(29) Ibid., p.xv ’
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from the fact that committees are working in isolation from each other:and
a committee as such would make the work of vérious departments and
commi ttees more effective by looking at their activities as a whole.

Normally, the central policy committee is responsible for formulating
the Tong-term strategies and policies for each major activity. The
detailed ,short-term plans are intended to be in accordance with the long-
term policy and in the 1ight of the resources allocated and.is the
responsibility of the committee concerned with the particular activity.
In Coventry City, for example, "in relation to budgeting and financial
control, the Policy Advisory Committee is responsible for the lTong term
strategic matters and the Finance Committee for the short-term tactical
matters within the long-tem strategy".(so) The Programme Area Teams in
Coventry are responsible for formulating policy advice at the officer
level where each team is responsible for one of the main programmes and
it includes representatives from departments related to that programme.

The corporate approach proposed by the.Bains Report has been
criticised by some officers in local government for its practical
difficulties. Its application has led, in their opinion, to the situation
where there is too much centralisation. Recently at Avon, which had
adopted the corporaté approach,-the Chief Education Officer has resigned
because, as he claims, he and his departmental staff cannot participate
efficiently in the education services in Avon. He had the following to
say in his statement of resignation:

I do not and cannot exercise the responsibilities the

education committee and your schools and colleges expected

of me and my departmental staff. The management of the

education service is fragmented between so many commifg??s
that there is no united or effective direction of it.

(30) D.A. Hallows, ed., Developments in Budgetary Procedures'in British
" Local Government, Occasional Papers, Series

Government Studies, University of Birmingham, October 1974. p.
- (31) " 'The Guardian,:6 December 1976 g > p.16
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Another educational officer who supports the corporate approach but
criticises its current practice, has said that:

The Bains Report of 1972, which initially recommended

corporate management systems to the new local authorities,

was 20 years out of date in its thinking. It took the idea

of centralised resource management from industry when industry

itself was moving back to decentralised systems. Those

wanting to evolve a suitable corporate approach for local

e & traady hagnening 1 sdbcabian (T T T Vol RA AL

These two quotations show how the corporate approach led in some
authorities to more centralisation and subsequently serious problems have
emerged in the management process. However, what is happening in such
authorities cannot simply be attributed to the corporate approach which
seeks effective decision making by looking at the authority's activities
as a whole to avoid fragmentation and duplication. The Bains Report, on
the other hand, as indicated earlier, emphasised the need for more
delegation from members to officers, and a gbod relationship between them,
in order to run the business of the authority more efficiently and
effectively. It is important to stress the point that the corporate approach
does not mean too much centralisation, rather, it aims for more
co-ordination between the various committees and departments. Thus, it
is essential to plan the future activities of the authority by a central
unit and at the same time, it is the duty of each departmental service
to implement the policy formulated by that unit in an effective way. The
elected members should not interfere too much in the day-to-day management
which is the responsibility of the officers. Corporate planning will be
discussed in detail in the next section.

To conclude this section, it is appropriate to mention that one
significant feature of a corporate planning approach, that is the role of

the budget and the need for its improvement, has not been considered by

the Bains Report. The budget is an administrative device in which the
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financial implications of the authority's plans and decisions are
reflected. In order to be an effective device, it must be based on
programmes and there should be a greater link between planning and
budgeting. The traditional form of tHe budget and its limitations to

one year only has resulted in a weak 1link between budget and planning.

5.6 PROG?AMME BUDGETING AND CORPORATE PLANNING

The traditional management of local government has witnessed a
tremendous challenge during the last decade. As indicated earlier in
this chapter, the publication of the Maud Report in 1967 and the Bains
Report in 1972 have revealed the weaknesses and deficiencies in the way
that local authorities manage their affairs. As a response to these two
reports and the report of the Royal Commission on Local Government in
England, many authorities attempted to introduce organisation changes to
improve the process of decision making. '

The growing need for a new approach to the problem of planning,
management, and control in local government stems from the following
weaknesses which can be found in the authority's traditional approach of
management: |

1. Objectives are not defined as clearly as they should be

2. There is a lack of effective identification of the community
needs and problems

3. In particular there is a slow response to the changing
environment, and problems and needs of the people

4, Little attempt to use in-depth analysis of alternative
programmes in terms of their costs, benefits or their
effectiveness in achieving justified objectives

5. Short decision period and subsequently the future
implications of present decisions would not be considered
adequately

6. The use of a traditional budgetary system which is based on
input expenditure. This type of budget puts more emphasis
on financial control without consideration of the output of
expenditure.
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7. The functions of planning, budgeting, and control are
E:;.relatéd to each other in an effective and systematic

As a response to these weaknesses, a number of new approaches have
been developed. Programme budgeting (PPBS) and corporate planning are
the two main systems that have been adopted recently by some British local
authoriti'es to aid them in improving the quality of decisions on resource
allocation to achieve both efficiency, that is to obtain the maximum
benefit from a certain amount of resource, and effectiveness, which refers
to the authority's ability to fulfil the community needs through its

services. The effectiveness concept will be discussed more later in this

section.

5.6.1 PROGRAMME BUDGETING (PPBS)

PPB System was discussed in some detai} in Chapter 3. There, it was
shown that the system was originally developed in the U.S. in the
Department of Defence in the early 1960's with a considerable success.
This success has led to the decision to introduce the systeﬁ to the whole
federal government in 1965. The application of the PPB in the government
departments did not achieve the expected results. Many state and local
organisations in the U.S. have tried the system with various degrees of
success. But in general, the American experience suggests that the PPBS
system, in spite of its practicalidifficulties, could 1mprove.the quality
~of decisions provided that adequate and careful preparations for its

introduction were considered in advance.

In this section the PB system is discussed in the context of British

Tocal government.
Some of the British local authorities (such as the Greater London
- Council and Gloucestershire) were very aware of the need for a new

approach to ‘the decision making in local government to.overcome the
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-weaknesses of the traditional approaches and their limitations. The .
American PPB pilot project on the implementation of the system in five
states, five counties, and five cities(33) was seriously considered by
many local authorities in this country as a possible application of the
PPB system. Nevertheless, the majority of British local authorities did
not consider the possibility of introducing the PPB system partly because
of its disappointing results in America, and partly because of its
requirements for the use df advanced analytical techniques. (See the
following chapters). Most of.the authorities have found a corporate
planning system more practical and easier to introduce.

However, there are two authorities (Greater London Council and
Gloucestershire) which deeply engaged in developing PPB and have
achieved encouraging resu]ts. In relation to the GLC experience, Pugh

has stated:

The introduction of the PPB system has rearranged the emphasis
from a purely departmental-based management-by-objectives
approach towards an overall set of programme objectives. Under
the PPB system the accounting and reporting systems are extended

beyond the traditional control and departmental management
purposes.

And in Gloucestershire, the Treasurer has indicated that the
gradual approach to the PPB system in the authority "has had some very
beneficial results in that during the experimental years the concept of
PPB has become an instinctive part of management thinking and has
undoubtedly influenced many aspects of service development and.re~appraisa1,

including both the revenue and capital priority ranking exercises" (35)

(33) George Washington University, State-Local Finance Project, PPB Pilot
Project Reports : From the Participating Five States, Five Tounties,
and Five Cities, Washington D.CT. : George Washington University,
February, 1969. : '

(34) C. Pugh, “Introduction of a Planning-Programming-Budgeting System",
The Australian Accountant, Vol. 44, No. 11, (December 1974), p.648

(35) HalTows, op. cit., p.28
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The idea of introducing a PPB system in the GLC first appeared in
1969 as a result of a task force study. The council approved this
recommendation in February 1970. The aim was to introduce a management
system for the authority as a whole to use resources more effectively.

The first budget to be prepared in PPBS form was the 1973/74 budget.
It was based on six main programmes; Arts and Recreation; Housing; Public
Health and Safety; Stfategic Planning; Transportation; and General Services.
Each one of these problems was intended to meet a major set of the Council's

objectives. In the budgetary document, the budget for 1973/74 and projections

~ for the following four years were presented. Every progtgmpg“§pq_§gb-prqgrﬁww?

‘contains detailed non-financial information, overall objective and sub-
objectives, and the detailed money required for the budget year as well
as the subsequent four years. Appendix E presents one major programme and
its sub-programmes from the GLC as an example of the budget format within
a PPB system.

In Gloucestershire, the new PPB system was first introduced to the
transportation department as a feasibility study. The result was
encouraging and the system was expanded to cover all programmes in 1969.
The system has generated enormous amounts of information which is used
in making allocation decisions. The following are the documented
developments of the system in Gloucestershire: (See Appendix F)

(a) The definition of overall objectives for the majdr services,

(b) The drawing up of programme structures of sub-objectives and
activities which contribute towards the objectives,

(c) The preparation of programme budgets for all programme areas,

(d) The identification of tentative intermediate and final output
. measures together with information on their availability,

(e) A few activities have been the subject of issue analysis reports,

(f) Position statements are almost comp]efe showing the present 3 '
_:ggtjyjtigs_of.the Council and the policies attached to them.( 6)

(36) Ibid.; p.28




135

5.6.2 CORPORATE PLANNING

Corporate planning in its simple definition means the effective
utilisation of available resources in order to fulfil the community's
needs in both short and long term. It is important to stress the point
that corporate planning is not a panacea. However, if it is applied
effectively, it could improve the quality of decisions by clearly
defining: the public needs and the authority's objectives, and
establishing priorities.(37)

The purpose of corporate planning is to bring together into one

coordinated and structured document information on the council's

services and policies, its activities and the essential information
on the needs of people for which the services are designed.

~ Its function is to assess, to coordinate, and above all, to plan
over a period which can be foreseen with reasonable accuraqy.(38)

Corporate planning, within the local government context, is simply
the planning of the authority's activities in the light of the local
community's needs and problems. Planning within a corporate approach
means planning as an authority not by'departments working independently.
It is important to look at and to consider the authority's activitiés
together so as to identify priorities according to needs. The traditional
departmental structure does not fulfil this requirement. Corporate
planning requires that departmental boundaries must be ignored in making
allocation decisions. Indeed, one of the main advantages of a corporate
approach is that it helps the people in the authorit} to think and work
beyond their departmental boundaries.

According to Skitt, the following were the major weaknesses in local

government which led to the need for a corpérate approach to planning and

management:

(37) P.A. International Management Consultants Ltd., Intreducing Policy or
Corporate Planning into Local Government : Report No. 1 : A Basic
. fandbook, London : P.A. International, May 1975, p.?2 '
(38) R.C. Mitchinson, "What is corporate planning?" Local Government
- Chronicle, September 20, 1974, p.914
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1. There was too much emphasis on 'departmentalism’', with
departments acting independently, or in conflict with others ...

2. there was insufficient recognition of the relationships
between the services provided, and that the increasing
complexity of services intensified their interdependence;

3. the budgetary processes explained, if you could understand
them, what resources went into services, but did not show
how the resources invested compared with the end product -
the service provided;

4. there was too Tittle attention to asking why services were
being provided and what needs the local authority was seeking
to meet;

5. too often councillors were presented with insufficient, or

not fully relevant, information on which to base lTong term
and important decisions;

6. the organisational stggg?ures and processes often inhibited
effective management.

According to Eddison, more and more local authorities are moving
toward a corporate approach in policy planning. Such a move can be
identified by several neﬁ forms in policy p]énning. Position statements,
performance reviews, programme management system, issues analysis, and the_
use of data and techniqugs are examples of practical beginnings to corporate
p1anning.(40)

The Bains Report of 1972 has recommended the use of a corporate
approach in planning and managing the affairs of local authorities to
obtain the maximum benefit from their resources.(41)

In order to understand what is a corporate planning system, it is

appropriate to review briefly its basic individual elements within a local

authority framework.

(39) J. Skitt, ed., Practical Corporate Planning in Local Government,
London : Leonard HiTl Books, 1975, p.2

(40) Eddison, op. cit., p.190
(41) Bains Report, op. cit., p.xv
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A. IDENTIFICATION OF THE PROBLEMS AND NEEDS OF THE LOCAL COMMUNITY:

This is the starting point in which the authority collects and analyses
the necessary data and information about the surrounding environment and its
future trend, and accordingly the public needs and problems can be
identified. Collecting and interpreting data is very essential for
implementing an effective system of corporate planning.

Information generé11y can be divided into financial and non-financial
information. There are two main sources from which the authority may
collect the needed information, internal sources and external sources.

As Figure 5.2 shows, internal sources refer to the internal financial reports
and files, past experience information, and all correspondence from the
public concerning complaints or suggestions. Internal sources could

play an important role inproviding very valuable data and such data are

not used to their full by local authoritiesf(42)

External sources include special surveys carried out by the authority,
the Census, and information obtained from the media about community needs
and problems. Perhaps the best way of obtaining information would be a
special survey carried out by the authority to gather data on needs and
problems on a particular service, e.g. housing. The high cost of carrying
out such surveys is.the main reason for their limited use. One practical
solution is the cooperation and coordination between local authorities to
make available the results of conducted surveys to be used by the other

authorities. This would reduce enormously the cost of obtaining information.

(42) Stewart, op. cit., p.35
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Figure 5.2

Information System in the Local Authority
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sources : d
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Perhaps it is appropriate at this point to stress the significance of
the accounting system as a source of financial information. Accounting
information is one of the main parts of the information system. Such
information is required in two main processes, the planning process and
monitoring prdcess. Decision makers need financial information as well
as non-financial information to make rational.decisions. The monitoring
process is basically performed on the basis of the accounting reports and
statements on actual performance. Therefore, in order to have an adequate
information system, the organisation must have a sound accounting system
to produce accurate financial information. Surely, the inadequacy of
existing government accounting systems has been one of the main factors in
producing inadequate information systems in the public sector.

Although the availability of adequate and relevant information to
assess the community's needs and problems 1s'vehy essential to a local

_authority, adequate information on those needs and problems cannot be found
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in many cases.(43) The local authority needs to learn in order to respond
quickly and correctly. As Professor Stewart argues, "An organisation

does not remain static in a changing environment. It learns; it adjusts;
it changes. It has a learning style of management". However, "the
present process of management of local government reflect a static style
of management".(44) Management in the public sector in this country is
accused of having faifed to take advantage of new management techniques
developed in the private sector which have a potential contribution to

the improvement of decisions in the public sector.(45)

To cope with the changing environment, the local authority not only
should identify present needs and problems, it also should be aware of
the 1ikely changes in those needs and problems in future. This could
only be achieved by adequate information.

Skitt has identified three main reasons for accurate information on
needs:(46)

1. To show the current gap between provision and the desired
level of service, so that priorities for more resources
can be sensibly cons1dered

2. To forecast future needs both numerically and geographically,
and plan provision to meet it in good time.

3. To ensure operational policies are effective in reaching the
real need.

To be effective, the local authority must be ready to respond to any
environmental changes, and this requires more non-financial information
to anticipate future changes.

One musf realise that not everythjndfisror”can.be;under”the control of
a local authority. This fact makes the management task more difficult

to carry out. Nevertheless, an understanding of the surrounding

(43) Ibid., p.34

(44) Tbid., pp.33-34

(45) Tbid., p.27 ° |
(46) Skitt, op. cit., p.195
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environment is very essential to a local authority in order to carry on
its activities. |

The mere collection of data is not enough. What is important is the
analysis and interpretation of such data. Every problem must be analysed
in depth to discover its causes, the factors affecting it, and the
alternative solutions to solve it. The process of data analysis requires
the use of statistica{ techniques, such as regression analysis, to
forecast future trends.(47)

Analysis in this stage starts with critical examination of existing
activities to assess their effectiveness in meeting the needs of the

community. As a result, cancellation of certain activities or proposals

for new ventures could be considered.

Finally, one important point should be borne in mind, that is the
problem of, as Ackoff calls it, over abundance of irrelevant information.
He explains this problem very clearly as he relats his experience:

My experience indicates that most managers receive much

more data (if not information) than they can possibly

absorb even if they spend all of their time trying to

do so. Hence they already suffer from an information

overload. They must spend a great deal of time

separating the relevant from the irrelevant and (48)

searching for the kernels in the relevant documents.

The need for relevant information in the private firm has been
recognised a.long time ago. In the public sector, such need is being
widely recognised now as a result of introducing new approaches to the

management of the public sector.

(47) Ibid., p.199

(48) R. Ackoff, "Management Misinformation Systems" , Management Science,
Vol. 14., No. 4 (December 1967), pp.B147-8
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B. SETTING THE OVERALL OBJECTIVES, POLICIES,AND PRIORITIES

Information obtained in stage one would be used as the basis for
establishing the authority's objectives and policies. Normally, a
central policy committee at the member level is responsible for
formulating the overall objectives and policies in the light of the
needs and problems of the local community. Financial resources, as well
as manpower and 1and,'like1y to be available in both the short and long
term should be considered. At this stage, the council will have a clear
view of what the authority is tryiné to do. Each activity should be
justified by ifs contribution toward achieving a certain objective.

The clear:definition of objéctives would improve the quality of
measurement. That is to say, the difficulty of measuring the impact of
an activity would be less when the objective of such activity could be
identified clearly. Objectives are used asvé reference in two processes,
First, in the planning process where activities and programmes are
considered to accomplish these objectives. Secondly, in the monitoring
process where actual performance is evaluated to see its contribution
toward achieving those objectives.

Although there are some difficulties in defining objectives:.of a
public organisation, objectives in local authorities could be defined in a
meanjngful way by obtaining adequate information on needs and problems
and on the surrounding environment as discussed previously. In setting
objectives, it is imperative to answer the basic question: what are we
trying to do? This would provide the base for setting policies and
priorities. The need for establishing pridrifies among different claims
is justified by the fact that resources are always limited in relation to
wants. Thus, priorities would be defined more easily if information on

public needs and problems is available and objectives of the authority

are clearly identified.
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C. FORMULATING LONG-TERM PLANS

. Planning starts with an analysis of the existing position. The
identification of current activities, their use of resoﬁrces, and their
impact on public needs is the initial step. This is done in what is
known as a position stafement in local authorities. The purpose of
a position statement js to present the various current activities of
the authority to identify the contribution of these activities to
achieve the authority's objectives, to specify the problems and
deficiencies facing the authority which make the services less effective,
and to identify gaps and duplication.

The position statement has been recognised by many authorities as
an essential part of the planning activify. It makes the role of the
elected member more effective by providing the necessary information.

Local authorities are becoming more and more aware of the importance
of planning on a corporate basis to achieve effective and efficient
resources utilisation. The traditional organisational structure of local
authorities as discussed in the previous section does not abhieve
effective planning. An attempt to overcome this weakness has been the
establishment of a central policy committee in some local authorities
to coordinate between committees and to ensure one integrated plan of
action for the authority as a whole.

To cope with the environmental changes, the local authority not only
identifies the present needs, problems, and objectives, but also it should
be aware of the likely changes in those needs and problems in the future.
This is not an easy task mainly because of the problem of uncertainty.
Indeed, uncertainty is a major problem facing the planner, it results

from lack of knowiedge.(4g) The surrounding environment is changing and

- (49) Stewart, op. cit., p.143
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uncertainty remains because not all of the future trends and attitudes can
be anticipated. It should be borne in mind that ?he existence of
uncertainty should not Tead to the decision not to plan. Rather, the
planner sﬁou]d consider the factor of uncertainty and try to reduce such
uncertainty by increasing knowledge and by making flexible plans to meet
any changing circumstances.

Resources are ailﬁcated among various pkogrammes for a number of years
ahead by considering two factors, priorities which are developed in the
1ight of the authority's overall policy and objectives, and the amount
of resources likely to be available in the future. In addition,
information on alternatives to achieve a certain objective should be
available. Alternatives are analysed in terms of costs and benefits or
effectiveness. It is relatively less difficult to determine costs, which
include both capital and current, of the various programmes for several
years ahead, although clearly the effect of inflation in recent years has
made this particularly difficult. Benefits, however, are more difficult,
if not impossible, to measure because of the nature of output produced by
local authorities. Nevertheless, some authorities (e.g. Gloucestershire)
have been, to some extent, successful in developing effectiveness
indicators to assess the contribution of an activity toward achieving a
certain objective. At this point, it is better to explain the meaning of
effectiveness by giving an empirical example from G]oucestershire.(so)

If we assume that an authority is to install a system of street
lighting as a part of a transportation programme to improve the safety of .
the road as well as reducing crime at night, then, it has to decide
between various systems of lighting in terms of their cbsts and
effectiveness. Costs are not too qifficﬁ1t to estimate. The effectiveness

of each system is judged by its contribution toward the reduction in the

(50) Hallows, op. cit., p.41
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crime rate after its installation. The final choice, thus, is made by
considering both costs and effectiveness. The system which yields the
largest ratio of effectiveness to costs is to be chosen.

This simple example illustrates the difference between a traditional
system of resource allocation, which emphasises the financial control
over resources without any consideration of the impact of such resources

in achieving a particular objective, and an improved system.

D. FORMULATING THE ANNUAL BUDGET AND FUTURE PROJECTIONS

Corporate planning is about resource allocation. To mention resource
allocation is to mentioh the budget which is the annual detailed
financial expression of the long-term plans together with projections for
several ‘years ahead. "The budget process is the_basic means whereby
resource allocation is considered, argued over, revised and finally
agreed upon and formalised in the budget whifh eventually emerges".(S])
The budget within a corporate planning framework is an integrated
part of the ovefal? policy and strategy'of the authority. It is not a
separate activity from long-term planning. Indeed, it is a significant
part of the corporate planning system.

Unfortunately, the budget in the majority of Tocal authorities still

takes the traditional format.(sz) It is prepared by committees on the

basis of previous years. It does not provide the adequate information which
is necessary to the decision maker., It aims only to achieve financial
control over resources. Hence, it has a limited value for the policy

maker.

The emphasis of the traditional budget has been upon
expenditure. For financial control all that is necessary,
it could be argued, is to set limits to expenditure.

(51) J.L. Livingston, "Organization Goals and the Budget Process”, ABACUS ,
" Vol. 11, No.1 (June 1975), p.37 9

.(52) Eddison, op. cit., p.90
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For planning it is not sufficient to know what an activity

will cost, it is necessary to know what it will achieve.

This information is not easy to obtain, or, when obtained,

to fit into the framework of a routine annual budget.

The budget, however, places no emphasis on the need for such

data.(5g)

A typical local authority committee budget is shown in Appendix D.
It is clear that the budget is classified on an input basis, that is.
accordiné-fo a departmental classification in terms of wages, buildings,
supplies .- etc. It does not provide any information on output,
objectives and the relationship between activities and objectives. If
resources are allocated on.anoutput basis rather than input, the impact of
such resources could be evaluated.

Although the need to carry out an authority's activity as efficiently
as possible, by proper control over its costs, is in itself an objective
to be achieved by the authority, the more important issue, which is
unfortunately ignored by many authorities, is the impact or effectiveness
of such activity toward achieving the authority's objectives. But
because the traditional budget is presented in accordance to committee
responsibilities, the costs and effectiveness of a particular programme
cannot be identified as a result of distributing responsibilities
between various committees for similar activities.

Another serious deficiency in the traditional budget is the short
time, usuaI]y one year, it covers. In effect, the future implications of
present decisions would not be known which greatly impair the quality of
decisions. | |

These shortcomings have resulted in a wide dissatisfaction with the
traditional budget as an effective administrative device. And although

the traditional budget is still much in use, several local authorities

have introduced some changes in the way that the budget is prebared and

. (53) Stewart, op. cit., pp.61-62
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presented to make it an integrated part of the long-term planning process.

To benefit from a corporate planning system, a change in the
traditional budget should be sought. The role of the budget in a
corporate planning context is so important that a traditional budgetary
procedure would impede corporate planning. According to Skitt:

Corporate planning and corporate management are fundamentally

about resource allocation, and resource allocation in local

government, or indeed any organisation, is tied to some sort

of budgetary process. Corporate planning, therefore, unless it

does impinge upon the budgetary process in some way, will be

regarded by many as_a superfluous exercise in planning for

planning's sake.

He has suggested the need for "a management control system which will
relate expenditure to achievement". To obtain such a system, "the budget

must describe resources by:

1. relating programmes for their achievement to the stated
objectives;

2. expressing each programme (down to activity level) in
terms of the resources expended upon them;

3. vreporting on the comparison of actual performance with
planned performance;

4. controlling, or the accountability function of bringing (55)
into line, actual performance with planned performance".

These requirements would not be accomplished uniess the traditional
structure of budgeting is changed. The first step is to develop a
programme structure where major programmes are intended to attain the

authority's major objectives.(ss)

The classification of -the budget on programme basis would help to
cut departmental boundaries by grouping all activities devoted to
achieve one objective into one programme regardless of the departmental

responsibilities. The following example from Coventry City is provided

to explain this point:

(54) Skitt, op. cit., p.91
. (55) Ibid-s pp- - -
(56) See Chapter 3 for discussion on programme structure
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As an example of the categorisation of activities according
to objectives, rather than according to committee and
departmental responsibilities, the School Meals Service is
within the Community Health and Wellbeing Programme Area
while being the responsibility of §9§ Education Committee
and the Director of Education ...(

The difference between the traditional structure and programme
structure of the budget can be seen by a comparison between Appendix D
and Appen’d{x E.

It is hoped that a budget formulated on a programme basis would greatly
improve the qﬁa]ity of decisions on resource allocation by providing
better information.

Finally, it is essential to stress the point that the use of the
traditional budget is considered necessary to achieve the financial
control (accountability) objective. Thus, it is a common practice to find
two types of budget in some local authorities, Islington 1is an example.(ss)
The first type is the traditional form of bﬁdget to be used basically for

control purposes, and the second type is a programme budget to be used

for analysis and planning purposes.

E. MONITORING PROCESS

“While there are some writers(Bg) who do not consider the monitoring

process as part of corporate planning system, the majority do by
emphasising the need for ensuring the achievement of the stated objectives
~at the right time and at the expected cost, and to use the information
generated in this process to modify existing plans and to formulate new
ones. "“The continuous monitoring must feed into the continuing process

(planning). Annual reports of progress in relation to the policy plan

should make this possible”, (60)

Also, the Bains Report of 1972 has laid a particular emphasis on

(57) Hallows, op. cit., p.13

. (58) Skitt, op. cit., p.94 |
259; For exampTe, Mitchinson, op.cit., p.913
Stewart, op. cit., p.152
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monitoring. According to the report, monitoring and reviewing performance
is?

An area of éctivity almost totally i9nored in local

government yet one of the greatest importance. The

o e L e

In ap@ition to the responsibility of the elected members toward
ensuring an effective performance review, the report suggests the
establishment of a 'performance review sub-committee' as a watchdog
body, something similar to the Public Accounts Committee in Par1iament.(62)

The evaluation process is very important for the planners. It means
improved programmes and better allocation. By comparing the actual
performance against the stated objective on an activity, an improved
decision is expected. It is suggested that "without some form of
_eva1uation, learning will not begin. Management will remain static in a

changing situation" . (63)

Indeed, the monitoring process aims to ensure
that programmes are being carried out effectively and efficiently in
meeting the public needs.

Accounting has a great role to play in securing increased efficiency
in resource allocation through the measurement of actual berfonmance to
determine how efficient was the use of resources and to provide information
to the planners. Any wrong basis for such information would give a wrong
indication on the past performance and impair plans and decisions as a
result of inaccurate data. But the -limitations of the accounting system in
Tocal government results in additional difficulties in obtaining the
relevant information. That is, accounting in local government should

extend beyond a mere reporting of éxpenditure and revenue. There must be

a broader responsibility of the accounting functions. This requires, in
i L. .

61) Bains Report, op. cit., p.xiv
62) ' 1bid., p.25 '

- (63) Stewart, op. cit., p.50
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the first place, the establishment of a system of financial reporting.
Such need has been recognised by a number of authorities. The
publication of official reports and the work of the Institute of Public

Finance are examples.(64)

The establishment of a management accounting
structure in some authorities indicates the significance of the role of
accounting.in securing better decision making. The case of the GLC
provides a clear exampie of such manner.(ss)

There is a serious problem in this respect facing the local authorities,
the inflation problem. The inflation rate in Britain has been very high and
it has caused a lot of difficulties in the planning of expenditure.
Accordingly, it is important to distinguish between the real growth in
expenditure and the growth due to the inflation. The high rate of
inflation has led, further, to a wide dissatisfaction over the historical
cost method of accounting which fails to reflect the effect of inflation
in the accounts. Thus, these accounts tend to be unrealistic. As a
rasult, some other accounting methods have been suggested to overcome this
problem. The current cost accounting method has been proposed recently
as the most appropriate method to replace the traditional historical cost
in both private and public Sectors.(ss)

Although a detailed distussionof the inflation problem is beyond the
scobe of this study, it is essential to emphasise the significance of
such an issue to the local authority which should consider and examine
the value of the traditional historical cost method in producing the

relevant and accurate information, needed by the policy makers, in such

situations as a high annual rate of inflation.

(64) Pugh, op. cit., p.652

(65) Ibid., p. .

(66) See Inflation Accounting, Report of the Inflation Accounting
Committee, (Sandiland Reportg, Cmnd. 6225, London : HMSO,
September 1975. And Exposure Draft No, 18 of the Accounting
Standard :Committee (Morpeth Report), The Institute of Chartered
Accountants in England and Wales, 30 November 1976
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5.7 Conclusion

The iocal authority is in a difficult position these days. It has
to do its best to fulfil the growing needs of the community, on the one
hand, and it has to respond to the central government's requirements to
economise in accordance with the general policy of keeping public
spending within the means of the nation, on the other hand.

Such a difficult situation has put the local authority under an
increasing pressure to use its limited resources more effectively and
efficiently to obtain the maximum value for money. This, it has been
suggested, could be achieved through the adoption of the corporate approach
which enables the local authority to allocate resources through the
identification of the needs and the problems of the community, to
establish overall objectives, to set long-term plans, to formulate the
annual budget and future projection on a programme basis, and to
establish control procedures to provide an adequate and effective feedback.

These basic elements of a corporate planning system were discussed
in some detail in order to explain the meaning and the aim of this
system in improving the resource allocation decisions. The state of
development of such systems in local government differs from one
authority to another. But in general, more and more Tocal autﬁorities
are becoming aware of the need for introducing new approaches and
techniques to help the policy makers. |

However, the efforts to improve the traditional budgetary approach
in local authorities have experienced a variety of problems. Some of
these problems are common to any public organisation but some are
unique to the Tocal authority. The latter type are concerned with the
nature and structure of British local government. Problems in this
respect can be classified into two main categories.

The first category relates to the political nature of the local

authority. The existence of dualism in the-power hierachy of the local



151

authority has produced a degree of conflict between members and officers.
In addition, the establishment of an effective long-term planning process
in the local authority is usually Tacking because politicians are normally
reluctant to commit themselves to long-term objectives which are very
important for planning and monitoring the affairs of the authority.

The second category concerns the financial structure of British local
government. As the local authority becomes more and more dependent
on central government grants, its autonomy becomes less and less. As a
matter of fact, central grants during the last few years accounted for
more than 60% of local government revenue. Any cut {n such a contribution
would have harmful consequences. To avoid such problems, the local
authority needs to raise its own revenue and should become fully
independent in this respect. One positive solution has been the
establishment of a local income tax. This proposal, however, is strongly
opposed by Whitehall.

This chapter has depended heavily on material collected through
1ibrary research, it will be used as the basis for the next four
chapters which will be devoted to the analysis of the budget practice
in local authorities by using the results of a questionnaire sent to a

sample of British local authorities.



PART THREE

BUDGETARY DEVELOPMENTS IN BRITISH LOCAL GOVERNMENT:
THE QUESTIONNAIRE




CHAPTER VI
INTRODUCTION TO THE QUESTIONNAIRE

As discussed in the previous chapter; the recognition of the importance
of developing more effective and efficient ways for resource allocation by
the majority of local authorities has resulted in an increasing interest
among these author{tieﬁ in new budgetary systems (such as programme
budgeting (PB) and corporate planning).

Indeed, the importance of these new approaches can be easily recognised
by.examining the substantial literature on these systems in particular,(l)
and on the ways of improﬁing the planning and budgetary procedures in
governmental organisations in general, to obtain the value for money.

It was PB in the USA and later in Great Britain which had a great
influence on the field of government budgeting. Unfortunately, the system
produced disappointing results in the US Federal Government applications
with the exception of the Department of Defence, where it had its greatest
success. _This féi1ure, as mqst experts agree, was not because there were
any defiéiencies in the system itself, rathef, it was the manner in which
the system had been implemented and the very short period of time.in which
the federal agencies developed PEBS.(Z) |

In the Tate 1960's, PPBS.wms-receiyed in Great Britain with
considerable interest. Specifically, the 5-5-5 Project Report in the U$A
on five States, five Counties and five Citfes, was widely considered by
local authorities in Britain. Subsequently the GLC and later Gloucestershire
adopted a similar approach to PPBS although the present trend in local
. gévernment is to favour a system which does not have the complications of
PPBS. In consequence, the corporate p1ahning approach has been accépted.by

many authorities as an effective way to improve the quality of allocation

(1) see Chapters 3 and
EZ} see.Chagter 3 >
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decisions.

The experience of those authorities who developed PB or corporate
piannihg concepts, such as GLC, Gloucestershire and Coventry, suggested
that an extended investigation of British authorities could be very useful.
A survey by a questionnaire was chosen to carry out such investigation to
test a certain set of hypotheses which derived from the preyious chapter's
discussion on British’local government.

The aim of this chapter is to introduce the questionnaire by discussing:

(a) the objectives |

(b) the design and structure

(c) the limitations

(d) the hypotheses

(e) the analytical techniques.

6.1 THE OBJECTIVES

To study the attitudes of local authorites toward the new budgetary
developments énd the need for an improved system of budgeting for better
resource allocation, it was believed that a primary source of data was
essential. Thus a questionnaire was designed to obtain first-hand
knowledge and information about:

1. The state of budgetary practices in local authorities.

2. The types and procedures of changes, if any, in the traditional

budgeting system.

3. Their perception of the basic requirements for an effective

budgetary system. ‘

4. The difficulties and obstacles facing an authority introducing

a new qugetary system and how they overcame such problems.

5. The geﬁeral attitude of local authorities towards the new

budgetary systems such as PB and corporate planning.
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It was assumed that the questionnaire would provide valuable
information on how the new budgetary procedures were working.

It is hoped that such an opportunity would elucidate valuable
information from those organisations that had effected budgetary changes.
Similarly the information received from those authorities which had not
carried out changes could be of great importance, since all responding
authorities, whether tﬁey had introduced budgetary changes or not,
answered the questionnaire, this study will characterise the nature and

feelings of these authorities toward the new budgetary changes.

6.2 THE DESIGN AND STRUCTURE

Before designing the final draft of the questionnaire, a series of
visits and personal interviews to four local authorities (GLC, Gloucester-
shire, Coventry and Dudley) were made to find out the attitudes and
reactions of local authorities toward such fnvestigations and to consider
any suggestions and recommendations concerning the questions. The
response was very encouraging and some suggestions and modifications were
made to produce the final questionnaire which appears in Appendix A,
together with the covering letter, which was addressed to .the Treasurer
of each authority contacted.

The questionnaire was posted in early 1976 to a sample of 262 local
authorities in Great Britain, representing about 50% of all authorities.
The names: of these authorities are detailed in Appendix B with an
indication of the responding authorities. Thpse authorities were selected
according to a stratified random sample using random number tables.

This type of sampling was chosen to ensure that all strata have an
equal chance to be in the sample. Authorities were divided into eight
basic stratum according t0'the_type,0f.authority (e.q. district council
and county.council) and according to.the:area or region (i.e. England,

" Wales and Scotland). A full classification of authoriiies and all
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related statistics are presented in Appendix C.

In order to ensure that the questionnaire would be considered by all
authorities who received it, regardless of the state of its budgetary
reform, it was divided into two parts.(s) Part one covered the general and
introductory questions which were intended to be complieted by all authorities.
Part two was designed for those authorities who had introduced changes in
their budgetary proce&ures. Some authorities; however, did not complete
part two although they had introduced changes. Furthermore, there were
other authorities who had not developed new budgetary procedures, but who
did not answer part one because they wrongly understood that both parts
were to be completed by authorities who had introduced changes.

Nevertheiess the response of about 55% must be considered very good.
Table C.3 of Appendix C shows the action taken by authorities contacted
during the survey. |

There is one important point which must be emphésised concerning the
design of the questionnaire. The respondents were not restricted to a
single choice among the alternatives provided in the questions (see Appendix
A). Thus, respondents to most questions tended to select more than one
alternative answer. This means that the total presented in most of the
tables is in fact greater-than the number of individual responsés. The

aspect of weighting this data will be discussed later in this chapter.

6.3 THE QUESTIONNAIRE'S LIMITATIONS

1. A]though_the questionnaire was designed to be answered, at least
partly, by any local authority, regardiess of the state of its budgetary
reform, there were some authorities who declined to complete the

questionnaire simply because they had not introduced any changes. Such

(3) see Appendix A
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misunderstanding would, of course, have affected the rate of response.

2. The decision to utilise a 'multiple choice' questionnaire was
intended to achieve two objectives. Firstly, it was assumed that this type
of questionnaire would be easier to answer without spending undue time,
which it was hoped would result in a higher return. Secondly, this type
of design tends to make the task of organising and analysing the answers
less difficult. Unfoftunate1y, this was not the case for some authorities.
There were a number who objected to the style of the questionnaire and did
not complete it for that reason. In their opinion, they could not adequately
express their views and make their points clear in such a restricted
structure. Thus, some authorities found it easier and more convenient
(instead of following the questionnaire) to submit budgetary materials
with a brief description of their budgetary systems. These few cases,
however, were not included in the analysis of the questionnaire.

There is some validity in their objection to the style of the
questionnaire; for there is little doubt that the use of "open" questions
would allow the respondents-to exbress their ideas and views in greater
depth, But this would introduce a greater problem. In the design of the
questionnaire, the author considered the trade-off between a complex
structure which would require considerable time and effort to complete yet |
would give very detailed information from the very few respondents who
could find ;uch time,with that represented by the other extreme which was
to design the structure in such a way that the questions could be quickly
and easily answered. This, it was expected, could produce a very high
response rate but the quality of data would be lower. The aim.of this'study
was to achieve an optimum between these two extremes., It ﬁhould also be
~borne in mind that in each question'an "others" choice was proyided to
~make it more flexible, also, the‘?espondent could write and comment in the

space provided if he wished to.do so.
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3. Many authorities included in the sample were newly established at
the time of receiving the questionnaire (as a resuit of the re-organisation
of Local Government in May 1974 for English and Welsh Authorities and May
1975 for Scottish Authorities). This situation affected the answers to
question 2 directly and many other questions indirectly.

The résponse rate.wou]d, no doubt, have been higher without the
existence of these three ]imitations. Nevertheless, the response was
more than reasonable in that 144 authorities, or about 55%, completed all
or part of the questionnaire. Further, valuable financial and budgetary
information accompanied the answers of many respondents. Table C.3 of
Appendix C summaries the variety of responses from the authorities
contacted during the survey. |

4. A major limitation in the design of the questionnaire relates to
the facf that there was no attempt to rank alternative choices provided
in the questions according to their importance. Such a deficiency has
actually limited the value of some questions, question 24 for instance.

A consideration in not asking the respondents tﬁ kank their choices was
again to reduce the effort required to answer the questions. It was
assumed that there is little doubt that such extra effort could reduce the
number of respondents.

Nevertheless, in order to overcome the major part of this limitation,
weighted frequencies were determined for those questions which were
considered to be significant. (These questions were: 3,9,11,17.d,20,

24.a,24.b,26.a, and 27). To show how these weighted frequencies were

determined, see section 6.5.

6.4 THE HYPOTHESES

Local government in Great Britain has been under study and investigation
for several years to highlight, for.example, its weaknesses and shortcomings

in the'hopé;ﬁf finding improyed ways of using its scarce resources.
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As a matter of fact, resources. available to local authorities are
always insufficient to fully carry out all their activities and to fulfil
local community needs. In addition to that local authorities have been
under increased pressures from Whitehall to contain théir expenditures in
accordance with national economic policies. Thus, the Jocal authority has
to choose, between two difficult alternatives, that is, either to cut its
standard of services to the public, or to increase the rates. As a result,
Tocal authorities have been trying to improve the quality of their decisions
in resource allocation to obtain improved value for money.

The following questionnaire's hypotheses are to be investigated in
the following three chapters:

1. That the traditional budgeting procedures in local government
have many deficiencies and shortcomings which hinder the
effectiveness and efficiency of the resource allocation
process.

2. That the new budgetary developments (e.g. PB and corporate
planning) could be successful in overcoming the serious
short;omings of the traditibna1 procedures mainly through
integrating planning with budgeting in a meaningful way
which includes the consideration of the implication of
present decisions on the future.

3. That the traditional budgeting in many local autﬁorities has
been affected, in one way or another, by the.new developments
in particular PB and corporate planning. Also, the introduction
of qrganisational_chénges during the 1960's and the reorganisation
of Local Government in 1374 and 1975 had a significant effect on |
the resource allocation process. However, it was expected the
majority of Tocal authorit{es'introducedlnew budgefary chqnges

. only after‘reqrganisation of Tocal government'in 1974 in England

and Wales and in. 1975 in.Scot1and;
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That any changes in the budgetary procedures would bring with
them problems and obstacles which would need careful
consideration in order to establish the best way of overcoming
them.

That the full operation of an integrated system of PB, and to a'
‘Jesser extent corporate planning, would involve many difficulties
and problems thch would prevent the vast majority of authorities
from developing a complete and successful PB system. Thus, it
was expected that only a few authorities would develop an
integrated system of PB or corporate planning, and that the
majority would prefer to adopt only some elements of them. For
the purpose of the questionnaire analysis, the new changes
introduced by the respondents are classified into two main
categories, (1) sophisticated changes which include integréted
systems of PB or corporate planning and (2) simple changes which
include some elements of PB or corporate planning and other

| simp]é changes.

That British local authorities would tend to prefer a corporate
planning approach over a PB system. The principal reason for
this was the fact that a PB system would be very difficult to
implement and would require special skills. In addition, many
.could still doubt its value.as compared with the resources and
efforts required to implement it.

That the application of a new budgetary system could vary from
one authority to another depending on a number of factors, among
them the size of the authority, availability of skilled staff,
degree of the authority's commitment towards such systems, and
‘the influence of the surrounding environment.- Therefore, it Qas
‘expected that a PB system as applied in Britain could differ 

from the original PPBS.developed in the USA. Also, it was
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expected that the deeper the authority was engaged in a PB
or corporate planning system, the better results it would
achieve. Thus, as the authority becomes more familiar ﬁnd
more involved with the new procedures, some modification
changes would be inevitable.

That po]iticaTIfactors would have a major role to play
concerning'thé need to improve the process of resource
allocation. Thus, the support of the elected members for any
proposed budgetary changes would be essential to ensure the
success of such changes. In addition, the support of
officers is equally important and must be sought. Another
important factor in deciding whether to introduce a new
budgetary procedure is the size of the authority. It was
expected that scale economies would preclude the majority

of small authorities from major budgetary changes.

That the development and implementation of the new budgetary
procedures would require careful and sufficient preparation |
to ensure their effectiveness: adequate and up-to-date
information systems and skilled staff being among the basic
requirements. In some cases, and in particular where the
introduction of sophisticated procedures is:involved, the
operation of the new procedures would require some sort of

internal and/or external training programmes for the staff.

- .Moreover, before introducing the proposed budgetary procedures ,

certain changes in the organisational structure and the
accounting and auditing procedures would be required to cope
with the new budgetary changes. | = 1
That for any budgetary development to be effective, long-term
planning for both capital and Pavenue expenditure must be

adopted. It was expected that theré could be a re1ationship
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between the planning horizon and the introduction of new
budgetary procedures.
Also, the monitoring functidn is considered as an essential
part of an effective budgetary process. Traditionally,
monitoring aims primarily to achieve financial control over
expenditure. As the previous chapter indicates, the new
budgetary devélopments, such as PB and corporate planning,
emphasise the importance of the monitoring process not only
as a control, but also as a valuable instrument for preparing,
improving and auditing the organisation's plans. Thus, it was
expected that the authorities who introduced budgetary changes
would recognise the-important role of the monitoring function
in long-term planning.

The above hypotheses are examined in the following three chapters in

the light of the questionnaire's findings.

6.5 .THE ANALYTICAL TECHNIQUES

A computer package, Statistical Packagelfor the Social Sciences
(SPSS), was used to store -and manipulate the data genéfated by the
queétionnaire,(4) and it proved invaluable in analysing the results.

The data was éna]yscd_ usinglthe chi square text (Xz). This

statistical technique was used to test the two hypotheses:

H0 : null hypothesis, no association between the two variables

Hy @ an association between the two variables.

Where one or more of the expected cell values of a cohtingency table

are less than 5, the accuracy and power of chi square test is greatly.

(4) Nie, N., Bent, D.H., Hull. C.H., ‘Statistical Package for the’ Soc1a1 -
"'Sciences (SPSS), New York.: McGraw Book Company, 1970
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-reduced. In these cases the Fisher exact probability test was used. This
Tatter test, although normally tedious in terms of 1ehgthy computations,
gives the exact probability of all possible outcomes and this is superior
to the chi square test. Assistance was given with the writing of a simple
BASIC computer programme which greatly reduced the tedium in calculating
the probability of each possible arrangement.

Due to rounding e}rorS'in the computer system, there is an inherent
error in the Fisher exact test. However, this error is relatively small
and could not be improved by the use of manual techniques (e.g. calculator)
but would require the use of a larger computer.

The Fisher exact test is applicable only to 2x2 contingency tables;
thus for those contingency tables greater than 2x2 where the chi square
test could not be ideally used, there were three choices:

(a) Re-classifying data to remove the cells that have the

low expected values by combining with other simi1ar groups;

(b) Re-classifying the data as a 2x2 table and use the Fisher

exact test;

(c) Use the chi square test with the reservation that the result

must be treated with care.

In this study where the problems of low expected values were
encountered, the most appropriate of the three options detailed above
was utilised.

As discussed in section 6.3 selected questions were analysed using
weighted responses. Throughout the study simple (unweighted) frequencies
were reported and resort was only made to weighted responses in those
questions that were‘considere&.to be important. Var{ous weighting
. techniques were given consideration. but as the questionnaire did not
require the respondents to indicate their order of choice it was decided"
“to give .an equal weight'po eath.chOice;'.Thus,-if'a.respondént ticked two'

choices each was given half a pointi:if,three were indicated then a third
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of a point was allocated to each answer, and so on.

The findings of the Questionnaire are reported in the next three
chapters. Chapter 7 is devoted to part one of the questionnaire which
analyses the replies from all respondinglauthorities, this includes both
those which had introduced new budgetary changes and those which had not.
The findings of part two of the questionnaire, those authorities which haye
introduced new budgetary changes, are discussed in Chapters 8 and 9.
Chapter 9 also includes a summary and the concluding remarks on the results

of the questionnaire.




CHAPTER VII
ANALYSIS OF THE QUESTIONNAIRE:
FINDINGS OF PART ONE

Part one of the questionnaire was included to enable all authorities
to participate in the survey regardless of their state of budgetary
reform since it dealt ﬁn]y with introductory and general quéstions.
Although there were some authorities who misunderstood this intention
and did not complete part one, the response was very high and 144
authorities have completed this part.

The answers to part one are discussed under seven main headings:

1. Changes in the budgetary system

2. The effect of an authority's size, type and political
control '

3. Programme budgeting versus corporate planning

4. Locai governments' organisational changes during
the 1960's

5. Forward planning

6. Monitoring_process, and

7. The effectiveness of programme budgeting and

corporate planning.

7.1 CHANGES IN THE BUDGETARY SYSTEM

Local authorities are becoming more and more aware of the limitations
of the traditional bﬁdgeting procedures, which were discussed in Chapter 5,
as an effective means for resource allocation. The survey has shown that
66 authorities (46%) introduced either minor or major changes in their
budgetary systems. These changes have varied from an integrated system of
PB or corporate planning to the incorporatioﬁ of only some elements of

" these two systems or of other similar approaches.
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From Table 7.1 it can be seen that the majority of respondents (51%)
introduced changes identified as "some elements of corporate planning".
On the other hand, only two authori ties (GLC and G]ohcestershire) have
adopted an integrated system of PB, and only six authorities (Coventry,
Sunderland, Cambridge, Derby, East Deyon and Lambeth) have adopted a
complete ‘system of corporate planning. The components of these systems as
applied by the different authorities will be discussed in section 9.1.

Table 7.1 further shows that 18 authorities have developed new
budgetary procedures other than those mentioned in the questionnaire.
These changes include policy options, achievement budgeting, project
appraisal, a programme structure budget, budgeting for growth and
inf1afion, growth allocation system, targets budgeting, rates planning

schemes, rates rationing and measurement of need against progress.

Table 7.1

What kind of budgeting changes have been introduced?

Type of changes ' Frequency of 9

. . response
Some elements of corporate planning - 47 50.5
Some elements of programme budgeting (PPBS) 20 21.5
An integrated system of corporate planning - 6 6.5
An integrated system of programme budgeting (PPBS) 2 2.2
Others . 18 19.3
~ Total 93 100.0
Total responding authorities : o 65 T
Non-responding authorities B

[t is interesting to note that a number of authorities haye mentioned
‘that they have been adopting.some or all ejements_of PB or corporate '
. planning. for many years without using any specific title. As one respondent

put it:
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Taking paragraph 9 (of the questionnaire) as a basis on which

to express our sentiments in this matter, I would suggest that

we, in common with most, if not all local authorities, have

been practising four of five heads mentioned for many years
without ascribing a specific title to such practice. The
allocation of resources for several years to come is an aspect
which has been brought in use by a number of authorities during
the immediate past, and is a target we would hope to achieve
ourselves as a matter of course without regarding this exercise

as specifically related to PPBS or corporate planning.

Also, the following comment has been written by another respondent
" .concerning PB and corporate planning. "We regard them as merely
polarising and publishing practices which have been adepted to a greater
or lesser degree for many years."

These two comments reflect, no doubt, the reactions of many other
local authorities toward PB and corporate planning. It is true that some
elements of these systems have been practised by local authorities for
some time and there is in this sense nothing new about the individual
components of PPB or corporate planning. But what is new is the attempt
to compile such elements under one integrated system with specific
procedures and stages to follow and with assigned responsibilities. Such
a system might be called PB, corporate planning, or any other name. The
title is not important. What is important, however, is the realisation by
local authorities that traditional budgetary procedures are no longer
suitable for the increasing complexity of local government activities and
jts responsibility tbward meeting the needs of the community.

Finally, it is essential to mention that there are many authorities
who have come into existence only since 1974 or 1975. For those
authorities, the time span has been insufficient to consider the

introduction of any changes. (See Table C.3, Appendix C).

| For the purpose of the analysis of the questionnaire the budgetary
changes introduced by the authorities are classified into two main
categories, sophisticated changes and simple changes. Integrated systems -

" of PB and- corporate planning are combined to indicate Sophistitéted.changes.



168

Some elements of PB, some elements of corporate planning, and other
similar changes are combined to indicate simple changes. Thus, Table 7.2

is presented according to this new classification:

Table 7.2
- Frequency of
Typelof budgetary changes response %
Sophisticated changes 8 8.7
Simple changes 85 91.3
Total .55 100.0

From the above table it is clear that the vast majority of authorities

have adopted a simple approach toward improving their budgetary process.

7.2 THE EFFECT OF AN AUTHORITY'S SIZE, TYPE AND POLITICAL CONTROL

Generally speaking, it is probably safe to say that larger author%ties
are more likely to be capable of developing and introducing new ideas and.
techniques than smaller authorities, mainly because they have advantages in
terms of resources, both human and financial. |

Tables 7.3 and 7.4 are provided to subétantiate the validity of this
statement. The first,TabIe 7.3,shows the relationship between the size of
authorities (small, medium and ]arge),laccording to their population, and
the introduction of new budgetary changes. ‘As the table shows the percentage
of authorities who introduced changes increases as the size of the authority
increases. For the small authorities (less than 100,000 people), the
percentage was 24.6, for medium-sized (100,000-499,§99),-it was 61.9, and
for fhe large authorities (500,000 and bver), it was 68.8.

Although the results of this table would seem obyious enough,
it was confirmed by statisticé?ranaaysis;:_'5:; the chi square of Table 7.3

- was 21.72 with 2 degrees of freedom which is statistically significant at
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Table 7.3
Breakdown of the responding authorities
according to their population size in relation to

the introduction of new budgetary changes

Have you introduced new budgetary.changes?

Population*
~..(000's) " Yes . ...No. Total
No. Col.% Row % . No. Col.% .Row %. . No. %
Less than 100 16 24.2 24.6 49 62.8 75.4 65 45.1
100 - 39 59.1 61.9 24 30.8 38.1 63 43.8
500 - 11 6.7 .68.8 = 5 . 6.4 ..31.2 .. 16 11.1
Total 66 . .45.8.... 78 . ...54.,2 .. . .. 144

Table 7.4
Type of budgetary changes in .relation

. to the size of authorities

Authorities size  1YPe of budgetary changes

(population)*

Simple Sophisticated Total
Freq. % Freq. - %.. Freq. %
Small | 21 24.7 - - 21 22.6
Medium and large 64 75.3 8 100 72 77.4
Total 85 91.4 8 8.6 93

* From Municipal Year Book, 1976
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the 0.1 per cent level. Thus, we conclude that the null hypothesis (HO)
is rejected which means that there is a significant relationship between
the size of the authority and the introduction of new budgetary changes.

Table 7.4 classifies the responding authorities who introduced changes
into two categories, small authorities and medium and large authorities
(medium and large authorities are combined in this table to enable the use
of the Fisher exact tegt.) These two categories are related to the type
of budgetary changes to see if there is a relationship between the size
of authority and the type of change. Table 7.4 clearly shows that all
authorities who developed sophisticated budgetary procedures came from the
medium and large category and none of the smaller authorities have
introduced sophist{cated changes.

This table illustrates one of the problems that have been encountered
in this study. The raw data clearly shows a relationship, (in this case
that small authorites have introduced fewer sophisticated budgetary
changes than have the medium and large authorites), but the sample size is
. insufficient to produce a statistically significant result.

| The Fisher exact probability for Table ?.4 and the more
extreme outcomes was 0.12. This probability allows the interpretation that
the observed association has a 1 in 7 chance of being due to sampling errors;
this chance of error is considered to be too high to allow the rejection of
Ho (independent) hypothesis. |

If the ratable value for each authority is considered a§ an indicatioﬁ
- of size, the same conclusions reached above are obtained (see Tables C.5
and C.6 of Appendix C). |

As for testing the relationship between the type of authority énd the
introduction of budgetary chﬁngeS‘we'tan-cohsjder.Tables 7.5 and 7.6. First,
" Table 7.5 shows that the majority of county.counci1s'and Lphdon.authorities_

_ haye introduced changes while.theimajority of district';oUnci?s have not.

This claim is proved'by'the'chi'square which was .15.05 with 2 degreeS'of

Ll
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Table 7.5
Breakdown of the responding authorities
according to their type in relation to the

introduction of new budgetary changes

- Have.you . introduced.new budgetary.changes?

Type of authority

Yes : - No Total
No. % No. % No. %
County Councils 16 24.2 7 9.0 23 16.0
District Councils 42 63.6 70 89.8 112 77.8
London Authorities 8 12.2 1 1.2 9 6.2
Total 66 45.8 78 54.2 144
Table 7.6
Type of budgetary changes in
relation to the type of authorities
Type of budgetary changes
Type of authorities :
_ Sophisticated Simple Total
Freq. % Freq. % Freq. %
County Councils | 12,5 21 24.7 22 23.7
District Councils 5 62.5 55 64.7 60 64.5
London Authorities 2 25.0 9 10.6 11 11.8
Total 8 8.6 85 91.4 930




172

freedom and large enough to reject HO' This means that the type of
authority and the introduction of new changes are not independent. This
result, however, must be treated with reservation since two expected values
of Table 7.5 (4.88 and 4.13) were in fact less than 5.

Table 7.6 shows the relationship between the type of authority aﬁd
the type of budgetary changes. Unfortunately, neither the chi square test
can be applied to this table because of small frequences, nor the Fisher
exact test because the table is not of a 2x2 structure.

Table 7.7 shows the relationship between the location of the

authorities and the introduction of new changes.

Table 7.7

Have you introduced new budgetary changes?

Region
Yes No Total ..
No. % No. % No. %
English authorities 58 87.9 50 64.1 108 75.0
Welsh authorities 2 3.1 13 16.7 15 10.4
Scottish authorities .6 9.0 15 19.2 & 14.6
Total 66 . 45.8 78 54.2 144

The chi square for the above table was 10.55 with 2 degrees of
freedom, which is statistically significant at the 1 per cent level.
Thus Hy should be rejected. This means that there.is a significant
relationship between tﬁe location of the authority and the {ntroduction of
new changes. In this case more English authorities seem to develop new
- budgetary procedures than do the Welsh and Scottish authorities.
A possible explanation for this observation is thét Welsh and Scottish
. authorities are smaller than their English counterparts and this table is

in fact measuring the effect of size which has been discussed earlier. In
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order to further evaluate this argument, the effect of size was eliminated
by the generation of Tables 7.8 and 7.9 which contrasted the incidence of
new budgetary changes between the English and Welsh with Scottish authorities

for similar size characteristics.

Table 7.8

Small Authorities

Have you introduced new budgetary changes?

Region
Yes No ~ Total
No. % No. % No. %
English authorities 12 75.0 29 59.2 41 63.1
Welsh and Scottish 4 250 20 40.8 24  36.9
authorities e
Total 16 - 24.6 49 75.4 65
Table 7.9
Medium and Large Authorities
Region Have you introduced new budgetary changes?
Yes No Total
No. % No. % No. %
English authorities - 46 92.0 21 72.4 67 84.8
Helsh and Scottish 4 80 8 27.6 12 15.2
Total 50 63.3 29 36.7 79

The Fisher exact test for Table 7.8 was 0.21 which means that for
small authorities there was no statistically significant association
betwgen the location of the authority and its decision to introduce new
budgetary .changes. Howeveri.fbrumedium=and large authorities which are

‘presented in Table 7.9, the Fisher exact probability was 0.02 which'indicates



174

that there was a significant relationship between location and the
introduction of new budgetary changes. In this case, the data in Table
7.9 suggeststhat more English authorities were introducing new budgetary
changes than the Welsh and Scottish counterparts.

One possible explanation might'be that English authorities have more
resources., .in terms of money and personnel, than the Welsh and Scottish
authorities.

Table 7.10 below classifies those authorities who introduced changes
1ﬁto authorities with sophisticated and simple changes with two regional

classifications, English, and Welsh with Scottish.

Table 7.10

‘Type of Budgetary Changes in Relation to Region

Type of budgetary changes

Sophisticated Simple Total.
Freqg. % Freq. % Freq. %
English authorities 8 100.0 74 87.1 82 88.2
Welsh and Scottish _ ' - ,
authorities 1 12.9 11 11.8
Total -8 8.6 85 91.4 93

According to the above table, none of the Welsh and Scottish
autborities introduced any sophisticated changes.. Nevertheless, the Fisher
exact probability for the table was 0.35 which indicateés the two variables
are independent, that is the choice between sophisticated and simple
changes was not dependent on the location of the authority.

Finally, Table 7.11 shows the action taken by each authority according

to-their political control in relation to the introduction of new budgetary

changes.
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Table 7.11

" 'Breakdown of the responding authorities

according to their political majority in relation

to the introduction of new' budgetary changes- -

Have .you introduced new budgetary changes?

Political majority*

- Yes No Total -
No. % No. % No. %
Labour 28 42.4 30 38.5 58 40.3
Conservative 17 25.8 14 17.9 31 21.5
Other parties 7 10.6 21 26.9 28 19.5
No overall majority 14 21.2 13 16.7 27 18.7
Total 66 45.8 78 54.2 144
* from Municipal Year Book, 1976

The value of chi square obtained from the above table was 6.43 with

3 degrees of freedom. This value is below that sought for statistical

significance at the 5 per cent level.

We have, therefore, no grounds for

rejecting the hypothesis of independence between the political factor and

the decision to introduce budgetary changes. Apparently there was no

association between these two variables.

7.3 PROGRAMME BUDGETING (PB) VS CORPORATE PLANNING

The attitude of local authorities toward PB and éorporate planning can

be easily identified by the answers to more than one question.

In general, it is safe to say that a high percentage of respondents

have their doubts about the working of PB in practice. As one of them put

it, "I do feel that whilst programme budgeting may be ideal as a theoretical

exercise, it would not work on thg ground." He went further to say:

'Furthermore, its introduction woﬁld.beivery costly in staff time."

This:feeling reflects theé:current views of local authorities who

favour a corporate planning approachiover'PB'as Table 7:12 clearly
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indicates. The preference of corporate planning over PB, further, can be
found in the answer to question (4) which was directed to.authorifies who
- have not introduced any changes. Fifty-three of those authorities (56%)
rhave indicated their intention of introducing changes to their budgeting
system, while 42 had no such intention. Thirty-seven out of the 51
responding-authorities (73%) preferred corporate planning and only 4
authorities named PB ag their choice for future development (see Table 7.12).
Finally, some of those authorities who agreed with the statement that the
new budgetary developments are an effective means to improve the process
of decision making (Table 7.19), have clearly stated thaf their answers
are applicable only to corporate planning not to PB.
'From these three points, it is obvious that the PB system is no
longer under serious consideration by the majority of local authorities,
while corporate planning on the other hand does seem to attract many of

them.

Table 7.12
If you did not introduce any budgetary changes, and you intend

to introduce any changes, will you specify what type of changes? (Q.4)

Type of Budgetary Changes Freaggggﬁsgf %
Corporate Planning 37 67.3
Programme Budgeting (PPBS) ‘ 4 7.3
Others 14 . 25.4
Total | .55 100.0
Total responding authorities. 51
....... -~ .. .Non-responding authorities. = . .. 2

Question 3 aims to establish the effect of the new budgetary :

. developments, PB and corporate’ planning on 1oca1.authorities: Oﬁly 47
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Table 7.13

Thé reasons mentioned by respondants about their

authorities are varied and are presented below in Table 7.13.

negative response toward the new budgetary developments

authorities (33%) indicated that their budgetary systems had been affected
by these developments and 97 authorities (67%) that theire had not been

The reasons for this negative response from the majority of

. Frequency Weighted 4
Reasons Mentioned of response Frequency %

Shortage of skilled staff in our
organisation ‘ 36 21.4 22 23.9
The organisation is too small to
adopt such systems <2 L 17 - 18.5
The benefit from these systems :
does not justify the efforts and 29 17.3 14 , 15.2
costs of developing such systems '
These systems are too difficult
to implement and there are
doubts about their operation in 25 14.9 1 1.9
practice S
The results from the application
of these systems in other
organisations are not 2z 13.1 10 10.9
encouraging
Others 24 14.3 18 19.6

Total 168 100.0 92 100.0
Total responding authorities 92
Non-responding authorities 5

The above table indicates clearly that the'shortage of skilled staff

is a major consideration of authorities not developing PB or corporate

. planning. Undoubtedly, the introduction and implementation of these does

require special skills. Unfortunately, many local authorities Tack such

skills and therefore cannot engage in.a.sophisticated system of budgeting

such as PB. More will be said.about this requirement in.the.next chapter.
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Another main factor was that a number of authorities were too small
to adopt such systems. This:is certainly a major factor in deciding
whether to engage in such deyelopments because PB or corporate planning
requires a large amount of resources, financial and manpower. Small
authorities cannot afford such large resources.

Moreover, there were some authorities who do not believe in the value
of these systems, _Agéin, this is another indication of how some people in
local government still doubt the positive contribution of these approaches
toward improved allocation decisions. Still, as the table shows, there
were those who thought that these approaches were too difficult to be
implemented. Another group of authorities based their views on the
disappointing re§u1£s of other organisations in implementing these systems.
Although this is a relatively small group (22),_no doubt it indicates that
some current local authorities are aware of -current budgetary developments.

Finally, there were 24 authorities who gave other reasons. Thirteen
of them considered the lack of time for coﬁsideration as their main
reason. This lack of time has resulted in most of these cases from'tﬂe
process of re-organisation of local government. Such a process has meant
staff efforts have been concehtrated on the establishment of the new
authority. As one of the respondents put it, "priority has been given to
examination and setting up a firm foundation for the new authority". Other
reasons include the concentration on short-term measures affecting.annual
budget, a lack of elected member's.enthusiaém, the need to evaluate the
effect of political decisions on the successful operation of the techniques,
and fihal]y and surprisingly, the one authority which stated their reason

- for not considering such developments as being that "traditional budgeting

" has proved adequate until now".

Note that another column in Table 7.13 was addedito.represent weighted
~frequencies (see section 6.5). It is obvious that there was.not much
difference between simple frequéncies and wgigﬁfed'frgqUenciES; However,

t
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the new calculation has increased the importance of the first factor from
21.4% to 23.9%.

Also, from Table 7.13, it can be argued that reasons C, D and E are
very much similar. Thus, if these three factors were combined to produce
one set of reasons related to the disbelief in the new budgetary

developments, we have the following table.

Table 7.14

Reasons mentioned Frequency of 4 Weighted

response - Frequency
Shortage of skilled staff 36 21.4 22 . 23.9
Authority is too small 32 19.0 17 18.5
Reasons related to the disbelief
in the new concepts 76 45.3 35 38.0
Others 24 14.3 18 19.6
Total 168 -100.0 92 100.0

The table shows that 76 out of 92 authorities indicated their doubt
about the new budgetary concepts in one way or another. This again
demonstrates how these new approaches are still in the balance and unless
a clear and strong evidence of their effectiveness is produced, many will
sti11 continue to doubt their value.

A comparison between the answers of questions 1 and 3 produced some
interesting results. Of the 66 authorities who introduced new changes
to budgetary systems, there were 21 in which such changes have not come
as a result of the new developments in budgetary systems such as PB and
corporate planning. In other words, these authorities have developed
their own new procedures to improve the traditional.budgetary procedures.
On further analysis of the type of system they are using, we find that 9
of these 21 have adopted some elements of corporate p1anhing; |

On the other hand, a1tthgh,:thére:jwere;t¢hree; Liauthorities who
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A

indicated that they have been affected by the new developments, they have
not introduced any changes in: their budgetary systems. Further, these
three authorities did not specify in what way they had been affected by
such developments.

To conclude this section, it is reasonable to say that these new
systems of budgeting are still far from being well understood by the
majority of local authorities and much more effort is needed to clarify
their vagueness and to produce evidence of their value. It would therefore
be very helpful to prove that the benefits from implementing them justifies
the costs and efforts expended. The evaluation and assessment of these

systems are discussed in Chapter 9.

7.4 LOCAL GOVERNMENT'S ORGANISATIONAL CHANGES DURING THE 1960'S

As mentioned in Chapter 5, following the publications of the Reports
of the Royal Commissions on local government in 1969, and the Maud Report
on the management in local government in 1967, a number of local authorities
introduced some organisational changes in order to make the authority more
efficient in managing its affairs. | |
These reports, undoubtedly had a great impact on the attitude of local
~authorities toward the traditional management structure and process which
have been in existence since the start of this century. Matters have
changed as have peoples’ needs and problems. Until the start of the last
décade, the response of local authorities has béen negative or very slow.
To be effective, a local authority needs to be in a dynamic state, that
is to learn to act as_quick1y as possible to any changes in the environment -
and/or circumstances. By such dynamic approach, ft should accomplish its
objectives more effectively. The last decade, as it has been argued in
Chapter 5, has ﬁitnessed.tremendous deyelopments in the manner in which
local .authorities carry out their activities. To'achiévé_éfficiénty and

effectiveness-in the services provided has become thé common aim of every
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Tocal authority.

Returning to the survey, we find that 66 authorities, or 46% of
respondents, have been affected by the late 1960's developments in one
way or another. Table 7.15 shows how those authorities have been

affected.

Table 7.15
How did the introduction of organisational changes in local goyernment

during the 1960's affect the budgetary system in your authority?

Frequency of 9

Response

By looking in greater depth at the future .
implications of present decisions through 43 22.6
long-range planning -
By emphasising the necessity to link 40 21.1
planning with budgeting . '
By adopting more effective and efficient
means for utilising the organisation's 37 19.5
resources
By introducing a new budgetary system - 33 17.4
.By giving more consideration to the needs o
of the community and the organisation's 32 16.8
.objectives - o | '
Others - .5 2.6

Total 190 - 100.0
Total responding authorities | 66 L

An obvious effect was #he need for local authorities to consider the
future implications of present decisions through Tong-range planning on
the one hand together with the need fo link planning to budgeting to make
such decisions more effective. -Forty-three authofities have indicated
this attitude as a result of the mentioned developmehts. Such f{ndinQS;
support the generally éccepted'view'that Tong-range planning with budgeting
has been increasingly re;ognfséd’byia large number of local authorities.

It is.surprising, however,.to note that only 17% of responding
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authorities have begﬁn to give mofe consideration to the needs of the
community and the authority's objectives. One can argue that such
recognition has been adequately considered before the appearance of the
new developments in local government. But according to the findings of
some people who engaged in research on management in local government, the
weakness ‘of local government has always been attributed to the fact that -
local authorities havé not been adequately responding to the growing and
changing needs of the community. Eyidence of such weakness can be found
in the writings of Professor Stewart-and many others as mentioned in
Chapter 5.

Other effects mentioned by some respondents include, emphasising
the need for greater involvement in the budgetary process by members,
getting spending departments more involved and aware of the financial
consequences of their actions, and better 'in depth' pre-commitment
project appraisals. Before concluding this section, it should be borne
in mind that a large number of authorities were newly established in

1974 and 1975. Thus, question 3 is not applicable to those authorities.

7.5 FORWARD PLANNING

It is surprising to note that a large majority of responding
authorities, 104 authorities or 73% of total, do not have a unit
concerned with forward planning. Only 39 authorities or 272 do have
such a unit. Dn;tﬁe other hand, almost all authorities (140 out of 144)
do haﬁe separate capital and revenue budgets. This fiﬁding shows the
attitude of local authorities in keeping with the traditional practice
which means two types of budget, capitai and revenue. One of the méin
features of a PB system, however, is the combination of these two bﬁdgéts
into one programme.budget for not less than five years as in the case of
the GLC. (See Appendix E). - |

The'1qngth,of period .over which local authorities engage in long-
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range planning varies from one authority to another as Table 7.16 shows:

Table 7.16

Long-range planning horizon

Have you introduced new budgetary changes?

Planning horizon

Yes. . . No . . Total
No. % No. % No. . %
Less than 5 years 19 35.9 10 29.4 29 33.3
5 years and over 34 64.1 24 70.6 58 .. ..66.7
Total 53 60.9 34 39.1 . 87

Non-responding authorities 57

It is clear from the above table that the majority of responding
authorities (67%) are using the period of five years and over as their
p1aﬁning\horizon. It is surprising, however, to find out that 57
| autﬁorities (40%) did not answer the question, and that out of those, 44

(77%) come from authorities who did not introduce any changes in their
budgetary process. Thus, it is hard to avoid the conciusion that those'
authorities were not carrying out forward planning.

The chi square.-for Table 7.16, which shows the relationship between
the length of the planning horizon and.the introduction of new budgetary"
changes, was 0.37 with 1 degfee of-freedom.which is not statistically
significant at the 5 per cent level. Thus, the introduction of the new
'budgetary changes would appear to have no effect on the Tength of the
planning horizon. | |

This observation was rather unexpected and did not give the support
for hypothesis no. 10 (Chapter 6) as was strongly suggested in the releyant
literature. Ideally, one would:have expected'those.authorities'who.had
introduceq;newiqugetary chahges?to adopt a long-term planning horizon.

As discussed in:Chapters 3 and 5, a pre requisite for an effectivetqugefany
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system is the introduction of long-term planning, without_such strategy,
the improvements associated with new changes will, most probably, be
greatly restricted.

As for long-range planning for reven&e expenditure, a large majority
(70%) of respondents indicated that they do not engage in planning for
several years ahead. For those authorities, long-range planning is
concerned with capital expenditure only. Perhaps the main reason for such
action is the difficulty of assessing the future attitude of cehtra1
' government concerning its contributions to local government revenue which
has been increasing over the Tast decade (as shown in Chapter 5).

Another problem which has been mentioned by many responding authorities
is that of planning for revenue expenditure with the high rate of inflation
in this country.

On the other hand, 30% of the responding authorities do plan revenue
expenditure on a long-term basis. The need to plan revenue expenditure
for several years ahead stems from the necessity for a local authority to
consider all future implications of 1t$ present decisions to produce more
effective plans and programmes. As regards the planning horizon for
revenue expenditure, the majority of authorities (61%) use the period of
less than 5 years and only 39% plan revenue expenditure for 5 years and
over. Table 7.17 below shows the distribution of responding authorities
in relation to the state of budgetary reform.

Table 7.17 demonstrates an interesting point. The majority of
respondents (79%) who engage in long-range planning for revenue expenditure
come from authorities who had introduced changes in their budgetary systems.
One might conclude that the introduction of these changes has led to the
need for such planning because a single year expenditure forecast is no

Tonger sufficient.

The Fisher exact probability of Table 7.17 was 0.39. Thus, as
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Table 7.17

Planning for revenue expenditure

‘Have you. introduced new. budgetary. changes?

Planning horizon

Yes . . No Total
_ - No. . % .. No. % No. - %
less than 5 years 19 63.3 4 500 23  60.5
5 years and over 1 L3647 4 . 50.0 . .15 ...39.5
Total 30 . 78,9 . 8 . 21.1 . 38.

Non-responding authorities 5

was reported above, there is no evidence to indicate that the introduction
of new budgetary changes has affected the length of the revenue planning

horizon. The points discussed earlier are pertinent to this result.

7.6 THE MONITORING PROCESS

As regards the use of the monitoring performance to evaluate and
formulate.1qng-term planning, we find that although a significant number
of authorities (51) are using fhe'monitdring process as a means for
Tong-range planning, the majority of them (91) do not do so. This suggests
that the full benefit from establishing a montitoring system has not been
achieved by many authorities who still consider the aim of a monitoring
system as being mainly the achievement of financial control over revenue
and expenditure.

Here again if the respondents on this question are classified into
two groups, authorities with budgetary changes, and authorities without
budgetary changes (Table 7.18), we. find that the majority of authorities
(68%) who use the monitéring process for planning purposes are those |
authorities with budgetary cﬁahges; .Thus;.it'is apparent that the

introduction of the'newlqugetary.pﬁbcedUres has led to the recognition

of the monitoring process as a.very.important part of.the planning and
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budgeting processes. .

To find out if there was an association between the use of the
monitoring process in long-term planning and the introduction of new
budgetary changes a chi square test was used. The value of the chi
square for Table 7.18 was 15.34 with 1 degree of freedom which is
significant at the 0.1 per cent level. Thus, there is strqng eyidence
that there was a signi%icant relationship between those two variables.
This finding, therefore, leads to the acceptance of part of hypothesis

no. 10 of Chapter 6 which predicted the existence of such an association.

Table 7.18
The use of monitoring process in long-term
planning in relation to the introduction of

budgetary changes

Do you measure actual annual results for the sake
of -evaluating and formulating long-term plans?

Yes : No Total

No. % No. % No. % -

Authorities with
budgetary changes

Authorities without
budgetary changes

34 68.0 31 33.7 65 45.8

16 32.0 61 66.3 77 54.2 -

Total 50 35.2 92  64.8 142

Non-responding authorities 2
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7.7 EFFECTIVENESS OF PROGRAMME BUDGETING AND CORPORATE PLANNING

Authorities were asked to express their opinion about the effectiveness
of programme budgeting and corporate planning. Their answers are
jncorporated in Table 7.19. As the table shows, the majority of responding
~authorities (65%) do believe in PB and corporate planning as effective
means for: improving the qud]ity of allocation decisibns. This finding is
in line with the assumbtion adopted by most writers.

Although the number of authorities who do not believe in these systems
are few (only 18), there were 32 authorities (22.4%) who did not express an
opinion (don't know). This significant number shows how some authorities
are still confused about the value of these approaches and their potential
contribution although they have been in use for a long time in many other
organisations.

‘ Table 7.19
Effectiveness of PB and corporate planning

in relation to the introduction of new budgetary changes

Are PB and corporate planning effective systems?

Yes . No Don't know ~ Total
~ No. % No. % No. %  No. - %
Authorities with
budgetary 51 54.8 7 38.9 8 25.0 .66  46.2
changes :
Authorities
without
budgetary 42 45,2 1N 61.1 24 75.0 77 53.8
- changes .
Total 93 65.0 18 . 12.6 . 32 . 22.4 143
..Non—fesponding authorities . 1.

The chi square for the above table was 8.97 with 2 degrees of freedom,
which is significant at the 5:per.cent level. Therefore, the evidence ...:

does justify the.rejection of the.null ﬁypotheSis. This means that there

»
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was a relationship between the introduction of new budgetary changes and
the bpinion on the effectiveness of new budgetary developments.

It is appropriate to state some of the important comments on
question 8. More than one respondent has mentioned thepolitical constraints
as a major obstacle to an effective budgetary system. One of them, for
-~ example, believes in the value of PB and corporate planning “provided
that short-term political expedients are not permitted to disfupt forward
planning". Another respondent argued that the value of such approaches
"depend on the political make-up of the council". Finally, a third
commentator pointed to the effect of central government in saying that
"central government control impinges on the dec¢i:sion-making process to a
large extent".

Returning back to Table 7.19, some interesting points can be
i1lustrated here. O0f those 18 authorities who do not believe in the
value of new budgetary developments, 7 did in fact introduce some changes
in their budgetary procedures. Four of these 7 authorities have
introduced some elements of corporate planning, PB or both. Such findings
indicate that the operation of these systems, or at least some elements
of them, in some authorities have had disappointing results. But there are
some doubts about this conclusion since there was a degree of contradiction
in the answers of 2 of these authorities (who introduced some e1éments
of corporate planning) when they were asked towards the end of the
questionnaire (Q.29) about their reaction to the implementation of the new
changes in their authorities. Both of them have shown their satisfaction
and belief in the benefit of these changes toward improving the decision
making process.

Moreover, a further analysis of the answers of authorities who'said
. "don't know", indicates that of.these 18.authorities, 8 have introduced

. . some budgetary changes. Five:of them identified these changes as some
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elements of either corporate planning, PB, or both. Again three of those
5 have indicated their satisfaction about the operation of the new changes.

It is assumed however, that since such confused and contradictory
answers were relatively few, they have had no major effect on the overall
results.

There-has been a wide variety of bases on which the responding
authorities have made hp their opinion to answer question 8.a. (See
Appendix A). As Table 7.20 reveals, the most important source of kn6w1edge
was the published material on the subject. Eighty-three authorities said
they_acquired their information from the reading of relevant literature.
The majority of authorities in this category are those authorities who
did not have experience with either PB or corporate planning. The next
group was that which relied upon the experience of their organisations.
Note here that 11 authorities of the 54 have not introduced any changes

in their budgetary systems.
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Table 7.20
Source of knowledge of new budgetary
developments in relation to the introduction

of new budgetary changes

Have you.introduced new budgetary changes?

Source of Knowledge
' Yes No - .Total

No. % No. - % No. %

A From reading of the 30
relevant Titerature

B From the experience of
our organisation

C From reading of the '
experience of other 30 23.3 16 15.7 46 19.9

23,3 53 52.0 83 35.9

43 33.3 11 10.7 54 23.4

organisations
D From personal
experience in other 17 13.2 12 11.8 29 12.6
organisations : :
Others 9 6.9 10 9.8 19 8.2
Total 129 55.8 102 44 .2 231

No. of responding authorities 141
No. of non-responding authorities 3

Table 7.2]is presented below after classifying the sources of
knowledge into two categories, practical and theoretical in addition to

other sources.
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Table 7.21

Have you introduced new budgetary changes?

Source of Knowledge

Yes No Total
No. % No. % No. %

Practical experience .

(B + D) | 60 46.5 23 22.6 83 35.9
Theoretical .

experience (A + C) 60 46.5 69 67.6 129 55.9
Others s 7.0 10 9.8 19 8.2

Total 129 55.8 102 44.2 231

The chi square for the above table was 14.20 with 2 degrees of freedom
which is significant at the 0.1 per cent level. This means that there was
a relationship between the backgroundlof the knowledge and the introduction
of budgetary changes. The table indicates that practical experience is
more likely to result in the introduction of new budgetary changes: than
theoretical experience which appears to have marginal influence.
Statistically thefe,is a difference between these two classes of experience.

Table 7.22, on the other hand, relates the source of knowledge to the

opinion expresséd by respondents regarding the effectiveness of PB and

corporate planning.

Table 7.22
Source of . . Are PB and corporate planning effective systems?
Know]edge Yes No Don't know Total
Np. % No. % No. %  No. %
" Practical '
experience 60 37.0 6 23.1 17 39.5 83 - 35.9
Theoretical ' '
experience 91 %6.2 18 69.2 .20 46.5 129 55.9
Others . 1 6.8 2 7.7 6 140 19 8.2

Total 162 70. 1 26 11.3 43 18.6 - 231
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Unfortunately, neither chi square nor Fisher exact probability can be
used to-test data in Table 7.22. This is because the table is not a 2x2
structure and two of the expected values were in factlless than 5.

However, if the table is reduced to 2x2 by ignoring 'don't know' and
'others', the chi square test can be applied. 'Don't know' can be omitted
on the ground that we are seeking to analyse positive answers, i.e. yes or
no. 'Others' is e1im{nated to allow the comparison between practical and

theoretical experience. Table 7.23 is presented according to this criterion.

Table 7.23

Are PB and.corporate planning effective systems?

Source of Knowledge

. Yes No Total
No. % No. -~ % . No. . = %
Practical experience 60 39.7 6 25.0 66 37.7
Theoretical experience 91 60.3 18 .75.0 109 . 62.3
Total 151 86.3 24 . 13.7..... .75

The chi square for the above table was 1.9 with 1 degree of freedom
which is not statistically significant at the 5 per cent lTevel. Thus, the
opinion expressed on the effectiveness of PB and corporate planning is

independent of_fhe type of experience the respondent had generated.

[



CHAPTER VIII
ANALYSIS OF THE QUESTIONNAIRE:
FINDINGS OF PART TWO

Part two of the questionnaire was designed to be answered by those
authorities who had introduced changes, major or minor, in their
traditional budgetary gystem. As indicated earlier, 66 authorities have
introduced either major or minor changes in their budgetary systems. Of
these, 6 authorities did not compliete part two at all.

This and the fo11owing7thapter discusses and analyses the results
of ‘part two of the questionnaire. This chapter investigates the factors

affecting the introduction of budgetary changes.

8.1 THE INTRODUCTION OF THE NEW BUDGETARY PROCEDURES

Of the 66 authorities who had introduced new budgetary changes, only
2 introduced a complete PB system, (GLC and Gloucestershire). This, no
doubt, reveals "the fact that a PB system is still too difficult to be
considered by the majority of Técal authorities. Almost all authorities
agree on the conclusion that PB is too complicated and .that a less
sophisficated approach, such as corporate planning, has a better chance
of success in improving the budgetary process.

As Table 7.2 indicated, the majority of responding authorities have
introduced some elements of corporate planning. There were also éome
which adopted various elements of PB. The fact is, however, that only a
few were engaged in an'integrated system of either PB or corporéte
planning. It seems that the majority preferred to try elements of either
system instead of taking the risk of implementing a complete system. The
risks here refer to the fact that a complete system of those approaches,
- particularly PB, would be:.too.costly -in terms of resourceg'and time

~ consumption, to introduce and imp]eménf with the uncertainty of future |
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sSuccess. ( 1 )

Nonetheless, such a risk has been taken by a few authorities.
Although these authorities are small in number, only 8, they can be
seen as a good example of how a PB or corporate planning system is
working in practice and the problems facing those authorities in
implementing the system.

This section is divided into 7 sub-sections:

(a) reasons for new changes;

(b) initiative's sources:
¢) training schemes;

d) year of introduction;

) organisational @ changes;

f) accounting and auditing changes; and
)

basic requirements.

8.1.1 REASONS FOR NEW CHANGES

Authorities who introduced new bUdgetary changes were asked to
indicate the reasons behind their actions. The various reasons are

presented in Tabie 8.1 below.

(1) A GLC official has claimed that the introduction of the PPBS to the
authority has cost around £2m. :
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Table 8.1

Reasons' for introducing new Frequency g Weighted g

budgetary changes of response ’ Frequency
Because it is more effective _
in allocating scarce resources
to satisfy growing community 54 57.4 41 68.3
needs .
Because of changes in top
management 17 18.1 7 11.7
Because of the introduction
of organisational changes in 7 7.5 2 3.3
local government during the ’ )
1960's
Because of changes in the 5 . 21 1 1.7
majority political party ’ ’ )
Because it has been introduced 2 2.1 . 1.7
in other public organisations ' )
Others 12 12.8 8 13.3

Total 94 100.0 60 100.0
Total responding authorities 60
6

Non-responding authorities
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As the above table shows, the majority of respondents (57%)
indicates that they introduced the new budgetary chqngeslbecause they
were a more effective and efficient means for allocating their 1imited
resources with the growing needs of the local community. This finding
is in line with the conclusion reached by almost all writers on the
subject who argue that the traditional budgetary approach is no longer
sufficient for effecti&e resource allocation.

Some way behind this primary factor, there was the element of
changes in top management. Seventeen authorities have mentioned this
as the main impetus to the new budgetary bhanges. New blood in top
management usually brings with it new ideas and changes to improve the
existing management techniques. Many local authorities have experienced
a new team of managers who wanted to introduce modern management
techniques to local government in order to provide a better service to
fulfil public needs. |

Such a management task has become increasingly difficult due to the
shortage of resources available to local authorities and the pressure
from both the public and central government to provide better services.
It is hoped that more talented people could be‘found to work for local
~government to improve its performance and to obtain the value for money
by adopting modern management techniques which have been very successful
in the private sector. Unfortunately, local authorities, as one official
stated, lack the motivation required to attract such skills. The fact
is that the country does not lack these skills, but they need some kind
of motivation in order to work in local government.

Also, the political constraints in local government could be a major
snag in:attempting to develop new management approaches. Noﬁetheless,
the elected members are coming to realise the need for changes in the

~manner by which local authorities.allocate resources:- Indeed; some of
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the responding authorities mentioned the elected members as the source of
initiative to introduce budgetary changes (see next section).

Other reasons mentioned include, Tocal government "nil growth"
situation; the need to kéep the rates down; the distrust of the old systém;
to identify areas of essential and non-essential growth; the pressure on
public expenditure; the fact that too many decisions are made in isolation
without reference to the cumulative effect on resources; local government

re-organisation in 1974; and finally the Bains Report.

8.1.2 INITIATIVE'S SOURCES

As with any new proposal, the introduction of the new budgetary
procedures have to be suggested by a particular individual, a group of
individuals or a department in the organisation. It is no surprise to
find that the majority of respondents (57.), as Table 8.2 shows, have
named the Treasurer's Department as the source of the initiative.
(Indeed, the treasury staff are those who know most about the business of
resource allocation and they can easily spot and identify any deficiency
in the system since they are responsible for preparing estimates and
translating the plans into financial figures).

It seems that the majority of the treasurers in local authorities
are no longer satisfied with the traditional budgetary procedures and -
consequently they have attempted to6 improve such processes by suggesting
the development of new ideas and techniques aiming at better allocation

decisions.
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Table 8.2

e we Frequency %
Initiative's Source of response’
The treasury department 47 - 57.3
The chief executive 17 20.8
The elected members 12 14.6
Others L 6...... ... 7.3
Total .82 ... 100.0.
Total responding authorities 59
Non-responding authorities 7

Note that in some authorities, the initiative came from more than
one : source, e.g. the chief executive and the treasury. In others, the
jdea came from the management team of chief officers. In some cases, the

idea came from a particular committee, e.g. the finance committee.

8.1.3 TRAINING SCHEMES AND EMPLOYMENT OF OUTSIDE CONSULTANCY FIRMS

As the introduction of a sophisticated system, such as programme
budgeting, requires special skills which most local authorities lack, a
few authorities sought the help of consu]tahts. The city of Liverpool is
a good example.. (Liverpool regretted they could not answer the questionniare).
As indicated in Chapter 5, the recommendations of the McKinsy Report for
-Liverﬁoo1 were unworkabie in practice. The value of - that report, as seen
by the local authorities, was its good identification, presentation and
analysis of the local authority problems and needs. The report did not
succeed in offering an effective solution.

Question 18 of the questionnaire was intended to establish how many
authorities followed Livefpool's approach. Surprisingly, all responding
authorities stated that they héd not_emp]oyéa-anﬁoutsige firm -‘evgn.those .
authorities who. adopted a complete system:offPB,orfporporate'planningljfﬁgi‘

- ..Perhaps one of the main reasons for this was- the high fees that consultaamus?»

firms require which many authorities may have décidéd they could not afford.
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Those authorities prefer to use such large amounts of money in improving
existing services or creating new ones.

Thus, it is safe to assume that local authorities tended to utilise
their own staff to develop and introduce the new budgetary procedures.
In many cases, however, some training programmes were established to inform
the staff, about the objectives of the new procedures and its operating
instructions.

The majoriﬁy of the responding authorities, 33 (60%), indicated that
they had introduced some kind of training programme to help implement the
new changes. Table 8.3 is presented below to illustrate the perceived

need for training with reference to the class of budgetary changes that the

responding authority had introduced.

Table 8.3

Introduction of training schemes in
relation to the type of budgetary changes

Type of budgetary changes:

Sophisticated Simple: - Total -
Freq. % Freg. ' %j. . --Freq.-l---%.'
T et 7 87.5 43 614 50 64.1
e et 1 125 27 %6 28 .9
Total 8 0.3 70 8.7 - 718

Total responding authorities 55
Non-responding authorities 11.

The Fisher exact probability of the above table and the more extreme
outcomes was 0.14. Therefore, this study did not provide convincing
.evidence to support the argument:that. the introduction of training schemes
- was associated with the level of budgetary changes. There is a 1 in 6

chance that the inferred association is due solely to sampling error.
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Although the table strongly suggests that authorities who introduced
sophisticated changes thodght it more necessary to utilise training schemes
than did those who only introduced simple changes.

The various training programmes developed by the responding authorities

are presented below in Table 8.4.

Table 8.4

Frequency g Weighted g

. Type. of Traini ng SCh‘_-‘“_‘e_ ~.......of .Response. ..7... Fréquancy. B

A. Distributing printed material
- to explain the aims of the 25 - 32.4 11 33.3
system and its operation

B. Holding regular Teetings with y
the staff to explain the aims
of the new system and its 24 31.2 1 33.3
method of operation

C. 'Sending staff to attend short

courses in academic 13 16.9 5 15.1
institutions

D. Inviting expert(s) from
outside to give seminars to 8 10.4 2 6.1
the staff

E. Operating a short training

course in the organisation 5 6.5 2 6.1
Others 2 2.6 2 6.1

Total 77 100.0 33 100.0
Responding authorities 33

Non-responding authorities -

From Table 8.4, it is clear that the majority of local authorities
tended to adopt simple rather than sophisticated training programmes. This
is more clear from Table 8.5 The table classifies the training schemes
into two categories, simple and sophisticated.. A, B and others were

combined.to represent simple schemes, C, D and E were combined to indicate

sophisticated schemes.
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Table 8.5
- Frequency Weighted
Type of training scheme of Response . . % Frequency . %
Simple schemes 51 . 66.2 24 72.7
Sophisticated schemes ... 26 33.8 oo o B 973
TOEAT =o von o Tl s o = ix 100605 = s wswBBs vs m o1e 0010040

To relate the type of training schemes to the type of budgetary

procedures adopted; Table 8.6 is presented below.

Table 8.6
Type of training schemes in relation

to type of budgetary changes

~

Type of ..Type of budgetary changes-
_ training schemes Simple. Sophisticated .. -Total.
Freq. % Freq. % Freq. %
Simple 60 67.4 14 58.3 74 66.5
Sophisticated 29 32.6 10 41.7 39 34.5
| Total 89 78.8 24 21.2 13

The chi square for the above table was 0.70 with 1 degree of freedom
which is not statistically significant at the 5 per cent level. Thus, we
fail to reject HO’ i.e., there was no association between the type of
budgetary changes and the type of training programmes. Here again we do
not have sufficiept statistical support for the expectation that the type
of training scheme depénds oh the type of budgetary changes, i.e.
sophisticated budgetary procedures would require sophisticated training
schemes to prepare the staff to implement and operaté them. '

As regards the value and effectiveness 6f the training schemes, 19

" authorities, or 61% of respondents, indicated their satisfaction with the'
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In order to find out the relationship

between the type of training schemes and théir perceived adequacy,

consider Table 8.7 below.

Type of training

Table 8.7

schemes and their sufficiency

Type . of .training. schemes.

Efficiency
of schemes Sophisticated Simple Total
Freq. - % . . .Freq. % - Freq. %
Sufficient 3 42.9 22 56.4 25 54.3
Not sufficient 4 57.1.. 0 7. .. 43.6 21 ..45.7.
Total 7 '15.2 .39 .. . 84.8 .46

Total responding authorities 31 .
Non-responding authorities. 2

The Fisher exéct probability for the above data was 0.39 which is not

statistically significant at the 5 per cent level. This means that H0

should be accepted.

programme and its efffcienqy

8.1.4 YEAR OF INTRODUCTION

Authorities were asked

Therefore, it may be inferred the type of training

are independent from each other.

about the year when they introduced the new

budgetary changes to establish when the majority began to be aware of the

need to introduce changes.

Their answers are presented in Table 8.8 below.
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Table 8.8
Year of Introduction. "No.of Authorities %
Before 1970 | 8 14.3
1970 - 1973 11 19.6
1974 - 37 66.1
Total responding authorities 56 100.0 .
. Non-responding authorities . . 10

As the above table shows, only 8 authorities, or 14% of respondents,
had introduced the new changes before 1970 and 11 authorities in the
period 1970 - 1973. On the other hand, the majority of respondents,

37 authorities (66%) introduced the changes in 1974 or after.

One obvious conclusion could be reached; that the re-organisation
of local government in 1974 has played a major part in the development
of the new budgetary systems. Indeed, the evidence for this conclusion
can be found in many aspects of the answers in the questionnaire. In
addition to the obvious effect of the process of re-organisation, it can
be said that the Bains Report published in August 1972 had had a great
influence on the attitude of many local authorities.(z)

To try and determine the ré]ationship between the year of introduction
and the type of budgetary changes, Table 8.10 is presented. Noté that,
the three periods had to be reduced to only two to enable the use of the

Fisher exact test since the chi square test cannot be used because one

of the expected values is less than 5.

(2) See Chapter 5
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Table 8.9
The relationship between type of
budgetary changes and their year

of introduction

. Type of budgetary.changes
Year of Introduction

Simple ... . Sophisticated . .... Total .

Freq. .....%.... .Freq. ~%... Freq... -.%
Before 1974 21 28.4 5 62.5 26 31.7
1974 and after 53 716 ... 3. .. 37.5. ... . 56 ... . 68.3

74 . ..90.2..... 8 .....9.8 ... ... .82 ...

The Fisher exact probability for the above table and the more extreme
outcomes was 0.06 which is just above our criteriom of 5 per cent. Thus,
we conclude that there was no statistically significant association between
the year of introducting the new budgetary changes and their type although
without using this test we may reach a different conclusion since more
simple changes have been introduced in 1974 and after, while more
sophisticated changes have been introduced before 1974,

This table provides evidence, admittedly not statistically significant,
that is contrary to that expected from the earlier discussion. With the
reorganisation and modernisation of the Tocal authorities one would have
expected that a possible outcome would have been the more frequent
introduction of sophisticated budgetary changes. A possible explanation
for this result is that the time period between the reorganisation of the

Tocal government and the date of the suryey was too short to allow the

expected changes to be carried out.

8.1.5 ORGANISATIONAL CHANGES: :

The'jntfbduction of any new system requires adequate preparation if

it is.to.be installed properly.-.and PB or corporate planning are ho
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exception. Authorities were asked to consider what had been the likely
changes in the organisation as a result of introducing the new budgetary
changes.
As stated before, organisational changes in both the structures and
procedures in local authorities started in the mid 1960's. The Reports
of the Royal Commissions, Maud report and Bains repori,had a great
influence on such chaﬁges. Furthermore, the efforts made by some academic
institutions (e.g. the Institute of Local Government at Birmingham
University) have stimulated a number of changes in the management of Tocal
government through their publications and established courses. It has
been recognised that organisational changes are essential in order to cope
with the growing complexity of the local authority particularly if the aim
is to have a better and more efficient management of the limited resources.
Referring back to the questionnaire, we find that a large number of
respondents (21), 37.5% of total responding authorities, indicated that
they had not introduced any changes in the organisation as a result of
adopting the new budgetary procedures. Table 8.10 shows the classification.

of those authorities according to the type of budgetary changes.

Table 8.10

Type of budgetary changes .. ... . ... .

Sophisticated - Simple - .Total ..

Freq. % Freq. = A ..F,l“eq,.:. %

Authorities with
organisational changes © 750 49 67.1 55 67.9

Authorities without 9

organisational changes. 25.0 24 3.9 26 32.1

Total ... .8.......9.97. ..73......90.1....... .81

Total responding .authorities . 56
- Non-responding authorities” .10
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Two out of the 6 authorities (33%) who had introduced sophisticated
budgetary changes, i.e. PB or corporate planning, did not introduce any
organisational changes. Since the traditional organisational structure of
the local authority had so many deficiencies, outlined in Chapter 5,
which impaired the effectiveness of corporate planning and PB, there is
one possible exp1anatipn for this result. In those two authorities, the
necessary changes might have taken place before the introduction of the
new budgetary procedures.

The Fisher exact probability for the data presented in Table.8.10
was 0.49 which is statistically insignificant and does not suggest
that there was an association between the type of budgetary changes
introduced and the organisational changes required by the local authorities.
It is important to mention that some of the authorities may have considered
such changes before introducing the new budgetary changes.

Table 8.11 illustrates the major types of organisational changes

with freguency of response.

Table 8.11

. Frequency
Type of organisational changes of Response. ot

A. Establishing a central co-ordinating

unit in which all departments are 15 33.3

represented -

Establishing programme boards 6 13.3

C. Establishing a separate department

responsible for the operation of 4 8.9

the system -

Others .. ...20... .. ..44.5. .
Total A —— P [ 5 Y s

Total responding authorities | 35

.. Non-responding .authorities. ........... 100
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As the table shows, only 4 authorities had established a separate
department for the operation of the new system. These included one
authority with an integrated system of corporate planning, one authority
which had introduced some elements of corporate planning, and two
authorities which had introduced some elements of PB. It may be
surprising to note that of the two authorities which had adopted a PB
system, neither had established a separate unit for its operatioﬁ.

On the other hand, central co-ordinating units in ﬁhich all departments
were represented was the most popular of the alternative organisational
changes. The table also indicates that there were 20 authorities which
had introduced changes other than those listed in the questionnaire.
These included a forward planning central unit and small units in major
departments; a budget section in the Treasury; a corporate planning unit;
working groups with representatives from each major department; a chief
officers advisory group under the Chief Executive; and a co-ordinating
board with representatives from each programme board. These changes
aimed to achieve a common objective, that is to implement the new
procedures as efficiently and effectively as possible by co-ordinating the
efforts of the various departments. Of course, each authority has to
consider its own circumstances and limitations which determined the
necessity for organisational changes on the one hand, and the size and
time for such change on the other.

Thereforé, in some cases, the -introduction of the new budgetary
procedures had not resulted in the establishment of new departments,
units, or sections. Rather, it had led only to the employment of
additional staff by the existing planning units.

Table 8.12 classifies.the type of organisational changes according

to the type of budgetary changes. .
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Table 8.12

Type of .. Type of .budgetary.changes

organisational changes
(from Table 8.11)

Sophisticated. Simple. . Total

Freq. . % - Freq.. % Freq. %

A . 2 18.2 22 35.5 24 32.9

B "5 45.4 5 8.1 10 13.7

C ] 9.1 7 11.3 8 11.0
Others 3 - 27.3 28 45.1 31 42.4

Total 11 - 15.1. 62 84.9 73

Since the chi square test cannot be applied to Table 8.12 because
of the small expected values, it must be reduced to a 2x2 table. By
examining options A, B, C and others, we find out that A, B and C were
concerned with establishing new separate departments or units, while
other changes included the establishment of staff groups within the
existing departments. Thus, Table 8.12 was re-classified according to

this criterion to produce Table 8.13.

Tabe 8.13

Type of Type of .budgetary.changes........ ..

organisational changes

Sophisticated . Simple . Total... ..

Freq. % . Freq. . % . . .Freq...... %

Establishing new

departments or units 8 72.7 34 54.8 42 57.5

Establishing staff

groups within existing 3 27.3 28 45.2 31 42.5
" departments or units . . .. .. S o

o Total . 11 5.1 62 849 73 .. .

The Fisher exact probability.for the above table was 0.22 which is

_not sufficient evidence to rejéct Hy. Thus, it is evident that there was
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-no significant relationship between the type of budgetary changes and
the type of organisational changes. However, from the percentages in
the table we can say that authorities with sophisticated changes are
establishing more new departments as a result of the new budgetany changes

than is the case for those who only introduced simple changes.

8.1.6 CHANGES IN THE ACCOUNTING'AND'AUDITING'PROCEDURES-

The majority of responding authorities, 34 or 59%; have said-that
they had introduced changes in the accounting and auditing procedures
as a result of developing the new budgetary changes. There were, however,
24 authorities (41%) who did not introduce any accounting or auditing
changes.

Table 8.14 shows the relationship between the type of budgetary

changes and the introduction of new accounting and auditing procedures.

Table .8.14

Type of budgetary changes.. ... . . :.

Sophisticated . Simple .. Total.

Freq. % Freq. . % ....Freq...."%

Authorities who
introduced new accounting 4 50.0 44 57.1 48 56.5
and auditing procedures

Authorities who did not 4 50.0 33 . 42.9 37.:.:43.5

Total 8 9.4 77 .90.6 . 89 5.

Total responding authorities 58
...Non-responding authorities . 8

As expected by visual inspection of the above table, the Fisher exact
probability wa# high (0.49) and thié.cohfinms?the observation that. there
was no significant association between the type of .budgetary changes and

. the introduction of new aCCOUntingfand'éuditing procedures.,
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The 34 authorities who revealed that they had introduced changes
in the accounting and auditing procedures specified the various changes
as presented in Table 8.15.

As the table shows, a large number of respondents, (23), or 68% of
total respondents, had established a new computerised accounting system.
Such action indicates, no doubt, both that the responsibilities of the
local authority had increased and the need for more information resulting
in the increased use of the computer. In addition, more and more
authorities had realised the importance of using cost and management
techniques to achieve the required efficiency. The mere reporting of the
events in the traditional historical accounts was no longer considered
adequate: there is a lot to be learned from the experiences of the private
sector in this very important area by using more cost and management
accounting. techniques.

Furthermore, local authorities were becoming more aware of the
usefulness of the monitoring process as a means to perform effective
auditing, i.e. to see how effective the organisation has been achieving
its objectives. Although the number of authorities which established
such practices were still small, (14 or 44% of total), it indicates the
growing wish among local authorities to benefit fully from the monitoring
process and nof to use it solely for the achievement of the financial

contro] objective.
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Table 8.15

Accounting and auditing changes

' Frequency of %
Type of changes. ) response ~ ,
A. Establishing a new computerised accounting 23 30.3
system :
B. Adopting the cost and management accounting 21 27.6

system to achieve improved efficiency

C. Using effectiveness auditing, i.e. to see
how effective the organisation has been in 15 19.7
achieving its objectives

D. Furnishing accounting reports on the basis
of programmes in addition to the traditional 1 14.5
reports produced by departments

E. Using accrual accounting rather than cash

accounting 4 . 93
Others 2 2.6

Total ... .76 . ..100.0
Tota]lresponding authorities 34

Non-responding authorities. =

It is importaﬁt to mention here that some of the responding authorities
had introduced accounting changes but not necessarily as a direct result
of introducing the new budgetary system. As they indicated in their
answers, they realised such a need before introducing the new budgetary
changes.

Table 8.16 illustrates the various types of accounting changes in

relation to the type of budgetary system.
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Table 8.16
Analysis of the various accounting and
auditing changes in accordance to the

type of budgetary changes

Type of accounting ... Type of budgetary . changes.

changeséfqg? Table . -Sophisticated Simple. .. Total

Freq.... % . .Freq.... % .... Freq..... %. ..

A 2 . 22.2 31 31.3 33 30.5
B 2 22.2 28 28.3 30 27.8
C 2 22.2 18 18.2 20 18.5
D 3 33.4 12 12.1 15 13.9
E - - 7 7.1 7 6.5
Others - - .3 . ...3.0.. ..3. ... 2.8

Total -9 .83 . ...99 .. .91.7.. . .. .. 108..

The structure of the above table makes statistical analysis difficult.

Visual investigation, however, would indicate that:-there is little
difference between the types of accounting changes within the classes of

simple and sophisticated changes.

-8.1.7 BASIC REQUIREMENTS

.. Any management system requires various basic elements to make it
‘successful. For local authorities who introduced new budgetary procedures
this would incTude'tOp management support, (both officers and members);

availabiIity of skilled personnel; and availability of adequate and

relevant data and information.

e
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Table 8.17
The basic requirements for an effective
budgetary system as experienced by the

responding authorities

sasic Requirenents ey of y  leidited
A. The support of top 43 24 .9 15 26.3
management ‘
B. The availability of
adequate information 40 23.1 12 21.1
and data
C. The ability to
identify public needs
and to set the 33 19.1 11 19.3
organisation's
objectives
D. The availability of
skilled staff 30 17.3 10 17.5
E. The ability to relate - ‘
inputs to outputs in 18 10.4 5 8.8
a meaningful way
Others 9 5.2 4 7.0
Total 173 100.0 57 100.0

No. of responding authorities 57
Non-responding authorities 9

Table 8.17 illustrates the basic requirements for a sqccessfu] system
of budgeting in order of importance as expressed by the responding
authorities. Note that 43 or 75% of the responding authorities have
mentioned top management support as a major requirement for a successful

~ budgetary system. _ N

To relate those basic requirements to the type of budgetary procedures,

Table 8.18 is presented below.

R T r—— e
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Table 8.18

Basic Requirements Type. of .budgetary.changes .

(from Table 8.17)

Sophisticated . Simple. Total
Freq. . % .. Freq. % . Freq.. . . .. %
A 7 22.6 55 24.2 62 24.0
B 8 25.8 50 22.0 58 22.5
C 7 22.6 41 18.1 48 18.6
D 3 9.7 37 16.3 40 15.5
E 4 12.9 21 9.3 25 9.7
Others 2 .6.4....23... ..10,1.....25. ... 9.7
Total ~~ ...317 . ..12.0.. 227.....88.0. . . 258..

The main requirements mentioned above are discussed individually in
the following sub-sections. |

(a) TOP MANAGEMENT SUPPORT

The support of the authority's top management, officers and members,
is the key element of any success in a new budgetary system, as emphasised
by many of the respondents. As Table 8,17 indiéates, 43 of the 57
respondents (75%) have indicated the significance of top management
support.

The survey has shown that the "Tack of top management support" was
not a problem in local authoriiies with reference to the development of new
budgetary procedures. Indeed, only 14 authorities, 11.7%, have stated
this problem as one of their main problems facing them as they operate
the new system (see section 9.1.5 in the next chapter).

Furthermore, as Table 8.19 shows, 34 authorities, 68% had described
the.attitude.of their elected members toward the new system as positive.

None of the authorities described such attitudes as negative. In fact,
in 12 authorities the initiative for the new system came from the elected

_members and in 17 from.the.chief'exeCUtive (see Table 8.2).
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Table 8.19
The reaction of elected members toward

the new budgetary changes

.Elected Members Reaction v NO.-OF Authorities.., ... ..%...
Positive 34 68.0
Indifferent : 10 20.0
Negative - -
Variable vt w3 S B U A St S oo TR0

Total 50 100.0

Total responding authorities 50
Non-responding authorities 16

Although none of the responding authorities has described the
attitude of the elected members as negative, one must consider the
possibility that some of the respondents might be reluctant, for a variety
of reasons, to classify the attitudes of their elected members in such a

manner.

(b) AVAILABILITY OF ADEQUATE AND RELEVANT INFORMATION AND.DATA

As discussed in some detail in Chapter 5, the existence of accurate
and re]evanf information is one of the main requirements for developing and
implementing a PB or corporate planning system effectively and efficiently.
As Table 8.17 indicates, 40 out of the 57 responding authorities, (70%) are
in agreement with this assumption which is second only in importance to that
of "top management support".

Moreover, elsewhere (section 9.1.5, Chapter 9) the importance of a good
system of infdrmation for local authorities can be eésiTy recognised.
Table 9.7 (Chapter 9) classifies the main types of problems facing an
organisation engaged in a system such as PB or corporate planning.

The table illustrates clearly that the problems of deficiencies and
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lack of adequate and relevant information was the most important of the

6 main problems. (29 authorities out of 66 (44%) had referred to it as

their main problem). Similarly, developing an adequate and effective system
of information and improving the accounting procedures was the first
priority expressed by the respondents to solve the problems facing the

local authority (see Table 9.8, Chapter 9).

From the above discussion, it is clear that the existence of adequate
and relevant systems of information and data sources within the local
authority was an essential pre-requisite to an effective system of
budgeting.(3) This conclusion is in Tine with one of the hypotheses of
Chapter 6.

Table 8.20 presents the various types of information and data :

required by the new budgetary system as identified by the respondents.

Table 8.20

Type of Data Frequency of %

Response. .

A. Financial position statements 36 26.4
B. Economic and social data 31 22.8
C. Progress reporting 27 19.9
D. Cost data 23 16.9
E. Special analytical studies including 11 8.1

effectiveness indicators ¥
Others 8 - 5.9
Total 136 - 100.0.

No. of responding authorities - 50
Non-responding authorities . 16

(3) See Chapter 5%
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The need to prepare position statements is being recognised by more
and more local authorities as discussed in Chapter 5. The survey has
confirmed this claim, Table 8.20 showing that such sources of information
were the most important. Thirty-six out of 66 authorities (55%) were using
position statements. Also, many authorities had realised the importance
of collecting economic and social data to identify the needs and probiems
of the public as a step to determine the authority's objectives and
priorities. Meanwhile, as the table shows, quite a number of authorities,
(27), were using progress reporting as a source of information.

However, only a few authorities, 11, have used special analytical
studies which are considered as a very basic element in any effective
budgetary system. It seems that local government still lacks sufficient
resources, human as well as financial, to conduct such essential studies.
But, unless local authorities find the required skills to carry out the
necessary analytical studies, discussed in Chapters 3 and 5, the
effectiveness of any new budgetary development tends to be Timited as the
American experience has shown.

Other types of information include the following: more detail on the
consequences of the revenue projectiﬁns related to individual policies,
statistical and financial statements, output measures, options statements,
community need analysis statements, detailed allocation of staff time over
activities, and standard operation forecasts for all services.

Note that Table 8.20 indicates that 16 authorities did not answer the
question. Since the question did not provide the respondent with a "none"
choice, it would be reasonable to suggest that such authorities did not
require new data as a result of the introduction of the new budgetary
changes. Table 8.21 is presented according to this assumption. Howevér, of
those 16 .authorities, 6 are. considered as nbn-responding authoritiés.because

_ they did not answer the whole of part two of the questionnaire.
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Table 8.21
Type of budgetary changes in relation

to the need for new data

Type of budgetary.changes.

.Sophisticated .. .Simple Total.

Freq. % Freq. = % Freq. - .%..
The new changes required
special data and 8 100.0 61 80.3 69 82.1
information
The new changes did not
require special data - - 15 197 15 17.9
and information

Total 8 9.50 76 90.5 84

It is apparent from the above table that the greater majority of
authorities needed special data to assist in implementing the new budgetary
changes, both simple and sophisticated. In the case of sophisticated
changes, all the authorities responded ppsitive1y to this question.

The Fisher exact test was used.to test the significance of this
observation and hypothesis, that simple changes would require less special
data than sophisticated changes. The exact probability of 0.19 did not
provide the statistical support that was expected. The result indicates
support for the hypothesis but the chance that an incorrect result is

obtained due to sampling errors (1 in 5) is considered too high.

(c) THE ABILITY TO IDENTIFY PUBLIC NEEDS AND TO SET THE ORGANISATION'S
OBJECTIVES

In Chapter 5, the ability to identify public needs and to set the
organisation!s objective was identified as the corner stone of any decision
making process in local government. The survey has supported this view .as
~ can be seen from Table 8.17 wheré 33 out of the 57 responding authorities

“have stated that the ability to identify public needs and to set the
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organisation's objectives is one of the basic requirements for an effective

system of budgeting.

(d) AVAILABILITY OF QUALIFIED AND-SKILLED PERSONNEL

The development and implementation of PB and corporate planning systems
and even some elements of these systems requires skilled staff. Such skills
may inc]ﬁdé economists, system analysts, cost accountants and statisticians.
Unfortunately, many, if not most, local authorities and in particular the
small ones, lack such qualified personnel. Such a deficiency has led, in
many cases, to the decision not to introduce such systems. In fact, this
reason was the predominant argument behind the decision not to consider PB
or corporate planning as Table 7.4, Chapter 7, shows.

The findings of the survey have confirmed this point on more than one
occasion. The shortage of skilled personnel has been one of the fundamental
problems facing a local authority intending to introduce new budgetary
procedures. From Table 9.7, Chapter 9, this deficiency is the second most
important factor where 25 respondents considered it as one of the basic
problems facing them through the development and operation of the new
budgetary system.

Furthermore, Table 8.17 shoﬁs that 30 out of the 57 responding
authorities considered the availability of skilled staff as one of the
basic requirements for effective implementation of the new system.

| When authorities were asked whether they needed specié] skills to
operate their new budgetary changes, only 22 authorities, 40% of.the total
respondents, indicated a positive reply, the majority implied that they were
not necessary. The simple justification for this may be that the latter
alfeady employed such skills and felt that there was no need for extra staff.
Indeed, one of the respondents said, "it was felt that the Chartered Institute
of Public Finance Accountants.were more than capab]e,Of implementing the |

"new system required".
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To see if a relationship between the type of budgetary changes and

the need to acquire new skills existed, Table 8.22 is presented below.

Table 8.22

Type.of budgetary. changes

.Sophisticated . .Simple Total

Freq. % Freq. % Freq. S

Authorities needed extra
skill§ to operate the 2 25.0 30 42.3 32 40.5
new changes

Authorities did not

need extra skills 6. 75.0. 41.. . 57.7. 47 59.5

Total 8 10.1 71 89.9 79

Total responding authorities 55
Non-responding authorities 11

The Fisher exact probability for the above table and the more extreme
outcomes was 0.29 and does not give any statistical support to the hypothesis
that there is an association between the type of budgetary changes and the
requirement of extra skills to operate the new changes.

Table 8.23 presentS . the various types of skills required by the 33

authorities to implement the new procedures.

Table 8.23
Type of Skills Frequency of
Response
Cost accountants ‘ 9 21.4
Economists | _ 7 16.7
Statisticians 7 16.7
System analysts 6 14.3
Others 130 30.9.

Total... . . 42 .. 100.0.
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Other staff required included, programme and budget planners, social
scientists, psychologists, computer programmers, mathematicians, programmer
. and budgetary control officers, and research experts.

A further analysis of Table 8.23 is presented in Table 8.24 to relate
type of skills required to the type of budgetary changes.

Table 8.24

Type of .budgetary.changes

Type of Skills

.Sophisticated Simp1e Total.

. Freq. % Frags. -~ % -+ Fregs. % .
Cost accountants 2 14.3 11 11:1 13 11.6
Economists 1 7.1 9 9.1 10 8.8
Statisticians 2 14.3 8 8.1 10 8.8
System analysts 2 14.3 8 8.1 10 8.8
Others 1 7.1 22 22:2 23 20.4
None 6 42,9 . 41... .41.4 oy 41.6

Total 14 . 12.4 99 ....87.6 A b R

Unfortunately, the table does not show any significant difference
between the two classes of budgetary changes regarding the type of skills
required. And because almost half of the expected values are less than 5,
the chi square cannot be used. Furthermore, the Fisher exact test cannot

be used because there is no way to combine the type of skills into two

categories.

(e) THE ABILITY TO RELATE INPUTS TO OUTPUTS..

Although, theoretically, the ability to relate input to output has
been recognised as one of the most important factors in a successful PB
or corporate planning system, only a few respondents agreed with such an
&ssumption. According to Table 8.17,. only 18 authorities, or 31.6% of

_total respondents, considered this-as a basic requirement. For the
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classification of those 18 authorities according to the level of budgetary
changes, see Table 8.18 which does show just a little difference between

the type of budgetary changes concerning this requirement.

(f) OTHER REQUIREMENTS

Other requirements include: the full co-operation of the finance
departmeﬁfé less interference from central government; additional
expenditure has to be justified by cost improvement; more integration
between objective setting, budgeting, accounting and monitoring; the
ability to communicate with the layman; the ability of departments and
professions to co-ordinate and to take a wider view; and an acceptance
that there are no finite answers to output measures between the varying
services but that discussing the issue raised provides better answers
than treatment in isolation.

The procedures involved in implementing the new budgetary changes are
discussed in the next chapter together with an eva1ua;ion of those changes

and the questionnaire's conclusion.



CHAPTER IX
ANALYSIS OF THE QUESTIONNAIRE:
FINDINGS OF PART TWO (CONTINUED)

~ This chapter concludes the discussion of the questionnaire. It
hshows the procedures used by the local authorities in implementing the
new budgetary procedures. The assessment and evaluation of these changes
are followed, at the end of the chapter, by a conclusion of the findings

of the questionnaire.

9.1 THE IMPLEMENTATION OF 'THE NEW BUDGETARY PROCEDURES

The procedures for implementing the new budgetahy'changes varied from
one authority to another. The greater majority adopted components of
programme budgeting or corporate planningand only a few committed themse1ves\
to the complete system.

This section is intended to discuss the actual implementation of the
various procedures adopted and is thus divided into five sub-sections:

1. The main components of the new changes
The techniques used
The procedures of implementation

Benefit obtained

(5 2 B~ 5 N A

Problems encountered.

9.1.1 COMPONENTS OF THE NEW PROCEDURES

There is no one unique system of budgeting which can meet the needs
of all local authorities, each authority must choose the procedures which
fit its own specific environment and circumstances.

There were a few authorities who deyeloped a complete system of

either PB or corporate planning. Yet, the procedures varied from one
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authority to another. Some, for instance, had placed the emphasis on the
identification of objectives and community needs, while others stressed
the importance of determining the alternative programmes to achieve a
certain objective, and so on. Table 9.1 Tists the various components of
the new budgetary procedures as expressed by the responding authorities
and ranked.according to their importance.

It is apparent from the table that the formulation of the annual
budget on the basis of the long-term plan had been mentioned by the ]argest
number of authorities, 35 out of 60. This component is one of the main
features of a PB or corporate planning system, i.e. a link between planning
and budgeting.

On the other hand, it is surprising to find that only 21 authorities
are using the monitoring process to assess the achievement of objectives
and to provide feedback. It is becoming well known that the process of
monitoring is essential in both the planning and control stages. Yet, as
the Bains Report conc1udes(1), many, if not most, local authorities 1dck
a re1i§b1e monitoring system. The survey has supported this conclusion

previously (see Table 7.18).

(1) See Chapter 5
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Table 9.1
~ Components of the new budgetary procedures as
expressed by the responding authorities,

according to their importance

Frequency of Weighted g

Componentfs _ . .Response . .”....Frequency. . -

A. The formulation of next year's
detailed budget on the basis 35 23,8 16 26.7
of the long-term plan

B. The determination of problems
and needs of the community and
the setting of major objectives
of the organisation

C. The analysis and evaluation of
alternative courses of action to
select the possible ones to 26 7.7 9 15.0
accomplish the stated objectives

D. The formulation of one integrated
long-term plan for the organisation -
and the allocation of resources 24 16.3 8 13.3
that are 1ikely to be available in
several years to come

27 18.4 9 15.0

E. The evaluation of each year's
achievements (monitoring) to check

whether the objectives are being 21 14.3 8 13.3

accomplished and to provide

feedback

Others 14 9.5 10 16.7
Total 147 100.0 60 100.0

No. of responding authorities 60

Non-responding authorities 6

There is not a statistically significant difference between the
weighted and simple frequencies as a result of a low chi square value for
the above table (2.75 with 5 degrees of freedom).

Other components include, the reconciliation of goyernment's views
with the authority's own'assesSment_df its’ priorit{es; the prediction of

trends in expenditure; the identification of po]icy'objEctives'fof the next

three years; the earlier and deeper involvement of members; the division of
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the budget between 'Base’ (committed level of service) and 'Growth' (new
developments); the calculation of the rate level necessary to maintain
standards; the establishment of the effect of new proposals; the estimation
of the effect of new proposals; the estimation of the effect of inflation
each year; the consideration of the alternative methods of satisfying need;
the reappraisal of existing services to see whether they are still valid
in todays context; the'determination of available resources in greater
detail than before; and the gearing of departmental effort towards the
overall planning objectives in the corporate plan.

Table 9.2 is presented to summarise the various components for each

type of budgetary system and illustrates the differences between sophisticated

and simple changes.

Table 9.2
Components Type of budgetary. changes
(from Table 9.1) Sophisticated Simple Total
Freq. . % Freq. % . Freq. . %
A 6 21.4 46 24.3 52 24.0
B 7 25.0 32 16.9 39 18.0
C 5 17.9 33 17.5 38 175
D 5 178 28 14.8 33 1652
E 4 14.3 29 15.4 33 15.2
Others 1 3.5 21 11.1 22 10.1

Total 28 12.9 189 87.1 . ) § AESER

Note from the tab}e that for those authorities who had developed
sophisticated changes, the determination of the problems and needs of the
Tocal community and the setting of major dbjectives was ranked as number
one among the various components:

A chi square test was used to determine if the answers relating to

sophiéticated'chqhgeé'differéd significantly from those to that applied
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to simple changes. The value was 2.50 with 5 degrees of freedom which was
not statistically significant at the 5 per cent level. The table contains
4 cells with expected frequencies less than 5 but this fact gives Qreater
confidence to the above result.

Thus, there was no evidence to suggest that thg null hypothesis should
be rejected. Therefore, it is inferred that the sophisticated and simple

budgetary changes do not have significantly differing objectives.

9.1.2 TECHNIQUES EMPLOYED

To implement a PB or corporate planning system effectively the use
of a technique to assist in the measurement of output is fnevitab1e in
most cases. This study strongly indicated that local government did not
support this view. Over half (54%) of the authorities replied that they
did not use an& technique to measure their output.

There were some authorities, however, who felt that there was no
need to use such techniques since their budgetary changes were still in
an early stage of development. Moreover, there Were a few authorities
who mentioned that they applied output measurement techniques to a number
of Timited cases. They did not indicate, however, the techniques or the
situations in which they were used.

The following table classifies the respondents into two groups, those
who used measurement techniques and those who did not in relation to the

type of budgetary changes.
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Table 9.3

Type of budgetary changes

Sophisticated Simple Total.
Freq. % Freq. %  Freq. .. %
Authorities who used
output measurement 4  56.0 36 48.6 40 48.8

techniques
Authorities who did not 4 50.0 38 51.4 42 51.2

Total 8 948 74 90.2 82
Total responding authorities o7
Non=-responding authorities .9

The Fisher exact test for the above table was 0.61 which indicates
that there is no statistical difference between the use of output
measurement techniques and the level of budgetary changes.

The .various techniques employed by the 26 authorities are presented
in Table 9.4. As the table shoﬁs, only 7 authorities had tried the cost-
benefit and]ysis technique. The reason for this was due mainly to the

fact that social services were extremely difficult, if not impossible, to

measure in money terms.

Table 9.4

Techniques used to measure output

Frequency

Technique of Response. . *

Cost-benefit analysis 7 20.0
Cost-effectiveness analysis 15 42.9
Others : - 4 53 A3 . S i/
....... O _ Total .35 -100.0

The majority of respondents stated that the use of theitechhiques'
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shown in Table 9.4 were restricted to selected cases or areas. Thus, if
cost-benefit analysis is used, it is not normally applied universally to
measure the output of all the authority's seryices. There are two
complementary explanations for this. Firstly, it must be accepted that
the benefit or effectiveness of some services are very difficult to
measure. : Secondly, the overall use of these techniques to all services
will require a great deal of resources, both monetary and human. The local
authority either cannot afford these extra expenses or perceive that the
cost to benefit ratio is not advantageous.

A number of local authorities, 15 in this survey, tried to overcome
this problem by using cost-effectiveness analysis. With this technique
there is no need to measure the expected output in money terms. The Tow
number of authorities using cost-effectiveness techniques does not reflect
well on their current attitudes to the measurement of effectiveness.

Other techniques used included comparison of unit costs, where
possible, with other authorities; community analysis; achievement
indicators; manpower statistics and measures of output's units; individual
item reporting; cost investigation; performance review; and various
statistical controls.

To relate the type of budgetary changes to the type of techniques,

Table 9.5 is presented below.

Table 9.5

. Type of budgetary changes. ...

_ Sophisticated Simple . Total. ..

Freq. . % Freq. - %.::. Freq.: %

Cost-benefit analysis

and cost-effectiveness 5. 83.3 27 54.0 32 57.1T
analysis
Others S 1. 167 230 46,0 24 42.9

_________ Total. .. 6.. . 10.7 .50 .89.3 .. 56 .
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The table shows that 83% of authorities who developed sophisticated
systems have employed either cost-benefit analysis or cost-effectiveness
analysis and only 17% have used other less effective techniques. On the
other hand, those percentages for authorities with simple changes were
54% and 46% respectively. Thus, it could be said that cost-benefit
analysis and cost-effectiveness analysis are used more by authorities who
developed either PB or corporate planning systems than by those who
introduced only simple changes. To test this claim statistically, the
Fisher exact test was applied. The exact probability was 0.18 which does
not give sufficient statistical support for the above claim. There is an
inherent risk of a tileh. chance that the observed association is a

result of sampling error.

9.1.3 PROCEDURES OF IMPLEMENTATION

The implementation procedures for the new budgetary developments and
the degree of involvement in local government differed from one authority
to another, depending on a variety of factors such as the size of the
authority, its financial capability, the availability of qualified staff,
etc.

To examine how such applications varied from theory, a number of
questions were included in the questionnaire. For instance, question 13
was designed to establish whéther or not the application of PB in a
British context differed from that of American PPBS. A1l authorities who
developed a PB system or only some elements of it indicated that their |
approach was different from that originally developed in the USA. This
finding is in line with the assumption that the procedures of impiementing
-a PB system depended on the environment and circumstances of the
organisation as well as the’bolitica1 climate.

Since the new budgetary .procedures required significant effort and

-resources for. their development, some authorities decided to test the value
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of such changes in a limited area as an initial step to establish the
possibility of introducing the new system in the whole of the authority.
Such practices are known as "feasibility studies".

According to the survey, only 7 authorities, or 12.3% of the total
had undertaken a feasibility study in the areas of social services,
libraries; .and surveyors, before introducing the new system. The large
majority of the respondents, thus, introduced their new budgetary
procedures without conducting a feasibility study.

A further examination of the 7 authorities who had undertaken pilot
studies revealed that the sample contained the two organisations who had
introduced the complete system of programme budgeting but not those who
had implemented the corporate planning approach. This observation could
be interpreted as indicating that the local authorities were more confident
about the outcome of corporate planning as a means.of improving the
resource allocation process but were less sure about the practical benefits
of programme budgeting. In addition it must be noted that a PB system
involves a greater expense and it is not unreasonable for the authority
to carry out a feasibility study in order to confirm the benefits to be
obtained for the extra cost.

Some authorities introduced the new changes on a gradual basis, i.e.
department by department, whereas others implemented their changes across
. the board. The latter was the most common and accounted for 90% of the
replies.. Their confidence, indicated by not using a pilot study, is
supported by the experience of the 5 authorities who introduced their
new changes on a gradual basis in that 4 of them Iﬁter extended the new
procedures in all departments.

On the other hand, the implementation of the changes tended to be an
evolutionary rather than a revolutionary process. 45-authorities or 82%

of toFa] respondents agreed with this, while the remainder either
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considered their process as a revolutionary one or a combination of
both.

Nevertheless, the period required to install the whole system
depended on the time and resources devoted to it and this varied from
one authority to another.

Finally, as explained earlier in section 8.1.3, local authorities
tended to use their exfsting staff to develop and implement the new
budgetary procedures. Although none of the respondents to the
questionnaire reported that they had utilised external consultants, the

literature cites cases where such assistance was sought.

9.1.4 BENEFITS OBTAINED

Local authorities obviously attemptlto give value for money in a
variety of ways. No doubt one of the important aspects behind the
development of new budgetary procedures was fo achieve an improvement
in the allocation of resources. It is generally accepted that the
traditional approach of budgeting was no longer sufficient for an
effective allocation of resources. As a result, several local authorities
attempted to improﬁe their budgetary system by developing new ideas such
as PB, corporate planning and other similar approaches. Of course, the
benefits obtained depended upon many factors and elements and varied
from one authority to another. *

Table 9.6 summarises the various benefits mentioned by the responding

authorities as a result of the introduction of the budgetary changes.
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Table 9.6

Benefits obtained from the new budgetary changes

: Frequency of % Weighted %
Benefits Response Frequency

A. Leading to more efficient and
effective use of resources 46 30.7 22 38.6
available in the organisation

B. Emphasising long term planning
and the prediction of the

future implications of present 40 26.7 14 ek
decisions
C. Defining more clearly objectives '
sought and means for their 28 18.7 9 15.8
accomplishment
D. Putting more emphasis on the
input-output relationship 18 12.0 5 8.8
E. Putting more emphasis on
community problems and needs N 7.3 4 7.0
Others _ 7 4.6 3 5.2
Total 150 100.0 57 100.0
No. of responding authorities 57
Non-responding authorities 9

The above information supports the assumption that the new develop-
ments in budgeting tended to improve the allocation of available resources.
Forty-six authorities (80.7%) had indicated that the introduction of the
new budgetary changes had resu]ted in the better use of their limited
resources. Furthermore, the use of such procedures resulted in an
increased emphasis on long-term planning and consideration of future
implications which under a traditional system of budgeting were not
seriously considered. _

However, it was surprising to see that only a few authorities
benefited from the new changes in emphasising the importance of

identifying the problems and needs of the community. It had been argued,
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rightly, that in order to obtain value for money, an understanding of the
community's problems and needs was necessary. Yet, we find only 11
authorities which believed in the value of the new budgetary changes in
this matter.

The benefits obtained by authorities depended of course on the type
of procedures adopted and therefore vary from one case to another, as

demonstrated by Table 9.7.

Table 9.7
Benefits obtained in relation to

the type of budgetary changes

Sencfits Type of budgetary changes
(from Table 9.6) Sophisticated Simple Total
Freq. % Freq. % Freq. %

A 7 25.9 60 29.8 67 29.4

B 6 2.3 54 26.9 60 26.3

C 7 25.9 34 16.9 41 18.0

D 4 14.8 27 13.4 31 13.6

E 2 : 1% 15 7.5 17 7.4

Others 1 3.7 11 B.h 12 5.3
Total 27 11.8 201 88.2 228

As stated earlier the development and implementation of a new system
such as PB or corporate planning requires a great deal of.cost and effort.
For that reason, sbme authorities believed that such systems were not -
worthwhile. In spite of that, 52 authorities had indicated that the
benefits obtained from the new developments justified the cost and effort
devoted to them. Only one authority, which had developed éome elements
of corporate planning, had shown its dissatisfaction with the results.

To find out if there is a statistically significant relationship
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between the benefits and the type of budgetary changes, the chi square
test was applied to Table 9.7 bearing in mind that 4 of the expected
values are less than 5. The value for that test was 1.56 with 5 degrees
of freedom which is not statistically significant at the 5 per cent level.
Thus, it can be said that there is no statistical evidence that there was
a significant relationship between benefits obtained and type of
budgetary changes. Thﬁs finding is not what one would have expected,

that is benefits, would depend on the level of budgetary changes.

9.1.5 PROBLEMS ENCOUNTERED

A11 new management systems are likely to experience a number of
problems throughout their various stages of development, programme
budgeting or corporate planning are no exception. Such problems, however,
should not and normally do not prevent organisations from trying the
new budgetary systems. This is largely becaﬁse most of .the problems could
be overcome by a variety of methods. Nevertheless, some of the problems
which face local authorities are extremely difficult to solve.

| This section aims tb identify the most common problems facing a
Tocal authority when it starts to develop a new budgetary system. The
following table, therefore, contains the basic problems ranked according

to their importance as expressed by the responding authorities.
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Table 9.8
The various problems facing the local authority

when developing the new budgetary changes

. Frequency of Weighted
Problems Mentioned Response % Frequency %

A. The lack of adequate and '
relevant data. - 30 25.4 12 22.2

B. The difficulty of identifying
the public problems and needs

and setting the organisation's 2 2l.z _ ]1 20.4

objectives
C. The shortage of skilled

personnel 24 20.3 12 22.2
D. The lack of support from top

management 12 10.2 6 11.1
E. The difficulty of applying ‘

analytical techniques to 11 9.3 4 7.4

social services

Others 16 . 13.6 9 16.7

Total 118 100.0 54 100.0
No. of responding authorities 54
Non-responding authorities 12

It is apparent that the first major problems facing a local authority
when developing a new budgetary system is the deficiency of its system of
information and data cdncerniqg economic, social, and political aspects.
After this first obstacle, comes the problems of identifying the problems
and needs of the local community in order to set the necessary pfogrammes
to meet them. Another major obstacle facing local authorities is the fact
that the majority of them suffer from a shortage of skilled and qualified
staff to cope with the difficulties of using some of the fequired
techniques.

It is surprising to realise that only a few authorities.(ii)

considered the application of analytical techniques (e.g. cost-benefit
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analysis) to social services as a major problem.

Needless to say, some or all of these problems can be overcome.
This of course depends on the type of problem itself, the surrounding:
environment and the ability of the individual authority in dealing with
the particular obstacle.

Only 4 authorities did not agree that such problems could be overcome,
while 49 authorities (92.5%) did agree on finding the way to solve some or
all the problems they might face. The possible solutions suggested by

- those authorities are given in Table 9.9.

Table 9.9

How do you think some or all of the mentioned problems can be overcome?

Frequency g Weighted 9
of Response Frequency

By deve]oping an effective
system of information and
improving the accounting 35 3.8 19 39.6
procedures
By benefiting from our
experience of implementing
the system as well as 30 31.6 14 29.2
experiences of other
organisations
By obtaining the support
of top management 12 12.6 6 12.5
By developing training ,
programmes 11 11.6 5 - 10.4
Others 7 7.4 4 8.3

Total 95  100.0 48 100.0
No. of responding authorities 48
Non-responding authorities 1

Here again, the importance of a sound information system was
mentioned by the majority of the respondents, (35 out of 52 authorities
 (67%)). Also, the value of the experiences of other organisations in

developing the new budgetary system as an effective way to overcome some
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of the above problems, had been stated by a significant number.

On the other hand, only a few authorities had considered the value
of either training programmes or the support of top management as a way
of solving their problems. As Table 9.8 clearly shows the problem of
"lack of top management support" had no major effect and only a few
authorities considered it as one of the main obstacles facing them.
Furthermore, the majority of local authorities did not consider the
establishment of training schemes as an effective way to overcome their
problems. This is a surprise finding because many writers believed that
in order to have a sound system of PB or corporate planning, some sort
of training programmes would be needed.

To establish the significance of these basic problems in relation to

the type of budgetary system adopted, Table 9.10 is given below.

Table 9.10
Type of problem Type of budgetary changes
(from Table 9.9) Sophisticated P— =

Freq. . % Freqg. % Freq. . %

A 6 28.5 41 255 41 25.8

B 4 19.1 33 20.5 37 20.3

C 2 9.5 33 20.5 35 19.2

D ¢ 2 9.5 21 13.0 23 12:6

E 4 19.1 13 8.1 17 9.4

Others 3 14.3 20 . 12.4 23 12.7
Total 21 115 161 88.5 182

The major difference between tﬁe problems facing authorities who
introduced sophisticated or simple changes is related to the difficulties
of applying analytical techniques to social services. It woul& appear
that the authorities who introduced sophisticated changes found this

“factor to be of more importance than did those who introduced simple changes.
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For some authorities, in particular those who considered the new
procedures as an evolutionary process rather than revolutionary one, the
problems resulting from operating the new procedures have led to the
abandonment, modification and switching to other systems. The survey
reveals that only one authority abandoned the original system, and only
five authorities had switched from one type to another as a result of the
problems they were facing.

On the other hand, 26 authorities (51%) had modified their original
procedures as a result of their problems. This indicates that the new
budgetary procedures were best introduced on an evolutionary basis.

Such a process would have enabled the authorities to learn and benefit
from the experience of application by knowing the requirements and
obstacles and how to overcome them. This certainly would have resulted
in gradual modifications to reach an improved system and to achieve
better results.

In summary, it has been shown that the introduction of new budgetary
changes resulted in several prob1ems, some of which proved to be
difficult to solve. The ease with which the problems were overcome
depended, to a great extent, upon their type and the circumstances of the
organisation. It is generally essential for any authority who is
considering the development of new budgetary procedures to carefully
study the 1ikely probimes that they may encounter. Therefore, the
experience of those authorities who engaged in such new budgetafy

developments offers a number of benefits by identifying major obstacles

and the effective ways to tackle them..

9.2 EVALUATION AND ASSESSMENT OF THE NEW CHANGES

In this section, an evaluation of the neﬁ budgetary procedures is
presented on the basis of the actual experiences of the responding

“authorities. Naturally, the outcome varies from one authority to another
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depending on many factors, internal as well as external. A major factor,
however, is the type of system adopted combined with the extent of the
authority's commitments towards such systems.

A further fact was that there were many outside influences, beyond
the authority's control, that affected the development process. These
might include the loss of skilled staff, a severe cut in the central
government's revenue cbntribution, a new governmenf policy affecting
certain aspects of local government, such as re-organisation or changing
of the rating system, etc. ”

It has been claimed that the introduction of the new budgetary
developments could result in a closer link between planning and budgeting,
and subsequently an improvemenf in the allocation decisions can be
expected. |

These two assumptions were tested in this study by looking at the
attitude of the responding authqrities towards their new developments
through questions 21 and 29 (see Appendix A). Further, an assessment
of the system as actually applied is provided by the respondents.in their
answers to question 28, bearing in mind that there were a number of
authorities which had had Tittle time to operate the new system and
therefore could not make a considefed Jjudgement.

. As indicated earlier (Chapter 5) the traditional budgetary system
in local government suffers from a number of major deficiencies. Among
these is the weak link between planning and budgeting, i.e. plans are
.fonnulated and budgets are executed in isolation.

Theoretically one of the fundamental achievements of the proposed
budgetary developments such as PB or corporate planning is to produce

an effective and meaningful process of planning and budgeting by creating

a strong tie between them.



241

To prove such an assumption, local authorities were asked if their
new budgetary developments were considered to be an effective way of
improving the 1ink between planning and budgeting. It was no surprise to
find that a large majority of respondents, (52 out of 57 or 91.2%) believed
that the new system led to a closer 1ink between planning and budgeting.
Thus, one’ of the basic.aims of the new budgetary developments is being
achieved through the aﬁoption of a PB or corporate planning system or
even in some cases by adopting only some elements of either system.

Nonetheless, there were five authorities (8.8%) who revealed that
their new budgetary procedures had not resulted in an effective Tink
between the planning and budgeting processes. Two of these introduced
some elements of corporate planning, one authority some elements of PB,
and two authorities some other procedures. Thus, all authorities with
either a complete system of corporate planning or PB had acknowledged the
effectiveness of their systems in improving the relationship between
planning and budgeting. This would suggest that the more an organisation
involves itself in a PB or corporate planning system the better it can
achieve its objectives.

It should be mentioned that 2 of these 5 authorities stated that they
had not yet achieved the predicted benefits because of the short time that
the new changes had been in operation. |

As regards the effectiveness of the new system, as applied by the
individual authorities, it was agreed overwhelmingly that the new procedures
were worth the ekperiment in order to improve the quality of allocation

decisions. As a matter of fact, not a single authority revealed its
| qisagreemept, albeit there ﬁere some respondents who clearly pointed out
that 1t was too early to judge. - One respondent who did not answer questioﬁ

29 comménted “not sure that local government experience can be relevant

_elsewhere".
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0Of those authorities who answered "yes", some had reservations.
For example, one respondent agreed about the effectiveness of the new
system adopted “provided its difficulties are recognised, emphasis
placed on the practicality of the exercise and patience accepted in
developing an acceptable and meaningful process". Another respondent
gave the following advice: "keep it simple" in order to achieve the
maximum benefit.

Finally, a word is in order concerning the outcome of the new
procedures and their assessment by the individual authorities. Table 9.11

below summarises the answers of question 28 to illustrate such assessment.

Table 9.11

Frequency of

Assessment of the new changes _ Response %
Better than expected 10 17.5
As expected 42 73.7
Worse than expected 5 8.8
Total responding authorities 57 100.0

Non-responding authorities 9

As Table 9.11 shows, a large majority of the respondents, 73.7%,
were just satisfied with the outcome of their new procedures, and presumably
they achieved their original ekpectations. There were 10 authorities who
considered their accomplishments as better than expected. However, neither
of the two authorities who introduced a PB system was among this group.

On the other hand, only 5 authorities fndicated that they were
diéappointed with the outcome of their new approaches. One of the main
reasons mentioned by one respondent was "expectation far too high at
outset”. Another respondent pointed out that the outcome was worse than

“expected" due to outside influences, particularly the loss of skilled staff
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combined with external constraints”.

To examine the assessment of the respondents in relation to the type

of changes they adopted, Table 9.12 is given below.

Table 9.12

Assessment of various budgetary changes

Type of budgetary changes

Assessment
Sophisticated Simple Total
Freq. % Freq. % Freq. %
Better than expected 2 25.0 12 16.0 14 16.9
As expected , 5 62.5 55 73.3 60 72.3
Worse than expected 1 12.5 8 10.7 9 10.8

Total 8 9.6 75 90.4 83

The above table clearly shows that there was no significant difference
between the two groups of authorities in relation to the assessment of the
new budgetary changes. To test this relationship statistically, the chi
square test is used, bearing in mind that two of the expected va]ues_are in
fact 1es$ than 5. The value of chi square was .48 with 2 degrees of |
freedom, which is not significant at the 5 per cent level. Thus, there was
no evidence that there was a different evaluation between authorities who
introduced sophisticated changes and those who introduced simple ones.

Finally, to conclude this section, it is appropriate to refer back to
question 8 (Appendix A), which reveals the attitude of the responding
authorities, in terms of the type of budgetary changes introduced, towards

the new developments in budgeting in general. The classification of the

answers to question 8 is presented in Table 9.13.
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Table 9.13
Do you think of the new developments in public budgeting (e.g. programme
budgeting (PPBS) and corporate planning as an effective means of improving

the decision-making process in public organisations?

Type of budgetary changes

Sophisticated Simple Total
Freq. % Freq. % Freq. %
Yes 8 100.0 64 75.3 72 77.4
No - - 8 9.4 8 8.6
Don't Know - - 13 15.3 13 14,0
Total 8 8.6 85 91.4 93

As the table shows, all authorities with a PB or corporate planning
systems answered "yes". This positive attitude towards the new developments
is very significant because it came from tﬁose with practical experience
with these new developments.

On the other hand, those authorities who expressed their disagreement
and doubt such approaches came from authorities who adopted some elements
of either approach or some other procedures. Nevertheless, the large

majority of such authorities believed in the value of such developments.

9.3 SUMMARY AND CONCLUDING REMARKS

In this and the previous three chapters, a questionnaire, which had
been sent to a selected number of British local authorities, concerning the
developments of new budgetary prccedurés was introduced and analysed in the
light of some specific hypotheses.

The analysis revealed some interesting and significant points which

could be very valuable to Tocal authorities in particular and indeed

to any public organisation.
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The following points summarise the important findings of these
chapters. '

1. The traditional budgetary procedures in local government are no
longer sufficient for an effective and efficient allocation of resources
and improved procedures are badly needed.

2. A.significant number of local authorities in Britain have
introduced either mino} or major changes in their budgetary procedures
within the last decade. According to the survey, 45.8% of the responding
authorities did reform their budgetary procedures.

3. The vast majority of authorities who had introduced budgetary
changes had chosen to adopt some elements of corporate planning, only a
few of which developed a complete system of PB or corporate planning.

(2 and 6 authorities respectively).

4. The publication of certain government reports on local government,
which has led to the introduction of organisational changes to local govern-
ment in.the’ Tlate 1960'5, has had an obvious influence on the attitude of
local authorities toward the need for a change in the traditidnal resource
allocation process. Ne#erthe]ess, the majority qf local authorities who
adopted new procedures, did so after 1973. Hence, it is safe to assume
that the Bains Report of 1972 should be given most of the credit for such
attitudes. | |

5. A large number of Tocal authorities had been affected by the new
budgetary developments. Of those who had not, a number of reasons were
~given, among them being the problem of size, the shortage of skilled staff,
-the practical difficulties of applying such approaches, and the reform of
Tocal government in 1974 and 1975.

6. British local authorities tended to Houbt the practical value of

PB and seem to prefer a corporate planning approach.

-
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7. The importance of long-term planning for both capital and reﬁenue
expenditure has been realised by the vast majority of local authorities.

8. A significant number of respondents recognised the role of a
sound monitoring process in the planning cycle in addition to its financial
control purpose.

9. The application of a particular approach, e.g. corporate planning,
differs in emphasis frﬁm one authority to another. The aim, however, had
always been the same, that is to achieve the maximum benefits from the
available resources.

10. 1In most cases, the initiative for changes came from the finance
department. In some authorities, however, the proposed changes came from
either the chief executive or the elected members.

11. PB systems as applied in British local government differs in some
aspects, from the original PPB's developed in the USA.

12. Only a few authorities undertook a feasibility study in one
department to test the potential value of the system for the whole
authority. Most of the respondents, however, introduced the system on an
across the board basis.

13. Almost all authorities considered their new budgetary process
as evolutionary (learning process) rather than revolutionary.

14. The reaction of the elected members to the approach has varied
from one authority to another, but in general their attitudes were mainly
positive.

15. As expected, there were a number of authorities which had
introduced changes: in fheir organisational structure and in the ‘accounting
and auditing procedures in order to cope with the new budgetary system.

16. The need of training prograﬁmes to assist the implementation of

the new budgetary changes had been regarded by many authorities as essential

'and successful.
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17. The basic requirements for a sound and effective budgetary
system, as stated by the respondents on the basis of their-experience,
include the support of top management, officers as well as elected members,
the availability of skilled staff to implement the system, the availability.
of adequate and relevant information, the ability to identify the needs and
problems of the community to set the authority's objectives; and the more
effective integration Ef planning with budgeting.(z)

18. The use of special techniques, such as cost-benefit analysis, is
still very limited in local authorities. Moreover, when it is used in
some authorities it is normally restricted to limited areas.

19. It was overwhelmingly agreed that the benefit obtained from the
new changes justified the costs and efforts of implementation. The main
benefits achieved, as outlined by the respondents were: the more efficient
and effective use of resources; emphasis on -long-term planning with more
consideration of future implications of present decisions; and that
objectives and their means of accomplishment were more clearly defined.

20. From the development and implementation of the new changes arose
a number of problems and obstacles which varied from one authority to
another depending on the type of system adopted. Generally, the problems
mentioned by the respondents included, the lack of adequate and relevant
information; fﬁe difficulties in identifying the community's needs and
problems; the shortage of skilled staff; and the lack of support from top
management. According to the respondents some, but not all, of these
problems could be overcome.

- 21. A1l responding authorities expressed their belief in the value of

their new budgetary procedures as a means of improving the decision-making

(2) See Chapter 5
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process. Moreover, they overwhelmingly agreed that their new budgetary
changes have led to a better 1link between planning and budgeting and that
%s the major aim of the PB or corporate planning approach,

In conclusion, it is evident that a new budgetary approach to replace
the traditional system is certainly in demand. The relevant question in
this respect, is not whether or not to modify or replace the traditional
approach but rather, tﬁe type and extent of the changes to be made and
what preparations are necessary for a successful approach.

In the Tight of the questionnaire's findings, a corporate planning
approach has a greater chance of success than a programme budgeting
approach. Of course, the degree of success and effectiveness of such an
approach depends on many factors, internal and external. A sound and
careful preparation taking all factors into account and benefiting from
other experiences should contribute greatly to the success of achieving
the aim of more effective use of scarce resources to obtain the value

for noney.



CHAPTER X
SUMMARY AND CONCLUSION

This stﬁdy is concerned with the role of the. budget:—-as.an
important device for resource allocation in central and local government.

The dnitial endeavpur was to investicgate and examine the basic
theoretical background of the government's role in the national economy
and the part played by the budget as a resource allocation instrument.
This investigation was supported by a questionnaire survey of British
local government to obtain primary information on the attitudes of local
authorities. toward these new budgetary developments and their approach
of introducing, if any, such developments.

It is widely accepted that as government activities grow, the role of
the government becomes more and more important. The evidence of such
increasing importance can be seen in both developed and developing '
countries by examining the size of public expenditure compared to the G.N.P.
in each country. Thus in the United Kingdom, for example, since the
Second World War the government has become more and more powerful by
taking over big industrial enterprises from the private sector.

As a result, the need to improve the traditiona1\approach of budgeting
to cope with the new government responsibility in order to obtain value
~ for money, was recognised by many countries. The extent of budgetary
reform, of course, has varied from one county to another depending on
many factors. The common view for those countries who recognised such
need has been the limited value of the traditional budget as a control
device with its 1imited emphasis on the planning and managemént aspects

of the budget which are very essential for an effective and efficient "

budgetary system.
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Accordingly, attempts have been made to improve the state of the
budgetary process in some developed countries by developing new ideas to
replace the traditional approach. The most obvious developments have been
performance budgeting in the 1950s and PPBS in the 1960s in the U.S.A.

According to the performance budgeting approach, the organisation
should emphasise the efficiency aspects of a given resource. Within a PPB
context, on the other hand, more emphasis is directed toward the output
which is sought to be achieved, i.e. effectiveness. PPB also considers the
efficiency aspects to achieve the two fundamental aims of an organisation,
that is effectiveness and efficiency.

Obviously, a number of difficulties and obstacles could be expected
from the implementation of a PPB system. A major problem has been the lack
of a specific measure of performance in the government departments. The
successful implementation of the system in the U.S. Department of Defence
in the early 1960s suggests that this sophi$ ticated system could improve
the quality of decisions in government departments. Unfortunately, the
new promising budgetary system did not achieve the same positive |
accomplishment in the U.S. civilian agencies. This was due to three major
factors, the characteristics of the American system of government, the way
in which the system was introduced, and the difficulty of applying the
analytical techniques to government programmes mainly because of a shortage
of skilled personnel. As a result, PPBS was officially temminated by the.
federal government in 1971.

Following the unsuccessful experience with PPBS, several government
departments started to look for less sophisticated approaches to improve
their budgetary processes which could suit their own speciaf circums tances
and capabilities. Among those attempts which showed some promising results
were management'by objectives (MBO) and zero-base budgeting;

As for British local government, a literature review together with an
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empirical investigation was carried out to study the new budgetary changes
in local authorities.

The British local authority is in a difficult position because it is
under pressure from two directions, the central government and the local
community. The central government has been, in recent years, the main
source of funds for the Tocal authorities. Indeed, for the past few years
its contribution to 16ca1 government expenditure has reached over 60% of
total expenditure. This contribution can be increased or decreased
according to the policy of the central government. Thus if Whitehall
decides to decrease its share in local government expenditure, as in
fact did happen last year (1976/77), the local authority has either to
raise its own rates or reduce its services to the community. The decision
to chobse between these two alternatives is very difficult indeed.

Although the central government has no legal power to stop the local
authority from increasing its current expenditure because the latter can
raise its rates to whatever level it desires(T), it can exhort the local
authority to'contro1 its expenditure through, for example, cash limit
control. Also, the central government does have the power to control
capital expenditure.

Although Tocal authorities have the power to increase the rates, many
are usually reluctant to do so because of a variety of reasons, among these
is the political consideration. \

Thus the local authority, who is always under pressure to providé a
better service for the community, has to seek ways in which to improve its
efficiency andleffectiveness. One obvious and significant area of

improvement is the budgetary process through which the resources are

allocated.

(1) As a matter of fact the GLC trebled their Eates from 5.81p to 1
from 1973/74 to 1975/76 SR -2
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Therefore, attempts have been made to improve the budgetary system in
some local authorities. The approach of course varied from one authority
to another, but the aim has been always the same; to have more effective
budgetary procedures. Such efforts include major as well as minor changes
to the existing budgetary process.

It is.generally accepted that for administrative purposes, sucH as
controlling expendituré, statistical evidence and calculating the appropriéte
rates, the traditional budget has been sufficient. For allocation decisions,
however, it is not an effective tool. Thus, it is not wise to abolish the
traditional budget completely, rather much of it should be retained for
administrative purposes.

It is well known that a basic deficiency in the financial system in
local authorifies is the missing link between budgeting and planning.
Traditionally, more emphasis has been placed on the control aspects with
1ittle attention to the financial planning aspects. At the present time
more and more concern is being given to this essential process. However,
in some cases such attention has been over emphasised at the expense of
performing the necessary financial control. Therefore, each of these
functions should be performed with the maximum coordination between the
people concerned.

For that reason it has been suggested that the department of finance
might be divided into two major units both of which would be under the
director of the department. The first would be responsible for the
traditional accountability and control function. The second unit would be
responsible for collecting, organising, analysing and presenting the
relevant and required financial information and data which would include
various financial plans.to assist both officers and members in making their
decisions. Of course these two units should work closely together and be

‘in coordination and hgrmony under the guidance and supervision of the
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director of finance. By establishing these two separate but closely related
units, the two essential functions would be carried out on an equal basis.

Another very important aspect, and an area where the local government
is still relatively weak, is the monitoring process. The local authority
needs to monitor performance against a specific goal but the absence of
defined long-term objectives make such a function difficult to performn.

One of the main reasoné for that is the nature of the local authority

where the policy makers are the members who are elected by the local people.
Politicians are usually reluctant to commit themselves to long-term
objectives for obvious reasons. They have fo respond to different groupings
of local power interests. Obviously, the mofe powerful group will tend to
get beﬁter services than the less powerful lobby.

Programme budgeting and corporate planning as applied by local
government introduces several new problems associated with the system as a
whole. These, which are common to any organisation that implements such
a system, are often compounded by the problems resulting from the nature and
structure of local government in this country.

The problems related to these type of apprdaches include the need to
measure output and to relate it to input, withlconsideration of all the
possible courses of action, which requires some advanced analytical
techniques. This 1mportant feature of a PB system and to a lesser extent
a corporate planning approach is very difficult to carry out due to the
normal shortage of skills in government agencies on one hand, and the
considerable difficulty in measuring serviéés output in these agencies.
Moreover, these management systems require the identification of the
organisation's Tong-term aims and objectives. In a government organisation
it is usually very difficult to identify its objectives specifically and on

a long-term basis because of the nature of government activities and the

‘effect of po]iticai constraints., v
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In addition to those difficulties mentioned above and which are
universally encountered througﬁout the world the nature and the
administrative system of the British local authbrity produces more specific -
problems which reduce the effectiveness of the new budgetary procedures such
as programme budgeting and corporate planning.

The ‘existance of dualism in the power hierachy of the local authority,
members and officers,lhas resulted in some problems in the local authorities.
For instance, departmental officers are partly responsible to the Chief
Executive but also to the members as well. Such sharing of responsibilities
might create some confrontation and affect the quality of work. Moreover, as
mentioned earlier, members as politicians are usually reluctant to commit
themselves to long-term objectives which are very essential for planning and
monitoring the affairs of the authority.

‘Furthermore, local authorities lack the required motivation which is
necessary to attract talented and qualified personnel to work in Tocal
government. Such skills are needed to carry the responsibilities of taking
the initiative and making sensitive and difficult decisions. The local
authority needs the sort of people who are prepared and able to deal with
the politicians, who in fact have the final word in directing the affairs
of the authority and in many cases are composed of so many different views
and beliefs. This political power could change from time to time and
associated with it will be the inevitable policy changes. The changing of
political control from, for example, Labour to Conservative might bring
with it dramatic changes in the policies which are already being carried
out by the officers.

It is appropriate to mention here that external assistance in the
form of_consu1tancy_firms are usually ineffectivelbecauée-peop]e from
outside local government are not familiar with its nature and environment.

. Thus, their contributions have been in most cases of 1limited importance.
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A good example was the case of the City of Liverpool which sought the
advice of a consultancy firm but the recommendations were found to be
unworkable.

Another Timitation in the local government system is the fact that
the local authority is set up to-achieve specific goals. As one local
government- official commented, "the local authority is not constructed as
‘a thinking organisatidn but as a doing organisation". This non-thinking
character must be recognised in order to evaluate the extent of power
and activities that authorities exercise. The issue of grammar and
comprehensive schools might be given here to illustrate the 1limited power
of the local authority. Several local authorities which are controlled
by the Conservatives still insist on providing the local communities with
grammar schools. Since the Labour Government's policy is to replace all
grammar schools by comprehensives the Secretary of Education has instructed
all those authorities with grammar schooTs to replace them within a specific
period of time. Local authorities have to carry out such instructions
and have no power to refuse them. They are trying to delay the implementation
as long as possible in the hope that a change in the government, to the
conservative party,will lead to a change in the legislation.

The questionnaire.comPTeted by respondents included interesting and
valuable information on the budgetary development in local governﬁent. The
questionnaire. was sent to 50% of the total local authority population (521},
however, the rate of response was 55% or about 28% of total popﬁ]ation.

The majority of respondents, 78 (54%), did not introduce any changes
to their budgetary procedures for a variety of reasons such as the size of
the authority is too small, satisfaction with the traditional approach,
lack of time since the reorganisation of local government, and the shortage
of qualified personnel to implement the new budgetary procedures.

The survey also revealed that there was a statistically significant
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difference between English authorities and Scottish and Welsh authorities
concerning the introduction of new budgetary changes, that is to say more
English authorities introduced new budgetary changes than the rest. This
might be due to the possibility that resources, in terms of money and staff,
are more in English authorities than in Scottish and Welsh authorities.

Furthermore, the size of an authofity has a considerable effect on the
decision whether to 1n£roduce new budgetary changes. The survey has
supported this view statistically where there was a significant relationship
between the size of the authority and the introduction of new budgetary
procedures. The majority of authorities who developed new changes came
from large and medium sized authorities and few were in fact small
authorities.

As for the effect of the political control on the introduction of new
changes, the survey revealed that there was no statistical]y significant
relationship between the nature of the political power in office, e.qg.
Conservative, Labour etc., and the introduction of the new budgetary
procedures in the organisation. '

66 (46%) of the respondents introduced either minor or major changes
to their budgetary procedures. The vast majority, however, introduced
only minor changes, i.e. some elements of either corporate planning or
programme budgeting and other minor chénges. There were only 7 authorities
who introduced major changes, that is a complete system of corporate
planning or a complete system of PB. Such a small sample, no doubt,
reduced the value of the information presented in the analysis of the
questionnaire. Thus, it is safe to assume that more conclusive results
could have been obtained if the number of authorities who introduced major
changes was greater. |

Nevertheless, it should be borne in mind that even if.all the British

“local authorities participated in the survey, the number of authorities who
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introduced major changes still could be small. This conclusion was reached
on the basis of the knowledge obtained from the review of the relevant
literature.

It is important to mention that the majority of those authorities who
did not introduce any changes indicated their intention, if they get the
opportunity, to develop corporate planning and only a few mentioned
programme budgeting a§ a possible future development. Further, some of
the respondents who agreed on the effectiveness of the new budgetary
developments restricted their answers to corporate planning and not PB.

Such findings indicate, no doubt, the cautious attitude of local authorities
toward programme budgeting and their strong faith in corporate planning
as an effective approach for better resource allocation.

In order to have a successful budgetary system, certain requirements
should be met. Those mentioned by the responding authorities as basic
requirements included the support of top management, officers and members,
the availability of skilled staff to implement the system, the availability
of adequate and relevant information, the ability to identify the needs
and problems of the community, and the more effective integration of
planning with budgeting.

As expected, the respondents have mentioned a number of problems which
arose. from the implementation of the new budgetary changes. The basic ones
included the difficulty in identifying the community's needs and problems,
the shortage in qualified personnel, and the lack of relevant information
and data. Although one or more of such problems existed in all authorities,
all respondents expressed their belief in their new budgetary procedures as
a means of improving the quality of allocation decisions. |

Experience suggests that the installation of a new budgetary system
is neither impossible nor easy and there will be a better chance of success

_1f the 1ikely probiems are identified and ana1ysed in order to find possible
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ways and means to overcome them on a continuous and systematic basis.
It is hoped that the information obtained from the questionnaire and
from the review of the literature in this study would expedite future

attempts to develop new budgetary ideas.
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THE UNIVERSITY
OF ASTON
MANAGEMENT CENTRE

Mapie House, 168 Corporation Street, Birmingham B4 6TE
Telephone:021.3593611Ex 6107

EW Davis
Lloyds Bank Professor of Business Finance
Head of Finance and Accounting Group

-

MC/EWD/JED

| am writing to ask for your help on a2 research project which Is
currently in progress at the Unlversity of Aston Management Centre.
My colleague Mr Bait=el=Mal and myself are engaged on research Into
changes In planning procedures employed by local authorities In
Britain. In particular we are Interested in the adoption of
programme budgeting (PPBS) and/or corporate ‘planning techniques by
various authorities in the past few years. We realise however that
only a few authorities have used such techniques and in the same way
have only done so to & limited extent.

We have constructed 2 questionnaire which we think will enable us to
obtain the Information we want. | appreciate that you and your
colleagues are busy men and that In todays circumstances resources
available to you are severely constrained. |t would however be of
tremendous help to us and, ! feel, to society's apprecliation of the
value of some of these systems to the public sector if you are able
to fill in the enclosed questionnaire., Could you please therefore
return the questionnaire even if you are unable to complete part of
It. |If you feel that you would prefer to discuss the issue involved
In person then we may well be able fo arrange to vislt you,

Any publications on this subject and financla| matters in general which
you have and think may be useful we would be pleased to recelve.

Yours sincerely

Edward W Davis

Enc
Telex 336997
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THE UNIVERSITY
OF ASTON |
MANAGEMENT CENTRE

PROGRAMME BUDGET ING AND CORPORATE PLANNING IN LOCAL AUTHORITIES
PART ONE

TO BE COMPLETED BY ALL AUTHORITIES

Please tick appropriate box(s)

|. Have you introduced any changes in the traditional budgetary system in your
organisation?

[:: Yes

No

1f Yes, what kind of changes?

An integrated system of corporate planning

An integrated system of programme budgeting (PPBS)

Some elements of corporate planning

Some elements of programme budgeting (PPBS)

Others (please state)

2. Has the introduction of organisational changes In local government during the
1960s affected the budgetary system in your organisation?

Yes

No

It Yes, how?

By Introducing a new budgetary system

By looking, in greater depth, at the future implications of present
decisions through long=range planning,

By emphaslsing the necessi+y of linking planning with budgeting

By adopting more effective and efficient means for utilising the
organisation's resources

By giving more consideration to the needs of the CcmmuntTy and the.
organisation's objectives

Others (please state)
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3. Has your budgetary system been affected by the new developments in public
budgeting (eg programme budgeting (PPBS) and corporate planning) or is i¥
still a traditional one?

'::] Yes, it has been affected

No, it has not been affected

if No, why?

[::] Because our organisation is too small to adopt such systems

Because of the shortage of skilled staff in our organisation

Because the beneflit from these systems does not justify the efforts and
costs of developing such systems

[:] Because these systems are too difficult to be implemented and there
are doubts abouT their- operation in practice

Because the results from the appllcation of these systems in other
organisations are not encouraging

Others (please state)

4. |f the answer to question (3) Is No, do you intend to introduce any developments
in tThe future?

Yes

No

|¥ the above answer is Yes, what type of development?

Programme budgeting (PPBS)

Corporate planning

Others (please state)

5. a. Do you have a separate forward planning unit in your organisation?

Yes

No

b. What is the maximum length of the period over which you engage In long=-range
planning?

T e

€. Do you have a2 separate capital budget and revenue budget?

Yes

No
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6. Do you plan long-range revenue expenditures for several years ahead?

Yes ’

No

[f Yes, for how long?

L

7. Do you measure actual annual results for the sake of evaluating and formulating
long-term plans?

Yes

No

8. a. Do you think of the new developments in public budgeting (eg programme
budgeting (PPBS) and corporaTe planning) as an effective means of lmproving
the decision-making process in public organisations?

D Yes
D No

Don't know

b. On what basis did you establish your opinion in answering question 8.a?

From the experience of our organisation

From personal experience in other orgenisations

[:] From knowledge of experience of other organisations who have implemented
such systems

From the reading of the relevant literature

Others (please state)
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PART TWO

TO BE COMPLETED BY AUTHORITIES WHO HAVE
INTRODUCED CHANGES IN THE BUDGETARY SYSTEM

Please tick appropriate box(s)

9. What are the main components of the present system?

O
O

The determination of problems and needs of the community and the setting
of major cbjectives of the organisation

The analysis and evaluation of alternative courses of action to select the
best possible ones to accemplish the stated objectives -

The formulation of one integrated long-term plan for the organisation
and the 2llocation of resources that are likely to be available in
several years fto come

The formulation of next year's detailed budget on the basis of the long-
term plan

The evaluation of each year's achievements (monitoring) to check whether
the objectives are being accomplished and to provide feedback

Others (please state)

10. a. When did you Introduce the new system?

2 (Year)

b. How long, from your experience, does it fake to develop a complete system
such as yours?

——  (MoOnths)

t1. Why did you introduce such a system?

Because it Is more effective and efficlient In allocating scarce
resources to satisfy growing communlty needs

Because it has been introduced in other public organisations

Because of the introduction of organisational changes In local government
during the 1960s :

Because of changes in the majority political party
Because of changes in top management

Others (please state)
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From where did the initiative come?

The elected members

[:] The chief executive

[:] The treasury department

Others (please state)

LA

If you have adop?ed a programme budgeting approach, did you make any modlfication
to the original system of PPBS developed in the USA?

Yes

DNO

a. Was the new system introduced in all operations and services departments,
ie across-the-board, or gradually in some departments to be extended over
a period of years?

[:] Across-the=-board

D Gradually

b. If It was introduced in some departments, has- iT been extended to all
departments by now?

Yes

DNO

In which areas does the new system seem toc work easily?

Education Health
'“1 Housing Transportation
D Social Services Public protection
Others (please state)

How would you describe the reaction of the elected members to the new system?

Positive

Indl fferent

Negative
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I7. Before introducing the system:
a. What changes in the organisational structure did you make?

[::] Establishing a separate department responsible for the operation of the
system

Establishing a central coordinating unit in which all departments were
represented ’

[::] Estab lishing programme boards

[:] Others (please state)

None

O

b. What specialised staff did you need?

Economist(s)

Cost accountant(s)

Systems analyst(s)
Statlistician(s)

Others (please state)

I T

None

¢. Did you undertake a feasibility study?

D Yes
D No

If Yes, In which department and for how long?

(Dept)

— (Months)

d. Did you introduce any fraining schemes?

Cl Yes
I:I No

It Yes, what did they include?

Holdi
olding regular meetings with the staff to explain the aims of the new
system and 1ts method of operation

(continued)
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17. ¢. (continued)

Distributing printed material to explain the aims of the system and its
operation

Inviting expert(s) from outside to give seminars to the staff
Operating a short training course in the organisation
Sending staff to atfend short courses in academic institutions

Others (please state)

Oooo O

Do you think such schemes were sufficient?
Yes

No

oo e

|18. For the introduction and cperation of the new system, have you émplcyed an
outside consultancy firm?

Yes

No

L]

19. What type of information and data are required by the new system which were
not previously needed?

Cost data

Economic and social data

.Financial position statements

Special analytic studies including effectiveness indicators

Progress reporting

DO0O0

Others (please state)

20, Have you introduced any changes in the accounting and auditing procedures as 2
result of the introduction of the new system?

g

No

| ¥ Yes, what changes?

[:] Adopting the cost and management accounting system to achieve improved
efficiency

[::] Uslng-effeCTiveness auditing, e to see how effective the organisation has
been in achleving its objectives

(continued)
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23.

24,
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{continued)

D Using accrual accounting rather than cash accounting

D Establishing a new computerised accounting system

D Furnishing accounting reports on the basls of programmes in addition to
the traditiconal reports produced by departments

Others (please §‘1'a1'e)

Do you think that the infroduction of the new system in your organisation has
resulted in a closer link between planning and budgeting?

Yes
a -

Has the introduction of the new system in your organisation been a revolutionary
process or an evolutionary process?

Revoluticnary

D Evolutionary

Which technique(s) are you using fo measure the output of the authority's
services?

D Cost-benefit analysis
D Cost-effectiveness analysis

D Others (please state)

D None

From your experience with the new system:

a. What are the mgjor problems that you have been faced with in the implementation
of the new system?

The lack of support from top management

The lack of support from slected members.

.

The shortage of skilled personnel

(continued)
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a. (continued)

D The lack of adequate and relevant data

The difficulty of applying analytical techniques to social services

™1 The difficulty of identifying the public problems and needs and setting
bd the organisation's objectives

Others (please state)

b. Do you think some or all of these problems can be ovaercome?

Yes

No

If Yes, how?

j By obtaining the support of fop management

By develeoping training programmes

E By developing an effective system of information and improving the
accounting procedures

By benefiting from our experiences of implementing the system as well
as experiences of other organisations

Others (please state)

Have some or all of the problems mentioned in question 24 led to:

a. Abandonment of the system?

D Yes
D No
b. Modification of the system?
D Yes
D No
c. Examination of/switching to an alternative budgetary system?
D Yes
D No.
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26. a. What are the main beneflts cbtained so far from the Introducticn of the
system?

Putting more emphasis on communify problems and needs

Defining more clearly objectives sought and means for their accomplishment

Emphasising long-term planning and the prediztion of the future impliications
of present decisions

Leading to more efficient and effective use of resources available In the
organisation

[:] Putting more emphaslis on the Iinput-output relationship

Others (please state)

b. Do you consider that the benefits obtained justify the efforts and the costs
of impliementing the system?

::] Yes

No.

27. From your experience, what are the basic requi rements which are needed to make
+he system an effective one? _ ~

[::] The support of top management

The availability of skilled staff

The availabllity of adequate information and data

The ability to relate inputs to outputs in 2 meaningful way

The ability fto identify public needs and to set the organisation objectives

Others (please state)

28, What is your assessment of the current state of the system in your organisation?

Better than expected

As expected

Worse than expected

29. In your opinion and as 2 result of the Implementation of the new system In your

organisation, do you conslider it worth while t¢ introduce the new system in a
Public organisation in order to improve the declslon-making process?

O v

No

MBEM/JED
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APPENDIX B

Names of the Local Authorities Included

in the Random Sample which Represents

50% of Total Local Authorities in Great Britain*

English Metropolitan Counties:

A.-’.
A.2.

Greater Manchester

Merseyside

English Metropolitan Districts:

B.1.
*B.2:
*B.

B.
*B.
*B.

B.7.
B.8.

Ww 00 N OO0 ;W™

*B.

Birmingham
Bolton
Bury

Calderdale

Coventry
Doncaster
Gateshead
Kirkless

Knowsley

English Non-Metropolitan Counties:

*C.1.
*C. 2,
*C.3.
*C.4.

C.5.
C.6.
*C.7.

Avon
Bedfordshire
Cambridgeshire
Cornwall
Cumbria
Derbyshire

Devon

- *(Authorities which have responded
~.are prefixed by a *)

*A.3. West Midlands
*B.10. Manchester

B.11. Rotherham

B.12. Salford
*B.13. Sefton

B.14. Sheffield
*B.15. Sunderland
*B.16. Tameside
B.17. Wakefield
*B.18. MWigan

C.8. East Sussex
*C.9. Gloucestershire

*C.10. Hereford and Worcester

C.11. Hertfordshire
*C,.12. Humberside
*C.13. Kent

C.14. Lancashire

~ (continued)
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English Non-Metropolitan Counties: (continued)

*C.15. Leicestershire *C.18. Salop
*C.16. Norfolk *C.19. Suffolk
*C.17. Nottinghamshire *C.20. Wiltshire

English Non-Metropolitan Districts:

D.1. Ashfield *D.24. Dartford
D.2. Basildon *D.25. Derby
D.3. Bath City *D.26. Dover
*D.4. Blackpool *D.27. Eastbourne
*D.5. Boothferry *D.28. East Devon
*D.6. Boston D.29. East Hampshire
D.7. Bridgnorth *D.30. East Herefordshire
*D.8. Brighton *D.31. East Lindsey
*D.9. Bristol City *D.32. East Staffordshire
*D.10. Burnley D.33. Eden
*D.11. Cambridge City *D.34. Elmbridge
*D.12. Cannock Chase . *D.35, Exeter City
D.13. Carlisle City D.36. Fenland
D.14. Castle Point *D.37 Forest Heath
D.15. Cheltenham . *D.38. Fylde
*D.16. Chester City D.39. Glanford
D.17. Chesterfield D.40. Gloucester City
*D.18. Chichester ' | D.41. Gosport
D.19. Chiltern *D.42. Gravesham
D.20. Corby - *D.43. Great Yarmouth
D.21. Craven | *D.44. Grémeyl
*D.22. Dacorum D45 Halton

*D.23. Darlington D.46. Hambleton

(continued)
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D.47.
*D.48.
*D.49.,
*D,50,
D.51: -
*D.52.
D.53.
D.54.
*D., 55,
*D.56.
D.57.
*D.58.
*D,59.
*D.60.
*D.61.
D.62.
D.63.
*D.64.
D.65.
D.66.
D.67.
D.68.
*D.69.
© p.70.
*D.71.
*D.72.
D.73.
D.74.
%D, 75.

Hart

Hove

Ipswich

Kerrier

Kingston upon Hull City
Kingswood.
Lancaster City
Lichfield

Lincoln City

Maldon

Mansfie]ﬁ

Melton

Middlesbrough

Newark

Newbury
Newcastle-under-Lyme
Northavon
Northampton

North Cornwall

North Devon

North Dorset

North Herefordshife
North Norfolk

North Warwickshire
North West Leicestershire
North Wiltshire
Norwich City
Nottinghaﬁ City

Nuneaton

(continued)
D.76. Oswestry
*D.77. . Oxford City
D.78. Pendle
D.79. Peterborough City
*D.80. Plymouth City
D.81. .Poo1e
*D.82. Portsmouth City
*D.83. Preston
D.84. Reading
*D.85. Redditch
D.86. Ribble Valley
*D.87. Richmondshire
D.88. Rochford
D.89. Rother
*D.90. Rugby
*D.91. " Rushmoor
D.92. Rutland
*D.93. Salisbury
U.94. Scarborough
*D.95. Scunthorpe
*D.96. Selby
D.97. Shepway
*D.98. Shrewsbury and Atcham
D.99. Slough
D.100. Soﬁthampton City
D.101. South Cambridgeshire
D.102. South Derbyshire
- *D.103. Southend-on-Sea
- *D.104. South Herefordshire

(continued)
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D. English Non—Metropo]itaﬁ Districts: (continued)

D.105. South Holland *D.127. Tiverton
*D.106. South Lakeland D.128. Torbay
D.107. South Norfolk D.129. Tunbridge Wells
5.108. South Ribble D.130. Vale of White Horse
' D.109.' .South Wight *D.131. Vale Royal
D.110. Stafford D.132. Wansbeck
D.111. Stevenage D.133. HWarrington
D.112. Stockton-on-Tees D.134. Watford
*D.113. Stoke-on-Trent City *D.135. Waverley
D.114. Stratford-on-Avon D.136. Wealden
D.115. Stroud *D.137. Wear Valley
D.116. Surrey Heath *D.138. Welwyn Hatfield
*D,117. Swale *D.139. West Derbyshire
*D.118. Tamworth D.140. West Devon |
D.119. Taunton Deane *D.141. West Lindsey
*D,120. Teesdale : D.142. Winchester City
*D.121. Tendring *D.143. Windsor and Maidenhead
D.IZZL Test Valley D.144, Woodspring
*D.123. Thamesdown D.145. Worcester City
D.124. Thanet D.146. Wycombe
*D.125. Three Rivers D.147. MWyre
*D.126. Thurrock D.148. York City

E. Greater London Authorities:

*£.1. G.L.C. E.5. Camden
E.2. Barking *E.6. Hackney

. *E.3. Barnet . *E.7. Hammersmith
E.4. Brent - *E.8. Haringey

(continued)
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Greater London Authorities: (continued)

E.9. Harrow - E.14. Richmond upon Thames
*E.10. Hillington E.15. Tower Hamlets
E.11. Islington E.16. Wandsworth

*E,12. Kensington and Chelsea Royal *E.17. Westminster
*E.13: -Lambeth

Welsh Counties:

C*FLT. Gwent *F.3. Powys

F.2. Mid Glamorgan F.4. West Glamorgan

Welsh Districts:

*G.1. Alyn and Deeside *G.11. Montgomery
*G.2. Arfon *G.12. Newport
G.3. Cardiff City G.13. Preseli
*G.4. Colwyn G.14. Rhondda
*G.E; Cynon Valley G.15. Rhymney Valley
*G,6. Dwyfor G.16. South Pembrokshire
*G.7. Glyndwr G.17. Taff-Ely
*G.8. Llanelli _ *G.18. Torfaen
*G.9. LTiw Valley *G.19. Wrexham Maelor

*G.10. Monmouth

Scottish Regions and Islands:

*H.1. Fife ' *H.4. Lothian
*H.2. Grampian . *Y.5, Orkney
*H.3. Highland H.6. Tayside



Scottish Districts

*1.1.
*1.
*I.
*I.
*I.

I.

= W™

(4]

*1.7.

*1.

I.
.10.
11.
.12.

*1

I.

I

I.
*1.

v 00 N O

13.

14, Glasgow City

Angus

Berwickshire

Clydebank

Cumbernauld

¢ . Cumingham

Dumbarton |
Dundee City

East Kilbridge
East Lothian

Eastwood

Edinburgh City

277

Ettrick and Lauderdale

Falkirk

*1.15.

I.17.
I.18.

I.20.

*1.22.
I.23.
*1.24.
*1.25.
1.26.
*1.27.

Gordon
Hamilton
Inverclyde
Kirkcaldy
Lanark
Midlothian
Monklands
Motherwell
Renfrew
Stewartry
Stirling
Tweeddale

Higtbwn
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APPENDIX C

Selected Statistical Tables on the Questionnaire

Table C.1

Selecting the Size of the Sample

; . Sample Size
Type and Region Population (50% of population)

ENGLAND:

Metropolitan Counties 6 3

Metropolitan Districts 36 18

Non-Metropolitan Counties 39 20

Non-Metropolitan Districts 296 148

Greater London Authorities 34 17
TOTAL 411 206

WALES:

Counties 8 4

Districts 37 19
TOTAL 45 . 23.

SCOTLAND:

Regions and Islands 12 6

Districts 53 _ 27
TOTAL 65 - 33

GRAND TOTAL 521 262
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Table C.2
Breakdown of Response by Type and

Location of Authority

. Returns
< . Total Total
Type and Region as
Sent Returned % of total
ENGLAND: _
Metropolitan Counties 3 1 33.3
Metropolitan Districts 18 10 55.6
Non-Metropolitan Counties 20 15 75.0
- Non-Metropolitan Districts 148 73 49.3
Greater London Authorities 17 9 52.9
TOTAL 206 108 52.4
WALES: _
Counties 4 2 50.0
Districts 19 13 68.4
TOTAL 23 15 65.2
SCOTLAND:
Regions and Islands 6 5 83.3
Districts . 27 16 59.3
TOTAL 33 21 63.6

GRAND TOTAL 262 144 55.0
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Table C.3
Action taken by Authorities contacted

during the Survey

Questionnaire completed in full
Questionnaire completed in part
Total authorities completed the questionnaire

Questionnaire not completed but a reason given by
a letter:

Pressure of work and staff's shortage
Objection to the questionnaire's style

The authority is a new one

No benefit would be obtained from answering
the questionnaire as a result from the
authority's situation

Other reasons

Total authorities responding

Authorities contacted who did not reépond

Total authorities contacted during survey

No. of g
Authorities
138 52.7
6 2.3
144 55.0
.5
4
4
3
2
162 61.9
100 - 38.1 -
262 100.0




Breakdown of the responding authorities according to type

and location and in relation to the introduction of new

28]

Table C.4

budgetary changes

- Authorities Authorities
Type and Region with without Total
budgetary changes budgetary changes

Metropolitan _

Counties 1 (1.5) 1 (0.7)

Metropolitan

Distr) cts 6 (9.1) 4 (5.1) 10 (7.0)

Non-Metropolitan
% Counlas 12 (18.2) g (3.8) 15 (10.4)
@ Non-Metropolitan
i 31 (47.0) 42 (53.8) 73 (50.7)

Greater London

ithortias 8 (12.7) 1 (1.3) 9 (6.2)

" sub-total 58 (87.9) 50  (64.1) 108 (75.0)

Counties - 2 (2.6) 2 (1.4)
i3 Districts 2 (3.1) 11 (14.1) 13 (9.0)
=
= sub-total 2 (3.1) 13 (16.7) 15 (10.4)
o Regions and Islands 3 (4.5) 2 (2.6) 5 (3.5)
%Distf“icts 3 (4.5) 13 (16.7) 16 (11.1)
b sub-total 6 (9.0) 15 (19.2) 21 (14.6)

TOTAL 66 (45.8) 78 (54.2) 144

(Figures. in brackets are percentages)
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Table C.5
Breakdown of the authorities according to
their rateable value in relation to the

introduction of new budgetary changes

Rateable Value* ' Have you introduced new budgetary changes?
(£M) YES NO

Total

No. Co. % Row % No. Col. % Row % ~ No. %

Less than 10 11 16.6 19.0 47 60.3 81.0 58 40.3

10 - 37 56.1 57.8 27 34.6 42.2 64 44.4

50 - 18 27.3 81.8 4 5.1 18.2 22 15.3
Total 66 45.8 78 54.2 144

Chi Square = 32.05 which is significant at .01 per cent level

Table C.6
Type of budgetary changes 1in

relation to size of authority

Authorities size Type of budgetary changes Total
*
(rateable value) Simple Sophisticated
Freq. % Freq. % Freq. %
Small _ 15 17.6 - - 15 16.1°
Medium and large 70 82.4 8 100.0 = 78 83.9
Total - 85 91.4 8 8.6 93

Fisher Exact Probability = 0.23 which is not.significant

* From Municipal Year Book, 1976
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APPENDIX D
Extract from the Capital and Revenue Estimates

of the Greater London Council, 1971-72

Arts and Recreation Committee

Capital: 1971-72  1970-71 Difference
£ (original)
£ £ £

Parks and open spaces:
Expendi ture
A. Provision for new open spaces
1. Acquisition
Parks and open spaces 70,000 445,000 -375,000

Thames-Action projects 5,000 - 5,000
2. Layout
Parks and open spaces
including Thames-Action
projects 165,000 275,000 -110,000
B. Major Improvements
Parks and open spaces _ 30,000 45,000 -15,000
Crystal Palace national
recreation centre 20,000 - +20,000
Alexandra Park and Palace 90,000 80,000 +10,000!
C. Green Belt Contribution 25,000 - +25,000
Total 400,000 850,000 -450,000
Provisional allocation from the
Policy and Resources Committee's
Reserve for new developments fore-
seen 300,000 50,000 +250,000
Total expenditure 700,000 900,000 -200,000
Revenue: Gross | £ Net

Expenditure Income Expenditure
Summary of Estimates: :

Parks and open spaces 3,487,000 433,000 3,054,000
Green Belt , 205,000 74,000 . 131,000
Alexandra Park and Palace 486,000 293,000 193,000
South Bank and Crystal Palace 335,000 40,000 296,000
Smallholdings 55,500 56,000 500
Royal Festival Hall 883,000 598,000 285,000
Support of the Arts 700,000 - 700,000
The Iveagh Bequest and Marble

Hi11 House . ' 108,000 15,000 93,500

6,261,000 1,509,000 4,752,000

(continued)
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(continued)

Estimates
Parks and Open Spaces: 1970-71 Actual
1971-72 (original) Difference 1969-70
£ £ £ £
Expendi ture '
A. Staff 1,626,000 2,552,000 926,000 2,333,940
B. Land and buildings
| 1. Repairs and -
maintenance . 156,000 245,000 -89,000 277,432
2. Alterations and
improvements 15,000 11,000 +4,000 46,271
3. Fuel, Tlight,
cleaning and water 96,000 136,000 -40,000 140,571
4. Rent, rates and
insurance 19,000 53,000 -34,000 44,963
5. Other expenses 4,000 7,000 -3,000 117,827
C. Supplies and services
1. Equipment and tools 36,000 44,000 -8,000 56,287
2. Materials and
provisions 161,000 226,000 -65,000 205,409
3. Other services 1,000 32,000 -31,000 17,626
D. Transport and mobile
plant 107,000 121,500 -14,500 143,137
E. Special activities
1. Entertainment and :
sports 117,000 106,000 +11,000 90,440
2. Playparks 69,000 125,000 -56 ,000 129,880
3. Deck chair service 2,000 5,500 -3,560 4,350
4. Greenwich Pier 16,000 15,000 +1,000 13,768
5. Crystal Palace -
catering - - - 4,048
F. Office expenses 36,000 33,000 +3,000 30,931
Total of Committee's
expendi ture 2,461,000 3,712,000 -1,251,000 3,567,880
Allocation from other
Commi ttees _
Administration charges .
Staff in parks dept 385,000 328,000 +57,000 308,933
Staff in other depts 212,000 203,000 +9,000 204,475
Central administrative :
offices 65,000 56 ,000 +9,000 57,858
0ffice charges 60,000 49,000 +11,000 46,078
Superannuation Fund - _ ' .
deficiency contribution,etc 47,000 58,000 -11,000 - 54,079
Maintenance of properties . - :
. by Housing Committee 8,000 14,000 -6,000

18,964




285

F. Office expenses (continued)

Maintenance of properties
by Environmental Planning

Committee

General Purposes Committee

publicity and information

Debt charges

Less: charges to other
Committees

Net charges from other
Commi ttees

Total estimate

Provisional allocation
from the Policy and -
Resources Committee's
reserve for new
development foreseen

Gross expenditure

Income

Open air entertainment
Games and Championships
Swimming
Children's Zoos
Refreshment and other
licences
Rents and wayleaves
Crystal Palace

Catering

Investment income
Deck chair service
Recoverable expenditure
Exchequer grant
Miscellaneous income

Total of Committee's
income -

Less: income due to
other committees
Total income

Net Expenditure .

8,000 19,000 -11,000 22,654
36,000 35,000 +1,000 34,405
233,000 948,000 -715,000 839,956
1,054,000 1,710,000 -656,000 1,587,402
61,000 55,000 +6,000 54,193
993,000 1,655,000 -662,000 1,533,209
3,454,000 5,367,000 -1,913,000 5,101,089
33,000 . 40,000 -7,000 -
/3,487,000 5,407,000 -1,920,000 5,101,089
156,560 123,000 +33,500 106,418
144,000 200,000 -56,000 204,056
8,000 25,000 -17,000 32,862
13,000 8,000 +5,000 8,833
11,500 - 17,500 -6,000 16,324
39,000 107,000 -68,000 113,687
- - - . 5,015
15,000 13,500 +1,500 13,040
1,500 8,000 -6,500 - 7,730
14,000 17,000 -3,000 33,920
15,000 15,000 - 10,874
16,560 11,000 +5,560 36,726
434,000 545,000 ~111,000 589,485
1,000 1,000 - . -
433,000 544,000 -111,000 589,485
3,054,000 4,863,000 ~-1,809,000 4,511,604
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APPENDIX E
Extract from the Programme

Budget of the Greater London Council,

1973/74 and Projections to 1978/79

A. Arts and Recreation Programme Group

Objective: To create a richer environment by providing, improving
and encouraging investment and participation in the
opportunities available for the use of leisure time.

(£'000)

Budget Projections
Budget 1973/74 74/75 75/76  76/77 77/78
912{13
CAPITAL
Expenditure
1,225 A.1 Recreation 2,358 1,780 1,715 1,670 1,810
1,850 A.2 Culture 1,377 490 170 20 150
A.3 Enrichment of the
125 Environment 185 235 235 235 235
3,200 2,920 2,505 2,120 1,925 2,195
Loans : :
250 A.1 Recreation 250 250 250 250 250
REVENUE
Expenditure
5,978 A.1 Recreation 6,580 7,075 7,445 7,840 8,235
2,591 A.2 Culture ) 3,001 3,375 3,565 3,590 3,645
A.3 Enrichment of the
1,004 Environment 1,351 1,365 1,365 1,410 1,435
9,573 10,932 11,815 12,400 12,840 13,315
Income
937 A.1 Recreation 937 965 985 1,010 1,020
764 . A.2 Culture 811 760 810 810 810
, A.3 Enrichment of the
204 | Environment 193 200 205 205 205
1,905 1,941 1,925 2,000 2,025 2,035
| Ne% Expenditure _
5,041 A.1 Recreation 5,643 6,110 6,460 6,830 7,215
1,827 A.2 Culture 2,190 2,61 "7 ; :
A.3 Enrichment of the : " e 55 gt £535
800 Environment - - 1,158 1,165 1,185 1,205 1,230

+7,668 | 8,991 9,890 10,400 10,815 11,280
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Manpower (Numbers)

490 A.P.T.E.C. staff 571 598 595 593 602
1,437 Other staff 1,457 1,467 1,469 1,458 1,464
1,927 2,028 2,064 2,051 2,051 2,066

_—

A.1 Recreation

Objective: To provide opportunities for, and encourage participation
. in, recreational pursuits.

Budget (£'000) Budget Projections

1972/73 1973/74 74/75 75/76  76/77 77]78
CAPITAL
Expenditure
1,100 A.11 Parks and open spaces 1,908 1,320 1,225 1,270 1,380
- A.12 Alexandra Palace 25 - - = -
- A.13 Crystal Palace 75 100 150 150 190
A.14 Special recreation
125 and entertainment 350 360 340 250 240
1,225 - 2,358 1,780 1,715 1,670 1,810
Loans
250 A.11 Parks and open spaces 250 250 250 250 250
REVENUE
Expendi ture _ '
4,338 A.11 Parks and open spaces 4,455 4,705 4,80 5,075 5,270
407 A.12 Alexandra Palace 500 500 500 500 500
29 A.13 Crystal Palace 40 55 60 65 - 70
A.14 Special recreation '
797 and entertainment 875 930 945 955 980
37 Research 50 50 50 50 50
General Services
91 Programme recharge 102 100 100 100 100
279 Debt charges 558 735 900 1,095 1,265
5,978 . . . 6,580 7,075 7,445 7,840 8,235
Income
290 A.11 Parks and open spaces 360 385 405 425 445
289 A.12 Alexandra Palace 342 345 345 345 335
38 A.13 Crystal Palace _ 36 35 35 35 35
A.14 Special recreation
320 and entertainment 199 200 200 205 205
937 _ 937 965 985 1,010 - 1,020

Net Expenditure
4,048 A.11 Parks and open spaces 4,095 4,320 4,485 4,650 4,825

118 A.12 Alexandra Palace. 158 155 155 156 =~ 165

9 A.13 Crystal Palace 4 20 25 . 30 - 35
A.14 Special recreation .. : '

477 ~and entertainment 676 730 745 750 775

(continued) ---
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91
279

5,041

1,446

Research
General services
Debt charges

Manpower (Numbers)
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50 50 50 50 50
102 100 100 100 100
558 735 900 1,095 1,265

5,643 6,110 6,460 6,830 * 7,215
1,463 1,488 1,483 1,470 1,482
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APPENDIX F

Example of a Programme Budget for Transportation

in Gloucestershire

1971/72 Budget*

Aston University

lustration removed for copyright restrictions
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Aston University

Hustration removed for copyright restrictions

* From R. Greenwood and J.D. Steward, Corporate Planning in English Local
Government, London : Charles Knight and Co, Ltd., 1974, p.5
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APPENDIX G
Procedure for Formulating Decision Packages

in a Zero-Base Budgeting Process

John Wiley & Sons, 1973, p.200

Aston University

lustration removed for copyright restrictions

Peter A. Pyhrr, Zero-Base Budgeting, New York :

Source:
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