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Preface

When recently asked about government budgeting, finance,
and financial management’s

! foundational idea, 1 described the many different fields of
study and schools of thought that battle to dominate what’s
done in practice and research. This fact came to mind again
when an accreditation committee asked for the set of core
competencies we require students to demonstrate to pass the
core course in the university’s master’s program. Again, the
many fields—many schools of thought answer underlays the
competencies, as it did in the effort to institute government
finance office accreditation (Hildreth, 1998).

Answering the question of where the critical assumptions
come from to drive government budgeting, finance, and
financial management, the field is blessed with varied frames
of reference or logics. There’s also a political contest going
on over the relationship between government and market.
There’s another one over how the U.S. federal, state, and
local governments will finance their commitments to an aging
population. Students, colleagues from a variety of academic
areas, and I have fairly intense interest in the practice and
study of government budgeting, finance, and financial
management. These budgeting and finance battles resonate.



What fundamental ideas will dominate the way we do
research and how we practice the craft? So far there are no
clear winners; the field is multidisciplinary, not yet
interdisciplinary.

The idea that a field of academic research could define
government financial management as a profession may be
naive. However, there does seem to be some agreement
between research and practice, agreement that forms the
starting point of this book. Consider three ideas from the
research side that help understand this field.

First, a substantial research tradition has followed Simon’s
(1947) start in administration behavior. Roughly and
simplistically, Simon argued that people, having defined the
situation in a certain way, readily choose the one best way in
which to act. The problem lies in the definition of the
situation, in a sense, a value premise. Therefore, if one can
control the value premise—the definition of the
situation—one can control the decision (March and Simon,
1958). Normative approaches espoused by practitioners make
it clear that battling for the value premise is what they spend
their time doing (Miller, Rabin, and Hildreth, 1987).

Second, traditional and not so traditional financial
management research dwells less on technique than in
direction, that is, the idea that much of what organization
members know comes from stories and narratives, as in
justifications for budgets; symbols, such as “the budget” as a
single decision, one comprehensive document produced by a
chief executive; contextual realities, as in debt management
networks; metaphors, particularly “efficiency”; and language,
especially that surrounding merit, need, and rights as the basis
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for allocation of scarce resources among competing uses.
Much of this is conveyed through postevent construction of
meaning (Miller, 1991).

Third, the glue that holds these concepts together, giving
action to what goes on in financial management, is the idea of
interpretation. By interpretation, I mean “the immediate
apprehension ... of an objective event as expressing meaning”
(Berger and Luckmann, 1966, p. 129). With interpretation,
one acts in social structures in ways that modify, but
eventually enable internalization, of the apprehensions.
Internalization takes place in a social setting, one in which
plausibility structures emerge for maintenance of what is
internalized.

The practice side of public budgeting and financial
management has a major impact on what researchers find
important enough to spend time and money investigating. The
third chapter of this book, and the conceptualization that
underlies the entire book, develops the idea that practice is
theory.

Good government, and the budget management that is a part
of the good government reform movement, have come under
fire from the political right and even neoliberals at all levels
of government in the United States. The good government
critics call government the problem, not the solution in
society. They feel it necessary to bring to an end the era of big
government and good government along with it. Yet, the
political left also attacks good government, particularly when
executive budgets scorn particularistic interests. The left, with
ostensible opposition from the right, created direct spending
entitlements, tax expenditures, and nonconventional spending
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through loans, loan guarantees, insurance, and other narrowly
focused guarantees to solve problems ranging from disaster
relief to corporate insolvencies.

Good government has never had the popular appeal public
administration writers expected from public administration
theorists. Academic theorists have called good government’s
orthodoxy a set of proverbs, politically credulous, blind to
socioeconomic inequity, and committed to making the road to
serfdom efficient. Good government advocates find it more
and more difficult to explain their quest as commonsensical,
and even less as idealistic.

So, what is good government, if a basis for government
budgeting, finance, and financial management? The argument
here places good government within an orthodox approach to
public administration generally. Then, the argument places
orthodox public financial management theory within its
public finance complement in rational decision making. The
question arises: Is orthodoxy in public financial management
and public finance a set of absolutes that corresponds to
realism in social theory?

Realism should contrast with constructivism. We can’t
construct a reality at odds with the way the world really
works. Yet, within the social world, traditions, expectations,
socialization, and even power help socially construct a reality
that gets accepted and is for all intents and purposes the
reality. Social constructions of reality can be as realistic and
operate as rationally as any physical world phenomenon.

As a social construct, good government has both a humanistic
and a political side. These more relaxed sides prevail among
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good government advocates; a prevailing theory of public
financial management exists. The constructed element of
good government—if good government is not an absolute or
realistic theory of public financial management—rests on
idealistic views of human nature (cooperation rather than
conflict) and politics (conflicts among interest groups and
between anti- and pro-activist government social movements
that often lead to partisan mutual adjustment, but rarely to
standoffs that close down legislative processes and even
government operations).

Social constructs are flexible and useful. They are subject to
changes of mind, of frames of reference. Social construction
of reality rather than realism can depict abstract ideas about
the context and application of the tools of public financial
management. The argument in this book rests on the
importance of social constructions in public financial
management. Realism is more apparent than real, we claim.

The battle waged in financial management, and in
organizations that have an important concern with financial
matters, is one over the interpretation of complex events.
Financial managers find themselves engaged in interpreting,
and finally gaining the upper hand in determining critical
assumptions. In financial management terms, consider an
application in public budgeting (Schick, 1988, pp. 64-65).
The process by which resource claimants and allocators meet
brings together interpretations of fiscal problems and
solutions in specific areas in which indirect communication of
subject matter, participation, and appropriate models of
discourse and choice are understood. Ultimately, the process
influences and is modified by a value premise: efficiency,
sometimes equity, and parsimony.
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This book uses the question as the motivating force to
understand critical assumptions of today’s government
budgeting, finance, and financial management: Where do they
come from to drive financial management? The book takes
developments in the field as sources for these assumptions:
fiscal policy, conventional and nonconventional budgeting,
citizen participation in decision making, direct democracy,
debt management networks, and revenue decision making
particular to tax incentives. Together or apart, developments
in these areas should tell something about what leads to
constructions of the government finance world. The critical
assumptions guiding people working in the activities
described in this book, we argue, differ often from the single
rational system many prefer or take for granted.

Because this book emerges from work with so many
colleagues, I (Jerry Miller), rather than we, want to recognize
and thank my coauthors in this book first—Lyn Evers, Iryna
[lliash, Jonathan B. Justice, Jaeduk Keum, and Donijo
Robbins. Awhile back, Bob Golembiewski immersed
(baptized?) me in organization theory, behavior, and
especially development, and that background underlies this
book. So, the baptism took. The late Jack Rabin, always
enamored with the latest gadget but doubtful about the latest
finance fad, introduced me to government budgeting, finance,
and financial management in the MPA program and with the
Public Budgeting Laboratory. His work on small-group
decision making—he came out of Bob Golembiewski’s shop,
too—had a profound effect on my way of looking at the
subjects in this book. I miss him and his singular ability to put
me on the defensive to justify anything I took for granted. I
hope those justifications show through here. Finally, I
recognize my friend and frequent coauthor, Bart Hildreth, for
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all he’s done to bring new ideas to the field and to increase its
research quality. This book was done in the same spirit as
Bart’s efforts.

Endnotes

1. To make all easier to read, we will use government
budgeting, public budgeting, public finance, finance, financial
management, public financial management, government
financial management, and various other usages representing
the people doing these tasks, interchangeably in the book.
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Chapter 1

Socially Constructed
Decisions about Public
Money

Is the government financial manager’s work what government
budgeting, finance, and financial management
I are about? We argue here that it is—that practice is theory.

Practice in all fields follows logics that are based on some set
of expectations about ends and means, preferences and
consequences, roles and behavior. Practitioners may derive
the logics from technology, what financial engineers or even
accountants do. They may come from theory and research:
good government reformers, supply-side and Keynesian
economics, fiscal policy analyses, and tax system designs.

More important, the logics driving decisions made by
practitioners could be the critical assumptions and
foundational ideas in the study of government budgeting,
finance, and financial management. Distilled, the logics,
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assumptions, and ideas become theory suitable for
verification and validation in research.

Financial managers act much as all other managers. They try
to reduce ambiguity that comes with disagreement over the
ends their decisions serve. Managers also calculate and
minimize the uncertain consequences of the choices they
make. They act by “aligning” the demands of critical outside
interests or contingencies with the capabilities and interests of
those inside the organization.

Financial managers, as do all managers, hope to achieve the
same ultimate goal, and to “the extent that any truly overall
objective might be identified [across organizations], that
objective is probably organization survival” (Caplan, 1966, p.
418). Another important goal is the development and
maintenance of the legitimacy of their role in decision
making.

However, financial managers’ handling of ambiguity has
strategic importance, if not always centrality, to
organizations. While the ultimate goal in almost all
government agencies is not a financial one, still, goal
achievement requires financial resources. The centrality of
resource acquisition and allocation makes the financial
manager a critical, even pivotal, actor in organization life.

The strategic importance of government budgeting, finance,
and financial management is permanent, diminishing only
when there are no scarcity among resources and no perceived
uncertainty about their availability. The greater the
impression of unpredictability, however, the greater the
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likelihood of unforeseen dependencies, and the more
importance given the finance function in managing them.

Financial Management as Socially
Negotiated Process

Given the looming importance of finance in public
organizations, knowing the “meaning” of procedures and the
position financial managers take in the processes, an observer
should be able to predict the future of organizations in
government. Such is not the case, for the same reasons that an
observer cannot predict the course of events in private
organizations. The unpredictability in both sectors derives
from administrative reality that is contextual, negotiated, and
socially constructed (Astley, 1985). Financial management,
no more or no less than any other management process, is not
an ordered process deduced from some normative first
principle, but a negotiated reality, constructed by the people
involved.

Consider the budget process in a government. Jan Foley
Orosz (2001) tells the story of a chargeback system used in
the state of Ohio. Programs like Wildlife and Watercratft,
which received dedicated funds, were charged the cost of
central services, covering everything from invoices processed
to staff position descriptions written. The chargeback system
freed up general fund money to finance the governor’s
initiatives. A victory for technical rationality and the
application of sound accounting principles, the chargeback
system became symbol and narrative of a governor
redirecting funds that the people had voted to a particular use.
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“In the socially constructed world of agency management,
‘chargeback’ took on a life of its own” (Foley-Orosz, 2001, p.
127). Certainly, the Wildlife and Watercraft people and the
governor’s budget office staff had socially constructed worlds
that made sense of what they did. The trouble was they
produced competing realities.

In all, the budget is a formidable tool when the views of all
the participants can balance. What a budget will be is a matter
in which all have a say by the information they provide or
not, the arguments they offer or not, and the decisions they
make or choose not to make. The budget’s formulation is
usually structured to be highly systematic. Ideas must survive
an exacting process of scrutiny before they become budget
items. In all, new budgets emerge as products of a socially
negotiated consensus (Astley, 1985, p. 499).

We can view all of government budgeting, finance, and
financial management in the same way. That is, there is no
objective truth, in the sense truth has in physics or biology, on
which to base management. There is only socially constructed
truth formed through intense political struggle. These socially
constructed models of financial management, it follows, are
unique to their institutional and cultural contexts. They
emerge from the interplay of individuals there. They tell us
about the specific ways in which organizations use financial
management technologies to make decisions with financial
management specialists in the lead or in tow.
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The Study of Government Budgeting,
Finance, and Financial Management

The main purpose of this book is to explore a new avenue
down which we might push financial management thinking.
The new road centers on ambiguity as a motivator for
accepting the existence of multiple rationalities, all of which
people in organizations socially construct.

Ambiguity and social construction question the assumption
about organization consensus held by more orthodox stories
of the way the world of government budgeting, finance, and
financial management works. Consensus becomes an object
of research—when and why, so and not—rather than the
assumption. Rational action becomes a focus of investigation,
where research has led to the argument that managers or
anyone else may never know what was intended until they
act. Looking back, one can force order on the thought
process—rationalize acts and decisions—but foresight may be
a scarcer resource.

Therefore, helping or making people act more rationally is an
ideology, often subjugating people, through a social process,
to an abstract instrument, concept, or value that they would
not hold if free. Making people act more rationally is an
absolutist view of social phenomena. Many in financial
management contest the existence of absolutes.

An alternative way of thinking about management,
organization, people, and financial management is to view
reality and its absolutes—the ideology existing in an
organization—as whatever those in the organization build
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from their relationships. Organizing choices range from the
authoritarian hierarchy to the loosely coupled system. The
courses of action members of an organization choose can as
often come from the ideas members project onto their world
as from the realistic limits—brute facts—they face in trying
to succeed in a common endeavor. Both projection and
recognition of realistic limits exist under conditions that range
from ambiguity to uncertainty to certainty.

The lesson? Research questions in government budgeting,
finance, and financial management ask what happens in
ambiguous circumstances, especially as the phenomena
expected to help structure thought and action move toward
randomness. Ambiguity is often the result of disagreement
about goals. Studying life under these conditions tends to
introduce, rather than ignore, preferences or values in public
financial management theory and practice.

Ambiguity leads to an alternative way of thinking about
financial management. In this way, anyone can describe
public financial decision making without the premise of
conscious, foresightful, intended action. Facing ambiguous
preferences, goals, and ends conditions, anyone can argue that
there is no verifiable “best interest” of an individual or
collection of individuals. Rather, a decision made by an
individual, in ordinary circumstances, is relatively random
and unpredictable. What gives an otherwise random,
unpredictable decision any meaning is either post hoc
rationalization or the preemption of an individual’s premises
through organizational superiors’ definitions of problems and
situations (Simon, 1947).
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Ambiguity Theory

This alternative to a rational or consensus model springs from
two very different fields. The first, ambiguity theory, centers
on the disconnectedness of ends and means and assumes
inherent ambiguity in the effort to make any choice. March
and Olsen (1976) explain:

Intention does not control behavior precisely. Participation is
not a stable consequence of properties of the choice situation
or individual preferences. Outcomes are not a direct
consequence of process. Environmental response is not
always attributable to organizational action. Belief is not
always a result of experience. (p. 21)

In a situation involving unknown or contradictory goals and
technologies, as well as one in which individuals may differ
in their levels of participation over time, according to March
and Olsen, choice comes with difficulty because the actors
seldom realize their preferences until they have made choices.
Or, as Weick would put it (1980, p. 19), “How can I know
what I think until I see what I say?”

Social Construction Theory

A second source for this alternative comes from a field of
thought that emphasizes the relativity of meaning, a field that
focuses on the social construction of reality (Berger and
Luckmann, 1966; Goffman, 1961, 1974). This field argues
that every organization, being in essence a social assemblage
somewhere between evanescence and permanence, embodies
a set of shared views of the world that give meaning to what
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organization members do. These views, or “interpretations of
reality,” build and gain legitimacy through the individuals’
interaction with each other. Moreover, the existence of
interpretations belies the notion that there exists an objective
reality shared by all organizations.

The alternative idea we argue in this book holds that
interpretation forces out ambiguity. That is, the greater the
number of different, constructed realities, the greater the
uncertainty that exists among and within organizations. For
practical problems of management, the greater the
uncertainty, the less likely management
prescriptions—program budgeting, accrual accounting, or
legislative postauditing—have any real applicability. Not
agreeing about what a budget, accounting, or auditing system
means or should do, financial managers employ procedures
that are loosely coupled to any one view of reality (Weick,
1976).

As a result, the greater the compounding of differences
among views in a group of individuals having some collective
interest, such as an organization or a government, the greater
the influence of randomness—in terms of events and specific
people shaping meaning—and the larger the amount of
interpretation needed by members to make sense and to act in
a concerted way (Weick, 1979). Thus, it is in the interest of a
financial manager to find a role that makes for gate keeping
within this randomness. In one organization, for example, the
finance officer may be an umpire among competing
advocates, in another the guardian of the public purse which
is under great pressure, and in still another, the prime
institutional memory for past decisions made.
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Moreover, the members of different organizations may
develop different meanings for instruments of financial
management, such as the budget. Among them we might find
the budget is an analytical exercise, a pointless ritual, or the
satisfaction of a mandate created somewhere else. In all cases,
the set of roles and shared meanings are contextual, and
therefore unique, belonging as they do to the particular actors
who negotiated or constructed them there.

As a tool for research, the importance of the alternative way
of looking at government budgeting, finance, and financial
management lies in the perspective it provides on the ways
we think. Emerging paradigms—ambiguity or social
construction—could describe reality or predict behavior in
ways that contrast with either orthodox or prevailing
approaches.

All other views of finance decision making depend for their
explanatory power on relatively large amounts of consensus
about organization goals and technologies. Many research
journals have published many articles that counted
phenomena that exist or probably exist. Many, if not all, of
the counts rest on a survey of opinion, a construction. Even
more important, the questioner’s construction probably differs
from the respondent’s in many, if not all, of the surveys. This
consensus condition may not exist in many organizations,
particularly public or governmental ones, and this alternative
approach asks why and how. This alternative approach to
research also seeks the fundamental, intersubjectively
determined premises that make collective action possible.

A second difference among consensus-assumed and
interpretive concepts exists in the assumption each holds
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about intention. The orthodox study of government budgeting
and finance has followed a fairly simple route; public finance,
political economy, and budget execution have held to the
notion of rational actor.

Ideas based on Simon’s notion of bounded rationality (1947),
suggest the prevalence of uncertainty and the impossibility of
an entirely rational actor. That is, individuals cannot know
with certainty the consequences of given courses of action.
Instead, courses of action are chosen when just enough
information is available to predict consequences within
reasonable tolerances. The rationality of management
decision making is bounded by the costs and benefits of
searches for satisfactory alternatives. Nevertheless, whether
the rational effect of such decision making is more often than
not produced, the intent purportedly exists.

“Making people rational” as a basis for management is,
moreover, an ideology, others argue (Pfeffer, 1981). Some
would say the ideology misuses the individual. The effect of
intended rationality is to imply agreement among members of
an organization about important ways of acting. Even if it is
instrumentally important to gain agreement, assuming that
action requires agreement tends to trivialize the basis for
organized life—to connect too neatly the concept of
organization with organized relationships among individuals,
effectively subjugating an individual to an abstract concept
(McSwain, 1987, p. 37). Organizations, it has been argued
(White and McSwain, 1983; Weick, 1979) depend on the
building blocks of relationships and the unconscious
meanings and interpretations that develop out of them.
Relationships may be managed in benign ways (Barnard,
1938, pp. 168—169) or in extremely harmful ones (Milgram,
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1964). Not all facets of organized life mask the actual
building blocks of organization; in fact, some, like “loosely
coupled systems” (Weick, 1976), tend to encourage as well as
sustain relationships.

Consider ideas that do not assume certainty. Assume instead a
range of conditions from certainty to ambiguity. A researcher
compares descriptions and explanations of actions that take
place in all of these circumstances, especially as consensus
moves toward randomness. Such may be valuable to know,
and the investigation might be interesting and fruitful,
especially as it influences human relationships in collective
endeavors. Since ambiguity is often the result of disagreement
about goals, studying life under these conditions is to
introduce, rather than ignore, preferences or values in
government budgeting, finance, and financial management.

Organization of the Book

The key ideas in this book are ambiguity and interpretations
that move these unclear preferences, ends, and goals toward
uncertainty and even consensus. The finance official is the
critical interpreter, we argue. Implicit in the finance official’s
interpretation is a choice of logics. These logics come from
technology, learned patterns of behavior, and even theory and
research. The question we investigate in this book is what
logic drives what interpretation when.

This book follows the alternative route of inquiry into
government budgeting and finance discussed in this chapter.
The genesis of this approach came in the Carter-Reagan
antigovernment era, when the basic premises of the
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Progressive Reform Era were first called into question by
both Democrats and Republicans. We describe this history of
financial reform to the present in Chapter 2.

The coalitions of interests, described in Chapter 2, are the
primary influence on research that has gone on in government
budgeting and finance, especially the topics chosen, the
methods used, the explanations given, and the solutions found
for problems. It is appropriate, then, that Chapter 2’s history
introduces the conceptual center of the book that leads to the
third chapter’s argument that practice is theory. Practitioners
define what practice is. These are definitions or logics,
economizing, responding, and democratizing. The logics
serve as a conceptualization of government budgeting and
finance. ~ The interpretation argument practice is
straightforward. Practice takes most, if not all, of its impetus
and direction from the problems encountered in public
organizations, and problem definitions depend on the lens
through which finance officials see and the logics they apply.

The applications section of the book—all the chapters after
our presentation of the practice is interpretation is theory
argument—begins with a review of research on economizing.
The review follows public finance research paths to determine
what impacts fiscal policies can and do have.

The chapters on budgeting illustrate the responding or agency
logic. The conventional budgeting chapter (5) deals with
responsiveness to political masters. The nonconventional
budget chapter (6) deals with cultural and value
responsiveness.
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The citizen participation and revenue regime change chapters
(7 and 8) discuss two very different forms the
democratization logic takes. The first form is an inclusive
one, in which citizens are invited to take part in the traditional
government budgeting and finance decision-making process.
The second form, initiative and referendum or direct
democracy efforts usually connected with tax limitations, is
democratization’s revolt form.

In the two other chapters, we expand the scope of the
illustrations to show some combinations of logics and what
they reveal. In the debt management networks chapter (9), we
explain the logic of economizing interest costs in a debt sale.
We contrast it with a responding logic found in the case study
the chapter presents. The combination is definitely a hybrid,
and we describe that hybrid as something very close to
exploitation—debt network members take advantage of the
opportunities each offers the others.

In the tax incentives for economic development chapter (10),
we consider these incentives as an economizing measure and
as a group of fiscal policies meant to respond to the needs of
business firms a locality is trying to recruit. Indirectly, the
incentives respond to citizens in need of jobs as well as
political masters needing to show that they can do something
about economic problems. We provide some data to show that
economizing and responding may actually lead to business
exploitation of intergovernmental competition. The winning
government may actually be cursed with a business firm that
leaders paid more than required to recruit or that will cost
more than the benefits the locality will receive.
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The alternative approach to research identified here forms the
medium, by which we explain important facets of financial
management. While we see this approach as following
directly from events and problems in public organizations and
from the ideological bent of many political actors in
competition, we argue the alternative as but one of the ways
to truth. We believe, like Golembiewski (1977, pp. 218-219),
that in a field where sufficient agreement about a uniform
perspective does not exist to focus research and practices,
scientists must recognize the value of overlapping and
competing metaphors. Competition takes account of diversity
and builds on the creativity existing in initial stages of
development of thought.

Endnotes

1. To make all easier to read, we will use all of these terms
and other related ones interchangeably in this book.
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Chapter 2

History of Government
Budgeting and  Finance
Reforms

Radically different imperatives have guided government
budgeting and finance through modern history from the
twentieth century on. The radical differences, and constant
change toward each other, stand in stark contrast to the
imperatives of nongovernmental, economic organizations.

Consider first market firms. Market-driven organizations
unify tasks. To maximize value of the organization to the
shareholder, managers must confront three issues: the
investment decision (the allocation of capital to investment
proposals whose benefits are to be realized in the future), the
financing decision (determining capital structure), and the
dividend decision (determining the amount of earnings paid to
shareholders in cash) (Van Horne, 1986).

In contrast to maximizing value in market firms, ambiguity
has characterized the environment, goals, and technologies of
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government financial management. The profession of those
who manage the fiscal affairs of government involves both
the spending and the husbanding of wealth. Episodically,
widely different interests have tried to influence one or both
of these halves. Ironically, the interests that coalesced have
found common ground in forcing reform in government for
often irreconcilable reasons.

The question “Why s0?” is quite difficult to answer. For the
public sector, knowing how disparate government finance
activities such as budget, revenue, and debt management
developed together is easier to understand than why the
interests compromised to create the norms that came to exist.
The question remains: Normatively, what propels government
finance activities?

This chapter traces reform episodes. Reform episodes emerge
as periods in which coalitions materialized to create an
uncontested direction in which all financial activities might
head. The first section of this chapter depicts the episodes in
five stages, from the early Progressive movement to the
beginning of a right turn in politics based on supply-side
economics, that has an impact on government finance. The
second part of the chapter distinguishes the episodes as three
major stages, stages in which either efficiency, equity, or
parsimony dominated. The last part of the chapter argues that
the battles among reform coalition parties were bruising,
profoundly affecting the practice of government finance, the
formation of theories, and the conduct of research.

The significance of this chapter lies in the fact that unifying,

normative concepts are hard to locate among the various
government finance enterprises. The field has grown, but the
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ideas that form its imperative (do it this way!) come from
different, sometimes even contradictory, points of view.

In treasury operations, for instance, contradictory values
guide idle cash investment policy. Fiduciary values compel
finance officers not to invest idle public funds for fear of
risking their loss.

! These values derive from the nature of speculative risk that
has undergirded much private sector—public sector interaction
over time (Myers, 1970; Nash, 1979; Dewey, 1930;
Hammond, 1970; Bolles, 1869).

Other values advise the opposite. The time value of money
concept,

2 along with the idea of opportunity costs, suggests that not
investing idle funds is a method of losing the money’s value.

Research in government budgeting and finance has proceeded
and gained the respect it has by episodically rebalancing
fundamental values revealed in unifying ideas. But why be
concerned with ideas or values, rebalanced or not? Political
leaders and government administrators, no less citizens, voice
considerable concern about the work of government finance
researchers and teachers; the lack of organizing concepts has
provoked debate (Kioko et al., 2010; Rubin, 1988). The
consequences of a lack of consensus, the debate suggests, are
insufficient farsightedness when prescribing solutions as
problems arise. The wages of disagreement could also lead to
splintered and  disjointed research  efforts, slow
comprehension of developing financial problems besetting
government, insufficiently equipped students of programs that
train for the public service, and the dissipation of effort in a
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long tradition of parity with the field of public administration
in advancing inquiry.

The normative problem, this chapter argues, is not a problem
so much as a political struggle. The field has bobbed,
uncomfortably, among different normative and ideological
coalitions.

Normative Development of
Government Budgeting and Finance

We first review the history of the study of fiscal activities. We
describe this as six basic stages of development thinking,
from the early “reform government” movements to the
current one sponsored by conservative economists.

The Efficient Citizenship Movement

The Progressive movement produced, through the National
Municipal League and the New York Bureau of Municipal
Research, the idea of a budget and a principle by which to
unify all aspects of financial management. According to
Waldo (1948, pp. 32-33):

[Progressives] were sensitive to the appeals and promises of
science, and put a simple trust in discovery of facts as the way
of science and as a sufficient mode for solution of human
problems.... They accepted—they urged—the new positive
conception of government, and verged upon the idea of a
planned and managed society.... [They] found in business
organization and procedure an acceptable prototype for public
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business. They were ardent apostles of “the efficiency idea”
... [Clivic awareness and militancy, efficiency, and “useful”
education ... together form the core of the Efficient
Citizenship movement.

Involved in this movement were three basic groups: positive
government proponents, usually called progressives;
governmental research bureau professionals or the analysts;
and business interests to which openness provided a way to
check large increases in tax bills. The movement

3 produced the principle that a well-informed citizenry,
provided information through easily understood government
budgeting and finance procedures—Iine-itemized budgets,
competitively bid purchases, and audited financial
statements—could check the moves of “detested politicians.”
Openness of government yielded a rudimentary medium
through which action might follow. Efficiency stood as a
“scientific” check on processes used in government, by
providing a performance standard.

Openness became the great unifying principle that drew
support and led to the coalition of interests supporting reform.
The coalition members that produced the reforms
implementing efficient citizenship had different goals; all of
the goals were complementary only when the open
government issue provided context. At other times, business
favored restrained taxation. The researchers promoted the
secular notion that “proper institutions and expert personnel”
could create “good” government (Waldo, 1948, p. 23). The
positive government proponents sought to use government
authority to provide services needed as a result of the demand
for more roads and schools.
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Restrained taxation, responsible procedures, and government
leadership in economic and social development were
fundamental positions of members of the original coalition.
The later developments integrating government budgeting and
finance derive from rebalancing these three goals: parsimony,
efficiency, and equity. Changes in the size of government
could continually pull the coalition apart.

The upshot of the efficient government movement efforts to
proceduralize government administration for accountability’s
sake led to the widespread institution of organizations for this
purpose. The insistence on openness gave the
institutionalizing movement momentum. The Budget and
Accounting Act of 1921 became the major achievement. The
act created a budget office and an auditing agency, both of
which would open government to scrutiny through
publication of a unified budget. Unification and openness put
the spotlight on the executive; all could follow the decisions
being made because they all took place in public view under
the responsibility of a single official. Moreover, the
implementation of these decisions could be checked by the
other half of the act’s purview: the expenditure audit.

The other members of the original coalition came off
somewhat less well, even poorly. Researchers could look to
the budget bureau and the accounting office as places where
analysis might take hold. Greater faith in government
decisions might come out of greater openness and might also
lead to equity in vigorous government, a position of positive
government proponents. Oddly enough, business interests,
and parsimony, lost the biggest fight, that over the income tax
when it was established just before the 1921 act, and their
share of the outcomes of the efficient citizenship movement
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was earned from the movement’s acceptance of business
operations as the standard for appropriate and high-quality
financial management.

The Positive Government Movement

If the muckrakers led the movement for the 1921 act, the
positive government proponents could claim to lead the
movement toward the New Deal. The economic debacle of
the Great Depression prompted government action as a
method of ameliorating its effects. The key word was equity,
embellished with analysis.

In fact, the Brownlow Committee’s major gripe about the
ineffectiveness of the original Bureau of the Budget was its
emphasis on preparing the budget rather than directing and
controlling its execution (President’s Committee on
Administrative Management, 1937, pp. 15-24). In the
Roosevelt sense of letting ideas grow even if in conflict with
each other, the control had become secondary to finding
solutions to pressing problems of economic growth and
governance.

The report of the Brownlow Committee might be read as one
faction of the positive government movement talking to
another. The committee, by implication, saw the positive
government movement splitting, and thereby diminishing, its
effort. By devoting less attention to the ideal of
comprehensive budget control and central direction, the
movement had failed to capitalize on the returns of diversity.
If the ideal—“the new positive conception of government
[that] verged upon the idea of a planned and managed
society” (Waldo, 1948, p. 32)—were to come true, a new
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orthodoxy must develop, especially one that integrated fiscal
management under an executive with undivided powers, a
clear chain of command, and sufficient planning, directing,
and accountability mechanisms to bring these powers to
effect. The upshot? Equity, to the positive government types,
lay in a planned and managed society with a big, but
disciplined government.

The Analytical Movement

Following on President Johnson’s institution of the Planning,
Programming, and Budgeting System (PPBS) in the federal
government, financial systems became useful for analysis of
any number of questions.

This movement was the later derivation of the efficiency
emphasis in early Progressive literature, the idea that referred
more generally to the movement that tried to apply rules of
scientific inquiry to the solution of public problems through
government.

Substantially, the PPBS reform changed the basic
assumptions behind resource allocation—from equitable
distribution to optimization. It also led to the analysis of
programs, the establishment of goals, and the rational pursuit
of goal and program achievement. Such an organization of
inquiry was the basis of the idea in the first place: there is a
principle by which all important aspects of management
operate; discovery of that principle may come with
disciplined inquiry.

Later embellishments of the original PPBS reform came with
President Carter’s sponsorship of U.S. Department of
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Housing and Urban Development’s (HUD) Financial
Management Capacity Sharing Program. Significant among
the products of this program were analytical devices,
especially the Financial Trend Monitoring System (Groves,
Godsey, and Shulman, 1981), major initiatives in productivity
measurement (Epstein, 1984), and a proposal for integrating
fiscal systems (Grossman and Hayes, 1981).

Still more capacity building took place in President Nixon’s
first administration and continued into the Ford
administration. The conservative, Republican presidents’
effort to strengthen local government came through a
three-pronged effort. The first prong involved revenue sharing
with local and state governments. The greater capacity of the
federal government to collect revenue would be matched with
the greater (and often better, some said) local capability to
deliver services and implement federal domestic policy. Local
problems beset the country, and state and local governments
were far closer and abler in solving them, the revenue sharing
partisans argued.

The second prong of the effort developed through Nixon
administration efforts to strengthen planning at the state and
local government levels. The HUD programs that subsidized
the regional, area, and city land use planning activities got
new mandates to increase the management capacities of these
units and the governments of which they were a part. In
addition, a review and notification system for federal grants
came into being to help coordinate local government planning
and development efforts.

Third, the capacity building effort of the later Nixon years
and the Ford years directed attention to intergovernmental
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management, and especially the relationship among policy
management (leadership), resource management
(organizational maintenance, adaptation and compliance with
environmental constraints), and program management
(productivity and responsiveness to client needs and policy
guidance). The clearest statement of the nature of capacity
building (Executive Summary, 1975) suggests that capacity
building was an instrument of restraint. That is, building
capacity and resources at levels of government other than the
federal level would lead to federal spending and taxing
restraint.

The implications of analyst dominance remain today,
especially in assessing capacity building’s features in
common with privatization. The major plank in both
President Carter’s election platform and that of President
Reagan was the need to put a stop to Washington
administrative harmony with Congress. Capacity building, in
other words, became a method of breaking up the positive
government-bureau movement alliance that had made the
efficient citizenship movement possible and which had
produced the New Deal’s infrastructure. In breaking apart
analyst from progressive, the capacity building movement led
unwittingly to privatization.

Supply-Side Economics

Supply-side economics gained favor in explaining the need
for large tax cuts joined with genuine reform of the tax
structure (Roberts, 1984) and almost single-handedly installed
parsimony as the primary virtue in government finance. Tax
cuts gained justification in the view of many that tax rates and
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revenue production have a curvilinear relationship—up to a
point, both tax rates and revenue increase, after which rate
increases lead to successively smaller total revenue increases.

Tax cuts, and even a flat rate for income taxes, would have an
ameliorative effect on revenue because of two factors,
supply-siders argue. First, tax rates would have a more neutral
effect on economic production, leading to greater
manufacturing and services output when profits were seen as
a reward rather than a penalty. Second, lower taxes would
stimulate economic production in its own right, as had been
evident in earlier tax cuts in the Kennedy administration.

The timing of the increase in economic production and the
by-product, greater government revenue, were never clear.
The haziness became extremely consequential in marrying
privatization to supply-side economics. The tax cuts in 1981,
1986, 2001, and 2003 produced large shortfalls in government
revenue for the federal government without corresponding
cuts in government expenditures. The deficit produced
enormous pressure to cut spending further, to curtail debt
increases, and to privatize still other government functions.

The Privatization Movement

The intellectual movement to reclaim private goods
production from the government sector paralleled arguments
for supply-side economic policies.

4 Although resting on a tradition in conservative political and
economic thought (Schumpeter, 1942; Hayek, 1944;
Buchanan and Tullock, 1962), privatization was popularized
by E. S. Savas (1982). The revolt evident in
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privatization—government is “a horde of self-aggrandizing
opportunists” (p. 1)—represents a return of business interests
to paramount influence in the ruling coalition in government
financial management.

Such influence finds its source in the tax revolts of the 1970s,
but privatization also represents new thinking about the
production of goods and services long dominated by positive
government adherents. For instance, proposals have included
rethinking toll goods: Could roads and bridges be financed as
private property with use and pricing like any other consumer
good? Could common pool resources, such as clean air, be
regulated by allocating its pollution among competing abuses,
through caps on the amount of pollutants, and allowing firms
to trade any of the amount under the cap to other firms
producing more than their capped amount (USEPA, 2010).
Another proposal would give manufacturers the right to
continue producing pollutants if they were willing to pay
higher fees for the right (Hershey, 1989). Public goods come
under special scrutiny, as managers explore ways to check
expenditures by contracting out the production of such
services as corrections.

Finally, federal government regulators, illustrated by the
Securities and Exchange Commission and the Food and Drug
Administration, have begun exploring the uses of fees to help
the agencies become self-sustaining. Fees could be charged to
the regulated industries in such a way that the industries’
demand for permits of one sort or another could be matched
with the “supply” of administrative and regulatory effort.

Moreover, the idea of a regulatory budget emerged (Crandall,
1978, pp. 93-94). The budget would reveal, limit, and
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allocate the cost of regulation. Like typical budget
expenditures, the regulatory budget would include only the
measurable costs incurred by firms in meeting regulatory
requirements.

Cutback Management

The analysts’ response to tax revolts, tax reform, and budget
deficits was cutback management, the notion of managed
reductions in force and program structure.

> The hallmark of this line of thinking was the strength of
hierarchy variable in determining orderly contraction of
public organizations (Levine, 1980; Dunsire and Hood, 2010).
Where hierarchy did not exist, it was argued, interest group
resistance replaces orderliness, and interest groups adapt as
they vie among themselves to preserve distributional patterns
within policy areas they dominate (Rubin, 1985). Fiscal
policy and government budgeting and finance problems
created by recessions and other crises have added new
insistence to cutback management and privatization (Miller
and Svara, 2009).

Coalition Convergence and Divergence
in Three Stages

The leaders of the successive movements who have swayed
thinking in government budgeting and finance shared one
important belief—that openness in government’s financial
dealings served their own interests, whether they were
efficiency, equity, or parsimony. Those interests might be
very different—progressives wanted positive government,
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business interests low taxes, and research bureaus analysis
(and muckrakers punishment for thieves). However, the
coalition built to pursue openness believed the basic currency
of government budgeting and finance to be procedures and
routines that were able to be both observed and evaluated.

6 Observable and able to be evaluated for what remained to be
seen.

Openness was the currency among the members of the reform
coalition. It united them all in opposition to what were
referred to as political forces, widely known as the political
clubs that controlled local and often state government and
which were themselves controlled by a political boss.

Openness was also the plateau to reach before any of the
reform coalition members could realize any of their beliefs.
Positive government types had to have some measure of
fairness, and the data besides, to determine equity and to
counter the effects of discrimination and less than ideal levels
of political participation. Only openness could provide this
measure and the necessary data. Analysts had to have
openness in order to determine efficiency. Business interests
had to have openness in order to pinpoint the threats to
parsimony and the sources of inequity in their taxes.
(Muckrakers, finally, had to have openness, in order to root
out thievery.)

Openness, itself, was not accountability. Openness was the
necessary basis on which to build accountable systems of
work. Accountability was the belief, the vision to be fulfilled,
while openness was a way of employing technology and
management to achieve the vision.
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Systems of Accountability as Sources of Divergence

Reform coalition members held different beliefs, advocated
different management systems, and advanced the use of
different technologies, all of which implied different systems
of accountability. If we consider muckraking as essentially
the primary position of all members of the coalition, we are
left with three major, sometimes overlapping groups and
systems of accountability: positive government types—more
government as service needs expanded; analytical and
research types—efficient government first and foremost; and
pro-business types—low taxes for greater returns on
investment in private enterprise. Consider Table 2.1 and its
portrayal of these systems.

Among the members of the group, differences existed over
the accountability premise. Positives and pro-business
interests tended to see needs outside the organization as
having primary control over what the organization did; they
saw responsibility in equity. This responsiveness to clients or
taxpayers tended to outweigh the need for responsibility,
especially that premised on efficiency calculations and held
by analyticals, and that premised on parsimony arguments
and held by business interests.

Table 2.1 Comparison of Accountability Systems Implied

by Reform Coalition Members in Government Financial
Management

58



Group

Positives Analyticals Pro-Business
Accountability Equity Efficiency Parsimony
Premise
Technology Marginality Productivity Monetized utility
Organization Negotiated Hierarchical Privatization
Theory
Belief System Government Government as Government

as expanding fixed sphere as contracting

sphere sphere

Source: Adapted from Waldo, D., The Administrative State: A Study of the Political
Theory of American Public Administration, The Ronald Press, New York,
1948; Schiesl, M. )., The Politics of Efficiency: Municipal Administration and
Reform in America, 1800-1920, University of California Press, Berkeley,
1977.

Technologies differed as well. Positives tended to compare
programs with other programs, defining the best programs as
those whose rates of return at the margin outweighed others.
Efficiency as technology demanded a calculation of material
inputs and outputs with effort taken to ensure minimum loss
in between. Typically, pro-business interests determined the
worthiness of effort based on its perceived utility expressed in
money terms and discounted for loss of value over time; the
value of the preferred effort exceeded that of alternative ones.

Members of the coalition differed in their approach to the
problems of management, in their organization theories.
Positive government types wanted the goals and methods of
organizations to be matters of cooperation reached through
negotiation (Golembiewski, 1977). Analyticals, from the
Brownlow Committee on, tended toward hierarchy (Gulick
and Urwick, 1937). The pro-business interests favored private
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sector provision of most services that had before been
produced by government (Wolf, 1988).

Finally, the belief system of the three elements of the reform
coalition differed. Positive government types, by definition,
believed in government as an expanding sphere of influence
in direct proportion to the demand for public services. In
contrast, pro-business interests lay in shrinking government’s
sphere for the sake of both increasing business opportunity
and decreasing taxes. Analyticals, however, tended to waffle
on the size of government issue, emphasizing the efficiency
issue whatever the sphere of government.

The Long-Term, Lasting Effect of Divergences

The similarities and differences among the members of the
earliest reform coalition have had a remarkably durable effect
on thinking about government financial management. The
three early versions of accountability—equity, efficiency, and
parsimony—have competed as sources for technologies in
present reforms, different points of view regarding the role
government budgeting and finance should play in government
organizations, cognitive styles to which financial managers
lay claim, and the theories of government organization to
which the field subscribes. A statement of government
budgeting and finance theory, at any point, is an amalgam, or
more accurately, a scorecard indicating which of the original
sources of thought has greatest, current influence. Therefore,
there has never been a stable belief structure—a consensus
about the role of government finance in society or the role of
government budgeting and finance in government—on which
to base theory in the field of public financial management.
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Political coalitions evolve, and different beliefs have
influence.

Consider three basic beliefs that still compete to dominate
thinking in the field, as identified and contrasted in Table 2.2.

Table 2.2 Comparison of Theories Derived from Early
Reform Efforts in Government Financial Management

Theory

Cybernetics Pluralism Public Choice
Accountability Efficiency Equity Parsimony
Premise
Originating From | Analyticals Positivists Pro-business
Technology Productivity Marginality Monetized utility
Organization Hierarchical MNegotiated Privatization
Theary
Belief System Government Government Government

as fixed sphere as expanding as contracting

sphere sphere

Culture Hierarchical Egalitarian Individualistic

Source: Adapted from Waldo, D., The Administrative State: A Study of the Palitical
Theory of American Public Administration, The Ronald Press, New York,
1948; Schiesl, M. ., The Politics of Efficiency: Municipal Administration and
Reform in America, T800-71920, University of California Press, Berkeley,
1977; Wildavsky, A. Budgeting: A Comparative Theory of Budgetary
Processes, 2nd rev. ed., Transaction Books, Piscataway, NJ, 1986.

The first belief system is one derived from centralized
planning and control. It is based in cybernetics and elaborated
in accounting theory (Key, 1940; Simon, 1947; Beer, 1959;
Smithies, 1955; Comptroller General of the United States,
1985).
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The second approach and belief system, epitomized in
budgeting theory, has a decidedly pluralistic, management
orientation. This approach derives from an open-systems
logic, and it achieves its highest elaboration in organization
decision-making theory (Churchman, 1968; von Bertanffly,
1968; Johnson, Kast, and Rosenzweig, 1963; Lindblom,
1965; Cyert and March, 1963; Cohen, March, and Olsen,
1972).

The third approach, based in economics, influences thought as
a normative device through public choice theories (Buchanan,
1987; Borcherding, 1977). Its influence extends to research
methods, especially that in positive methodologies (Friedman,
1953) and to analytic technologies such as cost-benefit
analysis (Kaldor, 1939; Hicks, 1940). The approaches
compete; each, however, is strongest in different areas of
analysis. Much of accounting and control theory has technical
application, especially in the ability to characterize and
classify data. Accounting theory vaguely implies a top-down
management structure and even more vaguely a hierarchical
culture and belief system based on maintaining distinctions
(strata, castes) among groups.

Budgeting theory has a strong managerial flavor. It suggests a
negotiation between bureaus and central guardian
agencies—a sort of bottom-up flow of initiative and
information subject to varying degrees of centralized
discretion, control, or reconciliation. Budgeting theory
implies but does not elaborate a technology based on
marginal rates of substitution: each claimant’s incremental
demand is compared to each other claimant’s demand rather
than all past demands. It also implies an egalitarian belief
system, as each source of initiative may be roughly, equally
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legitimate, even though distinctions—particularly those that
limit political participation—still bar total equality. Economic
analysis has very little to say about management but implies a
quantification of productivity measures and their analysis.
The major contribution made by this approach is the belief
expressed by public choice theorists in a small or contracting
sphere for government action. A pro-business culture would
resemble that espoused by pro-market advocates: highly
decentralized decision making that is individualistic rather
than collectivist in its action.

A Continuing and Episodic Struggle

The three approaches continue today as diverging views. The
struggle to dominate—to decide what government budgeting
and finance will entail—is one that continues.

The struggle could be one for political dominance. Others
who have given it some attention—in the budgeting literature
(Schick, 1966; Hyde, 1978; Rubin, 1988) —view it in a
different way. They suggest, instead, a gently unfolding
succession of methods of analysis that build cumulatively.
For instance, Schick’s view is one of a control emphasis
setting the stage for a management focus in budgeting, with
the management focus requiring the data gathering that a
control emphasis yielded. A planning gestalt succeeds control
and management, adding a futuristic dimension to budgeting
decision making, but not displacing the necessary tools of
control and management. The “gently unfolding succession”
idea may mask a truly titanic struggle, however, a struggle
that befits an area of administration of such magnitude as
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financial management. Knowledge acquisition here has two
competing explanations, and the subject deserves analysis.

As a method of depicting the way specific reforms gained
support, consider the following model. Burchell and his
colleagues (1980) and, in a more basic way, Thompson and
Tuden (1959) represent different variations of consensus and
disagreement as a matrix based on answers to two basic
questions. First, do interests agree on what ends may be
served by prevailing technologies? For example, can interests
agree on what end openness would serve? Second, do
interests agree on what means might be most suitable for
achieving a given end? That is, do interests agree on what
means might be most suitable to achieve equity, efficiency,
and parsimony?

By answering each of the questions, we have the cells
pictured in Table 2.3.

The table may be interpreted, and illustrated with specific
reforms, cell by cell. That is, cell 1 suggests agreement on
means and ends. The case of complete agreement is best
illustrated by interpreting the original coalition’s action that
created modern financial management. That is, agreement
existed over means (openness in financial management) to
achieve the given end (accountability).

Cell 2 portrays agreement on ends but disagreement over
means. The most memorable illustration is the conflict that
transpired in 1937 and 1938 between the President’s
Committee on Administrative Management and the
Brookings Institution. Brookings (U.S. Senate Committee
Investigating Executive Agencies, 1937) argued the validity
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of intensive analysis and classifications of activities into
major functions—reorganizing for reorganizing’s sake. The
President’s Committee argued the value of solving the
President’s management problems, such as giving direction to
budgeting through the transfer of the Bureau of the Budget to
a newly created Executive Office of the President.

Table 2.3 Preferences and Beliefs among Cybernetics,
Pluralists, and Public Choice Interests

Preferences about Ends
Agree Disagree
Agree 1 3
Beliefs ahout Means
Disagree 2 4

Source: Adapted from Burchell, 5. et al., Accounting, Organizations and Society, 5:
14,1980; Thompson, ). D., and A. Tuden, in Comparative Studies in Adminis-
tration, ed. J. D. Thompson, P. B. Hammond, R. W. Hawkes, B. H. Junker,
and A. Tuden, University of Pittsburgh Press, Pittsburgh, PA, 195-216, 1959.

The same events have unfolded over the U.S. Bureau of
Census model of municipal government (Fox, 1977;
MacDonald, 1988). The bureau directors created functions
that seemed common to city government activities. The
functions became a means of reporting, in a comparable way,
the data received from local governments. The end product,
however, was a basis not only for classifying data but also for
organizing departments and for developing early professions
in local government.

The mirror image of cell 2 is that in cell 3, the agreement on
means and disagreement on ends. Perhaps the best illustration
of such is the use of PPBS in the Johnson administration
(Rabin, 1975; Schick, 1973; Wildavsky, 1966; Novick, 1968).
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Understood to have worked well in the Defense Department
as a method of maximizing choices over weapons systems
(with operations research a long heralded success at the same
thing), President Johnson decreed the spread to other
agencies, with less spectacular results. Schick observed
(1973, p. 416) that “analysis was to be a change agent; it
would reorient budgeting by serving it.” What PPBS may
actually have been was a means (as opposed to end) of
appearing frugal and centralizing decision making
(Wildavsky, 1966, p. 306; Golembiewski, 1989).

In either case, the means—either deliberately or
fortuitously—determined the end. Wildavsky (1966, p. 300)
observed: “A (if not the) distinguishing characteristic of
systems analysis is that the objectives are either not known or
are subject to change.” He quotes Hitch (1960, p. 19) to
reinforce: “We may, of course, begin with tentative
objectives, but we must expect to modify or replace them as
we learn about the systems we are studying—and related
systems.”

Cell 4 represents an absence of consensus in either way,
means or ends. It also represents a method of resolving
disagreement. That is, cell 1 suggests the destination of
thinking when disagreement over either ends or means exists.
One expects to achieve consensus by working through
disagreements whatever they may be. Cell 4 takes a different
approach by suggesting the resolution of utter conflict
(disagreement over both ends and means) through the
redefinition or reinterpretation of the phenomenon entirely. In
fact, cell 4 may be a destination of thinking itself. As
agreement on either means or ends becomes remote in
ambiguous situations, those parties who have a stake in the
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outcome may reinterpret the events and their context, often
post hoc, in order to achieve agreement (Weick, 1979).

The Nature of Reform Episodes

This model, Table 2.3, also helps classify all reform episodes
as a whole, or the idea of how knowledge is acquired. As
pointed out earlier, Schick (1966) and others (Hyde, 1978;
Lyden and Miller, 1978) have depicted these efforts as a
“gently unfolding succession” of developments that build on
the strengths of predecessor reforms. I have described them as
titanic struggles that are more discontinuous than cumulative
in their effects. There are still other views. What view has the
greatest plausibility? What difference does it make?

Consider each cell in Table 2.3. Cell 1 reflects the no change
position. This position is generally espoused by those who
view the survival of a procedure or policy over a long period
of reform as the survival of what was a stable state all along.
Often, research has sought to interpret budgeting and tax
reform legislation as failure-prone efforts to overhaul systems
that require mere fine-tuning (Wildavsky, 1961; Wildavsky
and Hammond, 1965). These research pieces have also related
reforms to more general thinking in organization and
accounting theory to show how different views of government
budgeting and finance can easily coexist; control,
management, and planning emphases in budgeting, for
example, are not successors but complements. Each serves a
different level of organization (Parsons, 1960; Thompson,
1967; Anthony, 1965).

Cell 2 in Table 2.3 portrays differences over means but
agreement over ends. Cell 2 reflects a linear notion of reform.
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As events occur, particularly those unforeseen by the original
reformers, the original reforms become “established types”
and targets for new reformers who find it advantageous to
attack the orthodox thinking and its unpopular results. In this
instance, the struggle to dominate thought among finance
professionals creates temporary solutions to a continuing
problem—how to finance the aims of government adequately
as well as guard the public treasury from plunder and abuse.
Reforms to solve this tension gain support, are enacted, and
then have foreseen and, more importantly, unforeseen
consequences, this interpretation argues. Those unforeseen
consequences show vulnerabilities, and they offer
opportunities for opponents to attack. Early thinking about
budgets, for example, suggested that line itemization might
provide information for a public that had little idea for what
and how its money was spent. Openness served the function
of control. Yet, large itemized lists often toppled of their own
weight; they actually provided more places to hide than less.
In fact, the Hoover Commissions felt that less, rather than
more, control was exerted through these types of budgets
(Gross, 1969).

Cell 3 of Table 2.3 portrays the agreement on means but
disagreement on ends. Such a situation—a set of means
searching for an end—occurred in public financial
management: in the PPBS and zero based budgeting (ZBB)
episodes in budgeting and in the strategic planning movement
in debt management. Particularly evident in PPBS, the
means—greater use of analysis, particularly methods of
operations research—gained credence from World War II on,
leading to the development of a band of devoted disciples of
analysis who found a succession of ends that the means could
serve—bombing, strategic weapons, weapons costs analysis,
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and finally budgeting. ZBB, too, was a matter of taking an
innovation from one context (Texas Instruments) and
applying it in another (Georgia state government and then the
U.S. government), in the former to force attention on
innovation and in the latter to show frugality (Pyhrr, 1977). In
the strategic planning movement, much store has been placed
by early recognition of ends that the various tools of treasury
or cash management—various put and call option
variations—might be employed to optimize (Miller, 1991, pp.
152-160). In either case, the means are glorified, the ends
found incidental: almost any will do.

This view of reforms suggests what popular historians
(Schlesinger, 1986) call the cycles of history. That is, issues
change and opportunities appear on which one or another set
of interest groups finds it easiest to capitalize. Groups such as
professions have vested interests, not so much in what to gain,
but in where to apply the technologies that have been
developed and fine-tuned. Dominance moves from one
interest to another and back again. Therefore, cell 3 resembles
a nonlinear view of reform or change in public financial
management. Circumstances change and opportunities
develop in which a group finds it advantageous to assert
mastery over events (Kaufman, 1956, fn. 11; Ferguson and
Rogers, 1986).

Cell 4 takes a different tack entirely in suggesting that
differences over both means and ends can exist. Most closely
following the logic in Wildavsky’s cultural theory (1986), this
position holds that preferences emanate from culture, as do
appropriate means “to get people what they want” (p. 5).
Cultures differ, and it follows that preferences and means to
attain them differ as well.
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Wildavsky sees variations among cultures in two ways. The
groups with which people identify or to which they belong
have more or less strong boundaries. These groups also have
more or less emphatic prescriptions for members’ actions.
Thus differences over ends and means (cell 4) are defined by
those involved as very basic, each preference “endogenous,
formed through opposing and supporting institutions” (p. 5).

Ambiguity for finance officials is common in mixed cultures
such as the United States. While some states, regions, and
even institutions may suggest a single culture, few are, at least
by the imprecise and deliberately abstracted categories
Wildavsky uses.

The differences among the principal cells, cell 2/ends looking
for means and cell 3/means looking for ends, suggest different
theories of change and different political theories as well. Cell
2/looking for means suggests Kuhn’s concept of change
(1970): ideas (means) work until something better comes
along. Cell 3/looking for an end resembles Kaufman’s battles
among forces underlying public administration doctrine
(1956). Each interest, whether neutral competence, executive
leadership, or representativeness, has control of the political
universe in mind; the battle exists over how control will
develop. Political theories change with the cells as well. In the
cell 2/looking for means situation, a council of experts is
called for (elite politics) in which falsification—as with
scientific method—is the major determinant of appropriate
means. In the case of cell 3/looking for ends, pluralist politics
requires compromise in which a dominant set of groups
achieves control.
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The similarities between cells 2 and 3 are equally remarkable.
In cell 2, events transpire that create anomalies that the
working reform fails to comprehend, much less solve. In cell
3, events transpire that create dysfunction. In both, events
beyond reforms’ control have the crucial effect.

Second, both theories have interpretive features. That is, in
both cells 2 and 3, ambiguity exists about what happened to
cause the apparent need for reform and why. The resulting
anomalies or dysfunctions lead to competition among
explanations.

The implications for the plausibility of the gently unfolding
succession could not be harsher. While Schick (1966)
suggests that values smoothly and cumulatively evolve, such
does not seem to be so, in either the logic of events
surrounding financial systems reform or the evidence alone.
Reform seldom represents a progressive accumulation of
knowledge because it is so often prodded by anomalous
events. At the very least, reform may come about because
events create opportunities that vested interests exploit (cell
3). Reforms may also offer opportunities with which
rationalization of the past or reinterpretation of the present
changes the entire picture confronting all actors (cell 4). The
entire frame of reference changes, in fact, so that no vested
interest sees the world in the same way, no anomalous event
can truly be said to be anomalous or not, and steady-state
politics no longer exists. It is this last type of reform that
leads to the plausibility of a titanic struggle.

This titanic struggle involves no less than the fight to change

the entire premise by which individuals operate. This fight is
over what Taylor (1961) calls “vindication” or “the standards
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and rules that make up a value system” (p. 129). The
competition among value systems could not be keener, and
the implications for what we know more profound. The logic
of events allows the conceivability that professionals battle,
instead of slowly and peacefully giving way to each other.
Their norms are pitted against each other in a way that their
entire reason for existence may be called into question. The
threat to jobs, livelihoods, and even conceptions to self lurks.
Events themselves suggest that change comes with conflict,
and this view is not new. Morstein Marx (1957) portrays the
battles that took place as far back as the Brownlow
Committee in 1937, between the orthodox Brooking
Institution crowd and the more insurgent New York City
crowd from the Bureau of Municipal Research, as fierce.
Kaufman (1956) has described many similar ideological
battles in the second Hoover Commission. Evidence from
Mosher (1984) comparing the development of the U.S.
General Accounting Office (GAO) and the U.S. Office of
Management and Budget (OMB) and from Walker (1986) on
GAO leads one to believe that the successions of points of
view, as OMB and GAO evolved, did not take place in a
deferential way but in circumstances just short of force.

The logic of events and the events themselves support the
idea of a titanic struggle for dominance of the premises
behind government budgeting and finance and leads to
analysis of current thinking in these terms. Who rules?
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The Right Turn in Politics and Related
Developments

The period from California’s Proposition 13 in 1978 through
Colorado’s Taxpayer Bill of Rights in 1992 produced
narratives about change in the practice and theory of
subnational government budgeting and finance in the United
States. President Reagan’s idea that “government is not the
solution to our problem; government is the problem” and
President Clinton’s “the era of big government is over” lead
almost anyone to believe in the end of New Deal, Fair Deal,
New Frontier, and Great Society eras that held a “good
government is good” view—especially of fiscal management:
“as the work and accomplishments of public agencies came to
be regarded as benefits, the task of budgeting was redefined
as the effective marshalling of fiscal and organizational
resources for the attainment of benefits” (Schick, 1966, p.
249). Hacker and Pierson (2007, 2010) argue that the 1990
Bush tax increase,

" over a promise not to create new taxes or raise rates among
existing taxes, was the watershed event that changed the
stories told to pursue fiscal policy, practice, and theory in the
U.S. federal government.

The substance of change may be less important than its form.
How, you ask, do narrative and storytelling encourage or
discourage change? How do they fit within fiscal regime
change?

The pivotal events led to a new social construction of taxing

and spending. The watershed in politics, as Hacker and
Pierson (2007) describe it, included the hegemony of a
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supply-side economics narrative, the rebellion of economic
elites in the Republican Party, the rise of tax cut-driven think
tanks, and the development of many more safe seats in
Congress, reducing party competition in congressional
districts.

The social construction followed the arguments used by
supply-siders. That is, tax policies starve government of
resources as entitlements drive public spending. Tax
expenditures, policy designs enacted through “the deliberate
manipulation of rhetoric and policy presentation” (Hacker and
Pierson, 2007, p. 279), and relatively uncontrollable direct
and nonconventional expenditures based on “rights,” disaster,
or “too big to fail” produce structural deficits.

Tax cuts and rights are both social constructions derived from
basic but contested concepts, which we find in democracy,
justice, and liberty. Or are they? Realism holds that there are
“reasoned arguments concerning the great political issues
[that] can persuade opponents” (Grafstein, 1988, p. 9).
Realism also holds that there are concepts from which we all
deduce constructions, such as the conceptual base and
arguments for tax cuts or rights-based spending. Otherwise,
“without shared political and social values, specific
arguments about democracy, justice, or liberty are bound to
end, at best, in a mutual shrugging of shoulders” (Grafstein,
1988, p. 9) or the use of power, as Foucault argues. What if
realism is wrong, that there is no agreement about underlying
but contested concepts? What if the world of tax cutters and
the world of rights advocates are purely social constructions
that share no basic worldview? How do government
budgeting and finance questions get resolved? When deficits
are not sustainable, what will happen? Who will bear the
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burden of making budgets sustainable or who will become the
undeserving?

Since the antigovernment campaigns waged by Presidents
Carter and Reagan, a premise has gained ascendance in which
positive, activist government has become “part of the problem
rather than the solution.” The premise, along with the
observation that the era of big (positive) government is over,
has had substantial effects on government budgeting and
finance, raising the importance of privatization, supply-side
economics, cutback management, and public choice. As part
of the movement to end positive government, direct
democracy movements have spread. These movements
include various forms of citizen participation in financial and
policy affairs. The direct democracy movements also include
drives to pass referenda questions controlling the size of
government, the legislative procedures in dealing with
financial matters, tax issues, and the allocation of cutbacks in
budgets. The right turn in national politics has built
momentum due to the post-1970s oil crisis that provoked
economic insecurity, technological innovation and change, a
reduction in manufacturing jobs and rise in service jobs, and
the growth of nonunionized firms in the U.S. sunbelt. The
right turn has included both antitax policies and market
allocation of private, toll, and common pool goods once
produced by government. The right turn led to top-down
budgeting in various forms as well as proposals for more
comprehensive budgeting that includes tax expenditures and
other forms of nonconventional expenditure, as well as direct,
conventional expenditure. The right turn has also led to
market, instead of government, allocation of public goods.
The issues faced in government budgeting and finance have
mirrored the fundamental change in premises. To take only
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four issues, consider how premises have changed to force a
new frame of reference in the following.

Direct Democracy, Citizen Participation, and
Initiatives and Referenda

Direct democracy includes techniques used to have either a
positive or a negative impact, both of which affected
government budgeting and finance. On the positive side,
citizen participation efforts began with President Lyndon B.
Johnson’s  encouragement of “maximum  feasible
participation” in community development programs funded
by the War on Poverty. From that point, dogged by
controversy over who has the right to decide, citizen
participation has grown as a worldwide movement
influencing efforts, especially at the local government level in
the United States (Participatory Budget Project, 2010).

On the negative side, a series of initiatives and referenda
during the right turn imposed tax limits, budget limits, and
fiscal policy decision-making limits on government leaders.
Proposition 13 in California in 1978 is the best known of the
tax limit referenda. That initiative provided that a property’s
assessed value was its value when acquired (through change
in ownership or new construction), with assessments
changing by no more than the smaller of 2% or the inflation
rate.

Best known of the budget limit referenda was the 1992
Taxpayer Bill of Rights (TABOR) constitutional amendment
in Colorado. TABOR restricted all tax increases by all
governments and school districts to those approved by voters
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in an election. Revenue collected at existing rates beyond that
attributable to increases in inflation and population had to be
refunded unless voters approved spending instead. In a 2005
referendum, Colorado voters approved suspension of the 1992
TABOR until 2010 with a modified version in effect
afterwards.

The far-reaching fiscal policy decision-making limits,
pejoratively “ballot box budgeting,” were voted in in several
states. These measures required a legislative supermajority
vote to increase taxes or change revenue system designs in
any way that was not revenue neutral. Initiatives with
successful referenda have directed spending to specific
objects, creating a larger expenditure budget. Finally, voters
have approved measures that require that any
referendum-approved spending measure must have a
dedicated revenue stream, and spending could not exceed the
amount in the stream.

Top-Down Budgeting

Emerging in the privatization movement is a new coalition of
neutral competents and fiscal conservatives. Neutral
competents are intent on pursuing top-down budgeting, as
Schick (1986) says, as a way of evening balance between the
bottom-up, agency-dominated interest group liberalism of the
recent past (Wildavsky, 1964) and the more ideological and
insurgent politics of the right turn in the 1980s (Ferguson and
Rogers, 1986). Fiscal conservatives have taken the mantle of
executive leadership; their lock on the presidency has
provided initiative in a battle over who will govern, a battle in
which fiscal issues become major tests of will and offer

77



chances for one side or the other to threaten stalemate and
bring the government’s fiscal machinery to a halt. In any case,
executive branch budgeting no longer rests solely on base and
fair share norms that underlay a bottom-up budget system of
administrative ~ agency, congressional  appropriations
subcommittee, and interest group alliances. Top-down
budgeting places the president on continual collision courses
with  congressional leaders. Further efforts across
English-speaking and Scandinavian worlds have led to
“entrepreneurial budgeting.” Trading control of the total
revenue and expenditure in the budget, leaders have delegated
the design, planning, and control of the details to neutral
competents.

Market Allocation of Private Goods

The loss by the positive government proponents in the
emerging conflict is the loss of faith in pluralism as a means
of allocation as well as a means of formulating regulatory
policy, and as a contributor to the redistribution. Privatization,
to its adherents, is a means by which private interests served
by government programs can become actual, private,
individual rights that the market can allocate.

To illustrate (Linowes, 1988, pp. 248-249), a small farmer,
through government programs, has received permission to use
publicly provided and subsidized water for irrigation. The
farmer cannot transfer or sell this permission even if it has
higher value to a municipality nearby. Privatizing this
permission by granting the farmer the right of transfer or sale
would bring markets into the decision about the highest and
best use of the water.
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Market, Not Government, Allocation of Public
Goods

Does government finance have a role in the emerging view of
government budgeting and finance, or will the market allocate
even public goods? What the new coalition of fiscal
conservatives and neutral competents has provided is not only
a more strident advocacy of business-like government finance
administration, but the direct application of individualism as
the assumed basis for decision making in allocating such
collective goods as industrial and debt market regulation. For
example, in matters involving the U.S. Office of Management
and Budget, cost-benefit analysis has gained common use in
guiding review of the quantity and type of regulatory rule
making in agencies, to the point of creating a “regulatory
budget” (Stockman, 1986, p. 103). The bias of cost-benefit
analysis toward the individual (Meier, 1982) removes the
public good aspect of regulatory rule making and, with
privatization, reinterprets regulation as a  private,
market-allocated interest.

Hollow State

The net effect of privatization and market allocation of public
goods is a “hollow state.” At the very least, according to
Milward and Provan (2000, p. 359), “the increasing use of
third parties ... to deliver social services and generally act in
the name of the state” left governments with more contract
management responsibility and less direct service provision.
And more, use of third parties hollowed out the state’s
function and threatened the state’s legitimacy. Associated
with contracting out the provision of services, the hollow state

79



could also cover use and effect of tax expenditures, those
reductions in tax levies used as an incentive given individual
and organization taxpayers to encourage them to pursue
particular policy goals.

The changed focus in emerging thinking has affected
municipal debt markets as well. The competitive market has
been used as a guide to state and local government capital
investment and infrastructure improvement, through reliance
on taxable debt instruments, as Congress has curtailed
tax-exempt market uses by these governments for economic
development purposes. Cash management, finally, has been
pushed to join regulation and debt. Some have urged cash
managers to define professional competence less in terms of
fiduciary responsibility and more in terms of a business
principle in which risk and return guide decisions (Miller,
1987).

The Retrograde Movement in Rights-Based
Budgeting

Finally, as a countermovement of sorts, the courts have begun
insisting that individuals have rights with fiscal mandates
attached. These rights—often a matter of standards setting in
prisons, mental hospitals, and schools—are deemed
individual ones, and courts have taken the initiative in forcing
through orders for the expenditure of the necessary funds to
accommodate the rights (Harriman and Straussman, 1983).

The emerging conflict is one in which the courts enforce what

has been called interest group liberalism (Linowes, 1988;
Reich, 1964, 1965, 1966), while fiscal conservative forces
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push these private interests into the market through various
privatization programs. The courts, nominally acting on the
side of the unrepresented, stand in the way. Inexorably, fiscal
policy and government budgeting and finance seem destined
to enforce a move away from the provision of broadly defined
classes of public goods and redistribution of income.
Thinking has sided with, and now helps guide the
implementation of, the premise that government is a part of
the problem, not the solution.

The right turn has affected the Republican and the
Democratic Party in the United States. It has prompted
neoliberal hegemony in policy making and especially in
government budgeting and finance. The upshot, Lindert
(2004) finds, has been a broader-based, flatter-rate tax system
in the United States (and other countries with highly
developed economies). The tax system retains a progressive
structure, and the spending that takes place redistributes
across income classes. Nevertheless, income inequality has
grown. Finally, nominal administrative and regulatory costs
have dropped.

In a sweeping summary of developments across public and
market sectors during the right turn, Davis (2009) describes
them as the creation of an investor society in which
maximizing the value of portfolios of each individual is the
permanent goal. He says (p. 236) that individuals and their
investments—houses and 401k retirement plans—along with
their “friends, families and neighborhoods”—their social
capital—are the equivalent of an investor who buys and sells
securities for their economic and social portfolios. Truly,
Davis says, government and all other institutions are managed
by the market; that is, they are conditioned to respond to

81



market incentives to maximize wealth. In the government
budgeting and finance world, the metaphors signify a
rejection of positive government as the reformers defined it
and dominance of a pro-business, if not business-driven,
government decision-making norm.

Summary

Different points of view exist at each point in the American
federal, state, and local political-administrative system, and,
unlike parliamentary government controlling a permanent
bureaucracy, are not easily and comprehensively reconciled
through elections and legislative votes of no confidence. The
distribution of influence—or more likely the determination of
ends and means linkages—is highly randomized. Problem
solving is piecemeal as a result. On a problem-by-problem
basis, the connection between how the problem is defined and
what technologies, including organization and management
knowledge, are used in solving it are highly contextual.

In the larger scheme of things, the problems and solutions are
randomly connected with each other (Cohen and March,
1986). How do we make sense or gain meaning from a
piecemeal fragmented system? We construct meaning,
according to ambiguity theorists. After the fact, we rationalize
information to make it meaningful. We interpret the situation
beforehand in defining problems and in choosing solutions,
but because of the fragmented nature of problem solving
itself, we often make sense of it all after the fact in ways that
provide continuity with the past and ignore the essentially
random nature of the relationships.
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The role of government budgeting and finance in ambiguous
situations, then, is to interpret and act based on this
interpretation. Government budgeting and finance is a
repository of language, of processes in budgeting and revenue
projection that reconcile, of networks that establish
legitimacy, and of categorization devices. Language,
reconciling devices, legitimacy granting structures, and means
of classification are the tools of meaning construction. For
government budgeting and finance theorists, the job is to
conceive of ways it is used and to investigate the ways, their
contexts, and their representation for the people they serve.

The emerging thinking represents the victory of parsimony
over equity and efficiency. The three values have competed
for control since government budgeting and finance became a
topic of serious study. The victory is one of reconstructing
meaning through the control of the premise guiding thought,
as the “government is a part of the problem, not the solution”
so vividly captures. The implication for theory building for
once is not the capture of government budgeting and finance
by economics and market devotees. It is the imperative to
base government budgeting and finance theory on a
foundation of meaning construction.

For the successors to the bureau movement analysts, the
question of theory is largely left unanswered. During the
Progressive Era, the analysts could cope using a theory that,
at the time of the Brownlow Committee, was thought to be
the leading thinking in the field of management. It was
orthodoxy at its height, yet based on strict, deductive logic.

The successor, during a period of government growth, was
incrementalism. Connected ineluctably to pluralist theories of
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politics, incrementalism served to counter the pretense of
hierarchical power and executive leadership with an
“invisible hand” of policy selection based on give-and-take
among interests. Yet, incrementalism’s resemblance to
individualist theories of market behavior led to a
counterrevolution in which the market forces themselves
rebelled over, apparently, the cost of government growth
based on pursuit of private gain by public interests.

At present, an alternative view has developed that challenges
the orthodox and incrementalist approaches, in two different
ways. First, ambiguity theory (Cohen, March, and Olsen,
1972) reflects the idea that neither planning/control theory nor
pluralism provides a conceptual structure to qualify either
alone as a full-fledged analytic approach with the three
requisite  parts: technique, management theory, and
institutional value structure (Selznick, 1957; Parsons, 1960).

Second, social construction theorists (Berger and Luckmann,
1966) argue that developing an institutional-level approach is
possible, even though it is no small task. The elaboration of
an institutional level of analysis—the level of belief structure
and values—on which to base a conceptual structure and from
which we infer techniques in specific government finance
systems comprises the task of the remainder of the book.

Endnotes

1. This imperative comes from the vault system (Advisory
Commission on Intergovernmental Relations, 1961), which
suggested that prudence in safekeeping public funds demands
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that money thus held might not circulate for fear that the bank
holding the funds might fail.

2. The time value of money suggests that the value of a given
sum is greatest at the present, and that foregoing its present
use should be priced, as interest. Opportunity cost
calculations are those in which one use of money is compared
to another, and the difference between them is defined as a
cost or the cost of an opportunity not chosen.

3. Supporting this political coalition argument, Adrian (1987)
calls all of the groups, other than the progressives, “urban
conservatives.” Schiesl (1977) and Elkin (1987) take the more
conventional, political science route to describing the
composition of the coalition, placing forces on either the
pro-machine side or in the antimachine block.

4. Private goods are defined in the context of market failure
and nonappropriability, and the term private goods refers to
those goods produced and sold by either government or
private business or both. Since market failure comes about as
a result of the inability of a provider of goods to receive all of
the returns from the purchase of a service, “market success” is
an instance of appropriability, or the ability to exclude
nonbuyers of a good from its use and to prevent the
concurrent use of a good by buyers and nonbuyers. What
private goods are in practice and who should provide them is
the subject of much speculation, of which Wolf (1988) is one
of the best balanced analyses.

5. The large literature on cutback management has consumed

thinking in public financial management for almost a decade.
The apparent source of thinking on cutback management

85



began with Simon (1962). For more of the bibliography on
cutback management, see Levine (1980) and McCaffery
(1981).

6. Later, these beliefs would be spelled out in implementation
measures that developed into iron-clad principles, each
viewed as good in and of itself. Herbert Simon called them
proverbs (1947). Debt management norms are good examples
of the trouble caused by conventional wisdom.

7. Omnibus Reconciliation Act, of which the Budget
Enforcement Act was a part.
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Chapter 3

The Practice of Government
Budgeting and Finance Is

}nterpretation

Connections between ends and means in public policy making
are made through analysis, bargaining, learning, or
interpretation. Finance influences the way the connections are
made because every policy depends on money. Money is
scarce. Necessity forces the question: Is the activity worth the
money? Need establishes finance as the ultimate contingency
and leads policy makers to depend on finance officials for
expertise and practical advice, leading finance officials to
encourage analysis, bargaining, learning, or interpretation.

Finance officials use a lens for seeing the issues, one that’s
highly developed and tempered through time. A part of the
lens comes from financial management norms. Norms direct
the use of specialized knowledge that defines financial
management. Another part, however, comes from the way
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finance officials define their job. This chapter explores the
application of expertise, relying on finance officials to tell
how they define and practice financial management, how they
interpret ambiguous phenomena, and how they enact a world
where their views of ends, means, and priorities dominate.

Practitioners Define Government
Budgeting, Finance, and Financial
Management

Two major authorities can help define financial management.
One is composed of the texts provided for financial managers
(Lehan, 1991). The other is the view financial managers take
in focus groups and surveys (Miller and Evers, 2002;
Alexander, 1999; Miller, 1998). From these sources, we find
three definitions of financial management.

Economic Efficiency and Financial Control

An optimizing logic appears as received wisdom in the
training materials finance officers use. Lehan (1991, p. 35)
offers three major issues in which financial managers
optimize: the availability of money, the cost of money, and
the productivity of money. Availability may be defined as
liquidity. Maintaining liquidity “focus[es] on a jurisdiction’s
credit repute, reserves, tax strategies, billing cycles, payment
procedures, past-due receivables, and the investment of loan
proceeds and cash balances. Liquidity is the sine qua non of
finance management” (p. 35). Cost of money implies
reduction of costs and may involve reducing interest costs on
borrowed funds as well as reducing the cost of government
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work. Increasing the productivity of money may apply
generally in raising “the net benefit earned by the allocation
of funds to the various purposes of ... government” (p. 35).

The liquidity, cost, and investment goals often suggest
behavior to maximize outcomes. These goals have strict
efficiency tests, in other words. Efficiency can also carry a
more relative test. Administrative efficiency traditionally
hinges a given amount of performance to least cost or
maximum performance to a given amount of resources
(Thompson, 1967, p. 86).

In the relative sense, efficiency has become synonymous with
a managerial emphasis rather than an economic one. As a way
of defining the purpose of financial management, managerial
ideas stress most heavily “the pursuit of maximum output
with minimum inputs,” a “faith in the tools and techniques of
management science and an ability to use them to resolve
problems,” and faith in managers’ skills and knowledge in
acting as moral agents “to achieve the greatest good, not only
for their organizations, but for society as a whole” (Edwards,
2001, p. 4).

The managerial position argues that a finance office is an
institution with legitimacy to operate in the public sphere
independently. The primary institutional value is neutral
competence, a concept combining managerialism with
economizing values and certainly with the willingness and
ability to generate policy alternatives for debate.

In focus group discussions, CFOs agreed that they must act

instrumentally, most of the time, to achieve consensus
priorities (Miller and Evers, 2002). The rest of the time,
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finance officers must act as stewards or fiduciaries for the
public. One CFO said it best when he defined the purpose as
“doing everything possible, with as little help from the
taxpayer as necessary, to give citizens what they want.” The
CFO echoes a Latin proverb on choices and reality: no gain is
so certain as that from the economical use of what you
already have.

Loyalty and Responsiveness to the Elected Elite

Of the three purposes financial management could serve, the
local government CFOs expressed the greatest amount of
support for the loyalty purpose—that good finance officers
should serve and support priorities.

The reason for this support is not hard to understand given
these respondents. More than once, CFOs indicated that their
job was to give advice, to produce options for elected
officials—to “give them what they need to get what they
want,” one said. That person explained that a CFO cannot
stand in the way of politicians bent on doing something; the
best that can be done is to advise them on how to do it with
the least financial damage. Ultimately, to have advice taken,
to be viewed as a source of expertise and good judgment, the
CFO must build confidence in this expertise among elected
officials.

Supporting republican government follows a political logic.
That logic hews closely to a modern-day ubiquitous budget
strategy vividly described by Wildavsky (1964, pp. 74-84).
Advocates everywhere try to build confidence among those
examining their budget requests, he said. While it is a strategy
related to the politics of budgeting, building confidence
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underscores the finance officer’s role as an expert,
conditioning political leaders to a reality that only the finance
officer can divine. In building confidence, the normative basis
moves beyond instrumentalism and neutral competence, the
ordinary definition of expertise, to an interactive form of
influence, with parts equally deferential, referential, and
domineering.

Participation, Stewardship, and Direct Democracy

CFOs did not reject citizen participation as a way to promote
greater democracy, the third purpose of financial
management. After all, they subscribed to giving citizens
what they want. Similar to and yet different than Alexander’s
(1999) respondents, these CFOs had significant doubts about
some ways to bring it about. A later chapter here explores
these doubts. CFOs defined successful participation far more
broadly than the word citizen suggests: participation should
involve the important stakeholders in the organization,
whether the stakeholder is a taxpayer, an employee receiving
a paycheck, the various parties in the debt market, or a vendor
in the purchasing system. The CFOs also pointed out the
necessary first step in participation—making financial
information and processes clear and understandable to
taxpayers, citizens, employees, elected officials, investors,
and vendors.

In focus group discussions, however, CFOs argued that
stakeholder participation often has roots in politics. They
asked: Will demagogues take advantage of the tenuous
control officials have over events to embarrass, or will
political rivals take finance transactions out of context to
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defeat elected leaders? Not only are rivals a menace, but
taxpayers and bond market professionals have leverage over
important issues also, and the three groups are sometimes at
odds with each other.

The CFOs also explained that budgeting frequently operates
as a closed system, excluding many groups. Budgeters can
intentionally bury decision making from outsiders to ensure a
simpler affirmation of community goals and a more resolute
effort to accomplish them. Only in the cases of referenda on
bond, tax, and other fiscal policy issues, on the issue of tax
increases, and the disclosure of budget and financial reports
required by various legal and financial authorities did CFOs
concede to broadening public knowledge, with some
participation, to solve problems.

What texts argue and what managers report are dependent on
context. The context may include dimensions related to
instrumental ideas—maintaining liquidity, reducing costs, and
increasing productivity—that dominate a finance officer’s
thinking, making efficiency an absolute or relative measure of
good choices. As a primary advisor and executor, CFOs
encounter an agency dimension when they consider acting for
local leaders or important stakeholders, such as taxpayers,
vendors, and investors. The finance official often stresses
precedent, consistency, and predictability in the advice he or
she gives, and other times associates experience with issues
and problems. As a necessity of law and a sense of fair play,
the dimensions at other times may relate to balancing a
variety of interests, due process, creative participation, and
equity for those without voice.
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What Practitioners Ultimately Do

Is it fair to ask which definition of public financial
management prevails? From what we understand, financial
managers deal with decisions involving money, and through
money they profoundly influence the work of government
organizations. Analysis reveals that all CFOs do not see the
world in the same way.

Differences exist among CFOs because they have differing
amounts of discretion when compared across state and local
governments. Some CFOs have very basic, core-level
responsibilities running routine operations. Others have a
more policy-oriented role and may have become high-level
advisors to chief executives. Still others may be elected
executives themselves, particularly city and state treasurers.
These differences became apparent in the budgeting office
research of Thurmaier and Willoughby (2001) and Rubin
(1998), in which large differences in the structures and
expectations of budgeting officials emerged. The differences
are also apparent in cases and research on cash investment
later in this chapter. Differences in place and time form a
contingency theory of budgeting and, perhaps, financial
management. Such differences may arise from legal structural
sanction, political ideology, or the level of development of the
profession locally, but the differences definitely exist.

Another strategic view argues that CFOs must capitalize
legitimacy, functionalism, and independence. McCaffery and
Jones (2001, pp. 62—65) argue that some budget officers and
staff members are not useful enough and others are too useful.
In not being useful enough, the budget office could exist as
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one part of an entire government regime dedicated to
economizing. In such a situation, a budget office may not be
useful in being just another voice for economy. In some
circumstances, budget officers may not be believable enough,
and in this way much less useful, in arguing impractical,
inflexible managerial theories of organization or
constitutional power in opposition to those who have
managerial expertise at least equaling, if not surpassing,
budget and finance officers—agency managers or outside
consultants, all of whom have their own views of what will or
will not work (p. 65). McCaffery and Jones spot instances
where budget offices may be too useful, so good at what they
do, that they tend “to get drawn into the role of general staff
advisor, or even roles that would seem to be more political
and belonging to ... political staff,” allowing fiscal values to
be suppressed (2001, p. 65). The case in which a finance
official could dominate revenue forecasting appears later in
this chapter and illustrates the too useful view and a misuse of
the efficiency definition of finance.

What is the inference of the not useful enough—too useful
argument? Finance officials find ways to avoid being either
useless or too useful to guard their legitimacy, functionalism,
and independence.

Success lies in a sense of aptness. Financial managers can
interpret the need to act appropriately as efficiency, agency,
or stewardship imply. The interpretation emerges from the
context in which issues have materialized. Contexts differ
over time and reflect the financial manager’s openness to
politics and reference groups, as well as the risks associated
with problems and solutions (Schneider and Ingram, 1997,
pp. 36-38; Thompson, 1967, pp. 84-98).
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Yet the basic motive behind structure and strategy remains: to
preserve the institutional power of the finance office. The
effort in building financial management theory bottoms on
professionalization, institutionalization, and institutional
survival premises, all of which are fundamental to
understanding institutions universally (Scott, 2001; Merton,
1936, 1957; Selznick, 1957; Silverman, 1971; Zucker, 1991;
Berger and Luckmann, 1966). How finance offices continue
to be valuable—to avoid being useless or too useful—may
seem to be irrelevant, since knowledgeable people can hardly
conceive of a consequential government decision with no
fiscal values at stake. If finance office influence is the issue,
we can investigate whether influence serves efficiency,
political masters (agency), or the public (participation,
stewardship, and direct democracy).

Theories about Finance Officials’
Work

To investigate the meaningful content of public financial
management, we use decisions as a unit of analysis, assuming
that decision making can encompass most of what financial
managers do. The decision-making view has a long tradition.
In general, decision making “is the core of administration, [all
administration] being dependent on, interwoven with and
existent for the making of decisions” (McCamy, 1947, p. 41;
Simon, 1947). Considerable effort has led to orthodox,
prevailing, and alternative explanations of decision processes
and outcomes (Miller, 1991; Wildavsky, 1964; Jones, Sulkin,
and Larsen, 2003; Kant, 1992; Smith, 1991; Schneider and
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Ingram, 1997; Martinez-Vazques, 2001; Miller, Hildreth, and
Rabin, 2001; Forrester and Adams, 1997; Buchanan, 1977).

A theoretical view broad enough to build on existing theories
must explore the connection between decisions and the social
reality in which they take place. This approach involves
interpretations. As Martin (2002, p. 261) points out,
“Constructing a correct decision, a sound one, is always an
interpretive project. Interpretation ... must range over a great
number of dimensions ... and interpretive choices have to be
made within each dimension.” With the theoretical view
taken in this chapter, we explore how financial managers
make sense of reality in reaching decisions. We look at how
managers recognize the possibility for making a decision, and
the interpretive choices they make over numerous
dimensions.

What Is an Interpretation?

A focus on interpretation comes from the body of research
concerned with the construction of reality. That is, much of
the world of financial managers exists because they want it to
exist and because it customarily exists in the form in which
they refer to it or grasp it. They—all financial managers in
league with institutional leaders—could socially negotiate a
change in many of the facts in their world if they wanted them
changed. Consider, for example, deficits and taxes. Are
unbalanced budgets a safe, risky, or foolhardy fiscal policy?
Do tax increases dampen economic efficiency or encourage
economic fairness?
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Such a view comes from analytic philosophy. As Searle
(1995, pp. 1-2) says: “There are portions of the real world,
objective facts in the world, that are only facts by human
agreement. In a sense there are things that exist only because
we believe them to exist.” Searle’s examples are money,
property, governments, and marriages. At first glance, these
four concepts are very much objective in that they do exist for
each of us. He explains that while all four “are ‘objective’
facts in the sense that they are not a matter of your or my
preferences, evaluations, or moral attitudes,” they could be
changed by human action, specifically human action through
institutions. Other media for exchange than money might be
used if we prefer. Property is defined by constitutions as
existing for private persons or not; if it does not exist for
private use, it no longer exists as property. Governments exist
by the social contracts that emerge among individuals, and
when the contract is written, it may be written with the
specific authority of the governed to change it or do away
with it. Marriages exist in many different forms, based on
many different attitudes, as a civil action, a religious action, a
human growth action in procreating and developing families,
or simply an agreement to cohabit. Any of these forms may
be changed by human action. Searle calls the facts that exist
by human agreement institutional facts.

He contrasts institutional facts with “brute facts.” He
illustrates brute facts as “Mount Everest has snow and ice
near the summit” and “hydrogen atoms have one electron,”
both facts completely independent of human opinions.

Institutional facts contrast with brute facts “because they

require human institutions for their existence.” Searle
recognizes that even brute facts depend upon human
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recognition and speech for part of their existence. Scientific
research has to take place and the results reported, refereed,
and accepted. A brute fact exists even though we may not
know it fully or be able to say precisely what it is. He says,
“Of course, in order to state a brute fact we require the
institution of language, but the fact stated needs to be
distinguished from the statement of it.”

The more humans agree and the more institutional facts they
accept, the more humans perceive the structure of
opportunities and the consequences of their acts as reality. In
areas where there seems to be full agreement among humans,
we have “shared subjectivity” or a shared interpretation
(Saaty, 1980, p. 15). Saaty argues (p. 15), “However we try to
be objective in interpreting experience, our understanding is
perceived and abstracted in a very subjective way.... Shared
subjectivity in interpretation is actually what we mean by
objectivity. Thus [the social constructions] we form are
objective by our own definition because they relate to our
collective experience.” The world’s finance officials know are
constructed to benefit from their collective professional
views, the opinions developed through social interaction in
organizations, and the beneficial ideas they have accumulated
through experience.

Golembiewski (1999, pp. 14-17) has straightforward
arguments about interpretations and social constructions. He
agrees with those theorists who “note that reality does not
exist ‘out there’: it is enacted (or socially constructed) by each
of us, and in some unspecified ways these individual
enactments somehow come to constitute reality until they are
somehow unenacted by enough of the appropriate people.”
He argues that, at least in some senses, social construction of
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reality applies since “much that constrains and motivates
behavior exists by social consensus.” He illustrates with
Sherif’s autokinetic experiment (Sherif, 1935) and recalls (p.
14):

A point of light in a dark room seems to move; a consensus
about distance moved often develops among groups
observing that light; and that consensus persists when
individuals are later brought back alone to observe the same
light.

Although dramatic, the Sherif experiment is a narrow one,
and Golembiewski points out that social construction of
reality has “sharp limits.” He notes (p. 14), “Enact as you
will, stepping out of a seventh floor window is unlikely to
have sanguine effects.” He argues further that even when
subject to human action, social constructions may be
extremely hard to change. He uses slavery as the ultimate
example of hardened social constructions.

Golembiewski identifies the root of socially constructed
reality as power. He notes (p. 14) that “we are not ... equal
when it comes to enacting some ... perhaps even the most
important realities. Indeed, some power-wielders might be
able to enact realities for many of us, most of the time.”

His argument that power wielders enact reality has a potential
significance for financial managers. Following an economic
or managerial logic, financial managers’ analyses and
recommendations to leaders have certain legitimacy within
the limits imposed by economic theory and the social
consensus about that theory in the capitalist United States.
Following a political logic, financial managers’ actions to
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build confidence among their superiors may often serve to
speak the truth that financial managers believe, or interpret as
truth, to powerful leaders. Following a stewardship logic,
finance officials guide the use resources held in common and
balance the means-ends connections of disparate
stakeholders—bond market professionals who want to
maximize borrowings for a given cost, taxpayers who oppose
new and increased taxes, customers and clients who want
efficient and varied services.

Products and tools of finance—cash investments, information
systems and revenue forecasts, as well as government
budgets, debt structures, and revenue regime changes—are
socially negotiated ones (Astley, 1985, p. 499). That is, there
is no one best way, no objective truth on which to base
management; there are very few brute facts.

This chapter argues that finance decision makers do much to
create a reality for their organizations by strategically,
symbolically, ritualistically, and rhetorically coping with the
most critical problem facing them—resource constraints.
Coping gives finance rights or legitimacy, the clout to be able
to enforce the use of a special language and to force the
justification of actions in unique ways. In that language,
financial management becomes a general metaphor, one in
which scarce means finance the highest and best ends chosen
by the polity, through elected leaders who depend on
reservoirs of expertise in bureaus, think tanks, consulting
firms, and universities. Creating a reality in which resources
are contingent and in which finance is the critical agency for
commanding resources and wisely allocating them among
uses, the financial manager provides many of the institutional
facts in public organizations.
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As for arguments that finance officials, or any other officials,
are “rational actors,” we have the counterargument by Olsen
(2003, p. 2) that “theory may benefit from taking into account
... a great diversity in human motivation and modes of action.
Actors are driven by habit, emotion, coercion, interpretation
of internalized rules and principles, as well as calculated
expected utility and incentive structures. Human character is
variable and changeable, not universal and constant.” The
working hypothesis of many researchers, as with Olsen, may
be characterized here as “finance officials interpret.” The
financial official’s world is one in which he or she has
customary ways of seeing objects, people, and their
interaction. Customs and even norms come from
interpretations that have a more vivid sense of fact as
consensus grows among those people the finance official
influences and is influenced by.

For more than a half century, theorists have argued that
managers play a major role in interpreting critical
contingencies, in giving meaning or sense to phenomena they
find, and in interpreting the phenomena they find when
problems, solutions, and people meet in random ways. We
argue here that finance officials’ interpretations act to assign
phenomena in ways in which the phenomena can be acted on,
especially in controlling the critical financial contingencies
the government organization faces. Finance officials can
interpret phenomena to require computation, learning,
bargaining, or reinterpretation (see Table 2.3). What they
choose depends on the amount of agreement about goals and
about the technology most reasonably suited to achieve
agreed upon goals (Miller, 1991, pp. 59-61; Burchell et al.,
1980; Thompson and Tuden, 1959). By defining the
phenomena in a particular way, the finance officials dictate a
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way to deal with them. A simple interpretive system appears
in Figure 3.1.

The simple process outlined in Figure 3.1 attributes
credibility and legitimacy to the financial manager. The
ambiguous events that occur lead to a cycle of interpretation
or making sense for the organization. Brute facts and
institutional facts help, but considerable ambiguity remains,
enabling financial managers to interpret through the views of
their networks. The networks include those others with whom
the financial manager works closely, and the particular
network chosen depends on the norm the financial manager
senses as aptly fitting the ambiguous
circumstances—economizing, building confidence among
political leaders, or bringing the narrow or broad stakeholder
public into the situation.
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Ambiguity—no clear ends, means, or ends-means connections—prevails
with few constraints from a dominant power center.

Interpretations make sense of ambiguity.

The financial manager interprets ambiguity as the expert.

Financial managers construct interpretations from what they know and
sense through the filters their efficiency, agency, and stewardship logics
provide.

Interpretation pushes ambiguous phenomena into categories where they
can be handled with compuration, bargaining, or learning.

Financial managers communicate their interpretations through argu-
ments incorporating narratives, myths, symbols, and rituals.

Financial managers enforce their interpretations through the work others
expect them to do—making decisions about spending and its financing
and, in those decisions, rationalizing interpretations.

Figure 3.1 A model of interpretation by financial
managers.

For example, liberty (or its synonym freedom) in economic
affairs has resonance among finance officials. Liberty is a
contested concept, however. One view holds that economic
freedom is “a nonpolitical freedom ... at best ... guaranteed
by government” (Grafstein, 1988, p. 21). A rival claim
“argues that true economic freedom includes control over the
range and structure of economic alternatives” (Grafstein,
1988, p. 21). In the contested concept of liberty, rivals argue
the character of society. Is economic freedom a subspecies of
political freedom or vice versa? In other words, shall activist,
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pro-positive governments manage the economy, or shall most,
if not all, social relationships, including political ones, be
managed by the market?

To prevent gridlock while the rivals contest the concept of
liberty in economic affairs, finance officials must decide
issues big and small every day. Our argument is that they
interpret phenomena, not in activist government or managed
by the market terms, but in terms of the logics that help them
make sense of the world—optimizing, agency, and
stewardship. By applying the appropriate logic, the finance
official can reduce any problem to computation, bargaining,
or learning.

In the sense that liberty is a contested concept in economic
affairs, we can consider the problem of improving the U.S.
federal tax system, improving to achieve what is at the heart
of the rival claims over the meaning of freedom. Therefore, a
finance official might use an optimizing logic, redefining the
problem as to computation, promoting both a more efficient
system and a more equitable one. Efficient and equitable tax
system improvements have existed for centuries, and hot
debate over different solutions takes place every day. Thus,
the decision does not lack solutions. It lacks a definition of
the problem, and optimizing efficiency and equity through
computation is one approach that finance officials might use.
Narratives tell how people stop working when they have
earned just short of the amount that would increase their tax
bill, and how some get tax breaks only because they have a
good tax accountant or worse, contributed money to an
influential legislator. Storytellers also invoke the myth that
tax revenues collected will rise until at some rate they begin
to fall; at some rates lower or higher than that pivot point,
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revenues collected are actually smaller. The symbol emerges
as a flat tax, a tax system redesign solution that has a rate low
enough to avoid penalizing work, high enough to provide the
same revenue as the previous system, as well as a broad
enough tax base to maintain horizontal equity. Ritual unfolds
in which experts that have studied the tax system explain they
have found the solution to a more efficient and fairer system:
the flat tax. The experts report their findings to legislators,
who then examine the flat tax and decide whether it is good
for the country. The end result is finance officials’ adoption
of the flat tax.

The optimizing logic and computation decision-making
strategy pushed the ambiguity and rivalry over economic
freedom toward the determination of whether a flat-tax
solution optimized efficiency and equity, increasing one
without decreasing the other. If the computation showed that
the solution optimized efficiency and equity under these
conditions, finance officials would expect the solution to be
acceptable. Acceptability or perhaps indifference might
prompt a political bargain over economic stimulus spending
during a recession, even though few would agree about the
recession’s causes, the problem the stimulus should target,
and the optimal means for producing economic growth under
these conditions. Finally, many more than not would accept
learning through citizen participation in community
development budgeting and planning, since rivals often
dispute the goals of development, the present level of
development of a community, the nature and severity of
present development problems, and what projects to pursue
for development. In the community development case, citizen
participation—learning—works better than bargaining among
political rivals, and much better than the computation that
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optimizes community wealth often with eminent domain
proceedings.

The interpretations themselves depend on a variety of means
through which the financial manager’s frame of reference
gives the interpretation intelligibility. The means include
projecting precedent, experience, general public feeling,
political history, community climate and culture, and simple,
compelling arguments. The financial manager can project the
logic of appropriateness rooted in popular, political, and
professional norms, trial and error, precedent, custom, habit,
and the meaning of experience (March, 1994); general
feelings such as tax revolts (Lowery and Sigelman, 1981);
fiscal individualism or fiscal socialism (Lexington: The Age
of Fiscal Socialism, 2000); a dominating fiscal illusion
(Downs, 1959-1960; Buchanan, 1977), or the premier
conception of the community’s social contract (Wildavsky,
2001); the particular point in the cycles of political history
(Phillips, 1990); good policy arguments (Meyers, 1994, pp.
159-189); the extent of deference to expertise (Schneider and
Ingram, 1997, pp. 158-159); and the sense of discretion one
may have in order to make or oppose risky decisions (Miller,
1991, pp. 158-160; Thompson and Jones, 1986).

Interpretations, once chosen, evolve into narratives or texts,
rituals evoking and manipulating symbols, and ultimately
myths (Miller, 1991; Czarniawska and Gagliardi, 2003; Roe,
1994). The financial manager has substantial authority to
enforce interpretations in the work related to taxing and
spending, often in which financial managers rationalize
interpretations or deftly handle punctuating events that alter
stable interpretations. Both of these create new equilibria that
give altered interpretations power in the future (Jones, Sulkin,
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and Larsen, 2003, pp. 151-169; Jordan, 2003, pp. 345-346,
358-360).

Studies

In the next sections, three studies describe the ways financial
managers use the three definitions the chapter proposed
initially. These three definitions reflect an efficiency logic, an
agency logic in which finance officials give political leaders
“what they need to get what they want,” and a stewardship
logic in which finance officials were “responsive to citizen
demands” and anticipated citizen demands and acted in
citizen interests to do all possible “with as little help from the
taxpayer as necessary, to give citizens what they want.”

In the first section, the cash investment study describes an
activity’s norms and limits as framed by finance officials in
such a way that the appearance of taking risks is more
dangerous than the risk itself. The information system study
that follows demonstrates the symbolic and signaling uses to
which finance officials put, much less the system’s functional
contributions to decisions. The third case on revenue
forecasting demonstrates how problems connected with
uncertain revenue streams and ambiguous economic and
political phenomena allow, even force, finance officials to
sequence decisions and, in so doing, socially construct reality.

Cash Investment
Research  investigated cash management practices,

particularly those involving investment. This work (Miller,
1991) investigated the acceptability of futures and options,
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early forms of derivatives, in cash investment practices of
public managers. The findings revealed controversy over
acceptance at two levels. At the ideological level, acceptance
of financial innovations depends as much on the role and size
of government in society as the inherent productivity potential
of the techniques. A government that does little more than
what is necessary may regard these innovations as irrelevant.
A government that does everything may not need financial
management, let alone financial innovations, since it faces no
scarcity. In between, most financial managers find the
language of risk and loss controlling their choices. At the
instrumental level, in the public sector, risk is not opportunity
that, when exploited, defines gain. Rather risk refers to the
chance of mishap, the avoidance or prevention of which has a
high priority. In fact, in public administration theory, risk may
carry ethical connotations, one of the most traditional of
which regards risk taking as a violation of a fiduciary
relationship to the polity.

In the research financial officials were asked their ranking of
the goals of cash investment and then their use of derivatives.
In the rankings (Miller, 1991, p. 165), officials considered as
most important the preservation of capital. In a significant
sense, the first goal became the frame for all other goals and
for all investments and investment risks. As Tversky and
Kahneman (2000) suggest, most individuals, and in this case,
public cash investment managers, are loss-averse. In an
experiment with Ohio investment officers, McCue (2000)
confirms these prospect theory predictions, as does Denison’s
survey (2002) and the comparative research by Mattson,
Hackbart, and Ramsey (1990).
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The Orange County, California, investment loss case proved
to be a one-off case, but one widely discussed and supporting
the risk aversion approach to cash management described
here. Chapman (1996) describes the county’s greater reliance
on investment income in the early 1990s when compared to
the other major county population centers. Contributing to the
outcome was an apparent entrepreneurial strategy and
willingness to take risks with investments (Chapman, 1996,
pp.- 26-30). The entrepreneurial strategy and heavy reliance
on investment income led to multi-billion-dollar losses by the
end of 1994, and the county filed for bankruptcy protection in
the courts.

The lesson Chapman drew from the case taught that
uncertainty increases when ambiguous cash investment goals
get resolved to maximizing return. Reliance on self-interested
private tresury advisors may not increase certainty.

The increasing uncertainty lesson yields another similar one
about public entrepreneurship strategies. Chapman concludes:

Entrepreneurship in the public sector is different from
entrepreneurship in the private sector. Although neither can
afford to fail, the public consequences can be very serious for
the public entrepreneur. The public entrepreneur cannot be
allowed to take chances that could lead to large failures. It
may be that the public entrepreneur should be constrained
from taking chances that could lead to any failures. Orange
County missed this lesson. (p. 31)

The public consequences include stakeholder reaction and
measures taken to overcome the failure. One measure being

121



public humiliation, the Orange County case serves as a
cautionary tale for entrepreneurial public treasurers.

Information Systems

The U.S. Office of Management and Budget (OMB)
published, in October 1969, the set of guidelines called
Circular A-95,

2 and research investigated their intent and practical use.
These guidelines created, essentially, a process by which
agencies at all levels of government were brought into the
grant-in-aid review process, before the grant proposal was
funded, through clearinghouses that distributed grant proposal
information. This review consisted of examination and
comment on the consistency of any proposed project with
projects already in existence and those planned for the future.
Moreover, Circular A-95 covered projects funded under nine
federal cabinet departments and five independent agencies.

Later, in June 1970, OMB published another circular, A-98,
which went beyond A-95. A-98 required federal agencies, for
the first time, to inform both the grant applicant and the state
and local agencies that originally reviewed the application of
their decision on funding. Thus, Circulars A-95 and A-98
designed a complete grant information system. A-95, by the
systematic review it prescribed, allowed agencies at lower
levels of government to evaluate and coordinate requests for
assistance on the basis of what had been done or was planned.
A-98, as stated, went one step further and required that
agencies be kept informed of the status of proposals they
reviewed.
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The A-95/A-98 grant information system, because of its
circular flow of “messages,” 1is an example of
communications and control in government and may be
understood best as a cybernetic model. The central purpose of
the A-95/A-98 review and notification system was to
coordinate policy making and the administration of domestic
development programs

among agencies at all levels of government. The
coordination concept was set forth by Congress and
implemented by the Office of Management and Budget in the
form of a communications system for grant applications to
involve not only federal agencies, but also state and local
agencies in the grant-in-aid decision-making cycle. The theme
of intergovernmental grant coordination through a
communications system may be traced from its legal
background to its practical application in rules and
regulations.

The A-95/A-98 system is similar to a cybernetic system, in
that it can be studied not only as a flow of information on
grants, but also as a self-regulatory device that keeps the
plans and programs of governmental agencies coordinated
(stable) by controlling grant applications so that the objectives
of these plans and programs may best be fulfilled.

The evidence from research on the Project Notification and
Review System (PNRS) highlighted its shortcomings. First,
there existed inadequate area-wide plans to which to compare
new projects, providing incentives to use randomly selected
criteria for judging or not judging grant applications. Second,
little staff commitment, in either interest or time—money—staff
resources to devote to clearinghouse activity, may have led to
a random selection of participants to enter or not enter the
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review process. Finally, federal grant sources lacked interest
or were not forced by OMB to include clearinghouse
comments in their decisions, providing another random
process of solution-provider selection.

The research evidence relates to evidence compiled from
other such studies of information use (Feldman and March,
1981, p. 174, fn. 1):

(1) Much of the information that is gathered and
communicated by individuals and organizations has little
decision relevance. (2) Much of the information that is used
to justify a decision is collected and interpreted after the
decision has been made, or substantially made. (3) Much of
the information gathered in response to requests for
information is not considered in the making of decisions for
which it was requested. (4) Regardless of the information
available at the time a decision is first considered, more
information is requested. (5) Complaints that an organization
does not have enough information to make a decision occur
while available information is ignored. (6) The relevance of
the information provided in the decision-making process to
the decision being made is less conspicuous than is the
insistence on information.

The findings suggest that a decision outcome in the PNRS
process did not necessarily relate to information gathered in
that process. Why then were information, participants, and
decision so disconnected? First, the clearinghouses had no
direct incentive to curb or align information gathering in light
of what was needed by decision makers. Clearinghouses were
paid, often by decision makers themselves or the governments
they head, to gather information, not to ensure its use.
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Moreover, the criticism of clearinghouses was likely to come
from those who overestimated what they knew about
events—were surprised by what they did not expect—and
actually could have used more information. Less criticism
came from those who underestimated what they knew and got
more information than they could use.

Second, not knowing the exact shape community
development should take, decision makers could not use
information clearinghouse procedures provided to guide them
to the best alternative. Economic change, for one thing, forced
decision makers to contemplate new urban and rural
development forms and goals, even as clearinghouses told
them the best way to what were now relatively obsolete
development forms and goals. Often the questions to ask, not
the alternative answers, were needed.

Third, the information provided by participants in a
clearinghouse process often had strategic importance for more
than one participant in more than one way. Conflicts of
interest were often apparent, as one community might
compete with another, with each community’s review of the
other’s projects jaundiced as a result. Strategic
misrepresentation could be commonplace. Without
trustworthiness, the information fell in value, and by virtue,
all information became suspect.

Nevertheless, finally, the clearinghouse process had
legitimacy, especially for its symbolic attention to the rational
decision process, if not for PNRS’s adherence to the rational
decision process’s substance. In government, legitimacy
attached to decisions that were made in apparently rational
ways, that is, made in accordance with long-standing norms
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about appropriate procedures (Olsen, 1970; March and Sevon,
1984; March and Weissinger-Baylon, 1986). Whether the
clearinghouse procedure actually led to good or better
decisions, or whether the procedures related to decision
making at all, the clearinghouse process itself led participants
to believe in the appropriateness of grant decisions and
sometimes even the development plans and decisions related
to them, and led to support for clearinghouses and their
further development.

Analyzing the PNRS process, it resembled a garbage can in
which various combinations of problems, solutions,
participants, and choice opportunities attached to each other.
The streams of each of the four elements were independent
and exogenous to the system.

The garbage can choice process, according to Cohen, March,
and Olsen (1972), results in an interpretive system. Since
much of the problem solving in the PNRS may be random
associations of problems and solutions, few conclusions may
be made about the outcomes without elaborating some
existing scheme of reference. Lacking definitive results,
agencies such as the Advisory Commission on
Intergovernmental Relations (ACIR) called for more federal
funding (ACIR, 1977) and reported the general satisfaction
government jurisdictions have with the system.

The important differences between a system that relies on
cybernetics and much of the rest of the world that real people
inhabit is the degree of ambiguity with which decision makers
contend. Cybernetics requires the question to be known, the
goal to be shared widely among organization members.
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Seldom does this degree of certainty or agreement actually
exist. More likely the case is a federalist system, where
federal funding agencies may have far more concrete ideas
about community development and where local governments
are far more predatory in seeking these funds, than in a
cybernetic system. Combining three different sets of
participants in a choice structure in which funding solutions
may have little relation to problems as they are comprehended
by any or all of the participants prompts what we know as an
organized anarchy.

Such a system relies on symbolic moves for creating progress.
Creating a PNRS may have little direct, technological
relevance to decision makers. Whatever technological
relevance the process has lies in its random juxtaposition of
problems, solutions, and participants. By random mating,
some problems get solved, some solutions get used, and some
participants feel they have actually created an outcome.

However, the PNRS has remarkable salience in legitimizing
or even justifying decisions after they are made. In whatever
way a decision was reached, a decision maker has incredible
amounts of information on which to build a case for a
decision already made.

In even going through the process, moreover, the decision
makers achieve legitimacy for action. Following what is
widely believed by voters to be a good decision-making
process in which competing alternatives are weighed against
each other in terms of contributing to a goal, the decision
maker creates the potential for attachment and commitment
by those who will carry out the decision as well as those who
will live with the result.
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Revenue Forecasting

Revenue forecasting in government is hardly ever the
prerogative of only one group. Intergroup effort, in fact,
describes what takes place when both legislative and
executive bodies forecast (Kamlet, Mowery, and Su, 1987).
Such effort is also required among different offices within the
federal executive branch (Pierce, 1971), and at the local level,
among the different activities within the finance department
(Meltsner, 1971).

Common to all whose task is forecasting is uncertainty and
ambiguity. Seldom is there a clear definition of economic
base-tax base-revenue cause—effect relationships creating
uncertainty. Less seldom is there agreement about what one
wants to happen (beyond stable revenue) creating ambiguity.
Thus forecasting is often a judgmental process, especially
influenced by forecasters’ social construction of reality. To
understand the judgmental process, and thus revenue
forecasting, requires insight into the elements that interact to
construct cause-effect relationships and desired outcomes.
The interaction among actors in forecasting, as in all other
organizational and judgmental exercises, assumes that all
want stability; all participants interact and confine behavior in
ways to trade stable expectations about behavior.

Explaining reality construction solely as an economy of social
interactions is incomplete. March and Olsen (1989, p. 62)
suggest that the market centers on bias:

Although there seems to be ample evidence that when

performance fails to meet aspirations, institutions search for
new solutions ..., changes often seem to be driven less by
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problems than by solutions.... When causality and technology
are ambiguous, the motivation to have particular solutions
adopted is likely to be as powerful as the motivation to have
particular problems solved, and changes can be more easily
induced by a focus on solutions than by a focus on problems.
Solutions and opportunities stimulate awareness of previously
unsalient or unnoticed problems or preferences.

All parties to making judgments have a solution in mind, we
assume. Judgment in a collective choice situation depends on
one party’s convincing other parties that a preferred solution
connects to the problem at hand. The argument about one’s
preferred solution may be easier to make when the party
realizes the importance of sequential attention. Parties to the
making of judgment have limited time and limited willingness
to devote more than a fair share of that time to a given
judgment call. Any party realizing the limited time problem
can choose to focus attention, or not, on a given solution.
One’s ploy may well be to focus on the aspect of the problem
that a given solution seems most capable of resolving. Or
one’s time may best be spent in defining a problem so that a
favorite solution can solve it. In fact, Brunsson (1989) has
argued that it is possible to sustain a coalition among
members who have what appear to be strictly inconsistent
objectives because of sequential attention.

The ploys can be illustrated with many state consensus
forecasting units (Sun and Lynch, 2008), and especially the
governor-house-senate consensus forecasting process in
Florida (Klay and Vonasek, 2008). Better still, because of its
documentation, the Troika portrays ploys vividly. The Troika
was a 1960s’ era federal executive branch forecasting group
consisting of representatives of the U.S. Department of
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Treasury, the Council of Economic Advisors, and the Office
of Management and Budget.

According to Pierce’s research (1971), favorite solutions to
budget and economic problems stand behind the Troika
members’ contributions and thus influence forecasts. Through
the use of econometric models in policy analyses, members of
the Troika ran any policy solution through the econometric
model, varying the assumptions built into the model. Thus
solutions, in the form of policies, often drove Troika
forecasting. The members of the Troika also had their unique
biases. According to Pierce (1971, p. 49), “Treasury
technicians tend[ed] to place a higher priority on the goal of
price level stability than on unemployment or growth,” while
the Council of Economic Advisors usually placed greater
emphasis on full employment and economic expansion. The
Office of Management and Budget was responsible to
presidential norms: no budget action could lead to a
depression or recession, at least not in an election year, and
no forecast could create conditions for a self-fulfilling
prophecy.

The procedure used by the Troika, according to observers
(Kettl, 1986; Greider, 1987; Pierce, 1971) was sequential
attention. First, Treasury forecast revenue. Then, OMB
forecast expenditure. Finally, the Council forecast the
economic outlook. By adroitly applying technology and
expertise, Troika members could manage the assumptions and
judgments that must be made to combine revenue and
expenditure forecasts in some reasonable way and predict
economic change.
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The recognition of biases, and the understanding that
differences may be useful, underscores much research in
judgment making (Wright and Ayton, 1987). That is,
differences create a healthy skepticism about others’ views
and assumptions, bringing them out in the open
(Golembiewski and Miller, 1981). Research by Klay (1983,
1985) and Ascher (1978) suggests that airing such differences
may reduce overreliance on outdated core assumptions, or
“assumption drag,” in forecasts, improving their accuracy.
The structuring of forecasters to exploit their differences may
not depend on simply adding more forecasters who distrust
others’ work. Subtly nudging forecasts in other ways may
require more attention but may have substantially larger
payoffs.

The sequential attention factor may have the most potential
for improving or changing forecasting practice. Varying the
sequence of attention may lead those who want to control
attention to focus it on important matters. Such seemed to be
the case in Crecine’s study of local government budgeting
(1969) and in Meltsner’s study of local government revenue
estimating and rate setting (1971).

A set of potential roles emerges from these models.
Individuals assume and take responsibility for parts of an
idealized process. A record keeper/data driver finds the
average rate of change over previous years. Various other
observers could determine why the average rate might be
different in the future and offer another, higher rate of change
with these potential events in mind. Another, more cautious
officer could recommend that the two be averaged and
rounded down.
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Such may easily be the case in forecasting. One would
assume that forecasts are computational exercises for the most
part. If they are not completely computational, we would
expect them to be a combination of interpretation and
computation, using the full range of quantitative, qualitative,
and sequencing methods.

If the latter is more reasonable as a surmise, interesting
questions emerge. First, whose interpretations guide
forecasts? In cases where there are different interpretations,
how does a group of forecasters choose one or reconcile all of
them? Second, is there an inherent bias in the forecasting
process? Is such a bias toward high numbers, in someone’s
political interest, or toward low ones?

These research questions ask who rules assumptions and
guides forecasting. Two competing explanations seem to
draw agreement: sequence and institutional bias.

Sequence

The sequential attention partisans (Hammond, 1986; Plott,
1976) explain assumption rules in terms of structure.
Sequential attention finds support in both agenda research on
legislatures and hierarchy research in bureaucracies. First,
agendas dictate what is considered first and so on through
legislative work sessions. Plott (1976) models the agenda of a
decision process and shows how the agenda may force
decisions in certain ways. When, for example, three different
preference orderings exist, each possible agenda yields a
different outcome. Whoever controls the agenda controls the
outcome.
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Second, in more ambiguous circumstances where preferences
are not known, agenda strategy can still have importance.
March and Olsen (1976) argue the practical value in tactically
loading agendas, for instance. Loading some agendas rather
than others, such as university self-studies and budget
deliberations, rather  than investment committee
meetings—takes high-pressure issues away from other
agendas and permits work to get done. Moreover, they point
out, loading meeting agendas at the front end with
controversial items may work in favor of actually gaining
acceptance (or encouraging ignorance) of other issues that are
more serious and are placed in a less vulnerable position later
in the agenda. Such front loading provides garbage cans in
which all parties can put solutions, problems, and other such
issues.

Compelling arguments have also been made by Padgett
(1980) in bureaucracy studies. He shows that altering
subordinates’ attention rules—through variants of agendas
such as structural stratagems—actually reduces the amount of
close control and scrutiny required of the chief executive and,
by sequencing attention, increases the amount of unclouded
information the chief executive gets.

Institutional Bias

The second, role bias explanation (Wildavsky, 1964; Schick,
1988) holds that forecasting is inherently conservative, with
all extreme positions moderated by the need for compromise.
This view holds that institutions that have a stake in the
outcome of a forecast must compel representatives to “vote”
this bias in strategically important ways in interorganizational
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confrontations or cooperative ventures. Without staking out
initial positions at the extreme, these institutions find that
later decisions or compromises do not incorporate the
institutions’ points of view.

Research explored the sequencing vs. institutional bias
alternatives in a Troika-like simulation (Miller, 1991, pp.
208-228). The research simulated the idealized roles and their
preferences: average, higher, and lower rates of change.

The simulation assumed that there is no common set of
preferences other than stable expectations or expected
stability guiding forecasters. Rather, roles are played and the
forecast depends on numbers actually generated through these
roles.

Second, the simulation assumed three other matters. First, the
forecast results from negotiation rather than computation.
Second, the properties of a forecasting process include
negotiation over the limits and middle ground. Third, this
negotiation guides and dictates the outcome of that process.

We simulated three relationships among forecasters to
eliminate either the sequencing or institutional bias
explanation for the forecast. First, we would expect that
whoever controls the agenda has a greater say in the outcome,
corresponding to the sequential attention position.

Second, previous research focused on the neutrality of the
agenda setter. If we assume that all parties consider one in
their group as primarily neutral and that party’s chairing the
group as merely a way to open discussion on a neutral note,
we could discard the idea of agenda setting. Instead, assuming
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the chair’s forecasts rest on random values of a few variables,
we could infer that a final forecast that neared the chair’s
forecast to a greater extent than the other parties’ forecasts
randomly influences the process. This point of view still
supports sequential attention.

Pierce’s third finding (1971) explains the effect of extreme
positions and resembles the institutional bias position. The
more extreme the initial position, the more likely the position
will have some influence on the outcome.

Our research examined therefore the two competing positions
in consensus revenue forecasting groups. The sequential
attention factor represented the view that whoever controls
the agenda controls the outcome. The institutional bias view
supported the notion that representation of important biases
contributed to extreme forecasts that were moderated, though
not overcome, by group effort. The research suggested that
sequential attention was the strongest and most defensible
explanation of consensus revenue estimations. The chair in
both conditions of the research design dominated the
outcome. The relationship between the chair and bias seemed
weak since the chair was as likely as not to have one of the
extreme positions. Moreover, the chair, in providing the
initial position, guided the outcome.

The research confirmed other studies to suggest that
sequencing the attention of the forecasters might have a large
impact on estimates. Work by Meltsner (1971), especially,
argued this view. Meltsner’s research on local government
revenue systems, supports the idea that the structure for
decision making applies to forecasting, and reveals the
influence of sequencing work (separate sequences for large
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and small “other” revenue sources, and then property taxes)
and a hierarchy of steps within these sequences.

Sequential attention explanations of behavior parallel
agenda-setting functions in public administration and policy
making. The literature following publication of work on
organization anarchies and the garbage can model of decision
making led by March and Olsen (1986) highlighted agenda
setting and the impact it has on decision outcomes (Kingdon,
1984). The findings are straightforward: when ends are
ambiguous and means uncertain, agendas resolve instability
problems. Agendas resolve unstable preferences and
estimates in revenue forecasting too. Forecasts have a large
impact, and even sometimes drive other activities in
budgeting and policy making. Ends or preferences about
forecasts do exist and influence forecast negotiations, but
agendas also influence revenue forecast negotiations.

Conclusion: Summarizing Practice as
Interpretation

Financial issues loom large in policy deliberation. Leaders
look to the institutionalized expertise of finance officials for
help. Finance officials practice three fiscal
values—efficiency, agency, and stewardship—to interpret
ambiguous phenomena. These values represent interpretations
of the ends, means, and their connections that form policy
goals and designs. The argument in this chapter claims that
their institutional survival interests motivate finance officials
to push or transform ambiguous events into categories in
which there is some degree of agreement, whether about ends,
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means, or both. If the transformation succeeds in creating an
objective view of both ends and means, finance officials may
simply compute the answer to the problem. If less successful
in gaining consensus, the result may call for bargaining or
learning.

Three studies of fiscal policy ambiguity illustrated the
interpretation phenomenon in the chapter. Figure 3.2 provides
a capsule version of the cases.

Ambiguity existed in the cash investment case because few
could tell when public investment with derivatives became
gambling rather than insurance. The study concluded that
finance officials had gained consensus about ends and means.
The end seemed to be take no risks and lose no taxpayer
money through investments. The means were investments that
earned more than simply locking cash in a vault, but were
nearly risk-free. The case leads to the conclusion that
ambiguity about what investments to make for what reason
got resolved with the take-no-risk approach. This strategy is
usually based on stewardship and sometimes also
responsiveness to political masters’ risk aversion. The
relatively risk-free investments still permitted returns greater
than no investment at all. The risk-free investment strategy
allowed an optimizing or computational solution to a cash
investment dilemma and illustrates the finance official’s
transformation of an ambiguity problem into a computational
one through interpretation.

The information systems study described the intentional
design of the A-95/A-98 Project Notification and Review
System (PNRS) to resemble a cybernetic one. Many
entryways  for  information,  clearinghouses, and
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communication channels for moving inf