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The Incremental Model

The Federal Budget

Deficits and Debt
Which One’s Which?
Monetary Policy

“A government’s formal efforts to manage the money in its economy in order to realize specific economic goals”

The Fed

“The manipulation of government finances by raising or lowering taxes or spending levels to promote economic stability and growth.”

Fiscal Policy
· Government decisions regarding taxing, spending, and deficits. 

· OMB

· CBO

The Budget

The Rational Approach

Big “R”  vs. rational/logical

Based on micro-economic models for decision making

This is a model containing specific elements:

Assumes decision makers are able to:

Specifically state the ends
Analyze the means to attain them

All options are to be analyzed

Wants least possible input of scarce resources per unit of valued output

Utility value and cost benefit analysis

Agreement on Means AND Ends…

“The goals of economic policy are widely shared:

Growth in economic output and standards of living

Full and productive employment of the nation’s workforce

Stable prices with low inflation.”

Tom Dye, page 155

“If economic policy making were completely rational, it would be closely tied to a coherent economic theory. …But a variety of economic theories compete for preeminence as a way to achieve these goals.”

“We fear change…”

 Incrementalism: Policy as Variations on the Past

Rationalism is rarely practiced…

“…constraints of time, information, and cost prevent policy makers from identifying the full range of policy alternatives.”  page 17

“…constraints of politics prevent the establishment of clear cut goals and the accurate calculation of costs and benefits.”  page 18

The Incremental Model

Charles E. Lindblom’s  

The Science of Muddling Through 

Increment:  a unit of measure

A smaller  part of a larger whole process

Simplify - comprehensive analysis is impossible

limited comparisons

incremental change

multiple pressures

mutual adjustments

The Base

STILL Incremental change… 
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Changing Budget Priorities: Challenging Incrementalism

Incrementalism may help to explain the process of budgetary decision making, but it
appears unable to explain major changes in budgetary priorities over time. Incremen-
talism views public policy as a continuation of past government activities, with only
incremental modifications from year to year. Yet increments add up over time: some
programs, like Social Security and Medicare, expand over the years, taking ever larger
shares of federal spending; other programs, like national defense, gradually contract as
a share of federal spending.

Revolutions in spending patterns are not anticipated by incremental theory.
Nonetheless, the United States experienced a revolution in spending priorities during
the 1970s. In a single decade America’s national priorities in defense and social welfare
were reversed. In 1965 national defense expenditures accounted for 43 percent of the
federal budget, while Social Security and welfare expenditures combined accounted
for only 22 percent (see Figure 7-4). While the mass media focused on the war in
Vietnam and on Watergate, these national priorities were reversed. By 1975, only a
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FIGURE 74  Changing Federal Budget Priorities During the carly Cold War years,
defense spending was the largest item in the federal budget; today social welfare spending
consumes more than half of the budget.





The Federal Budget Is:

A Spending plan

The allocation of scarce resources

A Management tool

An expression of policies and priorities

An Economic Instrument

Used to direct economic growth and development

An Accountability tool

Holds elected officials responsible for their use of my resources

To spend money you need:

Authorization (an appropriation)

Funds (revenue)

You must have BOTH

A check book with checks but no cash on deposit will get you in trouble

Cash in the bank, but a lost ATM card still means no pizza

The 1974 Budget Act

An attempt to address the lack of a consistent economic policy 

Set up Budget Committees in each house to review President’s Budget in light of all taxing and spending measures

Budget Committees set total spending, tax and debt levels

Staff for the Budget Committees is the Congressional Budget Office 

Non-partisan, but not impartial

Legislative/Executive Tension

 Fiscal Calendar

Fiscal means having to do with money

My Budgetary clock is “ticking like this!”

Federal Fiscal Year: October 1 to September 30

President submits budget in January

Budget Committees reviews his plan and sets overall taxing and spending levels in a resolution which must be approved by April 15th

By mid-June, standing committees have made recommendations to Budget Committee, which draws up a reconciliation bill

If they can’t come to agreement, things will shut down, unless they pass a continuing resolution. 

This is their primary job, and they rarely get it done on time!  Often they get desperate and pass pork-laden “Omnibus” bills.  

The Federal Budget Process Is:

Incremental

Fragmented

Non-programmatic

So we tried:

Zero Based Budgeting

Budget Committees

PPBS



Epic Fail

Indiscretion…

Two Largest Entitlements:

Social Security (largest single expenditure)

Medicare

Entitlement – a legal obligation to pay if eligibility requirements are met
[image: image2.jpg]166 CHAPTER7 <> Economic Policy

Defense

Discretionary
Non-defense
(10%)

Other
mandatory
(10%)
Interest

(8%) Means-tested
(8%)

I___l Discretionary D Mandatory

FIGURE7-3 The Federal Budget Most federal spending is
considered “mandatory;” that i, required by past commitments.
Discretionary non-defense spending is only about 10 percent of the
federal budget.

SOURCE: Budget of the United States Government, 2007.




The Federal Budget Is:

Unbalanced!

“Politicians were unable to end deficit spending after the recession was over.”
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FIGURE7-5 Annual Federal Deficits and Surpluses In only four of the past 25 years has federal
government enjoyed a surplus of revenues over expenditures; annual deficits have accumulated, creating
a national debt of over nine trillion dollars.

SOURCES: Statistical Abstract of the Unired. State, 2002; Budget of the Unived States Governmens, 2007.




Two Key Terms

Deficit

The Federal Government does not require a balanced budget!

The difference between revenue (receipts) and expenditures (outlays)

An annual measurement of the shortfall 

The opposite of surplus

Too much spending, not enough money!

Estimated FFY 2007 deficit: $162.8 billion (CBO)

Down from $337 in 06!

Debt

What we borrow to cover accumulated deficits

Current debt: http://www.brillig.com/debt_clock/  

The interest will eat you alive! http://www.treasurydirect.gov/govt/reports/ir/ir_expense.htm 

We borrow from ourselves and others.

http://www.treasurydirect.gov/NP/BPDLogin?application=np 

You can have debt without deficits!

We had balanced budgets (no deficit) in 1998-2001, but we still had debt
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Million, Billion Trillion…

"My favorite way to think of it is in terms of seconds," says David Schwartz, a children's book author whose How Much Is a Million? tries to wrap young minds around the concept. "One million seconds comes out to be about 11½ days. A billion seconds is 32 years. And a trillion seconds is 32,000 years. I like to say that I have a pretty good idea what I'll be doing a million seconds from now, no idea what I'll be doing a billion seconds from now, and an excellent idea of what I'll be doing a trillion seconds from now."

A Highly Recommended Webpage:

http://www.concordcoalition.org/
The Concord Coalition

Last Words:

A national debt, if it is not excessive, will be to us a national blessing.

ALEXANDER HAMILTON, letter to Robert Morris, Apr. 30, 1781

We must not let our rulers load us with perpetual debt.

THOMAS JEFFERSON, letter to Samuel Kerchevel, Jul. 12, 1816

