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ABSTRACT

The scarcity of resources relative to social wants leads 
to the allocation function of economics, which in the pri­
vate sector of t.he economy is accompl: shed through a 
market mechanism and in the public sector by means of go­
vernment budgeting. One noteworthy feature in the his­
tory of public finance up to the twentieth century was its 
indifference to public expenditure problems in general and 
budgetary choice in particular. This factor, together 
with a groving popular demand for probity in public spend­
ing, led to the entrenchment of rigorous classification 
principles which satisfied tha needs of accountability yet 
failed to provide a satisfactory framework for decision- 
making and economic analysis.

The extraordinary growth of governmental activity in 
the twentieth century engendered a need tor better manage­
ment and planning of public expenditure. Economic ana­
lysis was applied firstly in macro-economic fields under 
the impact of Keynesian theories, and after World War II 
its use was directed to the micio-analytical fields of 
social choice, with * view to finding an answer to the 
question, On what grounds shall expenditure A be increased
ftnd expenditure 3 decreased?

The rise of programme budgeting was to a large extent 
a response to the desire for more rationality in budgetary 
choice. The system is also referred to as PPB5 (planning 
programming budgeting systems). It is a comprehensive 
management procedure having as its main focus the integra-



tion of planning and budgeting. Its methodology entails 
the Identification of objectives and the programmes v*\ich 
will best assist in fulfilling these objectives, the devel­
opment of alternative means of achieving objectives, the 
selection of criteria to measure the effectiveness of pro­
grammes, and a multi-year projection of data.

The programme budgeting system which was introduced 
by economists in the U.S.A. Department of Defence in the 
early nineteen sixties has been used as a model by many 
other public institutions. In the field of locfil govern­
ment, particularly in the U.S.A.. programme budgeting sys­
tems are being increasingly implemented. In South Africa, 
progress has been slow.

From the experience gained by local authorities in 
other countries and f.:om experiments conducted in the 
course of the present study with regard to the adaptation 
of classification and budgetary principles to the require­
ments of programme budgeting, the conclusion is reached 
that a suitable system could be introduced in the sphere 
of South African local government. It should be implement 
ed preferably on a selective rather than a comprehensive 
basis, involving firstly the identification of objectives 
and the optimum programmes to fulfil such objectives, 
secondly the integration of financial and programme bud­
gets, and thirdly the introduction of in-depth analysis
and multi-year planning.

The successful introduction of programme budgeting 
depends as much on a satisfactory conceptual approach as 
on the adoption of recommended budgetary formats. The 
sycc* does not dispense with the need for value judgment,



yf»t it renders a great deal of assistance to the decision­
maker by exposing choices in a more logical manner. It 
should be seen as a valuable tool of management rather 
than as a substitute for the policy-making process.

There has been a long tradition of departmentalism 
in local government which has precluded an approach to 
tho management of the whole enterprise through an identi­
fication of broad community goals. Programme budgeting 
not only contains the elements for overcoming some of the 
irrationality in decision-making but provides a base on 
which a system of corporate management could be established.
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CHAPTER I INTRODUCTION

Although the subject of the present study is Programme 
budgeting for South Africea Local Authorities, it has a 
great deal more to do witr. public expenditure than pu­
blic revenues. Theories of taxation, sources of public 
revenues and public debt fall without its scope. The 
income of public authorities will be considered only to 
the extent that it is necessary in completing long term 
financial plans, and it will be covered in general terms 
only; an analysis of public income will not be undertaken.

This approach may at first sight seen unusual because 
budgeting by its very nature is a statement of proposed 
public revenues and public expenditures. The income 
side must at some stage come into the picture because no 
fiscal plan is complete without it. Definitions of a 
budget are found in works on political science, economics, 
public administration and financial administration. Most 
of these follow the genera] tenor of Shulz's definition 
•A budget is a financial programme for a specified period 
of time, usually for a year. It has two equally impor­
tant parts, viz. a plan of expenditures and a plan for

<*>raising the necessary revenue .
There are, nevertheless, good reasons for the appa­

rent anomaly that in a work on programme budgeting the 
income side can be virtually ignored. Attitudes to pu­
blic finance have changed considerably during tne p*st

1. Ernst B. Shulz, Essentials of Government, p. 4 J9.
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hundred yoars, from the negative approach of the classical 
and neo-classical economists, through the macro-economic 
theories of Keynes to the positive use of economic ana­
lysis in public decision-naJting. The functional analy­
sis of public expenditure is of conr atively recent 
origin and received much of its impetus from the Hoover 
Commission in 1949. The Commission recommended among 
other things that 'the whole budgetary concept of the 
Federal Government should be refashioned by the adoption 
of a budget based upon functions, activities and pro­
jects ' . ^  This was a considerable departure from the 
traditional concept of the budget as a financial plan for 
one year and an irstrument for control. Expenditure was 
now to be analysed in depth with a view to focusing atten­
tion more upon the general character and relative impor­
tance of the work to be done or the service to be rendered 
than upon the things to be acquired. In the thirty 
years following publication of the Hoover report, notable 
advances in the functional analysis of public expenditure 
have been made, not only in the U.S.A. but in other coun­
tries as well.

The impression should not be gained, however, that no 
attention was given to public expenditure prior to 1949.
In fact, governments and economists had devoted a great 
deal of attention to the subject from the beginning of the 
'.wentieth century. Yet attention was concentrated mainly 
in the sphere of the growth of totc.1 public expenditure

1. U.S.A. Commission on the Organisation of the Exe­
cutive Branch of the Government, Budgeting and Accounting, 
p. 8.
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and the means of controlling it. There were isolated 
institutions in which expenditure was classified on a 
functional b-'.sis for instance the Tennessee Valley 
Authority and the British Army, but generally speaking 
traditional financial budgeting was the common practice. 
The main concern of governments was the growth of public 
expenditure in relation to the growth of national income, 
and the extent to which public expenditure could be uti­
lised as an instrument in anti-cyclical budgeting. Much 
has been written on this aspect in the past few decades 
and the subject lies without the scope of the present 
study, except insofar as the.- long term financial plans 
of local authorities are conceited.

The rapid growth of public outlays gave rise to a 
demand for the planning and analysis of expenditure. 
Pvonouncew»Rta were made that traditional financial bud­
geting had failed to piovide a satisfactory framework, for 
planning, analysis and decision-making. Programme bud­
geting was to a considerable degree a response to this 
apparent failure.

In the municipal field, nterest in programme bud­
geting came later than in the sphert of central govern­
ment. Several local authorities introduced a form of 
performance budgeting in the nineteen fifties following 
the publication of the Hoover Commission's rep't, but 
developments in the more comprehensive forms of prograiwne 
budgeting came much later. Even today the adoption of 
programme budgeting systems is not as widespread as is 
commonly thought even though the concept may be widely 
endorsed.



The primary aim of the present work is to present a 
programme budgeting system suitable for South African lo­
cal authorities. Towards this end the earlier chapters 
explore developments in the field of expenditure theories, 
budgetary practices and the form of accounts all of which 
have profoundly influenced the course of budgetary re­
form. The later chapters deal with the rise of programme 
budgeting and the implementation of programme budgeting 
systems overseas and in South Africa. In the final 
chapter the full implications of the integration of plan­
ning programming and budgeting are discussed.

The procedure adopted in proposing a programme bud­
geting system for South African local authorities is a 
micro-analytical study of one selected area of local go­
vernment activity. The principles of programme bud­
geting are applied in this particular field with an 
indication of how a full programme budgeting system could 
be implemented by using this model and applying the same 
principles in other expenditure categories. The alterna­
tive method of pres -nting a full analysis of all objec­
tives and programmes would require the inclusion of 
minutiae of a repetitive nature, and a sacrifice of much 
of the space devoted to the theory and philosophy of 
budgeting.

In conclusion, brief reference is made to a problem 
in the field of semantics. The term 'programme budgeting* 
as used throughout the present work implies a comprehen­
sive system of budgeting embracing the concepts of plan­
ning, programming and budgeting. Some prefer the acronym 
PPBS (planning programming budgeting systems) fco empbssis'a
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its comprehensive nature; they believe the term 'program­
me budget' emphasises the budgeting rather than the plan­
ning aspect. Others use the terms 'output budgeting' and 
'multi purpose budgeting'. It matters little which term 
is chosen provided it is understood that a system much 
wider than the purely financial budget * ervisaged. The 
term 'programme budgeting5 is used extensively in Great 
Britain and by Novick the weil-known writer on programme 
budgeting, and by the Franzsen Commission in South Africa. 
The opinion has also been expressed that the initials 
PPBS will be superseded by a term which better indicates 
the recent advances which have been made towards the inte­
gration of planning and budgeting.

1. Tom&s O'Cofaigh. New Integrated Systems for Plan­
ning and Budgeting, p. 48j John W. Cooley et al, 'PPBS - 
Al; ve and Well', The Federal Accountant. June 1972, p. 21.
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CHAPTER II : THE CHANGING EMPHASIS IN THEORIES OF 
________________PUBLIC EXPENDITURE________________

If students of public finance or secretaries of finance 
or city treasurers were to refer to :lassical works on 
public finance, they would find little to guide them in 
the field of expenditure a m  lysis. They would find a 
great deal on public income, especially taxation, and pu­
blic debt. The problems associated with allocating 
total income among the various expenditure categories, and 
making a decision to increase expenditure on A and reduce 
expenditure on B are barely mentioned. Several writers 
have commented on this dearth of information.  ̂ ^
1 The Eighteenth and Nineteenth Centuries 
An understanding of the political climate in t>.e eigh­
teenth and nineteenth centuries will help in explaining 
why economists devoted so little attention to public ex­
penditure. Laissez-faire was accepted as the ideal in 
State-individual relationships; that government was best 
which governed least. This was born of the political 
philosophy of Hobbes and Locke in the seventeenth century 
and Rousseau in the eighteenth century. They had pro­
pounded the theory of a natural law which gave to the in­
dividual certain inalienable rights beyond the reach of 
the sovereign. The coinmunity then entered into a social 
contract with the State, however nebulous this may seem,

1. For instance C.F. Bastable, Public Finance, p. 6s 
G. Findlay Shirras. The Science of Public Finance, p. 27; 
Hugh Dalton, Prin^clas of Public Finance, p. 189.
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whereby they surrendered certain rights in order to ob­
tain security but they retained all their remaining rights 
and liberties. The theory of a natural law slowly lost 
favour m  the nineteenth century and is discredited today. 
It nevertheless exercised a strong influence in the eco­
nomic field. Classical economists like Adam Smith and 
John Stuart Mill placed definite limitations on govern­
mental activity. Jean Baptiste Say stated that the best 
scheme of finance was for the State to spend as little 
as possible. in the political sphere William Gladstone 
said that money should be left to fructify in the pockets 
of the taxpayers.

It was also a period during which the people were 
concerned with the problem of proper representation in 
the national assemblies in order to control the power 
over executive bodies, especially in the United Ctates 
of America.

Adam Smith has often been referred to as the founder 
of political economy because of his classic 'The Wealth 
of Nations' p blished in 1776. It was a comprehensive 
work explaining the working of an economic system and co­
vered a wide field of economics but the significance for 
the present study lies in the fact that Adam Smith gave 
one of the first expositions of public expenditure. In 
his well known fifth book, he set forth the view that 
the functions of the State should be restricted to defence 
from external attack, maintenance of internal law and 
order, provision of certain public works such as roads
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and museums, education of youth and religious instruc­
tion. ^  He provided in the economic field the com­
plement to the political theory of laissez-faire. En­
trepreneurs were pleased to have such formidable support 
for free enterprise and limits on governmental inter­
ference.

It is noteworthy that John Stuart Mill devoted ao 
little attention to public expenditure in the middle 
nineteenth century. He painstakingly set down the pro­
per functions of government and the criterion of a good

(2)form of government. ' His essay 'On Liberty' has 
been widely quoted in support of the limitation of govern­
ment activity, and his general support for laissez-faire 
had a profound effect in both economic and political 
spheres in Britain and the U.S.A. 'Laissez-faire in 
short, should be the general practice: every departure 
fxom it unless required by some great good, is a certain 
evil'. '^  He was, nevertheless, in favour of a range 
of State activity greater than that advocated by Adam 
Smith and he also believed that the assumption of rome 
functions by the State had nothing to do with the princi­
ples of liberty. He saw a causal relationship between 
the extent of government activity and the freedom of the 
individual, and he warned against the growing number of 
civil servants. His influence on mid-nineteenth thinking

1. Adam Smith, An Inquiry into the Nature and Causes 
of the Wealth of Nations, p. 653 ff.

2. John Stuart Mill, Considerations on Representa­
tive Government, Chapter II, p. 7.

3. John Stuart Mill, Principles of Political Economy, 
p. 950.
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was far-reaching, especially in Great Britain, where lais­
sez-faire gained greater acceptance than in other western 
countries. Continental writers like Sismonc'i, Mtiller and 
Rae were critical of many aspects of laissez-faire econo­
mics .

It is thus not surprising that so little attention 
was given to the cost side of public budgeting The 
main problem had been seen as the raising of sufficient 
money for a restricted number of government functions.
The French economist Leroy Beaulieu went so far as to 
say that public expenditures had no part in the science 
of finance, which was concerned primarily with reve­
nues. ^  ̂

In the latter half of the nineteenth century atti­
tudes to public expenditure began to change, a consequence 
of the rapid growth in expenditure on public health, indus­
trial legislation and education. Writers in the sphere of 
politics and economics accepted a growing list of excep­
tions to laissez-faire. Socialism in both its evolutio­
nary and revolutionary forms was disuccsed as an economic 
doctrine. However, public expenditure tended to be justi­
fied more on the claims of justice than on economic grounds. 
By the end of the century, laissez-faire was no longer se­
riously expounded. The general attitude was manifested in 
Adams' statement that laissez-faire amounted to nothing 
more than a declaration in favour of conservatism. ^  ̂

1. Fncvclopaedia of Social Sciences, Sixth Book, p.5.
2. Henry Carter M a m s , Relation of the State to In­

dustrial Action, p. 82.
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2 The Marginal Concept of Public Expenditure 
One interesting exception to the disinterest shown in pu­
blic expenditure theory in the nineteenth century was the 
contribution made by the Austrian school of economists.
By the end of the century marginal utility had become the 
keystone to the theory of value. It was presented 
first by W. Stanley Jevons in Britain in the form of fi­
nal utility. It developed later into marginal utility in 
the hands of Austrian economists, in particular Menger, 
von Wieser and von Bohm-Bawerk. Their theory was based 
on subjective value, the value assigned by a consumer 
rather than a value based on labour and other cost ele­
ments. In order to have value a commodity must have 
utility, but it is not the total utility which gives va­
lue because varying quantities and successive increments 
have diminishing utility: it is the last or marginal in­
crement which determines value and consequently price.

They extended the concept of subjective theory of va­
lue into the realm of factors of production, but it was 
Emil Sax who first indicated the relevance of the margi­
nal utility theory of value to public policy:

Finally came a comprehensive work of E. Sax, ex­
tending the theory of value over entirely new ma­
terial to which no previous writer had applied it - 
co public imposts, and thus giving the theory one 
of its richest applications. (1)
The contribution of Sax was important because taxation 

came to be justified on purely economic grounds instead of 
on the abstract claims of justice. The revenue collected

1. Friedrich von Wieser, Natural Value, p. xxxiv and 
xxxv.
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