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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.



CONTENTS Page

CHAPTER II : THE CHANGING EMPHASIS I’J THEORIES OF
PUBLIC EXPENDITURE .................. 6

1 The Eighteenth and Nineteenth 
Centuries ......................  6

2 The Marginal Concept of Public 
Expenditure ....................  10

3 The Theories of Public Expendi­
ture ................... ........  1?

4 Public Expenditure and Welfare 
Economics ......................  14

5 The Gap between Expenditure
Theory and Practice ............ 16

CHAPTER III : EVOLUTION OF BUDGETARY CONCEPTS ....  19
1 Brief History of Budgeting ....  19
2 Public Budgeting and Compensa­
tory Finance ...................  22

3 Private Wants and Social Wants . 24
4 The Theory of Social Choice .... 28
5 Theories of Budgeting .........  32

CHAPTER IV : BUDGET CLASSIFICATION ...............  41
1 Brief History of Public Accounts 42
2 Control of Public Expenditure .. 44
3 Public Expenditure and Classifi­

cation since ^dam Smith .......  48
4 The Emergence of Classification 

Principles .....................  52
5 The Main Systems of Classifica­

tions .................. ........  55
6 Important Principles relating to 

Locai Government. Budget Ciassi-
f ication ........................ 58

CHAPTER I : INTRODUCTION ......... .............  1



CONTENTS (cont.) Page
CHAPTER V : THE RISE OF PROGPAMMB BUDGETING ....  61

1 Trends towards Programme Budget­
ing prior to Worl- War II .....  63

2 The Post War Period t > 1900 .... 67
3 Development in U.f.A. after 1960 73
4 Development in the United King­

dom after 1960 ................. 79
5 Development in other Countries . 85
6 Conclusion .................. . 89

CHAPTER VI : THE_.TRAN.SIT I ON FROM FINANCIAL TO PRO­
GRAMME BUDGETING ....................  91

1 Conceptual Differences ........  92
2 The U.S.A. Department of Defence 

Model ..........................  v5
3 Limitation of Study to Local Go­

vernment .......................  99
4 Illustrations from Municipal 

Budgets ........................  101
5 Institutional and Procedural 
Differences .... ...............  104

6 Concluding Statement on Dissim­
ilarities ...................... 107

CHAPTER VII : BUDGETARY THEORY AND PRACTICE IN
SOUTH AFRICAN LOCAL AUTHORITIES ....  108

1 Legislative Control over Local 
Budgeting ......................  110

2 Legislative Control over Form of 
Accounts .......................  114

3 Standardisation of the Publiehed 
Accounts of Local Authorities .. 116

4 The Separation of Current Expen­
diture and Capital Expenditure . 119

5 Classification Principles in the 
Current Expenditure Budget* of 
Local Authorities ..............  123

6 The Institutional F::am*work .... 12S*



CHAPTER VIII

CHAPTER IX

CHAPTER X

7 Adequacy of South African Local 
Accounting and Budgeting Sys­
tems for Programme Budgeting ... 133

: A PROGRAMME STRUCTURE FOR SOUTH
AFRICAN LOCAL AUTHORITIES ..........  135

1 The Programme Stri cture in Con­
cept ...........................  1 37

2 The Functions of Local Authori­
ties in South Africa....... • • • 145

CONTENTS (cont.) Page

3 The Formulation of Major Objec­
tives .........................

4 The Development of Lower Level
Objectives .....................  158

5 The Determination of Programmes
and Activities .................  I®2

6 Conclusions on the Programme 
Structure ......................  16

: ESTABLISHING THE COST OF PROGRAMMES . 170
1 Availability of Cost Data in 

Existing Records ............... 172
2 The Inadequacy of Existing Bud-

get Formats for Cost Analysis .. 174
3 The Determination of Programme 
Costs ........................... 177

4 Comparison of the Old and New 
Formats ........................

: PROGRAMME ANALYSIS ..................  183
1 The R61e of Analysis in Pro- 

gramme Budgeting ...............
2 Analytical Techniques .........  189
3 Analysis and Synthesis ........  191
4 Analysis in Practice ........... i93
5 The Measurement of Output .....  I97

2036 Conclusion ................ ....



CONTENTS (cont.) Page
CHAPTER XI : THE INTEGRATION OF PLANNING AND

BUDGETING ...........................  210
1 Developments in the Field of Fi­

nancial and Economic Planning .. 211
2 The Relationship between the 
Multi Year Plans * f Programme 
Budgeting, Capitax Programmes
and Annual Revenue Budgets ....  217

3 The Nature and Substance of
Multi Year Plans ............... 222

4 The Long-term Current Expendi­
ture Plan ......................  231

5 The Long-term Output Plan .....  233
6 The Long-term Capital Programme. 235
7 The Long-term Financial Plan ... 236
8 The Long-term Income P l a n .....  238
9 A Final Note on the Integration

of Planning and Budgeting.....  239
CHAPTER XII : SUMMARY AITD CONCLUSION . . ...........  241

1 The Scope of Programme Budgeting 241
2 The Rdle of Programme Budgeting

in Policy Analysis ............. 242
3 Selectivity ....................  243
4 The Programme Structure .......  244
5 The Value of Economic Analysis . 247
6 Long-term Plarminq ............. 251
7 The Integration of Financial and 

Programme Budgets .............. 252
8 The Continuity of Programme Bud­

geting .........................  254
9 Legislative Sanction ........... 256
10 The Institutional Ftameworlc .... 257

APPENDIXES .........................  261
BIBLIOGRAPHY .......................  275



TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

I : COMPARISON OF U.S.A. DEPARTMENT OF
DEFENCE BUDGETS .......................

II : MUNICIPAL EXPENDITURE "A^EGORIES .....

III : EXPENDITURE AND INCOME CATEGORIES ....

IV : EXPENDITURE AND INCOME OF A CLEANSING
SECTION ...............................

V : FUNCTIONS PERFORMED BY LOCAL AUTHORI­
TIES IN SOUTH AFRICA ..................

VI : PROGRAMME STRUCTURE ...................

VII : WORK DISTRIBUTION SCHEDULE ............

VIII : PROGRAMME STRUCTURE TO THE FIFTH LEVEL.

IX : COMPARISON OF 0It ANCIAL AND PROGRAMME
BUDGETS - TRAtFIC CONTROL .............

LIST OF TABLES



1

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.




















