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AUTHOR'S PREFACE 

This study was undertaken as an investigation of the problem 
of balancing budgets, one that first received widespread inter~ 
in the United States during the depression. The development of. 
this problem led the writer to seek descriptive surveys of budgetary · 
systems in relation to governmental finances. The existing surveys, 
where available, did not take into account significant recent devel
opments. Neither did they as a rule emphasize the aspects that 
the economic crisis was bringing to the foreground. 

.As a result of this conspicuous gap in American literature on 
fiscal science the writer endeavored to prepare an analysis of 
budgetary systemS. The report being prepared under the sponsor
ship of the State of New York, the particular characteristics and 
background of this State's problem suggested the, desirability of 
studying the systems of the federal government of the United · 
States and of other national jurisdictions, in addition to those 
of other American states. Budgetary methods in the minor civil 
divisions were usually found to o:ffer problems of a different char
acter though the magnitude of some city finances in many cases 
exceeds that of the states in which t1;!t urban centers are located.· 

The descriptive surveys obtained as a result of the writer's 
e:fforts to analyze representative national and state ·budgetary 
systems form the main subject matter of this report. While a 
critical approach has been maintained throughout, suggestions 
for reform are restricted to the American states in· general and · 
to New York in particular. . ' 

In collecting the information herein presented the writer has 
endeavored wherever possible to obtain, from local authorities and 
observers, descriptions of actual practices and accomplishments 
as well as of legal requirements. Published sources have also · 
been studied towards this end of gaining a knowledge of the work
ing of the methods and procedures prescribed by laws. It has, 
bot, however, been possible to obtain all the desired data regard
ing actual practices without field surveys of the far-flung juris
dictions and without a scrutiny of ·documents, forms, records, 
and reports for which a sta:ff would have been necessary. There-

• fore, in some jurisdictions, both national and state, the discus-
• sion is based almost exclusively. on the legal framework of the 

system. It is of interest to note that the systems are in many 
instances such that even painstaking observance of the letter 
and spirit of the law on the part of efficient and siacere officiaJs 
eould not result in adequate performance. n will not be diffi
cult for those interested in the problems of any particular gov
ernment to supply the missing conclusions that :Jl\USt. be ·based 
on a comparison of actual and required methods. ! • 
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.. 
In developing his definition of the scope of budgetary systems 

and in distributing the .emphasis among the various aspects of 
the national and state procedures which. are surveyed, the writer 
has kept in mind the originally conceived problem of balancing 
budgets. The result has been a favoring of questions linked to 
public :finance. There are two introductory chapters which treat 
exclusively of the :fiscal policies· and systems of the American 
states and which present significant budgetary implications. 

There hiJS -consequently been· a subordination or omission of 
some features which are commonly stressed in the public law 
or tdministrative approaches to budgetary studies. For example, 

· questions of legislative processes or of personnel selection and 
training are only casually mentioned. As is explained in Chap
ter nu, problems dealing with accounting and auditing are not 
comprehensively discussed in this report, though these topics are 
traditionally studied as elements of the execution stage of 
budgetary procedures. The stress on post-voting expenditure 
revision (Part V; Execution of the ;Budget Program} is, however, 
one which is not usually found. ' 
. The subordination or omission of any features should not be 
interpreted as indicative of any lessened significance; As is the 
case with the pfoblem o~ accounting techniques, it may be assumed 
without question that the development of efficient methods is 

\

essential for any sound budgetary system. · 
• .Conclusions which are drawn in connection with each discussed 
phase of the budgetary problem point to the fact that only on 
rare occasions do the American states offer legal frameworks and 
standar~ of practice which measure up to levels noted in some 
national governments. · The writer believes that the economic and 
social incidence of faulty mechanisms and legal bases are such that 
reform is urgently needed. This report attempts to indicate the 
direction which· the (lhanges in the individual American states 
should take. • 

Improvements which can be indicated for :New York are not 
as sorely needed as are those in most other states. Nevertheless 
there are several specific recommendations made which can profit,. 
ably be considered in the immediate future. The executive and 
legislative branches of the State's government as well as the 
leading fiscal scientists of the community have recently shown 
that the inadequacies of New York's budgetary system have been 
fnlly recognized. The outlook for further improving the already 
high~ standards of the State's practices is bright. · 

Many-people have assisted the ~writer in the preparation of 
this report. He wishes to express his gratitude to Professor Edwin ~ 
:R. A. Seligman who first directed his attention to public finance . 

. He is indebted to Professor 'Robert M. Haig for suggesting the 
topic studied and for supervising the work during its progress. 
He wishes to ackftllwledge the invaluable aid rendered by Pro
fessor-Carl Shoup in reading the manuscript and offering helpful" 

·criticisms and suggestions. The members and staff of the New 
York State Tax Commission and the Director and staff ,of the 

. Bureau tf Research and Sta.tistics have assisted in every way. 
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Dr. Maria Boggeri, Miss Florence de Haas, Mr. Arthur B. Her .. 

sey, Mr. John F. Maloney, Mr. Bernard L. Shimberg, and others 
contributed generously during the course of this investigation. 
Many. governmental officials and authorities throughout the world 
have been of assistance in the collection of data. Space limita
tions prevent a personal acknowledgment to those who aided ~ 
it is hoped that they will regard this as an expression of appre
ciation to each one individually. Finally to R. W. S. and E. S. 
the writer wishes to acknowledge his thanks for encouraging 
support. · 

The author takes full responsibility for all expressions of 
opinion and for any errors in fact or theory which may appear 
within this report. · 

J. W. S.~ 
New York City, May, 1937 
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CHAPTER I 

THE PROBLEM OF BUDGETARY SYSTEMS 

Budgetary Systems 

l.t is difficult to define the term budgetary sy~tem. In po~ular 
and scientific approaches( the term budget designates a prmted 
document, an . instrument essential to democratic governments) 
a political program,(a ~IIl_tnt of expenditures and r~~ 
a legislative measure, a sree~h delivered by a government execu~ 
tive to a legislature, or a Iawd financial program~ In the 
literature of public finance the term is used to describe the 
various features of thP. proc~s of planning and controlling ele
ments of both the fiscal system and the system of .financial admin
istration. Outside the social sciences the term is used to describe 
any planned expenditure program, particularly .a plan of. family 
or industrial finances. An interesting development in recent years 
has been the acceptance of the term as connoting economy or 
retrenchment. The popular approval of this interpretation can 
be found in the ''budget shops'' of fashionable department stores. 
In foreign languages we find the link to economy implied in the 
relation of the term to household affairs. The German haushalt 
and the Italian azienda can be easily linked to the domestic finances 
of the sovereign, which were at times synonomous with the public 
finances. 

For purposes of this study no specific and restricted definition 
of budget or budgetary systems is employed. It is possible that 
many financial and fiscal aspects of budgeting are considered 
which do not fall within the traditional scope of the problem. 
This is perhaps a refiectio~ on the paucity of fiscal approaches in 
the existing concepts of budget problems. · 
II Budgetary systems represent all the features of governmental 

practices }'i'hich are related to the administration of the public 
f finances. {'pudgetary systems are concerned with the koordination J 
\of the puolic finances into a financial plan.) The legal provisions, 
traditions, and procedures which are found in connection with 
the continuous process of formulating, voting, and executing a 
financial program are naturally the main subjects with which 
budgetary problems are concerned. The study of budgetary sys
tems must, therefore, treat with the manner in which the various 
elements of the public finances are periodically linked together 
in a financial plan. The manner in which the various items are 
arranged and related to each other is also part of the subject 
matter of budgetary problems. (The common interest in the equili
brium of governmental income and outgo broadens the scope of 
bUdA"etary Rystems to include policies of coordinating expenditures 

(3] 
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and financing media)" Parts I and II of this study deal primarily 
with the budget programs and budgeting practices as related to 
the financial plans of governments. • 

The budgetary system describes a continuous process of formu-
IIating, adopting, executing, and controlling the fiscal policies of 
governments. In connection with the procedural aspects which 
are analyzed in Parts III,. IV, and V, a wide variety of problems 
are covered. The subject matter covers the range of the social 
sciences dealing with economic and social interpretations, fiscal 
science, political science, and multiple phases of governmental 
administration. Such considerations as fiscal policies, fiscal years, 
governmental agencies and the allocation of their responsibilities 
and powers, temporal . relations, methods of forecasting, and 
budget documents are related to the preparatory stages of budget
ary processes. In connection with the adoption or voting stage, 
which is of importance in democratic governments, the various 
aspects of legislative powers, organization, and processes are sur
veyed, so far as they affect budgetary legislation. The execution 
stage treats with the administration of a promulgated financial 
program. The distribution of the control of spending powers 
~ duties among the several branches of government is stressed . 

. It can be readily seen that ~ addition to levying :taxes, making 
expenditures, and issuing and retiring . debts, there are innumer
able ·.other features which comprise the financial processes of a 
given jurisdiction~ Depending on the choice of an economic, 
fiscal, political, or administrative approach to budgetary prob
lems, the range of ·subjects and interrelations which may be 
analyzed is infinite. Arbitrarily, in this study only economic 
and fiscal features are emphasized together with the problem 

·of the relation between fiscal policies and fiscal equilibrium. 
Budgeting as an aspect of the administrative machinery of gov
ernment processes is not stressed though the reduced emphasis 
accorded them is no indication of lesser importance. Budgetary 
systems. are instruments of multiple and. varied usage ; they can 
even play an important role in helping to preserve democratic 
institutions. 

' National and State Budgetary Systems 

The analysis of the budgetary systems of various national gov-
. ernments, including those of the United States, Great Britain 

and the. other members of the British Empire, and the leading 
continental powers, serves several purposes. First, comprehensive 
descriptive and analytical surveys, approached primarily from 
the point of view of fiscal problems, should prove of some interest. 
Secondly, a vast body of critical and theoretical material is related 
only . to national budgetary systems and cannot be appreciated 
or understood without references to the .provisions and procedures 
upon which the discussions are based. Thirdly, the standards 
of budgetary systems in the' American states, while varied, are 
only of limited usefulness as far as criteria for improving budget-
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ary systems such as that of New York are eoncemed. In tertns 
of evaluating the need for, and the direction of, reforms it~ is 
necessary to go beyond the systems and their history. The budget
ary system of the United States federal government is in many 
respects praiseworthy but in many others it possesses disadvan
tages similar to those of some state jurisdictions. Great Britain, 
which has. a valuable budgetary tradition of long standing, and 
France and Germany, which have contributed much to the study 
.,r budgetary problems, cannot be neglected. It should be· borne 
in mind, however, that there are distinctive budgetary needs and • 
problems faced by national and by state jurisdictions. (It will 
not be possible to treat all budgetary system.S on the same plan~ 

· The budgetary systems of local jurisdictions · and ·of inter
mediate subdivisions in other nations have not been surveyed. 
With respect to localities in the United States, the limited inde
pendence which they enjoy in fiscal matters and their extreme 
reliance on prope~ taxes makes an analysis of their budgetary 
problems of limited usefulness, as far as the states are concerned. 
Subdivisionss such as the Canadian provinces or the Swiss cantons 
are politically similar to the states. Shortage of available data 
and interpretations vould have .made a study of these jurisdictions 
difficult to prepare. ' By virtue of the scope of its public finances 
and the characteristics of its revenue system New York State's 
problems can be related, with qualifications, to those of national 
government~1 · · 

The Development of Stat~ Budgetary Systems 

The student interested in the analysis and reform of state 
budgetary systems in the United States cannP.t fail to benefit 
from a study of their growth and development. 'The reform move
ment, which has been an outstanding element of the study of 
governmental problems in the United States since 1910, has left 
in its wake a valuable body of ·literature) and much of the pro. 
eedures and provisions which are found today. Studies of state 
budgetary problems have been little concerned with contemporary 
economic forces. It is unfortunate that much .of the historical 
development has not left the states with systems which are better 
adjusted to modern needs. 

· Several outstanding publications will assist in reviewing the 
background of the state budgetary systems discussed in this report. 
Professor Agger's interesting study gives a elear picture of the 
conditions which were found at the turn of the century prior to 
the initiation of the reform movement.1 Some of the many 
publications which were issued during the period of reform and, 
~n ';Ua~y. instances in ~njunction with .the problems of particular 
JUr1sd1chons are • of mterest. The publications of Fitzpatrick• 

1 Eugene ~· Agger, 'l'lwl Bvdgel ia tlwl Amtrioott Co"'~RCH~tDeGltl (New Yo~k, 
11107), pun•. 

1 Ed\\·ard. A. Fitzpatrick, Bu.cfgtl JlolcinJ ia • Dtfi/MJCf'Oty (New 'fork, 
1919), ,..... •• 
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• .. 
and Willoughby3 are the most important studies by individual 
authors. The studies appearing in the Annals of the American 
Academy of Political and Social Science' and in the publications 

. of the New York Bureau of Municipal Re.search5 are also of 
considerable value. 

TablE!_ I, showing the dates of the (adoption and revisions of the 
state budgetary systems for the period 1914-1935, inclusive, indi
cates that by the end of the second decade of the twentieth cen
tury the first cycle of the reform wave had been completedJ Some 
states, such as New York, which adopted statutory provisions 
dealing with a budgetary system in 1921 and made a complete 
revision embodied in a constitutional amendment in 1927, had 
already made one or more comprehensive revisions. During this 
period no state failed to establish either a statutory or constitu
tional basis for a budgetary system. Buck's comprehensive study, 
published in 1929, enables the reader to study the :fiscal systems 
with which the states entered the depression and includes a 
summary of the developments during the reform period.8 Many 
surveys of state government administration, made by the experts 
of the Brookings Institution and the Institute of Public Adminis
tration and other- organizations and individuals, offer valuable 
case studies of the historical developments in the individual 
commonwealths. 

This study attempts to ·treat with the many comprehensive and 
minor or partial revision~ which have been made since the begin
ning of the depression. lE:fiorts to readjust the state budgetary 
practices reveal how important the systems can be during times 
of crises.) It should not be anticipated that the reforms were 
all, or even in more than isolated cases, in what the writer believes 
to be the right direction. The perpetuation of the older defects 
and the initiation of new ones stand out as one result of recent 
changes. · · 

Revisions which reflect adjustments to immediate crises are not 
likely to be of lasting beneficial value. In connection with the 
history of budgetary and accounting reform a recent writer has 
aptly stated:{"In theory a reform in State administration, and 
especially in methods of budgeting and accountancy, can best be 
carried out when times are peaceful, and undoubtedly this would 
be the best procedure, but in practice, when times are quiet there 
is neither a strong demand nor a compelling ease for such reform. 
As soon as times become more difficult for the State, the technical 
and practical deficiencies of budgeting and accountancy methods 

a W. F. Willoughby, The MIYIIement for Budgetary Ref'"""" in the 8tates 
(New York, 1918), pa8rim. , 

' American Academy of Political and Social Seienee. The Annals, "\ ol. LXII, 
November 1915, Public Budgets; The Annals, Vol. CXIII, May 1924, Compe-
tency GM EOOflOfllg m PUblic E1Cpf!11ditures. . • . 

1 MuMcijiGI Researcll., Bulletins of the Bureau of Mun1~1pal Research, 
New York. Selected issues Nos. 57-93, dated 1915--1918, pasBtm. 

• A. E. Buck, Public Budgeti11g (New York, 1929),. hereafter cited as 
Buck L 
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begin to show up. With growing difficulties, dangers increase tob. 
But then it is usually too late for reform, and neither th~\ law
maker nor practitioners and theorists can prevent failure."~ 

If the states are to make their budgetary systems efficient instru- · 
ments of contr<>l, they stand on the threshold of a second wave 
of change. There is no jurisdiction which cannot benefit ·from a 
radical revision of one or more major features of its budgetary 
system. 

There are only six states-California, Maryland, Massachusetts, ., 
Missouri, New York, and West Virginia-which have incorporated 
basic provisions dealing with budgetary matters in the constitu
tion by amendments. Maryland's adoption in 1918 of its basic 
legislation and Missouri's revision in 1932 represent the terminal 
points of this period of constitutional change. It should be noted 
that in every state some features of financial, administrative, or 
legislative processes are based on constitutional mandates, and 
that in many states the problem of amendment cannot be neglected. 
New York State's constitutional convention, which will convene 
in 1938, is an example of a. periodic opportunity for review and 
change. Most states have statutory provisions controlling their 
budgetary practices. The question of change and opportunities 
for revision is vastly simplified. This advantage should not obscure 
the fact that the standards of budgetary practices and reforms 
are such that for many jurisdictions a. constitutional basis can 
be recommended. 

In the discussion of the actual practices in the various juris- . 
dictions, it will at several points become clear that legal provisions 
are not always the controlling elements in budgetary ·practices. 
Through avoidance and evasion and a generally low standard 
of interpretation, a logically sound system can be rendered inef!ect
ive. There are no substitutes' for a tradition of efficiency and 
ability; neither can laws compensate for the absence of honest and 
capable personnel. There is much that the states can do to improve 
their budgetary practices without requiring· revisions of their 
budgetary legislation. The legal basis is only a component factor 
in the question of budgetary reform. 

Study of Budgetary Problems 

'The study of budgeting, which has been referred to as "a welter 
./!_f Mmpeting jurisdictions," reflects the many phases which this 

problem covers.) Budgetary studies are found in publications cov
ering all the social sciences. In public finance the problem has 
had a varied career. The trend towards theoretical systematic 
approaches minimi~d the interest of writers in administrati\Te 
problems. .A. concentration of interest on studies of taxation also 
aided the neglect of budgetary problems which were then and, 
in many quarters, still are believed to be concerned primarily 

' Kurt Heinig, "StaU! Acrountaney and its Historical Evolutio11-U," Tlul 
A0001111ta11t (London), Dee. 28, 1935, p. 887. · 
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/wit~ .the con.trol of expenditure. 8 (~he stress on fiscal systems and 
polic1es, the1r control and the per.1od ·of dynamic finances since 
the post-war period, as well as the institutional approaches of 
public finance have restored the problem to a position of relative 
impo~nce.) . · 

An mterest m · the budgetary problems and the formulation of 
theories and budgetary principles appears to have been fostered 
by European literature on the subject. The concern over fiscal 
implications, a relatively new aspect in American budgeta~. 
studies, has been noted for some time in the writings of continental 
students of budgetary problems. Of these Allix9, Jeze10, and 
Neumark11 are outstanding. . 

An interesting contribution which has been made to the study 
of budgetary problems is the formulation of budgetary principles. 
Although the principles may be questioned as axioms capable of 
universal application, they have gerat usefulness in descriptive 
and comparative studies.12 The descriptive charts of national 
and state budgetary systems which are appended have been in 
part formulated in terms of these principles, as has the discussion 
in Parts I and. II. The choice of principles and the emphasis on 
their interpretation assists in stressing the fiscal, political, and 
administrative phases of budgetary problems. . 

. The writer has been fortunate in obtaining the collaboration 
and assistance of competent observers in almost all of the national 
and state jurisdictions whose budgetary systems are surveyed. 
Their assistance is specifically acknowledged in the text of the study. 

In addition, publications covering certain budgetary problems 
of one or more jurisdictions have been used. Where available, 
budgetary and official documents have been studied in order to 
ascertain actual practices. . References to specific statutory sources 
have been given wherever feasible. Omission of a legal citation has 
been made in cases where the material {and the legal citation) 
appears in the charts.18 . 

Publications of a general character which deal with national 
budgetary practices are available to a greater extent tban are 

s Seep. 48. 
t Edgard Allix, Trait6 EZementaire de Science des Finances (Paris 1931), 

pa1sim. . 
10 Gaston J~ze, Allgemeine Theorie des BudgetB ( Tiibingen, 1927 ) , pas~m. 

(This study representing an authorized translation ·and revision by Fr1tz 
Neuma.rk of Professor Jeze's Theorie GeneraZe du Budget (Paris, 1922), 
will be cited hereafter as Jeze-Neumark.) 

11 Fritz Neumark, DeB Reichshaushaltplan--Ein Beitrag fflllf' Lehre vom 
offmtlichen Haushalt (Jena 1929), passim. 

11 The present writer has discussed budgetary principles in the study of 
budgetary problems in ''Bud.,aetary Principles,'' Political Science Quarterly, 
Vol. L, No. 2, June 1935, pp. 236-263, passim. (Hereafter cited as Budgetary 
Principles.) 

11 The eharts referred to are the summary surveys of the budgetary syst~ms 
of national and state governments prepared by the writer. These are rev1sed 
periodically and appear in successive issues of the Taa; Systems of the World 
(published by the Commerce Clearing House, Chicago). A set of charts are 

made available with this study. 
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those for the states. In addition to the already mentioned wor~ 
of Allix, Jeze, and Neumark, a recent study of Buck should be 
mentioned.1' Two series of publication by the League of Nations' 
financial experts have also been of value in noting procedure and 
in substituting for unavailable official documents.11 • 

There does not appear to be any publication, other than Buck's 
already cited study of Public Budgeting, which covers the budget
ary practices of more than one or two state jurisdictions. 

Before the discussion of budgetary systems is begun, a brief 
survey of American state fiscal policies and systems will be pre
sented. The analysis should indicate the significance of budgetary 
features in the governmental finances of these jurisdictions. , 
Furthermore, the nature of the public finance\'~ should assist in 
pointing out significant budgetary problems. The limited scope of 
public debt operations and the variability of revenue yields, which 

. imply special budgetary problems, are among the fiscal factors 
which are stressed. · 

u A. E. Buck, Budget• ita Modem Govmunet~tl of Tooog (New York 1933), 
piUirim. (Hereafter cited as Buck II.) · · 

16 There is available the recently published aeries of studies on the public 
finances of the various countries (League of Nations, Public Finance•, 
19i8-35. (Geneva, 1936.) (The Series, consisting of a Preface and General 
Explanatory Note and an individual survey for each of 42 nations is hereafter 
rited as L. of N., Pub. Fin., 1928-35.) See also League of Nations Confer· 
ence for the Reduction and Limitation of Armaments; National Defence 
Expenditure Commission; Report of the Technica-l OommiBBiotl, VoL II, Geneva 
1933 and Vol. III, Genet'ltJ 1935 (hereafter cited &s L. of N. Tech. Comm., 
Vol. II or III). 
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CHAPTER II 

THE PROBLEM OF FISCAL POLICY 
. . . 

The Development of Modern Public Finances 

There are two main reasons why a consideration of the nature 
and control of fiscal systems is important to the economic, political, ' 
&J}.d social life of_ modern governments. 

\The first is the growth, measured in both absolute and ·relative 
magnitudes,' of the public finances in the economies of the world) 
The development has taken place under different political systems 
and economic philosophies, and in various geographic regions. 

The public finances of the United. States mirror the develop
ment which can be observed elsewhere. In 1936 it was estimated 
that federal outlays were 71A, billion dollars, those of the states 
2% · billions, and those of the localities 5% billions. Increases 
can best be noted in connection with the fiscal systems of the 
national government although the finances of the· political sub
divisions can also be used to illustrate the trends. In 1913 the fed
·eral government spent less than 1 billion dollars. Since 1925 there 
has been a growth in the fiscal systems of the state and local 
jurisdictions although it has not been as great or as rapid as 
that of the federal government finances. · 

A survey of the net expenditures made by state governments 
in selected years will aid in indicating the trends. It should be 
noted that none of the federal funds that are expended through 
state channels is included r • 

NET EXPENDITURES PAYABLE FROM STATE REVENUES1 

· (Millions of dollars) 
1925 1930 1931 1932 1933 1934 1935 1936 

AJlaoUl'OOB .......... 1,443 2,143 2,276 2,237 1,994 2,124 2,222 2,639 
From taxes and loans. 1,209 1,830 1,973 1,920 1,677 1,807 1,905 2,319 

It is doubtful whether an adjustment of these figures for price 
fluctuations, such as is usually made for series traced back to pre
war levels, would modify the trends. 
· In New York State the Governor's Executive Budget Mesl!lage 

proposed expenditures totalling $399,111,049 for the fiscal year 
ending June 30, 1938 (federal aid excluded). A comparable 
total, financed by taxes, loans, and non-tax i"evenues, had been 
expended in 1930. In that year (as in many others) bond issues 
were an important factor. In 1925 the total expenditure had 
been only $182,602,584. 

t Carl Shoup and others, Faciftg the TMI Problem. A ·8uf"'Jeg of Ta~Mtion 
tt. tAe Uftitetl Btatu """ 11 Program. for the Future (Twentieth Century 
Fund. New York, 1937), pp. 100, 107. 

[12] 
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(The expansion of governmental activities and the finanhin~ 
;111edia which have been developed to distribute their costs, are of 
unquestioned significance in the shaping· of economic affa.hil .. 

v'l'he Instability or Economic Affairs 

,{ The second reason for the importance of the control 'and guid
_ance of the fiscal systexns ean be found in the everchanging char
acter of economic and political backgroundsJ Even a relatively. 
short period cannot fail to involve changes in significant tr~nds. 
In any mention of only a few of the important factors\.~) 
should be included. Th~ (bring about uncountable changes to 
which the public finances~ as everything else, must make . major 
adjustments. As far as future problexns are concetned,( business 
cycle fluctuations, culminating in the WQrld-wide depression of 
recent years, are of even greater importance) Furthermore, Cru!!;
ural catastrophies, such as the floods and droughts} with which 
the Unit~d States must be prepared to contend, should be con
sidered. \It is necess to revise our beliefs ab t stabili .. fte 
public finances must be amena e a JUS ent. ThlS requires 
a ·particular orientation of their character, their planning, ·and 
their control.) · .. · · · 
( The recent economic depression) afforded an excellent opportu. · 
nity for noting ways in which current developments are tending 
to emphasize the importance of the interrelations betwefp the I 

fpublic finances and general economic affairs.) The depression 
indicated the possibility of an increase in the scope and mag
nitude of economic fluctuations and their widespread reactions. 
It is not possible in shaping future policies to ignore such develop
ments or the possibility of their recurrence.( No jurisdiction, either 
national, state, or local, can be considered immune from the effects 
of these upsetting conditions.) The :fiscal systexns of the American 
states were not substantially altered by war but the depression 
experience was not equally restricted in its reactions. 

\The depression has brought about the realization that the 
public finances have"" definite.JntervenU.cmisticwr~ to play in 
economic life. Those who giiide fiScal policies eannot ignore the 
needs and demands which are to be met through the public finance& 
Neither can they ignore the ·reactions which the public finance, 
create and which may foster economic stabilit;r or instability) 
Even intermediate jurisdictions Sllch as the states cannot assume 
that their position absolves them of the responsibility of coordinat
in~r their policies with those of the national government. 

: The third important contribution which the depression has 
made to our knowledge of public finances is the fact that many1 
fiscal systems are much more deficient in their ability to maktJ 
necessary adjustments than had hitherto been supposed.) Accord
ing to studies made by Professor Dalton and his associates,• and 

• Bujrh Dalton and othere, U~ BtU!~•· A Bludr/ of tll.e l'iMtlcial 
en. u. Fifu. cou~..w c London, 1934), ,....-.. .. 
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by. the League of Nations experts/ every national unit .of any 
importance incurred at least one deficit in recent years. · 1.Almost 
every nation failed to realize planned balanced. programs.) Since 
some countries entered the depression after prolonged financial 
difficulties, their experience is not comparable with that of units 
like the United States federal· government which enjoyed sur
pluses and· relative stability in the conduct of pre-depression 
finances. In general, however( nations found that major revisions 
in debt, taxation, and expenditure policies were essential. Thej 
experience of . every national jurisdiction show~d the importance 

/f planning and control as elements· in the conduct of depression 
finances.) · . 

The :f1nancial experience of the .American states offers a clear 
picture of the difficulties which were· encountered and of their 
sources.· It is not possible, however, to measure the effects of 
the depression on the states in terms of technical deficits . 

.Assuming econ01nic opportunities to exist, the American states 
are not able to borrow at will. While occasional instances of 
imfavorable long- and short-term debt operations are noted, the 
casual observer will not find many mounting public debts and 

. in this respect will find no indication of recent difficulties. The 
experience with taxation reveals several more illuminating events. 
The states, finding their revenue systems inadequate, sought in 
many cases to·remedy the situ.ation by adding new levies and by, 
replacing or modifying old ones. (In only a few cases some states 
were able to ga:uge correctly the productivi~y of ~heir tax system~.~ 
The errors which they made were costly m social and econom1c1 
~cidence. · . · 

. \ ilt is with regard to expenditures representing functions and 
·activities carried on by the states that the terms ''crises" and 
'•breakdowns" can best be appreciated. The frequent and dire 

' need for assistance from the federal government offered further 
evidence of troubles. Few states were able, as was New York, to 
continue reasonable standards of services initiateq prior to the 
depression. Still fewer were able to meet the added burdens 
which the depression imposed) Many states experienced a break-

. down of state-aid which was partly responsible for closed schools 
and unpaid teachers, for a reduction in salaries below justifiable 
levels, for payments in scrip, and wholesale dismissals. At least 
one state defaulted on its debt service,·while many others had 
little or no credit standing. (Without the billions of dollars of 
federal funds pouring in for relief, for public works, and for 
other purposes, it is not unreasonable to assume that . a suspension 
of established state government would have resulted. ' 

tThere were nations such as Great Britain, which did not accumu
late large deficits for many years and which had considerable 
success in estimatiJ?.g needs_ and in_ .~ancing. tbem.l. EQually the~e 
are states w1Ios(rexperiences stana out and cannot be descrtbed m 
terms of the. abov~ mentioned g~neralizations. No state's expe-

• a L. of N., Pub. Fin., J92S-1935, .op cit., pa1sim. 
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rieuce Wali such as to deny the utility of research into i the 
problem of improving its general efficiency and its adaptability 
to crises. 
· It has· already been noted that thi.11 study does not attempt to 
treat with the problems which are faced by approximate~ 
OQ!L~.!~riL-~ions. A reason for the omission lS not, 
'however, that there lS no need for reform. It may be seen, 
however, that the unprecedented difficulties· encountered with' 
the reputedly reliable property taxes· caused the localities to 
suffer extremely from the depression. (The stories of bond defaults, 
inadequate governmental services, and above all, of the wide- . 
spread failure of local governments to assume their shares of 
relief burdens, are indicative of the added problems shifted to · 
the shoulde.rs of state governments.) . The latter will find that 
the process of leaning heavily on a major jurisdiction can also 
affect them adversely. 

Goals o£ Fiscal Polley 

There is no need for reviewing the character of the public 
finances and the desirable fiscal policies of national governments, . 
since this study makes no attempt at reaching any conclusions 
regarding the reform of national budgetary systeins. These are 
studied and analyzed in order to arrive at conclusions applicable 
to the states. An added purpose, that of providing a descrip
tive analysis of national systems, emphasizes the need for a 
knowledl!e of the financial probleins of the respective govern-· 
ments whose practices are surveyed but does not render impera
tive a presentation of any suggestion for change. 

In view of what has already been said with regard to instabil
ity in economic affairs, it would not be, proper to view the ques., 
tion of adjusting American state finances to changing and dynamic 
conditions as a secondary problem. Determining the proper 
flphere of governmental functions, the· tax burden distribution, as 
well as the scop~ublic debt operations may be treated as part 
of this problem. All reforms must be in terins of the economic l 
conditions of the modern world, in terms of an adjustment to, 
'nd a compensation for, growth and fluctuations. ·. 

l
l ~ prima. ry goal of the states should be their ability to renderl 
adt>quate governmental services at all times. ·· Few will deny thatl 
a large proportion of state outlays, covering educational, welfare, 
rorrectional, and similar activities, should not be the flexible 
elements in any adjustments which have to be made.' Unless 
functions are successfully allocated to other jurisdictions, there 
should be no compromise in the maintenance of essential govern
mental st>r\'icts. Many states did not achieve reasoqable stand
ards even during the prosperity phase of the cycle. r Crises and 
emer!l'tneit>s of all sorts invariably involve added ealls for gov:· 
ernmental services. It is a feature of sound :fiscal policy to be 
prtpart>d to finanee such needs, and to do so to the limits of 
economic, rather than legal, eapae,. · • ~ 
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There are two categories of governmental cost pay-kents for 
which stability at all times is perhaps ·not necessary. 1 Theoret
ically it is possible that a liberal attitude towards borrowing in 
connection with the trade cycle might encourage a cyclical adjust
ment of expenditures for retirement of the debt. In view of 
the legal and traditional status· of debt operations it i$ virtually ~ 
impossible to assume that the' use of debt service charges as an 
adjustable element ·in state outlays will be available unless the 
r?le of borrowing is changed. . 
l Those who have concerned .themselves with the problem of j 

economic stabilization and with cycle smoothi:ng efforts are in 1 ~favor of timing public _works.• It is proposed that governments 1 
}attempt ~puoue works expenditures during periods.' 
o\ depression. • . In addition to low costs which may be enjoyed, 1 

~e stimulation to business activity will benefit the entire econ
omy. A postponement as well as an acceleration of normal pub-

. lie works should aid in achieving this timing. The availability of 

. loan proceeds is essential for the proper development of the 
desired public works policies. Expenditure policies should be 
mainly aimed at stabilization.) Postponement and concentration 

' are indicated_ only for two categories of state expenditures. "' 
1 · In connection. with( financing medi~ the desired policies are in · 
sharp conflict with 'present practices and potentialities. I The!} 
most logical theories ~ those which discourage any periodi<J 
changes in tax ·policies . .) Unless such phenomena as protracted 
periods of rapidly rising prices are encountered it is deemed 
desirable that flexibility be sought elsewhere than in the tax 
system.5 ~,Instead of seeking taxes with diminished cycle sensitiv-

. ity, the states are ·advised to search for tax systems equitably 
distributing .burdens in terms of accepted economic and po~itical 
'Philosophies.) The imposition of regressive taxes exerting defla
tionary in::ftuences during depressions is particularly deprecated. 1 

fThe known cycle-sensitivity of ability-to-pay levies should be no · 
'bar to their widespread adoptionl · · 

(The potential decreases in tax revenues during some periods 
and abundant yields at other periods do not disturb the logic 
of. the proposals. Other :financing m.edia, particul~rly debts ~nil · 
reserve funds, are to be used. ) Fu:ed assumptions re(!:ardml!' · 
cyclical variations in economic conditions underly these pro
posals which are in keeping with those more frequently suggested 
for national governments. The hope is expressed that the states 
will avoid nullifying the policies of the federal government in 
terms of whose financial capabilities the proposals are conceived. 

• J :M' Clark JJconomt:ca of Plontt.iftg Public Worb. A ~otudv made for the 
NtJt;;,.,..i Plon~ing BOGrd of tile Federal Emergencg Administrotiocn of 
Ptab~ Worb (Washington. 1935), fJOSM and National ltl!sources Committee. 
PMbU. Worb PIMtnmg (Washingt:on, 1936), pp. 142-179. . . 

•J. M. Clark. typ. cit., Chap. XI. Problems an~ Methods of Fm~ncmg. 
pp. 113-127. Also •Fiscal .Aspects·of Planned Pubhe Works." app:ndu: pre
Jlll.l'fd by the present writer, p-p. 176-180. Also Gerhard Colm, .An Ideal 
Tax System," Bociol Rete0n1~, Vol. I, No. 3, Aug. 1934, pp. 319-342. 
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There is considerable room for justifiable criticism of the· goal:; 
aa stated, especially on the part of those .who favor heavy seasorl- ·• 
ings of expediency. The proposals that retrenchment policies, 
be avoided and that loan-expenditures be increased during depres
sions may not prove acceptable. The alternatives, such as were 
witnessed during the last depression point only io increased 
centralization and a shifting of the burden of adjusting to cyclical . 
instability to the national government. t Economies achieve~ 
through curtailing essential services should not be the avenue . 
of escape from permanently or temporarily inadequate revenu 
s~tems.) • . 

I ~The most commonly mentioned goal of state and national finan-
' cial "policy is that of a "balanced budget." The planning and i 

achievement at all times of "Uiel:iicarequilibrium described by Jhat l 
terll\, if not theoretically acceptable, is deeply imbedded in tradi- . 
tion)and in direct and indirect constitutional and statutory mau.- • 
date. (By virtue of the limitations on borrowin~ and of the exprCS~~~, 
reqJiirements which are outlined in detail in Parts III, IV, and 
V, \the states at present must piau. to initiate fiscal programs 
in which revenues and expenditures are in some type of equilib
rium.) Regardless of what the states should do, they strive now 
and will continue, under the present institutional arrangements, 
to search for "balanced budgets." Ii may be well to analyze the 
concept and to note its most common interpretation in connection 
with the finances of the American states. • · · 

Concepts o£ Balanced Budgets 

1 
It is difficult to define the concept of a balanced budget. Its_ 

most popular interpreta~ion is_ the"~qu!l~brium_ be __ twe_e_. n_ expendi
~~r.es and ~or~al or ordmary .re~en~~· usu~l!I t!J:!:,!e:v~~t 
1!:; not poss1blt} m terms-of all JUriSdH5bons(to -deliJie which financ
ing media. are acceptable methods under balanced ,budgets. In · 
connection with the federal government, which does not normally 
finance its capital expenditures by means of publie borrowing, 
it is usual to consider any revenues derived from publi9 bor.,.ow
ing, as synonymous with a~ deficit. Other ]urisdictions, ~will 
bnloted below, refuse to eoriSider debts incurred for certain pur-. 
poses as representative of deficits) · ·1 A more searehin. g analysis reveals that( a number of possible 
interpretations · of the concept of a. balanced budget) can be 
reachea. {Neumark. in his monumental study of the German bud· 
get:&ry system ha"s digressed to surveY, the various. types of bal
anN•s which may be achieved. I 1.1(' somewhat obvious distinction 
is the one between an illusory balance and a real one) This 
classification ean ·be used only -in·-c.ionjunction Witlrthe proj
ected or estimated fiscal program. ( He means to distinguish the 

.,/projected or paper balance from the real balance, which a search
ing analysis of the real underlyin$r factors alone reveals. • It is 

• Neumark, op. cit. p. !3. 
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. I 

~
of course, further possibl~ to distinguish between the· -projected 
alance and the accompliShed balance. · Neumark has in min~ 

the. widespread practice of ·governments of juggling estimates 
concealing certain expenditures, and. otherwise manipulatin 
figures .:10 as to achieve an equilibrium) In the American states 

'Jt is known that the limitations on :borrowing require state officials 
to estimate revenues to equal expenditures, although in many 
cases there is no doubt that a more realistic approach would make 
the estimates reveal the uncertainties inherent in the economic 
background. (There are in modern fiscal systems few guarantees, 
if any, of . achieving the program aS' estimated in the budget 
prepared in advance of the fiscal period to which it refers) 

/; The .American states have. linked their ideas and legislation on 
~udgetary matters to the ~operty tax:. Revenue estimates were 
until recently rightfully co sidered as the equivalent of certain 
yields, {!n conjunction with other modern taxes and modern 

. economic C?nditionsi. tax revenue estimates are now better described 
A.s.-"guesstunates."J~ estimates of non-property tax revenues 
~ate amenable. to manipulation. There is no legal compulsion on 
taxpayers to pay the amounts estimated. A levy on an already 
existing tax base is not involved. The expenditures, which are 
executive proposals and which a legislature votes, are certain and 
fixed unless special provisions for modifications are found. There 
is a legal significance to . the amounts which are voted. Hence 

(the balances represented. in state budget programs are so often 
~ot achieve# · · · 
f"~. ~eumark's second distinction is between ~antitative and..Qual
itative balance. The former takes into ac ount only the mathe
matical and numerical factors involved) Simple addition of all 
itetns in the revenue and expenditure columns would determi~ 
quantitatively (the existence of a balanced relationship. · \!Phe 
qualitative balance refers to the internal arrangement of the fiscal 
program anq is closely linked t~ the principle of budgetary unit~ 
which is discussed in Part II. \The classification of expenditures 
into ordinary and extraordinary, current and capital outlays, etc., 
has resulted in the elaboration of numerous theories regarding 
the financing of these categories) Each jurisdiction can choose 
to delimit the elements of the :tfscal system which are balanced 
against each other. 

(The American states definitely subscribe to Neumark's fore
gomg _concept o:l' quantitative balance. . This ca~ be n~ted in 
their disregard o:l' any accepta,ble scope :for pubhc debt opera
tions in normal programs .. ·The legal restrictiOns-discusse~ bel?w 
have imbued fiscal ·administrators, legislators, and the pubhc with 
the notion that any failure to adhere to a pay-as-you-go con-

'Struction program is inconsistent wi~h ..._a,. ?alanc~d ~cal pla!Y 
The states :further disregard the obvious "\difficulties mvolv:ed ~n 
attempting to reeoncil~ a realization o:l' assets or the receipt m 
~from 'outside jurisdiction!! with belief~ that e:xpenditu.res 
balance with current revenue!t.'~f A depletion of the capital 
resources of a state government or the necessity of some other 
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jurisdictio~ to incur a debt to assist the state, as in the case of I 
federal aid, is not regarded as unbalancing. the state's budgej) · 

(The state~ measured in terms of the criteria which are now 
applied to the federal government and which are implied in Neu
mark 's quantitative balance, (have at all times been incurring 
deficits as they have continually modified the constitutional 
restrictions and incurred debts for capital improvements arid 
bonuses, and more recently, for relief. Viewed in retrospect 
their fiscal programs have been unbalanced while their budget 
programs have not) 

Another aspect of the problem which may be mentioned in 
connection with varying interpretations of the items which are· 
to be balanced is th( treatment of funds expended for debt retire

' ment. Dalton believes that "in judging whether a surplus ora 
e cit has been realized, public expenditure should certainly 

exclude all debt repaymen~ even under statutory Sinking Funds. 
If there is any net repayment of deadweight public d~bt out of 
current revenue, there cannot be a true budget defic1t. " 7 Net

1 

deadweight public debt equals (according to Dalton) the pubilc 
debt less public assets. . 1 

In discussion of national finances there are many writers who 
subscribe to this viewpoi~ regarding net increases in debts, It 
is, however, unorthodox. (_The difficulty of maintaining the con· 
tention that a budget is balanced without the inclusion of any 
payments for retirement of debt arises from the fact that such · 
expenditures are usually contractual requirements on the part of 
the government, and in practice cannot be omitted) This is cer
tainly true in the American states where new loan proceeds are 
seldom related to the budgeted pro~ram of which debt services 
are a part. The problem is one which shows the inadequacy of 
. t~e simple statements regarding balanced finances. · 
) \ The third balancing criterion is the classification of balance 
,. based on financial or. economic factors. Judgments are involved 
· regarding the fiscal and economic soundness of the methods which 
have been adopted to achieve a balance between outlays and their 
financing media.) 

Several Italian writers have stressed the economic aspects of a 
fiscal program and have referred to their interpretation as one 
of qualitative balance.• The writer subscribes to their opinions 
and eon.siders the {qualitative balance to refer to the social and 
Pl'onomie implications of a stated fiscal policy. The economic 
balan<'e is of the utmost significanc' so far as it attempts to view 
the underlying factors involved in any fiscal program. It is the 
balanet" which fiscal scientists attempt to discuss in their con
ctopts of sound and acceptable financing. (A Qualitative or eco{ ~ 
nomic balant'f' is achieved by providing sound tinan~medif 

t Daltnn. op. mt. p. U. 
• Frederico Flora. Mo,.t.WJle delle Beiet&N. ulle FiMIIU (Livorno 1921), 

p. 121. Al80 Vineenzo Tangorra. f'nJttGto tli B<Nuc delle ,..,....., (Milano 
Ul5), p. 168. 
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\for an expenqiture program. The . American ·states definitely 
stress the financial balance thus implying a neglect of economic 
implications~ since it is considered a preferable pra~tice to formu
late a fiscal program in which debts play no part; lthere is seldom 
any question of the economic effect of the tax measures or retrench
ments in expenditure which may have been involved. J It is unfor
tunate that there exists no likelihood of the adoption of statutory 
requirements in terms of economic rather than financial balance. 

This brief discussion should serve to indicate some of the broad 
fiscal policies which the American states should follow as well as 
those which they are mor~likely to pursue. Any .ideas regard· 
ing a reconciliation of the two major policy goals, namely flexible 
,iUld cyclically ad~usted firl~;... ces on one hand and balanced bud
getron the other. must be viewed in terms of the elements in 
the fiscal systems of the states. · 

A study of financing media and of expenditures, as well as 
~of federal, state, and local relations, follows. It will aid in 
.clarifying potentialities in terms of traditions, practices, and 
legal provisions regarding debts, reserves, taxes, and expenditures. 
The discussion should serve furthermore to summarize the nature 
of the public finances and the fiscal policies with which state 
budgeta7. systems are concerned. The survey should also show 

, that the\ importance of efficient. planning, formulating, adopting, 
and .executing of a col!lprehensive and unified fiscal program can· 
not be over-emphasize<!) · · 



/cHAPTER ill 

THE FISCAL SYSTEMS OF THE AMERICAN STATES 

I. Debt& 

(The limited role played by loa~ proceeds in the fuiances of 
the .American states is one of fhe most active influences on their 
fiscal and budgetary policies) Most of the states have embedded~ 
in their constitutions prohibitions or limitations which make it 
impossible for legislatures tO sa.n~ttun bomnring~ The follow~ 
ing table shows the state loans outstanding in the period of 
1928-36, inclusive. It indicates the( relatively small increases in 
the debts during the crucial depression yearsJ 

·STATE LOANS OUTSTANDINQl (GROSS DEBT) 
(In millions of dollars) 

June 30, 1928 1929 1930 1931 1932 1933 1934 1935 1936 
2,110 2,259 2,406 2,606 2,617 2,716 2,966 3,112 3,150. 

=======~========-================:a== . . " ~ 

Increases of $200,000,000 or less each year show that the states •• 
as a whole had no substantial sums available from the net pro- • 
ceeds of new loans (less retirements and refundings) for public 
works and for the general and specific outlays. Only New Yerk, 
which borrowed substantially during each year since 19281 •for 

NEW YORK STATE BOND ISSUES' 
DttBJNG Fxsc.u:. YJWtS ENDIKG JttNII 30 

(In millions of dollars) 
1928 1929 1930 1931 1932 . 1933 1934 1935 1936 
225 50 10 81 30 4.5 43.5 71 4.0 
~ -= """"'== = ==· =====>= = ==== ===== 

purposes other than for refunding, has made loan expenditures 
in amounts which were important in relation to the State's total 
outlays. A few other states borrowed sporadically. for various . 
purposes, such as relief, highways, and public works. (None of 
the states, including New York, sold long-term bonds for the 
pre-announced purpose of financing general expenditures) Only 
a few jurisdictions, such as Tennesee, funded short;..term debts 
,rowing out of deficits. In 1936 Connecticut, Florida, Indiana, 
Kentucky, Nebraska, Ohio and Wisconsin were reported to have 
no outstanding long-term indebtedness. • 

t Yabel Nl'"-eomer, "Analvsis of the Nature of Ameriran Publie Debts, 
Fl'df'ral, 8tate and LorJlJ.N ·A~tt ECOfi.OMic Bt:vieto, Supplement. Vol. 
XXVII, No. I. Mart'b, 193T, p. 50. 

t N. Y. 8tate Exel!'uti"to Budget Mel!ll8ge for fiscal year ending June 30, 
Albany, 1936. Vol. I. p. Ill. . 

• State and Yunieipal Compt>ndium, COta~f •tid Fi~~t~IICW Olf"'OIic~, 
Part I, June 30, 1936, and Part II, Dee. 31, 1936, P"ft•· 

[21) 
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Constitutional ·Limitations 

.Si~c~(o~y eight state~Arkansas, Connecticut, Massachusetts, 
MISSISSip);n, New Hampsliire, Tennessee, Vermont, and Virginia

( can borrow: freely without revising their constitutions, a ~o . 
's:ideration of the limits and th.e means of revising them. is ess·e.ntia . • 
..6\..The limits which are in effect-in controlling general loan-ex en

l"uitures are of two types.""4Nrst;-there--are-t11e"prohibitlons or 
lrru:i1'iiiiln. limits on amounts which may be outstanding at any 
time for the purpose of financing casual deficiencies in revenues. 
The constitutions of twenty-two states permit amounts which vary 
from $50,000 in Maryland to $1,000,000 in Pennsylvania. At least 

,...twelve states; including New. York, have no limits, while five or 
six states prohibit this type of indebtedness entirely. 

· Borrowing for casual deficiencies 'enables the states to incur 
~deficits. up to the stated amounts. It is evident, however, that 
·'~lone of the stated maxima are sufficient to allow even the 
·.smallest(states to engage in any substantial loan-expenditure pro
grams. Where there are no limits on debts incurred for casual 
deficiencies, the states are not free to borrow at will, since other 
limita~ions co~pensate for ~he ab~ence of any specific .restrictions · 
on. th1s score.J'New York IS typical of the states whlCh are not 
specifically limited in borrowing for casual deficiencies but which 
are otherwise effectivel7 restricted. . 

Th.e ·second typ\: of~debt limitatiol, .an .. d the most. significant 
one, is that which ~estricts the maximum amount of debts whjch 

..mru_e out~ndi~e: There-'ar~he-·restrictlons 
stated.-ur-ferm:s-of urposes for which debt may be incur:t;edl 
A common clause inc u es .oth a maximum and purpose limit': 
The amounts are small if stated specifically. Six or seven states 
express the amounts in terms <>1, assessed vahllliWI1JLO:L.ia~able 
P!QJ>erty. This type of limitation does not enhance borrowing 

powerswhen they are needed most. The purposes for which 
loan-expenditures may be made are insurrection, invasion, and 
war. New York may borrow unlimited amounts for these pur
poses as well as for forest fire costs, a privilege which is of no 
valu9 in adjustment to purely economic crises. 5 

• fi'he limits, whether stated in terms of amounts, purposes, or 
bOth, are almost all of the· same effectiveness.) Only the eight 
previously mentioned states are really· free td' borrow for any 
except e:dremely exceptional needs. For the other states the 
limits are useful primarily in determining the types of amend
ments which must be passed to legalize borrowing. 

Before turning to the procedural aspects of revising the con
stitutional limits on borrowing, mention should be made of short-

' ' Data on restrictions' on s~ate indebtedness are based on an ~npu~Iished 
· ·memorandum prepared by :MJse Florence de Baas, Reconstruction Fmance 
Corporation, Washington, D. C. •. . . · 

5Jt is of interest to note that a eounty in the state of Wasbmgton was 
'upheld in basing its borrowing for relief purposes on an insurrection clause. 
(RlllllJJJe8v. Evens 168, Wash. 527,13 p. (2d), 26 (1932).) 
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term debts. ut is through the piling up of unlunded debts iof 
these types that national governments · frequentl:r increase their 
long-term indebtedness or suffer financial crises. Orost states are 
permitted to borrow in anticipation of tax revenues) Very few 
commonwealths, of which Michigan is one, appear to be ·pro
hjbited from issuing any tax anticipation warrants. 
(.These sho~term obligations are, however, sometimes Jj:mited 
in amount) urthermore their usefulness as a channel for deiicit 
financing is "mpaired by restrictions on t' length of time Tor 
which these securities may be outstanding As a result in the 
first few years pf the depression the amount of state warrants 
outstanding grew rapidly, but the total has remained relatively 
stable during the intervening period, indicating that a com~ 
pensating process of retirement and new issuing has taken place. 

STATE WARRANTS OUTSTANDING• 
(In millions of dollars) 

1928 1929 1930 1931 1932 1933 1934 1935 1936 
34 41 38 60 279 301 265 311 244 . 

The manner in which the ability to incur debts in anticipation 
of the receipt of taxes can aid the state in engaging in a limited 
type of deficit financing can be noted in connection with the 
constitutional provision of New York State. Section 2, article VII, 
of the State's Constitution reads as follows: 

The State may contract debts in anti~ation of the.. re~ 
~Lt~xes ...~t!!.<J reveiitleS';a"irect or illdirect, for the purposes 
and within the amounts of appropriations theretofore made; 
bonds or other obligations for the moneys so borrowed shall 
be issued as may be provided by law, and shall with the 
interest thereon be paid from such taxes and revenues within 
one yeat fromJhe date of issue. ..._ 

This provision is of importance because, unlike many other states, 
New. York has no mandate in its statutes or constitution regard
ing the balancing of its budget. It will be noted that ( expendi
tures cannot be financed by loans until tax laws have beett enacted 
providing for yields estimated at amounts sufficient tQ retire 
the bonds within twelve months · after their issuance.) Since· 
optimistic estimates can be accepted as the basis for borrowing 
the State may f&il to balance its budget until the time when 
the outstanding short term indebtedness exceeds the non-earmarked 
revenues estimated for the following fiscal year. \.~'CiS not difficult 
to see thatf as !?ng as tbe State has the ability to float tax anticipa.. 
tion warrants, opportunities for "illusory" balancing exists.) It 
is relativ.-ly easy to postpone for a short time an ultimate balancing 
of New York State's budget. :~.; • ·. 

• 1[. Nt>wtomt>r, op. eit., p. 50. 
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Proeedures for .Amendins Debt Limits 

(_The frequent adoption of constituti~nal amendments gives to 
the debt limits a power of dela~ rather than prohibitinft 

' Excepting the states which have no eBts and those which have 
no limits, there must be an amendment to permit borrowing in 
the amounts which are required for such purposes as highways, 
other public works, veterans' bonuses, or relief. Table ll shows 
the procedures for amending debt limits; for those states which 
have no effective restrictions the information may be used to show 
the procedures necessary to introduce them. 

/ Only Delaware can· make the change without A public referen
dum; all the other states require popular approval. .Nine states 
require the approval of two legislatures, indicating a waiting 
period 'of several years. \!Pirere are also limitations on the fre
quency of amendments. It is interesting to note that there are 
three instances in which the requirements for amending debt 
limits are more stringent than those for general constitutional 
!eyision. · . 
W is therefore evident that even if the states can be convinced 
that borrowing under certain circumstances· is desirable and 
legitimate, there, is no way in which the policiebcan be_q1Jiclr1y 
P,!!t into actio~ as they are in nati~nal govern~~nts. Those pre-

. pariilg fiSC& prO'g1'lqnrcannot act m any declSlve mant:ey-tmtil 
long after their programs1are planned and submitted. \.VIle may 
conclude therefore that thq limits are of added significance because 
of the di:fljx:&lties of nvisiJ>n1 It should not be as8umed the exist
ing volume of debts show that the restrictions are avoided in a 
convenient manner. New York State, for example, cannot borrow 
until ten months after the Governor submits his fiscal program. 

1T . 
............ Taxes 

{!here are. no reasons to believe th.at any tax sy~ems are able 
1 to supply stable revenues at all stages of business cycles. ~ tax 
, systems of the American states are beyond doubt of the ..variable. 
·&¥~ ~ycle-sensitive type) 

)I ~e reason for this lS the fact that property taxes have been 
reduced in importance as sources of state funds. ) The fact that 
many state budgetary systeDJS are however still linked to property 
taxes may warrant a review of recent trends. · Table III shows 
the state property tax collections (excluding local shares) in 1922, 
1932, and 1936. The oollections are given in percentages of total 
yields in each state. . , • 

The property ~ it will be noted, was not levied in 1936 for 
state purposes in nine jurisdictions-California, Delaware, Mas
sachusetts, Michigan, New Hampshire, New York, Ohio, Penn
sylvania and Vermont. In Illinois, Maryland, North Carolina, 
· Oklahoma, and Wisconsin the yields were so small that the States 
can well qualifr for inclusion in the group of non-property tax 
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TABLE I~ 
PBOCF.Utus roa .AMI:NDINa LlMITs oy STATI!I INDEBTEDNESS 

Alabama ••••••.••••• 
Arilon& ............ . 
Ark&b81111 .......... .. 
California •• , ....... . 
Colorado ••••••.....• 

RIJtificat'jon bJt Rcferi!JfUl.v.m 
Majority 't'Ote, .......... . 
Majority vote {d) ••••••.. 
Majority vote /d) •••••••• 
Majority vote fd) ..•••••• 
Majority vote (d) ....... . 

Vote&"~ 
3/&bothhOWiell 
Majority botb hOWiell 
MBJority both h-
2/3bothh0Wiell 
2/3 both hOWiell 
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Cmmeeticu.t ......... . Majority vote ........... . MaJority df HOQI!e ol Rep. ami 11/3 df 
both houses of nest legislature 

3/4 both hou- (1) Delaware ..... ,...... None .................. . 
Florida.............. Majority vote ........... _, 
Georgia, , ....... , • .. Majority vote ........... . 
Idaho. .. .. • .. • .. • .. • MBJority vote .......... .. 

3/5 both hOUIIel 
2/3 both hO'Wiell 
2/3bothho118611 

Dlinoie ............. . 
Indiana ............ .. 

Majority vote............ 2/3 both h- · 
MBJority 'I'Ote .• ,. • • • • • • • • Majority two IIWICC!Illive le~at
Major!ty vote ••••• , , • • • • • Majority two IIUilClMiift legu!latlftl 
MBJonty vote •••••• ~ • • • • • MBJority eaeh houae membership (2) 

Iowa ............... . 
Kanaaa ............. . 
Kentullky ••• , ..... .. Majority vote, •••••••• , • • 1/5 both ho118611 · 

LmliBillllL ......... .. 
M&ine ............. .. 

Majonty 'I'Ote... . . . . . . • . . 2/3 both holl86ll 
M~ority vote .••.••••••• , 2(3 both houeee • 

Maryland .......... .. 
Muilaobuaetm ••••••• 

M&jority vote. . . . • • • • . • • • 3/5 both h01111e11 · 
M~ority vote (d). , • • • • • • 2/3 j)retlllllt aad voti.nc in eaeh ho_, (3) 

Micb.isu .......... .. Ma.~ority vote {d). • . • • • • • 2/3 both h.ouaee • 

Minnesota. • • • • • • • • . • Ma.jority vote, .......... . 
Mieaiesippi.... .. .. .. • Ma.tority vote .......... .. 
Miesouri .......... ,.. 2/3 vote ............... .. 
Montana............ Majority \IOte (d) •• _, •• -. 
Nebraska... • • .. .. .. • MBJority vote (d) ...... .. 

Nevada. • .. .. . .. .. .. MaJority vote (d) ....... . 
New Hampahire.. . • • • Major!ty vote .••.••••••• , 
New Jeraey..... .. . . • MBJority vote (a), , • : ... , 
New Mezioo......... Ma.jority 'I'Ote .......... .. 
New York........... MBJority vote ........... . 

North Carolina... . . . • MaJority vote ......... , •• 
North Dakota........ Majority vote td) • •• , • , •• 
Ohio .............. , • M~m"ity \IOte fd) • •.•.•• , 
Oklahoma. • . . . . • . • . . M~ority vote (d) .•...• , • 
Oregoa. .. .. • . . . • . . .. Ma.~ority vote (d) ...... , • 

Penneylvania .• , . . . • • Majority vote (a). , •••••• 
Rhode Island. . .. .. . • Ma.~ority vote .......... .. 
South Carolina. .. • .. • 2/3 vote ................ . 

South Dakota .•••. , . • Majority vote (d) .•. , •• , , 
T-.,,. .. . . ... MBJority vote (b), ....... 

Tex1111 ...... , ...... , • Majority vote ........... . 
Utah ......... ,,..... M~ority vote ........... , 
Vermoat............. MBJority vot.e (c) ........ . 

Virginia. . .. • . .. . . . .. Majority voflll.: ......... . 
Wubington....... .• • Majority vot.e ........... . 

Majority both hOWiel ' 
2/3 both hou-
Maiority both h01111e11 (3) 
2/3 both hOliSM 
3/6 botll houeu 

Majority I 11110CN8ive legialaturw 
M~ority both ho.-. 
M~ority 2 IIUOeeBW lecialatlll'llll 
M~ority both houaea 
Ma.~ority 2 IIUCOCIIIIive legialaWrell 

3/5bothhousea 
Majority both~ 
3/5 both holl!lell 
Ma,iority both hov-
M&,~ority both housea 

MaJority JIIWICC!Illive legialaturee 
M~ority 2 sueoessin legialaturee 
MBJority vote of legislature, ill~ 

referendum, ma,jority vote of aeldi 
legis!.Rtvre 

Majority both h01111e1 
Ma.~ority both hOWiel ami 2/3 of aed 

legislature 

2(3 both holl86ll 
2/3 bothhousea 
2/3 of Senate, majority of HOUIII of 

Repreeentalivea, ~ty both h-
next legislature · 

Majority 2 IIU'lllllllllive legialaturw 
2/3 both h-

~est Virginia. . . • . • • . Majority voflll •••• , . • . . • • • 2/3 both holl86ll 
VI 11100b81D. • • • • • • • • . • Majority vote ......... , • • Majority two aucceeai'fl!let!:ial~ 
W )'OIIUII&. .. • • • • .. • • • Majority vote.... • .. • . • .. 2, 3 both h- • 

(a) Amendmenm 1!11.11 be aubmitted cmly evwy five l-
~bl • • 111 

• • • six • 
(c) • • • • • • tea • 
ld) • • iaitiated hy petiUoa. 

General oonatitvlional rnisioa requires: 
11) 2: 3 \'Ote of 2 8UOOell6ive lellislaturea- 1110 nfereadUl. 
12) 2/3 vote ollecioilature and referendum. 
(3) M-,iori~Y: ...,... i.n either house t.o aeoure -aderauoa ia joint lelllli011. Ma.iariey VOIIe ia 

1-.-niCIIII.t--. 
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TABLE III · 
STATB PRoPERTY T.U CoLLECTIONS 

Euludi11(1 Looal.Share, Fiacal Years19SI, 19SS, 1986 
(Expressed in Per Cent of Total State Tax Collections, Excluding Local Share) 

STATE 1922 1932 1936 
~bama ............ "'.................. 64.4% 39.0% 25.2% 
Arizona................................. 89.9 65.2 25.8 
Ar~ ........... _....... ...... ....... 72.7 25.3 19.1 
Califorma............................... 1 ••••. 1 
Colorado ...................... , .. ·....... 73.'4 · 34.6 
Connecticut................... .. . . . . .. • 13.9 6.2 
Delaware............................... 12.9 1 

Florida................................. 63.1 i6.'6 · 
Georgia................................. 58.4 21.9 
Idaho ... , .... :......................... 78.1 44.6 
Illinois.................................. 37.2 24.6 
Indiana................................. 67.2 33.2 
Iowa.................................... 40.6 30.3 
Kansas.: ...... ·......................... 76.9 31.1 
Ken.t~cky. .. .. . . . . . • . . . . • . . . . . . . . . . . . . . . . 69.3 39 .1 
LoUlSUUla............................... 63.4 34.5 
Maine ......... : ....• ~................... 40.0 28.1 
Maryland .............................. ,. 38.1 25.2 

~=~~:::::::::::::::::::::::::::. ~t~ ~:: 
Minnesota.............................. 34.7 g4.2 

~=:~:.i::: :::::::::::::::::::::::::::. ~A:~ ~rr 
Montana............................... 60.1 31.2 
Nebraska ........ ~...................... 92.1 39.1 
Nevada................................. 87.7 52.6 
New Hampshire......................... 55.9 31.7 
New Jersey. . . . . . . . • • . • . . . . . . . . . . . . . . . . . 61.4 47.1 
New Mexico............................ 82.1 36.1 
New York.............................. 20.5 

-North Carolina........................... 12.7 
North Dakota........................... 69.4 
Ohio................................... 41.6 

· Oklahoma.............................. 17.1 
Oregon................................. 56.6 
Pennsylvania ........................... . 
Rhode Island .............•....•• ' .•..... 
South Carolina ............•............. 
South Dakota .......................... . 
Tennessee .....•......................... 
Texas ..••............................... 

. Utah ...•.•••.•.•........•..•.•.......... 

. Vermont ..•..••......................... 
Vuginia .. '4'' ••••.•••••••.•••••• •• • • • • • 

;:,~::::::::::::::::.::::::::::: 
Wyoming ..••..••.. ~················· ... 

18.3 
70.6 
80.8 
60.3 
65.1 
74.3 
40.8 
37.8 
61.0 
31.9 
61.1 
73.8 . --------

All states ............• ~............. 40.6 

1 Less than 0.05. 

9.3 
43.3 
7.8 

20.3 
22.6 

11.5 
15.9 
45.3 
3.5 

32.5 
49.1 
13.08 
11.2 
41.6 
18.4 
14.9 
42.2 

19.7 

20.2 
6.6 

10.5 
17.1 
16.1 
1.5 
9.6 
3.6 

21.2 
15.2 
33.2 
28.5. 
3.5 

3§..8_ 
llf'O 
4.9 

25.2 
27.4 
41.4 
······ 18.3 
21.5 
~ ..... 
0.7 

28.4 

'i:i 
20.9 
. ...... 
10.7 
8.2 
3.1 
4.6 

23.7 
12.7 
.. ..... . 
5.8 

18.2 
4.7 
0.9 

15.4 

7.7 

Sources: 1922 and 1932: National Industrial Conference Board, Cod of Govem
lllflnt 19J!J-1984 New York, 1934, Table 13, p. 31. 1936: Faci11(1 the Taz Problem, 
op. cit., Table 12, pp. 534-7. 
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states. A further list of ten states, comprising Conneetic~t, t 
Indiana, Iowa, Missouri, South Carolina, South Dakota, Tennes
see, Virginia, and West Virginia, includes those which collected 
less than 10 per cent of their to.tal 1936 tax revenues from this 
source. Only Alabama, Arizona, Louisiana, Minnesota, Montana, 
Nebraska, Nevada, and North Dakota obtained more than one-. 
quarter of their tax revenues in 1936 from property levies. \llrtn
nesota with 36.8 per cent and Nevada with 41 per cent are the 
leading property tax proponents. Incidentally, only Minnesota of 
all the states deriving more than one--quarter of their total tax 
yields from this source collected a greater percentage in 1936 
than it did in 1932. Because of smaller levies, homestead and 
other exemptions, and rate limitations, the importance of the tax 
in most jurisdictions is declining. The table, showing collections 
rather than levies, perhaps over-emphasizes the importance of the 
data for 1936, since deJ.inqnwt le1Qes of previous years are un-
doubtedly included. , 

Before turning to the other taxes which are found in state sys
tems, it may be well to indicate why the. decline of the property 
tax is important from the point of view of the budgetary prob
l,ms with which this study is concerned . 

. \ first.. the..statea}.aveJ;~een_deprived .of &. ta.x...in. which the bas~ 
vari~s _only infrequently and reacts slowly, if at all, to. immediate 
economic conditions~ Second. the tax reduces to a mTnimum any 
need fOf re.cognizin~ possible troubled circumstances of taxpayers. 

"!rhird1 \ t!te tax is inherently ~suited, by virtue of periodie rate 
adjustment, to finance desired expenditure levels. !E:t.!¥1Y, as has 
already been noted, the property tax was believed to be one 
which could be estimated with certaint since the levy implied 
a potential lien on the tax property an the size of the tax base 
was known at the time of estimating) . 

Unlike the conditions which are still encountered in the locali
ties, it is no longer possible to think of state fiscal or budgetary 
problems in terms of property taxes. This is a development 
which will aid in explaining the conditions that are subject to 
criticism in connection with state budgetary systems. 

Table IV shows the proportions of total state tax revenues (ex. 
~ (eluding local share) derived from various tax sources in 1936. 
t The importance of automotive levie.s. is outstanding. ·It should be 

noted that the dedrca:tfon of the yields of these taxes for specific 
expenditures, discussed in Part II, deprives the state of the benefit 
of having these relatively stable revenue &Olll'Ce& available for 
general expenditures.) Only the so-called diversions can be con. 
sidered in this regard. (Many other levies, including recently 
enacte.d_~al security tates not shown o~ the table, are also not 
to be_ ,cons1dered as stlffif'Tevenues available for general pur
poses)Jjf the other taxes in state revenue systems it can be read
ily said that their general cycle-sensitivity, with some exceptions, 
does n..ot, warrant any favorable conclusions regarding stability of 

; yields) (While some taxes such as those on general sales, tobacco, 
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and liquor can probably be depended on within reasonable limits) 
their yields are :not important enough to otrset the variability of 

·other levies. \lrhe, revenue systems as a whole tend towards in
stability) The tax reforms which are suggested in term'S of socla1 
'anii'eCOnomic desirability will add to the problem of fluctuating 
Yields. ' ' . 

(New York State's tax system apP,ears to be particularly vulner
. alile to unstable economic condition~ New York relies more..hea.Yily 

f
u...p.e.r~~er state in the Union. 
he State's income tax does not permit averaging, lags in pay
ents', or some other device which might curtail the reaction of 

immediate crises on yields) The importance of the stock transfer 
tax (included under "Others" in Table IV) is also greater than in 
any other state, and ranks high in the State's own system .. Only 
five other states collected a greater proportion of their tax revenues 
from del}th d~ties than did New York in the fiscal year ending in 
1936~ '1hese three levies, namely personal income,. stock transfer 
taxes, and de th duties, are among the most cycle-sensitive; Ne~, 
York collected over 50 .per cent of its revenues from these sour~ 

· New York's tax problem, while not typical, indicates some of. 
the difficulties which· the states may expect to encounter. The 
budgetary implications will be ~ept in mind throughout the study . 

.Til Extraord~a'rr Financing Med~a 
1 

(Financing media other than taxes and loans do not appear at 
present to be available to the states in any significant degree:--
Gold increments, convertible assets in the form of non-earmarke-a-' 
securities, and other extraordinary resources arLnot likely to be 
available to assist in any fiscal emergencies. -\l'Jon-tax revenues 
from prices, fees, etc., are hardly expected to yield funds in excess 
o~those needed for the outlays related to the receipts.) 

\ 
\There is~owever, the possibility that the states ma)r accumulate. 
J;_~~ ~he absence of the alternative of borrowing increases 
the attractiveness of this metho~ of solving some of the difficul
ties presented by falling revenue yields. On theoretical grounds 
the propos~ .mee~ :with some banking and other economic dis
(advantages \!',Pheretfts furthermore the need for forecasting the 
·progress o£: the business cycle in order that th.e proper timing of 
the __ ~ooumulation .. 3nd of the spending may be determined. I. Jt 
has also~ been suggested that amounts large enough to aid the 
states to meet demands similar to those presented by the recent 
depression could not be accumulated .. without suffering losses 
t~ugh raids and other abuses) 

There is no doubt that a large de~rree ol stability would be 
ac ieved if reserves were accumulated.) rt will be recalled that 
New York was able to pay off its early depression deficits with 
'an accumulated cash ·surplus) One is tempted, however, to ask 
whether the states will start amassing funds available for general 
expenditures. The states operate constantly under the pressure 



TABLE IV 
Sun T.u Cou.ECnoNs, ExCLUDING LocAl. SHARE, 1936 

(In per cent of total) 
~==========~~========~====================~==~====================~============= 

8TATE 

A.labuna .••..•.••••. 
A.riJOha ...•.... , •.• 
A.rhnou ........... . 
Co.lifomia .••.•.••••. 
Coloratlo ...... , ..••. 
Connecticut ..• , ••• , • 
J)olawara., ........ . 
Florida •••••••••••.• 
0Pot,Pa., .•.......... 
l<iaho .• , .. , .... : . .. 
lllinoil,.,, .•. ,, , , , .. 
Indiana ............ . 
Iowa .............. . 
Kanou ............ . 
K~ntuoky., .... ,.,,. 
Louioiana .......... . 
Maine ............. . 
Motr.v•a.nd .......... . 
MMaanhWialtl ... ,, .. 
Miohi~tan .......... . 
Minnooot.A., ••.•.•.• 
Mitoiooil'pi ...•...•.. 
MiMOurt ........... . 
Montana. ........... . 
Nebraaka.,,.,.,., .. 
Navada .•• , ....•.. ,. 
New Hampobiro .• , •. 
Now Jer ... y •••• ,., •. 
New MeJ.ioo ........ . 
New York ........ , •. 
North Carolina .••... 
North Dakota ••••.•• 
Ohio ............... . 
Okl.a.boma,, ••••.••. 
OroRQn •• ............ 
Peprtoylva.nla •••••••• 

Property =· 
% 
25.8 
25.8 
19.1 

":!o:4. 
0.8 

.. ii:d 
17.1 
16.1 
1.3 
11.6 
3.6 

21.8 
111.2 
26.8 
28.6 
1.8 
1. 

· ·afi:s 
10.11 
4.9 

25.1 
27.4 
311.0 

"iS:S 
21.11 

... o:; 
82.:1 

"ii:o 
:u.o 

% 
1.11 

'"i:i 

'"o:i 
8.2 

... o:2 
0.9 

'"8:4, 

"'cd 

Carp. 
other Carp. 
than inc. 
bw. 

ls 'ls 
1.1 2.7 
4.2 0.8 
4.2 11.8 

1g "ii:o 
37.1 .... .. 
N ... n 
4.4 6.0 
8.9 ...... 

U "T4. 
1.2 a.1 
g '"8:2 

11.7 ...... 

fg:~ "T7 
~~:Z "Ts 
6.8 2.3 
6.& 4.5 
3.3 2.7 
4.3 ..... . 
2.9 .... .. 

14.1 ..... . u '"fi 
13.7 8.6 
12.4 11.0 
3.7 1.a 

10.6 ...... 
8.9'"" 8.4 
4.11 3.9 

17.0 7.3 

Pere. 
ino. 

ls % 
3.8 "izi:5 
0.9 13.11 
4.3 47.2 

...... 30.4 

· · iil:a 
'"i:i 

4.0 

'"U 
6.1 

'"i.u. 

'".:i 
... n 

3.0 
6.8 
2.4 

'"o:i 
23.8 
ll.ll 
8.1 
8.6 
4.6 
7.7 

"T4 
0.0 

24.6 
49.ol 
23.7 
17.6 

"iU 

'"id 
"34.:2 
"25:7 

13.1 

'"7:' 
25.1 
0.1 

19.1 
1.6 

:!1.6 
16.11 

... o:o 

% 
'"&:ti 

6.1 
7.1 

12.4 
6.5 
6.11 
11.2 
0.9 
4.1 
7.1 
8.4 
2.9 

"i8:9 
6.7 
8.1 
7.7 
4.0 

14.8 
6.4 
1.0 

12.3 
18.8 
8.8 
11.11 

18.7 
7.9 
4.8 
11.8 
l.ll 
11.7 

21.6 
o.o 
6.8 

13.6 

% 
11.5 
3.8 
&.5 

'"8:5 
4.0 
0.9 
7.6 

... o:a 
... o:s 

8.8 

'"0:0 
o.o 

'"&:6 
0.6 

"·' ... 6:o 

% 
18.1 
11.8 

13.2 
4.7 
6.8 

18.0 
13.1 
16.8 
6.6 
0.4 

14.8 
16.7 
28.0 
18.1 

11.11 
9.2 

18.7 
12.6 
14.7 
0.6 

13.1 
1.1 

liLt 

"ia;a 
14.8 
25.2 
17.11 
7.2 

10.11 
12.4 
22.6 
11.7 
7.9 

16.8 
18.2 

Motor 
fuel 

;t,& 
22.9 
33.2 
18.5 
26.9 
22.2 
23.6 
38.4 
62.2 
35.11 
12.7 
32.6 
20.2 
87.0 
32.1 
26.9 
26.6 
25.8 
86.2 
30.9 
14.0 
31.2 
24.8 
42.7 
45.8 
83.2 
87.8 
llt.t 
33.1 
16.11 
35.8 
19.6 
24.8 
28.6 
86.5 
21.0 

Death 

% 
0.5 
0.4 
0.4 
ol.3 
3.8 
6.9 
6.:1 

11.4 
0.4 
0.& 
3.0 
3.1 
8.2 
11.6 
1.0 
0.9 
3.7 
6.3 

12.4 
3.1 
2.8 
0.4 
8.8 
0. 7 
0.8 

'"4:2 
21.' o.o 
8.8 
1.0 
0.7 
:u 
1.2 
3.8 

11.0 

·Poll 

% 
0.11 

Other 

.,. 
10.8 
6.7 
8.1 

'"7:& 
0.9 
4.4 
lUI 
4.6 
8.1 
0.6 

11.6 
0.7 
8.0 
4.8 
2.7 

26.0 
4.1 
8.6 
3.8 
9.0 
2.8 
0.7 

"'3:9 
... o:o 

1.1 
12.6 
3.4 
o.o 
0.8 

... o:o 
7.0 

Sept. so, 1936 
June 30, 1936 
June so, 1936 
June 30, 1936 
June 80, 1036 
JW!e 30, 1036 
June 30, 1936 
J Wl8 30, 1936 
Dec. 81, 1935 
June 30, 1H36 
June 30, 1\136 
June 30, \11~6 
June 30, 1936 
June 30, 1936 
June 30, 1936 
Dec. 81, 1935 
Deo, 31, 1935 
Sept, 30, 1936 
Nov. 30, 1935 
June 30. 1936 
June 30, 1936 
June 30, 11136 
Deo, 31, 19311 
J WII 30, 11136 
June 30, 11136 
June 30, 1936 
June 30, 1936 
June 30, 11136 
June 30, 11136 
June 30, 11136 
J una 30, 1936 
June 30, 1936 
Deo, 81, 1935 
June 30, 1936 
June 80, 1935 
May 81,1080. 



. TA~LE IV-Continued 

~ 
Corp, "'l 

STATE > Property Sever- other qorp. Pers. General Liquor TobacCO: Motor Motor Death Poll Other Fiscal year 

~ anee than 1ne. ino. sales vehicle fuel endin& 
inc.· 

li'l 

Rhode leland ...•..•. 
% % % % % % % % % % la % la 00 10.7 29.3 '"5:7 '"8:9 3.0 3.0 '"7:5 22.4 20.0 June 30, 1935 ..., 

South Carolina ..• , .. 8.0 "'6:2 8.4 "32:4 6.6 38.2 32.1 1.3 18.6 June 30, 1936 
~ South Dakota .•• , •.. 3.1 2.7 0.0 0.0 3.3 5.2 2.0 43.1 0.7 0.4 June 30, 1936 

Tennessee ........ , •• 4.6 · 'io:s 8.6 1.7 1.5 4.6 2.1 10.7 17.1 46.0 3.0 "'i:il 0.3 June 30, 1936 1\l!l 
Texae ............... 23.7 6.6 "'ii:Oi '"i:5 "26:2 4.6 6.2 5.6 39.9 1.2 1.6 Aug. 31, 1936 

~ Utah ............... 12.6 3.3 1.2 3.2 14.0 32.1 2.2 ... 4:8 1.1 June 30, 1936 
Vermont ....... ,,,,. 18.0 6.9 8.1 2.4 26.6 4.0 3.0 June 30, 1936 > 
~~h,~gtori:::: ::::: '"5:8 ···~··· 15.6 "'4:5 2.6 lUI ... o:a 13.9 33.2 2.3 1.11 9.3 June 30, 1936 ~ 

18.2 3.5 ... n "2id 5.8 1.7 9.1 32.1 1.6 ... i:i 1.7 Mar. 31, 1936 
~ Weet Virginia ........ · 4',7 6.0 44.6 3.4 16.4 16.2 1.8 1.7 June 30, 1936 

Wiaconein .. ..... , , .. 0.9 ... o:o 7.9 '"7:8 7.3 5.9 26.4 35.7 7.9 0.4 June 30, 1936 0 
Wyoming ........... 11.1.4 3.9 "i7:9 7.8 4.3 38.2 O.li 

'\'"' 12.3 Mar. 31, 1936 1:1: 
ts; 

All atatee .• , •••. '1.7 1.2 10.0 4.3 8.4 13.5 7.6 2.0 12.4 25.4 5.5 1.4 5.1 .... 
00 ra 
0 

Source: Adapted from Table K, " State Tax Collections, Excluding Local Share, 1936," Facino the T"'l: op. cit., pp. 534-7. z 
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of strained revenue adeq]lll,C.f. \\!Pai reductions and new functions 
are commonly suggested whenever surpluses are apparen~ . New 
York's pre-depression experience may be considered exceptional 
~is possible to conclude that( reserves will not be called upon ' 
to solve the problems created by limited borrowing powers and I 
inadequate taxesJ ~ 

Expenditure• 

(A survey of state expenditures reveals ~hat there is ~a 
limjY:d...Jc..on.e for so~ially or economically destra~~cono!!l}~S d~r
ing periods Of11illing r.evetmes. The fact that many states w1t. 
nessed sharpaecrea.Ses m he1r expenditures is an indication of 
tj.le severity of depression influences on state finances) . 
~Public works an:'d _state-aid, including education, .are the outstand
ing purposes for which state funds are expended) The construc
tion and maintenance of highways, and to a smaller extent of 
public buildings, accounts for the largest single category. Assum
ing that the sta~ make no efforts to increase their public works 
outlays during depressions, as motivated· by cycle-smoothing 
efforts, attempts at retrenchments will prove costly. The federal 
system of highway aid, described below, discourages diversion of 
tax revenues normally earmarked for highways. 

Educational expenditures are represented by direct outlays and 
by the ultimate expenditure of the greater part of state grants
in-aid.~ntributing to the support of schools and of institutions 
o.t learning accounts for a very large share of state payments. 

) 

LVarious forms of social and ecQp.omic w.elfare activities involv
ing s_ocial security progra~~nd the mai.nteiFa~eorcnarities, ~oS.. 
pitals, atid"-penarreform ana other mstltuttons, are growmg 
rapidly. While outlays for education and state-aid do not neces
sarily expand during emergencies, th<>se for welfare activities, 
including relief payments, do.' . Unless assistance from outside 
sources is assured the availability of funds is of the utm9St 
importance) 
· Payment§ for the interest on, and the retirement of, debts; the 
protection of persons and property; the development and eon- · 
servatiou of natural resources and health and sanitation activities 
probably represent the main applications of state funds. • 

Table VII, shown below, indicates the expenditure elements in 
a rteently proposed fiscal program for New York State.' The 
~mall amount of administrative economies which can be effected 
bt>eause of falling price levels or for other reasons is apparent. 
Items such as those involved in economic intervention schemes 
and in armament programs, which presumably might be subject 
to wi.dely nrying ~nt.erpretation~ regarding their necessity or 
magmtude, are lackmg. lnereasmgly large proportions of the 
State's outlays are being made in terms of contractual obligations 
with beneficiaries. The expenditures of New York, other than 

'Seep. 80. 
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those finaneed by loan proceeds, nave. shown themselves to be par
ticulp.rly resistant to any downward revisions. 

With improved business conditions the states will undoubtedly, 
as they did during the pre-depr~on decade, increase the range 
and size of their expenditure programs. The increases are bound 
to go beyond any which might b~ traced to rising costs and can
not, therefore, be expected to react to decreasing prices. ( Under 
present financing arrangements the expenditure program can be 
maintained only if an upward trend in econqmic conditions con
tinues,· or i~al aid is given abundantly.JNeither supposition 
is certain, and oni;--thetatter'SliOWS"Some degree of probability. 

/Federal and State. Relations 

. The position of the states as intermediate political subdivisions 
· indicates that no definite conclusions regarding .their :fiscal policies 

or results can be entertained without an anlysis of federal, state, 
and local financial relations. The analysis, as well as some indi
cation of practices, follows. . 

Tue~~ 

\ (:rhere is only a very limited integration of th~ state and fed
! eral tax systems) There ·has been a decade. of experimentation 

with the er.editm'.~t. devicun connection with the federal inheri
tance tax. More recently a similar device has been adopted in 

· connection-with the ~ayroll taxes for the financing of the social 
~program. AnO't'l'ter recent tendency whiclimay-evetifua}ly 

prove ~guificance in terms of our problem is the practice 
of making available to the state the fedtera\ incomWr; returns in 
order to facilitate state tax admims ratiOn. lllear that 
~uch tax relationships as .exist between the federal government 
and the states have only a limited influence in aiding the states 
to cope with :fiscal emergencies or in affecting budgetary problems) 

The te'rediting device, as . exemplified by that relating to the 
federal death tax, affects the amount of the total liability of. 
the taxpayer· and its distribution between the state and the 
federal govel'lliDents. The problem is an administrative one 
invoJving the recognition of the liability due to each jurisdiction. 
Once the respective tax liabilities are established, there does 
not appear to be any difference between such . sums and those 
which would be collected by the federal government or the states 
from identical taxes which might be levied independently by 
those jurisdictions. The influence· of the crediting device in 
forcing the uniform adoption of a particular tax is not of 
primary concern to the problem under study. · 

At present, the states cannot shift any of. the estimating, col-. 
lecting, or other tax administration duties to the federal govern
ment. Their budgetary procedures leading up to the collection 
of tax revenues must be entirely their own. Only the already 
men~ioned ability to consult federal income tax returns may be 



NATIONAL A.ND STA.TE BUDGETARY :METHODS 33 • 
I 

significant. It may herald a new trend in ilpprovl.n.g, throuih) 
nationwide facilitation or cooperation, the quality of state revenue I 
estimating. · . · 1 

1 
In foreign countries the lack of centralization iu +aLmatters , 

is not a universal characteristie. Other governmental units com- : 
parable to the American states· have been able to shift to their' 
national treasuries much of the estimating and . other duties. 

[ This eases the solution of fiscal problems and affects their ability 
, to stabilize their fi.nanct'Jl. Of the countries whose practices are 
surveyed in this study, a group including Belgium, Denmar~, 
France, Great Britain, Greece, Hungary, Italy, Irish Free State, 
New Zealand, • Roumania, S~ and Turkey has no units com
parable to the American states. The Netherlands, although each 
province has i own budget, can possibly also be included within 
this category. lements of tax coordination are resent in most 

·,countries. I In a ost a cases a s armg OJ..'!!lV~nue re~ts or 
some otlier form of coordination o'f revenueeorreetionsis found. 

•J?here is also in almost all cases some form of national collection) 
of taxes with a distribution to the intermediate or other politica~ 
subdivisiow;,1 while occasiOnal mstances of locally-collected cen":l 
£rally-shared levies can also be found.) . 1 

l \ln the category of na io 
sever es e or the most part they are similar to the 
state-co ected loc y.flhared revenues of the United States which 
are discussed below. In France and Italy the additional rates 
levied by the political subdivisions recall the practices found in 
connection with state and local property taxes in the United 
States. In France the estimates of revenues from the centimes 
additionnels do not appear in the national budget, although the 
collection costs appear as national expenditures. The device of 
added rates unifies fiscal accomplishments in the subdivisions 
and relieves the latter of much of the administrative responsibil
ity. The political subdivisions must base their financial programs 
oil estimates made by national authorities. · · . • 

, .!Australia, Canada, (republican) Germany, British India, 1 

Switzerland, and the Un~on of South Africa all have governmental 
structures providing for intermediate units similar to the Amer
ican states. The degree of tax coordination has been greater than 
in our own country. \As a result the burden of the inciaenae 
of instability has been shifted back and forth between the eentral 

. and local budgets.) . 
ases the national governments are pledged to share 

\ 

fl:lt>eific sums from revenues eo ec e . n o ers, variable sliires 
6uctuatiniWT y1e ds or m some manner proportionate to them 
are disbursed. It is only in the case of the fixed and apecifi.ed 
amounts which are not dependent upon yields that the tax sharing 
involves a potential expenditure liability for the disbursing unit. 
Only a policy of earmarking entire revenues from a specific tas 

• New Zeall.lld hae ao politi~ m'bdivisi0J111 other thaD munieipalitiea. · 
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for local purposew removes the levy from any consideration in 
the balancing of the national budget. 

'

. ~ere there h~ bflen a shift from tax yield sharing to a grant
m-aid the budgetmg problem has beeii=,rem6ved entirely to the 
nati~n~ g~vernment. · The various methods involving central 
administration offer a clue to the type of arrangements which 
may be expected from growing tendencies towards centralization 
provoked largely by :fiscal crises. 

One of the features of the highly integrated German system 
(prior to the reduction of the Laender to administrative units 
under the National Socialist government) was the power of the 
Finance Minister of the Reich to obtain full information regard-~ 
ing the proposed budget needs and financing means of the 
Laender and communes. 9 A number of other features such as 
the power of the Laender to set aside existing laws deaiing with 
c()Ordination, if necessary, in order to meet crises and balance their 1 
budgets, show how ·certain systems can have a great influence 
on the finances of the subdivisions.10 An arrangement whereby 
shared receipts became grants-in-aid implied that the Reich 
relieved the subdivisions of any eoncern over the certainty of their 
share of the Reich taxes. With similar powers, which are also a 
feature of the Financial Agreement Enforcement Act of 1932 in 
Australia, an element of control over the budgetary policies and 
procedures of the political subdivisions ill indicated. In return 
the subdivisions are relieved of much responsibility. 

The. present interest in furthering the coordination of the 
federal and state tax systems in this country, as well as the 
nature of developments elsewhere, indicate that changes are likely 
to take place. There is no question but that the major jurisdiction 
comes to the assistance of the subdivisions, with respect to 
emergency financing, under most arrangements. 

Dehlll 

In the field of public borrowing, the financial and budgetary: 
problems which achieve their greatest significance during periods 
of stress and emergencies are affected. In the United States a 
basic independence of activities and budgetary functions in fed
eral lnd state :public credit operations can be found, although 
there has been a considerable growth in the practice of federal 
purchase of state and local securities. {!)ese purchases, nominally 
made in the form of regular bond transactions, were in reality 
deposits of security collateral for federal loans advanced to the 
state. They did not represent federal purchases of state and 

t local securities made in competition with other potential bu;vers 

\ 
in the open market nor were tbe purchases part of a preconceived 
or permanent pla~ of federal support for state securities. (The 

. ......,. Bbalehandra, .Adarkar, T1ae Pritlciples and Problems of Federal Finance, 
(London 1933 r. p. 249 • 
. te Paul H. Wueller, Tlte lt~tf'gratitm of the Genna" Taa: System I New York, 
1933), p. 57. 
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purchase of federal securities by state agencies and state funds 
is not a significant development, nor one which gives rise to any 
important budgetary problems.) Federal purchase of state debts 
which have been incurred within the state's restricted legal ability 
to borrow has not substantially altered any commonwealth's bud
geting practices related to public credit operations. It is con
ceivable that an extension of federal purchases and a retention 
of the state securities purchased by the federal government might 
have resulted in an annual payment of interest to the federal 
government forming anliiipo:ffiUi~d:iture relaliOiisliip ana 

eveiifuallfleading to totally changed borrowing practic~end: 
ing to the states has been only a transitory feature and has 
more recently been replaced by federal lending,.!o semi-public 
and publip corporations and authorities operatmgoutside of 
state and local debt limitations. . 

Most coordination arrangements might place outside control 
on state borrowing. In return for such control success of bond 

· emissions at fixed rates of interest might be assured. At some 
time in the future changes of far-reaching significance will take 
place. However,. until opportunities for a total revisoin of state 
limitations on borrowing occur, the implications of a coordination 
of federal and state public debt operations need hardly be the 
subject of any immediate concern. I,.Su.ch a coordination would 
certainly revise the entire approach to the problem of adjusting 
state finances to dynamic conditions, particularly depressions. 

A few interesting developments in the enhanced scope of 
national fiscal systems growing out of a coordination of borrow
ing have been noted. ~the British dominions of Australia and 
Canada a linking of national and provincial borrowing has 
occurr~d . .,.In Australia the Commonwealth completely absorbed 
tl~!!.hl.k-deht of the staJ~ Under the terms of the Financial 
Ag-reement Enforcement Act of 1932 these were included com
pletely within the scope of Commonwealth Loan Fund operations. 
The Commonwealth control over the finances of the states and 
ph•dging of certain state revenues for the added financial burdens 
taken ovt>r by the Dominion signify that the scope of the national 
budg-et bas b~en enlarged and is b~coming ~ to that of a I 
unitary government budget.11 vhe assumption by the Common
w~alth of added fixed charges has increased the necessity for 
~tability __ of_it! revenue system_:-a factor shared by all nations 
whi(•h have resort~d to 1arge1oan expenditure programs during 
the depr~ssion. The Australian states, on the other hand. have 
t>liminatt>d an important fixed charge element from their expen. 
ditures. 

In Canada the Dominion Gov~rnment began its scheme by 
assisting the participating provinces in th~~ 
~It did this by guaranteeing the newly issued obligatlolU!, 

n From a lt'tt.t'f to the writer from Profesi!OI' F. A. Bland, Sy~, IIDiler 
datt of Yart'h 9, 1936. ' · • 

tl D. C. Mat'Grej!'Or. "Ftdt'ral·Provinl'ial Relations in CaJwia," Bcottomitt 
Jovnull, Vol XLYI, No. 18, Mareh 11136, pp. 171-8. , · 
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~ ,, 
in return for which the provinces pledged specific rf;lvenues and 
certain contributions to be received!rom the Dominion- Govern
ment for. the debt service charges. · All borrowings are subject to 
joint Dominion and provincial regulation. There are other fea
tures of the scheme, which in the words of an English observer 
"seems calculated to serve the interests of the taxpayers of Can
ada, and to assist in the recovery and maintenance of economic 
welfare. '.'18 . . · · • 

Other forms of public borrowing coordination are exemplified 
by the British Local Loans Fund .and by the National Credit In-
stitutes. in Italy. . 

t The subject of coordinating federal and state borrowing has 
been the subject of little, if any, discussion in the United States. 
It is inconceivable, however, that some discussion an~ ultimately 
SOJlle elements of the much needed reform will not be forthcoming. 

Expenditures 

The distribution of federal funds to the states in this country 
./did not involv~ important magnitu~es until highway grants· ?-evel
f oped and· until the recent depression created ;new categories of 
federal aid. For ·over a century there has been no distribution 
of federal surpluses to the states such: as occurred in President 
Jackson's ·administration. · : 

· Until the depression,.. expenditure grants ·were seldom inde
pendent of some ·conditioned qualification on the part of the~ 
states .. · They invariably .)'equired some joint responsibility on 

1

. 

the part of the states. VI'he K!:a~~lJ.!!!ll to the political 
subdivisions or the states, witllout aiiyqualifications as to their 

·use or. to contributing state shares, was extremely rare:/ The 
Annual ReportS of the Secretary of the Treasury inClUae some 
twenty-two purposes for which direct payments are made to 
the states. However, of these only aid for agricultural extension 
work, highways, cooperative vocational education and rehabilita
tion, and National Guard purposes, and grants from the Federal 
Emergency Relief Administration, Federal Emergency Adminis
tration of Public Works, Works Progress Administration, and 
nnder the Social Security Act each involved payments of over 
10 million dollars in the :fiscal year }936.14 The total outlays 
of over 2 billion dollars which are reported exceed all state tax 
collections (excluding· local share) during the same period. 
·Excluded from the federal-aid total are minor appropriations 
for cooperative agricultural work with the states and appropria
tions made. by Congress for direct relief or loans on account of 
:floods, hurricanes, fires, droughts, etc. 

i It may be well to review the conditions under which the states 
1 receive federal .support. There is no doubt that is through this 
I _ _.._ __ 

ta .. Coordination of Public Borrowing-Australia, Canada, and Elsewhere," 
lfidknd Bank. Jlonfhlg lleviet», February-March 1936, p. 6. 

'. UAnnual Report of the Secretary of the Treasury, 1935 (Washington, 1936), 
p. 478-8. 
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._p.edium alone, under present arrangements, that the states ca~ 
avert a total breakdown of their governmental services during 
crises. Payments for agricultural extension, vocational education( 
and rehabilitation, and for National Guard purposes, all involve\ 
qualifying contributions by the states. . . , 

The states cannot hope to solve any of their problems through 
an extension of aid in these categories or in the others which 
have not been mentioned because of the relatively minor sums 
involved. · 

Highway grants totalled approximately $225,000,000 in 1936.11 

Of this sum only 22 million dollars is part of the regular federal
aid highway program. The other funds are part of emergency 
construction and National Industrial Recovery highway programs 
which are best considered in relation to recovery and relief 
measures. 

The regular highway grants are significant because they pro
vide for federal coercion regarding the sources of the funds which 
the states must provide. The chief element of the plan is the 
adoption of penalties for a failure to perpetuate the assignment 
of state automotive tax yields. The Hayden-Cartwright Act, 
under which the present regular system of federal-aid is carried 
out, begins a relevant section with the statement that Hit is unfair 
and unjust to tax motor-vehicle transportation unless the proceeds 
of such taxation are applied to the construction, improvement or 
maintenance of highways • • •".111 In commenting on the federal 
efforts to check diversions through the medium of its highway 

·grants Professor Crawford has noted the following: 
Congress took account of diversion in Section 12 ef the 

Hayden-Cartwright Act of 1934 which provided funds for 
highway construction. A series of regulations was issued 
by the United States Bureau of Public Roads in August 1934 
interpreting this Act. Section 27 o~ these regulations reads : 

ll[fiU, 

Sec. 27. As soon as practicable after the promulgation 
of these rules and regulations, the Secretary (of Agri
culture) shall determine, as of June 18, 1934, the legal 
requirements of the use for highway purposes of State 
motor vehicle registration fees, licenses, gasoline taxes, 
and other special taxes on vehicle owners and operators 
in the various States, or for the retirements of bonds 
for the payment of which such revenues have been 
pledged, If he shall nnd at any time that a lesser 
amount is to be applied to such highway purposes by 
any State than was provided by the laws of such State 
on June 18, 1934, he shall take suc>h steps as may be 
nec>essary to comply with Section 12, by reducing the 
apportionment to such State by one-third of the amount 
to which it otherwise would be entitled in ae.eordanee 
with regulations to be issuM.. 

ll48 Stat. 1193, 0115 (11134). 
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This regulation is open to· several interpretations. It 
may mean that an increase in the number of dollars 
diverted from gasoline-tax revenues to non-highway pur
poses will cause a State to lose one-third of its allot
ment of federal-aid funds. On the other hand, it may 
mean that a State could without penalty increase the 
rate of gasoline tax and the number of dollars diverted, 
so long as the number of dollars devoted to highway 
purposes was not reduced. This issue has not yet been 
determined.11 

There is no doubt that this method adds greatly to the rigidity 
of state financial systems. The depression has indicated that 
the federal government will supply ample highway funds outside 
the scope of the ufolYne aaange~. However, the states 
are not free to use gasoline tax and related revenues, which 
are of substantial magnitudes in . proportion to total tax collec
tions, for such purposes as they see fit. There are other important 
fiscal and budgetary implications of the federal-aid scheme which 
are discussed below. . 
/ Payments under the S cial Sec it t are made according 

..,{to a plan which is specific and whlC does not appear to be 
subject to varying interpr.etations regarding the basis for federal 
aid. Unemployment compensation schemeS~" of the states receivj 
administrative expenses in addition to a tax credit for the tax
payers. In· connection with the immediate paymentplans fo 

. old age ·assistance the federal government matches on a 50-50· 
basis the state contributions but will not allow more than 15 
dollars per month for any individual. In addition the . govern
ment will pay for .administrative expenses, an amount equal to 
5 per cent of the 'su:m granted to a state. Grants for child wel
fare, aid to the blind, extension of public health services, and 
vocational rehabilitation are all based on s~iticwnatching. plans. 
It should be noted that except for the unemployment compensa
tion scheme, the plans require no particular source for state 
contributive shares. The states themselves must take the steps 

. to provide the necessary funds. · Old-age assistance payments 
will in practice hardly be subjected to the retrenchments which 
functions not federally supported suffered during the depression. 

It is- in connection with the billions of dollars that have been 
~ allocated to the states since the depression began that a clue 

to federal· aid during emergencies should be sought. The task, 
however, of knowing what the future aid will be is a difficult 
one. The federal government has experimented and shifted the 
basis for relief and public works grants every year since the 
grants began. Not only has the basis for aiding the states changed, 
but there has been constant modification in the purposes for which 
the payments have been made, in the agencies which have granted 

n Finla G. Crawford, '!'he Go.toline '!'aiD it~o the United 8tate11, 193,6, Public 
Administration Service Publication No. 54 (Chicago, 1937), p. 36. 
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the funds, and in the character of the non*federal agency with 
which the arrangements are made. · · 

Some states have made contributing shares of 50 per cent or 
more while others have contributed nothing. The states have at ·, 
times been advised to levy certain taxes, to amend their debt ' 
limitations, and to redistribute their funds. ~te officials have 
,11;0t known fro'll! year tq_year under what condition.§ and in 
wha1 amoun.ts feaerarafd would be ~rrantedThe federal gov
ernment has IDaae-apfaciiCe of postponing the introduction of 
relief estimates until March or April. For most of the states 
which are voting budget programs in those years there is there
fore no timely indication of what federal policy will be. Further:\ 
more, the system of aid has placed a premitHB on state inactivitY:_~' 
on tax and debt limitations, and has in no way been used as 
a coercive device to bring about desirable and necessary reforms. 
[t lies in the nature of emergency problems that they eannot 
be predicted. There seems, however, to have been an unnecessarily 
vacillating policy. . • . 

If past practices are indicative of the future, the states can 
expect to receive support for unemployment relief, general wel
fare relief, and for public works. They cannot under present 
arrangements expect that the federal government will support 
education, institutional care, debt service, state-aid, and the 
general administrative expenses of state governments. These are 
payments which the states must meet unaided. In a sense the 
federal government has come to the assistance of the political 
subdivisions in connection with added depression burdens and in 
the recovery and relief programs. The same attitude is seen in 
relation to occasional aid for disaster-stricken areas. However, 
the federal government does not yet use its borrowing and taxing 
powers to aid the states directly in connection with a vast area 
of their outlays which, like education, are of undeniable 
importance. 

The situation with respect to federal aid may be summarized 
as follows: There are reasons to believe that the states will 
re<'eive ort if needed for certain functions" for which 
f"Xls are ·m o er ti 
highwavs and social security. Furthermore, there are ~-1 
dents for f r81 action · · · s in meetin basic 1 

re 1e needs. If future crises are to be met throng oan-expen 1-l 
ture publle works programs, the states may look for aid on this 
account. For welfare and public works the states appear to have 
been coert'ed into making less vulnerable their own abilities to 
finance these outlays and to have been given indications that an 
ultimate federal responsibility is accepted. There remain suffi
eit'nt elt'mt'nts in the state financial systems which are not likely, 
on the basis of o:istin~ le(rislation, to be protected by federal 
intervention. trrle inevitable process of eentralization has made 
t>normous strides during the past five years. The states, however. 
are still financially independent sovereign jurisdictions with regard 
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. to enough of their. activities so that their problems are capable 

,

of complete solution only through their own action. 
The United States is not alone in developing a system of aid

ing the ~bdivisions f~o~ the national tre~sury. Almost every 
other nation had provunons for grants pr1or to the depression, 
and with few exceptions, the ou'l'Iays-were increased. · There is 
no question but that. valuable experience can be gained from a 
study· o~ these foreign methods on the subject of which numerous 
monographs have appeared.18 Various grants-in-aid devices and 
allocation formulae in this country are amenable to reform. 

State and Local Relations 

The links between the financial systems of the federal govern
ment and the states are growing and are bringing in their wake 
important problems for both units of government. It is betweE>n 
the states and their localities, however, that significant relations 
already exist:ythere is. a close coordination of state and local 
finances. Most of the expenditure and revenue sharing and 
coordination schemes which can· be suggested are found in one 
form or another in some state. Only in the realm of public 
debt operations do links petween state "and local jurisdictions 
· ap:(:!ear to be lacking. · · 

Taxea 

~ vJf. the s~veral possible solutions of OVE'J'lappi!lg _state and local 
I tax problems, the local sharing of state-collected levies;-combined 

w1fh a syStem of state grants-in-aid, appears to be the most popu· 
lar.. Their choice of these two devices is a comprehensible result 
of the failure of the localities to find for themselves substantial 
revenue sources other than the property tax. It is easy to 
explain a tendency on the part of the localities to share in state 
revenues since the supplementing of the state property tax by 
other levies or its total abolition as a state revenue source has 
offered favorable opportunities. On. October 1, 1935, North Caro
lina, Vermont, and West Virginia, alone of all the states, were 
reported to have had no local sharing of state (non-property) 
tax yields.19 Particularly there does not appear to be a single 
commonwealth, among those which share the "revenues., which 
does not divide the yield of the mo~or fuel taxes. In one state 
or another instances of a sharing pf every popular state tax 
revenue source can be found. \ T,~r.X:es on banks, t;!;l!!irt_stores, 
cigarettes, corporate franchises and income, foreign insurance 
companies, incomes, inheritances, liquor, sales, and unincorporated 
businesses are among those. which one or more states collect and 

I distribute in part to their minor chi! divisions. 

~- 18 See Mabel Newcomer, Oet~tral ami Local Finance m Germany and 
Jl"f/loftd, New York. 11137 paBBim. 1• "State Administered Locallv Shared Taxes in the United States as of 
October I, 11135," R. Egger and ·R. Uhl, Tu 8ystema of fhe World, The Tax 
Researeh Foundation (Chicago, 11136). 6th ed., pp. 200-203. 
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In New York State the corporation income, personal income,· 
financial institution, alcoholic beverage, and mortgage taxes, 'and· 
the real estate and billiard licenses are shared.10 The amount 
distributed in 1930, the year of the largest State tax. collections 
to date, was 80 millions, representing almost one-quarter of 
all the taxes collected by the State. 21 The share of total local 
revenues represented by the distributed funds was much smaller. 

Although the problem will be discussed at length below in 
relation to state tax revenues assigned for . specific expenditure 
outlays, it is advisable to note here some of the revenue and 
budgetary implications which are raised by varying methods for· 
the distribution between the states and localities. 

All of New York's shared levies, as well as the greater propor· 
tion of all the jointly divided taxes. in the other states, provide 
Uu:-a. percentage di§trjhut1o~~o of the funds collected. This divides 
~he incidence of poor estimates and the onus of revenue inade. 
quacy in the proportion of the participation. In a few eases the 

. distribution involves a-iJxed §gill. The state must bear the full 
responsibility for anyiscrepancy between estimated and ·a<rtual 

. yields. When the states agree to pay specific amounts each year 
to the localitiea instead of the percentages of revenue collected, 
an additional fixed charge and depression burden, one not usually 
associated with taxation, is added. The low proportions of the 
amount distributed to total yields and the stable cycle perform· 
ance of gasoline levies which are frequently related to this prac.
tice tend to remove any major cause of difficulties on this score. 
The numerous instances in which the state acts merely as a 
collecting agency and redistributes all yields offer perfect examples 
of devices where there are no extra burdens assumed in addition 
to those planned at the time of the adoption of a formula. The 
special New York State Commission on State Aid to the llunici
pal Subdivisions based part of its reasoning against a continul',
tion of state-administered locally-shared taxes (other than motor 
fuel levies) on the fact that depression burdens were shifted 
~o the localities and that in years of high yields the localities 
rec".ived more than warranted. 211 , 

.A few of the other formulae for revenue sharing include 
granting the residue to the local units after a fixed sum is pro. 
portionally distributed or varying the proportion distributed 
according to the magnitude of receipts. Other combinations in 
which & fixed sum payment followed by the sharing of a per
centage of collections until a spe,cified maximum is reached are 
found. · 

From the point of view of adjustability to dynamic economic 
r conditions, the most obvious solution is a eomplete shi,£tina from 
the_t~~ sharin~ to an e~nt. This pl'lesuppo;. thar 

M Rl'port of the New York State CommiSI!ioD on State Aid to lfllllieipaJ 
Subdivwons (l.eJ.!. Doe. 1936: No. 58 (Alb&Dy, 1936), pp. 10-15). 

•• NPW York State Es:ecuttve Budget Message, 1936, op. cU .. p. XVIL.. • 
It New York Commi1111ioa oa State Aid, o,_ olt .. p. 11. 
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the states will not fail to take adequate measures to meet the 
additional demands for stability which this enlarged scope of 
their budgeted activities implies. As the tax sharing situation 
now stands; the budget problems of the states are needlessly 
increased in some cases by the necessity of operating with sharing 
formulae which disregard relative cycle instability. .411( other 
cases burdens have been arbitiarily shifted to the localities through 
methods which force the latter to operate with uncertain revenue 
sources. ·. 

The manner in which the states have aided the minor political 
subdivisions in their tax administration may serve as an indication 
for potential reforms in federal-state tax coordination. 

Debts 

· It is not surprising that with the iimited opportunities and 
desires on the part of the states for borrowing there have beeu 
only a few instances of state aid to the localities in the form of 
credit support. The following quotation. from a study on munici
pal defaults gives a complete picture of the active state inter
vention which has taken place. It does not consider the use of · 
state sinking or investment fund monies tq purchase local securi
ties or, at time after defaults, their refUn.ding bonds . . ' . 

Direct state loans to local governments nave also been made 
in a few states. Massachusetts in 1933 established a ten 
· million dollar revolving fund, under control of an emergency 
finance board, from which municipalities could borrow 

• ' against tax title notes. Emergency finance loans to liquidate 
tax titles and tax liens, and loans for relief purposes were 
made to some fifty towns and cities. A 1933 statute in Con
necticut provided for a state guarantee of municipal work 
relief or home relief bonds issued upon approval of the emer
gency relief commission, if any of the localities were with
out resources for such purposes. There have been few 
applications, however, for authority to issue such bonds.23 

In Massachusetts the sum was increased to $16,000,000 (Acts of 
1934, Ch. 313), and later to $20,000,000 (Acts of 1935, Ch. 
30c.). The same author also notes two realized and one con
templated direct state assumption of local indebtedness.2

"' The sad 
experience of the holders of the Arkansas local obligations, '\yhich 
were among those taken over, has given this practice a bad repu
tation. California's legislature- rejected in 1933 a proposal for 
an amendment authorizing the assumption by the State of irrig-a- . 
tion and reclamation district bonds. _ 

If the practice of direct state loans or similar assistance and 
support to tM localities were to be developed, the states would 

111 Albert M. Hillihouse, .Mu11icipal Banda: A. Omtur11 of ·EICpenmee 
(New York, 1936), p. 331. 

24lbid.. 
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find their. fiscal and budgetary practices subject to novel influ
ences, particularly since their emergency and depression finances 
would be subject to added burdens. 

Expenditure 

In the development of a balanced distribution of fiscal func-

ltions, state grants-in-aid are a more o ular device than state
admi ere oca y s ar axes. e power general pro
perty tax relief movement, a factor frequently alluded to in 
connection with the need for budgetary reform, cannot be neglected 
as an element which has led to the adoption of fixed payments · 
to .);he localities out of funds derived from non-property taxes. 
~ grant-in-aid achieves this without a ..sptCific link to a pa.rticu
~ar trJ. Such specific expenditure tax J.inii are over-empJiasJ.Zea 
1n a the phases of state finances. Any development which mini- . 
mizes such links is a desirable- element in the solution of state 
budget problems. While comprehensive statistics of state grants
in-aid during recent years are not available, it is evident that edu
cation, highways, and health, welfare and relief activities21 are 
responsible for the largest volume of state aid in each jurisdiction. 
Individual state reports and studies based on the distribution of 
the cost of financing different functions attest to this fact. In 
New York the volume of state grants-in-aid indicates their impor
tance in both state and local fiscal systems.26 

From the point ot view of the localities and those who bear 
property tax burdens, the centralization of finances in state 
hands is favored. There is no doubt that the success of the 
scheme depends upon the ~e and is a 
potent factor in the recognition of problems raised by this study. 

While other allocation ·plans are in practice, the most common 
r calls for the payment by the state to the political subdivision 
r of a fixed amount per service function or unit. Particularly in 

the case of education is this method commonly employed. This 
type of grant involves a fixed payment which varies primarily 
with the.need for the governmental function, as determined by 
population growth and distribution trends. The fiscal condi- ~ 
tion of neither the localities nor the states has apparently been 
a major determinant of the volume of fixed charges which state 
treasuries have been asked to bear. The history of the depres
sion is replete with instances of breakdowns of state aids for 
edueation and a. resultant collapse of the ichool system. It is 
("SSWltial that the ability of the state ro meet its obligations be 
assured. Essential and universal functions which were pre-1 
viously financed by local property taxes are now comprehended 
in state budgets. The manner in which the state fiscal systems 
are enlarging their scope, particularly in the qualitative aspects, 

•• R. J. Binkley, Btou Gmttt,_.-Ai4, Special Report of the State Tax 
CommisFion, No.8 (Albany, 1935), ,...n.. 

"N. Y. CommissioD OD State Aid, op. flit., pp. 8H7. 
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' cannot be over-emphasized with respect to its relation to' increased 
fiscal efficiency and stability on the part of the states. 

Other methods, found chiefly in connection with highway, wel
fare, health, and relief activities, are predicated upon local expendi
tures, which determine state contributions up to stated maxima. 
The property tax, in financing local payments, lends itself to 
the rendering of services dependent upon the certainty of revenue 
yields. It is 'safe · to assume that the states relying heavily 
on. other revenue sources do not escape the need for bearing a 
heavy fiscal burden when their own treasuries may be facing diffi.-

. culties. No amount of .state control over local expenditures can· 
substantially reduce the burden of the important distributive 
share which the states have undertaken. · · 

To understand the status of any given budgetary balance and 
. of inter-governmental relations in state fiscal problems should I 
serve to point ·out the background against which budgetary 
methods ·operate. The discussion turns now to budgetary prob· 1 

lems proper, · 



PART I 

BUDGETARY COMPREHENSIVENESS 



CHAPTER IV 

vPROBLEMS OF BUDGETARY COMPREHENSIVENESS 

v'fhe Principle of Budgetary Comprehensiveness 

To understand the status of any given. budgetary balance and 
to view the budget program as a point of departure for an analysis 
of the economic implications of a fiscal system, it is most important 
to examine the extent to which the budgetary procedure and the 
budgetary accounts include governmental expenditures and 

~
eceipts. The budgetary system is approached as an instrument 
f control which may or may not be effective over the entire 
seal system.{ The concept of comprehensivenJ:38, known also as ~m: 1 

)l~teness or universality, descnbes th~_relation of .tbuudgetarx. 
ys e sea M.J ities_Qf....tbe...J.)art~!l.uJauqv~!!l!ll~.PJJI.lJlnit 
hat u;_!~m.§. Iu1ts usuarinterpretations the principle presents I 

flieaemand that the budget cover all receipts and all O!J.~~~If!. 
of the governmeut.1) 

~{Comprehensiveness is undoubtedly the most widely recognized • 
of budgetary principles, and one that has been recommended as · 

, a feature of budgetary policy regardless of the nature of the 
approach to budgetary mattery Various connections with the 
principle of budgetary unity established it as the best approach. 
tQ_a study of budgets as financial plans.1 

\ From the point of view of_poli!i!lal control) it is obvious that 
the absence of a comprehensiVeDuclgetary system defeats some 
of the objects for which modern budgetary techniques were 
iadopted. Writers like Jeze, who regard budgets as primarily 

1 ~olitical devices,• stress the fact that the relaxation of legislative 
control or review over a certain phase of a government's fiscal 
activity, particularly one that is extra-budgetary in character, 
constitutes a deplorable defect in the system) It should be recalled 
that the earliest attempts to institute budgetary systems were related 
to the efforts to enforce approval by representatives selected by 
the electorate, of executive action regarding taxation or expendi
turt&. The concept of comprehensiveness has therefore had wide 
support from students of budgetary problems who have been 

o/ chiefly concerned with other than the economic and fiscal aspects 
of the subject. · 

t Many writer• on budJretary problems fail to draw a distinction between 
the principles of comprehensiveness and unity. In this study unity is defined 
In tl'rms of eegr~tions, and revenue and expenditure eoardiuation, within 
the budgt>tary systt>m. 

ISH: Bu<'lt II, op. cit., pp. 121H27; "Budgetary Principles," op. cit., 
pp. 243-244; Jeze-Neumark, op. cit., pp. 221-222; Neuma.rk, o,, e\t,. 
pp. 126-162. . 

• Jer.e-Neumark, op tit., Part I, Chap. IV, "Die Politi«!:he Bedeutung des 
Budgets," pp. 38-tl. 

(47) 
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1 (~he problem of budgetary balance and of fiscal efficiency is 
1 direcift];'trected bY the Q9Pl1>r~~~l!~nven~ss C>!_~~-lrqdget syste~nf. 

The J1Ii1Cffetween a comprehenSive oudget system and the main 
. tenance.of fiscal balance is self-evident since complete equilibri 
imp~es a full measurement of all income and outla;0 (The identi
fication of budgetary items with a particular period and 'the 
lf~ue~l~~eyi~!..!~<!Joting._add a ~VmJ>hasis to the prob
~em of comprenenSiveness.) It may be said that in terms of the 
fiscal problem the question of comprehensiveness._assJ].1Il.es . rea! 
~~ifican~ · There is little. value in seeking balanced relation~ 

, ship between items subject to fluctuating content. · 
• l( Comprehensiveness does not imply the subjection of all fiscal 
t1lctivities to a similar and uniform budgetary treatment at all 
• times. I What is meant is that the existing practice should be 

known and understood so that it may be relied upon to give 
' a ' true intetE,!et_ation of the budgetary balanc~ i Furthermore, 

changes made auring periods in which the budgetary balance is 
in question must be considered from the point of view pf their 
ability to facilitate and conceal objectionable •policies. lfCertain 
policie!j} described below,(are not only conducive to fiscal malad
justment but are associated with efforts to mask the true fiscal 
impact of economic policies:. It should be recognized that it is· 
very easy to conceal the increase of expenditures if certain cate
gories may be segregated outside the budget and financed by 
credit operations not appearing in the publicized scheme of expend
itures and revenues. lQJ!_!h!,!_ 9ther_ hand .. numerous infractions 

I of_ the. comprehensive&lss norm .. are in . ;keeping with economic, 
hiianciafa~~_and · politicar--realities. One .. must without hesitancy 
<leriy. the ... useflllz!eslt .oLthe_principle as a rigid criterion for. 

: budgetary policy_ under . all .conditions) . · 
"(In ... relatiini to the problem of ~q_l!ilibt~UJD, the com
prehensiveness of a particular budget system must be viewed 
from many angles. Each aspect affects· all the phases of budget
ary policy. ; .A questionable attitude towards comprehensiveness 
may easily create financial disturbances in the planning, adop
tion, and execution of a fiscal progra:Iq) 

VE:xpenditure Emphasis and Budgetary Comprehensiveness 

~· An important phase of the problem of comprehensiveness, and 
ooe that is difficult to measure, grows out of a frequent tendency 
to consider budgetary techniques as concerned primarily with only 

'one category of fiscal activities. (Budgets in many jurisdictions 
l are merely instruments of expenditure control and at only one or 
two points in the entire system is there any attempt to consider 
~XJ>..e!!~~~e!_ :h!_;.eJ!_t~_n ____ t..<t..!~!~nues. A fiscal rather than a 
political or aCJ.nimLStrative approach to budget problems must 
be emphasized in order to. obviate any tendency to hamper by 
the under-emphasis of one feature the coordination of revenues 

'and expenditures) · · 
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(A stressing of expenditures· h~ to the best of the writer's 
,.know1edge, ~ever . been considered as a . phase of the probleJ:Q. _of... 
budget comprehensiveness). The fact that most of the theoretical 
and financial discussions of budget problems have not been formu· 
lated in terms of American conditions which offer the most striking 
examples of expenditure stress, may explain this. In any event 
the recent depression has shown clearly that too many budget 
systems have been predicated upon an adequacy and stabilitv\ r 
of revenues and that they have nlf~~ to provide for thosel 
procedures that are best suited to e 'nistration of modern/ 
financing media. Although here mentioned in connection with 
comprehensiveness, the difficulties that arise from an emphasis 
on expenditures can best be appreciated in connection with the 
various procedural aspects of budget problems presented in sub- · 
sequent parts of this study. · 

With reference to· practices in the ·state governments of the 
United States, it should be noted particularly that ~inphasis on .. ! 
ex~e11ditures and ~xclusion. oLrevenue .items .from .tsome phases . 

rOI tile_ budgetary system place. . .a _Jnajor._obstacle...i.n..Jhe path . of · 
planning and maintaining balanced budgets. · }3oth in the practice 
of financial administration and in the study of budgetary problems 
i'liere exists a notion that budgets are instruments of expenditure r 
control and economy and that revenue-problemS: are .. distinct. f 
Such an interpretation implies a disregard of the problem of main
(aining a balance. It may well account for a large share of the 
aistasteful experience suffered by many state fiscal systems in I 
recent years. 

t~ (Unless the relationship between income and .outgo is kept con
stantly in the forefront during the formulation, adoption, and 
execution of a government's fiscal program, a tendency toward 
uncoordinated and independent action with respect to one or the 
other side of the budget picture is probable.) The result is that 
the best opportunities for achieving adequate revenue measures are 

, neglected. ,:he. most fl~grant defect in the various procedures is the 
v{!isregard of timing. \Proper attention to this factor would best 

facilitate revenue estimating and would encourage orderly legis
lative consideration of revenue measures designed for adjust&- . 
bility to changing governmental costs.i Other ways in which an 

• 
• "'The notion that budgets deal with, and refer primarilr to, expenditures 

persists in the study and practice of budgetiug. The h1storieal evolution 1 

of budl!'8tary control with its emphasia on the expenses of the IIOVereign 
ia no doubt responsible for thi11. As late aa 1911, we are told, 'ill the United· 
Statea and in Europe one thinka of the budget primarily as a document 
through whieb ·a program of expeuditurea ia laid before the appropriating 
authority.' W. F. Willoughby, W. W. Willoughby and S. :M. Lindsay, f'JwJ 
FiM!kW~ Adminiltratioa of Gi'tGt Britsitt (New York, 1911), p. 266. The 
ume attitude is even more recently displayed ba eonjunetioa with a clia
~88ion of the IICOpe of budgetary activity. lu a popular text cme reads: 
'To be properly effective a governmental budget should be comprehensive, it 
should embra~ f!ft'l1 item of govemmettt expenditure.' W. Sehults, ..._....._ 
Ntl Pvllli.c FiM110t Hd f'ustiott (New York. 1931), p. 85.• (Budgeta.rf 
Prineiples, op. oit., p. 2'3.) 
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emphasis on expenditures becomes ·apparent include a failure to 
allocate duties and responsibilities for revenue proposals and a 
disinclinatipn to use budgetary channels in connection with revenue 
planning. ~A failure to coordinate public debt operations with~ 

·the normal scheme of financing may represent another aspectll\ 
of the same problem) . . . ' 

There is still evident a belief that the abuses and defects in 
American :fiscal systems, not regulated by established constitu
tional and statutory practices and for which added administra
tive nor~s are needed, are those concerned with expenditures 
and not with revenues. At . the time that budgets were put into 
effect, the public was faced with problems of pork-barrel raids, 
waste,· dishonesty, and a. generally irresponsifile attitude towards 
expenditures. Budgetary estimates were introduced in an effort 
to control expenditures. The fact that deficit financing, although 
frequently present, did not· act. as a major incentive towards the 
adoption of budgetary: practices in the states has already been 
stressed.5 For the states, the period following the Civil War 
was one of almost steady expansion. (One needs no clearer indi
cation of the absence of any concern over revenue adequacy and 
coordination of revenues and expenditures than the fact that the 
uneconomic and impractica,l borrowing restrictions of an earlier 
period did not until recently come in for strong criticism and 
modification)through amendment. One might go so far as to 
state that even the recent fiscal crises did not bring about a proper 
realization of the ¥tadequacy of both budgetary mechanisms and 
debt restrictions. ~nother explanation of the condition found in 
the various states. is the f!.ominance of the property tax} 

The em basis on ex end1tures cannot of course be absolute; 
' · · ·ve and 1 cu t of measurement. Every 
budget system contains somet provision or m mg t e estimates 
of both income and outgo at the time of presentation of the 

yroposed fiscal program. One finds, howeverJ instances -where 
\_an initial survey of outlays in relation to financing media is 
neglected. 8 } However, before this stage has been reached ~here 
are possibfe several procedures and practices designed to assure 
the accuracy and reliability of revenu~ estimates and to give 
them the benefit of publicity and control,:) It is primarily because 
~of a failure to show further concern regarding revenues in rela
. tion to expenditures that th~ feature of the question of.compre
.. hensiveness is sig~ificant. \In Congress and sta~e legislatures 

.Seep. 14. . 
s The following comments show this to be true in the case of Florida. "No 

provision is made in the budget document for estimating anticipated revPnues · 
to meet the proposed expenditures, although the budget law requires such an 
estimate. There is included, however, a statl'ment of the· revenues for each ?f 
the two appropriation years next preceding. The budget should contam 
as much detailed information on estimated anticipated revenues as it does 
on proposed expenditures." Report of the Special Committee on Ta~Wtion and 

· Public Debt m Florida (Tallahassee, 1935) , p. 27. 
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it is often the practice to appoint separate committees or sub-r 
committees to deal with revenues, while entirely. jlifferent groups, 
acting independently, concern themselves with expenditures. There 
is little effort at coordinating_flh!!l!ieJ that may affect the bal
anced reratioillihipof "income and outlay, or at timing the intro
duction of such changes so as to insure the continuance of a 
balanced relationship) There are in almost all of the states pro
visions that show an appreciation of the necessity of equilibrium, 
but the budgetary procedures are not in keeping with the spirit 
of such provisions. · 

r 
(The budget system of the federal government provides for a 

budget that is primatily an expenditure plan) The basic "United 
States Budget and Accounting Act of 1921 does not make any . 
attempt to follow the developments in the relationship of revenues 
to expenditures once the President has submitted his fiscal pro
gram to Congress. As indicated above, some of the Congressional 
committees deal with the budget or other appropriation proposals, 
while taxes are handled in the House by the Way and Means • 
Committee and in the Senate by the Finance Committee. Both of 
these committees deal exclusively with revenue proposals. It should 
be noted that the budget document contains no suggested revenue 
measures, and that, because of the constitutional prerogative of the 
House, revenue provisions are not subject to executive control 
to the same extent as expenditures. fin Great Britain) for example, 
it is not possible for Parliament to haphazardlY introduce or vote 
unrelated expenditure and revenue items. \There is no assur-

rance in the British system that a balance will be achieved, but 
a recognition of the relationship between the factors is insisted 
-qpon in the various budgetary stagesJ · 
~ The most pronounced em basis on expenditures in the budget-

vAlrY sys em a .10na governmen 1s nnoubtedly to be 
found .~~ the United States~ To a le~~er degree the ~udgetary 
systems ~f l!W' and Sweder\:..tnay be sa1d to display this charac
teristic.} The other na~ional systems seem to place no particular 
emphasis on either . revenue or expenditures although in many 
<'ases the systems are not those adapted to a solution of the revenue 
problems of the country. The disregard of measures best designed 
to facilitate the financing of budget ·programs, characteristic of 
our various state governments, is not duplicated in any national. 
unit. 

(Thto proetoss of evolution f.Pat led to a basic shift in emphasis 
first developed in England.) Parliament was at one time (riven 
only limited authority in the initiation of revenue proposals. This 
mo"" than anything else des<'ribes the extraordinary emphasis 

~
_!!_revenue items to be found in thto Br1 IS u ge ary sy em 
oday-:), 1ere 1s cr1 H'Ism, 1 1s a1m at t e su or a 10n·o~ 
xpenditure features. Hills and Fellowes, for example, referring

to the stw;s on ftvenues as f permanent feature of English 
hnd!retary praetieto, point out Vhat British parliamentary 2ro-
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I cedure p~ys little attention to expenditures while taxation excites 
iee~st anii.conti'6f€isyj ·-·· · · ,. · 
1/Features of the British system that explain its superior pre
occupation with revenue factors and its marked tendency to dis-
courage disequilibrium between income and outlay include a 
tt:~ditional. :method of periodic adjuatment of tax rates, a marked 
concern with reve:i:nie'· whenever a new or increased expenditure 
is advocated, ·opportunities for the m0$t_ effu!ient estimating of 
~ue, ·elllP~P:::r.~yenue~-~~ures ... in the budget state- . 
!11~~, an~ t!!.lL£~!!cera.L!J.DID.cation....of revenue . and expenditure_ 

, plann].n!Y In connection with every aspect o.f the budgetary sys
tem an opportunity is afforded for discussion of a system better 
adapted to meet revenue needs. 

In regard to receipts arising from public credit operations, the 
failure of budgetary systems to properly c "rdinate expenditures 
and financial measures may also be noted. The lack of emphasis /t borrowing Is j_us~~fuld_J>z..!h~ nec~ssity _o • v1ewmg a mountinf 
~bt .as a~.lll.l~CO!!uunnen .of_ de:fiCit__financ!!l~~ ·tThe removal of 

borrowing from the limelight of budgetary procedures is an easy 
way of facilitating. a balance that is achieved at the expense of 
sound and honest finance. It is virtually impossible to carry 
on taxing operations in modern society without creating wide
spread knowledge. . However, public debt operations may be 
obscured or at leaSt withdrawn from a proportionate share of the t 

publicity and emphasis accorded other revenues. In extreme cases 
the true magnitude of outlays or the insufficiency of tu revenues 
may be shrouded in secrecy J Although most jurisdictions do not 
indulge fu such flagrant practices,( they fail to make proper pro
vision for public debt operations in the planning and adoption of 

' a fiscal program. ) The peculiar institutions limiting and influ.;. 
encing borrowing m the American states, noted below, are largely 
responsible for the fact that these jurisdictions do not adequately 
take public debts into account in their budgetary systems. There 
re numerous economic and political reasons for cons~dering_ pub.-
ie deb as distinguished from other financing mooia, a~ in some 
egree of an e_~budg~ary character. However, \complete 

neglect to makesome niidge'taiyProfision regarding them is of 
• course unwarranted) · · 
'· ·In the .American states particularly, the depression and attend
~ ant fiscal difficulties have revealed a marked emphasis on expendi-

tures in the molding of budgetary practices. Other systems have 
· shown the advantage of granting full recognition to the financial 
administration of revenue programs. The failure of a particular 
system to provide adequately either for the revenue phases of 
its :fiscal activities or for coordination with expenditure develop
ments will be noted whenever it is evident in the operation of 
the system. · 

'Johu W. Hills and E. A. Fellowes, British G()'l)entment FmafiC6, 2nd ed. 
·(New York, 1932)1 p. 48. 
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Other Aspects of Budgetary Comprehensiveness 

Other aspects of budgetary comprehensiveness are discussed in 
the succeeding chapters. A brief summar;y of their sub~ect matter 
may aid in clarifying the scope of the problems discussed as 
features of ,.t_his budgetary principle. The following chapter 
treats with ~~-n .. ~~e~ .. ity for. adj.~t~ng_~~eriodic budgetau-. l 

mechanism to contlJ!UlJ:l.~_tisca.La.ctiv.W.es. j use of the fiSCal • 
year!OFThTs ·purpose is familiar.. The length of the fiscal per1ods 
and their budgetary implicat10ns are surveyed as a basis for this 
view of comprehensiveness. The yariations in the Jength .. J>Lthe ', 
budget period in the American states have brought to light a 
number orrea-soriSfor quesTIOning the desirabiljty of maintaining 
budgetary periods of more than twelve months.) 

A second feature of the problem of comprehensiveness here 
analyzed, and one which may be considered in relation to the first, 
deals with the periodicit of fiscal items. Many elements_jn 
governmental firi s_are u.o _Bu'je'CteiJTo: a reYiei._-a:qd. .controL. 
@responding-....to . ..the _.recurrence .of.. the budget periods. Budget- · 
ary-problems raised by continuing tax measures and by con· 
tinning and permanent expenditure categories are highly signif
icant in relation to the question )of adjilsting &cal .systems. to · 
fluctuating economic backgrounds. . . 

4.!hlrd and final phase is concerned with th/ mie!lC!l..QUxtra
.hudgetar;r items. ) This problem of budgetary 'autonomy must be 
different1ated from that of variations in the treatment of differ
ent items segregated within the budgetary mechanism. The latter 
problem is to be reviewed in terms of budgetary unity. frh~ 
segregation of certain fiscal items outside the recognized 'iiiid 
normal Scope of a ~udgetary system. gives them an e~t
~.§,.., They· must be studied as a feature· of the compre
hensiveness problem. Functions allocated to semi-public bodies 
or to autonomous public and private units are among those that 
fall within the scope of the principl'. . 

{In jurisdictions in which there are wide ..ra:mifi(lati.ons ()f go~ern. 
ment~J!nances and many opportunities foi non-tax -revenues, the 
problem of extra-budgetary elements in the fiscal system is import;.. 
ant. Particularly the new or transitory policies adopted in 
response to fiscal and economic disturbances offer possibilities for . 
a breakdown of budgetary eomprehensiveness. National govern
ments, with their varied functions and widespread v.se of pub- · 
lie credit and other extraordinary financin~r media, are frequently 
found to earry extra-budgetary items.\ The magnitude of the I 
finances and of the economic resourf!es of such jurisdictions I 
permit the maintenance of (activities :that are exempted from the 
ffi!Uirements to which budgetary items are usually subjected.: 
The irregular character of the links to the budgeted elements 
of the fiseal system, particularly durin~r periods of financial stress 
create serious balancing problems.' The concluding ehaptera of 
this part deal with national and-/state provisions and praeticee 
with respect to extra-budgetary elements. 
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./Finances of Multiple Jurisdictions and Budgetary 
· Comprehensiveness . .. . 

NQ mention is made in this report of the budgetary problems 
created by the existence of several jurisdictions exercising finan
cial functions in the same geographic territory. Intermediate 
jurisdictions, such as the American states, must be particularly 
studied from this point of view since they maintain various fiscal 
links both with the national unit and with the local communi-

. ties and other lesser ciyil units that form their political sub
divisions. It has already been pointed .out that certain coordina

. tion arrangements may aid or retard the various units in their 
' efforts at financial control and stabilization. (It falls within the 

scope of an ~~1~ ~m!geJ.ari . ~.!!_lPr~~iy~n.~ss to point 
out what ·portiOn or the Totaigovernmeiital out1ays and income 

' is considered wheri budgetary equilibrium is measured. National 
governments are able to shift items to the budgets., of the political 
subdivisions or of their territorial dependencie~/ At least one 
European regime has been accused by the pobtical opposition 
parties of having bal~nced its budget at the expense of added 

~
b.urdens to be borne by the provinces and the minor civil divisions. 
~he American. states have no. clear cut or uniform policy of show
mg in their hudgetary accounts the sums that they receive from 
he federal government. They employ a variety of methods in 
t~eating the several types of aid which they render to. the localitie~ 

When efforts are made to stud.l1 the financial accomplishments 
a d Ahe qualitative bu9-getary equilibrium of any jurisdiction, · 
stat~ of t~fetrenffir~~a any variations thereof 

. must be taken mto cons1 eraiij1n:tTl1ere are American states that 
pride theiDSelves on having balanced their budgets while they 

' have been obtaining increasingly greater ~ than ha'9'e their 
neighbors from the federal government. Similarly, there are those 
that have attained some sort of fiscal balance by reducing the 
volume of aid in various forms that they give to political sub
divisions) New York, which· ranks relatively low in the per
centage of federal contributions received towards relief costs and 
which increased its annual contributions to thr localities, ~an 
successfully meet the standards· of other states~ The questiOn 
of the comprehensiveness of its budget program, based on the 
distribution of buxdens ?ttween the(, multiple jurisdictions operat
ing over its area, should; however, \be taken into account) 



CHAPTER V 

BUDGETARY PERIODS IN NATIONAL AND STATE.' 
FINANCES 

Budgetary Periods and Fiscal Activities 

{The question of the length and dates of budget periods ih ' 
essentially one of the central problems of attaining a balanced 
\!!!rute.t as well as that of the _g_ene~ Ill~'!l!ement of budg~t.ary 
comprehensiven!'!§i. A balanced rel.iTionshiPl>elween expendi- ' 
fiifes---ana:fevenues must be interpreted in terms of a particulp.r 
unit of time.) one that should be uniform among jurisdictions~if 
the status ol the balance is to have anY'comparative meanin-,U 1 
In addition to the length of the fiscal period, there are, as H. C. · 
Adams has pointed out, two other P. oblems.1 One is the date 
of the be innin of the eriod and the tim between the prep: I 

and its presentatiOn or e 1 11 

~e~lfe::r~at~io~n~.T"7fT~e.:;;s~e;co;;n;;.:;;;lS~;;;(e relation between the legisla- , 
tive session and the dates of the fiscal period. In connection • 

""With tlie pro em o compre ens1veness o y length of the 
fiscal period and the adjustment of fiscal items to it will be con
sidered. The other problems are discussed in terms of the prac
tices relating to the preparation and adoption of budget programs. 

The older economists, developing a theory of dichotomy that 
separated private and public finance, were fond of stressing the 
permanency of governments in contra-distinction to th~. mortality 
of citizens and their individual and group activities. ~While the 
notion of permanency in connection with governments and their 
finances persists, it is evident that there is a continuity problem 
in connection with t btginning and ending ol per10ds. Some 

us e ma e an res 1c r tO o activities 
delimited by their relationship to a time period must be segre. 
gated. This constitutes the D\atter with which the budget program 
for each period is concerned.\ There is no uniformity in the length 

./of t.!!._e_ period~J>.I "which budgetary systems delimit their concern 
. Willi fisc~~atte~ . . . ·:· . . 

In add1t1on to vanabons m the length of the per1od, 1t w noted 
, tha~ manylitems !n eac~t_em __ a~ot s~bj~ted_~ ...... the periodic 
'.!eYJew and control1hat 1s applied tQ. ~he othe(!isea! 1tems. Thii 

wust not be interpreted necessarily aa an objectionable-practice 
since variations in the length of budget periods indicate that there 
is in regard to this prob,lem no accepted criterioq to which all 
procedures must conform) It can readily be seen,thoweverJ that 
~y decreasing the frequency of review and by eliminating items 

l H. C. Adams, Tile Bt.V•<:16 of FiM•at (New York. 18911), p. 132. 

[55] 
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from such review, the comprehensiveness of the budget system 
mp- be seriously impairedl 

y.n all national govel'Illl1'ents the length of the time interval 
kn:own as the budget period or fiscal year corresponds at present 
to a _twelve-month periOd Wltli one lone excephon.1 This conforms 
not Oilly to the iradlbonal customs.. of governmental 1mits but 
also to their ~.~~d.S-anatOtheir political practices~ It is 
evident that in democratic countries there -ciiibeno bu<fgef period 
that does not correspond to the frequency of regular legislative 
sessions. Throughout the world one notes in national jurisdic
tions that legislative sessions, if held at all, take place at least 
annually. No-exception need be made even for Russia, which has 
functioned until now with a powerfUl legislative youncil acting 
frequently for a legislature that meets triennially. {Even in non
democratic countries, the fiction of some fori!\ of annual approval 
bf_delegated authority is usually maintained) 

r 
\Historically, there are only a few exceptions to the annual 

budget period practice) Between 1815-1830 The Netherlands 
is said to have functioned with bu~periods of ten years. 

1 
Bismarck "is known to have desired a biennial period in connec

• tion with his ·interest in minimizing the control by the Reichstag 
· of the financial phases of his policies. :Many of the German 
~ander operated during the 19th Century with six-year periods.8 

\On the other hand shorter periods are not unknown) Russia 
is reputed to have hr budget plans covering periods of a quar • 

.A:er or a half year. Dalton has noted several recent examples 
of shorter periods. e says: · 

There is nothing sacrosanct about a year as !l_:financial 
periOd. 'fhlS hasbeen- recogni£e<l ii a- number of schemes for 
sfaollization in which the budgetary period has been 
shortened.· Thus the League of Nations plans for reorganiza . 

. tion in Austria and Hungary instituted monthly budgets, 
· and the monthly· publication of accounts. The same plan 

was adopted in Poland as a means of correlating expendi- · 
ture more closely with revenue, and is still in operation.' 

/ 

Rare exceptions may, however, be disregarded in justifying the 
t ment that national budget periods are one year in length. 

e American states display a totally different _attitude in 
r d to the acce:predTength o! tlle fiScal period. Biennial budget 
peiioasexiSITegaUy_m_ a.S many as forty-two states, and in one 
classic example statutory procedures are based on the assump
tion that the length of the fiscal period will conform to the fre.. . 
quency of regular' sessions, namely .every four years.) Alabama 
is the unfortunate State.· Only in Massachusetts, New Jersey, 
New York, Rhode Island, and South Carolina are there regu-

.... 
1 The fi.n!lJlei~od of the_!e.PI1lllh: ... .of_J)gpam_a_is .twp_yean. (L. of N~ 

Teeli:"Ciiiiiui~ o ... , p. I R6. J . .. 
• Neumark, op. flit., p. 55 • 
• Daltou, OJ). cit., p. 14. 
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lar one-year budget periods. There can be no other explanation 
than the frequency of legislative session, although sessions might 
be more frequent if annual budgets were deemed important. 

· Actually this does not mean that all features of budget systems 
are related to two-year periods. With respect to some characteris
tics many states maintain the fiction of functioning as if they 
were on an annual basis. Merely the ·planning and voting are 
done every other year. In other cases where special sessions have 
been called with frequency, a modification in the biennial or qua
drennial budget system may be found. 
( There is an indirect way in which the length of the period is 

changed. This is the result of modifications in the opening and 
closing dates of the fiscal. period. ) Each change must involve a · 
period or more or less than one year during the transition. Such 
changes have been of sufficient frequency to warrant mention of 
this factor. Among national jurisdictions, since 1929 France· is 
known to have had a 15-month cperiod and a 9-month . period 
because of a change in the opening date of the period from 
January 1, 1929 to :March 31, 1930 and a subsequent return: to 
the old date in 1933. In some of the smaller nations a shift to a 
calendar year basis is responsible for changes. . 

The American states have done a good deal of shifting, although 
it is doubtful whether their motives were always as questionable 
as those that influenced at least one of the French date-changing 
maneuvers. • Mississippi recently shifted the opening date of 
its budget period, and it is possible that the much needed reforms 

( 
in preparation and adoption practice will lead to further shifts. 
Changes of dates motivated by desires to improve budgetary 
procedures can be strongly recommended. It is essential that 
when there is a transition to ·a new period the. eomprehen-
siveness of the exp~~ditures and the revenues in each period be 
properly interprete<lj 

· ~udgetary Periods and Budgetary Comprehensiveness 

From the point of view of the theory f budgets, written 
primarily in terms of national governments, e e ta 
Lw Y - bud rret eriod is deemed normal and des1rabl Th , 
discussions, whet er escr1p lYe rencal usua y eom 
t.o the same eonclusion because, as has been noted/ a 11~u~ge~eri of a '\"ea!Js well nigh universa!:, . Writers who v n the 
poSSI61li£y oflonger or shorter per1ods have seldom had speeifte 
rt'&sons to reeommend changes. • Of la'te, however, there have been 
a number of developments that have called attention to this 
problem~ and it is not possible to denounce the practice of the 

"' ' &e Chap. XXIV. 
•' , H. C. Adama does not favor the year u a fiud budget period. He eeee ' 

. ~ rea.&OD why "for eome purpoees tht; JMl' may not be brokea into frae.. 
• honal parta, or that. for other purpoc;ee tt mar BOt. be •aed u the mbmultiple 

of • longer period.' ( Op. oit., p. 133.) 
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American states categorically without reviewing the question·· 
in terms .of current conditions. hose who desire a shorter period 

~re inde£!1 few~ As Allix has pom e ou , :lear 1s a 1me per1 I 
tilat corr~spon s to our ~abitual calculations. If .the perio~ were 
shorter, m France and m many other de ocratlc countries the 
entire tiiDF- of Parliament might be spent in discussing budgetarYI 
matters. \With the exception of countries that are experiencin~ 
financial crises or periods of financial reconstruction and are of 
necessity forced . to operate on a month to month basis, there has 
been no serious consideration of a ·budget period of less than 
one year) Usually monetary difficulties during the post-war 
period have been. the reason for the OQQasional adyocacy pf.. a 
mpnth as th v a inL.,D.eriod..-...11. 

ost of the discussions and suggestions center around th~ 
,.l!oblem of whether or not the period should be longer than 
~e xe!lr. It is stated by those defending biennial 'jrerioi:IsUia I 
an annual budget covering each item appears to'Servi!on1y th 
interest of "wasting time. &7 They claim also that if the period is 
not lengthened the deplorable practice of adopting continuing 
items is encouraged.) There are only a few who suggest the 
desirability of lengthening an existing yearly period. Actual 
criticism of practices found in national governments is extremely 
rare. One must turn to the writings of Baudin who is apparently 
absolutely opposed to the implied judgmenTs-·on policy expressed 

. in the budgetary principles. He claims that ~tates, which must 
function along economic lines, arbitrarily and artificially bal!e 
their finances on an annual budget. By clinging to an illusion 
of regularity and security the economic activity of the govern
ment is restricted.) Furthermore, a severe distaste for continuing 
appropriations, which he sees as a device for obliterating effective 
poli.tical control, has led him to desire a budget period sufficiently 
~ength! to remove the need. of.~ng legisla?ve review of any 
Items. _.. · ·. .• ! (., 

Another question is concerned with ~e~fficiency of estimates.l 
The recent fluctuating and unstable ec~om1c background and the 
attending difficulties of forecasting modern revenue and expendi
ture items has somewhat deflated the supporters. of a lengthy 
budget period. It ·is impossible to assume that economic and 
fiscal eveii.ts can be forecast with any degree of accuracy for a 
period longer than one year J especially in view of the lengthy 
periods that elapse between the preparation of the budgetary 
fStimates and ~he beginning of the period to which they refer. 

o summarize, th(problems of legislative co . .Dtrol, of ,t.estimatin!! 
proce ures, an ob administrative feasibility definitely indicate 
the inadvisability of lengthening budgetarv periods. Most of 
the reasoning onthese problems mdieates th:desirability of using 
twelve· months as a bud~eriod.J 

' ' Allix, op. cit., p. 228. t . . 
&Pierre·Baudin, Le Budget et le 'D~ficit (Paris, 1910), p. 188. 
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~It J.S m connection with the idea of a balanced budget pro- ·• 
gram that the length of the budget iJ!!rtod ASSumes VItal " 
importance.) Variations between income and outlay . during the 
budget period are accepted as temporary and unimportant phe
nomena that have been solved by the world-wide acceptance of 
certain procedures and practices designed to effect short-term 
balancing by means cil hgppewing: reserves or other arrange. 
ments. It is obvious that any aberrations from balanced relation
ships during a period are of unlimited assistance in noting trends 
in fiscal accomplishments. Significant deficits and surpluses are 
recognized only at the end of the period. For example, althou~h 
Great Britain_]l~s an enviable reputation for its abilitY tg bl:J 
iiil<.ie'itS budget, tlie:re-Beeiiirto"De hftle concern over the fac~ 
tliat a companson of expenditures and revenues usually shows 
a deficit during ten or eleven months of each year. Dalton .has 
stated the problem clearly: · 

..,_ It might be asked whether there is any particular virtue 
) in giving the yearly budget accounts any greater importance 

from the point of view of the · period to which· they refer, 
than is given to the yearly balance-sheet of a commercial 
firm. Why should not the period in which the accumulated 
deficit or surplus is allowed to affect the trend of budgetary 
policy be longer than one year f Budget planning implies 
tacitly that it will be so. • . . 

In replying to this self-posed query Dalton shows a· correct 
appreciation of the budget problem involved. He notes further: 

I conclude that (circumstances may often arise, in which 
there is a balance of advantage in.. lengthening the period 
b~ron(). one year, or, to put the same thought in other worus, 
fn Jildgfng a series of annual budgets as a whole, rather than, 
separately. That some should show deficits is comparatively\ 
unimportant, if others show surpluses which . balance the 
series as a whole.10) . . 

Dalton does not confuse the issue with that of the length of 
the budget period or with the periodicity of review. 

Because of the widespread public discussion of ("cyclical" 
udgetin"'' and the elements of confusion involved, a brief anal sis 

1 , 1e ro . em w1 no e ou o ac a 
e early depreSSioii"""Years roug t many examples of similar 

belief that bud"eting sh~~ be cycJjcaUy adjusts:,d.!1 It was 
IIU(!gested thar t'lle period for measuring the balance should con
form to the length of the business cycle. No significance should 

• Dalton op. cit., p. 324. 
to Ibid. 
uSee Robt.>rt Murray Haig, ''The Sta~ of the Federal Finance~~,• Yale 

R~>U>1c, Vol. XXII, pp. 234-51 ( 1933); Harlev L. Lutz, "Budgets, Bonds 
an~ Ballots," in FGcing IM Fa-etc (New York. '19321, pp. 31-Tl; E. R. A. 
~hl!'man, "The Fiscal Outlook and the COOrdination of Publie Revenues," 
Political 8~ Qt«Jrterly, Vol. XLVIII, 'Marth, 1933, pp. 1-22.. 
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· be attached to variations in ·the balancing of expenditure and 
, revenue during shorter terms within a period coinciding with the 

full cycle. • This denotes that the period should include both l 
~;tood and bad years in the measuring of fiscai ba'Tance. -mere 

\are several angles~-the question:,-auu they do- not .alDconcern 
budgetary control. ~If one simply regards the policy as condoning 
deficit financing for some years, there is no need to make any actual 
change in the length of the budget period.) Financial programs 
must .as always be annually or biennially prepared, submitted, 
and . voted. The economic plan, which indicates acceptance of 
specific financial results, accepts a philosophy which believes that 
occasional deficits· do not indicate disorder at all stages. It 
may mean the avoidance of self-imposed corrective practices such 
as those found in the Ameri<)olln states or in the German Republic. 
We have ruread1. noted that ~he problem of business cycleJ;II),QOtb
ttlg lias stressed tiiem.'evihibilitf o!tlef!_cit;SJi!J~~jascu)Lnational 
governments j Jn the event that governments plan and anticipate 
aeficits, as has been the case of the .United States federal govern
ment in the last few years, the budget mechanism must continue 
to function and achieve the desired results in much the saine 
manner as it would ·in the event that a balanced program was 
submitted and steps taken in.order that a balanced program should 
be achieved. For the units that desire deficits and are in a posi
tion to adequately finance . them, the budgetary aspects require 
little adjustment. (It is a matter of fiscal policy that they be 
prepared to borrow at times and tax heavily at others. The 

· budget system should remain an· instrument to put into effect 
a £esired plan and guide it to successful completion) 

(In the case of jurisdictions like the ""1\.Ip.~is.lin~ ~tafea such dis
cussions are somewhat meaningless. rfhere can· be no <':Vclica\1 
adjustment unless the commonwealth can borrow, rely on reserve 
funds and convertible assets, or receive aid from other juri'ldi('
tions. What must be effected in the states is not a change in 
their budgetary procedures. Revisions are desired in their atti
tude and in legal and economic potentialities in connection with 
debt-reg.ulating_powers and debt-retirement practices, as well as 
&modification orthe-ppy-as-you-go financial policy for general 
functions.) For example'~ tax anticipation borrowing would ~ave 
to be extended for periods in excess of two years. The adJust
ment of tax reveimes, not to the expenditures of each bu~get 

J}period but to a cyclical rhythm, would not mean that . periods 
shon:Id be longer than they are at present. Nor would It mean 

· · that either the usual biennial or Alabama's quadrennial period 
shon:Id be reduced to the one-~ear term found in a few states and 
in the national government. Even if it is assumed that a deficit 
would be acceptable and tha · there is no necessity of balancinl? 
revenues and expenditures for each period, the impo~ance. of 
correct estimating, of adequa~e control, ll,nd of per10d1c votmg 
and :review is not eliminated:) 

The state biennial budgetary periods have in no way aided 
in meeting the problems of the depression. On the contrary they 
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have unquestionably led to difficulties. There were not· only lags 
in the recognition of trouble but also postponed action in the 
removal and alleviation of the difficulties. Moreover, in· the 
upswing phase of the cycle there is probably a retention of emer
gency measures beyond the period warranted. One may conclude, ! 
therefore, that ~he emphasis on the desirability of a lengthier term • 
for a caltlulation of balance does not connote a desire to lengthen 
the budgetary period. The emphasis should be on planning and • 
control and with stress on the enforcement of principles of com-
prehensiveness. The toleration of deficits does not mean disorde ' 

,.,.fulane4SJ A plan a 1 y o a e cit does 
not carry with it connotations of relaxed review or uncontroll 
finance.s'l Lengthening of budget periods or retention of e present 
oilei'W()uld not contribute to an improvement.( Recommendations 
for a revision of biennial budget periods in 'favor . of annually· 
revised programs should therefore not be interpreted as an J 
expression of a viewpoint on cyclically adjusted finances. J ~ 

When there are difficulties in balancing a budget the tempta
tion is great to postpone burdensome payments and to tap hidden 
reserves in the form of future items, measures which can be easily 

-.. effected. (':Phe practice involved in changing the periods is one 
of the aspects of the problem of comprehen~·veness that is of 
interest to the student of balance~ budget& ) {(: nder certain con
ditions this time-honored practice of shiftin~f items may con
tribute to the best financial interest of the jur:ISW.ction and may 
represent wise fiscal and economic policy. Borrowing, economy 
programS;. ~nd, __ defiationag_~-~~ _:pr.ograJDS can at times-be just!
fied- and budgetary practices acbusted to them. There are eVI
dently also conditions under which subjecting the budgetary 
system to manipulations affecting tax collection or expenditure 
payment dates.Js equallx justifiable:-·It is seldom; however, that 
nscal authorities adequately vublicize 11i.eir'Sliifting of date!l. by ·~· 
giving a proper interpretation of the -cnanging budget -eom. 
prehensiveness implied in the proposed reforms. · The influences· 
of the changes on future budgets are also inadequately stressed.i 

(New York State's recent nscal history offers an opportunity 
.to recognize a typical maneuver with respect to tax dates. The 

(
Gt>rman !ax P!"epaymen~ _plans also belong amonT"feeently pub
llcizea·budget period manipulations. Characteristics of the pre
payment sehemes is the fact that a premium is offered to potential 
taxpayers to make available fun~ which they would otherwise · 

\ not be called upon to pay until some future dat~ 1 Unlike the , 
'.New York plan mentioned above, whieh{involved the advance of 

a tax eoll.ect.i.on.4att and which could be operated onlY"'riee-with . 
the same success, "tax prepayment. scbeme~~...maz. ~vance_ the_ yields . 
of sevtral ytars. What was involved in Germany was in effect 
~inl(~·ag-ainst future· bud~t~ a device which had been 
neommtnded as a means of coping with the effects of inflations 
on taxation. i It is at 9the; times a dangerous method of semi
eonctaled borrowing. ) ~n t&e ~~!ltillU&Lshi.fting_()~_!]eJ).diture 
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items b;;ee~er.~~.Lbudget _.periods the French can also be 
coimtedupon to offer· interesting examples.\ The French account
ing method, now in process of revision, allowed the accounts for 
a particular period to remain open for a considerable length of 
time after the expiration. (Each period, identified as an exercice, 
could be kept alive in a manner that allowed the practice of with
drawing outstanding balances from an expired perioa.) Allix 
reports that on January 14, 1930 the Chambers of Deputies 

. voted a billion francs from the 1929 exercice. By doing this 
the surplus of that year was used for current outlays. Otherwise, 
onee the 1929 exercice had been formally closed and a surplus 
recognized, it would have had to be earmarked for the sinking 
fund. After c~ting several such instances, Allix notes: 

It must be noted with regret that for some years the prin
·ciple of budgetary annuality have been more and more 
obscured from. View. (The receipts and expenses of on~ exer
cice have been freely assigned to another. It is becQming 
impossible to ascertain the true budgetary situation.1~ 

The desire to make available hidden reserves, as are the oppor
tunities to benefit a particular budget program by shifting tax 
payment dates, is something that cannot be judged in terms of 
budgetary procedures alone. (It is) however~ imperative that the 
informational and comparative purposes that ·are served by main
taining effective budgetary comprehensiveness are achievegi 

. (In the field of ~~!ays .. it is impracticable to attempt to draw 
· a ~entlre retrenchment and economy features of fiscal 

policy and objectionable budgetary manipulations. 1 A . failure 
to include a particular expenditure item in a budgeC program 
ortoriia'ke ... ,roVisioils.for· an:··oinitt«~d··outlay at a future date is 
a recogruzedpractlce in-all jU:risdictions. There are times, how-

' ever, when observers may note the fact that governments faciltate 
their balancing tasks by;; obtaining funds for an outlay that is not 

· made and accounted for in the period specified. The American 
states actually legalized such practices ) by permitting and, in 
many cases, insisting that executives omit payments. School teach
ers and other public~ servants are well aware of the practices 
discussed here. Of what value is a statement to the effect that 
Commonwealth }{ bas balanced its budget, if the statement is 
not amplified by information regarding what functions were car
ried out in relation to those of previous years or to those planned 
and included in the projected balanced progTam Y Whatever 
·the fiscal practices may be, it is the task of the budgetary system, 
through its documents and procedures, to recognize and acquaint 
tqose interested with the changing scope. 
\A deVice resorted to occasionally by executives in planning 

budget programs or by legislatures in adopting them !s a faUD:e 
to include_~xpenditur~ _items that will have to be prov1den:-for m 
the period under· considerationT The faet that the le~'>lature 

u Allix, op. rif., p. 235 (translated). 
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may meet again before the time for the expenditure outlay arrives 
enables the executives. or the legislature to postpone the need 
for searching for the necessary revenues. ~The items eventually 
tqrn up as unavoidable deficiency appropriations) 

\The practice of postponing expenditure voting is not always 
to be condemned. The relegation of items to a supplementary 
budget may be a long standing traditional practicelhat deceives 
ntnmi Again there may be some justification for assuming that 
the problem of ~curing_tl.!.e_!lecessaty_fi.na~c!ng .Jiledia .. :will be 
less irksome at a future date or that a legislature will be better 
lil:ifeto meet the exigencies of the situation in calmer deliberation 
when the inevitability of the outlay looms ciOSer-:r·The fact that 
so many systems necessitate the preparation of estimateL.far.;Jn 
advance__of __ the period to which they refer makes it frequently 
a'iiVL\uible for executives to omit certain functions in the budget 
program. They later submit isolated estimatys at a time when 
the needs can be more accurately determined. \ The United States 
federal budget plans for 1936-37 and 1937-38, as submitted by1 
the President,· made no provision for relief appropriations but. 
made it known that they were to be submitted at a time in the' 
future, closer to the periods in which the outlays were to be made':' 
Because of the many restrictions on changes and the requirements 
for presenting balanced programs, (!here are numerous_ reasons 
~mQdifyiJlg .th:e.comprehensiveness orabudget_ prograiJ4 The 
practice is more common than the motives based on sound finan
cial policy may indicate. Political strategy and practices designed 
to mislead are all too common as motives. . 

Again one need turn no further than to the recent history of 
New York State to discover an instance of a ·legislature's seek
ing to obtain the benefit of public approval for its economy efforts 
and for its avoidance of further tax burdens. During the early 
months of the legislative session of 1936 the State Assembly dis
agreed with the Governor regarding the advisability of voting 
funds for debt service charges to be met in the spring of 1937, 
that is after the reconvening of the Legislature. The issue wao; 
settled, the Legislature winning this point. 

{>ne can readily see that a great number of outlays are or e.an , 
be segregated in the second half of a fiscal ye.ar and that a plan 
adopted before the period begins may omit a large proportion of 
such items. )' This is a splendid example of balancing through 
rhanf!'iug the length of a budg-et program period) Like the practic(" 
of changing the dat;("s of a fiscal year, the administration that iR 
in pow.-r -.·b.-n the change takes plaee may find its balancing 
task facilitated at t~ t>xpense of future executivt'S. It is a matter 
of finan<'ial policy to decide as to the propriety of a particular 
toul'St'. !Jt is a mattt>r of sound budg('tingjo {llace anv ehOSE'n 
plan in i.ts true light and ·to briug· out any changes hi norma) 
nptnditure and rtveu~e relatio"-9 · .. 
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v'summary and Conclusions 

(of the several aspects that the budgetary principle of com
prehensiveness treats, those which have been mentioned in this 
chapter are_ of prime importance in the problem of balanced 
budgets.) . The national governments, in operating with twelve
month -budget periods, establish this time interval for the mea
surement of their :fiscal accomplishments. The American states 
in most cases favor two-year periods. In doing so they have 
gained no advantages in meeting crises and depressions as pro-·. 
nounced and as enduring as the one that the United States has 
recently experienced. The lengthy periods did not aid in con~ 
cealing difficulties or in postponing action because of the absence 

. of any legal compulsion to measure the balance at the end of 
. the period. Subsequent parts of this study will show that 
.. estimating and forecasting, the basic prerequisites of sound fiscal 

planning, as well as the voting of effective programs, were ham
pered by the absence of flexibility and adjustment to change. The 
practices to which the states had to resort during the years of 
falling revenues will show ·that they were forced into the most 
objectionable policies. The length oJ~ their budget periods 
lJll:doubtedly contributed to: this situation .. 
\In connection with the length of thtf budget period it was 

b:i'mfght out that balancing of a budget can be achieved through 
changing the nature of the items that are balanced against each 
other;) The changing of the dates of the fiscal period can result 
in lengthening or shortening a particular interval used for measur
ing ~come and outlay. Other devices that may be chosen as 
deliberate features of :fiscal policy involve omissions and other 
_changes 4J the items presented to depict expenditure-revenue 
relations. l The comprehensiveness of one period may be advanta-

•, geously lessened at the expense of another. Also the compre
. hensiveness of the proposed budget program may be illusory 

because of different coverage from that planned for a previous 
period or from that which will have to be reckoned with when 
the accom,plishments .of the entire period are taken into con
sideration.) An appreciation of the descriptive uses rather than 
the judgment values of the budgetary principles will aid in bring
ing to-light. and clarifying the changes that take place. 1 It is 

. the function of those who draft .bu9getary provisions and of 
those who carry out stated procedures, to establish standards that 

. will · discourage and uncover any unwarranted manipulations 
commonly associated with changing comprehensiveness.1 . 

In the next chapter still another phase of the 'timing and 
periodicity features of. budgetary comprehensiveness is discussed, 
namely the frequency of review and voting accorded the indivi
dual items in the fiscal system under the budget methods in effect. 



CHAPTER VI 

CONTINUING FISCAL ITEMS AND BUDGETARY 
COMPREHENSIVEl\"'ESS 

Budgetary Aspects or _fol!.ti!L.u.Utu~-! 
( One of the questions that m~ ~ anall~ in_ eomif!:CtiO~ _ ~.ith \ 
~eiJgtb of the hndgeLperiod IS that. of so-called eontmumg 
or permanent alpropri.ation§t) (j{These mvolve_ an __ exceptlon _of) 
some fe'irftres o _the _periodi~ .pra.ctices,.._p_at1ic~rly legislative , 

'approval, to which' all Qthe.r. items are subjected. ~heir existence .• 
hl.ay belie the eomprehensiven~f the budget system.'\ In national 
and especially in state finances these appropriations constitute 
a major problem,) · \;. 
(\It is normally expected ~hat all exp~ndi!ures ~ be reviewed 

a'nd newlY. )ldopted each time ~program JS formulated 
and voted)~'r!u~r.e jlre, however, categories of. expenditures that,. 
areL ~P1#fic ~l;l&Ct_!ll~t.Jr~ted. long. ~r _ p~e_!nal-life. I! 

.'Uie ~ants are-embodied 1;'1 ~ct~tion&.pr~~lQtlS, ~e expendi
·. ture ts not capable of bemg modified periodically~ as m the case 
of permanent items that are based on statutory authority ~d 
m?.Y be brought up and revised at each session. , 

1. Continuing items are those . that have beefil;lP{ro!_ed for a 1 
eno~ 9] {ears .... m .. ac.eSICJ20he number"iii'"" tEf~tJ[eriod . 

.. • ew Y or would eonsider aiiappi'opriation authOrwngthe 
expenditure of a fixed sum for two consecutive years as a eon. 
tinuing item whereas ~ Alabama the number of years would 
have to be at least five.'_.. There are also appropriations that refer , 
to no specific number11of, years but simply involve the authori.za.. 
tion of expenditures during the undertaking of a particular func
tion; this. category of 'Jo-n~propriationg thug djsregar~• 
.fiscal years and is link to the aetivity that is being financed 

(The outlays __ for . .capital .. eo~truetion, not infrequently finane 
by borrowing, constitute the buli of such appropriations. This 
study will concern itself primarily with appropriations othe"f 
t}1~n those for publi<t__works, !rmament programs, and similar 
«'ate-gories inherently unsuited to periodie voting~ 

\It is not re-asonable to assume that all continuing outlays {the 
tt>rm is used in its generic sense) are objeetionable, and that therp 
Rhould be no reduction of budgt>tary eomprehellSivenefll on this 

t Both terms apply to aimilu 1.-gialative authorirationt~. Ia eoueetion 
11'ith national· finanffil the term "'pt'nna~~~ent• aeem• to be eujoying greatt'r 
populartt._v. 1.-. g. the federal p..rmanent appropriationa npeal movement). 
In the statutes ud ill the di!lt'wuliou deoahng with atate fiJJ&Ilt'N the term 
"rontinuUJg" ia preferred. In this atudy "continuing" will be empl!J1ed 1IJlleall 
l't'ft'ren.~ is IIWie to BJ*ifie &eta or W01"da of othii!'I'L 

[65] 
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score. Economic and fiscal interests are not necessarily best served 
by requiring the re-adoption of all outlays at each regular session. 
On the other hand there exists in democratic governments no 
unanimity of opinion, except perhaps with regard to judicial 
exp~n~itur~, as to the type ?f actiyities that sh?uld be spared 
periodic review through legal nnmumty from mod1ficatio~ These 
are, 'however, the difficulties and abuses associated with efforts to 
introduce sound budgetary practices in jurisdictions in which 
there are a large proportion of continuing items that make advis
able and desirable some discussion of the problem. \Jhe American 
states have obVI). ously gone be:v.ond a reasonable resort to continuing 
a~ropriations. ' 

H. C. Adams is typical of those who are tolerant toward the 
I pr ctice of continuing appropriations. He has brought out th'at, 
in ad~itio~ to 11J!ud.m_inistrath:e~df<Sirability and ~econo111y 
Qf...legislatlve...efiort. ...effected, the fact remains that it 1s alw~'~ 
~~~b.le._for_the..legi&la_tJJ:r~.J<>.r.eilea{a continuing appropriatio 11 
According to him one must reverse the viewpoint that a per a

).!-ent or unalterable feature in the financial system is ~volved.2 

~n criticism of this viewpoint reference is made to the fact;' already 
stated, (that occasionally the continuing elements are: · constitu
tional and therefore definitely outsid~_Jh~u~copLof iriimedlately 
l![eQtiV:~_jegis~ati~ ~actio~ What is more important, however, 
is the fact that !~gisla&!lr!l~-~r~_n()~ _ _presep.ted. with the necessity 
of· revie"!lll. and tliatthe entire philosophy of executive budgeting 
iS-destroyed, inasmuch as the. executive usually refrains from 

(
exerting suggestive or effecti_v_e power over these expenditures. 
While it is possible that in the.J!Itages of preparation and adop-

1 tioi1. thEt_qpport11p.ity .fo.r .perl"odi~_review exists, it is not facilitated 
«;!!....~!!!19P:r:aged. \lhis_ tend.s.Jo give to the continuing items 8. 

,fixitl..Jl!l(L~ . sanc!'osanctity_ that remov~ . them from the review 
ilia(J!l essel!ti~UP.P!:l!"iods _of financial'lli&!jessJ , Legislatures' have 
accepted the idea that the budget cons:ilts of a program presented 
to them by the executive, -:and it is a rare occurrence for them to 
make periodic review and research iri respect to the desirability 
of continuing or repealing statutory .erlactments. 1 In connection 
with the execution of the budget, it il;.frequently found that the 
laws and procedures. affecting budgetary items do not extend 
jurisdiction over the continuing items and that l)ontrol and regula
tion during subsequent stages are 1essened) (Immunities . and_ 
spe,_cial_prjyile_m, both those ~hat w~re. originally~· never in~ended 
and those that should be reVIewed m the light of new Circum
stances, are thereby supported.) For example, continuing items 
were frequently not subjected to the change necessitated by fiscal 
need, a change that other expenditures had to undergo. This 
is not surprising since it is usual that some desire to segregate 
such items and remove them from control moth·ates their adoption. 

It is seldom that continuingsxpenditure items are uot Amenable 
t.<LWJl'Ptt. o.f:j>roee~ures to which others are. subject, even in 

:t H. C. Adams, op. cit., pp. 153--6. 
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terms of the need of regulation and control. '··A clas~ification of 
gg:yqroment expenditures fails to justify the seg:t;egation of con
tinuing ite1ns, most of which are ·found in connection with grants-
-~-aid. to political subdivisions and expenditures involving con
tractual relations with beneficiaries. r.J.'hese two categories, con-

SiSting primarily of debt service requirements and subsidies based 
on formulas, i, are generally what might be termed fiscal charges. 
Continuing appropriations are also frequently the l;·esult of tradi~, 
iron, of legislative intent, or of executive desire. There are many• 
~xamples of expenditures that are not based mi any economic• 
criteyia or other legitimate foundation. 
· Yor the purpose of this study legislative review and voting are 
taken as a criterion for establishing a continuing status. 'There 
may be legislation requiring the state to meet 'fa specific need. l This may nevertheless be insufficient so far as the authorization 
of actual expenditures is concerned. The legislature must act 
on these fixed charges, and the executive has no choice with 
respect to the recommended appropriation that he must submit. 
His powers are merely advisory, a factor which is modified in the 
jurisdictions where the recommendations of the executive are 
protected from unlimited legislative modification. 

No effort has been made in this chapter to deal with the special 
mill levies that were formerly a prominent feature of state finances. 
There are a number of such levies which provide funds for con
tinuing appropriations. These fiscal mms will be discussed in 
connection with assigned revenues and budgetary unity. 3 At this 
point the following quotation from Buck's Public B1tdgeting will 
serve to explain the character of the items : 

1 ( In many states, continuing appropriations are prohibited 
: by constitutional provisions or it has become the established 
I custom to renew all appropriations periodically; consequently 

special mill levies have to be authorized by the legislature 
irdhese1nstances as a method of providing continuous sup
port for certain institutions and agencies. Frequently, these 
levies are not budgeted, since they carry with them the author
ity to spend on the part of the institution or agency receiv
ing the proceeds. .This is an unsatisfactory feature from the 
standpoint of comprehensive financial planning for the gov
~;q1ment and all its agencies. While a special mill tax may 
provide a constantly increasing income for a public institu
tion, permitting this institution to plan ahead of its develop
ment, such a tax tends at the same time, to .:make the institu-f 
tion more or less independent of central governmental authori~ 
fies, namely, the legislature and the executive, _l,l..nd therefor~ 
1!!!..n1pers .~~~e .. matic fhiancial planning for, the government a~ 
~ll..ole. · ; "hen once voted, the special mill tax may go on 
for years and the original amount may increase until it has 
doubled or trebled without any subsequent legislative sanc-

s See Chaps. XIX anrl XX. 
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tion. Consequently such a tax often removes the institution 
Or .. agency receiving it more completely from legislative con
trol than does the ordinary coi1tinuing appropriation. Further
more, the executive is generally prevented from budgeting the 
requirements of the institution or agency suppor~ed by a spe· 
cial mill tax, thus very seriously curtailing his managerial 
authority and controU 

Continuing Items in National Finances 

Great Britain and the Empire Group 

(A survey of the manner in which continuing expenditure 
items are handled in the various countries reveals the absence 
of any uniformit~ of budgetary treatment. The extent to which 
periodic voting is eliminated also shows marked variations:..! 
- ~he British are the foremost exponents of the segregation of 

continuing items. Their budgetary system and those modeled on 
it are prominent among those that do not require annual voting 
of all expenditure items. V!r: Great Britain the so-cal1.!~£l_Q9.1J.S.OJi· 
dated .Fund SerYices Gonsist of a number of items that are m 
force until their authorization expires or is repealed. The expendi
tures represented are for public debt service, fo~:. tl}e civil list._ 
for the Courts of Justice, ~orthern Ireland, and 
various other purposes.} Formerly, fixed subsidies to the Road ( 
Fund and to the local authorities were in part included. ; 
\}.bout fi~ per cent of the total outlays were ·carried in the 

Consolidated Fund Services until very recent years. tiYis undoubt
edly because the fiscal policies in general are less c{ynamic than 
those of the United States or because of the special character of 

,i'ome outlays, as those for the civil list, that such a large pro
~ion of its outlays are in the fixed category. In the last few 
budget programs increased outlays for social ·welfare purposes 
and the heavy armament program .have tended to decrease the 
proportion of the expenditures represented by the Consolidated 
'F11nd Services.) 

1 
The British' method involves ~J .... ...r.~;:.!fiw. but _!J:Qt ... a.xmu.al 

YQting, that is the details and totals are made 'known and linked 
toTe' ra~t ·a£ the expenditure program indicated each year. __ Pay
ments continue until the specific Acts lapse or are repealed. _Appro~ 
priations that continue indefinitely, as well as those au,thorized 
by Parliament for stated limited periods, are included. While 
it is difficult to generalize on the economic nature o£ the. items 
which are segregated in this manner, they have been aptly labelled 
'"~non-controversial. " 5 Parliament has tended to allocate to the 
Consolidated Fund Services activities which are not necessarily 
immune from modification bl,lt over which it has relinquished its 
desire for periodic voting. \The practice has in the past been 

\criticized because the Consolidated Fund Services include a~iyities 

4 Buck I, op. cit., p. 120. 
5 Hills and Fellowe~, op. cit., p. 24. · 
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whic .. h are not strictly of a continuing natur.et! t.MQtlJ. .. er~criticiSIJ!.l 
1stliat the· arbitrary segregation cuts ·acros8 'functional lines and 
aoes ·not· allow all expenses for· a particular·aervice · to .. be brought , 
tf>_g~.) . ... . . . ... ·-- -~--- ........ --.-~ 

In_ vie'W of ..the .limitations of Parliamentary action on .the gov
erivnent 's _ estimates, (the J?.ritish. segreg~tion ~ffects the. e~ecutive 
as welL~~~ J.~~ legi~l~ur~. The C.~nsoh~a!~~LFJ!nd _§~ry:1~e~_ are 
in a . sense imJ!lune .Jrom -·executive _pr9posals _for _ _irrevocable 
lrec·reases.-) tThe failure to review all the items may not serve . 
llieoest-economic and political interests of Great Britain, buy the 
budgetary methods involv~d. minim .. ize the. disadvant.ages. 'i.nherent 
in this type of practice. There!_ ~-'!o ... ~I!!P.!~tt ~thdrl!wal....aDd 
concealment oL_perm!J.!J._en _appropr1at10ns m obscur~_:_~tatutes. 

( tru:clta fe_w_ years ago pointed out with respect to the p;rmi!Iient 
uppropriatiim.I...Qf tlt.!UJ!lited State1 federal government t at "they-

. are concealed in the permanent statutes, fostering, in some cases, 
half-way forgotten activities and projects which ·run for years 
without CP,f.ll~:!ie~r by the executive or by Congress.''' 
T)].is criticism cannot be levied against the British practicel 

(The assigned revenues, chiefly those collected by agencies which 
ret&lilthem -ror--their~own purposes (known in Great Britain as 
appropriations-in-aid), are_n~~_included among the continuing 
jt!mls. Th.~~nifies the absenc_~~t another_pbjeetiou,ble · featllre j 
i~ connection witnsuch.items. • · · · · 
l The British Empire units that have been surveyed all follow 

Great Britain's practice. There are continuing: appropriations 
similarly budgeted in AustrJllia, Canada, India, the Irish Free 
§!ate,• a_nd. .~e-'!..~~~~~9:- --- - . ~---:--

• Buck I, op. oit., · p. 124, Also Willoughby, Willoughby and Lindsay, 
op. cit., p. 44. • 

'·Buck II, op. cit., p. 130 
• A discussion describing the Irish t'Ategory of eontinuing items reveals 

the reasons for their limited scope: 
Central Fund Services are direct charges on the ·Fund authorized by 

Statute for specific purposes and for a definite or indefinite time. They 
are non-recurring charges in the sense that once voted they remain in force 
until repealed, and eonsequently they do not eome under the annual review 
and l'riticism of the Oireaehtas. In fut, they may be regarded as eontinu
ing Grants to the Department of Finance for eerta.in well defined purpose~, 
and that Department has to render an acoount of all issues in respect of 
such chargee, and the Comptroller and Auditor <rl!neral must eertify 
the account and report on it to the Oireaehtas. Examples of such 
direct charges are the Salariea of the Judiciary and of the Comptroller 
and Auditor General, and the interest on National Loans. It ia thus 
ub,·ioua that surh charges, on~ vo~d are removed from eontrol and 
criticism of the Oireaehtas. which only poeeesl!f!s the right of repealing 
the Statute authorizing the charge. For this reason it ia established 
policy not to make any case a direct charge which eould just aa well 
be provided for by an annual Vote. The S&larie11 of Civil Servants for 
instance, are not direct charges on the Central Fund, and must be 
voted annually, so that the policy governing them ia subjeet to annal 
revitow and eritidam. On the other band, the object of making aueh 
itema of expenditure u Judicial Salariee direct charges 011 the Fund 
ia to aecure the inder:ndence of the Judie.iuy, and to remcrre their 
lcliona from the eritu:ism of the OireaehtaL J. B. O'CoDDell, fu 
~tM!W .td.Mtnatto. of B110r1U1t Btreuf\ (DubliD, 1935), p. lT. 
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United States Federal Government 

(!!!-J!l~~Stlites__tbe_iederaL ~overnment has had_ no tra~ 
_ditiOna_ll;Y:_r_ecOgl!l!El.!i_~ason fot.PR.SS!ng or dealing with continu
m~f8i>P.~om:iations. ~evertheless. since )800 a number of perma
nent(literally) appropriation acts have accumulated and have · 
~~n.--administered .• without the_p_eri.odic a_ pp. rov_ al of Congress~
Tl:leJ92L-budget.-reform....di<L.uot4ing to remedy__.the situatiot( 
However, (a more recent drive to eliminate the practice has 
culminated in the Perm~ne_l!t .ApJu~.opria.tioll..RepeaLAc:LDU9.3i! 

'

The law did not, however, remove 'all continuing appropriations 
. and does· rot interfere with the -right of the Congress to pass 
new ones} Some 367 appropriations affecting 27 services operat- · 

\ing ind{pendently of Congress were abolished.1~ In his 1937 
budget message President · Roosevelt said, '' B.LllPPJ:QlH:img_ 
~~~tly_in_st!)ad_;Qf_ authorizing_aJL.appropriation _thctJtmendment 
d~:gi~UCL t)le ___ fJ'eside~Lth!umporf;ulljty .to_ consideul.!.e need to 
include .!1-PP!:QP.!i~t~d .estimates in,JheJmdget; a!ld it denres ·to the
Congress ~he opp_Q_l'tunity _to _:revJew_such_ estimates· in their rela-: 
!~~~lhe. whole_ prog!:am .. 9tJhe_government.' '11 The statement 
was made m reference to a recommended repeal of a permanent 
expenditure provided in the: Agricultural Adjustment Act, since 
declared unconstitutional in its entirety. In the Act Congress 

·had specifically amended the Permanent Appropriation Repeal 
Act. . · · 

I 
As noted above~ the Reneal Act did not abolish all of the per

manent appropriationsJ\A)ebt service charges; which are excepted, 
gain their immunity from review through their contractural char
acter. For reasons that were- probably more political than eco
nomic 9r financial, a number of permanent appropriations, chiefly 
representing state-aid for agricultural extension wort_land __ !rrant 
colleges and <agrfc!iJ~U.ra"[Yocatio:iiaJ~<lucatioii werenot repeale_¢ 
Table V, showing the permanent appropriations in force during 
the fiscal year ending June 30, 1937, serves to indicate the relative 
insignificance of items other than statutory debt service charges. 

It is doubtful that Congress will refrain from passing specific 
amendments to the Repeal Act and that all unnecessary perma
nent appropriations will be abolished; There is no question, 

1148 Stat. 1224 (1934). 
"1o At the time of the passage of the Act in the House (May 7, 1934) Chair· 

man Buchanan of the House Appropriations Committee ia reported to have 
made the following statement: . , 

There .are three hundred and sixty-seven ''l.act. door" appropnations 
through which millions of dollars automatically go out the back doors of 
the Treasury every year without the knowledge, consent or approval of 
the sitting Congresses. 

It is maintained that neither by ethics, by logic, nor by constitutio~;~at 
authority has any one Congress the right to bind the hands of poster1ty 
by the ena.l.'tment pf laws mandatorily calling for automatic withdrawals 
fi.om the Federal Treasury without annual examination, approval, and 
snpervision of s'llW!eding Congresses. N. Y. Times, May 8, 1934. 

11 "Budget Melll!age of the President." The Budget of the U. 8. GO'Vemmenf 
for tlte .Fi8col Year ending June 30, f9S1. (Washington, 1936), pp. IX. 
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however, that such items should be limited. A.s(Willoughby~ has 
suggested,! the existence of continuing appropriations complicates. 
the probletnof ~~~~iE!I1g __ th~QU!!.e..J~{leraclgovernme~t.~. 

TABLE V. 
RECAPITULATION OF PERMANENT APPROPRIATIONS 

DEPART'MENT OR 
ESTABLISHMENT 

t~::!:t':~t ~~:' .................. 
Veteran's Administration ..•..•..•••. 
Allother ....................... ; .. 

Executive Departments: 
Agrioulture ........ , , .............. 
Commeroe ......................... 
Interior ... , ... , ................... 
Justice ........................... • 
Labor .••.•.•••• ,,,,,,,,, ..••.•..•. 
Navy ............................. 
fltate ................... , ... , .. ,,, . 
Trelll!ury: 

Interest on the public debt ...... , . 
Public debt retirement funds. , , , , , 
Allother ........................ 

War .............................. 
Distriot of Columbia .................. 

Total ........................... 

General 
~~~~Count 

1800 00 

....... so:ooo·oo 
113,835,717 04 

· · · ·o;&so:ooo·oo ................ ................... ................. ................ 
805 '000. 000 00 
580,000,000 00 

2,990,000 00 . . ~ ............. 
················ 

11,611,436,617 04 

Special 
account 

.. i892;&75 
1,253,500 

·a:4oo;ooo 

... i»;ooo 

15,671,076 

$78,000 

72,310,980 
17,000 

2,000,000 
147,450 

111,186,040 
947,808 
60,000 

1,717,100 
20,000 

............. 

.. i7;s2s;soo 
1,937,700 
1,435,00!1 

1113,382,378 

Total 

$78,000 00 

72,310,980 00 
969,676 00 

l17 ,089,217 04 
147,450 00 

28,136,040 00 
947,808 00 
60,000 00 

1,717,000 00 
20,000 00 

805,000,000 00 
580,125,000 00 
20,515,300 00 
1,037,700 00 
1,435,000 00 

11,630,489,870 04 

Source: Appropriations, Budget Estimates, ete.: Statements for the Seventy-fourth CODgrllllll, 8ecollli See. 
1ion (January 3 to June 20, 1936). Sen&te D~ent No. 276, Washington, 19~7, p. 763. 

~oduceiLelem.!mt!LO~ uncertaint1 . ..i.n...determin.ing. the t.otal fun.ds.. 
voted for then ~uppor ~ .. of gqverniQ.e:o.t, and impairs J~e- pow:ers or Coug·ress 'hi the dir~ction and control oLspending_ services.1~ 
The hearings held hi the House prior to the passage of the Repeal 
Act show that the existence of such appropriations could not be 
defended on any acceptable grounds.18 A method of segregation 
might serve to call the attention of Congress both to the current 
and tp __ a.ny f. uture permanent items. exempted from the Repeal 
Act. @e_ British practice' is superior. m this respect) 

(~;:den is another nati~n\~-~he ... ~~;o:p that has been surveyed 
il1 which many continuing items are foun<)l The category of 

\ "extra" appr~priatio~ includes only those that are reviewed 
~ll~{ea eacUy~ai\14} !Another category Of Ord~aj}llrQPria. 

tionM eorrt-spond!__;oughly to the ConsolidatedFuntf Services of 
Great Britain. Vie ite!l\s are reviewed but seldom varied; they 
receive blanket approval/ 
Frpnee 

~In Fran<'f> one meets with a convincing rf>ason for doubting 
the desirability of crE>ating continuing i~ems. Objectionable budge • 

. It W. F. Willoughby. Tilt 1:atiomd Btul(ld Rysteta: eoitll Buggut:imJ• for 
''' lmprovemmt. (Baltimore, 1927). p. 251. 

u Permanl'nt Appropriations: HeariDI!@ before the Sub-eommittee of 
the Rou!lf Committee on Appropriations, 73rd Cong., 2nd Session, Washing· 
ton, 1937. 

u 8~'• Budget 8yatem. unpublished survey prepared for the writer 
by N. Stensland, Stoekholm, May, 1934, P•' !. · 
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tary autonomy has eVidently been encouraged.) ':Because the 
procedure calls for legislative control and review of all budgetary 
items the practice has been· to place entirely outside the scope 
of the budget systems any "itemrtor -which it· is not deemed 
HesU"aOle"topermitariD.U:arregrslatlve review. ) 

.As in .some of the American states, the French have felt that 
public confidence will be enhanced if the government is able to 
pledge the Legislature to recognize the sanctity of an expenditure 
cl}tegory. · · · 
(The segregation of continuing items outside the budgets rele

gates the subject ma~e.r,.. to the study of extra-budgetary elements 
in the fiscal system. '"'''he problem . here .differs also because of 
the fact that the e ra-budgetary character of the expenditures 
necessitates the assignment of specifically dedicated revenues for 
their financing. .A student of the French budget system has noted 
that the cost of collection of many taxes, a not insignificant ele
ment in France, is· not periodically fixed by the Legislature.15 

A number of other items are discussed below in connection with 
assignments.18 lt is obvious that(the absence of any continuing 

. items jn the framework of the Ftench budgetary system proper 
does not signify careful and uniform legislative control of all 
items or a conformity to the annuality principle/ 

Other Nations 

· (There is a marked tendency. to avoid continuing items in coun
tries that have had difficulties with budget balances or which 
cannot afford to relax legislative control to any large exten.!) 
Belgium, Denmark, Germany, Greece, Hungary, Italy, the Nether
lands, Rumania, Turkey, and Soviet Russia require that all expen
diture item.S be annually reviewed and, where legislatures function, 
voted)· · 

In Belgium the review and voting takes place in spite of wha~ 
in other countries may be considered to be the fixed and recurr-

, ing character of the outlays. The . explanation in Belgium is 
found in the constitutional requirement for periodic review and 
control. In Denmark a number of items are voted according to 
the plan of long-range schedules. It may be supposed that because 
of a prohibition of the practice of retaining continuing appropria
tions, these items are voted periodically to conform to the law. 
Germany, Greece, Hungary, and Rumania may be credited with 
having adopted the system and the practice of annual · revtew 
because of their financial difficulties. (The practice in the Nether-

. lands of avoiding continuing items reflects the high standard of 
comprehensiveness in the system of that country.' With the back
ground of Germany's adoption of the Weimar Constitution and 
its budget provisions, it is not surprising that there has been art 

. attempt to assure complete control of all expenditure items. 

15M.. B. Geny, ''La Regie de Ia non-Affectation des Reeettes aux Depenses 
Publiques dans le Budget de l'Etat!' RetnH de 8citnoe et de Legi8lation 
Fifll4.m6re&. Vol. XXX, No. 2, April, May, June, 1932, p. 414. 

11 See Chapter XVl. 
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(Italy, Turkey, and Soviet Russia) three countries associated ~th 
subordinated legislative power, have retained the nominal req~re
ment assuring comprehensive legislative review. In Italy existing 
appropriations are reapproved as a formality. This appears to be 
one of the many anomalies that can be noted when Italy's de facto 
governmental institutions are compared with its Constitution and 
its Legislation.17 A similar serious ef):ort to make the system com· 
prehensive is found in Turkey. This' lip service to comprehensive
ness where the political element is absent may· be interpreted as 
indicative of its economic importance in more democratic govern
ments. It should be noted, furthermore, that few countries have 
been removed from the effects of severely fluctuating economies 
and that the question of revision and review is inevitably of major 
concern~ Economic necessity has overcome political sanctity as a 
factor iu the avoidance of continuing outlays. 

Sununary _ 

(!!t~~yents and .Practices_ ~Jt.the__n.ational units point defiujtel;v\ 
to the belief thatcontinuing outlays arellot.cond.ucive to. . .the.besl. 
!ifia@ial~resul~.·-~e American states might well follow the fed
eral government in trying to abolish all continuing items except 
~~--linked_ t?. fixe<!__coQtl'a~t!laLobFg~t!~ns _:_tu_r~di~()J'I._and_ 
sumlar expenditures~ For those conbnumg appropr1at1ons that 
are retained, the p(actices of Great Britain, the Empire· group, 
Sweden, and a few other nations that are not normally as com-

~
lendable in their budgetary procedures, can profitably be copied.~ 

The appropriation acts should not be obscured nor should the 
stimates of the continuing outlays that are to be made be so 
ntermingled with the periodically reviewed a.s to be denied legis. 
ative attention. /In France the volume of the continuing items, 

the link with assigned revenues, and the failure· to segregate and 
publicize adequately the estimates of these outlays brought about 
the same conditions that will be described below in the various 
American states.' Examples in the states of .all varieties of atti~ 
tudes towards the problem can be noted, but unfortunately 
analogies with the French condition are all too numerous. 

Continuing Items in American State Fmances 

(The prominence of permanent and continuing items in state 
finances and the budgetary abuses with which they are associated 
tend to make this aspoot one of the most important phases of 
the problem of comprehensiveness in these units of government. 
There are marked variations in the practices found and many 
definite indications that continuing appropriations have often been 
the cause of much difficultyJ The budgetary implications of state
aid and of assigned revenues are treated elsewhere but it should 
be recalled that they involve items which, in respect to annual 
co~trol and review, are similar to continuing appropriations.. In 
this part, however, they are not specifically menti~ned, and an 

" See N. Y. Timea, :N'OY. 1&, 1938. 
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indication of an absence or repeal of continuing appropriations 
does not include any reference to these other expenditure cate
gories. Statistical compilations also reflect the confusion of the 
several categories. .All items not periodically voted are frequently 
~qouped together. 
\Of ~e states)for which information has been made available, 

some tee including Arizona, Colorado, Illinois, Iowa, Ken
tucky, ar~d, Massachusetts, Mississippi, Missouri, Ohio, South 
Carolina, Texas, Virginia, Washington, and West Virginia-fdo not 
fina~~Jtnx coP.&i_~rable __ portio:tLPL!hei!: services or activit1es 
lfirough ~ip.l,!ing _ ~.12P!.OP!'iati()ns. Of these, at least three-.:." 
So~arolma, Missouri/8 and Texas-Q.8;YEl. .. !JQnstitutional pro
hJ.h!Y.QUS. }Massachusetts is the only state in the "annualn group-· 

not reporting any- continuing items. Four of the five states in 
which annual budgets are effective have no prohibition of con
tinuing appropriations. In South Carolina none of the appro
priations running for two years would conflict with the constitu
tiQnal provision; they would technically not be continuing 

~
propriations. . 

. The prevalence of biennial budget periods does not seem to 
ha e militated against the 1J.Se of continuing appropriation~ In 
Colorado 19 and Mississippi the abolition of this system has been 
of recent. date. Colorado has also been singled out by Buck as 
one of the worst offenders in the matter of using the proceeds of 
special mill taxes under continuing appropriations.20 Idaho may 

,.well be included among the states that have abandoned resort 
, ~ontinuing appropriations since their magnitude is negligible. 
l'urthermore, recent legislation provides specifically that continu
mg items be taken into consideration during both the formula
tion and the adoption of the budget program.21 

As indicated below, New York's position in this group may also 
be defended. An exceptional situation, one that is at variance 
with the South's typical concept of budgetary efficiency, is to be 

18 "The constitution requires that the budget show estimated revenues and 
a eomplete plan of expenditures. In practice, all expenditure items are 
reviewed and voted in the budget except those to be paid from grants, fees, 
and earnings received by the educational institutions. This exception results 
from S. B. 124, approved May 2, 1933 (Laws of Missouri, 1933, p. 415) 
relative to the deposit of fees, funds, and earnings into the state treasury. 
There are no permanent appropriations. Certain appropriations, such as 
for public schools and blind pensions, although voted biennially are made 
mandatory by state law and thus constitute fixed charges on the state 
treasury." The Missouri Budget System, unpublished surver prepared 
for the writer by Professor Lloyd M. Short, University of Missour1, Columbia, 
Aug., 1935, p. 1. · 

19 Letter from James P. Mcirivoy, State Budget and Rfficien<>y Commissioner, 
under date of June, 1934. _ 

30 Buck I, op. cit., p. 120. · 
nThe relevant sections of the statute read: . 

See. 1. Provided that departments or agencies operating under con
tinuing appropriations must file with Budget Director statements of all 
its expenditures and estimated requirements for the ensuing biennium. 

See. 2. Joint Appropriation Committee of the Legislature shall intro
duce appropriation bills covering requirements of those departments 
receiving continuing appropriations. Idaho Laws (1933), C. 136. 
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found in Georgia. There appears to be a large number of con
tinuing appropriations provided for in the Constitution and on 
the statute books, but a regular review and reimposition of the 
statutory items is called for in each general appropriation bill. 
This is an intermediate solutio»: of the eontip.uing appr.opri!ltion 
fllOblem, similar to the one preVIously noted. \Jf contmumg Items 
m state finances cannot be abolished, they should at least be drawn 
studied expenditures) • 
Selected States 

ln those states that retain continuing appropriations, difficulties 
ana dissatisfactions are met with frequently. The situation in 

(!)Alabama is particularly interesting: The report on the Brookings 
. survey made in 1932 commented severely on the prevalence of 
the pe5manent appropriations -J 

fhe present system of permanent appropriations deprives 
the legislative body of its most important function; that is, 
determining what appropriations shall be made for the activt. 
ties to be performed by the administrative and executive 
branches of the state government) Each governmental activity 
should be justified at each regular session of the legislature. 
The legislative body should make all appropriations at each 
regular session on the basis of (a) total resources available 
and to become available during each fiscal year of the suc
ceeding quadrennial period, and (b) the· need for such public 
service. 

The per capita appropriations are believed particularly 
objectionable, because they encourage the institutions to in
crease the number of their inmates, as the greater number 
they have the more money· is made available to them, and 
it discourages the discharge of inmates, as their removal 
reduces the amount of the appropriations payable to them 
at the beginning of each quarterly period. · 

(Under the present system· the departments, and particularly 
the institutions, operate as if they were independent entities 
and have no relation to the state government except to draw. 
their appropriations and spend them as they deem proper) 
They operate as if they had no responsibility for assisting 
the Governor to balance the expenditures against expected 
resources.> The spending agencies, however, cannot be blamed 
wholly for their present attitude. They have operated inde
pendently for years and they have undoubtedly expended 
their appropriations wisely, but until they are brought under 
•. central control and are. required to justify their appropria
tions at each rei!'Ular S('S..'llOn, they cannot be expected to give 
much considt>ration to the finaheial situation and prospects 
of the govt>rnmt>nt as a whole.11 

"Rt-port 0t1 • Burl't'y of th Orgt~ttilatiott ••4 AdMittYtrotiott of iu 8t«te 
u4 Couflttl GoNonlflk'flte of Al4klll4, submitted to Governor Miller by the 
l1111titutto for Gonrnmental Re&N.I'l'h, Brooking11 Institution, Wuhington, 
D. C. 1932. Vol. 3, Part !, p. l'a. 
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On the basis of these recommendations the Alabama legislature 
·in the extra session of 1932 repealed all ''definite, indefinite and 
contingent permanent" appropriations.28 Obviously, it could not 
repeal those provided for in the Constitution. Nor did it disturb 
those statutes that provided for the payment of interest on 
indebtednes$ "arising out of the disposition of lands devoted to 
state institutions by the federal Congress." 24 There is a similarity 
between Alabama's efforts and those of the federal government 
mentioned above. · 

6-/ In California the amount . of continuing appropriations which 
'1tte not subject to periodic review and approval by the Legisla
ture reduces the budget to a position where it concerns itself with 
'little more than one-quarter of the :fiscal activities of the Stat~ 
In the 1933-1935 biennium it was noted that 73 per cent of the· 
·total budget was made up of fixed charges and that only 27 per 
cent was controllable by the Governor: It is obvious that some 
part of these could profitably be biennially reapproved. A former 
State Finance Director has· noted that the bulk of the State 
.expenditures were not subject to any current legislative or admin

fistrative control, and that because of constitutional and statutory 
enactments, they were reduced to the absurd position of being 
chargeable ta the direct mandate of the people. 25 In a hitter to 
the writer, this former official stated that one of the two reforms 
his State needed in· order to cope with the economic crisis was 
the elimination of fixed charges so that each budget might be 
enacted in the light of the currenj; financial needs. However, he 
also stated that proposals to carry out the abolition of continuing 
ar'Propriations introduced in the legislature have been defeated .. 
~ Florida is another State in which continuing appropriations 
f form a tremendous proportion of the total :fiscal activity and 
' reduce to an unimportant position the control exercised by the 
budgeta17 ~ystemJ Table .VI ~hows clearly the ~:ffect .of continuing 
appropriations. (At no time m ~ ten-year period d1d the budget 
cover more than 22% per · eent of total State appropriations, a 
proportion that in some years was reduced to as low as 11% per 
cent. \The variations give some indication of the irregular review 

· aeeori1ed the eontinuipg appropriations since the rate of change 
as well as percentage of these appropriations to total state dis
bursements is not uniform. The comment in an official report is 
enlightening: 

It will be noted from this table that the State Budget Com
mission budgets approximately only one-fifth of the State's 
disbursements; no estimate of. anticipated revenue is con
tained in the budget; and the legislaturl} 's biennial appro-

. priation bill covers only. a like amount. (The budget, there
fore, is little more than a program for current expenditures 
out of the general fund, the receipt and expenditures of 

21 Ala. GeD. Acts (Extra Sess., 1932) No. 37, §10. 
ll41lttd. 
11111 Roland A. VaDdergrift, T1r.e Control,' of Sto.te Ea:pendilures flwovg11 

B'/MJgtlli.ag olld B'lldgeto.f'll Control, (mimeographed) March 15, 1932, p. 7. 
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special fun~ being altogether omitted. ) The balance of the 
State's disbursements, over four-fifths, is disbursed under 
authority by continuing and permanent appropriations that 
never come before the legislature after they are enacted, 
unless a special bill is introduced affecting one of these appro
priations.\ The list of continuing appropriations is too numer
ous to allow even giving the titleS> in a report of this kind. 

In many ·cases the legislature has provided an appropria
tion twice for the same governmental activity; once when the 
act sets up the activity and provides for it a continuing appro
priation i and again when an appropriation for the activity 
is included in the biennial' appropriation bill. Legally it 
would be possible to spend all of the appropriation provided 
in the biennial appropriation set up in the original bill creat
ing the activity, thus defeating the intention of the legisla.
ture to limit the expenditures for a particular object. This 
evil can be abated by providing through a constitutional 
amendment that no appropriation shall run for over two·years 
and that all anticipated revenues and estimated expenditures 
and disbursements of the State shall be budgeted. This would. 
make it necessary for all financial matters of the State to pass 

( 
before the representatives of th~ people every two years.26 

In Florida, as in the other statew in which a study of the 
problem has been conducted, (a suggestion has been made regard
ing the repeal of all continuing appropriations.) · 

·TABLE VI. 
CoKPABISON OF BUDGET wrrH APPBOPR.tATIONs .&.ND DISBUBSElO!:NTS · 

.Fle>rida 

Ratio lltate 

FISCAL YEAR Stat.ebudget Lecislatift CondnuiD& Total State bu.d~--
appropri&lioa mendaticm to 

ENDING -ooation appropriat;iaa IIIIDooWdaeiecl diabunemenlll toU!Iltate 
disburaemeDa 

k11,t924 ....... a.sto,23r •• lt,&30,528 Ot SiU08,1lltl e& 118,&38,6511 0'1' 18.93 
• 11, 1926 .. ,.. ... 8,510,237 flli 3,170,490 04 12,713,28'1 21 25,883. 7'17 i5 13.66 

Jua~ 80, 1926 ....... 5,041,262 48 4,993,013 98 10,278,658 04 "15,271,572 till 83.01 . . . . . . . . 

80,1927 ....... li,OU,262 48 4,741,986 48 39,lili2,066 90 84,294,053 38 11.38 
80, 1928 ....... 6' 183.5~2 49 G.S67 ,641 48 32,210,732 lT 38,578,373 65 16.03 
80, 19211 ....... 0,183,592 49 5,656,605 51 !6,926,166 3! 32,682,771 ll3 18.08 
80,1980 ....... 6,49(.400 47 10,510,470 86 32,324,765 08 ti,835,236 83 15.16 
80,1981. ...... 6,494,460" 10,266,295 111 24,463,056 36 34,729,351 (3 18.70 
10, 1931 ....... 1.1111 ,on 62 7 ,186,0ll8 50 i5,093,lili9 14 82,278,587 84 ZU8 
10, 1933 ....... 7, l9l,Oll 62 7,185,028 50 i5, 190,495 38 32,375,523 88 22.11 
10,1934 ....... 6,777,516 06 t,U6,131 U 218,733,883 g ll.li,150,014 011 ..... 

• Sis -till .,..;od due to eh&JI&I! iB .-uatiotl period fralll aaleadar ,_to fial ,_ ~ 1- 301&. 
llouree.: &lpor&llf cu .S,..,.. C-at .. • fll.llllioa -' PtobMc D~ ta fleriM. ep. .,_, p. 2t. . . 
" Ibid., p. !8. . 

., "Steps Bhould be taken to control expenditures in the interest of 
eoonomy, Control rather than preventioa Bhould be the objective. Since 
eontrol ultimately rests with the people, they ahould be informed aa to 
the u:pendituree through the diuemination of information by a central
ia>d filll'&l authority. Bud~ting should be made more eft'ectiYe. All 
state appropriations ahould be int'luded in the budget; onder the pnwent 
praclioe the greater proportion of state expeaditures is Dot eo i.Delwted, 
du~ to oontinuing aad permaneut appropriatioua made b7 the Jegialature." 
lttd., p. 6. • 
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{In ·Jhigan conti~uing items are periodically called to the 
attention of the Legislature and' are included in the budgetary 
~alculati~ns. 28

} Although it is .evident that their inclusion is for 
mformatlonal purposes only, this procedure proves that these items 
have been taken into consideration by those preparing the budget 
program. · A complete revision of Michigan's budgetary practice 
repealed all continuing appropriations but excepted from the 
repeal those for building and other speci1:1-l purposes in connection 
with educational institutions, including Western State Normal 
College and Michigan State Normal College. Appropriations from 
the proceeds of the mill levies. for the University of Michigan 
and for Michigan State College were lifewise excepted.29 

Ali interesting ~ituation js found .!n \Tennessee:~ T?e Public 
.Acts of 1923 provided that "all contmumg appropriations here
tofore made by the legislature are hereby expressly repealed.' '80 

But the repeal was not fulfilled, as indicated in a statement 
received by the writer, containitig the following comment on the 
situation in Tennessee: 

. However,( the practice of authorizing continuing appro-
,. priations has persisted.) The General Appropriation Act of 

1931 (Chapter 85, Sec.' 5) provides: "All continuing appro
priations now in effect and not specifically provided for in 
this Appropriation Bill to be continued, unless repealed, or 
otherwise provided for." The General Appropriation Act 
for 1933 (Chap. 40, Sec. 3) adopted a more stringent policy. 
It provided "That all continuing appropriations under any 
former· Acts except contingent appropriations for enforcing 
the .laws of the State, be and the same are hereby suspended 
during this biennium. Provided. That the continuing appro
priations for various examining and licensing boards shall 

· continue, but the expenditures therefor shall not exceed eighty 
per cent (80%} of expenditures for the same purpose during 
~he biennium ending July 1st, 1933. " 81 

The effort to eliminate the continuing items, while not succ~ssful, 
has at least served to bring such expenditures more or less regu
larly to the attention of the Legislature:-

: .. New York-

Before the statement of some general conclusions regardin!t 
the extent to which the comprehensiveness of state finances is 
affected by the persistence of expenditures under continuin~r · 
appropriations,• the situation in ~ew York will be reviewed. 

u Estimates of continuing appropriations (together with debt service 
charges) are prepared by the Budget Director and placed in the bud!tet. 
Jlicliga• 8tate Budget 8.1Jstem, unpublished survey prepared for tl1e wr1ter 
by G. R. Thompson, Detroit. June, 1935, p. 2 . 

. · at Michigan, Act of 1933, Sec. 187. · . 
· so Tennessee Public Acts of 1923, Chap. 7, Sec. 4. 

at f'lr.e Budget 8ystem. of Tennessee, unpublished survey prepat'ed for tbe 
writer by Dr. T. Levron Howard, Tennessee Valley Authority, July, 1936, PP· 
t-3. 
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In this State the volume of continuing appropriations not related • 
· to fixed contractual obligations is insignificant in comparison with 
the total annual disbursemen~ of over $300,000,000. Table VII 
indicates the nature of all continuing outlays including state aid · 
and debt service and their relation to other appropriations. 
.Approximately 11 million dollars out of total fixed charges of 
194 millions for the fiscal year ending June 30, 1937 are of 
the type that the federal government partially repealed. It will 
be noted that only certain. services in departments that receive 
the bulk of their funds from annual appropriations are financed 
under continuing statutes; only a negligible proportion of the 
normally variable outlays are immune from periodic voting. 

The volume of fixed charges in New York has . been steadily 
increasing ; each year a smaller proportion of the ex:penditu.re:; 
to be made in the next fiscal year is subject to the planning 
and control of the Governor. (See Table VIIL) Governor 
Lehman in his 1937 Budget Message commented upon this state· 
of affairs, calling attention to the restricted scope of his powers. 
The budget submitted to the Legislature, as may be seen from 
the tables, does not omit or obscure outlays for fixed charges. 
There are statutes requiring the Governor to submit the estimates 
listed under fixed charges. Because the legislators are required 
to act on them, the items are segregated and publicized. 

It should be noted that(the constitutional budgetary provisions 
of New York contain no' specific mention of continuing items.) 
With approximately two-thirds of the State's outlay in a fixed 
categ-ory, it is inconceivable that they conld be obscured or neg
lected by procedures not calling for periodic review. ( New York, 
however, has disregarded the constitutionally supported concept 
of executive budgeting. It has affected the comprehensiveness of 
the encutive 's planning, if not that of the voted budget) In his 
1937 Message the Governor made no recommendation either for 
& specific re,•ision of any of the items or for a change of their 
status. He did, however, cause a Commission to be created to 
study the problem of state-aid, the most important element in 
the State's fixed charges. Since the nature of the debt service 
precludes any modification, it is chiefly in the field of state-aid 
that possible changes could take place. It is interesting to note 
that the Governor included the estimates of the legislature and 
the judiciary, over which he has no power, in the category with 
state-aid and debt service. 



TABLE VII 
GENERAL FuND .APPBOPBIATIONS 

Neld York 

Current Expenae 
(Emludi111 Fixed Charges) 

1936-193'1' 
recommended 

Orgam.aUon Unit appropriations 
Exeoutive., .... ,, ...... , ................ , , .... , ... • 15,837,490 95 
Law,. ... ii''''""""'"•'"''""""'""'''""' 1,119,679 13 
1~i~ur::u..c:cf~&rk'eti::: :::::::::::::::::::::::::: d~8:~~~ ~~ 
&~rg~;,e:: :::::::::::::::::::::::::::::::::::::: ~:::gzg gg 
Coneervation.,, .. , ,, ., .......... , , , , ...... , , . .. • .. • 2,530,418 55 

f~$;~;:.~\tj ~ ~,\ ~ ~ \j\ ~ ~ j ~ ~ ~ ~ \ jj \ j ~ [ j j \ ~ ~ ~ i j ~ ~1 ~ ~ ~ \ UIH~ li 
~:hlt~:r1o:~::::::;: ::::::::::::::::::::::::::::: a~:m:It~ gg 
~~~r:e'rr!:e::: ::::::::::::::::::::::::::::::::::: 1a~~:~~~ ~~ 
State ...................... ., •• , ....... ,' .......... ,. 688,350 00 
Taxation and Finance ........ ,,,,, .... ,, ......... , .. , 8,922,300 00 
Mieoellaneou .. ,, ....... , ...... , •• .. .. • . • • .. .. • .. .. • 759,925 00 -----Total ••• ,, ...................... : .......... ;,.. 191,366,738 35 

Legialature, • .. • • .. • • • .. • • • • . • .. • .. .. .. . . • . . . .. • • .. • 1 ,897, 677 52 
Jucj.ioiary ....... , ...... , ............................ ___ 4_,o_2_1_,o_2_7_9_2 

Total, ........... , ............. ,,.............. 6,918,705 " 

Capital outlaye ..... , •••..•••••• ; .................... ---li-,5-4-2-,07-4_00_ 
Grand total..................................... 1102,737,517 79 

~·$ 

Fixed ChArges 

State Aid: 

1936-1937 
recommended 
appropriations 

AKriculture and Markete ............ ·............... 1250,000 00 
Eaucation ................. :...................... 122,139,819 89 

· ~~~lt:w-;,;.k;.::::::::::::::::::::::::::::::::::::: 4.:Ag;ggg gg 
Social Welfare .................................... ';...· __ 7_,5_o_o_.o_oo_o_o· 

Total. ...... · ............. ·..................... 1135,307,819 39 

Other Fixed Charges: 
Executive ....................... ·.- ............... ·• 1102,000 00 
Audit and Control ............. , .... ,.............. 4,924,666 22 
AK!'ioulture and Markete ................. ,......... 1,450,000 00 
Correction........................................ 281,203 78 

~~~f~~~~: ::::::::::::::::::::::::::::::::::::::: 1.7~~:~&~ g 
Labor............................................ 672,258 18 
Mental Hygiene ............................. ,.,.,. 669,783 00 
Social Weliare..................................... 505,000 00 
Judiciary .... , ••••••••. , .•••••.•.•••••••••.••••.• ';_· ___ 5o_o_,o_o_o_o_o 

Tote.!........................................ 110,910,112 71 
Debtaervice...................................... 47,211,798 17 

Grand total ............................. ,..... $193,429,730 27 

Source: Staw of New York, Thtl E:ncvliv• Bv.dgel, 1096-IOS1, op. oil., 
Vol. I, C. VI-VII. 

(X) 
Q' 
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TABLE Vni 

APPBOPBIATIOJII 

Nt~~~~ Ytri 

Tea yean ago (1926-27) .................. . 
Five yean ago (1931-32) •.••••••••••.•••• 
I..afi Yetll ( 1934-35) ...••.•.••.......••••. 
Thill yet~~ (1935-36) ..••••••.•..•.•••.•••• 
Next yet~~ (1936-37) ......... · ............ · 

Source: Ibid, p. 'ri-vii. 

Current expense 
(ExcludiDC 

heel charges) 
$101,862,936 35 
154,963, 771 09 ' 
98,332,464 33 

101,764,734 32 
102,737,517 79 

Fiud cbargea 
$84,033,897 01 
153,786,123 86 
181,241,743 35 
186,698.94.5 23 
193.~,730 ~ 

/summary and Conclusiona ~. · 
(In practically every state where the problem exists e!orts 

must ·be made to remedy the. continuing appropriation situation.\ 
.J?-_ least all the expenditures that are not based on necessary 
contractual relations or on formulae should be annpal!J review~ 
It is particularly important .that a state benefit to the flilfest 
possible extent from the freedom that its budget planners enjoy. 

(Fixed charges linked to debt service and state-aid, as well as 
"legislative and judicial immunities, should be the sole instances of 
comprehensiveness principle impairments on the seore of con· 
tinuing·items. The problem in New York is of special signifi-• 
cance. The prohibition against the Executive's submitting mod
ified estimates to the legislature is! decided disadvantage from 
the point of view of fiscal efficiency · 

The decision to classify such major State expenditure cate
gories as state-aid and debt service as fixed charges is a matter 
of fiscal policy. ~ long as legislators may modify the payments 
at will, there is no reason why the Executive should be limited 
in his advisory powers or the legislature deprived of a periodie 
re,•iew. If legislators cannot be trusted to provide for obligations 
to creditors or to the local subdivisions, they should not be truste4 
with thl power to grant or withhold funds from any of the 
services rendered by the State. The advantages gained by remov
ing the items from legislative tampering do not outweigh the 
disadvantages inherent . in limiting the sphere of the finances 
over which planning and eontrol is exercised{ The fact that many, 
jurisdictions are successfully operating without continuing appro
priations and that increasing numbers of states are taking steps 
to eliminate them indicates that the disadvantages have in prac-
tice been greater than any benefits obtained.) . ,;:;-

The Periodic Review ol Revenue Measurea • . 

(Neither the political nor economic factors that have in1luenced 
the.development.of budgetary practices have neeessitate4_a periodic 
renew and votmg of revenue measures. Taxes are eommonly 
~felt"l~erm!!.l!_ef!Cor_contmuing:__nntil aspecilieatinie-men
tioned in the law authori.zmg -their- eoiJ.ection. . Those governmenta 
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that provide for an annual reimposition of all revenue measures 
probably ~ecessarily complicate administrative and legislative 
practices.) ~There is no indication that periodic voting has encour
aged car{ful study of revenues at each session and that authoriza
tion is anything more than an empty formality.) The real reason 
lies in the fact that taxation estimates, while important in connec
tion with tax anticipation and borrowing, have no legal signifi
cance for taxpayers or tax administrators, except where appor
tionments are involved.(W e are not, therefore, under the neces
sity of. encouraging periodic review beyond the normal revisions 
necessary for tax reform.) It appears advisable to follow the 
custom of varying the rates on the specific taxes used for 
this balancing purpose and of disregarding the other levies unless 
there· is an intent to modify some of the provisions of particular 
taxes. 

In connection with the property tax, where the levy is variable 
in . terms of expenditure needs, rate fixing becomes an automatic 
function readily performed by the legislature or passed on to 
some tax administrative body. In cases where tradition and cus
tom have established one or more taxes as balancing variables, as 
in Great Britain, no specific . budgetary legislation is necessarily 
involved. These taxes 'usually do not lapse in the new period 
and remain in force unless the executive or the legislature initiates 
a change. Such action with respect to tax measures must not 
be confused with the periodic reimposition of all tax measures. 
~Belgium, Denmark, France, Germany, Greece, Hungary, and 

Italy should be included in the list of those nations that require 
annual approval of revenue measures> (It is neither necessary nor 
possible in modern taxation to review comprehensively the meas
ures at each session. Therefore, in the countries where annual 
reimposition is called for, it is found to be of a nominal and per
functory character. The efforts at tax reform that are made 
are not usually linked to the periodic readoption of tax measure~ 
There is little or no discussion. It appears to the casual observers 
that the annual reimposition of all levies, as in France, encour
ages the manipulation of estimates in order to achieve a balanced 
program. 

All the other surveyed nations follow the practice of the 
·federal government of the United States in which taxes imposed 
by statute uSually do not remain in force for a period coincident 
with that covered in the appropriation acts. \ Tax reforms or 
rate revisions are not periodic. There are frequent and basic 
revisions of federal taxes but these ,are not required by law, nor 
can it be said that they are always properly timed or otherwise 
consonant with the budget emphasis on balance~; 

As indicated above, there are· a few jurisdictions that have 
accepted the practice of revising the rates of specific taxes 
although no legal necessity for this exists. ( England usually 

, revises its income tax rates and its tea duty rates through the 
budget if no other provision to meet increased revenue needs is 
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recommended. The British thus devote greater effort toward the\ 

· coordinatio1!__9f_npe~ditu,r~s ___ and.:...l:'~Y!l_IlUe than do any of the 
cotii:i.fries that require animal review of all revenue measur~ 
In the Irish Free State a modification of the British procedure 
is noted. The situation has been described as follows: 

In the case of more important taxes annual review is 
frequently called for. · An exception to the general rule • 
regarding the permanency of tax measures is found in the 
case of the income tax and sur-tax. Vl'hese levies are perma
nent but the rate at which they are to be collected is deter
mined· ~t a time and it must therefore be reviewed 
to determine the rate for each financial year.'2 

. 

The situation in the ~merican state~) is open to an entirely 
different interpretation because of the fact that(legal provisions 

' of one sort or another usually require or imp\y the planning 
and adoption of a balanced program. This indicates that some 
periodic review of revenues would be expected. Actually none of 
the states follow France and the other nations in her group in 
limiting· the validity of tax measures to the duration of the budget 
period. } Where the property tax is not used in connection with 
the balancing requirements, no legal or customary revision of 
all or individual tax rates is voted. · 

\The use of the general property tax, while limited, is such, 
however, that in a large number of states there ~ 
r~ It is the older property tax ideology that is 
responsible for the existence of this practice as well as for its 
persisten<'e. To the extent that an adequate collection system is 
provided, it is an ideal devi<'e, second only to the ancient system 
of the contractual farming out of tax revenues for automatically 
a~suring adequate revenues. 

I The property tax periodic vote change is not an example of a 
hvdgoetary practice offering opportunities for executive and legis
lative review of revenue measures. ) The states act on property 
t.ax rates under a legal mandate to follow this particular fiscal 
policy with respect to the financing of all or a portion of their 
expt"nditures. This type of tax policy, to which the· states are 
pled(:!'ed, loses much of its ~ilmificance because of the fact that 
there are other state taxes. ( The property levy is used to cover 
only that portion of the revenue needs not covered by other 
.estimates. ) There is also the ever :present fact in the states that 
the provisions are not followed. 1 The 1110-Called legal mandate 
to vary tht" tax rates is merely nominal, offering an opportu
nit;\· for ch&n:;!'e that may be disregarded. ) Theoretically the 
dtYi<'t" affords an opportunity to keep revenut-s in line with out
lays, but it doos not alway-s assure sue<'ess. The experience~.J>f . 

n 7'u N•tioMl Bud(ltt R,,.,,,. nf tu Ind Frtt 8tate, unpublished au"ey 
Pl"f'J18rt'd for thf writ.>r hy A. W. Bayne, Department of Finant'e, Dublin, 
Aug., 1935, p. S. 



.84 NEW YORK STATE TAX. COMMISSION 

Mississippi prior .to 1932, described in the ·Brookings survey, is a 
case in point: 

Revenue systems are. usually based on certain taxes fixed 
by "Permanent" law, and some one tax that regularly comes 
up for reenactment at such rates as may be required to pro
vide. the balance of revenues needed to meet current appro
priations. In Mississippi this elastic element is ostensibly 

.. supplied by the ·ad valorem tax, a millage levy on general 
property; but in· practice the rate that is fixed is based not 
on fiscal needs but on political expediency. Session after 
session, appropriations are made, ad valorem rates are fixed, 
and -harsh things are said of tax-dodgers; but at adjourn
ment the balance is usually on the wrong side. 88 

{In addition to Mississippi some sixteen states} including Colo
l'ado, Florida, Indiana, Iowa, Kansas, Maryland, Montana, New 
Mexico, Nevada, North Dakota, Oregon, South Dakota, Tennes
see, Utah, Washington, and West Virginia/levy a_property tax 
according to a rate fixed to meet state ''budget requirements. 
There is no assurance that this represents any adequate coverage 
for variable state expenditares.f The proportion of property tax 
'Yields to total tax collections indicates that the margin which 
the property tax is called upon to support must be relatively 
small. Like the fixed mill levies, the variable rate changes within 
limits fixed by the statutes or constitutional amendments.84 

u Report of 1.1 ·8Vf"f1eY of Btate and Lowl Gooernmmt in Miasissippi.. Pre
. pared by the Institute for Governmental Research, Brookings Institution, 
• (Washington, 1932), p. 366. · 

M Further discussion of the periodic review of revenue measures will be 
found in connection with the study of budgetary adoption provisions and 
practices. See Part III. 



/cHAPTER Vll 

EXTRA-BUDGETARY ELEMENTS OF FISCAL SYSTEMS 

ttl' Problems of Extra-Budgetary Finances · · 

Since budgetary system is a rather loose and ill-defined term· 
denoting a complex of provisions, actions, and procedures, it is 
difficult to determine the extent to which . fiscal items may be 
considered to lie outside the scope of the system.) There can be 
variations only in degree since those procedures that &· jurisdic
tion 'ccepts must be considered to be its particular budget sys- . 
tem. (However, by virtue of tradition, custom, and legal conform
ity, we are able to reco~nize exceptions and tendencies that may. 
be regarded as beinrf~xtra-bu~tary in character .. They are 
extra-budget~ry in teriiii'Orffie ·particular jurisdiction's estab
lished practice, or they gain their extra-budgetary status by 
comparison with budget features of similar jurisdictions~ r It can 
be seen, furthermore, t!!_at some systems .exclude many Jeaturesl 
of governmental finances w"Eich; accoirunjftO'the·l.neoretical impli-1 
cations of the principle Oi'Comprehensiveness, should be inclg.d:ed j 
~thin the scope of the budge~ r/v-),·t-tJ~~ •.;-' ·.f-f.JV1 
'Criticism 1s nof jl!stified. merely because hf laclt: of conformity 

1 
to a general theoretical principl~ The principle does, however, 
offer a convenl_nt approach and a1ils in the segregation of excluded 
fiscal items. {.l!Axtra-budgetary financing is to be deprecated only 
if the practice is proven to be fiscally unsound and defeats the 
proper administration of the budgetary system as a whole.) 

lTn studying the finances of a jurisdiction in which the bud
getary system covers only a portion of the fiscal activities, jt is 
g_ifficu)~. to determine whether. the practices adopted _are . encour
ag~d Ill order to conceal deficits, or whether. the ~e:ficibi are merely 
a corollary of the breakdown of the standard. of. comprehensive~ 
ness. ) Those fiscal items that are not planned and prepared along· 
with others, not guided through normal legislative channels and 
not coordinated with other fiscal activities, are frequently the 
"H'S that we associate with unbalanced budgets. 
\It is impracticable to draw a distinction between items that 
art rompletrly excluded and those that are carried within a 
particu1ar &ej!regatea group linked in some manner or form , 
to the general budget system. The bulk of s~ed ex.tra-bud
l!'('ta!~ it(''g!S are in close relation to the miilfipte-budgets·-dis- I 

fusseain connection with the problem of budgetary unity. We 
mav note that it is only when some of these specific-use fun&, 
and their aerounts are carried wholly outside the regUlar bud'get 
and when their proeed11res are of a distincl:ive character, that 
they c-onstitute tntly extra.budJ?ttary items) In cases where the 
pi'OC'f'durt is not developed to the point of granting 1- recognized 

[85) 
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nne to IJ?.ultiple budgets,. one must inter~ert'; particular items 
as possessmg an extra-budgetary character. \ The term budgetary 
aut01lomy is ~~m.mQnly __ ~~ Jo .. describ~ both. arrangements within.". 
~m:-~pleoudge1!_ _SI~t~m_and_ ext.r~-bw:lgetary items.) In order 

irtlitarepresentation these problems will be discussed in 
relation to the phase with which they are most commonly asso
ciated. . (Some features of each factor might be more properly 
analyzed in reJation . to comprehensiveness or to unity, as the 
case may be} ~Public debts and assigned revenues, which are 
discussed primarily as elements of the unity problem, offer phases 
involving coDprehensiven~ in the case of extra-bu. d .. getary high
way funds. The line drawn between the extra-budgetary items 
here discusse and the multiple budget systeiiisanaiyzedlii'11ie 
follo~ing part is equally arbitrary J Iiliieitli.er case is an infrac
tion of the basic principle a revelation of the particular motives 
and circumstances. For certain categories of items it is difficult 
to :find adequate justification. This explains the widespread dis
approval of extra-budgetary practices as well as the fact that 
such activities are frequently a source of :fiscal disturbances. 

For the purposes of this study, use will be made of some
what decisive criteria to diStinguish extra-budgetary items. These 
criteria can be traced to the obvious relationship between this 
problem and that of balancing budgets. ~s long as there is in 
evidence some recognition of the :financial effects of a given :fiscal 
activity on budgetary equilibrium, the comprehensiveness of the 
system may be considered as unimpaired. For this reason general 

zdgets and the other budgets, grouped under such headings as 
ordinary, current, permanent, effective, extraordinary, non-recur
rent, exceptional, temporary, transitional, capital, emergency, and 
special, may be linked in such a manner as to constitute no 
infraction of the balance implication of budgetary comprehen
siveness.\ There is also ,an opportunity to judge the manner in 
which the planning, adoption, and execution of an (item permits 
a link to the budget system to be established. \When, how
ever, a function is allocated .in such a manner that' its :financial 
~~ts do not appear in t~e recognized and measur.ed ~lance, 
It IS correct to ·speak of this as an extra-budgetary 1tem. In a 
study in which the emphasis was on the political or a minis
trj!tive aspectS, the criteria for classification would be differ~nt. 
\It will be noted below that the small scope for lg~ financmS1_ 

as well as their limited :finances, make it difficult for the Amer
ican states to indulge in the practiee of maintaining extra
budgetary items, other than those linked to assessed tax revenues 

f..r specifically legalized borrowing. National f!Overnments, how
ever, frequently indulge in borrowing. It is a matter of ~~m~on 
knowledge that this policy has been linked to programs fac1htatmg 
the concealment of the true character of a budgetary ba1ancel In 

·periods of economic and :financial stress difficultiej in the fina~CiJ?g 
of certain functions and their subsequent re-arrangement Withm 
the system may give an indication of their previous status outside 
the budgetary system. 
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Typea and Characteristics oC Es.tra-Budgetary Items 

It is obvious that ~he widespread and varied character of 
fiscal activities does not permit an economical adoption of uniform 
techniques and procedures. The many activit~es of the p_ublic fi:;c, 

., 

\

spreading out as they do in commercial and mdustnal 
channels, can hardly conform to all the rulings to which ordinary 
governmental expenditures and revenue items are subj~ 
~ndustrial enterprises, in particular, create ~finite needs (or 
~xceptional, if not extra-budgetary, treatment. \Considerations of 
public policy frequently demand that certain items be withdrawn ~ 
from the glare of publicity accorded to general budgetary delib-

~
rations.) There are, for example, instances where the postponed , 
losing of accounts has made it impossible for so~e functions to . 

be attributed to the correct financial period. \In such cases'' 
. he maintenance of extra-budgetary accounts is j~j.fi~ In others · 
it nasbeen discovered thaftlieTeiigthorthe budget period 
makes it impossible to include many of the Jt:ems in the regular 
cycle of preparation, adoption, and execution. U it is necessary 
to adopt for a particular item a financial period other than 
the fiscal year, it is not featured in the regular preparation 
program and its elimination from the other budgetary ~rocedures 
and from the financial plan follows almost necessarily} 

The more common fiscal activities that are granted an extra
budgetary status may be classified as there 8rJ. several groups 
into which the segregated items generally fall \The first can be 
linked to an increasingly important development, na-me!y, .1l!eJ 
ajloeation of fiscal functions to agencies not direct! assoeiated1 
With the recogiiiZe scope o governmen an reasury aehv- ' 
iftes. When-such- agenc1es, regardlesso1""'f."'i:ei.r legal Cbii'acter, . 
can levy burdens which, at least in their economic aspects, are 
similar to taxes, can incur debts that may involve an ultimate 
public obligation, and can take over and carry out functions 
previously clearly defined within the scope of governments, or 
when the links to go\"ernmental financial policy and leader
ship are still strong, they may be said to facilitate the existence 

.l'of extra-budgetarv items. In national units political parties, 

~
mr.:pu\)Iicoudie8,~autonomous institutions, and private organ. 

az.ations are frequently the vehicles to which are assign~_gov
rnmental functions that should be included in the budgetJ 
~ t n t<>talitarian nations it has been diftieult to determine 
the lines of demarcation between the activities of the public treas
ury and those of the dominant political parties whose leader
ship is synonymous with that of the governmen!} Particularly 
in the one-party nations, such u Italy and Germany, it has been · 
difficult to analyze the true dirision of functions. ~ost all 
these e<>untries engage in the creation of financial institutiotll 
under gc>\"ernment sponsorship. Vf'brough a guarantee of their . 
securities and otherwise, their aetivitif'S may lt'ad to an eventual 
assumption of public burdena. Such Bt"mi-puJ>li~ ..!I¢'lt\lt!QDS are 

~ - ~ - ~ 
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frequently found in democratic units. The federal. budget sys
tem shows that .such~~tions can be brought within 
the scope of the budget. There are also instances where institu
tions maintain fiscal activities clearly extra-budgetary in charac
ter. J Sev~ral federal emergency agencies have at times contributed 
t~inor\instances of impaired comprehensiveness) 

he American .states and their political subdivisions, by the j 
r 'tations on their power to . incur debt, have been encouraged, 
to create governmental and semi-governmental entities which incur 
d~ts and 'not infrequently levy property taxes.) 

l trhere exists a twilight zone in which funds flow from the 
}public to agencies that .undertake governmental functions and 
issue obligations which in all respects are considered to be. gov
ernment securities), The. budgetary problems thus raised are 
general in character and can be related only indirectly to the· 
problem of balanced budgets. A period of financial embarrass
ment may well cause the return to the fold of items previously 
removed from the unit's budgetary system. These practices do, 
however, serve to ·illustrate further the need for a clear under
standing of the scope of public financial activities which the 
bpdgetary system of a particular jurisdiction comprehends. I 

· .\:A second category,, found primarily_!l!....!l~~~9PI!:!.$~~r~ments, 
:(leaJs witlJ.Jh.t,tinfraCt!~ns of budgetary comprehenSIVeness created 

, ~Y -~!>yern~;nt_aL~nterpr~~es· ·~r~ ~comm~rci~~ or· ind?strial -char-
Jacter. jTt IS obvious tliat some form of segregabon--·for-the 

· "'B'treot1IIts of these enterprises must be made.1 •Authorities con-l 
cerned with the fiscal rather than the political or accounting 
implications stress the necessity for a breakdown of budgetary 
comprehensiveness. (It is relatively simple to transform this 

· segregation,(Jtito ·a· removal of these accounts from the scope 
of the planning, adoption, and control with which the. budgetary 
system is associated. Such segregation mat, however, be( advisable 
and in the best interests of economic and financial development: 
A specific suggestion regarding this matter has been made by 
Dalton on the basis of a stndy of the influence of the economic 
depreSSion on the public :finances of leading countries. · 

· .~t -would appear also that government enterprises' run on 
commercial lines should, in the interests of the clarity of 
public accounts hay«: __ separate budgets, outside the ordinary 
budgetJ Though "1ffi.iS1rtrequently done, it is far from being 
generai . The Polish budget includes government enterprises 
and in many others the line of. demarcation is very uncer
tain. One of the small, yet nevertheless promising, results 
of the League of Nations restoration schemes in Central 
Europe has been to secure a . certain measure of budgetary 
reform by insisting on the separation . of the acc~mnts of 
certain t#bve! umenftiilerprisis from the ordinary budgetR.1 

1 Dalton, op. flit., p; 324. 
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A similar conclusion is reached in another survey made by the 
League of Nations: 

There is a marked tendency toward separating the opera.- . 
tion of the( undertaking~ from those of . the administratio~ 
proper. ThiS tendency goes in many cases so far a.s ~ grant 

, them 1inan,cjal autonomJ. \l'11ey may in these cases continue 
to surrender their surpluses or a part_ of them to the general 
budget, or those surpluses or a part of them may accrue to 
their property.•) 

It may be noted parenthetically that a well publicized and well 
regulated budgetary system, delimited in its scope both by prae. 
tice and by law, does not at all create an objectionable condition. 
Those charged with the regulation of finances are not in a posi
tion to recommend haphazard inclusion or exclusion of certain 
items according to temporary influences and conditions. If it 
were known in France, for example, that all the industrial enter
prises and all monopolies of the State were carried outside the 
budget, there would undoubtedly be pressure ·for a segregation 
9f these items according to a procedure and a system · adapted 
to their needs. This would conform to sound practice. The 
French, it will be noted, have no clear cut division of iteinB to be 
included or excluded. As indicated by Allix 8 the existence of 
extra-budgetary items has frequently been justified in France \)y 
\he explanation that the budget mechanism is above all a device 

1 
to insure Parliamentary k]lQ.wledge and control of fiscal affairs. 

\ If Parliament voluntarily decides or is convinced .. that these 
activities are not benefited by subjection to normal routin~, there 
is no necessity for Qllrdening a budget with their inclusio.Jj. This 
argument is typical of an approach to budgetary probleinB that 
has resulted from the abuse of immunities originally based on 
SO)lnd economic principles. · 

\A 1hirdJti9Up, §Q_me'!~t akin to the first, eoJI)prises a number 
.)>f activitieL.:!hlch, m comom~tion Ot p6lil;ic8l;-aiplo¢~tic;-or 

administrative reasons, are co1Ilplete1;3vifhdr!_~ !rom theoU:d:' 
fet~d or even P..!!blici~9tJ"vttiP$ af_governments::""""'Eiamples 
of ·this type of extra-budgetary ae!ivi:tJ are ui~riably to be 
found in national -unitS rather- than m the states.\ lThis category 
includes extra-budgetary items which for some -lpecit}e purpose 
are withdrawn from some phase of political action.) \Examples 

•of tbis type are not difficult to trace. Countries, in which there 
are known to have been parliamentary st.I:!!Ules over budgetary 
matters, are especially -pron;:-to agree to withdraw some item 
from the deliberations and time-consuming features characterizing 
other items. There are Parliaments and_ !egislative bodies that are 
notorious throughout the world for their lat;lC -pf interesLand 
ability to. act in terms of truly national interest. Under sibgld 
Pll!!L dQirt..illation or the influence of J!lUlti-party disse~io..Ik u • 

• L. of N .. Publie Fin&Dc.-. 1928-35, Gt-Mral, pp. 11-12. 
• Alli:a:, op. flit., p. ~1. 
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getary deliberations are usually of a low calibre so far as the 
exercise of independent and constructive thought is concerneil\ 
One needs no. further proof than the devices, mentioned el~ 
.where, pr,2.vided to enforce legislative interest in routine budget 

f\matters. \[n the case of single-party domination legislative enact-
1 f\tent hints at "rubber stam_p~:PI>XQNI. It has at times been 

felt. that any :6~"-'Withdrawn from the scope of legislative 
·battles and political maneuvers derives benefit therefrom and is 
subject to less harmful influences. 4 ) 

At the time of the adoption -l>f any 9:tra-budgetary device 
· there app~ar to those who force the chang~,_)ustifiable reasons for 
making it:) Budgetary procedure, like other fiscal legislation, is 
·endowed 'ith considerable permanency. Inertia and lags are 

• pronounced when there is a question of change or modification. 
It is in subsequent Parliaments and in the fiscal years that follow 
that the infractions become troublesome. As in the case of con
tinuing items, the privilege of review or opportunity for a modifi
cation of statutes has been always open to Parliament. However, 
by virtue of the extra-budgetary character of the items in ques
tion Parliament is not called upon to make such changes nor are 
the facts regarding them always included as part of the planned 
fiscal program laid before Parliament in great detail. It is only 
under exceptional circumstances that Parliament itself feels the 
necessity for research, in order to prepare legislation comparable 
to that which would be enacted if the fiscal affairs of a particular 
enterprise were placed before Parliament in the regular budget. 
We have noted elsewhere the essence of the problem created by 
fluctuating economic backgrounds. I It often becomes necessary 

. to subordinate all expenditures to rethnchment policies, to tighten 
· administrationl and to do a great many things that are not so easy 

,to achieve in 'the case of extra-budgetary items) • 
. .{vast sums are known to move through governmental channel~, 
· for unpublicized purposes. Details of their existence come t 

light, if at all, only in historical records. Armaments, monetar 
manipulations, subsidies, and international loans are but a few 
of the activities included in this category; others can be traced 
only by laborious research) Because of the character of these 
activities they. offer little o! interest or of help in arriving at con
clusions regarding the economic aspects of the problem. Some of 
the specific factors mentioned below in connection with the fourt.p 
category might be included here. The principal· reason for not 
discussing them here is that informati~n relevant to this group of 
extra-budgetary elements is not readily obtainable.5 While some 

'.Allix has explained that Parliament may readily determine which ele
ments of the fiscal system it may wish to exempt from its periodic review 
and control. Op. cit., p. 66. 

· • The League of Nations disarmament studies have led to efforts to uncover 
true totals of national burdens of armaments. Undoubtedly little that nations 
desired to conceal was revealed. A few items that may escape casual foreign 
observers because of their extra-budgetary character may have been brought 
to light. Below is given an innocuous example of such items. 
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of the ext~a-bud~etary items are of at least li~ited rele~ancy to 
state finances, thJB category would offer practically ·nothmg that 

ight be (/Jf interest. · 
\ -~ Extraor inar fiscal a · · · · orm the fo!J!_t_h.~ 
j.,o · r~-bu getary e eme:rt_i in tisca] _s~stems,_~reJrequentJ.r 
~oo:silble- for theextstence __ of.. extra-~udgetary .1tems although 
·-such -activ1ties are:Jnore.~_commonly associa~d -"W~th"3gf~gateq 
public debt o12eration~nd with .. extraordmary cafegor1es m 

I ftl"'!!tlprqoii<I'ifet systemS;{. Revenues and expenditures not expressed 
in mone;y: terms may tie difficult to measure and ~ 
~come and outlay. The purchase or realization of assets, 
as well (as the entire problem of defining the budgetary results of 
changes in a government's~pital statem!lnt, have been known. 
to involve fiscal activities no~a, aaopted, or executed as a 
featurer of the budgetary system) The foremost difficulty arises 
from the fact that the estimated values of assets, like optimistic 
tax revenue estimates, are not always realized. One result is that 
expenditures made are not considered . in relation to current 
revenue .receipts since their ultimate source is to be the assets. 
The deficit minimizing motive behind France's Budget of Recov
erable Expenditures is the classic example of this method of 
iD9?airing budgetary comprehensiveness. lJ- · . 

\Among . national governments monetary refol'IlUI and related 
fiScal scheme' have recently enabled several of the leading coun
tries to derive vast profits. There has been no uniformity of treat
ment in relation to placing these activities within the framework 
of the financial administration. The result is that extra-budgetary 
itew as well as extraordinary segregations within the budgets 
are created.) It should be noted that periods of financial stress 
are frequently accompanied by extraordinary fiscal measures, and 
the problems raised are particularly concerned with impaired 
budgtrtary balanc~. · · 
{Exceptional items may be of a character to which a normal 

budgetary status cannot be readily assigned.t..These art: functions 
.Jhat are irregular and unperiodic. Nations do not, for example: 
devllitietlieircurrehcies andreceive gold increment profits as 
frequP.ntly as income tax receipts pour in.} Furthermore, the items 
are often unexpected or at _least uncertain) The initial elements 

The report on Estonia contains the following: 
There are certain autonomous establishments for the manufacture of 

war material (arsenals) which are operated on a eommereial basis in 
aceordance with regulations approved by the Government. The budget 
and ae-eounta of sut'h establishments are DOt attached to the state 
bud~t or general arrount; nor are they printed or published. The budget 
arcounta, and generally speaking, all papers relating to the operati~ 
of surh establi~hmenta are subject to auditing bv the State Comptroller's 
department. Their budget and aeoounts are approved by the Govern· 
ment. (L. of N. Technical Committee, Vol. III, p. 124.) 

Similar statement& regarding hidden or obeeured armament outlays, Ananeed 
through extra-budgetary accounts, are found in the ease of other C!OUJltriea. 
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that are of considerable magnitude in· an economic prc.~gr!m are 
introduced independently of the usual expenditure reque$ts. There 1 

is hardly a jurisdiction that does not at one time or anoth r find! 
some :fiscal project that appears to be unrelated to the. regular 
budget program. for the year in which it is introduced) ~ecause 
of litigation and other contingent events the budget as su mitted, 
or even as voted, does not indicate the items that should be re\ated 
to results or to the proposed programs for future period . ~ For 
informational purposes it is essential that the proper adjjtments 
be made in order.to clarify the status of budgetary balanc .1 The 
recent :fiscal history of New Jersey offers two examples of evenue 
receipts which, although not consciously omitted from th, :fiscal 
program as submitted by the Governor, nevertheless enricb,ed the 
State by $2,500,000 and $15,000,000 in the years 1935 and 1936, 
respectively ... At a time when the State was facing a crisis :tegard~ 
ing the source of relief funds; there was concluded with the Port 
of New York Authority an arrangement whereby bonds represent
ing a $2,500,000 indebtedness were made available to the/ State.• 
In 1936 the Supreme Court decided. the Dorrance inheritance tax 
case in favor. of New Jersey and established an additional state 
revenue of· $15,000,000.7 Prior to this decision it was not known 
whether New Jersey or the neighboring commonwealth of Penn· 
sylvania would be ~t9Xhorized to levy against the estate of 'the 
wealthy deceden( Vt is, of course,. not possible to iu.clude such 
unexpected items in a· planned program. With regard to othe~ 
items, such as the gold increment profits ·in national units, a 
variety of reasons .connected with the use to which the funds are 
to be put support the setting up of extra~budgetary and, in mos 
c~es, secretly administered accounts.} <d-) 

In this fourth group might be incfuded also the various intra-
1 ,g ernm~ntal bookk~,l>i.!lg_ arrangements 'Y!l!lr~by_(}e!',ta!n_:i'fen'!8, 

norcons1derect to be either revenues· Or~expen. ditures, are Omitted 
from the normal :financial system~-\ here is a necessary and 
legitimate place for various trust 1i'n ·fiduciary accounts, and · 
their extra-budgetary character is . by no means "Objectionable 
or necessarily a source of difficulty or impaired control) This · 
can be seen in the federal government's handling of such accounts. 

( On the other hand, the French have shown how these extra
budgetary accounts lend themselves to abuses and to the general 
disadvantages associated with impaired budgetary comprehen-

' siveness. ) · 
\ {A :fifth category deals with items·th~~a,YxJnvotv:eJn.frac
,tfuns of budgetary unity . ., "Tliele8.re pohc1es that m many 
· 1fiStances lead to the eatm,n.rkjng of funds to cover certain inde

pendently :financed
11 

actinties that enjoy varyin. g degrees of bud
getarf&utonomy.) \The practice of ass,i~"'-th~~~lds~ qf_~peci:fic 
taxes and other revenues has led'tO t1ie creatiOn of specific-use 
~ 

•New York Times, June Ir, 1935. 
'New York Times, June 8, 1936. 



NATIONAL AND STATE BUDGETARY METHODS • 93 

funds which in both national and state finances constitute extra
budgetary elements.) tthis category is responsible for most of 
the examples of extra-budgetary accounts noted in the American 
states. ) Highway departments in a number of states operate under 
separate fiscal years and art! excluded both from the budget doc
uments and from various budgetary provisions affecting other 
item. The national units also afford examples of the (assign-
~nt of road ahd of social security fundsJ · 
. { There is no re~n why th~ earmarking of specific receipts should 
lead to any phys1cal segregation ot funds or to any extra-budgetary 
status. All the advantages achieved by budgetary autonomy may 
be secured by a proper ~g of multiple budgets and by 
accounting arrangements) ~ ~hen any function, such as that 
growing out of some particular economic activity, is isolated so 
that the surpluses and deficits connected therewith do not affect 
the general finances, the extra-budgetary character may merely 
reflect a desired fiscal policy of which the soundness can be 
questioned.) · 
""'SpeCific-use funds whioh borrow on their credit and which, 

unless raided, do not contribute to the general finances of the 
state, are basically extra-budgetary. If this were not so, it 

.,.-would be necessary to abolish any distinction between the public 
finances and the budgetary system's coverage. 

Jsummary 
It may be well to lummarize the examples of the ~f • 

extra-budgeta elements found in various fiscal ins here 
.,n>view~9.:... It will be note e groups are over pping an 
that a particular item may well be fitted in several groups. In 
the poups are included: · 

J. Functions allocated to semi-public agencies or political 
parties, or administered by other than the usual governmental • 

_ Aepartments. 
,Y. <;ommercial and industrial enterprises involving budgetary 

demands not properly assignable to ordinary financial cate-
pries. . · 
~ Types of expenditure or revenue withdrawn, for economic or 
. political reasons, from some phase of budgetary procedure. 
..¥. Extraordinary items granted special treatment because of 

their magnitude, irregularity, or some other characteristic that • 
differentiates them from other items of normal tinance. 
Speeifie-use funds covering functions that are financed by 
t'_!lrmarked uvPnues_and are devoid of links to the general 

· budget Tliey-are not part of the normal budgetary 
proeesses. 

A review of the finances of national and state governments and 
of fiseal practice discloses many examples in eacb category) 



94 NEw YoRK STATE T~ CoMMISSION 

The procedures of the national governments are first surveyed. 
Both current and recent historical examples are mentioned, since 

· an . examination of the changing status of the elements that 
at one time or .another enjoy budgetary autonomy should help 
to disclose the contribution made by these items toward stability 
or instability. An endeavor will be made to segregate the extra· 
budgetary elements and to indicate the nature of legal provisions 
dealing with budgetary comprehensiveness. 



CHAPTER VIll 
EXTRA-BUDGETARY ELEMENTS OF NATIONAL FINANCES. 

Great Britain and the Empire Group 

[In the case of budgetary comprehensiveness, as in other matters, 
the 80-called British group is advanced in the Iogie and prac
ticability of its system and in its conformity ef acceptable theo- ~ 
retical principles. In all nations possessing ihe c~ar~teristic 
British type of budget system there are few const~!uttonal. or 
statutorz._r~quirements regarding comprehensiveness:. Neverthe
leSS:the force of tt_~dltional.poli.cy is seen to be more sucees..UulV 
in avoidrng extra-)mdgetary items than are the legal restrictions 
found elsewhere) Q.'he British group, furthermore, by their policy 
of business-like budgetaJY and accounting practices in the tax 
and debt features of the fiscal system create ~~~r an 
extra-budgetary status for in<}us!rial_._cqt~r,prises) Strict limita
tionsuponlegisliitive initiation and the concentration of planning 
in the hands of capable executive agencies are among the other 
factors which enable the system to demonstrate successful compre
he-nsiveness. The institution of a permanent civil service in high 
e-xecutive posts aids in giving a continuity of policy which is readily 
maintained. ( We do not find in England a change of the executive 
responsible for budget matters with each change of administra
tion.) Retaining permanent financial Under-Secretaries discourages I 
sueeessi\'e Cabinets and Chancellors of the Exchequer from engag
ing in budgetary practices based on self~hosen interpretations of 
the desired policies. Perhaps the basic stability of the British 
fiscal practices may have another explanation. The few evidences 
of budgetary autonomy are related to economic schemes of which 
there has been a greater abundance in other countries. with lt>BS 
enviable budgetary reputations. 

1l'hf! one short-lived major British experience with extra
b!Jdgetary_ items,. namely ... the L"nemploiment- insurance-Fund, 
pro,·ed to be unsuccessful, and the discussions of the problem 
hav~ been replete with warning regarding the results involved 
in the practice.) HillA and Fellowes state: 

It is worthy of note that the departure from these rules 
(budgetary unity) by which in particular the Unemployment 
Insurance Fund beeame in fact a concealed liabilitv led to an 
unbalanced budget which in turn was the cause of the financial 
trisis of 1931.1 . 

'. ~ill• and FtllowM, op. cit .. p. U. Also Sir B. llallet and C. 0. Geor e 
Bnttd BtUlgt-ta, fl&inl 8tf"i.ec, l!IU-U eo 1!13~-33. (Loodon, 1933) p. 381. g 

[95] 
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It should be noted: that these English authorities do not differenti
ate, as does the writer, between budgetary comprehensiveness and 
unity. ' · . . 

The British Unemployment Insurance Fund originally was . 
empowered to pledge its credit on the security of payments to be 
received from contributions. The excess of burdens and the 
breakdown· of. the contributions left the Fund in ·an over-drawn 
condition. It became necessary for the borrowings of the Fund 
to be discontinued and for grants-in-aid to be made to it from 
the Consolidated Fund, as England's general treasury fund is 
called. At present the Unemployment Insurance Fund is subject 
to some measure of periodic control and review in so far as it regu
larly receives grants-in-aid. ~ince the reforms in social security 
financing methods of 1931-34, t constitutes one of the annexed self
balancing categories. Even t the time of its extra-budgetary 
status, Great Britain's Unemployment Insurance Fund· did not 

· represent an item concealed or withdrawn from the nation's 
·interest in fiscal affairs. It was simply considered a segregated 
~hase of tb!Lll_!tiQ!l 's :fi.n:f1Jl_g_WLactivities . 

In all other fiscal matters· a trend 1owards an avoidance of 
:fiscal items endowed with budgetary autonomy is noted whenever 

• this is practicable. The Equalization Fund could not naturally 
be a part of the widely publicized budget accounts and procedures. 
The British budgetary system, however, was put to a less severe 
test of adapting_itself to new and extraordinary activities than 
was the French or even our own system. The causal relationships . 
between unorthodox fiscal measures and extra-budgetary practices 
are difficult to establish, though there is evidence of their. exist
ence. British experience confirms this. 

In Australia there are no requirements regarding the inclusion 
of all fiscal items in the budget. At present all fiscal affairs are 
covered in one form or another in the budgetary speeches and 
documents and are subject to the control accorded the particwar 
budgetary category to which they belong. The Australian system 

·is sufficiently broad and flexible to allow for the inclusion of 
irregular and exceptional items within its scope. Flexibility fur-
thered by the absence of statutory limitations is the explanation 
for the soundness of these systems. 

Canada maintains a category of so-called special expenditures 
and revenue& which are not included in the budget. In actual 
practice it has been found that this category includes primarily 
expenditure items and that all legislation dealing with revenues 
is included in the budget. Recently, the special expenditures 
financing such extraordinary activities as unemployment relief 
and public works construction have not been presented in the 
annual estimates .covering all other items submitted to Par
liament. The magnitude of the items included in the so-called 
special category is not great. There appea~ to be a reg';llar and 
recognized scope for these so-called special Items, and their extra.. 
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budgetary character does not signify any disordered or loose 
treatment. . 

In view of the fact that India's system allows for a large 
number of items which are exempt from one or more phases of 
budgetary control, it is well that lthere is legislation providing 
for com{)rehensive planning. Only 'the ..riiiWAJ hud~t, exempted 
by specific legislation, and a few minor outlays. which are for 
functions in connection with imperial relations appear to be 
omitted from the budget) 

In the Irish Free State there is a specific statutory requirement 
regarding comprehensiveness. Nevertheless the budget system has 
a few legalized exceptions. Items that are excluded comprise a 
few revenue and expenditure items which have achieved an extra- . 
budgetary character through specific recognition by law.1 

. The 
Irish Free State system, in addition to being the most modern of 
the British type, is featured by specific enact~ent of its guiding 
principles. There is a constitutional provision which links all 
income and outlay of the national government to the Central 
Fund, which in turn is the focusing point of all budgetary 
matters. • The centralized treasury sys~m can be responsible for 
a comprehensive budgetary system (if it is not occasionally leg-is; 
Jatively invalidated) as well as useful in encouraging budgetary 
unity. 

In the case of New Zealand the record appears to be unmarked 
and the budget system is said to be comprehensive to the utmost 
degree. . 

Whether they avoid extra-budgetary activities or sanction them 
by Jaw, the British-type systems may be said to offer evidence of 
practices which do not encourage some of the abuses found eJ.se.. 
where. Their fiscal administrators are usually forced to consider 
all financial activities in relation to their total influence on the 
financial situation. 

Sweden and Soviet RU88ia 

(Sweden and Soviet Russia appear to be the sole nations 
reviewed, like Great Britain and some Empire units, having_jto 
<li~~ct or indirecLJ!ql!J~ell!s regarding the inclusion of all 
fiseal1tem.S-mthe budget. In both countries, however, the gen
eral practice has been to inclu~~-!ill items within ~«L~QIML of 
th~tem. )In Sweden tliefe appeart.o'Le -BOme relatively unim
portant revenues which are independent of parliamentary action. 

tin a.dditioa to appropriatiou·ia .. id. other exeeptiou 4!0\"flred by speeifie 
lt>gislation include the flnant'll!ll of the Land Pu.rehue Aeta, the National 
HMltll and UnemploYlDt!Dt Insuranee Fund. IUid the Churcll Temporalitiee 
l!'unde. It is prot.ble that these aetiritiee may be eonsidered segregated 
within tbe budget system. , 

• All m-enuee of the Irish Free State (Saorstat Eireann) from what
eft!' 110Urt"8 ariaing, shall, subjeet to mcll .xeeptioll u 1111.1 be prorided 
by law, form one fund. aad ehall be appointed for the pu.rpoee of the 
lri&h Free State in the IIWlller and mbject to the ehargea &JUl l.ia.bilitiea 
inlpoeed bylaw. lriah Free St&te Coastitutioa, Art. 61. 
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Their role . the fiscal system is insignificant. It should be 
noted that the usual source of extra-budgetary items (public 
debt and 1 dustr · ~vitie§), for which 
there is a potentially large scope in Sweden, have been granted 
budgetary recognition.) The .numerous government business enter
prises in Sweden, represent a large proporiton of the entire 
national economy. They are all included within the budget, as 
are all capital fund operations. Prior to 1933-34; the Liquor Fund 
was maintained outside the scope of the system. It was subject 
to rigid restrictions and specific enactments concerning its own 
management and cannot be considered to have represented the 
worst type of extra-budgetary agency. The Liquor Fund has since 
been coordinated with the other fiscal elements in the budget 
s~tem.f' , 

\As far as Russia is concerned the writer has been informed by 
an authority on their syste:qt that all important expenditure and 
revenue items are included/. There the problems are such that 
they could be treated only if questions of Soviet finance, economies, 
and political structure were themselves subjects of greater study. 
_In a collectivized society the usual drive towards, and fiscal reaction 
of, extra-budgetary items cannot be measured by the usual 
standards. 

France 

(In the following group of nations there are specific statutory 
provisions calling for the prevention of extra-budgetary items. 
France, in this group, nevertheless offers what are outstanding 
examples of extra-budgetary itemg;r) The French have gained a 
reputation for their prevalence by numerous a~i~ments_of 
revenues to specific expenditures and by treating each suclldedi
eation as an occasion for creating an extra-budgetary feature of 
their fiscal systemr21 In addition, the many industrial.anuom
mercial enterprjses of the State, such as the railway system, have 
been eiemp"ted from -several provisions of the budget, including 
the special features which have been introduced in the efforts to 
facilitate the comprehensiveness of the system.) 

Under a scheme adopted in 1920 5 a self-balancing railway 
budget, having both an ordinary and extraordinary category, 
was annexed to the general budget. The deficits which the State 
railways incurred were believed to be caused by the unbusiness. 

4 In Norway, Sweden's adjoining neighbor, a few extra-budgetary funds are 
maintained. 

There are various special funds, administered by the corres-..ding 
departments, outside the general budget. Their receipts are ·aerived 
mainly from interest on their capital, and, ·in a few eases of taxes of 
minor importance, are applied to covering their expenditure. The 
receipts and expenditure of the State Road Regulation Fund are, however, 
included in the general budget. This also applies to certain items of 
the receipts and expenditure of a few other special funds. L. of N. Pub. 
Fin. Norway, 1928-35, p. 3. 

1 Law ~~ Feb. 9, 1920. 
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like interests of Parliament and its Commissions of Finance. One . 
of the 1926 reform laws granted complete budgetary autonomy 
to the railway items.• The budget is approved by ministerial 
decree. The Ministers of Public Works and of Finance report on 
financial accomplishments to the Finance Commission . of the 
Chamber. Budgetary autonomy implies, in the ease of the rail
ways, the absence of any voting b! .Parliamen~ of both ~e 
original and supplementary appropriations, the ISSUance of 1ts 
own obligations, and the independent maintenance of its accounts. 

(The railways usually appear to be causing deficits in the national 
budget in spite of their autonomous character) Allix, writing in 
1931, points out that the budgetary autonomy was intended to be 
only temporary. 7 ' . • ? 
( Foremost of the items outside the budget are the Sinking 
Fund • (Caisse d'Amortissement) and the social insurance scheme.8 

The former, an autonomous account, was introduced by Poincare 
as a feature of his "Save the Franc" policies incorporated in 
the 1927 budget. It is natural that the time and circumstances 
of its introduction, as well as the char,_acter of the outlays, pre
vented the Caisse from being part of a loan-financed scheme and 
encouraged its segregation from the other elements of the fiscal 
system.10 As in most other jurisdictions, the social insurance 
schemes involve features which are incompatible with the usual 
budgetary practices and which require segregation of funds. An 
autonomous regime for the items of the social insurance program 
is maintained. Almost every jurisdiction finds some difficulty 
in adjusting its social security schemes in the framework of its 
no;:mal budgetary system. 
~~ highly complicating factor in French finances and their 

budgetary implications is the fact that the French Treasury car
ries out fiscal functions which are not merely administrative) 
In commenting on this Haig has noted: 

( ~ Theoretically the Freneh Treasury is supposed to have no 
sourees of revenue. It is supposed to act merely as "banker" 
for the budget, advancing funds which it borrows, and being 

• Allix, op. cit., p. lH. 
T Ibid., p. 17 5. 
• Law of Aug. T, 1926. 
• Law of April 5, 1928. · 
to In (!()mmenting on the establishment of the Caisse, Haig notes that "part 

of the floating debt represented by the BMUI d.e r. Defe'AIIe A'tJtiott416 and the 
Bon. Ordaifu dv ffflloro was removed from the Treasury's ebar~ and 
taken over by the autonomous CaiBIIfJ 4'AMOrti8~t. To eover the mterest 
payment on these bonds, and any that it might issue itself, the Caisse was 
to have the net ~'\!Venues from the tobaeeo monopoly (which it was to manage 
it.selO and such subventions from the general budget as might be needed; 
and for amortir.ation purposes it was to have the total reeeipts from the 
inheoritanl'e and e-state taxes, and the new T'fe tax on first &ale of real estate 
and busines!IN. These revenut'AI no longer appeared in the ~ral budget." 
Robert Y. Haig, f'u hlllio 1\Ht~DU of Pod-WM ,.,...,.,. (New York, 19-li), 
~~ , 

I 
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repaid from the budgets. ·Actually, however, the Treasury 
during·the post-war period did develop certain tax revenues, 
quitejwieD..~h!Umd,ets.11) •• 

Th~ special treasu~ accounts, kn<>wn ~ ·th( services speciaux du 
Tresor)or the senn.ces hors Budget, are Important from a budget
ary point of view because of the. revenue items which are therein 
segregated. (Their relation to the measurement of budgetary bal
ance in any particular period is considerably obscured.) 

lThe accounts can best be described as trust funds) In them 
are segregated expenditures and revenues WlUChar"E! not definitely 
available and which must wait on future devel<>pments f<>r their 
eventual realization. Transitory items which are returnable t<> 
third .parties are, for e.Xample, allocated to the Treasury accounts. 
From a theoretical point of view one can hardly deny the justifica
tion of a desire to segregate and to grant a special budgetary 

· recogniti<>n to such elements in the fiscal system. 
. If they .. were linked together with the regular receipts and 
outlays, budgetary totals would be misleading. Jeze emphasizes 
that these special extra-budgetary accounts serve to prevent false 
interpretations of budgetary balance.12 

At the end of .any specific period the accounts may show 
an excess as far. as either revenues or expenditure is concerned. 
The nature of ,?utstanding commitments should indicate an even
tual balance. ,were such items. included. in the scope of the 
ordinary budget they would place a wrong interpretation on 
actual expectations or accomplishments) Allix · justifies segrega
tion on the score that borrowing which bears no relation to 
deficit financing may be requir,~ and that assignments of par
ticular receipts are necessary.18 \The French) as noted elsewhere, 

fconcede budgetary autonomy to most items financed by earmarked 
ty: revenues.) . 

\The history of these accounts indicates that they have deterior
ated, regardless of their initial motivation, into what has been 
figuratively described . as "petits budgets extraordinaries 
occultes. 1114 Sums are removed from the scope of Parliamentary 
control, and floating debts, which not infrequently conceal deficits, 
are incurred. A regrettable confusion of budgetary matters is 
brought about by a constant shifting of new accounts. The dual 
abuse found in connection with extra-budgetary elements, namely 
uncontrolled and excessive expenditures, is a chief result of their 
existence. ) · ·-

A large number of Treasury accounts was found in France 
before and during the war. The liquidation of materials and costs 

f and other post..war features led to a recrudescence of their use. 
\..Relief work, the conversion of American war materials, and the 

11 Ibid., p. 51. 
u Jeze-Neumark op. c:\1., p. 272. 
11 Allix, op. c:tf., pp. llO-ll. 
u. Ibid., p. 106. 
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alcohol monopoly were among the activities 1in.anced by means 
of revenues segregated in such accounts. The tremendous losses 
and the scandalous abuses which were associated with the exist
ence of these autonomous accounts, many of considerable magni
tude, led to their gradual discard.) More recently they have 
been reintroduced in order to finance the social and economic 
program of the government, much of which is likely to lead to 
the usual difficulties. A good many of the activities could be 
fit~d into the scope of the budgetary system. , · · 

\Prior to the drastic efforts made in 1926 to stabilize the 
French finances, French fiscal history was replete with extra
budgetary elements) ~ome of which are not evident in the last 
few years. ( Foremost of course is the famous "Budget of 
Recoverable Expenditures." ) No discussion of extr&:budgetary 
pnetices-in France and their influence .on the course 'of French • 
finances can be essayed without recognizing it. (It ranks, along 

· with Germany's post-war practices, as the best example of the 
disruption of a financial and economic structure occasioned by 
a budgetary practice which segregated and obscured monumental 
outlays and which failed to link them to tax revenues or planned 
borrowing. ) This special account, later officially known as the 
Budget des Depenses Recouverables, was introduced by Finance 
:Minister Klotz in 1920.11 · 

( It was proposed to segregate a large volume of expenditures 
which were to be financed by German reparation payments 
received through the special account. ) Although the exact 
amount of Germany's indebtedness was n6t fixed, it was thought 
to be sufficiently large to allow almost any desired expenditure to 
be carried through the new budget. In the first year of its 
adoption" 22 billion francs were appropriated from it, in com. 
parison with a total estimate of national expenditures of 47% 
billions. \Until its suppression in 1926 vast sums were poured 
out. Naturally the failure to realize German payments to the 
desired extent meant that the government borrowed every franc 
that was not covered by regular revenue sources. It had a 
demoralizing · effect on the French attitude towards economy 
and tax burdens. l -

'fhis French reparation account offers one of the best examples 
of extra-budgetary devices linked to activities to be financed by 
funds which are realized from doubtful assets) What is involved 
here, as in almost all of these items, is some attempt to justify 
borrowing which, unadorned, might be clearly connected in the 
public mind with deficits. . 

The establishing of the present French Stabilization Fund, 
unlike that of similar funds in other nations, has not given rise 
to another extra-budgetary development in the financial system. 
There are indications that the part of the devaluatio~ ,profits 

11 Haig, op. eit., p. 61. 
"Lot tl4 fi,HIICU 4• 31 Juillet 19!0. The budget program for 1920 wu 

YOtecl after eonsiderable delay. 
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which have not been earmarked for the Fund have been budgeted 
in a manner not subject to severe criticism.11 . 

In conclusion, it may be stated that the f French have been 
justifiably criticized for inefficient practices which may be linked 
~o their , wholesal~ disregard of budgetary comprehensiveness) 
(Examples of practically every category of extra-budgetary items 
can be found in the French financial system. The French finances 
are notorious for the existence of :fiscal elements which, unobserved 
by Parliament or the public, pile up deficits, encourage abuses, 
and destroy all th~ ~ttributes of a comprehensive and unified 
budgetary' system. ) 11·he situation is all the more deplorable 
because the French have shown ~ni:Wrmity in their , policy 
of · budgetary autonomy). Parliament is constantly adopting a 
new policy for some type of item. For example, the alcohol 
monopoly and numerous .other special activities are carried within 
the budget while the railways are not. A new attitude towards 
budgetary comprehensiveness in French :fiscal practices would find · 
a large potential field for reforms. Of late the Popular Front 
governments have been endeavoring to simplify financial matters. 
They have already clarified the role of the Treasury in financing 
some of the extra-budgetary, accounts. This appears to be a step 
in the right direction. · 

United States Federal Government 

• frhe United States may also be included among the group of 
)nations which have, in one form or another, statutory require

ments regarding the inclusion of all :fiscal items in the budget 
as submitted by the executive to the legislature.18 \Pte infractions 
found in the United States are indeed negligible and our budget
ary system may be considered to rank among the foremost with 
respect to its comprehensiveness, particularly as measured by 
initial planning.) Several government-owned agencies, including 
the Panama Railroad Company and the Inland Waterways Cor
poration, enjoy an autonomous status which is based on specific 
statutory enactment.19 Among credit agencies owned entirely by 
the Unitea States, the Federal Intermediate Credit Banks and 
the Pro_duction Credit Corporations should be mentional because 
of their extra-budgetary character. Among the agencies of 
which the federal government is only part owner, tlie Federal 
Land Banks for Cooperatives and the Federal Home Loan Banks 
should be cited for similar reasons. : These represent an insignifi
cant minority compared with the , vast category of comparable 
activities which are linked to the budgetary system.) The amount 
of funds allocated to these agencies is so small that the extent 

u N. Y. Times, Oct. 29, 1936. 
111 Budget and Accounting Act of 1921 (42 Stat. L, 20 Title II, Sec. 201 

(a).) 
111 Marshall E. Dimock Gcwert~ment Operated Enterprises in the Panama 

Canal Zmse, (Chicago, 1934). Chap. III, ''Relationships Control." 
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of the abuses which the policy creates is negligible. None of the 
agencies enjoying an extra-budgetary status can borrow through.J 
issuing obligations with governmental guarantee& 

There are, in the case of the United States, a few factors 
which indicate reasollf for the success in the maintenance of a 
comprehensive system. , A somewhat greate!.!.'especUor &tatntory J 
enactment characterizes federal procedure than that which, is 
found in several other nation.S or the states. Furthermore, the 
various other restrictions and limitations make it impossible for 
any specific benefits to be derived from an extra-budgetary 
statu$. Pledging of credit and several other policies which foster 
extra-budgetary items are absent. It is noted, furthermore, that 
no requests for funds may be made for ad.min.ih'trative officers 

~xcept through th_e. regular budget channels. The strict applica
tiOiiOf thii practice tends to make a notorious exception of any 
agency that communicated its financial requirements direct to 
Congress without going through the budget-minded executive 
officers. It will be noted, furthermore, that in the federal govern
ment, as in the case of other national units and the bulk of 
the American states, the budget message consists only of recom"V' 
mendations and suggestions. Since the legislatures in this case 
are not bound at all by the inclusion of specific recommendations 
in any direction, they have not felt at any time the necessity 
of excluding specific items. (There existsJ . therefore, ffor the 
executive, the agencies, or the legislature, no incentive to defeat 
the expressed wishes of the budgetary enactment. ;It is evident 
that the total absence of any restriction on the actions of Congress 
otters no incentive for legislators to seek an extra-budgetary status 
for their favored appropriations in order to escape executive con
trol. The system is inherently loose following the initial planning 
stage and otters few obstacles to practices towards which exception 
rpight be taken. 
\ In recent years there have been a number of :fiscal items, for 

the most part new in character, for which a complete and satis
factory budgetary recognition has not been found to date. Such 
items as revolving funds, specific assignments (in so far as they 
temporarily eseape judicial overthrow), and executive allocations 
may well have led to a temporary breakdown of the comprehen
siveness reputation which the system still unquestionably deserves. 

A quotation from the "Report of the Special Committee on 
Federal Expenditures'' of the U. S. Chamber of Commerce will 
serve to show bow some of the early New Deal finanees were said, 
to be bud!reted. The Committee stresSed the extra-budgetary .ehar
A<'ter of some of the emerf!('ney items, stating: 

There have been rreated a large number of organizations 
which have rombined spending power of stupendoua propor
tions which are largely or entirely independent, and in prae
ti<'al effect outside of the regularly planned and executed 
bud~t 
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• • • It is true that the amounts expected to be spent by 
these various agencies were included in the last budget, but 

.·mostly in lump-sum totals with no details. There is, more· 
over, no active central control .over their spending and no 
means whereby their expenditures can be coordinated with 
each other or with the total expenditures. For a time their 

. accounts were not even audited by the Comptroller General, 
but this has been changed by executive order. An executive 
order was also issued giving the Budget Bureau supervision 
over, their expenditures. This was, however, rescinded very 
shortly after its issue. 

The importance in the fiscal plan of these organizations func
'tioning largely: or entirely .outside of active central control 
is illustrated by the magnitude of their expenditures. Total 

· expenditures of the federal government in the fiscal year 1934 
· were approximately 7 billion dollars. Of this amount about 
3 billion were classed as ordinary, while 4 billion were desig
nated as emergency. In other words, during the last fiscal 
year the major. portion of the expenditures were not under 
control of the budgetary agency. Emergency appropriations 
for the fiscal year 1935,, which under present conditions will 
be similarly uncontrolled, are more than double those for 
urdinary expenditures. . . 

This situation not only results in uncoordinated and 
uncontrolleq. expenditures, but since no one agency has 
knowledge of proposed expenditures it becomes exceedingly 
difficult to compile budget estimates and develop a fiscal plan. 
This situation is well brought out by a statement in the last 
Presidential Budget Message to the effect that: ''By reason of 
the fact that the Budget Bureau has had no control in the 

. past over the various expenditures, obligations, and allot
ments made by the emergency organizations, the task of 

. preparing the present budget has been the most difficult one 
since the Budget and Accounting Act went into effect in 
1921.''20 

' 

Since this statement. was made,( President Roosevelt has made 
efforts to place the re~overy agencies, which originally had been 
exempted by the provisions of the I~rslation creating them, under 
the basic budgetary procedures. } In September, 1935 seven 
agencies21 were placed by Executive order under the provisions of 
the Budget and Accounting Act of 1921.22 Seven other agencies, 

zo Refttrmdum No. 61 on the R~ptWt of. the Special Committee on Federal 
lllllfJendilureB, Chamber of Commerce of the U. S. of A., Washington, Oct. 1~, 

· 1934, (hereafter cited as "Report of the Special Comm. on Federal Expend1· 
tures") p. 24. · • . • . . 

21 A!rencies mentioned were the AllTlcultural Adjustment Admmtstrabon, 
Comm~ty Credit Corporation, Federal Coordinator of Tran~~ti.on, 
Federal Emergency Relief Administration, Federal Emergency Adnumstrabon 
of Public Works, National Recovery Administration, and the Tennessee Valley 
Authority. 

zz N. Y. Times, September 5, 1935. 
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under an Executive order issued August 5, 1935, had been 
requested not to incur obligations for administrative expenses after· 
September 15th of that year without prior approval of the 
Budget Director. 21 Another order of August 19 had placed six 
other recovery and relief agencies under the same requirements, 
except that October 1 was named as the effective date. 26 The final 

. order of September 4 increased the number of agencies to twenty. 
Only the Civilian Conservation Corps remained outside the juris
diction of the Budget Bureau. The administrative expenses· of 
this agency were stated to be relatively small. .. ·• 

It should pe noted that these agencies were only in a limited 
sense outside the scope of the budget system. The chief change 
brought about involved the subjection of the administrative 
expenses of the agencies to the processes of planning, adoption, 
and execution accorded the similar outlays of the permanent 
agencies. The previous plan allowed the administrator to make 
expenditures within the amounts specified by the original basic 
grants with no requirement for the approval of the Budget 
Director or any conformity to previously prepared estimates. 
Some privileges with regard to salary classifications and other 
phases went with the nominal extra-budgetary status. All the 
affected agencies were required to submit estimates for the 1936-7 
fiscal year by October 15th. The orders permitted the Director 
of the Budget to modify the expenses, to be apportioned on a 
monthly basis, in the event of an emergency. Beginning with 
the fiscal year 1938 the administrative expenses of these agencies 
will in many cases be lin;lited by statute. 

From the point of view of governmental· records and the 
measurement of the fiscal balance, the activities of these agencies 
were not individually reported or otherwise concealed. The Bud
get Bureau could not, however, exercise its efforts towards econ
omy since the agencies t'!ontinued to make outlays in the man· 
nE'r of "no-year" lump sum appropriations. It is interesting to note 
that the press reports alluded to the Executive orders as a major 
reform leading to the elimination of an important extra-budgetary 
element in the fiscal system. 

Since recovery bas begun, the federal government has been 
enjoying a greater success in recouping funds lent to domestic 
debtors than it has with international debts. (The J>?licy of set-
ting up revolving funds for the lending agencies whtch are realiz.. 
ing their security collateral or are being repaid outstanding loans 
hu been subjected to some criticism. The fact that the Adminis
tration has pla<>E-d f'mphasis on its a~ts as a potential source of 

tl Federal Home Loan Bank Board, Home Ownera Loan Corporation, 
Fl'deral Su·inl!l and Loan Sr~tt'm. Federal Saving& and Loan Insuranee 
Corporation, Federal Housing Administration, Farm Credit Administration, 
and Federal Farm Mort:rage Corporation. 

" Fedl'ral Dloposit Insurance Corporation, Federal Surplua Relief Admini• 
tration, Export-Import BanJ,c of Washington. Seeond Export-Import Bank of 
Washington, Reron~truetion Finance Corporation, and Electric Home and 
Farm Authority. 



NEW YORK STATE TAX COMMISSION 

funds for a re!ire~e~~ of J~ public debt is .responsible for a large 
measure of this crltlCism,)smce the revolvmg fund methods per· 
mits the payment of administrative expenses and non-repayable 
grants out of funds received from debtors. There is no doubt that 
a policy of considering debt repayments as national receipts and 
of :financing the current activities of the agencies through budget
ary appropriations might necessitate a basic revision in recovery . 
agency financing. (No extra-budgetary aspects are involved, but 
it should be noted that the realization of assets is a difficult 
activitY. to interpret in terms of balancing expenditures against 
t'EjVenues in a particular perio~ . 
\An analysis of the budgetary implications of the much pub

licized gold increment profit and its administration shows that 
the federal government has carried these )items within the regular 
aecounting and budgetary framework. 25 The exceptions which 
center around the disposition of the $2,000,000,000 turned over 
to the Exchange Stabilization Fund26 are understandable in view 
of the special character of the outlays. The other uses for which 
payments from the gold increment profits were authorized were 
payments to the Federal Reserve Banks, the establishment of 
credits in favor of the treasury of the Philippine Islands, meeting 
losses in melting gold coins, and national bank note retirement. As 
of .June ao, 1936 expenditures chargeable against the increment 
on gold totalled $2,516,851,408.77 out of a total profit of $2,813,-
898,240.90 derived from the devaluation.27 

· For obvious reasons 
the expenditure items, which have not yet resulted in completed 
transactions, can be traced only with some difficulty in the govern
ment records. The operations of the Stabilization Fund are not 
publicized. It is important to note that, unlike the French 
government's power over the devaluation profits, the uses of the 
Stabilization Fund moneys, when the assets are disposed of, are 
restricted. They must, under present legislation, be turned back 
into· the Treasury and can not be spent for any purpose except 
UJlder specific Congressional authority. 
~In general, with respect to the elimination of extra-budgetary 

elements in its federal· fiscal system, this country now ranks with 
Great Britain. There were, however, some practices connected 
with the early recovery outlays which, if continued and developed 
instead of checked, might have resulted in marked breaches in some 
phases of the comprehensiveness of the system.) 

Belgium and Denmark 

In several countries constitutional requirements regarding 
budgetary comprehensiveness are found. Among these are Bel- . 
gium and Denmark. In both ·these nations constitutional provi-

u The writer is indebted to M~. A. B. Hersey of Washington, D. C. for 
an analysis of the gold increment developments on which this statement is 
based. 

16 Gold Reserve Act, op. cit., Sec. 10. 
::n A. B. Hersey study, op. cit., p. 4. 
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sions are rigidly adhered to, and there are no fiscal affairs which 
are not comprehended in the regularly submitted budgetary 
estimates and subsequently enacted finance laws: There does not 
appear to be any indication that any fiscal activities are segre
gated in a manner which would indicate budgetary autonomy. 

Germany 

The German budgetary law, embodied in the (Weimar Con-"' 
stitutim~, was (ormulated in terDl& of- budgetary principles. Among 
these h the comprehensiveness principle) According to the 
ReickskauskaUsplan, revenues and e~nditures of the Reich must 
be inserted in the Reich budget.8 tThe budget carried several 
legalized exceptions) which were frequently established under the 
constitution~! clause which permitted excepfions approved. by the 
Reichstag. \These were primarily for the indust~i~L!flg_ . .,!IOIJl
mercial operations __ of ._:he S~ate. ) !he '?-suarl:iudgeta~y require
filents for l!UD.tro! and othet admtmstratlve features w1th respect 
to salaries were not removed. It was only in connection with 
stated administrative aspects that these ,items were segregated. 

(It is questionable if these items were truly extra-budgetary in 
~haracter. Under the common interpretation of the principle 
of comprehensiveness, which would include the subject matter here 
treated in terms of budgetary unity, the Germans have considered 
the existence of separate budgets for the alcohol monopoly and 
the postoffice as an infraction of budgetary comprehensiveneS!il 
~n general, it may be stated that the German standards did 

not p~rmit . any .of th~ questi?nable exlra::budge~~rQracti'ces~ 
untess the agenmes whmh-received·llome--measure ofbudgetary 
autonomy had resources or receipts of tl;teir own, their revenue 
needs were covered by budgetary sources) Actually the agencies 
are apparently considered as extra-budgetary because only net 
surpluses or deficits appeared in ,the budget.19 

~-- There is ample indication that~ since the downfall of the Repub- i 
lie and the suspension of the legal requirements under which the
budgetary system of that regime functioned, a large proportion 
of the Reich's financial activities are extra-budgetary in charactej. 
In terms of planuing, adoption, and execution, which are signi
ficant phases of the commonly conceived conception of a budgetary 
system in this country, a large part of the income and outlavs of 
the Reich may be labelled extra-budgetary. • The absence of any 
legislative control or any opposition criticism, a close linking be
tween government and the dominant party's policies, and the 
existence of semi-public institutions, secret funds, and a general 
absence of publicity are but a few of the factors which explain 
the prominence of extra budgetary elements. )One of the many 
indications that these exist is the fact that there are many 

II Weimar Constitution, Art. 85, ~. 1. A similar elauu was embodied iu 
the Rt>kMII4wA.altgtttt8, See. T, Art. 1. 

rt Nt!Umark, OJI. cit., pp. l35·Hl. 
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agencies borrowing on the government's credit and that this 
debt is not consider~ in connection with thE: periodic statements 
of income and outlay: In some totalitarian states the theoretical 
discussions and the egal frameworks may still be of interest to 
students of- budgetary problems in democratic government. Ger
many's recent practices, however, are of limited interest. 

'Other Nations 

Greece, Hungary, Italy, the Netherlands, Rumania, and Turkey 
conclude the list of those countries that have been surveyed and 
in which there are statutory requirements dealing with the com
prehensiveness of their budget systems. 

In Hungary the inclusion of all fiscal items in the budget is 
prescribed by the basic accounting law. Under statutory exemp
tions liJCVeral special autonomous funds have been set up. How
ever, these are stated to be fiscally unimportant. They include a 
property redemption fund. and :the funds which are maintained 
in connection with the agricultural bounty system.80 It is ques
tionable whether the extra-budgetary character of these items is 
·an objectionable practice. . : 

In Italy there is a specially legalized high"way budget. As will 
'be shown later this· budget includes the assignment of the motor 
vehicle tax levied for road building purposes. · In terms of the 
control and publicity to which it is subjected and of the necessity 
for segregation because of its particular character, it is difficult 
to consider this budget as constituting an extra-budgetary factor. 
Because of the assignment feature and the semi-public character 
of the Royal Autom9bile Club, which administers the tax, it does 

. not appear among the annexed budgets for the self-balancing 
items. To the extent that its expenditure and revenues are ade
quately estimated, any relaxation of legislative control, which 
its extra-budgetary status would elsewhere denote, may be dis
regarded as far as Italy is concerned. There appears to be some 

so The League of N11.tions survey reports: 
There· are ·various special funds outside the general budget, some of 

which represent foundations and endowments instituted by private persous 
and administered by the corresponding department, while others represent 
funds of a public l.'baracter. As from 1932-33, certain funds of the 
latter category have been discontinued and their receipts and eXpenditure 
included in the general budget of the State. The most important among 
the special funds was the "Boletta" :Fund, instituted in 1930, in order 
to grant a bounty to wheat producers by means of a ticket ("boletta"), 
with which every purchaser of wheat was required to provide himself. 
As from 1932-33, the Boletta Fund was transformed into an Agricultural 
Relief Fund, but the. boletta system was maintained-ith some modifi· 
cation9-Wltil the end of 1933-34. Since 1932-33, special taxes have 
been introduced and used for relief to ai!Ticulture. Further, there must 
be mentioned the Capital Levv Fund, the Communal Relief Fund, the 

·Farmers' Debt Settlement Fund and the Emigration Fund. Most of the 
other special funds are of minor importance, as their receipts and 
apenditure in most cases do not exceed some thousands of pengo. L. of 
N., Pub. Fin., Htmgary, 1928-35, p. 2. ; 
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uniformity in the manner in which the deficits and surpluses are 
carried directly to the Treasury accounts. They affect the cash 
balance u well u the public debt but do not appear as budgetary 
items. The exclusion from the budget accounts establishes the 
extra-budgetary status of the highway budget for the purposes 
of this study. With respect to all other item it is clanned the 
provisions requiring the inclusion in the budget of all items are 
rigidly adhered to.21 Admittedly, there can be no knowledge of · 
whether or not exceptions exist since the usual type of checks 
or controls afforded by changing governments, legislative. inquiry 
commissions, and outside observers are lacking. The financing of 
the military expedition into Abyssinia afforded a recent oppor
d:unity to note the unpublicized character of financial operations. 

To the casual observer, the variou.s special funds which are 
maintained within the scope of the budgetary system appear 
capable of including without any difficulty all the varioW\lopera.. 
tions of the government. The setting up of semi-public'1Jodies 

· which control large portions of the nation's commercial credit and 
industrial activity has led to borrowing on government guaranties. 
It would require a searching analysis to reveal the extent to which 
the budgetary equilibrium is affected by the operations of the 
t'redit institutes and the other agencies. The national Fascist 
Party offers some other potential difficulties in measuring the 
comprehensiveness of the budget system. As a separate organi
zation the Party has its own budget and is said to receive no 
government funds. Under the jurisdiction of both the Party and 
the :Ministry'of Corporations, the various syndicates of employers, 
artisans, and professional men levy taxes and carry on numerous 
functions and activities involving financial costs and burdens. 
The manner in which the costs of certain governmental activities . 
administered by party units. are handled is not clear. 

In Greece there is a budgetary provision similar to that found 
in the American states. It requires that legislation involving 
revenue and expenditures which may be enacted outside the scope 
of the budgetary recommendations does not become effective until 
the regular budget has been adopted and funds provided for activi
ties previously authorized. and included within the budget. There 
is evidence that the State railways form an autonomous publie 
undertaking and that they do not lie within the scope of the 
budgetary system. Conclusive evid~nce of this condition is found 
in the fact that the accounts are maintained on a calendar year 
basis which varies from the fiscal year of the regular budget.aa , 

ll Letter to the writer from Professor Emesto D'Albergo, llilan, under date 
of June 8, 1935. 

12 The I.ague of Nations survey nports: 
"The reneral bndget included up to 1032-33 eapital upendituree 011 

Mntribution to the raihraye eol"eriDg mainly their aerviee to debt. 
From 1933-34 the eorresponding amounts are ineluded in the debt; 
eervi~'" Although the basis for reeo:rnition has Dot been made elear, 
the l..ea~ZUe of Nations study statee that the budget system eompriiiM 
the geaeral budget, the budget of the State rallwaya, I.Dd the budgeta of 
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There are, howeve~, certain links which tend to nullify interpreta
tions in terms of complete budgetary autonomy. 

In The Netherlands. a statutory requirement with respect to 
comprehensiveness is rigidly adhered to. Within the framework 
of the budgetary system all items are included. 

In Rumania there are two chief reasons why the provisions 
regarding the inclusion of all fiscal items in the budget have been' 
observed. Foremost among these is the fact that a period of 
financial stress and difficulty with respect to credit operations has 
required a strict attitude on the part of the government towards 
budgetary control and balancing. Here, as elsewhere, we note that 
no financial benefits can accrue to any units that do not subordinate 
their interests to those of all other agencies. .All autonomous 
funds and the various commercial and industrial enterprises have 
been brought within the framework of the budgetary system. 
Secondlf, in Rumania as in several other countries, the influence 
of fore1gn creditors on observance of sound budgetary practices 
has been noted. Because of the extraordinary budget accounts 

. that are found, it is necessary to grant a rather liberal interpreta
tion to the standards of comprehensiveness applied to this 
countcy.88 

•• 

Turkey is also among the nations. mentioned as having par
ticular requirements regarding comprehensiveness. There has 
been no indication that this requirement has been. modified or 

. that there has been a failure to adhere rigidly to it. 
Data on two other nations, in which government expansion in 

commercial and industrial enterprises is great, indicate further 
the differing practices towards budgetary autonomy. 

In Czechoslovakia the budget system comprises the general 
budget and the public undertakings. The general budget in
cludes the gross receipts and expenditures of the several monopolies 
(salt, saccharine, and explosives) as 'Yell as the net proceeds or 
deficits of the various state business undertakings. The system 
appears to consist of a planned segregation with established links 
to the general budget.84 It is a type of system w~ich is recom-

the various 'Special funds. This may be said to refute any extra-budget
ary character of the state railways. At another point, however, on the 

· same page, we are informed that "the general budget includes gross 
receipts and expenditures of the administration proper, of the state 
monopolies, and of public undertakings (except state railways)." L. of 
N., Pub. Fin., Greece, 1928-1935, p. 3. 

In any event there is some extraordinary status accorded to the . finances 
of the State railways, a common occurrence in countries in which railways 
have been nationalized. 

as Rumania's neighbor Bulgaria was reported to have a few minor instances 
of extra-budgetary elements. "All State Expenditure is included in t~e 
general budget, but the Pernik State Mines (coal mines) and the State Ra1l· 
ways, have autonomous administrations and budgets which do not form part 
of the general budget. The expenditure in the ease of the railways is, ho"!· 
ever, subject to the same scmtiny and supervisions as other State expendl· 
ture.• (L. of N. Technical Committee, Vol. III, p. 80.) . 

a' L. of N. Pub. Fin., Czechoslovakia, 1928·l935, p. 4. 
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mended by budgetary authorities and which the League of Nations 
baa attempted to introduce in the countries under its financial 
administration. Budgetary autonomy and a resulting relaxation 
of control and publicity can be avoided. · 

In Switzerland the operations of some of the federal enterprises 
are treated outside the normal budgetary procedures and accounts. 
These include the federal railways, which have a special budget 
and may be considered as independent enterprises. The railway 
budget, although voted by the federal aasembly, is treated sep
arately. The debt of the federal railways is likewise segregated 
from the normal public debt. In the accounts some link is obtained 
by virtue of the fact that a summary is annexed to the final ac
counting. Other federal enterprises, including explosives, agricul
tural enterprises, and the post, telegraph and telephone services, 
are linked to the general budget through the system of. multiple 
budgets. 85 

. 1 
(Summary and Conclusion!; ../ · 

~-The practices .noted in the national governments bring out sev- · 
e~l factors which are of interest to the problem under study. 
\~~t, the burdening of statute books with requirements regard

ing comprehensiveness isOMittlirValue. Amendments, .legalized 
exceptions, and disregard for the spirit of specific statutes destroy 
the usefulness of these provisions in assuring a broad jurisdiction 
for the budgetary systemJ . 

\Present 1!!itish practices show that custom and tradition, as 
well as underlying accounting, banking and other administrative • 
factors, are of primary importance in discouraging extra-budgetary . 
items. T~ !_x:ench:Ja£!k_~£ta.tifi~.sY.!tem of national_ borrowing 
and have no general fund concept; these· factors-would- have 
tended to minimize the abuses which have been made possible by 
s9me of the extr:a-budgetary elements of the fiscal system) 

"' \Second, it is evident that economic, financial, or· political 
... reasons. require and justify the granting of an extra-budgetary 

status to some fiscal items. For this reason the theoretical implica
tions of the principle must at times be disregarded. The principle 
must be employed only as· an analytical device) It permits the 
observer to note the actual budgetary and fiscal practices in rela
tion to the desires which motivated segregations outside the normal 
budgetary system. \There are numerous instances of impaired 
comprehensiveness which illustrate the adjustment of the budget 
machinery to a particular fiscal policy which has not encouraged 
or facilitated deficits, concealed borrowing, or otherwise hampered 
control.' 

Th~rd, it can be noted that there are ~kntiaLd-3ttll'ers in the 
choice of fiscal policies which justify emll_-budget_ary segregation. 
This is true particularly in units where abuses are likely to occur. 
The manner in which an ~xtr~-budgetary_ status_can_minimize · 
control_and publieity and_~ap_postpone an _unpl~nt day..:..ol 

u L. of N., Pub. Fin., S;.,it.wrland, 1928-SS, p. t. ,'\, 
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reckoning is evident. · Logical justifications give way to political 
expedience) ' · · 

Credit standing and confidence are associated with a balanced 
budget. In 'order to achieve the desired equilibrium, concealment, 
overvaluation of assets and the creation of new agencies to absorb 
the liability for increased debts may be encouraged. ( There seems 
to be a strong case for aoubting the wisdom of choosing fiscal 

. policies which require a modification of traditions of comprehen-
si7.eness.) . ·· · · 

\In conclusion, it can be stated that the extra-budgetary elements 
are frequently compatible with neither the usefulness of the 
budget system as an instrument of control nor with the best 
financial and economic interests of governments. The items have 
been the source of great difficulties, some undoubtedly avoidable,· 
during yeriods of fiscal c:riseS:~ . · 



CHAPTER IX 
EXTRA-BUDGETARY ELEMENTS OF STATE FIN~CES • 

The Problem of Extra-Budgetary Elements of State Finances 
The prevalence of continuing items, not subject to the periodic 

measure of control inherent in an effective budgetary structure, . 
has already accounted for a large degree .of impaired comprehen
siveness in ,American state finances. It is, nevertheless, possible 
to discover (further aberrations from an acceptable concept of this 
principle.) Buck, most noted authority on budgetary affairs in 
the United States, has summarized the characteristic status of 
comprehensiveness in the American political subdivisions as 
follows: . • 

( ~ ~ . 
In many state and local governments, the stock method 

of producing a balanced budget is to omit the requirements 
for certain governmental agencies and funds.) This method 
is sometimes pursued in direct violation of tegal provisions 
prescribing that all proposals for financing the government 
must be shown in the budget.) As to what agencies or funds 
are included in, or excluded from, the budget, no uniform 
rule is applied.~ l~gencies s~pported by mill Jevies, dedicated 
funds, or permanent appropriatronsare·-soinetimes left out, 
sometimes put i'\ ,_ This is true, likewise, of public agencies 
of a self-suppor.tmg nature, such as business and industrial 
enterprJ.SeS. '),_he requirements for public works are fre
quently excluded from the general budgets of state and muni
cipal governments on the pretext that the necessary planning 
for such works cannot be done at the time the budgetary esti
mates are prepared. In many of these governments the budget 
is little more than a program for current expenditures out 
of the general'fund,tihe receipts and expenditures of spe
cial funds being altogether omitted.) Among the latter funds 
are the moneys secured from the sale of bonds. It is errone
ously assumed on some quarters that such monies should be 
reflected in the general budget only upon payment of the 
principal and interest on outstanding bonds, since this is 
thought to be the only phase of the expenditure which directly 
concerns the taxpayers. 1 

This statement emphasizes loan-financed activities. - It may be 
well to digl"t'SS briefly in order to discuss the manner in which the 
states handle their loan operations and loan-financed activities. 
This phase of the budgetary comprehensiveness of the states is not 
disc-uSSI:'d below with any completeness in connection with the 
problems of particular jurisdictions. 

• Bud!: II, Ofl. cit., pp. 126-T. 

[111) 



NEw YoRK STATE TAX CoMMISSION 

( WJ{e existence of economic ~nd legal limitations on state bor
rowing and a widespread antagonism towards loan expenditur~ 
have already been indicated. Because of these factors the prob
lem of including debts within the scope of the budgetary system 

· is by no means as import~t in the American states as it is for 
the national governments. he states' problem may be considered 
to be that of adjusting eir fiscal systems to an in~&hWt:I::to; 
~. ) The procedural limitations on revisions of borrowing 
powers which have an important influence on the planning of 

·their debts have also been discussed elsewhere.3 However, there 
have been sales of state bonds in the past ten years in all except 
seven states. The amounts are not large in most cases, even when 
COJlS, idered in terms of the annual budgetary outlays of the states. 

\1{ has already ·been shown that the total state bonded debt 
outstanding increased only a billion dollars during the 1928-36 
perio~. It is, therefore, not so much the present conditions as it 
is the change that will probably take place in state borrowing 
practices which necessitates a recognition of the extent to which 
the states are prepared to handle loan-expenditures in their 
budgetary,, procedures. The neglect of tax revenues in the state 
systems )s notorious, and one is consequently not surprised to learn 
that in~only a few states do statutory requirements indicate any 
legal necessity for treating with debts when these are a source 
of state funds. ) 

A survey of the comprehensiveness clauses in the states follows, 
but some of the instances in which debts are mentioned may 
be considered at this point. Specific reference to loan proceeds 
in connection with estimated financing media is noted in Colorado.8 

In Maine a provision of the Budget Act of 1931 (Sec. 4) reads : 

It [the budget] shall also embrace the general budget 
.summary setting forth the aggregate figures of the budget in 
such manner as to show the balance relation between total 
anticipated revenues together with other means of financing 
the budget for each fiscal year of the ensuing biennium. 

The laws of this State, as does the Tennessee statute/ make· no 
specific reference __ t<l-.-4~~ However, it is surmised that in 
planning io fiiiance outlays by increases in the public debt, these 
will be included under the terms "other means of financing." 

· A more specific type of inclusion is seen in Minnesota where 
''amounts to be raised from ordinary revenue, direct taxes or 
loans" are required to be included in the budget summaries.5 

II Seep. 124. 
8 See p. us. ' . 
t Tennessee Pub. Acts ( 1923) • C. '1. U 3. 
II See p, 119. ',' 1 
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Massachusetts in its Constitution• and Oklahoma1 and Vermont8 

in their statutes conclude the list of states in which some form 
of specific mention is made. Two of these states can borrow at 
will. Another frequent provision is one providing that the state 
budget should include a reference to estimated receipts from debt 
authorized but unissued. Alabama and California have such 
provisions. · · · · 

It will be recalled that the procedural lags found in connection 
with debt limitation amendments make it possible for a debt 
recommendation proposed in one year or in one biennium to be 
in the process of completion at the time of the next budget sub
mission. The states are, therefore, faced with the problem of obtain
ing in the fiscal year for which the budget is being discussed, 

· funds from the proceeds of a bond issue that was recommended 
or was in the process of being legalized in some previous period. 
The proposal to borrow may have been initiated two or three 
years previously. . 

Most of the states have no provisions with reference to possible 
increases in the public. debt or to the expenditures to be made 
from such funds. It is natural that the several states pursuing 
a traditional policy of non-borrowing need not be concerned with 
such provisions. Connecticut, Florida, Indiana, Kentucky, 
Nebraska, Ohio, and Wisconsin are states in which there is an 
absence of any net state bonded debt. The failure of these 
states to consider loan expenditures is thus· understandable. 

(The states that have not refrained from borrowing have also 
failed to recognize the growing importance of public credit 
operations and have specifically excluded debts from the scope 
of their budgetary systems) In New York, for example, the budget 
does report self-balancing expenditures of certain special funds 
and expenditures made out of the proceeds of bond issues already 
floated. The recommendation of the Governor for bond issues to 
be approved are not estimated in the revenue totals and find no 
reeognition in the summation of proposed State outlays. 

\Governors have frequently recommended constitutional amend
ments for borrowing authorization~ .at times other than that of the 
submission of the budget program.} It has already been noted that · 
aeficits and surpluses for particular years are measured without 
any rer,erence to the increases in state indebtedness in those 
yt>ars.) For these states the loan proceeds are truly extra-budgetary 
in character. ) It is difficult to suggest a revision of these prac~ 
tiee& since the public approval of any debt referendum cannot 
take plaee until the elections held tfon months after the budget 
speech is read. The provisions regarding boJ'!Owing do not allow 

• Jloa Cout., art. 63, §2. •. , • budget ••• lhall eontai.B a statement 
• • • of all taxes, ~~nuea, loau ami other mean• b7 which • • • expenditu.ree 
lhall be de-frayed." · 

tOld&. Lawa (1919), C. 142, §7. .,;. • 
• "· •• budf,!'t"t shall ill<'lude the G<l\·ernor'a •.• reeommendationa regarding 

• • • the aiOO\Inta to be raised by ordinary revenue direct ta:ua, honda or 
loa-. • Vt. Pub. Lawa ( 1933) f56:!. 
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the Governor· to fit the receipts from any unauthorized debt 
issues into the fiscal program for the coming fiscal year. The 
time arrangements are best suited for him to include any expendi
tures to be made ,from the proceeds in the deficiency items for 
the current fiscal year. . . . 
. (Some- of the independent highway ~~~~entalities in the states 
JSSUe bonds. 'In several otiii.e'tommonwealths there are state
sponsored borrowing authorities which are not considered in rela-

'tion .to the regular finances.) In Alabama, for example, the Ala
bama Bridge Corporation and its obligations are not considered 
together with the States finances, though the debt service charges 
are financed by State highway revenues.S' There are numerous 
other examples; the following quotation from a letter discussing 
California's practices serves as a further illustration. The corre
spondent reports: "Receipts from such bond issues as San Fran
cisco Harbor Improvement (which is in reality a State-owned publie 

' utility) have not been included (in the budget) as revenues.10 " 

One more example should suffice to indicate the{widespread failure 
· of the American states to coordinate borrowihg activities with 
otlier financial. policies) Speaking of the c'ontents of ~he budget 
message summaries, an observer in North Dakota stated: "Bond 
~sues as a matter of practice. have not been taken into considera
tion because it is not a policy of tl]e State to operate by virtue of 
revenues obtained from bonding. (Bonds are issued only for spe
cific purposes concerp.ing which the Budget Board has no jurisdic
tional authority.U ") At the time this was written the State had 
about $30,000,000 in long-term bonds ~tstanding. 

The review of the states will show examples of all the other 
extra-budgetary categories in addition o the loan-financed activi
ties which Buck mentions. ) It is apparent that the range is 

· not as wide as in the nation& units. ( There are restricted oppor
tunities for. the financing devices which make the prevalent 
national examples of extra-budgetary items possible. The inability 
to make monetary manipulations, the small variety of semi-public 
agencies, and tne limited scope of their economic and social pro
grams are other reasons why the bulk of the examples which 
are noted below deal with funds financed by assigned tax revenues. 
Were it -not for highway funds and similar independently financed 
activities the problem would be relatively unimportanJ . 

Legal Requirements for Comprehensiveness 

In· presenting a picture of current conditions in the states,, 
·efforts will be made to show how ·extra-budgetary status affects 

· the equilibrium and control problem. The legislation on this 
phase of comprehensive~ess will also be presented. . 

1 Edna Trull, Bt1rY'O'IDiftg for Hig1nmgs, (New York, 1937), p. 36. 
10 Letter to the writer from Rolland A. Vandergrift, Director of Finance, 

·Sacramento, under date of May 22, 1934. 
11 Nort16 Dakota Budget System., unpublished survey prepared for the 

' writer by Herbert J. Roberts, Deputy Tax Commissioner and Statistician, 
Bisman!k, N. D., July, 1935, p. 1. 



I 

NATIONAL AND STATE BUDGETARY :iiETHODS I17 
(A survey of the states indicates an almost universal en~ct

ment of a so-called comprehe.nsiY.e.llfSS clause. \)l'ypicalli the 
requiremetittliita1f'fiscal-matters of the .state be included in 
the budget program as submitted to the legislature) Somewhat 
less eommon wording found in state statutes is the' New York 
Co~titutional requirement that the budget should present a 
'\,.eomplete plan of proposed expen~tures and estimated . rev
enues. " 11 In addition to its brevity New York's clauseJ' note
worthy for the enforcement and reco 'tion accorded to i Mary: 
land deserves mention among the states which like New York 
have constitutional mention of the subject matter which th~ 
budget program should comprehend.11 Maryland's provision 
was the first to be placed in a state constitution. California 
has an elaborate provision specifying the various spending agencies · 
to be included while Massachusetts is content with a short phrase 
similar to that found in New York.u Nebraska alone,· among 
the states mentioning the subject in their constitutions, does not 
insist that the source of the funds for the financial requirements 
of all departments, institutions and agencies of the state to be 
included or reported.15 . • 

Missouri and West Virginia are the two other States in which 
budgetary provisions are embedded · in constitutional clauses. , 

These provisions, -as do those found in the statutes, relate to 
the subject matter of the budget document which is .intended for 
the basis of the legislative appropriation acts.- lteinB which con
tinue or have legal status regardless of immediate legislative 
action are included for informational purposes. If some phase 
of the state's financial activities does not have to be considered· 
by the official or agency formulating the program, it may be 
presumed that an exemption from legislative deliberations of 
the program as a unit and possibly from some execution provi
sions will follow. It is primarily to insure the significance of 
the balancing mandates that the observance is important. Only 
in exceptional eases can it be assumed that the failure of an · 
nf.'cutive bud~ret to comprehend a certain activity will make no 
difference in its status or in its position in the balancing of all 
sf.ate income and outlay. . 
tWhile a constitutional provision is not capable of being readily 

modified by legislative action, the necessity of including particular 
itt>ms in a printed statement is not sufficient safeguard against 
infractions of the basic principle underlying eomprehensivenes~ 
Few people, if any, seem to be perturbed by any infraction of 
th(l'se constitutional mandates. 

(The statt'S whi<'h have statutory comprehE>nsivenegs clauses are 
m'bre numerous.) They include Alabama, .Arizona, .Arkanw;, Colo-

n N. Y. COMt., art. 4-A, 12 (a). 
u •. : • ee~h budget &hall Mntain a complete pla11 of proposed espendituree 

and nt1ma~ revenues •.• ", Jld. Cout., art. S. 152. 
1t Col. Cout., art. 4, 134. J/tJM. COMt., art. 63, §2. 
u Net. CONt., art. 4, 11. 
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rado, Delaware, Florida, Georgia, Idaho, Illinois, Indiana, Iowa, 
Kentucky, Maine,. Minnesota, Michigan, Mississippi, Montana, 
New Hampshire, New Jersey, New Mexico, North Carolina, Okla
homa, Oregon, Pennsylvania, Rhode Island, South Carolina, South 
Dakota, Tennessee, Texas, Utah, Vermont, Virginia, Washington, 
Wisconsin, and Wyoming. 

Only Connecticut, Kansas, North Dakota, and Ohio among the 
states with statutory budget laws appear to have omitted the 
usual phrases directly requiring the including of all fiscal activi
ties of the state in the budget.16 In these four jurisdictions, 
as in the others, there are various indirect requirements which 
might be conceived as aiding in assuring some degree of com
prehensiveness in the planning or execution of the fiscal program. 
Among such provisions are those which require. all state spending 
agencies to take part in the assembling of estimates. Requiring 
all proposals for expenditures to include a ~tatement of the source 
of revenues to defray the proposed costs may also aid in relating 
financial actiVities in a coordinated program. 

Two examples will suffice to indicate that the manner in which 
the statutes are worded is an obvious expression of legislative intent 
for a comprehensive budget program.11 The statutes of Colorado 
and Minnesota are cited because of their implied or expressed 
mention of debt issues, indicating a complete comprehensiveness of 
financing media not specified in many other states. In this respect, 
therefore, the clauses are not typical. 

The Colorado statute in force at present reads: 

The budget of the State government shall present a com
plete financial plan for each fiscal year of the ensuing bien
nium, which shall set forth all proposed expenditures for 
the administration, operation and maintenance of the depart
ments, institutions and agencies of the State government; 
all interest and debt redemption charges during ·each fiscal 
year; all expenditures for capital projects to be undertaken 
and executed during each fiscal year of the biennium. In 
addition thereto, the budget shall set forth the anticipated 
revenues of the State government and any other additional 

. means- of financing the expenditures proposed for each fiscal 
year of the biennium.1~ 

The Minnesota provision is equally explicit regarding the scope 
of the budget. 

It shall be the duty of the Commissioner of the budget 
to prepare a budget for all receipts and expenditures of 
the State government as herein provided. The budget shall 
also include definite recommendations of the Governor for 

u Information regarding Nevada and Louisiana was not available. . 
u The appended charts report, in summary form, the comprehensiveness 

requirements in many other states. 
t8Colo. CoiltJ CHI. Proc. AM. (Mills, 1933), §2611. 
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financing the expenditure recommended, and the relative 
amounts to be raised from ordinary revenue, direct taxes, or 
loans.111 

It is interesting to note thatlin all of the states which failed 
to have a specific comprehe~siveness requirement, with the 
exception of North Dakota, an observance of the principle not 
excelled elsewhere is encountered. This gives some indication 
of the lack of real authority exercised by such provisionl In 
the case of North Dakota a number of expenditure and revenue 
items, in addition to a loan proceeds, are omitted from the budget. 
The sole indication of a requirement is found in the statutory 
provision setting up the Budget Board and prescribing its duties, 
among which is the preparation of a financial statement mention-
ing prospective available revenue.111 · 

Writing prior to the depression, Buck noted North Dakota 
as representative of commonwealths in which public industrial 
enterprises were excluded from state budgets.:21 

Extra-Budgetary Items in Various States 

(A review of the states in terms of their actual practices rather 
th'in their statutory or constitutional requirements indicates their 
failure to appreciate the importance and necessity of compre
hensive budget systems. There appear to have been frequent 
evidences of disrespect towards the letter and spirit of the pro
visions mentioned above.). The first group of states which is sur
veyed includes those in the South. 

Alabama does not fit into its budget program the general fund 
revenues that are assigned to specific functions. It furthermore 
excludes many special purpose funds which have been created 
to include specifically assigned revenues and the expenditures 
which they finance. These special-purpose funds are considered 
independent of the general budget, and there is no assurance that 
their consideration involves any comprehensive or coOrdinated 
treatment. The writer has been informed. that the special-pur
pose funds are both numerous and important, and that the general 
fund revenues, because of their exclusion, cover approximately -
only one-quarter of the total activities financed by the State." 
It ·will be noted that in Alabama the statutes specifically provide 
that the budget shall contain a complete fiscal program of the 
State and that detailed estimates of revenues and expenditures 
must be included.21 The requirements regarding the information 

1t Minn. Laws (192S) C. 426, art. lll, 19. 
to "BudJZ:et Reoommendations include only propoaed expenditure& of state 

departmf'nts and state institution. .AppropriatioD.II for special purposes are 
•IW.'tt>d by the l.Pgislature without recommendation of the Budget Board." 
ll'ortla Dalrota Budget 8yrtertt, op. I!U., p. 1. 

11 BW'k I, op. cit., p. 40. 
tt Budgeter.~ BrlteM of AlaktU, unpublished survey prepared for the 

wriU>r by Prof. Paul E. Alyea. Univ. of Alabama, July, 11135, p. 2. 
II Ala. Gen. Aerta (Extra Seu. 193!), No. 37, 12. 
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on. surpluses or deficits expected at the close of the current quad~ 
rennium are important only. with respect to the quarter of the 
State's fiscal activities which are included in the budget. The 
special depression-sponsored acts dealing with the· execution of 
.Alabama's fiscal program minimized the abuses of the extra
budgetary elements in the State's fiscal system. . They did so· 
by specifically withdrawing immunities and by mentioning the 
activities which were affected. 

A survey made of the financial administration of .Arkansas 
in 1930 called attention to the ineffectiveness of the existing com
prehensiveness clause. The statute which was recommended as a 
substitute would have ·precluded the granting of budgetary 
autonomy to any State function.2' It was not adopted, nor was 
budgetary comprehensiveness featured as a State policy. The diffi
culties incurred in the finances of .Arkansas during the depression 
are well known and are in no small measure related to admin-

. istrative inefficiency. . 
.Another Southern State, Georgia, does not provide an ade

quate link between the specific funds which have been set up for 
the assigned revenues and the general budget. The Highway Fund 
is not linked to the general' budget in the computation of the 
fiscal balance and is exempted from requirements covering the 
fiscal activities of other Sta'te agencies. There have been recent 
indications in the press that political disturbances have centered 
around the control of the autonomous Highway Fund. The par
ticular problems of highway financing in this State were dwarfed 
in the fiscal crisis which resulted from a political struggle between 
Governor Talmadge and other State officers in 1936. Some of 
the difficulties were caused by attempts at diversion of Highway 
Fund monies.211 It was noted in Georgia that the blocking of 
the passage of the appropriation act placed the independently 
:financed activities at a temporary advantage. They alone were 
able to use funds at their disposal. Such a situation is hardly 
compatible with the best interests of the community at large. 

In Mississippi an opportunity is afforded to note the relation
ship between a general fund and a comprehensive budgetary sys
tem.. The _budget is concerned only with the general fund while 

tt The recommended statute read as follows: 
The Budget of the State Government shall present a complete financial 

plan for each :fiscal year of the ensuing biennium, which shall set forth 
all proposed expenditures for the administration, operation and main· 
tenance of the departments and offices of the State government; all inter
est and debt redemption changes during each fiscal year; all expenditures 
for capital projects to be undertaken and executed during each :fiscal 
year of the biennium. In addition, thereto, the budget shall set forth 
the anticipated revenues of the Stltte government and any other additional 
means of :financing the expenditures proposed for each fiscal year. o! the 
biennium. Findings afttl Reoommen.datiOfUI on a SunJey of the AdmtMStra· 
ti'De 81rvettwe of the 8tate Gooemment of ArkanBtJB, Prepared for the 
Governor by the Institute of Public Administration, (New-York, 1930), 
p. 101. 

11 N. Y. Times, March 18, 1936, . ' 
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a number of State activities are segregated in extra-budgetary 
special funds. This nullifies a statutory provision which stipu
lates that the budget shall cover the entire expense and income 
of the State for eaclt biennium.10 The earmarking of revenues 
for specific functions is the reason for the extra-budgetary segre
gation. The construction and maintenance of highways, and the · 
operations of the State Banking Department and the Game and 
Fish Conservation Commission are exempted from the control 
provisions to which other activities of the State are subject. 

By a series of statutes Mississippi appears to have avoided any 
contribution by the extra-budgetary items to a deficit or any 
disturbance to the planning and maintenance of a balanced State 
budget. At no time can disbursements from the special funds 
exceed sums already in the till. 21 A recent statute prohibits the 
special funds from borrowing except in a manner to which all 
other State spending agencies adhere.28 The provision denies to 
the special funds some exemptions of the types granted in the 
other administrative statutes. The State's problems would, how
ever, have been simpler had the special funds been eliminated 
or modified at an earlier date. 

Continuing the survey among the Southern states, the Caro
linas offer other examples of a failure to achieve budgetary com
prehensiveness because of the existence of autonomous funds. In. 
North Carolina, according to specific legislation,'' nothing in the 
statutes regarding budgetary matters can be applied to the State 
highway funds. These are under complete control of the Inde
pendent State Highway Commission. Buck has indicated that 
t.he exemption was based ·on the alleged difficulties ()f subjecting · 
the construction activities of the Highway Fund to the biennial 
budget provisions.80 Although it did not do so prev~ously, North 
Carolina now takes highway problems into consideration in meas- . 
uring the prospective balance. In spite of legal requirements, 
the Highway Commission Fund may be considered to constitute 
an annexed budget which is linked to the general budget by meanS 
of net surpluses or deficits, or gross totals of income or outlay. 
The Highway Fund budget is presented to the Legislature in 
the same document as is the general budget. This is a practice 
found in many other states but one which is rare in the South. 

In South Carolina the statutes providing that the budget shall 
eontain a "complete and itemized plan of all proposed expendi
tures for all agencies"11 do not affect the administration of the 
Independf>nt State Ri!_?hway Fund. The latter is under the con
trol of a State Highway Commission legally immune from the 

"Misa. Gen Laws (1932). C. 120, U. 
tt IAttt>r from Leil!'h Watkins Jr., Dinot'tor of Rel!ei.J'eh, YiBSiuippi State 

Tax Commission. under date of Oct. 22. 1936. 
•• ~lis•. C ..... n. Law• (F.xtl'a SeRs., 1~361 C. XXX. lXX. 
"N. C. Code Ann. (Mirhie, 1935), 17 4811. 
ao Burk I, op. eit., p: 38. 
at B. C. Code (1932), 13219. 
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provisions regarding budgeting of general State activities. The 
problem in South Carolina has been the subject of some discus.. 
sion by State authorities. The budget document includes only 
some fiscal statistics regarding highway t.ctivities of the past 
biennium. Efforts are being made to modify this practice because 
of difficulties, simij.ar to those of Georgia, which have been created 
by the existence of this autonomous highway fund. The message 
submitted by the Governor in January 1936 states that "in view· 
of present circumstances, the Budget Commission is of the opinion 
that at this time it will be impracticable to intelligently recom
mend a budget for the ·operation of the highway department. It 
is believed, however, that legislative consideration should be given 
to the matter of providing a budget of all funds expendable by 
the department.'' 32 Elsewhere in the same document the Gov
ernor stressed the advantages which would accrue to the State 
from a closer linking of highway and school expenditures to the 
general fund. He stated: 

.Ail a question of policy, the adoption of which it is believed 
would serve to simplify our present system, it is recommended 
that legislative consideration be given to the matter of budget-

. ing and appropriating all highway and school expenditures. 
There are at the present time three major phases of the 
State government involving the expenditure of State funds ; 
namely, the general fund, the Highway Department, and the 
State supported public school term. Of these three divisions, 
strict legislative control is ·exercised only over general account 
transactions. There appears to be no justifiable reason 
why such control should not be exercised over all phases 
of the State's business involving the expenditures of public 
funds .and it is entirely probable that such control of all State 
expenditures might lead to the adoption of policies which 
would affect considerable saving. 88 

It will be noted that the subordination of the Highway Com
mission to normal State procedures would not be without political 
and legal difficulties, and that the extra-budgetary activities are 
most frequently linked to highway elements in the State's finances. 
The importance of highway finances and the particular stability 
of highway revenues has led to a series of raids, inter-fund 
borrowing, and other similar actions which indicate the desira
bility of formulating a more comprehensive budgetary policy with 
reipect to the assigned revenues of the highway funds. 

Extra-budgetary items are not restricted to the Southern states, 
where administrative difficulties are not unexpected. For example. 
in New Hampshire a condition not compatible with the best bu~~et
ary practices has been noted. The usual statl'!tory pr~vtston 
requiring that all fiscal matter of the State be mcluded m the 

sz South Carolina, State Budget for the Fiscal Year Ending June 30, 1937, 
(Columbia, 1936) p. 178. 

u llrid., p. 5. 
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budget iB found. 8' The laws require inclu&on in the budget of 
such data as is necessary in order to make known in all practicable 
detail the financial condition and operation of the government 
and the effect the budget as proposed by the Governor will have 
on such condition and operation. Exception iB found only in 
the case of the Highway Department. Its budget iB not only 
independent but operates under a different fiscal year.11 The 
result of the budgetary t!Utonomy of the highway activities hBs 
been clearly indicated in the Brookings survey of this State. 

By this authority not only the annual report of the Com
missioner but also aU other fiscal relations of his department 
are being administered on the basis of a fiscal year ending 
January 31st. The budget of the highway fund including 
its estimated receipts and estimated appropriation require
ments is submitted as of January 31st. Expenditures for 
highway projects are authorized for a fiscal year ending Janu
ary 31st, as a result of which it becomes necessary for the 
Comptroller to account and report expenditures from appro
priations and allotments for a like period. •• 

The survey recommended an abolition of the budgetary auton
omy enjoyed by the highway items. It suggested that the High
way Department adopt the fiscal year ending June 30th and 
make it possible for its budget processes to be coordinated with 
those of the other State spending agencies. It was proposed that 
the Highway Commission be required to submit its estimates of 
revenue and expenditures at the same time the other estimates 
are submitted. Revisions in accounting and reporting practices, 
equally affected by the extra-budgetary status of these items, were 
also recommended. 8' Assigned funds other than those· for high
ways are carried in specific-use funds which are closely linked 
to the general fund. 

In New Jersey the statutes provide, as in most of the other 
states, that the proposed complete financial program of the State 
be included in the Governor's budget.•• 

The numerous assigned revenues are carried in specific-use 
funds which are closely linked to the general budget. It is with 
respect to the highway fund that difficulties were until recently 
encountered, growing chiefly out of the fact that the highway 
fund operated on a calendar year basis. The general budgetary 

•• N, B. Laws (1931), C. 1'11. 
n All 11tate al.'tivitiea operate on the fiseal year ending June 30th. N. B. 

IA•·a ( 1931), C. 15 prO\•idea that "the (highway) Commissioner shall make 
to the Governor and Council an annual report of the work done and expendi
turH incurred by his department for the year ending January 31st. 10 

u Rtport 011 • 8""'ey of tu 0rf"U:Gtto. •lid Adt~~ia&am.tto. of tu 
Stat~, Cowntr .,.4 fOtnt ~lllflltl of Net~~ Ha•p,.il'e. Submitted to 
GQvernor Winant by the Institute fot" Goorernrnental Re&e&rdJ., BrookiDgt 
ln~titution, (Washington, 1932), p. 385. 

IT IW. . 
u Net~~ J-r 8tau B.dgd Brttet~~,, unpublished auney prepared for the · 

writer by John A. Reddan, C001.miuioner of the Budget, TrentDD, lt34, p. !.. 
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system functions with a fiscal year ending June 30th. The high
way fund budget was previously published in a separate docu
men.t. It appears in the general budget document only since 
1936. The developments in .New Jersey are not without general 
interest inasmuch as some fundamental problems are illustrated.39 

.As indicated above, the budget documents now cover all out
lays inch1ding those for the highways. Recent developments with 
respect 'to New ·Jersey's highway funcl as a source· of revenues 
for general State needs have no doubt motivated the poliey to link 
the fund closer to the State's general fiscal program .• '.Vhis State's 
highway fund, as that in many other ~tates, continued to enjoy 
the yields of the lucrative and stable motor vehicle and fuel levies 
and had been the target for efforts to use these funds for the sup-
port of general State functions. . 

In Iowa, in spite of statutory provision, 40 some evidence of 
attempts to facilitate appearance of balancing by occasional omis
sion of specific expenditures is indicated. It should be noted in 
Iowa, as in many other states, ·in addition to detailed estimates 
of expenditures and revenues the law requires that the budget 
contain information regarding the proposed measures of taxation 
to alleviate any respective deficits. This motivates a desire to 

se The following comments from an exhaustive study of the State's budget 
problema describe recent provisions affecting this portion of the State's outlays: 

Under the new law the expenditures of the highway department must 
be made from appropriations annually granted by the legislature and 
for the first time the highway budget-must be submitted regularly for 
legislative action (Laws of 1933, Chapters 193, 451). The law provides 
for a separate annual state highway fund appropriation act which grants 
funds for the use of the highway and motor vehicle departments and the 
gasoline tax division of the state tax department upon a calendar year 
basis. The regular appropriation act provides funds for the ·use of the 
other spending ageneies in the ensuing fiscal year which begins July 1. 

In submitting the first budget under the new law in Januar,Y, 1934, 
Gov. Moore disregarded the requirement that his recommendations for 
appropriations from the state highway fund shall be given to the legis
lature at the same time. Shortly before the budget was printed the 

. Governor ordered the deletion of the section containing the state highway 

. fund budget. The Governor later conferred with the appropriations 
committee concerning the highway budget but the latter was never 
printed and distributed. In his annual message to the legislature Gover
nor Moore proposed that new construction of state highways should be 
limited to that which could be tinaneed with federal aid funds. He asked 
that no more state highway bonds be !Old and that the money from motor 
vehicle licenses and the gasoline taxes, which ordinarily would be avail· 
able for new construction, should be apportioned for a period of three years 
among municipalities to be used solely for public school purposes. (Annual 
Message January 9, 1934, p. 26). But the fact that the Governor 
wished ..;, restri~ severely state expenditures for new highway construction 
does not appear to be sufficient justification for failing to submit the 
highway fund budget in a.ccordance with the law. The last published 
budget is llOmewhat improved in form but it is incomplete and misleading 
as it omits all expenditures of the highway department, the motor vehicle 
department, and the motor fuels division of the state tax department. 
DenJll!l C. Cline, Ea:ecu.tifJe Control Otl6t' Btate E:ependitures i1l N611J JerBeg 
(Princeton, 1934), p. 27. ~ 

co Iowa, Bud,.aet & Financial CoJ!trol Act. Chap. 4, Acts of 1933. 
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achieve -a balance by eliminating expenditure categories. In par
ticular proposed expenditures for capital improvements have been' 
omitted. In the 1935-37 budget appropriations for capital 
improvements were omitted from the budget because of the 
expressed inability of the Governor to allocate funds for their 
financing. In order to throw the responsibility on the Legislature, 
it is reported that the . Governor submitted estimates for these 
activities, under separate cover, for such action as the Legislature 
might take. Another interesting element in the Iowa situation is 
the fact that certain of the State .Departments have the statutory 
power to refrain from subjection to the control inherent in the 
State budget system. Commenting upon the budget control in his 
State, a financial officer m~e the following statement: 

'' ... Iowa now has an excellent State budget system admin
istered by the comptroller provided under the Budget and 
Financial Control Act of 1933. The comptroller has direct · 
supervision of every department of State government except 
the State Fair Board, the State Board of Education, and 
the Fish and Game Department, .but it should be observed 
that the latter· department had voluntarily come under the 
new system.' '61 

A specific assignment for the service of the soldier's bonus bond 
issue is also omitted from the budget. 

In· :Maine, prior to the enactment of the new 1931 budget law~ 
there was some indication that the budget did not attain com
prehensive coverage.'1 Based on the recommendation of the 
staff which made an intensive survey, the new statutes pave the 
.way for remedying the situation.•• 

Michigan offers a further example of an ine:tfective compre
hensiveness clause. In practice certain fiscal items are omitted 
from the budget. These include the sums required to meet old
age pension payJ:!lents and the administrative costs of the old
age pension system. As indicated elsewhere, there is no reason 
why these social and economic programs involving State outlays 
and taxes should be segregated in a manner which obscures a 
broad view of the State's fiscal program, It is r:eported, with 
respect to the extra-budgetary items, that they were included in 
supplementary appropriation acts although eomplete knowledge 
of their needs existed at the time of submission of the budget. 
Thus the misleading appearance of a balanced program was faciJi. 
tat.ed. Such an illusory comprehensiveness may serve the best 
interests of a government if the postponement aids in improving 
the aeeuraey of the estimate of a future need. Michigan has 

tt Joha E. Brindley, "toea! and State Budget Control.• Proceeditlfl•, 27th 
Confuenee, National Tu: At1180t'iation, (Columbia, 8. C., 1935), p. 4111. 

u Btou AdMtaittrafift CONOlidatiow ill JltJilu, Report on a Survey of the 
State Government Conduetecl for Governor Gardiner by the Institute of 
PubliC' Administration, (Nt'W York. 1930), p. 55. 

" Me. La1t11 ( 1931), C. 118, art. II. 13. 
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ha~ long .. standing difficulty with res~ect to extra-budgetary items. 
' It 1s only recently that the University of Michigan, the Michigan 

State College, and the Agricultural Experiment Station were 
brought within the budget system. Prior to the enactment of 
the law which extended the comprehensiveness of the system," 
only the expenditures used for routine operation of State institu
tions, departments, boards, and commissions, covering only one 
quarter of the total disbursements of the State, were included 
in the budget. A local observer has noted ''The expense and 
revenues of the following were all, or practically all, omitted 
from the budget: ' 

(a) State Highway Department. 
(b) .Fee-operated division of the Secretary of State's office, 

Public Utilities Commission, etc. They may be shown in 
the budget but are not controlled as to a fixed amount of 
expenditures . 
. (c) Industrial funds for operation of prison industries, 

known as revolving funds, do not come under budget 
control or scope and d,o not close biennially. 

(d) Fees at the University of Michigan and State College 
and all detail of other expenditures of any revenues. · 

(e) Trust funds i.e., primary school fund, closed banks, 
teachers' retirement fund, etc., where the State Treasury 
is the depository. Generally speaking, the tendency of any 
new function of government is to seek exemption from budget 
control in the act creating it.' '45 

Oklahoma has a statute providing· that the budget : 
"contain a complete and itemized plan of all proposed expendi
tures of each State department, bureau, division, officer, board, 
commission, institution or other agency or undertaking, classi
fied by function, character and object and of estimated 
revenues and borrowings for each year in the ensuing biennial 
period beginning with the first day of July thereafter. " 46 

A recently compiled survey of the State indicates that the only 
funds appropriated biennially by the Legislature are those which 
accrue to the State Treasury for the credit of the unrestricted 
general fund, certain educational funds, public building funds, 
and certain special funds. 47 Evidently other funds, including 
those for highways, are omitted. Their prominence is lessening 
because the State is tending to abandon the specific tax assignment 
practice. 

"Mich. Pub. Acts (1933), No. 187. 
4o5 Jlichiga• Budget Bvstem, unpublished survey prepared for t'he writer lly 

George D. Thompson, State Budget Director, Detroit, June, 1934, p. 3. 
"0kla, Laws (1919), C. 142, §7. 
47 Report «m G 8tWfJey of Organizati~m ofld Administrati~ of Okf~ho!M, 

prepared by the Institute foF · Governmental Research, Brookmgs Instttut10n, 
(Oklahoma City, 1935), p. 239. · 
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In South Dakota the failure to provide for ~he budgetary 
inclusion of its industrial and commercial enterprises has been 
the outstanding example of this budgetary practice in the states. 
This experience is rare in the American states, since they have 
only occasionally ventured into industrial or commercial activities 
after the disastrous wildcat speculation and boom days. There 
are probably fewer such enterprises now than before the depression, 

The statutory provision in Tennessee is of the all-inclusive 
type." The comment from an authoritative analysis of the State's 
fiscal system is enlightening on the manner in which the legisla
tive intent for a comprehensive budget has been poorly enforced. 

The intention of the law is that all fiscal measures be 
included (in the budgetary system). In actual practice, 
however, there are serious omissions. The Joint Recess Com
mittee on Finance Ways and Means reported in 1931 that : 

"Your budget law is largely ignored and the alleged 
budget to you by the Governor, in so far as it purports 
to contain the ·amount necessary to operate the govern
ment during the biennium, is in fact no budget at all. 
Comparatively speaking, it contains only a small part of 
the expenditures that will be made during that period.'' 

The Committee went on to point out that the general appro
priation bill for the 1929-31 biennium carried appropriations 
aggregating $27,218,639.48 whereas the actual expenditures 
for the first year of that biennium amounted to $64,865,802.99. 

The greater part of this tremendous disparity resulted 
from the failure to budget highway expenditures. Highway 
expenditures were budgeted for the first time in the 1933 
Appropriation Act. 

The same committee also reported that: ''in addition 
to the amounts provided for in the budget contained 
in the general appropriation bill, large payrolls and 
operating expense amounts running into hundreds of 
thousands of dollars were being carried and paid by the 
Department of Finance and Taxation and the Railroad 
and Public Utilities Commission and possibly other depart
ments. These amounts are not carried in any appro
priation bill and are not in any way submitted to or 
passed upon by the General Assembly. "•• 

This situation resulted from allowing the various departments 
to spend the fees collected for renderin~r services. The 1933 
General Appropriation Act attempted to deal with this problem 

"'The o~)\·ernor submits to the legislature "a budget embraein~r the amounts 
in dl'tail reeomml'nded by him to be appropriated to all departmentll, oftit'JI!& 
and ~neiea of the Btate for eaeh of the years of the aext ensuing biennium. 
the Htimat.ed rt'venuea from taxation and other aourN!'II and the estimate of 
tb. amount required to be raised by tantio11." Tenn. Pub. Aeta, (1923), C. 7, 
113. . 
"'Bv41~ B,.,,.,. of fttttteuet, op. tit., pp .• -5. 
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by limiting all departments to the amount appropriated in the 
budge~ but . it appears that many departments still spend all 
the fees . they collect. It will be recalled that Tennessee officials 
had difficulty in carrying out the statutory requirements regarding 
the repeal of continuing appropriations. The fact that the activi
ties of the Highway Department had been omitted from the 
budget contrary to law was noted in a study written in 1929.00 

Assigned revenues appear to be the root of the abuses, which are 
clearly incompatible with efficient financial administration. 

In Washington the comprehensiveness clause has the usual 
form.111 It is reported, however, that several expenditures and 
revenue items are omitted from the budget and that these involve 
the revenues collected by many departments to finance activities 
~t subject tuegislative control It is interesting to note that 
specific atte"inptS to melua:et!:rese assignments in one form or 
another in the budget have led to difficulties because of the fact 
that the boards and departments understate revenues collected by 
them. The State's budget official has commented as follows: 

. Generally speaking the budget, as considered, covers only 
those funds passing thr'ough the State Treasury. Many depart- · 

. ments, particularly the educational institutions, receive and 
collect .revenues which they expend without legislative direc
tion or controL The Budget Division attempts to include 
information regarding such funds in the various schedules 
supporting the budget. EXJ)erience has shown that these 
so-called uLocal Funds" are generally understated by spend
ing agencies. Proposed legislation to require that all funds 
pass through the State Treasury in the past has been 
defeated. 51 

This represents another type of budgetary difficulty which is 
encouraged by the practice of assigning revenues. 

In West Virginia the constitutional comprehensiveness provision 
referred to above is relatively ineffective with respect to the rev
enues. collected by the State Road Commission and the S~te 
Compensation Commission. Appropriations for the administration 
of these departments are included in the budget and are made 
payable by the revenues collected. This forms their only link to 
the general budget. Financial practices of these two funds are 
described as follows : 

The payment of funded indebtedness of the Road Commis
sion is provided for from the department to the Sinking F'!lnd 
Commission and the Construction and Maintenance of high
ways is left to the discretion of the State Road Commission. 

so Bnek I, op cit., 'P· 38. 
111 Wash Laws (1929), C. 9, as amended by Wash. Laws (1929), C. 162, §4. 
n Budget 8glltra State of Wa.s1Hng1«m, unpublished survey prep~red for 

the writer by E. D. Brabrook, Supervisor, Division of Budget, vept. of 
Finanee, Budget, and Busineaa, Olympia, July, 1935, p. 1. 
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The administration of the Compensation Department, so far 
aa disbursement of funds is concerned, is provided for on the 
basis of receipts and disbursements similar to that of a strictly 
mutual insurance company. 58 

In Wisconsin the ineffective comprehensiveness of the system, 
growing out of the presence of continuing items has already been 
commented upon. In practice, in spite of a statutory compre
hensiveness clause, only those departments and. agencies which 
derive their finances from operating funds appear in the budget. 
Trust funds and special benefit funds are omitted. •• 

With regard to the budgetary inclusion of all expenditures 
financed by tax revenues, New York may be classed with Colo
rado,11 Idaho, Illinois, Indiana, Kentucky, Maryland, Missouri, 
Nebraska, Oregon, Pennsylvania, Rhode Island, Utah, Vermont, 
and Virginia. · 

In these states, fifteen in number, there is little indication that 
the budget program as recommended to the legislature does not 
take into consideration in some adequate form all the fiscal items 
other than those related to public debt operations of the states. 
There is an indication that these states, with the exception of 
continuing elements already mentioned, possess budgets which 
reveal executive planning and legislative action covering all 
activities. Since extra-budgetary practices are not always accom~ 
panied by publicity and in view of the notorious ·disregard of 
comprehensiveness clauses, a more searching analysis might reveal 
evidence pointing to other conclusions. 

While budgetary comprehensiveness is not exclusively a matter 
of printing and binding, the budget document can readily indicate 
the character of the comprehensiveness of the system. New York's 
document offers conclusive evidence that those phases of the 
State's fiscal activities which are omitted and which are not linked 
to borrowing activities are negligible in importance. 

. Summary and Conclusions 

(The ~merican states o:ffer. a less. c?l~rful variety .t:~Latra;bu~~ 
g~ry ltetl1s_t_han_.dCL.t.he....nati®)Durlt.s: However, m some Juri&-

•• Budget 8yst!1fA of Wed Virginia, unpublished suney prepared by Jrlr. F. 
C. Born, Director of the Budget, 'Charleston, M.areh, 1936, p. 8. 

" Wi.toott.tm Budget 8ystl1fA, unpublished suney prepared for the writer 
b~ Mr. J. B. Borden, Secretary, State Budget Bureau, MadiSOil, Wis., June, 
11135, p. 3. 

II Colorado's position in this group may be questioned on the ground that 
the State Bi~rbway Budget, rovering ealendar years in tlistinetion to the 
July 1-June 30th fi.&eal years of the general budget, is prepared and pasill!ld 
upon bL~.he Highway Advisory Board. However the estimates of revenues 
and bu~t requet~ta appear in the general bud,aet doetiment. The Governor's 
!~ter of transmittal aeoompanying the 1935-1937 Budget states: "Yany 
lmportant &jrenciea and funetiona of government have DO rerom.mendationa 
bec-ause of the shortage of funds. It ia understood that these departments 
hold aa important place in State ~vernm•mt, but if they are to be eontinued. 
Df'W reYenuea will have to be provided. • Thia is another reasoa for doubting 
Colorado'• qualificatioa for inelusion la this group. 
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dictions examples ·are plentiful and the problem cannot be readily 
dismissed. Disregarding public debts,. only. a minority of the states 
c~~~ive .~clean bill ()f healtlLtor their observance o~ buggetary 
c_~prehe~S!!~nes~.) These commonwealths, among themNew Yor]J, 
have not created special or specific-use funds which are adminis
tered outside the scope of the budget system. The documents 
~ay show some .segregation but,(from an informati();nal vi~JYP.Qi.nt; 
mclude a survey of all outlays and recelpts:--T"he _ _pr!>!IT~Pl at 
least as far as its planning and submission is concerned ~
~h.ezW!.e. . Barring continuing appropriation, all outlays are 
voted as a part of the state's general f\scal program. The advan
tages of.such a practice are self-evident) 

There are cases where the fiscal policies chosen require a 'Com
plete divorce of the particular· activities from the normal bud
geted sphere of the state's activities. Such cases are however 
very rare in the financial systems of the states. The examples 
which have been given indicate that {he extra-budgetary status 
. is not necessary in order that the desired economic and fiscal 
programJbe achieved. Neither are the chosen fiscal policies 
involving some. impairment of the budget system's comprehensive
ness always essential and in the best interests of the State. It is 
only with respect to loan expenditures that the states are forced in 
some cases to initiate extra-budgetary items.) 
~ large.number of jurisdictions which st~a1!_ two bud

gets, one for general state functions and one for highway acfiVil:ies, 
~o gain no advantages over states such as N~w York which 

take a more unified view of their fiscal problems.) (The budgetary 
comprehensiveness can be maintained without any sacrifice in fed

. eral benefits or in fiscal efficiency.} Constant working relations' 
between all state activities can be maintained. These are prefer-

. able to sporadic raids, to divergent conditions in some parts of the 

~
ances, and above all, to the lessened control which is involved. 
is recommended that all the states restore compre~ens.iveness to 

eir budgetary systems.) (This can be achieved by ~pealing_Jh_e 
statutes denying the applicability of budget measures to some 
elements in the fiscal system,-;,b..V using the• ~-aiJl~ budget period 
dates for _aU_activities, and by-·',Presentin~ a complete view of all 
tlie-fiiiances· oftiie-·state through 1he medium of the budget doc-

. ument. If the budget periods are of the proper length and the 
plannin~r, adoption, and execution procedures provide for maxi
mum efficiency, the need for exempting particular items can be 

· reduced to a minimum. Eventually there might be no re~on for 
: failing even to cover loan-financed activities in the budget) 

(When the conclusions of the other chapters of this part are put 
into practice, and. extra-budgetary items are eliminateq) or mod
ified, the balancing of state budgets will be facilitated. Furtht-r
more ·budgetarv balance will imply fiscal equilibrium rather than 
meas~~ the ex.Peuditure and revenue relations in some arbitrarily 
delimited phase of the state's financial activities. All the advan-. 
tages inherent in a comprehensive budget system will be attain~ 
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CHAPTER X 
PROBLEMS OF BUDGETARY UNITY 

Budgetary Comprehensiveness and~Unity 
The foregoing part has been concerned with the relationship ' 

of the budgetary system to the fiscal activities of th~ jurisdiction 
which it covers. In connection with budget periods·tnd continuing 
and extra-bud-getary items, many varieties of developments have 
Men noted. ~Closely- linked with these problems~ of comprehen
siveness, in both theory and practice, are the metliods involved in 
arranging and coordinating the various fiscal elements within a 
budgetary system) . 

(;he continental "principle" approach to the budget probl~ 
has concerned itself at great length With the question of budgeta 
unity. Definitions have varied, and there has been a general 
tendency to link, if not to confuse, the principle with that of com
prehensiveness. ~ording to the viewpoint adopted by the prese9 
writer, budgetary unity involves segregation or classification within 
the budgetary system, while comprehensiveness in its related ph 
involves exclusion that implies an extra-budgetary characte~ A 
criterion well suited for the purpose of the present study of the 
problem is found in relation to budgetary balance. It will be 
discussed below. • 
~ budgetary system may include ~~ll!.!w~ra~j.s, which 

together reflect the accomplishments of the fiscal system, and which 
are interlinked in various ways in a general budget program. 
Such a situation is referred to in terms of _. system of multi~le 

..budgets:..a Nevertheless, the impai,re.d.Jm.!!I_doe§..JM)l confljct- w1th 
~~rinciple .~! _bud_g~ary .. ~g~prfhensj.ve~eSs. T~e stud! of 
11mty ·concerns 1tself w1th cr1ter1a . or ,the segregation J>f . !tems 
into various types of multiple budgets.) ~ However, it is not only 
with respect to budgetary balance that unity is studied, for it 
affects all phases and stages of the budgetary problem.) In the 
preparation, adoption, and execution stages, it will be found that 
exemptions and dispensations accorded different items can be 
traced to some feature which ean be regarded as an aspect of 
budgetary unity. . ~ .. . 
l The theoretical ideal of budgetary unity is the unified planning. 

voting, and eontrol of all expenditures and all""lmincmg media. . 
It is inconceivable. however, that this ideal can be achieved under 
the eomplex character of modern economies, fiscal systems, and 
governmental policies. Variations from the simple linking of all 
in<'Ome and all outlay. determining the extent of the impairment 
of budgetary unity, will be found in great profusio~ 

(1S3) 
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The Study of Budgetary Unity 

" ·There are. two avenues of approach which present themselves 
· in the study oltiiiagetary unity. )'The most popular one is offered 
by a study. of the projected budget· program as outlined in a 
document) or. message presented to the legislature.\/Governmental 
receipts and expenditures are practically never present~d in a 
unified form and in their totality in one budget accountl Even 
a budget summary indicating the reslilts·-which. would be shown, 
had· there been suc_h unity, is frequently lacking. The manner 
in which the fiscal program is formulated and presented, at the 
time when the greatest emphasis on the balance status is accorded 
~o it, is therefore an important indication of the unity status. 
Oiowever, documents may encourage misleading interpretations. 
\j.n some cases the various special and segregated funds are shown 
as Cl_ompleJ!!enta~unnexes. to the general budget document. In 
othercases. the special funds are shown in separate documents ; 
the link to the general budget which shoul<I ~idm1deiitiiying 
the budgetary unity status is tpereby obscured) lA:itother difficulty 
grows ·out of the fact that . summarized accounts may imply a 
unity which does not exist.. Particularly in connection with 

., assigned revenues it is possible to designate the outlays and rev
enues in their totality, while in the actual operation of the system 
all revenues are not in fact available for the financing of all out
lays. · The American states offer many examples of unity impaired 
during execution on this score. It is obvious, therefore, that 
the @~um~~~h requires qualification and supplementatiolil. 

SuCiisupport can- be had by viewing the manner in which 
moneys are physically segregated and ac~ounted. This link of 
budgetary unity to a general fund concept is clearly brought out 

' in the works~ Adolph Wagner. The present writer has elsewhere 

) 

noted that \VV agner uwas among the first to recognize that ~ 
general fund in the treasury is an essential prerequisite for bud 
getary unity.)"-

(Jurisdictions which maintain a single or consolidated treasury 
fund into which all funds received by the government must flow, 
and out .I>f which all payments are made, are naturally not the 
ones in which a variety of separated and obscure budgets :rtepre
senting various funds will readily be found. : 

While documents constitute a relatively advantageous basis for 
appraising the unity of .the planned budget program/ the opera
tions of the general fund supply a working tool for viewing prog
ress and accomplishments and for judging the degree of unity 

.. maintaineCV (\)Vhere unity is lacking in a system, the observer 
. must examm~ severaLseparate funds to ascertain the total perio.die 
• income-ana-outlay. The observer tnust also view_ borrowmg 

developments if the creation of debts for the, financing of activi
-tieSSegregated in special funds is permitted.' 

1 "Budgetary Prineiples," op. eif., p. 248. Wagner's viewpoint is developed 
in his diseussioll of the "Pritwi{' deor fiscalischen Kasseneit~heit" in Firnanz1£1i8.. 
llflftBClwJfl, .Erster Tlleil, (LeipZig, 1883), p. 237. 
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In this part efforts have been made to (analyze unity from the 
documentary evidence and from the circumstances surrounding 
general fund operations) In view of the emphasis on fiscal equilib
rium, the unification of all items affecting budgetary balance will 
be stressed. Few jurisdictions lack sufticient documents revealing 
the status of the accounts or general funds from which an analysis 
of unity may be made. There are, furthermore, definite fiscal 
policies regarding debts and revenue dedications which assist in 
identifying unity infractions .. 

The Theory of Budgetary Unity 
It is not; sufficient to indicate that budgetary unity has been 

impaired. \The maintenance of a syste of ec· un~ and 
of annexed budgets may be of minor significance per se It can 
be shown that it is not necessary to have a unified budget in order 

. to achieve the segregation of all fiscal activities in one plan. Con
ceivably! with a consistent attitude resulting in clarity a,nd sincer
ity in a)l fiscal operations and their admirtistration, even the 
most loosely knit system could allow the sam!LAdvautagea]Q'J>e 
oDtained as are associated-with a unified budget approach. Unfor
tunately0mpaired budgetary unity and a low-standard· of fiscal 
morality ·and administrative efficiency frequently go hand in 
hand. The existence of a system displaying impaired unity can 
seldom result in aiding tlte attainment of both qualitative and 
quantitative fiscal balance.) . 

A review of the theoretical studies of budgetary unity reveals 
that definitive conclusions on the policies to be pursued by gov
~rnmenb; are lacking. There is no agreement regarding the desir. 
ability of maintaining a multiple budget system when the nature 
of the financial activities of a jurisdiction encourage them. Many 
niters see a repetition of the defects which are commonly a.sso-j 
l'iated with extTa-budgetary items. (\,.l:lessened control, ineffective 
planning, and the encouragement arid concealment of deficits are

1 the dif'adnntages most widely stressed. While the need for l 
spE"dal treatment of certain items in the fiscal system is gener· 
Ally r(>('()gnized, several students have nevertheless emphasized 
the dangers involved and demanded strict justification for any 
departure from a unified system.· The French writer Allix) who 
ha.s shown the ~reatest interest in the problem of the so-called 
indu!<:trial budgets, (stresses this viewpoint.• ) His treatment of 
this phase of budgetary unity can profitably be analyzed in &Ome 
dt>tail. v\llix maintains that the concept of an industrial budget 
is in opposition to the bMic ideas of budgetary unity. )!The prin • 
.. iplt>, he arlmits, disrtgards the fact that industrial budgets have 
«""rne into prominence beeause the financial affain of the etOV· 

tornmental enterprises eannot be mbjected to the procedure 
degignt'd for normal expt"nditures and tax revt"nues.. ) There ean 
~ no deni~tl, Allix elaims fu;tbt-r, that any failurto to segregate the 

• Allix, OJI. t'it., Chaptf'l' xn, .. !.& Thoorie dN Budget. lndustrielL· 
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commercial activities of governments presents eifective hindrances 
to their development. . The allocation of appropriations to these 
p~mmercial . functions according to their particular budgetary 
ptatus woul,.d not bear any relationship to their actual practical 
needs. \MOreover, an attempt to include the public commercial 
enterprises within the scope of application of the variable policies, 
which must be adopted in order to assure conformance to prin
ciples of budgetary equilibrium, would prevent them from main
taining the types of financial practices which similar enterprises 
operated on private basis must adopt. 
(Normal fiscal concepts of equilibrium find no justification in 

business enterprises where the acquisition of fixed assets through 
the creation of debt is at frequent times a regular phase of 
development. ) It is readily seen that it can be claimed that 
~ny attempt to subject industrial enterprises in their budgetary 
status to the principles of comprehensiveness, unity, non-assign
ment of revenues~. and the others offered as guides for budgetary 
legislation, will lead to difficulties. In particular, the characteristic 
of annuality, which has been accorded an important status as an 
element of budgetary procedure, does not lend itself to the budget
ing of the finances of governmental activities of commercial or 
industrial character) 

The expansion of state enterprises has led to a conclusion in 
wh).ch Allix's approach is clearly shown. He states, "This inevit
able evolution of the services of the State is constantly in conflict 
with ouf, budgetary principles.) These,( formulated in terms of 
the State 8s judge, as gendarme, and as tax collector, paralyze the 
State as manufacturer and merchant!'') 
1 The needs for independent budgeting of industrial and commer

Cial enterprisesJare summed up by Allix in terms of the following 
requisites : 
~(a)· Recognitio:n of the development of exploitation and merchan

dising practices. 
-(b) Modification of classifications . and voting units. 
""'(c) Justification for the retention of receipts and their assign

ment for specific purposes, for_ net budgeting, and for sep- ~ 
arate funds. 

• (d) :Recognition of an (acceptable role for. borrowing not re
stricted by limitations applicable to ofher -phases of the 
fiscal systems. ) (In the experience of many national juris
dictions this factor appears to have been the one which 
has been most eifective in the impairment of budgetary 
unity.) . 

• ( e v' Justification for ~e building up ~f r~se:ve .ryn?s an~ ot~er 
"\accumulations which are not subJect fo penodic legiSlative 

review and which may be tap~ed without any regard to 
periodic revenue authorizations.; -

•Ibid., p. 15! (translated). 
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(f) Recognition of differences with respect to the lapsing of 

appropriations and the general departure from the account
ing methods which are a feature of normal budgetary prac-

f.
'ces. 

(g) ecognition of the need for liberal supElementary credits) 
ue to the difficulties of estunating w1th str1ct precision 

the time and magnitude of funds required. 

~imposing array can be summarized in terms of(a need for a 
withdrawal of the enterprises from the scope of the fiilances which 
are annually planned, voted, an<l executed primarily with a view 
to7i\'ards achieving a balanced expenditure-income relationship) ,. 

\On the other hand, those who still favor the ski~~ applit.;ation 
~ty J>rinciple insist that the needs or public mdustrial 
and commerClal-eiiterprises can be adequately met within the~ 
framework of existing classifications in budgetary systems. We 
are told that by introducing.J!~xibilit:t it would not be difficult 
to defend putting any fiscal efenienf,Decause of its peculiar char-,' 
acteristics, in a separate category. ) (Yet an attempt to carry 
segregations to their logical conclusiOn would result in granting 
to the concept of budgetary unit a meaningless connotation)(Each 
new activity would introduce into the budget picture some further 
departure from clarity and simplicity J · 

In units in which the creation ol many multiple budgets il 
tolerated, any attempt to measure the fiscal results of a particular 
period or to work systematically with the various separate accounts 
is well-nigh impossible. Patient and concentrated research, such 
as would seldom be expected for any budgetary item, would be 
required to get a clear knowledge of such finances. Furthermore, 
d~honest practices designed to conceal deficits are facilitated. 

\Allix has summarized reasons for adhering whenever possible 
to a strict application Oftne--unity principle. Some of these 
are presented below: 

(a) The budgetary principles are not merely theoretical. They 
have been shown to be of practical value and represent 
s~ru:ds....!!.ot to be abandoned. Their normativ'i'iin:PliCa: 
~!').t.should not be disregarded) 

{b) (If the creation of additional multiple budgets continued 
every time a legal or economic justification for the separate 
classification was encountered, such developmentS would 
reduce the status of the finances to a system of~arate 
B('tivities unsuited to unified planning and control.) -·---

{e) \)Vhile the. general fund principle' is no~ practicable for all 
categories of activities and revenues, ~!ts abandonment is 
fraught with danger. Eventually all fees, reeeipts, taxes, 
etc., might be linked to specific outlays and would be 

, drawn away from ~Y relation to broader economic and 
enancial principles.> . 

(d~fultipl~Jmdgets encoura~e the beginning of dangerous loan 
', ·liciea. It is iiecessal"Tthat govetiffiients mike UCeptmtii 
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for special activities, but some conformity to the unityj 
principle acts as ~desired brake on excessiv't encourage

-· ment to the growt ot pubhc debts.) 

Other reasons dealing with legislative control and similar ele
ments can be noted in the discussions of the several leading 
budgetary students. (It is difficult to reach even broad theoret
ical conclusions regarding the need for, or the desirability of pro
viding, an independent budget status for governmental functions 

·'Which differ from those involving ordinary outlays and financing 
media. · The problem has been widely discussed by many writers 

• including Buck, Jeze, Neumark~ and ()thers who, in addition to 
Allix, develop interesting points. However, they are una"Qle .. to 
commit themselves to any definitive opinion o~)he~·su"i~c:t..... The 
i'inge of thevariOus-::-goveriii:nentai~policies and activities is too 
~de to permit the un~versal application of any single viewpoi~ 

!Besides the(desire to{Jegregate commercial and industrial activi
ties;) there are other motives for the creation of special cate
gories and accounts\tending to diminish bud£etary unit;y:) There 
are many· reasons which grow out of the adoption of special 
economic or . social prograiiU!i. (.'l-Yarious sel -balancing activities 
carried on by corporate or . other governmental instrumentalities, 
including those semi-independent lending and spending agencie~ 
are included. . While many such activities are accorded an inde
pendent and extra-budgetary status, there are likewise instances 
of functions. which are closely linked to the general finances 
through their inclusion in annexed or otherwise related multiple 
bp.dgets. \ . · · 
\Government mono olies including the postal services, · inde

pen en y nance fun s, and a large variety of segregated accounts 
are . examples of such functions. The most significant factor 
in the impaired budgetary unity of manyri'uris. dictio. ns, includ
ing the American states, is the practice of a~a..r.kiiig_tax rev!:. 
nues for specific purpo:2tNo effort has een-:tnade toanalyzEf 
tbe"ac(iounting~'arrange ta whereby the trust funds found in 
almost every jurisdiction are linked to the general scheme of 
the finances. Ho}Vever, it should be noted that they are often 
responsible for various types of budgetary segregations. 

·· , · \ J\ A'et and Grose Budgeting 

In other s~di~: o;. special or segregated funds one of the most 
commonly discussed questions deals with the (manner in which 

• net balances are transferred to the general budget accounts. Differ
ent t,ypes of control and different degrees of independence are 
involved in selecting the several modes of connecting __ the :various 

·budgets. Some phases of"tliese metliod.S are -co1tered by the popu
far question of ;:r,osa.and net budgeting.) 

• (Under a system of ,g[Qss_P.:udz.~t!n.:g, totals of income and· r~1y4"~ 
rather than balances of the segregated accounts are shoWI, '" c .. 
general budget. This may be tile practice followed not OJ·.: v':' :: 

. . .. 
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respect to the multiple budget accounts but also with indepen
dently-financed activities which are included within the general 
budget. When _n_et _Mgeting p:_actices !ire follo~ed, .. ~nly _e:x:cessest 
~ incOf!lfLO~_.Qutlay a~"0illownnor example, the practice of\ 
grosioudgetmg of tfie postar sel'VJ.ces would be shown through 
the presentation in general budget summaries of the total receipts 
and total disbursements of that service. In connection with tax 
revenues, total yields and collection costs would appear as income 
and expenditure, respectively. Under net budgeting practices 
affecting governmental enterprises onl;y _the net snr:plua 8P deficit 
of the J2~~rvic~.amLthe .. J:.ax .... yields._ayWlable...1Q~l 
~s (otner than tax collection costs) would appear.~ 
Thfsis imPlie(r'in the practice of net budget~ of assigned 
revenues collected b.I_ the segregate'Q"'ii'irency. hl'C'b:"o~e-nf · 

iiieUioas1S1inpiirtant-with respect to infoJl!lation, classification, 
and the question of total burdens and cos~ . 

No effort has been made in this study to compile information 
with respect to the current statu.s of gross and net budgetinJ... 
Where a practice of .,ili1ttng only the cost bf a plirbcUiar fUnc
tion to the general budget is followed, the general budget may 
carry the entire scope of the income and outlay of this function 
or only its net results. It is evident that there is n,o difference 
with respect to the balancing of income and outgo. (The size of ' 

· the receipts and the_ diibursements, which are shown in the budget 
total, naturally vary according to gross or net budgeting usage, 
but the equilibrium is not affected.) Even complications growing 
out of the lack of a uniform practice with respect to net and 
gross budgeting do not require any qualification of the conclu
sion regarding the effect of the usage on fiscal balance and its 
measurement. In Great Britain, for example, the general budge~ 
statemt>nts show the gross income and outlay of the Post Offie , 
but include only the net receipts from crown lands and the net 
e~enditures of the Stationary Office and the Mint. 

The trt>nd among_ the leading nations appears to be towards l 
ne rather-t1iai1grossoliilireUIIJt_ Bnck ~totes tha:nDiong tlie gov-
1"l'lmletlts0f'conttnenlar'Eiirope recent ..P,!actiee generally favors 
the use of net rather than gross budgets.) trhe publie undertakings) 
-&nd there are many in these governmenttH:-are often budgeted 
so that their financial requirements do not appear in gross amounts 
in the general budget. Only the net surplus or deficit in each 
im;tane.e is shown. • 
. In some of the smaller countries, which have been subject to 
financial stress and for which loans involving external eontrol 
han been made, a tendena.y towards the inclusion of gross itema 
ha.s been ·noted. Nevertheless, even in these jurisdictions only · 
the net financial results of the nrious monopolies and public 
undertakings ,are shown.' 

• Buclc: II, P'P· t"it., p. 136. 
I See L of N., Pub. Fin., 19'28-S:J, Austria, (p. I); Polancl (p. 5), aad • 

Yuplavia (p. S). 
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J The federal government of the Unite<1 States varies its prac-

1
tices according to whether the particular~ 'functions are listed in 
the general budget summaries or appear in the annexed budgets. 
The former as a rule have income and outlays shown in gross 
amounts. For the Post Office Department and the Tennessee 
Valley .Authority, net amounts of expend,iture excesses appear in 
the 1938 Budget Message summary. The District of Columbia 
finances. are linked to the general budget on a net basis; the 
federal contribution alone will appear in the general budget 
sfary.• . 

For any studies concerned with questions of total revenue bur-
de or of total governmental CQ!ltB... it is iiiiportant'\fiat tli. e 
practices with respect to net or gross budgeting be known/ 

· r , vtoan Expenditure Budgeting '· •. 
' Another point stressed in connection with the multiple budge~ 
phase deals-with!methods and devices for the segregatig~n 
~xl'el!!:litur~his point. is important in any study of national 
:fi:D.ances since borrowing is widespread and is usually not limited 
to the occasional financing of specific functions) There is, further
more, little question in the case of the national governments that 
borrowing should or ever will be limited. 

Only the most reactionary or the uninformed would deny to . 
. governments a participation in the use of national savings by 
imposing a limitation on public borrowing. As national economies 
develop, their governments tend to increase the scope of activi
ties which normally may be financed through credits. The funds 
for these functions are derived from actual or projected accumu
lations of capital. . r'Si is. equally not necessary to consider all 
borrowing as deficit financing, though the choice.~of a pay-as-you
go plan may imply such an interpretation. \In jurisdictions 
paving limited tax revenues and requiring large capital invest

Jn!.ent outlays, the proper use of borrowing is encouraged rather 
than discouraged by sound budgetary principles.) The gradual 
transition of the public. economy from a participating to a con-

, trolling share of the national economy implies an allocation of 
national savings through the judicious investment of loan expen
ditures. For this reason( national budget systems are not to 
be criticized for providing devices whereby the planned use of 

wimblic debt operations may be achieved-) .. . 
~ (The fact that borrowing has been a universal factor in the 
fiScal policies of national governments bas given rise to many 
dift'erent techniques and devices for de.aling with debt operatio~s 

• and giving them a place in the budgetary accounts. The impaired . 
unity that results from a segregation of loan expenditures is not 

, objectionable per se. However, the unstable charact~r (and inter-

• The reeommendation for such a contribution was omitted in the 1938 
budget document pending the completion of the report of a committee studying 
the fiscal relations of the District and the federal government. 
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pretation) ·of the criteria chosen for allocating expenditures to 
the loan categories is well known.) For this reason segregation 
policies and varying bases of account classification are commonly 
associated with pesires to minimize the deficits linked to the 
current budget. nt is J!ecessary to establish elearly_ the .basis for 
expenditure to be liilanced. by borrowing., A failure to do so defers' ' 
IJ:ierecognition of, and necessary reaction to, fiscal crises~ 

A segregation which will aid in identifying the true reasons 
behind resort to debt financing involves · establishing fJpancing 
methods to be associated with certain types of functions, under 
given conditions. (A capital account as a feature of a budgetl• 
program does not bnply any infraction of a reasonable interpre
tation of the unity principle. On the contrary, it is likely that 
a failure to segregate such borrowing will cause misinterpretation 
of any similar financing during periods of stress. A plea for C 
specific segregation of loan-expenditures in the 'budget is made-1 
by a leading fiscal scientist}who does not fail to note that ques
tions of general fiscal policy and economic orientation are involved. ) 
He has stated: 1;:1J ~¥ · 

../(New loarui ·to create new public assets, or to turn over 
ensting assets from private into public ownership, should 
stand outside the ordinary budget, which should take account 
only of current revenue and current expenditure. There is 
mucU~L~e-~_!tid in principle for constructing also, and pub
lilliJrut.Jllongsfaet~e...:_qrdina:ry~~~e~! a bllilget'showintC 
mcome and e!}>end1ture on cap1tal accO'\i'iit:l:!nd.m-some 1 
~ountr1es tliiS, or somethmg not. unliietlifj, is doneJ In 
practice, however, there . are many difficulties of. defuiition 
to be overcome.' , . . 

(The problem of allocation to which Dalton alludes as being inher-' 
ent 1n any eliorts to put 'me creatioo~f separate loan expendi
ture categories into operation is the one which has led to actual 
difficulties. ) It is t'especially whenever periods of financial stress 
or desires to minimize deficits are encountered,) tha~ budgetary 
systems put to a strain. It will be shown below that ~he methods 
chosen can be rendered ineffective in terms of their original pur
poses by the Climtinual sh~fting of items between the l93n-financed 
an<Lthe..otha categories. For this reason an emphasis on loan
expenditure accounts is justified by their relation to the in1luenceJ 
oJ bud~etary practices on questionable fi.scal policies. 
( While there appears to be some degree of uniformity in con
nection with the setting up of separate budget eategories for 
various activities, enterprises, and funds, the methods with regard 
to the treatment of borrowinl!' offer many different types. The 
variation~; reflect not only different traditions and standards of 
efficiency and fiscal policy but indicate also the widespread choices 
which are nailable with regard to fiscal policy. The Methods· 

' Dalton, op. cit., p. 13. 



l42 NEW YORK STATE TA.X COMMISSION 

,...Will furthei' inaicate the higbb:.diU!ti<l..iil.terpretation of~~.balan"*l 
budget&:' which must be accorded to fiscal systems in which 

.. revenue items other than tax receipts and expenditures other than 
current expense costs are. noted.-) It appears that only a few 
of the jurisdictions have refrained'from trying to link loan expen
ditures to productive assets, thereby minimizing the deficit con-
notation of borrowing. . -- -·-· 

Discussed Phases of Budgetary Unity 

, In order to illustrate(the influence of budgetary unity on fiscal 
accomplishments and efficiency;· three of the main· categoriesof 

~ tiiiitf · priiicitlliroffenders·-a.:re- studied in this section. First, 
I funder the generic heading of !\ulti:Ql~udgets and Budgetary 
~Unity (Chapters XI and XII) t e normal practiceswitliregard 
, rothe segregation of particular . fiscal items are analyzed. Com-

mercial ·and industrial activities, self-balancing enterprises, and 
various groupings of capital outlay and loan-expenditure items 
are the most common elements in the category leading to a modifica-
tion of budgetary .unity.} · . . . 

· In terms of the present P!Oblem it will be necessary to analyze 
· ft~e significance of multiple bud~ets in th~ _P~~nni~_g_ __ and.-~ec,u
'tion of budgetary balance, and In unmaskmg and otherwise dis
couraging-the'-toleration of concealed and disordered finance§) 
It will be necessary to analyze the situation in each jurisdiction 
and to distinguish the advantageous and necessary practices from 

.··those which may lead to undesirable encouragement of fiscal 
disorder • 

. (It is als~ essenti~I that the tim~_~n<!.th~L~kc),l.~stances asso~iated 
'With the mtroductwn or m0imfcat10n of a partiCular practice be 
appreciated. The fact that a jurisdiction seeks to avail itself of 

"acceptable" ... devices just at a time when there are symptoms of 
financial distress tends to arouse suspicion) In the case of inde
pendent budgets for segregating Joan expenditures, this aspect-· 
is particularly si~mificant. One of the grave dangers to the 

~~mpairment of budgetary unity is the intensification rather than 
1lhe amelioration of the difficulties which motivate any change. 

• ( Seconqly, the problems analyzed in Chapters XIII and XIVI 
treat with erisis, extraordinary, or emergency :finances, and their 

• influences on budgetary unity. Non-recurrent, exceptional, tem
porary, transitional, emergency, and recovery items come to mind. 

· The efforts of national governments to cope with the effects of 
economic disturbances have led to the creation of numerou!l special 
budget categories which are discussed under the heading of 
u~xtr.aordina!'L_~nd CriS~\]q!.!ets,..'') . . 
(The seg_r'ega!i~I?-. of loail~Hpenditure and .related Items I~. a f_{'a
tureorl)oth normafand ·emergency :finanemg. The classification 

. oCCurrent ·anacapitaf items -is an··example of the former. The 
problems are discussed in connection with multipl~ bu_~f!'~ts. The 
;•emergency'' budgets of war and p~t-w-ar-·perlOd~ and t~ose 
created for financing monumental public works and mterventlon-
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ary programs are examples of extraordinary budgets. )(This arbi- • 

. trary distinction is justified by the fact that the et'traordinary 
type of budgets are well-known souljCes or symptoms of financial 
disorders) Creating such budgets ~epresents attempts to deal 
witb.....ne:w. and unprecedented financtal problems'J ~The extraor
dinary accounts are unlike any .of the permanen( devices used to 
carry self-balancing or loan expenditure categoriel\ which are 
assumed to have a regular place in the fiscal systema) The extra- • 
ordinary budgets, as their name connotes, deal with exceptional . 
and non-recurringf;phenomena which are treated in a manner that 
indicates a desire or their separation from the more normal phase 
ofr., the financial program. , · · 

\fhirdly, fiscal and budgetary practices which are not always 
associated with budgetary unity are studied. There iS some 
question as to the validity of discussing the problem of the.J.ssign
ment of revenues f<>t particular purposes in terms of this cardma:I 

"'Tiudgetary prmcip1e; Nevertheless ( continental writers have deemed 
the question of sufficient independence and importance \0 warrant 
an analysis in terms of a separate budgetary principle. • \The usual 
policy guiding conclusions has been emphasized, and with few . 
exceptions the theoretical writers hold no briefs for assignment4 
unless reasons other than those of budgetary efficiency require 
an infraction of the negative dictates of the principle.·· In some 
respects the problems lie beyond the scope of budgetary analysis 
and even outside the field of public finance and economics. 

Some students support the writer's practice of mentioning the · · 
r revenue dedication problem in terms_oiihe...lllliQ:..principlo. They 

'include as one of the sub-definitions of the principle the idea · 
that all revenues serve as financing media for all expenditures ' 
of a particular jurisdiction: A broad viewpoint requires a dis
cussion of the problem in terms of all the phases and procedures 
associated with carrying particular items in the budgetary system. 

.,....tl n so far as assigned tax revenues, particularly in the American 
states, have led to the existence of specific-use funds and have 
in many eases brought about systems of umltiple busets, there 
is no necessity for further justifying an anaiySiiln connection 
wi~ unity. · 

i . h~ budgeta!'Y problems linked to d~~ca..te4P.Y~l!Y.~ Jre treated 
. m hts study lll terms of taxes, of purposes for whtch the ear

marked yields are set aside, and of jurisdictions, both national 
and state. ) 

Problema of Budgetary Unity in National and State Finances 

· It luu; not bt>en found advisable in this part to follow the usual 
proet'dure of discussing each of the three main problems in tel'Dll 

• Jeu-Seumark, o,.. MI .. Part II, Chap. !, See. I "~t• w U~ 
lliglcf'it nnw Ztof!('1cbilldu"4 offl'fltlklla EittYiiiiW'IJ; Neumark. op. eit., Chap. 
Ill Part A. &-to. 3, .. [,,. On.tr~d.tltlt: 1kr U~krit i1!Uw!r .Ztllt'Jt!lr:btH""f 
hdf('tii,..,. EiPah,,.,..• F(..- furth..- refereute& aH "Budgetlu"J .Principle~," o,_ rit., p. !tll-262. 
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' •-" 
•of natio~ai :and state jurisdictions.( The conditions which are 

faced by the various governmental units vary in connection with 
budgetary unity even more greatly than they do with problems 
of comprehensiveness.) Furthermore, there have been difficulties 
and irregularities in the collection of basic data regarding fiscal 
practices which have encouraged the elimination of some phases 
ol the discussion as far as the American states are concerned. 

• In national governments a vast variety of p~oblems growing out 
o public enterprises such as are seldom found in the state juris
dictions are noted~ In the former there are all the fiscal activities 
which have been mentioned above in connection with the discussion 
of multiple budgets.· The existence tt suph elements in the fiscal 

• systems of the Americas. states is rare. 1\:lhere are few outstanding 
examples of .state commercial and ind trial enterprises.) Not since 
the pre-Civil War days have the states engaged in establishing such 
enterprises financed by is.sues of state and state-guaranteed loans.11 

It is probable that publicly-owned liquor stores, involving only 
minor financing problems, are the most prominent examples of 
state-conducted business enterprises. The few segregated or self
balancing economic and social programs, which give rise to gov
ernmental receipts and outlays, can be linked almost exclusively 
to the study of ~igned tax revenues. 

, Furthermore, {J>ublic debt operations of the type found ip. 
national governments are neither widespread nor important in 
the states.) It •has already been noted that such borrowing as 
most of the American states may do must necessarily fall outside 

" the scope of the normal budget operations. Executive proposals 
• and legislative sanction are not usually in themselves sufficient 
to permit the legalization· of new loan issues. In order to interpret 
the budgetary problems linked to borrowing by the states, it would 
be 11ecessary to analyze in great c;Ietail bggowing limitatiol!!l and 
their modification and avoidance, sinking fund provisions and 
practices, public works policies and capital construction pro
grams, and more recently, federal aid in relation to borrowing. 
Other factors not anaqzed in this study would also have ·to 
be taken into account. \From the point of view of tracing ·bud-

~ getary influences on fiscal policy and ~on the efficiency of the 
J public finances in general, little is .lost by omitting a discussion 

of the loan expenditure features affecting budgetary unity in 
• state finances. ·n will be recalled that loan proceeds were also 
)lot stressed in the discussion of. extra-budgetary elem~nts in 

f state finances.) · 
However, in view of the possible revisions of state attitudes 

and potenti~ities with regard to pu~lic debts as financing media, 

• A splendid disenssion of the public debt operations during the early history 
of the states and of the subsequent growth of constitutional limitations pre
venting state borrowing for economic enterprises, is found in H. F. Secrist, 
A Bconowtie At~t~lt/N of tlle 00'1l8titutional Restrit:liotur 1m Public lt~debterJ. 

e. IAe U1Mte4 ffll•· University of Wisconsin, Eoonomic and Political 
ence Series, Vol. , No. 1. (Madison, 1914), JHJ118im. . 
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"'ilt' .. 
and because of New York State's large scale borrowing in recent 
years, an effort will be made to summarize some of the national 
experiences. They may be of value in for1ilulating future ·state 
b,adgetary practices. · 
\.. There need be little question regarding the advisability of 

omitting any references, in the chapter dealing with extraordinary 
and crisis budgets, to the finances of the American states.) There 
have been no opportunities or necessity for the states to indulge 
in practices such as those outlined in the discussion of national 
finances. It seldom falls within the scope of political subdivisions 
to engage in large scale economic programs, public debt operations, 
monetary manipulation activities, or in other extraordinary 
financing media linked to special budget categories. However, 

.. again several possible implications of conclusions drawn from the 
practices of national jurisdictions are mentioned as guides for 
determining possible changes in the character of state financial 
a~tivities. 

In the chapters dealing with assigned revenues the most signift. 
c nt aspects of budgetary unity problems in the Amer1can states 
are discussed. Tax: as well as some non-tax: revenues which finance 
segregated activities are analyzed~ 



CHAPTER XI 
MULTIPLE BUDGET SYSTEMS 

In view of the foregoing discussion of the character of the 
budgetary unity problems surveyed in this chapter, the study of 
the practices of the several jurisdictions may be undertaken with-
out further analysis. , . . 

! · · Great Britain · . . ' 
I Great Britain, 'within the various classifications and. categories 
o~ its normal budgetary system, has tlie abit1ty t<rs~ifregate 11\imer
ous kinds of fiscal activities without resorting frequently to prac
tt<;~ulbpTeouClgets/ 

(I' he segregation of· items on the basis of a continuing and 
anilUal status has cailsed the creation of the so-callei.CC"oiisolid~d 
Fund Services and the~.PPlL..Sm'ices.)A further Cfass1fication 
is maiiitamed for the sinkin(J' fund, to which surpluses accrue 
and tQ which . sums are per1o 1ca y assigned ·for the purpose 

· of meeting· debt service charges. A fourth category includes the 
surpTuses and detiCifs oitlie"Selr- alancing and othe:t:,. funds linked 

· to the ge:rl'e!'al budget. Theaa::-equate~ classificatio:ol, in addj.tion 
, to the well-developed Consolidated Revenue Fund concept,\ has· 
been instrum\ntal in furthering the maintenance of a unified 
budget systeny · · · 

tl'iie fourth category of self-balancing expenditures and revenues 
:Ullks the funds which are .similar to those set up in annexed 
budgets elsewher~ · The various special funds use the proceeds 
ansmg out of their o~ activities as well as receiving funds 
from the general budget. A strict scrutiny of their accounts and 
a fixed relationship to· e. general fiscal scheme is uniformly 
maintained.) It was an exceptional occurrence which led to the 
1926-27 raids on the road fund, one of the so-called self-balancing 
items. Mallet and George1 report that the efforts to shift around 
funds and to destroy the independence and integrity of the self
balancing accounts were greeted with cries from the opposition 
benches of "stealing, larceny," and what was perhaps literally 
true, "highway robbery.'i · · 

'.rhelfnemproymenf'Inmrance Fund, now one of the so-called 
self-balancing items} was ·set up as such after its ipdependent 

. status played a culpable role .in the financial crisis of 1931. ( The 
rund had borrowed in anticipation of receipts which did not 

• materialize and was then called upon to make increasingly greater 
· .. expenditures. In order to continue to function it had to receive 
·substantial assistance from the general budget.) This aid had 
not been anticipated. " 1 

In addition to the accounts already <mentioned, 1 t}10se in the 
~elf-balancing category include the Forest Fund, the~ocal Loan 

1 Op. tit., p. 29, also Hills and Fellowes, op. cit., p. 78. ' . . [146] ,, . 
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Fund, th~ Postal Savings Bank and Trustees Savings Bank Funds, 
and the depreciation funds) Even the Exchange Equalization Fund, " 
which is usually less formally linked 

1
to the general financial 

scheme, should be added to this list. \)..mong the trailip.g__.~nd 
commerciaLs.errices_ of the government which operate Witli periodic 
profits or losses and which are linked to the s-eneral budget are 
the Post Office, Stationery Office, and the Mint) 

· The type of budgetary tr~~tment of debt operations which is 
now foun4 in Great Britain represents a sound approach to .th-< 

· problem. )'-:rhere is apparently no more borrowing by autonomoua) 
funds) such as was experienced with the unemployment insur
ance scheme. r ,A.ll borrowing is now linked to the Consolidated 
Fund. . Re~~ts _ .. f.rom_ al!_s~\l!"~n!ll'!di!Jg borr~win.!t_are 
noted m 1ne statements accompanymg th-e buaget8peecn,} · That 
part of the mcome whiclr'in:tp~tJ:"'ttr"bnec;gvecf lljom increases 
in the public debt is treated as the prospective deficit. \ No differen
tiation as to purpose is recognized, nor 're the capital construction 
ac!ivities financed by loans segregated) · 

\'l'he British method is a most desirable one since it involves 
. J2!rrio!lic review and clarified links to the general financial scheme. 
, Nevertheless, a sufficient recognition of the exceptional status of 

commercial and other independent enterprises is maintained) Fur~ 
thermore, there is ~o indication that any exceptional status has 
been granted which is not economically and financially justifiable) 
Particularly with reference to fluctuating economic backgrounds 
and their resultant influence on budgetary balance, one finds little 
likelihood of the independent accumulation of debts and deficits,. 
which is possible in a jurisdiction maintainin~ a system of multiple 
budgets. Most important is the fact that 1 the~ are no efforts 
made within the budget system to set up arbil-a.ry classifications 
l'eflarding legitimate financing and deficits) 

In terms of the criticism which Allix and others have leveled 
ft!!'ainst the strict application of budgetary unity, it may appear 
that the commercial enterprises are not accorded a sufficient 
status of their own. ( The di,.e results which these authorities have 
predicted for public commercial enterprises which are subordinated 
to normal budgetary . procedures have not been realized) One is 
tempted to conclude that the( British methods indicate the desir
ability of conforming to the theoretical principles regarding bud-
getary unity.) . 

The Empire Group 

The Dominions of the Empire and the Irish Free State generally1 
follow the practit•es found in the mother country, though in at 
lt>&.'lt two or thrE""e of tht nations budgetary unity appears to be.,. 
sliJ,!htly impaired in favor of segregated loan expenditure eate: 
gories. In Australia all items are included in the ordinary 
bud&ret. This inl'lndt>s the fi$cal activities of the Commonwealth's 
114'\'eral business entt>rprises, su<·h as the railways, and of the 
114'lf-balanciug items, including the Post Office. As in England, 
all funds are received and paid out of the Consolidated Revenue 
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Fund, an4 all s~ are incl~ded fu the total for the prospective 
balance. {The existence of the Commonwealth Loan and Con
solidated Trust Fund aids further in coordi:t1ating the various 
activities which give rise to credit operations. In this fund all 
expenditures financed by loans are segregated). It was originally 
intended that only capital investments be included. As is fre
quently the case, other items found their way into the categocy. 
This eliminated the need for finding additional tax revenues and 
facilitated general deficits. The deficits of the Consolidated Reve
nue Fund have in recent years been financed by the Loan Fund. 
This renders it impossible to consider the Fund's balances ~ indi
cative of either deficits in current items or of strictly financial 
m2_vements in capital assets. 

(J.n Canada the segregation of items into three categories, namely 
ordinary revenues and expenditures, capital expenditures and 
receipts, and special expenditures and receipts, enables the gov
ernment to carry all items within the budget) All categories are 
included in the budget speech statement and in the public accounts. 
There· has been some confusion with regard to the capital account 
category which Cap.ada has maintained and to which expenditures 
on canals, railways, and public works have been traditionally 
allocated. It is intended that this category include the items 
which in the . course of their financing require capital outlays. 
The business enterprises are included in the capital category 
only with respect to that portion of their activities to be financed 
out of debt operations. Such expenditures undergo the usual 
budgetary review and control not accorded to the extra-budgetary 
special items. .As in the sister dominions, all funds are paid out 
of the Consolidated Revenue Fund, and all sums are included 
in the total for· the anticipated balanpe. 

An observer has pointed ou~.:'\ that (one of the usual practices 
associated with multiple budgeUJ, namely the shifting of current 
items, can be traced to the capital account. Regarding the 
capital account we are told: 

The Finance Minister in Canada-recent years exqepted-
has declared to Parliament and to the country that lhis bud
get was balanced if ordinary expenditures were less .than 
ordinary revenues, even though total expenditure was much 
in excess of total revenue. On this basis a surplus has been 
announced in fifty of the sixty-five years since 1867. But if 
the accounts had been presented by the· federal government 
in Canada as they have been by the federal government in 
the United States, a surplus would have been announced in 
only fifteen of these years.• ) 

~ . 
(The author gives several examples of specific abuses which justify 

so~e of the theoretical indictments of multiple budgeting) 

1 J. S. Maxwell, "The Distinction Between Ordinary and Capital Expenditure 
' in Canada,• Bulletin of fllf: National TGa~ Association, Vol. XIX, No. 5, Feb., 
.. 1935, p. 147. 
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(In recent years, d~ting since the war, the Canadian fiscal author~ 
ities have refrained from restricting their interpretation of a bal
anced relationship between income and outgo to the ordinary 
account. ) As indicated in the appended chart, all budgeted expen
ditures are compared witl}. all prospective revenues in the plan 
presented to Parliament. ( Canada's early experience shows that 1 

there is a danger that there will be a shifting of items back 1 

and forth between the two elements in the budget, especially • 
when there are no legal definitions of the dift'erentiating terms 
w~ch the items in the capital category should possess.) . 
~n British India, with the exception of the State railways, all1 

actlvities are segregat~ in accounts which are closely related to ~ 
. the general budget. ) orrowing for all purposes is recorded in 
accounts for loan-e~~~!t;tr~tems. Shirras has poin~d out t~at 
strict classification 18 mamtamed, and none of the 1tems wh1ch 
should be financed out of tax revenues are carried in the "other 
non-revenue expenditure" category.•) This would indicate a prac
tice which clarifiel!l deficits in relation to loan expenditures. It is 
evident that ~he British tradition with regard to budgetary unity, 
as well as the absence of any incen~ives for di§.integrating: the 
~s, has resulteti in the maiiirellance of a unified system:)' 

The Irish Free State and New Zealand segregate capital outlays, 
but the former nation has not set up any special fund to carry 
these items. In the first-mentioned jurisdiction receipts from 
anticipated increases in the public debt are segregated under 
"other receipts." The accounts which are balanced in the state
ment accompanying the budget speech treat that part of the 
income arising from projected debt increases as the prospective 
deficit. Deductions have already been made for capital expendi
tures to be financed through loans. 

New Zealand has in recent years created a Public Works Fund 
in which all capital construction outlays are segregated. The 
prominence of public works during the depression and the desire 
to associate the deficit in the public mind with capital assets 
no doubt favored this budgetary procedure. It is interesting 
to note that the segregated capital items are not immune from the 
usual budgetary procedures. Annual authorization of expendi. 
tures estimates takes place. Apart from any other motiva.. 
tions, the practice of segregating these loan-financed expenditures 
must serve the same purpose it does in other units, namely the 
minimizing of the importance of the gross deficit measured between 
all income and all outlay. The loan fund constitutes an inde. 
pendent budget, and its totals do not enter into those used in 
measuring the anticipated account balance. In the calculation ot 
any prospective deficit only some portion of the proposed debt 
receipts for public works or for gtneral purposes are considered; 
the J'tlst constitutes the planned deficit. The scheme involves 
operations similar to those which can be noted in Sweden. It is 

• Lett« to the writer from ProfeMOr G. Findlay Shirraa. Pre&ideDt, Gujarat 
C4llep, Uoivuaity of Bombay, under date of Jaia. 12, 1936. 
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evident that New ·Zealand has met with familiar difficulties in 
carrying out the arbitrary plan of allocating expenditures sub- . 
ject. to loan financing . 

. United States Federal Government 

· The practices of the United States federal government involving 
segregation can best be analyzed in connecti,on with the discussion 
of emergency and extraordinary budgets. \The normal practices 
do not point to any widely impaired unity.) The finances of the1 
District of Columbia and two of the permanent autonomous gov-1 
ernmental bodies are carried in annexed budgets. The post office ( 
activities are also carried in an .annexed budget. All the other : 
agencies which have no extra-budgetary status are carried in the r 

·general budget accounts. The segregated recovery and relief! 
activities are those of the Reconstruction Finance Corporation 
and the ~Salle;y; Author!_ty; 

1 Data anl.t'recommendat1ons wiUl respect to the annexed budgetkl 
, 'are submitted simultaneously with the general budget and are, 

therefore, not individual or independent to a degree which marks 
cer~in other multiple budgets. Furthermore, the balances of 
the annexed· budgets are carried over to the general budget. In 
the ease of the Reconstruction Finance Corporation, this link
age is carried out separately for the direct operations of the Cor
poration and for the operations of certain other agencies using 
funds allocated from the Reconstruction Finance Corporation. The 

. annexed budget for the Reconstruction Finance Corporation thus 
. serves the_ primary purpose of bringing together in one place 

details regarding a number of affiliated agencies, all of whose 
transactions are reflected directly in the Treasury's accounts. 

The apparent unity of the system. can further be established 
through the methods noted with regard to(public debt operations;) 
a policy which now can be subject to little criticism. ( As in 
England, any efforts to link the debts to specific outlays are 
unofficial in characte~. The policy concedes that all new debts 

_yeprese.nt ·a. deficit.) Control over borro"!ing, as over ta,xation, 
• ts retamed m the hands of Qongress which must authoriZe the 

mcurring of all debts. {However, the practice of allowing bor
rowing up to large amounts and of fixing the maximum debt 

· within which fluctuations may occur is followed.) It has meant 
that the Treasury, representing the administration, may act over 
long periods of time independent!Y of specific Congressional aut_h~r
ization.4 Congress has not felt 1t necessary to have the Admmis· 
tration limited by other than broad blanket permission. No plan 

4 OD Feb. .t," 1935 the President approved an Act which set the maximum 
of government securities of all types which may be outstanding at one time 
at $45,000,000,000. Formerly a maximum had applied to the amount of 
short·term I!I!Cilrities which might be outstanding at one time; with respect 
to bonds, non-reeurring authority to issue up to a certain amount bad been 
!!iven. In addition to reallocating the representation of various l!eCUrity types in this sum the Act authorized a uew type of small denomination bond 
(Baby Bond). AMval Repon of tile Becffiary of TrtmUry, 1935, (Washing
ton, 1936), p. 18. 
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for a periodic review of the borrowing power, authorized but 
unused, has been entertained. Since the Treasury may carry on 
independently a large variety of short-term financing and 
re-financing and realize some assets, it may in this respect be 
considered to enjoy unchecked privileges with regard to these 
soP-rces of funds. . · · 
l~here has been no attempt to conceal or otherwise to exclude 

ptiblie credit operations from the full publicity and accounting 
emphasis which are associated with tax revenues.) The Treasury 
has not always been engaged in financing capital improvements 
by means of credit operations. For this reason· net increases 
~n the public debt are associated in the public mind with deficits. 1 

\The federal government indulges only to a limited extent in the 
practice of borrowing through many independent agenci~ 1 It is 
most common for any deficit actually realized to be met with the 
receipts from financing operations or out of existing cash funds 
not replenished, as normally . would be expected, out of tax reve
nues. ) In the _ease of ~Lann_ed_d~ficits there has been a tacit 
assumption that deficitsoetweetrtar revenues and total expendi·' 
tures would be met with borrowing. In the latest budget docu~ 
ments a section of the General Budget Summary (Means of Finane~ 
ing Deficit) and a Supporting Schedule have clarified the pro-. 
posed debt increases. .At all times the 

1
amount of the public debt 

outstanding can be readily ascertained1 Effective publicity is given 
to matters relating to public debt operation!, and any misunder· 
standing with respect to the nature of the deficit does not arise 
because of •adequate knowledge regarding the amount or time 
of incurrence of the outstanding indebtedness. 

During the years some fiscal policies have been responsible for 
different administrative practices. The unity of the federal system, 
as far as debts were concerned, was none too evident. Certain 
government corporate instrumentalities have recently issued secur~ 
ities of their own. It will be recalled that the first financing of 
the Reconstruction Finance Corporation involved a sale of its 
stock to the Treasury. Expenditures were made out of the 
receipts from the funds obtained, without any recognition of the 
expenditures as having been related to others made by the federal 
government. The policy was no doubt pursued in the absence of 
an a<'eepted practice with respect to the financing of such agencies. 
It will be noted that the Daily Treasury Statement in later years 
has indicated the nature of this transaction and that footnotes 
have been included to indicate the changes needed to render 
~overnmental records of expenditures useful for comparative 
studies. . 
~t present the debts created by agencies which are authorized 

to pledge the credit of the United States do not receive recognition 
in the total outstanding debts.) There is, therefore, the problem 
of eontin~nt liabilities which· have not been recognized as oon
litituting inereases in the public debt or u constituting potential 
expenditure commitments. The Federal Farm Mortgage Cor. 
poration, the Home Owners Loan Corporation., the Reconstruction 
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Finance_ Corp~ration, and the Tennessee Valley Authority were 
among the agencies empowt!red, within stated amounts, to issue 
obligations, the principle and interest of which are guaranteed by 
the federal government. Statements of the Public Debt issued 
periodically by the Treasury comprehend all data with respect 
to contingent liabilities of the government.- Such commitments 
are not linked to debts which recognize actual contractual liabili
ties incurred. 

It is known that the public records which may be considered a 
feature of the federal budget system have, within such limits as 
are allowed by the statutory enactments, undergone many signifi
cant changes. The fact that all budgets submitted since 1933 have 
contained new methods, additions, or recommended moa:m:Ca"tions 

·shows the need for the constant adjustment of the finances to the 
circumstances of dynamic financing problems. · . 

· · . lIn conclusion, it may be noted that not many instances of the 
\olijectionable multiple budget practices which are found else
where cap now be said to play a significant role in our national 
finances..., c.Firstly, there are not many corporations and lending 
agencies, other than the Treasury, which possess the authority to 
borrow or to levy assessments, 5 and in the case 9f most of these 
their administrative expenditures are now limited;l Secondly, such 
segregation as does take p1~ce is not for the purpose of conceal
ment or misinterpretation.1ll:!rhirdly, receipts from proposed in
creases in the direct public debt have been clearly. included within 
the planned budgetary programs and, within the limits that the 
financial practices allow in~reases _in Jhe public debt, have bee~ 

'treated as synomonous With""'~ deficit~ ThiS. practice 'allows ex.: 
"'pta;mittO'If"tlf1>e-made-trrlli.etorm-o! possible offsets but does not 
encourage or require any independent calculation in order to 
arrive at a gross deficit. While the system does not display any 
tendencies to place a lesser emphasis on items linked to the direct 
public debt, it is not possible to ignore the fact that the contingent 
debt is not linked to the periodic balances. 

Germany 

(Germany deserves mention among the nations which provided 
elaborate methods for eliminating the necessity for special or 
annexed budgets. It is evident, however, that the system pro
vided for in the basic legislation was planned so as to !llaintain a.\ 
consistent arrangement tather than a completely unified budgetary 1 

heatmenC-A so-called total or Gesamt Plan for the budget was · 
iii foree::m the Pla'll were included, in addition to the Ministries 
and individual governmental bodies, the functions and activities 
carried on by some of the commercial and inqustrial enterprises of 
the state. • These enterprises were numerousJ but with the exeep-

• The Federal Deposit IDsnrattce Corporation is an example of an agency 
that isf!!e;:S:;ered to borrow and to levy assessments. 

• A · · plan of the budget appears to have been used in Spain prior 
to the reeent disturbances. "The budget is divided into two parts-namely 
~ of the State (Offiee of the President of the Republic, Legislative 



NATIONAL AND STATE BUDGETARY METHODS 153 

tion of such activities as the German State railways, which were 
for specific and justifiable reasons maintained on an independent 
basis, they were all to be carried within the framework of the Plan. 
The segregation of the self-balancing alcohol monopoly and postal 
services has already been discussed in relation to extra-budgetary 
items. Net deficits and surpluses appeared in the Einzelplan 
of the Ministry in charge of the activity. 

fiermany's Plan also .provided. for .. an J~xtraordipar.:r.. budget~' 
It~-purpose was the segregation of loan_:exp~di~u~!o~~pro,dl!c
tive purposes." TliiS nllllifted:"'tbielaborate efforts With regard to 
the categories within the budget. ) As is frequently the case, those 
concerned with fiscal matters have claimed that ordinary expendi
tures were financed by the extraordinary fund contrary to the 
spirit of the initiating legislation. The ability of the unified system .. 
to have functioned without a catch-all extraordinary outlet is 
questionable. Taking past conditions into consideration, any 
attempt to understand Germany's unified Gesamt Plan must be 
made in terms of the history of its extraordinary budget. The fact 
that this budget could not tap unlimited credit resources should 
be mentioned at this point • 

. (Borrowing problems were unique because Germany under the 
Republic operated with constitutional as well as statutory limita
tions on the role of public debts in fiscal ·policies and in the 
budgetary system. Expected receipts from loan" operations had 
to' be specified in the budgetary revenue estimate!$' The proposed 
increases in the public debt were segregated in the Ei-nzelplane. 
These categories were used primarily for loan-expenditures, but 
on numerous occasions the question was raised as to whether or 
not certain non-tax revenues should have been likewise allocated 
to the extraordinary group. It will be noted below that Denmark 
faced the same problem. The desire of those framing the basic 
budgetary legislations, namely to obtain the segregation of current 
revenues with ordinary outlays and of reeeipts of loan emissions 
with extraordinary expenditures, appears to have been the source 
of some confusion. Dalton's authoritative study notes: 

Ordinary Revenues include such items as receipt from 
Administration, realization of Reich property (with the ex
~ption of land), surpluses of Reichspost, dividends from the 
Reichsbahn, Reich's holding in various undertakings, and the 
yield of taxes. It is not clear whether the yield of a non
recurring tax should necessarily be placed in the Extra
ordinary Budget. There are grounds for stating that, when 
this kind of tax is as onerous as, e. g. the Emergency Property 

Chamber, Publie J>e.bt, Pensions and AlmuitiH, Court of Audit) and ehargea 
of the ministerial departments, whidt are at preeent divided into eighteea 
Metione. A distinction is made within these aeetiona aecmding to whether 
the ehargee are permanent, tE'D!porary or in ftllpeet of eloaed finaneial r!J&r&. 
Eaelt section is suiHlividecl into ehaptera, articles and it.eme." L. of N. Teeh. 
Comm., Vol. III, p. ll8. 

'Seep. 178. 
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Duty (capital levy)) of 1919, its yield should be devoted only 
to exeeptional needs and therefore, it should appear in the 
Extraordinary Budget. Apparently, however, it would not be 
illegal to put a non-recurring tax in the Ordinary Budget, 
since the law on this point merely states a general principle 
and not a strict injunction. 8 • . · 

The fact that this was legislation attempting to prevent the use 
of borrowing to finance ordinary expenditures indicates that the 
setting up of the extraordinary category was for the purpose of 
restricting the use of. borrowing. During the period between the 
date of stabilization and 1932 it was evident that items, which :fiscal 
scientists would probably consider ordinary under most common 
ciP.ssifications, were allocated to the loan-financed group. 

\,.The German experience during the period brings out the point 
that tradition and governmental policy, rather than constitutional 
and statutory provisions, can more effectually prevent deficits. 
While the German legislation tended to limit the scope of borrow
ing by the national government, the Reich's methods of coordinat
ing federal and local finance prevented the res1(rictions from being 
effective over the entire nation's :fiscal system.) 

An interesting provision,· designed to prevent the inflationary 
excesses of the post-war period, was the. requirement adopted in 
1927 that the government must possess reasonable surety as to the 
successful completion of the proposed long-debt operations before 
it may make any expenditures to be financed by such measures.9 

This practice tended to prevent the incurring of expenditure 
liabilities outside the scope of the planned and successfully floated 
bond issues. Such practices did not, of course, prevent deficits but 
aided their recognition and added considerable emphasis to their 
existence. As in many other countries short-term debt operations 
used for the financing of temporary deficits appear only in the 
budget when not retired as originally planned. 

The stringent German. requirements with respect to the handling 
of public debt operations made certain ·types of fiscal policies im~ 
possible. The requirements were subsequently revised. Its effec
tiveness can be measu,red only in terms of its own objectives and 
not as a successful features to be universally recommended. The 
inability-to borrow without resort to inflationary means neeessitated 
a curtailment of expenditures, a policy which for example would 
not be forced by the French system or that of the federal govern
ment in the United States. The American states, however, are 
familiar with the practice. 

It is interesting to note that the Germans bave been accused 
of employing various devices to defeat the restrictions since the 
breakdown of the loan market in 1931-32.10 The abolition of the 

a Dalton, op. mt., p. 23. 
"Neumark, op. mt., p. 28. . 

10 The debts of the German System mounted very rapid![ during 1929·30 
and 1930-31, viz, by 3.43 milliard R.M., or 30 per cen , in the former 
year and 3.0 milliards, or 20 per eent, in the latter. This development 
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extraordinary budget category came about when internal and 
external monetary and capital conditions made it impossible for 

· the Reich to float loan obligations successfully without engaging 
the bank loans which were so disastrously linked to the great post· 
war inflation. Until the fall of the Republic it was possible for 
the extraordinary budget to be reinstated at any time. The defla
tionary policy pursued by the government in power and the desire 
to adhere strictly ro orthodox financing principles may be oon
liiidered as the explanation for the fact that the extraordinary 
budget was not instituted. · · 

The suspension of the Constitution naturally removed the legal 
bars to loan-expenditure policies, but the economic limitations 
remained. Both in the last periods of the Republic and under 
the successor government, various ·devices for meeting expendi
tures were devised in the absence of tax yields and realizable 
assets. Dalton refers to the practices which included the interest
ing Papen Tax Prepayment Certificates, as constituting an "invis
ible" budget in place of the abolished extraordinary category.11 

in 1930-31 waa particularly serious in view of the strong ebb in the indus· 
trial tide which had set in during that time: .its direct cause was the 
sudden necessity for filling the gapa left by the suddenly declining income 
resources of the different authorities. The banking erisia in the middle 
of 1931 dealt a rude shock to the possibilities of further eredit on these 
lines, with the result that the exchequers were forced to aeek a bedrock 
adjustment of income and expenditure witiiout further reliance on uedits. 
Consequently in 1931-1932, as we have seen. the total expenditures of the 
whole system (Reich, States and Communes) fell by no .Jesa than 3% 
milliards whereas the net increase in new indebtedness was only 400 
millions, or 2 per cent. The total debt liability was 2U8 billion R.M. 
at the end of March, 1932 and this was only 0.6 per cent higher than in 
March, 1931. Dalton, op. cit., pp. '11·2. . 

u As a result of the extraordinary methods of financing t!urrent 
expenses forced upon the Reich by its inability to raise loans, it ill 
necessary to examine carefully the ''invisible" items which have assumed 
~"'nsiderable importance since 1931. The device of meeting expenditures, 
auch aa public works or bank reorganization, by handing out Treasury 
Certificates which will fall due in the near future, has loomed large 
in the financial policy of the Reich in the last two yeara. This form 
of mortgage on futm·e te'Venue is the substitute for the function which 
the Extraordinary Budget used to perform whea the loan market was 
at the Finance Minister's disposal. One would obtain a very misleading 
notion of the real state of Reich fina.n~ if these "invisible" transactions 
were left out of aeeount. 

The chief way in which expenditure has been met without burdening 
the current budget tlre; . 

(a) Treasury Certificates and Billa iuued to finanee Public Works, 
e. f. the Bruning. Papen, and Hitler echemes. · 

(b) The Tu: Vouchers granted under the Papen Piau of September, 
1932. 

( c I Tre&llury Certificates givea as Gon•rament subsidies or &1-
aistance to reorganiaed undertaking&. 

(d) Guarantees undertakea by the Reich. 

lht4. p. 87. 
Aa analyais of the tax prepayment certificates is found also iD Gerhard 

C~lm, "'Why tl•• Papea Plaa for B«o,·ery Failed," Boct.l Be~~Mrel, Vol 1, 
No. 1, p.p. 8U7. 
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The new practices of eourse involved some form of borrowing 
and the pledging of credit, and even before the suspension of the 
legislation, readily overcame the barriers. The mechanisms appar
ently allowed for a fiow of expenditures and did not necessarily 
~ply an unavoidable deflationary policy. 
J In recent years the National Socialist government has remove.! 
tlie last vestiges of the unity of the budget systemJ Particularly 
in relation to public debts, a oonditwn can be noted which is~tally 
different from that which was operative under the Republic Semi
governmental agencies, central bank operations, and. a host o inde-. 
pendent budget categories have obscured the government's borrow
ing.13 The uncertainties regarding outlays and the amount of the 
public debt render it impossible for observers to calculate the 
deficitl It is interesting to note that no public knowledge exists 
not o:rily because of the refusal of the government to make public 
the data but also because the impaired unity of the budgetary 
system is such that it is virtually impossible for the informltion 
to be compiled. Here the lines between a breakdown of budgetary 
unity and an extra-budgetary status appear to be stretched to a 
breaking point. 

·France 

(The usual practices linked to independently financed multiple 
budgets are found in connection with the SO-called ~d 
budgets of the French system. · The accounts kept in these budgets 
in F'rance i:riclWietli.Oseior the Mint, Explosive, Post, Telegrap4 
and Telephone Services and fo~ the National Savings Syste!9 · 
(Caisse N atitmaZ il/ EpQ/fgne). \The French State railways, as 
has been menti()ned, have only a nominal link to the budget sys
tem and are best considered in terms of an extra-budgetary stat~ 

The French Post, Telegraph and Telephone Service has a unique 
position in the fiscal system as a self-balancing category. The 
annexed budgets were required by law to maintain their own 
reserves out of which they were expected to finance their own 
deficits, which were originally met by advances from the general 
budget.18 A procedure was devised whereby treasury advances 
were made directly to the Postal, Telegraph and Telephone organi
zation. If within a stated period a surplus resulted, the organiza. 
tion was expected to repay the advances from the treasury and 
to add to its reserves. It was only then that surpluses accrued 
to the general budget. It will be noted that this practice is an 
extremely objectionable one since it allows deficits to be allocated 
directly to the treasury accounts .without being considered in 

u One reason why it is difficult to estimate the public debt is that 
the government has impressed into ita labor creation program not merely 
the Reieh, state and mUilicipal authorities but also numerous public and 
semi public eorporations sueh as the postal system, the State railways 
and other public utilities and a~cies especially ereated for that purpose, 
such as the Reieh Auto Road Corporation. N. Y. Times, Mareh 5, 1937. 

u J-..:N'eumark, op. cit., p. 131. 
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terms of the deficit linked to revenues and expenditures. During 
recent years it has again been in operation. It must, therefore, 
be considered possible that the interpretation of deficits and sur
pluses carried to the general budget does not readily measure the 
results of the immediately preceding period. A similar scheme 
calling for reserves and the obscuring of deficits is also involved in 
the annexed budget of the eJ:.Plosives manufacturing service. 

It should be recalled thatl.. the important and lucrative tobacco 
monopoly is linked to the extra-budgetary) Caisse d' Amortissement. 
The alcohol and match monopolies are also incorporated into the 
regular budget &though the f~er is in some manner linked 
to the special treasury accounts.\ In general, the annexed budgets 
give no indication of the financial accomplishments of all the 
activities which might reasonably be expected to be segregated 
therein. They add further confusion to an already difficult situa-
ti~.) . 

CJ.'he methods of budgeting public debt operations are likewise 
not conducive to a measurement of fiscal accomplishments. Until 
1936 the budget program submitted eontaine~_estimates of receipts 
from proposed increases in the public debt. JJn these funds were 
to be segregated the estimates of loan proceeds which could be 

( 1;u.sed to measure the anticipated deficit. The segregation was not 
_,carried out. )Since various public works and other capital expan

sion prograD'lS, involving heavy borrowing over a period of years, 
have been adopted and have· been segregated in other accounts, 
they have not ap~eared as the system intended. It has already 
been shown that,~ etclusive of the abandoned extraordinary budget, 
numerous autonomous accounts create debtLof-theil!-4WD. · :More 
ohlie.debt created]ordefici£1inancing-purposes is thus conceal~ 
Only since the advent of the Popular Front governments have 
the secret dealings between the government and the Bank of 
France relating to the borrowings of the former been publicized. 
A correct figure for the indebtedness of the government has for 
the first time been made known.•• The most recent plan, involving 
a recrudescence of the extraordinary budget111 and a classification 
of the secret borrowings of the government from the eentral bank, 
should serve to remove .some of the obscurity which has charac. 
terized the public debt operations of the government. The system 
recently replaced provided neither a check on the size of the deficits 
nqr any opportunity for publicity. · 

\When governments are determined to pursue a fiscal policy 
which necessitates expenditures far beyond tax collections, it is 
useless to provide a budgetary system which cannot adequately 
comprehend such a policy.) The experien~~ in the United States 
under the New Deal supports this view. \While the justification 
and interpretation of the deficit will always- be the 1ubject of 
debates, the facts regarding the current borrowing~ should not 

u N. Y. Timu, J'uue 28, 1936. 
" See p. 176. 
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be equally controversial. There ean ~ nothing but condemnation 
for the system of a misleading inclusion of only a small share 
of the governmental borrGwing within the budget categories, while 
vast debts are incurred through the autonomous Treasury and 
through various special ac~unts) 

· .· · . · .. )~ .Swede_n 

\Sweden's · elaborate effol'ts to adjust its system to its dynamic 
economic and fiscal policies are of interest. !n §weden t!tELfinl!onc~s 
of the national business enterpris~, along ~with the specific-USE!_ 
fwii'lsj"are1!ltrr1ed m specxal budgets lfiike<fto the main budget~ 
Swedish'Observenf"witli whom"-the writer has been in communica-

' tion· have maintained that annexeuuxtr,!l9J:.dinaru!ll'lgets do 
; !!_Ot e~!§t. It is difficult, however, to note the difference between 
the. ~ca~u~ifi~w~disb._.budget and what is commonly 

· accepted as a systtl!l_PLI!!.JJJ!il'.k_l>!l!igets) 
(V:rhe annexed budgets are exceptionally important in the Swedish 
eConomy and fiScal system. ~!~~Elli:!J.~ ~() the general _budget 
is necessary_in.. order_ that their mfluence ori the stability of the. 
SwedishjinanciaLsystem. and their ·contribution of public _debt. 
opera~jQP.LJn&y __ not .. b!L obscured) The following quotation from 
ffieteague .of Nations survey indicates the manner in whic~ all 
items are composed into a . capital expenditure category of the 
general bu~get or into the special annexed budgets. ) It will be 

I noted that \ll borrowing is linked to the general budge~ . 
:Pubbc undertakings (Postal Service, Telegraph and Tele-

. phone Services, State Railways, hydro-electric power and 
canals, State domains, Printing Qffice) have special budgets of 
their own and are administered more or less independently. 
Their working budgets include in expenditure depreciation 
charges, which are transferred to special depr~iation funds, 
and utilized to cover the costs of renewal of buildings, rna-

.·· terial, etc. Interest on invested capital is not charged to their 
working budgets. Expenditure for new investments is shown 
under the capital exependiture of the general budget of the 
State. The net surplus of( deficit on their working budgets 
is shown in the general budget of the- State.16 

The division of the general budget iitto real or _current~.endi
tures and ca ita i!J.illres facilitates the linking of these· . .State 
commerc1 and industrial enterprises to_ it. By restricting the 1 

: capital. outlay category to investments in public undertakings, to : 
~"intlinltpltal of the self~balancing funds of the system,! 
and to other productive purposes, it ·is felt t.ha:L~he financing o~ 
t~es~t~~~!l.€!.i!_ures J.h!Q_~gh loan~;;_.~-~!!9~ indicate eltl!tt" :fina»cing) 
All outlays are supposed to create· assets or yl"eld""ll',.etul'J}) .. -

.. Because of some of the government's fiscal activities, not unlike 
the "recove9: and relief" functions of the United States federal 
governmentt\,it became necessary to broaden the definition of capi-

ta L. of N., Pub. Fin., Sweden 1928-35, p. 3. 
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tal outlays. Eeonomists advising the government favored a social 
rather than a financial approach to the problem of productivity.U 
Students might therefore interpret some of the capital expendi
tures financed by loans as signifying deficit financing.) For exam· 
ple, the 1933-34 and 1934-35 bu9gets showed . unaer capital 
expenditures outlays devoted to '\make-work" unemployment 
relief activities.18 l In any event the productivity of these out
lays is not one which is to be tested by budgetary rules. (Even 
the traditional economic and financial interpretations are being 
revised.10 Such revisions will carry in their wake new budgetary 
interpretations. It is desirable, however, that the system offer full 
publicity on the chosen policy.) • · 

Mention has been made of the special funds in Sweden's budget
ary system. Contributions of capttal to these funds have been 
included among the items admitted as capital expenditures. The 

_..following quotation explains the nature of these funds, which 
include several linked to special loans. 

I The loan funds represent a special category, granting loans 
for various purposes: dwelling-house construction, drainage, 
grain stores, dairy farming, fisheries, etc. On the one hand, 
the general budget of. the State, under capital expenditure, 
makes grants to these funds to increase their capital, and, on 
the other, .it..r~c~rre.s_.payments from them on accountof inter-: 
~t on the capital granted. --Iii a similar conqection with the 

· general budget is the Excise Duties on Spirit Fund. The 
other funds, which also includes the donation funds, derive 
their receipts mainly from interest on their capital Certain 
special funds, such as the Local Taxation Equalisation Fund 
and the Agricultural Price Regulation Fund, receive grants 
from the gentral budget. Only the church fund levies taxes 

, 1f See Gunnar 'Myrdal, Pina""fJfUt~ Ekott.omi&kts .Verhin.gar (Stock. 
holm 1934), Part III, Chap. L 

u L. of N., Pub. Fin., Swedea 1928-35, p. 3. 
lt Dalton'& oomment on the changin~ ooncepta used for interpreting loan 

ex~diture policy are of interest. He claims that if it is "legitimate in 
pranciple that expenditure on capital improvements should 1le financed by 
Joana, and not from current re\·enue, it follows that it is legitima.te to borrow, , 
for example, for new road eonstruetio11. Also for aew achool anti hospitala. 
But also, it c.-apital is used iu a wide sense, as by Professors Irving Fisher and 
Pi(lOU, ao as to include human beings in their aspeeta of productive agenta, 
it may be claimed that it is legitimate to borrow for all additions tD educa
tional and ht!-alth expenditure, inelnding new tea.ehera' and new doctor&' 
Mlaries. ProfesilOr Pij!'Ou's oonceptiOI'l of 'invel!.tment in huma~ings' 
Nrriea us Vt'ry far along this road. · But welilusfliart"&Omewhere. Some 
authorities would halt at improvt'menta which are sufficiently 'revenue pro
dul'inll'' to pay their C'OSt out of the priM~ ebarged to DileN. But this i11 
unt~atisfac.-tory. sint't' it makes the distinetion turn on the particular price 
polic.-y adopt«>d. On the othn hand, if eapital expenditure is finaaeed from 
l'Url't'nt ren•nut', a bud~ BUTplua. is. to this ext.Pnt, tTeated, a policy of 
'110und ftnanN!' ia punued, and there is the additional aoei.al gaill, that 
dl'\'elopment takM place without the t'l'el.tioa of DE'W renti.er ineome. Sound 
fin&nt'l, in 1uch ai~IIH, merges easily into Socialist finance, repugnant to rich 
t.upayt'nl, u whea the City Council ol Vienna built working..elala dwellings 
from the pi'Ot'C!IIl!ds of luxury taution.• DaltoD, o,. oit., p. 14. 
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which are not included in the general budget of the State. In 
certain cases, the State utilizes a part of the capital of certain 
special fmidsf for budget purpose, and those receipts appear 
in the general budget under the item "Capital assets 

· employecL"30 

(There is in. Sweden 'a high development of the planned nse of 
public borrowing operations both for general and capital expendi
ture purposes. All receipts from increases in the public debt 
are, as noted, carried in the budget system. A special category 
for receipts from loan transactions is maintained. The amounts, 
together with the category of ''capital assets employed,'' are 
considered capital receipts. It is not the usual custoiiLtp con
sider the sums to be .. raise~LJ>_y_fu~!-!1}, ora-poruon of them,J.s 
iQ~"I!t~~~~1i~lP!lt~d-deficit. . When, however, borrowing 
IS made to finance past operations wh1ch are not completed accord
ing to schedule a deficit is recognized.) This is a variation of the 
p~etices found in Denmark and in tile Netherlands. 

The Swedish system is complicated but offers an excellent bud
ge ry medium. for carrying out extensive and varied borrowing 
operations.) In comparison with French experience, for example, 
it can be seen that opportunities for .objectionable manipulations 
and for the · concealment of loan-expenditures may have been 
present but have not been employed. 

The study of multiple budgets in national finances is continued 
in the next chapter. 

zo L. of N. Pub. Fin., Sweden 1928-35, p. 3. 



CHAPTER XII 
MULTIPLE BUDGET SYSTEMS--(CONTINUED) 

Other European Natiom 

In Norway the special ·funds linked to the general budget as 
current and capital categories closely resemble those of Sweden. 
The Norwegian system has been. described as follows: 

The general budget contains the gross receipts and gross 
expenditure of the Administration proper and the net results 
of the working budgets of public undertakings and of certain 
special funds. Receipts and expenditures are -divided into 
current receipts and expenditure and capital receipts and ex
penditures. Capital receipts comprise repayment of advances 
granted by the State, certain contributions by the districts to 
capital expenditure, transfers from certain special funds, 
proceeds of sales of State property and proceeds of loans. 
Capital expenditure consists of investments in public under
takings, of certain advances granted by the State and of 
amortisation of public debt.' 

There appear to have been some modifications in the classifica
tions of items during the depression. This may indicate a typical 
breakdown of the criteria originally chosen for the segregation of 
capital items which are to be distinguished from deficits growing 
out of excess of current expenditures over current receipts. The 
League survey reports that in the 1929-30 and 1930-31 fiscal years 
supplementary payments of salaries to government employees were 
included under capital expenditures.• Such exceptions, if con
tinued, would readily facilitate a questionable balancing of current 
receipts and expenditures. 

The U.S.S.R. must be included among the countries which have 
engaged on a large scale in the operation of industrial enterprises. 
Because of the Soviet's planned economy it is unimaginable that 
the commercial and industrial enterprises would be treated as 
possessing some extraordinary character. It is equally inconceiv
able that a distinction of current and capital items could be dis
regarded. Various economic enterprises account for most of the 
fiscal items. ,Only a few expenditures and revenu('Jl, not of a com. 
mertial or of an industrial character are carried in the so-called 
~pedal budgets in which the various features of_ the· economic_ 
proi!'J'&m are segregated. The .sooial jnsurance $Cherne and severaJ 
other services are included in the «pecial_budgets annexed to _ _the 
general budgt>t. The system as such does not really involve much
individual rerognition for these special aecounts since they are 

t L of N. Pub. Fin., Non1·ay 1928-SS, p. 3. 
I /bid. 

[161] 



162 NEw YoRK STATE TAX CoMMISSION 

included in the totals which are balanced. Natu'l'ally, all capital 
outlays and receipts from loans are treated as expenditure and 
revenue items. . .As a result debt operations are included in the 
budget as a feature of the capital accumulation program carried 
out by means of state loans. There is no attempt to measure 
deficits through increases in the public debt. . · . 

The criteria used for judging practices in other jurisdictions 
cannot be applied to a budget system which comprehends all the 
economic and financial activities of Russia's collectivized and 
planned economy. 

Interesting practices among the other nations which have been 
surveyed include those of Denmark and Italy. In Denmark a 
highly efficient system of segregating ~apital items and of linking 
industrial and commercial enterprises to the general budget has 
resulted in a clarified relation of segregated items to normal 
financial procedures. The various special funds for the commercial 

. ·and other special interests of the state are carried in annexed 
budgets. Various special funds have been established for functions 
related to real estate, loans, fire insurance, and pharmacy. A net 
surplus or net deficit on the working account of the various public 
enterprises and of the publicly-owned properties is shown in the 

, current account of the budget, always on the receipt side. In cMe 
of a deficit a minus figure reducing the total of state receipts is 
indicated. The Danish have adopted the system of dividing the 
budget into two main parts: normal current receipts and current 

• expenditures (working account) and capital receipts and capital 
expenditures (movements of capital).8 

In the latter category are included expenditures for certain 
equipment purchases, public works, loans made by the State, 
repayment of public debt, depreciation of State property, etc. This 
category, while included within the budget, is not considered in 
relation to the periodically measured balance which is concernPd 
only with the working account (Sections 1-25) of the budget. It 
would hardly be correct to compare the balanced relationship out
lined in the working account sections with that of ordinary or more 
strictly unified systems elsewhere, because of the fact that some 
tax revenues are also allocated to the capital or extraordinary 
category. If the capital outlay budgets are not financed by bor
rowed funds, their relation to the general budget may be' subject 
to reinterpretation. · 

A problem arises in Denmark in connection with the fact that 
the inheritance taxes are not included as current revenues but as 

• A clear and consistent distinction is maintained between current and 
capital revenues and expenditures presented in two accounts, the current 
account and the capital aeoonnt.. All the ordinary expenditures of gov· 
emment, apart from capital movements, appear in the current account 
which shows on the revenue side the proceeds of all taxes and the interest 
received on eanital invested. The capital account shows strictly capital . 
movements. The proceeds of the sale of property and any decrease in 
l!toeks or working capital are shown as revenue, while capital investment 
and repayment of debt appear as expenditure. No debt redemption is 
entered in the eurrent acconnL Dalton, op. cit., p. 330. 
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capital receipts.· This is not a haphazard segregation but conforms 
to an assumed economic relationship between inheritance and 
capital levies. and public deb~ and si~es ~vernmenta! con~m 
with the mamtenanee of national cap1taL l::)everal special erJSeS 
taxea are also shown under capital receipts. 

A somewhat novel method of treating debt operations has become 
a feature of the Danish system. The capital account does not 
balance periodically. The magnitude of the account in each period 
does not indicate any relation to the deficit. A balancing of the 
extraordinary budget over a period of years, according to a planned 
program, gives the first indication of a failure of revenues and 
expenditures to become coordinated in the scheduled manner. 

The Danish practices, like those in the other Scandinavian 
countries, are potentially dangerous. They would undoubtedly 
lead to unfortunate results in countries with lower standards of 
fiscal morality. The Danish system, however, has been remarkably 
well administered. It has not been a source of any of the evils 
and abuses associated with special budget categories. Dalton 
considers it the finest seen in any national government. 

In Italy there exists a complicated system of multiple budgets. 
The so-called autonomous budgets carry the accounts of .the forest, 
highways, mint, post, telegraph and telephone, and railway services. 
Deficits and surpluses for five of these autonomous budgets are 
transferred to the Finance Ministry's budget. · ·The sixth budget, 
the previously mentioned highway account (Aziefl4a...Autonomll 
d.ell11 Strada), is independent and is only irregularly linked to the,' 
general financial scheme. Similar to the practice found in France 
in connection with the post, telegraph and . telephone services, 
deficits of the autonomous accounts are occasionally carried directly 
to the extra-budgetary treasury accounts. There are, furthermore, 
a number of special budgets which are independent but which 
are usually self-balancing. The funds which they receive are the 
proceeds of revenues carried in the Ministry of Finance budget. 
The special budgets include activities such as the minor services 
which do not directly fit into the scope of the Ministry to which 
they are attached. An example is found in connection with the 
guards of the Ministry of Finance, for whom a special budget ea~ 
gory is maintained. With the exception of the highway account, 
the annexed budgets receive recognition on the measurement of the 
balance. It must be kept in mind that these elements of the fiscal 
system are extra-budgetary in character. These are also the means 
through which large eapital outlays have been made. 

For those publie debt operations which are budgeted, a sub-' 
heading for loans is included in the extraordinary eategory of the 
budget of the Finance Ministry. In attempting to link debt 
operations to the prospective deficit, it is essential to recogniu that 
a wide &e<lpe for national publie debt operations exists outside of 
the budget. The Treasury aeeounts have already been alluded 
to in eonnection with the autonomous Highway Budget In tome 
respects similar to the federal eorporate instrumentalities in the 
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United States, there exist a number of semi-public credit institu
tions for :financing various construction, insurance .and other 
activities and for pledging· the public credit through a system of 
guarantees. It is impossible to determine the true status of the 
government's credit activities without taking these credit institutes 
into account. They finance their activities with bonds guaranteed 
by governmental credit and carry out numerous other operations 
which permit no simplified interpretations regarding financial 
accomplishments during a particular period. 

It is strange to find that Belgium has not followed the French 
in the adoption .of annexed budgets and in the desire to avoid a 
loan-expenditure segregation within the ·budget. Methods in Bel
gium resemble more closely those found in Germany prior to 1931 
or in Canada at present. All items which are planned to result in 
the creation of debts, regardless of their character, are segregated 
in the so-called extraordinary budgets. The l~tter comprise the 
accounts of investment and capital expenditures. All items not 
financed by loans are found in subheadings of the general budget. 
The basis for the budgetary segregation is the loan expenditure 
character of the outlay. There is, therefore, a separation of the 
elements according to the- ·financing media. It is easy to trace 
deficits, but their allocation to specific activities may be difficult. 

Hungary's system provides for annexed budgets for special 
funds and 'also for· the' classification of items into ordinary and 
extraordinary categories. 'l'he method facilitates segregation of 
all transitional and capital items in the latter category. The basis 
for the classification as well as some of the intra-category relations 
has been described as follows: 

The general budget is divided into two main parts: (a) 
the State administration, showing the gross receipts and gross 
expenditure of the administration proper and of the State 
monopolies, and (b) public undertakings, showing the gross 
receipts and gross expenditure of public domains and public 
undertakings. The receipts and expenditures of the general 
budget are divided into ordinary and extraordinary. Extra
ordinary receipts consist of proceeds of loans and other excep
tional receipts ; extraordinary expenditure is again divided 
into two parts: transitory expenditure, representing expendi
ture of a temporary character, and investments (expenditure 
for new constructions); 

Receipts of the State administration include contributions 
by the public undertakings to debt service, which is charged 

"· to the working expenses of these undertakings. Certain items 
of debt service included in the working expenses of public 

· bderakings are affected directly, however, and do not pass 
through the receipts and expenditure of the first part of the 
general budget-the State administration.' 

'L. of N., Pub. Fin. Hungary 1928-35, p. 2. 
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There has been no indication of allocations which are subject to 
criticism. Barring these shifts which are fostered by a system 
such as is outlined above, there should be no difficulty in recog. 
nizing debts incurred for general deficits and those linked to capi
tal investment activities. 

In The Netherlands the segregation of various special items 
is carried out by means of funds linked to the general budget. 
The League of Nations experts have summarized the system of 
accounts in a manner which reveals the budgetary status of the 
agencies involved. 

The general budget comprises the gross expenditure of the 
administration proper. For public undertakings the general 
budget comprises, under receipts, the interest on capital 
invested, contributions to pensions, not profits of their work
ing budget, contribution for depreciation in the value of 
stocks and capital, and, under expenditure, the grants for 
capital expenditure and cover for deficits. 

Receipts and expenditures on the general budget are divided 
into ordinary and capital receipts and expenditure. Capital 
receipts represent the contributions from public undertakings 
for depreciation of stocks and capital, coinage receipts, extraor
dinary repayment of advances granted by the State con
tributions from provinces and communes for constructions, 
etc. ; and capital expenditure represents expenditure on con
struction, capital outlay for public undertakings and special 
funds and advances granted by the State. Amortization 
(allocations to sinking funds) is included in ordinary expendi
ture; repayment of loans en bloc or increased repayment is 
included in capital expenditure.• 

The various public undertakings, including the postal, telephone 
and telegraph services, and the printing, savings banks, and other 
activities, are treated as special categories. The special Funds 
include the General Pensions, Transport, Zuiderzee, Communal, 
Coast Defense; Fortification, and .Agricultural Crisis Funds. In 
addition to those for roads and bridges, the Transport Fund 
includes the most important commercial enterprise of the State. 

The Dutch method is highly desirable, since it allows for the 
existence of funds but does not grant them a type of budgetary 
status which is potentially dangerous or likely to lead to uncon. 
trolled borrowing. In view of the high standard of efficiency in 
governmental finances, it is questionable whether there have been 
unwarranted shifts between the various categories. To aid in the 
re<'ognition of true deficits, every ten years a special act is passed 
which confirms the balancing of increases in the public debt ·with 
the budget accounts. 

• L. of N., P. Fin., Netherlaada, 1928-35, p. !. 
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Greece, Rumania, and Turkey are ihe countries whose practices 
are yet to be surveyed. In the first mentioned jurisdiction the 
budget of the· special government organizations are separately 
accounted for and are carried in annexes to the general budget. It 
has already been indicated that the mlost important item of a com
mercial nature, namely the State railway!!, has achieved an extra
budgetary status . 
. Gre;ce is amo~g those nations which segregate public debt opera

tions m the proJected budget program. A sub-heading !or '' Capi
tal Movements" comprehends all proposed increases in the public 
debt. There is no assurance that segregated expenditures are 
only those for public works and other capital purposes. Ordinary 
expenditures can also be included. As a result only a portion 
of the debt receipts which are included in the totals used for 
arriving at a projected balance can be used to measure the pros-
pective deficit. · . · 

· In Rumania the accounts of the various autonomous funds and 
public business enterprises are maintained in annexed budgets. 
The link to the general budget is maintained by a transfer of 
surpluses and deficits.• •. · 
. Pri()r to 1932 the practice was to include public loan operations 
as ordinary receipts credited to the Ministry of Finance. A series 
of fiscal crises necessitated the departure from this method. Debts 
created for the financing of unplanned deficits were segregated 
annually in special accounts created for that purpose. Special 
expenditure categories were created for the non-recurring pro
ceeds of particular loans such as the Stabilization Loan of 1929, 
the Development Loan of 1931, and the Endownment Loan of 
1934. · These extraordinary budgets were created in order to 
accomplish special amortization provisions for the new debt. These 
special budgets and the main extraordinarr. budget, noted below,' 

& Up to the end of 1929, the general budget contained the gross receipts 
an!! gross e:xpeuditures of the Administration proper, of State monopohes, 

·' · · the public domain and State undertakings, with the exception of State 
railways and postal, telegraph and telephone services, which have separate 
budgets, only a eontribution to the State railways and the net surplus 
of the postal, telegrsph and telephone services bein~ included in the 
general budget. As from 1930, the State monopolies and the other public· 
domain and undertakings (forests, fisheries, farms, mines, petroleum 
pipe-lines, health resorts, harbors and waterways, printing-office, etc.) 
have separate budgets of their own and only their net surpluses or 

. deftcits are included in the general budget. The net results of State 
monopolies and public undertakings represent the balances between the 
working receipts on the one hand and working expenses and capital on 
the other. 

Among special funds the most important is the Pensions Fund, which 
receives eontributions from the general budget, and the Railway Em
ployees' Assistance Fund. As from 1930, various other special funds 

"" were ereated, the most important being the Road Fund, Penitentiaries 
Fund. Physical Training Fund, ete. They also receive contributions from 
the general bucftet. and the Road Fund has, in addition, receipts of its 
own derived from various taxes on petrol, etc., -. In November 1934 
the National Defense l;:quipment Fund was created. L. of N., Pub. Fin., 
Rumania, 1928-35. pp. 3-4 . 

., See Chapter XIIL 
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render ineffective any attempts to trace periodic deficits or public 
debt developments by considering the general budget accounts. 
The situation is very similar to that found in other countries 
where the unity of the system is meaningless as an aid in di.scov· 
ering any balance.sl relationship between income and outlays. 
Impaired budgetary comprehensiveness centering on loan expendi
tures is the most forceful nullification of the system 'a balance. 

Finally in Turkey, the semi-autonomous governmental bodies 
and business enterprises are separately accounted for in annexed 
budgets. These include the accounts for the railways, educational 
institutions, post office, telegraph and telephone,· munitions and 
other monopolies, aviation, and maritime communications. · A close 
link to the general budget is maintained, and all revenue and 
expenditure items are included in the total for the anticipated 
balance. The treatment of public debts is equally free of any 
confusing practices. Estimates of the proceeds of proposed 
increases in th~ public debt are included in the budget revenue 
estimates. The receipts are treated as ordinary revenues and are 
included in the totals used for arriving at the balance. Unoffi
cially, only sbme portions of the public debt are used to measure 
the prospective deficit. However, there is no segregation of loan
expenditures for capital purposes which might minimize the 
deficit. / 

\Summary V· - '' 

{The relatively small group of nations whose practices with 
regard to normal budgetary unity and loan-expenditure segre-

~
ation have been surveyed offer varying methods and experiences. 

There are, however; very few examples of nations in which the 
~_!!ill,d bu4g~ts are adequately !!,nked to the general buwt, in 
WliiCh loan expenditures are conslStently segregated, and in which 
he system is operated in a manner wp.ich readily permits a deter. 

mjnation of the status of the budget) · 

\ 

\Great Brit~in appears again to~_rankJoremostjn _the_J,bility 
to ~-udgetary pr. actices eonffrm,_joJheoretical jd~ls. Bar-~ 
ring a few post-war experimen~, all the independently financed 
(self-balancing) !~!ivi.tks.....are carried in aniiexedoudgets;-w'hile 
surpluses and deficits are periodically shown in the·general budget 
accounts. ,. .All debts are linked to the general budget rather than 
to any of th<t fndiviauai funds financing the separated aetivities. 
Furthermore,Jno eifgrts JU:lLlll,ade.j~LSegi.eJrnte capi!{ll_ outlays or 
l~n !_xpend1t_~res, ~~c~rding to any _!lrb.!!r!!!'Y-cr._iJeria) The growth 
ortne pubbc debt lS clearly a function of the balance~etween 
the income and expenditures shown in the general budge When. 
financing media are discus..'led, their e.liects are related to e 1iseaJ. 
pro~ram 118 a wholE". Onlv India and the Irish Free State amona: 
the E 're up folJow tlH~ lead of Great Britain · maintainin 
at · v · tbe1r u rr • .Austr a, 
_anad!a_ll,t1~~'!-. Z~a,l~11d. have not subj;tantiallv lDlpaired jbe 
un11ied seope of thell' bud~et proJZTams, but they have Bt'j:!"!"e!Nlted 
ttrtain types of expenditurt"S whie.h are t'la~med to be ai:iJil.i.mea 
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legi.t!ma~el;r_iin~m~_ed_N_.!oa~ op~rations.)(Such. a segregation does 
not mdicate that the umty of the. system has been destroyed by 
irregular or improper links between the isolated ac.counts and th't 
general budget summaries or that borrowing is not centralizeg) 
There is, however, some indication that a fiscal policy which at 
:first merely intended to point out when debts or tax revenues 
were to be .useiJ. for the financing of certain outlays has at times 
been defeated. \The systetns appear to lend thetnselves tQ,_ arbitrary 
allocations and to occasional unwarranted shiftings. 1 The fact 
that these three members of the Empire group have favored -
planned deficits during recent periods minimizes the actual influ
ences which the. budgetary methods may have had on the public 
finances. lin general, it is doubtful whether the standards with 
respect to budgetary unity which are set by the various nations 
if the British group are excelled by many other jurisdiction). 

The system of the federal government o.f the nited States 
deserves a high ranking even if it cannot be given a comp etely 
clean bill of healtl@-)The finances of only one regular govern
mental service, two special agencies, and the District of Columbia 
are carried in aiilleied bffidgets. The links to the g~!_le:t:al budgjt~ 
are adequate, although e clfl:l'iHed position of the British se f
fjJtli'ficuigcategories' surpluses ·and deficits in the general budge 
is not equalled~ l;'rrhere appears, furthermore, to be a cessation 
of the practice- of setting up agencies_jo extend~r!<;lit....based 
on the government's guaranteeS.- -while a largecontingEllt.debt 
still exists, it can be stated that now all borrowing is centralized 
in the Treasury and that the public debt's relation to ·the balance 
of the budgeted income and outlay is clarified. Any segregations 
or classifications which take place are for informational or admin
istrative purposes alone.) The deficits or surpluses revealed in the 
general accounts or by the movements of the public debt are 
not obscured by any efforts to translate potential assets into debt 
oft'sets .. (If one considers the· administrative practices prior to 
the depression and those which are in force now or are being 
planned, the federal experience may indicate a weak but growing 
tradition of budgetary unity) 
· (Of the other leading nations, the practices of Fran_cft._Qe!'JII.any, 
and of Sw..eden oft'er distinctive types., In the first two mentioned 
-countries some eft'orts towards endowing the systems with unity 
~an be noted.'\ In France the annexed budgets are expected to be 
linked to the/general budget and provision is made for all the 
debts.tf}'n Germany •g. highly com-plex scheme of categorJes within 
the scdpe of the general budget Plo;n. and the-"segregation of loan 
-expenditures into a special budget· account appears to have 
been devised to prevent a disintegration of the system. In both 
jurisdictions, however, the budgetary unity has b~e~)mpaired_ 
by various legalized exceptions-and-- in France· by extra-legal 
avenues for evasion and avoidance. The "French are able to 
pile up governmental debts outside the limits~ of __ th~ir_b.ud_ge_te.d 
liiaiiees,-·while-- iii-the· latter-years· of the German Eepubhc - ---
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a number of ingenious schemes impairing the balancing status 
implied in the system 'a unity can also be noted. The budget pro
grams as well as the procedures and accounts linked to them 
failed to reflect the true character of the fiscal policies)which were 
pursued. They failed also to result in traditional or 'legal stand
ards which might have discouraged such a result as the creation 
of secret governmental debts. 

r; h Swedish system a pears to be more re 
~ fisc& po 1c1es w 1c ave 
\ been n · o ow r or the United States 

in establishing a .unified system, there haa been a uniform policy 
with respect to thh!reation of annexed budgets for public under
takings and for the activities carried in special flwds. The links 
to the general budget ar~ co_l!S~t!!ntly m!lip~ined; b The 'iiilroariC.. 
<tm!ttonota,oan.::expenditure category haa clarified all govern
mental borroWiiiginretattoiftO"lhe oudget. The Swedish have 
been. somewhat liberal in their interpretation of productivd capital • 
outlays, but they have apparently been guided by fiscal and eco. 
nomic beliefs rather than by any efforts to minimize the deficits 
in the current expenditure an;! J:eVenue category through conceal
ment or false classification.)~D~nmark and Norway, completing 
the Scandinavian group, follow the general scheme which can be 
observed in Sweden. These nations, as do those comprising the 
British Empire, deserve praise for their generally enlightened 
attitude with regard to their budget systems. These reflect, and 
are capable instruments for the achievement of, desirable fiscal 
policies.) Of the few remaining jurisdictions, Belgium, Greece, 
Hungary. The Netherlands, and Turkey appear to have avoided· 
any undue breakdown of the unity of their budget systems. By 
linking together special activities through annexed budgets and 
by endeavoring to segregate loan-expenditures, they have tried to 
prevent the steps they have taken from unduly complicating their 
e<>ncepts of budgetary unity. 

Italy and Rumania have, on the other hand, g'one so far in 
the direction of operating outside the scope of their nominally 
unified systems that nothing would be gained by ascertaining the 
extent of the influence exercised by the budgeted activities on the 
ultimate fiscal accomplishments and on the volume of the public 

·debt. At the present time, !t&ly,~ G~!:fD~nyJnd_89viet _Russia 
are deliberately _following unorthOdox fiscal policies. However, 
theynave- institutional background&. which require an approach 
towards an analysis of their finances and the unity of their budget 
systems which must differ from that employed for other nations. 
The eeonomic and fiseal policies of these totalitarian states, as well 
as their political structures, imply that the significance of budgetary 
unity must be reinterpreted. It was noted in a previous chapter 
that the budgetary eomprehensiveness of the German and Italian 
systems wu similarly subjeet to inftuenees found only in tota.Ii-
tarian states.· · ' · 
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..,/ Conclusio~s !pplic_ahle to the. American States 

.~ As has already been mentioned, (the · fiscal systems of the 
American states do not presem ex~ples of an \9.e types of 

• multiple budgets noted in the national jurisdictions. ,1,. The limita
~tion of conrlnercial and industrial enterprises)is suffic1ently wide· 
spread to permit no discussio9 of this reas6'n for multiple bud
gets. It is certain also that \the extent of the states' recourse 
to debts as financing mediP.: does not encourage the creation of loan 

:expenditure · categories:) \The states have, however, made-some 
Uiiiited use' of capital budge\8. or of accounts in which public 
works have been ' segregated.) ·A· further development of such 
budgetary accounts, as a basis for planning and fact-finding, has 

, been often recommended. ~ital budgets have been proposed 
particularly .as aids· in· the proper timing of public works for 
attainin~. economic stabilization and ·in planning long-range pro
grams. 8 ~ \Where resort has been made . to borrowing, the authoriza
tions are limited to stated purposes. As a Tesult there is little 
opportunity for questionable ·allocations of expenditures to the 
capit. al budgets. ) Further, .the absence of abuses in connection 
with the capita:'! accounts can, be traced to the sparing use of 
loan proceeds as a means of firiancing construction activities. The 
application of automotive tax yields jor highway building tends 

, .to assure the restricted use of debts. ( In general, capital budgets 
are not likely at present to become objectionable loan expendi
ture accounts.) . · · · · . 

The few states which have managed to borrow for the pur
pose of financing . general expenditures, such as Tennessee, have 
done so only after tax revenues have been erroneously est~ated 
and have failed of realization. It will be s~own below that .deficit 

\
planning is almost universally prohibited) ~It appears, the~efore, 
that the present policy of the states need cause no apprehension. 
, The!r err?r ~· rarely that of having abused borrowing privileges 
cJ.urmg cl'J.Ses. . · 

• ( Assuming at borrowing will be restored to a legitimate and 
desired role in the finances of the American states, the question 
arises whether those charged with state. budgetary policies should 

• attempt to prepare completely unified fiscal programs. There is 
ample evidence in the experience of the national governments t~. 

).ndicate that this policy would not be advisable for the state§) 
\Such actio. riould surely e:r;wour~ge the creation of _t:!;trll::h\l<l~~~t-

8.!1.: accoun State executives, m charge of budget preparation, 
wolliacon · ue to consider only the elements of their public 
finances linked to tax revenues wherr measuring prospective and 
accomplished fiscal equilib~ium. The belief that productive loan
expenditures need not to be budgeted would not encourage the 
states to follow the example set by a few nations in linking any 
growth in public debts to deficits. It is. questionable that there 
would be any popular support, assuming debts. were t?lerated, ev~n 
for plans to link all revenues and all outlays m a umfied financial 
picture. · 

a See "Public Worb Pltmt~ing," op. cit., p. 13. · 
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The other methods which the states might adopt are equally 
not without hazards if one assumes current standards of effi
ciency in state budgetary practices. {The so-called self-balancing 
categories have a way of eventually bringing unexpected and 
unwelcome deficits to light:') The segregated accounts are seldo~ 
kept free of items for whicl! they were not intended. Very high 
levels of sincerity are necessary to prevent lax executives and 
legislators from abusing the relatively easy financing methods 
available. Within such limits as are practical (the states should 
strive to avoid methods which invite disorderea finances. Most 
attempts at segregating debt operations appear to_ be in this class) 



. ' 
1 ···-~ CHAPTER XIII 

J'EXTRAORDINARY AND CRISIS BUDGETS 

The Problem of Extraordinary Budgets 

In the preceding chapters, an effort was made to postpone 
the discussion of the various changes in the budgetary system's 
unity which are motivated by reactions to crises and emergencies. 
In other words, the practices ·already noted were as a rule not 
adopted with a belief that they · were permanent. Some. of the 
methods and devices, ·however, were precisely of this character. 

In allocating various practices to the extraordinary budget cate
gory only arbitraey, criteria have been employed. It will also 
become evident that(the distinction b!l,nYI;!~.ILextra-.budg~i:IJ'~ 
.!,nd tho~ of a SQ:C~U~cl_Jt;.traQ.:rdjp.ary_charaeter .i& llOt .. always. 
clear. There has been no uniformity in nomenclature or in fiscal ana economic backgrounds, and above all, no uniformity in 
budgetary and fiscal policy to, .enable the consistent separation of 
t~ subjects) . . · · . 
. ~The . vartous jurisdictions have often employed the terms 

11 extraordinary," ~'emergency," "double," and other labels for 
special budgets to describe similar or different practices. The term 
"extraor.;tinaey" has frequently been used to indicate the seg!'C,· 
gabon of all capital outlays or roari~expen<.'fitnr~iiii.:Q_n_as 
lo~riig ol· sp~ma{Jtcc:§un t coveriiig a fisc.al policy designed 
t? ~etsoinepartfcUJarcrisis ~~~at'pl_a~ij;ude. Of of~ nOI!:;tecUr• 
rur~~eOtllli?tinsavory reputation which nas 'Deen 
accorde"ir'extraordinary budgets, those responsible for their intro
duction have not failed to employ labels designed to instill confi
dence and to avoid criticism~ To have their policies referred to as 
e;g;traordinary budgeting is precisely what they seek to avoid. 
~With respect to economic and :financial backgrounds, only the 

fact that ~aordinary_budgets are usually linked tO:.Vast expendi-. 
tu~rogra~ not :financeq . by general 'fund revenues can _be. 
talt~I!_ as...~ .common:1actor( 'Wars, 'lpost-war reconstruction and 
reparations activitie#-inflatlon~ public works, and related recovery 
and relief programs are some of the factors which have given 
~ to expenditures :financed through extraordinary budgets.) 

\Many jurisdictions have made the gigantic outlays associated 
with these special budgetary accounts but have carried them 
within the framework of their normal budgetary systems.'' I Hence, 
it is impossible to determine the probability of resort to' extraor
dinary budgets simply by the existence of certain problems with 
which the public :finances have bad to contend.) . 

The choice of criteria based on fiscal and budgetary policies, how
ever, is of some assistance in identifying the budgets to be dis-

(172) 
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cui!Sed in this chapter. (Whenever reference to extraordinary ' 
budgets is noted(l.)J.sually a vast expenditure program has been 
undertaken(Drhe failure to finance extraordinary outlays through 
ordinary tax. revenues or through normal debt operations is an 
equally definitive criterion. Borrowing in one form or another 
usually is present, even though some other means of covering 
the outlays may be ultimately adopte~ Financing by means of a ) 
realization of assets, special forms of taxation (i.e., a d:iiitallevy)-1 
forced loans, or some other exceptional financing me may also 
be found) . 

The basis chosen for discussing segregation practices in this 
chapter· rather than in the chapter in which normal multiple 
budgets are rioted, requires that particular emphasis be placed 1 
on the factors surrounding the initiation of the special budgets. 
Actual or proposed plans for impairing budgetary unity to the 
extent of permitting large expenditures to be made outside the 
framework of the regular budget and for setting up a dual 
approach to the problem of measuring budgetary balance Will 
oe stre8soo. 

'-"Extraordinary Budgets and Budgetary Unity 

There are reasons.for ~esiring to seg~a~~tr_~ordiJ?.~vud,ets 
f~~a~e8"'Wh1rlh-m.ay form elements 1~ple 
ti~~· . 

\!here is. a widespread tendency_to ~consider the _setting. .up . .of 
~hbu_<Igefs as asS()ciated..:witlui®rder~~ngerous,..JJ.Dd.Joosel,r. 
contro11ed til}ance.s. The unfortunate fiscal experiences of many 
governments in which unorthodox methods have been followed by 
unfunded deficits, inflations, and other economic, financial and 
monetary catastrophes have served ro single out the extraordinary 
budgets as ·undesirable) 

A potent source of political criticism is offered to an opposition 
party when ~·t can raise the cry of "e~traordinaey" and "d<!Y:.ble" 
budgeting. o profound is the belief that unwarranted manipula~ 
tions and a uses are associated with extraordinary budgets tha 
there are many instances of specific legal injunctions against the· 
in~roductio~. Th~ Jear_Q!_jnflll_tion. especially among the eoun 
trtes poor m capttal resources, has caused several governments 
ro tablish measures to prevent the use of extraordinary budgets) 

!!rJlQf(,Unary_!!!ldgets _ _app~ar to involve unsound budgetary 
· · ~~~i-io&.4llustratwn m connecdon wtfli 

the aetual or potential opportunities for abuse. )It is not neces
sary that they be created in order to administer any kind of fiscal 

. policy which can be defended. Extraordinary budgets invite mis-l 
interpretations of desired fiscal policies and lessen all the advan
tajreS gained by unified ·adherence to the established procedural 
stai!("S of budgeting. 

As has already been emphasized/it is not the function of the 
budgetary systems of national jurisdictions to prevent deficits. It 
is rather that the systems serve to make deficits known so that ..,..___ ________ -----
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desired policies with respect to them can be pursued. The abuses 
which are made possible through the setting up of extraordinary 
bJ1:dgets defeat these functions of financial administra.tion. ) 
~Extraordinary budgets accomplish this result by crea~~..Jl-

sions regarding d~cits. ~11~9.Ul'age_false__iriterpretatl0ns. 
:o~~ccomplishments .. by allowing~financial adminis~ .. 
trators the oppQ..rttm.itie$. to. make changes in budget classification. 
TheY lessen the effectiveness of financial plaruring,_and control by 
means of tfie speillaTifuiri.unitieS' usually enjoyed by items segre
gated in extraordinary budget accounts. They offer few legitimate. 
advantages, if any, which cannot be achieved through practices 
traditionally more acceptable. The ·theoretical criticisms of 
extraordinary. budgets are not dissimilar to tho. se appli~d to extra
budgetary accounts, to which they are closely related:) 

Extraordinary Budgets in National Finances 

. f Of the nations which have· been studied, those in the British 
Empire, Denmark, The Netherlands, and Sweden may be included 

. among those which have not recentlL..~e.at.ed extraordinary 
budgets.1) · . - • ~ 
'\ireeee, Hungary, Italy, Turkey, and the U. S. S. R. can be 
listed with . this group only with some qualification. l The inclu
sion of the United States and Qf · German~, even if the events of 
the past few years are ignored{is equally subject to questioli At 
one time or another in the past, extraordinary budgets may have 
existed in some of these countries. Few are beyond justifiable 
doubt regarding their complete avoidance of this category of mul-
tiple budgets. f ) 

There are two nations>\ France and Rumania, which definitely 
cannot be identified with this ~oup, and there is some evidence 
that Austria and ·Poland also IJlave experimented with extraor
dinary .budget9 

France 
fin France a n~ber of budgets have been createq. which defi

. nftely can be cited for their extraordin~hQract~ These are 
fin addition to the so-ca~edlludgets Annexes)'which are linked 
to the general budget. Excluded also are the extra-budgetary 
categories which are co pletely outside the system and which 
are not recognized in ·!nnection with the periodic measurement 
of income and outlays. 

Before turning to t e present status. brief mention wi11 he 
made of ~he French tradition in extraordinary budgets. Student<~~ 
of the ptoblem can g~ back to the Fre~cl!. ... R~ol~fJ9.!L for the 
earliest traces of the practice. EaclCe:rlraordmarv bud!!et ha.<~~ 
left some fiscal distress in its wak;) During the World War the 

1 There is some indication that Czechoslovakia and Switzerland, among 
the European nations whose practices baYe ·not been eomprehensivelv surveyed, 
.may be ineJuded in the I!TOUP of countries wbieh ha\·e refrained from estab
lishing extraordinary budgets. 



NATIONAL .&ND STATE BuooETABY METHODS l75 

budgetary 11ystem collapsed completely,z and it seems unwise to 
attempt to even recognize an;ythmg as formal as an extraordinary 
budget during that period. 'l'he budget of Finance .Minister 
.Ma.rsal, voted on July 31, 1920, introduced the first( post-war 
extraordinary budget. This was to be a budget financed out of 
• • • exceptional' receipts of a temporary nature, incl\ldi..ng loans 
when necessary. r••) This budget in which the capital outlays 
for post-war reconstruction were to be segregated should not btl 
confused with the notorious "Budget of Recoverable Expendi
tures" which Minister Marsal 's immediate predecessor, K.lotzt had 
proposed and which was almost simultaneously adopted. This 
extra-budgetary reparations account, together with the extraor
dinary budget, give the French financial administrators ample 
opportunity to o en the floo atA;!Jor !o~ll.:tiPenditDres.) One 
hardly need be rem1il e that they d1a:\It may be recalled that 
the extraordinary budget was not used solely, as originally 
intended, for capital outlay expenditures. ) Any attempt to justify 
the borrowing it encouraged, as based .l>n permanent assets or 
productivity, and, equally, any attempt to view the French deficits 
between 1920 and 1925 solely in terms of the ordinary budget 
w uld be utterly misleading. 

'l'hese post-war extraor~i~arz budgets _re:pres~~ed th~~~t 
ob echonable mulhple buuget iype. In mdicabon of the1r 
contr1 · ra:iSorllere<l"1IDa.rice~ of post-war France can 
be seen in the efforts to remove them at the time when the 
public finances were reformed in conjunction with the stabilization 
of the franc. the budget for 1926 returned to a relatively unified 
form, and no se~egation of extraordinary outlays was adopted}• 

As elsewhere, the segregation of expenditures to be financed 
by unrealized as ets into a separate category became associated 
in the public mind with inflatio'!~~cesses. JEven a distinction 
between ordinary and extraordinary expenditures which was main
tained in the regular budget was abolished in 1928.1 France 
did not have any fiscal leaders who dared to reintroduce this !levice 
directly in the crisis years although the effects of the world 
wide depression, coupled with purely domestic problems, necessi. 
tated many budgetary maneuv1rs and readjustments. It is not 
improbable, however, that the\~ccount for public worJW earried 
in the so-called Com11.te Special au Perfectwnntmenl de l'Ovtillage 
National which was(introduced in 1929 may be considered to con
stitute an extraordinary budget •) The French have allowed the 
Bt'gregation in this fund of capital outlays designed to combat 
unemployment This gives it the. true charactet; of an extraor
dinary budget. At the time of its adoption, it was,designed merely 
to act IS I ~apital budget for planning public WOr)pr, and there 
was no intention of financing it throu~h borrowing. \. The depres
sion and the financial add economic difficulties naturally created 

• Ja...Xt'umark, Oli'· ctt., p. !59. 
• Haig. op. eit., p. 11. 
• J-.Nt'umark. o,. l'it., r· !6.1. 
• Dalton. o,._ eit., p. 274. 
• Allix. 01t etf., p. 104. 
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an -opportunity to turn this account into a loan-expenditure cate
gory 1 The deficits were readily linked to it. There is indication 
that, at a later date in the depression, the French again created 
special budget categories designed to eomplicate the presentation 
of a balanced relationship between income and outlay.' 

~· The problem is still a pressing one. Finance Minister Auriol 
of the first Popular Front government again proposed R"aUal 
budget system including a segregation of exceptional expenditures 
for the 1937 fiscal program. A balanced ordinary budget, as is 
usually the case in this use of a multiple budget device to mini
mize deficits, featured the program. According to press reports: 

~ . . . the ordinary budget will amount· to 48,000,000,000 
francs, while the extra expenditures to be financed separately 
will require the raising of some 26,000,000,000. Among these 
exceptional expenditures will be listed the army motorization 
and aviation reorganization programs, railway deficits and 
special public works plans. 

. The armament expenses will be met by a special loan, and 
other expenses will be covered by reimbursing the treasury 
for the loans that were issued through the medium of the 
national sinking fund· at the time of the rente conversion.8 

The day following the proposal to the Finance (]'{)mmission in 
the Chamber of Deputies, the press and opposition parties had 
already charged that the Minister of Finance put into his second
ary budget items which belonged in the tax-financed ordinary 
budget.9 Apparently{France's reputation as a source for study 

' in the uses and problems of extraordinary budgets is not unde
, servedJ 

Rumania 

In Rumania, ~ossibly due to French influence, an extraordinary 
budget is found.\ The deficits of current and past years are car
ried in the extraordinary loan budgets.} (The link between these 
and the extraordinary budget, the annexei.budgets, and the regu
lar budgets is neither stable nor clarified. tems segregated in the 
extraordinary expenditure category inclu e the payment of state 
liabilities, public death redemption~ payment of war damages, etc. 
There is, no doubt, a justification for some special recognition of 
elements of this type. However, the constant shifting back and 
forth of items between the various budgets makes it impossible 
for any constant basis for the segregation to be assumed. The efforts 
of the League of Nations fiscal experts to trace fiscal accom
plishments necessitated their clarifying the various budgets and 
their accounts. The conclusions are of interest: 

In 1930 and.l931, and again since 1933-34, receipts and 
expenditure on the general budget are divided into ordinary 

r N. Y. Times, Nov. 15, 1932. 
8 Ibid., Oct. 28, 1936. 
•Ibid., Oct. 29. 1936. 
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and extraordinary. Extraordinary receipts represent fines, 
liquidation of special funds, sale of State property, conces
sion rights, etc. Extraordinary expenditure mainly repre
sents expenditures on construction and new works. 

In addition to the general budget, an extraordinary budget 
was instituted as from 1932. In 1932 the general budget 
(ordinary budget) only showed ordinary receipts and 
expenditure, while the extraordinary budget showed arrears 
of receipts and expenditure from previous years and extraor
dinary receipts (including certain new taxes) and extraordi
nary expenditure. The 1933-34 extraordinary budget only 
contained arrears of receipts and expenditure, the receipts 
from new taxes and other extraordinary receipts and extra
ordinary expenditure being included in the general budget. 
The extraordinary budget for 1934-35 contained arrears of 
receipts and expenditure, but also some extraordinary 
expenditure (especially on national defense) and certain 
contractural engagements. For 1935-36 the extraordinary 
budget contains arrears · of receipts and proceeds of loans 
(8,000 million lei), arrears of expenditure and a contribu
tion of 700 million lei to the general budget. 

The constant shifting between receipts and expenditure of 
general and extraordinary budgets or special accounts, the 
changes from gross to net budgeting and the changes in the ' 
period during which operations were registered in the 
accounts of a given year make the figures of the various years 
not comparable.10 

The results of these practices have not been as disastrous 8.s 
might be expected bec&P.:se of the already noted limitation of 
borrowing potentialities. t Rumania is unique in that it has included 
receipts mostly from sources other than debt emissions in its 
extraordinary budget. Nevertheless, the best fis.eal and economie 
interests are not served by these manipulationsJ 

Germany 

( The United States and Germany represent two nations in which 
&Ig·niticant reactions of economic crises on fiscal affairs and :on' 
the budgetary procedures are noted. In both of these countries · 
interventionistic policies, increasing the magnitude of the public 
finances, have similarily led to the use of modified budgetary prac.
ticesj Their different policies with respect to emergency and 
e~traordinary budgets are interesting to observe. 

\&>publicaq Germany's system provided for ~ classification of 
txpenditur&l'within each Einzelp'UJ.1t subdivision Pito ordinary and 
extraordinary items.) This method, no doubt, has been introduced 
to avoid the necessity for any multiple budget.. Each one of the 
twenty subdivisions of the budget thereby had an extraordinary 
category. 

"I.. of N, Pub., Fill., Rumania, 11128-1935, pp. H. 
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The Einzelp'tane included those for the public debts and offered 
opportunities for covering the items most likely to be considered. 
for an extraordinary account. These were viewed together by 
the Germans and led to the assumption that an extraordinary 
loan-financed budget was maintained. Until the collapse of the 
Republic, an extraordinary budget in the sense of the ones linked 
to French fiscal history did not actually exist. 

The pl~ outlined in the basic legislation was not followed 
throughout the post-inflation period. A colorful experience with 
extraordinary budgets can be noted in the past when economic 
conditions encouraged loan-expenditures. Until 1927 war cost 

. burdens were carried in a separate budget, and all the efforts 
towards. balance were exerted only with respect to the regular 
budget considered· independently from the war category. Only 
after 1927 was it incorporated into the regular budget, appearing 
as Number u: of the Gesamt Plan.11 

Dalton reports that the Agent General for Reparations found 
a confused allocation of items to the ordinary and extraordinary 
categories of the unified budget and the war charges budget. In 
the Agent General's report of June, 1927 (issued prior to the 
abolition of the War Charges Budget), his view on the status 
of Germany's multiple budget system was expressed as follows: 

. · The budgetS are presented in a manner that makes it quite 
. impossible, even for well-informed readers, to follow them 

Without exhaustive study and all&lysis. The budget as a whole 
contains many transfers from one budget to another, and 
from one year to another; all of which tend to create con
fusion and to complicate the accounting.12 

This sounds like the· usual criticism of extraordinary budgets, · 
except that the creation. of debts bas not been deplored. The war 
burdens, as an expenditure element, created a problem peculiar 
to Germany alone. The history of the extraordinary budget cate· 
gory, however, is one which elucidates problems likely to be 
encountered in any major jurisdiction coping with economic crises 
and with heavy and varied :fiscal ·burdens. 

Article 87 of the Weimar Constitution, in addition to· specify. 
ing the permissable use of credit to finance extraordinary needs, 
provided that the latter must represent "productive" purposes . 
. The Germans did not attempt to interpret the injunction regarding 
productivity in a rigid sense, and hence, each Minister of Finance 

-was at liberty to shift items back and forth between the ordinary 
and extraordinary category. This influenced the amount of reve
nue required to balance the ordinary budget. The criteria which 
were employed are not cl~r. ~ize ~ppears to have. been a. factor, 
since items of large magmtude mv~r1ably f~und their way .mto the 
extraordinary category of the particular Etn~elpla~ to whtch. they 
were associated while small items were retamed m the or?m~ry 
classification. Periodicity does not appear to have been a cr1tenon 

u Neumark, op. eit .. p. 3!'. 
' 1! Dalton, op. eit., p. 23. 
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since non·recurring items were retained in the ordinary. budgets. 
The bulk of the items involved the acquisition of earning or realiz.. 
able assets, and one is inclined to recognize the extraordinary 
budgets as similar to the capital account, likewise labeled extra
ordinary, of the Canadian system. The dual budget classification 
was abolished in 1932 because of the inability of the Reich to float 
loans successfully. A lengthy but highly interesting quotation 
from Professor Dalton's survey of depression finances describes 
some of the features of Germany's experience with its extra
ordinary categories. 

Article 87 of the Reich Constitution declares that expendi
ture is to be defrayed out of loans only, if it is "extraordinary'' 
in character, and serves a "productive" object. The commen
tary (Schultze and Wagner, Beickskavshaltsordnung) on the 
Budget Law explains that "exceptional expenditures for a 
productive purpose" embraces in particular the acquisition 
of new or extension of existing industrial concerns or the 
acquisition of shares in a commercial undertaking of a "pro
ductive~' character. But the description does not apply to 
measures which are calculated merely to maintain existing 
property, e. g., the replacing of an old house by a new one. 
It is admitted, however, that if the new house is substantially 
bigger than the old, this is equivalent to an extension of an 
undertaking. There must be a considerable measure of doubt 
re-garding such a distinction. The principles governing this 
aspect of the budget are thoroughly tainted with "the fallacy 
of misplaced concreteness" I 

Credit for "unproductive" purposes may be rendered neces-
sary by such contingencies as war, national crisis, .or grave 
financial stringency. If the revenue o£ the Ordinary Budget 
falls short of the outgoings, then a transfer may be made 
from the Extraordinary Budget in order to effect equilibrium 
in the former. A repetition of this procedure might, of 
rourse, have dangerous eonsequenct"S, 

Since it is a basic principle of the Budget Law that expen
diture on productive or capital development should not be 
financed out of current revenue, it follows naturally that meh 
items should appear in the Extraordinary Budget and be 
finaneed out of loans. But practice may often show a devia
tion from this rule. For instance, it has happened in post.. 
Rtabilization years that the Reich has had to cover expen
diture in the Extraordinary Budget by drawing on surpluses 
in the Ordinary Budget-at timM when the loan market wu 
unfavorable. In the opinion of llr. Parker Gilbert, the 
.,underlyin~r fault" of the above principle is that "when 
appli~ to the Government's budget, it 10 e&sily often leadl · 
to new and nnnee8sary expenditures that themselves would 
nnf"r be incurred if they had to pass the aentiny of the 
Ordinary Budget." The faet that items of eroenditure 
which l'f'ally belong to the Ordinary Budget, but for which 
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there is no cover, are often put in the Extraordinary Budget, 
has led some authorities to the conclusion that this Budget 
should be abolished. The official view is that the evils of such 
!l procedure would outweigh the disadvantage of the exist
mg arrangement. It is argued that "Extraordinary" items 
of expenditure do not remain at a more or less constant level 
from year to year, but show large fluctuations. The incorpora~ 
tion of such items, liable to fits and starts, in a unified Reich 

. Budget would, according to official opinion, introduce a dis~ 
turbing element and might make necessary large and variable 
increases in taxation from time to time. To quote the official 
review which accompanied the 1930 Budget estimates, "the 
disadvantages of abolishing the Extraordinary Budget out~ 
weigh the advantages of a unified budget, given the condition 
that in practice only productive (or capital) expenditures are 
put into the Extraordinary account and that, in assessing 
the volume of extraordinary expenditure, proper regard 
should be had to the ability of the capital market to supply 
loans.111 

A country such as republican Germany, which was undergoing 
basic changes in the structure of its economy and in the role which 
its public finances played in the economy, cannot be measured 
by the same concepts applied to other economies. It would require 
a deeper analysis of Germany's finances to pass judgment on 
the problem of using the extraordinary items as an indication of 
a deficit in the national finances, or whether the German govern· 
ments woud have refrained from making capital outlays as long 
as the :flotation of loans was successful. Viewing the multiple 
budget arrangements, anticipating the several specific expenditure
tax revenue links discussed below, it is evident that even under 
t9e Republic the unity of the system was substantially impaired. 
( In present~day Germany the weakened comprehensiveness and 

unity of the budget system, and the colossal borrowing programs 
tend to reduce to an absurdity any question of defining ordinary 
or extraordinary budgets. The entire financial system operates 
on what may be referred to as either an- extraordinary or extra~ 
budgetl\l'Y-plane.) 

United States Federal Government 

(!n thuederaLgOYe~me!lLiln_int~resting _test _oL budgetacy_ 
umty is found.J~onnection with the emergency and . recovery 
~llditures--made . by )he RoosevelL Administration. in fighting. 
the cris.is) ~llowing_th~_publication..of the.naily Treasury State. 

1 ~0!1_ ~ui.r.l,J9.33,. a. p.la!!__Of_ ~~egating emergency .it.em& was 
l!Qted. (In view of the fact that this category could be considered as 
entire!~ loan financedJ and in .view of the fact that the National 
Economy Act of 193S and long standing civil service and ot~er 
administrative restrictions were not made applicable to the agencies 

11 Dalton, o,. cit., p. 25. 
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financed through the emergency category, Cthe accusation that 
a~dinary budget was adopted was not unexpoore~ 
1\In less recent""TreasuryslateiillmliTPriono-;ruiy r,l93a), the 

federal expenditures were arranged under the headings of u Gen
eral Fu~d," "~S~cii.LFWlds",11 and ''!rust Funds." Begm: 
iung Jiily 1, 1933, the first two categories were combinea as uGen
eral and Special Accounts," a~d broken down on a new basis as 
"General" and "Emergency.") The basis for the segregation has 
been described by the present writer as follows: · 

The regular departmental service expenditures are included 
as before under the "General" category. Previously they 
were given as a lump SUID, the item "General" being merely 
a sub-heading under the expenditures from the general fund. 
The new Statement calls for a segregation of the outlay for 
national defense (Army and Navy), Veterans' Administra
tion, the construction of public buildings by the Treasury, 
and river and harbor work. The other sub-headings for 
postal deficiency, public debt service, etc., appear as before. 
The reason for singling out four features of the departmental 
expenditures for individual recognition is found in the fact 
that these items have been split into both the "General" and 
"Emergency" categories and no totals would be available 
unless they were taken from the departmental sum and 
isolated. Another feature of the "General" group is the 
insertion of certain items of the "Emergency" program, 
namely the Agricultural Adjustment Administration (A. A. 
A.). . 

The new "Emergency" group is recruited from four 
sources. First, as we have seen above, some old service out
lays have been partly taken over by the "Emergency" cate
gory. The portion which is still subject to the regular depart
mental procedure is kept in the "General" group, while that 
portion which appears in the new list, comes under the 
federal Emergency Administration of Public Works. Except 
for Veterans' Administration, these items all relate to eon. 
struction. Second, a group of expenditures, including public 
highway construction and the Boulder Canyon Dam project 
are taken wholly from the old Statement "General Fund" 
group. Third, expenditures made by the quasipublic Recon
struction Finance Corporation (R. F. C., January 22, 1932, 

"The Wl'iter 'hu diaeuued the introduetioa of the emergeaq 1nldget ill 
"The Emergttn~ Budget of the Federal Govet'nment", .t~ huaie 
~. Vol. XXIV, No. 1, Mareh, 1934:, pp. 6~8. 

u "Spec.'ial Fund• aeeounta refer to expenditun~~~ and reeeipta w'hiela bft 
been required by statute t.e be related to -.elt other. Expenditun111 thua 
aetOUnted for may or may DOt be made under pel1lli.DeDt appropriatioaL 
Thf'M aetOUnta Mftstitute an apparent UC'IeptiOil to the pri~~~eiplee of eom· 
preb.Miwneea and unity, but the u:C'Ieption is in reality only appareat 
ainee at all timN appropriatioM and estimate& for thelle ueouta laue bee& 
made ill the Bu~t ill uactly the •me way u for the 10-Slled •P:eaeral 
fund aM"OUnta. • The aijmifit"&aee of these aeeounta i.e purely a ~eepihl! 
one. The amount. inYol\'lld are aot largoe. (See. e. I· Annual Bepon of . 
the ~I'J of the Treuui'J, 1936, p. Sll, for a deaeriptioa of theM 
Ut."'UDt&. , 
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·C. S. ·Art. 1, 47 Stat.) previo'usly kept out of the accounts 
with the exception of $500,000,000 for payment of proceeds 
of sale to the Treasury of the Corporation's capital stock) · 
are now wholly included. Fourth, the recovery program 
contributes the bulk of the new category, as the expenditures 
called for by the main legislative enactments are all. herein 
contained. The Federal Emergency Administration of Public 

. Works, the Administration for Industrial Recovery (N. R. A.), 
the Agricutural Adjustment Administration, the Farm credit 
·Administration and the Administration of Emergency Con
servation Work are those that are most familiar.18 

~ On July 1, 1935, the Administration again revised its method 
{ of presenting the accounts of the national finances. ' Beginning 
with the issue of July 1, 1935, the [iaily Treasury Statement sub-

. stituted a, "Recovery and Relief" heading for the '.'Emergency". 
category. · The various New Deal agencies were grouped under· 
five heads: relief, pubhc works, agricultural aid, aid to home 
owners, and miseellaneousl Commenting on the change, a leading 
newspaper st~ted :. l- · · · 

This reclassification of costs does not, of course, help bring 
the budget any more closely into balance; but it does make 
the Treasury's report more readily understandable by placing 
expenditures a a fnpctjona} basis, an~ for this reason is to 
be welcomed.17 

The' fact that: ~ome · agencies were declared unconstitutional, 
others created, the nature of the functions of some changed, and 
still others taken into the regular scope of permanent governmental 
activities, led to numerous changes and reclassifications. 

The following array shows the arrangement of items in a 
recent Treasury Statement.18 It will serve also to demonst~ate 
the complexity of the federal outlays as well as the comprehensive

. ness, charity, and unity of its publicized accounts. 

General: 

GENERAL AND SPECIAL ACCOUNTS 
EXPI!lNDITUBES . 

Departmental: 
. Legi81ative establishment. 

Executive proper 
State Department. 
Treasury Department. 
War Department (nonmilitary). 
Department of Justice. · 
Post Office Department. · 
Department of tije Interior: 

· Boulder Canyon project. 
Other. 

11 -.rhe Emergency Budget of the Federal Government," op. cit., PP· 54-55. 
11 N. Y. Times, July 16, 1935. . 
11 Daily Statement of the United States Treasury, May 15, 1937. A similar 

eJas.si.fieation is followed in the 1938 budget message. 
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Department of Agriculture. 
Department of Commerce. 
Department of Labor. 
Sh1pping Board. . • 
United States Maritime Commission. 
Rural Electrification Administration. · 
Independent otficea and commissiona.. 
Unclassified items. · . 
Adjustment for diabursin: otficerl' ehecke outstanding. 

Total departmentaL . 
Public buildinga. 
Public highways. 
River and harbor work. 
Panama CanaL 
Postal deficiency. 
Railroad Retirement Act. 

Administrative expen11es. 
Annuity payments. 
Unclassified. 

Social Security Act: 
Administrative expenses: . 

Social Security Board. 
Department of CommerCe, 
Department of Labor 

Grants to States: 
Social Security Board. 
Department of Labor. 
Treasury Department. 

Old-age reserve account 
Unclassified. 

Retirement funds (United States share) : 
Civil-service retirement fund. 
Foreign Service retirement fund. 
Canal Zone retirement fund. 

District of Columbia (United States aba.re). 
National defense: 

Army. 
Navy. 

Veterans' pensiona and benefits: 
Veterans' Administration. 
Adjusted-service certificate fund. 

Agriculture Adjustment Adm\nistratiOil. 
Agricultural Adjustment Administra.tioa (Act, August 24., 193:)). 
Agricultural contract adjustments. 
Soil Conservation and Domestic Allotment .Aet. 
Emergency Conservation work. 
Farm Credit Administration: 

Crop loana. 
Other. 
Unclassified. 

Tennessee Valley Authority. 
Debt ehargea: 

Retirements: 
Sinking fund. 
Purehal!ell and retirements from forei,.a rep&vmt'nts. 
Reeeind from foreign governments ander debt ll!tt.Jementa. • 
Estate taxes, forfeitures, gifts. etc. · 

Interest. 
Refunds: 

Custom a. 
Internal revenue. 
Prot-easing tu oa farm product& 
Total, gtoneral. 
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Recovery 'and relief: 
.Agricultural aid: 

.Agricultural .Adjustment .Administration. 
' Commodity Credit Corporation: 

Reconstruction Finance Corporation funds. 
Other. 

Farm Credit .Administration: 
Reconstruction Finance CorporatiQn funds: 

Crop production loans. · 
Regional agricultural credit corporations. 
Loans to joint-stock land banks. 
Farm mortgage relief. 
Federal Farm Mortgage Corporation. 
Federal intermediate credit banks revolving fund. 
Farm Credit .Administration. 
Unclassified. 

Other. 
Federal land banks: 

Capital stock; 
Subscriptions to paid-in surplus. 
Reduction in interest rates on mortgages. 

Relief: . 
Federal Emergency Relief .Administration: 

Reconstruction Finance Corporation funds. 
Other. · 

Federal Surplus Commodities Corporation: 
Reconstruction Finance Corporation funds. 
Other. · i 

Civil Works .Administration. 
Emergency conservation work. 
Department of .Agriculture, relief. 

Public Works: · 
Boulder Canyon project. 
Loans and grants to States, municipalities, etc. 
Loans to railroads. 
Public highways. 
River and harbor work. 
Rural Electrification .Administration: 

Reconstruction Finance Corporation funds. 
other. 

Works Progress .Administration. 
Other public works: 

.Administrative expenses, Public Works .Administration. 
Legislative establishment. 
State Department. 
Treasury Department: 

Public buildings. 
other. 

War Department (nonmilitary). 
National defense: 

'.Army. 
Navy. 

Panama Canal. 
Department of Justice. 
Department of the Interior. 
Department of .Agriculture.· 
Department of Commerce. 
Department of Labor. t 

Veterans' A.dministra tion. 
Independent offices and commissions. 
District of Columbia. 
Unclassified items. 
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Aid to home owners: 
Home loan system: 

Reconstruction Finance Corporation funds: 
Home-loan bank stock. 
Home Owners' Loan Corporation.. 

Federal savings and loan associations. 
Emergency housing. 
Federal Housing Administration: 

RecoDBtruction Finance Corporation funds. . 
Other. 

Resettlement Administration.. 
Subsistence homesteads. 

Miscellaneous: 
Export-Import Banks of Washington: 

Reconstruction Finance Corporation funda. 
Other. 

Federal Deposit Insurance Corporation. 
Administration for Industrial Recovery. 

' 

Reconstruction Finance Corporation-direct loans and expenditures. 
Tennessee Valley Authority. • 

Total, recovery and relief. 
Grand total, expenditures. 

(In terms of the bad characteristics of extr~ordinary budgets, 
t~e United States, even to a greater degree than Germany, may 
be absolved of the stigma of having indulged in objectionable 
practices.) Any Administration possesses full power to prepare 
the budget document and accounts in any manner it wishes. 
However, Congress had approved of all the items which were in 
the new category. Furthermore, the new classifications were 
introduced first in the accounts showing actual fiscal results 
rather than in the accounts of the prospective budget program, 
as is the case with France's 1936 extraordinary expenditure 
category. 

The interpretation of the deficit in the mind of government 
officials, Congress, and the press naturally was influenced by the 
loan-financed category which was simultaneously creating vast 
quantities of potentially recoverable assets. However, no offsets 
in the official records were introduced. The budget submitted by 
the President, as well as the Daily Treasury Statement, continued 
to include all outlays and to compare a single tetal for outlays 
with all receipts. At no time were the gross deficit or the 
pubic debt figures in any way influenced by whatever notions 
regarding the justification for tolerating a deficit were entertained 
by the Administration. The message transmitting the 1937 budget 
summarized the fiscal program and the accomplishments of the 
past year in the following manner: 

1.. Receipts 
II. Expenditures 

1. Regular 
Total Regular 
Excess of Receipts over Regular Expenditures 
Excess of Regular Expenditures over Receipts 

2. Ret-avery and Relief 
Gross Deficit 
Gross Public Debt 
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Such a classificatiop indicates that.(any segregation which is 
made now is not intended to minimite the deficit. As' far as 
the budget and the accounts are concerned, the segregation has 
served information and clarification purposes ~d has hardly 
deserved the connotation of "trick bookkeeping:A' which is but 
one of the descriptions applied by political opponents.' 

The question of.array and presentation is but a minor feature 
of extraordinary budgeting. Criticism has been levied not against 
the administrative practices but against the fiscal policies and 
the acts of Congress which have allowed the Administration to 
carry out the various activities featured in the "emergency" cate
gory. The discussion of federal finances and of emergency expen
ditures by the Special Committee on Federal. Expenditures of 
the United States Chamber of Commerce19 may serve to illustrate 

· the broader aspects of the problem which are linked to the 
11double" or "extraordinary" budget of the Roosevelt Adminis-
tr~tion.'. . · · . 

At present, there is no doubt that official and unofficial fiscal 
ex erts view the finances in a unified manner. Total expendi-

. tures, as has already been indicated, are so closely related to 
total revenues that no valid statement can be made claiming the 
existence of an extraordina:ry budget. )Some qualification regard
ing the accuracy .of this ·statement would have been necessary 
in 1933. · 

11 See Report· of 'the Special Committee 011 Federal Expenditures, op. Cit., 
pp. 24-26. 



CHAPTER XIV 
EXTRAORDINARY AND CRISIS BUDGETs-(CONTINUED) 

Great Britain and the Empire Group · 

~untries in which the British type of . budgetary system is 
found have not been without fiscal crises.) Their failure to 
accept the practice of creating exttroralnary budgets should not 
be considered as an indication that they have not been subjected 
to the test of emergencies or conditions which have elsew~ere 
been_ a temptation to .questionable budgetary segregation. ( lqi 
!keaUr.itain . .there.are.Jlo...ex..trao_r~IPergencyJ>udgets. 
A clearly developed system of linking a few specific purpose funds~ 
tOthe- general . budget ... .b.a.&:::removed. the~· necessity_-_for. setti.og. 
ij]nd.~endent budgets to carry items which in other jurisdictions I 
4_0.=!iot appe~ .1<!. be amenable .. to luclusioti jll ~regular ~.l>udgetary 1 
stru£!1:1,!'~§,) lie regular categories are adequate to cope with 
most items. n the fourth category Of the so-called self-balancing 
expenditures and revenues, items which elsewhere would most 
probably be considered extraordinary in character are included) 
In this category will be found the self-balancing and other funds 
111•hich be~r no relation to the usual connotation of extraordinary 
butets. \None of the categories are independently loan financed) 

ince the war the tendency to follow the continental practice 
of tting up extraordinary budgets has been noted in some quar

. ters. )Particularly before the breakdown of many monetary sys.. 
terns through inflation, in large part traceable to excessive 
expenditures facilitated by extraordinary budgets, these practices 
were not endowed with their presen,.t unsavory reputation in the 

· minds of most students of finance~ ~Chancellor of the Exchequer 
Horne in his 1921:-22 budget proposed the introduction of a~ 
extraordinary budget in addition to the ordinary buslget eonstitut-, 
ing the normal framework of British financing.•) 

The desire to break away from orthodox procedure and td_follow 
Germany and France in their post-war expenditure programs 
undoubtedly led to the proposals for an extraordinary budget. 
Following the pattern of the French budget of recoverable items, 
the Chancellor proposed that the revenue side of the extraordinary 
budget suggested by him should include receipts from the realiza
tion of war assets. The expenditure side was to include liquida
tion of war commitments. Borrowing would be made in anticipa
tion of receipts. Fortunately the proposal was not adopted, 
and Britain did not_~ undertake a wave of expenditu.."t'B made 
in t'XpPetation of uncertain receip~ During the financial erisia 
of 1930-32 mention of aceounts associated with extraordinary 
bndg-etin~ B~?ain was made. • There is no indieation, however, that 

I liAIItot et ~r,t". op. rit., p. f. 
t/1»4., pp. 31442-&. 
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any exceptional segregatiyn in terms of emergency or extraordin-
. ary !inances. took place. \ British deficits werLeasi.!Ju:ooog.uiz.ed, 
r~@LJ!!!:!!lm.kd....to-gene:ral-.rathe~--than:_specifie ... causes, and 
were not obscured in a manner which an extraordinary budget 
would have permitted) 
(The budgetary exp.eriences of 4ngit New Zealand, and the 

Irish Free State are all character e y an absence of extraor
dinary budgets. (However, as indicated in a previous chapter, 
Australia and an ppear to have experimented with a sus
picious type o extraordinary account segregation in order to meet 
specific crises.) trhe Consolidated Revenue Funds, characteristic 
of each of these hountries, offers the most probable explanation of 
the absence of any impaired budgetary unity on this scor~ Since 
there . is no specific mention of the subject in the laws of any 
of these countries, the failure to find specific prohibitions of mul
tiple budgets cannot be linked to legal limitations. Specific 
statutory references to the Consolidated Revenue Funds, however, 
may be interpreted as making it difficult and impracticable to 
operate with extraordinary budgets ·of the less desirable type, 
particularly for the segregation of outlays to be financed by future 
realization of assets. For example, in the Irish Free State there 
is no attempt made to identify specific items which may be linked 
to extraordinary circumstances. The fact that a system of agri
cultural aid including bounties and subsidies falls entirely outside 
the scope of the budgetary system has been noted. However, 
there is no indication that these activities, authorized by perma
nent enactments, are of the type which must be considered in 
relation to efforts to conceal growing deficits. 

The Canadian capital account and its relation to extraordinary 
loan-expenditure items has already been discussed. The extra
budgetary status of certain items which might be expected to be 
featured in extraordinary budgets has also been mentioned. Can
ada appears to have avoided in recent years any practice which 
might be regarded as an attempt to minimize deficits by a segre
gation of extraordinary loan expenditures.• Prior to the war, 
as indicated above, the administration capital account was of the 
less desirable type since it permitted an arbitrary allocation of 
outlays to the. capital category. . . . . 
(In general, 1t is not among the nations of the British Empire 

glroup that there can be found th~ notor~ous extrao:r:dinary bud
get accounts which have been associated w1th fiscal criSes.) 

OTHER NATIONS 

This section includ~i. a short survey of the other nations which 
may be definitely included among those that avoid extraordinary 
budgets. !'" • • 

In Greece the requirement for a un1fied smgle budget system 
was enacted in 1930.' The exclusion of the railway budget from ,_.' ~ 

I J. A. 'Marwell, op. nf.:· p. 14T. 
' Law No. 4645. 
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the regular system need not be considered part of a crisis phe
nomenon. All the special government organizations are ade
quately financed in annexed budgets. This segregation plus a 
classification of items into ordinary and extraordinary budgets for 
information purposes has met the situation. It should be noted, 
furthermore, that the extraordinary categories are not necessarily 
loan financed. The real reason for the apparent unity of the 
system is that the governments of Greece have seldom been able 
to raise funds to finance extraordinary budgets. Furthermore, 
foreign loans made to Greece have been responsible. for outside 
pressure on, and control of, Greek fiscal affairs. 

Hungary has likewise avoided the adoption of an extraordinary 
budget and operates with a classification of items within the · 
regular budget into an ordinary and extraordinary ategory. 
The inclusion of transitional and capital items gives to the extra
ordinary category a somewhat permanent position in the fiscal 
system and one which need not be related solely to emergency 
probleiDS. There are, however, some difficulties regarding the 
extra-budgetary ite~ns. The special budgets created, for example, 
for investment schemes of the foreign creditors fund may be 
considered somewhat comparable to extraordinary budgets. There 
has been no indication, however, that the Hungarians have enjoyed 
sufficient credit resources to encourage any real budgetary manip
ulations. Hungary belongs to the group of nations whose finances 
have been under the scrutiny of foreign experts. These experts 
were sent by creditors, including the League of Nations, in accord · 
with political treaties. 

Italy, Turkey, and the U. S. S. R. are countries in which the 
strong control by dominating political groups has obviated the 
necessity of carrying on practices designed to pacify opposition 
parties or to reinforce waning popular support. Criticism and 
accusations have not influenced budgetary practices, which have 
been motivated primarily by administrative expediency. In 
Italy budgets have for many years been operated on a deficit 
basis. The post-war reconstruction, the various nationalistic pro
grams, including the vast public works schemes, the economic 
crises and its consequent relief and recovery expenditure burdens, 
military preparations, and more recently the Abyssinian invasion, 
have tended to create the necessity for a large scale tapping of 

. credit resources. The efforts to link these to specific funds sup. 
posedly self-liquidating and to carry certain debt operations 
directly to the Treasury accounts without budgetary reeognition 
has been noted. Furthermore, the system acknowledges the 
existence of multiple budgets, most of which are linked in 110me 
manner to the general budget submitted to the Parliament for 
ita nominal approval. The methods of linking the annexed and 
speeiA1 budgt>ta to the general budget make it less difficult for the 
established praetiee to be recognized. · However, · the rather 
complicated set-up of extra-budgetary agencies is one which 
rendt>ra any conclusions difficult. AB with many other countries, 
tht>re bas been no account specifically designated as an extraordi. 
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nary budget, but the obscure credit pl)licies associated with such bud
gets have nevertheless not been avoided. (The classification of 
some of. the r~gular accounts in the budget into ordinary and 
extraordinary Items represents an e:tiort to segregate loan-expendi
tures and is not related to any transient emergency policy.) 

In Turkey a more clarified condition is said to exist. There 
appears to be strict adherence to a legal requirement for the 
avoidance of budgets, not linked to the general budget, other than 
the annexed budgets for governmental organizations and business 
enterprises;· there have been no extraordinary or special cate
gories. There does not appear to be any segregation in terms 
of ordinary and extraordinary items which may be considered to 
facilitate borrowing and minimize deficits. Turkey may have 
solved ija financial problems with a stringent fiscal policy rather 
than with budgetary manipulations. It is undoubtedly a lauda
tory example of sound budgeting. 
· In Soviet Russia the extraordinary budget device has been . 

abolished. As has been stated before, it is impossible to measure 
Russian experience and practices .in terms of the standards 
applied to other countries. The accumulation of public debts 
does not denote deficit financing as such but is part of a broad 
economic program.. Therefore, a segregation, in terms of ordinary 
and extraordinary categories according to the usual standards, 
is meaningless. There are no other funds or special budgets. 
It should be noted that before 1926 an extraordinary budget had 
been in use. The finances were at that time not yet placed 
on a planned economy footing, and public debts were viewed 
d.i.fferently from their . present status. The strengthening and 
coordination of political leadership and the alleged elimination of 
severe business cycles is believed to be responsible for the absence , 
of a recrudescence of the extraordinary category. 

In the Netherlands very orderly and sound procedures are 
found. The classifications by funds, functions, and activities, car
ried within the ordinary budget or closely linked to it, are 
not devised to conceal loan-expenditures. The classification of 
the expenditures of. each fund into ordinary disbursements and 
capital outlays further clarifies the fiscal situation and obviates 
the necessity for any extraordinary budget. The Dutch. did have 
a Loan fund (abolished in 1934), which may have. represented 
an extraordinary budget. The title of the Fund wa~ misleading . 
since the items therein included were not loan-expenditures. The 
Loan Fund, unlike the other special funds of the Dutch bud
getary system, received no grants from the general budget. 1 

Belgium has followed the plan of ~dopting a loan-expenditure 

11 "The Loan Fund w;'~ instituted in 1914 in order to cover expendi· 
ture for the service of the loans contracted during and shortly after 
the war. As from l931, it was also charged with expenditure eon· 
aeeted with the crisis.. The receipts of the fund represented taxes 
additional to eertain State taxes (income tax, property tax, land tax:, 

t · tax on dividends, personal tax (tax on spending), ee:rtain excise duties 
::...wine, spirits, sugar and certain stamp duties). L. of N., Pub. 
Fin., Netherlands, 1928-3~, p. 2. 
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budget but has fortunately avoided some of the difficulties which 
the French have encountered. Its extraordinary budget replaces 
the usual multiplicity of annexed and special budgets. It is a 
permanent feature of the system and should perhaps not be 
confused with some of the crisis or emergency budgets. It is not 
infrequently abolished and then resurrected whenever a Finance 
Minister feels that it will serve his particular purpose. 

Similarly, Denmark's segregation of capital items, whl1e desig
nated u an extraordinary budget, does not warrant inclusion 
under this heading. As in several other jurisdictions, the term 
"extraordinary" denotes a capital budget which is not related 
specifically to crises or to non-recurring programs of great mag- . 
nitude. 

In Sweden also there are no extraordinary budgets with segra
gated special outlays for the purpose of minimizing deficits. All 
of the special funds and annexed budgets are linked to the general 
budget. Instead of setting up transitory emergency budgets to 
cope with the new economic orientation of the government finances, 
which developed in connection with the depression and with recov
ery steps, the Swedes have modified their normal procedure. 

y Summary t1 
.fhe" several nations whose practices have peen reviewe.<l reveal 

varying attitudes towards setting up extraordinary budgets. In 
all of these countries the general theoretical conclusions regard- ' 
ing the ntial dangers which are involye\lappe.ar.J;2J>~A~tified. ~ 
Nations with soun 1 • ··· udgetary matters, such as Greaf 
Britain and those in the Empire, he Scandinavian countries, and 
the Netherlands, have in recent years definitely refused to operate 
with extraordinary budgets. As a result there have been few 
opportunities for false interpretations of deficits or of public debt 
policies. Fiscal policies have not been obscured and subjected 
to qualifyilig~mterpretations 1>ecause-or·special segregations.) 

(The budgetary systems which have consistently retained a 
definite approach towards budgetar,y unity and an equally eon- · 
sistent one towards the avoidance of extra-budgetar,y elements 
have found it possible to accomplish fiscal policies as effective 
as those planned when extraordinary budgets were proposed.) It 
eannot be assumed that the vast spending which bas been asso
ciated with the French extraordinary budgets, for example, was 
a feature of fiscal policy which might have been pursued had 
a more sober budgetary policy revealed the deficits and the true· 
magnitude of the poorly secured publie debts which they were 

. creating. The nations which avoided extraordinary budgets did 
not do ~ merely beeause they were able to avoid loan-expen
ditures. \The size of the current British publie debt u well as 
the recently announced armament program indicates that vast 
spending programs, wholly or partly finaneed by loans, ean be 
Ul).dertaken under a unified budgetary &yBtem.) . 

lStudy of the recent fiscal history of the Uni'fud States reveall 
that attempts to institute a domfte budget !)"Stem in which emer-

' 
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: " s:e~cy loan ~xpenditures were to be segregated have been discon-
tmued. It IS by now apparent that within the present unified 
syste~ there .are few limitations on the choice of any desired 
financmg pohcy.) Germany's experience is obscured but does 
r~veal that success fiscal leaders attempted to create extraor. 
dmary accounts. They were motivated in so doing they sought 
release · from deflationary restrictions implied in the legal man· 
dt!es for budgetary unity. . 

\[t may be concluded that national experience confirms the 
theoretical . indictments of extraordinary budge~J 

Conclusions Applicable to the American States ..... 

If the attitudes now displayed in the Am~rican states towards 
borrowing are ever revised, it is advisable that those in charge 

· of fiscal policy refrain from impairing budgetary unity through 
the setting up of extraordinary budgets. There is no reason why 
expenditures culminating in realizable assets should not be con
sidered in the shaping of fiscal policy. However, justification for 
unchecked spending, such as that encouraged by creating special 
budgets segregated from the normal system, can seldom be found. 
Extraordinary- budgets allow confused balance sheet-inspired 
approaches and thereby foster·relaxed control in terms of current 
income and outgo. The foreign experience shows a typical desire 
to avoid -taxation, which tends to encourage an over-evaluation 
of assets . or to minimize the burdens which are being assumed 
in conjunction with debts created through the extraordinary 
budgets. 

If the special accounts fail to achieve a self-balancing status,i 
as they most frequently do, -the ultimate burdens fall on the 
general budget. . This occurs also in connection with extra-bud
getary items. It is a matter of sound finance tG recognize poten
tial burdens from the start. This can be done by carrying all 
outlays- within a normal budgetary framework. No advantages 
eventually accruing through a productivity of the special expen-
ditures will be l(}St. . 

It appears likely that the American states will be. subjected 
to the temptation to operate with extraordinary budget devices, 
if their borrowing limitations are revised. They are accustomed 
to think in terms ()f general budgetary equilibrium at the same 
time that they/ are borrowing for special purposes. They have 
learned to favor the setting up of special and independent author
ities to carry out financially self-balancing functions. Further
more, there are not many comm~nwealths. like N~w York ~th 
its high regard for budgetary umty. · Their practices of settmg 
up multiple funds, of linki~g re-v:enues to spec~fic out.lays, a~d 
above all, their only superficially ~1sturbed f~1th ~n the mfalla~ll
ity of optimistic estimates, all pomt to thetr failure- to provide 
a tradition which· will militate against extraordinary budgets. The 
introduction of the abuses associated with transitory experiments 
in double, emergency, and other variations of the tin;te-honored 
extraordinary budget devise should be strenuously avoided. 



CHAPTER XV· 
v' ASSIGNED TAX REVENUES 

. Assigned Tax Revenues and Budgetary ProbleiDI. 

(The widespread use of the assigned revenue device in .Amer· 
ican sta~_finances has made t:lliipl'ol>Temriiristunp.orta:ii.t from 
'tJiei)oint of view of budgetary unity in these jurisdictions.) It 
is not, however, one which can or should be treated solely as 
a question of budgetary policy. 

A brief analysis of the problem will serve to di1ferentiate 
between assignments that are essential for the accomplishment 
of implied taxation norms and those that are based solely on I 
a desire to carry out some budgetary or tiscal policy with respect 
to the coordination of the rewnues and expenditures. lt is 
also warranted for those interested in budgetary problems to 
question the wisdom of fiscal policies· that fill the revenue sya 
tem of a jurisdiction:with benefit levies and similar taxes involv
ing dedications. For the other assignments, those that are moti
vated by the desire to limit expenditures to assure revenue ade
quacy, or to grant independence to a segregated function, the 
problem falls definitely within the range of budgetary questions. 

Before turning to the analysis by taxes, purposes, and juris
dictions for both the national and state governments, so~e other 
'J)hases of the question will be discussed. These include a classi
fication of tax yields with respect to their availability fo general 
Tun<! purposes, mention of some of the ,!!s.~~!lt. d~ces;aiitl a 
l>ner&tirvey of the expenditure and revenue contrOl policies that 
c~ be achieved through the earmarking_device) . 

~ ~everal categories of revenue• -inay" be considered. in relation to. 
justifiable specific assignment.\ ~!t the one ~extreme there are 
faxes thaC are linked to a desire for a .specific. and-consciousc 

1 

allocation -of burdens. in measurable quanti. 'ties. .. to ben. eficiaries:-: 
Iif the case of such levies as betterment iax:~ij;_ ~ .compt:.,ehensi-t; 
ble that such a specific relatioii'Ship exists. A segregation is neces- 1 

sary in order to determine the magnitude of the burdens involveq) 
The very nature of the expenditure and outlay deserves special 
recognition which can be achieved through some policy of separa-

. tion from the general budget. (Only in cases where a levy covers 
an entire jurisdiction, as in the case of a borough-wide or city
•·ide assessment, L!'ould it seem possible to eliminate the practice 
of segregationJ v.he type of revenue which is here discussed is 
seldom found in state finanl'es and appears onl~Y. jrregularly and 
under special circumstances in national finances. The Italian tax 
system provides for the apportionment of ce in tax burdens) 
the all~ation of shares being based in some instances on eost 
relationships. {'!'}l~re are no such practicE'S in .. the 1inances of 
the lrnited States federal government or of_ Great B.ritaiq. For 
tnis reason ~t~ention is here ?ireeted to the more normal type of.~ 

(1.13) 
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~, namely those bas~d on rates.) For these the necessity of 
liiiking revenues to specific expenditures becomes less evident. 

Taxes and other revenues studied from the point of view of 
their relationship to expenditures (non-fiscal or penalty taxa
tion, in which revenue yields are an infrequent and mostly 
undesirable element, are not considered at this point) reveal that 
there are several types based on difieren_t philosoi!hies. 

. p Ability-to-Pay Taxes and Assignment Policies 

(The first category includes those taxes that are inspired by 
. broader social_philosophies . of taxation. These deni_jh!l..Ylllid.iti. 
~-Un(J~)_~ sp~~. expe.ndi~ure~ cj!!_Up.g_Jqr a permanent. .fune:.. 
tiona! :re!~~~ons)up. Such a link would tend to defeat the implica
tiOns of a tax designed to levy burdens with respect to faculty 
or . ability-to-pay, and to ~isregard any measurable relation
ship to benefits received. ,/.n.evenues are of necessity related to 
general expenditures unless, in the minds of the legislatures that 

. vote them, some desire to adopt a special budgetary policy is 
present. While assignments of ability-to-pay levies are common, 

1 
it should be noted that the practice in these cases is not dictated 

I 
by factors inherent in the nature of the tax itself. They are 
justified by particular circumstances which are related to yields, 
and not to those who bear the burdens. The linking of sales 
taxes and liquor taxes to relief is an example. Those who buy 
general merchandise or who indulge in alcoholic beverages have 
no theoretical justification for assuming that their burdens should 
be measured by relief payments, either to them or to the general 
community. Equally, none would claim that relief payments 
s~ould be limited by the yields from th~ above-mentioned levi~s. 
~The bulk· of the taxes that are the big revenue producers m 

modern fiscal systems belong in this .first( category. {Lincludes 
the_j~es based on economic criteria of taxpaying ability:) {The 
iilcome; litheritance;- turnover~-- and- similar levies whitfu pre
dominate in national finances explain why t~ssignments, except 
in fascist governments, are irre~ar1 _ decreasril.g=}It._!luriiber as 
~rmanent ~me.~-t~~D:~_suoject- to. widespr~~d .. criticisD1,.. In 
earner days assignments were more common and were more 
widely -tolerated. With the introduction of modern faculty levies 
the need for setting aside yields has decreased. Now that finanJ 
cial systems of the American states include taxes other than those 
on property and levies similarly benefit-inspired to a consid
erable extent, the need for the creation of dedicated revenue 
arrangements decreases. )'Bastable.'s dictum) that ;it ?s a gene~al 
characteristic of an undeveloped finance system to asstgn a spectal 
receipt to meet each special charge) may profitably be recalled by 

l any jurisdiction that has dedicatea the yields of its non-benefit 
'levies.1 . \ ' ., . . 

1 C. P. :Bastable, hblic l'iMflce (Lo11dou, 1917), p. 739. 
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't Benefit Taxes and Assignment Policies 

(A second category includes taxes for which a logical relation-1 
ship to expenditures is implied. This takes the form of legisla
tive intent for the linking of rates and pl'ospective yields to 
specific outlays. ) There may tie a- theoretical ~ustification in 
limiting the burdens to the expenditures made. \ It..J.s_cla~e4. ' 
!!t..!lt the outlays grant ~easurable privileges to taxpayer~ ~The 
so-Called · benefit taxes exemplifie(i""""bYllie state motor fuel and 
vehicle levies, certain property taxes, and fiscal charges linked 
to regulatory functions, are foremost in this group. They are 
responsible for the bulk of the assignments found in both 
state and n_!l~al..J.i.!!~ncesl There~1s; howeveF,'lt~onwhy 
taxes that are deemed by some umts to be benefit leVIes may 
not appear elsewhere or &t different times, or even simultanously, 
as taxes based on some criterion other than benefit. It is also 
evident that .the benefit relationship may be obscure and not suf
ficiently importJnt to warrant an exception from a general fund 
unity concept. l Some fiscal scientists believe that the philosophy I 
of taxation should lead to a reduction of benefit taxes, and that 

1 the role which these play should be restricted to highly special
ized levies. •) 
~The trend away from assigning benefit levies is particularly 

strong. when ~cal_pressu~~ ~equires an .. e_~ens!~n-of !!1-tiQM ~e~efit 
. levies m ord~~ ~111crease gener_&revenu~sJ as well .u spec1a~1Zed 

Oiiirays-:-Th.Is developnientmayoe note'd both 1n the d~rect 
contributions made to general fund revenues, by taxes originally 
designed as benefit levies, and in the raiding of accumulations 
before they are spent for specific purposes. Assignments of 
benefit taxes are not always immune to criticism. However, they 
appear to be too firmly imbedded in our accepted views regarding 
taxation to be readily abandoned. 

) Non-Tax Revenue Assignments 

(A third category, .consisting primarily of non-tax revenues, 
includes those in which efforts at a specific and measurable cost! 
allocation ar.!Jtt~xp.pted. t:he_goverp._!!lent_~ay_not_be __ ~bl!ged 
to '""l'en~era . part1eular serv1ce unless_ a .. Jlpectal_revenue _J&...col: 
Je.cted.) The assignment is inherent in the nature of the( function 
or __ is_ a feature that is .dictated. by _Jegislative_.intent... In these 
cases the necessity for a dedication and for some measure of seg
regation may be unavoidable. It should be noted, however, that 
this category covers public prices, tolls and fees, u well as the 
tlpeeial forms of taxation (betterment levies) already mentioned) 
lt is possible, if desired, to minimize the use of such revenue 
devices as a feature of fiscal policy) 

No effort is made in this chapter to deal in any comprehensive 
manner with the assignment of non-lax revenues. Therefore 

• O.rhard Colm, "'The Ideal Tax System." o,. eit., p. 328. 
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only occasional.mention will be ma.de of assignments that reflect 
basic cost relationships. Such dedication in national finances has 
for the most part been covered elsewhere in this study in con-

• nection with multiple budgets. (In the American states the role l 
that non-tax revenues, other than loan proceeds, play in the 
revenue system is by no means limited but is overshadowed in 
budgetary significance by the problem of tax assignmentsJ Fur
thennore, the general conclusions regarding the need fot avoid
ing continuing appropriations, independently controlled funds, 
and a. segregation that prohibits unified planning, voting and 
execution, may be applied to all types of earmarked revenues. 

· · , · . : Aseignment Devices . 

.. (The manner in which yields fro~_JLpa~~ar revenue so]lrce 
J are linked to specific out!ays g1ve§.JQw.e indicatwn of the purposes 
that are to be actl.tm('fl)y a resort to the practice) 

• {In many c~ the~t of e:&l>.~!!ditu~-~_Q~dent...on the 
'yteld of ass1gned. revenues:-lroth -upper and lower disburse
menT1iml'tS""ma.y-1iefiiea by such yields. ~In other cases the 
entire yields from a specific source are ass1gned but the expen
diture is also financed by Qther assigned revenues or from other 
general fund revenues. In this case the assignment is complete 
with respect to the revenue but· is codeterminative only with · 
respect to the expenditures.) This latter category is the usual 
one found in state assignments of motor fuel and motor vehicle 
levies for highway purposes;) Funds derived from the federal 
government and from other state sources, including ··borrowing, 

, are at all times added to the outlays financed by earmarked tax 

,f~es..of..~en~ involve the dedication of only a 
s~W,~_amount. pe.n:ent.age or residue. Similar variations in 
such dedications have. been nofeaiiCslate finances in connection 
with the allocation of funds to the local jurisdictions) The amount 
may be negligible in proportion to the expected yields and may 
therefore leave to the general fund the bulk of the burden growing 
out of variability of the yields. If, for example, a revenue 
normally yields $5,000,000, it is not expected that any degree of 
cycle-se~tivity·will decrease yie.lds below several hundred thou
sand dollars. The assignment of several hundred thousand dollars 
for a specific function does not carry with it the budget balancing 
implications that are present when the expenditure is financed 
wholly by a revenue displaying a cycle-sensitivity totally out of 
p~portion to the behavior of generaJ. fun~ revenues. . 
\ Percentaae assignments tend to retam the proportiOns that 

are· planned when the dedication is initiated. In some cases 
the assignments become operative only after a stated minimum 
has been collected for. some. other purpose.) If the initial dedica
tion is large in relation to the usual yields, the function financed 
by the unlimited residue may bear a greater burden of the 
variability. 
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Motivea and Purpoeea oC A.esignment Policies 

(The variations in assignment devices and .methods are almost, 
innumerable, and depend in eac~ ease__!IJ)~!!J.he rurpose ~f ft._e 
ass.!gnment and . the ·general Circumstancc.;s "tha _ surr.oi.iDd 1fJ 
Tlie particular lPOtives ~determine the assignment deVIce used.' 

(l.ll the simplest form of dedication device the outlays dependent 
) on the vafia:ble rev~eld_ are not preVIously fii~ This 
fype of aSlugnment '"may serve to lil'iitt or tO mcrease expen ·~ 
depending upon the productivity of the earmarked sonrc ~I.-In 
the American states, where functions w pecialf 
mill levies, there appeal'l to have been reasonable certainty . 
regarding the revenue and, therefore, regarding the exp. endi . .tnret; ;j 
tlJ"Deliiianced by them) lJl cases where stable revenue aotu'Cd 
are dedicated, in full kmounts, to a partUiiilirexpeii<titurethe 
desire-iaeViaently not to limit the outlay but to give it a preferred I 
position assuring the availability of revenues for its financing:) 
(The type of assignment designed to assure a prior lien on t 

ytelds is perhaps the most common, since many JurlSalctions do 
not wish to limit the expenditure but onl _to rovide definite 
financing media.) This motive for an assignmen can seen 
m-ca.ses--where. the aedlcation becomes operative only- _jJte 
event of a default or some other indication of inadequate general 
twia resotirceS.-Another reason why such assig'JR~lents are found 
is that they are used whenever it is felt that the~~LJI!~Ures 
should be abolished as soon as the need for the particular outlay 
is--removed: - Assignments designed to assure adequate funds are 
used also when there is a <}esi~ to prevent legislators.J)r executives 
from failing to provid~ Jnn~ jo!:_ a _partic_l!ll!.r_pw·_pose. The assign
nleiili hn'ked to debt service charges are of thia variety. 

There ~re various motives that inspire other assignment 
methods. \ :l'he dedications may be linked to some desire to obtain 
pqpul.~L support and approval for a revenue measure that 
woUld otherwise &rouse antagonism. 2Tying 1lp the ·yields to a 
lofty purpose serves to eoneeal the fact that there is no reason 
why the particular function should be financed by segregated 
fund&. Whatever may be the motive lor the new levy1 . it ia 
simply a question of adding a new_ reveJ:~.ue item and a- new 4 

npendi ture that are -only indirectly associated.) (The "itudent" 
t"h<>-observes the assignments in the American staU. may be · 
impressed by the fact that there are frequently no sound motives 
and that the assig'Dll\ents are made because of some -tradition~ 
regarding the practice./ 

A tradition built up by a property tax ideology may eontinue 
after the importance of that type of levy is reduced. One I11I'e 
way to give mch a tradition, created by and relevant only to 
property taxes, a quasi-pemianent llll'Vival value is to embody it 
in a eonstitutional clause. At least eleten states provide in their 
basic Ian that the legislature must determine and state the 
purpose for which each tax ia levied.• 

The special mill levies of the property tax era and aome JDia.. 
guided notions regarding tbe k'Ope of the publie finances are 
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the best explanations of these clauses. They imply that with each 
.new levy or change in rates the enabling legislation must specify 
the outlay or outlay group with which it is associated. Unless 
some broad qualifying phrase dealing with general purposes or 
the general fund requirements is acceptable, the states will be 
encouraged to create a dedication that will last as long as the 
levy itself. · Only North Carolina, among the states in which these 
clauses have been noted, appears to have overcome the bias 
towards assignments. 

In the chapters that follow some effort will be made to note 
the~end and character of tax assigD!!'!ent practices. Both national 

;and state governments are surveyed. LT.Jie analysis by taxes, 
assignment destinations, and by jurisdictions reveals that a deplor
able complication has been inJJ'!ldllced into expenditure and 
revenue relations. '!'he brea.idown~tary uuity, usually 
iiifenSifiea·oythe c~epena:ent rtin-as,goes ha11_d_.in 
hand with dedicated revenue yields. The national ·standards will 
iierietojusllly-tlie praiSe-·anotted to the small minority of the 
American .. states that have avoided assignments:::.l"here a failure 
to adopt them did not involve loss of federal a~i!.J 

a A list of the states and the constitutional references follows: Arizona, 
Art. IX, Sec. 3; Arkansas, Art. XVI, See. 11 ; Georgia, Art. VIII, See. 3; 
Kansas, Art. XI, Sec. 4; North Carolina, Art. V, Sec. 7; North Dakota, 
Art. XI, Sec. 175; Ohio, Art. XII, Sec. 5; Oregon, Art. IX, Sec. 3: South 
Carolina, Art. X, Sec. 3; South Dakota, Art. XII, Sec. 8 W ashiDJrton. Art. 
VII, See. 5; Wyoming, Art. XV, Sec. 13. 



CHAPTER XVI 
REVENUE ASSIGNMENTS JN NATIONAL FINANCES 

tthe various national governments whose budgetary practices 
have been reviewed offer many examples of dedicated tax rev
enues. It should, however, be noted at the outset that a group, 
including the United States, Australia, Belgium, Canada, Turkey. 
the Union of Soviet Socialistic Republics, and possibly Rumania, 
reveals no instances of a major tax revenue actually assigned for 
any other than general expenditures. France, fascist Germany and 
Italyl-and a few others, show a tenaency, such as-will be noted 
in-the American states, to earmark all types of tax revenues for 
varying purp08esl 

Assigned Taxes 

( The_taxes ..whose_proceeds are assigned.2Vholly. or in part may_ 
b\ classifi~~ i~.t<?..~~eral distinct_ group~· I Foremost among -these 
iillie class1ll.cabon mcluding the~es levie<!.J!J!..!!I,::r!2Y$.JSPects 
of motor vehicle use, ownership or sale, mcluding taxes on sales 
of automOl.iiles, accessories~ and fuel. The acceptance of a benefit 
concep~ with regard to these levies does not appear 'iO"&'e'" a 
un1quely American phenomenon. Of the nations that engage 
in any assignments, few fail to earmark the proceeds of the 
motor fuel and similar levies.) (Another category that also 
frequently displays a benefit relationship is that which includes 
the various taxes whosepr-oceeifi are·· dedicated for the financing 
of social security programs. ) Payroll taxes and taxes on bene-
ficiaries and other special classes are found assigned for unem
ployment benefits and other social security services. It is com
prehensible, though not absolutely essential, that an insurance 
basis, providing for segregated contributions, forms part of social 
security schemes. 

For the other taxes that are assigned some explanation in 
relation[ to the. expenditure other than the tax itself must be 
found. (The 41 fis~al _adequaey" motive appears to be the most 
likely reason Cor· the retention of some of the stable tax 10urces 
outside the regular budget fund) It is needless to liSt the khli!s of 
revenues included in this group. In cases where external or inter. 
nal bondholders 1\l'e the benficiaries, some of the most stable and 
most easily administered levies are dedicated. Such assignments 
are in many cases voluntarily assumed. There is ample evidence 
that the dedi~ations have often not achieved the initially desired 
purposes. 

In eonneetion with taxes on incomes and wages, which along 
with others have beE-n assigned for such a "transitory" function 
as unemployment relief, it is probable that these taxes have been 

[lOt) 
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chosen because they lend themselves to imposition of rates added 

~
o an exist.ing tax structure. ~conclusion it may be stated that 
here is no widespread assignment by national governments of any 
~culM"_lerie.s_J>ther than those on motor vehicles and on 
~lll-and wage~~ , . -··· d -·· • ~ • 

. . 
' ' · Assigned Revenue Destination . · 

{In the n~tiona.l units rJad, soJal security and ~inking funds I 
(a~ear to. be. the most coiiinlOnreclplenf.S-of assigned revenue~ 
The association of highway and social security expenditill'es 
with dedicated tax .. revenues· requires no further explanation~ 

(!Iowever, the problem of revenues assigned for debt service charges 
is not adequately covered) by taking into consideration only oper-
ative assignments. (There is a widespread practice consisting of 
pledging revenues as security for government bonds) This 
implies a potential assignment which comes into force when the 
debt service payments .for interest or amortization, or both, are 
defaulted. A recent study has indicated the. fact that approxi
mately 22 per cent of a representative sample of 933 direct gov
ernment obligations featured pledged revenues as security.1 

While in the South American countries the practice ·of pledging 
revenues :is extremely popular, the Balkan states, Czechoslovakia, 
Esthonia, France, Germany, Greece, Hungary, Italy, Poland, 
Portugal, Rumania, Spain, and Yugoslavia on the European con
tinent, have also hypothecated tax revenues. At least five of this 
. group, including the three leading powers mentioned, also assign 
revenues to sinking funds. .The dedication of . these tax receipts 
:is uperative during the life of the obligation or of the enabling 
legislation./ Customs duties and monopoly profits are the revenues 
that are mOst often pledged for this purpose. However, income 
taxes and other direct and indirect levies are also assigned. The 
experience of both bondholders and pledging jurisdictions bas 
not been such as to indicate many advantages in this type of 
revenue-expenditure link. Defaults indicate crises which in turn 
are hardly aided by inflexible tax systems) 

f;pecial economic and social programs represent another type 
of policy ~ni""for-gfants and subsidies. II!J}le. 
United Sta!~ufforf:&._.to have specific~ tax revenues set asi'ae for_ 
~Jj;~_gt;~J!.!I!d su~idi~ haveJ>eel'! far. from unknown.) Other 
nations have not nad their schemes mvalidated, and show more 
lasting -:xamples of taxes on commpdities o~ ou sale~ processing 
and vmous other· taxable bases. \The nations leamng towards 
planned economies, including New Zealand and Sweden, and 
natnrally the fascist powers, lead in providing examples of taxes 
that have been imposed in connection with special economic and 
sooiMme~) · 

There are only & few other cases of assigned revenues where 
some explanation can be found for the dedication in the nature 

1 Raymond W. Coleman. "Pledged Revenue as Security for Government 
Bonds: Atll8f'ica• Eeot10mic Rllfl'ietD, Vol. XXVI, No. 4, Dee., 1936, p. 668. 
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of the tax or the tax base. (In one or two instances taxes su~h 
. as net fortune levies, death duties, and those on capital gains 
1 are related to dapi:~ys. Such a link is conceivable where 
e1forts are ma e o prevent a dissipation of capital resources 
through their use in financing current outlays~ In a certain sense 
such assignments may be grouped with those mentioned in con-" 
nection with special economic policies. 

National Finances ... 

In the survey by jurisdictions, which folfows, it will be shown 
that {only France, Germany, and Italy offer instances of many 
assignments that cannot be readily classified into the above.. 
19entioned four categori.,. · • 
\ The status of the assignment problem in the federal govern

ment of the United States, in Great Britain and the Empire 
group, and in several other leading nations) is surveyed below. 
Where assignments are noted an effort will be made to analyze 
the budgetary arrangements and processes involved. 

U~ted Statee Federal Government . 

I The national government in the United States ranks high with 
respect to the absence of specific tax assignments. It is evident 
that, at least for the second Roosevelt Administration, the policy 
of avoiding assignment was one forced upon it by indirect legal 
sanctions and not in keeping with its own desires. ·With respect 
to legal restrictions it can be stated that there is no prohibition 
by law regarding the earmarking of tax revenues. There are 
also no requirements that may have been interpreted in a manner 
restricting specific assignments or preventing the imposition of 
specific taxes for the benefit of classes or groups that are con
sistent with the Supreme Court 'a interpretation of general wel
fare. However, the fact that the yields of certain taxes are not 
available for general expenditures has served to induce a belief 
that an unwarranted use of the taxing power for regulatory pur
poses is involved. At present there is some evidence that assign
ments are .!l,Y.oi.ded because of the fact. that they aid Jn supporp.n.,g 
the contention that regulatory J~~tions .are. being. administered. 
Uirough the taL . 
-The assignments, that were a feature of the Agricultural 
Administration Adjustment Act and the Guffey Coal Act and 
'ftl'ious other agricultural and conservation programs, were out
lawed when the acts themselves were declared unconstitutional 
by the Supreme Court. There exists. therefore, at present no 
major federal tax revenue that does not accrue to the general 
fund. A few minor assignments, such u that found in eonnee
tion with the 3-eent per pound processing tu: imposed by the 
1934 Revenue .Aet on cocoanut oil imported from the Philippines, 
may be noted. In this example, a St'parate fund for the Philippine 
Treasury is ereated and the special territorial elements· that enter 
into the situation indicate no reversal of policy. 
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(The burden of specific tax assi~ents used in connection with 
theSOOiarsectrrity'"ptograms has been transferred to the states· 
and-the federal government does not .engage in any earmarking 
of tax yields.) The Social Security Act imposes three separate 
federal taxes, the proceeds of which are paid into the general 
fund of the United States Treasury. 

A few ~~!l~n-tax _ r.eve~u~ assignmen.tual! be,. foun<l, 
Seve~agenmes are empowered to retain revenues received by 
them in the course of their rendering of services. In connection 
with our monetary and banking systemS a few other specific 
assignments are noted. Furthermore, funds from the realization 
of some assets belonging to the government are also, as in the case 
of the foreign obligations owed the United States, linked to specific 
PP!loses. • 
(W:hile it may be categorically stated that there are no major 

specific-tax assignm.ents in the. federal revenue system~ere have.. 
'bee:ii attempts to create imagina~_ ~. Foremost among these 
:i'S"'ttie-connectionootween the gasoline tax revenues collected~· 
the Treasury and the appropriations for expenditures on road 
that are made. through the Bureau of Roads of the Departm t 
of Agriculture. At other times the. adoption ~f specific levies, 
when revenues for the defraying of certain known expenditures 
were needed, may also have created some imaginary assignment 
link in the minds of Congress and the public. A recent example 
is found in the Revenue Act of 1936, which was passed in order 
to satisfy the need for new funds created by the outlawing of 
the A.A.A. processing taxes and the passage of legislation for the 
prepayment of veterans' adjusted service certificates. 

It is fortunate that Congress has not, as have the state legis-\ 
latures, perpetuated any temporary financing relations in links) 
fostering multiple funds and impairing budgetary unity. 

Great Britain 
frhe nations in the British Empire group make only insignificant 

use of dedicated revenues. In addition to the almost universal 
practice of linking motor vehicle and fuel levies to highway expend
itures, Great Britain and the nations under its influence have used 
only infrequently the ~evice h.ere under !eview.) T~e few assign-
19ents noted are used Itt relation to special economic measures. 
\ In Great Britain the Consolidated Fund Act, providing for ~ 

nhl1ied :revenue fund, does not encourage the practice of ear 
marking :revenues for specific expenditures )through the setting 
up of autonomous funds. Any legislative intent for earmarking 
funds can, however, be readily carried out. 

@ere are two funds tbat are fi.nj1nc~tly2pecial tax revenues. 
Tlie 1ii'8t IS the Road F'l!Pd to wliich t_he r~enues from the motor 
vehicle and motor fiief taxes are assigned) The annexed status 
of this specific-use fund and the so-called raid that was per
petratel early in the recent financ. ial crisis have already b. een 
noted.• Secondly, various t~e!l on emplQJ:~ and e!Dployers .are -

I Seep. }46. 
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collected and linked _tQJhe..UJle.Ul.Ploymel!tinsurance Fund) The 
extr&-b)ldgetary c. bar. ac. ter. of. this Fund has alsooeen. com.ri:lented 
upon. (~J.p~1.Jh.is -~t;tnd...are pot coosi~national~evenues... 
and are m ·no way affected b;y:_the . ...estima.Sing,. .a.nd __ yotmg ....P!Q:.. 
ceaures to wbicli other items are subjected,/ The vario~ con~i~u
ir1g expel1diture8~_carried in_ ~h~1'JonsQlJ.dA~d_F11Ud .. ~~~-l!~~ 
£0 any dedicated. rev~nuej. ~ . 
· However, through a system of appropriations-in-aid based; 
chiefly on self-collected fees, tolls, licenses, and other non-tax 
revenues, a number of self-balancing funds are also created. 

The Empire Group 

In New Zealand there does not appear to be ·any legal limitation 
on the use of assignments. As a result there are more assign
ments than are usually found in a unit within the Empire group. 
The motor vehicle and motor fuel levies are dedicated to the 
main highways account. Emergency income, poll, and wage 
taxes are assigned for unemployment relief under a less perma
nent set-up than is found in Great :Britain. The program is 
linked to the recent crisis and the subsequent recovery efforts. 
Furthermore, as features of an industrial recovery plan, certain 
custom duties are collected and expended solely for subsidies 
granted to specified industries. The assignments associated with 
the economic recovery programs appear in the regular budget 
and do not receive the special recognition that might be accorded 
them through their segregation in specific-use funds. A separate 
account is carried in an annexed budget maintained only for the 
h~hway funds. . 

~\1n India apparently almost all tax revenues are available for 
general purposes, one e1ception being made in connection with J 

highway construction) \A fixed percentl!-ge of the import and 
excise duties on motor fuel an<t on k~rosene oil is applied towards 
the development of rural roads/ A self-balancing road fund, classi-; 
fied separately in the government accounts, is created for this! 
assignment. 

There exists in India a category of non-tax revenues knOWD...Jii, 
~ These are fees or similar burdens imposed in connection 
with certain commodities. Concerning them Professor Shirras has 
written as follows to the writer: 

With the exception of certain eesses (which are not reve
nues) raised under specific Acts of Legislature, the proceeds 

../ of which are applied for specific purposes, such as cotton~ 
lae cess, tea tess, etc., all revenue raised is ordinarily usable 
for the general purposes of the government.• 

In the Irish Free State the existence of the Central Fund, cor
l't'6ponding to the Consolidated Funds of Great Britain and the 
dominions, makPS diffi<'ult the toleration of widespread assi~?Dmenta 
and the multiple budgtots associated with them. O'Connell notes 
the following C!Qn&titutional article dealing with the problem. 

• From a Lotter under date of Jaa. 12, 1131. 
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All revenues of the Irish Free State (Saorstat Eireann)' 
from whatever source arising, shall, subject to such excep· 
tion as may be ·provided by law, form one fund, and shall 
be appropriated for the purpose of the Irish Free State in 
the manner and subject to the charges and liabilities imposed 
by law.• ·. . 

The same authority states further that under the Constitutioll 
(Art. 61) in certain exceptional cases, as provided by law, the 
revenues are not paid into the Central Fund. He adds: 

Some of these cases are set out in the Exchequer and Audit 
Departments Act, 1866, which, with the Exchequer and Audit 
Act, 1921, has been continued in force in Saorstat Eireann 
by the Adaptation of Enactments Act, 1922. Section 10 of · 
that Act provides that the Commissioners of Custo~, the 

· Commissioners of Inland Revenue and the Postmaster Gen· 
eral shall pay the gross revenues of their respective depart. 
ment to the Exchequer Account after "Deductions of the 
Payments for Drawbacks, Bounties of the Nature of Draw· 
backs, Repayments an~ Discounts." • 

Some of the tax assignments are features of economic and social 
legislation. Levies on certain agricultural products are allocated 
to . special funds and are applied for expenditure on rural 
bounties and subsidies. These measures have been in force since 
the imposition in 1932 of special British tariffs on Irish agricultural 
products. As in the case of other unemployment insurance pro. · 
grams, the independently financed National Health and Unemploy
ment Insurance Funds, financed by special taxes, fall completely 
outside the scope of the Irish Free State's budgetary system. 
There is also a road fund which is financed in the usual manner. 

Other exceptions to the Central Fund covered by specific legis
lation include the finances of the Land Purchase Acts and the 
Church Temporalities Funds. Their fiscal importance is negligible, 
and due to their minor character, the evils associated with the 
existence of such extra-budgetary assignments have not been 
encouraged. It should be noted that in the last tw<r eases the 
assigned Tevennes are not derived from tax sources. · 

Also, the British type of appropriationS-in-aid has been noted. 
0 'Connell's comments on these items explain their role in the 
:&cal and budgetary system: 

Another exceptional case "as provided by law," in which 
the revenue does not reach the Central Fund, is that of 
Departmental Receipts-(technically called Appropriations
in-Aid} which, as we have seen, a department may be per· 
mitted to nse in aid of its expenditure. This exception is 
governed by the Public Accounts and Charges Act, 1891. 
Section 2 (2) of which provides as follows: 

& O'CoDDellt op. rif., p. 16. 
lllHd.. 
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All money dire~ ted by or in pursuance of any act (whether 
passed before or after this Act) or by the Treasury to be 
applied as an appropriation-in-aid of money provided by 
Parliament for any purpose shall be deemed to be money 

· provided by Parliament for that purpose, and shall, without 
being paid into the Exchequer be applied, audited, and dealt 
with accordingly, and so far u it is not in fact so applied 
shall be paid into the Exchequer.• 

Ranking with the United States, Australia and Canada, both 
refrain from dedicating tax revenues for specific purposes. In 
the former Commonwealth it is reported that occasional assign
ments have been made from time to time. In neither case is 
there any specific statutory prohibition of the practice. More· 
over, the Consolidated Revenue Funds do not discourage assign- · 
ments, since it is possible to earmark monies for special purposes. 
The existence of the funds, however, does not encourage such 
assignments and, as will be noted in England, does not bring 
with it an undesirable practice which elsewhere grows out of the 
adoption of assignment policies. 

The earmarking of tax revenues does not appear to be a . 
prominent feature of the systems of the British Empire group. 
Of the six jurisdictions surveyed two have abolished it entirely, 
four follow the benefit basis implied in motor vehicle and fuel 
levies, and two dedicate social security revenues. Only New Zea
land and the Irish Free State provide examples of other assign
ments. 

Other Natiom: Restricted Assignment Croup 

Other countries that at present feature no assignments of 
important tax revenues include Belgium, Rumania, Turkey and 
the U. S. S. R. It is interesting to note that there appears in 
none of these countries, with the exception of Turkey, any con
stitutional mandate prohibiting assignments. 

In Belgium, as in Australia, tax assignments are known to 
have been made in the past but, according to recent information, 
are not a feature of current fiscal policy.' 

Rt>garding Rumania there appears to be some confusion in the 
• available information. An official who has supplied data on budg
etary matters has reported the absence of specific assignments 
while the recent survey by the League of Nations' reports that 
receipts of the tax on motor fuel and other levies are assigned to 
the Road Fund. In any event, there is no tendeney to favor the 
widespread dt'dieation of tax revenues. · 

In the U. S. S. R. there are no taxes dedicated for any specifte 
purposes. As is the ease in many other eountries, the dedications 
are restricted to non-tax receipts. 

·~ . 'Natlollel 811dgd Bytff'Wt of BelgtuM, op. eU., p. !. 
• Lfttn to the WTiter from Dr. Panrait R. Gheorghiu, lliniatl'J of FinaDC!I!, 

Bu«"hanwrt. und4!!' date of Jan. !4, 1036. 
• L. of N., Pub. Fin., 1928-35, Rumarda, o,. eit., p. !. 
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~key ~ep~esents ~ uniq'!le example of a nation, with legis
lation prohibiting specific asSlgnments, and which has not amended 
its laws for any particular legalized exception. Nor has Turkey 
gone outside its legalized budgetary framework to indulge in extra
legal assignments. 

Naliona Featuring Assignments for Debt ServieeV"' 

{ii. 've nations appear to have set aside revenues pr.imari,!y for the 
~t of...and ~st P!IJllents O!!z outstanding pub~l 
In two oftiie'sm"iilrnliti()ns t~e assignme~ts have been forced 
upon the jurisdictions, by foreign creditor~ 

In Greece some revenue sources, including excises and custom 
duties on salt, playing cards, cigarette paper, tobacco, stamps and 
alcohol, as well as custom duties collected at designated points 
of entry, are dedicated for the benefit of foreign bond-holders. 
The assignment was brought about by the International Finance 
Committee in 1898. The Greeks have not created any specific-use 

. fund to carry these revenues and have incorporated them into 
the general budget Parenthetically, it may be noted that another 
problem has superseded the collection of revenues that influ
enced the adoption of these dedicated practices. Foreign bond
holders are more concerned with the transfers of their funds 
from the debtor nation than they are with the ability to receive 
payments in local currencies. The importance of the dedication 
as an element in maintenance of debt service charges has thereby 
been lessened. Outside of these foreign-imposed practices the 
Greeks do not have any instances of specifically-assigned major 
taxes. 

Similarly, Hungary has been required f3t dedicate the gross 
yield of its tobacco monopoly and sugar tax and the net yield 
of its salt monopoly for the service of the League of Nation's 
reconstruction loan. In addition, there are several funds that 
are financed by dedicated taxes. Among these is the tax assigned 
for sick relief expenditures. 

A number of relatively unimportant dedications are found 
segregated in autonomous funds that are administered wholly 
outside the scope of the regular budget. These extra-budgetary 
accounts are under the jurisdiction of Parliament and are reviewed 
for it by the Supreme State Court of Accounts, a judicial auditing 
body. A specific-use fund has been created for the funds dedi
cated for external purposes. The several instances of tax revenues 
dedicated for expenditures within the State are carried in the 
regular bud~t. A further limitation on the dangers associated 
with dedication practices is avoided by subjecting the expendi- · 
ture to the annual appropriation law. 
· France, Germany, and Italy practice the assignment of reve~ues 

for difl'erent retirement services, but in each of these nations 
the dedications are a feature of a rather widespread policy of 
·assigning revenues. 
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France 

/France always leads in the array of complicated budgetary ~ 
~· She is also a leiiaer1iftlitf11umber ·and complexity of 
her assigned revenues as well as in \he deplorable practices that. 
have become associated with them.; French legislation on the 
subject is somewhat vague. There does not appear to be any 
prohibition on the assignment of revenues, although there is some 
indication that there are legal requirements regarding the absolute 
independence of the operations concerning revenue collection and 
expenditures.10 

Whatever f,he requirements may be~ they are readily modified 
or avoided. @.'he extra-budgetary;.)character of the tax revenue 
assignments 1 that (are segregated in the autonomous Comptes 
Speciaux di Tresor 'has been noted in connection with the study 
of the comprehensiveness of the French budgetary system. These 
special treasury accounts feature mostly the assignment ·of reve
nues from loans and other non-tax revenues. Foremost among 
the extra-budgetary funds that receive dedicated revenues is the 
so-called Caisse d'Amortissement. The array of important tax 
yields assigned to it is impressive, while from non-tax sources COJP.e 
the lottery and tobacco monopoly profits. Taxes include t•egistra
tion (Taxe sur z.a premiere mutation) and inheritance levies (Droits 
de succession). .Any budgetary surpluses recorded must also be 
turned over to the Caisse, which receives grants and special con-
tributions as well. · · 

Certain minor tax revenues are dedicated for specific expendi
tures. The continuing outlays made under these dedications are 
not annually voted but the totals are included in the budget 
statements submitted to Parliament. These include the· assign
ment of the business and professional license fees for the main
tenance of the Bourses and the semi.()fficial Chambers of Commerce. 
Another example is the so-called apprentice tax, the yield of 
which is assigned for research and technical instruction in the 
industry from which the revenues are collected. Pari-mutuel 
taxes are dedicated to the support of agricultural educational 
institutions. There are numerous others and many have been 
adopted and abolished in the post-war period. 

Because of the obvious failure of existing legislation ro prevent 
their introduction and because of the widespread criticism of 
the budgetary abuses with which they are associated, a reaction 
against assignments was felt a few years ago. A nnmber of them 
were abolished and replaced by direct subventions out of general 
funds.11 

It is not improbable that the feeling against the assignments, 
toming in one of the rare periods of prosperity and stability in 
French finance, may have merely been a retlection of a desire 
to retain the benefits and remove the taxet. 

se C'rl'ny, op. cit., p. Ul. 
ni!Hd .. p. Cl8. 
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Italy 

Italy has a statute prohibiting the assignment of revenues 
for specific expenditures but, in many cases, there Is an amend
ment instituted with each specific inlraction. The lucrative 
tobacco monopoly, as in France, is linked to a sinking fund. Fur
thermore, the usual assignments of automobile and motor fuel 
taxes to a road fund are found. The autonomous character of 
the road fund has already been noted. There are also either 
permanent or temporary rates added to the many taxes measured 
by income. The proceeds are used for stated purposes. 
' In addition to these a number of assignments are carried as 

bookkeeping items in the budget of the· Ministry of Finance 
in which all ·revenue collections are segregated. These include 
th~ assignment of the taxes on amusement and entertainment for · 
the Corporative Society of Authors. Another much-publicized 
dedication is that of the proceeds of the special income tax on 
bachelors for defraying the expenditures of the maternity and 

· infant welfare work activity. Additional assignments have been 
created in connection with the recent military expeditions. In 
view of the fact that the government has considerable discretion 
in the execution of the budget, it is not bound by the restrictive 
influence that an assignment policy might normally create. 

Germany·' 

In Germany Article 29 of the Reickshaushaltsgesetz prohibited, 
as a part of the administrative practice of the government, the 
specific assignment of tax revenues. It was recognized, however, 
that specific legislative authorization for such assignments could 
be granted and budgetary provision for them was made. The 
writer has been inlormed that the Ministries of Finance operat
ing under the Republic, as a matter of principle were opposed 
to the assignment of revenues. The comments of a high ranking 
.official are of interest.11 

We refer to this type of expenditure financing as revenue 
assignment since the revenues may be used only for specified 
purposes. In general, we are of the belief that such assign-

. ments are not to be recommended and that. their use is to be 
avoided. They restrict the necessary flexibility of budgetary 
execution and are not fully in accord with our basic budg
etary laws. Section 29 of the Rti.ckshaushaltorduung is 

· formulated as follows: 
All receipts of the Reich serve as financing media for 

all outlay needs of the Reich; exceptions are to be made 
only when provisions in the Hauskaltsplan or in other 
laws provide to the contrary. 

I view the retriction of budgetary policy as growing out of 
the fact that essential expenditures cannot always be snp-

u Letter from Ministry Direetor Dr. Olscher, Berlin, under date of 
Feb. 17. 1934. 
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ported. When assignments are present in large magnitudes, • 
an effective budgetary retrenchment policy is not feasible. 
On the other hand assignments may be of value on occasions 
when they serve to restrict expenditures to the amounts 
actually collected. We view the disadvantages of assign
ments as outweighing any possible advantages and we make 
very little use of them. (translated) 

Official opinions notwithstanding, Germany's use of th~ assigi;~.-
ment device was significant. · · . • ~ · 

In connection with its internal and external debts a few ded
ications were required. It will be recalled that under the various 
efforts to collect reparations some part of the earnings of· the 
State railways were assigned for the foreign creditor nations. A 
minor assignment was that of the wine tax for vineyard sub
sidies.18 A similar economic policy motivated the earmarking 
of the building rent taxes for construction grants. During the 
economic crisis special taxes on earnings and incomes were 
assigned for unemployment reliet The central and local tax 
coordination system required the assignment ot the yields of 
some specific levies. One of the many non-tax revenue assignments 
was made because of the linking of shares of the governmental 
profits of. the Reichsbank to the reUrement of treasury bills. In 
keeping with the strict prohibition of extra-budgetary and multiple 
accounts, all assignments appeared as regular budgetary items, 
except. in the case of the segregated railway budget. · · . 

The creation of specially financed social and economic activ
ities is a prominent feature of fascist government finances. In 
Germany they have become very widespread under the National 
Socialist regime. , · 

The processing tax on fats, the yield of which is assigned for 
relief distribution, is one of the many assignments inaugurated by 
the current government. Many taxes, fees and licenses are assigned 
to defray part of the expenses of the Ministry of Propaganda and 
Enlightenment. The linking of specific income taxes to the 
increased marriage and birth rate drive is responsible for several 
assignments featured in the use of the fiscal ·system to support 

. the demographic campaign." 

Other Nations: Featured Assipment Croup 

An instance of the dedication of revenues for the monetary and 
eredit activities of the nation has been noted in Czechoslovakia. 
To an extra-budgetary account ereated in 1929 for the redemption 
of notes in eireulation have been assigned the yields of the capital 
levy and the tax on capital gains. Furthermore, a fund for the 
red('mption of ftoating debt, ereated in 1927, has assigned for 
ita benefit the yield of several general and special trade taxes, 
the general income tax, and the tax on turnover and luxury." 

u Nl!umark, op. eit., p. tT4. 
"SH Karl Barth, Do. Blifl!OlUn&.,,.,bU. ...., lftu At&Nirkwf' U. 1M 

llt'tU!II lktlftclftl BtetUWn!fOf'fA (Leipzig, 1936), ,......, 
"L of N., Pub. Fin., Ct.echoslavakia, 1928-35, p. "-
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This dedication for the debt redemption fund is in reality part 
of an effort to assign surpluses to debt retirement and to prevent 
their expenditure for general purposes. 

It is provided that collections more than five per cent in excess 
of the estimates from these levies shall be dedicated to this fund. 
The assignments are sho~ in contingent expenditures not pro
vided for in the budget of the Ministry of Finance. 

Finally, we note three countries-Denmark, The Netherlands, 
and Sweden ....... hitherto associated with acceptable and sound budg
etary practices, which have chosen to experiment with tax 
assignments. · In Denmark there is no general legislation covering 
specific assignments and there are several examples of them. 
The existence of several semi-independent funds carried in annexed 
budgets to which these revenues are dedicated has already been 
noted. The . usual automobile-highway connection is found in 
the assignment of the yield of the sales tax on automobiles to the 
Municipal Road Fund. A tax on railway charges is assigned for 
the construction of railroad capital equipment. This signifies 
that the yield is featured as a capital receipt along with special 
crisis taxes and the succession duties that are linked to the capital 
category of expenditures. . . · r 

In The Netherlands there is no prohibition of revenue assign
ments. The usual practice is to set up a specific-use fund linke<f 
to the general budget for any expenditure activities that receive 
funds other than contributions from general revenue yields. The 
· motor vehicle and fuel taxes are assigned to the Transportation 
Fund. Others, including the agricultural crisis and the unem
ployment subsidies funds, receive general revenues as well as the 
proceeds of several specifically assigned taxes. The Agricultural 
Crisis Fund receives the yields of taxes on production, stock trans
fers, transport negotiations, and export of agricultural products. 
Also the proceeds of sales and profits of certain established monop
olies. Prior to its abolition the Loan Fund received assigned 
revenues based on certain additions to estimated receipts of taxes 
on incomes, property, land, dividends, and personal spending, 
certain excise duties on wine, spirits, and sugar, and certain stamp 
duties .. In general, the Dutch appear interested in limiting expen
ditures by linking them to the yields from specific sources. 

Finally, Sweden may be noted as having several examples of 
specific revenue dedication. There is no legal prohibition regard
ing such practices. As elsewhere, automobile and motor fuel 
taxes, and in this case, automobile tire levies, are dedicated for 
highway expenditures. An interesting practice, which clearly 
expresses the American attitude towards margarine taxes, is found 
in the dedication of the yields of those levies in Sweden for sub
sidies to the dairy industry. Furthermore, there are other assign
ments of various taxes to funds collected for the regulation of 
taxed industries and institutions. The affected revenues are all 
carried in specific-use funds linked to the general budget. In 
addition, an assignment of a certain portion of the income of 
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State enterprises for capital expansion charges, as in the ease· 
of Denmark, is found. An important dedication is found in con
nection with Sweden's linking ()f its alcohol monopoly to tem
perance activities. Income from various sources accruing to the 
Intoxicating Liquor Fund is retained by it for expenditures made 
under its own auspices. The fund was maintained on an autonom
ous basis, and until 1933-34 its revenues were not considered to 
be national revenues. In that year some of its assets were liber
ated .for general purposes. 

v" Summary and Conclusions "' 

fxhere are conflicts in the national policies regarding the dedi
cati<>n of taxrcven~S.- TJle~d.evelopmentsjxr:~me· moderrr_"!!SCal 
ftcmLte!!_d ... J<L .. elinunate the_.a.ssignments. On the other hand~ 
t e growth of lUQ!QUehicle nse, ~(l_e_p!a~c~J>f_w~l~a-~e_pogcie! 
culminating in social security programs, and most recently, the 
$arp increase in i.nterventionistic economic schemes involving 
ben_mts and c~~ :nocationsJy!~ra~) Fascist 
economies mu lso berecognized as Tiactor in their recrudes
cence. (It is not improbable that the assignments may be elimi
nated as some of the newer and exceptional cost elements are 
absorbe~ into the normal framework of the national fiscal 
s~tems.} 
\From the point of view of budgetary efficiency in general, 

and unity in particular, the )Hltional experience with assignments
confirms the validity of the.J1J.ormative principles that condemn 
them. Extra-budgetary accounts, as welr'is---an::fleieal:ludgets 

r\inauequately linked to the regular budget, are associated with 
the practice. The common difficutiesf~baLare....traceable to a ~is,. 
regard of budgetat'y ·comprehensiveness. and.nnity £re found) It 
'!S'"possible also that some of the non-fiscal motives are not success.. 
fully achieved[ ~:The unknown cycle-sensitivity of the taxes, as 
well as constan~ modifications and manipulations, tend to defeat 
tl}e purposes that originally gave rise to the assignments.) 1 

l Assigned funds are diverted through raids. Expenditures 
that "are to be limjt;ed by assignments .. are increased throng~ 
budB'etary_zrants.) \Creditors have in many cases found tha~ 
tfie assignments are no bar to a breakdown of debt service&t 
in the instances in which the sinking fund dedications have 
successfully protected creditors, the distress of the general fund 
has been unreasonably intensified. There is little indeed in the 
national experience that could be drawn upon to defend the 
attitude of the majority of th~ American states towards this 
problem. The proportion of the nations tnll'Veyed that avoid the 
assignmt>nt of any major tax yield is greater than the aame 
classification in the states. . 

,.his analysis_of tax assignments eoncludes the study of bud
~tary unity in national finances.j-t.Oan-e:rpenditure -segl-egation, 
multiple budgets and l.'!risis-inspired extraordinary aeeounta appear 
to be the worst offenders. If only the impairments of budgetary 
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unity growing out of assigned tax revenues were noted, the 
1~ord :would not be bad. This fact serves to indicate that the 
\American states would find it relatively easy to achieve unified 
budge~ry systems. The limited debt operations, their restrieted 
activities and services, and the relatively stable scope of their 
:fiscal operation (as compared with that of national governments) 
offers to them an opportunity for budgetary unity which the 
national finances are· denied. However, in the chapters fo~~g 
it will be shown that the opportunities have been overlook!!ZJ 



CHAYfER XVII 
ASSIGNED TAXES IN STATE REVENUE SYSTEMS . 

I A brief survey by leading tax types will indicate the extent 

I t}; which the a.sgjrnments have penetrated state financial ey 
tem1 lo It will indicate alSO th3t tTie poltcy of dedicaung reve

speci1ic expenditures is not limited to those taxes that by 
their nature represent ~~~~ot,.~~e§tf! ~ve1.:J The 
usignments represent m most cases additions to SUDll Shared 
with the localities, thereby further reducing.\in each case the 
availability of tax yields for general purpo!leS/ . 

Motor Vehicle Taxati011 

(There is a universal earmarkin · of some portion of motor 
vehicle and gasoline fuel revenues. This dedication, as has been 
noted, is fostered by a ?(idesprea belief in the beufij clexuent 
· volve · uch taxation) This belief is supported by organized 
taxpayer groups, y the 1 aid basis, and to a minor degree 
by judicial mandate. e latter may be noted in cases where 
taxes on interstate carriers were upheld because the proceeds 
were dedicated to the upkeep of roads upon which the earriers 

· moved.1 No small measure of support of the practice is due to 
a strong tradition that has translated itself into statutory and 
constitutional expression. 

Whatever antagonism to such a policy. may exist, it has 
succeeded only in introducing peripheral modifications. These, 
which are noted below, have consisted of steps towards taking or 
borrowing aceumnlated moneys of the highway funds or in 
using some part of the tax revenues collected for non-highway 
purposes. There is, and probably can be, no complete elimina· 
tion of this category of assignments under present conditions.. 

Because of the universality of motor vehicle and fuel taxes ded
ication, it may be of interest to note the disposition of the receipts. 
The data have been compiled from the "Disposition of Fonds" 
eolumns of the "Motor Vehicle Fees and Speeial Taxes" table 
in the Ttu: System~ of lhe World and from the 1936 'V'olume of 
Professor Crawford •a biennial survey of gasoline taxation in the 
United States. They appear in Table IX. 

Motor Vehicle Fees and Special Tam. 

The taxes on the ownership of motor 'V'ehieles, eolleeted ehiefly 
through _.regist.ration.lees,.Jndieate a tendency for states to retain 
the funds for state expenditure. There is no widespread prae
tiee of turning over yields to the loealities for their own high~ 
way and strtet expenditures. Twenty states, including Arkansas, 

IS. BfWOtll 'f. 8011t1& Bf'Jid, !77 U. 8. 163 (19!8); el.lo lrtttnfc~ fNtuif 
1-. .... ~. !83 u. s. 183 (1931). . 

[!13] 



214 NEW YORK STATE T.u .COMMISSION 

Connecticut, Delaware, Illinois, Indiana, Louisiana, Maine, Mas
sachusetts, Minnesota, New Hampshire, New Jersey, North Caro
lina, North Dakota, Pennsylvania, Rhode Island, Utah, Virginia, 
West Virginia, Wisconsin, and Wyoming, expend through state 
channels all the motor vehicle funds, applying them for high-
way purposes.11 • 

TABLE IX 
DISPOSITION 01' Fum>s-MOTO.B. VEBICLI!I FEEs AND SPECU.L TAXES 

Alabama ........... .. 

Arizona. ... ." ........... . 

Arkansa.s .•••.•....•• 
Ca.lifomia. ......... ,' .• 

Colorado ............ . 

Connecticut •.•.••• .' .• 
Delaware .••.••••. , , •• 
Florida· ............. .. 
Georgia .• , .•.. , .••• , • , 
lda.ho ........ ;., ..... 

lllinois ............. . 
Indiana .: .... ....... .. 

Iowa 

Kansa.s 

Ken~f!cky .......... .. 
Louisiana .......... .. 
Ma.ine .............. .. 
Maryland ........... . 
Massachusetts · ••••••.. 
Michigan ........ : • ..• 

Minnesota ........•••• 
M.ississippi ...•.••.••• 
MlSSOurl ............. . 
Montana ............ . 
Nebraska- ........... . 

Nevada •••••••• ~ •••••• 

New Hampshire ..••.•. 
New Jersey .......... . 

1 See Table IX. 

Mileage ta.x fees to Motor Carrier Fund,l Other 
fees: 80% to state for highways; 20% to town 
or county. 

50c per fee to county for collection. Balance to 
State Highway Fund. . 

State Highway 'Fund. 
50% to State Highway Fund. 50% to county 

highway funds. 
Up to ·50% for collection expense. 50% of balance 

to State Highway Fund. Remainder to counties. 
State Highway Fund. · 
State Highway Fund. 
Net to County School Fund. 
State Aid Road Funds. 
10% to State Highway Fund. 90% to counties. 

All 'of gross earnings tax to Highway Fund. . 
State Road Fund. 
State Highway Fund. Motor carriers tax to Gen

era.l Fund. 
50c per fee to County Gen. Fund. 2%% to ex

penses of State Highway Comm. 3o/o to Motor 
Vehicle Dept. 1% to Refund Account. Balance 
to Primary Road Fund. 

Gross ton mile ta.x to Highway Fund. Other fees 
to counties. 

State Road Fund. Half of truck fees to counties. 
General Highway Fund. 
State Highway Fund. 
% to Baltimore. % to State Roads Comm. 
State Highway Fund. 
$6,000,000 to counties for roads. Balance to state 

highwa;rs. 
Trunk Highway Sinking Fund. 
To county road funds. 
County Road Fund. _ 
State Road. Fund. 
Bus fees to State Highway Fund. Other fees to 

County Road Fund. 
15c per fee to county. ·soc per fee for state ex

penses. Balance to Highway Bond Redemption 
Fund a.nd State Highway Fund. 

State Treasurer for highway purposes. 
State Treasure~ for highway purposes. 

1 After deduction of expenses of the Public Service Commission (maximum 
of $15,000) half of the balance of the Motor Carrier Fund goes to State 
highways and half to counties for highways. 

. Source: "Motor Vehicle Fees & Special Taxes in the Various States, 
Jm. 1, .1935." Prepared by E. H. Riley, Bureau of Labor Statistics, Ta:c 
Bgnflfftll of tl&e WMld, Ta:c ResetJrc'/a. Fouftdation, 6th ed. (Chicago, 1936), 
p. 152. 
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New Mexico • • . . . • . . • • % to State Road Fund. % to counties' road funds 
in proportion to collections. 

New York . . • . • . . . . . • • 75% to State Highways. 5% toN. Y. City. Balance 
to counties according to highway mileage. 

North Carolina ••• , ••• , State Highway Fund. Common carrier fees to 
General .Fund. 

North Dakota , •.•...• Special Carriers' fees to Auto Transportation Fund. 
Others to State Highway Fund. 

Ohio ••••••• , ••••• , , , • State and county road funds and for poor relief. 
Oklahoma. •••••••••• , • Carriers fees to State Highway Fund. 4:0% of other 

fees to State Highway Fund. 60% to county, 
which gives 15% to cities for streets and alleys. 

Oregon .. , •••••••.••• , $1,600,000 to eounties. Balance to State Highway 
l''und. 

Pennsylvania , ••• , , , • • State Motor License Fund. 
Rhode Island •••• , • • • • State roads. 
South Carolina • • • • • • • • 80% of county receipts to State Highways. Up 

to 20% for expenses of Highway Comm. Balance 
to county roads. · · 

South Dakota .. • .. .. .. 48% to County Motor Vehicle Fund. 30% to County 
Special Highways Fund. 2% w State Motor • 
Vehicle Fund. 20% to State Highway Fund. 

Tennessee •• , , •• , • , , • • Half to counties. Half to State Highways. . 
Texas , .......... , ... , Not over $175,000 to each county for road and 

bridge fund. Balance to State Highway Fund. 
Utah ................ Motor Vehicle Fund. For State Road Bond Sink· 

ing Fund. 
Vermont , • , , , •• , • • • • • $300,000 to towns for highways. Balance to state 

highways. 
Virginia , , • • • • • • • • • • • State Highway Fund. 
Washington • • • • • • • • • • $500 per mile of primary state highways to cities. 

Balance to selected state highways. 
West Virginia , ....... State road fund. · 
Wisconsin • • • . . • . • • • • • Ton mile taxes to General Fund. Registration fee 

to highways. 
Wyoming ••.••.•• , •• , State Highway Fund. 

Many other states retain the major share for their own use. 
Among those which turn over minor shares for administrative 
purposes or for urban streets or rural roads, are .Alabama, Ari
zona, Maryland, Nevada, South Carolina, and Vermont. 

New York retains 75 per cent of the receipts of its motor 
vehicle registration fees for State highway purposes. Only a 
handful of states, including Florida,· Georgia, Mississippi, an 
Montana, turn over all the receipts to the. localities, thereb 
removing the assignment into the category of state-aid. One m.a 
conclude, therefore, that as far as motor vehicle revenues ar 
concerned, the assignments cannot be traced primarily to state 
aid policies. 

It will be noted that the different arrangements for carrying 
out the dedications distribute the burden of unstable yields in, 
varying degrees. However, in connection with motor vehicle rev
enuf'B the problem is relatively insignificant because of the known 
stability and comparative ease of estimating these levies. Further
more, there are only a few instances of fixed amount assignments 
that might result in any unevenly balaneed distribution; the bulk 
of the dedieations or sharing formulae eall for percentage alloca-'· 
tions of net proceeds. This implies that the states have neither 
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minimized no~ intensified the burden of supporting any potential 
variability of yields through sharing with the localities. 

There are only a few indications of a failure of the states to 
use, for highway purposes, all the revenues that they collect from 
the taxation of some phase, other than fuel, of motor vehicle 
ownership or use.·, Indiana's motor carriers tax, North Carolina's 
common . carriers fee, and a portion of Ohio's registration fee 
appear to be the only examples in 1935 of the so-called diversions. 
In view of the fact that even in these States only a portion of the 
receipts from the several motor vehicle taxes or fees is a general 
fund revenue, or is assigned for a non-highway purpose, it may be. 
stated that the dedication of these revenues for· road purposes, 
through direct expenditure or through the payment of debt service 
charges on, highway obligations, is universal. Some $320,000,000 
annually is involved. 

• ,' I 

Motor Fuel Taxation 

· \tfasoline tax diversion is somewhat more common. There are 
two trends away from the exclusive dedication of all fuel tax 
receipts for state highway purposes. The first covers the sharing 
provisions that have changed· the agency for spending the funds 

·on roads and on streets but have not disturbed the link between 
the receipts and highway outlays. ·By sharing wi~h the localities, 
technically,· there·is no assignment for a state function. 

Crawford has spoken of the sharing as follows: 
· Originally devised for the construction and maintenance of 

state highways, the proceeds from the . gasoline tax were 
originally expended almost entirely for these purposes. Qrad; 
®lly Jrther~ds arose~nd as the legislatures illCti&Sed :the 
amountsro:r tocar-roaas, cit~ for.Jl!mu~ and 
for. miscellaneous purposes, the percentage spent on state 
roads decreased. In 1927 over three-quarters of the total 
amount went for state roads; in 1935 this percentage had 
decreased to 42 per c~nt.8 · 

The reference to miscellaneous purposes deals with the diver
sion discussed below in connection with the second trend. 

In recent years the amounts of state gasoline tax yields spent 
by the localities on roads have shown no great variation. They 
constituted approximately 20 per cent of the gasoline tax :evenues 
collected. . . · 

Crawford reports the following percentages in the years since 
1927 :' . 

, .. 

1927 ••. ~ ........ 21.0 
1928 .• ~~ ........ 18.8 
1929 ............. 19.7. 
1930 ............ 19.4 
1931. ........... 18.6 

a CraWford, Gp. cit., p. 28. 
' Ibid., p. 29. . 

1932 ............ 18.3 
1933', ........... 21.4 
1934 ... • ......... 21.1 
1935 ............ 20.2 
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In view of the fact that other allocations of fuel tax yiel~ ~ 

have increased at the expense of state highway outlays, this rel
ative stability obscures the increased outlays. Actual distribu
tions to localities have increased from $55,440,161 in 1927 to 
$123,420,040 in 1935, while the eorresponding dedications for state 
highways were $182,095,503 and $261,321,396, and the total collec
tions for the same years, $258,838,813 and $610,444,734.1 

The amounts distributed for urban roads have grown from 1.3 
per cent in 1927 to 3.4 per cent in 1935, while allocated totals have 
increased in the same period from $3,619,388 to $20,855,123. 

\ 

J¥.e universal method of sharing gasoline tax revenues with the 
localities is to allocate a stated percentage of the yields. to the 
various jurisdictions. Not a single &t!!te appears to have adopted 
any other sharing device. 'Some states follow New .York in 
allocating fixed percentages of actual yields of those taxes that 
are not general fund revenues to the state, the counties and other 
political subdivisions. Other states,. including Alabama, Oklahoma, 
Texas, and Utah, dedicate a fixed number of cents per gallon 
of their total taxation of gasoline for state roads and apportion 
the remainder on the same basis. • · 

The differences between these allocation formulae are meaning
Jess so far as financial results are concerned. The various levies 
are not independent but are arbitrarily divided units of a total 
state tax burden, expressed on a per gallon basis. . 

The second trend that is changing the character of gasoline 
tax assignments is the growing use of the motor fuel levy I!ro
~ f oses other than highway or street construction 
{nd rnAi!,ltenanc . mancin{l o e c arges on 1g way 

onds may alSo "be mcluded. Table X, wh1Clr"Professor Crawford 
has prepared, shows the nature of the purposes (service on general 
purpose bonds is included), for which such payments are 
made. The table also shows the amounts spent in recent years. 
Included also are the total gasoline tax revenues collected-these 
are reported elsewhere in Crawford's study. The increased rep
resentation of nOJ}·highway expense ite:rn.s indicates a definite 
diversion trend. In this respect recent events are more sig
nificant than the trend towards allocating outlays to be made 

. through the political subdivisions.. None of the diverted funds 
is spent, directly or indirectly, by any agency for highway 
purposes. The local sharing frees the state of an assignment, 
but may not indicate any diversion. 

• Nf'W' York Timf&, 'Marrh IT, 1031. 
•"State Guoline Tu::atio11 aa nf Oet. 1, 1935,• prt!pared by Willard Bogaa. 

fN B,.,_, of tA. World, Oft. cit., p. 151. . . ·. 



TABLE X 
DISTRmUTION 011' GASOLINE·T.A.X FOB OTHER '!'HAN STREET Oa HIGHWAY PUBPOSE8-;""AX.L STATES 

1980 1931 1938 1934 

Aviation ... ,,,,,,,,,,,,,,,, .. ,,,',,,,,,.,,, , , , , , , , , .. f48,7'11 f48,753 834,810 822,677 f49,955 

8~::!-~'::i::jo~:!~~!~}.·.:;:;: :; ::; :::; ::; :; ; ;;;::' 
1)0,000 90,000 90,000 135,000 90,000 
75,000 76,000 75,000 75,000 75,000 

Education IUl public 1cboola ..... , , , .. , ., ... , ...... , , • ·13,404,200 12,906,407 9,685,112 12,969,347 26,886,432 
Fewiee . ..... , ............... , ...•. , ...... , ......••.. ............. ···· ''9:is:li7o ; o I I I ~ I I .. I I I I 48,000 35,040 
Field and garden aee4. , , •••• , ••••• , • , . , , :, •• , , , , •• , , • .. , ........... ............. ...... H2;9oo ···••Ill••••••• GlliiOline inspeotion, , , , , . , , •••..••..•.. , .• , •• , ••• , • , • ....... '4;9i2 "''"885;624 · · · is:o76;69:i "'43;959;286 OeneralfUlldl .......•. ,, •• , . , •.•... , .. , .....••• ,., ,, • 7',831,640 
liarbora and Dook Board. ........................ , .... 156,178 939,778 830,072 815,695 890,988 
Polioa, State Revenue Department and Highway Patrol •• ............. 595,472 ,·, .. i:oao:oil4 354,199 . ............. 
Metropolitan Dietrlot Commieeion .•. · •••••••••• , • , , , , , • . ' ... ~ ~ ' . ' ... """isiO;oo ············· ............. 
Motor Vehiole Depe.rtm~nt expenses ••••.•••••••.•••••• ........ a:ooo ············· ............. ........... , .. 
Public Utilitiee Colllllli.uion .. ,., ••••• , •• ,.,, •••• ,., .. , ............. ....... 8o:2H .... ~ ........ ············· Referandum expenae., ••••••••••••.•..••••• , •..•. , ••• ············· · • · · i:ooo:ooo '"29;2oo:.m .... s:7so:ios Relief ........•...••••..••••••.•... ,. •... ,, .... ,., .•. ....... i9;68o 14,430,432 
Iteaerve fund. .•••••••• : •••••••••••••••••••• • • • • • • • • • · ············· ............. '"'"237;i27 . ............ 
Reaerve for proteete4 toea. , , , , , ••• , • , , •• , , ••••••• , •. · · · · · · · oi:aa4 ....... lio:ooo ....... ao:ooo ············· Reaerve for refundl .......... , ....................... 50,000 .... i:oo7:o7a Rural credit bonda .••••• , •••• ~ •• , ... ,.,. , 1

, ••••••• , ••• ············· """'98:048 ············· 1,404,669 
Sea wall, ....... , ................................... ··· · · ··ao;227 ............. ............. ············· State Highway offioe expenae ......... , •• , •••••••••• , •• "'""37;456 """2so:9s5 ............. ············· State Tax and Revenue Department,, •••• ,,,,.,,, •• , •. { ............ ............. ············· ············ 242,594 '"'i:727:iss "'""ii:i28 .............. 
~~:t~~"'&'!!'rer~~o~:w:~:~~:::::::::::::::::::::: ... ~ ........ ' -············ ...... 9os:a96 ............. .............. ............. ............. 
General fund bonds ............. , , , ...... , ........... ············· ............. ............. ............. 6,0~:~g~ State Departmente ......................... , ......... ...... ~ ...... . .............. ············· . ............ 
ffrii.:nti~:m-P.e.·.:::::::::: ::::::::::::::::::::::::::: · ............. . .. ' ... ~ ' .... ············· ............ , 3,730 

· .. ia:oo7 :ao2 ... i8;ci8i;:icii "'46;289;4.44. · .. sa:4ss:oso 2,225 
State oolleoted gll.80line tax ..... , •.•.•• , . , , , , , • , , , , , , •• 89,630,40Jl 
Totalaaaoline tax revenues- all purpoaea., •••.•••. , ••• 493,657,977 536,562,880 5~.047,239 618,196,712 661,166,118 

Diversion In 1927 •..•. , ••••.•••• , ••• ,.,. $5,296,921; in 1928, 17,860,516; in 1929, $9,260,562, 
Totalgaaoline tax revenuea, all purpose1 •• , $268,838,813 $304,871,766 1431,311,619, 

Souroe: Crawford, op, cil., pp, 28, 38, 

1936 
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Fuel Tax Diversion . 

~ease of the so-called diversions is. not a clear victory 
for budgetary · unity advocates .. ..,:What has happened is that 
in most cases there has been an assignment to some other purpose 
for w~~io~ Only half of the gasoline 
tax diversions listed in 1935 were destined for general funds. 
The rest was for other assignments. New York allocated half of 
its 1935 gasoline tax yields, which were in excess of $55,000,000, 
for general fund purposes and is therefore responsible for 
approximately half of the general fund distribution in the entire 
country. · · · 

It may be well at this point to discuss briefly the question of 
~ax assi~ for the Jvancing of l>onds jSSJte!...fpr 
~ '!'he fact that the statistics do not show sep
'arate assignments for state or local bonds for such purposes does 
not permit of a separate analysis. · 

There has been a rapid increase in the use of gasoline ·tax 
lfllOneys for debt service charges. The percentages of total gaso
line tax revenues allocated to this purpose and the actual dis-
tributions have been as follows:' · 

STATE AND COUNTY BONDS 
Pet. 

1927 ................................. $10,086.456 3.8 
1928 • • • • .. .. • • .. . . .. .. .. • .. .. .. • .• .. 17,619,995 5.7 
1929 •••••.••.•••.••••••••••••••••••••• 23,371,785 5.4 
1930 • • • • • . . • • . • . • • .. • .. • • • • • • • • .. • • • 31,049,036 6.3 
1931.. • .. •. . • • . .• • . • • • .. • ... • • .. • • .. • «,450,058 8.2 
1932 • • .. .. . .. . .. .. • • . .. .. .. .. • .. • • .. • 50,726,362 9.8 
1933 • • • • • • • • • • • . • • • • • • . . • • • • • • • • • • • • • 61,235,394 11.8 
1934 • • • • . • • • • • • • . • . • • • . • • • • • • • • • • • • • • 88,247,391 15.7 
1935 ••••••••.••.••• ·. . • • • • • • • • • • • • • • • • 113,601,97' 15.3 

Second in importance to the general fund link, which indicates 
the complete absence of any specific expenditure tie-up, is the 
dedication of the gasoline tex oujJ.aYt,jsu' education. Crawford 
reports Georgia, Illinois, Ohio, and Texas devoting 16%, 33}1, 
25 and 25 per cent, respectively, of their motor fuel tax receipts 
to education. Such an earmarking is usually not temporary, as 
are the links to unemployment relief, the next important purpose. 
~he assignment of gasoline tax revenues for debt service charges 

is a relatively new phenomenon. No such diversions for rural credit 
bonds are to be noted before 1933, while links to general fund 
bonds are not reported prior to 1934. It is evident from Craw
ford's classification that the bonds whose debt service is listed 
as diversions are not floated to supply funds for highway pur
poses. Evidently the credit of some jurisdictions is so poor that 
an i!)lportant tax source must be assigned or pledged. 

".K. large proportion of state bond proceeds is for highway 
purpOS('S.• This factor and the rapid growth in the distribution of 

. 'ntc~.. 
• The ratio of 1lighwa7 debts til total stata clebta ia 1938 wu estimatecl at 

4U1Po Edua Trull, op. ott,. p. 28. . • · · 
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revenues for the servicing of the highway bonds introduce several 
important changes. ~ey indicate. firs_t that .@me mild forlllJ)f 
diversion has taken p ~· "Even iliough the bOiiasnave-been 
~ay expenditures, it means that some gaso
lme. tax receipts cannot be 'used for current highway expenditures 
until the bonds have been retired. Proceeds of bond issues is the 
determining factor. · 

\Second, the practice denotes a change in pay-as..y~ollcies. 
The normal assignment practice tends to encourage capital con
stAlction activities financed by current revenues. . This does no~ 
cbnform to what is now oonsidered to be the best timing, plan
ning, and financing· of public works activities. It inhibits as 
~djustment of public works to ~cle-s~®th.~ is, 
!~!f: mlll!!c~t to ri!iUJ--aiij'iiitelhflscal ~a It is, 
therefore, possible r ateas8ignment of the gasoline tax proceeds 
to bond service rather than to actual outlays or to reserves may 
herald a changed approach. ~hose who advocate complete assign-. 
ment . and who sympathize with cycle-smoothing efforts, sh:ould 
fav:9r bo~rather than highway fund accumulations, since the 
iatternave sllown themselves vulnerable to raids and attacks. 

A third element in the situation may be noted in connection 
with the assignment practices proper. Linking tax revenues to 
. debt service charges creates a permanent dedication that remains 
in force until the bonds have been paid. Such an assignment is~ 
mandatory and has proved an obstacle in many states to efforts\ 
toward diversion. It is a 'reflection on a state's credit, when it must, 
tie up specific revenues to satisfy bond purchasers, and an indi
cation of needless complications when independent highway .funds 
are created. 
. There is one element created by this phase of the new trend 
in motor fuel tax assignments that mitigates some of the dis
. advantages inherent in dedications. The expenditures for debt 
·service charges represent a :fixed contractual obligation which the 
states must meet. .:he states suffer no disadvantages in linking 
a stable and lucrative revenue source to such outlays unless 
,they plan defaults. . • 
: Such assignment of gasoline tax revenues does not require 

J

' independent funds and administration. It does not interfere 
greatly with fiscal planning. Furthermore, because they permit 
the states to indulge in a judicious use of public debts in relation 
to public works activities, highway bond assignments appear to 
be more justifiable than a direct assignment of current fuel tax 
yields for highway construction. · 

Other diversion destinations are relatively insignificant. The 
inclusion of the aviation cat.egory among the aided functions 
may be misleading, since this represents an assignment in ·all 
respects analogous to the motor vehicle highway link. Idaho and 

• J. M. Clark, op. flit:, fHJIIftflt •. Also Publtc W orl:a Plamaiftg, op. cit., pp. 
21-30. 



' 
NA.TIONAL AND STA.TE BuoomARY METHoDS 221 

Wyoming were noted in 1935 as dedicating the tax on fuel used 
in aircraft to airports and related purposes.10 

· · · 

The term "diversion" is correct only if the assignment of all 
gasoline tax receipts for highway and street functions is deemed 
to be necessar;r and legitimate. It is possible to argue that the 
general fund concept and budgetary unity are of great significance 
and that any assignment created for benefit or adequacy reasons 
should be labelled as a diversion. New York will be spending 
less than 50 per cent of its gasoline tax receipts on State high
ways, in the program outlined in the Governor 'a 1938 budget 
message. For this State it would appear that there is some basis 
for considering the gasoline tax as an accepted source .ol-public 
revenue. The fact that the State does not set up an independent 
highway fund and simply appropriates moneys for highway pur
poses out of the general fund, in which there is a book account ear
mark to which the proceeds of the gasoline tax are allocated, 
indicates further that there is ground to believe that the State baa 
accepted a fiscal policy not in keeping with the popular and 
strongly supported dedication philosophy. · 

The student who bases his conclusions on the general thought 
on the subject will find much to support the diversion technique 
and to indicate that the assignments of motor fuel taxes for high
way purposes are not likely to be readily a~andoned. A few 
states have been unfortunate in having the assignments frozen 
in the constitution. Crawford reports the following for Missouri: 

In 1928 a constitutional amendment provided that . ~e 
gasoline tax receipts should be used to pay for the cost of 
collection, the maintenance of the State Highway Depart
ment, the principal and interest on highway bonds, and the 
construction and maintenance of State highways. ••• u 

Minnesota has two constitutional provisions that will surely 
mean a retention of the assignment of all motor fuel tax revenues 
until another amendment can lega.lir.e diversion.11 . 

Alabama and Kansas conclude . the list of states with specific 
constitutional amendments prohibiting diversions!• . 

Reference bas already been made to the discouragement of 
dive-rsion embodied in the Hayden-Cartwright Aet of 1934:. Further 
federal pressure against a breakdown of the assignment practice 
may eome in the ne-ar future. It is reported that the Chairman 
of the House Committee on &ads favors a federal law that would 
prohibit fedt>ral highway aid to states diverting motor vehicle 
or fuel tal: funds.1• 

Another factor already mentioned whieh may militate against 
any efforts to use gasoline tax revenues for general p~ 

to~tate Gaeolioe Taxatioa as of Ori.l, 1935.• r .. BpU.. of tu Worlcl, 
.,.. ott., p. 151. . 

II Crawford, OJL cit., p. 34. 
u Jf'-. Coatt., uta. IX, XVI. 
•• A'-. Cc»Nt., .!mead XI, art. XX, 11; .I'HI. Cout., art. XI, 19. 
"New York TilllN, Feb. 15, 1937. • 
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is the . existence of constitutional provisions to the effect that no 
tax shall be imposed unless the object to which the proceeds are 
applied, is stated.15 

These .legal mandates, apart from encouraging assignments 
at the time when the levies are adopted, also prevent any change 
in already existing assignments. In reference to this, Crawford 

. notes: 

· A' number of attempts by legislatures to divert gas-tax 
moneys have been held by the Courts to run afoul of this 
constitutional limitation. · Thus where the tax had originally 
been levied for highway ·purposes, it was held unconstitu
tional in South Dakota to appropriate some of the proceeds 

• to set up a State-owned system of filling stations (White 
Eagle Oil Co. v. Gunderson 205 N. W. 614), or to purchase 
feed to carry citizens' livestock through the winter. (In re 
Opinion of the,Judges, 210 N. W. 186; 240 N. W. 600.) 10 · 

The way in which the difficulty was overcome in connection with 
another diversion proposal in South Dakota was the repeal of the 
old levy and enactment of a new one in which the desired diversions 
were legalized. However, the process .of amendment presents 
technical and procedural discouragements whieh should not be 
minimized. 

Before turning lo the assignments linked to other taxes, the 
contribution of all special state taxes levied on motor vehicle 
users to highway expenditures can be summarized. The Bureau 
of"Public Roads of the Department of Agriculture reported that 
in 1935 motor vehicle taxes and fees yielded $318,748,000, gaso
line taxes $619,802,000, and special levies on motor carriers $12,-
421,000, a total of $950,971,000. The extent of dedication to road 
construction and maintenance can be gathered from the statement 
that of this amount over 4/5ths, or $761,533,000, was allocated 
for highway purposes, state highways receiving more than $552,-
000,000 and local roads and streets in excess of $238,000,000. The 
$147,142,000 spent on non-highway purposes is reported by the 
same . federal agency to have contributed $86,658,000 to general 
funds, $30,773,000 to education, and $16,925,000 to relief, in 
1935.1' -

The totals are impressive and indicate that the assignment 
of taxes on motor vehicle ownership and use will remain as a 
problem for some time. There is small prospect of removing 
this major threat to budgetary unity in the American states. 

Payroll Tax Assignments 

A new category of assigned levies, one that is likely to rival 
the motor vehicle and fuel taxes in universality, is represented 
by payroll taxes. By January 1, 1937 thirty-six commonwealths 

l& See page 198. 
11 Crawford, op. cit., p. 35. 
11 N. Y. Times, Nov. 18, 1936. 
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had approved unemployment compensation laws embodying specific 
taxes for the purpose of financing an unemployment compen.sa-. 
tion fund. 11 · 

Arkansas, Delaware, Florida, Georgia, Kansas, Missouri, Mon
tana, Nebraska, Nevada, North Dakota, Washington, and Wyoming 
are the twelve States that had not provided approved plans 
at the date specified. Because of the losses to the state when 
it has no state fund contributions to credit against federal taxes, 
it is certain that the number with such provisions now includes all. 

The assigned tax is one on payrolls paid by eligible employers. 
In some states there is also a dedicated tax on the employees 
in certain occupations.1' \.ffle revenues derived from these taxes 
are deposited by the states in the Federal Unemployment Trust 
Fund, where they are held in separate accounts to the credit 
of ea~ state until requisitioned. 
if is evident that the insurance element requires a specific 

dedication. This cate ry of assigned taxes cannot be con
sidered as an uness tial benefit relationship that can be sue.: 
cessfully assailed. o long as an insurance plan, rather than a 
broader general w fare scheme, is supported the assignments of 
the taxes will remain. 

The budgetary phases of the dedication are excellent. lnde
. pendent state funds, which are subject to raids and which confuse 
the budgetary systems of the states, are lacking.· It is hoped 
that the states will not fail to stress adequately the assigned taxes 
in their informational summaries. The rates are state taxes and 
should be linked to the general budget program from which a 
picture of total state burdens should be obtained. The eon
tribution to the federally held trust accounts is an adequate 
balancing outlay. The taxes have not been in force long enough 
for the states to have had an opportunity to demonstrate the 
manner in which they are to treat payroll and employee paid taxes 
in their budgetary programs and documents. New York's latest 
budget document makes no mention of the payroll contributions 
to be collected by it. 

None of the other phases of the social security plans sponsored 
by the federal government require the imposition or dedication of 
any particular state taxes. Such assignments, found, and noted 
below in eonnection with the destination of assigned taxes, are 
motivated f'Xclusively by state volition. Revenue adequacy rather 
than benefit !'f'lations appears to sponsor the dedications that 
are found. 

Other Tu: Assignments 

The other taxes that are prominent in the state systems do not 
!'f'veal the eonsistent assignment practices noted with respect to 
motor vehicle or payroll taxe&. It is evident that only rarely 

11 Soria I ~rity &lard, AIIGl~ "' 814141 u..,.,zo,.-, Coa,_Mtiotl 
I'Aillfl: Jo-. I, lfl.n, (WuhinlrtOD, U131), p. 1. 

"Alabama. California, Idaho, lndiaua, Kf'nhlrky. Lou.isia.Da, Kaaaacluuet.t .. 
New Hampshire, New Jerwy, Ore{I'Oil, ud Rhode Island, are among the ltateJ 
with approyfd plane rt'ported laariDg ntla lcrries. IW .. pp. t-23. 
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can, a significant benefit relation be established· for the taxes dis-
cussed 'below. . . 

• The property taxes, as has been noted, are responsible for a 
oonstantly .decreasing percentage of total state revenues. A con-

. siderable portion of the funds still colleeted is available for 
state general funds. In many cases special mill levies for specific 
purposes are considered separate from the regular state tax 
rate levied. to finance general expenditures, a rate that varies 
periodically according to current needs. . This accounts for 
the fact that a state may show both assigned and unassigned 
~elds from property. taxes. Since the same or different jurisdic
tions may levy many taxes on the same base, the property tax, 
which is levied for general state purposes, may remain a general 
fund source. A similar status was noted in connection with gas
oline taxes.· For some other taxes the assignment would change 
the status of the tax as a whole. The maintenance of institutions 
of various sorts appears to be the most common purpose for which 

· special state rates are still imposed. Education, in addition to 
benefiting . from special mill levies, is the largest recipient of 
general property tax yields derived from percentages of ''general 
,purpose'' levies. Sinking fUtlds also receive property tax revenues. 

It is difficult to identify real property tax yields on a benefit 
basis with any but improvement expenditures. It is even less 
probable that non-property tax burdens ean be linked on a bene
fit basis to the purposes for which they may be assigned. -No 
grave injustices would result if the assignments of state property 
taxes. were abolished. It is, however, unreasonable to assume 
that the traditional practices will be discontinued. The dedica
tions will probably last as long as the property tax continues to 
be levied for state purposes. . 

In the case of the personal net income tax, a number of specific · 
assignments are found. The most common destinatio:q of such 
dedicated revep.ues is for school fun~s and for unemployment 
relief and property . tax reduction funds. Charity fund and 
casual deficit fund assignments are also noted. Of the approxi
mately 30 personal net income tax states on October' 1, 1935, 
twelve, including Alabama, Arizona, California, Idaho, Mississippi, 
Missouri,-New York, North Carolina, Oregon, Virginia, Washing
ton, and West Virginia assigned all income tax revenues for general 
state purposes.110 • • • 

·· An unusually large number of the dedications of state shares 
are of fixed sums. It has been noted that this assignment device 
tends to place a severe element of. uncertainty up.on the · activ
ities to be financed out of the margin between the assigned revenue 
and total oollected. For example, Minnesota deducts a fixed 
amount of certain tax collections for the State Board of Educa
tion and retains the remainder for general purposes. 

• •status of Personal Net lnoome Tax Laws, State and Federal, as of 
Oct. 1, 1935," prepared by V. G. Morrison, Univ. of Tennessee. Ta111 8ystems 
of tlte Worltl, op. cit., pp. 122-123. 
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The practice of 'assigning ~pe nal income tax yield cannot 
be defended on any grounds. e tax is hardly capable of being 
fitted into a benefit relation any specific state function. v.l't is 
the outstanding example of a tax based on ~ttneral abil1ty to 
J2JL_ and levying it on a particular group in tlie commuii.it)", 

"'"because of benefits received by that class, can never be justly 
advocated. 

With respect to the two other most popular purposes, the personal 
income tax seems equally unsuited for assignment devices. The~ 
tax is notoriously unstable in its yield and should not be dedicated 
to such a function as education or relief, where stability and a 
depression revenue peak are required. It is also wrong to treat the · 
personal income tax as a temporary levy, assigned only to be 
abandoned when the expenditure need expires. Such a fate 
should be reserved, if at all, for sales taxes and nuisance levies. 
It is probable that the relative ease of revising rate structures 
on a given tax base is responsible for some share of the interest 
in the assignment of the income tax, in spite of the disadvantages 
outlined above. · 

The corporate income taxes may be ·classified according to 
whether the states retain, for general purposes, all of the pro
ceeds {after shares have been distributed to the localities) or 
whether a residue is assigned to specific purposes. 

In 1935 California, Connecticut, Georgia, Mississippi, :Missouri, 
North Carolina, South Carolina, Tennessee, Vermont, and Vir-
ginia were included in the first group.11 . 

A few states, such as Arkansas, Idaho, Kansas, North Dakota, 
and Oklahoma, may be included in this category, since the 
assignments consist of only insignificant sums for administrative 
costa and for refunds, which are common in the collection of 
self-assessed income tax liabilities. The dedication of $25,000 
for refunds, as in Kansas, or the retention of 3 per cent for 
administration and 2 per. cent for refunds, as in Oklahoma, 
represents merely an indirect manner of appropriating tums for 
reasonable administration costs. In this way a method of allocat;.. 
ing net proceeds of gross receipts to the general fund is derived. 

With respect to the assignments that are made with the 
proceeds of this tax, a variety of methods and destinations are 
noted. A few examples will serve to indicate the various destina
tions of the yield of corporate income taxes. 

Alabama dedicates the receipts of its tax on the net income 
of domestic and foreign corporations to the payment of debt 
service charges on state debt and dedicates any remainder to 
reduction of the ad valorem state tax on real property. A similar 
arrangement is found in Arkansas and Idaho: in both eases 
varying proportions of the proeeeda are used for reducing state 
property levies. . 

n "'Corporatima Tnee Based oa Net I11eome u of Oet.. 1, 1035,• prepafed 
by J. Ro~ Blough, UniY. of CiDtinuti. r .. Bfll,_, of ,._ Woricl, OJI, N,. 
pp. 128-120. 
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The Arkansas provision dedicates the remainder for property 
tax reduction only after two dedications for charity and edu
cation have been made. 

Iowa has a rather complicated system outlined in the following 
provisions: 8 per cent to General State Fund for administration ; 
during 1934, $3,000,000 to State Emergency Relief Fund; 1935 
and thereafter, $500,000 to General Fund to reduce State property 
tax; balance remitted to taxing districts and credited on property 
tax bills in proportion to property assessment.22 

Reference will be made to Louisiana's tax and its link to prop. 
erty tax relief and to schools. In connection with the corporate net 
income tax, it is possible that difficulties due to cycle-sensitivity 
and estimating might militate against its use for assignments. 
If the dedicated amounts are lower than the range of the fluctu
ations, the function financed by the assignment is protected. On 
the other hand, the general fund share may be unduly unstable. 

General and special sales taxes are very popularly associated 
with assignment practices. They are usually imposed for a lim
ited period, and thus it is natural that the yields should be linked 
to a transitory· or exceptional need. . ' 
· There' is, furthermore, usually a great deal of opposition against 

these regressive levies to be overcome, and assigning the revenue 
to a function such as relief facilitates its introduction into the 
tax system. During 1935, when the general sales tax reached 
the peak of its popularity, most of the assignments noted were 
for relfef purposes. Arizona, Idaho, Illinois, Iowa, Missouri, Ohio, 
and Utah dedicated all or part of the general sales taxes in force 
on Oct. 1, 1985 to various types of relief funds.28 Education is the 
next most cominon destination of the assigned levies. Old age 
pensions and property tax relief are also represented. It is 
possible that relief assignments are largely affected by the decline 
in sales tax popularity. It cannot be denied that the assignment 
device may have aided in giving the tax a temporary lease of life. 

Chief . among the specific sales taxes or excises are the liquor 
and tobacco and cigarette levies. For the first, the usual practice 
is to retain for state purposes and to tum over to the general. 
fund· the proceeds of the tax. However, not a few states link 
the beverage taxes to education, .. relief, and to social security 
functions. 

In connection with tobacco and cigarette taxes a few examples 
of unhampered collections for the general fund are noted. In 
the other states levying such taxes, the usual complicated arrange
ments with respect to specific funds are to be found. Pensions 
for Confederate soldiers and unemployment relief appear to "be 
frequent applic~tions. 

ll.lbid . 
11 "Status of State General Sales Taxes aa of Oet. 1, 1935," prepared by Neil 

H. Jacoby, Dept. of Finance, Dlinois. Tat~ 8gstema of lhe World, op. oit., 
pp. 136-139. 



NATIONAL AND STATE BUDGETARY METHODS 227 

_ .!Summary: Assigned Taxes 

(Inheritance, poll, severance taxes, and probably almost every 
ohier type of tax imposed by the states are assigned. Together 
with the levies already mentioned, they are responsible for a 
wide breakdown of budgetarv unitl... Except lor motor vehicle, 

' motor fuel, and payrolt taxes, no ~tjng beJ:!efit justification or 
effective coercive motive can be cited.) t The study of state assign
ments by jurisdictions will indicate that some states can success
fully operate without complicating their financial systems with 
unndecess.a.~y tax dedicationS) It is important that more endeavor 
to 0 so. 

,..; 



CHAPTER XVIII 
STATE ACTIVITIES FINANCED BY ASSIGNED TAX YIELJ)S 

• A survey of state assi~me~t policies indi~ates that( OJ.!!I...tw~ 
oj: the most polffi!!U' destmatlons, pameb:, · h1gmn_p.~l 
I!.,Etcurity, ca~ b~_Jriioced....tL.necessa.ry-andJnherent tax factors. 
It Will "6e recalled also that these two functions are responsible 
for many of the examples of assignments found in the national 
governmehts. ) . . · 

. vlfighways . 

· It should be kept 41. mind that jurisdictions are able to function 
without setting up independent funds and, in some cases, without 
a complete dedication of motor vehicle and fuel levies, as exem
plified ·by the practice of the federal government and that of New 
York State. Nevertheless, for the present, the assignment of 
specific tax yields for highway purposes must be accepted. There 
are legal, bases and :..:,e~sons of tradition explaining the retention 
of highway funds. Wf:any. also find social and economic factors 
in favor of supporting the· assignments. Their contributions to 
the impairment of budgetary comprehensiveness and unity can 
be minimized. Logical reasons are lacking for maintaininig high
way funds which operate with fiscal year periods differing from 
that of the general budget. Equally the setting up of agencies 
that independently collect, segregate, spend, and report money 
disbursed, does not appear to be essential. The need for coordina
ting and. planning all public works activities, of which highway 
maintenance and construction is such an important part, militates 
against the separation of highway expenditures from other capital 
outlays. Certainly the growth of diversion indicates that there 
is no lasting need for setting up an agency to which all motor 
fuel and vehicle tax yields shall be allocated. Even if the states 
do not choose, or are unable, to follow New York in limiting the 
highway purpose dedications of its automotive levies, they can 
profitably copy New York's methods .of administering the dedi
cated r~venues. Highway funds are not .self-balancing categories 
for which independent funds are essential. 

....,./'. Social Security . 

A new category of assignments-those for social security-will 
probably in time equal .highway dedications in frequency, 

· if not in the magnitude of the funds involved. The unemployment 
insurance benefits of the social security program have already 

· been noted in this connection. The basic justification for the 
dedication has also been emphasized.\ 'fhere are, however; many 
states that earmark tax yields for ~ld age assistance, public 
health work, aid to dependent children, aid to the blind, maternal 

[228] 
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and child health, services for crippled children, and child welfare 
services. These are the functions, other than unemployment com· 
pensation, ·covered by the social security program as outlined in 
the Social Security Act.' 

The basis for federal aid for public assistance in the fields 
administered by the Social Secur~ty Board is the provision by the 
federal government of funds for three of the functions, propor· 
tional to the amounts that the states provide for distribution 
to needy individuals. These grants are increased by allowances 
to help meet the administrative expenses of the states in con· 
nection with the stated functions. For old-age assistance and 
aid to the blind, matching up to certain limits is called for. In 
the case of dependent children, the federal government will con· 
tribute one-third of the total expenditure of the state program 
up to stated maxima. There is nothing in the Social Security 
Act or in the manner in which the program is administered that 
requires or encourages the states to dedic"-te the revenues of 
particular taxes for the purpose of providing state shares of the 
program. There are no insurance or other cost allocations that 
1mply benefit relationships. There is little justification for any 
assignments. · • 

In November, 1936 there were forty state plans for old-age 
assistance.• The sources of state funds indicate the widespread 
practice of assigning specific revenues instead of allocating general 
fund revenues through the medium of periodic appropriations. The 
states that dedicate specific revenues and the levies that they 
assign in part or in whole are noted below: 

TABLE XI 
STA'I'I!I TAXES ASSlGNJ!I) lOB OLD-AGI!I ABSISTABCB P.AYKDTS 

Arkansas .••..••• , •.... Taxes on chewing gum, slot machines, borlll! racing 
and a portion of sales tar; revenues. 

Colorado •.•••.....••... Taxes and liC!elll!e fees oa retail a&les, intoueating 
liquors a.nd beer, and inherita.nce. 

Connecticut ... , ........ Poll tax. · .. 
Idaho .•••.............. Retail aalea tu and lieenlll! fees (assigned to 

Emergency Relief Fund from whieh appropriatioua 
are made). 

Iowa .................. Poll taL • . 
Louisiana ••... , •....••. Franchilll! tar; on oorporatioua and luxury taL 
Maryla.nd .•..•..•..•..• Tues oa beer, ClOI'poration franehiiii!S, distilled 

spirits, admissions, toilet articles ud eosmetiea. 
Yassachuaetts ..••...•.. Lieeniii!S uul permit feea Oil intoueating and eertain 

non·intor;ieating beverages. . 
Yiaaouri. ..... , ........ Retail sales taL 
Montana ..•..........•• Taxes on liquors, beer, iaeomes, telegraph, electri

city and na~ural gas buB.iness, and Wherit.uces 
(assigned to relief funds fi'OIIl whielt appropria
tion& are made). 

t 40 Btaf. 820 (UI35). 
• Social Serurity Board. CA~woctm.ttw of Btate Pl-. for OW Al/fl Aailt

etta~~, (Wuhingtoa, 1936),,..,.... 
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Nebraska .•••••.•...... Gasolin.e and poll taxes. · 
New Mexico .•.... · •.•.. Excise tax on liquor and franchise tax on corpora

tions (assigned to State Relief Fund from which 
appropriations are made). . 

· N~th Dakota ..•....•.. R~tail sales tax and property tax specific mill levy. 
,Ohto ..••.•.•.•..••..•.. Liquor tax. 
Oklahoma •.••......•... Consumers tax and motor vehicle excise tax (as

signed to State .Assistance Fund from which ap-
. propriations are made). 

South Dakota ....•..•.• Liquor tax. 
Texas., •••....•..•..... Proceeds of liquor and beer stamps. 
Utah ••.•••.••• , ....•.. Licenses and taxes on retail sales and amus:ments 

(assigned to Emergency Relief Fund from which 
appropriations are made). 

Source Ibid., pp. IA-ll.A. 

Twenty~two states have made no other provision than appro~ 
priating funds or noting the general fund as the source of the 
particular state's share. In addition to assigning tax revenues, 
many of the states have proceeded to set up specific-use funds 
to allocate the service to existing independent funds and to 
perpetuate for this purpose some of the emergency and transitory 
funds. Why the states should permanently link the revenues of 
taxes on chewing gum, or inheritances, or intoxicating beverages, · 
or luxories, or natural gas or retail sales, and others, to the old
age assistance outlays is understandable only in terms of an out
moded and useless philosophy of taxation. 

New York and all the other units that appropriate general 
fund revenues are to be singled out for praise in this matter. 
The budgetary unity of these states is not disturbed because of 
an uncalled for translation of temporary legislative association 
of a new function and a needed revenue source into a permanent 
assignment. 

The sums involved in contributions to finance state plans for 
aid to dependent children are smaller than those needed for old
age benefits. As a result, of the twenty-two state schemes reported 
by the Social Security Board in November, 1936, many have made 
no assignments. 8 Others, including Arkansas, Colorado, Idaho, 
Louisiana, Maryland and Nebraska, dedicate revenues from the 
same sources noted in connection with the old-age assistance 
assignments. Most of the states indulging in assignments evidently 
made the dedications for the social security program, other than 
unemployment insurance, as a whole. Arizona, not listed as pro
viding old·age assistance, assigns the yields of the State luxury 
tax on liquors, tobacco, cosmetics, playing cards, films, and mechan
ical games to child welfare. California, Delaware, Maine, Massa
chusetts, New Hampshire, New Jersey, Ohio, Oklahoma, Pennsyl· 
vania, Vermont, and Wisconsin have plans for aiding dependent 
children that call for specific revenue sources. New York was 
among the commonwealths having no approved plan reported 
by the Social Security Board. 

a Social Security Board, CAan~cferistics of State Pla'RII for Aid to Depend
ewt CltildMa, (Washington, 1936), fJIJJJrim. 
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The state schemes for aid to the blind reveal approximately 
the same arrangements as are noted in the other phases of the 
program.' Somewhat less than half of the twenty...six states 
whose plans are reported provide for -dedicated revenues. These 
are almost always the same as those reported for the other two 
phases of the program in which no federal coercion towards a 
benefit tax is found. 

While it is unfortunate that the social security program has 
contributed to the growth of tax assignment practices, some of 
the evils linked to independent funds appear to have been avoided. 
Equally ·the outlays do not necessarily vary with tax yields as 
a primary factor in their magnitude. The total outlays involved 
are also not of great importance. On the other hand, these 
assignments are basically unessential and there are actual and 
potential disadvantages. Unified planning and control reporting 
is hampered. Tax laws will not vary in terms of broad economic 
and fiscal needs, but will be considered in relation to the outlays 
to which they are dedicated. Undesirable taxes are perpetuated. 
The benefits inherent in budgetary unity are largely lost. 

'-Education 

The wide variety of taxes and assignment devices linked to 
educational activities of the state governments, ranks education 
with the most important non-benefit dedication destinations. 
It will be noted that the financing of education is the great
est single object of governmental cost in state governments, and 
that education ranks next in importance to highways in the' magni
tude of the state tax moneys withheld from the general funds. . 

An interesting study has been prepared showing "State taxes 
all or a part of whose proceeds are allocated to the support of 
public elementary and secondary schools, and institutions of higher 
learning. ''1 

The table prepared lists only those taxes that all or in 
part are earmarked for educational purposes. It is, of course, 
understood that many general fund appropriations are made for 
education. (It will be noted that this is not a common practice 
with respect to the highway funds. Other than federal aid and 
loans, the state highway funds receive few revenues from sources 
other than the motor vehicle and fuel taxes assigned to them.) 
The table indicates the disposition of property, income, sales, 
st>verenee, inheritance, and poll tax yields for education financing. 
The prOOE"eds of chain store levies, retail license fees, corporate 
franchise taxes, taxes on registration of motor vehicles, liquor 

• Soeial &rurity Board, pMntettlriBticl of State PftJu for Aiel Ill t.W 
Blifld, (Washington, 1936), '*""'· 

• "Educatioa and Ita Public Finaneing in the United States,• aa of Oct. 
1, 1935," pl't'!pa~ by W. C. Carr, National EdiK'ation Alllloe. f'u Bg&tet~U~ of 
tlt4 World, op. Clt., pp. 227-230. 
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levies, insurance taxes, public utilities taxes, bank taxes, and others, 
are similarly dedicated. . · 

Twenty-five states out of the total of 39 listed as levying prop
erty taxes for state purposes tie up the proceeds for the financing 
of education. 

In some cases the millage is fixed; in others it varies according 
to the rate needed to raise sufficient funds. For instance, Alabama 
is noted as levying a 3-mill levy on general property for the State 
Public School Fund, while Indiana is reported as dedicating a mill
age sufficient to raise the amount needed to provide for the State's 
liability to the teacher's retirement system. Some states have a 
fixed millage and variable levy which . provides for funds for 
several educational activities. The complexity of the property tax 
links to education is greater than perhaps any other non-benefit 
dedication to state finances. Unless these assignments are per
petuated by substituting other dedications for property tax reduc
tion assignments, the decline of that levy will aid in eliminating 
another needless impairment of state budgetary unity. ) 

The frequency of income tax assignments for education, relative 
to the number of states having such taxes, is less than that of 
property taxes. This is understandable because of the fewer bene
fit notions linked to that tax because of its relative newness. Possi-

' bly states that levy income taxes may be · presumed to be 
somewhat more advanced and progressive in their notions of 
taxation. Nevertheless, of some 40 taxes measured by income in 
the states in 1935, twelve, including Arkansas, Delaware, Louisi
ana, Minnesota, Montana, New Mexico, South Carolina, South 
Dakota, Utah, Vermont, Washington, and Wisconsin assigned all 
or part of. the yields to education. Because of the variability 
of revenues from income taxes, it is of interest to note some of 
the formulae for dedicating proceeds. Arkansas, South Carolina, 
and Vermont as8ure adequacy of funds for educational needs by 
assigning a specific amount. As a lien on the yields; the school 
funds p_robably bear no incidence of any sharp falling otf of 
yields. Louisiana and Massachusetts do not rely on total yields 
or some percentage thereof. as do the other states in the group. 
They dedicate an amount that is determined by educational needs 
and not by yields. During the depression some of the school 
administrators probably wished they had a more stable revenue 
source than the personal income tax. 

Sales taxes are very popular means of education financing. 
The yields of. the special sales taxes on particular commodities or 
services, rather than the general sales taxes, are dedicated. The 
nature of the tax base indicates the choice of stable revenue 
measures for the public financing of education. Tobacco, elec
trical energy, beer, gasoline, gross sales of chain stores, alcoholic 
beverages, cotton futures, and non-intoxicating liqours are among 
the objects of sales taxation. The Idaho retail sales tax and the 
New Mexico gross receipts tax represent two of the few instances 
in which a general gross receipts levy is dedicated for school pur
poses. 
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In Alabama and several other states a few sales taxes have been 
dedicated assuring some further stability of revenues. The tobacco 
and alcohol taxes in particular have displayed minor degrees of 
cycle-sensitivity so that one may assume a shifting to the general 
fund of unstable elements which in those states undoubtedly 
finance only a negligible &hare of the total revenues. The methods 
of allocating portions of the proceeds vary. In Alabama complete 
allocation of the three dedicated levies was noted. 

In Arkansas three funds segregating expenditures for ditferent 
educational purposes share in varying proportions the proceeds 

. of two tobacco taxes. The State's Common School Fund has the 
m06t stable yield through a fixed appropriation of $750,000. The 
institutions of higher learning receive one cent of the tax on each 
package of cigarettess while the Educational Equalization Fund 
receives the balance. There is no doubt that the percentages and 
the various schemes were not conceived in terms of any degree of 
remoteness or nearness to fixed and stable sources. The absolute 
amounts involved are small but they loom large in proportion to 
the state expenditures and the cost of the specific functions. 

Among the interesting types of assignment devices found in the 
Illinois retail sales tax law are those levied in connection with a 
property tax reduction scheme. In that State it is indicated that 
the State Common School Fund receives an amount equal to 1/12 of 
the State school appropriation formerly derived from property 
tax proceeds. The University of Illinois fund receives 1/12 of the 
amount that would be raised by the % mill property taL In 
this ease we find linked two fairly stable revenue taxes although 
there is undoubtedly a considerable degree of variability. 

Louisiana, in addition to the property, income, alcoholic bev
erages, cotton futures, and several other tax assignments already 
noted, dedicates portions of the proceeds of gasoline and gross 
receipts of public utilities levies for schools. In Tennessee several 
tobacco levies are linked to five educational funds, four of which 
receive specific amounts, the general State School Fund receiving 
the balance. In West Virginia a 2 per cent sales tax is dedicated 
entirely for school purposes. Funds are assigned to the State 
General Fund and earmarked for schools. 

Among the f~rther taxes that have been dedicated for educa. 
tion, are severance levies in the mining or oil-producing states 
such as Arkansas, Idaho, Louisiana, Minnesota, and Montana. Th; 
usual eomplicated and variable allocation methods are found. 

In connection with inheritance taxes there are only a few 
instances of dedication for educational purposes. Colorado applies 
only an insignifieant portion of total proceeds, namely, 5 per cent, 
to the Teachers Permanent ~tirement Fund. It should be noted 
that the pereentaj!'e, even though low, gives no indication of the 
faet th~t tht~ wil_l ~ a~y s~bility . or a~equ!lCy of yield. In 
tonne<"hon With lhchtgan 8 &!llngnment of 1ts mheritance tax a 
somewhat interesting eombination of a stable and a doubtful usi~
Ditnt is noted. The portion of the proeeeds allocated to achooJ.a. 
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· is indicated as the "amount needed to pay interest on educational 
funds, also any balance after taking care of principal and interest 
on payments of State indebtedness.'' Certain specific needs are met 
in their entirety, and an added undetermined amount is assigned 
after proceeds are allocated for another purpose. 

Ranking even above the property tax in respect to its inherent 
stability is the poll tax. Several states levy such taxes and assign 
the proceeds for schools. In Georgia the constitutional poll tax, in 
a sense, is earmarked for schools but is paid into the State General 
Fund. . A law exists requiring the allocation of 50 per cent of 
the revenues in the State General Fund for school purposes. This 
is not as undesirable as the usual assignment, but it nevertheless 
destroys any possibility of ·legislative discretion and probably 
imposes elements of rigidity that lead to :financing difficulties. 

Concluding the cursory study of education financing assignment, 
it should ·be noted that only a few of the many taxes levied have 
been mentioned. .Almost every major tax is dedicated in some 
states, according to one of many schemes, for school purposes. 
There is no conceivable benefit relationship in any of these 
taxes, other perhaps than the property tax in which there is some 
direct link to local educat,ional facilities. Evidently the states 
have at one time set a precedent or have followed statutory require
ments, or have continued to tie up, without motive or reason, the 
various tax yields that they intend to be used for educational 
purposes. On the ground of the importance of the expenditure, 
no effort to criticize the attempt to assure adequate yields is 
made. On the contrary, it is obvious that in many cases the school 
funds have been assigned yields that will display a lesser degree 
of stability and are subject to graver estimating difficulties than 
are the general fund and certain other funds. Almost every 
school fund encountered difficulties that were not met to a similar 
degree by the highway funds. Theoretically this was not unex
pected. The assignments which were widespread did not prevent 
education from being sorely hit during the depression. 

\.l)ebt Service, Relief and Property Tax Reduction 

Debt service, property tax reduction, and unempli>yment relief 
:represent the other most popular application of the assigned 
proceeds of state funds. The other functions financed by ear
marked funds are too numerous to enumerate; ·they cover the 
complete list of those carried out by state governments. Some indi
cation of the variety will be gained in the survey by states, which 
follows. Another view may be gained by referring to the activities 
financed by diverted gasoline tax revenues. 

The assignments for debt service need no elaboration. Either 
the resources of the borrowing agency (as in the ease of a high
way fund) or the impaired credit of the general fund have 
been responsible for tying up some revenue source for this pur-
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pose. The desire for revenue adequacy has been foremost. The 
same motive plays some role in connection with unemployment 
relief assignments. For this function it is evident that a con
tributing cause has been a desire to aid in preventing a perma
nent retention of the newly introduced taxes whose proceeds 
are dedicated for relief. These two functions have not been 

. responsible for the creation of independent agencies operating 
outside the budgetary system, nor have they been responsible 
for any major share of the economic and financial difficulties 
that may be associated with the practice of assigning state taxes. 

Property tax reduction assignment is an unfortunate exten
sion of the dedication philosophy that pervaded much of the 
property levy era of state taxation. The assignments are two
fold. ~1irst, the procee~ of many new taxes, usually the income 
variety, are segregated into funds that are not available for 
general state purposes. The moneys must be used to decrease 
the amount to be raised by the property tax levy which normally 
would be a. balancing factor. In other words, the proceeds of 
the dedicated taxes do not increase the state's revenues beyond 
any excess of property tax yields that they replace. A second 
dedication grows out of the requirement that the assigned yields 
be used for specific purposes previously financed by earmarked 
property tax proceeds. 

In some cases a new destination is created by some further 
development of the property tax relief movement which is respon
sible for all these needless complications of state finances. In 
Louisiana, for example, a property tax relief drive, culminating 
in a constitutional amendment, created a complex situation. The 
proceeds of the taxes on alcoholic beverages, corporate and indi
vidual income, and the license tax on the sale and delivery of 
cotton futures are assigned to the State Property Tax Relief 
Fund. In addition to replacing the property tax levies in their 
link to state support of education, the moneys are earmarked for 
payments to the localities to reimburse them for losses sustained 
through homestead exemptions.• 

Difficulties are bound to arise if the yields of the assigned 
revenues, which must be relatively unstable, are poorly estimated. 
In general, the property tax reduction dedications are another 
example of needless impairments of state budgetary unity. 

It is understandable that states steeped in the assignment 
tradition did not endeavor to finance unemployment relief needs 
through the medium of their general funds, since the moneys 
needed were usually of amounts that required one or more 
new revenue sources. To gain the approval of the public for 
new and burdensome taxes during a depression, a link to such 
a lofty yt't transitory function as unemployment relief mm;t have· 
lx>en of invaluable assistance. 

'C. H. 'Kni~ht. f''luJ Effect of 11t.1 Propotf'd HoJMifMtJ B«•pti~ oa 
.h-IH Valu"' end Rf't)tfftUJ ~rta of Veriout Uw.ita of t'luJ Btau of Al&
k-. Pniv. of Alab11ma, pp. 28-29, quoW in HOMUtM4 Bl'.lefrt.FJtiou •u 
('outite~tiowl!l Btntt'-Wide Ot?er-All 1)41te Litnitetiou, anpublishe4 etud7 bJ 
T. J. Ri!ynolds, p. !4. 
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There is evidence, indicated elsewhere, that the federal authori· 
ties used their influence to have states prove their willingness 
to provide their .shares by assigning important taxes. Income 
taxes, sales taxes, and .levies on the newly legalized consumption 
of alcoholic beverages were popular for assignment purposes. A 
large variety of special funds was created. Many of these 
funds are still in force; some have been given new functions,· 
and others· have been linked to the newer social security plans 
and have become associated with all welfare outlays. The federal 
contribution system is unsettled and, in general, the entire 
financing of relief appeal'S· ·to have been a changing and often 
chaotic process. It is difficult to appraise the advantages that 
the states will derive from failing to consider unemployment 
relief, outside the established systems of compensation, as a 
regular expenditure category. It is less difficult to measure 
the needless confusion that will be actual or potential as long 
as unemployment relief is not worked into the framework of the 
regular finances. To link such outlays to cycle-sensitive levies 
is to invite disaster. The magnitude of the expenditures required 
is great .. in the jurisdictions that undertake to bear portions 

·of the burdens commensurate with their ability to pay. If such 
a function is divorced from the general finances a major threat 
to budgetary unity will result. In a recovery period, some of 
the excusable errors of the depression period should be corrected. 
This will mean the elimination of undesirable taxes now retained 
because their yields are needed to finance relief. It implies also 
that the tax reforms will be of a more permanent and beneficial 
nature. Where· the function has not been treated as a general 
fund activity, 'fiscal crises, special fund raids, and uncertainty 
regarding taxes and appropriations have been the most severe. 

/summary 
(No purpose is achieved by pursuing further the analysis of the 
taxes and the functions that are linked through assignments. 
Particular circumstances. and legislative whims have' contributed 
to an array of dedications that defy ....classification according to 
any reasonable criteria.) 

It is advisable, however, to view the status of the earmark~ 
ing practices in terms of the jurisdictions proper. It will be 
possible to note how the states have linked the taxes in force 
at a particular time to stated outlays and how the general 
fund concept is comprehended. The absence of a chapter deal
ing with multiple budgets and self-balancing categories in Ameri
can state finances has led to the occasional mention of non-tax 

• revenue dedications m the discussion that follows.' 

'The data in the following chapter are based on surveys prepared in 1935 
and eorrected and checked early in 1936. For this reason, payroll tax dedica· 
tiona and many other assignments are not listed. Any discrepancies between 
the state surveys and tbe material already presented may be explained by 
DOting the dift'erent time peri~ covered. 



CHAPTER XIX 
TAX ASSIGNMENTS AND BUDGETARY UNITY IN 

STATE FINANCES 

Limited Assignment States , 

(A survey of the tax assignments in the various states reveals 
that, ·in addition tQ New York, only Kentucky, Maine, Massa.. 
chusetts, and Virginia have refrained from specifically dedicating 
the yields of any important taxes other than automotive levie&J 
These five Commonwealths may be mentioned as exceptional in 
their attitude towards this problem. The presence of Southern 
states in this small group is noteworthy. • . 
ltentueky 

Under its new leadership the State of Kentucky has refrained 
from enlarging the scope of its assignments outside the usually 
dedicated motor vehicle taxes.1 There appears to be no other 
fiscally important tax dedicated for · a specific purpose. The 
usual minor fee retention by the departments from receipts 
for services rendered by them is noted. The assignment of non
tax revenues also appears to be minimized. There is an indi
cation that the Kentucky budget carries only sueh assignments 
as exist within the framework of its regular budgetary procedure, 
and that no specific-use funds are set up. 

Maine 

In Maine the recommendation made in the National Institute 
of Public Administration survey report of 1930 regarding the 
abolition of special funds has borne fruit. The recommendation 
was as .follows: · 

In order to facilitate the budgeting of state requirements, 
it is suggested that a number of special expendable funds 
be eliminated as rapidly as possible. This will allow the 
moneys now segregated in these special funds to be pooled 
in the general fund, thus producing a greater reserve to draw 
upon than exists at the present time.• 

The multiple fund system was eomplicated by the fact that 
the important highway activities segregated in the aceount of 
the State Highway Commission operated on a ealendar year· 
basis. This differs from the budget period of the State's general 
services. The 1931 budget reforms brought about the elimina.. . 

• See Rodmaa Sullin11, "Keatueky'a New Revenue Program, • Tu Jls,.,trre, 
Vol. 1., No.8, Aug. 1936. p. f65. 

•Institute of Public Administn.tiOD, .II•'* BVftltl, op. oU., p. 58. 

[23'1) 



238 NEW YoRK: STATE TAX CoMMISSION 

tion of all fundS except the legally required sinking and trust 
1unds and those linked to a segregation of federal aid moneys.8 

A few assignments exist but these are carried in special accounts 
in the' General Fund. The practice, as has been noted elsewhere, 
tends to discourage assignments since elements of individual 
political control of special funds are eliminated. A unified 
approach to the tate's financial activities has been made more 
practicable. 

. Massachusetts 

Massachli.setts, in addition to its dedication of gasoline tax and 
motor registration fees, assigns only a portion of its beverage 
and pari-mutual tax for the benefit of the old-age assistance fund. 
The bulk of the appropriations of the latter two taxes is still 

· subject to general appJopriation by the legislature. Massachusetts 
, sets up a specific-use fund for its dedicated revenues, but the 

budget document indicates that these are considered in connec
tion with the general fund. 

Virginia 

In Virginia there has been a conscious effort on the part of 
the State administration to abolish all special funds and convert 
-all revenues into the general fund of the State Treasury. Out
. side of the automotive levies only the poll tax appears to be 
assigned to a specific purpose. A State budget official's comments 
show an enlightened attitude towards the problem. 

Unless otherwise assigned, all revenues are applied to the 
general fund. Of the proceeds of taxes retained by the 
State those from the motor vehicle license- tax and the fuel 
tax are assigned for the construction, maintenance and repair 
of highways and bridges. The budget carries a list of minor 
revenues collected by State agencies which are retained for 
their own use. All assignments appear as regular budget 
items. The budget policy has been to abolish as far as pos
sible, all special funds and co:Q.vert all revenues into the 
general fund of the treasury.' 

. NewYork 
New York has shown no desire to dedicate its revenues for 

specific purposes. It has engaged in the practice only where 
the revenues were insignificant, or where the coercive, influ
ence of federal aid provisions has been felt. There are only 
three minor non-highway assignments. The economie and political 
elements involved are not difficult to recognize. The assignment, 

a The abolition of the assignments is noted in Me. Laws ( 1931), C. 216, § 12, 
entitled "State Funds Eliminated": · 

The eommisaioner of :finance, with the approval of the governor and 
eouneil, shall have authority, unless the legislature shall otherwise 
direct, to discontinue any or all of the special expendable state funds 
with the exception of the sinking funds and trust funds, and to merge 
the balance or balances of such fund or funds so discontinued with the 
!!eneral fund. The state controller shall set up and maintain special :eeounts in the general fund with respect to moneys received for 
designated purposes from the federal government. • 

& Budget B111tem of VirgitaiG, unpublished survey prepared for the wnter by 
J~ H. Bradford, Director, Division of the Budget, Richmond, May1934, pp. 2-3. 
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for volunteer firemen maintenance, of a share of the foreign fire 
iDBurance company premium tax represents a rather widespread 
device found in connection with the retaliatory practices featured 
in state insurance taxation. The milk tax is linked to an economic · 
stimulation scheme for the dairy industry. Its yields are undoubt
edly revenues assigned in order to prevent the introduction of 
the expenditure and the taxes as permanent elements in the State 
system. This is one of the few examples of a state-sponsored 
economic program calling for a· tax dedication. Similar milk 
schemes are reported in Michigan and Rhode Island. Florida 
has such a plan involving citrus fruits! 

The reason for a dedication of a specific share of the race 
track admission tax for agricultural assistance is the least evident. 
As has already been noted, the category of the relatively unim
portant funds not paid into the treasury and not appropriated 
by the legislature includes a number of instances of minor assigned 
fees and other non-tax receipts.• 

In 1936 the recommended appropriations aggregated a grand 
total for all purposes of $331,314,773 from general fund revenues, 
compared with appropriations of $2Z,647,525 from the special 
funds (i.e., prison capital fund, hospital capital fund, mili
tary record fund). In general it may be stated that New York 
State has neither a developed assignment nor a specific-fund sys- · 
tem, and that it ranks foremost among the states in its mainte
nance of budgetary unity through avoidance of assignments and 
individual funds. There has never arisen in New York a situa
tion in which there was a lack of available funds for one statutory 
function while others enjoyed adequate receipts. Expenditures 
must be directly traced to legislative intent, since the general 
fund has at all times been able, through tax receipts or borrow
ing, to carry the burden of appropriated expenditures. 

This list of states that have had relative success in maintain
ing a unitary budget system unimpaired by excessive tax assign
ments, is indeed small. It indicates the extent to which the 
problem is aggravated in the American' commonwealths. Where 
the major taxes of a non-benefit nature are directed into the 
general fund, there still remains a considerable margin of 
toleration of minor funds. In all eases there is no reason why thl" 
abolition of most of the specific-use funds and the enlargement of 
the general fund should not be carried out. 

States Featuring Numerous Assignmenta 

A survey of the remaining states will not be out of order at 
this time. . 

• FIJCi•f tu fa. Problt'lllo, op. eit., p. 65!. 
• See Sclledule 10, NM Yor• Btctt BcNouiW. BtMlt/d for 1987-18. 
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.Alabama 
Alabama ranks high in the list of states that have tied up the 

receipts of almost all their revenues. As is commonly the ease the 
assignments have given rise to a number of independent and extraM 
budgetary accounts. 7 • 

In addition to tax receipts assigned, appropriations made from 
revenues collected by departments and institutions are omitted 
from the budget. A glance at the funds reveals that no economic 
basis or administrative or political policy could be achieved through 
the assignment policies. The important State funds, their dedi
cated revenue sources, and the sums involved are shown in this 
table prepared by. Professor Alyea: · 

PUBLIC SCHOOL FUND REVENUES 
Ad valorem Tax: 3 mills, plus proportionate land redemptions, sale of tax 

lands, and assignments of Tax certificates. 
Poll Tax. 
Fees, Issuance and Extinguishing of Teacher's Certificate& 
16th Section Land Rent, 
Escheats. . · 

SPECIAL EDUCATION_.q, TRUST FUND REVENUES 
Tobacco Tax. · 
Severance Taxes. 
Hydro Electrie Power Tax. 
Store License Tax. 
Railroad Gross Receipts Tax. 
Telegraph Gross Receipts Tax. 
Express Co. Gross Receipts· Tax. 
Pullman Co. Tax. 

PENSION FUND REVENUES 
Ad V alor.em ·Tax: 1 Mill. 

IDGHWAY DEPARTMENT REVENUES 
Motor Carrier Mileage taxes. 
Motor Vehicle Licenses. 
Gasoline Excise Taxes. 
Miscellaneous fees. 

SPECIAL DEPARTMENTAL FUNDS 
Alabama Public Service Commission, • 
Net revenue from Transportation Co., Utility, and Motor Carrier taxes, and 

Miscellaneous fees. 
Agriculture and lndustrie.s: Main sources of revenue-Sale of fertilira tags, 

registered fertilizer brands, fertilizer licenses, bulk fertilizer shipments, 
sale of feed stamps, registered feed brands, kerosene oil inspection tax, 
gasoline Inspection tax, paint inspection· tax, hay inspection tax, insecticide 
registered ginners permits, dairy licenses, warehouse permits, poultry inspec
tion fees, nursery permits, nursery tags, seed testing fees, &hipping paint 
inspection fees, potato inspection tags, and miscellaneous fees, 

DEBT AMENDMENT FUND 
lnoome Tu-sufticient to pay interest and sinking fund on these funding 

bonds, balance to general fund. 
Trust Funds Revenue. 
Financial Inst. Excise tax (redistributed to oounties and to general fund). 

Cereal ·Beverage Tax, Law Enforcement prohibition, and miscellaneous. 
. Revenue eollected for (assigned to) counties. Sale of Tax lands, Assign· 
. ment of Tax Cert., Corporation Franchise Tax, Carbonic Acid Gas Tax, 

Financial lnat., Excise Tax, one-third of Motor Carrier taxes under 1931 
aet, and one-half of gasoline excise ~ 

,'See": 119. 
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Net State Income, by funds, 1933-34: · 
General , , .. , .. , .•.•..•....•.•..•......•. , .•.•. , • . • • • • • • • • $5,879,095.46 
Pension • • . ..••.•..•...... ; . . . . . . . . . . . . . . • . • . . . . . . . . . . • . . • . 973,636.64 
Public School . . . . . . . . . . . . . •.. . . . . . . . . . . . . . . . . . . . . • . . . . • . . . . 3,346,044.01 
Special Educational Trust.................................. 2,689,937.03 
Highway , • ~ .••..•..•. , .• , •••.•••. ~ •••••• , • • • • • • • • • • • • • • • • 6,856,737-.07 
Agriculture and Industries ...... , .................. ; • . ... • .. 308,689.54 
Other Special ••..•.•.......•............•.....•.•••.• , • • • • 1,967,729.4:0 

Total .... · ............. , ............. , ................ $22,021,869.15 

The total doe• not include taxea collected for counties. 
Total State receipts $29,622,901.55, the dift'erenee mainlL.!':eral Aid. 

(Prepanld by Professor Paul E. Alyea., Universitf of Ala .) . 

While there should be little criticism of Alabama for a failure 
to include an item within the scope of its quadrennial review its 

. inefficiency and inadequacy can in turn be traced specifically to 
the complicated assignment conditions here described. The assign
ment practice standards are matched by a. similar degree of laxity. 
in connection with the other budgetary procedures that are 
analyzed. There is probably a close link between all the vario\18 
methodological and procedural elements. Possibly one defect 
breeds an attitude of toleration towards others. 

Ari10na 

In Arizona a wide variety of tax assignments are noted. The · 
State budget document lists a large number of special funds 
while the Code of State Laws designates specifically at least 
twenty such special funds outside the general fund. The funds 
are all arrayed in the budget for statistical purposes. One must 
appreciate the added expenses and difficulties that are involved 
through the extension of such conditions in a State of limited 
receipts and responsibilities. 

ArkanBIUI 

Arkansas is another financially weak State that has had a sad 
experience with assigned revenues and funds. This State has the 
unique distinction of having bee11 the only commonwealth to 
default on its own outstanding long-term debts during the recent 
depression. There is no doubt that a goodly share of its difficulties 
may be traced to the promiscuous tying-up of revenues for many 
purposes. The insufficiency of revenues assigned for certain func~ 
tiona, as well as the practice of raiding and shifting funds around, 
have meant inadequate support for many activities. The limelight 
of national interests falls naturally only on such functions as involve 
the monetary interest of those outside of the State and the bulk 
of the publicity has been accorded to the failure of the State to 
meet ita debt service charges for some period. The plight of schools 
and libraries was less well known until eonditions became intoler· 
able. Relief inadequacies also were not nationally recognized until 
later. The failure of many other State functions to be carried out 
and the non-payment of salaries, }!ills and other expenses are of 
even mo~ significance. A survey of legislation enacted between 
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1931-33 indicates the rather aimless .experimentation with assign
ments and diversion of revenues from one fund to another. Among 
the many specific tax assignments recently noted were a 2 per cent 
sales tax, 65 per cent for the support of schools, 35 per cent for the 
general fund; a personal income tax, $500,000 for the charity fund, 
$750,000 for the common school equalization fund, the remainder 
t(l the general fund; a corporate income tax, the yields of which are 
divided like the personal tax, except that the balance is paid to a 
special· fund for the reduction of the general property tax; the 
severance taxes on all natural resources except timber for per
sonal use, % to common school fund; cigarette and tobacco taxes, 
applied to the permanent building funds of educational institu
tions; an additional gasoline tax, 92.93 per cent to roads ; 7.17 
per cent to county roads; motor vehicle fees to the State's high
way fund. There were many efforts to equalize the unfavorable · 
distributions of revenues through inter-fund raids and shifts. In 
'1931 $1,500,000 was transferred from the Highway Fund to the 
Agricultural Credit Board and $300,000 of the same fund was 
transferred to the General Revenue Fund. Such devices were 
not successful in solving the difficulties. Finally in 1933 the 
State adopted the unique policy of tying up a portion of general 
fund revenues for particular purposes. It is evident that the 

. multiple independently financed fund policy served the State no 
good purposes during the crisis years. 8 It is of interest that 
the 1930 survey of the State budgetary system made by the Insti
tute of Public Administration criticized the fund system and rec
ommended its abolition.• It is evident that a carrying out of 
the recommendations would have saved the State considerable 
difficulty. 

Calif oi-Dia 
In California ·an interesting enlargement of the scope of the 

usual highway dedication practice is found in connection with 
a gross receipts tax on highway transportation companies. One
half of the yield is dedicated to State highways. 

s Some indication of the various maneuvers and manipulations can be 
gained from the following depression period legislation. Ark. Acts (1931), 
acts 10, 18, 19, 51; id. (2d extra sess., 1932) act 15; id. (1933) acts 3, 
6, ll6, 136; 138. . • . . 

e Among the recommendations were: Section 12. State Funds li1l~mmated. 
The Commissioner of Finance, with the approval of the Governor, 

shall have authority on ami after July 1, 1931, unless the General 
Assembly shall otherwise direct, to discontinue any or all special expend
able state funds with the exception of sinking funds, trust funds, and 
pension funds and to merge the balance or balances of such fund or 
funds so clisco'ntinued into the general revenue fund. The Commillllioner 
of Finance may, if he shall deem it necessary, require the State 
Comptroller to ~t up and maintain special accounts in the general 
revenue fund with respect to moneya received for designated pnrposes from 
the federal government. Findings and Recommendations on G SUf"f16f/ of 
fAc AdmiMsMJtiw Structure of the State Gol1ernment of Arkat&BaB, pre
pared for the Governor by the Institute of Public Administration (New 
York, 1930) p. no. 
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In addition to the automotive levy several minor taxes are 

dedicated for purposes related to the benefit character of the 
levy. In California, as in many other states, there is an assign
ment in favor of veterans' relief. The proceeds of the gross 
receipts tax on boxing matches are dedicated for this purpose. 
California features also a myriad of less important specific-use 
funds to which a number of fees and other non-tax receipts are 
assigned. A communication from the former State Budget 
Director indicates "this State has probably gone to extremes 
in establishing specific-use funds. In times of stress this prac
tice considerably hampers budget balancing.' '10 

Colorado 

In Colorado the usual complicated assignment and fund setup 
is noted. The State is typical since it assigns its funds primarily 
for relief, old-age pensions, and highways.11 It is typical also 

to Letter from Rolland A. Vandergrift, California State Director of Finance, 
Sacrame.nto, under date of May 22, 1934. 

11 The main funds are financed by: 

General Fund: 
Percentage of Property Tax Levy 
Chain Store Tax 
Fees, Secretary of State 
Fees, Real Estate License · 
Fees, Private Employment Agencies 
Fees, Securities Act 
Fees, Ore Buyers' License 
Fees, Boiler Inspector 
Fees, Bank Inspector 
Fees, Building and Loan Department 
Fees, Dairy Commissioner 
Fees, Detective Licensee 
Fees, Division of Public Health 
Fees, Public Utilities Commission 
Fees, Plumbing Inspection 
Fees, Engineers Office 
Fees, Civil Service Commission 
Foreign and Domestic Corporation License Tax 
Interest on Delinquent Tax 
Gilneral Fund Permanent Income 
Inheritance Tu: 
Insurance Department 
All revenue from 2% Sales Tax exceeding $360,000 per year 

Hig'htD4V hftd: 
Made up from revenue from following sources: 

U. S. Government Federal Aid • 
Bus Licenses and Private Carriers (Public Utility Commission) 
Motor Fuel Excise Tax; Motor Vehiele and Operatoni and 

Chaulfeura• License Department; Auto Tbeft Department· 
Auto Theft Title Department (lesa ClOSt of administration) ' 

Internal ImproYemeut 
County Participation. miseell&Deoua 

Old Age Ptmftot.: 

85% of at~ ~onef eolleeted bJ Liquor Department; i% retained 
for ad.mm1straboa eoett 
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to the extent that it creates specific-use funds and in some 
manner coordinates them for its general budget program. Futher
more, the State is similar to others in that its departments, 
institutions, and boards retain the funds that they receive in 
the course of their activities. The recent retention of continuing 
outlays financed by specific mill levies has also been noted. The 
State mitigates the independence of the specific-use funds through 
an exceptional provision dealing with the turning over of sur
pluses. There is no doubt, however, that it is a nominal require· 
ment and that the State agencies can do much to prevent the 
existence of such surpluses which they might be required to 
turn over. · Colorado is noted for its minor funds financed by 
property tax levies. In addition to the mill levy for general 
State purposes twenty-three mill levies (for the calendar years 
1932 and 1933) . are imposed for special purposes.12 There are 

· also twenty-nine miscellaneous cash funds, financed by revenues 
collected by a similar number of departments, which are retained 
and used for administration costs. In some instances surpluses 
are turned into the general fund. A needless complication involv· 
ing different fiscal years and a difficulty of comprehension of the 
State's fiscal position may be traced to the excessive number of 
independently financed activities. · · 

Connecticut 

In Connecticut only four main taxes, three of which are related 
to highways, appear as assigned revenues. This gives no true 
indication of the extent to which multiple f"Q.Dds have been main
tained. Writing in 1934 the State Tax Commissioner noted: 

Connecticut has to a very ' large extent gotten away 
from the special fund system. During the fiscal year ended 
June 30, 1933 receipts were kept in no less than twenty
five different funds. Of these funds, however, two only were 
of outstanding importance. Of the total State receipts of 

• $32,881,346.26, $17,907,732.84 represented that of the Gen
eral Fund, and $13,245,210.72 represented that of the High-

. way Fund. The other 23 funds all told had receipts of only 
$1,665,802.70, of which over half or $838,528.00 represented 
that. of the Emergency Unemployment Relief Fund. Of the 
total General Fund receipts of $17,907,732.84, $17,124,2'34.44 
were available for general purposes. a~d $783,498.40 '!'ere 
:receipts pledged to specific appropriations. These miSCel-

Din:ct Relief: 
$360 000 annually derived from· 2% Sales Tax. This act was passed 

trj last General .Assembly to be effective as long as it is deemed 
by the Governor that an emergency exists. 

(Prepared by Jas. P. Mcinroy, State Budget and Efficiency Commissioner, 

July, 1935.) . . J l 1 19°5 
12 Budget of the BttJte of ColOf'IJdo for the Bietlnwm. be9'nmng u 11 , " , 

endtltg .JviMJ 80,1987, (Denver, 1935) p. 5. 



NATIONAL AND STATE BUDGETARY METHODS ~4:5 · 

laneous receipts pledged to specific appropriations repre
sented no less than 62 separate and distinct accounts. 11 

The Commissioner also indicated that the 1933 report of the 
State Board of Finance and Control disapproved of the budget
ary methods that were associated with the special funds sys-
tem. The. Board is quoted as follows: · 

It has been said repeatedly, and it iB the consensus of 
opinion among authorities in state finance, that the special 
fund system is incompatible and irreconcilable with the 
budget system. Any system that, in these days, prevents 
the most advantageous use of the taxpayers' money is objec
tionable. We do not advocate abandoning the long estab
lished policy of dedicating specific revenues to specific · 
purposes, but we do not believe that it is either necessary 
or desirable that cash derived from dedicated revenues be 
physically segregated and held to be used. only for the pur
poses to which the revenues are dedicated. Under the budget 
system it is but a matter of elementary accounting to 
insure that expenditures may be incurred for any given 
function up to the full amount of the revenue receipts dedi
cated thereto. We, therefore, strongly urge the consolida
tion of the entire expendable cash resources of the State 
under an appropriating, budgeting and accounting system 
that will in effect preserve the special fund system and 
safeguard dedicated revenues. No sacrifice is· involved in 
the plan proposed, but considerable tKlJJlS in interest on tem
porary loans will be saved which otherwise could be avoided 
only by increasing taxes.14 . 

It will be noted that the Board expresses the usual state atti
tude of tolerance towards the practice of dedicating specific 
revenues for specific expenditures. Apparently no success has been 
achieved in the efforts to carry out the recommendations of the 
Board. Connecticut's problem, it should be noted, is a minor one 
since it deals primarily with insignificant non-tax receipts. 

Florida 
Ia Florida budgetary problems created by continuing appro.. 

priations are further aggravated by its assignment policies. The 
yields of Florida's important tax. the property levy, are assigned 
for a number of pn.rpo681J. In addition a number of other specific. 
use funds have been created to carry the numerous assignments 
of minor revenues. A survey of the fiscal problem in Florida, 
made by a speeial eommittee, indicates that there has been difli
eulty in eonneclion with the assignments. 

It is essential that all existing provisions of law earmark
ing special items of income for speeial p~ and making 

u COIIMt'tit-wt B.M~e.rr B11•U., upubliAbed 1R1.nef prt'p&l'ed for the 
writ« by Williaa H. Haekett, State Tu Commilllioaer, Hartford, luae, 
lG3,, p. 5. 

UlfliL, p. I. 
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·· permanent appropriations for the needs of particular services 
or activities be repealed. There is nothing that will more 
impede budget procedure, complicate accounting systems, and 
encourage unproductive expenditures than these earmarked 

· special funds, usually collected by a governmental agency and 
set up for that agency's benefit. The State has nothing to 

· gain and everything to lose by segregating these revenues in 
special funds. If the fund is inadequate to serve the pur~ 
pose for which it was created, the general fund is called upon 
to make up the deficit. If the amount paid into the fund is 
larger than necessary, the tendency is to dissipate the sur~ 

· plus in unnecessary expenditures. The contention is made, 
for example, that an expense which .is paid out of a special 
fund does not cost the State anything because it does not 
affect the general fund of the treasury, and the boast is 
made that the agency is self~sustaining. The absurdity of 
this argument is too obvious for comment, and yet it has been 
used time and again to defeat the purpose of budget con-

. trol. The payment of these revenues into the general fund 
need not restrict in any way their expenditure for the 
purpose for which they are collected.15 

Elsewhere the same Co~ittee stated: 
. . In making appropriations to meet the needs of a govern
ment, consideration must be given to relative as well as 
absolute needs. Consideration of the relative importance of 
the several requests for appropriations cannot be made unless 
all -or practically all of the government's revenue is paid 
into a general . fund and thus made freely available for 
appropriation. Under existing conditions, with important 
items of receiptS already earmarked for particular purposes 

. and with many provisions of law on the statute books already 
providing for the appropriation of money, the legislature is . 
unable to exercise currently a determined voice with respect 
to provisions made for meeting the needs of government. 
The abolition of most of the special funds and all permanent 
appropriations is thus essential to ~the proper working of a 
budget system.11 

Georgia 

In Georgia in addition to automotive taxes, the three important 
property, sales, and liquor levies are tied to specific functions, 
leaving only a limited scope for revenues accruing to the general 
fund. The :receipts of the State's poll tax, a tax on amusements 
and exhibitions, and the tax on domestic animals are assigned 
to the support of schools. It has already oeen indicated that 
specific-use funds set up to carry the assignments are not linked 
adequately to the budget, and thereby evade many of the pro
cedural elements tO which the general fund items are snbjected. 

u R~ of tlwJ 8JH!f)iol Committeo tm f'azotitm anti Public Debt In Flor· 
tela, ,_ cit., p. 27. 

lll'bid., p. 28. 
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Idaho 
Idaho, in addition to its automotive levies, has assigned to 

specific outlays the yields of at least three important levies, 
namely the mining tax, alcohol tax, and sales tax. Idaho is one of 
the states in which there are new developments in the assign
ment of revenues collected from gasoline taxes. · There is an 
increasing use of fuel by aircraft and · the expenditure of the 
funds collected from aircraft users on roads must naturally pro
duce an absurd situation. This difficulty has in some states been 
avoided by a restriction of the tax to automotive vehicle users. 
Idaho has solved the problem by levying · a separate aircraft 
engine fuels tax and assigning the receipts to an aeronautics 
fund. For its earmarked revenues the State sets up specific
use funds. It incorporates these into the general budget in a 
manner that permits the compilation of a grand total for all 
state outlays of each fiscal year. 

Dlinoia and Indiana 

Illinois and Indiana represent typical Mid-Western policy with 
respect to this matter. In the former State the important occu
pation tax is linked to various activities. There is also the 
link frequently found between specific taxes on horse-racing and 
agricultural fairs. The assigned revenues are carried in specific
use funds and are not incorporated into the general fund. In 
Indiana, in addition to the automotive taxes, the liquor, and the 
general property levies are in part earmarked for specific pur
poses. It should be noted that a share of the property tax yield 
is assigned to & function not likely to be a too permanent element 
in the fiscal system, namely the construction of World War 
memorials. A number of other specific assignments of both tax 
and non-tax revenue are found. 

Iowa 
In Iowa among the more important levies it appears that only 

the poll tax is assigned. However, some form of segregation is 
involved in the use of sales and income tax receipts for property 
tax reductions. The survey of the State made by the Brookings 
Institution in 1933 dealt with the funding system and carried 
with it a discussion of the assignment device as a budgetary prob
lem. .Although the discussion is in terms of non-tax revenues, 
it is nevertheless relevant. Since these are typical of the com
ments made by the Brookings experts for several state systems 
they may be profitably quoted in full. · 

Adoption of defini~ funds and the funding of all receiptS 
are practices which have been universally adopted by all 
governments for the safeguarding of resources and the 
restricting and controlling of expenditures. 

Nuusity for Establishing Fvttd Bestrictiotts. The method 
of restricting eertain sources of revenue to finance expendi.;. 
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tur~ of specific activities or services is made necessary 
. , through the attempt to impose the cost of various public 

services on the particular classes which benefit from the 
services. For example, motor vehicle revenues are usually 
restricted to the financing of highways; and revenues from 
hunting and fishing licenses are expended for the protection 
of game and fish. On the other hand, sources of revenue are 
often restricted to pay. certain expenses which would other
wise result in increased tax levies~ for example, the creation 
of sinking funds for meeting the principal and interest on 
debt service. Still other funds are created by federal grants, 
private gifts, devises, and legacies, the acceptance of which . 
imposes an obligation to expend sueb. funds in accordance 
with the terms of the gift. 

AdmimistratiMI, of Funds. Restrictions placed upon the 
use of funds necessitate a formal procedure in their adminis
tration to insure the observance of legal restrictions. Such 
procedure includes: (1) The method of authorizing the 
expenditure ·of its resources, (2) the method of funding its 
receipts, and (3) the operation of spending. 

The authorization of expenditures and the operation of 
making expenditures art~' controlled through appropriations 
and through the allotment procedure previously recom
mended. · The funding of receipts is controlled by the specific 
allocation of receipts in accordance with laws creating them. 
Accordingly, accounts should be so kept and reports so ren
dered that the .revenues, expepditures and financial condi
tion of each specific fund can be clearly and readily deter
mined. For control accounting purposes, however, certain 
miscellaneous funds may be classified into groups conforming 
to their general purposes and the general sources from which 
their revenues are obtained.11 

It should be noted that the experts recommended no effort 
to abolish the assignments as such. The State authorities them
selves, in a survey made in a previous year, had criticized the 
dedication of non-tax revenues, emphasizing that these fell outside 
the scope of executive planning and legislative control. Their 
recommendations are based on the same conditions noted by the 
Brookings experts. 

Revisio~ in. Financial Contro~ of State InstitutL.ml 
To include in the biennial appropriation by the Legisla- · 

ture, expenditures from non-tax earnings of the Board . of 
Control and the Board of Education, as well as to proVIde 
a continuous audit of these institutions under the State 
Board of Audit. · 

The Legislature is supposed to control the purse strings 
of the State, yet in recent years the custom has grown by 

u Rfi'/IOrl ma • 8f¥1"fJe'l of Admmiltrutioft in IOUJG, submitted to the Com·· 
mittee on Reducti011 of Governmental Expenditures by the Institute of Gov· 
ernmental Researeh, Brookings Institution, (Des Moines, 1933), p. 429.J 
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which the Board of Education and Board of Controi ·expend 
large suJilll from earnings of their institutions without legis
lative sanction. This has resulted that whereas the State 
Legislature appropriated only $7,000,000 for the Board of 
Education for each year of the last biennium, the Board 
actually expended about $11,000,000, including the outlays 
from tuitions and other receipts. . 

Our committee made a survey of the financial practice of 
other states in this respect and finds, as & general rule, that 
the state legislature makes total appropriations of the 
expenditures both from the tax and from miscellaneous 
receipts for all institutions. This gives the Legislature and 
the people of the State a complete picture of the entire expen.;. 
ditures of the institutions instead of only & part. 

To accomplish this our proposed measures provide that all 
earnings of State instituti9ns must be turned into the State 
treasury and ean only be removed therefrom by an appro· 
priation of the Legislature. 

There has been a perennial dispute between the Legisla.
ture and the State institutions as to the best method of 
auditing the financial transactions of these institutions. 1' 

The discussion of assignment practices in the various com· 
monwealths is continued in the next chapter. · 

11 Rerxwt of thtt C'ommilaioft Oil Bet.luctiott of GovensmntGI E:t!fJMdituru, 
(Dee Moines, 1932), p. 30. 



.CHAPTER XX 

TAX ASSIGNMENTS AND BUDGETARY UNITY IN 
STATE F1NANCES (Continued) 

States Featuring Numerous Assignments (Continued) 
Maryland 

Maryland .has to a large degree indulged in a program of 
assignments. In addition to the automotive taxes, the inheritance 
tax, the real and personal property levy, and the special emer
gency sales tax have been assigned. The property tax is perma
nently linked to State debt charges. Unemployment relief and old
age penions, .both newer phenomena, are the destination for the 
other two levies mentioned. 

Michigel) 

In Michigan there has been a recent revision of the dedication 
practices. It should be noted that this has not led to a complete 
abolition and that a rather impressive list of tax assignments is 
still found. · The status of recent changes can be best gained 
from a quotation from a letter ·received from the Budget Direc
tor of the State : 

Many changes have occurred in this division by reason 
of the administration's program of placing all general taxes 
and fees in the general fund. Some proposals on minor 
revenues failed to carry, but the majority of our larger 
revenues are now in the General Fund. Sales tax and liquor 
revenues go direct to the General Fund. Gasoline tax 
remains properly a part of the Highway Fund. General 
property tax for State purposes bas been repealed in its 
entirety. Primary fund for education is untouched, but 
the general fund is now the heaviest contributor to this 
activity through the Special School Aid Appropriation. Poll 
tax has been repealed. Malt tax remains in effect but is 
scarcely producing any revenue. Inheritance tax is part 
of the primary school money.1 

Dedicating such taxes as inheritance levies for school purposes 
indicates that unessential assignments still exist. It is noteworthy, 
however, that Michigan may b~ added to the ~st of states that 
feel that there are advantages m budgetary umty. 

Minnesota and Mississippi 
Minnesota and Mississippi, although they differ with respec~ to 

certain other phases of their fiscal and budgetary practlces, 

1 Letter from G. R. Thompson, Budget Director, State of Michigan, under 
date of January 14, 1936. · 

[250] 
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both otfer many instances of assigned tax revenues. In the 
former State, the personal income tax:, the corporate tax:, and 
the severance tax:, in addition to the automotive tax:, are linked 
to specific functions. 

In Mississippi independently financed funds are included in 
the budget estimates only to the extent of a recognition of the 
revenues collected by them and there is normally no inclusion 
signifying normal control of the expenditures. Special legislation 
has removed some of the exemption advantages.' 

In both states specific-use funds are set up and receive some 
form of nominal link to the general fund. 

Missouri with the assignment of its property tax and sales 
tax; Montana with the assignment of its personal income tax 
and corporate income tax; Nebraska with temporary assignment 
of its inheritance tax and definite assignment of its poll tax; 
and Nevada. with the assignment of its property tax to various 
funds, all represent the typical attitude towards the assignment 
problem. In each state these assignments are in addition to 
those related to the highway fund. Also, in each state specific
use funds linked in some form to the general budget are found. 

New Hampshire 

In New Hampshire several levies, including the estate tax:, tax 
on gas and electric utilities, and the liquor excises are assigned 
for the rehabilitation of the treasury balance and the retirement 
of State debt. This practice is a recent phenomenon, as the 
Brookings Institution survey indicates: 

Prior to July 1, 1931, the Legislature made annual appro
priations for debt service charges on all bonds and notes 
issued by the State, other than highway and trunk-line com
pletion bonds. Beginning with July 1. 1931, all redemption 
requirements and interest charges are provided for by ear
marked revenue.• 

Evidently this step is a change approved by the Brookings 
experts.• · 

Elsewhere in the survey the general use of the assignment 
device in safeguarding resources and in restricting and controlling 
expenditures is extolled.• 

New Jeney 

In New Jersey considerable concern has been shown in recent 
years over the status of the assigned revenues and the indepen
dent funds which they have created. Even a more checkered 
E-Xperience in the past than the status of the assignment problem 
at the present time might indicate, may be noted. There have 
bE'en a number of levies adopted and assigned for unemployment 

t SN p. 121. 
I B~inga Institution, 'Nn. g ... ,....., B~, op. eit,. p. 390. 
•Ibid., pp. 4H._ 
• 1 bto4., p. s;t. 
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· relief which have been repealed. At the time of writing a number 
of recommendations for State levies to be assigned to unemploy~ 
ment relief are being discussed along with further recommenda
tions for diversion. of highway funds. The discussion of the 
recent assignment problem in the survey of executive control 
over State expenditures in New Jersey, prepared by Professor 
Cline in 1934, is noteworthy for its appreciation of the budgetary 
elements of the problem. It may .profitably be quoted at length: 

New Jersey had reached a ridiculous extreme where approx
imately three-quarters of the total State revenue had been 
allocated by· the legislature to certain departments or dedi
cated to specified purposes. The State railroad tax is dedi
cated to educational expenditures, including the State's share 
of the cost of the teachers' pension fU.nd. Various taxes 
on insurance co,mpanies are dedicated to other pension funds. 
The money received by the State licensing boards and cer
tain. departments may be spent only by the agency which 
colleets it. Even the inheritance tax has been dedicated in 
part to the support of old age pensions. State levies on 
general property have ~een used for certain purposes, such . 
as State aid for schools,· and debt service on highway and 
soldiers' bonus bonds. All the revenue from the gasoline 
tax and motor vehicle license fees is allocated to· specific 
·purposes, principally for the use of the highway depart-

, ment and State aid for roads. Furthermore, the expendi
ture of the major part of these dedicated funds has not been 
subject to budgetary control, although the legislation of 
1933 introduces an important improvement in this respect. 

· • . . The dedication of revenues to specified purposes necessi
tates the use of about forty different segregated funds. This 
seriously .. interferes with proper budgetary planning, pre
vents the best use of State funds, especially in a financial 
emergency, and greatly complicates accounting records and 
treasury management. The situation is comparable to that 
of a man who carries the money for his lunch, cigarettes, 
shows, etc., in separate pockets and goes hungry because his 
Innch money pocket happens to be empty although the 
others contain cash. The Princeton report urged that the 
practice of dedicating revenues should be greatly curtailed. 
The original Kuser and Reeves bills went a long way in this 
direction and thus incurred the enmity of several self-inter
ested and politically important groups. Particularly strong 
were the protests by spokesmen· for those groups especially 
interested in highway finance. These included the State 
highway department, the local officials interested in preserv
ing State aid for roads, and various automobile associations. 
They commanded sufficient votes in the legislature to block 
any move to disturb the dedicated highway revenues. As 
any discussion for improving the bu4get and securing effec-
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tive control over expenditures soon encountered the problem 
of highway finance, it seemed impossible to make any prog
ress on the proposed fiscal legislation. • 

The magnitude of the assignment practice in New Jersey 
may be noted from the fact that such important functions as 
school expenditures and debt service, in addition to State aid 
for roads, are included among those independently financed. 

The recent changes in New Jersey, other than the repeal of 
the taxes levied for unemployment relief, have not disturbed 
the dedications but have eliminated some of the budgetary evils 
associated with the practice. In the 1933 reform some of the 
statutes provided for steps bringing the expenditures under 
budgetary control.' · · · 

Some of the items are not continuing or fixed solely by receipts, 
but are fixed by appropriations. Cline has shown, however,. that 
the existence of the revenue assignment provides a background 
for inflated appropriations. He notes: · 

the continuance of such an extensive use of the practice of 
dedication still complicates budgetary planning, the form of 
the budget, accounting records, and treasury administration. 
The evil is aggravated by the danger that the recipients of 
dedicated funds will exert sufficient pressure to be allowed 
to spend about the full amount of revenue collected, regardless 
of whether this will result in the soundest and most economi
cal use of State funds. If the dedicated revenue has been 
collected and is lying idle in segregated funds, the recip.:· 
ients of such money have a powerful argument with the 
legislature for larger appropriations. They can claim that 
since the money belongs to them, they should be allowed to 
spend it and that their expenditures "do not increase taxes 
or constitute a drain on the general fund.''. One may venture · 
the opinion that the beneficiaries of dedicated funds will be 
allowed to spend about the full amount of revenue collected. 
·u the latter becomes insufficient they will endeavor to have 
it increased, as the fi.sh and· game commission did a short 
time ago, when it persuaded the legislature to double the 
charges for fish and game licenses.• 

In the highway budget law, there are still provisions that 
require that certain mandatory dedications shall not appear in 
the annual appropriation acts. Such eontinuing appropriation 
items also eover some part of the debt service charges. From the 
point of view of fiscal policy and budgetary eontrol. New Jersey 
bas much to learn from its neighboring State, New York, regard
ing bud{l'f'tary unity. 

A typical attitude toward the assignment of funds is noted 
in New Mexico and North Dakota, two states that differ in 

• Cline, op. "''·· pp. 12-13. 
'NN J~r~r~ lAw (1933), e. 1113, !93 and 451. 
• Cline, o,. mt., p. 2T. 
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~ther matters of budge~ry policy. In the former State, personal 
mco~e tax~,. corporate mco~e taxes, the sales tax and the liquor 
tax, m addition to automotive ·taxes, are all assigned for stated 
purpos~ In North Dak~ta a ge~eral property tax and a sales tax, 
m addition to several mmor leVIes and the automotive taxes, are 
assigned to stated purposes and are carried in specific-use funds. 

There is some indication that outside of its assignments to 
the autonomous State highway fund, the bulk of Oklahoma's 
revenues will shortly accrue to its general fund. 9 The recent 
survey showed the usual prominence of minor and unimportant 
specific-use funds in addition to several major assignments. The 
Brookings Institution, whose experts made the survey, discussed 
the problem and recommended changes designed to unify the 
administration of approved separate funds. The abolition of 
othe~ was suggested. The comments in the report for this State 
convey the same message noted in the already cited Iowa and New 
Hampshire surveys. 

If the ·finances of a government could be handled like 
those of a private corporation, it would be unnecessary to 
recognize fund distinctions, as all receipts would be covered 
into a single pot, or general fund, from which all payments 
to meet obligations would be made. This would greatly 
simplify the accounting and reporting work, as but one set 
of books would be required to gather the accounting infor
mation needed by the management. Unfortunately, this con
dition does not obtain in government. A government has 
the responsibility of handling large sums which are of a 
private trust character, and even in respect to public funds, 
many legislatures, particularly of Oklahoma, have, as a 
matter of policy, earmarked much of their revenue for par
ticular purposes. The obligations and limitations that are 
thus set up can be met only by handling each category of 
receipts and expenditures as a separate accounting proposi
tion. This is done by treating each such category as a sepa
rate "fund." Each such· fund has, as it were, its own 
accounting personality, its own receipts and disbursements, 

. its own resources and obligations. The formal establish
ment of definite ''funds'' and· the funding of all receipts 
are universally practiced by governments to safeguard 
resources and to restrict and control expenditures .••. 

All funds now recognized by the legislature, but excluded 
from the list, should be abolished; since no real purpose is 
served by continuing them, inasmuch as any deficits in the 

• :By legislation in 1935 Oklahoma abandoned the earm~rking of .a large 
portion of state eolleetiona for the common schools. Exceptions to th1s trend 
were the collections from the beer tax and a small part of the gross production 
tax. It would appear that the shift is definitely toward the policy of covering 
eolleetiona into the state general revenue fund, with legislative appropriations 
for suppori of the schools aud other ~ctions. Ra~ond D. Thomas, "Recent 
Changes in the Oklahoma Tax System, Ta111 Magazme, Vol. 14, No. 9, Sept. 
1936, pp. 522-3. 
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more important ones omitting, for example, the Fire Mar
shal's fund, and the C. A. N. U. support and maintenance 
fund, usually are financed from the general fund.10 

Recommendations were made by the Institute in connection 
with special fund practices. They indicated the extent of the 
reforms needed to eliminate defects in accounting and custody 
practices associated with the numerous funds.11 The report com
mented on the practice of dedicating revenues for specific pur
poses. It noted that: 

As a matter of policy, the legislature should discontinue 
the practice of creating special funds, except where there 
is an obligation on the part of the State to use the revenues 
received from specific sources for special purposes.11 

In the discussion upon which this recommendation was based 
there is a less sympathetic attitude towards assignments than may 
be noted in some of the other state surveys made under the auspices 
of the same Institution. The discussion may profitably be quoted 
since it reveals a keen appreciatioq of the disadvantages of unes
sential assignments. The depressioa. evidently is responsible 
for such a clarified attitude. 

There is an undoubted urge in every state to endow certain 
activities and to remove from the financing of those activi
ties the uncertainty involved in submitting them periodically 
to legislative scrutiny. Those interested in special activities 
are impelled to seek security for their special interest by 
the creation of special funds to be devoted exclusively to the 
financing of these activities. The procedure provides a 
degree of certainty upon which plans for the development 
and functioning of certain departments can be safely based. 
Nevertheless, from the point of view of sound financial admin
istration and of the effective functioning of democratic gov
ernment, this practice cannot be too severely criticised. The 
burden of proof should always be in favor of passing all 
revenues through the general fund and placing them under 
control of the legislature. 

Only where the tax is apportioned on the basis of a prin
ciple which requires that the proceeds shall be devoted to 
special uses can the establishment of special funds be justi
fied. Such justification, for example, is undoubtedly present 
in the case of special taxes on motor vehicles which rest 
on the prineiple that the cost of the highways should be 
~ largely against the users thereof. On the other hand. 
there is no such compulsion in the ease of eertain special 
taxes, which are now all~ated to edueational funds and to 
a number of special funds. 

It may be a hardship to subjeet speeial activities to the ---
11 BI'Mkillj!'l IDatitutioa, OlLaltOtU 8t.lf"ffey, op. cit., p. 267. 
UffH4., p. 2i0 •. 
UJW., p. 271, 
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vagaries of legislatures, but it is necessary to impose this' 
hardship . if democratie government is to function effec
tively and. an adequate system of financial administration 
attained. The~ legislature is the policy-making body. Its 
responsibility is to determine what activities are to be under
taken and to what extent they are to be conducted. 

There is· no necessary relationship between the yield of 
tJpecific taxes and the cost of carrying on given activities. 

· The segregation of special revenues' to special purposes may 
result in an excess of revenues for certain activities and an 
inadequacy of revenues for others.. In order to operate an 

' effective budget system, all activities must be brought within 
its scope. Each activity must be evaluated with reference . 
to all the other activities, and the available revenues appor
tioned according to the relative importance of the various 
services as determined by the legislature. The segregation 
of special revenues to special purposes is an evasion of legis
lative responSibility. It destroys efficient financial adminis
tration~ It deprives the State of a periodic appraisal and 

· .examination of the activities being carried on and the relation 
of the costs of those activities to the revenues available. If 
the finances of the State government are to be placed upon 

· an efficient basis, all revenues should be brought under the 
control of the legislature through a budget system. Only 
where there is an obligation on the part of the State to use 

· ·the proceeds from specific sources for special purposes should 
special funds be established.18 

Ohio 
· In Ohio,· in addition to the usual highway assignments, the 
important sales and cigarette levies are assigned for educational 
purposes. An authority on the financial affairs of the State has 
noted increased :fiscal difficulties which arise even in cases where 
the budgetary control element is satisfactorily handled through 
a covering of all the assignments in the ·general fund. The inad-

. equacy problem still remains. The State's ranking financial 
officer described its assignment and multiple fund practices as 
follows: -

: Those charged with conducting the financial operations 
of the State government normally think in terms of two 
main funds. The highway fund is chiefly fed by the gaso
line and motor vehicle taxes. . The entire receipts for the 
biennium from these sources is customarily appropriated 
for the pu~~pose of the hig~way ~epartment. . ~his depart
ment is expected to expend Its entire appropnabon and t~e 
extent of its activities· is measured by the amount that 1t 

. . receive&. · 
· . All of the other one hundred fifty-six ditierent offices, 

departments, divisions and institutions of the State govern-

.J•lbitl., p. 218. 



ment are supported from what is known as the General 
Revenue Fund. Nearly all of these other spending agencies 
have appropriations in fixed amounts. It is this fund, there-~ 
fore, which gives State officers their chief concern in man-
aging the State's affairs. f~ 

.A1J a matter of literal fact, the General ~v ue Fund is 
made, by somewhat extra-legal methods, to c prise' a host 
of smaller and s;upposedly independent fun Nearly every 
time a new governmental activity is pressed upon the atten
tion of the legislature, its proponents urge that it will cost 
the State government nothing because it will produce enough 
income to support itself. If the legislature establishes the 
new service, a special fund is created into which are covered 
the receipts of the enterprise and from which its expendi
tures are paid. It is the history of practically every such 
fund, however, that after a few years this self-contained 
repository is opened at one end, the receiving end. Addi
tional appropriations begin to be made out of the general 
revenues and thereafter to all intents and purposes, the 
special fund becomes no more than a ledger account. Nearly 
sixty such fund accounts now complicate and encumber our 
books. With few exceptions, they could be abolished and 
consolidated with the general revenue fund without any 
change from the present method of their operation. In 
truth, the irregular accrual of their receipts and the relatively 
steady flow of their expenditures enforces the practical 
requirement that they be treated in that manner ·now. Were· 
they not, we should always have some of them insolvent while 
others were flush with unused surpluses.16 · 

As in the case of the conclusions based on New Jersey's expe
rience, it may be noted that the specific fund tie-up neither 
promotes economy nor insures the creation of a self-balancing fund 
financed by a benefit relationship. The restriction and control of 
expenditures has not always been successfully achieved. . 

Orecoa 
Continuing the discussion of states, Oregon is noted as repre

sentative of a group that has both permanent and transitory 
examples of assigned revenues. Permanent items include specific 
mill levies of the property tax assigned to schools and highways 
and the usual automotive assignments for the highway fund. 
The sales tax in effect until June 30, 1936 was also assigned to 
schools. The alcoholic beverage tax is assigned to unemployment 
relief while the yield of the sales tax on gross sales is apportioned 
betw~n the property tax reduction fund, the fund amortizing 
bond issues to pay the soldiers' bonus, and unemployment relief. 
In addition to the portion of the sales tax dedicated for the relief 
of the property tax, the personal and eorporate ineome taxes are 
pledged for the same purpose. 

"Boward L ~via. "Balaaeinl! the State Budget,• ~i..,1 of dwr 
f'tMJatr-F•ftlt. Alltl4llll COIII.ffWift()l, NatiODal To: AllllOl':iatioa_ 1113!, p. 107. 
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Pennsylvania , 

, .In P~nnsylvania a rec~udescence of assignment practices may 
be traced to unemployme.nt relief. The policy here, as in the 

. case of New Jersey and several other states, has led to diffi
culties because of the fact that the specific link has tended to 
encourage the Legislature to give. the taxes a life shorter than 
the expenditure need has required.. In the spring of .1936 both 
New. Jersey and Pennsylvania were meeting a grave financial 
crisis brought about by the inadequacy of unemployment relief 
funds. In, Pennsylvania at the time, in addition to the usual 
assignment to the motor license fund, all the assigned taxes 
were dedicated wholly or partly to · unemployment relief. Of 
the liquid fuel tax share retained by the State, 2lhc is assigned 
to .the motor license fund and 1c is assigned for unemployment 
relief. The capital stock tax, the utilities gross receipts tax, the 
cigarette tax, the amusement tax, ani the documentary stamp 
tax are among those assigned to unemployment relief. The 
assignments were fostered by a. requirement of the Federal 
Emergency Relief .Administration that Pennsylvania pledge cer
tain revenues to meet a $60,000,000 contribution for unemploy-
ment relief. . . . · · : 

A Rhode ·Island budget document (1934) indicates that 
approximately one-half of the total revenues of the State are 
assigned for sp~cific purposes. This is not an uncommon share 
for those states that have not specifically sought to abolish the 
practice. A;mong the assigned revenues are the sales tax and 
the automotive levies. In addition to the general unemployment 
relief and. highway funds a ·few other minor funds exist. 

South Carolina 

· In South Carolina a recent study of the State administration 
has emphasized the problem in that Commonwealth. 

The attempt of the State to overcome some of the admin~ 
istrative problems created by the existence of multiple 
independently financed funds is described as follows: In 
1930, the General Assembly passed what is known as the 
11Daily Deposit Act," requiring State funds to be deposited 
in the State Treasury when collected (Act of 1930, p. 1361). 
It provided, however, that in the discretion of the State Treas-

. nrer, each department or institution may be allowed to main
tain a revolving fund. It further provided that "the pro
visions of this Act shall not apply to fees or other revenues, 

. collected . by any State institution, which are not required 
by law to be remitted to the State Tre~surer.'' The ~t~te 

·auditor estimated that a sum of approXImately one nplhon 
dollars has been made available for general use by the terms 
of this :Act. (Report of State Bank Examiner, 1930, p. 44.) 

For several years the Comptroller General has advocated 
the pooling of all State funds into a common fund when 
deposited in.the various banks. (Report of Comptroller Gen-
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eral, 1931, p. 101.) In 1930 the legislature empowered the 
State Finance Committee to borrow from any department of 
the Sta~ Government ''for the use of the State, any surplus 
which may be on hand in the office of the State Treasurer 
to the credit of th• departments of the State Government. 11 

(Acts of 1930, p. 1344.) · The law provided, however, that 
no funds belonging to any particular department could be 
used by the State Finance Committee "without the written 
consent of the department affected.'' The proviso practically 
nullified the pooling plan.11 

No attempt was made, however, to abolish the funds as. such 
· or to modify the dedications underlying them. The State's per
sonal income tax, in addition to the automotive levies, is assigned 
to funds other than the general fund. The difficulties that have 
arisen in South Carolina because of the autonomous highway fund, 
have already been mentioned. 

Other Statea 

South Dakota tolerates widespread assignments. The personal 
income tax and sales tax are linked to schools and property tax 
reduction funds. The usual automotive levy dedications are 
present. 

In Tennessee the assignment practice is equally popular. The 
general property tax, tobacco tax, and beer tax are assigned 
for educational purposes. Assigned revenues are segregated in 
specific-use funds, are not subject to the requirements of the 
general fund, and are responsible for the usual abuses growing 
out of budgetary autonomy. The writer has been informed 
that: 

A number of special earmarked funds are ~Jlaintained. · 
The balance in each of these funds continues from year to 
year, and unlike other appropriations, does not revert to 
the General Fund at the end of each biennium. There 
were 46 of these funds on June 30, 1934, with a balance of 
$5,459,349.22, of which amount $3,216,903.36 was in the 
Highway Fund.1• 

Texas, Utah, and Vermont are all typical in their assignment 
and fund policies. In all of these States the schools and the 
roads benefit from the bulk of the assigned revenues. In none 
of the group does the usual specific-use fund set up appear to be • 
missing. 

Washington offers an interesting example of an assignment 
policy obviously carried over to newer taxes from the specific 
mill levy period. This refers to· the taxes on retail sales of liquor 
sales, admissions, business and eapital, ete., which are assigned 
to three funds and five particular higher institutions. The 

11 JamH Karl ~lemaa, Bt•t• All•...,..'"* ia B'*tl C..-oliu (New 
York, 1935), p. 60. 

11 BU,~t•rr s,.,,... of ftttwatt", op. til., p. I. 
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· assignments are based on percentages of the yields varying from 
58.51% to 0.045% to particular purposes.17 In addition the 
general property tax and the proceeds of several'· other 'non~ 
tax. revenue sources are linked to educational facilities. Assign-· 
ments . are credited to special fund& created for the purpose. As 
has been indicated, such funds are of 21,n extra-budgetary charac
ter.· In a few instances appropriations are made from the Gen
eral. Fund, in addition to expenditures limited by collected 
receipts.18 • 

A similar linking of tax. yields to expenditures is found in 
West Virginia where all the assigned levies, with the exception 
of the public utility .license tax assigned for regulation of public . 
utilities, are assigned for roads and schools. 

Finally, Wisconsin is less typical than the others because of the 
fact that it fails to dedicate many of its important levies and 
because its assigned revenues are carried in special accounts in 
the general budget.· .In addition. to:· the ·automotive levies, the 
income surtax is assigned to the Teachers' Retirement Fund and 
to unemployment relief. It appears that the income tax proper 
is not assigned.11 

. Summary· and Conclusions 

The foregoing discussion indic.ates the magnitude and com~ 
ple:x.ity of state pract~· }es ..)'egarding .. the assignment of revenues 

• for specific purposes. \J{ strong desire to tie up funds and to I 
_ dedicate them to speci c e:x.pendit.· ures appears to have pervaded 

the minds of most administrators and legislatures in the American 
, commonwealths. As in the · case of other fiscal phenomena, it 

may be. '\ell to seek an explanation in terms of the property tax. 
{ilideology.) The propertyta.X'I>Ylts nature is variable in terms 

of a specific expenditure and Jt has been a long-standing practice 
to levy a property rate which ig in itself a summation of many 
individual rates levied by several jurisdictions for various pur
poses. The need for segregation and for linking particular yields 
to particular purposes became associated with the idea of taxa
tion. (\l'he comparative stability ·and certainty of property tax. 
yields';' as well as the elimination of any problems of fiscal 
adequacy; failed to stress any basic defects in this practice. Delin
quent payments, the property tax. counterpart of cy<lle-sensitivity, 
had not as yet been known to be a grave problem. There seems 
to have been, therefore, no reason why the link of tax revenue 

· to a apecific ~xpenditure was not carried over into the realm 
t:,f other taxes.) Further reasons for the assignments were noted. 

~~ There is in some jl!ris~ctions the desire for enhancing .state credit 
l:l by specifically dedicatmg state revenues for debt service chargei) 

uWashington, H. B. 237' (1935) and~· B. 92 (1~33). 
11 Bvdge& System. of the Btate of WashsngtOil, op. mt., p. 1. 
11 Data regarding the tax assignment and multiple fund practices of 

Delaware~ Kansas, Louisiana, North Carolina and Wyoming have not been 
. assembled.". • 
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~ere have been ~nefit relatio~and__~~-!l!Qca.tions which , 
encourage tax yienr-aerucattoD.S. ~x~ further explanation is 
found in the vhestre to limit the . g powers of legislatures. 
It has already been mentioned that many states have a constitu
tional clause requiring that the purpose for which the tax is 
imposed be made known a}'ld legally associated with ·the tax 
revenues at the time of the adoption of the tax. ) This practice 
in itself does not necessarily · mean the adoption of assigned 
revenues since the states may pay lip service to the requirements 
by linking to the expenditure the revenues to be made out of a 
general fund. The existence, however, of this requirement has 
in many cases established a precedent that is followed. It is 
hence considered a normal and reasonable proced]e to set up a 
fund for every particular levy that is received. The notion of 
a common fund frequently does not exist an the general 
fund is merely one of the multiple funds that are fed revenues 
from various sources. It is not uncommon to see references 
to the general fund as one that enjoys the proceeds of only 
o~ or two important levies.} · 

The states have little ch01ce with respect ·to their highway 
fu d or unemployment compensation arrangements) so that the 
question of eliminating all assignments need not be entertained 
as a matter of individual choice. (It is clear, however, that many 
of the other assignments are not mandatory nor are they linked 
to essential benefit ideals) Furthermore, such coercion as is made 
by constitutional mandate should not be co~idered as an irre
vocable element in the financial scheme. \Soundness in state 
budgetary and fiscal practices will not be accomplished without 
a complete overthrow of traditions and legal frameworks. 
Although it is only a recent development that the absence of any 
assignments has been deemed desirable, the link of this re~orm 
to accepted norlllS of soundness need not be questioned./ 

Pending the changes that will eliminate all needless assign. 
ments, there are budgetary practices that ean be improved. It 
has been shown that a number of practices, at present asso. 
ciated with the assigned revenues, are not conducive to the best 
financial interests. Modifications ean be introduced that need 
not dis~urb the legal and practical signijj.canee of the assign. 
ments. \The existence of autonomous highway funds)has already 
been noted in connection with extra-budgetary iteml Theset are 
unessential and undesirable. Assignment& ean be carried · as 
earmarked book account& within the framework of general hnds. 
Simple bookkeeping arrangement& can take eare of the' neces
sary allocation and supply the information needed for adjusting 
rates, expenditures and revenues to the desired relationships. 
By doing 1!101 a greater degree of budgetary unity in planning, 
votinl!', and executing a fiseal program ean be achieved. New 
York's practices in this matter might well be established as a 
standard for other jurisdictions.) 

If the states abolish non-benefit assignments, improve the bud· 
gt>tary proeedures-a.SSOCiated with those ...... dedieations which they 
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retain: and tend to discourage the setting up of special and· 
separate funds for self-balancing categories, they will have pro-· 
gressed far on the road towards budgmary unity. Only trust 
funds and other exceptio(nal elements will require any indivdual· 
budgetary · recognition) If, furthermore, the ·loan expenditures 
are related to the general scheme "bf fina~s-and future com
mercuil and mdustrial enterpnses are developed and properly 
budgeted, the states will have .no difficulty in achieving a true 
budgetary unity.)(Such a condition, with all its inherent advan
tages, is definitely'worthy of being a reform goal. It is a mark 
of maturity that not a single American state today show) No 
commonwealth, however, requires fewer· changes in its policies 
and its legal basis to achieve this ·status than does New York. 
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BUDGET PROGRAM PREPARATION 
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~HAPTER· XXI 
tJ'HE PROBLEM OF PREPARING THE BUDGET PROGRAM 

Procedural Stages in Budgetary Matten 

The budgetary practices of the American states must be 
treated in terms of a democratic form of government. Fortu
nately this form of government may still be used as a basis 
for describing the practices of some of the leading nations of the 
world. \In an analysis the provisions and urocedures governing /J. L .... • & 
the I formulation practices must be viewed. "'"The deleKati~~..,..~ i 
power to __ the exe~ubve is a basic_featur(LofjhisJta.&'.Z--The ~~ 
varfous methods and "procedures·-associated with the ~I.L of f I v T 
the fiscal prog~a by the .legislative bodies cannot llere be neg- . 
looted. Equall the execution of the voted program involving~ 
methods of ~~ · tion, cl;t!.U]ge,...and control must also be analyzed · 
to complete the study o! the pudgetary system. The three basic 
stages are discussed in order) ~This arrangement must not obscure 
the fact that there is a con(muity involved and that no procedure 
is isolated, with respect to time, from any of the other8J At all 
times the various procedural stages are closely interreYated. It 
will be necessary to include as part of the subject matter of this 
study ln analysis of the methods by which these various pro
cedures,are coordinated and interrelated.) A splendid example 
of such interrelation is found in the fac( that the time of some 
of the preparatory procedures must bear a proper relationship 
to the measurement of the accomplishments of the currently clos-
ing period. · 

The preparatory stage has occupied the center of budgetary 
discussion for many years. A variety of practices are covered 
by it. The fu:st steps involved in formulating the financial 
program for a coming fiscal period are concerned with the col
lection of the data necessary for the compilation of estlDlates. 
P'rom these---afinancial. program prepared by the governmental 
agencies empowered to compile and coOrdinate the requests and 
forecasts is formulated. The program prepared is what is most . 
commonly kdown as the budget. 

-'Budget Programs and Fiseal Policy 

The second chapter of this part attempts to define the inter~ 
relationships between administrative provisions and fiscal policy. 
To a marked degree'-D.sea1_j)Qh~~JlL..aiidlridirectl:r 
~ulded by l_aws and .:custom. Intlie"case of national-govern
menbC legal provisions that stress a balanced relationship 
between income and outlay are scaree. Only indirect require
ments and tradition and custom act as influencing factors, if 
any can be discerned. It ean nevertheless be shown that there 

rt~t!n 
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are national budgi:lt systems that encourage radical types of 
{iscai_I>l~Juling, . ~bile .. oth~rs encou,r-age-·~~!!_v~·.::Jina_h~i§f 

• v programs. The Situation. m these JUrisdictions is shown to be 
~erent from that found in the American states. It is 
not possible for most state .officials who prepare the financial 
programs, to plan legally for any but balanced budgets. Adminis
trative requirements, apart from debt limitations, are found in 
abundance. The states, therefore, are analyzed .from the point 
of view of the fiscal programs that they must formulate and of 
the requisites. of a budgetary system to meet .the burdens that 
such requirements. impose. 

· v Budget Program Preparin:g Agency 

The task' of th~ preparatory procedures having been .deter
mined, the nature of the agencies and officials charged with 
the formulation duties are next · discussed. · This forms the 
subject matter of the next two chapters. One of the most impor
, tant phases of the major American. budget reform goal, namely 
executive budgeting, is a relevant problem. In terms of fiscal 
efficiency in general and the adaptability to modern and eco
nomic fiscal phenomena in particular, the problem is one of 
measuring the efficiency, abilities, and responsibilities of the 
various governmental agencies to which preparatory functions are 
allocated. The chapters answer the questions, ''Who prepares 
the budget Y"; ."What are the powers and duties of the budget 
officials?"; and "What can be done to insure a better distribu
tion of the preparation duties?" . 

..1 Estimating Problems and Procedures 

The chapters that follow elaborate the procedural aspects of 
· the preparation stage. It will be shown that certain methods are 
more amenable to an efficient formulation of the fiscal program 
than others, because certain procedures are best adapted to cer
tain demands on the planners. In discussing various methods the 
timing associated with the procedural ·aspects of budgeting is 
stressed. Primarily the relationship of the preparatory stages to 
the introduction of the fiscal program in the legis]Jl.ture and the 
relationship of this and subsequent stages to the fiscal per!od 
itself are discussed. The problem of the dates of the fiscal period 
in relation to economic phenomena is also analyzed. It . will be 
shown that the most drastic failure of procedures developed in 
terms of administrative and political efficiency to conform to 
economic 'and fiscal necessities lies in the disregard of costly time 
lags. The. time element is stressed also because of its impor-

,.lt~ce to the-problem of ~imating. 
• With respect to ~es, t.h~ budget is essentially onl! a 

f.s?l. ecast.. and its subSequent validity and usefulness depend m a 
large measure lWOn the accuracy of the fiscal propheci~s th~t 
it must"'m.ake. ) ~udget estimates do not assure any !elabonsh1p 
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between forecasts and accomplishments where tax revenues are 
concerned. The expenditure estimates are of a different charac
ter and their acceptance as the baSiS for legislation determines 
the maximum amounta which, barring legalized changes, will 
be expended. ) The importance of efficient estynating as an ele
ment of budget formation is understandable.\ _The background 
for such esti.Qlating superiority forms the basis for the judg
ment of the -ftrious procedures.) A chapter is devoted to the 
elaboration of the estimating problem outlined above. Following 
the chapter presenting a somewhat curtailed survey of the prob
lems and pra.ctices affecting national governments, another pre
sents a detailed survey of the practices of the American states. 
Because of the almost universal neglect of revenue-estimating 
implications that phase of the budget system is stressed. 

J.vr. ~ . 
~~):1~. 
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CHAPTER XXII 

BUDGETARY PRACTICES AND FISCAL POLICY 

Planning Balanced Budgets 

(An efficient budgetary system may· aid in planning and bring
ing about the accomplishment of a desired . fiscal policy. It may 

, e'!en be of .assistance in se~ecting a policy. However, the plan
rung, adoption, and execution of a financial program ~t ulti-
11!-ately. depend on fiscal, ~()ll.Omic, and :egll_tJcaLjactQrs. Espe
Cially m the case Or national governments, -the usual absence 
of legal requirements dictating the choice of financial and eco
nomic policies, as well as the importance of political factors, tends 
to reduce the relative influence that the budgetary techniques 
may have on fiscal matters. 
( For the American states )it has already been stressed that 

~egardless of financial, econoruic, or political developments, plan
ning and accomplishing a balanced fiscal system legally is 
deemed desirable and necessary) However, in the jurisdictions 
under survey, to the adminisfi.ative practices some degree of 
influence may be attributed. · . 

In order to reduce to a comparable basis the national and state 
problems it will be assumed that the former are exerting forces 
towards stabilizing the public finances and expressing such sta
bilization in a balanced budget program. Such an assumption 
does not necessarily involve an illogical tour de force. l!.llum.td 
.deficits are still viewed with apprehension but they seldom need 
'De""iC'Companied by a desire to relax the careful planning which 
:is more readily associated with a balanced budget program. Fur
thermore, it will be assumed that those preparing budget pro
grams are not presenting paper balances which they know will 
break down in actual developments. Ql!~Uakes for grantedJhat_ 
estimates of probable needs and income are as accurate and 
ieTiabie as· i}Ossible,· -~-· ·- · ·· · · · · -· 
-nisregarding various special circumstances and conditions and 
retaining the assumption regarding balanced budgets the problems 
faced by national and state governments are alike. From the; 
point of view. of preparing the fiscal program for submission to 
a legislature the executive agencies of the government may be 
forced by legal compulsion, coerced by tradition, or may be actins-1 
in a manner expressing voluntary decision. 

The Governor of New York Stat~, the Chancellor of the British 
Exchequer, and the Finance Minister of France may be considered 
representative executives in the respective categories. In each 
ease adverse economic circumstances and the usual intra-govern
mental difficulties and obstacles present in democratic governments. 
may be .readily imagined. 

r26sl 
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eqm1 rmm is fre uentl re m a prevents 
con mue a ance re bo:n.ship m actual practice) In other 

words, there may be an unrealistic assumption involved in the 
belief that executives are . always deeply concerned with more 
than a projected paper balance. 

. In the following papers some of the practices and provisions that 
determine the nature of the fiscal programs in national jurisdic
tions are analyzed. 

Budgetary Influences on Fiscal Policy 

Great Britain 

(T~e British, !or exam pi~, have a traditio~al as well as a le~~lly. 

~
qmred practice of lakmg recommendations for the finar.emg 
anticipated deficits. The British provisions, however, plate no 

strfctioiisoii the ma ner in which the recommended balance is to 
e achieved, and may (include the financing of expenditures 

,through loan financing. The practice contrasts with that noted· 
in the American states. On one hand it d,Qe!Lnot enfQrce j. .strict. 1 

relationship between current income aud. outlay. On the other, 
iiO~f!.~l~!l.tJ>Lthe _financing pro"bl~m- is _san~tio~ed. c. There is .no ' 
f!.tJ!O~Lto minimize the part that _borrowing is to play and . no 
~ncouragement for over-optimism in_ the~ estimatiri[_ ol=.revenue 
yield:s: jThe current British armament program, for instance, is one 
ffi:Lanced partly through borrowing. It is, however, an exceptional 
procedure and the traditional British policy has been similar to 
that of a jurisdiction operating with variable property tax rates. 
The British, following. an established custom, use one direct 
and_ one indirect tax_ as a -variable element in tlie1r fiseaCpro-~ 
gram. The periodic variation of the indirect tea duty was aban~ 
aoned for a number of years. However, in the 1936-37 budget 
program submitted by Chancellor Neville Chamberlain, a re-intro
duction of the variable tea duty rate was made. The more 
important and frequently used stabilizing tax is the income 
levy. The normal tax rate of so many shillings per pound of 
taxable income varies, while the sur·tax rate structure or its· 
progessivity does not necessarily change. It should be noted 
that the periodic rate revision does not restrict the scope of 
tax reforms that may be recommended through the medium of 
the budget message and does not relieve fiscal authorities of 
any of the duties found elsewhere in eonnection with the prepara
tion of fiscal programs. '!'ax }:efo}'ms may take .Place. at.any .time... 
and they need not necessarily_be related to the actual .need& ..d,ic... 
tated by eUIT('nt balancing_ requirement&. The changes in the 
rates, if any, are not made mandatory by law nor are they aided 
by a lapsing of the statutes. 

r ~In Great Britain are found none of the legal institution~ that 
I make the preparation of a budget balanced by tax revenues manda. 
l tory. IThe fact that the British may expect a variation in the 
rate of the income tax Bt"rves to bring to the foreground the 
incidence of any plan for & new expenditure program. Politieal 
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groups that encourage outlays must reckon with the attitude 
of the Ghancellor of the Exchequer. Taxpayers similarly must 
at all times realize that the taxes that directly affect them, the 
tea duty and the income tax, will bring home to them the cost 
of any increased program. It is particularly the universality 
of those two levies that must be a powerful force in the support 
of the amazing national enthusiasm for conservation in expendi
ture. The public 'realizes how the incidence of a new expenditure 
·program will be borne. The British system does ·not discourage 
adopting vast spending programs; nevertheless, their deficits are I 
infrequently planned and only occasionally recurring. 

\ There appear to be no restrictions upon the expenditure esti
jmat~ that may be submitted to parliament. The budget is 
· trul/ the :fiscal program of the ,government and not the result 
of S::>me required clerical compilation on the basis of existing 
statutes. The segregation of the unchangeable and more continu
ing elements of the system of the Consolidated Fund Service has 

· already been noted. .In general the comprehensiveness and unity 
are such that fiscal planning is not hampered by defects in the 
budget as a tool. The practice under which the defense services 
submit only lump sum estimates until the last step of their sub~ 
mission is one that undoubtedly relates to factors other than 
the , immediate one of ~urthering a balanced budget. This is 
typical of the exceptions to a universal procedure. Such excep-
tions are negligiQle in their implications. . 

The discussion of legislative restrictions below will indicate the 
extent to which the government is empowered to maintain and 

· insist upon the adoption of the program as submitted or endorsed 
by it. British political_ practice ~-a, _war.J~p.ds to .. pose t:he_ prob
lem as a iiiatter of·gOYet'JLm.ent confidence. This again 'adds to 
iheiiDportance of the formufatiOii-ofthe' proposed budget pro
gram. It does not encourage the executive to shift to the legis
lature the solution of difficult problems, a practice not unknown 
elsewhere and all too common in the American states. The 

· concept of an executive budget is found in its highest development, 
since the executive stands and falls with his fiscal program. 

The Empire. Group . 

The British dominions and the Irish Free State apparently 
have an attitude that is slightly different from that of the British 
toward the problem. · Their :finances have more frequently been 
associated with planned deficits. Nevertheless, they have pro
cedures that can and do enable them to give to the balanced 
program, which the financial ministers submit to their legislatures, 
a better chance of survival in the parliamentary deliberations and 
at the hands of economic change. 

In Australia the British type of ritual built around revenue 
proposals is still found.' As a feature of the government-sponsored 

l The revenue proposals are not made known to the public until the date 
of the opening of the budget speech, thou¢t there is some indication that 
Australia does not adhere as strictly as Great Britain to the practice. 



NATIONAL AND STATE BUDGETARY .METHODS ~71 

reflation program there is necessarily a greater sympathy towards 
deficits than has been noted in England. The Australian system, 
however, does not deserve to be ranked with those that recog
nize no administrative influences on the maintenance of a strictly 
balanced program or with those in which the deficits can in any 
reasonable measure be traced to inadequate budgetary practices. 
Australia'& experience should be approached with a view to stress
ing the fact that efficient budgetary practices are not to be linked 
solely with economy measures. . 

In Canada, as in Australia, there does not appear to be tradi
tional recognition of a viarable tax element that is modified 
periodically to minimize borrowing. The Canadians do, however, 
coOrdinate their tax proposals and time them in relationship to the 
already known expenditure program. They are better prepared, 
than are the nations outside the British group, to establish a 
sound background for the maintenance of a balanced relation
ship. In this Dominion restrictions on a legislative initiative 
and modification powers place an important stamp of permanency 
on the proposed budget and it is therefore of great significance 
to know the nature of the balance that is established in the 
projected budget. 

India, with its empire government structure and other charac
teristics peculiar to that far-eastern portion of the British area 
of control, offers little of interest on this particular question. The 
powers of the budget planners to dictate economic and financial 
policies is such that their decisions alone are significant. 

New Zealand, even to a greater extent than neighboring Aus
tralia, fails to display any of the traditional British practices that 
result in the preparation of a balanced program. There is no 
evidence of a periodic tax revision for stabilization purposes. The 
place of such a tradition bas been taken by a planned economy 
influence of which the public finances are but an integral part. 
The privilege of such an attitude is not one that the bulk of 
the American states are ever likely to enjoy. ' 

In the Irish Free State, however, procedures that are favor
able to solutions of the fiscal problems of the American states 
may be discerned. The stress on balance may be noted early in the 
requirement that the spending agencies may not make proposals 
for new and increased expenditure without prior consultation and 
approval of the Minister of Finance. Th'ere is a requirement · 
that the Department of Finance make known and submit for 
information purposes the estimates for the Central Fund Service, 
over which it bas no jurisdiction and which the Chamber does 
not review. This is indicative of the extent to which the Irish 
Free State procedures plan to insure the consideration by both 
the ~rovernment and the legislature of a balanced progTam. The 
pra<'tit-e with respect to tax proposals is similar to that found 
iu the other British-type jurisdictions and omits the traditional 
adjustment of a single tax for balancing. It should be noted,. 
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further, that the Irish Free State is among the group that places 
effective restrictions on the modifications that the legislative may 
introduce in the fiscal program. 

There is ample evidence that the various British practices in 
connection with preparation reflect the importance of that stage 
in the scheme of the public finances. 

Germany 

Only a few nations restrict the nature of the program that 
may be submitted. These restrictions are infrequent and seldom 
effective. Germany, while operating under the Weimar Constitu
tion, furnished the best example. Its problem is briefly discussed. 
The situation in the federal government of the United States shows 
clearly that neither law nor tradition points the administrative 
or fiscal policies towards a balanced budget. This furnishes one 
reason why the legal background of Germany might display greater 
relevancy for American states. 

In Germany there were attempts to restrict the types of expendi
tures, that the government might propose and that might tend 
to encourage excessive appropriations by the legislature. They 
were a strong feature in the various Germany economy drives and 
were deep rooted in the anti-inflation budget provisions. Perhaps 
no other national government operated with a budget system that 
so strongly influenced its fiscal policy as did the German Republic. 
Neumark has indicated that in the budget might be included only 
those expenditures for which executive authorizations were pro
vided or which were necessary for the fulfillment of legally 
obligated duties of the Reich. 2 Such restrictions would require 
a segregation of new expenditure items and their special adoption 
through legislative acts upon which an extraordinary element of 
publicity centered. Furthermore, the Germans evolved methods 
of forcing the spending agencies to take into account economic 
conditions as fully as possible when formulating estimated needs. 

For political, economic, and other reasons the new Republic 
could not plan to follow the British and adopt a stabilizing tax 
or group of taxes. Even if such a plan had been adopted the 

· major tax revisions that continued throughout the decade during 
· which the Weimar Constitution functioned would have over· 
shadowed it. The Germans did, as noted elsewhere, have a 
restriction on borrowing which more ·than compensated for the 
absence of a constitutional mandate as a potent influence on the 
submission of .balanced programs. 

The German practice that most recommends itself is the effort 
to control from the earliest stages any increases in estimates. At 
several times . the government, through executive orders, is said 
to have added limitations to the changes to be made in the func-

. tions for which estimates were admitted. This does not imply 

· a Neumark, ap. cit., p. ·1a. ; 
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that changes were not made but that those that were admitted 
were in keeping with economic influences, such as changing price 
levels, and with the exceptional fiscal pressure under which the 
Reich was usually operating. No definite connection between 
the budgetary practices and the .fiscal accomplishments can be 
found because of the unsettled conditions. What the American 
states might learn is that the Germans realized that it was more 
important to know what was in the program and how it got there 
than whether the totals left a. plus or a minus. · · 

yi'United State& Federal Government 

I 
In the United States federal government neither tradit·i·o· n. nor 

law makes the budgetary system a. contributing factor in the 
planning of a. balanced budgetary program. ThLCJlstoii'!att.. 
influences of Great Britain's system. are unknown. Our President 
lias full discretion -a.s ·to whether or not he wishes to recommend } 
estimates of expenditures needed to execute existing laws. The 
practice has been for the President to follow the custom. of includ. 
ing estimates for all· existing activities. Only with resp~tJo_tb.e.. 
~mergency_spending and lending agencies, unti[~ece~Uy~:p.joying. 
a modified..extra-budgetary st.11t~, has the Pre..si4.eJ1! uli!ed hi&..budget 
message_ as .@._.velJ.j.cJ!Lfor_propo~iiii_!lha!_l~S in ~licy. The com
ments of the Committee on Federal Expendffuresol the Chamber 
of Commerce of the United States on this question are of interest. 

Estimates containing no clue regarding executive opinion 
as to whether certain activities should or could be eliminated 
are not conducive to economy. This is particularly true in 
view of the decided tendency of Appropriation Committees 
to report an appropriation for each object for which pro. 
vision was made the preceding year. There is considerable 
reason for this, for obviously an Appropriation Committee can· 
not, in view of the large number of items, make full investi- . 
gation of each detail and would be swamped should it attempt 
to do so. The result is that various expenditures are not sub. 
jected to the critical or detailed analysis which is necessary 
for economy and, once an appropriation for an activity has 
been made, there is a strong tendency for it to become per. 
petual even though its elimination might well be justified. 

It is believed and urged that the present practice of includ
ing in the Presidential budget document estimates for all 
existing activities should be modified. While all existing activi
ties might be listed, differentiation should be made between 
those the President believes should be eontinued and those 
which in his opinion should be eliminated. 

The present practiee is apparently followed for one or both 
of two reasons: (1) in order to avoid on the part of the Execu
tive the appearane.e of infringement upon the prerogatives of 
Congress; and (2) the provisions of eertain &tatutes which 
are interpreted to require the present procedure. The law 
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should be so amended as to require the President to indicate 
in the executive estimates any activities which in his opinion 
should be discontinued. 8 •. 

. The problem iS one that need not be analyzed at length. 
in this study. However, the "Arguments in the Negative" 
furnished to the readers of the above-mentioned report bring out 
clearly the manner in which are interrelated budgetary procedures 
and matters of fiscal policy tending to bring about economy and 
administrative efficiency. It is pointed out that our budget pro
cedure has not successfully created a traditional concern over 
balanced budgets. In discussingt the problem of the budget pro
gram as a vehicle for executive proposals for the discontinuance 
of activities the Committee reports critically that~ 

A course such as this would tend to introduce into the 
exeeutive department an element of friction and discord. It is 

· obvious that the President already has such burdens that be 
ca'!!!:_O.t.E9-.P!!!':8.9.1laU;y:._intoaJ!.!~e ql!_estions of policy involye~Jn 
ilie c.Q_n~U,!IDCEL.!>t_ aba:q.donment .. of..: thCiw.merous.:-actiYlties.. 
~Ltlie government. He would have_~o. rely principal!x upon 
his bf!<lg~t.....9fi.ic~r_for::ftuggestea:eluniiuitions.--·---- --

1 
'"--'U'J.Scontinuance of activities, moreover, normally would 
involve matters of policy. They may be expected to affect 
members of the cabinet in their relations to their own depart
ments; and the larger the attempted saving, the greater the 
effect upon the department will be. Cabinet members, not 
unreasonably, might consider themselves as competent as the 
budget officer to determine matters of policy affecting their 

. respective departments and friction between them and the 
• budget officer would be almost inevitable.4 

Whatever the pros and cons may. be, it is evident that no 
device to segregate new or increased items is used and that the 
federal government offers no opportunity to observe the usefulness 
of the device. · · · 

One of the reasons why some of the influences that may be 
observed in Great Britain are lacking here is that in the 
United_States it is only with respect to the estimates conveyed 
to the Budget Bureau by Congress and the Supreme Court that 
the President legally has no choice with respect to elimina
tion and modification. 'rhtL.,adrisory character of the Presideut'.s 
-erogram is best .!~~-jn thi$ )nformal.attit~de with-"res~~ 
the mclnsmn _oi e~enditure Jtems. There 1s, however, m the 
Budget and Accounting Act the provision that the President must 
make recommendations for removing the pending deficit, if the 
estimated expenditures exceed estimated revenues plus any Treasury 

. a Report of tlae Special Committee 0'11 Federal E:rpmditu.res, op. cit., pp. 6-8. 
. fo/lHd.., p. ll. 
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surplusea that will be available! ; · · , · 
This provision has no effectiveness in requiring the submission 

of a program balancing expenditures with tax . revenues and 
specifically endorsed debts. ·· ' 

l.he.r!Lis .. no . traditionaLpractice.~or.._api..J~~!_ptQyision __ that 
!_eq':J:ir~!J.he President to suggest. varying_ tax. !ll;tes !>_X:_J!!..eth9~S J>f 
refoJ'ming.J4eJederal.tax.. ~t~m_s9 as to mcrease revenues .. The 
traditional system, if any, discourageS ifs1nctf{ai measures are to 
be initiated jn the .House. There is l!U~tomj~n<ler~whiclLth~ 
President is expected to review tax. rates periQdically . .in. orderJo.. 
@:s~ure~ adequate_ r~ven~es. --A. recenf bill, ~which died in the Ways 
and :Means Committee of the House, would have given us a legal 
requirement to follow the British practice.6 . In the description of 
the provisions of the bill, some notion is gained of. the extreme 
ideas as to how budgetary legislation can shape fiscal policy. 

In connection with this suggestion, somewhat incongruous with 
a planned deficit philosophy, the general question about the 
emphasis on expenditures comes to mind. The President submits 
an advisory expenditure program. and relates it to his revenue 
estimates. For example, he does not regularly, as do the British, 
submit a revenue plan through the medium of the budget message. 
The C<lmmerce Chamber's C<lmmittee considered the problem. Its 
report commented favorably on the de-yelopment of the revenue 
features. , . . . 

. Up to the present executive recommendations in the budget 
message regarding revenues have been scanty and inadequate. 
About half of the budget messages contain no recommendations 
whatever regarding revenues. Even when recommendations 
do appear, they are generally contained in one short para
graph and couched in language too general to serve as a 
guide or to carry much conviction. No fiscJl!..P!:.oKJ:&I!!.. can be 
e~lete unless the revenue aspects are fulll developed.' 

~-·---- . ··--· . ' ---
• If the estimated receipts for the ensuing fiscal year ~ntained in the 

Budget, on the basis of laws existing at the time the bud,aet is trans· 
mitted, plus the estimated amounts in the Treasury at the elose of the 
fiseal year in progress, available for expenditure in the ensuing fiscal 
year, are less than the estimated expenditures for the ensuing fieea.l 
year eontained in the Budget, the President in the Budget shall make 
rerommendationa to Congress for new ta.xes, Joana, or other appropriate 
action to meet the estimated defieieney. Budget and Aooounting Act, 
42 Stat. 20, 21 ( 1921). 

• H. R. 11,895, introduced by Rep. W. D. McFarlane of Tens (Dem.) 
provides for amendment of the Budget and A.eeounting Act of 1921, as 
amended, to give the President authority to proela.im what increalle8 ia 
the ineome tax ratea will produce revenue to meet the estimated 
deficiency when the estimated receipts for the ensuing ftseal year eon· 
tained in the Bud~. on the b&sis of lawa existing at the time the 
Bu~t i.a transmitted, plus the estimated amounts in the TreuurJ at 
the rlORe of the ftseal year in progress available for expenditure for 
tl1e en1111ing fioa.l year, are less than the estimated expenditures for the 
•n11uin:z: fi~~~~.-al year oontained in the budget. "The Tax lla.guine", VoL 14, 
No. 4, May, 111:16, p. 306. 

'Rt"pOn of tlw 8pteiol COM"'itt"" oa Pd«ol ll.rpttt4i.ttt.f'flll, o,. eil., p. 10. 
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It is necessary only to glance at the Committee's" Arguments in 
the Negative, to see the shallowness of the best arguments that 
can be brought forth against any proposal to present revenue 
problems. 

The Committee recommends that the President include in 
his budget message, when a deficit is expected, recommenda

" tions concerning sources to which Congress should turn fo! 
new revenue sufficient to balance the budget. 

ThEl!'~Jl!".~ practical objection~ to s11ch. a .course. .As is pointed 
. out later, in connection· with the Committee's proposal to create 

. , ·a Budget Committee in each House of Congress, there is a 
'pronounced tendency in Congress to regard appropriation 
measures as non-political, while revenue measures are com
monly intensely political. 

If the budget message goes into detailed revenue proposals, 
and so brings the political element into the forefront, it will 
have a natural tendency to color the whole budget with a 
political tinge. This would be a most nnfortunate devel-

, opment.8 . 

To view one side of the budget as political and the other as non
political is possibly at vari3nce with the facts. It certainly typifies 
the worst interpretation of fiscal interests. If perchance, the 
statements quoted above ·correspond to the soundest reasoning the 
subject lies outside this study. .Any tax provision would in any 
event be· meaningless because of the failure to re-enforce the 
requirements as to the expenditure elements that the President 
must include within his budget. It is obvious also that the incen
tive towards the preparation of a carefully balanced program which 
the legislature could not disturb is also absent. .Any expenditure 
or tax element could be directly legislated by Congress regard
less of its relation to the submitted program. There is, however, 
the regulation, similar to that which is found operative in the 
British-type systems, that the spending agencies may not go over 
the head of the President as chief budget authority, in request
ing appropriations. The demands for funds from existing spend
ing agencies must conform with the Presidential policy. This 
explains the fact that the formulation procedure calls for the 
budget_ bureau to inform the departments regarding the tentative 
limits within which their first estimates must fall and in general 
stresses economy on the part of the regular spending agencies. 

A further aspect of the problem in. the United States and one 
which might be mentioned at this point is the dis~!!lctjo~-~w.:~en 
the authorization of ~!l...!lP.P!O.Pria~j~n_!!nfl. RJ:!_.app!'OJ>~l.ll~lQ!U~s~lf. 

{
One statute mUst authorize an actiVIty, wh1le anotlier must prOVIOe 
funds for its financing. This dual factor lessens the immediate 
effect that the President's recommendations may have, since vari
ous committees must cope with any new appropriation not already 
authorized by existing law." The President, according to the 

a Ibid., p. IIi. 
II Seep. 438. 
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basic budget Act, may or may not observe the distinction in his 
budget message. He has generally not done so although the 
message is not of primary or sole consequence with regard to this 
matter. Willoughby discusses the problem at some length ;10 as 
a vital issue, however, it has undoubtedly been surpassed by a 
host of problems related to depression and recovery :finances. 

Summary: The Problem in National Governments 

Qn a number of other nations there is ext~a. significance attached· 
to the budget program and to its preparation as proposed by the 
executive agency of the government because of the fact that there 
are restrictions on the types of changes that the legislature may 
make in its adoption. Changes. that may be made are specific 
and refer to the budget estimates as submitted. The restrictions 
on changes are independent of the many procedural and other 
restrictions on legislative action during the voting of the b_udget. 
Such questions need not be pursued at length at this point. 

The smal group of nations that has been reviewed -lihows 
clearly that links, if not Cf!l11!1al relationships, connect budgetary 
elements an fiscal policy. rGreat Britain's emphasis on revenues 
and its variable tax rates,"'lfs traditional attitude towards the 
financing problem, and the early and exhaustive control over 
expenditure estimates that its system provides, are but a few 
of the features that may be mentioned. These, together with the 
splendid comprehensiveness and unity of the budget appear to serve 
the cause of stable or balanced budgets better than any constitu
tional or s~x :WIU).aates. 'l'htnif.Jier :riifions m t!ie ·British 
Emp1re group offer interesting but less convincing evidence in 
favor of the salutary influence of budgetary traditions.l Germany's 
fiscal experience has been such that' only the logical orce of its 
blf<lgeTary-provisions as a stabilizing factor can be upheld) There 
is, however, some reason to believe that some of the practices are 
of value in enabling the government to pursue a specific course 
oft action. · . 

\The United States federal government presents a budgetary 
role that differs from those of Great Britain and Germany.) There 
are no legislative, traditional, or procedural factors that influ. 
ence the proposal of ba}Jmced budgets or of programs endowed 
with survivorship values.(While the American states can learn much 
from Great Britain and might profit from some of the devices 
that fiscal neces.c;ity imposed on Germany, the federal govern. 
ment 's system offers little that the political subdivisions of this 
country might profitably copy in their quest for practices that 
would enable them more effectively to earry out the fiscal policies 
that they are legally required to formulat~. 

A further discussion of the practices of national governments 
would probably not reveal ·any influences that budgetary pro
eedures can exercise on the planning of balanced budget programs. 

ttWilloughby, op. cit., pp. 6H3. 
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Where the provisions categorically require the submission of a 
balanced program, as ·in .many of· the states, the problem is pri
marily one of discovering whether the system contributes to the 
creation of a firm foundation for the balanced relationship that 
is 'required. .We have learned' what are the possible elements of 
such a system although there has been no opportunity in relation 
to national units to refer to it as a procedure in which a balanced 
program is legally required. · It is clear that the states must ade
quately support their balanch.lg requirements. 

, The frobletn ~ the Amerlcan St~tes 
·.In the following pages are arrayed the provisions, usually fea

tured as part of the budgetary ·system's legal framework, which 
dictate the. balanced-budget attitude expressed in state fiscal poli
cies.· .These states offer the most basic types of relationships 

. between fiscal policy and budgetary systems. However, with 
few exceptions they· rank with the federal government in having 

· failed to build up traditions and methods to aid in the plan-
ning and maintenance of financial stability. · . 

Previous discussion has hinted at the nature of the legal and 
institutional forces that limit the planning of unbalanced fiscal 
programs in state finances. The inability of executives to sug
gest · hnmediately effective · borrowing for general purposes, as 

..found in all. but a few states, is unqu·estionably the decisive factor. 
\There are, · however, a number of statutory provisions ·that 
directly specify ali equilibrium between tax revenues and expendi
tures in the proposed fiscal program. Some of the above-mentioned 
comprehensiveness clauses may also be interpreted in terms of a 
balancing requirement. ' ·· 

' ' • I 

· Legal Requir~ments for the Preparation o( Balanced 
. Budget Programs · 

~orne of the typical state provisions specifying the character 
of the budget are presented.U In Arkansas the Budget Com
mittee of the Legislature (the sole example in the states of a legis
lative budget preparmg body) must recommend changes needed 
in the re'lf!nue laws to adjust yields to expenditure requirements.12 

The provision, like many others, obviously refers to the property 
tax. California's Constitution, in which its basic ·budget law is 
embedded,· specifies that the Governor must recommend new 
sources of revenue if existing sources are inadequate to finance 
proposed expenditure.11 For an executive a constitutional pro-

u A few states have provisions dealing with the action to be proposed for 
that portion of· t<he fiscal period which is as yet not completed when the 
buduet program is submitted. For example, in Alabama the Governor is 
req:ired to recommend measures to be taken· by the legislature in order to 
deal with deficit& (or surpluses) of the current quadrennium. Sueh pro
visions are not analyzed in connection with budget preparation. 

12 Ark. Acts ( 1921), e. VI, 5 4942. 
11 Col. COABI. art. IV, I 34. 
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vision is hardly more binding at any stated time than a statutory 
one. There is no opportunity for revision prior to the meeting 
of the legislature. Only a way of assuring yields. as specified 
in the revenue estimates, would be a definite measure. In Georgia 
the statutes specifically state with regard to the submission 
of the budget : "If the proposed expenditures for either fiscal 
year shall exceed the· estimated revenues therefor, the Gov
ernor shall recommend the sources from which the additional 
revenues shall be provided.16 Michigan otiers an example · of a 
state in which the balanced relationship is required and in which 
there appears to be the ·usual disregard of the nature of the rev
enue forecasts. 16 Prior to 1933, the State property tax rate, allow
ing for estimated delinquencies, was set at a level considered 
sufficient to balance the budget. It "is still mandatory for the 
Governor to submit a balanced program but there is no recognition 
of the fact that estimates may be too optimistic and that the 
property tax yields may not equal the amounts levied. The 
Nevada statute is explicit regarding the revenue estimates that 
may be used to measure the balance.18 There is, however, no· 
mention of how the estimates are prepared. Nothing prevents or 
discourages ap over-optimistic forecast of tax yields other than 
those derived from property taxes. · · 

Several other variations of the provisions tending to insure the 
submission of a tax-financed outlay plan may be noted. A New 
Mexico law refers to available revenue which the proposed expendi
tures must not exceed.U North Carolina tries to insure a balance 
at each step of the two stages in the preparation of its program. 
The Governor must submit recommendations for new revenue. The 
Director of the Budget must submit budget bills that specify 
tax revenues in sufficient amounts to meet the proposed· appro
priations. 111 The Rhode Island statute comes right to the point. 

In case a deficit immediate or prospective is shown in said 
report (refers to report of Commissioner based on submitted 
estimates) said Commissioner shall include in said report his 
r~mmendation concerning the manner in which to remove 
said deficit.1' . • 

In South Dakota the statute specifically refers to the property 
tax and would be meaningless in reference to any other levy not 
similar in structure. According. to the provisions dealing with 
the formulation of the fiscal program, the Secretary of Finance 

u Ga. Code and Dig. (Skillman, Supp. 1931) e. 4:0, I 3. 
11 llich, Pub. Ada, 1933, No. 187, § 216. 

· II Total appropriations made or expenditures authorized by the budget 
must not e:tl'eed estimated revenuea from taDa, fees or other aourt\lfll in the 
ne-xt bie-nnium, which estimates r.hall be furnished to the Govenaor by the 
State Auditor at least eix months prior to the eonveninr of the state legis
lature in re,zular aeesion. NK". Stat. (1921), e. -&5 u amended. 

at N. H. La•·• (11121 I, e. 133. 
u X. C. rode ann. (Michie, UH5), I T488 "· 
11 R. I. Pub. Laws (1929), e. 1349, art. 'f (amended), 
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is required tO p1,'epare for the Governor a report showing, among 
other data, the aggregate amount necessary to be raised by a tax 
levy and the millage necessary to produce such an amount. 20 

These legal :requirements, chosen at random to describe the nature 
of some of the typical provisions, leave no doubt as to their pur~ 
pose. They have built up a belief that those in charge of state 
finances seldom entertain a thought of any planned deficits, 
although there is, as has been indicated, none too careful an effort 
properly to define a deficit. A few states, such as New York, 
apparently do not have any budgetary provisions that implicitly 
require the submission of a balanced program. The limitations 
on borrowing, whieh are pointed out elsewhere, alone determine 
the tax revenu~expenditure relationship in the Governor's budget 
program. 

A popular description of the Pennsylvania State· budgetary 
system by one of the State's officials shows clearly the manner 
in which the submission of a balanced budget is considered to be 
the only possible line of duty for the Governor. 

When the Governor has established a tentative program 
he compares the total of. the appropriation recommendations 
supporting it to the total estimated receipts. ' If it is much 
less than the estimated receipts the Governor may recommend 
the reduction of taxes. If it is almost equal to the estimated 
receipts, the budget is balanced. If it is greater than the 
estimated receipts the Governor is faced with two alternatives 
-the further deletion of items from this program or the inclu
sion in it of a recommendation for the increase of revenues.21 

The reference to surpluses was of academic interest at the time 
the survey was written. . · · 

Legal Requirements and Actual Practice 

Where It state has failed to be specific in its requirements stu~ 
dents of its financial system have not hesitated to recommend a 
specified provision. Commenting on the law that was in force and 
on its own recommendations the Brookings Institution Report on 
Oklahoma states: 

The present law does not require the Governor to make 
recommendations to the legislature in respect to the manner 
in whieh the budget is to be financed other than the inclu
sion of an estimate of revenue available to finance his appro-
priation proposals. · 

. In the case of a deficit, the law should require the Gover
nor to supply the legislature with his recommendations as to 
how the deficit shall be met, whether by the imposition of new 

20 J1udgn Bglltem of Bout1t. DaJeoto unpublished survey prepared for the 
writer by Dr. Charles W. Pugsley, Consultant, South Dakota. State Planning 
Board, June 1935, p. 3. · 

21 U. C. Townsend TAe Btale GOII67'ftmentaJ Budget 1Jnd ita Place til the 
J.l'reaertl J'isecal8trucltwe (Harrisburg" 1930), p. 5. 
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taxes, increased rates on existing taxes, or otherwise; and 
if the aggregate of the estimated revenues, plus estimated 
available balances in the Treasury is greater than his recom-
mended appropriations for the ensuing biennial period, he 
should be required to make recomme.ttdations with reference 
to the application of such surplus to the reduction of debt 
or otherwise, to the reduction of taxation, or such other action 
as in his opinion is in the interest of the public welfare. 21 

The concern over surpluses and their disposition is of ever 
decreasing importance with the concurrent growth of the states' 
sphere of financial activity and the introduction of tax rate 
limits, exemptions, and similar restrictive financing devices. The 
task confronting budget making officials is clear. There is. no 
tradition to maintain but a clearly defined mandatory requirement 
in its place. The fact that n:o borrowing is encouraged or permitted, 
and that a number of states require a deficit of one budget period 
to be carried as an expenditure item in the next, indicates further 
that the balanced relationship in the proposed program is intended 
as a durable and working one. · 

It should not for a moment be assumed that strict attention 
is always paid .to the legal requirements. By neglecting revenues 
as well as by other ways of disturbing the comprehensiveness and 
unity of the budget systems, provisions such as those cited above 
are rendered meaningless. The following citation from the Brook
ings Institution's survey of Mississippi will aid in clarifying this 
example against any misinterpretation of the sanctity of the legal 
basis for budget practices. The survey notes: · 

the law requires that the budget shall be a balanced state
ment. It makes it "the duty of the Governor" to include 
in the budget document "a statement in detail of the 
estimated sources of revenue prepared by the Governor, 
which will provide the total amount of the appropriation 
requested." This can only mean requested by the Governor 
after his revision; for it is unthinkable that the requests com4 

ing from the state officers and institutions will ever amount 
to less than the prospective revenue. Yet, in the three budgets 
available .to use for examination, no Governor has obeyed 
this injunction, and until 1930 no Governor included in the 
budget document an estimate of prospective revenues. • 

Y"'Summary: Budgetary Systellll and Fiseal Policy 

i If we assume the existence of adverse economic conditions and 
or the usual political u institutions"( the tasks that the budget 
system must perform are evident. Revenue estimates must be 
reliable. It is even essential that they be even more accurate than 
in the ease of national governments. Expenditure estimates must 
anticipate actual eosts of proposed functions. If the executive is 

II Brookings lnstitutioo, Okld-. Bti#'W'f, op. eU., p. !30, 
P Brookings lnstitutiOD, Jli.INrippi B.....,, op. eit., p. 358. 
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responsible for their financing he should enjoy the power and 
have the opportunity to extend the scope of his planning to all 
outlays. 'frhe latter also must not be consi ered as stable and 
uniform lr unrelated to future developments. The biennial budO'et 
~eriods ,elace a most difficult burden on . tho e c ar~ w1 t e 

. rormUiatlve duties. )Virginia, for instance, demands that its offi
cials forecast · fiscal developments for a period of two years, this 
to be done no closer than six months prior to the beginning of the 
biennium. In the states that require the liquidation of deficits 

. of previous bienniums the budget officials must forecast the 
accomplishments of the. period in which their work is being done. 
The task is unduly complicated and there is no question as to 
the -superior efficiency of the administrative practices that should 
be provided. Few states can be exempted from this generalization. 
The absence of comprehensive and unified budget systems has 
already been stressed. Procedural defects will become evident in 
the discussion that follow5 



CHAPTER XXIII 

·BUDGET PREPARING AGENCIES IN NATIONAL 
GOVERNMENTS 

Executive Budgetary Systems in. National Governments 

The literature, discussions and action on budgets over several 
decades have been replete with efforts to adopt budgetary systems 
calling for formulation of the fiscal program by the executive 
agency of the government, acting independently of the legislative 
body. The general problem of fiscal science was not at the time 
concerned with wholesale attacks on the role of legislative bodies 
in modern governments. The reform movement did not ride on 
the crest of interest in totalitarian dictatorships or in .emergency 
and crisis-born delegations of legislative power to executives.1 The 
reform problem was concerned solely, as is this study, with prob
le:ms of fi,scal efficiency. 

Although elements of adoption and execution are involved the 
problem is ,pri:marily one of executive preparation of the budget. 
In ter:ms of the American states the problem has eeased to become 
a burning issue since a legal basis for some form of executive 
budget has been introduced into a great majority of the com
monwealths. In such cases where actual practice does not con
form to the theoretical . standards set by the legal basis the 
problem is not one that can be solved solely by further legis].a.. 
tion on the subject. 

In national governments the phenomenon of executive leadership 
in the periodic preparation of the fiscal program is not a new 
development. Among leading nations only the United States 
had postponed until the third decade of the twentieth century its 
legalized acceptance of the practice. The problem, in terms of 
national governments, assumei a somewhat different aspect than 
in the states for reasons other than that of historical development. 
National governments are provided with a high ranking fiscal 
official other than their chief executive. The relation of this 
official, known as the .Minister. of Finance, the Secretary of the 
Treasury, or the Chanceller of the Exchequer, to other high 
public officials and to the chief executive is not eomparable to the 
relative position of an American state budget officer. Other differ
ences growing out of the varyingt soope and eomplexity of rep
rt>sentative national and state finances add to the changed empha
sis that must be accorded discussions of national and state 
budget practices in the preparatory stage. Some further elements 
of the exet!utive bndgt>t movement and its relation to the problem 
of fiscal efficiency will be discussed when the practices of the 
states are reviewed. 

a&. Lindli&f RoPn, OriN~ (New York, 1034), ,....-. .. 
[W] 
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v'Great Britain . 

It has been a useful practice to begin the discussion with an 
analysis of the methods found in Great Britain and in the British 

' Empire group. This aids in indicating a reasonable standard of 
conformity. 

It is in the British Empire budget systems that an extremely 
effective development of the executive budget principle has been 
found. The_:pg}!!lrs R!l.<L~llties_of. . ..the_exec:u.tive-agency_:with 
respect to lbifiscal program are veq exteuaii_e. They are in many 
ways similar to tl;lose that might be expected in a form of gov
ernment in which the power of the legislature in all matters had 
been drastically reduced. A successful method of distributing the 
various duties and responsibilities among~ several governmental 
agencies is found. Within the scope of the Treasury, the unit 
designed to cope with the financial problem of the Kingdom, no 
single body appears to be officially charged with preparing the 
budget. A similarity to our own federal arrangement, but a 
sharp contrast to continental practices, may be noted. The British 
method, however, represents a departure from the American fed
eral scheme in 'which the actual work of supervision is handled 
by an _executive office~acti:Q.g_independently -9~.-t~Lpermanent. 
tax_...00.~ttng, acoountmg_al!L2t.l!.~r finan~~L agengi~ . devoteq 
tQ_the fiscaL~teeils .QfthEt g_over!!m!mt-:--Th·e Important rOle that 
the Chancelloiofil!i:Exchequer plays in taking the responsibility 
for the fiscal program recommended' by him to rarliament has 
undoubtedly been a factor in the development of a plan in which 
the Chancellor himself, with the assisti!!!.C.Uf the Finaneial.Seer&
~7 b<iuperyis~ all P!.el1~r..a.ti0li. 2 For l'lJJ.'I><:!&JS.. o:Ladministration 
t ontroll~r.:F'J.Il!l...!!.9UlldJ:3upply.Services and tWLControllet. 
D~ahT!illii1eiJ.!UII-:Ye much of the actual duties, particularly in 
connection with expenditures . 

. \ It is a feature of the British system that great reliance is placed 
in executive judgment. As stated by an authority on financial 
administration, the British feel that baJancing,J.he revenues and 
exp~es is a . lCa e O.P_eration and that the exec!lfi,Ye Il tJie 
~1-~e eQ.li:!~if_!_~t;fitlie JiJ>E1>Je.'1D.?'!ledg~, ~eces~r~~ Th.e 
power orthe executivers-l>est seen m connecbonw1tli expendi
ture estimates. The in:flueuce. Qf the.:...'!!~a$'\lrLlS_ n!>t corrective-or· 
supervis.9.ry__bnt ]S-.reit.Jn._tb.a~actuaLpreparation of the initial 
expenffiture estimates which the departments and other spending 
agencies must submit. As observed by two American students of 
British procedures, the outstanding feature of the British system 

1 Shirras points out that th~ Chancello~ of the Exchequer appoints the 
head official (Comptroller General) of the Exchequer, but has little- to do 
with the operations of that agency. He has only those powers which accrue 
to him as head of the Treasury. G. Findlay Shirras, Public Jili1UVIWe, 3rd ed., 
Vol TI, (London, 1936), p. 945 . 
. s E. Hilton Young, The System of NatioMl FifiM&C6 (London, 1924), p. 40. 
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is that '' pow~~-ofthe. Treasury_ ~re _exerted be!~!:~ 11~ alter ,_the. 
estimates for the several services are rec~~. '' The Treas
uryjvorkS~1th- the- departmenrs-alf-yeaJ; round_ on proposed" 
cnanges and on general policy matter&:-···l.ILthe.case.~ .differences. 
between the spending agencies and the Treasury the latter_i:l_ to. 
to have_the last word. Young further observes that "in general 
the Treas}U'y .. characterizes, suggests and amends any differences 
of opiiiion with the departn:lent w~~£~- P!epare~ the_ ~t~l!tes.. it 
lias the last word. " 6 In the final analys1s, the Cabmet lS called 
upon to settle disputes although the system depends largely on 

1 the planning ability of the Chancellor. The British method of 
allocating powers and duties of budget preparation to the agencies 
best prepared to guide the fiscal program through the legisla
ture and to its subsequent execution is obviously a hig~!l failir
able one. Students of government, furthermore, liave not ed 
to- stress that the British have successfully met the general 
problem of government personnel with their system of permanent 
under-secretaries. While the broader phases of financial pro
grams are undoubtedly linked to the dominating ideas of the 
political party or parties in power, there is no periodic sweeping 
change in personnel, affe.cting also the budget-preparing agency. 
As a result there is found a permanent body of experts, well \ 
qualified for their positions and benefiting from the experiences of 
past successes and errors. 

The staffing of the agency responsible for preparing the fiscal 
program is in keeping with the vast powers allocated to this agency 
in connection therewith. 

The Empire Croup 

It is not surprising that the British dominionB and the Irish 
Free State have procedures closely following that of the United 
Kingdom, deviating from it only in conformity with their own cir
cumstances. From the point of view of the primary problem 
of this study and of fiscal efficiency in general the best qualities 
of the British system can be recognized. . · 

In Australia and New Zealand the preparatory and other 
budget functions are administered. by . the Treasury under the 
supervision of the :Minister of Finance. In Canada the duties 
are carried out by the agency that is concerned at all stages with 
fiscal development, namely the Department of Finance. The 
:Minister of Finance heading this department supervises all the 
preparatory functions and, as in England, this official forins the 
program, prt-pares the estimates, delivers to Parliament the bud
~t speech, and is responsible for the budget program at all stages. 

In India the budget program finally put into eff~t is virtually 
that which the govt-rnment wishes to provide. The burden of 
planning falls on the Finance Dt-partment. The allocation of 
some preparatory functions to the Administrative Department 

• Willoughby, Willoughby, and Lindsay, op. cit., p. 4'1. 
1 Young, op. cit., p. 25. ' 
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of the Government is understandable in terms of · the non-fiscal 
. control exercised through the funds. · 
. ' . In the I~ _Free State the typical British syswm of distribu
tion of duties 1s found. The Department of Finance under the 
Minister of Finance carries out the various functions on much the 
same basis found· in the other British-type systems. The work 
of ;the Departments begins at the earliest preparatory stages and 
estimates are prepared with Treasury cooperation rather than 
for ·subsequent independent Treasury approval . or disapproval. 
Preparation is also coordinated with execution.8 The Irish have 
also provided for continuity in the offices in which budget duties 
are concentrated . ., 

In the Union of South Africa the ·Treasury Department, under 
the supervision of the Minister of Finance, carries out all bud
getary duties.. The concentration of power with regard to finan
cial planning, which is typical of the Empire systems, is found 
also in the South African Union. 8 

· As ·far as their · institutional backgrounds permit, the various 
members of the. British Empire appear to have the best features 
of the English system. One central agency is given the power 
to plan all phases <>f the fiscal program. Its duties are primarily 
concerned with controlling and policy-making functions, work 
that characterizes the . principal function of budget-preparing 

e The Accounting Officer of each Department is one of the chief pivots 
in the whole financial system of the State. He is appointed in each 
case by the Minister for Finance and :ilot by the Minister of the De
llartment eoncemed. He should be an official of the highest standing 
In the Department seeing that by virtue of his functions, in accounting 
for the Grant he must supervise and control the work of compiling the 
Accounts. This does not mean that the Accounting Officer must be a 
technical Accountant-the two terms are not synonymous-or that he 
must have a technical knowledge of Accounting. Some general knowledge 
of accounts he must, of course, possess, because otherwise his signature 
to the Accounts would be merely an empty formula, and his supervision 
over his subordinates nugatory. But the term "Accounting Officer" and 
not that of Accountant seems to have been deliberately chosen to indicate 
that the Accounting Officer is the one official in whom the finance of the 

• Department centres and who is directly responsible for seeing that the 
Grant is expended in the manner and for the purpose for which it was 
originally voted by the Dail. . O'Connell, op. cit., p. 43. 

· •· . 'The Minister is a bird of passage,· and owing to the temporary 
character of his tenure of office, and in view also of the fact that a large 
portion of his time is occupied with his duties as minister of State 
and as a ni'ember of the Dail, it is not pol!l!ible for him to devote the time 
neeessary for supervising the detailed and tedious work of accounting 
for the grant voted by tbe Dail. That work is, therefore, entrusted not 
to the ·Minister but uaually to the permanent head or Secretary of t~e 
Department. who in this capacity is known as the Accounting Officer. Ibid. 

8 The. sanction of the Treasury is necessary before it is possible to 
' introduce in these estimates any increase in the number of officials 

(permanent or tempor~) provided for under the bu~get of ~e previous 
year, or any increase in the scales of ~alary of. serv1ng o~c1als or ~ny 
new works or services, or, lastly, &If? 1ncrease m the credtt authon~d 
for works or services actually proceedmg. L. of N., Tech. U&mm., op. e~t., 
Vol lll, p. 41. 
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agenei'es in other jurisdictions. The power of the Cabinet stands 
behind the work of the Minister of Finance. Well coordinated 
programs, which have had the greatest benefit from authoritative• 
supervision and intra-governmental cooperation, are laid before 
the Parliaments. · · 

-tO aited State• Federal C.Vernment 

In the group of nations next discussed the chief budget pre
paring agency is nominally independent of the financial or 
treasury department of the government. The di1ference may be 
significant if the arrangements foster an unwarranted expendi
ture emphasis. 

In. the United States a development is found under which a 
separate agency, officially independent of the Treasury Depart
ment, is in charge of the preparatory functions relating to the 
budget. A somewhat similar distribution is found only in Greece, 
Italy, and Sweden among the nations whose systems provide an 
agency other than the Ministry of Finance to assist in the formula
tion of the fiscal program and to play some active part in carry
ing out the adopted program. The French have at several times 
during the post-war decade provided for an official, other than 
the Finance Minister, to prepare the budget program. Unlike the 
equivalent United States official, he was not concerned primarily 
with expenditures. In all events the position of Minister for the 
Budj:!'et has been abolished and France need not now be included in 
the above-mentioned group.· 

The federal ~l!reau of the Bud~t, ~P under the basicJ~21 
budget _law, is ~l;larged .witb..~preparing ~tlie-}>rogf'amtbat the 
l"res1d~t ·subm~ts_Jo . ...CoQgress. I!!_e_Junctio~ _9Ul!~_:It1!4Ktl. 
~u a!"Llargely __ restrieted to these duties, although the allot.. 
ment or voted appropriations-is also part. of its progiaJri. ~u:
tliough the Bureau. works.Jn coop~ration with Treasury officials 
and is noused Jn Jhe Treasury department;_]t.Js .. :Ji~tly under 
flie coi1trol of the .. .President. The Director of the BudgeCii. 
not considered to be a Treasury officer. Under President Roose
velt the appointment of a high ranking Treasury official as Act.. 
ing Budg-et Director has informally modified the relations of the 
Budg-et Bureau to the Treasury. A leading political commentator 
has thus described the change that resulted from the resignation of 
Mr. Lewis Douglas as head of the Budget Bureau. • . 

When Mr. Douglas was Director of the Budget it was an 
independent government bureau, responsible solely and directly 
to the President. The Director held Cabinet rank. Even 
after a growing conflict over fiseal and economic policies. 
rtsult~d in the elimination of Mr. Douglas from the "bedside 
Cabinet" of three, the Di~tor was & government official 
of the first maf,!llitude. The Secretary of the Treasury 'W8I 
his ~ual in rank. not h~ superior. Now the Acting Director 
is a member of the Treasury sta1f', and. even if his headship 
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of the bureau ia made permanent, he will carry out the 
President's commands and policies through Mr. Morgenthau.9 

The change may mean that a permanent emphasis on expenditure
revenue relations will becomEl a feature of the Budget Bureau's 
activities.· The Budget Act provides primarily for an expenditure 
agency. 

\ 
The Bureau publishes its own annual report and is not offi

cially connected. with the Treasury. The separation serves many 
useful functions and has eliminated the necessity for burden
ing the Treasury Department with much work outside its own 
immediate and elaborated field of activity. The Bureau, however, 
is not an agency concerned with the actual functioning of depart
ments or with tax collections and is, therefore, not as ably 
equipped to understand and analyze the estimates submitted to 
it and to appreciate the coordination of expenditure and revenue 
estimates as would be · an agency such as the Treasury. The 1 
segregation of Treasury and budget functions is not, as has been 
indicated, a feature of the British-type systems. · 

\ 

The Bureau has no !ll!!hority_con.ferred on it_dir~c~lY~. All grants 
of Its powers are made to the President who appoints the Direc
tor of the Budget. Willoughby points out that this was done 
because it was desired that the whole responsibility should rest on 
the President and because Congress was afraid the Budget Director 
would loom as a super-Cabinet officer.10 The law provides for 
the appointment of the Director by the President. The confuma- , 
tion of the Senate is not required. 

Recommendations for Improving Federal Methods 

Several recommendations for modifying the Budget Bureau have 
been made. One of these points in the directi{)n Qf having the 
Budget Bureau enter the preparation of expenditure estimates, by 
the spending agencies, at an earlier stage. The desirability of this 
practice is· self-evident. At present each federal agency prepares 
estimates basically in proportion to its needs. Those . in charge 
of the estimates cannot be expected to base much of their calcu
lations either on the needs of other agencies or on the general 
fiscal picture unless there is coercive enforcement machinery. 
In the..Budget and Accounting Act it is provided that "the head 
of each department and establishment shall designate an official 
therein as a · budget officer thereof, who, in each year of his 
direction and on or before the date fixed by him, shall prepare the 
departmental estimates." It will be noted that this officer is 
an official of the spending ageney rather than of the Budget 
Bureau. Therefore, one htust assume a willingness to cooperate with 
the President and the Budget Bureau, a condition that would 
be more likely to exist if the official had a closer link to the 
budget making body. Furthermore, the rank that the bud~et 
official in the spending agency holds is not high en{)ugh to gtve 

•N. Y. Times, Oct. 30, 1934. "In Washington," by Arthur Krock. 
to Willoughby, op. oit., p. 39. 



NATIONAL AND STATE BUDGETARY METHODS 289 

his opinions sufficient authority. With this in mind a recom
mendation has been made by the United States Chamber of Com
merce that the "budget officer have a rank not less than Assistant 
Secretary in the departments and a corresponding rank in the 
independent offices.' '11 

• 

The resignation of Mr: Lewis Douglas in 1934 involved the rare 
spectacle of a Budget Director resigning because he held views 
differing basically from those of the President. There was 
undoubtedly a period during which a conflict of ideas reigned 
before the resignation of this officer took place. Such a condition 
would not be likely to exist in England,. and is not naturally one 
that is conducive to the best harmOJ!Y in the preparation of the 
annual budget program. 

Congressional committee members play a large role in the 
formulation of budget plans. Political expediency rather than·. 
expert advice undoubtedly motivates the practice. An interesting 
result is that the legislators are frequently willing 1:Q speak pub
licly on matters which the President, his Budget Bureau, and the 
Treasury keep secret until the budget is submitted. 

The federal arrangement results in a condition in which the 
preparation of revenue estimates is not as clearly allocated as in 
Great Britain. Willoughby indicates that the First Executive 
Order of November 8, 1921 placed the burden of estimating 
revenue yields on the Secretary of the Treasury.11 

The first budget submitted under the new Act mirrored this 
policy. Willoughby believes that the order has not been formally 
revoked, and that the data are furnished by the Secretary and modi
tied by the President and his Bureau of the Budget, if deemed 
advisable. What is important is that there appears to be no 
traditional or statutory aeeeptance of responsibility and a some
what liberal possibility for modification in terms of individual 
influence in high ranking quarters. The actual work in the 
Treasury proper is under the supervision of the government actu· 
ary, who is assisted bY the experts and techniciains of the Treas
ury's Division of Research and Statistics. The Budget Bureau is 
neither expected nor equipped to· make contributions of its own 
toward the review of the revenue estimating problem. As indicated 
above, the appointment of a Treasury official as head ·of the 
Bud~et Bureau eliminates any doubts a.s to eooperation. Inde
pendent estimating, found most frequently in the ease of new or 
proposed legislation, is made by the staff of the influential Joint 
Congrt'Ssional Taxation Committees. There is no indication that 

u R~t of 8pecid COIIUMttec~ Oil FederGI B~tt.we. op. cit., p. 10. 
Jt ,.•ould be desirable if permanency of high ranking budget burea11 officials 
rould be llf('Ured and if a large portion of their work could be removed from 
the ('han~ble political sphere. A11 interesting development has been reoently 
DOted in the f&t"t that a high ranking Treasury civil service official. ap~ted 
u actilljl director of the Bud~t Bureau, is said to have continued m that 
pot'ition bel'aiiM of I. dNire not to Joee his civil &ervioe Otus ill the Treasruy. 

u Willoughby, o,. cit., p. 88. 
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their cooperation with the Treasury forms part of the regula~ 
·estimating scheme. ,' 

The recent report of the ·President's Committee on Administra
tive Management devotes a great deal of attention· to the Bureau 
ef the Budget and the functions allocated to it. The report 
refers to the increasing importance of the Bureau as an element 
of :pational. budgeting and administrative control. There are 
two main features of the recommendations that are of interest 
in connetltion with budget preparation. The first is the pro
posal that the Bureau's activities be extended to comprehend gen
eral administrative and financial problems. The report notes: 

The President needs a research agency to investigate the 
broad problems involved in the administrative management of 
the government-problems of administrative organization, 
:finance, coordination, procedures and methods of work, and the 
many technical aspects of management. The function of 
investigation and research into administrative problems should 
be developed as an aid to over-all executive management.18 

It is evident .that budget plap.ning is not merely a technical job of 
statistical compilation. As. the report points out, ''economy and 
efficiency require ·constant investigation and reorganization of the 
administrative structure. "u For this reason it is desirable that 
there be permanent machinery for such studies and that the 
financial aspects be kept in the forefront. There is no doubt 
that it is the purpose of the budget system, of which the Bureau 

· of the Budget is an important feature, to provide the fiscal inter
pretations of all the planning and informational duties assigned 
to the President. · 

The second feature of the report, which is of interest in connec
tion with budgetary formUlation questions, deals with the staffing 
of the Bureau. It is. pointed out that the: 

highly important task of budgeting requires a staff' of unu
sual competence, breadth of vision, keen insight into gov
ernmental problems, and long acquaintance with the work 
of the government. Only. a staff' having these qualifications 
can be of assistance to the President, to Congress and to the 
departments in the preparation and consideration of a budget. 
Well-considered and informed central direction of budgeting 
is essential; arbitrary uninformed and undiscriminating 
decisions must be avoided.15 

There can. be little disagreement. regarding the qualificatio~ of 
an agency that is to prepare budget programs for the Umted 
States. The scope of our :finances and the dynamic character 
of its economy and its policies need not be re-emphasized in con
nection therewith. Nevertheless, the federal government can be 

11 Report of tTae Preft4eftt'a COMmittee "" AdminidrntWe MaiiiiJgewwmt. 
(Washington. 1937), p. 18. 

Uibid. 
lllbid. 
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accused of the same delinquency as the states in failing adequately 
to staff, and finance its budget agency. The report notes that 
the Bureau has not: 

achieved or even approximated its maximum possible useful~ 
ness and effectiveness as an instrument of administrative man. 
agement. . Because of its small operating appropriation, the 
Bureau has failed to develop an adequate staff of the highest 
attainable competence. One obtains a vivid realization of 
the inadequate staff of the Bureau of the Budget from the 
fact that its appropriation for the fiscal year ending June 
30, 1937 amounted to only $187,000-a sum considerably less 
than is spent by a single finance and accounting division of 
some of the large government departments,· and less than · 
3 per cent of the amount required to audit the expendi· 
tures. It has a total personnel of only forty-five and, aside 
from the statutory positions of Director and Assistant Diree· 
tor, has only two positions compensated in excess of $6,000 
per annum. Only $18,700 was provided for research surveys 
and assistance. Yet this small staff. is charged with preparing 
a budget of billions.18 

There is no doubt that the importance of the preparatory fune 8 

tions have not been appreciated. The publicity that the report 
gives to this fact is praiseworthy.· Problems of revenue measures 
and estimating are not mentioned nor are the Budget Bureau's rela. 
tions with the Treasury developed. Certain suggestions with 
respect to accounting and expenditure control· would further · 
develop the efficiency of the Bureau's budget preparation func
tions. · . 

With regard both to its present ·status and to the suggestions 
for its improvement, the Bureau of the Budget offers a fruit.. 
ful field of study for students of state finances. Differences that 
must be kept in mind are essentially those of degree and not 
of kind. 

Independent Budget Preparins Asenciea in European Nations 

Greece deserves mention ·among the continental countries noted. 
as having an independent or semi-independent budget agency.11 

The preparatory function in this small country is wisely linked 
to the accounting offices of the nation, namely that of the Direc- . 
tor General of Public Aooounting. The Director of the Budget 

"Ibid., pp. 18-17. 
n No eft'ort hu beeJl made to reoognir.e the faet that in a few nations 

the Miniatera of Finance have at their dispoeal permanent bodies which 
aid in the formulation of bud!!llt programs. Commenting on these agencies 
in Franl'e Jaoomet notea: "The finaiU'e minister is ofteo &SIIisted in his 
dutiea by permanent bureaus: the Budget and Trea&IU'J' Councils in Bel
gium, the Finanee Council in Egypt, the General Budget Bureau. in Port;u. 
gal, and the Council of State in The Netherlands. The existence of these 
bodies helps bring about a harmony in riewpoints in the planning of 
auet'8Sive budget pro~s.· (Translated.) W. R. Jaeomet 1M Bvd.geta: 
lAC~ u lew B...,.,to., (Paris. 1~35) p. 14. 
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is attached to this office. This facilitates the emphasis on economy 
necessary in thEl poorer nations having limited internal and 
external borrowing power. 

The independent agency method may also be observed in Italy. 
There the office known as the Ragioneria Generale dello Stato is 
charged with preparation of the budget. This body likewise ful
fills the accounting duties. Although attached to the Ministry of 
Finance it appears to be somewhat independent with respect to 
its structural make-up. There exists of course in Italy, by virtue 
of the single party form· of g<>vernment, no question of ministerial . 
-opposition or of a failure to coordinate departmental :finances with 

, those of the national government. In Italy budget estimates of 
. expenditures are prepared not by officers of the spending agency 
but by an officer of a R.G.d.S. unit attached to each Ministry for 
which a budget category is set up. . . 

In Sweden the existence of a Budget Bureau outside the Min
istry of Finance is recognized. Unlike the system found in Greece, 
the State accounting bureau is concerned with the revenue rather 
than the expenditure estimates. · It will be noted that the budget 
message is nominally made by the King and is analogous to the 
delivery of the speech by the President rather than by his Minister 
of Finance. 

From a survey made by the League of Nations Disarmament 
experts it is evident that the small Baltic nation, Esthonia, should 
also be included among the groups that have placed budgetary 
powers in the hands of officials other than those responsible for the 
conduct of treasury affairs.18 It is questionable whether Switz
erland should also be included.19 

The independent budget agency plan has its 'advantages in that 
an agency divorced from the treasury may represent a broader 
viewpoint in governmental matters. Financial planning is not a 
simple task. Any agency not conflicting with the regular :finance 
ministry and complementing its work, is desirable. Otherwise 
the absence of a proper emphasis on revenues and :financing prob
lems may be the result. 

The majority of the nations follow Great Britain in making their 
ranking_ :financial .officer responsible for the preparation of the 

18 The draft budgets are prepared by the various Ministerial Depart
ments. A Commission for the examination and co-ordination of such 
draft budgets is set up at the Ministry for Economic Affairs; it consists 
of representatives of that Ministry, the other Ministries concerned and 
the State Comptroller's Department. The representative of the Ministry 
for Economic Affairs is required to .verify whether the estimated expen
diture is necessary and in accordance with the laws in force; he may 
propose that rertain items be reduced or entirely struck out. In the 
event of a difference of opinion between the Minister of Economic 
Affairs and his colleagues, the provisions of the draft budget are finally 
settled by the Government as a whole. L. of N., Tech. Comm., op. cit., 
Vol. ill, p. 123. 

11 Buck notes that the Swiss Federal Council is charged with the budgetary 
funetions. (Buck ll, op. cit., p. 24.) The Council acting as a "plural execu
tive" is assisted by the head of the Finance Department. 
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budget. In France the present procedure c~ ~or. P.reparation 
and execution of the budget solely under the Jurisdiction of the 
Minister of Finance. As has been mentioned, a llrfinister ,of the 
Budget was included in several post-war cabinets until 1934. His 
duties were primarily the preparation of the budget submitted to 
Parliament. It is probable that a somewhat grea~r degree ~f 
efficiency and thoroughness could have been accomplished by thiS 
ranking cabinet officer, concerned solely with coordinating the 
financial interests of the various agencies. The post was abolished, 
no doubt, for reasons other than those of governmental efficiency. 

France does not, however, give to the llinisrer of Finance all. 
the powers that officials elsewhere occasionally have. Although' 
one of the laws adopted during the inflation period20 greatly 
enhanced the powers of the :Minister with respect to the prepa.-. 
ration of the expenditure estimates, he may not, solely on his own 
volition, change the estimates submitted to him by the other Min
isters. He does possess power to require general reductions, the 
exact character of which the llrfinisters may determine themselves. 
As in Germany under the Republic, the Budget Commission of 
the Legislature has powers (extended over the entire budget pro
gram) which cannot be neglected as a feature of the budget's 
formulation. 

Countries Alloeating Budget Preparing Duties to Finanee Ministen 

In the other nations a wide variety of methods of assigning 
preparatory duties is found. In all oountries they center around 
the Minister of Finance. In Belgium there is no indication that 
any high officer other than the Minister of Finance is concerned 
with the preparation of the budget. Here exists an interesting 
Advisory Committee of officials in many respects not dissimilar 
to one that has functioned in New York and a few other states. 
The so-called Comit6 du Budget functions on a recognized 
legal status. 21 The creation of this Comite does not involve any 
departure from the executive budget principle, since the advisory. 
body does not comprise, as it does in one or two jurisdictions, 
members of the legislature. 

In Denmark and in Germany the budget preparation functions 
are allocated directly to the :Minister of Finance and a review 
of fiscal history, at least in Germany, has shown deep concern 
with budgetary problems. However, in neither of these ooun
tries is the preparation of estimates carried out under the super
vision of Finance .Ministry officials. In Denmark the llinister 
of Finance reviews departmental estimates, and ·following inter
Ministerial conferences on questioned items, proposes the finance 
acts. These are submitted by him but the other Ministers may 
after eommltation with the Finance Minister submit separate esti
mates. Tht>se proposals are in practice supported by the Finance 
Minister who is said to tolerate them in order to convey divergent 

•lAw of June 27, 1925. 
11 lAw of Dee. 18, 1930. 
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viewpoints. In Germany it may be specifically noted that expendi
tures were prepared individually by the authorities who were to· 
be subseque.ntly empowered to execute the adopted spending pro
gra~p.. ·In the post-inflation period the need for a changed prepara
tion aFrangement was less evident than might have been expected, 
because of the fact that government decrees limited the possibility 
of ·any individual action on the part of the Ministers preparing 
outlay estimates for their ·departments. 

Neumark has indicated that during the period of the Republic 
the German Finance Minister exercised a power exceeding that 
of individual Ministers as far as financial matters were con
CeJ:1led. 23 Specifically he was empowered to make changes in esti
mates as submitted. It was only the united action of the other 
Ministers that could modify his changes in their recommendations. 
' The Chancellor · ·of the Reich and the Minister of Finance 
together were stronger than any of the other Ministers, thus 
enforcing the executive power ·over budget making. It is unfor
tunate that ec11nomic and fiscal conditions have obscured the 
possibility of isolating the true effectiveness of many of Germany's 

· practices, for from a logical point of view they are adaptable to the 
. type of problem with which modern fiscal systems must cope. 
On~ finds that the original ·submission of estimates by the indi
vidual Ministers in Germany forms the most important feature 
of the preparatoty stage. On the ·basis . of these estimates the 
Minister of. Finance· must achieve his goal of balancing the budget, 
taking into account his knowledge of the fiscal and political view
points which will control subsequent action on the part of the 
other Ministers. The set-up calls for a man of exceptional finan
cial, political, and diplomatic ability. .The condition is not unlike 
that found in the United States, where the Budget Bureau stands 
between the independent spending agencies and Congress. Ger-

. many offers many examples. of the struggles between the Finance 
Minister and others on account of the reduction of estimates. This 
aids in gaining an appreciation of the value of the British practice 

·of early treasury action in the preparation of expenditure estimates. 
A development of great interest took place during the early 

months of the National-Socialist regime, although its character 
is not necessarily linked to the breakdown of democratic institu
tions as8ociated with that regime. According to the Decree of 
Dec. 13, 1933, the German Court of Accounts, a judicial auditing 
body such as is found in several continental countries, was called 
upon to assist the Minister of Finane~ in the compilation of the 
expenditure esti~ates. The M~ter was required to communic_ate 
to the Cabinet all recommendations ·made by the Court. In VIew 
of the wide experience of the Court in questions of governmental 
costs the step represents a sensible development towards the goal 
of efficient estimate preparation. Elsewhere has been noted the 
link betWeen auditing and budget preparing functions, one which 
may shortly be introduced into the United States federal.govern
ment. 

nNeumark, op. cit., p.· 67. 
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A brief review of the remaining countries that have been sur
yeyed indicates no noteworthy elements. In Hungary and the 
Netherlands, the usual procedure in respect to the grouping of 

. functions under the Ministry of Finance, the individual prepara
tion of estimates by the Ministers in charge of spending agencies, 
the arrangements for inter-ministerial negotiations, and the su,b
mission of the budget .by the Finance Minister, are noted. . An 
identical procedure is outlined for Rumania and Turkey. . In 
none of these nations does an official of the Ministry of Finance 
appear to be actively associated with the preparation of the 
expenditure estimates. · 

In Russia an interesting scheme is in force. It appears well
adapted to the Soviet Union's particular type of econoJ'lly, political 
structure, and federated union problems. The Union's Commis.. 
sariat of Finance and the various Commissariats of the Constituent 
Republic prepare the estimates. Consultations with the heads 
of other departments are essential in Russia because the budget 
is more than a mere financial -program. Ultimate power rests 
with the powerful Council of the People's Commissars which is 
advised by the Planning Commission of the Union. The Union 
budget and those of the Republics are finally integrated. This step 
and the distribution of 'J)owers that it involves has been described 
to. the writer by a. Russian authority as follows: • 

If a republic's budget is real (that is, if the prospective 
revenues and expenses are rightly estimated) and conforms 
to the plan of national economy • and to the Union's (budget) 
laws and if it is "balanced" (with-dejici.t), it is included in 
the united budget without changes. If any of these condi
tions is not maintained, the Union's "Sovnarkom" makes 
corrections, which are related to the republic's government; 
in the case of their dissent the matter is finally set by the 
"Union's Executive Committee"t. As a matter of fact the 
budgets of the Republics are often subjected to substantial 
changes." 

'-'Summary and Conclusions · 

The survey of some representative national practices has brought 
out several developments which are of interest to the general budget 
reform problem. ~'There are, however, basic structural differences 
in national governments, such as the executive authority of Cabi. 
nets. A variation is noted in connection with the single executive 
(Governor) of the American states. It is around him that the 

• That is, if it includes ita Ulligned participation to the Union'•' industrial 
and aj!TinJitural investments. 

t The "Union's'' Central Exec-utive Oommitta (ZIK-USSR) and the Repub
lican Central Ex~tive Committees ut betweea two 8eJI8iona (not annual, 
usually trit'llnial) of the reflpective "Assemblies of Soviets,• as legislative 
bodiMq the "Somarkoms" are the ex~r~~tive power. . 

n fA. B.dgn B11det~t of tlwr U.S.S.R., unpublished survev prepared for the 
preeent writer by Dr. V. Tverdokhlebov, Leningrad, feb., lD36, pp. H. 
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executive budget movement has centered. The prominence <>f 
ranking financial department heads is not strictly analogous. 

Some procedures applicable to all jurisdictions may be cited. 
One involves the concentration and centralization of power. As 
a feature of this practice the earliest· active participation of the 
budgetary authorities in the preparation of estimates is desired. 
There are evident disadvantages in the restriction of budget offi
cials in their functions to a compilation of proposals formulated · 
by others . 

.Another disadvantage is evident in the case of the jurisdictions 
in which budget planning is divorced from the administration of 
the :finances, particularly tax and other revenue administration. 
The British.emphasis on revenues in connection with the periodic 
review of the finances contrasts sharply with the federal practice 
in this country. The nature of the agency that prepares the 
budget undoubtedly contributes to this situation. 

The linking of preparation and execution functions, the existence 
of a permanent trained body of ranking officials, and a host of 
minor devices which stress :fiscal efficiency rather than political 
expediency, may be noted. ·It is evident that some jurisdictions 
provide for agencies that are better equiJ?ped to fulfill the important 
preparation functions than ·are others.J 



CHAPTER XXIV 
BUDGET-PREPARING AGENCIES IN AMERICAN 

STATE GOVERNMENTS 

Executive Budget Reform 

The most important element in the wave of budgetary reform 
that swept the states in the second and third decade of the 
twentieth century was the introduction of the executive budget. 
For immediate purposes this may be defined in terms of vesting 
in the Governor the responsibility for the preparation of the 
budget program. (An executive budget system may also grant 
to the Governor special powers with respect to the adoption and 
execution of the budget program.) The reform wave brought to 
over three-quarters of the states true executive budgets as far 
as preparatory matters are concerned. One of the reasons for 
the success of the movement was the fact that the adoption of 
executive budget systems was a feature of the process of integra
tion that was generally favored and applied to state governments. 
Increasing the administrative functions of the Governor was an 
element of the reforms which included the coordination of dis
persed administrative units and the general introduction of effec
tive financial control systems.1 

Students of finance as well as of government are in agreement 
regarding the advisability. of vesting the Governor with complete 
responsibility for the preparation of the budget. The prevalent 
ideas regardinr.r the budget-making agency have been aptly 
expressed as follows: . . 

The general consensus of authoritative opinion favors prepa... 
ration of the budget by the executive (the executive budget), 
as part of the general tendency to centralize administrative 
responsibility and control in a few elected or appointed offi
cials. The chief executive is especially well equipped to pre
pare the budget, inasmuch as he is generally charged with 
responsibility for the operation of administrative units, is 

l Professor Cline notes this fa.ct in specific relation to expenditure eontrol: 
During the last two decades there ha.s beea a decided trend in the 

Unit.d States towards the reorganization of state governments and the 
eonsolidation and integration of departments. The tendency of such. 
reorga.nir.ations baa been to increase the power and also the respoui
bilitiee of the Governor. In Clertaia states he has bee1!: made the keystone, 
in fact as well as in theory, of the exeeutive braneh of the goverDIDt!'llt. 
He has been giveu important powers, such u eontrol over expenditures 
and the right to select and remove the heads of administrative depart
mt'nta. The purpose has beeu to Clentra.liJle both. power and responsibility 
in the chief e.urutive ill order that he may be held aceountable for the 
effi.t'ient and et'ODOmica.l operation of the administrative departments. It 
ia an attempt to apply to government a fundamental princ!iple of modem 
bu&i&eSI organiu.tion. (Cline, o,. cit. p. 1.) 

[297] 



NEw Yoax STATE Tu ·CoMMISSION 

familiar with their functions and activities, and is in the best 
position to pass upon those problems of administration that 
bear ,upon sat~actory effectuation of the budget program.2 

Another recent writer has· also defined the dominating trends 
in the current thought .on the problem in noting that 

. American writers, practically without exception, have 
endorsed the executive type of budget. Most students of 
government are agreed that it is far better calculated than 
any of the other types to achieve the desired economy in 
state administration. The Governor represents the state as 
a whole and the general direction of financial policy may 
on ·that account be .appropriately committed to him. The 

. Governor, of all officers, enjoys the most advantageous view 
. ' of administrative processes.8 · . 

. A~vantages. of Executive Budgetary Systems · 

It is hardly necessary to add that the specific problems of fiscal 
_. efficiency and of adjusting state finances to fluctuating economic 

backgrounds demand the introduction of an executive budget sys
tem. Sectional and partisan interests which dominate legislatures 
are not conducive to a broad viewpoint on fiscal problems. It is 
essential also that a .balanced fiscal program be initiated, guided 
through legislative channels, and executed by the same agency. 
The Governor· who carries out the fiscal plan should be the one 
to ·propose it. Furthermore, there must. be someone who views 

· the program as a whole : revenues and outlays; functions and costs. 
An eminent budgetary authority at the turn of the last century 
speaking in terms of national jurisdictions, but with universal 
relevancy, has ~ummarized the need as follows: 

. Situated at the center of the government, . . . the Executive 
more than anybody else is in a position to feel th~ public needs 
and wishes, to appreciate their comparative merits, and accord
ingly to calculate, in the budget, a just appropriation which 
each of these needs and wishes deserves. Others may know 
certain details as well, possibly better than the Executive, but 
no6ody can have so extensive and so impartial a view of" the 
mass of these details and no one can compromise the con
flicting i!J.terests with so much competence and precision.' 

In order to give a commonwealth the full advantages of an 
executive budget system many structural and financial limitations 
in state gove'rnments should be kept in mind. Some of the aspects 
will be brought out in connection with the other stages of budget-

a Chamber of Commeree of the United Statee, 8tate and Local BudgetM71 
JletltoM. A Reporl of the Committee on 8t.ate ~mil Local T~Jd)Gtttm and 
E:rplmditvrer, (Washington, Feb., 1935), p. 6 (hereafter eited as 8ta.te tm4 
LoooJ BudunM'1/ Jlnlwd&.) . · 

• Coleman, op. cit., pp. 54-55. 
• Ren6 Stonrm, The Budget, American Edition, translated by T. Plazinski 

(New York. 1917) pp. 53-54. 
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ary procedure. For example, the spirit of executive ;budget plan
ning is nu.llifi.ed unless the heads of the spending agencies are 
denied direct access to the legislature in· demanding increases in 
the appropriations recommended by the executive! . 

It would perhaps be wise to mention that, apart from any 
'infringement on executive budget planning that might arise from 
the factors discussed under comprehensiveness and unity or from ' 
obviou.a limitations growing out of the character of fiscal systeiDS, 
almost every state unit denies the Governor owe!-!2,_p!1ml!r.UI
Fev1se the estimates or t e SUJ?]:9.f lS iihve..!!!.!LJ!l<!ici!!l I 
&ranches. As a feature of our traditional system of checks and 
tlaiances among the three branches of the government it has been 
deemed desirable to give the legislature and the judiciary a free 

·hand in the submission of estimates. The provision is not as 
significant as might at first appear. The legislature is not bound · 
by any of the Governor's estimates, except in the handful of 
states that have given Constitutional recognition to such estimates 
and have limited the right of the legislature to revise them 
upwards. The legislature may likewise change judicial expenses, 
except where some form of constitutional protection is granted 
to them. , 

All the states in the predominant executive budget group have 
some limiting provision of the type under discussion. Excepting 
Kansas, which does not exempt legislative costs, and Indiana, which 
dispenses with the usual immunity of the judiciary, all the states 
grant the two categories an immunity from the Governor's power 
to revise. In New York the presiding officer of each House, acting 
for the legi~ .. lature, and the Com~troller, actmg for the ~udic'i'%_ 
P_!3>~r~_est1_m1tt.es And submit t em tJ\ tbfl'IOVe..!nor. .He ma,y 
recommend _chQ.JlgeJ...bJlt_may..llOt..lll.llke.lln.,Y. Afacyland includes 
tliepublic· schools in the exempt category. 

Another qualification need be considered only in teriDS of the 
frequent but futile efforts to keep Eolitical Jnotiv_!!.t!Q.ns outJ!U~ 
expenditure revisions. Nebraska, or example, requires that . the 
GOvernor comDi'Uilicate to the legislature his reasons for any revi~ 
sions of the estimates submitted to him by the spending agencies. 
The value of this provision to combat political influences is nil. 
The provision casts doubts upon the .Governor's ability and reduces 
his work to that of a clerical compilation. It is desirable that 
the original estimates be known hut not publicized. . They are 
tentative forecasts which have not been checked and coOrdinated. 
The Nebraska practice is not compatible with the best interests of 
executive budget planning. . ' 

• Commenting on the abs@nee of such a limitation in Oklahoma, the Brook· 
inge experts noW: 

The Oklt.homa bud:ret law should contain a provisioo similar to See
tion t2 of the Iowa Budjret and Aemunting Act, prohibiting the heads 
of dt>p_artments and ~ta.blishmenta .from either advocating an iuerease 
of an atem or of mbmtttlng any esttmate to any rommittee of the legis. 
lature, unleea at the request of either House of the legislature, and then 
only throu~h the Governor ud his budget oftiter, the State Comptroller. 
Brookings Institution, Okl411om. Burwy, op. flit., p. !39. 



300. NEw YoRK STATE TAX CoMMISSioN· 

'!:!l..!L d,ep~-~o~_ a~th~ ___ rec9ve!'_l _l)~ri~ _have brought into th~ 
clear the underualile ltnpo:r1ru:J.ce oran· exe"cutive·oudgersystem. 
twlaiiOns with the lesser civil units and with.-tlieniilioil&govrnr:' 
ment.s have strongly influenced state financial problems. A legis
lative committee or a body of sundry state officials could not cope 
with the issues raised. Pressure groups had vital issues at stake, 
important functions had to be sacrificed, and classes and groups 
had to be taxed at burdensome levels. The choices that some 
Governors recommended showed poor judgment. However, others 
avoided responsibility and turned the problem back to the legisla
ture, The practices in some cases tend to cast doubt on the value 
of executive budget systems. · 

It may still be assumed that executive bndll'etjng is a boon to fiscal 
' e:ffici~.!L Every state should enhance the powers and duties 
ortlie Governor in the matters concerning the planning of financial 
affairs and the preparation of estimates. In doing this they should 
reconsider the advantages of budgetary comprehensiveness and 
unity. Many states still dilute the Governor's powers in various 
directions, even though they nominally claim an executive budget 
system status. The following quotation from a popular text on 
state government summarizes the thought of political scientists 
on the problem: · · · 

Students of governmeni are generally agreed that the gov
ernor should be vested with complete responsibility for the 
preparation of the budget. The people look to him for leader
ship and in the shaping of the state's fiscal policy leader
ship is especially important. · The need for gubernatorial 
control was not clearly recognized at first, however; seven 
of the first twelve budget laws placed control in the legisla
ture, or, more commonly in a board. But shortly afterward 
came a pronounced swing toward budget systems of the 
executive type. 8 

It is encouraging to note that there has been no reversal of 
the trend towards the straight executive budgeting alluded to 
above. In the following study of individual state practices 
it will not be possible to discuss the question of the ability and 
efficiency of the Governor or of the other officials of any state 
concerned with budgetary matters. Such an omission is not based 
on any desire. to emulate neo-classical economists who, turning 
their attention to public finance, sought only universal principles 
about the inevitable behavior of rational beings. The difficulti-es 
are ones that arise out of the difficulties of measurement, of 
knowing intimately the facts, and 'Of setting up standards. Not 
to be neglected are questions of existing fact. No purpose can 
be achieved· in attributing the defects, if the case can be well 
established, in the system of State X, Y or Z, to a misguided, short
sighted, or biased Executive. Each state must provide a system 
that gives the right (}Qvernor and the right officials a chance to 

• Austin F. MacDonald, America-• State G~emmmt and Administration, 
(New York, 1934) p. 335. 
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act in the best interests of the citizens of the state. The analysis 
of the system falls under the scope of this study. The steps to 
be taken and the prayers to be uttered in the search for the right · 
state officers must be sought eLsewhere. 

Types of State Budget-Preparing Agencies 
Buck has summarized the characteristics of executive budget 

systems and has noted the other types that are prevalent. 
Perhaps the outstanding feature of the more rec~nt legis

lation is the creation of budget-making authorities in the 
different states. Through this legislation the state lawmakers 
have established four general types of authorities charged 
with formulating the initial budget plan. The first of these 
is called the "executive trpe," because, according to its require· 
ments, the governor is responsible for preparing the budget 

. to lay before the legislature. This is by far the most popular 
form. The second is the ''administrative board tme,'' under 
which a group of administrabveoftfcers;liSuaily including 
the governor or some of his appointees, is made responsible 
for preparing the budget. The purpose of this arrangement 
may be either to associate the more important of the inde
pendent administrative officers with the Governor in the 
formation of the budget, or to surround the governor with a 
board so constituted as to restrict his influence on financial 
planning. The third type is the "administrative-legislative 
board," composed of administrative officers, including the 
governor, and members of the legislature. The chief design 
of this agency is to bring the legislative body into the initiating 
stage of the budgetary procedure. Finally, there is the "lttto 
lativ~ Jype,:' which leaves the preparation of the budge 
&committee of the legislature. This type exists in only one 
state-Arkansas.' 

The third and fourth types tltat Buck classifies are not diffi
cult to distinguish. Between the first and the second there may 
be misinterpretations due to the fact that the ·Board may be 
advisory in character, or they may result merely from a delegation 
of power on the part of the Governor. In this study no 
careful attempt at segregation of the first and second groups has 
been made. There are a few fiscally important states that are 
not in the executive budget group. The list is complete if one 
indudes the few states with administrative boards under the 
domination of the Governor and if the members of the legislature 
are considered as ineligible for their budget making agencies. 
Bt>eause of political expediency, as well as the lack of capacity 
of Governors or their immediate advisers, the provisions eited 
have not always been carried out. In some instances the poor 
obS(>_r\'8nee of the executive budget laws by Governors has come 
to h:,!ht.. In otht>rs no effort to traee the working of the system 
has been made. 

r Bu<'k I, op. cit., pp. 28-!9. 
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A brief review of the practices effective in the executive budget 
group of states follows.' A few states, which like New York have 
constitutional clauses regarding executive budget systems, ·will be 
discussea follqwing ~e analysis of the states with statutory pro-

. visions on the subject. The usual practice in the strict executive 
budget group is to allow each Governor to appoint a budget official 
to act for him. If there is political continuity, as is the case in the 
Southern .states, or as has been noted in New York for the past 

·decade or more, the budget official and his staff should be able 
to become proficient in their tasks and should know the best out
side sources to which to turn for additional assistance. One 
should not minimize the importance of the officials and staffs, as 
well as advisory bodies, which are assisting Governors in carrying 
out their budget duties. 

A m~re detailed analysis of state practices would undoubtedly 
reveal many informal advisory committees, so:rp.e provided for in 
acts of legislatures; that are called upon to aid Governors and 
to lend an appearance of well-informed public support to the 
Governor's program. As has been indicated above, nothing pre-· 
vents a Governor from getting all the advice he wishes. Only 
remunerated advisors (barring any personal or party aid from 
the Governor) require any statutory recognition of their existence. 
The practice of having Governors or .their budget officers calling 
upon fiscal experts is highly desirable. 

The usage may offer one way of providing continuity in the 
research and . planning underlying budget preparation. There is 
a grave danger that. innocuous-sounding councils and advisory 
boards may conceal lob,bying pressure groups. .Anti-tax organiza
tions h~ve a way of appearing in different ·guises, usually as 
organizations bearing a publi~ welfare connotation. The so-called 
"institutes" or. "foundations" of industries come to ,mind. 

It should be noted at the outset that in keeping with the usual 
expenditure emphasis, the discussions and practices usually revolve 
around the preparation of the expenditure program. The statutes 
tell little regarding revenue estimates and the allocation of the 
duties involved· in their preparation. 

· Executive B~dget Group: Statutory Basis 

· The iirgest single group of states consists of those that have 
statutory provisions for executive budget systems. In the dis
cussion of each jurisdiction in the following group it will be noted 
that there are differences with respect to the agencies or officials 
who assist the executives charged w.ith preparing_ the budget. 

·Alabama 

In Aliibama the duty of preparing the budget proposals rests 
with the Governor who is assisted in these duties by the State 
·Comptroller. The latter officer is appointed by the Governor 
and may, therefore, be considered his budget officer; in addition 
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he is vested with other administrative duties as Comptroller. 
While his knowledge of State financial affairs should prove invalu
able to the Comptroller in the formulation of the State's fiscal 
program and especially of revenue estimates it is doubtful whether 
the Comptroller or any other official or agency is endowed with 
the superhuman prophetic qualities that Alabama's quadrennial 
system demands. An utterly hopeless task confronts the Gov
ernor and it is of little aid to come to his assistance by providing 
him with a statf and with competent advisory bodies, a lnxnry 
that the State can hardly afford. 

Untill932, when a financial crisis necessitated a revised budget
ary system adopted at an extraordinary legislative session, the 
preparation of the fiscal program was not successfully carried 
out. A Budget Commission was previously charged with the 
budget-preparing duties. The Brookings survey indicates this 
fact clearly. Small wonder that the State found it frequently 
necessary to revise programs previously adopted. 

After passage of the budget law in 1919, the Governor 
and the other members of the Commission worked in close 
cooperation with the legislature in the preparation of the 
budget bill for the quadrennial period ending September 30, 
1923. The Commission functioned as contemplated by the 
law during this four-year period and presented the legisla-
ture with a budget document for all governmental operations 
for the quadrennial period beginning October 1, 1923 and 
ending September 30, 1927. It also prepared a budget docu
ment for the quadrennial period beginning October 1, 1927 
and ending September 30, 1931, but it did not prepare and 

· submit a document to the 1931 legislature. The departments 
were not called upon to submit estimates of their require
ments for the then ensuing quadrennial period as required 
by Section 907 of the Code. .AJJ a matter of fact, this Com
mission has held no formal meeting since J nne 7, 1927, and 
the budget law is ineffective today owing to the failure of the 
Commission to function. Its failure to function is apparently 
due to the attitude of past legislatures toward its recommend&-· 
tiona, to the fact that over 80 per cent of all departmental" 
and institutional appropriations · are permanent reeurring 
appropriations, and because it is an ex officio body without 
permanent personnel to do its work. 

No budget proposals were su.bmitted to the incoming legis
lature by the outgoing Govemor in January, 193L In the· 
absence of complete data as to the financial condition of 
the State, the Joint Finance Committee of the legislature, 
by resolution, requested the Governor to subinit such data. 
This was done under date of April 30, 1931, when the Chief 
Examiner of Accounts submitted to the committee certain 
financial statements to report: (1) The revenue and other 
Neeipts of the government and the disbursements for general 
and educational purposes for the period beginning October 
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1, 1926 and ending September 30, 1930, and (2) estimates 
of l'eceipts and expenditures for the then current year ending 
September 30, 1931.8 

Obviously no system would assist in: bringing about :financial 
stability if preparatory duties were similarly handled. It is 
of interest to note that abuses of comprehensiveness are credited 
with a major share of the difficulties. 

Colorado 

As indicated above the largest ·number of states are in the 
group which, like Alabama, nominally shift preparatory duties 
to the Governor. In Colorado, on the contrary, a Division of 
Budgets, which is a part of the Executive Council of the State, 
carries· out the budgetary duties allocated to the Governor. The 
Budget and Efficiency Commissioner, who heads the Division and 
who is appointed by and may be removed at the discretion of the 
Governor; is the chief budget officer of the State. Both .Alabama 
and Colorado appear to make reasonable efforts to assist the 
Governor in his duties. It should be recalled that biennial budget 
periods relieve the staffs of some of the work that those in the 
few annual-budget states must meet. 

Georgia 

· In Georgia a· Budget Bureau, attached to the Executive offices, 
is charged with the preparation of the budget. The Governor 
is ex officio director of the Bureau while the State Auditor is 
assistant Director. The latter may be considered to be the Gov
ernor's budget officer, inasmuch as he is appointed by the Governor 
and may be removed by him for good cause. It should be noted 
that his appointment requires Senate confirmation. Though differ
ing from the federal interpretation of executive independence, 
it is not an uncommon practice. The executive character of the 
budget preparation is not hampered unless the free choice of 
the Governor is interfered with or the expected cooperation does 
not materialize. 

V ario1111 States 

In. Idaho the Bureau of the Budget attached to the Executive 
department of the State is the budget- preparing agency. The 
Governor appoints the Budget Director who heads this ,bureau. 
The latter is responsible only to the Governor and is his budget-
making officer. · 
· In Dlinois the Department ()f Finance, a part of the executive 
division of the government, carries out all budgetary functions 
for the Governo:r..., The Director of Finance, who heads the depart
ment, is appointed by. the Governor and serves at his pleasure. 
In Iowa the State Comptroller, attached to Executive offices, per
forms all the budgetary functions in cooperation with the Gov-

s Brookings Institution, Alabam~ 8uroeg, op. cit., Vol. 3, Part 2, pp. 165-166. 
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ernor. The State Comptroller is appointed by the Governor with 
approval of two-thirds of the Senate and is removable at _will. 
During a recent political campaign in which budgetary qualifi~
tions were discussed, no mention was made of the fact that m 
Kansas the Governor is assisted by a State Budget Director.• 

There is a tendency for the smaller and less prosperous com
monwealths to assign the budget-making duties to an officer of 
the state fulfilling some other regular function. Kansas law 
provides for a State Budget Director appointed by the Governor. 
The Maine budget is prepared by the Budget Officer who works 
with the Department of Finance; he may also be the Commis
sioner of Finan.ce. He is appointed by the Governor with the 
advice and consent of the Council. The Bureau of Accounts 
and Control, the Bureau of Purchases, and the Bureau of Taxa
tion, each with its head, are also organized under the Depart
ment of Finance. This enables a unified financial agency to assist 
the Governor. Maine is notable for the fact that the basic budget
ary law creates a legislative advisory committee. Few states 
have permanent advisory bodies created by statutory authority. 
Drawing the membership of the Committee exclusively from the 
legislature undoubtedly requires a qualification of the assumption 
that Maine's system provides for an executive budget. It will 
be noted that the views of the advisory committee are not legally 
binding on the Governor but political expediency will no doubt 
require close harmony if the Governor's program is to survive 
the legislature. The statute creating the Committee follows: 

There shall be an advisory committee on budget consisting 
of three members, one from each house of the legislature 
selected by the presiding officer thereof prior to Novem
ber first, of the even-numbered years. In each case the selec
tion shall be, if practicable, the senior ranking mem.ber of 
the senate and house respectively of the committee on appro
priations and financial affairs, who is to serve as a member 
of the next succeeding legislature and a member of the 
minority party. The members of the committee shall be paid 
the necessary expenses incurred in the performance of their 
duties, and in addition thereto they shall each receive five 
dollars per day for the time actually spent while the legis
lature is not in session. This committee shall meet with the 
governor, or the governor elect, when so requested by him, 
durin~ the preparation of the budget, and shall advise with 
him on any and all matters pertaining to the financial policy 
of the state government. The governor, however, shall be 
fully responsible for all budgetary recommendations made 
to the legislature.1• 

• There is he-reby tTeated the office of a state bud,.aet direetor who shall 
not be a resident of any eounty in which a state institution is loeated 
or shall he-reafter be loeated, who shall be appointed by the Governor, 
with the adviee and 4:0n~nt of the ~nate, for a term of four yean, the 
term to expire on the first day of July. Said budget direetor shall hold 
hia oftil'e at the will and pleasure of the Governor. KaDL Laws (1925), 
e. 260, 113. 

"Ye. Laws (1931 ), e. 216, art. II, 11. 
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This suggestion of the Institute 'of Public .Administration's 
experts was not translated into law. The new Committee was 
to replace a budget committee with power to formulate the budget 
progr!lm.. The repon said in recommending the new Committee: 

If. the governor wishes to advise with member$ of the legis
' lature in the preparation of the budget, he may do so, but 

, this should not ~bsolve him of complete responsibility for the 
. financial plan. The governor may name an advisory com
mittee from , the legislature without any formal legislation.11 

Formal legislation was, however, passed, no doubt because such 
matters as salar~es are best treated formally. . · 
, · A few other states also provide in their statutes for executive 
leadership in budget matters. In Michigan the preparation of 
the budget is performed by the Budget Director, who is appointed 
by the Governor for a term of two years. In Minnesota the Com
missioner of the Budget is one of three members of the Depart
ment of .Administration and Finance known as the Commission 
of the Budget. 

New Hampshire ·: 

. New Hampshire's statute provides that the office of the Comp
troller, a division of the Executive Department, carry out the 
budgetary functions for the Governor. The Comptroller is appointed 
by the Governor with advice and consent of Council and is 
removable by the Executive. The Brookings.experts, in commend
ing New Hampshire's executive budget system, have made some 
interesting remarks concerning its implications. 

It should be noted at this point that the budget law 
emphasizes the responsibility of the Governor for the esti
mates. He is not required to accept or follow the recom
mendations of persons attending the public hearings. The 
law is emphatic in this respect. It sets forth that the pro-

. posals contained in the budget document shall represent his 
judgment and recommendations in respect to the revenue and 
expenditure needs of the government. Nor is the Governor 
required to submit with his. estimates the original requests 
submitted to him by the spending services, such as is done 
by a considerable number of states which have established 
budget ·systems. With respect tO' this feature, the budget 
law of New Hampshire appears to be superior to other state 

. budget laws which require submission by the Governor not 
· only of his own estimates but of those formulated by the 

spending services, since the latter method tends to raise an 
issue between the Chief Executive as general manager and 
his subordinate administrative officers. Moreover, as the esti· 
mates submitted by the spending services are in most cases 
in excess of those recommended by the Chief Executi.ve, the 

u Institute of Publie Administration, Mame 8111'1Jey, op. oit., p. 54. 
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legislative branch is encouraged to ignore the estimates· of the 
Chief Executive, or at least to a certain extent to increase his 
proposals.12 

New Jersey 

In New Jersey a separate budget-making agency. is found/8 

A state providing for an annual budget and at the same time 
being an important jurisdiction, could hardly function without a 
well-staffed official devoting full time to his budgetary duties. In 
the preparation of the 1936-37 and 1937-38 budgets Governor 
Hoffman was assisted by an informal State Budget Advisory 
Committee which submitted reports. This is one of the few such 
advisory bodies whose existence has been noted. In this State, 
as in New York in 1932 and 1933, the Committee was not provided 
for by law and did not include members of the legislature. The 
contrast with Maine's advisory body is evident. 

Before turning to the remaining states in the executive budget 
category an interesting feature of New Jersey's recent history 
may be noted. In the law which was in force prior to the recently 
adopted statutes, there was a provision calling for the appoint
ment of two budget assistants. Comment from .the report of the 
Institute of Public Administration pre-depression survey on this 
matter follows: 

A great point is made of th~ fact that these two budget 
assistants to the Governor represent the two major political 
parties. The result is that the preparation of the budget 
is regarded in the light of a political rather than a technical ·' 
job. In no other state in the Union is this the case." 

One is inclined to believe that one assistant representing a 
single party may do as much as two towards stressing the political 
element. The report criticized the two assistants as "official 
snoopers,'' and ''incompetent.'' It recommended the establishment 
of & bureau of the budget as a part of the Department of Finance, 
a sugg-estion that has been put into effect. . • 

In North Carolina the statutes give the Governor control and 
supervision over government agencies for the initiation and prepa
ration of a balanced budget of all ·revenues and ·expenditures 
for eaeh session of the General Assembly. The Governor heads 
the Budget Bureau, which is part of his executive office.lli Also 
in this State a ·Budget Advisory Committee, composed of two 
members in addition to the chairman of the·legislative committees · 
dealing with appropriations and taxation is provided for. Its 
function is purely advisory. 

· u Brookings Institution, NWJ Baapd.W. Btii'Wfl, op. oil., p. 357. 
ll The State Budget Department earriea out all budgetary function• 

auigned to the Governor. The Department il headed by the State Budget 
Commisaioner who is appointed by, and may be remOV'ed at the. pleasure of, the 
Gonrnor. . 

~t Ref)Orl .,. • Burw'f of fit« Or,-'-tiott •fMI AdtMMIINtiow of tit« IJto.te 
Oat'ft'IMIIftl of NtVJ Jerur, prepared by the Institute of Public Administra
tion (N't>w York, 1~24), p. 52. 

u N. C. C<wle, (Michie, 1931), I 7488 m.. 
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In. Ohio the Department of Finance, through the Division of 
the Budget, carries out all budgetary functions assigned to the 
Governor. · The Division is headed by the Superintendent of the 
Budget, who is appointed by and may be removed at the pleasure 
of the Governor. 

O~homa 

Oklahoma also provides for a true executive budget in so far 
as preparation is concerned. Among the fiscal duties of the Gov
ernor is the preparation of the budget. The Brookings Survey, 
in describing ~ Oklahoma's practices, indicates some of the 
attributes: · 

The budget law as a whole indicates that its framers 
intended to centralize authority in the Governor for the 
presentation of a comprehensive work program to the legis
lature at the beginning of each regular session. In some 
respects, the law provides an opportunity for the preparation 
of a real budget document and the operation of an effective 
'budget system. It requires the Governor to establish uni
form budget classifications; it requires the departments and 
institutions to submit estimates of their requirements in 
accordance with these classifications; it requires the budget 
officer to make field surveys and. studies of governmental 
agencies looking toward economy and efficiency; it requires 
the Governor to hold public hearings; and it requires the 
Governor to submit the budget document and tentative appro
priation bills to both Houses of the legislature at the begin
ning of each regular session. In addition, it requires the State 
Auditor to submit estimates of revenue and certain financial 
statements to the Governor for incorporation in the budget 
document, and inferentially, it requires him to esta,blish an 
effective central accounting system to record, control and 
report currently the financial condition and operation of the 
state government.16 

· It will be noted that all the powers and duties' outlined above 
are related to preparatory functions. Jn carrying out these duties 
the Chjef Executive is assisted by a budget offi~er.11 

1& :Brookings Institutwn, Oklakome 8uroey, op. cit., p. 238. 
lT The Budget .Officer. This office was created by the legislature in 

1923. The aet creating this office provides for the appointment of a 
:Budget Officer for a term of four years. He is appointed by the Gov· 
ernor, with the advice and consent of the Senate. The :Budget Officer, with 
the approval of the Governor, is authorized to employ one stenographer. 
The powers and duties of the Budget Officer are given in Chapter 27, 
Article 1 of the Oklahoma Statutes, 1931. He acts for the Governor 
in the m~tter of surveying the state departments and institutions and the 
holding of public hearings on any and all estimates; and he prepares 

. the bud!ret document and tentative appropriution bills submitted to the 
legislat~. Ibid. -', 
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In Oregon the preparation of the budget is carried out by the 
Budget Division of the Executive Department. The Division is 
under the supervision of a director who is appointed by the Gover-~ 
nor for an indefinite term a~d who may .be removed at will 

Pennsylvania 

Pennsylvania is another fiscally important State which was led 
by the inadequacy of its previous methods to adopt a plan proi. 
viding the State's Executive with a budget official. The back
ground of the Keystone State's executive budget system has been 
described as follows: 

The functions of the budget system established by the 
Administrative Code of 1923 were assigned to the Secretary 
of the Commonwealth in addition to the constitutional and 
statutory duties of his office. For four years this arrange
ment was adequate but by 1927 the State's annual business 
in dollars had become $116,500,000. With this, it appeared 
that an officer was needed to devote his entire attention to 
the operations of the budget. Accordingly, in January 1927, 
Governor Fisher, by Executive Order, created the position 
of, and appointed a Budget Secretary. The General Assembly 
of 1927 by amendment to the Administrative Code of 1923 
removed the Budget functions from the . Secretary of the 
Commonwealth and assigned them to the Budget Secretary. 
This was continued by the General Assembly of 1929, in. re-en
acting the Administrative Code. 

The Budget Secretary is an employee in. the Governor's 
Office. He and the employees of the Governor's Office whose 
work he supervises form the Budget Bureau. The powers 
of the Budget Secretary other than those given him in the 
Administrative Code are based upon· the Governor's powers. 
All administrative duties in connection with the Budget are 
performed by the Budget Secretary.18 

Rhode Island's practices are also of recent origin. Previously 
the State Commissioner of Finance appointed by the Governor 
(with the advice and consent of the Senate) assisted in the prepara
tion of the fiscal program. A law enacted in 1935 established 
a State Budget Director and Comptroller as part of the executive 
budget system. 

Of the nine remaining states providing in their statutes for 
ext>rutive budgets four do not provide the Governor with an 
official or an agency devoting attention exclusively to budgetary 
affairs. In South Dakota the Governor is the chief budget officer 
of the state and works in conjunction with the Secretary of Finance 
in preparing the budget. Both the Governor and Secretary of 
Finanre have authority to examine the books and records of 
any dE-partment, agency, or institution of the State in order to 
prepare a correct budget. 

11 Townsend, op. cit., p. 6. 
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Tennessee 

Tennessee is a State in which the actual procedures, more than 
~ the statutory provisions, indicate .that there is a need for reform. 

There is also some questi~n as to whether the state deserves rank
ing in the executive budget group. According to its statutes the 
Division of Accounts and Budgets, which is a part of the Comp
tr&ller's office, carries out the preparation of the budget for the · 
Governor. . The_ CoJIUnissioner of Taxation and Finance, heading 

\he dep~rtment of that name, is to assist in such preparation. The 
Division is not concerned exclusively with budget making; neither 
is the Department of Finance and Taxation, although it is referred 
to as the Budget Commission. Tennessee also has a legislative 
advisory body. It should be noted that this Advisory Committee 
consists of the Chairman and three members of the Appropriation 

, Committee of the House and the Chairman and two members of 
the· _Finance Committee of the Senate. · The Governor is to be 
assisted by the Comptroller and the Division of Accounts and 
Budgets. The Budget Commission is required to do the actual 
work and is to· be -advised by the Governor. The Commission, 
after having held hearings, is to prepare a budget which the 
Governor transmits ~o th~ .Legislature. In transmitting the pro
gram the Governor is required to add his own recommendations; 
it is with these that the Comptroller's office is primarily concerned. 

· Presumably the Legislative Advisory Committee makes its influence _ 
felt with the Budget Commission. Further indication regarding 
the diluted power of the Governor in the budget preparation stage 
may be noted from the fact that the Budget Commission has the 
authority to revise the estimates submitted to the Legislature 
before' final action is taken. . ., 
. In a recent study of the State's fiscal system strong recommenda

tions for revising the budget preparation procedures were made. 
It should be recalled 'that the provisions outlined above were a 
feature of a 1933 reorganization reform. Professor Snavely, whose 
study for the Tennessee Planning Commission is now quoted, pro-
poses · 

·~ ••. that a Division of the Budget be created in the office of 
· the Governor. The Division . . -. should be in charge of a 
BRdget Director who should be a highly capable person well 

· · trained ll;t accounting and finance. He should be a non-politi ... 
cal official and should hold office at the pleasure of each 
Governor for an indefinite period. He should not be 
removed · except for incompetency or malfeasance in office. 
Each Governor should have the benefit of his experience in 
office and his knowledge of the various departments in the 
state and his technical training in the :finances of the State.t'' 

The suggestion that the Director of the budget agency be 
permanently retained i~ office is not usually a feature of execu-

te Tipton R. Snavely, A Btvdy of ~he. Fitlcal By!tem of .Tennessee; Prepared 
for Tennessee State Planning Commtsston, Bullettn No. 1. (NashVllle, 1936), 
p. 17. . 
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tive budget proposals. Nevertheless, the recommendations are 
praiseworthy and serve to indicate the difference .between Tennes... 
see's present arrangements and those that conform to executive • 
budget standards. 

Other Statea 

The Texas budget is prepared by a State Board of Control 
consisting. of three of the Governor's appointees. In Utah the 
executive secretary of the Board of Supplies and Purchase serves 
as Director of the Budget and carries out the budgetary functions 
assigned to the Governor. The Director is appointed by the Gov
ernor with the advice and consent of other members of the 
Board. In Vermont the Department of Finance is the Governor's 
agency in preparing the budget. This State is one that requires the 
Governor to advise the legislature of his reasons for proposed 
changes. The other four states have provisions supplying the 
Governor with budget officials and staffs. 

In Virginia a Division of the Budget, attached to the Governor's 
office, carries out all budgetary functions assigned to the Governor. 
The Division is headed by a Director who is appointed for two 
years by the Governor and serves at the latter's pleasure. Wash
. ington has a Division of the Budget, part of the State Depart-
ment of Finance, Budget, and Business, which carries out the 
preparation of the fiscal program. The Department is headed by 
a Director appointed by the Governor with consent of the Senate. 
The Supervisor of the Budget, heading the Budget Division, is 
appointed by the Director. · 

In Wisconsin the Bureau of the Budget, attached to the Gov
ernor's office, carries out the preparation of the budget. The 
Bureau is headed by a Director, appointed by the Governor for 
an indeterminate term, with the advice and consent of the Senate. 
He is removable at the pleasure of the Governor, except during 
legislative session and for two months prior thereto when he may · 
be removed only for cause. Finally, in Wyoming the Governor 
is chief Budget Director and appoints an assistant budget officer 
for a two-year term.211 

Executive Budget Group: Constitutional Basis 

Every state that has embodied its budget laws in its constitu
tion, with the exception of West Virginia, provides for executive 
budget preparation. This is comprehensible since a constitutional 
amendment was desired in part to prevent legislative tampering 
with powers granted to the Governor. California, Maryland, 
Massachusetts, Missouri, Nebraska, and New York complete the 
group. In California the Governor is aided by a Director of 
Finance. The latter heads a Division of Budgets and Accounts 

JO Data 011 the cha~r and the distributio11 of budget preparing dutiea 
in Arizona, Nt"fada.. and New Mexieo are DOt uailable. It IS believed. how· 
e\'er, that these Statee provide for exeeutive budget system&. . 
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in the executive offices. In Maryland the preparation of the budget 
is under the direction of the Governor whose budgetary duties 
are administered by a Budget Director appointed by him. The 
Massachusetts budget is prepared by the Budget Commissioner 
attached to the Commission on Administration and Finance, 
appointed by and serving under the Governor and Council. · In 
Missouri the Chairman of the State Tax Commission, who is 
ex-officio Director of the Budget, carries out the task of bud~t 
preparation under the supervision of the Governor. The Chairman 
is appointed by the Governor and is removable at the latter's pleas
ure. The practice of placing the burden of preparing estimates 
in the hands of those actively concerned with the functioning 
of State :financial affairs, namely the State Tax Commission, may 
be valuable in that it tends to overcome the usual expenditure 
emphasis characterizing the work of other officials charged with 
the preparation of the budget. · Nebraska has allocated budget 
preparation functions to the State Tax Commissioner who is an 
appointee of the Governor. 

New York 

Before the remaining executive and legislative preparing agency 
types are surveyed, New York's practices may be noted.. The 
Empire State contains in its Constitution a provision creating a 
budget agency similar to that of most states in the executive 
group. A Division of the Budget, attached to the executive 
offices, assists the Governor in carrying out the budgetary functions 
assigned to him. The Division is headed by an official known as 
the State Director of the Budget; He is appointed by, and maYi 
be removed at the pleasure of, the State's Chief Executive. 

In New York the abandonment of the property tax as a source 
of State revenues creates an important estimating problem, in view 
of the State's huge tax burden. Several agencies of the State 
cooperate with the Governor in the compilation of the forecasts 
as well as in tlie tax proposals that }Jave been a feature of recent 
budget messages. The State Tax Commission, which heads the 
Department of Taxation and Finance, is the agency chiefly 
responsible for revenue estimates. The State Comptroller and his 
staff also forecast·· .vields. In recent years the · Governors have 
been calling on outSide academic and fiscal experts, and leading 
fiscal scientists have acted as the Governor's unofficial advisors.21 

The Division of the Budget does not appear to be active in the 
matter of revenli6 estimates and proposals. There can be no crit
icism of the State for having failed to make a consideration of 
the revenue aspects of its fiscal system a feature of its executive 
budget planning. · 

During the two years following the adopti<~n of the budget 
amendment a Budget Advisory Committee was created. The Com

. mittee created by Governor Roosevelt in 1932 was continued by 
Governor Lehman in 1933. The agency, which had a research 

11 N. Y. Times, January 13, 1933. 
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staff, issued several reports. These were prepared for the Governor 
a few weeks prior to the transmittal of his budget message and 
covered the entire scope of the State's problems. The Committee 
in 1932 included leading businessmen of the State and had the 
cooperation of the Director of the Budget and all State officials. 
Its functions were naturally only advisory. There. has been no 
such Committee in the State since 1933. 

It is questionable whether such an advisory body does much 
more than inform the Governor of the viewpoints of the group 
that the body's membership represents. It is interesting to note 
that the Advisory Committee left no lengthy intervals between 
the submission of its reports and the time at which the Governor 
was to submit his message. In 1932 the report was submitted 
on December 20, and in 1933 on December 30.22 

~.--Summary: Executive Budget Group 

,...-In the states the leading budget official assigned to the Governor 
~-known variously as the Budget Commissioner, Director of 
Finance, Budget Secretary, Superintendent of the Butlget, or 
simply as the Budget Officer. The title is of no significance. It 
is important that the states provide their Governors with an official 
and a staff serving him alone in connection with the preparation 
and possibly the execution of the budget. In. the group of states 
already mentioned only Alabama, Iowa, Missouri, Nebraska, New 
Hampshire, South Dakota, Tennessee, Texas, and Utah fail to 
provide an official or an agency to act as the Governor's appointive 
bud~et aid. Some of these States could afford an official and a 
small staff. It is interesting to note that Missouri and Nebraska 
rely upon the State's highest ranking tax official to assist the 
Governor. This practice should certainly lessen any disregard 
of revenue aspects in wbj.ch some of the other officials charged 
with budget and other duties may indulge. Alabama and New 
Hampshire are among the states that call on the Comptroller 
for budgetary functions. This is certainly more desirable than 
the practice noted in Utah in which the head of an agency con
cerned primarily with purchasing supplies is the budget official. 
This is an arrangement inviting an expenditure emphasis:; · 

. __ _; 

Board Budget Group 

In addition to the already discussed executive budget group 
there is another which consists of states that have vested budget 
preparation duties in state agencies whose members are not 
enll'aged exclusively in budgetary matters. The so-called board 
type is included here. The Governor, while frequently a member 
of the body, does not have official power to dictate the :fiscal 
poliey to be embodied in the budget proposals. The jurisdictions 
in this group cannot, without question, be credited with having 
lej,!&lized exeeutive budget planning of the usual pattern. Actually 

at N. Y. Times, l>el.'ember 21, 193! and Dec!ember 31, 1933. 
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ihe Governor. or his appointive offi~ials may have complete powers. 
The followmg quotation from a standard text on state govern~ 

ment reveals an interesting explanation of why some states have 
failed to legalize completely executive budget systems. 

The usual reason for placing a board in charge of the 
budget is that the nineteenth century fear of gubernatorial 
authority has not yet disappeared. The old theory of checks 
and balances makes its appearance in a new form. If the 
g?vernor has complete control over the budget he may use 
his power to suggest expenditures that are inimical to the 
common welfare, and a weak-willed legislature may enact his 

. proposals into law. The only safe plan, therefore, according 
to those timid souls. who accept this line of thought, is to 
associate other officers with the governor at the time the state's 
fiscal plan is formed, so that unwise suggestions will be detected 
and cast aside. · Of course board administration of the budget 
system has ·not produced the xesults that its adherents claimed 
for it. Its chief accomplishment has been to force the adop
tion. of an ambiguous and ofttimes confusing fiscal policy 
. instead of a carefully integrated plan. Quite naturally, there
fore, the ;hoard· budget plan is losing in popularity. Not a 
single state has adopted it since 1921, while ten .states have 
abandoned the board plan since 1921 in favor of the executive 
budget system.28 

In the following . discu.ssio~ it will be noted that there are 
a few important states in the board type group. 

Connecticut 

In Connecticut a Board of Finance and Control is responsible 
for the various duties in connection with the preparation of the 
budget. The Board consists of eleven members, including the Gov
ernor: Lieutenant-Governor, Secretary, Treasurer, Comptroller, 
Attorney General, Tax Commissioner, Commissioner of Finance 
.and Control, and three electors appointed by the Governor. It 
should be noted that this agency with its membership of high 
ranking officials carries out the policy-making and that the actual 
work is prepared by the Department of Finance and Control, a 
regular agency concerned with fiscal matters. It is questionable 
whether the power of the Governor is not diluted considerably. 

In Delaware, according to the 1931 law, a Board of Budget 
Directors composed of the Secretary of State and two other mem

. hers appointed by the Governor and serving at his pleasure, is 
empowered to fulfill the various budgetary duties. 24 

• 

Florida 
In Florida there is ~ State Budget <Jommissi~n composed of 

the Governor, Secretary of State, State Treasurer, Attorney-Gen
eral, Commissioner of Agriculture and State Superintendent of 

II MacDonald, Of'· cit., P· 355. 
uDeL Lawa (1931), c. 81, §l. 
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Public Instruction. The chief officer of this Commission is charged 
with carrying out the preparation of the budget. It should be 
noted that on the Florida Commission not only are the admini
strative heads of the executive agencies but an officer of what 
is probably one of the· largest spending agencies is found. Further 
evidence of the independenc~ or extra-budgetary character of 
the Highway Department is seen in the fact that this impor
tant agency is not represented on the Commission. What is of 
still greater significance in connection with the listing of this State 
outside the executive budget group is the fact that the Commission 
must transmit all departmental estimates as it receives them and 
can only add its recommendations. This means that legally the 
work of the Commission is that of merely compiling estimata<;, 
No element of executive budgeting i$ actually represented. 

Kentucky 

It is surprising that Kentucky 's· new system does not provide 
for an independent budget agency. At present the Department 
of Finance and Budgetary Control, known also as Board of 
Finance (which includes Governor, Chairman. of State Tax Com
mission, Auditor of Public Accounts, State Inspector and .Exam
iner, and Secretary of the Executive Cabinet), carries out all 
budgetary functions. The Commissioner of Finance is constituted 
as the State Budg~t Officer. 

Other States 

Louisiana offers a splendid example of how a powerful and 
dominating executive can control the preparation of the State 
budget, (and almost everything else as well) in spite of the fact 
that the budgetary duties are vested in the hands of the State 
Board of Apportionment. The Governor is one of four members; 
the others are the State Auditor, Treasurer, and Supervisor of 
Publie Accounts. 

It is not possible to include Mississippi in the executive group. 
The Brookings experts recommended in 1932 that a Division of the 
Budget, under the Governor, be created.115 The law, however, 
provided for a Budget Commission. The Governor is Director, 
the Chairman of the State Tax Commission is Assistant Direct()r. 
The Attorney-General is also a member. Until 1936 the Commis-

u Divirioa of tu llu4get. This division should be headed by the 
Comptroller. Briefty, the functions of this division will be: (1) to 
prepare the budget documents and draft the legislation to make it effee
tive: (2) to make field surven and studies of governmental agencies 
looking toward economy and inore efficiency; (3) to make allotments 
to eontrol expenditures; (4) to authori.JJe. transfers of appropriationa 
authorilled by law; (5) to study the aeeounting and other reports 
rendered by the central aceounting office and governmental service&; and 
(6) to aid the Governor in the economical management of state affairs. 
Brookings Institution, Jliuimppt 8Uf'fle1/, op. eit., p. 353, 
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sion was'an informal body and the members worked as individuals. 
Recent legislation has made the Commission a real budget-making 
agency.28 

• 

Montana and West Virginia, the latter the only State with 
a constitutional basis for its extra-executive group status, conclude 
the .list. In Montana the State Board of Examiners assumes 
the budget-making duties. In West Virginia the ultimate author
ity in the preparation of the budget program is the Board of 
Public Works. The Board consists of the Governor as chairman 
and the State Auditor, State Treasurer, State Superintendent of. 
Free Schools, Commissioner of Agriculture, Secretary of State, and 
Attorney-General as members. The Governor appoints a Budget 
Director to assist the Board in preparing the budget. Undoubtedly, 
through his chairmanship and his Budget Director, the Governor 
wields great power in formulating the budget. 

Legislative Membership on Board Group 

There are apparently only three commonwealths in the group 
that are·· excluded from the executive budget preparation cate
gory by virtue of the fa:ct that members of the legislature are 
present in the agencies vested with budget making functions. 
While the legislators may provide expert advice their participa
tion in the planning of the budget contradicts the spirit of 
executive budget authority. Legislative membership on the bud
get agencies should be differentiated from membership on a legis
lative advisory body in an executive budget state. 

Indiana 

In Indiana a State Budget Committee directs the preparation 
of the fiscal program. The statutory provisions, which were reap
proved in 1933,21 provide that the ex-officio Chairman is the State 
Examiner of the State Board of Accounts. The other members 
of the Committee, two from the House and two from the Senate, 
are appointed by the Governor. This fact undoubtedly preserves 
an appearance of de facto executive budget preparation. Theorists 
are singularly in agreement regarding the desirability· of exclud
ing legislators from preparing the program which the legislature 
is to review. -There may be a less objectionable practice in Indiana 
than in the two states next surveyed in which ranking fiscal com· 
mittee membershfp means a position on the budget agency. 

z& In 1936· a statute (Chap. 215, Laws of 1936, amended Chap. 120) 
authorized the employment of a Secretary of the Budget Commission and 
such additional secretarial, clerical and other assistants as should be 
found necessary to the proper discharge of the duties imposed upon the 
Commission. Chap •. 13 of the Laws of 1936 appropriated $14,400 for the 
operation of the Budget Commission for the fiscal period beginning July 
1, 1936 and ending June 30, 1938. Letter from Leight Watkins, Director 
of Research, State Tax Commission, under date of October 22, 1936. 

11 Ind. Acts ( 1933). e. 28. 
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Nonh Dakota 

In North Dakota the Governor does not have the privilege of 
choosing the members of the legislature who are to sit on the 
State Budget Board. The Governor is chairman of this Board;' 
its membership is fixed to include the Qhairmen of the Senate and 
House Appropriation Committees of the preceding Legislature, 
the State Auditor, and the Attorney-General. 

South Carolina 

The Governor of South Carolina does not possess the many 
powers usually granted to the chief executives of states.28 Among 
the functions lacking is the complete control of preparation of the 
budget program. He does, however, exercise some privileges as 
chief ,budget officer of the State because of his membership on the 
Budget Commission. The Chairman of the Ways and Means Com
mittee of the House and the Chairman of the Senate's finance 
Committee are also members. Prior to 1933 these three officials 
carried out the budget preparation duties without being united 
in a formal commission. The legislators are expressly authorized 
to "sit with the Governor at all public hearings on any and all 
estimates to be -included in the budget and join with him in all 
reports and recommendations thereon to the General Assembly . .,28 

There is a State Budget Commission that does much of the actual . 
work. In addition, since 1933 the office of State Auditor has been 
placed under the direction of the Commission. · 

Coleman, who has made a careful study of administrative and 
budgetary practices in his State, notes: 

Under the budget system in South Carolina the Governor 
is the chief J>udgeting officer in name only, for the legislative 
committees actually handle the details of constructing the 
so-called budget. Now, it is patent that the committees are 
unable, in the short period of consideration, to determine the 
nee-ds of departments and to coordinate these needs with avail
able resources. The law-making body is without the necessary 
te-chnical staff to maintain a continuing contact with the actual 
detailed operations necessary to the determination of needs 
on a basis of fact. Nor should it have such a staff. This is 
the proper function of those in charge of carrying out the 
plans decided upon, who acquire the experience from year 
to year upon which costs are based. 10 · 

In keeping with its unique status as a defaulting state, .Arkan
sas offe-rs the only example of a so-called le-gislative budget. The 
State Auditor receives estimates of expenses filed by the State 

lilt is axiomatic that the Governor of South Carolina has very little 
pow.-r. He should have power to appoint and to remove heads of depart
m•nta, to prepare and present the budget to the General Assembly, to 
IU(M'rvill4! its exerution, and generally to direct the administration as a 
whole. Coleman, op. cit., p. }4. · 

u Ibid., p . .&0. 
&Oibid., pp. 53-S.f. 
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agencies with him b&fore the opening of the legislative session. He 
combines these with revenue estin}ates prepared by him, and hands 
these to the· legislative committee, which consists of seven members 
of the House appointed by its Speaker and five members of the 
Senate appointed by its President. While the State Auditor may 
be considered to be acting ·in an executive capacity, it is evident 
that he functions as a fact-finding assistant for the legislative com
mittee. The Institute of Public Administration experts made a 
proposal for the establishment of a Department of Finance with 
an attached Budget Bureau. 

~.#'" Summary: Budget Board Group 
. .,_. 

. / There appears to be no reason why the twelve states outside the 
executive budget group should not take steps to benefit from 
centralized budget planning. Perhaps the difference may be 
only a nominal one in some cases but the fact remains that the 
Governors in none of these states have their own full-time appointees 
as budget officials. The various Boards and Commissions now in 
existence could be retained as advisory bodies. From the point of 
view of fiscal efficiency there is no reason why the Governor's 
power to take full responsibility for· the proposed .program should 
be questioned. A desire on the part of New York and Maryland, 

; in which there are restrictions on legislative powers of revision 
of the Governor's estimates, to impose some control on the Governo·r, 
might be comprehensible. · In any of the other states it can fulfill 
no useful purpose. 

The three states with legislative participation in the budget 
~preparing agency and Arkansas, with its absolute exclusion of 
its Executive from participation in budget _planning, are sadly 
in need of reform. 

There is no dou.bt that in the matter of executive leadership 
in budget preparation the states present a more solid front than 
in almost any other accepted budgetary practice. Improved bndg
. etary standards would result if executives would take greater 
advantage of the powers that have...been conferred on them as a 
result of the long reform. movement. } 

. _ _. 



CHAPTER XXV 'X 
·ESTIMATING PROBLEMS 

; Forecasting Revenue Yields 

-
The discussion of the agencies empowered to carry out various 

functions and duties in connection with preparing the budget 
has indicated some of the methods and procedures adopted in 
the various jurisdictions. 

Before a detailed analysis of these procedural matters is under
taken .it may be well to stress the importance of estimating 
problems as an element of budget program preparation. The dis
cussion will serve to answer the hypothetical question "What 
are the methods and devices employed in preparing revenue esti
mates f" It will also briefly mention the expenditure estimating 
problem. 

Tax yield forecasting in national governments will serve to 
introduce the nature of the problems involved. It is advisable 
to use. the national jurisdictions as a point of departure since 
no state governments offer examples of the so-called mandatory 
estimating practices. These automatic methods consist of basing 
predictions on past accomplishments. 

Automatic Estimating Methods 

The European literature on budgetary problems is replete with. 
discussions ol.t~uarjOU!Lill!tQ!ll8ti<: and semi-autmnatic metboifs· 
for the foricast!ruL!>trevenue yields. Budgetary systems even in · 
recentyears""6how instances of statutory requirements for the use. 
of automatic estimating procedures. Among the countries included 
in this survey only two or three now pay e-yen lip-service to 
these antiquated administrative devices. Neither their popularity 
nor potentialities are such as to recommend them for use in any 
of the various types of jurisdictions which today must cope with 
the revenue estimating problem. A brief discussion of the recent 
history of these interesting examples of budgetary influences on 
fiseal ·policy will reveal that fiscal efficiency was se~dom either 
sou~ht or achieved. 

The two countries previously mentioned as being among those 
whi~h today employ some 1Ariatiol!-. ?f the older automatic esti-
matmg methods are Franee)~l!J. 1 h·'L!llUL. l · 

In France the popularity of autC~wa·j,; estimating rules is past. 
However, pri!)r to 1914 sev n .. !lt•·' ho~·:: were in use in the major 
portion of the revenue systeh'. ~JJ>l w~:~r ahd subsequent economic 
developments hastened theit eW'J:~nal di~ard.. France was not 
without previous experience witu respl'l::t to the abandonment of 
its automatie estimating met}l '1:;; aft,·r a s• ries of chronie surpluses 
or deficits. In the post-war per~~).J, wht>>i there was a necessity 
for restoring publie eonfidenre i1t thf' Ss~:ll policies and practices . ' ' f 
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of the government in connection with the saving of the franc 
the methods were reintroduced. The most popular device was that 
of linking revenue estimates to the actual yields of the penultimate 
year. It had as its chief virtue the tendency. to under-estimate 
the actual yields in face of improving business conditions. Another 
procedure called majoration allowed for fixed-percentage increases 
in estimates based on the penultimate method. These two pro
cedures were most commonly used in France. They served well 
in 1926 and 1927 in helping to eliminate the deficit financing that 
had succeeded in undermining the franc. In 1930 automatic esti
mating was abandoned with respect to many of the revenues. It 
is said by Allix that at that time it referred to only two-fifths 
of the revenue collected.1 In the 1934 budget the application of 
automatic methods in estimating the. yields of the customs and 
indirect taxes, their last stronghold, was abandoned. Since that 
time there has been no legal compulsion for the application of any 
automatic revenue forecasting. The writer has been informed 
that the penultimate year method is still applied in the case of 
the tax on agricultural profits but that traditional usage rather 
than legal conformity is responsible for this practice. 2 

The influence of French policy on Belgian practice is' easily 
discernable. In Belgium the so-called direct appreciation methods, 
which limit the increases over the previous year's estimates, are 
legally sanctioned. Because of problems created by modern busi
ness cycles one becomes disinterested in seeking further data on 
these methods. They are unsuited to modern conditions if 
literally adhered to. In addition to the violent fluctuations of the 
·general business cycle such continental developments as general 
strikes, monetary devaluations, and armament programs have had 

'their effect .on the Belgian people. To limit the increase of their 
revenue· estimates according to the accomplishments of the period 
immediately closed, and to fail to consider all the possibilities of 
the subsequent period, imposes on a nation an unwarranted restric
tion on the a.bility to plan its fiscal program on a sound basis. 
The adoption of automatic estimating might tend to prevent an 
overencouragement of spending programs since it restPicts the 
freedom to make overoptimistic revenue forecasts. However, in 
periods of recession when the accuracy of estimates is of the 
greatest importance, the device is useless. It is interesting to note 
that the information supplied on the Belgian budgetary system 
emphasizes the strict application of the legal provisions regarding 
estimating.8 It was indicated that the~ officials charged with pre
paring the estimates are responsible for any errors or miscalcula
tions.. This undoubtedly refers to ·their application of the specific 
statutory requirements rather than to the accuracy of the method-

1 Allix, op. cit., p. 49. 
11 From a letter to the writer from Prof. L. Trotobas, University of Aix

Marseilles, under date of Jan. 29, 1936. 
a N otioMl Budget 8ystem of Belgium, unpublished survey prepared for the 

writer by M. Yves Devadder and Professor Alfred Nerincx, University of 
Louvain, July, 1935, p. 2. 
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ology itself in terms of actual accomplishments. ·It was further 
indicated that these disciplinary penalties are provided in cases 
of negligence or inefficiency on the part of budgetary officials.' 

It appears that Belgium alone among the nations of the world 
· still operates with any mandatory use of the automatic methods. 

While there is no indication that an immediate abandonment 
of the Belgium estimating techniques has been anticipated, there 
can be no doubt that the emergency steps taken to cope with the 
recent economic and political crisis will result in an abandon-

. ment of these techniques designed for ·a more serene economic 
background and a different relationship between the government 
and Parliament. 

In the last years of the Republic the Germans refrained from 
specifying methods of arriving at revenue estimates. · They are 
obviously not used by the National Socialist regime. Neumark 
has indicated that in pre-war Germany the budget laws were 
replete with regulations to be used in arriving at the revenue 
estimates.• 

But war and the inflation naturally destroyed every vestige of 
such usages. At the time of the writing of his splendid study 
(1927) Neumark indicated t)lere was some evidence that political 
and fiscal factors were pointing in the direction of their re-intro
duction. There was obvious and perhaps necessary manipulation 
of figures in order to assure the achievement of surpluses and 
reserves. It will he recalled that the post-inflationary experience 
in France was the introduction of automatic methods designed to 
assure the same surpluses of expenditures over revenue. The 
recrudescence of fiscal difficulties and the collapse of the Repub. 
lican regime removed to a remote sphere the question of future. 
re-introduction. It is interesting to note that although the Ger. 
mails made use of automatic methods their major post-war con
tributions were towards enforced publicity with respect to the 
methods and assumptions implied in the discretionary preparation 
of estimates. 

The economic uses to which automatic estimates· can be put 
are practicaly non-existent. When it is essential to assure a 
surplus in a period of rising tax bases they may be useful: the 
condition is however seldom present. The real motivations are 
political and any public clamor for such devices as were found on 
the continent indicate a distrust of government officials. In this 
endeavor there does not appear to be a clear ease for the useful .. 
nf"SS of automatic estimates. Conscious manipulation is possible. 
Neumark reports that in France officials wilfully postponed closing 

. the accounts for the year for which the results were to be 
used for estimating current yields.• The accounts ,became willing 
tools and could be temporarily revised so that the so-called tamper
proof adjustments would show the desired results. In any event 

• AIWtl Ro,ol, 22 July, 1931, Art. I. 
• N~umark, Gp. cit., p. 272. 
• Ibid., p. 282. 
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deliberate under~estimating is also of political or economic advan
tage, and can be readily achieved without a rigid legalized fraud. 
One may conclude, therefore, that on the basis of both logical 
analysis and experience, no solution of the difficult estimating 
problem in terms of automatic methods is available. 

Discretionary Estimating Methods 

The discussion turns to the methods of attacking the estimating 
problems that are found in countries not attracted to the auto
matic methods. In connection with the national revenue estimat
ing problems discussion. has already centered on the agency 
empowered to carry out the duties. There is in almost every 
nation a Ministry of Finance or its equivalent. The officials of 
this Ministry, together with the agency best acquainted with the 
statistics o.f the most recent fiscal accomplishments, are empowered 
to prepare revenue estimates. There is in some cases, as in Great 
Britain and the British-type budgets, a traditional conformity-a 
serious and sincere realization of the importance of avoiding errors 
in revenue estimates. The actual estimating is subjected to extreme 
care, in planning, smce .the results are placed in the glaring 
limelight of national and world-wide publicity. At the other 
extreme we have methods of which those of the United States are 
characteristic. Here public confidence in the estimating ability 
of government officials is not very high. 

Could improved .budgetary practices remedy recognized inferior
ities of estimating standard~ or are there difficulties that are 
inherent and irremovable t For purposes of discussion the British 
and the United States federal estimates may be analyzed. Gen
eralizing, it may be assumed that the British estimates have 
proven to be more accurate, especially at times when the accuracy 
was of great importance. It is questionable whether any jurisdic
tion in the United States, national or state, can measure up to 
the standards set by the forecasts and collection results of the 
four main direct taxes in the British revenue system. Table XII 
shows estimates and actual collections of recent years. 

In questioning the inability of other jurisdictions to achieve 
such r.esults one is reminded that there are factors that no 
budgetary system could counteract in order to improve results. 
The nature of economic conditions is one such element. It is 
possible that the extent of the fluctuations in business conditions 
in Great Britain have not been as great or as inherently unpre
dictable as they have been in the. United States. Certainly such 
factors are significant but the need for improved budgetary prac-· 
tices through improved time relationships is immediately recog
nized. If our economic affairs tend to greater instability ·we, 
more than the British, should reduce to an absolute minimum the 
length of the period .for which the estimates must be projected, 
and reduce equally any obstacles in placing essential data on 
current accomplishments in the hands of estimating officials. The 
results may J?.Ot be as good as those in a country that enjoys 
greater stability but all remedial measures may be attempted. 



TABLE ni 
DIIIIDC'l' T..u: RJcvmrv1ll EsTIMATES ~NO YIELDS IN GRIDAT BRITAIN 

Fiscal Year 1928-1929 to 1935-36, Inclusive 

(In thousands of pounds) 

1928-29 1921Hl0 193()-81 

Eetimated Actual Eatimated Actual Eatimated Actual 

lnoomt tell ........... , ........... , •..•••.••• 282,900 23'1,620 239,600 237,426 260,000 256,057 
llurtu ...................................... 60,000 66,150 68,000 66,390 64,600 67,830 
Legacy and 11100111ioa dutiet ................... 72,000 80,670 81,000 79,770 83,000 82,1!10 
8tampdutiu ................................. 28,000 30,060 31,000 2ii,670 27,000 20,650 

1932-83 1933-84 1934-8& 

-
• . Estimated Actual Estimated Aotual Estimated Actual 

Jnonme tell., ........ , •• ,, .. , ................ 260,000 2111,1139 228,750 228,932 219,500 228,877 
furt.u.'' "'' · · ' ' ''' · 'tl" "'" "''" ""''' 66,000 60,630 61,000 62,590 60,000 51,166 

aaaoy and 11110oeu!oa du et .. ,, .. , ............ 76,000 7'1,140 74,750 85,270 76,000 81,356 
Stamp cl"tiu .. , .. , .................. , ....... , 28,000 19,220 20,400 22,710 116,000 24,110 

10111'0111 Mlobel Fourr6.0ormeray, 1/Equilibl'e Buds6telre en Gra.ncle Bretape, 193D-1936, (.Paris, 1DS6), Appendi•, Table VI. 

1931.-82 
estimated 

actual 
(Sept. 

budget) 

m ... l 28'1 ,367 
73,000 75,700 
83,000 65,000 
20,000 17,070 

193&-86 

Estimated Actual 

232,/iOO 238,074 
61,600 51,020 
80,000 87,920 
25,000 26,800 

. ' 
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Of· perhaps greatest significance are the taxes themselves. Ref
erence has .elsewhere been made to varying CY.QJe-sensitivity and to 
varying reactions to particular types of economrc-cii:clliiiStances. 
The distribution of stable and unstable taxes in the system must 
naturally alter the results. The United States Chamber of Com
merce Committee's "Arguments in the Negative" have the fol
lowing to report in reference to the superiority of British estimates. 

The unstable nature of the yield of the present federal 
1! tax structure becomes more apparent when it is recalled that 

1 ).-·iii nQrmal, times around half of the total ordinary revenue 
1 of that government comes from individua! and corporate 

income taxes, the instability of which has just been discussed. 
In contrast, the greater portion of Great Britain's revenue, as 
has already been shown, comes from taxes, income and others, 
which are so constructed and levied as to be remarkably stable 

. in yield. It would appear, therefore, that the road for us to 
greater accuracy in estim~ting revenue lies in the develop
ment of a system of taxation designed predominantly for 
revenue purposes and stability in yield. Neither the princi
ples nor mechanics of. the budget have anything to do with 
such matters. 7 · • • . 

Elsewhere the same point is stressed in opposition to any criticism 
of federal estimates. 

The situatiQn would be different if the federal government's 
tax structure were more directly devoted to revenue purposes 
and stability in receipts, so. that taxes followed more directly 
the volume of business, instead of increasing so much more 
rapidly than business in good times, and falling off so much 
more rapidly than business in times of depression. Such a 
tax system not only would make it less difficult to make accur
ate estimates, but would also lessen the pressure upon the 
estimating authorities to over-estimate revenues in times of 

. depression. 8 · 

Certainly an analysis of the individual structure, provisions, and 
regulations of a particular tax reveals reasons why some jurisdic
tions may have an easier estimating problem to solve. The rate 
structure, the exemption and deduction provisions, the averaging of 
the taxable income, and a host of other factors affect the problem 
in connection with personal income taxes. It is possible to say 
that these factors, in the case of the United States federal and 
British income taxes point to the superiority of the British levy 
as a predictable source. A detailed analysis might reveal that 
the tax system of Great Britain in its entirety is a ·better subject 
for revenue estimating. As indicated elsewhere cycle-sensitivity 
should hardly be a criterion in the choice of a natiQnal tax; it is 
probably equally tine that no endeavors will be made to stress 
predictability as a tax norm. The factor again stresses our 
greater need for eficient estimating devices. 

T Repon of tlur Bpeoiti.l Uommltfee tm Feden/.1 Ea:pendituru, op. oit., p. 11. 
, •Ibid~ p. 7. 
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Continuing the search for possible factors other than bud
getary influences is it possible that estimates of a tax system 
as a whole are but a series of individual guesses and that a 
fortuitous series of results cancels out individual errors and gives 
the ultimate test an appearance of accuracy f Such compensa
tory influences may frequently cause such effects. • It is, how
ever, highly ·improbable that estimates are all guesses and that 
luck and .coincidence are decisive factors. 

There remains yet another factor which may affect· any conclu
sions regarding the influence of budgetary practices. . If some 
opinions are warranted it may even have a bearing on the 
desirability of attempting to improve published estimates. The 
element to be discussed is the possible manipulation or conceal
ment of estimates for political or even economic purposes. At a 
later point it will be shown that the states are known to provide 
for short-term financing through an "adjustment" of revenue 
estimates used to judge anticipated yields. In national govern
ments there are undoubtedly times when the estimates that are 
submitted are not those which the submitting agency considers 
as basically valid. The British estimates are almost above suspicion 
in this respect since Chancellors have always stressed fiscal 
policy rather than makeshift estimate-juggling as the keystone 
of their budget programs. · 

It has been hinted that American federal estimates have a 
psychological import and that it may be more prejudicial to 
national well being to report true estimates than to use estimates 
to mold public opinion and confidence. The Chamber of Com
merce gives a specific instance in our recent depression history 
when exact forecasting might have been undesirable. 

In the United States in the fiscal year of 1931, for example, 
federal internal revenue receipts fell $610,000,000 below those 
for 1930. As a practical matter, it cannot be expected that 
the executiv" department of the government in lfarch of 1930, 
when it was making every effort to revive pu.blic confidence, 
would state authoritatively that in the opinion of its best 
financing minds corporate income taxes for 1931 would fall 
more than $200,000,000 below those for 1930; that individual 
income taxes would be less by $300,000,000, or almost 30%, 
taxes on eapital-stock transfers $21,000,000 less, and customs 
duties $200,000,000 less. 

The executive department would be well aware that such a 
statement at such a time, if generally believed, would have 
immediate and profound effects, further reducing revenues. 
It would furnish a powerful ally to the forces of fear and 
depression, and go far toward nullifying all of the govern-

tlfallet and George ( op. ~-. p. 4) report that Sir Robert Home's 
renmue estimate of a £234 millioa mrplua for 1921--2! showed mrpriaiug 
a«"Ura<'Y in fue of a real surplus of f.230 millioa. Jbey illd.ie2te Jtoweorer 
that thE"re wm~ wide dill(!rtpanciee in constituent item.i and that the halaDre 
wu a bighlJ fortunate oue. 
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· ment 's prior efforts to restore confidence. In view of these 
practical considerations, it is scarcely to be expected that 
any official who is responsible to the party in power would 
become a prophet of national disaster in order to secure or 

. maintain a reputation for accurate estimates.10 

Willoughby suggests that intentional manipulation culminating 
in the submission of unduly pessimistic estimates may have 
occurred .in the "twenties" in order to keep down appropriations 
and prevent exeessive tax reductions.11 

The problem of public policy involved cannot be settled now. 
It is obvious, however, that whatever use a government makes 
of the powers and confidence bestowed on it for its own purposes, 
there is no reason why it should not always have at its disposal 
the best estimates. The Chamber of Commerce report confuses 
the policy that a government pursues, as mirrored in its pub
lished estimates, and the information that it obtains to aid in 
arriving at such a policy. In any event it is questionable whether 
any government can over a long period defend a poor estimating 
record by stressing the known false character of published forecasts. 

-: 

· Budgetary Practices and Improved Estimates 

The foregoing discussion must serve to show that budgetary . 
practices are but a single factor in the accuracy of published 
estimates. But these practices involve solely the factors that 
can be readily changed and which alone are amenable to simple 
and easy corrections .. The relevant budgetary practices and influ
ences, excluding the nature of the formulating agency, may be 
classified as follows : 

(a} Public pressure for sound estimating. 
(b) Time relationships. 
( c} Economic and financial data available to estimators; 

also their techniques. 

{a) The first mentioned element is rather intangible and vague 
but cannot be denied when the ritual and public attention cen
tered around British revenue estimates and those in the United 
States are compared. The American public does not measure the 
efficiency of Secretaries of the Treasury by their estimating ability, 
it does not breathlessly suspend all activity and listen to the 
forecasts for the year to come and report on past estimating 
results. It does not make the measurement of ultimate success in 
estimating a much discussed issue.' A study of the Par~iamentary 
debates and public discussion on budget speeches indicates that 
this is done in England.12 The British methods of estimating 
revenue place a large measure of responsibility on the Chancellor. 
His estimates are endowed with almost a legal status and there 

). 

1e Report of tile BJJ(Ifial Committee ora Federul E:epmdit1Wes, op. cit., P• 7 • 
11 Willoughby, op. cit., p. 93. 
u Mallet and George, op. cit., poa.rim. 
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iB an unquestionable link between them and taxation policy. As a 
feature of our emphasis on expenditures in budget matters we 
have failed to build up a background for focussing attention on 
revenue estimates. Undoubtedly a tradition can be built up and 
the federal government can set a. splendid example for, and even 
directly aid, the political subdivisions in their estimating tasks. 
There has been a lip-service to budget balancing and much dis
cussion of economy. Until the recovery movement aided the real
ization of optimistic forecasts, the ready recourse to credit sources 
and haphazard tax measures obviated the need for the federal 
government to attempt to improve its estimating reputation. 

In connection with the public interest in revenue estimates, the 
question of mandatory publication of the underlying assumptions 
by the estimating officials has been suggested as a means of 
enforcing honest as well as better estimates. The German budget 
officials, under the Weimar Constitution, were required to supply 
some of the bases used in their estimating. Only information of 
a general character was supplied and it seldom exceeded in detail 
such information as British Chancellors of the Exchequer divulge 
voluntarily in their Budget Speeches. It appears certain that 
government officials will make great efforts to prepare fine esti
mates when they must discuss and defend them in the next Budget 
Speech. A glance at recent Budget Speeches, as summarized by 
1\iallet and George, reveals that the discussion of revenue esti
mating features exceeds anything found in any federal budget 
message submitted since 1922. It is unheard of for a British 
Chancellor to testify, as did a post-war Secretary of the Treasury 
in referring to a subordinate official charged with revenue esti
mating, that "Mr.- has ·his own method of figuring. I confess 
I do not always understand it but he certainly obtains remarkably 
accurate results. " 11 , 

It is of interest to note that the Chamber of Commerce report 
made the suggestion, as part of its program of reform of esti
mating practices that the bases used in forecasting revenues 
should be made public. There are other recommendations to 
the same effect, it being commonly stated that past experience 
does not warrant acceptance of Treasury estimates as God-given 
truths and that the basis of the estimating should be made 
known. Others stress that it does not lie within the province. 
of the average interested citizen or legislator to question whether 
economic conditions and other factors have been satisfactorily 
taken into consideration. The point to raise, it~ is claimed, is that 
taxpayers and legislators feel that the optimism or pessimism 
displayed by the Treasury and budgetary officials is such as to 
encourage doubts on their part. It is assumed that the forec.a.sts 
regarding taxable incomes, prices, stock market movements, etc., 
be made public as indications of the background for Treasury 
ealculations. Particularly the' choice of economic phenomena 
that are deemed significant by the forecaster would be widely 

u Willoughb;y, op. oU., p. 89. 



328 NEw Yon:s:: STATE TAi ,CoMMISSION 

publicized. It is hardly feasible for the Treasury to publish 
the detailed data which it must assemble and compute to prepare 
~he ~stimates that appear ~n the President's budget. (Nominally, 
1t will be recalled, the estimates are those of the President.) 

The experts who prepared the "Arguments in the Negative" 
for the Chamber of Commerce report do not appear to have had 
any real proposal to offer. 

· The Committee recommends that the revenue estimates 
should. be made more detailed, and should indicate the bases 
which have been used in making them. It is asserted that 
this . would subject the estimates to closer scrutiny, would 
make the compilers more careful, and result in greater accur
acy in estimating. 
· It is not probable, however, that much can be accomplished 
by a mere change in the method of estimating so long as the 

· tax base remains highly unstable. Under an unstable tax 
system,. a plausible argument can be advanced against almost 
any estimate, no matter what base has been used; and such a 
criticism, which may have political objectives merely, can be 
made at once upon the presentation of the estimate. 

It would be but natural, under such circumstances, for 
the estimating officials to evolve a formula which would recite 
with respect to each unstable tax that due weight had been 
given to each important method of taxation. The formula 
now used in determining value in rate-making cases would 
furnish a ready pattern. Such a formula would put the critics 
at a disadvantage.14 · 

The publication of some further data; much of which would not 
carry any deep political significance, is definitely commendable . 
. The President must be informed of the assumptions that underlie 
his estimates. If the estimates are made public and are used 
as the basis for his recommended fiscal program there should be no 
objection to making public some part of the underlying ideology. 
Unless the time of the budget submission in relation to the fiscal 
period is revised the President could discuss critically only his 
es~ates of the penultimate year. This point should• be borne in 
mind in relation to the suggestion that the budget be submitted 
,after the records of only the immediately preceding period are 
available. -

The publication of the bases, as proposed above, would not 
involve any divulging of the estimates or the information that 
underlies them before the budget is made public. As has been 
stressed the British estimates of expenditure are public property 
as soon as they are prepared while those of revenues are not. 
The careful guarding of the budget speech estimates is desirable, 
not only from the point of view of its effectiveness in preventing 
any action leading to aJJ, .avoidance or nullification through antic
ipation of the proposed tax charges, but because it centers public 
interest on the estimates. It is of interest to note that one French 
Ministry, that headed by Daladier in 1932, decided to abandon 

14Reporl of the Bpecial CommitJ.ee Oft Federol Ell1pe'lldittwes, op. oit., p. 17. 
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the usual French practice of announcing estimates and budget 
plans in advance of the final budget submission. They saw in 
this an opportunity for the organization of the opposition.1~ Such 
interest has been deemed desirable as a factor leading to better · 
estimates. Young indicates that not even a hint of the contem
plated change in taxes or the estimates is given in Great Britain. 
He notes ''The finance of the year might be seriously compromised, 
speculation would be rife and the consumer would gain no ulti
mate benefit. " 18 It is reasonable to assume that the interest in 
the estimates on which the proposals will be based is heightened 
by their secrecy and eventual dramatic publication. · 

{b) In the discussion of practices that follows, the problem 
of changes in the time relationships during the preparatory period 
will be studied. At this point it will be stressed that the time 
relationships are of the deepest significance for revenue estimating 
efficiency. Two results are achieved by limiting · the interval 
between the preparation of the ultimate estimates that are used 
for policy making and the period itself. First, the element of 
projection in this case the time area which must be covered 
by the forecasts, is reduced. Second, the information that is 
at the disposal of the estimators is increased and its implications 
made increasingly clearer as the interval alluded to above is 
shortened. Particularly the accomplishments of the last or current 
period should be known together . with the facts upon which the 
tax yields of the new period will be based. There ean be no 
question that for the bulk of the taxes used in modern governments, 
the accuracy in estimates can be achieved by a shortening of the 
interval between the submission of the estimates, in our case to 
Congress, and the beginning of the fiscal year. · The interval can, 
as in Great Britain, be reduced to the point of being a negative 
quantity, in that submission takes place after the opening of the 
budget period. The importance of net income taxation justifies 
its use as an example. · 

The British, through a system . of preliminary taxpayer can
vassing, know the taxable income that representative taxpayers 
will report for the calendar year which closed three months prior 
to the close of the fiscal year. Furthermore the collections for 
the eurrent period will have been completed and the authorities 
will know the extent to which their most recent estimates have 
erred or been justified. At present the federal budget contains 
estimates prepared in December. Taxpayers have not as · yet 
asoortained definitely the taxable incomes that they will report. 
Even if a method of preliminary taxpayer canvassing could be 
devised in December, before the close of the calendar year for 
whieh most taxable ineomes are measured, it could not attain the 
efficiency of the British practice. To the best of the author's 
knowledge neither the federal government nor any of the states 
tngages in such practices designed to facilitate forecasting. The 
following quotation from a leading newspaper giving inforJD.&.. 

u N. Y. Time.. Feb. 1, 1932. 
te Yoq, op. cit., p. •6. 
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tion released by Washington on December 28th shows that at that 
date {the latest at .which the President's plans regarding taxation 
ahd. expenditures may be made if they are to be included in his 
annual ,budget message) the basis for planning the tax program 
was lacking: . . 

· Washington plans for possible suggestions for tax legisla~ 
tion were .believed today to be largely dependent on the 
totals of the March 15 tax collections. 

It was suggested today that the March returns would give 
the Treasury a good idea of the business situation and form 
the basis for estimates of future revenue. 

Officials see no reason at this time for revising their esti
mates downward. It was estimated that for the current fiscal 
year income taxes would yield $2,303,000,000, as compared 
with $1,426,000,000 in the 1936 fiscal year.11 

The President necessarily submitted a budget program that 
lacked comprehensiveness. Actually his 1937-38 message omitted 
an important expenditure element, and did so in part because tax 
plans could not be definitely made known.18 The revised estimates, 
which are prepared by the: federal government late in June and 
which take into account the action -of Congress as well as new 
information, correspond (without any reference· to Parliamentary 

·action on tax matters) to the. estimates which the Chancellor in 
Great Britain prepares a few days before his speech is read. The 
superior time arrangements are evident. 

(c) The opportunity to obtain pertinent information, to use 
available talent, to ill)prove and refine methods and techniques, 
and to enjoy all ·the advantages which have been discussed as 
contributing to better estimating are elements that may or may 
not be used. It is -obvious that in estimating there are some 
practices that are superior to others. It is not reasonable to 
assume, in view of what has been said regarding tradition and 
other factors, that all the leading jurisdictions are equally 
advanced in these matters. Statistical techniques are constantly 
being devised and improved, and there must be some cultural lag 
in their testing and use. In the case of national governments the 
problem of cost and ability to tap available talent should not be 
a reason for poor estimates. It does not lie within the province 
of this study to attempt to inquire into the conditions in national 
governments. It is evident, however, that this factor of materials 
and techniques is a most important one for the states. It may 
be safely anticipated at this point that the budgetary practices 
in American commonwealths produce poor estimates partly because 
they do not follow the· right policies. Even taking into account 
such factors as limited financial resources and the limited talent 
that can be utilized there is a vast room for improvement. 

u N. Y. Times, Dee. 29, 1936. " ' 
11 The March 1937 income tax collections again revealed faulty estimates. 

It was reported that a message on revised expenditure policy would result. 
See N. Y. Times, .April 2, 1937; also April 15, 1937. 



NATIONAL AND STATE BUDGETARY METHODS 33i 

Summary National Revenue Estimating . 

Besides the knowledge of their experiences and of. the con- /' 
tribution of their theoreticians, the foreign nations, except 
those mentioned, have contributed little to the problem of esti· 
mating other than to bring again and again to the forefront the 
great difficulties and needed reforms that are involved. In 
all nations that have been subjected to economic, political, or 
fiscal disturbances the cry of ''manipulated estimates'' has been 
raised. Certainly there has been inefficiency and backwardness 
and poor economic conditions in the countries that have as often 
been harmed by poor estimates as they have benefited from them. 
Since there is universally no element of legal compulsion in the 

·estimates other than those taxes of the so--called apportioned type, 
there is no ultimate means of taking offending officials or gov
ernments to task. It is a point in budgetary administration in 
which the force of tradition and ability is still informal in char
acter. The solution is evidenced by the tradition and confidence 
that have been built up in Great Britain. In each country the 
improvement of the fiscal and budgetary systems will tend to 
enhance estimating potentialities. With the removal of political · 
influences, the re-arrangement of the time factors, and the pro
vision for more adequate estimating staffs, a great advance will 
have .been made. The importance of the problem has been sum
marized in the Chamber of Commerce Committee report. Its 
conclusions dealing with the federal government are capable of 
universal application. 

In commenting on the inaccuracies of estimates, various 
extenuating factors must be considered as a matter of fairness. 
Discrepancies between estimates and actual results must be · 
considered in relation to the size of the budget. The time ele. 
ment involved makes accurate forecasting exceedingly aiffi
cult. Congress, acting within its proper jurisdiction, has fre
quently made decisions subsequent to the submission of the 
original estimates which affected revenues or expenditures, or 
both. Nevertheless the essential point is that serious inaccu
racies in executive proposals hamper at its very inception the 
development of a satisfactory fiscal program.1

' 

Revenue Estimating in the American States 

In recent years the growing variety and the increasing import
ance of non-property taxes in state financial systems has demanded 
a revision of estimating practices. A problem that previously 
existed only to & limited extent has been brought into being by 
the trt'nd in all jurisdictions towards the adoption of cycle-sen
sitive levies sueh as ineome taxes. security transfer taxes, and 
othl'r similarly unstable taxes. 

Not only have the kinds of taxes levied emphasized the impor
tance of estimating procedures; the use to which such estimates are 

"Bt>porl of tile Spteiol C011e.Mtt.u o. l'edt!rol B~tllrfM, op. cit •• p. &. 
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put by virtue of state execution and unity practices must also be 
considered. The various financial policies, such as the assignment 
of revenue, sharing with the localities, and inadequate borrowing 
~owers, tend to emp~a~ize the need for effici~nt estimating abili~ 

·ttes. The problem IS mdeed not one that has been sufficiently 
emphasized in the budgetary techniques which, as has been 
repeatedly stated, are adjusted primarily to a property tax 
ideology. Even for jurisdictions that still depend primarily on 
the general property tax for the financing of their expenditures 
much of this discussion cannot be considered to be superfluous: 
There are also riew problems in connection with the forecasts of 
property taxation yields. For instance it has been recommended 
th~: . 

Adequate allowance' should be made for failure to collect 
the entire amount -of the tax lev-y. It appears to be frequent 
practice to make insufficient .allowance, or even at times no 
allowance whatever, on. this account. The financial diffi~ 
culties of many state and local governments have been aggra
vated .. by inadequate allowances for tax delinquency in the 
face of.obvious inabili.ty to secure full payment.20 

In spite of the scope of the problem· in the American states one 
finds that not a single one of the forty-eight jurisdictions makes 
a satisfactory contribution towards the solution of the estim~tting 
problem. In almost every commonwealth the situation is needlessly 
complicated. The specific mention of revenue estimates in a few 
states show an utter disregard of the basic difficulties. In West · 

. Virginia, for example, the official charged with the preparation of 
estimates is expected to furnish revenue forecasts by months for 

·. the ensuing biennium. This merely tends to enhance the amount 
of guessing that is required and shows that the law does not 
appreciate existing conditions. Another instance and one unique 
with respect to its indication of some statutory regulation as to 
method is found in Arkansas. In tliat jurisdiction it is reported 
that the· State Auditor is required to prepate estimates of the 
ensuing biennium period ''basing his estimates on the income of 
the two preceding years." 21 There is no indication that the 
.Audito~,:. follows the letter of the law. It is earnestly hoped that 
he does not and that he pays some attention to current and future 

· economic developments. 
It is evident that few if any of the jurisdictions are equipped 

for the task that confronts them. Forecasting the yields of 
income and sales taxes is not something that can be done by 

·untrained. officials. Forecasts based on hunches and · intuitive 
guesses are. not sufficient. The incidence of their success and 
failure is too intimately tied up with the economic. and social well 
being of the community to be neglected. We have had periods 

. of unprecedented economic change and we have taken for granted 

!0 8tGte au LocaJ Butlge1M1J Methods, op. cit., p. 11. 
21Af'k.. Dig. Btat. (Crawford and Moses, supp. 1931), § 4939. 
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the breakdown of the revenue collections to be the cause of the 
difficulties with which the states have met. These were difficulties, 
however, which to a. marked extent should have been anticipated 
in the sense that revenues conform to true economic conditions, not 
to false guesses regarding such economic conditions and to their 
effects on the fiscal system. . · 

It lies within the nature of certain taxes that they are not 
predictable to any marked degree. There are such lags in the 
relationship of the time of estimating to the economic phenomena 
upon which the tax is based that any estimated techniques can
not reach· the accuracy possible with other taxes. For example, 
the security transfer taxes that are levied in New York, Florida, 
Massachusetts, Pennsylvania, and South Carolina, by their nature 
cannot be accurately forecast by other means than by the pro

. jection of trends or some other method of prophesying future 
phenomena. There is no known base to which the tax can be 
linked at the time the estimate is made. · The officials of the New 
York State Tax Commission in December, 1935 had no informa.. 
tion on which to base the magnitude of the security sales on the 
New York .exchanges and over-the-counter during the fiscal year 
ending on June 30, 1937. Neither are they in any position to know 
the trends with respect to the prices of securities and the popularity 
of low-price against high-price issues. There are marked 'Varia
tions between heightened activity and dull trading on the · 
exchanges. The potential margin for errors in tax yield fore-
casting is extremely significant. · 

Fortunately-the states do not all have to cope with taxes of such 
types nor do states that have them,· rely too heavily on them. 
In New York, however, the security transfer levy does have 'an 
important position and can spell su~(less or failure to the State's 
financial program. The commonwealths levy such taxes as those 
on sales of gasoline which have shown a limited sensitivity to 
basic economic changes. They levy specific taxes on articles of 
mass consumption with relatively inelastic demands. They levy 
general sales taxes on economic transactions which vary within 
much smaller limits than security transfer levies. They may also 
have sufficient property taxes to supply a strong compensating 
and stabilizing element. With respect to taxes such as those.'on 
income and inheritance the officials must be equipped to know as 
much as possible of the economic phenomena upon which the tax 
yields may be based. They can, as do the British, . considerably 
reduce the.time period over which revenue estimates must be made. 
This holds true only for the states that have ·annual budget 
periods and for the first year of the fiscal period of other states. 
We note here again a factor pointing to the conclusion that 
biennial pt>riods are undesirable. The point to stress is that the 
statts would benefit from such opportunities a.s the nature of the 
tax affords them. They should possess such Jrnowledge 88 is avail
able, they should have the staffs and the other nooessary equip
ment to benefit from such information, and above all, they should 
make every effort to plaee a realistic and honest interpretation on 
their revenue estimates. . · . 
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Summa;rr: Revenue Estimating 

In the discussion of revenue estimating problems in national 
governments ·some of the ways in which budgetary procedures 
might contribute to the improvement of estimating results were 
noted. A jurisdiction like New York may be related to the dis
cussion. All that has been suggested as desirable for the leading 
nations may be applied to this State with its huge annual non
property tax levy. 

There are some aspects that apply only to a political sub
division. One of these aspects is the coordination of federal, state, 
and local finances. A revision of the present arrangements cannot 
fail to .bring in its wake a new distribution of estimating problems. 

At present the crediting device offers no opportunities of federal 
assistance to the states in the form of an estimating service. The 
availability of federal income tax returns will help check evasion 
but cannot possibly shift any of the estimating tasks. It is, how
ever, inconceivable that for a long time in the future the present 
'multiplication of efforts will continue and that some mutual assist
ance in the estimating scope of tax administration will not appear. 
New York levies at least eight major taxes which are duplicated 
by the federal government: the personal income, corporate income, 
inheritance, gasoline, alcoholic beverage, admissions, stock transfer, 
and selected insurance company levies. Neither jurisdiction can 
point with pride, as may the British, to the superiority of their 
revenue estimates. It is not to be expected that any state will 
ever be able to solve its .estimating problems wpen its limited 
finances force it to pay its Governor less than the federal Treasury 
experts, trained for such statistical performances as the computa
tion of multiple correlations, receive. The states must, therefore, 
hope that Treasury estimates will improve to the point where they 
can rely on them as indications of the influence of economic condi
tions on future tax yields. They must postpone their ultimate reve
nue revisions until the Treasury and some of the leading states, 
including New York, which are subject to similar economic influ
ences, have made their contribution. Ultimate solution lies in 
terms of an integration and coordination of tax yields and a 
shifting of a burden, which the states for the most part are not 
equipped to carry, to a central tax collecting agency. 

Problems of Expenditure Estimating 

The fact that budgets have been considered to deal primarily with 
expenditures has led to a frequent analysis of the expenditure fore
casting problem. For the variable phase of a state's outlay, chiefly 
that fixed by contractual relationships or legislative formulae, some 
of the needs have been recognized, and met to a very limited degree. 
Cost analysis accounting, comparative studies, efficiency surveys, 
etc., have been suggested. The problem has received wide recog
nition in administrative studies. Budgetary systems as well have 
been adapted to them. A survey of the basic budgetary statutes 
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and amendments reveals that they outline, frequently in great 
detail, the procedures to be followed in preparing expenditure 
estimates. The problem of fluctuating economic backgrounds, to 
be sure, has certainly not received its deserved measure of recog
nition. Such outlays as relief costs are not capable of being esti
mated with any degree of accuracy literally years before the out
lay is to be expended. They are nevertheless of great volume and 
of deep economic and social significance. No recognition of the 
special needs of such outlays is found. The depression appears 
to have brought out two types of effects of poor expenditure fore
casting. Savings which might have been made with a lessened 
sacrifice of social functions were not made. On the other hand 
the increased demand for governmental functions was not cor-
rectly gauged. . 

The analysis of the specific problems of expenditure policy and 
the interrelationships with budget preparation practices would 
require an intimate knowledge of state expenditure systems. ·It 
is essential that the problem be studied if the fiscal efficiency and 
adjustability of state fiscal systems is to be realized. Nevertheless, 
the pro.blem is not treated here. Its implications are too great 
to permit even of the broad generalization made in connection 
with revenue estimates. 

Some indication of the type of practice and of the methods that 
will improve the budgeting of limited resources might be gained 
from a survey of national finances. In many European countries 
the absence of credit resources, coupled with a :fear of inflation 
and added taxation, has created a vast amount of experience with 

· budgetary devices designed to assure the most economical hus. 
banding of funds. While a large part of these devices deal with 
the execution stage, many are concerned with estimating and 
planning. The German experience, in particular, is a rich mine of 
data for the study of the problems mentioned above. 

As long as the states are not permitted or are disinclined to 
borrow it is not reasonable to expect that they will have the 
ability to disregard expenditure instability. They must therefore 
restrict the scope of continuing items, pay greater attention to 
costs as well as functions, and in general adjust their philosophies 
and procedures to greater flexibility. 

Whatever the estimating devices and methods that may ulti. 
mately be suggested as best adapted to the institutional background 
of the American states, none of the conclusions that are pointed 
primarily towards revenue issues need be considered as likely 
obstacles or· interferences in fiscal planning of any kind. 
Underlying all devices and methods for greater efficiency in ex• 
penditure t"Stimating are the greater talent available to the state, a 
more beneficial time relationship between planning and aceom. 
plishment, and a better coordination with financing media. The 
discussion below will be in terms of such needs. Particularly the 
time la~ and intervals that characterize state budget practices 
concerned \\'ith the preparation stages stand out as the first 
line of attack. \ 
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PREPARATION PROCEDURES IN NATIONAL 
GOVERNMENTS . 

· · The methods that are employed in the various jurisdictions 
in connection· with the formulation of the budget program are 
discussed in the pages that follow. 

I~ is comprehensible that the legal provisions as well as the 
actual practices stress the preparation of expenditure estimates. 
The preparation of such estimates requires time consuming and 
cooperative relations between· governmental agencies~ It must be 
recalled that expenditure policies require a coordination of revenue 
prognostications. The fact that the systems do not as a rule take 
these into consideration will become evident. 

' · Great Britain 

: The procedures in Great Britain are first outlined. They ofier 
an opportunity for observing a system that does not display the 
usual neglect of revenue estimating requirements. 
· . During the summer moriths discussions are begun .between the 
departments· and the Treasury officials assigned to· them. These 
are ·of an informal nature since the actual preparation of the 
estimates does not begin until October. ·It has already been noted 
that the departments must receive Treasury sanction for any 
changes contemplated by them from past budgets. This necessi- · 
tates beginning the discussions at .an earlier stage than would be 
needed when no disputes or exercises of authority are concerned. 
Other jurisdictions that postpone controversial action till the 
adoption stage stilt require less time than the British, who more 
or less settle fiscal policy in the preparation stage. On October 
1st a circular letter is issued by the Treasury to the departments. 
According to 'Young 1 it contains stereotyped admonitions claim
ing: . {1) that the state of the public revenues demands utmost 
economy and (2) that old estimates must not be used as a starting · 
point. · ..... · . · 
·: More significant than these cliches is the requirement tha,t the 

· departnrents fill in comparative and explanatory data and justify 
all estimates, although there may be no indication of any change 
or · increase. The finished estimates are to be returned to the 
Treasury on December 1st, which, it will be noted, is but four 
months· before the beginning of the fiscal period to which they 
refer. In 'View of the fact that the estimates are submitted to 
Parliament members and are known by them before the sessions 
begin, it is . obvious. that the actual date of their completion is 

.1 Young, op. cit., p. 23. 
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very close to the beginning of the period they cover. The budget 
speech is usually delivered about the middle of April, which is 
well after the opening of the period to which it refers. Chancellors 
must read their budget speeches to Parliament before May 4th. 
It is seldom that the announcement of the financial program is 
postponed until that date. · 

The basis for the successful time· relationships in Great Britain 
is no doubt linked to the fact that the budget message is sub
mitted to Parliament after the period it is to cover has begun. 
The expenditure estimates are previously · prepared and known, 
but they are not coordinated with the revenue estimates; major 
items affecting the direction of fiscal policy are not publicized until 
the budget speech. Buck noted that: · · 

The financial year in England coincided with the calendar 
year until 1854, which necessitated presenting the budget to 
Parliament either long before, or some time after,· the opening 
of the period. The former procedure, according to Bastable, 
made accurate estimating almost impossible, while the latter 
compelled the government either to make expenditures with
out parliamentary sanction, or to resort to excessive use of 
"votes on account. " 2 

• • 

The British then chose the present procedures and dat~s. This 
feature of the British system' is worthy of emphasis, since it 
tends to contradi~t the usual conception of the budget as pro
jectory. This delay of the preparation and submission of the 
.budget is not only encouraged by efficient and businesslike esti
mating methods, but is possible because of the restrictions both 
legal and traditional on the types of revision regarding fiscal 
matters into which the Parliament may enter. 

The periodic change of the executives responsible for preparing . 
a fiscal program does not occur in Great Britain and many 
other nations. It is a problem that the United States meets 
with cons'iderable frequency. The change of a Cabinet may )low
ever disrupt the smooth procedure outlined above. In the post
war period there is an instance of a change in government that 
gave the new Chancellor of the Exchequer a shorter period than 
usual for the preparation of his estimates. It is indicated that 
in the 1925-26 ,budget Churchill asked for £10,000,000 more than 
the estimated appropriations in the previous year. Instead of 
allocating the increased demands to any specific expenditures, he 
merely stated as one of his main reasons for such action "the 
shortness of the time since the last election for the searching and 
comprehensive scrutiny of expenditures which was required.'" 
This incidentally points to one diffi.culty which is found with the 
British system, namely the failure to eope with the contingency 
of a change in government. 

I Bul'k n, op. cit., p. 128. 
llrlallett and GeoTge, op. oU., p. 125. 
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The Empire Group 

In nations that have adopted the British type of practice, 
similar efficiency is found. In Canada it is indicated that esti
mates of expenditures are prepared in the fall by the various 
departments and are then submitted to the Department of Finance. 
The several revisions which the government and the departments 
undertake are timed to allow submission of the estimates to Parlia
ment just before the fiscal period beginning on March 1st.. It will 
be noted also that the practice of a submission of expenditure esti
mates prior to the introduction {lf the complete budget program 
allows for an even more efficient preparation of the final revenue 
e~timates upon which tax legislation is to be based. In view of 
the fact that the tax proposals are first made known to Parliament 
in the budget speech delivered at the first session of Parliament 
within the fiscal period, they can be based on a complete review 
of .the accomplishments of the prior period. · 

Similar compactness with respect to time characterizes the prac
tices of Australia and New Zealand. In Australia it has been 
reported that the estimates of expenditures are prepared by the 
departments as late as three or four months bef{lre the .beginning 
of the fiscal period, which like that in the United States, is fixed 
at July 1st. The departmental estimates are first compiled by 
the Treasury. After their revision they are returned to the depart
ments. Estimates are finally returned to the Treasury for their 
approval before submission to the Cabinet. There is no indica
tion that Australian practice calls for submission of expenditure 
estimates before the revenue estimates. A budget speech is 
delivered to Parliament by the Treasury head soon after the open
ing of the fiscal year. This allows for careful analysis in terms 
of the completed accomplishments of the previous fiscal year. 

In New Zealand the procedure differs slightly from that found 
in the usual British-type budgetary system. The entire budget 
loses much of its prophetic character in view of the postponement 
of the preparatory stages well into the fiscal period which begins, 
as in England, on April 1st. Some might claim that New Zealand 
does not have a projectory budget. The departments are not 
required to prepare their estimates of their proposed expenditure 
until the month of May. At that time they receive from the 
Treasury the instructions with respect to the general fiscal policy 
to which they must adhere. In May the estimates are also returned 
to the Treasury with explanations of any changes made. Per
mission from the Treasury for new expenditures has already been 
granted or refused by this time. 

The eXpenditure estimates, as in· Great Britain and Canada, are 
made known to Parliament before the making of the budget speech, 
which contains primarily coordinating revenu~ propos~ls. ~e 
delay in the submission of revenue expenditure estimates JS 
extreme since the normal procedures in New Zealand have called 
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for a submission of-the budget to Parliament as late as the fourth 
to eighth month of the fiscal year. It should be noted that this 
may imply an abandonment, in practice, of the legal dates of the 
budget period. The entire system functions for a period more 
in conformity with preparation and adoption dates. In any event 
the procedure in New Zealand calls for the greatest delay that 
can be noted. Special circumstances must surround its existence, 
and it is questionable whether the practice is worthy of recom: 
mendation for other jurisdictions. 

The practices in British India are not the best of the Empire 
group. The time relationships in particular are said to be in 
conflict with India's individual problems of fiscal efficiency. The . 
fiscal year begins on April 1 and the budget, containing both 
expenditure and revenue proposals, is submitted to the Legislature 
late in February or early in March. The accomplishments of only 
ten months, at the most, of the current period can be taken into 
account. This would not in itself justify much criticism, if any. 
However, a real defect exists in the fact that the April 1 date 
is unsuited to India although it appears to be the usual date in 
the British Empire group. A local authority claims that the date 
was chosen and is retained because of its convenience in terms of 
the season during which English officers go on their leave.• The 
Finance Department is required to prepare the revenue estimates 
before the end of March. It can at that time have no notion of 
the economic effects of the June to October monsoons which have . 
such a fundamental bearing on agricultural conditions. 5 

A shifting of the beginning of the fiscal year to November or 
December has been recommended. A failure to link properly the 
preparatory dates to the economic and fiscal accomplishments which 
affect the coming fiscal period results in a tendency to link esti
mates to the past. A very interesting fact emphasizing the neces. 
sity for reform in this Indian practice is seen in connection with 
the railroad budget. It may be that this is maintained separately 
and accorded differing preparatory practices because of the fact 
that its earnings and spendings are based almost exclusively on 
the fluctuations of agricultural and trade conditions. No attempt 
at estimates can be made with the type of information that is 
available to those preparing the general estimates. 

In the Irish Free State the preparation is made under time 
relations similar to those of Great Britain. Perhaps even a greater 
degree of moving all stages closer to the fiscal period is evident. 
The departments and sub-departments prepare their own esti
mates of expenditure in December and forward them to the Depart
ment of Finance not later than January 1st. The usual British 
type of restrictions on the changes that may be introduced are 

• Gyaa Ghand, flt.e FiMJICia.l Bvstetrt. of Iuill (London, 1926), p. 31. 
• Shirraa also stresses the fact that the estimates prepared before the 

monsooa fall& must be uneertaiu. Shirras, op. cit., p. 962. 
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operative for this period. 6 The ·revisions and consultations take 
place prior to the submission of the expenditure estimates to the 
Dail before February 15th. This is six weeks before the open· 
ing of the fiscal period. · It should be noted that only the Supply 
Fund Services are submitted at this time since the Central Fund 
Service estimates are prepared in the Department of Finance and 
are presented to the legislators after the opening of the period. 
This is possible because the Dail receives such estimates for 

'informational purposes only, there being no provision for a Par
liamentary review of these continuing items. The budget speech 

· containing the review proposals and estimates is made by the 
. Minister of Finance about the second week in May. This is some

what later than the corresponding British date since it may be 
presented after the date on which the British appropriations must 
)Je voted (May 4). With their practice of delayed budget sub
mission the nations in the British Empire group suffer no dis
. advantages from the timely preparation applied to their estimates. 

Germany 

A few nations follow the April 1-March 31 budget periods . 
. In republican Germany a time lag more characteristic of the 
United States and France 'than of Great Britain is noted. Not long 
after the opening of a new period, preparation of the estimates 
for the following year began. It was indicated that the depart
ments had already completed the estimates of their own require
ments on August 15 and were required to submit them to the 
Minister of Finance before that date. Between August 15 and 
November 1, at which time the budget was submitted by the 
Minister of Finance to the Council of the Reich, . the various 
revisions and conferences between the Finance Ministry and the 
spending units took place. In view of the fact that the Council 

6 "The Standing Instructions to Accounting Officers" deals exclusively with 
the method of preparing the Estimates. The main instructions may be 
briefly summarized as follows: . 

(a) The printed Estimates Forms, forwarded with the Circular, must 
be eompleted in duplicate and sent to the Department of Finance by 
December Ist. 

(b) There must accompany the Forms statements in duplicate "ex· 
plainiDg and justifyin~r seriatim the amounts provided in the Estimates 
unller each Subhead of expenditure," and in the marginal column there 
must be set out under each Sub-head the amount of the proposed Esti· 
mate together with the actual expenditure for the past three years, and 
the current expenditure to date. 

(c) No provision should be inserted for .any matter ?r service n~ al
ready sanctioned by the Department of Fmance. If, tn an exceptional 
ease this may be necessary, then .the proposal should be submitted for 
san:tion immediately, so as to allow of due consideration before the 
Estimates assume their :fi.n.al form. 

(d) Authority for a new or increased expenditure must not be in
ferred from the fact of its having been from any cause printed in the 
Estimates before the proper official sanction has been given. O'Connell, 
op. cit.. p. 4. 
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was both an executive and legislative body, its acts with respect 
to the budget may . be said to have terminated the preparatory 
period. · · . 

It should be noted that the Ca.binet of .the Reich informally 
reviewed the budget· prior to its submission to the Council, there- . 
by furthering the contention that the November date terminates 
the preparatory aspects. As far as the public and the Reichstag 
were concerned, the budget was submitted on January 5. This 
is about the same date as is found in the federal government of 
the United States. · It suggests the· feasibility of changing the date 
of the fiscal period. Neumark, the foremost student of the Ger
man system, indicates that political and economic conditions. in 
the Reich were such as to make it impossible for the estimates to. 
be prepared and completed in a ·period shorter than the nine 
months employed for that purpose.' The fact that the complexity 
of the German financial system requires lengthy preparation 
periods is further borne out by the experiences of the National 
Socialist government in its early years. · A postponement of the 
budget practices was necessitated by political events in 1933. A 
delay of three months was made in order to enable the new Finance 
Minister to adjust his ideas to the changed political situation. 8 

Other Nations in the Aprillst·March 31st Group 

In 'Greece the preparation period appears to be unduly long. 
Although the fiscal year does not begin until Aprill, the revised 
estimates, are submitted to the Director of the Budget before June. 
It should be noted that prior to this submission each Minister 
has compiled the needs of his department and has received the 
approval of the Finance Minister for his recommendations. Follow
ing approval by the Director of the Budget; hearings are held 
which last until the end of September. There is a legal require
ment that the budget be submitted to the Chamber not later than 
two months after the opening session in the first week of October. 
The required submission must therefore take place before the 
middle of Dect>mber. The arrangement in this Balkan nation is 
comparable to the practices in most of the American states. 

Denmark and Rumania also adhere to the April 1st date for 
the beginning of their fiseal period. In Denmark the spending 
departments are required to submit their estimates to the 
Minister of Finance for review some time during the month of 
August. Between that time and the su,bmission of the proposed 
finance act to the Rigsdag not later than the first Tuesday in 
October, the various revisions and inter-ministerial eonferences 
take place. The system adopted does not appear to require such 
a lengthy period for coordination and review by the Finance 
Minister, since other Ministers may with his ipermission submit 
their own estimates to Parliament. This feature, which has been 

'Nt>Umark, op. cit., p. 81. 
• Dalton, o,. oat., p. 63. 
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encouraged in order to allow the appearance of divergent view
points, contrasts sharply with the practices found in other coun
tries.. In the United States there is some indication that individual 
members of the important c~mmittees in Congress are acquainted 
at the time of voting, with the expenditure estimates which th~ 
departments originally submit to the Bureau of the Budget. 

In Rumania the recently adopted April 1st date was changed 
from January 1st. Under present procedures a rather compact 
and noteworthy limitation of the length of the preparatory stages 
is noted. Contrasted with Denmark, the spending agencies request
ing funds need not submit their estimates to the Minister of Finance 
before January. The various reviewing, stages and the preparation 

. of the revenue estimates must be completed before March 1, on 
which date the law requires the submission of a financial program 
by the Minister of Finance to the Chamber of Deputies. This 
appears to be among the most efficient allocations of time periods. 

The natidns in the April 1st-March 31st budget period group 
show clearly that a margin of advantage for the preparation of 
better estimates may be gained . 

. July 1st-June 30th 

United States Federal Government: 

Hungary, Italy, and Sweden among the nations surveyed follow 
the United States in its frequent choice of the July 1st-June 30th 
period as the fiscal year. . 
· The practices in the United States federal government do not 
show the temporal effi.cismcy characterizing those of Great Britain. 
They are nevertheless not unfavorable in the light of those that 
will be discovered in some other nations and in most of the Ameri
can states. Sometime during the summer months the President 
makes known his basic policy on the fiscal program. The estimates 
submitted by the spending department of the Budget Bureau may 
be said to be largely the work of the departmental budget officer. 

The departments and spending agencies are requested to submit 
their estimates to the Budget Bureau by September 15. A pro
vision calls for a submission of estimates by the President if the 
spending agencies fail to prepare them by that date. Willoughby 
has noted that in the early years of the system's actual practice, 
the submission date has been as early as July 15 for some 

. unofficial preliminary estimates. These represent attempts to gauge 
fiscal. needs solely on the basis of accomplishments of a fiscal 
period twice removed from the one in which· expenditures will take 
pl;lce, since there has been absolp.tely no opportunity to observe 
the functioning of the current fiscal period. 

Between September 15 and November 1, during which time 
the expenditure estimates are prepared and informally submitted 
to the members of the House Appropriations Committee, hear
ings are held and the revisions of the departmental es~imates are 
made. The detailed procedures whereby an attempt IS mad~ to 
bring about a conformity of estimates with the progr~m d_estred 
by the administration cannot be explained here. It vanes wtth all 
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the factors, which may be different at each budget period. It 
should be noted, however, that the amounts, which are determined 
by the negotiations between the departments and the investigators 
for the Budget Bureau and which are approved by the Director 
of the Budget, represent the maximum amounts that the depart
ment heads may request when they appear before the Appropria~ 
tion Committee to defend their estimates. American practice also 
places no restrictions on expenditure bills which may be and are 
introduced with administrative sanction outside the budget esti
mates. The importance of these early expenditure estimates must 
therefore not be overemphasized. The informal submission of ·the 
estimates to the House Appropriation Committee takes place eight 
months prior to the period dealt with, and the publication of the 
expenditure estimates and the revenue proposals and estimates, 
takes place shortly after the opening of Congress, which according 
to the recent Constitutional amendment takes place on January 
3rd. The budget program with which the public becdm.es familiar 
has the benefit of a review of only six months' accomplishments 
of the current fiscal period and imposes a more difficult estimating 
task upon the executive. 

The Special Committee on Federal Expenditures of the Chamber 
of Commerce has commented upon the necessity for reform of the 
time elements. This is interesting because of its similarity to 
recommendations that can be made for the majority of the 
American states, which in many cases are responsible for even 
greater delays than is the federal government. · 

The time element involved in present practice makes 
accurate forecasting almost impossible. The fiscal year begins 
July 1 and almost at the same time the spending units must 
begin compiling expenditure estimates for the following year, 
in order to submit them by September 15 as now required 
by law. Revenue estimates present an even more difficult 
task, for in this instance business conditions which so largely 
affect revenues must be predicted. In times of prosperity rev
enues have been consistently under~timated and in times of 
depression just as uniformly over-estimated. Accurate fore
casting, nearly a year in advance of the beginning of the fiseal 
period covered and approximately two years before its close, 
cannot be expected. , 

The time element should be so arranged as to give the 
Executive a fair opportunity to make reasonably accurate esti
mata. In England, which has long been noted for the accuracy 
of its estimates, the budget is submitted shortly before the 
beginning of the fiscal year covered and, if appropriations are 
not passed prior to the opening of the fiscal year, temporary 
grants are voted. 

It would seem entirely feasible to have the executive esti. 
mates submitted later in the Congressional session, say, about 
the first of March. Congress could concern itself with other 
matters in the earlier part of the session and would have four 
months before the beginning of the fiscal year in which to 
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enact the necessary appropriations. It would not appear difli~ 
cult for Congress to devise rules that would assure reasonably 

· expeditious enactment of appropriation bills. Such an arrange. 
ment would tend to improve the accuracy of the estimates, 

. afford more opportunity for conferences between the executive 
and legislative officials during the process of compiling esti· 
mates, and likewise avoid the unsatisfactory situation which 
will arise under present conditions when a new President 
is inaugurated.8 · 

. . 'l'he suggestion of the Committee. that the period begin as at 
present on July 1, but that the submission period be advanced 
to March 1, is one which could be adopted with great facility 
as well as advantage. , No change in the dates of governmental 
records, congressional sessions, or any other :firmly rooted practices 
need be. made. The Twentieth Amendment to the Constitution, 
now operative, provides a suitable and almost provocative back
ground for the change. Congress, meeting early in January instead 
of early. in December~ as was the case when the Budget .Act was 
passed, would not be delayed in adjourning by a delay in the 
budget submission .. The chief advantage of the change is apparent, 
when' a newly-elected Pre11ident takes office. .At present the Pres
ident-elect is inducted after his predecessor submits a budget fall
ing entirely within- the term of the . new administration. The 
outgoing administration could be relieved of this "lame duck" 
budget preparation and submission if the March 1 date, as sug
gested by. the Committee, were adopted. There is, however, one 
major . disadvantage in the Committee's proposal. There would 
be two months during . which Congress would be in session and 
during which· the Executive's plans would not be public or even 
possibly completely known to him. Such a procedure is rare in 
this country, although it is not unknown abroad. It would prob-. 
ably encourage a vast quantity of extra-budgetary financing and 
would remove a large sphere of tax reform from a close correla
tion to the budget. One solution might lie in an early preliminary 
submission of expenditure estimates. 

The suggestion that the budget period be shifted to the calendar 
year is made for some of the states and is worthy of consideration 
for New York. The idea is briefly analyzed in terms of the United 
States -federal government. The advantages are obvious. The 
President, in. submitting his budget me8sage, could make some 
immediate provision for the :first few months ·of the :fiscal period. 
There are technical questions involved in post-period voting but, 
as shown below, several major jurisdictions have met them with 
success. Congress and the President would know the results of the 
period just closed and would have reduced to a minimum the fore
casting necessary to interpret the conditions and needs of the 
current year. It would be .necessary to make some adjustment 
for a new President; this need could be solved by an extension · 

·, Repm1 of the 8peoi4l C&mmittee on :Pederal EtDpendif4WeB, op. Dit., p. 6. 
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of the submission date, thus giving a few months of the new 
President's term a type of provisional financing, possibly linked 
to the old Administration's policies. Prior to 1842 the 1iscal year 
coincided with the calendar year. Buck reports that the change 
waa made by Congress in order to finance the interim between 
the new and old appropriation authorizations.10

· 

Other Nations in the July 1st-June 30th Group 

I 

In Italy the dates of the fiscal year conform to those of the 
federal government. During August the Bagwneria Generale. 
DeZlo Stato officer appointed to each Ministry compiles the esti
mates of requirements. Each Ministry is required to have com
pleted its estimates before October 31. At that. time they are 
collected and reviewed by the Finance Minister, and the various 
ministerial disputes are settled in conference. Although the 
completed budget is not submitted to the Chamber until January, 
some indication of its general content has been made known to 
the members of Parliament before that time ... The dates of the · 
submission to the legislature are of limited importance in Italy. 
They do, however, indicate the time at which the government 
has completed its financial program. 

Also in Sweden the American pattern of fiscal dates may be. 
noted. A somewhat later preparation period is found. The spend· 
ing agencies are not required to submit their estimates until Sep
tember. In a number of instances the date has been postponed. 
until October 1. The revision of the expenditure estimates and 
their coordination with revenue estimates takes place before 
December 10 and the completed budget is submitted to the Riksdag 
on January 10. 

Neumark notes that the July 1st date for the opening of the 
fiscal period in Hungary is related to the harvest period in that 
country.11 The preparation of the estimates appears to be some
what closer linked to the fiscal period found in the United States. 
The spending agencies are required to submit requests for funds, 
in the form of estimates, to their respective Ministers before 
December. The submission of the estimates by the Ministers to 
the Finance Minister takes place ,before the fifteenth of December. 
This is considerably closer to the fiseal period than in any other 
countries using the same dates. The other preparatory stages 
are completed in order to allow for submission of the budget pro
gram to the Chamber of Deputies in time for the completion of 
Parliamentary deliberations before the opening of the fiscal period. 

The United States federal ·government and the other three 
jurisdictions in the July 1st-June 30th group offer only negative 
conclusions to the student of state problems. Since the practices 
of the federal government are important as an example for the 
political subdivisions some reform would be especially desirable. 

lt Buck U, op. cit., p. 128. 
u Neumark. op. cit., p. •9. 
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· Nations in the Calendar Year Group 

France, Belgium, The Netherlands, and Soviet Russia now oper
ate on a calendar-year basis: 

France's practices are interesting because the preparatory pro
cedures as well as the dates have been the cause of much con
cern and discussion. It is indicated that in France the earliest 
preparatory stages begin eighteen months prior to the opening 
of the fiscal period which, according to the most recent reform, 
coincides with the calendar year. At that time, the middle of the 
penultimate period, controllers appointed by the Minister of 
Finance and attached to each Ministry begin the preparation 
of the departmental expenditure estimates. . The complexity of 
the estimating task as well as governmental and political con
ditions may have tended to require such lengthy periods. They 
are, nevertheless, totally out of proportion to economic and fiscal 

• realities, and contribute much to the rather weak semblance which 
the projected balance usually has ,to the actual accomplishments 
of the fiscal period. 

The budget iS submitted to the Chamber at least five months 
before· the opening of the fiscal year (on January 1.) Thus 
a period of approximately: one year is required for the prepara
.tion: of the estimates as submitted. Such an early start would not 
be objectionable if the estimates at that time were not 11 frozen," 
and if there were a regular machinery for making revisions more 

· in keeping with the conditions of the period to which they refer. 
The time procedures were" more unsuitable for the year!! during 

which the opening of the fiscal period was shifted to April 1. 
An interesting problem is raised by this indication of manipulation 
of the dates of the fiscal period. It should not without question 
be assumed that this action was part of a general tendency to 
shift fiscal years to a calendar basis. 

Buck indicates that the change from the long standing calendar 
year period was linked to a scheme for greater fiscal efficiency. 
He notes 

When the financial year of France began on January 1 
(and Parliament met about the same time), it was criticized 
by Stourm as making necessary the preparation of the bud
getary estimates some fourteen or fifteen months prior to that 
time, in order that the budget might be placed before the 
previous parliamentary session. .This procedure, as Stourm 
pointed out, detracted greatly from the accuracy of the esti
mates. In 1929, the opening of the financial year was changed 
to April 1 ; but due principally to the frequent overthrow of 
the Ministry and to the dilatory practices of Parliament, this 
change does not seem to have remedied the situation of which 

· Stourm complained.12 

Allix emphasizes the fact that a political crisis caused the 
change of the fiscal year to be precipitated. He states that the 

111 Buck TI, op. cit., pp. 128-129. 
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change, made on December 27, 1929, took place because the Tardieu 
cabinet could not overcome some political opposition to the adop
tion of its budget.18 Undoubtedly the immediate cause could not 
have motivated such a significant act, bad not the problem been 
an aggravating one. A few factors, other than the lengthy period 
and the possibility of submitting the budget at a later session, 
may be noted. The lengthy debates in Parliament meant that a 
budget submitted in November (as suggested by some) could never 
be discussed to (l()mpletion in less than two months. It was pro
posed to begin the fiscal period three months later, and to move 
back the date of submission the same period of time. This would 
eliminate the constant need for provisional twelfths, without cut
ting down on the length of the debate period. At the same time 
the preparation period could be moved closer to the opening of 
the fiscal year. 

Iri any event none of the desired reforms was achieved. The 
date was again changed so that the 1933 budget year began on 
January 1. Dalton aptly describes the resulting confusion. 

In 1929 the financial year was changed so as to open on 
1st April and close 31st March. To achieve this end the 
exercice of 1929 was lengthened by three months and thus 
ran from 1st January, 1929, to 31st March, 1930. But after 
two years' experience of this change it was decided to revert 
to the old practice, since the desired results of lengthening 
the period of discussion were not achieved, and because certain 
administrative difficulties were encountered. Thus the budget 
for 1932 ran only for nine months, from 1st April to 31st 
December, and the current budget for 1933 runs from 1st 
January to 31st December. These changes complicate com
parisons of recent budgets.u 

The return to the calendar-year date was of interest to tb!i=. · · 
government which instituted the new change because. o.t.t.&e·tact 
that it could thus apply substantially all of ll ·normal year's 
revenues for only nine months' operatioliS ·during the crisis. 
During the brief experience it was fotltld that the provisional 
twelfths were not eliminated because Parliament did not discuss 
the budget as planned. Jeze has Ailtated that other important 
problems including the elections Jear April 1 kept the minds 
of the legislators occupied elsew'here.11 The handling of the 
accounts and the relations with the political subdivisions, all inti~ 
mately tied to the old fiscal datei, p-cevented the new system from 
functioning smoothly. 1 

The sad experience of the F~ench seems to intensify the belief 
that the student should study French practices only for the 
thourht and the discussion o~ budget problems involved, not· to 

n Alli:a:, op. cit., p. 40. i 
•• Dalton, o,._ oit., p. 272. 
II Gaston Jete, "Le Cbangement de Point de Depart de L'A.nnee Finaneiere. • 

Rf!t'tlll lh Bci.ertce •t d8 L~gi814tio)a FtMIMIW---.fan., Feb.,. :Mareh, 1932, VoL 
XXX. No. S. p. 11. 
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measure the usefulness of any procedures. The idea of changing 
the dates of fiscal years so that greater efficiency and better time 
relationships might be obtained is important, and should not be 
based on political expediency or defeated thereby. Certainly as far 
~ the :U~ted States ~ederal go':e~~nt is concerned, the problem 
lS begmnmg to receive recognition m terDlS of important fiscal 
implicatiollS, and there is no doubt that the future will bring about 
further revisions designed to eliminate time lags. 

Belgium's preparatory practices. conform to the typical pattern. 
The various spending agencies prepare their estimates and sub
mit them to the Minister of Finance before July 1 .. The other 
necessary preparatory functions are all carried out prior to the 
submission of the budget program to the Chamber of Represen
tatives. · This takes place sometime before the end of September. 
The submission of the program,to Parliament in a period not much 
longer than three months before the opening of the fiscal year 
is f;omewhat noteworthy for governments which do not attempt 
to work with a fiscal period already begun. 

In the Netherlands an almost analagous time relationship is 
found. The Ministry ~f Finance has reported that the prelim
inary estimates are compiled by the Ministries during June, and 
are submitted by them during that month. The various revisions 
and coordination with revenue estimates are completed before 
the sitbmission of the budget to the States General on the third 
Tuesday of September. A short interval between the opening of 
the fiscal year and the final voting is successfully bridged. The 
late submission is, therefore, not disadvantageous. 

In Russia the estimates are said to be prepared by July 1 
by the various departments, agencies, and units of the Union. 

· A somewhat complicated plan of revision and review, as well as 
a coordination with the local budgets is required, and it is noted 

_ that a time-consuming series of conferences, etc. are necessary. 
· Following ·the preparation of the estimates, they are submitted 
to the Union's · Council of Commissars, which acts as a superior 
authority over the spending units, and the Commissariats of 
Finance. The restriction. of legislative functions in effect in Soviet 
Russia limits the importance of the date on which the budget 
is submitted by the Commissar of Finance to the Central Executive 
Committee. It has been reported that such submission takes 
place before the opening of the fiscal period. 

June lst-Ma;\3Ist: Turkey 
' In Turkey the unique opening date of June 1 is noted.t8 The 

· time requirements with respect to preparation, however, show the-

. 11 The Lea.gue of Nations survey indicates that in addition to Turkey only 
Iran (March 21) E,aypt (May 1), and three small countries of the Western 
Hemisphere Honduras (Aug. 1 ) , Paraguay (Sept. 1 ) and Haiti (Oct. 1 ) 

. do not bav; fiscal years beginning with April 1 or July 1 or coinciding with 
calendar yeara. The survey reports a trend towards the adoption or re-adop
tion of the ealendar year as the fiscal perit'JII. L. of N., Pub. Fin., 1928, 35, 
General, tip. N., pp. 7-8. I 
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usual delays. Estimates of the various :Ministries are submitted 
to the Treasury before the end of September. A combination of 
legislative and preparatory functions similar to those noted in 
Germany during its period as a Republic, consists of the submis
sion by the Minister of Finance of the .budget to the· Council of 
the State. The budget is transmitted to the Grand National 
Assembly before March. This is a legal requirement, although 
there is evidence that the actual submission dates have been earlier. 
As in the case of Italy, the submission dates are important pri~ 
marily as they indicate the crystallization of the administration's 
program. · 

Summary and Conclusions 

For purposes of arriving at conclusions applicable to the prob
lems of most of the American states, the practices in the national 
units having fiscal periods beginning July 1 are of interest. Unfor
tunately none of the nations in this category, which includes the 
United States, has practices as praiseworthy as those found in the 
British Empire. The main features of the British systems, namely 
preliminary submission of basic expenditure programs and the 
delayed submission of revenue estimates as well as the compr~ 
hensiveness of the budget plan, are worthy of being emulated. 
The differences between systems that pay obvious attention to 
revenue features and those that do not, are clearly noted in these 
preparation systems. 

The situations in England and in Germany bring out interesting 
points. In both these countries it was found inadvisable to attempt 
to reduce the time spent in working out the fiscal program. Initial 
surveys and discussions in both jurisdictions had to begin months 
before the final revenue estimates could be submitted. It is 
doubtful whether the suggestion that will be made for the Amer
ican states, that unnecessary delays and slow procedures during 
the preparation period proper be avoided, can be applied to these 
two jurisdictions. Great Britain was able to gain the benefit 
of several additional months in bringing the final preparation 
stages closer to the new period. Even in the face of political 
institutions that miglit not have permitted a system as well-timed 
as that found in Great Britain, the Germans could have derived 
some advantages of delayed submission through post-period voting. 
The methods of bridging the intervals created by delayed voting 
will .be discussed at a later point. They indicate that there are 
no insurmountable difficulties which would have militated against 
a more widespread adoption of methods relying on such procedures. 



CHAPTER XXVII ./\: 

PREPARATION PROCEDURES IN STATE GOVERNMENTS 

Budget Periods and Preparation Practices 

In the American states the problem of preparation is compli
cated by the fact that the fiscal periods extend beyond one year 
in all but five commonwealths. The time lags in terms of months 
are, therefore, relatively insignificant, because estimating revenues 
and expenditures at the very beginning of the period would still 
involve forecasting andjor fixing of governmental requirements 
and revenue yields over a period of more than one year. How
ever, it can be shown that this disability has seldom, if ever, 
induced states to ease the solution of their preparation problem. 
We can note, therefore, that on account of the length of the period 
the preparation practices create a more serious problem for the 
states than they do in national units. Analysis has indicated that 
thirty-five states follow the practice of the federal government 
and date their fiscal years from July 1 to June 30. Segregation 
in terms of the beginning .Qf the fiscal period is permissible because 
of the fact. that all of ·the states in the category, with the excep
tion of Florida, Georgia, and Louisiana, have their regular legisla
tive sessions beginning in January. This establishes a common 
starting point for discussion of preparatory adoption functions. 

The wisdom of this practice of conforming to the federal dates 
does not seem apparent in terms of estimating although from the 
standpoint of fiscal coordination and the compilation of national 
statistics it presents a most convenient condition. There are six 
other periods found in the states. The calendar year coincides 
with the fiscal· year in five commonwealths. The October 1st
September 30th fiscal period has three adherents,. while two 
states follow the British in choosing an April 1st-March 31st period. 
Fiscal years beginning December 1, June 1, an~ September 1 are 
each found in one state. 

As has been indicated in the case of the national units, the 
opening dates are significant primarily in relation to the legisla
tive s~ssion and to the length of the various stages. It is difficult 
to conceive of any single state in the United States so dependent 
on one phenomenon as to have that dictate the needs of its entire 
governmental structure. We have, as-in the case of the Dakotas, 
states that are- primarily agricultural, but with different har
vesting periods. Other factors, including a number that make 
fiscal planning independent of the agricultural prominence of the 
state, do not necessitate relating the dates of the preparation 
practices to specific phenomena, as in India or Hungary. A more 
detailed analysis of the estimating problems in each jurisdiction 
would undoubtedly require an economic survey, and would deter
mine the best possible dates for forecasting economic as well as 

[350] . 
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fiscal events. It would be questionable, however, if budget sys
tems should be revised on the strength of this one factor. 1 As will 
be indicated below, the states engage in no real estimating prac
tices at all and possess neither the desire nor the equipment and 
ability to do so. A discussion of their estimating problems :brought 
to this fine logical conclusion would indeed be paradoxical with 
the known factors regarding their financial arrangements. 

In addition to the time relationships, a few other practices 
that affect budget preparati.on activities are stressed. These 
include provisions for facilitating preparation by newly elected 
executives. Changes in personnel take place with great frequency. 
These affect the problem of budget preparation in almost all the 
states, Some duplication of the discussion on the budget pre
paring agency is necessary in order to bring out some of the 
practices in their proper setting. Other questions raised include 
the preliminary submission to legislatures. 

Among the states dating their fiscal periods from July 1 to 
June 30 are some of the most important in the Union. Among the 
leading financial or geographically representative states, California, 
Connecticut, Florida, Illinois, Indiana, Iowa, Michigan, Minnesota, 
Nebraska, New Jersey, New York, West Virginia, and Wisconsin 
have the same fiscal dates as the federal government. Rhode 
Island and South Carolina are included because their annual 
legislative sessions and budget periods place them among the 
states with backgrounds upon which sound budgeting practices 
can be based. The pro,blem of their preparatory practices and 
their time arrangements is considered below. The discussion then 
turns to the other states which maintain the federal fiscal period 
dates. Several states, including Massachusetts, have periods differ
ing from the July 1st-June 30th pattern. Finally New York's 
system and possible avenues for its improvement are noted. 

July 1st-June 30th Budget Period States (Biennial) 

Most of the states in the July 1st-June 30th group have biennial 
budget periods. It is evident that· these commonwealths have 
done little to facilitate the estimating burdens imposed on them, 
although the advantages gained. would be relatively unimportant 
during the second year of their biennium. 

California 

In California approximately six or more months before the 
convening of the legislature the Director of Finance is empowered 
to request each State agency to present him with an estimate of 
needs for the coming biennium. The agencies are at the same 
time requested to submit to him the actual accomplishments of 
the first half of the current biennium and an estimate of the 
outlays that will" be made in the second year. The Division of 
Budgt>ts and Accounts analyzes the estimates that are sub
mitted, and hearings are held between the Director of Finance and 
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the spending agencies. The budget, following its acceptance by 
the Governor, who presumably has been in accord with all actions 
of his Director of Finance, is submitted as completed in Janu
ary. ·The legislative sessions which take place early in that month 
are approximately six InOnths distant from the opening ()f the 
fiscal period. The estimates, therefore, have already been com
piled by the agencies at least a year before the period to which 
they refer. Assuming that the agencies must begin their tasks 
even prior to the date ()f submission, a lag· of three years may 
be involved. This is unfortunately typical of the states in .this 
group.· 

Connecticut 

Connecticut allows the spending agencies a somewhat lengthier 
period in which to prepare their estimates. Statutes call for 
·submission by each State agency of its itemized expenditure 
estimates to the Board of Finance and Control not later than 
August 1 of each even numbered year. The Board, after holding 
hearings and compiling its own estimates, is required to report 
its recommendations to the General Assembly not later than 
the second week of its s~ssion, which is slated to begin early in 
January .. Unfortunately one cannot stress the similarity here 
between national and state practices because of the fact that Con
necticut is among those commonwealths laboring with a biennial 
budget period. 

Florida 

Florida does not in this instance display a poor budgetary prac· 
tice. The statutes indicate that on or belore the first of Decem
ber of each even numbered year, each State agency must submit 
to the State Budget Commission the estimates of its expenditure 
needs during the ensuing biennium. It should be noted that the 
legislative sessions in the State are scheduled to begin early in 
April, thereby enabling Florida to require the submission of its 
estimates at a much later date than is found in most of the 
states. The limited magnitude of _ the State's budget that is 
controllable, is such that one may anticipate that the three months 
available before the opening of the fiscal period are sufficient for 
any recommendation which may be made. Since the budget must 
be prepared prior to March, the Budget Commission does not 
receive the full benefit of the delay for revising its estimates. 

The chief benefit which theoretically accrues is found in the fact 
that the legislators are holding their meeting at a time when some 
indication of the economic conditions of the important tourist trade, 
the citrus crop, and other important factors may be noted. The 
federal legislature with its activities having an important bearing 
on state finances is also well advanced with its discussions in April . 

. At least the federal budget has been submitted and some action 
with respect to it begun. These advantages are, however, only 
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nominal The real reason for the short preparation period that 
is found in Florida may be inferred from the fact that it is one 
of the states in which departmental estimates must be included 
in the budget without revision. The work of the Commission is 
reduced to a minimum; it has only to add its own recommenda-: 
tions in the limited sphere of the budgeted fiscal activities. 
This eliminates the usual time consuming lag after, the sub
mission of the individual estimates by the spending agencies to 
the budget making agency for review and revision., . 

In view of the fact that the budget must include the depart
mental estimates one is inclined here again to question the useful
ness of hearings other than their possible assistance in aiding in 
the formulation of the Commission's own recommendations. There 
is, furthermore, a possibly unique requh.:ement that is similar 
to the practices of the federal government of the United States 
and of the British type budget systems. The. legislators receive 
copies of the budget prior to its public submission. It is inter
esting to note that the statutes call' for the receipt of this advance . 
information on the budget by the legislators prior to their con
vening. Is it to be inferred that the legislators spend the inter
vening period in individual and sober contemplation anticipating 
serious discussions of the State's fiscal problem? There-is approx
imately one month available to the legislators since the budget 
is presented formally to the convened legislature on the first day 
of its session early in April · 

Dlinoie 

. In Illinois a somewhat short preparation period is indicated. 
On or before September 15 of even numbered years, the Director 
of Finance is required to distribute to the State's spending agencies 
the standard forms for the preparation of the expenditure esti
mates. These must be returned to the Director of Finance before 
November 1. This is quite close to the date of the submission of 
the budget to the legislature. The Director has two months in 
which to make further investigations and to prepare his owa 
estimates for the legislature. · He must submit his budget to the 
Governor not later than January 1. This is another example of this 
questionable requirement. The Director, as the . Governor's 
appointee, presumably has already received his cooperation. The 
Governor, nevertheless, is given time in which to do his own work 
on the estimates, if he so chooses. Statutory requirements are 
that the Governor must preSent his budget to the General Assembly 
not later than four weeks after its convening early in January. 

Dlinois differs slightly from the other states in that it does not 
!'t'quire submission of the budget at the earliest possible time 
after the opening of the legislature. This means closer proximity 
of the preparation period to the fiseal period and furthermore 
shortt'ns the lag between the delibtrations of the legislatute and 
the time in which their recommendations take effect. It should be 
noted that the common requirement for hearings is absent.. 
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Illinois furnishes proof of th~ statement that not too much 
· credence sho~ld be placed in these statutory requirements, since 
actual practices may vary greatly. For several periods Gov
ernors failed to submit a budget to the legislature. This was 
incompatible with the State's statutes. The budget submitted 
early in 1935 consisted of on!y a summary statement. The Gov
ernor seems to have failed to fulfill the duties vested in him. 
His brief message alludes to this and indicates that the time at 
his disposal was not sufficient to cope with the' crisis in the State's 
finances. · 

- Emergency Relief appropriations are not included, as such 
are to be financed from additional revenue, sources of which 
are now under consideration by the General Assembly. 

The submission of the budget has been delayed .by reason of 
extraordinary and perplexing financial difficulties, the solu
tion of which is the joint concern of the General Assembly 
and the Governor. The budget is submitted in summarized 
form, any further details you may desire will be available 
to you on your request. Appropriation bills will be prepared 
and submitted to you for your consideration as soon as possible 
containing, of course,. the detailed items making up the aggre
gate as shown in the summaries submitted herewith.1 

Indiana 

· Indiana officials are required to be slightly more efficient than 
are their Illinois colleagues in forecasting the needs of the State 
agencies. Their estimating must begin at an early date. The 
statutes call for submission by the State departments of their bud
get estimates for the ensuing biennium to the State Examiner on 
or before August 15. The State Examiner has a considerable 
period in which to rearrange the statistics submitted to him, since 
he is not required to prepare the statement of the accomplish
ments of the elapsed fiscal periods and other pertinent fiscal data of 
the state before December 1. The two series of data, one repre-

~ senting financial statistics and the other expenditure estimates, are 
submitted to the State Budget Committee, which is empowered 
to review them, hold hearings, and prepare the budget report and 
budget bill. The Governor must receive these before January 1. 
He has a one month period in which to prepare his revisions to 
be submitted, together with the budget report and bud(let bill 
given to him by the State Budget Committee, to the General 
Assembly within twenty days after it convenes in the first half 
of January. The requirement that expenditure estimates be sub
mitted by the departments as early as August 15 appears to be a 
needles5 one, there being no explanation whatsoever of the delay 
between that period and December 1. The State Examiner ful
fills nd function other than the arrangement of the estimates sub-

t PmpoaeiJ 81ole Butlget for 1935-1937, 8ulmitted to tlae Member• of flt.e 
. S9f1t, 6etlenJ1 A.llfJmblg by Got>erfiO'I' Henrg Honr.er, (Springfield, 11135) p. 4. 
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mitted to him, and his activities for.· this purpose require three. 
and one-half months. The changes and revisions are made under 
the auspices of the State Budget Committee and the Governor, 
neither of whom begins his revising operations before December 
1. Revisions are completed by the Committee in December, and 
any changes that the Govern~r may make can be carried out in 
January. .An undermanning of the State Examiner's office prob
ably causes this lag. We notice in the case of Indiana that again 
a slight delay is permitted for the submission of the budget. 

The interposition of the State Examiner between the spending' 
agencies and the Budget Committee does not appear to be war
ranted. It will be recalled that the Budget Committee includes 
legislators among its members. This further strengthens the belief 
that the necessary cooperation in the actual preparation rather 
than in the mere revising should be practiced to the utmost degree. 
At least the statutory requirements give no encouragement to any 
such cooperation. 

Iowa 

In Iowa a period considerably shorter than th!lt found in other 
states is required for the preparing of the budget estimates. How
ever, the date noted in the statutes for submission of· the estimates 
by the spending agencies to the budget authority of the State 
gives no indication of the time at which these agencies begin the 
preparation of their estimates. Without the proper direction and 
authority that might be secured through the submission of blanks 
at a specified time, the .agencies might begin their studies and base 
their estimates long in advance of the time when they were in a 
position to know the pertinent facts regarding their requirements 
during the coming biennium. In Iowa, October 1 is the date 
on which the estimates must be submitted. to the Comptroller.· 
The latter has one month in which to prepare the revenue esti. 
mates, compile other necessary data, and submit his budget to 
the Governor. Sometime during the month of November, the 
Governor is to hold public bearings and is to prepare his budget. 
The Governor is not required to submit his budget to the General 
Assembly before February 15. He is, therefore, given two and a 
half months following the hearings in which to make his own recom. 
mendations. 

In view of the fact that the State has apparently been successful 
in operating with a period of legislative debates restricted to the 
time intervening between February 15 and the beginning of the 
fiseal year, there is no reason why the entire process cannot be 
shifted to the submission date. Iowa also elings to the assumption 
that a dual review and revision is necessary by the Comptroller 
and the Governor. It appears entirely feasible for Iowa to omit 
at least two months of the period that the Governor himself 
has for revisin~t his budget following submission. Hearings. if 
neet>&Sary, may be held &ometime during the time now allotted to 
the Comptroller. On this basis it appears that the department& 



356 NEW YoRK STATE TAX. CoMMISSION 

may submit their estimateS by D~cember 1, and that the Gov~rnor 
and Comptroller in preparing their versions of the budget will 

. have at their disposal a record of the accomplishments of the first· 
half of the second fiscal year in ·the current biennium. . . 

Miehlgan··, 

Michl~ is another one of the stateS in. which an nnnecessarlly 
early period for the compilation .of estimates is provided. The 
forms that are submitted on July 1 do not have to be returned 
to the Budget_l)irector before December 1. It may be noted ,els&. 
where that some state agencies are allowed a one-month period 
to fill out the blanks. Michigan does not place too great a reliance 
o:q departmental estimates of their own requirements as a start-
ing point of executive revisions. . 

. While the departmental estimates are in the course of prepara~ 
tion the Director is engaged in compiling a set for himself. Fol
lowing the submission of their estimated needs by the agencies 
on December 1, the Director is empowered to examine and revise 
these and reconcile them with his own. . The usual provisions for 
public hearings, to which the Governor and Governor-elect are 

, invited, are found. . The ·Governor is empowered to make any 
revisions that he sees fit. . There is · no indication of a formal 
presentation of the budget to him by his Budget Director. The 
submission to the· legislature must take place ten days after its 
opei:ring in the first days of January. The original demands of the 
departments are not unknown to the legislature, since the budget 
submitted to the legislature includes these as well as the amounts 
revised by the Budget Director. 

,Minueaota 

The· statutory. reqhl;ements in· :Minnesota appear to be very 
vague, and a limitation of the procedural statutes, in stating the 
final date· of submission of the budget by the Commissioner in 
charge, allows for an efficient system if so desired. The Comm~ 
sioner is required to prepare a budget for all the income and 
outlay of the State, and to submit it :not later :than the first day 
of December of the year preceding the convening of the legi~ 
lature. There is apparently no indication of the steps that 
must be taken by the spending agencies or the various procedures 
to be adhered to prior to that date. . However, the powers and 
duties of . the Commissioner of the Budget and the Commission 

. are specifically outlined.3 , . 

·. The Governor, who again appears to . be disregarded in the 
activities that take place before the submission of the tentative 
budget prior to Deeember 1, has the period between that date 
and his inauguration to make nis contribution. The legislature 
does not meet until after the first week in January. This allows 
the Governor at leaKt six weeks for his budgetary duties. · 

t Minn. Laws (1925), e. 426, arL lll, §9. 
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Nebraska . 

· Nebraska outlines its preparation stage procedures in great 
detail. Requirements begin with the submission of 'the estimate 
blanks by the Commissioner of Taxation and Budget to the spend
ing agencies on August 15 of the year preceding the one in which 
the budget biennium starts. The agencies have one month in 
which to till in the necessary data requested from them. Following · 
the return of the estimates to the Tax Commissioner on September 
15, a period of two months is available for the Commissioner to 
consolidate the estimates received by him and to add his own 
recommendations. The Governor has one month in which he 
must hold his public hearings. Following the expiration of this 
period on December 15, the Governor has another month in which 
to complete his recommendations since the statute calls for sub
mission of the budget by him to the legislature on or before the 
fifteenth day of the session, . . . · · . . 

Nebraska is one of the states with an elaborate budgetary 
arrangement fo-r an incoming Governor. This is necessary because 
of the proximity of the submission period to the usual inaugura
tion date. The statutes provide that: 

in case of a change of administration, the outgoing Governor 
shall deliver the budget to the legislature previous to the 
close of his term and the incoming Governor shall have 15 
days in which to review the budget as prepared and delivered 
by his predecessor, and may send to the legislature a supple
mentary budget message· making suggestions of any changes 
which he deems wise, and the Constitutional requirements 
for a 3/5ths vote to. increase the items and recommendations 
contained in the budget shall relate to the supplementary 
message of the Governor.• 

West Virginia 

There are two more biennial budget states that may be 
included in an arbitrary classification of fiscally important or 
representative jurisdictions grouped in the July. 1st-June 30th 
categQry. West Virginia has exceptionally elaborate . and time
consuming preparatory practices. At the close of the first fiscal 
year in a biennium (on July 1), the Board of Publie Works· 
is empowered to request all spending agencies to submit requests · 
for appropriations for the next biennium. This is unnecessarily 
early. It will be recalled that the spending agencies must cer
tainly have several weeks, if not longer, in which to prepare their 
estimates in order to be able to submit them by July 1. A full 
two years elapses before the beginning of the second half of the 
ensuing biennium and there ean be no real attempt to work with 
probable needs. Until recently the spending agencies submitted 

• Neb. Comp. Stat. (1929)', 181-302. 
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estim~t~s that were neither. useful nor ac~urate.' Following the 
submiSsion of the data, which are also said to include estimates 
of revenues by months, the Board may provide for public hear
ings. There is an exceptionally lengthy period available to the 
Board fQr its deliberations and studies, since it is not required to 
submit . its budget to the legislature before ten days after the 
opening of the legislature on the second Wednesday in January. 
It is obvious that a radical reform in West Virginia's practices 
must be recommended. 

Wisconsin 

In the. case of Wisconsin a more reasonable time arrangement 
is present. The spending agencies have until November 1 (four 
months closer to the budget period than in West Virginia) to 
submit their requests to the Director of the Budget. Although 
the fiction of a dual revision by the Director of the Budget and 

. his superior, ·the· Governor, is maintained, not enough time is 
granted to each to create an· objectionable situation. Only twenty 
days is available for the Director to submit the data to the Gov
ern()r-elect, who holds hearings following that time. The voting 
for Governor is timed so' that adoption of each budget coincides 
with the inauguration of a new executive. The Governor-elect is 
not requested to submit his budget message and the other neces
sary reports and bills to the legislature before February 1. The 
system enables the legislature to be acquainted not only with the 
'recommendations of the outgoing Governor, but also with those of 
the new Governor as well. It is assumed that the DirectQr of the 
Budget is an appointee of the outgoing Governor, since specific 
provision is made for his retention. The statutes indicate that he 
is not removable during legislative sessions or two months prior 
thereto, except for cause. In the budget message and report 
submitted' by the new Governor his recommendations are noted 
separately from those of the estimates approved by the Director of 
the Bureau of the Budget. · 

It is evident that in the states that have been surveyed all 
the advantages that can be derived from better and more timely 
preparation practices refer only to the first year of the biennium. 
It would be absurd to suggest changes along British or even Dutch 

· • Prklr to the beginning of the present biennium, July 1, 1935, budget 
requests were made up by all departments and institutions and present~d 
to the Board of Public Works for approval to be presented to the LegiS
lature by the Governor. Forms were not prescribed for that purpose. 
All the detail {>resented in connl!1!tion with the appropriation requested 
was only such mformation as required from time to time by the Board 
of Public Works and by the legislative committees, most appropriat!ons 
being ·considered on the basis of total expenditures for the previOus 
spending year without regard to population of institutions or duties 
of departments. Under the present approp.riation .act all spending u_nits 
are required to present budget requests m detail on forms prescnbed 
by the Director of thl!' Budget showing a comparison of cost with previous 
years and submit such requests to the Director of the Budget before 
being• presented to the Board of Public Works. West Virginia Budget 
81JBtem, op. cit ••. pp. 8-9. 
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lines if the forecasting must cover twenty-four months or that 
part of twenty-four months that is not to be financed through 
special session legislation or through deficiency appropriations. 

July lst·June 30th Budget Period (Annual) 

There are a handful of states in the July 1-June 30 group 
which have annual budget systems. For these states, including 
New York, revisiom1 in the interest of greater efficiency in plan
ning and forecasting would perhaps be of some value. 

New Jersey 

In New Jersey the standard estimate forms, which have been 
submitted to the spending agencies at some time previously, must 
be returned to the State Budget Department before October 15 of 
each year. At the same time the Comptroller is required to 
submit to the budget officials his statements regarding revenues, 
Treasury funds, special funds, etc. The date is eight and a half 
months prior to the beginning of the period under consideration. 
This means that at best the results of only approximately on~ 
quarter of the current period are known. Following October 15 the 
Governor in conjunction with his State Budget Commissioner is 
expected to examine the requests, hold hearings, and prepare his 
own recommendations. The State does not maintain the fiction . 
of divergent policies that may exist between the Governor and 
his own appointee as chief budget authority of the State. The 
allocation of separate time to the Governor and to his own staff 
officials for their independent revisions is a common way some 
of the executive budget states have of wasting time. The period 
between October 15 and the seoond Tuesday in January, the date 
on which the Governor must submit his completed budget to the 
legislature, appears to be more than ample for the revisionary 
duties that must be carried out in that period. 

A study made in 1929 by the Institute of Public Administra
tion has made several recommendations with respect to the pr~ 
paratory practices in the State. In the revisioru1 .that have 
taken place in 1931 and 1933, a few of the recommendations have 
been e.arried out. The two budget assistants, whom the Governor 
previously had appointed to represent the major political parties, · 
have, as has been indicated, been dropped so that no political 
strife need be expected before the budget is submitted. The sur-· 
vey report recommended further that the tentative revenue esti. 
mates should be prepared about September 1 and revised about 
Deeeomber 1, reducing the final revenue estimating to a period 
within seven months of the opening of the fiscal year.1 This does 
not appear to have been a startling recommendation although it 
dOE'S involve some shortening of the preparation period. 

The experts struck also at the practice of holding hearings. 

• Iutitute of Publie Administration, NN lentJ Bt11t1e11, op. oil., p. 53. 
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The survey maintained that the holding of budget hearings was 
overdone and that the three that had been held, ·namely by the 
departments for· their subordinate agencies, by the Governor for 
the departments, and then by the Appropriation Committees of 
the legislature for the public, represented a great loss of time. 
In view of the fact that New Jersey, as a State having an annual 
budget, meets every other year with an incoming Governor pre· 
paring the budget, the need for special provisions applying to 
the new Governor is very great. The· experts recommended that 
the budget should represent, in post.election years, the work of the 
incoming, and not the policies of the outgoing, Executive. Towards 
this end a practice, not unlike that found in many other states, 

· namely postponement of the submission date until February 1, 
was recommended. This would give the new Governor three extra 
weeks for preparation. . . 

For a jurisdiction as important as New Jersey the adoption of 
IJ. vastly improved system stressing better time relationships 
would permit the realization of opportunities for coordination with 
actions Qf the federal government. It is hoped that the needed 
changes will be made when the equally needed revision of the State's 
tax system. takes place. Two other states, besides New York, 
emulate New Jersey ,in the annual status of their budgets and in 
the dates of their fiscal periods. · 

' . 

. Rhode Island , 

In Rhode Island, under the 1935 law, the submission ·by the 
spending . agencies . ·of their requirements to the State Budget 
Director takes place on or before October 1.0 Under the previous 
law the State Commissioner of Finance acted independently of the 
Governor and submitted a report based on his revisions and con
clusions to the General Assembly and at the same time to the 
Governor, namely the tenth day of January. The Commissioner 
of Finance previously had the power to revise and even to make his 
own estimates in preparing the budget. The Report of the Com
missioner of Finance also went to the legislature independently 
of the Governor's budget.7 This practice has also been eliminated. . - . 

. . S~uth 'Carolina 

In· South Carolina the various State agencies are required on 
'November 1 to submit estimates of -their requirements for the 
next fiscal year to the Governor, who is chief budget officer of 
the State. The provisions specifically state that the legislative 
members of the State Budget Commission shall join with the 
Governor at the hearings. The Commission is empowered to pre
pare the budget, which is submitted to the legislature five days 
after the opening of its session on the second Tuesday in January. 

! • , ,' ~ 

e R. I. Pub. Laws (1935), c. 2188, I 4. 
'I' Letter from A. E. Godfrey, Assistant State Commissioner of Fhiance, 

Providence, nuder date of May 8, 1934. 
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While there are no restrictions on the changes that· maY -be 
made in the expenditure estimates as submitted by the spend
ing _agel).cies, , a more se~ching analysis of the Stat.e 's practices 
reveals that the Governor and his Commission are not .impor-
tant. . ... , . · · .. . 

The hearings, which are dominated by the legislative. commit
tee members on the Commission, are apparently only a duplication 
of the hearings that the legislative committees themselves hold 
not very long afterwards. :More significant is the fact that a 
separate set of estimates, which neither the Governor nor the 
Budget Commission can revise, are also submitted to the General 
Assembly. 8 

• . . 

Before some of the general conclusions regarding the practices 
of. these states and those adhering to other time periods are 
studied, a brief descriptive analysis of the other. commonwealths 
in the· July lst-J une 30th group will be presented. . In all of the 
atates to be discussed, the prevalence of biennial budget periods 
·reduces much of tlie value of any reform that might be· effected. 
The group includes Arkansas, Colorado, Delaware, Kansas, Ken
tucky, Louisiana. Maine, New Hampshire, North Carolina, North 
Dakota, South Dakota, Tennessee, Utah, Vermont, and Virginia. 
Arizona, Montana, Nevada, and New·:Mexico, whose practices are 
not discussed, also fall into ·this group •. 

Arkansas 

While not fiScally important, Arkansas is worthy of attention 
because of the full measure of reform that it ·needS in: most 
budgetary. matters. In this State the ·:extraordinary· char
acter of the preparing agency has already been· subjected to· 
comment. The time requirements outlined in , the outmoded 
statutes bear no reference to specific dates but rather to legislative 
deliberations. There is a requirement that the State Auditor 
receive estimates of expenditures to be filed with him by the 
spending agencies before the opening of the legislative session. 
The Auditor compiles these expenditure estimates along with ~he 
revenue forecasts prepared by hiPl and must submit them to the 
legislative committees immediately following their appointments. 
'l'hese appointments, according to law, must be made within five 
days after the opening of the session. The convening takes place 
in the second week in January. Since their functions' are primarily 
preparatory, the requirements that they prepare ~d introduce 
the necessary appropriation bills within .30 days after their 
appointment may be cited as a feature of the State's preparatory 
practice. It is interesting t& note that whatever the defects of 

i 
8 On or before the first day of Deeember, the Comptroller General ia 

ffll)uired to furnish the Chief Executive &D estimate of the ftnueial needs 
of the State, with full and detailed explanation of all inereasea ·or 
dt'CI'Nies. The law prescribes that these estimate& shall be inelnded in 
the bud~~:et without revisions bv the Governor, fmt with hie reeommenda
tiona thereon. Presumablv, the legislature desires the judgment of the 

· State's ehief ltMUnting officer aa a eheck against the amou.nta requested. 
Coleman, op. oit., p. 61. 
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the system in Arkansas may be, they do not entail the abnormally 
lengthy preparation period encountered in other jurisdictions. 

The recommendations of the Institute of Public Administration 
experts dealt with the preparatory practices. 9 They suggested 
complete revision of the preparatory procedure, ·including the set
ting up of new agencies to carry out budgetary functions. The 
proposal is interesting since it recommends the preparation of 
tentative revenue estimates .by the Bureau of Budgeting on or 
before September 1, These are to be used by the Governor 
in announcing to the spending agencies the nature <>f his financial 
policy, and are to give some indication of his attitude: towards 
economy, retrenchment, .expansion, etc. which the agencies are 
to take into account in preparing their estimates. On or before 
November 1 these are to be submitted to the new Bureau of Bud
geting recommended for the State. The revenue estimates are 
then te be revised in the light of more recent developments 
and are· to be completed by December 15. Section 6 of the pro
posed code calls for a review and revision of \he estimates by the 
Governor with the assistance of his Commissioner of Finance, and 
the completion by him of a budget for submission to the legislature 
before the first week of its session. An excellent recommendation 
is involved in the suggestion for preparation of tentative revenue 
estimates and the introduction of executive participation in the 
early stages of revenue estimate preparation. Unfortunately the 
existence of revenue assignments, continuing appropriations, etc. 
allows only a small scope for the exercise of planning judgment. 
The survey also indicated the widespread existence in Arkansas 
of supplementary and deficiency appropriations and of emergency 
proclamations, indicating a further decreased comprehensiveness 
in preparation practices. 

Colorado 

In Colorado the date for submission of departmental require· 
ments to the State Budget and Efficiency Commissioner is fixed 
as October 1. A revision is made by the Executive Council, with 
the assistance of the Budget and ]}fficiency Commissioner. Since 
the statutes call for the submission of the budget as prepared by 
the Council and the Commissioner, it is assumed that the views of 
the Governor are already expressed in the deliberations of the 
Council. The Governor is required. to submit the budget, which 
is prepared by him for the Council, -to the General Assembly not 
later than the tenth · day of the legislative session, which begins 
early in January. 

DelawanJ · 

In Delaware the submission of departmental requirements to the 
Board of Budget DirectQrs is required by September 15.10 At 
----· . 

lllnstitute of Public Administration, Arka118as Survey, op. cit., pp. 103-104. 
10 Del. lAws ( 1931), c. 81, §§ 2-10. 
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the same time the Audit<>r 1s required to submit to the same agency 
information with respect to past fiscal accomplishments. The 
Board has until September 15 to request further information. 
Before November 15 the Board is also required t<> hold its hear
ings. The Governor-elect is authorized to take part in the public 
hearings and to make recommendations which come to the atten
tion of the General Assembly. The Governor receives the bud
get prepared by December 15 by the Board. He has two weeks· 
prior to the legislative session in which to make his own revisions. 
He is then required to submit his completed budget five days after 
the organization of both Houses. The short period of time 
allotted to the Governor is probably in keeping with the nature 
of the revisions that he may desire to make independently of 
those of the Board of Budget Directors. 

Kanaas 

The date for the submission of the requirements of the spending 
agencies in Kansas is the common one of October 1. At the 
same time other pertinent budgetary information must be sub
mitted. The Governor and the State Budget Director begin to 
examine and complete the estimates submitted to them, having 
until November 15 to complete this phase of procedure.U The 
statutes call for notification to the departments of any revisions 
that the Executive and his State Budget Director wish to make 
This undoubtedly takes place in other states but specific statutory 
recognition is given to the practice only in Kansas. If the 
departmental estimates have been revised the' departments may 
request hearings to state their case. Such requests for hearinf,.:s 
must take place prior to the 25th of November. It is assumed 
that between that date and the submission of the budget to the 
legislature not later than the second Tuesday in January, the 
revision by the Governor and his budgetary aids will be com
pleted. 

Kentucky 

The recently adopted budget law of Kentucky is noteworthy 
with respect to the preparatory practices that it embodies.n 
It is not before October 15 that the usual standard estimate 
forms are submitted to the agencies. It will be recalled that 
we have noted a number of states in which such forms have 
been submitted early in order to enable their return to the 
bud~et-making authority during July or August. In this State 
returns must be submitted before November 15. At that time 
the State's budget officer prepares, with the approval of the 
Board of Finance, the budget reports which are then submitted 

nKans. Laws (1925), e. 260, U 2-8. 
ll A recently mmpleted sun·ey of the State's budgetary system mntains a 

detai~~ analysis of preparation as well as other procedures. See NU4t 
AdMttiMtratioa 8~ Handbook of FinG~ Adminiltnatiott, Common· 
wulth of Kentucky, (Frankfort, U137), pp. 19-39. 
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to the· Governor. Nevertheless, there is an opportunity for the 
Governor to examine the reports, to hold hearings, and to make 
his revisions: A new Governor-elect may participate in the 
hearings and may request such information as he requires. The 
Governor ostensibly makes his revisions and returns the budget 
to the State budget officer who must print it and transmit it to 

. the House of Representatives by the third Monday after the 
conven:iri.g of the General· Assembly. This takes place at the 
usual January date. · · · 

Both· with . respect to the continuous preparation process and· 
to ·the elimination of time lags, the system is noteworthy. It 
would be desirable to have a closer and earlier coordination 
of the·'Board of Finance's activities with those of the spending 
units. Also a shifting of the entire submission and the subse
quent legislative process to a date nearer the beginning of the 
fiscal period might be recommended. 

Louisiana 

In Louisiana a 1916 act provides for the distribution of forms 
by January 1, their return by February 1, and the submission 
by April, of the completed recommendations of the State Tax 
Commission, · together with the departmental estimates, the rec-

. ommendations of the minority ·of the Commission, and of the 
Governor and the Governor-elect.18 It should be noted that 
Louisiana· is one of the states that hold regular sessions 
later than January. They are scheduled to begin in the second 
week in May. This makes it possible for the entire process to 
be shifted fu the beginning of the fiscal period. The agencies 

· preparing the various estimates have at their disposal the results 
of the· first half of the second year in the current biennium. 
Under a 1914 act, which apparently has not been repealed, the 
preparation is called for as late as thirty days prior to each 
regular session.14 This law grants what is probably the short
est preparation period found in any state law. It is evident 
that the late date for. the legislative session in relation to the 
opening of the fiscal period would permit an efficient arrange
ment. There has of late been too much irregularity in Louisiana's 
political history to permit any. conclusions to be drawn regard
ing the efficient operation of its procedures. 

Maine 

· In Maine the budgetary law: em,bodies the recommendations 
of an organization, .. namely, the Institute of Public Administra
tion, having on its staff· the leading budgetary authorities of 
the nation. It provides for the tentative preparation of revenue 
estimates before the anticipation of the expenditure requirements, 

taLa. Acts (1916), No. 140, I 8; La.. Gen. Stat. Ann. (Dart, 1932), § 8320. 
uLa.. Acts (1914), No. 246, §§ 1-3; La. Gen. Stat. Ann. (Dart, 1932), 

§§ 9349-9351. 
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.and the subsequent revision of the former at a date close to their 
submission to the legislature. The law calls for submission on or 
before November 1 by all spending agencies of their specific require
ments. The tentative revenue estimates are prepared by the budget 
officer before October 1 and are to be revised by this officer by"Janu
ary 1 for inclusion in the budget. ,The dual preparation step is 
also eliminated because it is provided that the State budget officer, 
at the direction of the Governor, shall prepare .the budget and trans
mit it to the legislature not later than the fourth week . of the 
regular session. There is no unnecessary period for the Governor to 
review the work of his appointee who at. all times acts under 
his direction and with his cooperation. The Institute of Public 
Administration experts also did· not favor the introduction of 
the budget immediately following the opening of the . session. 
Their plan was to give the legislators an opportunity to operate 
closer to the fiscal period and to develop their own fiscal ideas 
in terms of the executive budget program. The experts were. 
also concerned with the problem of a new Governor. · Their com-
ments were as follows: · ' · 

t: . . .. 
A more important matter to be. provided for by legisla

tion is the· requirement that a new governor upon· assuming 
office shall be responsible for the budget that is. pr,sented 
to the legislature. The outgoing governor should not be 
allowed to prepare the budget for the incoming administra
tion. . After a new governor is elected in September, he should 

. acquaint himself with the state's finances and determine the · 
fisca.J. policies which he wishes to outline in the budget. By 

· arranging for the submission of the ·budget to the legislature 
· about Fe,brua.ry 1, instead of early in January, as •, now 
required by law, a new governor should have plenty of time 
to get his budget ready.11 · ~ ' ·' · 

In general the methods outlfued for the State. are noteworthy · 
and might be the basis for recommended changes in other juris- • 
dictions having a similar opening date for their. fiscal year. 

New Hampshire 

In New Hampshire the submission by the' spending agencies 
of their requirements to the Comptroller takes place before 
October 1. The Comptroller has one month in which to review, 
summarize, and draw up a tentative budget on the. basis of the 
estimates submitted to him. After November. 1 the Governor 
holds hearings {which the . Governor-elect may attend) . and . may 
then make any changes in the budget· that he sees fi.t. His . 
t(lntative budget does not have to be. submitted to the legisla
ture until February 15. This not only· gives him considerable 
time but it. also eliminates the possibility· of a situation ·whereby 
l't"Sponsibility is assumed by a new Governor unacquainted with 
State affairs. It moves the deliberations closer than usual to the 

u Inatitut.e of Public Administration, JfaiM ,Bti/IW:f/, 0, .. oit., p. 64.' · 
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opening of the fiscal period. Under the New Hampshire statute 
the legislative views are made known early in the preparation 
stage and the Governor further has the opportunity to know the 
attitude of the Chairmen of the· Appropriation Committees. At 
his hearings, held after November 1, in addition to the Governor
elect, the .Chairmen of the Appropriation and Finance Committees 
of the House and Senate are expected to· attend. This is rom
parable to the practices found in other jurisdictions in which 
advance and tentative budgets are submitted to the legislative 
leaders who '\\ill later be concerned with the adoption of the 
recommended measures. 

'llorth Carolina 

In North Carolina estimates are submitted to the Budget Advi
sory Commission on September 1.16 At that time it is possible 
that no information later than that for the close of the first 
fiscal year of the biennium is available. Undoubtedly a postpone
ment for two months or more would assist towards a realization 
of the factors operative in the current year. The Auditor must 
also submit the necessary information at that date. 

North Dakota 

The statutory requirements in North Dakota call for a distribu
tion of forms to the spending agencies not later than August 1, 
and their return accompanied by explanatory data to the Audi
tor's office by October 1. The temporary Budget .Board must 
meet and organize on the second Tuesday of October. It will have 
received by that time the departmental estimates which have 
been compiled after their submission to the State Auditor. The 
Board holds public hearings and is authorized to carry on 
independent investigations of its own. On the basis of the 
information it gathers, the Board is required to prepare its own 
estimates and to submit its recommendations to the legislature 
not later than the tenth day of the session, which begins in the 
second week of January. It should be noted that the Budget 
Board, which includes the important~ legislative .members, must 
accompany its estimates with all the statements, estimates, and 
requests submitted to it. 

Oklahoma 
- . 

In Oklahoma the departmental requirements must be submitted 
to the budget officer of the State by July 1. For some reason the 
entire procedure. lapses into a dormant stage until November, 
when the Governor is required to provide for public hearings. 
On the first of December the statutes call for the completion of 
a survey, by the Governor and his assistants, of all the spending 
&r,"Cncies. Statutes indicate that "he must have completed a care-

, fol survey of all the--departments, bureaus, etc. . . . through 

taN. C. Code Ann. (Michie, 1931), 17486, arts. U-V. 
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which he shall b~ in possession of working knowledge upon which 
to base his recommendation to the legislature. " 17 It is assume~ 
that he will have absorbed such knowledge by the time he com
pletes his budget and submits it to the legislature within five 
days after its meeting in the second week in January. -

The appraisal by the Brookings Institution experts of the 
present preparatory practice includes the following comments:, 

• . . it requires the Governor to submit the budget docu
ment and tentative appropriation bills to the fund-raising and 
fund-granting body within five days after the beginning of 
each regular session of the legislature. The new Governor 
does not take office until after submission of the budget. This 
means that he, in addition to serving about five and one-half 
months of his term under appropriations made by the.preced
ing legislature, must also administer appropriations recom
mended by his predecessor for the first two full fiscal years of 
his administration; unless as a matter of courtesy, the out
going Governor agrees to the appointment of an unofficial bud
get committee by the incoming Governor to review the esti
mates submitted, hold hearings, and prepare the budget for 
submission to the legislature by the outgoing Governor as his 
recommendations or proposals for the ensuing biennial period. 
Otherwise, the budget law now places each Governor in the 
position of operating under the plans of his predecessor for 
two and one-half years of his term. This can be remedied by 
legislation. 18 

The report notes that Alabama, New Hampshire; and Iowa 
(States for which the Institution has prepared surveys) have sue
cessf~lly allowed for a recognition of the problems raised by newly
elected Governors. 

' South Dakota 

In South Dakota the spending agencies make their requirements 
known to the Secretary of Finance on October 15.111 After the . 
submission of the departmental estimates the Governor and the 
Secretary of Finance bold hearings. The latter on or before 
the fifteenth of November must prepare a budget report 
showing detailed estimates and data with respect to the past 
financial accomplishments and. future needs of the State. The 
Governor then prepares his budget from the detailed information 
that has been prepared by November 15 by the Secretary of 
Finance. This is submitted within five days after the beginning 
of each regular session during the second week in January. In 
case of a change in administration the outgoing Governor delivers 

n Brookings Institution, 0ki4MtR41 B.,.,er, op. cU., p. 238. 
lllbid. 
•• Btulget Byatea of Bovtla Dakota, op. oil., pp. 1-!. 
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the budget to: the legiSlature. The incoming Governor has- ten 
· days in which to review the budget of his predecessor. The new 
Executive may then send a supplementary budget to the legislature, 

. if he so desires. · · ; 
,, \1 

.Tennessee. , ··1.' .. · .• :· .. : .. J. 

In Tennessee the system allows for efficient preparation methods, 
providing the spirit and letter of the statutes are followed. The 
system calls for a coincidence of budget adoption with the ~augura
tion .of a ·new Governor. It was necessary to move the entire pre
paratory procedure clo8e to . the budget period, by . virtue ·of the 
fact that it must be related to the incoming Governor. The dis
tribution o( the blank forms to the departments takes place before 
Octo be~ 15, and they .are returnable by Novembel" 15. .The Comp
troller, .who acts as the Governor's budget officer, prepares other 
necessary data.; · His· office has a DiVision of Accounts and Budgets 
for this purpose.. '.l,'·he Budget Commission (in reality the Commis
sioner of Finance and Taxation) reviews the estimates and has the 
powel:' to .. make any .changes it. sees fit. .There are provisions for 
.pnblic.hearings which .various department heads may attend and 
which . are open .. to the. Governor-elect· and. to. members of the 
~egislature,: . · ·, ·. , 1 • : . ., • · • • • • • • - • 

. ; It is. interesting to note that the outgoing Governor has little 
or no role• to-.play in regard to 1the preparation of the budget. 
Within . three., days after hill· inauguration the Commission must 
submit the departmental estimates, together with its own recommen
dations to the new Governor for his revision. The Governor himself 
is given· the right td revise these In ·accordance with his beliefs . 
. The ·system implies ·that not later than four weeks after he has 
taken office, the Governor must submit his budget to the legislature. 
This brings the submission date into February. It is unfortunate 
that the change in administration so occurs that the executive can 
superimpose • his ideas only upon the estimates already prepared· 
without. any l'elationship to his own fiscal ideas or program. . The 
obvious. solution would involve a postponement of the submission 
date~ · · _ · · 

Professor Snavely's comments on this question IU'e of interest. 
He notes: .t• .: ' · · · . . 
. • I , ' ·. : . . . ~ . ' . ' ~ ... 

. . , It mayle 'Said that the outgoing executive should not pre
: pare the .budget, ·since the newly elected Governor may have 

•. · different vie-wS and policies. While the new Governor should 
examine the budget of the previous Governor and may recom-

, ' mend changes, it sh'ould be 'the obligation of the old Govern~r 
to prepare it in full detail. • • . • If the new Governor recom

·mends drastic changes .... , he should give conyincing reasons 
to the legislature as to the necessity for the changes. He will 
have an.opportnnity to make his own budget before the close 
of his term in office. 20 

· 

10 Snavely, op. cit., p. 7'. 
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This discussion is based on the belief that the best fiscal interests 

are served by having each Governor prepare a budget to be guided 
through the legislature and to be executed by his successor. It 
does not· seem necessary to strive for true executive budget leadeJ"-
ship under the proposed arrangement. . · 

' . 

. titall ,,,, .,, . 

In Utah there are no specmc dates with respect to the prepara
tory stages. Prior to the meeting of the legislature each spending 
agency must make known to. the Director of the Budget its esti
mated expenditure requirements. Hearings are held by the Direc
tor, after which he may revise estimates. Not later than the first 
A1onday in January the Governor receives the budget prepared by 
the Director. He may further revise it. The Legislature, which 
meets in the second week in January, receives the budget from the 
Governor within twenty days after it conve~es. · 

Vermont 

The Vermont statutes provide that departmental heads submit 
their requirements to the Commissioner of Finance by October 1.111 

The Commissioner is expected to have compiled these into state- . 
ments and to have submitted them to the Governor-elect by Novem
ber 15. The Governor, who is empowered to make investigations 
and receive information from any source, then makes his own revi
sions. He must, however, make known to the Legislature his rea
sons for such revisions when he submits his budget message to 
them not later than the third day of the regular Assembly meeting 
in the second week in January. · · 

Virginia 

Finally, Virginia must be mentioned among the states that 
adhere to a budget period beginning July 1. The foriDB are dis
tributed to the spending agencies as early as July and must be 
returned by September 15. During the preparation of the esti
mates the Governor, accompanied by the Director of the Division 
of the Budget and by his Budget Advisory Board, visits the vari
ous State institutions in order to determine their budgetary require
ments. This is one of the few remaining instances of the well
known junkets that formerly accompanied legislative budget 
practices. The Governor then holds hearings to which the Gover
nor-elect is invited. Sometime during November'or Dece111ber the 
Governor's recommendations, together with the requests of the 
departments and other information, are printed. There is some 
indication that this is made available prior to its formal submis-

11 Vt. Puh. Law1 (1933), II 559-5511. 
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sion to the General Assembly within five days after its opening 
during the second week in January.28 . 

22 Four western states which adhere to the July 1st-June 30th dates for 
their biennial budget periods, namely Arizona, Montana, Nevada and New 
Mexico, have not been mentioned. . The , procedures, which are not note
worthy, are outlined as follows: 

In Arizona the distribution of blanks to the spendin!f agencies by the State 
budget authority bel{ins prior to July 1. The agenc1es have until October 
to prepare an analysis of their requirements. At the same time the 
State Auditor must prepare the necessary data with respect to revenues, 
funds, etc. The Governor has until the legislative session in January to 
complete his budget. · · . 

In Montana estimates are submitted to the State Board of Examiner prior 
to November 15. A budget is prepared by the Board and is submitted ten 
days after the convening of the General Assembly during the :first week in 
January. . · 

Nevada also prescribes for the submission of departmental estimates to the 
Governor, for holding hearings on all estimates, and for the submission by him 
of the budget to the legislature within 20 days after its convening. The 
usual methods and time facilities are present. 

In New Mexico the estimates are submitted to the Governor by the spend
ing atrencies before September 15. The Governor has the period between then 
and is days after the opening of the regular legislative session early in 
January to prepare the budget that he must submit. 



CHAPTER XXVlll~ 

Preparation Procedures in State Gov~rnments (Continued) 

June 1st and April let Budget Opening Group 

There are only thirteen states that have fiscal years beginning ' 
on dates other than July 1. Among these states are a few that 
have methods comparable with the best national practices and 
their segregation aids in pointing out possible reform trends for the 
predominant July 1 group. Foremost among these are those in 
which the fiscal period coincides with the calendar year. They 
include Georgia, Idaho, Missouri, Mississippi, Ohio, and Oregon. 

Before the practices of the last-mentioned jurisdictions are ana
lyzed, it may be·well to view two states that are in only a slightly 
different situation from the July 1st-June 30th group. In Pennsyl
vania and Wyoming the dates are such as to permit the usual pro
cedures to continue without causing any unduly early preparation. 

Pennsylvania 

Pennsylvania alone among all the states has adopted the June 
1st-May 31st fiscal year. This is not an objectionable practice. To 
copy it, however, would be of only slight value to the other states 
which follow the usual pattern of concentrating the final revision 
of estimates, submission of the budget, and legislative adoption 
around the end of the calendar year. Statutes call for submission 
of departmental requirements to the Budget Secretary on Novem
ber 1. The forms on which these estimates are made known have 
been submitted to the agency on August 15, only two and one
half months short of a full year· before the period begins. The 
Governor receives on January first the results of the work that 
the Budget Secretary has done since the return of the estimate 
blank forms to him. The Governor is allowed one month in which 
to make his own revisions. The procedures call for the submission 
of the budget by him to the legislature within foU.r weeks after 
its convening on the first of January. A Legislative Committee 
report on the State administration has emphasized the difficulties 
with respect to preparation. It note& that the budget office has 
been unduly burdened. For example, it specified that in the prep
aration of the 1933-35 biennial budget, the following steps should 
be followed.• 

(1) Submission of departmental ~.stimates to the Budget Bureau 
in the period betw~en August 15, 1932 and October 1, 1932. ·. 

(2) A study of these departmental budgets by the Budget 
Bureau. 

(3) Conferences between Budget Bureau and departments. 

l Town&end, o,.. cit., p. 44. 
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( 4) Final preparation of budget by Budget Bureau. 
( 5) Submission by Governor to General Assembly. 

This unnecessary length · of time arises· chiefly out of insuftlcient 
. staffs and there is some benefit to be gained from a revision of fiscal 
dates. The work can and should be further concentrated. · 

i' '\i ' 

Wyoming. 

Wyoming's fiscal period begins on Aprill. It is perhaps an even 
better solution of the problem: than that offered by the June 1 date 
of Pennsylvania~ . In most of the states it will be noted elsewhere 
that legislative discussions of the budget are concluded sometime 
during March. This procedure furthermore is well-timed, com
pared with the practices of some of the other Western and South
western state units. The spending agencies submit their estimates 
by November 1 and the Auditor's estimates of revenu~ are received 
by December 1.· 1 _It is at the latter date· that the Governor is 
expected to have completed a careful survey of all departments and 
to possess the necessary working knowledge on which to base his 
recommendationS. The submission of the budget takes p)ace within 
five days after the opening of the session early in January. In 
its departure from the .usual state practice Wyoming appears to· 
have turneq in the right direction. Unless the states in the July lst-:
June 3() group desire to make the effort to get the best possible 
·arrangements involving postponed submission, Wyoming's timing 
is the best alternative. There would be a three months' advantage. 
It. would not be necessary to change preparation dates, or in most 

·cases legislative sessions or submission, debate, ·and vote periods. 
There should be enough time between the usual submission dates 
and ,April 1 for the budget program to be adequately discussed 
and voted. · New York could well have a fiscal year beginning on 
·April ~s~: The calendar year group is next discussed. 

·Georgia 
Calendar.Year Budget Period Group · 

•.. I 

. ; Georgia·, has no statutory requirement regarding the dates of 
submission of. budget estimates by: the spending agencies to thb 
Director of the Budget. There· is likewise no specific requirement 
witli respect · to the dates for the public hearings that are men
tioned in the statutes. . These are held by the Governor, who 
may also revise estimates as he sees fit. The Governor-elect has 
the right to confer with him on the budget, and to examine all esti
mates and requests.· There is no indication, however, that the 
budget is not officially the plan· of the outgooinl!' Governor. While 
Georgia belongs to the solid narty belt there has been recent 
antagonism between new and old Governors and a more desirable 
plan for changing Governors might be suggested. 

There is . a. requirement ~hat the budget be submitted to the 
General Assem,bly within ten days after its· opening session on 
the second Monday in January. The Georgia legislature meets 



NATIONAL A.ND STATE BUDGETARY METHODS 373 

at this time for the selection of its officers and for the introduc
tion of bills. The appropriation bills, although introduced in 
the January session, are passed at the time of the second regular 
meeting of the legislature in the summer •. Georgia, therefore, ranks 
among the worst states with respect to the needless time lags 
which its preparation period involves.· The voting of the appro
priation bills during the summer for the period beginning the 
followingt January would in itself constitute an objectionable 
practice. The bills, however, are prepared and submitted long 
before and the hearings and other acti<ms affecting the revision 
may have already taken place seven or eight months previously, 
by the time the legislative discussions begin.. There is an easy 
avenue for reform open for the State if it chooses to adopt a 
system for temporarily carrying the finances for the short period 
between the beginning of the fiscal year and the passagte of the 
appropriation bill. The best way for Georgia to possess one of 
the most efficient time relationships would be to start its fiscal 
year on July 1. · 

Idaho 

In Idaho the estimate forms distributed to the spending agen
cies are returnable by September 15. After that date further 
inquiry and revision by the Director is required. On or before 
De~ember 1 he must prepare and submit an estimate of revenues 
to the Governor and Governor-elect. This information is the 
basis for the revisions that the Governor makes following public . 
hearings to which the Governor-elect is invited. Not later· than 
ten days after the organizatiou. of the legislature on the first 
llonday of January the Governor must submit his budgtet. The 
practice in ·Idaho, . unlike that of Georgia, calls for preparation 
of the budget for the biennium beginning a few days before the 
submission of the budget. The method of bridging over this 
intervening period is indicated in a later chapter. It may, how
ever, be stated at this point that it is adequate, and gives to Idaho 
the laudable distinction ()f heing one of the few states operating 
with a method comparable in its potential efficiency to that of 
the admirable British-type methods. The legislature, as well as 
the Commission preparing the budget, has at its disposal informa
tion covering almost the entire past biennium. The fact that 
this State, as well as others, has been able to function efficiently, 
is sufficient indication of the practicability of the post-period 
voting and the validity of recommending its adoption elsewhere 
in this country. · 

Missouri 

Missouri is another State that functions with a submission 
delayed till after the beginning of the budget period. The prac
tices are in many respects similar to those found m Idaho. The 
distribution of estimate forms takes plae~ before October 1. These 
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are returnable by November 1, six weeks later than the date for 
the same action in Idaho. The Budget Division of the State Tax 
Commission, under the supervision of its Director, carries out the 
revision and checking of the expenditure estimates and their 
coordination with the revenue estimates which they prepare. The 
Governor may bold public hearings but they are not mandatory; 
in recent years they have not al:ways been held. The Governor
elect is permitted to study all budget data, to attend conferences 
and hearings, and to make suggestions to the Governor which 
he must incorporate separately in the budget report. The final 
decision as to revenue and departmental estimates rests with the 

. Governor, and his completed budget must be submitted to the 
legislature within two weeks after it convenes during the first 
two days of January. · 

The State has an adequate provision for its financing during 
the intervening period when it is normally without appropria
tions. A study of the Missouri system indicates a number of 
highly desirable features. It has adopted one of the best solu
tions raised by the problem of incoming Governors. The out
going Executive is not removed from the procedure, and . con
tributes the benefit of his experience and knowledge of State 
affairs. The new Governor ,becomes acquainted with the budget
ary estimates at an early stage and follows them through their 
development prior to their· submission. The viewpoints of the 
Governor-elect are, furthermore, incorporated into the budget docu
ment, and in view of the advisory character of the estimates there 
is no subordination of his interests. The timing advantages of 
the Missouri system are self-evident. A duplication of efforts on 
the part of the Governor's own ·appointees may be found but it 
does not consume sufficient time to be an objectionable feature. 

Mississippi 

In Mississippi each spending agency must submit to the Gov
ernor, at least forty days before the convening of the legisla
ture, detailed estimates of its requirements. There is provision 
for conferences between the Governor and the beads of the spend
ing agencies although there is no -mention of public bearings. 
The Governor is then required to revise the estimates, summarize 
them, arrange for their printing, and mail the budget to each 
member of the legislature ten days before the convening date, 
and to make it public the first day -of· the session. The fiscal 
year previously began on October 1. As indicated in the following 
part, difficulties in bridging the gap between the closing of the 
budget period and the authorization of new. appropriations were 
encountered. 

At present the period begins on January 1. The spending agen
cies are now provided with the necessary financing due to the 
fact that the· Constitution allows appropriations to run for six 
months after the beginningt of the next legislative session. This 
is probably the shortest preparation period provided in any state 
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statute. However, this is actually a misleading statement, because 
of a delayed lapse of the old appropriations. The convening of 
the legislature on the Tuesday after tl:!e first Monday of the 
~ear concentrates the deliberations in the last two months of the 
fiscal year. The Brookings survey in 1932 recommended a Con
stitutional amendment providing for a period beginning on July 1,2 

There is an opportunity in Mississippi to observe the failure 
of the Executive to comply with requirements of the law. No use
ful time relationships could possibly overcome the practices that 
the Brookings survey revealed. Their comments follows: 

After the estimate forms, so arranged as to provide the 
data specified in the law, have been sent out by the Govel"
nor and. returned to him by the spending agencies, the law 
makes it his duty to confer with the various officers respon
sible for their preparation. No evidence has been found that 
such conferences, if held, have .been productive of results. 

More serious still, it does not appear that any Governor 
has complied with that requirement of the law which makes 
it his duty . . . . to revise said estimates in his discretion. 
On this point the following statements by certain Governors 
are illuminating: 

''The Statute providing for a. Budget permits the Gov
ernor to revise the requests • . .. and to make specific recom
mendations where in his judgment, he feels that it is proper, but 
in submitting this Budget, I have purposely declined to revise 
the estimates or to make any specific recommendations. I am 
leaving the whole matter up to the good judgment of the 
Legislature.' '-Governor ·Bilbo, 1930. 

''I submit these estimates just as they have been placed 
before me, without comment or recommendation at this time.'' 
-Governor Murphee, 1928. . 

''I submit these figures and recommendation just as they 
have been forwarded to this office, with no comment here, 
due to the limited time to go over the many items enumer
ated."-Governor Whitfield, 1926. 

A few days after the last preceding paragraph was written, 
Governor Whitfield reverted to the subject in his biennial 
message of January 5, 1926, and declared: 

"As a matter of fact the Executive is nothing more than 
the transmitting agent for the institutions and the depart
ments, having no power to revise the various estimates in 
the light of the potentially available revenues." (House Jour
nal, 1926, p. 83.) 

This statement is difficult to reconcile with the law, which 
reads exactly to the contrary. The other statements call for 
no particular oomment; that they are contrary to both the 
letter and the spirit of the law is obvious. • .. 

t Brookinp Institution, Jliuiutppi Surwy, op. eit., p. 368. 
• Uid., p. 358. . · 
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Numerous ~uch examples might possibly be discovered in other 
states. · They strengthen the necessity for emphasis of the fact 
·tha~ discussion here is primarily in terms of statutory require- · 
ments which may or may not be followed. · · · 

• I ,, '-
· Ohio ·· ·· ·. · 

.In Ohl() f~r~ are distributed not later than September 15 and 
are returned by Nove~be~ 1. · The. Superintendent of the Budget 
then may make h~ jnvestigations and such revisions as he is legally 
permitted. These revised estimates constitute the budget which 
is submitted to .the .Governor on. January 1, and in return must 
be resubmitted with his \l"evisions to. the ·General Assembly within 
four weeks after its organization early in January. The date 
for submission is ·somewhat later than that found in the other 
two states, but· nevertheless the procedures described in the sub
sequent part are· adequate with respect . to making . available 
funds for· the financing of State activities. In view of the fact 
that • the Superintendent of the Budget is appointed by the Gov
ernor and may be removed at his pleasure, it is obvious that they 
·are in accord with respect to policy. . It does not seem essential, 
therefore, that the Govern6r should have any·considerable period to 
make any revisions if the January 1 ·date is sufficient for the Super-
·intendent to make such changes. as he sees fit. ·. 

'' . 
~on , 

: Oregon· concludeS the list of states operating fiscally on a calen-
dar year basis; As in the last-mentioned states the budget is 

. submitted. after .the biennium to which it refers has begun. The 
'legislature in this State is fully prepared to cope with the sudden 
demands for the ~e-enactment of fiscal legislation to be effective 
~ediately, since, the sy~tem calls for the receipt by the members 
of. the legislature. of the tentative budget proposals before the 
opening of the session:: According to the statutes, the require
ments Qf the agencies and other necessary information must be 
submitted by the spending agencies to the Governor on or before 
October 1. After tabulation, examination, and addition of the 
Governor's recommendations and other data, the compiled esti
mates must ,be printed.- These ·are apparently available . imme-

. diately thereafter,. although the statute provides that the Governor 
must transmit. copies of his . budget to the legislature not later 
than Decembei 20 and prior to the meeting of the legislature. 

Tpe legislature, meeting in the. second .week in Jan:uary may, 
therefore, begin its deliberations of the budget as soon as it con
venes. The Governor and . the other Qffi.cials are riot given the 
benefit of . knowing the actual accomplishments of the previous 
period. This should be possible in any case in which the budget · 
is submitted at a date later than the close of the previous fiscal 
year. Nevertheless, the Oregon system is commendable. It is 
the solution to be offered for those jurisdictions that have estab-
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lished a traditional legislative practice as they are more likely 
to move the dates of their fiscal years rather than make othe:J;" 
necessary changes. 

December 1st-November 30th Budget Period: Massachusetts. · 

Massachusetts is the only unit that adheres. to an annual 
fiscal period beginning on December 1. It is also among the few 
that disavow a long-run prophetic attitude towards the budget 
The benefits that accrue to the .State because it enjoys an annual 
legislative ·session and a fiscal year 'beginning before the session 
are considerably lessened by the fact that there is a needless lack 
of coordination between the time of preparation of its budget and 
the beginning of the :fiscal period. According to the procedures 
outlined for them, the spending agencies are to provide the Budget 
Commissioner with all necessary estimates and related data on or 
before October 15. The Comptroller is required to supply informa
tion dealing with past fiscal accomplishments. The submission 
of the Comptroller's data is not required until December 26,. 1 

by which time a considerable time period has elapsed since the 
agencies have been required to make their estimates. It is ridicu
lous to assume that the agencies themselves are less in need of 
the data with respect to their fulfilling their task than is the Budget 
Commission itself. The statutes do. not provide for assistance 
for. the Governor although they do . include the provision that 
the Budget Commissioner prep!lre the estimates for the Chief 
Executive. The latter may make any revisions that he desires 
but he must include unaltered much· of the information that 
has been supplied by the Comptroller to the Budget Commis
sion. Submission to the General Court is provided for within 
three weeks after its meeting on the first Wednesday in January, 
Regardless of the care and efficiency with which the estimates 
are prepared and the close proximity of th!'lir. actual preparation 
to their submission to and voting .by the legislature, · the long 
interval until the beginning of the fiscal year is unfortunate. How
ever, the State is far ahead of any in the July bt-June 30th · 
group. . . . . , 

Of the five states remaining to be discussed, three have very 
bad timing procedures. They contrast sharply with all the states, 
except Georgia, in having been led into a worse situation through 
a failure to adhere to the July 1st-June 30th. dates. 

October 1st-September 30th Budget Period: Alabama and 
Maryland 

Only two states are now in the October !-September 30 elass, 
Alabama and :Maryland. (Mississippi, as has been noted, 
was in this group until 1936.) In the former State the relation
ship of the prt>para.tory-period to the fiscal year is of extremely 
Jimit~d importance in view of the quadrennial length of the 
budgetary period. .Actually, the State has not, since it began 
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to function with the present budgetary system, been able to exist 
without revising its fiscal measures at some special session. At 
these sessions a eorrective budget is not voted. Usually only isolated 
measures are passed. The fiction of a quadrennial period is main-
tained. . 

The statutes call for the submission of the departmental expendi
ture revenue .estimates on October 1, fully one year before the 
period to which they refer begins, and thus actually involve a 
five-year planning which is reminiscent of ·Soviet Russia's 
long-term economic program. The Governor is empowered, accord
ing to the Special Acts of the Alabama extra session of 1932, (Sec. 
13) to make estimates "as in his opinion are reas-onable and 
proper" for agencies that fail to submit the necessary data 
-on the Comptroller's blank forms given to them for that pur
pose. It is obvious that the Act tried to meet a specific need, 
and that there was a breakdown in the cooperation of the spend
ing agencies. At the same time the Comptroller must have pre
pared an estimate of all income for the State "for each fiscal year 
of the ensuing quadrennium." In spite of the urgency that 
contributed to its adoption, this statute probably embodies the 
most absurd request foun!f in any budgetary law in the country. 
Its implications regarding prophetic qualifications need hardly 
be discussed. 

The Comptroller, who is the Governor's budget officer, must 
submit to the latter a tentative budget not later than September 1. 
Sometime within the following two months the Governor holds hear
ings at which he may require the attendance of all department 
heads. The Governor-elect, the Comptroller, and the Chairmen 
of the House and Senate Financial Committees are present. It 
is specifically· indicated that the Committee Chairmen act as 
budget advisers, therefore indicating that the budget is not in the 
true sense an executive budget. The statute provides for the 
preparation of a budget by the newly-elected Governor. In 1935 the 
Governor-elect presented to the legislature the tentative budget 
prepared by his predecessor with the request that it be followed 
as closely as possible. In any event the Governor may make any 
revisions he sees fit and must present his budget to the Legisla
ture not later 'than February 15. The implications of this unique 
arrangement are self-explanatory. The system has broken down 
on many occasions.. The Brookings survey cites one example : 

No budget proposals were submitted to the incoming legisla
lature by the -outgoing Governor in January, 1931. In the . 
absence of complete data as to the financial condition of the 
state, the Joint Finance Committee of the legislature, by reso
lution; requested the Governor to submit such data. This 
was done under date of April 30, 1931, when the Chief 
Exaxniner of Accounts submitted to the committee certain 
financial statements to report: (1) 'The revenue and other 
receipts of the government and the disburseroents for general 
and educational purposes for the period beginning October 
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1, 1926 and ending September 30, 1930, and (2) estimates · 
of receipts and expenditures for the then current year ending 
September 30, 1931. · 

Subsequently, under date of June 9, 1931, Governor Miller 
submitted another report to the legislature setting forth the 
net current debt of the state on April 30, 1931 and the esti
mated condition that would exist on October 1, 1931. At the 
time of the submission of this report it was estimated that 
the cumulative general fund deficit on September 30, 1931 
would approximately be nineteen million dollars.' 

The Constitutional requirements in Maryland are not too spe- · 
cific with respect to the timing of its preparatory practices. It is 
required that the spending agencies submit itemized estimates of 
revenues and expenditures ·and other information in such form 
and at such times as the Governor desires. The Governor may 
provide for public hearings, and may revise such of the budget 
estimates as is permitted }>y law. Within . twenty days after 
the convening of the General Assembly during the first days 
of the new year, the Governor must submit the budgets for the 
two fiscal years of the ensuing biennium. A newly-elected Gov
ernor receives ten additional days in which to prepare his pro
gram. The system is indeed a poor one, since it provides for 
beginning the legislative discussions some nine months before 
the period to which they refer. It is unfortunate that such a 
system is rooted in a constitutional foundation. In addition to 
the time lags, there are a few other common objectionable fea
tures to be found in connection with the preparatory practices. 

September 1st-August 31st Budget Period:. Texas. 

The fiscal year in Texas begins on September 1, and, as in 
Alabama and Maryland, the time lags are incredibly long. Esti
mates are submitted by the spending agencies to the State Board 
of Control on January 1 in the year preceding the legislative 
session, i. e., one year and nine months before the beginning 
of the period to which they refer. There is certainly enough 
time at the disposal of the State Board of Control to prepare 
the budget on the basis of the submitted estimates since its 
hearings and other duties may occupy it until September 1 of 
the year in which the estimates were submitted to· it. · Members 
of the legislature receive the budget on that date. Texas falls, 
therefore, among the group of states that place some belief in 
the sincerity and ability of the legislators since it makes an effort 
to provide them individually with material regarding the State'§ 
fiscal problems before the actual beginning of the budget period. 

These last-mentioned three states are in a bad position. Their 
budget periods end just four, three, and two months before the 
legislatoN can act on the new appropriations. The opportunities 

• Brookinga Institution, Ala.batH Bllrf)ey, op. cit., Vol 3, Part n, p. 166. 
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for voting provisional outlays to cover the intervening months are 
not :present. As a result the states go back a whole year and 
proVIde for arrangements that make estimating even for the 
first year of the biennium a most difficult task. 

That :Alabama should .be among these states serves further to 
indicate the· absolute disregard of the forecasting problems that 
its pr~visions embody. · 

New-York 

New York's methods remain to be discussed. The magnitude 
· · and complexity· of its problems are undoubtedly greater than 

those of · any other state •. · It has a budget system that covers 
the bulk of. the State fiscal activities instead of a minor portion 
not tied by any dedicated funds. It must annually review the 
biggest tax system found -in any of the state political subdivisions . 
. The. preparation by department heads of their expenditure 

requirements for the coming fiscal year takes- place in the Fall. 
The State officers must submit during September a statement of 
requested appropriations to the heads of their departments. The 
Governor receives such estimates before Octo,ber 15. It is inter
esting to note that a prltctice found in the . federal government 
and in Florida is also followed. in New York, The appropriation 
committees of the legislature receive copies of the estimates and 
may ,begin their semi-official · deliberations before the final sub
mission of the· completed budget by the Governor to the legisla
ture. Thus the Appropriation Committee receives the estimates 

· . before. the Governor has made any revisions and it has, there
fore, at its disposal the departmental requests which it may 
compare with the requests allowed by the Governor. · 

Alter· October 15 the Governor has. three months in which 
to prepare his revenue estimates and to make his recommenda
tions with · respect to expenditures. It is after this date that 

, ·the real formulation of the fiscal program for the coming year 
begins. Also during that period the hearings on the budget 
are held. · It is interesting to note that the members of the appro
priation committees of the legislature are invited to .attend and 

. make inquiries. This provision probably facilitates the over
development of executive budget power. The Governor must sub
mit his budget to the legislature sometime before January 15 .. A 
newly-elected Governor is allowed a two weeks' extension and 
may postpone the submission of his fiscal program until Febru-
ary! .. : . . . 

An effort to improve New York's system would. reveal that 
it has· avoided some of the more objectionable practices noted in 
the other states. · 
· The significance of the Governor's program is not lessened 

by the fact that the spending agencies have a chance to ~ave 
their original requests placed before the legislative committee 
members. These are undoubtedly of informational value only, 
since the Governor's preparation power is great and is virtually 
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unexcelled in other states. It is needless to add that the objec
tionable practice, nqted in Florida and elsewhere, of having the 
preparation duties restricted to compilation functions alone, is 
avoided. · 
· The State makes provisions for a new Governor and. makes 
it reasonably possible for a newly-inaugurated ·Executive to pro-
pose his program to the legislature. · . ' · · . · ·• 

The State does not, however, go far enough in avoiding the 
possibility of a new Executive's being unable to make the force 
of his views effective in the basic preparation stage. .The State 
shares this difficulty with many jurisdictions, a fact that has 
evoked the following comment:· · 

In most states a newly elected governor takes office ab~ut · 
the same time or very shortly ,before the legislature elected 
with him. This gives him too little time to prepare a budget. 
The result is that unless .the governor has ben reelected, he 
has had but little to do with directing the preparation of 
the budget. Various proposals have been made to remedy 
this situation, including the ideas that the incoming gov
ernor be formally associated with preparation of the budget, 

. or even take office a . month or two before the legislature 
convenes.• · 

To remedy the situation a. few changes may be effective. · One . 
possible method would permit the newly elected executive to take 
part in the hearings and generally to participate in the prepara
tion of the program. Some states make specific reference to 
the presence of the Governor-elect at the preparation stage hear
ings. It is possible to see that such methods are devoid of any 
political reality and that the real reforms must take partisan 
problems into consideration. •One such plan has ·passed the State 
Assembly and Senate and will be submitted to a referendum 
vote.• It provides a four-year term for the Governor. This 
change, if adopted, would reduce by one-half ·the frequency 
of a possible inauguration of a. new executive and would mean 
that only once in four years would an executive find a restricted 
opportunity to plan the fiscal program that he must submit. 
Another proposed constitutional amendment would allow the new 
Governor to take office one month earlier· than at present .. In 
introducing this proposal its sponsor, Assemblyman Steingut, 
made specific mention of the budgetary aspect. He said: 

At the present time the newly elected legislators and the 
Governor take their respective offices at the same time. · 

It is impossible for the Governor to adequately familiarize 
himself with his duties, prepare his budget within the eon
stitutional time limit set, and at the same time prepare. hi& 
legislative proposals and formulate his party'11 pro~am. ---

1 Ptete 11M Lood Bv.dgetM!f JletAod.l, op. cU., p. 16. 
• N. Y. Times. .April 12, 1937. 



382 NEw YoRK STATE TAX CoMMISSION 

· I feel that the additional month would give the Governor 
a better opportunity to perform these functions in a manner 
most beneficial to the people of the State.7 

The most important changes that must be considered deal 
with the time arrangements. The ·State will hardly derive any 

· benefits from efforts to shorten the preparation period. For~ 
tunately, the State does not maintain the needless distinction 
between· the Governor and his own budget-making authority, 
There is no reference to the Director of the Budget or the Division 
of the Budget, which he heads, in the allocation of preparatory 
duties .. No time is wasted by allowing this agency time in excess 
of that alloted to the Governor. In beginning his active partici
pation in the revision of the estimates on October 15, only about 
two and a half months are available before the conclusion of prep
aration stages _(allowing for the printing of the budget message and 
document). 

The changes, if any, · must be made in connection with tne 
fiscal year. Governor Lehman in his budget message for the 
fiscal year 1938 suggested, as a feature of his comments on 
Improvements in State Budgetary and Accounting Procedure, 
"the· shortening of the: period between the submission of the 

, executive budget and the opening of the fiscal year to which it 
relates. " 8 In the same message the Governor dwelt at length 

. on the problems of revenue estimating. Undoubtedly this aspect 
aided in motivating the recommendation for change. 
· Two courses are open to the State, both of which involve a 

change in the dates of the fiscal year. One plan which would 
be relatively simple,. would advance the opening date to April 1J 
This plan, is of decided advantage, yet it would not eliminate 
all uncertainty' regarding the accomplishments of the closing 
period. However, a gain of three months over the present arrange
ments could be readily achieved. The biggest result would pe 
that the income tax on the earnings of the calendar year already 
closed would fall in the new year. If the problems of transitioQ 
financing can be solved the ~hange to an April 1st-March 31st 
period can. be heartily recommended. ' 

Some of. the proposals made in connection with the federal 
gove;rnment may be recalled. One involved the adoption of the 
calendar year basis for the budget period. The British method 
could not be adopted since under the present provisions . for 
legislative sessions there would be no opportunity for the legisla
tors to pass on a provisional financing program. The advantages 
are, however, great and satisfMtory methods that may solve the 
difficulty growing out of the existence of a short period during 
which the new program is not voted are available. The State 
could adopt a program based on a complete knowledge of past 

'N. Y. Times, February 19, 1937. . 
a New York State Ea;ecutwe Budget for 1937-1988, op. cd., p. XXX. 
9 Assemblyman Moffat bas suggested a new Finance Law embodying such 

.a change. See N. Y. Times, Jan. 30, 1937. 
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accomplishments, on an acquaintance with federal plans and 
estimates, and with a vastly superior background for efficient 
estimating. 

Another method that would facilitate planning and close the 
gap between submission and the opening of the new period, would 
be the presentation of the budget in the legislature at a late 
date in the session. Such a procedure is not without precedent 
in the states (Illinois). It also has its advantages in permitting 
the Governor to include in his program proposals that are 
based on conclusive results of the past calendar year. This, for 
example, would prove invaluable in forecasting income tax yields. 
A better knowledge of plans and possibly. even action: on the 
part of the federal government might be .noted. There are, how~ 
ever, inherent difficulties and· disadvantages, and it is doubtful 
whether the method should be recommended. Its adoption in 
New York would require a constitutional amendment and would 
be no easier to introduce than a change of fiscal year dates. . 

Some change that would reduce the present six months interval 
between submission and the opening of the' new period should 
be included among the most desired reforms in the New .York 
budgetary system. 

Summary and Conclusions 

Most of the states offer a far greater field for improvement 
than does New York. When the frequency of the budget plan
ning and voting is increased, as it undoubtedly should be, the 
advantages of better and more efficient arrangements will become 
evident. A further development of the executive budget concept 
will also bring the need to the attention of Governors who actually 
face and act oil responsibilities for . planning a comprehensive 
and unified prograDL 

This part has revealed statutory provisions that do not incor
porate the soundest approaches to modern budget problems. Were 
the states to be equipped with laws calling for new agencies and 
procedures, it is evident that their benefits would not be felt 
unless many jurisdictions had officers who followed their letter 
and spirit better than they have. done in the past .. 
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... ,, . . , BUDGETARY DOCUMENTS 

BuClgetary Documents. 'of National Govemments 
~ , l , ' ' , ' ' , I 

It is not advisable to eliminate ~ompletely the question of budget 
docu.tne~ts from any survey of the preparation stage. · Documents 
are essential'• for· conveying ·executive budget programs and all 
the other inforniational data collected by the budget planners. 

The national governments do not as a rule have any detailed 
provisions treating with budgetary documents and their form and 
publication, "but few fail to publish some type of document. In 
keeping· with the· ·democratic character of· various governments, 
their standards of fiscal· efficiency and morality, and varying with 
the· degree of public interest in budgetary· matters, some govern
ments issue and distribute documents 1 that are more enlightening 
than others. Both the United States government and Great Britain, 
the two leading English-speaking jurisdictions, publish documents 
which the American states could ·well. adopt as models· for their 
own documents. Not o:p.ly the form and material contained in 

· these budget publications, }>ut also the efforts to make the data 
comparable, are praiseworthy ... The British especially render their 
documents particularly useful and comprehens~ble by revising the 
statistics of past budget periods in ·order ·to prevent any newly 
introduced changes frorr( reducing the uniformity and compara
bility of the documents. Mallet and George report that Churchill, 
in presenting his 1928-29 budget, showed net instead of gross 
figures for some items and that certain data on all the self-balancing 
categories were eliminated. However, this Chancellor of the 
Exchequer went back to 1923 and recast, for the benefit of Parlia-' 
ment, all the budgets for the intervening years in the new form.1 

Such a practice, compared with the relative performances of some 
states, serves well as a . measure of executive· budget leade~ship,. 

· Budgetary Do~uments of State Governments 

The American: states pay more attention to the form and con
tent -of their budget documents than does any other jurisdiction. 
This statement refers, however, to their statutory and constitutional 
recognition of the problem; it does not describe the status of 
actual practices. A great many jurisdictions even fail to provid~ 
the legislators with any documents, while a greater number fa1J 
to make provision for publication: and distribution. T~nnessee, for 
example is reported to disregard the statutory reqmrement that 
an adequate budget message be printed and that at least one 
copy be made available to each member of the legislature. In 

1 Mallet and George, op. cif., p. 217. 

'rss·iJ 
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IDinois publication of the budget document was omitted on sev
eral recent . occasions. The last available document is only a 
pamphlet giving a summary of statutes. L Kentucky published no 
document at the time of the submission of the last budget pro
gram. It is reported that several copies were prepared for the 
Legislature and were kept for reference. No copies were avail-
able for public distribution.1 • 

Alabama is another commonwealth in which the draft budget is . 
printed but is not made available. Since the budget program 
is submitted quadrennially the added cost of distribution would 
not be too great. In a few states no documents linked to the 
preparatory stage are published, but the voting of an appropria-. 
tion bill enables some publication showing the voted program to 
be issued.• 

A number of states appear to meet the minimum requirements 
of their laws but do not present documents that can be termed 
adequate. This may reveal negligence ·or may indicate that the 
fact-finding services of the state are not functioning properly. 
Such was the case, for example, in Oklahoma where the Brook
ings experts had the following comment to make regarding the 
documents in that State: . 

The budget report now submitted to the legislature is little 
more than a pamphlet of summary estimates of those funds 
now required by law to be appropriated ;biennially by the· 
legislature. In general, it conforms to the legal requirements 
of the Budget Act with the exception of the financial state
ments supplied by the State Auditor under Section 3 of 
Chapter 142, Session Laws, 1919 (Stat.. 1931, Sec. 537). 
It does not, however, conform in content and method of 
presentation to the generally accepted proforma budget report. 
Neither does it supply all the information required by the 
legislature to determine the financial status of any given · 
fund or groups of funds. This is due, in part, to the fact 
that the central accounting system now in operation is faulty 
in that it does not produce the kind of financial data needed 
to report the financial condition and operations of the state 
government.' 

In pointing out how the document in t1!is State fails to meet 
generally accepted standards, the experts note further: 

The budget document submitted to the legislature is incom
plete because it does not include a budget message and gen-

' The writer hu been informed that for the biennial period beginning July 
1, 1938 the Division of the Budget in the Department of Finance will prepare 
a budget in keeping with legal requirements. (Letter from F. D. Peterson, 
Direetor of .Aceounta and Control, Department of Finance, Frankfort, Ken
tucky, under date of Yal't'h 19, 1937.) 

• Prior to 1935 West Virginia published only a document showing the 
budjret program e;pproved by the legislature. 

' Brookiuga Institution, Okl&Aotu B"'"f/, op. oit., p. 237. 



'386 I • NEW YORK STATE TAX. COMMISSION 

eral statement summarizing the Governor's proposals and the 
e1feet that such proposals will have on the finimcial condi
tion of the several funds now appropriated by the legislature ; 
it does not present the appropriation estimates in sufficient 
detail to be of real service to the legislature in performing 
its function of determining what sums shall be appropriated · 
for 'the activities of the departments and establishments of 
the government; and it does not contain any comprehensive 
financial and statistical statements.5 . 

Careful study of state documents would reveal similar situa
tions in other jurisdictions. It is evident, however, that New 
York's practices conform to the highest levels of budgetary con
tent. Its recent documents have been, together with those of New 
Jersey and Washington, among the best in the country. Particu
larly . New York's practice of including the Governor's Message 
and his summary informational tables renders the documents 
useful for public distribution.. The fact that a state such as Mon
tana can issue an excellent budget docUillent indicates that such 
a practice is . ~ot restric.ted to the wealthier jurisdictions. 

· · Conclusions 

It is not possible to consider documents apart from the general 
standards of budgetary matters. States in which executive budget 
leadership is . legally non-existent or in which the. executives fail 
to fulfill the duties allocated to ·them are bound to have inade· 
quate documents. Equally, states in which there are many inde
pendent funds or continuing . appropriations will probably fail 
to prepare documents that measure up to the standards set by 
state!l in which the budget systems enjoy greater comprehensive
ness and unity. A · symptomatic relationship between adequate 
documents and general efficiency is not to be denied. 

lnM., p. ~3. 
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CHAPTER XXX 
PROBLEMS OF BUDGET PROGRAM ADOPTION 

The Role of the Legislature in Budgetary. Matters 

Following the various procedures in the preparation of fiscal 
programs, the problem of legislative action on the fiscal pro
gram outlined in the budget is next approached. In an analysis 
of the American states and the federal government,· this stage 
requires complete consideration. Occasional subordination of legis
lative authority due to close cooperation with a dominating· Execu
tive, as in the case of Louisiana under the late Governor Huey 
Long, does not tend to invalidate the above generalization. Par
ticularly the fact that most states grant other than advisory 
powers to the executive in the matter of budget formulation 
requires complete recognition of the ·legislative practices as the 
focal point of budget planning. Nowhere does there appear to 
be a similar concentration of undelegated power in the hands 
of lawmakers; regardless of the so-called executive budget phil
osophy that has swept this .country, the adoption phase remains 
of paramount interest. . . · 

The supremacy of the legislature is, of course, not found in 
certain European countries where the temporary suspension or 
the permanent abolition of legislative powers has .been a common 
tendency in the post-war period. The growing prominence of 
totalitarian governments and a general twilight of legislative 
powers in some other nations has reduced the significance of 
the adoption phases of some national budgetary systems. Of the 
leading powers Germany adopted its last two budgets under the 
Republie through Presidential decree, and since the advent 
of the National Socialist regime in 1933 all vestiges of legislative 
powers remaining in the hands of the Reichstag have been elimi
nated. In Italy until recently, the formal legal framework of 
a functioning legislature was maintained, At present a new 
body is replacing the Chamber of Deputies and its activities will 
be of minor value to those seeking satisfactory practices and 
processes for the American state units. On the .continent Lithu
ania and Portugal have also definitely abolished their legislative 
bodies, while in several other nations a de facto, if not a de jure, 
con<',entration of the lawmaking and executive power is in effect. 
Elsewhere, particularly in South America, similar trends ean 
be seen. 

It is, therefore, to only a few units that the American student 
can turn for institutional backgrounds relevant to his problems. 
Occasionally some of the fk jure provisions may be of interest. 
No attempt will .be essayed to evaluate the basie importance of 
any of the so-ealled "rubber stamp" legislatures. , · 

(381H . 
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The Study of Budget Program Adoption Problems 

In the literature on budgetary .matters there is a tendency to 
assume without questioning the desire and concern of the executive 
for a balanced. and· studied fiscal program, At the, same time 
unguided legisl.a.tive action on the program or legislative initiated 
plans,' because of. the impulsive, ·political, or amateurish charac
ter ·of lawmakers'. action, is assumed to be harmful. This is, 
9Lcourse, frequently a totally absurd ,assumption and it is not 
~ecessary to turn far in order to find strong legislatures attempt
lllg to check th~,hand.of a. reckless executive. In some. quarters 
atJeast th('lre ~ a sincere appreciation of legislative concern over 
economy. ·It can be seen in the fact that jurisdictions that have 
deprived theJegislature of much power still allow .the lawmakers 
to .decrease or. eliminate .. proposals of the executive. There does 
not appear to be any consistent reasoning behind the .discussions 
of the subject, . . · . . . , . . . . · · , , . 
. Following the thought that has justified the . executive · bud
get movement~ faith in the executive and suspicion of the logroll
ing pork-barrel legislature is not out of place. Yet. for the pur- · 
poses , of . this ·:study generalizations regarding the respective 

. meritS of executives and legislators in matters of sound financial 
•policy need not be discussed. It will' tacitly be assumed that law
makers tend. toward heavy. expenditures and dislike the onus of 
imposing. new taxation. It • is .important, however, to note the 
existence of many restrictions, self-imposed, traditional, or other
wise,. which limit the scope of legislative action on the fiscal pro
gram .. submitted by the .executive. or which curtail legislative 
initiative. These restrictions may or may not be in keeping with 
true executive-legislative relations or with the respective interests 
of each, . for sound fiscal. planning. There is, however, ample 
justification for a careful review of their nature and logical effect 
with respect to budget planning and voting. . 

The. complexity of the various elements that affect the prob
lem of fiscal efficiency requires a division of the discussion under 
several headings. In this part these are discussed in the follow~ 
ing order~ In the first chapter are noted the existence of specific 
limitatious, statutory or constitutional, the traditional inhibitions 
on the power Qf the legislatures to make changes . in the pro
gram submitted ;by the executive, or on their powers to initiate 
fiscal measures of various types. . The character of these restric
tions, their ob8ervance,. the methods by which they are evaded, 

. and their general influence .·on the .specific problem of adjusting 
fiscal policy to fluctuating economic backgrounds are discussed 
in detail. Alsq surveyed are the numerous requirements that 
have been imposed. with respect to the adoption of a balanced 

· fiscal program, primarily in the American state systems. Toge~her 
with the requirements for the executive submission of a balanced 

· budget these specific requirements add the final touches to a strict 
legal background for planning anti-deficit budgets. 

Some attempts will be made to determine the significance of a 
• balanced budget as voted in the legislature. The purpose of 
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the presentation is to stress the functions and duties as well as 
the powers of the lawmaking bodies, and to establish the particu
lar needs that are significant in terms of budget voting. Fiscal 
legislation, which stands apart from all other provisions affect
ing general legislative activity, is analyzed only as far as it relates· 
to budget problems rather than to specific expenditure, taxation, 
borrowing, or administrative factors. · · 

Second, the question of legislative organization is · reviewed.' 
There is a considerable variation found with respect to the arrange
ments and the allocation of powers between chambers and between 
legislative committees. It will be shown that ·in each case not' 
all are equally desirable from the point of 'View of facilitating 
the adoption of a sound fiscal program. : · 

Discussed Phases of Budget Program Adoption · 
' • i '. . . 

The first problems discussed are those that are relevant to 
bicameral legislatures. Variations between American and foreign· 
practiceB are noteworthy. . Equally important is the ·question next 
discussed, committee organization, powers, and . duties. · Legisla
tive committees have important powers in the passage of fiscal 
legislation. This is particularly true in the United States where· 
a virtual system of committee government is found. · The con-.. 
centration of .budget-making powers in the committees is fre- · 
quently greater than legal requirements denote and explains why 
committee arrangements are emphasized. The issues of joint 
membership and of comprehensive and unified committee cover .. 
age are discussed because of the fruitful scope in our states for 
committee arrangement revisions in these directions. As has been 
the practice heretofore, the actual practices and the comments 
dealing with national governments are first analyzed. · . State 
problems are next discussed. . . 

The problem of the frequency of sessions is also treated.· · This, 
as has already been noted, is a problem concerning the· states 
exclusively since there is no instance of any national· government, 
in which legislative power is still undelegated and. undiluted, 
failing to have a regular legislative se.ssion providing opportu~ 
nities for an annual review of the fiscal program. The question 
of frequency of session forms the focus for important recom-. 
mendations affecting the practice of many state jurisdictions in 
view of their experience with special sessions and other devices 
to ameliorate the difficulties of infrequent and of short meetings. 
of state legislatures. 

The succeeding chapters begin with brief mention of the prob
lems associated with the submission of the budget program to the 
legislature. Subsequent discussion deals with the processes of 
voting budget bills in the legislature proper. The analysis is in 
terms of bicameral legislatures since this describes all but one 
of the ltgislative bodies in the American states. Emphasis is 
laid on the various time relationships that are associated with 
legislative practices. The problem of frequency has already been. 
mentioned. There remains the qu~tion of the time of the legis-
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lative period in relation to the fiscal period, the duration of the 
legislative period, and the relationship of these time elements to 
the :fiscal period. Such ·legislative practices as split sessions are 
discussed !n this connection. Of greater relevancy in relation to 
the adoption of the budget program are the various restrictions 
and requirements with respect to the time and duration of the 
discussion of budgetary matters. There are requirements of 
various types. . These indicate when budgetary discussions must 
be begun, how long they must last, and when they must be 
concluded. . Some questions bearing important implications with 
respect to the adoption of a balanced program by the legislature 
and referring to the time at which fiscal items outside those 
included in the budgetary estimates are voted, are analyzed at a 
later point in connection with supplementary items. 

Brief mention is made of the veto power allocated to execu
tives and the ultimate promulgation of the voted programs. This 
discussion is followed by a consideration of two special phases of 
legislative action on budget matters . 

. These problems concern legislative action but they· may be 
arbitrarily considered to lie outside the scope of problems dealing 
with the adoption of a. . fiscal · program. The first copes with 
the question of supplementary estimates and corrective budgets. 
These practices, which contain many possibilities for disturbing 
previously planned . and adopted programs, are of considerable 
importance to the problem of balanced budget programs. Other 
legislative problems growing out of necessity for readjusting 
measures to changes that have occurred in past or current fiscal 
periods are : noted. The problems of deficiency appropriations 
included in the discussion form a convenient link to the execution 
problems discussed in the next part. . 

A further group of problems is raised by the various times at 
which budgetary programs are adopted and become effective. They 
form the subject matter of a further chapter. Particularly the 
question of making adjustments for programs adopted after the 
beginning of the fiscal program to which they refer will be 
analyzed.· In· view of the pronounced desirability of postponing 
preparation, submission, and legislative adoption until the last 
practicable date, the adequacy of the arrangements for over-

. coming certain obstacles inherent in practices eliminating time 
lags must be analyzed. While some jurisdictions, both national 
and state, always engage in post-period voting, in other jurisdic
tions leuislative delays and deadlocks have frequently led to the 
failure ~f the lawmakers to vote fiscal programs in time to be 

· e:ftective at the beginning of the ·new budget period. The devices 
to meet such contingencies are· analyzed in the concluding chapter. 

Added P~blems of Budget Program Adoption 

The outline of the chapters that follow indicates that this 
part has not exhausted the phases of legislative activities that 
fall within the scope of budgetary studies. Such problems as 
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the unit of voting, priority of revenues or expenditures, hearings, 
riders, and documents receive considerable recognition in bud
getary treatises and cannot be completely neglected in any descrip
tive or analytical study. In this study some of the questions 
are treated in connection with the execution or preparation stages; 
others are only briefly mentioned in the pages that follow. 
Unfortunately, because of lack of space and other limitations, not 
a few are entirely omitted. · 

The Unit of Voting 

I 

One of the most ,basic factors in the problem of adopting the 
budget as well as its subsequent execution and control treats 
of the unit of voting and the degree of detail that is accorded 
expenditures. (With respect to revenues, the problem is virtually 
non-existent.} The question of lump sum versus detailed voting 
can be discussed both in connection with adoption and the execu
tion of the budget. With regard to the former, legislative ability 
to discuss both policy and detail requires attention to both the 
bills as a whole in large units' and to individual items. The prob
lem cannot be discussed from the legislative angle only. nor are 
the phases of the problems linked to the execution stage readily 
solved without a consideration of the adoption phases. 

The classification of the appropriation bills and the unit of 
voting are most commonly associated with the question. How
ever, interest should also center on the question of whether or 
not the .budget is considered as a unified fiscal program, or 
whether the recommendations of the executive presented as a 
unit are split into many minute sections which are not brought 
together again for review and adoption, and which are not pre-
pared for adequate execution stage control.. . 

At the one extreme we have the voting by the legislature of 
the budget as a whole. This implies that a vote is taken on 
the budget program as a unit comprehending a . fiscal plan of 
expenditures and of revenues. 

Denmark, France, Rumania, Sweden, Italy, Turkey, and (pre
viously) Germany among national governments are known to 
provide for voting by the legislature on the program as a whole. 
In at least several of these jurisdictions, particularly Sweden and 
Italy, the practice is connected with the relation of the budget 
to a government-controlled economic program. Russia. undoubt
edly maintains its fiscal and economic program intact during such 
legislative review as is accorded in that country. For the other 
countries the budget is voted in terms of ministries, service cate
gories, departments, purposes, and a host of other classifications, 
and may not receive unified attention after the various subcat
egories are voted. The units known as articles, paragraphs, chap
ters, headings, etc. comprehend varying objects and subject mat
ter. After their initial introduction as a unit a view of the 
program as a whole is lost. It is desirable that the legislature 
review the budget program in its entirety since the specific 
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requirement that it be segregated for measurement of· adequacy 
and other . factors that tend to unify state expenditures is 
absent. . . . , ·.,. . . · . · 
.~ In .the. federal government of the United States, for example, 

. the question of the extent and status of the proposed deficit the 

.relation. of some expenditures to others, and various other fa~tors 
would . be ·subject to greater consideration if the- vote on . the 
budget program as a unit were taken. Particularly, the practice 
woul~ encoura,g? greater consideration of t~e executive budget 
and 1ts recognition of a fiscal program. It 1s easy to appreciate 
the fact that .. marked changes in the institutional background of 
our.' legislative. processes,· both on the :Boor and in committee, 
·would be ;necessary before the budget could ·be voted as ·a unified 
act. · Fo~ one thing; a periodic review of revenues would be 
essential:·· · ·· ' •· · · · · 
· In the: .Anierican· ·States the ·fact that there are legal require-. 

·ments · regarding ' the financing of expenditures has tended to 
·encourage some voting in terms of an· entire budget or a complete 
·eXpenditure program. ''Wisconsin appears to be one of the units 
voting· the executive budget bill in its entirety. This has made 

'possible : Wisconsin's interesting proposal which would have· 
allowed'·. for variable expenditures ·dependent'. on revenue ·yields . 
.It should be noted that in Wisconsin ilach House votes on the 
executive budget bill as a unit, in addition to its review by line 
or· section.1: ·· 
· Other states that follow the practice include California, which 

·enacts the· program in one budget bill containing all appropria
·.tions ·other than fixed· charges and continuing items; Connecti
cut, where general expenses are voted in ·a single appropriation 
bill exclusive of capital expenditures; which are voted in a spe
cial appropriation bill; · Florida, in which only a few special 
appropriations are made in separate bills; Georgia, in which one 

\ bill includes ·all the general operating expenses ' of the State 
lmd';another bill. is voted for expenses of the legislative depart
ments; Iowa, in which there is . one bill carrying general appro
priations and a number ·of separate bills providing for miscel
laneous · appropriation hills ; Maryland, in which the general 
expenses of the ·State for each of the two fiscal years of the 
biennium are voted in a single ·bill; North Dakota, in which 

. there is one · general appropriation bill providing funds for the 
regular departments and State institutions,· as well as several 
other· appropriation bills providing funds for a single purpose; 
also Tennessee, where there is a general appropriation. act and a 
miscellaneous appropriation _act (it should be noted that Ten
nessee along with Wisconsin reports . that a vote ()n the · entire 
budget as a unit is taken) ; Utah, in which the legislature votes 

• · 1 Buck uoted that Wisconsin, together with a few other States, vof:ed 
· changes in appropriations by means of amendments to P.ermanel!t appr~pr1~ 
. tioa Acts which were a feature of the certified law. Th1s practice, w~1ch JS 

undoubtedly based on a continuing appropriation philosophy, has noth1ng to 
commend it. Buck I, op. oil., p. 136, 
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one appropriation bill to cover the general expenses of the State 
and one for deficiency items, and in which the final bill is voted 
upon as a unit by the entire legislature; Virginia, in which 
appropriation bills are voted as a unit and a vote is taken on 
individual items only in the case of amendments; and West 
Virginia, in which the general expenses of the State are ·voted 
in a single appropriation bill · · • 

We find at the other extreme such states· as Alabama, Idaho, 
Illinois, Mississipp~ Missouri, Ohio, Oregon, and Texas.. I:ri these 
Commonwealths a number of separate appropriation bills are 
voted, each bill providing funds for a single department or some 
other organization or spending unit. ' . · 

In Idaho, Ohio, and Oregon each bill provides funds for a 
single organization unit. In Illinois appropriations for budget 
units on a departmental basis are voted separately, as are bills 
making appropriations for particular purposes. · · .: 

The Brookings Survey has shown the extent to which Mississippi 
needlessly complicates its legislative proqesses and fails to foster 
a unified approach to expenditure problems. In suggesting gen
eral appropriation bills covering all ordinary expenses ·of ·the 
State the experts commented on the situation they found. 

To some .extent th~ large n~mber of bills is due to the 
practice of excluding from the General Appropriation Bill 
appropriations which might be properly included in that 
measure, the expenses of the Legislature serving a second time 
as an illustration. Thirty-two of the 118 appropriation bills 
enacted at the 1930 session might properly have been included 
in the General Appropriation Bill; this despite the fact that 
at that session for the first time, appropriations were included 
in that bill for Assessors' Salaries, State Board of Health, 
Livestock Sanitary Board, National Guard, State Peniten
tiary and Common Schools. Other services which might have 
b~>~>n included, and were not, are: Geological Survey, Agri
f'llltural Service Department, Forestry Commission, Service 
Commission, Plant Board, State Chemist, and Library Com
m il\sion, and all of the agricultural experiment stations. 

It is to be noted that the State Penitentiary appropriation 
was made through the General Appropriation Bill in 1930. 
If this is proper under Section 69, the appropriations for 
other State institutions ean and should be included in that 
bill. This would effect a further reduction. by about a score 
in the numb~>r of separate measures to be enacted. , 

The number of special and miscellaneous appropriation 
bills enacted in 1930 was sixty-five,~ver half of the total 
number of appropriation bills enacted at that session.. Many 
of these related to the same subject, and by intelligent ~up
ing their number could have been eonsiderably reduced.• 

This should serve to indicate the manner in which some com
monwealths fail to indicate, through their Toting, that a un.ifted 

t Brooki~~g~~ IDstituticm, Jl""'*pJll BV~WJ, op. cit., p. 363. 
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view of the state finances, is taken. It should be remembered 
that the unified approach is lacking even for the limited phases 
of the state finances which are subject to periodic legislative 
review. . 

In New York the separate departments are classified accord
ing to basic activities and functions. It is surprising to note that 
the entire expenditure program is, nevertheless, taken as a unit, 
and that comments by the press are in terms of the voting of 
the ·whole budget. On recent occasions both the Assembly and 
the Senate have gone so far as to vote on all the Governor's 
budget bills covering revenues and expenditures as a unified 
program. There is no doubt that the formal provisions are not 
indicative of the attitude taken by the Legislature and that 
actual practices may be contrary to stated procedures. 

As has been stated before, the need for a unified viewpoint 
is not as important in the American states as in the national 
government, because of · the fact that in the states the entire 
expenditure program must be planned within revenues, regardless 
of whether the legislature reviews the program in its entirety or 
not. It should be recalled however that the legislature can cover 
only those expenditures that are periodically reviewed. Even 
where there is a single bill covering the recommendations 
embodied in the .budget submitted, a large part of the state's 
expenditures may be omitted. Moreover, students of budgetary 
problems have been in agreement regarding the desirability of 
comprehensive legislative review of the budget program.8 During 
the course of a regular legislative session three major appropria
tion bills, a general budget, a capital outlay, and a supplemen
tary budget ,bill, could well -comprehend all outlays over which 
the legislature exercises control. In addition to the provisions 
and tradition that foster a comprehensive legislative viewpoint, 
it is desirable that the executive submit appropriation bills with 
the budget document. This would facilitate a unified consider
ation now lacking in many legislative processes. It is fortunate 
that the states are tending away from an unreasonable multiplic
ity of appropriation acts. 

A frequently discussed phase of the voting problem deals with 
the degree of detail in which outlays are voted. . They can vary 
from tump sum appropriations of billions for a vast national pro
gram to an itemized line appropriation covering the salary of 
a clerk or stenographer. Questions of legislative procedure .are 
intimately connected with the unit chosen, since that determmes 
the scope of the debates and questions that may be raised. 
Wherever executive power is great, as exemplified by reduced 

1 An example of the opinions of budgetary experts ia noted below in the 
Brookings recommendations for Mississippi. 

Article 4. See. 69, of the Constitution should be • amended • to pr~vide 
that all appropriations out of revenues should be meluded lD a emgle 
budget appropriation bill, and all permanent improvements out of bond 
iMues should be approriated in another single act to be known as the 

· PermiUlellt Improvements Appropriation Act. Il>td., p. 368. 
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legislative power or by a scant legislative attention. to the esti
mates, there is ample reason for omitting details unless an itemized 
appropriation act is essential for subsequent administration. From 
an economic point of view the omission of details enables atten
tion to center on significant points and allows considerable leeway 
in the allocation of funds for a particular function. Capital 
construction projects, armament programs, and large relief grants
in-aid are seldom presented in sufficient detail to permit satisfac
tory presentation or voting. 

In general the influence of administrative reform on bud
getary procedures, · as shown by civil service classifications and 
other devices designed to insure efficiency and honesty, has 
tended to encourage detailed voting with funds ·minutely allocated. 
From the point of view of. economic control the influence has 
been towards lump sum outlays leaving room for discretionary 
commitments for allotments based on economic and financial 
criteria. A common practice is to consider any subheadings as 
related to technical and administrative problems but not restrict
ing, within specified limits, the changes or shifts that might 
legally l>e made. 

Recently the wane of legislative power and tha growth ·'of 
economic influences have both led to extending the size of units 
in the voting of expenditures. In France the fact that units 
of chapters were abandoned for larger Ministry grouping has 
already been noted. In the United States several unprecedentedly 
large appropriations, with slight indication of allocation, have 
been a feature of the Roosevelt Administrations. In other nations 
the depression, with its stress on economy or on large loan-expen
diture programs, has also led to a larger proportion of lump sum 
to detailed units than was previously found. The proportion of 
governmental funds that is spent on the regularly established 
executive departments and agencies, the ones for which detailed 
estimates are best adapted, is constantly decreasing in the face 
of growing fiscal participation in economic life. The real signifi
cance of this trend in terms of voting units lies in the enhanced 
executive power that the changing character of fiscal planning 
and budgetary execution requires. Some elements are discussed 
in the following part while at this point it must be recognized 
that ·any trend towards larger voting units has numerous influ
ences on legislative processes and arrangements. Some indica
tion of the actual practices is also noted in the descriptive charts 
made available with this ·report. 

At this point some of the views dealing with the legislative 
phases of the problem will be mentioned. The discussion can · 
be in terms of only general conditions. In each jurisdiction the 
specific character of the fiscal programs and policies, the govern
mental structure, and the distribution of talented financial leader
ship between the various state agencies will determine the 
reforms that should be made. There appear, however, to have 
been eommon tendencies. Buck noted that at the turn of the 
twentieth century the political subdivisions followed the practice 
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of voting appropriations in lump sums. At this time waste and 
graft were widespread, due largely to the fact that: 

. administrative officers having lump sums of money at their 
disposal :fiung .money right and left to hire henchmen and 
fatten contractors. This condition was naturally ascribed 
to the ~eral lack of restrictions placed on the appropria-

. tion .by. the legislative bodies. The remedy suggested to meet 
it was the detailed itemization of the appropriations . ., 

It is evident that administrative rather than economic or fiscal 
motives prompted the legislators to specify expenditures in great 
detail. ·There is no indication that the law-making bodies favored 
line budgeting because of the opportunities for individual debate 
on specific items that it oft'ered. The practice of detailed appro
priations remained in vogue until the wave of budgetary reform 
started. New York was one of the first to start the trend in 
the other direction.. In the budget submitted by Governor 'Whit
man in 1916 the appropriations were recommended in lump sums 
and were supported by itemized schedules. Maryland adopted 
the plan in a modified form one year later.5 Since then . the 
states have apparently been able to think more in terms of fiscal 
efficiency . than· of administrative a)>uses. If legislators are to 
concentrate on· broad questions of policy, as they should in our 
dynamic economy, there is no need for providing for detailed 
review. Such an itemized study can be called for whenever the 
need arises; permanent provision for it is not necessary. Cer
tainly if legislators are justified in' permitting a large portion of 
a state's outlays to avoid periodic .voting throuR'h their inclusion 
in continuing appropriation acts, there need be no objection to 
relinquishing detailed review for that portion of the finances 
that is regularly adopted. 

There are several other questions dealing with appropriation 
bills. Their form, for example, is of the greatest significance in 
any political or administrative approach to the ;budget problem. 
These questions, however, are not discussed in this study. 

Riders 

The- question of "riders" is ·another· favorite budget subject 
that is not· analyzed in this study. The relative importance 
that is granted to the problem in foreign budgetary studies can 
best be realized from the fact that one of the theoretical budget 
principles deals with it alone.• In connection with the special 
procedures provided for money ·bills in general or the budget 
measures .in particular, many prohibitions against the attach-

• :Buck I, op. flit., p. 128. 
•IJWJ., p. 135. 
• The principle of exclusiveness .. dictates that non-fiscal material be 

ezcluded from the budget." BvilgetfWJI Principle., op. o&t., p. 246. 
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ment of riders (amendments dealing with irrelevant or non
fiscal matters) may be noted. . Occasionally in the state8, as in 
Illinois, there are constitutional or statutory limitations aimed 
against the practice of "tacking," the term applied by English 
writers in discussing riders. Alth,ough the problem is not devoid 
of implications regarding fiscal efficiency, it is of relatively minor 
significance and need not be treated at any length. There does 
not appear to be any considerable need for isolating fiscal meas
ures from other legislation in our legislative processes. The 
problem is, therefore, not as significant here in the United States 
as it may ;be elsewhere. Inasmuch as the elimination of riders 
does not compromise legislative deliberations and facilitates the 
passage of the budget bills through the legislative chambers, it 
should be a desirable attribute of the adoption stage. Students 
of budgetary problems and of political science are in agreement 
regarding the outlawing of riders, though the distinction between 
fiscal material and related economic subjects has not been ade-
quately explained, . . · . ' 

Voting Priority 

Another popular budgetary question linked to the adoption 
phase, and one that is closely connected with the question of 
fiscal, policy, is that of the priority of voting. revenues or expen-: • 
ditures. The question was indeed a favorite among the conti
nental students of financial administration and led to important 
discussions and maxims for procedure.' "Are expenditures voted 
first and revenues subsequently considered Y" was a frequently 
posed question. In attempting to answer the provocative query 
the writers soon ran into questions of fiscal policy and had to 
treat with the question of the choice of the variable factor in 
the budget picture. Unless a complete analysis of financial and 
economie elements· could be presented. the ultimate result was 
a begging of the question. 

It is seen .that as a rule national governments vote appropria
tions before making revisions in tax or borrowing policies. All 
the nations in the British group introduce expenditure estimates 
at an earlier date than they do revenue proposals. This results· in 
a prior consideration of outlays by the Parliaments. Elsewhere 
an emphasis on expenditures in the budget messages, as is found 
in the United States, results in legislative preoccupation with the' 
executive proposals re~arding appropriations t]\at are submitted 
early in the sessions. In other jurisdictions the priority of out
lays ean be traeed to the fact that revenues are not necessarily 
voted anew each period. As a matter of fact, Allix indicates that . 
only Belgium and Switzerland usually vote revenues before expen
ditures are authorized. 

The question of priority in voting has not been without sig
nificance in the American states. The variable property tax rate, 
normally adjustable to any desired level, was 'Well adapted to a . 

r lbe-Neu.mark. op. DU., p. 162 f. Alli-, .,. oil., p. t02 I. . . 
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fixed legislative attitude with regard to priority. The practice at 
which all the various anti-deficit provisions and amendments hint 
is the prior . determination of outlays and· a subsequent fixing 
of tax rates or discovery of revenue sources. · 

·As· in the case of the national units, it is absurd to establish 
any common · procedure that all the commonwealths are to 
follow. · Certainly the decreased importance of property tax 
yields in the state revenue picture should eliminate any assump
tion that states can be assured that they have taken care of the 
problem with either a prior or postponed consideration of reve
nues. There are, nevertheless, still some indications that the neg
lect of revenues or the false illusion of the old property tax days, 
which still permeates the fiscal philosophies of many concerned 
with state finances, requires the states to be made conscious of 
the revenue problem. This must be done if they retain their 
present de,bt limitations and policies, and if they wish to avoid 
the . retrenchment and economy experience of the depression. 
In connection with a need for avoiding the encouragements to 
legislators to vote appropriations and then to deal half-heartedly 
with the revenue features, suggestions such as those made by the 
Brookings experts may bs .noted: 

·one way to avoid a deficit is first to pass a revenue bill, 
and then put through the appropriation bills up to the limit 
of the prospective yield of the revenue measure. This is the 

· safe practice·· of ''counting your money before you spend 
it.''& . 

The fact that the' legislators in Mississippi had failed to carry 
out their duties of varying the ad valorem property tax rate 
·after they' had voted the appropriation bills prompted this 
comment. 

Actual state practices indicate the same tendencies noted in 
national units. Revenue measures are usually voted after the 
outlays are fixed; The final adoption of one series of measures 
before another is not important. What is essential is that the 
budget program with its emphasis on revenues and disburse
ments be constantly kept in the forefront. Towards this end 
committees dealing with the entire budget program, the voting 
of the budget as a unit, and a host of other practices and devices 
have been suggested. · 

Economic and fiscal conditions will· always determine emphasis 
and priority and it is wrong to establish norms for procedures 
which assume the isolation of one feature of the budget program 
while the other is fixed. In both revenues and outlays there are 
elements which can l>e readily carried over and which seldom 
enter into the heated discussions that newer or more variable 
elements bring in their, wake. No unit can year afte! year adjust 
revenues to outlays, or vice versa. If the expenence of the 
recent years has taught any budgetary lesson it is that the 

• Brookings Institution, Mia.ris.rippi 8Uf'fHJ11, op. eit., p. 366. 
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correlation of expenditures and receipts should always be kept 
in mind. Modern economies and fiscal systems are far· too 
complex to be subjected to any rules regarding norms for periodic 
adjustments. Even the British, with their device of a variable 
basic income tax rate and of a changing tea duty, or the 
states with their property tax rates adjusted to meet expenditure . 
needs, find that their practices do not signify that without 
further concern their financing problems are solved. A dislike 
of deficits creates a motive for budget planners and for the 
law-makers to take periodic steps to view expenditure require
ments. Priority in this sense does not denote absolute variability 
of one side of the budget in response to another. · 

To the writer it appears that a concern over priority in voting 
revenues or expenditures represents a mistaken view regarding' 
the scope of budgetary studies. 

Documents 

It is not unusual for treatises on budgetary problems to discuss 
some of the publications that grow out of legislative acts. In 
some studies all questions dealing with ;budgetary documents and 
with their availability is discussed as a feature of the publicity 
principle.8 There remains no doubt that, excepting in those juris
dictions in which a unified finance act is voted in its entirety, 
or where the executive budget is usually passed as 'submitted, some 
publication showing the fiscal program that is to be in force · 
should be issued. Few in government or private circles can 
readily obtain a summary from the isolated measures and from 
the continuing items that determine the fiscal policy that is to 
be carried out. 

In the mention of documents showing proposed budget pro
grams in the previous part it was indicated that a few jurisdic
tions, national and state, make some efforts towards meeting 
the problem. One or two of the states go so far as to publish 
only a document showing the budget as voted. It can hardly 
be expected that the adoption document will exceed the budget 
documents themselves in excellence and clarity. All the obscure 
relationships that budgetary systems, lacking in comprehensive
ness and in unity imply will hardly be conducive to a clear 
summary of a legislatively sanctioned program for the next period. 

Administrative and statistical needs require some digest of 
the appropriation bills to be made available. Such a document 
is represented by the federal government's bulky publication 
entitled "Appropriations, Budget Estimates, etc." It is pre
pared by the Appropriation Committees of the Senate and the 
House and is required by law.10 

• "D• Gnmtlaa-t• tier Of!eat'lumkrit U. Bu4geta.• Neumark, op. "''· pp. 
347-378. 

tt A recent doeument &bowing the statements for the second session of the 
Uth Congrees ia the Senate Document No. 276 of that 1!181!Sion. • 
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. The volume contains, in addition to all the major appropria
tion .acts,. those for miscellaneous purposes, for indefinite and 
permanent outlays, and a recapitulation of all appropriations. 
There is also a chronological history of appropriation bills, ref
erences . to., contracts and appropriations, authorizations, and an 
important comparison, of budget estimates and appropriations . 

. ~he. publication.~oes not meet present needs because of its tardy 
appearance,: its xelative obscurity. and bulk, and above all because 

. of its. disregard of .revenue elements. It is however a very excel
lent and .comprehensive summary of all· outlays that have at 
one time . or another received legislative sanction during the 
particular period. Such a document might serve as a splendid 

, model for similar pu,blications in the states, and by virtue of its 
' treatment of continuing and indefinite appropriations, might serve 

also as a model of comprehensiveness for budget documents and 
for legislative processes. · 

In addition a document following the pattern of the executive 
budget summary should be issued. President Roosevelt recog-, 
nized the absence of such a document among federal publications. 

·In· his 1935 budget speech (and in a speech made in connection 
. with an informal revie1" of the nation's financial affairs in Sep-
tember, 1935), he stated: . : · .: · · 

• • • 1 In; . ~rd~r io promote more ~atisfactory methods of bud
.. · · . getary .control in the government, I propose· this year. to 
· inaugurate the· policy of .having a Summation of the Budget 

. prepared for pu,blication immediately. after the Congress has 
.· acted on all financial matters. This summation will be ready 

.~ on or before July 1, unless the Congress is still in session. It 
will be presented along the lines of the general budget sum

. mary . and supporting schedules, including Statements Nos . 
. , . . 1 and 2, as. shown in this budget. It will exhibit the revenue · 

estimates, so revised by the Treasury as to reflect any changes 
· , b;t the economic situation during the preceding six. or seven 
· months and also any revisions made by the Congress in the 

tax laws, It will provide a complete summary of ~~oll appro
priations and expenditure authorizations made by the Con
gress and .related estimates of expenditures. Lastly it will 

-indicate the need for executive or administrative measures in 
. controlling the execution of the budget during the fiscal year 

1936.11 

· · The prolonged session of Congress in 1935 did not enable the 
: legislative tax program to be known before the opening of the 
budget period. As a ·result it was not until the end of Septem· 
ber, almost three months after the new program was in effect, 
that the statement was issued. It took the form of the general 
budget summary that is required by the basic Budget act and that 
appears each year in the budget documents. An added column 

11 Budget Jle8~9tJ of t1ae Prelident and BumJJIGilll Budget Btatenwmt• for 
the JVco.I,Yeor EndiRg .1Ufl6 SO, 1936, (Washington, 1935), p. :r.v. 
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labelled "Revised Estimate Fiscal Year 1936." showed the appro-
priations as voted and the latest estimates of tax revenues that 
would be collected during the fiscal year 1936. This first sum
mary not only featured legislative revisions but carried new 
revenue estimates which were made . in this case at least 9 
months after the budget estimates. The revisions that were 
made give some indication of the valtie of the information · and 
knowledge gained by the estimators during the intervening 
period.u The new plan inaugurated by President Rooosevelt 
lost some of its value in the first attempt by virtue of the fact 
that its delay brought it into close contact with the 1936 budget 
document in which estimates based on six months' experience 
were presented as usuaL The idea is, however, praiseworthy and 
the presentation of the voted budget summary with revised esti- ·. 
mates will be of great value in informing and orienting legislative 
and public interest. It is common for other governments to 
publish documents showing the· budget as voted. The surveys 
made by the League of Nations indicate that failure of demo
cratic or quasi-democratic units to publish voted appropriations, 
in addition to drafted budget documents, is exceptional 

The states could follow the federal government's practice only 
if their original budget summaries were as useful and if they 
made similar efforts to revise revenue estimates. Few states are 
prepared to do this even for the limited scope of their annual 
or biennial finances. 

New York State took a step in the right direction when its 
Budget Director released a statement showing the total expen
ditures that had. been approved by the Legislature. In addition 
to omitting any revised revenue estimates, the Budget Direc
tor's announcement, issued on May 24, 1934, did not include the 
entire appropriation program because of the fact that the session 

·had not yet ended.18 In his 1937 Budget Message Governor Leh
man proposed the publication of the complete budget in one 
document in the fonn in which it finally becomes effective.1~ 
A tax survey commission in Oregon made a similar suggestion: 

The State budget law at present does not provide for the 
publication of the budget as finally adopted by the legisla
ture and approved by the Governor and the commission 
believes that this provision is necessary and that the classi
fication as published in the budget should be the same as 
used for all accounting and reports.15 · • 

The experts of the Institute of Public Administration favor 
the publication of a statement as outlined above. In the recom
mendations for New Jersey they stated: 

tt The Bu~i Summa.ry and the President's explanatory statement reeelYed 
widespread public dii!CUssion in the press. SeeN. Y. Time&, September 301 1935. 

taN. Y. Times, May 25, 193,. . 
16 New York State, E.'N)CUtiw Budget for 1911-38, op. o&t., p. xu. 
t1 R,or1 01t Propmr Tu Rel~f. (Salem, 1929), Chap. II, p. 29. 
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Within ten days after :final action has been taken on the 
budget bills by the General Assembly, the joint budget com
mittee shall make public 'a summary statement which shall 
be in the form of the general budget summary .... This state
ment shall show clearly, in addition to the figures set forth 
in the general budget summary, the changes made by the 
General Assembly iri the course of its consideration of the 
Governor's budget.16 · 

It may be assumed that the statement would include revised 
revenue estimates. New Jersey's comprehensive budget docuinent 
would lend itself admirably, as would that of New York, to a 
post-adoption summary . 
. Before proceeding it should be noted that throughout this 

discussion no effort is being made to deal with political realities. 
Those acquainted with the current developments in any jurisdic
tion will :find in this section an abstract and inadequate skeleton. 
It requires :flesh, color, and warmth to give it life, and enable 
it to portray contemporary legislative problems growip.g out of 
partisan and regional interests. With these considerations this 
part has no concern. . · 

16 Institute of Public Administration, New Jef'aevB'flln)eg, op. cit., p. 106. 



CHAPTER XXXI 
LEGISLATIVE POWERS IN BUDGETARY MATTERS; 

NATIONAL GOVERNMENTS 

The Nature of Legislative Powers 

The problem of voting a balanced fiscal program, especially one 
that is endowed with survival qualities, forms a convenient point 
of departure for viewing the powers and duties of legislative 
bodies. In national governments the limitations on free and 
unhampered legislative action on fiscal policy in general and 
budgetary matters in particular are ()f two types.' The first 
denies to the legislators the power to modify at will the fiscal 
program submitted to them by the budget-making agency. Nat
urally there are restrictions, not absolute limitations, on the 
power of the legislature to modify executive proposals. It is 
possible to assume that such limitations indicate that the philos
ophy of executive budgeting has extended beyond the preparation 
period. This problem is not one that is debatable in terms 
of value, since in each government the institutional factors, influ
enced by other than budgetary considerations, must determine the 
desirability of any curtailment of legislative power. This analysis 
will, therefore, treat with the various national provisions only 
from a descriptive angle. 

The second type of restriction establishes norms and guides 
for legislative action that is assumed to be independent of any 
link to the executive's program. Constitutional requirements 
which were specified for the ~ichstag under the Weimar con
stitution are an example of the infrequent second type . 

. In general, the legislative bodies that still function effectively 
in national governments are not subject to a great many restric
tions on their fiscal voting. ~strictions of the first category pre
dominate. In the American states a veritable happy hunting
ground for mandatory guides to legislative action is found. Only 
a few of the first type are noted. A few states extend the 
executive budget concept to the point of granting some ele
ments of legal status to the submitted proposals. The bulk of 
the restrictions disregard any links to the budget program that 
has been submitted and specify the course of action that 
the legislature must follow. Much of the legal basis for the 
limitations is direct and to the point; a state legislature, for 
example, may be required to levy a tax yielding sufficient reve
nues to finance all voted outlays. The other limitations are 

I No mention is made here of limitations on the exercise of specific taxinJr, 
apending, or public debt creation powers, sinee they are not marked by out: 
etuding budgetary ehara.eteriatics or linked to periodic budget program 
adoption. · • 

(405] 



406 NEw YoRK STATE TAX CoMMISsioN 

inherent .i~ .restrictions on ge~er~l fiscal policy.· For examplet 
the prohibition of the . authorization of new debts is of course 
decisive with respect to 'the balancing pro,blem in that it· prevents 
state legislators from voting planned deficits. It will be neces
sary to defer discussions of the second type until the provisions 

, of the states are reviewed. · · 
· Of the nations that have been, surveyed, two distinct groups 

are noticeable. The first includes Great Britain and British 
Empire members, which . in many respects represent successfully 
developed forms .of democratic government. With them are 
the ::growing. number of units· under dictatorships. In the 
nations comprising this group it is difficult for the legislature 
to change at its will the program submitted by the executive. 
In this group executive budgeting reaches its highest development 
in the adoption stages. 1 • 

The ·second group, .. represented by the· United States, give to 
their· legislative bodies a relatively free hand in voting the fiscal 
program .. The executive's function is largely advisory and there 
are few limitations on what the lawmakers may do on their 
own score. , · 

A review of the condit~ons in both categories of nations follows. 
I I ' • ' 

Restricted Group 

G~eat Brit8in 
In Great Britain a long hiSt~rical development of the struggles 

for the balance of power between the Crown and the Parliament 
has· led to the present situation.2 

·The fiscal experience that has been enjoyed by British govern
ments indicates that the result of the developments has been bene
ficial. ·With respect to the question· of increases or new items 
added to the executives' estimates, nominally no request may 
originate in Parliament unless the consent of a Privy Councillor 

. acting for the Crown is obtained. In actual practice this means 
that only ·. the .government makes the proposals for new or 
increased expenditure. This bars additions to the submitted esti
mates and the introduction of new.measures providing for out
lays for which the executive has not planned any revenue cover
age. -:-The result is summarized -in the statement that Parliament 
may only ·decrease or delete items. For taxation measures there 
is a restriction that has the same historical background as the 
expenditlU'e problems but that does not appear to be as read
ily linked to a favorable background for budget balancing. No 
new levies may be introduced except as a substitute for other 
taxes.. The government again acts for the . Crown, · in whose 
hands rests the· nominal power to propose taxation measures. 
Actually the ,restrictions are not necessary, since. through the 

11 Jbze.Neinnark (op. "mt., pp. 305-308) and Shirras (op. cit., pp. 917-80) 
devote a great de&.l of space, as do some other treatises which stress the 
political aspects of budget problem, to the historical development of the 
fiscal powers of the British Parliament. 
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strong tax influence exerc~ by the Chancellor in his budget 
speech the government seldom encourages or leaves room for 
individual tax proposals. In revenue matters it is possible to 
summarize by saying .that measures must originate with· the 
government. . · 

It is interesting to note the manner in • which the restrictions , 
operate, especially since they are not based, as is the case 
in New York State, on specific constitutional provisions. 

A commentator has noted: · . · 

The idea of the limitation of financial initiative as· a pre
rogative of the Crown is based only on a Standing Order of 
the House of Commons. By rescinding the Standing Order, 
the House might tomorrow restore the right of initiativ~ in 
taxation to the generality of its members. 1 

· Another source shows how private members of the House ·can 
even more easily vote for an increase of expenditures through 
a simple Parliamentary fiction. A member may make a motion 
to reduce an item, speak on an increase, and the motion, if passed, 
is in favor of an increase.' . 
, On the same order is the practice indicated in this statement 

referring to the procedures for the assertion of legislative initia
tive. 

The House can make its will felt on the Government's pro
gramme; • • • It also can not merely reduce but indirectly 
increase expenditure. It can refuse a demand by reducing 
the vote merely by a nominal amount or refusing to. pass 
it altogether . on the ground that it believes the provision 
to be inadequate. The Government, then, can bring in a 
revised proposal, and when the House in this way dictates 
an increase of expenditure its power is the reverse of nega-
tive ttr it is indirectly positive.• 

The restriction, if any, can hardly be said to be iron clad frOm 
a legal point of view, although it works admirably. 

Some explanations are necessary. One of the reasons why the 
government's policy on expenditures is not usually modified 
is the fact that expenditures are taken as a matter of confidence, 
and that any serious disagreements with respect to the revenue 
estimates may result in a resignation of the government. The 
political structure of Parliament tends to preclude any major 
reversal of the government program. · 

Even though the fiscal plan of the Chancellor is that of ·his 
Ministry and its party, it is not meant that no eriticism is 
allowed. Party organization allows the "government to have 
a et>rtain freedom to accept criticism and even defeat without 
(>Onsidering the qut>Stion of its existenee involved.,,. · 

a Young. o,. ~1., p. fT. 
• Hilla &: F ellowa, op. cit., p. S. 
• Bhirraa, op.. cit., p. ISO. · 
• Young, op. t!'U., p. 14. 
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This liberty applies to questions of taxation only, not to ques
tions of expenditure. In the case of a tax Parliament can obtain 
money in an alternative way, but if the expenditure plan fails, 
and the government is refused the right to spend money for a 
specific purpose, there is no alternative and the matter requires 
the drastic solution that a resignation achieves. . 

Of greater significance than these legal and procedural matters 
is the immeasurable interest of the members of Parliament in 
upholding the tradition of executive budget powers and the 
government's reputation for sound fiscal policy. A recent observer 
bas discussed' the British Parliament in relation to fiscal legisla-
tion in the. following terms : · 

Parliament indulges in no impulsive legislation and is as 
eager to maintain a balanced budg_et as any orthodox econom-

. ist. Though it is not checked by court or Constitution, Par
liament is restrained by custom, ;by tradition, by a sense of 
responsibility, by the instinctive moderation of the British 
people, to whom it is accountable.' 

Another student of British finance has correctly appraised the 
real value of the British· restrictions on financial initiative. He 
notes of the system that it · 

protects members of the House of Commons from improper 
pressure by their constituencies, the House itself against 
appropriation of public funds for the benefit of individual 
constituencies, and lastly the taxpayers. 8 

There is an interesting example of the British Parliament's 
willingness to subordinate its own powers in order to facilitate 
the government's fiscal. policy and its effectiveness. The periodic 
revision of income tax and tea duty rates has already .been 
described, as have been the efforts made to prevent avoidance of 
the new rates through anticipation and hedging. Prior to 1909 
custom permitted the government to impose the new rates imme
diately after the budget speech was read, trusting that Parlia
ment would subsequently pass ~he Finance Act and legalize the 
new rate structure. In 1909 the Courts upset the arrangement. 
For the next few years special.acts of Parliament allowed the 
old practice to proceed from year to year. In 1913 the Pro
visional Collection of Taxes Act provided whenever a reso
lution is passed by the Committee 011' Ways and Means, calling 
for the variation of any tax as outlined in the budget speech, 
and containing furthermore, a statement that it lies in the public 
interest, that the resolution receive statutory effectiveness. The 
resolution has the· same legal etiect as if passed by Parliament. 
With renewals the resolution may remain in force for four 
months. · Effective administration of the customs, excises, and 
income taxes which the Act covers has been greatly facilitated 

• 
'N. Y. Times, March 8, 1936, Harold Callender, Magazine Section, p. 9. 
a Shirras, op. oit., p. 980. • 
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by Parliament's willingness to support the government's fiscal 
program by making it operative without delay. ·. 

The members of Parliament balked at one attempt to place a 
rigid limitation on their budgetary policy. Mallet and George 
note that when the Snowden budget of 1930.31 had to cope with 
the large deficit realized in the 1929-30 fiscal period which had 
just closed, Snowden proposed: 

to include in the Finance Bill a clause to the e:lfect that, 
when a budget deficit was realized, a corresponding addition 
should be made in the succeeding year to the provision for 
debt redemption unless Parliament otherwise decided. Mr. 
Churchill remarked that it was a pious sentiment which might 
just as well find a permanent resting place upon the Statute 
Book; ;but purely illusory in that nothing could abrogate the 
power of Parliament to deal as it pleased with the finances of 
the year. It was in fact disregarded the very next year.• 

Only occasional references to Parliament's inefficient practices 
or its unwillingness to assume certain duties are noted. They 
hardly detract from the reputation that the British Parliament 
has earned in recent years and upon which the otherwise ine:lfec
tive limitations on Parliament initiative stand. In some quarters 
it is stated that British parliamentary procedure should be mod-' 
ified in the interests of real economy. Young, who criticizes in 
this manner speaks of the "undue veneration ·for the sacred 
principles of the Constitution." Elsewhere he notes: 

It results that much of what is of most historical interest 
in the procedure of the . Commons is now of least practical 
value. Much that was not necessary while the House was . 
struggling to control the expenditures of the Crown, now that 
the House is itself the motive force of spending, is needed 
and is left undone.10 

It is difficult for those familiar with the course of fiscal legis
lation through the Parliaments of other democratic governments 
to share this critical view. · 

The Empire Group 

In the matter of expenditures all the other members of the 
British Empire group adhere to a policy based on initiative rights 
restricted to the government. 

In Australia only a Minister of the Crown may submit propo
sals for raising money or for new expenditure items. Increases 
in expenditure items cannot be initiated by mem.bers of Parlia
ment and are seldom voted. As a matter of procedure the bulk 
of the revision is made by the legislative committee which exer
cises its power to reduce or delete items. The budget is passed 
by the House in plenary session in the same manner in which 

• Mallet and George, OJI. oit., p. 282. 
to Y ouug, op. cit., p. 52. . • 
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it is issued from the committee. As in England the government 
resigns if defeated on a matter of expenditure. Australia has 
successfully operated a scheme involving planned deficits but has 
not experienced an extreme or uncontrolled spending orgy. · 

Among- the Dominions, Canada, British India, and New Zea
land also restrict their Parliaments. In the first mentioned coun
try expenditure estimates may be reduced or deleted but may 
not. be increased.. New items are prohibited unless they are 
government-sponsored .. There exist no restrictions, however, on 
the nature of the action. that Parliament may take with regard 
to revenues .. ·., . . . .. 1 

· In the,. nationaL government of India interesting restrictions 
grow out of~ ,the peculiar status . of that unit of the Empire. 
Expenditures, chiefly those for the maintenance of the government 
and. for ; defense, ate not submitted to Parliament though they 
are subject to Jegislative review. The Parliament may decrease 
or reject other items but may not raise them, introduce new 
ones, or change ·the destination of any item. Shirras describes 
the· restricted scope of the Indian Parliament's budgetary activity 
which. is em.bodied in the 1935 Government of India Act (Sees. 
33 and 78). According to :him: 

. . . · ~ s~ ~eq~i~ed . to meet expenditur~ are divided into 
three categories:· (1) those which are open to discussion but 
are not to. be submitted to the vote of the legislature, (2) 

· those which will be submitted to the vote of the legislature; 
and (3) proposals, if any, which the head Executive (i.e. the 
Governor. General in the case of the Federation) may regard 

.. as necessary for the ful:fillment of any of his special respon
sibilities. Jn the first category are included (1) debt charges; 
(2) the salaries and allowances of the head of the executive. 

' ·and the salaries and pensions payable to certain members of 
the Civil Service, and certain other sums such as provident 
and family pension funds, and (3) expenditure for the pur
pose of the discharge by the Governor-General of his functions 
with reference to defence, ecclesiastical affairs and to external 
affairs .••• All other estimates of expenditure embodied in 
the budget are subject to the vote of the legislature, except 
in- regard to any demand which is necessary for the ful
:fillment of the special responsibilities of the head of the 
executive. Most of the heads of expenditure not subject to 
vote would not even in the United Kingdom be subject to an 
annual vote in Parliament, and the inclusion of those which 
do not fall within. that category is justified as a matter of 
reasonable precaution in order that responsible government 
itself, as the Joint Parliamentary Committee has pointed out, 
may be a reality in the future.11 

It is obvious that these restrictions are related to the fact that 
India ,s chief encutive is not popularly elected and is not 

~ Shirrae, op. mt., pp. 963-964. • 
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subject to· popular recall, and hence must have final power.witli 
respect to obtaining the funds needed to execute the gove:nunent 's 
program. It is evident, therefore, that special factors, operative 
only in colonial empires, are responsible for the restrictions onJ 
India's Legislature. It is a unique example of a device to dis
courage any legislative-inspired economy. As a matter of pro
cedure another authority notes that the "members are· required 
to confine themselves to the discussion of ·the budget as a whole 
or any question or principle involved therein. " 111 

. In New Zealand the usual prohibition on new items and in
creases is noted.. A further restriction is found in the fact that 
a committee on supply may not change the conditions or alter the 
destination of expenditure votes. The initiative in tax matters is 
also restricted to the government. . . , . 

Finally in the Irish Free State we note that the usual privilege 
of moving for new expenditures or of imposing new or increased 
taxes rests in the hands of the Minister for Finance.18 As a result 
Deputies may only omit or reduce expenditures or may decrease 
taxation. A motion to decrease taxation would . be considered a 
matter of confidence since the Minister for Finance is a member 
of the Chamber ·and of its Executive Council. Conflicting deci
sions, however, of the Minister for Finance and the Chamber are 
not likely to occur. · . · · 

The British group may definitely be linked to the systems that 
leave the determination of fiscal policy to the government. Except• 
in India the ultimate power of Parliament must be sought in its 
ability to vote down the government, not in its reversal of. the 
program that the existing government offers~ One is inclined to 
appreciate the advantage inherent in the British practice in. 
terms of fiscal efficiency, but to concur with Shirras who noWa 
that "the English principle, by which the Minister's will. must 
prevail in the passage of the Budget, though the legislature or the 
Ministry must resign, i"' not suitable to the different conditions in• 
the American Republic .. '' u 

Other Natiom 

Italy, Japan, Rumania, Yugo8lavia, and Soviet Russia a~e the 
countries that have also placed restrictions on legislative action. 
This group tends away from the democratic ideal and the explana
tion of the restrictions is found undoubtedly in the general trend 
toward the breakdown of parliamentary government rather than 
in any special reeognition of budgetary needs. . 

In Italy the Chamber of Deputies can not increase expendi
tures or decrease revenue without the prior sanction of the 
government. It also .acts upon the recommendation of the 
Giunta. The recent steps towards the abolition of the Chamber· 

u Chand, op. cit., I!· 83. · • 
u The right of initiating expenditure is reserved to t'!le Exeeutive CoUDeil · 

not only by Standing Order 101, but also by Article 37 of the Constitution. 
O'Connell, op. «<it., p. 31. • • . . 

u Shirru. op. oit., p. 1000. · 
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Win· destroy its nominal budgetary powers. In Japan it is reported 
that legally (as well as de faoto) the power of the Parliament in 
budgetary matters · is small. The League experts stated a few 
years ago: · 

· Members of the two Chambers have no right of initiative in 
regard to expenditure. Parliament may only propose reduc• 

· tions in the Government's estimates of expenditure. At the 
same time, by virtue of powers conferred on the Emperor by 
the Constitution (i.e., prerogatives relating to the command 
or organization of the armed forces, to the framing of regu
lations _for the Civil Service and the fixing of officials' salar
ies), Parliament cannot abolish or reduce, without the consent 
of the executive authority, military expenditure which it has 
approved in the budget for the previous year.11 

. ' 

In Rumania a new tax measure must originate from the govern
ment. This enables the Chamber merely to decrease or omit items. 
Yugoslavia, another of the quasi-dictatorship group, gives the 
members of Parliament power only to initiate proposals for the 
reduction of expenditure.18 · . 

In Soviet Russia the Central Executive Council may not propose 
new items without the consent of the Sovnarkom. Old items may 
be· increased in addition to the usual ability to restrict or delete. 

: In the Argentine Republic an interesting clause, undoubtedly 
linked to other than purely :fiscal considerations, grants to the 
Chamber of Deputies the right of initiative only in matters 
concerning the levying of taxes and the recruiting of troops.U 

• In the other· countries there are many legislatures (considered 
without reference to any limitations on the powers of one particular 
chamber of a bicameral body)· that may make any change in the 
budget they see fit. There are, however, in one or two cases tradi-

. tiona! restrictions or links to matters of. confidence which tend to 
prevent the legislature from going over the head of the govern
ment. For example, in Belgium, although the Chamber may make 
any changes it wishes in either :revenues or expenditures, it is a 
practice for the government to exercise all initiative with respect 
to new :fiscal items. In Poland it is indicated that "both the 
Government and members of. Parliament enjoy the right of initia
tive. In the case of members ·of Parliament, however, this right 
is, in practiee, restricted. '' 18 . Recent developments indicate that 

. it might be correct to include Poland in the group discussed im-
mediately above. · 

In France, although the Chamber of Deputies may make any 
changes it sees fit in the proposed budget, the government has 

111 L. of N., Tec11,. Oomm., op. oif., Vol. II, p. 81. 
1t.fbid., Vol. II, p. 138. 
11 Ibid,, Vol. III,; p. 56. 
l&Ilrid., Vol. II, p. 107. 
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resigned frequently on matters of budgetary policy.18 However, 
it is not necessary for the government to do so. 

It is evident, even to the. casual observer, that there is no tradi
tion in the French legislature for voting balanced budrets or for 
respecting the Executive's interest, if any, in sound :fiscal policy. 
The restrictions would be ineffective unless they were constitu
tional since the French are frequently modifying basic budgetary 
practices to facilitate the solution of temporary political or fiscal 
problems. In the fall of 1934 Premier Doumergue proposed that 
the French adopt the British practice and that the government 
alone be given the right to propose new or increased expenditures. 20 

The suggestion was a feature of a basic constitutional reform, and 
appears to have been defeated. The desire . of the Chamber to 
cooperate in passing the budget for 1935 prior to the beginning 
of that :fiscal·yea.r influenced it voluntarily to curtail its liberty to 
introduce new or bigger appropriations. On November 15, 1934,. 
the Chamber withdrew. the privilege of its members to refer ex
penditure proposals to the Finance Commission or to reserve a 
chapter for further discussion.21 

This reform was passed not only for the then pending budget 
discussion but as a reform of indefinite duration. .Apparently the 
Chamber has since repealed this measure. It should be noted 
that the reform re~tricted only the right of initiative of the mem
bers on the floor and did nothing to curtail the powers of the 
influential Finance Commission of the Chamber. The Commissilm 
was relieved of any amendments to its decisions, but it was in 
turn left unlimited freedom to act as it pleased in financial matters. 
In spite of these recent efforts of the governments to clear the 
path of their particular programs it is evident that France must 
be listed with those jurisdictions in which the executives are not 
assured that no major attacks on their fiscal programs can take 
place. 

Unrestricted Group 

Denmark, Hungary, The Netherlands, Sweden, and the United 
States are but a few of the nations that place .no basic legal 
restrictions on the legislature in budgetary matters. Germany and 
Greece as republics must also be included. ~ a few, however, 
there have been proposals to facilitate the maintaiu.ing of economy 
programs by restricting the legislature. There are provisions 
that tend to discourage legislative initiative by requiring votes in 
excess of majorities. Other similar minor limitations may be 
noted. It is also advisable to consider some of the special expendi
ture provisions as a feature of budgetary policy. .A proposal 

••In 11133 several governments, including thoae headed by Premiere Bon· 
eour and Daladier, fell because of di1.111.greements on financial matter&. 

• N. Y. Times, Sept. 25, 1934.. The Premier waa reported ae wanting to 
give the French Finance Minister the assurance enjoyed by !the British Chan
cellor of the Exchequer that his budget will not be ehaDged and unbalaneed 
by Parliament. • , . 

aa N. Y. Times, November 18, 1934. 
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requiring the voting of a previous year's deficit as an expenditure 
in the current period is easily li;nked to a policy of preventing 
recurring and piled-up deficits. It certainly limits the feasibility of 
planning deficits. · · · · 

United States Federal Government 

The Congress of the United States is not required by constitu
tional mandate, self-imposed statutory provision, tradition, or 
custom to limit its own desires regarding budgetary policy. The 
1921 basic act, consistent with a historical policy regarding the 
separation of powers, failed to check Congress. 
· A few isolated efforts or recommendations to restrict federal 

lawmakers appear to have made no headway. The "Special Com
mittee on Federal Expenditures" of the United Stlltes Chamber. 

· of Commerce considered the removal to the President of the power 
. of initiative in matters of taxation~ The suggestion was in reality 
an effort to put on the President the onus of finding new revenue 
sources for any expenditures recommended by him. The Commit
tee's report suggested checking the Executive rather than depriv
ing Congress of any ppwer over revenue matters.11* Of a more 
drastic nature was the ·1935 · proposal of Senator Tydings. His 
measure, which· was not seriously considered by a Congress sym-

. pathetic to a loan-expenditure recovery program, would have made 
the. United States Congress; with respect to budgetary matters, 
even more bound to a fixed course than are some of the state legis
latures. The Senator's own description of his plan to the press 
needs no elaboration. 

. The resolution provides that at the beginning of each ses
sion of Congress the President shall transmit to it an itemized 
account of the estimated revenues to be received during the 
coming year. Accompanying this revenue list shall be one 
budget in which the estimated revenues are allocated in detail 
to the various departments and branches of the government. 

U Congress decides to increase the amount allocated to any 
department, it must take the amount of said increase from 
some other department or departments. No other legislation 

-can. pass both houses until the budget has been adopted by 
the Congress. , 

. ·In the event that Congress wishes to make appropriations 
in excess of the estimated revenues the resolution requires 
that new taxes must first be provided to raise money for said 
excess appropriation. . 

In the event that Congress wishes to make excess appro
priations and wishes to borrow the money for such appropria
tions, then the resolution requires that in the act appropriating 
said money the Congress shall lay the taxes necessary to 
liquidate the loan in a period not to exceed fifteen years. 

.. . 

n Report of f7te Bpecial. (Jommitlee ott. Federal Eillflmdilvres. Arguments 
in the Negative, op. cit,. p. 15. • 
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In timea of war· and for one year after its close the provi-i 
sions of the resolution do not apply. · 

If the resolution passes Con~ess and ~ signed by t~e 
President the Federal budget Will automatically be kept m 
balance at all times. The resolution closes up the holes in the 
budget law under which Congress now functions and which 
permits the Congress to appropriate large sums of money 
without providing where the money. is coming from.B• . : 

The proposal, if accepted, would have made· a planned loan-
expenditure program impossible. · . . . 

There has not been much interest in curtailing the powers of · 
Congress in expenditure matters. The deficits we have had cannot, 
he traced to Congress' failure to meet any administration's interest 
in balanced budgets. · . . . 

Writing in 1927 Willoughby pointed out that actual results m 
the legislative treatment of executive expenditure proposals were 
the same in the United States as in England. He observed that. 
Congress had always adopted the President's financial program 
without substantial change. There were numerous instances of 
shifts within the budget program, but none of a major overthrow 
or disturbance of the program.1' Willoughby saw no need for 
adopting this feature of British policy. It must be stated that 
he did not have the benefit of Bonus Bill history as a major ex
ample of Congressional spending with executive disapproval. If 
the test of experience is valid, events in the early months of 1937 
indicate that the Supreme Court might be beneficially curbed in 
its unbalancing powers. . , 
. With the exception of Great Britain and its followers, few of 
the true democracies have placed many restrictions in the path of 
the legislature. In Switzerland the members of the Federal 
Assembly have full powers. The lower House of the Dutch Parlia
ment is similarly unlimited. In some of the nations the legalized 
provisions give no indication of the real state ot 81Iairs. . · 

Germany 

Germany's attitude towards this problem, during .the life of the 
Republic, is of interest. The system, which provided many norms 
for executive and legislative action, did not place any restrictions 
that were effective in preventing the legislature from un
balancing the l>udget proposals. Neumark indicates that the 
Germans eonsidered the problem and also had experience with 
legislative restrictions in the wtt.d~r. Prussia, Thuringia, and 
Danzig had provisions requiring the legislature to provide specific 
financing measures for all outlays that they initiated.z• It 

u N. Y. Times, :Mar s, 1935. 
N Willoughby, op. oU., p. l•t. 
ts Ntumark, op.. oU., p. 108. 
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appears that the Republic's early leaders could not comprehend 
the lack of initiative power of the British Parliament. They re
ferred to the· system as one of financial dictatorship. Another 
reason which the Germans foresaw, with almost prophetic foresight 
as far as their own country was concerned, was that any measures 
limiting the executive. or the legislature are useless as long as 
there. is no strong anti-government opposition party. 

The inflation did encourage one restriction that may be linked 
to a limitation of the legislative power freely to incur deficits. 
It is the only instance of its kind found in a national government. 
In Germany, according to Paragraph 75 of the budget law, a· 
deficit was to be carried as an ordinary expenditure, at the latest 
in the second following fiscal year. The Germans wisely allowed 
a year to intervene before the deficit had to be carried as a man
datory outlay. They undoubtedly did this because their system, 
unlike that of England, did not enable them to know the size of 
the deficit when submitting the budget program. However, the 
Germans followed the New York State practice and in some years 
estimated the deficit and carried it over into the next year. Even 
so, it is interesting to note that the students of fiscal affairs of 
Germany have made the same claims as have been made in New 
York; namely, ·that this requirement for the carrying over of a 
previous year's deficit tends to obscure the real accomplisbinents 
during the fiscal year proper. The same German law required the 
use of a surplus for the redemption of debt or the liquidation of 
loan-financed deficits in the next period. Surpluses, therefore, were 
to be carried as revenue in the second following financial year. 
France has a similar requirement regarding surpluses, and par
enthetically it may be noted that the surpluses have not been 
used as is required in that country. Since the suspension of the 
Weimar Constitution and the beginning of the National Socialist 
practice of introducing fiscal measures by executive decree, these 
minor limitations on Germany's Reichstag are of only historical 
interest. · 

No attempt has been made to record the various practices that 
place minor obstacles or variations in the path of legislative 
attempts to change or supplant executive budget plans. These 
measures may be of importanceunder certain conditions of oppos
ing party strength but are of insufficient general interest to be 
worthy· of further study. Americans are familiar with similar 
devices in connection with the overriding of vetoes~ 

Summary 

\An interesting phase of· the development of executive bud
geting is discernible in the nations comprising the British 
Empire. With some procedural exceptions the Parliaments of 
Great Britain, Australia, British India, Canada, the Irish Free 
State, and New Zealand can only decrease or delete items in the 
expenditure programs proposed to them. The right to initiate 
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appropriations, in addition to those covered in the budget bills, is 
also denied. In a vast area of English-speaking democratic govern
ments there are statutes and traditions that strongly limit the 
fiscal legislation that may . be promulgated . and that does . not 
originally appear as an executive proposal. · ' • · 

Among the nations whose practices are comprehensively surveyed 
in this study, Italy, Rumania, and Soviet Russia also concentrate 
in executive hands the power to initiate. budget programs. Other 
nations can be added to this group. The limitations on the legisla
tures of these jurisdictions do not necessarily represent concessions 
made specifically for fiscal legislation. . . . . · · 

A. small group of nations, including Belgium and France, offer 
minor variations in practice which warrant their segregation. 
The practice of governmental resignations tends to assure to a 
Cabinet that is in office some respect for its fiscal program-as 
long as it remains in office. · 

In sharp contrast to the two first-mentioned groups stand a 
number of jurisdictions in which the lawmakers are virtually un
checked in their power to revise the submitted budget program or 
to initiate measures of their own choosing. Among the leading 
nations of the world the United States stands foremost in this 
group. A. few remaining strongholds of democratic governments, 
including the Scandinavian countries and The Netherlands also 
present examples of unrestricted legislatures. Two nations that 
have in recent years abandoned democratic governments, namely 
Germany and Greece, may be listed with this group on the basis of 
their previous practices. Of all the nations that have been 
studied, Germany alone offers an example of a mandatory policy 
imposed on the legislature. There was no injunction against an 
unbalanced budget in any jurisdiction, 

There have been many instances of proposals to limit legislative 
powers in the governments where effective limitations are at 
present absent. There is no clear indication that the restrictions 
tend to limit deficits; they do, however, concentrate responsibility 
for the budget program and foster the unified and comprehensive 
approach to financial problems that is associated with executive· 
budgeting. . . 

In general, whether the legislature be restricted or not, there 
remains the imperative necessity for legislative processes to place 
the importance of a well-timed and· comprehensive view of fiscal 
problems before the lawmakers. In the federal government this 
appears to be of paramount importance. With regard to the 
national practices noted above, it is possible to generalize that 
harmony of executive and lawmaker on fiscal policy is desirable 
but in the absence of a breakdown of democratic processes it ca~ 
be achieved only through mutual respect and a traditional com
mon interest:> 



\,<'! 
·CHAPTER :xxxn ./\; 

• LEGISLATIVE POWERS IN BUDGETARY MATTERS; 
STATE GOVERNMENTS 

Now that the Weimar ·Constitution and the German Republic 
have vanished there. is not a single nation in which the legis
lature. is specifieally directed towards voting a balanced pro
gram or towards considering the liquidating of deficits. There 
are, however, few American states . that fail to do so. On the 
other hand,- only a fraction of the forty-eight commonwealths 
links the mandatory duties of the· lawmakers to the programs 
that the executives~submit. The feeling that this type of limi
tation extends executive budgets to financial dictatorships must 
be widespread. It may be said of the states that mutual respect 
between executive and legislature is not always present and that 
a common ,interest in a similarly orientated fiscal program is dic
tated by necessity rather than tradition. In any event, the majority 
of the states have tended to · follow the federal government in 
avoiding any similarity to the British-type practices. The few 
states that have such limitations are hence noteworthy. 

Restrictions . on Revising Executive Budgets 

The only states that have effective restrictions on changing 
executive proposals appear to be Maryland, Nevada, New York, 
and West Virginia. This is not a complete list of the so-called 
"constitutional budget" states. Some, including California and 
Missouri, are omitted.· 

Maryland's ConStitution provides that its legislature may 
amend the ,udget bill submitted by the Governor only by strik
ing out or reducing items.1 The Constitution carefully pro-
vides that the exemption from executive revision of outlays for 
the legislature itself, the judiciary, and the public schools, three 

· functions that are immune from -any binding executive pro-

-~The general a888111bly shall not amend the budget llill so a11 to affect 
• either the obligations of the State under Section 34 of Article III of the 

Constitution,. or the provisions made by the laws of the State for the 
establishment and maintenance of a system of public schools, or the 
payment of any aa.Iaries required to be paid by the State of Maryland 
bv the Constitution thereof; and the General A888111bly may amend the 
bin by increasing or diminishirig the items therein relating to the 
General Assembly, and by inereasing the items therein relating to t~e 
judiciary, but except as hereinbefore specified, may not alter the satd 
llill except to strike out or reduce items therein, provided, however, that 
the salary or compensation of any public officer shall not be decreased 
during his term of office; and sneh bill when and as passed by both 
houses shall be a law immediately without further action by the Gov· 
emor. Jld.. Oa..st., art. m, §52 (&II amended) . . 

• [418] 
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posals, shall be maintained. . Another item is hardly in the intereSt 
of economy and retrenchment, namely, the provision that no 
salaries may be reduced during a State employe's term of oftice.1 

Maryland is not content with restricting any upward revision 
of the Governor's program. It tends to· encourage carefUl con
sideration of supplementary items by a provision specifying that 
appropriations outside the bill shall . be limited to some single 
work or purpose. It may be noted, furthermore, that Maryland 
attempts to assure a balanced program through insisting . that 
special appropriations must provide the revenue necessary to pay 
the appropriations thereby made.• The Maryland amendment, 
passed in 1916, was the first of its kind in this country. 

In West Virginia the legislators may amend the bill submitted 
by striking out or reducing items but may not add new ones 
or increase them.' There is specific reference to the disapproval 
of deficits. The objectionable salary clauses are also· noted. 

In Nevada the statutes provide that the legislature may not 
modify a budget bill except to strike out or reduce items. It 
is also provided that the salary or compensation of any public 
officer shall not be increased or decreased during his term 
of oftice.6 

There is also a requirement that any appropriations· voted 
outside the regular budget must be in a separate act, and must 
be limited to some single work or purpose. The Nevada pro
vision, lacking constitutional recognition, may be revised. by the 
legislature.• As in Great Britain, however, it is possible that 
traditional usage offers a strong bar to change. 

New York's constitutional amendment is the most recent one 
that aims at protecting the Governor's executive budget pro
gram. The relevant passage3 read: 

The legislature may not alter an appropriation bill sub
mitted by the governor except to strike out or reduce items 

a As indicated below, Oklahom& aimllarly .provides constitutionall7 for a 
prohibition of legillative aalary readjustments. · · 

• The •• restrictions dealing with supplementary iteiDII are diBeussed 
below. The eomplete set of provisions dealing with the budget policy of the 
l4a.rylancl legislature ill presented in order to facilitate a comprehensive riew 
of the problem. 

• The Legillature shall not amend the budget bill so as to ereate a defleit 
but m&J' ~encl the bill by increasing or diminishing the items therein relating 
to the Legislature, and by increasing the items therein relating to the judiciary, 
but except aa hereinbefore apeeified, may not alter the •icl bill except to 
atrike out or reduce itema therein: Prot>tdetJ, ~. That the •lary or 
compensation of any publie officer shall not be increased or diminished during 
hia term of office; and IUd!. bill when and as paBSed by both houses shall be a 
law immediately without further action by the Governor. W. Y•. CONt., 
art. VL f5l, aub.·§B, part 3. • 

•Nev. StaL (19111), e.~ at amended. 
• NI'V&da'e Constitution. while limiting the uta of the legislature on bud· 

setar1 matten, does DOt tie it to the Govemor"a budget program. , • 
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therein, but it may add thereto items of appropriation pro
vided that such additions are stated separately and distinctly 
from the original items of the bill and refer each to a 
single object or purpose.' 

The .effectiveness of New York's limitations appears to be of 
a weak character if they are designed to place in the Govern
or's hands complete control over the :fiscal program. There 
are merely certain procedural restrictions on items that are 
initiated by the legislators, and • their only e1iect can be to 
segregate such items for informational purposes. Without a 
tradition for executive budgeting, such as is found in Great 
Britain, ·the constitutional amendment must fall short of its 
goal. The Governor's veto power alone gives him some weapon 
with which to combat legislative e1iorts to oppose his program. 
In . some. of the recent deadlocks growing out of the voting of 
the budget program the Governor has capitulated. 

In connection with the very :first budget program submitted 
after the constitutional amendment went into .. e1iect, a serious 
disagreement arose between Governor Roosevelt and the Legisla
ture. The legislature deleted a number of items in the Gov
ernor's program, substituting its own, and attempted to provide 
for legislative control over the outlays it voted. According to 
an authoritative discussion of the dispute, the statutes and the 
appropriation acts greatly enhanced the powers of the Chairmen 
of the. Senate Finance Committee and the Assembly Ways and 
Means Com.Inittee. The commentator notes with regard to the 
legislative ch~en· that "without their approval not a dollar 
of . these appropriations could be made available or expended, 
and they were thereby placed in a position practically to con
trol the conduct of the respective offices affected.' '8 

· It is evident from the issues that were presented to the courts 
when the dispute was adjudicated, that the power of the legis
lature to revise the Governor's program was only indirectly 
involved. Mr. Guthrie, whose comments are noted above, sum
marized . the principal constitutional questions presented to the 
courts for consideration: -

- (1) Whether the statutes in question constituted· civil 
· appointments by the legislature of its own members in viola
tion of section 7 of article III of the State Constitution ; 
(2) if the function or the segregation or expenditure of 
appropriations after they had once been made by the legis
lature could be regarded · as legislative, then whether its 
exercise could be delegated to one or several of its own 
members, to be exerci~d by them ex officio on its behalf 
but in their own discretion; and (3) if such ·a function 

,. N. Y. 00ffllt., art. IV-A, §3 •. 
a William D. tuthrie, 0C'JII8titutionaJ Aspects of Bmecu.twe Budgets 08 

Rlt~~lruted. by Becfmt De11elopmerd• iA th.e Btete of New York. (New York, 
1930), p. 35. ' ' 
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was executive or administrative, then whether its exerciSe 
could be assigned or committed by the legislature to its 
own mem,bers. 8 

The Court of Appeals of the State construed the acts of the 
legislature as unconstitutional.10 The case, commonly referred 
to as the Executive Budget case, is significant not only for its 
broad interpretation of the Governor's power in connection with 
the State's fiscal activities, but in indicating the extent to which 
disagreements may arise between the executive and the law
makers. It indicates how absurd it is to presume that minor 
procedural obstacles such as are provided in the Constitution, will 
stand in the way of efforts of the legislators to overthrow the 
Governor's budget program. 

It may be noted, therefore, that an executive budget in the 
tsense in which Great Britain un<lerstands the term, is not com
mon in our states. The budget proposals of the Governors must 
rely on some other force than the weight of legal authority for 
their safe guidance through the legislature. 

Legislative Revisions: General 

The most common limitations found in the American states 
clo not take the executive budget proposals as a point of departure. 
They specifically stress the duties of the legislators, assuming 
that they will act as they please regarding the variable portion 
of the fiscal program over which the Governor exercises advisory 
powers. Before proceeding to these, a few other provisions linked 
to the submitted budget should be kept in mind as possible 
influences on preventing excessive expenditures, the purpose for 
which the bulk of the limitations appear to have been imposed. 
Many of the restrictions that are · found deal with items intro
duced outside the ,budget bills or after the regular appropria
tion bill has been adopted. A few restrictions of this kind have 
already been noted, as in the case of Maryland. T~e restrictions 
of this category will be discussed in relation to the problem 
of supplementary estimates and budgets. Another type of limi
tation, also noted in New' York and elsewhere, encourages tare. 
ful consideration of items outside the budget by specifying single 
object appropriations. These also will be treated in conjunction 
with supplementary items. They are merely obstacles to extrava
gance, not effective prohibitions on added outlays. · 

Another type of restriction is seen in Nebraska where the legis
l!tture formerly could increase items only by a three-fifths vote of 
each bouse.11 This means that the legislature might make appro
priations of funds other than those contained in the budget recom
mendations, but a larger vote was then required to adopt the 
budget bills proper. There are apparently few of these restric.. 

•Ibid., p. 37. · ' 
tt Peo'fll• .,., ~. 252 N. Y. 27, 168 N. E. 817. (1929). 
n Nef). Co..t., art. IV, 17. • 
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t~ons, and they are of oJ?ly doubtful ~a~ue in preventing a legisla
tive body .from overcommg the opposition of an executive. They 
merely anticipate the common veto over-riding provision. 

The majority of the states cannot honestly plan for deficits since 
they cannot expect state officials to borrow for the financing· 
of needs for which monies other than loan proceeds are not 
available. · Only where there are unlimited borrowing powers 
can deficits be planned. There are, however, in addition to 
. such indirect requirements, . a number of others that are in all 
respects more ··direct. They are the constitutional requirements 
dealing ·with legislative duties which specifically . state that tax 
revenue must be made available for appropriations. The restric
tions usually limit appropriations within the amount of antici
pated tax revenue or require that such tax revenues be adjusted 
to expenditure needs. Elsewhere is . indicated the large number 
of states in which the property tax is, according to constitutional 
or. statutory requirements, adjusted each year to the needs of 
the state. · There can be no doubt that the belief that appropria
tions and tax yields estimates are comparable quantities must 
be traced to the usual property tax background: It could not 
otherwise ;be SG easily explained. In not a few states the balanc
ing status is a triple-guarded requirement. The states cannot 
borrow, the Governor must propose a balanced budget program, 
and the lawmakers must not vote . appropriations in excess of 
anticipated. tax or similar Tevenues . 

. Budget Balancing Requirements: Constitutional 

Among states that have such · a constitutional provision the 
much-publicized Kansas fiscal system may be mentioned. There 
it is indicated that ''the legisJature shall provide at each regular 
session for raising sufficient revenue to defray the current expenses 
of the state for two years.12 

· 

Michigan's provision is somewhat more specific, and reduces 
the pro,blem · to an annual basis. 

The legislature shall provide by law for an annual tax · 
· sufficient with other resources to pay the estimated expenses 
of the state government, the interest on any state debt, and 
such· deficiency as may occur in the resources.11 

· . ·MisSouri's Constitution provides ·· that the legislature may 
increase or decrease budget recommendations in any way it sees 
:fit, except that it may not apprQpriate from ~y fund more t~an 
the estimated revenue from such fund.1

' Th1s clause recogmzes 
the prevalence of multiple funds and disregards a unitary view 
of the finances. · . . 

Montana's Constitution is even more elaborate in its reqmre-

u Kat~. OotiBt,, a.rt II, §3. 
111 MicA. CJot~~~t., art. XIV, §1. 
u Mo. CJot~~~f., art. V, §13., 
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ment of a balanced budget. It provides that 

no appropriation shall be made or any expenditure authorized . 
by the legislative assembly whereby the expenditures of the 
state during any fiscal year shall exceed the total tax then 
provided for by law applicable to such appropriations or 
expenditures unless the legislative assembly making such 
appropriations shall provide for the levy of a sufficient tax 
• • • . to pay such appropriations or expenditures within 
such fiscal year .11 · 

An array of the other states discloses several other variations 
in constitutional provisions concerning the budgetary duties of 
the .legislature. · · 

Nevada's constitution covers deficits, past as well as future.111 

The phrase "other sources of income" can hardly be interpreted 
to include funds received from the issuance of debt obligations. 
It will be recalled that Nevada also restricts modifications in 
the executive budget by statutory provision. Oregon's Constitu~ 
tion takes care to specify that the interest on the State's debt 
shall be treated as a part of the balanced program.u Oklahoma, 
like Germany, has both a constitutional and statutory require
ment. The Constitution directs the legislature to provide ·by 
law an annual tax sufficient with other resources to finance the 
ordinary expenses of the state government for any fiscal year 
for which appropriations are made.18 This has been supple
mented by a statutory requirement making a similar policy 
mandatory. . · 

Oklahoma's Constitution (Sec. 56, Art. V) also prohibits the 
legislature from adjusting a salary or abolishing a position 
without first enacting legisla:tion declaring invalid or amending 
the law creating the positions and fixing the salaries of t4e posi
tions created. This limitation, it will be noted, bears no relation · 
to the Executive's recommendations. In commenting on the 
provision, the Brool,tings experts stated that it 

should be fixed not in permanent law but in the budget ~nd 
that discretion in determining whether the salary recommenda
tions of the Governor, contained in the budget and by tenta
tive appropriation bills should be approved or disapproved 
by the legislature. As a general principle all salaries other 
than those of the heads of departments and establish~nents 

u Jlo.t. COMt., art. m, I 12. 
te The legislature shall provide by law for an unual tax sufficient to 

defray the expe1l81!8 of the st&te for eaclt fiscal year or whenever the 
expenses of uy year shall exceed the income, the legislature shall 
provide or leVJ a tax sutlicient with other sourees of income to pay for 
deficiency u well as the estimated expenses of such ensuing year or 
t years. Neo. CONt., art. 9, 1142. 

u The legialative assembly shall provide for raising revenue sutlieient 
to defray the experll!e8 of the state for each fiscal yeaT, and also a sufficient 
sum to pay the interest on the etate debt, if there be' any. Or«. Co111t., 
art. IX, 12. . 

11 Okla. C0111t., art X. 12. 
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should be fixed not in permanent law but in the budget and 
appropriation act biennially.19 

The. limi~ation of the legislature's power to deal with any 
~seal Item 1S an uncommon but nevertheless <>l>jectionable viola
tion. of the comprehensiveness· principle. The clause under dis
cusSion prevented the legislature from reducing the salaries of 
State employees in 1934 and 1935, and elearly eliminated a large 
segment of the State's outlays from the usual budgetary control 
sphere. · . 

South Carolina's Constitution read&: 

The General Assembly shall provide for an annual tax 
sufficient to defray the estimated expenses of the State for 
each year, and whenever it shall happen that the ordinary 
expenses of the State for any year shall exceed the income 
of the State for such year the General Assembly shall pro
vide for levying a tax .for the ensuing years sufficient, with 
other sources of income, to pay the deficiency of the preced
ing year together with the estimated expenses of the ensuing 
year.20 

•j 

While few states can be blamed for difficulties during the 
depression, South· Carolina's experience, as related by a recent 
commentator, shows that the Constitution is not backed by effec
tive authority . 

. . . . for five successive years, 1925-1930, the comptroller 
general reported a deficit in operations. (Report of the 
Comptroller General,· 1931, p. 4.) These deficits were not 
so much the inevitable results of adverse conditions as the 
outcome of an absence of legislative policy and administra
tive financial control. Appropriations were repeatedly made 

. in .excess . of revenue provided. 21 

Balanced Budget Requirements: Statutory 

It may be possible to link North Carolina's mandatory injunc
tions, self-imposed by its legislature;-to the first mentio~ed group 
of states in which lawmakers are bound to the executive's pro
posals. A provision, included in the 1925 basic Act and 
readopte~ in the 1929 revision, provided tha~ t~e General Assem
bly may mcrease any recommended app't"opriatlons a~d ma~. pro
vide additional appropriations for other purposes "1f add~tl?nal 
revenue or revenues equal to the amount of such appropr1at10ns 
or increases are provided for by correspondin~ ~men~ment to the 
budget revenue bill. 22 Furthermore, appropriation b1lls: 

shall provide an adequate source of revenue for defray
ing such appropriation or unless it appears from the budget 

11 Brookings Inst~tution, Oklahoma 8uf"Vey, op. cit., p. 242. 
eo 8. (]. Ctmllt., art. X, §2. 
21 Coleman, op. cit., p. 40! " · 
u N. 0. (]ode AM. (Michie, 1935), §7 486y. 
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report or the budget revenue bill that there is Bllfficient rev- · 
enue availa)>le therefor. 

The legislature is requested to provide n~ed revenues, if any, 
through the medium of amending the Budget Revenue Bill. n 
There is no doubt that North Carolina's legislature is not expected 
to vote any general deficits. 

Wisconsin apparently exceeded all the other jurisdictions in 
the matter of discouraging any general loan-expenditure phil
osophy in its legislature. A 1932 innovation is described as 
follows: · 

It . . . radically changes the method of computing any 
general ,tate tax. Instead of a state tax being levied when 
the appropriations exceed the anticipated revenues, the pres. 
ent law provides for an annual state tax sufficiently large 
to leave a cash balance of $2,000,000 or more in the general 
fund . of the treasury at all times. 24 

The provision then in force limited the use of any available 
funds in the State Treasury and provided for a safety reserve. 

Proposals for Legislative Requirements 

Budgetary experts, especially those who thought in terms of 
pre-depression conditions and problems, 'favored constitutional 
limitations on legislative spending in excess of tax yields. The 
Institute of Public Administration, in its studies of Arkansas 
and Maine, suggested that the States follow the example of other 
states alluded to in the foregoing. pages. For New Jersey, the 
t'Xperts recommended that: · 

In its consideration of the budget and the budget bills, 
the General Assembly, either through the joint budget com
mittee or by amendment or supplement, may revise, alter, 
increase, or decrease the items contained in the Governor's 
budget bills ;-provided, however, that when it shall increase 
the total proposed expenditures of the bud~et, it shall also 
increase the total anticipated income, so that the total means 
of financing the budget shall at least equal in amount the 
aggregate proposed expenditures. 15 

A similar suggestion was made for Maine.• 

u The Revenue Bill i1 defined u . . . & bill eontaininll the view of 
the Budget Bureau with re&peet to rtWenue for the ensuing biennuim, . 
whieh &hall be known u the ''Budget Revenue Bill," whiek will in the 
opinion of the Director and Commi11ioa proride an amount of rtWenue 
for the ensuing biennium, &ufiicient to meet the appropriationB 1!011· 

tainecl in the Budget Appropriation Bill !~id:' l7486v. . 
Hlleporf of, .. w~ Bta.t• r .. CotnwtUftOit, 19&! (ll&dtson., 1933), 

p. ;~~stitute of Publie Administration, New len~ Bu.,:,, op. eil., p. 62. 
,. Institute of Public Admini&tration, JltJiN BJwwl, o,. cU., p. 56. 
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, A recent survey of government practices indicates that expertS 
in political science are also in sympathy with attempts to curb 

' the legislators. One authority feels that : 

· . In the past, state l~gisla;tures have been guilty of squander
mg public funds Wlth little or no regard for the public 
welfare and the financial limitations in the state constitu
tions are · designed, to prevent .recurrence of such waste.2' 

Apparently neither the executive nor the legislature is ever to 
·.harbor the thought of general deficit :financing. Before turning 
to a ,brief analysis of the implications of these provisions a few 
other efforts at · checking legislatures are noted. 
· Interesting provisions, including those that have several pre

cedents in foreign countries, were proposed for California and 
Texas . as a part of a tax relief plan which did not pass the 
legislature of either State. The proposed California plan was 
obvio11Sly an undesirable and foolish one, and involved a rigidity 
in the State's :finances which could never be acceptable under 
any circumstances. T~e plan described to the voters, who rejected 
it, was as follows : · 

To· coordinate the program for strict economy in govern
men~ it is proposed to amend the Constitution by adding a 
new section {Sec. 34A, Art. IV) which will limit total appro
priations to an· 4mount ·not exceeding by five per cent the 
appropriations for the preceding two year period. This limi
tation is placed upon a biennial basis because the Legisla
ture meets in regular session only at the beginning of odd 
numbered years. It results in a limit of 2% per cent per year. 

State apportionments for schools are· excluded since they 
are automatically regulated l>y the number of pupils in aver
age daily attendance. Otherwise, the limitation extends to 
all types of expenditures.. In cases of emergency, the Legis
lature, by two-thirds vote, may exceed the limitation, but 
the amount of such excess may not be used to increase the 
base for appropriations in anr fu~e years.88 

It _is evident from the State's Constitution; from the proposed 
amendment itself, and from the sponsorship of the plan, that the 
scheme was part of a property tax relief measure. Seldom, 
however, have there been attempts to cripple the State to such 
an extent as a feature of a drive to benefit a particular class of 
taxpayers. The constitutional · clause, which was successfully 
opposed, provided that the Board of Equalization levy an ad 
valorem. tax on real estate if the legislature did not furnish 
adequate revenues. 

The text· of the proposed amendment indicates the manner in 
which the property tax relief was to be sought. Such efforts 

1'1' W. J'. Wilimfghby, PriflcipleB of Pubiio AdmitliBfrt~tioft, (Washington, 
1934), p. 204. 

111 A Pia• for f'a.tr ReUef, Senate Cot~.tlitutioMI Am~t No. 80. 
(Sacramento, 1933)_, p. 10. 
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at relief through abolition, restriction, or prohibition of. ·state 
property taxation, and rate limitations or exemptions are not 
unusual, but a desire to limit all state outlays by reference to 
the appropriations of a preceding period is fortunately not 
widespread. · 

Sep. 34a. Appropriations from the general fund of the 
State for any biennium exclusive of appropriations for the 
support of the public school system, shall not exceed by 
more than five per centum the appropriations from such 
fund, exclusive of such public school appropriations, . for 
the preceding biennium unless two-thirds of all the members 
elected to each house of the Legislature vote in favor thereof; 
provided, that no amount appropriated in excess of such five 
per centum shall become a part of the base for determining • 
the maximum appropriations for a succeeding biennium. 
Should the appropriations in the budget act for any biennium 
exceed the limitations herein prescribed and such budget act 
be not passed . by such two-thirds vote, the several items 
ol appropriation therein shall be deemed reduced by that 
percentage which the excess amount of appropriation bears 
to the total appropriation. Should the prescribed limit. for 
any biennium be exceeded by reason of any other appropria... 

· tion or appropriations from the general fund, then the 
appropriation first passed by the Legislature without such 
two-thirds vote, which exceeds such prescribed limitation, 
shall be deemed reduced by the amount of such excess, and 
all other subsequent appropriations from. the general fund 
not passed by such two-thirds vote shall be void. Nothing 
herein contained shall prevent the Governor · from vetoing 
any bills or reducing any appropriation therein or any 
appropriation reduced as herein provided. 
. Not more than twenty-five per cent of the total appro
priations from all funds of the State shall be raised by 
means of taxes on real and personal propertY according to 
the value thereof."' . . 

While the arbitrary tie-up of the outlayS of one period to 
those of a preceding biennium can on no grounds be defended, 
the pro rata decreases in the appropriations were a feature, as 
will be shown below, of the policies of many states. No jurisdie-

. tion, however, placed the drastic economy measure in its Con
stitution. Perhaps the best explanation of the proposed amend
ment lies in the final clauses. Not only the property tax's 
proponents, but now its opponents, are, attempting to continue 
to clutter the various statute books and constitutions of this 
country with rigid and ill-advised budgetary requirements. 

A proposed Texas amendment was also unique. According 
to its provisions, state taxta and expenditures were to be limited • 

ttlbid., p. 18. 
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during any bienirium to $22.50 per capita of the population.80 

The amendment, which was opposed by educational interests and 
was defeated, would have resulted in a most absurd piece of 
mandatory budgetary procedure. No regard for any but tax 
limitation interests would have motivated such a proposal. 

Anti-~eficit Funding Requirements 

It has already been pointed out, with reference to Germany 
and a proposed British reform, that a method of restricting the 
funding of deficits. into debt obligations .is found in the require
ment that 'deficits be carried as outlays in successive budgets. A 
mandatory constitutional provision leaves the lawmakers little 
choice but direct opposition. Tax anticipation financing, however, 
does afford some opportunity for evasion. 

The writer has found eleven instances in which state constitu
tions make specific reference to the wiping out of any indebted
ness that may have been incurred during the biennium or the 
fiscal year . recently . closed. There may be others. 

Indiana, Michigan, Nevada, Oregon, Utah, Virginia, and Wis
consin all require. that the deficit of one biennium appear as an 
expenditure in the next. 'This corresponds to their budget period. 
All of these states must estimate the deficit to be carried over. 

Typical requirements are found in Nevada's Constitution,81 

which provides that "deficiencies are carried in budget for fol
lowing ,budget,'' and in Oregon : 

· · 'whenever the expenses of any fiscal year shall exceed the 
income, the legislative assembly shall provide for levying 
a tax for the ensuing fiscal year, sufficient with other sources 
of . income to pay the deficiency, as well as the estimated 
expense of the ensuing fiscal year.92 

In Oregon an interesting case growing out of this constitutional 
provision . established the ability of the legislature to place its 

· own interpretation on the rates and taxes that would bring 
in the needed revenues.18 

• 

In Oklahoma a result similar to that achieved by the deficit 
carry-over practice is brought about by a requirement that 
regaras the biennium and operates with a :fiscal year. It should 
be noted, furthermore, that according to the terins of the Constitu
tion; the requirement is not mandatory. 

Whenever expenses of any fiscal year shall exceed the 
income, the legislature may ·provide for levying a tax for 
the ensuing :fiscal year which with other resources shall be 

. ao N. Y. Times, Oct. 24:, 1934:. 
at NfJfJ. Corwt., art. 9, §142. 
a:t Ore. Const., artc. 9, §6. 
as State"'· Multnoma.h County, 13 Ore. 28T, 10 Pac. 635 (1886). 
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sufficient to pay the deficiency as well as the estimated ordi
nary expenses. u 

This gives the legislature power to levy a tax covering defi
ciencies in the current J;>iennium, and is obviously designed . to 
check the growth or accumulation of deficits. 

South Carolina has a constitutional requirement that takes 
into account the length of its budget period. This State's Con
stitution states that "deficiencies shall be included as expendi
tures for the following year".35 

New York 

'I 

New York should be included among the states that must 
balance their budgets, or that require their Governors to carry 
over their deficits from year to year. It is interesting to note 
that neither a constitutional nor statutory provision establishes 
these practices, and this State, like many others, must be listed 
with those · whose budgetary and ·:fiscal policies are dictated by 
legal debt limitations only. A careful survey of. Article IVa of 
the State Constitution reveals that the Governor must include 
data showing the financial condition at the end of the year, but 
Paragraphs D and E88 clearly indicate that a surplus or deficit 
may be shown. Nowhere in the amendment is there any mention 
of the Governor's duty to include the deficit as an appropria
tion for the coming period (as in the above-mentioned states), 
nor is there any indication that the estimated ·revenue yields 
must be sufficient to cover the retirement of any indebtedness 
created because of past revenue deficiencies. The provisions 
on borrowing influence the State's fiscal policy in a· mannet:, 
that represents an adequate substitute for a specific clause 
dealing with the matter. Any state that limits tax anticipa
tion financing to the length of the ,budget period and prohibits 
long-term funding of deficits must be considered with the group. 
of states that have specific amendments dealing with the problem. 

The recent disagreements between the Governor and the opposi- . 
tion-controlled Assembly have led to some accusations that the 
legislators have unbalanced the Governor's program and that 
they have knowingly failed to provide adequately for :financing 
the State's needs. As a result of the disputes the Governor made 
the following recommendation in connection with several pro
posals for improving the State's budgetary and accounting ,pro
cedure: 

The introduction of the requirement that the Legislature 
shall not adjourn without adopting a plan for a balanced . 
budget for the following fiscal year and that if it chooses 
to substitute a financial plan of. its own for that submitted 

"Okl4. COMt., art. VI. 112. 
•• S. C. COMt., art. 10, 12. 
•• N. Y. Caut., art. IV-A, 12. 
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in. the executive budget, it 'shall set forth that plan in an 
organized and comprehensive form, with an explanation of 
the ~anner in which it expects a balance to be achieved.u 

Even if this proposal were to be embodied in a constitutional 
amendment, it would do little more than · provide for greater 
clarity with regard to the responsibility for a stated fiscal policy. 

· The ·accuracy of the estimates and the true comprehensiveness 
of the appropriation: program cannot be assured; they are never
theless of supreme significance in an interpretation of whether 
or not a given fiscal program is a balanced program. 

Summary and Conclusions 

The array of representative legal requirements that, in addi
tion to borrowing limitations, public opinion, political expediency, 
tradition, and ·occasional federal coercion, demand the voting 
of a balanced budget indicates clearly what the tasks and duties 
of the legislatures are when adopting budgets. They must not 
only. plan ·for adequate revenues but must also take steps to 
correct any past miscalculations. It is essential, therefore, that 
their procedures and practices recognize the need for keeping 
their duties in mind, ·that they provide for efficient allocation of 

. functions and powers, fo;c ... elimination of useless time lags and 
above all, for opportunities for enlightened leadership, so essential 
in fiscal planning; · 

All. democratic governments have found that there are accept
able variations of· governmental methods in the treatment of 

' special categories of legislation. . The problem under study cen
ters on · fiscail legislation. The chapters that follow discuss 
some of these procedures. m an effort to determine those which. 
logically. flerve the best interests of jurisdictions such as the 
American states under their present constitutional restrictions. 
. The recent depression must have served to bring out the fact 
that· voting a budget in which appropriations are matched by 

. tax yield estimates is a satisfactory fulfillment of a legal require
ment, and on many occasions, little . else. There need be no 
comment on the states except to say that there have been some 
that disregarded legal requirements. It is necessary only to 
recall -what has been previously said about the revenue estimating · 
problem and how it has been met. A mere numerical balance 

. led many state legislators into a sense of false security. The 
attempt to carry out the voted programs showed that the legal 
requirement was only a step in the right direction. Behind the 
estimates and appropriations must lie a fiscal policy in line with 

· economic realities. No constitution or statute book requires this. 
No law could deal With such a problem. The misguided efforts 
of California and Texas taxpayers show the futility of any 
attempts to do so. The budget problem exists because the legal 
provisions are fo:fo the most part ineffective. 

11 New York State l!JIDfJCtltwe BuRget for 1931 18, op. cit., P· xu. 



CHAPTER XXXIII 
LEGISLATIVE ORGANIZATION IN NATIONAL 

GOVERNMENTS 

Bicameral and Unicameral Legislatures 

The methods of voting expenditure and revenue items (the latter 
are usually not exhaustively mentioned in the statutory provisions 
governing legislative procedures in the· American states) rev~al 
several arrangements that influence the voting of a balanced 
fiscal program. Foremost among these is the fact that legislatures 
are bicameral and that in many instances the powers of one 
chamber are not limited. - Nevertheless, such devices and arrange-

. ments as simultaneous discussion and joint committees have been 
adopted to facilitate budget voting. In other eases, as in Great 
Britain, the power over fiscal matters of one of the bodies, · 
the Upper Chamber, has been so reduced as· to eliminate 
the necessity for any consideration of its ·activities. This is not 
the case in the American state governments in which the differ
entiation appears to extend only in a few instances to the ques- · 
tion of the initiation of revenue measures and priority of dis
cussion and voting. The problem of adjusting bicameral processes 
is, therefore, particularly pertinent in the United States. · 

In the analysis of legislative practices, especially in reference to . 
national governments, no e1fort will be made to take into account 
current political realities. The "normal" element in structural 
organization and the mt>dw operandi are isolated for purposes of 
discussion. 
· Several of the nations of the world, including Albania, Bulgaria, · 
Esthonia, and Finland, have unicameral legislatures. Republican 
Spain is also to be included in the list. Finland may be added 
since in that country both bodies unite for the discussion of 
budgetary items. The Upper House acts only as a committee of 
the Lower House.1 China's legislative "Yuan" was to consist 
of only one body.• In this list are none of the nations to which 
one turns for budgetary experience. Yet it is evident that the 
discussion of fiscal legislation is expedited and facilitated in the 

l The adoption of the budget by Parliament is regarded as an admin· 
istrative act. It has not the eba.raeter of a law, and this is the reason 
why the budget is not subject to the procedure followed for the voting 
of laws by the two sections of Parliament. · 

The draft budget • • • is submitted to Parliament, which eonsiats of 
& lingle ehamber, the Sto~ing. The Storting is divided into two sec
tiona (the Odelst~ and the I.agting), and itself appoints a quarter of 
ita members to sit ln the IAI.gting, This division iB of no importanee as 
regarda the diseUBBion of the budget. It a.treets only: (1) the voting 
of laws, and (2) the supervisioa of the G<mnunent'a administration. 
L. 01' •·• 'I'IDCH, OOKV., Of). cU., VoL n, pp. 90-91. . . 

I Lee Chou·Ying, fluJ B!ld""' of ClliMN P.blio Fimtlt:e (London, 1936), 
p. 32. 
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single chamber countries. The. time-consuming debate!? and the 
frequent wrangles and deadlocks· in ·their upper houses or the 
disagreements between h~mses are definitely removed in unicameral 
legislatures.· , . : 

The group of nations that subordinate one legislative chamber 
when the voting of budget items is involved includes jurisdictions 
whOse budgetary experience is followed with great interest. 

In the British .Empire systems there tends to be a delimitation 
of the powers that the upper body, comparable to · the British 
l,Iouse. of Lords, may exercise. Public interest and other phases 

. are concentrated on the practices linked to the deliberations of 
the Lower Chamber. Only India and the Union of South Africa 
di.ft'er in that 'the Upper Chamber retains considerable power over 

. fiscal .legislation in. these units of the Empire.3 

. . The present situation in Great Britain, the result of some majol' 
. ref~rms instituted in 1911, may be traced back to the traditional 
prerogatives . of the House of Commons in fiscal matters. The 
power& of the House of Lords in fiscal matters are only nominal, 
and may be neglected in the. ~onsideration of the voting of the 
budget. In .Australia the power of the Senate is reduced through 
the requirement that qills imposing taxation or appropriating 
funds must originate in the House of Representatives. The Senate 
has no power to amend such bills. . It can only return them to 
the House with suggestions for amendments which the House may 
disregard if it so chooses. This closely parallels the situation 
found in Great Britain . 
. In Canada and New Zealand the powers of the Senate and the 

Legislative .Council, respectively, are nominal, and one may con
sider that for fiscal matters the legislative practices are based upon 
a unicameral system. In the Irish Free State a similar concen-

, tration of power in the Chamber of Deputies is noticed. The 
. Senate, like· the Australian body of the same name, may make 
only recommendations, which the lower house may disregard. In 
the Irish Free State such recommendations are further restricted 
to reductions in revenues or expenditures. The influence of the 
Senate decreases further by virtue of the permissive power of 
the Chamber to neglect the Senate's proposals. In the event that 
the Chamber does not choose specifically to vote down a recom
mendation the bill is merely delayed for the 21 days after which 
a financial bill approved by the Chamber of Deputies becomes 
law. - . 

Nations that have followed Great Britain's practice and by 
restricting the powers of one House, eliminated some aspects of 
the problems that bicameral legislatures create include France, 
Hungary, The Netherlands and Rumania. The power . of the 
Lower Chamber in most of these instances is marked. 

. In France the priority rights of the Chamber give to the Senate 
powers only to reduce or remove items; the authority to increase 

· or initiate new ~ems is· denied the Upper Chamber. France offers 

r. Buck U, op. cit., p. 29'!' 
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the obsE:rver a chance to see that the power of an· upper house 
may be delimited, not only through such legal deviees as the absence 
of any initiative, but also through the procedural arrangements 
that bring the budgetary items to the attention of the Senate only 
at a late date. 

The power of the Hungarian Senate is reduced through a system 
in which that Upper House can only accept or reject the budget 
as a whole and cannot concern itself with details unless it wishes 
to overthrow the entire program. Rumania's Senate is totally 
devoid of any influence on fiscal matters. The Upper Chamber of 
the Dutch Parliament is similarly restricted. Finally, Italy's 
Senate, now in the process of being dissolved, never had any 
effective powers regarding fiscal legislation. 

It will be seen that many of the leading powers of the world, 
• including two of the remaining strongholds of democratic govern

ments, are listed above. The same arguments that are advanced 
in favor of unicameral bodies may be offered in defence of limit
ing the powers of one chamber. 

A few jurisdictions may be classified with the United States as. 
giving no preference to either chamber of the legislature in decisive 
budgetary matters. Some countries, however, seem to lack the 
American feature of a powerful upper house. Greece among 
the other nations appears to allow the Senate and the Lower Cham
ber to share equally such power and influence as the legislature 
still possesses over budgetary matters. 

It is reported that in Switzerland the National Council and .the 
Council of the State have equal power and authority with respect 
to fiscal items. In Republican Germany the power of the Council 
in the preparatory stage has already been noted. Its power in the 
adoption stage was not very much reduced. There were, however, 
some provisions that facilitated the government's carrying its 
budget struggles directly to the Reichstag in the face of a hostile 
Council. 

In Sweden the Lower Chamber has the final power because of 
the fact that where both houses meet in joint sessions in the dis
cussion of disputed matters the greater membership of the Lower 
Chamber gives to it a preponderance of voting power. Actually 
this is a somewhat meaningless provision since the struggle is 
usually not between chambers but between political parties which 
may be powerful in one chamber and not in another. It is pos- · 
sible also to include the U.S.S.R. in this bicameral group as far 
as the legislative processes are of any significance. 

Priority Rights 
The federal government and the majority of the American 

states belong to the group that gives only negligibie priority rights 
to the lower chamber. Buck notes that 

in the United States the Constitution provides that all bills 
for ~g revenue shall originate in the House of Repre
sentativ~; but the Senate may propCAie or concur with amend
ments as on other bills. This provision, referring onl7 to . 
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revenue· bills, has been int~rpreted from the beginning as 
applicable also to appropriation bills. The Senate, iherefore, 
does not as a body consider the budget bills, either as to 
revenue or· appropriation until after the House has acted 
on them.* 

The C{)lnment · of another student of government a1Iairs on 
this problem is of interest: · . 

Though there is no constitutional requirement that. the 
House pa.Ss first on appropriation bills, the custom that it 
shall do so is now firmly :ftxed. ··That this custom should 
continue is necessary in · the interest of orderly financial 
legislation. If a balanced budget is to be attained, the same 
body which initiates the tax bill :ftxing government income, 
should also first consider appropriations and :6x government· 
outgo. The Senate is not limited in its right to amend the 
appropriation bills.11 

The power of the Senate's Committee on Appropriations should 
·serve to dispel any )>eliefs that priority rights in the matter of 
initiation may be of major significance in reducing actual powers. 

In case of differences. the House of Representatives does not 
benefit from some of the Swedish practices noted below. A 
conference committee in which ;both chambers are equally repre
sented is formed and the compromises adopted by the conference 
committee must be approved by the membership of both bodies. 

It is evident that the restrictions of important powers of one 
house of a legislative· body is an institutional element that 
must be taken for granted as a· feature of the legislative phases 
of a· budgetary system. As has already been observed, it is 
favorable for the specific needs of fiscal legislation, if all other 
factors are so related th11t a unicameral or quasi-unicameral (as 
far as budgetary adoption is concerned} legislature is involved. 
The American states do not show any sympathy towards robbing 
an existing chamber of any fiscal powers and appear definitely 
to look for a solution, if any, in the abolition of one chamber. 
The national practices outlined above are therefore of interest 
primarily in the analysis of budget questions in national juris-

. dictions. · 
Committee ·Organization 

The committee organization of legislative bodies is another 
element that is of interest with regard to budgetary matters. 
The situation in the states is indicative of a need for reform. 
It adds to the value of. the descriptive analysis of the other 
jurisdictions. 8 

*Ibid., pp. 200-201. 
1 Joseph P. Chamber laiD, Legi8l41itx~~ Proceuea: Nt~fional 11M Btt~te 

(New York, 1936),.p. 214. 
• J•, Buck, and others who have concerned themselves at length with the 

political and administrative aspects of budgets have given indicationa of 
the make-up of committee membelship in national unitB. ODly a brief meta
tioa of the national pi'IA!ticea will be made in thia study • . 



NATIONAL AND STATE BuDGETARY METnons 43$ 

It is an ·almost universal practice for legislatures to submit 
the budget to legislative committees for preparation for general 
discussion. These committees consist either of a restricted num
ber of members from one or both chambers or of one -chamber of 
the legislature in its entirety, acting under special rules which 
control eommiitee action. The purpose is that the budgetary 
matters may receive again, during the adoption stage, the con
centrated study and care that characterizes some of the earlier 
preparatory stages. The importance of the committee is enhanced 
by the fact that finance committees concern themselv~s exclusively 
with specific types of legislation. Some influence may be due 
to the fact that membership often consists of legislators who are 
experienced and expert. Committee members naturally exercise 
great influence in general discussion. ' 

In not a few countries o.bservers have noted that legislative 
committees .are more powerful than the· executive and the legis
lature as a whole with respect to the adoption of the fiscal pro
gram. American experience indicates that their power is suffi• 
eient to influence the nature of the fiscal program. This is 
true particularly in jurisdictions in which the executive operates . 
with the advice and cooperation of legislative committee mem
bers. This tends to insure a greater measure of agreement and . 
conformity with respect to the attitude of the committee towards 
the program that the executive indicates as his own. 

Great Britain and the Empire Group 

In Great Britain the House of Commons a.s a whole acts a.s. 
a committee when dealing with the various items submitted. The 
House debates the expenditure estimates when in session as a 
Committee of Supply. The supply bills are voted by the same 
membership, acting, however, in its capacity a.s the Commons. 
The scheme did not, however, originate! with fiscal practices in 
mind. It has been hinted that the idea is based on an old desire 
to keep out the King's emissary, thought to be acting as a spy.' 
The comment by Buck and by several British authorities whom 
he quotes, also tends to support the view that the legislative 
organization is not the most admirable phase of. Great Britain's 
budgetary system: 

The British House of Commons handles the budget, as 
we have already noted, through the Committee of Ways 
and Means and the Committee of Supply, both of which 
consist of the entire membership of the House, numbering 
more than six hundred. In criticizing the tax proposals of 
the Cabinet and in rejecting or reducing them, the Com
mittee of Ways and Means, says Muir (How Britain· is Gov. 
erned, p. 255), "is a suitable body for the purpose: it is 
a eommittee of the whole House, but the whole House is 
interested in the taxes that have to be pald by the whole 
community, and therefore the discussions are real discus-

' 
'lleDrJ mgga. ~Bet,. (LoDdoa. 1924), p. as. 
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sions." But as much cannot be said for the action of the 
:whole House when it switches to the Committee of Supply. . It 
lS then hampered by the "outworn rules of procedure in. 
Supply," by ~e political character of financial criticism 

. and by ~e lack of information for parliamentary de bat~ 
on expenditures. Davenport remarks (Parliament and the 
T~ayer, p. 116) .that "the House of Commons pursues 
national economy With the same rules of procedure it used 
when disputing with Kings." He goes on to say (p. 127) 
that the rules of today are those originated in the seventeenth 
and early eighteenth centuries. "It was in those days con-. 
sidered the first duty of all patriotic Parliament men to 
delay, postpone, or obstruct the royal demands for money, 
and their rules of procedure were ingeniously devised with 
that end in view .. Yet time is still wasted at Westminster 
today by conforming to these ancient rules, albeit there is 
no such distrust, financially, of the executive power, but, on 
the contrary, an advantage in dealing expeditiously with the 
increasing volume of Government financial business.'' In 
the development of . the party system, parliamentary debates 
on the. budget became less financial and more political until, 
as Davenport puts jt (p. 133), financial criticism almost 
disappeared. Today, when the opposition chooses the supply 
proposals for discussion, which it has the privilege of doing, 
it "selects the subject which is the most likely to combine 
an attack on the government.'' Hence these proposals are 
debated from the viewpoint of politics rather than finance, 
and an adverse vote in the Committee of Supply is equivalent 
to a vote of want of confidence. The Select Committee 
on National Expenditure of 1917-18 maintained that the 
Committee on. Supply was without adequate information 
as a basis for crit~cizing the expenditure estimates.8 

The Commons sitting also as a Committee of the Whole concerns 
itself with appropriation bills; The same body, sitting as a 
Committee of Ways and Means, . concerns itself, following the 
submission of the budget speech, with the revenue measures that 
have been Jlroposed and with the continuing expenditure items in 
the Consolidated Fund bills. The committee made up of selected 

' members has no policy-making powers.11 It acts as an advisory 
body and handles matters of detail. Young, ~hose critical 
approach t th.e British practices is _well known, feels that the 

· s Buck II, ,op. mt., pp. 203-204. 
II When the British Estimates are presented to· the House 

of Commons, they are,. since 1912', examined by a Standing Committee 
of the House, known as the Estimates Committee. The Committee 
eannot deal with the policy of the Gover~ent !foB embodied in the E~ti· 
mates, but it has dealt with the admln1strat1ve methods of carrying 
out that policy. It has also dealt with such questions as to the depart· 
mental meth~ of framing the Estimates, a~ to the Tr~~ry's con?-ol 
over them as to the causes of increased est1mates for Slmllar serv1ces 
over a n~ber of years, and as to the arrangement of the Estimates. 
O'Connell, op. cit., p. HI. • 
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work of adequately checking estimates is too much for ijle 
House of Commons as constituted. Small matters are overlooked 
and large matters become party questions by which the govern
ment stands or fallB. He claims that the entire procedure appears 
to be controlled by rules and customs that treat with party and 
opposition obstructionist tactics. He concludes: 

A more unsatisfactory state of affairs could hardly )Je· 
imagined. It reduces the whole laborious process of the 
control of expenditure by the House to something · of a 
faree.t0 

In general this legislative element of the British system · is not 
accorded the usual and obvious praise that other elements deserve 
and receive. · · 

The British Empire units follow the home country in their 
committee procedures. In Australia, Canada, and New Zealand 
almost identical internal organization of the legislative commit
tees is found. In India there is some indication that committee 
and other arrangements vary somewhat from the usual British 
pattern. In the Irish Free State a somewhat lesser use of the 
device of the Committee of the Whole is noted. 

Other Nations 

There are totally ditierent committee classifications on the 
continent. They are best represented by the methods found in 
France. In that country a powerful finance committee of the 
Chamber of Deputies, known as the Commission des Finances, deals 
with the budget program in its entirety following its submission 
to the ChaJpber. This committee of more than forty members 
represents the political leadership of the Chamber and is in itself 
almost an autonomous legislative body as far as the budget is 
concerned. The Senate's Finance Committee is less important, 
and reflects the smaller influence that the body which it repre
sents exercises on fiscal legislation. At the head of the French 
committee the Rapporteur General not only supervises the work 
of the committee but leads it in its various discussions with 
the general membership of the Chamber and with the govern. 
ment. It should be noted that the submission of the bills by 
the commission is fully as significant as the original budget pro
posals of the Minister of Finance. 

In republican Germany the Council (Reichsral) took over the 
budget following its submission. The progress of the budget 
through the Council's Budget Committee sub-committees and 
then through the three readings was identical with the practice 
met by the budget in the Reichstag. The Budget Committee of 
the Reichstag was led by the Rapporteur, a dominant figure in 
legislative discussions of fiscal matters. As in France; the budget 
committees discussed all phases of the fiscal program. 

Greece, Hungary, Rumania, Italy, and Turket are among the 
nations that have similar eommiss\ons ~overing all fiscal items, 

ll Young, op. ctt., p. 82. 
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including those introduced through the medium of the budget 
· messageP .It will be seen that no American state appears to have 
adopted similar. committee procedures. 

An extended discussion of the arrangements in the United 
States federal government will follow, because of the relation 

. of the "Scheme to a possible recommendation for the American 
states. It should be noted that up to this point the bicameral 
nations, which have been listed with reference to committee prac
tices, do not arrange for joi~t committees. 

United States Federal Government 

In the United ~tates the procedures differ greatly from the 
British or French pattern. A Committee on Appropriations deals 
with the eStimates in the House. It has a membership of thirty
six and has numerous sub-committees created according to budget 
classifications. Jn the Senate a. similarly constituted Appropria
tions Committee of eighteen members deals with expenditures. 
The Senate Appropriations Committee differs from the related 
body in the House in that its individual members may not offer 
amendments. It will be noted that the budget does not usually 
contain specific recommendations for revenues although they 
may be hinted at or outlmed in the budget message. It is there
fore not strictly in connection with the budget that the House 
Committee of Ways and Means and the Senate Committee of 
Finance deal with· the revenue problem. There is a joint Com
mittee on Internal Revenue which acts as an advisory body and 
does not supersede the taxation committees. The procedure in 
the federal Congress is well outlined in the various public admin
istrative and budget studies that have appeared.12 It is not 
necessary to repeat them at this point. Some of the procedures, 
however, are interesting from the point of view of concentrating 
expert legislative opinion on the budget items through the medium 
of the committees.· While the dominant figure of the Budget 
Reporter of the French or German pattern is lacking, continuity 
of service and of interest in particular aspects gives some com
mittee members an expert status for their special interests. In the 
Senate, for example, the heads of jlifi'erent committees are ex
officio members of the sub-committees that discuss the appropria
tions for the functions in which they are primarily interested. 

Some major opportunities for improved committee work are 
present in the federal arrangement. A basic problem is emphas. 
ized by the fact that France and a few other nations have oom
mittees that deal with both revenues and expenditures. Their 
committees are budget committees, not concerned with just one 
group of :fiscal items. 

11 Among the nations whose budgetary practief!ll have not been compre· 
hensively snrveyed. Cuba, Finland, Japan, and Norway also arrange for 
singl! committees to discuss income and outlays. L. of N., TecA. Oomm., 
op. mf., Vol. II, p. lll; Vol. ill, pp. 91, 106, 131. 

11 See Willoughby, op. cit., pp. ~UH29. 
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For jurisdictions that have no legal requirements concerning 
balancing or any restrictions on borrowing, considerable advan
tage is gained in having a single agency concern itself with income 
and outlay. A coordination of the two is difficult to avoid since 
the identical members deal with the same problems simultaneously· 
and cannot shift a particular feature of . the financing problem 
to some other agency. The need for such coordination exists. 
In the absence of the comprehensive committee coverage it can 
be brought about only by a powerful executive or )>y some identi
cal membership on the several committees of one chamber. Buck, 
in commenting on the fact that our committees work independ
ently of each other in considering the ·expenditure and revenue 
features of the budget, notes, however, that: 

the Chairman of the House Committee on. Ways and Means 
and Committee on Appropriations keep in touch in· order 
.to ascertain what action is being taken by each other's com
mittee and to bring the revenue and expenditure. proposals 
into balance as far as possible.18 

Another way in which the advantages of comprehensive com
mittee coverage are achieved is through the above-mentioned 

_ practice of placing the same individuals on several committees. 
Chamberlain cites the example of Senator Jones of Washington, 
who acted simultaneously as Chairman of the Committee on 
Appropriations and as a Member of the Finance Committee.1' 

Such a double mem:hership on the two important fiscal commit
tees is more likely to occur in the Senate, where there are only· 
ninety-six members, than in the House where only a single major 
committee assignment for each individual member is customary. 
The House, as a matter of fact, is known to make membership 
on the Ways and Means Committee a bar to participation in 
any other important committee activity. The substitutes for a 
single budget committee arc, however, hardly capable of yield
ing the obvious advantage that a budget-minded rather than 
a tax-minded or an expenditure-minded committee may yield in 
terms of the problems under study. 

Foreign students of budget questions have been almost uni
versal in their praise of the comprehensive committee arrange
ment. Neumark, for example, has shown the comprehensive 
committee to have been unquestionably accepted in the second 
Reich and in most of the Lunder. He notes that it is more logical 
for those discussing revenues to be equally well informed and 
concerned with expenditures. Neumark also feels, with regard 
to committee membership, that regardless of the subject matter 
of the committee's interest, the chance of getting experts in public 
finance depends on whether such specialists are distributed in 
ratio to political strength. In countries that operated, as did 
<nrmany, with multiple parties, this aspect is of greater signifi-

• 
" Buek II. o,. oil .. p. 198. 
1t Chamberlain, ep. oil .. p. 83. 
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canee. than it is ~legislatures th.at generally have only two-party 
line-ups.18 Some American authorities have likewise suggested the 
desirability ~f the continental arrangement. Buck's comments 
are enlightening. He notes that 

. . . the French scheme has the advantage over the Ameri
c~ in that a single committee in each house considers both 
Sides of the budget and therefore can readily give attention 
to ·budgetary equilibrium in its deliberations and recommen-

, d~tions. . This is a ~Gult matter for the four separate com
nuttees of the American Congress. The committees of the 
lower houses in both France and the United States are the 
first to work on the budget and to report their findings to 
their respective houses. Usually the committees of the upper 
house do not settle down to serious work on the budget 
until they have received the budgetary proPQsals as voted 
by the lower houses. The committees of both governments 
have investigating and clerical staffs, the French staffs being 
perhaps more elaborate. The powers of the committees to 
modify the executive recommenda~ions contained in the 
budget are quite extensive in both France and the United 
States; indeed, on sqme occasions their full use has resulted 
in the complete recasting of the ,budget.111 

Willoughby has stressed the belief that the complete discussion 
of all fiscal matters would be too great a task for one committee.11 

He feels the concentration of power and responsibility to be too 
·great. It .is difficult to agree with his contention that the dis
cussion of ·expenditures and revenues should be separated because 
questions dealing with the former are non-political in character 
and the latter not. In general, Willoughby's views are typical 
of those that do not emphasize fiscal and economic considerations. 

The Chamber of Commerce Committee report made the subject 
of a comprehensive budget committee one of its most exhaustively 
discussed subjects. The arguments both for and against the 
proposed change are of interest because, as they note with regard 
to their comments, 

There is no intent to limit the carefully guarded powers of 
.Congress over fiscal affairs, but rather to urge the develo\l
ment. of procedure whereby- the full benefits of systematic 
fiscal planning can be realized.18 

Disregarding the suggestions for joint committee arrangements, 
the report recommends that: 

. There should be set up in· each House .of Congress .a Bud-
. get Committee with the duty of proposmg and nrgmg the 

111 Neumark, op. mi., p. 88. 
ta Buck II, op. mt., p. 201. . . B lt' 
uw. F. Willolfghby, Prinmples of Public Admiflt~trottOA ( a 1more, 

1927), p. 472. ... 't 18 
11 Report of fle Special CP.mmittee 011 F'tdef'OZ Er.tlfHnau.tures, op. m ., P· · 
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adoption of the main outlines of a systematic fiscal program 
which correlates revenues and expenditures, and indicates 
the amount of revenues and aggregate appropriations by main 
classes. Supplementary appropriations, as far as possible, 
should be included in the aggJ:egate of appropriations. Mter 
each House has determined limits on revenues and expendi
tures, the detailed work of devising appropriate fiscal meas
ures should rest with the present committees concerned with 
revenues and appropriations. 

The Budget Committee could also serve as a definite agency 
to receive the reports of the auditor and recommend appro
priate action thereon.18 · · 

It will be noted that the recommendation is not for an arrange
ment comparable to the French scheme but for a plan better 
suited to our existing practices. The Budget Committee is here 
conceived of as a committee on fiscal policy specializing in the 
coordination and balanced relationship of revenues and expen
ditures. The Committee (to be set up only in the House) would 
concern itself solely with major categories of both sides of the 
budget program, would endeavor to correlate all fiscal and economic 
implications and would, with its avowed interest in the balancing 
problem, express its views on maximum limits for revenues and 
expenditures. Some indication of the Committee's dissatisfaction 
with the executive leadership in fiscal affairs at the time the 
report was written may be noted from the fact that the con
gressional committee is visualized as developing (after the Pres
ident's budget has been submitted to Congress) a complete fiscal 
program and, in the manner of an executive, guiding the pro
gram through the whole body of the legislature. Those support
ing the Committee's ~eport continue : 

It is contemplated that this committee would deal with 
the broad aspects of the budget only and would not supplant 
other committees. Its personnel might perhaps be selected 
from members of the Ways and Means Committee and the 
Committee on Appropriations. If, as earlier proposed, the 
budget estimates were presented at a later date, this com
mittee could confer after Congress convened, either for
mally or informally, with the executive budget authority 
during the compilation of the estimates. A budget thu~; 
prepared would be presented to Congress with added prestige, 
since it would represent not only the opinion of the Pn.>s
ident, but also, to a greater or less extent that of key men 
of the House. 

The presentation of the report of this committee in the 
form of a general outline would precipitate a vigorous debate 
-perhaps the most important debate of the aession-drama
ti.ze the situation before the public and sharply focus atten
tion on the perennial questions of revenues and expenditures. 

" nu., p. u. 
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After a program had been approved by the House, the 
Appropriations . Committee and the Ways and Means Com
mittee could then handle the details of legislation, keeping, 
however, within the limits of the plan approved by the House. 
Should there be occasion ~o modify the original plan, the 
Budget Committee would be in a position to recommend 
changes. In the Senate a similar organization and procedure 
could .be adopted. 

Such a committee would be a definite, permanent and 
continuously available agency to which Congress could look 
for the development and maintenance of a systematic :fiscal 
program, and which would be in ·a position to indicate limits 
o~ both reven~es and expenditures.20 

In other words, the Committee would be the first line of defense 
against any executively conceived deficit financing. This means 
that it would think in terms of programs. 

The opposition ideas expressed in the "Arguments in the Nega
tive" do not appear to raise any sound objections against the gen
eral principle of comprehensive budget committees: 

Theoretically, such a committee should be of great ·aid 
in considering· both sides of the public ledger at the same 
time. . Practically, however, there are serious obstacles to the 
effective operation of such a plan. 

In the first place, the members of the present Appropria-
. tions Committee are already so burdened with work that they 
would have no time for a study of questions of revenue. 
The concentrated attention which the members of this com
mittee, and of the Committee on Ways and Means, must now 
give to their duties finds practical expression in the practice 
of the House of Representatives which limits the membership 

· of each of these committees to membership on that commit
tee alone. The government establishments for which appro
priations are made have grown up over a long period, have 
activities ()f a specialized and varied nature, and can be 
dealt with on an intelligent basis only by those who have 
studied the subject closely and for years. It is reasonable 
to assume that with such a task before them, the members 
of the Appropriations Committee, if they have any time to 

· · spare, would prefer to spend it in an even closer scrutiny 
of the activities for which appropriations are sought. 

The members of the revenue committee also are occupied 
with a highly complicated and very technical. subject in 
which even the slightest changes in rates or sources of rev
enue may have far-reaching e;ffects. It is likely that th_ey 
would be as reluctant to accept the aid of the Appropria
tions Committee in this field as the latter would be toward 
giving it. 

The mem'hers of the Committee on Appropriations also 

ao lbid., p. 20. 
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could be expeeied to have a natural reluctance toward limit
ing their appropriations on the )>asis of a mere estimate of 
probable revenues. If the budget had been balanced in the 
preceding year and the estimated revenues for the next 
fiscal year showed a decline of $300,000,000, the proposed 
eourse apparently. would require the Budget Coxiunittee .to 
order that appropriations be reduced $300,000,000, or that 
new taxes be imposed to raise $300,000,000, or that this 
sum be apportioned between reduced appropriations and 
increased revenues in the sums :6xed by the Budget Com
mittee. . 

But if an activity is so meritorious that an appropriation 
is to be denied or limited solely because of a lack of revenue, 
that lack should be a real one and not a mere revenue esti.: 
mate which may miss the mark by several hundred millions. 
Similarly, tinkering with the revenue laws in order to meet 
a paper deficit which may never materialize would seem to 
be a very unsound practice. 

In the seeond place, the matters dealt with in r8.1SJ.D.g 
revenues and in making appropriations are fundamentally 
different in nature and are to be approached in different 
ways.•t 

The discussion quotes and approves Willoughby's eontention that 
expenditure and revenue problems are both political and non
political, and concludes as follows: 

It is true that the first of the objections here presented 
might be met by selecting the members of the proposed Bud
get Committee from persons who are not on the Committees 

· on Appropriations, and Ways and Means. But this device 
would not meet the second objection given above. Further- · 
more, it would introduce new difficulties to the adoption of the 
proposal. When one recalls the reluctance of Congress to 
concentrate power over appropriations, it is not to be expected 
that a single group will be given power over the combined 
field of appropriations and revenue.•. 

While the particular proposal of the Chamber of Commerce 
and the general question of reform of federal practices are not 
of immediate interest, it is noteworthy that there has been no 
significant opposition expressed to the idea that the present 
unrelated and piecemeal presentation of the fiscal program to 
several groups in Congress should be modified. No attempt is made 
in committee discussions to view the fiscal program as a whole, and . 
to view the budget proposals of the Executive in their aggregate. 
Lacldng the feature of the English plan which subordinates Parlia
ment to Cabinet leadership, it will be recommended that the federal 
practice be rejected as a model for state action. 

anu.. P· 26. 
• Die&. 
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Belgium, Denmark, The Netherlands, and Sweden have arrange
m~nts that are similar to the American practice. · Separate· com
mrttees· ·deal· more or less independently with the various meas
ures that are introduced. A number of recommendations for 
committeE~. practice modification, towards increasing their fiscal 
efficiency, have been made. Sweden's arrangements have been 
described ·as follows: 

. The' Committee_ on Affairs of the State (Statsutskottet), 
the Committee on Agriculture, and the Committee on Bank
ing are the standing committees . concerned with the items 

' of expenditures that enter into the budget; the revenue side 
is prepared by the Committee on Revenues (Bevillningsuts
kottet). In addition to these standing committees there are 
many special ones, dealing with certain aspects of the bud
get. These committees work independently of the Adminis
tration (the Cabinet or the Ministries), the only link being 
the Statssekreteranern (Secretary of the Department, .as dis
tinct from the Minister) who may be called upon to furnish 
certain facts that the committee desires.28 

Joint Committee Organizatioar 

In view of the fact that the creation of joint membership com
mittees prevails in some American states, a few expressions of 
opinion regarding the adoption of such a practice in the federal 
·government are of interest. . 

Buck notes that a single joint committee would eliminate some 
disadvantages in the bicameral system though it would not 
remove all of the difficulties.u 
· He quotes Willoughby's belief that "any plan for joint action 
between the committees in the two houses of Cone-ress would be 
.feasible, at least so long as we cling to the historic right of the 
lower house to originate financial measures and continue to believe 
in the efficacy of the bicameral system.' '25 There do not appear 
to be any real disadvantages apparent in Willoughby's statement. 

The Chamber of Commerce did not directly concern itself with 
.the creation of a joint committee. __ In its Report it noted that 
joint hearings by the Appropriation Committees of both the 
Houie and. the Senate would hasten the Congressional delibera
tions and avoid duplication. The Chamber's report favored a 
retention of complete liberty of action by each Committee as 
now constituted.26 That feature of- the Report which discussed 
negative arguments brought out some interesting points which 
tended to show that. the Senate Committee's activities were 
neither time-consuming nor superfluous. Significant portions of 
the discussion follow : 

2S Adapted from Swedeu's Budget System, op. cit., p. 6. 
:u Buck II, op. t'it. p. 196. 
111/MtJ. 
as Report of fhe Special O?mmiV-ee em FedemJ EID]Hmditurea, op. cit., p. 22. 
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It does not appear that the proposal would have any 

appreciable effect in expediting action. The time now spent 
in Senate hearings is limited, and constitutes but a small part 
of the time for which Congress is in session. The hearings of 
the House Committee are always availa,ble to the Senate Com
mittee. 

If there was any unreasonable delay in the enactment of 
these appropriation bills, it must be charged to some factor 
other than the time consumed in the hearings before the 
Senate Committee. 

Nor does it appear that there is any great amount of 
duP.lication by reason of separate hearings. The printed 
hearings on the bills referred to above show that the Senate 
hearings tend to concentrate on matters not fully, developed 
in the House hearings. , 

At the same time, the Senate hearings serve a very useful 
purpose. Where changes have been made in an appropriation 
bill on the floor of the House of Representatives, such hear~ 
ings permit an inquiry into those phases of the changes 
involving new considerations. 

The hearings before the Senate committee also permit an 
examination into changed conditions which may suggest that 
changes should be made in appropriations which seemed 
proper in amount when the House hearings were held some 
weeks or months before. And where supplemental appro
priations are sought for authorizations made subsequent to 
the action of the House on the appropriation bill, the Sen
ate hearing provides an opportunity to eXa.mine into these 
claims, and to add them to the appropriation bill, instead of 
permitting them to go to swell the total of so-called "defi
ciencies. ' 12

' 

A Joint Committee, if it met at a later date than the House 
Committee meets at present, and if its membership covered all 
the subjects discussed, would meet some of the objections raised. 

In spite of the existence, already mentioned, of a Joint Com
mittee on Internal Revenue Taxation, there is no likelihood that 
Congress will abolish separate committees for each of its bodies. 
For this reason no serious discussion of the advanta~es or dis
advantages is found in terms of the federal Congress. 

Summary and Conclusions 

Varying degrees of conformity to democratic principles, differ- ' 
ent institutional and traditional backgrounds, and above all, the 
absence of many praiseworthy arrangements tend to reduce the 
value of the national practices as guid~s. for state action. A few 
conclusions may, however, be drawn.~me method of eliminat-

" I.bW., p. 21. 
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. . 

ing the burdens of bicameral legwatures appears advisable. In 
view of the Jact that suppressing an existing upper chamber 
is out of the· question in our governmental structure, the fiscal 
support of the unicameral reform movement seems well advised. 
Of greater. value are the provisions and practices with respect to 
committees. Joint committees to coordinate the action of both 
legislative bodies are obviously better suited to the survival of 
soundly conceived executive ,budget programs or to the substitu
tion of legislative plans than are separate committees ·in each 
legislative body.· The comprehensive committee coverage prac
tice of· the national governments is one that only a handful of 
states has adopted. The practice of assigning the entire budget 
plan instead of only revenue or expenditure proposals to• a single 
committee has much to recommend it. 
' It would appear that among the . remaining democratic gov

ernments the leaders might well revise some of their legislative 
arrangements .for .budget adoption. It is particularly desirable 
that the federal government set the· pace in revising the Con· 
gressional committee structures, in order that its leadership .of 
the, states in, this p~ase of governmental reform be establisll~~:. 



CHAPTER XXXIV 
LEGISLATIVE ORGANIZATION IN STATE GOVERNMENTS 

In general the American states have adopted the federal 
Congressional procedures in their legislative processes 'dealing · 
with budgetacy matters. The few. departures contain some 
improvements which deserve wider usage. 

Priority Rights 

The first problem is related to the distribution of budget func
tions between the upper and lower chambers of state legislatures. 
Certain priority rights are noted in a few of the states. · The 
initiation of revenue measures, in Kentucky ·for example, is 
restricted to the lower House. The effect of these few priority 
rights has not been influential in bringing about the limitation 
of upper chamber power.1 It may generally be stated that at 
present theoretically all states except Nebraska must cope with 
the problem of two equally potent legislative chambers. 

Unicameral Legislatures 

Students of budget problems have not hesitated to. add their 
blessings to the campaign for unicameral legislatures. The results 
in Nebraska will be watched with great interest, although the 
State. is not one in which legislative practices are known to have 
been vecy objectionable. It is hoped that the experiment will suc
ceed in its general objective of introducing efficient non-partisan 
conduct of legislative affairs, and that, for the benefit of budget 
problems, other states will follow the lead. Already a few states are 
considering the abolition of one chamber. 

Committee Organization 

In order to eliminate some of the disadvantages of the bicameral 
system (without completely a.bandoning it), and in order to 
improve efficiency in procedure, several approaches are possible. 

Keeping the English practices in mind, Buck has noted a way 
to eliminate some of the defects of our standing committee pro
cedures, which he. describes as follows: · 

Certain shortcomings are apparent in the workings of 
the American standing committee system as applied to the 
budget. This system fosters "logrolling" behind the closed 

l Although mouey bills are often required by Mnstitutional provision 
to origiD&te in the lower house, in aclual practice this procedure amounts 
to little or nothing. A. E. Buck, Jl~ Otw State LegisltJtun, 
Pamphlet No. 4, Amerk-an Aeademy of Politieal and 8oeia.l Seienee 
(Philadelphia, 1936), p. 1. (Hereafter eitecl u Buell In) 

(447] , 
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doOrS Of the COmmittee room, promoteS 1 
I gag rule I I On the 

legislative floor, discourages legislative discussion and thereby 
reduces publicity to a minimum, stifles rather than develops 
the. ''opposition'' in the legislative body, and compels the 
votmg of a whole bill at once instead of by its important 
sections. .As a remedy for these ills, the use of committee 
of the whole has been suggested by certain publicists, but 
rather as a supplement to the standing committee system 
than as a substitute for it.2 . 

Parenthetically, it may be noted that Buck deprecates the prac
tice of some states of voting the budget program as a unit. Of 
greater ·significance is the discussion of the Committee of the 
Whole idea. 

The Constitutions of two States, Maryland and New York, con
tain budget amendments that provide for budget discussion by 
a Committee of the Whole. A few states follow the old parlia
mentary practice but have standing committees as well. New 
York has not carried out its provision and there is no record 
of its legislature's having discussed the budget while constituted as 
a Committee of the Whole. Buck notes that Maryland's Legisla
ture has also either neglected or refused to establish such a pro
cedure. A few states appear to have voluntarily arranged for 
budget. discussion under those eircwnstances, although some fol
low the practice of the federal House of Representatives in this 
matter. Allowing for some of the disadvantages of the British 
methods, none of which are inherent in the Committee of the 
Whole, Buck advocates its use in the states for the following 
reasons: 

It would permit open discussion on the legislative floor, 
allowing dissenting members of the majority party to express 
themselves without incurring the charge of party treason, 
and it would encourage criticism by the "opposition" mem
bers. With the executive and his chief officers present on 

· the floor, committee of the whole would enable the legislators 
to question them freely on the budget and to hear their 
:rebuttals to the findings and reports of the standing com
mittees.• 

The pro~edural advantages to -be achieved by the Committee of 
the Whole idea are not to be confused with those that are concerned 
with the bicameral character of state legislatures. Several laudable · 
state practices may be noted. One method that merely serves ~o 
eliminate the time delays that characterize the bicameral syst~m IS 

the practice of beginning discussions on budgetary matters simul
taneously in both Houses. Such practices are found in Iowa where 
the budget and drafts of appropriation bills are referred to ~he 
appropriation committees of both Houses immediately followm~ 

:e Buck ll, op. cit!, p. 201, . 
SJ'IJitJ. 
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their submission. Similar methods are used in Maryland, Michigan, 
North Dakota, Oklahoma, and West Virginia, and no doubt else-' 
where as well. Oklahoma's budget law is singularly explicit in its 
efforts to insure that both Houses of its legislature will coordinate 
their efforts when budget items are proposed and noted. The · 
Brookings study in describing the relevant statutes states: 

••• the law provides: (1) That the legislature, in taking 
action upon the budget recommendations of the Governor, · 
shall sit jointly in open sessions while considering the bud~ . 
get;' . 

Elsewhere the Brookings experts note that the State has failed 
to follow the practice and that joint open sessions are not held.' 

Joint Committee Activities. 

What appears to be the greatest contribution made by the 
states is their recognition in some cases that joint· committees 
should coordinate the activities of both cham,bers and thus 
avoid costly duplications. The list . of states that operate per~ 
manently with some joint committee activity on budgetary ma~ 
ters is extensive. It includes Connecticut, Arkansas, Delaware, • 
Florida, Idaho, Maine, Massachusetts, Mississippi, Missouri, North 
Carolina, Oklahoma, South Carolina, Tennessee, Virginia, Wis
consin, and Wyoming. . Most of these states provide · only for 
joint hearings by the committee which does not as such vote 
on bills submitted to both legislative ·bodies. Nevertheless, there . 
is some indication that a unified legislative approach may be 
fostered. In view of the fact that the committee hearings usu
ally do not concern themselves with details, but are useful in 
informing the members regarding general principles, joint hear
ings can be recommended. They save time both for the legisla
tors and for those presenting their views. Of the group men
tioned, only three New England states, Connecticut, Maine, and 
Massachusetts, provide for actual joint committee operation: The. 
comments of Chamberlain on the situation in Massachusetts are 
of interest: 

Massachusetts leads in another form of committee work, 
the joint committee, composed of members of the appropri
ate committees of both Chambers .•.• Joint committees report 
their bills out to either Chamber, so as to secure a fair dis~· 
tribution of business, except that money bills go to the lower 
house. The important taxing and judiciary committees meet 
in joint session, though not properly joint committees. In 
Massachusetts this procedure has been successful in shorten- . 
ing the time of consideration, and in lessening the labora 
of those interested in legislation who have to follow meetings 
of one instead of two committees. • 

• Brookings Institution, Okl41t.otn4 8rlf"ffey, op. mf., p. 218. 
I Ibid., p. 240. . 
• Chamberlain, op. cit., p. Ill. 
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There are a number of jurisdictions, including Alabama, Califor-
. nia, Colorado, Georgia, Illinois,· Indiana, Kansas, Kentucky, 
Montana, New Hampshire, New York, Ohio, Oregon, Pennsylva
nia, Rhode Island, Utah, and Washington, in which the complete 
committee structure of each bicameral body is combined~ 

While at this time the advantages of a unicameral legislature 
are not yet apparent, the defects of the two-chamber arrangement 
are obvious. The following passage will gain in emphasis when 
the problems of efficient budgetary adoption are kept in mind: 

Delay is the essence of a bicameral system, and the forces 
of modem civilization have transformed government from a 
repressive into an active agency-one that can ill afford 
delay. Serious problems demand immediate . solution, and 
cannot await the ;bargaining and compromising that inevit
ably characterize the proceedings of two-chambered legisla
tures. If a check upon unwise legislation is necessary, it may 
be found' in the veto power of the governor and the power of 

, the courts to declare laws unconstitutional. Moreover, expe-
. rience has shown that the bicameral system .. sometimes actu
ally facilitates the enactment of ill-considered measures, 
instead of preventing their passage. Each house feels less 
responsible for the legislative product, because it shares its 

.. accountability with the other chamber. Thus it frequently 
happens that an unwise but popul!f,r bill is passed by the 
house in which it orignated in the belief that it will certainly 
be defeated ;by the other house. When it reaches the other 
chamber, however, the fear of popular clamor may be suf
ficient to secure its enactment there, also. The members of 
the second house are likely to reason that after all the bill 
was not of their making so that the blame does not lie pri
marily at their door. If the legislature were a unicameral 
body, such evasion of responsibility would be impossible.' 

It must be recalled that the states are listed according to legal-
. ized procedures. Actual practices may differ; in Oklahoma, for 
example, the experts noted that no joint hearings were held as 
provided 'by law. They commented on this failure to observe 
the law stating: ~ 

The inclusion of this proVision in the budget law was for 
the purpose of facilitating the action of the legislature upon 
the appropriation recommendations of the Governor. It is 
a wise provision and if followed it ought to aid materially 
the two committees in arriving at the total appropriations 
to be made for the support of the government for the ensuing 
biennial period. 8 

. • 

Other authorities support the joint committee practice and ree
ommend its adoP,tion wherever it is lacking or is a mere dead letter 

'Macdonald, op. oit., p. 195. 
1 Brookings Institution, OTC.ahomiJ 8u-roeg, op. cit., p. 240. 
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law. The 'Maine survey aids in showing the Institute of Public 
Administration's experts' views. • The Chamber of Commerce 
report on the political subdivisions also favors joint committee 
action.10 . Such a committee assures the undivided attention of 
budget officials and spending agency heads to the legislative 
inquiries. Political difficulties between the two chambers might 
be smoothed out before rather than after the general delibra
tions. In New York State there has been at least one recent 
instance where one Chamber has deliberately attempted to come 
into conflict, rather than cooperate, with the respective commit
tee of the other House.11 

There is no doubt that the best financial interests of a state 
are helped by having both houses served by a joint membership 
committee. It will be poss~ble . for the· legislatures to carry on 
their deliberations more efficiently and more intelligently. The 
difficulties that He in the path of achieving any reforms in 
these directions are occasioned by the fact that it is necessary 
to have single-party control of both chambers in order that .the 
joint committees may work smoothly. Bi-partisan committees, rep
resenting chambers of different political complexions, are bound 
to favor political rather than financial interJ,}retations. 

On some recent occasions the New York State legislature has 
voluntarily provided for joint hearings of its two leading com
mittees, the Senate Finance and the Assembly. Ways and Means 
bodies, which are concerned with expenditures. This has held 
equally true of tax problems. For example, in 1933 there were 
joint sessions of the Senate and Assembly Taxation Committees, 
while in the same year there were joint hearings by the two 
first-mentioned Committees. The joint bodies were, of course, 
unofficial in character and reporting was made by the individual 
committees. In 1937 the Assembly and Senate groups (Ways 
and Means and Finance Committees) again met .for joint hear
ings. It is obvious that the legislators, except when motivated 
by partisan rancor, have themselves felt the advantages of a 
time-saving and instructive character which joint committee 
action denotes. If conference committees can finally bring about 
compromises, joint groups might do so in the first instance. Cham
berlain reports that in New York unofficial committees of party 
leaders function very much in the manner of standing joint com
mittees. 

There appears to be no widespread belief that the merging of 
eommitttees, especially with regard to their hearings· and delib
erations, would be in conflict with any basic institutions of 
democratic governments. The ideal arrangement would be a · 
joint committee that would analyze both revenue and expendi
ture items. Few such committees exist in the states, but there 
have been suggestions for a more widespread adoption. 

• Institute of Publie Administration, Btu"''1eg of MIMfllll' op. oU. p. 56. 
to 8ta.f, en4 Locol BudgtttJf"JJ Met.hod.r, op. cit., p. 16. . 
n N. Y. Times, January 24, 1936. 
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obvious that there is no such continued attention of com
mittee members to their work as there is in Congress, where a 
member of an important committee is engaged for a large 
part of each year on the work of ·his committee and, even 
in the interim between sessions, may be visiting those sections 
of the country in which his committee is most concerned, 
or listening to arguments for or against propositions before 
the committee, or preparing himself for its meetings at the 
next session.18 · 

The fact that legislative meetings are held biennially and only 
for a short time militates against the ·efficiency of full legislative 
review and voting and need not be related to committee action 
alone. . 

Cost limitations prevent the states from providing their com
mittees with permanent staffs of experts. Only New York and 
perhaps a few other commonwealths have provided for perma
nent legislative commissions, maintaining expert staffs to sug
gest revisions of financial measures. The legislative council 
device discussed in the next chapter is also used in only a hand
ful of states. New York is proba.bly unique in providing its 
appropriation committees with expense funds, with stenographic 
assistance, and in furthering committee operations. Even this State, 
however, with a daily cost of government of over one million 
dollars, does not provide its committees with sufficient funds 
to provide for staffs to check: and to study estimates. If the 
legislature has the power to initiate a fiscal program of its own 
choosing it should be equipped, from a technical point of view, 
to do so. 

It is possible, however, through such arrangements as joint 
revenue and expenditure committees . and permanent research 
staffs to overcome some of the major defects. The success of the 
unicameral movement should also have a great influence on 
enhancing the efficiency of the legislative organization for ·the 
periodic voting of budget programs. 

u Cb11.mberlain, op. oil., p. 88. 



/CHAPTER XXXV 

LEGISLATIVE SESSION FREQUENCY IN THE 
AMERICAN STATES 

Regular Legislative Sessions 

Before the procedural aspects of adoption practices are dis
cussed, there will be a short digression on the question of the 
frequency of legislative sessions. Previous analysis has indicated 
the undesirability. of biennial or quadrennial budget periods. 
Only five annual budget periods were noted. The existence of few 
short budget periods in the United States must be attributed solely 
to the fact that regular legislative sessions are not called with 
greater frequency. (The case of Alabama is so outstanding as 
to eliminate the necessity for much specific comment. It has, since 
the adoption of its budget period, not once failed to require a 
special session to intervene between the regular quadrennial meeting 
of its legislature. Regular planning and adoption continues, never
theless, to adhere to the four-year period.) In the other states the 
problem is on·e. of weighing relative merits. Legislative sessions are 
expensive and, with regard to non-fiscal legislation, frequently 
unessential. The notorious partisan character of state governments 
in the United States adds many pros and cons which will not be 
discussed at this point. 

The comments of an authority on state governments on the 
biennial session practice and its background indicate that fiscal 
necessity was not a factor in the adoption of the two-year 
intervals. MacDonald notes: 

In most of the states annual sessions were held, and a few 
states provided for two sessions a year. In 1796, however, 
Tennessee specified that its legislature should meet at two
year intervals. Its example was not generally followed at 

Jirst, but after a time the biennial idea began to prove 
extremely popular. Men· had found to their sorrow that 
legislative assemblies could be guilty of tyranny and folly, 
not to speak of downright dishonesty. They had learned 
that every legislative session was likely to be marked by the 
passage of unwise . and 1,1nnecessary laws. And so they 
reasoned, somewhat illogically, that the way to reduce the 
quantity of undesirable legislation was to cut in half the 
number of legislative sessions. With only half as much time 
at its disposal, the legislature could do only half as much 

[454] 
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. harm. This was the council of despair, but it made a strong 
appeal to the popular imagination, and has become a maxim 
of present-day politics.1 

Disregarding all but fiscal considerations of the problem, it 
appears desirable for most of the states, in which taxes other 
than property levies predominate, to eliminate the lengthy esti
mating required when biennial sessions are held. Certainly in the 
states in which the finances are of any considerable magnitude, 
there should be an annual review. It would appear feasible for 
states that have biennial sessions and do not wish to open their 
statute books annually to a floodgate of miscellaneoliS legislation, 
to provide for sessions meeting in the years in which the regular 
sessions are not called to discuss exclusively the adoption of the 
budget and the relevant fiscal measures. The experience during the 
depression supports the belief that the states find it impossible to 
function with biennial meetings alone and that the state legislatures 
necessarily convene in special session with considerable frequency. 

Special LeP.sJative Sessions 

The past five years have seen many state legislatures meeting 
in their off years and grinding out piecemeal and detached fiscal 
legislation. Table XIII indicates the widespread use arid fre
quency of special RP.s.crions during the depression and the recent 
recovery years. It is obvious froJll the pace with which fiscal 
legislation was turned out that most of the sessions originated 
with desires for, or included, the adoption of revenue and expen
diture measures. California, Connecticut, Florida, Nebraska, 
Nevada, North Carolina and North Dakota are the only states 
among the forty-three having no regular provision for an annual 
session that did not indulge in special sessions. The concen
tration of special sessions in 1933, an odd-numbered year in 
which many state legislatures regularly meet, serves to indicate 
that annual sessions might not have eliminated all the others. 
The fact that the states with one year budget periods, including 
New York, have also called special sessions indicates that the 
frequency of meetings may be caused partly by the time as well 
as the infrequency of regular meetings. The list nevertheless is 
impressive and raises the question whether the special session 
is a solution of the disadvantages of a biennial meeting during 
crisis periods. 

The special session might prove to be a means of economy 
if the irregular meetings were judiciously called and if a com
prehensive supplementary or corrective budget machinery were 
available. Special sessions of state legislatures are not, how
ever, to be considered as one of the successes of our legislative 
processes. The legal limitations regarding such sessions, as well 

t YaeDouald, op. cit., p. 198. 
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TABLE XIII 
STATE LEGISLA.TIVlli SESSIONS' 

1982-1936; Inclusive 

1933 .1934 1936 1936 

AlabNDa ......... , .... ;, (b) (8/16-11/4), .. !"""' (b) (,1/31-4/14) ............................ , ... (a) (1/8-9/13) ........ ;, ~5 (2/11-4/1'1'~ 

Arlaona,.. .. .. .. .. • • .. • (b) (12/28/31-1/9)... • • • ~~~)) ~~~j~ih", .. .. .. .. .. . . . .. . .. .. .. .. .. . .. (a) (1/1.4-B/21)., .. • .. .. .~> aij~ll/26) ~ 
Arkane01 ...... ~... ...... (b) (3/16-4/12) .. ,, .. .. • a 1/9-3/9) ... ,, .... ... (b) (1/2-1/26).......... (a) (1/14-3/14) 
• b 8/ 14-8/24) .......... (0) (4/9-4/11) 
California., ..................................... · (a) (1/2-'1/26) ............ ..... , .. J.: .............. (a) (1/'1-6/16) ... _ ..... .. 
Colo~ado ........................................ (a) (1/4-5/9) .................................. (a) 11/2-4/6) .......... . 

'!'l~~~Jtit=~i34)' ....................... ····· ...................... . ~b~ {li/211-6/26) b 3/23-4/1) 
0 11/1'1'-11/20) 

Conneotii!Ut, ......... ,.·, ...................... . 
Delaware .... , , ..... : , , •• (b>. (11/~li-12/1) .... • ••• 

J'lorida . •• ~ ••. , .•.• , •. , . • • .............. , ., ....... . 
Geor&ia •• , •• , ••• , •• ,.... '/, ••••• ,,.'I' •••• , •••• 

Idaho ... ; ...................................... . 

ID!noill .................. ~ (11/11/31-5/8) ....... 
1/19-/i 3) .......... ~) ~2/1-5%) ........... 

~ 9/7-12/21) 
Indiana ................. 7/'1-8/16) .......... 
Iowa ................... . . . . . . . . . . . . ~ .......... 
Xane1111 ................. ........... , .. , ........ , 
Kentucky .... : •.... • .•• ; .' (a) Cl/6-3/1'1) .......... 

Low.iana ... .••. , , ... , . , (a.) (11/9-'1' /'1) ........... 

Maine .................. (b) (4/1-4/1) ........... 
.. 

~·~ ~~~~~~>::::: ::::: i6}'c'toiisiawhY.::::: ~:? H~t.::~:}:: :·::::: ::: 
h) 10/18--li/'1'/34) . 

! 
4/4-6/2) .................................... \a) (4/2-ll/31) ' 

( 1/9-1/19) ......... , .. ,, .. • •• .. .. .. .. .. .. .. Ia.) Cl/24-8/23): · 

(b). (11/li- ) 
(b) (12/28-1/6/3'1') 

(a p/19-3/18) . 

~~ ~A~~}~2;::::::::: ::;:::: :::::::::::::::: f~~ {~~~g· .. ~ .. ,.... Ch> ''~'(28-'1'/31) 
(b) ~11/22/33-ll/11)... .. f~~ pt9-6/29L .. .. .. • • g' ~1/8- , n ~1/4-'1'/1) ........... 

b 10/3-11/9) ......... 
0 11/22-li/11!34) ..... 

nr~~ ........... a 1/9-4/20) .......... 
h 11/6-3/1~34) 
a~ 1/lG-3/24 ...... , .. 

(h 10/SG-12 4) 
(b 8/1/i-9/26) ......... 

Cb) (3/2o-3/24) ......... 

(a) p/4-3/31) .......... 
(bJ 11/14-11/14) 

~~> •. ~:'.1~:.6:.1.1!:: :: : : : : : ~~>. .. 1~:'~~~~:?:?~~:: : :: : i> l:~t:-'no, 
n;; . {iii6;iia:.iiii>:: : : : : 
(h) :CS/1-3/7) ••• , ••• ,, •• 

(a) (1/2-3/16) .... : ..... 

(a) (1/1o-3/1i) ....... ,. 
(a) (1/14-4/23) ....... .. 

(a) (1/8-3/13) ........ .. 

(b) (2/8-2/27) .. ~ ..... .. 

(b) (3/11-3/18) 
(b) (12/21- . ) 

(b) ('I' 1'1-'1 /13) 

f
aJ Cl/'1'-2/111~ b 12/24-3/7 
0 (3/9-3/26 

(d) n/3o-6/9) 
(e) 12/23-1/ /16)37 

Ia) (6/14-'1'/11)......... Cd) (2/27-3/2) ..... :.. .. (a) 11/11-7/8) 

~
e) (4/1/i-4/20) ' 
f) (7 /4-7/8) ....................... :~ ~~~~w 



Maryl1111d .•••••••••••••• ....................... (al (1/H/8) ........... . ...................... (a) (1/H/l) ........... (b) !8/6-4/2) 
ll/2ll-12 12) 

M~uett. .•••••••••. Ca) (1/H/8) ........... P,: ~1/H/22(. ........ (a) (1/8-8/211) .......... (a) (1/t-8/14) .......... (all n/1/12) 
~' 11/8-12/4) 

Mlohlp.D ................ (b) (8/29-l/21) ......... ~ 1/4-7/18) ........ , .. w (1~2/88-1/4/84) ••. (a) (1/2-6/22) ..... • •••• (b) (t:l/21-

Minn-ua ............... 
t/22-1/4/84) ... 0 •• (2 19-4/4) 

~l pt&-4/25) .......... (b) ~12/17-······················· Ca 1/8-4/19) .......... ' (12/6/88-1/8/84). 0 •• 

Ml.t.lppt .............. (a) (1/6-11/18) .......... 
(b 12;5-1/6/84) ....... 

(a) 'rii'i:4t4.i::::::::::: 
12/2-1/26)86) 

~~ (l/17-8/26) ······················· (10/l- ......... 
(9/14-41/19) ~ ) (11/28- ) 

w-art ................ ······················· Cal r/H/23) .......... (b) (10/17/88-1/12) ..... (a) (1/2-3/29) ~ (b 10/17-1 14/34) 
Montana ................ ······················· (a J/2-8/l .......... (b) (11/27/33-1/19) ..... (a) (1/7-8/11) 

~ N~bruka ................ 
b 11,27-1119/84) m r/1-3/26) ······················· a t~9 ........... ....................... 

NevMa ........•...•••.. ······················· a 1/1 /16) ......... 
~i ·~;;it'A,.i:::::::::: 

a 1/21-8/21) 

i New Hamp1hire ••• , •••• , • '······················ a 1/4-6/16) ... ,,,.,,, a 1/2-6/20l'" , .. ., ., • ~! ~11/12-3/18~ New.leNGy,.,,,,,.,,..,, (!fo) (1/13-t/11) ......... llo fl/IP-1/9/84.) ....... 1/10/8 -1/ll/84) .... 1/8-6/25 .......... 1/14-6/19 

NewMedoo ............. 
b 9/28-1X'~ ......... 

~~ 'fitil~/2'if:::::::: (.;.~ • ft/&-i/iif •• 0 • 0 • 0 0 0 
(b (12/lU- ) 

c&> 'cii&.:aii1>:::::::::: 
a 1/10-8 11 ......... rJ.) 

New YOJrk ............... llo 1/H/10) .. ,,,,,,,, 1/8-4/27 .......... (a l/2-4/17 .......... (aJ (1~-3/18) ~ b 7 /26-8/24) ......... ······················· ······················· ~b (1 2P-10/20~ 
0 10/18-10{18) ;I North Carolina. , , , , • , , , • ........................ ~ 1/H/16 .......... . ...................... (a~ r/9-3/11) Nor~b Dako~•.,,, •• ,,,,. 

~i 't;2'o::iiti:::::::::: 1/3-8/3) ........... tbi '(1i/6iaS:.i.iliii/a'>:: 
a 1/3-8/9) t:l:l Obio .................... 1/2-7/10) ... 0 •••• 0. ~ 1/7-3;23) 

I ' 6/16-6/16 00 ....... 8/16-9/22) ..... 0 •• 0 ........................ ll/18- ~ 

Oklabom& •• , • , , , ..... , , • 
d) 9/lol7-10/8l.. ....... 12/8- l 

(a) tl/8-4/80) ......... , ....................... 1/3-&~22 .......... ....................... (b) (11/24-1/4/86) 
b 5/24- ~16) 

Dreaon .................. ······················· ~ 1/3-1/ l'""" .... ...... , ...... , ......... (a) tl/14-8/18) ......... ~) f'/4-8/6) 1{9-8/9 ........... ······················· ....... , ................ ) Ul/1- , ) ~· 
1 ,20-12/9) 

PtiUIIQI'Ivanla. , , , , , , , , , , • (b) (6/27-1/19) ......... ~ 1/ .. , ............. ..................... ,. fa) (1/1-t/22) .r 11,18-12(21) 
Rhod.t bland .... , ....... Ca) (1/H/19) .......... 1/ -&/21 .......... ~} {1/2-4./26) .......... fa~ r/1-&/12) .......... f•~ w1-&/BO~ 
8outb •caroUna,, •• , • , •• , • (I) fl/11-fo/9),., • "'", 

6/27-t/80~ •• 0 0 0 0 0 •• 6/14-12/28) .. 0 0 ••• 0 b 5/21-3/29) ......... b 12/8-
1/10-3/18 ......... 1/9-4/14) .......... t· 1/8-3/18) .......... Ia /lH/6 

liJg"tb Dikota, .. ,., •• , , , , ······················· ~ 11/H/8) ........... ······················· a l/8-3/8) ........... (b 12/21- ) . i . t7/81-8/6~ qr .. , Tta.n-.t ..•.•.......... ........................ 1/2-&/22 .......... ······················· 
Tl-·················~· f~ ~8/80-9/21) ......... 1 jli' ... i''" ....... ' (b) (1/29-11/27') ......... 

b 7/111-8;3 
a l/8-11/11 

11/8-11/12) ........ b 9/14-1 18), ....... II I I I I I I I I I I I I I 1,.1 t I I •1 I b .. /16-10/27) 
Vtala •••.. ••••••••••••• I I I I I I I I I It I I •• I. I It I Itt t C1/8-1/9f .......... I I I I I I ~ I I I J 1 t t I I t I I I • t t ~a h/14-8/18) ......... (b) (8/llH/28) 

a w9-8/9 
~ 0 /10-8/ ) ' 
~. 



T.ABLE XIII-(Continued) 

STATE 1932 1938 1934. 1935 1986 

Vermont.,, .... , .. ,, .. ,, ........... , ............ ~l (1/4-3/25) .......... (b) C4./1H/111) ••••• , ••• ~a~ fl/11-4/11) ......... (b) (12/21- ) .. b (7/19-7/19) ......... 
(~i . (iiio.:ih'ci).: : : : : : : : b 9/1o-1/24.186) 

Virsinla ... , ............. (a) (1/13-3/12) ......... (8/17-9/6) .......... . ...... , ............... ~, (1/8-3/201 

Washington ............. ~l fl/11-8/11) ........... (b) (12/4./38-1/13) ...... (a) (1/14.-3/20) 
) (12/14- ) 

······················· 
Weet Virsinia ... ,,.,.,.,. (b) (7 /12-8/27) ......... 

12/4-13/84) 
(b) (11/21/38-8/24.) ..... (a) (1/11-8/11) ......... • (b) (6/lll-6/20) 1/11-3/18) ......... . rl0-6/4) 11/21-3 24/34) 

Wiaconaln •• , ..... , ...... (b) (11/24./31-2/5/32) ••• ~~1/11-7/~5) ......... (b) (12/11/33-2/3) ...... (a) Cl/11-9/27) 

.Wyomlns ............... 
12/11-2/3{84) 

(a) fl/8-2/17) ······················· 1/1o-2/18 ......... ........................ 
(12/4-12/23) 

Keu 

!
a) Regular Seeelon I (e~ Fourth Special Seaalon · 
b) Firat Special Seaaion; · (f Fifth Special Seaaion 
c) Second Special Session (I!; Sixth Special Session 
d) Third Special Seaaion 
Adapted from data published in ~~~ill St~sleme o/lhe World) 3rd, 4tth, 5th, and 6th editions, op, n't. and 7'11• Taz Magrui1UI1 VoL 15, N011. 1 and 2, .Jan. and Feb. 1037. 
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as their history, i~dicates that their usefulness in promoting sound 
:fiscal legislation is not ideal.11 

· . Of great significance to the budget problem is the fact ·that 
under present arrangements the special sessions can result only 
in patchwork modifications in fiscal policy. It will be shown 
below that none of the known devices for complete planning and 
adoption, as a feature of the revisions, are available. Special 
sessions, therefore, offer a poor solution· to the problem since 
their irregular character denies to the legislation which they 
adopt the regular and· orderly procedures that are essential to 
budgetary balance. One notes that where the special meetings 
intervene they usually result in the superimposing of some 
revenue or expenditure items without a comprehensive link to 
the budget picture. For most of the states, frequent regular 
Ressions offer the best solution. 

The Problem o£ Infrequent Sessions 

There can be no hesitation in. recommending annual legislative 
sessions as a major reform element in American state legislative 
processes. The resulting annual budget period would offer some 
solution of the difficulties that grow out of administering the 

ll Since regular sessions of most state legislatures may be held but once 
in two years, and even then are narrowly restricted as to length, special 
sessions have inevitably become more numerous, though by no means the 
rule, except in a very few states. Even with regard to special sessions, 
however, popular distrust of the legislature is evident. Usually such 
sessions may be held only at the summons of the governor, and are 
limited to twenty or thirty days. Nebraska has a ten-day limit. Six 
states permit the legislature to determine the necessity for a special 
session,• but three of them require an extraordinary majority for this 
purpose. t In addition to permittin~ the governor to determine whether 
a special session shall be called, thirty states authorize him to specify 
the subject or subject£ requiring legislative action. The legislature, while 
in special session,:!: is then prohibited from considering any other matter. 
Under this plan, therefore, the governor can prevent the enactment at 
special sessions of legislation that he dislikes; but he cannot compel 
acceptance of his own legislative program. The constitutional pro· 
hibition against legislative consideration of matters not presented by the 
governor is generally considered to apply only to the function of law· 
making. So it would be quite proper for a. legislature summoned in 
special session for the express purpose of eonsiderinf the problem of 
unemployment to turn its attention to the approval o appointments or 
the impeachment of state oftroials, since appointments are an executive 

. matter, while impeachment is a judicial act. Within the last twenty· 
five years two state governors have been impeached, tried, convicted and 
removed from office at special sessions of the legislature that they called 
to consider important proposals for new legislation. Profiting by their 
experience, perhaps, the Governor of Mississippi announced in 1931 that 
he would not call an urgently needed special session of the state legisla· 
ture unless a majority of the members pledged themselves in advance 
not to impeach him. 

• Connecticut, iLouislana, ·Hassaehoaetts, New Hampshire, Virginia, West 
Vlrginlll. 

t Two-thirds of all the members in Louisiana ud Virginia, and three-
lift he of all the members in West Virginia. • * Alabama, Arkansas and Florida, however, permit the legislature, by u 
r:rtraordlnary vote, to proceed to a consideration of other matter& Millt!illllippi 
e:rp1'8SIJ excludee lmpeachmenta from W.ia li.mttation. (lla.cdonald, op. oit., 
Q. 200.) 
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public. finances. in a dynamic c~mmunity. . Even the few states, 
such as Nebraska, that appear to ha'\Te minimized the incidence 
of the . :recent . depression on .. their finances will in the long 
run . find the· annual legislative re'\Tiew of the budget, as long 
as only the · present substitutes are available, to be a desirable 
practice.:·, As a temporary step towards ultimate perfection the 
budgetary. experts have contented themselves with recommending' 
biennial· meettngs · in · place of Alabama's quadrennial session. 8 

For the· other eommonwealths the tendency has been to recom-
mend· annual sessions." . 
· The special session has already been ·considered as one inade

quate solution of the biennial session question. Another solution 
is wholly .unsuitable and unadaptable for. the American states. It 
consists of vesting ·wide powers· regarding budgetary· re"Visions 
and fiscal policy-making in the hands of the executive. In the 
final analysis, a wholesale abdication of the legislative power 
such as is implied bY,, the proposed practice does not offer any 

· grounds for discussion. It is evident, both on logical grounds 
and ~on the· basis of· past ·experience, that a solution of the need 
for more frequent overhauling of the finances is not pro'\Tided 
by vesting the · executiv& or some ;executive group with restricted 
re'\Tision 'powers; · It may be surmised that social and economic 
hardship will follow j1;1. the. wake of mandatory and permis
sive .modificatioJ;J. policies such as were practiced in recent years. 5 

No automatie · or . quasi-automatic . re'\Tision of rates,· planned far 
:in advanc~ and' to become . operative upon the realization of 
some contingent circumstance; is a substitute· for a careful watch
ing and guidance of fiscal policies .during any period of ·a fluctuat
ing economic background. It is possible to prefer the special 
session as a solution to efforts to work with rigidly controlled 
and limited executive meddling as a feature of some preordained 
execution plan.· The special session offers. at least the theoretical 
possibility .of a complete. and careful legislative review of the 
entire· fiscal problem.6 

. I I 

Legislative Councils 

·· Among · the other solutions that might be suggested is a 
development along lines of the legislative councils now operating 
in ,Kansas and Michigan.' ·· · · 

~Brookings Imtitution, Alabama 8uroey, ~P· cit., Vol. 3, Part 2, p. 180 .. 
· ' See Buck III, op. cit., p. 39. 
, I See Chaps. XLV and XLVI. · 

a The small group of states that have biennial budget periods established 
through eonstitutional amendment might not be able to prepare and adopt 
a. new budget in intervening years. Other legal diffieulties with revising 
particular ·items may also be encountered. ' 

' In 1933 Kansas attempted to overcome some of the evil effects of 
infrequent legislative sessions by creating a legislative council-a body 
of fifteen representatives and ten senators holding at least quarterly 
meetings afte'r the legislature's adjournment-whose chief duty was 

· . declared to be the preparation of a law-making program for the succeed
ing legislature. This cr.>uncil' was also authorized to study problems of 
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In 1936 Kentucky also joined the group experimenting with leg
islative councils. 8 Wisconsin's Council may also be considered 
though it functions as an advisory body to the Govemor. While 
these have as yet no real legislative powers, their role in eliminating 
some of the difficulties that are associated with legislative sessions 
will be readily recognized. In Kansas, for example, the Council and 
its research staff have done valuable work in studying problems and 
presenting reports. Such work is done in other states by other 
agencies, i1 at all. · 

The council has not decreased the need of a greater frequency 
of sessions. It can only remove the difficulties inherent in 
regular meetings of short duration, in faulty legislative processes, 
and intemal organization or can assist in preparing and agitat
ing for special sessions at timely intervals. When states find 
their estimates entirely out of line, their revenue policies wrong or 
inadequate, and their expenditure programs woefully in need of 
revision, the council cannot replace the machinery that would 
come into operation when annual sessions permit twelve-month 
budget periods. · 

. ~ummary 

In order that the states may enjoy the needed benefits and 
privileges that accrue from annual budget periods, it is · sug
gested that they take measures to make such steps possible by 
legalizing regular legislative sessions at twelv6-month intervals. 
In units adhering to democratic institutions no other solution or 
substitute for more frequent legislative meetings can be recom
mended.' . 

state-wide interest and to collect information on all pertinent subjects. 
Before the close of 1933 Michigan also established a legislative council
a somewhat smaller body than the Kansas council, ·but organized in tbe 
same manner and vested with similar functions. In both states the mem
bers of the legislative council are appointed by the presiding officers of 
their respective houses, each of the major parties receiving representa. 
tion approximately in proportion to its numerical legislative strength. 
Macdonald, op. cU., p. 200. 

a Buck III, op. cit., p. 21. . 
• A startling proposal to reintrodu~ biennial budget voting in New York 

State baa r~ntly been made. &cording to press reports: · 

Senator Desmond of Orange an~ouneed that at the suggestion of fo~er · 
Governor Smith he would introdu~ a resolution or a constitutional 
amendment to limit the Legislature to consideration only of appropria.- , 
tioa billa in even-numbered years, all other legislation to be taken up 
in odd-numbered years. 

The purpose of this amendment is to force concentration of legislative 
and public attention on the budget every other rear, in order to help 
cheek tbe rising tide of State expenditures. 

In odd-numbered :yean a newly elected Governor and Senate have just 
taken oftiee. In such years the legislative lleBsiona would be as at present, 
with the budgM; competing for attention with a host of other general 
and loeal bills. 

In even-numbered :ft'&l'll the annual budget would be p..e only bill before 
the Legislature, exeept for such billa as the Governor may recommend. 
(N. Y. Times, March 21, 11137.) I • 

Experienoe elsewhere baa indicated that the greatest aoeial and ~e 
hudahipa arise when legialatore fail to adjnst I'M'enuee ud expellditurea 
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to new conditions. In view of this as well as of the fact that there is no rela· 
tion between the size of a jurisdiction's budget program and the frequency 
of periodic revision no serious consideration can be given to such a proposal. 
Buck reports that Governor Curley of Massachusetts suggested that his State 
adopt a unicameral legislature which should meet biennially. A 193{1 recom· 
mendation towards the same goal is also noted (Buck III, op. cit., p. 35). 
It appears improbable, however, that any of the states in the annual budget 
group will revert to the biennial category. 



CHAPTER XXXVI 

SUBMISSION OF THE BUDGET PROGRAM . 

Following the chronological developments of budgetary stages, 
it will be recalled that the analysis has been brought to the point 
where the budget program is prepared for submission to the 
legislature. There exist a number of practices dealing with 
the communication of the suggested or quasi-mandatory :fiscal 
programs. These are of interest in the development of executive 
budget leadership. Some elements of these practices have been 
discussed also with regard to the documents published in connec
tion with budgetary matters. 

National Governments 

England has received world-wide attention for the ritualistic 
performance that is staged each year upon the occasion of 
the delivery of the budget speech. It is a masterpiece of show
manship and is not without result in focusing legislative and 
public attention upon the fiscal program as a whole and in 
eliminating unnecessary concern with minor details. Although 
the amount of the expenditures has previously been communi
cated, a summation and other factors that influence the taxa
tion program for the new period are not known until the 
time of the budget speech. The new data include a :final review 
of actual revenues and expenditures in the period just elapsed, 
and an estimate of the yields that are expected on the basis 
of the tax legislation then in force. 

Chancellors of the Exchequer make dramatic entrances, and 
their reputations are based upon their oratorical ability and I 
the clarity of their performance as· well as upon· their fiscal' 
proposals. There has been no prior opportunity for public 
discussion of government proposals. Since opposition or favor
able press reports have not made their appearance, all attention 
is eagerly focused upon such proposals as are made. Such an 
interesting practice as the reading of the speech after the ..close 
of the stock exchange and others all add to the tenseness and 
color of the occasion. In the spring of 1936 a "leak" in the 
details of the Chancellor's income tax proposals led to a scandal 
resulting in the resignation of a Cabinet Minister .. The mild 
crisis aroused by the leakage and the subsequent political scandal 
helped focus interest upon the procedural aspects of the British 
budget ritual. 

The American practice stands in sharp contrast with the 
British procedure. In the federal government of the United 
States the su,bmission of the budget is not without signift.cance, 
since it is the occasion on which Presidents have re<'.ently 
announced some major policies with respect tO fiscal matters. 

[W) 
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The continuous stream of fiscal legislation that follows the 
budget message, the superficial treatment of revenues in the 
message, and a tendency to postpone the planning of some 
important ite~ diminishes the attention that the budget 
message attracts. The ritual and the personal appearance features 
found in Great Britain, as well as the great element of secrecy, 
are also lacking. Since our . Congress knows the expenditure plans 
and since the Committees may have already acted on them, strictest 
secrecy is not always maintained. With respect to influence in caus
ing the major elements of the President's policy to be kept in mind 
throughout the discussion, it is' less successful. It should be noted 
that our federal practice differs from that of most of the other 
nations since the Chief Executive, rather than its leading financial 
officer, is the one to submit the budget program. 

State Governments 

It is undeniable that executive budget leadership· and legisla
tive public interest are heightened by the personal presentation 
of an explanatory message accompanying the tables and other 
documentary data. The contents ·of detailed appropriation esti
mates will not fire any but partisan interest; it is necessary. 
for those responsible for. the budget to make clear their reason
ing and their policies. New York State has been fortunate in 
having its Governors prepare, and usually personally convey, 
their budget messages.. There is also the practice noted in the 
federal system of including messages in the text of the documents. 
A great many states fail to have their executives summarize the 
fiscal accomplishments, conditions and plans of the state, and 
publicize their findings. Only a few ·commonwealths have, like 
Kansas, placed in their statutes a requirement that an explanatory 
message accompany the estimates. 
· Where a summation in the form of a budget message has not 
made its appearance, a number of difficulties have been noted. 
Budgets have received little or no publicity by virtue of the fact 
that there have been no press comments on the chief executive's 
message. There may follow an unfortunate breakdown in the neces-

, sary public interest in fiscal proceedings. Furthermore, the ab
sence of public and legislative focus upon the Governor's fiscal 
program enables him to adopt a course so inadequate as to amount 
to shirking the' responsibility of a fiscal program. In several of the 
Southern states instances have been known in which Governors have 
merely indicated their belief that the legislature will be able to 
initiate an adequate program.1 

1 Because the Budget document 'has not been presented to the Legis
lature by means of a formal message from the Governor, but merely by 
a letter of transmittal usually brief, incorporated in the pamphlet itself, 
the legislators have paid scant attention to it. It receives no mention 
in the House or Senate journals and finds its place on the members' 
desks along with the reports of the various state officers and institutions. 
As one of & nufnber of documents containing financial information, it has 
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The legal requirement that the Governor submit a balanced pro
gram and the fact that the legislatures .are restricted in the 
unbalancing acts which ·they may perform may be considered as 
minimizing the need for an effective submission procedure. Never
theless, there are a number of instances in which under such a 
procedure the nature of the balanced program submitted would be 
better known and subject to greater discussion and question than 
in the case of a dull presentation. This represents one of the minor 
features which nevertheless may loom important with respect to a 
consistent attitude towards the problem. The presentation is 
important because it serves to re-establish a link between the execu
tive and the legislature under the modern executive type of budget 
systems. · 

Perhaps when the states increase the comprehensiveness and 
unity of their budgetary systems, and improve their prepara
tion techniques, the need for a budget message will be felt. A 
state's fiscal program is worthy of a sponsor and a presentation 
by him of his ideas. It may be well to mention the fact that it 
is considered desirable that Governors submit drafts of appro
priation bills to the legislature and that these be transmitted 
with the budget message. This is an attribute of executive budget
ing and need not be defended. Almost all the states . require 
that this practice be followed, but not· a few have disregarded 
legal mandates. On the other hand there may be too much em
phasis on the importance of bills. In some states, like Tennesee, 
only an appropriation bill is submitted by the Governor; the 
document with the message, tables, and detailed and comparative 
estimates is not printed.2 • 

New York's practices indicate that executive leadership has 
not extended to revenue proposals; if the submission phases may 
be taken as indicative, the Governor submits appropriation bills 
with his budget. These are considered as introduced by him. 
Although the Governor may propose revenue measures through 
the medium of his budget message, he submits no bills. The 
opportunity for exceptional procedure, which would identify the 
Governor's responsibility for the bill, is missing. 

By virtue of the budget message, the frequent personal trans
mission, as well as the availability of the executive's own ·appro
priation bills, New York's practices are among the best found in 
American states. All the other commonwealths might follow its 
standards. · · 

been available for reference in connection with the drafting of appropria
tion bills, but there its usefulness has ended. Brookings Institution, 
Jliariaaippt Bvrveg, op. oit., p. 360. 

• Snavely, op. oU., p. 14. 



CHAPTER XXXVII 

LEGISLATIVE PROCESSES IN NATIONAL GOVERNMENTS 

The previous discussions of the various legislative practices 
affecting the adoption of a proposed fiscal program have been 
concerned with the internal organization of the legislature. The 
several aspects that affect the ability to adopt a planned and 
balanced fiscal program have been indicated. It has also been 
stressed that many of the committee and bicameral features delay 
and hamper budgetary discussions, and may, therefore, be responsi
ble for the fact that deliberations are at times begun considerably 
in advance of the period to which they refer. This is not always 
the case since several systems begin their legislative discussions 
following the beginning of the period. In such cases, however, 
there is equal need for emphasizing the necessity of eliminat
ing the delays that reduce the projectory character of the budget 
acts. . 

Following the procedure already adopted in this study the 
discussion will begin with. a description of the practices in nat
tiona! governments. Temporal arrangements are placed in the 
forefront of discussion. ·General problems of legislative proced
nre, political line-ups, or any other institutional factors that 
vary from jurisdiction to jurisdiction or are part of the general 
subject matter of legislative processes, are not treated. The 
budget elements, which have been isolated, can be fully appre
ciated only when associated with their background. The discus
sion of the adoption procedures in national units, and in the .Ameri
can states as well, cannot for this reason achieve any ·degree of 
conclusiveness. They serve only to establish viewpoints based 
solely on factors affecting fiscal efficiency. 

Great Britain 

It will be recalled that in Great Britain the budget speech is 
delivered after the beginning of the period to which it refers. 
Opportunity to survey the variable· portion of the expenditure 
program has aJ.ready been granted to Parliament. The sub
mission of expenditure estimates to the House, sitting as a Com
mittee of Supply, has already taken place before the time of 
the budget speech. The enactment of the supply bills and the 
appropriation bills authorizing the actual expenditures of funds, 
following the approval of theiJ.. purposes in the supply bills, 
is being pursued at the time of the opening of the budget speech . 

. The revenue measures in the Finance Act and the Consolidated 
Fund bills (dealing with the permanent elements of the system) 
are acted upon by Commons followj.ng delivery of the budget 
speech. As ouHined in the Provisional Collection of Taxes Act, 
a temporary plan for revenues is also in e:tfect. 

[466] 
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There exists in Great Britain a legal time limit before which 
the various bills related to the budget program must be adopted. 
The bills are seldom voted much before the stipulated August 5th 
date. The procedures for bridging the four-month period after 
the opening of the fiscal year are discussed below. 

Another aspect of the time limitations that detracts from 
the opportunities available for complete legislative review of 
the .budget estimates is the requirement that only twenty days· 
be consumed for the discussion of the estimates. The whips of 
the leading parties together agree on the items to be discussed 
since the time would not permit any uncontrolled debates 
over the wide range of measures covered by the budget The 
limitation has been the source of much criticism levelled at the 
procedure of the House of Commons since it results in a con
dition under which a large proportion of the estimates are barred 
from any detailed criticism. It has already been pointed out 
with reference to the French Senate that time relationships can · 
be considered in terms of effective limitations on powers to act. 

There is little that is praiseworthy in these practices but few 
would deny that they function satisfactorily and serve the British 

· well. That the British consume seven months or more in voting 
the fiscal program may be disregarded because of the fact that 
the elapsed time falls chiefly within the fiscal year for which 
the program is being deliberated and that no. delay in putting 
the program into effect is involved. . 

The Empire Group 
The group of nations linked to Great Britain do not display 

any noteworthy variations from the British system although 
certain differences may be noted. In all the jurisdictions com
prising this group there are no time limits on legislative action. 
A number of nations, including both Australia and the Irish 
Free State, have systems providing for somewhat lengthier delays 
in voting the budget program. 

In Australia the voting of the revenue proposals that have 
been introduced through the budget speech or at some other 
time, is not concluded until three to five months after the April 
1 introduction. In the Irish Free State a very lengthy period 
for discussion is also needed. This is perhaps fostered by tra
ditional reliance upon votes of account covering several months. 
There do not appear to be any committee or bicameral reasons · 
for the delays, nor does the scrutiny of detail or the revisory 
powers that are granted to Parliament present a need for 
such a lengthy period. The final voting of the budget bills 
in the Irish Free State does not take place until the end of 
July. In his splendid study of the Irish budget system 0 'Connell 
has summarized the legislation covering the procedures of this 
typit'al British adoption system. 

• The procedure adopted by the Dail in dealing with the 
Estimates is set out in Standiltg Osders 104, 105, 106, 107 
and 108 Dail Eireaflfl. They are as follows: 

• 
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104. During the consideration of Estimates in Commit
tee- of Finance, motions to refer Estimates back for recon
sideration, or to reduce a Vote in respect to ·any particular 
item can 'Only be made after due notice, subject, however, 
to the proviso to Standing Order No. 25. · · 
· 105. It shall be in order:, before entering on the discus
sion of the Items in a Vote, to move that the Estimate in 
question be referred back to the Minister in· charge of the 
Department, for reconsideration. 

106. The Chairman shall put each Vote on the Estimates 
separately. It shall be in order, at any time during the 
discussion of a Vote or any Item in a Vote to move the 
postponement of such Vote until another Vote, or other 
· Votes in the Estimates shall have· been disposed of. When 
any . Item or Vote has been disposed of, it shall not be in 
order .again to debate the same during the consideration 
of a new or subsequent item. 

107. When a motion is made in Committee on Finance 
to reduce a Vote in respect ·to any particular Item, the 
discussion shall be directed to reducing that Vote accordingly, 
and Deputies shall speak to that question alone. 

108 .. ·In the discussion of Supplementary . Estimates the 
debate shall be confined to the Items constituting the same, 
and no discussion may· be raised on the original Estimate, 
save in so far as it may be necessary to explain or illustrate 
the particular Items under discussion.1 

Elsewhere 0 'Connell elaborates on the nature of fiscal measures 
and explains the stages that precede those outlined above. 

Financial business involves additional procedures before 
the five Bill Stages outlined are reached, and by ''Financial 
business" is meant ccany aid, grant or charge upon the public 
revenue or upon the people." (Any motion relating to such 
must be introduced by a member of the Executive Council, 
and no amendment proposing to increase the amount named 
in such motion may be made by any Deputy save a member 
of the Executive Council.) The procedure in regard to 
any such motions is briefly as follows : 
..1. It must be considered first in Committee of the whole 

Dail know as the Committee on Finance. (Standing Order 
101.) . . . . . 

2. When the Committee has agreed to the motl(>n, It must 
report to the Dail before any Resolution or Vote of the 
Dail is taken. (Ibid.) . 

3. A Bill is then introduced, and goes through the five 
stages outlined above.• 

In New .zealand the passage of the appropriation bills after, 
rather than before the opening of the fiscal period, is inevitable, 
because of the date of submission of the ~evenue program. 

1 O'Connell, op. cil., p. 10. • 
tlbifJ., p. 12. 



Because of the proximity of Canada to the United States 
and the fact that its provinces have generally adopted budgetary 
procedures similar to those of the Dominion, Canada's methods 
may be discussed in some detail. The House of Commons, which. 
has resolved itself into a Committee of Supply, has already begun 
its discussion of revenue and expenditures at the .. time of the 
submission of the estimates prior to the budget speech. Mter 
Committee passage supply bills are acted upon by the House 
of Commons sitting as that body. Bills are then introduced 
in the Senate and they are subject to procedure that, as has 
been indicated, is shortened by priority and other rights restricted 
to the House. Following the budget speech revenue proposals 
are debated by the House sitting as a Committee of Ways and 
Means, after which a vote on the identical items by the House 
itself is made. Canada and India are the sole members of the , 
British group that vote the budget bills before the beginning 
of the period for which they are intended. · 

The elaborate procedure and the awkward time sequences that' 
characterize the British Parliamentary action· on· financial mat" 
ters are not entirely satisfactory. In the words of a leading 
Empire student of public finance : · 

It will be seen that in regard to the voting of the Budget 
there is still a good deal of unnecessary procedure which 
centuries ago may have been necessary when the check was 
on the Crown and not on the ·Government of the day.8 

The Netherlands 

In The Netherlands, as in Great Britain, the procedures involve 
the necessity of bridging a short period that intervenes between 
the time of the voting of the fiscal program by the legislature and 
the beginning of the fiscal period. The system that is found· 
does not present any outstanding characteristics, with the excep~ 
tion of the fact that a written report upon each division of the 
budget is prepared by the Comll).ittees of the Lower House and 
forwarded to the respective Ministers. Answers to these com
munications are expected, and on the basis of them further dis" 
cussion proceeds. Custom calls for completion of Lower House 
voting sometime in December and the passing on of the bills to 
the Upper House. The limits on activity in this last mentioned 
Chamber probably make it possible for the budget program to 
be introduced not long after the deliberations of ·the Lower 
House. This system is desirable, since it does not carry to an 
extreme the prolongation of the discussion into the legislative 
period and does not deprive the program of too much of its 
projectory character. The Dutch practices rather than those of . 
Great Britain might serve as a precedent for American reforms 
incidental to a change in budget dates in relation to legislative 
sessions. 

• Shirru, op. cit., p. 987. 
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The nations that have been noted as having limited the power 
of the upper body of their legislatures display varying practices. 
None has any great similarity to the British-type legislative 
processes. 

France 

In France the Commission in the Chamber takes over the entire 
budget and distributes it to the various subcommittees for discus
sion. The Commission's recommendations are made known to 
the Chamber in a formal ~anner by the Rapporteur General. 
Hearings are held, expenditures are authorized, funds are voted, 
and revenue proposals are enacted. Subsequently the budget 
goes to the Senate and undergoes there an identical procedure. 

One of the reasons for the lengthy Parliamentary discussions 
in France lies undoubtedly in the fact that the work of the 
powerful Commission is essentially of a preparatory nature. The 
Commission and the government negotiate much in the same 
manner that is found in other nations and in American states 
at the time of negotiations between the budget official and the 
individual spending agencies. The government reserves the privi
lege of having its original proposals included as amendments to 
the modifications introduced in the Commission's recommenda
tions. Such a power, it will be .recalled, is enjoyed by the spend
ing agencies in some American states. 

The merits or disadvantages of some of the specific provision~ 
are obscured by traditional or political factors. It should not 
be inferred that the weaknesses of the French system lie in the 
fact that its Commissitm is concerned with both revenue and 
expenditures. Perhaps the frequency of changes in government 
and the need for an annual reimposition of all revenues are of 
greater relevancy. 

The French have a weighty body of statutory requirements 
firing the time that the legislature may not exceed in its 
budget deliberations, but it is of no practical significance. The 
limitations are indeed of a useless character as long as the prac
tices regarding the voting of provisional monthly appropriations 
(provisional twelfths) facilitate their disregard. No analysis 
of France's budgetary experience can claim any thoroughness 
witho!.lt dwelling at length on Parliamentary procedure in voting 
budget acts, a subject not herein discussed. 

Both Finland and Norway, which fall in the unicameral group, 
appear to find no difficulty in completing the budget discussions 
in the period allotted for this purpose. The practices are similar 
to those in the lower chambers of other nations.' 

Various European Nations 

The discussions turn now to a group of nations which, like 
the United States, are not operating under systems that restrict 
the power of tHe upper house. It is interesting to note that 

'See L. or w., TecA. Comm..,'op. c:ll., Vol. lli, pp. 9Q-131. 
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these nations have particularly provided for legislative discus
sion periods sufficiently long to allow for the various needs. The 
use of devices to bridge delayed appropriations is less frequent. 
The nations whose practices have been observed include in addi
tion to the United States, Belgium, Denmark; Germany, Greece, 
and Sweden. In view of the fact that the legislative background, 
as far as the bicameral character of the legislature is concerned, 
is not unlike that of the American federal government, analysis 
of their provisions may profitably be ma'de in some detail. · 

In Belgium, in both the Chamber and the Senate, various 
Committees, which like the subcommittees of the American appro
priation bodies deal with one particular phase of the budget 
program, prepare their respective bills for floor discussion. Each 
Committee has its own Rapporteur. This does not seem to be a 
desirable practice and is even less advantageous from the point 
of view of maintaining a balanced relationship and a broad view 
of the comprehensive executive program than is the American 
committee and subcommittee device. Belgium has no time limits 
on legislative action and as a result invariably carries over the 
discussion of expenditure items into the fiscal year. 

The German system was somewhat lacking in comparability 
to the American pattern because of the peculiar character of 
the German Council which corresponded more to the Swiss Upper 
House than to American federal or state Senates. We have 
already noted in France the fact that the · Government may 
attempt to carry its program over the head of the powerful 
budget Commission. A similar case was found in Germany 
where the government, if it disagreed with the changes intro
duced by the Council, had the right to stand by its original 
estimates, which were submitted by the Council to the Reichstag. 
For these items over which disagreement was noted the govern
ment was favored by the fact that the suggestions of the Coun
cil were required to have been carried by a two-thirds vote 
in the Reichstag instead of by the usual majority. The German 
system was, however, one in which the absence of time limits 
did not result in unduly long legislative discussion. It was 
reported that the budget was normally voted at the end of 
1\larch, in time for the opening of the period to which it refers. 
This does not indicate any unnecessary time lag. The Reichstag 
and the Council naturally utilized the full period at their disposal. 

The procedure in Greece is in many respects identical with 
that found in the United States. However, in spite of the fact 
that the bills of approval must be enacted within four days, 
frequent delays due to various reasons are noted, and a devel
oped system of provisional twelfths is found. This Balkan nation 
has recently reduced its legislative processes to a nominal position. 

In Sweden the system calls for extreme activity on the part 
of Committees. Another interesting fact is that a system similar 
to that followed by several American states already noted is 
found in that discussion by the two Chambem is begun simul
taneously following submission. .This, of course is facilitated 
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by th.e fact that the Committees, unlike those in other governments 
that have been surveyed; are drawn approximately equally from 
members of· both Chambers. The Swedish procedures are briefly 
as follows: · . : . 

, :The Budget, 6ns Maj~sty's proposition no. 1) is debated 
hi the early part of, January, immediately after the Riksdag 
has convened. It is then referred to its Committee, which 
is also the case with individual "motions" pertaining to 

; appropriations submitted from time to time. In case the 
.,·,. two chambers cannot agree as to which committee a certain 

bill or item belongs, the question is settled by the Commit
, tee, on the Constitution.· ·(The procedure to· be followed 

. by the various . committees is outlined in the Constitution 
( Grundlager), and the committees handling questions per
taining . to the budget are the same for both Chambers, com
prising members from both). 

. rrhe Committee on Revenues · considers the revenues and 
· other income and makes recommendations as to tax-rate and 
sources of taxation. . . Each Committee. works separately, but 
on . non-controversial questions a high degree of coopera
tion · prevail.s. Cabinet . members may not take part in the 

:work, but a representative of each department may sit in, 
in an advisory capacity. . . . 
· , Each · of the Committees submits memoranda on the pro. 
posed changes in the budget. The final summarized memo
randum is submitted by the Committee on Revenues. The 

. , completed budget is submitted to the Riksdag by the Com
'mittee on State Affairs. All· these various memoranda are 
. submitted to the· Riksdag at the same time, and are deliber
ated upon, point by point, by each chamber. When both 
chambers have rea.ched the same decision, the measure (the 
budget) is sent up to the King. If the two chambers . dis
agree, they meet in one session and the questions are settled 

, by simple majority. The final budget is formally passed in 
the early part of June as one measure in the completed 

;Economy-Plan of the Government.5 -

The time restrictions in Sweden are -of a type somewhat differ
ent from that usually found in other governments. They are 
more like those of the various states which place procedural 
difficulties in the path of measures outside the submitted pro
gram. Government proposals may not be submitted two months 
after · the beginning of the session and the members are given 
only a twelve-day period in excess. of the same period. On the 
other hand members ·are restricted in their amendments to gov
ernment proposals. The amendments must be introduced ten 
days after the proposals are made. The difficulties in Sweden 
arise not in relation to the fiscal period but from the fact that 

. the length of thr. legislative session is restricted. In the event 
that the Riksdag dissolves before the completed budget is adopted, 

' I 
11 Adapted from Bwedfm'a Buagel Byllem, op. oit., p. 7. 
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the entire procedure is repeated. This apparently is an occasional 
occurrence. Under normal circumstances voting is .completed and 
the bU<tget promulgated by the King before the opening of the 
fiscal year. · ' · 

United States Federal Government 

Legislative procedure on budgetary matters in the. United 
States is relatively simple. There are no particular restrictions 
that affect the budget items other perhaps that the question 
of priority of revenue bills and the inability of department heads 
to appeal directly to Congress for funds. It is known, further
more, that the federal system calls for a double voting with 
respect to expenditures. The nature of the expenditures must 
be · authorized and they are subsequently financed by specific 
expenditure legislation. The distinction is important because 
it is to the standing committees that bills authorizing additonal 
items or modifying . existing law are reported. The legislation 
here analyzed directs the government to ·carry out a certain 
function. The Committee on Appropriations alone has the 
authority to report bills that provide for expenditures. The 
appropriations supply the funds through which the above-men
tioned authorizations may be· put into effect. The dual appro
priation process is not a feature of discussion in this studY. 
though it might under certain circumstances·. be a desirable device 
whereby economy in relation to revenue availability might be 
achieved. · · · 

There are no time limits on legislative action in Congress. 
However, in view of the fact that tax measures are voted in 
no specific relationship to the budget or fiscal period, and that 
Congress is granted a six months • period in which to concern 
itself with expenditure items, there is no reason to expect the 
voting of appropriations after the fiscal year has begun. The 

·problem would be more relevant if some different time rela
tionship calling for shorter periods between the submission and 
the opening of the fiscal period were found. In addition to 
the lengthy period available to Congress for its discussion, a 
further explanation of its avoidance of any recourse to provisional 
financing may be seen in the manner in which fiscal legislation 
is expedited through the House and the Senate. As a recent 
writer has explained: 

The simplest procedure to get a bill before a legislative 
body is to give the right of way to a motion that it may 
be taken up for eonsideration. Almost universally, bills 
raising revenue and appropriation bills are accorded this 
privilege, as it is obvious that they must be pas.o;ed to keep 
the government going. The House rules give the right to 
the committee on ways and means to report at any time on 
bills raising revenue and to the committee tU1 appropriations, 
on the general appropriation bills.' · 

• Chamberlain, op. cit., p. 107. 
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Other Nations 

Hungary and Rumania are representative of natio:r& where 
there are time limits on legislative de~berations. These are 
particularly well~developed in Hungary where the length of the 
deliberations for each stage is specified. The period of one month, 
accorded to the Upper House for its deliberations, is in keeping 
with its somewhat restricted powers. It has already been noted 
that the Upper House can accept or reject the budget only as 
a whole. The writer has been ipformed that the budget is usually 
promulgated by the Regent in June, in advance of the opening 
of the fiscal year. Nevertheless, provisions for bridging a period 
after July 1 are present, and appear to be used at intervals. 
In Rumania the requirements that the budget be adopted before 
April 1, the opening of the fiscal year, are strictly adhered to. 
Provisional appropriations are neither available nor needed. 

Although the legislative provisions in Italy are set forth in con~ 
siderable detail, a number of factors are present to justify our lack 
of interest in their procedures. It is interesting to note, however, 
that in the absence of Parliamentary debates there have still been 
occasions on which provisiop.al budget voting has been found. It 
is noted, however, that the budget is usually "voted" in time. 

The procedures that are found in Turkey and Soviet Russia 
are equally only of nominal interest. A somewhat unusual fact 
regarding the Turkish system has been communicated to . the 
writer by an authority. Compulsory study of the estimates 
submitted by the government to the Assembly is required of its 
members. It is not known by what means this compulsion is 
exerted and whether or not examinations on the budget are held 
for the legislators. 

It is rather a strange phenomenon that Italy and Turkey have 
gone to great detail to specify the procedural elements of legi~ 
lative debates. One is inclined to believe that legislative func-
tions in these cases are advisory and consist largely of coopera
tion with the government in planning its program. This has 
been obviously indicated in Turkey where· the subcommittees 
of the budget commission of the Assembly, to which individual 
ministerjal budgets are allocated for study, are made up of mem
bers who are experts in a particular branch of government. In 
Turkey Parliamentary rules prohibit debates on the budget for 
seven days following its release from the commission. This time 
limit is undoubtedly related to the compulsory study already 
alluded to. It appears that in recent years there have been 
delays and that one effect of the procedures has been the neces
sity for operating with provisional twelfths. 

In Soviet Russia the legislative power appears to remain 
concentrated in the hands of smaller governmental agencies which 
do not correspond to the legislatures of the other nations. The 
work of the bud'get Co:mr:flission of the Central Executive Com
mittee appears to be an exte~ion of the budget planning stages. 
There is no time limitation on what the central executive eom-
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mittee of the Union may require for its deliberations. Delays 
were frequent prior to 1928 but since that time it is reported 
that all budgets have been finally promulgated before the begin· 
ning of the period to which they refer. 

Summary 

Several reasons militate against any efforts to use this brief 
and necessarily inadequate discussion of national legislative 
processes as a starting point for formulating conclusions designed 
to improve the practices in the American states. Any attempt· 
at generalizations would indicate a scarcity of procedures that 
may be deemed praiseworthy. The practices of the British groups 
and the American federal Congress do not warrant any universal 
acceptance. Furthermore, the variety of time relationships, 
bicameral power distributions, legislative organizations, to men. 
tion only some of the factors treated in this study, do not per
mit of any measurement of conclusions in terms of processes in 
particular. · · I : "'114 

Only careful selection of particular phases of some national 
experience will serve a useful purpose in an analysis of state 
problems. Among the practices to be observed are those pro. 
viding for advantageous timing. The Dutch, for example, appear 
to have evolved favorable arrangements in regard to this mat
ter. Other phases are those providing for leadership in voting 
and for speeding the passage of the budget program through 
two chambers. The usefulness of any of these national practices 
that have been surveyed must be found chiefly in their con
tribution to the improved timing of voting. 



CHAPTER XXXVIll 

LEGISLATIVE PROCESSES IN STATE GOVERNMENTS 

Legislative Processes and Fiscal Legislation 

In this chapter · are noted som~ phases of state legislative 
processes, chiefly thos~ pe_rtaining to the passage of the budget 

·acts through the .legislative channels. Among these the time 
elements are emphasized because the question will become impor
tant when the .states make the necessary reduction of the long 
intervals between the planning, adoption, and execution of budget 
·measures. It is also wise to stress adoption of procedures of 
short duration. because other phases of desirable budget reforms 
point to shorter and more frequent sessions. . 

No attempt is made to deal comprehensively with the general 
problem of the limits on the length of legislative sessions. There 
can be no successful effort to measure the proportionate influence 
of the session duration on fiscal legislation. The time limits, 
where they are effective, must be linked to what is stated about 
limitations dealing specifically with budgetary legislation.1 

There does not appear to be any necessary conflict between 
the budget problem in particular and the general question of 
;the duration of legislative sessions. When sessions ·are short, it 
is essential that the fiscal problems be treated as efficiently as 
possible in order. that ample time may be available for the vast 
quantity of statutory. material that is constantly being discussed 
and enacted. In cases where the sessions are of long duration 
or. unlimited in length, as is apparently the case in New York, 
similar pressure on shortening the periods dedicated to the dis
cussion of fiscal problems does not exist but may be welcomed 
as a· practice that will make delayed submissions practicable. · 

No effort will be made to discuss general legislative practices 
or the governmental problem of legislative reform.1 It is, how-

l Not eontent with limiting regular sessions to alternate years, twenty· 
nine states further restrict legislative activity by limiting the length of 
the SeBBion to a specified number of days, ranging from forty in Oregon, 
South Carolina and Wyoming to one hundred and fifty-six in Connecticut. 
A sixty-day limit is ·most eommon. Sixteen states endeavor to eurb 
legislative enterprise by specifying that- legislators' salaries shall be 
reduced, or stopped altogether, after a certain number of days. Usually 
this wage restriction applies only to special sessions: sometimes, however, 
it refers to regular sessioDB as well.· :Macdonald, op. tilt., p. 199. 

21 A more eomprehensive discussion of legislative processes would have to 
discuss the actual passage of fiscal legislation through the chambers of the 
state senates and lower houses. One phase in particular, which has out
standing importance with respect to budget problems, is that dealing with 
hearings. While the character of the bodies which hold hearings has been 
discussed in a prev\t>us chapter, no discussion of such problems as the access 
to hearings, publicity, representation and questioning of state officials or the 
:freqneney and duration o! mecy;ings is entertained. The fact tha.t 
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ever, interesting to note that the general procedures ean profit
ably be modified and that the changes proposed by students 
of government are in the same direction as those that arise 
from a purely fiscal viewpoint. . · 

Legislative rules and procedures are to a large degree self
imposed and reforms are thus feasible. • Buck has pointed out 
the general organizational and procedural weaknesses of state 
legislatures. These are : 

1. Large and unwieldy structures. 
2. Cumbersome and often ineffective methods. 
3. Lack of legislative-executive cooperation. 
4. Failure to supply responsible leadership.' 

Any steps designed to remove these weaknesses and to improve 
legislative procedures and methods will serve the best interests 
of financial soundness. 

The discussion of the states deals with committee structure rather 
than the nature of the distribution of powers and duties 'between 
the upper and lower chambers of bicameral legislatures. With 
respect to the possibilities of preventing unnecessarily lengthy 
discussion periods and of eliminating other difficulties that 
are present when two consecutive reviews by legislative bodies 
are made, two outstanding methods in the states were •noted. The 
first, adopted by five out of the forty states whose legislative 
practices have been observed, provides for simultaneous dis
cussion of the budget by the appropriation committees of both 
Houses. The States in this category, as has been noted elsewhere, 
are Iowa., Maryland, ·Michigan, North Dakota, and West Vir
ginia. 

budget hearings as now held are not llt!rving the needs of fiscal proble~s may 
be attested by the following eomment of the Chamber of Commerce eommittee: 

It is regrettable that in the past the budget hearings have tended 
to be perfunctory in character, with relatively little active interest being • 
shown by the taxpayers. In many instances the members of the public 
that do participate are there to advocate some particular expenditure 
desired by a limited group. With the increase of popular interest in 
ffOVernmental costa during the depression, there has beea a development 
lJ1 the other direction, and chambers of commerce, taxpayer&" associa
tions and other groups have heightened public interest in governmental 

· coats. With such interest, budget hearings assume real im~rtance. · 
Increased public participation in budget making is h1ghly desirable. 

While many commercial and trade organiza.tions, and numerous govern· 
mental reaee.reh bureaus and taxpayers' aaBOCiations, have done note
worthy work in this regard, such activities are by no means as wid.e
apread or as well developed through the country as they should be. 
BtGte sll4 I..ood ButlgttM1J Jletlwd.rl, op. oU., p. 17. 

a Eacla hou111e of the state legislature adopts its own rules or procedures. 
Some procedural details are quite commonly prescribed in the etate con
stitution, but ways of ending these requirements are generally found 
without difficulty. The rules, as adopted at an early meeting of eaeh 
legialature, are practically certain to be the preceding legislature's rulea 
without alteration of any kind. Usually they are anti~~ eumber· 
some, needlesal:y detailed and diflieult to oomprehen~ oald, op. 
IN., p. 220. 

a Buck III, op. cit., p. 4. 
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Simultaneous Committee Discussion Group 

In the states in this group the committees of both Houses rec~ive 
the budget and the accompanying bills, if any, and study them 
simultaneously for report to their respective bodies. 

In North Dakota, although the budget is referred to the Appro
priation Committees of both Houses, .. appropriation bills may be 
introduced in either or both Houses. This does not tend to modify 
the practice of simultaneous discussion. The duration of legis
lative action is ·not limited. The sole restriction refers to the 
time in which the members may introduce proposals of their own. 
As noted elsewhere they must have unanimous consent of the 
members of the Ho11Se in which they are introduced. 

In Maryland the Governor must issue a proclamation extend
ing the session if the budget bill is not :finally enacted three 
days before the time of its closing. During the extended period 
only the budget bill and the expenses connected with the extended 
session may be discussed. The voting does not appear in any 
way to infringe upon the budgetary period, which begins on 
October 1. The regular session, which has a time limitation 
of ninety days, would be :finished sometime in March. Time 
limitations are absent in · Michigan. 

In West Virginia a provision identical to that of Maryland 
is found. 5 In addition there is a restriction upon the passage 
of appropriations other than those contained in the budget bills 
unless the latter are passed. 

There does not appear to be any outstandingly desirable 
result from the fact that simultaneous discussion takes place. 
If, however, it were combined with favorable time relationships, 
it would undoubtedly facilitate the acceptance of a short period 
allotted to the legislative deliberations. ' 

Joint Legislative Committee Group 

Discussion turns now to a much larger group of states, four
teen in number, which is known to provide for joint legislative 
committee operations. A large number of Southern states are 
in this group. Among them ·are Arkansas, Florida, North Caro
lina, South Carolina, Tennessee, and Virginia.8 

In Florida the Appropriation ·committees of both Houses must 
meet in joint session within :five days after the meeting ol the 
legislature. There are provisions !or public hearings at t~at 
time. The procedures are not deSigned for speedy completion 
of the deliberations, and one no~es that there are no restrictions 

G If the Budget Bill shall not have been finally acted upon by the 
Legislature three days before ~e expirati.on of its regula~ session, !he 
governor may and it shall be his duty to 1ssne a proclamation extending 
the session f~ such further period as may, in his judgment, be necessary 
for the pa.ssa,oe of such bill; but no other matter than such bill shall be 
eonsideriid dfiring such extended session except a provision for the eost 
thereof. W. V1.11. c0fl8f., art. VI.§ 51, sub.§ DI. 

• Data. on legislative pr&OCices in Arkansas are not presented. 
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on the duration of the legislative session. Possible delays ·are 
also not eliminated through the practice of adopting special 
appropriation bills before the discussion of the general budget 
bills is completed. The close of the legislative session scheduled 
for early in June does, however, provide for a proximity to the 
fiscal period considerably better than the usual performance of 
the Southern commonwealths. 

South Carolina and Virginia have statutes containing identical 
provisions. There is the requirement that the joint committees 
meet for hearings within five days after the budget is submitted 

· or the session opens. Time limits are not evident in either of 
these two states. In general, there need be no concern over time 
relationships since in Virginia, for example, the bills are adopted 
three or four months prior to· the opening date of the fiscal 
period. This is the final useless interval in the various stages 
that have been observed up to this point. 

In at least one of these Southern states the committees appear 
to deal with questions of revenue and expenditures, in addi-

. tion to providing for hearings at which is represented the 
membership of both Houses. · This is undoubtedly the case in 
North Carolina in which the budget appropriation bills are 
introduced by the Chairmen of the Appropriation Committees 
in each House. The budget review and several of the other 
budgetary procedures are undertaken by the Chairmen of the 
Finance Committee in each House. What is, however,. of inter
est is the fact, already noted, that the Appropriation Committees 
sit jointly, hold joint hearings, and consider the entire budget 
plan including appropriations, revenues and borrowing. This is 
outstanding and is perhaps one of the few procedures found 
in Southern states that is acceptable for recommendation in 
all the other commonwealths. The State has the usual time 
requirements. Instead ·of limiting the length of the discussion,· 
it requires the legislative debates on the budget bills to start 
within five days after submission. The requirement that 
stresses the other aspect is the usual one restricting other appro
priations until the budget appropriation bill has passed both 
Houses. 

In Tennessee the information supplied indicates that the Gov
ernor's budget goes to the legislature and is considered by the 
Committees on Finance and Ways and :Means. At the initial 
hearings the members represent both houses of the. legislature. 
The title of the Committees, if they follow the usual designation 
given in the American legislatures, indicates that questions of 
both expenditures and revenues are discussed. There is indi
eation that the Committees have on some occasions taken a 
comprehensive view of the state's financial problems. In 1931 
they paid little attention to the Governor's suggested appro
priation bill and prepared a new one whieh reduced the Gov
ernor's budget by a sum of $6,628,320.' There 'are no special 

' BIA4tlft B,.t- of f'~ op. at .. p. '1. 
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t~e lim~ts on fi~al.legislation, other than the apparent necessity 
wh1ch this stat~, s~ar to many others, has of pas~ing. the budget 
before the begmmng of the fiscal year. The leg~slatlve session 
operating with a regular time limit of 75 days should not mak~ 
this a difficult performance . 
. States, other than those in the Southern group just men~ 

tloned, that provide for joint committee hearings include Con· 
necticut, Delaware, Idaho, Maine, Massachusetts, Missouri, Okla. 
homa, Wisconsin, and Wyoming .. 

In. Connecticut the Joint Committee again apparently con
cerns itself with both revenues and expenditures. It is indi
cated that appropriation bills and revenue measures are referred 
to a Committee of Appropriations. This Committee is empow
ered to report any bill· that it desires without regard to the 
content of . the estimates submitted to it. In this respect the · 
Committee is in a position to exert a powerful influence on the 
State financial program and is not_ unlike the French Chamber's 
Commission in its potential importance. 

In Delaware and Idaho the usual requirement that only five · 
days elapse before committee deliberations begin is found.. In 
other respects the provi~ons are not exceptional. It is, how
ever, with respect to the· time that some variations are noted. 
The legislature in Delaware is restricted to a discussion oj the 
budget bills, and must exclude all others if it has not passed 
these on . the fiftieth day of the legislative session. Furthermore, 
the usual restriction is found regarding the passage of special 
or further appropriations until the budget bill has been passed 
by both Houses. . 

. In Idaho there is no time limit on legislative action except in· 
the case of emergencies. Under these particular circumstances 
bills introduced by the Joint Committee on Appropriations take 

• ·precedence over all other appropriation bills. There is further
more a restriction of forty days on the time during which the com
mittee may deliberate. It is not unexpected that some kind of time 
. restriction is found in Idaho in view of the fact that this State is in 
the group in which the budgetary discussions are started after the 
beginning of the period. It is perhaps even surprising that it is 
only .:the committee deliberations that are retricted. The forty 
day' period is indeed a l<mg one considering the circumstances. 
· Massachusetts, together with Connecticut and Maine among this 
·group, appears to be one of the few states that have a single com
mittee dealing with all phases of their fiscal programs. A legisla
tive ·Committee on Ways and Means concerns itself with the sub
mitted budget program. Massachusetts is one of the few com· 
monwealths in which are found speedy deliberations held in a sen
sible relation to the .opening of the new peri<ld. The budget is 
usually given preference over ordinary legislation and the voting 
is completed in March. It will be recalled that the fiscal period 
in that state lfegins on December 1. The "bridging" provisions 
are discussed below. 'fhe &tate's practices may be considered as 
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among the best since the organizational and procedural arrange
ments conform to logically acceptable standards. 

In Missouri the internal arrangements of the Legislature, as well 
as its procedures, conform to the usual pattern of the joint com
mittee group. With respect to the time arrangements this State 
must be included among the small group of those that have followed 
the British method of regularly voting the budget after the begin- · 
ning of the period to which it refers. There remains the basie 
difference that the legislature is not in session for a month or more · 
preceding the opening of the fiscal year. There are no time limits 

· on the legislative action and it has been noted that the discussions 
usually are completed towards the close of the legislative session 
which is legally limited to seventy days. This would place the vot- • 
ing approximately two months after the opening of the fiscal year. 

In Oklahoma the methods are typical of those found in other 
states of the same type. It is noted in the statutes8 that "neither 
House shall consider further or special appropriations, except in 
the case of emergency, until the budget bill shall have finally been . 
acted upon in both Houses.'' In spite of the fact that there are 
no limits on the legislative session, this provision, in addition to the 
fact that a six-month period is available between the opening of the 
session and the b~ginning of the fiscal year, assures the possibility 
of the usually delayed but still timely voting. 

In Wisconsin the executive budget presented in a single appro
priation bill may be introduced in either House and is referred to 
the Joint Committee of Finance following its introduction. After 
hearings are held the Committee's recommendations are incorpo
rated in amendments to the bill There are no time limits on the 
legislative discussions nor are there priority rights for the budget 
bill. The opening of the fiscal year on July 1 gives the legisla
ture the bulk of a six-months' period for its deliberations. Actu
ally the bill is usually adopted one or two months prior to the . 
beginning of the biennium. · . 

In Wyoming the usual processes are accompanied by a compli
cated series of time limits. The Joint Committee must introduce 
the general appropriation bill in the House fifteen days after 
receipt of the Governor's estimates. Exceptions are made for 
emergencies. Furthermore, neither House may consider other 
appl'opriations until the budget bill is passed. An added feature 
is found in the Constitution (Art. 3, Sec. 22) providing tha.t no 
appropriation bills may be submitted after five days before the 
close of the session except by unanimous consent. The State is 
well armed with devices to prevent a too extensive consideration 
of its budgetary problem. This is not entirely out of place since 
the fiseal year beginning on April 1 is not as far distant from 
the date of the introduetion of the budget as is the usual ease. The 
forty-day limit on the length of the legislative session, which begins 
early in January, should supply adequate safeguards that the 
voting shall not be unduly delayed. ' . . 

• Okla. stat. (Harlow, 1931), I 5376. 
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Dual Expenditure and Revenue Committee Group 

The most common procedures found are those of the states that 
adhere to the legislative procedure pattern found in the federal 
government. Such commonwealths, important from a fiscal point 
of view as California, Illinois, New Jersey, New York, Ohio, and 
Pennsylvania are included. Of the states that have been sur
veyed some twenty fall into this group and it is probable that the 
several states whose legislative procedures }!ave not been surveyed 
also follow this pattern. The practices here discussed are repre
sented as the typical American state procedures. 

A brief review of the remaining states in this group, arranged 
. alphabetically, reveals several minor variations from what was 
found to be the federal practice. In Alabama the statutes make no 
provision for voting or adopting the budget and the usual legis
lative processes are used fur fiscal matters. This is one of the few 
states in which the basic budgetary law has not provided for some 
phase of the· enactment of the budget by the legislature. This 
absence of any particular restrictions is found also in the case of 
the time arrangements, which are not legally provided. The budget 
bills usually become law near the close of the regular fifty-day 
session. This would give t() Alabama, along with Texas, the unen
viable distinction of having the longest period between the final 
adoption of the budget and the period to which it applies. The 
budget, which would be finally adopted before the end of February, 
would not go into force before the following October. One feels, 
however,. that any concern over this time lag is relatively unneces
sary in view of the much greater problem posed by the excep
tional 'length of the budget period. 

In Georgia there is a provision regarding restrictions on the pas
sage . of separate appropriation bills prior to the adoption of the 
budget bills. Georgia, however, is noteworthy because it provides 
for a split session. In this State the second meeting is held during 
the summer. This latter half of the regular session, beginning 
July 15th, has been indicated as the one in which budgetary dis
cussions are held. This would give to the State the usual time 
period for its discussions since the June-January dates correspond 
to the frequently found January-June-period. 

California also fullows the split session method and usually passes 
its budget in the second half of the session opened in March. This 
indicates a typical relationship to the opening of the fiscal period. 
Final enactment is undoubtedly facilitated by the provision regard
ing :restrietions on the passage of special or further appropriations 
prior to the adoption of the budget bills. · · 

The split session device, initially practiced in California in 1911, 
has since been copied in a number of states.• 

•West Virginia adopted the split session plan in 1920, but abandoned 
it eight years later. Since 191S the constitution of Massachusetts has 
authorized sp:Kt sessions, but the General Court has preferred to carry 
on its business in the old way. The Alabama legislature, on the other 
hand. has occasionally split its sessions without express constitutional 
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U the device had been more successful and more conducive to 
careful legislative study and deliberations, it might form the back
ground for some proposed budgetary reforms. It is conceiv
able that some provisional financing measures might be passed at an 
early session and that at a later session, close to or after the begin
ning of the fiscal period, the budget might be passed. Georgia's 
arrangements, for example, would be ideal if the fiscal year began 
in July and the procedure outlined above were adopted. 

Colorado, Illinois, Indiana, Kansas, and Kentucky form a group 
of states with similar provisions, In the last two mentioned States, 
namely Indiana and Kentucky, the particular procedure that bills 
must be read .three times is noted. In both the last jurisdictions 
the practices are elaborated in great detail in the statutes. There 
appear to be no time limitations for this group. Neither duration 
nor precedence limitations are found. In each State dates of the 
legislative sessions and the opening of the fiscal period are such 
that no particular problems are· raised. The July 1 fiscal period 
opening date and regular sessions beginning in January are found 
in eMh case. 

Mississippi's legislative practices and experiences are of excep
tional interest because this commonwealth alone in the entire 
Southern group was, until 1936, in a position to secure a speedy 
and efficient guiding of the budget through the legislature. It will 
be recalled that the budget was submitted only shortly before the 
opening of the fiscal year. 

Few states, if any, have their legislative processes covering finan
cial matters so closely guided by constitutional provisions as does 
this state. The Brookings survey summarized the pertinent sec
tions as follows : 

First, there is the provision that bilJs may originate in either 
house (Sec. 59). An appropriation bill must set forth defi
nitely the maximum sum thereby authorized to be drawn from 
the Treasury (Sec. 63); such a bill may be passed only by the 
votes of a majority of all the members elected to each house 
(Sec. 64). · A bill granting a. gratuity or donation in favor of 
any purpose or object may be enacted only by a two-thirds 
vote of the members of each house (Sec. 66). Revenue bills 
require a vote of three-fifths of the members of each house 
present and voting (Sec. 70). No new bill may be introduced 
during the last three days of the session (Sec. 67); and no ap
propriation or revenue bill is to be passed during the last five 

authorization, and in New Jersey the legislature regula.rly adjourns for 
about ten days immedia.tely after organizing in order to give the party 
le&dera time to develop their legisla.tive programs. Texa.s ha.a divided 
the legislative session into three pa.rta since 1930. The first thirty days 
are devoted chiefty to the introduction of bills; then comes a thirty-day 
period of committee hearings; and during the remaining sixty days billa 
are debated and passed. There is no legislative recess\. however. In }933 
the constitution of Georgia wu amended to provide lor two sessions in 
eac~ ~~ legisla.t_ive year-&. ten day se1111ioo in JanUAI'f and a longer 
lleSillOil, bmted to a11:ty days, 1n Jul1. Matdooald, op. cit., p. 202. 
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days of a session (Sec. 68). At regular sessions, appropria
tion and revenue bills have precedence over all other business 
(Sec. 69). A two-thirds vote of each house is required to over
rule a veto (Sec. 72). Finally, there is the section (Sec. 69) 
which pr~scribes the scope of appropriation bills: 

"General appropriation bills shall contain only . the appro
priations to defray . the ordinary expenses of the. executive, 
legislative, and judicial departments of the government; to pay. 
interest on state bonds, and to support the common schools." 

"All other appropriations shall be made by separate bills, 
each .embracing but one subject. . . '' 10 

The framers of the State Constitution undoubtedly had in mind 
careful consideration of budget items, particularly those dealing 
with revenues. The procedural steps that are noted are also suit
able to orderly and prompt passage of the appropriation bills.11 • 

It is evident from experience that the prompt action that was so 
essential for the Mississippi system has been neglected and that the 
introduction of the appropriation bills as well as their passage has 
been a delayed and slow process. The Brookings experts pointed 
out that in the decade prior to 1930 the General Appropriation bill 
was introduced with an average delay of twenty-five days. The 
deliberations are equally slow.12 

The fact that the Treasury and the spending agencies are severely 
embarrassed by the delays has not provided any coercive influence 
on the legislative processes. The record is poor. 

· In 1928, the General Appropriation Bill was finally passed 
on the thirty-first day of the session, seventeen days after its 
introduction. This is the best record in the last seven sessions. 
The m>rst record is that of 1930; a final vote on the eighty-

, eighth day 'On a bill introduced as late as the thirty-fifth day, 

10 Brookings Institution,· Mississippi 81JIT17efl, op. cit., p. 360. 
u The procedures as outlined in the Brookings Survey (ibid. pp. 361-362) 

are of the usual state pattern: 
Appropriation bills are introduced in both houses, cQnsidered by com

mittees, discussed on the floor, and put to vote. In the House of Repre
sentatives appropriation bills are referred to the standing Committee on 
Appropriations of twenty-nine members. This Committee is broken up 
into- sub-committees for the consideration of particular estimates. Con
ferences are held which the spending officers, and interested persons may 
attend. In some cases joint sessions are held with one or another of 
the general standing committees which are concerned with the particular 

· serrice . under consideration. Some few appropriation measures are 
referred directly to the Committee of the Whole where they are con-

., sidered in detail and reported for f)lrther debate on the floor. Revenue 
bills go to the Committee on Ways and Means, also of twenty-nine mem
bers. In the Senate there is a standing Committee on Finance in two 
divisions; designated "A" and "B", each of eleven members. This Com
mittee usually acts en. bloc, or as a unit; in some few cases bills are 
referred to one or the other division. About half of the appropriation 
bills, however, go directly to the Committee of the Whole, including all 
such bills, exct!pt refund bills, originating in the House. Most revenue 
bills of whatever origin are referred to the Committee of the Whole. 

UIWd., P· 361. • 
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- fifty-three days in process. For the seven sessions under 
consideration the average length of time in process was thirty
three days, but this figure is made unduly low by reason of 
the abnormally short period of three days in 1922.18 

· • 
I 

Joint Committee arrangements would have been only mildly 
effective in removing some of the delays that were encountered. 

At present the State's procedures provide seven months for the 
legislative deliberations. In the absence of a method of provi
sional votes on account the State's inadequate temporary financing 
techniques, if they may be thus labelled, led to an impossible situ
ation.16 Without discussing what the legislature has been voting. 
and how the question of fiscal policy has been treated, it is evident 
that the legislative processes have been defective. There is noth
ing in the legal background that necessitates the tardiness and the 
delays. On the other hand the requirements have not succeeded 
in giving to the state the legislative processes that it requires. It 
is, furthermore, evident that a suitable tradition is also lacking. The 
result is that the State, in changing the opening of its fiscal year 
from January 1 to July 1, has sacrificed an exceptional oppor
tunity. 

In Montana an interesting timing factor is noted. In addition to 
the usual prohibition upon the consideration of appropriation bills 
other than the budget bill until the latter has been passed, there is 
found a restriction that on the thirtieth day of the sixty-day session 
the budget bill must be considered to the exclusion of all other 
bills. 

In New Hampshire the only fact worthy of mention here is that 
the appropriation bill becomes law usually as early as May, short
ening somewhat the usual delay. There are no elements of interest 
in New Jersey's present practices. It is however significant that 
in reference to this State, the Institution of Public Administra
tion's experts in 1929 suggested that three weeks would suffice for 
legislative deliberations on the budget bills after they had been 
released from the Committees.15 

Ohio belongs· to the small group of states that begin their dis
cussions after the opening of the fiscal period. Its particular time 
problems are diseussed below. in relation to this extraordinary 
\lOndition. 

In Oregon a similar condition is found. The opening of the fis
cal period on January 1 precedes the opening of the legislative 
session by approximately two weeks. The time problem will be 

· discussed below. Pennsylvania offers no departures from the estab
lished norm for this group. Rhode Island differs from the others 
only with respect to the fact that after committee endorsement of 
the bill it go(>S to the House and no other expenditures may be 
authorized until the budget bill has been passed, except in ease 
of emergency.•• · 

11lfH4. 
u See p. 513. t •• . 

II Institute of Publi~ Administration, Nnt~ ./eney 81W'l1ey, op. cit., p. 66. 
t•R. I. Pub. Ltwe (1929) e. 1349, 11. 
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The statute indicates that the Governor is to determine whether an · 
emergency exisbL 

Of the two remaining Western States, Utah follows the usual pat
tern. In Washington the basic budgetary law makes no provisions 
for the procedure to be effective after the budget has been submit
ted. Usual legislative practices determine the practices that are 
outlined in the appended chart. In neither State does the duration 
or the priority time limit exist. Although Washington's fiscal year 
begins on July 1, the sixty-day limitation on the length of its ses
sion does not create any necessity for exceptional measures. In 
this jurisdiction, as in a few other states, it may be noted that the 
somewhat compact relationship between submission, adoption, and 
the opening of the fiscal year could be achieved without any basic 
hardship or difficulties if the three months lag were eliminated. 

New York 

New York's procedures may be taken as typical. Appropriation 
bills and revenue measures are referred to the various Committees 
immediately following their Submission. At the regular hearings 
the Governor and the heads of departments have the right and duty 
to be heard by each Chamber. New York neither limits the length 
of the legislative session nor does it place any restriction on the 
duration or time of the legislative action on the budget. . In order, 
however, to facilitate the financing of State needs, provisions are 
made for the privilege of the Governor to recommend that one or 
more proposed bills be passed in advance of the others. Further
more, as a part of its legally protected executive budget, neither 
House may consider further appropriations until the appropri-

. ation bills proposed by the Governor are finally enacted. These 
refer to those contained in the budget bills. 

Summary 

The advantages that might accrue to New York if its legislative 
methods and procedure were modified cannot be definitely deter
mined. The experience with political factors disrupting the 
smooth functioning of its present practices makes any conclusions 
difficult. The extent to which partisan rivalry has disrupted the 
legislative organization and procedure cannot be minimized. It 
may be wise at this point, however, to summarize some of the prae.
tices and provisions noted in other governments and to discuss their 
applicability to New York's requirements. At the outset it may be 
noted that the largest field for reform lies in revision of committee 
arrangements and other organizational procedure. Conclusions 
and recominendations with respect to these arrangements have been 
presented in a previous chapter. The most important reform, which 
can be discussed without regard to the particular problems of each 
jurisdiction, an those that deal with the timing aspects. 
If the time of the submission is delayed and a compact relation-- . 
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ship of voting to the opening of the period i~ desired, the states 
must provide for speedy and effective deliberations. Split sessions 
and systematic procedures, both in committees and in plenary ses-: 
sions, may be of assistance. If the dates of preparation and sub
mission are revised so that the executive budget messages are intro- · 
duced near the beginning or after the opening of the budget periods, 
it will be of particular value in the elimination of needless delays. 
It appears that Massachusetts alone can qualify for consideration 
as a model state in connection with its legislative procedures. 



. . ,"'-
CHAPTER XXXIX 

EXECUTIVE VETO POWERS OVER :QUDGETARY 
LEGISLATION 

In most jurisdictions, including the United States, before the 
voted program becomes effective it must be approved by the execu
tive. Students of budgetary problems have therefore concerned 
themselves with this condition. In connection with the desire to · 
advance and continue the philosophy of executive budgeting, 
attempts have been made to give executives exceptional powers of 
review over budgetary items. Because of its minor significance in 
the main problem under study only brief mention of the subject 
is made in this report. 

The writer has had no opportunity to study the. problem 
of foreign governments with respect to the veto power of the 
executive. The problem of the change in ministerial govern-

. menU! and the existence ·of dictatorial executives would lessen 
the usefulness of such ~ttempts. The only nation, therefore, 
for which such information has been made available is the United 
States. 

United States Federal Government 

For the federal government it is known that the President 
must accept or reject an appropriation bill in its entirety and 
cannot veto specific items.1 It has been recommended in several 
quarters that the President receive the authority, which the 
Governors of a great number of states have, to veto individual 
items or sections of a bill.~ The conferring of such powers . 

1 Willoughby quotes an authority (Henry J. Good, Oost of Our Goowrn
ment) who has maintained that the President has such le~al power. This 
does not represent the consensus of opinion, and the idea 18 not supported 
by Willoughby himself. (Willoughby, op. cit., p. 18.) 

2 Some time ago through a referendum vote the Chamber of Commerce was 
committed to the proposal that: 

The United States Constitution should be so amended as to permit 
the .President to approve or disapprove any separate items or provisions 
contained in any appropriation bill. 

As is well known, appropriation bills at. times contain objectionable 
items and, notwithstanding parliamentary rules to the contrary, extran
eous matters known as "riders" are also attached. The President under 
present conditions has little discretion with respect to these items,. since, 
if he vetoes a bill ·because of them, he is likely to paralyze the admin· 
istration through lack of funds. 

A grant of power of this character would be no innovation in the 
American political system. Congress has already approved the principle 
in authorizing the chief executives of the Philippine Islands and Puerto 
Rieo to veto individual items in appropriation bills, and about three
(ourths of t,lle states have given similar power to their Governors. 
Report of the Special Committee on Federal E!l!Penditures, op. cit., p. 16. 

. : • f [48!l] . 
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appears to be in the best interests of fiscal efficiency. It is for
tunate that the states have not all followed the ·current federal 
practice of limited veto powers. 

State Governments 

The .American states may be grouped in . three categories with 
respect to their veto practices. We have first the small group of 
states that have eliminated the necessity of wide veto powers 
because they believe that they have avoided the need of any post-

. voting moves on the part of the executive. New York is repren.
sentative of this first group. Budget appropriation bills over 
which, as has been already noted, the legislature has no power 
to raise existing items or present new items, become law 
when passed by both Houses. No further action by the Gov.: 
ernor is necessary. However, the appropriations for the .legis
lature and the judiciary as well as for separate items outside 
his budget bill are subject to his veto. It should be noted that 
New York State allows item approval for those expenditures 
st~-bject to the veto provisions. While New York's Governor is 
empowered to approve individual items as well as to pass on 
bills as a whole, he may not veto an item if his veto will result 
in increasing an appropriation. That is, the' Governor may not 
disapprove any act of the legislature in cutting or eliminating 
an item. .Assuming that the legislature has done its duty with 
respect to voting a balanced program, it is protected against any 
gubernatorial nullification of its efforts. · 

In West Virginia and Maryland, also in the constitutional 
executive budget group the budget bills, with several minor 
exceptions, become law as soon as passed by both Houses. 
· A small group of states gives the governor the usual veto 
powers but restricts the executive, as the President of the United. 
States is restricted, to the approval or disapproval of appropria
tion bills as a whole. Item vetoes are not permitted. The states 
that impose this limitation are Indiana, Iowa, New Hampshire, 
North Carolina, Rhode Island, Tennessee, and Vermont. • 

Massachusetts belongs to this category only because . the 
Governor's item veto may be over-ridden under the same con
dition as those under which the appropriations were originally 
passed. This tends to reduce the item veto powers of the Gov
ernor to a mere advisory function. 

Tiie rest of the states allow the Governor the privilege of item 
veto. A few states including California give the Governor the 
power to reduce as well as invalidate the budgetary bills. In the 
majority of the states the vetoes are made more effective by virtue 
of the fact that the legislature may override the governors' vetoes 
only with a higher vote than was necessary when the bill was 
originally passed. A two-thirds majority is customary. 

' I W. F. Willoughby, PriftdplQ of ugisl4tw Orgq&mtiou Pel AlliiN..._ 
tnatiou, (Washington, 1934), p. 60. Willoughby erroneously illcludea Wia
t'IOD8i.n in hit list. . 
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Michigan is one of the states that specifically restrict the 
Governor's veto power and do not permit him to modify items. 
Missouri does not allow the Governor to reduce an appropria
tion for the public schools, although he may approve or . veto 
the funds for such activities. Kentucky provides that the State 
agencies. may continue to spend for ordinary recurring expendi
tures, if the Governor vetoes an item required by the law. New 
Jersey is one of the few states that do not require a higher 
than normal vote on the part of the Legislature when it over
rides a veto.· .AB in Massachusetts, a majority vote in both Houses 
is sufficient to nullify the Governor's efforts. . 

A survey of Pennsylvania's practices describes what may be 
considered to be the ideal veto procedure. 

Deficiency appropriation ;bills reach the Governor during 
the early part of the session of the General Assembly. He 
has power of veto over them conferred by Article IV, Section 
16 of the Constitution. The amounts he approves are a first 
claim against the available funds as estimated in the budget 
estimates of receipts. 

Bills covering appropriations may reach the Governor at 
any time during the .Session, whereupon he takes such action 
as is necessitated under Article IV, Section 16 of the Con
stitution. However, the bulk of appropriation bills, includ
ing the general appropriation bill, which carries the amounts 
for general government, reach the Governor toward the end 
of the Session due to the immense amount of study and con
sideration which must be given them by the General Assembly. 
It is a necessary part of the budget system that most of the 
appropriation bills reach the Governor so that he can con
sider them individually and in total at one time. 

After considering each bill individually, he regards the 
total, taking into consideration the deficiency appropriation 
bills and sporadic appropriation ;bills he has already 
approved. The final total of all must be brought within the 
estimate of revenue. To do this it is often necessary to veto 
bills in total or in part because of "insufficient state reve-

. nue." The final approval of all. bills establishes the Budget 
fQ.r the ensuing two years." 

Summary 

The value· of veto powers 'cannot be-estimated unless the ability 
and interests of the executive are known. In the final analysis, 
the power of the legislature to override the executive veto is not 
to be minimized. The utility of the veto device as a check on 
Iegislative

1 
spending depends, therefo~e, on the legislative support 

that the executive can secure. While few states have followed 
New York in limiting the need of veto powers through limiting 
the legislature,• it will be shown below that a very large group 

t Townsend, op. oU., p. ll. 
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of states have gone beyond veto powers in allowing the executive 
the right to modify appropriations after they have been voted. 

Following the line of reasoning that has been offered in 
defence of executive budgeting, it appears desirable that execu
tive powers with respect to vetoes be enhanced. Certainly item 
vetoes should be permitted since they allow selective economy · 
efforts on the part of Governors through the application of knowl
edge gained through experience in budget preparation. Another 
practice that should receive more widespread approval is one 
giving the Governor the right to reduce as well as to eliminate 
individual items. 5 The states would thereby remove another 
remnant of the horizontal cut philosophy that seems to underly 
most economy efforts. 

II The model Constitution prepared by the Committee on State Government 
of the National Municipal League confers on Governors the power to exercise 
vetoes in the direction of reducing and deleting items in expenditure bills. 
(Sec. 50.) 



CHAPTER XL 
THE VOTING OF SUPPLEMENTARY AND 

DEFICIENCY ITEMS 

Problems of Deficiency and Supplementary Items 

Continuing the discussion of the various procedures related, to 
the adoption of the budget program, which have an important influ
ence on the ability of the legislature to adopt a balanced program, 
the question of the submission of supplementary estimates outside , 
the scope of the regular budget is next approached. In legislatures 
where there are no restrictions on the power of the members to 
initiate expenditure items the term is used to describe expenditures 
that are introduced by the legislators and voted after the adop
tion of the regularly submitted budget. The term does not cover 
recommendations made by legislators when dealing with the regu
lar budget submitted by the executive, but it does include proposals 
made by the executive or the budget authority after the major pro
gram has been submitted. In contradistinction to deficiency items, 
which refer to the curreUot: period, supplementary items refer to 
the same p!n'iod as that covered by the regular budget program.1 

From the point of view of the survival of an executive budget 
program and of sound fiscal planning by the legislature, the impor
tance of the procedures regulating the adoption of supplementary 
items cannot be overemphasized. Supplementary items are fre-

• quently necessary and desirable. They may represent timely ad
justments of revenue or expenditure plans. They may mean care
ful revisi{)n and modification iu terms of new developments. It is 
inconceivable that both the executive and legislators should be denied 
the chance to propose measures after the budget is submitted or 
even voted. On the other hand supplementary voting, like deficiency' 
items, may be symptomatic of poor planning and of estimates pre
pared too far in advance of the period to which they refer. The 
American experience shows this clearly. It is essential, therefore, 
that supplementary items, which usually tend to disrupt fiscal 
planning, be reduced to a minimum and their adoption surrounded 
with safeguards. _ 

In national governments supplementary budget voting is impor
tant because legislatures meet frequently and remain in session for 
long periods. There are many opportunities for expenditure items 
to be adopted after the regular balanced program has been con
cluded.· This is especially true in countries such as the United 
States, where the procedure is vague and ill-defined and not subject 
to specific . requirements on legislating the program proposed by 
the President. , The entire program .is subject to unpredictable 

1 Ope reason for such eonfusion as exists is that so-called deficiency appro· 
priation bills fr~uently include supplemental items. Such, for example, is 
the practice in the federal government of the United States. 

[492] 
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changes, which are frequently made without relation to the previ
ously submitted plan. Failure to stress this aspect of legislative 
action in such countries results in giving a distorted picture of the 
development of executive budgeting. This recalls the fact that doc
uments showing executive budget proposals have been criticized 
because of their false relation to the programs actually promul
gated. 

Vot~g Supplementary Items in National Governments 

.A. few nations have succeeded in adopting procedures that 
bring the various supplementary items under control through the. 
device of supplementary or corrective budgets. The latter terms 
describe minor budgets nsed to include the various estimates that 
otherwise would be subject to haphazard and uncoordinated legis
lation. The countries that apparently have met with some meas
ure of success in solving the supplementary budget problem include 
Denmark, Rumania, and Sweden. Germany as a republic may also 
be listed.· ·· 

Denmark · 

In Denmark, just before the beginning of the fiscal period and· 
after the regular ~udget has been voted on, a supplementary budget 
is introduced and passed. It comprehends, in addition to changes 
in the recently voted budget, such deficiency items as are needed for 
the period about to close and have been omitted from the regular · 
budget. .A. procedure in all respects similar to that of the regular 
budget is followed for the supplementary budget. Supplementary 
items are seldom introduced outside the scope of this budget, for 
which a supplementary finance act is passed. Thus under the 
Danish system isolated, measures which may disturb a carefully 
planned program, are avoided. 

Germany 

In republican Germany there appear to have been no restrictions 
on the amount of supplementary estimates that the . Reichstag 
could have adopted or on the time when such estimates could have 
been introduced. However, the usual restrictions to which the reg
ular budget and its items were subjected were also applied to the 
supplementary budgets, a procedure in some respects similar to the 
Danish type. Most of the measures, which otherwise would have 
been voted individually and would not have been subject to the · 
usual concentrated interest in expenditure-revenue relations, were 
viewed together. To a certain extent the supplementary budget or. 
Nachtrag .eum Reich.sluJUaltsgesets was considered a distinct fiscal 
measure covering a minor program and was not treated as a mere 
addition to the regular budget already voted. 

RIIIDI.Dia ..... 
'I 

Rumanian procedure attempts to delimit and restrict the amount 
of supplementary credits that may 'be voted. At a particular time 
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all estimates for suggested changes in the voted budget are intro.. 
· duced. Occasionally the volume of changes and their scope are such 

that a corrective budget must be voted, replacing, instead of modi
fying or supplementing, the original program. Such a budget was 
used in 1937 but its use is not frequent. 

Sweden 

Finally, in Sweden we find that supplementary estimates may be 
legally submitted at any time. There is, however, a corrective and 
annual supplementary budget in which the estimates tend to be 
concentrated. Sweden's ·extensive public works program has been 
responsible for introducing the need for considerable elasticity in 
appropriations and has also led to extensive recourse to supple
mentary items. The supplementary budget is coordinated with the 
general program already voted. 

In none of the countries that seem to have taken steps to 
avoid the worst abuses and dangers inherent in the practice of hap
hazard supplementary appropriation voting are there any pro
visions such as those found in! the American States. These latter 
units require the legislature (or the executive if he initiates the 
supplementary estimates) to specify the source of the revenues 

. needed to finance the new outlays. · . . 
United States Federal Govemment 

The countries for which the procedures have already been noted 
tend to proscribe such supplementary estimates. Failing in that, 
they attempt to segregate and assemble them, and subject them to 
designated and orderly procedures.. There is no doubt that these 
methods, except in the case of :fiscal crises or emergencies, are 
indeed advisable. The procedure may be contrasted with that in the 
United States national government in which no effective restric-

. tions or traditional limitations exist. Any time during a session of 
Congress supplementary authorizations and appropriations may be 
submitted. The deficiency items are submitted in the regular 
budget. Hence a special budget is not necessary. There is a some
what ineffective provision requiring that recommendations to re
move the impending deficit must be made by the Executive if the 
funds for the execution of the supplementary estimates are not 
already available. This is similar to the recommendations that the 
President must make to cope with a particular deficit. As we have 
already noted, his recommendation that the deficit be tolerated 
appears to suffice. Nothing is required of the legislature for the 
items that it initiates. There have been recommendations for 

·modification of the provisions since they tend to disrupt the orderly 
development of the executive budget and have been a known source 
ot weakness in the federal :financial system. 

The 1921 Budget Act improved the old system by requiring the 
President (through the Budget Bureau) to appl'OVe of any esti
mates for supplementary appropriations. The1chief benefit of this 
change was to enable Congress to distinguish supplementary from 
" . . 
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deficiency items. Evidently, prior to 1921 it was. unable to do 
~. . 

The Chamber of Commerce Committee stressed the role of sup~ 
plementary appropriations in the unbalancing of the federal 
budget. It stated in its report: 

While there is no question of the right of Congress to make 
such authorizations or to vote the required funds, nevertheless 
appropriations of this character as now handled are one of the 
most disturbing factors to well ordered budgetary procedure. 

As far as possible, actual appropriations for those activities 
requiring supplementary grants should be deferred until 
near the close of Congress. Since it is frequently not con~ 
templated that these activities will begin until the next fiscal 
year, delay would work no hardship in many instances. The 
proposed supplementary grants should then be considered by 
the Budget Committee, coordinated with each other and with 
the regular supply appropriations, and included in the aggre~ 
gate which this Committee recommends shall be appropriated.• 

The Committee's proposals would introduce a practice similar 
to that noted in Denmark. In general the plan recommends the 
segregation of all revisions and new items. It desires to subject 
them to a planning and review that will enable the enacted 
measures to fit into the scheme of the budget already voted. 

Great Britain 

Many other countries also fail to apply orderly procedures to the 
supplementary estimate problem. In Great Britain such estimates 
may be submitted at any time during the session of Parliament, 
and would include those that are submitted to Parliament som~ 
time after the voting of the regular budget during the summer 
months. The British procedure tolerates corrective budgets and 
there have been one or two total revisions of the :fiscal program, 
because of emergency factors, after its adoption. Such budgets 
may be opened by the Chancellor at any time during the session 
and they are valuable in providing for an orderly means of 
a general revision of all :fiscal plans made necessary. by new 
developments. An entirely new budget program, replacing one 
voted the previous spring, was adopted in September, 1932. It 
is needless to consider the British procedures in detail because 
the limited power of Parliament places the entire responsibility 
for any disturbances of the original budget program on the 
government. 

The Empire Group 
The British dominions tend to follow the procedures found in 

Great Britain. In Australia and 'Canada supplementary esti
mates are not subject to any legal or traditional proe.e.dures. 

't 

1/hporf of fu Bpectal CotilwailtN 0t1 PfltknJI .B;rpell.ditura, op. cit., p. 20. 
t • 
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:in New Zealand there is a practice calling for the introduction of 
supplementary estimates just before the session closes and pro
viding for dealing with them in. appropriation acts. In the Irish 
Free State similar conditions are noted. There is, however, a ten
dency in that country to show a concern over the financing of such 
ID;easure~. . In. case. an exceptionally large amount of new expen
ditures lS voted a corrective budget is called for. Only one such 
budget has been required since the adoption of the present· pro-

. cedureljl in 1922. For ,the fiscal year 1931-32 a corrective budget 
was used. .. · 

•. The real lessons to be learned from. the British-type systems 
are not in the voting but in the control over estimates that 
may be submitted to Parliament. The value of truly executive 
budget systems may be recognized here. In connection with Irish 
procedure the following section of the annual "Finance Circulars 
on Savings .and Supplementary Estimates," which are given to 
the spending agencies, is of interest. ·. . 

If it is expected that unavoidable expenditure will be 
incurred in the year in excess of the amount of the existing 
Vote, l am to request that the Minister may be informed as 
soon as possible and. a, draft estimate should be accompanied 
by full explanation of the eauses which gave rise to the 
anticipated excess, but the· Minister's assent to its presenta
tion to Dail Eireann cannot. be assumed and steps must be 
taken at once to exercise such control over expenditure that 
the original provision is not exceeded without his prior sanc
tion. 

In 'preparing a Supplementary Estimate, the following 
directions should be observed. If savings be expected on any 
of the expenditure sub-heads of the Vote such sQ.vings should 
'be· clearly stated and explained in a eovering letter and 
allowance should .be made for them in estimating the deficit 
to be made good. Similarly, if receipts and appropriations
in-aid of the Vote are expected to yield a larger sum than 
that which was included in the credit sub-head of the original 
vote, allowance should be made for the additional receipts 
by deduction from the deficit which should then be shown 
at .both its gross and net amount. 

Particularly attention is called to the fact that in the case 
of a Vote having a credit sub-head, the gross expenditure 
sanctioned in the original Estimate cannot be exceeded 
merely because surplus receipts have accrued sufficient to 
cover the amount of the exce~. The authority of the Dail 
Eireann must be obtained by means of a Supplementary 
Vote tQ enable additional receipts to be applied to meet any 
expenditure in excess of the gross amount originally 

, authorised. 1 
• 

Ca;Rful analysis evidently underlies Treasury control of any 
additional estinfates that are submitted. Parliament's accept-

a O'Connell, op. cit., p. 108. 
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ance of any proposals need not be construed as symptomatic of 
endeavors to correct inherent defects. in budget program planning 
or voting. . · 

In other countries supplementary estimates may be submitted 
at any time during the legislative session. There are no pro
visions for corrective or supplementary budgets which consolidate 
such estimates. An occasional restriction, such as that found in 
The Netherlands, is noted. In that country, in order to main
tain the balanced program already approved, it is customary for 
Parliament to provide funds for the newly-voted items and to 
finance them by means of decreases in items already voted. There 
is no legislation that makes such action mandatory. 

It should be indicated that in several countries the desire for 
voting added items . is eliminated by the fact that only reserves 
may be used for the financing of these activities. Such a situa
tion is noted in Turkey. In the event that the supplementary 
estimates involve additions to already voted items, they are tacked 
on to the regular budget as supplementary charges. Howevet:', 
items are increased only if they do not exceed financial capaciti$ 
and the resources of the regular reserve funds. 

& Summary 

Because the national legislatures are in session for long periods 
the flood of supplementary items at regular sessions cannot be 
avoided. There appear to be some practices that may minimize 
the disadvantageous aspects. One, already noted, consists 
of the segregating and grouping into the form of a supplemen
tary budget of all items that may be offered as new items 
or as amendments. The purpose of such a step would be to 
subject such measures to as many procedures as the regular 
budget program has undergone. This method recommends itself 
highly for units in which the legislature is in session for any 
length of time after the program has been voted. The federal 
Congress' practice is a case in point. The short sessions of many 
American state legislatures tend to reduce any possible univer
sal recommendation of this practice. · · 

Whenever economic disturbances or other unpredictable events 
of major effect require important modifications in a voted pro
gram, patchwork should be avoided whenever possible. One way to 
prevent such a state of affairs is to provide for a corrective budget 
This implies a new budget program which may involve . a com
pletely new approach in some elements of the plan. A few 
foreign nations have had experiences with these supplementary 
budgets, sometimes referred to as rectification budgets. The 
biennial budget stat('S would do well to consider corrective bud
gets when they meet at special sessions for some major financial 
legislation. It should be noted that corrective budgets, when 
considered as a means of revision after a vot{ld progr!ln has 
already gone into effect, deal primarily with what are in reality 
deficiency items. 
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' Voting Supplementary Items in State Governments 

In the American states the restrictions upon new expenditure 
items that the legislature may upon its own initiative adopt 
have already been noted. In keeping with the definition of sup
plementary estimates adopted for purposes of this discussion, we 
find a number of practices that are required in the case .of 
additional estimates submitted by the Governor or his :budget
making authority sometime after the regular budgetary estimates 
have been 'introduced and adopted. There are apparently no 
states that prohibit the introduction of such items by the gov
ernor. The restrictions that are present refer primarily to the 
availability of funds for their financing. With respect to limita
tions placed upon the legislature only those embodied in state 
constitutions are really restrictive. However, in budgetary mat
ters it has repeatedly been noted that tradition may have a greater 
force than statutory requirements. For this reason the numer
ous provisions, which legislatures may disregard if they wish 
simply by amending statutes, are also surveyed. In general the 
efforts to prevent wholesale unbalancing through the medium 
of supplementary appropriations include those that hamper 
the introduction of bills near the close of the session. The usual 
type of restriction is represented by those which state that any 
additional appropriations must be embodied in separate bills, each 
limited to a single purpose. Furthermore, each )>ill must . carry 
a special tax or otherwise specifically provide money for the 
total amount of the appropriation. Occasionally such bills must 
be passed by a vote of a special majority of the entire number 
of each house. · 

Alabama 

Alabama, for example, is typical in its statutory requirement 
that the Governor must present supplementary estimates to cover 
the appropriation needs for laws enacted after submission of his 
budget. There is a further provision that such estimates must 
be accompanied by a statement of facts and the planned sources 
of revenue. , 

Califom!a 
Another type of restriction is --one found in California. Any 

proposals to amend or supplement the budget must be considered 
by the committees to which the related budget bill was originally 

. referred. This tends to prevent the Governor or legislators from 
slipping through legislation that. has originally been withheld 
because of the known antagonism of a particular committee. 

Delaware 
· In Delaware neither House may consider further special 

. appr~iations until the budget appropriation bill passes both 
Houses. The re~trictions ·designed to prevent deficits include also 

. provisions that total a:epropfiations may not be increased to 
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exceed revenue estimates given in the supplementary budget. 
Appropriations, however, may be voted at any time if they ·fall 
within total revenue estimates. 

Georgia 

Georgia is more specific in its balanced budget provisions, inas
much as it allows no supplementary item to be brought up unless 
revenue is concurrently provided by a tax. This is designed to 
overcome the usual solution of the financing problem achieved by 
means of a reference to existing or expected funds. 

illinois 

Illinois has a constitutional requirement for a larger vote on 
such supplementary estimates than is normally required to pass 
a budget bill.' This tends to decrease the number that may be 
voted. It implies the same type of support of the Executive's 
budget program as is found in connection with executive veto 
powers. 

Iowa 

In Iowa it is the Governor's duty to transmit supplementary 
estimates that may be required on account of laws passed after 
submission of the budget, or that may be in the public interest. 
Such estimates must be accompanied by reasons therefor, and, 
if necessary, by recommendations for additional revenue. 

Massachusetts 

:Massachusetts is one of the few states that provide for a single 
supplementary appropriation bill in which all supplementary 
estimates tend to be concentrated. Special appropriation bills 
may, however, be enacted outside the supplementary appro
priation bill. 

Nevada 

In Nevada the relevant statute reads: 
No supplementary appropriations shall be valid unless 

the amount in the state treasury is available for such appro
priation, unless the legislature making such appropriation 
shall provide the necessary revenue by a tax, direct or indi
rect, to be laid and collected as shall be directed by the state · 
legislature. • 

' Each Gt!neral Assembly shall provide for aU the appropriations 
necessary for the ordinary and eontingent expense of the government, 
until the expiration of the first fiscal quarter after the adjournment 
of the next regular session, the aggregate amount of wh.ieh shall not 
be inereued without a vote of % of the membera elected to each Bonae, 
nor extleed. the amount of revenue authorized by law to be raised iii.IIUeh 
time. IU. COMt., art. IV, 117. ,. 

• Nev. Stat. (liH9) e. 45 u amended. 
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West Virginia 

· West Virginia has a somewhat elaborate series of provisions. 
Each supplementary appropriation bill must carry a tax suf
ficient to cover the cost thereof, unless it appears that sufficient 
revenue is already available. However, this must )>e considered in 
connection with time and other limitations on the legislature, 
already noted. In this State they indicate, in addition to the financ
ing measure, that neither House may ·consider any supplementary· 
appropriations until the budget bill has been finally enacted in both 

.Houses. The requirement for the limitation of each separate bill 
to some single work, object or purpose is likewise found.6 • 

, West Virginia's Constitutional provision is identical with that 
found in Maryland. The first mentioned State also provides in its 
statutes for a restriction on the introduction of supplementary 
estimates by the budget-making agency,· namely the Board of 
Public Works. Before final action by the legislature, but only 
with its permission, may the Board amend or supplement each 
budget bill. It should be noted that the provision refers to 
original budget proposals that have not been finally enacted by 
the legisll\ture. 

• 
1 

New York 

New York restricts the Governor as to the time of the trans
mission of supplementary estimates and of revisions of his sub
mitted estimates. The Constitution provides that the Governor, 
before final action by the Legislature and not more than thirty 
days after submission of his original budget, may amend or sup
plement his original recommendations. However, with the con
sent of the legislature, he may submit supplementary bills any 
time before adjournment. The effect of this provision is to 
nullify the effectiveness of the time limitations since the consent 

• Neither House shall consider other appropriations until the budget 
bill has been finally acted upon by both Houses, and no such other 
appropriations shall be valid except in accordance with the provisions 
following: . 

( 1) Every such appropriation shall be embodied in a separate bill 
limited to some single work, object or purpose therein stated and called 
herein a. supplementary appropriation bill; (2) each supplementary 
appropriation bill shall provide the revenue necessary to pay the appro
priation thereby made by a tax, direct or indirect, to be laid and collected 
as shall be directed in said bill unless it appears from such budget that 
there is sufficient revenue available; (3) no supplementary appropria
tion bill shall become a law unless it be. passed in each bouse by a vote 
of a majority of the members present, and the yeas and nays recorded 
on its final passage. Each supplementary appropriation bill shall be 
presented to the Governor of the State as provided in section fourteen 
of article seven of the Constitution and thereafter all the provisions of 
said section shall apply. . . 

Nothing in this amendment shall be construed as preventing the Legis· 
lature from passing in time of war an appropriation bill to provide 
for the payment of any obligation of the State of West Virginia within 
til!e protection of section ten of article one of the Constitution of the 
United StateA. W. VG. C'O'Mt., art. VI, §51, sub-§EI. 
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of the legislature may frequently be considered as a demon
stration of its approval of the measure. The legislators them
selves cannot initiate measures unless the requirements of the 
Constitution are met. These, as has already been noted, deal with 
procedures and there is nothing to prevent the legislature 
from initiating and adopting a budget program entirely of its 
own choosing after the Governor's program has been discarded. 
The ability of the lawmakers to adjourn without having pro .. 
vided for a nominally balanced budget is commonly recognized. 
It · appears, therefore, that the restrictions ·on the Governor and 
the limitations on. legislative revisions may be classed with the 
provisions for supplementary items; without harmonious rela
tions between the Governor and both Chambers of the legisla..
ture, deadlocks might ensue. The limitations are meaningless if 
they ar~ designed to insure a survival of the executive budget · 
program or the voting of a balanced program. 

{' Summary 

The problem of supplementary appropriations has not been 
as serious in the .American states as it has been in foreign coun
tries because of the fact that the states must operate with a 
number of requirements that prevent the legislature from unbal
ancing the budget, as far as any quantitative aspects are con
cerned. Recommendations for improving state practices, how
ever, may be made. The states should tend to concentrate new 
expenditure proposals and their financing measures in a supple
mentary budget bill. This is far from being the case. Most of 
the state provisions dealing with the initiation of supplemen. 
tary items by the Governor are significant only because the 
Governor's recommendations are the basis of all legislative action. 
What is required is a series of devices designed to aid the legis
lature in carrying out the demands imposed, by borrowing and 
other anti-deficit requirements. It would be most desirable if 
at some time near the close of the session and after the budget 
was voted a carefully planned and comprehensively considered 
supplementary budget were introduced.' Executive budget lead~ 
ership should certainly cover all items . 

• The Nature of Deficiency Items 

The fact that the large majority of jurisdictions adopt their 
budget programs before the opening of the period to which 

r Towards the end of segreJ!ating requt>Sta for funds that are not included 
in the budfret, the devioe of giving budget items priority is ueefuL The 
Model Constitution (See, 49) provides that: . 

No appropriation shall be pa8!W'd until the general appropriation bill. 
ae introdut'ed by the governor and amended by the legislature, shall 
hue ~n enacW, unl~ss. the governor ~·~~ recommend the JWBge of 
an tmergency appropnatlon or appropriations, wllich shall eontiuue 
in fort"e only until the gentral appropriation bill shall become effeetin:. , 
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they refer places the voting of the majority of the supplementary 
budgets or items likewise in a period preceding the one to which 
they apply. In Great Britain and other jurisdictions in its group 
(excepting Canada and India) and in the small group of post
period voting states, most supplementary items are voted, as may 
be the regular estimates, prior to the opening, or during the early 
months of the current period. The attempt to classify supplemen
tary. and deficiency items is at the outset subject to qualifications 
if the time criterion is employed for distinguishing the two cate
gories. It is still harder to separate these special votes if the 
activity of the legislatures at the middle or the end of the current 
period is observed. The terms "supplementary or corrective bud
gets'' are justly used to denote major revisions made in an already 
voted and partly executed program. It is equally correct to use 
the term ' 1 deficiency items" to describe any additional outlays 
that are authorized after the period is well under way. 

For purposes of this discussion the following characteristics 
will be used to distinguish deficiency items from the closely 
related supplementary type. 

(a) Deficiency items are submitted towards the end of the 
period or at some regular time at which their consideration is 
concentrated. The British ·for example vote deficiency items at 
the same time that they do the votes on account. Unlike the latter, 
they are immediately or retroactively effective. 

(b) Deficiency items may cover expenditures· to be made or 
may denote legislative approval of expenditures that have 
already been made without specific prior legislative authorization. 
The "immediately available" appropriations that appear in 
the estimates submitted to the Governor of New York State are 
an example of the former, while in many national units the 
executive or the superior financial officers are allowed to authorize 
emergency expenditures, which subsequently receive legislative 
sanction. 

(c) Deficiency items frequently refer to additions to already 
voted appropriations. As the terms "deficiency" or "excess 
vote" items indicate, some previously approved governmental 
function requires added funds .. for thE!_ carrying on of activities 
during the remainder of the year. 

(d) Deficiency items are not usually financed exclusively from 
the funds that are made available for the ·current period. 
Because o:f·their tardy appearance in the period they usually 
become associated with the budget projected for the next period 
and are therefore linked to the deficit or surplus from the cur
rent period, which is to be carried over. As a rule the i~e~s 
are linked to the votes for the future, not the current, period s 
finances. 

From the point of view of budgetary policy and the mainte
nance of a balanced relationship between income and outlay, 
deficief:iey items ore as potentially capable of causing disturbances 
as are· the supplementary items with which they are so fre
quently associated. 
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Deficiency votes have a legitimate function since some cate
gories of governmenetal needs and costs can be no more predict
able than are revenue yields. A government cannot fail to deal 
with the issues created ;by unforeseen events and emergencies or 
with those that grow out of its own planning and voting 
inefficiency unless it takes the uneconomic and anti-social attitude 
which a fatalistic regard of budget estimates and appropriations 
must signify. Deficiency items are, therefore, both' necessary and 
acceptable features of the soundest budgetary system and of the 
best available fiscal policy. They may again also be symptomatic 
of poor planning and preparation, of lax and careless voting, . 
or of wasteful and extravagant administration. There can be no 
doubt that in the American states there are many extra appropria
tions made necessary because of reasons that fall in the latter 
category. 

If the formulation of the expenditure proposals takes place 
years in advance of their execution improved time relationships 
may eliminate some of the deficiency items that are not linked 
to occurrences of an unpredictable character. Delays in planning 
and voting, shorter budget periods, more efficient estimating, rea
sonable reserve policies, and lump sum appropriations are but a · 
few of the features that will obviate the abuses of the deficiency 
item practice. A host of other practices that can be linked 
to the execution of the budget are discussed below. The avoid
ance of these disturbing votes is to be sought, above all, in the 
adoption of financial programs that are better related to actual 
and probable economic and fiscal circumstances. 

1 Voting Deficiency Items in National Governments 

At this point deficiency items are mentioned becaUse of the 
fact that they involve legislative action. In almost every juris
diction some method of dealing with these appropriations, which 
are immediately or retroactively effective, is found. In those 
national governments in which legislative sessions are ·frequent 
and of long duration, and where legal provisions regarding 
financing media are absent, there is no need of tying up the 
deficiency votes with the regular budget bills. As a result a 
wide variety of rather loose practices characterize some of the 
better known national governments. 

United States Federal Government . . 
Buck has aptly described the situation in the United States 

federal government, which he notes as having long been a source 
of flagrant fiscal abuse. 

In 1906 Congress undertook to eope with this abuse by the 
passage of the so-called "anti-deficiency act.,. This act for
bade the departments and establishments of the "ft'ational 
government to incur obligations not· expressh authorized by 
law, and required them to control t,he rate of their expendi-
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ture during· the fiscal year so as to avoid deficiencies at the 
end.· But th@ act was never enforced. The Budget and 
Accounting Act of 1921 also failed to meet the situation 
so that deficiency appropriations are still a problem.8 

The problem, it may be added, is not properly solved as far as 
the adoption phases are concerned. When the spending agencies, 
through the executive budget officers, request Congress for appro
priationS for the current period, that body invariably passes the 
bills that it has been asked to approve. Thereby vast sums 

. are annually authorized and added to the deficit or consume any 
accruing surplus. . Only. when a very large item, such as those 
that have . been noted in the most recent years in connection 
with. relief are voted, is there any concern over the source of the 
funds or the effect on ·the budgetary balance. · The deficiency 
bill is passed along with the major appropriation bills for the 
coming period .. As a result neither Congressional nor executive 
interest. is centered on the additional items when they are 
approved, and no major impetus is given to remove the condi
tions that produce them. . The fact that vast sums are poured 
out each year through the channels afforded ,by deficiency items 
cannot be traced exclusively to unavoidable causes and is a major 
symptom of ·an· inadequate budgetary system. 

While some of the underlying causes and their removal are 
more fully· discussed below, a few legislative practices and other 
methods that tend to reduce the influence of deficiency items 
towards unbalancing budgets may be noted. 

Sweden 

In Sweden, for example, provisions are made in the Constitu
tion for a ·Supplementary Budget. This Supplementary Budget 
is prepared and executed in the same manner as the Main Bud
get. Royal "propositions" t(} the Riksdag may be made during 
the first sixty days of the session, and •• motions'' during the first 
twelve. This means that the Supplementary Budget may be 
proposed not later than on the sixtieth day of the Session. The 
Supplementary Budget is of course not meant to be a supple
ment to_ the budget under consideration, but to the one in effect. 
Attempts are made, to avoid other improvised budgets by special 
appropriations and appropriati(}ns for •unforeseen Expenditures,' 
and through the Ulla kreditivet, a fund which according to the 
Constitution is available if the Riksdag ·cannot be. summoned 
before it is needed. From this Fund emergency appropria-

, tions may be made, in the absence of the Riksdag, by the Cabinet 
in full attendance. • As a result the deficiency items are reduced. 
For those ·that are unavoidable, a formal budget procedure 
assures careful legislative consideration, which cannot fail to result 

. in ce:q.ttring legislative attention on the problem. 
II 

a Buck II, Oft· cit., pp. 221-222. 
, e BVJetlea'• Bwlget. Bystem, pp. citl, p. 9. 
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Great Britain 

In Great Britain the solution, in addition to the general effi
ciency and advantageous time relationships of the systemt appears 
to lie in the strict treasury control over items for which Parlia
mentary approval is requested. The items for the completion of 
the current years are submitted, as has been noted, with the votes 

. on account, to be effective after .April 1. This means that they 
are legalized in time for their inclusion in the accounts of the 
current year. The Chancellor includes the deficiency items and 
the Excess votes10 in the financial report that he submits at the 
close of the year. There is no carry over and no intermingling 
of the added outlays for the current year with those of the com
ing period. It is probable that the budgetary practices, if eco
nomic and other factors were shown to be irrelevant, might 
account for the small proportion of deficiency items a:nd for the 
minor degree in which they contribute to an unbalancing · 9f that 
nation's finances. 

It is questionable whether any type of legislative process couJd 
compensate for the inherent defects in .American. state budgetary 
and fiscal systems. The basic defects are responsible for the 
major problem that the magnitude of deficiency items creates. 
Biennial budget periods and the absence. of regular intervening 
sessions are conducive to the piling up of late-period needs for 
additional funds. The type ·of preparation and adoption prac
tices that were noted are equally likely factors in causing the • 
widespread abuses that are found with regard to such items. 

1 Voting Deficiency Items. in State Governments 

For the time being the phases that are not linked to' voting 
arrangements may be neglected. Do state legislatures display 
any useful devices to cope with the problem! It is apparent 
that they do not. .As was seen in New York, it is not impossible 
to find instances in which sums kno~n to be needed for payment 
of obligations in the next period are consciously omitted and ' 
anticipated as "immediately available" outlays in the next bud
get. This shifting of items, which was discussed in connection 
with budgetary comprehensiveness, is made possible by the accept
ance of deficiency voting. It is unquestionable that this device of 
avoiding the stringent balancing requirements cannot be abolished 
by attempts to limit voting to bona fide deficiency items. Legis
latures that use deficiency items to postpone and shift responsi· 
bilities are not likely to be actively interested in steps to close the 
avenuefi to such practices. . 

None of the states divorce the discussion of deficiency items 
from that of proposed estimates for the next period. Equally 
there is no special segregation of such item~, a practice fllllowed 

11 Exeesa votes in the British tvpe Pystema designate \egislative "':nctiona 
for expenditures, finaneed by dedicated revenues, which ltave been made iD 
aDlount• ex~ing tbO&e authoriud by tjte vot;ed appropriationa-in .. id. 
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in Great Britain and Sweden. In New York, for examp:J.e the · 
budget summary· gives no indication of the amount of '' i:nme-

. diately available" appropriations that are proposed. Schedule 
IV of the budget documents lists such outlays by organization 
units, but does not give any totals. New Jersey's document 
which is one of the few generally good ones found among th~ · 
commonwealths, indicates that the estimated deficit or surplus at 
the end of the current year does not take into consideration "the 
amount of any deficiency appropriations the legislature may see 
fit to make. " 11 There is apparently no other mention of the items 
except a summary of those made available for the previous year. 
The legislature would probably have benefited from a greater 
interest in the problem. · 

It is doubtful whether any other state dlliers from either the 
New York practice of confusing the deficiency items with the esti
mates for the coming period or from the New Jersey scheme of 
considering them only in relation to a retrospective view of the 
accomplishments of the legislature in the previous year. 

f Summary 

It is suggested that deficiency items :he segregated for submis
sion, discussion, and voting. It is desirable that the legislature 
and executive actively consider them in relation to the expen-

• ditures and revenues of the current period. An ideal arrange
ment is one whereby the deficiency needs are voted before the new 
budget items are adopted. This is usually not done in Great 
Britain but is found in Sweden, where there is a time limit 
on their submission. A result of such a practice wo~d be that 
legislators might learn, if they wished to do so, what the defects 
were in the last appropriations.· If they want to take account 
of unavoidable errors and to care for the usual amount of new 
and unpredictable needs, they coUld provide revenues available 

. for such items. Reserve funds and substantial and real surpluses 
would then eliminate the piling up of deficits and the carrying 
over of the financing burden to the new period. It is useless 
to believe that a legislature can provide revenues at will, and 
that it can provide for "immediately available" tax revenues as 
it does-for such appropriations. · · 

If budaetary techniques, fiscal policies, and all the other causal 
factors w~re perfected, deficiency items_ would then be .restricted 
to legitimate purposes, and would be a successful way of pro
viding for dynamic elemen~ iJ;t state finances. ~he present 
arrangements are both contr1butmg and symptomatic elements 
of defective systems. 

11 Budget Jlet18Gf16 of NetD Jersey, 11'tJmm.itted Jafi/IIA1/r1l 14, 1936, (Trenton, 
1936) p. vii. 



CHAPTER XLI 
POST-PERIOD AND PROVISIONAL BUDGET VOTING 

Bridging Delays Growing out of Tardily Adopted Budgets 

The preceding discussion has indicated that in most of the 
British Empire budget systems and in that of The ]S'etherlands 
the final voting of expenditures regularly takes place at a date 
sometime after the fiscal year to which they refer has begun. 
Furthermore, the absence of effective limits on legislative delib
erations as well as the frequency of drawn-out debates, requires 
adjustment schemes in many jurisdictions in which they are not 
inherently part of the system. Several American states, includ
ing Idaho, Massachusetts, Ohio, and Oregon, were noted with 
respect to the time of the budget adoption as being in the same 
position as the British. Because of a mass of time limits of 
various kinds, and in most cases, lengthy intervals between the 
adoption of the budget bills and the beginning of the period to 
which they refer, provisional budget procedures are seldom needed 
or found in other American state commonwealths. Reference to 
post-period voting in the statutes or in the descriptions of bud
get systems that the writer has seen, are rare. In this chapter 
will be discussed the methods whereby those governments that 
regularly practice post-period voting arrange for sanctioning 
interrupted.functioning of the public finances. It will be recalled 
that the desirability of delayed budget submission depends to a 
large measti.re on the efficiency of the practices to be described 
in this chapter. The provisions that are in e:ffel't for occasion
ally delayed voting will also be briefly analyzed. 

National Government Procedures 

Great Britain 

The British system is briefly as follows: Sometime during 
March the Civil and Revenue Services in the supply group receive 
from Parliament so-called votes on account which authorize 
expenditures patterned on the budgetary estimates. The Defence 
Services have their regular supply voted at that time and begin 
the new fiscal year with their authorized outlays known to them. 
The needed moneys are made available out of the Consolidated 
Fund. The scheme for taxes, that according to the balanced 
scheme of the British budget are never left out of relationship 
to expenditure, has already been described. The votes on account 
eover expenditures for four months or more. Since the regular 
estimates have to be voted by August 5, the voting of a pro- . 
visional supply for a period much in excess of four months is not 
necessary. Parliament usually receives the p~ted ex:pet.diture 

[501] 
1 
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. proposals early in February, and has had ample ti:r~e previously 
to analyze the estimates which form the basis for the votes on 
account. The Financial Secretary of the Treasury determines 
the proportion of the estimates that will be needed for the 
pe:?o~. The votes on account are replaced .by the regular appro
priations as soon as they are voted since the latter are retroactive. 

Important characteristics of the votes on account are that 
although they are based on the new budget proposals they can 
cover only existing services. A new cost but not a new function. 
may thus be started through this medium of provisional financ
ing. Nee<Uess to add, the practice has on the whole been suc
cessful. 

Australia 

· 'In Australia the methods are almost identical with those of 
Great Britafu. Just before the beginning of the new financial 
year a supply act that may be regarded as a temporary or 
provisional budget is passed. If the budget is delayed beyond 
the period that the supply acts have provided for, additional 
acts are passed. The government judges the . period for which 
supply funds will be required. These, as well as the other phases 
of the procedure, are not subject to any statutory limitations. 
When the appropriation act is finally passed it re-includes the 
supply acts and makes funds available as of the beginning of the 
fiscal year. Schedules for customs and excise duties take effect 

'from the beginning of the financial year. The whole system is 
not one that allows taxpayers to benefit from delays and to 
anticipate changes in a manner to enhance the avoidance of 
taxation. None of the spending agencies or the tax administra
tion is embarrassed by the delayed voting. 

Irish Free State 

In the Irish Free State a proVISion that closelY. resembles 
that of the United Kingdom is found. Specific financial reso
lutions are passed immediately following the introduction of 
the budget speech, and these temporarily put into effect the 
taxation modifications that the budget speech carries. Supply 
service -funds are financed through votes of account passed in 
the Chamber in March just prior to the opening of the fiscal 
period. Usually one-third of the total. sum applied for is 
provided for before the end of March. This grants about four 
-months' supply available from April 1. It is usually su!fi
cient to bridge the period before the regular supply sernce 
funds · are voted: New services, which have been included in 
the estimates under the authority of the Department of Finance 
but which did not appear in the· previous budget, cannot be 
financed through the account voted. Therefore, a new item do~s 

· not tre'Come . effqctive until the estimates have been passed m 
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detail in the regular supply fund bill.1 This apparently tends. 
to prolong the closing of the fiscal period since the old budget 
is usually continued for a four months' period and new items 
may not be effective until the end of. such period. · One. defect 
of the Irish system is that the lump sum voting makes some 
misappropriation possible. 

New Zealand 

In New Zealand permanent statutory enactments call for a 
procedure that differs from that in Great Britain. For the · 
first three months of the new fiscal year, for which supply is 
not likely to ,be made available, the :Minister of Finance may 
pay an amount not exceeding the unexpended balance of. the 
vote for the last fiscal year plus one quarter. of the total of 
such vote. If the period for which the regular estimates are 
not voted extends beyond three months Parliament is asked 
to supply funds by means of a provisional budget known as 
an lmprest Supply Act. Th~ New Zealand practice tends 

· to prolong the effectiveness of the older budget beyond its 

1 The following passage from O'Connell's study describes the Irish prac
tices: 

A Vote on Aooount may be described as a. temporary and unappro
priated grant of supplf to the government, to enable it to carry on the 
various approved Pubhc Services until such time as the Da.il has had 
an opportunity of discussing and voting the different resolutions for 
the granting of supply for each Public Service. The Department of 
Finance prepares a statement showing, without details for each Vote, 
the total net Estimate for the year, together with the amount required 
to carry on the service until such time as the net estimated amount will 
have been passed by the Dail. The "Standing Instructions to Accounting 
Officers" sets out the following Regulations to be observed in the prepa,. 
ration of the Vote on Account: 

1. The Estimates Circular is accompanied each year by & form on 
which must be inserted the total requirements for each service for & . 
period of four months from the lst of April. The form. duly completed, 
must be returned to the Department of Finance by lst · January if 
possible, and in no ease later than lst February. 

2. A full explanation must be given in any ease where it is eonsidered 
necessary to ask for a Vote on Account exceeding one-third of the total 
Estimate. 

3. Under no eircumstant'eS can provision for a new service be included 
in the Vote on Account. O'Connell, op. cit., p. 11. 

Cont'erning the nature of a Vote on Account, the following points are 
noted by the same author: 

(a) As the Vote presented to the Dail contains the totals of each Vote, 
no alteration can be made in the total of any Estimate after it hae 
been ao presented. 

(b) Provision for any new service cannot be made in a Vote on· 
Aecount, and by .. any new service" is meant any service not previously 
approved by the Dail. Hence, even if the Estimate itself includes pro
vision for any such new service, it cannot be begun until the Vote making 
provision for it has been passed by the Dail. In very exceptional eiJII!&, 
however, the Department of Finance may authorize the initiation of aueh 
a &ervil'e pending the passing of the Vote authorUing it. -. 

(e) The Central Fund Aet legalising the Vote on leeount &uthoril!ea 
the total amount as demanded without appropriating or alloeating that 
amount for any definite or detailed pdrpoee. •Ibid., p. 13. 
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xegular period even more than do the British, Australian and 
Irish procedures. This is seen in the fact that the Minister 
of Finance has no power to make any adjustment in payments . 
for services for which provision has been made in the appro
priation act of the preceding year. 

Union of South Africa 

In the Union of South Africa Parliament is called upon to 
grant votes on account. A so-called Part Appropriation Act 
is voted in March. As in the other nations in this group no 
expenditures for new services may be authorized. · 

It will . be recalled that Canada and India, the remaining 
members of the British group, do not periodically require pro
visional financing. 

The Netherlands 

· The Netherlands is the only country, aside from those already. 
mentioned, that provides for a budget normally to be voted 
after the period has begun.2 Provisions that are voted empower 
each Minister to continue: to make expenditures on a pro rata 
basis. The expenditures are measured by the prior year's 
budget and are voted for a period not to exceed four months. 
The appropriations are retroactively effective and mirror the 
changes that the budget for the new :fiscal period may effect. 
By making the new estimates retroactive and using the old 
one for the first four months there might be some difficulty 
in the case of items for which increases or decreases have been 
made. Undoubtedly some form of administrative control exists. 

The fact that these nations have their legislatures in session 
prior to the opening of the period enables them to provide 

. · for necessary outlays and financing policies. New Zealand alone 
fails to require specific legislative action and prolongs its old 
budget. If legislative sanction can be received, it would be 
well to provide for revisions of the old program through such 
action. 

State Government Procedures .. 
There are only a few American states in which a .regular 

method of bridging the interval between voting the fiscal period 
and the opening dates, if such bridging is required by circum
stances, is found. None of the efficient procedures that are 
found abroad is noted. The difficulty here, as in the other 
countries, arises out of the fac~ that the legislatures are usu~y 
not in session before the pertod opens. Before the practices 
of the individual states are viewed it should be mentioned that 

;;r 
a Belgium is not included in this group because its system does not provide 

for submission or voting after ~he new peri~ has begun. Actually. the Bel
gians invariably pass some .provt&onal expenditure acts. The same IS almost 
true in France. . 
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in the jurisdictions in which some phase of the fiscal system 
is operated in financial periods that differ from that of the 
regular budget, there is a possibility that post-period voting 
may be involved. For example, in New Jersey the app~opria
tion acts are voted before July 1, on which date the fiscal 
year begins. The highway department, functioning on a calendar 
year basis, is put in the same position as some of the nations and 
states here listed. Professor Cline has commented as follows on 
the situation created in his State : 

The highway fund appropriation act makes appropria
tions for the current calendar year and is not likely to 
be passed for three or four months after the beginning 
of the year. During the interval before the adoption of 
the highway fund appropriation act, the highway and motor 
vehicle departments are permitted by the law to expend 
from the state highway fund the amounts necessary for 
the maintenance of the state highway system and the admin
istration of the two departments. But no more may be 
spent for these purposes than was expended in the same 
period in the preceding year. Futhermore, the state high
way commission may not enter into any new contracts for 
construction until the highway appropriation act has been 
passed.• 

This type of arrangement does not necessarily indicate that 
New Jersey's independent highway budget is justified. 

Idaho 

In Idaho, immediately upon convening, the legislature passes 
an appropriation for the operating expenses of all departments 
for a sixty-day period. For a period of a week or less the 
State apparently operates without the benefit of any specific 
authorization by which the expenditures are made. Some 
benefits from continuing appropriations may be seen here. When 
the appropriations are voted, they are made retroactive to · 
January 1 and eliminate the provisional appropriations that 
the legislature passes. Since the budget has probably not been 
submitted, the temporary appropriations can hardly be made 
on the basis of the new program. The lmdget olficer of the 
state, therefore, usually computes the needs of each department 
for the sixty-day period, basing his calculations upon the expendi
tures made during the same period of previous biennia.' 

MauaehDSetta 

Massachusetts has had an acceptable procedure since it adopted 
its present procedure in 1919. Gulick's study of the history of 

-.. 
• Cline, op. ott., p. 27. ' 
' Utter from L. F. Parsons, Seeretary of State Oamber ol Commerce, 

onder date of february 6, lD:JG. ' • 
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budget practices in Massachusetts describes the beginning of 
the current methods: 

Inasmuch as the fiscal year in Massachusetts begins on 
December 1st, and the general appropriation act cannot 
pass much before the following April, some system of "votes 
on account" is clearly necessary. Up until 1919, this situa
tion had been taken· care of through .the passage of annual 
resolves, when the statutory extension of authorization to 
spend on account through December and January had 
expired without the passage of the annual appropriations. 
On the initiative of Mr. Young, there was passed in 1919 
an ·Act providing: 
· Boards, commission, officers and officials having charge 

of expenditures in. behalf of the commonwealth may con
tinue expenilitures in each year at the rate of the appro

. priation authorized for the preceding year until the general 
court makes an appropriation therefore or provides other

. wise." (General Acts 1919, Ch. 20.) 5 

.The wclter has been fort;unate in having an authority on 
Massachusett 's fiscal problems discuss his State's provisions for 
financing activities between the opening of the fiscal period and 
the date at which expenditures are voted. Commissioner Long 
notes in reference to the practices that: 

They have worked ideally and except under unusual 
circumstances-.:.-such as this year, for example, when there 
was an election year and it was necessary for the Secretary 
of State's office to spend more money than normally would 
be true-are very satisfactory. In this particular instance 
it was necessary for the Legislature to pass an extra pro
vision so as to save money and permit the Secretary of · 
State to spend more or contract for more than was spent 
in the same period of a previ_ous year, in order to get 
out the election .blanks.. Aside from such emergencies as 
that-so far ·as I know the only one arising since 1919, 
namely in this year-the plan as outlined is perfect. In 
fact we have the same plan which is made to operate in · 
355 cities and towns. It does two things: It insures that 
activiti• of government will move forward and it provides 
that an amount, not in excess of that which the voters or 
their representatives have determined in previous years was 
to be the cost of government, will be expended. 8 

Missouri 

In Missouri permanent legislation permits the departments 
to spend at the same rate called for in the previous biennium's 

& L~er Gulick, Eflolutiml of the Budget in Mo911achusettB (New York, 
1920), p. 197. , 

• Letter to the writer from Henry F. Long, Commissioner of Corporations 
6 Taxation .of Massachusetts, llJld.er date of Sept. 23, 1936. 
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budget. When the appropriation bill is passed, it is retroactive 
from January 1. Between the opening of the ~al period 
and the time at which the expenditures are finally voted, the 
Missouri legislature makes no effort to vote a temporary program. 

Ohio 

In Ohio as soon as the legislature meets it passes a temporary 
appropriation bill to cover the current expenses until the gen
eral appropriation bill is passed. The temporary appropriation 
bill, which is prepared by the Division of the Budget, is usually 
passed about the middle of January. For the period between 
January first and the date of the passage of this bill, the State 
Auditor probably holds up bills. When the general appropria
tions are passed they cover a two-year period, beginning January 
1, and they automatically repeal the partial appropriation bill. 

Oregon 

Oregon does not provide a specific method of bridging the 
gap ;between voting and the lapsing of the old items. Apparently 
the procedure is similar to that which has been noted for Ohio. 
In case expenditures that have been made pending t;he passage 
of the appropriation bill are not covered in the general appro
priation bill, the items are validated, if at all, in the deficiency 
bills passed at a subsequent date. Continuintl' items make it 
unnecessary for all State activities to wait for legislative sanc-
tion. · 

Mississippi 

Mississippi does not seem to have enjoyed a very efficient 
method prior to its recent steps to remove the necessity for pro
visional financing. The State Auditor holds up all bills, which 
are not paid until the appropriation bill is finally passed. Writing 
in 1932 the Brookings experts noted that "action on apnropriations 
is delayed until well into the current appropriation year, to 
the temporary embarrassment of both the treasury and the spend
ing agencies".' Dissatisfaction with the delayed voting, because 
of the absence of any provisional financing method, caused the 
State to place the opening of the new period af111r the voting 
of appropriations. 

Summary 

The various methods should have operated in favor of speedy 
lt>gislation. It is doubtful whether timely voting was accom
plished, and the holding up of payments must have led to 
difficulties. Some of the expenditures that are made from assigned 
revenue or as eontinuing appropriations probably are responsible 
for the faet that a more efficient program has not bee..found 

' • Brooking~ Institution, Jlilmsippi Bttnlt'JI, OJI. cit., p. 361. • • 
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feasible. · ·~hen a state has. no opportunity to pass provisional 
mea~ures pr1or to the . opemng of the period, it should place 
on Its' statute books some. measure that will allow its· financial 
program to continue at a reasonable pace. As soon as the legis-

. lature meets it may link the provisional financing to the new 
proposals or to its own ideas, if it wishes to do so. A continua
tion of the old items, if such can be countenanced under some 
c?nstitutioris, !ould serye to . induce the states ·to pass the new 
b.ill pro;mptly If they d.Isapproved of ~e old items. It is ques-

. t1onable ' whether the 1dea of executive ·budget leadership is 
strong. enough m this country: to ·permit the ·provisional financ
ing to be based on the new program, if such were known. In 

. general the American states · cannot enjoy the benefits of ·the 
British ' ' practices · unless they arrange their fiscal periods to 
begin some time after the legislature has· convened. . . .,. ' ,, ' ' ' 

. Provision~ Budget Voting in National Gove~ments 
WhUe . only the jurisdictions that have been previously listed 

must each year provide for provisional . financing, :a large . num
ber of 11nits, , usually national governments, delay their voting 
and take .recourse. to· these·. devices. with considerable frequency. 
A variety of procedures to meet this situation may be noted. Some 
of the nations automatically· re-apply the appropriations for the · 
previous year until, :tlie new estimates have been passed. Others 
follow France and vote provisional estimates on a monthly basis. 

·Canada, for example, follows the· British practice, if necessary. 
Some of these methods and the experience with their use are 
discussed ,below. 

France ·• ,· •, J 

.'F~anc~ has the doubtful distinction of being the best known 
country, with.· respect to its use and abuse of the method · of 
temporary .financing known as "provisional twelfths". It has 
already, been noted that they are used with such }requency t~at 
France . could well adopt a permanent provisiOnal financmg 
method such as is found in several of the British-type systems . 

. For . the brief period . during which France's budget year 
began on. Aplj,ll the use of the provisional voting was manda
tory. This is not the case now. Under present conditions, ii 
it becomes evident that the deliberations on the budget will 
not be completed before the opening of the fiscal year, the Minis· 
ter of Finance submits. a project for a Zoi de douzieme. Parlia
ment, according to the l?rovisi'Ons· of .the law, -yotes to confi~m 
existing revenue laws, wh1ch would normally expire at the begm· 
ning of the fiscal year. It has already been noted that the taxes 
in France require annual reimposition. Credits based on the 
appropriations of the past budget are open fo:r the n,nmber. of 
months' that. th, project specifies. Instead of a str1~t anth
metical basis, weighting for seasonal and other factors 1s made. 

(1. 
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No changes in policy that may be incorporated . in the new 

-budget are included in the provisional twelfths. Appropria..
tions, when finally voted, are retroactively. effective and theoreti· . 
cally cover the entire period. · · · · · 

The fact that the provisional twelfths are easily passed (the 
entire war period in France was financed through a continuous 
extension of the practice) has created a situation ·in which the 
legislature feels no necessity to observe the dates of the fiscal 
year. This has led to a long series of debates and suggestions 
for a revision of the system. The French have already tried 
revising dates, and limiting parliamentary discussions. Allix has 
suggested a two-year budget period, obviously feeling relieved 
at the thought that the voting of the temporary financing would 
take place only once in two years.S · · . 

During the depression, when there was no unified leadership 
favoring either an expansion program of deficits or a sincere 
economy and deflationary policy, the legislative debates extended 
for months beyond the opening of the :fiscal year. In 1933 the 
budget was not voted until the month of June. The next year the 
newspapers reported that the time-honored custom of pushing the 
clock back was resorted to on the last day of February in order· 
to pass the budget before the expiration of the provisional 
twelfths. • An innovation reported during 1935 consisted of an 
elimination of voting by chapters in order to spare time-consuming 
discussion on details. The practice of submitting estimates in 
units of Ministries was introduced by Finance Minister Regnier.10 · 

Their success in obviating any need for recourse to provisional 
twelfths may have been responsible for the fact that the 1936 
budget was voted before the first batch of provisional monthly 
appropriations expired. Such a situation is unusual and desirable 
for France. 

It seems as if the French device for provisionaJ. financing 
had encouraged delayed voting. The country might recognize this 
and give to those preparing the budget some benefit of the delay. 

Belgium is another country which more or less regularly has 
recourse to provisional budget practices. A system similar to that 
found in France is used to bridge any period between the open. 
ing of the fiscal year and completion of Parliamentary debates. . 

Greeee 

Provisional twelfths are found also in Greece. In this country, 
as in most others resorting to the practice, a strict arithmetical basis 
of pro-rating annual estimates over monthly period& is used. This 
undoubtedly must ereate hardships in some of the departments. 
The Greek &ystem. however, has an advantage over the others, 
inasmuch as it applies percentages of the proposed rather than 

• Allix, .,. tit,. p. 225. 
t N. Y. Times, Marcla 1, 11134, 
"N. Y. Times, Dec. 10, 1935. 
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of the past budget. This is an element enhancing the power and 
privil~ges of the executive with respect to the budget, a factor 
that IS rather meaningless in terms of most recent political 
developments in that country. 

Italy 

In Italy there are no legal provisions regarding the proVisional 
twelfths although they are used ·with considerable frequency.11 

The government submits a provisional budget, using an arithmet
ical basis for prorating expenditures over the required number 
of months. Unlike the methods in other countries the regular 
budget does not re-include these amounts and contains only the 
appropriations that are effective in the period that has not 
been covered. The need for Italy's recourse to these devices is 
surprising. Legislative delays must indicate only a delay in the for
mulation of the executive program. 

Turkey 

. Turkey has on several occasions also used a system of provi
sional twelfths calculated on an arithmetical basis. .As in Italy 
there are no statutory regulations. In case of a need for them 
a special law is passed abolishing the general statutory require· 
ments covering budgetary matters for that period. 

Other Nations · 

Other nations that have specific prov1s1ons or established 
practices include Denmark, Germany, Hungary, and Sweden . 
.According to the constitutional provisions that regulate the 
Danish procedure, the government submits a temporary budget 
to the House of Commons. Only certain fiscal items may be 
included in this temporary budget. The writer has been informed 
that temporary budgets are rarely used, and in recent history 
only two have been known. The longest period for which they 
have been in force is three months. This differs widely from the 
recent practices of some of the other continental countries. 

In G_ermany the provisional budget was provided for in the 
N othaushaltsgesetz. The procedures were similar to those in 
Denmark and the frequency with which the temporary budgets 
were used was not great. . 

Should the need arise in Hungary the government requests 
from Parliament a special authorization bill based on the budget 
of the preceding year. .A specified time limit is mentioned in 
each special authorization bill, and it is subsequently invalidated 
if the appropriation act is passed prior to the time specified in 
the period. . 

. · In s,..eden, in the event of a delay, the Riksdag may provide 
for a 'temporary continuation of the old budget. This is similar 

11 Alberto de Stefa.ni, JltJn1'ele d* FinamiJ (Bologna, 1931), p. 276. 
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to the special resolutions passed when necessary by the Central 
Executive Committee in Russia. However, in Sweden the Con
stitution states that in case a budget is not completed in time to 
become effective for the new fiscal year the older budget shall 
continue in effect until a new one is prepared and passed. 

While the magnitude of the problem in the United States does 
not warrant a detailed survey of practices in all the national 
units, a study made by the League of Nations enables us to note 
the outstanding characteristics of the procedures in several other 
nations not covered above. 

A large group of countries allows the executive automatically to 
extend the budget of the previous period or enact enabling legis
tation having the same effect. In Albania, Cuba, Dutch Indies, 
Estonia, Finland, Japan, Latvia, and Norway the last voted 
budget is in force, either on a monthly or quarterly basis, until the 
new budget is voted. Buck reports similar provisions in force in 
Chile and Poland.11 A representative procedure is that found 
in Latvia. The League experts report: 

Should the State budget not be adopted before the begin
ning of the budgetary year, the Finance Minister, in pursu
ance of a decision by the Council of Ministers, grants monthly 
credits. Such monthly credits may not, in principle; exceed 
one-twelfth of the budget expenditure for the past year. 
Should larger credits, however, be necessary, these may be 
granted by the Finance Minister, with the permission of the 
Council of Ministers and the approval of the State Auditors. 
These measures hold good until the budget is passed by Par
liament. 

Parliamentary approval need not be asked for such a deci
sion by the Council of Ministers in the case of the ordinary 
budget but is necessary in the case of extraordinary expen-
diture!• . · 

In Norway, if the need arises, the Government without special 
authority from Parliament may make such payments as are neces
sary to provide for normal operation of the public services.16 A 
few jurisdictions follow the practices that are most prevalent 
in the group of important European nations analyzed above. 
They require parliamentary approval for an extension of the 
previous year's budget for a limited period into the new fiscal 
year. In the Argentine, in Spain (under the Republic) and in 
Yugoslavia this practice is found. In the last-mentioned country, 
if Parliament is not sitting, the ·budget of the past year is pro
mulgated by Royal Decree with the approval of the Council of 
State. Such a re-enactment is valid only for four months while 
Parliament is not restricted (within a year) in the nuU:ber of 

u Buck II, op. cit., p. 88. 
II L. of N., fecit. Com Ill., op. cit., VoL m.· p. 160. 
u Ibid., p. IU. 
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months for which it may carry on the previous year's program.15 

. The practice of basing the temporary financin~ on the past 
budget (as voted) does not serve the best economic mterests. It is 
representative of one of the basic defects of many budget systems; 
it involves a link to the past with a disregard of currently known 
or probable future needs. When defi.cits are prevalent a reten
tion of a program that was inadequately financed means a cori.-· 
tinuation of an unbalanced condition. Such was the case in 
,France in 1933, when there undoubtedly·was an element of poll
. tics in reverting for a long period to a budget recognized as out of 
line with current realities.16 • 

In countries in which the executive budget system is :firmly 
established, the method of tying the provisional financing to the 
new budget appears to be desirable.· It may spur activity on the 
part of an opposition legislature, while on the other hand it might 
encourage procrastination on the part of a legislature .in sympathy 
with the chief executive. Of the many nations surveyed by the 
League of Nations experts, · only a few have formally shown a 
willingness to place confidence in the executive program; Actu
ally legal pr9visions seem to lag behind the trend towards dicta
torial powers, which should . make such a slight extension of 
authority to the executive a more commonplace event. Austria, 
Bulgaria, Lithuania,· Mexico, and Peru· follow the procedure of 
nations that have votes on account based on the proposed budget. 
It is .not surprising that, with few exceptions, no nation would 
allow the government automatically to put the new budget into 
effect. Lithuania, which now functions without a legislature, c~ 
hardly be treated as typical but· its practices are of interest.u 

As long as the legislature has a chance to voice its disapproval 
it seems unnecessary for. the old ~udget · to be extended.18 A 

111 1'6itJ., Vol. II, p. 130. 
1s N. Y. Times, January 29, 1933. 

11 If the. bud~t has not been enacted by the beginning of the financial 
yeaT, the Miruster .of Finance, with the 111pproval of the Council of 
Ministers, is empowered to authorise ordinary expenditure at the 
rate of a twelfth part, each month, of the credits appearing in the 
proposed budget, provided that such twelfth part does not exceed one· 
twelfth of the ordinary expenditure for the year just ended. At the 
present time, where there is no Seimas, the provisional "douziemes" 
come illto force, after being voted by the Council of Ministers. This 
procedure" has been followed every year since 1928. The maximum 
number of provisional "douziemes" was .used in 1933; there were seven, 
the budget having been enacted on August 8th. In the case, however, 
of exceptional necessity, the Minister of Finance, with the approval of 
the Council of Ministers and the"consent of the Controller of State, mar, 
increase or reduce the total credits thus granted. "Extraordinary' 
expenditure may not be illcurred until the budget has been actually 
voted. "L. of N., Teela. Comm., op. mi., Vol lli, p. 167. 

lin Peru: . 
Under the law of the Constitution, if the budget is not adopted by 

pP_ngresa before the beginning of the new financial year, Congress must 
decide that,tuntil the budget; has been definitely voted, either the budget 
of the previous year (by one-twelfth at a time) or the new draft budget 
presented by the GqvernJOOnt will be put into force provisionally. 
L. of N., Tecla. (]omm., op. cit., Vol. Ill, p. 189. 
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policy such as is provided for in Bulgaria seems wise. When it is 
not feasible for the legislatu,re provisionally 14? vote monthly out-. 
lays on the basis of the proposed budget, the 1tems already voted 
remain in force until they are superseded by the newly voted 
budget.18 

United Suttee Federal Government 

The federal government of the United States has a very loose 
and ill-defined method of voting provisional appropriations, which 
are rarely used and in no way encouraged or necessitated by the 
time relationships of the budget system. On several occasions in 
the past Congress has passed resolutions allowing for the con
tinuance of services on the previous year's basis. However, it has · 
not granted funds for these purposes, obviously causing a delay 
in some. payments. There has been no recourse to provisional 
financing for the entire budget program during the past decade 
or longer. Both in theory and in practice the failure of the legis
lature to vote the budget program, a contingency much discussed 
and not unknown abroad, has no great relevancy in this country. 

Provisional Budget Voting In State Governments 

It has already been noted that the problem of bridging inter
vening periods does not exist in most of ·the American states. 
They err on the other side in that they provide for early and cur
tailed sessions, in some eases the timing being specified by consti-· 
tutional provisions. The need for bridging intervening periods is 
exceptional and one that probably indicates • a legislative dead
lock rather than any normal extension or delay of deliberations. 
Only a few jurisdictions have provided for the contingency of 
a .. budget refusal". .Jn a few of the states where the fiscal year for 
the highway department varies from that of the regular period on 
which the entire budget procedure is based, some difficulties might 
be encountered. However,· this has not led to many discussions 
or legislative efforts to solve this pressing problem. New Jersey 
is an example of a state where are found some extra-budgetary 
functions that use fiscal years not coinciding with the general 
budget period. According to the regulations covering the State. 
highway fund, expenditures limited to the proportion spent in 
previous years may be made by the department until the enact
ment by the legislature of a bill covering its activities. 

North and South Carolina 

In very few states in which the procedure is not essential 
are there legal provisions for meeting the contingency of legis
lative delays. The Carolinas both have made ·some provisions. 
In North Carolina the Governor may submit an emergency 
appropriation bill which may be enacted and contipued ~"-Ioree 

UIW., p. Tt. 
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until the budget appropriation bill supersedes it. In South 
Carolina. there is a provision allowing expenditures by the vari
bus departments for three months at a rate equal to that of the 
preceding year. : . 

Kentucky 

Kentucky has specified that" in the event that the General Assem
bly fails to provide for expenditure required by law or the 
Governor vetoes appropriations, the appropriations of the pre
ceding year, for ordinary recurring expenses, continue in force.' '20 

Extraordinary expenses and capital outlays are not affected by 
this provision. If an existing appropriation ·represents several 
,types of outlays "the Department of Finance determines what 
proportion applies to ordinary recurring expenses, and the propor
tion so determined becomes the appropriation for the next fiscal 
year".~1 

· 

Rhode Island 

In Rhode Island· the statutes provide that if a budget .bill is 
not passed and signed before the beginning of a new fiscal period, 
state agencies may continue to make expenditures at the rate of 
one-half of the appropriation for the previous year.22 This 
apparently penalizes the departments for delays. Buck reports 
with reference to Rhode Island a somewhat different procedure, 
possibly that in force prior to the 1929 revision. He states that 
provisions : . 

permit executive determination of the budget in the event 
. the legislature fails to act at a specified date. Should the 

legislature, however, act subsequently to thlit date its appro
priation supersedes the authorization of the executive for 
the remainder of the fiscal period. 23 

• . 

Chamberlain reports that in 1924 and 1934 the appropriations 
were not passed in time and that the expenditures were continued 
at the old rate.2

' If the method that Buck describes were in force, 
it would be in keeping with the philosophy and principle of execu
tive budgeting. 

In .general, the problem of provisional budget voting is not a 
serious one in the states, but if the occasional legislative deadlocks 
should become more frequent, perhaps because of the fact that steps 
are taken to increase the proximity of the final preparation and 
adoption dates to the fiscal period, some change would be nf:leessary. 
The discussion of the practice~ of the nati~nal. g?vernments 
offers a variety of practices as well as some mdiCatiOn of the 
ones that. the states could profitably copy. Certainly Georgia, 

H State Budgefa1'7! 8ytrlem of Kentucky, unpublished survey prepared for 
the writer by Willard Hogan, University of Kent!lcky, Feb., 1935, p. 8. 

:n Hf""t'lboo1t of J'matwial Admini&tration, op. mt., p. 35. 
nR. I. Pub. l4ws (1929) e. 1349, art. 9, § 7. 
ta Buck I, op. cit., p. 88. 
~ Ch~Jain? Oft• c:if., r}l• 229: 
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in which the legislature of late has been known to fail to enact 
an appropriation .bill, might have benefited from some provision 
which would have enabled the State departments to function 
on some quasi-normal basis. The absence of a voted appropria
tion bill in Georgia incidentally offered an opportunity for the 
recognition of the evils of separate control over state funds. When 
sufficient funds for some functions are not available, steps are 
frequently taken to raid the funds dedicated to some other 
activity, and a violent disruption of orderly state fiscal adminis
tration may result. 



PART V, 
BUDGET PROGRAM EXECUTION 
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CHAPTER XLII 

PROBLEMS OF BUDGET PROGRAM EXECUTION 
The Scope of Execution Stage Problema 

In their formulation of principles and in their general studies . 
European students of budgetary problems have indicated a keen 
interest in the execution phase of budgetary practices. In doing 
this they have gone beyond the scope of the usual concern over 
administrative, accounting and legal aspects of the performance 
of legislatively-sanctioned fiscal activities. Until recently the com
mon American interpretation of budgetary problems in the execu-
tion sta·ge has not been so broad. · . 

Neumark, for example, has been concerned largely with eco
nomic and financial aspects, his interests growing out of his 
particular methodology, consisting of normative principles and 
of the economic background of the German system with which 
he is primarily concerned. Jeze has been motivated by his polit
ical interpretation to stress the distribution and delegation of 
power with regard to execution period practices. His analysis 
embraces such problems as the unit of voting, modification privi
leges and duties, transfer powers, and emergency expenditures. 
These problems are of primary economic and fiscal significance, 
and fall within the scope of this study. However, the Jeze 
tnalysis doe$ not go beyond them. 

Many phases that are traditionally associated with the more· 
popular interpretation of execution procedures in budget systems 
are here omitted. Buck's recent study may serve to illustrate 
this point.1 Two of his ten chapters deal with elements covered 
in this section. Chapter VIII, entitled ''Execution of the 
Budget," covers "The Machinery and Methods of Financial 
Administration," "The Maintenance of Budgetary Equilibrium," 
and ''The Technical Instruments for Exercising Budgetary Con
trol." Of these only the middle sub-grouping covers material 
analyzed in this study. The next chapter dealing with "Account
ability for the Budget as Executed" considers auditing systems 
and methods. This phase of the subject is here completely dis
regarded. A recent new edition of Professor Shirras' "Science 
of Public Finance" offers another opportunity to view a dif
ferent interpretation of the execution phases.1 In Book V, 
dealing with "Financial Administration,'' three chapters cor
respond to the three procedural stages in budgetary matters: 
"The Preparation of the Budget," (Chap. XXXIII) "The 
LP~tislation or Voting of the Budget" (Chapter XXXIX), and 
"The Execution of the Budget" (Chap. XL}. The last men-

l Budc II, op. mt .. ,...U.. 
• Shirraa, op. mt .. po.ari~~&. 
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tioned chapter deals exclusively with aspects not covered in this 
study, namely revenue collection, the .custody of public moneys, 

·accounts, control over issue. (payments), and audit of accounts. 
Ther~ has ,been· nothing . to . decrease the importance of collec

tion~ payment',' and accounting and auditing practices. The 
passing of the predominance of the property tax in state finances, 
for instance, has not changed the need for these· mechanisms. On 
the 'contrary; modern problems and modern budgetary systems . 
require: more· than ·ever ·a sound administrative and accounting 
foundation. ·Upon· this successful development are predicated the 
various' · methods · and ' devices that are here analyzed. The 
efficiency, the honesty, and the publicity that the traditionally 
analyzed · elements provide for the administration of the public 
finances will be ' considered as institutional elements. · With · a 
great disregard of possible fact, it will ,be tacitly assumed, unless 
otherwise · .. noted, · that ·all future reforms will be accompanied 

·by improved financial administration. · · 
There is a ready explanation for the latent interest in· the 

economic and ·fiscal implications of expenditure control practices 
with · :which this· part · is primarily concerned. The interpre
tations of the lack. of interest, especially in 'the United States, 
are· influenced by revenue' 1adequacy and stability in expendi- · 
ture programs.: :Accounting ·and administrative· aspects of the 
expenditure· problem are necessarily stressed. · Strict ·observance. 
of the procedures outlined · by legislatures · is indicated as a 
desirable policy in ' budgeting and the mechanisms !!J.nd devices 
to insure such strict. observance are studied. 

'The recent economic crisis has necessitated a change in our inter
est in the execution phase of budgetary problems. It is intended 
that· this study shall reflect this change. Jurisdictions every-· 
where .have been inclined to tolerate greater activity and initia
tive on the part of executive authority. In some cases specific 
patterns . for their modification of voted programs have been 
outlined. · In other governments measures voted are designed 
to .brmg about retrenchment and to restrict the scope of new 
and excessive spending. A considerable variety of practices 
is found in the several · countries as well as in the political · 
subdivisions. In the · American states- a new approach to the 
problem- was necessitated by a sudden realization of the fact 
that revenue adequacy ·is not assured merely by the levying of 
taxes. . It was realized that many conditions were necessary 
in order to allow a state to accomplish the fiscal · program as 
planned by the executive or voted by the legislature. It has 
already been indicated that the absence of borrowing powers and 
p'Otentialities · forced · many. interesting mandatory expenditure 
modification ·programs and has opened a new phase of budget
ing that was 'not previously conceived.11 Considerations of a 

lin his nre-depression study Buck (Buck I, op. cit.) had no occasion to 
'report a sfngle ecq.nomy motivate(! expenditure modification system, either 
mandatory or permissive, such as are now found in over half the states. 
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fiscal and tin.ancial nature have been more important in the 
formulation of these practices than in almost any other stage 
of ,budgeting. . • 

Revenues are only indirectly related to the execution prob
lem as it is here conceived. The problem is primarily one of 
viewing reactions to collections on the basis .of previous legis]a.. 
tion. In only a few instances has there been any evidence of 
authority on the part of executives to modify revenue programs. 
Outside of the scope of the usual regulations in connection with 
tax administration, few if any changes have been tolerated. The 
problem has been primarily one of forecasting and measuring 
revenue yields and of using them as a base for expenditure 
control. 

Operating under emergency decrees leaders in several of 
the non-democratic nations have been able to use their powers 
to modify revenue items. Such practices offer little help, 
if any, for the solution of American problems. The power 
to initiate ·and levy taxation is a: closely guarded prerogative 
of the legislature. In general, political and, other factors have 
proved to be sufficiently strong · to stress expenditure economy 
rather than enhanced revenues. Only one or two instances of 
au,.tomatic or delegated tax revision powers have been noted. 
Particularly the ability of the American states to shift some of 
their burdens to the federal government, or their total disregard 
of the necessity for maintaining essential functions haye acted to 
prevent them from seeking a way out by means of drastic tax 
programs. The economists dealing with the business cycle prob
lem have, especially for the recovery phases, recommended modi. 
flcations in tax practices. These ·in some instances have J>een 
in terms of automatic and self-adjusting tax: rates. · The prin. 
ciples are similar to the practices involved in the compensated 
dollar theory of Professor Fisher. There has been, however, no 
action along these lines to date, and in all cases where revenue 
changes have been introduced in the American states, they have 
been based upon speci6.c legislative authority for each action. 
Recommendations .for self-adjusting sales, or property tax rates 
responding to changing price levels, is an example of the type 
of tax policy that may at . some future time require a new 
orientation in an analysis of the execution procedures of budget
ary systems. 

Accounting Systems and Budgetary Problems 

Before turning to the array of subjects discussed in this section, 
brief mention should be made of important administrative account
ing practices. These methods deal with the elosing of the budget 
aet>ounts. · 

Writers on budgetary problems have paid much attention 
to these phases of the accounting and allied practieeL~mployed 
in the various jurisdictions. There are two distinct method&, 
best represt'nted among the national governments by France 
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and Great· Britain, respectively. One method; known simply 
as the cash basis, is followed in the latter country. The 
main feature of this practice is that all items are considered 
solely in relation to the period in which the transactions cul
minate and thus not necessadly in relation to the period in 
which they were authorized or initiated. The federal govern
ment of the United States together with the members of. the 
British Empire group are the foremost exponents of such account
ing systems. On the other . hand, the French and the jurisdic
tions under their influence have long followed the accrual or 
compte de gestioft basis-defined as a cash account operative 
over a definite period of time. The accounts for a particular 
budget period, the exercice, are kept open for some time 
after . the period has actually terminated. Dalton has aptly 
explained the essential differences that affect budgetary studies 
as follows: 

If the principle of cash accounting is in ·use, closed 
accounts approximate to a statement of the cash received 
and expended by the Treasury on the budget account dur
ing the twelve months of a given financial year. Such 
results are not dire~tly comparable with those provided 
by the French system. Suppose, for example, that it is 
desired to compare the revenue of country A, which uses 
the method of cash accounting, . with that of country B, 
which regulates its accounts by exercise. The closed accounts 
of .A will show for any given year the revenue collected 
in that year irrespective of the year to which it belongs, 
while that of B will shf>w, for any given year, a supple
mentary period of several months in addition to the nominal 
twelve months of the financial year being allowed for adjust
ment.' 

From the point of view of recognizing surpluses and deficits 
the two accounting methods offer contrasts. A cash account 
method produces statements that are simply summaries of 
cash transactions taking place within a given period. It is 
concerned only with that portion of: the period's income and 
expenditure that is actually received or actually paid. It is 
clear, therefore, that it may contain the receipts and payments 
applicable not only to the current period but also to the previous 
year, and even to preceding years. Moreover, its balance will 
not represent the true surplus or deficit for the period but 
merely the cash on hand at the close. Changes in all assets and 
liabilities are ignored until such time as they become cash trans
actions. Buck has said of the accounts kept on the cash )>asis 
that "they provide data only with. regard to settlement and 
liquidation. They furnish no information concerning revenues 
and receipts that are due the government or expenditure obli-

<-: 

' Dalton. op. ml, p.' 310. 
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gations that have been incurred by the government".11 If a 
deficit or surplus is linked to a cash account, its limited scope 
must be recognized. 

The accrual accounts are more complex and the announce
ment of results is necessarily less timely. The accounts cannot 
be closed until all collections have been made and all obliga~ 
tions settled. The fiscal year assumes a personality and is 
extended through time in order that all results originating 
in that year may be definitely measured. True economic costs 
of particular functions, rather than the cost outlays in a limited 
period for a particular function, are ascertainable. The accounts 
are obviously more exhaustive, since accrued income and out
standing liabilities are not disregarded. Experience in France 
and elsewhere has shown that these advantages do not compensate 
for the delays and uncertainties, as well as opportunities for abuses, 
that the accrual methods permit. 

Closely linked to the accounting basis is the problem of dis
position of outstanding balances of appropriations. The pro
cedures that are here followed determine whether the pay
ments out of appropriations must be made only in · the course 
of the fiscal period for which the appropriation is voted. 

A number of jurisdictions, )>oth national and state, allow an 
additional period during which payments linked to the finan
cial period may be made.6 The United States federal government's 
practices have been criticized because unexpended balances of 
annual appropriations remain available to the departments for 
two years after the close of the fiscal year to which they relate.' 
The usual period allowed in various nations is from one to three 
months. · 

There is a marked tendency for national governments to close 
their accounts periodically on a cash basis and thus avoid a 
lengthy period during which unexpended balances are outstand
ing and available. France's system encouraged so many abuses 
and inefficient practices that a gradual reform leading to the 
adoption of a modified cash basis has been instituted. There 
can be no doubt that national experience as well as theoretical 
contributions to the subject favor the strict cash basis and a 
sharp delimitation of the period during which unexpended bal
ances are available. 

In the American states there· is an almost universal tendency for 
some form of a cash accounting basis to be employed. New 
York's methods are representative of state practices. Deficits 
and surpluses are determined without delay at the close of each 
fiscal period. In New York, as elsewhere, occasional suggestions 
for modifying the methods have been made. These have been 
encouraged by the desire to take account of realizable credits 

• Budt I, Ofl. eit., p. 622. 
• Data on the treatment of unexpended balancea are lndie.ft'al ia the 

ebarts made available with this report. ' 
' Willoughby, op. oit., p. 2M. 
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upon closing the accounts for a particular period. In the course 
of a government's fiscal operations there are frequently occasions 
when the accomplishments of a particular period would appear 
in a more favorable light because of profitable but incomplete 
transactions. In submitting his budget message for the fiscal 
year 1937-1938, Governor Lehman of New York suggested the 
consideration of · · . · · · . . · . 

some suitable modification of the' accrual method of account. 
ing which will reduce to much smaller limits, the opportunity 
arbitrarily ro throw various . items .of receipts. and expendi-

. tures into one fiscal year or another· which will result in 
· .. a more ,accurate picture of the State's. true financial strength 

' .;· at . the end of. each fiscal period. 8 , . , , . : 

·There is little reason to believe · that a reversion to · a true 
accrual basis will be encouraged or tolerated. 

In connection with unexpended balances wide extremes in prac
tices are noted. In, a number · of states, including Colorado, 
Florida, Idaho, Indiana; Missouri, NebraSka; North Carolina, and 
Washington, unexpended balances lapse at the end of each bien
nium. In Alabama and . Yermont the appropriations lapse at 
the close of each· fiscal year of the budget· period. A large num
ber of the states· make exceptions for· encumbered balances. The 
·opportunities to meet obligations incurred prior to the close 
of budget· periods . vary from ten days in Virginia to eighteen 
months in Louisiana and two years in California. 

In Pennsylvania a complicated situation is found. Encum
bered balances appear available for expenditures for varying 
lengths of time, according to the appropriations. A legislative 

. enactment · lapsing outstanding balances · occurs approximately 
every four years. Prior to that period the unexpended balances 
of appropriations for current operating expenses are held open 
until the Budget Bureau is notified by the spending agency 
that all bills incurred during the biennium have been paid. Then 
the remaining balances lapse. New York, as does Massachusetts, 
allows one year after the close of the fiscal year before unex
pended balances revert to the ··general fund. Almost all states 
make exceptions for appropriations for capital construction pur-
poses. · - , 

In connection with ordinary maintenance operations of state 
governments, the· intervals between voting and the opening of 
the fiscal year require a delayed lapsing of appropriations. The 
time of the ·legislative deliberations does not permit the law
makers to reappropriate neceSsary funds for uncompleted 
transactions. It would be in· the best interests of budgetary 
efficiency if the states conformed to strict standa~ds of estab
lished practices. It·is evident that man~ do not. .L1ttle expla~a
tion is required to show the diff~re~t mterpretabons of defic!ts 
and sUfplnses ,and the different significance of voted approprla-

a New Yo;k State. Eficu!ilr"' Btcdget, 1931-38, p. xu. 
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tiona that may be associated with the varying ·accounting and 
lapsing provisions. · . · . , . , , 

Fiscal Aspects of Execution ltage Procedurea , .. 

For the purpose of discussing e:x:pe1diture execution ~d. oon-' 
trol several phases of the problem wil be emphasized.·. Consid-. 
eration will be given to the problem ofthe unit of voting e:x:pendi~. 
tures. This is a most important facto in the execution problem, 
Flexibility granted by the legislatur£ through lump sum voting' 
obviates certain types of specific prhleges. The entire question 
of modification and transfers is diffiult to interpret until. it is· 
related to the units of voting. : . · · .' . 

A second factor, and one that has .town in importance during 
the budget balancing difficulties of t1: depression, treats with the 
power or duty of the executive to odify, usually by reduction, 
the outlay program voted by the le,Iature and promulgated as 
the expenditure element of the fiipl plan.. It will be . noted 
that national governments offer only ;olated and limited examples 
of the methods that are widesprel and, in. many instances, 
basic features of the American state.ystems. . . 

Only brief mention of the allotm<t schemes will be' made;: th~ 
should not indicate any attempt atninimizing the economic and 
financial importance of this expeJ.iture control device... It . is· 
essential as an aid to executive budlt leadership and in the eliJD
ination of unnecessary deficiencie.s.It is an important eleJDent of 
sound budgeting in general. Itssefulness is unquestioned in'. 
connection with the various exo.diture revision duties and 
powers that are noted below. Meover, the se8.$0nal needs of 
the spending agencies, as well as e particular problems created 
by biennial budget periods, also ecessitate executive direction 
and supervision in the apportiomnt of voted funds. Quarterly 
allotments are universally favore In some of the jurisdictions· 
several interesting reserve and sa.J.g schemes operated in connec .. 
tion with the work programs i allotment practices will be 
noted. , , ' 

Two additional phases of thfx:ecution and control problem 
are also analyzed. One deals wi1the problem of transfers. This 
concerns the power of the execue to shift and rearrange funds 
from one authorized expenditu:to another in which the need 
for funds is more apparent or :rent. Transfers have been one 
of the basic phenomena in the'Owth of executive power over~ 
sp~D:ding and are linked to the ~t commonly delegated revision 
pnvilege. Another phase deai.1th the methods by which the 
governments cope with the p.lem of new and unpredictabl~~ 
..-xpenditure. Since legislature!Specially in national units, ar-e 
frequently in session for lengfperiods, a large measure of tJ 1e 
solutions of these problems found in legislative actktn. 
Mt>asum that receive specia~gislative attention are ignored 
here. Methods a~ of interetn this discussion only when re 



532 NEw YORK 3TATE TAx CoMMISSION 

law-makers have not beenable or have not been asked to cope 
imm~diately with. all t?.'G -crergency demands on the finances. The 
·provisions under which th governments are able to spend above 
the specifically ap~ropriatd-funds put at their disposal, and the 
allotment of funds for UI1redictable needs, form an important 
phase of the budgetary qultion. It is the point at which serious 
unbalancing opportunities lay be presented. On the other hand, 
the failure to deal with emegency needs is a serious defect in any 
budgetary system. 

Unauthorized spending er:ourages deficits through the accumu
lation of overdrafts. It als( means that a safety margin against 
the incidence of overoptimis'c revenue estimates is lacking. Even 
the jurisdicitions that have 1ade efforts to deal with the problem 
do not appear to have appremted the magnitude of the funds made 
necessary by their inadequate 'ormulation and by the widely fluctu
ating economic backgrounds. Providing for unforeseen outlays is 
essentially a matter of fisca~ policy; budgetary mechanism can 
only encourage the proper atitudes. 

In order to allow the execttion provisions to be visualized in 
their inter-relations the discusion will follow according to juris
dictions. In each case the tatus of the four main execution 
phases that are emphasized ii this study will be noted. Brief 
summaries will reveal practice in terms of methods rather than 
jurisdictions. 

Following the usual proce,dtre, the practices of the national 
units will first be surveyed. In studying the American states 
three main categories have beensegregated. The manner in which 
the states provide for post-votiig modifications has been used as 
the decisive criterion since acti01 taken under the various powers 
and duties that are outlined over~hadow all other features. 

The first group comprises th~ states that found it necessary 
or advisable to force the execuive' to cut voted appropriations 
whenever revenue yields warrantld s\:lch drastic action. Some of 
the methods are elements Qf pwmanent budgetary legislation, 
while others were adopted only· for particular budget periods. 
The economic and social significance of these balancing methods 
can only be suggested. In additbn, voting units, transfer privi
leges, and the extra-legislative m3thods of coping with new or 
additional outlay requirements ar~ analyzed. 

A second and larger group of the segregated states represents 
examples of jurisdictions that have delegated permissive powers 
regarding expenditure modification. Several types are noted; 
those in which the revisions, now features of basic budgetary law, 
a;re obviously linked to disappointing revenue yields; those in 
w;hich more general grounds for' modification privileges are 
aP'parent; those that have made only occasional use of permis
siv·e retrenchment powers during particular periods; and finally 
one' state in which broad executive JJOWers for economy are only 
an 'indication of extensive executive budget authority during the 

I 
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execution stage. All of the other execution stage elements here 
analyzed are included. . 

The third and largest group of commonwealths izi.cludes those 
that have made no provision for either mandatory or permissive 
post-voting economy powers. This group calls upon executiyes 
to administer the voted expenditures without revision. Limited 
opportunities for transfers, allotments, overdrafts, and other 
devices do not alter the significance of the mandatory character 
of the appropriations. A group of less than half the states in the 
Union was able to weather the depression without having to 
grant to their financial administrators any special economy 
powers or privileges. In view of the results of the economy pro
visions noted in the first two groups, the states belonging to this 
category should not be considered backward in the matter of exec
utive budget leadership. 



CHAPTER XLill · 
NATIONAL. BUDGETARY PRACTICES DURING THE 
. , . '. . . , '~ .EXECUTION STAGE 

When ·a· government has been given complete authority in the 
adoption and administration of its favored program there is little 
necessity for it ·to procure in advance the power to modify the 
voted plan of action. It seeks only to provide solutions for unpre-
. dictable events. · Having done this a government is adequately 
prepared for future developments in the course of the fiscal year. 
Great Britain offers an: example of such a government. Few juris
dictions have found that their preparation and voting procedures, 
as well as the fiscal circumstances under which they operate, have 
necessitated so small a degree of post-voting discretion as is found · 
in Great Britain., The execution stage practices are of note in 
view of the fact that Great Britain and the dominions are still 
strongholds of the democratic form of government. There has 
not been any policital encouragement to executive expenditure 
control such as has accompanied the general subordination and 
delegation of legislative power in other jurisdictions. Any existing 
powers that exist have economic or traditional backgrounds. 

Great Britain 

The British vote their expenditures m considerable detail 
according to service categories.1 Grouped in terms of civil, 
defence, and revenue categories, the items do not follow the lines 
of spending organizations. This functional approach is one that 
has possibilities with respect to introducing a balanced and uni
form relationship between costs of a similar nature in the various 

· governmental units. It serves further to limit the necessity for 
any executive modifications to the late summer and fall months 
.:_between the time of voting the budget bills and the introduc
tion of supplementary and deficiency estimates. 

Votes, i.e., appropriations, and the scheduled subdivisions must 
be adhered to as adopted by the spending agencies, unless prior 
sanction of the Treasury for minor revisions in the form of trans
fers has been obtained. 

Transfers are restricted except in the case of the defence ser
vices, for which a large degree of :flexibility and control by the 
spending department itself has been provided. For the other 

~A Vote of Credit is made only during periods of exceptional circum· 
stances. It iuiplies a grant to the Treasury which is then responsible for 
distributing the money to the spending units in a way that is best capable of 
fulfilling specified functions. The World War financing took place in this 
manner. 'Ole Votes of Credit, which delegate the control of outlays within 
a specified'inim to ~e government, are used when it is essential to keep the 
expenditure program a secret. , • 

r{534] 
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services prior Treasury sanction for transfers and Parliamentary 
confirmation of such action must be received at some later. time, 
similar to the procedure in respect to excess votes. Only sums 
allocated to subheads may be transferred to another sub-heading.1 

• While the formulation and voting influence is felt in all phases 
of the execution stage, it is in regard to devices tO meet the 
needs for new and added funds that the minimizing influence 
of sound preparation and adoption is best seen. The making of 
expenditures in excess of voted funds is permitted under cer
tain circumstances.. Treasury collaboration is required •... The 
Civil Contingencies Fund, any surpluses, and a treasury chest 
(foreign exchange) are used to finance . any minor. needs. The 
Civil Contingencies Fund usually is , allotted 1.% . million 
annually. Some overdrafts by agencies using dedicated funds 
are also permitted; they are called excess votes when subse
quently ratified by Parliament. To prevent a dilution of con
trol very strict accounting procedures are followed with respect 
to these excess votes, and they are not subject to abuse. For 
most of the needs that arise, the government and Parliament take 
recourse to the normal voting procedure. 

In general, it may be observed that the , British system tends 
to concern itself with enforceability rather than with economic 
adjustment. This is possible because the system itself has sue-

" 
• O'Connell baa given & clear description of the transfer practices. 

The British Estimates may be divided into two elasses: those for the 
Civil Services (including the Revenue Departments), and those for the 
Fighting Services. The estimates for the different Civil Services are 
taken by Votes for each Department. Virement (transfer) between these 
Votes is not allowed, but it is permitted between the Sub-headB of each 
particular Votes. The Estimates for the Fighting Serrices.-Air, Army 
and Navy-proceed on different lines. A separate Estima.t& is taken for 
each Service, but each Estimate is immediately divided, not into Sub
heads, but into Votes. Thus the Army Estimate is divided into Sixteen 
Vote1-0ne of which relates to Numbers, and the others to the Cost ef 
Pay, Clothing, General Stores, Warlike Stores, WU' Office, Pensions, etc. 
Section 4 Gf the Annual Appropriation Act. allows eaeh of these Fighting 
Services, temporarily and subject to Treasury sa.nction, to apply vire
ment between the Votes set out in ita Estimate, provided always, Gf 
eourse, that the aggregate total of the Votes as voted by Parliament is 
not exceeded. Parliament has, however, been moat eareful to eontrol 
the exercise of this power. First, it must be authorized by the Appro
(lri&tion Act of the year in which the Estimates a.re passed. Secondly, 
1t is expressly aubjeet to the sanction of the Treasury, and that this 
bnetion is no mere formality is shown by the faet that in 1888 the 
Treasury refused to sanction an excess on ODe of the Navy Votes, because. 
the application wu DOt made iD sufficient time to permit of due eon· 
eideration being given to it before the end of the flnaneial year, Thirdly, 
in aeoordanee with Monk'• resolution of :March 4th, 1879, the Treasury 
itself must plaee & statement before the House showing the easea in which 
it baa permitted Yirement in the case of the milit:.ary, air, ad D&ftl 
JHpartmenta. Finally, in &ecord.anee with a reeom.mendation of the 
Publie Aeoounte Committee in 18tl2, full legal effect must be given to 
the Virement eo exercised in the Three Fi~hting Serriees....,. the Appro
priatioa Act of the fe&r iD which the EatUD&tes aw pueed. O'Co1111ell, o,. ,.,., pp. ~1. 
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ceeded in providing within· its normal framework the best prepa
ration for, and forecasting of, the events which elsewhere require 
elaborate revisions and additions in voted programs. The Brit
ish, according to the comments of a student of budgetary matters, 
are unsympathetic to the philosophy of a too-flexible execution 
system. Young notes: . 

Public control of public expenditure depends for its effi
ciency in large measure on the financial scheme for the 
year being presented to the House and considered and 
approved once and for all and as a whole. To allow the 
scheme once approved to be treated as something still fluid 
and lia.ble to extensive modification must infinitely weaken 
effective control '8Ild supplementary estimates are the most 
harmful way of doing so. • 

The Empire Group 

The systems related to the British are all basically of the same 
type although there are some differences with respect to retrench
ment powers and other elements. In Australia the appropria
tion act does not repeat .the great degree of detail that is 
found in the budgetary estimates submitted to the House. Fur
thermore, Parliament in its voting, groups the expenditures in 
terms of organization units. In this it differs from other British 
practice. In spending the funds the various departments fol
low the original detailed estimates of the budget. There exists, 
however, .considerable power in the hands of the government 
to reduce the voted expenditure items. The funds voted by 
Parliament ere not made available to the spending units unless 
their requisitions are approved by the Treasurer, the Auditor 
General and the Governor. It lies within the power of these 
officials to ·curtail the spending below appropriations. Australia 
witnessed recourse to these powers in its recent financial crisis. 
However, its recovery efforts were not in general deflationary. 
Qualitative expenditure control rather than a wholesale disre
gard of economy was recognized as the main objective of its 
new fiscal policy. . 

The power to make transfers, as in Great Britain, is not wide. 
Some discntion is found in relation to the use of surpluses 
from one vote· to meet deficiencies in a vote within the same 
organizational unit.. This authority is restricted by several 

. administrative rulings and applies only to regular services. It 
is not legal for the Treasurer to sanction the use of a surplus 
for a new or temporary service nor is he able to use the sur
pluses that grow out of specific public works activities. For 
funds that the government requires for new and unforeseen 
needs, recon:rse is taken without Parliamentary approval to an 
Advance Account, maintained for this purpose, which the 
Treasnre:f'has aJ; his disposal. The details of all revisions are 

I Youug, .. rif., p. T6. 
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subsequently submitted to Parliament and formally ratified.• 

In Canada the voting units, which vary from lump sums to 
individual objects of expenditures, are grouped according to 
services. .Apparently there are neither provisions nor established 
customs with respect to the degree of detail in. which appropria
tions are voted. Parliament has delegated sufficient power to 
the administration to allow for the decrease of items during the 
execution of the expenditure program. Transfers, as is usual 
in the systems following the British pattern, are restricted and 
may be made by the departments only if prior sanction of the 
TPeasury has been received. The provisions for new items or 
for increases in those already voted are not designed to encour
age uncontrolled or ~xcessive spending on the part of the depart
ments. However, opportunities to meet emergencies when Parlia
ment is not in session are awilable. The Governor-General may 
issue decrees granting special credits. These must be subse
quently authorized by Parliament. In general, Canada appears 
to have advanced only slightly beyond the restricted philosophy 
of control that characterizes the system in Great Britain. · 

In India the wide discretionary powers in the matter of exe
cuting "voted" programs are in keeping with the trends dis
played in the adoption stage. There is a device known as a 
''re-appropriation'' which permits the Government to shift items 
with slight interference. The limitations noted on the use of 
transferred funds for new services must be ineffective since 
reserve funds are frequently available and deficiencies are toler
ated. In general, the power of the executive in :fiscal matters is 
very great. 

In Irell!nd the cusoomary unit or ''vote'' has been arranged 
according to services, of which there are about seventy, cover
ing all Free State expenditures. The votes are divided into 
subheads grouped according to functions but these are for pur
poses of information only since the vote is the on~y division 
that has a. binding legal effect. The system allows for a con
siderable degree of flexibility within the subheadings. It repre. 
sents the chief opportunity for modification that remains in the 
bands of the government since the Chamber has not delegated 
many of its rights. Legally expenditures are not mandatory 
and, therefore, the items may be decreased, but it is not usual 
for any expenditure of supply once voted to be denied to the 
department. Transfers between votes are not permitted, but 
as indicated above, those between subheads may be made. How
ever, prior sanction of the Department of Finance must be 

• In enry ease, the message of the GovernOr authorizing the transfer 
must be Pent to the Auditor General and by him transmitted to Parli&
mtnt with his ~port. The~ ia no speeitied time in which the TreaBUrer 
shall submit the Publie A!X'JOunte to the Auditor General, nor is he 
limitl'd as in N.S.W. to a speeifie time in whiclt to make his report to 
Parliament. Bvd!/l"f«ry l"rtulticell of tAll CoM-tllftlltA ~~~~e~~t of 
.4utn~Ho, unpublished survey p~pared for the wriaer by F. A. Bland, 
Unh·eraity of Sydney, December, 1934, p. 7 • • 
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received. 5 · In order to meet • any unexpected needs a reserve 
fund is available.6 • . 

It ~h,ould ~e re~alled th.at the British-type jurisdictions are 
able to' function With restricted powers of this kind because of 
the fact. that1 legislative sessions occupy a goodly portion of cer
tain basic time periods during the fiscal year. The first several 
months 9f the ·fiscal year allow opportunities for the submission 
of · supplementary ·estimates. . The Free State Chamber is in 
sessi~n for· some time before the close of the fiscal year and may 
provide for ·the financing of any items that arose in the short 
intervening period. There is· an opportunity for the government 
to sanction .deficiencies in anticipation of the approval of the 
Dail. Also by means of an excess vote the Dail may be called 
upon to legalize a deficit that has been incurred by some depart
ment whose expenditure has exceeded its grant. It is to be noted 
that such a'· procedure is irregular and a · rare occurrence. It 
serves· to indicate that the· Irish Free State system does give t() 
its· government, through ample voting opportunities, both legal 
and extra-legal: methods· of adjusting a previously voted program 
to unanticipated conditions. It is evident that the excess vote 
device, if· a~uses ·can ~be eliminated, is a ·welcome method of 

.o With the special authority of the, Department of Finance, a. Depart
ment is permitted to offset excesses by savings in the account which is· 
known as Virement. This process applies both to additional expenditure 
on a; 'service provided for in the Estimates, and also to new services 
which are covet:ed by the Vote, but not provided for in the Estimates, 
and for which a Supplementary Estimate is not necessary. The decision 
as to whether the new service should be provided for by opening a new 
subhead, or by means of a Supplementary Estimate, is a. matter for the 

· Department of Finance, and it is guided in it!l decision by the nature 
of the proposed service, by the· amount involved, and also by what it 
presumes or presupposes would be, the wishes of the Dail in the matter. 
O'Connell, op. cit., P,· ,87. 

a O'Connell has deseribed the chara.cter of this fund: 
· In the financial year 1923/24 there appeared in the Estimates for the 

· first time & sum of :£20,000, being an "Estimate of the Amount required 
in the year ending 31st March, 1924, for a Grant in Aid for a Con· 
tingency Fund," to be accounted for by the Ministry of Finance. A 
note to the Estimate ran as follows: . 

. ·"Th.e Grant-in-Aid for which provision. is here made is inteuded to be 
placed at· the disposal of Executive-{Jouncil for the purpose of being 

. : available . to defra.y urgent or unforeseen expenditure which is not 
covered by the ordinary votes and for which it may be impracticable 

· · to seek the immediate approval of the Dail. All expenditure out of the 
Fund will subsequently be brought to· the notice of the Dail on y otes · 
which will be taken to repay to the Fund amounts equal to the 1ssues 
which will have been made. The Executive Council will only use this 
Fund- for purposes for which it may reasonably be exp~cted that such 
approval will be given in due -;o:urse. This procedure obv1~tes the net;es· 

, , sity for taking a Vote for Add1tlonal and Unforeseen Serv1ces for wh1ch 
· a sum of £100,000 was provided in 1922/23. It ill proposed that an 

account of the Contingency Fund be prepared annually, and after 
examiJiil!'!.t..:)n by the Comptroller and Auditor General laid before Dail 

• Eireann." r 
It was later decided that the annual account of the Contingency Fund 

ehould be annexed for el\Ch yell!r to the Appropriation Account of the 
Vote for Repayment of Advances on the Contingency Fund. Ibid., p. 129 • 

. ,· 



NATIONAL AND STATE BUDGETARY METHODS 539 

providing for the errors that cannot be avoided in estimating, 
and which should not interfere with the carrying out of a voted 
function. The Irish system avoids through vigorous control 
a large degree of the opportunities for irregularities.'' 

In New Zealand the voted units are classified in detail· accord
ing to government services. · The Treasury, which supervises the 
expenditure according to votes, receives only a small degree of 
power to modify items. This power permits decreases ·in certain 
instances and transfers between items within a vote. · The Public 
Revenue Act permits unauthorized expenditure up to an aggr&
gate sum of £250,000 for general· service and a further 
£100,000 for railway services. Items . that the · departments 
charge as "unauthorized" must receive prior sanction of the 
Minister of Finance and be specially reported to Parliament. Out
side of this authority there has been no delegation of legislative 
power and Parliament must sanction any steps that are taken. 

The Union of South Africa follows the practice of delegating 
only limited powers .. Even such powers as are granted are evi
dently not used as frequently as might be expected. The follow- · 
ing report of the League of Nations experts on· transfers is 
enlightening with regard to this matter. · 

Transfers between the credits of the several ministerial 
departments are prohibited.. . The .Appropriation ·Act 
empowers the Minister of Finance to autl!.orize a saving on 
any sub-head of a vote to be made available to meet excess 
expenditure on any other sub-head, or expenditure on a new 
sub-head, of the same vote. Sanction to ·utilize savings to 
meet expenditure on, a new sub-head is very rarely given by 
the Treasury, which almost invariably insists that the sums 
required for · such expenditure shall be charged to the 
contingency account covered by a special warrant of the Gov
ernor-General, and then included in an additional Appropria-
tion Act sanctioned by Parliament. · . · · . 

Sanction to effect transfers between the sub-heads' relating 
to personnel and those relating to material is very rarely 
given in practice. · · . · 

Transfers between the items are always possible at the dis-
cretion of the head of the department concerned. 8 · • 

. 'I' 

'Any ease of Excess is reported by the Comptroller and Auditor 
General to the Committee of Public Aooounts which dealt with it before · 
any other business. On the Auditor General'• reporting the Excess, the 
Committee usually ill8ues immediately an Interim Report ealling atten
tion to the excess expenditure, and stating that the sanction of the 
Oii'Mclltas will be required for it. 1.'hia was the proeedure followed 
in the eLIIfl8 of ex:eesa reported in 1923/24, 1927/28 and in 1928/29. If, oa 
investigation, the Committee ia satisfied with the explanations offered, it 
Hporte to the Dail that thue ia ao objeetioa to the sum being provided 
by aa Ex:oese Vote. The Vote ahould be preeented to the Dail at the 
earlieat available opportunity, that is, either whea the i~ity llaa 
beea brought to light oa audit, or within the year of the Auditor Gea
eral'• Hport to the Committee. Ibid., p. 106. · . 

• L. of N. feeA. COtltM., op. cit., VoL lll, p. ~· 
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The fact. that Unauthorized Expenditure Acts are occasionally 
passed indicates that there is some opportunity for expenditures 
in excess of those previously authorized by Parliament. 

There are many points of similarity in the various British-type 
systems of execution but only a few are specific enough to permit 
of generalizations. Only Australia and the Irish. Free State have 
definitely accepted the lump sum voting unit. Canada has no 
uniform method while New Zealand and Great Britain have 
detailed voting units~ All the dominions allow post-legislative 
decreases in some form or another; only the mother country does 
not provide for them. With respect to transfers, there is some 
unanimity ·in restricting these to shifts within scheduled sub
heads of .voted units. There does not appear to be any strict limi
tation on the making of new or additional outlays that have not 
received prior approval. In addition to funds provided for con
tingencies the Finance Ministers of the dominions may expect 
Parliamentary ratification of overdrafts. In general these sys
tems display no need for the many shifts and changes found in 

· jurisdictions in which fiscal pressure is greater and where voted 
programs are endowed with limited survival values. A brief 
review of the execution, problems in other national units follows. 

France 

In France the unit for voting appropriations is a Chapter sub
divided into Paragraphs. The Chapters are grouped by services . 
. There are approximately two thousand Chapters in: each voted 
budget. This gives some · indication of the degree of detail 
involved. The adoption of a recent plan, alluded to elsewhere, to 
shift from the unit basis to a Ministry basis would have accom
plished an appreciable reduction in the number of individual 
elements in the voted program. However, traditionally the French 
system is linked to detailed voting and any recent changes may 
have no influence in modifying the procedures based upon the 
Chapters.11 It is apparent that the French attitude towards com
prehensiveness and unity would hardly form the background for 
a functional approach in voting, a factor that again points to 
the desiPflbility of a budgetary system that will prevent any flagrant 
abuses of the principles represented by these two cardinal axioms 
of budgetary theory. 

The extent of authority that Parliament has granted to the 
government has varied frequently according to the relations 
current between Parliament and the Ministries in power. Politi
cal and economic factors have led to varying degrees of acquies
cence in respect to requests and grants made to different Premiers. 

a Allix has stated that the French practice of detailed subdivisions of · 
Chapters hr.::lleen of great al!l!istance in avoiding difficulties in the adminis
trative phases of IW1Clltion. S~ch met~ods a.s making payments o!lt ~f hidden 
sources, using left-over credits, or menrrmg unwarranted obligations are 
avoided. Allix, op. rit., p. 207. • · 



NATIONAL AND STATE BUDGETARY METHODS 54t 
In general, it will be recalled that F.r~nce is linked . ~it~ the 

nations that have neither stable trad1tions nor eonstltutlonal 
mandates affecting budgetary matters. As a result, each year 
finds a crop of new budgetary reforms controlling economic 
aspects of execution practices. Economy and retrenchment 
powers have been frequent since Poincare's successful use of the 
vast fiscal dictatorial powers granted to him. Finance .Ministers 
and Premiers have since felt that the request for similar delega
tions of economy powers from Parliament should inspire confidence 
and initiate successful budget balancing policies. None of the 
many deficits since 1926 has been planned. 

The most recent instances of the many requests for powers to 
slash voted expenditures were in 1935 and 1936. Ill the former 
year the powers were granted late in the fiscal period.10 

Flandin and Laval had previously raised the well-worn allusion 
to Poincare's valiant efforts on behalf of the budget and the franc. 
In the early part of 1936 legislation was again passed authorizing 
the government to decrease expenditures or to eliminate them 
entirely. In general, the economy powers have been rather mean
ingless provisions since large scale deficit financing due to heavy 
expenditures has been tolerated. Neither tradition nor necessity 
supported the good will expressed in the preparation or adoption 
stages. As will be shown below, the governments have resorted to 
the power given to them to raise expenditures by decree above the 
stated appropriations more frequently than they have availed 
themselves of retrenchment powers. 

Based on the assumption that voluntary economies would be 
the first efforts to combat a fiscal crisis the French have at vari
ous times experimented with extensive transfer powers. Like the 
above-mentioned retrenchment measures, the virement powers 
have not succeeded as incentives to economy.11 

In the more basie legislation, transfers from one Chapter to 
another are forbidden but the internal arrangement of Para
graphs need not be adhered to. In spite of the fact that there 
are so many Chapters there remains considerable leeway for poten-
tial transfers within them. · · 

Generally there does not appear to be in France any widespread 
toleration of increases or new items without legislative sanction. 
However, a number of minor devices and emergency decrees have 
enabled successive governments to make large expenditures in 
excess of originally voted appropriations. Most frequently there 
is a request for additional funds from Parliament. Among the 
devices that have been the subject of large abuses are the credit. 
evaluatifs. These are permanent sanctions given to the govern
ment to provide for new functions (entirely new or limited to 
previous services) which must be carried out before the legislature 
meets again. To avoid gross irregularities the laws provide that 

•• N. Y. Times, July 25, 1935. 
u .AlliK, op. cit., p. 246. 
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these ertraordinary credits may be extended · ~nly when Parlia~ 
ment is not in session; They are prohibited during periods of 
adjournment and dissolution; This prevents any initiative on the 
part of the spending agencies themselves that. might lead to exces~ 
sive spending. The Cabinet and a few other high financial execu
tives must give their approval.. Furthermore, there is a require
ment that any extra-legislative ·credit · must provide its own 
financing media. · · Finally there is the requirement that all credits 
must be placed · before Parliament before the third ·week of its 
next meeting. ~It would seem that only ·emergency needs that 
could, be met without piling up deficits should be financed by 
evaluatif· credits. (Supplementary credits for making additional 
outlays under already voted credits, referred to as credits limita
tifs are subject to the same procedure.) 
· · It is• possible to observe in France that the concessions in the 
interest.of administrative and economic needs have been subject 
to perverted uses. The difficulty of successfully counteracting the 
effect of vacillating leadership is no better illustrated than in 
connection: with this delegation of legislative power; It may illus~ 
trate what the American states might anticipate if they resorted 
to similar measures to counteract their infrequent legislative ses~ 
sions, and if they did not adequately anticipate revenue require~ 
ments. · Allix's study12 is helpful in summarizing the abuses to 
which the system is subject. · 

It may be noted first that the knowledge of modification pow
ers may facilitate unscrupulous balancing in the preparation or 
voting stages. As was found to be the case in connection with 
deficiency appropriations in the American states, it is possible for 
Finance Ministers or the legislators to show ·admirable intentions 

· by concealing their plans to nullify any present economy meas~ 
ures by subsequently letting loose a flood of credits evaluatifs and 
credits Zimitati/s. In the absence of efficient and sincere execu
tive leadership the device is a failure except in providing a loop-

. hole for uncontrolled spending. 
Secondly, the Legislature's wishes may be nullified by hav~ 

ing · discarded appropriation requests reappear as additional 
credits. Moreover, the executive departments, anticipating leg~ 
lative -objections, may resort to the obvious expedient of describing 
their pet projects as extraordinary and unpredictable needs. W ~ 
note here· again that the attitude of the executive is of great sig~ 
nificance: · t • • 

· A thi:rd element, that French· experience confirms as rather 
· ri.seless, is the requirement that the additional credits be restricted 

, unless fmids for their execution are available. Unless, as is done 
in 'some jurisdictions, actual assets are earmark~d, new taxes 
levied,· or tax rates are imposed, both the spirit and the letter 
.of the requirement may be easily evaded.· Optimistic estimating 
can al'\Gts supply a potential surplus. Furthermore a financial 

1l! Ibid., p. 244-50. 
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system as complicated as that of France is often able to supply 
some unused resources. • . · . . 

Fourthly, the French Parliament has not been an adequate· . 
watchdog. It is usually too busy with . its plans for future 
''economies'' to be concerned with checking on the basic causes of 
past difficulties. Legislative authorization of an accomplished act 
has hardly proved to be an efficient way of avoiding administra-.. 
tive abuses. ' 

What is necessary in France, in addition to improvement in 
the ''human element,'' are devices that will focus· attention· upon 
"emergency'' and "supplementary" items and thus facilitate cor
rective action. Sufficient publicity, which is also lacking in the 
case of most of the American deficiency appropriations, is gen
erally absent. There is no centralization of authority like. that 
found in Great Britain. The Minister of Finance might assume 
certain duties and rights which would insure specific action rather 
than direct his efforts towards receiving approval from ,his Min
isterial colleagues. Another practice that ·might be profitably 
adopted from the British is the establishment of definite legis
lative procedures in respect to ratification • of unauthorized 
expenditures. A fixed unified procedure would focus public. as 
well as legislative attention on the outlays and thus might effec
tively check some of the abuses now practiced. ' 

The study of French practices should bring out the fact that a 
budget system is a willing tool in the hands of those who con
trol and administer it. U the American states relaxed . ·what 
appear to be needlessly harsh restrictions, they mighi enter into
reckless financing periods.· State legislators, like their col ... 
leagues in every other democracy, do not hesitate to .authorize 
additional outlays if no immediate neP.essity for inCl'eased taxa
tion is involved. There is little validity in the assumption that 
authority to adopt economy measures would not be neglected and 
that extra-spending powers would not be abused. 

Germany 

In republican Germany there does not appear . to have been 
any required or even customary unit of voting. Units varied 
with respect to the degree of detail supplied. , Both lump sum 
and detailed appropriations were voted. . The criteria for the 
grouping of estimates also varied, although it should be recalled 
that all estimates were within the scope of the individual budgets, 
grouped according to Ministries, and to the specitle functions into 
which the budget was subdivided, Neumark11 indicates that the 
dt>gree of functional classification was not quite as great as that 
found in some American states with line budgeting but was 
greater than in the usual Continental pattern. 1' . 

It is ob,ious that the Minister of Finance had eo~erable 
power with respect to decreasing expenditures. • This was in 
keeping with the numerous economy: drives and programs that . . ' 

11 !ienmark, op. oil., p. 307. 
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ch~acterized the German fiscal economy between the inflation 
penod and tlre collapse of the Republic. Devices linking outlays 

. to price levels, revenues, and several other bases were voted. u 
:rhe German system operated on the assumption that the spend
Ing agencies, anticipating cuts, estimated their needs too highly. 
The measures adopted were designed not to disappoint the 
agencies. Transfers were not provided for in the budgetary 
legislation and hence were permitted only in case of specific 
mention at ·the time of the voting of the appropriation. Where 
they were allowed the law usually specified the items between 
which the transfers might be made. It should be noted, how
ever, that the occasional recourse to lump sum appropriations, 
whenever any chance of savings was possible, obviated the need 
for transfers, and it was possible to make transfers within the 
administrative power of the spending unit. The care in the 
preparation and array of estimates precluded any belief in sav
ings to be effected by shifts within the detailed items as voted. 

The one thing that Germany definitely avoided was the dele
gation of loose powers to . spend in excess of voted items. The 
entire German budget system was geared to prevent over
expenditure which was associated with debts and inflation. How
ever, some concessions were necessary. The Minister of Finance 
was authorized to consent to increased spending by the depart
ments. Any iteins · in excess of 10,000 Marks, for which the 
approval of the Minister of Finance was required, had to be 
submitted at least quarterly to Parliament. The opportunities for 
abuses present in the French system were avoided. While politi
cal and economic factors obscure any isolation of budgetary 
influences, it is evident that little spending that was not sub
ject to the Reichstag's supervision took place. When the crisis 
came in the last years of the Republic the normal functioning of 
the system was obscured. However, few of the difficulties, if any, 
have been traced to defects in the budgetary system. 

Sweden 
In Sweden, as in republican Germany and the United States, 

there does :itot appear to be any standard or specified unit of 

t<l Just before the Republic expired some drastic retrenchment decrees were 
passed. These, described by Dalton, anticipate what is to be found in the 
American states. · 

The 1931-2 Budget as passed by the ~eichstag ~lanced at 10.7 milliards 
(Ordinary and Extraordinary). But 1t was obVtous then that the prog
ress of the depression would upset the equilibrium. In order not to delay 
the pasaing of the Budget, the Reichstag, through an important regu
lation of the Budget Law, empowered the Government to reduce expen· 
diture in &he Ordinary Budget to the extent made necessary by the f!lll 
in revenl:ll'll and unavoidable increases in expenditure. This author1ty 
was furthl.,• amplifted in the Second Emergency Decree. 5th June, 1931. 
By wue of these powers, the Government was able to set the Budget 
right ~ eii'C}llllstances demanded .. The process entailed a drastic scaling 
down.· In the Third Emergency Decree in September, 1931, the Bud~et 
was estimated to balanee at p.3 milliards. The year actually closed With 
a deficit of 449 millJ..ns even after the t~emendous etrorts made by 
decree to achieve Clluilibrium. Dalton, op. cat., p. 93. 
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voting, though in all items a great degree of detail is specified. 
Only in the case of the public works programs are lUlJlp sum appro-
priations noted. · 

The government, represented by the King, has been empowered 
to reduce or omit expenditures. For certain items voted as "ten
tative appropriations" the government has been granted wide 
discretionary powers beyond the scope of the normal permissive 
economy acts. Transfers between any voted categories are pro
hibited. Transfers within the voted units are also restricted. 

Sweden is one of the few countries that have attempted to 
make adequate provision, through the medium of reserve funds, 
for unforeseen expenditure needs. Special appropriations are 
voted for such expenditures. In addition each main group of 
items carries a reserve appropriation. Furthermore, a fund 
required by the Constitution is available for other emergencies. 
Outside of the reserve funds legislative sanction is necessary 
for any outlays to be made in excess of the voted program. 
In general, the Swedish do not tend to avoid deficits as much 
as they do to keep a somewhat planned relationship. This is 
very successfully carried out l>y making ample provision for 
expenditures which experience has shown are likely to occur. 

The Scandinavian countries have not found it necessary to 
provide for many revisions not originating in the legislature, 
unless these serve the purpose of preserving an · anticipated 
expenditure-revenue relation. 

Denmark 

In Denmark there does not appear to be any fixed unit of 
voting. Classifications both by organization and function are 
made in great detail. The delegation of power by the Rigsdag 
to the :Minister of Finance has permitted considerable modifica
tions in the execution of the budget program. The government 
may, furthermore, make certain major changes if it receives the 
consent of the Finance Committee of the House of Commons. 
This is an interesting practice which might develop out of the 
legislative councils of the American states. Some solution of 
this type must undoubtedly be found. It should be noted that 
in Denmark the special powers granted to the Finance Commit
tee and the government exist in spite of the fact that major 
ehanges are usually made through the medium of supplementary 
budgets. Transfers are permitted only in case specific permission 
is reeeived at the time of voting. The writer has been informed 
that this is not a usual method of modification.111 

11 f'~ .f.)GMrl!. Budget, unpublished survey prepared for the writer by 
K. H. Kofoed, Ministry of Finance, Copenhagell, August, Ul34, p. 5. 

An a~nee of transfer privileges eharad.erir.es the Scandinaviaa blldget 
system. For Nonray it bas been indif'&ted that: 

trusfers an~ possible betwlt!n the ebapten of the bndge~t only ia 
l't!llptrl of item& expl'lflllly indit-ated ill the budget aa be1ng aubjeet to 
tr&Dafer. The aumber of eredita aubjeet to tr&usler ia "erJ amaD. 
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• The powers that ·the government a~d the Finance Committee 
of the House J>Ossess do not include the right to act by decree in 

. emergencies requiring added funds. · 
Among the other governments those operating more or less 

under democratic systems or subject ·to the strict interpretation 
of basic legislation are first surveyed. · 

•' ,_ 'I ,., 

Belgium 

It will be recalled that Belgium has a number of its basic bud
getary provisions outlined in the Constitution. Its practices should 
be of particular :relevancy to the American states because it has 
departed from the usual procedure found on the Continent. As 
in France the classification of voting units is based on services .. 
The larger units are called Chapters. The functional classification 
by Paragraphs is designated among units known as Articles. Article 
41 of the Constitution provides for detailed voting by Articles, 
and this therefore does not represent a mere administrative classi· 
fieation but rather has a legal basis. ·Nevertheless, certain services 
appear to· be voted in· independent appropriations.· · In general, 
the Constitution, which is rather strict with respect to the changes 
that may be ·made, appears to be ·evaded with some facility. 
Some modification powers ·are gained by granting, at the time 
of voting,. specific powers to the Minister of Finance and the 
Comite du Tresor to make specific changes. The latter. body, 
creat~d in 1926, consists of three important Cabinet members . 

. . 
L. of N. Tech. Oomm., op. IJit., Vol. II, p. 91. 

The :Baltic nations are equally restricted in transfer privileges, as the 
following excerpts from the League of Nations report indicate. 

In Estonia:. . . :. 
transfers between. chapters of the budget are illegal.· Transfers 
between· paragraphs may only be effected with the authorization of the 
Riigikogu as embodied in supplementary budgets. In the case of the 
National Defence budget, transfers between the articles of · any given 
paragraph may only be effected by authority of the War Council presided 
over by the National Defence Minister or his Under-Secretary of State. 

Decisions relating to transfers between articles are communicated to 
. the Ministry for Economic affairs and the State Comptroller's Depart· 

' ment. If the Ministry for Economic Affairs does not make any objection 
within three days such transfers acquire final validity. I1Jid., Vol. III. 
p. 124. 

In Fitdand: _ 
transfers between the various subdivisions which are not voted separately 

· by the Chamber of Representath·es are prohibited. Ibid., p. 132. 
In Latvia: . . 

transfers may be made inside the articles only with the permission of the 
State Audit Department. Ibid., p. 161. 

The legal provisions noted for Lithuania are now incongruous with the 
known power of the executive in that country. 

· Transfers between chapters are not permitted. In exceptional cases, 
transfers between paragraphs of the same chapter may be made on the 
authority of the Minister of Finance and of the Controller of State, 
For tr~ers as between articles, it is sufficient for the administration 

. responsible to votify the Minister of Finance and the Controller of State. 
' Ibid., p. 168. . 



CHAPTER XLIV 
NATIONAL BUDGETARY PRACTICES DURING THE 

EXECUTION STAGE (CONTINUED) 

United States Federal Government 

With respeet to voting our federal practices di.tier somewhat 
from those found in Great Britain. There is no standard unit for 
the voting of the appropriations, though these have usually }>een 
set up in great detail and classified according to departments; 
.More recently the recovery and relief measures have led to the 
voting of vast amounts in lump sums subject to executive alloca
tion. This is not the usual procedure but may herald a new 
trend. There has been some criticism of the American practices 
because the budgetary appropriation bills do not conform to the 
best standards of classification and detail.1 Salaries and public 
works expenditures have since 1921, as well as before, been the 
target of much criticism and objection. It is evident that the . 
practices might benefit from revision, and that administrative as 
well as economic advantages would be derived. In this respect 
federal practices cannot l>e accepted as models for the states. 

The question of post-adoption decreases is particularly relevant 
in a study of American state problems. · In the federal system 
expenditures are in most eases non~mandatory and it is feasible 
for the expenditures to be decreased or withheld.1 

While past Presidents have not made any widespread use of 
such powers as they may possess, it has been felt that a desirable 
type of control should be developed. The authors of the Commit
tee Report of the Chamber of Commerce believe that the exercise 
of the Presidential powers would create, over a selected area of 
expenditures, a condition similar to that. which is found in a 
number of states. It was suggested that the allotment methods 
set up by executive order in 1933 (to insure for the non-emergency 
agencies a proper apportionment of expenditures throughout the 
fiseal year) might be used to withhold some funds, provided the. 
functions were carried out. In connection with some of the emer
gency spending and lending agencies the President has at times 

1 Such a criticism baa been voiced in the Special Reporf of 116 C01HHttt:fl 
011 P«lffraa. B~ttwn ( op. cU., 222) which notes: 

Beadings in the appropriatioa acts have also grown up ·haphazardly 
over a long period of years. Ia some instancea headings no longer 
indicate the l't'&l activity for which expenditures are ID&de and aim.i.lar 
activitiee in different department& may appear under quite different head&. 
ID aome ftUll!8 appropriations are in lump sums, while in othere for com.~ 
parable purpoaee. they are detailed and speeifie. Thia results in eoa
fuaioa, and sinee an aeoount must be opened for eaclt appropriati011 lleul., 
the lack of atand.ardir.atioa is refteried in the aceounting system making 
it difficult to keep aatisfaclorJ book: recorda. • - . 

1 Willoughby, op. oit., p. 186. 
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certain functions may not be decreased. In addition to these a 
number of emergencY. decrees have been enforced since the fiscal 
~x~ of 1931. At present broad measures in the execution of the 
· mv ... e..,.P. subject to modifications by the government. Any 
under . dem~ be subsequently confirmed by Parliament. Transfers 
of basiC ~ellowed except in cases wherl the privilege has been 

., , the time of voting. The Minister of Finance with the 
.. · )f the Council of Ministers may authorize new expen-

It will Jde necessary by new developments. 
getary pr,mse of Rumania, Chapters classified according to organ
be of pa.nd functions are subdivided into Articles that form 
departed of voting. There are the usual permissive retrenchment 
in Fran.vhich many countries seem optimistically to grant to their 
·The lar Ministers. Transfers are restricted by the fact that all 
by Parr>s or unnecessary appropriations accrue to the special funds 
41 of .med in the budget of each organization for the purpose of 
and thng emergency activities. These reserve funds finance new 
ficati0.as well as increases in old ones. Approval of the Minister 
appe,tance is necessary before the department may have recourse 
the (':} funds accumulated ,by it. What is most effective in check
that"l.e widespread reliance on non-voted outlays in some of these 
Somler units is the absence 'Of credit facilities which would permit 
of .easy financing of deficiency items, as is done elsewhere. 
Oof. may be well to review the status of the execution phase arrange
cre!lts in the United States federal government before a study is 
-dertaken of the practices in some of the nations where delegation ' 
" power to the executive is less exceptional. This survey follows 

~ the next chapter. 
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United States Federal Government 

With respeet to voting our federal practices differ somewhat 
from those found in Great Britain. There is no standard unit for 
the voting of the appropriations, though these have usually J>een 
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More recently the recovery and relief measures have led to the 
voting of vast amounts in lump sums subject to executive alloca
tion. This is not the usual procedure but may herald a new 
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because the budgetary appropriation bills do not conform to the 
best standards of classification and detail.1 Salaries and public 
works expenditures have since 1921, as well as before, been the 
target of much criticism and objection, It is evident that the 
practices might benefit from revision, and that administrative as 
well as economic advantages would be derived. In this respect 
federal practices cannot l>e accepted as models for the states. 

The question of post-adoption decreases is particularly relevant 
in a study of American state problems. · In the federal system 
expenditures are in most cases non-mandatory and it is feasible 
for the expenditures to be decreased or withheld.1 

While past Presidents have not made any widespread use of 
such powers as they may possess, it has been felt that a desirable 
type of control should be developed. The authors of the Commit
tee Report of the Chamber of Commerce believe that the exercise 
of the Presidential powers would create, over a selected area of 
expenditures, a condition similar to tha~ which is found in a 
number of states. It was suggested that the allotment methods 
set up by executive order in 1933 (to insure for the non-emergency 
agencies a proper apportionment of expenditures throughout the 
fiseal year) might be used to withhold some funds, provided the . 
functions were carried out. In connection with some of the emer
gency spending and lending agencies the President has at times 

l Such & eriticlsm has been voiced in the Bpeci.al Beporf of the Co..ittec 
011 FedtlnJ.I B'.zopellditurea ( op. oU., 222) which notes: 

Beadings in the appropriatioa acts have also grown up bapha.r.ardly 
over a long period of yeara. Ia some insta.neee headings no loager. 
indicate the real activity for which expenditures are made and similar 
aetivitiee in different departments may appear under quite different heads. 
In aome eases appropriations are in lump sums, while in others for eom· 
parable purpo&el, they are detailed and speeifte. This result& in eon
fusion, and since an 1«011nt must be opened for eaeh appropri&tioa head, 
the laek of standardization is redeeted in the I«<llllting aysteta making 
it difficult to keep aa.tisf&etorJ' book reeorda. - . 

a Willoughby, op. otf., p. 186. 



restricted expenditures through executive orders and -reduced 
lending authorizations. 

The federal government has not had any wide experience with 
extra-legislative cuts.3 The objections to this type of budgetary 
control are not as great as those that could be summoned against 
horizontal decreases which ignore functions and activities and 
which allow for little or no exercise of discretionary powers. There 
are, however, grounds for strong doubts that any jurisdiction that 
can possibly avoid such measures should invalidate the wishes 
previously expressed by the executive in preparing and the legis
lature in voting the budget appropriations. Efforts should be in 

. the direction of eliminating the necessity for any change. The 
"Argument in the Negative" as presented by the United States 
Chamber of Commerce Committee reflects this viewpoint in its 
discussion of the suggestion that the . President be given 

express statutOry authority to reduce expenditures of a non-
• mandatory sort wherever he found reductions to be feasible. 

'I ' • . 

The Report continues: 
This proposed power would not extend, of course, to the 

payment of interest on the public debt or to the other fixed 
contractual obligations· of the United States. Nor is it proba
ble that the Committee intends that the proposal should include 
a power to redu~e the salary schedules of. the classified 
employees of the govemment. But obviously it would include 
the power to say that aside from obligations of this ·general 
nature, the expenditures of a particular unit, or for a particu
lar object, should be cut anywhere up to 100 per cent. · In 

· · effect, this would transfer a large portion of legislative power 
from Congress to the executive department. When Congress 
has .created a bureau to perform particular duties such as 

·these· and has appropriated a specific sum to carry out the 
duties imposed, such action would seem to reflect the judgment 
of Congress that these duties shall be carried out as fully as 
they can be within the limits of the sums appropriated. This 
is a normal exercise of legislative power. It is then the duty 
of the executive department to perform the duties imposed. 

The poweJ:" to say that these duties shall be performed 
only partially, or not at all, obviously pertains to the abroga
tion of the.law rather than ta- its execution. Such a power 
is as clearly an exerci!ie of legislative power as is the making 
of the appropriations itself. . Congress cannot, consistently 
with its duties under the Constitution, abandon this field to 
the executive department. 4, 

I A proposal to impoti'nd 15 per cent of all appropriations for the fiscal year 
1938 has been made. Appropriations for debt service, social security, and 
veteran pensions would be excepted. According to the proposed measure 
the Presilmut would receive the power to restore from. I to 15 per cent to any 
department at hiA discretioB. (See N. Y. Times, Aprll 28, 1937.) 

•Ikpori of tlae Special Com&,. Federal E~ilures, op. cil., p. 19. 
f 
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As far as actual economy measures are concerned, there was a 
novel example of such legislation in connection with the appropria
tionJ for the fiscal year 1932-33. The granting (by express statu
tory legislation) of powers to the President to amend the appropria
tion acts already voted probably established a precedent in federal 
budget procedure. A permanent grant of power to the President to 
modify approved expenditures was not involved. · Instead a Con
gressional mandate for the carrying out of certain specific measures 
in a particular period was expressed. The act and the philosophy 
it admits is of interest because it presents, in national terms, 
some of the alternatives to the devices discussed below for the 
states. , 

The Economy Bill, "An act to maintain the credit of the United 
States Government," contained two features.1 The first embodied 
a specific fiscal policy with respect to veterans' pensiQns and other 
payments. The Administration, in its early days, sought in the 
interest of further economy to revise the measures in appropria
tion acts which had been voted on the basis of the budget propo
sals of the outgoing administration. The Economy Act Bill offered, 
in connection with its provisions on veterans, an opportunity for 
the new President to assert his own interpretation. Elements of 
execution stage modifications are not involved. The practice 
implied supplementary or corrective voting. Similar defects due 
to the outgoing Administration's power over the new budget have 
been eliminated by the Twenty-first Amendment. In connection 
with the general outlays, which were treated in the second part 
of the bill, elements of both corrective budget voting and execu
tion devices were present. The proposed features of Title II, when 
submitted, were summarized as follows: 

The bill provides as to . Federal salary changes: · 
Reduction of salaries of Senators and Representatives from 

$10,000 a year to $8,500. 
Repeal of the administrative furlough act and substitution 

of a "cost-of-living" formula based on the decrease in com~ 
modity prices between the six-month period ending June 30, 
1928, and the average for the six-month period beginning 
Jan. 1, 1932. · . 

Authority for the President to reduce compensation of all 
rrovernment officers and employes, including officers and 

. enlisted men of the armed services, on a percentage basis in 
accordance with the reduced eost of living as determined by 
the Executive, exeepting only those officers whose salaries under 
the Constitution cannot be reduced during their terms. 

Limitation of specific reductions to a maximum of 15 per 
cent. · 

Limitation of the effectiveness of the above salary pro. 
vision to one year.• 

1 Publit' S'o. !, 'Urd ~ngrPM. approved llarch !O, 1933, • 
IN. Y. Times, llarch U, 1933. 
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Several elements of the execution phases are notable and may 
be cited in view of the failure of the states to adopt them. 

(1) The bill refers only to salary and other forms of remunera
tions paid to individuals. No outlays for materials, supplies, 
public works or payments for impersonal services are involved. A 
vast area of public expenditures, exclusive of contractual debt 
services, is not touched by the powers granted to the President. 

(2) The cuts are limited to 15 per cent but within this maxi
mum are based on indices of economic conditions. This is expressive 
of a particular philosophy regarding savings and is not linked 
to revenues or any other measure that reflects solely the ability 
of the Treasury to meet any burdens. The device as outlined 
in the Act' could serve a jurisdiction only if the relation between 
the reductions and revenue yields was disregarded since a correla
tion between.& drop in the cost of living, subject to a 15 per cent 
limitation, and revenue yields is highly conjectural. 
~he results of carrying out the methods outlined in the Economy 

Act were not fruitful. Salary decreases were made. However, 
not many months after the passage of the Act the Administration 
embarked on a loan-expenditure recovery program. The segrega
tion of the emergency outlays facilitated the economy emphasis 
on the ordinary or regular :budget outlays. There is some support 
for the contention that the impaired budgetary unity enabled the 
somewhat paradoxical economy and spending policies to continue 
side by side. The salary slashes were voted as a feature of the 

' The text of the Act dealing with pay cuts follows: 
Sec .. 2. For that portion of the fiscal year 1933 beginning with the first 

day of the calendar month following the month during which the act 
is enacted, and for the fiscal year ending June 30, 1934, the compensa· 
tion of every officer or employee shall be determined as follows: 

(a) The compensa.tion which such officer or employee would receive 
under the provisions of any existing law, schedule, regulation, executive 
order, or departmental order, shall first be determined as though thil\ 
title (except Section 4} had not been enacted. . 

(b) The compensation as determined under sub-paragraph (a.) of this 
section shall be reduced by the percentage, if any, determmed in accord
ance with Section 3 of this title. 

Sec. 3. (a) The President is authorized to investiga.te the fa.cts relating 
to the cost of living in the United States during the six months' period 
ending June 30, 1928, to be known as the base period, and upon. the ba.sis 
of-such facts and the application thereto of such principles as he may 
:find vroper, determine an index figure of the cost of living during such 
period. The President is futher authorized to ma.ke a. similar investiga· 
tion and determination of an index figure of the cost of living during 
the six-months' period ending Dec. 31, 1932, and each six-months' period 
thereafter. 

(b) The President shall announce by Executive order the index figure 
for the ba.se period and for each subsequent period determined by him under 
paragraph (a). of this section. The percentage, if any, b.Y which the 
cost of living index for any six-months' period, as provided In paragraph 
(a} of thia section, is lower than such index for the base period, shall 
be the percentage of reduction applicable under Section 3 (b) of this title 
in defl:tmining compensation to be paid during the following six-months' 
period, or•slieh portio.-thereof durmg which this title is in efi'ect, vro
vided, that such percentage oJ reduction shall not exceed 15 per centum .. 

t 
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next year's budget. Full payments at previous levels were restored 
beginning with the budget for the fiscal year 1935-36. 

'l'he granting of post-voting retrenchment powers based on cost 
of living indices is a rather unique practice. There are no examples 
of it in the American states though the experience with execution 
stage economy powers in these jurisdictions is indeed wide. 
In some of the national governments, particularly Germany, relat. 
ing governmental salaries to price levels was rather common in 
connection with the formulation and voting of appropriations. The 
practice does offer some fruitful possibilities for the American 
political subdivisions tro~bled with their lengthy budget periods. 
While retrenchment measures based on price movements may be 
deflationary in character, they are far less objectionable than are 
measures of fixed percentage cuts or economies linked to revenue 
yields. The difficulties that come first to mind are those connected 
with the determination and measurement of significant prices and 
the adequacy of the savings. The chief advantage in the device is 
that it represents a selective economy philosophy and that crude 
horizontal slashes are avoided. · 

The federal system does not provide extensive transfer. privi
leges.• They are forbidden except in the case of appropriations for 
the Agriculture, and Navy and War Departments. Here certain 
minor transfers between subheads are permitted. The transfers 
are allowed by virtue of specific reference to such authority in the 
appropriation acts for the departments. References to those trans
fers are not embodied in the general budgetary legislation but any 
appropriation of funds may carry the privilege .of transfers 
through specific mention in the enabling act at the time of author
ization. The granting of special privileges to the defense services 
is not a unique phenomenon and is unquestionably linked to the 
§pecial needs of the War and Navy Departments. 

In view of the shor.t-lived interest in economy as the motive 
behind fiscal and budgetary policies, the situation with respect 
to added items is of interest, although there is less relevancy to the 
problems of lhe states. The most frequent method is for Congress 
to vote deficiency grants for expenditures in excess of the amounts 
appropriated. The practice of lumping together deficiency appro
priations and proposed appropriations for new activities has else
where been noted and it was seen that they are not subject to 
the strict and· fQrrnal procedures that characterize the British 
system. At this point it remains to be seen whether the execution 
methods fail to prevent unnecessary deficiencies and whether they 
restrict the appropriations that are made to unforeseen or unpre
dictable emergencies and to specific expressions of revised legisla
tive will. 

It is evident from the diseussion that the problem has raised 
that one source of abuse is absent. There does not appear to be 
any system, as is frequently noted in other countries, whereby the 

' -
• Buek hu ~toted "the transfer of appropriations in the" aational govera· 

ment of the United States ia quite limited, Con~ preferring to mailltain 
the rigidit7 of detailed appropriationL,. Buek lit, op. fM., p. 250. 
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exec~tive may p~rm~t outlays in ·~ticipation of subsequent Con-
. gress1onal authoriZation. The Deficiency Act, passed by Congress 
each year, contains outlays to be made and is based on existing 
or potential needs. There · is no- post-regularization of outlays 
alre~dy made.. · The e:x;ecution provisions, in addition to the con
nections to be made by improved preparation and voting, should 
decrease the necessity for calling upon Congress to vote added 
funds and pile up the current year ~s <lutlays. · · 

The federal government does not regularly' provide for reserve 
appropriations nor does it anticipate, in relating income to expen
ditures, the deficiency need that inevitably arrives. The allot
ment practices may eause a portion of the voted totals to be set 
aside f<lr reserves, lmt these provide for expected and no doubt 
predictable emergencies. A large number. of jurisdictions accumu
late reserve funds which are periodically replenished and for which 
revenues are provided at the time of the voting of the budget 
program.·· 
· Elsewhere reference has been made to repeated efforts on behalf 
.of Congress to minimize deficiencies. . The allotment of appropria
tions. over the fiscal year has been a basic element of the anti
deficiency campaign which can be traced as far back as 1870. The 
present practice has been summarized as follows: 

.. . ·Under an executive 'order issued in June, 1933, each of 
~ the "regular" establishments, that is, those not .designated 

·as "emergency," .submits its proposed expenditures to the 
· · · Budget Bureau indicating how much is to be spent each 

· ' month; There is first set. aside a moderate reserve for con
tingencies and the remainder divided among the twelve 
months. If the allotments seem reasonably apportioned to 

' meet seasonal or other requirements and if the total, includ
ing the reserve; does' not exceed the appropriations for the 

·year, the allotments are approved. Subsequently, no unit 
• is expected to spend in any month more than the amount 
indicated in the submitted schedule unless,. because of unfore

, seen emergencies, additional, expenditures are approved.• · 

·The reference t~ '.'regular'' agencies recalls the fact that under 
the Roosevelt Administration many spending units were exempted 
from .this phase of the budgetary procedure. Reference has else
where· been made to. steps that have been taken to increase the 
comprehensiveness of the system by subjecting the newer spend
ing agencies to the same allotment provisions. 

It is evident . that new legislation is not necessary since exist
ing statutes together with execQtive and legislative cooperation 
could cope with the situation. The provisions of the United 
States Code, quoted by the ·Chamber of Commerce Committee, 
appear to be adequate for necessary control 

NQ. 'executive department or other government establish
ment of the United. States shall expend, in any one fiscal 

• Report of the Special Opmm. ~· Federal E:r:pcftditures, op. eft., p. 14. 
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year, any sum in excess of appropriations made by Con
gress for that fiscal year, or involve the government in any 
contract or other obligation for the future payment of 
money in excess of such appropriations unless such contract 
or obligation is authorized by law. Nor shall any depart
ment or any officer of the government accept voluntary serv
ice for the government or employ personal service in excess 
of that authorized by law, except in eases of sudden emer
gency involving the loss of human life or the destruction 
of property. All · appropriations made for contingent 
expenses or other general purposes, except appropriations 
made in fulfillment of contract obligations expressly author
ized by law, or for objects required or authorized by law with- · 
out reference to the amounts annually appropriated therefor 
shall, on or before the beginning of each fiscal year, be so 
apportioned by monthly or other allotments as to prevent 
expenditures in one portion of the year which may neces
sitate deficiency or additional appropriations to complete 
the service of the fiscal year for which said appropriations 
are made; and all such apportionments shall be adhered to 
and shall not be waived or modified except upon the hap
pening of some extraordinary emergency or unusual cir· 
cumstance . which could not be anticipated at the time of 
making such apportionment, but this provision shall not 
apply to the contingent appropriations of the .Senate or 
House of Representatives; and in case said apportionments 
are waived or modified a.s herein provided, the same shall be 
waived or modified in writing by the head of such executive 
department or other government establishment having con
trol of the expenditure, and the reasons therefor. shall be 
fully set forth in each particular ·case and communicated 
to Congress in connection with estimates for any addi
tional appropriations required on account thereof.. Any per
sons violating any provisions of this section shall be sum
marily removed from office and may also be punished by a 
fine of not less than $100 or by imprisonment for not less 
than one month.10 

For that portion of the deficiencit>J; that can be traced io lax 
and avoidable methods the comment of the Chamber's &port is 
entirely correct. · • 

The statute here quoted is comprehensive and emphatic. 
Its enforcement need not wait upon the grant of any fur
ther powers to the President. That official now has ample 
power to warn the spending agencies that the law must be 
obeyed! and ~ order the Department of Justice to prosecute. 
any wtlful v1olator of the law, and so far as the spending 
officers are under the President 'a constitutional. power , of 
removal, the consequences of the law's violatit~n may be made ---

11/W,. p. 17. 
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· ; even Illore effecthre. The Pre-sident need simply to announce 
that the statute quoted above must be obeyed until repealed 
by legislative authority, and that he will look upon wilful 
violation of the statute as sufficient · ground for the sum
. mary dismissal of the guilty official. It is scarcely to be 
expected. that warnings . of such a nature would be disre• 
garded. 

It would appear, therefore, that if the laws now on the 
• statute books and designed to reduce deficiencies to the abso

lute minimum are enforced, further legislation to achieve 
this end will be unnecessary. On the other hand, if the laws 
designed to meet . the evils of deficiencies are not .to be 
enforced, little is to be gained by their multiplication.11 

What· is required is a will and a tradition which should be 
re~ognized in all three· stages and which. would_ culminate in a 
removal, of the abuses associated with deficiency appropriations. 
If the comments of the students of the federal finances are jus
tified, the system needs a new orientation on the part of those 
who guide and administer it.12 

. Sl:nnmary: Practic:~s of . Democratic Governments 

· Before the practices in a few other jurisdictions are noted, the 
execution phases of the federal government and of the other 
nations except those in the British Empire group, can be sum
marized with a view ·towards noting the basic attitudes that 
are .taken. The relation ·.of the practices to the problems of the 
American states will be traced. 

In the matter of· voting units .American federal practice is 
similar to that noted for all the other national units outside of 
the British Commonwealth. It is questionable whether some of . 
the great recovery and relief items can at this time be pointed 
opt as indicative of ·a new philosophy affecting the recurring 
outlays. In spite of the widespread discussion of the problem 
:none of the nations have committed themselves to a policy of 
omitting itemized appropriations. The fact that publie · works 
projects and kindred outlays are voted in large units does not 
necessarily denote any changes. · 

A striking similarity is also .found in connection with the 
legal sanction given to the executive agencies of the governments 
to · withhold appropriations. The nations, with perhaps the 
exception of France and the United States, would belong in the 
classification of the states that have adopted permissive post
voting . economy measures. The two great democracies have in 
the past decade made one or more attempts each at aiding their 

11 Ibid., p. 19. · · • 
u Both the Chamber ii( Commerce Committee and the President's Com

mittee on A:::'ministrative Management have pointed out that the accounting 
and expenditure cootrol practices of the federal system are subject to improve
Jilent. Comments of students of budgetary Jllatten eonfinn this. 

f .. • . • ,' 
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economy efforts by giving to their executives greater post-legis
lative retrenchment powers than they previously enjoyed. Fur
thermore, there are numerous instances of voluntary economies 
in the American federal finances. . 

Transfer privileges are not great and must be related to the 
degree of detail found in voting units. If the authority granted 
in statutes sanctioned transfers between voted units, the nations 
might be accused of what Buck has called the "pseudo-comic 
style" of the states that "persist in voting detailed appropria
tions, but allow them to be altered almost beyond recogni
tion before the end of the fiscal year by the use of transfers.',.• 
Of the group listed above only The Netherlands, Sweden, and 
the United States prohibit transfers between subheads of voted 
units. Elsewhere, Japan and Switzerland have similar restric
tions.16 France does not allow virements within Chapters. The 
Northern European group does not look with favor upon trans
fers. With the exception of Sweden, they are allowed only under 
certain conditions. Nearly all the other nations require specific 
legislative sanction for transfers to be given in advance. The federal 
government has in the past seen such sanction granted only to 
certain spending agencies. . 

In connection with the devices employed to empower the 
executive to meet emergencies and to act without legislative sanc
tion, France stands out in a manner that is typical of its 
deficit encouraging system. Together with Hungary, the French 
give to their executive a leeway that undoubtedly exceeds 
the interests of fiscal or economic efiiciency. The German 
Republic with its limited spending . powers, . the small group 
of nations that make adequate appropriations to reserve funds, 
and a group, including the United States, which rely solely on 
legislative action, are inherently in a better position. Even if 
their systems encourage waste in the spending of the reserve 
funds or encourage supplementary and deficiency appropria
tions, there is a greater opportunity for the legislatures to eoordi. 
nate all outlays with revenues. A reserve fund is most desirable 
since it focuses attention on the financing problem at a time 
when the balancing zeal is at its greatest. The regular~ation of · 
outlays already made is the weakest way to assure a balanced 
budget. · In the European nations that have not been surveyed 
above, the usual practice appears to be one in which the execu
tive is empowered to make emergency outlays up to a limited 
amount. The provisions that were in foree in Spain seem to 
have anticipated future events. It was stated that 

The Government cannot exceed . the credits voted and 
cannot effect expenditure for which there is no correspond
ing eredit, unless the Cortes grants it supplementary or 
extraordinary credits for this purpose. . The Constitution, 

II Buck II, o,. oU., p. 251. • 
•• L. of N. fd. Co.... op. ott,. Vol_II. p. 82, p. 126. -
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however, provides for the grant of supplementary or extra
ordinary credits by decrees of the Council of Ministers when 
the Cortes is not sitting, in case of war or threat of war, 
serious disorders or the threat of serious disturbances of the 
public order, public ·calamities or international obligations. 

The procedure requires the preparation of a file proving 
· the ·absolute. necessity and urgency of this expenditure and 

the submission of a report by the General Audit of the 
Administration o:f the State and the State Council on such 
cases. · In order to acquire force of law, the decrees grant. 
ing such credits must be first submitted to the Court of 
Audit of the Republic. At the first sitting of the Cortes, 
the Government must give an account of ·the credits which 
it has granted by decree· and communicate the files drawn 
up for the pur.pose.110 

The experience is clear. ·The American states that can 
afford it should vote programs that they can retain, and 
allow changes only in the interest. of added and better services. 
Judging from what has been said about state financial resources, 
the nations have little that can b~ offered as a budgetary solu
tion. . They . have acted under no similar fiscal pressure, and 
have relied on more frequent legislative supervision. Further
more, they have been distrustful of executive discretion. 

Other Nations 
. Italy 

Several nations. in which extensive dictatorial powers are 
known to exist conclude the survey of those systems that are 
comprehensively reviewed. The distribution of special fiscal ·pow
ers and duties to the executives are of nominal interest. The 
discussion will, therefore, be restricted to a descriptive nature. In 
Italy the items classified according to related subject matter in 
each Ministry are subdivided into Chapters and units. . Chapters 
designated by name and number conespond to budget estimates 
and remain as units in all stages of budgetary planning. As a 
feature of the various economic programs and the general power 
. of the government, great authority with respect to the ~odifica
. tion of budgetary estimates has been confened on the Finance 
Minister. However, transfers between Chapters are not allowed, 
since they may tend to disrupt the planned control. Only Arti
cles, the units into which the Chapters- are subdivided, may be . 
transfened within the Chapters. With respect to increases or 
new items each Minister, with the consent· of the Finance Minis
ter, may make additional expenditures up to 150,000 lire for items 
in the voted Chapter. Furthermore, each ministerial budget 
Mrries a reserve fund appropriation which may be drawn upon 
if prior consent of the Minister of Finance. has been received. 

"? . 
11 L. of N., Tecl. tt'omtn., op. cit., p. 117. 
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Legislative approval for other changes is frequently requested 
and granted. In general, however, royal and ministeri~ deer~es 
appear to be able to achieve much that elsewhere reqwres legiS
lative voting. The formal consent of Parliament is obtained or 
the legislature subsequently ratifies all acts indicating that ~he 
legal framework of parliamentary government is retained. . 

Greece . 
Th~ G;eek system does not indicate the true distribution of 

powers. Items are classified in great detail according to depart;.. 
ments. Units of Chapters, subdivided into Articles, are used. 
A judicial control over expenditures as well as a judicial account;.. 
ability is noted. This is the only instance that has come to 
the writer's attention in which a judicial body has assumed such 
powers. The rOle of the accounting judges in budget prepara
tion functions has already been mentioned. The 9ourt of 
Accounts must previously authorize aU actual expenditures made. 
These strictly follow the Chapter and Article classification of 
the appropriations. The Court, just prior to the advent of the 
most recent dictatorship, was prohibited from authorizing any 
basic changes. Transfers were, therefore, prohibited. The pro
visions for increased or emergency expenditures are not known, 
although there is some indication that they were previously taken 
care of exclusively by means of legislative action. · 

The U. S. S. R. 

In Soviet Russia there is a detailed subdivision of Chapters 
classified according to departments, institutions, and functions. 
Sections and Articles are subheadings of the Chapters. The 
latter are considered to be the voting units. The Sovnarkom has 
the ultimate power over any modifications in· the budgetary pro
gram. Subsequent confirmation Qf its action by the Central 
Executive Committee is necessary. The various agencies that 
execute the budget apply to the BovfUN'kom · for permission to 
make any needed revisions. The transfers that may be made are 
as follows : · . · • 

(a) within a paragraph of a department's estimate-by 
the head of the department, . • · 

(b) from one paragraph to another-by the 'head of 
department but only with the aS.sent of the Commissary of 
Finance,. 

(c) from one chapter (departmental estimate) to another 
-by a resolution of the 8ovnarkom.1• 

., ' I'' 

Funds for new or unforesoon items, for which other moneys 
are· not available, are defrayed from the reserve fund voted in 
each Union budget. Appropriations from this fund are made 
by the Bovnarlc.om, and together with all other· re.tsions, must 

. ' 
11 !'._ BfMlpt 811•'- of ,._ U. B. B • .if .. ep. oit., p. 8. 

• 
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b~ ultimately regularized by the ·central Executive Committee. 
Other methods that are in keeping with Russia's economic and 
political structure are also noted. 

Turkey 

In Turkey Ministerial appropriations are classified by 
Articles and subdivided irito Chapters and Titles. The Articles 
must be adhered to as voted although considerable leeway is 
found with respect to the rearrangement of subheadings. The 
fiscal policy of Turkey has recently necessitated extreme economy 
in expenditures, and a large degree of executive power over 
spending with a view towards instituting expenditure reduction 
has been noted. Transfers may be made with the approval of 
the Minister· of Finance although he is restricted somewhat in 
the type of transfers for which he may grant his approval. Each 
budget carries a reserve credit vote that finances needed expendi
tures above appropriations~ There is, furthermore, a credit for 
unforeseen expenses to which recourse is had with the approval 
of the Finance Minister. It is also not difficult to perceive .that 
other outlays not originally voted are possible. 

Summa~ and Conclusion 

· The practice outlined for those nations that are popularly 
associated with a breakdown of democratic institutions are mis
leading if they a{e used to evaluate practices elsewhere. In 
Russia it is evident that until now17 the system has not been 
related to a legislative background. Most of the. nations retain 
legislative institutions, the difference lying in the one-party 
character of the membership and the agreement on policy that is 
found between the executive and Parliament. Some of the pro
v:i&.ons are, therefore, examples of practices that were adopted 
for now outmoded governmental institutions and may be con
sidered apart from the m~Jdus operandi of the nations to which 
they refer. 

It is a negative conclusion that is gained, for the benefit of 
the American states, from a survey of national execution stage 
procedures and provisions. The nations with enviable reputa
tions do-: not vote lump sum appropriations. Neither are wide 
transfer privileges found. There has been little necessity for 
mandatory economy measures. In general, the opportunities for 
frequent legislative revision, implying a chance for expenditure 
and revenue modification, seem to obviate the need for elaborate 
execution stage devices. Where 8uch are found their value is 
subject to question. The American states can, however, profit 
from the experience of some national governments in providing 
for the :financing of unpredictable or emergency needs. Fiscal 

· tr The practices o..,tlined ii lhe new constitution of the U. S. S. R. have 
not been eonsidered. 
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policies, whether they be orientated towards deficits or balanced 
budgets, can best be established through planning and voting. 
The budgetary systems should aid in giving to the promulgated 
plan the attributes of long sdrvival. The execution stage devices 
should allow for the adjustments necessary in aiding the accom
plishment of the chosen goals. Minimizing the influence of 
unpredictable occurrences represents such an adjustment. Voting 
a budget program and attempting to reach some desired revenue
expenditure relation through a wide disregard of its implied 
policies is not a practice that commends itself. In the dis
cussion of practices in the American states, which follows in sub
sequent chapters, only the group that discourages post-voting 
modifications may be related to most national units. Most of the 
other states in which post-voting revisions are permissive or 
mandatory, are victims of circumstances with which the larger 
jurisdictions have not had to cope. 



· CHAPTER· XLV 
'J' I ', , . ; '• 

I' .MANDATORY 'EXPENDITURE 
1.; .. ,REVISION STATES 

~· ,This 'chapte~ ~iscuss~s the' int~resth1g ,experiments carried on 
oy several states, prhnarily in· the South, to achieve some degree 
of coordination of expenditures with revenues during the· execution 
stage. . These ·practices, which are · most effective as methods of 
balancing budgets, are tbe result of inadequate fiscal systems, vio
lent 'economic crises, and defective· budgetary mechanisms. Their 
existence is to be considered symptomatic of fiscal disorder rather 
than as·a solution of any difficulties. It will be shown that unsat
isfactory methods of retaining a 'planned expenditure-revenue 

• relation are involved and that chiefly undesirable economic and 
social reactions are implied. It is regrettable that circumstances 
have forced many of the American commonwealths to neglect the 
qualitative aspects of balanced budgets and to adopt a purely 
quantitative viewpoint. , · 

The states surveyed in tliis category include Alabama, Arkansas, 
Florida, North Carolina, Ohio, South Carolina, and Tennessee. 
Arkansas is included because of a related economy policy. It has 
·not been possible to trace the functioning of the retrenchment 
mechanisms. The provisions of the devices are listed, along with 
several other elements of the execution stage, in order to show the 
nature of the solutions to the problem of adjusting state finances to 
fiuctuating economic backgrounds. 

Alabama 

A method typical of this group is found in Alabama. In that 
State all appropriations, except those made on a per capita basis 
to eleemosynary and correctional institutions, were deemed to be 
maximum, conditional, and proportional. According to an Act 
passed in 1932 the Governor is given control over the execution 

. and modification of the budget program and is authorized to 
make the expenditures in full only when adequate revenues are 
available.1 It is interesting to note that the procedures involved 

1 A portion of the enabling legislation [Ala~ Gen. Acts (extra sess. 1932) 
I 19], lmown as the Fletcher Act, follows: 

All appropriations . . • are hereby declared to be maximum, con
ditional and proportionate appropriations, the purpose being to make the 
appropriations payable in full in the !'mounts named only in the ev~nt 
that the estimated budget resources during each :fiscal year • • • for whiCh 
such appropriations are made, are sufficient to pay all of the appropria· 
tiona in full. The Governor shall restrict allotments to prevent an over
draft o:fldefici~ in anr :fiscal year for which appropriations are made_ by 
prorating witfiout discriminating against any. department, institut1on, 

t [562] 
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have become a feature of the basic budgetary legislation of the State. 
There are quarterly allotment periods; thus Alabama's fiscal period 
-the quadrennium....-.contains sixteen. At least twenty days before 
the beginning of each fiscal quarter the various departments must 
submit their requests for allotments. The Governor approves such 
allotments or changes them, as is deemed essential. He has no 
great discretionary power. He may not reduce the total annual 
appropriations except in proportion to the amount of funds avail
able. The Governor must disregard the economic necessity or 
the desirability of favoring one type of expenditure over another. 
The writer has been informed of a Court decision that did not 
.correct the evils associated with· horizontal cuts· although it did 
permit a classification to be made in the outlays subject to the Act.• 

The duty to cut expenditures is restricted to the general fund 
elements in the fiscal program. The continuing appropriations 
are not affected. Likewise appropriations from assigned revenue 
and all departmental and institutional receipts are not subjec~ 
to any allotment or prorating under this enforced economy Act. 

The most interesting feature of this drastic measure is that it 
still could not cope with the type of administ:r:ation and the 
budgetary standards that are found in Alabama. The carrying 
out of an economic and socially motivated retrenchment program,. 
which experience indicated as imperative for the State, does not 
appear to have been accomplished when the legislature voted a 
new budget. . . . . . .. . . 
. A great deal of litigation has grown out .of the provisions· of its 
economy practices. The cases were still in process during 1937. The 
Fletcher Act with its complicated interpretation and administra
tion, Alabama's quadrennial budget period, and the other features 
of its system which have been I!Oted are outstanding examples of 
notorious budgetary practices. The following comments written 
by a local opserver three years after the passage of the Fletcher 
Act explain the status of its administration at tha~ time,' . . 

The Fletcher· budget act was passed as an emergency meas.. 
ure to stop the annual deficits which bad resulted in a :float
ing debt of approximately $20,000,000. The primary impoP
tance of this act is to prohibit expenditures under any appro-

e~c. • . • the anilable revenues among the various clepa.rtmenta, institu~ 
tlons, ete. · · 

The purpose of this provision is to insure that there shall be no over· 
draft or deficit ill the several funds of the state at the end of a fiscal 
year, and the Governor is directed and required to administer this Act 
eo aa to prevent any surh overdrafts or deficits. 

t Although the law provides for u equal proration of available funds 
among the different agencies, according to the appropriations, the 
RuprPme Court has upheld a classification of functions according to esaen· 
tial and non~saential. Accordingly, Education and Publie Health have 
bten autrerin~~r under drastic euts in payments as compared with appro-· 
priationL This upeet of the budget law has abaeured the interest in 
budl!(!t as BU<'h. Letter from Profesaor Paul E. A!.fea, tl"niversity of 
Alabama, under elate of Juuary 19, 1937. 



564 NEW YoRK STATE Tu CoMMISSio~ 

priatii>n made in excess of the cash balance held by the 
treasury for that purpose. Probably the failure of budget 
practice to conform to statutory requirements is due to thi! 
continuation of inadequate revenues. This has raised the 

_question of apportionment and as a result the precise legal 
basis of apportionment was not settled in time for the prepara
tion of a complete budget. However, I am of the opinion 
that inertia, indifference, and an inadequate understanding of 
the purposes of a budget largely are to blame for the adminis
trative neglect of many of the provisions of the Fletcher 
Act.8 

In connection with the other execution stage practices there 
appears to be some difficulty growing out of the inefficient account
ing and reporting features of the State's financial administration. 
It is evident that very careful accounting must accompany an oppor
tionment scheme that functions on the basis of current fiscal 
developments. That the State lacks such a system is a matter 
of common knowledge. The other elements of the execution phase 
that are noted below, with one exception are of little immediate 

- value in searching for possi)>le points of improvement. 
The unit of voting is of minor importance since any slight 

·revisions ·or any savingg ! that might be made by intra-unit 
shifts are relatively unimportant in face of the above-mentioned 
horizontal cuts. There is some indication that the line budget 
method is observed and that with the exception of capital outlays, 
great detail in respect to appropriations is maintaine().. The State 
does not permit the transfer of appropriations. . 
· There is a provision regarding emergency appropriations that 

is of interest in view of its strange relation to the State's attitude 
towards inherent stability. If successfully developed it might 
mitigate some of the harsher elements i>f the system. A feature 
of the Fletcher Act provides that the budget appropriation bill 
shall contain a specific fund for emergency appropriations. • Depart
ments seeking such funds, for purposes for which an insufficient 
appropriation or none at all was made, must submit requests. 
The Governor is empowered to make allotments from the Emer~ 
gency Fund but he may make these only for functions authorized 
by law. The provision does not, therefore, permit·the Governor 
to initiate services, and is not tQ be interpreted as a method of 
overcoming successfully the long intervals between legislative ses
sions. If the suins appropriated were adequate and the administra
tion sound, Alabama would in this respect be in a better position 
than most states in its correction of estimating errors. 

Few states can look forward to as much improvement in their 
budgetary systeins as can Alabama. 

a Ibid. Letter under date of July 19, 1935. 
tAla. Gen. Acts (extra seas. 1932). I 23. 

OIL 
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Florida 

565 
I 

In Florida the appropriations are maximum and subject to pro· 
rata cuts according to the availability of revenue. The system is 
relatively new and contrasts with the neglect of execution phase 
flexibility displayed in Florida prior to the advent of the depres· 
sion.1 The new procedure is not unlike that found in Alabama. 
When in the opinion of the Governor revenues will be inadequate 
to meet expenditures he is required to inform the Budget Com· 
mission of this fact. This body is then required to adjust or 
reduce the expenditures of the agencies in order to bring them 
within the amount of the estimated revenues. Should the Com· 
mission fail to act the Governor may make the necessary adjust
ment by Executive Order. It is noted that neither the Governor 
nor the Budget Commission has the power to eliminate any depart
ment in the course of making such adjustments. The law does not 
make any exception of functioll8 outside the general fund budget, 
and it may be assumed that the prorating afiects these as well. 

Furthermore, preference previously accorded appropriations for 
schools has been abolished following an invalidation of the practice 
by the State Supreme Court.8 These duties of the Governor in 
prorating appropriations are followed up with the provision 
that no expenditure may be made from the general fund until it 
has been ascertained that sufficient l'evenues are available. 

Florida's budget law requires its appropriation bills to be classi
fied as in the budget, namely, by organization units subdivided 
according to functional criteria. The detail is such that no attempts 
at executive revisions could be anticipated. The futility of link
ing transfer privileges to such detailed voting has already been 
indicated. Nevertheless, the practice of making transfers was per
mitted prior to the crisis. It was on the statute books before the 
adoption of the basic modification provisions. Appropriations 
for salaries, when not used, may be transferred to other purposes 
by department heads. The fact that the Governor has the power 
to transfer money from one fund to another compensates for the 
detailed voting. These transfers are in the nature of revenue 
anticipation warrants since they must be repaid as soon as 

I C~mmenting OD the pre-depression budget ll)"'!tem &n official report stated: 
No provision is made in the budget law for the execution of the budget. 

The law stops with the budget when it is handed to the legislature for 
eonversion into appropriations. It is only by indirection from aectiona 
in the constitution and in the statutes having to do with appropriations 
that control of ita eueution is secured, and that very vaguely. The 
eonstitution provides that the treasurer shall disburse no funds e:x:eept 
upon the order of the comptroller, countersigned by the governor, and 
that no money shall be drawn from the trea.sU-'f except in pursuance 
of appropriations made by law. Reporl of tlwl Special Comm.ittee 011 2'.-. 
fiOII M4 PvbUo Debt C. FloridG, op. oil., p. 26. · 

Tbe statement overlooks the provisions aanctioning transfers that were in 
fol'fl!. 

•lAtter from Bryan Willis, State Auditor, Tallahassee, undN d&te of Jan· 
U&rJ 23, 1936. 
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. revenue becomes available.' Apparently the State has no legalized 
methods of dealing with emergency needs that arise during the 
biennium when the Jegislature is not in session. 

North Carolir,la 

1n N~rth Carolina there is provision for allotments which. operate 
with, a consideration of appropriations as maximum; conditional, 
and proportional. : The drastic execution stage device is embodied 
in 'the general budget law passed in 1931.8 A system of quarterly 
allotments .. by the Budget Director is used. Requests for funds 
must be . made by the agencies to the Bureau of the Budget in 
writing .. · Befor~ the Bureau p.pproves them they must be accepted 
by the. Governo.r and the .Council of State. The Director of the 

. Budget is authorized to survey the progress of collection of reve
nues, and with the advice and consent of the Advisory Commission, 
to determine the amount that can properly be collected in each 
quarter. Data are supplied by the revenue collecting agencies. In 
the words of the statute the Director of the Budget, with the con
sent of .the· Advisory Commission ''may reduce all appropriatjons 
pro rata when necessary to prevent an overdraft or deficit for the 

• :6.seaJ. period for which such. appropriations are made." It will 
be recalled that the highway· activities of the State were excluded 
from a:i:ty of the ,budgetary provisions. Furthermore, a special law 
prohibited any reduction in school appropriations;' this is a some
what mo~ ,enlightened interpretation of the importance of educa-

. tiona! .functions than is found in Alabama where their inclusion in 
the "non-essential" classification hit at school funds . 

. North Carolina requires its appropriation bills (and the allot
ment scheme) to follow the. budget classification. This is one, as 
is usually the case, implying great detail. The basic law permits 
transfers .between items in the budget for departments, institu
tions, or any spending agency. Requests for transfer authoriza
tions from the heads of departments must be approved by the 
Director of the Budget. · 
. There are also provisions for emergencies. . In order that "all 

expenses of the State may be brought and kept within the budget, 

· 'The G<lvernor with approval of the Comptr~ller may, if one fund has 
exeess and the other deficiency, order a temporary transfer of funds from 
one fund to another. Such moneys must be returned as soon as practicable. 
Fla. Comp. Gen. Laws Ann. (C. Skillman, 1927), I 1365. 

s The statute covering this procedure notes that · 
the purpose being to make the appropriations payable in full in the 

· amounts named herein if necessary and then only in the event that the 
aggregate revenues collected and available during each fiscal year of the 
biennium for which such appropriations are made are snfficient to pay 
all the appropriations in full; otherwise, the said appropriations shall 
be deemed to he payable in such proportion as the t~al su~ of all appr?" 
priations bears to the total amount of revenue avatlable m each of satd 
fiscal years. N.C •. Code Ann. (Michie, 1931), § 7486-993. 

•Ilrid.. e. 3'1\. · 
AppropriatiOifd for the six months school tenn ma;y not be determined 

duri.ug the school term but mnsi; he paid in full, 
f 
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the budget appropriation bill shall contain a specific sum as a 
contingent or emergency appropriation. " 10 · . • · • · 

South Carolina · ' ' 

South Carolina is indicated as having adopted a~ execution policy 
'typical of this group. Its depression economy measure, including 
the factors leading to its adoption and som.e indication of its finan
cial results, have been described in a recent survey of the State: 

In an effort to live within expected revenue, the legislature 
reduced the appropriations of $10,371,762.32 for 1931 to 
$9,255,343.90 for 1932. (Acts of 1932, p. 1624. . The amount 
appropriated for the fiscal year 1934-1935 was $6,548,704.33 
-Acts of 1934, p. 1682. Thus the state has reduced expencii-

. tures from its general fund abo'\lt 40 per cent !!Iince 1930.) 
Nevertheless, this figure proved to be approximately $1,300,. 
000 above the amount collected during the latter fiscal year .. 
Again confronted with the perennial problem of operating the 
State government on a cash basis, the General Assembly in. 
1933 reduced the total appropriations of the previous year 
about 35 per cent. That is to say, approximately the same 
amount was appropriated for the period of eighteen months, 
extending from Jan. 1, 1933 to June 30, 1934 (made neces
sary to effect the change in the fiscal year), as was appropriated 
for the previous 12 months. Acts of 1933, p. 643. Moreover, 
the Budget Commission was empowered to withhold whatever 
proportion of this amount might appear necessary to maintain 
a balanced budget. The appropriation act of 1933 gave the· 
commission full power and authority to survey the progress 
of the collection of revenue and the expenditure of funds by all 
departments and institutions and authorized this agency to 
make such reductions of appropriations as may be necessary 
to prevent a deficit during the period. It was provided that 
"no liability will)>e imposed on the State for the unpaid por
tion of any appropriation which may be reduced hereunder." 
Acts of 1933, p. 652. Consequently, the deficit carried over 
from 193~ was ~ntirely absorbed during the fiscal period of 

·eighteen months which extended from January 1, 1933 to June 
SO, 1934. The State government was at last on a cash basis 
with a balance of $203,976 in the appropriations fund.11 

. .. 
The scheme, as is noted, allowed for no partiality or discretion. 

It is interesting to note that South Carolina had to resort to 
the drastic method of cutting expenditures in spite of the fact 
that it operates on an annual basis. It is the only annual budget 
State in this mandatory revision group. . 

Appropriations in South Carolina are voted in great detail, and 
therefore, severely limit the flexibility within the voted. appropria-

"lllil. 
• n Colemau, op. eit., p. U. 
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tions to be exercised by discretionary control. The depression 
·created difficulties that even a system of lump sum appropriations 
and a more liberal transfer practice could not correct. C<>leman, 
-in recommending an improved allotment scheme for the State, has 
the following comment to make on the unit of voting: 

. A satisfactory work program cannot be formulated when· 
the appropriations are highly itemized. The desired flexibiilty 
in the execution of the program requires lump sum appropria
tions . which are made practicable under the executive budget 
system. Detailed expenditures should be limited to the pur
poses and objects enumerated in the estimates for a major 
operation unit. Best results will be obtained in this way, 
for this· gives administrative officers discretion as to their 
expenditures !n the accomplishment of a specified purpose or 
object· and at the same time places full responsibility upon 
them for efficient and economical management. 

However, elsewhere the same authority notes: 

Until the State of South Carolina has set up a responsible 
system. of budgeting and fiscal control ... it is hardly feasible 
to ask the Gener~ Asse111bly to adopt the general practice of 
lump SUJD. appropriations.11 

Transfers have been permitted for some time. The terms of a 
1928 law stated that transfers of items in the appropriation law 
could be made upon the written approval of the Governor, the 
Chairman of th& Ways and Means Committee, and the Chairman 
of the Finance Committee.13 

According to a law passed in 1932 the transfer privilege was 
nominally restricted only to those appropriations that were spe
cifically designated for such practices at the time of their adop
tion. u, This has apparently not created any necessity for consid
ering the transfer privilege to be actually restricted since the 
enabling clause is added to all appropriation acts. 

A still further effort to prevent uncontrollable deficits is seen 
in the fact that the State is required to provide a contingency 
fund. The Budget Commission constitutes .a Contingency Fund 
Commission which may make allotments from this fund. · 

Tennessee 

Tennessee also bad to provide in an ·act for the compulsory · 
reduction of expenditures by the executive. The provision was 
embodied in the General Appropriation Act of 1933. Its wording 
was as follows : 

. It is here:hy mad~ the duty of the Comptroller and C<>m
missioner of Finance and Taxation to furnish quarterly to the 

"' 121 Ibid., p. 4 7. • . 
1a S.C. Acta (1928), No. '112, I 69. 
:t\\8. C. Code (1932), I 3143i • 
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Governor, State Comptroller, and Treasurer statements of col
lections and estimates of revenue. And if it is apparent from 
such statement that the revenue is or will be insufficient there- · 
for, then and in that event, all of the appropriations herein 
made, other than those which are fixed charges, such as State 
Debt and interest, Judicial Salaries, Cost of Criminal Prosecu• 
tions, and enforcing the laws of the State, etc., shall be reduced 
proportionately so that they shall come within the revenue. 
And the Governor, State Comptroller, and Treasurer shall by 
executive order put into effect this further reduction if and 
when it becomes apparent that the revenues of the State are 
insufficient to pay the appropriations herein made.15 

According to the general provisions the control over the execution 
of the provision is carried out by means of the usual allotment and 

. warrant system. The Governor could not normally make modifica
tions similar to those that the Appropriation Act of 1933 author
ized, but simply apportioned all voted outlays. 

Tennessee did not require a uniform system of classification in 
its budget acts. As a result detailed appropriations as well as lump 
sum voting units are found. The possibility of being able to use 
lump sum appropriations and & system of intra-departmental trans
fers 18 were not sufficient to avoid the necessity for crude economy 
measures, since major and drastic cuts rather than careful hus. 
banding of appropriations stand out in the State's recent fiscal 
history. For some time previous transfers within departments 
have been permitted if made by the Commissioners with the consent 
of the Governor. Inter-departmental transfers are not permitted. 
Recently the various appropriation acts have specifically signified 
whether their component divisions are subject to transfers or not 
and thus overrule the general legislation on the subject.11 

In his recently completed survey of Tennessee's fiscal system 
Professor Snavely has called attention to a practice that undoubt-

u Tenn. Pub. Acts (1933), e. 40, I !. ' · 
ae No transfer of funds appropriated for any item in the appropriation 

for any state office, department, eommission, board, or institution, shall 
be made except upon the written request of the chief officer or office, 
department, eommission, board, or institution, to the budget eommission, 
which request shall be granted in writing by the budget eommission, if, 
in its jud(mlent, auch a transfer of funds is deemed DeCie!ISI.'7 or 
npedient. Tenn. Code (Supp. 1926), I 230bl3. 

u The traDllfer provisions in the 1933 appropriation acts have been described 
as follon: 

The General Appropriation Act of 1933 provides: funds appropriated 
herein for specific purposes, as herein delined, ahall not be used for any 
other purpoee, and no funds appropriated for a particular division, bureau. 
institution, or department shall be transferred to or used by any other 
division, bureau or department. (Chap. 40, eec. 5.) The ll&llle act, how
eftr, pi'M'ided for transfers in the Department of Public Health. 

The ld:ii!!Cellaneoua Appropriations Act for 1933 removed praetieally 
all limitation& on transfers. It provided that the <Xtmmiasioner of any 
d.-partment, with the approval of the Governor, fiOUld tra111fer appropria.. 
tiona from one division, elallllification or purpose V. another. (Publie 
AC!ta of 1933, Chap. 121, pp. 32o-:12l.) Bvilget Bptea of J'elllltllllfle, op. ..,,... . 
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edly has helped towards the accumuiation of deficits in that State: 
He states' that overdrafts are tolerated. In order to , cope with 

·them Snavely r~commends that: ' · 

• .No .·dep~~~nt agency. or institution should be permitted 
under any circumstances to exceed the appropriation made 

, by the legislature. • • The policy which has frequently been 
followed in the past under which a department might exceed 

· its appropriation is not only unbusinesslike, but is extremely 
.; bad, and should. not be tolerated.18 

' . 
It. is· difficult t~ see what econo:rllic ·advantage the State will 

derive from a suggestion that appears elsewhere in the same 
study •. · The ,author remarks: .,. 

• ~ ' r . . 
· .· lt has been the policy of the legislature to vote 'the Gov- · 
emor varying' amounts for . emergency purposes. Except for · 

· a small contingent . fund, such emergency appropriations 
should be discontinued. In lieu of this practice, the Gov

. emor should . be empowered with the duty and authority to 
make reductions in appropriations, if necessary, in order to 

· . maintain a balanced budget.11t • 

The present writer takes ·exception to the proposal that· the 
State refrain ·from voting reserve funds. These can do much in 
compensating· for over-optimistic revenue estimates and in 
defraying the cost of unanticipated outlays which are inevitable 
in a biennial budget state. Furthermore, little support should 
be given any plan for placing a mandatory horizontal reduction 
~Jcheme in the permanent budgetary legislation of the State. It 
is of interest to note that some states have followed France in 
changing the budgetary provisions to meet each crisis, a pro
cedure that . may present opportunity for abuse as well as 
advantages. South Carolina and Tennessee, by means of riders 
attached to appropriation acts, instituted major budgetary 
changes of far reaching significance. 
• ''I 

' i ·Virginia. 

· M~d~~ pro .rata reduction provisions were attached to two 
recent appropriation bills in Virginia. The duty to revise is not 
a feature of the State's basic budget law. The practic'e, growing 
out of the crisis, bas been describe~ as follows: 

· In the budget bill of 1932 a provision was inserted direct-
.. · ' ing the Governor to . make pro rata reductions in general 

· fund appropriations to such an extent as was found nec
essary ~ prevent a gene~al . fund deficit for the fiscal period 

· for which such appropriations were made. Acting under 
this au!hority the Governor ordered reductions in general 

111 Snavely, Of'· cif!, p. 2. 
1t lOi4., p. 14. 
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' ' . 

fund appropriations for the 1932-34 biennium amounting· to 
a maximum of thirty (30) . per cent for the last year of t~e 
biennium, and to an aggregate of about $7,300,000. T~lS 
provision is contained in the budget bill for 1934-36, With 
the stipulation that such reductions shall not exceed five 
per centum.20 

. . 

. This comment brings out two interesting features of Virginia's 
contribution to the maximum, proportional, .and conditional 
appropriation philosophy. The first is the fact that . only gen~ 
eral fund appropriations are affected. , This does not imlJlY any 
widespread immunities because this State, ·as has been noted else
where, has wisely sought to abolish all special , funds 1 and to 
direct all revenues into the general fund of the treasury. 
Evidently the highway and school appropriations, the latter per
haps only in part, were excluded because their financing was 
not linked to the general fund. The immunity of highway funds 
from economy measures to which the social services of· the State 
were subjected is not supportable on economic grounds. , 

The second feature is the percentage · limitation that was 
introduced in the second adoption of the mandatory ·retrench
ment clause. In doing this the State placed a. '.'stop-loss'' order 
on the extent to which outlays were to follow the vicissitudes of 
the revenue yields. The fact that the previoUS" bienniums had 
seen cuts of almost one-third shows that a 5 per cent limit is 
important. A 5 per cent cut does not imply undue hardships. It 
ean also be easily compensated for by inflated estimates· if an 
opportunity for anticipation intervenes. ·. ; I · ·· ·:., • ,, · 

For some time the State has had statutory requirements 
regarding detailed voting units, these latter to be based on the 
specific items of budget bills.11 The Governor, however, may 
transfer funds within a Department, upon . application of the 
head thereof. 22 Inter-departmental transfers are not permitted. 

20 VirgUii«. Budget 8ydem, op. cit., p. 4. . · . . 
11 See. 2577h. The governor also shall submit to the presiding otlicer 

of u.eh house of the general assembly, at the same time he submits his 
budget, eopiea of a tentative bill for all proposed appropriations of the 
budget, elea.rlf itemized and properly classified, for each year in the 
ensuing bienmal appropriation period, which shall be known u . "The 
Budget Bill". Va. Code (1924), p. 571. . · 

See. 2577j. • • • All bills introdueed in either house earryina appro
priations shall be itemized ia aeoordance with the clusifieati<;'ns used 
m the budget. Ibid. . 

u The following ie an excerpt from a atatute covering transfera.' . 
None of the monies mentioned in this aet shall be expended for any 

other purposee than those for which they are specifically appropriated, 
and it shall be the duty of the JrOVernor, u chief budget offieer of the 
State, or his deputy, to see that this provision ill strictly obsened. • • • 
provided, however, th&t the several appropriations made by this ~t mar 
not only be used for the purpoeea specified in this a.et, but authority 
ia hereby given to the governing board of any State depa&tment, institu
tioa or other agency, or, if there be no governing bqe.rd, to the head of 
•ueh dt>partmt'nt., institution or other agency Damed ia this a.ct, to trans
In, withia tM respective departme.at, insptutioa or other agency uy 
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· There is no indication that reserve funds are voted or allotted 
or that overdrafts are legalized. Intra-departmental transfers are 
alone available for contingencies. 

Ohio 

The financial difficulties encountered by this Commonwealth· 
were responsible for the adoption of an execution system that 
is unique among states outside the Southern area. .A financial 
official has described the experience of the State as well as the 
nature of its efforts toward a solution:. 

. . . 
. As .the fiscal arm of the governor, the director of finance 

· is required to pass upon the expenditures of all the offices, 
departments, and institutions of the state government, 
except those of the legislature and of the judiciary. These 
coordinate departments are not obliged to submit their 
expenditures to the scrutiny of the executive, but, in prac
tice, for convenience, they do pass their accounts through 
the office of . the director of finance. The control of the 

· finance director, however, takes the form of a certificate 
that funds are available for the expenditures proposed to 

, be made, and therein lies a weakness. It may have been the 
intent of the legislature that the issuance of this certificate 
should be discretionary with the director of finance. If so, 
that intent has been considerably modified by the decision of 
the . Supreme Court in the Baker .Case. .At the behest of 
Governor Donahey, Mr. Wilbur Baker, then the director of 
finance, refused to issue a certificate for an expenditure 
proposed by the department of highways, although the legis
lature had made an appropriation for the purpose and funds 
to meet the appropriation were in the treasury. The court, 
upon this showing, held that the discretion of the director 
of finance was not absolute, but that, under the . circum
stances shGwn, he was bound to sign the necessary permis
sion. In common practice, however, the power of the finance 
director to limit expenditures is very great. Only an. order 
of court or the direction of the governor can coerce him 
into-signing a certificate and neither method of coercion is 
often likely to be resorted to. 

The hands of the finance director were furthermore, 
greatly, although perhaps inadvertently, strengthened by an 
.Act of the legislature passed during the Donahey regime. 

such appropriations from the object for which specifically appropriated 
or set aside to some other object deemed more necessary in view of later 
developments, subject, however, in every case, to the eonsent and approval 
of the governor, in writing, first obtained. (Va. Acts 1928, c. llO, § 19.) 

· (~ COMpilatiot& GRt! Dige/lt of th.e &!Jecutwe Builgel LtJ,w of th.e Vt.Wiom 
Btatet~ ReiGti"- to COtttf'ol ooer AptWO'pl'ia.tiona after they Me made by th.e 
Legiawtv.re, unpublitthed study prepared by the Legislative Reference Section, 
New York State Library, Albany, May 1929 (hereafter cited as Compilation 
uc1 Digm of E~~~ecutive Builgrt LuJD.). . 
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In the course of the historic running of the disagreement with 
the several legislatures with which he had to deal, an Act 
passed providing that whenever the governor should ascer
tain that the revenues to be expected from the sources 
established by the law would, in all probability, be in~e- · 
quate to meet in full the appropriations made by the legl&
lators, the governor should restrict expenditures by so much 
·as would bring them within the limits of expectable receipts. 
Some professed to believe that this law was enacted to 
embarrass the executive, but if it was, it was never invoked 
to that end and in fact, no practical use was ever made of 
it until the present administration was able . to use it as 
a powerful instrument of economy.28 

The survey indicates that these were efforts to use a 1926 statute 
which was obviously not suitable for the uses to which it was 
applied/,~, 

The substitute for this law, which was repealed, stated the 
economy powers that were conferred on the Governor. The 
relevant portion of the Donahey Act reads as follows: 

On or before the lOth day of each month, the Depart
ment of Finance shall furnish to the Governor statements 
in such form as he may require showing the condition of 
each fund and appropriations account to enable the Governor 
to exercise and maintain effective supervision and control over 
the expenditures of the State. . 

If at any time the Governor ascertains that the avail
able revenue receipts and balances for the current fiscal 
year will in all probability be less than the appropriations 
for the year he shall issue such orders to· .the respective 
department's offices and institutions as will prevent their 
expenditurt'Jil and incurred delegations from exceeding the 
said revenue receipts and balanct'a.u . · 

A further solution of the State's difficulties was available in 
the power that had been granted to the State Auditor, with 

•• Bevis, op. cit., p. 106. 
u The statute in question reads as follows: 

Eaeh department, office and institution of the state government, other 
than the legislative and judicial departments thereof, shall, before any 
appropriation to such department can beeome available for expenditure, 
prepare and submit to the department of finanee an estimate of the 
amount required for each speeifie purpose within the appropriation, or 
item of appropriation, as made by the general assembly, and aeoounts 
llhall be ke.Pt and reports rendered to the department of finance showing 
the upend1ture for each sueh purpoee. The department of finanee shall 
uereise such C!Ontrol ewer items oi appropriation accounts ereated by 
the general assembly, with respeet to eJumges and adjustments therein 
within the generaliiC!Ope of a speeiAe appropriation, as may be C!Ommitted 
to it by any lid making appropriati0111, and shall ia general exereise such 
eontrol over the expenditure of appropriatiODII, ia addiMou. to that 
epecifieally provided for in this chapter, u may be IIG' C!Ommitted to it. 
Ohio Gen. Code Ana. (Page. 1926,, 1 154-35. 

•• Ohio Gen. Code Ana. (Page Supp. l921f-l93S\, I 276-4. 
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the ·approval of the Emergency Board, to transfer balances 
between the various State funds . 

. Th~ enabling legislation-' reads as follows: · 

. ' .• 'Whenever'' a deficit exists iii the general revenue fund or 
· · any other fund of the State, by reason of which . the gen

eral operating expenses' of the State can not be paid from 
·l appropriations made from such fund, an emergency shall 

··be deemed to 'exist, and i:h such cases the Auditor of State 
may; with the approval of the Emergency Board, make tem
porary transfers to such· fund of any surplus :moneys in 
any other fund or funds available for state purposes. . Any 
fund from which moneys are so transferred shall be reim
bursed from the first moneys accruing and available for such 

•! purpose.~& . . . . .. . 

. This type of tr~nsfer is' best understood when the many inde
pendently financed State funds are kept in mindP . Intra
departmental transfers to be approved by the Emergency Com. 
mission are also . permitted. In the case of emergency the State 
maJ(b.ave recourse to a fund that the legislature appropriates 
for that purpose;·· The fu~ds may be used to supplement regular 
appropriations as well as for emergency payment needs. 28 With 
its reserve funds, allotment scheme, and transfer privileges, little 
is 'missing during the · execution stage. The voted budget is 
evidently considered as only a. basis for subsequent revisions. 

' 
Arkansas 

. · kkansas has a practice related to the ·drastic execution 
methods described above. This was introduced in 1933 as a 
result of the serious financial difficulties that led to a default 
in State bond service in that year. Previous statutory provisions 
had provided for the usual prohibition on expenditures exceed~ 
ing appropriations. Other than this there were no specific pro
visions and. it is understood that the expenditures were subject 
to the rigid 'specifications of the appropriation laws. Article 3 
of the laws of the 49th General Assembly (1933) assigned 20 
per cent of the general'revenue· fund for the payment of war-. ' -- :-- ( 

.. "Ohio Gen. Code Ann. (Page, Supp:-1926-1935), § 249-1. 
· 21 Appropriation bills are itemif'Ald in detail. The State did not resort to 

lump sum votin~ as a source of executive economy measures. · 
ts RecogniZing, however, that there are many matters of detail difficult 

for an unwieldy body like the general assembly to deal with, and that 
eXigencies ofteu arise during the intervals between regular sessions, our 
legislature customarily appropriates certa~n sums of money to the Emer· 

. gency Board and the Board of Control, and grants to them authority to 
· . allot, from time to, time, such portions thereof to the state's agencies as, 

in their judgment, seems wise. The Board of Control is given the further 
power of making transfers of appropriations from one classification to 
another lritJQ,n ilepartments of the state government. Bevis, op. cit., 
p. 105. ' 



NATiONAL AND STATE BuDGET.A.RY liETuoDS 5751 

rants and obligations outstanding (sinking fund)~ The balance 
of the general revenue fund was pledged to cover expenses of 
that year as part of a scheme to make the State operate on a 
cash basis within the limits of its income. Under this law all 
appropriations for the balance of the biennium were subject to 
a 20 per cent reduction. This method differs from the others 
in that a specific cut is made and, furthermore, that no delega
tion of the duty to an administrative agency is made. Never
theless a mandatory horizontal cut in all outlays after the voting 
of appropriations is involved. The State deserves a faint meas
ure of praise for having failed to put its retrenchment policy, 
with its objectionable horizontal cuts, into permanent legislation. 
Other elements of this State's execution p;ractices are not 
appraised but it is evident that they could not have coped under 
any circumstances with the financial difficulties in which 'this 
commonwealth found itself. 

It is interesting to note that two recommendationS based on 
the Institute of Public Administration's study of Arkansas were 
made that might have mitigated the drastic crisis. · One sug
gestion was that the State abolish its system of detailed appro
priations and adopt lump sum voting methods.•• The other sug
gestion involved a system of voluntary revisions of work pro
grams and a procedure whereby the Commissioner of Finance, 
with the approval of the Governor, could . require the State 
spending agencies to set aside a reserve which could be used only 
with the approval of the Commissioner. 10 Needless to add, the 
recommendations were not adopted. · · 

Summary an~ Conclusions 
' .• 

Of the eight state<; that comprise this group, the execution 
practices are all outstanding examples of non-commendable 
varieties. None of the jurisdictions, with the exception of 
Tennessee, has attempted to gain such advantages as can be 
derived from lump sum voting. In Tennessee the absence of any 
specified unit of voting has permitted a vacillating practice in 
which line budgeting of maintenance appropriations still per
sists. The transfer provisions permit the executive, in all the 
eommonwealths except Alabama. to reallocate the appropriations 
within spending agencies. Repeated reference has already been. 
nta.de to the ineonsistt>~t .attitude maintained in respect to voting 
11:mts and transfer pr1vlleges. The voting and transfer prae
h<'t'S show the marked defects inherent in the delegation of leg
islative power, when better results eould have been obtained 
throu!?h lump sum voting. Florida and Ohio may be noted as 
pt>rmitting inter-fund transfers. The evils of the multiple fund 
system can be mitigated through executive equafu.ation of appro-

. . . 
:t• ~~~titut. of Public: Administratioa, Ark...., BV.f'f>tJ, .,,. oit... p. lOlL 

lbUI., p. 107. 
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priations. A helpful tool in the maintenance .of fiscal order may 
be developed from the ability of an executive to use his dis
cretion and by avoiding the conferring of drastic powers. The 
fact that these two states fall in this group indicates that dur
ing· the depression the inter-fund transfer powers were of 
some value .. 
. Four of the states have on their statute books provisions for 

contingency fund appropriations. The states surely did not vote 
· emergency reserve funds of sufficient magnitude to cover their 
basically faulty fiscal systems, their erroneous estimates of both 
income and ·outgo,- and their general unpreparedness for the 
burdens of the depression. The idea of. a reserve fund is 
laudable but unless · the revenues are soundly estimated and 
adequate,· and the size of the fund sufficiently large, it may 
merely denote empty homage to a concept of carefully planned 
budgets. Arkansas, Florida, and Tennessee fail to provide for 
even inadequate reserves. There are, however, elements of 
greater importance in these States. 

Four of the commonwealths have in their statutes provisions 
thp.~ make it mandatory for the executive to reduce appro
priations in proportion to available revenue. It is absurd to 
believe that appropriations are so planned and voted that their 
designation as "maximum, proportionate and conditional" means 
that horizontal reductions will mean sound economy. All the 
appropriations that are affected (many basic injustices and 

· uneconomic practices have resulted from undeserved immuni
ties from flat economy reductions) are ruthlessly cut as a 
penalty for the failure of the executive and the lawmakers to 

·anticipate the inadequacy of their. revenue systems or to inter
pret correctly indications of future difficulties. It is unfor
tunate that· a few states like .South Carolina, Tennessee, and 
Virginia have had recourse to such means as solutions of their 
fiscal . problems; the other states have given the enabling legis
lation a tenure that will last. until repeal or modification. 
Fortunately none of these provisions has as yet found its way 
into the state constitutions. 

It is earnestly hoped :that changed economic, fiscal, and 
political conditions will render obsolete the need for these 
provisions. No state can claim to have a budget system worthy 
of that designation, if it solves its problems and covers its errors 
by cutting down expenditures below levels necessary to maintain 
necessary governmental functions when the economic events fail 
to bring about the realization of the wild guesses that pass as 
estimates "of revenue yields. No phase of the budgetary prac
tices of any state appears to the writer to be so objectionable 
and so indicative of backwardness as these mandatory economy 
methods. 



CHAPTER XLVI 
PERMISSIVE EXPENDITURE 

REVISION STATES 

Permanent Permissive Modification Group A 

As indicated in the introduction to this part, several classifica
tions within this category are feasible. 

This first group of the permissive modification category consists 
of five states which have adopted, as a permanent feature of their 
budget systems, important delegations of power to the executive. 
In Iowa, Maryland, Oregon, Utah, and West Virginia the Govern
ors or officials serving under them may reduce appropriations if 
revenues prove inadequate. Two of these Commonwealths, Iowa, 
and West Virginia, prohibit any exercise of discretion and delimit 
the permissive element by requiring consideration of all appropria
tions, when reductions are made, as maximum and ·proportional. 
In the other three, there is a great opportunity for ~onomie and 
social orientation through a selective retrenchment policy or for 
politically motivated abuses of the discretionary authority granted, 
as the case may be. Two States, Missouri and Oklahoma, have been 
added to the list because the initiation of any economy program by 
budget officials requires the assent of the heads of the department. 
affected. Oklahoma. tried in vain to receive judicial sanction to 
qualify in the group. It is interesting to note that three "consti
tutional budget" states are here listed; however, they and the 
others have not embedded these policies in their Constitutions. 

Iowa 

Iowa is one of the Mid-Western states in which the appropriations 
made by the General Assembly are "maximum and proporti9nal." 
A procedure is provided whereby twenty days before the beginning 
of each fiscal quarter the Governor receives from each department 
the request for its quarterly allotment. If the resources, as esti
mated in the budget, are not available, the Governor may modify 
such requests (or allotments) to prevent deficits growing out of 
overdrafts. A similarity to the mandatory systems is the fact that 
reductions must be uniform and prorated among all departments.' 
In such action the Governor must have approval of the Executive 
CounciL' 

The experts of the Brookings Institution were strongly m favor 
of placing Iowa in the mandatory revision group. In view of the 
great influence that this organization exercises m the reform of 
state governments, the reasoning underlying the suggestion may 
profitably be quoted at length. The survey notes: 

1 Iowa Acta (1933), e. 4. 
I The Exwutive Council eonsiste of the Gonrnor, Seerefa.rr of State, 

Auditor, State Treuurer, and the Seereta.ry of .Agrieultule. 

[5771' 
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A current misconception that nullifies the beneficial results 
<>f a budget system is that appropriations provided by the 
legislative authority may or should be expended to the maxi
mum amount, iiTespective of what trends revenues may have 
taken -after the enactment of appropriation measures. It 
should be remembered that a budget is nothing more than an 
estimate of the revenues that may be collected; and appropria
tions should represent nothing more than estimates of expendi
tures which may be made provided resources become available 
in the amount estimated. In other words, every appropriation 
bill should contain a provision to the effect that appropriations 
contained therein are approximate and maximum and that no 
expenditures shall be made in excess of resource~ becoming 
available during a given fiscal period. 

Due to the fact that the legislature meets only once in two 
years, provision. should be made whereby the executive and 
financial administrative officials may be able to insure a bal
anced budget at the end of any given fiscal period. In the 
past there has been no such authority · and no restrictions 
whatever were placed upon spending agencies to keep expendi
tures within income. In case revenues fell below expectations, 
the only. recourse was an increase in debt obligations in the 
form of unredeemed warrants, since no restrictions could be 
imposed upon the incuiTence of obligations up to the amount 
of appropriations provided. . 

It was apparent, therefore, that laws should be immediately 
enacted making it mandatory upon the chief executive to sub
mit and maintain a balanced budget, and that he should be 
provided with proper machinery for the execution of the 
budget and with sufficient power to restrict expenditures to 
resources available.• 

' If the solution could not be found in more basic adjustments of 
fiscal policy, it would appear advisable to suggest selective economy 

· methods in preference to those proposed above. . 
Pre-depression legislation in Iowa dealt at length with the less 

drastic aspects of execution practices. Inter-departmental trans
fers may be made with the· approval of the Governor and Comp
troller.• ..This provision is significant because of the fact that the 
State has been voting lump sum appropriations.• No expenditures. 

• Brookings Institution, [otrJa, Survey, op. cit., p. 407. 
• The executive council, with the approval of the director of the budget, 

is authorized where the appropriation of any department, institution or 
agency is insufficient to properly meet the legitimate expense of such 
department, institution or agency of the state, to transfer from any other 
department. institution or agency of the state having an appropriation 
in excess ef its neeei!Sity, sufficient funds to meet that deficiency. Iowa 
Acts (1927), e. 275, I 87. . 

I Under the present system there is no classification for expenditures. 
Appropriathn is made in one amount to each department and the clasai· 
tied expenditurett must be approved by the Comptroller and the Governor 
before that ean be made. Letter from C. B. Murtagh, State Comptroller, 
Des Moines, llJlder date of pee. 4f 1934. 
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in excess of the amounts appropriated may be made unless funds 
are received through transfer from some other department or from 
some other function within the department. In the event that 
the need for new emergency outlays arises, a contingency fund, 
which is under the control of the executive council is available. 
In its liberal transfer privileges the State had provided for -execu
tive direction in limiting deficiency needs. The horizontal economy 
mea.<~ures adopted indicate the insufficiency, or possibly a mistrust, 
of executive discretion as a solution of the fiscal problem. 

Maryland 

· Maryland is one of the states in this permissive revision category 
operating with a Constitutional basis for their budgetary systeins. 
The State Board of Public Works, consisting of the Governor, the 
Treasurer, and the Comptroller, has control over State expendi
tures. The Board may reduce expenditures if revenues · do not 
appear to be adequate.• 

Appropriations for the legislative and judiciary departments, 
and for the payment of interest and principal on the State debt, 
are exempted from any revision by the Board. Each State agency 
has the power to modify its outlays of its own accord. The author-

. ity granted does not go beyond transfers within voting units. Each 
unit may submit an amended schedule of appropriations to the 
Governor, which takes effect upon his approval.' . 

The Governor must report all such amendments of appropria
tion schedules to the General Assembly at its next session. Appro
priations are voted in detail as required by constitutional. provision. 
The Governor may make transfers from one item to another. His 
power does not conflict with the powers that have been granted 
to the State Board of Public Works. The State has apparently no 
definite procedure in' respect to emergency expenditures, . either 
ignoring or absorbing minor items, or relying upon the special 
session device to finance major outlays. Any extra-legal methods 
are seldom reported. Perhaps overdrafts are tolerated. 

• The Governor haa the a-uthority to amend Budgets by transferring 
funda from one item to another, but the total of course eannot be exceeded. 
The State Board of Public Worka eousista of the Governor, Treuurer, 
and the Comptroller, hu oontrol over State expenditures and an reduce 
the aame if revenues do not justify Budget appropriations. The Board 
of Public Worka ean promulgate ruiea and regulations for Budget eontrol, 
Letter from Walter N. Kirkman, State Purchasing Agent, Annapolia, 
under date of Nov. 22, 193'-

' Trant~fer poWl'rs are embodied in the 11tatutea aa ean be noted in the fol-
lnwin, 11ummary of laws in etJeet in 1929: · 

The Governor ia giveJl authority to approve ehangea requested by uy 
department or other State expending agency within appropriation& made 
for auch department or agency. The Governor may also make ehangea 
ill the appropri&tioaa for Ilia own department. Ill every ease the Gover· 
nor ia required to transmit to the Comptroller all euch ameadecl acheclulea 
of appropriatiOIUI. Md. Law (1918), e. 206; tL p92M, c. 15"- Co.
pil«fto. t1 Dift'•f of .BIIIIJCt'tiH Bu4get ~. op. cit. 
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Oregon 

Oregon belongs in the group of states that give the Governor 
considerable discretionary power with respect to cutting expendi
tures. The appropriation bills, which include funds voted in lump 
sums .according to standard functional classifications, form the 
basis for allotment requisitions which the departments must submit 
in advance of proposed expenditures. These may be either monthly, 
quarterly, semi-annual or annual. Whenever the condition of 
the Treasury reveals the possibility of· a deficit the Governor may· 
reduce appropriations of the various departments to conform to 
expected revenues.8 It is specifically stated that the Budget Di
rector must visit and keep in contact with all agencies, examine 
expenditures, and make recommendations to the Governor and to 
the Joint Legislative Ways and Means Committee regarding pos
sible expenditure reductions. The Committee has no power over 
any permissive post-voting retrenchment measures. It is pre
sumed, however, that it will use any knowledge it acquires in con
nection with its deliberations on the next budget program. Inter
departmental and inter-classification transfers within departments 
are not permitted. The Treasurer, however, may shift surpluses 
from special funds to the g~neral fund. These transfers, as may 
be noted in several other instances, merely represent loans. They · 
constitute a first lien on the revenues of the general fund. Further
more, the. transfer may take place only with the consent of the offi
cer or agency controlling the funds from which the moneys are 
obtained. No special procedure with respect to financing unantici
pated needs has come to the writer's attention. 

UtBh 

. In Utah the Governor may revise the estimates that are ·sub
mitted as the basis for quarterly allotments. His powers of review 
and revision permit him, through the Director of the Budget, to 
require departments to reduce expenditures whenever the condi
tion of the Treasury or more specifically, the relief of the needy 
requires such action.9 The funds thus obtained may be impounded 
for the relief of the destitute. . This is an interesting attempt to 
obtain sympathy and justification for a fiscal measure by assigning . 
the savings to unemployment relief... In denying to some spending 
agencies funds that are subsequently applied to relief, there is an 
element of selective economy present. T~e power of the Governor 
is one which allows actual reductions in expenditures below voted 
appropriations. The State has had, as early as 1923, provisions 
that have permitted the Governor to withhold appropriations 
temporarily if the condition of the Treasury warrants such an act.10 

This power would not permit more than a temporary modification 
of an allotment scheme, to adjust for seasonal variations in the 

sOre. Laws(\1935), e. 94. 
• Utah Laws (193'.1), e. '18, 88. 
10Utah Laws (1923), e. 85, § 16q-68. 
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revenue flow. The provision is, however, an interesting and per
haps rare pre-depression forerunner of later developments. 

The Governor's transfer powers are also very great. Not only may 
he transfer appropriations within departments, but between them 
as well. He may even eliminate the entire appropriation for one 
agency and set it up for the credit of another. This represents an 
example of the widest powers that have been granted to Govern
ors. The powers are, furthermore, endowed with a practicable vot
ing unit background. The legislature votes appropriations in lump 
sums according to departmental units. The itemization and classi
fication required by law do not have more than administrative in
fluence. The State is strict in its effort to prevent deficits but does 
not fail to provide for emergencies. Outlays in excess of appropri
ations are forbidden except in emergencies, in which case unani
mous consent of the Board of Governors is necessary. 

West Virginia 

West Virginia is another State that allows the Governor to 
modify appropriations according to revenue yields. As a feature 
of its quarterly allotment scheme the Board of Public Works must 
examine quarterly estimates in order to determine whether they 
will exhaust appropriations before the end of the biennium. When 
the Board finds that appropriations cannot be expended without 
creating a deficit, it may order equal and pro rata reductions suf
ficient to attain a balance. The system has been described as 
follows: 

The total appropriations are available for expenditure by 
the spending unit providing the revenue equals or exceeds 
the total appropriations. If the revenue is not sufficient to 
maintain the total appropriation, then a system of reduction 
is provided for on the basis of reduction from five to twenty
five per cent. In case of a reduction in revenue which would 
not be equal to the total appropriations, a plan of reduction 
is provided that classifies the departments into' groups, as 
follows: Class 1-The agencies collecting revenue and adminis
tering the fiscal operations of government, including the offices 
and departments of the Tax Commissioner, Auditor, Treasurer 
and Sinking Fund Commissioner. Class II-Agencie& vested 
with the supervision, control and direction of executive policy 
and law enforcement, int'!luding- the Governor's office, the 
Attorney General's office and the Department of Public Safety. 
Class Ill-State Institutions, educational, charitable and cor
rective. Class IV -Other departments and services of the 
State Government. Class V-Transfers from the general 
fund.11 

The State is unique in having provided a statutory basis for its · 
retrenchment policy; this classification serves as a guiee for the 
varying percentage cuts in expenditures. The pe~entage limita-

u Wnt Ywpia Bwlgtt s,,,., op. .U.1pp. 1·1!. 
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tions also are rare, and were noted in only one state of the ''man-
datory" group. . . 
· The Constitution specifies that budget bills must be "clearly 
itemized and classified." Although broad retrenchment powers 
have been given to the Board, it has not been given the authority 
to make inter-departmental transfers. However, it may authorize 
such transfers within each spending unit. Upon the petition of 
the departments, transfers. between iteins of any. unit appropria-
tion may be made. . 

The State has methods of providing for expel}.ditures in excess 
of appropriations. In the case of functions financed by dedicated 
funds there is a method · whereby :receipts collected in excess 
of the expenditure authorized .may be expended after favorable 
action upon a petition submitted to the Board of Public Works. 
In connection with this method the "excess votes" of the Irish 
Free State's system ·will be recalled. In view of the fact that 
highway funds, for example, have ·been the target for much raid
ing, there must have been an excess of revenues accumulated dur
ing times when the general funds were being depleted. Functions 

. financed by general fund revenues may be supplemented by the 
Governor only· from an Emergency Fund, which is appropriated 
to the Governor to be expended according to his direction.· 

It can be seen that these powers to deal with emergencies 
are not as wide as those found in Utah. The State's officials may 
appropriate only out of existing resources, often an empty power 
when the need is the greatest. If, however, the Emergency Fund 
is large enough it can be a useful shock absorber . 

. Oklahoma 

. Oklahoma is of mterest because of the fact that it attempted to 
fit itself into this permissive modification group, but found such a 
step difficult. The writer bas received the following comment from 
a fiscal officer: 

Perhaps the latest development in the budget procedure is 
the attempt of the legislature to require quarterly statements 
to be made to the Governor by all State institutions and depart
ments, giving the authority to strike out or reduce items 
therein in the light of the existing financial condition of the 
state. This provision was incorporated in the State depart
mental imd institutional appropriation bills, and the Attorney 
General bas held that such provision was unconstitutional for 

• the reason that it was an attempt to legislate in an appropria
tion measure. Consequently, quarterly reports are not ren
dered by various State departments. However, State institu
tions continue to do so as a matter of policy, for they are 
almost all under the direct control of the Governor.12 

11 Letter •·rrom H. L. McCracken, Chairman, Oklahoma Tax Commission, 
Oklahoma City, \tnder date of Feb. 14, 1936. 
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In actual practice th~ Governor, disregarding original appropJia... 
tions, issues certificates only if he has sufficient money in the 
Treasury. In this State, as in :Missouri, voluntary acquiescence by 
the heads of the spending departments,· who are under control of 
the Governor, forms the basis for execution phase revisions. 
· Study of the Brookings Institution report indicates that its 
writers favored an amendment of the Budget Law so as to avoid 
any nullification of the economy acts through an interpretation 
of the "anti-rider" clause in the State's Constitntion.11 

It is disappointing that the changes that were recommended 
involved the "maximum, conditional and proportional" appro
priations. It is under no circumstances desirable that horizontal 
cuts be made in the entire field of state outlays and that an 
irrevocable legislative act, covering two ·years' outlays, be passed. 
It is misleading to state, as does the Brookings report of its 
mandatory appropriation revision scheme, that its purpose is ~'to 
make the appropriations in full in the amounts named, but only 
in the event that the estimated budget resources of each fiscal 
year of the biennium for which such appropriations are made, 
are sufficient to finance all of the appropriations in full, •.• " tt 

The purpose of such a provision would be to disregard legislative 
Pxpressions regarding the sums to be spent and to require the 
Executive to make cash resources the sole criterion for the sums to 
be made available for the functions that the .legislature had 
authorized. It is hoped that the State legislature has not adopted 
this suggestion of the experts' recommendations. 

The Governor has no authority~ with respect to fund transfers, 
to modify the appropriation bills as passed by the legislature. 
These bills are voted in great detail, following the itemized 
budget classification. There are no provisions for inter. or intra
departmental transfers. In case of emergencies spending depart
ments may, with the prior written consent of the Governor, exceed 
their appropriations. The elimination of this latter provision :was 
recommended by the Brookings experts, since it was viewed as a 
source of overdrafts and deficiency items. 

Missouri 

In lliRSOuri another "constitutional budget" state, budget 
officials have voluntarily acquieseed to a system which is in effect 
in some of the states already mentioned. The statutes normally 
provide that the departments must submit requests for quarterly 
11llotmt'nts. The Governor may approve these allotments as he sees 
fit and may revise the distribution of funds within the various 
units. There are several departments not subject to the Gov. 
ern or 'a control and for these he may approve the expenditUft'S 
only in total. He is required by law to revise allotments at the 
rlose of eaeh quarter. There is no power that goes beyond an 

• n The Surwr report stated that the outlawed elauaee ftll\ repeated iu the 
appropriatioa IU.'ta for the 1G3H7 biennium. BrookiDga lDstitutioD, OW. 
A.otM ,......,, op • .u ... p. 140. 

at liM. 
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allocation of voted outlays unless ·a provision that the Governor 
must po~t~one t~em whenever ne~essary in order to keep expendi
tures w1t~m estunated revenues IS liberally interpreted.16 

The writer has been told of an extra-legal practice that con
sists of withholding appropriations until sufficient revenues are 
available. This is made possible by agreement with heads of 
t~e spending departments at the time of signing of the appropria
tion bills.16 Perhaps the threat of an application of the above
mentioned clause may have been involved. There are no pro
visions allowing transfers of items between or within departments, 
so that the details of the voted units are followed unless reduced 
as outlined above. For emergencies each department is directed 
to set aside 3 per cent of its appropriation as a :reserve fund for 
contingent use. Reserves ·of 3 per cent could obviously not have 
coped with the serious problems posed by increasing expenditure 
needs and the falling revenues that appeared with such magni-
tude during the depression. · 

Summary 

. It makes a vast difference whether Governors are granted per
missive o:r mandatory authority to cut expenditures. The real 
significance may be noted when the pro rata element, which was 
evident in all the states in the mandatory group (and twice in the 
permissive group), is eliminated from the permissive practices. 
The exercise of planning and discretion, both basic attributes of 
flexibility and of adjustability, 'is possible when the mandatory 
element is absent. It is unfortunate that states must resort to 
extra-legislative cuts and that they must base such cuts on their 
economic plight, their inadequate revenue systems, their limited 
borrowing powers, their misguided depression policies, and above 
all, on their defective budget systems in general and their noto
riously inadequate estimating ability in particular. But if they 

u The budget law authorizes the Governor to exercise control over the 
execution of the budaet through a system of quarterly allotments. 
Requested allotments t"'or the first year of the biennium, in such form 
and in such detail as the budget director may require, must be submitted 
by each department within ·two weeks after the Governor has signed the 
apJJropriation bills. The Governor may approve these allotments in such 
detail as he may determine except that allotments of departments not 
directly under his control are subject to approval only as to the totals 

. for each quarter. The Governor may revise the allotments at the end of 
any quarter and is directed to reduce· the same if necessary to keep 
expenditures within estimated revenues. Each department is required 
to set aside 3 per cent of its appropriation as a reserve fund to be subject 
to expe:tditure only with the approval of the Governor. The MiBsouri 
Budget 8ylltem, op. cit., p. 3. 

us The Governor also exercises control over expenditures through the 
extra·legal practice of withholding appropriations until he is certain 
revenue will he sufficient to pay the same. This practice has been quite 
commo~ and is made pO!!sible by agreements between the Governor and 
the heads ot departments at the time he signs the appropriation bills. 
11ritJ.., p. 4. 
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are fortunate in having some enlightened fiscal leadership the 
anti-social phenomena that must accompany the mandatory 
practices may be avoided. 

For the two "pro rata" states in the permissive group, the 
magnitude of the disadvantages alone, not their variety, can be 
limited. It would be an interesting contribution to the study of 
executive budgeting to complete a study of the economy policies 
that similarly situated mandatory and permissive revision states 
pursued. Executives have been known to be lax with many 
other permissive privileges and powers that they have been 
granted in the interest of fiscal efficiency. It is probable that 
they refrained from taking advantage of the selective economy 
opportunities at their disposal. · 

Only three of these seven states practice lump sum voting. Of 
these three, namely Iowa, Oregon, and Utah, only the first and 
last mentioned combine this sensible approach with liberal trans
fer powers. Certainly all the commonwealths that have had to 
resort to reducing voted appropriations should have permitted 
inter- as well as intra-departmental transfers, as do Iowa and Utah. 
Maryland alone is inconsistent enough to combine wide transfer 
privileges with detailed voting. West Virginia and the two vol
untary revision states in this category allow no transfers, not even 
those within spending agencies. Oregon is found to allow shifts 
within the voting units, but does not allow intra-departmental 
transfers. 

The fact that all these states have concentrated on reducing 
outlays serves to minimize the ability of their methods to cope 
with unpredictable situations for which no specific legislative 
provision has been made. Two of the jurisdictions make no 
provision whatsoever for such conditions. At the other extreme 
are two states, Oklahoma and Utah, which have specified the 
circumstances under which overdrafts are authorized. Another 
pair of states, Iowa and West Virginia, allow the use of certain 
surpluses, in addition to providing contingency or emergency 
funds. Missouri belongs in the small group that combines a 
reserve policy with the allotment scheme. It is not necessary to 
repeat the conclusions regarding the advantages of the various 
methods. Some of these states show that they recognize the 
inevitability of deficiency needs. The extent to which they act 
in response to this nominal recognition remains problematical. 

The next group of states differs only in respect to the apparent 
dissociation of the exercise of retrenchment powers from the 
status of revenue collections. The unavailability of resources is 
not an exclusive prerequisite for the reduction of expenditures in 
the jurisdictions whose execution practices are now to be con~ 
sidered. · 

Permanent Perm.isaive Modification Group B: 

In this group are five states, namely Idaho, Dlinois.-Kentueky, 
New Jersey. and Wyoming. In many respects their segregation 
from the group just analyzed is ~ on arbitrary eriteria. The 

• 
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fact remains that the permissive e~onomy powers in these States 
do not appear to· be legally linked to revenue insufficiency. 
The reasons for maintaining the distinction will become apparent 

. during the progress of the study. 

Idaho 

In Idaho the State Board of Examiners, consisting of the Gov
. ernor as Chairman, Secretary of State, Attorney General, and the 
State Auditor, is authorized to reduce any appropriation. Any re
duction follows only after investigation and recommendation by 
the Budget Director. The head of any department affected has 
the right to appear before the Board and present his case in the 
event that a· reduction is ordered. The hearings are required 
unless the department head files a written consent. The extent of 
itemization in the appropriation bill, according to the budgetary 
classi:6.cation17 as planned originally by the legislators, would have 
left little scope for voluntary action. Transfers are allowed under 
certain circumstances, a practice to be considered in relation to the 
fact that the State has more recently sanctioned the voting of the 
appropriations in lump sums.18 However, no appropriations may 

· be transferred from one class of activity to another without consent 
of the Board to an application made by the head of the affected 
department. There are provisions prohibiting the transfer of·pay
ments appropriated for personal services to other activities. This 
is linked to a prohibition against any salary revision such as has 
been previously noted in reference to acts of the Legislature.111 In
ter-departmental transfers are not permitted. The existence of 
·contingency appropriations has not been confirmed. 

Dlinois 

In Illinois, the Department of Finance may disapprove expendi
tures even though the appropriations have been made. The exercise 
of this power, cOOrdinated with the State's allotment scheme, means 
that postponement or omission of voted outlays is possible. 

The budget bills are voted in great detail, and only a few lump 
sum appropriations are made. The statutes make no mention of 
transfer powers, and it may be assumed that none are permitted. 
Without lump sum voting units and transfer privileges, expendi
ture .eont:rol is considerably~lessened. In dealing with emergencies 

trThe Governor shall submit ..• , at the same time he submits hie 
budget, eopies of a tentative bill for all proposed appropriations of tbe 
budget, clearly itemized and properly classified . • ., which shall be 
k:nowD as tbe bud,.oet bill. Idaho, Coinp. Stat. ( 1929 I, I 359. 

18 A study by the Legislative Reference Library of New York State indicates 
that prior to tbe depression tbe appropriation bill, as passed by tbe legisla
ture aud signed by tbe Governor, was in lump sums for each State depart- . 
meat 01' ~ agency. 

• 1t 'the compensation and salaries of all State officials, deputies and 
. employees. appropriated by Section 1 of this act, shall be in full for 
· serried to be rendered ••• during the period for which such appropria

tions are m4de. Idaho r..wa (1927), e. 48 I 2. 
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the statutes mention a contingency fund which may· be expended 
for "purposes either not covered in any other item or' for which the 
amount appropriated . in such other item is. or be~omes insuffi
cient.' '20 Section 24 of the same law provides for the ·maintenance 
of reserves to finance "expenditures for public purposes that 
were unforeseen by the General Assembly." · 

Kentucky 

Kentucky's new system embodies a liberal variation of the prac• 
tice already noted. The Board of Finance, which controls the exe
cution and modification of the voted program, allots funds to each 
r;;pending agency on a semi-annual share basis. In doing so the 
Board is permitted to make the necessary changes in order to 
meet emergencies, correct errors, and avoid cash deficiencies. In 
discussing the control of the execution of the budget plan the re
cently completed survey of the State's financial system notes: 

It is accomplished through machinery which insures that 
expenditures are in conformance with the budget plan; and 
also authorizations to spend will be scaled downward in the 
event that revenues are not collected in the amounts and by the 
contemplated estimates on which the budget is based. 21 • 

The Director of the Division of Accounts and Control of the 
State's Department of Finance has described the recently modified 
practices in the following terms: 

We have, during the current fiscal ye~J,r, under the direction 
of the Commissioner of Finance, been making quarterly allot
ments to budget units based upon legislative appropriations. 
For the first quarter, practically all appropriations were cut 
10% on quartet allotments. This has been carried through on 

. three quarter allotments. However, some of the 10% cuts 
have been restored. The Commissioner of Finance has also 
exercised in • few instances the authority granted him to 
transfer from one appropriation to another within depart
ments wht>re the facts and circumstances seem to justify such 
requests. The Division of the Budget in making quarter allot
ments absolutely refuses to permit any Department or Divi
sion thereof to exceed appropriation allowances, which when 
carried through the remaining quarter, will balance the budget 
and make it impossible for any budget department to exceed 
1Pgislative appropriations, thus balancing for the first time J 
in many yt>ars the State Budget.•• . ' ~ 

.ave 
Trari&fers may be lll4de within budgeulRN"I)~~~~e approval, it 

(If the Board of Finance. The law sper' 'lotment ~~~~Detail than 

"&-c;o, 23. e. 127B, State Finalllll! Code, J . ) '-t.Xgt 
l:nT'!ItW Bt~dgrl lA-, Of'· eM. . • . 

ll BIJ.ftdboot of F~ .4.~1Niio- / • \ 
tt Lt'tt.r from Frank D. Prtei'IIOil, fra .. · , 

/ . 
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line budgeting is incompatible with the spirit of the new laws. The 
Board, howevf.f, may not approve inter-unit transfers. Kentucky's 
system, only J>ecently put into effect, has not as yet been tested to 
the full ~nt. Furthermore, a radical reorientation of the tax 
program _that was simultaneously instituted with its budget 
reform may ameliorate the underlying fiscal conditions which for
merly required frequent modification of the voted program. 

The discussion of the execution phase practices of the states in 
the 14Permanent Permissive Modification Group B" is continued 
in the next chapter. · 



CHAPTER XL VII 

PERMISSIVE EXPENDITURE REVISION STATES 
(CONTINUED) . 

Permissive Modification Group B (Continued) ·, .. 

New Jersey 

New Jersey is one of the few important Eastern states that 
have found it necessary to allow the Executive to make radical . 
revisions in the adopted budget plan. Only one other annual 
budget state has found it necessary to shift economy efforts to 
the execution phase. Apparently the crisis that the New Jersey 
State finances encountered early in the depression offered no 
other solution. In 1932 the budget acts contained the follow
ing provision: 

In any case wherein it appears to the satisfaction of the 
Governor that any expenditure proposed to be made under 
any appropriation by any spending agency is not in the best 
interests of the State, as in the case of extravagance, waste 
or mismanagement, then he shall be and hereby is authorized 
and empowered to prohibit and enjoin any such expenditure 
or any future expenditure under said appropriation and to 
prescribe the terms on which the same shall be made .•• 1 

These emergency powers were limiteJ to one year. The section, 
with a few unimportant changes, was embodied in the 1933 
amendment to the basic budget law of the State.• 

The comments of Professor Cline are of interest: 

AB the law now stands, its meaning is not clear and the · 
power of the Governor is not as great as might appear. Can 
he prevent an expenditure when he thinks it would be in the 
best interests of the State, or only when it is a case of extrava
gance, waste or mismanagement t What can he do if the 
Comptroller, who is elected by the legislature, should clisre-' 
gard his executive order t Even as it stood before amend
ment, this section was inadequate in that it gave the Governor. 
no authority to stop most State expenditures. The Attorney. 
General baa ruled that the reference to the State Purchase 
Commissioner makes the section refer exclusively to the 
purehase of goods and chattels. The Princeton report urged 
that this section be strengthened by specifically authorizing 
the Governor to stop any type of expenditure by executive 
order. As the section was apparently weakened instead, it 
will be through the quarterly allotment system rather than 

• N. J. WWI (1932), .. 189. 
• Cline, op. oU,. p. ao. 
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the budget law that the Governor will have the most power 
over the execution of the budget.• 

· This discussion reveals not only the uncertainties underlying 
New Jersey's provisions, but also the limited value of analyzing 
only the legal provisions in the other states. Political and eco
nomic circumstances must undoubtedly influence the possibility 
v.f translating "legal powers into action. In New Jersey's case, 
there seems to be some doubt whether revenue insufficiency could 
be interpreted as giving some of the appropriations an extrava
gant or wasteful character. There is no doubt, however, that the 

. Governor has some powers that the executives in neighboring 
Pennsylvania and New York do not possess and, fortunately, do 
not require. ' · · . 

Professor Cline has described the allotment scheme upon which 
the . modification privileges rest, as follows: 

, The Commissioner of Finance is to execute the provisions 
of the finance law under the authority and control of .. the 
'Governor. As stated in the act, the intent is to provide con
trol by the Governor over state expenditures by the adopti.on · 
of a system of allotments. By June 1st in each year, each 
spending agency which r has received an· appropriation is 
required to file with the Commissioner of Finance a work pro· 
gram showing for each. quarter how it proposes to spend its 
appropriation. · Its financial program 'shall be made in such 
.form and in as much detail as the Commissioner shall request. 

· In reviewing the requested allotments, the Commissioner is 
. authorized to revise them. before giving his approval. No 
part of an appropriation may· be spent until an allotment 

· has been approved. A copy of the allotment, as approved, 
is sent to the spending agency and another is transmitted to 
the State Comptroller. ln the payment of bills, the Comp
troller is required by the law to allow expenditures from the 
spending agency's appropriation on the basis of such allot
ment and not otherwise. In case a spending agency ·is dissatisfied with the action 
taken by the Commissioner of Finance, upon its requested 
allotment, it may appeal to the Governor, whose decision is 
final. .. · Such appeal is permitted to a spending agency at 
the beginning of · each quarterly period. The act- requires 
that the allotment requests for each of the four periods shall 
be submitted on June 1st, and that the work program for 
the entire year shall be acted upon by the Commissioner of 
Finance. The spending agencies are permitted to submit a 
:revised work program for the approval of the Commissioner 
at the beginning of any quarter and with his consent a 
revised allotment is sent to the Comptroller. The act does 
not authorize the Commissioner on his own initiative to 
revise aneallotment that bP. has once approved.• 

llbicl. 
• I6itl., p. 20. 
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This plan is also the basis for the reserve policy to be described 
below. In discussing fhe allotment scheme Professor . Cline. has 
brought out further some points that bear directly upon tht!, 
problems under study. · , 

U the Commissioner approves all allotments . for each of 
the four quarters at the beginning of the year, as the law 
seems to intend, the lack of power to revise an approved 
allotment on his own initiative is an important weakness. 
One of the essential purposes of the quarterly allotment plan 
ia to provide a method of curtailing expenditures made neces
sary or desirable by a change in conditions after the legis
lature has passed the appropriation act. For example, an 
unforeseen decline in revenues may necessitate a reduction 
in expenditures below the appropriations to avert a deficit. 
Likewise changes might need to be made after the Co:mmis
sioner of Finance has approved at the beginning of the year 
all of the allotments for the year. Furthermore, circum
stances may arise in the eourse of the year which would 
make it unwise for a spending agency to use all of its appro
priation, and in such cases it is the duty of the Commsisioner 
of Finance to prevent it from spending more than is neces
sary. Therefore, the finance act should be amended specifi
cally to permit the Commissioner to approve allotments for 
one quarter at a time. 1 · 

With respect to the unit of voting, the depression period has 
brought no changes. The appropriation acts, with. the exception 
of those for the Highway Department, are voted in great detail, 
a practice that has led to criticism from many quarters.• 

In the Highway Department the outlays are voted under five 
major headings. There appears to be no reason why the practice 
of lump sum appropriating could not be introduced without dif
ficulty since there is no specific unit of voting dictated by the 
statutes. · . 

The following summary of New Jersey's early transfer pro
visions may be used to describe those now in force. The 1931 
basic budget law revision introduced :J.o significant ehanges. 

In order that the same degree of :flexibility in appropria
tions may be had, any department or other State agency 
~iving an appropriation by any future act of the Legis
lature may apply to the State House Commission for leave 
to transfer a part of any item granted to such department. 
or agency to any other item ·in such appropriation. Such 
application shall only be made during the eurrent year for 
which the appropriation was made. • • • No sum appropri
ated for any permanent improvement shall be used for 
maintenanee or for any other purpose; and provided, further, 

•lrHcl.. . • 
•Iaetitute of Public .Admiaiatratioa. NN .lt'Jt't»f s,.;,, ., .. "''·· P· 57 • 

• 



592 NEW YoRK STATE T.u Co:M:mSSioN. 

that wherever a transfer is :inade the item, or any part 
thereof, from which the transfer ha.S been made shall not be 
reimbursed from the emergency fund.' 

The State House Commission, a body still in control, consists of 
the Governor, State Treasurer, Comptroller, and two members of 
the ·Appropriations Committee of the Legislature. No requests 
for transfers are granted until the State Budget Commissioner 
makes his recommendations. 

Professor Cline's comments on the practical operation of the 
transfer powers and on the recent changes in voting units are 
enlightening. He notes: 

Each year numerous requests for intra-departmental trans
fers are granted, but almost no inter-departmental transfers 
of appropriations are made. Since a method of maintaining 
control over spending has been provided by the work pro
grams and quarterly allotments, there is no longer any need 
for such a high degree of itemization in the appropriation 
acts. The new budget law requires that the appropriations 
for the highway department shall be made in lump sums 
under a few general heads, such as new construction, main
tenance ~f State highways, etc. If the lump sum type of 
appropriation were extended to . the other departments, as 
could safely be done now under the new system of financial 
control, there would be little necessity for requests to the 
State House Commission for transfers of appropriations. The 
departments would need only to submit revised work pro
grams and requests for changes in allotments for the 
approval of the Commissioner of Finance in order to make the 
most of the necessary. adjustments in expenditures. In fact, 
a highly itemized appropriation act is inconsistent with a 
:O.exible administration of the quarterly allotment plan. If 
the legislature continues to use this type of appropriation 
act and to require that all transfers shall be made by the 
State House Commission, the latter should pay especial heed 
to the recommendations of the Commissioner of Finance in 
this regard. 8 

· This is but one of many indications that the states cannot 
expect their various plans of strict control of expenditure trans
fers and allotments to function, unless lump sum voting allows 
a reasonable area for executive discretion. 

One other phase of New Jersey's much discussed practices 
remains to be considered. This deals with reserve and contingency 
fund provisions. For a considerable period, prior to the depres
sion, the State had been voting appropriations to a Contingency 
Fund. The State House Commission, mentioned above, has been 

r N. J. Comp. Stat. (1911-1924), I .. 192-21, p. 3384.. Oompilatiort. 11flll 
Dtged of .B.wcv"" Btldget Llltoa, op. cit. 

8 CliD.e, op. 9if., PP· 23-24. 
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the agency authorized to make allotments out of the emergency' 
fund, as the annual reserve appropriation is commonly called. 
This appears to have been a source of many abuses as it became 
a par1; of the State's complicated multiple fund structure. The 
Institute of Public Administration experts felt that the fund 
could be almost entirely abolished (they suggested a $50,000 
annual appropriation) if the fund situation was cleared up. 
They recommended the adoption of an allotment scheme with a . 
5 per cent reserve against contingencies to be provided. from the 
proposed lump sum departmental appropriations. 

In the 1931 basic budget law revision the State adopted a 
quarterly allotment scheme and provided for the reserves. For 
comment on the allotment reserve policy it will be well to draw 
again from Professor Cline's study. (It is the most exhaustive 
analysis of the fiscal implications of state execution provisions 
that has come to the writer's attention; similar analysis 
orientated to the particular political and legal, as well as eco
nomic and financial, backgrounds of other jurisdictions would 
greatly clarify the complicated situations left by the deprt'J!!Sion.) 
He notes: 

In authorizing the Commissioner to establish reserves, the 
finance law provides a method under strict executive control 
of meeting emergencies from regular appropriations. This 
should eliminate the extensive use of deficiency appropria. 
tions and the emergency fund, and the abuses they have 
encouraged in the past. The plan of setting up departmen
tal reserves for emergencies also offers a method whereby the 
Commissioner of Finance can compel savings by preventing 
the expenditure of the entire amount of an appropriation 
when this is unnecessary. Ordinarily, if a spending agency 
finds that it has more money than is really needed, it endeav
ors to spend the full amount to prevent the lapsing of any 
unspent balances. Consequently, some of ita expenditures 
may be entirely unwarranted. In New Jersey, as elsewhere, 
departmental heads are afraid that if they do not spend all 
their funds, this will be taken as proof that their appropria
tions should be reduced. In addition, there are always ways 
to spend money, which from the point of view of the individ· 
ual department would be desirable and even necessary, but 
which might not be sound economy under the cireumstances. 
The Commissioner of Finance is in a position to take a broader 
and more impartial view because he must consider the State's 
finances as a whole. By requiring the establishment of sub
stantial reserves and allowing the money thus set aside to be 
spent only for actual emergencies and really necessary pur
poses, he ean compel a considerable amount of saving through 
the lapsing of unspent reserves. Naturally there will be great 
pl"e6Sure from the spending agencies to be allo~d to spend 
the full amount of their appropriations, regaldless of whether 
the money in reserves is needed, for emergencies. U he makes 
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· energetic use of the reserve plan to compel savings, there will. 

be loud complaints· that he is usurping legislative power in 
not permitting the expenditure of all the money appropriated. 
It .is easy for a departmental head to take the attitude that 
an appropriation is a mandate from the legislature to spend 
the full amount, and not merely as much thereof as may be 

. necessary and economical. . 
. There is a danger that the legislature will grant sufficiently 
larger appropriations to compenSate for the reserves required, 
·particularly if the latter are used to compel additional sav
ings. This is especially .likely to happen 'with the appropri-
ations made from dedicated funds. The fact that approxi
mately three-fourths of the total State expenditures are made 
.from dedicated funds may restrict the usefulness of the reserve 
plan in another way. An unspent balance from an appropri
ation Dlade from a dedicated revenue cannot lapse to the gen
eral fund, but must be held in a segregated fund for future 
use by the particular agency to which the money has been 
allocated.' 

. It is needless to amplify this statement in order to point out the 
underlying comprehensiveness and unity of the budget system, as 
well as the properly guided fiscal policy, which has facilitated pro
vision for reserves. 
. It should appear that the important reforms that have been 
made in New Jersey exhaust the budgetary provisions that might 
assist the State in its difficulties. The fact that the Commonwealth 
has continued to suffer fiscal erises since 1933 should serve to indi
cate the relative unimportance of legal provisions when adminis
trative and economic conditions are not favorable. In pointing 
out only one administrative factor that will determine the 
practical value of the provisions outlined above, the relevant 
remarks of Professor Cline will again be quoted. 

The finance law is commendable for ·the extensive power it 
gives the chief executive in the control of State expenditures. 

· The major eriticism of the law is that it does not provide the 
Commissioner of Finance with adequate facilities for making 
the most intelligent and effective- use of this power. . He has 
8J!1.ple authority under the law to compel the introduction of 
economies and the elimination of waste, but to be most suc
eessful he should be able to show where and how it can be 
done. Normally the spending agencies will not be anxious 
to volunteer information of this character. If the Commis
sioner is active and alert, he will discover wasteful practices 

· and ways to economize, but for the most part, he must ferret 
out the facts ~ If he does not build up a separate 
staff, under the );\resent law he must rely upon the personnel 
of independent departments to provide and put into usable 
form tll., data essential for passing intelligent judgment upon , 

• Diil., pp. !1-22.. 
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the quarterly allotment requests. The departments have had 
long experience in the game of obtaining funds. Any one 
familiar with the various devices and subterfuges. that are 
sometimes used knows that a finance e~•mmissioner must be 
well armed with pertinent and impartial facts to avoid being 
misled.10 

Previous studies of the State's financi~ system made by Prince· 
ton University and the Institute of Public Administration have 
recommended the creation of a new department of fiscal control 
and the improvement of the State's accounting system. There is 
a complete concurrence of opinion that for the permanent effective 
control of expenditures and competent guidance of the State's 
revenue policy, the mere adoption of various execution powers is 
in itself insufficient. 

Wyoming 

Finally, in this group, Wyoming remains to be considered. 
The Governor may eliminate or alter estimate expenditures voted 
according to the detailed standard budget classification. He may 
not increase the total amount of appropriations. . Percentage cuts 
or reductions of individual amounts are sanctioned. Transfers 
may be made within the departments with the approval of the 
Board of Supplies and the Governor when appropriations are not 
voted with a "for this purpose only" clause. No information has 
come to the writer's attention regarding any action by the State 
to decrease deficiency items and to cope with emergency needs. 

Swnmary 

In these five jurisdictions budgetary legislation has some pro
vision enabling the executive to omit and decrease items in the 
state's voted outlay program. These states have been segregated 
from those in the first category in the permissive group because 
of the apparent absence of any link to "maximum proportional 
and conditional" philosophy sponsored by inadequate revenues, 
which permeated the practices of the mandatory revision group. 
The two important states here listed, Illinois and New Jersey, are 
well known for their tax policy controversies and their political 
strife; it is not surprising that they have been forced into the 
group that cannot allow a voted program to survive without 
some revision. As was stated in regard to New Jersey, the pro
,•isions are symptomatic of inherent defects in the State's fiscal 
syst@tn. 

The pradices of these states in respect to voting units,. transfers, 
aud E"mergene!y financing are n~t outstanding. Only Idaho and 
NE-w J.-rsey (for its hi~hway outlays) prescribe lump sum appro
priations. Illinois prohibits all transfers, while the others permit 
intra-departmental transfers. Wyoming allows intra-'!ait transfers · 
by exeeutive adion nnltSS the specifie purpose o( an appropria-

••Ir.u., p. 25. 
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tion is designated. Only Kentucky has any specific mention of 
overdrafts. The statutes of both Illinois and New Jersey provide 
for contingency funds. 

Permissive Modification Group C 

The· three states whose execution practices are next discussed 
namely Arizona, Maine, and Wisconsin, are segregated only becaus~ 
they have refrained from making the revision powers a part of 
their permanent budgetary legislation. 

Arizona 

Arizona normally operates with a quarterly allotment plan. The 
Auditor and the Governor must give their joint approval to the 
expenditures. Their power normally does not extend .beyond an 
apportionment of an appropriation over the different periods of 
the biennium. During 1933 when fiscal conditions were at their 
wors~ and when the State Legislature voted an ''economy'' budget, 
the allotment procedure was used to endow the Governor with 
permissive retrenchment powers. These, operative during the 
biennium, permitted the Executive to cut appropriations a~ much 
as 20 per cent.11 ' No speci¥c link to revenue yields appears to have 
been planned in connection with this delegation of power. 

Transfers are prohibited unless specifically authorized in the 
appropriation bill.12 In the event of a need for new or increased 
funds, the provisions have been made for setting aside any balances 
in the general fund for emergency use. This predicates a surplus 
that is not likely to exist when emergency needs arise and is 
virtually useless as a device to discourag~ deficiency items. 

Maine 

In 1931 Maine adopted a new budgetary law that did not 
allow for any post-adoption economies or modifications. There 
were, however, a number of provisions that must have. served 
the State in its period of fiscal stress. 

The important feature .of the new execution plan is a work 
program and allotment scheme which is designed to eliminate defici
encies caused by uneconomic spending in the early portions of 
the fiscal year.18 The plan is not_ too rigid and provjdes mechan-

u N. Y. Times, April 26, 1933. 
111 No information regarding the unit of voting has been made available. 

u Not later than June 1st of each year the Governor shall require the 
head of each department and agency of the State Government to submit 
to the Department of Finance a work program for the ensuing fiscal 
year. such program shall include all appropriations made available to 
said department or agency for its operation and maintenance and for 
the acquisition of property, and it shall show the requested allotments 
of said appropriations by quarters for the entire fiscal year. The Gover· 
nor and Council, with the assistance of the State Budget Officer, shall 
review tb.P. requested allotments with respect to the work program of each 
department o~ agency and shall, if they deem it necessary, revise, alter, 
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isms whereby changes in previously fixed allotments can be made. 
With respect to changes the provisions of the law are as follows: 

The head of any department or agency of the State Gov
ernment, whenever he shall deem it necessary, by reason of 
changed conditions, may revise the work program of his depart
ment or agency at the beginning of any quarter during the 
fiscal year, and submit such revised program to the depart
ment of finance with his request for a revision of the 
allotments of the remaining quarters of that fiscal year. If, 
upon such re-examination of the work program, the State 
Budget Officer, with the approval of the Governor and Coun
cil, shall decide to grant the request for the revision of the 
allotments, the same procedure, so far as it relates to review, 
approval and control, shall be followed as in the making of 
the original allotments. u 

In 1933 the State found it necessary to grant the Governor 
authority to cut voted outlays, particularly those for salaries, for 
one year. It is interesting to note that the so-called "protected" 
salaries were voluntarily cut.11 :Maine did not vote a permanent 
permissive "maximum and proportionate" clause. 

The new budget law (Sec. 7) specifies the form of the appro
priation bill. Undoubtedly the opinions of the experts who bad 
previously studied the State's financial administration bad some 
influence on this provision, which may serve as a model for other 
states. The statute reads: 

The appropriation bill shall be drawn in such form as to 
authorize only lump sum appropriations to meet the expendi
ture needs of the various departments and agencies of the 
State Government for each fiscal year of the biennium. For 
the operation and maintenance expenses of each department 
or agency, there shall be a single appropriation which shall 
be allotted before becoming available for expenditure as pro
vided for in a subsequent section of this act. Appropriations 
for the aequistion of property shall be in such detail under 
each department or agency as the Governor shall determine; 
provided, however, that such appropriation shall not be segre
gated in greater detail than the major classes or projects for 
which they are expendable during each fiscal year of the 
biennium. 

The State's budget law makes no mention of transfers. Evi-
dt>ntly the allotments and work programs are deemed sufticiently 

or change web allotments before approving the 111me. The aggregate 
of aueh allotments shall not exoeed the total appropriations made avail
able to u.id department or ageney for the fteeal year m questioD. The 
State Budget Office!' &hall transmit a eopy of the allotments u approved 
by the Governor and Couno1 to the head of the department or agency 
roncerned, and also a eopy to the State Comptroller. The State Comp
troller ahall thereupon authorile all expendituree to J1t made from the 
appropriations OD the buia of aucla allotments ant DOt othenrise. :Me. 
r. .... (1931), e. 216,. 8. 

"''*'-u N. Y. Time., April 1. 1131. 
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broad to obviate the need for them. It does not appear further
more, t~a~ the voting practices require inter-unit tra~sfers of 
appropriations. · · . · 

The survey of Maine's financial structure made by· the Institute 
of Public Administration experts gave rise to several other recom
mendations which were followed. The permanent allotment scheme 
was. adopted as suggested in the report of the experts. The dis-. 
cussmn of the reserve fund practices is of interest. The report 
stated: · 

At Jeast a 5 per cent reserve should be withheld from 
· each lump sum appropriation for operation, the reserve being 
set np against any contingencies which may arise during the 
fiscal year. This reserve provides a certain leeway which 
insures that the total appropriation will not be over-expended, 
if anything out of the ordinary should occur. It also makes 
the use of the so-called State Contingent Fund unnecessary 
for the ordinary operation of State agencies. 

The State Contingent Fund, amounting to $300,000 is 
placed in the hands of the Governor and Council to appro
priate for any purpose they may see fit. It has been cus
tomary to use a considerable part of this fund each year to 
meet operating and maintenance needs, or to meet contin
gencies which might have been easily anticipated in the budget. 
With a system of budgetary control, such as we have just out
lined, it should be possible to dispense with this fund ·alto
ge.ther. For real emergencies an appropriation to be allotted 
by the Governor of $50,000 for the biennium should suffice. 
This amount should be carried in the budget and a detailed 
accounting of it made to the legislature.18 · 

This comment serves to illustrate the ·point that the actual admin. 
istration of a reserve policy is of far greater practical significance 
than are any statutory requirements. The willful omission of items 
in the budget because of the knowledge that a reserve fund is avail
able, is one of the many ways of facilitating "paper" balancing. 
The new budget law contains a reserve provision which embodies 
the suggestion of the experts.17 

111 Institute of Publie Administration, Moilne 8tmJeg, op. cit., p. 57. 
• tt In order to provide some degree· of flexibility to meet emergencies 
arising during each fiscal year in the expenditures ior operation and 
maintenance of the various departments and agencies of the State Govern
ment, the State Budget Officer, with the approval of the Governor and 
Council, may require the head of each department or agency, in making 
the original allotments, to set aside a reserve, the exact amount of which 
shall be determined by the State Budget Officer, of the total amount appro
priated to the department or agency. At any time during the fiscal 
year this reserve or any portion of it may be returned to the appropria
tion to which it belongs and may be added to any one or more of the 
allotments, provided the State Budget Officer shall deem such action 
neceseary and shall notify the Stale Comptroller of such action; any 
unused portiOn t~ereof sh&ll remain at the end of the fiseal year as an 
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Wisconsin is one of the so-called progressive states in which 
the power to modify expenditures has on several occasions been 
conferred upon the executive. There was also some proposed, but 
unaecepted, legislation that involved a double set of appropria- • 
tions corresponding to two sets of fiscal circumstances which may 
have justified different courses.18 This would have reduced the 
necessity for any post-voting revisions not specified in the legis
lation. · · · . 

The Budget Director, together with the Emergency Board, con
sisting of the Governor and the Chairmen of the Senate and Assem- • 
bly Finance Committees, controls the execution of the budget. 
With the exception of the legislature and the judiciary, all spend
ing agencies must submit to the Budget Director estimates of the 
proposed expenditures for the ensuing fiscal quarter. The Director 
is empowered to examine such estimates to determine whether 
revenues are available and whether expenditures can be made 
without danger of exhausting available appropriations before the 
end of the budget period. If a study reveals sufficient revenue 
available to finance the estimates, the Budget Director must approve 
them as submitted and must so notify the Secretary of State. 
Otherwise he must disapprove them in whole or in part. This 
provision of the allotment scheme does not apparently involve 
permanent retrenchment powers. A postponement rather than a 
curtailment of the outlays, is involved. The reductions of appro
priations in the State were made under the authority of the vari- . 
ous emergency measures attached to appropriation enactments dur
ing the crisis years. These have empowered specific changes dur
ing stated periods. First, the Emergency Board was given the 
power to reduce appropriations up to 20 per cent during the 
fiscal years 1932 and 1933. Salaries under $2,000 were specifically 
exempted from the retrenchment euts.111 

The writer has been informed that reductions have been made 
under the authority of this aet. In lima the power to cut out-

• . 
unexpended balat.<le of appropriation. .All7 unexpended and unen
cumbered balance of allotments at the \.end_ of each quarter &hall be 
eredited tAJ the reserve eet up for the li8C&l year. lie. La.wa (1931 ), 
c. !16, I B. · . 

11 The Emeutive Budget Bill now before the 1935 legislature provides 
for u 'A' ud & 'B' Budget. The bill first provides for 110 amending 
preeeat appropriation lawa u to bring the tAltal appropriatiOIIS within 
the amount. which it is estimated present revenue laws will produee.. The 
result wu a 20 per cent reduetion of practi.eally &11 appropriatiODS, the 
~tiODll iD Dearly IV"erf ease being irredneible fixM ehargea BOeh U 
Mill, iasura.nee, etc. These reduoed appropriations eonstitute 'Budget 
A.' Another aeetioa of the Exec!utive Budget Bill before the preseat 

· legislature prondea & eehedule setting forth the amount by whieh 
-.cla appropriatioa in 'Budget A' would be iaereaaed to provide the 
amount the Governor desires eaeh department to have in 'Budget B', 
these inerM.aea to beromt effective ud available in whole or in 1)&tt 
whea the Emergeoey Board determines llllfiieient rcwenues are availa.ble. 

• The l.aeremente provided in 'Budget B' may well be"'fBmecl prorisional. 
W ........ BtM~gM Brae .. , op. oU .. p. 1. ' · 

"Wi&. Lan (Spee. Seaa. 193l-193ll',), e. SO, I 1. Bedioa 1 proriW that 
opportuaity for M&riar •• be giftll to We aft'ef'ted agmcleL 
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lays was extended to cover the 1933-35 biennium and the extent 
of the cuts was increased to 25 per cent. 20 

There are a few stated exceptions and exemptions. With 
respect to special capital appropriations the approval of the 
Emergency Board is necessary before expenditures may be made. 
This phase of the State's finances is subject to a permanent per
missive revision status. Other than stated exceptions, the board 
may reduce such capital appropriations by as much as 25 per cent. 
The State has voted lump sums for only a limited number of func
tions and has not permitted transfers. 21 

. This implies that such revisions as are made must be sanc
tioned under the allotment or reduction provisions. For new or 
increased items a lump sum, usually $250,000 or $300,000, is appro
priated to the Emergency Board. With this fund it may supple
ment appropriations that prove insufficient. Overdrafts are not 
permitted. The writer has also been informed that 

appropriations are frequently enacted which become effective 
and available only when released by the Emergency Board. 
The Emergency Board's release may be contingent on the 

· department's need of additional appropriations or on its com
plying with certain conditions or may be contingent on the 
availability of sufficient revenues.22 

In connection with the revenue qualification, it will be recalled 
that at one time Wisconsin provided for an automatic increase 
in the property tax rate every time a cash balance in the State 
Treasliry fell below a stated minimum. This was a pre-depression 
interpretation of the best reaction to fiscal emergencies. 

In the mandatory revision group, Virginia was noted to have 
adopted its provisions in connection with particular budget peri
ods. The three states of wide geographic and institutional con
trasts that have just been surveyed are in a similar position in 
the permissive group. No basic budget laws are involved. Wis
consin, in particular, is of interest because of the wide variety of 
provisions that the State has adopted or that were proposed. 
In addition to the transitory permissive retrenchment powers that 
have been delegated, there have been suggested special provisions 
allowing modifications of certain capital outlay appropriations 
and contingent appropriations representative of the philosophy 
that was proposed but rejected for . the entire fiscal program. 

20 Wis. Laws (1933) e. 140. - · 
11 There are no general provisions permitting the transfers of items 

in the voted bud.,aet. Appropriations are made for the Charitable and 
Penal Institutions and for the State Teachers' Colleges in lump sums 
for each of the following purposes: Operation, coal and insuranee, main
tenanee, miseellaneous capital and special capital. The administrative 
boards allot. these BUDllil to the institutions nuder their supervision as 
they see fit. This was done to provide the tle:rlbility which did not 
formerly exist when appropriations were made for each institution for 
each of th~;urposes. W~ Budget Byflfem, op. cit., p. 7. 

HllHcL ' 1 
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Maine alone has lump sum voting provisions; none of the three 
states has liberal transfer privileges; all three make some mention 
of devices to meet emergency needs. 

Vermont 

There remains in the permissive revision group one state whose . 
execution philosophy is unique. In Vermont wide discretionary 
powers, effective during the execution of the Budget, have been 
given to the Emergency Board, consisting of the Governor, the 
Chairmen of the Finance and Ways and 1\leans Committees of the 
Senate and House, and the Chairman of the Appropriation Com
mittee. It will be noted that this legislative representation on the 
committee to a certain extent implies legislative approval of the 
modifications that are made. The Emergency Board may 
increase or decrease appropriations, as wen as permit transfers 
of items between departments. The transfer powers are important 
because the unit of voting is large and much can be saved through 
the judicious spending of lump sum appropriations. Prior to the 
depression the Governor and the State Treasurer, acting as a Board 
of Appropriations, were empowered to effect transfers of appro
priations within departments.2' 

The Emergency Board has been given authority to make appro
priations in order to finance deficiencies or emergency needs. The 
Board may even borrow on the credit of the State." 

Vermont stands alone among the states with regard to its con
cept of executive budget powers during the execution phase. There 
could hardly be a greater delegation of power without reducing 
to naught the significance of the voted budget. In this New 
England Commonwealth appropriations are voted in lump sums, 
and transfers between voting units and between departments are 
permitted. The State permits the executive to sanction overdrafts, 
and authorizes him to make reductions in authorized expenditures. 
Vermont's rare borrowing provisions add the final touch to the 
liberality of its system. 

Only in this State is there the combination of a powerful agency 
operating with broad, almost dictatorial, delegated powerB com
bined with liberal borrowing laws. The Emergency Board may 
do anything it wishes except levy taxes in order to meet fi.scal 
needs. No other State has so sensibly acted in an endeavor to 
overcome the limited opportunities for efficient planning and vot
ing, in view of its biennial budget period and other elements 
inherent in its budget system. · 

As eommendable as this system appears in the State in which 
it is found, and as desirable as it might be in such jurisdictions 
as New York or Massachusetts, it is inconceivable that many of 
the other states, notably those in the financially troubled Jt,fid
W t"stern and Southern areas, might profit by it. 

a Vt. Pub. IAn (192T), e. !5, 167. 
N\'t. Pub. IAwa (HI33), e. SO, f56. 
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Summary and ~nclusions 

The states in this penqissive revision category are, as a rule, 
not to be considered fortunate. There is every reason to believe 
that the drastic economy reductions, with their implication of 
deflationary, uneconomic, and anti-social measures, were required, 
and that the provisions outlined above represent only formal ele· 
menta of .discretion. The states, however, are to be commended 
fo:.: having paid some, if only nominal, attention, to the concept 
of executive budget leadership. If post.voting economy measures 
remain essential, those of a permissive character are to be sought. 
If the states are fortunate in their choice of fiscal officials and 
executives, ·they can profit by giving wide discretionary powers 
to those administering the laws. It should remain the goal of the 
commonwealths to adjust their financial structures and to avoid 
circumstances that necessitate more than peripheral revisions of 
w~ll planned and well adopted fiscal programs. 



CHAPTER XLVlll 

UNREVISED EXPENDITURE STATES 

In this chapter the practices of seventeen states, including such 
financially important jurisdictions as California, Connecticut, 
Massachusetts, Minnesota, Nebraska, New York, and Pennsylvania, 
are considered. These states are mature in the sense that legis
Jative intent regarding a desired fiscal program does not have 
to be disregarded. They have all refrained from allowing or com
pelling their executives to revise downward, even within moder
ate limits, the voted expenditures. Expenditures, not retrench-

. ment policies, are mandatory for this grop.p. It will be noted 
that there are discretionary powers but these do not go beyond 
those linked to normal allotment and emergency financing schemes. 

California 

In California the degree of control that exists must be related 
to the fact that all expenditures are voted in lump sums. Previous 
to the beginning of each fiscal year each State agency ·submits 
to the Department of Finance a proposed budget for the ensuing · 
twelve months' period. The plan for allotment is facilitated by 
the maintenance of continuous contact between the Department of 
Finance and the accounting offices in the various State spending . 
agencies for the purpose of formulating an efficient · allotment 
scheme. The Director of Finance must approve the allotment 
plan, but has· the power to make adjustments. Naturally intra
departmental transfers may be made with the approval of the 
Department of Finance. There are no provisions, however, for 
shifting portions of the appropriations between spending agencies. 
An emergency fund exists to cope with .any extraordinary needs. 
California has a State Board of Control composed of the Director 
of Finance, the Chief of the Division of Service and Supply, and 
the State Comptroller. The first two are appointed by the Gov- · 
ernor. This Board controls any excess expenditures, which may be 
made ouly upon its unanimous consent.1 The statute that deals with 
expenditures in excess of voted appropriations has been sum~ 
ntarized as follows : · . 

The officers of the various departments, boards, commis
sions and institutions for whose benefit and support appro
priations are made in this act are expressly forbidden to make 
any expenditure in excess of such appropriations, except the 
unanimous eonsent. of the state board of control be first 
obtained, and a eertifieate, in writing, duly signed by every 

t Cal. Stat. and Amend. to the Codes (1927 I, e. UUS. pp. !M, 27SI. 
(C-fl'il4tiota •114 Di1e.t of Bll'fJCIJtw Builgtrt La-, op.,clf.) · 

[01\1] 
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member of said board, of the unavoidable necessity of such 
expenditure.2 . 

Colorado 
In Colorado the work program submitted ·by the agencies becomes 

the basis for departmental spending after approval by the execu
t~ve coun~il. Although the State Budget and Efficiency Commis
siOner, With the approval of the Governor and Executive Council, 
has no power to decrease expenditures, he may require the head 
of each spending agency to set aside a reserve, the amount of which 
shall be determined by the Council. There is a striking similarity 
between the Colorado and the Maine provisions that appear to 
have the same source.8 The reserve forms a basis for. financing 
deficiencies or extraordinary needs within the various departments 
since transfer powers are involved. It is a method both of enforc
ing economy and of assuring the availability of funds for excep
tional needs. The State's new budget law embodies the best thought 
in its field, A fact that is supported by the provision for lump 
sum appropriations: Section twenty of the 1933 law specifies 
that the drafts of the ·budget bills, which are to be submitted 
with the estimates, "shall include the general appropriation bill, 
authorizing by departments,· r institutions and agencies, and by 
funds, all expenditures . . . " 4 

· No mention of any further detail is made. 
The allotment scheme obviates the necessity for granting author

ity to make intra-voting unit transfers. Inter-departmental or 
inter-fund transfers, except as noted in the reserve provisions, are 

·not allowed. 
It would require only a slight tour de. force. to include Colorado, 

without further qualifications, in the permissive retrenchment 
group. As is the ease of some of the above-mentioned states 
appropriations in the full amounts voted by the legislature are 
not available to the spending agencies unless the approval of 
some executive agency is received. Colorado's practice with its 
sound limited discretionary measures is among the best found. 

2Jbid, 
a In order to provide some degree of flexibility to meet emergencieR 

arising during each fiscal year in the expenditures for operation aml 
maintenance of the various departments, institutions and agencies of the 
State Government, the State Budget and Efficiency Commissioner, with 
the approval of the Governor and Executive Council, may require the 
head of each department, institution or agency, in making the original 

. allotments, to set aside a reserve, the exact amount of which shall be 
determined by the Executive Council, of the total amount appropriated 
or other funds available from any source whatsoever to the department, 
institution or agency. At any time during the ftscal year this reserve 
or any portion of it may be returned to the appropriation or other fund 
to which it belongs and may be added to any one or more of the allot
ments provided the Executive Council shall deem such action necessary 
and shall notify the Auditor of State of such action. Any unexpended 
and unencu~r.ed balance of allotments at the end of each quarter shall 
be credited to thr reserve set up for the fiscal year. Colo. Laws (1933), 
c. 37, §23. 

&IbU,. 
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Connecticut 

In Connecticut legislative efforts have tended towards keeping 
the expenditures within the limits of the appropriations. .AE. in 
most of the New England and Middle Atlantic states, ext!a
legislative economy measures have not been adopted as a solutwn 
of depression problems. The provisions indicate that present 
powers deal primarily with the problem of increases in app.ro
priations, and are aimed at preventing them from causmg 
further deficits. The following communication from a leading · 
financial officer of the State indicates that some thought was given 
to post-voting retrenchment: 

Two years ago we presented a balanced budget, but stated 
that: 

"In order to provide a safeguard against incurring a 
deficit, particularly in view of the impossibility of estimating 
accurately the proceeds of collections of some of the import
ant State taxes, which will be influenced by the business 
depression, appropriations up to the full amount of the esti
mated available resources should be recommended, but legis
lation ·should also be recommended to permit the State 
Board of Finance and Control to authorize expenditures 
under appropriations for capital outlays, only when the con
dition and probable future condition of the Treasury seem 
to assure that such expenditures can be met without incur
ring a deficit." 

In presenting the accompanying recommendations, we are 
again constrained to emphasize that, under existing condi
tions, budgeting must be a continuing process. There is 
no means of accurately measuring the effect of the prevailing 
economic conditions on the revenues of the State, nor can 
economic trends in the future and their effects on State 
finances be predicted with sufficient accuracy to afford 
assurance that a balanced budget for the ensuing biennium 
will remain in balance. The real problem is one of financial 
administration, involving the controlling of current expendi
tures under a balanced budget to keep them within the 
amount of available resources, and entailing the cooperation 
of every spending agency in the execution of a program of 
rigid economy. We are not, however, proposing that any 
additional powers be conferred upon the Board of Finance 
and Control, as we believe that all departments and institu
tions will voluntarily cooperate with the Comptroller and 
with the Board in earrying out such a program and in 
meeting such exigencies as may arise during the ensuing 
biennium.• · 

The last sentence quoted may allude to volun~ euts such 
as are noted in Oklahoma and Missouri. The provft.'ons affecting 

• Letter from William JL Hackett, Tax Oommi1111ioraer, ll&rtford, uder date 
of JuDe 8, 1~3'- I 
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· the States' practices indicate the wide emergency powers that 
are available. With the written consent of two-thirds of the 
Board of Finance increases. in specific appropriations may be 
sanctioned. Such increases are made from a contingent fund 
appropriated to meet such deficiencies, and may not exceed the 
amount of this fund. • The Board of Finance and Control also 
has the authority to make intra-departmental transfers. Minor 
transfers of less than $1,000 may be made by the Controller with 
the consent of the Commissioner of Finance and Control and do 

· not require prior approval of the Board, though they must be 
reported to the Board at its next meeting.' The 1933 legisla
tion provided for transfers between items, thus broadening the 
previous permissive authority formerly so closely restricted by 
the detailed presentation of appropriation. bills. Appropriations 
are itemized, as are the budget estimates. 

'Georgia 

In: Georgia the appropriations in lump sums to departments 
or the units thereof render some executive control possible. The 
State statutes require that this be achieved througb quarterly 
allotments. The Governor has no power to modify the appro
priations and his tasks are concerned chiefly with requiring their 
conformance to the budget act as passed by the Assembly. He 
may, however, modify allotments and approve intra-departmental 
transfers. Statutes provide for a contingent fund under the 
eontrol of the Director of the Budget to be used for deficiencies. 
It is surprising that this State has avoided the typical Southern 
attitude towards the execution problem. The State, however, does 
not merit a full measure of praise since on one occasion its 
legislature failed to pass any appropriation bill at all. Further-. 
more, serious fiscal crises have been fairly common. There is 
ample indication that the legal provisions have not been executed 
on a sound basis. 

Indiana 

Indiana's legislative solution of fiscal crises is a rare one. It 
follows the practices of the states in the first group mentioned, 
to th~extent that it stipulates a mandatory reaction to insufficient 
revenue. The solution, however, in the Hoosier State is not 

• Painstaking care is taken to live up to the budget. Under certain 
conditions the state board of finance and eontrol may increase appropria· 
tions when the general assembly is not in session. It ie the custom for 
each seseion of the general assembly to provide for a eontingent fund. 
Section 29b of the 1933 cumulative supplement to the general statutes 
provides that inereases in appropriations by the state board of finance 
and eontiol shall not exceed the contingent fund so set up to meet 
deficiencies in appropriations. Under certain eonditions appropriations 
may be transferred from one item to another. (~ion 30b of the 1933 
enmnlati'"'.;..'""1lpplement to the General Statutes.) Ibid., p. 7. 

rConneeticat Lnrs of 1931, See. 35e. Chap. 10. Conn. Pub. Acts (19 .. ), 
":ux, ln.. 
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found in a slashing of expenditures but in efforts to increase tax 
yields. This reaction is uncommon. It may, however, be noted 
in a different form in some older Wisconsin statutes. While the 
property tax lends itself to an extra-legislative modification, this 
is one of the few cases in which an adjustment is made after the 
tax rate for the biennium has been fixed. 

If at any time prior to October 1 it is determined that rev
enues in the current fiscal year will be insufficient to meet all 
requirements, the State Treasurer may fix property tax rates and 
levies for the purpose of raising revenue, provided that .such 
rate in any one year does not exceed 15 mills on taxable 
property. The power or duty to cut expenditures is not present, 
even if this revenue provision proves inadequate. This solution 
is available only for the first year of a biennium. Provisions 
provide further that this special tax levy may be suspended if 
a surplus appears likely. In any event, to impose the levy or 
to suspend it, the approval of the Governor is necessary. This 
device is interesting but it offers no solution for the dilemma in 
which states without borrowing powers find themselves. It is 
more .significant for purposes of this study to note that Indiana 
permits nl) ·interference with voted outlays. 

There is no specified unit of voting. Evidently the itemization 
of the budget is followed in the appropriation bills. The Treas... 
urer has the power to make inter- and intra-departmental trans
ft>n, which reduces the significance of any prescribed voting unit.. 
In the event of an insufficiency of funds for emergencies the 
Treasurer may make appropriations for the succeeding fiscal year 
available to meet expenses of the current year. 

Massachusetts 

Massachusetts conforms to the New England and Middle 
Atlantic states patterns which do not meet crist>s by granting dis
cretionary economy powen to the executive. The general appro
priation bill, which is itemiged and classified according to the 
departments or other spending agencies, with organizational or 
functional subclassifications, forms the basis for the expenditures 
that are administered by the Governor, the Council, and the 
Comptroller. Inter-unit transfers of appropriations are not 
allowed. • In the event of contingencies a fund, of $100,000 appro
priatt'd to the Governor and the Council for such deficiencies 
may be used. • If the fund is exhausted there does not appear 

• Ma111. Acta (1923), e. 362, 130. 
• No expendituree in uceae of appropriatio1111 ••• shall be ineurred 

by any department or instituti011., euept in eases of emergeney, ud then 
nnly U[IOa the prior WTittea approval of the governor and eouneiL 
Mass. Aeta (1928) e. 128, §3. C"""""'tiott efMl DigNt of B~NctUW. 
Bwlgrl z..-, op. oil. The Couneil ia eompotled of the Li~uteoant Gar· 
•mor and nine other peraone ehoeeu. by joint ballot of itlt Senaton and 
A-•hlyml!tl. 1/su. Cout. 1173, H. ., . 
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to be any further legal method available to the State officials to 
obtain revenues. .An extra-legal practice has been reported in 
the State.10 

Michigan 

In Michigan the State .Administration Board supervises the 
execution of the budget. It resorts to an allotment scheme to 
accomplish this. There is no specified unit of voting and the 
detailed classification within the budget is usually followed. The 
Board may approve of intra-departmental transfers but trans
fers between departments are specifically prohibited. In the 
event of emergencies the Board has at its disposal a voted emer
geney fund which amounts generally to from 3 to 5 per cent of 
total appropriations. The Board is also empowered to make 
expenditures out of special fees or taxes that may accrue to the 
Treasury. 
· .A practice is noted which is similar to that which was found in 

Germany in connection with its extraordinary expenditures. No 
funds may be released for capital improvements until the entire 
amount. necessary for the completion of the project is available 
in cash at the time the contract is let. It is further provided that 
such release must not create or add to a deficiency in the general 
fund. It can be seen that this State, as do most of the others in 
this group, makes only occasional and rare efforts to destroy the 
validity of the voted program. The provision regarding the 
availability. of funds for public works may not represent the 
philosophy of the best depression financing policies. However, 
it is less objectionable than the cuts in maintenance and salaries, 
since federal aid seldom covers this :field of governmental activity. 

Minnesota 

In Minnesota a typical allotment scheme is present. There 
exist apparently no powers with respect to making any changes, 
revisions or approving transfers within voted units. Transfers 
outside the scope of voting units are not permitted.11 The vot
ing units appear to follow the budget and to be itemized accord-

lo If ... there is a shortage in any Department then the $100,000 
appropriated for the Governor and Council is used by a vote of the 
Governor and Council to fill in the amount that a Department is seeking. 
In the event that the Governor and Council have used this $100,000 
voted for extraordinary and unforeseen expenses, like the entertainment 
of guests, then th~r Department must wait, simply because there is no 
money available for that purpose, although it .is true that nothing 
suifers very much as frequently bills are allowed to be created and 
earried over, although this is only in a transfer and, so far as I know, 
has never been resorted to. Letter from Henry Long, Commissioner of 
Corporations &: Taxation, Boston, under date of February 21, 1936. 

11 Each disbursing officer, or board, is permitted to allot the appropria
tions for his or its department or institution not inconsistent with the 
terms of ~-.appropriation act. Minn. Stat. (Mason, 1927), § 118 (Oon-
pilat\on IJtld IU.gm. of ths lil:Dscutws Budget L1111D8, (YJ) • .»t. 
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ingly. The basic budgetary law sta~s specifically that State 
money must be expended as appropriated. 

Since the budget laws mention overdrafts as well as deficien
cies there is some reason to believe that expenditures in excess 
of appropriations may be sanctioned if necessary. 

Mississippi 

In Mississippi, beyond· an allotment scheme, little statutory 
basis with regard to execution stage practices is provided. The 
allotment scheme, operating on a quarterly basis, is of recent 
origin. The Legislature has delegated no powers with respect 
to revision of any sort. Transfers are prohibited. However, a 
provision allows the Governor to approve agency allotments that 
go beyond appropriations, if emergency conditions create added 
needs. This does little to avoid the accumulation of de6cits. The 
system was subject to much criticism in the Brookings Institution 
survey. Pro rata expenditure decreases, similar to those that 
were instituted in neighboring states at a later date, were recom
mended and the State was severely criticized for its failure to 
appreciate the significance of the execution period: Suggestions 
very similar to those made for Iowa are noted.111 The proposal, 
also made by the Brookings experts, that an improved allotment 
scheme and a system of lump sum voting be instituted, are more 
likely to receive universal approval. The same applies to the 
proposal that the Budget Appropriation Bill should include a 
specific sum as a contingent or emergency appropriation, to be 

u Power to Reduo6 Appropriation• Pro Rata.. In furtherance of the 
policy of the etate to maintain a balanced budget. to the end that etate 
expenditures shall not exceed the total income of the state within the 
fiscal period, a provisioa should be inserted in the budget law and in 
each maintenance appropriation bill giving the Governor power to reduce 
aU appropriations, except those for meeting state bond and interest 
maturities, rwo mta. when this appears to be necesMry to balanee the 
budget and to bring the total appropriations for all purposes within 
the revenue actually Mllected within the fiscal period. 
E~'tilvf C0t1trol. The budget law, as proposed to be amended. and 

the supplementary measures recommended in this report, provide the 
means whereby the fiscal affairs of the state ean be administered in an 
orderly manner and under the definite responsibility and supervisiOD 
of the Governor. · · 

To withhold the necessary means of eontrol from the ehief executive 
would be to eontinue to weaken the moet important function of our 
t~ystt>m of jt'overnment. Dift'usiOD of executive power d.oel! not safeguard 
&Jlllinst offi<'ial abuse, u wu once thought. but only lll!rYi!l to disguil!e 
and eonceal it. 

The thought may orrur to some that an ueeutive budget ~tem as 
l1ere outlined, would tend to take from department and iDstitubos h~s 
the power to initiate and direct their OWll a.ft'aira. A.8 a matter of faet, 
opt>ration of aa exeeutive budget system ia othf.l' statee and in the 
national ,overnment bu proved that under su.clt a eystem reepolll!ibilitr 
hu been fbted and these offieiala enabled to view aot only their owu 
ad.iYities but also thoee of the trt.ate, as a &iDgle operatip1 unit, of whieh 
their department& and institutions are eo III&DJ rit&J. ilut interdepeDCI.eot 
branchea. (Brooking~ lutitution, Jl~pp& BfW'flfl'l • .,. .U., p. 16f.) 
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allocated ·after a written request· by the agency desiring such 
allocation and after approval by the Governor upon recommenda
tion by the Comptroller.t•. 

Nebraska 

In Nebraska a rigid allotment scheme does not permit any 
major changes to be made in the voted budget. Each month ·all 
agencies must submit to the Department of Finance, of which the 
Department of Taxation and Budget is a unit, statements of 
expenditures for the preceding month. Data submitted by the 
Auditor aid in formulating the allotments, which the Governor 
then approves. ·The statutes provide for itemized appropriation 
bills but the State has on some occasions failed to follow this 
legal mandate. 16 . Transfers are apparently prohibited by the 
Constitution which provides (Article 3, Section 25) that "no 
money shall be diverted from any appropriation made for any 
purpose or taken from any fund whatever either by joint or 
separate resolution." The State successfully weathered the 
depression through judicious financial policies and did not resort 
to delegating post-voting economy powers.15 

New Hampshire 

In New Hampshire an e:tfective allotment system is used.11 Budget 

lllOiiJ., pp. 366, 367' 369. 
ttThe law required the governor to submit an appropriation bill 

"clearly itemized and properly classified... As passed by the legislature 
the bill is in a "lump-snm" form as to salaries for the elective officers 
and the main appointive officers. Oompi,lattot. •*' Digen of E~HCUti« 
Bfldgn .lAtD8, op. oit. · 

111 Data on provisions dealing with emergency outlays are not available. 
11 The Governor, in perlorming the bndget duties imposed upon him, 

does not confine himself to the mere work of formulating the bndget 
document, bnt, through the Comptroller's Office, exercises close control 
over the expenditure of the moneys after they are voted. This is par
ticulaTly eft"ective in New Hampshire because of the fact that the bndget 
law provides that the appropriations made ·shall not be available for 
expenditure until allotted, by the Governor. The request& for quarterly 
allotments are submitted to the Governor through the Comptroller's 
01liee. After approval, the allotments are set up aa a credit on the 
Comptroller'& books. The allotments thu made may be compared to 

· a deposit in a bank aince the Comptroller will not authorize the incur· 
renee of an obligation or the payment (withdrawal) of any vouchers 
against a given appropriation until he receives &D approved allotment 
advice from the Governor. 

The inBtalJ.ation and operation of the -bndget and financial control 
system have been of great benefit to ~e taxpaye~ during the past fls~~ld 
year in keeping down and controlling expenditures of tbe spending 
agencies of the state government. 

The departments are no longer JM!I:mitted to spend their appropriations 
without Drat justifying suell expenditures. Department. ean no lo~er 
exhaust their appropriations during June of each fi.scal year by bnytng 
uew office furniture and equipment not absolutely needed; nor ean they 
inere&Be ~ inventory of eu.rrent BUpplies in one fiscal year to sup
.plemenii the-~~ fi.sclll ~a apf!ropriaioue. Brookings Institution, 
Net11 Hs•pslttrfl 8W'W'fl, op. cat., p. 3a7 • . 
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bills are itemized in detail and are cJassified according to organiza,.. 
tion unit and object, thus reducing the probability of surpluses 
available for emergencies. Intra-departmental transfers may be 
made with the consent of the Governor and State Council, which 
consists of five elective members. A similar provision allowing 
such transfers was embodied in an older budget law.'' 

The legislature sometimes makes emergency appropriations. The 
consent of the Governor and the Council is necessary before 
recourse to their reserve appropriations is permitt~. 

Other States 

In Nevada expenditures must follow appropriations. However, 
intra-departmental transfers up to 25 per cent of. the appropria
tions voted may be made. Other transfers are prohibited by a 
provision which rules that "the sums appropriated for the various 
branches of the public service of the state shall be applied 
solely to the objects for which they are respectively made and 
for no others.'' 18 In case of extreme emergencies and with the 
unanimous vote of the Board of Governors expenditures may 
exceed appropriations.'11 

In North Dakota the Emergency Commission has little power 
to modify items already voted. Apparently the legislature itBelf 
indicates much of the necessary modification and carries it out 
through shifting of balances of funds. The Commission may sanc
tion intra-departmental transfers thus eliminating some of the 
rigidities inherent in the detailed appropriation actB. The Com
mission's powers deal, as its name implies, primarily with the 
financing of unforeseen needs. It may draw upon a contingency 
fund over which it has control. In case of necessary expenditures 
arising out of unpredictable needs the Commission may also order 
a transfer of funds from the State Treasury to finance them. 

In Pennsylvania the statutes allow the Governor little if any 
departure from the voted appropriations. No important concessions 
in the interest of preserving the equilibrium of the State finances 
are permitted. There are two phases of his powers and duties, 
The first is the allotment of lump sum appropriations, which gives 
them considerable ftexibility.10 The procedure has been commented 
upon as follows: 

After the appropriation bills are signed, the Governor allo.. 
eates to various departments, boards and commissions, por. 

lT In CIUI8 the allotment in the appropriations for any state depart
ment for anyepeeifte purpose is iDSUffiicient for any fiscal year, & tr&llllfer 
from the allotment. for other purp011e8 in that department JDay be made 
by the state tre&surer, upon the approval of. the governor and eouneiL 
N. H. Pub. Laws (1926), e. 15. 

s. Nev. Stat. (1919), e. -15, I 6931, as amended, CIHfi,MIGtioa •u Di.geri of 
E.~~t~CVtW. Budgn LM:w, op. ott. 

ttlli4., 1 6932. • 
ll A eomprehenaive deseription of the PeDDSylv&Di& allotment acheme ia 

foulld ira the ~ • '" ar,_u.ew. M4 AcNMMttr.~ of tu GoHrw.. 
Mf'llt, prepared by the Joint Legisl&tift Committee OB JiDauee, (JI&rrisburg, 
1934), pp. ~. 
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tions of the appropriations to the Department of Property 
and Supplies for the purchase of supplies, equipment, motor 
vehicles, surety bonds, insurance, and the payment of rentals 
fo:r offices or other space leased outside the Capital or out
side of Harrisburg .. This duty is conferred upon him by Sec
tion. 701 (h) of the Administrative Code. 

To do this the General Assembly appropriates to the Depart
ment of Property and Supplies certain lump sum appropria
tions. These appropriations the Governor allocates among the 
several departments, boards and. commissions, after which each 
allocation becomes expendable in the same manner as an 
appropriation. Incidentally, it may .be pointed out that this 
arrangement, properly controlled through the Budget Sys
tem, provides a :flexibility of funds, controlled by the Gov
ernor, which can be applied with facility to meet govern
mental emergencies which may arise. 

The principle of granting lump sum appropriations has 
become a policy of the General Assembly since the establish
ment of the Budget System.21 

There has been no delegation of power permitting the State 
to make inter-voting unit or inter-departmental transfers. 

A second factor is that the Governor is also permitted to author
ize the spending agencies to increase their rate of expenditure 
so that the total appropriation will be exhausted before the close 
of the biennium for which the legislature had provided. This 
enables the Governor to provide for emergencies and for deficiency 
needs. His authority has never extended beyond adding one-sixth 
to the total appropriation. Actually the appropriations are not 
exhallSted because of the fact that the following legislature will 
be asked to make a supplementary or deficiency appropriation 
to support the agency until the end of the biennium. It will be 
noted that this is possible in such states as Pennsylvania where 
the legislature meets six months before the close of the biennium. 
This advantage does not compensate for the poor formulation 
practices that its biennial budgetary period implies. 

In Rhode Island the Executive is not granted any power to 
restrict appropriations. However, transfers of funds from one 
detailed voting uni~ to another within the total amount appro
priated -to any spending agency are permitted with the approval 
of the State Commissioner of Finance and the Governor. Inter
departmental transfers that will result in increasing the total 
amount appropriated to any spending agency are prohibited. How
ever, as is frequently the case, overdrafts are tolerated and are 
ratified in special acts at the next session of the legislature. 

In Washington legislation that would have authorized the 
Division of the Budget to modify expenditures in terms of avail
able revenue and other circumstances through an allotment scheme, 
failed of passage in the 1935 legislative session. The chief fea-

n To11111Je1ld, ~:t., p. 2. 
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ture of the bill was an allotment scheme delegating to the Gov
ernor the power to cut or postpone outlays, as well as a control 
over deficiency items.n Under the existing laws neither modi
fication nor the transfer of items is permitted. This means extreme 
rigidity since appropriations acts are itemized in great detail 
Overdrafts may be incurred only in the event of emergencies and 
with the written approval of the Governor. The amount of such 
emergency outlays may not exceed $250,000 in any biennium. This 
State follows the practice of many others in not requiri.ng special 
legislative approval for the deficiency items financed out of avail
able contingency resources. 

In this brief survey of some outstanding execution stage prac
tices in state budget systems those of several jurisdictions, includ· 
ing Delaware, Kansas, Louisiana, Montana, New Mexico. South 
Dakota, and Texas, have not been discussed. · The absence of 
any specific data on the practices in these states is the sole 
reason for their omission. It is also possible that some of the 
states in the third ( unrevised expenditure) or second (permissive 
modification) groups may have been erroneously classified. Recent 
appropriation acts may have had riders which for a particular 
period, would have placed the state in another group. In one or 

It The following is & oopy of the propoaed bill: 
Be it en~Wted by the Legislature of the State of Washington: 
Section 1. That Chapter 9, Lawa of 1925 (chap. 3, Title 75, Rem. Ret'. 

Stat.), be amended by adding & new section thereto to be known as 
section 8-a, to read as follows: 

Section 8-a. No legislative appropriation to any o&e, department, 
institution or other ageney of the state, except the legislature and the 
judiciary shall become available for expend1ture until the responsible 
head thereof shall submit to the director of effileieney, or the sueeetlllOr 
of auch offitoer, through and by means of the division of budget, quarterly 
estimatt'tl of the amount required for each ~~etivity to be earried on, and 
auch estimates shall have beea approved by the director. Supplemeatal 
estimates may be submitted during any quarter eovering additiOIIIl 
allowanl'ft necessitated by conditions of such nature that they eould aot 
reasonably have been foreseen. The direetor is authorized. to approve 
such estimates and supplemental estimates in wlwle or in ~ and it 
aball be unlawful for an'! offieet or department or institutwn head or 
any disbursing officer to mcur any indebted.Det!e or make any expenditure 
in any quarter in exeess of the quarterly allotment or supplemental allot· 
ment approved by the diredor, Any appointive officer or employee 'fiolat. 
ing the provilii0011 of this aeetioa shall be subjeet to 8U.IIliiW'J' remonl. 
Estimates under this eeetion shall be furnished. iD triplieate and, after 
the director baa endoraed his ad.ioa thereon, one eopy shall be returned 
to the fonrarding o.t'liee, department or institntioa. and one eopy trans.. 
mitted to the etate auditor. lD passing upon estimates 1lllder this aee
tion, the direetor shall take into eonsidera.tioa the amount of the appro
priatioa for the oftice, departmeut or institntioa for the biennium. the 
l1l&IIODahle Deeds of aucll offite, departmeat or institutioa dnrillg the 
quarter for ordinary operating purposes; the need. if anv, for er.traor· 
dinary or DOD·rerurring purpoees; the probability of failUre of 11!\"eaue 
in the fund against whiela the appropriatioa is made., and aay other 
rele'rant faeta. Tbe a.etioa of the d.ireetor witJl respeet to allottJnenta for 
any elective lltate fin.uKoe C!Omlllittea and the llt'tioa of IIUdt lllOIIIJilitue 
abal~ be &nal. Seaata Bill No. 318, State of Wuh~ Utll Replar 
fi'Niioa. • 
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two instances the writer has relied on newspaper reports to sulr 
stantiate a classification. This involves the possibility of errors. 
It has "been the intention to show trends and types rather than 

· a survey of all the practices in each state. This will reduce .the 
signi:ftcance of the ·misinterpretations that will undoubtedly be 
noted. 

There is ample evidence to indicate that "the commonwealths 
whose practices have not been described fit into the typical sys
tems that have been pointed out as representative of the three 
groups. A few isolated phases that .have come to the writer's 
attention may be of interest. Louisiana is unique in that it has a 
legalized formulation of precedence in the matter of expenditures. 
The statutes indicate that the general appropriation act takes 
precedence over any other appropriation legislation, and that sala
ries .and ofti.ce expenses· take precedence over other items in any 
voted outlay group. Such a legislative indication of essential items, 
if based on sound economic and financial reasoning, may be devel
oped into a sounder retrenchment program than most of those 
observed. 

In' South Dakota is found an interesting device that solves 
the problem of financing unforeseen needs. However, it must 
be said that successful recourse to it may be had only in the 
:6rst year of the bienniuni and that it is potentially a source of 
abuse. In simple terms, it involves authorization of expenditure 
by a state agency of part of its appropriation for the following 
year, upon the Governor's written approval. For the second year 
the opportunity for deficiency item voting prevents a normally 
irremediable sacri:ftce on the part of the beneficiaries of the second 

. year's' ·appropriations. This South Dakota device has nothing 
but expediency to recommend. it. : 

New York 
A discussion of the practices in the Empire State concludes 

the·survey. New York's system is among the most rigid of those 
states that do not permit the Governor to modify the program 
over which he has had so much nominal influence during its 
preparation. There are no provisions whereby expenditures may 
be reduced. Appropriations are truly mandatory. Most of the 
appropriation bills are voted in itemized detail. There are seve~al 
functions, chiefly capital construction items, for which appropna
tions are voted in lump sums.11 Only in the case of these lump 

:n A former Director of the Budget has commented on New York's voting 
unit as follows: 

Several fears ago it was thought necessary tO enact a highly segrega~ 
appropriation bill. To a very great extent we still follow that plan m 
New York, not because I believe it is the best one, hut rather because 
of the reluctance of the legislature to make a change. Our legislature is 
not fully convinced that the executive budget is preferable to one pre
pared by it or by a hoard of estimate and control. It believes it should 
retain so~easure of control and that it best can do that by an item-
bed approp~on bill. . . 

Jlark Graves, •state Expenditure Control." ProcetM"f/a of tAe Twtmtlf' 
fifti uwtiGI OaafertiiiOB 011 ~~JMJtiol., ?· cit., p. 148. 
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sum appropriations for· special. activities is an 8.uotment system 
used.Z' The agencies are voted funds according to the 4etailed 
appropriation bills. . There have been suggestions that New York 
modify its practice and adopt a lump sum voting procedure. This 
would automatically enhance the control powers of the E.xecutive. 

Transfers are permitted within schedules for expenditures other 
than those appropriated for personal seryices. This is a common 
restriction and it prevents payroll padding. It is doubtful whether 
the transfer system in other states of itself encourages salary 
increases or the appointing of new employees even, though the 
practices are not specifically prohibited in the budget legislation 
as in New York. New York makes no provision whatsoever for 
expenditures in excess of voted appropriations.*1 If the need 
arises, special sessions must be called in order to vote supple
mentary items. This is usually in the period betweev. July and 
January during which the legi&lature is not in session •. 

Summary and Conclusions · 

It is fortunate that the largest group consists of those states 
that have not been foreed to . adopt mandatory or permissive 
economy measures. . With the exception of Vermont, and possibly 
a few others of the twenty-four commonwealths that have been 
listed, the states in the first two categories have all resorted to' 
post-voting reduction as a means of alleviating the effects of .finan. 
cial crises. Whatever may be said about the fiscal. or budgetary 
policies of the states in this last group none of them has forced 
or permitted its executive to cripple governmental functions and 
services that have already received legislative approval. Only 
Indiana is known to resort to supplementary tax rate increases 
as a nominal solution of a disappointing revenue yield problem. 
If any of the states here listed, seventeen in number, has made 
occasional experiments with permissive or even mandatory revision 
practices such experiments do not represent any definitive philoso
phies. If voluntary reductions have been achieved through the 

•• The Director of the Budget approves changes within schedule&; that 
is to say in appropria.tions for expenses other than personal aerriClf.!8 in 
schedule form an amount may be transferred between itema withia the 
same BChedule. In general, there is no aueh ehange authorized for per
IOnal aerviee. In respect to lump sums for special activitie& the Director 
of the Budget approve& original authorizatioll8 for both personal service 
and maintenance and operation, and amendments thereto. . 

The allotment system is not used except in lump sums referred to above. 
In eueh eases the period may vary aooording to the partieu.lar under·· 
taking. Letter from Abraham S. Weber, Director of the Budget, Albany, 
under date of March 5, 1936. 

M No spending agenq may legally exceed the appropriation duly made 
by statute or expend funds for purpoeea DOt authorized by legislative 
act. Neither may any liability therefor be inenrred in anticipation of 
future legislative action. • 

Article 3, Sectioa 21 of the State Constitution provid"!ri>r the Bpelllli· 
ture of State funds except in aceord&Dee with an .tppropriation act. 
In conformity therewith the State Finance Law. Sectiou 15 IIDd 36 
eonftrma tbia restriction. Ibid., nn~er'date oj Sept.. t, l93tll 
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cooperation of executive departmental heads one of the least objec
tionable alternatives has been practiced. Most of these states 
have conten~ed themselyes with allotment schemes designed to dis
courage avOidable defiCiency needs. As long as financial and eco
nomic backgrounds and political leadership remain the states 
may .be considered unprepared for the wide extensidn of execu
tive budgeting powers, .as exemplified in Vermont. It is need-· 
less to add that sound allotment schemes are essential even if 
they are not coupled with any reduction program. 

Because of the absence of post-voting economies other phases 
of the execution stage practices loom significant. It is important 
that these states, of which only three have annual budgets should 
provide the executive with some degree of discretion in h~band
ing the financial resources of the state. Still only four of the 
commonwealths, California, Colorado, Georgia, and Pennsylvania, 
are. indicated as having !ldvance~ beyond the line-budgeting notions, 
which are now less htghly priZed than previously. One state, 
Nebraska, was reported to have practiced itemized budget voting 
in Spite of legal sanction to do otherwise. That Connecticut, 
Indiana, Massachusetts, Michigan, Minnesota, New Hampshire, 

. New York, Rhode Island, !J.nd Washington must look up to Georgia 
in the matter of voting units serves to indicate the ripe field for 

. budgetary reform in many of the leading states. 
In the matter of transfers, only two states, both in New England 

and in the detailed voting class, namely Connecticut and Rhode 
Island, report the delegation of inter-departmental transfer pow
ers. Minnesota, Mississippi, Nebraska, and Washington stand 
at the other extreme in sanctioning no transfers whatsoever. With 
some consistency, not here conceived as a virtue, these states vote 
·itemized appropriation bills and condone no revisions. The other 
eleven states in this group permit transfers within departments 
or, less liberally as in New York, within schedules of the depart
ments .. Nevada alone adds a percentage limitatiou, a somewhat 
meaningless provision since transfers are designed primarily to 
facilitate the redistribution of savings or the re-allocation of minor 
surpluses. Unless executives and department heads can be trusted 
.to use their transfer powers in the ,interest of fiscal efficiency 
alone .the privilege should never be granted. In def~nse ~f Nev:ada 's 
statute it may be stated that 25 ·per cent of an 1tem IS a liberal 
transfer limit. 

Almost every state in this group, except New York, makes some 
attempt to avoid deficiency items, special sessi?ns, and extr~-legal 
overdrafts. The writer has had no opportumty to ascertam the 
extent of the use or effectiveness of the various methods that 

· are noted. The listing of the practices serves merely to indicate 
that the problem has been recognized. Almost every conceivable 
solution is represented. A n'!lmber of s~a~es allow overdr~ft~. 
Washington..J.~galizes the practice by proVIdi~g. a statutory hm1t 
on the amolittt in excess of voted appropriations that may be 
expended in the stated periods. A few states more wisely vote 
contingencf fund apprC'priatfoD{I thus providing the needed financ
ing and avoiding th,e piling up. of deficits through overdrafts. 
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Examples are also noted of schemes for shifting yearly appropria
tions within a biennium, of combining a reserve plan with an 
allotment scheme, and of the transfer of balances from certain 
funds. If a state has provided for the average deficiency that it 
has incurred in past years its method may achieve some measure 
of success. 

The Reform of Execution Practices 

I 

It has already been noted that any revision of execution stage 
procedures is predicated upon ehanging fiscal policies and con· 
ditions. There perhaps will always be states without credit 
resources, lacking or failing to exercise effective taxing powers, 
and, above all, determined to retain a strictly interpreted quanti
tative balance in their budget programs. Such states must turn 
to execution phase retrenchment devices. 

It is, however, feasible for a budgetary system to minimize the 
need for, and to avoid, certain drastic methods. This study has 
already attempted to outline revisions in other phases of budget
ary systems that will facilitate such ends. Exeeution stage 
procedures are also amenable to reform. The following recom
mendations, to be considered in terms of the institutional back
ground of each state, are offered. They are designed for 
flexibility and maximum control. They are suggested particularly. 
for those jurisdictions that do not improve the other phases of 
their budgetary systems: 

a. The use of lump sum appropriations whenever these 
are possible without interfering with administrative effi
ciency. 

b. The adoption of improved allotment schemes in connec
tion with these practices designed to encourage reserves for 
unforeseen requirements and to establish the legitimacy of 
deficiency needs. 

e. The conferring of inter- and intra.departmental transfer 
powers to be used whenever revenue inadequacies threaten 
reoourse to non-selective eoonomy devices. 

d. The recognition of the need of preparing for emer. 
gencies through providing contingency appropriations and 
reRerve funds. 

Such changes are necessary in order to avoid any fiscal or 
budgetary policies that do not allow executive budget leader
ship to assert itself or that require rigid and inflexible execu
tion. The ultimate goal of the states should be towards a solution 
of their problems in terms of comprehensive and unified budget 
programs endowed with survival values. There is no execution 
stage substitute for timely and efficient formulation and adop
tion. Revenue and expenditure are not passive factors, but are 
adjustable to desired relationships during these two budgetary 
stages. During the exeeution period only limi~nd unilateral 
expenditure revisions are feasible. . 
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• In connection with New York Staie's particular budget prob
lems, it is of interest to note that the discussions that have been 
held since the adoption of its system have not been much COn· 
cerned with the execution phases. The broad social and economic 
philosophy of the State's leadership, its excellent credit standing, 
and its wide economic resources would have been a poor back
ground upon which to project any of the drastic mandatory or 
permissive retrenchment methods. A lack of harmony between 
the legislature and the Executive may have restrained the dele
gation to the ·latter · of some powers that the legislators now 
jealously guard. The system itself, in its comprehensiveness and 
unity, and its preparation and adoption procedure, is not of the 
type that makes a drastic execution policy essential. 

The State could, however, benefit from a broadening of its 
executive budget concept. The voting of lump sum appropria
tions and the allocation of broader transfer privileges · would 
lessen the need for deficiency appropriations by maximizing and 
equalizing savings. Much may be said for a mild policy of exec
utive discretion in the realm of outlays in which an element of 
selection may enter. The comments of a leading :financial officer 
of the State support this view. The President of the State Tax 
Commission, Mark Graves, . spoke as follows when occupying the 
position of the State's :firSt Director of the Budget : 

It iS not sufficient, as I see the situation, to attempt to 
control expenditures entirely through the instrumentality of 
the appropriation act. When our appropriation bill has 
been enacted, no authority for controlling expenditures exists. 
Not even the Governor can command or legally restrain one 
of his own appointees from spending the entire appropria
tions. He can, and has, used moral suasion, and with very 
good results. That is 'the weakest part of our budget pro-

. cedure. I maintain that it is quite as· important to control 
expenditures out of the appropriations as it is to exercise 
great care in making the appropriations in the first instance. 
It is virtually. impossible for any spending official to antici
pate twenty or more months in advance of the close of a 
:fiscal year his :financial requirements for that year. The 
result is that the official ·plays on the safe side, and if he 
ens at all, he requests more than will be needed. So, too, 
in the case of the budget-maker. If he must consider a large 
number of items for each agency, and make an allowance for 
each, he is, if he acts conscientiously, just bound to recom
mend in the aggregate more than will be needed. It is essen
tial to have vested somewhere authority to restrain the 
spending agencies; otherwise they are too apt to view the 
appropriation as a command to spend rather than an allow· 
ance to spend. The presence of unexpended balances in 
appropriations presents all too frequently a temptation to 
incur ob~,tions not absolutely necessary.28 

• 
·• :Mark Graves, op. mt., p. 148., 
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· Since the Empire State' has not been faced with the &lterna· 
tives of deflationary expenditure policies or of harsh post-voting 
economies, the need is not felt for inter-departmental or inter· 
fund transfers or borrowings. The State would, however, find 
an efficient allotment scheme of value. Not only would execution. 
procedures improve, .but better standards would be created 
in estimating ·and in determining the validity and. urgency of 
deficiency needs. · · . 

The State appears to be inadequately prepared to meet emer
gency fiscal needs and does not anticipate unavoidable estimating 
errors. There are no appropriations for contingencies nor are 
any sums allocated to the Executive for discretionary apportion
ment. The State can do much to facilitate the accomplishment 
of its projected expenditure and revenue equilibrium. In times 
of financial stress the failure adequately to anticipate unbalanc
ing tendencies is tantamount to an acceptance of a deficit financ
ing policy. Under New York's budgetary procedure this would 
involve the burdening of the subsequent fiscal period with the 
deficit incurred during the ~revious ;rear. 
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449, 452; special legislative ses
sions, 459 note; legislative proc

,esses, 476 twte, 480; budget execu
tion, 605-606. 

Cuba, provisional budgets, 517. 
Czechoslovakia, budget system, 110; 

assigned taxes, 200, 209-210. 

D 
Delaware, debt limit change without 

public referendum, 24; property 
tax, 24; budgetary comprehensive
ness, 118; taxes for education, 232; 
budget preparation agency-board 
type, 314; legislative organization, 
449 ; supplementary items, 498. 

Denmark, on continuing expenditures, 
72; on revenue review, 82; budge
tary comprehensiveness, 107; mul
tiple budget -system, 162; fine 
budget administration, 163; budge
tary unity, 169; extraordinary 
budgets, 174, 191; assigned taxes, 
210; budget preparation agency, 
293; expenditure estimating, 341-
342; budget voting, 393; legisla
ture in budgetary matters, 413; 
legislative organization, 444; sup
plementary items, 493; provisional 
budgets, 516; bndg~ execution 

- ' practices, 545. ' 
Dutch Indies, pro-&isional budgets, 

517. 

E 
Esthonia, assigned taxes, 200; inde· 

pendent budget preparing agency in 
•• , 292; legislative organization, 
431; provisional budgets, 517; 
budget execution practices, 546 
twte. 

F 
Finland, legislative organization, 431 ; 

legislative processes, 470; pro· 
visional budgets, 517;- budget exe
cution practices, 546 twte. 

Florida, long term indebtedness, 21; 
on continuing appropriations, 76--
77; report of special committee, 
Table VI, 77; absence of bonded 
debt, 115; ·budgetary comprehen
siveness, 118; on . numerous tax 
assignments, 245-246; budget prep
aration agency-board type, 314-
315; expenditure estimating, 352--
353; budget voting, 37 4; legislative 
organization, 449; special legis
lative sessions, 459 note; legislative 
processes, 478-479; accounting 

· practices, 530; budget execution, 
565-566, 575, 576. 

France, tax coordination, 33; on 
budget period, 57; budget period 
manipulation 62; on continuing ap

. propriations, 71-72; on revenue re· 
view, 82; extra. budgetary items in, 

• 89, 91, 981f.; budgetary comprehen
siveness, 981f.; railway budget, 98-
99 ; sinking fund, 99; social insur
ance scheme, 99; "Budget of Re
coverable Expenditures," 101, 175; 
stabilization fund, 101; annexed 
budgets, 156; French Post, Tele· 
graph and Telephone source, 156; 
multiple budgets, 156--158; budge· 
tary unity, 156--158, 168; special 
Treasury accounts, 160; extraordi· 
nary budgets, 1741f., 191; collapse 
of budget system in World War, 
174; assigned taxes, 199, 200, 207; 
budget preparation agency, 293; 
revenue forecasting-post war 
period, 319-320; automatic esti
mating bases, 328-329; expenditure 
estimating, 346--348; budget vot
ing, 393, 397; restrictions on legis
-lature in budget matters, 412-413; 
legislative organization, 432, 437, 
438, 440; legislative processes, 470; 
provisional budgets, 510 raote, 515, 
518; accounting system, 528-629; 
budget execution practices, 540-543, 
557. f 
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G 
Georgia., continuing appropriations, 

75· budgetary comprehensiveness, 
US· extra budgetary items, 120; 
corporate income tax, 225; poll tax 
for education, 234; on numerous 
tax assignments, 246; law on budget 
balancing, 279; executive budg~t 
on statutory basis, 304; expendi
ture estimating, 372-373; budget 
voting, 394; legislative organiza
tion, 450; legislative processes, 
482-483; supplementary items, 
499; provisional budgets, 521; 
budget execution, 606. 

Germany, tax co6rdination, 34; 
budget period manipulation, 61; on 
continumg expenditures, '12; on 
revenue review, 82; extra budgetary 
items in, 87 ; budget system under 
Weimar constitution, 107; budget 
system under NSDAP, 107; bu~et
ary unity, 152-156, 168; multiple 
budgets, 152-156; Gesamt Plaft., 
152-163; under National Socialism, 
156; extraordinary budgets, 17 4, 
177-180 191; Em•elpZo;ra, 17'8; dual 
budget ~ystem, 178; assigned tax~s, 
199, 200, 208-209; budgetary ln· 
fiuences on fiscal policy, 272-273; 
restrictive progra.m, 272; budget 
preparation agency, 293-294; reve
nue forecasting, 321; expenditure 
estimating, 340-341; budget adop
tion, 389 ; budget voting, 393; legis· 
lature in budgetary matters, 413, . 
415, 416; budget balancing, 428'; 
legislative organization, 433, 435, 
437, 439; legisla~ive processes, 471; 
supplementary 1tems, 493; pro
visional budgets, 616; budget exe
cution practices, 643-544, 657. 

Grt•at Britain, depression financing, 
14; budget system features, 51ft".; 
on continuing of expenditure items, 
68-69; criticism of, 69; on revenue 
review, 82; budgetary comprehen- · 
aiveness, 95; extra-budgetary ele
ments, 95tf.; stability of fiscal 
practices, 95; Unemployment In
surance Fund, 95-96, H6, 203: 
bud~tary autonomy, 96; gross and 
aet budgeting, 1311; multiple budg
ets, 146-147; bud~tary unity, 167; 
extraordinary budgets, 174, 187-
188, 191; assigned tu: revenuea, 
193, 202, 203; budgetary inft.uenee 
on &cal polity, 269-270; tu: re
forms, 269-270; eucutive budget 
eo~~oept, 270; exeeutive budgetary 
l)"&t.!m in .. , 284-285; t:remplary 

I. 

in pr~paration of budget, 292-293; 
superiority of estimates over U. S. 
methods, 322ft'.; estimate juggling, 
325; emphasis on revenue esti
mating 326tf.; announcing esti
mating baBell, 329; time relation· 
ship in revenue estimating, 329-
330; expenditure estima.ting,_ 336-
337; budgetary documents m •• , 
384; budget voting priority, 399; 
legislative powers in· budgetary 
matters, 406-409; freedom on tax
ation questions, 407-408; tradition 
of executive budget powers and 
sound fiscal policy tax reforms, 
408-409; budget balancing, 428; 
legislative organization, 431, 432, 
433-435 • budget submission, 463; 

. supplem~ntary items, 496; defi
ciency items, 505; provisional budg· 
eta, 610 twte; accounting system, 

-528-529; budget execution prac
tices, 534-636, 540. 

Greece, on continuing expenditures, 
72; on revenue review, 82; budget 
system, 109; multiple budgets, 166; 
extraordinary budgets, 174, 189; 
assigned taxes, 200, · 206; inde
pendent budget preparing agency in 
. ~. 291-292; expenditure estimat
ing, 341 ; leglislature in budgetary 
matters, 413; legislative organiza
tion, 433, 437; legislative processes, 
471 ; provisional budgets, 515; 
budget execution, 659. 

H 
Hungary, mi continuing expenditures, 

72; on revenue review, 82; ·budget 
system, 108; annexed budgets, 164; 
multiple budgets, 164 budgetary 
unity, 169; extraordinary budgets, 
174, 189; assigned taxes, 200, 206; 
budget preparation agency, 295; 
expenditure estimating, 345; legis
lature in budgetary matters, 4:13; 
legislative organization, 432, 433, 
437; legislative processes, 4:7 4; pro
visional budgets, 616; budget exe
cution prae~iees, 547-548, 557. 

I 
Idaho, continuing appropriations, '14; 

budgetary comprehensiveness, 118; 
lack of extra-budgetary items, 129; 
on fuel tax diversion, 220--221; 
use of income tu: reYenue, 224; 
corporate income tax, 225; aalee 
tax use 226; aales tax for educa
tion purposes, !32; on Dumeroutl 
tax assignments, 247 ; eueutive 
budget on .,.tutory buis, 304: i 
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expenditure estimating, 37 3; 
·budget voting, 395; legislative or
ganization, 449; provisional 
budgets, 511; accounting practices, 
530; budget execution, 586. 

Illinois, property taxes, 24; continu
ing expenditures, 7 4; budgetary 
comprehensiveness, 118; lack of 
extra-budgetary items, 129; sales 
tax use, 226; sales tax for educa
tional purposes, 233; on numerous 
tax assignments, 247; executive 
budget on statutory basis, 304-305; 
expenditure estimating, 353-354; 
budgetary documents, 385; budget 
voting, 395; legislative organiza
tion, 450; legislative processes, 
483; supplementary items, 499; 
budget execution, 586-087. 

India, budgetary comprehensiveness, 
97; multiple budget, 149; budge
tary unity, 167; extraordinary 
budgets, 188; assigned taxes, 203; 
budget planning, 271 ; expenditure 
estimating, 339; restrictions of 
legislature in budgetary matters, 
410--41•1; legislative organization, 
432, 437; budget execution, 5a'i. 

Indiana, long term indebtedness, 21; 
property tax, 27 ; absence of bonded 
debt, 115; budgetary comprehen
siveness, 118; lack of extra bud.,ae
tary items, 129; taxes for ed~ca
tion 232 • on numerous tax assign
ments, 247; on executive budget 
limitation, 299; budget pr~ara
tion agency, 316-317; expenditure 
estimating, 354-355; budget balanc
ing, 428; leg!slative organization, 
450; legislative processes, 453; 
budget veto, 489; accounting prac
tices, S30; budget execution, 60o-
607. . . 

Iowa, property tax, 27; contlnumg 
appropriations, 74; budgetary com
prehensiveness, 118; extra-budge
tary items, 124, 125; corporate tax 
dispersion, 226; sales tax use, 226; 
on numerous tax assignments, 
247ff.; expenditure estimating, 3~5-
356; budget voting, 39;1; le_gislative 
organization, 448; legtslabve proc
esses, 477; budget veto, 489; sup
plementary items, 499; budget 
execution, 577-579, 585. 

Irish Free State, annual revenue re
view 83; budgetary comprehensive
ness; 97; multiple budget, 149; 
budgetary unity, 167; extraordi
nary budgets, 188; assigned taxes, 
203-205; budgetary influence on 
ftseal poliey, 27~-272; budget frep
aration agency In,\286; expenditure 

_estimating, 339-340; restrictions of 
legislature in budgetary matters, 
4ll; legislative organization, 432, 
437; legislative processes, 467; 
supplementary items, 496; pro· 
visional budgets, 508-509; budget 
execution, 537-539, 540. 

Italy, tax coOrdination, 33; on con· 
tinning expenditures, 72, 73; on 
revenue review; 82; extra budge· 
tary items in, 87; budget system 
in, 108-109; multiple budgets, 163; 
budgetary unity, 169; extraordinary 
budgets, 174, 189-190; assigned 
tax revenues, 193, 199, 200, 208; 
independent budget preparing 
agency in .... 292; expenditure 
estimating, 345; budget voting, 
393; restrictions on legislature in 
budget matters, 411-412; legisla· 
tive organization, 433, 437; legis
lative processes, 474; provisional 
budgets, 516; budget execution, 
559. 

J 
Japan, restrictions on legislature in 

budget matters, 412; provisional 
budgets, 517; budget execution, 
557. 

K 
Kansas, budgetary comprehensiveness, 

118; constitution on tax diversion, 
221; corporate income tax, 225; on 

·executive budget limitation, 299; 
• executive budget on statutory basis, 

305, expenditure estimating, 363 ; 
budget balancing, 422; legislative 
organization, 450; legislative coun
cils, 460; budget submission, 464; 
legislative processes, 483. 

Kentucky, long term indebtedness, 
21; continuing expenditures, 74; 
absence of bonded debt, ll5; 
budgetary comprehensiveness •. 118; 
lack.. of extra-budgetary Items, 
129 • on limited tax assignment, 
237: budget preparation agency-

. boa;d type, 315; expenditure esti
mating, 363-364; budgetary docu· 
menta in . . . 385; legislative or· 
ganimtion, 44 7, 450; legislative 
processes, 483; budget veto, 490; 
provisional budgets, 520; budget 
execution, 587-588. 

L 
Latvia, provisional budgets, 517; 

budget execution, 546 •ote. 
Lithuania, provisional budgets, 518. 
Louisiana, property tax, 27; taxes 
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for education, 232-233; property 
tax reduction, 235; budget prepa
ration agency-board type, 315; 
expenditure estimating, 364; budget 
adoption in • . . 389; special legis· 
lative sessions, 459 note; account
ration agency-board type, 315; 
ing pra.ctices, 530; budget execu· 
tion, 614. 

M 
Maine, budgetary comprehensiveness, 

114-118; extra-budgetary items, 
125; limited tax assignment, 237-
238; executive budget on statutory 
basis, 305-306; expenditure esti
mating, 364-365; budget balancing, 
425; legislative ol'ganization, 449; 
legislative processes, 480; budget 
execution, 5961f. 

Maryland, budgetary pl'ovisions in 
constitution, 7 ; pl'operty tax, 24; 
continuing appropriations, 74; 
budgetary comprehensiveness in 
~<tate law, 117; lack of extra· 
budgetary items, 129; on numerous 
tax assignments, 250; on execu
tive budget limitation, 299; e:xecu· 
tive budget on constitutional basis, 
311-312; expenditure estimating, 
378; budget voting, 394, 898; legis· 
lature in budgetary matters, 418-
419, 421; legislative organization, 
448, 44~.; legislative processes, 477, 
478; bud:;tet veto, 489; budget ex· 
eeution, 579, 585. · 

llassachusetts, budgetag provisions 
in constitution, 7; limitation on 
borrowing, 22; property tax, 24; 
loans to local governments, 42; 
budget period, 56; continuing ap
propriations, T 4; budgetary com
prehensiveness, 115-117; on limited 
tax assignment, 238; executive 
budget on constitutional basis, 811; 
rxpenditure estimating, 377; legis
lative organization, 449, 452; spe· 
rial legislative sessions, 459 .wte; 
legislative proeesses, 480, 482 
eK~te, 487 ; budget veto, 489, 490 ; 
supplementary items, 499; pro
visional budgets, 511-612; bud.,oet 
execution, 607-608. 

Mexieo, provisional budgets, 518. 
Michigan, may not issue short term 

warrants, 23; property tax, 24; 
coatinuing items, 78; budgetary 
eomprehensiftlless, 118; extra
budgetary items, 125; use of in
heritanCle tax for education, 233-
234; on numerous tax assignmrnts. 
!.')(); 1a w 011 )ndget balancing, !79; ., 

expenditure estimating, 356; 
budget balancing, 428; legislative 
organization, 448; legislative ooun
cils, 460; legislative processes, 477, 
478; budget veto, 490; budget ex· 
ecution, 608. 

Minnesota, property tax, 27; budget
ary comprehensiveness, 114, 118; 
on tax diversion, 221; on tax assign· 
ment, 224; taxes for education, 
232; on numerous tax assignments, 
25o-25l ; expenditure estimating, 
356; budget execution, 608-609. 

Mississippi, budget period, 57; eon-
. tinning appropriations, 7 4; budget· 
ary comprehensiveness, 118; extra
budgetary items, 120, 121; use of 
income tax rewmue, 224; corporate 
income tax, 225; numerous tax as· 
signments, 250-251; budget prepa
ration ageney--OOard ty_pe, 315-
316; expenditure estimat1ng, 374-
876; budget voting, 395; budget 
voting priority, 400; legislative 
organization, 449; special legisla· 
tive sessions, 459 note; legislative 
processes, 483-485; provisional 
budgets, lil3; budget execution, 
609-610. 

Missouri, budgetary provisions in 
constitution, 7; property tax, 27 ; 
continuing appropriations, 7 4; 
budgetary comprehensiveness in 
state law, 117; lack of extra· 
budgetary items, 129; on motor 
fuel revenue, 221 ; use of income 
tax revenue, 224; corporate income 
tax, 225; sales tax use, 226; e:xeeu.
tive budget on constitutional basis, 
311-312; expenditure estimating, 
373-37 4; budget voting, 395; 
budget balancing, 422; legislative 
organization, 449 ; legislative proc
esses, 481; budget veto, 490; pro
visional bud~ts, 612; acoounting 
practices. 530; budget . execution, 
583-684, 585. 

Montana, pro{lt'rty tax, 27; budgetary 
eomprehenstvene.ss, 118; taxes for 
education, 232; bud.,aet prepara
tion a,aency-board type, 3UI; 
budget balancing, 422-423; lej!is
lative organization, 450; legislative 
proeeslle.!l, 485. 

N 
Nebra.b., long-term indebtedness, !I; 

property tax, !7; absenCle of· bonded 
debt, 115; bud,aetary eomprehen
siftlless ia tlate law, 117; 1adt of 
ertra-budgri:ary items, 129; oa 

_., 
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executive budget limitations, 299; 
executive budget on constitutional 
·basis, 311-312; expenditure esti· 
mating, 357; legislature in budget. 
ary matters, 421 ; legislative or
ganization, 447; special legislative 
session, 459 twte; . need for. annual 
legislative session, 460; account. 
ing practices, 530; budget execu· 
tion, 610. 

Netherlands, The, on budget periods, 
56; on accounting expenditures, 72 ; 
budget system, UO; multiple 
budgets, 165; budgetary unity, 
169; extraordinary budgets, 174, 

· 1190; assigned taxes, 210; budget 
preparation agency, 295; expendi· 
ture estimating, 348; legislature in 
budgetary matters, 413; legislative 
organization, 432, 433, 444; legis
lative processes, 469, 475; supple
mentary items, 497; provisional 
budgets, 510; budget execution, 
547, 557. 

Nevada, property tax, 27; legislature 
in budgetary matters, 419; budget 
balancing, 423, 428; supplementary 
items, 499; budget exeoution, 611. 

New Hampshire, limitation on bor
rowing, 22; property tax, 24; 
budgetary comprehensiveness, 118; 
extra-budgetary items, 122-123; on 
numerous tax. assignments, 251; 
executive budget on statutory basis, 
306-307; expenditure estimating, 
365-366; legislative organization, 
+50; special legislative session, 
459 twte; legislative processes, 485; 
budget veto, 489; budget execution, 
61()-611. 

reserve and contingency fund pro
visions, 593-{;95; poor administra
tive provisions, 594--{;95. 

New Mexico, budgetary comprehen
siveness, 118; taxes for education, 
232; on assignment of funds, 254; 
law on budget balancing, 279. 

New Jersey, budget period,- 56; ex· 
amples of extra-budgetary items, 
92; budgetaty comprehensiveness, 
ll8J extra•budgetary items, 123, 
124; on numerous tax assignments, ·· · 
251-256 ;_ executive budget on 
statutory basis, 307; estimating ex
penditures,· 359-360; budgetary 
documents in , .... , 386; proposal 
for budgetary documents, 403-404; 
budget balancing, 425; legislative 
organization, 452; legislative proc
esses, 485; budget veto, 490; de· 
ficiency items, 506; provisional 
budgets, 511, 519; emergency pow
ers of 1933, 589; expenditure re
vision in budget plan, 589tf.; large 
governor powers, 590; reserve pol-

New York, budget reform, 6; budge- ' 
tary provisions in constitution, 7; 
budget message, 1938, 12; stand
ards of service in depression, 14; 
bond issues, table, 21 ; constitu
tional provision on tax anticipatory 
warrants, 23; property tax, · 24; 
vulnerability of tax system, 28; 
sharing of taxes, 41; budget period, 
56; budget period inani pulations, 
61; on expenditure voting, 63; 
continuing items, 65; on continuing 
appropriations, 791f.; general fund 
appropriations 1936-1937 Table 
VII, 80; appropriations (1926-27, 
1931-32, 1934-35, 1935-36, 1936-
37) Table VIII, 81; specific use 
funds,· 115; budgetary comprehen
sivenes" in state law, 117; lack of 
extra-budgetary items, 129; budget
ary unity, 192; allocating gasoline 
revenue, 217; on fuel tax diver
sion, 218; spending of gasoline 
revenue for 1938, 221; use of in· 
come tax revenue, 224; on limited 
tax assignment, 239; budgetary 
balance freedom, 280; on executive 
budget limitation, 299; executive 
budget on constitutional basis, 
312-313; revenue estimating, 333; 
expenditure estimating, 38o-383; 
budgetary documents in .... , 
386; budget voting, 396, 398 ;. pro
posals for budgetary documents, 
403; legislature in budgetary mat
ters, 417-421; budget balancing, 
429-430; legislative organization, 
448, 450, 451,. 453; special legis
lative sessions, 455; budget sub
mission, 464, 465; legislative proc-

~esses, 476, 486; budget; veto, 489, 
490; supplementary items, 50o

. 501; deficiency items, 505, 506; ac
counting practices, 529-{;30; budget 

. execution, 614-615; reform of ex· 
ecution practices, 6UHI19. 

New Zealand, budgetaty comprehen· 
siveness, 7; budget system, 97; 
multiple budgets, 149-150; budget
ary unity, 167; extraordinary 
budgets, 188; assigned taxes, 200, 
203; budget planning, 271 ; budget 
preparation agency in, 285; ex
penditure estimat}ng, 338-339; l't!· 

. icy, 591; unit ~ voting, 591; 
early transfer pl'OVIsions, 591--{;92; 
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atrictiona of legislature in budget
ary matter., 411; legialative or
ganization, 432, 437 ; legislative 
proceuea, 468; supplementary 
1tems, 496; provisional budgets, 
\50IHHO; budget execution, o39, 
640. 

North Carolina, property tax, 24; 
budgetary comprehensivenesa, 118; 
extra-budgetary items, 121; assign
ment policies, 198; use of income 
tax revenue, 224; corporate income 
tax, 225; law on budget balancing, 
279; executive budget on statutory 
basis, 307; expenditure estimating, 
366; budget balancing, 424.-425; 
legislative organization, 449, 452; 
legislative processes, 479; budget 
veto, 489; budget execution, 666-
567. 

North Dakota, property tax, 27; 
budgetary comprehensiveness, 118, 
1111; corporate income tax, 225; on 
assignment of funds, 254; budget 
preparation agency-legislative mem
bership, 317; expenditure estimat
ing, 366; budget voting, 394; legis
lative processes, 477, 478; 
legislative organization, 449; budget 
execution, 611. 

. Norway, multiple budgets, 161; 
budgetary un1ty, 168; legislative 
processes, 470; provisional budgets, 
517. 

0 
Ohio, long term indebtedness, 21; 

property tax, 24; continuing ap
propriations, 74; absence of bonded 
d~t, 115; budgetary comprehen
siveness, 118; sales tax use, 226; 
numerous tax assignments, 256- · 
257; executive budget on statutory 
basis, 308; expenditure estimating, 
376; budget voting, 395; legislative 
organization, 450; legislative proc
C81le8, 485; provisional budgets, 
613; budget execution, 572-674, 
675. 

Oklahoma, property tu, 24 ; budget· 
ary tlOmprehensiveness, 115, 118; 
extra-budgetary items, 126 · al· 
lot'&tilllf gasoline revenue, 211'· eor
porate income tax, 225; on ~ign
ment of funds, 25<&-255, exeeutive 
budget on atatutory basis, 308; 
upenditure estimating, 366-367; 
budgetary documents ete •• , , .• 
3~; budget balaneing, 423-424; 
l~Islath•e organi.r.ation 449 450• 
l~islative procell&e8, 4st, budget 
neeution, 682-683, 585. 

'\ 

Oregon, budgetary comprehensiveness, 
ll8; lack of extra-budgetary. items, 
129; use of income tax revenue, 
224; numerous tax assignments, 
257_; executive budget on statutory 
basts, 309; expenditure estimating, 
376-377; budget voting, 395; pro-

' posal for budgetary documents 
403; budget balancing, 423, 428; 
legislative organization, 450 • legis
lative processes, 476 Mte; 485; 
provisional budgets, 513; budget 
execution, 580, 585. 

p 
Pennsylvania, property tax 24 • 

budgetary comprehensivenes;, 118; 
lack of extra-budi{Ctary items, 129; 
numerous tax &ll8lgnments, 258; on 
balanced budget, 280; executive 
bud~t on statll:tory basis, 309; ex· 
penditure estlmating, 371--372 • 
leg~slative organization, 450; legis: 
lat1ve processes, 485 ; budget veto 
490; aocounting practices 530: 
budget execution, 611-612. ' ' 

Peru, provisional budgets, 518. 
Poland, assigned taxes, 200 • restric

tions on legislature in budget mat
ters, 412; p_rovisional budgets, 511 • 

Portugal, asstgned taxes, 200. 

R 
Rhode Island, budget period 56 · 

budgetary comprehensiveness: us; 
lack of extra-budgetary items 129 • 
numerous tax allBignments,' 258! 
executive budget on statutory basis: 
309; expenditure estimating, 360; 
legislative organization, 450 • legis· 
lative proce88CS, 485; budg~t veto, 
489; provisional budgets 520 • 
budget execution, 612. ' ' 

Rumania, on expenditure items, 12; 
budget system, 110; annexed buda
ets, 166; multiple budgets 166'· 
budgetary unit.y, 168; erlraor: 
d_inary budgets, 174, 176-177; as
signed taxes, 200, 205; expenditure 
estimating, 342; budget voting 
393; restrietiou on legislature u; 
budget matters, 412; legislative 
organization, 432, 433, 437; legis
lativt; processes, 474; supplement
ary 1tems, 493-494. 

8 
South Carol~, property tax, 2'1; 

budget per1od, 56; tlOntinuiug ex
pend.itures, 14; budget&ry tlOmpre
henmYeDelll, 118; extra-budgetarJ 
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· iteins, 121-122; corporate income 
tax, 225; taxes for education, 232; 
numerous tax assignments, 258- . 
259; budget preparation agency
legislative membership, 317-318; 
expenditure estimating, 361HJ61; 
budget balancing, 425-429; legis
lative organization, 449; legislative 
processes, 476 rtofe, 479; budget 
execution, 567-568, 576. 

South Dakota, · property tax, 27; 
budgetary comprehensiveness, 118; 
extra-budgetary items, 127; taxes 
for education, 232; numerous tax 
assignments, 259; law on budget 
balancing, 279-280; a:ecutive 
budget on statutory basis, 309; 
expenditure estimating, 367-368; 
budget execution, 614. 

Spain, assigned tax revenues, 200; 
legislative organization, 431; pro
visional budgets, 517; budget exe
cution, 557-558. 

Sweden, on continuing appropriations, 
71; budgetary comprehensiveness, 
97; extra-budgetary items, 98; an
nexed budgets, 158; multiple 
budgets, 158-160; special funds, 
159; budgetary unity, 169; extra
ordinary budgets, 17 4, l!H; as
signed taxes, 200, 21o-211; .inde
pendent budget preparing agency in 
. . . . • 292; expenditure estimating, 
345; budget voting, 393; legislative 
organization, 433, 434, 444; legisla· 
tive processes, 471-472; supple
mentary items, 494; deficiency 

'items, 505; provisional budgets, 
. 516-517; budget execution, 544--

545. 
Switzerland, budget system, Ill; 
· budget preparing agency in .... , 

292; budget voting priority, 399; 
legislative ·organization, 433; 
budget execution, 557. 

T 
Tennessee, funded ilhort term debts, 

21; limitation on borrowing, 22; 
property tax, 27; continuing items, 
78; budgetary comprehensiveness, 
114--118; extra-budgetary items, 
127-128; borrows for general ex
penditures, 170; corporate income 
tax, 225; numerous tax assign· 
ments, 259; executive budget on 
statutory basis, 311HJll; expendi
ture estimating, 368-369; budget. 
ary documents in .... , 384; budget 
TOting, 394; legislative organiza
tion, 449; budget submission, 465; 

· legislative prOCCfSI!Il, 479--480; 
budget veto, 489; lfadget execution, 

568-570, 575, 576. 
Texas, continuing expenditures, 74; 

budgetary comprehensiveness, liS· 
allocating gasoline revenue, 217; 
numerous tax assignments, 259; 
executive budget on statutory 
basis, 311; expenditure estimating, 
379-380; budget voting, 395; 
budget balancing, 427-428. 

Turkey, on expenditure items, 72, 73; 
budget system, llO; multiple 
budgets, 167; budgetary unit, 169; 
extraordinary budgets, 174, 190; 
assigned taxes, 199, 203, 206; ex
penditure estimating, 348-349; 
budget voting, 393; legislative or· 
ganization, 437; legislative pro
cesses, 474; supplementary .items, 
497; provisional budgets, 516; 
budget execution, 560. 

u 
Union of South Africa, budget prepa

ration agency, 286; legislative 
organization, 432; provisional 
budget, 510; execution, 539. 

United ·States, growth of public fin
ances, 12; pre-depression nuance, 
14; on continuing expenditure 
items, 70; federal practice on rev
enue review, 82; budgetary com
prehensiveness, 102lf.; New Deal 
extra-budgetary items, 103-104; 
gold devaluation profit, 106; ex
Change stabilization nmd. 106; 
gross and net budgeting, 140; mul~ 
tiple bud,aet system, 150-152; 
budgetary unity, 16S; extraordi
nary budgets, 174, 18G-186, 191; 
(a) geuel"al and special accounts 
under Pres. Roosevelt, table, 182-
185; (b) classifications in 1937 
budget, 185; a_ssigned tax revenues, . 
193, 199, 200, 201-202; budgetarv 
influences on fiscal policy, 27311."; 
presidential position in relation to 
budget program, 273-217; disl"e
gard Of "balance" traditional, 27 4; 
budget message, 276-277; budget 
preparing agency in, 287ft'.; budget 
bureau in .... , 287-288; segrega· 
tion of treasury and budget func· 
tions, -288; recommendations for 
budget bureau, 288-291; estimate
juggling, 325-326; early expendi
ture estimates, 334; expenditure 
estimating, 342fT.; time element 
reform, 343-345; calendar year, 
344-345; budget voting, 394, 397; 
budget voting priority, 399; legis
lature on budgetary matters; 414-
415; legislative organization, 433, 
435; (a) committee system, 438-

r-
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445; (b) proposala by Chamber of 
Commerce, 440-444; (e) joint com
mittee organization, 444-44~; 
budget submission. 463--434; legis
lative prooeues, 473; supplement
ary items, 494-495; deficiency 
items, 604; provisional budgets, 
519; accounting prsetices, 528, 529; 
budget execution, 549lf.; economy 
bill of 1932, 5lH; transfer privi
leges, 553, 557; reserve. appropria-
tions, 554. , • 

U. S. S. R., on budget periods, 56; 
on expenditure items, 72, 73; 
budgetary comprehensiveness, 98; 
multiple budgets, 161-162; special 
account, 161; budgetary unity, 
168; extrurdinary budgets, 174, 
190; assigned taxes, 199, 205; 
budget preparation agency, 295; 
budget voting, 393; restrictioDB on 
legislature in budget matters, 412; 
legislative organi.u.tion, 433; legis
lative processes, 474-476; pro
visional budgets, 517; budget execu
tion, 659, 560, 

Utah, budgetary comprehensiveness, 
118; lack of extra-b~tary items, 
129; allocating gasohne revenue, 
217; sales tax use, 226; taxes for 
education, 232; numerous tax as
signments, 259; executive budget 
on statutory basis, 311; expendi
ture estimating, 369; budget vot
ing, 394-395; budget balancing, 
4211; legislative organization. 460; 
legislath·e processes, 486; budget 
execution. 58()...681, 585. 

v 
Vermont, limitation on borrowing, 

22; property tax, 24; budgetary . 
·comprehensive, 115-118; Wk of 

extra-budgetary item, 129; cor· 
porate income tax, 235; tu:es for 
eduestion, 232; numerous tu: as
signments, 259; executive budget 
on statutory basis, 311; expendi
ture fllltimeting, 369; budget veto, 
41l9; accounting prsetices, 630; 
budget execution. 601. 

Virl!'inia, limitation on borrowing, 
22; property tax, 27; continuing 
appropriations, H; budgetary eom
prehensivenesa, 118; ladt of extra 
bndgetaey items, 129; use of in
eome tax revenue, 22-l; corporate 
intome tu, 225; on limited tu: 
aesignmf'ftt, 238; biennial bud, set 
period, 282; exeeutive budget ou 
atatutoey basis, 311; expenditure 
Htimati.ng, 369-170; budget voting,· 
395; 1ladget bala.Deing, 428; legis-.. 

i 

lative ~rgan.ization, 449; spec~ 
legislative sessions, 459 110te; legis
lative processes, 479; accounting 
pr0tll!88e8, 530; budget executiou, 
57H76, 576. 

w 
w ashingtoa, budgetary oomprehen- . 

siveness, 118; extra-budgetary 
items, 128; use of income tu: reve
nue, 224; tu:es for education, 232; 
numerous tax assignments, 269-
260; executive budget on statutory 
basis, 311; budgetary documents, 
386; legislative organization, 450; 
legislative Procetllle8, 486; budget 
execution. 613. 

West Virginia, budgetary provisioDB 
in coDBtitution, 7; property tax, 
27; eontinuing appropriatioDB, 7 4; 
budgetary comprehensiveness in 
state law, 117; extra-budgetary 
items, 128; use of income tax reve
nue, 224; sales tax for educational 
purposes, 233; numerous tax as
signments, 260; budget preparation 
agency-board type, 316; revenue 
estimating, 332; expenditure esti
mating, 337-358; budget voting, 
395; legislature on budgetary mat
ters, 419; legislative orgaruzation, 
449; special legislative sessioDB, 
459 110te; legislative p1'00811S88, 4 77, 
478, 482 IIO'e; budget veto, 489; 
supplementary items, 500; budget 
execution, 681-682, 585.. 

Wisconsin. long term indebtedness, 
21; property tax, 24; absence of·. 
bonded debt, 115; budgetary com
prehensiveness, US; ex.tra-~t
ary items. 129; taxes for education, 
232; tu: asignm.enta, 260; exeeu
tive budget on statutoey basis, 311; · 
expenditure estimating, 358-359; 
budget voting, 394; budget balane
ing, 425, 428; legislative organiza
tion. 449; legislative eouneil, 461; 
legialative processes. 481;· budget 
execution, 599-601; emergency 
board powers, .500-000. 

Wyoming, bu.d8etary eomprehenalve
ness, 118; on fuel tax diversion, 
221; executive budget on statutory 
basis, 311; expenditure estimating, 
372; legislative organization. 449; 
lrgislative proeesses, 476 110te, 481; 
budget execution. :;95. 

y 
Yugoslavia, assigned taxes, 200; re

strieti~ on legislature i.D bad,aet 
matters, 412; provisional budgets, 
511. I 
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