
1101 Vermont Ave., NW, 11th Floor  ·  Washington, D.C. 20005 Phone 202.466.3800  ·  Fax 202.466.3801  ·  www.alec.org

POLICY FORUM

11

April 2009

At least 42 states have major budget 
shortfalls. How can legislators 
advance Je! ersonian principles of 
free markets, limited government, 
federalism, and individual liberty 
when there is a budget crisis?  

" e temptation will be to try to 
take the usual approachÐacross the 

board cuts, raid accounts from non-general fund accounts, 
delay funding of some legislation, avoid full funding of 
pensions, and use the federal stimulus funds to postpone 
meaningful budget reforms. " ose actions may give states 
a temporary ªpatchº in their budget shortfall, but when 
the federal funds run out in a year or two, the states that 
did not take action to permanently solve their budgetary 
shortfalls will face an even greater one.

When budgets are built in this traditional manner, without 
deliberate e! orts to develop core governing principles ® rst, 
legislators become ªenablersº for agencies and programs 
that likely have fundamental design  ̄aws or that may be 
providing services in direct con ̄ict with lawmakers' policy 
views. Building budgets the conventional way virtually 
assures overspending since there is little, if any, focus on 
e#  ciency or e! ectiveness.

Debating, writing, and approving a state budget are the 
primary task legislators must accomplish because the 
budget drives all policy.  

Governors and state agencies cannot spend even one dollar 
without legislative approval. Conventional thinking in 
most states has legislators adjusting the current budget for 
in ̄ation, adding caseload increase, splicing in a few new 
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initiatives, and calling this the baseline budget. " is type 
of approach is almost entirely focused on inputs (more 
money). Legislators then often ® nd that the baseline 
budget is higher than the estimated revenue forecast. 
" ey then focus on cutting programs, raising taxes, or a 
combination of both until the total of the general fund 
matches the forecasted revenue. However, today most 
state economies are too weak to withstand a tax hike. An 
increase in tax rates at this time may very well produce less 
revenue (after the tax rates are raised) due to the negative 
economic impact.

" e conventional budgeting approach ignores the 
e#  ciency and e! ectiveness of existing state programs. 
Rarely is the question asked about how existing programs 
can be improved or how can we maximize the return on 
the tax dollars that are collected.

SolutionÐa new budget system
" e Evergreen Freedom Foundation (EFF) recommends 
that states take action this year to address the serious 
® nancial crises in the various states by changing their 
budgetary system from the normal input system to a 
budget system using performance-based budgeting focused 
on outcomes. " is approach asks, ªWhat quanti® able 
results are taxpayers getting for their investments?º 
In 2003, Washington State actually implemented 
performance-based budgeting to close a $2.8 billion de® cit 
without raising taxes, dumping the expensive traditional 
cost-plus budgeting model.

Performance-based budgeting 
Governors and legislators need to answer the following 
questions:

1. What is the forecasted revenue for the next budget 
cycle?

2. What are the essential services the state must deliver 
to citizens?

3. How will the state measure its progress in 
accomplishing those goals?

4. What is the most e! ective way to accomplish the 
state's goals with the money available?

Question #1. What is the forecasted revenue for the 
next budget cycle?  
States should not spend more than the revenue forecast 
for the budget period. EFF suggests states set up a non-
partisan revenue forecast council and then put 2 percent of 
the estimated forecast into a reserve fund.

Question #2. What are the essential services the state 
must deliver to citizens?  
In other words, ªWhat should state government do, and 
in what priority?º States should develop a meaningful set 
of core government principles (EFF suggests no more than 
ten). All existing programs should ® t within one of the 
core functions or they should be abolished. For each core 
function measurable outcomes should be identi® ed and 
agency activities prioritized.

Washington State's core functions currently are:
1. Improve student achievement in elementary, middle, 

and high schools.
2. Improve the value of post-secondary learning.
3. Improve the health of Washingtonians.
4. Improve the security of Washington's vulnerable 

children and adults.
5. Improve economic vitality of businesses and 

individuals.
6. Improve statewide mobility of people, goods, and 

services.
7. Improve the safety of people and property.
8. Improve the quality of Washington's natural 

resources.
9. Improve the cultural and recreational opportunities 

throughout the state.
10. Strengthen government's ability to achieve results 

e#  ciently and e! ectively.

More details on these core functions can be found at www.
ofm.wa.gov/budget/pog/default.asp.

Once core functions are identi® ed, legislators must 
prioritize activities within these functions to deliver the 
expected outcomes. Otherwise, state budgets resemble 
an iceberg, with decades worth of spending unseen and 
unexamined under the water, while the debate rages year 
after year over the small part that sticks out of the water. 
" e longer state lawmakers continue to use the cost-plus 
model, the more ªhardwiredº their de® cit problems will 
become.
 
As a result of following this performance-based budgeting, 
Washington state salvaged a budget that had a $2.8 billion 
shortfallÐwithout making lazy and often irresponsible 
across-the-board cuts. " e reductions in spending were 
not haphazard or routine. " ey came from prioritizing 
what the state determined were the most important 
things to buy to deliver the designated service. Agencies 
were directed by the Governor to provide more details 

Continued on page 21
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on the speci® c services they delivered, who bene® ted, 
how much the services cost, and what results the agencies 
expected to achieve. Agencies were required to prioritize 
all their activities as high, medium, or low priority, with 
at least one third of the agency's expenditures in the low 
priority category.  By focusing on speci® c activitiesÐnot 
programs or agenciesÐthe Governor's budget sta!  created 
prioritized lists across the entire government for each of 
the core functions and proposed to fund those activities 
that contributed the most to each core function.

" e results borne from this process surprised nearly 
everyone, especially those who initially believed it was just 
another public relations program. Its success scared agency 
directors, unions, 
many lobbyists, and 
lots of lazy legislators 
who suddenly realized 
they had to pay 
attention and say ªnoº 
to special interests 
that couldn't prove 
high value for a dollar 
spent.

Taxpayers understand 
this is the best way of 
doing business, but 
it must be explained 
in simple, compelling 
terms. " is type of 
system protects the 
programs deemed 
most important 
from budget cuts. It 
holds agency directors responsible for spending taxpayers' 
dollars in the best way possible to deliver the best services 
possible. It protects vulnerable programs from election-
year rhetoricÐand the list goes on. " e bad guys are those 
people who want more taxpayer dollars when they don't 
deliver the goods. It's just that simple and we should say 
so, over and over again%

Our Stewardship Program (www.e! wa.org/projects/
stewardship_series.php) is structured to help lawmakers 
seize on this budget opportunity by developing state 
budgets around core governing principles. We believe this 
is the best way to make fundamental budget, tax, and 
governing reforms. 

Question #3.  How will the state measure its progress in 
accomplishing those goals? 
After identifying the state's core functions, the next 
step is for legislators to ensure measureable outcomes 
are developed for each of the identi® ed core functions. 
Agency programs should then be prioritized based on how 
e! ectively and e#  ciently each will help meet the goals. I 
can't stress enough the importance of a careful review of 
both the core functions of government and the indicators 
of success. " e indicators must be measurable.

Question #4.  What is the most e! ective way to 
accomplish the state's goals with the funds available?  
" e ® rst three questions in performance-based budgeting 

are about developing 
meaningful 
measurable goals. 
" is question 
is about using 
market forces and 
competition to 
deliver those goals 
e! ectively and 
e#  ciently without 
compromising cost 
and quality.

To make this 
process functional, 
each state agency 
should develop 
what it believes to 
be its mission as 
established by law. 
Once its mission is 

de® ned, it must outline the goals and objectives necessary 
to accomplish its mission. Each of these activities 
should be categorized as high, medium, or low priority 
and performance indicators should be identi® ed. " e 
agency's budget request should re ̄ect those priorities and 
guidelines. Once agencies have completed this analysis 
of their mission and goals, legislative policy committees 
should review the mission statements, goals, objectives, 
and performance indicators for all agencies under their 
jurisdiction to determine whether or not they comply 
with the core functions of government adopted in the 
joint resolution. Legislators should carefully review agency 
priorities and budget requests.

Continued on next page

ªPerformance-Based Budgetingº from page 12
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" is is when legislators should debate the ªmake or 
buyº issue. As lawmakers review agency goals they 
should consider whether they must actually deliver the 
various services necessary to accomplish those goals, or 
whether government's duty is to 
simply ensure that the goals are 
accomplished.

By following this budget process, 
a government ªbuy listº is created, 
directing the discussion away from 
ªcutsº to instead what outcomes 
are being purchased. Performance-
based budgeting provides a 
logical process for measuring the 
activities of government against 
desired performance outcomes and 
prioritizing decisions accordingly. 
" is budget process also greatly 
increases spending e#  ciency and 
economy.    

Once the budget is developed, 
EFF recommends that legislators 
implement the ALEC model 
legislation calling for the budget to 
be posted online for 72 hours before 
legislators vote on it. After the 
budget is signed we urge legislators 
to insist the state have a state budget 
transparency website.

" e move to performance-based budgeting is not a 
partisan issue. For example, for years the Democrat 
Leadership Council has been actively lobbying its 
members to embrace outcome-based budgeting.

 ª"  at citizens want value for their money is no mystery. 
We all want as much value as we can get from each dollar 
we spendÐincluding what we spend on government. 
" e price and value of government are up against the 

price and value of housing, food, 
clothing, health care, and countless 
other goods and services that 
meet people's needs. " e price of 
government is limited, therefore, by 
the value that citizens wantÐand 
getÐfrom government, compared 
with the value they want and 
get elsewhere. Government can 
competeÐand stay relevantÐonly 
by delivering more value per dollar. 
But the only way to accomplish 
this is to reinvent the way we do 
the public's business. Our public 
institutions must learn to work 
harder, but more important, they 
must learn to work smarter.º 
DLC May 7 Blue Print Magazine 
(Attachment 3)

I urge legislators to use this 
current budget shortfall crisis as 
an opportunity to reform their 
state budget process from an input 
system to an outcome performance-
based budgeting system.

Bob Williams serves as Private Sector Chairman of ALEC's 
Tax and Fiscal Policy Task Force, and is the Founder of the 
Evergreen Freedom Foundation in Olympia, WA.
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