
Rewarmed or 
Reformed? Minnesota 
Relaunches 
Performance Based 
Budgeting

In rancorous debates over government 
spending it’s the place of common ground.  

Amidst the ideological battles it’s the Kum-
baya element of Minnesota public finance – 
a recommendation jointly advocated by the 
state’s preeminent progressive think tanks, 
conservative think tanks, good government 
organizations, business organizations, opin-
ion leaders and most everyone else.

The “it” is performance-based budgeting or 
“budgeting for outcomes.” 1 Advocates say 
it is the foundation for productivity and ef-
ficiency improvements in government and a 
cornerstone of long-term budget sustain-
ability.  Skeptics say it is politically naïve and 
administratively utopian with unappreciated 
potential consequences and hazards. Experi-
ence says that regardless of your perspec-
tive, it’s best to ratchet way back on any 
transformational expectations.

The outcomes are coming

The basic concept of budgeting for out-
comes is fairly simple. Broadly identify 
the outcomes or results which should be 
achieved by government and develop per-
formance measures across all government 
agencies and programs in support of these 
outcomes. Then use performance against 
these measures to guide budget-decisions 
and determine resource allocation in govern-
ment. Since performance measures would 
ideally capture both cost and outcomes, 
the practice offers the promise of improving 
both efficiency and productivity in providing 
public services. Such an approach contrasts 
with traditional public budgeting, which 
too-often focuses predominantly on inputs 
but often includes little measurement of the 
results or policy outcomes achieved.

The conceptual appeal is obvious, which is 
one reason why the practice of performance-
based budgeting is not new. Under pressure 

to improve public sector services and attain 
fiscal sustainability, a wave of enthusiasm for 
this practice took hold around the world in 
the 1990s. By 2005, nearly 75% of OECD 
countries had introduced some form of per-
formance information into the budgeting pro-
cess.2 Sub-national governments also began 
to take notice and experiment with the idea. 
In the United States, Texas was one of the 
first states to embrace the practice requiring 
performance measures for all state agencies 
in its 1993 general appropriations bill.

Considering today’s budgetary pressures 
and the enthusiastic support coming from 
almost every political and organizational di-
rection, it’s not surprising that the Dayton 
administration has embarked on building a 
framework for performance based budgeting 
for the 2014-15 biennium and beyond. Ac-
cording to MMB Commissioner Jim Schow-
alter, the department has identified nine 
primary outcomes and is constructing a 
“dashboard” of several dozen numerical per-
formance markers to guide the governor’s 
proposals for allocating state resources in 
fiscal 2014 and beyond.

If at first you don’t succeed…
If this seems familiar, it’s because Minnesota 
has flirted with performance-based bud-
geting before. Its roots can be traced to at 
least 1969 when the legislature said future 
budgets should be stated “in terms of ac-
complishment.” In 1975, the Department 
of Finance encouraged agencies to develop 
and report performance measures in their 
budget instructions. In 1992, the publica-
tion of Minnesota Milestones provided the 
richest environment to date for pursuing 
performance based budgeting. The plan con-
tained 20 goals and 79 performance indica-
tors addressing the state’s well-being and 
indirectly the performance of government. 
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1 We use the terms “performance-based budgeting” 
and “budgeting for outcomes” interchangeably.   
They build on identical ideas even though some may 
quibble technically that they are not exactly the 
same.   Since the academic literature refers to this 
general approach as “performance based budgeting,” 
we do as well in this article.

2 “Performance Information in the Budget Process: Re-
sults of the OECD 2005 Questionnaire” OECD Jour-
nal on Budgeting, 5 (2):87-131
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Department of Finance budget instructions 
to agencies in 1993 stated that Minnesota 
Milestones along with an agency’s own per-
formance measures would “provide the ba-
sis for budget decisions.” 3 

Through these early years, the promise and 
most of the expected benefits of performance 
budgeting never materialized. A 1993 report 
from the Governor’s Commission on Reform 
and Efficiency concluded that the state’s 
budget system was not sufficiently oriented 
toward agency missions and program out-
comes. A subsequent 1994 program evalu-
ation report by the Office of the Legislative 
Auditor on performance budgeting provided 
important insights into what was and was 
not happening:

•	“For	the	most	part,	the	performance	infor-
mation presented in the Governor’s 1994-
1995 budget proposal had little impact on 
key discussions or decisions by the execu-
tive and legislative branches.”

•	“We	 found	 that	 there	 were	 very	 limited	
discussions of performance in executive 
branch budget meetings convened by the 
Department of Finance and no instances 
in which the department reduced agency 
base funding on the basis of performance 
information.”

•	“Legislators	 and	 their	 staff	 told	 us	 that	
the performance based budgeting ap-
proach had little impact on public dis-
cussion of the proposed budget or legis-
lative decisions.”

•	“Agency	 staff	 said	 agencies	 have	 viewed	
performance measurement as an idea that 
was not relevant to decision makers and 
would not outlive each existing adminis-
tration.”

Why did it fail to deliver?  The OLA flagged a 
number of issues including insufficient train-
ing in performance measurement, the time 
needed to develop consensus and collect 
reliable data, political distrust, lack of agree-
ment on agency mission and goals, and lack 
of legislator confidence in the quality of the 
metrics. Theoretically at least, all of these 
concerns might be addressed with patience, 
time, and additional investment leading the 
OLA to conclude the development of a per-
formance-based budget “should be consid-
ered a multi-year process.”

But Minnesota is not alone in experiencing 
results that failed to live up to the ambitions 
and expectations. A 2000 Governmental 
Accounting Standards Board (GASB) survey 
of state budgeting officials (both executive 
branch and legislative branch) found that 
only 7.5% believed that performance mea-
sures were “very effective” or “effective” in 
changing budget appropriations.4 Among 
the findings from GASB’s state-specific case 
studies:

•	“interviewees…saw	 little	 impact	 on	 re-
source allocation” (Wisconsin)

•	“not	one	 individual	provided	an	example	
of a direct relationship between the use of 
performance measures and funding levels” 
(Arizona)

•	“there	 has	not	 been	 a	measurable	 result	
in terms of dramatic allocation changes or 
trends realized” (Illinois)

At the federal level a GAO survey of 1,300 
agency managers and supervisors found 
that only 21% of respondents reported per-
formance measures were used to a “great” 
or “very great” extent in developing agency 
budgets. Similarly, only 20% of respondents 
indicated that performance measures fac-
tored into actual funding decisions.5 

Other research findings conclude that even 
when there is evidence that budget alloca-
tions have been affected by performance 
evaluation, success in meeting a perfor-
mance target did not necessarily translate 
into better outcomes. For example, in a se-
ries of over 10,000 paired observations of 
Texas’s very mature performance budgeting 
system over a 10 year period, only 52% of 
the key performance measures reflected in 
the state’s budget process showed improve-
ment over time.6 

Managing Expectations
“Proponents	 of	 performance	measurement	 in	
government	need	to	reevaluate	how	they	sell	
this	stuff.	…The	fact	is	governments	are	never	
going	 to	 achieve	 anything	 like	 what	 perfor-

mance	measurement	proponents	view	as	text-
book	performance-based	budgeting.

“Management and the Holy Grail” Jonathan 
Walters, Executive Editor, Governing, May, 
2000

Such results suggest that the claims and 
expectations associated with performance-
based budgeting demand closer scrutiny. 
There is unambiguous support in public ad-
ministration for the practice of stronger per-
formance measurement and results tracking 
within government. Substantial amounts 
of research have documented benefits from 
creating and using measures to improve in-
ternal processes and agency performance – 
often with significant budget implications 
within a particular agency.

However, it’s the further extension of this 
practice to support comparative program 
evaluation and ultimately the prioritization 
and allocation of resources across govern-
ment that gives many practitioners and 
scholars significant pause. In other words, 
there is a clear endorsement for performance-
informed budgeting but considerable skepti-
cism for performance-based budgeting.

Why the doubt?  In addition to all the prac-
tical issues flagged by the Minnesota OLA 
in 1994, critics note that measurement re-
mains inherently imperfect and subjective. 
Given the political context of budgeting, 
those with principled beliefs concerning 
the appropriate roles and activities of gov-
ernment may not be receptive to informa-
tion suggesting appropriations that conflict 
with those beliefs. Causality between per-
formance and outcomes is far from certain 
and may have much more to do with factors 
completely outside of government’s con-
trol than with spending decisions. In many 
core functions of government it is extremely 
difficult to specify intended outcomes and 
their relationship with outputs and activi-
ties. Moreover, there is inherent ambiguity 
surrounding the budgetary implications of 
performance measurement. Does poor per-
formance mean a program should be dis-
mantled or reformed, or does it instead de-
serve additional resources to better pursue 
its mission?  If a program performs well, does 
that mean it deserves more funds or does it 
show that it is sufficiently supported?  Is it 
possible the same results could actually be 
achieved at lower cost, and will performance 
budgeting prevent us from finding that out?3 “Performance Budgeting” Minnesota Office of the 

Legislative Auditor, 1994

4 Performance	Measure	at	the	State	and	Local	Levels:	A	
Summary	of	Survey	Results, GASB 2002

5 Performance	Budgeting:	Initial	Experiences	Under	the	
Results	Act	in	Linking	Plans	With	Budgets,  GAO/
AIMD/GGD-99-67

6 Using	a	Performance	Budgeting	 System:	 Lessons	 from	
the	 Texas	 Experience, John C. Stennis Institute of 
Government, Mississippi State University



Many public administration scholars actu-
ally see government-wide resource alloca-
tion on the basis of program performance as 
a “risky undertaking.”7 They express concern 
that imperfect output measures “may focus 
effort but may send bureaucrats marching in 
the wrong direction” leading to an erosion 
of both quality and outcomes.8 According 
to an International Monetary Fund working 
paper reviewing the empirical literature on 
performance budgeting, this is an argument 
“which appears to have considerable basis 
not only in the academic literature but also 
to reflect the lessons of history.”9 Still others 
express concern about creating incentives 
for data manipulation and misreporting and 
the degree to which the energies of civil ser-
vice are sapped by the infrastructure needed 
to support this endeavor.

But perhaps the most important reservation 
lies in the potential disconnect between the 
performance budgeting system and the reali-
ties, behaviors, and motivations within gov-
ernment. Human and financial resource allo-
cation in government is already constrained 
by a variety of institutional and statutory 
forces making any change based on perfor-
mance evaluation difficult. But equally im-
portant to success is the existence of struc-
tural incentives for people to “do the right 
thing” at the micro level. 

As one scholar has put it, “if organizational 
conditions discourage performance, the 
budget will not be oriented to performance 
…	it	 is	 futile	 to	 reform	budgeting	without	
first reforming the overall managerial frame-
work.”10 There’s a real danger that overem-

phasizing a sophisticated budgeting process 
will distract policymakers’ and citizens’ at-
tention from more serious matters and fruit-
ful investigations into internal issues having 
a far greater impact on the effective and ef-
ficient delivery of public services.
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Mark Haveman

From the Director: A Report from the 
NTA Annual Meeting

I was fortunate to be invited as a discussant for a 
paper presented at the 105th Annual Conference 
on Taxation of the National Tax Association which 
allowed a return to the event after many years of 
absence. Here are a few reflections based on three 
days in the world of hardcore tax scholars.

Triumph of the “Publish or Perish” – Once 
upon a time the NTA annual meeting was a 
unique opportunity for tax researchers, tax prac-
titioners, and legislators at all levels of govern-

ment to get together to discuss tax policy and practice. It was a great 
venue for cross-fertilization, developing applied research ideas and 
bridging theory and tax policy practice. Those days are largely over. The 
agenda and participation is dominated by academics with virtually no 
business	and	elected	officials	present.	This	is	unfortunate	because…

There continues to be considerable practical policy value in the 
analysis and information provided. The agenda was loaded with 
research content relevant to seemingly most every dimension of tax 
and fiscal policy being debated here in Minnesota and elsewhere. If you 
could mentally fast forward past the incomprehensible mathematics and 
econometric modeling discussions, the conclusions were always inter-
esting and the potential policy implications certainly worthy to chew on. 

“Evidence based” policy has inherent caveats. There is a natural 
tendency to treat findings from academic investigations as “the truth” 
but as any follower of the literature knows, the collective body of evi-
dence on a particular topic is often conflicted. What’s also clear from 
attending a meeting like this is that the methodologies behind the 
findings are not immune to criticism and controversy. For example one 
presentation focused on a replication of a highly-cited and influential 
landmark investigation years ago into single sales factor apportion-
ment that had found significant levels of manufacturing job creation 
from adopting this practice. The reprise found only a tiny fraction of 
the job impacts originally reported. The moral: as useful as these stud-
ies are, there is always the possibility of enhanced or different model-
ing yielding very different results.

Pension issues are hot. The tax world is clearly starting to take 
notice of pension debt and its implications for public finance and state 
and local tax policy. Papers on pension related issues were sprinkled 
throughout the program and very well attended. 

Discussion of the “fiscal cliff” has strong parallels with Min-
nesota’s budget discussion. In some ways the plenary discussion 
on the federal fiscal cliff could have been held in Room 15 of the state 
capitol. Recognition of a significant current and structural deficit prob-
lem – check. Focus on taxing high income earners – check. Recogni-
tion that any tax receipts from increased taxation of high incomes are 
hopelessly oversubscribed and don’t solve the demographic and struc-
tural challenges government is facing going forward – double check. 
Acknowledgement that sound tax principles and good research can 
inform policy but there is no escaping the fact that values play the 
largest role and are the biggest sticking point -- checkmate.

Tax scholars have a highly jaundiced perspective on the pros-
pects for federal tax reform. When asked in the opening plenary 
session who believed that 2013 would mark the beginning of a serious 
effort to reform the federal tax code, not a single member of the audi-
ence of 300 or so raised their hand.

Joel Slemrod is an incredibly deserving winner of the 2012 
Holland Medal. The University of Michigan professor was the re-
cipient of this year’s award given for outstanding contributions to the 
study and practice of public finance. It’s likely Dr. Slemrod’s work has 
been referenced as much as anyone in Minnesota tax committee hear-
ings both because of the scope and quality of his contributions but 
also because of the accessibility of his work. He writes with an eye 
toward making the potentially incomprehensible understandable to 
everyone as evidenced by his book, Taxes	in	America:	What	Everyone	
Needs	to	Know.	Go get it.

Ultimately the NTA meeting confirmed the need for individuals and 
organizations to bridge the gap between academia and policy practice; 
and bring the best information available to the table for decision-mak-
ers’ consideration. We believe strongly this is one important dimen-
sion of our own organizations’ work and hope you feel the same way.

On behalf of Linda and Aaron, I want to wish all of you a happy and healthy 
holiday season and a prosperous New Year. We will see you next year in new 
duds – as we become the Minnesota Center for Fiscal Excellence.  — MH

7 “Reward the Winners, Punish the Losers? Perfor-
mance Budgeting Reconsidered”  Dr. Miriam Allam, 
EIPA Scope, 2007 Volume 3.

8 “Assessing the Performance of Performance Stan-
dards in Public Bureaucracies”  American Economic 
Review  Vol 87, No. 2

9 “Does Performance Budgeting Work? An Analytical 
Review of the Empirical Literature”  International 
Monetary Fund, November	2005.

10 “The Performing State: Reflections on an Idea Whose 
Time Has Come but whose Implementation Has 
Not”  OECD Journal on Budgeting 3 (2): 71-103

Continued on Page 4.
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Transparency, Not Allocation
In 1995, the Brandl/Weber “Agenda for Re-
form” stated that “stressing outcomes not 
inputs” and “installing the latest manage-
ment	 fads…	 are	 condemned	 to	 have	 but	
fleeting effect.” The report was highly critical 
of the notion that if we only had better in-
ternal management and planning processes 
we could neutralize the role of politics (and 
the self-interests guiding politics and bu-
reaucracies) in establishing priorities within 
government and allocating resources. It’s 
doubtful any other report better captures 
the uphill climb outcome-based budgeting 
faces in this state.

What seems clear to us is that the prima-
ry benefit of performance indicators is the 
transparency benefits they provide to edu-
cate citizens and policy makers and inform, 
not determine, resource allocation. Ratchet-
ing way back on the extraordinary claims, 
and expectations surrounding this concept 
is perhaps the best way to ensure some-
thing beneficial and useful actually results 
from the effort. n
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