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WHERE WE ARE 

 

 We have a guest speaker scheduled to be with us virtually next week. 

 I plan to post the midterm soon. Remind me if you don't have it by the beginning of next 

week, please. 

 

 
 

Source:  

The Basics of Public Budgeting and Financial Management 3rd edition 

by Charles E. Menifield 

 

NEW MATERIAL 

 

I don't think this material is in our textbook. It is important and it relates to budgeting generally. 

Again, I am thinking primarily of local government budgeting now. The following material may 

be less relevant to the national government that tends to depend upon additional borrowing each 

year, increasing deficits and continuing to run up the national debt to the tune of trillions of 

dollars a year. The things I write below about REVENUE FORECASTING may suddenly 

become more applicable to the national government if the national government comes to realize 

it can no longer borrow (re-borrow) huge sums of money at low interest rates. But that is another 

"story." 

 



In a previous speaking notes I referred to the "State of the whatever" address. (Fill in the name of 

the city or state as appropriate.) The mayor of governor usually take this opportunity to signal the 

financial condition to everyone, and to repeat her or his policy priorities.  

 

The message may be that this is a "do more with less" kind of year coming. Or it may be a "hold 

the line" coming year. Or, "happy days are here again," in which case the signal is to dream big 

and ask boldly.  

 

Departments that do things related to the political CEO's values and priorities have a better 

chance of getting more money in the coming budget than in the prior one. 

 

 

 
Source: https://www.pexels.com/photo/photo-of-grass-field-1227513/ 

 

Very early in the budget cycle, it is important to make a reasonable projection what revenues are 

likely to be in the coming year. I refer to this as, "how high is the sky?" 

 

SO, HOW CAN WE ANTICIPATE WHAT REVENUES WILL BE NEXT YEAR? 

 

Solution 1, use simple linear projection based on the past several years. 

 

 Well, often things do change over time in simple linear ways. If revenues have increased 

about 3 percent per year for the past several years, they may in fact increase about 3 

percent next year above this year. 

 

 But this approach is very limited in insight. And it assumes that "the environment" is 

calm and stable.  

 

 It is much better to approach the situation using an understanding of the various sources 

of revenues and anticipate how each part may be affected by changes in the environment. 

 

Solution 2 , study the parts, and how they may relate to one another 

 

Say that the primary revenue sources of a particular local government are property taxes and a 

local sales tax and intergovernmental payments from the state government. If it were to just 

https://www.pexels.com/photo/photo-of-grass-field-1227513/


project the sum of the three parts forward into the coming year using simple straight-line 

regression modeling, that is the same as assuming each of the three of them will continue using 

the same method of projection. But what if it appears that the local economy is heading into a 

recession, and that payments from the state government are likely to be cut by 30%? Now the 

city should project next year's revenues assuming property taxes will probably be fairly stable; 

local sales tax may be down because of the probable recessing; and payments from the state will 

be reduced by 30%. By estimating each of the three parts separately, the city is likely to create a 

more accurate prediction of revenue in the coming year.  

 

The second method above is better and probably more accurate. There are other 

ECONOMETRIC MODELING methods that involve math that I do not understand. 

 

But the point is that accurate predictions about revenues (and other economic factors) require 

ENVIROMENTAL SCANNING and more sophisticated thinking than simple linear projections 

based on trend analysis.  

 

----------- - 

 

Now, different people in positions of power may disagree about the revenue projection for the 

coming year, because it is in their political interests to favor a higher or a lower estimate. If the 

METHOD of estimation if fairly robust (is based on multiple factors) then the debate can be 

relatively sophisticated. But really the conversation is about power (roles and rules) and the 

apparent reason/logic may be just window dressing. The players probably are not much 

interested in the truth. They are interested in the kind of estimate that will favor them politically 

and monetarily.  

 

If the estimate turns out to be too optimistic one set of consequences is likely to happen. 

 

If the estimate turns out to be too low, another set of consequences is likely to happen. 

 

All the departments would probably favor a high estimate in order to get more money, at least 

early in the coming budget cycle and its allocations. But the whole show may fall apart later in 

the year, when the budget has to be revised downward during the budget year. 

 

 


