LESSONS LEARNED

SYSTEMIC FISCAL OPTIMISM
IN DEFENSE PLANNING

Dr. Leland G. Jordan

Defense planning and budgeting increase national security costs by
significantly overestimating available future resources. An analysis of
Department of Defense out-year resource estimates over a period of 20 years
and six administrations—the first econometric analysis of budgeted and
realized resources in defense—demonstrates that an optimistic bias has
spanned administrations and appears to be a systemic characteristic rather
than a political one. The result has significant implications for reduction of
defense costs without loss of capability.

cal optimism in defense planning than it does receive are not separate. The

and budgeting results in less defensegap between planned and realized bud-
than could have been achieved given theetary resources is the predominant cause
resources available. That is, fiscal opti-of weapons systems cost growth.
mism results in less bang for the buck, Franklin Spinney addressed the prob-
rather than the more bang for the bucklem of cost growth and fiscal optimism
traditionally sought by the Department of in the early 1980s. His analysis was not
Defense (DoD). Programs establishedwell received within DoD, although it
under a projected fiscal regime with moreachieved sufficient notoriety outside DoD:
resources than later are realized mayHe was pictured on the cover @fme
become unaffordable under the tightermagazine (Isaacson, 1983). He addressed
resource constraint. Unaffordable meanghe force structure and unit cost problems
that the budget is not sufficient to carry that result from optimistic assumptions
out the program at the rate, at the unitabout the cost progress curvesid the
cost, and in the quantities originally reluctance to terminate systems that,
programmed and planned. although well along in development or

The traditional issue of weapons sys-production, appear unaf-fordable given

tems cost growth and the issue of DoD’sthe resources actually appropriated (Spin-
consistent forecast that it will receive ney, 1980). Spinney did not address how

Some analysts have suggested that fissignificantly more budgetary resources
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DoD consistently gets into the position  This analysis is based on the following
of not having enough resources to com-axioms. If one plans to have significantly
plete what it has started. more resources than become available
Gansler approaches the issue througlthen it should not be surprising if the plans
the effects on weapons system costs andre unaffordable. The planner should learn
on strategy and the ability to support strat-from such experience and begin to esti-
egy (Gansler, 1989, chap. 5). Focusingnate better the future resources. We
primarily on management within DoD and should not expect a perfect forecast, but
on the interface with industry, Gansler should expect the quality of the forecasts
addresses “optimistic planning,” but doesto improve over time.
not directly address the source of fiscal Forecast accuracy is especially impor-
over optimism. The Packard Commissiontant for national defense when erroneous
identified the problem of optimistic forecasts contribute to a lesser capability
planning and recommended somethan could have been obtained at the
improvements, but did not present anrealized resource level.
analysis demonstrating the persistence of The analysis presented here concludes
the phenomenon across time and adminthat the defense planning and budgeting
istrations (Packard, 1986). Efforts to assessystem is optimistically biased and that
the dollar effect of optimistic planning have the bias has spanned several administra-
been rare and have not been published itions. Nonetheless, out-year forecasts
the academic press. For example, Rolthave been significantly better under some
Clark’s papers, prepared under the auspiceadministrations than under others. Those
of the DoD’s Defense Systems Manage-administrations having demonstrated the
ment College and circulated within the greatest bias in their real growth projec-
DoD, were not published in peer-reviewedtions also have experienced the greatest
journals (Clark, 1990a, 1990b). shortfalls in resources, implying the great-
This article provides an assessment oest impact on management. A proportion
the quality of the defense out-year of the forecast error can be reduced and
resource forecasts from a system perspedmprovements (discussed below) can be
tive, identifies the source of forecastinstituted.
errors, and draws implications about their  Neither this analysis nor those cited
costs and the potential for improving the suggest that optimistic planning results
forecasts. Its broader purpose is to identifyfrom malicious intent. Rather, it is the
the nation’s out-year budgeting practicesresult of a highly complex system that
as an important area of research in whicldoes not function as intended.
analysts can contribute significantly tothe Optimism is defined as a form of the
national welfare. Budgeting, whether for bias discussed in the conceptual state-
next year or longer periods, is an accoun-ments of the Financial Accounting Stan-
tancy function directly affecting manage- dards Board (FASB). Were we able to
ment; it should be addressed with the samg@lace a probability distribution on the fis-
rigor as is applied to stock price move-cal projections of the defense budget, we
ments, earnings forecasts, and the effectavould find that those projections consis-
of revised standards. tently are greater than the expected value.
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No attempt is made to assign the causeaffordable only if it exists in the force in
of the bias to the elements of measuresome minimum quantity. Fielding of the
bias or measurement bias. Measurer biasystem requires development of doctrine
results when the measurer misapplies thand tactics and also the training of the
measurement methodology. Such misapforces and the commanders. In the highly
plicaion may derive from lack of skill or integrated modern battlefield, develop-
lack of integrity, or both. Measurement ment and management of compatibility
bias results from inadequacy, or lack ofwith the associated forces also is required.
validity, of the measurement instrumentClearly, it could be ineffective and cost
or method. However much the resultantprohibitive to do all those things for a
bias may originate in each of those twosingle aircraft, especially if some backup
causes, it remains a systemic characterisweapons sys
tic of the national security planning and tem were re:
budgeting system (FASB, 1985). quired in the resources than
eventthasingle  pecome available
aircraft were results in program-

THE IMPACT ON MILITARY EFFECTIVENESS lost. At sOom€é ming a larger force
point, the cost- and more invest-

Planning for more resources thaneffectivenesso ments than can be
become available results in programminga specialize¢ supported.”
a larger force and more investments tharsystem, avail:
can be supported. The defense literatureble in a minimum quantity, is less than
has noted the effects of that discrepancythe cost effectiveness of the alternative
Kevin Lewis, in “The Discipline Gap and multipurpose weapons system.
Other Reasons for Humility and Realism  Decisions to produce a special-purpose
in Defense Planning,” concludes that theweapons system or the alternative muilti-
likelihood of the DoD’s planned program purpose system are made on the basis of
achieving its planned effectiveness is smallprojected resources. Even once it becomes
(Lewis, 1994). It is important to recognize clear that resource projections were
that Lewis has in mind thailitary effec-  optimistic, reversing such decisions is
tiveness of the forces that result from thedifficult. The difficulties arise from the
plans. Jacques S. Gansler deals with thadded costs incurred by a termination,
effects on weapons system costs and oiboth economic and psychological, and
strategy and the ability to support strat-from the time-lag that would be incurred
egy (Gansler, 1989). Spinney also hasn developing the multipurpose system.
addressed these effects (Spinney, 1996)In fact, that time-lag may preclude field-

In defense planning, the mix anding of the alternative capability soon
deployment of forces is optimized within enough to counter the threat. Thus, the
the expected resource constraih®he  ability to repair a bad decision in response
mix of forces varies as a function of the to near-term information about resource
total financial resources available. For availability is limited.
example, a specialized aircraft or other Given the earlier decisions, made on
weapons system may be effective andhe basis of optimistic resource prajens,

“Planning for more
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the best possible defense program may b@THER ANALYSES OF PLANNING BIAS
significantly less effective than would
have been possible had the earlier deci- The idea that a bias in planning may
sions been made in the context of realis-exist is not new. Henri Thiel (1971) dis-
tic resource constraints. That situation iscusses the measurement of such bias and
modeled below: offers several examples of systemic bias.
Let E (year, resources, period) repre-His discussion, because it uses Dutch
sent the maximum effectiveness of thenational forecasts as an illustrative case,
defense program resulting from decisionsestablishes the relevance of that technique
made in yeat;, given multi-year projected to the analysis presented here. J. Chapman
resource constrairt and serving in the (1981) applied Thiel's technique to assess-
future periok. The period may be a speci- ment of the accuracy of revenue forecasts
fied Future Years Defense Programby California cities before and after the
(FYDPY period or some longer time span passage of Proposition 13. He found a
(such as a decade). Then, the maximuntendency toward underestimation of
effectiveness of a defense program, giverrevenues both before and after passage of

resource constraifyf is Proposition 13. Chapman’s findings are
not directly relevant to this analysis, but
EG,j, K 1) his application of Thiel's technique is.

Allusions to bias in national forecasts
and the maximum effectiveness of the nexin the United States are not unusual. For
year's defense program, covering the samexample, J. Sessel (1995) quotes com-
period k, but with a revised resource ments by two well-known observers on

constraing, <j, is the White House and Congressional
Budget Office (CBO) forecasts. Former
E(i + 1,),,K <EC(, j,, K. (2) CBO Director June O’Neill said, “The

history over the past 20 years is that both

Some observers have identified theof us are too optimistic.” Alan Auerback,
revised planning that results from correc-an economist at the University of
tion of E(i, j,, K) to achieveE(i + 1j2k)  California, Berkeley, commented, “I've
as the source of the acquisition turbulencébecome convinced that there’s a pervasive
so roundly condemned by the Packardtendency towards overoptimism in both
Commission (1986). Clearly, if the effec- agencies” (Sessel, 1995). Affording
tiveness decline applies to the next yearsDefense Gansler (1989, chap. 5) refers
program, it also applies to thie+ n  to “optimistic planning.” One of the
program wherais an integer greater than threads of his analysis is the effect of plan-
one and less than some integer represeniing for a greater financial resource than
ing the time to develop and field an becomes available. Gansler is unusual in
improved mix of forces. his recognition of the adverse effects of

Because the time to develop and fieldsuch optimism.
a weapons system is at least 10 years, the The existence of such a systemic bias
effectiveness decline persists for aboutis relevant to other organizations, both
that same period. public and private, and knowledge about
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the detection and correction of such biasegimmy Carter, Ronald Reagan, George
would be an important contribution to the Bush, and for President Bill Clinton
knowledge about managing complexthrough fiscal year 1995.
public and private organizations. The The projected fiscal resources against
magnitude of the effect on other organi-which plans were constructed consistently
zations probably is related positively to exceeded the fiscal resources that actually
their planning horizon. became available. The situation is por-
trayed graphically in Figure 1. That figure
presents the actual and planned data for

BIAS IN DEFENSE PLANNING President Reagan’s second administration,
1985 through 1988.
DATA The bars in the chart show the resource

For this study we examined data for alevels for each year of the DoD’s plan-
period of 20 years: fiscal year 1975 ning period. Because a new planning
through fiscal year 1995 Planned period begins yearly, the bars for each
resource levels were compared to theyear represent plans from several prior
actually available resource levels for theyears. The line represents the funding
administrations of Presidents Gerald Ford,appropriated by the Congress, the fiscal
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Figure 1. Planned Versus Realized Real Growth, Fiscal Years 1985-88
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resource that was realized. Clearly, the In Applied Economic Forecasting,
plans of each administration extend intoThiel (1971, p. 32) develops a method for
the subsequent administrations and, jusanalyzing the adequacy of economic
as clearly, are revised by those subsequeffibrecasts. Thiel decomposes the squared
administrations. error of the forecast into coefficients

In order to remove the effects of infla- related to the sources of the forecasting
tion, real dollar levels indexed on fiscal error.
year 1974 are plotted. The DoD deflators Our analysis is based on real growth
were applied to the actual appropriations.rates, projected and actual, to remove the
Those projected at the time of each plareffects of inflation and also because the
were used to deflate the resource projecprojection methodology used in the DoD
tions, and then were linked to the sames based largely on assumptions of future
deflators that were applied to the seriesreal growth. The analysis uses the natural
of actual appropriations. Thus, each year'dogarithms of the real growth rates. Their
resource levels, projected and actual, wereise ensures that the levels in yeaesd
restated in the same dollars and thert, are the same if the log changes in those
indexed on fiscal year 1974. years are equal but of opposite sign (Thiel,

pp. 47-50).

METHODOLOGY

Spinney (1992) used a primarily gra- SOURCES OF THE PROJECTION ERRORS
phical analysis in his presentations, Thiel's coefficients are derived from
accompanied by discussion. Figure 1the sum of the squared errors as shown
similarly portrays the data. Gra-phical below in Fgure 2. The coefficients rep-
portrayals provide an intuitive feel for the resent bias, variance, and covariance,
situation, but they do not support conclu-respectively.
sions about the un-derlying causes of the
forecasting errors.

1 - —
—2.(Pj - Ai)2 = (P - A)2 +(Sp'Sa)2 *21-r)Spsa (3)
n

(—_—)2 _ 2

L - P- A .\ (Sp - Sa) N 2(1-r)Spsa @)
1 1 1
—2(pj- Ai)2 =2 Pi - Ai)2 —Z( Pi - Ai)2
n n n

Figure 2. The Sum of the Squared Errors
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ANALYSIS OF THE DATA BlAs
The bias proportion represents devia-
Table 1 presents data about the fretions in central tendency. It shows the
quency of the forecasting errors. Table 2proportion of the root mean square error
presents the coefficients and is followedthat results from the difference between
by a discussion of their meaning. the mean of the predictions and the mean
As Table 1 shows, the real growth rateof the realizations. Positive values for the
used in DoD’s resource projections difference in the means of the predicted
exceeded the real growth rate realized irand realized values indicate that, on the
the amounts appropriated in 66 of 94 fiscalaverage, higher real growth rates are
years (70 percent of the projections). Theprojected than are realized.
effects of inflation have been removed In five of the six administrations the
from both the resource projections and themean prediction exceeded the mean
appropriated amounts. The optimistic realization. The importance of that bias
tendency (70 percent of the projectionsis indicated by the bias proportions in
exceeded the actual appropriations, in realable 2. In each of President Reagan’s
dollars, vice the approximately 50 percentadministrations, about 75 percent of the
in an unbiased system), therefore, is not &rror in projections derived from
result of the difficulty of forecasting optimism about how much Congress
inflation rates. would appropriate. In President Bush'’s

Table 1. Frequency of Forecasting Errors

Number of periods forecast 94
Forecast real growth rate exceeded actual rate 66
Actual rate exceeded forecast 28

Table 2. Inequality Proportions

Administration Bias Variance Covariance

Ford .00322 .23899 75779
Carter .33380 .32189 .34431
Reagan | 75237 .03787 .20976
Reagan I .75249 .00044 24707
Bush 48722 .05170 46109
Clinton .26872 43326 .29802
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administration, about 49 percent of the Congressional appropriations. For Presi-
projection error resulted from an upward dents Reagan and Bush, this difference
bias. About 27 percent of the projectionin consistency contributed only about 3.8
error in President Clinton’s first two years percent and 5.2 percent, respectively, of
resulted from overly optimistic projec- their projection error, making that source
tions. President Ford’s administration relatively unimportant compared to the
exhibited very little bias. About .3 per- effect of the upward bias in central
cent of his projection error resulted from tendency. During the Carter and Ford
general overoptimism. administrations, the difference in consis-
In contrast, President Carter’'s admin-tency was relatively more important,
istration exhibited a bias below what the contributing 32 percent and 24 percent,
Congress appropriated, accounting forrespectively, of the projection error.

about one-third of the projection error. Conversely, in President Reagan’s sec-
ond administration and in the first two
VARIANCE years of President Clinton’s administra-

The variance proportion is zero only if tion the projections have been less tightly
the standard deviations of the projecteddistributed than have the congressional
and realized real growth rates are theappropriations.
same. As Table 3 indicates, for the admin- One might hypothesize that the pattern
istrations of Presidents Ford, Carter, andof the variance relationship indicates that
Bush and for President Reagan’s firstPresidents Ford, Carter, Bush, and Reagan
administration, the variance of the real-(in his first term) had a better-defined
izations exceeded the variance of thevision, or at least a firmer vision, for the
projections. For each of those adminis-national security than did the Congress.
trations, the projected real growth rate Such a hypothesis would accept year-to-
fluctuated less from year to year than didyear consistency in appropriations as a
the achieved real growth resulting from proxy for a consistent vision. A full

Table 3. Means, Standard Deviations, and Correlations

Administration P-A S,—S, r

Ford .0028 -.0238 —-.0736
Carter -.0294 -.0289 .0820
Reagan | .0522 -.0117 71325
Reagan Il 4934 .0019 .0937
Bush .0436 -.0141 .1458
Clinton .0123 .0156 .8524
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examination of that hypothesis, however,Bush administration, and progressively
is beyond the scope of this paper; for theless so in the Carter, Clinton, and Reagan
present, we leave it for others to addressadministrations.
As one reviewer noted, however, it might The preceding analysis addressed the
be addressed through an analysis of theources of the projection error on a rela-
concurrent resolutions on the bud§et.  tive basis. If the projection error is small,
then the importance of a relatively large
COVARIANCE proportional contribution also is small.
The covariance proportion is zero only Thus, it is important to address the size
if the coefficient of correlation is 1. As of the projection errors. Did the adminis-
indicated in Table 3, the directional agree-trations have similar projection errors, or
ment, the correlation, between thedid some administrations experience
administration’s real growth projections notably large projection errors? What was
and the congressional appropriations havéhe source of any larger-than-typical
been highest in President Reagan’s firsgrrors?
term and in President Clinton’s first two
years. President Ford and the CongresSIZES OF THE PROJECTION ERRORS
moved in opposite directions. The corre- Table 4 presents the average sizes of
lations in President Carter's administra-the projection errors as a percentage of
tion, President Reagan’s second administhe planned resource level; that is, as a
tration, and President Bush’s administra-percentage of the projection. Importantly,
tion each are positive, but quite low. Thefor Table 4, the calculation is based on
difference in correlation contributed rela- the planned resource level (in constant
tively significantly to the projection error dollars), not on the year-to-year real
in the Ford administration, less so in thegrowth rates, and is not represented

Table 4. Size of Resource Shortfalls?

Administration Mean Shortfall as Percent
of Planned Resource Level

Ford -5.3
Carter +10.9
Reagan | -134
Reagan Il -19.5
Bush -11.1
Clinton -2.5

a2 A minus sign indicates available resources were less than planned. The comparison is across the periods
projected during each Presidential term.
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logarithmically. The resource-level base Carter’s tenure, the Congress appropriated
portrays the effect on program manage-an average of 4.9 percent more than Presi-
ment better than do the calculations basedent Carter requested. The Carter admin-
on year-to-year rates. istration projections for his post-tenure
Itis the error in projecting year-to-year years, fiscal years 1982 through 1986,
real growth rates that causes the resourceere significantly less than Congress ap-
shortfalls and that error is an accuratepropriated for those years. President
portrayal of the overoptimism. The overly Carter’s plans for those post-tenure years
optimistic projection of future resources were overfunded by an average of 13.8
derives from the overly optimistic projec- percent of those plans.
tions of real growth. Nonetheless, once Thus, President Carter's average re-
resources are realized, it is the resourcesource overrun of 10.9 percent compared
guantity that constrains management ofto his out-year projections can be attrib-
operations and investment. Hence, theuted largely to President Reagan’s mili-
importance of those shortfalls is bettertary buildup. The Carter administration’s
measured as a function of the resourcéias to the low side of those realizations
levels. Note that measurement using theappears to be a result of a changed national
resource levels makes each year’'s errosecurity policy and perception.
dependent on the cumulative effect of the Conversely, the existence of overfunded
prior years’ errors, as it in fact is. plans during President Carter’s tenure
Of the six administrations, only Presi- confirms that it is possible for a President
dent Carter’'s projected less in resourcego overcome the systemic fiscal overopti-
than were realized. It is enlightening, mism of the defense establishment. Of the
however, to look at the timing and six administrations analyzed, only the
circumstance of those in-excess-of-pro-Carter administration presented requests
jected realizations. During Presidentto the Congress that were less than the

Table 5. Correlation of Error Size and Bias

Administration Absolute Value of Mean Bias Coefficient
Shortfall as Percent of (%)
Planned Resource Level (%)
Reagan Il 19.5 75.25
Reagan | 13.4 75.24
Bush 111 48.72
Carter 10.9 33.38
Ford 5.3 3.22
Clinton 2.5 26.87
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amount ultimately appropriated by the a rank correlation coefficient of .94, is
Congress. If we conclude that the defensesignificant on a one-sided test with a type
budget process includes a systemic overt error of .02.
optimism, then we are led to conclude that Thus, over the past 20 years, those
President Carter managed to overcomedministrations that exhibited significant
that systemic bias. bias (optimistic or pessimistic) in their
Spinney (1996) offers a description of resource projections, tended also to have
the pressures to increase budget allocarelatively large errors in their projections
tions that the defense establishment carmf resources.
place on a President. His recounting of Consider Table 6, which is Table 2
the pressures and maneuvering leading toeordered from the largest to the smallest
the 1996 increases in the future-years proprojection error, except for the Ford
gram provides considerable insight into administration. If we accept that President
the difficulties a President faces in over-Ford’s projection error derived primarily
coming defense’s tendency to optimistic from his directional differences with the

out-year fiscal projections. Congress, then the evidence becomes
more persuasive.

CORRELATION OF PROJECTION-ERROR SIzZE If the bias coefficient is Iarge, then the

AND THE BIAS COEFFICIENT average predicted change is substantially

Those administrations having the larg- different from the average realized change.
est projection errors, as measured by Tabléf bias remains a major source of error
4, also exhibit the largest bias coefficients.over time, then the forecasting system is
Consider Table 5. The apparently highnotimproving. That is a serious error. The
correlation is confirmed by a Spearmancovariance error source should not be
Rank correlation test. That test, yielding expected to approach zero. Were that true,

Table 6. Inequality Proportions Ordered by Size of Projection Error
(Except for Ford Administration)

Administration Bias Variance Covariance
Reagan I .75249 .00044 24707
Reagan | 15237 .03787 .20976
Bush A8722 .05170 46109
Carter .33380 .32189 .34431
Clinton .26872 43326 .29802
Ford .00322 .23899 75779
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the line of predictions and realizations CONCLUSIONS AND RECOMMENDATIONS
would be straight. Such an exact align-
ment is too much to eXpect (Thlel, 1971, A tendency exists for the Defense
p. 32). Department to project the availability of
significantly more resources than become
available. Historically, those administra-
tions having demonstrated the greatest
bias in their real growth projections also
Bias has been recognized as a seriougave experienced the greatest shortfalls in
source of error by an independent com—esources. Hence, those administrations
mission and within the Department of having demonstrated the greatest bias
Defense (Packard, 1986; Gansler, 1989jn their real growth projections also
Spinney, 1996). Recognition within the most seriously handicapped program
Department is difficult to document managers. Bﬁecting Signiﬁcanﬂy more
because internal DoD management angesources than become available directly
financial management policy analyses areaffects force mix and capability. The
not publicly available. Nonetheless, thereforce-mix optimization studies used in
have been suf- programming decisions incorporate a
ficient occa- resource constraint.

EFFORTS TO CORRECT THE BIAS ERROR

“Bias has been

recognized as

a serious source

of error by an
independent

commission and

sional recogni-
tion of fiscal
overoptimism
as a manage
ment problem

The existence of optimistic bias has
spanned administrations. It continues
despite changes of administrations—
whether the political party of the incom-
ing administration is the same or changes.

within the to support the |t appears, therefore, that the bias results
Department of conclusionthat  from some characteristic of the defense
Defense” the profes- management system:; it is a systemic phe-

sional career nomenon. So it appears reasonable to con-

staff was aware  cjude that reducing the optimistic bias will
of it and of its deleterious effects (Lewis, require changes to the planning and bud-
1994; Clark, 1990z; Clark, 1990b, Jordan,geting system. In undertaking such
1990). changes, it is important to recognize that

The Packard Commission (1986) pjas reduction is the goal, not elimination
focused intensively on the tendency toof the projection error.

overestimate the future resources as a There clearly is room for improvement
serious management ptetn. That Com-  in the Defense planning and budgeting
mission’s report, together with pressuresystem. The analysis in this paper is
from career executives, fostered a limitedempirical. It establishes existance of a
recognition within DoD of the need to im- systemic bias in one of the nation’s major
prove the forecasting of resources. accounting and budgeting systems.

Gansler (1989) and Clark (1990a; 1990b)

each have identified significant costs
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arising from budget turbulence in DoD. who played key roles in the planning and
The systemic bias identified here is abudgeting process under the Carter
source of that turbulence. It seems reaadministration and other administrations.
sonable to suggest that other analysts Three sources of projection error were
could contribute significantly to the na- identified: bias, variance, and covariance.
tional welfare via rigorous development It is reasonable to expect that forecasting
of improved forecasting methods thatsystems should exhibit the ability over

would be unbiased. A broad proposal fortime to diminish the bias source. Not to
such research is outlined below. do so indicates lack of continuing

Changes in the planning and budget-improvement in the forecasting system.
ing system to reduce optimistic bias The time trend of bias errors does not
should be based on a review that identiindicate any systemic improvement. From
fies the decision points and techniques ofa system perspective, the national defense
the system. Techniques include the modplanning system is not functioning as it
eling and projection methodology; for should.
example, regression analysis, auto regres- The variance error source appears to
sive integrated moving average (ARIMA), result from the relative consistency of the
or dynamic economic models. Decision administration’s vision of the national de-
points are those places in the proces$ense versus the consistency of the
where out-year assumptions are madeCongress’s vision. Testing and analysis
Examples of these are whether DoD will of that hypothesis is deferred, but changes
receive a greater or smaller share of theéo the forecasting system appear an
U.S. budget, whether the U.S. budget willunlikely way to improve the correlation
increase or decrease, and the size of thef the Administration’s and the Congress’s
applicable growth rates. vision for national defense.

Because the analysis identifies a period The covariance error source should be
in which the systemic bias was correctedexpected to continue; further, improve-
a comparison of that period to othri-  ments in the forecasting system that
ods appears potentially fruitful. The first stepreduce the bias source almost surely will
in such research might be structuinegtr-  increase the relative size of the covariance
views with senior officials and analysts error source.
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ENDNOTES

1. The optimistic assumption is produc-

tion quantity, not slope.

Optimization within resource con-
straints is well established in national
security planning. The techniques and
theory were set out 30 years ago by
Quade and Boucher (1968). The Pack-
ard Commission’s report (Packard,
1986) clearly reflects the continuation
of that practice.

A Future Years Defense Program
covers a specified 6-year period for
which DoD plans. A new FYDP

period starts each biennium, thus
constituting a rolling coverage of the

future. 5.

Data are from DoD press releases,
Secretary of Defense Annual reports
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to the Congress, and the National
Defense Budget Estimates series
published by the DoD Comptroller.
Data for earlier years were not avail-
able. Although the “Historical FYDP”
reaches back to fiscal year 1962, it
does not present the original esti-
mates. FYDP data are revised if
appropriations change during the year
and also to reflect actual obligations
through time. In addition, documents
presenting the original inflation
forecasts are not available and such
original projections are necessary to
restate the out-year data in constant
dollars.

Analyses of the congressional budget
process are in Joyce (1996) and Shick
(1996).



