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MSI provides management concept papers that help 
Government and Industry organizations identify 
management practices that will transform them into high 
performing organizations.  MSI Concept Papers provide 
an informed expert overview of both proven and 
innovative management practices leaders can use to 
inform peers and start adoption of new practices. 
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Simple Methods for Reversing the Problems with Baseline Budgeting 

Baseline budgeting is the financial planning 

practice in which an organization has an 

annual budget developed and approved based 

on a baseline of spending plus requests for 

additional funding in each financial planning 

cycle.  The baseline is based on previous 

year’s approved spending.  Additional funding 

is based on many factors including inflation, 

cost of materials, new programs, new 

technology, and other forms of growth. This is 

the approach to budgeting predominately used 

by Government agencies and some large 

businesses.   

The most apparent problem with 

baseline budgeting is the 

assumption that current spending 

levels are the appropriate baseline 

or “bottom line” of spending.  This 

assumption is problematic for many 

reasons. Given that financial planning cycles 

range from 18 months (Industry) to four years 

(DoD), numerous things can reduce the 

required baseline of spending needed for an 

organization. Baseline budgeting is a root 

cause of inefficient use of Government 

resources.  The financial costs are measurable 

and easy to comprehend.  The human and 

performance costs are nearly impossible to 

measure on a large scale, but as we have 

witnessed, can outpace financial costs by 

several orders of magnitude, especially when 

baseline budgeting operations manage 

expensive end items (planes, tanks, buildings, 

or human capital). 

For those unfamiliar with the process at an 

office level, here is what happens.  Each fiscal 

year an office operates using a budget that 

was developed using the previous year’s 

budget as the baseline plus additional funding 

they were able to negotiate during the financial 

planning process (remember, this will be the 

baseline for next year).  The office spends 

money or executes this budget throughout the 

fiscal year.  Two or three months before the 

end of the fiscal year, the office will 

take a tally of its spending against 

the baseline.  In other words they 

will check to see if they are burning 

all the money.  Most offices do not 

check to see if they are spending 

the money wisely, as planned, or if 

value is generated by the spending.  They just 

make sure the money is being spent.  If the 

office is not on track to burn through all of the 

money by the end of the fiscal year, leadership 

and management begin finding ways to spend 

the money. Human and financial resources are 

diverted from production and used to find ways 

to spend money.  At this point, various 

rationales are devised to justify the spending.  

Next, action is taken to make sure the money 

is spent by the end of the year.  If the money is 

not spent or obligated to a contract by the end 

of the year, it is likely to be deducted from the 

baseline in the next planning cycle.  The 

Baseline 

budgeting is the 

root cause of 

significant 

inefficiency 
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Hoshin Kanri 

identifies non 

value adding 

budget line 

items 

Baseline 

budgeting 

effects can be 

mitigated 

baseline will shrink.  Leaders and managers in 

these organizations do not want to see their 

budgets shrink.  Rather, they are often 

measured by their ability to expand the size of 

an organization in terms of budget and 

personnel.  While saving money and reducing 

cost seems good, leaders often attach greater 

significance to the relative size and budget of 

the organizations they manage. 

So we see that baseline budgeting is often the 

root cause of excessive spending, irrational 

behavior, and bloated 

organizations.  Yet, in 

Government 

organizations alternative 

approaches to 

budgeting (e.g., zero base budgeting) will be 

difficult and will take many years to implement 

on a large scale.  This being said, there are 

management methods that mitigate the 

problems associated with baseline budgeting 

and lay the groundwork for a transition toward 

a more efficient budgeting model.      

Ways to reduce the effects of baseline 

budgeting, in order of importance, include: 

1. Hoshin Kanri (a.k.a. Hoshin 

Planning, Goal Deployment)  

2. Standardized Business Case 

Analysis
1
 

3. Cost/budget reduction based 

performance incentives 

                                                      
1
 GAO INFORMATION TECHNOLOGY - OMB NEEDS TO 

IMPROVE ITS INVESTMENT GUIDANCE. (2011). 
Retrieved January 29, 2015, from 
http://www.gao.gov/assets/590/585915.pdf 

Hoshin Kanri, a Proven Method for 

Strategic Management 

Hoshin Kanri is the most powerful technique 

for mitigating the problems with baseline 

budgeting. It is used by many of the world’s 

highest performing corporations including 

Toyota, General Electric, and Hewlett Packard.  

It is just now starting to get traction in 

Government. Hoshin Kanri connects tasks to 

strategy through simple step-by-step planning, 

commitment to the plan, and rigorous 

management to the plan through a set of tools 

that continuously align every day activity to 

strategic goals.  At the core of Hoshin Kanri 

are: an annual planning process with a rolling 

five year horizon leveraging the Plan-Do-

Check-Act cycle and a technique called Catch-

Ball; cascading Goal Deployment Matrices that 

translate strategy to task from the top to the 

bottom of the organization; monthly reviews; 

and standardized development/improvement 

methods and reporting 

tools.  Hoshin Kanri 

improves the 

performance of business 

systems and the ability 

of the business 

enterprise to meet forecasted business 

commitments.  

With Hoshin Kanri goal deployment, top 

management vision can be translated into a 

set of coherent, consistent, understandable 

and attainable policies and actions that can be 

applied at all levels and functions of the 

http://www.msipros.com/
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The Goal Deployment 

Matrix connects task to 

strategy 

organization. When these actions and policies 

are applied, they result in the vision becoming 

a reality.  Goal deployment ensures that 

everyone in the enterprise is made aware of 

the overall vision and targets.  The way that 

these are translated into specific requirements 

ultimately focuses management behavior and 

daily activities on a shared set of goals.   

In addition to the disciplined process for 

performance and financial planning established 

by Hoshin Kanri, the tool that specifically helps 

mitigate the effects of baseline budgeting is the 

Goal Deployment Matrix, shown below.   

The Goal Deployment Matrix is particularly 

useful as a tool against baseline budgeting in 

that it captures all goals and objectives for the 

organization, plots them against the 

organization’s core functions and initiatives, 

and establishes ownership and performance 

metrics both horizontally and vertically.  When 

fully implemented, the Hoshin Goal 

Deployment Matrix is a matrix based catalog of 

every function (operational and developmental) 

within an organization and identifies the value 

each of these functions is supposed to drive.  

This is used to mitigate baseline budgeting 

through enforcement of a budgeting process 

that requires all budget line items to be 

associated with the Goal Deployment Matrix.  If 

a budget line item does not have a clear place 

on the Goal Deployment Matrix, then it is not 

aligned to value and it is waste.  All new 

developmental initiatives are vetted against the 

Goal Deployment Matrix to again identify their 

value and place within the plan. If new starts 

do not move metrics in the right direction, if 

they divert resources away from at-risk metrics 

toward performing metrics, then the new ideas 

http://www.msipros.com/
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Standardized 

business 

case analysis 

drives more 

sensible 

spending 

are not funded.  So, while the Goal 

Deployment Matrix does not completely take 

an organization to zero-base budgeting, it 

forces an organization to take inventory of its 

resources and align them to goals.  Resources 

not aligned to goals must be re-assigned or 

released.  It is like hitting a reset button that 

takes the organization to the state of minimal 

resources needed to achieve primary goals 

and objectives.  Done on an annual basis, this 

will clearly mitigate problems with baseline 

budgeting. 

Standardized Business Case Analysis 

Drives Spending Discipline 

Standardized business case analysis is 

another method that can help mitigate the 

negatives of baseline budgeting.  Though not 

as powerful, business case analysis is a great 

tool in conjunction with 

Hoshin Kanri.  Business 

case analysis primarily 

addresses the 

expansion of the 

baseline by forcing all 

new starts and 

developmental efforts 

through a standard business case process.  In 

each case, new starts must be vetted against a 

balanced set of criteria, must add value, and 

must align with strategic goals.  Further, the 

standard business case process forces a set of 

process steps and approvals that cannot be 

short circuited to enable end of year spending. 

The diligence of the process forces 

management to think more strategically about 

spending activities.  It also forces managers to 

consider the cost and effort associated with 

new spending causing managers to pursue 

only the more worthy spending initiatives.  

While Federal A-11 governed Exhibit 300 

business cases are developed for some major 

government programs, most initiatives 

continue to be planned and funded without 

benefit of standardized business cases. 

For mature Federal organizations this may be 

facilitated through an abridged form of the 

Exhibit 300 process that is linked to the 

individual Operations and Maintenance (O&M) 

and innovations initiatives that make up the 

sum of all activities within an office or 

organization. Alternatives analysis and portfolio 

management and other Federal Capital 

Planning approaches may also be aligned with 

the strategic management that is achieved 

through Hoshin Kanri and extended to cover all 

funding requests. 

Individual Performance Metrics, a Useful 

Tool for Specific Problems 

Perhaps the most difficult technique for 

reducing the effects of baseline budgeting is 

the application of individual performance 

metrics targeted at cost savings.  This is also 

the most risky, because personal performance 

metrics drive personally motivated behaviors.  

These behaviors may not be best for the 

organization.  In other words, if people are 

incented to reduce cost for personal gain, they 

may do so at the expense of increased market 

http://www.msipros.com/
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Individual 

performance 

metrics can 

solve specific 

spending 

problems 

Current 

conditions set 

the stage for 

implementation 

of improved 

management 

methods 

share or improved customer satisfaction for the 

organization.  However, cost reduction 

individual performance metrics can be used 

sparingly when targeted at specific functions or 

offices within an organization.  Cost reduction 

related individual performance metrics 

employed at anything 

more than a micro scale 

must be employed as 

part of a balanced set of 

metrics that ensure cost 

is not cut at the expense 

of performance and 

customer satisfaction.  

Improving Financial Planning Processes, 

The Time is Now 

It has been our observance during nearly two 

decades of management consulting that 

baseline budgeting is a root cause of 

significant Government inefficiency.  It is the 

source of compounding financial excess and 

irrational management behavior.  It is not 

feasible for Government to perpetually 

increase its percentage of financial and human 

resources consumed.  Sequestration and 

recent cuts in Government spending have 

created an opportunity for new ways of 

managing the tax payers’ dollar.  It is 

incumbent upon Government leaders to seek 

out and employ new strategic planning, 

financial planning, and human capital 

management techniques that ensure 

Government agencies build upon and 

institutionalize recent change.  Further, they 

must employ methods that move agencies 

forward into a new way of doing business 

ultimately leading to optimization of resources.  

The journey to optimization of Governmental 

resources will not be a quick fix.  It will take 

years and will require policy, procedural, and 

cultural change, but it is necessary.   

The techniques described above, employed 

properly, represent significant steps toward 

optimized budgets and away from the old, 

wasteful baseline budgeting techniques.  It is 

our recommendation that organizations and 

Agencies begin this process with the 

implementation of Hoshin Kanri at a 

department or 

divisional level and 

over the course of 

three years evolve the 

use of Hoshin Kanri 

into an enterprise 

wide, fully integrated 

management method.  

Standard business case analysis can and 

should be deployed in parallel with Hoshin 

Kanri to ease organizational acceptance of due 

diligence within the new starts process.  Lastly, 

individual performance metrics based on 

balanced metrics are much easier to develop 

and deploy when informed by Hoshin Kanri.  

Hence, these three management techniques 

are relatively simple to employ, inexpensive to 

integrate, and will return tremendous value.  

They will help transform Governmental 

resource management into a far more efficient 

and effective model. 
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